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Introduction

Before entering the diceucsion of charnels und inctitutions which could
be used to infiuence ard direct irdusirial ceveloprent in the leest develcped
countries of Africe, I telieve it nececsary to place the subject in the context
of the present statuc anc role of the industricl sector in these ccuntries.
Excluding mining, this sector represents only e very srall preportion of the
wheie econory. Comparcd to asriculture, ite contribution tc GDP and employment
gerercticn is small in rost Alrican ccuntries.

Industrial growtl rates heve varied widely from country to country but
have seldon been very high over prolonged pericds of time. As the urbenization
process in African countries is in its early stages, derand for industrial prod-
ucts - which origirates rore from urtan than rural populations - has remained
relatively low. Fducaticn levels in many of these countries are still fairly
low, and this also effects the demand for industrial gceds and the pool of suprly
of skilled manpower (workers, techniciens, acccuntents, engineers and manageres)
to develep and implerent industrial projects. Finally, if such projects are
develored, it is often necessary to rely cn fereign manegerial end technicel as-
sistence, which tends to be expersive if nct funded by internaticnal donors in
the form of grants.

The problem of promoting end developing the industrial sector in thece
countries is thus really quite corrlex and offers a difficult challenge. This
is particularly so as the experierce of other countries is often not eppropriate
to the least developed Africen ccuntriec. Given the special circurstances of
these countries end their economies, country-srecific solutions probably have
to be found which deal with the individun. limitasticns and constraints to industrial
development and explcit fevourable fectors and characteristics favorable to in-
dustrialization.

In these circumstences, the choice of industries to prorote is an impcrtant 'y
problem end reeds careful consideration. Although this question is not the subject
of this paper, it is necessary to have at least a rough idea of the direction in
vhich the industrial cdevelopment effort might go in order to define what kind of
institutions might be approrriate o promote, implenent and direct the industrial
development effort in the least developed countries of Africa.

1/ The views expressed cre those of Mr. Kouvel personally and do not necessarily
reflect the official pclicy of the IBRD.
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The most difficult problem in meking industriel investment decisions in
post of these courtries is the limited si-= of the market f£-r most industriel
products. In nost countries totrli populution is srall, th_ share of urban as
compared to rural population is fairly low, rarely more than 10%. 8ince demand
for industrial products is usually much higher in urban than in rural areas, this
situation by itself limits demand. In addition thic is compounded by generally
lov levels of monetary income, both in urban and rural ereas, where large parts
of the population £till live outside the monetary sector of the economy, and by
the fact that distribution of industrial products is frequently humpered by high
transport costs, inadequacy of distribution systems and/or excessive mark-ups by
merchants. Consequently, low demand leads to problemes since in many industries
the existing or forecast domestic demand does not Justify the construction of a
plant of minimum economic size, as production unit costs tend to rise quickly
with declining sizes of production units and consequently lead to higher prices
vhich may teke the product out of reach for most potential consumers.

One possible way to overcome the limitations of market size would be for
several countries to Join markets for industrial products to permit the establish-
ment of plants of a reasonably economic size. This regional approach to industrial
development is fully recognized by a number of countries but unfortunately attempts
to establish plants to serve regional markets have not been very successful thus
far, except in a rather limited number of caces.

Barring the regional approach, one logical solution to solve the problem
caused by low domestic demand seems to search for products which meet the needs
of the population, cen be manufactured at a relatively low cost end sold at a
price which can be afforded by the majority of the population. At first sight
thic moy seem a set of ideal conditions that cannot be met. However, some pos-
sibilities do indeed exist, because there are already some simple industrial
products widely used by the population of most Africen countries. For instance,
clothing, many hotsehold furnishings and - “ensils, and buil '‘ng materials, can
be produced locelly as well as simple toois and f=plements. Particularly in
agriculture such tools and implements could replacec traditional products and
might initially be produced by artisans, which could be assisted by a program
of t-chnical and financial assistance specifically geared to develop inexpensive
and simple ways to improve artisan techniques of production, introduce new materials
end final products and thus contribute to meeting the needs of a great part of the .
rural population.

In the longer term this development might lead to a widely scattered pattern
of small indusirial or semi-industrial enterprises which would progressively emerge
throughout the country. BSuch development would be advantageous because it would
create employment at a fairly low cost and would also help to develop over time a
class of entrepreneurs ywhich could eventually promote and manage larger enterprises
or become involved in other activities in the modern sector. Finally, the existence
of a reasonadbly large number of small industrial enterprises may provide the basis
for interesting backward linkages to new industries at a later point in time.

