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ABSTRACT

This paper attempts to assess to what extent growth of the manufacturing
sector in Kenya has contributed to a process of integrated and wide
spread economie development.

There are three sections. The first reviews the genera! arguments of
development theory to promote industrial development in the Third World
countries.

The second section deals with the pros and cons of the 'import-sub-
stitution' policy, which was adopted to speed up growth of the manu-
facturing sector. The last section brings together relevant research
findings concerning the effects of this policy on the structure of the
manuf acturi ng sector, employaient création, income distribution and the
opérations of multi-national firms in Kenya.

The conclusion is that the type of industrialization that occurred
has not led to 'a structural transformation' of the Kenyan economy.
Growth in the manufacturing sector, although fast in terms of output,
has been growth within existing types of industries. Few 'forward-
and backward linkages' were developed and the impact of the policy
on employment création and income distribution can hardly be viewed
favourably. Resources have been concentrated on a smal l part of the
economy and to a large extent have neglected others, in parti cul ar
agriculture. Multinational firms in Kenya have been a hindrance to
the establishment of an integrated, balanced type of economie develop-
ment. Import-substitution did not lessen Kenya's external dependency,
but merely changed its nature. Consequently, the policy was not
effective in alleviating the balance of payments difficulties.

\
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After Wbrtd'War^I, when concern wfth» the Ttürttt iKjrltf cöuWrles
wi despread, most dev ;1opment *

aggregate output should be the prime
coant̂ |èll Wring tite 19Sf'sJ, there^waS a con
triestere càught «th* the >so-calteid '»»a
the^ teridellcy of population tgrowth tbrtbutjMee
këèping the per capita incbme'level unchanged jn the» long* lunl
order" to escape thi s trap and reach the point1 of ''takeïoff into>*self-
sustained growth" (Rostow, 1953) various 'big spurt1 théories «ere
developed. These ranged from 'a critical minimum effort' a(èeibenstein,
1957) and a 'big push' (Rosenstein-Rodan, 1957) to 'balanced growth1

(Nurkse, 1955) and 'unbalanced growth' (Hirschman, 1958) versions,
ït is not surprising that many of the lessons, taught by western de-
velopment economists were merely reflections of past development
patterns in the now industrial ized countries. Sinee rapid capital
formation had played a crucial rôle there, it was assumed that the
same would be true in the poor world and that capital accumulation
could be realized in the industrial sector.

Furthermore, because productivity of labour is high in industry
and low in agriculture (Lewis, 1954), it was generally agreed that
economie development i.e. growth of national output, required the
transfer of labour from the primary to the secondary and later to
the service sector. Agriculture would be freed of a huge labour sur-
pi us s while more productive sectors of the economy would enable
aggregate output to increase.

Moreover industrialisation would raise productivity in agri-
culture by increasing thé demand for agricultural produce and making
availabié tools and equipment needed to improve agricultural techniques.
The spread effects induced by industrial expansion would affect other
parts of the economy. New factories would not only need labour, but
also machinery, raw materials, infrastructure, transport, communica-
tion, etc. Some of thèse requirements in turn would stimulate domestic
production (although in the beginning many items would hâve to be pur-
chased abroad). Higher wages would increase demand for consumer goods

«MM
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and further enhance domestic production. In short, what was sj
s - —

underway was the familiär multiplier-accelator raechanism,ss|«nlch
would îead te cumulative expansion in all sectors of the econoiyi i i

' l». Jftil \

ïnëustry was to fulfil the leading»role.
j i

qo|irse d^elppment itheorjsts^were aware of the

bea'ad|,fffqi|||iesiit%rff"héÉS.uBBiv of tectfttcaU manalirïaT '<.
*•*&tf»p

leqti^pmepTlt, sand» it
auni catytgn systemst. ußut,

<•?

probTëifs

talte placeiwith the help of iforeign Investments and considérable aidr s

funds which would'close the foreign exchange gap. ,
i There was also a more practical reason why industrialàzatijpn wass

accorded such a high priority in development policies. The 'old coTonial
rôle' as »exporters of prjmary commodities and providing a marketser
manufactured goods from the industrial ized nations, proved to be de-
trimental to the poor countries. Export priées of primaify commodities
tended to fluctuate heavily and lagged behind priées of manufactured
trade goods. There were aliso high protective tariffs again^t pyocê ŝ d
primary goods entering the rieh eountries. The combination of thpsê
factors called for the création of an industrial base in the develop^ing
countries.

Before turning to Kenya's industrial development, two more remarks
should^be made, First concern for unequal income distribution effects,
as a result of the advocated industrial policy.was almost absent. It
was simply 'theorized away' with the argument that uneven income distri-
bution was a sine qua non for capital formation and an inévitable out-
come of development in thé early stages of growth. Moreover, Kuznets
(1955) demonstrated that a process of more equal income distribution
would set in, once per capita income had crossed a certain threshold.

This 'trickle-down' effect which would Iead to a widespread distri-
bution of the fruits of development, and introducé more and more people
into productive employaient, was generally accepted as thé long run solu-
tion to short term regional and sectoral Problems of inequalities.

Secondly, as far as foreign Investment and ai d are concerned,
little attention was paid to the inherent 'side effects1 of massive
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techniques.

II.
Ml 4i »

-<!

whih

'l
countries

,*brn
was produced lowlly ins^ead.

to

;»*• ?
rsts f or „Ml s« *,

(1) The alr-eady establisned,markets for tjia
protection^of the 'Infant' indu^tries.thrpugli bans on çqpetitive r

imported goods and concessions on sales tax and custoras duties on
j * * l w f

inputs (3) A réduction in^the relative importance of foreign trade
thus reducing vulnerability to externally induced fluctuations»

^n many countries, including Kenya, this industriel strateg^
allowed for impressive growth of the. indus tri al sector. However,,tas

"*4 >. > , *| ** til i1« f k i i , l 11 f 1F

time went by, observers increasingly doub^ed th|(m^rits,of tf^|s
policy. Today it^has become painfully clear tljat industr^al growth
alone i's not able to alleviate the Problems of mass poy^rty, ,jncome
inequality^, unemploy îent and regional imbalancest. The diSéidyantages
of import substitution can be summarized as f^ollows: , -,

•f**.* ?> ; *H r t«

a) Much of past industrial Investment should be labe^edi'easy
stage' Investment, that is in manufacturéng consumer goods and in in-
frastructural improvements, sectors where capacity could easily be
expanded. But since, formerly imported, consumer goods are bought by
only a smal!, high-income, fraction of the population, the interna!
markets for these products soon turn out to be too smal! to justify
large-scale production.

