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5. 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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MEMORANDTUMN

Tos All Directors v 27 May 190
%mwo-o&- |

From: Paul Coidan T™0.261
Director, Division for Conference Affairs MR/cr
and External Relations

Subject: "Working parties and study groups" and "commodity consultations”

The attached achedule contains the meetings covered by the overall

ion in the 1970 calendar for "working parties and study groups"
which for conference planning purposes also includes expert groups)
and "commodity consultations”. It would be appreciated if you would

check the information concerning the meetings with which you are comcerned
and let me know whether any amendment is necessary.

It is my intention to include in the document to be submitted to the
Board for its review of the calendar of meetings all bodies for which
firm dates have been established. The overall provision will then be
amended and information on any tentative meetings
requested by delegations.

%
E

I would also appreciate it if you
under these general headings which you envisage may
quoting the appropriate decision authorizing the meeting. An indication
of the period of the year during which you would wish to schedule the
meeting would be of considerable help in planning the oversll programme
of meetinge for 1971.

I should be grateful if you would let me have a reply by 10 Jume 1970,

Sent to: Mr. Berthoud
Mr. Chidzero
Mr. Chossudovaky

Mr. Delgado
Mr. Dellv”

Miss Petigura

Mr. Viteri




FOR SECRETARIAT

USE ONLY - NOT
FOR PUBLICATION

Second half of year (1 week)

Estimated |Inter-
Decision Tentative timing
Body taken by Reference sl dwsstion nmriot prota~
I. Working parties and study groups
Group on Rulea of Origin 2nd Pref, | TD/B/243 29 June - 7 July (1 week) 60 - 70 EFRS
pare, 36 countries -
°"‘(“;§ '/p'l o p"i_ . 2nd Pref. TDM;% Up to 3-b weeks in all o?;:rﬁ'. EFRS 4
Group on Trade Expansion, etc. 8th TDB RES.53(VIII} 2 « 18 November (2% weeks) %0 - 80 EFRS
para, 2 countries 1
Group on Techniques of Lending UNCTAD II m.zggm B
ey ) Only 1 week in all - may not
or Group on :::::hl Cr;:it- para. 10 be held ~ kth CIFT to decide EFRS
Group on tilateral Interest T™/8/236
& eatisatics Tend 34 CIFT | cora. 36
UNCTAD/FAO Intergovernmental Subject to recommendations of 30 - 35
Consultative Committee on Oilseeds, | UNCTAD II | RES,16(II) Committee on Commodities (July) souhtriss EFRS
0ils and Fats (if established) and CCP (November) - 1 week .
I1. Expert Groups
Group of insurance statisticians 2nd CIFT | T0/B/118 7 « 14 October (1F weeks) 16 RS
Amnex I experts
Group of insurence supervisors and | ., . crpp T™0/8/118 LFRS
somrimtomu Annex I Only one of the two groups will
" ly 4in Dec 197
SR it st | e | WA | [TES o s
Expert Group on Rubber 5th TDB RES.40(V) 7 experts | none

+-Mtobo-hfumt1nplcfmlm

27.5.70/mx/or




Estimted | Tatet
Decision Tentative timing
Body taken by | Beferemce and duration ey e °‘! g
111, Commodity consultations
Cocoa consultations UNCTAD II| RES.16(II)A 1 « 11 June (2 weeks) 14 countries| EFRS
% i ver v, UNCTAD IT| RES,16(II) Up to 2 weeks

27.5.70
or/or




LTF
UNATIORS
GENEVA =
2813 CHOSSUDOVSKY AAA PLEASE ADVISE WHETMER WORLD BABX HAS SUPPLIED
COPIES OF ENGLISH TEXT OF TD/B/C.3/74 AND WHER YOU EXPECT THESE
TO BE DISTRIBUTED BBR PLEASE INDICATE ALSO WMER DISTRIBUTION WILL
TAKE PLACE IN OTHER LANGUAGES =
DELL +

\

COL 2813 TD/B/C.3/74 + 2 52
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2772 CHOSSYDOVSKY RE NOWYITS 2209 AAA WOULD SUGGEST THAT FIRST
FULL PARAGRAPN O PAGE TWO SHOULD READ AS FOLLOWS QUOTE IN VIEW:
OF THE EXCEPTIONALLY LOWG AND CONPLICATED AGENDA OF THE POURTH SES=
SI08 OF CIFT, THE SECRETARY GENERAL OF UNCTAD SUGBESTS THAT GOVERN-
NENTS MAY VISH TO= 2w

s
CONSIDER THE ADVISABILITY OF ENSURING THAT THEIR REPRESENTATIVES
ARE PRESENT 1N GENEVA I8 TINE TO PERMIT THE VARIOUS GROUPS TO MEET
FOR CONSULTATIONS CONCERNING TNE BUSINESS OF THE SESSION IN ADe
VANCE OF ITS OPENING, NAWELY ON SEVENTEE® JULY, THE SECRETARY GENERAL
1S MARING FACILITIES AVAILABLE FOR SUCH= '
P3z -.
CONSHLYATIONS AT 10130 A.N, AND 3:00 P.M, ON SEVENTEEN JULYs .
DETAILS OF MEETING ROOMS WILL BE PROVIDED ON THE USUAL NOTICE BOARDS

IN THE PALAIS DES NATIONS ON THAT DATE, RESPONSIBLE OFFICIALS o

OF THE SECRETARIAT WILL ALSO BE AVAILABLE T THE GROUPS FOR CONe ig

SULTATION, IF SO REQUIRED= ¢

PA=33z

UNQUOTE BBB INTEND ARRIVING GEWEVA ON SIXTEEN JULY, PLEASE CONVEY

T0 CHAIRMEN OF GROUPS THAT I SHALL BE AT TNEIR DISPOSAL IF THEY S0

WISH AT ANY TIME DURING SEVENTEEW JULY= Ry
s A ot

COL 2772 2209 10230 3:00 +
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MOCORDS BONTRO

15 Ui 970 ("f.

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 Mission. I shell now inform
them that on the basis of the information I have received from
the World Bank, we have decided to maintain the present text 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



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

Cable Address -INTBAFRAD

INTERNATIONAL DEVELOPMENT ASSOCIATION

Cable Address - INDEVAS

~ »OWTRON
1818 H Street, N.W,, Washington, D. C. 20433, U SAi&.L[JE{E)b A N TR ‘
Area Code 202 » Telephone - EXecutive 3-6360 -

15 JUN 97O

L]
L]

'?pru 15, 1970

v Pl

/( -7-/ﬁ\'
Mr. S. Dell tDS YT)\)
Director

New York Office of UNCTAD

United Natioms

New York

New York 10017
Dear Mr. Dell:

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.




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.

\QSIY yours,
Richard H. Demuth

Director
Development Services Department




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

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

Our reference:
Your reference:

27 April 1970

UND.206/264/01

Mr S Dell ? e
Director C, [ F/ Ay 4
New York Office of UNCTAD e S (() _
United Nations DR 2=l

NEW YORK HIEHJ//”/J;,,ff”/

RECORDE SONTRUL

%z,o/ /zafu{?_ 16 JUN 1970 /

Thank you very much indeed for your letter of 15 April which,
although it took so long to.geb-here,(it 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.

C;ﬁ%%{xﬁy ¥L45Zvﬁ4£

7 /Czchﬁzaava,,)

D Williams
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GVA 2108 DELL FROM MOMYIET. YOUR 2471 DOCUMENTS TD/B/-

Ce3/79 AND ADD.] NOV BEING DISTRIBUTED 1IN ENGLISH, SIX
COPIES OF EACH WILL BE DISPATCHED TO YOU BY FRIDAY'S POUCH,

ADD.2 WILL BE SENT AS SOON AS AVAILABLE+

COLL 2108 2471 TD/B/C.3/77% ADD.!

ADD 24
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GVA 1822 DELL FROM CHOSSUDOVSKY RE YOUR 2007 WE NEED
COPIES IN ENGLISH FOR FULL DISTRIBUTION OF

2270 PRIN
REPORT ON TECHNIQUES OF LENDING FOR CIFT+

COL 1822 2007 2270 ALSO CIFT++
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YZ40 CONCTAD) NY 98/97 4 18382 =
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2007 CHOSSUDDVSKY AN ADVISED BY WORK BANK THAT REPORT ON

TECHNIQUES OF LENDING FOR CIFT VILL BE SUBMITTED IN EWGLISN

ISPRINTED FORM IN APPROXIMATELY ONE VEEX. AAA PLEASE ADVISE

MOV MANY PRINTED COPIES IN ENOLISH YOU WILL WEED FOR FULL

DISTRIBUTION, BOS WAVE ASKED =

PRIAS/AT

FOR FIVE PHOTOCOPIES OF PAGE PROOFD TO BE SENT TO YU 1IN

GENVA IMMEDIATELY FOR TRAMSLATION PURPOSES, CCC WILL SEND YOU

DRAFT COVERING HOTE BY SECRETARY-GENERAL OF UNCTAD AS S00W AS

A COPY 1S RECEIVED WERE S0 THAT ¥E CAN SEE WHAT IS NEEDED =
DELL +

COL 2007 +




UNITED STATES MISSION TO THE UNITED NATIONS

April 22, 1970

799 UNITED NATIONS PLAZA
NeEw York, N. Y. 10017
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Mr. Sidney Dell, Director .. i
New York Office of UNETAD" ~

United Nations

New York, New York

Dear Sidney:

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 forwarding your views to my colleagues in Washington.
Sincerely yours,

%z- P /r:/é?/““"

Clarence I. Blau
Counsellor for Economic
and Social Affairs

UN-3625/287
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WCORDS CONjrg 20 May 1970
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4
Dear Jo: PO Sl

This is simply to confirm that our distribution people in
Geneva will need 2270 copies of the English text of the paper
on techniques of lending. As you can imagine, it is rather
urgent to get the copies to them since otherwise it will be im-
possible to have any serious discussion at CIFT, the deadline for

meeting the six-week rule having already passed.

Yours sincerely,

8. Dell, Director
New York Office of UNCTAD

Mr. Jo Baxe

International Bank for Reconstruection
and Development

1818 H Street, ¥. W.

Washington, D. C. 20433
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GENEVA
2327 CHOSSUDOVSKY

AM SERIOUSLY CONCERNED AT EXTRAORDINARY DELAY IN ISSUANCE OF
TD/B/C.3/72 WHICH WAS SENT TO YOU ON FOURTEEN JANUARY., UNDERSTAND
PAPER WAS MELD UP BY CHARTS., IF THIS IS STILL THE CASE PLEASE ISSUE
FIRST FIFTYONE PAGES TOBETHER WITH ANNEXES TWO AND THREE IMMEDIATELY=
P2-27s
WITR ANNEX ONE TO FOLLOW LATER AS ADDENDUM, SINCE THIS 15 A BRSIC.
DOCUMENT FOR CIFT WOULD GREATLY APPRECIATE YOUR URGENT ATTENTION
T0 THIS MATTER:

DELL+

COL 2327 TD/B/C,3/72+




26 May 1970 DELL 927 330k Yoomanelleds

UNCTAD 1508-590-301
f{é(. ljf(f‘t)
Ry
UNATIONS o By
GENEVA (SWITZERLAND) B

* ;
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W ;

MOMYIT YOUR 2070. PLEASE POUCH SIX COPIES TD/B/C.3/T9 AND ADDENDA/AS THEY BECOME

AVATLABLE.

S. Dell, Director
New York Offies af TINOTAD
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Relum 1o Receds fentol Room 2074

UNATIONS
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GVA zotghgftt/ﬁnon MOMYIT. YOUR 2433 SIX COPIES TD/B/C.-
3/70 ENGLISH BEING POUCHED TO YOU TODAY. TD/B/C.3/79 AND

ADD.1 DUE FOR DISTRIBUTION IN ENGLISH 29 MAY OTHER LANGUAGES
8 JUNE. TD/B/C+3/79/ADD,2 IN ENGLISH DUE ON 5 JUNE
AND OTHER LANGUAGES ON 26 JUNE+

COL 2070 2433 TD/B/C+3/70 TD/B/C«3/75 ADD.1 29
8 TD/B/C/C.3/79/ADD.2 5 26+
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YZA! NY 28/27 25 1900% = ' -
LIF
UNATIONS

GENEVA =
2433 MO MYIT UR 2021 PLEASE POUCH SIX COPIES, PLEASE ADVISE WHEN

TD/B/C.5/79 AND ADDS.1 AND 2 ARE TO BE DISTRIBUTED =
BELL +

COL 2438 2021 TO/B/C.3/79 | 2+
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GVA 2022 M MOMYIT RE YOUR 2327 T@ CHOSSUDOV- | =
SKY ACTION HAS BEEN TAKEN AS FOLLOWS - DISTRIBUTION OF N
DOCUMENT TD/B/C.3/72 CINCLUDING ANNEXES I, 11 = =
AND II1I) EFFECTED IN ENGLISHN FRENCH AND SPANISH+ 28 -
N N

COL 2022 2327 TD/B/C.3/72 ALSO I II III ++
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e o Records Control Room 2071

ZYS38 GENEVA 28/27 22 114 "//

5 - e e T
UNATIONS
NEWYORK= =

GVA 2021\DELL FROM MOMYIT RE YOUR 2328 TO CHOSSUDOVSKY \3
ANNOTATED AGENDA TD/B/C.3/70 DISTRIBUTED IN ENGLISH ON =
20 MAY. OTHER LANGUAGES EXPECTED SHORTLY+

COL 2021 2328 TD/B/C.3/70 20 ++




2YES GENEVA 21/19 25 15227=
L1F

UNATIORS
NEWYORK=

GVA 2045 DELL FROM MONMYIT. RE YOUR 2415 SIX COPIES IN ENGLISN
TD/B/C.3/72 REING POUCHED TODAY+

COLL 2049 2415 TD/B/C.3/72+
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‘ 20 MAY. OTHER LANGUAGES EXPECTED SMORTLY+

COL 2021 2328 TD/B/C.3/7C 20 ++
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‘ GVA 2021 DELL FROM MOMYIT RE YOUR 2328 TO CHOSSUDOVSKY Ny B ‘
ANNOTATED AGENDA TD/B/C.3/70 DISTRIBUTED IN ENGLISH O Hq B ‘
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GENEVA

2328 CHOSSUDOVSKY UNDERSTAND DECISION ON DATE OF CIFT IS NOT
LIXELY TC BE TAKEN BEFORE EARLY JUNE, IN THESE CIRCUMSTANCES
CONSIDER VWE CANNOT CONTINUE 70 HOLD UP ISSUANCE OF ANNOTATED
AGENDA TD/B/C.3/70 AND WOULD THEREFORE APPRECIATE YOUR AUTMORIZING
ITS IMMEDIATE DISTRIBUTION® '

5 ~prLTy— - %
COL 2328 TD/B/C,3.70+




Mr. D¢11

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 ﬁost important ones are in paragraphs 3, 4 and 8.
The attached copy is for your file.