Apart from relying only on the domestic market, there exist - at least
theoretically - the possibility of starting industries vhich serve both the do-
mestic and export market in order to exploit the econcmies of scale, if any.
For the leaet developed countries in Africa this is indeed a fairly theoretical
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possibility for modern industries excert where it involves processing of dcmestic
rav materials which, with the exception of minerals, means agro-based enterprises.
(There could alco he some potentiel to develop modern industries explicitly export-
oriented that woul. use labor intensive ti.:hnclogies to proc.ce low skill products,
taking advantage of the low level of wages in the least developed countries.) In
the agroindustrial subsector tiiere indeed exist many possibilities for industrial
developrert based c¢n beth domestic end export markets, but the potential is bur-
dened with a problem that ¢ften prevents efficient solutions: the comnflict in
pricing policies arising from the desire (and cften the political need) to keep
prices lcw for derestic consumption while permitting the enterprise to make enough
profits to keep its plant and production process sufficiently modern to compete

in export markets. This conflict often spills over into the institutions that

are supposed to support the subsector financially.

Institutiorel Framework

Industrial development in our days very rarely takes place spontaneougly.
Usually, a lrost of institutions are involved in promoting, encoureging, directing,
helping industrial developuent -~ &nd sometimes impeding it. Basically, the insti-
tutions involved can be subdivided into three functional groups - which are not
pnecessarily synoaymous witii groupings by level of authority and control - as follows:

(i) macroeconomi: planning and control
(ii) financial institutions
(4ii) technical assistance

(1) Macroeconomic Planning and Conmtrol

In most countries macroeconomic aspects of industrial development are
considered by govevnment ministries in view of the overall cnnstraints and pos-
givilities of the . conomy. While this is c:rtainly a necessi.y in our complex,
modern world it seems iha* a1l too often the people responsible for formulating
the broad framework of industrial policies - whether neticnals or foreign experts -
have been edurated in or influenced by countries where industrial development took
place long ago under circumstances which were quite different from Africs today
and conseque:itly their views on industrial develcpment problems tend to be tinted
by & preference for macroeconomic approaches resulting in models which are of little
relevance to the situaticn of the particular Africen country. As a result, the
functional distribution of tasks outlined above is frequertly not seen as such
and is replaced by the desire for a controlling influence in order to assure a
methodologically "pure" execution of macroeconomic policies at the lower levels.

The remarks are not made to imply that the government should be kept out
of decisions concerning industrial development. On the contrary, it is the natural
prerogative of governments in any country to expect that decisions by subordinated
institutions will be taken with due respect to the respective national goals, ob-
Jectives and policies of the country in question. This means, even in & market
ariented econcmy, thet the government should have - at least through the Central
Bank - means to substantially influence those decisions taken at the lower level



- e ——

+hut would impuir the gennrul policy oblectives of the country. Yet there

remsing an ares of freedon cutoide these fundamental iccsuss that the sutordirutoed
institutions bod., need if they are tu fL.fill their develd mental function on the
microeconomic lcvel in . renconatle wey. This is an ixportant and very difficult
ailemmi ir indusir:al cevelopment po.itics In developing courtries, particularly
‘n the early stoges of tuch develcpmert . “hatever the cycter, it i¢ important
thet vhenever investrenc decizions erc teken for political reasons irrespective

of their economic merits, and “irarciel viability, it te fully recognired and

1hie respective restonoiiilitier of the decision making end the impl ementation
agency well defined.

(:4) Financial Tnstituticns

Sources for fimancing indusirial development are very numerous. The
governpent might provide funds directly, some institutioral or multi-lateral
donore might wish to firance directly or indirectly an industirial project or
en indrstrial estate in & given erea or subsector. There are also direct flous
of public end private capital through loarns, equity investments or suppliers'
credit. Moreuver, in wost ccuntries specifie instituticns have teen created to
provide equity and term finance to medium &nd large size.yrojects, and also -
sometimes - to small-scale enterprizes. Finally, commercial banks might also
be active in providing term funds for industrial develcrment. This complex of
institutions firancirg industrial deveicpmeni clearly requires a central boly -
ustally the Central Berk or the Ministry of Finance - to monitor the role of
eich of these institutiore in industrisl develcpment finencing, and exercise
scme regulatory function. There is aliso ¢ need to coordinate the various acticns
of external donors vhich provide essistance to industrial development, since
soretimes their goals and objectives might differ or not te totally accertable
to the government.

The question arises, thus, how me y institutions ar really needed in
~ny particular country to provide industr.al finance and ev.n vhether it is
-sovthwhile to establiish specific institutions to deal orly with industrial
inventment Tinancing. This is w very impcrtant questiorn, because in many couniries
“he need and justificziicn for u pumber of institutions, each dezling with a par=-
ticular sector or categery or size of torrower is questionable, if only on the
busis of the shortage of highly gualified human rescurces in the country. In
many casc:z, it rigkt be tetter to ecteblisht a muiti-purpose development tank
which would not only provide terr funds to industry but assist other sectors
such £s agriculdure, services and housing. Very often, the rotential volume of
Lusiness in the industriel scctor alone would not Justify the establiskment of
an institution catering cpecifically for financing industrial investments alone.
Neveriheless, there are rany countrics with such institutionel proliferation and
it is often diiTicult for the governtert to estimate how costly such proliferaticn
of institutions is inp terms of a draw down on the country's scarce human resources.

