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Swmary

1. Part 1 draws attention to the rapid growth of the public sector

in the economies of sub-saharan Africa and the consequertial importance

of the performance of this sector for overall economic develoupment.

The paper is bascd on case materials from Ghana, Senegal. Tanzania aud
Zambia and information is provided on the history, size ond structuve

of the industrial public enterprise (PE) sector in each of these countries.
It is pointed out that this sample, although selected simply on the basis

of data availability, nevertheless does have some claims toc be representative.

2. Part II (beginning page 14 ) surveys the evidence ow the economic
pecformance of PEs in these countries. It commences by considering the
object.ves writu which they were created, drawing attention “- the
multiplicicy of these and to the importance of non-economic goals. It

theu examines economic perfcrmance under various headings: financial;
output and productivity; balance of payments; employment, Africanisazion
and digtributional offectas. It crncludes that it is difficult ro point with

any conficence to any substantial achizvements, except in the area of




Africanisation, and also points out that the establishment of state
industri:s (usually by means of nationalisation) has probabliy discouraged

the growth of private industry.

3. Part III (beginning page 46 ) examines the determinants of ecoaomic
performance. These include the general economic envircnment; project
planning; financial considerations; over-manning; shortages of managerial
and other skills; corruption; and tne political milieu. Some emphasis

is placed ca the latter aspect. A ‘trivialisation of political comtrol' is
regarded as being rather common, in which governments fail to provide
adequate guidance on issucs of general policy but invclve themselves

excessively in the everyday running of enterprises.

4. Part IV (beginning page 56) offers conclusicns, of which there are two
chief omes: (a) if the case materials reflect the general case then there
are better ways of stimulating induetrialisation thap by the creacion of PEs;
but (b) that the data a-e too weak for confident generalisation and there

is an urgent need for better informatiun,

I - Introduction

5. One of the most distinctive features of post-Independence Africa has
been the growth in importance of pubiic erterprises in he productive
structures of its economies. Colonialism itself laid the foundation, for
while cclonial administrations did not generally invest directly in
agriculture and industry they participated actively in distribution - through
merketing boards and rhe like - anl other sevvice activit.es. Mora
importantly, they promulgated the view of the central government as the

most important agent of change and econcmic progress. Far from being laissez




faire, as is sometimes suppoced, colomialisu was highly interventiomist. It
vas tanus a simple step further for the leadars of the newly-independent
states to extend the realm of the state to mining, manufacturing and
agriculture, both through the acquisition of previously foreign-owned

concerns and through investments in newly created srate eaterprises.

6. By no means was this movement confined tc governments which in some
serious serse described themselves as socialist. In varying degrees, ic

has been a near—universal tendency. Sgecific examples will be given shortly;
suf.ice it here to give the example of Kemya. This is generally regarded

as having a pro-market, private enterprise orientation yet its natiomal
accounts reveal the total public sector to have contributed 227 of GDP io

1977 and state investments are widely dispersed through the industrial sector.

7. Th- effl ienmcy of the public sector, and of state industry, has thus
become a matter of the greatest importance to the overall performance of the
economies of Africa. The principal objective of this paper is to bring
together as much evidence as is availzble on the performance of public
enterprises and its determinants. The primary focus is on the manufacturing
sector aad upon wholly state—owned public enterprises (PEs). 'Mixed'
enterprises (MEs), where ownership is shared in varying proportions between
the state and private (usually foraign) sharehclders will receive less

attention, except as points of comparison with PEs.

The case materZals

8. This paper is based upon casematerial drawn from four cruntries of




sub-sanaran Africa: &@Lquﬂ,mmmnaMZmﬁml We make no
pretence that this is a carefully selected sample designed to be
representative of Africa as a whole. These were, quite simply, the only
comtries about which a reasonable body of relevant informatic i could be
found. A diligent search was mounted for published materials on other Afri:anm
countries, including recourse to computerised bibliographical search
facilities, but with few results. Africa provides a parvticularly acute

example of the conclusions of the 1979 Expert Group Meeting that,

1. To avoid frequent and repetitious acknowledg>ments of sources we will
at this point summarise the chief sources used for each country. The
following text is based heavily on the following publications, to whose
authors we are greatly indebted.

Ghana: Tony Killicg, Development Ecomomics in Action: A Study
of Economie¢ Policies in Ghana. Londen, Heiremann
Educational Books, 1978, especially chapter 9.

Tony Killick, 'The state promotion of industry: the case
nf -he Ghara Industrial Development Corporatiom’.

¢ .- 5 =ial Science Jourmal, Vol.2, No.l (1972) and

T .3 ¥Yo.l (1976)

Senegal: World 7 .ok, Senegal - The Para-public Sector Report.
Washington, mimeo, Juue 1977, Report !o. 1619 a - SE
(a classified document).

Tanzania: John Wilton, The Role of the Public Sector in Tanzania.
A report specially prepared as background to the present
study, available separately, July 1981. See this pape~
for detailed informaticn on sources used.

il

Zambia: World Bank, Zambia - The R-.3ic Economic Report, Annex 2:
The Parastatal Sector, Washington, mimeo October 1977,
Report No. 1586 b - ZA (a classified dccument).

Unless the contrary is stated, all the country tables and other
information are taken from the above sources.




At present, statistical data are either not available at all
or are out of date, not accurate and in some cases ccuflicting”. 2

Far more primary research is needed before anything approaching an
authoritative account could be prepared. Even for the four csuntries
stucied below the available information leaves much to be desired.
Much of it, especially oun Ghana, is badly out of date. On Senegal
much of the data relate to PEs generally and it has often not been
possible to disaggregate tae manufacturing enterprises from the
general picture. On Tanzania the data are subject to a vuriety of
limitations, as can be inferrad from the special report on Tanzania
made available with this paper. Moreover, for all four countries

the information on PE performaace is heavily skewed towards profit-
and—~loss statements, despite the serious limitations of such infermation

for the purposes of econcmic evaluation.

9. Before proceeding to the evaluation, however, we will briefly
describe the nature of manufacturing PEs in eack country and tieir
importance in their respective national economies. The sources

utilised in each case are set out in footnote 1 above.

GHANA:

10. In this case state participation in manufacturing dates back to

the colonial period, during which time an Industrizl Dev«lopment

2. UNIDO, Report by the Executive Director . the role of the public
sector in industrial development, Vienna, mimeo, March 1980, ref. ID/B/238,
p-4.




Cornoraticn was set up to invest public momey 7n industrial
enterprises. Under the impulse of both tie nationalism and the
socialist rhetoric of the Nkrumah govermment, the process was

much accelerated during the first half of the 196Cs, in parallel

vith a much wider expansion of state participation in the productive
system. As can be seen from Table 1, by 1966 (rouchly the end of

the Nkrumah period) wholly—state—owned PZs accounted for nearly a
fifth of total manufacturing output, with another eighth emanating
fron MEs. Although the nroportions ac between PEs and ME: had
shifted by 1970, the combinad share of the two was about the game
(about & third of total manufacturing output) as ia 1966 and well
above the 1962 level. As a more general indicator of the increased
role of the state, there were estimated in March 1966 to be 53 state
enterprises, 12 Es and 23 public boazds; for 1968 it was estimated
that the public sector contributed 262 of GDP. Although the govermments
thys have followed Nkrumah's have been avowedly more favourable to
private enterprise and part-ownership, and a few minor PEs were sold
to private owners in the lateyv 19608, new PEs have heen added, so that
the number of PEs in manufacturing is today rather larger than
fifteen years sgo. Mst of tlese a.e grouped in the Ghana Industrial
Holding Corporation (GIHOC). This, however, is more than a 'holding'
corporation, for it involves itself directly in the detailed

managewent of the enterprises for which it is reaponsible.




Table 1. Ghana: Manufacturing OQutput by Type of Qwrership, 1962-70

Type of Cwnership Percentage of Gross Qutput
1962 1966 1370
Ghanaian
Private 13.0 9.7 6.0
State 11.8 19.5 15.6
TOTAL GHANATAN 24.8 29.2 21.6
Mixed
Private/Foreign 4.8 8.7 20.9
State/Foreign * 7.1 12.7 17.3
TOTAL MIXED 11.9 21.4 38.2
Foreign 63.2 %8.3 40,2

Source: Central Bureau of Statistics, Industrial Statistics.
NOTE: -
* Bgged on assumption that private partners with government are all foreign.

SENEGAL:

11, In Senegal too state participation in the manufacturing sector daces
back to colomial times but much of it is of more recent origin. Associated
with a decline in the real value of private-sector investment in the
early 1970s, there commerced an accelerating expansion of state
involvement, largely in the form of MEs. In 1975 alone (the last year
for which complete informztion is available), 19 uew MEs were set up.

By that year 97 such enterprises were in operation, of which half were
less than four years ocld. In macufac*uring alone, there was a total

of 20 PEs and MEs by 1974, contributing a quarter of the total rurnover




of the sector and over a fifth of value added (see Tabla 2) - a

contribution which had grown rapidly during the 1970s.

Table 2. Senggg}: Contribution of Public Sector to Turrover and
Value Added, 1974.

Manufacturing All Sectors

Turnover (CFAF bn.)

1. Public Sector * 37.5 169.4

2. Private Se-tor 107.5 305.7

3. (1) as I of (2) 34,92 35.4%
Value-added (CFAF bn.)

4, Public Secinr * 8.4 67.6

5. Privata Sector 31.4 90.7

6. (&) as T of (5) 26.8% 74.52

* including MEs

12, To give a fuller impression of the importance of the public sector
in the economy, its large contribution to total natiomal production can
be guaged t.om the 'all sectors' column. In the same year, public
sector investment comprisci nearly half (48%7) of total investments in
the modern sector. Govermment participation is, however, heavily
concentrated in a small number of large MEs. In 1974 947 of the total
value added in the public sector emanated from twenty enterprises. The
largest of these are in phosphate mining and groundnut marketing, not
in manufacturing; public sector value-added in manufacturing comprised

12,47 of total public sector value—added in 1574,
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TANZANTA:

13. What has be:ume kncwn as the 'Arusha Declaration’ of 1967

proved to be a turning point in the role of the public sector in

the industrialisation of Tanzania. Until then the govermment had
relied mainly on the indirect encouragement of industry through the
provision of infrastructure and of incentives for private investment.
A8 is recorded in the special paper on Tanzania, however, there was

a growing impatience with the quantity and nature of the private
investment resulting from this relztively passive policy stance, and
the Arusha Declaration snifted the orientation of policy Zowards
'eocialism' and 'seif-reliance'. This quickly resulted in the
nationalisation of several industrial concerns and the compulsory
scquieition of up to 607 of the shares of a number cf others. A
National Development Corporation was given control of these investments
and was encouraged to establish further mew PEs and MEs. So great was
the emphasis on the public sector that the plan published in 1969
intended that only 12% of total manufacturing investm.zt should come
from private ente-prise, and only slightly larger proportions of new

manufacturing output and employment.

14, The actual results did not fully measure up to the planned intentions
but therz was neve_theless a very rapid expancion in the years after

1960, ag can be seen from Table 3. Between that year and 1972 the share
»{ PEs and MEg in the total value added of the industrial sector rcse
6.6-fold; an index of the growth of putlic sector industrial output

by 1972 stood at 339 with 1966 as base; and public sector
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industrial employuozni rose 6.6-fold in 1967-74, by which latter year
it accounted for a half of all industrial employment and over 7% of
total trecorded employment in the country. From about 1972-74, howavar,
the hectic pace of expansion came to a rather abrupt halt, for reasomns

to be explored later {see Table 3).

Table 3: Tancania: Indicators of the Growth of the Public Sector in

Industry, 1966-~78.

Contribution of PEs Index of public Industrial Index of
and MEs to total sector industrial employment value-added
industrial value- output ir public per man in
added (%) (1967=100) sectar public sector
(numbers) (1967=120)*
1) (2) 3 4
1966 5.0 76 ves oo
1967 14.4 100 5302 100
1968 17.8 139 8792 84
1969 22.5 168 12350 72
1970 25.56 210 15454 2
1971 29.1 259 24836 55
1972 33.2 257 25387 54
1973 31.5 290 29595 52
1974 35.0 325 34778 50
1975 39.2 323 35278 49
1976 38.5 358 353060 54
1977 39.0 314 36450 4€
1978 33.6 oes 38381 .

* This index is computed by dividing the index in Colum (2} by the index
implicit in Columm (3).

ZAMBIA:

15. Of the countrizs studied here, the public sector has attained the
greatest importance in Zambia, relative to total economic activity. As
in the Chana and Tanzania cases, there is a continuous history of state

involvement from the colonial years and the imrmediate post-Independence
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years showed little marked change of basic strategy, although there

was an acceleration of state irvolvement in industry. In 1968, however,
President Kaunda made an important speech announcing what became

known as the "Mulungushi reforms'. In essence, these and later reforms
implied a policy whereby large—scale enterprise would be the reserve

of the state and small-scale industries would be open to the private
gsector. Since nationalisation was forbidden by the comstitutiom, 24
foreign-owned concerns were “"requested" to "invite the Government to
join their enterprise" to the extent of 512 of their shareholdings.
Thera were further take-overs a little later, most notably of copper
mining companies and financial institutions. However, tkere have been

few new take—overs since 1974.

16. As a consequence of these policies, the public sector has come to
dominate the productive sectors of the economy other than agriculture

and construction. Well over half of GDP is estimated to originate in

the public sector, and at least a third of total national wage employment.
Table 4 summarises some key atatistics for the manufacturing sector for
the period of most rapid expansion, 1969-72. As can be observed, by the
latter year the public sector was respomnsitle for nearly two—thirds of
total fixed assets in manufacturing, over half of value-added and over

a third of total employment. However, the indications are that there

may have beern some relative decrease since 1972. Thua, public sector

employment was static in 1970-75, the last year for which data are available.
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Table 4. Zambia: Indicators of the Share of the Public Sector in
Manufacturing, 1969-72.

(Kwacha mn.)
Turnover Fixed Value- Enployment
assets added (numbers)
V) 2) (3) (4)

1968

Public sector * 45 ces et 4,600

Zambia total 270 ces - 37,000

Share of Public sector 177 ces ces 127
1972 _
=L ~— e

Public sector * 200 117 95 17,000

Zambia total 440 182 182 45,000

Share of public sector 45% 642 522 382

* Indeco enterprises omnly.

17. Most, if not all, state enterprises in the manufacturing sector are
the responsibilicy of the Industrial Development Corporation (INDECO)
wvhich is a holding company in form, although it has increasingly involved
itself in the detailed management of its various subsidiaries. It also
makes decisions about cross—subsidisation, short-term financing and, to

a lesser extent, about the allocation of investible resources. Im turm,
Indeco is a subsidiary of the Zambia Industrial and Mining Corporatiom
(ZIMCO), an umbrella organisation responsible for most public enterprises

in all sectors of the economy.




