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PREFACE

This report is based on the findings of a Bank mission which
visited Kenya, Tanzania and Uganda during November-December 1970. The
mission had a two-fold purpose. The first was tc examine recent economic
developments in each of the three countries and in the Community as a
whole. This, the economic part of the mission's work, is presented in
Volume I of the Report.

A second and wider purpose of the mission was to undertake a
comprehensive review of the major sectors of each economy and to prepare
a program of preinvestment studies in each sector. The results of this
part of the mission's work are presented in Volumes II, III, IV and V,
each of which is introduced by a note on the objectives, scope and approach
of the proposed program of preinvestment studies.

Most of the sectors for which preinvestment programs have been
recommended are sectors in which the Bank Group has been active in the
past, and which have from time to time been examined in some depth in past
Bank reports. The most recent comprehensive economic reports prepared by
the Bank on the three countries were as follows:

"Economic Development Prospects in Kenya'", October 22, 1969
(with annexes on agriculture, rural development and tourism
and appendices on population and housing).

"The Economic Development and Prospects of Tanzanial’,
March 17, 1970 (with an annex on agriculture and rural
development and appendices on population and housing).

"Current Economic Position and Prospects of Uganda',
June 9, 1969 (with annexes on agriculture, transport and
tourism and an appendix on population).

In addition, the Bank has recently prepared a report on the in-
dustrial sector, "Industrial Development in East Africa: Progress, Poli-
cies, Problems and Prospects" (in fcur volumes), April 16, 1971.

Other sectors - health, urban development and water supplies -
are, however, relatively new fields of interest for the Bank Group, and
in these cases it was considered appropriate to undertake a comprehengive
study of the sector as a whole in determining the structure of a preinvest-
ment program. These studies are presented as annexes to the volumes on
preinvestment programs. The annexes to the Tanzania Report on water sup-
plies and urban development are to be prepared at a later stage.

The content of the five volumes of the final Report is shown
below:
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ECONOMIC DEVELOPMENTS IN EAST AFRICA

VOLUME I: THE ECONOMIC REPORT

A. EAST AFRICAN COMMUNITYLE:

The Background

1. The East African Community (FAC) and the East African Common
Market which is an integral part of the Community, were created by Kenya,
Tanzania and Uganda in 1967 to continue arrangements which had been in
force since 1947, first under the East Africa High Commission

and, later, the East African Common Services Organization (FACSO). The
change from the High Commission to EACSO became necessary since the former
which had been imposed by U.K., the former ruling power, could not be
continued after Tanganyika attained independence in 1961.

2. Almost from the very inception of the Common Market and the
Common Services, there had been dissatisfaction among Uganda and Tanzania
with the manner in which the benefits of these arrangements had been
distributed. They claimed that the benefits accrued disproportionately

t0o Kenya and that their own development suffered in consequence. Some

ad hoc devices such as a distributable pool which would help transfer
resources from Kenya to these countries had been tried before independence,
but their results were not very significant.

3. After the three countries attained independence, they began to
move apart as each strove to establish an independent identity. Separate
currencies and separate central banks were established. The Common Market
began to break apart as a result of various restrictions imposed by the
three countries. The lack of coordination in industrial development was
resulting in the duplication of industries and hence excess capacity.

The atmosphere was characterized by mutual suspicion and recrimination,
and grave doubts began to be expressed concerning the future of the
existing arrangements.

L. In 1965 the three countries decided that a comprehensive review
of all existing arrangements was essential to the determination of future
policy concerning economic cooperation in Bast Africa. A Commission for
East African Cooperation was appointed for this purpose. The Commission
wasg charged with the responsibility of reviewing ongoing arrangements and
making recommendations for the future, taking into account the wishes of
the three countries. The report of this Commission later became the
basis of the Treaty for East African Cooperation.

/1 This report deals principally with the East African Community, the

~  Common Market and the Common Services. It also reviews progress in
the field of economic coordination in East Africa. The report has
to be read in conjunction with the separate reports on Kenya, Tanzania
and Uganda.



5. The Treaty for EKast African Cooperation must be judged against
a background of events extending over more than two decades. It was an
attempt to halt and reverse the disintegration of the Common Market and
to preserve some of the advantages which the enforced cooperation in

the pre-independence period had left behind. However, the desire that
economic integration and cooperation should benefit all members of the
Community, as evenly as possible, is refiected in the provisions of

the Treaty.

6. The Treaty has certainly achieved a2 measure of success despite

the occasional frictions which have arisen among members and the effects
these have had on the operations of the Community institutions. The more
serious problems which arovse within the Community are referred to the

East African Authority for resolution. The Authority consists of the

Heads of State of the three countries and much of the success which the
Community has achieved, as well as its initial creation, is due to the
determination of the East African leaders to strengthen existing cooperation.

7. During its three-year existence, the Community was called upon
to handle a number of complex and pressing tasks, and successfully

dealt with them. Existing institutions which operated the Common Services
had to be reorganized into new corporations, relocated and, to some
extent, decentralized. The Common Market which was an integral part of
the Treaty was henceforward to be based on a wholly new system of taxation
on trade in manufactured goods among the Partner States, and this involved
the immediate creation of machinery to deal with these problems. The
headquarters of the Commnity itself had to be shifted from Nairocbi to
Arusha. The East African Development Bank - the principal instrument

for reducing imbalance in industrial development among the Partner

States - had to be established, and provided with resources. Preliminary
discussions - followed, in some cases, by more active parleys - had to

be conducted with some neighboring countries which had expressed interest
in joining the Community. And finally, negotiations had to be undertaken
with the PBuropean Economic Community to obtain "Association" status

for the three Partner States.

8. The recent coup in Uganda has created a problem for the
Community, the long-run consequences of which are not yet clear. Tanzania
has so far declined to recognize the new government in Uganda, and as

long as this position 1s maintained, it is unlikely that any meeting can
be convened of the Authority - the highest executive organ of the Community
consisting of the three Heads of State. So far the three countries have
shown a willingness to seek pragmatic ways of ensuring continuity in the
day-to-day business of the Community and the Corporations. For example,
while the various ministerial-level Councils of the Community have not

met officially since the military government assumed power in Uganda,
routine operations which require the cooperation of the three countries

are being conducted through informal contact. It appears that the
Community can therefore continue to operate during this period of political
stress, at least as long as no major problem arises which will require
action by the AMuthority.



Economic Coordination

9. The Treaty recognizes in principle that some coordination of
planning and policy-making is essential to the success of the Common
Market. While the plans for the Common Services themselves are the

subject of consultation and approval by the Partner States through the
appropriate Councils of the Community, this procedure has not been followed
in the formulation of national development plans. Hence, these plans
include projects which, if implemented, will duplicate the production of
goods and services in the three countries. Moreover, their Plan periods

do not coincide ~ the Ugandan Plan begins when the Kenyan and Tanzanian
Plans are midway - and this makes coordination more difficult.

10, The EAC's principal instrument for dealing with issues con-

cerning the coordination of planning is the Economic Consultative and
Planning Council (ECPC), comprising the three East African Ministers

and three Ministers from each of the Partner States. At the official

level, the ECPC is served by an East African Committee of Planners, comprising
the permanent secretaries of the economic ministries from the three countries,
with the secretary of the EAC's Common Market and Economic AfTairs Secretariat
acting as chairman. The ECPC began its work somewhat later than the

other Councils of the Community but, during the past 18 months, a number

of technical sub-committees have been established to work under the

Committee of Planners. Some of these sub-committees have already been
assigned an agreed work program and, in some cases, their preliminary
findings have become the basis of specific guidelines for further in-
vestigation. To date, sub-committees have been set up ca transport and
communications, tourism, statistics, agriculture, industry and the

General Fund Services.

11. The transport and communications sub-committee has made recom-
mendations for strengthening the planning units in the Corporations and
also for preparing the next round of their medium-term investment pro-~
grams. The sub-committee's work program includes studies on the coordi-
nation of commercial road transportation. Some of the items on which
work has already started are road and traffic regulation, methods of
project appraisal, road transport, taxation and analysis of road design
standards. If the Community is able to allocate adequate staff resources
to ensure the completion of this work, it could serve as the basis of
important policy decisions by the Partner States.

12. The sub-committee on tourism has obtained ECPC approval for

two studies. One will analyze the demand for skilled manpower in the
field of tourism in East Africa and identify the required training
facilities. A second study will be the development of tourism potential
in the so-called "contiguous" areas, that is areas adjacent to the borders

between the Partner States.

13. The sub-committee on statistics not only provides statistical
support for the other sub-committees, but provides a forum for consult-
ation among representatives of statistical agencies in the three countries.
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The sub-committee initiated some useful work on balance of payments in
the three countries, particularly the treatment of inter-country flows
on account of the East African organizations. This work is of special
interest to the Bank Group which is now a major source of capital for
the Corporations of the Community. At present, for wanf, of detailed
information, it is assumed that the Bank's loans to the Corporations
accrue in equal proportions to the three Partner States; similarly, in
calculating debt service obligations, a notional assumption is made that
each country is responsible for servicing one-third of the EAC debt,
although each of them is liable, both jointly and severally, for the
repayment of the debt. In part, as a result of some complex problems which
came to light during the course of the sub-commitlee's work, a separate
sub-committee on trade and balance of payments is expected to be set up.
The sub-committee on statistics has already prepared a report on tourism
statistics.

1k. In November 1970, the ECPC also established a sub-committee on
agriculture. This is a welcome development since the Treaty specifically
excluded agricultural products from the rules governing the movement of
manufactured goods within the Common Market and recognized that these
rules would extend to agricultural products only in the long run. The
work program of the sub-committee on agriculture is modest. It covers
topics such as the expansion of agricultural trade, particularly trade

in the border areas and seasonal trade, collavoration among national
marketing organizations, particularly with regard to trade within the
Oommon Market, standardization of agricultural statistics, cooperative
exploitation of Indian Ocean and Lake Victoria fisheries, and finally,
joint training. The sub-committee has not been asked to concern itself
at this time with the coordination of production plans, since this matter
has obvious political implications. As predominantly agricultural
societies, the Partner States have aimed at self-sufficiency

in food, and hence they are reluctant to rely on each other for food
imports. Moreover, they are in competition with each other in the
production and sale of many agricultural products.

15. The EAC Secretariat has assumed what might eventually turn out

to be a key role in coordinating industrial development in East Africa.

A major task which has recently been completed is the preparation by a
working party of a report and recommendations on harmonization of fiscal
incentives among the Partner States. This report has not yet been reviewed
by the Governmenis, but is believed to be favorably received and, if
adopted, could have important implications for policy. Under the zuspices
of BEAC, UNIDO is about to complete a study on the ihst African textile
industry which, owing to uncoordinated development, has considerable

excess capacity and is badly in need of rationalization. Some specific
studies on the so-called mulii-national industries, that is those which
require access to the market of more than one Partner State in order to

be viable, are currently being carried out under the auspices of Lhe Communitly.

16. The ECPC has also given approval for the preparation of a
five-year development Plan for the General Fund services (covering all
activities and institutions of the Community other than the Corporations
and the Fast African Development Bank). Assistance is being sought in
carrying out an inventory of the assets of the Commmunity (except those
nnted above) to serve as a basis for the new Plan.



The Common Market

17. The Fast African Common Market is an integral part of the
Treaty for East African Cooperation. In establishing the Common Market
the Partner States have agreed to abolish all quantitative restrictions
and to pursue policies which will secure the "most favorable development
of the freest possible international trade'.

18. The Treaty provides that, subject 1o any exchange control laws
and regulations, the Partner States should (a) permit the exchange of
their respective currency notes at par through their central banks, and
(b) permit remittances of all bona fide payments (listed in an annex to
the Treaty) on current account. Since the Treaty came into force, ex-
change control has been extended on two cccasions to transactions among
the Partner States. In May 1970 Uganda subjected transactions with
Kenya and Tanzania to exchange control, and this is still in force.
Recently both Tanzania and Kenya have extended exchange control regu-
lations to their Partner States. It will be a while before all the
implications of this situation become clear and, in particular, whether
the exchange control measures contravens the agreement by each Partner
State ™o pursue an economic policy aimed at ensuring the equiliorium
of its overall balance of payments and confidence in its currency".

19, In order to promote new industrial development in those Pariner
States which are less developed, the Treaty permits the imposition of

a transfer tax. This tax is limited to manufactured goods and can be
imposed only (i) to correct a trade deficit in manufactured goods and
(ii) to protect a domestic industry, and only when the industry concerned
meets at least 15 percent of the domestic demand for its product. The
transfer tax shall not exceed 50 percent of the external duty charged on
a comparable commodity and shall have a maximum life of 8 years from the
date of its coming into force. Finally, all transfer taxes are to cease
15 years after the Treaty came into force.

20. In view of the complex conditions which govern the use of the
transfer tax, it was only to be expected that difficult issues of inter-
pretation and implementation would arise and, in fact, the imposition of
the tax on a wide range of commodities became the subject of dispute.
However, it is encouraging that the great majority of the cases have been
resolved within the Common Market Council. Two accomplishments deserve special
mention: the introduction of new rules to prevent discrimination in trade
by the State Trading Corporations, and the adoption of an improved method
for determining whether or not a good is '"locally produced". The Treaty
provides for a Common Market Tribunal for the purpose of resolving dis-
putes concerning the operaticn of the Common Market. However, most
disputes have been resolved within the Common Market Council and, therefore,
it has nol been felt necessary to activate the Tribunal.

21, In the period immediately prior to the Treaty, various restric-
tions had been introduced by the three countries on the flow of trade.
Since the Treaty came into force, there has been some liberalizaticn.
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In particular, Kenya's exports Lo lganda and Tunwania, which had declined
prior to the Treaty, have shown a steady increase. Kenya's exports of
manufactures have also been increasing, thereby indicating that the
transfer tax has nct been an insuperable barrier. The table below shows
the growth of Kast African trade since 196l.

BAST AFRICAN TRADE, 1964 -6
(sh million)

196) 1965 1966 1967 1968 1969 1970

Exports tfrom

Kenya
To Uganda 250 306 312 296 26l 319 33k
To Tanzania 265 281 263 %EQ %é% 257 522
Total o5  ©87 575 570 525 576 629

Tanzania /a

To Kenya 82 91 76 65 73 81 119
To Uganda 20 26 16 15 17 2l €9
Total Ie HO7 ¥ B % I Il
Uganda
To Kenya 1k 12 146 203 173 158 201
To Tanzania _ L8 e 62 L9 [l 3l Lo
Total D BL W8 &2 A T 7

The East African Development Bank

22, Among the new institutions created by the Treaty, the East
African Development Bank (KEADB) is perhsps the most important. The EADB
is the principal instrument for reducing the imbalance in industrial
development among the Partner States. EADB's capital - which is con-
tributed in equal shares by the Partner States - is to be invested, over
a {ive-year period, in the ratic of 38.75 percent each in Upanda and
Tanzonia and 22.50 percent in Kenya. This implies that Kenyu will, in
practice, be previding some of the cupital required for industrial devel-
opmenl, among ile pariners. :

SN Although there is continued lack of coordination in policies
concerning industrial development, the EADB has mazde some encouraging
progress. By the end of October 1970 the major proportion of EADB's
capital (provided by the Partner States) had been eurmarked. The table
below gives EADB's operations by country.

/2 From 1968 onwards, including Zanzibar.
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(Sh '000)

No. of Amounts Amovnt
Country Projects Approved # of Total Disbursed
Kenya 5 30,420 39-9 11,255
Tanzania 2 32,250 Le.3 2,500
Uganda 13,500 17.8 7,480

Total 17 7%,170 100.0 21,23
k. Although the Treaty requires that Uganda and Tanzania be allo-

cated a higher proportion of EADB's investment capital, amounts approved
so far show that Kenya has received a higher share both in relative and
absolute terms. In a sense, this is encouraging since it shows that the
EADB's Board, on which the three Partner States have equal representation,
has overcome narrow national considerations and has supported viable
projects irrespective of their location. lowever, it also means that,

as the end of the five-year period is approached, the EADB will have to
find ways of ensuring that its investment over the whole period does
conform to the agreed proportions. With less than two years of the
five-year period still remaining, this may well pose some problems for

the EADB.

2S. The subject of industrial development has for long been a
difficult issue in East Africa, particularly for Uganda and Tanrania,
since they feel that Kenya's manufacturing industry has grown, in no
small measure, by having unfettered access to their markets. 1In the
sixties, both these countries established a number of consumer goods
industries which replaced manufactured imports from Kenya. However,
owing to its longer standing and wider range, Kenya's industrial sector
has continued to be strong. While there may yet be some further scope
for consumer goods industries in each country. an important determinant
of industrial development in East Africa and, in particular, the prospects
for coordinated development will depend on the Partner States' approach
to the so-called "multi~national" indusiries.

26. A mission from the Bank reviewed the industrial problems and
prospects of the three countries and of the Community as a whole. It
concluded that the FAC had played a useful role in highlighting the need
for cooperation and in undertaking specific assigmments to further it.

The mission also took the view that the high level of effective protection
afforded by the common external tariff has had some adverse effects both
on the structure of industry and on the economy as a whole., The situation
has been aggravated, to some extent, by the absence of a perfectly working

common market.

Research

27. The East African Community eperates research institutes /1

/1 There are ten organizations under the Community covering agricultural
and fisheries research, medical research and industrial research.
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covering a wide field of study. There has in the past been some dis-
satisfaction in the three countries about the general direction of
research, particularly on the ground that research in the Community
institutions was not always responsive to nationsl needs. In 1968 a
Working Party was appointed to review the research programs of these
institutions and to recommend ways and means of making East African research
more relevant to national needs and also to develop closer collaboration
with national research institutions. The report of the Working Parly was
submitted early in 1970. It is believed that the Partner States are not
in agreement concerning some important recommendations in the report.

In the meantime, the Research Council is approving specific research
projects on an ad hoc basis, but the delay in reaching agreement may
adversely affect the planning effort of the resesarch organizations
concerned.

Fast African Corporations

28, The four East African Corporations responsible for Railways,
Alrways, Harbours, and Posts and ‘lelecommunications togetrher provide most
of the communications services in Kenya, Tanzania and Uganda, which share
equally in the ownership and control of tiaeg Cerporations. The East
African Railways Corporation (EARC) admimisters about 6,500 km of railway
and 2,250 route km of shipping services ca Lakes Victoria and Tanganyika,
as well as road services feeding various rallheads. The services operated
by EARC form the bpackbone of the transport systen in the region and carry
the bulk of heavy, long distance traffic. The 1,600 km rail section from
points in Uganda to the port of Mombasa is the principai outlet to the
sea for both Kenya and Uganda and, te some extent, ncrithern Tanzania,
Rwanda and the north eastern part of the Congo {Finshasa). The 1,600 knm
long Central Line linking Kigoma on lLake Tanganyila and Mwanza on Lake
Victoria with the port of Dar es Salaam plays a similarly vital role in
serving the transport needs of the wesiern, centyal and southern parts

of Tanzania. The Corporation emplioys about 35,000 people, and its total
net fixed assets currently amount 1o about $250 million.

.
K

29. East African Airways Corporstion (REAAC) provides international
and domestic air services. Alr cargo servicse is at an sarly stage of
development, but both cargo and passenger traffic have increased rapidly.

30. The East African Harvours Corporation (EAHC) operates the two
principal ports of East Africa at Mombasa and Dar es Szlaam. It also
operates the ports at Mitwara and Tanga which, alihough much smaller, are
steadily growing in importance. These ports together handle virtually
the whole of the export - import trade of the three countries as well as
a substantial portion of the foreign trade of Rwanda, Burundi, eastern
Congo and, to an increasing extent, Zambiz. Mombasa is the largest port
in the region, handling some two miliion tons of dry cargo a year. Trade
through Dar es Salaam, currently just over one mitlion tons a year, has
been growing rapidly, in part, as a resuli of the diversion cf Zambian
traffic to Dar es Salaam following Rhcdesia‘s Urdlateral Declaration of
Independence in 1965. The port will become even more important when the
new Tanzania-Zambia Railway between Dar es Salaam and the Zambian copper-
belt has been completed. The Corporation, wnich employs about 2,500
people, has net fixed assets amounting to about $80 million.
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31. The East African Posts and Telecommunications Corporation
(EAPTC) has the exclusive right to operate telecommunications and postal
services throughout East Africa. The total number of telephone subscribers
in the region in 1969 was 60,000, with telephone densities for the indi-
vidual countries of 0.64 telephones per hundred people in Kenya, 0.32 in
Uganda and 0.27 in Tanzania, as against a density of 0.90 for Africa as

a whole. The East African figures are low in relation to the state of
development and demand. The waiting 1list for telephone service is over
15,000, and prospective subscribers have to wait from two to three years
before they can obtain service. Most of the main long distance telephone
routes are seriously overloaded. Although these problems will be alle-
viated by the Corporation’s current development program, further substan-
tial expenditure on new facilities will be resquired to meet the demand.
International service is satisfactory since the recent commissioning of

a satellite ground station.

External Relations

32. The Community provides the secretariat for the negotiation and
functioning of the Association Agreement between the Furopean Economic
Community and the three East African States. The first Association
Agreement was signed in July 1968, It was purely a trade agreement and
as such is different from the more comprehensive form of association
between the EEC and 18 West and Central African countries, based on the
Yaounde Agreement of 1963. The limited trade agreement permits East
African exports to enter the EEC without duty and in exchange provides
lower duties on some 58 items which the EEC exports to East Africa.
The reduction in duty varies from 2 to 9 percent and is, on the average,
35 percent.

33. The Community also provides a secretariat for the East African
Negotiating Team of Ministers. Strictly speaking, the Community itself
is not responsible for the negotiations. Instead the Partner States
have direct responsibility through the two ministers which each appoints
to the Negotiating Team. Applications for admission to the Community
have been made by Zambia, Ethiopia, Somalia and Burundi. The most
active negotiations have concerned Zambia's application. A position
paper setting forth Zambia's proposals on the manner and extent of her
association with the Community was submitted to the Negotiating Team

in July 1970. Since then ministerial level meetings have been held
covering proposed arrangements concerning trade and the (ommon Market,
cooperation in all the Corporations except the EARC and collaboration
in research. It is not known at this time as to when a final decision
may be taken on Zambia's application.