G.D. Arsenis.

mmm
14 MAY 1970

S --uf'\m‘-_ e ‘_‘-}




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



r, BN, Chossudovaky,
issistant Director,

Division for Conferemce Affairs
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Nev Tork Liaisen Office, UNCTAD W (4th session)

® ittached plesse find five copies of the study om the :
Balance-of -Fayments iffects of Private Foreign Investment, The
muuhm&umtnﬂ/cmmutlﬂm.z.

2. m-wmamuumuumammm,
hmmthlm.htﬁnmaudluahmﬂﬂinu
at our request, .

3. = The study was finished in Geneva and the relevant siencils
are being held by Miss Derothy Thempson.
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TD/B/C.3/79
27 April 1970

" Original: ENGLISH

UNITED NATIONS CONFERENCE ON TRADE AND DEVELOFPMENT

TRADE AND DEVELOFMENT BOARD QO
Committee on Invisidles and Fimancing Rog con
Related to Trade Tkoy,

Fourth session 14
Geneva, 20 July 1970 MAY 870
Item 3 of the provisional agenda

THE FIOW OF FINANCIAL RESOURCES

- )
e
Balance-of-payments effects of private foreign
investment
Progress repori 4"
Paul Streeten

(Queen Elizabeth House, University of Oxford)

1, This is an interim rveport of a study on the balance-of-payments effects
of private foreign investment which was requested by the UNCTAD secretariat,
L

It contains two papers. The first papsr entitled "Some Anpeg.lf,g 13{:-.%7%0;] a cld-l)

~of=P ts Bffeects of Private Overs Inveamnt"égmln goms
Balance-of-Payments a o va veraeas : |&l0--’ﬂ§g lﬁdd-Zj
broad questions of method and approach. The seocond .Tper‘(relates to the
resulis obtained in field work in Jamaioca and Kanya: It waa carried out by
a team under the dirsction of Dr, Lionel Needleman, While a Steering
Cmittezeé/waa set up to give advice on this project, the team was given & free

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

2§/ The Committee consisted, apart from myself, of Lord Balogh, Professor
John Dunning, Mr, Michael ILipton, Dr., Lionel Needleman and Professor
Dudley Seera, Dr, Max Corden joined the Committee im April 1970,

¢* The study was prepared at the request of the UNCTAD secretariat and
is submitted to the Commlttee in pursuance of paragraph 3 of resolution

33(1II) of the Second Conference. The views expressed im the study do
not necessarily reflect thoes of the UNCTAD secretariat.

1 By : 5
lwo  move. Ccum#x\j Shidies —on L—dicx armol

Tvan — are progress .




countries. The members of the team are economists who are associated with the
Institute of Development Studies at the University of Sussex or with the

Queen Elizabeth Houss, Oxford but it need hardly be said that these institutions
must not be identified with the methods employed or the conclusions reached.
Equally, the merit of the study should be credited entirely to Dr., Needleman
and his team, The interim report, though confined to two countries only,
provided useful experience in framing hypotheses and collecting data, which
will prove valuable for future work.

2 It might be useful to put the atudy vory briefly into a more gemeral
context, in order to bring out explicitly ite scope, its limitations and its

lessons,

3. Two sets of interrelated problems arise im a study of this kind, and
both ave crucial, not only %o analysis, but also to policy. Onme set relates to
the assumptions about the "alternative situation" (i.e. what the balance-of-
payments would have been im the absence of the foreign firm); the other to
government action with respect to aggregate demand and the balance-of-payments,

I ahsll&gltsafgi t,}% 1%5&513-12 briefly what the report on Jamalca and Kenya
states L agrap) .13‘.5.’:.’3:?.) viz, what difference to the conciusions

would be made by different sets of esssumpiions. It might well be, indeed it

has already emerged in the team's study of India;, that some assumptions about

the alternative situvation are realietic for certain countries and certain periods,
and quite different ones for other countries and other periods.

4, The scope of the investigation is confined to an analysis of marginal
changes, so that only a particular, relatively small act of overseas investment
is under comsideration, not the policy towards overseas investment generally,
or the policy towards largs changes in overseas investment, To a large extent,
this limitation is dictated by manageability. A comparative atudy of largs or
of structural changes would require considerably more time and resources and
would even then have to rely heavily on guesses., The limitation adopted
precludes asking gquestions about the menner in which host country policies come
under pressure from forelgn investors. Pressures to put up or raise a
protective tariff on a range of products or to allow into the country cheaply




imporis reguired in their preduction, pressures for tax concessions, on
exchange rate policy and & whole rangs of other policies could be conaidered
more appropristely im the context of large changes of overseas investment, since
the differsnce made by a single investment is likely to be negligible. It is
commonly argued that these pressures stem from domestic, as well as from
foreign producers and should therefore not be attributed to overseas
investment as such. DBut the relative bargaining strength and amount of
information avallable to a govermment in relation to different business groups
is bound to be different and it is an open question whether govermments can
resist these pressures with equal strength, or yield to them with equal
abendon, sherever they may originate.

S The limitation of the analysis to marginal changes also rules out the
analynis of policies, advocated by some, to the effect that private overseas
investment should doudle or treble over the next tem years, or should largely
replace official aid, or should be severely curtailed, or should be combined
with official aid in fairly rigid proportions. All these questions, important
though they are, regquire differemnt types of studies,

6, The assumption made in the study that the total value of domeatic sales
of the roduct producsd by the foreign firm would be the same in the abssnce of
that firm, the gap being complately-ﬁl]ﬁt}‘_pz indigencus producm or by
importers or by both, will tend to b4es the results in favour of the foreisn
investment. Domsstic production of the seme product or a near substitute as
an alternative is not perhaps a very realistic aasunption; The whole rationale
of direct forelgn investment comsists in some special advantage that the
foreign investor possesses over the indigencus firm, whether it is size in the
face of economles of scale or geodwill attached %o a brand and reinforced by
advertising or mansgerial skills or special Imow-how, Without these advantages,
the indigencus firm, with ita greater local Imowledge, will be able to mobilize
the required resouvcesz and to use them wmore effectively than the foreigner.

In some respects it would be gimples!. to assume that the pattern of demand is
glven and that the product would have been imported in the absence of private
overseas investment., If the product is sold at its world price, private




averseas investment, on this assumption, must contridtute to foreign exchange
earnings or savings, though this is no longer necessarily true under protectiion,
when its sale price exceeds its world price. At the other extreme, one might
assume that demand Tor the product is orsated by the foreign firm and that

the product would not be bought at all, or some much simpler substitute produced
locally would be hought, were it not for the private overseas investment.

(Even where private foreign imvestment "jumps the tariff” amd replaces previous
imports, the intention of the fariff-imposing government may have been to reduce
consumption of the product, not to encourage foreign investment,) Rut such an
assumpiion lsads immediately to the question as to what the purchasing power
would have been used for, had it not been aspent on the product im question, I%
would be illegitimate to assume that the whole foreign exchange expenditure is
saved, compared with the case where it is imported, unless policy reduces
aggregate demand by the amount necessary to bring this about., If imports of

the same total value are assumed to be the altermative, the question arises
whether these imporis ave wemted at all, or of the same value or of the same
type produced iun much the same way. Where branded consumer goods are conocerned,
especially those catering for a small, relatively high-income market, the
producera will tend to shape their market through advertising and pressures of
imitation, There could be cases where exclusion of the product would reduce
consumers’ welfare by very little, partly because the prohibition may be used
as a means of income redistribution in the face of an imperfect tax system,
partly becaugse the desire to consume something because others consume it
vanighes if no one can buy the product, and partly because the product may have
met "excess needs"., The assumption of replacement by imports therefore biases
the results in favour of the inveatment, as the study points out (paragraph I939.).
The study expresses the expectation that this bias is negligible for Kenya and
Jamaica. DBut it would be dangerous to generalize too readily. And even in the
two countries it is possible to think of examples where the elimination of am
imported consumex good or ite equivalent, produced domestically by private
foreign invesiment, might make a contribution to the saving of foreign exchange.

T The assumption that the indigenous producer would use the same technique

Tl

LR
ag the foreign firm also the result in favour of the foreign investment,




Whatever may be true of technical substitution possibilities, it is clear that
the incentives to use imported equipment, components and materials ;Iny be
different in the two casesa. The information on nva:l.labil:ltiea will be
different, the temporal and the geographical horizoms will be different, the
economic incentives will be different and, what is often neglected, the
sophistication and quality of the product itself will be differemt. Products,
as well as production processes, 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. Horeover, responsiveness to political pressure to employ more
domestic resources will also differ, These differences are exceedingly difficult
to quantify, The study discusses some of these issues im paragraphs 17%:,18%
for the two countries investigated dieclaims universal validity, and examines
the situation where the ratic of import costs to sales is ome-third lower for

domestic than for foreign firms,

8, Turning now to the second set of assumptions with respect to government
policy, we may assume either that aggregate demand is fnpt constant by
appropriate monetary and fiscal policies, or that the government is passive and
permites additional demand to raise incomes and prices. For an analysis of
balance-of-payments problems, it is, of course, essential to assume the exchange
rate fixed. DBut for a dseper analysis, this may not be juat;ﬁed. If the
exchange rate iz overvelued, this makes it possible to import components and
materials more cheaply. The private overseas imatof (as well as the

domestic imvestor, though with unequal strength) catering for the domestic
market has an interest in preserving this state, particularly if the investment
is also protected by a tariff agminst low-coat foreign competstion. ‘It i not
necesgary that these policies should be accepted as data in ar inalysis of private
overseas investment, They constitute, admittedly, the "rules of the game"”, 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 team's resources and chosen terms of 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 muat be explicitly introduced,




9, Assumptions about government stabllization policies present a dilemma,
On the one hand, even much more experienced governments with plemtiful
information have not always besn successful in steering a course between
inflation and excess unemployment, The relatively new administrative machinery
in many less developed countries cannot be assumed to be imvariably successful
whers so many older cnes have failed, On the other hand, are also
serious cobjections to Keynesiasn multiplier analysis in the of a passive
government pelicy. The argument against this assumption is that in economies
with supply inelasticities, bottlenecks, immobilities and low responsiveness
to incentives, Keynesian mmltiplier analysis has little relevance, but an
analysis combining real income, - employment - and price-changes and the
responses to these becomes too complicated to handle.

10, The study attempts to steer a course between the unmanageable and the
unrealistic, Its claims are modest and workmanlike, It points to the need
for further studiea. It is flexibility of ascumptions, based on particular
cases, which, in the end, slone can illuminats this difficult subject.

11, In order to present an alternative set of assumptions, the first paper
explores at a more general level various lines of reasoning. The lesson to
which the paper points is that we have to proceed pragmatically, judge each
situation by the evidence and collect more data and experience, It may be
that, later on, more general principles will emerge from a sufficiently large
nunber of case studies.
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1, The role of private foreign investiment in the procasss of desvelopment
needs re-thinking in the light of fundamental changes in the world economy,
¥uch of our present thinking and meny of cur ins¢itutions ars still dominated
by the experience snd the doctrines of the nineteenth ceniury, and are there-~
fore ill-adapted to the altogather new c¢ircumstances and nesds of the second
half of the twentieth century,

2, There are a number of features which distinguish modern private foreign
inveatment from that in the last century. First, whereas in the nineteenth
century the bulk of world foreign imvesiment %ook the form cof bonda and only a
small proportion that of equity, today bond investmant is small (although
middle income countriss like Israel, Hexico and Argentina have floated large
bond fssues in recsnt yeara) and, disregarding trade credita, the eajority ias
in direct egquity. This suggests that the rates of return amd the services
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rendered have changed. Second, equity investment in the nineteanth century
carried the risks of cyclical fluctuations., In bad years no dividends would
be paid out, Such fluctuations are less important today, in spite of continued
fluctuations in export earnings, and there is, therefore, less justification
for a reward to this kind of risk bearing, Third, in the ninetesnth century
the transfer of capital was accompanied by the migration of skilled people,

in wvhom aptitudes and attitudes geared to development were incorporated.
Today, traditional attitudes have to be transformed and skills have to be
created, Fourth, a8 a result of the more rapid spread of kmowledge, certain,
although by no means all, types of technological knowledge are nowadays more
widespread and standardized than they were in the nineteenth century. It is
sometimes cheaper to hire foreign engineers and to borrow capital, particularly
if it ie avallable on concessionary terms, than to invite direct equity
investment. In those areas where hired skills plus borrowing can achieve the
sane results more cheaply than foreign equity investment, the latter puts an
excess burden on the host country, There ars other industries in which
technical and managerial know-how is not so readily available and where higher
returns are justified. The most difficult problem frequently is to identify
profitable opportunities as well as %o execute and run projects that have

been selected, The process of identification can be undertaken by foreign
capital, which scquires in return the right to exploit the opportunities fully.
But there are other arrangements which may serve the same purpose, some of
which may impose a smaller burden on the host country., It would for imnstance,
be poseible to offer a management contract to a foreign investor who may also
be permitted to hold a substantial minority of shares. The foreign inveator
would construct and menage the plant and would receive a management fee,

This fee can take the form of a percentage both of profits and of foreign
exchange savings realized, A%t the same time, the managing firm msy be
expacted to offer credit at a firxed rate of interest to the local 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 same as the duratiom of the management contract.




3, Foreign private eanterprise has an important part to pl.ay in assisting
the progress of the developing countries, At the same time, a nmumber of
obstacles stand in the way of greater participation of foreign private
investment in the development process, though mew thinking, new policies and new
institutions can contribute to overcoming these obstacles.

4. The obstacles are partly economic, arising from the difficulties of
operating in countries with small markets and shortages of skilled manpower,
foreign exchange and basic utilities, and partly political, The latter inolude
the sometimes ambivalent attitudes of the governments of developing countries
and the resulting political risks faced by private enterprise,

5. A question central to any analysis of the economioc effects of foreign
private investment iz whether such investment can achieve a large and sustained
transfer of foreign exchange resources to developing countries, If the rate of
growth of foreign capital, resuliing from new capital inflow and retained
profits, ia higher than the rate of returmn on accumulated foreign capital, there
will be a net addition to the foreign exchange rescurces available for
development, On the other hand, foreign private investment would tend to
diminish the level of available foreign exchange resources if the outflow of
profits and repatriation of capital exceeded new capital inflow,

6. It ies often argued, however, that it would be misleading to view the
foreign exchange contribution of foreign private invesiment by merely comparing
new capital inflow and reinvested earnings with the profits earned on the
acoumulated foreign investment. According to this view, such a simple
comparison fails to take into account the impact of foreign investment on
export promotion and import-saving, the maximmm contribution of foreign private
investment to the balance-of-payments being given by all additional sales made
possible by the investment project, minus the imported inputs into the project.
However, this would be & true maximum only if all resources employed in the
project were previously unemployed, all sales were either exports or import
substitutes, and all additional income generated were saved or if the marginal
propensity to import were zero or if fiscal policy kept consumption constant,
Otherwise, there will be some reduction in the maximum foreign exchange earnings
and savings, depending on the amount of extra imports or reduced exports.