18. The four cases described above, while self-selacted on the simple
criterion of data availability, do nevertheless provide quite an
interesting sample. They straddle Eastern 4nd Western, and Anglophone

and Francophone Africa. They include at least ore econcmy which must

be considered as essentially based on private enterprise (Senegal) and

twe in which PEs have assumed dominant roles outside agriculture (Tanzania
and Zambia). 1In the latter two countries publicly-owned manufacturing

is basedi largely on enterprises taken over from private ownership, whereas
in Gha 1 there has been little nationalisation and many PEs were created
wholly by public investments., Two of the countries (Ghara and Zambia)
must be considered relatively well endowed with natural resources; the
osther two much less so. All, interestingly, have gone through periods

of rapid expansion of the public sector, which periods, however, came to
an ¢nd some years ago. Three of them have enjoyed political stability
since Independence, being governmed today ty the same leaders who led

them to Independence; only Ghcna has been marked by serious political

instability and even there there has been much continui:y of policy.

19. while there can be little scope for generalisation on the basis
of four incomplete case studies they do nevertheles provide an

interestiag basis for study, with some claims to be representative of
sub-Saharar Africa as a whole. What,now, .8 the evidence concerning

the economic performance of public enterprises in these countries?
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II. - Evidence on Economic Performance.

Policy Objectives

29. On the principle that PE performance shkould be appraised by
reference to the goals they were set up to achieve, rather tham by
mere external criteria of the observer's, we must comsence by
considering the objectives of the four govermments. But this

s mediately brings us to the nub of our problem, for the state's

objectives are rarely articulated with much precisien.

21. The most fully described set of objectives of our four cases
relates to Senegal, where the following have been ligted as among

the reasons for the establishment of state enterprises:

1) to establish naticnal cortrol over key sectors especially
those involving importan: natiomal resources (groundnuts and

phosHhatas), infrastructure and essential services;

(ii) to create high quality jcu opportunitiers for Senegalese in

the modern sector of the economy;

(iii) to maximise fureign currency earnings for reinvestus Alu
Senegal by taking large equity positions in major export

enterprises;

(iv) tc promote development in promising areas (tourism, cottonm,

sugar) where private initiative has proven insufficient;

(v) to provide infrastructure, ~redit, research, promotion and other

vital factors in order to promote faster economic development,

especially in partnership with the private sector;




(vi) to acquire new technology and managerial expertise from

avroad and from the domestic private sector.

(vii) to attract foreign financing which sometimes prefers to channel
its funds through para—public institutions rather than through

the public adwinistration; and

(viii) to develop an organizatiomal structure which is more flexible

than Sovernment's administrative services.

However, the World Bank report from which th.s list is taken (sce footnote 1)
goes on ro say that Senegal has not yet developed an overall philosophy
for the economic role of the public sector, approaching the issue on

a case-by—-case basis.

22. Government objectives in Zambia, as set out in the Mulungushi reforms
and subsequently, emphasised economic independence, Zambianisationm,
employmeat creation, economic diversification and rural development.

In practice, PEs have also been used as instruments of regionmal policy,
providing unecoriomic services to remote areas and a wider spread of
employment opportunities. PEs have also been usged as means of holding

down the cost of living, i.e. of protecting consumer welfare.

23. We have no fully articulated statement of government objectives

in Tanzania but the Arusha Declaration emphasised the ~eantral prianciples
of socialism and self-reliance. Private enterprises were to be
nationalised in order that the means of production could be brought under
public control. The principle of self-reliance stressed the importance

of employing local skills and resources to satisfy the domestic market
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and to reduce dependence on foreign resources and technology.

24, For Ghama during the Nkrumah periou, when most of the present-day
PEs were created, the primary motivaticns were to create PEs (a) as
development projects and (b) as instruments of political power.

Under the former heading, expansion of the public sector was seen as

a means of reconciling tke desire to modernise the economy with a wish
to increase the degree of economic independence. State investments were
seen as filling a vacuum taat the private c_ctor could not occupy.

They were to cenerate surpluses for reinvestment in further growth, to
introduce improved techniques of production and to capfure economies of

scale.

25. But PEs were also seen as instruments of political power aad comtrol.
They provided substantial sources of patronage by bringing within the
state sector a congiderable number of higher—level managerial appointments
and a much larger number of manual jobs. They provided the possibility
of subsidising consumers through pricing policies and they provided

a means of spreading physically impressive projects through most of

the country. That there were conflicts between the political and
developmental objectives just mentioned is too obvious to need further

eliporation. This is a theme to which we will return more than once.

26. Despite the multiplicity of objectives, however, all four
governments have placed particular emphasis on financial results when
monitoring the performance of their PEs and have paid particular attention

to the profit criterion. Imn Ghana, for example, all governments,
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including the present one 3, have employed the profit criterion and
have implicitly agreed with the policy set out in the 1964 seven-year
plan:
"The projects chcsen for state investment wust include a large
proportion with high rates of returm and short pay—off periods ..
.. State enterprises will be expected to make a contribution
to the public revenues within a reasonable *ime, and they should
not be ailcwed to become a permanent liability to the economy:
enterprises which make losses permanencly represent a waste cf
beth capital and current labour resources",
President Kzunda of Zambia has also stressed the profit criterioen.
While industrial PEs should show a greater comsideration of social
factors than would be expected of private businesses, they must
cevertheless "operate in a business-like manner, become ever more
efficient and profitable, and stand on their own in a ruthlessly
competitive economy”. They are expected to yield an anmnual ratre of

profit of 12-16Z%, depending on the riskiness and expansion plans of

the enterprise.

27. Since ir certain clearly defined conditions profitability can be

a useful sumary indicator of economic efficiency, and an enterprise's

ability to generate surpluses certainly affects its ability to make an
since,

on~g-ing contribution to industrialisation and,/in any case, governments

tend mainly to apply the profitability criterion in their own judgements

about PE performance, we can begin our own evaluation by examining the

financial record.

3. See report of statement by Vice-President of Chana stating the
govermment's commitment to making PEs "viable and profitable'. West Africa,
30 March, 1981, p.681

4. From report by President Kaunda on the economic situation in Zambia,
30 June 1975, p.1l6




Pinancial performance

28. Of our four counc:ies, the data on Zambia are the fullest. During
the first five years of growth and expansion into diverse manuracturing
activities, Indeco maintained a fairly steady record of profitability,

as can be observed from Table S. During 1970-74 there was an average

net profit equivalent to 6.14% of turmover and a return on net assets

of 7.74% - a modest rate of return ard below the target range specified
by Prasident Kaunda but neverthelecs a reasonable foundation upon which

to build financial strength. In 1975, however, there was a short-fall

and in the following year (the last for which data are aviilable) the
corperation recorded its first net loss, equivalent to 3.27 of net assets.

Tale 5. Zambia: Net Profits (Losses) of Indeco Group.

EZ Turnover Met Assets
Z y4
1970 7.5 7.7
1971 6.2 7.8
1972 5.8 8.5
1973 5.4 6.9
1974 5.8 7.8
1975 1.0 1.5
1976 (2.1) (3.2)

29. The results summarised in Table 5 are, of course, merely the
consolidated results of the several subsidiaries operating under the
Indeco umbrella and conceal wide variations as between tlh: various
enterprises. Data on individual subsidiaries are therefore provided
iz Table 6 We should note first the inclusion there of a real estate

subsidiary which has consistently made losses and a trading concemrn
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which yielded relatively large rates of return until 1974. 3Both, of
course, belong outside of manufacturiag, with which this paper is

concerned.

Table 6. Zambia: 1Indeco and Divisional Zomsolidated Accounts, 7 Profit

on Net Assets, 1970 to 1976.

Qizision 1970 1971 1972 1975 1974 1975 1976
b4 y4 Z y4 b4 Z b4

Jreweries  34.0 29.5 25.8 18.4 16.0 9.8 8.3
Caenicals — 4.2 6.9 5.7 8.2 0.3 Ss.1
Industrial

Holdings — —_ (5.6) 2.0 21.1 30.5 2.9
Real Estate (2.9) (1.1} (1.1) (1.4) (1.4) ©.7) (9.0)
Trading 5.3 6.3 12.6 7.5 12.4 _— —
Rucem

Holdings (12.3) (33.8) 4.2 7.9 15.9 Li 13
Steelbuild

Holdings 23.1 38.7 18.0 5.0 2.2 9.8 (19.4)
Indecc Group 7.7 7.8 8.5 5.9 7.8 1.5 (3.2)

-—— = Group not yet formed or no longer part of Indeco

/a Net as3ets are negative

30. %e should note, secondly, the large variations in the results of
indivi-ial dubsidiaries over time. This is partly due to delays in
getting projects into normal product cycles and changes in the intermal
composition of the subsidiaries (several orf which are themselves holding
companies). The breweries and Steelbuild companies, which iromically
were nationalised precisely because they were highlr profitable, have
shown rather dramatically deteriorating returns over the period as a
whole, wher:as the Industrial Holding and Rucom groups showed general

improvements until the last year or two. These varyingtrends tended to
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cancel out until 197 . to provide the rather stable returns recorded
in Table 5. In 1975 and 1976, however, profitability declined across
the board, for reasons to be discussed later. Lven in the earlier
years, however, no dividend was ever paid on the govermment's

shareholding ia Indeco.

31. This brings us to tke isaue of financial flows between the PEs

and central govermment budget. It is perhaps because of the implications
of the profit—-and-loss resul:s for the public finances which cause
governments to emphasise .ne profitability criterion, rather than
because of a belief in profitability as an indicator of economic
efficiency. The financial flows between Indeco and the government

are summarised in Table 7, from which it can be seen that there was a
net flow to the govermment in all except the first and last years
recorded, with a net flow for the whole period of X 19.1 mn.. From

1972 on, however, there was a clear declining trend, with a particularly
sharp deterioration in the last two years. Moreover, the overall
surplus of K 19.1 mn. must be set in the context of the flows that
could have been expected had the various compaunies been left in private
ownership. It is not improbable that the sum of profits would have
been larger, resulting in larger income and withholding tax receipts,
whereas there is no reason to expect there to have been any major
expenditure by the govermment. Depending on the assumptions made, it
is likely that the public finances would have been better off by

K 40 to 60 million for the period as a whole had the companies remained
in private ownership, although against this ore must set the productive
assets acquired by che state and the govermment's increased capacity

to realise its socio-economic goala through control over PEs.




Table 7. Zambia: Relationship of Indeco to the Government
(Actuals in K 000 )
1970 1971
Government Revenues from Indeco
Ltd. and its Subsidiaries
On Current Account:
Income Tax 4,957.0 7,466.0
Withholding tax on Dividends - 423.0
Dividends - -
Interest Payments 1,575.0 1,750.0
Tocal  6,532.0 9,639.0
On Capital Account:
Capital Repayments 116,0 1,925.0
Governmen? Expenditures on Indeco
Ltd, and 1ts Subsidiaries
On Current Account:
Subsidies and Grants 518.0 307.0
On Capital Account:
Grants .450.0 -
Investments 6,402,0 2,145.0
Loans 3,544.0 -
Total 10,396.0 2,145,0
Balance of Government Revenues (+)
and Expenditures(-)
On Current Account +6,014.0 +9,332,0
On Capital Account -10,280.0 ~220,0
Overall -4,266,0 49,112,0



Budgei, 1970-1975

1972 1973 1974 1975
8,628.0 9,202.0 6,324.0 3,753.0
1,072.0 1,520.0 919.0 149.0
1,728.0 1,293.0 1,107.0 70.0

11,428.0 12,015.0 8,350.0 3,972.0
7,100.0 1,736.0 1,618.0 28,0
2,013,0 553,0 250,0 11,994.0

960.0 924.0 1,748,0 3,323.0

396.0 1,150.0 2,723.0 -

200.,0 451.0 1,788.,0 3,552.0
1,556.0 2,525.0 6,259.0 6,875.0

+9,415.0 +11,462.0 +8,100,0 ~8,022.0
+5,544,0 -789.0 -4,641.0 -6,847.0

+14,959.0 +10,673.0 +3,459.0 -14,869.0




52. Ome other factor is that, while modest, the returns to

gowrnment capital investments in Indeco were larger than was

the case with the rest of the public rector. Jxring 1970 - 74
returns on government loans to Indeco averaged 5.5% while returns
from the remainder of the public sector were in the range of

0.97 to 4.2%7. Im 1975, however, the return from Indeco fell to 1.3%
which was well below the average for the remaruder of the public

sector.

33. The availability of information is less satisfactory for the
other countries in our sample, although there is something to be
said on all of them. As regards Semegal it is impossible to
disaggregate manufacturing concerns from the remainder of the public
sector and the summary information in Table 8, which in my case is
only for 174, relates to the public sector as a whole (excluding
phosphate mining). On the other hand, the table is of some interest
because it facilitates comparisons with the private sector and makes
a direct connection between financial performance and the financing

of investment.

34, As can be seen from the lower lines of Table 8, the public

sector incurred a substantial lossg in this year — a loss of about

CFAF 8.5 billion if we adjust the net surplus figures in line 7 for

the effect of government gubsidies (line 10). Even this under-estimates
the deficit because of a variety of hidc.n subsidies not included in

line 10. The public secior was hence unable to finance any of its




aew investment from its own resources and there was an overall
resourc: deficit :line 11) of CFAF 17.5 billion. Omne nuzzling aspect
of this recor< is the very large public sector divided payments {line
which alone absorbed virtually all the current after—tax surplua. It
does not seem that such generosity in the matter of divided payments
(many of them to private'shareholders in MEs) could have been in the

public interest, given the overall financial results.

6),

ITable 8. Senegal: Finarcial Results and Investment Financing of the

Public and Private Sectors, 1974 2.

(CFAF million)

Public Sector Private Sectorb

1. Revenue 42,208 95,029
2. Costs

(a) labour costs 13,673 30, 369

(b) indirect taxes 13,778 35,588

(c) other 4,381 6,472

(d) total 31,832 72,429
3. Direct tax payments 3,634 2,065
4, Surplus after tax 6,742 20,535
5. Depreciation 4,810 5,357
6. Dividends 6,651 2,036
7. Net investible surplus -4,719 13,142
8. Actual investment 8,887 10,022
9. Resource surplus or deficit -13,606 +3,120
1C. less zovernment subsidies ¢ -3,869 -1,569
11. Overall resource balance -17,475 +1,551

Notes: (a) The following data relate only to the modern secter of the
economy excluding phosphate mining.

(b) Derived as a residual

(¢) Rough and incomplete estimate.

35. By contrast, the private sector appears to have frllawed a more

prudent dividend policy and this helped it to yield an overall resource

surplus even after financing all its new investment. Seen in the context
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of che objactive of economic growth this ability to jenmerate an
investible surr 1s is important. The public sector's failure in
this regard hampered the growth of the public sector and, therefore,
the overall economy, as well as creating a large, unwelcome call

on the public finances.

36. rTable 8 re‘ers only to 1974 but there is evidence that it
illustrates a more persistent tendency for public sector drficite.

This may be partly guaged from data showing that the central governnent
has consistenly had to finance the public sector by means of advances
and loans, presented in Table 9. In fact, the statistics there show
that transfers to the public sector were below average in the calendar
year 1974, and that the financial performance of the public sector may

well have been worse in the years immediately before and after.

