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A 3 S T R A C T

Most n on -o il deve lop ing countries have in 
recent times experienced fo re ign  exchange reserve 
shortages and d e f i c i t s  in th e ir  current accounts 
implying tha t they import more than they export.
One o f  the major reasons fo r  fo re ign  exchange 
problems in  these countr ies  is  the unfavourable 
in te rn a t io n a l trade p o s it io n  in which they find 
themselves in. They are engaged in a trade 
pattern  which is  character ised  by exports which 
are dominated by products l ik e  c o f f e e ,  tea , s is a l ,  
pyrethrum and h or t icu ltu re  which are ch a ra c te r i
sed by high p r ice  e l a s t i c i t i e s  o f  demand in the 
world market and unstable p r ices .

On the other hand, most o f these non-o il 
develop ing countries are unable to produce e f f i 
c ie n t ly  many o f  the goods and se rv ices  required 
to promote th e ir  economic development. This means 
that these countries have to look beyond th e ir  
borders f o r  items necessary to develop th e ir  
economies to  le v e ls  at which they can produce these 
goods and serv ices . These imports must be paid 
fo r .  Many non-oil deve lop ing countries have 
found i t  d i f f i c u l t  to f inance imports due to the 
problem o f  inadequate fo re ig n  exchange reserves.
In the fa ce  o f  overwhelming balance o f  payments 
problems, these countries have reso rted  to 
enormous ex te rn a l debt on severe terms, thus 
ra is in g  t h e i r  debt s e rv ic in g  burdens to  almost 
unmanageable proportions. Faced by th is  s itua
t ion , some o f  these countries  have found i t  neces
sary to introduce fo re ig n  exchange c o n tro l  regimes 
in an attempt to conserve fo re ign  exchange.

This paper attempts to  analyse the quanti
t a t i v e  fo re ig n  exchange con tro l  system as a to o l  
o f  managing fore ign  exchange reserves in  Kenya.
The study c r i t i c a l l y  examines the adm in istrative  

framework w ith in  which the q u a n t ita t iv e  control
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system operates . The import l ib e r a l i z a t i o n  
process in  the country i s  a lso examined.

Data Eor the study was obtained from the 
Central Bank o f  Kenya and the M in is t r ie s  o f  Finance; 
Economic Planning and N ationa l Development; and 
Commerce. The c o l le c t io n  o f  data was personally  
done by the researcher. The data c o l le c t e d  inc lu 
ded import l icence approvals , fo re ign  exchange 
re leases by Central Bank o f  Kenya, c la s s i f i c a t io n  
o f  import items by schedules, g loba l a l lo c a t io n  
o f fo re ign  exchange by schedules and the value 
o f actual imports as prov ided by Customs O ff ic e .
The data was in the form o f  computer p r in t-ou ts .

The f in d ings  ind icated t h a t :-

(a) During the course o f  the implementation o f  
the q u a n t ita t iv e  r e s t r ic t io n s  on imports, 
p o l ic y  makers recogn ised that some problems 
were generated by the system. Some o f  the 
adverse e f f e c t s  o f  the system were that i t  
encouraged slack management and in e f f i c ie n c y  
which reduced the a b i l i t y  o f  lo c a l  firms to 
export. This made the country 's  exports less 
com petit ive  in world markets both because
o f  high prices and poor q u a lity .  In response 
to these problems, the government introduced 
the p o l ic y  o f l ib e r a l i z a t io n  in 1980. The 
r e s t r i c t i v e  import l ic e n s in g  was gradually  
to  be replaced with t a r i f f s .

(b) At le a s t  more than 65% o f  the r e s t r ic t e d  
import items have been l ib e r a l i z e d  o r  sh ifted  
to the p r io r i t y  schedules. However, the rate 
at which these items have been l ib e r a l i z e d  
has been slower than planned.
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(c) There is  no transparent c r i t e r i a  o f  approving 
or r e je c t in g  an import a p p lica t ion . The 
system is  open to abuse and corrupt p rac t ices .

(d) The annual fo re ign  exchange a llo tm ent system 
has not been implemented as planned.

(e) There is  lack o f  co -ord ina tion  between the 
in s t i tu t io n s  in vo lved  in processing import 
l ic e n c e s .

Due t o  lim ited  time that was a v a i la b le  to 
the author, the study does not analyse the 
aggregate demand fo r  fo re ig n  exchange which 
would have assisted  in assessing the adequancy 
o f the current t a r i f f  and sale tax  ra tes .

There is  no doubt th a t  substantia l progress 
has been made towards the l ib e r a l i z a t io n  o f  the 
import adm inistration. However, i t  is  recommended 
that the import l ic en s in g  system be made as 
transparent as possib le  t o  reduce opportun it ies  
fo r  b r ib e ry  and corruption  and to  f a c i l i t a t e  
adm in istration .C lear gu ide lines  would a lso  
minimise the divergence in  the dec is ions  made 
by the in s t i tu t io n s  invo lved  in processing 
import l ic en ce  app lica t ions .



CHAPTER 1

I N T R O D U C T I O N

I . I  Background o f  the Study

The problem of inadequate fo re ign  exchange 
reserves  to  finance the import o f  goods and serv ices  
needed f o r  economic development is  fa m i l ia r  to  most 
less  developed countries. Th is  i s  p a r t ic u la r ly  
acute w ith  n o n -o i l  developing c o u n tr ie s .* These 
countries experience fo re ig n  exchange reserve  short
ages and d e f i c i t s  in th e ir  current accounts, 
meaning that they import more than they 
export. In most cases the ou tflow  o f  fo re ig n  
exchange is  g rea te r  than the in flow .

A major reason fo r  the fo re ig n  exchange
problems in n on -o i l  deve lop ing countries i s  the
unfavourable in te rn a tion a l trade  pos it ion  in  which
they f in d  themselves. These countries f in d  themselves
in  a trade pa tte rn  which is characterised  by exports
dominated by a g r icu ltu ra l and primary products
l ik e  c o f f e e ,  t e a ,  sisal,pyrethrum  and h o r t icu ltu re .
Th is  r e l ia n ce  on such commodities causes some
problems. One o f  the problems is  the high p r ice
e l a s t i c i t i e s  o f  demand they experience in the world 2
market . This resu lts  in  unstable p r ic e s  and un
s tab le  export earnings. 1 2

1. Khan,Mohsin S,, and Knightr Malcolm, Determinants
o f curren t account balances of n o n -o i l  developing 
countries in the 1970's: An em p ir ica l  analysis
IMF S t a f f  Papers Vo l.30 , No. 4,December 1983, p . 819

2. Vinnae, Volker, Exchange con tro l  systems in less 
developed countries . I .D .S .  Working Paper N o .49, 
U n ive rs ity  o f  Nairobi, d .3
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With the increase in o i l  p r ic e s ,  the non -o il 
developing countries o i l  import b i l l  rose su b s tan t ia l ly .  
At the same time the increase in the p r ic e  o f  o i l  
led to  increases in the p r ic e  o f other e s s e n t ia l  
im ports. 3 4 5

Another problem which non -o il developing count
r ies  experience is  the tendency fo r  import prices to 
increase fa s t e r  than export p r ic es . In Kenya, fo r  
instance, average import p r ic e s  rose by 61 per cent in

4
1974 while  the export p r ic es  rose by 30 per cent.
This type o f  phenomenon, in  which import prices r ise  
fa s te r  than export prices  i s  ca l led  an adverse swing 
in the terms o f trade. In p ra c t ic a l  terms, i t  
means that a country must export a g r e a te r  share of 
i t s  domestic products to purchase the same volume o f 
imports. I f  domestic production is  not r is in g  fa s t  
enough to provide fo r  th is  higher r e a l  co s t  of imports , 
the volume o f  goods l e f t  over  fo r  domestic consumption 
by the people w i l l  f a l l .

1.2. The Balance o f Payments: D e f in it io n  and the 
accounting frame-work3.

D e fin it ion

The balance o f  payments is  defined by the In te rn a tion a l 
Monetary Fund (IMF) as a record  o f :

3. Budget speech fo r  f i s c a l  year 1980/81 o f  the 
Republic o f  Kenya, P.4

4. Budget speech fo r  f i s c a l  year 1975/76 o f  the 
Republic o f  Kenya, P . l

5. For a more complete account o f  the m ateria ls  in 
th is  s e c t ion , see F inanc ia l P o l ic y  workshops: 
The case o f  Kenya.
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( i )  transaction in  goods, s e rv ic e s  and income
such as exports , imports, tourism transaction  
and in te res t  payments between the economy 
in  question and the r e s t  o f  the world.

( i i )  changes o f  ownership and o ther changes in  
fo re ign  assets and l i a b i l i t i e s  (including 
ca p ita l  transactions such as loans, and 
a l lo ca t ion  o f S p ec ia l Drawing Rights (SDR) 
by the IMF)and

( i i i )  g i f t s ,  and o ther accounting en tr ie s  requ ired  
t o  complete the balance o f payments record .

The accounting framework

The various transactions which en ter  the balance o f  
payments are assembled according to an estab lished  
framework^. The purpose o f the framework is  to 
group transactions which have common fe a tu re s , so 
that sub-tota ls  re le va n t  fo r  economic analysis can 
be compiled. The main elements o f  the framework 
a r e :

( a) The Merchandise Account (the trade accou

This account covers imports and exports  
o f moveable goods.

(b) In v is ib le  Account

This account covers transactions in 
serv ices (such as tourism, f r e ig h t ,  
insurance, port s e r v i c e s ) , in te r e s t  
and d iv id en d s , and ce r ta in  6

IMF In s t i tu t e ,  In te rn a t io n a l Monetary Fund, Washingtio 
D.C. 1981, P.97-127 . An even more d e ta i led  account 
o f  much o f  the m ateria l i s  contained in  IMF Balance 
o f Payments Manual , Washington D .C ., 1977, 4th ed .

6. An e s ta b l is h ed . frame. work is  contained in IM E ,ib id  
However, in i t s  S t a f f  Papers V o l . l ,  No. 2,. Septembe



types o f labour income > unrequited trans
fe rs  ( g i f t s )  such as o f f i c i a l  gran ts  ( a i d ) , 
and remittances from workers engaged abroad. 
M igrants ' t ran s fe rs  may a lso  be included in 
the in v is ib le s  account, although they are 
sometimes shown separa te ly .

( c) C ap ita l Account
The ca p ita l account covers tran sac tion s  in  
f in a n c ia l assets and l i a b i l i t i e s .  These 
transactions in c lu de d ir e c t  in vestm en t, e .g  
the 49 per cent sharehold ing o f th e  y .S .A  
based General Motors Corporation in  General 
Motors (Kenya) L im ited  is  an example o f 
inward d ir e c t  investm ent. The c a p ita l  
account a lso  Inclu des p o r t fo l io  investm ent, 
long-term  loans and other equ ity  transactions.

(d ) Foreign  Reserves
This account cooprises  those (n e t) l iq u id  
fo re ig n  exchange assets  held  by th e  Central 
Bank (and in sosie countries by Commercial 
Banks). They inc lude tran sac tion s  with the 
IMF, e .g .  SDRs sod dr swings on IMF resources 
( i t s e l f  a n ega tive  itam s in ce re s e rv e  l i a b i 
l i t i e s  increase when drawings occu r, o f f s e t  
o f course by a r is e  in liq u id  fo r e ig n  exchange 
a s s e ts ) . Such o th er  assets as bank balances 
and investments which are a v a i la b le  to  fin an ce  
payment in  balances are included in  fo re ig n  
re s e rv e s .

Sub-Totals f o r  economic an a lys is

The accounts o f the Balance o f payments can be 
compiled in to  su b -to ta ls  o f  in te re s t  fo r  economic 
a n a ly s is . Various combinations o f the accounts can 
be constructed depending on the purpose a t  hand. The 
su b -to ta ls  most frequ en tly  used are o u tlin ed  below.

1986, The C en tra l Bank o f  Kenya has g iven  an exaapla o f  
Balance o f  payments framework , p. 3 -  6 .
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( a) 3alance o f  trade (Merchandise 3alance)
The Balance o f Trade i s  simply the d i f fe r e n c e  
between the value o f exports and imports o f 
goods. This sub-tota l excludes r e c e ip ts  
and payments for s e rv ices  so that the 
balance o f  trade is  not by i t s e l f  p a r t ic u la r ly  
u s e fu l .

(b ) Current account
The current account adds rece ip ts  and pay
ments f o r  serv ices to the surplus o r  d e f i c i t  
in  the trade account.

( c) The 3asic  Balance
The Basic Balance adds to the current account 
those c a p i t a l  transactions which are long
term on the assumption that these c a p i ta l  
transactions are u n l ik e ly  to be reversed 
qu ick ly . This su b -to ta l  thus attempts to 
measure the surplus or d e f i c i t  o f  s ta b le  
t ra n s a c t io n s ,which r e f l e c t  underlying balance 
o f  payments developments.

(d ) The O ve ra l l  Balance
The o v e r a l l  balance is  the t o t a l  o f  c a p ita l  
transactions  and current account. This 
su b - to ta l  is  the w idest measure o f the sur
plus or d e f i c i t  in the balance o f payments.
The o v e r a l l  balance is  thus ( in  p r in c ip le )  
a mirror image of movements in fo re ig n  
exchange reserves, i . e .  a surplus in  the 
o v e r a l l  account im plies that monetary re s e r 
ves w i l l  have risen as fo re ign  exchange 
earnings and other r e c e ip ts  exceed payments.
In p ra c t ic e ,  the o v e r a l l  balance is  used 
more freau en tly  than the basic balance as 
an in d ica to r  of the balance o f  payments, 
because the d is t in c t io n  between shor-term 

and long-term ca p ita l  i s  o ften  a rb it ra ry .
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1.3 The Importance o f Balance o f  Payments

Imports o f goods and s e rv ic e s  are e s s e n t ia l  to 
economic growth in  most develop ing countries, 
p a r t ic u la r ly  those in Sub-Sahara A fr ic a  where 
economic development problems are most c r i t i c a l  
and average w e lfa re  leve ls  low. Most deve lop ing 
countr ies  are unable themselves to  produce 
e f f i c i e n t l y  many o f  the goods and se rv ices  required 
to  promote economic strength and a tta in  acceptable 
l i v i n g  standards. This means th a t  these countries 
must lock beyond th e ir  borders f o r  items necessary 
to  develop th e ir  economies to  l e v e ls  at which they 
can produce these goods and s e rv ic e s .

Imports o f c a p i ta l  equipment and raw m ateria ls  
are requ ired  fo r  economic development. They are re
qu ired  in manufacturing a g r i c u l t u r e , transport, energy, 
communications, e t c .  Imports o f  raw m ateria ls  and 
sem i- f in ish ed  goods are necessary fo r  in d u s tr ia l  

a c t i v i t y ,  e . g .  spare parts fo r  machinery, and o i l  fo r  
tran sport  and e l e c t r i c i t y  generation . Other gocds 
are o f  course imported fo r  d i r e c t  consumption.

Imports must be paid fo r .  Much o f  the fo re ign  
exchange needed t o  buy them must be obtained frem 
ex p o r t  earn ings. In  the face o f  overwhelming balance 
o f  payments problems, many n on -o i l  developing countries 
have resorted  to  increased ex te rn a l borrowing on ever-  
hardening terms, thus ra is ing  t h e i r  debt s e rv ic in g  
burdens to  almost unmanageable proportions. Faced 
by th is  s i tu a t io n ,  non-oil develop ing countries such 
as Kenya have found i t  necessary to  introduce fo re ign  
exchange co n tro l  regimes in an attempt to  conserve 
fo r e ig n  exchange. These measures are intended to  
monitor transactions in fo re ign  exchange by res iden ts  

and transactions in  domestic currency by non-residents
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o f  the country concerned. Exchange con tro l systems 
are unpopular with some in te rn a t io n a l lending 
agencies such as the In te rn a t io n a l Monetary Fund 
because they see them as in t e r fe r r in g  with the 
pursuit o f  a l ib e r a l  system o f  trade and payments 
and as d iscouraging e f f e c t i v e  balance o f payments 
adjustment p o l i c i e s 7 8.

