
                                                                                     

 
 
 

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION  
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria 

Tel: (+43-1) 26026-0 · www.unido.org · unido@unido.org 

 

 

 

 

OCCASION 

 

This publication has been made available to the public on the occasion of the 50
th

 anniversary of the 

United Nations Industrial Development Organisation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

 

This document has been produced without formal United Nations editing. The designations 

employed and the presentation of the material in this document do not imply the expression of any 

opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development 

Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its 

authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or 

degree of development. Designations such as  “developed”, “industrialized” and “developing” are 

intended for statistical convenience and do not necessarily express a judgment about the stage 

reached by a particular country or area in the development process. Mention of firm names or 

commercial products does not constitute an endorsement by UNIDO. 

 

 

 

FAIR USE POLICY 

 

Any part of this publication may be quoted and referenced for educational and research purposes 

without additional permission from UNIDO. However, those who make use of quoting and 

referencing this publication are requested to follow the Fair Use Policy of giving due credit to 

UNIDO. 

 

 

CONTACT 

 

Please contact publications@unido.org for further information concerning UNIDO publications. 

 

For more information about UNIDO, please visit us at www.unido.org  

mailto:publications@unido.org
http://www.unido.org/


?|: 

.•M'í 

«fifc 

W' 

í&*: 

-';:^-' Ï;. ' '•"••(':':: •mi 
-   \\.¿: ...:;.;:.V.^-::í.:V7;: 
:»•;,-/:•;     ";^',«\v..V''í.-J-:;S; olí 

'-.;:Ví; :••• 

^':..t:oriP £;íwll 
.-•v.•:..-.'.-;'.•''••.•   :;;.;-;*:: 

w; *fs;l 

?,J/.:^: v/í^íVi^Sía ÄÄi 
--' :•;•:" V-'A¡"^;?í;í -g-i 

•.•;.•••>. - :•-;•/•'.¿íí 

";;•'••'• HvK^:,"' -•- -::á 
.-    ; íi 

=;v.fv 

•;W 



HIT   ¿D        NATION- 

Centre   fer Industrial  Development January  l^ot 

Symposiuœ on Industrial Development in Afrioa 
Cairo,  27 January - 10 February 19€€ 

CID/SÏMP.B./!^ 

¡anglisti 

For Parti oí pant s Only 

if. It • tit It» -©©iiitt»lfwft* 

fó.tto63ì 



CONTENTS 

Page s 

Inducements for Industrial levelcpments 
i»hen are  they worthwhile?« • 

What benefit is being gained?  

(a)    Industrio 1 development with local resources.«. 

(I;    Industrial development with cu>-+-intial 
external renouroee  

What are the effect;.; of the different types of 
inducement?. .»...••.•.•••..«»•••*••.•.....•«...•••••• 

s 

(i)    Protective tariffo..,. ....»....*.*•.«••» 

(li; Quantitative Restrictions»*.••*..«*>••••«••••• 

(ill) Customs Fe funds and Duty Exempt ions. ««•«...«« 

(iv)   Market Monopoly««....... .,.,.••...••..• 

(v)     lax concessions«..,...*.*.»......».*•••..«.»• 

(vi)   Grants and Loan«»«*»*..*.*  

(vii) Previ3lon of Building Site«  
* 

(vili) Factories to Let* .....**•••*...*.. 

( ix)      Guarantees* «... * ••** 

Conclusion - Do the benefits justify the inducement?. 

appendix I............. ............«.*.••.*..*. 

Appendix II*»*••*...».••*.*•.••»..••».,*•••• • *•• 

1-2 

-    2 

2-6 

6   -    7 

- 7 

7 - 9 

9 - It 

10 - 11 

11 - 12 

12 - 13 

- 13" 

13 - 14 

14 - 15 

-15 

15 - 1Î 

18 - 23 

24 - 29 



ViKjjji kkb, TH&Y rtOhTl: ..li LLXìV 

1.  rsveloping and predominantly agricultural ¿c ur.tr:.-.;>; nearly ni i 
seek to promote industries. The reasons for 'heir doing this aru 
obvious, They see that the high-income oountritM ar* , with fr-w ¿xeo^tions, 

I all induetrialized: they also aee that rcanufuìturir.*' industry suffers * 
I far less than agriculture from market prie« fluctuations, ir.-]'ir. addition 
i is at little risk f^ora the weather. Small wonder they wish tu jutr.p en 
» ti.-* industrial bandwagon and are prepared to make considerable aa^rifiiv-o 
I in cxi^  to acquire industrial development. hhether the »aerifies are 

justified depends on a fairly complex set of factors. This paper attc-mpte 
to formulate a theory embracing at least the main factors. 

?,       Cause and effect are here closely intervovtr;. Kur.d;nr.tnUliy wh.-a thr 
high-income countries have io a great deal of capital per porsrn' - not 
all in physical form, some of it being in the fern of education and 
training, and some in the form of developed social organiza ti or..  ith 
this high capitalization they have been able to develop industry either 
instead cf or in addition to agriculture. But this does not me'n i,t.ut 
developing countries should postpone '•  ^ustrial development until ile ir 
rate of saving hi.a risen to a level approaching that of the wealthier 
countries, and still lebe until ¡,heir capital per head has matched such 
a level. For industrial development itself fosters capital formation 
which might otherwise not take place. There are several reasons why 
thìe io so. 

3.  First of all, the opportunity to invest in manufacturing may well 
encourage some people to save and invest who otherwise would "not have 
saved at all or as much. Second, th'. profits of a uuceessful in.luutry 
can usually he ploughed back easily into an expansion of the same li ne- 
rf manufacture, whereas reinvestment of farm profite :iuy oaoily bo inhi- 
bited by problems of land tenure or by technical oonaervi-tism, or both, 
ihird, the existence of successful manufacturing enterprises in -u. under- 
developed country tends to attract external enterprises with oxterral 
capital to go there. (Admittedly this third effect might also be achieved 
by plantation agriculture, but in practiOt the scope for foreign plantation 
companies is often limited, for several rtaaonai. 

Author's Note 

The author wishes to acknclwedgu the help he has received from «Jir-cunsiora 
in thi? field with Mr. ¿. H. Cownie and with Professors Paul Clark and 
I'hilip •••;.  Bell and others at kakerere ür.ivcrr.ity College.  They dt-  ret ywV<r 
necessarily a*r<=e with tho aathcr'c v;,.»;c .-.xpriîssc 1 htrn, «-hiuh nr- Ukcwiso 
not neaejoariiy Miare J by tno L'r.itsd '.ir.t ir.,¡K i,  .nt.i c-'.» J /vceir:ttlí.^ r(.:,ri f.r 
*¡>: ¡r-r.dn ..;o'v--.rr.m«>r ',. for which he lo v^rkir.-.'. 



" ••••••• --. ;-'^r'r;u;;^;¡i:r;'^^;:^u"ü;"ra.y,c,, 
••••;•••-• •'•'-'• •"      •".•;   .f',r,,-  .!.:• t...cfi'. u> t,i,.,î ^i,.raï 
',;':;"        ff ^  c-f  U.<   Umro.t  *F^  ^  ir.duconxr.t.   *,.d  ir  

Ít..l I Vl'JUili    JM¡ t,    ^      -i-'-    i *--•<•*••«• 

..hut   :-i.v:l".t  U- »u ir.*? »tuir.wi't 

¿tul r.,Ur.,ra «Ifurc,  in th.: »uul .«...      ;    £• »• *« ~  ¿0trtt»U«. 
i,,«., tukiw -•^v-•"rii

i r0bvi : ¿; ; ^ ¡,»..1» *. ««. 

t.ato  .îorair.tlo fer industry. 

,l *i* te •"»«?»* ^"S^i ;   'eh can ta <,«»««* ir. « «»- 

en quantitative estimates and partly or. judge««»». 

¡ïïïïTn"^î^ r-our«:, and (b) *hore the« .iU be * .ubatantial 
proportion of resources coming in from outside. 

(a) 

8. 

industrial ¿nvelcrment y*»-»'  ^"^  resources 

ïhiijs will inevitabi- 

li    divert resources froir. other production, and/cr 

(^    divert n.üourot-3 fren consumption, and/or 

{o:    trine into preiuotiv* uae resources which would otherwise 
have tton idi'-» 

.\ 

It  it; ¿lac quite oonceivatle that  it nay»- 

-.1)    put *ntc   lieuse ootnc r^curoea previously  utilised, 

Ar; i  Li"  ccurc.  ir.  rr^ti.o V..er«   i« likely tr t. it acrr.M.r.a tion of these 
vu-ici..'  , r'r'-.jt,;. 



•\ ,Ir- 'Toct ••ic^lrpir.r countries the only reai urcv wl.iei. it ^ , 
salely assume J would otherwise- re iJie en u 1HT& «cale is ..r.VIi, 
labour, Skilled latour cf meet serto in likrly tc ^ -c'-riv "-V T' 
nrre highly trained the «career. This «careity, howevcr/ic rJll'-' 
anortase of the capital required for inveetme-t ir. education awi t. 
training,   as distirjt  fren a shortage  of trainale petple. 

;hr.ioal 

lu.     oorre-hat  the-   same considerations apply  to land.     Even  if a cour t ry 
has plenty ci wiae  open cpaees,   land for industrial  sited usually remire* 
considerarle investment in tranapcrt and other f^ilitico.    'Wi-wr *r-  
lustrial sites -ill  often fee in populous districts where  land would  t* ' 
used lor other purposes if r.ot used for industry. 