Hence further expansion in this direction is highly unlikely.
Given the smal l size of the market, total demand can often be met by
one or a few factories that enjoy heavy government protection against
external compétition. This leads to relatively high production costs,
high priées and high monopolist!c profits and contributes to a greater
concentration of wealth.
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b) Given the nature of the product-mix {Western orientée type of
products), these industries are mainly owned, f insneed and managed by
foreigh cBmpahies, reihförcing dependence on externeT capital» skilïs
and technpïogy. Möreover, because imported equipraent was niade arti-
ficially cheap {through low or non-existent import duties and an over-
val ued exchange rate) it becomes attractive for coïspanies to import
their requirements rather than to .obtain them froai locaf supplïers.
This not only aggravâtes the country's balance of paymefvts, but ialso
stimulâtes'the use óf capitaT-intensive..techniques, which in turn has
a detriraentâl effett on thé àmoimt of labour used in thë production
procëss. Capital-intensive technologies are 1n général inconsistent
with widespreàd uneiaployment and rapid population growth.

c) A crital element in thé 'chaih réaction5 set in motion by thé
import-substitutiôn policy, i s thé weaknèss or even thé absence of
'forward and backward l inkagôs' between dornestic sectors. Growth in
one sector, with limited spread effects to the rest of thé ecohomy,
contributes little to thé objective of engaging more people in pro-
ductive àctivities. Although it is trùe that thé agriculturel sector
provides certain inputs for industry, thé reverse supply linkages
between industry and thé agricultural séctor haVé only developed to
a limited extent. In fact, agriculture suffers from the policy of
import substitution through ah oVervalued exchange rate, through
monopoly pricing in thé màhufâcturing sector and through surplus
transfer to thé manufacturaing sector.

The urban 'informai' sector is also bound to suffer sinee modern
firms (multinationals) compete with eraft domestic fabricates, dis-
placing artisans without offèring sufficient new employmènt in thé
modern sector.

Given these constraints and the fai l ure to spread productive
àctivities and raise welfare in all régions of the underdeveloped
countries, and also, bècause past industrialisation shows signs of
having reached its limits of 'easy stage growth1, another type of
industrialization, export promotion is being advocated, Underdeveloped
countries should now concentrate on the expansion of those industries
able to compete in international markets.

This implies thàt new demands of efficiency, quality and priées
màke themselves feit before successful access to the world markets
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will be feasible. Not long ago such a strategy was successful In Japan
and more reeently in the so-called newly industrialized countries like
Taiwan, South-Korea, Singapore, Mexico and Brazil. However, in the future
i t will be increasingly difficult for 'newcomers' to pursue such a po-
li cy, not on l y because i t demands a complete restructuring of the econo-
my and economie policies, but also because the rieh countries, through
tariffs, quota restrictions and other barriers, are inclined to pro-
tect their markets from experts of the Third World countries.

In the present context of economie crisis and rising unemployment
in the rieh countries, the development of the poor world through export
promotion seems to offer few possibilités.

Given the inability of past industrialisation policies to bring
about widespread development, 'new' suggestions have been put forward.
Unified approach, integrated rural development, intermediate techno-
logy, informal sector and basic needs, and the New International Eco-
nomie Order are the Tatest slogans in the international forums of
development experts. Agriculture or rather the rural sector has been
'rediscovered'. All this simply reflects the growing awareness that
past industrial stratégies have f ai led to lead to increased welfare
for the population as a whole. The debate has shifted from the merits
of industrialization per se, to more practical (and policy) questions.
How much industry, what type, with what techniques and for whom, em-
ploying what forms of organisation (private, foreign, statal or para-
-statal).

Having exploired some of the theoretical considérations involved
in the industrialization issues, let us now turn to the case of Kenya.
The main aim of the rest of the paper is to assess whether the indus-
trial base, that has been established in Kenya, represents a source
of strength or a source of distortions for Kenya's economie and social
development.

The method applied is one of bringing together relevant findings
of research on Kenya's industrial sector. Sinee these studies cover
a wide range of interrelated topics, these findings are discussed
under a number of headings relevant to the main question formulated
above. The headings include:
a) The Kenyan industrialization process
b) Employment création
c) Income distribution
d) Impact of multinational firm opérations.
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III. RESEARCH FINDINGS ON KENYA'S INDÜSTRIAL SECTOR

a) The.Kenyan Industriallzation Process

Kenya's industrial development after politica! indépendance in
December 1963 cannot be understood without taking into account its
colonial history. With the arrivai of the white settlers9 Kenyan
agriculture underwent a f ar reaching transformation. The settlers,
in collaboration with the British colonial government, occupied mil-
lions of acres of the best agricultural land (the so-called White
Highlands), and confined the African population to the 'Native
Reserves'. Shortage of land and the imposed exclusion of Africans
fron» growing certain export crops résultée in a large pool of cheap
labour for the European estate farms.

In 1912/13 African production accounted for at least 70 per
cent of agricultural exports. By 1928 i t had dropped to less than
20 per cent and in later years i t further declined as the 'reserves'
increasingly relapsed into subsistance faraing to support their in-
creasing populations. (C. Leysa 1975, p. 31).

The Asians were brought into Kenya, first to help construct the
Mombasa-Lake Victoria railway and later to provide ski l led services
to the white colonialists. The Europeans generated income for them-
selves, exports and foreign exchange for the country and tax revenu
for the colonial government by producing tea, coffee, sisal, beef,
mai ze, wheat and sheep. Part of this income was channelled to the
Asian traders and craftsmen and a (small) part to the African agri-
cultural labourerSs but most of the capital accumuiated before 1945
was invested in 'marchant' activities (wholesale/retail and import/
export firms) with only limited amount invested in agricultural pro-
cessing. The few manufacturing industries established up to World
War II were mainly for some basic processing of agricultural experts
and the processing of food for the local European and Asian market.
From 1945 on, a smal! import-substituting industrial sector developed.
This was financed by British and local Asian capital.

