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Chapter I

INTRODUCTORY nmu.m(gy

This report on Chana's past and current devslopment performance
focuses on the manufacturing sector and serves as a background paper
{40 UNIDO's technica) assistance programme to that oountry. In additionm,
it aims to provide a model according to whioh country studies might be
plarned and develo:ed.

Ohana covers un area of 286,600 square kiiomeires, of which 59
per cent are agricuitural land and 10 per cent are forests ( excluding
woodland pastures). It is primarily an agricultural country, and cocoa,
of which it is the world's largest producer, is by far the most
important export. Inadequate production has caused Ghana's rhare of
the world cocoa market to fall during recent years, and in spite of
fluctuating world prices measures have been taken to0 rehabilitate the
cocoa sector. Other crops include copra, palm oil and kerael, coffes
and kola nuts.

The mining and timber industries are next in importance after agri-
oulture, with gold, bdauxite, manganese, diamonds and hardwoods as major
sources of foreign exchange. Manufaoturing is of lesser significance;
however, it is groving mainly in the textile, food, beveragesand aluminium
sectors. The Volta aluminium smelter of Tema is capable of producing
145,000 tons per year.

Chana has appreciable hydro-electric poter.tia.l.. Elactrioity develop—~
ment has made corsiderable progress, particularly in the public sector.
The installed capacity is 976 nmid, and during 1972 a total of 3,300 nillicn
kWh was produced.

y Based also on information contained in: Internetional Bank for
Reconstruciica snd Development (IBRD), Tcvaris Efficient Self-
Reliance: The Role of Marufacturing in Ghnaz, 12745 enc United
States Agoney 1or Internmational Developmeni (A1D), Chana, Rev.
No. 316, Jaunuary 1975.
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There are two deep-water harbours, at Tekoradi and S'ema, which are
the 'nly ports handling inmports and exports. The port =t Tvia is con-
sidired to be cnc of the finest in West Africa. The Ghana reilway, .
linking the coast with ihe mining areas, has a tctal length of 950 kilo-
metres. There are no railroads in the north or central regions. However, '
the couvntry has over 32,000 kilometres of motorable roads, of which
3,300 kilometres are paveds Good roads run along the coast and from
Accra through Kurasi to Tamale and Bole in the norih connccting the

agricultural and mining zreas with the ports and urban centres.,

Ghana shows the characteristivs typical ¢f a Geveloping econony.
The level of per capita income is some $ US 230. About 82 per cent of
the population live in the rural areas and 60 per cent of the total
active population are eingaged in agricultural activities, which sector
generated 47 per cent of the national income in 1975. The manufacturing
sector is frarmented and stagmant; in 1975, its share of total incone
(10.3 per cent) was generated partly by indusiry proper, tut largely
by arti san-type production. i

The growth of the country's industrial preduction remzins heavily
compronii sed by scarcity of resources and by a relatively large external

sector.

The immediato priority is to maximize utilization of installed
capacity by intensive efforts to use local raw materials wherever possible,
keeping imports for the most essential needs. Major projects usirg local
raw melerials are vadly needed in Chana. These should be grounded on
both agro-basci and heavy industries, such as the development of pulp
and paper production, using tropical hardwoods, and coment, and aluciniua

frem local bauxiwe doposits.

Stute participation in the najor sectors of the econcmy is cor-
siderable, and & poitcy of economic indigenization is beirns pursued. A
decree issucd in 1975 required a wide range of foveign--owned commercial
and industrial enterprires to sell between 40 and 50 per cent of their

capital to Chan:iuins before July 1976.

In 1971, Ghzna's cconomy was badly affected ty a sharp decline in Y

world cccoa pricac, but conasiderable trade surpluses viere achieved in
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1972 and 1973 as a result of rising export prices, siringent import
controls and the government?s repudiation of most of the country's
medium~-term debt. However, a trade deficit was recorded in 1974,
owing to the steep rise in oil costs, to reduced commodity prices,
and to a slump in the timber trade.

A record buiget expenditure of 1,213.4 million new cedis (¢)-2/
was announced fco ths fisoal year 1975/1976, of which # 322 million

“ware to be spent on development pro jects, with the largest allocations

to roads, egriculture, education end water schemes, Tax reforms, cuts
in public spending, investment incen’ives and a projected economic
growth rate of 6.5 per cent were also announced. 4 five-year develop-
ment plan, introduced in 1975, aims at promoting national economio
independence, especially in food and investment, and at improving

the infrastructure and expanding the production base, especially in
the agricultural, mining and fishing sectors.

g/ The exchange rate in Docember 1975 was § G 1 = ¢—1.154.
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CHARACTERISTICS AND BASIC TRENDS OF TIL ECCNOMY

Conposition and growth of the population

The 1970 census registered a total population of 6,559,000 inhabitants.
Estimates indicate an average annual rate of growth of about 2.4 per cent,
which would mean a population {igure for 1975 or 9,530,000.

Table 1 shows that during the decade 1960-1970, the fcmale population
increased faster than the male population. Another aspect daserving
mention is the proportional distribution of the population in urban and
rural centres: Table 2 shows that the distribution in 1565 w~s 15 end
85 per cent respectively, and in 1970, 17.4 and 82.6 per cent respectively.
However, while total population increased annuvally by 2.4 per cent, the

annual growth of urban and rural population wac 5.2 and 1.6 per cent

respectively.
Table 1. Estimates of total population
Male Penale Total
Persons Per cent Perscas Per cent Persons Per cent
o 1960 3,400,270 50.5 3,326,545 49.5 6,726,815 100.0
e 1970 4,247,809 49.6 4,311,504 50.4 8,559,313 100.0

Source: Internatlonul Labour Orgaripation (ILO), Yearbook of Lahour $tutis-
tics, 1969 and 197H.




Table 2, Estimates of population structure

A ————- ¢ ot oy ¢

Mid~-yecor 1965 1970
population
Millions Per cent Millions Per cent
Total 1.74 100.0 8.63 100.0
Urban 1.16 15.0 1.50 17.4
Rui'al 6058 85 .0 . 7.13 82.6

——

Source: UNIDO, computed.

Table 2 indicates that the economically actiive population increased
beilween the years 1560 and 1970 by 22.4 per cent (1.9 per cent annually),
but that the female labour force increased more rapidly than the male
(40 per cent as against 10,7 per cent). This implies a slower rate of
increase for the esconomically active population than for the population
a8 a whole. Howevor, astimates for 1975 sugsust an active population of
4,409,000 pr.:rsons."‘v

Table 3. FEcenonjcally active population

Total Male Female

B . o A A 1 S R < et

Persorns Per cent Persore Por cent Persons Per cent

ne e - et - o aen s

Census - e .
20 Hal'zih 1960 ?, ,23'026 100-0 1,(’ ,,())8 0_.6 1'045'968 38.4
Census . o . )
1 March 1970 3,331,618 100.0 1,859,395 55.8 1,472,223  44.2

Source: TLO, Yearvcck of Labour Statistics, op.cit.

}/ ILO, Labour Fo.ce Eatiralciand Projections 1905.-108%, Part IT (Africa).