U*    *f  fcr "i'ital.   iMiuctri.a  expansion ¡r.ay certainly  attrae*  ir t. 
capital  expenditure   some resources «mich w ,uid othc rw< r,o  have  »-.   »   re- 
sumed.    There are at  least  two reasons why this to  tc   be  «.xpecUd.     ..ir«»* 
the people with a margin of wealth to either consume cr  inv. ut ai-  ir     ' "' 
many developing course  to to  found in or near the   towni».    It th« y 'ir.vcL,, 
ir._ manufacture,  the  ''actcry can be located  »here they can so. i^r th m- 
se-.ves how the  investment  is  reing managed,     Ueccnd,   inductrial a.votii are 
il r;eei  be likely to be sore saleable than investment  in agri cu] tur-. . 

1¡¿.    There ig a good chance that  industrial development will gtvt. c».pt-r- 
.anitieo to individual enterprise which would otterwioj hnve found ro 
cutlet.    ¿hie may be because of greater difficulty in obtaining ¿and for 
apiculture- than for industry,  or it may toe a ruttar cf individual 1,-u- 
tudo for particular typea cf activity, 

ìli .Noyer*hela60f  I« £Pite of the fact that industrial  develops  i; 
•ïv       ;° tring into Pla^ SCffie resources which would otherwin* ¡,aVl.  fc,,.r 

cither idle or consumed, it is generally speaking likely tnat it-veíop^rt 

iînt   ;CfvreS0UïCt>y Win dÌVert  SOme ;îa»ital>  °«* enterppi«,., acme 
•killed labour, from agriculture or other economic activities.   This 

iZl       l»T  *T neCessarily be a iirfcct withdrawal  cf resource already 
t\T*\   I?dfie,dJ

in m&'V caBe8 that would be impasible,   for capital  in- 
vested in breaking-in land,  entsrpriee committed to now farms, and tech- 
nical or managerial .kill engagée'  m agriculture, could not al.il, bo 
u2£îï;V0 indU8t,yV The i«Pcrtant diversion is that of the flow of un- 
fitted resources which vfould go into agriculture or some other sector, 
e.g. commerce or mining, if industrial development was absent. 

14.    However,  even if industrial development does not mobilise ar.y UBUCM 

ïrZC«t.n    CPerat<í: ^CÍly Wltb '•««"•• diverted from exi.tiL u360t it may still represent on balance a gam to the country.    Indeed, if 

reDrealntT^Ì^00^3 ^f*•81* **»r« is a presumption that it will 
represent a pin.    The practical problea i0 how to decide whether thw 
will be a gain in inducing industrial development which would not ot-vr- 
wise occur spontaneously. ' 
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r -rr    '• r**u  fcr this purpose starts with i.r. ostinata 
'"r;   '1- t:;;t  H: rlaL  in rational   inecce,   net   just tac 

- :;;G: T^  in noa£uraH6)  tut BaUurei»r.t «V  - -***/ 
ír;  relief vai iing the output  of a lev^cpr^t.    . 
- tUK-   *r        \v^f< ro^lvin* tariff irretir:,  it   «  T- 
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the 
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-.:.<vur.l  pu.-.c;/  vvuich  ca:   -a-uj   -t     • urac*ioal  i^ou». uisc -"her. 
..^•••rurv rrv.lu.ticu of  the   yrruust.     It  io * yrai. iw»    ir|ir.jf,cturfa# 
•-M^crt,  .strictir-r.u ou luxury gecic otitnu^W tu.*r  iuw 

,,„, ,,.n,Pn.r crr.ot. «r ^^^^'^aft^uc. 
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l.      i  i,';r. 

rrcir*uitioi.ui-e«     »"^ *^  

.|.f.fi.   '¡r.J   Ji.^.riki'tive   tradec. 

,    v   .tT-,t^  cf -uruf 3turn.g induotxy  ib ctioulcting othíir ,,oc.r,Jur>  . luotb  cf ^ui^ « ^^ ^^^    These 

7ítJr7 ^ "J  .Sari'  ¡ff    to, vertically relata industrie,. 
T , -r.,  uÎ'tîîcot6 ir: ierncnötrating to other entrepreneur* 
^M»;:..i:Ì*ì ^rtiaul,r n,r^t or a ^rticuUr country.    Ih«e 

•• X- clr rowever oelôom be foreseen with any accuracy, and 
t:lî   etc tar. ho <feyer - oontributâ sutetant^lly to the 

ri^ïXîrlaî1 'Ä^tl 11^4 developoent» are *ncwn to 

•i. 

rl     -¡..i.SI' 

t 1      t- v.   ; 

:;U :L -h- 
Üu,    •..••!•• 

. . t    ;• 

,-t-   .+ -  t-   »•• a-'^^acl will etiler« to meacurabifc in t«si-oc 
í;^. ^t«i.   fr-r'rfcUor.ul  income,   >v*.i. thougn they may 

M. %:X,^tc,*iv, static*,    r** importance te re 

trícete  ft ili  tnui- 

t   t » 

>.   -- ratttr of   iua^ement«    TViis is ali 
"•"r-' ^nW-imr carefully ^t their impact ie likely to be, 

H ^ V>U  b: quite   lifferent in different oocietice. 



^p 

?C •    For example,   in a peasant  agricultural  society with  few i r M 
landlords  the  effect cf industrial development will v«ry  prrtably   r« 
to  increase the inequality of incoro and wealth-diatribution,   t,v 
creating a few wealthy industrialists and a small   technical  middle 
class.    Cn the other hand in an  agricultural society with  omul]  t,r,aí,t   f 
farmers and large land-owners  industrialization may well   bring .-t nv    1   v< 1- 
ling-up,  by providing a variety of employments  other than agri cui tur«-, 
some  of then, relatively well  paid.     This rr.ay  te  true even  if the  land- 
owners themselves also becone  the  industrialista. 

21. Again,   the  effect nr.  total  employment rr.ay vary  from cao-,-  ti   ,.-:.. • . 
In light or medium industry  the amount  of capital  re;uir--d  ¡n.r • s., li-.y. . 
is commonly around £2,oCC,   and may well be more,     u^hia ncgltau-  If fr:.-       « 
structure investment in e.g.  communications,  which can be very laryv   . 
*f all the capital for the industrial investment,  or evtn SOB.', a' it, 
has leen diverted from lesa  capitalized developments the  ir -iartria¿ 
development may well reduce  total employment. 

22. Another indeterminate result is the effect of creating larger 
aggregations of population.    This makes it possible to provide armo 
services which cannot be afforded, or cannot be oo good,  in a scatt 
rural community.    Piped water,  electricity, and cchoolB within rea.-, 
walking distance are examples coming to mind at once.    Or; the other 
these pcssibilitie    are often not carried into reality for a long t 
except for a minority of the town dwellers, and in practice urban 
squalor commonly results from the early stages of industrial growth 
enclaves of industrial development generate stresses between the U 
dwellers and the rural population. 

¡nable 
hand 

Í.K1U 

,   Wh i 1 n 
wr. 

23. Other social effects are more clearly known either to be btru-t'i oial 
or the reverso.    Cn the positive side are,  for example,  greater sturi] Uy 
cf the rational ir.ccms, wider choice of occupations for the; indivi tuai, 
the stimulating affects of wider specialization and a growing cash 
«ccnomy,  and the training effects tf industry in spreading skills.    Cn 
the negative  side are such effects as new occupational disc-user and 
dangers,  the risk to the individual of losing his  job, ana the aocln.1 
disruption engendered by the movement of many people from stable rural 
communities to a new and less secure urban life. 

24. Clearly many cf these 3ocial effects need not be taken as wholly 
exogenous factors for an industrial programme.    They can be s'ii'ntrjr.ti *:Hy 
modified by deliberate action, both public and private.    Indt->.-d in.. 
feasibility cf such modification may he important  in assessing «*.«;*,.= r   ' 
a particular  industrial development in wcrthwnil«. 

or. >    The more th-t industrial deveHpiu»nt  iepends on the* diversion of 
local resources from other productive activities,  the great-r :a likely 
to bd  the significarle*; of the  social e ffectc in  iott,mining whether 
there is a gain to total national welfare.    Conversely the r.v,rt. it   iraw;.., 



UCüí,   tU   li--1-  t!^  relativ*   :r.:-crtar.uo 

•rrial  offris.      .hero,  howev-r,   ,;iK^t..,.u.   ic-i   x; it- , 

fi'oin  <">' 

ri' t e tr.c-.t ,-!U.  rvùr^nti^   ^xt..rr.r.I  ri sources 

•    • •      „, ^-T..    T-i-lv ir- rr.ii.vl  i*- external   oatit'.i, 
"*"•     :r  '.^  íír-V-;;r  ;"l    ,   •     ri"  et,„>   le vc-ry Upcrtur.t toc. 

V     Likoly 1'-   •- •: e imitant. 

*•• ,.- -   .,,n.,ni-.-'rr   that the  addition < f 

<r   Vf-   trini-« 

tiv'Utfht  ir. ru-c   I ik.c i.y 
wi  are  Vkoly 

xterr.M 

ili irjr» ..:t ir.jcn.e, M cous-: iv^ io,- r 
r.«. T-r VP.-'IV. .'it.d tut, ¡real ì^sourcof 
,P...T^   .^ly, ir.crfiaBfi  ir. production n.ay  Vo 

l*  '*   ^   i,::::  LCarC"   M't   i/îor-  rrt fellow that  the   e nu.try  tf 
'•V'"?:" ZlXwZ** al   'oí °^ ¿he r^or prrtic, m   tLic  Urefit.      J 
;{ dUoii uu.-*ii^ >- > -..+„-*-.-  t- tlif   various* r* y'-rues,  ci. 
;h,  ^rcrut will   lli;K-r.d or.  ^" *;£";; ^./^^ taxation,  locai  authorit. 
fe.f>   ti., wT u,,i ^lary raus,  ccm ,ny ani in ^ luUfcr f   ^ 

tVr   lut.-i  ari-i  lccul  materiale. 

