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1. Caveloping and predomirantly agricultursl ccuntr..s rearly nali

seek to premote industries. The reascrns £7p ‘heir dcling thiv are

ohvious., They see that the high-ircome conntrio. arc, with few oacepticns,
all industrialized: they also see that marufoeturing industry sut'f.re

far less than agriculture from market orice Tluetust ions, and in additien
is at little risk froom the weather., Small worder they wish Yo Junp on

tl2 industrial tandwagor. ard are prepared to uwake considerable suorifices
ir ciler to acquire industrisl developmert. hether the sacrifices are
Justified depends on a fairly complex set of factors. This ;aper attompte
to formulate a theory embracing at least the mair factors.

Je Cause and effect are here closely interweven, Furndamentally what the
high=income countriea have is a great deal of capital per persen - not
all in physical form, some of it being in the form of educatior and
training, and some in the form of developed social orgarization, ith
this high capitelizalion they have been able to develop industry either
instead of or in addition to mgriculture. But this does rnot mear; chat
developing countries should poetpone *- ‘ustrial developmert until their
rate of saving hus riser to a level approaching thut of the wealthier
eountries, and still less until lheir capitsal per head has matched such
& level. For industrial development itself fosters capital formation
which might otherwise not take place. There are aeveral reasons why
this is so. ' k

3+  First of all, the opportunity to invest in manufacturing may well
encourage some people to save and invest who otherwise would rot have

sgved at gll or as much. 3Second, the profits of & successful industry

can utually be ploughed tack easily into an ixpansior. of the same lire

cf manufacture, whereus reinvestment of farn prefite auy easily be irhie-
bited by protlems of land terure or by technical conservutiom, or both,
Third, the existence of succrssful manufacturing enterprises in an under-
developed country tends to attract external erterprises with external
capital to go theres, (Admittedly this third effect might also be achieved
by plantation agriculture, but in practice the scope for foreisn plantation
companies is often limited, for several reascrs). o o

Author's Not

The author wishes to acknolwedge the nelp he has received from discussions
in thie field with Mr. . H. Cownie and with Professors Paul Clark and
Fhilip W. Bell ani others at lakerere Uriversity College. They do not howeverp
wecessarily agree with the author's views cxpressed here, which are 7 ikewige
not necesearily shared by the Lrited Natious Teshnicnl Assistarce Hourpd or
the Uganda Covsrrmert, for which he is working.




. Croae Bho deve luping” conrtrice are gerertlly right in treir

, coaron for frductrial lewve lopment,  but thio dees not meRn
vy nare right te ooek Lt regardless of coute fe questions they need
vo eoroider wnoary purticalir case arci- hat terefit fs teirng guired?
Lot arc tie offeocts of the 1iffereut types of irducement? and in each
irdividual cace, LO the tenefits juctify tue irducemer.ts?

het Fenetit is Beling guined?

¢, The ultimat. air of inductrialization should be a net increase in
total rational welfarc, in the usual sense of a rise ir. total national
ipcome taking inte nceournt also sceial effccts such 2. income distributior
ard employmert. TLic ceems a0 obvioue that 1t ecoulu scarcely be over-
locked, Yet 1t appoars that cometimes it is overloocked in an irdiscrini-

rate seramble for irndustrerye

£, 'The welfare increase is not a simple immediate gaine It is the nat
result of future flows of costs and gains, both directly snd indirectly
sttributable to a project. In principle these future effects should

be discounted to give an aggregate prosent worthe sut this is difficult,
firet because it invelves making an arbitracy assvmption about the rate
at whieh to discount the future and sccond begnuse the net increase in
natioral income is the only element which can be quantified in an sggYe~
gatable way. Thus in practice the final acsessment must be basel partly
on quantitative estimates and partly o judgemente

7.  The analysis 1o based on resource use = i.es o0 the effects of
resource diversion and resource mohilization - so that it spplies equally
to public and private enterprisess It clarts by distinguishing two
cireumstances = (&) where the develspment will be wholly or almost wholly
carried out from local resources, and (b) where there will be 8 substantial
proportion of resources ceming in from outside.

(a)

8. This will inevitably:=~

(a) divert resources from other production, andfor
(b) divert resources from consumption, andfer

{¢) bring intc proluctive use regources which would otherwise
have been idlce .

T4 is alse quite gonceivable that it mayi=
(4) put .nto disuse some resources previcusly utilized.

And of ccurse in practice there 15 likely te be & combiration of these

P PIPR. LR L -
varicus effectse

e
e



e Iro mest develepirs countrics thre or.ly rcecurce whict it oou oo

Sufely assumed would cthervice re idle o & olurge soale 1o aroville s
latours Skilled labour of mest serts is likely % Ye searce, i b

ners Lighly troinel the scarcere Thiz scarcitpy howevor, io reolly |
shertage of the capital requircd for investment in oducation and *. curndonl
training, as distirct frem a4 chortage of tratrable peeples.

Its  Somevhat the same corsiderations apply tc larde Ever if o cour.try
Las plenty cf wide opern tpaces, land for irndustrial sites usuaily reaguires
consideratle investment in transport ard other fusilitica. lorcever ine
dustrial sives =#ill ofter te ir popilous dictricts where lard woulld te
used for other purposes it not used for inuustry,.

ile 4s for capital, inductrial cxpansion may certainly attract irte
capital expenditure some resources which would otherwise have beon copm
sumeds There are at least two reasons why this is t¢ be cxpectad, Fipat,
the people with & murgin of wealth to either consume or invest are ir

many develeping coun‘ries to be fourd in or rear the towns. If they inveo.
ir marufacture, thc *actery can be located where they can sec tor thome
selves how the invegtment is teing managed. Second, industriul acvets are
if reed be likely to be more saleable than inventment in agriculturc.

1¢e There is a good chance that industria] development will give cppor-
turities to individual enterprise which would otherwis: hnve fourd ro
outlet. ihis may be because of greater diffioculty ir. obtaining land for
sgriculture *har for industry, or it may be a matter of ifadividual ajptie
tude for particuler types of activity, ~

13, Nevertheless, in epite of the fact that industrial development 1+
1ik:ly to bring into play scme resources which would otherwise have been
elther idle or comsumed, 1t is generally speaking likely that development
Trom local resources will divert some dapital, some enterprive, some
skilled labour, from agriculture or nther economic activities. This
diversion need not necessarily be a direct withdrawal of resources already
in uses Indeed in maay ceses that would be impecsible, for cepital ine
vosted in breakingein land, enterprise committed to new farme, and teche=
nical or managerial skill engaged ia tgrioulture, could not aasily te ;
ewitched to industry. The important diversion is that of the flow of une
committed resources which would €2 into agriculture or some other ssotor,
€es commerce or mining, if industrial development was absent, i

14, However, even if industrial development does not mobilize ary unused
resourcec but cperates wholly with resources diverted from existin, usses,
it may still represent on balance a gair. to the country., Indeed, if . '
the development oceurs spontaneocusly there is a presumption that it will
represent 3 gain. The practical problem ip lLow to decide whether there
will be a gain in inducing industrial development which would not otheps
wige occur gpontanecusly.