N



The breakdown of the labour force by economic activity is difficult
to estimats, Tr 1950, some 58 per cent of the active population were
employed in agricuitdre and rclated activities (mec Tabluc 4 and 5).
Cultivation is by peasant farmers, many with holcings of less than five
acres, which cover ruch of the forest area of the western and eastern
regiors, Among ihc non-ggricultural activities which provided employ-
ment for the remairing 42 per cent, the most ouistanding were trzde
and finance (13.6 per cent of the labour force), services of various
kinds (12.2 per cent) and manwfacturing (8.6 per cent). Other activities,
such as mining, ard transport and communications. absorbed smaller per—
centages. By 1970 the proportion of the total active population e.ployed
in agriculture and related activities had declined slightly to 54.8 per
cent. In 1967, fcr which more complete statistical information exists,
56 per cent of the active populaticn were cmployed in agricultural acti-

vities while manufacturing accounted for only 9 per cent.

Table 4, Distritution of active pooulation, by economic activity "

(Per cent)

Sector 1960 1967
Agricul ture, forestry and fishing 58.0 56.0
Mining 1.8 8/
Manufacturing 8.6 9.0
Construction 3.3 4.0
Transport, comrunications and utilities 2.5 3.0
Trade and finance 13.6 g._/
Miscellaneovy services 12.2 _a/

Sources AID, Ghara, Rev. No. 321, September 1375.

a/ The total of wiuning, trade and finance, and riscellancous services
amcunts to 23 rer cent.
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Conposition and trends of national income

Share of orois domestic product by cector

The gross dorectsc product (CDP) amounted 4o come £ 2,827 million in
1972. If this is relatcd to population estimateés for the same year
(9,090,000 inhabitania), a per capita GDP of ¢ 311 is obtained, which is
equivalent to some & US 233 (sec Table 6).

At regards the respective contributions to the CDP of the various
econonic sctivities (sue Teble 7), it should be poinled out that tre
agriculiural sector wus in 1972 the source of about half of the eatire
ODP; trade and finance contributed 14.1 per cent vhile manufacturing
accounted for only 10.3 per cent. If cne conpures thLe respective figures
for the year 1965, the contribution of the agricultural sector was
gomewhat levwer (40.8 por cent) while that of manufacturirg remajned about .

the same (9.7 per cent).

If this sectoral breakdown of the GDP is considered in relation to "
the manpower emplcyed in some of the sectors concerned, striking differences
of productivity become apparent. Taking 1967, which is the most recent
year for which relative data exist, in the economy as a whole, the GDP
per active person anounied %o some ¢ 520, whilc the corresponding scc-
toral {igures ranged from about ¢ 370 in the case of agriculture to
£ 690 in that of the manufacturing industries.

The relatively low productivity registered in the agricultural sector,
which in 1967 provided cmployment for not less than 56 per cent of the
total active population, means that to improve productivity in the over-
all economy special importance should be given tc ceveloping and improving
the structure of the agricultural sector. In adaition, manpower should
be shifted to otlicr sectors sufficiently devel-ped to abzorb it without

111 ecffects in the tromm of disguised unemployment.

Growth of (GNP

The figures given above are broadly illuetrative arnd must be viewed

in the light of tim2 ecries if the degree of rapidity with which changes '

have come about is to be assessed.
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Although the over-alldeveclopment of the country is on the wholc
relatively modcrate, in the period 1965-1972 the GDP in current prices
expanded by an arnoal average of 9.8 per cent while the per cap’la
QDP_incrca.scd annaally ty some 7.3 per cent. lowsver, in terms
of constunl priceg, real growth was very slight end cometimes even ncn-
existent. Most recent ECA data,-‘y for 1974 and 1975, show that between
1965 and 1972 the GDF ircreased, in terms of constant 1970 factor coat,
by 3 per cent. Assaming that the population grew at a rate of 2.4 per
cent ycarly, the per canita GDP increased by only 0.6 per cent. During
the same period (1965-1972), agricultural production expanded anmally
by 12.3 per cent. Since this rate is higher than that registered ior
the whole economy, the relative share of dgricul"ture in the total CDP
became increzsingly important. Further, assuming that the growth of
the active population in agriculiure rose yearly at a rate of 1.1 per
cent (ses Table 8), it may be concluded that a fairly intensive improve-
mgnt took place in the pruductivity of the sector. However, a large
part of the expansion of the agricultural product was due to increasing
prices of cocoa (which rose by 7.6 per cent annually) .

Table 8. Economically active population in agriculture '

Total Agriculture
Year
Thousands Per cent Thousands Per cent
1960 2,732 100.0 1,680 61.5
1970 3,492 100.0 1,914 54.8

Source: TI'ood and Agricultural Organization (F1.0), Production Yearbook,
1971’ VOI .‘ 26"1. | ’

-

g/ United Nations Zconomic Commission for Africa (cA), "Estimates of
gross domestic praduct by kind of economic activity at constani 1970
factor cost end rejated growth rates for Afidca (1974-1975)" (unpub-
lished paper).

y AID' QE_AE}' Rev. Mo, 315’ Dﬂcember 1974.
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Although the output of the manufacturing industry doubled between
1965 and 1372, iy c¢eveloped at a slower pace than agriculture. ‘this is
the main explanavioa for the fact that its charce in the tolal GDP remainzd
practiz lly unchanred. It is oufficient to merticn that, although the
progrens achieved by industiyy (vith a grewth rate of 10.5 per cent) wos
very marsed in avsclute terms, it did not succeed in changing the struc-

ture of Chana's cconony.

The reraining ceciors of the economy were also marked by high
increas.: in absolute vzlue between 1965 and 1972, but all in all there
were no real changes in the sectoral composition of the GDP during the
period. lore or Jess all branches of economic activiiy excvanded in

absclute terms witnout producing any change in their relative importance.

Availcbility of rocds and services

T: an econctiy such as that of Ghana wiere the exiernal sector plays
& very importent role, it is ecsential that measurcmenis of ihe GDP be
supplercried by other facturs which present a morc eccurate picture of
actual cupplics of goods and services. Such factor: relete rainly to the
effecis o fluctuatlions in terms of trade and the ret balarce of exports

and imports.

It is evident from Table 9 that in general the terns of trade have
improved since 1965. The result has been an increase in Ghara's pur-
chacing capacity tharks to which the volume of avzilable goods and
services has expanded in every year subsequent to 1945 up tc and including
1972, with the single exception cf 1967 (an annual crouta of 3.8 per cent).
However, the above positive effects were hampercd by an unfavourable
balance c¢f payments situation which, owing ic the dependente of the
economy on imported materials and equinwent, resultcd in a saostantial

over-all deficit on surrent accounts until 1972 (cee Table 14).

The siiuaticn iwproved greatly in 1972 and 1973 parily because of an
increace in exporis ot agricultural commoditiee ana raw materials combined
with stringent imposxi regtiraints, but also because of the high world
pric2s for cocoa, tlimoer, guld and bauxite. WJowcyory there is the danger
that inflation and ihe incrcace in oil prices may greatly reduc: the

favourable cvolution ¢f Grara’s terna of tradn.

I



Table 9. GDP and availability of gzoods and services

(#111ions of new cedis al current prices)

Availobility of

Year GoP Trade balance goods and services
1965 1,466 - 132.4 1,598.4

1966 1,518 - 92.3 1,610.3

1967 1,504 - 37.3 1,541.3

1968 1,700 - 09 1,700.9

1969 2,001 - 46.8 2,047.8

1970 2,259 22.6 2,236.4

1971 2,502 - 971 2,599.1

1972 2,827 121.2 2,705.8

1973 - 136.8 -

Sources United Nations, African Statistical Yearbook, op.cit.