The framework of finencial institutions catering to the needs of industry
{5 usually . geered towards medium end large size enterprises, leaving a large section
of the economy uncovered by financial system, viz. the lover end of the enterrrise
gize range. This mezns that ways and means of catering to the needs of small

industries, artisans and *he informal sector have to be explored and then implecented.

Thie is a field whick requires a lot ¢f imagination and remsitivity to the reality
of the problems in any given country, because circumstances vary so widely fron

country to country.



Up to now most of the financial institutione established in a country
to provide term finance to industriul development huve been nssociated directly
or indirectly with commercial banks to prurside working cupii.l financing. Given
the searcity of foreign exchange in many countries and the dependence of many
industries on imported inputs, there is some neced to think about a rcloser and
more efficient linkege tetween institutions specializing in short term financing
of werking cepital end institutions dealing with long term finencing requirements
for industrial projects.

There are meny other issues related to financing of industrial develcpment.
What term:; and conditions should be charged for loans made to industrial projects?
The intereat rate question, the question of who would charge or pay the foreign
exchange risk on external funding, are usual problems which can become quite
difficult since on these questions economic theory is often ambiguous and divergent
from political and practical realities. Discussions can touch on very sensitive
policy issues. Few would question for instance the desirability of industrial
entrepreneurs paying en interest rate which is positive in real terms. This
however often raisecthe question of the whole interest rate structure in the
country and the possible role interest rates could play as resource mobilizer
and allocator in poor countries when a substantial part of the economy is non
monetized. Certainly, in some countries and in particular cases, it may be
Justified to subsidize entreprencurs during the start-up period. Another question
that has been very much debated is whether it is better to have publicly controlled
(or owned) developmert banks or to have them directed by - perhaps disinterested
and hence objective - foreign sponpors or have a combination of public and private
interests. There is no simple answer to these questions. In view of the scope
and complexity of all these issues, there it & need for government involvement
in and overall control of the use of funds for industrial investment programs
and projects, so that they fit with national economic objectives and policies.

Whatever t'e institutions involvec and vhatever the links between them,
it 18 necessary to coordinate their decisions with the national goals and objectives.
In that serse the important thing is to design the charters, policy statements, etc.
in such wvay that they provide both a basis for decision making basis that takes
into account national goals and objectives and provides for the progressive build-up
of the institution into a financially sound and creditworthy entity. Sometimes,
these objectives are not easily reconciled because any institution might - under
government's pressure - invest in projects that would meke sense only for social
or political reasons while on purely economic or financial grounds these invest-
ments might not be as ecomomic as one would hope.

Vhereas the financial assistance to medium and large scale enterprises
is usunlly given by institutions that are well established and for which rules
of conduct have been well developed through history and experience, the experience
of institutions dealing with small industry and other small entrepreneurs have
not yet been extensive enough to pass any judgement on their effectiveness. Some
questions might be asked ahout the best ways and means to cstablish such sort
of institutions. Three considerations have to be taken into account: first,
these institutions have to be very close to the customer in order to be able to
meet his needs efficiently, adequately and quickly. Second, the procedures of
these institutions have to be very simple, and particularly those of the insti-
tuticns which provide the funding of these activities. Third, the entrepreneur
or the small enterprise needr access to a number of support services in fields
like management, accounting, marketing, technology, etc. Whether those services
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have Lo be rrovided U the financinl 1astitutions or Ty other specislized type

of .nslitutinrs, Is & matter of debnte. Providing technical and firancial
essictance throvih Lhe sare institus.or hars ity merive in terms of facilitating
both the cvordinit lon of the —waricw, szervices. end 2 speed” reaction of the
instituticn sovelvad Yo the perticwlar me ode ~f +he apall gternrige.  However,

i% also hes 1ts Arawbacks, the main cne pnesibly be:ng that the institution might
tend to become dorinetad intersally ty one of -he two main departments. Indeed,
it might either e dominated Uy the financial departmen end tous may not be ready
to finunce enierpsises wilech are risky or, if the technical assistance departrent
dominates, will be moking decisions in e more generous manner than uny financial
Seubtitutdon cold astorddy rerleeting uhe confiiszt between disciplinary and as-
sistential functions thet arise when they are corbined in one institution. There
ir anosther disadvantage to cvechnfca) «ndé finarciel aisistance through & single
ipgtitution, nanely the tendency of the involved institution to favor the projects
il promeotes or develops in “ts provision of technical services. As a result,
other projects financed Ly other institutions or agencies will not receive the
attention they descerve. Finally, it is clear that the choice of whether technical
extension services have Lo be rendered by the fiunancial institution or not will
kave to be adeguately reflected in the type of financial structure and resources
whick vill have to be proposed for the institution.