7. A difficulty arising in the approach outlined in the previous peragraph
is that such indirect effects emerge from any invesiment, and not merely from
foreign private investment, The charecteristic peouliar to the latter, as
distinct from domestic investment, is that privately owmed foreign exchange
firat flows in for the comstruction of the project and later flows back in
the form of remitted profite.

8., If a country wishes to build, say, a cement factory, it can either
invite a foreign firm to do 1%, or it can build it by ilring experts and
managers, duying machinery snd borrowing capital., It m\y be that the foreign
investor can erect and msmage a factory more efficiently or morve cheaply tham if
it had all been done at home, or than if it had been done Ly borrowing capital
and hiring skills. It may, of course, be that other more efficient and less
costly alternatives present themselvea. It is the differenns in costs an
returns between available alternatives that should be creditod (or, in the
opposite case, dedited) to private foreign investment, Historically, private
foreign investment may often have been the only way of getting the investment
undertaken and it would then be correct to identify the total effects with the
differential effectas. A typical case ias invesiment in oil. Oil exports might
not have occurred had it not been for the foreign company's investment and
in that event oil export eamnings should be credited in their entirety to

the balance-of-payments contribution of the investment,

9. From the standpoint of policy, what matters is not what historically
preceded the foreign invesiment, but what the next beat altemative would have
been, Any operational assessment of the potentisl comtritution of foreign
private investment muet start from an assumption about thiv alternative, If a
country wishes to evaluate the costs and benefits to be derived from setting
up a plant, it must compare the plant to be established witl. the following
potential alternatives:



(1) raising the capital and other resources domestically
and setiing up an indigencus plant;
(14) wmm hiring engineers and managers
and buying the know-how through a licensing arrengement;
(111) sny partial combination of (i) and (i1), including
Joint ventures with foreign firme, management contracts,
etec.;
(iv) importing the finished product;
(v) not carrying out the investment nor importing the product,
but doing without it for the time being,

10, A clear formulation of the alternatives is an easential prerequisite
to the proper appraisal of the value of foreign enterprise, The important
point for amalyeis and policy is to free oneself from ideological bias and
historical precedent, and to exercise one's institutional imagination upon the
various alternatives against which any operational assessment has to be made.

11, Another difficulty which arises in estimating the total effects of
foreign private investment on export promotion or import saving relates to the
implicit assumption made that the resources employed in the projeoct were
previously unuged, as pointed cut above, or unusable, and also that they
represent net additions in that they do not replace rescurces in other sectors
of the economy. BEven where supply is freely available, demand may be such
that previously employed resources become unemployed as a result of foreign
investment, The new production may neither earm mor save foreign exchamge,
but may simply displace other sources of supply, which now becoms unemployed

or under-employed. Not only must there be no limitations of supply: dJemend
limitations must also be absent.

12, The above considerations suggest that the analysis which runs in terms
of capital inflow (including retained profits) and profit outflow, crude though

1/ There is a further difficulty which relates to the assumption concerning
unemployment. If any of the resources employed in the project are taken
away from activities which earn or save foreign exchange, i¥ is guite
possible that the foreign exchange contribution may become megative, or
at any rate smaller.




it is, has stronger logical validity and operational use than the analysis
based on "indirect" effects in cases where alternative invesiment schemes are
available, On the other hand, the analysis besed on "indirect" effects is
more appropriate in cases where in the absence of foreign private firms, no
investment for and production of a specifie commodity would have taken place.
In the area of empirical studies on the affects of foreign private inveatment,
it is essential to make explicit assumptions about the availability of
altermative schemes to foreign private investment, and the analysis may have
to run in terms of a fremework that lies somewhere in between the two extremes
of the straight capital flow analysis and the approach that credits all
indirect effects on exporte and net imporis to foreign private investment.

13, Trrespective of the fremework of anslysis that is adopted, the
contribution of forsign private investment in relation to other alternatives
tends to be reduced to the extent of any profit outflow. It is sometimes said
that additional new investment and the retention of 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 repatriation., But if the rate of
retum on cumlative foreign capital (after local tax and depreciation have been
dednoted) excesds the rate of growth of national income - a quite realiatic
agsumption 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 ocutput for foreign and for domestic capital, that foreign capital
ownership would grow at a faster rate than domestic capltsl and therefore an
ever increasing proportion of the domestic capital stock would be owned by
foreigners, This is particularly serious if, initially,6 little locslly owned
capital exists, as in many African couniries. Even if such alienation of the
capital stock were politically acceptable (and it rarely is), the process must
come to an.end when nearly all capital is owned by foreigners. After that,
further poé'tponement of repatriation and remittances will not be possible,
unlese the rats of rsturn is brought into equality with the rate of growth of

national income,




14, Remittances abread may also, sooner or later, grow faster than export
earnings, since these are not likely to grow much faster than income. For a
constant invesiment base, remittances may be expected to be constant and
therefore, with growing export earnings, may represent a shrinking proportion
of such earnings, But fixed-interest bearing capital may be raised locally
and the growing gearing ratio be reflecied in a rising profit rate. In that
case growing profits will be remitted on a constant investment stake. Growing
remittances may also reflect growing investment in the past and may place a
growing future burden on the balance-of-payments.

15. For these reasons, private invesiment may not make a sustained and
substantial ‘net contribution to the transfer of foreign exchange resources,

To say this in no way implies that foreign investment may not make a
contribution to economic growth, HNumerous factors which accelerate growth lead
to a deterioration of the balance-of-payments., It is, for example, quite
possible that the worsened balance-of-payments position would occcur at a higher
level of foreign trade and real income than would have been attainable without
the foreign investment.

16, " But even during the period when a net inflow of foreign exchange is
possible, because the rate of growth of foreign capital exceeds the rate of
return on foreign capital, less developed countries are faced with a dilemma:
either they permit or even encourage this growth of foreign capital, in which
case they will be faced with growing foreign ownership of their capital stock,
Or else they limit this process of alisnation, in which case a part of their
export earnings will be devoted to remitting profits and repatriating capital.

17. There is a fear that the reaction of developing countries to this
dilemma may be expropriation (without adequate compensation) to prevent
alienation, or restrictions on remittances abroad, to lighten the burden on
ths belance-of-payments. Any such danger of expropriation or of restrictions
on profit remittances adds to the political risks of foreign investment and
raigses the rate of return required by foreign companies as an inducement

to invest., The fact that expropriations and interference with remittances are
in fact relatively infrequent does not necessarily eliminate or reduce the




subjective fear in the minds of investors, DBut the high rates of profit
required sharpen the dilemma: alienation versus balance-of-payments buxden,

The hoat governments accuse the companies of taking out of the coumtry more

than they put in, Foreign enterprise accusea the host cowmtries of creating
political risks that raise the required rates of returm. The high profite,
intended as an imsurance against risks, tend to bring about the very
consequences that the high profits seek to compensate for, This leads to demands
for even higher profits and the vicious spiral is given another twist.

18, It 1s clear that mutual gains could be derived from measures that would
. reduce these risks, lighten the balance-of-payments buxrden, reduce the rate of
profits required by foreign companies, and dispel feur and suspicion., Private
investment in uncertain conditions is not a zero-sum game and both investor
and host country can gein from such mutually agreed "disarmament™,

19. Weither the "crude" smalysis, which rums in terms of new invesiment
versus profit outflows, nor the "indireoi" analysis, which 'hku into account
the effects on export earnings and import savings, make any allowance for the
complex political effects of the pressures of foreign private investment upon
the sconomic policies conducted by a host country, Im a world in which 4t is
1o longer the case, as it was in the nineteenth century, that a handful of
countries gonfron/. numerous business enterprises but where, instead, numerous
countrie: confront a handful of companies, the repercussiors of foreign
investment upon a host of policies pursued by the government of a small
country may be considerably more important than the above analysis, which
assumes these policies to be unaffected, would sumgest. The range of nolicies
that might be affected in this way includes policies with respect to tariffs,
import licensing and other protective measures, exchange rates, monopoly
legislation, tax policies and other matters.

20, It has been argued above that private foreign investment csmnot be
expected to make a substantial contribution over a sustained period of time

to filling the foreign exchange gap. DBut while the additions to the volume of
total available foreign exchange may mot be substantial, private investment may
provide capital in a particularly productive form, so that the efficiency of the




regourves transferred is high, . The particular contritution of private foreign
investment may lie not so much in the transfer of foredgn exchange as in
belping to lay the foundations for further growth in the eoonomy and in
strengthening the base from vhich domestic savings and foreign exchange are
generated, In partionlar, private foreign investment can bestow substantial
benefits on the host coumtry where domestic mmagement skills and
entreprensurship are enbryonic and shere there is no other way of organizing
large-scale samafacturing industry,

a. Ite merits then lie not #0 much in directly ocomtributing to filling
the foreign exchange gap, or even the savinge gap, as in the following:s

(1) it may ocontribute imdirectly to filling the savings
end the foreign oxchange gaps by comtwibuting to tax
revenus, This contribution to filling the twdgetary
gap is partionlarly impertant in coumtries where
effective taxation of the domestic sector is diffiocult.
It can, however, be eroded by tax comcessions extended
by less developed countries to attrast foreign companies;

(11) it may help in the transfer of technology (know-how

end skills; -
(441) 1t may provide msmagement and tratning of locsl managers;
(1iv) it may help in the treining of workers and the creation

of indigencus akills in edministration, marketing and
other business techmiques;

(v) in appropriate forms and with appropriate safeguards,
it mey contributs to the growth of local entrepreneur-
ship, by sub-contracting, by the encoursgement given
to the establishment of repair shopa and other ancillary
entexrprises, ete.;

(vi) it may, by changing the market structure, comtribute to
more vigorous competition;
(vit) it may help in establishing contacts with overseas banks,

capital markets, markets for factors and products, sales
organizations and other institutions and it may Open &
previously closed society to world-wide influences;




(vids) it may creats smployment opportunities directly and
iadivestly;
(ix) 1t sy raise domestic wages, or improve the temms
of trade.

While all thess contributicns arxe poesidilitics rather than certainties,
since under each heading negative as well as positive results can be listed,
thay poist the way to methods of dealing with foreign enterprise that would
help to maxinize the met gaiss to be derived therefrom.
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CHAPTER I

INTRODUCTION AND GENERAL FINDINGS

The study

p 18 In this paper we report on studies of privats foreign manufacturing
investment in Jamsica and Kenya that were underteken in 1969. The first
substantive chapter of this report, chapter 2, was writtem by Sanjaya lall,
who together with Jonathan Ssagrave carried out the field work im Jamadoa
during the summer of 1969, The chapter discusses the background to private
overgeas invesiment im Jamalea, Chapter 3 is the corresponding account of
the economic envircvment for foreign invesiment in Nenym snd is the work of
Robert lacey, who together with Lionel Needleman undertook the field-work in
Kenya, Chapter 4 desoribes the methodclogy of the project, while the results
of the studies are given in Chapter 5, These two chapters wers written by
Iionel Needleman, who directed the project.

2 The aim of our researches is to exawine the effects that foreign-owmed
firms have on the balence of payments of under-developsd countries and to
identify, 4if possible, the causal factors involved, We are concerned with
evaluating the effects of marginal changes in foreign investment and do not
attempt to moasure the likely effecta of radical structurml changes in the
economy. Our hope is uliimately to be able to provide under-developed
countries with some criteria for choosing which sorts of foreign firms to
encourage to invest within their boundaries, largely from the point of view

of their effects on the balancs of payments, Thers are & number of other
affects that would hsve to b2 taken into account in any overall assessment of
the cholce of firms to encourage, one of the most important being the effect
of foreign investmert on the national incoms of the hoat country., Fortunately,
however, as a by-product of our calculations of balance of payments effects, we
have also been able to obtain estimates of these income effects. DPut we wers
less successful in investigating some of the more iuformal effects of private
oversean investment om the host econcmy., We did attempt to explore the
contribution mads by foreign companies to the training of local personnel and




the extent to which the operations of thase companies had encouraged the
growth of local ancillary industry, as well as a number of other aexternal
effects of foreign enterprise, Put we concluded that these aspects of foreign
investment were too large end complex to be inveatigated as part of a4 study
predominantly concerned with balance of puyments effects and that these issues
would have gone besyond the confines of the present study.

3s In view of the complexity of the problems to be imvestigated, it was
thought desirable for our initial studies to deal with countriesz in which we
had the best prospects of the simple teating of ocur methodology and procedures
for collscting data from firms., Jamaica and Kenya had the additional
advanteges of having had a wide range of foreign menufactiuring investment as
well as publishing good trade and national accounts statistics.

4, Jamaica snd Kanya cannot be taken as typical of developing countries as
a whole - no two countries could be representative of so large end diverse a
group of soonomies, It ip necessary therefore to emphasize that our findings
for theze two countries do not emable us to generalize with confidence as to
the effecta of foreign private imnvestment in other developing countries., For
that we would require to study a substantial number of different couniry
experiences and tovards that end we have already begun to extend our studies
and ave currently examining the situation in India snd Irem,

5. In our resesrches we bave been helped by many people and organizations,
Our thenks are due to our interviewers in the firms im our samples, who
patiently emdured our questioning and frequently went to great lengths to
provide us with information that wae not readily availadle, Our promise to
them that it would not be posaible to identify them or their operating results
in our weport prevents us from testifying to the gratitude we owe them by
listing their nemes,

6. We wore assisted and advised by many government officials in Kenya and
Jamaica, Without their help we could never have obtained much of the data

on which our gtudies were based. The austers conventions of their service
once more prevent us from naming them individually.




Te Finally, all the membors of ths team ave glad to be ahle to ackmowledge
the conatant encoursgement and help of the Chairman of the Steering Committee
of the project, Paul Stresten.

