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THE EMPLOYMEl'.JT U iPLICLTIONS 
OF "TlirDE Mm EXCHLNGE 'Rf.TE - POLICY ----- .. ~·;._...,__,~-~~~~ 

Fore i gn tr.~ .de and oxche.ng e r c:.t o polici os a r e a ft on t oo complicP.ted 

f or t l1o non- c c onomist to uncl orsta ncl 2nd avon s oma oc onomists fi ne'.. t ho 

connoction b.ot woen t hoso ,Policies 2ncl ompl oymont obscure. Yot trt..cl_o 

n.pcl exehc..nc;o r a t e po l~ ci os c0n b e v er y importa nt in cleto r ,.:i n ine tho 

pe..tt o rn . of :i,ndustria lizntion ,· a nd t h is pd torn ha.s profouncl i milliC<'..tions 

for . omploymont. . We will ex.:~.ml.no h ow thoso fJO lici es ~ influence 

inclust rir.. liza ti on a nd employmont 1 bmv t ·hoy ~ in p~actice ex c rt t hcir 

inf . u onco o..nd h ow t h ey ought t o be usee"'.. t o · pr omo't c dov c l opmont . Ho 

·will thpn b ri ofly considor the insti tuti onc: l 1 poli ticc. l economie, b L'..s i s 
. 

of t h9s o po licies • 

Lot us see how t hcse po licies n.f foct empl oymont, on ·a puroly 

· f orrn:ü l ovo l first. Empl oyment i s s imply oqu2.l t o tho omploymcnt pGr 

shilling o f CD.pi t P. l oquipme~t •1 

In t h is frc..mework, chP.nges in ompJoymont (E) p1n c ome ossontüüly 
i 

fro m t\vO s ources : oi thor the c î.pi t <. l stock clv:.ng cs (t hr ow:;h i nvostmcnt) 

or t ho om11loymont per unit o f capit ~: l (tho 11 f é:.cto_r intons i ty'i) cl12.ngos . 

In pr<e.ctice , of course 
1 

both typos o f chi::.ng o oqc.ur t oget her. C2.,p i t 2.l 

.::.ccumulP..ti ::m tonds t o incror:.se ompl oymont 1 while 
11

c2.pi t r l d ooponing
11 

( incroc: si.':l~ cc pi t a l por workor) t oncls to rotc:rcl this g r owt h . Hi t h 

rOgL'. r cl' t o oxcl12.ng e r nt e a ncl trr>ÜO po lici!'JS t \·J..J 0 <'. 11 2Sk how t hose r:.ffoct 

tho rr~ to of invos tmont 
1 

h ow they P..f f oct .t ho typo of investmont a nd., 

the r of or o
1 

how t hey a ffect employmcnt. 

1. 
E 

E = K .K .. 
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~1en wc a sk this que s t i on , . \vO s houlcl pc clcnr how p li c i os Cr' n a ff ect 

t h o vnrinb l os in que s ti on . Tho most · import e. n t wr:y :i,n whi cl1 t r e.cle :o.nd 

cxchc"'l.ng o r 2..t o po li c i e s hn.v e t l10i r e f f cct i s t h r ough cb .. : ng i ng t ho r <:t e of 

r oturn t o f a ctors of pr oduct i on dov ot ocl t o va riou s 2. ctivi tios . For oXG mplo, 

if f orcie;n compat i ti on i s b2.nn oc.l t h.: .n i t bccomos mor o pr of i t C'.b l o t o pr o

duc e a g ood domosti cn.lly. Thus i nv ostmont i n pr ocluc t i ém of t hc: t good 

i s stimuh:.tod . It i s common i n n. lmost ov ory country of f.fricn , I boli ev c 1 

t o h nv c a n import od commodi ty bocomo s c2..rc o a s import ro::Jtrict i ons <:.re 

cla mpod · down, a nd t hon to soc t he nppo.:-.r anc c of· a l ocn lly producod v ersion 
. . . 

of t he it em. Tho po licy :·Jf pr ot e ct ion which i n i t i ? .. tos t h i EJ s equenc e i s 

u sunlly justifiod a s noc os snry f or t h e s u rvi vP.. l of tho "Inf .:::nt I ndus try" 