•• -i- rprf-oarv tr, estimate what net  increase there 
•8V   "ìift    *• re»i*d ¿IS -rritorv.    Thie involves associne 

!'?.-; er?   11      ^ e ^! Valso involve, the probi«, of valuir* 

^-^'V   .r-r^'cn- frr-n a factory U found to Ve all,  er nearly ali, 
'V'r  xr'C :"   -.r- ;-»     o    or little, ioreaco of other production m th. 
rC  r;^Mc^. n^^iuL'of ra^c,  iivcroion; then the rétive 
vjf-rf.o.j  'i   -t-  •   ' p., .trr- detbrrire tt^ ah&reu which í?o tu thfe 

country ct   l«-C-.*»o..  and  tc   ;»*   •^;r ,e  in lRcoffit   U fflUch 1 
;t.  ti-.,. c^L-r i.ar.d,   .-.uppr-«   -h t  ta    r^    -    •      %_  .., u,(H„iA,iai   factcra 

w     .,    ,rc .  ir'r^L^  hut'that the return« to individual   factor. 
JrJ!;::   Tl^r, th!"ch,k ^ine to external acarees cf capital and 

::;^f »Hi  ie a i^/^Vcrtion of the not increase in incc.aj 
"l ! ¡n anfavcur.hl,  cane the whole net increase .nay go to the .xtcrnal 

¡acure».. 

v .   -.„„ .  -io  hv rr mears  impossible.     It  ccull 
;•,,.    :-,uch a,. •.*';«te* J;C(

b* r;cn ^"-n'l capital and ert.rpri» 

•"""•••/^ "Tït"-      il      -XrSl^ff V, drawing th. freo 
rí.íírui ..«••! .*J]   it-  .-Kj.ii-a ar »   «       6 ld      t then empie;' thoir 

'Ti!:'ar¿nt« f; ^.. * ***• -»"• » -if rsUy 
r.»:t   ir.cre^-c   Lr.  total  ..nui.t     j.t .»Irrpd.     It Bi^ht even te  leso» 

ii -,.-   *i ».   nTV'tif"   TC mi. utí3 ¿ acro'.'j#     j." i«'*©*« * 

.\;\.^SrTtÎ.rr0U,ir4u!;iA.».ïut «U» and *.ll.V**i«- 
<--f  M ., xictiiv ar.'i  ti.  r^-Ar enterprises. 



},t.     Àltixugh   uuch   a   caia    t;.?j.y   ti.iy   f.^'M'   :•:..:•   l.y-.   t    v-..:     - tr. A • 1. -. 
i i;  sellorn au  ir.claat.io uc  ali   U,:,t,   r.-_v  rM;>..i...:   ..s    u. ;>,.. r i .:.. .. 
the   importane*.-  of r. ;t   t,ak.ir.a; f<.'r /jr;-t. UÌ   t:..'.  • /t.. n...l    :a.i'    i 
enterprise invoatoi   la  industry is ;.>_ a.;.;s;. raiy a .v.r.'.-.. •,.    >.    •- 
cour, try cf loca tin; . 

t) • 

31. ïhc social efftetc of „a:Valrpmt.r: t -iii. ^xtura.d ;•• .-< .r>>. ¡' ara. 
urlikoly te iifftr from ta o H o of Jovcic^Ki.r. t »"iti. leccai rasi uj-i:,..--, 
though the demo-rit muy attract ttore attortici, iaaol'ar as th-.,y an 
attributable  to txtornal  -.r.tre preneurs. 

V.     ;ìc   i\. r,   the  analysis has   ro-..r.  Ci>neo-n i 1   vili.   U.»   a. :a   -.-v.. ¡.i < •' 
the   -.et •••a.lfaro  .¡irt-ctly or  li.iiroctiy -iri:-:ira* five, tl.-    Lí..I<. -i i\ .. 
dovei r friert   itra-lf,     i'ht.- noxt  o/jeatior. is  ti..-.  t-.-fi\-, ',s if   it.da.; i..-• « : 
A'hieh arc ,nv-.;:.  to  fwsWr  iudustri.il.  ^'A. lrp!¡ u.t,  ;i.i t,l... ;•  : y   !;,•-,   . :• 
dXpati'iato  oppiti.i   ai, i i-'r.torprii'.t!.     .>'U¡h   Li.-.i ¡o..:!.-:.ts  'aki   . > v. r-;l   :'•• v • 
ail  cf  thex  liable   ir. ano 'va.y  ur auothar  to   i...       h.rl..¡i   i<r.   ti.-     -r Unary 
citi¿en ir. his  capacity ac consumer,   taxpayer ir  if iL, 

-hat arethe- effects cf tap different   typç-c  ^ T ir.ductjir.tT.t? 

33»    There aro nino main typos r*' inducono».t   cotmon'l.y of f. n.. d.~ 

(i) 
a) 
iii) 

(ivi' 
('v' 
(vi), 
(vii; 
(vili) 
fix: 

proteo!ivo tariffs 
quantitative restiictions on infortì' 
remission rr refund of cuotorr.n   lutici 
market monopoly 
tax coruessicuH 
grants and loans 
prevision of building site o 
provision of factory ïuil Hr^a', 
guarantoes. 

34t    The différent  offaoti-; of • h^  v... vir..*-.;   ',/p.js of indue-.-:.'.- i. *   -*.i. :.-. l;;t. 
he assessed,   liko  tue not  ber... fi'ri,   in  t,,n.\:-. of  ro..< '-re«   ..s     »! I  r-wu-i. 
to factors» 

'i)    Protective tariffe 

35»    The incediate ani ik-st obvious effect of a protective  tariff a.'  that 
it places a burden on consumen; hy increasing thoir cost  • f  living. 
That however dcea not ¡near; that th--  caci ifi co io impec-d or.  t-no '.'.hido 
ccttffiunity.    Certainly,  cnnsunv.rs who .¿till   toy tho .¡i.ipt ••>.<d /-oodr; ar.. 
paying more  by way of  iuty, but  this -jjttra sum iw a trar.sfor puyi^a t.  <,u 
the tax authority,    '.'hether tino «vil 1  increase or Jocvaco  tutu  M. i faro- 
la indeterminate.     Cormumers who  ruy   the-  local  producta,  higher priced 
hut with no duty,   car» to riardo Ì ;-o n.akiug  tht-  . piivaloot  of   ¿ trar.of'.r 
payrr.ent being the GXCCHU ahov-j  the, duty-'.'re-;  !rrp(>rt pricf.. 



-ñ- 

i\ 

• t.; 

ufJ--' 

 ,,   , fí-,c*   or.  income  will  thon depend en   the  uae of 
'••'•'-'"""•;   " ,   .,      rrturns paid fer external 

""::'"    icc.l  preaueors cf the  detected goods,     ino  total 
'   .'•.   :.'     u ^odifi^  net  cr.ly ty the social  considerations 

•^t:.,ZCzrt*±<i -  ¿?.  ^evo,   tut  also ty the  sort of  indivi- 
^•iv^'-ö r*  -h.r pri—  and the  sort to whom the rotuna 
^roeH:,  paid.    If for example    duty - a luxury import 

•   ioc-1  -eduction by unskilled people otherwise unemployed 
^l^'al'capital  not otherwise available,   then there  is a 
r>rtirty  that  total welfare will  increase.    Cor.v,rsel,,   it 
'"t-lu    ^ ,. . .,  ,.,.• J--1..    ouf-h  a**  food or ccttcn cloth, vvV   imv fn 3ctr,ethini?- used '.•-j.dcly,   -acri a. iouu u   w 

I',   vv  -v.strrent  in  capital-intensive  projects by local 
;rì:;'thlrt io an equally strong probability of a decrease  m 
for,,       if  t.ese  people nould otherwise have invented m sorne- 
/the  prcrjuir.ption of a welfare decrease  U oven stronger, 

^      T._€   ure -,cw.ver only the  immediate resulte of protective tariffs. 
•Jh^7ïreL immediate effects the longer-term effect, are unlikely 
tc"be verse,   and my well be bettor,   for two reaeono. 

VÒ      -e firct reason io the chance that a new industry will trigger 
eff ^: d"aoFnent"of others.    The  aeoond rea.cn ie the normal infant 

! luirv  74      The local  infant it duotry may take many yeai'e to become 
^Uivt^ith^porta if it „al* cam*j avoid elative in^oienoy, 

„ „..u^.txMt«      «use    h,    U us gg^;* pppcrturdUeD if xty 

uT!Ä rí  ih-!  V«i¡ rf ti» »«1- «f Prouu5tiur. require !» the „cet 

advanced technology. 

•. it line i 
iualB "'he 
for local 
stimulate 
ani  v/ith 
.:'. ror.f"  pr 
H   protect 
r-ti :".ula t." 
voaithy  p 
tof:.l  '"el 
thir.g >-lt 

r-      ^vproflv    however there is the poesihility that a high protective 
tarif? 7 aT^e^e ¡¿d may diaSoura«. th. daralepKct of indus- 

tri« •p. for whi it  is an input. 

V.    Tlu-re  is also the theoretical  feasibility that xf some of tne 
luti   ri    -ood~ nottinu. to come in, as they commoBly do, the tarxtf 
" v i\wve th.; : ^ cf trade, depending on relative elaatieiUea of 
a,a.\   lDpr-ve   in. represent a gain to the country as a who^fit 

•r ui:"^ to the extent _that ^e i.ports^ continuerez 

it *   thus  it  i.- an „Iterative,  not -n addition,  to possible gaine fro© 

incal  rr.t«r.ur^t".r..  of iapcrt  substitute». 

