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INDUSTRY ARD EXTERNAL DEBT IN AFRICA: A PR~LIMINARY ANALYSIS 

Secretariat of UllIDO• 

Introduction 

The proximate concern of this report is to offer a tentative response 
to two interrelated questions: what has been the impact of the indus
trialization process on the fast deteriorating foreign debt position of 
African countries? And, seen from the opposite angle, what is the effect 
of the debt burden on current and likely future industrial trends in 
Africa? The specific conception and operatio~ of industry in Africa during 
the quarter of a century that has elapsed since independence has, in many 
cases, been a considerable drain on the already scarce foreign exchange 
resources and thus a powerful factor contributing to the accumulation of 
foreign debt. Upon gaining their independence, African States were not 
industrialized to any significant degree. 'Ihe infrastructure and indus
trial tradition which play a fundamental role in the industrialization 
process were generally absent, and agriculture and mining were not organ
ized to serve as stable resource bases for industrial processing. The 
decision to industrialize after independence was taken on the basic recog
nition that industry would be the necessary engine of long-tel'lll socio
economic growth and would enable the achievement of increasing economic 
ind.,.pendence. 

It has, however, become increasingly evident that many of the invest
ments undertaken in the industrial sector were insufficiently integrated 
uithin the national economy and thus with the overall development process. 
Consequently, lint.ages between industrial projects - and indeed between 
industrial development and that of the economy as a whoie - remained weak. 
In the absence of sufficient domestic financial resources and developed raw 
.. terial resources, the industrial proje~ts required substantial coaaercial 
external borrowings and sizeable official development assistance flows. 
lloreover, many of the established industries proved not to generate the 
desired saving of foreign exctange, with the result being that they in fact 
aggravated the current foreign exchange crisis in a period of high external 
indebtedness. 

The implication is that this structure of industry and the pattern of 
industrial development must be radically altered both in quantum and nature 
in that present problems confronting African industrial sectors reflect 
underlying structural weakresses and imbalances. In order to reduce these 
imbalances, a number of key issues must be treated. First, there is a need 
to understand the causes leadin~ to the development of an essentially 
dualistic economic structure in many African countries, where industry has 
ainimal structural and institutional links with the subsistence sector. 

•The research wort was done by staff of the UNIDO Secretariat, 
Division for Industrial Studies, with Javed Ansari, Paul Hesp and Bo Thome 
as consultants. Additional contributions were made by Charles Cooper of 
the Institute for Social Studies at The Hague; J•~ques de Bandt aDd 
Philippe Huson in co-operation "fl th other Frenr.h :-eseuchers; Alisdair I. 
KacBean in the United Kingdom; Bre~t Co11ley and loger Youn& of the 
lorth-Sou~h Institute at Ottawa; and Marian Radetzki at Stockholm. 
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Secondly, ~hP. na~ure of the external relationships of African industry, and 
particularl1 its dependence on foreign capital, technology and raw lll

terials, need to t:e ex'llftined closely. Thirdly, changes in the internal 
organization of African industry and its position within thie international 
l•Con'>llly that could reduce its structural weakt1esses need to be identi£ied. 
Finally, it is essential that the scope for implementing a strategy for 
bringi~g about such changes should be realistically identified. 

This st~dJ ~eals ~ith these issues in the context of the impact of the 
debt eris is on African industrialization. It seeks to develop a relevant 
polic1 pers~ective in order to identify the choices open to African 
decision makers in their quest for a more viable industrial sector whict. 
can serve as a basis for stiaulating national development. 

Proposals for the restructuring of African industry have been forth
coming from a wide variety of sources. "erhaps the most well known and 
widely t!e~ated are the set of policy recomiendations put forward by the 
internittional financial institutions. According to this view, industrial 
policies should be -:edesigned to fostet· export growth; public sector direct 
ownership and management of industrial projects should be replaced by 
indige~1ous capital and entrepreneurship to the greatest extent possible; 
the iemphas is on large projects, al.llost invariably heavy net absorbers of 
fcC'eign capit~l. should give way to "maller 11perations which will be less 
~f • bu~den in absolute terms; and the mix of forP.ign financing should be 
al~ered towards greater use of coaaercial loans and direct foreign invest
ment in the more advanced countries of th£ region, a closer association of 
public and private capital in the "donor" countdes, and closer attention 
shc;uld be given to project-specific outlays for infrastC'ucture so as to 
msximize the pC'oductivity of these foC'eign inputs. All these changes must, 
accoC'ding to prevailing vievi;, be effected within a framework of severe 
constraints on aggregate investments in the industrial sector. 

This study argues that, while such a policy re-orientation may contri
bute to an alleviation of sh.~rt-term pressures on the balance of p&yments 
of some African countries, it is inadequate as a basis for reducing the 
structural deficiencies. These, as pointed out above, are reflected in the 
very WPak. inter-industrial link.ages characteristic of most African coun
tries, in the insufficient integC'ation of the industrial sector within the 
national economy end in the sector's high dependence on foreign capital and 
raw material imports. An export-oriented h&dustrial izat ion strategy which 
relies principally on the investment initiatives of private enterprise is 
unlikely to incre~se industrial integration or reduce international depen
dence. Such an approach may lead to a widespread erosion o# the industrial 
base of many African countries. Donor agencies which are bC'oadly sympa
thetic to the macro-economic perspective outlined above are nevertheless 
reluctant to support the generalized decentC'alization that a comprehensive 
endorsement of such a strategy may entail. They are tj;erefore cautious 
abo:it designing sector specific policies and, as this report repeatedly 
points out, there are many inconsistencies in the macC'o-economic reco111-
11endations and sector-specific interventions of the inteC'nationa\ financial 
agencies. 

Africa is at a crolsC'oads in regard to indu1tC'y. Although evidence is 
by no means systematic or sufficiently detailed, there aC'e indications that 
a de-industrialization proce•s has already begun in var;ous countC'ies, 
especially in sub-Saharan Africa. "L'.he devdopment of a onsistent and 
coherent l ndustrial strategy capable l'\f handling short-term costs vh ile 
preserving a national industrial base is an urgent necessity. Such a 
str•tegy mu•t be const~ucted on the basis of an objective assess~ent of the 
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existing evidence about problems and opportunities. This prospect is 
greatly magnified by Africa• s chronic dependence on others (overwhelmingly 
the United States of America, the European Economic Co11111unity and a handful 
of other developed countries) for supplies of finance and equipment for 
industry. Those suppliers will have to be convinced of the earnestness of 
African endeavours; if they are not, then there could be such severe cut
backs that any careful restructuring would be precluded. 

This report is organized as follows: in the first section, a brief 
su111Dary is given of an interpretation of the current situatiol - one which 
differs from the macro-economic perspective outlined above. Its aim is to 
underline some basic points regarding the process of industrial change in 
Africa and to present essential data on debt and its relation to industry. 

In the second section, the fin~ncial mechanisms th~ough which industry 
is funded are exa111ined, with special emphasis given to the domestic and 
international structures and the influence of the latter on the former. 
The first two sections represent an attempt to describe the framework in 
which the industry/debt crisis is located. 

In the third section, case-study evidence of che actual performance of 
industrial projects is analysed. It is at the project level that the 
various aspects of the major problems affecting African industry emerge 
most clearly, and the concrete problems must be the starting point for the 
formulation of an industrial strategy. In the first part of the third 
section, a description is provided of a series of conditions which affect 
project performance even though they are situated at .i broader level (e.g. 
macro-economic policy). Subsequent analysis is organized with reference to 
the various phases of a project, from initial fonwlation through actual 
operation. Some phases are more critical than others and the decision 
makers, both foreign and domestic, who intervene also vary from phase to 
phase. The function of this analysis is to clarify which aspects of pro
ject performance are most susceptible to improvement, which economic agents 
(at home and abroad) could best c'>ntribute to such improvement, and how 
(and in what time horizon) project performance could be bettered. 

In the fourth section, the empt.asis shifts from the presentation of 
empirical evidence to a consideration of the views and suggest ions which 
now appear to characterize thinking in several of the main donor coun
tries. Given the role of both public and private entities from those coun
tries in the provision of finance for, and actual operation of, industry in 
Africa, these views constitute important data for African policy makers. 
In this discussion, particular attention is devoted to some of the key 
themes which recur in the debate involving developed countries, i.e. 
rehabilitation rather L~an new projects, the stress on export-oriented 
industries, and 1:.he need to promote domestic private entrep;:oeneurship. An 
attempt is made to assess the real prospects for these activities and to 
outline thelr relationship to existing industrial operations. 

ln the fifth and concluding section, the main findings of t.he report 
are brought together and, taking into account the actual problems of 
industries and the macro-economic environment, a series of suggestions are 
made which could be implemented by African countries themselves as part of 
their own response to the indu1try/debt crisis. 

This introduction would not ba complete without underlining some of 
th~ limitations of the present report. First, the findings presented here 
constitute no more than a preliminary analysis of the problem. Secondly, 
there has bP.en no opportunity for discussion with African policy makers 
working at the national levftl. This report might thus facilitate collab-
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oration between the United Nations Industrial Development Organization 
(UNIDO) and African countries on the subject of industrial re~tructuring in 
a period of crisis. Thirdly. no individual country studies have been 
undertak.en. It has thus not been possible to identify explicitly which 
industrial activities could, in particular cases. constitute the core of 
future operations. UNIDO believes that such practical steps would be an 
essential part of follow-up wort to the present report. Fourthly. direct 
discussions with financi3g organizations in Africa, and to a lesser extent 
abroad, have simply not been possible on a sufficient scale within the time 
schedule set for this report. Without more detailed contacts of this type. 
there is a risk that some possibilities will be lost and/or some proposals 
will be insufficiently precise from the financial angle. Finally. most of 
the discussion in the main sections of the report focuses on sub-Saharan 
Africa, mating but limited reference to the r.orth African countries. Since 
the share of Algeria, Egypt. Morocco and Tunisia in total African manu
facturing value added exceeded 50 per cent in 1981 and their share of total 
debt is of the same order of magnitude, the focus adopted is not due to any 
lack of weight of these countries; it stems from the different nature of 
their problems as compared to tho5e of sub-Saharan Africa. The north 
African co~ntries are much more closely tied to circuits of foreign 
coanercial finance and more closely ~ntegrated to export of manufactures 
through international sub-contracting (above all. this is true for Morocco 
and Tunisia) than most of sub-Saharan Africa. It r.ould be argued. and 
indeed this report does consider the argument, that four countries in 
sub-Saharan Africa - Cote d'Ivoire, Kenya, Nigeria and Zimbabwe - bear 
important similarities to the north African States. Nevertheless, the 
policy debate for sub-Saharan Africa as a whole has been cast in markedly 
different terms than it has for north Africa. For the moment, the task of 
creating viable frameworks for industrial restructuring is far more urgent 
in Africa south of the Sahara, even though some overlap in issues certainly 
exists between the two subregions. This is so because the impact of the 
debt crisis has been far more severe on the countries of sub-Saharan 
Africa. Consequently, greater industrial reorganization is needed to 
accoamodate the srowing debt burden in these countries than in north Africa. 

The present situation 

Statistical overview of debt 

An investigation into the impact of the growing debt burden on African 
industry must begin with an assessment of the volume of external debt in 
African countries and the proportion that is directly or indirectly attrib
utable to industry. This is a complex task. Aggr.?gate figures are pub
lished by the World Bank. based on a debtor reporting system, and the Bank 
for 'International Settlements. based on a creditor reporting system. The 
latter estimate tends to be appreciably higher, though since both of them 
relate primarily to disbursed public and publicly guaranteed debt only. 
they significantly underestimate the aggregate debt figure. For example. 
the World Bank estimate for the end of 1983 for the region as a whole was 
$96.8 billion; the Executive Director of the Economic Co11111ission for Africa 
has, however. referred to regional debt of the order of $170 billion, with 
the latter figure including a series of debts not covered by government 
guarantees (a proportion which, on the figures just given, would be around 
40 per cent of the total). Moreover. the ratio of publicly guaranteed debt 
to total debt will certainly vary from country to country so that the dis
tribution of the debt burden among African nations will change according to 
which approach is adopted. For purposes of this report, the World Bank 
figures {relating to publicly guaranteed debt only) will be the main 
source. It should. however, be kept in mind that these figures currently 
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cover not more than about two thirds of the total and that this proportion 
could be altering over time. 

Table 1 shows the disbursed public and publicly guaranteed debt for 
sub-Saharan Africa as of the end of 1976, 1982 and 1983. Over the 
seven-year period, the aggregate rose nearly 250 per cent to a total of 
$58.5 billion at the end of 1983. While the public/private split has 
altered little, a crucial shift can be observed vi thin the public debt: 
whereas in the mid-1970s around two thirds was owed to official creditors, 
the proportion has recentlJ dropped to about 60 per cent. In itself the 
change may not seem great, yet its impact on debt servicing costs has been 
significant due to the appreciably tougher terms charged by private cred
ito•s. over the period 1976-1983, there has been a marked deterioration in 
all aspects of debt servicing, concisely suamarized in an increase in the 
debt servicing/exports ratio from. 6.6 per cent to 23.2 per cent.* This 
simply means th~t. relativelJ speaking, much less foreign exchange is 
available for productive use than before. Industry must therefore either 
obtain a greater share of the allocation or receive more inflows from other 
sources if it is to maintain its position vis-a-vis other sectors. As will 
be seen later, neither of these conditions bas prevailed. 

Table 2 shows in greater detail the overall worsening of the structure 
of debt, this time with data taken from the period 1972-1983. By 1983, 
concessional lending was down to less than half of the total and the 
reliance on financial markets (e.g. the Eurodollar market) had grown sub
stantially. Contrary to what is often supposed, therefore, African debt is 
no longer characterized by a dominance of soft loans. Instead, it is 
necessary to distinguish among countries. Those with "bankable" assets 
(which in effe1.:t 1 as far as sub-Saharan Africa is concerned, means oil
exporting and mineral-rich countries) could obtain ready access to co11111er
cial money markets while other countries could not - hence three quarters 
of Euromoney borrowings of sub-Saharan Africa in the early 1980s were 
accounted for by Angola, Cameroon, the Congo, Cote d'Ivoire, Gabon and 
lligerh.. Countries without such resources and thus without recourse tu 
coDDerc ial mon.;:v have been driven into other arrangements: in the period 
1979-1984, debt reschedulings took place more than 40 times among the 
countries of sub-Saharan Africa (and in some cases, on more than one 
occasion). ln the worsening climate even countries with access to com
mercial money markets have become invJlved in re~cheduling. 

ln terms of the pressure of debt on national economies, the situation 
has worsened far all countries. Ratios of debt to gross nation al product 
have reached levels way beyond those observed elsewhere in developing coun
tries; for example, among low-income countries in sub-Saharan Africa, more 
than half had a ratio in excess of 50 per cent, while another five of the 
middle-income group also had such ratios. In addition to the debt-service 
figures cited earlier, the '1icture has also become far more bleak with 
regard to net capital transfers. For all groups of countries of sub
Sabaran Africa, there bas tended to be a sharp decline in net transfers, 
due primarily to a dramatic rise in interest costs and the rise in amorti
zation payments. Consequently, current account deficits cannot be expected 
to be offset by such flows and must instead be compressed (for example, by 
following deflationary policies as proposed by the International Monetary 
Fund) or financed through othr~ means. 

•The debt service/export ratio is held down (in the short run) by 
rescheduling arrangeNnts. ln the long run, these rescheduling& increase 
the debt burden. 
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Table 1. Public and private debt in sub-Saharan Africa, 
1976, 1982 and 1983 

Item 

Total debt outstanding (disbursed) 
Public 
Private 

Public debt outstanding (disbursed) 
Official creditors 

Of which multilateral 
Private creditors 

Of which banks 

Public net transfer 
Official creditors 

Of which multilateral 
Private creditors 

Of which banks 

Public debt service 
Official creditors 

Of which multilateral 
Private creditors 

Of which banks 

Terms 
Interest 

Official creditors 
Private creditors 

Grant element 
Official creditors 
Private creditors 

Ratios 
Debt to gross national product 
Total debt service to exports 
Interest payments to exports 

1976 1982 

Millions of dollars 

17 745.0 
16 605.6 

l 139.4 

16 605.6 
10 718.9 
(3 173.l) 

5 886.7 
(3 514 .1) 

2 288.0 
l 544.5 

(522.2) 
/42.5 

(679.9) 

l 499.6 
519.l 

(192.5) 
980.5 

(387.2) 

3.5 
7.8 

49.l 
7.2 

16.3 
5.8 
1.8 

53 741.8 
50 510.2 

3 231.0 

50 510.2 
29 469.9 

(11 386.3) 
21 020.3 

(18 157 .4) 

5 279. 4 
2 937.0 

(1 481. 5) 
2 342.4 

(2 307.l) 

4 940.5 
l 435.2 

(627.6) 
3 502.4 

(3 110.6) 

Percentage 

4.5 
11.3 

42.0 
-6.0 

26.3 
15.0 

7. 2 

1983 

58 '>08.6 
55 589.0 

2 907 .6 

55 589.0 
33 149.9 

(12 886. l) 
22 499.l 

(20 000. 7) 

4 831.0 
3 097 .0 

(1 327 .8) 
l 733.8 

(1 887.0) 

5 725 .1 
l 602.5 

(758.2) 
4 122.6 

(3 713.2) 

5.8 
11.0 

33.2 
-2.3 

32.l 
20.3 
9.1 

Million:i of dollars 

Private debt 
Debt outstanding 
Net transfer 
Private debt service 

Total debt service (millions of 
dollars) 

1 139.4 
17 .3 

235.0 

1 734.6 

Total debt service/export• (percentage) 6.6 

3 231.6 
207 .8 
912.3 

5 852.6 

18.0 

Source: World Bank, World Debt Tables 1984-1985. 

2 907 .6 
-5.7 

928.7 

6 653.6 

23.2 

I 

I 
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Source 

Financial aarkets 
Oil iaporters 

Suppliers' credits 
Oil iaporters 

Bilateral 

Non-coacessional 
1W: 
Oil iaporters 

oti.ers 
Oil iaporters 

Concessional 
t>AC 

Others 
Oil importers 

Multi lateral 
Oil importers 

Total 

Table 2. Sub-Saharan Afrlca: composltlon of debt, ln billions of dollars 
and as a percentage of the total debt, 1972 ·1983 

1972 
Amount/,. 

1.0114.5 
(0.9)/(13.5) 

1.0/14.3 
(0.8)/(11.2) 

0.3/4.6 
(0.2)/(3.3) 

--/0.6 
(--)/(0.6) 

2.0128.4 

1.1115.3 
(3.l)/(43. 7) 

1.3/18.5 
(0.9)/(12. 7) 

7.11100.0 

ll1.! 
Amount/,. 

8.2130. l 
(5.8)/(21.3) 

3.4112.4 
(2.8)/(10.3) 

1.415.2 
(l.2)/(4.4) 

0.812.8 
(0.7)/(2.4) 

4.3115.8 

3.7/13.6 
(6.5)/(23.8) 

5. 5120. 0 
(4.6)/(16.8) 

27 .3/100.0 

ill! 
Amount/,. 

10.9132.0 
(7.3)/(21.4) 

3.5/10.2 
(2.9)/(8.5) 

2.717.9 
(:?.3)/(6.8) 

1.213.6 
(l.l)/(3.2) 

4.5/13.2 

4.6113.4 
(7.5)/(21.9) 

6.8119.8 
(5. 7)/(16. 7) 

34.21100.0 

ll!Q. 
Amount/,_ 

12.9132.2 
(8.1)/(20.2) 

3.117.8 
(2.3)/(5.8) 

3. 719.2 
(3.2)/(8.0) 

1.5/3.8 
(1.4)/(3.6) 

5.1/12.7 

5.2112.9 
(8.6)/(21.5) 

8.5121.3 
(7.61/(19.0) 

39.9/100.0 

1981 
AlllOU n t /1, 

15.2134.2 
(8.9)/(20.0) 

2.9/6.5 
(2.5)/(5.6) 

4.1/9.2 
(3.6)/(8.1) 

1.4i/3.2 
(1.3)/(2.9) 

5.1111.5 

6.1113.7 
(9.7)/(21.9) 

9.7/21.8 
(8.3)/(18.6) 

44.5/100.0 

ill1. 
Alllount/1. 