Income distribution

In analysing the market for various kinds of manufacture, or the
possible demand for imported goods, it is important thati the pattern of
inoome distribution among the various sections of the population be known.

The data available are not accurate enough to allow for a very
thorough analysis. However, On average, the GDP per active person in
1967 amounted to some £ 520, with two extreme figures of ¢ 377 for agri-
oulture and # 700 for miscellaneous services. Farther, considering that
no less than 80 pe: cent of the population, or about 7.3 million persons,
were still living in rural areas, the per capita ancome must have been
extremely small. In contrast, the remaining 20 per cent of the population
generated 52.4 puv cent of the total GDP, represeniing an average per
capita income 3.4 times greater than that of the rural sector. It is true
that the rate of growth of consumption was falrly iniensive (see Table 10)
and even cutsiripped that of the GDP, but the genesal characteristics of
{ncome distributicn do rot scem to have undergone any significart change
between 1965 cud 2972,
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Table 10. Consumptiion expcuditure

(Millions of new cedis
at current prices)

1968 1969 1970 1971

Final goverumental consumption expenditure 285 285 299 324
Final private consumption expenditure 1,198 1,459 1,664 1,916
Increase in ctocks 2 41 48 42 .
Total 1,485 1,785 2,002 2,282

Source: Up'ited Nations, Yearbock of Nationa) Accounis Statistics, 1974,
Vol. I.

Investment "

By subtracting from the availability of goods and eervices (Table 9)
the respcctive values of total consumption expenditures (Table 10), the
net domestic invesiment in million cedis was found to be 216 for 1968,
263 for 1969, 234 for 1970, and 317 for 1971.

Owing to a complate lack of any eystematic information on capital
stock, rough estimates of its extent have been made on the basis of
indirect ctatisticzl in“ormaiion (see footnote to Teble 11). The relatively
high product-capiia®l 1atio may be attributable to ihe large proportion of
small-scale indusiry and artisan activity, thc capitel stcck of which is
very limited. Hcwever, the statistical data on which thesc estimates are
based relate rainily to registered industry which, if taken by itself and
providing the relesant figures could be separated, would chow a much lower
ratio.

llence, one cannot easily reach any well-fourndei conclucion on
capital slock. Hewaver, it can be said that, alihcurh more efficient

utilization of capacity would contribute to raleing ‘Le product~cerital



ratio, the development of infrastructural facilities and of those sectors

utilizing a higher capital intensity would tend to reduce it.

The rclevant figuies of Table 11 show thal in general the growth

of capital stock was smaller than that of the (iDP during the same period;

or the growth of the latter was not always acconpanied by a similarly

intensive investment cffort, bui was largely the affect of improvement
in the product-capital ratio. This rose from 0.77 in 1968 to 0.89 in
1971, reaching 0.9 in 1972,

Table 11. Investment co—efficient trends

Product- Investiment
Capital Gross capital co—-efficient
Year aop stock a/ investment ratio in per cent
(1) (2) (3) ()=(1):(2)  (5)=(3)2(1)
Milliongs of new cedis
at current prices )
1968 1,700 2,200 216 0.77 12.7
1969 1,999 2,590 263 0.77 13.1
1970 2,259 2,680 234 0.84 10.4
1971 2,500 2,800 317 0.8 12.7
1972 2'827 3’120 Nele 0090 -

Source: United Nations, Yearbook of National Accounts Statistics, op.ecit.

N,

On the tasis of the available data on capital consumer and gross
investment for the year1368-1972, cupital chock was estimated by
using - an aversge rate of depreciation of atout 5.0 per cent. This
rate was calculatcd by assuming that capiizl is consumed according
to the epproximate formulas

whore K i3 capital consumed, I is gross incesiment and x is the
average rate of depreciation of capital.




It is striking that the product-capital ratio increased when the

GDP was expanding ove slowly, while remaining stagnant when the develop-
ment of the GDP was more intensive. These dissimilar trends, related to
the calculated valuer of the investment co-efficicni, sugpest that the
expansion achieved by the GDP between 1969 and 197C was largely attri-~
butable to a more inlensive utilization of av-ilable capacity and also
that because of scarcity of capital accumulation ihe effect of investment
is immediately fcilowed by an increase in production. However, although
the product-capitel ratio may be calculated, it is sometimes difficult

to drav conclusiorns since output in the developing countries depends
greatly on agricultural production as well as on political considerations
which shape changing policies.

lmports and exports

Foreign {rade played an important role in Chana's e¢conomy between
1965 and 1973, in the course of which exports and imports increased sub-
stantially. Experts in current prices increased by about 13 per cent
yearly, rising from £ 249.4 nillion to £ 660.1 million. However, 70
per cent of exports consisted of cocoa and timber, both of which had
been uttracting very high international prices, while exports from the
manufacturing sector proper constituted less than 1 per cent of the total.
This shows an extremely disappointing perforrmance after a long and inten-
slve industrialization effort during which the principal cbjective of
industrial producticn had been to free the level ard compssition of con-
sumption and produciion from forcign excharnge coastruints, and to achicve
a substantial diversification of exportc whick had 1?27 been dependent

on cocoa and other prinary or extractive commeditics.

Imports tended io incrcase lese rapidly, btut wiih important fluctua-
tions frem year Lo year, depending on the policicu followed (ece Tables 12

and 13). Between 1769 and 1973, the import of con-wmer goods increasecd

&/ IBRD, cp.cit.

I



annually by 7.4 per cent, fuels by 12.4 per cent, raw materials and

intermediates by 12 ner cent and capital goods by 6.9 per cent. Table
13 shows clearly that the chare of raw materials and intermediates
increased from 34.2 per cent of total imports in 1969 to 40.8 per cent
in 1973, becoming by far the most significant import sector. 'Thie
increase look place at the expense mainly of imports of capital goods,
which deoreascd from 32 per cent of the total in 1969 to 25.6 per cent
in 1973. Machinery and equipment, building materials as well as tcle~
communications equipment were most severcly affected. However, in 1970

a sharp increase in imports of these goods was registered.

. Table 12. Composition of irade, by broad economic sectors
(Us dollars)

Imports Exports
1969 1970 1973 1963 1970 1973 I

Aﬂiﬁﬁis 17,240 21,719 35,898 182,659 317,793 376,614
Extractive

products

Non-metals 1,511 688 2,209 13,590 14,178 11,184

Metals 181 447 109 8,659 9357 91055

Fuels 19,406 20,838 34,720 2,023 654 3,664

u.?;gzgtured 273,105 313,802 298,967 87,103 82,342 134,208

Source: UNIDO, computer print—outs; and United Wations, Yearbook of
Internationz] Trade Statistice, 1474, Vel. I.

Morcover, in view of the slower growth of cavital goods imports, a
continuous drop in iheir ushare, comdined with ctagnation or a slower growth
of the aggresate capacity to import, might, since the inveetment cc~efficinnt

depends esseniially on the quantaty of capital geode imported, have
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unfavourable consequences for the further economic development of Ghana.
If the investment co--afficients in Table 11 are compared with the
imports co-cfficients in Table 14, it ie scen that investment co-
efficients follow the variation in imports co-cfficients with a time-

lag of one ycar. The sharp increase of the investment co-efficient in
1971 was due to thc large share of capital goouds ( cspecially of machinery
and equipment) iu the aggregate imports of 1970.