Geperal findings

8, In thie study the operations of twenty foreign-omed mammufacturing firms
in Jamaica and nine elmiler firms in Kenya wers examined in detail so as to
trace the effects of their activities on the balance of payments and national
income, In oxder to eatimates the effects of forsign invesiment, it is necessary
to compare what hes szeotually happensd with what could be expscted to happen if
the foreign invesztment had not taken place, It was assumed that in the absence
of the foraign firm its domestic sales would be completely replaced by
indigenous producers or by imporis of finished goods or by both, The degree of
local replacemsnt assumed in the "most likely" altermative situation varied

for diffevent firms, the average psrcentags replaced locally being about 27 per
cent of domestic sales or 20 per cent of total sales im the case of the
foreimm-omed firms in Jeamsica snd 24 per cant of domestic sales or 15 per cent
of total sales for the foreign firms in Kenya., The assumpiion of a low degree of
local replacement of the foreign firme' domestic salea reflects many factors,
the major one being ths scarcity of indigenous entreprensurs in these countriea,
In the cass of exports the assumed degree of local replacsment was substantially
lower for the foreign firms' exports tham for their domesatic sales. The
explanationz are that size of firm is important for successful exporting -

and the local firm is likely to be smaller them the foreign firm it partly
roplaces = and elzc say local raplacsment firm would have to compets with the
parent forelgn fixm in third msrkets,

9. The second major assumpiion was that in most instances the indigenous
firm would use much the same techniques of production and have the same ratio
of importad copls to malzs 23 the forelgn firm 1t repleced. We did explore
the scope for uming differvent techniques of production and replacing imported
naterials and compeneuts by locally produced ones, btut im the light of ocur
investigations we congidered 4t recsonable %o assume that in the indusiries




examined in these two countries the imndigenous firms would operate in much
the same way as the firms they replaced,

10, On these assumptions, almeet all the firms in our samples wexe found
to have subzianftial and beneficial sffects oa both the balance of payments
and the sational income of their best countries, Thus, compared with what
wo conaidered to be the most likely aliemative situation, the Jammican
gample of fimme on average added each year the eguivalent of 13 per cent of
their eales;/to the balence of payments and 50 paf csnt of their sales

to the country's income, while in Kenya the corresponding figures wexre 2 per
cent and 45 per cent, respeatively., As we were dealing with going concerns,
our figures related only to part of the life spen of the companies. Over the
whiole lives of the cocampanies, though the average effects on national income
would remeinm about the same, the samual contribution to the balance of
paymenis could be expscted on average to be of the order of 10 per cent of
sales in the csse of the Jamalcan companies, and about § per cent of sales on
average for the companies in Kenya.

11, Thege resulis were besed on a mumber of sssumptions as to what would
have happenad in the abssnce of the foreign firam about which thers can be no
certainty, Put it appearsd that the average effecis of our sample of foreign
rimagj on the balance of payments, though not on the nationsl income, of
FKenya and Jemaica wara fairly insensitive to large changes in the assumed
degres of local replacement, There ware two forces at work pulling in

opposite dirsctions. Th2 graater the degree of potential local replucsement

-

;/ In primciple, and in many other countries, cther institutional forms
inelvding joint venturas, for sxample, are rezsonable alternatives, but
in Jemsice and Kenya arrvangsments of this sori sre very rare, For
penufecturing firms as a vhole in the Uniteé Kingdom, one year's sales
iz more or less eguiveleant to the value of net assets employed. If this
relaticnship holds roughly for Jemaica and Kenya, them all the figuvres in
the text expressed as percentages of ssles may be directly, though very
epproximately, tranalated into pexrcentages of net assets,

_g/ Though not the effects of individuzl companies,




the less the import saving of the foreign firm, but on the other hand, the
greater the ocutput of the local firm the higher its imports of capital
equipnent, other things being equal. Increasing the degree of assumed lscal
replacement does, howsver, substantially reduce the effecta of foreign
investment on the nationnl income of the recipient countries, though the .
effeats still remain favourable, The average reaults on the balance of
payments were reduced by aspuming that indigencus firms had a_ratio of impexried
current costa to sales, not equal to, but one-third leower than, the foreign
firms they replaced, but the overall effecis remain fayourable.

12, Though the averagae effgcis on nationsl income were reduced by these
changes in assumptions, the renking of individual companies was little alterad.
The ranking of companies by their effects on the balance of payments was also
fairly inseneitive to {he changes in apsumptions., This'stability of rankings
makes the cholce of forsign companies by developing countries easier, since

a company that appears to have relatively favourable effecta on cme set of
assumphions is eslso likely %te scocre well on other plaveible sata of assumptions.

13. It is gunerally accepted that political and economic siability, rising
incomes and expanding markets sre necessary for atiracting foreign invesiment.
All these Jemsica and Keaya have, They have moreover, falrly wesll-developsd
financial eesctors, good internel trancport and commumiostions gystems,
attractive climafens and hosplisble govermmeata, which in Jumaica's case offers
tax holideya of 10 to 15 years as well as various other imcentives. Bat these
are factors thal permit forelgn inveniment rather than draw 1t. Eoconomie theoxry
iz etill rather vagve about what induces firms to grow, either locally or
internationslly. It is not clear to vhat extent it is the prospect of higher
profits in the long run or whether the dominant metive is {o proteci exisiing
profits {rom encroaching ccmpetitors. The impression we obileined fxom our
interviews im both Jamnioa and Kenya was that the major imcentive for foreign
firma to invest in these cownivies wss the threat of exclusion from the market
by another firm, Jemsics, in particulsr, hes underisken a programme of
industrialization snd to encourage local manufecture, offers protection against
competing imports, and in cases where ons firm can meet the entire local demamd,




2 assured monopolistic pogition in the market, Even where a mumber of firms
are licensed to manufzctuve the ssme product, end where imporis are sllowed
after being charged the protective tariff, the firm that tries to sell from
abroad is obvicusly =% a disadvantage when compsting with locally baged firms,
This applies particularly to consumer and intermediate goods that are relatively
easy to manufacture, such as cosmetics, vharmaceuticals, cigarettes or
containers; mors complicated items like heavy machinary and sophisticated or
electronic equipnent clearly camnnot be made at this stage of Jamaica's
development and will coantinue to be imported,

14, In both countries, for thosa goods which can feasibly ba manufactured
or asgembled domestically there is pressure on firms which hava sold %o
Jamaica or Kenya from abroad to set up mamufacturing bases within those
countries or face the riek of losing the market aliogether. In large part,
therefore, ths investaments are 'defensive’, although with the prospecis of
capturing the markete of rival exporisrs who had keopt away, they comld also be
said to have ‘offensaive’ elements. The existencs of the Fast African common
market and the prospects for the Caribbean Free Trade Avea (Carifta) have
enhanced the atiresctions of investing in Kenya end Jamsica, both by throatening
the loss of = larger sarket to those who do not set up plants, and, through
the promize of a more extensive market, remmitting a more ecomomical scale of
operations. Eoth Kenys eand Jemaioa are im favoured positionz relative to the
othar countries in their neighbourhocd bacsuss both ave relatively large, with
good infrasiructures, ctable pelitical conditions and a relatively advanced
manufacturing sector,

19, Our experiemce thue fully endorsea the view expressed in the Reddaway

raport-]-‘/ that investment abroad by U K., firms was to dafend their positions in
hoat coumtries, and hod they not invested some other non-British fimm would

1/ W.B. Reddawey and others, Effects of U.K, Divect Investment Oversess,
Interim and Final Reports, Univeraity of Cambridge, Department of
Applied Ecomomiecs, Occasional Papera 12 emd 15, 1967 end 1968,




have done so. Ve would stress the fesxr of tariff imposition more than the
Beddaway report did, dut we sonfirm that in the manufsoturing sector the

foreign firms were comcermed lesz %o exploit the particular advantages of the
host country than to proteot and expand their existing business.

The cholce of companies

16, It is important to stress that the results for individual fimms veried
. @reatly eo that the averages quoted axe 1ot good guides to the results that
might be expected frow smy particular firm, As was nmoted above, ocur work is
2t111 at too early & ntage for ua to be able with any oonfidence to specify

.. eriterie which the governments of developing countries could use to decide
which sorts of foreiga companies should be envouraged and which discouraged
from investing in their countries frxom the point of view of their effects

on incime and the balance of payments, As yot we have investigated foreign
investment only in Kenys and Jameioa, and these countries, though representative
nwmu of a nusber of “.5&,:#" developing economies, do have
some features, like the relative %ot local entrepreneurs, which
makee it basardous to generalizs from their experiemce. In addition, our
samples were small and imcluded only memufacturing firme. Byen within
sanufacturing, thers were some industries that were not represented in our
samples, Nevertheless, im apite of all these qualifications we can draw some
tentative concluaions from the work dome so far that say be of wider
application. _

17. One conclusion is that ir devising criteria for the selection of foreign
companies it is importsnt to examine combinations of charsoteristiecs of firme
rather than to look at individual characteristics like export behaviour or
relisnce on imported materimls, or the possibilities of local replacemsnt, om
their om, Characteristics that have favourable effeocts whem found in
asscoiation with some other characteristics, say not mhem in other combimatiocuns.
Thus, a foreign firm that imports culy a small proportion of its materials
from abrosd could be expected to have a markedly favoursble effect on the

balence of payments, if it had no potentisl loeal replacement. But, if in




the abssnce of the foreign firm, its sales would be wholly replaced by lecal
producers, then the proportion of imported materials uwsed by the foreign
fira becomes much less important im affecting the balance of payments. Again,
a firm that exports a high proportion of its sales cem have a strongly
favourable affect on the balance of payments, but mot if almost all of its

inputs m_i.mhd.

18, We are only just begimning to develop this approach and will need to
gstudy a wide range of firms in a mmber of countries before we are in a
pomition to say anything authoritative about criteria of selsction, But at
the present time, n'mwmomormmum that may be helpful,
baszed on our Jamaican and Kemyan experience, Thus, foreign firms that have
all;, or at leaat the first two, of the following three characteristics could
be expecied to have large beneficial effects on both the balance of payments
and the mationsl income of small, developing countries:

1) There should be 1ittle potential locsl replacement
of the foreign fimm,
41) The direct and indirect import content of the costs
of the foreign firm should be low,
1i1) A relatively large proportion of the capital expenditure
of the foreign company should be on asseta with a high
© loecal valve added contemt, typically land and buildings,
rather than on asseta which have to be wholly imported,
as most machinery and vehicles bave to be in Jamaica

and Kenya,
tv) Profits and service payments paid sbroad should be low in

relation to the exports and import saving of the firm,

19, Foreign companies that cannot be replaced by local enterprise tend
either to be very large, except where the loocal altemmative is a publio
corporation, or to have well-established export comnexioms, or to use a
patented or sophisticated technology. Firms with a low import content of
costs tend elther to have a high labour-to-capital ratio, or more frequently
in manufacturing, to base their production on local materials., Finally,




nanufscturing companies ht“-“mﬂnot“ruﬁu
wmulmwwumnmuuw
capital equipment agai: tend to have a high ladour-to-capital ratio,

20, Firms with a low import comtent of costs and a low capital-to-cutput |
ratio are usually found in industries such as food processing, textiles,
clothing and footwear, wood and leather products and local minmeral processing, ‘
which are gemerally regarded as offering ths greatest scope for indigenocus
entexrprise, Nevertheless, within these Dxved industrial groups; there are

a mmber of products that could not readily be made locally, often either
because the local fire would not have snd could not quickly get the required
technical knowledge, or becauss sales might be comcentrated in export markets
-hichﬂ-oloulﬁummnum.hhm&uh. Our experience in
Jemaica end Kenya was that foreign-owned firms that mmumfactured such products
had larger favourable effects om income and the balance of payments than foreign
firss engaged in other branchea of samufacturing. Bat though there may be
products withia the industries with a high local value wdded which could mot be
produced by local emterprise at the present time, as the host edonomy develops,
local mamufacture of these products will become feasible long before the local
production of, say, meny capital goods that are at present imported from abroad.
It might be thought that foreign-owned fires should concentrate on these
products which looal entreprencurs could mot de expected to manufacture within
the foreseeable future. But the primary issue is - what goods should be
produced within the host country and what should be imported? Only at the
secondary stage, when the seope for domestic production hes been defined, does
the question arise as to whether the goods produced domesticelly should be
manufactured by local enterprise or by foreign-owmed business., These guods
which indigencus entreprensurs will be unable to produce for an indefinite
period will often, though not always, be the goods which cught mot to be
Whﬁohutmhyhyfmwnmum htlhuhlmﬂml
to be imported,

21, In Kényn and Jamaica, we found very few instavces of foreign firms
scting against the inteveats of the host oountry, In some countries, foreign




firas have besn known to rely hesvily on locsl borrowing to finamce investasnt,
so that in extreme ceses where the xatio of local debt to foreign equity is
vory high and most of the capital goods wsed ave imported there can be a net
utﬂwdmmrmhmm_cﬁ-m.‘ﬁ-nd
local dorrowing facilitics can, however, be prevented and was in Senya ty the
Governpent limiting local benk ovexdmafts ¢o a proportion of the oversess
stake in the foreign-owned compsnies. Foweign firms ave cocasionally
ariticized for jreferring to use imported materials zather than local ones %o
the detrizent of the host comtxy's balance of peyments, Ve encowntered a
mumber of firne that appeared at first sight %0 be importing materials
wmecassarily, Mhuﬁm.umm”ﬂnﬂﬁtﬁl—l
materiale were mot adsquate substitutes, tdgdﬁnotmmpnﬁ'b.
umwuﬁwm.um.munm
h:p“unlhblomumthmnn‘suoh_

22, Unless there is a substanti~' *wwmgfer of foreign equity to local
shaveholders, the proportion of the host cuntry's industry owned by foreigners

- 4s likely to grow over time, The pressure to trmsfer is particularly strong

where the foveign-owmned firm io thought or inown to be meking hemdsome profits,
We did find sone instances of such trensfers in our sample of firms, Dut
reducing the proportion of foreign ownership of foreign industry in this wuy
ocan have adverse effects on the dalance of yuyments of the developing counixy.
The local purchase of equity inm the foreign-owned firm invoives the replacemsnt

" of foreign finance by local fuads, The immediats effect is to produce a
‘repatriation of foreign capital, shich has a lavge adverse effect on the

balance of puyments. The loager term affect is to reduce the outflow of
profits going adtwosd, These effects on the balance of payments are somewbat
nﬂmuh*nt“;tmﬁhmm“hmm
in the industxy of a sasiesn comntry, DBut that may well be the altermative use

of the local funde if they were mot inmvested in the foreign-owmed company.

Compared with that situation, shich is quite a likely altermative in many
developing countries, the effeots of local participation on the balmce of
paymants will be negligible, If, however, the purchase of ahares in the
foreign-omed firn is at the exponse of investing in purvely local enterprises,




then the adverse effects on the balamos of pegments and national imcome could
bo substantial, Any unfavoursbie balance of payments sffects of locel
mmuwuum“tu—nm-mhm
: mMmM.W&MWﬂ&“

samo country. mmmmna—umm-m
examined - for foreign perwnt compenies have more then one subsidiary im ouch
countxy. ch
Jmpligations for policy.