e o mudmsykernt U gain urpoue ctaris with arn cstimets

et e reonitant future ine £v tior.al inccng, not Just toe

Coflete arniial lnorewste Fat the wrole pathorn cf prospective in=

P e e ifoSCnceph ti i is meacurable, tut reusurement may be difficulioe

ot Gemat 1o the protlen Af volaing the outpul nt o develcprente & the

creduet is oar imperd s.bstitute receiving tariff proteticin it ig quite un=

Lalistic to oredit itosith increacing the raticral income becsise ite
e ol Gigher thurn wele the prices cf the imperted cquivaiente

retunt price valuatlon would Te more accurate, rut differsrcee il

teuigy. ard guallity Jg.l changes in cunsumer {emard may vitiate compariscre
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16, It iv wlsc argustle that some goods are in an absolute cergs lens
valuable to the scrrurity than nthers, evern if sus morket valuso of

thelr outputo total the Safice Thus £10C,CC of seent producticen for gale
ve the wealtnler may 1o regarded as less valu.ble thar L£I.(,Ul ot cheap
ccttorn textiloc to clothe the poorels Pasically thic is en lssue of
soeinl pelicy which car caoily be embedicd in the present asnalyels by
spritrary revalustion of the preoducte It is & practical insue sloc whern
{mpert cestrictions ou luxury goods stimuiate their local manufactiires

17e¢ Inoote multiplicr effecte may be ~onvidcrable beth from the use of
jeenl gaterisls and comporierts and from she increased percoral consurption
of those engoged in the new manufactures The real result in rational
ipoeme will deperd on the cxwent to which underutilized resources are
drawn into uge in supplying these goods and servicate A growing urban
ipdustricl population cuh atimulute food production in the surrounding
sour tryelde,  But if the industrial population {s already adequately fed
Fotfore 1t moves into irnduelyy, the ircrease in personal incctes may Ghow

g nigh propenelity 1o impert, with no stimulue to the econcmy sxoept for
the import and jistributive tradec.

18, The cecondury effects of manuf.zturing industry in gtimulating other
row marufacturpes should in principle also be yaken intc account. These
may bte 'forward' or thackward' effects on verticelly related industrieg.
They may aleo ve parallel effects in demonstrating to other entrepreneurs
the pessibilitice of & particulur msrket or a particular country. These
seecrlary etfects can however geldom be foreseen with any accuracy, and
it is cortuinly unwise to rely or them %o gontributs substantially to the
puins from an industrial preject arless linked developments are known to

pe plannede

9. The sveizl eftects 1o e assessed will geldom te measurable irn teimo
At auditicn to or subtrection fyer rational incomedy 2VEL though they way
be the cubgoct of quite crmpuehensive statistics. TLe importance to be
shed te these effects will thue be a metler of judgemente This io all
re pecoorn for snalyoing caretully whut their impact is likely to by
b b onece 1t omay well bz oguite different in different gocietics,




2Ce for example, in u peasant agricultural society with Few or
landlerde the effect ¢f industricl development will very probably to

to ircrease the irequality of incorc ard wealth=-distributiorn, ty
creating a few wealthy irdustrialistoc and a small technical widdic
class. Cn the other hard in ar agriculturul society with emull tepont &
farners and large lard-cwrers industrialization may well trity com 1 ve l-
ling-up, by providirg a variety of employrente other tharn aariculture,
some of them relatively well paid. T[his may te true cver if the lord-
owriers themselves also become the irdustrialists.

2ls Again, the effect or. total employmert may vary from cade te cioe.

Ir light or medium industry the amcunt of capital re:uired per smployee

is commohly arourd £2,00C, and may well be more. (This neglects irtfroe o
structure investment ir e.g. communicutions, which car te very large .

.f all the capital for the industrial irnvestment, or even soms of it,

has been diverted from less capitalized devclopments the irdustriai
development may well reduce totel employment.

22+ Arother indeterminute result is the effect of creatirg larger
aggreg.tions of populations. This makes it possible to provide some
services which cannot be afforded, or cannot be so good, in a scattered
rural community. Piped water, electricity, and schools within reauonable
walking distance are examples coming to mind at onces Or the other harnd
these possibilitiec are often not carried into veality for a long time
except for a minority of the town dwellers, and ir practice urkan

squalor commonly results from the early atages of industrial growth, while
enclaves of irdustrial development generate stresses between the town
dwellers and the rural population,

23e Other social effects are more clearly known cither to be hencticial
or the reversc. On the pesitive side are, for example, greater stability
¢f the rational incoms, wider cholce of occupations for the indivituai,
the stimulating effecte of wider specialization ard a growing cash
sconomy, and the training effects ¢f industry in spreading skills. Cr
the negative side are such effects as new cccupational discases and
dangers, the risk to the individual of losing his job, ana the social
disruption engendered by the movement of muny people from stable ruval
communities to a new and less secure urban life,

24+ Clearly many cf these social effecte rced not be taker as wholly -
exogenous fectors for an industrial progratme. They can e substartinlly
modified by deliberate action, both public and private. Indeed the
feasibility of cuch medification may be importunt irn assecsing wheiher ©
& particuls:r industrial development is werthwhile. '

25¢ The more thut industrial development ieperds on the diversior of
loeal resources from other preductive activitles, the grester is likely
to be the significance of the social effects in determinirg whether
there is s gain to %tel national welfurs. Conversely the mure it draws
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cr. loc..l resourcey not Cohepwise nuged, o 1¢oo the relative imertarncs
o tre secizl off=stse o hers, hewev T, oabch rbinl rescuroes are ArRn

Ceovpcim other cov o tric the pesiticn is rother mers cerplicatads

v lrduotrisl dovelopment itk aubtctanticd exterral rosources

CF,  Tr. this cortoxt bthe resodres reirly in mind is extoerral capital,

theugrn often the cxterrel ernterpriss glemert ic very important tooe

Ir the iritinl stuges external skills and cemmereinl sonuectionc are

ulzoo Likely te e giprificant.

7 Thers iv a rrima fucie agsumpticr. that the addition of cyternal
regources will Llrore se income, hecauss rescirees trought ir. are likely

tc te those sesrce locally, and the leocal vesources uged are likely

e be those leso scarce. Thus the gress increase in producticr may be
vearly all net increace. put it doec not folleow shat the country cf

17 cation negessarily reaps all or even the major perction ot thic terefits ‘S
The sherecut will depend or the.returns to the VAYIOUB Te8PUTCES. o ‘
geite the wage ard culary rates, company ard income taxation, logal suthorit,
ratos, regulitions about profit remittance and ecapital repatriutior, ibe
poliey of the enterprise ir, ploughing back profits, and the prices paid

for land and local materials.

)84 irct, howeveryit is necesoaly to sstimate what net lncrecse there

1o in total ireome generated in the territory. Thic involves assescing
to whot extert local recources used would hove been otherwise pruduc=
tively engaved in ary casc. It alsc irvolves the protlems of valuirg
ventioned in paragcaphs 10 = 16 aboves Duppose on tl.s ne hand the

¢ ircre-se in inoceme frow s factory is fourd to bte all, or nearly ally

=

pet dnercase Lese with ne, or 1ittie, deorease of other production in the
country of location because of pes ource diversion; then the relative

peturns to the different factors determine the shares which go to the
sourtry of lecutien and to the external scarces of capital and cnterprises ‘
Or. the other hand, suppose thet the net inereace in income ls much

tosn Shar the gross inorease, bul that the returns to individual factors

gtay the same. Thern the shure going to external sources of cupital and
anterprisc will be a larger proportinn of the net ircrease in incomej
ir. an unfavoursble case the whole net increase may go to the external
HOUrceds o : .