Table 14. Foreign trade

(Millions of new cedis
at current prices)

Trade Imports Exports
Exporis Imports balance co-efficien_tz/ co-efficien b
Yosr (1) (2 () (4) (5)
1965 249.4 381.8 ~-132.4 17.0 26.0
1966 209.2 301.5 - 92.3 13.8 19.9 "
1967 224.2 261.5 - 373 14.9 17.4
1968 313.0 313.9 - 0.9 . 18.4 18.5
1969 307.6 354.4 - 46.8 15.4 17.7
1970 441.7 419.1 22.6 19.6 13.5
191 345.4 442.5 - 97.1 13.8 17.7
1972 514.0 392.8 121.2 18.2 13.9
1973 660.1 523.3 136.8 - -

Sources United VNations, African Statistical Yearbsok, op.cit.

s/ (4) = -é%{;-xloo.

Y (5) = S+ 100,

Gor

Direction of ircd:

Table 15 shous tnat in 1973 about 80.9 per cont of Ghana's exports

wvere shipped to ine developed countries of Europe and to Worth America.
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Only 5 per cent were shipped io the developing countries of Africa.
Western Furope's Yuyiug position decreased by J1 per cent between 1569
and 1972 while tiat of the centrally planned Luropean economies
{ncreased by 7.6 per ceat. Howcver, during the 3ame period total
exports to the developed countries of Europe and to North America
decreased by 4.2 per cent to the advantage of the developing countries
of Africa.

Although impcrts from the developed countries of Burope and North
America declincd ly 11.3 per cent during the 3ame period, they still
amounted to 70 per ¢ent of total imports. It was the. relative
importance of imports rrom the centrally planned economies of Europe

which was weakenecd mosi severely.

I
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INDUSTRIAL STRUCTURE AND TRINDS

Employment distribution by branch of industry

The industrizl statistics avajlable in Ghana refer only to the
large-scale rmanufucturing establishmente employi.g 30 or more workerc,
An attempt to cvaluatu the small-scale irdustry secctor with the heip
of indirect backgreund data leads to the conclusion that its signifi-

cance is very far from negligible.

In 1967, total cmployment in manufacturing amounted to an
estimated 260,000 persons.Z/ As only 40,219 persons were cmployed in
large establishments, this implies that small-scale enterprises

employed ebout 85 per cent of the total manpower in marufacturing.

Table 16 chows the estimated labour force cistribution by sector
of small-scale enterprises in 1960. By comparing the total employment
figures of 1960 ard 1967, the annual growth was found to be barely 1.5
per cent, while employment in large-scale manufacturing enterprises
registered growth rates, between 1963-1967 and 1963~1970, of 6 and 8.3
per cent respectively (see Table 17). The major contributors to the

absolute increase in manufacturing employment between 1963 and 1970 were

the textiles and clothing sector and, to a lescer degree, those cof

food and chemical products, while the annual rate of growth of empl oy-

ment in thece sectors wes 21 per cent, representing 23 per cent of total

manufaciuring emplcoynent.

Valuc of industrinl praiuction and etructure or ikc manufacturins sector

*
The composition of the value of production “in current prices of

large~scale enterprises by branch  is given in Yavle 18. Produ:ticen

. ey o~

1/ AID, Chnva, Rev. No. 321, September 1975.

I
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gaive jnereased from £ 93 million in 1963 to £ 324.5 million in 1970,

the average annual rate of growth during these years being 19.5 per cent.
The veod erowth, however, was much more modest 1L She upward price
movements during this period are considered. The mzjor contrituting
sectors to the growth of the manufacturing output were, in order of
importance, textiics, paper and paper products, non-metallic minerals
and food. MNo data are available on the outpul of snaller estcblichments,

but estimates indicate a total value of produciicon of g 63.5 million in

1965, Y/

Table 16. Estimated share of small-scale erterprises in

+°4-al rimeats o Aadirmd e A ] A A Rer fimAt AN 4 1040
vOo oL TSN Cn Attt U noeLor LN LTV

Totlal employnent Estimated ner cent in

Branch 1960 census small establishments
Food 36,162 94
Beverarcs 8,057 82
Tobacco 842 3l
Textiles and clothing 95,7217 99
Wood products 14,688 . 2
Furniture and fixtures 27,041 90
Pulp, paper and printing 2,766 29
Chemical products 74925 88
Leather products 302 100
(excluding footwear)
Rubber products 495 6
Building materials 8,742 92
Metal manufacturiag . 7,928 8
Electrical products 142 100
Transportation eqid.pment 12,241 83
Miscellancous ranufacturing 10,289 99
Total manufacturing 233,947 . 78

Sourcc:  IBRD, op.cit.

—

§ TR0, apecit.
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Table 18, Estimated total valuc of manufacturing output

{of larrc-ccale enterpriges)

(Millicns of new cedis at currem vrices)

Grogs cutput

Branch
1963 1966 1967 1968 1969 1970

Food 5.44 12,40 20.93 25.02 33.93 36.33
Beverages> 13.89 21.48 18,49 2442 25.29 33.45
Tehacce 14.56 20.50 20.99 25.90 25.65 £5.95
Textiiles 2.92 8.90 19.C8 2.84 33.94 63.78
Clothing and footucar 2.14 5.17 .93 14.68 19.45 11.06
Leather and leather

products 0.44 0.42 0.47 0.66 .78 1,22
Wooud mamfactures 20.17 22.71 23.66 24.11 30.45 31.84
Furni ture and fixtures 2.79 2.90 2.34 2.44 2.38 2.61
Paper end paper products  0.85 2.8 4.98 6.17 9.05 10.74
Printir; and publishing 4.09 5.44 5.62 6.71 6.97 7.80
Chemicals and cheiical .

products 8.95 14.90 19.76 19.76 27.98 28.34
Pelrclevn and coal

products 2.04 5.22 6.06 | 6.38 6.54 6.75
Rubber producis 0.53 1.53 0.25 0.24 0.61 8,28
Non-metallic mineral

products 1.31 2.96 3.40 9.75 12.78  14.39
Basic retals 0.54 0.% 1.50 1.08 1021 2063
Metal transforming 11.40 12.47 15.28 20.40 22.04 28.74
Misccllaneous 0,98 __1.35 _1.26 _ 2,30 _ 3.80 _1.15
Total menufacturing 93.04 142.02 170.61 222,90 262.85 324.47

Sourcet United lNations, Growth of World Industry, op.cit.

a/  Excluding manufacture of raw gin.

In auy case, thc composition of inductry iv must satistactorily

This cnables

indicated by ihe value-added ir each branch of cetlvity.

a stricter appraiszl to be made of ihe relative inportance of speeific

industrial branches which register a high valuc of rroduction ticcuuie

the trunsformin. process depends mainly on the coo?t

nf vraw u lerials,

I
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The relevant figures are shtwn in Table 19 and corroborate what
has already teen irdicated regarding the increasing importance of the
textile and food sectors. The table shows, however, the diminiching
significance of other sectors, such as beverages, lobacco and wood
manufacture, although their share in the percentage composition of
value~added is quiie high. This, in a sense, night be interpreted as

a favourable trend towards some kind of diversificalion.

Another important question in relation to the ccmmosition of manu-
facturiig output is that of its distribution by types of product. The
relevant figures are shown in Table 20, where a distinction is nade
between consumer geods, intermediate goods and capital goods, and vhere

the data again suggest a trend towards diversificaiion.