_C(_Jnclusion

3kh. While the Fast African Community has from its inception been
beset by a number of difficult problems, it has found ways of overcoming
them and maintaining continuity in the work of the various organizations
and institutions which i1t inherited. These institutions have been
transformed and relocated according to the provisions of the Treaty.
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Entirely new institutions such as the East African Development Bank have
got off to a very good start. The future of the Community is very much
dependent on the wishes of the three Partner States and, despite some
problems which now underlie the situation, there is good prospect that
they will take every possible step to strengthen the Community.
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KENYA
BASIC DATA

Area: Total - 225,000 sq. miles = 582,750 square kilometers
Land area - 219,800 sq. miles = 569,282 square kilometers

Population: 1969 Census: 10.89 million
Rate of growth: 3.3 percent
Population density (land area): - 19 persons per sg. kilometers

Political Status: Republic since Independence on December 12, 1963
Member of the British Commonwealth and East African Community
Associate Member of the European Economic Community

Growth
National Accounts: 196, 1969  Rate
e 5 4
GDP at factor cost - current prices 33lm L76m 7.6
GDP at factor cost - constant prices 331m L9 m 6.3
GNP per capita 38 L7 4.3
($107) ($132)
Distribution of Production Percent of GDP at constant prices
1964 1969
Subsistence agriculture 27 24
Commercial agriculture 17 15
Manufacturing and construction 12 14
Transport and communications 8 8
Commerce and banking 13 13
Services 17 20
Other sectors 6 6
Investment & Savings: KL million
1969
Gross Fixed Capital Formation 95.5
Change in Stocks -3.0
Gross Capital Formation 92.
Gross Capital Formation as percentage of GDP at factor cost 19.4%
Gross National Saving percentage of GNP at market prices 16.3%
Central Gove mment Budget: K& million
1968/89 1970/71
Actual Estimated
Current Revenue B4.9 103.8
Current Expenditure 75.2 92.7
Current Surplus 9.7 11.1
Capital Revenue 0.6 -
Balance 10.3 11.1
Capital Expenditure 2l. L46.0
Overall Deficit -14.2 -34.9
Financed by: Domestic Borrowing 8.1 21.7
External Grants & Loans 8.1 12.0
Changes in Cash Balance +2.,0 -1.2

# Provisional
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Balance of Payments: US$ million

1964 19693
Exports 216.L 249.5
Tmports =22 .7 -338.2
Net trade balance -26.3 -88.8
Net travel 7.3 25.5
Other net current items 68. .7
Balance on current account 9.0 -21.

Net long-term capital movemsnts:

private -42.0 Ly .8
public -1.7 2h.1
Net short-term and monetary movements 8.7 -65.0
Balancing item -11,.0 17.7
External Debt (31 December 1969): US$ million
- ST Including

Disbursed Undisbursed

Total Debt Outstanding

Kenya: 265.8 368.8
Notional 1/3 Share of

East African Community Debt: 57.1 72.1
TOTAL 322.9 LL0.9

Total Debt Service - 1969

Kenya: 19.0

Notional 1/3 Share of

East African Community Debt: S.h

TOTAL DEBT SERVICE 2l

Debt Service Ratio (1969)%: 6.L4%

Foreign Exchange Position:

Foreign exchange reserves at June 30, 1970: K& 72.4 million ($203 million)
(Equivalent to over 7 months' imports at the 1969 rate)
Exchange rate: Kb 1l = Sh 20 = US$2.8

IMF Position: US$ million
196l Mar.31, 1971
Quota 25.0 Lu8.0
Drawings - -
S.D.R.s: Allocations - 10.5
Holdings - 12.0

# Provisional



I. INTRODUCTION

1. A comprehensive report/l on the Kenyan economy was prepared in
October 1969 following an economic mission to Kenya earlier that year.
The report examined and assessed the new 1970-7L4 Development Plan which
was in draft form at the time of the mission's visit. The main purpose
of this section of the present report is to describe the principal eco-
nomic developments which have taken place since the Plan was launched.
This section on the Kenyan economy needs to be read in conjunction with
Section A of this volume on the East African Community and the various
technical reports and annexes of the preinvestment survey of Kenya con-
tained in Volume II of the report.

2. Kenya has experienced a period of very satisfactory progress
over the past two years. The 1970-74 Development Plan, which was pub~
lished towards the end of 1969, presents a balanced development program
and a generally realistic set of targets, and the economy has made a
good start towards achieving these targets. In spite of a rather dis-
appointing year in 1969, economic growth surged ahead again in 1970
and, assisted by the unexpected boom in coffee prices, is once again
approximately back on the guidelines set by the Plan. Many of the
longer~term economic problems referred to in the last economic report
still seem just as intractable, however, and it is becoming clear that
planning will have to be conceived in a longer term time frame if fun-
damental issues such as unemployment, rural development and urbanization
are to be tackled in the right perspective.

3. Politically the period has been a mixed one. The civil
disturbances of 1969 which followed the murder of the then Minister

of Planning, Mr. Mboya, and culminated in the banning of the opposition
Kenya People's Union, gave some cause for concern about the future of
democratic institutions. However, the general election at the end of
1969 was conducted in a fair and orderly manner despite the absence of
an organized opposition, and many previous members of Parliament were
defeated in the election. Many younger and well-qualified politicians
were elected to office and the new Parliament has quickly demonstrated
its concern with national problem and the urgency for devising appropriate
policies.

L. A significant development during this period has been the
emergence of a more clearly defined government strategy towards state
participation in economic activity. Since Independence Kenya has been
in favor of private enterprise as the mainspring of the economy, but
recently the Government has made some cautlious moves towards extending
its control over certain key sectors of the economy. Among the more
significant actions has been the acquisition of substantive shareholdings

/1 Economic Development Prospects in Kenya:
(Report No. AE-69) October 22, 1969
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8. The monetary sector grew at an average rate of 7.1 percent a
year between 1964 and 1969, while the non-monetary sector grew at L percent.
By far the fastest rate of growth in real terms was recorded by the
construction industry, which expanded at a rate of over 15 percent a
year. The tourist industry, although not separately recorded in the
national accounts, has also experienced a very rapid growth since 196l.
One of the slowest growth rates was in the monetary agricultural sector,
which contributed only about 10 percent - or less than subsistence
agriculture - to the increased value added over the period. The previous
economic report, in drawing attention to the rather slow growth of the
agricultural sector, suggested that commercial agriculture would need

to play a more significant role in economic development if the impetus
for rapid growth were to be maintained in the Kenyan economy.

9. The rate of growth in output in 1969, according to preliminary
figures, was 5.6 percent, compared with 7.5 percent in 1968. A number
of factors were responsible for this slower growth rate. A rather poor
agricultural season had an adverse effect on production, particularly
subsistence cereal production, although this was partly offset by a
recovery from the worst effects of coffee berry disease, by increases

in both the production and price of tea, and a continued expansion in
sugar production. While not directly reflected in the national accounts,
a temporary lull in the development of tne tourist industry - with a
consequent depressing effect on all the sectors of the economy serving
it - also contributed to the slower rate of growth in 1969. The govern-
ment service sector, which now represents the second largest sector in
the economy after agriculture, also expanded at a rather slower rate

in 1969 (6.5 percent) than in previous years. On the other hand the
manufacturing sector, partly assisted by a recovery of exports within
the Common Market, experienced a year of record growth (11 percent)

and the construction industry continued to expand at a very high rate.

10. There was a significant upturn in the economy during 1970 and
it is expected that growth during the year will prove to have been
between 7 and 8 percent in real terms. Agricultural gross farm revenue
was estimated to be 10 percent higher than in 1969, once again led by
the dominant growth crops: coffee, tea and sugar. This was the first
full year in which the effects of the recent high level of coffee prices
was felt, and this factor alone should have added some Sh 90 million

to farmers' incomes in 1970 and ralsed GIP by nearly one percent. Other
sectors of the economy were also operating at higher levels, however.,

Of particular importance was the rapid recovery and expansion of the
tourist industry after a year of stagnation in 1969. There was also
evidence of renewed investment activity by the private sector - par-
ticularly in construction - and of a restocking by commerce.

Bmployment, Wages and Prices

11. One of the most disturbing features of Kenya's economic growth
since 196l has been the failure of employment - particularly wage
employment - to expand in step with production. In the private sector
(including large farms) wage employment has remained virtually constant
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since 1965 and,while employment in the public sector and on small farms
has increased at a more satisfactory rate, and self-employment has also
absorbed a significant proportion of new workers, the incidence of un-
employment and underemployment is clearly increasing. This problem
will be discussed at greater length in Part V.,

12. Part of the reason for the slow growth of wage employment -
particularly in the private sector - has been the rapid increase in
wage rates since 196h4. In private industry and commerce, for example,
total earnings increased by LS5 percent between 1964 and 1969, while wage
employment increased by only 10 percent. Similarly, in the public
sector, earnings increased by 68 percent over the same period, while
employment increased by 30 percent. It is clear that rapid increases

in wages have not only encouraged the increasing substitution of capital
for labor but have worked against attempts to achieve a more even dis-
tribution of income in Kenya.

13. Most of this increase in wagesand salaries secured by the
employed over the last 5 years represents an increase in real income,
since Kenya has enjoyed a period of remarkable price stability since
Independence. In spite of the rapid growth of the economy and the
continuing inflation experienced by developed countries, the rate of
price inflation in Kenya (as measured both by the consumer price indices
and national account deflators) has typically been around 1% percent

a year. While certain rapidly expanding sectors - particularly the
building industry - have experienced substantial cost increases in recent
years, the relative stability of prices in the economy as a whole is one
reason for thinking that the economy could support a significantly
faster pace of development (See Part V).

ITY. MOBILIZATION AND USE OF RESOURCES

Savings and Investment

1L. As a result of a rapid rate of development, the Kenyan economy
has moved from a resource surplus in 1964 to a resource deficit position
over the last four years, but a larger volume of savings in both the
public and the private sectors has kept the resource gap relatively

small and has enabled Kenya to finance nearly 90 percent of gross invest-
ment since 196l from domestic savings. Savings have been generated at

a moderately high rate since 196k, ranging from nearly 17 percent to

over 20 percent of GDP (See Table 2). However, the peak rate of savings
achieved in 1966 and 1967 has not been maintained in the last two years
and, when the large increase in public savings since 1966 is taken into
account, it appears that savings in the private sector have fallen in
absolute terms. This fall in private savings is partly due to the
successful channeling of a greater proportion of domestic savings to

the public sector, but probably also reflects a reduced average propensity



-5 -

to save caused by the emigration of non-Africans over this period.[l

15. Gross fixed capital formation has grown at a rate about twice
as fast as savings since 1964 - over 16 percent a year in current prices
or 12.7 percent a year at constant 1964 prices. As a percentage of GIP,
gross investment increased from 1lk.3 percent in 1964 to 23 percent in
1967, but the rate then slackened and fell to 19.4 percent in 1969.
Nearly half of all fixed capital formation since 196k has been in three
sectors - transport and communications (19%), manufacturing (15%) and
agriculture (15%). The private sector undertook about two-thirds of
this investment, although there has been a noticeable tendency for the
public sector's share of investment to increase.

16. The slackened rate of investment since 1967 is of some concern
since it probably represents the major cause of the under-utilization
of available resources in Kenya during the last few years. In 1968
fixed capital formation increased by only 3 percent as a result of a
reduced rate of investment in the private sector, and the rate of accu-
mulation of stocks also fell. In 1969 there was renewed activity in

the private sector (particularly in construction and machinery) but

the rate of investment in the public sector fell, despite increased
spending by central govermment, owing to reduced capital spending by

the East African Railways, the statutory boards, and local authorities.
There was also a run-down in stocks in 1969, largely related to the
disruption in Asian-owned businesses, but probably also partly due to

a run~down in maize stocks. In 1970 the rate of investment seems to
have increased in most sectors, but particularly in the construction
industry, while import figures suggest that trading activity has returned
to a more normal level and that the commercial sector has agdin been
building up stocks. Until the 1970 figures are available, however, it
will not be known whether the rate of invesiment has regained the level
reached in 1967.

Development Planning

17. At the time of the last economic mission to Kenya in 1969,

the new 1970-Th Development Plan was still in draft form; since then

the Plan has been accepted by the Government and published. The 1969
economic mission found the Plan to be generally well-conceived, with

realistic overall growth targets and appropriate sectoral priorities,
although it was thought that an even larger emphasis might have been

given to agricultural development in the allocation of development

[l The 1969 census has shown that the non-African population fell
by 23 percent between 1962 and 1969. Many of the European
emigrants left before Independence, but the emigration of Asians
has accelerated since the introduction of more stringent work
permit regulations.
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18. At the end of 1970, the growth of the economy in terms of GDP

was about in line with the projections of the Plan, in spite of a rather
poor year in 1969. The growth of Central Government development expen-
diture (as reflected in the revised estimates for 1969/70 and the 1970/71
budget) has also been in line with the Plan targets.ég But fixed capital
formation has not grown at the rate projected in the Plan, and, if the
annual level of over Sh 3,200 million (at constant 1967 prices) forecast
for 197k is to be achieved, investment will have to increase at over

11 percent a year over the period 1969-Th, compared with the 9 percent
projected in the Plan. An increase in Central Government development
expenditure has only a limited effect on boosting total investment
because only 55-60 percent of development expenditure represents capital
formation, and the Central Government in any case directly contributes
only about one-fifth of total national investment. The last economic
report suggested that the rate of investment was likely to be the most
critical factor in realizing the growth targets set by the Plan. Taking
into account the modest 5.3 percent increase in fixed capital formation
which was achieved in 1969, it seems even more likely that an inadequate
rate of invesiment will prove to be the major constraint to development.
In the last section of this report it is concluded that additional
economic and financial resources could be made available for a higher
rate of development, particularly in the public sector. A critical
factor in accelerating the rate of investment, however, will be an
increased capability in the identification, preparation and implementation
of development projects.

19. Since the last economic mission to Kenya in 1969, there have
been some significant improvements in the planning capacity of government,
particularly by the strengthening of the planning division of the Ministry
of Agriculture and the establishment of a project registry in the Ministry
of Finance and Economic Planning. The merging of the two ministries of
Finance and Planning promises a more effective coordination between the
plan and the budget than has been achieved in the past. Closer coordi-
nation and consistency between the development budget and the recurrent
budget should also be achieved following the unification of the two

budget offices and the organization of budgetary responsibilities along
functional lines. The priority need is still to establish - or strengthen

/1 For a full examination and appraisal of the 1970-7h Development Plan,
see Economic Development Prospects in Kenya (Report No. AE-6a,
October 22, 1969), Chapter III.

/2 The recent supplementary development budget of Sh 306 million puts
the total provision for 1970/71 far ahead of the Plan target ex-
penditure. The larger part of the additioms provision, however, is
for injections of capital into govermment financial institutions in
excess of those provided for in the Plan.
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planning units in the major operational ministries, however, particularly
in the ministries responsible for the productive sectors, such as tourism
and wildlife and commerce and industry. But there is also need to
strengthen planning in such important sectors as health, education,
housing and cooperatives, and social services, where there are often
discernible gaps in long-term development strategy. The transfer of the
functions of roads, primary education and health services from the county
councils to the Central Govermment, which became effective on Jamuary 1,
1970 has also created an urgent need to strengthen the planning capability
of the ministries affected.

20. Two areas of macro-economic planning also need to be strengthened.
The first is the preparation of perspective plans for the long-term
development of the economy. It has become increasingly clear that the
solutions to some of Kenya's most pressing problems can only be sought

in the context of a much longer-term view than provided by L-5 year
development plans. This is perhaps most evident in approaching the
increasingly serious problem of unemployment, but it is also becoming
evident that a rational strategy towards rural development will require
major decisions to be made in critical areas of policy, such as land
tenure and land use, which should be reached only with an understanding
of the long~term issues at stake. The recent establishment of an Urban
Studies unit to prepare a long-term master plan for the development of
the Nairobi metropolitan area also serves to underline the need for
long-term perspective planning. It will be difficult for the City
Council - or any other regional or sectoral planning unit - to make

its long-term planning a basis for realistic action programs unless these
plans form part of a long-term development strategy for the economy as

a whole.

21. A second field of macro-economic planning which needs strength-
ening is the preparation of the recurrent budget, which has traditionally
been given less attention than the development budget by economic
planners. As indicated below the recurrent budget has at times acted

as a brake to development in Kenya, but the creation of the new Ministry
of Finance and Fconomic Planning, and the various internal improvements
that have been made, should improve recurrent expenditure planning in

the future.

Public Finance

22. Central Government expenditure has increased rapidly over the
last five years, from Sh 1,410 million in 196L4/65 to an estimated Sh 2,L5k
in 1969/70, or at an average rate of around 12 percent a year. The most
rapid rates of increase have been in community services (28% a year) and
social services (20% a year). General services have increased at the
average rate of 12 percent a year, but economic services have expanded

at an average rate of only 6 percent.

23. Recurrent expenditure has grown by nearly 10 percent a year up
to 1969/70. The 1970/71 recurrent budget provides for an increase of
Sh 279 million in net recurrent expenditure over the revised 1969/70
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estimate, or a further increase of nearly 16 percent. However, Sh 196
million of this increase is for increased debt servicing and the increased
subscription to the IMF. If these financial obligations are deducted,

net recurrent expenditures voted to ministries is only 5 percent higher
than in 1969/70, compared with a projected growth of 9.7 percent in real
terms provided in the Plan.[l. While expenditure appears to be running

at a higher actual rate than budgeted, ancd there may well be further
supplementary estimates before the end of the current financial year,

it seems most probable that development in some sectors is being restrained
by an undue restriction of the growth of recurrent expenditurs.

2k, Development expenditure has been growing by over 19 percent a
year since 196L/65, with budgetary provision for an even faster expansion
in 1970/71. The main development budget for 1970/71 provided for a total
Central Government expenditure very close to that projected for that

year by the Plan, although there were quite large differences between
plan and budget allocations for individual categories of expenditure.

In March, a supplementary budget added over LO percent to the main budget,
bringing the total provision for development expenditure in 1970/71 to
some Sh 1,030 million. This is some 56 percent larger than the estimated
development expenditure in 1969/70 and 36 percent higher than the plan
target expenditure for 1970/71. Since the supplementary budget was
presented late in the financial year, it is unlikely that all this addi-
tional provision will be spent before the end of the year. However,
actual expenditure during 1970/71 will probably be significantly higher
than projected in the Plan. There is, however, no information on the
budgeted expenditure of public institutions other than the Central
Government in 1970/71.

25. Despite the very rapid growth in both recurrent and development
expendi ture, the Government has been very successful in mobilizing
domestic resources to finance an increasing proportion of its development
effort. Recurrent revenue has been boosted rapidly, by around 1l percent
a year, with the result that the large recurrent deficits of the early
post-independence years have been converted into useful surpluses in the
last three years, and the budget surplus in 1969/70 was sufficient to
finance some 18 percent. of development expenditure. On the development
budget too, Government has made rapid strides to increase domestic revenue,
particularly through local borrowing, which in 1969/70 amounted to some

Sh 346 million. Domestic capital has been mobilized both from the issue
of local stock and by borrowing from the National Social Security Fund,
which has become a major source of domestic savings and now holds about
one third of the public debt. As a result of increased domestic financing,

/1 The comparison between 1970/71, 1969/70 and earlier budgets is still

T a little confused by the transfers of functions from local county
councils. If the ministries chiefly concerned with the transfer
(Education, Health, Works, and Local Government) are excluded, the
recurrent expenditure budgeted for other ministries in 1970/71 is
only 1.6% higher than the previous year.
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external sources of finance have become relatively less important to the
development effort, although roughly 30-L4O percent of the development
budget still has to depend upon external sources of financing. In 1969/70,
the development budget was financed in the following proportions:

recurrent budget surplus 18¢%
domestic borrowing 53%
external borrowing 3L%
less changes in cash balances -59
Money and Banking
26. In the last three years there has been a significant move towards

the localization of the banking system in Kenya. In 1968 two new local
banks were created. The National Bank of Kenya was set up as a government-
owned commercial bank in competition with the existing foreign-owned

banks, and the Co-operative Bank of Kenya was established, initially

under statutes regulating cooperative societies, to provide credit to
cooperatives, particularly agricultural marketing societies.

27. Towards the end of 1970 a new commercial bank, the Kenya Com-
mercial Bank ILtd., in which Govermment has a 60 percent shareholding, was
formed to take over the domestic banking functions of the National and
Grindlays Bank Ltd. Another new bank, Grindlays Bank International Ltd.,
in which Government holds LO percent of the shares, was formed to take
over international banking transactions previously handled by National
and Grindlays. More recently, it has been announced that Government is
negotiating to acquire a 50 percent shareholding in the other two major
banks operating in Kenya: Barclays Bank DCO and the Standard Bank Ltd.
Government participation is expected to make commercial bank operations
more relevant to the needs of the country, but the Government has em-
phasized that these partnerships will be required to operate on commercial
principles.

28. Money supply has been increasing rapidly in 1969 and 1970,
and there has been an even faster increase in quasi-money (time and
savings deposits). The expansion of private deposits partly reflects a
real increase in savings but is also partly due to the accumulation of
blocked capital of non-citizens, involuntarily retained in local deposits
as a result of exchange control. The main factors behind the changes in
money supply since 1966 are shown below:

(Sh million)

Dec. Dec. Dec. Dec. Sept.
1966 1967 1968 1969 19@0

Money Supply: 1333 1401 1625 1931 2153
Currency outside banks 399 ;52 92 586 636
Demand deposits 93k 9L9 1133 13kL9 1517

Time and Savings Deposits 552 676 690 821 1004

Domestic Credit: 1000 1291 1340 1429 1611
Claims on public sector -4L9 7 ol 103 68

Claims on private sector 1049 1284 1246 1326 1543

Foreign Assets (net) 775 594 789 1259 1506
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29. A major expansionary factor in 1969 and 1970 has been the
increase in domestic credit which has been almost wholly in the private
sector. Yet the expansion of deposits has been even more rapid, resulting
in a further increase in the liquidity of the banking system referred

to in the last economic report. The ratio of commercial bank advances

to deposits continued to fall - from 70 percent at the end of 1968 to
about 65 percent in August 1970 - and their cash ratio increased from
around 15 percent to about 22 percent (compared with the minimum require-
ment of 12% percent). Over the same period commercial bank deposits with
the Central Bank also increased by over Sh 300 million (133 percent).