( ev en if the 11 inf2.nt" i s p<:.rt oÎ e: multin.:.ti o'ria l g ü tnt). Thus it is 

implied thn.t invostment; f or oit,;n i nvo s tmcmt · i n pc.rt i culc:.r , i s stimulat ed 

by i ndustrin l pr otec t i on . Such cl<>i ms mus t b e t r o.: .t ocl c.:.utious l y howov e r 

f or two r oas ons . Firs t t ho t ot <: l cff..Co.t o.f· po l.ici e.s ai mod nt . s timula ting 

f or e ign • inve stmorit s hould i nc l ude t ho of (cct on l oca l i nvest mont a s we B .• 
·'· 

It ll'lc.'1.y be t hn.t a: l a r go cor poro.ti on ' part i ql,l. l a rly a f o r e i cn on e ' os t ablishos 

it s e l f é1.t the expanse of l ocn.l ' ,procluçors. Tho s.ucceE)s of n. multinc..tiona l 

shoo pr oduc or, f or oxn.mpl o , I1lc."1Y b o a ch i ev ocl L\.t t he oxponso of l ocr .. l cra fts

mon or smEtll l oc ;o.l f L\.ct orio.s . ( It may b o t h ;:: t t ho n o1,1 i nv ost ment i s f 2.r 

·mor e ca.pit2.l-int cnsivo t h<: n tho ·h spl a c od i ndus try) o Thu s i ncrœ .so in 

s 0mc i,nvostmonts brought n.bout by t r 2. do poli c i os mus t be b.:: l n.nced n.gn.ins t 

ot hor invostmcn t s ~i splaccd by t l1C snmo poli ci c s . I n n.ù.c~i t ion ' increa. s o in 

i nv ost mont i n on e s octor m.:.y woll occur nt t h o oxpons o of i nv ost mcnt i n 

qui t c anothc r s oct or: t extile i nv os t mon t , fo r o:x:t' .. mj_Üo , m:y g r o'" whilo 
( . 

invost mont in f ood pr oc oss i nc; s t r:gnr:.t e s simpl y b oc2.u s o t r ::.de po lici os hav e 
t 

ma nipula tod pr ofi t r a to.s t o pr ov i cl c Ù10ontivos f or s uch LI. pn.ttorn. Thus . . 

t h o f a.ct thc: .t 2 . c crt:ü n i nv ostmcnt may hav e r osultbcl frnm L\. tr<~ rl c policy 

d ocision i s no proof t ha t employ mont , o r i ndcod even i nv ost mont ~ s 2. wh ol o 

hn s b eon a uGment cd by t ho ùoc i s i on . . . ' 
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The soconc~ rcnson f or t:rice.t .ing tho a ffect of tra dc policy on the 

r c.t'c of invos t mcrit -vJi th C&ut i on is tha:t tho sc cf f oct s must be considorod 

· in n l on.::; timo pcrspoct i v c . Typica l of -tho v ery invm.rcl-looking import 

S'qb sti tuti ::m .) o li.ci s pr ::.c tîsed in rru::.ny r:k-:.t ions o f k-ttin Lmerica ha s beon 

<>.. r :::.pi d ·.burs;t of i nv os tmcnt in pr ot e ct ccl ·indu st rie s · fo·llowocl by poriods 

of st2.gné\.tion. Thcso OX2.mplos nrc import .:~.nt f or !.fricu. boce.us o tho sm.">..ll 

economies of Lfricc::. cannat hope t o susta in invcstmcnt unless clovolopment 

p r 9c oocls on a sc;: l e v1h ich tr.,nsconds nnt i onu.l bor ders. Inclus tri,os ce..tor

ing oxc~usivc ly f or . i nt ormü ma rket s will not {5r ow cl~: ·nnmically in most 

ca s os boca,u so t hey will b e uncompcti tivol y sm.-:.11. In nclcli ti on, .the multi