While in 1963 the composition of manufacturirg value-added was 77.9
per cent copsumer gocds, and 16.4 per cent intermediate products, the
respective distribution in 1970 was 56.7 per cent and 35.5 per cent.

The output of capital goods remained negligible in the vicinity of 7
per cent. Neverthcless, these data are clearly indicative of the pro-
nounced tendency of Ghanaian industry to concenirete its efforts on tre

production of consumer goods.

Conparison of the employment data with the figurcs of value-added
shows that differences in productivity from one brarch to another vary
subsiantially. The highest figures for the velue-added per person
erploycd (see Table 21) are registered in the tobacco indusiries,
followed by ithose relating to the manufaciure of petrolcum and coal
products and, thereafter, to the beverages and paper industries. In
contrast, those rccorded for the manufacture of tertiles, clothing,
food and cherical products are relatively low. Tiese disparities are
primarily relatca to the average size of the ectablishmenis and the
varying degrees of mechanization and capital intencity characierizing
the activities in question; this is true particulirly of both the

tobacco and petrol cum-based industries.

Table 22 gives & breakdown of raw materizls and intermediate
produsts in inductry as a vhole and in its main brunclhies over a rumber
of years. Conpaving the figures in this tabl: for 1970 with ilose of

Tabie 14 for the swme year, it can be secen thut rot more than 20 por cent

I
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.Table 21. Productivity by branch of industry
(New cedis at current prices)

Value-added per person employed

Branoh

1963 1966 1967 1970
Food 1,041 1,178 1,470 3,902
Boverageeg/ 5,055 7,411 6,195 8,285
Tobacco 19,260 12,603 10,034 17,348
Textiles 966 1,541 2,741 2,238
Clothing and footwear 2,831 1,34 2,359 1,215
Leather and leather products 1,169 1,037 1,067 920
¥Wood manufactures 942 1,168 1,238 1,381
Furniture and fixtures 579 561 724 915
Paper and paper productis 2,291 2,563 3,459 6,261
Printing and publishing 1,434 1,500 1,512 1,410
R e cheroat 2,009 3,55 3,114 3,8
Petroleum and coal products 8,507 11,417 14,728 16,092
Rubber products 592 9N 871 4,296
Non-metallic nineral products 725 140 1,142 2,549
Basic metals 977 625 2,138 1,841
Metal transforming 905 1,583 1,493 2,523
Miscellanecus 1,756 1,542 1,204 2,491

Source: United Netions, Growth of World Indusiry, op.cit.

s/ Excluding menufacture of raw gin.

of total raw matcrial requirements were purchesed lnocally. Because of thic
excessive reliance on imported raw materials, indusiry has been plagued Ly
underutilization of installed capacity. The valnerability of Ghana's
industry is unavoidable if the percontages of iccally purchaced raw
materials romain at these low levels while the czpacity to import decreases

or even fails to increasc sufficiently.
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Table 22. Composition of raw material inputs by branch of industry

(Millions of new cedis at curreat prices)

Input of raw materials
(Cross output less value-added)

Branch
1963 1966 1967 1968 1969 1870

FOOd 3.25 9-08 16 096 17062 20099 21 093
Beverages?/ 5.56  6.14  4.80 " 6.35 7.39  9.83
Tobacco 2.85 2.49 3.29 4.35 3.95 4.89
Textiles 1.57 4.38 8.20 %6.91 26.77 43.959
Clothing and footwear 1.20 3.31 4.57 1.95 10.39 5.26
Leather and leather .

products 0.26 0.25 0.28 0.38 0.40 0.69
“OOd m&nufaCtures 8007 8.02 10066 15.25 14.29 14. 10
Fumiture and fix‘tures 1017 1018 1.08 1016 1004 luw
Paper and paper

producte 0.33 1.39 2.31 2.91 4.17 5.90
Printing end publishing 1.26 l1.44 1.24 1.54 2.77 3.16
Chemicals ard chemical ; i

:rozuc:sa chemeal 5,30  7.87 11.28  12.47  16.56  17.89

Petroleum and coal

0.16 0.87 0.64 1.11 0.53 0.493

products
Rubber products 0.11 0.7T2 0.09 0.08 0.25 3.37
N°’;;’;‘§ziiii° mineral 690 1.50 1.0 5.96  7.24  9.04
Basic metals 0.28 0.60 0.64 0.02 0.78 1,40
Metal trancforming 8.46 6.48 7.9 il1.383 12.81 17.43
Miscellancous 0.49 0.63 0.57 1,36 1.22 0.45

Total manufactuidrg 41.02 56.35 715.60 107.85 125.55 160,51

Sourcet Tables )2 nud 19,

_&/ Excludirg manuracture of raw gin.

The distributicy of raw waterial inputs hy trauches of indusiry shows
that here oouin textile and food manufacture are th: snctors with the

highert rate of iasre.se, with raw raterial inputs accounting fer 27 and
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13.7 per cent respectively of total manufacturing inputs for 1970,
followed by chemicals (11.2 per cent) and metat mam:facturing (10.9
per cent). These four branches cover togcther abiut 63 per cent of
total raw material inputs for the same ycar.

Fixed capital formation

Deta on capitel at the dispesal of industry are cf particular impor-
tance for an examination of the salient features of the memfacturing

sector. Hovever, relcvant information is scanty and unreliable,

In 1969 the atock of fixed capital for the averuge employed person
was reported to be about ¢ 880 at current prices. Assuming thet in
the samc year the number of employed perscns was 52,500 (see Table 17),
it is estimated that the stock of fixed capital of the large-scale
manufacturing sector reached ¢ 42 million or less than 1 per cent of
estinatcd gross domesiic capitel (see Table 11). |

Unfortunately, it proved impossible 1o estimate the distribution
of fixed capital by branches of industry, which would have enabled a
more careful study of the problem. However, Table 23 shows that the
intensity of capital investments varies from year to year, confirming

the diversification trend of the manufacturing sector.

Although the investment effort of certuin dbranches remained more or
less the same, for others, such as those of clcthing and beverages,
it was greatly intcensified. The recorded gross additions 4o fixed asscts
in manufaciuring were only 6.2 per cent and 5.9 per ccnt of the estinated
gross domestic capital formation in the vhcle econory for 1967-]&/ and
1968 respcectively (sce also Table 11).

9/ IBRD, op.cit.
1¢/ Ivid.