D i f fe r e n t  regimes have been adopted by d i f fe r e n t  
countries in t h e i r  management o f  fo re ign  exchange 
reserves , and some of these are discussed in the fo llow inc 
s e c t io n .
1.4 Some Techniques in  Management o f Foreign Exchange

Reserves

(a) The M u lt ip le  Exchange Rate System

The m u lt ip le  exchange ra te  system is  a method 
which can be used in the management o f fo re ig n  exchange 
reserves . This method uses m ultip le  exchange rates 
which aim to increase the supply o f fo re ign  exchange 
by ra is in g  the domestic buying p r ice  per unit of 
fo re ign  currency fo r  s p e c i f i e d  in te rn a tion a l tran
sact ions , e s p e c ia l ly  exp o r ts .  By ra is in g  the pr ice  

fo r  a fo re ig n  currency, demand fo r  exports 
can be c u r ta i le d .  A m u lt ip le  exchange ra te  system
is  usually  combined w ith  import duties and excise
_ 8 taxes.

7. K i l l i c k ,  Tony, The Quest fo r  Economic s t a b i l i 
za t ion : The IMF and The Third World.Heinmann
Educational Books L im ited , London, 1984, P.119

8. Kanesa -  Thasan S M u lt ip le  exchange Rates: The
Indonesian Experience IMF S ta f f  Papers,Vol. 13 No. 2, Ju ly  1966, P.364. ------
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In  applying m u lt ip le  exchange r a t e s ,  two main v a r i 
ab les have evo lved :

i )  a d i f f e r e n t ia t i o n  according to the s e t  o f  a 
transac tion  e .g  exports , imports, in v is ib le s ,  
c a p i ta l  movements, where each item in  the 
balance o f  payments might have i t s  own pr ice  
per unit o f  fo re ign  exchange.

i i )  a d i f f e r e n t ia t i o n  according to cou n tr ies , 
currencies or currency areas.

I r r e s p e c t iv e  o f  the d i f f e r e n t ia t i o n  used, the 
exchange con tro l adm inistration bases i t s  dec is ion  
on the p r ice  per u n it  o f fo re ig n  currency p re va i l in g  
aga inst which the in d iv idu a l ra te s  used in d ica te  e ith e r  
a deva luation  or reva lu ation . Thus over-valued 
exchange rates f o r  imports may be applied to c a p ita l  
goods and n on -essen tia l m a te r ia ls ;  consumer goods 
are imported at the normal r a te ,  whereas luxury 
imports meet high "penalty  r a t e s " .  Exports on the 
o ther  hand are encouraged by r a is in g  lo ca l  r e c e ip ts  
per un it o f fo r e ig n  exchange.

By using an over-va lued exchange ra te ,  p r iv a te  
fo r e ig n  investments can be a t t ra c te d  fo r  investment 
in  s p e c i f i c  in d u s tr ie s .  On the o ther hand p r o f i t  
ou tflow s and r e p a tr ia t io n  o f  c a p i t a l  might be d is 
couraged by app ly ing  unfavourable rates to  fo re ig n  
exchange.

The fo l lo w in g  are some o f  the advantages o f  a 
m u lt ip le  exchange ra te  system:

i )  I t  i s  a more advantageous method o f  meeting 
the balance o f payments problems o f a country 
with r e l a t i v e l y  low e l a s t i c i t y  o f  world demand 
fo r  i t s  export than a s t ra ig h t  forward deva
luation  o f  a u n ified  exchange ra te .
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i i )  Given such e la s t i c i t i e s  of demand and supply, 
i t  represents one way o f  meeting the balance 
o f payments d e f i c i t  w ith  the le a s t  unsettling 
e f f e c t s  on domestic p r ic e s ,  cost o f  l i v in g ,  
income d is tr ib u t ion  and production .

i i i )  The undeveloped tax structu re  o f  a country, 
in pa rticu la r  the customs t a r i f f  s tructu re , 
makes i t  imperative to  r e ly  on m u lt ip le  
exchange rates as an option and as a means
o f a n t i - in f la t io n a r y  pressure and revenue problem

iv )  Other advantages o fte n  claimed f o r  m u ltip le  
exchange rates as a source o f government 
revenue are that th ey  are more f l e x ib l e  
and ea s ie r  to  en fo rce  than customs duties 
and are less l ik e ly  to  meet w ith  p o l i t i c a l  
res istan ce because they are operated  as 
part o f the fo re ig n  exchange system.

The main disadvantage o f m u lt ip le  ra tes  system is  
that i t  is  not capable o f handling the techniques 
used by the m u ltinationa l co rpora tion s on tra n s fe r  
p r ic in g  in developing cou n tr ies .

Transfer p r ic in g  o f fe r  m u ltin a tion a l corpora tions
a wide scope to  d iv e r t  p r o f i t s  from one country to 
another.

(b ) Barter

B arter is  a t ra d it io n a l form o f  tra d in g . I t  in vo lves  
trad ing goods and se rv ices  aga inst each o ther. In 
other words, i f  someone wanted to  take advantage 
o f h is  sp ec ia l a b i l i t y  to  produce say, co rn , he would 
have t o  try  and fin d  someone with whom he could b a r te r  
h is surplus output in  exchange fo r  o ther n eces s it ie s  
o f l i f e ,  fo r  example b u ild in g  m a te r ia ls , c lo th es ,
(M at, fu e l,  e tc .  The gen era l d isadvantage o f a
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barter economy is  that, in order to acquire an 
a r t ic le  he cannot make fo r  h im se lf,  a man has 
f i r s t  to  f in d  someone who can make i t ,  and who 
is  prepared to  swap i t  fo r  something he has a va ilab le  
to  g ive  in  exchange. Furthermore, both p a r t ie s  to 
the trade have to  want the r ig h t  qu an t it ie s  o f the 
goods on o f f e r  and be prepared to  exchange them 
at the same tim e. F in a l ly ,  they have to  agree 
on mutually acceptable rate o f  exchange f o r  the 
commodities in  question. These requirements can 
be stated as the need fo r  a double co incidence of 
wants i f  a transaction  is  to  take p lace .

Barter i s  another option  which could be adopted 
as an a l t e rn a t iv e  method in  the management o f  
fo re ign  exchange reserves by developing countries 
subject to  the problems c i t e d  above. This method 
may not work e f f i c i e n t l y  in developing countries 
because they are more or less  at the same l e v e l  
o f  economic development. Most o f the developing 
countries are exporters o f primary and a g r ic u ltu ra l  
products and are importers o f  ca p ita l  goods.

However the question o f barter trade should not
be ignored. I t  is  am area which needs to be explored
as an a l t e rn a t iv e  strategy  t o  solve fo re ig n  exchange
problems. One way in which i t  can be p rac t ised  is
to  encourage economic co-operation  among developing
countries themselves by e x p lo i t in g  th e ir  economic
comparative advantage. For example, the P r e fe r e n t ia l
Trade Area (PTA) fo r  Eastern and Southern A fr ican  Countries
which was es tab lished  in  1981 can be used to  promote
barter among the member countries . The main o b jec t iv e
o f  the PTA is  to  reduce and e lim inate  trade barr iers
with respect t o  trade w ith in  member s ta tes  o f  the sub- 

9
region. The PTA encourages economic 9

9. Treaty  f o r  the establishment o f PTA f o r  Eastern and 
Southern A fr ican  States a r t i c l e  3, p . 4 .
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co-operation  arrangements w ith in  member countries .
So fa r ,  there are 15 member countries which include 
Burundi, Ccmoros, D jib ou t i ,  E th iop ia , Kenya, Lesotho, 
Malawi, M aurit ius, Rwanda, Somali, Swaziland, Tanzania, 
Uganda, Zambia and Zimbabwe. The PTA arrangement is  
aimed at promotion o f co -opera t ion  and development in 
a l l  f i e ld s  o f  economic a c t i v i t i e s  in the sub-region 
inc lud ing tra d e , customs, a g r ic u ltu re ,  industry, 
transport and communications, natural and human 
resources as w e l l  as f in a n c ia l  and monetary a f fa i r s .  
Member s ta tes  w i l l  reduce and gradually  e lim inate  
customs du ties and ba rr ie rs  w ith  respect to  trade 
among themselves. The eventual aim o f  t h e i r  
p rog ress ive  process is  the establishment o f  a 
common market and u lt im a te ly  an economic community.

The PTA members have a lso  es tab lish ed  a p ro to co l on 
c lea r in g  and payments arrangements. The main o b je c t i 
ves o f  th is  p ro to co l are to :

1. Promote use o f  n a t ion a l currencies fo r  
settlem ent o f in tra-PTA  trade.

2. Prov ide machinery f o r  m u lt i - la t e r a l  settlement 
o f payments among PTA members s ta te s .

3. Reduce as much as poss ib le  the use o f  fo re ign  
exchange by member s ta tes  in  th e ir  intra-PTA 
tran sac tion s .

To achieve the above g o a ls  a 'C lea r in g  House' 
was es tab lish ed  in Harare, Zimbabwe, in February 1984.

UAPTA i s  the unit o f  account o f  the PTA and is  
equal to  one SDR. In t ra - r e g io n a l  sett lem ents are 
expressed and recorded in  terms o f  UAPTA.

W ithin th is  framework, the member s ta te s  o f the PTA 
can use the b a r te r  system when trad ing among themselves 
This should h e lp  to  r e l ie v e
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the problem o f the need f o r  co n ve rt ib le  and 
acceptab le fo re ig n  currency reserves in  th is  sub-region .

For b a r te r  to succeed, there has to  be a 
high degree o f economic co -op era tion  among the count
r ie s  concerned. For example the h is to ry  o f  economic 
co -op era tion  in the A fr ica n  continent can r ig h t ly  
be d escrib ed  as a h is to ry  o f  fa i lu r e  because most 
o f the experiments in i t ia t e d  have fa i l e d  fo r  one 
reason or another. Major fa i lu r e s  in recen t years, 
have included the collapsed East A fr ican  Ccmnmnity 
and what appears to  be an unpromising, o r  at lea s t 
very  slow and unsteady, s t a r t  o f Economic Community
o f West A fr ica n  S tates (ECOWAS). The reason fo r  these«
fa i lu r e s  are many, and id e a l ly  each case should be 
stud ied  in d iv id u a lly  in o rd er to  axm ln e  the cumula
t iv e  causes and the actu a l U sM diate problem or event 
that t r ig g e re d  the process o f  d is in te g ra t io n . E f fo r ts  
must th e re fo re  be in te n s i f ie d  to  prasKJte economic 
co -op e ra tion . However, t h is  should be on the basis 
o f a s tra te g y  which makes use o f past experience so 
that the co -opera tion  arrangements es tab lish ed  can 
be more e f f e c t i v e  than past e f fo r t s .

The f o l l o w i n g  a re  some f a c t o r s  which may i n h i b i t  
g rowth  o f  t r a d e  in the PTA su b - r eg ion

a) imbalance in  in d u s tr ia l development o f PTA member 
s ta te s  so that on ly v e r y  few cou n tries  have 
exchangeable processed products.

b) in s is te n c e  by seme cou n tr ies , e .g . Tanzania, on 
r e c ip ro c a l trade on company to  company basis is  

an im p o s s ib ility  in p ra c t ic e .

c) lack o f  r e c ip ro c ity  in  needs between two cou n tries .
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d) past p re jud ices  and b e l i e f s  in that goods made
abroad, e . g .  Europe, U.S.A. e t c ,  are superior
to  those made w ith in  the member sta tes  o f the

su b -reg io n .

(c ) Countertrade

S im ila r  to  barter is  countertrade. What 
p r e c is e ly  i s  .countertrade? The concept

r e fe r s  to  a situation where a cond it iona l link is  
es tab lished  between import and export f lows and 
embodies d i f f e r e n t  c a te g o r ie s :  counter purchase;
b a r te r ;  buy-back; b i l a t e r a l  c lear ing  agreements; 
switch trad ing  and o f f s e t s .  E ssen t ia l ly ,  counter
trade is  based on the p r i c ip l e  o f r e c ip r o c i t y ,  each 
party in a transaction  be ing a bu yer/se lle r  o f  goods 
or s e rv ic e s  sold/bought by the other partners. I t  
should be noted that countertrade is  a n ice  euphemism 
fo r  b a r te r  o r  b a r te r - l ik e  trade. I t  may invo lve  
balancing trade  between the two countries involved, 
although not always, in which case the process may 
be governed by "p r o p o r t io n a l i t y ” .

A counterpurchase transaction  occurs when an 
exporter  accepts to take products from the importing 
country in payments fo r  goods so ld . The most 
conspicuous example in A f r i c a  is  the case o f N ig e r ia ,  
which has traded an estim ated US $ 4 b i l l i o n  in o i l  
fo r  manufactured goods or parts from B r a z i l ,  France, 
A ustr ia  and I t a l y ,  among o th e rs .10 In counterpurchases, 
the l i f t i n g  o f  lo ca l exports  might come f i r s t ;  a l t e r 
n a t iv e ly  the import o f fo r e ig n  goods might come f i r s t .
In the case o f  the form er, the process from the sa le  
made by the importing partners are put in an escrow 
account and cred ited  to  the exporter when he ships 
his own goods. This has been the format with the

10 Kenya Export News,Vol.37, No-370, January 1986.
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N igerian  d ea ls . Sometimes a counterpurchase or 
compensation r a t io  is  s e t ; th is  is  the percen tage 
o f the va lue o f  the export that w i l l  be the sub ject 
to  counter-purchase.

Product buy-back/pay-back arrangements u su ally  
occurs where s e l le r s  o f p la n t , equipment or technology 
agree to  accept payment in  products manufactured w ith 
the equipment they have su pp lied  be they r e la te d  to  
the s u p p lie r 's  industry or otherwise.

3 i la t e r a l  in ter-govern m en ta l agreements range from 
broad statem ent o f "b es t in te n t io n s "  to  fo s t e r  mutual 
trade to  r i g id l y  defined  agreements to  balance t r e d e , 
in which two cou n tries  a gree  to  e s ta b lis h  a c le a r in g  
mechanism which may in c lu de elements such as a 
c le a r in g  currency, owing c r e d it s  and s p e c i f ie d  product 
l i s t s .  One o f  the m otiva tion s  in  such arrangements 
i s  the balancing o f o v e r a l l  trade payments.

(d ) T a r i f f s

A country may opt to impose high t a r i f f s  to  r e s tra in  
im ports. Imposing high t a r i f f s  on im ports is  an 
attempt to  reduce the im port b i l l  and may a lso  be 
used to  p ro te c t  lo ca l in d u stry . The fo llo w in g  are 
major advantages of the use o f t a r i f f s

( i )  Increased revenue and a corresponding redu ction  
in the in cen tive  t o  im port.

( i t )  Lower a d m in is tra tive  co s ts , s in ce  case-by- 
caae judgements on in d iv id u a l requests fo r  
fo re ig n  exchange a re  not needed.



( i i i )  Reduced scope f o r  corruption .

One o b je c t io n  to r e l ia n c e  on t a r i f f s  is  the danger 
o f dumping. Broadly d e fin e d , dumping is  the p ra c t ic e  
o f exporting  goods at a p r ic e  below the costs o f 
production. I t  is  a threat: to  the growth o f any 
industry th a t competes f r e e l y  on the b a s is  o f p r ic e .
From the p o in t o f v iew  o f the country in to  which the 
goods are dumped, th is  p ra c t ic e  can be seen as both 
a problem and as a g i f t .  On the one hand, the goods 
are obta ined cheap fo r  le s s  than they could be pro
duced lo c a l ly ;  on the o th e r  hand a lo c a l industry 
may be wiped out or preven ted  from deve lop in g . On 
balance, the problem is  more important t han the 
g i f t ,  s in ce a country such as Kenya puts a
high va lu e on fo re ig n  exchange, and w ishes to  deve lop
export and im p ort-su b s titu tin g  in d u s tr ie s .
There is  never any gurantee that

the low dumping p r ic es  w i l l  continue to  be a v a i la b le .  
Once the dumper has captured the market o r  simply 
disposed o f an unwanted s to c k p ile  o f goods, the p r ic e  
may w e ll  r i s e .  T h ere fo re , t a r i f f s  must be used w ith  
care and adequate precautions must be taken to  guard 
aga inst dumping which m ight m a te r ia lly  re ta rd  progress 
and the establishm ent o f lo c a l  in d u s tr ie s . T a r i f f s  
must a lso  be appropriate enough to  r e s tra in  imported 

item s.