~ationn.l .~orpo~d ions · wh i.ch t o:kc n.dvr:nt 2..gc of ~ho opportuni !ies crcnt od 

by prot cctioni f? t polici c~ ar~ ' ott o~ mor o int c r ostocl in ~ocouping t'hoir 

invcstmont s through r opntri2.ting J_:Jr ofi ts t hem t hey ~.re, in r oinvos,ting 

th:i, s sur;p lus 

V.lhen wc turn t o t ho cff oct of tr::.do poli ci es on f a ctor int onsi ty, 

wc ·shou l d d i s tin(;Ui sl1 t t1o types of aff ects. ,Tho ovornll f a ctor int cmsity 

d epends both u1=ion t h e fo.ctor Gnd on the itnport 2.ncG ·of inchvid1.12.l soctors 

"Ji thin tho t 6't n. l 'c conoli\Y• . Economi s ts do not agr ee cntirc ly a s to tho 

offcct 's of inccnt i vos such a s trado po licy on tho cho icc of technique, 

Q.ncl honco on f 0ctor i nt onsity 1 within a g ivcn r-: cct or. Whothor tra do 

po licy cr: n hn.vo s i c;n ifi c<:nt aff ects on t .h8 t ypo of oqui pmorit us Gd is 2. 

moot que s t ion. HovJcv or 1 t hore i s li tt l e disci-g r ocmont abcmt tho impa ct 

tre1clc po licy cc:n have on tho typo of indust r y wlii ch pr os pors "Ji tin a 

country. I f trr:.clo l~a lici os incro0se t ho pr ofitC",bility o f ce..pi t<:~ l inten

s ive sectors of t ho c conoli\Y ( thos o which us e much oqui pmont per workoll') t 

then thoso 0 rc likc l y t o a t tra ct invostmont r nt hor t he .. n othor s octors. 

'Trnde po licics é\.ffoct t ho structure of inclus-~ry in :a moro subtle. · 

wn;)f. n s wa ll. Insofé:.r as trG.do .'1)olicios can h c l p c r c0.tc a olass of WC.:é:.lthy 

loc<Ü middl e men n ncl ontrepr onours 1 t hey v·Jill n.ffcct tho éListri but ion 

of clomostic i nc omc . /..nd t he distributi on of i nc omo, in :turn, hülps dot er

mine t ho pnt tor n of c1cm.'1.nd ancl pro duction. Thus 1 t ho st ructure of tho 
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clomostio ooonomy cn.n rofloct tho d i s tribution of inoomo whioh it self 

r osult,s in pn.rt f r om trndo j_; oliqy . It. l'k"'..s beon n r g-uocl 1 for exempl e 1 

t l'k'Ct one o:ffect of tho Phillippinos prot ection po licy h;:-,d b oen t o cro2-t o 

ma ny industries 1.vhich pr ocluoe goods f or t ho O\vnor s of othc r industries . 

l):o l c:vi sion 1 ni r . concli tiçmer <:.nd o.ut omobilo 2-ssomb ly 1 f or OXD.mplo , 2-ro 

i ndustries whlch pr Ç)vi clo . co mmoc: i ti c s <tnü c;oner ::to i:rcome prinnril;y for 

t ho oht o . · 

Befor o wo turn t o tho d i s cuss i on of how· tru.de nnd oxck ngo r nt o 

polic'i cs ,nro in fnct u s cd 1 l ot ' us oon s i dor o..nothor impàrt o.nt pr o po si ti on . 

Tt i s 1 I bclicv o , f r om 2. miSundcr strndinG o f thi s pr oposition th<:.t _ ronny 

po lïoy orr or s ~.ris'c . ' It i s e. lmo st n ov e r l?ossiblo to holp on e ss_<j;or~ 

i nci:ùs try ~i,h_o_~t h11rtin~~~thor soctor s_, This i cloo. iS quit o obvious -

·ii one inclus try hiros ·r. t op cx ocutivo 1 othcr indus tries nr e c~cprived of 

hi s so·r vioos ; if one crbp g r ows on o. pi oc c of l and s orne othcr crops will 

ho..v c l oos l c:.i.1cl on whi ch to g r ow . Y ct in s pi t o of tho s impl e Yk"-tùro of 

thi $ ~clor-:. 7 •. covornmonts ver y oft on proc oocl ::.s i f t hey cou l cl 2..i cl 02.ch 

s9çtor of· t he .c oonomy 1 on e e1:ft or tho ot hor 1 vJithout ha.vinc 2.ny wiclor aff ects • 