IV. EXTERNAL ECONOMIC RELATIONS

External Trade and Balance of Payments

30. Kenya's balance of payments position has steadily improved since
1967, as shown in Table 5. 1In 1969 there was a large reduction in the
adverse balance of trade owing to a 9 percent increase in exports and

an almost constant level of imports. The large increase in exports was
largely due to the recovery of coffee from the worst effects of coffee
berry disease, a further expansion in tea production, and a shift to the
export of petroleum products of higher unit value. The small increase
in imports was mainly attributable to expanded purchases of capital and
intermediate goods. Imports of consumer goods (particularly food and
textiles) were lower in 1969 than in 1968, partly as a result of the
continuing process of import substitution and partly due to the run-down
of stocks in the private sector. Govermment imports were also lower,
however, reflecting the lower level of investment in the public sector
in 1969. Table 5 also depicts Kenya's trade with the other two Partner
States of the East African Community, and shows that in 1969 Kenya's
favorable balance of T ast Africa trade had almost returned to the levels
of 1965 and 1966, despite the limitations imposed by transfer taxes (see
Section A on the East African Community).

31. There was also a significant improvement in the balance of
invisible items in 1969. Net non-factor payments increased slightly,

in spite of reduced earnings from tourism, as a result of higher receipts
for transportation and freight services. There was also a fall (for the
first time since 196L) in net factor payments. While factor payments con-
tinued to increase, Kenya's receipts from international investment rose
sharply, presumably reflecting the earnings on her high level of foreign
exchange holdings. The effect of those favorable developments in both
the visible and invisible balances was a sharp reduction in the

deficit on current account to Sh 147 million, or only a little over

half the deficit recorded in 1968.

32. A significant feature of the balance of payments in 1969 was the
large net inflow of foreign capital, amounting to Sh LS4 million, or

48 percent more than in 1968. This was primarily due to the large inflow
of private long-term capital (Sh 376 million), which was twice the flow
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recorded in the previous year, Rather more than Sh 100 million of this
capital inflow can be attributed to the transfer of funds by commercial
banks to satisfy the requirements of the Banking Act of 1968 in regard to
their holdings of assigned capital, but the remainder must represent a
net increase in foreign investment in private Kenyan enterprises.

33. The total net in flow of foreign capital has for two years
exceeded the deficit on current account, with the result that foreign
exchange reserves have built up rapidly from Sh 859 million at the end

of 1968 to Sh 1,302 by the end of 1969. 1In practice, the reserves have
increased by more than the recorded net foreign exchange earnings of the
country, as shown by the relatively large values of the balancing item

in 1968 and 1969. It is probable that some part of this unrecorded

inflow of foreign exchange may be the result of illegal transfers of
capital into Kenya from neighboring countries. If so, the recent tightening
of controls in both Uganda and Tanzania should limit such capital movements.

3. In 1970 there has been a further increase in export earnings -
primarily as a result of the coffee price boost - and a sharp rise in
imports, due both to restocking and an apparent general rise in activity
in the private sector. As data are only available for the first half
of 1970, however, it is still not possible to predict the trade balance
for the whole year. Foreign exchange reserves have, however, continued
to rise, and in August 1970 had reached a level of Sh 1,512 million, or
the equivalent of seven months' imports at the 1969 level (or over six
months at the level reached in the first half of 1970).

External Assistance and External Debt

35. Kenya has received a large amount of both financial and technical
assistance since Independence. The nature of external aid has changed

over the years in response to both the evolving needs of the country and
the changing composition of donors. In the early post-independence

Years, a large proportion of aid was being channeled into land purchase
and transfer. By 1968, however, this program had tapered off. and

a larger amount of aid was being directed to roads and other infra-
structure, education and training, and agricultural programs. At the last
meeting of the Consultative Group in February 1970, the priority of aid
for rural development was stressed, and several donors are now committed
to supporting the Special Rural Development Program in Kenya. Technical
aggistance has been numerically most important in the fields of education,
health and other social services and in agriculture, although expatriate
advisors continue to bear responsibility in many key positions in other
fields as well,

36. By the end of 1969, Kenya's total external debt, including

amounts undisbursed, stood at nearly $369 million - or $441 million if
Kenya's notional one-third share of the EAC debt is added. The cost of
servicing this debt in 1969 amounted to $2L.h4 million ($19.0 million Kenya +
$5.l million share of EAC debt), giving an overall debt service ratio of

6.4 percent. During 1970, Kenya contracted additional debts to the value
of $39.5 million, of which $27.7 million were IDA credits and $8.3 million
Bank loans.,
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37. Nearly two-thirds of Kenya's external debt at the end of 1969
was held by foreign govermnments, nearly one-fifth by the Bank Group,

and about one-sixth by private lenders. By far the most important
bilateral source of loan capital has been the British Govermment, which
still holds nearly half of Kenya's external public debt. However, in

the last few years, Kenya's external borrowing has become more diversified:
eight new govermments have entered the aid scene, while the Bank Group

has emerged as the largest single source of external capital. Since 1966,
very little use has been made of suppliers' credit or other publicly
guaranteed private capital.

38. The terms on which Kenya has obtained aid in the past have
been generally favorable, and the low debt-service burden implies that
the economy could still absorb some aid on conventional terms. As the
development. effort in Kenya builds up, however, it is expected that the
resource gap will widen, creating a need for an increased flow of capital
from external sources., It will be necessary for a large part of the aid
to be on concessional terms if the debt service payments are not to mount
too rapidly in the future. It will also be necessary for aid to cover

a proportion of the local costs of eligible projects, particularly as

the emphasis shifts to rural development programs and other projects

with a high local cost component.

V. SOME ISSUES FOR THE FUTURE

(i) The Scope for Accelerated Development

39. At the time of the most recent economic mission in October/
November 1970 there was some evidence that Kenya's actual and potentially
available resources were not being used to the fullest extent and that,
notwithstanding the remarkable progress achieved in the past, an even
more rapid rate of development could be achieved if the remaining slack
in the economy were taken up. Some of the indicators of the scope for
accelerated development ~ particularly the liquidity of the financial
system, the high level of exchange reserves and Government's large cash
balances - have been referred to earlier in the report.

Lo. Perhaps the most obvious scope for a greater development thrust
lies in the public sector, where the rate of investment has lagged behind
the private sector in recent years. The main 1970/71 Central Government
development budget, while providing for a substantial increase in expendi-
ture, was really quite modest as an exercise in mobilizing potential
resources, given the magnitude of Government's own deposits with the
Central Bank and the scope for increased local borrowing and foreign aid.
On the supply side, the remarkable stability of prices in recent years -
and the prospect of a continued limitation on wage increases - tended

to suggest that domestic demand could be significantly increased without
causing undue inflationary pressure. Nor was foreign exchange any
significant constraint, since the level of reserves continued to grow,
passing the seven month mark, despite a sharp increase in imports early
in 1970.
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Ll. Since the October/November mission, Government has returned to
Parliament with a supplementary development budget which, by seeking an
additional Sh 306 million, will increase the total development budget

in 1970/71 by over LO percent. Coming so late in the financial year

it is doubtful whether all the extra provision can be spent before June 30,
even though the larger part of the supplementary provision (to finance
Government's contributions to the National Bank of Kenya and other state
financial institutions) will presumably be paid immediately. No details
are available concerning the financing of this additional expenditure,
and in particular, whether it will be financed mainly from running down
cash balances or increased local borrowing. In either event it is clear
that, this budget will take up much of the slack referred to earlier.

L2, The real constraint to accelerated development in Kenya remains
the rate at which investment opportunities can be opened up, however,
particularly in the productive sectors. In the private sector, the climate
for investment remains good as a result of increasing internal demand and
the reassuring manner in which the public sector has extended its parti-
cipation in the economy, although the displacement of Asian businessmen
has reduced both the stock of entrepreneurial ability in the economy

and the amount of capital available for investment. There is still an
urgent need not only to equip small-scale African businessmen to fill

the vacuum that has been created but also to provide a productive outlet
for the capital and managerial talents of the Asian businessmen who
remain in the country.

h3. The greatest scope for increasing investment lies in the public
sector, which has recently lagged behind the private secto: in its rate
of development. Here, as the last economic report pointed out, the

rate of new investment will be closely geared to planning and project
preparation capacity. As the planning capacity builds up, a greater

flow of viable investment opportunities can be expected; but this is
essentially a long-term process. In the meantime, there are a number of
fields in which a greater development effort might be possible in the
short to medium term without over-straining the public sector's absorptive
capacity. Some of the possibilities for accelerated development through
the government development budget directly, through the recurrent budget,
or through other agencies of the public sector, are outlined in the
following section.

(ii) Some Priorities for the Future

Liky . In any program to mobilize additional resources for development,
priority would need to be given to the agricultural sector which has had

a dwindling proportion of expenditure allocations over the years. If

the agricultural sector is to provide the necessary impetus to development
it will bave to devise relatively large programs designed to increase both
the area of land under production and unit productivity. The last economic
report, in stressing the need for a greater development thrust in the
agricultural sector, emphasized the importance of an accelerated program
of high density settlement, both as a means of increasing agricultural
output, incomes and exports and as the most practicable way of increasing
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employment. In the intervening pericd, as the problem of unemployment
(particularly among school leavers) has started to assume alarming
proportions, it has become even more important to devise a feasible
program for bringing together Kenya's under-utilized resources of man-
power, land and money to increase agricultural production.

Ls. But there is a wide range of other expenditures in agriculture
which could be useful in increasing present or future production and which
do not regquire very sophisticated planning or preparation. These include
the whole range of economic services (such as extension, veterinary and
animal health services), economic infrastructure (simple roads, water
supplies, cattle dips, stock routes, markets and storage facilities),

a number of possibilities for immediate direct production (particularly
through the under-utilized capacity of the Agricultural Development
Corporation), and expenditure on increasing the potential future productive
base (technical and market research, feasibility studies). In many cases,
these programs will require a larger allocation of recurrent funds than
have been available in the past, and may also require a more flexible
approach to agricultural lending on the part of aid donors.

L6. A second field into which presently under-utilized resources
could be usefully channeled is housing -~ particularly low-cost housing.
The rapid development of the economy since Independence has resulted in a
shortage of housing of all kinds, most noticeably in the major urban areas
where development has been most rapid. The most keenly-felt need has

been for minimum cost housing to accommodate the rapidly increasing wage-
earning and self-employed population of the towns. Most of the investment
in housing by the public sector has been in middle- and high-cost housing,
and even the cheapest govermment or local authority housing has generally
been too costly for the majority of urban families, unless greatly sub-
sidized. The private construction and real estate industry, on the

other hand, has been discouraged from meeting the demand for low-cost
housing for a number of reasons, including the limitations imposed by
unrealistic minimum building standards and the distortions in housing
values caused by subsidies injected into civil service, local authority
and some private housing.

L7. Because of the inability of either the private entrepreneur

or the public sector to meet the large and growing demand for miniemm-

cost housing, the new city residents have had to find their own solution

to the basic need for shelter, with the consequent flush of illegal peri-
urban squatter settlemenis, shanty towns and slum conditions. The reaction
of both Central and local Govermment to the growth of these aress has

been largely negative in the past, culminating in the Naircbi City Council's
recent intensification of its previously sporadic efforts at demolishing
squatter settlements within its city limits. It is apparent that a policy
of destroying unsightly and unsanitary shanties, however well intentioned,
will achieve nothing unless the occupants (most of whom are permanent

city residents) can be provided with better homes at a rental they can
afford. There is therefore a pressing need for the problem of low-cost
housing to be tackled far more vigorously, positively and on a much

larger scale than in the past.
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L8. Many preconditions for a more effective low-cost housing program
now exist. The 1970-74 Development Plan provides the policy framework

for an emphasis on low-cost housing, and much valuable technical research
on cheap housing and site-and-service schemes has been carried out. The
past self-help activities of the people themselves and, more recently,

the dramatic growth of private African housing companies suggest that
practical means can be found to construct acceptable structures provided
sufficient serviced sites can be supplied. Finally there is now a greater
willingness on the part of local authorities, particularly the Nairobi
City Council, to re-assess the relevance of building standards and to
adopt a more positive and realistic attitude towards existing squatter
settlements and particularly to means of improving them. The prospects
for dealing with the housing problem in the context of the urbanization
process as a whole are examined in detail in Annex C of this report.

(1ii) The Problem of Chronic Structural Unemployment

L9. Since the last economic mission, increasing concern has been
expressed in Kenya about the growing problem of unemployment, and it is
now widely accepted that the difficulty of providing work opportunities
for the rapidly expanding labor force is likely to be the greatest single
economic and social challenge facing the country in the future. The
prevailing disquiet about employment has been increased by the publication
of first results from the 1969 census, which confirm the previous estimate
of a 3.3 percent population growth rate, and reveal that nearly half of
the 1969 population were under 15 years and will therefore be of working

age by 1985.

50. There are no accurate estimates of unemployment in Kenya, and
the boundaries between employment and unemployment are in any case rather
arbitrary. On the announcement of the recent Tripartite Agreement (see
below) about 250,000 were registered for employment. Assuming this to
be a rough order of magnitude of unemployment[l'it is clearly not a very
significant proportion of the total labor force (roughly 5 million), but
is a very significant proportion of the total number of wage-earners in
1970 (estimated to be about 1 million) and a very high proportion of the
number of urban jobs (less than 500,000) which most job seekers look for.
What is alarming is not so much the magnitude of present unemployment as
the rate at which the growth of the labor force is outstripping the pro-
vision of employment opportunities.

/1 It is difficult to know how useful this figure is as an estimate of real,
hard-core unemployment. A number of people already employed in low-wage
jobs registered under the Agreement in the hopes of improving their
position, while it is generally believed that the publicity surrounding
the scheme induced "self-employed" people in the rural areas to join
the ranks of the job seekers. On the other hand, it is fairly certain
that very many people considered the chances of finding a job so poor
as not to warrant registering. From time to time it is also reported
that the large~scale farm sector is unable to recruit labor, even while
thousands are registered as unemployed in the major urban areas.
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51. The most pressing problem in the short term is to find work
opportunities for the increasing number of school leavers. The school
system is presently throwing young people onto the labor market at the
rate of about 100,000 a year, of whom no more than a fifth are likely

to find a paid job. Moreover, as the labor force rolls over, the younger,
better educated entrants are less inclined to be satisfied with the
relatively poor rewards offered by subsistence farming or farm labor

than were the older men they replaced.

52. In response to the growing threat of unermployment, Government
introduced an emergency 10 percent increase in employment, applicable to
both the private and public sectors, as the basic component of the 1970
Tripartite Agreement between Government, employers and the trade unions.
In return for this increase in employment, the unions agreed to a wage
freeze during the duration of the Agreement, and Government undertook

to work out proposals for longer term solutions for increasing employment.
It is estimated that between 30,000 and 40,000 additional workers will
have been taken on under the Agreement, which became effective on
October 31, 1970, and expires in the middle of 1971. However, these figures
are & little misleading as a measure of the employment effects of the
Agreement. It is accepted, for example, that a proportion of these
additional jobs would have been provided anyway, even in the absence

of the Agreement. On the other hand, employers who took on more workers
than they needed are under no obligation to maintain the expanded labor
force after the Agreement terminates on June 1971. Experience with a
similar agreement in 1964 suggested that employers tended to retain most
of the extra workers when the Agreement expired, but reduced their scale
of new hiring until natural attrition caught up. The Agreement can
probably be expected to have very little long-term effect on employment,
and even this may have been largely offset by the repatriation of Kenyan
workers from Uganda.

53. Accepting that the Tripartite Agreement is, at best, only a
short-term palliative, Government is now seeking longer term solutions

to the problem of unemployment. At the time of the last mission, Govern-
ment's plans were still under consideration, but it is understood that
the major emphasis will be on the evolution of an incomes policy, with
more direct control of wages imposed through z strengthened Industrial
Court. In the past,free collective bargaining has resulted in generous
wage increases in the modern sector, which have encouraged the introduction
of capital~intensive methods of production and increased the pressure

of rural-urban migration by perpetuating or increasing the large dif-
ferentials between urban and rural incomes. Froposals are also being
drawn up for fiscal and other measures designed to increase the labor
component of value added in the economy as a whole.

Sh. While these proposals to increase employment are very timely
and will, it is hoped, obtain strong support from govermment, employers
and labor, there are two reservations which need to be made. The first
is that any successful interference with the structure of production

to increase employment might adversely affect the costs of production
and the competitiveness of Kenya's exports in world markets. It is
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possible that the employment problem will become so serious that some
reduction in the rate of economic growth, in return for a larger increase
in employment, may be necessary and acceptable. However, some sectors
of the economy (such as the sisal industry which was exempted from the
recent 10 percent employment increase) are very sensitive to cost in-
creases, and it will be necessary to devise more selective measures of
stimulating employment than the across-the-board type of measure used
in the Tripartite Agreement. Unfortunately, this is an area in which
technology is inadequate and there are few ground rules: it is hoped
that the proposed visit by a World Employment Program mission in 1971
may throw more light on the alternatives open to Government in the
difficult process of increasing employment without jeopardizing rapid
econiomic growth.

55. The second reservation is that no program for increasing the
labor component of production in the modern sector - however successful -
can be looked to for a complete solution to the problem of using Kenya's
growing labor force productively. This is a simple matter of arithmetic.
Everi to absorb the number of young people leaving school each year, wage
employment would have to lncrease at about 10 percent a year, and this
rate would have to increase rapidly as the output of the schools accelerates.
Clearly this is simply not feasible, and the majority of these young
people will have to be provided some other form of productive activity

if they are to contribute to the economic capacity of the economy. This
will require a major planning effort to examine all possible ways of
increasing opportunities for further employment or self-employment. Three
areas, by virtue of their size, will prove to be of particular importance.
The first, self-employment in agriculture, will have to employ the largest
proportion of the expanding labor force for many years to come and it

is in this context that the need for an accelerated program of settlement
and increased unit productivity of the land already under cultivation

has been stressed in this report. The second major field of concern

is agricultural wage employment where the potentlal for increasing
employment is probably immense given increasing productivity and entre-
preneur abllity in the small farm sector. The third field is non-
agricultural self-employment which is probably the hardest, and yet one

of the most valusble fields of employment to be stimulated. Little is
known of the extent and nature of the many forms of self-employment,

and there appear now to be a presaing need for a oemprehensive study of
the gector to discover the major constraints faced by small=-scale business-
men and service workers and how increased employment and incomes in this
sector can best be stimulated,
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Table 1: INDUSTRIAL DISTRIBUTION OF GDP, AT FACTOR COST AND CONSTANT PRICES, 19611-69/_

19614 196 9= Increase 196l-69L% Rate of Growth, 196L-69%
Industry . Sh. million .3 Sh. million % Sh. million % Constant Prices Current Prices
z i3
Monetary Economy

Agriculture, forestry, fishing 1,094 16.5 1,346 15.0 252 10.7 L.2 3.3
Mining 29 0.4 Lo 0.4 11 0.5 6.6 10.6
Manufacturing 675 10.2 939 10.L 26l 1.2 6.8 10.L
Cons truction 136 2.1 278 3.1 142 6.0 15.h 20.L
Electricity and water 97 1.5 11h 1.3 17 0.7 3.3 7.5
Transport 503 7.6 811 9.0 308 13.0 10.0 10.2
Commerce 660 10.0 8hly 9.4 184 7.8 5.0 6.5
Banking 232 3.5 358 4.0 126 5.3 9.1 10.4
Ownership of dwellings 267 4.0 280 3.1 13 0.5 1.0 L.0
General government 860 13.0 1,330 14.8 L70 19.9 9.1 11.2
Other services 296 Li.ly 14182 5.k 186 7.9 10.2 9.2
Total monetary economy L,8L9 73.2 6,822 75.9 1,973 83.5 7.1 8.5

Non-Monetary Economy
Agriculture, forestry, fishing 1,509 22.7 1,84k 20.5 335 14.2 L.l L.0
Other 269 L.l 323 3.6 5L 2.3 3.7 10.2
Total Non-Monetary economy 1,778 26.8 2,167 2h.1 389 16.5 L0 5.1
TOTAL GDP AT FACTCR COST 6,621 100.0 8,989 100.0 2,362 100.0 6.3 7.6

/1 Provisional

Sources: Quarterly Economic Report, September 1970; data supplied by Statistics Division,
Ministry of Finance and Economic Planning.
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Table ai TOTAL SUPPLY AND USE OF RESOURCHS, 196L4-69—
(Sh millions)
196k 1965 1966 1967 1968 1969.%
@P and NP
GDP at factor cost 6,628 6,610 7,700 8,134 8,838 9,526
+ indirect taxes 500 SLO ‘616 65L 762 816
- subsidies 8 10 1k 32 52 L8
P at market prices 7,120 7,1L0 8,302 8,796 9,5L8 10,294
- net factor payments 11,7 133 128 167 93 73
Gross National Product 6,578 7,007 B,17L 8,629 9, 10,221
Total Resources
GDP at market prices 7,120 7,140 8,302 8,796 9,5L8 10,29L
+ net imports of goods
and services - 294 - 70 10 22L 302 186
Total Resources Available 6,826 7,070 8,312 9,020 9,850 10,LE0
Investment
Gross fixed capital formation 902 930 1.22L 1,746 1,800 1,910
Increase in stocks L6 110 32L 134 52 - 60
Total Gross Investment 9L8 1,0h0 1,546 1,880 1,852 1,850
Consumption
Putlic consumption 998 1,058 1,154 1,288 1,L86 1,612
Private consumption L,880 4,972 5,610 5,852 6,512 7,018
Total Consumption 5i§2§ ;030 6,78 7,10 7,99 1630
Savings
Gross investment oL8 1,0L0 1,548 1,880 1,852 1,850
- net imports of goods
and services -~ 29} - 70 10 224 302 186
Gross Domestic Savings 1,242 1,170 1,538 1,656 1,550 1,68l
- net factor payments 12 133 128 167 93 73
Gross National Savings 1,100 977 1,ul 1,L89 1,457 1,591
Ratios and relationships:
Gross domestic savings as
% of GDP 18.7 16.8 20.0 20.h 17.5 17.5
Gross national savings as
% of @IP 15.8 13.9 17.2 17.3 15.4 15.6
Gross investment as % of GDP 1hL.3 15.7 20.1 23.1 21.0 19.4
@S as % of gross investment 116.0 93.9 91,1 79.2 78.7 86.0

/1 Provisional.