2y, Ouch an unfavourable case is by nc means impossible, It could
cocur for ovample if a factory based on external capital and enterprise
reoruied all its skilled and maragerial etaff by jrawirg thenm fren
exiating local employers and these latter could not then emplor their
.rskilled pecple in the absence of the skilled and the managerss The
ret irerease in total iucome wight thern be quite smalls It could easily
te no greater than the profite remitted atroeds It might even te less,
deperdirs or the relative cupitalfoutput ratios and sk*1lled,/unskilled
ritine of the existing and the new enterprises.
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ur likely te differ from these of Jdeveiopmern ‘
theugh the demevrit nay attroct more attelt
attributatrle to oxternol wrtreproncurs,
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27¢ B¢ fur, the aralysis has beon concerred with the acvesument o

the 1et welfare directly or indirectly aricing from the irdustris
developmert itselfs The next question ig the effecis of inducenerts
which are piven 1o foster industrial developuent, shether ty loosl or
expatriste capital ard enterprise. Such inducemernis take scveral feroo,
#ll of them liable in one way or ancther to be o burden on the ordinary
citizern in his eapaclty as conpumer, taxpuyer or totne

Jhat_are the effects of tuc fii?fer?m Jypes, of indugemert?

33, There are nine main types of inducement commonly offsredi-

- proteciive tariffs ,
quantitative restiictions on importe
- remission or refund of cust&ma iu%i&s
- market monopoly ¥ f
_'tax concessious o
; grante and loans
U provision of kuxi&xng‘slaea
provigicn of f&ctcry tuilding
guaranteea.

34e The different effects of the varicus typss of inducemsnt oun aiﬁﬂ
be assessed, like the net ber.fits, in terms of pescuree aud reward
to fuctora,

35 The immediate and most obvious effect of u protective tariff .o that
it pluces a burden on consumers by incrensing their cost of llving,.
That however does not mear that the eaciifice 1o impoged on the ﬁhvia
copmunity. Certainly, consumsre who otill tuy the imperted gocds are
paying more by way of duty, but thic extra sum is & transfer payuent to
the tax suthority. Uhether this will inucreuse ur dec=eage boral welfare
is indetermirate., Consumers who buy the local products, higher priced
but with no duty, can be regardel ve naking the caulvaleat of o transfer
payment being the excess abowe the duty-fres import price.




b, e Lrretsate eftect on ircoms will then depend on the use of
Tesmlord L XbLolLool PUlOouUrCes, ar.d the returns paid for external
roacursae, ot iccal proeducers of the ,rctected goeds. The total

e rooult oy te modified et crly ty the social considerations
catlinel in puarugrophs 17 = 2 utove, tut also bty the gsert of indivie
junls whe pay oo Licher pric-v and the sort to whom the returns
sop local rescrirces ure palds Tf for example, duty on a luxury import
ctimulateo locnl production by unskilled people otherwise urcenployed
ap g with cxterral capital not otherwise available, then there is a

o provability thut total welfare will increase. Cerv.rsely, if
4 protoctive duwry or scmething uved widely, such as food cr ceotten cloth,
et uletoo recvy investrment in capitel=irtensive projects by local
senlthy pocple, there io an equally strong protability of o Jecrease in
vetnl melfares LT tuese people vould otherwise have invested in some-
thirg cis=e the preosurption of o welfare decrease is cvern atror.gers

ro €

17, These are rowever only the immediate resulte of protective tariffo.
Chotover these immediate effccts the longer-term effects are unlikely
te be worse, and may well Ye hettoer, for two reasonde

18, he firet reascr ig the chance that a new industry will trigger

off the development of otherss The gccond reasor is the normal infant
irdustry case. The 10cal irfant irdustry may take many years to tecome
gompetitive with importc if it really carnot avoid relative inefficlency;
on the other harnd it muy take gurprisingly little time if the real
spoutle hac becr thut opoortunities for local production were overlooked
or urder=catimated tecause the gtatus Juo auited th - existing tusiness
cormunitye Ard it is sasy 1o urdrr—eotimate these opportunities if they
are judged or. the tosis of the scale of production required by the most
aivarced techrology.

[

19, Ceonverscly, however there is the possibility that a kigh protective
tapiff er. an irtermediate good may discourage the developmert of indus~
riec for which it is an inpuate .

47, Therse is aleo the theoreticul possibility that if somc of the
iutiuble goods continue %o come ir, as they commonly dc, the tariff

may improve the terme of trade, deperding on relative elasticitica of
cupply and demunds  This would represent a gain to the gourtry as a whoi€s
1t musty however, te regarded a¢ a windrall gein if it should happens
dercover it ie only a galn %o the extent thot the imports continue 1o eome
irg thus it is an clterrative, rot ar additior, to poasible gains from
loeal marufacture of impert subgtitutes.

”

11, .1t is werth notirg the possible results on external trade, In s
poried of rapil development irdustrialization ic as likely tc¢ incresse
imports .o te roduce them, becsuse of the reed for meckirery, components
arl goterinle Tor the new marufaclures. Subsequently, at a much higher




Age of fnductrializaticn, srute ooy move towarido rntusl o Lpeolii-
cution ir alvarccd techrcicey. b Irotbe mxijnn o, tmport ooitutis
tutior, misht cut tetel imperte.s  The lradividiedd cmell ocrnuntry rigbtiy
regards ite prodicticr of ‘mpert nw?;t‘*)trs g Lo arnil ot Antiaee
the world's power to parcrane itoc exporto,  sut wher woot dewe opire
countrice are tendirg to mike tre same assiuphiol, then clon iy L he
trerd towards impoert subctitvticr mnot, to the oxtent that 1% cuts the
impert Pill, Lit the importing power of tholr tradirg purtnuru. xLir
will of itself *terd teo pat come roccources o owderdeveloped courtrige
cut of use.

roer

4%, Bven for the irdidivial courtry whict Jdees cucersd o ~utticg [to
imperts but rot ito experts, it wmiel te remen.ored that this deplico

it is lernding abroad fdnleu; ol ecurcs it is Jupt reducing ito
borrowingle [t wcould Fe guesticratle fer wy ieveloping country to

be using preductive resources, some ot lenot of whlich woull pretably be
gource, tc o thic s o prrnanert Conturce of Jte Loude patlert.

43s Thus s rigerouc analysis would take account of the fuct that the
direet local effects of bringing some resources into preductive usce to
replace imperts may seconer cr later be offocet by the indirect effect
that other, sxport producing, lecal rescurcec are pub cul of uswe

This may er may rot e advartageous deperndirg orn whether the Jdlirect
proluctior. of local reeds, rather thar production bty exporting arnd
importing, ir the lorg rur contributes morc or lesc to total welfare.
But in any case the probability is that ag faot zo substitutes are pro=
duced for come imports, any corsequent supplies of forelgn cxchange will
be spent or nevw typec of impert, so that for mest developirng countrics it
is likely that these complications can be ignored.