. L IJ<"l.rtioulC'.-rly i r on i e ex0mpl c of thi s pr ub l om lias i n t he gov ornmcnt 

scot or it so l f : Tho Civil Service i s f r ccru:ontly cli sndvnnt C'.-ged whon skillod , 

nb l e . personnel l oéWO i t for t ho privr:.to scc tor . Tho ir()n;Y li os in tho 

f.~ ct th2.t GOVo,r;nmont trr:.D..o ')O lioi os v,ory ofton cro::.t o t hey v or y inca rne 

which priv::.te firms thon us s to h i re awn.y s kill ccl Civil Sorw~.nt . lhny 

of t he f or oi [;n · fi r 1i1S (and loc.::. l - firms) VJhic~1 om.:_:J l oy s ki llccl locc.l nnnpow cr , 

n t othor om:ü oy ors 1 expon so 1 C<è.n e..ffor d to llo so -::m l y boo0usc thoir pr o-

. fi t s h2.vo b oen :c:; r cn.tly oxpt\.nclcd by pr otect i on • 

. How , t non 1 clo tr2.do n.nd cxc; hc .. ng o r 2:t o policics op r <>..t e · in pr .::.cticc 

and hoov ·cloc s t h i s n.ffoct cmpl oyfllont? It i s not unf nirl I t h ink , t o 

oha rc.ct ori,sc tlwso po lt c i os as oporc:.tin~ L~Stl2. lly on the following implioit 

prin cipl cs : 

·~ 

1 
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e.) Prot ection i s nogotü~.t oct. co mmoclity by c ommodity. (Gon oro. l 

t ll.ri ff c;x: nt.;os a. r c usu2.. lly ... introclucocl for revenue purposos 

a nd pll.y ·li'ttlo h ood t o t h o affects on rosourco a lloce> tion) • 

Con cumor GOoc.: s c:r e like l y t o r oc oi v o h i c h l ev c l s int ormocli~.to 

(jOOdS l owcr l ov o l s ~.ncl CC..jJi t c: l (jOOclS v e ry li tt le prot ection . 

b) Export p r omotion i s u sue.lly g i 'von much l ess . c oncreto po licy 

ll. i cl tht~.n i s im~1ort substitution . 

c) Exchn.nljo r ;:.t o r evi s i on i s consülor ocl a policy of v e ry l u.Gt 

r osort . !1lmost a ny clog ree of imp î rt contro l i s c onsi c.lorocl 

11 r oforr:.b l o t o clov .:: lua tion for cl o2..ling vJi th bn l 0nco o f pnymonts 

p r ob loms . 

'lhos o throo t on ots r.. r o conclucivo t o a pc:.tt orn of industrin.li sc.

t i on wh i ch i s f c..;r from wh~t ought t o bo ,-,.chi ov ocl . Inw.i r d-looking 

i mport sub s ti t uting Ctmsumor GOO<.~ s i ndust r i es c r ovJ r .::.pidly whil<b mt'..nu

f r .cturccl export s , int ormodic.. t o g ood ttncl c.--~Jit c: l g oods industries g row 

s l owl y . Such c;r ovJ t h i.s limitod 1 howovor , Whon t ho clomo s tic rrc.r kot i s 

s a tisfi ocl 1 fL~rt l1-:; r Gr owt h b-.;c o.mc s v e ry d i ffic ult . Exports, n lromly 

di ffi cult whon c~imocl a t tho rich _c c: p i ti: list countri os b oc r:.uso of thoir 

pr o toctioni s t po_licios 1 t're .ov on mor o. d i f f i cult v.rhcn é.Ümod .-, t most 

ot h or Th ircl Horlcl c uuntri·os which p r r:.cti fJ o ev en moro cxtromo protcc