Source: Economic Survey 1970.

Note: Balance of payments items shown in this table are not
wholly consistent with the data in Table 5 which are
woviend fimirnoce ciimnliend hv the Gnvernment..
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Table 3: DISTRIBUTION OF FIXED CAPITAL FORMATION, BY INDUSTRY, 1964-69

Sh. million Total: 196)4-69ﬂ Rates of Growth 19£>Ls-69ﬂ
196} 1965 1966 1967 1968 196915 Sh. million % Current Prices Constant Prices
Monetary Economy
Agriculture, forestry, fishing 162 156 230 226 228 238 1,240 1.6 8.0 5.8
Manufacturing 10 152 190 298 254 230 1,264 14.8 10.4 8.3
Building and construction 28 L2 3L 86 98 130 118 L.9 35.9 33.3
Electricity and water 26 L 50 12h 78 106 1428 5.0 ©32.5 28.5
Transport 218 164 268 334 340 32l 1,68 19.4 8.3 5.8
Ownership of dwellings L2 L2 56 102 136 140 518 6.1 28.4 22.4
Services LO 3L 58 98 92 122 Lk 5.2 2L.9 21.0
Other sectors /2 sh LO 32 70 98 96 390 h.6 12.2 8.3
General Government:
Public administration b1l 20 22 36 Lo 34 166 2.0 19.4 15.9
Health 10 26 18 26 26 L0 16 1.7 32.0 28.9
Education 12 12 18 36 Sh L8 180 2.1 32.0 27.3
Agricultural services 20 2l 2L 32 26 28 15, 1.8 7.0 L.y
Other services 32 _60 ol 128 164 198 676 7.9 43.9 37.5
Total Monetary Economy 798 816 1,094 1,596 1,634 1,73k 7,672 90.1 16.8 13.5
Non-Monetary Sconomy /3 ol 1 130 150 168 174 8Lo 9.9 10.9 5.9
TOTAL FIXED CAPITAL FORMATION 902 930 1,224 1,746 1,802 1,908 8,512 100.0 16.2 12.7

/1  Provisional

/2 Mining, commerce and banking
/3 Traditional dwellings

Source: Economic Survey 1970



Table L - CEITIAT. COVIRNIEHT REVIHUR AND BEPFWDITURT
196L/55 to 1970/71

f5h Hllion)

196L/6l 1965/66  1966/57 1987/68 19468/69 1959/7C 1970/71

Tstimate Lstimate

Recurrent Revenue 991 1153 1320 1541 1697 1913 2131
Recurrent Expenditure 1138 1265 1371 1488 1610 1795 207L
Recurrent Surplus (+) / Deficit (-) =147 ~112 - 51 53 87 115 107
Development Ixpenditure 272 285 327 391 1,89 659 725/a
Total Budget Deficit (-) -419 -397 -378 -338 -L0?2 -5L1 -610

Tinanced by:

Domestic Sources: Loans 21 15 156 171 163 3Lé 360
Other e 12 8 17 13 S 6
61 27 16l 188 176 351 3656
Txternal Sources: npecurrent loans and grants 153 96 101 59 18 11 2
Nevelopment grants 96 51 13 L 3 19 13
Development loans 150 1h5 112 126 1L0 197 265
109 292 229 189 161 227 231
Balancing Item /b -51 +78 ~12 -39 +65 -37 =28

/a Plus a supplementary budget provision of Sh 306 million

ZE Includes changes in Government's cash balances and differences between recorded expenditures and actual cash
payments in any given year.
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Table 5 : EATERNAL TRADE AND BALANCE OF PAYMENTS, 1965-69—

(Sh million)

/1
1965 1966 1967 1968 1969—

Bast Africa Trade:

Exports, f.o.b. 598 58 530 526 576

Imports, c.i.f. 236 22l 270 216 236

Neb palince FE & W o
External Trade

Exports, f.0.b. 1,032 1,240 1,188 1,260 1,370

Imports, c.i.f. 1,780  2,2L6 2,130 2,296  2,3L0

Net balance -7 -1,006 -9z -L,036 - 970
Total visible trade balanceéﬁ - 387 - 532 - Thé - 735 - 632
Net non-factor incomes + 00 + 509 + 197 + 528 + 5L6
Balance of goods and non-factor

services +13 -23 -249 -207 -86
Net factor payments -179 -2h9 -275 -283 -251
Balance of goods and services -166 272 -52}y =90 -337
Net government interest +56 +7U +73 +27 +26
Net transfers +114 +65 +21 +179 +16l
BALANCE ON CURRENT ACCOUNT + -133 -L30 -28L -147
Private long-term capital +29 +96 +26l +183 +376
Private shori-term capital - h -52 -103 +26 -13
Central government +150 +216 +77 +133 +178
Local government -26 -6 -9 -9 + 3
Total non-monetary movements +14L9 +25) +229 +333 +49
Net increase (-) or decrease (+) ) /3 ) /3

in foreign exchange reserves )  =35= )-23;4~ 4114 -132 -430

) )

Other monetary movements ) ) +5 -9l -36
Balancing item -118 +113 +82 +177 +119

/1 provisional
/¢ after adjustment to a balance of payments basis

/3 estimated

Source: Quarterly Economic Report, September 1970, Annual Reports of the Central
Bank of Kenya; data supplied by Statistics Division, Ministry of Finance

and Bconomic Planning.



Table 6: EXTERNAL PUBLIC DEBT
Debt Repayable in Foreign Currency

(In thousands of U.S. dollars)

Debt Outstanding Additions
December 31, 1969 January 1, 1970
Disbursed Including to
only undisbursed December 31,1970

TOTAL EXTERNAL PUBLIC DEBT 265,818 368,817 39,500
Privately held debt 60,956 61,12l
Publicly issued bonds /2 48,149 48,149
Suppliers 6,966 7,134
Germany (Fed. Rep. of) £,966 6,566
United Kingdom - 168
Financial institutions 4,93 4,936
United Kingdom E,B?o » 050
United States 86 86
Privately placed bonds 905 905

Loans from international organizations 29,107 7L,633 36,000
African Development Bank 33k 2,300

IBRD 3,633 29,733 8,300

IDA 25,140 L2,600 27,700

Loan from governments 175,755 233,060 3,500
' Canada - Lé3
Denma rk 7 2,667
Germany (Fed. Rep. of) 10,946 15,605
Israel 1,732 1,986
Ttaly - 7,520
Japan L1 5,600
Norway - 1,400
Sweden - 3,673
United Kingdom 148,111 177,7L6

United States 14,134 15,989 3,500
U.S.5.R. h11 L1

/1 Debt with an original or extended maturity of one year or more.
/2 Net of accumulated sinking fund of $32,160,000.

Statistical Services Division
Economics Department
February 9, 1971



Table 7: ESTIMATED FUTURE SERVICE PAYMENTS ON
EXTERNAL PUBLIC DEBT

Debt Repayable in Foreign Currency -

(In thousands of U.S. dollars)

CERT  QUTST
(3LGIN OF PERIOC) PAYMENTS DURING PERIOD
_ INALUDTING A4YGRT =
YEAR :NCISBURSED ZATION IWNTEREST TOTAL

TOTAL EXTERMAL PUBLIC DERT

1970 - 356,042 16,152 11,545 7 6
1971 378,978 9,036 11:272 go:gga
1972 368,806 9,83, 11,150 202980
1973 357,939 102923 102892 21,816
1974 345,909 12,604 10,620 23,228
1975 332,128 122888 16,339 23,227
1976 317,981} 14293y 9,931 24,861
1977 C3p1a787 13,435 92349 222483
1978 287,247 285561 82,008 36,569
1929 257,855 122438 72572 20,010
1950 245,140 13,428 8,005 21,433
1941 231,415 13,94} 7,482 21,424
1982 217,457 172164 6,688 23,851
1983 199,827 135626 S»887 19,513
1960 186,201 14,043 5s342 19,385
19685 172,158 140210 42774 18,990
1986 157942 132829 42192 18,021
1987 1665113 140676 32643 185319
1988 1292437 122102 2,994 15,096
1989 117,334 11,897 2,554 14,450
1990 105,438 11,317 2,131 13,448

Tnoludes service on all debt listed in Table la prepared February 9, 1971

Note:
with the exception of the following, for which repayment terms are not
available:
Financial institutions (U.K.) $ 2kL2,000
Loans from governments
Israel 25L,000
5,18l ,000

Japan

United Kingdom 6,195,000
11,875,000
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TANZANTA

BASTC DATA

Area: 937,062 sq, kms. (including 53,483 sq. kms. of water area)

Population: (1970) 12.9 million
Rate of Growth: 2.7 percent, p.a.
Population density: 15 persons per square km.

Political Status: Independent since December, 1961
Member of Commonwealth and the East African Community

Gross Domestic Product at Current Factor Cost (1969): Sh 7,819 million, ol which

Monetary Product: Sh 5,557 million (71.1 percent)
Non-monetary Product: Sh 2,262 million (28.9 percent)
Per Capita GDP (1949): Sh 606 (US$ 85)

Annual rate of growth (Constant 1966 prices): 1969 1966-1969
Total GDP 3.1 L.7
Monetary S.7 6.1

Percent of total GDP (current prices, 1969)

Agricul ture 39.5
Mining 2.0
Manufacturing 7.6
Services including Commerce

and Transport L5.2
Other sectors 5.7

Percentage of Expenditure on GNP at Current Market Prices 1969  1966-1969

Gross Capital formation 16.5 16.9
Consumption By .2 84.4
Exports of Goods and Services 23.8 25.9
Imports of Goods and Services 24.5 27.2
Money and Credit (Sh million)
1569 1968
Currency in circulation 0 529
Total deposits 1,589 1,285
Domestic credit 1,256 878
Public Sector Operations (Sh million)
1969/70 1968/69
Central Government:
Recurrent revenue 1,535 1,257
Recurrent expenditure 1,435 1,186
Surplus on Current Budget 100 71

Development Expenditure 623 L60



Page 2

Balance of Payments (Sh. million)

1989 1964
Merchandise exports 1,602 1,521
Merchandise imports 1,730 1,252
Net invisibles 65 -66
of which net factor income -21 -76
Balance on current account 16 226

Commodity concentration of exports (Percent)
Sisal 10 29
Cotton 14 13
Coffee 16 1L
Diamonds 11 9

Foreign exchange holdings
(Bank of Tanzania) - February 28, 1971: Sh 365.3 million (US $ equivalent

51 million)
IMF Position (US_$ Million)
Quota 32.0
Drawings -
Alocation of SDR's 9.9
Minus Drawings (August, 1970) 3.5 6.1
External Public Debt
(US $ Million)
December 31 December 31
1969 196L
Total debt outstanding
Tanzania debt 27h.9 168.5
One-third of EAC  debt 72.1 62.5
Total debt service ,
Tanzania debt 1.7 5.1
One-third ol EAC  debt 5.4 L.2
Debt service ratio, percent 7.4 .0



I. INTRODUCTION

1. Tanzania /1 is situated just south of the equator between Lakes
Victoria, Tanganyika and Nyasa, and the Indian Ocean. Its total area is
937,062 square kilometers, including 5.7 percent square kilometers of
water area. Most of the country, with the exception of the low, tropical
coastal belt, enjoys, by reason of altitude, sub-tropical to even

temperate climates. The population in 1970 was 12.9 million, and is grow-
ing at an anmual rate of 2.7 percent. Gross Natlional Product per capita
amounted to $95 in 1969.

2. In terms of employment, exports, and value added, agriculture is
the principal sector of the economy. Tanzania is a land surplus country,
and there is ample room for agricultural expansion both in terms of
acreage and yields. The Govermment gives high priority to rural develop-
ment, and has been adapting its educational system and investment programs
to serve the needs of the rural areas.

3. Public control over the economy, which started with the nation-
alization measures of 1967, was expanded in 1970 with the Govermment
acquisition of a major interest in the Dar es Salaam city transport system
(75 percent), the "Standard" (a newspaper - 100 percent), and petroleum
distribution companies (75 percent), and also the "confinement" of all
external and wholesale trade to the State Trading Corporation. With some
minor exceptions, agreed settlements have been reached concerning the
assets acquired in 1967. The claims in respect of the sisal estates are
still being processed. Concurrently with the movement toward state con-
trol of the economy, the Government has pursued a policy of "localization"
of employment in all sectors and while there has been some progress,
manpower, especially high level manpower, remains a key constraint on the
development of the Tanzanian economy.

k. Early in 1970, the Govermment announced that steps were being
taken to bring about participation and representation of workers in the
management of public corporations. It is intended that workers should be
represented on executive councils and board of directors, and participate
in planning, productivity, quality, and marketing matters.

5. General elections were held in November of 1970 and President
Nyerere was reelected by a near unanimous vote. The process of integra-
tion between the Mainland and Zanzibar has been progressing slowly and
Zanzibar remains to a large extent an autonomous entity within the Union.

/1 All references and statisties in this report relate to Mainland

Tanzania and, unless explicitly stated, not to Zanzibar.
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II. RECENT ECONOMIC PERFORMANCE

Growth of the Economy

6. During the pericd 1966-1969, GDP at constant factor cost rose
at the rate of L.7 percent a year, while in current prices the growth
was 5.9 percent. /1  The growth rate of output during 1969 (including
one-half of the first year of the Second Five-Year Plan which extends
through June 197h) was 3.1 percent, which is considerably lower than the
Plan target of 6.5 percent. The low growth was due mainly to reduced
production of wheat, maize and cotton resulting from unfavorable weather
and depressed prices for soms major export crops. Moreover, the output
of the services sector was affected by the decline in the primary sector
as well as by the phasing out of the Zambia rcad haulage operation follow-
ing the campletion of the Tan-Zam pipeline. It is expected that the
growth rate will be close to the Plan target in 1970, since favorable
weather and firm export prices prevailed throughout the year.

7. Agriculture remains the most important sector of the Tanzanian
economy, accounting for LO percent of GDP and providing about 80 percent
of its commodity exports. The growth of the agricultural sector has
varied in accordance with the weather and the export prices of the major
crops. The slow growth of this sector since 1966 is largely explained
by the fact that the weather wasunusually favorable for all crops in that
year, but has generally been less favorable in the subsequent years.

Growth Rate
1966 1967 1968 1969  1966-1969

Agricultural output at

Constant Prices 2,952 2,954 3,062 3,04L 1.1
Mone tary 1,402 1,346 1,h02 1,463 1.5
Subsistence 1,550 1,608 1,660 1,581 0.7
8. Sisal, cotton, and coffee remain the three most important agri-

cultural crops, but there has been a steady expansion of minor crops such
as cashew muts, tea, and tobacco, and also staple foodstuffs such as wheat,
rice, and maizeé. The trend of sisal production has been downward over
the past four years. Diversification plans for sisal estates are being
worked out since there appears to be little prospect for price improvement.
Cotton production was 393,000 bales in 1969 and is expected to reach
450,000 bales in 1970, which will surpass the peak output of 435,000 bales
in 1966. The 1970 crop will amount to 6l percent of the Plan's 1973/7L
target of 700,000 bales. Coffee production has not shown a significant
trend in the last four years. Demand has been firm and prices have been
higher as a result of the Brazilian frost of July 1969. While coffee prices
were expected to remain relatively high over the next three years, the in-
crease in output is expected through higher yields rather than acreage
expansion.

/1 In 1970, Tanzania published a new series of national accounts starting
with the year 1966 to replace the old series which suffered from
several deficiencies. The new series are used throughout this report.
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9. An important objective of the agricultural program is the
development of Ujamaa wvillages. These villages are designed as units
conforming to social patterns to be worked out by the villagers themselves.
Ujamaa villages seem well-suited to some of the new areas being opened for
settlement, to crops which require orderly planning (e.g. tobacco and tea),
and to the production and use of simple tools and equipment. The Govern-
ment's support of the Ujamaa villages is based on the conviction that they
provide the only means of extending a variety of services - e.g., social
services, extension and credit - to the rural population. These services
have in the past been provided to a small fraction of the rural population
and the Govermment is seeking ways of extending them to larger numbers.

The villages are to be established voluntarily and will be based primarily
on self-help, commnality of effort and an equitable sharing of rewards.

10. By the middle of 1970 it is estimated that there were about
1,200 Ujamaa villages; about half of these are in Mtwara and the remainder
is distributed among the other regions. As yet less than 5 percent of
Tanzania's population lives in Ujamaa villages and most villages have been
in existence for less than two years. The impact on total agricultural
production has therefore been slow except in the case of a few crops of
rapidly growing importance, particularly tobacco. Whether the whole or
even the major proportion of the rural population will regroup themselves
into Ujamaa villages is not clear at this time. In general, the response
has been enthusiastic in relatively less developed areas where people are
seeking to establish a new crop or avail themselves of the services which
govermment agencies provide. There is evidence that the mpvement is
likely to become more broad based. However, the dearth of leadership at the
the local level represents a bottlensck.

1. During the period 1966-1969, the secondary sector grew at the
rate of 12.8 percent a year, and increased its share in GDP. The lead-
ing components of this sector were mamufacturing, public utilities and
construction. The rapid growth of the manufacturing sector was due
largely to the expansion of processing facilities for agricultural pro-
ducts and the establishment of import substitution industries. About
95 percent of the mamfacturing output is sold locally and 5 percent is
exported. As the margin for import substitution is narrowed, the
emphasis 1n planning new investments for this sector is shifting from
consumer goods to intermediate and capital goods. The effectiveness of
the import substitution process and, in particular, the role of the
transfer tax in the development of the manufacturing sector are being
studied.

12. The tertiary sector's growth rate was 7.1 percent in 1969.
This sector has benefited in some degree from the need to cater for
Zambia's trade, ard also from the expansion of the tourist industry. Im-
portamt structural changes have taken place in the commercial sector as
a result of: (a) confining all imports of consumer goods and also whole-
sale trade to the State Trading Corporation (STC); and (b) the entry of
cooperatives into retail trade.
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Consumption, Investment and Savings

13.

During the period 1966-1969, total consumption rose at an average

anmal rate of 6.7 percemt and accounted on the average for about 8l per-
cent of GNP. Govermment consumption expenditures have been rising at
about 11 percent anmally and average 13 percent of total consumption
expenditures for the period 1966-1968. To some extent, the increase in
goverrment consumption expenditures results from measures which reflect
the social and economic policies of Tanzania which favor the low income
groups. At the same time, the Government curtailed private disposable
income through higher taxation, particularly the sales tax which was
introduced in 1969.

1k.

Gross National Savings have been rising at an average annual rate

of 8.2 percent over the period 1966-1969. Central Govermment savings
(contributions from the recurrent to the development budget) rose from
2.0 percent of total national savings in 1966 to 6.l percent in 1969.
This attests to the efforts of the Government to mobilize resources and to
increase both public consumption and savings. However, national savings
do not fully cover investment and hence there is a resource gap.

15.

Table 1: CONSUMPTION, SAVINGS AND INVESTMENT, 1966-1969

1966 1967 1968 1969

(Sh million)
GNP 6,982 7,408 8,061 8,523
Consumption 5,919 6,189 6,858 7,177
Gross Savings a/ 1,063 1,219 1,203 1,346
Investment b/ 1,090 1,320 1,428 1,410
Resource Gap ¢/ 27 101 225 6l

As a percentage of GNP

Consumption 8L.8 83.5 85.1 8L.2
Gross Savings 15.2 16.5 14.9 15.8
Investment 15.6 17.8 17.7 16.5

Gross capital formation rose rapidly during the last Plan (1964-69).

As a proportion of monetary GDP it rose from under 15 percent in 1964 to

23 percent in 1968. In 1969, however, it levelled off after the completion
of some major projects such as the Tan-Zam pipeline and the Friendship Tex-
tile Mill. There were also delays in the implementation of the parastatal

a/
b/

e/

Defined as GNP minus total consumption expenditures.

Includes gross fixed capital formation and increases in stocks
in the monetary and subsistence sectors.

Defined as investment minus gross savings.

Source: See Table 3 - Statistical Appendix
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investment program, resulting from inadequate project preparation. There
are indications that capital formation rose significantly in 1970 and that
it will remain high during the remainder of the Plan, since the various
agencies may be able to undertake investment on a larger scale than before,
provided the manpower constraint is overcome. In addition, work has now
started on the Tan-Zam Railway project which will add $2¢0 million or

8 percent to total investment during the period 1970-77.

Table 2: CAPITAL FORMATION AS A PROPORTION OF GDP, 1966-1969
(Constant 1966 Prices)

Growth Rate
1966 1967 1968 1969 1966-1969
(1) Monetary Capital Formation 908 1,038 1,182 1,167 8.5
(2) Total Capital Formation 1,090 1,258 1,382 1,332 7.0
(3) Monetary GDP 4,530 4,801 5,127 5,l17 6.1
(L) Total GDP 6,592 6,935 17,326 7,554 L.7
(5) (1) as % of (3) 20.0 21.6  23.1 21.4 -
(6) (2) as % of (L) 16.5 18.1 18.9 17.6 -

Source: See Tables 2 amd L - Statistical Appendix

16. The proportion of gross caplital formation taking place in the
public sector (including the parastatals) rose from 48 percent in 1966 to

60 percent in 1969, which reflects the enlarged scope of the Central Govern-
ment program and also the effects of nationalization. The growth of Central
Government investment has been particularly rapid - from Sh 252 million in
FY 1968 to Sh L11 million in FY 1970. The peak level of 1969 was maintained
in 1970 but the rate of increase over the remaining Plan period is expected
to be moderate. Problems of organization and staffing are still hampering
the rapid expansion of investment by the parastatal sector.