U 
-,      ••  ^ wcrth notine the possible results on external trade,    in » 
rWrapii  ¿vcloient industrialization lo as likely tc  increase 
i;;.;.     • Zr  *«*, tLn», brause of the need for machinery, Wontnt« 

.7 !:;_; 31;. :Vr the new ^^«63.    Subsequently, at a much higher 



riapre   of Industria lirat.ir t.,   •, ru"U   rr.ay  ::xvt   'iwa'ii' 
ration  ir. a 1 Vai'. OC J cnr.c iCiry, '-h'.: li VII.'. •m,   irr, ter .'. a 
tutior. rr. ir'-ht   cut   te tul   impertí.;.     TL».   Ir.ili v i <ì ' ¡--: 1   .-r.ull   cur.try   ru-i.tiy 
regards iti-   prodi, etiti,  cf  ^ rr.pt r'.   ¡ruhst ; tutu r  uu   ter   urraj ]   te.   it.t'. u, :u> 
the  world's  power  tr,   purcha:;,*-   i + c  oxperts.     ¡Mit  whur. rr.L-ut   i<.-.v.rp'.r" 
countries are   tending te  malto   ti.«   surne  ausun.pt : 01.,   then  ci uurly   thu 
trend toward a  import   substitut U n  must,   to   th-  extu.t  that   it   cut:--   tir 
import  Mil,   Lit  ti.o   importing P'""-r  of  ti,, Ir  tradìr.p; partner.''.     ih:;- 
will   of itself tend   to   put  sunt;  resources;   it;  under i^v.-lc pod   countries 
cut  of use. 

ìlei,  .he. s 

imports hut   not ite experto,   it  ir.u.. :   t«   retiti:., "re.J   that  thi.-;  irr. pi i eu 
yjLccí ed  ir.   ?uttiof-y  i t 

at  thi 
orur.:-.   it   ii-  ;:urt   reducios  its 

borrowing'.     It would   re   i^fi Ic r at 1 ,   ¡Vr a-.,y   1-'v- lopin,-" ••( un try   U 
be using productive   ru-eurcee,   .;iu   -t   I.-a   *  of -vn'. :h would   ppitatiy  b« 
scarce, tr   io this  a,-' a.  t »rtaan^nt ¡'•.•••t JV ( I' „tu   t.'-i*.  tut tut.. 

42i     ¿ven for the   ir.didivual  country 
imp 
it,  io lending alrroad  'unies,   c 

\ 

A':•    Thua a rigereus  uualysiu v-vuld   tak-   aev.t.t.  c 1"  the  feet   tnat   td.f 
direct local  of l'eut.:  cd" hrin^in^ some resnure-. o   into productive us« ti 
replace imports n.ay  sect.er rr later  to cf:Vut  by  tr,.-   indirect  tt';'n:t 
that  other,   export   producing,   i'-cal   r-er.eur.*. ...  ji-,.   pu!, od  ci'   a.u.. 
Thin nay or may r.r t   tu.- advar tu^eo u>  depend i r.f; .:. "he-tl.i.r  the-   liivct 
prcluctirr. cf local  noede,  rather than  pr'duc tien  ly expert in," and 
importing,   in the  lcr.y run cor.triVuteu more or l~-..;v to total  weifa.-o. 
but  in any oauo the  probability is that as feut  ~.z nuh-.titutf-s arc  pro- 
duced forborne imperta,  any crt.s-^tjuer.t  supplies ti"  frrebn. exehar.,"-'.   vili 
be 3 pent on r.ev type o of import,   so  that for n.r-.-.t d v.-lopins uc-»-r. * ri   •-'   it 
its likely that these  complication?!  can be  i/T.orod, 

44»    Raining a tariff to he really prct  ctivc will  almost  cert-Mii.lj   ; =«*I 
the government'a customs revenue.    Tho ro/ti.i¡tj  loso  in some ti in P. r. fori1*, i 
to as if it "/ero  itself the cost  of attract ir,-  industry.     J. t  r • •-.-i 
be said that   this  in really a o.roor.dary cor.,- id- r itior..    If  i*   c-<  . ! 
assumed that £OV'îirrcer.tu always startod with  tho most   iesir- Ht  f 
of taxation  first,   then   there would   to  MUCIO   i : cad VîT.". ..•-••   it.  Jr i\-. f..' 
replace the  lost revenue  by  tuxir.f ;-oti. thing el so«     ,'ut   thi.;   ir. a  ï'.r 
aacimptiún to make.    Customs duties are a crudo rc£rfir¡fúvw  fr-rn, of taxât i 't. 
except to the extent that they boar more heavily on luxury ^ocdu,      h^n 
customs lutier, can no longer bo roliol on to  provide ttie nr.run  rjcur';^ 
of reverme,  thir, will  utimulat-i wb Icone f rt Bh thinking on  t-iX ¡structur.-» 

ar"iy 

i:,.'. 
t r 

' ii .     ^uan^itat.ive iteatrictions 

45»    Taking quantitative restrictions  to incluue  both in.ptrt   4m-tu,', 
limited by volume or value and  coenri-jto  irr.pcrt   tar,!-:,  th..'.r -;if. od.   ur< 
basically the  Game  an  those of a  protective  tariff»     L'i c  joni'.uu.<.r:   jr>; 
again in effect making1 a  special  paynei.t  to  local  pre- i'n-.^vr to r...ic- so:r.-.- 



ti.t irr.^r* i   artici«. •o.li  ULLVV   t.er,   v;itt.   ti.*  cur.- 
        c.r    tr,   nuti.nal   inec-o  ani  tntai   --.IfuV-,.     --^  ic 

.uerii   -~i.i —  "•     t„riff,   w    <,vlt   tno.>-   Mie   10 r.uv, 
-Wr  iii'fvr-n^    froc  prcUctiv,   tarila  ...   —- 

^  ...    +V l  i ir i t     i     lna¡.tlTj     Oí     it't'li l'-'J   i>v 
l,y 

payti...r.t  to ti. ti 
î.'-r'tv   "urlcr.3 the authority   selli  iir.pcr C-^ 

¿iv;! ¡iaVtix  benefit  of  ti,,  low^r ^ric* 
;!..    ccr.cur.or~ n.^y  ir.  tact   -¡.ORIòCI     -    - <-   « •- likely that the   ix- 
ef  tL.   lir.iUi   iuar.tity ci   import.,»  bit it  i- mor.  li^AJ  • 
t;rtc"rs rr  aUtritutcrs  or oeth will  fco th* b.nef xcian«. 

-      -v-r-    -   ^o ar  important  practical difference  oet-obr. a protec- 
4*,.     Ui^rc  ^  »i-c  ~r-  ^^.       v^fT.4Ptiorü.      'hila  the former doec 
M,,,   tisr^ï ari   ¡uai.titative  restriction«.      ltUD   w" , ,l!nlit„ UVj  tar",,     .,"l;1,+,/     - p.    tr   respcr-oe to changée in  prie*- or quality, 
allfw ace* floxicxlity,  «.g.  lr. rfe;^        ln f*ct b6 ŒOre restrictive 
fr>.  latter imposes a  ri^il limit,  Ata CL :r*y n» **»*«. 
tn*  lanci   x-t .„:4.v,   tra desire degree  of protection ícr  iccai than ic r.uc^soary tc ach^-vt.  trw at...« -<¿ ^» 
industria". 

„iii       f.ur.t^tr.j ncfar.de and ' uty  Exerr.pt ior, s 

„-      -•  - T-itc  orirmon practice for ar. imported raw material or ooo- 
4i'-,; Si    ]    cc 1 Manufacture, and liable to ouetc» duty, to te pcr.cnt  Uìjcd  ~i.   ^.t/C-i.  .liai.i**   v. » ,i..*»       i.»ilir     tr**   nrouuceìre -, i.¿„i     .„«nHíir   rr rf fura  CI   uUty#     Aguxi-,    n--   I'AV» 
íriven *hclo or partial .^^c cr^aflft comet>IRg ^  costly than the 

r^t •• Vit: i-, «for '.í-estive tariff,  except for two differences 

which car. r-  4.^- significant, 

.-i       -v     r-^t   livrer,.,, is  that castorio refunde of this nature on 
?!   .^er    4 ;;"U    ríV-t,! in order tc «.ke a protective    ar    í 
r'ít!    tal,3..1 . ;,::tr   .tur--   i- Vrt mrr¿ effective.     The mora  tne iutiahxt 
m  th-  ruil.:   •!'r-t.i-'t^;-.f-;;t

IJll.ct    ^.   mcrù valuatle is th= cuütc.33 re 

^'S •7-,,v;;.i '•;;.; í îoï« ¿^ fc.i.^ e^i th, i«3 ^ 
1 ,::!   ;    :  ;      :    ,: i„ to t.,- country of location.    In aonö 
^-ir-  'r"    l--   ""vr   rr r  -ir--  •v ti allevai er. ÍT.portel empeñéis 
••u;:-s -^y •.rr"í:'r,r;.:rl:.ví*;:-;iiy ••itu notn^ «u^ of ucai on.^ 

' * .-„-i,.  ..„„in     -v,r the inuentivt-sä ^vwti tc  - *ca a nw* 
:-/r^v *"ï.'^rî  "to'ir^il urtale,  dependió on the cognation 
Sv   •    S   i,    "ri reward, to f-otora - a.«,   if many unexplcycd ar. 
pût   ii-.-orH  art. a relatively lev capitalisation. 

t=i.y; 

L:C\ 

»ti.   ti.. 
i i ,v' J     t 

U:.   r.;t 

....^..r^  v.rlfcal  „reduction  ecce not from the  cor.juswr 
.t;:";;";^^^^.^^ tariff,, ^t fn» the t,axPuy^ 
T'   ", ..j ... ••!•(•-   tr.fr.,  taxpaycra or. wiicis falls the extra 

:;• ;.Xirr icca"l  ic-ktxy in tr.iu ^ arc lik.ly to iiffor 
f., ,.!  f f .1, 

f  t' f  prt. t«. ctivti xarn 

V • 
_r, •,...   ,\v  r:. 

fit.-   tL. 