tion i st :tJOli c i os . The ov e rvn.lua tion of tho oxchc:n go r c:.to ( which often 

r osult s from 1)o i nt (c) ~bave ) tTJL k os export p r ospe cts aee ms still moro 
r 

limit ocl . ::; oc-G ors which n oocl "- 50% or 100/b priee b onus t o c e>inpot o in 
. ' j 

t ho clo mostic m~Tkot c:.ro g ivon such t nri ff p r ot ection. Othor soct or s 

which c oLüd export wi t h a 20% priee b onus cc.nnot oxp l o i t thoir poton

tié} l b c c;: u so tr<\.clo po licy f a ils t o n i el thom n.t n.ll. Thus import 

c ontrols 1 ox_;:Jort p e__s s i mism c..nd ov or -v<: lU<.t,t i on of t ho curroncy tend t o 

f orm 2.. sy stol!l ":'hich i s solf-roinf J rcine • 

Tho syst e m wo closcribod nbov o i s n o ·;; likol y t o pr omot o r e.picl 

csr o'l.-v t ll of omp l oymcmt. BOCQ.US G prot e ction i ~? a fton. n oeotin t ocl t o r;ivo 

on e firm or .- c:. fo1.v c on t r o l o f tho l oc;ü r."k-::rkot , l c:.r g e cxporienc ocl fi rms 

--- _ _ l 
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wi th much c <: p i t rü t\.rO li.'"'.b l o to ·b o succossful i n vJi:rmi ng such f c.vours . 

Thcso fi rms a r c likol3r to b.o fo ~oign-bc. socl ,J.;1d more c.~.pi t c.l-intonsivo 

t han po t ont i;:~. l l ocil l proclucors . I n ncl::lition , t h6sc firms which C<'n 

produco pr ofi tnb l y uGine; tho loca l rosourco bé:.sc •:t prcv:<.iling priees 

et.r o l ess lik ol y to push f or prot ection . Honco r r:pic.l , short-t erm g r owth 

of rcln.tivoly cc.pi t .:: l-int ons ivc oritorpri s os ownocl by mul tinr: ti ona l firms 

is likol y . This pdt or n i s unlikoly t6 procluco sus tr:.i nocl h i gh i nvostment 

ovor tho ' l ong r uni i t i s n l s o liko l y to f nvour c0pit :::.l intensive firms . 

Thoso firms will pr ospe r .~t tho c xpcnsc of l osG l1o"'.vi l y protcctod firms. 

Resc<: rch I hnv c concluct od wi th M. Phc l ps confirr.)s much of t his 

pnt.tern of Kpnyn . Scct or s such ,....,s p::ünts , t extile s 2.YJ.cl tyros n r c high l y 

protoctocl a nd qui tc uncompcti t i vc int ernC'..tione.lly ( t; oxtilcs mtw bo 

improving ) • . Pn.i nt i s c.. {;'O Ocl ex:o.mpl o o f 2.. sec t o r cro2.t ccl 1)y . pr ot ection 

1•Jhich a _::.Jpot'.rs to con~ribute 2. l most nothine t o the cconomy . Beca use of 

snrll s co. l c 7• tho chcmicé: l s import ocl i nto Kcnyn c.r~ h:ë.r ç:l l y l ess cxpensivc 

thnn imports of 1;c..int v.Joul d be . Y ct t 2riffs on p0.i nt, ccmpl cd wi th 

a lmost free entry for ch emica l s hav e croa ted profits for the process of 

mi xing and tinning pa:hnts.. Al l the ma jor pa.i nt 1)roclucer s are foreign 

owned ; emp].oyment has increased v ery lit t l e ove.r the l a.st f i ve yea.rs. 