(iii) Technical Assisience

Providing financial assistunce Inr a prcject that has been anelysed and
found viable on economic, financial and commercial grounds is a fairly easy
vrocedure - a good project can usually get financirng, if presented properly.
Heirever, if the technical side of the project is complicated, the economic and
firencial potential can bte in jeopardy, unless technical assistance is provided.
In reny cases it will te the foreign sponsor who provides such assistance but
this can tecorme an expansive service. In other cases, given the scarcity of
local consultancy services it may be necessary to cmploy foreign technicians,
~hich again ruises the question of cost.

The heart of the problem is the fuct thn* Peerl talent can be trained
celetively quickly for jobs like financial and economic appraisal of projects
while engineering capabilit;’ and experience is much harder to come by. It is
rare tc find ¢ locs) engineer in & financiag inctitution znd it would be even
more dAifficust to staff an institution with sufficient local talent to provide
technical assistance to all younger manutacturing estadblishments that need it.
TLuis is maindy due ty Lle faes <t tecnnicalliy talenced people would tend to
co into private tusiness themselves in LDCs. Orn the other hand, foreign technical
erxvarts are quite espensive. It is in this branch of foreign assistance that
vrograns are often highly unrealistic tLecause there is no way in which the proposed
technical assistance institutions could be staffed at reasonable cost with good
reople, the "opportunity cost" for good technical people being too high.

1/ This seems to hove some reletion with the widely accepted theory that wherees
subsidizing technical assistance rmay be acceptable, subsidizing financial
assistance is not Jjustified.



This i¢ even mere true, if the expectation: about +echnical ausistencce
are further reised to not only treviditg technizal mogistarce aboul currently
uned machinery arnd ~gulprent, but 1s erpee d to inelude the -ontrol of tech-

nolopy transers and the develrtront af on arperrwind: teekregory for the country

in question. FRecerrendetions uboot cuch wotilon are often rade witheut preper

A A *v'---r;*,jcm Af the cost/hieced it vietions invelved. While machirery and equip-

ment offered br deveroped courtries often hay & greater cojocity than needed i
1he dnvclopu‘.) country, the oot of develciing, designing and cug ,orr. building e
machine with lower cnopacity umey well Lo much ]r“gcr than the cout of buying and
running & standurd noonine et €0=700 of cavacity. {The recourse o crsclete or
second-har? muchinery may &loo Ve conridered althouph few entreprencurs seen 1o
e n!,Jnt,to de so for a nurber of reqcons, in particwier the luck of repair
cervices. ) It mayr also be more eccackice to ust scarce locel technical talent
for running ndurtria’ pl rnic ratler than to use them to develcyp, design and
wave machinery with eppropriate espucity tailt for use in uevvlnpzng countries,
Feonemies nf sesle suppect that such w policy might be more costly in rractice
than it looks irn thecreticnl caleuletions. Pecple advoestirg labor intensive
technology in mrnafectwring tend 1o overlicor the feet trat in least developed
countrices, industry generally rortributer reletively little to solving the
unemployment prnblem since itz errvloyrent creetiop offect iz emalli. Protably
the proper field for labor intencive technnlegy to create a large employment
effect is rore in constructior (especielly rnp)uaye} and transport, than in
inaustry. Transferring industrial technelogy is already difficult and developing
paitable labor intensive techrnolegies #t relntively substantinl cxpense would
result in absorting only e small additionzl acount of labor.

The above obsrrvotions relate fo rodiuz and largs seale enterprises. Ac
puinted out hefore, in meny least develoned Africanr countries, it might be prefl-
erable to try and develor some dncustrics ir the artisan cector that could cater
te the basic functicns and needs of the mojority of the poprulation. There it
is conceivable that appropriat: tochuslogy might be useful to deveiop sikple
techniques which cc 1d at low cost produce  ome pocds that cc 1d be both usable
and affordable Ly & large proporticn ¢f the jpopulatiorn., To do this, probadly,

& conbination of a research institute heving both local peopl: avare of the needs,
traditions and customs of the population, «nd of highly versatile enginecrs/experts

could pessibly develop such technicques. Cuch institute do net ceem to exist in
J 1

the majority of countries for varicue ressons: ycu night have very qualified engineers,
but thkey might not be sufficiently awsre ¢ the locel ervironment, you might have

yeople highly specialized anc motivated Lo o subjeet but they might be absorbed

by their "research" more than by the practicability of the results. It is in this
field that theoretical and ajpplied research could pay cff in order to meet the nceds

of the majority of the population irn the leust developed African countries.
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