Table 23, Gross fixed capital formation and percentape

sompesition by branch of industry

Gross fixed capital for—
mation (Thousands of new

Percentage compogition
of gross fixed

Branch cedis at current prices) capital formation
1963 1967 1468 1963 1967 1968

Food 238 645 1,070 1.6 3.5 8.5
Beveragesy 234 1,031 1,473 1.6 5.5 11.6
Tobacco 150 359 64 1.0 1.9 0.5
Textiles 314 7,210 1,098 2.2 38.6 8.6
CIGthing and fOOtwea.r 72 698 2'402 005 3.8 18.9
Leather and leather

Srodnots 18 117 164 0.1 0.6 1.3
Wood manufactures 2,087 5,445 2,321 14.4 29.1 18.3
Furniturc and fixtures 103 168 229 0.7 0.9 1.8
Paper and paper prosucts 26 277 860 0.2 1.5 6.8
Printing and publishing 838 206 586 5.8 1.1 4.6
Chemicals and chemical :

Sroducts 2,533 1,040 1,297 10.6 5.6  10.2
Petroleum and coal

products 141703 - 46 53.2 = 0.4
Rubber products 16 36 3 0.1 0.2 0.0
Non-matallic mineral .

prOductB 383 200 1&9 2.7 100 009
Basic metals - - 79 - - 0.6
Mctal transforming 242 816 ~09 1.7 0.1 1.4
Miscellancous 526 ___AM4 378 3.6 2.4 3.0
Total 14,483 18,692 12,703 100.0 100.0 100,0

Sourcet  United Neotions, Growth of World Industry, un.cit.

a/ Excluding manulaciure of raw gin.
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Chapter IV

INDUSTRTALT ZATI Ol POLICTis~Y

a—

The past development of Ghana has been marked by: slow growth in
government revenues and rapid growth in government expenditures; mis-
allocation of developrent funds; high dependence on imports and stag-
nating exports and over-reliance on a few traditional export items
(cocoa, timber, gold and diamonds); over-dependence on foreign aid;

a low lcvel of prodrciivity especially in asricultvre; the lack of a
rational industrialization policy leading t0 inefficient import sub-
stitution; and underutilization of productive capacity.

The years 1972-1974 were designated "agricultural yeers" and
prospective government policies fell into six categories: increasing
agricultural output to fced the people and produce raw materials for
industry; conteining thc balance of payments problen; irncreasing export
earnings; reducing the budget deficit; rchabilitating and expanding
other vital sectors of the economy; and es‘:tablishing proper priorities

in the provision of social services.

In recognition of the basic structural imbalances and the continued

veaknesses of the economy, the most recent development plan cells for:

(a) Greater efficicncy in the use of scarce resources by
fixing appropriate prices which more accurately reflect
opportuni ty cousts and the rate of inflation;

(v) Competitive stimulus to industry by alloving firms greater
freeden in managomel and entreprencurial decision-makings

(c) Faller vtilization of relatively atundant land, natural
resow:es end manpower by prograrmes yhich will enhance
the guality and efficiency of indigencus suostitutes;

(d) Large: contributions by small-scalc units in industry
and agriculture;

cswe mam

H/ Based also 2n information contained in IZLD, on.cit.; and UNIDOC,
Inducirial Tpvestment Information, Ghana, January 1976.
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(e) Fuller utilization of existing capacity; and
(£) Adequate supply of sparc parts.

The degree of efficiency of the capital uaxrket, the extent of the
participation of foreign capital and other similar fuctors form the
institutional environment for indusitrial developmert. These factors
may be divided inio iwo main categoriest requirements for financing
industrial development; and protective and deveioprent measures takcn
by the State.

Industrial development financing

In absolute terms, financing increased from § 4-5 million in 1964~
1965 to about £ 80 million in 1971-1972. There was alco a marked
change in the portfolio composition of commercial bauks in favour of
*he financing of the manufacturing sector, the share or which in come
mercial bank loans increased from about 4 per cent in 1964-1965 to
32 per cent in 1971-1972,

Traditionally, the operations of commercial banke in Chana have
been geared mainly to the financing of commerce. However, during the
eight-year period 1964-1972, the rate of growth of commercial bank loans
to commerce increased only slightly over that of total loans while those
to the manufacluring sector increased at moro than dnuble the rate of
grouth of total loans. As a result, the share of commerce in total
loans increased by 2.6 per cent per annum and the share of mamifacturing
incrcased by 21 pe:r cent per annum. The share of ccastruction and of
all other sector:s in iotal loans declined at a rzte of 11 per ceni per
annum and 5.5 per cent per annum respectively. It is quite clear that
large~-scale manuiacturing has attracted and coniirues to attract a

major share of the loanable cepital of commercial boaks in Ghana.

Until 1969 ihe Bank of Chana had concerned itself almest enti rely

with the traditional runctions of a central bark, lcuving dcvelopment

finance functiont t¢ other tinancial institutions such as the National

Investment Bank (¥:B) ond the Agricultural Developneai Bank (ADB). The

I
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Bank of Ghana has since decided to become invelved in the developmeat
of the industrial and agricultural sectors of ikLc cconomy in order to
supplement the available medium— and long-tcrm credit. A Development
Finance Departument (L¥D) has been created within ihe Dank to offer
leadership to the other financial institutions of the couutry in the
effort to achieve a balanced growth of all sgectiw3 oi the economy

und to estavlich an effective lirk betwecen finance and project develop-
ment. A primary role of DFD is to ensure that sacli borrowers become
more creditworthy and that such credit fulfils the oovjective of

econonic growth.

The opcrations of IFD are divided into three mair activities: (1)
institutional financing; (2) a technical adviuory vnit; and (3) a -
credit guaraniee scheme. Institutional financing involves naking direct
loans to ALB and NIB to increase their resources for the develcpmenl of
agriculture and industry. By the end of 1972, the Bank of Ghana,
through LFD, had made loanc to ADB amounting to ¢ 2.9 million, of which
¢ 19.9 willion were earmarked for various activities related to "Operaticon
Feed Yourself" in 1972. Leans 4o NIB amounted to § 33 adllion, of which i
t 20 million were granied in 1972. These loans in 1972 substantially
increased the lending capability of the two major develcpment finance
institutions. It should be noted, however, ihat despite the DFD's
averred concern with srall borrowers these loanc do not appear to have
been specifically direcied towards them. NIB, for c¢xample, does rot
make lozns of less than £ 10,000 and ADB credit o small farmers in
1972 (¢ 3.8 million) represented only 13 per cent of totel lending in
that year. In addition to lending sctivities, the Bunk of Chana holds
equity participation in A3 (£ 3.5 million out of a iotal of £ 18.4 million)
and in MIB (£ 1.5 inillion out of £ 12.1 million).

DFD through itc technical advisory unit is engaged in the identifica-
tion of new arcac of investment and the preperaviecn of preliminary feasi-
bility studies. Feasible projects imtiated by IFD are then promoted
through negotiations with credit institutions, which may be grantcd .
credit for the purpose of financing a projeet. This unit is also re-
aponsible for supe.vizing projests with ihe object of enwiring their

success and the preror utilization of funds granted vuder the rusranteed
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loan echeme. The primary purpose of this technical unit is to fill a
void in thc operations of the three commercial harke in Ghana, which
handle 95 per cent of credit to small borrowers bul wnich do not

possens the rachinery for undertaking the appraisal ol projects or
fqg,fo]]owing them up. Limitations of menpower, however, have restricted

th; actual operations of this unit.

Another importart function of DFD is the operation of the credit
guarante: ccheme for small borrowers. The objective of this programme
is to encourage financial institutions, in particular the commercial
banks, *o0 be morc liberal in granting loans to small Ghanaian entre-
preneurs. This schere basically provides insurance cover to credit
institutions against possible losses vhich may occur as a result of
default by small borrowers. All three commercial barkes in the comntry,
as well as ADB and NIB, are eligible to obtain guarantees under this
progranmec,

Coverrment emphasis on the development of the priority sectors of
the eccnomy has resulied in a reorientation of the uzual commercial
banking activities of the Ghana Commercial Bank (GCB) of which the
government is the only shareholder. In 1969, credit policy was reviewed
in this context, and medium-term financing introduced to mect the credit
requircrents of industrial enterprises and businessmen whosc financial
needs cxtended over a longer period than is usually associated with
normal commercial banking practices. The Developmeat Finance Unit (DrFU)
of GCB wac reorgenized to meet these new objectives. In addition to
processing applications for medium-term loans, IFU carrics out detailed
ptudies of tre operations of customers, especially in the industrial
and agricultural fields. Post-finansing activities involving businzsc
managenent services are also availcoble to assist customers in running

their entcrprises on sound business principles.