One factor which induced British industry to enter direct manu-
facturing production in Kenya was the growing compétition from non-
British suppliers which threatened Britain's share in the Kenyan

Africâns were allowed to cultivate only such export crops that would
complètement but not compete with settler production. These products
included: tobacco, watt!e, cashew-nuts and Irish potatoes. (N. Swain-
son5 1978, p. 361)
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market. Import-substition became an official government policy when
protective tariffs were introduced in 1958 to enable local and foreign
capital to increase industrial production behind comfortable tari ff
wall s. From the development theory point of view this process was to con-
form to the objectives set for the early stages of developmertt: laying
the foundations of an industrial base, reducing the excessive depen-
dence on primary production and lessening import dependence in order
to relieve the balance of payments.

At independence Kenya's industrial (2) sector accounted for a relative-
ly smal! part of the total 6DP. In 1956 this share was 15.8 per cent
but i t dropped to 13.0 per cent at independence in December 1963
(Table 1\.

Table 1. Kenya's industrial sector, percentages of GDP, 1956 - 1964

Year

1956

1957
1958
1959
1960
1961
1962
1963

1964

Mining and
Quarrying

ü.7
0.6
0.6
0.5
0.5
0.4
0.3
0.3

0.3

Manuf acturi ng

9.4
9.6

9.9
9.4
9.6
10.1
9.4
9.4

10,2

Building and
Construction

4.8

4.7

4.0
3.7
3.5
3.5
2.8
1.9

1.6

Electricity
and water

0.9

1.0

1.1
1.2
1.2
1.3
1.4
1.4

1.2

Total

15.8
15.9

15.6
14.8
14.8
15.3
13.9

13.0

13.3

Source: Statistical Abstract, 1966 and '69

Most of this réduction was attributable to a décline in building

and construction as independence approached. After independence the in-

dustrial share in GDP steadily rose to about 19 per cent in 1976

(Development Plan 1979 - 1983, p. 84).

(Z)The industrial sector is defTnea as including: mimng ana quarrying;
manufacturing; building and construction; electricity and water.
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As follows from Table l, manufacturing is by far the most important
industrial activity. lts share rose from 9.4 per cent of GDP in 1956 to

10.2 per cent in 1964, and further increased to 14.3 per cent in 1976.

In absolute terms manufacturing output grew fast at a yearly average of

8 per cent between 1964 and 1972.

At independence the structure of Kenya's manufacturing sector re-
flected the policy of import-substitution. It also reflected the

colonial inheritance of a very uneven distribution of income. As the
I.L.O. 1972 report puts i t:

The inequality in incomes had led to a pattern of demand which
in turn had established a structure of supply to meet it. The
supply of goods from local production and from imports was
sharply divided between suppliers to meet the high income luxury
market and those for the low-income market, primarily basic goods
for Africans and some Asians. (I.L.O. 1972, p. 86).

Income data for enumerated employees reveal that in 1961 about

22,000 Europeans (4 per cent of total employaient) earned one third of

the total wage bil! set at £ K90 million in that year. Average European
earnings was 18 times the average African earnings. By 1970 the reduced

number of European employees (14,000) still accounted for 18 per cent

of the total wage bill, while average income for this group was still
12 times as high as the average income of the African employee. (Sta-
tistical Abstract, 1971, p. 187/196).

The very limited participation of Africans in manufacturing is

also illustrated by the division of nominal Company capital among
different groups. The total nominal Company capital of firms re-

giste red between 1946 - 1963, was £ K139 million, of which 68 per
cent was European, 21 per cent Asian, 11 per cent partly European

and partly Asian and less than l per cent African (J. Kamau, 1965,
p. 10). Thus from the outset» manufacturing was geared to satisfy
the material demands of the European and Asian communities and was

never directed towards the needs of the African majority.

The main activities in the manufacturing sector were related
to processing of primary products and last stage assembly production.

Table 2 reveals that the so-called light consumer industries (3)

(3) we have somewnat arbitramy divTded t ne sector in tnree catégories:
1. light consumer industries including industries 1 - 7 ;
2. intermediate industries including items 8-11 and
3. capital goods industries, items 12 and 13.
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account for 65.3 per cent of total manufacturing whereas 'intermediate
industries' constitute 25.6 per cent and 'capital goods' only 9 per
cent. Food processing, beverages and tobacco alone contributed no
less than 45 per cent to thé total.

Table 2. Kenya's manufacturing sector at independence, 1963

1.
2.
3.

4.
5.
6.
7.

8.
9.
10

11
12
13
14

Indus try

Food product s
Beverages and tobacco
Textiles and clothing
Footwear
Wood and f urn i tu re
Paper and printing
Leather and rubber
Clay and glass
Basic chemicals and petroleum
. Cement and other minerais
. Métal products
. Machinery and shipbuil ding/repair
. Railway rolling stock, motor vehicles
. Miscellaneous

Total

Gross Production0 K£'000

25,516
8,016

3,769

1,792

2,529
5,623

1,096

763
10,570
2,312
5,276
1,839
4,913
792

74,806

production is defined as the value of sales plus the net increase
in stocks of work in progress and finished goods.

Source: Statistical Abstract 1968, Table 88. Census of Industrial
Production, 1963.

It is important to note the high percentage of imported inputs,
used in the manufacturing sector. In 1963, 42.5 per cent of all inputs
used, came from abroad. This indicates that manufacturing as a whole
used few local resources (apart from agriculture). In some industries
almost all basic maten" al s were imported: soft drinks (90 per cent);
footwear (85 per cent); paints (90 per cent); soap (67 per cent),
métal products (90 per cent); rubber products (95 per cent) indicating
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the last stage processing or assembly character of many industries
(Seidman, 1972, p. 24).