18.1/36.l 
(9.4)/(18. 7) 

2.8/5.6 
(2.4)/(4.6) 

4.2/8.4 
(3.7)/(7,4) 

1.8/3.6 
(1, 7)/(3.4) 

5.5/10.9 

6.5112.9 
(10.4)/(20. 7) 

11.3/22.5 
(9.7)/(19.3) 

50.2/100.0 

1983 
Amount/'9 

20.0/36.2 
(9.0)/(16.3) 

2. 4 ·4. 4 
(2.1)/(3.8) 

4.9/8.9 
(4.3)/(7.8) 

1.8/3.3 
(l.3)/(2.3) 

5.6/10.l 

7.7/!4.0 
(11.7)/(21.2) 

12.8/23.1 
(10.9)/(19. 7) 

55. 21100.0 

~: The figures in parentheses show the amount and percentage of the total debt attributable to the oil importers. 

t>AC: Development Assistance Cot11111ittee (Organisation for Economic Co-operation and Development). 

... 
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The panorama described in the preceding paragraphs demonstrates the 
sharp growth in African debt, the pronounced deterioration in th2 terms on 
which such debt has been contracted, and lhe pressure the debt imposes on 
overall economic management, including that of the industrial sector. It 
will be shown later that, in fact, the drive towards reorganizing the eco
nomies of sub-Saharan Africa 1n the sense of eliminating activities has 
been aimed at industry. lt is thus relevant to ask to what extent ti1e debt 

is attributable to industry. 

Debt and industry 

Tables 3 and 4 present calculations for sub-Saharan Africa. Debt 
figures in table 3 include undisbursed commitments (which explains why the 
aggregate is noticeably larger than that given in table l), while table 4 
gives data for disbursed co111111i tments. For only four countries does the 
"manufacturing debt" share exceed 20 per cent and in no instance does it go 
beyond 50 per cent. While classificatory adjustments might conceivably put 
the shares a little hi1her, the data certainly lend no support to the view 
that, for sub-Saharan Africa as a whole, industry has been a primary cause 
of the debt expansion: the sector has not been a heavier borrower than the 
others. Table 5 disaggregates debt figures for six sectors and a miscel
laneous. category "Others" and shows that, in percentage terms, manufac
turing industry ranks third among the six sectors explicitly \dentified 
with about one !:even th of total debt. In only two countries, Benin and 
Nigeria, does manufacturing industry rank first among all sectors as a 
source of debt liability. 

Table 3. Manufacturing sector's share of total debt, 1983 
(Millions of dollars) 

Country 

Benin 
Botswar.a 
Burkina Faso 
Burundi 
Cameroon 
Cape Verde 
Central African Republic 
Chad 
Comoros 
Congo 
Cote d'Ivoire 
Djibouti 
Equatorial Gui nee 
Ethiopia 
Gabon 
Gambia 
Ghana 
Guinea 
Guinea-Biuau 
Kenya 

Total debt !/ 
(1) 

877 .1 
383.6 
653.7 
527.4 

2 591.9 
112.1 
305.4 
243.4 
154.5 

1 886.4 
6 074.5 

98.4 
146.2 

1 486.2 
1 595.2 

233.3 
1 405.1 
1 539.5 

160.6 
3 784.0 

Manufacturing debt ~/ 
( 2) 

440.4 

22.2 
87 .1 

525.4 
. 7 
.1 

:?8.5 

154.6 
461.3 

5.2 
8. :1 

2?.l. 5 
14.5 

3.3 
93.7 

186.7 
5.9 

388. 7 

(2) as a 
percentage of 

(1) 

50 

3 
17 
20 

1 
0 

12 

8 
8 
5 
6 

15 
1 
1 
7 

12 
4 

10 

continued 
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Table 3 (continued) 

(2) as a 
Total debt !.' llilnufacturing debt ~I percentage of 

Country (1) (2) (1) 

Lesotho 222.3 3.3 1 
Liberia 893.4 23.8 3 
Madagascar 2 178.1 146.8 7 
Malawi 8E0.3 .6 0 
Kali 1 276.0 39.1 3 
Mauritania 1 670.4 156.4 9 
Mauritius 553.2 23.0 4 
'Niger 938.9 11.3 1 
'Nigeria 15 522.7 5 286.8 34 
Rwanda 383.8 27 .4 1 

Senegal 2 106.8 166.9 8 

Seychelles 60.8 .2 (; 

Sierra Leone 459.3 26.9 6 
Somalia 1 422.4 296.0 21 
Sudan 6 123.4 195.2 3 
Swaziland 245.4 36.7 15 
Togo 936.9 116.4 12 
Uganda 1 022.5 159.8 2 
United Republic of 

Tanzania 3 234.5 465. l 14 
Zaire 4 704.7 283.2 6 
Zambia 3 210.4 321.0 10 
Zimbabwe 2 166.6 74.6 3 

Total 74 471.2 

~: World Bank data on sectoral distribution of public debts of 
African countries south of the Sahara (data as of 15 April 1985). 

!/ Total debts are debts outstanding, including undisbursed co .. it
ments as at the end of 1983. 

~I The actual debt to be attributed to thP. manufacturing sector vi 11 
be higher than reflected in the table because debts which have been re
scheduled and debts for which repayaent terms are unknown are not included, 
and also because debts for which the purpose is unclear or for which the 
country has not reported a purpose are put into the "not applicable" cate· 
gory. The World Bank print-out includH the following "sectors": agri
culture, forestry, fishing; mining, quarrying; aanufacturing; electricity, 
gas/water production; construction; trade, restaurants, lodging; transport, 
storage, colllllunications; finance, iLsurance, real estate, business service; 
coaaunity, social, personal •~rvices; contribution to finance current 
imports; contribution not directly for imports; other contributions; debt 
reorganization; nationalization; military; pension paJ1118nt; other contribu
tions, net Development Assistance Coamittee flows; and "not applicable". 

These numbers do not tell the whole story. It •ay be argued that the 
absence of domestic production of industrial items due to inefficiencies of 
the sector may have led to imports which worsened the balance-of-payments 
situation and thus indirectly brought about debt increases. lt is not easy 
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Table 4. Debt, disbursed commllmenls, and debl servlc\ng \n 
sub-Saharan Africa, selected years 

19U 1984 
\Cl10 1915 Amount Amount 

uount 
(bl 11 lons 

Amount 
(b\ 11\0111 

(blll\ons (billions 
of dollars) Percentage of dollars) f!.££.!!l.UA.!-

of dollars> Percent•~• 
te• -
n> Total debt 

4 685 865 

(2) Total sectoral debt a/ 
(3) Total Industrial debt ~/ 
(4) Total aanufacturlng 

3 969 200 
2 354 406 

debt !!,/ 
(4) as a percentage of (1) 
(4) as a percentage of (2) 

(5) Tot•l debt service 
(6) Total sectoral debt 

service t.I 
(1) Total industrial debt 

service !!.' 
(8) Total aanufacturing 

debt service 
(8) as a percentage of (5) 
(8) as a percentage of (6) 

(9) Interest repayaents 
(10) Sectoral !.' 
(11) Industrial !!,/ 
(12> 1'anufacturlng 

(12) as a percentage of (9) 
(12) as a percentage of (10) 

(13) Total agricultural debt 
(13) as a percentage of (1) 

(14) Totel trade debt 
(14) as a percentage of (1) 

(15) Finance debt 

262 464 

449 282 

315 312 

2o<.:. 378 

34 814 

161 689 
133 125 

90 614 
8 149 

135 382 

16 165 

61 533 

(15) as a percentage of (1) 
(16) Social services l 390 216 

(16) as a percentage of (1) 

5.6 
6.6 

1.1 
9.3 

5.0 
9.0 

2.8 

0.3 

1.4 

29.6 

of dollars> Percent•~• 
11 102 591 
10 353 619 

6 498 581 

9119 912 

l 302 030 

956 010 

660 811 

121 191 

429 686 
3 70 453 
236 928 

38 010 

471 211 

6i Biol 

112 043 

2 790 813 

8.1 
9.2 

9.8 
13.4 

8.8 
10.3 

4.1 

0.6 

l.5 

23.8 

45 456 648 56 467 945 
32 835 118 38 646 285 
20 310 309 24 242 340 

5 711 524 

4 940 718 

4 242 250 

2 366 912 

716 059 

2 361 639 
2 015 673 
l 216 110 

420 080 

3 143 017 

292 811 

622 254 

8 ~06 767 

12.6 
13.4 

15.7 
18.3 

17 .8 
20.2 

6.9 

0.9 

1.4 

18.5 

6 909 087 

9 665, 888 s.I 

6 559 316 s.' 

9 ,226 ,989 s.' 

1 505 145 s/ 

3 605 617 s./ 
2 461 837 5,/ 
l 592 794 5,/ 

524 110 s/ 

3 560 203 

482 825 

837 485 

? 523 432 

12 .2 
18.9 

15.7 
22.9 

14.5 
21.3 

6.3 

1. 2 

1. 5 

16.9 

Source: Internal data provided by the ~orld Bank. 
t.1 Including agdculture, 111in\ng, 111anufactudng, ut\l\t\es, trade, construction, transport, finance and 1oclal service 

sectors. 

!!.I Including 111anufacturlng, mining, utlllt\es, con1tructlon and transport. 

s.' Project estlaates. 

6' 

.... 
0 



Table 5. Sectoral distribution of public debt of African countrie1, 1983 
(Percentage of total debt1 !1) 

Sector 
Country or area Agriculture ~/ "inlng s/ "anufactudng lnfra1tructure g/ Servicn !1 Comunlty f.I Oth•rt &I Total 

Benin 5 l 50 23 1 12 8 99 

Botswana 10 15 -- 45 1 26 2 99 

Burkina Faso 19 4 3 31 3 29 11 99 

Burundi 8 1 17 29 c:i 25 2?. 102 

c-roon 9 2 20 41 1 18 3 100 

Cape Verde 13 .. 1 50 -- 22 15 101 

Central African 
Republic 13 .. -- 37 -- 10 40 100 

Cb ad 6 .. 12 8 3 60 10 100 

Comoros 10 . . .. 66 1 15 8 97 

Congo 3 4 8 30 2 31 25 103 

Cote d'Ivoire 16 2 8 39 4 30 2 100 ... 
Djibouti 4 . . 5 81 3 8 3 100 ... 
Equatorial Guinea 8 .. 6 6 -- 50 30 100 

Ethiopia 15 2 15 51 12 29 4 100 

Cabon 3 1 l 53 6 18 18 100 

Caabia 12 .. 1 34 2 15 9 99 

Chana 9 .. 7 '43 3 11 29 101 

Guinea 5 1 12 19 2 8 48 100 

Cuinea-Binau 14 4 4 35 3 4 37 101 

ltenya 13 -- 10 3? 2 26 14 98 

t.esot.ho 10 .. 1 39 3 26 71 100 

t.ibeda 16 3 3 36 4 19 19 100 

"•dagascar 5 l 7 26 l 8 52 101 

1talavi 11 - . -- 36 2 34 12 101 

1tali 10 2 3 37 1 3'i 12 99 

1taurit.ania 4 23 9 26 -- 2? lfl 101 

1taurit.ius 10 .. 4 29 5 3'4 \II 100 

lliger 13 18 l 31 3 26 6 98 

Nigeria 5 .. 34 31 5 21 19 101 

Rwaada 19 .. 1 41 3 17 7 100 
~ 

Senegal 19 2 8 31 2 17 20 99 

continued 



Table S (c29~inued> 

Sectoi: 

CouatrJ or area Agriculture kl Mining s.t Manufacturing lnfra1tructur• ~I Service• !/ ccmmunity f.1 Otherl g/ Total 

SeJchellH 10 .. -- 32 3 Sl 3 99 

Sierra Leon• 19 3 6 36 3 20 13 101 

so.all• 11 1 21 25 -- 19 23 100 

Suda a 7 .. 3 17 1 10 67 100 

Swa&llaad 10 .. 15 •O 2 31 3 101 

Togo 7 3 12 31 2 9 35 99 

Uganda 14 1 16 19 • 23 21 102 

United lepubllc 
of Tan&ani• 1 'l 14 27 2 11 31 100 

'lair• 3 4 6 35 2 5 4!. 100 

?.aabia 6 20 10 29 2 11 22 101 

?.lab•bve 5 2 3 39 12 2• 26 91 

Sub-Saharan Africa 8 3 14 32 3 19 21 100 
. 

Souc-ce: 
Woc-ld lank data on 11ctoral dl1trlbution of public dabt1 of Afrlc•n.. countrl•• 1outh of the Sahara (data •• 

of 2S Apc-\l 1985). 

Al "Total debt•" ar• debt• out1tanding, lncludlng undi1bur1ed co .. itment1, •• at th• erd of 1983. 

kl Including fore1try and fl1h\ng. 

sl Including quarrying. 

~I Including electricity, ga1 and water production, and con1tructlon. 

~I Including tran1port, 1torage, co9lllunication1, finance, in1urance, real e1tate, trade, re1taurant1, lodglng and 

bu1lne11 1oc-vlce. 

{I Including social and per1onel 1ervice1. 

&I Including contributlon1 to finance current i•port1, contrlbutlon1 not directly tor lmport1, other 
contribution•, debt reorgeni&etlon, netlonali&etlon, •llitary, pen1lon pe)'lllent, other contrlbutlon1 (but not Development 

A11\ltance co-\ttee flow•> and "not eppllcable". 

.... 
N 

I 
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to assess the weight of this argUMnt.. It would be Vl."ong to just 1.dd up 
all industrial imports and put thea on the bill since aany iteas cannot b~ 
produced locally. lloreover. in those instances (the aajority) where 
capacity utili~ation rates are well beJ.ow 100 per c.ent. the reasons for 
this .. y not be related to domestic inefficiency. Indeed, the -ight of 
the debt itself .. , -11 be a .. jor reason why necessary raw aaterials can
not be obtained and production is restricted. But it is a fact that 
African industry relies on i91K•rted inputs llOre than it does on d011estic 
resources. and that these i~rts repre!'ent a drain of foreign e1to:hange. 
In the third section. the r.1.se-stud:r analysis. an attell(>t is .. de to put 
these factors into perspective. A. point which tends to be ignored if one 
looks at the percentages per sector only is that th.a directly productive 
sectors, agricultut"e, aining and .. nufacturing. do not just bave to pay off 
their own debts: the huge debts accumulated ty. fol" e1tas.ple 0 projects 
involving infrastructure (often related to industrial development) will 
have to be paid off as well. and part of the burden will have to be shoul
dered by industt"y. Thus. although it can be concluded that the direct con
tribution of .. nufacturing industry to debt accumulation is generally 
saall, it has to be kept in aind that industry will have to bear a pat"t of 
the debt burden of the econoay as a whole. For the aoaent, it can be con
cluded that the direct contribution of aanufactut"ing industry to debt 
accu•ulation is s .. u in aost of sub-Saharan Aft"ica, and is certainly 
inferior to that of aany other sectors. The contt"ibution of aanufacturing 
towards the servicing of debt has. however. r ... ined li•ited. particularlJ 
in recent years, when industrial growth rates have tended to fall. 

A. statistical overview of industry 

During the period 1963-1982, growth rates in African aanufactul"ing did 
not generally lag behind those in other developing countl"ies. Thus African 
aanufacturing value added grew at an annual average rate of 7 .3 per cent 
during 1963-1973, and S.4 per cent during 1973-1981. The World Bank has 
estiaated that aanufacturing value added growth rates in all low-income 
developing econoaies (e1tcluding China and India) were 6.7 per cent during 
the 1960s and 3.2 per cent during the 1970s. The 11Utnufacturing value added 
in aediua-incoae developing countries grew at the rates of 7.3 per cent and 
S.3 per cent respectively duricg these periods. 

Three important differences somewhat concealed by these figures 
should, however. be noted. First. the aanufacturing sector in most African 
countries is, in both absolute and relative terms. significantly saaller 
than in aany other developing ~ountries - the smallness of the African 
industrial base is partially reflected in the relatively high growth rates 
obtained. Secondly, industrial performance during the last four years has 
deteriorated very sharply in Africa relative to other developing coun
tries. Thirdly. there are unusually wide variations in the growth perfor
aance of national aanufacturing sectors. 

Table 6 swmarizes the growth record of the African countries during 
the periods 1963-1973 and 1973-1981. During the period 1973-1981, 22 of 
the 49 countries for which data are available experienced negative rates of 
growth of per capita manufacturing value added, whereas during the period 
1963-1973 only two countries had net.alive growth rates. The tendency 
towards contraction in aanufacturing in,iustry as a whole is also reflected 
in the fact that for 18 of the 49 countries included in table 6 0 the shara 
of aanufacturing value added in gross domastic product declined between 
1973 and 1981. In three countries - th• Gaabia, the Sudan and the United 
Republic of Tanzania - the share of aa'lufacturing value added in gross 
domestic product fell by over SO per cent during the period 1973-1981. 



CountrJ or arell 

Africa 

Algeria 
Angola 
Benin 
Bot1wana 
Burtin• ruo 
Burundi 
c ... roon 

Table 6. Growth of aanufactur\ng value added, at constant 
(1975) pr\ce1, 1elected period• and year• 

Growth rat•• ~2ercent•1•2 
Total aanufacturlng Per capita 

value added aan•!factu£iBI value added 

1963-1973 1973-1982 1963-1973 1973-1981 

7.3 5.9 4. 5 2.9 

12.8 7.0 9.7 3.5 

10.2 -10.0 8.3 -12.2 

6.0 -4.2 3.2 -7 .0 

6.2 17.3 3.9 14.0 

18.3 4.1 15.7 1.5 

13.8 s.o 11.9 2.8 

2.5 6.4 0.6 4.0 

9.0 3.2 6.2 1.4 
-0. 1 Cap• Verde 

Central African Republic 6.6 1.5 4.5 
-4.6 3.4 -6.5 

Chad 5.4 

C0110ro1 7.2 -5.1 4.4 -8.0 

Congo 0.3 1. 7 -2.0 -0.9 

C6t• d'Ivoire 10.7 8. 1 5.5 4.9 

l:gJPt 3.3 8.2 0.9 5.S 

Equatorial Guinea 5.1 -16.l 3.1 -18.0 

lthlopia 8.2 3.6 5.6 1.6 

Cabon 10.9 14.3 9.9 12.8 

Gaabla 3.5 -12.0 0.3 -14.5 

Chana 6.9 -0.5 4.4 -3.6 

Guinea 3.3 2.6 l.l 0.1 

Culnea-Bl11au 8.4 3.4 8.2 1.6 

~enya 
8.6 6.8 4.9 2. 7 

V!lYt ~!loU•E•2 
1973 1981 

38 46 

75 94 
51 15 
14 10 
24 88 
17 18 
12 15 "'" • 
40 55 I 

15 17 
16 22 
15 9 
17 11 
45 3o 
70 100 
57 87 
20 5 
11 12 
90 222 
20 6 
67 50 
11 10 

3 3 
29 34 



Lesotho 34.3 3.8 31.4 1.4 8 9 

Liberia 12.8 2.6 9.1 -0.9 20 19 

LibJan Arab Jaaahiriya 13.6 16.3 9.1 11. 7 78 155 

Madagascar 9.0 -- 6.5 -2.5 29 21 

llalawi 14.9 6.4 11. 7 3.1 15 18 

llall 4.8 3.8 2.3 1.1 9 9 

llauritania 5.1 6.8 2.4 3.9 14 18 

llauri tlus 2.8 9.5 0.9 7 .8 92 179 

llorocco 5.0 7.9 2.2 4.6 82 108 

llouablque 13.6 -6.6 11.1 -9.0 48 23 

Maaibia 9.6 4.7 6.8 1.8 93 107 

Miger 8.0 3.1 5.0 0.2 16 14 

Migeria 7.6 12.0 4.4 8.4 28 48 

ltiunlon -1.9 5.5 -4.2 3.7 98 116 

Rwanda 15.5 16.l 12.4 12.7 4 20 

Senegal 4.2 0.9 0.8 -1.8 49 42 

Sierra Leone 4.5 0.2 2.1 -2.3 16 14 

Soaalla 21.5 2.9 19.0 -3.7 15 11 

Sudan 5.6 -2.2 3.1 -4.8 47 27 .... 
U'I 

Swa&lland 18.l 11.5 15.6 8.5 91 213 

Togo 14.0 -3.9 10.6 -6.5 24 16 

Tunisia 10.0 10.9 7.9 8.3 68 126 

Uganda 5.3 -5.8 1.8 -8.6 21 11 

United Republic 
of Tanzania 10.2 -2.8 7.1 -5.7 18 9 

Zaire 12.5 -7.2 10.l -9.5 15 7 

Zaabla 12. 7 -0. 7 9.5 -3.8 86 67 

'Ziababwe 10.9 2.8 7 .o -0.6 138 145 

Source: UlllDO data ba1e. 
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Declining growth has been accompanied by increased industrial concen
tration in the region. As table 7 shows, the share of the top four African 
countries in continental manufacturing value added (Algeria, EgJpt, Morocco 
•nd Ri&eriai increased from 44.6 per cent in 1973 to 55.6 per cent in 1981, 
whereas th•air share of Africa's population in 1981 was about 35 per cent. 
The sha::-e of the bottom four fell from 0.15 per cent to 0.06 per cent. 
Thirt1-onc countries experienced a decline in their share of continental 
aanufacturing value added. ~he share of 10 countries in continental manu
facturing value added was mole than halved, while tvo countries doubled 
their share. The bottom 20 countries, with a population share of about 
12 per cent in the whole of Africa, account fer about 4 per cent of manu
facturing valu~ added. Mo~t of these countries have a manufacturing value 
added of less than $100 million each. In at least seven African countries, 
the manufacturing sector is al11<>st non-existent; it accounts for less than 
5 per cent of monetized gross domestic product. It$ share would probably 
be significantly smaller ; f the subsistence sector within the national 
econoay were to be taken into consideration. 