GCB, with the support of the government, ras c¢ontinued to explore
ways in which its development role can be expernded. Ian Octokter 1972,
GCB succecded in secaring amendmenis to the dccx&y;ﬂzstublishing it, which
permit it to en;mge more fully in development financing and te participate
dircctly in irdusirial undertakings by way of egui”; subscription. The

CCB deeree of 1972 permats it to grunt mediv = an?d long-term eredit of up
I g t
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to 20 per cent of savings deposits it holds. Further changces in the
structurc and operaii ou of DFU are envicaged in order to allow it to
perform adequately its cxpanded role. The prop-rued expanded financial
activitics of GCB sre¢ potentially significaat vs iv controlled about
55 per cent of total ausets of the commercial barking system in 1972
and hence it is th: wajor commercial banking instituiion in the
country. By the middle of 1971, however, GCB had committed over

£ 57 million in shori-term financing and only £ 7 millicn in mediun-
term financing to ihe industrial sector (including miring and con-
struction), thus roflecting the traditional oriertation of the past.
In addition, over £ 6 million in credit facilities had bcen grantea
to small borrowers under the terms of the credit guarantec scheme of
the Bank of Ghana for the establishment and development of enterprises,

or to incrcase prcduction and efficiency in various small undertakings.

NIB is the main dcvelopment finance institution in Ghana. It was
establiched in 1963 as an autonomous joint State-private bank. Iis
fundamental role is to act as a catalyst in the development process.
Acocordingly, its basic objectives are: (a) to assist in the establish-
ment of ncw enterprises and to facilitate the participation of external
and internal capitalj; (b) to encourage Ghanaian business concerns;
and (¢) to identify emerging invesiment opportunities and bring together

capital, capable management and technical expertise.

NIB operates in all sectors of the Ghanajan economy, whether public
or private, industry or agriculture. It is cmpowered to grant medium-
and long-term loans, to purchase securities cr intereste in enterprises,
to enguse in guarantec activities and underurite bonds and equity
gecuri tics, and tc ~ondoct technical feasibility studies. The authorized
share capital is § “0 aillion, of which 75 per ccat ris been laken up by
the government and the rcmainder by the private sector. The paid-in
equity capital is ¢ 2.06, of which ¢ 1.9 millien wese invected by private
{nvestors and the rest by the government and the Bank of Ghara. The
Bank may increase itsn share capital when necesrary and a1t can borrow up

to three times its yuld-up equity and reserve funac.

The lending activiiles of NIE are restricted 1o medivm- and long~

term loans for betveea 2 and 29 years. The minimm size of a loun to be
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ooncidered by NIB is £ 10,000 and the maximum is £ 1 million. The
general policy gvidelines prohibit the re-financing of existing loans
in an entcrprise, or the undertaking of the foreign exchange risks of
its lending activities. Moreover, the Bank is not permitted to
acquire managementi control over any enterprise and will not finance
more then 90 per cent of total investment in a preject. NIB's policy
in taking equity participation in enterprises it finances is to under-
write ultimately the sale of these shares to Chanaian investors. The
loan terms and conditions are noi rigid and depend vwpon the project
risk and the cost o the Bank from its own funce.

A thorough evaluation of the performance of NIB as a source of
funds for the manufaciuring sector during the past decade ic hindered
by the limited nature of the available information. This information
indicates that the characteristics of the early years of NIB operatious
reflected the econumic environment in Ghana during 1963-1966, when
significant projects wcre {aken up by the government or by large

expatriate firms that did not need NIB assictance.

NIB operations during 1967-1970 reflected a deliberate change in
lending policies to favour private and joint ventures in various
sectoral activities, in accordance with gencral economic fuidelines.
This policy entailed intensive preojcct preparation znd promotional work
by tho Bank staff, particularly within the Developmert Service Institute.
At the same time, however, there was a general improvement in the
quality of lcan proposals by Ghanaian entrepreneurs compared with the
earlior period. The quantity of loan applications from Ghanaians also
1ncfeased substantially after 1968 and was strongly boosied by the
Ghanalan Pusiness Fromotion Act of 1970, which reserved cpecific
industrial service and commercial activities for domestic investors.
Loan applications fripled between 1969 and 1977 when many Ghanaians
sought financial assirtance to buy expatriate vusiness. NIB was also
active in collaborating with forcign institutions with regards to

external loans, joini ventures and staff training.

The Copital Invectment Board (CIB) was esilallished in 1963, Lut its
functions were rafornwlated in 1973, It now contrituies to the following

objcctiven:



(a) The development of the productive caracity of the
economy through the efficient utilization of Ghana's
resources and econormic potentialj

(v) The full und efficient utilizatic  and expansion of
the productive capacity of existing envcrprises;

(c) The efficient saving on imports, the incroase of
exports and the improvement of serviczs which will
essist the strengthening of the balance of parments
positiong

(a) The encouragement of a fair country-wide distribution
of invectrents having in mind the nced to cevelop the
rursel areas and to avoid undve ccncentration of invest-
ments in the urbzn areas; and

(e) A high level of emmicyment and the impertation of

technical skills to Ghanaian citizens.

CIB offers prcepective investors a variety of safeguards end incen-
tive schemes designed to enhance their invesiment outlook by improving
the return on their projects in some way. The undcrlying rationale for
providing councessions is to make low-yielding invesimeats, whiclk are
nevertheless socially desirable and more attraciive to the investcr, by
permitting & rapid recovery of capital and a bigher return. A variety,

-

of incentivec are avzilavle under CIB regulaticnass

(a.) An employment tax credit for a maxirum of ter years in
order to stinulate investment in labour-inteusive
industries;

(v) An income tax holiday for a maximum of five years:

(c) Capital allowances in respect of buildings, machinery,
structures, etc., at rates additional to the rates
provided under the Income Tax Decrce;

(d) Deductions to chargeadle income for capiizl expenditiures
on scientific research equal 1o 25 per cent of such
expend: tures for a maximum of four ycers;

(e) Exemptions c¢f up to 100 per cent from fwport and customs
duties ond purchase iax for imported poods that are
essential for the implementation and ojperation of a
project;

(£) Exempiicus of up to 100 per cent frum expcri, excise
dutiec ard sales tax on goods produwci oy &n approved
project vor & maximum of ten years;

(g) Deferment of payment of registration fre: and stamp duty
on capitzly and

(n) Exemptions from property tax <n buildings,
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CIB can grant the cbove benefits in varying amcunts and over varying
periods but not to the cxtent of tending towarcs tie establichment of
moncpolies. lioreover, safeguards are provided ter foreign investors
with respect to expropriation, compensaticn for aati rnalization,

arbitration and repatriation of profite.

Protective and develooment measures for industry

The goverrmeni's policies sirive towards strenginening local entre-
preneurship, creating a dynamic private sector tut one that is not under
foreign control. During recent years a large runber of foreign-cwned

enterprises have passed into Ghanaian hands.