In contra.st , sectors s uch as leather t a nning and tvorLi nfS , veg eta b le 

dehydra.tion , and lorry/ bus body building , which a.ppea.r to. be much more 

competi~ ive int erna.tiona.lly , receive almost no hel p t h r ough tra de and 

excha.nge r a te policy. These sect .Çl.rs have much g r eater potent i a l fo r 

sustai ned g rov1th 1 and t h ey are linked much more i nt i ma.te l y to the dornes

tic economy ( and hence c~n create more jobs i ndirectly) . They have 

much more potential :for at tra.cting long- tcrm increa.s es i n investment and 

for genera.ting sustaincd g rowth in employment. Yet the patter n of trade 

and . ex change r a te po licy 

ab le sectors and, on t ho 

pot entia lly corapetitive 

i s such as t o 

other s i de of 

sectors of the 

encourage 

t h e coin , 

econo m;yr . 

production i n the unvi

to reta rd g rOl'llt h in t he 

J 
l ..... 
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}l' rom our di s cussion,- seve r a. l desir;:.: b l o po l i cy revisions eme r c e . 

1. Et'.:fort s mus t be fJB de to e y_ua lize .protectiort among s ector::; to prevcnt 

s orne s ec-tors f~rom b enefiting c r c;.r..tly é~t tl~·c expcnoo of others. 

Interniedi a t e· goods and cap i t al goods should à. l so r ec oivo such prot ec

tion. Ta.r ge a nd powerful fi r ms s houl d no t b e given spe ch?:l pro tco=hon. 

2• :Export promotion should include act i v e and uni f orm priee nuboidiz:ition 

(o f manufactures a.t l east) to ma.ke exporting attra ctive . I b e lieve 

t hat spec ial bonuses for experts t o Afri ca. s hould a l s o be considcred 

to promote int er-Africa.n tra.d e . (Such po lici es for Africa s houlcl be 

negotia.t œd -coope r a t i v oly to a.void rni s undo r sta.ndings , such a s char g es . . . 
of dumping ). Strong effort s shoul cl a l s o bo mad e to form a ssociat ions 

to control tho supply of export s , to lwop priees up , and t o eain con

c essions from t ho rich ca pita l isti c count ri cs. · 

3. Devaluat ion s hould usua lly be u sed when balance of paymcnts problems 

b ocome c hronic. 

Is it Possible ? 
--~~~ ~ 

Let us 1 j_n conclus ion 1 cons idor tho poli ti cal economy of t r a.dc a nd 

e.x:c ha.ngo r c t o po licy . · This is, in a sen se , a d i s cussion of t ho f oa.s i b ility 

of tho abovo po licy r eco mmencla.t i ons . Ttn.üle i t i s certa. inly truc tha t 

powe r f ul nmlti-na.tiona l corporat ions have t h o moans t o t urn dec i s ions in 

their f a vo ur 1 I be li eve t ha. t t ho f a ilure of t r ade po licy a dequat e ly to 

promote dovc lopment and employmont i s not d uo to t his f a ct a lono . Even 

investmonts _ in Tanzania. hav e oft en follov.rc c.l s ub-optima.l patt erns (a s ln 

the cases of the t y rc plant a.nd the f crt i lizor plant). The povJOrful 

int or e s t s hav e an oasy job in tJinn i ng concession s boca.use po licy ma.kers 

ina.doquat oly pc rcc ivc tho co s ts of thü c onc escions t hey ma.ke , and boca.uso 
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the very syste m of granting conces r.ü ons givcs too li ttlo guiclanco to . . . :· 
. . . ~: . . · ~ 

.' , '· dcoisioq inalœ rs. If ..s..s~.ual prot ection oi industrial ont e rprises (,üth, 
rr ' -· • 

say, a müfC>rm "adjustmënt pori o·d" conco::: s îon) ~e:re the rule , thon i t 
. . 

would not b e so easy for big firms to vJin specia l f aveurs for thcms c lves • 
• 

Onoe a b i g firm is establishod in a sma ll Af rica.n oconom,y i t croat es 

ma.ny vestcd int or osts which prese rve it s privileged positi01'1• But at 

thc . timc a t whioh t e rms a r c boing. ncsotia.t cd, . I believ c, t héf t it uould 

i ndccd b c possibl13 to a chi eve t orms more f avourablo to t ho prospects of 

long-run sustainod invcstmcn~ i n s ectors 14ith r eal employment growth 

potentia l a nd less f avourablc to the fo r eign firm'··bcnt onl;r on cxploi ting 

the domc s tic market. 

' ..• 
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