17. There is no information on the breakdown of the fixed capital for-
mation among the various sectors. However, data on capital formation by
type of asset reveals that the share of machinery and transport equipment in
total monetary fixed capital formation was 29.) and 19.5 percent respec-
tively for the period 1966-1969 as a whole. This indicates that the
manufacturing and the transport sectors accounted for not less than half of
the fixed capital formation during that period.

18. In 1970, the Tan-Zam Railway Agreement was concluded between Mainiand
China, Tanzania, and Zambia. The total cost of the Railway for which China

is extending a loan is estimated to be Sh 2,865 million (about $4,00 million
equivalent) divided equally between Tanzania and Zambia. This estimate
includes the local cost of the project which is expected to be about 50

percent of the total cost. However, the Chinese required that the portion

of their loan which is used to cover the local cost be used for purchases

in China.
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19. The estimated local cost of the Tanzanian part of the Tan-Zam
Railway is Sh 715 million. However, the Govermment intends to cover

Sh 215 million through its development budget. This would leave a

balance of about Sh 500 million to be covered from the Chinese loan.

Whether or not Tanzania will be able to use Sh 500 million in this way
depends upon whether the Chinese will be able to supply the kinds of goods
which can be sold in Tanzania. If this can be done - which may be
difficult since trade with China in the past has been small -~ the Govermment
will not be required to make any additional budgetary allocations. However,
if it cannot be done, then the burden on the Govermment might be sharply
increased and could amount to 15 percent of the anmal development budgets.
This will create a direct competition between ths claims of the Railway and
the projects listed in the Second Plan.

20. Buployment on the 1,900-kilometer Tan-Zam railway will amount to
15-20 thousanmds from China, Tanzania and Zambia. The railway will be the
third major link between Tanzania and Zambla; a pipeline has already been
built and the Tan-Zam highway is under construction. Apart from serving

as an important means of transporting Zambia's sxports and imports, ths
Tan-Zam railway will assist the development of mineral depesits, particu-
larly coal and iron ore, and also the agricultural potential of southern
Tanzania. Investment in this project could, therefore, have a far reaching
effect on the Tanzanian ezunomy.

Employment, Farnings and Prices

21. Total recorded wage employment rose from 351,711 in 1968 to
367,926 in 1969. Corresponding to the changes in the structure of the
economy, agricultural employment remained approximately constant or declined
slightly while non-agricultural employment increased at the rate of 4.1 per-
cent. The growth of non-agricultural employment in 1969 was lower than the
average of the preceding five years and also below the Plan target rate of

7 percent. The regional employment pattern contimued to be significantly
affected by construction and related activity along the route to Zambia,
resulting in increased employment in the Dodoma, Singida and Iringa-Mbeya
sub-zones. In general, Tanzania dees not appear to be facing a serious
unemployment problem, and this is attributable to a large extent, to the
Govermment's policy of creating useful employment opportunities in the rural
areas. :

22. The total anmial wage bill in 1969 rose by 5.2 percent and since
employment grew at li.6 percent, the average earnings per employee increased
by about 0.6 percent, but those of citizen employees rose by an average of
2.6 percent. The difference is due to the continued replacement of
expatriates by citizens in the higher positions in the Goverrment, public
enterprises and private sector. The increase in average earnings 1s less
than those of previous years, and consistent with the national income policy
of limiting wage increases to S5 percent. Almost three-quarters of all
adult male citizen employees earned over Sh 150 per month in 1969. The per-
centage earning over Sh 300 per month rose from 26.L to 28.0, while those in
the salary group Sh 1,000 and over rose from 3.4 percent to 3.8 percent,
reflecting the contimed progress in the training of high level citizen

manpower.
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23. According to published figures, the retail price index for
minimum wage earners in Dar es Salaam rose by less than one percent in
1969 and the cost of living for middle grade civil servants in Dar es
Salaam rose by under two pércent. While, in general, prices have been
remarkably stable for almost a decade, the increase in 1969 was probably
bigger than the official estimate, in view of the Sales Tax which was
introduced in June 1969, and which averaged about 10 percent on most of
ths imported and locally produced manufactures. The price increase was
more¢ than offset by the statutory increase in the minimum wage, but the
middle and upper groups were adversely affected.

IITI. MONETARY AND FISCAL DEVELOPMENTS

Domesgtic Credit

2h. Moretary expansion was strong in 1969 when domestic credit rose
by Sh 378 - an increase of 43 percent as compared with 13 percent in 1968.
The Central Govermment accounted for nearly half of the increase and the
parastatals for most of the remainder. The large increase in borrowing
by the Govermment, in contrast to its net credit position in 1967 and 1968,
reflected the larger requirements of development finance coupled with
delays in the disbursement of foreign aid. The increase in credit to the
parastatal organizations was mainly to finance larger stocks of cashew muts
and cotton, and to facilitate the expansion of the State Trading
Corporation's import and wholesale operations. Credit to the National
Development Corporation (NDC) - the biggest of the parastatal organizations
- rose sharply both to finance new projects and to repay certain suppliers’
credits obtained from abroad in 1968.

25. During the first half of 1970, the Bank of Tanzania's reserves
fell by Sh 92 million compared with an increase of Sh 34 million during the
same period in 1969. The sharp reserve decline during this period
reflected heavy repayments abroad in respect of Government debt and compen-
sations for nationalized firms, delays in drawings on foreign loans and
cash payments {instead of the use of confirming house credits) for the high
level of imports by the State Trading Corporation to build its stocks.

26. Tanzania's reserve pesition contimued to deteriorate in the
second half of 1970 and it was decided to draw Sh 25 million of Tanzania's
holdings of Special Drawing Rights in the International Monetary Fund. In
September 1970,partly because of the reserve position but also to ensure
that the commercial banks were able to finance more of the Govermment's
development program, the Bank of Tanzania, for the first time, introduced
a credit ceiling and credit restrictions on the commercial banks. The
credlt celling set at one billion shillings was not to be exceeded by the
National Bank of Commerce until the end of 1970, while the credit restric-
ticns were aimed at curbing credit particularly to those sesctors of the
ecornomy which use foreign exchange for imports of non-essential consumer
credita. Priority was also given to the parastatal organiza-
tions. By March 1971, the Bank of Tanzania foreign exchange holdings had
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declined to Sh 365 million compared with Sh SL46 million the previous year.
The Govermment decided to impose restrictions on capital transfers to
Kenya or Uganda and a total ban on the export of Tanzanian bank notes to
all countries.

27+ Until 1970, the main credit institutions in Tanzania consisted
of: the National Bank of Commerce (NBC) which was engaged in term-financing
in addition to its normal commercial banking operations; the National
Cooperative Bank (NCB), which extended short- and medium-term credit to
farmers; and the National Development Credit Agency (NDCA) which extended
mainly longer-term loans for agricultural development projects. In an
effort to rationalize the fipancial and credit structure of the country,
the Govermment decided to establish an investment bank, Tanzania Investment
Bank (TIB) which will take over the term lending of NBC, a Rural Develop-
ment Bank to replace the NDCA, and the absorption by NBC of the commercial
banking activities of the NCB.

28. It is the Goverrment's intention that both TIB and RDB should
play an important part in Tanzania's economic development. The legisla-
tion establishing TIB provides that the Bank will provide medium and long-
term finance for commercially-viable activities, render technical assistance
for promoting industrial development and administer various capital funds
which may be placed at its disposal from time to time. The financial
resources of TIB are to consist of the authorized capital of Sh 100 million
which is to be subscribed initially by the Government (60 percent), NBC

(30 percent), and the National Insurance Corporation (NIC) (10 percent);
its operational surpluses, ordinary borrowing and special borrowing consis-
tent with its objectives. TIB's operations are to consist of making or
participating in direct loans, investing in the equity of any enterprise
and guaranteeing loans made by others. TIB is required to ensure that

its investments are well-diversified and to finance only sound and techni-
cally feasible projects.

29. RDB's principal objective will be to assist peasant farmers,
both those who are engaged in cash crop production and those in subsistence
agriculture. The latter is to be accomplished through a "soft" window
which will finance projects which may not have a satisfactory return at the
outset. RDB will also support some types of rural, non-agricultural
activities.

Govermment Budgets

30. The salient feature of the Central Govermment budget is the con-
tinmuous mobilization of internal resources as well as the steady expansion
in goverrment activities. Over the period 1965/66-1969/70, recurrent
revenmue rose at an anmial rate of 14.5 percent, while recurrent expenditure
increased at the rate of 13.L4 percent. The surplus on the recurrent

budget, rose from Sh k.2 million in 1965/66 to Sh 100 million in 1969/70.
Development expenditure increased at an annual rate of 28 percent during

the same period with external financing covering just under 30 percent of the
total.
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31. Revised estimates for the fiscal year 1969/70 - the first year

of the present Plan - indicate that recurrent revenue was 22 percent higher
than in the previous year, mostly through increased taxation. As a propor-
tion of GDP in the monetary sector of the economy, tax reverme grew from
15,2 percent in 1966 to 19.8 percent in 1969. Indirect taxes showed the
biggest rise (about 30 percent) as a result of the introduction of a sales
tax at the rate of 10-20 percent ad valorem on all imported and domestically
preduced goods.

32. The Secord Plan set a ceiling of 75 percent for the annual growth of
recurrent expenditure 1in real terms over the base year 1968/69. Estimated
figures for recurrent expenditure in 1969/70 indicate that it grew by 12
percent. Allowing for a price increase of 3 percent, the growth rate in

real terms will still be higher than the Plan's ceiling. Available data
indicate that increases in the cost of debt service and related payments,
defense and police, education and general administration account for the

bulk of the increase. However, recurrent reverme was also higher than
sstimated so that the expected surplus was in fact achieved.

Table 3: ALLOCATION OF RECURRENT EXPENDITURES

Growth Rate(%)
As Percentage of Total 1965/66-~
1965/66  1966/67 1967/68 1968/69 1969/70  1969/70

A. ZEconomic Services 21.4 22.6 22.5 23.3 21.1 12.4
B. Social Services 28.8 27.8 26.6 27.4 27.1 11.1
C. General Adminis-

tration 36.6 34.3 32.5 31.1 33.3 10.1
D. Other éa 13.2 15.3 18.4 18.2 18.5 23.0
[g_ Includes debt service, compensation payments and pensions.
Source: Table 9 - Statistical Appendix
33. Development expenditure rose from Sh 460 million in 1968/69 to

Sh 623 million in 1969/70, which represents a rate of increase of 35 percent.
Of this total the ministerial program accounted for Sh 500 million and
transfers to the parastatals amounted to Sh 12 million. The levsl attained
in 1969/70 was somewhat higher than the Plan target for the year. The
ministerial program was 6 percent lower than the Plan target, while transfers
to the parastatals were twice the Plan estimate.

3k. The sharp increase in development expenditure created a large
financing requirement in fiscal 1969/70. External sources financed only
about 20 percent of the total development expenditures, compared with an
average of 32 percent in the last four years. The entire increase in
development expenditure was, therefore, financed through domestic borrow-
ing in the form of medium and long-term govermment stocks and short-term
Treasury bills. The tendency of recurrent expenditure to rise above the
limit stipulated in the Plan should be checked and efforts made to increase
the flow of external assistance (from commitments already made) if financial
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stability is to be maintained. Moreover, in view of the magnitude of the
development program, it 1s necessary to attract increasing amounts of
foreign aid, and to ensure that available resources are not diverted to
projects of low priority. The establishment of the Tanzania Investment
Bank (TIB) should assist in increasing and ensuring the prudent use of
development funds.

35. The 1970/71 budget provides an estimated recurrent expenditure
of Sh 1,537 million and recurrent revenue of Sh 1,654 million and hence a
surplus on the recurrent budget of Sh 117 million. There were relatively
few new tax measures in the 1970/71 budget and these were largely intended
to protect some of Tanzania's growing industrles, particularly the textile
industry, rather than raise additional revems.

36. The budget provides for a development expenditure of Sh 951
million in 1970/71, which represents an increase of Sh 328 million or 53
percent over the previous year. Of this total the ministerial program
accounts for Sh 697 million or 73 percent of the total while the balance
will be transferred to the parastatals to assist them in their development
programs. It is assumed that external finance will amount to about one-
half of the total development expenditures while the balance will be
financed from internal resources. The estimates both of development
expenditures and revemnues appear to be ambitious and may not be realized.
A development program in the order of Sh 600-700 million is more likely
to be achieved in 1970/71.

37. Although the rapid growth of development expenditure by the
Central Govermment 1s encouraging, some problems still remain. Perhaps
the most serious is the limited success in mobilizing external assistance,
which implies that projects which are considered suitable for external
financing are not emerging at the desired rate. If external aid fails to
materialize at the anticipated rate, then a growing capital expenditure can
only be sustained by increasing the domestic share of financing which,
beyond a point, will beglin to impose a severe strain on the economy. Hence
there is an urgent need to strengthen the mechanism for preparing projects,
particularly those sultable for external financing. Improvement in this
regard will be helpful in aveoiding cost over-runs, and in making sure that
available resources are allocated to projects of high priority.

The Parastatal Sector

38. Since the Arusha Declaration in 1967, the parastatal sector has
steadily grown in iwportance and has become an important determinant of
economic growth. The extension of public participation to various enter-
prises -- in many cases on a majority basis -- means that publicly-owned
or controlled organizations now account for an increasing share of total
capital formation. Investment by parastatal organizations rose from

Sh 101 million in 1966 to Sh 279 million in 1968. However, in 1969 it
was only Sh 131 million, reflecting the completion of two major projects
in 1968. While a firm figure is not yet available, it is believed that
parastatal investment was substantially higher in 1970.
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39. While the parastatal sector now has a much bigger role to play
in ensuring a steady rise in investment, there are indications that a
rmumber of problems remain. The chief of these is an acute shortage of
manpower to prepare commercially viable projects and to manage them.

The Govermment recognizes that some of the investments undertaken by
parastatal organizations were not subjected to a therough scrutiny, and
some mistakes were made. However, the parastatal sector has undergone
reorganization and some improvements have been introduced in the
financial and auditing systems.

Lo. After the Arusha Declaration and the expansion of the parastatal
sector, there was a levelling off of private investment. Private sector
investment rose from Sh L3k million in 1966 to Sh 486 million in 1968, but
was somewhat lower in 1969. There is some evidence that the Govermment's
policy towards private enterprise has become somewhat more flexible -- in
the field of tourism, for example, enterprises which are wholly privately
owned are now permitted -- but this does not yet appear to have had any
significant effect on private investment. If the share of private invest-
ment does not recover to its pre-1967 level, the task of increasing invest-
ment and improving its quality will devolve increasingly on parastatal
enterprises.

L. The parastatal investment program of 1970/71 envisages total
expenditures of Sh 620 million. Of this total, about 38 percent is
allocated to the National Development Corporation, 12 percent for the
Tanzania Tourist Corporation, and 10 percent for the Tanzania Electric
Supply Company for projects in the industrial, tourist, and power sectors
respectively. Govermment transfers to the parastatals are estimated to
reach Sh 254 million and, if this materializes, it will finance L1 percent
of the parastatal program, while the balance would be covered by supplier
credits, foreign and domestic equity capital and borrowing, as well as
internal resources.

IV. BALANCE OF PAYMENTS

L2. During the 1960's, Tanzania's balance of payments showed two

major changes. In the first place, the balance of trade, which had for
many years shown a surplus gave way to a deficit starting in 1967.

Secondly, the balance on services moved into surplus from 1968 orwards.

The deterioration of the balance of trade was a result of the slow growth
of exports coupled with rising imports reflecting both increased income

and an accelerated development program. The slow growth of exports
resulted from a combination of depressed prices and fluctuating output for
Tanzania's major crops. However, there was a surplus on services resulting
from the rerouting of some Zambian trade through Tanzania which contributed
‘o higher freight earnings, and also rising earnings from tourism. On the
payments side, the decline in remittances abroad following the nationaliza-
tion measures of 1967 and the introduction of restrictions on travel
allowances have contributed to the rising surplus on services. Tanzania's
overall balance of payments was in surplus from 1966 to 1969.  Transfer
receipts and official capital inflows more than covered the deficit on goods
and services.
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Merchandise Trade

L3. Unadjusted trade figures show that, over the period 1964-1969,
Tanzania's exports grew very slowly. In 1969, in particular, Tanzania's
exports showed no increase over the previous year, and were well below the
peak level of 1966. However, figures for the first half of 1970 indicate
that exports may have been much higher in the year, reflecting the
increase in output caused by favorable weather and the rise in the export
prices of the major commodities.

L. The share of Tanzania's traditional exports, namely, diamonds,
sisal, cotton, and coffee has declined from 65 percent in 1964 to 51 per-
cent in 1969. Other exports such as cashew nuts, tea, and tobacco have
increased rapidly, and it is expected that a high growth rate will be
maintained in the near future.

Table L4: PERCENTAGE DISTRIBUTION OF EXPORTS

Item 196 1965 1966 1967 1968 1969
A. Traditional Exports 64.7 60.2 59.8 5L.7 51.6 50.5
of which:
1. Diamond 8.9 10.1 10.4 13.4 8.3 10.8
2. Sisal 28.5 20.4, 13.1 12.1 9.7 9.7
3. Cotton 12.9 17.L 19.5 15.0 17.h 14.3
L. Coffee L.y 12,3 16.8  1h.2  16.2 15.7
B. Other Exports 35.3 39.8 Lo.2  L5.3 LB L9.5
of which:
Cashew nuts (Lb.3) (5.9) (5.6) (5.5) (6.6) (7.3)
Tea (2.0) (2.1) (2.3) (2.8) (2.8) (2.9)
Livestock
products (L.6) (5.1) (5.7) (L.9) (L.6) (5.2)
Source: Derived from the Annual Trade Reports.
L5. Tanzania's imports rose by 6.7 percent over the period 1964-1969.

The breakdown of imports in 1969 was: consumer goods - 31 percent, inter-
mediate goods - 23 percent, and capital goods (including transport equip-
ment) - 46 percent. Imports in 1969 were lower than in the previous year.
This was caused by a decline of imports of both capital and consumer goods.
The capital goods decline, despite increased investment expenditures, was
caused mainly by the bunching of deliveries and is certain to be reversed.
Fluctuations in the imports of consumer goods are not subject to a definite
trend given the counterbalancing forces of growing consumer incomes and
rapidly expanding domestic production. TImports of intermediate goods rose
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by 12 percent over 1968 and with the expansion of the mamufacturing sector
and the increased use of imports in agriculture, intermediate goods imports
are likely to continue to rise rapidly although the forthcoming fertilizer
plant and the expansion of the cement plant may cause a temporary slacken-
ing after 1970. In the first half of 1970 total imports was 32 percent
higher than the corresponding period in 1969 with all components,
particularly capital goods, registering significant increases.

Lé. Tanzania's exports to its Partner States in the East African
Community have shown a steady, but modest increase since 1967. Imports
from these sources had declined between 196} and 1967, but have shown some
increase since. Imports of most categories of mamifactures have shown a
decrease, reflecting the increase in domestic capacity.

Services, Transfers, and Capital Inflows

L7. The net balance on gervices, which had moved into surplus in 1968,
rose significantly in 1969. On the receipts side the main increases
occurred in freight earnings through transportation of goods to and from
Zambia and higher port earnings by the East African Harbors Corporation.
Expenditure by foreign visitors is estimated to have risen by Sh 6 million
to Sh 72 million in 1969, following the continuous improvements and addi-
tions in the country's tourist facilities. Receipts of interest on
foreign exchange holdings abroad were also higher than in 1968. On the
expenditure side modest increases were recorded in passenger transportation,
education and investment income. There was, however, a decline of about
25 percent from the 1968 figure for expenses on travel abroad reflecting the
restrictions introduced in January 1969.

L8. Net transfer receipts in 1969 were positive. There has been a
steady decline since 1968 in payments of pensions and gratuities. The
surpluses on the service and transfer accounts more than covered the
deficit on trade and thus an estimated Sh 16 million surplus was realized
on6ghe current account for 1969 as against a deficit of Sh 148 million in
1968.

LS. The net inflow of foreign capital to the Central Government was
considerably less in 1969 than in the two previous years. The inflow fell
by 22 percent while the outflow, though small, remained almost unchanged.
However, outflows for compensation payments resulting from the 1967 nation-
alization measures increased from Sh 11 million in 1968 to Sh 51 million in
1969 and thus further reduced the net inflow of capital to the public
sector as a whole.

50. Tanzania's foreign exchange reserves experienced a serious decline
throughout 1970 and early 1971 owlng to factors dealt with in paragraph L9
above. At the end of February 1971, the Bank of Tanzania foreign exchange
holdings amounted to Sh 365.3 million, which is less than the equivalent of
3 months' imports. The credit and foreign exchange measures which the .
Govermment introduced in the last quarter of 1970 and early 1971 may contri-
bute to the build up and maintenance of an adequate level of reserves

(see paragraph 26).
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Table 5: SUMMARY OF BALANCE OF PAYMENTS, 1966-1969
(Sh million)

1966 1967 1968 1969

Balance on Trade 36.2 -40.1 -245.4 -128.3
Balance on Services -62.9 -60.9 21.L 6.7
Net Transfers -9.3 67.9 76.8 79.4
Balance on Current Account -36.0 -33.1 =147.5 15.8
Net Govermnment Capital L7.9 158.8 170.9 129.5

Compensation Payments 7.7 11.0 50.8
Errors and Omissions (including

private and parastatal capital) 181.0 -98.5 95.3  -83.7

Source: Table 5 - Statistical Appendix

External Debt

51. At the end of 1969, Tanzania's outstanding external public debt,
including undisbursed amounts, was $347.0 million equivalent (including
$72.1 million representing a notional one-third share on account of the
East African Community Corporations). Interest and amortization payments
on account of Tanzania's own debt amounted to $14,7 million equivalent in
1969 while the notional share of payments on account of the Corporations
was a further $5.4 million. Together these payments absorbed 7.k percent
of the foreign exchange earnings during the year.

52. The conclusion of the Tan-Zam railway agreement with China in 1970
increases Tanzania's external debt by Sh 1,432.6 ($200.6) million. The
loan is interest~free and should be fully disbursed by the end of 1977.