23, hﬂhﬁm“ﬁ-ﬁ.“nmhhm
mmmmmmmmunm
. nu-ﬂmmwt.mummumh
mwwumm

24, The first issue is whethexr there is not a csse for reducing ia futuze
the inducemants at present offered to foreign emterprises to persuade them to
locate a subsidiary within the host compeny. In discussing their remsons for
setting up a factory in Kenya or Jamaiom, few of the firms in our sample
considered the inducements offered Yy the host governmemt to be of major
importance. MNost emphasized thet thelr primary motive for investing in these
comtries was to protect an export market againat the possibility of enother
foreign fira sotablishing itself with tariff protection in the host country.
The foreign firms were, of course, glad to acespt any induceménts offeved, but
from our interviess with thes it was apparent that in most czses the gise of
the tax oomcession and height of the protective tariff, where cne existea,
were both greatsr then was necessary to decide them to set uwp a plent,

25. large inducements might have been required if the profit prospects had
been unfavourable, but this wvas not the case in either Xanya or Jemaica, In
Kenya, the average rate of profit on net ascets employed was of the order of
20 per cent, while the Jameican sample, which included a number of new fires
-unwmmmu-mmm
firag, bad an average rate of profit ca net assets employed of about 10 per
cant, High profits did not wsually lead to adverse effects on the balance of
payments since in most firms a substsntial proportion of earnings were
retained and reinvested in the company.
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26, The companies that were well rum and without too much surplus onpacity
saxned very handsome profits iandesd, in sany cases much sore than they eould
have ressonably expeoted to have got from sizilar sctivities in industrislised
comtries., This lsads an to ouwr second policy zecommendaticn, that Af develojung
countries wish to attmact foreign firms to their shores, it might be more
effective and cheaper to spend monmgy im publicising the profitable oppertunities
for appropriste foreign enterprises within their cconomies mather tham to offer
largely superfluous financial imcentives, As a fizst step, bost governmsmts
eould approach nany of the firme that export to them. Nut there is pexiape
groater scope for trying to attimct scme fivws that heve had no previcus contact
with developing countries, but have alvays memufactured and sold their products
within infustrialized coumntries. MNany firms with high and riging labour costs
in industrialised countries, if they were informed, might wish to take
advantage of the cheap amd abundant labour supplies in developing comntries bty
transferring their operations to such countries, to the benefit of all
concerned, We found a few firms of this sort in Jamaica operating under a
scheme wherely foreign firss can obtaia certain tax oconcessions from setting up
in Jamaioca if they undertake to export the whole of their production.

21. It is importent to stress the need to atirmct only "appropriate” foreigs
enterprives to developing countries., Host governments may need to be more
discrimipating than scme of them bave been in the past, The minimus profitable
size of establisiment for the production of some goods is greater than the
total market demand of meny ssall developing countries. Firws producing such
goods that are induced to set up plents within a developing country can oaly
bope %o operate at anywhere near full capacity if they export a substantial
proporticn of their ocutpat. But 1t may mot bs possible to break into neardy
export markets and Af this is the cese, then the firm may have to produce at
high cost, and even though protectsd by high tariffs, may still make losses. It
would have been better, very oftsm, for both the host soconomy and the fimm
itgelf, if 4t had not been established in the developing country im the firet
place, but hed continued to supply the desand for its goods in the developing
country by 2xporting to it, Our third recommendation, then, is the need for
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govermments in developing countries to exercise discrimination snd vestraint
in attempting to attreaot foreign investment,

28, Our fourth, and final, point relates to governmental eontrol and

. votting of foreign emterprise. Most foreign businesses are so complex and
affect the host economy at so many places that it iz pointless for governments
of developing countries to attempt u detailed supexrvision of all the
activities of the foreign firm. If the huat government attempts to do so,
the main consequence will b2 to hinder the foreign enterprise from operating
efficiently rather than to prevent it from soting against-the host country's
interests, The government's objectives would te more satisfactorily achieved
gy -.ooncentrating control on a few strategic areas and stresmlining the
handling of more minor matters so that they cen be dealt with on a routine
basis, Different countries will have different views as to which aspects of
the aotivities of foreign-owned firme are of major stratagic importance, but
most governments of developing countries would probably wish, emong other
matters, .to be concerned with (a) compeny prices and the level of protection
to ensure that prices within the host country are not umressomadly higher than
world prices; (b) major decisions om expmm@ion, location and changes in goods
produced; (o) inter-company tramsactions, and (4) the extent of looal
borrowing, local sales of equity and the repatriation of capital.
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CHAPTER IX
db A

The Background to Private Foreipgn Investment in Jamaica

the largest island in the Commemirealth Caribbean, comprisi

an area of L.4 thousand square miles and confaining about 2 million peaple.
It achieved. independence in August 1962 and in 1963 launched a 'Five-Year
irst step in a long.term development programme.
an instance qf indicative rathe: than direct planning, the major

cifort being left to the private seclor..

w3

It more than achieved its target

of a 5 real growth per annum in GNP and the indications at present suggest

that the country's creditable econcmic performance will be continued for
some years to come.
.. Jamaica is a prosperous couniry relative to underdeveloped countries

higher than the average per capita income for. Caribbean and Central dmerica
and considerably. higher than that for‘thg underdevelnped world as a whole,
Though Jemaice is small and, like most other ;ess‘deyeloped countries,
suffers from an inequitable income distribu#ion,_% legging agricultural
sector, a high rate of poPulation_growph apﬁ considerablafunemp;oyment, it
alsafénjoy$_?any“ad?antases-whicb gégeAits”prpgpecps_raﬁhspnbrighter than
those of most other poor.qnﬁ_smalllcountriep. Thus, Jamaica possesses
some of the largest béuxite deposits in the world, a.highly successful
touristaiﬁdustry, proximity to very rich markets, o weli—developéd

ecducal lonal system, a competent and stable government and an advanced

r R e e

in 1968 its per.capita income of £206 (U.S. £ 49)) was somewhat

Jamaica in eny detail, We have, however, thought it useful to give some

its structure, the place of manufacturing within the economy, the

Az o
28 01

Fe

importance of foreign investment, and the state of the balance of payments.

II. The Structure of Jamaica's Economy

-\—.‘. -(__,-ég&--'-‘ .' ..__‘_ __"._'T--—'I'-—" - = * e :-
M. It is not within the scope of this study to discuss tha aeow of ? 3

+4. The Jamaican ecconomy has traditionally beon dominated by two sgriculiural

procucts, sugar end bananas,.

Until some 15 years ago, agriculture provided
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both the largest sectoral contribution to GDP and the buLc of the island's r
exports. With the growth of other sectors, the share of agriculture has r

declined steadily, and its contribution to GIF at factor cost has fallen from
o W RSP “ - i gt s N 5 .

315 in 1950 to 125 in 1960 end to 10% in 1968, while its share<of exports

1 L R ¥ i A ' < ' 2 "'
has declined from 807 in 1950 to 34% in 4968. In part this has been caused

Fal

agricultural production itself and the peculiarities of

- -

the sugar market, but it also reflects the rapid growth of other sectors such

|l

as menuf aciu::..::* , rL_nlug, tourism a.nd govemnent services.

32 ---PS" Marwfacturing is now tne l'xrgwt 51ngle sector in temms of its con‘cr::. bution

N

i

to. G2, 53 ince 1,op, howcvcr :J.'t has barely kept pece m_‘tn the gI‘C"."L"L of

total product, and f‘ar t“;e "st f‘ou:‘ y\mru :L'ts share has beer' stable ot sbout

1554, The rext 1ars'cs't sectar distribution, has steadily declined in its
srzre of GDP, "f"u.le cons"cmctlon ha.. star‘bed on a slow recovery f“"O"T!. ..ne bottn

of a ten-year cycle. Tahle Tl 1 shows the distribution of GIIP fc.s‘tor cost

Vi

in Jamzica from 1959- 68 _ i P .
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W 3+ \’,, 1ing and ref:.n:.ng h;:.VO mcreased thelr share of GDE only sli. rrl*tly, V.

A -
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surpri s..n'fly crough (or ;.erha‘os not so suxprlsmgly) 'bhe only s’ccady and

IlO"lGOC‘.blu in crease has been rooorded 'by pubhc adm:x._m.s‘trutlon.

* r'.! - . <

g Th GDP &t c¢rre.qt prices has growm by 87 }.|-/o :E‘rom 1959 to '1968 gross naticnal

product (GN’D) at currcq'l:. pnces has grovn by 88 % over the same period,. 24,

e

r

constant pr:a.ces GI\IP bas grown a‘c a oompound rate of| 3 27 per gnnum over, the .

LT

past ten years, tba 1ncree;se per capita being 1.2% per ennum dur_mg this |

period. The growth of the economy hés not beeq stead._y: the rate of increase

was fastest in 1963-—65, w:L'th a considerable slowing up in 196_5-_66.8:1@ a

t is of inter cst to compare their importance by this measure, .

+4.. The most stn}r ¢ing point ebout TableILZ is that it gives a very different

picturc of the menufacturing and mining sectors from TcbleIsle Thus, the

letive contribution oi"manu'dethring to capitnl foﬁn&ti‘on has declined from

1&% in 1961 to 1%% in 1967, while that of m:.n:mg has shot up in a rather erratic

feskion from 3% to 28% over “the Bene periods 'Agridultuf'c has fellen in.

importance in both tables, while the oii:her’ sectors show slightly divergent
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Jomeicar Percentare Distribution of GIP et Factor Cost

"4 1959+F% 1196t 1963 1965 1967 1968

Apriculture, Forestry, ; A - -
Fishing - iy piri 3303 12OAASE i L sk i)z
Hining and Refining Lt 8.2 946 s R AN 9.8
Tenufacturing . / - 13.8 Aly2 ._ 1855 15.0 < .'"111-.9'. <1541
Constrmiction . 123 ‘11.2 o 10.2 10'7. 10.8 12.4
Tlcctricity, Gas, Vater 1.0*- 1.2._' 1.2 AL R 1ok

el i
LTOnSporT and

Cormunication ' Te7 - 8.0 Tali - 7ol Tok Tok
Di stribution | a7 a6a5 R 5.0 i Ak U 13 G IRER
o Thetitations. o Ao a0 G - bk 4o 4.5
Dwellings a=1s ) 502 | 33 : 35 55 e 31
Piblie. Mduinlebihbion .| < a0 _.'6.5 Ry 05 Sy P ‘: 8.9 96t

¥iscellaneous: ‘ 131 132 14.2 14l 188 132

ot

Total < 400 #4100 100 100 100 1C0

Total GDP in J&m Hh A $re
(Current Prices) 198.3 230.8 255,8 29761 340.9 3717

Source: National Income and Product (Preliminary Estimates, 1968),

Department of Statistics, Government of Jamaica.
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TABLE TI.2 I
{*"‘1L;}u"z(_. ) &
Jamaica: Percentage Contributien of S»lec:tchSecters-ue
Fixed Cavital Formation by Selected Seclors
5 1959 1961 1963 11965 1966 1967 |
ot P (estimate) |
Menufeacturing | 1750 4Bt et L 120l 1O L TS
Loriculture - 12,2 ka3 9.2 9ok 8.9 6.3
Mining end Refining Sb N es 7l e5,0 942 i Hireds nUNIF2EL0
Electricity, Ges, Water & 3..9_ .1#.6 1,8 el 2.3 : ‘6_.0_,
Trensport and Cormuucg.t:l.on =y 12.6 _j‘I_'_Z.O 1.0 13,_6;.._.. . 4149 7.6
Censtruction and' Installat:.on S "beb L5 L6 7ok 7.0 6.0
Qther ‘ - -’+6 2&- Z 4@-6 Foa ,39.03 i 46.4.“-. &-3. ‘ 311-.
Pt ad st e S e 400 100" 77100 100, 400 . .. 100:
Total Pixed Cﬁpltal Formation ' i [. i AIUE, Lagla e
(J2 & ,,ll'vc-n ot current pﬂces) 45 48,9 “45.8 62,11 73,0 . 8604

f

Source: r.'at:_om_l Incone oand Proc'iuct (Prela.m:l.na.ry estimates’ 1908)

= ..
Lok

A > /
Dep crfnncnt of Statistics, Government of "Jemaica,
i P J "
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'%Eaj. The two most dynamic sectors in the economy as far as investuent is ’
ncerned are the boaiis-alunina complex end tourism. The large jumps

- s

Byommie G
Ve vrante — -

crme of the two measures.

$o dnvesiment in bauxite-alumina in 1963 and in 1966-67 result from the
ting up of rather ‘lumpy' facilities for alumina refining; this

inveslreny was mostly linanced by inflows from abroad and is responsible

“cx the cceoleration in private capital inflows during 1966-68 (sece
. The indications at present are that inf lomu by the bauxite !
coapenies have heen meintained in 1968 and 1969, though the results

in terms of output are not imrediately apparent becausa of the lenvthy

castation pericd of the investment.

o The cxtent of capital formatiqn in tourism is not shown separately in

the tsble on sectoral contributions. The following table (Table II;B) gives

Tigures for capital formation by type of capital good, and shows the

grect imporiance of construction and building, which includes the bulk

of tourist investment, in the total. Investment in non-residential building

in particular has grown by about 127% curing 196367, and consiruction as

4 whole nas accounted for 65@ of the 1ncreaae 1n capltal fo“matlcn 1n thls

cepital formation {alling from 18.1% in 1959 to 12.2% in 1965, though
rocovoring slightly to 12.8¢ in 1967. Purchases of 'other' machinery and
aquipment, chiefly fér the bauxite-alumina complex, have on the other

hand inercased by about £10 million over the period, though their share

he total has only risen from 21.8% to 22.8%.

)
iy
r-‘-

23 48 mentioned sbove, the bulk of the investment in the bauxite-
alunine sector has been financed by inflows from abroad (mainly the U.S.
and Canada). Tho bauxite companies are all entircly forcign owned, and’
raiso almost no capital in Jamaica. A substantial portion of tho
investnent in tourism is also financed by inflows from abroad, ahd, while
cxnct figuros for-his are not available, at a rough estimato tho foraeign
stako in hotel ownorship is betwcen 50 and 65% of tho total. TForeign

capital is also flowing into holiday housing, which has beocomo extromoly



apital Formoation by Tvoe of Capital Good

(in JC million, current prices)

1959 1961 1963 . 1965 151067
{prov)
I Land Develepment and

Buildl 22.9 239 20.7 30.5 46,6

of which, Non-residential _
uildings 10.4 10,9 R R Y S
II Machinery and Equipment 19.1 20.8 21.6 2545 33¢5
of which, Industrial 8.2 9.0 8.1 P SEERI)
-.lriri‘:ulturf‘.l 1 OO 1 .0 ‘I 00 3" 6 2-‘\‘}

0ther (largely

alumina 1 refining) 9.9  40.7 12,5  1k3 196
III Other R 2% L3 ekt 6.0 6,0
TOTIL ' 55k B9 Vs 8L UAINE2, 1 S 861

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

Department of Statistics, Government of Jamaica.
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vorular among fmericans:on the north coast of the island.