(e ) The Q u an tita tive  R e s tr ic t io n  System

The exchange co n tro l system mainly used in n o n -o il 
develop ing cou n tr ies , p a r t ic u la r ly  in A fr ic a ,  is  
q u a n t ita t iv e  co n tro ls . In  Kenya, the Q u an tita tive  
con tro l system is  adm inistered through the import 
licen s in g  system. The im port lic e n s in g  system in 

Kenya was e f f e c t iv e l y  developed in 1971 in response to the need
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to conserve fo re ign  exchange and to  p ro te c t  lo ca l  
industr ies . By d e f in i t io n  a q u a n t ita t iv e  con tro l 
system r e s t r i c t s  imports in to  the country through 
the import l ic en s in g  system. The r e s t r i c t io n  is  
normally done on a s e l e c t i v e  bas is . Some commodities 
may be t o t a l l y  banned fo r  importation w h ile  others 
are a l lo w e d .11 For the l a t t e r  commodities, fo re ign  
exchange is  made a va i la b le  while f o r  the former 
commodities no fo re ign  exchange i s  a l lo ca ted .

The ch ie f  purpose o f  Q u an tita t ive  co n tro l  is  to  reduce 
imports below what they would otherw ise be thereby 
reducing the e f f e c t i v e  demand fo r  fo r e ig n  exchange.

Severa l types o f c la s s i f i c a t i o n  are used to 
ca tegor ise  imports. Imports are d iv id ed  in to  three 
broad ca te g o r ie s  according to  the r e s t r ic t io n s  
applied . These ca teaor ies  are p ro h ib ited ,  r e s t r ic t e d  
and f r e e  imports. Another comparable c la s s i f i c a t i o n  
groups imports as lu xu r ie s , less e s s e n t ia ls  and essen
t i a l s .  For trade con tro l purposes, imports can a lso  
be d iv ided  in to  consumer goods and producer goods, 
with sub-groups in each o f  the main two groups -

1 2es s e n t ia l ,  sem i-essen tia l and n on -essen tia l goods.

1.5 M erits  and Demerits o f  the Q u an t ita t ive  fo re ig n  
exchange contro l system

Advocates o f  the Q u an tita tive  con tro l system claim  a 
number o f advantages fo r  the system over a lte rn a t iv e  
p o l ic ie s  such as deva lu a tion , use o f t a r i f f s  e tc .
The claimed advantages a r e : 11 12 13

11 Vinnae, V o lk e r , The system o f exchange con tro l in  
Kenya . I .D .S . Discussion Paper Mo.148, U n ive rs ity  
o f  N a irob i,  p . i

12 Swidrowski, Josef, Exchange and Trade c o n tr o ls : 
P r in c ip le s  and procedures of In te rn a t ion a l Economic 
Transactions and Settlem ents.Gcwer. Epping,1975, p . l l

13 K i l l i c k ,  Tony. The Quest fo r  economic s t a b i l i s a t i o n : 
The IMF and the th ird  w orld . Heinmann Educational 
Books , N a irob i , 1984, P . 119
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(a ) Q uan tita t ive  con tro ls  exert  a prompt, d i r e c t  
and p red ic tab le  e f f e c t  on imports; they do 
not r e ly  on the in term ediation  o f  a p r ice  
change and th e re fo re  on the s i z e  o f p r ice  
e l a s t i c i t i e s  to  improve the balance of 
payments.

(b) They may be imposed s e l e c t i v e l y ,  a llow ing 
the au th o r it ie s  t o  d iscr im ina te  between 
imports. Normally d iscr im ina tion  is  exe rc is ed  
aga inst the im portation on non -essen tia l 
consumer goods. From the development po in t 
of v iew , th e r e fo r e ,  q u a n t ita t iv e  contro ls 
appear to make the most e f f e c t i v e  use o f  
scarce fo re ign  exchange.

(c )  Q uantita t ive  con tro ls  may be used to  p ro tec t  
the domestic industry . When producers
are assured that the home market is  secure 
they may concentrate more on develop ing expert  
markets although they may p re fe r  to  languish 
behind absolute l ic en ce  p ro tec t io n  and 
not venture in to  fo re ign  markets.

On the o th er  hand, a q u a n t ita t iv e  co n tro l  system 
has the fo l lo w in g  s ig n i f ic a n t  problems:

(a) A q u a n t ita t iv e  co n tro l  system requ ires a 
complete adm in istra tive  system which even 
i f  i t  works as in ten d ed ,w il l  be expensive 
in resource costs . The resource costs 
include the case-by-case d ec is ion  making 
on a l l  the import licence  app lica t ion s .
In Kenya, f o r  instance, there i s  an 
average of 2000 app lica t ions  which are 

considered every week by the Import Management 
Committee in the M in is try  o f  Commerce and 
Industry.
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(b) I t  tends to lengthen the t im e - la g  between 
the need fo r  p a r t ic u la r  imports and th e ir  
d e l i v e r y .  Such de lays cause shortages and 
the u n d e r -u t i l iz a t io n  o f capac ity .  Controls 
may a ls o  encourage firms to  bu ild  larger 
than an optimum sca le  o f plaints in  order to 
obta in  ex tra  a l lo c a t io n  of fo re ig n  exchange.

(c) The system o f qu a n t ita t iv e  con tro ls  may cause 
o v e r - in vo ic in g  o f imports in which a 
" f i c t i t i o u s "  amount is  added to the actual 
in vo ic e  value o f imports. The aim o f  over
in vo ic in g  o f imports is  e i th e r  t o  trans fer  
funds abroad or to  reduce the costs  o f goods 
imported by s e l l in g  the i l l e g a l l y  acquired 
fo r e ig n  exchange at a higher "b lack " market 
r a t e .

(d) Reduced shipments from other countries may 
lower th e ir  a b i l i t y  to  buy the exports  o f  the 
r e s t r ic t in g  country.
Import con tro ls  may also bring r e t a l ia t io n  
from other countries and may be used as a 
to o l  in  the bargain ing power.

(e) Q uantita t ive  r e s t r ic t io n s  deprive the Treasury 
o f revenue which would otherwise be obtained 
through t a r i f f s .

( f )  Execssive adm in istra tive  con tro ls  may be 
a b ig  source o f b r ib e ry  and corruption.

14. M i l le r ,  Elwood L . , Accounting problems o f M u lt inationa l 
En terprises . D.C. Heath and Company, Toronto I960.
P.113 .
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(g) Another major drawback of the q u a n t ita t iv e

import r e s t r i c t i o n  regime i s  th a t  a p o rt ion
of demand is  not s a t i s f i e d .  The u n s a t is f ie d
demand may g iv e  r i s e  to  a b lack market 
where fo re ign  exchange is  bought and sold  
i l l e g a l l y .  The im p lica t ion s  o f  the system on 
u n sa t is f ied  demand is  discussed below.

Let us assume that the economy c o n s is ts  o f  the 
o f f i c i a l  sec to r  and u n o f f i c i a l  s e c to r .  The o f f i c i a l  
s e c to r  comprises a government and the C e n tra l  Bank.
The Central Bank operates an o f f i c i a l  f o r e ig n  exchange 
market in  which a i l  tran sac t ion s  are conducted at a 
f ix e d  p r ic e .  Both the government and the p a r a l l e l  
s e c to r  (u n o f f i c ia l  sec tor ) p a r t i c ip a t e  in  the market. 
The excess demand created by import r e s t r ic t io n  w i l l  
be s a t is f ie d  in  a p a r a l l e l  m a r k e t . T h e  source o f 
fo r e ig n  exchange in  the p a r a l l e l  market consis ts  o f 
proceeds frcsi snuggling the export good. The i l l e 
g a l i t y  o f  such transactions  in v o lv e s  a c o s t  that 
i s  p a r t ly  r e f l e c t e d  in  a premium o f  the p a r a l l e l  
market p r ic e  o v e r  the o f f i c i a l  p r ic e .

Markets in  Fore ign  Exchange: A T h e o r e t ic a l  Frame
work. IMT S ta f f  Papers ,V. 31, No. 2 , June 1984,P.408

15. Nowok M ich ae l,Q u an tita t ive  C on tro ls  and u n o f f i c i a l  
Markets in  Foreign Exchange: A T h e o r e t ic a l  Frame
work IMF S t a f f  Papers V o l.  31. No. 2. June 1984 ,
P. 404 - 420.



Determination o f  the p a ra l le l  market Exchange Rate: 
Without smuggling

The consequence o f  cm an tita t iv e  import controls 
when p r o h ib i t iv e  costs ru le  out smuggling are i l l u s t r a 
ted in f ig u r e  1 above. Demand fo r  the imported good,
11Q ,and the supply o f  the export good to  o f f i c i a l  market, 
XXq , are dep ic ted  as functions of the u n o f f i c ia l  
exchange r a t e ,  e (d e f in ed  as the p r ic e  o f  fo re ign  
currency in domestic currency) at the o f f i c i a l  exchange 
ra te  e l ,  the p r e v a i l in g  demand fo r  imports w i l l  be f u l l y  
s a t i s f i e d  i f  o f f i c i a l  reserves  equal to  AB are sold 
each per iod . I f  the q u a n t ity  o f imports is  r e s t r ic t e d  
to  OA through, say, a l ic en s in g  system, then no reserves  
sa les are necessary at e l.  Conseauentlv, at th is  r a t e ,  
there i s  an excess demand f o r  imports. But imports 
purchased at e l  w i l l  be reso ld  at the premium p r ice  
o f  e l ,  the p r o f i t s  from th is  a c t i v i t y  being given by 
the product o f ( e l - e l )  and OA. Thus, although no 
fo re ig n  exchange is  transacted outside the o f f i c i a l  
market, e l  may be in te rp re ted  as a "shadow" p a ra l le l  
market exchange ra te . A d iscr im inatory  arrangement 
that charges importers e l  but o f fe r s  exporters , e l  
would have equ iva len t  p r ic e  and auantity  e f f e c t s ,  
but the exchange p r o f i t s  would accrue to  the 
Central Bank rather than t o  the p a r a l l e l  sec tor .

I t  is  a ls o  c le a r  from Eigure 1 that f o r  a g iven  
le v e l  o f  o f f i c i a l  r e s e r v e s , successive devaluations 
o f  the o f f i c i a l  rate w i l l  produce apprecia tions o f the 
shadow p a r a l l e l  ra te , and th e re fo re ,  w i l l  cause a 
dec line  in the p r ice  o f imports u n t i l  the fo re ign  
exchange market c lears  at e2. This d e f la t io n a ry  e f f e c t  
simply r e f l e c t s  an expansion in the suppy o f  imports 
a r is ing  from increased a v a i l a b i l i t y  o f  fo re ig n  exchange.
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b) Non P r o h ib i t i v e  Smuggling Costs

SOURCE: Nowok, Michael, Q uantita tive  Control and
U n o f f i c ia l  Markets in  Foreign Exchange: A 
A T h eore t ica l Framework. IMF S t a f f  Pacers. 
V o l.31 , No.2, June 1984, P.410.

Determination of P a r a l l e l  markets Exchange pa te :

With smuggling

Let us now look at a case in which costs  o f 
smuggling are not p r o h ib i t iv e .

The le ft-h and  cruadrant o f  Figures 11 depicts, as a 
function  of the p a r a l le l  market exchange rate  e, the 
fo re ig n  currency value of sa les  o f the export good 
to  the o f f i c i a l  market, X, whereas the r ig h t  hand 
quadrant shows the export good to  the p a r a l l e l  market 
a lso  as a function  of e . The schedules are drawn fo r  
g iven  value o f  other p r ic e s ,  includ ing the o f f i c i a l  

exchange rate e .
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Schedule OA is drawn to  show supply o f  the export 
good to  the p a r a l le l  market when the o f f i c i a l  exchange 
ra te  is  se t, f c r  i l l u s t r a t i v e  purposes, eoual to zero.
I t s  s lope shows the expansion in production of the 
export good that occurs as the p r ice  of the export 
good r is e s  r e la t i v e  to  that o f the non-traded good.
As the o f f i c i a l  rate is  devalued, i t  becomes p r o f i 
tab le  f o r  those producers whose costs o f  smugcrling are 
g rea te s t  to switch supply to  the o f f i c i a l  market. Thus, 
i f  the o f f i c i a l  rate i s ,  say e l  and there is  no p a r a l le l  
market, OB units w i l l  be so ld  on the o f f i c i a l  market.
At e2, the p a r a l le l  market premium (e 2 / e l ) i s  s u f f i c i e n t ly  
g rea t to  d iv e r t  a l l  sa les from the o f f i c i a l  to the 
p a r a l l e l  market. The o f f i c i a l  and p a r a l l e l  market 
supply curves corresponding to  e l  are, th e re fo re ,  BCe2 
and elDA, r e s p ec t iv e ly .  Curve elD is  f l a t t e r  than OD 
because as the p a ra l le l  ra te  r is e s ,  sa les o f the export 
good are d iv e r ted  from the o f f i c i a l  to the p a ra l le l  
market. An increase in the o f f i c i a l  r a te ,  from e l  to  
e2, produces an outward shift o f  the o f f i c i a l  market 
supply curve from BCe2 to EFG.

To see how the p a r a l l e l  market is  determined, 
consider an i n i t i a l  s i tu a t io n  in which a l l  o f  the 
export goods are sold in the p a r a l le l  markets because 
the o f f i c i a l  ra te  is "too  low" and in which there 
are no reserve  sales or reserve  sa les are res tr ic ted  
by the cen tra l bank. The equ ilibrium  p a r a l le l  rate 
w i l l  be eO when, fo r  i l l u s t r a t i v e  purposes,the o f f i c i a l  
ra te  is  set t o  zero. This ra te  corresponds to the 
in te rs e c t io n  o f  the supply schedule OA and the demand 

schedule 11Q

Note that at e2, the Quantity o f  fo re ig n  
exchange demanded (e2R) i s  ecmal to  the Quantity supplied



in the o f f i c a l  market (Fe2) . Both e l  (p a r a l l e l  rate 
consisten t w ith  an o f f i c i a l  ra te  e l )  and e2 are 
equilibrium  exchange rates in  the sense th a t ,  at these 
p r ices  the demand fo r  fo re ig n  exchange i s  equal to 
supply. Only e2, however, i s  cons is ten t with the 
absence of binding r e s t r i c t io n s  on the a v a i la b i l i t y  
o f  fo re ig n  exchange in  the o f f i c a l  market. In th is  
regard , e2 may be r e fe r r e d  to  as a " r e s t r ic t i o n - f r e e "  
equilibrium .

An important im p lica t ion  o f the above i l lu s t r a t io n s  
is  tha t the im position  o f q u a n t ita t iv e  import contro ls  
as a su bstitu te  fo r  a form al deva luation  does not avoid 
the adverse repercusions th a t  a deva luation  has on the 
ra te  o f  in f la t io n  or rea l wages. The emergence of a 
p a r a l l e l  market in response to  such con tro ls  and the 
deprec ia tion  o f  the exchange rate in th is  market have 
in f la t io n a ry  consequences s im ila r  to  those o f an o f f i c i a l  
devaluation. Furthermore, the i l l e g a l i t y  o f  transacting 
fo re ig n  exchange in the p a r a l l e l  market g ives  r is e  to  
rea l resource costs, that are absent in  a u n ified  
exchange system. Such a dual market a ls o  provides an 
environment conducive to  corrupt p ra c t ic e s  and permits 
economic rent to accrue to  ce r ta in  groups that are in  
a p os it ion  t o  e x p lo i t  the exchange rate d i f f e r e n t ia l  
between the two markets.