44. FKaising a tariff to be really prot-ctive will almeat certaiuly out
the government's customs revenue. The revenue loss is sometimes referred
to as if it were itself the cost of attractirg indugtry. It reeid nardly
be said that this iw really a cecondary corsideration. If it could be
sosoumed that goverrments always started with the moot desiruble forms

of taxation first, then there would be some digadverntsse in havipe te
replaos the lost revenue by taxing scuething elses fut this ip g bly
asgumption to make., Customs dutiecs are a cruds regressive form of taxation
except to the extent that they bear more heavily on lumiry goocdoe hen
customs duties can no longer be relied on to provide the main source

of revenue, this will stimulute welcome fresh thinking on tax structura.

(11}

guantitative Restrictions
45. Takirg quantitative restrictions to include both import quotss
limited bty volume or value and complete import turs, thelir effects are
basically the game as those of a protective tarifts The sonpumers are
again in effect making a opecial payment %o local producers t6 muke atloe
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Are here Lo slve ar impertant oractical difference betrcer. a protsec=

tive tarift ard juantitative restrictiorse ‘hile the former Jdoed

allew scme Tlexitilityy Sefe ir. recporce to changes ir. pricv or guality,
the letter imposcs a ci8id limit, atich may in fact be more restrictive
thar 1o recessary tc achieve the desired degree of protectiorn fer lcecal

(111 Custome kefupde and Tut Exemptions

ATe It is quite common practice for an imported raw materlal or com=
porent used i 1ocal manufacture, and 1iable to customs duty, %o te
given whole or partial exemptlon or refurd of duty. Ageirn, the producers
are receivirg a special payment to produce something more costly than the
imoorted articls. ™he effects on rational income ard total welfare arc
Paoiocally the same ag for o .. oteotive tariff, except for twe differences
which can be quite significant,

48, The firet liffereuce io that customs refunds of this nature on
patepinls or ccmponents ore granted in order %o muke a protective tariff
er. the fully manufsctured imoort more effectives The more the dutiable
import conturt cf the leenl product, the more valuable is the customs To=
fund 4c t.e local preducer, ard other things being gqual the less the
guin from tue whole enterprice to the courtry of location. In come
cases iuty exempbtlorn or refurnds may te allowed on irported comporents
wiich are fimply sesembled lecally with nothing addel of local origir
exoupt urokilled or semieckilled latour and some simple managements it
14 pi gourse srtively possible for the ingentives given t¢ cuch a loeal
asgembly ertcrprise to be well worthwhile, depending on the gombination
of resource us¢ and rewayrds to factors = Se8e if many unemployed are
put te work with & relutively low capitalization.

lecond, tho payments for keal production come not from the consuler
the offzet of the proteotive tariff , but from the taxpayers

lyg €T to bw precive from these taxpayers on whom fells the exira
tayaticn needod Lo make up foyr tos loss of autye Thus the ultimats
welrape offeete of nelping lecal irdustry in this way uare lik:ly to differ
ket from thooe ~f pretective tariffa.

vun lews to povernment is ro mere 3 mencure of the cconowmic
proes patd Tor B berefity thar it io in the case et o protective duty
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586 1f the market is too small for more than one plant, then in the Inﬁg

cr of jguartituetive reotrictiornce

iv: sarke! .onopcly
¥

51e sarafacturers, beth lecai and foreisn, starting up ner ines of
rurufacture ir develeping ccurtries ofter ook for seme deprce of noro-
pely pociticre Comronly whet is stipulated is beth o formel ~octric-
tien or the local marufacturs of similar gcods, plus & substantidl
protective tariff or quentitstive restrictior, er bothe The bacihy of
this cuce is wgually that the market is too smell for two or moere viable
plants, and that cursejuently if two or mere start up ccmpetition ~ill
foerce pricec below average cost, or price fixirg will restrict calcc arnd
revenues, urtil all tut ore go ovt of businese.

s The proposition that a particular market is too small for more than
one viable plant, bege twe questions. Firet, is it too small in relation
to optimum plant cize? The argumernt 1s often heard that a market is too
small because the output of a modern plant would satisfy its neede in

a weeke But in the countries witk the large moderr plunts thers are
usually olsoc mary muck smaller plants whieh continue to operate succcasfullye
Ther: are good techrical, commercial and humor reusons why thiso is so,
and some &t least of thece reasons may apply in a developing countrys

In addition there is the busic difference it fuctor endowment and

facter rewards -~ s.2. in labour supply and wages « vhich can radically
alter the optimum capitalfoutput retio and production scales

53¢ The second questior which is begged 46 the level of protection
giverns A factory may bhoeve to be designed for a scale of operation
below the contemporary tecurical coptimum, and it car still te a viable
snterprise giver adequate protection bty tariff or quartitative reetrice
tiorg.

54e Thue the basic point of whether the market will support more ithan
ore plant is not to be answered simply by rvefersncc to the meot nodern
plants irn develeping courtries. It 1z a more complex question. Jut
sesusing the question can be arnswered, the worthwhilemess of granting
a monopoly csn be assessed on the same basis as other inducements.

run the monopoly as puch makes no difference, as the effect of competi=
tion will be to eliminate all »ut one producer (though in the short run
competition would benefit the consumers through “cpression financed by
oapital losses). Then the rea. assessment again depends on the resources
use and factor-reward pattern, 'nd is not modified ty the monopoly.

56e 1f, however, the market will support more than one, but the prog-
pective manufacturer stipulates a monopoly as 8 matter of commercial

policy, the ascessment Joes need to be modified, It is reasonable %o
asgume that the manufcoturer would rajse prices and profits above the
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vy rax renourpions

57, Tuax ccneestiile 46 encourage irdustrial development are of two tasic
typot. Firety tpepe are remissions cf con, 9Ny sorporction, profit or
troome tax, 45 My te appropriate 0 the tax ctructure. Semetimes there

ig a complete toX holiday. Seccrd, thore are tax ruleg designed gpecifi=
cally to cnegiraze Rew investment or reinveatment of profite or both.

“ith elther type of 18X sopcession the main offects depend on the impact

or. pecouree use and fuctoy rewards. In purticular if the invectment
stimulated is frow cxternal resources the gain accruing to the country of
location will lepers paitly ov the nature ard extent of tax concessions
plus the rules slout remittance of ;rofits and interest . broad. If
remittance abroad 1S treely alloved, concessiors on income and profits ta¥,
ete. ars priss facle legs sdvantageoueg to national welfare than invectment =
a4 wuleting concesulorde These concessions cormonly take the form of

sit er & lower rate sf tax on profits reinvested in the country or else
previsions fer sceeleratad depreciation or newly invested physical gecets, OF
op both; their exact effszct depende on the whole structure of taxatiole

Fer example, with dcpreciution sllowanced, broadly gpeaking the gain to an
srvestor in belrd able tc write off say 3¢h of hie investment in the first
yenr may not bo VeIy sigrificant unleos ke ig able to oarry forward acoutu~
lated loooes o jebit agairst future groes profitse '

HHe  helnve etol prafits will tend to be ploughed tack in the game lires
of preductiony which way not be from a welfare point of view the test
rext irvegtnents Thus it peinvasted profits are exenpt from profit

or ircome ta¥, the effect may te less advantageous than the same con=
seaaion iven to other sources of capital which woull be available

fop othor types of projuction.