The high degr~e of industrial concentration is also reflected in the 
product mix of African manufacturing. Estimates of the inter-branch dis
tribution of manufacturing value added in nine leading African countries 
(Egypt, Ethiopia, Kenya, Kadagascar, Tunisia, the United Republic of 
Tanzania, Zaire, Zambia and Zimbabwe) show that the share of food products 
and textile:; fell from 52 per cent in 1973 lo 44 per cent in 1980. The 
sha~e of consumer non-durables was, however, still over 60 per cent in the 
earlJ 1980s, compared with algost 75 per cent in 1973. The share of capi
tal goods has doubled over this period. Capital goods - mainly metal prod
ucts and assembled transport equipment - currently account for about 20 per 
cent of manufacturing value added. In 1973 the intermediate industrial 
branches (rubber products, other chemicals and non-metallic mineral prod
ucts) had the highest rates of productivity (measured in terms of the value 
added per employee ratio). This pattern was broadly maintained in the 
earlJ 1980c, but productivity in some consumer goods industries - particu
larly food products - has also increased. Association between labour pro
ductivity and the non-wage value added ratio is positive but relatively low 
by international standards. In the case of the economies of some African 
countries (such as Kenya), association between the two ratios declined sub
stantially in 1980 compared to 1973. More significant is the minimal con
nection between latiour productivity levels and rates of growth of output 
over the period 1973-1980. The most rapidly growing industrial branches 
(transport eq•1ipment, electrical and non-electrical machinery) did not rank 
high in terms of the productivity inde> . Industries with the highest 
levels of productivity (industrial chemicals, other chemicals, rubber prod
ucts and food manufacturing) grew at moderate rates. Kanufacturing growth 
was fuellP.d by increased investment of financial resources. It did not 
occur primarily as a consequence of 1110re efficient usf! of existing resour
ces. Investable surplus generated within the industrial sector remained 
quite small. 

Relatively low levels of industrial efficiency are also reflected in 
stagnant export earnings. UllIDO has estimated that Africa's share in world 
manufacturing exports declined frOll 0.48 per cl!nt in l'J70 to O.l6 per cent 
in 1980. Over the same period, Afric1's share in global manufacturing 
output increased from 0. 73 per cent to 0.97 per cent. The widening gap 
between output and export growth rates indicates a gradud worsening of 
Africa's manufacturing trade performance. for 10 of t.hf! 16 countries for 
which data are available, total exports tended to grow significantly faster 
than manufactoJring exports during the period 1973-1981 - there was there· 
fore a decline in manufacturing'• share of total exports in most African 



Table 7. country dlatrlbutlon and ahar• ln total econoalc activity of 
aanufacturlng value added. at conatant (1975) pricea, 1973 and 1981 

(Percentage) 

Share of manufacturing 

Contribution to Share of aanufacturlng value added in gro•• 
African aanufacturing value added in domestic product 

value added gro•• domestic product 1•11 Hrvice1 

CountrJ or area 1973 1981 1973 1981 1973 1981 

Africa 100.00 100.00 9.22 10. 72 14.38 18.92 

Algeria 8.15 8.79 8.34 9.21 13.00 15.73 

Angola 2.19 0.53 6.94 3.99 11.35 5. 77 

Benin 0.30 0.17 7.92 6.65 14.18 11.10 

Botavana 0.11 0.35 5.31 11.84 8.42 20.13 

Burtin• FHO o. 72 0.62 13.83 13.86 22.57 23.54 

Burundi 0.33 0.31 10.83 11.54 14.26 15.41 

Cuwroon 2.08 2.24 10.16 11.36 21.39 22.75 

Cape Verde 0.03 0.03 6.07 6.10 13.32 13.04 

Central African Republic 0.37 0.24 12.92 13.13 22.40 21.19 

Chad 0.43 0.19 11. 51 7.53 19.17 12.84 

Co.aro• 0.04 0.02 7.07 5.34 10.16 8.54 

Congo 0.41 0.29 7.14 7.63 14.16 14.58 

C6te d'Ivoire 3.12 3.94 12.97 15.59 29.04 28.21 

Egypt 14.42 17. 77 17.85 17.31 37.41 34.43 

81uatorial Guinea 0.04 0.01 5.49 5.28 7.83 9.32 

Bthiopia 2.24 1.89 10. 73 10. 74 15.74 16.72 

Gabon 0.63 1.15 6.21 9.41 7.75 12.67 

G-bia 0.07 0.02 6.48 2.52 14.14 5.58 

Ghana 4.58 2.88 12.95 14.09 17 .81 21.03 

Guinea 0.33 0.25 4.37 3.76 6.08 5.65 

Guinea-Biuau 0.01 0.01 1.37 1.53 2.31 2.63 

I.any a 2.64 2.76 11. 77 13.34 21.56 . 25. 75 

Lesotho 0.01 0.06 5.69 5 .11 12.92 11.24 

continued 
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Table 1 C501tl11e~) 

Share of .. nufacturing 

Contribution to Share of .. nufacturlng value added in gro11 

African manufacturing value addad in domestic product 

value added gro11 dom~stic product le•• service• 

Country or area 1973 1921 1973 1981 1973 1981 

Liberia 0.22 0.19 4.88 5.63 6.63 8.05 

Libyan Arab Jaaahiriya 1.26 2.28 1.21 3.52 1.47 6.38 

lladagascar 1.53 0.91 11.65 10.05 19.65 16.21 

llalavi 0.52 0.54 12.23 12.55 17.91 19.39 

Kali 0.36 0.31 9.66 8.64 20.73 19.91 

llauri tan i a 0.14 0.14 5.04 6.29 7.82 11.34 

llauritius 0.57 0.83 13.91 20.43 21.os 35.44 

llorocco 9.74 10. 74 16.89 17. 58 31.45 38.67 

llo&aabique 3.04 1.19 9.85 7.35 16.97 13.33 

llaaibia 0.56 0.53 6.43 6.65 10.22 10.ss ~ 

Niger 0.49 0.36 10.61 6.69 16.21 9.45 
00 

lligeria 12.30 18.31 4.74 8.17 6.70 13.25 
I 

Reunion 0.33 0.29 3.86 3.63 15.01 15.52 

Rwanda 0.12 0.47 3.97 13.45 s. so 19.51 

Senegal 1.64 1.15 13.37 13.75 24.20 24.03 

Sierra Leone 0.33 0.23 7 .17 6.46 12.07 1.1.89 

Somalia 0.32 0.26 9.48 9.67 17 .01 17.78 

Sudan 5.16 2.40 15.30 7.83 27 .43 18.32 

sva&iland 0.30 0.58 22.19 23.86 34.75 36.70 

Togo 0.37 0.21 9.23 6.87 16.85 15.53 

Tunisia 2.65 3.90 10.24 13.36 19.74 27.33 

Uganda 1.62 0.69 7.37 4.29 9.09 5.15 

Uni~ed Republic of Tanzania 1.92 0.83 11.09 5.79 18.34 11.24 

?.a~- re 2.47 0.97 8.26 6.18 14.90 11.18 

?.ambia 2.89 1.89 18.57 16.93 32.93 32.15 

?.imbabve 5.82 5.28 25.10 26. 72 42.09 47 .06 

Source: UNIDO data base. 
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countries. Five countries - Egypt, Kenya, Morocco, Tunisia and Zambia -
accounted for 83 per cent of African manufacturing exports in 1981. In 
three of these countries, the share of manufacturing in total exports 
declined over the period 1973-1981. 

Stagnant export levels have been accompanied by rising import levels 
in most African countries - at least until the time when stabilization pro
graames induced drastic import cut-backs. An important part of these 
imports consists of inputs Craw materials, intermediate and capital goods) 
for industry. If the great majority of African industries are of the 
import-substituting kind, this refers to the final produ~t rather thLn the 
inputs. The cut-backs, therefore, have had a large negative impact on 
growth and capacity utilization within African manufacturing due to the 
high import dependence of many industrial branches. 

URIDO has recently compiled data for over 40 African countries for the 
time periods 1972-1974 and 1979-1981 on the share of domestic production 
and imports in apparent consumption (defined as domestic production plus 
imports less exports) for over 100 coamodities. The main features are 
sumnarized in table 8, which, however, is incomplete, primarily because it 
excludes all products in category 38 of the International Standard Indus
trial Classification of All Economic Activities (category 17 of the 
Standard International Trade Classification), i.e. metal products, machinery 
and transport equipment. As shown above, domestic production in precisely 
these branches grew significantly during the period 1973-1981 in some coun
tries; however, since an overwhelmingly large proportion of this production 
is of an assembly character, its import content is likely to be high and 
broadly in line with trends portrayed in table 8. 

Table 8 presents a truly alarming picture of the extent of Africa's 
import dependence as far as manufacturing industry is concerned. Although 
these figures refer to national imports, it is clear that an overwhelmingly 
large proportion of these imports are obtained from outside Africa. 
Exports of manufactures from African countries are very small - represent
ing less than one per cent of world manufactures' export. Food manufac
turing and textiles are the only branches in which the import to apparent 
consumption ratio is below 25 per cent for the majority of countries for 
which data are available. Soap is the only chemical product within this 
category. Two other chemical products (liquified petroleum gas and distil
late fuels) have import to apparent consumption ratios below 50 per cent 
for the majority of African countries. Motor gasoline in the period 
1979-1981 may also be regarded as a borderline case. Eighteen of tht: 
41 countries for which data are available had ratios above 50 per r.ent. 

Of all the items, 54 per cent had import to apparent consumption 
ratios approaching 100 per cent for all or almost all African countries. 
For anottier 28 items (12 per cent of the total), the majority of African 
countries had import ratios approaching 100 per cent. These two categories 
included virtually the whole range of ifitermediate industrial inputs 
(including most chemicals, all mineral proceued (>i:oducts and even wood, 
pulp and paper) necessary for the developm~nt of an integrated industrial 
structure. 

Anolher feature of African indus:rial 1ectors revealed in table 8 is 
the surprisingly small change that took place in import ratios between the 
periotia 1972-1974 and 1979-1981. Out of the 43 coanodities included in 
category 1 (i.e. with import ratio& app~oaching 100 per cent in almost all 
countries), as many as 38 remained uithin it in both time periods. Three 
products {wood pulp sulphate, non-cellulot:ic staple and lubricating oil) 
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eo.-od\t\•• in wbicb 
ratio !1 approach•• 
ln<l per cent \n all 

or al.o•t all countr\e• 

Table 8. Su111Dary of data on import content of apparent con1umpt\on 
in selected coaaodltle• in 40 African countries 

co..oditi•• in which 
ratio !,/ approach•• 

100 per cent in 
.ost countries 

Co11110dlt\e1 in wh\ch 
ntlo !,I h not 

below 75 per cent 
\n .a1t countr\•• 

co.-oditi•• in which 
ratio !.1 h not 

below 50 per cent 
ln .o•t countrle• 

cowmoditle• ln which 
ratio 11 \I not 

below 25 per cent 
in eo1t countrie1 

ChHH !!I 
Vegetable oll s.t 

Wood plalp !!.I s.' 
Pulp froa other f ibr•• !!,/ £1 
'Wood pulp •ulpbate !!.' 
II-sprint !!,/ £1 

T\nned fi1h !!,/ £1 
ttalt )!./ 
Wood pulp 

Raw ngar :!!/ 
ttalt s./ 
Cotton Jarn c/ 
ttotor ga1oliie s./ 

Butter !!,/ £1 
Oi1tlllate fuel c/ 
Liquef led petrol;u• 

, .. !!.' 
CeMnt !!,/ £1 

'1our !!.' s/ 
Refined •ugu !!,/ 

1'etbanol !!,I s.I 
GlJcedne £1 
Chlorine !!,/ s.I 
~inc o•\4• !!,I £1 

sulphate s./ 
Other pr\ntlng 

paper !!,/ £1 
~raft paper !!,/ s.t 
'llach\ne--de 

Total: 4 et\trie1 ~/ 
Total: 6 entrle1 ~/ 

rootwei.r £1 
Particle board !!,/ s.t 
L\quefled petroleum 

gu s.t 
Ceunt !!,/ s.t 

Co..odltle• ln whlch 
ratlo !I l• below 

25 per cent 
ln 110•t countrle• 

ChHH £/ 
'll&rgarlne !!./ s/ 
Vegetable ol~ !!,/ 
Raw sugar s.t 
Ref lned 1Ugar !i/ 
Animal feed !!,/ s.I 
BHr Ii!/ 'S_/ 

Titaniua o•\d•• !!,I £1 
Lead o•\de• !!,I s.I 

paper !!.' s' 
GlJcer\n• !!,/ 
Sulphuric acid !!,/ £1 
lltroget\ous 

Total: 11 entrle• ~/ 

soft drlnk• !!,/ £I 
ClgarettH !!.' ts.I 
Cotton yarn !!,/ 
Cotton 

hbrlc !!,/ s.t 
rootwear l!,/ 
Soap !!,/ s/ 

a->ft\a :11.1 s.I 
Cau1t\c •od• !!,/ £I 
Soda aab :!!,I S./ 
KJdrogen perc•\d• !!.' £1 
Calciua carb\d• !!,I £1 
DJHtuffl !!,/ £1 
Vegetable taftning 

••tract• !!.I s.' 
Activated carbon !!,I £1 
Pota•sic fertili&•r• b/ c/ 
SJnthetic rubber !!,/ s.t -
llon-cellulo•ic •tapl• !!,/ 
Regenerated cellulo1e !!,/ s.' 
Lubricating oil !!,/ 
At\gles, shapes etc. !!,/ £1 
KeavJ iron plates !!,i £1 
ttediua-weight plate• !!,/ s.1 
Plates and sheet• !!,/ £1 

fertilizer• !!,/ £1 
Pho1phate 

fertlll&er• )!./ £I 
lnHcticlde1 

etc. !!,/ £1 
lon-cellulo•lc 

staple s.I 
'KOtor gasoline !!,/ 
~ero1en• bl cl 
Distillate f~•l bl 
Lubricating oil ii 
Pig iron !!,/ 
Wire rod• s./ 
Unwrought lead !!,/ 

Total: 28 entrie• ~/ 

Total: 20 entries ~/ 

,I 
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Tia plate 11.1 s.I 
tail~ track .. terial I!./ £1 
Plaia vir• I!./ £1 
'tubH !!_/ S/ 
Welded tube• l!.1 £1 
Coppe~ bar• etc. I!_/ ~/ 
Copper tube• l!.1 £1 
unvrought al1111iai1111 I!_/ £1 
Al1111ini1111 rod• I!./ £1 
Al1111ini1111 plat•• I!_/ £1 
Aluaiai1111 tubea I!_/ £1 
lhlVl'ought lead s./ 
Unvrought &inc l!.1 £1 
line plat•• I!_/ £/ 
UaVt'ought tin I!.' £1 
Tin plat•• I!./ £1 

Total: 81 entriea g/ 

source: "Africa in figurea• (UMIDO/IS.517, 6 P•bruary 1985), table 7. 

~I X..,ort to apparent cona1111ptioa ratio. 
I!_/ During th• period 1972-1974. 
£1 During the period 1979-1981. 
gl Bach co..oditJ ia counted twice: once for th• period 1972-1974 and once for the period 1979-1981. 

N ... 
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moved down one category and had import ratios approaching 100 per cent in 
the majority of African countries. two products {glycerine and unwrought 
lead) lll<>Ved up to category 1. By 1981, all African countries had an import 
ratio of 100 per cent in these coanodities. 

The picture at the other end of the list is more complex. Five of the 
13 collllllOdities included in the lowest category {with import ratios below 
25 per cent for the majority of countries) have moved; but only three 
{cheese, raw sugar and refined sugar) have moved in the "right" direction 
and achieved a lowering of their import to apparent consumption ratios 
vis-a-vis the period 1972-1981. Movement in the intermediate categories is 
also limited. Seven products {malt, motor gasoline, distillate fuel, raw 
sugar, liquid petroleum gas, cheese ~nd refined sugarl out of a total of 23 
moved in the "right" direction. The overall impression, therefore. must be 
that the pace of import substitution and domestic integration of production 
somewhat slackened during the 1970s and remained largely confined to the 
food processing branches. Some movement is also discernible in t.P.rms of 
petroleum-based products. Ro progress whatsoever has been made in terms of 
the major categories of industrial intermediates or in the production of 
ferti liz.ers. In all fertil her categories. the majority of the African 
countries continued to have import to apparent consumption ratios of 
appt~ximately 100 per cent during the 1970s. 

The key issue, of course. is that Africa is rich in both agricultural 
and mineral resources. Africa has vast potential for the development of 
manganese, phosphates, iron ore, bauxite. tin. copper and diamond-based 
industries. yet exploration and product development in these branches is 
virtually at a standstill. The region continues to import an increasing 
proportion of processed mineral intermediate products. and the ample 
potential for increased utiliz.ation of intra-industry linkages remain~ 
unexploited. 

The context of the industry/debt problem 

Statistics on the subject reveal that, while industrial transformation 
has been and remains a key issue in Africa, the debt phenomenon is a recent 
one, with the explosion dating from the end of the 1970s. Since industry, 
at least in the form of large projects ut i liz.ing modern technology. has 
always been dependent on the availability of foreign exchange for invest
ment expansion and indeed current production, the limitation of foreign 
eTChknge is a permanent feature of industrial crganiz.ation. But debt has 
acted as a constraint only in the past few yer-s, and its consequences for 
industrial policy are being realiz.ed only gradually. Kuch of the debt 
rroblem is undoubtedly due to the deterioration of the international 
environment of which Africa is a part and, in particular, to the fall in 
f!Xport earnings, the rise in the value of the dollar (the currency in 
which, for most African countries. the majority of transactions is denomi
nated) and the worsening of the terms of loans, especially the interest 
rate. Some part of the present difficulties nevertheless also stems from 
poor use of foreign exchange obtained in the past: those funds have made 
far less of a contribution than the1 ought to have towards altering the 
relationship of African economies to the international system. Theoret
ically, Africa could have struclr. a balance between integration of invest
ment and markets between African countries themselves and the separate 
integration of each country with the international system. Despite various 
attempts in the former direction. actual practice has weighed heavily in 
favour of the latter and even attempts at somehow mixing the two 
approaches have depended greatly on the power of initiative of economic 
actors in developed countries. The policy space ha' bAen heavily determined 
not only b7 the general internal and external environment but, more impor-

' 
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tantly, by specific econollic and political entities such as private and 
multilateral and bilateral public financing agencies. Therefore it is not 
surprising that the actors should have reached a 110dus vivendi which, 
though subject to frequent stresses and strains, has served to maintain the 
traditional structure of Africa's relations with the international economy. 