Table 9. Senegal: Treasury Advances and Loans to Public Sector, 1963/64

Lo 1976/77 (CFAF million)

Public enterprises Mixed enterprises Total
Total 1963/64 ~ 1969/70 2,394 5706 8,100
1970/71 0 1,000 1,000
1971/72 307 2,833 3,140
1972/73 4,266 707 4,973
1973/74 50 300 350
1974/75 0 2,015 2,015
1975/76 900 5,03 5,913
1976/77 0 1,108 1,108

Total 1970/71 - 1976/77 5,523 12,976 18,499




No clear trend is apparent in the totals for the individual years
1970/71 to 1976/77 but for that period as a whole it appears that

the public sector was considerably m .e dependent on the Treasury

as compared with 1962/64 to 1969/70, even allowing for the distorting
effects of inflation. It is also interesting that MEs have absorbed
more than twice as much of the Treasury's resources as PEs. Evideutly,
a policy of partnership with private capital offers no assurance of

profitability.

37. However, only part of the losses of Senegal's public sector show

up in the govermment's budget for the government has also used its
control over certain banks and over price stabilisation funds to

channel credits to the public sector in addition to those of the
Treasury. That this has been a highly effective way of making

additional resources available to the public sector may be inferred

from the following figures on the short-term credit liabilities of

the public sector, although they do not reflect well on the financial
health of the public sector. The following are annual average short—term

credit liabilities in CFAF billions:

1971 7.36 1974 24,65
1972 12.39 1975 49.30
1973 14.44 1976  73.00 (est.)

The very large increase in liabilities recor’~d here quite overshadows
the magnitude of transfers in Table 9. There was a total imcreasz in
liabilities of about CFAF 66 bn. and an annual growth rate in these of

587 compound - over 5 times as rapid as the expansion of private secncor

liabilities.
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38. Given this evidence, it is not surprising that the World Bank
has expressed concern over the deteriorz.ing financial positiom of
the public sector. Even PEs "of a conventional industrial nature"
are not self-financing. Although there is no complete data om the
firancing cf MEs it was reported by the Financial Controller of the
Presidency that in 1974 fourteen MEs alone posted losses of CFAF

3.3 bn. Only five MEs had ever paid dividends to the govermment.

39, Only much more rudimentary information is available for Tanzamia
and there is considerable disagreement in that country about the
reliability and interpretation of the accounts, According to the

1979 report of the Tanzanian Audit Corporatiom, 31 out of a total

of 196 parastatal organisations involved in trading activities made
losses. Some identifiably manufacturing PEs were among those making
particularly large losses, includirg four sugar companies which between
them recorded a deficit of almost Tshs 50 million, a feirtiliser company
(Tsas 13.7 m.), a textile corporation (Tshs 17.1 mm) and a company

engzzed in sisal spinnming (Tshs 5.5 mnf. Others, of course, showed profits,

40, Perhaps the most useful figures are those showing the aggregate
resource balance of PEs, sim’lar to the presentation for Senmegal in

Table 8. ‘These are set out in Table 10. This shows that in all years

the public sector was able to generate a substantial operating surplus

but that,with the minor exception of 1972, this couid only partially meet
investment financing needs, sc that there was a net resaurce inflow from the

remainder of the economy (much of it, no doubt, from the Treasury).
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Table 10. Tanzania: Operating Surpluses and Investment Financing in

the Industrial Public Sector

(T shs million)

Operating surplus Fixed capital formation Resource

balance
1967 24,2 62.2 -38.0
1968 35.6 44.5 -8.9
1969 55.6 59.7 -6.1
1970 58.0 203.2 ~145,2
1971 78.2 176 .4 -98.2
1972 132.0 128.1 +3.9
1973 76.1 152.2 -76.1
1974 68.1 159.2 -91.1
1975 191.6 202.5 -10.7
1976 259.7 453,0 -193.3
1977 393,1 431.0 ~37.9
1978 356.3 504.0 ~147.7
1967-72 383.6 674.1 =290.5
1973-78 1244.9 1901.7 -556.8
1967-78 1728.5 2575.8 -847.3

41, The figures reveal a tendency for th: absolute size of the resource
deficit to increase over time, although with large variations from year
to year, but when the deficit is expressed as a proportion of capital
formation the govement is in the other direction. The penultimate two
lines of the table provide aggregztions for two sub-periods: 1967-72,
which were the years of rapid expansion of the industrial public sector,
and 1973-78, years of relative stability in the composition of tke
public sector. 1Im 1967-72 che total deficit of Tshs 290.5 mn. was
equivalent to 43%7 of fixed capital formation, while the 1973-78 deficit
of Tshs 556.8 mn. was 297 of capital formation. The overall proportion
for the entire period was 33%. While we should hesitate to talk of an

improving trond on the basis of such data, the change between the two

sub-periods was certainly in the desired directiom.
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42. We turnm finally to the evidence on financial performance from Ghana.
Table .. presents profit-ani-loss data on variocus PEs for 1964-65 and 1968-
70. If we take all the units recorded there it is evident that the public
sector was highly unprofitable in both periods (lipe 25), although to a
lesser extent in the later years. The results appear even worse if we bear
in mind that most of the figures are before provision for depreciation and
taxation (see note (a) of the table). Clearly, the resource balance of the
public sector was heavily negative during the 1960s. We unfortumately do
not have comparable data for later rears, which would, in any case, be badly

distorted by the hyper—inflation experienced in Ghana during much of the 1970s.

Table 11. Ghana: Profit and Loss Record of Selected State Enterprises,

1964-5 and 1969-70 2.

( ¢ thousands)
1964-5 1969-70
A. GIHOC ENTERPRISES
1. Fibre bag factory -318.8 +109.5
2. State boatyards - 8.4 + 90.4
3. Brick and tile factory - 18.7 - 31.3
4, Tema steelworks =295.4 -203.8
5. State cannery + 15.3 +548.2
6. Metal products + 24.4 -67.7
7. Paper conversion + 2.1 +123.3
8. Sugar products - Asutsuare -983.3 ~1526.8
Komenda -208.5 -1212.5
9. Cocca products, Takoradi -506.6 +1039.4
10. Paintworks +117.9 +246.3
11. Vegetable o0il mills -323.8 -208.5
12, Marble works + 41,6 - 40.3
13. State distillery +953.4 +857.5
14, Electronic products +29.8 +100.3
15. SUBTOTAL of above (net) -1,479.0 ~176.0
B. PUBLIC CORPORATIONS, etc.
16. National Trading Corp. +6514.5 +2668.0
17. State farms Corp. -12,732.5 -1361.0
18. State fishing Corp. -239.5 -338.3
19. State Construction Corp. +353.9 b ~614.7
20, State Gold Mining Corp. -2689.2 -6754.1
21. StateHotels and Tourist Corp. -137.4 +51.5 ¢
22, Ghana Airways -3573.2 -2857.4
23. Pood Marketing Corp. -133.6 -237.9
24, SUBTOTAL items 16-23 (net) -12,637.0 -9,443.9
25. GRAND TOTAL (net) -14,116.0 -9,619.9
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Notes (Table 11).

a All commercial-type public enterprises are recorded here for which
financial data exist for both 1964-5 and 1969-70. The figures are
12-monthly averages of available data falling within the two-year
periods. In most ~ases it is believed that the figures are for
profits/losses before provision for depreciation and taxationm.

In some cases, however, the figures are after depreciation and/or
taxation, and in others the figures are trading results omly, i.e.
before provision for overheads, etc. It is possible that some

of the figures are after provision for government subsidies but
cubsidies have been netted out whenever possible.

b 1963 figure

c Consolidated results of corporations responsible for hotels and
tourism.

That the basic situation may not have improved can, however, be
concluded from the fcllowing recent comment om a claim by the Vice-

President that some PEs make profits: >

"So far as it 1s Lnown, this is true of only a few. The losses
made by the majority completely swamp the meagre profits made
by the few, thus making it incumbent on the government to
allocate millions of cedis every year to keep the state
enterprises afloat. Some of the state enterprises that declare
profits do not take all the circumstances into consideration.
For instance, whilst no private enterprise would rush to
declare profits without first considering the depreciation

on both movable and immovable assets as well as allowing for
interest on initial or current capital, the tendency is for

the state enterprises not to provide for these factors."

43, When we confine ourselves more narrowly to manufacturing PEs,
unprofitability is still the gemeral rule. This was sc even in the
vears immediately before and after Independence in 1957. Thus, an
Industrial Development Corporation accumulated an operating deficit
of ¢ 4.0 mm. in 1950/5) to 1960/61 and for the manufacturing enterprises
that were subsequently transferred to GIHOC the upper part .f Table 11

records deficits for both periods. There was, however, a considerable

S. West Africa, op. «it. p.681




reduction in the deficit between the two periods. GIHOC's best
performers were a cocoa processing factory, a liquor distillery
and a fruit cannery; in common with those in Tamzania, its two
sugar factories made enormous losses. In contrast with Senegal,
MEs did significantly better. All but one of the 14 MEs for which

figures are available were making profits in 1966-67.

44, Ve should also note fron Table 11, as also from Table 6 on
Zaubia, what is undoubtedly a general feature of all the countries
studied, that there are very large differences in financial
performance as between individual enterprises. This is not surprising,
for we would expect there to be large differences in the competitive
situations of enterprises operating in different industries,

including differences in the degree of state protection. Ome of the
issues thrown up by large differences in financisl performance of PEs
is the inefficient ressurce allocation that tends to result from
cross—subsidisation. There must be 2 tendency in such situations

for the more efficient (or anyway the moreprofitable) enterprises to
be 'milked! in order tn keep inefficient enterprises alive, especially

when PEs are organised into holding companies like GIHOC and Indeco.

45. Finally, we must question the economic significance of the
financial performance of PEs in our four countries and elsewhere.

This issue is raised explicitly in the literature on Ghana, where it
is pointed out that profitability is a reasonable efficiency indicator
ouly in competitive market situations but that many PEs do not operate

in a freely competitive milieu. The monopoly power of Ghana's PEs




- 31 -

wvas illustrated by the fact that in 1969 83% of the total gross

output of PEs was produced in industries in which state concerns
contributed 757 or more of the total output of the industry. In

six industries PEs accounted for total cutput. Estimates revealed

no correlation between social and commercial rites of return of PEs;
and some of the apparently most profitable enterprises (including

the distillery and cocca products factory inm Table 11) owed their
exisrence wholly to very high levels of protection from foreign
competition and had negative value added when valued at world prices.
Other limitations on competitive freedom pull in the opposite directiom,
towards unprofitability, as in cases where PEs are forced to maintain
artificially low prices without adequate compensatory state subsidies.
As will be . “ntioned later, this has had a particularly adverse effect

on agre-based PEs in Zambia.

46, The universal tendency for governments to apply the profitability
test, the implications of financial performance for the public finances
and for the resources available for priquctive investment require us

. ) . seriousl . . .
to take this criterion/but we égould also hold firmly in mind the severe
limitations of profit-and—loss as an indicator of economic efficiency.

We therefore proceed next to examine such limited evidence as is

available on alternative performance indicators.

Productivity and growth.

47. We start by examining the levels of, and trends in the productivity

of labour and capital. In the absence of the data needed for econometric
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estimates of marginal productivities of the two factors separately,
it must suffice here to speak of productivity in the sense of average
value added (or output or turmover) per man or per umit of capital,
Our best evidence on labour productivity, so defined, is on Ghama and
is summarised in Table 12.

Table 12. Ghana: Comparative Labour Productivities and Costs in
Manufacturing Enterprises by Type of Ownership, Selec’ed

Periods (means of two-year periods)

1962-3 1965-6 1969-70

Value~added per person engaged(a)(t)
1. Private enterprises 1,635 1,775 1,424
2. Joint state/private 4,503 4,415 2,871
3. State enterprises 748 690 784
4., State as I of private 45.7% 38.92 55.12
5. State as 7 of joint

enterprises 16.62 15.62 27.32

Total wages and salaries as percentage
of total value-added(b) ()

6. Private enterprises 723,47 23.42 23.9%
7. Joint state/private 14.02 13.52 17.4%
8. State enterprises 51.0% 46.17 30.62
NOTES

(a) Calculated in constant, 1962, prices
(b) Calculated in current prices

48, Looking for the moment at the last sub—period, 1969-70, it can
be seen that labour productivity in PEs was well balow that in private
concerns and even further below the rather exceptional figure for MEs.

The contrast with the private sector ocurred despite the fact that the
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structural composition of the state and private manufacturing sectors

were similar. And the finding that average productivity in PEs was

only 552 of the private sector f{igure in 1969-70 was almost exactly

the same as the result (56%) of an independent comparisom of productivities
in industriess inhabited by both private and state concerns. It was

also consistent with a study of PEs in the 1950s, which also found
sub-privace productivities. The adverse result for the public sector

in Tabie 12 is all the more noteworthy because, as will be shown later,

it is genmerally the more capital-intensive, which should result in

higher rather than lower labour productivities.

49. However, Table 12 does show an improvement in the relative performance
of PEs during the later 19608 (see lines 4 ancd 5). By this measure,

they remained less efficient tham other manufacturing firms but they

were at least catching up. Various steps were taken after a change of
government in 1966 to strengthen PE managements and there may also

have been improvements resulting from the results of the newer

enterprises overcoming their teething troubles. It would be

particularly interesting to discover whether this relative improvement

was sustained in the 1970s.

50. The outstandingly high productivities in joint state-private
firms should also be noted from the table, although there was a fall
in the second half of the 1960s. This is probably influenced by the
fact that a higher proportion of MEs was in the heavier industries

but probably zlso by more efficient management.




51. These contrasts in average labour productivities were naturally
likely to give rise to differences in cost levels, and lines 6-8

of Table 12 permit some inferences to be drawn. As can be seen,
wages absorbed substantizlly higher proportions of value added in
PEs than in the other two groups, creating a likelihood that umit
costs were higher in PEs. However, it appears that productivity
grew more rapidly than average earmings in PEs, whiie they moved
roughly together in the private sector, co that the relative
disadvantage of the PEs (or *he relative advantage of their workers)

had been considerably reduced by the end of the decade.

52. Data on the average produc:ivity of capital in Ghana, similar to the
data in Table 12, are unfortunately not available and we are forced

to use information on capacity utilisation as a rough indicator of

the efficiency of capital use. Such evidence irsplies a low

productivity in PEs, although the information is very scrappy. There

is an estimate for 1963-64 - years of considerable economic dislocation -
that the actual output of PEs was only 297 of rated capacity. There

is also evidence on a number of individual manufacturing PEs, mainly

for the late 1960s, indicating very low levels of utilisation - in
enterprises as diverse as footwear, sugar, copra, oil, alcohol

distilling and fibre bags.

53. Of course, this information is almoat absurdly out of date but
it is known that industrial capacity utilisation generally remained

extremely low throughout the 19708 and to the present time. What we
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do not know about is the relative achievements of the public and

private sectors during these years.

54. The evidence on Tanzania is also unsatisfactory, not the least
because of special uncertainties about the reliability of the data,

but there are nonetheless some lessons to be learmed. Refer first

to columm (4) of Table 3 (page 10 ) which provides an index of value-
added per man in industrial PEs. This shows a marked decline in 1967-71
and a more gradual downward drift thereafter. The figures for the earlier
years should probably be discounted because it was durirng this time that
the public sector was being rapidly expanded by natiomalisaticns and the
industrial structure underlying the index series was thus undergoing

large changes. The downward drift from about 1972 is probably more

meaningful and indicates a roughly 15% decline in productivity.