53 Mot only is it important to make reagonably certain +hat the gains from
any externil inveatment are worth the tax conces. jons, but also it is
epsential to atrike & talance tetweeh cncouragement of private investment
ard geverrment's own recds for developmert funds which are themselves derived
Prom tn¥atichs

come b ATHENCN thot 2 otax coroeasion on &L jnvestment which
woult not othermige BOVe tuker pluce canrct represcnt ary logse This 18

Lot ore s rily o BRI TS RN ATIR N SO e racosed alory with the total effec
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Or. Tescurc: use, tut in practice tax concessions ternd to sebt procedonto
wiich huve %0 fe otocerved Tother irdiceriminatodye In any case 1t must
oftern be 1ifficult to teil whether or not an irvestmernt would in the

erd tuke pluce witho'lt a tex concessicn, particularly if it 1o arn invist-
ment of irwernal capitzl,

’
{

‘vi) Grarnts snl Loans

Fle srente arc ir. <ft.ct specicl payments tc producers, similar to
customs refunds in that the turden falls nct on consumers of the
particular products but on the taxpayers murginally affected. Ao the
grant will almost certainly be tied to a particular investment in

fixel assets, the producer has te cortinue production in order to get the
benefit of the grant, just ae he has to do with customs refurd on
materials,

62+ 1Ir practice grants are usually made only to small - or medium -
scale local tusinesses, and their eccnomic justification is thgt they
mobilize sources of enterprise which otherwise would be inactive, or

not fully effective, for lack of capital. The potential gain from this
depends on the relative scarcities of enterprise and capital. “here
local manufacturing enterprise is even scarcer than capital, such grante
are g%ma facie likely to increase total production. There are, however,
often difficuities in administering grante which reduce their effective-
ness in stimulating new manufacture.

63, Loans, insofur as they are at oub-commercial interest rateas, can
conotitute on inducement similar to grants. The fact that they have to ,
be paid back, if this is enforced, is an additional ineentive to achieving
and maintaining efficient production, as compared with outright grants.

64+ 7Jhe investor in a developing country often has difficulty ir obttaine
ing secure title to land by private treaty, Fre uently it is much

eagier and cheaper for the government t» solve the problem, &nd some=
times it is the only agency which carn do s8¢ satisfactorilys 1t is cheaper
because usuelly the government can ly law novsess itself of a good title,
and then pasc on the seourity of the title (rot necessarily the frechold
ownersbip) to an individual occupante This is a very definite induce-
ment, in the sense thet it removes an importar’ ctstacle to development s
Moreover it is an inducemert unlike the tax and customs concessions ir bhat
1% does not c” itself demand any sacrifice from the country of locaticn
to be offeet against the gain from the indusirial developments The use

of the land may be a sacrifice of a resource which could bte used otherwise,
but the removal of obstucles to secure tenure is no sscorifice.
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hb Lffect of tusse two Lpducements inductricl sites and basic
coTvicen, o6 yoticna! incone ard on tetel welfare depernds agdain on thelir
cf Lot On Tesource dos arsl facter rewaric. 1f the aite is compulscrily
nequired by the sove nmenty ;4 is possible that 1t was, OF would have
boery atilive i wolke prolitably for some other FuUIposte Hewever, this

is ot vary likely to be true of ipdustrial sitecs. Ir.dustry has s fairly
nigh ratic of 4lisd valne per oquars foot of sites It 18 improbatle that
seytbhing tut snops, Lhotels or cemmercial office property will have &
higher Twtlo, and deliberatcely plarned irdustrial sites are almost alwaye
away from the high~l&nd«value areas of town centrese

£7¢ In Lasessing “hethsy to moke oo ipvestment in site sarvicee fer
spdustry there 18 the relatively simple criterion of whether the in=
dustrialict will be willing to pay & price baged on the cost of the
gervicess LI Do, the jvducement is costing nothing to the country of
locatiorn but may otill be o significant jrducement to industry. Vice
versa, if the services are charged below cost the country of loeation

jo subsidizing the producers and with site services st subsidized
priceas, thers 111 bte a tendency for the industrialist to overspend on
them, distorting the pattern of recource uge and reducing the prospective
gain from the whole developments

viii, Fagtories to Let

8P, iv proviclon of fmeteries to let {s tagically similar to the

previsior of jpoduntrial building gites. The sane considerations arige
over charging the cost price, charging telow cost {which marny industrislints
aill cxpect fribially ard alterrative uses af rescurceds

£n,  Certainly the prevision of factory puildires to rent ig & coneiderable
induccments  Ihe Joverimernt shoulders a significart propurtion of the total
ipvestmont turiere slac, as with oites, the goverrnmenl shoulders oré of
v pleks which many ertre prenaurs would regard as the most serious, in
that o voocant fhotery ruilding is not recessarily readily saleabls in

sime of nesl, capecially 1f 1t 28 ip & eourtry with little marufacturing
tpgustry or if the factory 1o apecialized to a particular preducte

L B bope Aoy ROWSVIT 1ittle if auny scope fer overall economy in the
proviolon of faotoricn by the governnents AL ertreprersull whose factory
et ! Cer bl olally may insist on various features which
node b . roo vt - oyporsive and less alaptable %0 other usesSs
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‘1o Thus with the provision of facterli o te Lot rbe sngritior te be
pet sgainst the gain cn the project 1o Lowrely oomattor of rick=tenrne

and of any element cf aubcidy irn the orice charged o tne inlactrinliots
(ix) Suarantecs

72e Freguently a goverrment gives %0 8 rev rarufcturer, or to an
existing one who i=s expanding, specific guarartecs atout guch tnlrgg

as remitting profit and capital ecut of the country, re retintalization
without cempsnsation, no diseriminatory taxstion, Ac restriction on
gpecified importc of raw naterials and compenenta, smployment pormits for
expatriate staff, adminictrative help with cbtaining public utility
services and in dealing with land acquisitior, local guthorities, atce
rost btut not all of these guarantees are of special interest to foreign
manufacturers and investors.

73, Usually thesc guarantees are formal stutements of what ic settled
government policy, so that, provided the government ic confident that
the country will be able to honour the puarantec in full, there ie
nothing loet in giving the guarantec. Te the new inventor the guarantee
may nevertheless be an important inducement.