Frora a development point pf view two important conclusions could
be drawn. First, much of the value added in industries found its origin
not in Kenya but in the foreign, inputs supplying countries and second,
due to the high import content, few 'forward and backward linkages'
were developed during the initial industrialization.

How did the raanuf act uring sector de vel op af ter 1963? Table 3 shows
the data for the year 1977. Although one should be cautious in comparing
the Tables 2 and 3, because of changes in statistical coverage and re-
classification of industries during the 1963-1977 period, two conclusions
can be drawn.

Table 3. Kenya' s Manufacturing sector, 1977

Industry Gross Domestic Product
K£'OOQ

1. Food products 68,267
2. Beverages and tobacco 25,000
3. Textiles and clothing 16,009
4. Leather and footwear 2,790
5. Wood and furniture 8,980
6. Paper and printing 17,757
7. Basic chemicals and petroleum 8,723
8. Rubber and plastics 10,020
9. Pottery and glass 1,082
10. Non metallic minéral products 9,307
11. Métal products 20,363
12. Machinery 9,461
13. Transport equipment 11,424
14. Miscellaneous 2,800

Total 211,983

Gross" Domestic Product is defined as the aggregate différence between
output and input. It includes labour costs, interest payment, dépré-
ciation charges and net profit before tax.

Source: Statistical Abstract, 1979, Table 125. Census of Industrial
Production, 1977.
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Despi te the f act that some growth in the period under observation
coirtd be described as 'illusory', resulting from the wider coverage of
firms in the latter Census of Production, i t is apparent that the manu-
facturing sector experienced fast growth. However, when considering the
structure of the sector, i t is clear that no significant shift has oc-
curred from light consumer to intermediate and capital goods industries.
The first category still accounted for 67.3 per cent of total manufac-
turing, intermediate industries for 23 per cent and the share of capital
goods industries was 9.7 per cent. Food products and beverages and
tobacco were still 43 per cent of the total.

Consequently, import substitution policy, in itself very successful
in terras of growth has not basi cal ly transformed the structure of the
manufacturing sector. Thus the picture has been of more growth along
existing lines, inste^u of 'structural change'. A similar conclusion is
drawn by Hazlewood (1979, p. 65).

As regards the 'foreign input' aspect of past growth,the rôle of
foreign inputs, in terms of raw materials, intermediate goods, machinery
and technology has increased. According to Jörgenson the past industria-
lization process was accompanied by increased imports of semi-processed
raw materials, foreign machinery and technology, which more than offset
the anticipated savings in imports of consumer goods. This leads him to
conclude that "the Kenyan economy has become structurally more dependent
sinee independence". (Jörgenson; 1975, p. 445). If this is true, then i t
is uni i keiy that the fast growth of Kenya's manufacturing sector also
induced more use of local inputs and development of important forward-
and backward linkages in the economy.

At this point, let us recall one of the disadvantages of import
substitution policy set out earlier. It was argued that the policy could
lead to an increase in the volume of imports si nee import substituting
industries are to a gréât extent dépendent on an inflow of intermediate
products, machinery and spare parts.

Data relating to Kenya's trade pattern in the 60's indicate that a
shift in such a direction has indeed occurred. Total overseas imports
rose sharply from K£ 76.5 million in 1964 to K£183,6 million in 1971.
Capital goods, including transport equipment which accounted for 32 per
cent of total overseas imports in 1964, rose to 39 per cent in 1971. Semi
manufactured goods and métal s (imports for manufacturing and building)
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increased from 15.3 per cent (1964) to 19.1 per cent in 1971 (V.Vinnai;
1973, p. 19).

Thus, the policy of import-substitution coincided with a continued
H se in Imports not only in absolute terms but also as a proportion of
GDP. It contributed to sévère constrains in thé balance of payments and
by 1971 caused thé government to décide to effect a number of import con-
trol tneasures. In 1972 thé share of (intermediate and capital) imports
which stood as high as 52.3 per cent of total manufacturing output in
1971, decreased to 42.3 per cent. However» in 1974 increased again to
46.4 per cent (Development Plan 1979/83, p. 330). Apparently instead
of easing thé balance of payments déficit in Kenya (and in many other
Latin American and Asian countries), import-substitution actually con-
tributed to balance of payments difficultés.

Power (1972) outlined thé dangers of this policy and its inhérent
protection of consumer goods industries. An expansion of last stage
production of consumer goods cou!d continue until import substitution
has largely absorbed thé domestic market. When thé limits of this
market are approached, industrial growth i s likely to stagnate unless
Investment moves to intermediate and capital goods industries and/or
manufactured goods move into the export market. However, i t is just
these types of industries that are penalized by thé same System of
protection since effective rates of protection (i.e. rate of protection
of value added) are highest for consumer goodss lower for intermediate
goods, still lower for capital goods and lowest for exports.

The required adjustment of the protection System, once domestic
demand is fully met«, will distress consumer good industries because
i t was this same protection system that allowed them to produce in-
efficiently and yet gain high profits at the same time. (4)

Thus thé contradictory situation arises that thé government which
imposes import restrictions (to offset balance of payments difficultés)
also tends to curb manufacturing growth (of consumer goods) since thèse
are heavily dépendent on imports of equipment., spare narts and materials,

(4) For a theoretical framework of studying the effects of protection on
thé industrial sector see: M. Phelps & B. Wasow (1970). S. Lewis (1972)
provided a study on thé effects of protection on thé balance of payments
and,ithe economy as a whole using an adapted "two-gap" Chenery and
Strout macro-model. K. Kim (19/3) provided an estimate of import sub-
stitution effects on domestic employment and foreign exchange savings
using Kenya's 1967 input-output tables.
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We have seen that in the second half of the seventies, Kenya's
manufacturing sector conti nued to grow fast. However, i t is also
clear that t'here is 'little room' for further expansion of consumer
goods industries. By 1977 imports of consumer goods had fallen to a
mere 14 per cent of total Imports while in 1964 they accoimted for
almost 30 per cent (Development r>lan 1979 - 1983, p. 7). Consèo.üèntly
a move towards exporting industries is required but will be rauch more
difficult i f thé thèory described above, wörks.