In the period up to the beginning of the 1980s, international financ
ing agencies seemed primarily concerned with project organization and 
evaluation. The severe and economy-wide difficulties of the past three to 
four years, however, have induced them to pay greater attention to broader 
macro-economic issues. External financing in industry is now even more 
conditional on African countries following the general policies recoamended 
by the multilateral financing organizations. While African Governments and 
international financiers agree on the need to improve efficiency within the 
industrial projects and to concentrate investment in the most promising 
cases, there is little consensus on the type of industrial restructuring 
that is required or on the criteria on which the selection of projects 
should be based. It is widely recognized that the emphasis on efficiency 
and strengthening project organization will lead to important foreign 
exchange savings in the short run. In the longer term, nevertheless, an 
efficient reorganization of projects that can currently generate substan
tial amounts of foreign exchange earnings is unlik.ely to bring about the 
type of changes required for reducing structural weak.nesses within African 
industry. Unless some capability to reproduce productive capacity at home, 
i.e. some capability to strengthen the metal-working and engineering indus
tries, can be developed, the already notable deficiencies in input-output 
relations (and thus the chronic import dependence of current production) 
will certainly be exacerbated. The price for shorter-term alleviation of 
some of the debt pressures could be even greater long-term dependency. The 
following sections of the report are an attempt to elucidate the dile1111a in 
greater detail and make some suggestions on how to respond to it. 

Financial machanisas and their impact on industry 

The State as a domestic resource mobilizer 
and industrial entrepreneur 

The involvement of the State in inrtustrial investment and operational 
processes in Africa was necessary in the first years after independence. 
ln the pre-independen~e period, industrial investment came almost exclu
sively from foreign sources: local private entrepreneurs did not possess 
the resources and experience and could not bear the risk exposure required 
by complex industrial projects. The decision to increase public investment 
in in1ustry was facilitated by the Government's ability to raise taies on 
exp,.nding agricultural and mineral exports - the world prices of which were 
rising through most of the 1960s and 1970s. llost of the State's financial 
resources for industrial and general economic development have to be sup
plied by taxing Africa's traditional exports: agricultural and (in a 
number of countries) mining products. Reduced export crop production and 
declining international commodity prices have in recent yeau led to con
siderable reductions in agricultural export earnings of African States, 
while receipts from the mining sector were also reduced by low commodity 
prices. In both cases, the inability of individual African conn tries to 
influence price fluctuations in the world market has been painfully 
obvious. An additional problem which is becoming a serious barrier to 
government earnings on primary coaaodities is the rapid erosion of the 
natural resource base which has become dramatically visible in the Sahel 
countries. These developments have drastically reduced resources available 
to the public sector for investment in industry. 
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Even in the best of years. however, thP. low level of development in 
any sector of the econoay forces the African States. as the major entre
preneurs. to rely on foreign financial and material resources. The State 
continues to be crucial in decisions regarding the role of foreign invest
ment in doaestic aanufacturing; the State acts as buyer not only for cer
tain basic industrial ca.aodities but also for aany intermediates; the 
State. ':.hrough fiscal and financial policy as well as trade policy. can 
detenaine the potential profitability of industrial activities; and the 
State. though not directly involved in the industrial learning process of 
private entrepreneurs. can nevertheless encourage that process through 

local content aeasures. 

Table 9 shows the share of the public sector in manufacturing invest
aent, value added. output and emrloyaent for those African countries for 
which reliable data could be obtained. While the nuabers are fragaentary. 
they do permit a few tentative generali7.ations. First. the emphasis on the 
public sector in Algeria. Egypt and Soaalia coaes through strongly. 
Secondly. those countries of sub-Saharan Africa that are shown, while 
frequently cited as striking examples of state involveaent. do not in fact 
exhibit such high proportions - for example, none of the figures for the 
United Republic of Tanzania reaches 50 per cent. Thirdly, there is some 
indication that investment shares exceed output shares. This may be 
explained in part by the tendency (and indeed necessity) for the public 
sector to become involved in activities where the incremental capital out
put ratio is significantly above the average, in part by investment out
running output (in AlgP.ria, where many projects were started towards the 
end of the 1970s, the gross investment figures were several tiaes larger 
than those corresponding to projects where production had actually begun, 
due to the long gestation periods) , and in part by low utilization of 

installed capacity. 

Table 9. Share of public sector in manufacturing investment. value 
added, output and employaent (latest available year> 

Percentage 
share Investment 

80-89 
70-79 
60-69 
50-59 
40-49 

30-39 

20-29 
10-19 

Egypt (81.4) 
Somalia ( 19.9) 
Zambia (64.0) 
Tunisia (53.7) 

United Republic 
of Tanzania 
(39.0) 

Morocco (34.8) 

Cote d•tvoire 
(19. 3) 

Nigeria (17. 7> 

Value added 

Algeria (84 .9) 

Egypt ( 66 . 7) 

Zambia ( 51. 0) 

United Republic 
of Tanzania 
(33.6) 

Senegal C 21. l) 

Output 

Soaalia (85 .1) 

Algeria ( 79 . 1) 

Ghana (32 .9) 

Eaployaent 

Algeria (81.0) 
Egypt (70.0) 
Somalia (65.3) 

United Republic 
of Tanzania 
(47.3) 

Zambia (42.5) 

' 
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The international financial structure and African industry 

In the first section of the report. the sharply deteriorating debt 
position of African countries was outlined. The corollary of this has been 
a growing dependence of the domestic payaents systea on acceptance by the 
international financial system of reorganization of cash flows. Table 10 
SU1111arizes the debt renegotiations. with both public and private creditors. 
concluded by African countries in the period 1980-1983 - the rise in both 
nuabers of countries and aaounts at stake is clearly noticeable in 1983. 
Those renegotiations have becoae increasingly intertwined with other 
arrangements involving the prov1s1on of finance and conditional upon 
changes in both econoaic pol icy and econoaic structure. Tab le l l demon
strates that no fe-r than 29 African countries concluded arrangeaents 
eabodying fairly stringent conditioning of policy over the period ranging 
froa the end of the 1970s to (in soae cases) aid-1984; in several instances 
these arrangeaents (especiallJ stand-by loans from thP. lnternat~onal 
Monetary Fund) were aultiple, one often overlapping another, and the table 
indicates a few countries where both International MonetarJ Fund and World 
Bank lending have been prominent. To a steadily grow:ng degree, the pos
sibilities_ for renegotiation are becoaing a function of acceptance by the 
country of the (by now) fairly standard tP.ras involved in the provision of 
short- to medium·-tena foreign ellchange by thP. International Monetary Fu11d. 
Conseque~tly. it is becoming more and more difficult to assume that pr~~ate 
and public loan capital will continue to be forthcoming regardless of a 
countrJ'S general econoaic policy; instead. that policy must confora to a 
dP.flationary package whose principal elements are invariablJ a quick and 
pronounced reduction in the public sector deficit. currency devaluation and 
(increasintlY> an effort to encourage greater foreign private capital 
inflow. Tne intensi~y of International Monetary Fund arrangements and 
their relatively limited duration are now beginning to generate an addi
tional effect: Africa is becoming a debtor to the International Monetary 
Fund. In 1985, payments under "repurchase obligatior.s" may total over 
S700 million and will eJCceed receipts from the Interna~ional Monetary Fund 
in the absence of fresh loans. The tendencf, then, is for domestic 
resource management to be brought under constant supervision. 

tn these circumstances the flow of finance to the industrial sectol" 
froa eJCternal soul"ces assumes particular significance - it represents the 
"direct" access the sector has to foreign ellchange notwithstanding the 
crisis. The source of such funds is official development assistance (both 
bilateral a~d multilateral) coming from countries and ol"ganizations belong
ing to the DeveloP114!nt Assistance co-ittee reporting system; and non
concessional finance, composed of eJCport credits, other official flows, 
direct foreign investment and portfolio investment. 

Official develop!!!nt _assistance 

The most favourable source for funds is undoubtedly official 
development assistance due to its concessional component. Table l2 shows 
the behaviour of these funds in recent years. 

Aggregate flows have fluctuated appreciably - present indications are 
that 1984 tl"ansfers wen well below those in eal"liel" years of the present 
decade. A closel" look at the numbel"s reveals several additional points: 
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Table 10. Official mult\\ateral and pr\vate creditor debt renegot\at\on1 
of Afr\can countrie1 1 1980-1983 

(Millions of dollars) 

Type of debt 
renegotiation 

Official 
mult \lateral 

Private 
creditor 

1980 

1.iberia (30) 
Sierra Leone (39) 
Zaire (606) 

Togo (68) 

1981 

Central African 
Republic (55) 

L\beria (25) 
Madagascar (142) 
Senegal (77) 
Togo (92) 
Ug1tnda ( 2 7) 

Sudan (553) 

19R2 

Madagascar (103) 
Malaw\ (42) 
Senegal (84) 
Sudan (174) 
Uganda (10) 

L\ber\a (27) 

Source: Robert Wood, "The a\d regimfl and \nternat\onal debt: 
adjustment", oevell!P]lent and Ct\~nt.!.· 1985, p. 193. 

1983 

Central Afr\can 
Republic (13) 

t. \be r\ a ( 2 5 ) 
Malawi (30) 
MOL'OCCO (1 200) 
Niger (29) 
Senegal (81) 
Sudan (~50) 
Togo (300) 
Za\re (1 600) 
Zambia (320) 

Madaga1car (195) 
Ma law\ ( ~ 7) 
N\ger\a (1 830) 
Senegal (92). 
Sudan (646) 
Togo (84) 

cr\111 anrl atructural 
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country 

-
Central AfC'lcan 

aepubllc 

Con10 
C6h d'l¥oir• 
l&JPt 
'lquatorlal 

Culn•a 
'lt.l\\oph 
Cabon 
c .. bia 

Gt-.an• 
G.iin .. 
't•"Y"' 

l.it>eda 

Ma-tagascar 

Mala"'i 

Mah 
Maur,tanl• 

Table 11. ~igh condltionality agreements with the 1nternatlonal "onetary Fund 
made by African Government•, fi1cal years 1980-1983 

lnt•rnat\onal Monetary fund 
World Bank Croup 

1tand-b! arta~1•!!!Dl! r:B~•nd•!I f!!n!I 1tructural 1dju1tment. 

AllC>unl Aaount l21DI 

<•illlonl or (a\11\0nl or Amount. 

1pec hl dra"'\ n1 1peclal dra..,ln1 C•\l llon• 

Dales rl1ht1) 'DalU rl&hlll Year A1ency of dolhrtl 

Feb. 1910-feb. 1911 4.0 
Apr. 1911-'Dec. 1911 10.4 
Apr. 1913-Apr. 1914 11.0 
Apr. 1919-Apr. 1980 4.0 

Feb. 1911-Peb. 1914 414.5 1912 181l'D 150.0 

July 1978-July 1981 600.0 

July 1980-Jun• 1911 S.5 
May 1981-Jun• 1982 61.S 

Jun• 1980-Dec. 1982 34.0 

N~v. 1~19-Nav.!980 1.6 
Feb. 1912-Fe~. 1913 16.9 
Jan. 1979-Jan 1980 53.0 
Dec. 1932-Nov. 1983 2s.o 
Au&. 1979-AUI· 1~81 \22.S 1910 lDA ss.o 

Oct.. 1910-0ct. 1982 241.S 1913 lBRD 60.9 

Jan. 1912-Jan. 1983 151.~ 

Mir. 1983-Sepl. 198~ 115 ,9 
Mar. 1979-Mar. 1980 9.2 
Sept. 1980-Sept. 1982 65.0 
Au1. 19dl-Sepl. 191Z 55.0 

Sapl. 1982-Sapt. 1983 ss.o 
June 1980-Jun• 1982 64.4 
A~r. 198:-June l982 16.1 
July \98?-July 1983 ~l.O 

Oct. 1919-Dec. 1981 26. '\ 1'181 lBRD 45.0 

May \CllO· Peb 1982 49.9 
Au&. 1982-A~g. 19R3 n.o 
May 1981-May 1~83 30.4 
1uly \98~·May 1981 29.7 
June 1981-Mar. 1982 ?S. I continued 
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Tabl• ll (coatlnued) 
Wor\d Bink Croup 

lnt•rnatlo~•l Hon•t•rr rund 
1~•nd-~1 •rr1n1•1•n~1 

!l~•nd•!I (yn!I 
1truetur•\ adju1tment. 

Qlount blount. - 10101 

(•l\Uona of (•\11\ona of 
blount 

1pec \al dnv\ng 1p•clal dnv\ng 
<•llllon1 

Countrr DatH r\ght•> Dat.e1 r\ght.1) Y•ar Agency of dolhra> 

\911. tHD 1.S .o 
1'auritlut Oct. 1919-0ct. 1911 13.0 

S•pt. 1910-S•pt. 1911 35.0 

Morocco Aprll 1912-Aprll 1913 211.2 Oct.. 1910-0cl. 1913 110.0 
Har. 1911-0ct.. 1913 111.0 

avand• Oct. 1919-0ct. 1910 5.0 

S.ne&al Har. 1919-"ar. 1910 10.5 Aug. 1910-Aug. 1913 11•.I 191l tBRD 30.0 

S•pt. 1911-S•pt.. 1912 63.0 
1911 tDA 30.0 

Mov. 1912-Mov. 1913 U.2 

Sl•rr• t.•oH Mov. 1919-Mov. 1910 11.0 "•r. 1911-Peb. 1914 116.0 

sou.lh reb. 1910-P•b. 1911 11.5 
Julr 1911-Julr 1912 0.1 
Julr 1912-Jan. 1914 60.0 

Svdaa reb. 1912-Peb. 1913 191.0 "•' 1919·"•' 1912 421.0 

P•b. 1913-Peb. 1914 110.0 

to&o June 1919-Dec. 1910 u.o 
Peb. 1911-Peb. 1913 U.5 
"•r. 1913-Apr. 1914 n.4 

us and a Jan. 1910-0.c. 1910 U.5 
Jun• 1911-Jun• 1912 112.5 
'ug. 1912-Aug. 1913 112.5 

Unlt•d ••publlc 
of ta·1\&an\• Sept.. 1910-Jun• 1912 179.6 

J.a\re Aua. 1919-feb. 1911 111.0 Jun• 1911-Jun• 191• 912 .o 

i-bh Apr. 1.971-Apr. 1910 2S0.0 Hay 1911-"ay 1914 100.0 

Apr. 1913-Apr. 191• 211. 5 

1.i.•babv• Apr. 1911-Sept.. 191~ 300.0 

~: tnt•rnal\onal "onetarr Pund. &nnu•l Report 1910 (Wa1hlngton, D.C.); lnt.ernatlonal Honetary Pund, Annual B1po~1-.11ll 
\W11hington, D.C.l; lnternatlonal "onetary Fund, Annyal Report_llti. (Wa1hlnglon, D.C.l; lnlernallonal Monetary Pund, A99yal R1port. 
1111 (W11hln1ton, D.C.>; World Rank, Ih!..jfgrld Bank AnnuAl Report 1919 (Wa1hlngt.on, D.C.); World Bank, ~-J!,orld Bank _Annual R1port 
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Table 12. Official developaent assistance grant and loan comtitaents 
in industry in sub-Saharan Africa. 

Year 

1980 
1982 
1983 
1984 ~/ 

Total official 
developaent 
assistance 
co-itaent~ 

225.9 
208.7 
279.8 

73.6 

1980. 1982. 1983 and 1984 

Average grant 
element 

(percentage) 

73.4 
68.5 
62.2 
53.8 

Grace period 
(years) 

9.1 
8.1 
6.1 
6.1 

Maturity 
(years) 

41.0 
38.1 
32.0 
25.0 

Interest rate 
(percentage) 

1.50 
1.88 
1.84 
2.64 

Source: Unpublished data of the Organisation for Econoaic Co
operation and Developaent. 

~I Data for 1984 refer to bilateral comaitments only. i.e. excluding 
those to the European Econoaic Comaunity. the International Developaent 
Association (an affiliate of the World Bank) and the African Development 
Fund. 

(a) Deterioration in the average leras anc. conditions of official 
developaent assistance has been quite pronounced in the first half of the 
1980s. One major reason has been the sharp reduction in the aultilateral 
share of total ~fficial developaent assistance (from 67.4 per cent in 1980 
to 36.5 per cent in 1983) since aultilateral agencies tend to offer better 
terms than bilateral agencies;• 

(b) The donor set is dominated at the individual country level by 
France, the Federal Republic of Geraany and (to a lesser extent) the 
•etherlands. The United lingdoa does not figure at all in the data for the 
period 1980-1984, while there is onlJ one exaaple of official development 
assistance froa the United States of America. On the other hand. Italy 
has recentlJ become verJ active, beginning with relatively saall ca.Dit-
11ents in countries of traditional interest <Ethiopia and the Sudan) and 
eitpanding to auch larger project involvement in the more industrialized 
countries of East and Vest Africa; 

(c) Taking the whole period 1980-1984, 35 countries in sub-Saharan 
Africa have received offical develolJllent assistance funds. Coamitaents lo 
the 110re industrialized States have been soaewhat liailed. with Cote 
d'Ivoire and •igeria receiving just one loan each. Zimbabwe has figured 
910re prominentlJ, while len1a was a large recipient of funds in 1980. 

•t.oans fro• the International Development Association (an affiliate of 
the World 8ant) and the African Development Fund all have a SO-year 
aaturi tJ, a 10-year grace period and a grant element of 83. 1 per cent. 
European Econoaic Coaaunity loans eithibit a auch wider range, wit.h the 
grant portion running from about 30 to 80 per cent, but are also on the 
whole aore favourable than manf of the bl lateral offers. 
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On the vhole, the leading t"ecipients have been the "aiddle of the ordet"" 
countries (viewed ft"oa the industrJ perspective), e.g. Senegal, the United 
Republic of Tanz.ania and Zambia. The least industrializ.ed countries have 
received little in absolute tel"llS, though in some cases (e.g. Burundi, 
ltaut"itius and Togo) these loans -J have been significant, t"elative to 
existing industt"ial investments. These observations suggest the following 
hJpothesis: a direct COt"t"elation exists between the extent of industt"iali
z.ation in a countt"J, as measured bJ gross value of industt"ial output, and 
the share of non-concessional sources in total external finance to the 
industrial sec tot". In other words, the 110re industrializ.ed the African 
countrJ, the less it can relJ on official develo(Jl91ent assistance to aeet 
its foreign exchange needs. This is consistent with the general philosophy 
which appears to underpin the whole aid approach regarding industrJ, i.e. 
non-r.n11Dercial sources of funds should be provided for soae years as 
"industrial seed money" to -ke the terrain conducive for comiiercial cash 
investments later on. But the question is "Can all countries of sub
Saharan Africa follow such a path?" As things stand at present, sub-
Saharan Africa might be roughlJ divided into three gr~ups: the four ·coun
tt"ies expected to establish theaselves on the intet"nat;onal industt"ial map 
(Cote d'Ivoit"e, ltenfa, Nigeria and Ziababve); an inten.ediate group whose 
prospects at"e very unclear (Callet"oon, Chana, Senegal, the United Republic 
of Tanz.ania, Zait"e and 7.aabia); and the remaining countries (representing 
the aajority by number but a fairlJ small share of the population of 
sub-Sahat"an Africa), where industrial transforaat ion does not figure as a 
strategic objective during the next 15 to 20 fears. This division, of 
cout"se, cuts across the more tt"aditional ways of viewing sub-Saharan Africa; 

(d) Among countt"ies, the United Republic of Tanz.ania has been a big 
recipient: in 1983 it alone received 110re than $100 million in official 
development assistance; and, over the whole period 1980-1984, it obtained 
soae 20-25 per cent of all official deve1 opment assistance. Among activi
ties, there are two kinds of loans which stand out. First, several siz.e
able loans have been given to industrial development banks or industrial 
development in genet"al; in other words, foreign exchange has been provided 
to domestic institutions which in turn allocate funds to industries estab
lished (or to be established) in the countt"y. Secondly, there is some evi
dence indicating that the largest and most troublesome industrial projects 
have continued to enjoy substantial injections of official development 
assistance. Thus, ir. 1983, a cement venture involving Cote d'Ivoire, Ghana, 
Chana and Togo obtained a total of neulJ $21 million from both bilateral 
and multilateral sout"ces, while a controversial pulp and paper mill in the 
United Republic of Tanz.ania received another $18 million. Taken togethet", 
therefore, these two projects (which •ay well be the most problematic 
industrial projects in sub-Saharan Africa) obtained about 14 per cent of 
•11 official development assistance to the region in a year when the 
aggregate volume of such financing was high. These numbers raise doubts 
concerning the P.ffectiveness of resource allocation. lt may conceivably be 
argued that these projects are about to reach their "break even" points. 
To those who find this argument implausible, continuing support of su<"h 
projects represents a reluctance on the part of donors to abandon "lost 
causes". The concept of industrial rehabilitation seems to bP. unduly 
stretched if new investments continue to be directed to inefficient proj
ects which are mainly of symbolic significance. 