14 ‘here a country may lose by giving such guarantees ic in freedom

of sotion in emergency. If there is a bulance of payments crisis it
might be very useful to restrict profit remittance for, oay, six monthe.
This would of itself be little hardship to most manufacturing businesses,
but 4f there were & formsl guarantee in existence & breach of its terms
would attract very adverse publicity. Thus the terms of guarantecs should
avoid committing s government to obligations in Circumstances where the
disadvantage to the country may for & shert time be very great, yel make
1ittle real Jdifference to the inducement offereds

754 It remains to bring the prospective gainn and ocosts together
‘pyctematically @o as to facilitate the sesessment of any particular cage.
This can be done in the formula that inducements snd concessions tfostering
irdustrisa]l development are worthwnile provided the following sum is

poeitivet=

The aggreg=te of the discourted future values of i

(1) (the grose ircreace in national income from the adued
value of production directly due to the irdustrial

A
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and also
1ess (vii)

T6e kppli
given case

1% ean do

16~

jeviiepmernt ' plus (ary other weltare terefits, leow
sry welfare L0SUes, iirect.y luc tc the industrial
ievslopment

{the greos incredle ir, raticrnal income frog the added
vaiuc of cxtra precuction jue *4¢ the irncome mltiplier
sffcocts of the irndustrial jevelcpmert plue (any other
welfore tencfity, lese any welfure lesses, lirestly dus
to th.2 «xtra productior.’$

(the grosy increase ir. naticrnal income from the added
value of production in further new industries ptirulated
by the original new industry’ plue (any other welfare benew
fita, loos ary welfare losses directly due to these further
rew industriec)y

(the reducticn in raticral income duc to reduced added

value of output of other parts of the economy arisirng frem
any diversion of resources or disuse of resources caused

by the inductrial jevelopment) plus (any other welfar.
locses, less any welfare henefits, arising from this divorsion
or disuse)$

{the reductior ir national income due to rewards, includirg
irducements and congessions, giver. to factors from other
countries), plus {any other welfare losses, less any welfare
beaei;iw, arising from these incentives srd concessions as
such )}

any reduction in welfare arising from the re=digtribution of
income or wealth inherent in giving the inducements and con=
cessions to factors from demegtic sourcesy

ary loss of total welfare due to reduction in government
investment for lack of money which could have been collected
but for the tax remissions for industrial development.

cation of this formula to the facts, and provabilities, of &
will not automatically produce the right answer. The most

ig to set in their correct relationships the numerous arguments

for and against which may be put forvard on sny scheme deliberately to
foster industry. To do thise is, however, 8 long step forward in meking




ar. azcessment which must Te at least ac much a matter ol judgement ug
of meacurerernt,

-

77¢ Appendix I shows a real case in Eest Africa, kpyendix 11 1o arn
imagirary cuse rringing in festures typicel of mary develcpments,
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5, The unskilled and semi-skilled operatives are taken on totally
Sotrained and unskilled, earning initially sh 4/25 a day. \hen fully trained,
their salaries go up to sh 600/~ = 7C0/~_ per jionth,

6. The 37 local technicians and skilled mechanics have mostly been in some
employment before, but few have any length of experience and so few cen have
been key men at their previcus employment.

7. The following are the estimted unit costs of production at 74,000 units
per year; - , -
, | * Total local inputs Inputs Rewards
: ndiverted" not to

rnal ~ "diverted"  factors




Price appraissl

Cost per unit ex factory = 750/~
Average cost of local product delivered Nairobi = 862/~
Price per unit of imported product at Mombasa = 700/~ (duty free)
Averagc price per unit of imported product at
‘ Nairobi = 800/~ (duty free)

Toing Nairobi as centre of market, imported product is 62/= cheaper
so deduct 62/- from cost of local product to give real value of local
ex factory, i.e. 750/= - 62/= = 688/-.

Lifect of 25% duty on imported product, = plus 175/~ on price, raising
Nairobi price of imported product to 975/=.

This gives profit margin of 975/~ ~ 862/~ = 113/~ per unit after meeting
interest and depreciation charges.

113/~ per unit for 2k,000 units = £135,000 representing 26,55 on the
£510,000 paid-up share capital.

Eipal Analysis.
(1) Cross Increase in latiopal Incomfs

- Added value of project, omitting from costs all revards to fastors and
all non=diverted local inputs.

= 688/~ = W3)/~ = 252/= Der.NUAL
Gross incresse in national income = 267 x 24,000 = £308,000 p.&.

This figure however counts elactricity as non-diverted ocal input, which
4s reasonable for say five yeirs, until the Owen falls power station is opereting
to capacitys but thereafter the 57/20, suy 57/=, electricity costs must be
counted in, making the figures 688/~ 1ess LE8/-= 200/~ and giving & gross
inorease of 200/- X 2h,000 = £24,0,000 p.s. ,

The main welfare effect is likely to be accidents failing to be cared
for by the free state pedical services, Allowing on average an accident &
week costing £20 of health service, time, drugs and facilitios (only 1 & month
is a hospital case), that is about £1,000 a year. This reduces the sbove figures
to £307,000 and £239,000 yespectively,
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Price sppraisel

Cost per unit ex factory = 750/=-
Average cost of local product delivered Nairobi = 862/-
Price per unit of imported product at hombasa = 700/~ (duty free)
Average price per unit of imported product at
Nairobi = 800/~ (duty free)

Ta"ing Nairobi as centre of market, imported product is 62/= cheaper
so deduct 62/~ from cost of local product to give real value of local product
ex factory, i.e. 750/~ - 62/~ = 688/=.

Effect of 25% duty on imported preduct, = plus 175/~ on price, reising
Neirobi price of imported product to 975/~.

This gives profit wargin of 975/~ - 862/~ = 113/~ per unit after meeting
interest and depreciation charges.

113/- per unit for 24,000 units = £135,000 representing 26,5% on the
£510,000 paid-up share eapital.
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is & hospital case), that is about £1,000 a year, This reduces the sbove figures
to £307,000 and £239,000 respectively.
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assuming an average life for the various elements in the project of
20 years, the present worth of the discourted future vilues (ucing the short
prew., formula), at & socisl interest rute of 124 is,

Years 1 = 5 at £307,000 present worth at yecr 1 = £1,130,000
Years 6 - 20 st £039,000 " Poonon = £ 960,000

i

£2,090,000

(i1) kultiplier bffects.

Principal effects will probably be in inducing production of additional
foodstuffs, of which the supply is highly elastic, [his will include some
preparstion of cooked foodstuffs. There will be some other expenditure on
€.p., textiles, drinks, housing. The 285 operctives who started at 4,25 per
day and rise to an average of 650/~ per month have sn aggregate increase in
earnings of about £80,000, On the basis of some very approximate estimates, 1t
arpe.rs that about half of this increase is spent in multiplicctive ways and
half on import content and in diversionary ways. [(his would generate an
immediste _econdary income of £40,000 of which the tertiary etc., effects might
raise the total to £60,000,

(his 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 socizl interest rate of 127, This is £530,000,

No special welfare effects are predictable,
(144)

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 inpu:is, 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
ineresse in inceme which might be worth hundreds of thousands of pounds,

(iv)

0f total capitalization to date of £1,160,000 sbout £176,000 is external
and £984,000 is local,

The £984,000 at 125 would have earned about £118,000 p.a. The p.w, for
20 years is £1,0%0 ,




Lcoboar

Le e sert most sentricions nre 56 1E pat ac theoe wore D inly of 1ittle
I SRy he N ;ortunity coat of divertin them from other wors Cal e toreh
t or re r o thedr setyal poye 2wy 3 techrnicl ns ot CBA) Lere T $173,500 Lo e

G ctort oo Lialoprob vdy r.ot 4+ puch rory tpen 5oy TSy 99 tve rresent

e
Corth ot whio otrortunity cost is LoB L0 .

w1t re dossed conrot te ; uessed witbout Kpowing what other industries
nisht ott e ioe Love used theso £.CLOrS e sut it cen reasonrbly be assumed
Lhere would be @ losu of pultiplied incomes vhich is taken as 9%% x the multi-
plied income, (see (1ii) above) . 1160 ihis is

iy 50, Q00 o

(v)

LUk fnL.'Lt.}" er edit 51100’000
pquity £ 76,000

£100,000 ¢ 86 for 10 years = puyment of £15,000 & year for 10 years,
povie OF £15,000 discounted at 12 10 years = £90,000.