55. We can, moreover, compare these figures with estimate_ for the
industrial sector as a whole, thus allowing an indirect comparison with
the private sector. Recalculating both series to a 1972 base, the

comparison is as follows:

All industrial enterprises Public enterprises only
1972 100 100
1973 93 96
1974 92 93
1975 79 91
1976 86 160

If these figures can bs taken as reliable, they indicate a productivity
performance in the private sector considerably worse than among PEs.
There are, however, widely differing estimates for the industrial

sector as a whole and it would be unwise to place too much weight on the

above results.
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s¢. Estimates of the productivity of capital, based on calculations

of incremental capital-output ratios, also yield unreliable results.
Most observers believe there to have been a2 deterioration among PEs

in the 1960s and 1970s but there is disagreement ¢a this as well.

It is agreed, however,that there is much underutilisation of industrial
capacity, although the comparative incidence of this across the

public and private sectors is not known.

57. The information on Tanzania also permits a discussion of the
contribution of the public sector to the industrialisation of the
econcmy. Statistically, industrialisation can be indicated by a
rising share of industrial activities in GDP and in Tamzania the

share rose from 8.1Z of GDP in 1966 to a peak of 11.4% in 1972.
Thereafter it drifted down again and was 9.3% by 1978, The period

of rapid industrialisation was also the time in which the public sector
was being rapidly expanded by means of nationalisation (see Table 3,
columi 1). It thus cannot be said that nationalisation disrupted
industrialisation, at least in the short term. While it is true that
there has been some de-industrialisation since 1972 (in the statistical
sense of a declining contribution to GDP) this appears to be largely
attributable to exogenous and internal factors making for a <eneral
economic slow-down rather than a result attributable to the public
sector alone. Indices of public and private manufacturing value-added
have values of 121 and 123 respectively for 1978 (with 1972=100), with
the series for the private sector lagging behind for all except the final
vear. What would be particularly interesting to know is the intermal
growth record of individual PEs but this information is not available

for any of our countries.




58. There is little to be said under this heading regarding Senegal, except
that there appears to have been a decline in the comtribution of the public
sector. Total sales of all non—agricultural PEs in 1973/74 were a little
under the 1966/67 level, which must have meant a considerable decline whean
adjusted for the effects of inflation. There was a substantial risz in

the nominal value of sales in 1974/75 but this appears to have been

largely a price etfect. This information, however, relates to all non-—

agricultural PEs and is not confined to manufacturing.

59. Finally, there is information on 2ambia which may allow us to draw some
inferences concerning productivity trends in industrial PFs. We have
information on the turnover of INDECO subsidiarics (although bear in mind
that not all of them are in manufacturing) and of the numver of employees.
To adjust for the effects of inflation, we deflate by the Zambian wholesale
price index and obtain the following comstant (1975) price estimates of

turnover per worker (in K 000s):

1969/70 11.05 1973/74 13.12
1970/71 9.27 1974/75 12.70
1971/72 15.12 1975/76 13.16
1972/73 15.09

We should bear in mind that for the first few years INDECO was in the
process of acquiring a number of ncw enterprises, so that only from about
1972/73 do the series relate to a fairly settled mix of activities. From
then, as is apparent, there has been some tendency for a dewmward drift
in turnover per man, which might indicate a similar trend in average

productivity, although such an inference can only be tentative.
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Balance of payments effects

60. It is air>cct impossible to say anything substantial about the balance
of payments effects of PEs in our four countries, wi.ch is particularly

to be regretted given the critical nature of the payments constraint in
much of sub-saharan Africa. There is evidence from Ghana that in the late
1960s PEs were inefficient earmers or savers of foreign exchange, in terms
of domestic resources used per unit of foreign exchange, but nc more so
than the private industrial sector. Domestic r2source cost calculations
for individual PEs revealed a wide spread, as might be expected, including
a number with negative value -added at world prices, but there were others

vith more favourable locations on the spectrum of efficiency.

61. In the case of Tanzania, the data show that manufactures have
contributed a declining share of total exports in recent years, falling from
a peak of 21.9%7 in 1971 to 14.7%7 in 1978, but this decline may have more to
do with the erogion and ultimate collapse of the East African Commumity than
with the structure of ownership of the industrial sector. Dependence on
imported consumer goods has diminished very considerably since the early
19608, with a corresponding increasa in the share of imports of intermediate
and capital goods. PEs have no doubt contributed to this process of import
substitution but a number of them are known to be highly dependent on
imported inputs and it is impossible to say what the net foreign exchange
effect may have been. In making such a calculation .t would, of course, be
important to include the outflow of compensation payments as a result oi
natiovalisation but also the diministed flow of dividend repatriations

(the s:me applies to the other countrieus as w:ll, cf course, although Ghana has

made little use of nationalisation). The paper on Tanzania draws attention

to the fact that the government's policy ~f extending state industry into
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the production ofiintermediate and capital goods will tend to have adverse
payments effects in the short run, because such industries tend tc be
particularly dependent on foreign techmology and kmow-how. In the longer
term, of course, the expectation is that this pattern of industrialisationm
will result in net savings of foreign exchange but the paper points out

that the success of this strategy relies on emough foreign exchange being
earned by the remainder of the econmomy in the interim to permit the
realisation of the long-term goal. Tanzania's well-known balance of payments

problems suggest that this condition is not being met at the present time.

62, Estimates have also been made purporting to show the net balance of
payments effects of the public sector in Semegal. Excluding petroleum and
phosphates, these show that in 1974 the public sector resultad in a net loss
of foreign exchange of CFAF 14,883 million, with mocdern sector private
activities recording a net loss of CFAF 26,957 million. However, these
estimates do not include provision for f:reign exchange saved through import
substitution, nor do they include any items relating to investme income
and capital flows, so they are geriously incomplete. One parvicular feature
of this country's record has been the major involvement of PEs and MEs in
the accumulation of foreign debt, By 1975 their external indebtedress
ammounted to $163.5 million, 67% of total external debt (against only 16%
ten years earlier), The servicing of this debt cost $23.4 million in 1975,
or 627 ot total external debt servicing - a considerable outflow of foreign
exchange. At that time *heire was no serious balance of payments constraint.
If the debts of the public sector have corntinued to grow since that time
they may now constitutz a more serious factor in the much more difficult
payments environment of the early 1980s, and we rote in this context that

debt servicing absorbed 13.77 of total export earnings in 1979.
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Employment and distributiomal effects

63. We might distinguish fcur aspects of the employment effects of PEs,
although this results in an analytical framework stromger tuan the evidence
to put inside it! One desired effect throughcut the continent is the
Africanisation of employment opportunities - a policy which particularly
relates to managerial, professional and skilled positioms but which spreads
rather further through the labour force in the Francophone countries. There
is secondly the creaticn of productive new employment opportunities through
the organic growth of existing PEs or the creation of new enterprises (as
distinct from the take—over of existing private enterprises, which may resulc
in no new net employment). There is thirdly the 'creation' of non-productive
employment through over-manning. Finally, there is the choice of preduction
techniques and the factor proportions these embody, which have an influence

on the other three aspects.

64. The extremely limitad evidence available suggests (a) that

substantial Africanisation has indeed been achieved; (b) that there has
also been a good deal over—manning (see pageS0 ); (c) that less success has
becen achieved in the creation of new productive employment; and (d) that
PEs have not generally pursued a policy of choosing labour—intensive
techniques. Oun this last point, there is evidence suggesting that Ghana's
public sectcr is particularly prone to capital-intemsity. Documented
examples of this include two sugar factories and a state footwear factory
(which installed conveyors to undertake tasks which were not even
mechznised in the U.S.). Related to this was a consistent tendency for the
state to opt for project designs emphasising grandeur rather than economy,
with a particularly strong bias towards the over-design of factory and

ancillary buildings. The evidence points in a similar direction in Tanzania.
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Here too thereire a number of examples of capital-intensity and one suggested
reason for this is that the government has been content to leave the choice
of technology to foreign con.ractors who may have strong pecuniary interests
in drawing up designs which result in large orders for equipment. There

may also be a prejudice within governments against the adoption of labour-
intensive technologies which are regarded as technologically backward.

Thus, the contract for a(financially disastrous) fertiliger factory specified
that the foriegn contractor should "select the most modern processes

corresponding with the latest technical development ir tke chemical industry".

65. It goes without sayiag that any bias towards capital-intensity can only
subvert the employment-creation objective, which is one reason for fearing
that PEs may not have resulted in a great deal of new productive employment.
Another is the absence of any strong evidence of strong growth of output
within individual PEs. Most of the growth of the public sector has simply
been the result of take-overs (except in Ghana, vhere many new enterprises
were created in the earlier 1960s) and it was shovn earlier that the public

sector tends to quickly level off once the period of nationmalisation is over.

66. There is little doubt, however, that the growth of state enterprisa has
been associated with an accelerated Africanisation of industrial employment,
especially at managerial levels. This has certainly been the case in Zambia.
Particular emphasis has been placed thereon training programmes for Zambian
personnel and on replacing foreign managements with local ones. As a result,
962 of the total INDECO labour force was Zambian in 1974/75, althouyh the
proporticns were, of course, lower for technical and executive posts. A

simjlar trend is observable in Senegal, where there was probably greater




- 42 -

initial scope for Africanisation. It was reported that by 1977 70 of

all managerial and techaical personnel in the public sector were
Senegalese, against only 327 in the private sector. Tze proportion of
pationals in total public sector employment was the same as that just
reported for Zambia, at 96%, against 927 in the private sector. Although
precise data are not available, similar results have certainly been secured
in Ghana and Tanzania. For none of the countries is there any precise
evidence on the possible efficiency losses resulting from accelerated

(6)

Africanisation, for this is a subject too sensitive far investigatiom.
There are, of course, good a Eriori reasons for expecting such losses to be
significant. The absence of evidence is regrettable because it would
be desirable for governments to relate the sneed of Africanisation to

the efficiency costs of alternative aporoaches.

67. Accelerated Africanisation also has distributional consequences, of
course, which is one of the chief motives for it. Above all things, it

i# likely to result in a shift in the total wage bill away from foreigners
and towards nationals, which would be universally regarded as desirable
within African states. However | it may also widen income disparities
among the African labour force, since a high proportion of the jobs
formerly cccupied by Zoreigners were in high-pay occupations. There would

be much less unanimity about the desirability of this change.

68. There are at least two other ways in which the growth of public
enterprise has tended to affect income distribution. First, it has
sometimes been used to achieve a wider dispersion of econcmic activity
across the country, as has been done in Ghana and Zambia. Second, it is

possible for governments to use their control over PEs to subsidise consumers.

6. ?here is evidence from Ghana's publicly-owned gold mines, however, where an
official report inculded over-rapid Ghanaianisation as among the reasons for
low efficiency.
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Zambia also provides examples of this, including the maintenance of
artificially low prices for the products of agro-based industries (especially
vegetable oil products). If the products in question are particularly
important in the consumption patterms of low—income groups, such a policy
may be used as a rough-and-ready way of reducing (or preventing am increase
in) disparities in real incomes across socio-eromomic groups. The

qualifying clause is an important one, however, and for a wide range of
products the net effect of this form of subsidisation is ambiguous. 1In
Ghana (where PEs have also been used in this way), for example, it was found
that price controls designed to reduce inequalities actually operated in

ways wvhich tended to increage inequalities.

69. So while we can be confident that PEs do have distributiomal
oonsequences, it is impossible to say whether the gemeral effect of these
is to reduce or increase the skewed distribution of reai income. Public
enterprise does not necessarily have much direct comnection with those
approaches to socialism which emphasise the importance of reducing

inequalities.

Conclusions on economic performance

70. The evidence on economic performance considered above is obviously
unsatisfactory: incomplete, anecdotal and unreliable. It is also probably
biased towards negative findings because v-satisfactory performance is more
likely to be investigated and reported than the records of successful
enterprises. Nevertheless, it is the best evidence we have and we should

therefore ask what general conclusions are sugaested.

71. Of the four countries studied, only ir Ghana has there been an attempt
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at an overall evaluation and it may be worth quoting from this at some

length (p.227)
In the end, it has proved harder to use a single
criterion of comparative economic performance, which is
anslytically satisfying and amenable to empirical testing,
than it has been to characterise the general standard of
economic performance of Ghana's public sector. Despite
measurement problems, the spotty nature of the evidence
and substantial variations between specific enterprises,
it may fairly be concluded that the comparative economic
performance of the public sector was poor in the sixties.
State enterprises were unprofitable -~ absolutely, by
comparison with public enterprises in other developing
countriec and by comparison with private enterprise in
Ghana - and they were unprofitable despite comsiderable
monopoly powers. While profitability is an unsatisfactory
yard-stick, data on relative prodyctivities, unit costs
and balance of payments effects also point fairly
unambiguously in the direction of poor comparative
performance.
If we were in a position to write a comparable verdict om PEs in our
other three countries, it would probably be less negative than for Ghana,
whose public sector faces particularly severe problems. Nevertheless, it
is difficult from our evidence to point with confidence to any substantial
achievements, except in the area of Africamisation. It is certainiy the
case that govermments or ministers themselves often express dissatisfaction
with the results achieved by state enterprises, as in the case of President
Kaunda, who very sharply criticised parastatal manufacturing companies for
their inefficiency and went so far as to praise companies with larger

private shareholdings and expatriate managements for achieving greater

efficiency (which he characteristically equated with profitabilicy).

72. We are particularly concerned here with the ability of PEs to contribute
to industrialisation and the results reported above are not encouraging in
this respect. Of special significance is the evidence showing that public
sectors generally have negative resource balances, as reported in Tables

8 and 10. This means that PEs are unable to go-zrate the surpluses needed




- 45 -

to meet their own investment requirements. In the absence of large
govermment subsidies or injections cf funds from outside, this necessarily
limits the contributions they can make to an on-going process of
industrialisation. Such evidence as we could bring together on trends

in real output and in productivity reinforce the impression of an
undynamic public sector, failing to display those improvements that would

normally mark an expanding industrial sector.

73. There is alsoc a cousideration vhich we have not referred to so far:

the impact on private industry of policies which favour a large public sector.
In three of our four cases, the public sector was largely created ou the
basis of nationalisation or compulsory acquisition of part—ownership. This
was not true in Ghana but nevertheless the policies which led there to the
rapid growth of state industries in the first half of the 1960s also
discouraged private investment, which has since remained at very low levels.
If, as seems likely, the creation and maintenance of a large proportion of
state industries has the effect of discouraging private investment - by
creating uncertainties about the future security of ownership, about the
state’'s attitudes towards private enterprise and profit, about the extent

to which private concerns will be allowed to compete fairly with public
enterprises, and so on —~ then it seems exceedingly unlikely on our evidence

that public ownership has contributed positively to industxialisationm.

74. This does not necessarily mean that state industry has been a mistake,
however, for we showed earlier that governments have had a number of objectives
in setting these up, in addition to the promotion of industrialisatiom.