I t  is  th e re fo re  im portant that any q u a n tita tiv e  
fo re ig n  exchange system be used w ith  extreme care.
I t s  weaknesses and strengths should be eva luated  to 
minimise i t s  adverse e f f e c t s  to  s o c ie ty  and economy.

As in d ica ted  above,, th e  current account i s  a record  
o f commodity imports and ex p o rts , and transactions in  
in v is ib le  se rv ices  and t ra n s fe r  payments to  and from 
abroad. The current balance is  th e  net sum o f these 
item s. Most n on -o il d eve lop in g  cou n tr ies  experience 
fo r e ig n  exchange reserve  sh ortages and d e f i c i t s  in  t h e ir  

cu rren t accounts. As we s h a l l  see la te r v
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th is  a lso  ap p lies  to  Kenya. This c a l ls  fo r  
c o rre c t iv e  action  by the government. Whe_thex action  
is  needed w i l l  a lso depend on the a b i l i t y  o f  the country 
to  a t t r a c t  in flow s o f  c a p ita l investments from the r e s t  
o f the world on reasonable terms. Many n on -o il deve
lop ing countries have a lready increased th e ir  ex te rn a l 
debt to  almost unmanageable proportions and on severe 
terms. Thus, a government would be advised to try  
to  manage fo re ig n  exchange at the le v e l  o f  the current 
account, th a t is  r e la te  im ports to  earnings from 
ex p o r ts .

This paper attempts to  analyse the qu a n tita tive  
fo re ig n  exchange con tro l system as a t o o l  o f  managing 
fo re ig n  exchange reserves in  Kenya. The paper 
examines the current account items from 1982 to  1986.
The import l ib e r a l iz a t io n  process in  the country is  
a lso examined. The question  o f whether or not the 
system f u l f i l s  the purpose fo r  which i t  was designed 
is  a ls o  discussed.

1.6  Statement o f the problem

The import licen s in g  system is  one o f the measures 
which the Kenya government adopted as a resu lt o f a 
t ig h t  fo re ig n  exchange p o s it io n . N a tu ra lly , the 
performance o f any system must be review ed to see i f  
i t  ach ieves the o b jec t iv e s  fo r  which i t  was in s t itu te d . 
The paper attempts to  appraise the performance o f the 
system sin ce 1982, about a year a f t e r  the announcement 
o f i t s  l ib e r a l iz a t io n .

1.7 O b jec tives  o f the study

As a lready in d ica ted , th is  study is  concerned w ith  
the management o f fo re ign  exchange reserves  through 
a q u a n tita t iv e  con tro l system on im ports. The 
o b je c t iv e  i s  to  c r i t i c a l l y  examine the adm in is tra tive  
framework w ith in  which the system op era tes .
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1.8 S ig n ific a n ce  o f the study

(a) The study should be o f b e n e f it  to  the 
C en tra l Bank o f  Kenya and oth er re levan t 
government a u th orit ies  in  p o lic y  making
and management o f  fo re ign  exchange r e s e rv e s .

(b) The study should o f fe r  a basis fo r  fu rth er 
academic research .

(c ) F in a lly ,  i t  is  hoped that the study w i l l  
generate in form ation  about the current 
management of the import lic en s in g  system 
which should add to  the e x is t in g  stock o f 
knowledge.
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CHAPTER 2

THE KENYAN FOREIGN EXCHANGE 
CONTROL SYSTEM

2.1 The H is to r ic a l Background o f the Foreign Exchange
C ontro l System in Kenya: An Overview

Exchange con tro ls made th e ir  appearance in deve
loped countries during the Great Depression. Their aim 
was to  ach ieve a balance o f  payments ecu ilib riu m  by 
suspending the market fo rc e s  in the fo re ig n  exchange 
market, thus cu rta ilin g  the ou tflow  o f fo re ig n  exchange 
reserves . 3y r e s tr ic t in g  demand i t  was honed that a 
balance o f payments eou ilib riu m  w i l l  be achieved1.

R es tr ic t io n s  o f some kind or another on fo re ign
exchange transactions in Kenya have been in ex isten ce
fo r  over h a lf  a century. In  the ea r ly  1920s, there
were ou ite  r e s t r ic t iv e  exchange con tro l ru les regard ing
transaction s between Kenya, which was then a part o f

2
the s t e r l in g  a rea ,and the r e s t  o f the world . Transa
c tion s  w ith in  the s t e r l in g  area were, however fre e  from 
r e s t r ic t io n s .  Since in those days people in Kenya had 
very  few transactions ou ts ide  the s t e r l in g  area, the 
stringency o f  these r e s tr ic t io n s  was not f e l t  by many 
people or businesses.

Local le g is la t io n  prov id ing s p e c i f ic a l ly  fo r  exchange 

c o n tro l was introduced in 1951 and the main p rov is ion  
o f the current exhange c o n tro l act have been in h e r ited  
from i t .  Again , the 1951 sta tu te  co n tro lled  transactions 
w ith n on -s te r lin g  cou n tries  only. By leav in g  rem ittances 
to  s t e r l in g  area fr e e  o f c o n tro l, Kenya began to  experienc 1 2

1. E l l i s ,  H .S .: Exchange Control in Centra l Europe.
Cambridge (M ass), 1941

2. C en tra l Bank o f Kenya: I t s  e vo lu tion , R e s p o n s ib i l i t y
and o rga n iza tio n , September 1986.
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strong pressu re on i t s  reserves  a f t e r  independence 
in  1963. A number o f peop le at that time decided to 
take out a l l  th e ir  assets and to  tra n s fe r  la rge 
amounts o f funds to  o ther cou n tries  l ik e  the United 
Kingdom, Canada, A u s tra lia , Ind ia  and Pakistan . The 
impending break-up o f the East A fr ican  Currency Board 
in  1965 g r e a t ly  increased such a c t iv i t y  because o f 
fe a rs  about the new cu rren c ies . In  June 1965, i t  
became necessary to  impose exchange c o n tro l on tran
sa c tion s  w ith  other cou n tr ies  except Tanzania and 
Uganda, which a lso  took a s im ila r  a c tion . Exchange 
c o n tro l r e s t r ic t io n s  were extended to  the two neighbouring 
cou n tries  in  August 1977 a f t e r  the co lla p se  o f the 
East A fr ica n  Community.

Although Kenya experienced  some problems on her 
reserves  a f t e r  independence in 1963, these problems 
were not severe  u n t i l  in  1971 when the country expe
rien ced  i t s  f i r s t  post-independent payments c r is is .
In  1971, the county experienced  an abnormally la rge 
curren t d e f i c i t  o f which o n ly  about a th ird  was cove
red by long-term  c a p ita l as shown in  ta b le  1 below.
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TABLE 1

SELECTED ACCOUNTS IN THE BALANCE OF PAYMENTS IN KENYA KX MILLION

(1 ) (2 ) (3) (4) (5 ) (6 )

Year V is ib le
Balance

In v is ib le
Balance

Current
Account
Balance

Net Long term 
C ap ita l in flow

3asic
Balance

O vera ll
Balance

1964 -9 .4 26.9 17.5 15.60 1.9 1.6
1965 -19 .4 19.6 0.2 3.10 3.3 7.7

1966 -26.7 20.1 -6.6 14.6 8.0 6.0
1967 -37.5 16.0 -21.5 16.5 -5 .0 -9 .9

1968 -37.0 22.6 -14.4 17.7 3.3 3.5
1969 -31.6 28.7 - 2.9 19.7 16.8 17.6

1970 -50.5 33.0 -17.5 28.90 11.4 14.2

1971 -91 .4 51.5 -39.9 16.7 -23.2 -24.5

1972 -66 .4 42.1 -24.3 30.6 6.3 8.5

1973 -54.5 7.7 -46.8 48.10 1.3 6.6

1974 -160.1 45.8 -114.3 71.70 -42.6 -32.2

1975 -125.0 41.1 83.9 57.40 -26.5 -15.0

1976 -77.3 25.4 -51.9 90.70 38.3 36.7

1977 -61.3 72.7 11.4 83.90 95.3 113.8

1978 -355.5 100.2 -255.3 168.0 -87.3 -80.5

1979 -299.4 113.1 -186.3 189.50 3.2 67.5

1980 -526.6 197.9 -328.7 203.10 -125.6 -75.9

1981 -497.0 160.9 -336.1 193.90 -142.2 -99 .8

1982 -430.4 169.8 -260.6 136.6 -124.0 -107.6

1983 -313.3 224.3 -89.0 133.9 44.9 69.5

1984 -317.0 242.7 -128.3 136.2 7.9 39.6

Source: S t a t is t ic a l  Abstracts
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As in d ica ted  in Tab le  1, there was a su bstan tia l 
f a l l  in  reserves  to  which the government responded by 
imposing r e s t r ic t io n  on imports and dom estic c r e d it  
by cu ttin g  i t s  own spending^. S evera l fa c to rs  c o n tr i
buted to  th e dra inage o f  fo re ig n  exchange reserves o f  
the country. For in s tan ce , during 1971 the p r ices  fo r  
imports in to  Kenya is  a whole rose by 9.5% w h ile export 
p r ices  f e l l  by 3 .8 t, an adverse swing in  the terms o f

4
trade . There was a lso  a bu ild-up in  the le v e l  o f 
stocks on im ported commodities towards the end o f 1971.

< i
This o vers tock in g  was another fa c to r  exp la in in g  the 
decrease in  the l e v e l  o f  rese rves .

During the course o f  m on itoring th e fo r e ig n  exchange 
reserves behaviour, i t  was f e l t  th a t o v e r in vo ic in g  was 
making such a s ig n i f ic a n t  con tribu tion  to  the dra in  on 
the fo r e ig n  exchange re s e rv e s  as to  warrant rem edial 
a c tion . W ith the ex cep tio n  o f  c e r ta in  ca tego r ie s  o f 
imported ite m s , a l l  imports  in  excess o f  an in vo ice  
va lue o f tw enty thousand Kenya s h illin g s  on and a f t e r  
the 1st January 1973 were to  be su b jec t to  preshipment 
q u a lity  and qu an tity  in sp ec tion  and p r ic e  comparison 

on beh a lf o f  and fo r  the Central 3ank o f  Kenya 
by General Super in tendance Company L im ited or i t s  
rep re s e n ta t iv e . Banks w ere requ ired to  bring the rev ised  
regu la tion s  to  the n o t ic e  o f th e ir  im porting customers 
who in  turn would advise overseas s e l le r s  o f  the new 
requ irem ents.

3. K i l l i c k ,  Tony; Papers on the Kenyan Economy;
perform ance, problems and p o l i c i e s , 
Heinemann Educational Books,Nairobi 
1981, p .60 4

4. Macrae, David S ., Im port lic e n s in g  in Kenya. In s t itu t i
f o r  Development s tu d ies , U n iver
s i t y  o f N a iro b i. I .D .S . Working 
Paper No.90, p.10
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The import lic en c in g  system imposed in la te  
1971 c la s s i f ie d  imports on the basis o f  th e ir  
assumed n ecess ity  in to  f i v e  ca tego r ie s : items a lready  
su b ject to lic en c in g  were included under e ith e r  
schedules A, B, or C, w h ile  schedules D and E 
contained item s which had p rev iou s ly  been f r e e ly  
imported under open General L icen ce5.

The aim was to  p ro tec t  lo c a l in d u s tr ies  by 
pu tting  imports in schedule A, to  conserve fo re ign  
exchange by putting imports in schedules D and E, w h ile  
pu ttin g  imports in schedules 3 and C was designed 
both to  p ro te c t  lo c a l in d u str ies  and conserve fo re ig n  
exchange r e s p e c t iv e ly .  The items under schedule A 
were to  continue to  be imported as b e fo re , no fo re ig n  
exchange was to  be provided  fo r  items in  schedules 
B and E, w h ile  imports in  schedules C and D, were 
su b ject to  quota r e s t r ic t io n s  based on past per
formance. The regu la tion  o f schedule D imports was 
intended to  r e s t r ic t  the sp ecu la tive  accumulation o f  
stocks by ra tion in g  fo re ig n  exchange to  im ports, w ith  
no actu a l reduction in the average abso lu te amount.
This was achieved through the issue o f "no ob jec t io n  
c e r t i f i c a t e "  by the C en tra l Bank o f Kenya.

2.2. The le g a l  framework o f  the exchange con tro l
system in Kenya

Exchange con tro l in  Kenya was in i t ia t e d  under the 
C o lon ia l Adm in istration  as part o f  the B r it is h  
exchange co n tro l system and was continued by the Kenya 
government a ft e r  independence in 1963. In  1967, a l l  
previous le g is la t io n  was summarised in  the rev ised  
exchange co n tro l act which g ives  the a u th o r it ie s  
the power to  ex erc ise  almost complete con tro l over 
a l l  transaction s in gold  and fo re ign  exchange by 
res iden ts and transactions in  domestic currency by

5. Macrae ,D .S ., The Import L icencing System in  Kenya. 
Journal o f Modern A fr ica n  S tud ies. V o l . l ,  1979, p .3 7
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n on -res id en ts °.

For the Implementation o f  the Exchange Control 
A ct, the government issued a se t o f exchange con tro l 
a d m in is tra tive  n o tices  and in s tru c tio n s  (E N )7 which 
d e fin e  the p o lic y  decided by the M in is try  o f  Finance 
in  co -opera tion  w ith the C en tra l Bank. Subsequent 
changes are announced through exchange co n tro lQ
c ir c u la rs  (E C) issued by the Exchange-Control 
Department o f the C en tra l Bank to  whom the M in ister 
fo r  Finance de legated  the adm in is tra tion  o f  exchange

1 I
c o n tro l.  The bank in  turn d e lega ted  most o f the 
rou tin e  d ec is ion s  to  "Au thorised  D ea lers " (Comaercial 
Banks) .

In  order to  en force th e p rov is ion s  o f  the 
Exchange C ontro l A ct, the A c t provided le g a l  sanctions 
in  the form o f  fin es  and imprisonment fo r  o ffen ders .
I t  should be noted that the exchange c o n tro l system 
o f  Kenya r e l i e s  on fo re ig n  exchange r e s t r ic t io n s  
determ ined in  q u a n tita tiv e  terms. Hence the system 
on ly  l im its  o r  c u r ta ils  demand fo r  v i s ib l e  and in v i
s ib le  payments and c a p ita l ou tflow s .

Accord ing to  the p ro v is ion s  o f the Exchange 
C on tro l A c t, the exp o rta tion  o f  goods o f any class 
to  any p lace ou ts ide Kenya is  p roh ib ited  unless the 
C en tra l Bank g iv e s  i t s  consent. These powers have 
been d e lega ted  to  the Conmissioner o f  Customs on 
c e r ta in  con d ition s , e .g .  he can on ly a llow  the 
exp orta tion  o f  goods which are going to  

be so ld  abroad i f  he is

6. Exchange Control Act (R e v is e d )1967 , CAP.113, p . 3

7. "EN" is  a code fo r  a d m in is tra tive  n o tices  and 
in s tru c t io n s  fo r  exchange co n tro l.

8. EC" is  a code fo r  exchange c o n tro l c ircu la rs .
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s a t is f ie d  that the proceeds from goods w i l l  
be received  w ith in  a s p e c if ie d  period ; and that pay
ment w i l l  be made in an authorised manner. Registered 
exporters are not requ ired to  obta in  preshipment 
approvals from the Central Bank, but are , however, 
requ ired  to  account fo r  proceeds o f sa le for 
exchange c o n tro l purposes.