The loan agreement provides for 5 years of grace from 1977-1982, and
repayments of the loan will be made over 30 years starting in 1983 and end-
ing in 2012. Repayments are to be made either in hard currency or in the
form of exports if China so chooses. With the conclusion of this agree-
ment, China has become the biggest source of aid for Tanzanla's development
program. The Bank Group is next in importance, while the United States,
Sweden, and Canada and the United Kingdom are other sources of substantial
aid.

53. Tanzania has succeeded in obtaining a large proportion of external
assistance on concessional terms, and has had only limited recourse to
supplier credits. Although Tanzania's present debt service ratio is
relatively modest, it is desirable, in view of its low per capita income and
the market limitations facing its principal exports, that the major propor-
tion of external assistance for the country's development should be on
concessional terms.
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Table : GROSS DOMESTIC PRODUCT AT FACTOR COST
BY INDUSTRIAL ORIGIN AT 1966 PRICES, 1966-1969

(Sh million)

1966 g 1967 3 1968 % 19698/ %

Agriculture, hunting, forestry

and fishing 2,952 4h.B 2,954 L2.6 3,062 L41.8 3,0l LO.3
Mining and quarrying 192 2.9 183 2.6 137 1.9 135 1.8
Manufacturing and Handicrafts L1s 6.3 L70 6.8 508 6.9 573 7.6
Electricity and water supply 61 0.9 66 1.0 72 1.0 90 1.2
Construction 217 3.3 286 L.1 320 h.L 332 i

Wholesale and retail trade and
restaurants and hotels 817 12.4 845 12.2 g2 12.9 986  13.1

Transport, storage and Commnications L8hL 7.3 554 8.0 60 8.7 65k 8.7

Finance, insurance, real estate and
business services 579 8.8 éLs5 9.3 661 9.0 700 9.2

Public administration and other
services 875 13.3 932 13.4 984 13.4 1,040 13.7

G.D.P. at factor cost 6,592 100.0 6,935 100.0 7,326 100.0 7,554 100.0

Source: The Economic Survey and Annual Plan, 1970-71

a/ Provisional Estimate



Table 2 : GROSS DOMESTIC PRODUCT AT CURRENT

FACTOR COST BY INDUSTRIAL ORIGIN, 1966-~1969

(Sh million)

1966 % 1967 % 1968 % 1969% %
Agriculture, hunting, forestry 2,952 h4.8 2,855 hW1.5 2,973 LO.2 3,094 39.5
and fishing
Mining and quarrying 192 © 2.9 198 2.9 13, 1.8 158 2.0
Manufacturing and Handicrafts L1s 6.3 L7717 6.9 519 7.0 597 7.6
Electricity and water supply 61 0.9 6y 0.9 69 0.9 82 1.1
Construction 217 33 296 1.3 331 4.5 358 L.6
Wholesale and retail trade and
restaurants and hotels 817 12.4 85L, 12.4 966 13.1 1,022 13.1
Trangport, storage and Communications L8l 7.3 538 7.8 677 9.1 662 8.5
Finance, insurance, real estate and
business services 579 8.8 660 9.6 710 9.6 754 9.6
Public administration and other
services 875 13.3 941 13.7 1,019 13.8 1,092 14.0
G.D.P. At factor cost 6,592 100.0 6,883 100.0 7,398 100.0 7,819 100.0

Source: The Economic Survey and Annual Plan, 1970-71

a/ Provisional Estimate



TABLE 3 : GROSS DOMESTIC PRODUCT AT MARKET PRICES
AND ITS USES, 1966-1969

(Sh million)

1966 1967 1968 1969
GDP at Current Factor Cost 6,592 6,883 7,398 7,819
Plus Indirect Taxes 5L6 627 708 7602/
Less: Subsidies 18 19 17 252/
GDP at Current Market Prices 7,120 7,L91 8,089 8,5Lk
USES OF GDP
Gross Fixed Capital Formation 979 1,240 1,334 1,321
Increase in Stocks 111 80 ol 89
Exports of Goods and
Nonfactor Services 2,017 1,890 1,905 1,957
less: Imports of Goods and
Nonfactor Services 1,906 1,908 2,102 2,000
Consumption: 174 5,919 6,189 6,858 7,177
Private 5,20L 5,397 5,978 (n.a. )'C-/
Public 715 792 880 (n.a.)g/
Total 7,120 7,191 8,089 8,5LL

a/ Estimated.
b/ Residual item.

3/ Public consumption figures for 1969 are not available and thus the breakdown of
total consumption into private and public could not be made.

Source: National Accounts of Tanzania 1966-1968; The Economic Survey 1969;



o =

!

O‘I (@]
1

Py s AN

[

P o OB LA oW

OO QD N

) ON LY O

D
—i

St
£

=l N
fa}

1

3

o

—

— o0

—

o5

[SR N RSN SN
LONON -
O AD

(¥

[sH
REAY

Non e o e
R R |
[ANENaN]

OO e
e
_{

Y.
519}

995
jy
sez

LSL

QLT
Lo¢

<
&
-

96T-99ET

1

ety

S ABALL SRWCT0DN BT S04
LOTSTACS /y

Cef i GEDT T
oL et
“EZI ’“’Z_ L
QO
Gl
E20
G:.71 W
gz9 Sée
oz 10T
STT Gl
¢E 6T
Qcc LET
9o 1 SE0°T
TEG 1 °Cé
9c¢ <QtT
iy o)
[ G
g <l
HLT aTt
0o f T 060°T
og 11T
P 1
O T ELE
o< i
TS €M
Gle Q¢
Q02 L2z
9IE 9T
L 0T LL
T [
ol 54
2T 3
0 G6c
AN ¢l
T 81T
) s

(oETBLOL-LoU wuE

BOTG 107

LOT U CT TR
=i BLBU0U-UOU &

dd  "CT
Sotdd
1 TEqeUCL-10]

Teytel g

AlEeUon-L0T L O

s3o018 Ut l—S'SE—'.JL‘uI 'g

AT EUOU

;
'Y
o
7
AqunuMOJ x" SUTLUTD
-UT ‘“"‘L+T*OUQ.LTE TeoswT ‘g
1UBLUABACT {BuGUSS T
FO0}30BG AC
£awtenol-ucu pue LIv4EUol g
dreoevon g
AJBLBUOL-UCU TEG0L,  *(C
(&Tx {0018 Ut *t“caku i

-3

worqeu. oy Tedrde; *9f

$30038 UT &seaIOUl "4

UCTREWICY Te1Tdes Paxtd  “ [

8TV SUTPeolq Ut AlTeq LT
HEESTET

JtewdInos (205 ‘2T

quavidinbe aeuar - TT

aueudTube quodsuesr 01

SHIoM J8YlC TB30L 6

s3dos S3U3G '3

soTTddre Jegep .

S$85PTaQ UB SeTaus]y ‘spuo; -9

jusueaosdul puey

:§yaor ceusr

SZUTPTING Te10L
TRTQUSPTIS 8o -UQy  *,

TETFUSDIEaT
JUNOVTE-UMC Todty ‘¢
TeT: uchsev T

n



ESTIMATE

BALANCE OF PAYMINTS, 1966 -~ 1969

{5h million)

1965 1967 1968 1969
A. Goods 1/
fxports (including gold and re-exports) 1,774.9 1,628.8 1,589.h 1,602.0
Imports 738.7 1,668 1,83.8 1,730.3
Balance on Trade 3.2 ~LkD.1 -2L5.0 -128.3
3. JServices
Total esarnings on services 296.5 303.7 382.8 h31.3
Freighv and Freight Insurance 38.6 82.L 107k 219.9
Passenger transportation, etc, 78.6 63.0 79.3 87.6
Jther eamings from foreign visitors 70.7 5h.3 65.5 72.0
Interest, profits and dividends 54,3 L2.5 67.1 76.0
JOther services 5L.3 61.5 63.5 75.8
Total payments on services 3594 364.6 381.7 366.6
Passenger transportation, ete, - 4.6 86.6 93,6
Zxpenditure for education - 504 L7.6 50.3
Other expenses on travel abroad - 3.7 L0.0 30.0
Interest, profits and dividends 192.1 125.1 9L.6 96.5
Other services 167.3 81.8 92.9 96.1
Balance on Services -62.9 -60.9 21.2 6.7
C. Transfers
Total transfer receipts 125,7 225.3 189.) 193.2
Private and parastatal £3.6 120.0 139.3 139.5
Government 72.1 105,3 50.1 53.7
Total transfer payments 135.0 157.h 112.56 113.8
Private and parastatal ué.L 95.0 78.8 78.8
Government 88.6 62.4 33.8 35.0
llet transfers -9.3 67.9 76.6 9.4
Balance on current account -36.0 -33.1 -147.5 15.8
D. Governmant Capital
Inflow 5L.3 166.4 196,0 152,5
Qutflow 6.0 T.6 25.1 23.0
Vet Government Capital L7.9 158.8 170.9 129.5
I, Compensation Payments (including interest) - T.7 11.0 50,8
F. Errors and Omissions (including private and
parastatal capital) 2/ 181.0 -98.5 95.3 -83.7
Balance on Ordinary Transactions 192.9 19.5 107.7 10,8
Redemption of E.A.C.3. currency - L9.0 6.3 6.5
loss/3ain on foreign exchange - -57.1 - 0.3
Yet change ir Foreign Zxchange Reserves 3/ -192.9 -11.0L -114.0 -17.6

1/ Zxports f.o.b, and imports c.i.f. Excluding exports and imports of Zanzibar.

_2_7 This item includes adjustments relating to the exclusion of Zanzibar foreign trade.

source

Zefers to reserves attributable to the Mainland only.

authorities,

Increase (-)

Annmual Trade Neports; Bank of Tanzania Reports; and data supplied by the



TABL: 6

HONATARY SURVEY, JUNE 1968 - JUIZ 1970 =

(Sh million)

as

dJune June June
1968 1963 1970
Vet Foreign Assets of 3Banking System b/ 699.5 755.8 829.8
Domestic Credit
tlet claims on the Government -89.4 89.9 7547
Lending to other domestic sectors 70506 898.8 1,058,1
lioney Supply
Currency in circulation outside banks L30.8 507.9 616.7
Demand deposits 6518.4 7h6.2 822.3
Time deposits P92 L55.9 551.9
Savings deposits 152.h 163.9 189.5
Other Ttems, net 179.1 129.4 206,8

a/ Includes Zanzibar

b/ Includes SDii's and TP Gold trenche position.

Source: 3Bank of Tanzandia, Zconordc and Appraisal leport - June 1970.

The increase in foreign
assets in 1959 and 1970 is attributable to the rise in Zanzibar's share.



Tadle 7 : TANZANIA - EXTERNAL PUBLIC DEBT OUTSTANDING AS OF DECEMBER 31, 1969
WITH ADDITIONS THROUGH DECEMBER 31, 1970 /1

Debt Repayable in Foreign Currency
(In thousands of U.S. dollars)

Debt outstanding Additions
5 December 31, 1969 Jan. 1, 1970
ource Disbursed Including to
only undisbursed Dec. 31, 1970
TCTAL EXTERNAL PUBLIC DEBT /L 167,621 276,155 251,6L6
Privately held debt 49,531 49,531 3,003
Putlicly issued bonds /2 20,01L 20,010 -
Suppliers L, 358 523;8 3,003
Italy - - 867
Netherlands 2Ll 244 -
United Kingdom L,11L L,11k4 2,136
Financial institutions 24,915 2L,915 -
Ttaly 11,851 14,851 =
Netherlands 1,169 1,169 -
Switzerland 1,606 1,606 -
United Kingdom 7,289 7,289 -
Other orivately held debt 2L5 2L5 -
Loans from international organization 27,676 605600 ‘ 39,000
IBRD 2,ﬁ77 12,200 30,000
IDa 25,199 L8, 400 9,000
Loans from governments 81,6651 156‘895 209!6u2
Canada 1,5?1 3,191 -
China (Mainland) 11,244 L5,398 200,557
Denmark ST7 5,333 -
Germeny (Fed.Rep.of) 8,243 10,898 -
Israel L87 L87 -
Japan 1,567 5,600 -
Sweden 6,533 23,313 9,085
United Kingdom 25,510 25,510 -
United States 22,008 30,239 -
U.S5.5.R. /3 81 3,333 -
Zambia 3,591 3,591 -
Nationzlization 7,375 1,375 -
Unclassified 1,348 1,754 -
éi Dest itz an original or extended maturity of over one year.
/2 Net ol accumulated sinking funds of $11,0u42,000. '
5:? An amount of $19,998,000 assumed to be a frame agreement with the U.S.S.R. has not

been included above.
Incluaes $29,000 arrears of principal.

"\

(RN

Statistical Services Division
Economics Department
February 16, 1471



lable 8 : TANZANIA - ESTIMATED FUTURE SERVICE PAYMENTS ON EXTERNAL PUBLIC
DE3T OUTSTANDING INCLUDING UNDISBURSED AS OF DECEMBER 31, 1969
WITH ADDITIONS THROUGH DECEMBER 31, 1970

Debt Repayable in Foreign Currency
(In thousands of U.S. dollars)

ORBT  UDJTST
(BFGTN NF pPERIDDY PAYMENTS DURING PERIOQD

INCILUDTING AMORT Y=
YEAR UWDISBURSED ZATInN  INTEREST TOTAL

TOTAL EXTERNAL PuslLlC DgBY

1970 2722725 T»0%9 S:418 122476
1971 5162R82 8290% 65169 152075
1972 5n7s5¢3 15»385% 65300 21s685%
1973 4912712 122970 85341 192312
1974 478,378 8,475 6,173 14,648
1975 4692703 12,791 §s326 19,4918
1976 4562696 122164 6>280 180471
1977 444270 12,6%0 65,298 182945
1978 4312166 122947 5,992 18,939
1979 4182144 13,323 8,708 190034
198n 40855925 121630 3,354 179092
1984 3912866 122627 5,027 175452
1982 3782896 152687 40482 204 16A
1983 362s729 192089 30876 22594
1984 35358239 182530 35543 222073
1985 3259109 182729 35260 17,989
1984 31021380 132834 22968 162799
1987 296,846 1128A7 rIR4 ¥4 1ar608
1988 2844459 112932 2,911 14,2343
1989 2725727 1204584 2,315 1as7686
1990 2600976 120644 2,119 14,73y

Note: Includes service on all debt listed in Table 1 prepared
February 16,1971 with the exception of the following, for
which repayment terms are not available:

Financial institutions $ 1,606,000
Loans from governments (Germany,
Fed.Rep.of) L2,000
Unclassified and arrears as 1,754,000
follows:
Loans from governments - U.K, 25,000

$ 3,431,000



TABLE 9 : CENTRAL GOVERMMENT FINANCES, 1965/66 - 1970/71
{Sh million)

196%/70 1970/71

1965/66  1966/67 1967/68  1968/69  Sstimated Act.  Budget

Recurrent Revenue 891.9  1,017.2 1,123.6 1,257.3 1,525.0 1,65L.0
Recurrent Expenditure 887.7 979.7 1,065.0 1,186.0 1,435.0 1,537.0
Surplus deficit )2 37.5 58.6 71.3 100.0 117.0
Development FExpenditures 229.9 29L.h UhL.1 L60.1 623.0 $51.0
Total Surplus deficit -225.7 -256.9  -285.5  -388.8 -523.0 -834.,0

Financed By:

External Sources 83.5 127.3 8k.0 122.8 113.2 368.0
Internal Sources 87.4L 73.7 161.2 132.5 3bLl.1 717.0
Over all Surplus deficit 5L.8 49.9 L0.3 -123,9 L8.7 -1L9.0

Source: Iinistry of Finance, The Economic Survey and Annual Plan, 1970-1971;
and the Budget 1970/71



Table 10: PARASTATAL SECTOR STATISIICS, 1966-1969
(Sh million)

A. Current Account of Parastatal Enterprises

Receipts: 1966 1967 1968 1969
1. Sales income 1,2812.2 1,77L.3 2,151.8 2,385.6
2. Subsidies from Government 3.5 2.3 3.1 0.6
3. Other operating income 23.2 30.7 L5.4 38.0
L. Increase in stocks 15.1 -l.2 36.7 33.7
Total receipts 1,323.0 1,803.1 2,237.0 2,457.9
Expenditure:
5. Wages and salaries 100.2 162.5 238.3 282.6
6. Interest paid on borrowed
capital 17.9 36.7 67.2 9L.5
7. Rent 2.1 3.8 5.8 L.2
8. Depreciation provision 31.3 51.7 8L.4L 88.0
9. Miscellaneous purchases 1084 .7 1342.4 1707.5 1827.8
10. Net operating profit 86.9 206.0 133.8 160.8
Total expenditure 1323.0 1803.1 2238.0 2L57.9
B. Appropriation Account of Parastatal Enterprises
Receipts:
1. Net operating profit 86.9 206.0 133.8 160.8
2. Interest and dividends 31.h 124.3 123.8 139.0
3. Rent received 3.3 5.6 6.8 6.8
Total receipts 121.6 335.9 26k .4 306.6
Expenditure:
li. Corporation tax 50.0 152.8 1141 149.3
5. Profit distributed 22.1 119.9 27.5 39.5
6. Retained profits L9.5 63.2 122.8 117.8
Total expenditure 121.6 335.9 264 .4 306.6
C. Capital Account of Parastatal Enterprises
Receipts:
1. Retained profits L9.5 63.2 122.8 117.8
2. Depreciation provision 31.3 51.7 8L .4 88.0
3. Loans from Tanzania Government .7 55.0 Lh6.2 33.7
L. Grants from Tanzania Government 8.1 18.8 52.2 32.2
5. ZLoans from abroad 8.0 2.2 126.2 2.6
6. Grants from abroad 0.8 0.7 0.8 1.4
7. Local borrowing 6.9 62.7 76.7 97.6
8. Other sources and cash balances 36.2 95.5 L7.6 105.9
Total receipts 145.5 371.8 556.9 c1L.2
Expenditure:
9. Land improvement L.2 b.3 2.3 2.8
10. Residential buildings 8.6 10.9 18.0 18.1
11. Mon-residential buildings 14.7 35.8 71.4h ho.h
12. Other works 26.6 142.8 129.1 23.6
13. Transport equipment 3.6 6.4 5.0 12.6
1l. Other machinery and equipments LkL.o L7.3 99.5 L7.4
fixed Capital Formation 101.7 260.5 325.6 152.9
15. Increase in stocks 15.1 -2 36.7 33.7
Capital Formation 116.5 2663 362.3 1866
16. Net acquisition of iinancial 28.7 1i5.5 194.6 327.6
assets U
Total expenditure

—
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Source: Ministry of Finance, The Economic Survey and Annual Plan, 1970-1971;
and the Budget 1970/71
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UGANDA

BASIC DATA

Area: 235,886 sq. km. (land area: 193,503 sq. km.)
Population (1970): 9.82 million

Rate of growth: 3.1 p.a.
Population density (per sq. km. of land area): 51

Political Status: Independent since October 9, 1962

iross National Product (1969): Sh 8,72 million ($1,122 million)

GNP per capita (1969): sh 841  ($118)

Gross Domestic Product at current factor cost (1969): Sh 7,329 million
($1,025 million)

of which
Monetary Product: Sh 5,088 million
Non-monetary Product: sh 2,241 million
Annual Rate of Growth (1966 prices): 1969 1961-69
Total GDP 1.0 5.6
Monetary GDP 13.0 6.2
Percent of total GDP (1969): 100
Agriculture 1/ 56
Industry 2/ 9
Transport and Commerce 17
Other sectors 18
Percent of GNP at market prices: 1969 196169
Gross capital formation 16.5 13.7
Gross national savings 16.C 1.2
Balance on Goods and non-factor services 0.8 2.0
Net factor income payments -1.3 -1.5
Government Current revenue 3/ 13.9 12.5 4/
Money and Credit:
Relationship to large Member of Fast African Community
monetary or customs area: and the Sterling area; associate

member of the European Economic
Community since July 1968.

l/ Including crop processing, forestry, fishing and hunting
g/ That is, mamifacturing, mining and quarrying, electricity and construction
3/ TFigures for calendar years are estimated as the arithmetic average of

fiscal year figures
Refers to 1962-69 only

f=
\



Currency in circulation
Commercial bank deposits
Demand
Time and savings
Commercial bank credit

Cost of living Index (Kampala):g/High Income
Middle Income
Low Income

Public Sector Operations:

Central Government:
Current Revenue
Current Expenditure
Current Surplus
Capital Expenditure

External Public Debt (U.S. $ million):

Total debt outstanding
Uganda debt
One-third EAC debt

Total annual debt service (1969)
Uganda debt
One-third EAC debt

Debt-service ratio, percent

Balance of Payments (Sh million):

Merchandise exports
Merchandise imports
Net invisibles

of which net factor income
Trade balance

Commodity Concentration of Domestic
Exports

(coffee and cotton)

June 30, 1970

(Sh million)

503
1,072
608
4632
1,055

1969/70

(sh million)

1,136
1,122
i
L65

Dec. 31, 1969

173.1
72.1

23.9
18.5
5.k

10.0

1969

1,521
1,390
~166
=103
131

1969
L7

Gross International Reserves (Dec. 31, 1970)

Sh million
Months of imports
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Rate of Change p.a.
1966-1969

13%
9%
7%
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Rate of Change p.a.
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5.6%
9.2%
Lo.og
27.9%

Rate of Change p.a.
1966-69

1.1%
1.3%
-12.7%
-6.0%

-0.5%

1963-68 Average
65¢’

L.09%
2.9%

5/ Fxcluding rent; annual index = average of quarterly indices



I. INTRODUCTION

1. Since it attained independence in 1262, Ugands has had a troubled
political history. The compromise constitution which was introduced in-
1962 was intended to reconcile the seemingly conflicting interests of the
hereditary rulers, of whom the Kabaka (King) of Buganda was the most
important, and Dr. Obote, the leader of the Uganda People's Congress

which emerged victorious at the elections. The Kabaka became the first
President and Dr. Ovote the first Prime Minister, but relations between
them deteriorated steadily and the inevitable confrontation took place

in 1966. After a brief struggle the Kabaka was forced to flee the country
and Dr. Obote became President, abolished the Kingdoms and proclaimed
Uganda a republic.