These observations suggest that official development assistance to the 
industrial sector is certainly not increasing, that - while still offering 
more attractive conditions than othf!:" fina:.cial sources - its relative 
advantage is decreasing, anti that it is ever more aimed towards the "inter
mediate" countries of the region. How does official development assistance 
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appP.ar in re lat ion to other sources of foreign exchange for in;!ustry? 
Estiaates must necessarilJ be tentative since aggregates .,f~en fail to 
specifJ what sh1tre actuallJ goes to industcJ. Using approxi-te figures 
derived fcom other studies, however, the picture is that shown in table 13. 

The level of official development assistance to the sector fr<>• all 
sources has virtuallJ stagnated in nominal terms since 1980, t:aving riser. 
sharplJ until then. The relative share of Development Assistance Committee 
aid in total official development assistance has hardly changFd since 
1980. Looking further down the table to total financial flows to industry, 
however, the picture is more dr ... t ic. These total flows grew at an 
average of 17.3 per cent over the period 1978-1982, doubling in four 
fears. Over three quarters of those gains were lost &n 1983, with total 
financial flows falling from $2,200 •illion to $1.470 million. As has 
alreadJ been noted, official development assistance re-ined about the 
saae, and the real losses were in the area uf direct investment and port
folio investment, both of which fell to levels below thoioe attaineci it1 
1978. The effect of this is to increase further the importa~ce of official 
development assistance in total flows, with its share rising frooa 35.5 per 
cent in 1978 to 43.5 per cent in 1983. If, in addition, it is noted that 
export credits are usuallJ under substantial government control, then it 
can be said that no less than 11 per cent of financial flows to the manu
facturing sectol:' in sub-Saharan Africa require some govP.rniaent involve
ment. •ational policies in donor countries of the Organisation for Ec<>
noaic Co-operaticn and Development can thus plaJ an important part in 
restructuring industrial investment in Africa. 

Table 13. Estimated cet flow of foreign finance to the manufacturing 
sector in sub-Saharan Africa, 1980, 1981, 1982 and 1983 

(Millions of dollars) 

Source 

Official development 
assistance 
Of which Deveiopment 
Assistance co .. ittee 
countries 

•on-official development 
assistance 
Of which export credits 
Of which direct 
investments 

Total 

Percentage of •11 
financial flows to 
sub-Saharan Africa 

1980 

627 

(401) 

1 254 
(664) 

(287) 

1 881 

14 

1~81 

628 

(40R) 

1 362 
(514) 

(511) 

1 990 

14 

198? 

674 

(408) 

1 576 
(560) 

(642) 

2 200 

15 

1983 

612 

(3'17) 

795 
(474) 

(118) 

1 407 

12 

Source: G. Dancet, "Official development assistance to manufacturing 
industry in sub-Saharan Africa" (UN100, forthcoming). 
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Export credit 

It is clear from table 13 that export credit plays a key role, along
side official develorment assistance, in the total provision of finance to 
industry in sub-Saharan Africa. The crisis conditions of the 1980s t.a'l."e 
led to significant shifts in the policies of the main trade credit agen
cies, which are grouped together in the Berne Union. While these shifts 
are by no means exclusively concerned with Africa, they all have implica
tiuns for the financing position of the continent. First, assessments of 
pclitical and connercial risk made by the trade credit agencies tend to be 
auch gloomier than they used to be. As a result, the costs of risk insur
ance have shot up - by around 100 per cent during the present decade. 

Secondly, the size of the debt has led the agencies to impose limits on 
the '1."alue of prcjects they will cover. Consequently, larger deals now tend 
to be managed through risk-sharing systems in which se'l."eral entities 
participste. tf the co-participants are p:.-ivate organizations (for 
exuaple. banks and insurance companies) of the same country as the trade 
credit agency, the chances are that the latter will be left with the more 
vulnerable part of the deal. lf there are other trade credit agencies 
abroad, there may well have to be some project unpactaging to entice them 
in. 

Thirdly, the extent of existing debt can easily act against the imple
mentation of projects that promise to yield foreign exchange. The reason 
is simply that current creditors may insist on having first cla!m to any 
funds generated by the project. thereby cutting out the project sponsors 
(or at best relegating them to the queue). To confront this obstacle, some 
efforts have been made to "cordon off" projects generating foreign revenue 
from the burden of meeting prior claims due to the perilous debt position 
of the country as a whole. One example of this type appears to be the urea 
factory constructed to use the natural gas resources at Songo Songo in the 
United Republic of Tanzania. 

Fourthly, the competitive struggle in the developed countries to pro
mote sales of capital goods, together with the fact that aid contracts with 
a grant element of at least 25 per cent are not subject to the rules of the 
General Agreement on Tariffs and Trade controlling the use of interest sub
sidies, has stimulated the growth of mixed credits (i.e. contracts in which 
aid and trade are mixed together). Consequently, the temptati.:>n is to 
employ grant money as a lever with which to strengthen the pull of trade 
finance <by mating it availablP on better terms). While this has some 
advantage on the trade side, it ties the aid and trade aspects together and 
thus tends to reduce the real value of the gtant elPment. 

Fifthly, the Berne Union rules are quite restrictive as far as trade 
credit terms for purchases c;.f spare parts and materials are concerned. 
They significantly complicate the organir.ation of rehabilitation pro
gr&111Des. At present, the World Bank and Export Credit agencies are dis
cussing means by which co-financing arran~ements can be made that would 
circumvent some of these problems. 

Sixthly, while therP has always existed fairly close collaboration 
e.mong the Berne Union, the lnte~national Monetary Fund, the World Bank and 
developed countries, the signs are that the co-operation is even closer in 
the crisis period. thus, the "Brau repor';" notes that "most agencies 
regarded the existence of Fund-supported adjustment ~rogr..us as evidence of 
credible efforts and compliance with performance criteria as ~emonstration 
of economic progress" (Bran and Puctahtikom (l}, p. 9). Moreover, the same 
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document notes that some agencies, in their search for project screening 
methods which would all.JW the• to avoid imt-rication in d~bious ventures. 
are tr1ing to identifJ va1s "in which the soundness of an overall iPvest
aent plan. \ncluding its project selection, could be assessed bJ an inter
national organization, particularlJ the IBRD" (Bran and Puckahtikom [l). 
p. 12). 

The prospects of industrial finance 

These points. while not an exhaustive coverage of chanr.es new occur
ring in the trade credit s1stem, are sufficient to highlight the relevance 
of an understanding of that s1stea to the short- end medium-term prospects 
of industrial finance in Africa. While it is not easy to provide strong 
evidence on the point, the impression is that countries of the region could 
profitablJ equip tbemselYes with more detailed and up-to-date knowledge of 
the functioning of the various sources of inaustrial finance. 

The trends described in regard to oCficial development assistance and 
trade credit both illustrate the extent t.> which ':he manoeuvrability of 
countries has gradually become mor.e circumscribed. But tlte influence oi 
alterations to multilateral lending practices on the domestic financial 
system for industry appears still more vivid~y if reference is made to the 
recent draft of the Policy and Operational Guidelines for the Industrial 
Sector prepared by the African Development Bank group. 

The -:rucial aspect of the approach is the African ~evelopment Bank's 
concern to strengthen the role of small- and medium-scale enterprises in 
the industrial network. In the past, almost 45 per cent of African 
Development Bank industrial funding did go to this type of firm but always 
via the intermediation of domP.stic financing core>orations, entities them
selves owned and managed by the State. The ~irica~ Develo~ent Bank argues 
that domestic financing .::orporations in general have become one of the 
major casualties of the economic cri~is and that many of them are suffering 
from mismanagement. It follows that institutional rehabilitation (of the 
domestic industrial credit system) will have to be one of the medium-term 
objectives of the Bank. This rehabilitation. it is stres3ed, will be done 
in the light of an asses~~2nt of the overall industrial credit requirements 
of the economy which may lead. the report notes. to one of two t>road 
results: on the one hand, where doiwstic financing corporation problems 
have become chronic and irreversible. they wi 11 have t<. be liquidated; if, 
on the other hand, the review shows that a domestic finrncing corporation 
is necessary but is operating poorly, mea•ures may include not on 1 y re
organization of the domestic financing corporation itself but also struc
tural adjustment measures to eliminate economic distortions. 

The patter11 is thus indicative of the desire to sttc?ngthen t~e domes
tic sub-contracting dimension of the industrial system, while emphasizing 
that this canr.ot be accomplished satisfactorily given the present institu
tional frame11rOrk. The African Development 9ank clearly recognizes that, 
for some economies, the prospective volume of business just does not wu·
rant the maintenance of the local intermedi:.,ting bstitutior •• while, for 
others, mac~o-economic changes may b~ an integral part of a rehabili~ation 
progrUllle. Though wa do not have data un the proportion of domestic 
financing corporation funds st ... \ng from the African Development Bank, it 
ii very likely that in this period of finandal stringency. few if any 
Governments of sub-Saharan Africa could afford to replenit.h either equity 
capital or loans of domestic financing corporations fro• their own 
resources. S\nca these inst!.htions are rarely very prof i tabl.e (in terms 
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of, for example, returns on equity holdings), their prospects for raising 
capital on the market (if one exists) are likewise not bright. It follows 
that. financing the growth of small- to medium-scale enterprises will not be 
easy, and without the support of the African Development Bank the tas~ is 
likely to be onerous indeed. Hence, even a Government which is ready and 
willing to shift the balance of industry structure towards complementarity 
of large, State-owned projects and smaller, private ones, has a difficult 
task as far as financing is concerned. 

The evidence reviewed in this section shows that the sheer weight of 
the debt burden has induced a growing number of countries to accept agree
ments which essentially buy time in return for acceptance by the country of 
a series of quite firm guidelines for macro-economic management. The con
tent of the policies points towards the need to substantially improve the 
performance of public enterprises, to alter macro-economic policies in the 
direction of encouraging both greater domestic private enterprise and more 
inflows of foreign capital, and to orient production in the direction of 
export promotion. Unless these conditions are met, there is a considerable 
likelihood that the process of deindustrialhation will continue to gather 
momentum. The following section focuses on observed pr _,ject performance 
and attempts to analyse what has been the interplay of faclors, domestic 
and foreign, which has shaped observed results. 

The performance of industrial projects 

The industrial sector as it presently exists has come under severe 
criticism in recent years. The criticisms are diverse and not always 
internally consistent, nor is it readily apparent which yardsticks of com
parison the sector is being compared with. What is fairly obvious, how
ever, is who is being judged: African policy makers and managers. Until 
very recently, harmony rather than conflict was the keynote of re lat ions 
among the principal groups involved in the organization of industrial proj
ects, those groups being the African industrial elite (both public and 
private sectors), official development assistance agencies and developed 
countries' firms engaged in the supply of goods and services to African 
industry; and in generl\l, none of them (viewed as groups) stood to lose 
anythint from risky decisions. The situation is now changing. The current 
stress is on accountabi H ty of both African economic policy lllakers and 
industrial managers. That accountability is to be torged by squeezing the 
supply of foreign capital (as described above) and shifting domestic 
pricing policf, trade regimes and access to investible resources in the 
direction of much greater play for ~arlet forces. Yet everyone agrees that 
the existing industrial set-up is the product of, among other things, 
strong intervention by foreign public and p'"ivate entities, multilateral 
and bilateral. To whom are they accountable? If Africa undertakes 
reforms, what assurances does it have that significant improvements wi 11 
also be made by ~xternal agencies? To date, these questions have not been 
posed with ttse insistence they deserve. Although this report cannot pro· 
vide answers to these quest;ons, the evidence presented in this section is 
pertinent to any assessment of how much improvement, and of what kind, can 
reasonably be anticipated if African performance in projects is strength
ened. 

The observations made here are limited in various ways: 

(a) It ha; not been possible to obtain thorough cost-benefit analyses 
of important projects or to compare ex-ante with ex-post assessments. 1t 
is known that some exercises of this kind have been carried out recently by 
certain official development assistance agencies, but those studies remain 
strictl) confidential; 
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(b) In no sense has it been possible to conduct any systematic sam
pling of existing projects; instead, pieces of information have been 
gleaned from documents made available by official and private agencies in 
certain developed countries. In particular, analyses giving an African 
perspective on the performance of individual projects seem very scarce; 

(c) De.ta (qualitative as well as quantitative) tend to be less com
plete ar.j/or less specific on mattei:-s not related to the actual technic.i.l 
operation of a given plant. This may be due in part to the sensitivity of 
information retarding how and why certain industrial operations actually 
began, to .11 misplaced perspective whereby insufficient attention is given 
to the formative phases of a project, and to the aller,edly "pragmatic" view 
that only the actual operating process can be corrected anyway. Tne 
trouble with the latter, however, is that it ignores the key quest ion of 
bow learning is to be built into the project set-up; 

(d) Most projects on which information is available today were initi
ated several years ago. Since it is difficult to obtain regular "snap
shots" of the progress of a project, de.ti. suffer from two deficiencies: 
first, within any given project, i~ is not possible, without more detailed 
work, to evaluate whether project performance has been improving or dete· 
riorating over time; secondly, the lack of material ::m projects started 
recently implies that comparisons of the same type of activity initia~ed at 
different points in time cannot be made; 

(e) The sketchy remarks here cannot substitute for the examination of 
detailed case histories. The problem is that 1e various parties involved 
in the successive phases of a project, from i tiation to decline, tend to 
leave the stage as soon as they have performed their part. An awareness of 
this problem, which cannot be swept away by implementing a series of 
technical measures, may be itself a clue to improved project performance in 
Africa; 

Cf) Perhaps inevitably, the project information pertains to fairly 
large activities in which developed countries' donot"s and entrepreneurs 
psrticipate on a substantial scale. There is, for the moment, little evi
dence on how small- to medium-scale enterprise projects function. Cn"1!11ents 
on Africsn industry usually imply that such activities would perform much 
better, and a priori reasoning suggests this ought to be the case (espe· 
cially as far as foreign exchange use goes) - but firm evidence is still 
absent; 

Cg) As the information pertains to existing projects, it is concerned 
with import substitution activities* linked to domestic demand · data for 
export-oriented projects are few and far between. 

Evaluation of selected industrial projects 

The annex brings together data on eight countries of sub· Saharan 
Africa: Benin, Gabon, Ghana, Nigeria, Senegal, Sierra Leone, Zaire and 
Zimbabwe. It covers both individual plants and, in some cases, col lf:ct ions 
of plants within the same industrial branch in a given country. Since the 
data could not be classified by project size, ownership, financial aspects 
or starting date, detailed analysis of differences in observed results can
not be made; yet the data do provide the following tentative findings: 

*The substitution is for final products: ~heir imports have bHen 
replaced by import of equipment and intermediates. 
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(a) Problems begin at the beginning. In those instances where infor
mation on pre investment studies is available, the pattern is to regard 
them (!.!..._P.ost) as unsatisfactory. For Gabon, this classification holds for 
four of the seven activities listed; for 'Nigeria, a rating of "good" was 
given in only one of eight cases; for Senegal, in two of six. Any pre 
investment study is, of course, never expected to be fully accurate; on the 
contrary, ils task is to provide orientation to the parties considering 
participation in the project. In many cases its real function goes 
further, viz. to act as a promotional document to strengthen the position 
of one or more of the entities involved. What is disturbing is the extreme 
scarcity of good pre-investment reports, meaning those which have provided 
orientation in the right direction and within an acceptable margin of error; 

Cb) Contract negotiation seems to be a more or less universal weak
ness. Of the nine cases cited for Nigeria (including the 'Nigerian/Beninese 
joint cement factory), and the three for Zaire, not one of them yielded a 
satisfactory contract. The only exception to the pattern appears to be the 
chewing gum factory in Zimbabwe. The value of a negotiation, lite that of 
a pre-investment study, is to a certain extent in the eyes of the beholder 
- a good contract for one party may be a poor one for the other. All the 
same, the tenor of the evidence strongly suggests that the pre-construction 
and operational phases of industrial projects are not at all handled 
carefully from the perspective of the interests of African countries. Two 
major implications flow from this finding. First, efficient operation of a 
poorly conceived project may entail unnecessary costs for the African 
country. Secondly, the least that can be said about poor negotiation is 
that the country, rather than equipment suppliers, foreign managers or 
foreign financing agencies, is likely to bear the costs when things go 
wrong. In a period of severe debt problems, such costs may be by no means 
negligible; 

(c) Within the operations phase, the issue which has been at the 
centre of debate has been raw material supply. For Ghana, the lac Ir. of 
materials is a chronic weakness in almost all of the branches listed, due 
chiefly (though not entirely) to the unavailability of foreign exchange.• 
In Nigeria, the raw material shortage adversely affects project performance 
in most of the activities cited and the same litany of shortage of foreign 
exchange, lack of raw materi~ls and low capacity utilization can be found 
in virtually all other countries and branches for which data are 
available. These findings at the prCJject level confirm the tremendous 
import dependence of most industrial branches, as signalled above in the 
first section. The fact remains, however, that while the scarcity of raw 
materials adversely affects project performance, the control over this 
situation may not be, and most probably is not, in the hands of project 
managers. This is reflected in the fact that projects (or products) have 
been chosen which have very little relation to the domestic industrial 
structure; 

(d) With very few exceptions the technology performance of plants has 
been poor. T~e main reason seems lo be over-capacity in relation to 
domestic demand, which in turn should be associated with the initial 
project studies. (Either demand was largely overestimated to begin with 

*Even if foreign exchange were available, the costs of many matel'iall 
are likely to be prohibitive, given that the cedi has been devalued some 
1,500 per cent since the early 1~70s and thet most investments ir 
industrial capacity pre-date that period. 

' 
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and/or smaller plants could not be obtained.) The existence of 
over-capacity is not in itself a symptom of operating difficulties. 
Projects have also been found wanting in other aspects, including the 
following: a product range unsuitable fo;::- the domestic market; supply of 
equipment which was old and in poor repair; poor location of the plant, 
affecting 111aterial supplies; and problems related to infrastructure (e.g. 
breakdowns in P.lectricit: supply) which raise production costs. Though the 
annex deals in qualitative rather than numerical terms, the net impact of 
these production difficulties is to drive up unit costs well above that 
which could have been suggested in the feasibility studies. It does not 
necessarily follow that such plants have failed to make a coamercial profit 
(for, even with unit costs and prices far in excess of those initially 
estimated, there might be buyers); but it does mean that wasted resources 
have been, and continue to be, considerable; 

(e) The results on management are quite mixed. For Ghana, the 
findings are poor to average. The Senegalese plants show bad results in 
the two fish processing factories and the wood processing enterprise, yet 
they do well in the two smaller companies engaged in printing and paper 
products (in one of these cases, a 1011g-established family business is 
involved, an indication at the •icrolevel of the importance of an 
"industrial culture"). In Sierra Leone, the assessments cover the full 
range, including a foreign-owned company where management is thought to 
have performed well, along with anothP.r in which the expatriate management 
appears to have functioned badly. Information on two plants in Zaire and 
one in Zimbabwe pertains to foreign-controlled firms, and in each case 
performance is judged good. Foreign management, however, d;,es not always 
come out well either. Taken as a whole, management performance does not 
appear to be something about which quick and easy statements can be made 
results vary substantially from case to case. Judgements on management 
should be passed with its objectives and the environment in which it 
operates in mind. It may be suspected that assertions of "bad management" 
in State-owned industries are really aimed at the choice of macro-economic 
policy. Given the thrust of current policy debates about African industry, 
the mixed findings on management do have bite since they cast doubt on the 
extent to which project difficulties can sensibly be located at the project 
level. 