Apart from the unfavorable effects on the balance of payments
and the lack of a structural change within the manufacturing sector,
import substitution had other negative effects. The Kenyan gövernment
is fully aware of these and has enumerated some of the negative effects
of the policy in the 1974 - 78 Development Plan. These includë: a
sharp socio-économie cleavage, in which wages in the manufacturing
sector increased to many times the average earnings of the workers in
rural areas.due to the following reasons:

i. Si nee machinery could be imported almost free of duty, manufacturing
firms used i t in préférence to labour. Therefore, manufacturing became
so capital -intensive that opportunities for employment were seriously
limited.

ii. Because modern, capital-intensive manufacturing is most cheaply
done by large companies, in many l i nes of activity one Company was able
to out-compete the rest and establish a monopoly.

iii. Partly because of monopolies and partly because of tariff pro-
tection, the companies were able to charge high priées and earn high
profits, thus contributing to a greater concentration of wealth. They
were able to drive handicraft competitors out of existence, thus pro-
moting greater poverty for all the rest, and sharper social distinct-
ions thà'n before. (Development Plan, 1974 - 78 p. ,,27}.. ,

The plan also àcknowledges: 'that a further distortion was the dis-
couragement of producers of capital and semi-finished goods. Thus thé
manufacturing sector lacked depth. Only finished goods were produced and
production was geared to foreign suppliers of machinery and raw materials''

In addition thé plan states, rather optimistically: 'By contrast
Kenya ,now hopes to develop an integrated manufacturing i ndustry, with
encouragement to production at ail levels' (p. 27).



IDS/DP 276
-14-

The next section provides some information on the employment and
income distribution patterns that accompanied past rapid growth in
manufacturing.

b} Employment Création

In 1972 an I.L.O. team produced an important report which ex-
tensively discussed a wide range of issues ail relevant to Kenya's
pressing unemployment problem. According to this report, during
1964 - 70 output growth in the enumerated sector was about 8 per cent
per annum, with an increase in employment of under 4 per cent per
annum. There were about 645,000 wage and salaried employees in the
modem sector in 1970 out of a total population of about 11 million
in that year. This indicates a small fraction of the working âge po-
pulation (about 5.5 million in 1970̂  could be absorbed in thé modem
sector.

Fronv 1972 to 1977, modem sector wage employment rose at an
average of 4.7 per cent per annum bringing the total to 902,000 in 1977
(Economie Survey, 1977 and 1978). However, due to unfavourable ex-
ternal events (the oil crisis and the slow down in world économie
growth} output growth during thé same period was disappointingly
low, averaging 5.5 per cent in the monetary sector.

Thus, despite low output growth, employment growth remained
surprisingly high, approximating thé growth rate of GDP. The public
sector accounted for nearly half of the increase in employment. Spe-
cifically thé increase in the teacher corps which added about 20 per
cent to thé total increase in thé public sector employment.

In thé 1972-77 period thé manufacturing sector expanded at an a-
Verage rate of 10 per cent per year (1972, constant priées) despite a
significant slow down in 1975 following the oil crisis. The 1977 coffee
boom accelerated domestic demand considerably so that the overall
growth pattern turned out to be somewhat higher than the target set in
thé 1974-78 Development Plan. Employment in manufacturing rosé from
84,800 in 1972 to 117,900 in 1977 which "represents an average growth
rate of 6.9 per cent (Statistical Abstract 1976). Although this i s
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a high figure, it should be remembered that wage employment in manu-
facturing accounts for only a smal! share of total modern sector
employment (11.7 per cent in 1972 and 13 per cent in 1977} and that
this sector still absorbs only a tiny part of Kenya's total labour
force (less than 2 per cent}. This is not to say that employment
trends in this sector are unimpcrtant, it only emphasises the over-
whelming influence of the rural economy on the overall socio-economic
performance.

Economists have noted that manufacturing employment fai l s to
grow at approximately the same rate as industrial output. Usually
this is explained by the existence of 'capital intensive production
techniques' in the industrial sector, induced by artificial cheap
capital (through capital Investment allowance, accelarated déprécia-
tion allowances and refund of customs duty on capital goods imports^
resulting in high capital-labour ratios. The main question hère is,
whether the demand for labour will show an increase once distortions
in thé relative factor priées have been corrected for. This in turn
dépends on the flexibility of choice in production techniques deter-
mining the scope for substitution between capital and labour in thé
production process. Thus thé exent to which thé capital-labour ratio
can be altered, dépends crucially on thé value of the elasticity
of substitution between thé two production factors. Zero elasticity
means no substitution i s possible.

Studies of the Kenyan economy suggest an elasticity greater than
zéro (Harris and Todaro, 1969, J.K. Maitha, 1973, L.P. Mureithi, 1975).
In most cases, in order to estimate substitution elasticity, a model
including a production function of the CES (constant elasticity of
substitution) type was employed.

However, i t seems that results of econometrie analysis should
be handled with gréât caution. The type of available statistical
data does not always coincide with thé smooth présentation of varia-
bles in models. Aggregated data obscure production realities at the
firm level, while underlying assumptions of the production function
(for example homogeneous input factors) may lead to erroneous conclu-
sions (5).
(5) See D. Morawetz, 1974. "Attempts to estimate substitution elasti-
cities econometri cally have yielded unsatisfactory results. Even slight
variations in thé period or concepts tend to produce drastically diffé-
rent estimâtes of elasticity" (p. 516).
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Despite these problems Maitha (1973), after analyslng Kenya's

industrial developinent from 1963 to 66, concludes that ;'resul ts in-
di cate a significant relationship between factor priées in Kenyan

industries with elasticities of substitution equal to or greater than

unity. SIow growth of labour absorption can be attributed to capi-

tal labour substituten stemming from existing unbalances in the

relative prices of capital and labour" (p. 49/50). Implicit in this
reasoning is the assumption that there it a causal relationship be-
tween relative factor prices, the choice of techniques and the de-
mand for labour. In an economy like that of Kenya however, where

much of the technology i s imported from developed countries,relative
factor prices may play only a minor rôle in determinlng the tech-
nology used,

Apart from this, the widespread belief that there i s 3 great
gap between output growth and induced employment growth has been

challenged by some writers. Weeks (1979) in his study of Kenya's large
scale manufacturing sector, found that this gap is drastically reduced

when (instead of output in current prices} the relevant time series
deflajbed on real output is used. In'that case a 1,4 per cent increase

in output was associated with a l.Ô increase in employment, indi-
cating that thé demand for labour in large scale manufacturing i s
much more out-put responsive than previously thought.