More particularly, we would like to stress that all the criteria applied

above have related tc economic performance, as if governments give most

weight to economic objectives. This is far from necessarily the case,
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however. Political and social goals may carry greater weight in practice.

So while governments frequently grumble about "inefficiency" in PEs it is
very rare indeed for any of these to be closed down or sold off, which
suggests that they must be perceived as satisfying sone (albeit non-economic)

objectives.

III - NETERMINANTS OF ECONOMIC PERFORMANCE

75. Having surveyed the evidenca rslated to economic performance, the next
step is to examine the determinants of this. Bere too, the evid:nce is
extremely incomplete but nevertheless suggestive. In undertaking this task,
it is useful to draw a distinction between the influemce of economic
corditions tending to impair industrial perfocrmance generally and those

factors bearing particularly upon the performance of PEs.

The economic environment

76. In the circumstances of most African economies a number of factors act
a8 a drag on industrial efficiency in gemeral. These include the often very
small size of the local market; unreliability of local sources of supply;
shortages of foreign exchange; inadequate infrastructure; and a variety of
uncertainties which make forward planning very difficult. Of these,
shortages of foreign exchange appear to have been particularly serious in
three of our four countries (there was no balance of payments problem in
Senegal during the period in question). Thus, in Tanzania industry has
suffered seriously from shortages of raw materials resulting from inadequate
foreign exchange allocations and the rame i3 true of Chana and Zambia.

Even though the import licensing authorities in Ghana disc-iminated actively
in favour of the public sector, PEs nevertheless experienced difficulties

in obtaining adequate allocations at the right times, so that factories




have been subjectec to frequent and prolonged stoppages. In all cases,
these types of shortage have contributed seriously to the under-utilisation

of capacity, reported earlier.

77. In landlocked Zambia transport problems are cited as creating
particularly severe difficulties. Port congestion has led to prolonged
project completion times, interruptions in production, and higher finsncial
charges to maintain sbnormally large inventories. The extended pipeline,
and fairly frequent re-routing, for getting goods from the ports into the
com'try have also contributed to increasing costs, althcugh these problems

may be eased as a result of Zimbabwean independence.

78. The Ghana study draws attention to the adverse effects of the
disintegration of economic organisation and decision-making that became
apparent in the first half of the 19608 and has persisted in varying degrees
ever since. Examples are provided of how the inadequacies of some parts of the
public sector impose costs on other parts, thus tending to create a vicious
circle situation. In Zambia, various PEs have been much affected by the
fluctuating fortunes of the copper mining industry, partly because these

have a powerful impact of total consumer demand but alss because the

industry is itself a large purchaser of certain manufactured products.
79. 1In addition to such general economic considerations, however, there
are other factors more specific to public enterprise which have an important

bearing upon their economic efficiency, to which we now turn.

Project planning

80. There is evidence that deficiencies in project planning have contributed
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substantially to sub-standard economic performance. Thus, one observer
of PEs in Tanzania has commented that "Each project mushroomed ia its

own way witkout taking into consideration the loca. resources, linkages
to other industries and not even considering the development needs of

the country. For example, the linkage betw=en cement and fertiliser
industries in the ure of sulphuric acid was never conceived of". Another
study of the fertiliser factory has demonstrated the disastrous results
that can follow when an inadequate feasibility study, undertaken by
contractors with a pecuniary interest in tbe ocutcome, is scrutinised by

an inadequately staffed govermment agency.

8l. The study on Senegal reports in similar vein: The rapid growth of the
public sector took place in an "uncoordinated and unplanned fashion",
scmetimes without sufficient consideration for the impact on the economy

or the public finances. Procedures for the evaluation of proposed
investments in PEs were not followed, resulting in agreewents with commercial

sponsors over which the Minis:ry of Finance had no effective say.

82. 1Ia the study of Ghana a wide range of planning deficiencies is
discussed and many examples provided. Poor planning resulted in the

choice of excegsively capita.-intensive techniques, in poor technical
designs, in ser.ous mistakes cn the location of projects, in major
construction delays (as have also occurred in Zambia) and in very poor
coordination of the agricultural and industrial aspects of the projects
intended to process locally-grown raw materials. As in the Tanzanian case,
examples are also given of the negative effects of relying upon inadequate
feasibility studies, often conducted by consultants with pecuniary interests

in the outcome of their studies, resulting in a systematic bias towards
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over-optimism in predicted results.

Financial considerations

83. There are actually two rather differ:nt factors to consider under this
heading. The first is the tendency for governments to use their control
over PE policies to hold prices down and thus subsicise the final consumers.
Our chief example of this relates to various a_-o-based industries (largely
producing vegetable oil products, detergents and soap) in Zambia. Stringent
government control over the pri:es of refined oils and fats contributed
heavily to large financial losses by the c.mpanies because the government
was reluctant to make adequate financial provision for subsidies to cover
the effects of its pricing policies. The result was not only to worsen

the profitability of the enterprises, so that they even had difficulty in
covering thecost of their factory operations; it aiso lowered_morale and
led to a shift in athe product mix away from the production of oils and
fats, which was precisely the opposite of the government's apparent

social priorities. There are similar examples of such situations in Senegal

and Ghana, although these happen not to relate to manufacturing enterprises.

84. A seccnd factor to consider here is the frequent complaint that PEs
tend to be under-capitalised and to be badly affected by shortages of
working capitali. Thus, it has been complained that the Semegal govermment
has in some cases over-extended its financial means with its ambitious
programmes of investments in the public sector, with the result that many
enterprises are inadequately capitalised and hence unable to realise their

objectives. (It is also reported in this case that the government often

does not pay its bills to PEs, thus also undermining their financial strength).

In Ghana, GIHOC (and before it, the Industrial Development Corporation) has

complained that it was funded with inadequate working capictal.
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85. The difficulty with this type of complaint is to disentangle cause

from effect. Under-capitalisation can undoubtedly be a cause of poor econmomic
performance, but poor performance cam equally be a cause of under-
capitalisation, in the sense of inadequate stocks of working capital. We
have already noted that the public sector tends to be associated with a
pegative resource balance and this not only-reduces its ability to self-
finance fixed capital formation but also working capital needs as well.
Careful and detailed research into the IDC came to the conclusion that its
real difficulty vas not shortages of funds but its inability to find paying
investments and to administer its projects. As its managerial weaknesses
became increasingly evident, government confidence in IDC diminished and
ministers were increasingly tempted then to interfere in its day-to-day
operations, which made matters worse. Poor performance, shortages of funds
and deteriorating relationships with government became a mutually reinforcing
vicious circle. The overall conclusion on tie alleged under—capitalisation
of Ghana's public sector was that this represented an example of what

Schatz has termed a 'capital shortage illusion' and tunat a more serious
problem was the low productivity of those public sector investments which

did occur.

Quer-manning

86. A tendency to engage larger labour forces than is necessary to achieve
given levels of output is a further source of weakness. There are documented
complaints about over-manning in Senegal and Ghana but this is so pervaaive

a problem that we strongly suspect that it features in Tanzania and Zambia

as well. In the case of Senegal the financial consequences of over-manning
are compounded by the pursuit of a high-wage policy. Thus, in 1974 the

average salary in the public sector was 142 higher than in the private sector
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and 107 higher than in the civil service. With more Senegalese natiomals in
the higher paid jobs, the average earnmings of Senegalese employees of :the

public sector were 39% meore than for Semegalese in private activities.

87. That inflated labour forces are a serious problem in Ghana is suggested
by a 1966 report by the State Enterprises Secretariat complaining that
"Overstaffing is one of the major problems of state corporatioms. There is
hardly any enterprise which is not overloaded with redundant staff". Various

exaxples are available of specific manufacturing PEs which suffered from this

problem, including the extreme example of a bamboo processing factory which

wvas found in 196ub/67 to have spent just £219 on raw materials while wages and

salaries amounted to £16,184 ! ‘

88. Thir tendency must clearly be related to govermment's employment creation
objectives. Even though it is easy to show that forcing PEs to employ more
people than they need is an absurdly inefficient and inequitable way of
providing unemployment relief, there is no doubt that much over-manning is at
govermment insistence. On the other hand, it is too easy to blame it all om
the politicians: the Ghanaian evidence suggests that some of the problem is
also due to weak, inefficient managements only too happy to pass the blame

on to the govermment.

Shortages of managerial and other skilla

89. Under this heading, it is convenient to begin with the findings of the
World Bank study of Senegal. This breaks down the management problems of the
public sector into four aspects: (a) the number of trained managers and middle-
level technicians; (b) accounting; (c) relations with supervisory ministries;

and (d) the role played by boards of directors. It focusses particularly on the
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second of these: "The lack of proper accounting and accurate data is prcbably
the singls greatest impediment to reform of the para—public sector". Accounting
standards are low; budget rather than anmalytical accounting is employed;
managements and the govermmant lsck data essential for monitoring and efficient

operations.

90. There is also a complaint of a general shortage of managerial and skilled
workers. The private sactor wvas apyarently still attracting the best managers

and some PE msnagerial posts were filled on grounds other than proven ability.
Training schemes wers inadequate snd not well suited to meet anterprise needs.
Boards of Directors ware unsble to carry out their proper fumctions, being too
large, disparate and inexpe-t. As a result, Boar¢ meetings tended to "become
disputes smong enterprise msnagement, supervigory winistry representatives and the
enterprise control agenciss". In other respects too relationships with
supervisory ministries tended to be unhelpful and to result in excessive

interference with day to day management.

91. Accounting weaknesses are also evident in Tanzania. Thus, the 1979 report
of the Tanzania Audit Corporation notes that,
Approximately 100 parastatals werz in arrears in the
preparation of their accounts for one year or more ... out of 247
accounts of parastitals certified during the year, only 76 got
unqualified audit veports; 138 got qualified reports, 15
received Negative Opinion reports and 18 Disclaimer of Opinion
results,
Howevar, the potentially valuable role of the TAC was apparently undermined by
indifference in PE managements, many of whom simply ignored what it had to say.
The TAC also states that some Boards rarely meet, aven on an annual basis, and

are thus unable to exercise any overall comtrol and guidancz, More generally,

there are complaints in Tanzania about the calibre of PE managements. In Zambia
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too INDL.O suffers from a dearth of experienced Zambian managers, a problem
vhich has become more acute as Zambianisation is extended to an ever-widening

range of pests. :

92. A similar pattern c¢f complaints also holds true for Ghana. Thus, in
manufacturing PEs, the State Enterprises Secretariat complained of shortages

of skilled and supervisory persomnel, resulting in haphazard planning and
“udgetary control, and the Auditor General lamented the dearth of qualified
accountants. There are many illustratioms of poor management in industrial
enterprises and again one symptom of this was the conclusion of the Auditor—
Ceneral that "Gene:ally, the accounts »f the Corporatioms, with but few
exceptions, were improperly kept and there was undue delay in the production

of final accounts."” Fchoing the earlier comment on Senegal, he also complained._
of a politicisation of managerents, whare "the primary consideration for the
selection of a Chairman of a Corporation was his party affiliation ..." Some
attempts were made to overcome manager weaknesses by entering into contracts
with foreign concerns but these were often poorly designed and produced
indifferent results. The use of mana_erial appointments as sources of political
patronage, of course, represents one of the chief ways in which the political
and economic motivations for the creation of PEs conflict with each other, When
such a conflict becomes apparent, our evidence suggests thac it is often

resolved in favour of political advantage, notwithstanding the economic costs.

Corruption

93, Only two firm statements are possible about this: (1) that corruptiom is
both a potential and actual source of sub—standard PE performance, but (ii) that
it is impossible in the nature of the case to obtain the evidence necessary for

any balanced appraisal of the relative importance of this factor. There is

i
i
J
|
|
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surely no doubt that in each of the countries studied corruption has had adverse
effects on some decisions relating to investment, purchasing, marketing and
personnel hiring policies, and so on. There is equally no doubt that there are
honest men as well as corrupt, and that many decisions are uninfluenced by
considerations of illicit gain. Beyond that it is difficult to go, except to
note that the issue of corruption was rather thoroughly investigated in Ghana
after the overthrow of Nkrumah and that this included examination of a number

of °Es. Various malpractices were uncovered and it would be possible to take

a "tip of the iceburg' view cf these cto argue that corruption had a most serious
impact on PE efficiency. Om balance, however, the Ghanaian evidence (for that
period) suggested that corruption was only a s2comdary reason for sub-standard
performance. The position may be different in Ghana today because what has
become known as 'kalabule' has almost been legitimised as a necessary means

of supplementing what ctherwise would be quite inadequate wages and salaries.

In this as in various other respects, however, Ghana represents a rather extreme

case.

The political milieu

94. Of all the factors ccnsidered in this section, many wculd place the
greatest weight on political factors tending to underming PE performance. Thus,
an early comparative study of the performance of various public corporations

in Ghana, Nigeria and Uganda found performance to have been best in the latter
country because they had not at that time teen poljticised to the extent that
had occurred in the West African countries. It concluded that the political

N

milieu was far the most important determinant of economic efficiency. The

work on Ghana which we have been utilising reinforces this conclusion. It talks

7. C.R. Prank in G.Ranis (ed.) Government and Econowic Development (New Haven,
Yale U.P., 1971), p.117




- §§5 -

of a "trivialisation of political control”, meaning a general disinterest of
gevermments in matters of general policy combined with frequent interference
in the everyday operation of the enterprises. This, of course, is entirely
contrary to the theoretical model, based on the British concept of a pub.ic
corporation, in which managements have responsibility for day-to—day operatioms

wvithin general policy guidelines laid down by the responsible minister.

95. In the case of Ghana, the most fully studied industrial example is the IDC.
There was an almost complete lack of clarity about what the government wanted

IDC to do. When the government became dissatisfied with its performance and
wished to tormulate a new policy, it left it to IDC and an outside expert to
formulate this policy. When what was submitted turned out not to be zew at all

it was accepted by the government just the same, and there were further examp les
of a lack of effective policy guidance. Similarly and subsequently, GIHOC also
stated that it raceived no policy directives from responsible ministers; detailed
research on Ghana's state gold mines revealed a similar governmental disinterest

in general policy.

96. That this is by no means a problem peculiar to Ghana 18 indicated by the
World Bank study of Zambia, This reports much concern in govermment about
bringing PEs "under control" .but no clear idea of the purposes for which such
control might be exercised:

In order to bring parastatals into line with policy objectives
there has to be a clearly articulated policy with guidelines
for its implementation. Government has not provided such
guidelines: until August 1977, there was no Investment Code
and national planning is weak. Even on a project-by-project
basis, many Ministries are not well equipped to provide
supervision... In some cases policy guidelines simply do not
exist, in others there are :contradictory policies, and .in ,
still other cases guidelines exist only on paper and are dealt.
with quite differently in practice.
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Information on Senegal illustrates another aspect of the trivialisation of
political comtrol, namely a great deal of governmental intervention in detailed
operatioual decisions. The evidence on this aspect is the fullest for Ghans,
however. Thus, an early independent report on the IDC complained of outside
interference from politicians and others, expecting appointments to be made
irrespective of merit, redundant staff to be kept on the pay-roll, disciplinaz,
measures to be relaxed on behalf of constituents, businesses to be purchased

at inflated prices, loans to be made irrespective of security and sc om.