Findings_ of a survey by the lnsti tut de l' entrepri se/Centre Nord-S•!d 

The annex and the deductions which can be made from it provide nothing 
more than a broad introduction to the issue of industrial project perfor-
mance. Before going into greater depth, however, it is useful to present 
another, up-to-date (May 1985) survey of the reasons for low capacity 
utilization. The survey, conducted by a research institute United with 
French entrepreneurs (and thus working from a perspecti-re different from 
that characterizing the sources for the annex) and drawing on data for 345 
plants throughout Africa, where some French interests exist, looked at both 
low capacity utilization (defined here as 70 per cent, a figure notably 
higher than tbe cutuff points used in studies by official organizations) 
and plant closures (of which there were 79 in the whole sample). The 
results are sunnarized in table 14. 

The project phase breakdown used by the survey is somewhat distinct 
from that employed in the annex. No reference is made to negotiations, and 
technology is classified as a plannini variable, while the operational 
phase focuses on 1C1arketing and financial issues, as well as production and 
111aintenance. The teitt of the survey maltes it clear that raw material 
supply difficulties are subsumed in the ter111 "production". Table 14 also 
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differs froa the earlier ones in that all results are aggregated into 10 
industrial branches. Whal are revealed, then, are "lJ'pical" character
istics of a project in the branch in question. The following are the aain 
conclusions: 

(a) Kost inforaation is ava Hable for the operational phase. and i l 
is there where the problellS are concentrated (i.e. it has the highest inci
dence of aajor causes for failures of perforaance). Maintenance and pro
duction difficulties are frequent to .. jor for 8 of the 10 branches, where
as the sales and financing probletn are appreciablJ' less severe (affecting 
five and six of the branches respeclivel)'); 

(b) Against this clustering of obstacles. the French entrepreneurs 
judge planning and construction variables to have onl)' a limited impact on 
project performance. In the first six coluans of the table (those which 
pertain to these phases), there is but one entr)' signif)'ing a ke)' cause of 
poor performance (n&11elJ', lack of economic justification for dail)' prod
ucts). A few instances of b1proper technolog)' choice and the absence of 
acceptable local infrastructure are given, but in no case are the)' believed 
to be aajor factors generating project breakdowns; 

(c) Although no straightforward association of project variables with 
specific groups of decision makers can be made, table 14 certainly gives 
the impression that a&nJ' more problems - probleas of greater severity - are 
encountered regarding those aspects of prQjects over which domestic author
ities in Africa have more control. The last four columns are the only ones 
full)' populated, and all of them could be said to involve domestic decision 
makers on a substantial scale. In areas which almost certainly fall under 
the category of foreign decision-making, the problems are held to be far 
less co1111110n and severe; 

(~) Examining table 14 bJ industrial branch tends to conf inn impres
sions gained frGIR other project inquiries in Africa. Cement plants, paper 
plants and scgar factories often run into a multiplicilJ of problems, sev
eral of them fairlJ serious. lnteresting~.J enough, it is in the cement, 
paper and sugar industries (along with the dairJ industry) that poor plan
ning and construction are known to contribute considerably towards un
satisfactory performance. Breweries, on the other hand, fare well (19 of 
the 43 plants examined were regularly functioning at more than 70 per cent 
capacitJ); 

(e) On a branch basis, there seem to be notable differences as to 
whether industrial performance could be strengthened simply by tackling a 
single pl:'oblem area. In th• three important branches mentioned in the 
preceding paragraph, a single target appr<.1ach would probably not be suf
ficier.t. But in other industries, including textiles and canning, French 
partners believe that tackling a single bottle-neck C"maintenanc~ and pro
duction") would be sufficient to activate the system. The mixed nature of 
these findings implies that it ls unwise to accept too simplistic a11 expla-
nation of production problems in all branches. 

Project performance and industrial develop!!!nt planning 

Examination of project performance has to be set in the bt"oader con
text of industrial declsion-makhl· Drawing on backgt"ound work for the 
present ~eport, the following observations can be made: 
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(a) There has been little evidence of effective Ci .e. operationally 
oriented) industrial planning in Africa. Whatever the form taken, Govern·· 
ments in Africa have been reticent to refuse offers of foreign exchange 
tied to the establishment of industrial projects. The assu11t1tion seeas to 
have been, at least until very recently, that the existence of such a proj
ect would itself guarantee a continued inflow of foreign exchange to sup
port the project even if it were running into trouble. The result is a 
situation in whir.h a surfeit of projects coexists with a shortage of 
foreign exchange. Given the present financial circuastances of depressed 
markets for primary comaodity exports, a growing debt sP.rvice burden, in
adequate provision of international liquidity to retain purchasing power 
over iaports, and constraints on the flow of foreign exchange uncier con
cessional terms, it is scarcely surprising that the allocation effort has 
now shifted away from opening up new activities in favour of re-examining 

those rresently in place; 

(b) Since the majority of projects, even those with a high overall 

foreign-exchange--saving coaponent, depend on soae inputs financP.d with con
vertible currency, most Governaents are faced with acute and peraanent 
proble111s in rationing foreign excha11ge. Those projects receiving more or 
less adequate allowances can register fair performance while the allowance 
lasts but are then likely to cut back production. One consequence is that 
interindustry deliveries may fluctuate wildly, cont.ributing to the general 

iPstability of the sector; 

Cc> Crisis periods are known as potential stimulators of self-reliant 
activity. To date, h<>wever, if there has been an increase in African 
domestic capabilities regarding repair and maintenance of equipment on the 
one hand and raw 111aterial substitution (local for imported) on the other, 
it har yet to m&ke much iapact on industrial performance. There is little 
evidence of the emergence of a coherent domestic economic framework in 

which industry can operate; 

(d) The reliance on the aid re:;1me as the aotor for industrial 
expansion has meant, implicitly as well as explicitly, the const11nt pres
ence of foreign organizations i. t.he iaplementation (if ;1ot the elabora· 
tion) of industrial decisions. It is therefore at best disingenuous, and 
at worst downright aisleading, to act as if the sole responsibility for 
errors in deci<Jion-iraaking belongs to African groups. In the fundamental 
sense that these groups could, had they opted for anot.:ier path, have acted 
on their OW!., the comnent has something to it. In fact, however, the 
option consciously pursued by both African and foreign groups was to tie 
e1pansion of local industry to the international f ina11cial assistance 
vehicle. Now thal this option is faltering, it is the responsibility of 
all participants who have benefited to should~r part of the responsibility 

and c1>sts; 

Ce) the emphasis on strealllining industry has, among others, two 
important corollaries: the concern for rehabilitation and the growing 
stress on financial and foreign exchange criteria in making rehabilitation 
decisions. though, interpreted broadly, the Lagos Plan of Action does 
offer some pointers on these issues, there is an urgent need for African 
authorities to spell out approaches on these aatters. At present there is 
a risk that impleae~tation work, if not the policy debate itself, will in 
practice be conducted by groups who consult with national Governments but 

are not subservient to them; 
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(f) The concern vith industrial performance has bean focused almost 
entirelJ on the suppl!' side. i.e. with the tacit assumption that the prob-
leas are siaplJ those of production. neaand, however, is currently in as 
auch need of rehabilitati~n as is supply. Per cLpita gross national prod
uct in sub-Saharan Africa fell bJ 11 per cent from 1981 to 198'3, a drop 
sufficientlJ large to offset gains .. de during the previous decad~- Unless 
incoae redistribution takes on 110re egali~arian fonas, v!tich is not prob
able in a dovnvard spiral, the chanc~s are that, after rehabilitation. 
there a&J be difficulties in selling the output of a fair number of proj
ects. Existing arguments assuae pent-up assets vhich vould coae into the 
effective demand real.a as soon as industrially produced c09m<>dities vere 
111>re readilJ available. This ce>111aent is enough to ware against the dangers 
of too auch restraint - deaand as vell as supply is affected; 

(g) While auch has been aade of the "locoaotive" phenomenon in 
relation to industrf in other developing regions. especiallJ vith regard to 
the pull of the United States aarltet for leading Asian industrial pro
ducers. the argument is largely irrelevant as far as African poliCJ malters 
are concerned. IndustrJ in the region cannot relJ on the marltet pull of 
developed core countries to generate recoverf - that vould only happen if 
Africa could gain a sizeable share of developed countries• industrial 
imports. and that can certainlJ not be achieved in a brief period. Hence 
the pull needed is of a different and auch more specific ltind: foreign 
exchange flovs. As noted earlier. however. expectations on that score can
not be too high. 

In this section. an attempt has been -de to shov that the frequent 
castigation of industrial projects and perforaance is in reality a much 
111>re complex business than it appears to be. Perforaance is inseparable 
froa the broader consequences of the international financial regime in 
vhich industrJ has been expanded (at anJ rate, in terms of project nus
bers). Moreover, that very regime has been intiaately linlted to the con
ception of industrial projects and. in many instances. to their implementa
tion. •ow that the bases on which expansion aight have continued to talte 
place have been torn asunder. the problea of accountabi Ii ty has at last 
appeared in its starkest form. The issue is whether African Governments 
and external agencies can worlt jointly for joint accountabilitJ, or whether 
the present offensive aiaed at accountability onlJ for the former will 
carrJ the daJ. To shed more light on this matter. soae evidence relative 
to policies and attitudes in sotae developed countries vill be examined in 
the next section. 

Perspectives of donor countries 

The aim of this section is to offer iapressionistic evidence on cer
tain important trends in official policies of donor countt"ies and multi
lateral institutions towards the debt/industry situation of African coun
tries. •o attempt is made to provide a complete picture of current tenden
cies; instead, the aim is to capture keJ elements of an emerging canvas. 

Debt and financial flows 

Since the middle to late 1970s, Development Assistance Coanittee 
aeaber countries have cancelled appreciable amounts of debt outstanding 
from the least developed countries (vhich include much of sub-Saharan 
Africa). Though the proportions specifically p11trhining to industry are 
not known, such debt relief does lighten pressures on the sector, both 
directly and indirectlJ. Debt relief measures taken by the Federal 
Republic of Germany from 1979 to date are shown in table 15. Approximately 
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Sl billion of debt was cancelled. with close to one half of this relating 
to just three countries: the Sudan. Togo and the United Republic of 
Tanzania. Kost of the cancellations took place in 1979; d~ring the 
present decade. one additional countc·J per Jear has been added to the 
list. The Federal Republic of GenaanJ has adopted a case-b1-case approach 
to avoid automaticitJ; and. in order to prevent a sill(>le recurrence of past 
difficulties. financial assistance to least developed countries is nov 
exclusivelJ in grant fora. Siailar findings hold for the United l:ingdoa. 
vhere. bJ Karch 1985. total cancellations for sub-Saharan Africa vere just 
over .:226 aillion: the reaaining outstanding official debt of the indus
trial sector was approxiaatelJ r25 aillion. nearlJ all of vhich vas oved bJ 

Egypt. 

Table 15. 
Debt relief aeasures of the Federal Republic of Genaany 
vis-a-vis least developed countries in Africa 

Country 

Botswana 
Sudan 
Lesotho 
Rwanda 
Burkina Faso 
Malawi 
Burundi 
Benin 
Niger 
Guinea 
Somalia 
Kali 
Gambia 
United Republic of 

Tanzania 
Uganda 
Central African 

Republic 
Chad 
Togo 
Sierra Leone 

Date of agreement 

22 Karch 1979 
11 April 1979 
24 April 1979 
7 Kay 1979 
8 Kay 1979 
25 Kay 1979 
7 June 1979 
8 June 1979 
13 June 1979 
18 June 1979 
28 June 1979 
6 JulJ 1979 
14 August 1979 

27 December 1979 
26 November 1981 

21 October 1982 
13 Kay 1983 
6 July 1984 
7 Karch 1985 

(1) Africa total 
(2) Total of least developed countries 

(1) as a percP.ntage of (2) 

(millions 
Amount 

of deutsche 

61.8 
434.5 

22.0 
103.l 
110.0 

90.0 
55.2 
37.4 

179. 7 
43.2 

104.l 
171.9 

20.0 

345.5 
60.l 

32.2 
15.7 

287. 7 
157. 7 

2 391.7 
3 540.4 

67 .6 

mark) 

~rce: Internal information provided by the Ministry of Economic Co

operation, Bonn. 

1 

1 
I 
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Debt cancellation measures represent a favourable move towards allevi
ating the foreign eKchange pressures affecting the poorest Afdcan eco
nomies. Those measures. however. have been offset by aarked shifts in the 
pattern of new financial flows. First, donor countries have placed much 
greater control over their funding of major •ultilateral institutions. 
Thus. the January 1983 replenishment of $9 billion to the International 
Development Association. an affiliate of the World B~nk. fell way below the 
figure ($12 bi Ilion) that would have been necessary if disbursP.111ents were 
to be aaintained in real terms. The World Bank has noted that even if 
sub-Saharan Africa's share of future International Development Association 
disburseaents were to rise by 5 per cent, the reduction in real terms due 
to the overall contraction would still be 21 per cent. In relation to the 
International Ronetary Fund. developments have likewise been adverse; 
access li•its for the Coapensatory Financing Facility have been revised 
downwards quite sharply (the "normal" figure has been reduced fro• 150 per 
cent of quota to 102 per cent). and the earlier situation whereby up to 50 
per cent of quota was obtainable on low conditionality has now been 
removed. meaning that compensatory finance is now locked into high 
conditionality; the overall quota eKpansion of 47.5 per cent was not 
aatched by that for sub-Saharan Africa, where the average was 35 per cent; 
and countries of sub-Saharan Africa are effectively eKcluded from access to 
the General Arrangements to Borrow on the Saudi Loan. 

Secondly. there has been a sharp increase in public/private co
financing of eKport credits, as evidenced by the growth of mixed credits 
referred to in the second section. The commercial element of aid has 
always been evident through tie-in clauses, but this is now being taken 
further in as much as aid is being used as a lever to win prilll&rily com
mercial contracts. This change is an outcome of the increased competition 
among developed countries as they struggle to eKpand market shares in a 
world econoay where aost parts are growing slowly. Tabulations presented 
earlier in this report show how official development assistance and trade 
credit, added together, represent a major part of recent financial flows to 
.. nufacturing industry in sub-Saharan Africa. A trend towards competitive
ly associating the two is likely to comaercialize official development 
assistance without generating any increase in net flows. 

Thirdly, the association of official agencies with the promotion of 
direct foreign investment is growing stronger in this phase of sharpening 
eKternal competition and comercialization. Thus, the Coamonwealth 
Development Corporation, which had eKpenditure on industrial projects in 
sub-Saharan Africa amounting to some 31.8 million during the period 
1983-1984, is quite heavily involved with British firms. When the Co11111on
wealth Development Corporati:>n is a minor lender, the project appraisal 
wort is carried out by other partners. 1DOst often the British firms. There 
is some evidence (gleaned from documents and through ;:.., ... er ... tions with 
interested parties) to suggest that project initiation in such cases may 
come through contacts among transnational corporations, British diplomats 
and ministry officials in African countries, with the former carrying out 
the background studies and Coaaonwealth Development Corporation chipping in 
with some equity capital. In effect, the Co11111onwealth Development Corpora
tion is assisting foreign investors with some provision of risk capital, 
while the EKport Credits Guarantee Department is providing funds for public 
sector imports of industrial products. 

ln Canada, a 
While lhe total 
industry projects 
around 5 mi 11 ion 

similar emphasis on support activities can be found. 
volume of Canadian International Development Agency 
is quite small, with annual flows for financing them 

Canadian dollars during the period 1980-1984, official 
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resources to support feasibility and oth~r preparatorJ studies for possible 
ventures betveen Canadian and African private partners seea to be growing 
in relative importance: during the period 1979-1983, ~he annual average 
vas about Scan 3.4 million. whereas in 1984 it rose to over Scan 12 aillion. 
Likewise, the German Development Companf in the Federal Republic of 
Gera&nf, vith a capital stock of roughlJ 1 billion deutsche aarlt. con
centrat:es on providing equity participation and long-tet"ll loans to support 
joint venture~ involving the Federal Republic of Geraanf and African coun
trieF; these f!nmncial inputs can also be supplemented bf advisorf assist
ance. BJ the end ~f 1983, a~out ~8 per cent of German Development Company 
funds had been co:mitted lo projects in Africa. and of these at least one 
half vent to manufacturing industry (vith onlJ rather saall uiounts going 
to the north African ~~untries). Since Africa's share of the total foreign 
investaents of the Federal Republic of Geraanf was auch saaller. around 
16 per cent, the iaplication is that German Development Coepanf capital is 
to serve a seed G10neJ function. The distribution of these funds over the 
past decade is shown in table 16. 

These arguaents point to the growing orientation of official fin&.nce 
towards the support of private industrial activity and to ~he coincidence 
of this trend vith a growing severitJ of the terms and amounts of multi
lateral finance. The private funding can by understood better, however, bf 
brieflJ reviewing prevailing opinions in some developed donor countries 
regarding project organization and market possibilities. 

Industrial project organization and aarltet prospects 

The third section of this report emphasized the severe wealtness~s of 
project conception and pre-investment studies in relation to industry in 
Africa. The initial analyses that are carried out rarely involve African 
agencies, official or private, and still fever are the monitoring or 
evaluation exercises for projects which are already functioning. Given 
this paucity of systematic examination by African agencies of the likely 
impact of individual projects, it is parti=ularly important to clarify the 
approaches followed by those external groups who are responsible for such 
studies. 

The dominant tendent:y nowadays is for the project assessments to be 
undertaken by co11111ercial organizations, whether they be separate con
sultancy firms, equipment suppliers or the actual cor-porat ions which wi 11 
design and execute the projects. Official bilateral agencies play a minor 
role. The multilateral ~odies, particularly the World Bank and the 
European Economic co .. unity, have a much greater say in project assessment, 
but their activities are increasingly geared towards promoting the partici
pation of coaaerc ial capi lal. Evaluations must therefore take £ccount of 
the needs of individual proj~cts. the essential shift of emphaais, then, 
is towards co9ercial criteria as the primary determinant of industrial 
project choice. Social cost-benefit analysis, where used, seems increas
ingly to involve relatively minor adjustments to results derived on the 
basis of private rate of return figures. to soee extent, this may be 
explained by the growing conflict over what is in the social interest; 
after all, the main thrust of current pr•scriptions for change in Africa is 
in the direction of a closer equation of public and private objectives. 
the emphasis, however, is on the creation of profits with incoae distri
butional and other broader matters occupying only a minimal place in over
all assessments. 

~ 
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Table 16. Yearly financing activity of the Get'lllan Development Company 
in Africa, by country and sector, 1975-1984 

Country or sectoral 
1978 1979 1980 1981 1982 1983 1tr1&ct1&re 1975 1976 1977 

li!lion1 of deutbche mark 
Botswana -- -- 0.8 -- -- -- . - -- 1.2 

81&rundi 0.2 -- -- -- o.s 
c ... roon 6.9 -- 12.2 3.3 -- -- . - -- 0.1 

Chad -- -- -- -- -- 1.S 
Congo -- 2.5 
Ctlte d'Ivoire s.o 1.0 s.o 7. 1 S.7 -- 6.8 -- 2.0 

Egypt -- -- -- S.6 12.0 1.0 -- 2.0 o. 7 

Gabon -- 2.8 -- 0.1 -- -- -- -- --
Gaabia 2.7 0.4 0.3 -- -- -- -- . - --
Ghana -- -- -- -- -- 1.0 

lenya 6.7 6.0 -- 6.5 0.3 0.1 15.0 5.5 3.6 

Liberia 0.2 0.7 -- 0.1 -- 0.1 -- 3.0 1.4 

Kadagucar -- -- 4.0 
Kalawi -- 3.2 7 .9 2.S -- o.s 2.0 

Kali -- -- -- -- -- -- -- 2.0 

llauritius 2.3 
llorocco -- -- 2. 7 -- -- -- -- 3.2 --
lliger -- -- .. 0.8 -- -- -- -- 0.1 

lligeria 2.5 -- 0.3 9.0 24.0 -- -·- 1.0 S.9 

Rwanda -- -- -- 0.4 -- -- -- ··- l.S 

Senegal 0.6 -- -.. -- -- -- -- -- 10.0 

Seychelles -- -- -- -- -- -- -- l.S 

Somalia -- -- -- -- -- 0.7 0.2 

Sudan 6.2 -- -- -- 0.2 -- -- l. 7 

L -- - - .. ___ . ....____ 

1984 

0.9 
1.5 
-- • o.t UI 

5.1 
0.4 

o. 7 

0.3 

continued 
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Table 16 (continued) 

Country or sectoral 
structure 1975 1976 1977 1978 1979 1980 1981 ·1982 1983 1984 

Millions of deutsche mark 

Svniland -·· 11.2 -- 16.5 4.1 -- 2.2 3.3 

To~o 
-- -- -- l. 0 -- -- -- -- - . 