Pack (1972} comes to similar conclusions. He conducted a series
of interviews with Kenyan manufacturing firms and showed that by
international standards, Kenyan firms are relatively labour inten-
sive, and that increases in labour productivity were linked more

to thé use of excess capacity and improved organisation and training
of labour than to increased capital labour ratio's (capital intensi-

ty).
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Ihus thé assertion that employnient grówth lags far behind out-
put-growth and ,the belief that this is eaused by high capital interj-
sities appears to lack support when actual devëlopments are taken
into account. The figures for ~the 1972-1977 period (10 per cent real
output growth per annum versus 7.0 per cent eraploymërit growth per
annurn1} tend to support this conclusion. Employment growth seêms to
be far more output responsive than is usually thought.

c) Income Distribution

Although the manufaoturing sector has absorbed more labour in
the 1970's than is generally thought, (6) it is also true that this sec-
tor has not made a significant contribution towards alleviating the
sévère problems of unemployment and unequal income distribution.

It may be argued that manufacturing, or the industrial sector,
because of its relative smal! size in the econorcy can never be ex-
pected to carry out a "structural transformation" (especially in the
light of the high rate of population growth of 3.9% in the Kenyan
case). Nevertheless it is relevant to ask what import-substitution
and the resulting growth of manufactured output has done to the pattern
of income distribution.

We may recall that the protection of dômestic manufacturing (aimed
at speedinga up the expansion of industry) has had the effect of rai-
sing manufacturing priées and profits to the detriment of domestic
constiiifiers, Whilè 'à smal l part of the addi tional fneome, generated in
industry goes to hi red labour, more goes to management and capital
owners and another part goes to the government in the form of taxes.

To put i t simply, much of the gains realized in the manufacturing
sector,"äs ä rèsült of the distorted price structure (inherent in an
import-substituting policy] can be interpreted into losses for other
sectors of the economy, in parti eular agriculture.

lso indirectly created jobs in other sectors of the economy: agri-
culture and forestry, transport, storage and communications, trade and
other services and electricity and water.
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Thus, import substitution policy has probably enhanced inequa-
lities of incorae bètween agriculture and industry., The relative loss,
suffered by farmers, can be measured by the évolution óf the tehns
of trade bètween these two sectors. Available data suggest that in
most years in the 1969 - 76 period, priées for farm products have
risen more slowly than thosé of rnanufactured goods, This iroplies that
farmers have subsidized industry during most of Uiis period (Kaplinsky,
1978» p. 6 and Table 2). There was also a'substantiel net capital
outflow from agriculture to industry which rosé from K£ 50 million
in 1964 to K£ 124 million in 1974. During the 1961-74 period over
K£ 680 million was transferred out of agriculture (Sharpley, 1979,
p. 560). The relevant question to rai se is how thèse funds were used
in the other sectors, particularly industry. Agaia hère we touch
upon thé issue of industry's ability to create additional employant
and to develop linkages with other sectors of the economy by using
local ceisiuroeŝ :*ec0rdtng to Sharpley thé inflow of intermediate
inputs ifentiMzers, chemicals and seeds) and invesfenent goods (fanu

was found to be extremely small {Sharpley, 1979, p. 569).
f ré sibstantial part of funds transferred to industry i s

iew'^a^taT-intensIve (foréign) firms and if consi-
pvöfistssand dividends are transferred abroad, then thé situa-

tion becomes highly suspicious. The large net capital outflow from
a§ricultwre :has contributed to a wideni-ng of urban-rurâl ifnbalanees
and enhanced migration into urban areas. In addition to favouring
thé manufacturing sector, import substitution has propably also fa-i
voumd profits oyerftwageswithin that sector, Statlstical dita.sàjw,
that during thé 1966-70 period, average real wages rose graduaily
until 1973, but dropped sharply between 1973 to 1976. The 1978
Economie Survey estimated that average real wages decreased by
11 per cent during that period and also suggested that rwage ear-
ners in thé lower income group hâve suffered a l arger fall in their
real wages than those in the middle and upper income groups' (p. 62)
Profits, on thé other hand, seem to have increased during this pe-
riod, indicating a shift from wages to capital income. (Kaplinsky:

1978, Table 5, p. 11).
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However these data should be interpreted with caution because
many statistical and methodological problems are involved in asses-
sing the pattern of income distribution. There are also levelling
factors which should be mentioned. These include redistribution
effects through remittances of migrant labour back to the country-
side; redistribution within the extended family System and the pro-
vision of free or subsidized sc~ial services such as éducation and
health by the government.

Past attempts to estimate overall income distribution in Kenya
(I.L.O. 1972; Morrissen 1973 and Jones 1974} have yielded values of
the gini coefficient (7) which is widely used as a measure of income
inequality, in the région of 0.60. It is evident from these studies
that Kenya's income distribution shows an extreme degree of inequa-
lity. Morrissen (1973) found that, in 1969, the poorest 50 per cent
of the population received some 14 per cent of total income while
56 per cent accrued to the richest 10 per cent (8). A recent study
on income distribution (Crawford and Thorbecke, 1978} found a gini
coefficient between 0.50 and 0.55. It wou!d be wrong to conclude from
these figures, that income distribution in Kenya has improved, be-
cause différences in methods, such as different groupings of house-
holdss and different samples, make comparisons suspect. It seems
unlikely that an import substitution policy which inherently favours
the urban industrial sector leads to a less unequal distribution of

income (9).