2.7 The industry group which used to attract the largest infows of
Toreign capital, sugar plantations and refineries, has ceased to draw ' A
significant axmounts of money, either from Jamaica or from abroad. With

Comseqguue. f‘

bad weather, rising costs and/ growing uncompetitiveness in world market

ouptec‘ Nln\
“Srfoessistent |
bod wealhes

- p . declines e Tl
~ZJamaican sugar producers have suffered large falls in profits, with net

invesimen® in this sector being very low or negative in recent years.
There ie a possibilit ty, however, that in ‘l:he ‘near future the producers will
ssible
be allowed 1o mechanise nv-oo.uctmn more repidly than has been -pem}u!aed. in
thé pastv I 85, fairly. large inflows may take place to finance it.

H—?J' 2 There has heen a s_lteady if not spe‘ctacula:c: inflow .t-)f foreign infes‘trlne{n‘b'
wve manufacturing in the past decade. Ais vfi‘l;h touria.n, no figures arc )
aveilsble sbout the exact pro_"pdrtion of manmufacturing industry éwné& or
controlicd by foreign firms, and it is difficult even to hazard a guess
for so diverse a sector. f/‘)',2./{'051: of the intermediate goods industries are

foreign ownai“h‘ith the exception of _cern_?njf/ and foreign investment plays en

impertant role in the newer consumer goods industries, As is to be expected,

most of the technologically advanced industries are wholly owned or controlled
by foreign firms, while Jamaicsns predominate in the smaller and more
B biona) dndusteics, Phe sseuEactirng: seotor 38 discussed in greater
detail below, I

Ly e:lé x.sa. conseé_uence of the massive inflows of capital into mining, touri=m
and manufecturing, Jamaica has been able to sustain what is for an under-

aaveloped country a ranarkably h:.gh ratn.o of investment to natlonal produc*

. L 0 L e TR sy, ) N I T e |
':‘— WL&%HM@“II.# e ﬂﬁ_ﬁ—a«ﬂ:_::" . ::*«.h_._....'» e e _fv-_..m : .--.;." *?:. e W
m m——— — gy — :

- 14S 39 The really large investments in relation to mm& place in 4967_68 AL,

though high investment-income ratios were also recorded in some earlier years.
The part played by private foreign investment is illustrated in Teble II.5
which shows that in 1967 over L56 of gross domestic investment was financed
by identified private capital inflows, {

Lils 24 The percentage of identified private inflows in total investment f‘eil
sharply in 1968, but this may have been due to the fact that unidentified

inflows in that year were very large and with better identification most of

se flows may be classified as private cepital inflows, If the entire
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T/BLE IT. L

Jomaica: Gross Domestic Investment and Gross Netional
'
{

roduet (at current prices)

1960 1961 1962 1963 196k 1965 1966 - 41967 1968

million) .- 227.37 242,77 253.5 270.,1'" 29550 318.7 1339.2 ¢ 362,k 1 3987 .
ﬁ;llion} ote% B350 52,0 49.8 604k | 64e5 75.8 88,3 1115.8
GDI as N of :
GNP 23 22 21 19 21 20 22 25 29
TJIBLE IT.5
Jamaica: Identified Prlvate Canltal Inflows ard Net
Investment Income 1962-68
1962 1963 1964 1965 | '1966' 1967 1968
| Idcntified Private ' b 4 il
Copital (&m) bl Bl 9u5 gt 16 L BUTSEI23, 4 [l 0SS B4 CH
IFC as % of GNP 2.3, 25e5 W08 31 AV AN 6B i 4L 1LV 70
IPC as % of Gross . s T,a 4 : R T
Domestic Investment 11,0 1941 2.6 7.9 30,5 L5.4 26.9 |

Ve % LT

Ned
(em naid abroad [9) _712f6 1342 | AMke3 - =1531¢ -16.8 .. =18,0 =-19,7

(a) Incluclés_ interest. on public debt, insurance company transfers, remitted
profits and undistributed profits of foreign compenies.

Sourcc:  Toonomic Survey, Jeamaica, 1967 end 1968. The Central Planning Unit,

G o " Govermment of Jemaica.
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uridentified inflow of £19.4 million were private copital, the total for the

~ 4968 would become £50.5 million, and it would account for M% of

L7 / Finally, a brief mention must be made of employment. Jlgriculture '

¢inloys the largest nurber of people af all the sectors (ebeus—63-thoumssnd-im

1
1
bi
-
~v
-
-t
%)
{03
[¢)
453
p)
g

14 earnings are, with the exception of full-time plantation
worlcers, very much lovzér than in othér sectors. Manuf acturing comes next
with L3 %“housand, followed by about 15 thousand :-.n tourism. The service
industries and constructicon are large employers, but the bawdte-alumina complex

rs very little employment relative to its size and :unpor‘tant‘.e (about 5

)

thousand). Weges and salaries for all grades of lebour in this complex are
fexr higher than in other sectors of the economy, Manufacturing wage'é. 'are'

approximately equal to the average for the economy, but within the manufactunng

[}

sector, industries such as 'beverages, petroleum and i:rinting pay relatively.-

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

Wages- _
1l¥ g Jemaica faces a serious and growing u'nemploymen:t problem, particularly

 in urban ".reas. ﬂbout 15—2% of 't;he labour force is unamloyed, and with

Lo PR

a high rate of populatlon growth and. restnctlon'a on emigration of unskilled

lzgbour the atuat:.on :LS gett:.ng steadlly Worse, Coupled with this is a brain:

e

drain ‘of" proportlona large enoug,h to causé serious shortages of skilled people,
3 SR ‘1:"?\ o : .. _ﬁ,t\;}.. - \_ -_a-
_ AR ;. a"‘_r‘_“_‘___‘

J __',.Iu ,'1| .r.,

Ll—q . The narufactuc-:mg sector has grovm mz}[i\iy over the past decade a%.

the average rate of 5.7% per annum a'b constant prlces. Its development hes

fol lo wed the standerd pettern of a declme in”the importance of food pmcessmg

and the more traditional industries such as furniture and footwear, accomn..m.ea
by a'rise in the importance of 'modern' industries with oomplex'technologles I
li‘;f.e-::- c-hemic.als, canent ond metal’ products. Food products (includin_g.sugm*,.
rum cad other beverages) are still fery lerge, end acocount for about 40% of
total marafecturing output; the 'modern' industries contribute less then 300
(zee Teble II1.6).

5o %~ Manufacturing has not yot reached an advanced stage in Jomaica, and is

:,;11'

f-.-tﬁ 1 g u!‘-tu. iu_d“- Hg.... .ﬁ"! ,*L..E'.'P'Lp:...-_l .r




1968

TIBLE IT.6
iy Structure of Menufacturing Industry in Jemaica
(percentages)
1959 1961 1963 1965 1967
Food (excluding sqgar) 2542 2040159 O 24,2 214

Printing, publishing etc,

sl

eather and products
Chemicals

Cement and claoy

Miscellaneous
TOT 4L

value. added 1~
Tota%émanufacturing
Output (£ million at
current prices)

4143

18.1 - 1" 20.8 " 24,3

67 o6 RN

3,70 ko
Gub' 658
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groving by substituting domestic production for the simpler kinds of importcd
5 \.
goods, ViSldiestaemnartand QVIr Vv e P e ety po
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s feaaeen ded e BiriRei e e e Dol u..mz:ManmM o)
A.A..-. lll.a
SEelna-=mpons s~ ar T rs AT e ruqu:.r‘,cx in a large NULbEE o‘f‘"‘;‘i‘;‘aﬁ‘sumﬂ::ﬂguha

.si!a;:.'.:-r.:hz.-sea—cu:'f_p\':":;-;;ug**jj‘aj_?b'i“?é”effg‘é&Epffé’fﬁ'fﬂﬁ:ﬁ:é‘&? Nevertheless, the average
level of protection in Jameica is low in comparison with most developing countries,
end with the exception of the banned imports, a wide variety of" con°mcr goods

in freely availeble in the country. The govemment has always attempted to
maintein en ‘open' economy, and, with a favourable overall balance of payments
position, hes not found this too @ifficult to achieve,
5( 83 The formation of the Caribbean Free Trade Area (CLRIFTA) offers excellent
prospects for Jemaicen manufacturing industry,  J emedca has the iarges‘[f I
menufacturing scctor in the Area,/flur'l%h a ocommon tariff barrier against imports

from non-Caribbean producers it can be reasonebly sure of capturing for itself

an expanding share of the market Producers of paints, Pharmaceutlicals,

e

petroleum procmcts, clo'th:.ng and other goods have already established themselvea

&s mpor"ant exporters to other Caribbean ‘islands (aee section on 'balance of

V. Inc’iuvtm . ‘[ﬁc m‘hlves

52 21, 4 dictinctive feature of industrial policy in Jamaica is the old~estzblished

atively liberal industrial incentive legislation.  There have beeu

8]
o1}

+15

hree main laws: The Pioneer Industry (Encouragement) Law (1949), now replaced

the Industrial Incentives Law (1954); and the Export Industry Encouragement

Liawr k1956) (1)
Under the Industrial Incentives Law, a company producing particular products

CI'

is permitted duty-frec import of capital goods, and exemption from income tax

her 21l income for ten years from. start-up or partial exemplion on a

for cit
(2) Undexr

cliding scale for six years commencing, three years after start-up.

{4) Similer provisions under scparate laws cover textiles and petroleum refining.

(2) The exemption periods have rccently been extended, However, the periods
quoted in the text were the operative ones for the yecars covered by our study. _
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the Zxport Industry Incouragement Law, which requires firms to export the whole
of their output, similar income tox concessions ‘are granted, but in addition,

ell imported row materials used or consumed in production arec exempted from duty.

Peotory buildings end facilities on the industrial estates of the Jamaicen

e

H
(%

trinl Development Corporation, which is also recponsible for promoting new

’ ‘51{_% 'L‘“.m encouragement -to industry is provided through the p“oms:.on of
[ inv\_wmcm. ; ) g
| by

' 545 24 These benefits are availsble equally to local and foreign-owned firms.
- . k 7 : U

_ | Not ﬁ‘l Tims. are grented these concessionss eip'p.rov\ed status depends on
! | assessment by the JoI.D.Ce of the contribution of the enterprise to employment,
| exports, mzufacture of new products and so on.  'Up to 1967, 131 firms had been
granted approved status:  of these 'some 30 were under the Eypo:c*b Lew end the
rezainder were under either the Pioneer Industry (Encouragement) L.aw or the
Thaustrial Incentives Lew.. Of our final ‘semple of twenty firms, some seventeen
. hed enjoyed incentive status on at least some of their output for‘ part of the
i ' .f!ﬁjme, though a number of the older firms had run through th’éir 't.:onccc.sions by
! 1968. The majority of major new enterprises have in feact been operating under
one of these laws, and they thereby account for a lar;ge share of oﬁtput and

empl oy'nent in t‘le manuf act\mng sector, In 1964/5, the latest year for which

[T
o

J.I.D.C. data’were availeble, sales of incentive companies vere £11.5m;

investment totalled £10.0m, -and. employment Was 8,229 of which bome Half wes in -

to atirect fresh investment, We did not :mvest:.ga:he thls 135119 in dpta:Ll ‘but

|
we @id gain-the gerieral impression that tax mcent.wes had not been the dociding !

| "

‘ . factor in investment ‘decisionse ‘However, they were clearly an importan't element’
|

s, . in<he . ¢reatiaqn: ‘of "a gene*ally favourable mvestment cllme.te.
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V. The Bslance of Payments

LN

o 52}. 5@ Juneica is hez'wily'depmdenﬁ on foreign trade: :'Ln the pe.s‘.: dece.de exports
end Srmorts of joods and services' he.ve aVGragexl 1;0% and l,C,o of Gu‘P, rerpeotlvely.

' With itg efforts at mo"u.,umahcmhon, the expansmn of al'um:na *eﬁmng

.._‘v Ay

fam_" ities md bhe ma:l_n'l;enance of‘ a ‘frcP' cconomy counled 4 +h a :aho"c“!‘osro in

I

a




the demestic supply of foodstuffls, Jamaica has in the past three yoars Lecome

inercasingly reliant on imports, end, despite rising exports, has incurred
lorre deficits on the current account., Teble IT.7 shows the state of the
balenes of veyments for 1961-68. Imports have been larger thon exports for

every single yeor in this period, with the gap growing larger from 1963 onwards.,

In 1563, however, the difference between cxports and imports was small enough
to be more than compeénsated for by net transfer payments, yielding the only

current, account surplus in this series. The growing deficits on current sccount

have, nevertheless, often been more than matched b rivate capital. inflows
P ) ok P ?

end of ths eight years 1961-68, five have seen an overall surplus.in the balance _

of paymentn. 0ffieial capital inflows have been small, equixialent, to about
cac-nixth of private capital inflows over the period 1961-68, - In 1968, however,
¢fficial inflows rose sharply, and, according to information available on =id .

cemmitments, will. be maintained at the new level., Fven so, private inflows

will continue to be the largest item in the cepital act_:ouht for the foreseesble

e o . e e L _..-.,1___:- e T e S — ey £ E e
ﬁ.ltl.ﬁ'ea y ‘_ i ! 5 ) - Db A G R IFQ‘,"". . Be '-'::‘ ) (-

Fmr :

its currency. In Novarber 1967 the Jamaican Pound was devalued. 'ﬁo exactly
the same oxbent as Sterling. In September 1969 the currency was changed to a
decimal system and the new unit of account beceme the Jamaican Dollar, worth

10 shillings under the previous systome

59? 4l Teble IT.8 belew gives figures for the main categories of cxports from

Jemaica dwdng 196L~68, Bauxite and alumina are by far the largest exports
of the island. cccounting for nearly half the total. value of merchandise exports
in recent ycars, Jluzricultural products come next. with manuf actred goods far

tebind, contributing sbout 9% of the totel in 196h end 12% in 1968,

GO Bad. Cf manufactured exports 79% is accounted for by the following products:

clothing; minerals, fuels and lubricants; essential oils; toilet, polishing
zrd cleaning preperations., Total exports of manufactured goods grew at-an
everape vote of 17.574 per annum in this poriod, with chemical e).aments and

cempounds. pharmeceuticals, cement and metal manufactures heing the fastest

grovirng ltems,

E)l "bp& Tourizm s the largest foreign exchange earner for Jamajica after beuxite-

elumina, though, being an 'invisible export', it is not included in the above
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TABLE II.7

e W, St

Jamaica: Balance of Payments

(in £ million at current prices)

1961 1962 - 1963 196)

1965

1966

1967

1968

e - o~

Ixvorts of Goods
o - —~

ang Serl'vlices

o s

anld SETV1ICes

Y e Tapde =
Governnent External..

sy S8 o 3 Ty -
ntlilied Fravace
=~7

W

Overall Balance

98.6 10L.8  111.9  119:5
3166.9 ~111.1 ' 135.%, 14003

4.8 6.3 6.5 5.5

129.1

144..9

138.2

159.0

- 3.6

143.2

3.2

161.3

208.3

3-2

=3.4 =3.0 53 =353

-11-0

~17.2

-26.8

=L43.9

RILEL 08 e Wl
41 5.7 5,6 nEad 156

L.l 2.0 ~1l.4 241

3.0

5.1

3¢

25008

2¢5

4L0.1

6.3

31.1

19.4

=Sl 5.5 13.6 -7.5

12,9

Scurces; Nationzl Income and Product and Economic Survev,

ota:  Minor discrepancies are due to rounding of figures.




million, current prices)

1967

1=
LN
N
(8]

Tarxite and Aluzina

Clothing

e

Ninerals, Fuels, Lubricants

Others

Other products

)]
n

A8 ]
=

N
e

O W
%]

39.9
17.6
6.6
Ih.6

3.9

ey J+‘9 i

Lliols
19.2

7.0

10,8 -

2.2

Dok
3.0

3l

Lb

3.2
80.4

5.1

91k

eészential oils.