Tunisia 0.9 6.8 -- -- . - -- 0.6 0.1 1.8 5.2 

-- -- 1.8 1.0 

Uganda 
United Republic 

of Tanr.ania -- -- 1. 7 S.5 -- -- 4.0 -- - 4.6 

7.aire - - 15.4 -- 0.8 -- 4.0 -·· 0.3 -·· 1.0 

7.ambia 14.1 -- -- -- . - 6.0 -- -- 4.3 

-- -- -- . - -- -- -- 3.8 

7.iababve ··-

Agriculture - - s.o -- . - -- 6.7 0.9 S.6 7.S • °' 
Manufacturing 22.8 21. 7 29.8 19.0 S9.1 11.3 6.7 10.3 20.3 9.7 

Development banks 18.6 19.4 S.2 39.3 o.s 16.0 1s.o 20.8 11.4 4.8 

Other services 4.7 -- S.8 -- .. 0. 7 0.2 2.3 0.2 3.1 

(1) Africa total 46.1 41. l 45 ,8 58.3 59.6 28.0 28.6 34.3 37.S 2s.1 

(2) Total activity 
of the Geraan 
Development 
c "'pany 84.3 74.8 110.8 112.2 107. s 128.9 lS0.8 120.8 107. 7 60.2 

Percentage 

Ratio of (1) to (2) 55 SS 41 52 SS 22 19 28 3S 42 
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The tendencr to hiishlight private returns: does not necessarily mean, 
however, that publ!c costs will be any lover. First, in the case of 
several larger projects, the interdependence of the industry and its ~nfra
structure is receiving greater attention. The focus is on creatint rela
tively self contaio:ied complexes where adequate ancillary services f<>r the 
aain activity are ensured. To the extent that the Stllte pays for these, 
costs will ba kept up. Secondly, the effort to attract investment yielding 
a comnercial return will most probablJ involve, in several instances, an 
increase of subsidies and/or a reduction of company taxes; either way, the 
public budget is affected. Thirdly, to the extent that such coamercially 
successful projects follow the route used in, s3y, Latin America in the 
pas~. i.e. ir.vestment by local borrowings and/or reinvestment of earnings, 
followed by repatriation of earnings, the longer-term foreign exchange 
i•pact may be far less positive than it seems at first. 

Export-oriented industrr: is it an option? 

At a time when the debt burden weighs heavily and most manufa;:trJring 
activities, as well as the industrial sector as a whole, are net users of 
foreign exchange (both in tenns of interest on loans for importing capital 
equipaent and for current production), there is a great temptation lo pr~
mote export-oriented activities. It is not always clear whether advocates 
of industrial exports predicate the enco1Jragement of individual projects or 
whether they are arguing for a whole strateg7, i.e. export-led industrial 
development. The impression is often given that it is the latter which is 
really meant, an impression reinforced by frequent references in the 
literature on the subject to the experience of some of the more prominent 
Asian countries. Those references, however, are not easy to translate to 
the current African environment. Strong states providing powerful public 
organizational as well as fiscal/financial support have been at the centre 
of those manufactured export driv~s; and in the larger of those economies, 
for example, the Republic of Korea, the export expansion has grown from a 
successfully implemented import s1:bst i tut ion policy in industry. In cer
tain Asian countries where such •:onditions have not existed (for example, 
in Sri Lanka), the export bubble that was inflated by encouraging footloose 
foreign investment has burst quite quickly. It is also germane to ask what 
markets the exports have been ~irected at. Although certain ?roducts have 
penetrated some of the markets of the European Economic Co11111un i ty, the 
magn~t for manufactured trade both in the early 1970s and in the present 
decade has emphatically been the United States of America. In Europe, 
which for historical and geographical reasons is of more i1111ediate rele
vance to possible exports from Africa, growth rates have been much slower 
and protectionism is generally more marked and, despite recent co11111ents 
(made at the time of the Bonn suanit conference in May 1985) hinting that 
Europe should (or perhaps could) ado9t a more dynamic posture, there is no 
strong reason to suppose that this is in fact likely to happen. Conse
quently, African exports, were they to be forthcoming, would have to com
pete for shares of very low growth markets against the opposition of 
exporters from other developing countries. 

These preliminary observations underlir1e the care which must bE exer
cised in postulating the possibilit.y of an export-led industrial growth 
strategy - to argue by inference and through the example of other countries 
is not logically tenable. To examine the matter further, we t:Jrn to some 
empirical findings which allow the potential export map to be charted more 
carefully. 
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The share of manufactures in total exports is less than 10 per cent 
for the aaajority of sub-Saharan Africa against an averagP. of 1'; per cent 
fo::- all developing countries that are not members or lhe Organization of 
Petroleum Exporting Countries. In facl, Africa's share of world manu
facturing exports fell from 0.48 per cent in 1970 to 0.36 per cent in 1980 
- moreover, the bulk of these exports (more than 80 per cent) originated 
from just five countries. of vhich lt.enya and Zambia were the only coun
tries of sub-SaharAn Africa. The relative similarity of production struc
tures among Afrir.An countries sugg.asts thAt. not all of them could :>ucceed 
simultaneously. Even if the argument that. Mxport expansion by mu~ country 
could not be repeated by all did not hold (and it almost t·t>rtainly does, 
given the external market conditions noted above), the markets would almost 
certainly go to those with the lowest unit costs of production and/or some 
other special advantages. 

It is often asserted that Africa ronld take up some export mArket seg
ments as they are vacated by other developing cnunt.ries moving into new 
products. Alternatively, Africa could generate competitive advAntages 
vhich would allow some countries of lhe region to capture shares from other 
developing counlC'y sellers. Though il is unclear to what extent market 
shifting by P.stahlishP.d ~xporters is in fact taking place, the capacity of 
Africa lo develop A competitive edge certainly could not be developed 
quir.tly. To begin witti, t.hP. slov growth of internal markets does not 
providr -much base for r.utt.ing costs by using large-scale production. This 
impliits that expoet-oriented output would most probably have to be geared 
explicitly towards external markets. Since African count.ri es C even the 
most industrialized of them) are exceptionally w~ak, any export drive would 
have to rely heavily on lhe production and mar~.cling colQllland of trans
national corpor.ations - at least for quil:e some time. In essence this 
means two types of orf'ration: greater local processing of natural resour
ces. part.i r.111 arly minerals; and Mncourag ing the entry of footloose indus
tries. The first type of opP.rat.i on t.as been on the ag1mda for A long lime, 
but only limited progress has been made: in p:-esP.nt. international market 
circumstances, there is H ttle to ~uggest lhat l:-ansnalional corporal ions 
can be tempted to go any further than they already have. As far as the 
second type of operation is concerned, a recent Group of Thirty survey of 
52 major international companies [2) concluded that the idea of using 
African de1cloping counlrie!: as export bases was not attractive to most 
companie!:. 

There is increasing pressurP. on African Govern-.nts t_o P.nhancP. incen
tive schemes for attracting foreign investment.. The general efficacy of 
such measures has been widely questioned in the literature on lhe subject. 
ln a recent study by the Organisation foC' Economic Development and Co
operation. it was noted that "experier,ce has shown lhal measures undertaken 
by hom" 11.nd host governmenl!: lo improve the flow of foreign direct invest
mP.nt OC' to di re ct it to spP.ci fie sectors influence investment decisions 
only marginally" ([3), p. ·8). The Group of ThiC'ty survey refeC'red to above 
also found that "f i seal incant i ves were rer;11rded as unimportant i nfl 1urnces 
on investment decisions ... (by) ... the companies ... ( thems<'lves)" ( [2), 
p. 32). Another survey undertaken in GreAt Britain during 1984 found that 
direct roreitn investo~s were primarily influenced by the size of the 
market 11nd its recent and expecte~ p4rformance. The survey notes that in 
thR 1~11MP of !:ome South-East AKiAn countC'ies which introduced nQW incenti~es 

when the fir't onP.M bP.gAn tC> expire, "the inP.rt.la of investml"nt suggests 
that inc~nt~ves for ~eeping investment in A r.ountry are unlik,.ly to be cost 
ef~ective" (Page (4), p. 104). It is often the case, 11s one investoC' whose 
views are reportf!d in the surv4y said, "tllat once an invo!:tment was un.1er 

' 

j 

' 
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consideration he included the available incentives ln working out the 
appraisal but that they were not the reason for going into a co~ntry: an 
investment had to loot viable ... (on its own)" (Page [4), p. 105). 

1n a World Bank study of foreii;n manufacturins activity in 10 • .un
tries,* it was found that the 10 countries corupeted for foreign investm._nt 
(Guisim;er [~)). Assessing the evidence for this survey, ffelleiner n6], 
p. 17) has written that "none of this evidence offers any guida;1ce as to 
whether increased incentives will increase the aggregl'.te flow of direct 
foreign investment to developing coantries. Increased incentives inevi
tably matched by others, msy simply reduce their earnings without increas
ir.g its flow." In ottier words, countries at a ro11ghly similar level of 
development and with dmilar market siz:es are engaging in "negative" (not 
zero) sum games when they compete for foreign investment by enhancing in
centives. 

It is therefore not unreasonable to conclude that prcspects for 
llttracting foreir,n investment through generlilized liberalizaticn policies 
t.L"e not bright for most African countries. Even in Zimbabwe, where at 
least 70 per cent of capital stock in nlanuf&cturing is fr.reign-owned, 
company response to liberalization initiatives has been wea~. A recent 
survey shows that, in llddition to the fact that almost none of the com
panies present in Zimbabwe are injecting additional externLl capital into 
the country at this time, none have expressed a strong desire to do so. 

There is, furthermore, an additional query as to the type of export 
activity to be promoted. In those countries where international sub
contracting has expanded, there have usually been important attractions as 
far as the foreign enterprise was concerned. Either real wa~e le~els were 
low compaL"ed to alternative locations or transport costs v~re low or 
special tariff i entives were available. In the case of Africa, it is not 
obvious that the~e attcactions ace available. Though nomiral wages may be 
comparatively low in certain locations, p-:-oductivity is not at levels whic;, 
compete with those observed in possible developing country competitors. 
Mauritius has optP.d fully :or export-oriented m11.nufacturing, and it is 
interesting to note that significant proportions of the foreign investment 
there came from Asian countries (particularly Hong Kong> oS they sought to 
escape quota limits on their trade to d.-veloped countries. Even in tha. 
case, however, the advantage of being a "q•Jota haven" Jias heen difficult to 
maintain and requires constant shifting of product lines and • search for 
nev investor.s. Electronics, for instance, accoanted for 19 per cent of 
total export earnings in 1976, ~et it had d~indled to nothing ~y 1982. 

The effort to attract export-orient•.ld trade ti.rough the format:on of a 
processing z.one has not had a good history in Africa. Only on~ such zone 
exists in the mainland of sub-Saharan Africa - that established in 1974 in 
Senegal. By 1981 a mere five fir1111 had been attrscted, of which only three 
are .:urrently operational. In tt-.e planning period 1981-1985, the aim war 
to bring in a further five pt'ojects 111hich would account for 16 peL" cent of 
total industt'ifll investment; by mid-1984, only one of these was opera 
tional. The promotion efforts continue, however, ar.d it is still possible 
that more business may be generated. All the same, the incentives have 

•ttenya 111as the only African countl'y included in the -Jample that was 
used fol' the study. 
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always been most generous: total exemption of import duty or. all inputs; 
exemption from all direct and indirect taxation until 1999; and, of course, 
the basic advantages of the 19Sl investment code, which include free trans
fer of dividends and profits, and of returns from liquidation on sales of 

assets. 

An additional concern needs to be kept in mind when evaluating the 
export push through direct foreign investment: it is the age-old point 
that what matters is the r.et for~ign exchange retained in the country after 
calculation of all trade and financial flows. Account needs to be taken, 
then, of issues such as transfer pricing, as well as the extent to which 
repatriation claims can be increased by using equity which in feet came 
from local rather than foreign sources of funds. Despite the more limited 
development of local capital markets in sub-Saharan Africa, there is evi
dence that this behaviour has occurred quite frequently in some of the 
countries, for example, Cote d'Ivoire, Kenya and Senegal. 

All these C'bservations thus cast major doubts on the very possibility, 
not to mention the profitability in terms of fot"eign exchange, of export
oriented industdalization based on direct foreign investment. Its con
sistency with other policy tarsets is also open to question - in a period 
when great emphasis is placed on restraining the public budget, the pursu~t 
of policies which forgo government revenue (through fiscal exemptions) and 
most pt"obably increase governm.?nt expenditures (due to the infrastructure 
requ\red by these pt"ojects) requires careful evaluation. Finally, there is 
but a small probability that such projects could be consistent with 
attempts to develop an integrated industrial structure. Given that they 
must respond to a changing foreign market environment, the activity mix is 
likely to alter quite often and in ways not necessarily consistent with 
maintaining close inter-industry links. This point merely underlines the 
fact that an export-oriented industry really functions best when it is part 
of an import substitution approach, as has been the case in the larger 

Asian countries. 

Rehabilitation 

In the seveC"ely depressed state of African industC"y, rehabilitation 
has become a keyword for change. The content of rehabilitation measures is 
not, however, very clear. They could refer to refurbishment of capital 
equipment which has fallen into disrepair and/or supplementing the current 
capital stock by introducing some new machines. They could mean a re 
organization of management and work processes in a plant, including methods 
of fina~cial restructuring. They could mean redesigning a plant to produce 
a 1ifferent type of product for a different market. So far, it is not 
obvious where th1:1 emphasis is to be placed; it may be that choices will 
simply be made on a case-by-case basis. Thus, the World Bank's ongoing 
work in Ghana bas stressed the first of the above-mentioned meanings, due 
to the extC"ema paucity of industC"ial investment in that c~untC"y duC"ing the 
past decade. Loans made by the International Development Association, an 
affiliate of the Wor=.d Bank, and otheC"s (bilateC"als) to the multi·-countt"y 
cement ventuC"e mentioned in P.e second section of this report, however, at"e 
cleaC"ly aimed at reorganizing a structuC"e which has yet to produce results. 

~hat~vet" the diff 1culties of providing a geneC"al definition of 
rehabilitation, tht"ee points do deserve greater examination if "malting the 
best of what exists" is to be the principal guideline for industrial in
vestme~ts du~ing the next period. Fit"st, the criteria fot" choosing activi
ties to be strengthened and those to be left out need to be specified. A 
si!c.:'>nd point, one wl\ich is closely t"elated, is that there should be an 



- 51 -

attempt to lint the rehabilitation of different activities so that system 
improvements can be made - changes in one project can enhance the profita
bility of changes in others which are linked to iL Thirdly, a priori 
reasoning suggests it is unlikely ~hat the conversion of plants from import 
substitution to export orientation can be made at al 1 easily. Location, 
choice of equipment, type of output, quality control, and marketing mecha
nisms are all difficulties that might need to be solved if such a switch 
were to be effected. 

African Govel"nments are now confronted with the essentially defensive 
problem of deciding which industrial 2ctivities can be retained. Along 
with this, theire is the task of deciding what steps need to be made to 
strengthen such activities. As with choosing new investments, the question 
of who is mating the decisior.s affects the criteria employed. Again, un
less African 1.:haices are made known, policy-me.ting may be overtaker. by 
others. 

Towards an African industrial strategy 

This report has established that the direct contribution of industry 
to debt in Afl"ica is relatively small and that only in a couple of coun
tries of sub-Saharan Africa does the industrial sector weigh more heavilJ 
than the others. It has also shown, however, that the debt burden has both 
drastically exposed the fragility of industrial structure in the region, 
especiall) the dependence on impo.:ted inputs, and provided the setting in 
wl.ich sweeping mee.sures to reduce and reorganize the sector have already 
bt~un to be implemented. Since the economic crisis in the developed coun
trie.::: has resulted in a marted i_ncrease in thE. competition for m1Jr.rtet 
shares among the member .:ountries, the aid flow, while not st.owing any 
stable trend, has increasingl7 been associated with co11111ercial funds; 
indeed, the aid flow has become a kind of lever for obtaining industrial 
contracts. 

The cmm1ercialization and sheer inadequacy of foreign aid flows have 
severely affected the domestic financial structure. Pressure on the public 
budget has sharply constrained the Governmer.t's role as l.l mobilizer of 
resourceF and a di.rect producer. Moreover, theC'e are indications that 
domestic financing institutions are finding it increasingly difficult to 
provide resouC'ces for the much needed expansion of small- and medium-scale 
enterprises. There is no convincing evidence to sugg~st that direct 
foreign in~estment oriente~ towards export is likely to do much to g~nerate 
fresh resources. Hence the indicators all point firmly towards a seve1:e 
lal'lt of finance for new industrial investment anlf growing conditionality of 
fund provision in general, along with increased tying of specific cash for 
industry, a shortage of cash to support the growth of small- to medium
scale enterprises, and the remote lilrelihood of new invest111ent from abrc'!ld 
malting much of a c~ntributior. to aggregate flows. 

In these conditions, criticisms of economic mismanagement al b?th the 
policy and pr-oject level have grown quietly. If there has been a lack of 
accountability in relation to industrial projects, however, that criticism 
is fully app~icable to l.lll the princ;pal entities involved, foreign as well 
as domestic. What is ha~pening now is that the latter are bearing the full 
brunt of the attacks while there is little evidence that the foreign 
financing agencies are developing a clearer grasp of the problems. 
Instead, the accent is placed on either new ar.tivities, few of which aC'e 
yet to be seen, or selective rehabilitation of what exists. 
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The broad assessments outlined above of course do not applJ in the 
same waf to all countries. Indeed. one of the difficulties in examining 
prospects in Africa is the enormous diversitJ among the countries. The 
north African States (Algeria. EgJpt. llorocco and Tunisia) are all. in 
their ovn wa1s. stronglJ involved in industrial production: though theJ do 
have major problems. of which the debt burden is definitelJ one. theJ are 
far from being caught in the de-industrialization pressures to the s..e 
extent as the countries of sub-Saharan Africa. Within sub-Saharan Af::-ica. 
three groups of countries m&J be distinguished. The most industrialized -
Cote d•Ivoire. lt.enJa, ligeria and Ziababve - are now thought to have 
reached such a degree of industrial/financial aaturitJ that theJ can pro
ceed with c011Dercial borrowing and avoid too much cutting bact of indus
trJ. The intermediate group, including such countries as Ghana, Madagascar. 
llalawi. Senegal. the United Republic of Tanzania. and Zambia. are seen as 
possible areas of industrial activitJ but subject to the broad pattern of 
pressurH and disciplines described above. Finally. most of the other 
African countries .re not regarded bJ developed countrJ agencies as having 
significant industrial prospects. It follows that most of the real debate 
and conflicts over implementation are litelJ to focus on the first two 
groups of countries. 

African Governments could concentrate their ovn actions at three 
levels: amendments to the financial system. concentration on industrial 
branches. anti improvements in industrial project handling. The main find
ings of this report in these three areas are briefly outlined below. 