2. In the ensuing years, Uganda enjoyed an uneasy peace. An
emergency which was first proclaimed in 1966 was never lifted and many
prominent people were detained without trial. While President Obote
made an effort to harness the forces of national unity, the absence of
elections made the Government less respornsive to popular needs, and there
were signs of increasing disaffection for the regime. On January 25, 1971,
the army took over the Government and Major General Idi Amin, the Army
Commander assumed power as the new Head of State. A wholly new Cabinet
has been appointed, and political activity has been suspended for two
years. The Government has declared its intention to restore civilian
rule in the future.

3. Uganda is now in the final year of its Second Five-Year Plan
(1966-71), the first phase of a 15-year perspective plan aimed at trans-
forming the structure of the economy and at doubling real per capita
income between 1966 and 1981. The current Plan projected an average
annual growth rate of 6.3 percent for aggregate GIP and 7.2 percent for
monetary GIP. It emphasizes diversification, which is to be achieved
by developing new crops and activities within agriculture such as tea,
tobacco, livestock and fisheries, and by enlarging the industrial base.
It also stressed the desirability of increasing the wages of lower-paid
workers, expanding social services, improving rural living standards and
promoting employment.

4o During the first four years of the Plan, the growth of the
economy fell far short of Plan targets in virtually all sectors. The
principal reason for the slow growth was a shortage of high-level manpower
which hampered the preparation and execution of projects. Unfavorable
weather was also a contributory factor. The prevalence of political
difficulties from the very inception of the Plan may have alsc contributed
to slower growth through the overcentralization of authority and a cumber-
some decision-maklng process.
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5. Preparations for the Third Five-Year Plan are currently underway.
A number of problems have impeded progress in preparing the Plan, the
chief of which is the shortage of personnel in the ministries concerned.
By July 1, 1971 - the date on which the Plan should start - only a general
document defining broad goals but without an adequate project content

is likely to appear. The Third Plan will, in any case, include many
projects carried over from the Second. The extent to which the timing

of the Third Plan or its contents will be influenced by the recent change
of government is not yet clear.

6. It is not considered likely that the Third Plan will include

an explicit population policy. "The Common Man's Charter® - a 1968

document which spelled out a strategy for improving the lot of the common
man - indirectly recognized rapid population growth as a possible deterrent
to per capita income growth, but for action it placed emphasis on accel-
erating total income growth. There was no stated position on what to do

if population growth increasingly frustrated this goal. Present indications
are that the Government may not be able to avoid the adoption of a popu-
lation policy much longer. Preliminary figures for the 1969 census indicate
a faster population growth rate than was assumed in the Second Plan, and
hence the long-term objective of doubling per capita income during the
perspective plan period is highly unlikely to be realized. The continuing
frustration of its economi~ goals by population growth might make the
Government more receptive to the need for a population policy.

Other Recent Developments

7. On May 1, 1970, the Govermment of Uganda announced that it was
acquiring with immediate effect a 60 percent share interest in some 80
enterprises - both foreign and locally-owned -~ covering all major sectors
of the economy. The main objective of this measure appeared to be to
increase of the Government's control over the economic life of Uganda.
This objective was consistent with the "mcve to the left" philosophy as
outlined in the Common Man's Charter.

8. Negotiations for compensating the nationalized companies are
in progress and will probably engage much of the Government's attention
during 1971. Agreements which have actually been signed show that the
Government was more flexible and the terms of settlement more reasonable
than might have been expected last May. The new Government has decided
that the list of firms to be acquired will be much smaller than originally
announced, and that it will lower its participation to §j9 percent. It
is yet too soon to evaluate the long-run impact of these measures on
foreign investment in Uganda. However, few foreign firms are expected
to discontinue their Ugandan operations as a result of the partial
nationalization. In general, the new Government appears anxious to
restore investor confidence which was badly shaken following the measures
announced in May.
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II. RECENT ECONOMIC DEVELOPMENTS

Growth of the Economy

G An extensive revision of Uganda's national accounts was completed
in 1970 and a new series adjusted back to 1961 has been published.
According to the new series - in current prices and in constant 1966
prices -~ the gross domestic product was at much higher levels since

1961 than was indicated by previous estimates. The pattern of growth

of the economy also appears to have been different from that indicated

by the old series.

10. The years immedlately preceding the Second Plan were marked
by fairly rapid growth of the economy. During the period 1961-65 aggre-
gate GIP grew at an annual rate of well over 5 percent. Real growth
rates slowed down considerably thereafter, with aggregate GIP growth
rates of 3.0 percent and 2.3 percent in 1967 and 1968 respectively.

In 1969, however, the growth rate jumped to 11.0 percent, the Lighest
during the 1960s. Since 1969 was an exceptionally good year, a very
modest growth rate of 1.1 percent is forecast for 1970, with virtually
no change for monetary GIP.

11. Over the first four years of the Second Plan, growth in real
gross domestic product fell far short of Plan target. The average annual
growth rate of GIP was only L.3 percent, in spite of exceptionally high
growth in 1969. Most sectors of the monetary economy virtually stagnated
during 1966-68 and shared in varying degrees in the great upsurge of 1969.
The average annual growth rates during 1966-69 are therefore somewhat
inflated. However, figures pertaining to the period 1966-70 give a much
better indication of the growth achieved during the Plan. The growth
rates during these two periods may be compared in the following table
with the Plan targets.

Table 1: ACTUAL AND TARGET GROWTH RATES OF GIP IN THE MONETARY SECTOR
(at constant 1966 prices)

Average Annual Growth Rates (%)
Actual Estimated Plan Target
1966 - 69 1966 - 70 1966 - 71

Agriculture

Crop Processing

Forestry Fishing and Hunting
Mining and Quarrying
Manufacture of Foods

Other Manufacturing
Electricity

Construction

Commerce

Transport and Communications
Rents

Miscellaneous Services
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12. The dominance of the agricultural sector continued during the
1960s and was not significantly affected by the Second Plan. The following
table illustrates the trend in the share of primary production (agri-
culture, forestry, fishing and hunting) in the gross domestic product.

Table 2: SHARE OF PRIMARY PRODUCTION IN GIP

1961 1964 1965 1968 1969

Primary Production as % of:

Total GDP 53.1 52.8 52.6 50.2 51.8
Monetary GIDP 36.6 37.8 35.2 33.2 35.9
Source: Background to the Budget 1970-71
13. Cotton and coffee remain the mainstay of the Uganda economy.

A record coffee crop of 247,000 metric tons (an 85.7 percent increase
over the previous year) and a very good cotton crop of 423,000 bales

(a 22.6 percent increase over the previous year) were the main contri-
butors to the exceptional growth of GDP in 1969. These two crops still
account for about three-fourths of the value of Uganda's exports outside
the East African Community. However, there has been some noteworthy
progress in the diversification of agricultural output. The output of
tea, tobacco, sugar and livestock have all expanded rapidly. In the
period 1966-70, the physical output of tea and tobacco doubled. On the
other hand, progress in industrialization has been less rapid than was
anticipated by the Plan, and the share of this sector in total GDP
remained at about 7 percent throughout the Plan period.

Employment and Wages

1h. The main employment objective of the Second Plan was to create
100,000 new jobs during the Plan period, consisting of 85,000 jobs in
wage employment and 15,000 in self-employment, particularly in the tea
and sugar development projects. The increased employment opportunities
were expected to come about primarily as a result of production growth
rather than of a deliberate policy of adopting labor-intensive techniques
which might slow down the overall rate of income growth.

15. Enumeration of Employees statistics indicate that total wage
employment increased by 52,000, or 62.0 percent of the Plan target, during
1966~69. This gives an average growth rate of five percent per year for
the period. This rate of employment generation since 1966 is particularly
impressive when viewed against the steady decrease in employment which

had taken place between 1960 and 1964. The relatively high rate of
employment generation during the Plan period is due, at least in part,

to the deceleration in the rate of average wage increases during the
period, in comparison with the earlier years of the decade. This 1s
evident from the figures in Table 3 below:



Table 3: EMPLOYMENT AND WAGESZL

Total Wage Employment Average Wage Rates

'000 Persons ¢ increase Sh % increase
1965 2L41.7 Te5 3,400 9.5
1966 2L6.0 1.8 3,620 6.3
1968 281.8 9.7 3,800 0.2
1969 29L.4 L.5 3,960 h.2
1965-69 Average 5.0 3.9

[l Based on the annual Enumeration of Hmployees
Source: Background to the Budgets

It can be seen that over 71 percent of the net employment increase was
generated in 1968 (25,000 new jobs) and 1969 (12,600 new jobs) alone.

16. The figures above probably understate the achievement to date
because employment in peasant agriculture and domestic service are not
covered. When adjustments have been made for these omissions, total
employment would be significantly higher, although net additions will fall
short of Plan target. The main explanation for the shortfall appears

to be the disappointingly low growth of GIP. Data pertaining to self-
employment are deficient.

Capital Formation and Saving

17. As part of the recent revision of Uganda's national accounts,
a new series for capital formation has been prepared covering the period
1960-69. The new series is more comprehensive than the old and appears
to be a considerable improvement in a number of respects. While the old
estimates covered only the monetary sector, the new series includes both
conatruction within the non-monetary economy and changes in stocks

as well. A statement of the sources and methodology used is not yet
available, and hence a thorough evaluation of the new series cannot be
made at this time.

18. The level of total gross capital formation has fluctuated
greatly from year to year since 1961 but its trend has been upward.

In 1969, it reached an estimated high of Sh 1,320 million, or 30.7 percent
above the previous year. Although a large part of this was accounted

for by an increase in stocks, fixed capital formation itself grew at the
high rate of 1l1.1 percent. As seen in Table 4 below, most of the capital
formation has taken place in the monetary sector, and investment in the
subsistence sector has been a small part of the total.
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Table g: GROSS CAPITAL FORMATION
(Sh million; current prices)

1961 1965 1966 1967 1968 1969

Estimate
Subsistence Construction 97 105 108 111 113 116
Monetary Sector Lty 750 735 879 866 971
Construction 239 356 32L 397 L2 L92
Plant and Machinery o) 274 281 361 310 3L9
Transport Equipment 39 120 130 121 114 130
Total Fixed Capital Formation 516 855 843 990 979 1,087
Total Capital Formation/l L2o 825 851 1,013 1,010 1,320
/1 Includes changes in stocks
Source: Background to the Budget 1970-71
19. The share of Uganda's Gross National Product devoted to gross

capital formation rose steadily from 9.9 percent in 1961 to 15.0 percent
in 1964, Thereafter it tapered off slightly but remained quite high,
averaging about 1hL.5 percent over the period 1965-69. For the monetary
sector alone, the figures are higher but the trend is the same.

20. During 1966-69 gross fixed capital formation in the monetary
sector amounted to Sh 3,451 million. This may be compared with the
Plan target (adjusted to the same basis as the new capital formation
series) of Sh 3,772 million over the same period. Actual performance
was thus about 91.5 percent of the Plan target. It is likely that, over
the entire Plan period, this ratio will be maintained and that total
fixed investment in the monetary sector will fall short of Plan target
by about nine percent.

21. Estimates of national savings in Uganda can be made only in-
directly by means of data for capital formation and the balance of
payments. A series so derived for the period 1961-69 can be found in
Appendix Table 5. It indicates that total national savings rose rapidly
between 1961 and 196k, slowed down for the next two years and, resuming
its steady growth thereafter, reached an estimated record high of

Sh 1,285 million in 1969. In relation to the GNP, the average saving
rate increased from 11.7 percent in 1961 to a peak of 19.8 percent in
196L4, and then fell to an average of 13.6 percent during 1965-69, which
corresponds roughly to the first four years of the Plan. It may be
noted that, during the first four years of the Plan, there was only

a small difference vetween investment and national saving rates. Accordingly,
the resource gap was generally very small in relation to the GIFP.

Recurrent Budget

22, During the first two years of the Second Five-Year Plan a large
surplus was generated in the recurrent budget, but this performance has
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not been maintained in the subsequent years. The recurrent surplus
averaged Sh 100 million during the first two years of the Plan, but

fell to Sh T6.h4 million in 1968/69 and even further to an estimated

Sh 13.8 million in 1969/70. 1In 1970/71 there may be a slight improvement,
but the surplus will still be much lower than in the initial years of
the Plan. lLarge increases in recurrent expenditures unmatched by com-
parable increases in recurrent revenue have been the principal factor
behind the lower current surpluses (see Appendix Table 6), A modest
improvement is forecast for 1970/71 and this is expected to be primarily
a result of holding the increase in recurrent expenditure. Since actual
recurrent expenditures generally tend to exceed budget estimates, even
this may not be realized unless recurrent revenues grow by a larger than
anticipated amount.

23. Recurrent expenditure increased from Sh 812 million in 1965/66
to an estimated Sh 1,122 million in 1969/70 or at an average annual rate
of 8.4 percent. The budget estimate in 1970/71 is Sh 1,146 million.
Government expenditures on wages and salaries have been the main factor
in the growth of recurrent expenditures, although an increase »f about
32 percent in expenditures on goods and other services in 1968/69 did
make its impact felt. The increase in recurrent expenditure has not
been unusually high taking into account the rapid rise in Government in-
vestment in the preceding years.

2L, The General Services (general administration, justice, police
and defense) account for a large and growing share of total recurrent
expenditure, rising from about 26 percent in 1965/66 to about 30 percent
in 1968/69. Defense alone accounts for a steadily growing proportion
which has been between seven and ten percent during the Second Plan
period. The fastest growlng category of recurrent expenditure, however,
is social services total outlays on which nearly doubled during 1965/66-
68/69. The main element in this category is expenditure on education.
Tts total amount increased by 133 percent and its share of total recurrent
expenditure rose sharply from 12 percent to 23 percent during the period.
It should be pointed out, however, that a considerable part of this
increase resulted from the recent transfer from local authorities to the
Central Govermment of the responsibillity for payment of certain teachers'
salaries. This transfer was accompanied by a correspondingly large
reduction in Govermment transfers to local governments (see Appendix
Table 7).

25. Total recurrent revenue rose steadily from Sh 790 million in
1965/66 to Sh 1,136 million in 1969/70, an average annual rate of increase
of 9.5 percent. The budget estimate in 1970/71 is Sh 1,174 million.
Before 1968/69, growth in direct taxation, and partlcularly in export
taxation, was the main determinant of total recurrent revenue. In 1968/69
poor harvests led to an absolute decline in total export earnings and
hence export taxes. An increase of nearly 38 percent in indirect tax
revenues during this year more than offset the latter. Practically all
of this increase in indirect tax revenues came from the sales tax which
was introduced in 1968. The sales tax is likely to make the biggest
contribution to the growth of indirect taxation in the years ahead, since
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increasing import substituticn and the growing proportion of Ugandan imports
from East African Community sources suggest thst little growth can be
expected in customs revenue. In the case of intra-Community trade, it
should be recalled that even when transfer taxes can be imposed, they
cannot exceed half the external duty rate on the commodity in question.
Indications are that excise tax revenues also may not increase rapidly

in view of the high production costs and the slow growth in excisable

goods industries.

Development Budget

26. Development expenditure more than doubled from Sh 222 million

in 1966/67 to Sh L65 million in 1969/70. Most of the increase took place
in the last two years of the period, the figure for 1969/70 being equal to
that for the first two years of the Plan. Totel development expenditure
for the first four years of the Plan amounted to about Sh 1,351 million

or 75 percent of the target of Sh 1,800 million over the Plan period.

Over the entire period, total development expernditure may be slightly

above 90 percent of the Plan target. Actual performance in physical

terms is less impressive. Underspending by some Ministries has been offset
by overspending in others, and project costs have generally been higher
than expected. The result is that projects which were undertaken have
absorbed a higher proportion of total expenditures, and some of the
expenditure has been for projscts for which it was not originally intended.
This means that, although actual development expenditure over the Plan
period is likely to be close to the target, a number of projects will be
carried over into the Third Plan.

27. In addition to the recurrent surplus, development expenditure
has been financed by other miscellaneous revenues accruing to the devel-
opment budget, but they constitute a relatively small item. The overall
budgetary deficit increased very rapidly from Sh 89 million in 1966/67

to Sh L31 million in 1969/70. External loans and grants covered & high
proportion of the deficit at the beginning of the Second Planj; although
the total fell from Sh 98 million in 1966/67 to Sh 54 million in 1967/68,
it still financed over S0 percent of the overall deficit in the latter
year.

28. Daring the first four years of the Plan the overall budgetary
deficit amounted to Sh 933 million. External loans and grants covered

Sh L1l million or nearly LS percent of this deficit. During the first two
years of the Plan there was no domestic borrowing - it was, in fact,
negative - but in the next two years Sh 395 million was raised through
domestic medium and long-term stock issues, and covered a further L2
percent of the deficit. During these two years domestic borrowing played
a far more important role in financing development than external loans.
The relatively smaller share of external loans is attributable, however,
not to a dearth of commitments but to the tying of aid or local cost
financing problems and to delays in preparing and executing projects.

In 1970/71 ~ the final year of the Plan ~ the overall budget deficit is
estimated at Sh 625 million, which will be covered to the extent of about
Sh 300 million by domestic borrowing and Sh 148 million by external
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borrowing, leaving a large uncovered deficit of around sh 180 million.
Since the budget was approved about a year ago, it has become evident
that the uncovered deficit will be much larger than this. Recent reports
indicate that the deficit may be as high as Sh 700 million.

Money and Banking

29. Most of the commercial banks in Uganda were branches of foreign
banks until October 1969 when the Banking Act wzs amended to require all
expatriate banks and credit institutions to incorporate locally. The new
legislation also required a minimum paid-up capital of Sh 20 million for
banks and Sh 2 million for other credit institutions. Two mergers took
place as a result and the number of commercial banks in Uganda decreased
from eight to six. On May 1, 1970 the Government announced that it was
acquiring a 60 percent interest in the equity of the five foreign-owned
banks and of the credit institutions and insurance companies. In order
to forestall the possibility of capital flight following the announcement
of public participation, all transactions with Kenya and Tarnzania were
brought under the exchange control legislation on May 3, 1970. Negotiations
for compensating the banks have been substantially completed.

30. During the fiscal year 1969/70 total money supply increased by
32 percent. Over two-thirds of this was accounted for by the increase

in private demand deposits, mostly in the second quarter of 1970. By
comparison, the increase in money supply was only 9.6 percent in 1968/69
and 19.5 percent in 1967/68. The principal reason for the increase in
money supply in 1969/70 was the higher surplus in the balance of payments,
reflecting both increased exports and lower imports. There was a substantial
increase in commercial bank advances to the private sector. The ratio of
advances to deposits rose from 78.9 to 92.2 percent between June 1968 and
June 1969, However, it dropped back to 79.7 percent by June 1970,
reflecting to some extent the uncertainty caused by the nationalization
measures of May 1970. ‘

1
Table S: MONETARY SURVETL:
(Sh million)

1967 1968 1969 1970
Foreign Assets (net) 173.5 312.1 302.0 L87.5
Domestic Credit 738.6 753.3 957.0 1,097.1
To Government (net) L4B8.8 Lh.1 115.3 210.2
To Private Sector 689 .8 709.2 841.7 886.9
Money Supply 590.1 705.3 772.9 1,019.7
Currency in Circulation 316.0 3L4.9 L29.6 503.4
Private Demsnd Deposits 274.1 360.) 343.3 516.3
Quasi -Money 320.4 377.0 Ls1.2 Lé3.4
Other Items (net) 1.6 -16.9 34.9 101.5

/1 TFigures relate to June 30 in each case
Source: Bank of Uganda
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The net foreign assets of the banking system in 1969/70 increased by

Sh 185.5 million or 61.l percent. This improvement reflects mainly the
capital inflow resulting from the local incorporation of commercial banks
during the final quarter of 1969. Total domestic credit increased by
only 14.6 percent during 1969/70 as compared to 27 percent in the previous
fiscal year. The reduction in the rate of increase is entirely due to

the private sector, for claims on Government increased by 161.l percent
in 1968/69 and by 82.3 percent in 1969/70.

Balance of Payments

31. Uganda is a very open economy; during recent years exports

have amounted, on the average, to about one-fifth of the GDP while imports
have been running at & slightly lower rate. Movements in external trade
thus have widespread repercussions throughout the econemy. Some 85 percent
of Uganda's export earnings is derived from countries outside East Africa.
Two crops, coffee and cotton, account for about three-—quarters of these
overseas exports. Minor crops and non-factor services, particularly
tourism, have increased considerably in importsnce as foreign exchange
earners but their share in export earnings remains very small. Uganda
has traditionally had a surplus on its trade balance, but it has been
diminishing since 1967. The balance on non-factor services, net transfers
and net factor income receipts - and consequently the current account
balance - have consistently been negative for the past five years. Net
factor income payments abroad claim over six percent of total export
earnings. In recent years there have been substantial long-~term capital
inflows, particularly on public account.

32. Preliminary data indicate that Uganda had an overall balance
of payments surplus of Sh 70 million in 1969. While this is an improve-
ment over the 1968 figure, it is considerably lower than the surplus
achieved during the itwo preceding years. The improvement in 1969 was
primarily a result of a net increase in long-term capital inflow. Most
of this resulting from the stipulation that a1l foreign commercial banks
and credit institutions in Uganda should be incorporated locally with a
minimum paid-up capital of Sh 20 million and Sh 2 million respectively
which should be brought from abroad. In 1969, owing to a reduction in
the trade surplus and reduced transfer receipts by the Government, the
current account deficit increased somewhat, in contrast to the rapid
decrease in the deficit since 1966. The lower trade surplus resulted
both from higher imports and lower exports. The fall in exports was the
result of a poor coffee crop in the 1967/68 season and low coffee prices
during 1968/69. Earnings from invisible exports have increased con-
siderably since 1967 reflecting the growth of tourism. Accordingly,

the traditional deficit balance on non-factor services has been falling
steadily. The nationalization measures of May 1970 are expected to
result in lower factor payments abroad,

33. Prospects for Uganda's balance of paymenis are considerably
brighter in 1970. Preliminary unadjusted figures for the first half year
indicate that total exports are 31.lL4 percent higher than for the same
period in 1969. Exports to Kenya and Tanzania are running at a slightly
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higher rate. At the same time total imports are about 3.5 percent below
the level for the same period in 1969, The export performance was due

to an improvement in the volume and average price of coffee, an increase
in the total wvalue of cotton exports despite a fall in unit value and a
substantial increase in the price of copper. Thiough a rise in the price
of coffee and an upward adjustment in its 1969/70 quota, Uganda has benefited
from the severe frost which adversely affected Brazil's 1" /69 and
1969/70 coffee crops. From a level of Sh L17.9 million at the end of
March 1970 the foreign exchange reserves of the banking system had
increased to Sh 581.3 million (including Sh 38 million in SDR's and

Sh 32.L million in IMF gold tranche) at the end of September 197C. This
unusual improvement in the reserve position was primarily the result of

a slowdown in imports owing to stock depletion and administrative delays.
By the end of the year, the initial confusion following the sudden
nationalization of foreign trade had been cleared. Partly on account of
this and partly as a result of a seasonal dip in export earnings, Uganda's
international reserves had fallen by the end of 1970 to Sh L08.6 million.