Tncludes citrus, cocoa, pimento, ginger and their products, but excludes
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roximately £14 million in 1960, £46 million in 1904,

ond £37 million in 1968. The largest increases oocurred after 1965, when the

tion to promote the industry aebroad and to increase

1
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i
Q
.
t."
s
c—.
o 3
.
2
1
3
8

and drmrove cccommodation in the main tourist areas in Jameica. The

£

cortribution of tourism to GNP rose from 5% in 1962 to over 9% in 1968, and the .

'

increase will almost certainly be meintained into the early 1970's.
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e Bockrround to Private Overseas Investment in Kenva

¥ a o 13 7 - 1 A ) s -
The Struacture of the Kenwan Loonomy

62 AL Kenye, the most industrially advanced of the three nations

of the East Airicaon Community, has a population of about 10.5 million.
he total land arca is 219.8 thousand square miles. = The population is

most heavily concentrated in Central Province and Nairobi District (about

~

350 to the square 'nz.lo) and in Nyanza Province (about 300 to the square
mile), both areas of high rainfall. Vast tracts of land, especially in

the northern part of the country, are thinly populated by nomadic. warrior
tribes. In addition to being the most industrially advanced country of
the East African Community, Kenya is also the wealthiest in per capita

terms. in 1968, income per head was £4.3.7 compared with £24.9 for

Tanzania and £32.4 for Uganda.

63 47 The structure of the economy is changing very slowly.  Agri-

culture, including estimated production outside the monetary economy,

accounts :E‘or about 40 per cent of C—ross Domast:.c Product, and employs

= [T

elrmost 60 per cent of the working labour force. The following teble -

shows the contribution to G.D.P. by seotor:

ok e i |
1 ". ' II_- -
.-,, - i
- i ]

Gross Domestic Produch: Kenva .,
percentages of total G.D.P. at factor cost 196}-68

Lgriculture () 43.5 | 43.3 | 394 | 11.8 ] 40,7 | 39.6
Mining and Quarrying 0.5 0.4 0.4 0. 0.5 .0.5
Marnufacturing , Building, :

Construction 946 | 10e2 1 A1 301 1039 1At 1.4
Eiec"cricity and Water 3.6 3.5 3.6 oA B4 e o NS 537
T ,.ns_c rt, Storage i

erd Communications Tl i VST T 8.3 8.4 8.2 8.3
Frivete Services- it 1| R2d 0% L a3 Tl 120010 152108 2135
Generel Government 1 1.6 13.0 132 12.6 131 |0 14
Total AR L 100,0 '} 100,0 | 100,00 | 100.0 § 100.0 100.0
.;rr;i:é.lsion, current 304,04 | 331.35 | 330.49 { 385.03] 406.69 «!1-30-'?3't

1963 1961+ 1965 | 1966 | 1967 1968 ()




Zoble IT.1 (cont:)

(a) Provisional

WY gemmaiy
s A e o e e e e 1 E—
( My Sl uiied NOO-TonetTory sector

T S N .
source: Government of Kenya, Economic Survey, 1949. \
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] Toeble IIT.1 indicates that there is no one sector whose
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Therc has been a relatively high

overall growth rate, but the share of agriculture, in both the "tradi-

independence in December, 1963, has been substantial., This, together - '

with the Government's continued friendliness towards foreign investment,

has prevented any mejor flight of foreign capital from the country. |
y / _

Nevertneless, in spite of recent rapid growth and large inflows of
foreign resources, Kenya is still in the same predicament as most other
poor countries, with increasing pooulation pressure on lamd , high urban
wmenployment and an inequitable distribution of income, in respect of

both race and- region, both beiween and within the rural and urban sectors.

ég 4rg A Development Plan was published ,in-196l|., and a revised

I

version, with raised targets, followad-aftef two years. The private

sector is of considerable importance in the economy, however, and this

means that planning-is of the iﬁdicative kind; .A large part of the
implementation remains Sutside the Government's direot control. Never-
theless, fhe Government has taken some part in tha.stimulation and

guidance of econonic aétivity;'though this‘has been through more indirect
channels, such as licensing and.parastatal.organisations, than_through

vholly state-qwned enterprises. 'In.ﬁerms of achievement of plan targets,

the 1966-70 Development Plan has been successful. Over the pericd 1961,

tc 1968, the overall annual averagé rate of grbwtﬁ of G.D.P. wa; 6.8 per L
cent: ot current prices, and 6;3Tper'6ent at constant (1964) prices. .. This i
is the procise rate éroj§c£éd'inltha'Plhn, though it would bo umwise to |

rule out entircly the possibility of coincidence. The following table L




real terms since 1964,

X 32

gives a scetoral breakdowm of the annual average rate of growth in

__ Table III.2.
g e ot

B e

Totel Gross Domestic Product

Agriculture, including

non-mcnetary sesuor
Manufacturing

nd
ectricity

Mining, Building
construction, E

SRR
and VWater

a
=
ok

Transport, Storage and
Communications

Private Sector Services

Gencral Government -

"3 0ss Domestic Product at | Avorage annual
{198 prices, K£ million percentage rate
p of growth
% 156k (prggégional) |
o
| 143.59 | 170.68 Lok2 : y
33T 42,11 5.70 |
13.15 17.39 T2k
25.14 38.66 11.37
72.76 93.75 6.54
| 43.00 59.48 8.45
331.35 422,07 642

Sourca:

7o

.. BPp. 45,

Based on Government of Kenya, Economic Survey, 1969, Table 1.1,

Agriculture has grown'at a hlower rate than totel G.D.P.;

manufacturing, building and electricity together at a slightly higher

whe
rate;

(R e

each industry group, and between each year in the period.

end services at a notably higher rate.

The categories in Table IIL.2 conceal differences within

Agricultural

rroduction rose by about 20 per cent in 1965-66 alone, though cstimates

of production outside the monctary economy are nccessarily tentative.
the same year there was a sharp increase in building activity: a symptomn

of returning confidence after a year of independence.

.

pan s 1

dooky bl

-

The growth in

government services of 8.45 pér cont Bvéraif;.reﬁreseﬁts the attempt of a :

new state to establish itself.

The rate of growth in other secctors secms
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%o have been more stezdy. The manufacturing sector has grown at a fairly

.te, though there was a drop in 1966-67. That year also saw a large

ese in capital formation and capital inflows (see below) which were
bezinning to bear fruit in 1968. Growth in the transport and communi-

cotions saector has been impressive, and there was a sharp increase in 1967

and 1968, iho Laiter ycar sceing the opening of the Kindaruma Dam on the

Capital Formation in Kenya
porcentace distribution by sector 1964-1968

[S

i 1964 | 1965 | 1966 | 1967 | 1968 (E*)_
b

1. Azriculture . 29.5 29.0 2.7 21.5 22.2 ; i
2, Manufacturing _ 154 16.2 15.5 471 15.5
3. Mining, Building and Con-

Construction i e 3.0 4.5 2.7 5.0 Hed
4. Electricity and Yater : 2.9 LT 4.0 7.1 At
5. Transyport, Storage and

Communications 24.0 | 17.6 21.8 19.1 18.9
&. Ceneral Government | ' 9.7 } 151 | A4S 15.7 17.3
7. Other : 15:5 171150 13.8 14,5 171
Total 100.0 {100.0 100.0 100.0 100.0
£X million, current prices L5.14) L6.54 ) 61.24 | 87.30 | 91.00
(o) prsihstonanl

(%) Trcluding non monctary sector

£}

Source: / Government of Kenya, Economic Survey, 1969, Teble 1.10, p. 17.

g

llost strilking is the sharp declinc in hgricultura's share of
total capital formation. That of the transport sector also fell, though
Yy & smallcr amount, but tho share of all other scctors rose in comparison

with 1964. The sharp rise recorded for clectricity in 1967 was due to the



Moy

Tane River development referred to above. Private capital formation has
grown rapidly, but that of the public scctor has outstripped it. As a
conscquence while private capital formation constituted 75.4 por cent of

all fixed investment in 1964, by 1968 the private share had fallen to

& 71

The overall ratio of capital formation to Gross Domestic

Product has grovn in recent years to a very high level for an underdeveloped
country (sec Table III.L). Many advanced industrial countriecs spend less
on investment than the 21.1 per cent of Gross Domestic Product spent by

O R Rt

FRATEETE

=5 ]

ormiation as a Porcentasze of Output in
certain scetors, 1964-1968

196, | 1965 | 1966 | 1967 | 068
| Lgriculture (ind uding non-
menetary scctor) 9.k 10.4 10.6 a3 11.8
Manufacturing | 20.é 20,2 227 33.0 | 28.8
‘ Elcetricity and Water *° AL 23 k3.4 | 464 | 97.6 | 48.6
Transport, Storage and ' }
Communications 534 29.7 42.0 L9.8 479
L %hole ‘Econcmy ‘ 13.6 14.1 15.9 239:5 211
| ased on/

‘ ; i
Sourcc:/ Government of Kenya, Economic Survoy, 1969, Tables 1.1 (Pagﬂ?(hﬁﬁo
| and 1.10, p. 17. -

v ‘?j2 &tr In all sectors, other thaﬂ agriculture, there has been a high
I end incrcasing ratio of capital expenditure to output. In manufacturing,
this trend scems iikoly to bontinue, despite-fﬁe facf that‘exccss capacity:
xists in meny industries within the manufacturing sector. The reason
for this is that industries-which are new to Kenya are constantly being
croated. Recent cxamples are toothpaste and electrical goods. Th 2adi-
tion many firms arc preparcd to sct up subsidiarics to work, if need be,
at less than full capacity, in order to protcct thair markot from_compotitors,
alrezady in production in Kcnya,.who maf have the advantage of high tariff 2 ; E

rrotection. This is especially important where brand names and advertising




ignificant in the market.

e %2;? Table IIL.5 below gives some indicationlof the structure and |

recent growth of manufacturing in XKenya.

i | Index of Production, 1964 = 100 Proportion o
19647 1965 1966 1967 ( 18@8__ of sross B |
DERELY produgty in :
i 1966 \2 {
1. Foold 100 | 99.5 | 102.8| 110.2] 443.0 13.0
2. Beverages end i _
Tobacco 100 97.1 101.4 99.8 1 108.7 A {
! 3. Textiles 100 "§ 111.1 | 135.4 1 149.4§ 205.1 Le2 _
| L. Pootwear and Clothing! 100 | 118.9 | 132.6 125.2| 146.5 L3 |
! 5. Wood, Paper and 1 | :
; Printing I 100 | 125.6 |140.6} 149.4| 138.3 412
i ]
6. Leather 100 | 96.7 1110.0| 100.0| 116.7 0.8
8. Cnemicals . ' 100 | 100.6 } 112.4 | 109.2] 118.%4 14..8
\ 4 : ¥ 7
i 9. Potroleun Products 100 | 118.8 | 119.3] 128.5 126.3'3
i
| 10. Non metallic Minerals| 100 | 109.8 | 112.2] 1417.7| 134.8 6.6
11. letal Products 100 | 101.6 | S4.6| 98.6| 111.8 5.2
12. NMon Electrical Machin- !
| ery ‘ 100 | 122.9 | 167.1 | 180.0§ 170.0 ; 7.6
{ 13, Elcotrical Mechinery | 100 | 103.7 | 107.9% 102.3! 117.%
14.. Transport Eguipment 100 | 103.2 | 108.5{ 119.8| 128.6 . 15.8 =
15. Other 100 |} 108.9 | 123.3]| 82.2| 86.7 2
. Total Menufecturing 100 | 105.4 | 111.9{- 116.2| 12.8 100.0

(2) Gross Product = Valuc of sales plus resales plus change in stocks minus
industrial costs. _

Source: Government of Kenya, Econemie Survey, 1969, Table 5.1. Page 83.

The chcmical industry together with production of petroleum products has
estracted substantiel foreigﬁfﬁnvesfmént ﬁﬁring‘this last decade. Food, .
teverages and tobacco continue toc be of considerable importance and have

increased their output by about 10 per cent over the five years. The
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- is comsidereble trade with Tanzania and Uga

e =

£ T

2% 3L !

proporiion of totcl output accounted for by these industries is, however,

chemicals, metal products and machinery incrcas—

2 gxpected to continue.

sy

.;afiz}tk' The scope for import-substitution is still great. A con-

siderable nwiber of .fereign firms have set up subsidiaries in Kenya to
producc goods that

vwere formerly imported, particularly goods with fairly

low cepital-output ratios, for cxampl%\printing, toothpaste, batteries,
cigerettes, window frames and plastic!ana netal contéiners. But much cof
the activity of these firms and of manufacturing in general consists of

the processing of mainly imported raw materials and intermediate goods using

almost entirely imported machinery and equipnment. On the basis of the

for our sample of firms in manufacturing, the import content of

manufacturing seles is of the order of 50 per cent or so. Most manu-

factured goods are produced mainly for local cunsumption, though there

B —————

sect

in the economy, partjicularly if size is measured by employmfent
ratherézgahxg

utput (sce Table III.6, below). Employment in ménufacturing

s Table ITI.6

Reported loynent by sector in Kenyé, 1958-67
N thousands
N 1958 //4961 1963 I(a) | 1965 | 1967
1. Agriculture 2,9.571 252.0 | 217.5 213. | 196.3
J 2. Mining and Quarrying 6.4 3.8 5.2 245 Py
3. Manufacturing 5546 42.6 43.6 52.7 57.5
4.. Building, Construction
Electricity and VWa 23.4 0.4 11.6 11.3 25,2
5. Private Services 100.6 : 10L., 109.6 36.1 § 137.9
1
| €. Public Sector 157.7 1 167.0 ‘\mggif 188.2 | 208.6
i
| N
| Total / 593.2 | £89.8 | 54,5,0 604.0 | 627.9
i

(&) Betwkon 1963 and 196l there is a break in the sorios causcd by fuller

coverage of private industry and commerce.

Statistical Abstract, 1968, Table 184, p. 16k4.