(HoB, pows 18 less than £100,000 because social rate on capitel of 12%
is higher than rate peid of 8e)e

How total cost of production of sh750/= per unit includes interest and
depreciztion poyments under veized", 30 the 113/= 18 available for profit on

ecuity capital {including tax), 113/- % 24,000 - £135,000, suy tax £4,0,000,
n@?t P’f{)fit gt}f}’{iﬁg

Potal peld up coulty copitalization is £510,000

Lxternsl held equity is £ 76,000
Paywents to external equity = .%é % 95,000 = £1h, 200
510

puve of L1200 for 00 yeurs - 124 £1264000
Ko direct welfure effects of the tariff protection as such,

»

15 expatriste technicians, 8.y for an average of 5 years, each
remit Ling £o5() a year abroad - L3, 750

cave 0Of £3,750 fer 5 years at 126 = 4




(vi) Internal lrcome Jistritution

Gross roturn on eculty coltoiizntion Sy
Let—of-tax T 1 " " R

Lost of sore goods in yeneral use will be fractions] Ly by hior bocaasy
this local product vill be 7 4ohe deorer at Lodrobi thoen the inrorted i roduct.,
'his price increment is a trinsfer payunent from mrdhisers Gebo o1l dne lude
all ircome brickets except the very poorest) to the investors (uro vill bte
gererally well cbove avera: ¢ in incone ). ihus ther witl be cone dndefineble
loss of welfare, Lut orly a smail loss bociuse price differontiols cre smoe 11,

(vii) Gain or logs of lax hevernc, Holding up iluncing ot vhher | ove lopments

e customs refunds. a.r imports which do come 1 over the tariff will
in fect bring in Goverrment revenue not previously existing., lun no hindrance
to development, slthoush the enterprise will bring in sone tax (L40,000 paae)
it cannot be argued thut this necessarily constitutes s piin, os {he enterprise
will certainly give rise to sociul costs which will have to be met from taxation,

SRRIY
PeWe
Gaine (1) 2,090,000 irect
(11) 530,000  iultiplier
(141) Substential  Other industrial development
plus ?,&s@,@aﬁ ‘
losses (iv)= 1,050,000 Capital diversion

- 68,000  lsbour diversion

- k 456,000  hultiplier from diversions
(v)= 90,000  buppller credit (externol)

- 126,000 Lguity (sxternal)

- 14,000  Staff (external reuittances)

(vi)e  small Internsl income distribution
(vil)e nil {ax loss, snti-development

1,798,000  plus small

Thus the project 1o clearly worthwii'le ol itgelf, sven wivhout the sub-
stantial gains from the stimulation of other imimtﬁaf

developments,
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Li(dC L FOR_DRY Bt BY i wli oC oy URE

(this is an ima;inary project; prices, costs,
customs toriffs and othrer quantities are for
{1lustr .tion only, and are not necesserily
accur- te in reslity.)

1, =t present, Last nfrica imports about 3k million dry batteries of all
types, meinly for electric torches and for radio sets. The averaje price
coiof, tairobil (teken as the geographical centre for transport cost purposes)
is Cts 45 excluaing duty, Cts 0l including 4Chw duty.

5, ihe wverbright dattery Lorpor. ticn proposes to establish a fuctory in

Lust nfrica oo serve the whole Last african market, probably with some salos

to the .ourhern .udan, U SLern Congo and hwanda and Jurundi, A new compay,
the ~frica Ster sattery Co.y has been registered in nast africa with a nominal
c.pitel of 4 million 5 = shilling ordinury shares., 1t is proposed that all
these shures shall be fully called, a loczl associate subscribing 1 million

and the wverbright Corpor:tion 3 million. » return of 11% after tax is expected,
1. is also proposed to borrow £900,000 by issuing 7é debentures, of which local
interests are prepared to take up £200,000 and the Lverbright Corpor:tion will
plece the other 700,000, (£100,000 in past Africa and the rest overseas), In
addition, cormercial banks in kst africa are prepared to extend an overdraft
focility of £100,000 towerds the need for working capital, also ot The

3, *The fuctory will produce all the mein types of dry bsttery now in use in
Lust nfrica. fotal capacity will be 30 million units & year, with an average

ex f:ctory cost of Cts. 50, [ransport costs wiil raise the c.i.f. Nairobl cost
to CLs, 60. It is expected th.t the butteries will be quite as good a3 imported
batteries and that the (wholes.le) price diiference of Ct. 1 will be enough to
meke them competitive once established as a brand, For the first three years,
however, ¢n extra duty or. the imported batterles, of 5C#% instead of LOk, will

be necessary to overcome the brand preference, This will raise the price of
imported batteries to Cuse 654

4o In addition, : customs refund hrs been given of 25% duty on imported raw
materials worth £50,000 (duty free price),

5, lotul employment will be about 1,2003 i.es, 1,000 unskilled, 200 skilled,
plus manzgerial and office staff, Initially the three senior staff will all
be expatri:tes = general maniger, sales mancger end production engineer,
Unskilled vorkers will be mainly on plece work, and are expected to earn £12 -
£13 per menth, plus about £3 in fringe benefits such as a subsidized canteen
meal and & provident fund,

6, Lost 5t

at full out,pu{ of 30 million peds, X factory price Cts, 50, the total
output will be 750,000 Poce fhe expected cost and profit structure will then
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be us in colum (1), Columns (2) (2) end (4) o lyse costs for Lhe presont
purpose,

Total locel Inputs Toc.l Iuvuts  hewirds
"diverted" & rnot to
bxternal poid "diverted" Factors
for,

(2) (3) ()
£1000 £1000 20

wages, unskilled

and semi-skilled 192
wages, skilled L8 L8
clerical, etc. vuges 5 5
professional and

managerial 5 5
electricity 20

diesel and other

fuel 5

materials® 150

insurance, services 25

Total, operating
costs

interest
depreciction
taxes

net profit

Total Revenue

1 15 for generation and 5 for transmission,
» after deducting customs refunds, |
7.  Exlss Avoralssl

Average price of imported batteries cif Nairobi Cts 65 (508 :ifzt;-)
: ‘ 61 (A% duty)
. " " " " " * 45 (excl duty)
awﬁsge ﬁﬁlt af laﬁal batteries ex factory, % 50 {no excise)
h c¢if Neirobi R & " "

Then taking Nairobl as the geopraphical centre of the merket imported
batterics are Cts 15 cheaper, 8o the true value of local batteries ex f&e&»wg
is Cts 50 « 15 = Cis 35, ; :
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2, Fin o nr..lysis

(1) wuryss incresse in v_cionael Income

.dded v lue of project, counting as in uts orly colurn . iu the Lost
nriclysis, l.ce, the locul innuts diverted from other rossible uses plus
esterri.l inputs paid for:-

310 nillion butteries ¢ GCts 35 = 455,000
less innut costs in Column 2 = 1185,0C0