As to the geographical location of manufacturing, i t seems that
very little progress has been made in the dispersion of manufacturing
activities. In 1967 Nairobi and the Coast Province (Mombasa) accounted
for a disproportionate share of total value added in manufacturing of
over 78 per cent. By 1976 this share had hardly changed, dropping

(7) For a discussion of methods to calculate this coefficient see 0.
Asetos 1977,
(8) Figures taken from Killick, 1976, p. 12.
(9) Âccording to Hazlewood (1978) too much emphasis is placed upon ine-
quality. A more relevant question would be how absolute levels of income
of the poor have changed overtime. He also criticizes international
income comparisons and the I.L.O. 1972 income analysis. (p. 86 f.f.)
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slightly to 74 per cent (Bigsten, 1977, p. 39).

After 1975, a policy of sélective Investment credit allowance
was introduced, aimed at stimulating dispersion. However, Norcliffe
(1977) argued that 'by and large the policy seems to have drifted with
individual locational décisions being made on an ad hoc basis'. (p. 10)

d) Foreign Investment and Multi-national Firms.

Industrialisation through import substitution means, local pro-
duction of formerly imported goods, partly transnational, branded
and standardised products. It is no wonder then, that foreign invest-
ment and multinational firms are heavily engaged in Kenya's indus-
tri al development. Si nee independence the Kenya Government has fol-
lowed a generous open-door policy to foreign firms, providing very
favourable terms. From 1966 onwards international capital poured into
Kenya. Although fluctuating from year to year, it nevertheless repre-
sents a significant proportion of total investirent- in some years as
much as 20% of the capital formation by enterprises and non-profit
institutions.

International capital has become dominant particularly in lar-
ge-scale manufacturing. According to the 1967 Census of Industrial
Production, predominantly or totally foreign-owned firms contri-
buted 71 per cent of total value-added in Kenya's manufacturing
sector. Langdon (1978), who surveyed 81 subsidiaries in 1972/73,
valued the book value of direct foreign Investment in Kenya At
K£ 130 million in 1971/72, representing about 21 per cent of GNP.
Langdon also confirmed the I.L.O. 1972 report finding that foreign
capital was involved in about 60 per cent of manufacturing invest-
ment, (I.L.O, 1972, p. 442).

A recent study undertaken by Kanplinsky on the ownership of all
large-scale manufacturing (and all tourist firms) (10) shows that
between 1966 and 1976 foreign Investment has remained important. How-
ever, some significant changes have occured during this period. The
share of total issued capital, owned by foreign firms, declined from
59.3% in 1966 to 42% in 1976. This is a reflection of a selling-off
of a minority stake of shareholdings to local firms, the growth of
(10) R. Kaplinsky, forthcoming.This research is a follow-up study
of the National Christian Council of Kenya: "Who controls Industry
in Kenya".
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Unctad estimâtes show that in Kenya Zuring 1964-70 inflow^of
new private long term capital almost equaled net outflow of invest-
irent income (Unctad, 1970). , , l t >-»,«

i *- « * i

(UI The question whether or not local capital has succeeded in play-
iï! « 5u«ASS*»1.«»JeJ» 'the transition to industriaî capS'talisS' y
has led to an animated discussion in the volumes of the "Review of
Afncar. Politica! Economy", nos. 17,18 and 19; 1980.
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As Stewart {1976, p. 87) points out, this situation illustrâ-
tes:

one of theldîlejiHnas fàcing an economy pursuing a.strategy
of encoaraging-foreign Investment from abroad. Once foreigri
assets JTorm a sizçable proportion of the total stock, the po- -
tential dividend outflow also forms a sizeable proportion.
Hence a hlfh rate .of growth ;óf foreign Investment must be
maintained to offset thé potential outflow. The maintenance
of such a rate of growth leads to further pqtential ,dividend
outflow aad hênce thé need further to encouragé foreign in-
fîOW . , ,v ,, , ,, ;. : :•, '• ' -V -" - -""

The raerits (and dèmerits) of foreign investment can be asses-
sed in ternis of thé impact on several key economie factors: choicç
«f production techniques, type of prbducts, use and création of em-
ployaient, reinvestmeat of surplusses and profits, use of imported in,
puts and forward- and backward linkages within the host economy.
In Kenya relativeîy little research has been done on thèse issues.
The availabié findings however, tend to suggest that thé ultimate
impact on the overall Kenyan economy is unfavourable.

Kaplinsky (1978, p. 11) notes that the power of the mnc arises

largely from their control over technology. A survey of sëvèraT Bri-
tish mnc's in Kenya revealed that "parent corporations are anxious
to control thé génération of a new technology in their subsidiaries
and that, particularly in thé consumer and intermediate goods sec-
tors, thé subsidiairies are largely dépendent upon parent companies
for thé génération (and choice) of new technology" (p. 11). However

this does not necessarily mean that mnc's are using capital inten-
sive techniques. Where comparison i s made betweén local and foreign
owned firms, thé latter appear to use marginally more labour intensive,
techniques*4Ka?plinsky, 1978, p. 13). * ,

..'" ;;évr: . ,,..— ,

It appears that mnc's are not much effected by market price com-
pétition due to the high levels of protection. In fact one of the
main reasons maki ng foreign fi rrn,§._ eager, to in vest in developing coun-
tries including Kenya, is that they can exploit thé existing imperfec-
tions in the factor and product market giving them a monopolistic
advantage. Thi.s allows for high levels of-surplus appropriation, in-
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cluding high profits while operating below maximum capacity utiliza*
tion. Hopcraft, among others, has set out the negative results of a ,
heavily protected economy. Import bans or controls lead to diston-
tions in the priée structure, by increasing the domestic price of
non-essential products (forrnèrly imported). The problem comes not
with luxury items per se» but with irrational distprtions:tha1; bias ,
incentives tpward inward-iooking luxury goods production. The bias>
is simultaneously toward import-intensive, capital-intensive l ines» ,
and away from internationally efficient, exportable lines". (Hopcraft,
1972, p.6). Mnc's also tend to add litt!e value-added while producing
in Kenya. Both Langdon and Kaplinsky found évidence that tnnc subsi-
diaries, operating in Kenya, mainly assemble, mix and package impor-
ted inputs. Thus most value-added has already been realized abroad in ,
parent firnis.

Backward linkages are few since 98% of import-substituting
firms imported over 70% of their machinery and nearly 70% of these
firms i'rflported 70% of their raw materials (Langdon, 1975).