97. There is also a different, but probably also rather pervasive, problem

to mention under this heading, which is the difficulty which PEs often discover
in developing satisfactory working relationships with the civil service. Quite
apart from the problem of detailed interference, there is a frequent complaint
that civil service procedures are too cumbersome to meet the needs of commercial
operations. This tends to be particularly true of budgetary procedures - an
important matter because we have seen earlier that many PEs are dependent on
budgetary support for investment financing and sometimes for working capital

requirements too.

IV - CONCLUSIONS

On the role of the public sector in the industrialisation of Africa

©8., 1f, for the time being, we assume that the case materials considered here
are representative of the general situation and if we accept the often tentative
interpretation placed upon these materials, then a clear conclusion emerges.

To an African government contemplating the creation of a substantial public
sector as a meons of promoting industriaiisation our advice would have to be:

don't do it; there are better ways of stimulating industrial growth. Om our

!
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evidence, a large industrial public sector will comtribute little to dynamic
industrial growth, will temnd to become a drain on the public finances, will
require a net inflow ot resources to cover its capital requirements and will

discourage the growth of private industry.

99. It may well be protested. that this conclusion is too negative and that

the sources of sub-standard economic performance surveyed in Part IIT peint
clearly to ways of strengthening performance. Project planning should be
improved; PEs should be instructed to keep their labour forces down to
commercially justifiable numbers; under-capitalised concerns should be
provided with sufficient funds to permit efficient operation; training facilities,
salary levels and hiring policies should be changed so as to permit the
recruitment on merit of adequate numbers of experienced managers, technicians
and skilled workers; corruption should be severely punished; ministers
should provide clear policy guidance but desist from detailed interventiom
in everyday operations. But such a list of reforms is naive. Among other
things, it disregards the multiplicity of motives which lead governments to
set up PEs in the first place, and the large de facts weight which they

frequently give to non-economic geals.

100. On the principle that PE performance shiould be assessed according to the
objectives they were intended to promote, it is incorrect simply to assess
them in terms of their contribution to industrialisation (or economic
development generally), which is why our conclusion is so negative. Indeed,
it is wrong to confine the evaluation of performance simply to economic

criteria, in the way that has been done above. Very frequently there is a

trade-off between economic and socio-political objectives, which makes
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unreagonable the common government practice of judging PE performance by a
simple profitability test. The point has been well expressed in an official
report cn Ghana's state gold wmines:
the basic cause of the present weaknesses of the
Corporation is political im nature. Since it was
formed in 1961,no Govermment has provided the
Corporation with the conditions necessary for its
success. One reason for this is that Governments
have tried to pursue contradictory objectives.
Governments have tended to speak with two voices
about the duties of ths Corporation. With one
voice they justify the necessity for the Corporatiom
on social, non~commercial grounds ... With the
other voice, however, they talk of the Corporation
in commercial terms, stressing the need to obtain
profits and criticising the management for having
to depend on budgetary subsidies.
A contrast has also been drawm between the generally poor econmomic performance
of Ghana's PEs wich its Voita River Authority. On its own terms, this
Authority has been successful in achieving what it was intended to achieve,
the reason for which being a lack of ambiguity about its objectives and an
absence of detailed interference with management ~ conditions resulting from

a strong World Bank involvement in the project.

101. If we take a multiplicity of government objectives (which, however, are
rarely articulated with any clarity) to be a pervasive feature of state
enterprise and if socio—political wotives are often given primacy, then we
must predict a continuation of poor economic performance. On this view, sub-
standard economic performance (including an unsatvisfactory comtribution to the
process of industrialisation) may be seen, in part at least, as the cost of
achieving socio-political goals. In such situations, there is little more
that the ecomnomic analyst czn do than to quantifyand draw attention to these

costs and to ask ministers vhether the <costs are regarded as reasonable in

relation to the non-economic benefits that may be derived.
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On the need for more informatiom

162. The fairly strong conclusion just presented doces, however, depend upon
the assumption that our case materials are gemerally representative but we
would like to stress again the weakness of the data base upon which this paper
has been prepared. A careful search of published sources served mainly to reveal
that there was hardly any such information. Our four cases were 'chosen'
simply on the basis that these were the only tropical African countries fcr
which materials were available. Even so, It is by now apparent to the reader
that much of the material on these four is badly out of date, incomplete and
unsystematic. Of course, much more information is available to individual
governments than can be found in public libraries and the archives of UNIDO,
the World Bank, etc. Nevertheless, we strongly believe that the following
judgement on Senegal applies with equal, probably greater, weight to many
other African countries:
The present lack of data on the para—public sector also makes
Government supervision extremely difficult. There is no
organisation with a data bank sufficient to dssure continuous
Government monitoring of those mixed enterprises supervised
directly by the state. The information collected thus far by
Governments departments is incomplete and inadequate. The lack
of data is less obvious in the case of public enterprises since
the CEP regularly draws up statements of accoumt for each one.
However, these statements are primarily accounting documents
and only respond to the concerns of the Treasury and budgetary
expenditures. Moreover, they do not provide the statistical
information needed by managements to improve cperations or by
govertuments to judge performance.

Indeed, the evidence presented earlier (pp.52-2 ). on the accounting

deficiencies of many PEs suggests that the Senegalese position may be a

relatively favourable one.
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103. Notwithstanding the rather strong conclusion stated on page 56,

we therefore suspect that this study is too weak for any confident generalisatioms
to be drawn. Working from secondary sources on a small number of cases far

from the countries to which they refer simply does not permit an adequate
investigation. Before that is possible far more primary, on-the-spot researck

is essential. If the topic is regarded as of sufficient importance, it is
suggested that UNIDO might approach the governments of African countries with
substantial industrial public sectors uith.a view to collaborating on further

tresearch and an examination of the data base.

August 1981
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Introductign:

Any analysis of the economic oerfarmance of Public Enterprises (P.Z.'s)
must begin 9y clearly stating the cbjectives against which gerformance is
to be judged. Ffurthermaore, given the multiplicity of aobjectives set far 8
PE's to achieve and the intsrdependsnt (often caonflicting) relationsnip
existing between thess variablss, a meaningful assessment of psrformancs
must cover a number of different performance indicators. In the analysis
which follows we have attempted to assess the performance of FE's in
Tanzania 5y their own objectives and by as manv tests as the available

statistics will allow.

The Ob jectives of Public Enterprise.

The acgnomic literature which addresses the problems of imperfect

markets, externalitiss, time prsference rates and technology gaps has

produced a number of thaeoretical justifications for direct state intervention

in the sconomy. Most economists would agreae that the African developing

countrigs face these theorstical anomalies to the traditional trade model

in an acute form., For exampls, the recent U,N.I.D.0. "world Industry

Since 1960: Progress and Praospects” ! report lists the following reasons

for direct public invastment in the inaustrial. sector:

a) To ensure the rapid expansion of the industrial sector.

b) To develop certain industrial activities that the government desirss
to promota and that private enterprises do not or cannot enter,

c) To ensure natlonal control of key industries, s.9. the exploitation
and procsssing of natural resogurces.

d) To prevent the domination of the industrial ssctor 0Oy privats entrepraeneurs.,

a) To impart needed technalogy and ta stimulats resaarch and development ta
build up indigengus industrial technologies.

f) To ensure a balanced regicnal development.

g) To rescue and revitalise ailing industrial enterprises for sccnomic or
social ressons.

h) To bring foreign-ouwnad entarprises into domestic nands and thus accelarate
the process af indigenization of the industrial sector.

i) To create greater and bettar opportunities for employment and for training
in new industrial skills,

J) To provide incustrial goods that satisfy basic social and aconamic needs,

k) To control prices of specific industrial quods.
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Exactly which ob jectives prove tc be of paramount importance within

a particular country is depsndent upcn the unigue historical cirzu.stances
which shape the government's reasons for, and attitudes towards intervention.
For example, the rate of government investment in manufacturing activities
in both Nigeria and the Ivory Coast appears to have increased substantially
after the prsvicusly satisVactory rates of foreign private investment began
to Fall.2 with declining or stagnant growth rates in the traditional product
sector and forsign investors being reluctant to move into new areas both
governments decided that direct public investment was necessary in order to
rastructure and revitalise their sconomiess. Thus the PE's were aestablishad
with the objective of initiating investments in perhaps marginal or supportive
industries in the hope that this would encourage private entrepreneurs to
step-up their own investment activity and therseby stimulate industrial growth.
In the Kenyan 3 case thers appears to be two forces which have shaped
the goverament's ob jectives in making public investments; firstly there is
a growiing demand by the smerging indigenous capitalist class for a more
effective share of the manufacturing sector - and the state provides a very
powerful and rich ally im that struggle; saecondly, foreign capital has
often encouraged public participation in their investments becausa not only
does state finance and fiscal power significantly reduca the risk inherent
in any investment activity, but alsoc such participation is a painless way
of accepting a degrea of africanisation. Aa a2 result of these two commsercial
forces it has been said that the various parastatal investmant organisations
stress the objective of profitability, via controlled prices and import
protection, to the detrement of distributiocnal consideration and allocative

afficiency.

In turning to conaidsr Tanzania it would appear that no such narrow
sectional intarests guided their change af policy in the mid sixties to 2
mo. radical form of state involvement. From indspendenca in 1967 until
the adoption of the develapment strategy outlined in the Arusha Declaration
in 1967, Tanzania followed a similar industrialisation path to that of
Kenya and Uganda, In the first Five Year Plan the role Af public investment
was defined as merely supportive to local and foreign private investmant,
The government offered the usual range of tax and depreciation incentives,
restricting its cwn direct invastments to agriculturs and infrastructural

sarvices,

Howsver, the government becama increasingly disappointed with both the

lavel and type of privats investmant occuring within the country and the




econamic benefits derived from its international trading associationsa.
This disillusionment coupled with a strong widely based political party
resulted in the radical policy shift outlined in the Arusha Declaration
of 1967 which stressed the two central principlss of 'Socialism' anc
*Self-Reliance'. Thae policy of socialism entailed that the major means
of production would be brought under state control in ordsr to facilitate
central planning and to prevent the exploitaticn of man by man, whilst
the policy of self-raeliance stressed the importance of employing local
skills and resources ta meet local needs as opposed to being dependent
upon foreign goods produced with foreign capital and technology. Thus
the change of policy was made an political/ideological grounds as well

as being a responss to purely economic cbjectives.

As M.A, Eienefaldscomments, "... Prom 1967 onwards the Tanzanian
states objectives were restated so as to give a greater than ususal weight
to equity and to political stability not based on overt repressian. At the
same time it was announced that the achievemsnt of its objectives, thus
restated, would reguire a significant shift away from the reliance on private
capital acting on the basis of market signals, and towards a more direct
social (stats) control of rasources in the context of socially/ politically

determined priorities”.

The immediate result of the Arusha Declaration was the nationalisation
of eight milling firms, the compulsory acquisition af up to 60% of the shares
in ssven industrial firms involved in tha manufacture of beer, cigarattss,
cament, metal box and shoes, plus a little later nationalisation of 60%
of the sisal industry. The National Oevelopment Carporation (NDC) was givan
control of these public investments and encouraged to establish new state
enterprises which would be eithar wholly governmant financed (e.g. Friendship

Textile Mill) or in partnership with private firms (e.g. Mwanza Textile Mill).

In the longer term the importance which the govarnment attached to this

new policy in terms of invasted resgurces and the anticipated output and

amploymant benafits can ha 3seen from the Table 1'
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Tabls 1.

Planned Allocation of Projects by Qwnership Pattern 1969-74 in Percsntaqes.

Cunership Pattern No. of Projects Investmant | Qutput Employment
Parastatals 43 84 79 77
Workers & Cooperatives 21 4 S 7
Privats 36 12 16 16

Sourcei— Govermment of Tanzania. Second fFive Year Plan for Economic and

Social Development 1969-74,

As can be seen the government anticipated that for the manufacturing
sector only 12%;%; total inveatment would bs in the private sector with
79% of output/ 77% of employment being generated in the public ssctor.
As a paper prepared by the staff at the Economic Research Bursau of the
University of Dar es Salaam 6 comments, it is "...notable that for the
first time a plan document contained arguments explicitly in favour of
the expansion af the public sector. It was pointed out in the Second Five
Yaar Plan that considarable benefits will accrus in the long run from the
axpansion aof public ownership becauss =
a) it will be possible to create a genuine Tanzanian industrial 'know-houw'

faster than under canditions of unrastricted private investment;
b) it will be possible to pursue a more effective industrial strategy;

¢) the profits made in industry will be reinvested in Tanzania".

In addition to these initial ob jectives the government went on in the
Third Five Year Plan (1975=-80) to stress the impartance of - (i) establishing
industries which cater for the basic needs of the majority of Tanzanians, and
(i1) giving priority to the "core" industries (such as iron and steal,
metalworking and engineering, chemicgls'etc.) that supply tha inputs to a
large number of other industries. That is,emphasis was placed on pushing
the import substitution policies backward toward the capital goods producing
sector, but bearing in mind that tha productive capacity of the country shauld
relate above all to the basic demands of the people, Thus in turning to consider
how well PE's have nerformed it is necessary tg bear the ot jactives outlined

above in mind,

Contribution of PE's to National Economic Growth,

Before presenting thae statistical avidence relating to the economic
performance of PE'3s, one has to stress the unraliability of much aof the
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7
data. As the U.N.I.3.0.'s 'Progress and Prospacts' report states , "An
in=depth analysis of the public industrial sector is hampered from ths outset

by the scarcity of data and the incompatibility of data that exists",

ga} Growth of Cutr _..

In order to correctly svaluate the contribution of P.E.'s to the

expansion of national output one 1ould initially place ths discussion in

*he context of the perfaormance ° "he manufa~turing sector as a whols.
Howsver, the statistical prot. ..tioned above is compounded in the
Tanzanian case due to the ava. _.lity of different statisticsl series

which attempt to measurs the same variable (in this case the growth in

the output of manufactured goods) but yield differsnt rssults.a The figurss
presented in Table 2 ave based upon one particular series and should, therefore,
be interpreted as useful only tc the extent that they correctly indicate

the overall trend.

Table 2. Industrial Sectors Contribution to G.0.P. (1967=78)
* r;

Yaar 1966 1967 |1968] 1969} 1970} 1971} 1972|1973} 1974}1975] 1976| 197711978

Industrial
Sectors 8.11 8.5 9.0f 9.9}10.1§10.7{11.4}11.0[10.6}1C.41 9.9| 9.3 9.3
Contribution
%

industrial
Parastatals 0.6} 1.2] 1.6} 2.2 2.5 3.1] 3.8] 3.5 3.7' 4,11 3.8%7 3.8} 3.1

Contribution N

%

Parastatals
as % of 5.0l1a.4 117.8]22.5] 25.6} 29.1}33.2}31.5}35.0|39.2]38,5}39.0] 33.6
Industrial
Sectar

Source: Economic Research SBureau Paper.