ï.n  r-t rí 

in   *hr- O'i 

ne-v.-iiv rl* the   .-coi.oir.io 
.-t   e:' a prot.-ctivc   J'ity 



er  oí'  quantitàt iv,  r^triot .ci.c, 

IV .¡arket„xt.opel;/ 
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SI» Manufacturer*», btth locai nni foreign» ¿tartina up ne 'ine 
manufacture in d>;-velopinf oc untried often a.:k for uomo derive e 
pc-ly posi tier.. Coiv.cnly what is stipulated ir, both a formel .- 
tien on the local manufacture of similar ¿feeds, plus a suintant 
protective tariff cr quantità.live restriction, or both. The ba 
this cazt- is usually that the market is too small for two or mo 
plants, and that censequer.tly if two or mere start up competiti 
force pricee below average cost, or prise fixing will restrict 
revenues,   until   all but one gv out cf business, 

rj'2t    The  proposition  that a  particular market is  too pmall  fur meiv  that, 
i.nt.   viable  plant,  buffo  two questions,    i'iret,  its  it too  Binali   in relation 
tc optimum plant  size? The argument   is cften hoard that  a market it:  tuo 
small because the- output cf a. modern plant wo .¡Id »satisfy it.-, nooie in 
a week.     j3ut in  the countries v/itb  the iarg<~ no du m plante th.-.-r-. arc 
usually also many much  smaller plants which continue  to  operate  suoev. r.-;fully4 

'inert   are  good  technical,  commercial and human reason::- why thin  its no, 
and come  at leant of these reasons may apply in u developing country. 
In addi tier, there is the basic difference  it   factor endowment and 
factor rewards - e.g.  in labeur eupply and wugets » • hich can radically 
alter the optimum capital/output ratio and production Bcal*s» 

53«    ïhe  second question which in begged íB the level of protection 
giver.»    A factory may h-ve to be  iesigned for a «cale of operation 
below the  contemporary tecur.ical optimum,  and it can ¡still te a viable 
enterprise given adequate protection by tariff or quantitative  rttitrio- 
tior.u. 

t>4»    T'hue the baaic point ef whether thé market vili support mere; '„hut. 
cr.o  plant   iß not  te be answered airr.ply by inference to  the rncr.t  n.out.rr. 
plants  in  developing countries.    It  is a mere complex question.    J-i+- 
acauiLinß the question can be answered, the worthwhileness of ¿irantintf 
a monopoly can be assessed on the same basis as other inducement a. 

b5*    If the market is too small for more than one plant,  then in the long 
run the monopoly as ouch makes no difference, as the effect of competi- 
tion will  be to eliminate all  but one producer (though in the chort run 
compétition would benefit the consumers through  iepression financed by 
capital loaees).    Then the rea* assessment again depende on tho resource« 
use  and factor-reward pattern»  "md is not modi find by the monopoly. 

56«    If»  however,  the market will  support more than one,  but the pros- 
pective manufacturer stipulates a monopoly as a matter of commercial 
policy,   the aHcotsament  Joes need tj  be modified.    It io reasonable- to 
assistane that tno manufacturer  .vould raice  prismi; and profits above the 
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.   .     i i   t    crt   .r.irv •*  specie   payant   frer. 

1 t   lf ,ai   circurr.nt;ír.ctíü),   there 
-"   „.  g  [C?fV,r where  the narrtet 

rTn^tior. ^here  is the  choice 
•   •       +•> 

.ici.?7 it tf -<' 
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- ¡'<yr 

x'*r    -     '"''•'    ',*""    .   + -rrrnclVt    'T   ¿-Tivin "   tht 

^yï./;:^. r.  te   producer-,  to be m^J 
•u 1  i'-.otf r-r«jwarl  effect 

'. TiA  --t *.-' !-\riri.r 

tj i----- 

,    <r atrial   iPveiopncnt are  of t<vo  tasic 
V.  encouru*   ir.u. rial               '       Uon>   :)rofit or 
arc  r-mi^'-'if-i- f'   -<'1-.   u<* » .,       ^ •v.*--. <••!•   ?.  t:.r-- arc  r-mi^u-i- r*   .r.i...     *» Seme tine e thoro _ 

,J'•'••" J,,., v    noprrpri^tc to the  tax = true tur .    'jC^    ^ecifi-       1 
;,.,.;.„    f.x*   -i." •n'J-.v   £-   s-t>k-rrpi,   „    .    n..-,rp  are  tax rula o desigre-ì «peoni 
;,  a  rír.n,¡a   t,   f.x ^-tttay.     ^ - • »   »i-   :v..DtriPr.t rf profita er both, 
-ily   t,  .t,,.u,.,   nf  inveetnor     o    -;^cfrf(!tn  lepend  or: the   lnp*ot 

...i <-.,f.+ f.v rewari.'t    ir.  p~tr ticuna i  * ,.nur try ci f.r. r:.rvur<je  u-.x   a.J   ¡.-o-ti   * accruing to the   <*Oufc-i¿ 
„n,,lr,   >   ,    *o, ««.rr-l --f^ ^ eltert of t« «or.«.»!«- 
if.^t^r.   % i i 1   1---V---"'.    L^

X1
/   "        , 4   irtarnst ¡.broad.     J-I 

i. "iu   rul-, ,-t -,itt,nc. oí  tfcfit- «£ ».t ^ ^.^ 

W,itfmc  ^   i=  r^^^^ufírníional rifare  than invent - 
,tc.   ar, fcri^ f^¿l 1-" * van .-ff^ corr,0fJy tafte  th. for« c 
,, ttulLUr.t: cr.r.«a.vf-:     lll"u%:?ui reirvôcted ir. th,  country or aleo 
,U  ,r u  ic-vr r.tc  of  tax or. ,r,fit. »^ ;v t„a  physical a.,ot?, or 

,,.rvi,i,^  rcr ^^r\^'- u^" thr Scìe structure cf taxation. 
"• »-th.   l.-r ..«.e*, ct   -   .  r ^ \^0¿    brocJ1y caking th. ¿jic to» 

.x-^/1-,   -i'-   ' i'I,jCt-jU<.V,-;iPf ,.,,,   ¿-, of hie investment in the fir-t 
ir.v..t...    It. «,...- -H,    t,  -Tito c f r^  JL;Í oi fcrv,ard ac3Unn>. 

f!t
:..,' ZJ'Í¿ t     I- til. urur-,t  futuro -ro.3 profit«. 

( 

Lt.Vt ; 

...     .,.•..-,   •,-a to ho   plcurtt-J  tack ir. the sar.elir.ee 
.r. Uta  '^iL   ' "J if.,..   T.fir+  ^f view the heat 

<f   ¡.rcM.Ua,   "M;,.  V*?;-1*    -v.- •£"'     pcfit8 ar¿   oxen.pt   from profit 
<•   '•   ^.v.,U.rt.     ^.-i    J-1..V - J"     «        ar UB than  the  same ocn- 
<r   Lr,-.n,    t«,  th-   ..f^ c.t r^   ,   t "/ x wLlcfc „;cai 5 be  available 

:• ..   ,'i.rtyi   ••  '-f  i-ro.luctioii, 
»vu. „ír-tnn *-hat the gains froa i.   u   M  ^..jortart to make reasonably certain   -n^ 6 

'-.    >t  . r:ly i£   -t  ..-.por»«- coroeo iena,  but aloo it  i- 
-     x*. ri--l   iiVu^f-T.t  ar- "'crtri ti.«,  tax ccr,^ » .     iïlveBtnent 

»•.., t:.   t,r-xr:tUr.» 

t 
« i. 

•x c r.'J- -!..,inr   ^ r   fsr. investment which 

xr.y loca Thia is 
il-ur wi*vh tht; total effee 
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or.   re sc urne    UGC,   tut   in practice   tax concesDiüns   tend  tu  set   pivscd^i.tr. 
which nave te   rt   or served r.-tiu.r ir.diccrin.inaUiy.     Ir. ar.y  case  it rr.uct 
often  be   iifí'icult   te  teil whether or not  an investment  would   in th«f 
fer.d  tukv.   place  witLctt  a tax concesbicn,   particularly  if  it  is an  ir.vcst- 
mont  of ir.icma 1   uapite 1. 

( vi j    Grantü ani Leans 

*•'!•     Jrbntc arc   in  eff- ct special  payments to producers,   similar to 
customs re fund*-,   in  that the burden  falls net on consumera of the 
particular products  but on the taxpayers marginally affected,    AD the 
grant will almost  certainly be tied to a particular investment in 
fixed asseto,  the  producer has to continue production in order to get the 
benefit of the grant,   just ae he has to do with customs refund on 
materials. 

€'¿%    In practice grants are usually made only to amali - or medium - 
scale local businesses, and their economic justification is that they 
mobilize sources of enterprise which otherwise would be inactive, or 
not fully effective,  for lack of capital.    The potential gain from this 
depende on the relative scarcities of enterprise and capital.      here 
local manufacturing enterprise is even scarcer than capital,  such grants 
are prima facie likely to increase total production.    There are, however, 
often difficulties in administering grants which reduce their effective- 
ness in stimulating new manufacture» 

63«    Leans, insofar as they are at o ub- comme rei al interest rateo, can 
constitute on inducement similar to grants.   The fact that they hav« to 
Be paid back,  if this iß enforced,  ia an additional incentivo to achieving 
and maintaining efficient production, as compared with outright grants. 

(vii)    Proviaion of Building Liitea 

£4»    The investor in a developing country often has difficulty ir obtain- 
ing secure title to land by private treaty.    Pre uently it ic mud. 
«asier and cheaper for the governmt»nt t*> solve the problem,  and some- 
times it is the  only agency which can do se s at i a fact o ri ly.    it is cheaper 
because usually the government can ly law possess itself of a good title, 
and then pase on the security of the title  (net necessarily the freehold 
ownership) to an individual occupant.    This is a very definite induce- 
ment, in the sense that it removes an important obstacle to development» 
Moreover it is an inducement unlike the tax and customs concessions in Mat 
it    does   not cf itself demand any sacrifie«» fres the country of location 
to be offset against the gain fron the industrial development.    The use 
of the land may be a sacrifice of a resource which could be used otherwise, 
tut the removal of obstacles to secure tenure is nc sacrifice. 
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71.    Thus with  the  provision of factor'- r 
Dfct  against the  ^rair. en tr- projet   if»   iai*gfl.V a 
and  of any element  cf surcidy in   thi-   price  churned   *o tr.. 