9
Export documents (CD3 forms) are channelled 

through the Commercial Banks which re ta in  copies o f 
these forms, the o r ig in a l one being re le a s ed  to  the 
exporter fo r  the purpose o f c le a r in g  the goods w ith  
the customs a u th o r it ie s . One o f the cop ies  1* sent 
to  the C en tra l Bank by the e x p o r te r 's  bank to  g iv e  
the C en tra l Bank n o tice  o f an impending ex p o rt. When 
the goods have been c leared  through cost one the 
customs copy i s  sent to  theC en tra l Beak. When the 
proceeds o f  s a le  o f the goods are r e c e iv e d  a c e r t i 
f ic a t e  to  th a t e f f e c t  is  prepared by e x p o r te r 's  bank 
and again dispatched to  the C entra l Bank. The C en tra l 
Bank t r ie s  to  ensure that not only does the country g e t  a

fa i r  return  f o r  the goods, but in  p a r t ic u la r  that the 
money i s  a c tu a lly  rece ived  w ith in  a reasonable tim e.

Under the Exchange C on tro l A c t , no r e s id e n t , be

i t  an in d iv id u a l, a p r iv a te  or a public in s t itu t io n , 
cam borrow fo r e ig n  currency w ithout the consent o f 
the C en tra l Bank. While borrowing by the government 
does not req u ire  exchange c o n tro l consent, the C en tra l 
Bank is  duly Informed o f i t ;  borrowing by other p a r t ie s  
requ ires the express p r io r  approval o f  th e  C en tra l 
Bank. Borrowing by government co rpora tion s  requ ire  
Treasury ’ s approval. The main concern o f  the C en tra l 
Bank in  th is  area  is  to  s a t is f y  i t s e l f  about the 
purpose fo r  which the loan i s  being ra is ed  and oth er 
terms and cond itions o f the loam

9. CD3* is  a code used f o r  export forms.
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includ ing the in te re s t  r a te  being charged, and the 
repayment p eriods . One o f  the major considerations 
in fo r e ig n  borrowing is  t o  spread the repayment 
period  o f the loans over as long a period  as p o ss ib le .

Complementing the management o f the fo re ign  

exchange reserves  in Kenya is  the Import, Export and 
Essential Supplies Act 10 • This act empowers the 
M in is try  o f  Cconnerce and Industry to  p ro h ib it  or r e s t r ic t  
the im portation  o f any g iv e n  commodities. The 
p rov is ion s  o f th is  Act have been used fo r  a v a r ie ty  
o f purposes includ ing th e p ro tec tio n  o f  domestic 
in d u s tr ies  and conservation  o f fo r e ig n  exchange. How
eve r , the use o f import co n tro l as a p ro te c t iv e  measure 
fo r  dom estic in d u str ies  i s  being phased out g rad u a lly  
under the l ib e r a l iz a t io n  o f  the import lic en s in g  system.

The t o t a l  amount to  be spent on imports in any 
f in a n c ia l y ea r  and the broad p r io r i t i e s  fo r  the import cf 
d i f fe r e n t  categories o f goods are decided by the 
government. The g lo b a l fo re ig n  exchange a llo c a t io n s  
are decided  in  advance. To g iv e  e f f e c t  to  these d e c i
s ion s , and under current arrangements exchange p roce
dures are devised  by the C entra l Bank to  ensure not 
on ly that th e  goods so authorised fo r  im portation 
come in to  th e  country, but a lso  th at the p r ic e  paid fo r  
them is  in accordance w ith  market p r ic es  fo r  such goods 
in in te rn a t io n a l markets.

In  o rd e r  to  ensure th a t con tractu a l recruirements 
in  p r ic e ,  qu an tity  and d u a lity  a re  met, the Central 
Bank, in _ consu lta tion  v i t h  the government, has made 
arrangements with the General Superintendence Company 
(S .G .S )11 t o  check and make comparisons. S.G.S.

10. The Im port, Export and E ssen tia l Supplies Act,
(R ev ised ) 1980 , CAP. 502, f P.17. 11

11. The G eneral Superintendance Company is  g e n e ra lly  
known as the "S .G .S ."
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is  charged w ith  the r e s p o n s ib il it y  o f conducting 
p r ic e  comparisons as weLl as q u a lity  and quan tity  
in spection  b e fo re  c e r ta in  range o f  goods are shinped 
to Xenya. When these recruirements are met, a "c lean  
rep ort o f f in d in g s "  is  issued which enab les lo c a l 
banks in Kenya to  e f fe c t  payment to  the su pp liers 
abroad. When a "non -neqotiab le  rep o r t  o f  fin d in gs " 
(N .N .R .F .) i s  issued, commercial banks cannot e f f e c t  
payment as the rep o rt is  not n e g o t ia b le . I f  S.G.S. 
is  not s a t is f i e d ,  the goods w i l l  not be shipped and 
th e re fo re  no payment is  made.

2.3 L ib e r a l iz a t io n  o f th e Q u an tita tive  co n tro l
System in  Kenya

During the course o f  the im plestentatlon o f  qu an ti
t a t iv e  r e s t r ic t io n s  on Im ports, th e  government recogn ised  
that some problems mere g r n m r t r y ]  by the *>astem . The ides o f
l ib e r a l is in g  the Import co n tro l system is  contained in

12the Development Plan for 1974-1773 . This Development
Plan s ta ted  th at the use o f  import c o n tro ls  as a 
p ro te c t iv e  measure fo r  domestic in d u s tr ie s  is  to  be 
phased out g ra d u a lly . The import lic e n s in g  measures 
coverin g  a wide range o f items that were put in to  e f f e c t  
during the previou s plan fo r  ccnseivt i c n  o f fo re ig n  
exchange w ere to  be re la xed . A. l ib e r a l  import p o l ic y  
which avoided unwarranted p ro fiteering  was to  be pursued 
during the p lan period .

The Development Plan fo r 1979-1983 e x p l i c i t l y  
recogn ized  the problems generated by th e  use- o f  
q u a n t ita t iv e  r e s t r ic t io n s  on im ports. The adverse 
e f f e c t s  o f  the q u a n t ita t iv e  r e s t r ic t io n s  were that 
domestic p r ic e s  o f im ports rose above w orld  p r ic e s 12 13.

12. Development P lan  o f Kenya fo r  1974-1978, p.374
}

13. Budget speech fo r  f i s c a l  year 1981/82, Republic 
o f  Kenya^ P . l l
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This made the county 's exports  less com petitive in  the 
w orld  m arket. The in c reas in g  d i f fe r e n t ia t io n  between 
world and lo c a l  p r ices  was as a re su lt  o f  lo c a l mono
p o l i s t i c  con d ition s  crea ted  by the o u a n tita t iv e  
r e s t r ic t io n s  rather than a resu lt  o f t a r i f f s .  The 
revenue r e a l is e d  thus accrued to commercial bene
f i c i a r i e s  o f  the systen ra th e r  than to  the Treasury 
o r  the C en tra l Bank. Another reason fo r  the govern
ment to  l ib e r a l i z e  the system was to  crea te  an 
e f f i c i e n t  in d u s tr ia l s e c to r  which should produce 
goods o f h igh  standards and q u a lity . Such goods 
would be w e l l  com p etitive  in the world market in 
terms o f q u a lit y  and th is  should earn the country 

fo r e ig n  exchange.

In h eren t in the i n i t i a l  lo g ic  fo r  widespread 
q u a n t ita t iv e  r e s t r ic t io n s  on imports, w ith  th e ir  
removal o f in te rn a tio n a l com petitive  pressure on 
Kenyan p r ic e s ,  was the notion  that domestic p rices  
could r e a d i ly  be c o n tro lle d  by le g is la t io n .  O f f i 
c ia l  attem pts at genera l p r ic e  con tro l fo r  manufa
ctured products were introduced s p e c i f ic a l ly  to  
combat th e  p r ice  e f f e c t s  o f the in trodu ction  of
q u a n t ita t iv e  r e s t r ic t io n  as the major p ro te c t iv e

14d ev ic e  fo r  manufacturing firm s in  the country

In announcing the in trodu ction  o f genera l p r ic e  

co n tro ls  031 22nd December 1971', the press re lease  
o f th e  M in is te r  o f Finance and Planning included the 
fo llo w in g  statement by way o f ju s t i fy in g  the

l e g i s la t i o n :

14. Mtdcui J. T . : Price Centro Is in Kenya. Unpublished
M. A. thes is  u n iv e rs ity  Dr N a irob i, June 
1978, p .43
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.................The re c en tly  announced measures to
co n tro l fo re ign  a llo ca tio n s  fo r  imports ( i . e  
the bans and q u a n tita t iv e  r e s tr ic t io n s  on 
im ports) and the a lready ex is t in g  t a r i f f s  and 
other p ro te c t iv e  measures w i l l  mean that the 
p ro te c t io n  enjoyed by lo c a l producers, e s p e c ia lly  , - 
o f  manufacturing goods, has been increased ............  3
The le g is la t io n  p roh ib ited  any increase in 

w holesale o r  r e t a i l  p r ices  above those "o rd in a r ily  
charged" a t th a t date fo r  a wide range o f  goods and 
s e rv ic e s . To p o lic e  the le g is la t io n s  meant more 
manpower to  review  a p p lica tion s  fo r  p r ic e  increases 
and a P r ic e  Advisory Committee rep resen tin g  a number 
o f d i f f e r e n t  in te r e s t  groups in  so c ie ty  was es tab lish ed . 
This o f course meant a d ra in  on the coun try 's  
resources and an increase in  pu b lic  expenditure.

The s p e c i f i c  o b je c t iv e s  o f the l ib e r a l iz a t io n  
plan as contained in  the Development Plan o f 1979 - 
1983 are the fo llo w in g :

( i )  to  introduce a degree o f au tom aticity
in  import lic e n s in g  by p lac in g  es sen tia l 
raw m ateria ls in  the open gen era l lic e n c e ;

( i i )  to  ensure th at import p o lic y  is  consisten t 
w ith  the development o f  lo c a l industries  
which must be com petitive in  the domestic 
as w e ll as in te rn a tio n a l markets? and

( i i i )  to  d iscontinue the use o f q u a n tit iv e  
r e s tr ic t io n s  o f  imports as an instrument 
fo r  in d u s tr ia l p ro tec tion .

The p lan  a lso  discussed the d iscon tinu ation  o f 
the "No O b jec tion  C e r t i f i c a t e " .  P rev iou s ly  sane 
im porters were requ ired to  obtain a "No Objection 
C e r t i f i c a t e 1* from lo c a l manufacturers b e fo re  secu
ring  an im port lic en ce  fo r  competing goods . This 
p ra c t ic e  le d  to  a number o f  anomalies when firms

15. Quoted in  Mukui, ib id ,  P . 43
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competing among themselves were recruired to 
obtain a "No O bjection  C e r t i f i c a t e "  fo r  the import 
o f raw m ateria ls  and in term ed iate inputs from 
com petito rs .

In  the Sessional Paper N o.4 o f  1980 on Econo
mic Prospects and P o l ic ie s ,  the government announced 
the change in  the in d u s tr ia l p o lic y . Th is emanated 
from the adverse e f fe c t s  o f  the cru an tita tive  r e s t r i 
ctions on the economy. In  th is  S ess ion a l Parer 
the government sa id :

..........  Our in d u s tr ia l promotion technicrues
w i l l  need to  be changed inorder to  encourage 
in d u s tr ia l exports. Import su b s titu tion  indus
t r i a l  development has r e l ie d  on high t a r i f f s  
and Q u an tita tive  r e s t r ic t io n s  on imports 
inorder to  p ro tec t lo c a l  manufacturers from 
fo re ig n  com petition. The h igher p r ic e s  paid 
by Kenyans fo r  domestic manufactured goods 
represent a s a c r i f ic e  that has been made to  
develop  lo ca l in d u s tr ie s , c rea te  employment 
and t ra in  lo c a l tech n ic ian s. However, the 
high p ro tec tio n  a ffo rd ed  aga inst competing 
imports has encouraged slack management and 
high costs  which make many in d u s tr ies  uncompe
t i t i v e  in  fo re ign  markets. In  order to  
improve our com petitiveness, p o lic y  changes 
are requ ired  in the method and le v e l  o f 
p ro tec tio n  fo r  dom estic industry, in  export 
in c en t iv e s , and in a d m in is tra tive  measures 
o f  in d u s tr ia l prom otion.

I t  has been decided that a l l  e x is t in g  
q u a n tita t iv e  r e s t r ic t io n s  and r e s t r ic t iv e  
import licen c in g  w i l l  be rep laced w ith  t a r i f f s  
as soon as p ra c t ic a b le . The su b s titu tion  
o f t a r i f f s  fo r  q u a n tit iv e  res tric tion s w i l l  
be done sys tem a tica lly  with emphasis in i -  
t i a l l y  on imported consumer items ................

The paper a lso  s ta ted  that a f t e r  the removal 
o f the q u a n tita tiv e  r e s t r ic t io n s  th e next stage 
was to  standardize and reduce the le v e ls  o f  pro
te c t io n . The goa l would be to  reduce th e wide

16. S ess ion a l Paper N o.4 o f  1980 on Economic
Prospects and P o l ic ie s *  Penublic o f  Kenya, p.2L.
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v a r ia t io n  in  p ro tection  g iv en  to d i f fe r e n t  indus
t r i e s ,  and to  elim inate the bias that e x is ts  in 
favour o f import su bstitu tion  against exports . This 
would ensure that in d u s tr ia l iz a t io n  is  n e ith er too 
im p ort- in ten s ive  nor hampered by h igh -cost domestic 
input in d u s tr ies .

In  i t s  Sessional Paper N o .l o f  1986 on Econo
mic Management fo r  Renewed Growth, the government 
r e ite ra te d  i t s  p o lic y  on ex p o r t- led  in d u s t r ia l i
za tio n . In th is  paper the governement s ta ted  that:

..........  Kenya's industry must be restru ctu red
to  become much more e f f i c i e n t ,  capable o f 
competing against imported goods in  Kenya with 
moderate p rotection  and exporting p r o f ita b ly  
w ith in  the P r e fe r e n t ia l Trade Area and 
fu rth e r  abroad .................I 7

As in d ica ted  in the above d is cu ss ion s , the 
q u a n tita t iv e  r e s tr ic t io n  on imports does not 
n e ces sa r ily  achieve the o b je c t iv e  fo r  which the 
system was in s t itu te d ; th a t is  p ro tec tion  o f 
dom estic in d u str ies  and conservation  o f fo re ign  
exchange. The costs may be h igher than the b en e fits  
in the long run. " E f f i c i e n t ” p ro tec tion  and ex p o rt-o r ien te  
in d u s tr ia l iz a t io n  encouraged by market-based 
in cen tives  may be b e tte r  means o f managing fo re ign  
exchange reserves  e s p e c ia l ly  fo r  a develop ing 
country l ik e  Kenya. To ach ieve the o b je c t iv e s  o f 
the in d u s tr ia l p o lic y , the government has la id  
down market-based in c en tiv e  structu re and featu res 

which include the fo llo w in g

17. S ess ion a l paper N o .l o f  1986 on Economic
Management fo r  Renewed growth o f the Republic 
o f  Kenya, p .3 . .
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( i )  More uniform import du ties and more
l ib e r a l  import lic en c in g  w i l l  together 
make in d u s tr ia l inputs r e a d ily  a va ila b le  
a t lower cost w h ile  inducing manufacturers 
to  produce fo r  export markets and to pro
v id e  import substitu tes a t p r ic es  much 
c lo s e r  to world standards thus b en e fit in g  
consumers.