As 19 can see the manufacturing sector expanded quite rapidly up until
1972 when it accounted for 11.4 % of G.0.P. After 1972 the rate of grouth
of the manufacturing sector fell behind the rates axperisnced in the rast
of the economy, hence its declining share, M. B8iensfeld, who has condunted
the most extensive raview of the statistical evidence to gate, (see appendix
1 for Bienefald's comparison of different astimates of the growth rates far

the manufacturing sector), concludes his analysis by stating: "The dominant

features of these series are the following: a substantial dynamism apparsnt




in all the ssries (excspt handicraft graoduction) until 3973; this is
followed by a substantial slowing of growth in Manufacturing and Hancicrafts
where the consequent declining trend is markid by troughs in 1975 and 1979
and a fair rscovery hecween 1975 and 1977, neanwhile the S.I1.P. index for
larger scale industry (where most P.E.'s operate) s ows a much greater
resilience with its growth rates showing no significant trend over the
entirs period if the twa extraordinary years of 1905-56 and 1974-5 zare
excluded”. The point which Sienefeld wishes to amphasise is that the
manufacturing sector as a whole appears to have psrformed very well after
the change of strateqy embodied in the Arusha Declaration and that it a@as

not until the mid=70's crises that a downturn occured.

Focussing on P.E.'s we see much the same phenomenon. The evidence
noresented in Tables 2 and 3 demonstratas both the growing importance of
public entarprises within the manufacturing sector and the rather patchy

perfarmance . P.E.'s after 1973,

Table 3.
Annual Growth Rates of Manufacturing Sector 1966/67 = 1977/78 (Parcentage)

Year [56/57 67/68]68/63 69/76)70/71{71/72 72/73’73/74)74/75[75/75 7€/77177/78
! T '

Total
Manufac—
turing 8.95{ 6.81] 9,98| 5.S54| 9.45| 8.41 4.47| 1.69 0] 1.44} 9.39| 3.39
and Hand-—
inraft

32.4 35.01 21.2] 24.4] 23.7 =1 13,0} 12.0 -,4] 10.87 =12,5
Sector

Privat
Sactor

W

rz.o 2.6 3.61 2.2 4.4 2.1 7.1 =3.8| -6.5] 2.5 8.5] 13.8
4

. 10
Source: Economic Res2arch Bureau Paper.

The very nigh growth ratss registered in the Public Sectar betwasen
1966/67 and 1971/72 do, of course, reflect the transfer of ownership from
private to public through nationalisation as well as veal ocutput growth.
However, Silver and kaietowics 11, who have conducted a very sophisticated

(chaigned Laspeyres) measure of the growth of the manufacturinyg sector for

i
|
J
|
|
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the merind 19A7=137? ennclude that., ... industrial production increased
By 476.4% during the pericd ... the growth is particularly marked in the
second half of the period covered and is closely related tc the conscicus
axpansicn of the parastatals ... fellowing the 1567 2rusha Jeclaraticn™.

Thus P,E.'s appear to have made s major contribution towards the increasing
snare of the manufacturimg sector in total G.D.P. up o 1972/73 when baoth
external (rising cost of industrial inputs) and intarnal {drought in 1973/74
plus difficulties of further import substitution) forces led to a significant

reduction 1n the rate of growth of both P.Z.'s and the manufacturing sector

in general.

Empioyment.

Depending on which statistical source one uses smployment in the
industrial sactor as a whola rose from appraximately 10% of all employees
in 1967 to 164 in 1978, As Table 4 shows, betwesen 1967-1978 the industrial
sector generated 47,059 new jobs which represented approximately 29% of the

total new jcbs created during the same period.

Table 4. Employment in the Industrial Parastatal Sector 1867-=78,

Year Induetrial Percentage Industrial Percentage Industrial
Sector of Total Parastatals Parastatal to Total
Employment Employment &mployment Industrial

1967 34,157 9.9 5,302 15.5

1968 42,387 11.7 8,792 20.7

1969 43,396 11.8 12,350 28,5

1970 48,314 12.9 19,454 32.0

1971 53,516 13.8 24,836 46,4

1972 62,118 15.3 25,387 40,9

1973 63,355 13.4 29,595 46,7

1974 69,974 14,5 34,778 45,7

1975 73,218 15,6 35,278 48,2

1976 75,003 1S5.7 35,300 47.1

1977 78,090 15.7 36,450 46,7

1978 81,216 15.9 38,381 47,3

4

Source: fconomic Research Bureau Paper,

The industrial parastatals employment share ress from 15.57 to 47.3%.

Howevar, it is incorrect to conclude fram these figures that, "Out of total

new amployment genarated within the industrial sector, 70.2% occurad in the

nublic entaerprises between 1967 and 1978"., (Economic Aesearch Burezu Paper, pg 12)
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5is i3 an ingcorrest deduction hacausa a oroportion of the qrowth of F.Z.
employmant will have been due to transfers of ownsership rather than the
public sector initiating new ventures. Thus until we have the figures for
employment transfers we will nct know what proportion of the increase in

total employment was due to the expansion of P.L.'s.

Turning to the micro-studies one suspects that thers nas been a gap
betwasn the stated nead for the uss of labour-intensive tschnicgues and the
. 13
actual technology used. H.,P.3. Mashi arguss,

" On implementation, most of the established parastatal industriss
were capital intensive, except for one mill - The Friencship Taxtile
Mill supplied by China on very soft loan terms, Mwatex, a plant
owned jointly by Tanzania (80%) and a French firm (imenital (20%
amnloyed only 100 workers and produced 24 million square yards of cloth
per annum, while the labour intensive friendship plant employed over
3,000 workers and produced 24 million square yards af cloth and 1000
tonnes of varn per annum, In the case of the cement factory, its
capital/labour ratio was higher than those of Kenya and Uganda."

One of the most important reasons for this contradiction between what
was intended and what actually happened is that although the government may
be the major financier, the parastatal organisation often leaves the choice
of teschnology to the foreign contracters dus to the governmcnt's real or
imagined tecnnical inadequacies. far example, the contract for the building
of the disastsrously inappropriate Tanzania Fertilizsr Company contained the
clausa, "Klosckner (the Garman contractors) will select the most modern
processes corressonding with the latest technical development in the chemical
industry” 14 with this degres of loss of effective, rather than financial,
control over a project it is not surprising that public enterprisss on *he
whole have adopted technologies more suited to their westarn suppliar than

the resource availahility of Tanzania.

Productivity Changes.

Measures of changses in capital and labour productivity are difficult
anough at tha level of the firm with perfact data, at the lavel of tha
manufacturing sector in total or the parastatal sector with aggregate
statistics the figures have dubious validity. 1In addition, when measuring
labouy productivity for the manufacturing sector of Tanzania one has to

choose between four output and two employment series.

1
One author 3 has revinwed the statistical literature 2s well as offering

his cun astimate of the undarlying trend in labour productivity - sse Table 5.




|
Indices of Real Yalue 3idded per £mplovee in Industrial Srocductisn {(canstant ﬂ
\

prices) 1964~78.

vear Survey of Industrial Vatioral Accounts and
Proouction Sased Indices tmoloyment snc farning
(1966=700) 3gsed Indices {1968=10C) -
‘A 3 c 2
1964 - - SS 86
1965 89 100 a9 98
1960 100 100 1C0 10g
1967 113 (103) 132 10¢ 101
1968 104 (93) 98 g8 90
1969 110 102 95 8s
1970 111 94 93 83
1971 116 (109) 104 81 86
1972 121 (107) 126 87 30
1973 113 - 85 52
1974 111 - 79 -5
1875 96 - 69 75
1976 104 (103) - 72 86
1977 - - 74 86
1978 - - 7S -

Source: M.A. Bienefelu. For explanation of data bases used see ~ppandix 2,

whilst 8isnefeld argues in favour of accepting the trend indicated in
column A or B it would sesm that given the range of values indicatsed any
definitive conclusion seems impossible. Howsver, a numbaer of more specific
points can be made; firstly, whatever the cverall trend of labour
productivity since 1964 thers is a marked decline in all measures since 1973;
secondly, the figures presented above are for the manufacturing sector in
total, given the micro-economic data on particular parastatal enterprises
it does seem likaely that if the same series wers to bas calculated for P.E.'s
alone the result would be less favaourable; thirdly, measures of labour
productivity for the manufacturing sector will aobviously be affected by
structural changes within the sector. A diszggregated study by Silver 16 at
the two digit sectoral level for 1965 to 1972 indicated that shanges of output .
per workar varied from increases of 863% (Machinery), 299% (Metal Products),
137% (Textiles), 135% (Orinks), througn slight declines of 11% (Tobacco and .
Printing) to significant downward trends of 78% (footwear), 81% (Rubber) and
90% (Pulp and Paper). As those sectors where productivity increased most
alsoc increased thair share of total manufacturing value over the period it

follows that a proportion of the increase in average nroductivity was due to

structural change.




In relation to P.L.'s gne should note that not only goaes the state
Rave @ significant interest in sectgrs at bith ands of the scale (and not,
as sama authors would suggest, aonly at the bottom, e.g. SC% of the gutput
of the Textile sector is in public hands), but more generally the exglicit
pelicy af restructuring the economy, embodied in the irusha Jeclaration,
must have had an effect on the extent of this transfer of resgurces into
the more productive sectors., Howsver, on the negative sigs, sucn a chift
may have its cost if, as Bienefeld points out, the new structure generatas
foreign exchange demands which cannct be supparted in the meaium term, i.e.

once fareign exchange became a major canstraint after 1972/73,

Estimates of the trend in capital productivity via the I.C.0.R. method
seem just as problematic as the measurss of labour productivity. 0nce aqain
ienefsld 17 has undsertaken a detailed analysis of the question and part of

his conciusion is that,

" when the National Accounts figures ars used, along with National
Accaunts statistics an value added, the evidence for the manufacturing
parastatals reveals a roughly constant I,C.0.8. between 1969-71 and
1973-75 with highly unstable results for 1967-68 and 1968-70."

However, most other commentators would not share 3ienefeld's reservations,

11 other estimates point to a deteriorating [.C.0.R.

Parhaps one explanation for this poor performance is the low (and
daeclining) level of capacity utilisation which shows up in micro-studies of
individual firms. Ffor example, in Wangque's '8 study of the capacity
utilisation in 39 manufacturing firms in 1974 and 1975, he found that 80%
of the firms sampled suffered from raw material snortages which were caused
primarily by an inadequate foreign exchange allocation. The nsoint to note
is that as capital is embodied in plant, whereas labour inputs are mare
variable, one would expect short-falls in supply to effect capital productivity
more than its labour countaerpart. With reference to P.E.'s one should note
that the important role which supply side constraints play in determining
overall parformance indicatss that it is the particular industrial activity

ong is involved in rather than the question of ownsrship which is important,

Investment and Profitability.

As the table below indicates the percentage of total investment in

the manufacturing sectar accaunted for by public sentaerprises in Tanzania

has grown from 13% in 1966 ‘o 39% in 1972,
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Table S.

Investment in the rarastatal Sector.

t
Year 1965 | 1969 | 1972 | 1975

Total Investment of Parastatal

i 5 1 L 202
Sector (T.Shs. Millions) 50 28 0

! i

38 39 1 nead

20

|
|
|

As % of Manufacturing Sector i 13

1
Source: A, Coulson J

It has alsoc been aestimated that over the period 1866-1972 the industrial
parastatal sectar received 34.9% of total public enterprises fixed capital
formation, making it the principal recipient of public enterprise investment.20
This is as one would expect given the emphas.s placed on industrialisation

and direct government participatien in the Second and Third five Year Plans,

Howgver, assassing the return on this massive investment preassnts marse
of 2 problem, Firstly, up to date reliable figures for neit profits arse
difficult to get due to the state of a number of parastatal's accounting
procsdurss., The Tanzanian Audit Corporation 2 (T.A.C.), which is antrusted
under Act No. 1 of 1968 to praovide audits for all government parastatals,
made the fallowing remarks in its report for tha year 1979,

"Approximately 100 parastatals were in arrears in the preparation of their
accounts for one year or more...out of 247 accounts of parastatals
certified duri-g the year, only 76 accounts got unqualified audit reports,
+38 got qualified reports. 15 received Negative Opinion reports and 18
Disclaimer of Opinion Results,"

Secondly, the profits which have been racorded are difficult tao assess
in terms of an efficiency critarion becauss not only are many state enterprises
monopolies with import protection and price control to back them up, but also
commercial profit may not be the paramount objective af ths management., Aas
gxplained earlier, given the weight that the governmaent of Tanzania places on
both producing for basic needs and restructuring the ecanomy, current
profitability may be a poor guide to the long term development caontribution
of ths pro jact.

B8earing these points in mind we may now consider the figures which

are availaple:=-




Table 7.
Fixed Capital Formation and Surplus Generation in the Industrisl Parastatal

Sector. (Million T.3hs.)

Year 1967 !1968 ’1979 197C| 1971) 1972] 1373) 1974, 1875 1976] 1977| 1978

I

Fixed
Capi:allSZ.Z IAA.S 159.7 203.21176.4(128,.11152,21159,2'202.3 |453.0 431,30 |S04.0

fFarmation
L .

Net 124,2 | 35,6 ‘55.6 8.0 78.2{132.0{ 75.%1| 68.11{191,51259.7{393.1 |35
Operating

Profitsl

[e 2}
-
(€}

. 1

Joyrces Analysis of Parastatal Accounts, Economic Survey 1979,

In absolute terms between 1967 znd 1958 the industrial parastatals
generated a surplus (net operating profit) of approximately T.Shs. 1,728
million while absorbing T.Shs. 2,576 million in capital formatiaon. That is,
thers was a ngt inflow aof funds of approximately T.Shs. 848 million to the
industrial parastatal sector. As with other performance measures, the
financial gap betwsen investment and surplus appears to widen significantly
from the early 1970's,

One further indication of the profitability of the parastatal sector is
provided in the T.A.C. report for 1973, Thae auditors 22 comment that,

"Qut of the total 247 audited accounts during the ysar, there were
about 196 trading parastatals and the remaining were non=trading and
sarvice institutions. Qut of 196 trading parastatals, the accounts
of 81 such parastatals disclosed lossas.”

The list of parastatals which incurrad losses exceeding T.Shs, S million

during the year of audit is given belows-

Name, Accounting Year Loss

(T.Shs, Million)
Tanzania Cotton Autherity 30/6/76 98,68
Cahewnut Authority of Tanzania 30/9/76 18,78
Kilombero Sugar Co. Ltd. 30/6/77 18,57
Naticnal Textile Corporatian 31/12/78 17.15
Tanzania S5isal Corporaticn 31/12/76 16,57
Tanzania Faertilizer Co. Ltc. 31/12/77 13.69
Kilombaro Sugar Co. Ltd, 17/6/78 12,27
Mtibwa Sugar Estates Ltd. 30/6/78 10.62
National Cold Chain Operations 31/12/76 8.61
National Agricultural and Food Corporation 31/12/77 8.60
/«..Cant.