^ixj Juararteco 

"2,    rrc^ntly  a government -iv.r  t<. -i  r.. •• :i.-sr.*¿r -et a- r.   T t<      • 
existing '-r.e whe  i".  expnndir.fr, .-pacific ry^r;\t.**•*••:< ati-wt  ru-.-t. tin -¡J 

àVrGr.iUii'.g profit ana capital  rut  c.í' tl.<¡ et ^ try,  rr t a t x-t a t i~a? i>r. 
without ccm^ör.jaticr.,  no .iiccriir.it^tcr.v  taxation,   :x   r.-îri-cti. i.  an 
epecified  importe  cf raw materiale  un J  cormorant .•,  ^-i^ynxnt  r rr.itr¡   tor 
expatriate  staff,  administrative h, lp -Un < I tair.iu* putii,:   Uli .tv 
eerviceu and in dealing with land aciuiuiti.'-r.,   ioc&l authrriU-- ,   -.= »».•• 
:xat but net all  of theoe guarantees are cf f-i-^Ul  ir.t-rr^t   t«    l-r.i^n 
aat.ufaoturerß and investors» 

73. Usually these guarantee« are formal atatomento of what U settlel 
government policy, so that, provided the government is confident that 
the country will he ahle to honour the guarantee in full,  there is 
nothing lost in giving the guarantee.    To the new inventor the guarantee 
»ay nevertheless he an important inducement. 

74. '¿here a country may lose by giving such guarantees io in freedom 
of action in emergency    If there is a balance of payments crisis it 
might be very uceful to restrict profit remittance for, cay, six months. 
This would of itself be little hardship to moat manufacturing bueineoaea, 
hut if there were a formal guarantee in existence a breach of ite term» 
would attract very adverse publicity.    Thus the terase cf guarantees should 
avoid committing a government to obligations in üircunatarcec wlier* tho 
disadvantage to the country may for a short time be very great, yet make. 
little real difference to the inducement offered. 

Conclusion - Le the benefits .justify the inducement? 

"7%    It remains to bring the prospective gain« and coate together 
systematically so as to facilitate, the assessment of any particular case. 
This can be done in the formula that inducements and concessions fostering 
industrial   development are wc -thwnile provided the following sua ia 
positivei- 

The aggregate of the discounted futuro values oft- 

(i)     ;'th« gross increace in national income frotr. the ad,ted 
value of production directly due  to the  industrial 
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iPV">prn^   plus  (any other welfare Unfits,   ì*t* 
tr.y welfar« icsues,   iirecW  lu*  to  th.  indoor*-. 
ifcVclcpmci.t; l 

,1 ,*    H       -n.e «re-s ir.crec-e  Ir. national   incotte frott the- »d^i 
VÌdC al      v^.gc^ ;¿ra production lue te  th«  inocm, «UüplUr 

effect, of the industrial i««»c^ - ;^ r 
welfare Urn fits-,  lees any w 
to th.- *xtra production1! 

•elfare lease 

one piUH 
(iiO 

lfe»3   (iV, 

ittP PTOCí   increase  an natura  *ncc* .ru    .•        ,,,*.» 
val^of eduction in farther w Wuotrle. £ J^,,. 
by  the  ordinal n«w industry    plus  .arjf rttar «V[*rt 

fi»',  3-.:S3 any welfare loncos Jirectly 1« te th.-  ti.r.I...r 
n«r# industrien/I 

i     ,. •t,,íli   írnrrf»   lue   tu r«iuCïJ  äiifcd 

or lisust- I 

and leGO 
(v) 

fth. reduction ir. nation»! tooow 1« to wimriß,  incline 
«nì^ndUcesaiona, «i• te ***. frojo ** 

benefits, arising from tfceae lrxennvee w» 
such)| 

and also 
leso (vi ! any reduction in welfare arising fro«a the re-distributicnof 

ïooïe cflalth inherent in giving the induoemnt, and con- 
cessions to factors from doaeetio sources» 

aili a*3v , *• +*•*! «alfa** due to »eduction in govemaent 

but for the tax ruBissiona for industrial development. 

*     ¿wlicrtion cf this formula to the facts, and profiliti««, of a 

it can do io to set in their ~^•a*;°¡£ J*,., deliberately to 
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1 "». 

M. assessment which -nust  fcfe at  ieaat as much a ir.att*-.r cl'  judger;-.er.t ua 
cf measurement. 

77,    Appendix I shews a real  caee in Ëaat África, Appendix II  lo ar, 
ímgir,ary e&a« bringing in features typical cf many ievelcjaneutft» 

Sííi 
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(This is based on * re«l develop««^.^¡^j. 
rovided very detailed cost data on the understand 

U that its identity was not revealed). 

1#      rhi. i« an Ì.POH substitution projet^^^¿ Action 
opacity of 24.000 units per year       t not y^b^ ^ be A ml 

and it has been necessary to f8^1* J1       .  f±    d overheads. 
uroduction, by «gratin* varxable costs ,nd fixed 

*      - •*Vì0UH1Y duty free, but a protective t, -iff of 25> ?.      Its product was previousiy awy **^ » 
\-,-.s bpfín í Lven» 

3.      ,'he total r.FiU li^tior. is £1,160,CX» composed as follows;- 

4. 

..quity, 

Lo.inf 

76.CCO foreign sutacribed 

434,000 locally subscribed 

5iC,000 Total 

•5Ó,000 overdraft from a local bu* 

300,000 local loan 

100,000 n&chinery on supplier credit. 

Total 1,160,000 

The total employant at full production will be abouti - 

3«mi -akiUed and unbilled 285    UU local) 

technicians and skiiled 
mt-ch nie3 

administrative, clerical, 
stores 

total 

52    (15 expatriate 
initially) 

;jQ   (ail locsl) 

367 
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their ealariea go up to ah 600/- - 700/-.p«ritonth. 

6. The 37 loci technician« and «killed mechanic, havt *osUy been in a«w 
«ploient before, but few heve any leneth of experience and eo few can have 
been key ma at their previoua eaplcyaent. 

figli rtmwii 
7. The foüwdng are the ettmatod unit eoet« of production at ?4,000 unita 
par yeari - 

Met wiablia 

•FuGM «fer» 

TOTAL COSTO 

• laatadaa 

Total 

• 

»•»i •alai1 lili 217.3 
locpendable 

fW 
iOectricitgr 17.2 

Otner fuel 20«i» 

Matar 1*0 
Direct Labour tt.t 
Hl^l   •  **^weWaT*Äew fA«4 

Total vtrlablae 621.9 

•j^k*Ät aaaa\ nfeaflfc  álÉar 
aaajMarap    •Faapaaa^p   ^pe* 

mti salarial 

local inputs 
•divarted" 

imal 

Input« 
not 

"diverted* 

613^ . 

UM 

2773 

f5.3 

20,4 
J.O 

25.2 

423.2 

...-»• 

UA.T 

*7.2 

ff«*l 

57.2 

16*4 

431.1 

m 
I7'#2 

Rewards 
to 

factors 

n»? 

lebt 

141.3 

120.0 

aHaX..t *# 

267 

, intereat and depreciaUon. 
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•= 750/- 
Cost per unit ex factory ri(>Hvered Nairobi     - 862/- x 

Î5SWoÄ^Tro^aÄj       - TOO/- (du* ft«) 
ky.«erPric. per unit of taporMd Product^        _ ^ (du^ fin) 

Taling Nairobi .. «ntr. of ***. %%?£?$£"&Ä5a* 

« factory, i... 750/- - 62/- - 688/-. 

Eff..t of 2* ft« on i^rtjd product, - *. »5/- on prie, »i.W 
llairobi price of imported product to 975/-. 

Thi. *~ P~m TU. «f *5/- - 862/- » U3/- P« »it .ft« ^ 
interest ana depreciation charge«. 

I»/, per unit for 24,0C» «*%•- ei35,000 itfj«-*i« *•* « *• 
£510,000 paid-«p shar* capital. 

Ci) .^rtfîff im1**- 1n »iti'wil Int«» 
.       Added value of pnjt«» "***** fro» »•%• *** 
all aoa-diveri«d leeal iap«t». 

t 

reward» t# fu*«» •** 

« 688/- - 431/- * fl7fr *** <IBât 

ta in.m- i» »Uo»l in«« - 257 « 24.000 - £301,000 p... 

«Atmi«d in. making the; figurât OB»/» *»•» *••»/ ^ 
SÏÏÎS. of So/?« 24,000 - CÎ4O.000 p.a. 

Th. »ai» «Uar. .«ort i. U*Jr «¿*J¡£S*Ü¡AÍA* », 
for by th. fw» it.t.•£"£»??•!£,, SSSTÎnTIMiUti.» <«•* *• •"* 

to £307,000 art £239,000 ».p.cttwljr. 

•mil 
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5. The unskilled and sead-skllled operative» are taken «\i°*Ä^ 
Strained and unskilled, earninf initially sh 4/25 a <fcy.   When fully trained, 
their salaries go up to ah 600/- - KO/-.par «both. 

6. The 37 local technicians and skill«! »echanica have aojtly been in SOB* 
«¿ploysent before, but few have any lefifth of experience and so few c*n have 
been key s»n at their previous eaployaent. 