The Capital Investment Decree of 1973 (NECD 141) reserves certain
types of enterprises for full Chanaian ownership; others rust e
jointly owned by Chanaians and foreigners. Furiher, the procedures
for approval to establish new enterprises, initiated by contact made
with the Capital Investment Board, are highly complex. The transfer of
capital, profiis, and external loans and interest thereon is guaranteesd
under the Capitul Invesiment Act; however, the non-availability of
foreign exchange has, in practice, frequently interferred with such

transfers.

Between 1964/1965 and 1969/1970 the tax contribution of manufac-
turing firms declined from ¢ 5.4 million to ¢ 4.3 nillion in line with
the over-all drcp in reverue from this source. This declire contrasts
with the rapid expancion of manufacturing output during this periog.
Company tax conciituted 5 per cent of the gross valuc of producticn in
1964 and 9.2 per cent of value-added. In 1969, the percentages had
fallen to 1.5 pc- cent and 3.1 per cent respectivcly. As tax rates
increased during this time, the fall is partly a rcsult of the decline
in chargeable incone, i.e., gross profits less Jdepreciation, interest
end other taxable zllcewances. This seems to reflect a reduction in
the profitabili.; of manufacturing operations. J secoind cause couid
be the increaced allcwances and tax holidays granted to mew indestry

as part of the investrent incertive programmes. for ihe Capilal

N

T .
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Investment Poasd hos used its powers of tax exemption quite literally
sincc its establivhient in 1902, Up to 1970, the buard had approved
89 apniicaiicns prolving an investment of whout ¢ 150 million. Tax
exenpticns were rorwrally granted for perious of “hree to five years.
These exemptions heve resulted in substantial revenue losses. From
the 22 applicatious approved in 1969 (capital invesiment £ 30.8
million), the revenue losses (for all taxes, not just company iax)

were cstimated at §# 15.2 million for the duratinn of the tax exemptions.

1t may v qu-sticned whether these tox exemptions and allowances
are effeciive in svtracting aaditional investmant zbove the level
determined by the cver-all political and econouic climate and merket
opporturities in each sector; and if so, whether the gains justify -
the drawbacks of (a) reduced government revenue, and (b) encouragement

of unduly capital-intensive investment.

Total revenue fiom company income tax shows a decline in yield .
from £ 47 million in 1069/1970 to § 22.5 willion in 1972/1973. A more
recer.t oreskiown by economic sector ie not availoble, but it is
intereziin:; ‘o roie the difference in 1969/1970 in 1he yield from the "
manufecturing ond mining sectors. Mining paid mor: than five tines
the amcunt of company tax in that year although its gross output was
only 18.0 per cent of ihat of manufacturirz. As the rates of tax on
chargeaole income were much the same, the discrepancy suggests that
mining is a much more profitable activity than manufacturing in Ghana.
Hovever, profitability in manufacturing may have been adverscly affected

4

by a higher incidence of import duties, cxcisce tax and sales tax.

Ra'es of duty on industrial raw materials znd cquipment have been
low, usually citrex 5 or 10 per cent ai velorem, corpared with duties
on imporind censuner goeds ranging between 50 per cent and 150 per cent
during the 16¢50s. Saveral large manufacturing firns have been exempted
from import dutiez for varying periods of time under the Capital

Investment Act cr other dispensations.

In 1968, soms =% per cent of imperts were dvty free. Between
1966/19'07 and 19';'1/.".9?2 the total receipts from impert dutics read as

follows (in million cadis)e
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Estimie
1966/61  1967/66 1968/69  1969/70 1970/71  1971/72 1972/73
67.3 59.4 55.9 67.5 104.6 89.0 62.6

It has been irpossidic %o isolate dulies on matezjial and machinery
inputs to the manufecturing industry from the totals, but in view of
the low rates on tacse items ard the ciutersive exemplions, the burden
on industry ic not liliely to have exceeded ¢ 20 million in 1972/1973.
Thie represents 5 per cent of the estimated vaiue of manufacturing

indusiry output.

This tariff structure and policy has had four important consequences.
First, the estaklishment of indusiries for final assembly of semi-finished
components has be2n encouraged. The industries produce low value--added,
particularly if measurcd at international prices (e.g., motor vehicle
and radio assembly). Secondly, low or cerc duties on raw materials
combined with an over valued currency have discouraged backward linkages
with Ghanaian agriculture. Closc relationships of confidcnce built up
with overseas suppliers on the basis of quality and service as well as
price are difficult to break once ithe initial period of duty cxemption i
expires. Thus irdustry has remained extremely import-intensive. Thirdly,
the highly differentiated tariff structure provided an incentive and an
opportunity for iupcriers to evade duty by wrongly describing imports
as articles altracting lower taxes. Fourthly, a duty of only S per
cent on machinery has biased investment towards capital-intensive tech-
nology, hampered the development of indigenous substitutes using &
higher labour input, reduced the labour-absorpiion capacity of inrdustiry,

and prevented the emergence of a machine-building sectur in Ghana.

Some steps have beon laien to tackle these problems. Duties were
raised on sone raw materials and lowered on finished products. The
1973/1974 budget sivplified and narrowed the rwnge of duties from the
previous 5-150 tc¢ 2¢-40 per cent. Licence fees intrciuced were calcu-
lated as a percenisgs of the value of the impori licence. PPees were
levied at percentage raves of 5, 10, 15, 20, and 30, eccording io com-
modity groups, wiih tiic higher levies being imuased on luxury products,

The import duty on machinery (5 per cent) was abolished, but a licence

lovy of 20 per cent efrectively raises the cost of imported equipment.




Fxcise duty i levied on a variety of local manufactures. Until
19693/1970 the excins cuty net covered 34 items al rates varyinge frem
5 1o 20 per cent zd_velerenm, cxcept for cigaretic:, which carried
rates of betlween 43 ang 15 pzr ceni. Ten additieral items were added
in 1970/1971. Baltery--operated short-wave radiuvs ware remeved in the
1973/1974 budgeve 1In wicition, a local duty on cocoa processad in

Ghanaian factories §o imposed.

‘xcisaole iteins are also subject to a sales tox varying hetween
5 and 7.5 per cente Untll 1973, these taxes were levied on imperts
as well as on local waovfaclures, and estimated roceipts ror 1972/'19'{3
wera £ 10,9 nillicn freoa imports and £ 20.1 million from local products.
However, the 1973/.:974 tudget announced that importc would no longer

attract sales taxes.

Ths manvfacturinz sector is subject to a heavy burden of indirect
taxrs. This borden is not equally shared between firms, not only because
of wide variations in rates of tax from product to product but also
becauce of the extensive use of tax exemptions as investment incentives.
The result is that the profitability of some firms is severely esqueezed
whereas others are unduly feather-bedded. The expansion, replacement
aaa improvement of manufacluring capacity has not, therefore, been
closely related 1o the efficiency with which existirg capital resources
have been utilized.

In conclusion, it is difficult to see how the tax burden on irdusiry
could be reduced without a reduction in the public and social services
which are being finznced from the revenue. The relative burden on ithe
cocoa farmar is greater still. More could te dore, however, to spread
the lcad more cquitatiy, ard to encourage greate:r eofitciency, T a
further simplificatior end unification of tax rafes ynd by subslituting
labour subsidies for beih tax rebates and capita! incrntiues as ihe

main instrumeni of investient premotion.
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