Large mnc's also successfully gain protection privileges in •. ••
bargaining with government institutions. According to Langdon (1978)
and Hopcraft (forthcoming) a coopérative symbiosis develops between
mnc's and the dominant African dass, Sharing the benefits which
accentuâtes the inequalities within Kenyan society (Langdon, 1978,
p. 198). . '"" " ' f ,., ; v...:: „._t., ̂  :;ii;r.,,,,,,,, ,,,. j ..,,, •

Another effect of mnc's opérations is the tendency to change

consumer taste in the host country towards the particul ar branded
products which they produce at home. Th i s redèfiniton o.f. consumer,

needs (e.g. the translation of thirst into the need for a Coke)
often accompanied by rnàss advertising, may threaten smal! scale ,
indigenous entrepreneurs and force them to produce simular branded,

standardised articles. The majority of these 'informal sector' firms

will not be able to make such a shift and will be forced out of bu-

siness. Evidence for this is provided by Langdon in his 1973 sur-? '.,.-,:'•.•
vey of 32 African shoe manufacturers in Machakos district, his
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case stwdy' (Langdon, 1975) and"sby the 'maize flour study'

, Î979). Eglin (1978) found that local entrepreneurs,
f to câîfliî

tà've fcaif
r of iri

pWs,11 tffllïK p.
ion of iritermed'iate and capi-

1 •* " s * " « i fjt %#*%<
si »*i|sv«j (lit« f
"*" conolusTOW'that indigenous

merket by mne's activi-

ive effe'cts of Érîb^s opérations1 can also be menti-0-
The western-type of products of mnc's require the importation

^sophisticated inputs' (wliich parent companies are only too glard

provide) and thfs 'tends to block off many potential linkages

$my iatefréfed national economy" (Gbdfrey and Langdon, 1976, p.

's, furthermore tend to contribute to 'a polarisation of tfee
laèolfr market' by paying rela'tivefy higtî wages and salaries

! i ** rw
tehelr labstórer^ anrf managerial staff. High salary levels abroad,

for managers and directors, are passed on to Kenyan
and ei rectors in the subsidiaries and "acted through the

raecbarffsm on other higher-level salaries in the publ ic and
sector" (Godfrey and Langdon, 1976, p. 51).

Altogether, it seems unl ikely that multinational corporations
contributing to the process of genuine industrial development

But as Kaplinsky (1978 p. 20) remarked:

i t is one thing to highlight thé négative characteristics of
thris foreign investment, but thé question remains whether thé
host state or an indigenous bourgeoisie would hâve undertaken
similar or équivalent investments and, if so, whether thé im-
pact of their investment would have been substantially dif-
férent. The nature of the politica! formation in Kenya with
a passive state, a fleeing Asian industrial bourgeoisie and
a slowly emerging African industrial bourgeoisie makes it
difficult to envisage industrialization without the extensive
and relatively unrestrained participation of direct foreign
investment . (Kaplinsky, 1978, p. 20/21).

'H
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IV. CONCLUSION

The aim of this paper was to bring together research findings
to answer the important question whether or not the type of indus-
trial development in Kenya has contributed to thé establishment of
an integrated economy aimed at raising productivity and highér stan-
dards of living for thé entirè population.

Drawitig up thé balance-sheet, we find little reason for opti-
mism. We hâve seen that import substituting industrialisation im-
plied a process of uneven growth. Resources have been concentrated
on a small part of thé economy, (adraittedly with gréât succéss in
terms of outpùt growth) and hâve to a large extent, neglected thé
rest. The type of industrielizâtion, that occurred has not led to
a 'structural transformation* 'of thé Kënyari economy. Growth in thé
manufacturing sector has been growth within existing catégories of
industries.

Import substitution industrialization did hot lessen Kenya's
external dependence but merely changed its nature. Capital-and in-
termediate goods became much more important items on thé import
list. It isparadoxical that thé provision of thèse goods hâve be-
come vital for thé new industries» and that any constraint on their
importation (in thé case of shortages of foreign exchange to pay for
them) may cause industrial stagnation.

Import substitution policies tend to discriminate against agri-
culture. Price and tax policies were designed to transfer a consi-
dérable amount of capital out of agriculture to the benefit of the
industriel sector, ©enerated income i;n t;he latter waà tö a lipl̂ f
extend used to create emplöyment since employërs ihfmanu'fàctùrfng,
due to relàtively cheap capital and other institutional factorsr
favoured foreign technologies. This in turn has contributed to un-
derutilization of production capacity, inducing high costs of pro-
duction.

Multinational corporations have taken advantage of 'distorted'
factor markets and the inherited unequal income distribution by pro-
viding western-type consumer goods, thus accentuating the skewed
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ptttern of income distribution. They are also trying to 'redefine'
éöftsüïner needs and tastes, often through tnass advertising, thtis "
fihreaten.ing the market s ha re óf smal! indigenous enterpreneurs, who
É% use pore,, appropriât^, (local ̂resources) tedmojogies,/ Fwthermore
fefre considérable owtflpw of dividends^and-other payrtents to -fopèt<g«̂
iiwestorf ̂ akeŝ jt necessary -p) ,re1y;eyen more 0n,fore,igiï;jnyestâ swt
Mörder to achieve further industrial growth, th«s;m^l<iW| tMè cóum
try even more dependent on externaî forces. It seems clear that Ke-
nya needs to switch to,,a more redistributive deveicipiaent.strategŷ ; -
perhaps along the lines of the I.L.O. ,|.972 report: '•.•••• : . -.

Indeed, the last two Development Plans {1974-s- 78 and
83} show c lea r Indications that the government is planning
'vn this direction, (12) However a radical change in industrial and:
overall stratégies, away from import substitution and inherent .fo-r
ïtëign involveraent, will probably run counter to the interests >of :
t-hose (powerful) groups who have benefited most form past stratégies.

-(.12) Studying the'government responses to the ÏLO (1972) report, hów-
e;ver, is not very encouraging. Killick (1976) characterizes govern-
raent reaction to the ILO proposais 'as one of dilution', (p. 30)
For a similar conclusion see C. Leys (1979).
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