Çoffr structure 

7. The following aw the e«ti»t»d unit co«t» of ¡reductio« at 24,000 units 
par year} - 

-Raif •ateríais 
Lxpendabl» 

ilectrlolty 

Other fuel 

Watiw 
Direot Labour 

Total triable» 

Tctal 

277.1 

IM 
Sf.2 
20.4 
5.0 

%»$ 

%S 

é3l*9 

Local input» 
"diverted1* 

2774 

10*4 
M 

423.2 

Input« 
no» 

"divert*** 

Rewards 
to 

faeton 

If** 

ms 
o9»o 

141*5 

• ___ _>}]SB of 
^sjSjB^ejpsjp    "W^^^^^^^^   ^F^P 

tASAA) SSltS#lAX 

Nat variable» 

•FiJísd o»ar- 

•^iWMBeBT  •jpeirapwss" 

•Í13.4 

136,4 

UM 

•alari»», of fio» 

-H" 
4X4,7 

16.4 

451.1 

431 

ff .i 

* ^*2  ' 

*M9W   ^WJpWpPI^^W»*^'**'•^*** 

1414 

550.0 

261.? 

m 
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Cost por unit ex factory    ••.««M 
Avtrag# coat of local product delivered idrobi 
Prie« per- unit of iaportod product »t **»*»* 
Aim* prie« por unit of i*portod P"*^* 

750/- 
86?/- 
TOO/- (duty freo) 

- Ô00/- (duty froo) 

Ta' ing IM •• cntr. of «tot. J^-jf^Äff^ 
•o deduct 62/- fro» coot of loc.1 product to git* ro-1 «»      »      ^ 
«x factory, i.o. 750/- - 62/- - 688/-. 

Effet of 25* duty on UH»«** ?£***» » P*» l75/- "l faPiC** rti,ia€ 

Rftirobi pilco of laportod product to 975/~- 

au nM P*m •»*» •' w/- - 8tó/- * ^ ^ —t an#r "^^ 
istarott and d#proclAtion chargei. 

133/. P«r unit for 24,000 «Hit- «05,0» rtpw«^ias 2*.* * «* 
£510,000 paid-up ifeftri o*pit*l« 

fro« cotte All rowdt t© fwtort Mi 

i 

incoa» •> 397 * ÄiOO§ *• t3©§fOÛ§ £•*< 

*       Addod «!»• «* P*§3««*# «attlni 
t|i non-div*rt«d local input•. 

CroM inoro»»» in n*tion*l 

i« nuoubl« tor My ft». »^^A«   M»/-. Íí¿«tri«lt» erat. •»* M 

SSÜ of aw/?« a.«« - «i*0»000 *•"• 

ta £307,000 in» ca»,0» r.t|MUwl?. 

I 



rt33umiri£   an average  life  for the various elements in the  project,  of 
20 years,  the  present worth of the discounted future values  (ueir^  the  short 
p.w.  formula),   at a nocial interest  rate of 12/¿ is, 

Years 1 - 5 at £307,000 present worth at year 1 = £1,130,000 
Years 6 - 20 at £239,C00      " "      "       " - £    960,000 

- £2,090,000 

tl« 

(ii) hultiplier hffects. 

Principal effects will probably be in inducing production of additional 
foodstuffs, of which the supply is highly elastic.    This will include some 
preparation of cooked foodstuffs.    There will be some other expenditure on 
e.£., textiles, drinks, housing.    The 285 operatives who started at 4/25 per 
day arsd rise to an average of 650/- per month have an aggregate increase in 
earnings of about £80,000.    On the basis of some very approximate estimates, it 
appears that about half of this increase is spent in multiplicative ways and 
half on import content and in diversionary ways.    This would generate an 
immediate secondary income of £40,000 of which the tertiary etc., effects might 
raise the total to £60,000, 

iMs situation may well not last the  full 20 years life, but as the 
discounted values of the later years make little difference, it is reasonable 
to take the present worth of an extra £60,000 p.a.  for 20 years discounted again 
at a social interest rate of IZ-.   This is £530.000. 

No special welfare effects are predictable. 

(iii)   Other Industrial Development St inula ted 

This industry can be expected to stimulate the local manufacture of 
various goods using its product as a component.   Also it is already purchasing 
£70,000 a year of locally produced inputs, some of which would not be produced 
economically but for this market.   Although the net result of these other 
industrial developments cannot be estimated, it represents a potentially large 
increase in income which migit be worth hundreds of thousands of pound a. 

(iv) raster vlvtralffl ar ¡town 
Capital 

Of total capitalisation to date of £1,160,000 about £176,000 is external 
and £984,000 is local. 

The £9«4,OO0 at 1# would have earned about £118,000 p.a.   The p.w. for 
20 years is £1.Q*).QQQ. 
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(vi)    Internal Incorile  Jiotrilution 

Gross  return on equity  c :¡ it.;-.! i. ::.. t.ion 
uet-oí-tax 1-Y,.- 

Lost  of   üoi:,o   foods   in  »onerai us-    '..ill  he   l'r.;e.;t¡ oi.a 1 ly  l:ijh<.r  l'ee..iu;e 
this loca  product vili be   V 3, 4P derer at   ..--.irobi  than  the   innorteo   i roduct. 
ihis price  increment  is a  transfer payment   from ; matters   Uta \ i 11   inelude 
all income brockets except the   very puoreat)   to the  investors  (et;o î i 1 i  be 
generally well .bove avéra; o in incoi:«.).     ihm; then   va : 1   La   0011,*-: indefinible 
loss of welfare, lut only  a  small  los.; because  :<riee di fiv-i-i riti; ID we   SIIK<11. 

(vii)    Gain or Loss of  fax teyemie. Holding   UP rinunci».»   oí v'the.r • JVClomento 

he customs refunds.     a;.y  imports which do coinè  in over the tariff will 
in fact bring  in Government revenue- not  previously existing .     dm; no hindrance 
to development.    *lthouih the enterprise will biinr  in some tax  (;7+0,OUJ p.a.) 
it cannot be  argued that this necessarily constitutes a  (¿In, as I he enterprise 
will certainly give rise to social costs which will have to be met from taxation. 

fomaagr 

Gains (i)     ?»Ö9O»Ö00      Direct 

Cil) 530,000      Multiplier 

(iii) bubaf.ential       Other industriel development 

Immt (iv)-   1,050,000       Upital diversion 

labour diversion 

huí ti plier frotr. diversions 

Guppli«;r credit (ext.ernf'1) 

Ujulty  ^/.ternal) 

dtaff (external  re'.iitt.ancey) 

Internal incoine distribution 

ïiix. losa, anU-deveiopir^nt 

plus ¡small 

plus 

Thus the project io clearly wcrthwii'v.- -A iv.--.Ji',   -von without, the s^fc- 
ttantial gains from the  stimulât i on of other industrial developments. 

plus ;',6:-O,000     • 

(iT)- 1,050,000 

- 68,00C 

- 450,000 

(v)- 90,000 

- 126,000 

- 14,OCO 

(vi)- small 

(vii)- nil 

1,798,000 

8?2,000 
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rtppt-ndix II 

i •<•'   '•'   yOH UKY ü»i'.J-.Y, „ilii -X i'URL 

<• • 

(This is  an  ima,inary Project; prices,  cost», 
customs tariffs and other quantities are for 
illustr.tion only,  and  are not necessity 
f.ccur te  in reality.) 

,     Bt t   ^st    rric. ^rt: f out ^^n^^ries of^all 

cTf' rÄTuälrÄiraSical can,re for transport cost purposes) 

Î; c[; 45 excluain, duty,  Cts 61 including 40* duty. 

u •  v,t   A+tP-rv Cornor.tic-i proposes to establish a factory in 
,.      The .verbright ¿atterj  Lor -^^-P    f probably with some Sa],s 
„,ast „fric  bo serve the whole tast *f•c^ l^f6;'   îurundi.    A new company, 
to the „ourhem faan,  -^• ^^î^d in "rica with a ncMnal 
the .frica Star dattery Co., has be«J ^^3^^        It is proposed that all 
C-iUl of 4 million 5 " fi^f ordinary shares.    It^ Pr P        x ^^ 

these shares shall be f^^c&1 e 'A    Ct\*£££,f 1» after tax is expected. 
and the -verbricht Corporation 3 million,        return• of which ^ 

IL is also proposed to borrow ¿900,000 «^ l"*J*. £verbright Corporation will 
intesta are préparéeUo *^^£^5iì£ tnTtnTrest £«-•>• J» 
pL.ce the other «T^OM,  l^,^ ^     are prepared to extend an overdraft 

Ä^Ä ïïï^t^JalSr wolÄtal, also at *. 

3.     'The  factory will produce all the * in typ«,. oj: dry ^^^0^ 
,,st «fri«..    iot.l capacity will be 30 million units c ^r» w coet 

e, f.ctory cost of Cts.  50.    *•*•£* ufries wiil^be quite « food a3 imported 
to Us.  60.    It is -f^¿ol 

h
s:ïe f^elï ferace of St. 1 will be enough to 

^eUryt^e^^ ** raise the price of 

imported  batteries to Cus.  65. 

4 '     In audition, :   cuate« refund hr. been C,iven of ?5* duty on Sported raw 
materials worth L50,0CO (duty free price). 

*     --n i«   hnnt  1 -H30» i.e., 1,000 unskilled, TOO skilled, 
5.      i'oti.1 employment will be **ut^»ilj thé three senior staff will nil 

me.-.'.l und '• provident, fund. 

^»^•Sää ^^-¿ra ssÄt 

i 
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be as in colunr,  (l).     Columns  (2)   C)   ^nd  U)   n;  ]y3.    COOLS  for the 
purpose. 

Total       Lcc^l Inputs       Ioc.l  Inputs 
"diverted" & not 
Lxternal paid       "diverted" 
Î9Ï 

(i)    wages, unskilled 
and semi-skilled 

(ii)    wages,  skilled 
(iii)    clerical, etc. vages 
(iv)    professional and 

managerial 
(v)    electricity 

(vi)    diesel and other 
fuel 

(vii)    materials* 
(viii)    Insurance, services 

(ix)    Total» operating 
costs 

(x)    interest 
(xi)    deprecia tion 

(xii)    taxes 
(xiii)   net profit 

^rt'ti« r;t 

Rev,;, rd s 
to 

¡•actors 

(1) (?) (3) (U) 
£'000 £'000 £'000 £J0'~ 

192 192 
48 4« 

5 5 

5 5 
ro 5+ 15+ 

5 5 
150 150 

25 ?5 

450 185 15 250 
70 70 
60 60 
60 60 

HO 110 

750 185 15 450 (xiv)    Total Revenue 

1 15 for generation and 5 tor transmission. 