Source:

Government oR Kenya,
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urban/ﬁgggéloyment problems have resulted. In Nairobi, i

F

B e B T o e T =l = & 33y e
o yoangreased quring vhe la

e u;;22\1964, however, employment has begun to rise

AR

2 3F | S

st dooade-orso -and for some years ih

P
was substantially lower than it had been in the 4950s.
slaﬂiy. The

7
nanufacturing employnent is pgr%ly explained by

-
importance of foreign firms withiﬁ/;anufacturing and the

Tirms, ugzgg\more ca‘italﬂinfg;;ive methods have a higher

than do the indimgnous” producers.

P

£

£ menufacturing and sources have grownso slowly serious

1}

Kenya is heavily dependent on foreign trade. In 1967,

imports of goods and servicea wWere 37.3 per cent of Gross National

Product, and exports 33.1 per cent.




Bal.onece of Povner

1ts of Kenva 1963-68

K million

s e
A bl '.'?“r*‘-"’"-wr
1 e

£ A —— R T T

: b 1963 | 196k | 1965 | 1966 | 1967 {71968
| Current Account Debiss,  §425.4 |136.0° |141.9 11674 |171.4 [180.7
oL il a i '
| . : _ ;
! Visible Imports 1 82.% § 87453 744 VH13:5 1116551112171
b
Invisible Imporis f L3 48.7 L5 b3%.9 ‘5.9 59.6
Current Account Credits, 124..3 | 146.5 | 42,2 | 160:8 | 152.0 | 165.6
of which:
Visible Exports . 68.7 77-9 | 78.0 | 86.8 79.0 83.5
Invisible Exports 55.6 68.6 | 64.2 Tia0: 1 7350 L1 8241
Current ilccount Balance, =1.1 10.5 e 6.6 | =19.4 1 -15.1
of which: e
Visible Balence | =13.6 | 9.4 | =49.4 | -26.7 | -37.5 | -38.5
Invisible Balance . 12.5 20.5 19.7 20.1 18.1_- 22.5,
Long Tern Canlual
A P rivate i ;
(i) Liebilities’ () ¢ "'9.8 10.8 8.8 2,1 4.1 9.0
(11) Asse‘ts (b) 1}+-1 17.0 703 1-1 'H‘i-oa +1-5
Net Credit
B Govprn“unt 4§ _
(1) Lisbilities ; g.biilisio, |96l 42,51 8.7l 7.2
(ii) ILgse‘ts 0.6 10%5.5 | 3.0 |7+t ] +8.5. | :#2.27
Net Credlt ; . 8.8 —2._5 ’ 6.6 15.6 i 17.2 - 9.&- -
| . it : : A ;
! Long‘Térm'Béience i k5 ".:8;7 8.1 ih;é. 26.% _19.9
| DO ey
t Short Term Balance . . 2.3 26" =24 1 -12.5 i he O WEE=9LT,
i Overell Balance 5.7 | bl | 6.0 | k5 p 7.7 | Sh9

(a’)_‘l Thls :LS the net increase in forei in long—term lla'b:.l:l.tles r presented

ﬂ?ﬂgigi jh

= 1% )

Thi A net B ors i g ﬁhel&s‘.éy'”
T rcsentcd by fz&cd ausets, gecurltles, local equlty 1rvest&ent in
Toreign companies, long-term loans by rosidents to foreisn companies,:

chenges in the value of long-term assets held by resident companies

é bCLher foreign or 1ocallv-owrcd) avbroad;
uc by foreign .companies to residents bu

and dividends and interes:
{ not yoet paid.

ermmrent of Kenuos @aﬂm&gc Soreven, 1967, 198, 1967 ond Sim‘.s%-c& F}bsi«ad 1962

l-rr—o
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been in consistent, and recently

increasing v has been financed by a favourable
by Lo sterm c‘.pltal inflows, both official and

"‘...T.f'\ ori

Bill reflects the continued dependence of

the economy on foreigzn connusior goods, raw materials and intermediate

goods., Groyth in manvfaciuring investments tend to reduce dependence
on imports of consumer gocds, but not on raw materials and many inter-
medicte goods. This is especially so as Kenya has been endowed with

le minerel wealth.

As fer as exportsl are concerned, agriculture and tourism
far ashead of manulecturing as foreign exchange -earners, though
potroleun products have been the third wost important export for the
years. The ﬁost important manufacturéd export, other than
products, is cement. In'1968, exports -of cement totalled

Tanzanie and Uganda.

EK1 .2 m+llloﬁ, ﬁnclcwﬁng sales
1L40GET Tox vlEn

tea aud coffec hove been the/exchange earnors. Both these products are

\

currently under int

is

dve to operate for twelve months only.

e (3 [T

e AL

™ e
{1
L

The position with regard to Kenya's trade with the other

.Su“f-rican nations is rather different.

trade surplus, with nanu,_c*ured goods providing the bulk of the exports.

Tborc.-ia a strong prefercnoe among foreign nanufacturers for locating
theixr maiﬁ productién centre in_Kénya tp serve the vhole East Africen :
mariket. There is cvidence, hoﬁe%er,rtgat the Tanzania and Ugenda
narkets are important to meny producers.
for new industrial projects are evolved by.the.authorities of the three

cocuntries

» there is a-danger of fragmentaticn, and, therefore, the loss

Bi%ﬁﬁﬁﬁﬁh_if. A Afbiun.

Of total eprrts

arnatiounl quota agreements, though the Tea Agreemant -

Here, Kenya is in balance of

Unless firmer location criteria -
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smva has in recent years maintsined a high level of foreign exchange
revente Tn Dccember, 1967 there were £K31 .6 million; in
Decenber 1968, &L35.2 r:.j_llic;n;- and in March ‘1969 ﬂ(52..2 million, In i
1968, about 24 per cent of visible and invisible
reserves can only be described as remarkable
Tor an try. ‘ |
'
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nnorvance of Foreign Investment

[
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1 TForeign investment has been of considerable significance

o i -

in fingneing developnment in Xenya. Not 0ﬂ1y in manufacturing,

bu¥ in ihe primary and tertiary sectors also, forelgn

enterprises have led the expansion of the cconouny. in
cgriculiure, many plantations are partly foreign-owned, and

& considerable portion of the arable and pastoral farming
was carried on by European settlers. Since independence,
thie Government has followed a poliey of transferring
ocwnersnip of agricultural land previously held by Europeans
to Africans, but foreign capital remains important in the
plantation sector. In the services sector, many of the
large trading houses are foreign owned, as are all save
one of the commercial banks., The exception is the
Government owned Yaﬁ}on 1 Bank of Kenya Ltd. which was
cstablished in 1968. A large part of the activities of
the transport and communications sector is accounted for
by the three Corporations answerable to the East African
Comnmunity - Railways and Harbours, Airways and Fosts and
Telecoununications. owever, electricity and other
transport services both involve large - amounts of foreign

capital, though there is a scheme for eventunal local

e

& 1In terms of the

= B P - 3_14‘.—4=_.,;-=-

i z'w.: =

e RN I e

scen that long-tern foreign Oobltal both private and
official, has been of importance in helping to finanee the
current account deficit.  The item thet we wish to
concontyrate on is thoe private "liabilitios" item whieh

represents the net inecreasce in foreign long-teria liabilities,

ovor and Lighting Company. ol
e ' _gh qg . --?_ AE;Q’,M:JH%?:'.'-_:

mwim can w-wit':-

e




¢r wihie net inflow of fcoreign long-ter: capital, in eazch

year. The decrease in assets held abroad in recent years
hdas largely been due to the reduction im assets held by

1«14 T
Ch s

¢llowing upoﬁiArusha

Lenya based cowmpanies in Tanzania, 1

™ T A+ 1 -
peClalratloll,

%leéﬁf In recent years, much of the net iuflow has been

accounved for by retained ecarnings by foreign companies.

Reinvested carnings in 1966 were £K2.8 willion, while

tae total net inflow for the year was only £¥2.1 million.
Afain, in 1967, retained ecarnings, at £X4.4 willion, were
greater than the'total net inflow. However, provisional
cstimates for 1968 indicate that while retained earnings
were about £K5 millicn, total net inflow was £K9 million,
so that now new mcney is being injected into the econony

r
over ~nd above that provided by retained profits.

f
gg_;wff Coriparing, howeveér, net inflow with investuent inccite,

over & nuiiber of years, the result is unfavourable tc the
balance of payments. iis is s¢ because retained carnings
“zust also be entered as a debit on the investoent income

sicde. The following table shows the position since 1957

R o il



Net inflows of private long tern capital
and net outflows of investment income, 1957-68

Net Inflow
tade st A0)
¢f capital

£ thousands

Net Outflow
9
of Income“)

Toctal Net

Inflow
1957 1,119 5,360 ~4,241
1958 650 5,450 -4,800
1959 375 7,016 -6,641
1960 5,462 7,288 -1,821
1961 -5,133 5,341 -10,474
1962 -2,696 4,845 S, Bal
1963 9,800 9,843 Ml
1964 10,800 , 8,665 2,135
1965 8,800 8,731 69
1966 2,100 8,750 -6,650
1967 4,100 9,170 -5, 070
1968 (provisional) 9, 00C 9,590 = 1580

1) Net increase in long term liabilities

2) Net outflow cf dividends, interest and retained earnings)
after tax.

Source: East African Community Statistical. Departnment angd .

Central Bank of Xenya.

guiéﬁﬁf The fall in net liabilities in 1961 and 1962 reflects
scme uncertainty in the imnediate pre-independeneé phase.
In 1962, new inflows of equity capital were conly £X160,0C0,

but rose in 1553 to £K2,158,C0C. In 1963 and 1964, there




were several large inflows in the electricity sector.

et inflow in 1266 was partly explained

o
| =

equity ianflows (tc £K77,000) and partly

£X5.3 nillicn).” However, 1967 showed a sharp increase in

gross inflows from £K7.4 millicn in- 1966 to £X11:1'millicon,
Lepaymnents oné releuptiuns were alsc substantially higher
(abeut £K7 nmillion). In 1968, the estimated griss inflcw

again t¢ aboeut £¥13.9 millicn.

/
) o = Ca - s &
g¥;’€ﬂg. The inportance cof retained earnings has clready been

a 1
d

cut. If rctained earnings are eliminated fron

beth "sides of the account", the pcsition is as follows:

Table » 1IXI. 9.

Net inflows of private long tern capital

and net cutflows c¢f investment incone

less retained earnings, 1963-68
aei e £X thousands

Net Inflows Net Outflow Total Net

; L ¥ Bl ) 2
\ : ¢f '‘capital s 0 Tncome’ - Inflow

1963 e 6,286 48, 300 ~43
1964 ' 7,254 5,119 % 2,135
1965 ' e T g AT UG B KL - 5569
1966 " Sl 00 ekl 2 5 950 i 126,650
1967 -300 4,770 g e ~5,070

1968 (provisional) 4,000 - 4,590 A -590
(s r.\. -?,:,‘ s .

1) /) 4s in Table III 8)1ess retained earnings
‘Scurce: Ecst African Community Statistical

Depertaent
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2i; —£7- Iletainel carnings increased their icportance in th
tetal inflow, tavugh as an absciute amount they have mcre
or icss rencined at the-seue level until 1967 when they

roese Trom £X2.8 oillion to 8K4.40m11 5 on. There is =2
teniency for csteblished foreign enterprises tc¢ finance

expansiocn frowz retained earnings scmetimes suppleumented

- -

ny & lcan, while new inflows of equity capital and a lar

03
¢t

properiion of new loan capital is assceiated with the setting
uap of new enterprises.

g;L A+, Unfortunately up tc date estimates de¢ not exist for
the sectoral breakdown cof foreign private capital comnituents,

Hewever, by exanining Tigures for 1965 and taking into

account trends in new invesiment since.then, it seeimxs that

cut 45 per cent of total fbreign long—-tern 1iabiiities

are in manufacturing, about 25 per cent in trading and

fin~nce, and about 12 per cent in ccnstructiocn and electricity.

Abcut 50 per cent c¢f the total equity investment in ienyan
indorﬁorated coupaniéé, and a consicderably higher percentage
of the long-term loan capitalt is_held by non-residents,
Cften, however, the Jegree ¢f foreign influence is not :
reflected in breakdown of the equity holding according tc |
resident status. In many instances, the foreign share—
holder is a ccmpany, while the local shareholding is by
individuals. "

Q8 -3 . For 19€6-1968, figures fcr the gross inflow of foreign
capital are available, and somze indicatiuvn of the significance
of the foreign capital inflow can be ubta;ﬁed by cciaparing

it with cther'key variables in the econony.




Gross leng term private capital inflow

in relaticn to other ceononie variables, 1966-—=68

1966 1967 1968

' " (provisional)
Gross Inflow (LKuillicn) 7.4 1ro1es 13.2 !
As percentage ¢f current
sccount dcficit 180.0-- 57.2 87.4
percentage vl eurrent

-

account deficit plus gross

paynents T9 641 42.0 68.4
48 percentage of total S

capital forwmation at
current prices 12:1° 12.7 "14.5

percentage of private

o

'
pas-
47]

capital formaticn av

current prices 17.7 211929 23.2

e “ Tiger

AS perccentage of private

apital formatioun at

[¢]
4

“currcnt prices less Awellings

and breeding stock '22.9 23«9 29.5

Sources: Cecntral Bank of Kenya; East African Conmunity
Statistical Department; Governuent ¢f Kenya,

Statistical Abstract 1968 and Econcmic Survey, 1969

g?'ﬁ%% First, from the point of view of the balance of payments,
it can be seen that private leng—-term inflows have been
highly significant in maintaining the overall balance in

,

the face of current acccunt deficits. The percentage is




sUill high even wien gross repayments are added to the current
defieit. The percentages related to capital fermation

give so¢me injicatign uf the ecntributicn made bylprivate
inflows ©o :1:an#n, édr al omhendﬁturc. In additioun,

it is estimated that at lecast 45 per cent c¢f the new inflows
arc in the nanufacturing sector. Taking 45 per cent as

tae actual norccuth ,Ithen the euntributiﬁns to capital
¢xpenciture in manufacturing by privete lecng-term inflcws

per ccnt in 1966, 33 'per cent in 1967 and
1968.
Ancther way of illustrating the signifiéance of

Toreign private'capitnl is by exaumining the number cf firaos

in each indusiry group, and comparing those which have scme
foreign ovner531p and those which are entirely owned by

sidents. It is dif€icult, for this purpose, to arrive

at » satisfactecry definition of a foreign enterrrise.

In Table III 11. below, a foreign enterprisc is defined

B 2 P Tign

1s one in which a non-resident institution, usually a

{a}

o]

foreign ccupany engaged
cuupany, owns a portion
these sharcholdings are

advice and scuetimes by

in similar activity to the Kenya
¢f the equity capltal Often
accunpanied by tcchnlcal and financial

long-term loans.

(o A b