( i i )  S p ec ia l export in c en tiv e s  such as export 
compensation, manufacturing in  bond, and 
the green channel, w i l l  help exporters 
t o  overcome the p a r t ic u la r  problems and 
costs o f breaking in to  fo re ig n  markets.
The green channel is  a means o f  s im p lify in g  
and speeding up the procedure requ ired 
f o r  am exporter to  re c e iv e  the necessary 
adm in is tra tive  approva ls . Q u a lify in g  
exporters should be g iven  documents with 
green  borders th a t reou ire  p r io r i t y  action  
by those resp on s ib le  fo r  import lic e n s in g , 
fo re ig n  exchange a llo c a t io n s , and export 
approva ls .
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2.4 Implementation o f Imnort L ib e ra liz a t io n  P o lic y

In  his Budget Speech o f  June 1980, the Finance 
M in is te r  announced a new p o lic y  o f import l i b e r a l i 
za tion  as p a rt o f broader program o f  s tru c tu ra l 
adjustment. As ind icated  e a r l ie r ,  the g o a l o f th is  
program was to  s h i f t  from heavy r e lia n c e  on ad hoc 
d ir e c t  con tro ls  (in c lu d in g  bans on some im ports ), 
to  g rea te r  emphasis on in d ir e c t  c o n tro l over imports
through an appropriate exchange ra te  combined w ith

18a ra t io n a lis e d  t a r i f f  and sa les  tax s tru c tu re .

The process o f import l ib e r a l iz a t io n  in vo lves  
f i v e  overlapp ing p o l ic ie s .  F ir s t ,  t a r i f f  (and to  a 
le s s e r  ex ten t sa les taxes) are ra ised  in  order to  
r e s tra in  import demand fo r  balance o f payments 
purposes and to  provide adecruate p ro te c t io n  to  do
m estic producers. Second, q u a n tita t iv e  r e s tr ic t io n s  
over imports (such as import lic en s in g ) have been 
stream lined in  the short run and g ra d u a lly  reduced 
in  the long run. Th ird , the t a r i f f  and sa les  tax 
structu res are ra t io n a lis e d , by moving toward a 
more uniform tax ra te . Fourth, e x c e s s iv e  p ro tec tion  
to  domestic producers is  grad u a lly  reduced by a 
ju d ic iou s combination o f low ering t a r i f f  ra tes  and 
adjusting sa le s  tax rates to  encourage more compe
t i t i o n ,  g re a te r  e f f ic ie n c y  and h igher d u a lity  goods in  
domestic production . F i f t h ,  and f i n a l l y ,  the ex te rn a l 

, va lue o f the domestic currency isr. monitored: In  order far i t  tc 
maintain an appropriate r e la t£ 6nship: with the country's 

major trad ing partners' r a te  o f in f la t io n  and exchange 
ra te . This is  fu rth er  exp la ined by T ab le  2 below 
fo r  Kenya:

18. Budget Speech f o r  f i s c a l  year 1980/81, Kenya, P-. 4
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Table 2

1980
1981
1982
1983
1984
1985

SOURCE: World Bank

Currency Equivalents 
Annual averaaes

us$ 1.00 =■ KSh. 7.45
us$ 1.00 - KSh. 9.05
US 5 1.00 =- KSh.10.92
US$ 1.00 - KSh.13.31
us$ 1.00 = KSh.14.41
us$ 1.00 KSh.16.43

Report

Table 2 above in d ica tes  the exten t to  which the 
ex te rn a l va lu e o f the Kenya s h i l l in g  has changed 
over a p eriod  o f f i v e  yea rs , since the l i b e r a l i 
za tion  p o lic y  was announced. Although the purpose 
o f th is  study is  to focus on the success o f the 
q u a n t ita t iv e  r e s t r ic t io n  on im ports, th is  should 
be viewed and understood aga inst the broader back
ground o f a l l  aspects o f import l ib e r a l iz a t io n .

2.5 Adm in istration  o f Import l ib e r a l iz a t io n  and
Import Licensing

There are four phases o f import adm in is tra tion :

( i )  L icence approval by the Import Management 
Committee (fo rm erly  known as Im port Quota 
A llo ca tio n s  Committee) and i t s  s e c r e ta r ia t  
Th is is  the i n i t i a l  stage o f the import 
lic en s in g  in  the M in is try  o f Commerce and 

Industry.
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( i i )  The second phase is  the m in is te r ia l a^nro- 
v a l  e s p e c ia lly  on import schedule IIA.
Th is  is  a supreme committee which consists 
o f  the M in ister fo r  Finance (Chairman), 
S ecretary  to  cab in et a f fa ir s ,  the M in ister 
o f  Commerce and Industry and governor 
o f  Central Bank. This committee reviews 
the app lica tion s discussed and approved/ 
disapproved by the Import Management 
Committee.

T

( i i i )  The th ird  phase is  the fo re ig n  exchange 
re le a s e  by the C en tra l Bank o f Kenya.

( i v )  The la s t stage i s  the c learance and hand
l in g  procedures a t the po rt by customs 
and by the port a u th o r it ie s .

The f i r s t  major step taken in the implementa
tion  o f the import l ib e r a l iz a t io n  process was the 
e lim in a tion  o f  import bans and "n o -ob jec tion  
c e r t i f i c a t e s "  announced in  the Budget Speech in 
June 1980. Then in  November 1981, the Red- 
book o f  im port licen c in g  schedu les( reviewed 
every  year) was published which assigned every 
item which could poss ib ly  be imported to  one o f 
four schedu les, each w ith a d i f fe r e n t  underlying 
p r in c ip le  o f  con tro l. The pu b lica tion  o f  the Red- 
book o f  Import licen c in g  schedules was a g rea t-  
improvement in  the import lic en c in g  system because 
i t  made th ings "transparen t" to  the im porters.

The l i s t  o f imported items is  p resen tly
19d iv id ed  in to  four scheduled

19. Development plan 1984 -  1988, p.64 a lso 
refers to  the Import lic en c in g  schedules.
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Schedule 1A

Contains items that can be imported f r e e ly ,  
w ith  lic en ces  issued and fo re ign  exchange 
re leased  v ir tu a l ly  au tom atica lly  sub ject 
t o  m onitoring fo r  ex cess iv e  s to ck in g . This 
schedule consis ts  o f e s s e n t ia l p r io r i t y  
imports such as raw m a te r ia ls , c a p ita l goods, 
spare parts and m ed icines. The combination 
o f t a r i f f s  and sa les  taxes on these items 
should be ap p rop ria te ly  high to  r e s tra in  demand 
fo r  both balance o f payments and p ro tec tio n  
purposes. I n i t i a l l y ,  th is  schedule was 
lim ited  to  high p r io r i t y  items not produced 
lo c a l ly  . However, as import l ib e r a l iz a t io n  
proceeds and as t a r i f f  and sa les  taxes are 
ad ju sted , more items continue to  be added to  
1A, includ ing items o f  lower p r io r i t y  and 
those produced in  Kenya (although both o f 
these ca tego r ies  would, o f  course, a tt ra c t  
h igher t a r i f f  d u ties ) .

Schedule IB

Contains items o f s l i g h t ly  lower p r io r i t y  
than those in 1A, whose im portation  is  in te 
nded to  be subject to  an annual a llo c a t io n  
o f  fo re ig n  exchange to  im porters, the amount 
depending on the o v e r a l l  balance o f  payments 
s itu a t io n . W ithin th is  g lo b a l amount, each 
im porter is  to be granted  an annual s h i l l in g  
a llo tm en t,w ith in  which he can import any 
item on IB at any tim e during the y ea r . The 
system has not been implemented to -d a te .
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Schedule 11 A
W hile most high p r io r i t y  items were placed on 
1A, to  be f r e e ly  lic en ced , there a re  some sen
s i t i v e  items which are under the ju r is d ic t io n  
o f  s p e c i f i c  m in is tr ie s . These items are under 
th is  schedule and include imports o f  o i l  which 
a re  regu la ted  by the M in is try  o f Energy and 
N atu ra l Resources, and imports o f food  grains and 
fe r t i l iz e r  which are c o n tro lle d  by the M in istry  
o f  A g r ic u ltu re  and L ives tock  Development. P r io r  
t o  app ly in g  fo r  an im port lic en ce , an importer 
must g e t  approval from the re le va n t M in is try .
Once th is  approval is  fo rth  coming, however, 
the l ic e n c e  approval by Import Management 
Committee and the fo re ig n  exchange re lea se  
by the C en tra l Bank o f  Kenya are to  be granted 
e x p e d it io u s ly .

Schedule 11 3

Th is i s  the most r e s t r ic t i v e  schedu le. This schedule 

in c lu d es  those items whose im portation  is  discouraged 
becausei
(a ) th ey  can be produced lo c a l ly  and requ ire 

p ro te c tio n  g re a te r  than that provided  by 

th e  current l e v e l  o f  t a r i f f s  ;
(b ) th ey  are luxury goods; or
(c ) th ey  are goods regu la ted  on grounds o f 
p u b lic  h ea lth , s a fe ty ,  m ora lity , o r  n a tiona l 
d e fen se . For each o f  these item s, an importer
is  to  be granted an annual s h i l l in g  quota, w ith in  
which he can schedule h is  imports according 
to  th a t tim ing which is  most econom ical and 
best f i t s  h is in ven to ry  and production  schedule. 
S im ila r  to  schedule IB , annual quotas, by item ,
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have never been determ ined, so th is  system has 
not been implemented. Foreign  exchange applied  
fo r  i s  approved s p e c i f ic a l ly  by item .

As noted in  the above d iscussion , the implemen
ta tion  o f th e system is  more th e o re t ic a l than p ra c t i
ca l. The developments in p ra c tice  are analysed in 
chapter 4. I t  s u ff ic e s  at th is  stage to  say th a t, 
in th eory , l ib e r a l iz a t io n  o f  import adm in istration  
is  based on the above discussed fou r schedules, w ith 
gradual movement o f items from schedule 1 IB to 1A 
(as t a r i f f  d u ties  and sa les  taxes are app rop ria te ly  
a d ju s ted ). The degree o f con tro l by the government 
over the fo r e ig n  exchange re lease  by the Central 
Bank o f  Kenya is  a lso  analysed in chapter 4.
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CHAPTER 3

RESEARCH METHODOLOGY

Popu lation  o f  the study

The popu la tion  in  th is  study con s is ts  a l l  the 
approved a p p lica tion s  fo r  the a llo ca tio n  o f  fo re ign  
exchange fo r  the period  1982 to 1986. This means 
the sample i s  the same as the popu lation .

The l ib e r a l i z a t io n  of quantitative restr ic
tions announced in  the Budget speech o f  June
1980, and th e e f f e c t i v e  implementation o f  the new 

policy s ta r te d  in  1980/81. A t th is  stage there 
was a lo t  o f  paper work which was intended to  
document the new system. The system was f in a l l y  
documented and computerised during 1981. This 
made the sytem sim ple in terms o f a v a i la b i l i t y  o f 
data. For in s ta n ce ,the f i r s t  Import schedule was 
published in  1981, which was an attempt to  make 
the system tran sparen t. I t  is  fo r  th is  rsason that 
the resea rch er was on ly  a b le  to c o l l e c t  data 
starting from 1982.

Data c o l le c t io n  method

The c o l le c t io n  o f  da ta  was p e rson a lly  done 
by the resea rch er. The d a ta  c o lle c te d  in  th is  
study in c lu de lic e n c e  approvals by the Import 
Management Coasnittee; C en tra l Bank o f Kenya fo re ig n  

exchange r e le a s e s ; C la s s i f ic a t io n  o f im port items 
by schedu les } g lo b a l a llo c a t io n s  o f  fo re ig n  
exchange by schedules and the va lue o f actua l 
imports as provided  by Customs O ff ic e .  The data
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was in the form o f  computer print-outs. It was 
on weekly, monthly and annual basis.

Most o f  the data collected was provided by 
the Ministry of Economic Planning and National 
Development which has very rel iable coraouterised 
data on the import licensing system. This Ministry 
receives i ts  input data from the Ministry of Commerce 
and Industry and the Central Bank of Kenya.

Data Analysis Method

Data is analysed and summarized by using tables, 
percentages, ratios and a graph. Comparisons o f  
the results is made. The objectives o f  the data 
analysis include the fo l low ing :-

(a) To compare the Ministry of Commerce 
approvals with the Central Bank 
foreign exchange releases.

(b) To analye the trend in the authori
sation of foreign exchange over the 
period under study.

(c) To compare the global allocations of 
foreign exchange with the Ministry 
o f  Commerce approvals and the Central 
Bank foreign exchange releases to see 
whether import licences are granted 
within global l im i t s .

(d) To compare actual imports by schedules 
to see which import items absorb a 
bigger share o f  foreign exchange.
This w i l l  indicate the weight and the 
significance o f  such items in the 
balance o f  payments.



(e) To compare import items by schedules.
This should indicate the degree and rate 
of l ibera l iz ing  the quantitative restriction 
system over the period in question.
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4.1 The l ib e r a l iz a t io n  Progress

Due to  a severe fo re ig n  exchange shortage in 
1982, the governement responded by r e - r e s t r ic t in g  
some o f the import items which had been l ib e r a l i z e d . 1 
However, progress on reform ing the Q u an tita tive  res 
t r ic t io n s  on imports has resumed as in d ica ted  in 
Table 3 below.

S u bstan tia l progress has been made in the 
l ib e r a l iz a t io n  o f imports s in ce  1980. However, 
implementation o f the government reform  program 
has lagged behind the schedule o r ig in a l ly  en v i
saged.

Number o f Imported Items By Import Schedule
2(and in Fiscal Years ) 1 2

TABLE 3

Import
schedule 1982/83 1 9 8 3 / 8 4 1 9 8 4 / 8 5

No. Of 
items

%
of t o ta l

N o .o f 
items

%
o f  t o t a l

No. Of 
items

%
o f t o ta l

1A 780 2 8 . 6 8 803 2 9 . 5 2 1119 4 0 . 8 8
IB 671 2 4 . 6 7 961 3 5 . 3 3 661 2 4 . 1 5

Sub-total 1451 5 3 . 3 5 1 764 6 4 . 8 5 1780 6 5 . 0 3
n o 315 1 1 . 5 8 — — — —

I  IAS 90 3 . 3 1 92 3 . 3 9 97 3 . 5 4
I IB 864 3 1 . 7 6 864 3 1 . 7 6 860 3 1 . 4 3

TOTAL 2720 100 2 720 100 2737 100

SOURCE: M in is try  o f Planning and N a tion a l Development.

1. World Bank Report, 1986, p.37

2. F is c a l year in Kenya runs frcm 1st June to  31st J u ly .
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Tab le 3 shows that in  1982/83, th ere were 
780 item s on schedule 1A, compared to  1119 items 
in  1984/85; a 12% increase during that p e r iod .
Items in  schedule IB decreased from 671 in  1982/83 
to  661 in  1984/85; a 1% decrease in  the period .
Th is means th a t  there was a r e la t iv e  s h i f t  to  sche
du le 1A (the most p r io r i t y  schedu le ). Schedule 
2A had 405 item s in 1982/83 as compared to  97 in 
1984/85; an 1 1 % decrease, in d ica tin g  a s h i f t  from 
2A to  the most p r io r i t y  schedule. There has been 
l i t t l e  r e la t i v e  s h ift in g  o f  items from schedule 2B 
(th e  le a s t  p r io r i t y  schedule) to the most p r io r i t y  
schedu le. Out o f 364 items in  1982/83, th ere  has 
been a t o t a l  s h i f t  o f 1% by the end o f 1984/85, 
r e s u lt in g  in  860 items in th is  schedule. I t  w i l l  
be seen from the Table th a t schedules 1A and IB (the 
p r io r i t y  schedules) account fo r  more than 65% o f 
the import item s as compared to  53% in  1982/83.