Name Accounting Year LOsS
(T.Shs, Million)
Kagera Sugar itd. 30/6/77 8.44
National Sus Service Ltd. 30/6/78 8.34
Tanzamia Dairy Farming Co. Ltd. 31/12/77 5.48
Mount Meru Hotels Ltd, 31/12/77 §.17
Serengeti Safari Lodges Ltd. 31/12/77 5.81
Sisal Kamba Spinning Co. Ltd. 31/12/77 5.49
Tanzania Livestack Marketing Co. Ltd. 31/12/77 S.31

Source: T.3.C, Report 1979

The point tn note is that earlier figures on taotal net operating profit
for the industrial parastatal sector as a whola must obviously conceal large
intar-sectoral discrepanciaes if the rather large losses made by the industrial
parastatals included in the list above are to be more than esgualised an the
profit side. As we commentad when discussing capacity utilisation, blankst
statements about industrial parastatals performance basad on aggrsgate
figures are not vary useful if the actual problems faced by particular industrises

are to be fully understood.

Lastly, the level of investment and profit performance of the Tanzanian
parastatal does not compare unfavourably with aother african countries, For
example, it has been estimated 23 that i.. £thiopia practically all new
investments in 1975/76 were in the public sector, in the Ivory Coast public
investment represented 65% of all national investments betwsen 1971=75, and
aven in Kenya over 15% of the total issued share capital of the 253
manufacturing firms with S0 or more employees was in gcvernment hands and
over half aof all Kanya's industrial firms employing more than 200 people
have government financial participation. 0On the profitability side performancs
varies enormously and any assessment cannot be done without relating the
figures to the overall industrialisation strategy. For example, the Kenyan
Parastatal Panafrican Paper Miils made a financial profit of K.Shs. 28 million
in 1977/78. But as has been pointad out, this cannot be divorced from the
ract that it was able tao charge prices that ranged from 72% to 113% higher

than the prices of the landed equivalents from overseas suppliers.

8alance of Pavments.

No figuras exist for the net rontribution of P,E.'s to the balarica of
payments, Tabplae 8 provides some indication of the way in which the

manufacturing sectar as a whole has performed.
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Table 9.

Tanzania 1564=78: Foreicr Merchandise Trade Trends and Composition,

Year |Export T.Shs.| Imports T.Shs.| 3Salance of % of Sxports Consumer goads
million Million ¥erchandise wnich are as % of imports
Trade:T,5hs, “anufactured
Million,

1962 1193 1127 +66

1963 1417 113 +264 49
1964 1597 1259 +338 46
1965 1465 1405 +60 43
1966 1878 1651 +187 a3
1967 1761 1825 +136 36
1968 1717 1834 -117 40
1969 1798 1710 +83 38
1970 1852 2274 -422 18,2 3a
1971 1989 2725 =736 21.9 25
1972 2277 2879 -601 21.6 29
1973 2531 3479 -898 17.0 30
1974 2861 5258 -2397 20,2 37
1975 2765 5694 -2929 19.4 31
1976 4109 S¢°° -1312 17.7 21
1677 4536 6199 -1663 13.2 19
1978 3583 8118 -4565 14,7 20

Source: Bienefeld,

Two points can be made; firstly, the percentage of total aexports
accounted for by manufacturing goods has declined since 1971 and given the
large stata share in the manufacturing sector this must imply that the foreign
exchange earni%gs/P.E.‘s is falling; secondly, there is a marked decline in
the percentage of imports accounted for by consumer goods, from 49% in 1963
to 20% in 1978. This would indicate that intermediate and capital goods,

i.9. industrial inputs, are absorbing larger amounts of the limited foreign

exchange earnings of tha country.

Individual instances of the negative balance of paymants effect of P.E.'s
are sasily found. The infamous Tanzania Fertilizaer Company is based almost
erntirely on imported rock phosphate, sulphar ammonia and potassium despite
rich potential local sources of the raw material being available. Thse cement
manufactured at Wazo Hill is critically dependent upon foreign know=now and
spare parts for maintenance and its output price is axtremely asensitive to

changes in the cost of importad aoil. Less capital and knowledge intensive




methods faor the manufacture of cement are certainly available as are large

reserves aof coal in Southern Tanzania.

Thus the overall statistics would indicate that P,E,'s are a drain on
the very limited amaunt of foreign exchange which is increasingly baing
earnt by the nan—-manufacturing sector. This may well bs & 'temporary' result
of the state's strateqgy of trying to push import substitution policies back
into the capital and intermediate goods industries. Such a structural change
may raise the demand for foreign technology, and hence foreign exchange, in
the short and medium tarm, however it is hoped that a turning point will be
reached where domestic production of capital goods offsets the need to import.
Howsver, the whole strategy is critically dependsnt upon sufficient foraign
exchange being earnt elsewhers in order to reach the long-run position.
Unfortunately, given .ne drastically wersening balance of payments position
since ths early seventies, this ‘bottlenack’ has proven to have a severs sffect

on P.E.'s and the manufacturing sector in total,

Qaterminants ¢f Economic Performancs.

from the evidence given above gne can piece together a picture of how
well the P.E.'s in Tanzznia have achieved their set ob jectives. In terms of
output and productivity the aqggregate performance was guite acceptable up
until the early seventigs but from then on the vulnerability of the whole
sectar was clearly exposed by tha deqrae to which both extarnal and internal
gvants affected their performance. 0On the financial side the eavidence strongly
suggests that P,.L,'s have represented a drain on both domestic investmant
resources and foreign axchange earnings. The figures for employment creation
are inconclusive and it would seem that the choice af technology employed has
not strayed much from the path previously followed by private entrepreneurs. 24
Looking beyond the narrow economic measures of efficiency it would seem that
whilst P,E.'s have achieved a deqrse of success in restructuring the industrial
ssctar, thay have not achieved the objectives of self-reliance and the
production of goods to meat basic needs to anything like the extent originally
plannad, We now ask what are the cnnstraints and contradictinns wnich have

affacted the parastatals performance.

At the lavel of particular enterprises many of the familiar problems faced by

public undertakings in Africa are evidant. A.Coulson's 25 analysis of the




Tanzanian Fertilizer Company clearly demgnstrates the disasterous results
that can follow when an inadecguate feasibility study, which is undertaken
by the foreign contractors who stand to profit from the investment, is
scrutinized by an inadequataly staffed government parastatal. &Zven when
initially viable projects are undertaken the proolems of management and
control must still be solved. Jne of Wangue's 26 conclusions fram his
study of 39 firms in Tanzania was that,

"Inereassd attention should be devoted to the guality of manadement
and manpower in general at the enterprise level, especially in the
subsidaries of parastatal organisations.”

As for financial control, the Tanzanian Audit Corporation (T.A.C.) appears
to be a step in the corrsct direction. Aside from issuing certified
financial statements the T,A.C. is also empousred to,

"rgview internal controls, operating procedure, adequacy of record
kesping, management practices resulting in any fractuous or extravagant
use of public funds,"

and to repart its findings to the parent ministry and State House if necessary.
However, even this theoretically powerful independent body may have little
practical effsct. As the T.A.C. 2 comments in its report for 1979,

"Qur experience, hawever, shows that very few parastatals acknowledge
our reports and implement our suggestions, Out of 220 management
audit reparts issued durimg the year 1978/79, only 91 reports wers
stated to have been tabled befaors the Board of Oirsctors. Some 66
companies only acknowledged the receipt of our reports .... In certain
parastatals the Board of Directors do not seem tg appreciate the
significance of audit reports ... some Soards are inactive and do not
hold formal meetings, sometimes esven for cne year, to review and
appraise the performance of their crganisations ,.. Many parastatals
do not employ competent paersonnel to write the books and preparse the
accounts in an acceptabls form,"

Thus there is strong evidence that problems related to insdequate project
appraisals, shortages of qualified manpower, and inefficient financial controls
need to be sclved if P.E.'s are to improve their level of performancs, But
such problems are not unique to Tanzania. Critical manpower shortages and
inadequately trained civil sarvants were given as principal reasnns for the
disappointing performance of P.E.'s in U.N.I.D.0.'s Country Industrial
Development Profiles for Zambia, Mozambique, Ivory Coast, Mali, £thiopia and
Nigsria. However, whilst such criticiasms are vaiid up to a point, those that
re jact the use of P,E.'s purely on the above grounds would find it difficult
to explain aeithsr the genarally acceptable performance of the P,E. sector

in Tanzania until the sarly seventiss or the individual successes wnich
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continue to generate substantial returns. Thus we may ask whether there
are any particular determinants of the performance of P.E.'s in Tanzania
which result from the specific set of objectives sdopted.

Frank 28 ~oncludes his review of public and private
enterprise in Africa by suggesting that,

"the political milieu in which state enterprises operate is probably
{most) impartant,"

Indeed, from our revisw of the general litsrature it would seem that P.E.'s
need to be independsnt of the government for twoc rsasons, (a) the firm

must be insulatad from persistent gavernment interference as this can result

in frustrated management, unecsessary inefficiency and the slevation of pursly
political or personal objectives to unacceptable levels {e.g. the asarly
experience of both Nigeria and Ghana), (b) the government must

insulated from firms as the latter can uss the state's financial commitment

in order to protect their finefficiency by pushing for highser import protectior,
further government concessions and higher prices (s.g. C.Leys suggests that
this may bs occuring in Kenya). No doubt both these criticisms have some
validity in Tanzania, but one should note that an the one hand given Tanzania's
commitment to 'socialism' and 'self-reliance', political objectives will

always play a significant part in parastatal decisions and that if one rsjects
such influence this is not so much a criticism of P,E.'s as a rsjection of

the whole stratagy and set of objectives, and on the other hand r.~m the
avidence presanted above,it would seem that in the case of Tanzania it is

the 'general economic milieu' that is of paramount importance in detarmining
P.E.'s parformance levels rather than what has proved to be a very stabls

political environment,

The major economic resason far the declining performance of P.E.'s seems
to centre around the growing foreign exchange constraint which became critical
after 1972-73. DOue to increases in the price of industrial inputs (aspecially
0il), the declining real price of its major exparts (tez, coffee}, the drought
in 1974 and the war with Uganda, the weaknessas inherent in Tanzania's
overall stratsqy came to the surface. P.E.'s had beaen used to push the
policy of import substitution too far too quickly along the wrang path. That
is, not only had the growth of P,.E.'s outstripped the countries’ financial

and manpower capacity to effectively run and absorb the new enterprises, but




also the industrial activities upon which the state concentrated did not
restructurse the productive capacity to suit the resource sndowment or neads
of Tanzania. As J. Ruweyemamu 29 comments,

"Nationalisation of the major means of production does not, therefare,
signal an end to dependsnce ... {(it) permanently reinforces aepengence
.«eso Decause the introduction af new products or processes fram the
centre will always require more sophisticated techniques and highar
laveals of accumulation than can be sustained by Tanzanian type economies".

8y nationalising existing industries, P.f£.'s started from the inappropriate
base (inappropriate with refersnce to their own objectivas) which existed
before 1967. The parastatals then went on to view sach new praject in isolation
from either the general sconomic situation or the domestic resaurce and skill
base of the country. As H.P.B, Moshi 30 has commented,

"Fach pro ject mushroomed in its own way without taking into consideratiaon
the local resourcses, linkages to otner industries and not sven
considering the development needs of the country. For axampnle, the
linkage between cement and fertilizer industries in the use of sulphuric
acid was never conceived of, Just like (the) o0il refinsery was nsver
linked to synthetic industries, The ultimate outcome was individual
pro jects, very impressive but not integratad",

The end result, as we ha' seen, is that as the economic system could
not support the cumulative demands being made upon it by esach individual
pro ject, perfaormance began to decline draqging morales and commitment down
with it. Thus the disappointing performance of the P,.E. sector in Tanzania
stems fram their naeglect of the demand for foreign exchange which would be
generated in relaticn ta their earning cepacity, their inability to concentrate
investment in thoss industrial activities which suited their own resourcs
base and product needs, and finally their failure to establish an institutioral
frameuork which could co-ordinate each parastatal's activities with a central
industrial and technology policy as well as closaly monitor each enterprise's

performance against the targets set for it.

As for the future, the above analysis suggests its own remedies, Ffirstly,
there must he a thorough as<assmen: of the domestic resources available
coupled with a clesar =tatenant on w«hich industrial activities are to be taken
into public corcrol. Thus tha rush to nationalise or to import-substitute
should not be done for its own sake but with refarence to whather it is an

important part of the basic lndustrial strategy. The recent attempt ta shift
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the concentration of P.E.'s into 'core industries' such as steel, engineering
and chemicals is a sign that the government recognises the fundamental
structural weaknesses of the sconomy. Howsever, and this brings us on ta

our sscand point, whether this move into capital goods aroduction will
succeaed hinges an how successful the government is at re-stimulating the
parformance of the agricultural sector. This is important in order to both
increase export earnings and to satisfy the consumption demands of its own
people who are steadily becoming more discontented with their present position.
whether the government can meet the immediate demands aof its population,
engage in long term restructuring of the economy, 2s well as adhere to the
principles of socialism and self reliance, given the international context
within which Tanzania finds itself, is a complex quaestion., 3But it is the
intaraction of these variables which will ultimately determine tie role and

performance of P,E.'s in Tanzania.

July 1981




Appendix 1.

Qienefeld's Estimates of Amnual Rates of Goowth in Manufacturing Valus

Added 1964-78 (1966 Frices).

National Accounts: National Accounts: Survey of Silver and

Manufacturing and Estimate of Handi- Industrial | Kmietowicz's

Handicrafts. % " craft Production.® Production: | Index of
Implicit Actual Firms with Industrial

10 or more Production.
employees,

1964-65 13.2 6.0

1965-66 17,7 5.0 14.2 30.0 17,7
1966~67 9.0 10.0 5.0 8.1 4,0
1967-68 6.8 0.4 3.5 11,9 18.3
1968~69 10.0 -4.7 0.6 20.7 8.9
1969-70 6.6 =5.1 2.3 12.5 4.5
1870-71 9.5 10.4 3.3 9.1 19.3
1971-72 8.4 -1.6 5.4 13,2 28.7
1972-73 8.8 -3.2 4.1 7.7

197374 1.4 -18.1 3.9 8.9

1974~75 0.3 35.2 -9.6

1975-76 6.4 -7.5 9.5

1976=77 5.4

1977-78 4.8
1978-79 -7.5

Source: 8Bienefald M.A. Mimeo 19871 pg. 11.
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Appendix 2. - Explanation of data base used in Table 5,

Column & = B3ased on Manufacturing Value added and avarage employmeni from
the surveys of Industrial Production 196¢ to 1974, The figures
for 1975 and 1976 are from Hali ya Uchumi .... 1977/78 Tabls 48,
The figures in brackets are alternative estimates based on
alternative employment figures which appear in varinus original

SOUTC8S.

Column 38 This is the index calculated by M.S. Silver (Silver 1978) from
SIP firm returns. It is based on an Industrial Production Index
and smployment estimates which are adjusted in so far as was

possible for length of shifts,

= This is based on valus adrded estimates for Manufacturing and

I(')

Handicrafts in the National Accounts and Manufacturing employment

figures taken from Surveys of Employment and Earnings.

Column 0 = This is the "Industry" Index presented by Jedrus:ek (Jedruszek,
1967 pg. 19) and based on wdational Accounts and Employment and
Earnings data for Manufacturing, Mining, Construction and Public

Utilities.

Above definiticns given in B8ienefeld, 1981 Mimeograph, pg. 36.
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