IIT. FOREIGN AID AND EXTERNAL DEBT

3L, At the end of October 1970, external aid amounting to Sh 939
million was available for Uganda's development program, but only Sh 392.5
million or L1.8 percent of this aid had been disbursed. The chief
constraints on the utilization of foreign aid have been the tying of

aid, limited absorptive capacity arising from difficulties in project
identification and preparation and, to some extent, problems in financing
local expenditures. It is noteworthy that the rate of disbursement
accelerated and almost doubled during the past two years in marked contrasu
to the slow pace of disbursement in the earlier years.

35. External assistance to Uganda comes from a variety of sources
including the U.S.S.R., Mainland China and Yugoslavia, but the bulk of
it is from Western sources. This assistance is all on very soft terms,
and carries an interest of generally under three percent, with maturities
of 20-50 years and grace periods of 5-10 years. For many years the
United Kingdom was the most important source of aid and remains the
larpest bilateral donor. British aid has been primarily for roads and
education and, to a lesser extent, agriculture. The U.K. also provides

a great deal of technical assistance. The next two most important donors
are Germany, which has financed roads and water storage, and the United
States, which has provided assistance for education and livestock devel-
opment. The U.S.S.R. has also been involved in education and is currently
building a spinning mill which will process Ugandan cotton.

36. The IDA recently became the largest aingle aid donor and accounted
for about Sh 264 million or 28 percent of totel commitments at the end

of Qctober 1970. IDA credits have financed agriculture, education and
transport. The African Development Bank, the only other multilateral aid
donor to Uganda, provides only hard loans but its impact on the average
terms of aid 1s at present insignificant.
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37. Foreign aid, excluding contractor finance, contributed Sh L1l
million or 31 percent of the Central Government's development expenditure
during the first four years of the Second Plan. This contribution was
considerably less than the Plan had projected. As has been noted in
paragraph 3L the use of external resources increased substantially in
absolute terms but total development expenditure increased even faster.

38. At the end of 1969 the totsl external public debt of Uganda
was Sh 1,236.2 million ($173.1 million) or 15.5 percent above the level
a year earlier. To this must be added Uganda's liability (on a notional
one~-third basis) for the debt of the ilast African Community. This share
amounted to Sh S51L.8 million ($72.1 million) in 1969, adding up to a
total external public debt of Sh 1,760 million ($245.2 million). Interest
and amortization payments on this debt amounted to Sh 170.6 million
($23.9 million) and absorbed nearly ten percent of the export earnings
in 1969. The high debt service ratioc in 1969 is uncharacteristic, and
resulted from a peak in the debt service during the year. Apart from a
lower peak in 1973, the ratio in the coming years may not exceed seven
percent, but could be substantially higher when the full implications of
the recently reperted large budget deficii in 1$70/71 becone clear.

39. Uganda's reliance on contractor finance/supplier credits, which
was highlighted in the Bank's 1969 report, has not changed appreciably
during the past two years. This method of fiinancing generally involves

a downpayment of about 10 percent and a nominal interest rate of about

5 percent which appear quite reasonable, but it is not clear to what
extent some interest charges may be hidden in project costs. A recent
project to be financed in this way is an Internatiomal Conference Center
which has just been completed in Kampala. Contractor finance for the
project amounted to Sh 38 million out of an estimated total cost of

Sh 110 million.

IVv. 3SOME ISSUES FOR THE FUTURE

Plan Implementation

Lo. Project identification and preparation continue to present
problems. A major difficulty is the scarcity of qualified and experienced
Ugandan planners, at a time when the Govermment is vigorously pursuing

a policy of Ugandanization of the economy. There is, in fact, a general
shortage of high level manpower, defined in Uganda as "people filling

jobs which require at least three years education or training beyond
primary school'. A comprehensive manpower survey, carried out in 1967,
revealed that only 53 percent of the professionals in the public sector
(other than education) were Ugandans. In the private sector and in
education the corresponding figures were only 20 percent and 12 percent
respectively. The mumber of aualified technicians is small, and some

who have had technical training are often called upon to work in unrelated
areas such as administration. It is not clear to what extent non-technical
jobs have offered hipher remuneration rates and better advancement
opportunities than technical jobs in Uganda.
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Ul1. The inadequacy of the statistical base hampers economic planning
in Uganda. Much basic information is not available and some that is may

not be very reliable. Planning could benefit considerably from a strengthen-
ing of Uganda's statistical services.

h2. In the past, the task of identifying and preparing projects

had suffered from a shortage of technical staff within the operating
ministries. The Bank's 1969 economic¢ report had emphasized the importance
of the establishment of plamning units in some of the key ministries with
substantial development programs. Steps have since been taken to establish
planning units in the Ministry of Agriculture (with assistance from
Canada), and the Ministries of Works and Fducation (as part of projects
being financed by IDA). When the full complement of staff for these

units is assembled, there should be a significant improvement in project
preparation.

Naticnalization

L3. The Government has now decided that the scope of the nationaliza-
tion measures of May 1970 will be much smaller than was originally announced.
Among the factors which led to this decision is the desire to restore the
confidence of private investors which was shaken by the actions of the pre-
vious Government. It would still be necessary for the Government to
delineate clearly the activities into which further public participa-

tion may be extended and those which would be open to private enter-

prise, If this is not done, the amounts paid as compensation set-

tlements to Ugandans (whose assets were acquired in 1970) will remain
unutilized precisely when the economy needs more investment. A clear state-
ment in this regard is necessary as a means of encouraging further foreign
investment in Uganda.

Population and Employment

L. Although Uganda does not have an official population policy,
the preliminary figures for the 1969 population census appear to have
stimulated new interest in the problem. The total population is put

at 9.5 million and is estimated to be growing at 3.1 percent per annum.
The Third Plan now under preparation is likely to assume a 3.L percent
growth rate, a much higher rate than the 2.5 percent assumed in the
Second Plan. 1In view of this, the growth of real per capita income during
the Second Plan will fall short of the target, and the hope of doubling
real per capita income between 1966 and 1981 will almost certainly have
to be abandoned., A large and growing proporticn of the new additions
to the labor force is likely to be seeking wage employment particularly
in urban areas. Since only about 20 percent of the new entrants into
the labor force are likely to be absorbed in wage employment, in the
absence of a deceleration in the population growth rate, the prospect
is that urban unemployment will grow. At present, while the Government
does not have a formal population policy, it does not discourage the
activities of individual leaders in support of family planning. The
Family Planning Association of Uganda operates on a fairly small scale
and its services are limited tc those which concern maternal and child
welfare.
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Table 1: UGANDA - EXTERNAL PUBLIC DEBT OUTSTANDING AS OF DECEMBER 31, 1969 Zﬂ

Debt Repayable in Foreign Currency

(In thousands of U.S5. dollars)

Debt outstanding
Decemher 31, 1969

Source Disbursed Including

only undisbursed
TOTAL EXTERNAL PUBLIC DEBT 10?1687 173,137
Privately held debt 12,043 12,139
Publicly issued bonds /2 7,118 7,116
Financial institutions - United Kingdom L,,898 h,99L
Privately placed bonds 29 29
Loans from international organizations 13,970 39,558
African Development Bank - 163
TBRD /3 6,395 6,395
IDA 7,575 33,000
Loans from governments 75,382 113,292
Denmark GE& 2,667
Germany (Fed. Rep. of) 8,957 10,51hL
United Kingdom 57,012 72,072
United States 7,003 11,909
U.5.S.R. 1,7Lk 16,131
Unclassified 1,291 8,118

/1 Debt with an original or extended maturity of over one year.
72 Net of accumulated sinking fund of $2,L8,000.
/3 Guaranteed by U.K. Government.

Statistical Services Division
Economics Department
September 16, 1970



Table 2: UGANDA - ESTIMATED FUTURE SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT
OUTSTANDING INCLUDING UNDISBURSED AS OF DECEMBER 31, 1969

Debt Repayable in Foreign Currency

(In thousands of 1.S. dollars)

DEST NUTST
(RFGIN OF PERIOD)Y PAYMENTS NURING PERIOD

INCLUDTNG AMNRTYw
vEAR UNDISBURSED ZATION INTERESY TOTAL

YOVAL EXTERNMAL PualLIC 0OF T

1970 1665989 S9196 3,897 9s 192
1971 14954673 50537 327914 9s 325
$o72 {845605 55953 3,677 9,60n0
1973 1875941 122518 3,915 160033
1974 ${3%927n 62397 25880 9s07A
1978 1282473 70253 2,670 9,923
1976 1215420 80707 25856 9,163
1977 19857412 60973 25257 9223
1978 1078739 7o1R3 ?s086 95239
1979 1002856 FoltS 15923 CFRLL
1980 9351141 651%9 12703 7,858
1984 A& 95T 55919 10912 7o831
1982 812038 55,859 1»340 7oA
1983 752379 S5779 15181 6596 -
1984 805400 55907 {s01N 65917

Note: Includes service on 41! debt iisted in To.ie L preparsd eptember 16, L1970

with the exception of the following, for which repayment terms are not
avallable:

Unclassitftied debt - §$8,145,000



Table 3: UGANDA: GROSS DOMESTIC PRODUCT AT FACTOR COST, BY INDUSTRY
(Sh million, at 1966 prices)

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
MONETARY ECONOMY

Agriculture (except crop processing) 1175 109k 1335 1421 1359 1496 1513 1485 1858 174
Crop Processing 88 82 112 121 110 115 114 115 141 139
Total Agriculture 1263 1176 147 1542 1h69 1611 1627 1600 1999 1880
Forestry, Fishing and Hunting L9 52 Sk 55 58 68 70 81 9 104
Mining and Quarrying 62 73 72 86 83 73 73 79 83 86
Manufacture of Food Products 23 2L 21 17 29 29 31 25 28 28
Other Manufacturing 169 187 193 202 229 26 277 289 292 302
Electricity 37 43 L8 52 60 68 78 8L 87 SL
Construction 78 77 75 8L 100 90 109 116 123 127
Commerce 601 593 679 704 822 858 837 887 923 oué
Transport and Communications 159 162 174 204 202 222 2hly 261 275 289
Rents 207 212 210 212 212 213 212 212 219 22l
Miscellaneous Services L61 518 559 609 689 745 797 803 896 L9
Total Monetary Economy 3109 3117 3532 3764 3943 L2l k355 Lh37 5016 5029

NON-MONETARY ECONOMY
Agriculture 1199 1332 134 1397 1486 1503 1558 1626 1756 1808
Forestry, Fishing and Hunting 116 128 1h3 131 132 140 149 140 131 135
Construction 2l 2L 25 26 26 27 28 28 29 30
Owner-Occupied Dwellings 182 185 188 192 195 201 206 209 21k 219
Total Non-Monetary Economy 1517 1669 1697 1746 1839 1871 1941 2003 2130 2192
TOTAL GDP 1626 11786 5229 €810 5792 6112 6296 6LhL0o 7146 7221

Source: Background to the Budget 1970-1971



Table )y : UGANDA: SUPPLY AND USE OF RESOURCES, 1961-69
(Sh million; current prices)

1961 1962 1963 1964 1965 1966 1967 1968 1969

SUPPLY OF RESOURCES Estimate
GDP at market prices I, 261 b,331 L,870 5,576 6,208 6,630 6,896 7,208 8,115
GDP at factor cost li,085 1,131 L,557 5,129 5,843 6,112 6,235 6,516 7,329
Monetary 2,740 2,758 3,173 3,583 3,924 lr,2l1 L, 218 I, 1196 5,088
Non-Monetary 1,345 1,373 1,384 1,5L6 1,919 1,871 1,987 2,020 2,241
Indirect Taxes 23 278 394 1195 527 624 672 705 816
Subsidies 58 78 81 L8 162 106 11 13 30
Imports of Goods and
non-factor services 90k 911 1,061 1,190 1,432 1,575 1,584 1,573 1,630

USE OF RESOURCES

Consumption Expenditure 3,749 3,774 i, 087 L,393 5,313 5,771 5,821 6,096 6,727
Public 380 L32 456 516 623 666 738 797 890
Private 3, 369 3, 3&2 3,63]- 3’877 }4:690 53105 5;082 5: 300 5, 837

Gross Investment 420 168 573 823 825 851 1,013 1,011 1,320
Fixed Capital Formation 516 192 537 700 855 8L3 990 979 1,087
Increase in Stocks -96 -4 36 123 -30 8 23 31 233

Exports of Goods and
non-factor services 996 1,000 1,271 1,550 1,502 1,583 1,6U6 1,674 1,698

Source: Derived from Background to the Budget 1970-T1



1. Monetary GDP at factor cost

2. Indirect Taxes less Subsidies

3. Monetary GDP at market prices

li. Net factor income from abroad

5. Monetary GNP at market prices

6. Non-Monetary GNP

7. Total GNP at market prices

8. Balance of Goods and Services
Gross Capital Formation

9a. Total

9b. Monetary Sector onl

10a. National Saving,Total
10b. National Saving, Monetary Sector

11. (9a) as % of (7)
12. (9b) as % of (5)
13. (10a) as % of (7)

4. (10b) as % of (5)

Table 5 : UGANDA:

(Sh mi

1lion; current prices)

NATIONAL SAVINGS AND CAPITAL FORMATION

1961 1962 1963 196l 1965 1966
2,740 2,758 3,173 3,583  3,92Lh  L,2ul
176 200 313 L7 365 518
2,916 2,958 3,86  L4,0.0  L,289  L,759
-16 -60 -50 -100 -104 -124
2,900 2,898 3,436 3,930 4,185 4,635
1,345 1,373 1,384 1,546 1,919 1,871
L,245  Lh,271  L,820  S,476 6,10k 6,506
92 89 210 360 70 8
1,20 L68 573 823 825 851
323 369 W72 720 720 743
496 L97 733 1,083 791 735
399 398 632 980 686 627
9.9 11.0 11.9 15.0 13.5 13.1
11.1 12.7 13.7 18.3 17.2 16.0
11.7 11.6 15.2 19.8 13.0 11.3
13.8 13.7 18.4 2l.9 16.4 13.5

Z; Includes changes in stock

Source: Derived from Background to the Budget 1970-71

1967

1,013
902

9Lo
829

15.0
18.9
13.9
17.h

1968 1969
Estimate
b, 1196 5,083
692 786
5,188 5,874
-125 -103
5,063 5,771
2,020 2,241
7,083 8,012
101 68
1,011 1,320
897 1,204
987 1,285
873 1,169
14.3 16.5
17.7 20.9
13.9 16.0
17.2 20.3



Table 6: UGANDA: SUMMARY OF CENTRAL GOVERNMENT REVENUES
EXPENDITURES AND FINANCING
(Sh million)
196k/65  1965/66  1966/67  1967/68  1968/69  1969/70L%
Recurrent Expenditure 734.7 812.4 861.3 870.3 1,008.7 1,122.3
Recurrent Revenue 830.1 790.1 965.4 972.7 1,085.1 1,136.1
Appropriations-in-aid (net) 153.0 143.3 148.2 90.1 79.1 97.6
Recurrent Revenue less Appropriations-
in-aid 677.1 646.8 817.2 882.6 1,006.0 1,038.5
Recurrent Surplus 95.h -22.3 104.1 102.4 76.4 13.8
Development Expenditure 216.0 233.9 222.1 254.3 109.6 L6l .7
Development Revenue /3 12.0 36.3 28.8 Lé6.1 26.1 20.1
Development Budget Deficit (-) -204.0 -197.6 -193.3 -208.2 -383.5 -bhh.6
Overall Budgetary Deficit -108.6 -219.9 -89.2 -105.8 -307.1 -1430.8
Financed by
External 38.0 59.5 98.2 53.9 94.8 167.1
Loans /l 28.0 LL.0 88.5 L8.1 88.4L 160.2
Grants 10.0 15.5 9.7 5.8 8.4 £.9
Use of Foreign Assets
(- = accumulation) .o . 55.5 -10.6 50.3 -
Internal
Loans 2.0 25.0 -26.5 -27.4 158.4 237.0
Balancing Item 68.6 1354 -38.0 79.3 3.6 26.7

Revised estimates

Budget estimate

Excluding external grants

Net, and exclusive of contractor finance

[=SN>

Source:

Background to the Budget, Financial Statement and Revenue Estimates,

Bank of Uganda Annual Report 1969-1970, and Ministry of Finance

1970 71[3

1,146.0
1,174.3

'28.3
671.4
17.4
-6511.0

-625.7

147.9
135.4

12.5

-l .2

297.7

180.1



Government Consumption

Wages and Salaries

Goods and Services
Total
Subsidies

Interest

Transfers to:
Households
Iocal Governments
Others
Total -

Financial Transactions

Fixed Capital Formation

Total Recurrent Expenditure

Table 7: UGANDA: CENTRAL GOVERNMENT RECURRENT EXPENDITURE

(Sh million)

196L/65 1965766  1966/67  1967/68  1968/69  1969/70%%

23L4.8 265.5 294.3 374.7 Lh2.5 .o
161.4 203.4 210.6 217.6 287.2 .o
h2.5 Ll.5 L0.8 55.0 67.6 ..
8.5 16.8 21.h 21.L 26.3 .o
9L.5 98.7 98.9 71.hL 71.6 ..
122.7 128.8 124, 67.9 22.3 .o
L45.8 9.7 65.3 55.9 h.9 .o
17.9 2.7 1.3 2.9 6.4 oo
6.4 5.3 h.h 3.4 9.8
734h.7 812.4 861.3 870.3 1,008.7 1,122.3

/1 Revised estimate
/2 Estimate

Source: Background to the Budget 1970-71 and Ministry of Finance

1970/7143

1,146.0



/1
Table 8:  UGANDA: CENTRAL GOVERNMENT RECURRENT REVENUE
(Sh. million)
2 /3
1964 /65 1965 /66 1966/67 1967/68 1968/69 1969/70 1970/71

Direct Taxation

Income Tax 85.1 91.1 158.4 202 .1 171.8 200.3 227.0
Export Taxes 193.2 99.L4 162.0 176.8 137.L 199.8 237.5
Other Direct Taxes 0.8 0.6 0.6 - - - -
Total 279.1 191.1 321.1 379.2 309.2 400.1 6L .5
Indirect Taxation
Import Duties 230.9 255.8 259.6 255.0 281.4 240.0 293.0
Excise 98.6 126.9 163.4 168.0 151.1 170.0 172.0
Licenses 17.9 17.5 18.4 19.2 21.5 .. ..
Other 8.9 8.1 15.9 12.2 170.0 .. e
Total 356,3 408.3 L57.4 Lsh.3 626.6 .. ..
Interest Dividends
and Profits 20.9 23.6 9.1 23.3 31.k .o
Trensfers from:
Households /5 2.8 3.9 .0 .5 L.0 .o
Uganda Government /€ 36.9 18.9 2h.1 18.0 11.0 .o
Abroad 39.4 39.1 1.2 17.3 10.3
Total 79.1 62,2 69.2 39.8 25.L .
Sales of Goods and Services Th.ly 81.3 90.1 73.9 91.9 .
Financial Transactions 19.8 22.h 17.4L 1.7 - -
Sales of fixed Capital - 1.0 1.1 1.0 0.5 0.2
Total Recurrent Revenue 830.1 790.1 965 .4 972.7 1,085.1 1,136.1 1,17L.3

Including appropriations-in-aid (net)

Revised estimates

Estimates

Includes development tax

Transfers from private persons (mainly firms) and from organizations not normally income-earning
Transfers from Uganda Government Funds and from the East African Community

[SHARSRN

Source: Background to the Budget 1970/71, Bank of Uganda Annual Report 1969/70 and the Ministry of Finance.



Exports of Goods and
Services (f.o0.b. Tororo)

Merchandise

Non-factor Services

Imports of Goods and
Services {(c.i.f. Tororo)

Merchandise

Non-factor Services

Balance of Goods and
Non-factor Services

Trade Balance

Balance of Services

Factor Income, net
Transfers, net

Private

Public

Balance on Current Account
Long-term Capital, net
Private

Public

Short-term Capital, net
Private

Public

Over-all Balance

Change in reserves
(- = increase)

Errors and Cmissions

Table 9:  UGANDA:
(Sh. million)

1961 1962 1963 196L
996 1,000 1,271 1,550
90L 911 1,061 1,190
92 89 210 360
-16 -60 -50 -100
. -30 -26 -30
-1 13h 230

-202 -162 -250

-29L -210 -302

92 L8 52

13L -50 -6

-69 -78 -26

104 8 56

-35 70 -30

/1
BALANCE OF PAYMENTS —

1965

1,502

1,432

70

-104

-28
-0

-11h

174

-60

1966 1967
1,583 1,646
1,470 1,495
113 151
1,575 1,584
1,337 1,317
238 266

8 62

133 178
-125 -116
-12) -135
8 -

-21 =21
29 21
-108 -72
35hL 203
71 Th
283 129
-85 -39
14 -15
-99 -2k
160 91
~-1L9 -71
-11 -20

1968

1,67L
1,L90
184

1,573
1,323
250

101
167
-66

-125

/1. Dalta for the period beginning 1966 are not altogether comparable to those of earlier years.
/2. Provisional Estimates. ’

Sources: Background to the Budget and Bank of Uganda Annual Report 1969-1970.

1969

1,698
1,069¢

1,521
177

1,630
1,390
240

é8
131
-63
-103
-15
_32
17
-50
112

-13
125

70

~70