4.2 Import l ib e r a l iz a t io n  developments by import
schedules

( i )  Schedule 1A

L icen ces under 1A are in d iv id u a lly  ve tted  by 
the Import Management Committee which meets cnae a 
week. Some o f  the import lic en ce  a p p lica tion s  are 
r e je c te d . The reasons fo r  r e je c t io n  vary  from case 
to  case. These include the reasons that the Import 
Management Committee b e lie v e s  that: (a) there is  o v e r
s to ck in g , (b ) the item in question  should be purchased 
lo c a l ly ,  and (c ) the firm  is  not an es tab lish ed  or 

le g it im a te  im porter. 3

3. In  h is  Budget Speech fo r  1985/86, the M in ister fo r  
Finance a lso  announced that the im port lic en c in g  
system has been l ib e r a l iz e d  and g r e a t ly  improved the 
e f f i c ie n c y  o f i t s  adm in istra tion . The M in is ter 
fu r th e r  stated that through the p rog ress ive  s h ift in g  
o f  im port items from more r e s t r i c t i v e  schedules ( 2A 
and 2B) governement has reached th e po in t where 
65% o f  a l l  items a re  now on the le s s  r e s t r ic t i v e  
schedules (1A and IB )-
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In  the case o f "o ve rs to ck in g ", i t  is  not c lea r  
what is  meant by th is  term. The researcher was unable 

to  ob ta i;. information on he c r i t e r ia  used to  measure 
overs tock in g . N eve rth less , the best way to  minimise 
the problem o f  "o ve rs to ck in g " is  to  have a consisten t 
and r e l ia b le  import p o l ic y ,  based on c le a r  and r e l ia b le  
p r in c ip le s  to  minimise the chances o f b r ib e ry  and 
co rru p tion .

R e je c t in g  schedule 1A import lic en ces  on the 
ground that th e item should be purchased lo c a l ly  
runs counter to  the fundamental concept o f  import 
l ib e r a l i z a t io n .  That is ,  item s are moved to  sche
dule 1A when the combination o f t a r i f f  duty and sa les 
tax  is  considered  adequate to  res tra in  import demand 
fo r  proper balance o f payments management and fo r  
adequate p ro te c tio n  to  dom estic producers. I f  the 
t a r i f f  and s a le s  tax ra tes  are inadequate or inappro
p r ia te  to  r e s tr a in  the import demand o f such item s, then 
they should be sh ifted  from schedule 1A, or th e ir  
t a r i f f  and s a le s  tax ra tes  be adjusted accord in g ly .

In  the cases o f import schedules IB , 2A and 
2B, i t  might be d es ira b le  to  ensure that only l e g i 
tim ate or es tab lish ed  im porters are granted lic en ces . 
However, fo r  schedule 1A ,licen ces  should be fr e e ly  
approved fo r  newcomers as w e ll  as o ld er im porters, 
as a way fo r  newcomers to  en ter the trade  so that 
they can even tu a lly  become " le g it im a te "  im porters.

The im port adm in istration  o f schedule 1A can 
be improved by avoid ing the r e je c t io n  o f  import 
lic en ce  ap p lica tion s  on any grounds, thus moving 

c lo se r  to  automatic l ic e n c in g .



The o th er fa c to r  which the government consi
ders when processing the import lic en ce  app lica tions 
is  the a v a i la b i l i t y  o f fo r e ig n  exchange reserves.
The actua l va lu e  and the approved value o f app lica 
tion s  in  the la s t  s ix  months o f 1986 are shown in 
Table 4. The tab le  in d ica te s  that about 50% or 
more o f  the va lue o f  import ap p lica tion s  (in  every 
schedule are r e je c t e d ) . The researcher was unable 
to  g e t  data on actual va lu e o f a p p lica tion s  received  
p r io r  to  the la s t  s ix  months o f 1936.



TABLE 4
ACTUAL VALUE OF APPLICATIONS RECEIVED AND COMMERCE APPROVALS

JULY - DECEMBER 1986

(KS11S MILLIONS)

i
i n(•>
i

Schedule
1A

Scliedule
IB

Schedule
2A

Schudule 
2B

Month actual
application approved

actual
application approved

actual
application approved

actual
application approved

July 2236.76 1276.11 725.92 292.42 1567.82 783.72 227.38 113.17

August 1504,14 910.46 1029.07 233.18 836.17 237.56 214.66 39.8b

Septanber 1483.88 948.34 748.03 258.36 1573.18 623.55 194.22 40.74

October 1724.26 1103.74 933.64 259.94 848.12 446.56 394.45 55.86

Novanber 1684.78 885.88 871.47 225.60 1008.12 365.11 422.47 40.64

Decanber 1348.77 637.20 698.14 145.23 927.60 347.07 592.81 32.96

TOTAL 9982.59 5761.73 5006.27 1414.73 6761.01 2803.57 2045.99 303.23

Approved 
as % of 
Danand

100 57.71 100 28.24 100 41.46 100 14.82

Rejections 
as % of 
Demand

100 42.29 100 71.76 100 58.54 100 85.18

SOURCE: Ministry of Economic Planning and National Development
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Table 4 above shows th a t 53% o f the actual 
app lied  import licen ce  va lu e in schedule 1A was 
approved; 28% o f the va lues in schedule IB were 
approved; 41% in schedule 2A; and only 15% in 
schedule 2B. This in d ica te s  that, to a certa in  
exten t the government fru s tra te s  the revea led  
demand o f fo re ig n  exchange by importers through 
the q u a n t ita t iv e  r e s t r ic t io n  system. However, 
such a statem ent requ ires q u a li f ic a t io n .  Knowing 
that fo re ig n  exchange is  " ra t io n e d " , im porters may 
decide to  o ve rs ta te  th e ir  needs. Im porters may 
a lso  fin d  i t  d i f f i c u l t  to p red ic t fu ture a v a ila b i
l i t y  o f  goods so that they may want to have p lenty 
on hand at any g iv e  time ( in  case o f a shut-down, 
or slowdown o f licen c in g  in  the fu tu r e ) . For these 
reasons the actua l amount o f fo re ign  exchange 
app lied  fo r  is  not n e ces sa r ily  a r e l ia b le  ind ica 
to r  o f import demand but i t  does show the degree 
o f con tro l the government exerc ises  over fo re ign  
exchange res e rves , g iven  i t s  p r io r i t ie s .

( i i )  Schedule 13

T h e o r e t ic a l ly ,  schedule 13 is  assigned an annual 
g lo b a l a llo c a t io n  o f fo re ig n  exchange, the amount 
depending on the o v e ra ll balance o f  payments s itu a 
t io n . W ith in  th is g lo b a l amount, each im porter is  
to  be granted an annual s h i l l in g  a llo tm en t, w ith in  
which he can import any item  on schedule IB, any
time during the year. However the a llotm ent system 
has not been implemented to -d a te .

The schedule IB a llotm ent system would have the 
4

fo llo w in g  advantages.

4. Extensive d iscussions were held w ith  o f f i c i a l s  
in  both the M in is try  o f Economic Planning and 
N ation a l Development and M in is try  o f Commerce 
and Industry. The d iscussions were mainly on the 
opera tion  of the import lic en c in g  system. The import 
schedules were a lso  discussed ex te n s iv e ly .
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(a ) The balance o f payments is  protected  
by the o v e r a ll  g lo b a l a llo c a t io n  and 
by the in d iv id u a l f irm 's  allotm ent.

I f  fo re ign  exchange reserves are low, 
th is  a llo c a t io n  can be cu rta iled  (and 
v ic e - v e r s a ) .

fb) Once the a llo tm en ts  are es tab lish ed , i t  
would no longer be necessary fo r  the 
Import iManagement Committee to  spend 
tim e reviewing each lic en ce .

(c) Firms would have a longer tim e-horizon  
fo r  planning and implementing a more 
c o s t - e f f e c t iv e  in ven tory  p o lic y .

The annual a llotm ent system has not been 
implemented fo r  reasons that includethe fo llo w in g :

(a ) There was no system atic  way fo r  the 
Import Management Committee to  d e te r
mine each im p orte r 's  a llo tm en t. This 
d e fic ie n c y  is  g rad u a lly  being overcome, 
as importers have provided in form ation  
about past im ports records to  the Import/ 
Exports O f f ic e .

(b) More im portan tly , there are fea rs  that i f  
a firm  is  granted  an annual a llo tm en t, 
th is  w i l l  become an en titlem en t or 
" r ig h t "  fo r  th a t p a r ticu la r  firm , and 
any attempt in  the fu ture to  reduce or 
e lim in a te  the a llo tm en t w i l l  be strong ly  
r e s is te d . I f  such an en titlem en t were 
created  a firm  could s e l l  i t s  " r ig h t "
to  import under schedule IB to  another 
firm  which lacked any a llo tm ent or 
which wanted to  import more than i t s  own 
a llo tm en t. Even i f  th is  type o f sa le
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were made i l l e g a l ,  i t  would be d i f f i c u l t  

fo r  government t o  prevent a "b la ck  market" 
from develop ing in  such r ig h ts .

( i i ) Schedule I IA

I t  should be remembered th a t  schedule IIA  consis ts  
o f  " s e n s i t iv e "  items which are  under the con tro l 
o f  s p e c i f i c  m in is t r ie s .  These items inc lude p e tro 
leum, f e r t i l i z e r  and food g ra in s . The main c r i 

t ic ism  o f  th is  schedule i s  that there a re  no " tran s 
parent" c r i t e r i a  or g u id e l in e s  fo r  m in is t e r ia l  
approval (which is  requ ired fo r  these items be fore  
an import l ic e n c e  a p p lic a t ion  can be submitted to 
the Import/Export O f f i c e ) .  For example, i t  is  not 
c le a r  why a h igh p r io r i t y  item  l ik e  f e r t i l i z e r  
should be su b jec t  to  approval by the M in is try  o f  
A g r icu ltu re  and L ivestock  Development. What is  
the c r i t e r i a  in  determining the success o f  an 
app lica t ion?  I s  i t  not b e t t e r  to  sh ift .-  
f e r t i l i z e r  to  schedule 1A, V ith  l ic en ces  f r e e l y  

granted?

( i i i )  Schedule IIB

An analysis o f  IIB faces a problem s im i la r  to  that 
discussed above in  connection with Schedule IB. 
Annual quotas, by item fo r  each f i r m , have never 
been determined. This system has not y e t  been 
implemented. However the government plans to 
implement i t  in  the near fu tu re .  Once aga in , the 
disadvantage o f  " r ig h ts "  p o ss ib ly  being created 
must be weighed against the advantages o f  the 

more o rd e r ly  arrangement o f  quotas, which would 
f a c i l i t a t e  annual fo re ign  exchange planning.



-57-

4.3 The Foreign  Exchange A l lo ca t io n s  f o r  Import

Licences

D ec is ions on import l ic e n c e  app lica t ion s  are 
made at the weekly meeting o f  the Import Management 
Committee, an in t e r -m in is t e r ia l  committee chaired by 
the M in is try  o f  Commerce and Industry. There is  
a ls o  a Foreign Exchange A l lo c a t io n  Committee (FEAC) 
which is  sen ior  to  the Import Management Committee. 
I t  consists  o f  the M in is ter  o f  Finance, Secretary 
to  Cabinet A f f a i r s ,  the M in is te r  o f  Commerce and 
Governor of the Central Bank. The main function  
o f  th is  committee is  to  re v iew  the d ec is ions  o f the 

Import Management Committee.

The dec is ions  o f  the Import Management 

Committee in approving the import l ic e n ce  app lica 
t ions  are guided by the pre-planned g lo b a l  a l lo c a 
t ions  o f  fo r e ig n  exchange. In decid ing the g loba l 
a l lo ca t io n s  the Central Bank o f  Kenya ,the M in istry  

o f  Finance,and the Ministry o f  Economic Planning are 
the major p a r t ic ip a n ts .  The g lob a l a l lo ca t io n s  
are in  turn in fluenced by the projected a v a i l a b i l i t y  

o f  fo re ign  exchange rese rves .

A fte r  approving the import l ic e n ce  app lica 
t io n s ,  the next phase is  the re lease  o f  the fo re ign  

exchange by the Central Bank.

( i )  M in is try  o f Commerce Approvals and Central
Bank o f  Kenya Foreign Exchange Releases

I f  the M in istry o f Commerce approvals are 
compared w ith  the Central Bank fo re ig n  exchange 
re lea ses , one w i l l  f in d  th a t  the two amounts are 

not the same (r e fe r  to Tables 5 t o  9 ) .
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TABLE 5

MINISTRY OF COMMERCE APPROVALS AND THE CENTRAL BANK OF KENYA 

FOREIGN EXCHANGE RELEASES FOR 1982 

(KShs M ill io n s )

Import
Schedules

Commerce
approvals

7. o f 
T o ta l

Central
Bank
Releases

7. of 
Total

(1 ) (2 ) (3 ) (4 ) (5)

1A - - - -

IB - - - -

I 5971.91 51.57 5655.45 44.74

IIA 5369.17 46.36 6871.55 54.36

I1B 239.25 2.07 113.99 O .90

Total 11580.33 100 12640.99 100

Sou rce: M inistry o f Economic Planning and National 
Development.



59 -

MINISTRY OF COMMERCE APPROVALS AND THE CENTRAL BANK OF KENYA 

FOREIGN EXCHANGE RELEASES FOR 1983 

(KShs M illio n s )

TABLE 6

Import Commerce 7. o f Central bank % of

Schedules approvals Tota l Releases Total

(1 ) (2 ) (3 ) (A) (5 )

1A 3572.89* N/A 3573.13** N/A

IB 1885.30* N/A 1559.85** N/A

I 11744.36* 74.93 9243.86** 46.62

I lA 3566.0 22.75 9035.08 48.50

11B 362.87 2.32 351.95 1.88

Total 15673.24 100 18630.89 100

Source: M inistry of Economic Planning and National Development
*The import schedules were rev ised  with e f fe c t  from 

1st Ju ly , 1983 and introduced IA  and IB . The 
approval amounts indicated in I *  and IB * only include 
amounts fo r  the period 1st January to 30th June, 1983 
while KShs.6,286.17 (1* + IB*) is  fo r  the period  1st 
Ju ly, 1983 to 31st December 1983. **  The approval
amounts ind icated  in 1A** and IB ** only includes 
amounts fo r  the period 1st January to 30th June,
1983; while KShs.4110.88 (1** - (1A** + IB * * ) )  is  fo r 
the period 1st July to 31st December, 1983.

i

i



TABLE 7

GLOBAL ALLOCATIONS,MINISTRY OF COMMERCE APPROVALS,CENTRAL BANK OF KENYA 

FOREIGN EXCHANGE RELEASES AND ACTUAL IMPORTS IN 1984

(KShs M illio n s )

Import
Schedule

Global
a llo ca tion s

Commerce
approvals

7. o f 
to ta l

7. o f Global 
a llo ca tion s

Central
Bank
Releases

7. o f 
to ta l

7. o f Globa 
a llo ca tion s

Actual
Imports

7. o f 
Total

(1 ) (2 ) (3 ) (4 ) (5 ) (6 ) (7 ) (8 ) (9 ) (10)

1A 6588.48 6637.71 48.34 100.75 7475.17 33.06 113.46 8968.09 40.53

IB 3755.85 4057.38 29.55 108.03 4901.59 21.68 130.51 2114.03 9.56

IIA 10787.31 2259.88 16.46 20.95 9115.76 40.31 84.50 9719.62 43.9

IIB 869.82 777.11 5.65 89.34 1119.38 4.95 128.69 1330.16 6.01

Tota l 22001.46 13732.08 100 62.41 22611.88 100 102.77 | 22131.90 100

Source: M in istry  o f Economic Planning and National Development
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GLOBAL ALLOCATIONS,MINISTRY OF COMMERCE APPROVALS.CENTRAL BANK OF KENYA 

FOREIGN EXCHANGE RELEASES AND ACTUAL IMPORTS IN 1985

(KShs M illio n s )

TABLE 8

•
Import

Schedules
Global
a lloca tion s

Commerce
approvals

7. of 
Total

7. o f Global 
a llo ca tion s

Central
Bank
Releases

7. o f 
Total

7. o f Global 
a llo ca tion s

Actual
Imports

7. of 
Total

(1 ) (2 ) (3) (4) (5 ) (6 ) (7 ) (8 ) (9 ) (10)

(a ) 1A 9070.12 9534.42 52.69 105.12 8696.59 38.31 95.88 9713.38 49.64

(b) IB 2922.69 3275.00 18.09 112.05 4012.13 17.68 137.28 2389.79 12.22

(c ) I IA 11704.57 4605.55 25.46 39.35 9391.70 41.38 80.24 6076.07 31.05

(d ) I I  B 834.56 680.64 3.76 81.56 597.27 2.63 71.57 1387.95 7.09

(e ) Tota l 24531.94 18095.61 100 73.76 22697.69 100 92.52 19567.19 100

Source: M in istry  o f Economic Planning and N ational Development



TABLE 9

GLOBAL ALLOCATIONS.MINISTRY OF COMMERCE APPROVALS,CENTRAL BANK OF KENYA 

FOREIGN EXCHANGE RELEASES AND ACTUAL IMPORTS IN 1986

(KShs M illion s )

Import
Schedule

Global
a llo ca tion s

Commerce
Approvals

7. o f 
Tota l

7. o f Global 
a llo ca tion

Central
Bank
Releases

7. o f 
Tota l

7.of Globa 
a llo ca t io i

Actual 
Imports

7. o f 
Tota l

(1 ) (2 ) (3)
•

(4 ) (5 ) (6 ) (7 ) (8 ) (9 ) (10)

1A 10910.90 12274.78 55.79 112.50 12783.74 53.14 117.17 14729.36 54.21

IB 2544.66 2682.56 12.19 105.42 2665.03 11.08 104.73 2734.57 10.07

IIA 8909.98 6002.06 27.28 67.36 7780.93 32.35 87.33 7970.55 29.34

IIB 865.50 1043.63 4.74 120.58 825.04 3.43 79.05 1734.41 6.38

Tota l 23231.04 22003.03 100 94.71 24054.98 100 103.55 27168.89 100

Source: M in istry o f Economics Planning and National Development.
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As can be seen from the tab les , the Commerce 
approval amount, by import schedules, is greater 
or less than the Central Bank foreign exchange 
released amount. However, the overall amount 
released by the Central Bank is greater than the 
overall amount approved by the Ministry o f  Commerce.
One possible reason for this divergence is that the 
Foreign Exchange Allocations Committee (FEAC) 
gives a d i f fe ren t  weighting to the applications.
The other possible reason is the adequacy of foreign 
exchange. The Import Management Committee base their  
decision on the projected global al location; while 
the Central Bank bases i ts  allocation on the actual 
a va i lab i l i ty  o f  foreign exchange.