B
Gross increase in nutional income £340,000 p.a.
P

Tris, however, did not t.ke the full cost of electricity as input, The
generating costs was escluded becsuse of surplus capecity aveilible, ~frer
5.y five yecrs, thie may not, be the case, .nd thLereafter the gross increase in
netionel incore will e 340,000 - 15,000 - £325,000 peds

'he main "welfare" effect 1s likely to be the introduction of a stable
.nd steady industrial source of income into an area hitherto lergely dependent
on u; riculturcl e ports. #1thou h some of the 1,700 employees will move into
the towr. where the fuctory is situsted and will orobably create housing con-
pestion wnd put up sh.nty dwellings, the mujority cre expected to live on thelir
smi1l-hoidings and travel in daily. rhe company has arranged to facilitate
this by providing a large bicycle park and by getting the local bus service to
it on extra buses at appropriaste uimes.

ns this is not & heavy industry, the incidence of fariory accidents is
likely to be slight, thou o the .raffic sccidents, with large numbers of
empioyees cycling to work, may be considerable, Twc accldents & week costing
the stite medical services £60 would cost about £6,000 o ye.r. [here might be
some risk of lead poisoning in the factory, but this is guarded apzinst by
solety precautions and by & nilk rotion te the operatives affected (included
in the canteen coste),

'hus, the measurable welfare effects are a coat of about 26,000 a year,
‘nd substantial ron-me. surable € ffects on the community which are probably on
b.lance beneficiel.

Taking un average life for the project of 20 yesrs, and deducting the
£6,000 per year social cost, the net effects cun be summed as followsj=

Years 1 = 5 & £334,000, present worth, ,
12% discount at yeer 1, = £1,225,000
] "

w4 - 60e£319,000 v = £1,255,000
B e
£2,480,000




(ii) iawltirlier .flects

the rrincipe 1l mul iplier erfects will cone or: the increised corning
ol the 1,000 orer.tives no ewrning .1 ver rontt onoricee rotes plus
23 of subsidized cunteen nenls and other berefits., (hoey will be out o1 1er
month better off th.n they vere, or vouls bove been, 25 omell-sc le cultiv tors,
or £9 better off thin if they bid beer wnis i.led lrbourers, . ressoncble juess
b.sed on vhat sc.nty informition is aviilible suigests thot thelr demrna for
extra food, housing und services moy result in holf of this extra 1oy belis
spent. in nultiplicutive " uys, sy 1,000 & U5 per month, = 800,000 ver yeor.
Tertiary effects woy reise Lhiz to J9G,C00 rer ye o ollowing this bene it
for 20 yeurs discounted ot 124 gives a4 vresent worth of :0C,C00¢.

(iii) Cther irdustrial !esveloprent . timulsoted.

T e

45 most of the items used are relatively simple, it is unlikely that
any new industries supplying this factory would be started. nnd as the
product is generally a final ronsumer jood, it is most unlikely to foster the
development of battery-using industries. On the other hand, the "purallel”
effects of an investment as large as this may be considerzble,

(1v) Eagtor Piversion or isuse
Cepita I

Of total cepitalization of the project of £2,000,000, the local element
is £650,000 «nd the external is £1,350,000,

The £650,000 at 12 would have earned £78,000 p.#. »ithe pregent worth of
this for 7 yeaurs is £§90,000,.

M. ny of the skilled operatives will be vorking on maintenance and repair
of machinery; some on chemicel processes, or lzboratory work. host if not all
of these categories will be scarce for up to say 5 yeers. OSome will probably
be so scarce that their attraction to this fuctory rather than other industries
may hamper produccion elsewhere, The total effect of their diversien might be
a loss of as ruch as s.y £200,000 worth of prouuction for 5 years, vhich would
have a present worth of £730,000. It is however almosi certain that between
this £730,000 loss and the .A90,000 loss on local capi.al diversion, there is
some double counting as skilled men would have been needed to use the local
capital for different projects, or capital necessury Lo employ these skilled
men,

gss of pultiplier Income bscause of resource diversion and disuse
must be assumed., On the busis of the proportion of local c.pital this can be
taken as _§50 times the multiplied incoume present worth of £800,000,
2000 i.e., £260,000
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Vi, (0 7 debentures cost 147,000 Dei,; present worth of £42,C00
for ¢ e ors disceo nted ot 1w o 4372,000

" "'"U“i

b eost annlysis shced zonet Lost-tox prefit of £110,000, aceruing to
the o1,000,000 equity slapeoldings. ihe share of the £750,000 external equity
aheprchoading is thus £82,500, of which the present worth for 20 years at 12s -

77302000, "
Lg ANy Q}:

3 expatricte staff for an average of 5 yeurs ecrning £5,000 a year in
totol and of this remitting 41,000 abroud. 7
Ppesent vorth £1,000 o yecr for 5 yeers at 126 = 23,700 say £4,000.

fhe higher tariff and the customs prefund are not concessions which of
themselves have welfire effects other than the ctlculable effects on payments
to exterial factors (zbove) and on internal income distribution (below).

Distriiution

Here the principal wellfare effect 1s that the purchaser will have to pay
Cis 15 more for his loc:l battery than he did when it wae imported, This is a
transfor payment from the battery-purchasing public to the battery makers, )
including the ecuity shareholders both loezl &nd forelpn. Cts 15 on 30 mililon
butterics i* £725,000, dut the net profit to eauiiy capital after tax is only

(vi) Internz,

£110,000, of which only £82,500 goes Lo external cepltal and £27,500 to internal,
It is reczsonuble to arpue thut the battery users will generzlly be much poorer
people than the equity sharcholders, 1f it is the case, as it probably 1is,
that money is vorth:* ieast swice as much to them as to the shareholiders, there
ig % welfore 1ass of at least £27,5C0 pe.a. s&y £30,000, Fresent worth of this

g

for $0 years at 12 is £266

The temporary imcrease in duty to 5U. raising the Nairobi price of
‘rported batteries to (ta A5 (instend of Cts 61 at 4(hk duty), dees rot repre~
sert ary tronsfer payment to eoulty sharehalders, as this margin io needed to
ovepeste initial brand prejudice and go would not allow-the local batteries to
be charged more than their cust of Cts 60 delivered Nalrobl, |
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(vii) Loss of iax hevenue, Affectins the Financing of Cther Develorments

the customs refund of 25, duty on £50,000 worth of matericls per year
represents £17,5C0. However, this is much less than the £60,000 tux revenue
paid on the compeny's profits, It c.onnot be claimed that as a result there is
necessurily a "tax gain", bec.use clecrly the new enterprise will :ive risc to
social costs which are met from taxation. Ihere is nevertheless i good
probubility thut the tax loss of £12,500 on customs refund is compensated within
the £60,000 tax paid by the enterprise annuclly.

QUmmary
Fresent Worth
£
Gains (1) 2,480,000 direct
(11) 800, 000 multiplier
(111) ? other industrial developments
,stimulated

3,280,000

690,000 cspital diversion

730,000 ' labour diversion (max)

260,000 multiplier from diversions

372,000 external debentures

730,000 external eguity

: staff, external remittances

 internal income distribution
E'lggx iﬁ@ﬁ; &ﬁiiﬁd!?&iﬁj ey

(other welfare effects not
marked)

Thus the net gain is quite small in relation to the sums involved,
largely because of the capital output retio (about 4:1) and beciuse of the
fairly m skilled hbanr content,