» after deducting customs refunds, 

average price of imported batteries elf Nairobi Cts 65 (50$ duty) 
• »       » « » " » »    61 (V* duty) 
« «        « « » » « «    45 (exel duty) 

Average cost of local batteries ex factory. w    50 (no excise) 
» «      H      « » cif E¿airob¿ "    60     "        n 

Then taking Nairobi as ti* geographical centre of the market imported 
batterici are Cts 15 cheaper, so the true value of local batteries ex fact*;y 
is Cts 50 - 15 - Cts 35. 
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Fir, i -'vr-^Llgis. 

(i )    iruss incTease  in I- .ior.al  Ir,come 

•Ided  v  lm- oí   project,  counting  as in. uts only  colum r in the  i ost 
„^lysrrt.e.; the  local inputs diverted fron other possxole uses  plus 

extern;.! inputs paid  for:- 

<0 million batteries t-   Cts 35    ~    £5^>JJ? 
less  input costs in Column 2      --    ^l«5,uw 

Gross  increase in national income £340,000 p.a. 

ÏUs.   ..«ever,   did not UK»  the full cost «<»«* ?*££» ker 

íe!l    ,U,lt  cost, was -^^rU»."^ «,SKl?tS;lì;". I• 1„ 
j^onlï K *U "fÄ - M,«¿ > O^ P.a. 

•    i.,   if. r*." pffeet is likely to be the introduction of a stable 
.he .:iain «filare    effect i- ^f hitherto l^rpely dependent 

,,ld -tçacjy  i^as r^l source        xnc ^xn o^ Q ^^ ^ ^ 
.n      PHUU..1      ,crt  .    '•    '2 .robably create houainf  con- 

ITl^ÄÄS ÄV .-TStti», th. loci bUS servi« to 

MU, on" extra buses UL appropriate  cim^s. 

tM, is rot ;   heaw industry, the incidence oí fer Lory accidents is 

in the  c-nteen coste). 

lV1r.Blf..« effects are a coat of about '^6,000 a year, 

b luncf beneficial. 

-i-«-   f„~ th« nmteet of 20 vears. and deducting  the 

ü„«W>rÄ -TA"»^ Se £ SS 1 b/~¿i a» roBow,,- 

»    6 -60 «,£319,000 »    »    "    "    n      - q^soc* 

£?,4B0,0C0 



(xi)    huit ir lier -iíect s 

i'he  principi :::ui  iplUr eifects vii!   en.x   fro;:; the   increased  e..rr.i r.¡ o 
oí  the   1,000 operatives no:   earnin*   .'i.   - H  ; er r.xr.Xï.  or.  ri- ce  r. to? plu? 
..'3 of subsidized  Canteen rutáis ana other benefits,     ¿hoy will be  • ..out  ri/  ter 
month better off th'.n they ver«-,  or '»cu la have been,  is  cm: 11-se  le  cultiv ton-, 
or £9 better off than if they had beer. un¿  !.. led  labourers.     -   re: cor.üble  ('>:ss 
based on vhat  se .nty information is av:.i h-ble  surest s trv.t   their demand  for 
extra  food,  housing   and services may result   in ha Li  of this extra   r •'• y be in; 
spent in multiplicative • ^ys,  s,,y  1,000 A .'S per month,  - £o0,000 tor year 
Tertiary effects uy raise  ihic tu .'VC),000 per ye /i 1 lowing   this bent rit 
for 20 years discounted at  !?/&  fives a ore sent worth oí   = /00t000. 

(iii)    Other Industrial ? eve^ijpxnt_^ij.muj¿ted, 

a3 mosc, oí the items used are relatively simple,  it is unlikely that 
any new industries supplying this factory v.'ould be  started,    and as the 
product is generally a final ronsumer ¿ood, it is most unlikely to foster the 
development of battery-using industries.    On the other hand, the "parallel" 
effects of an investment as lar^e as thi3 may be considerable, 

(*v)    Faetor diversion or risuse 

Oí total capitalization oí the project of £'',000,000, the loci element 
is £650,000 and the external is £1,350,000. 

The £650,000 at 12*» would have earned £78,000 r.*.  .ïhe present worth of 
this for ?   yetrs is £ftp,9QQ. 

labour 

K, ny of the skilled operatives will be \ orkinf on n-aintenance and repair 
of machinery; some on chemical processes, or laboratory work.   Kost if not all 
of these categories will be scarce for up to say 5 ye^rs.    ¿>ome vdll probably 
be so scarce that their attraction to this factory rather than other industrien 
may hamper producción elsewhere.    The total effect of their diversion mifht be 
a loss of as much as s.y £?00,000 worth of prouuetion for 5 year3, vhich would 
have a present worth of £73/0.CQQ.    It is however almost certain that between 
this £730,000 loss and the .1690,000 loss on local capi -al diversion, th< r* is 
some double countinj  as akiJled men would have been needed to use the .local 
capital for different projects, or capital necessary uo employ these nkilled 
men. 

Ugg 9Í imlUPmr lM<m. because of resource diversion and disuso 
must be assumed.    On the basis of the proportion of local capital this can ee 
taken as   flp times the multiplied incotae present worth of £000,000, 

2000       i.e., ¿¿¿Oip^g. 



.; ,ì    ! |,!uo ::t-f,t i' ic u:rs 

rr,' l 

,t *00,<jOU 

t'or 

SOU':.       (0 debentures  cos 
-   •-(  .ru --li Gc,   i;tecl  -A  1: 

t tV1 000 D.S.;   present worth of £42,000 

àu. 
.       H •   ,^f  .n^-•,-•>-  profit of £110,000, accruing to 

lh,  cost a^lysio  she ed a uet „os.   ^ hrol j^ «eternal equity 
the £.1,000,^0 equity   sh^r, holding,     ihe  shareoi the      >  , ^ ^ 
«h nhoidinf is thus £8?,:;Üü, of which the present vortn ior ¿u y 

labour 

j expatriate staff for an averate of 5 ye-r» Urning £5,000 a year in 
total HWi of this reralttine £1,000 abroad. ^^ 
Present worth £1,000 ~ year for 5 ye-rs *t 12*  • ^,1• **y HààMM» 

• f.#     A +K^ «-«tnr*-* refund are not concession» i*hich of 
„        T1-- !»'£?£ eïl " ÏÏTuZfS» ScuiaM» effect, on paints 
ET^J fTctSi (Scí""ä on interna! incc» «.tributi« (below). 

(vi)    l^^'^l. Income Jistri-tuliPit 

,íri!«e ^inciPa^r effect¿¿^^^£1^ZI 

influai 11*   the eouity shareholders both loc^l <.nd foreign.    ^ A?«   ; 
lnciuuji.»     i j crofit to eouity capital after tax is on¿y 
b.tteru :;   i'     jVXH).    Jut the net troll> »      * ^ £?? 5Q0 to lnUnua. 
UlO.tOO,  of whif.h otily ..iV,5iv ¿oes to «"«mu s. ^ ' h -—.-- 
,    ire'q(),Wf i.o arrue ttvt th* battery users will renerJly be much poorer 
«o  I-   Vi ; r   »t. ,.,;ilHv sh^ holders.    If it i» the case, as it probacy i», 

Ì  ,¡>n„.;V: .orti.-   ..•«-t. -.wie« -IB Bnrh to the» as to the shareholders, there 
If. P.' s Z of .t. lrf.si *V7,?Co p.a.  ••»** ¿30,000.    Present worth of this 

0 ye ii'P '»1   I*-/"   is £^6^f0^-0» 

Ih«- ten,cr,iy incrci-ot ir. duty to 5r- raisir.f the ^irobi P«*<» *f 

-, »  ..   ü ^t'eric     futa *5 (ir.stc-ci of Cts 61 at 40 duty), d*ea rot rspre- 
'U^t rr tVf.i   P-yn.nl to couity ehartholctors, a» this morpin i» needed to 

„ lUIÍ Wtt'l ¿¿S p'Vudi- id to would not allow-the local batteries to 
be charpxi ! uro than their coat of Cts t& delivered Nairobi, 

f.,J' •" 
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(vii)    Los3 of  Tax Revenue. Affecting the Financing oí Other Developments 

ihe customs  refund of ?5/J duty on £50,000 worth of materials per year 
represents £ir,5C0.    However,  this is much  less than the £60,000 tax revenue 
paid on the  company's profits.    It  cannot be  claimed that as a result there is 
necessarily a "tax fain", because clearly the new enterprise will < ive rise to 
social costs which are met from taxation.    There is nevertheless a food 
probability that the tax loss of £12,500 on customs refund is compensated within 
the £60,000 tax paid by the enterprise annually. 

Jains 

Losses 

Present Worth 
£ 

(i) 2,480,000 direct 

(il) 800,000 raultipller 

(ili) ^ other industrial development 
„stimulated 

Net gain 

3,280,000 

(iv) 690,000 

730,000 

260,000 

(v) 372,000 

730,000 

4*000 

(vl) 266,000 

(vii) ? 

3,052,000 

228,000 

capital diversion 

labour diversion (max) 

multiplier from diversions 

external debentures 

external equity 

staff, external remittances 

internal incoi» distribution 

tax loss, anti-development 

(other welfare effects not 
marked) 

Thus the net fain Is quite snail in relation to the suas involved, 
largely because of the capital output ratio (about 4:1) and bec&use of the 
fairly high skilled labour content. 