In 1982, the Ministry o f  Commerce (Import 
Management Committee) approved a total of 
KShs.11,580.33 million as compared to the Central 
Bank foreign exchange to ta l  releases o f  KShs.12,640.99 

mill ion, 9*6 more than commerce approval. In 1983, 
Commerce to ta l  approvals were KShs.15,673.24 million 
as compared to Central Bank releases o f  KShs.18,630.89 
mill ion, representing 19% above commerce approval.
In 1984, Central Bank releases were more than Commerce 
approvals by 65%. This means quite a number of 
applications were rejected at Import Management Coramitte 
leve l .  I f  this assumption is true, i t  would be in te re 
sting to know the reasons for re ject ing these 
applications because the total global allocations is 
KShs.22,001.46 million within which applications can 
be considered. The Commerce approval represented 62% 
of  the foreign exchange global a llocation.

In 1985, Commerce approvals amounted to KShs. 
18,095.61 mill ion or 74% of global allocations 
as compared with Central Bank foreign exchange
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re leases  o f  KShs.22,697.69 m il l io n  or 92% 

o f the g lo b a l  a l lo c a t io n .  In 1986, Commerce 
approvals amounted to  KShs.22,003.03 m il l io n  
or 95% of the g lo b a l  a l lo c a t io n  while the Central 

Bank re le a s es  amounted t o  KShs.24,054.98 m il l ion  
or 104% o f the p ro jec ted  g lob a l a l lo c a t io n .
The an a lys is  o f  these ta b les  ind ica tes  inadequate 
co -o rd ina tion  between the in s t i tu t io n s  responsible 
fo r  process ing and approving import l ic en ce  app lica 
t ion s . Such lack o f  co -ord ina tion  may e a s i ly  

lead t o  d is s a t is fa c t io n  about the system among 
importers and br ibery  and corruption. Therefore 
the in s t i tu t io n s  in vo lved  in the import licensing 
system should be p roper ly  synchronized. Guidelines 
should be made very c le a r  and transparent to a l l  
people concerned, p a r t ic u la r ly  the import administra

t ion .

Tables 7 and 9 a lso  show the va lue o f actual 
imports o f  the items by schedules. I t  w i l l  be noted 
from these tab les  that schedules IA and I IA  are the 

most s ig n i f i c a n t  in  the balance o f  payments. In 
1984, the t o t a l  value o f  actual imports in schedule 

IA was KShs.8,968.09 m i l l io n  or about 41% of the 
t o t a l  imports in schedule IB, KShs.2,114.03 m i l l io n  
or about 10% o f  t o t a l  va lu e ; schedule I IA ,  KShs.9,719.62 
m il l io n  or about 6% o f t o t a l  value. In  1986, the t o t a l  

value of actua l imports in  schedule IA  was 
KShs.14,729.36 m il l io n  o r  about 54% o f  the t o t a l  
value; schedule IB, KShs.2,734.54 m i l l io n  or about 
10% o f  the t o t a l  va lue , schedule I IA  KShs.7,970.55 

m il l io n  or about 6% o f the t o ta l  va lu e , and schedule 
I I B , KShs.1,734.41 m i l l io n  or about 6% o f  the t o t a l  
va lue. Although schedule I IA  contains about 4% o f  the 

t o t a l  imported items, i t  consists o f about a th ird  o f  
the total va lue of imports. This means prices and/or 
qu an t it ie s  o f  these items are r e l a t i v e l y  high. I t  
could be f o r  th is  reason that these items were
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placed under the ju r is d ic t io n  of s p e c i f i c  mini
s t r i e s  in s tead  o f p lacing them in schedule IA to  

help conserve fo re ign  exchange.

The ana lys is  of the Tables fu rth er  revea l 
that there has been an increase in  the authori
zation  o f  fo re ig n  exchange in  the per iod  1982 to  

1986. In  1982, Commerce approvals amounted to 
KShs. 11,580.33 m il l io n  as compared to KShs.22,003.03 million 
in  1986, an increase o f  90%. In the same period 
the Central Bank re leases increased from 
KShs.12,640.99 m il l io n  to  KShs.24,054.98 m il l io n ,  
a 90% in c rease .  This is  fu rth er  portrayed  in the 

graph o f  f ig u r e  3 above. The graph shows that 
licence  approvals by Commerce .M inistry and authori
sation  o f  fo r e ig n  exchange by Central Bank are 
increas ing . I t  should a lso  be noted th a t  authori
zation  o f  fo r e ig n  exchange by Central Bank also 
exceeds Commerce approvals. As mentioned e a r l i e r ,  
th is  i s  a r e f l e c t io n  o f inadequate co-ord ination  
o f  the import licens in g  system.

The increase  in the import l ic en ce  approvals 
and au th or iza t ion  o f fo re ig n  exchange may be a t t r i 
buted t o  s e ve ra l  reasons. The main reason is  the 

l ib e r a l i z a t i o n  o f  the q u a n t ita t iv e  r e s t r ic t io n  

system and increased a v a i l a b i l i t y  o f resources.
As ind ica ted  in  Table 3 above, more than 65% o f  the 
imported items have been l ib e r a l i z e d .
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CHAPTER 5

SUMMARY AND CONCLUSIONS 

5»1 Summary

This paper has attempted to  c r i t i c a l l y  examine 
th e  management o f  fo re ig n  exchange preserves  through 
q u a n t i ta t iv e  con tro ls  and the l ib e r a l i z a t i o n  process 

in  Kenya. I t  a ls o  discusses the problems which the 

government recogn ized  in  the use of q u a n t ita t iv e  
c o n t r o l . 1 Recognising these problems, the government 
decided t o  l i b e r a l i z e  the system. The imports were 

t o  be res tra in ed  through the market mechanism by the 
use o f t a r i f f  du t ies  and the sa les tax . The main c r i 

t ic is m  o f  the q u a n t ita t iv e  co n tro l  system was that i t  
encouraged slack management and in e f f i c i e n c y  
which reduced the a b i l i t y  o f  lo ca l  firms to  export. 
Th is  made the country 's  exports  less  com petitive  in  

world  markets both because o f  high p r ic es  (as a 
r e s u lt  o f  high production co s ts ) and poor q u a l i ty .
The paper has a lso  attempted t o  show that the costs 

o f  q u a n t ita t iv e  con tro ls  can turn out to  be more 
than the b e n e f i ts  to  the economy and s o c ie t y .  In 

short a- q u a n t i ta t iv e  con tro l  system may not be 
success fu l in managing fo r e ig n  exchange reserves in 
the current w orld  markets due to  i t s  n ega t ive  e f f e c t s .

The government has adopted the use o f  t a r i f f  
and sa le  tax ra te s  to  r e s t ra in  imports. I t  is  too  
e a r ly  to  fu l l y  assess the performance o f  the new system.
I t  must be po in ted  out that a major ob jec t ion  to  

the use o f t a r i f f s  is  the danger o f  dumping. There
fo r e ,  in  implementing the l ib e r a l i z a t i o n  p o l ic y ,  the 
government must take adequate precautions against 
dumping which might m a te r ia l ly  retard the progress and 
the establishment of an industry in  Kenya.

1. Sessional Paper N o .4 o f  1980 on Economic Prospects 
and p o l i c i e s ,  Republic o f  Kenya, p.21
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5.2 Conclusion and Recommendations

In  conclusion , there is  no doubt that the govern
ment has made su bs tan t ia l p rogress  towards the l ib e r a 

l i z a t i o n  o f  Import adm in is tra tion . More than 65% 

o f  the imported items are now in  Schedule I  in general 

and in ia  in  p a r t ic u la r .  The s h i f t in g  of items to  

the " f r e e "  l i s t  has led to  the su bstan tia l increase 
in  the au th or iza t ion  o f fo r e ig n  exchange a l lo c a t io n .  
However, th ere  i s  s t i l l  room f o r  improvement along 

the fo l lo w in g  l i n e s :-

(a) The system ought t o  be made as transparent 

as p o ss ib le  t o  reduce opportun it ies  fo r  
b r ib e ry  and co rru p t ion . The c r i t e r i a  used 
by M in is t r ie s  fo r  t h e i r  approvals e s p e c ia l ly  
o f  Schedule IIA  items ought to  be estab lished  
and made c le a r .  The government should con
s id e r  s h i f t in g  some o f  the p r i o r i t y  items 
such as f e r t i l i z e r  from Schedule IIA to  
Schedule IA . S h i f t in g  f e r t i l i z e r  to  
Schedule IA , l ic en ces  w i l l  be f r e e l y  granted, 
so th a t  as much f e r t i l i z e r  is imported 

as farmers demand at world market prices.

(b) The government should reduce, and u lt im ate ly  
e l im in a te ,  the v e t t in g  o f Schedule IA items, 
and the r e je c t io n  o f  Schedule IA app lica t ions . 
R e je c t in g  Schedule IA import l icen ces  on the 
ground that the item  should be purchased 
l o c a l l y  runs counter to  the fundamental 
concent o f  import l i b e r a l i z a t i o n .  I f  
the t a r i f f  and ra te s  tax rates are inappro
p r ia te  or inadequate to  r e s t ra in  the import
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demand o f  such item s, then they should 
be s h i f t e d  from Schedule I k ,  or t h e i r  
t a r i f f  and sa les tax rates be adjusted 
acco rd in g ly .

(c ) The government should attempt t o  imple
ment the Schedule IB a llotm ents and the 
Schedule IIB quotas. Once the a llo tm ents  
and quotas are e s ta b l ish ed , i t  would not 
be necessary f o r  the Import Management 
Committee to  spend tim e rev iew in g  every 
l ic e n c e ;  considering  that th ere  axe at 
le a s t  2,000 a p p l ic a t io n s  per week. This 
would a ls o  g iv e  adequate time t o  

im porters in  p lanning and implementing a 

more c o s t - e f f e c t i v e  in ven tory  system. 
However, the a llo tm en t and quota ' 
system should be made c le a r  to  im porters 
that i t  i s  not a " r i g h t "  and the government 
reserves  the r ig h t  o f  a l t e r in g  o r

withdrawing i t  should circumstances deem so.
Precautions Should be made
however t o  avoid misuse o f  the system,
fo r  example, an im porter s e l l in g  his 

"en t it lem en t"  to  another.

(d) There should be adequate co-crdination 
between the in s t i tu t io n s  in v o lv e d  in  the 
process ing  o f import l ic en ces .  The i n s t i 
tu t ion s  invo lved  a re  the Import Management 
Committee, the fo r e ig n  exchange a l lo c a t io n  
committee and the C en tra l Bank. Co-ordina
t ion  o f  these in s t i tu t io n s  may reduce any 
p o te n t ia l  d iscrepancies  which may easily 
lead t o  a shortage o f  fo re ign  exchange.
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Synchronization c f  the system may not 
be achieved without c lea r  gu id e lin es  so 
that d iv ergen t  dec is ions  are minimized. 
Importers should have confidence in the 
system.

5.3 L im ita tions  o f  the study

( i )  This study does not analyse the aggregate 
demand fo r  fo re ign  exchange. An analys is  
o f  the fo re ign  exchange aggregate demand 
would a ss is t  in  assessing the adequacy or 
appropriateness o f the current t a r i f f  and 
sa les  tax rates e s p e c ia l ly  fo r  Schedule IA. 

In th is  context demand re fe r s  t o  the value 
o f  a p p lica t ion s  fo r  import l icen ces  to 
the M in is try  o f  Commerce and Industry.
Such da ta , i f  c o l l e c t e d  fo r  over a number 
o f y ea rs ,  would have been compared to  r e j e 
c t ion s . The h igher the proportion  o f r e j e 

c t io n s ,  the more i s  the in d ica t ion  that 
the t a r i f f  and sa les  tax rates are 
inadequate to  r e s tra in  demand f o r  imports. 
However, such a conclusion is  subject to  the 

fo l lo w in g  observations:

(a) Knowing that fo re ig n  exchange is  
rationed importers may overs ta te
th e ir  demand so that even i f  the govern
ment decides t o  "s lash " the amount, i t  
comes to  near the " r e a l"  amount in  terms 

o f  needs.

(b) Importers may a lso  apply f o r  high 
fo re ign  exchange to import more items
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than needed a t  the time because 

i t  is  d i f f i c u l t  to p red ic t  future 
a v a i l a b i l i t y  o f  those goods. In 

short, importers may wish to  
overstock goods fo r  th e ir  future use.

( i i )  The time per iod  a va i lab le  to  the 
author to assess the current system 
was r e l a t i v e l y  short.

( i i i )  A comparison o f  the former system 
be fore  1980 and the current one 
would have g iv en  a good bas is  fo r  
assessing the present system.

5.4 Recommendations fo r  fu rth er  Research

L ib e r a l iz a t io n  is  .one o f the s tra te g ie s  
which has been adopted by the governme
nt fo r  export-o r ien ted  in d u s t r ia l i z a t io n .  
The o b je c t iv e  i s  to manage the balance 
o f  payments through the market mechanism 
with a minimum o f  government in te rven t

ion . Th ere fo re , there should be fu rth er  
research to assess the performance o f 
the s tra tegy  along the fo l lo w in g  l in e s :

(a) To what l e v e l  are t a r i f f  and 
sa les tax  rates adequate to 
r e s t ra in  imports?

(b) To what extent do lo c a l  pro
ducers respond to  the market- 
based in cen t iv e s  which the gover
nment has provided as a p o l ic y  
towards an export-o r ien ted  
in d u s tr ia l iz a t io n ?  These
are d e ta i le d  in  sess iona l paper
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No. 1 o f 1986 and the Development Plan 
fo r  1984 -  1988. Such research would 
provide the government with feedback on 
the implementation o f  both the in d u s tr ia l  
s t ra tegy  and the l ib e r a l i z a t i o n  system.
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