Industrial finance 

(a) Ther-. is a declining tendencJ in the availabilitJ of foreign 
finance &Pd its coamercialization is increasing. The allocation of foreign 
financi: e:aong African industrial projects will increasinglJ be determined 
~j the short-term co .. ercial viabilitJ of these projects. African Govern
ments must assess the contribution such projects can mate to African 
industrial development. There is a need to formulate a clear concept of 
the process of industrial rehabilitation in Afric11. This report argues 
tt:at successful industrial rehabilitation must involve project selection 
and development on the basis of criteria that suit Africa's needs and con
ditions. Rehabilitation should i~volve the preservation and development of 
projects which are at least potentially capable of maximizing the utiliza
tion of domestic natural resources and which produce essentially (though 
not exclusively) for the domestic martets. These projects should be 
oriented towards filling vital "gaps" in the production structure a~d 

increasing the overall sectoral integration of African industry. They 
should be capable of generating significant levels of sub-contracting and 
employment and stimulating regional tnde; 

(b) A clearly formulated and operationally viable conception of 
industrial rehabilitation provides a basis for r.egotiating financial 
arrangements with sympathetic donor Governments. As overall financial 
flows stagnate, concessional finance will increase in importance. 1ts 
increased association with no~-concessional finance can only be challenged 
if African Governments identify the inconsistencies in the macro-economic 
and sector-specific reco11111endations of multilateral agenci~s (which has 
already been discussed in thi~ report) and present alternative criteria for 
allocating foreign resources in R manner which enhances its long-term 
development potential; 
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Cc) The scope for negotiating improvements in the availability and 
structure of industrial finance can be improved by developing a regionally 
co-ordinated African position on this issue. African bargaining power in 
the area of international finance has remained modest because African coun
tries have been forced to deal in a bilateral framework. Arguments do 
exist in favour of removing the strongly discriainatory tendencies against 
sub-Saharan Africa which have significantly weakened access to inter
national finance. Such arguments are likely to receive a better hearing if 
they are presented as a part of ~ coherent strategy of industrial rehabili
tation and investment integration at the regional level. 

Industrial Planning 

(a) Industrial planninr. has t·emained a relatively underdeveloped art 
in aost countries of sub-Saharan Aftica. ln particular, there is a need to 
reduce the emphasis currently placed on the availability of foreign finance 
as a determining pre-condition of project selec.tion. Instead, project 
selection ~hould reflect an applicatiQn of the rehabilitation criteria out
lined abov~. In particular, stress should be placed on increasing the 
vertical integ1·ation of industry and hcreasing its linkages with the agri
cultural sector; 

(b) Project initiation should be co-ordinated and monitored on a 
national scale to assess the collec':ive impact of industrial pc-ojects on 
foreign exchange and other resource rt•qu irements; 

(c) Adequate attention should be given to dem&nd management. Lack of 
demand has been a major factor limit.'ng industrial growth in Africa. An 
economic strategy which promotes e.n equitable distribution of income can 
stimulate industrial demand and can crt·ate scope for developing a bc-oader 
and more integrated range of industr1al activities; 

Cd) Industrial planning has invulved ~oth domestic and international 
decisiora makers. The report has shown that the latter have often played a 
dominant role, particularlJ in questions related to the distribution of 
induatrial finance. Both groups m~st share the responsibility for Afri~a·s 
current economic difficulties and particip&te in the development of a 
viable industrial strategy. This requires the emergence of an inter
national consensus on the concept of industrial rehabilitation as applica
ble in the case of Africa. It also requires a co-ordinated 111<>nitoring of 
changes in the international fiPancial system and of efforts being made to 
modify this system to meet Africa's needs. liome;tic policy adju~tment can 
only succeed if it is complemented by changes in the structure of inter
national financial relations; 

(e) A particularly important example of the relationship between 
domestic and foreign financial policy is the obligation of African Govern
ments to meet debt obligations for the foreign exchange earnings of suc
cessful industrial projects. Without a "cordoning off" of n~w viable 
jndustrial projects - i.e. exempting them from surrendering their fort>i,n 
exchange earnir1gs - industrial rehabilitation is simply impossible; 

(f) The hcorJoning off" of new projects for a specified time period 
should be supplemented by a careful 1110nitoring of the overall foreign 
exchange costs {and benefits) of sustaining industrial development. s~~h a 
monitoring will ensure lhat opportunities for both saving and earning 
foreign exchange are pursued and that adjustments are made in procurement, 
operational and sales policies of specific projects in order to reduce un
necessary fo~eign exchange costs on a continuous basis. 

' 
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Project development and reorganization 

(a) This report emphasizes the need to improve the processes of 
project preparation and selection. Pre-investment studies are often under
taken by parties vhich have An investaent stake. This hu led to ,rave and 
often unrectifiable mistakes. Feasibility and pre-investaent activities 
should be conducted as far as possible by neutral agencies. UllIDO can play 
an important role in this respect; 

(b) There is also a need to iaprove contract negotiation. An effort 
must be made to reduce the liability of African Governaents in the case of 
delivery hold-ups and construction delays. United 'Nations agencies can 
assist in improving African negotiating capacity. and regional co-
ordination can also prove beneficial in this respect; 

(c) Equipment supplies to African projects have often been sub
standard. A co-ordinated technology acquisition and procurement policy 
based upon relevant market information should be given high priority by 

African Governments; 

(d) African Governments and international agencies have rarely under
taken project appraisal on a systematic basis. and this neglect has 
entailed high economic costs. Project monitoring on a continuous basis 
would bP. helpful. particularly in view of rapidly changing international 

price structures; 

(e) Finally. there is also a need to improve management performance -
although no evidence could be found for the gen~ral decline in this 
respect. 'Nevertheless. an improvement of management services can make a 
significant r?ntribution to project rehabilitation in Africa. 

On the basis of these recomnendations. it is not easy to generalize 
regarding branches. 'Nevertheless. it seems the emphasis here should be 
placed on metalworking activities. There are three main reasons for this. 
First. repair and maintenance efforts are indispensable for the retention 
of capital stock and. thus, the productive capacity of the system. 
Secondly. the learning and further development that accompany industrial 
experience are best promoted through these industries. Thirdly, small- to 
medium-scale enterprises tend to be prominent in metalworking; thus. the 
branch offers an excellent means for tightening the link between public and 

private sector activities. 

To emphasize metalworking does not deny that other areas may be 
equally prom1s1ng in some cases and that the further processing of locally 
available raw materials has much to be said for it. Nevertheless, the 
essential skill which requires local mastery is the ability to maintain the 
stock of productive instruments - that must be supported whatever the out-

put of consumer goods may be. 

Within projects, it must be recognized that feasibility studies have a 
damning record of over-optimism in regard to construction and production 
possibilities. The constant and substantial cost overruns have regularly 
added t.o t.he project burdens for African industry even where responsibility 
for them rightfully belongP.d elsewhere. Unless guarantee clauses for this 
type of problem can be successfully enforced, the rejection of projects 
(and rehabilitation schemes) will have to be mon frequent. Actual manage· 
ment obviously can always be improved, and there is certainly a need to 
improve the accountability of public sector managers. Governments should 
take steps to strengthen this aspect of public enterprise performance. 
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None of what has been said will be of use unless there is a genuine 
political will to create strength from crisis. When. soae Jears ago. the 
international environment was much more benign than it is todaJ. insuffi
cient advantage was tat.en of the possibilities then available. Now the 
continent is faced with a challenge of responding to adversitJ - the onlJ 
assurance is that if it does not do so. develop111ents elsewhere will Jield 
still more adverse results. 
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P.>or 

Poor 

Output 

Poor 

Poor 

Poor 

Poor 

Poor 

Kanage111ent Co11111ent1 

VI 
00 

Satl1factory Probllllll wlth lnfra1tructure. 

Poor Upgrading of rubber plantations and smallholder rubber 
produr.tlon very badly needed. 

Problems with lnfr~•tructure. 

Poor Raw cotton production very low due to low prlce1. 
Training method• of ~taff Inappropriate. 
Government ha• not e1plnlted e1port opportunltie1. 

Poor Problem• with lnfra1tructur1. 
Low demand cau1ed by economic downturn. 

Poor Product range of 1ome project• not 1ulted for local 
market. 

Some ba1ically 1ound project• with rea1onable 
management cannot meet demand becau1e input• are 
unavailable. 

lndlanlNigerian joint venture. 
lndlan con1ultant (with much n1pertl1e In dev•loping 

countrle1) con1iderably improved earlier 
German/Au1trla" plans. 

Foreign partner 11 in virtual control of everything. 
Nol yet operational. 

contlnu•d 
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~nnea (£2!1tinued) 

CountrJ and 
industrial 
project (or 

branch> 
Pre-hw••t-nt 

1hdJ 

"•chin• Tools 
CoapHJ Satlshctorr 

(!) 

(TntllH) 

(Ce-nt> 

Vehicle 
an••blJ 
plants 
(unspecified) 

ltwara Stat• 
-tal products 
plants 

H7dro1l1ctrlc 
po-r 
plant SatlsfactorJ 

Contract 
negotl•t. \on 

Satl1hctorJ 
(?) 

Raw 
11&hrhll 

Satl1f1ct.orJ 
\?) 

Poor 

Good 

Poor 

Poor 

Op1n•at\Jm 
Technical 

upect.I 

Satl1:actOrJ 
(?) 

Poor 

Poor 

Poor 

Poor 

Out.put. 

Poor 

Sat\1hctor1 

Poor 

Poor 

SatisfactorJ SatlsfactorJ SatlsfactorJ 

"1nage111ent 

Good 

co-1nt1 

tnd\an/N\gerlan jo\nt venture. 
tnd\an partner hlghlJ 11p1rl1nc1d ln thlrd world. 
"Plon11r .. chlne tool factorr ... llk•lJ to be one of 

the •o•t 110dern •achln• tool plant• ln the world". 
Pea1ibllltJ 1tudJ carried out bJ tndl•n partner. 
ApparentlJ rea1onablJ well-run but co•pletelt dependent 

on l•port1. 
World Bank: "no doubt, de•and wlll grow". 

"pro1pectl 1o•ewhat better than •arglnal". 

Huge i•port• of inputs. 
Low productlvltJ. 

A 20 per cent \•port duty on c•••nt prot1ct1 th• 
•ark1t; high operating cost1, 1cop1 for 11pan1lon. 

Probl1a1: 11curlng l•port1 of lnput~. 

Suffer fro• power cut1, 1hortage of lnpu~•· 

Regional politic• partlJ d1t1r•ln1d th• tJP• of power 
g1n1ratlon and the location. 

ln1uff lcient water 1upplJ down1tre .. a1 • re1ult 
ot thl1 project. 

continued 
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Annex (continued) 

Country and 
industrial 
project (or 

branch> 
Pre-investment 

study 

Paper mills 

Nigeria/Benin 

Onigbolo cement 
factory 

Senegal 

societe 
Senegalaise 

Pool" 

Poor 

Contract 
negotiation 

Poor 

Poor 

de Scierie Satisfactory (?) 

Fresh and 
tinned fish 
~actory Poor 

Raw 
111aterl als 

Pool" 

POOl" 

Poor 

Operation 
Technical 

aspects 

Pool" 

Output 

POO[" 

Poor 

Management 

Poor 

POOi' 

Comments 

°' 0 

So far, the cost of these 11 yet largely Inoperative 
projects has doubled. 

Insufficient attention to forest reserves, local 
infl"astructure, re1,ted services. 

World Bank has made a rather optimistic projection of 
national demand growth In the near future to partly 
justify rehabilitation; in the long-term, the project 
presumably will save foreign exchange. 

Infrastructure incomplete. 
lneaperienced Beninese and Nigerian partner• fared 

badly with Danish technical partners. 

"Ambitious project" which oper•ted efficiently at the 
start. 

Bankrupt after three years. 
Export restrictions on C6te d'Ivoire wood supplies. 
30 per cent of available Input wasted in production. 

"Short-term borrowed capital used to finance long-term 
needs''. 

Well-established small firm before expansion; bankrupt 
two years after expansion. 

continued 



Annez (continued) 

Country and 
industrial 
project (or 

branch) 

Printing "'orks 

Paper product 
factory 

State-ovued 
fi·~lling 

coapany 

Dry cell 
battery 
factory 

Sierra Leone 

roaa rubber 
factory 

Pre-investment 
study 

Good (?) 

Poor (?l 

Poor 

Good (?) 

Contract 
negotiation 

Poor (t) 

Ra"' 
•aterials 

Sat lsfactoc-y 

Operation 
Technical 

aspects 

GC'od 

Poor 

Poor 

Output 

Good 

Good 

Poor 

Poor 

Good 

Kanage111en t 

Good 

Good 

Poor 

Poor 

Conmen ts 

Manager'• "kno"' ho"' "'as transferred to him by hi• 
father" - a family tradition In printing. 

Kain debtor: Government. 

Well-•anaged, 1ucce11ful small flc-m, but pc-ofit1 are 
eroded by high cost of imported inputs. 

Company bought t"'o un1uitabl~ tra.,lers for fish 
transport, "'lt~ disastrous financial results. 

"tr.ferior quality product "'hlch could not be marketed 
do•estlrally despite ..• 100 per cent state 
protection". 

Exce11 capacity "'a' installed wherever possible: 
"several factories within one factory". 

Factory was reorganized In 1981 and had a high 
turnover and good prospects In that year (no recent 
data available). 

Successful enterrrlse supplying domestic market, 10111• 

export; operation stopped In 1983 after fire. 

continued 
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Annex (continued) 

CountrJ and 
industt'ial 
project (or 

branch) 
Pre- investaent 

study 

Soap and 
plastio: bag 
hctorJ 

lee cre
cQ11Pany 

aic• aill 

Pt'inting vorlr.s 

Jute bq 
-nl•facturer 

Pruit 
processing 
coapanJ 

Fish -al/oil 
coapany 

Poor (?) 

Contract 
negotiation 

Raw 
aateriall 

Poor 
(initially) 

Good (?) 

Sat i sf&ctor-y 

Poor 

Poor-

Operation 
Technical 

aspects 

.. 

Satisfa.:tory 

Satisfactory 

Poor 

Poor 

L. 

Output Management 

Good (T) Good (T) 

Poor Poor-

Good (T) Good (Tl 

Good (?) 

Poor 

Poor Poor-

Poor Poor-

co-en ts 

Successful, although profit• lower than plgnned. 
Extension of existing factory. 

Expansion of exi1ting eompany. 

Spare parts problem. 
High operation co1t1. 
lxpan1l.on of existing 1mall firm. 

°' N 

Foreign exchange scarcity, major problem• ln acquiring 
inputs; ha• operated quite profitably. 

Output initially 2.3 per cent of planned output. 
Foreign exchangn problems; input problem. 
Atteapts to produce jute domestically failed. 
"· .. eq•·'-ent ln an irrecoverable state of rust". 

Low-quality product - totally uncoapetitive; closed 
down. 

Run by •n,>atdates (exception in Sl1trra t.eone u111ph). 
lnadequate trawlers - inadequate catch; \nadequete 

market Ing. 
Closed down. 

i:ontlnued 
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Annex (continued) 

Countr-y and 
industd al 
project (or 

br-anch) 

Carbon dioxi.de 
plant 

Confectioner-y 

'Z.aire 

Societe textile 
de 
Kisangani ~/ 

Pre-inve9t111ent Conte-act 
study negotiation 

Good 

Good 

Poor-

aaw 
mated ah 

Poor 

Poor-

Good 

Operation 
Technical 

aapects 

Poor-

Good 

.I 

Output Management 

Poor- Good 

Good Good 

Good Good 

Co111111ent1 

Pr-edomlnantly for-elgn-owned. 
Replaced ob1olete plant. 
Initial plan rejected by the Afrlcan Development Bank; 

revl1ed appral1al report accepted. 
Foreign exchange problems; lack of input•. 
~xport market deteriorated. 

Foreign exchange problems; lack of inputs; good 1••allty 
products which sell well. 

Llnkage effects: lncreased local cotton productlon, 
other inputs. 

Pre1idential project (improving 1tablllty in separatlst 
region) - few problem• In Implementing and running 
the project. 

Large regional demand. 
Both machinery and personnel are e1plolted to the 

highe1t po1slble degree. 
Technical breakdown will be remedied by French 

development aid; large-1cale 1oclal breakdown ls 
quite possible - no remedy Is mentioned. 

No evidence of long-term planning. 
Plant totally controlled by French-Sw\11 psrtles in 

joint venture. 

continued 
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Annex (continued) 

Country and 
i.ndustr:ial 
project (or 

bunch l 

'Kinoterie de 
Natadi 

Cimenterie 
National• 

Zi•bab-

Chewing gu. 
factory 

P•e-investment Contract 
study negotiation 

Poor 

Poor Poor 

Good 

Raw 
materials 

Poor 

Satisfactory 

Operation 
Technical 

aspects 

Poor (?) 

Good 

Output "anagement 

Good Good 

Poor 

Good Good 

Conaents 

00 ,.. 

Very favourable terms for the partner from an 
lndustrlallted country In this "joint" venture; In 
effect, 90 per cent of the production cost of flour 
la aubaldlted by the Banque Natlonale. 

total control by the lndustrlallted country. 

Ratio of planned construction cost to real construction 
cost: 1 to 6. 

Crltlcal assessment of project shelved by Government. 
Not located near sufficient raw material re1ource1. 

Partly export-oriented; export market share more or 
less guaranteed by Danish parent company. 

Production/export could be higher If foreign exchange 
restrictions (Imports of raw materials) we~e relaxed. 

Danish company may review participation In ca1e of 
growing political ln1tablllty. 

~: For Gabon: material supplied by Universite Paris X (1985); for Ghana: drawn from World Banlt studies of industrial branchetl (1985); for the 
Nigedan/Beninese joint ce111ent factory: O. Akin Abudifa, "the Onigbolo cement ~·~ry, or how to snatch defeat from the jaws of victory", 1982; for Senegal: 
assess-nts made by the Afdcan Development Banlt (1984); for Sien·a Leone: a. :sment made by th11 African Development Banlt (19!14); for 'Zaire: 111atedal 
supplied by Universite Pads X (1'185!; for 'Zimbabwe: Roger Riddell, "Fore\gn in\ tment in Zimbabwe", June 1984. 

!.' The performance indicators - "good'', "satisfactor1" and "poor" - are assigned on the basis of the rP.marlts made in the pr\1111.l':t source material. 

~I Zaire also acquired 30 complete high-technology textile plants from the United states of America; these have never produced any cl1,th. 

,I 
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SMALl.-SCAL~ INDUSTRIES IN THE IMPLEMENTATION OF 
A GKOWTH CENTRE STRATEGY OF REGIONAL DEVELOP~ENT: 

A CASE-STUDY IN GHA.~A 

P.\ii.K. Yankson* 

Introduction 

The grow;;h pole (and growth centre) approach is one of a variety of 
spa~ial d~velopment strategies that have been tried in many developed and 
some deve~oping countries. During the mid-1970s, this stt"ategy was adopted 
by State planners to promote fot" rural development. A fout"-tier growth
fcci approa~h was incorporated into the 1975-1980 five-year development 
plan of Ghana. although to date, the growth-foci idea in Ghana has not been 
translated into a concrete programme for implementation. 

Certain per~inent issues should be examined and settled to ensure the 
successful impl~mentation of such a strategy. Among thP. issues that plan
ners need to dPal with are the following: first, establishing criteria for 
identifying anu selecting potential growth centres; secondly, stimulating 
growth an1 development of these centres to enable them in turn to stimulate 
their surr.Junding areas to higher levels of growth; and thirdly, tt"ans
mitting the g~owth impulses thus generated in the centres to their sur
rounding areas, thereby leading to a balanced spatial system. None of 
these issues has been considered in connection with the attempted growth
foci appr~ach to development in Ghana. 

This paper concentrates on the second of the above-mentioned issues. 
It examines the role small-scale industries can play not only in generating 
income and employment in potential growth centres, but also in stimulating 
the widet" urban and regional economies of the growth centres. the vast 
literature on the subject is briefly reviewed, and Ghana's proposed growth
foci approach is highlighted. Employment generation in growth centres is 
considered, and finally small-scale industries in selected rentt"es are 
examined to show how these industries operate in urban areac of various 
sizes. This helps both in determining ho~ the enterprises perform in dif
ferent urban settings, and in deciding at what level within the urban hier
archy planners should concentrate investments to stimulate the growth of 
small-scale industries as instruments for regional development. 

Growth-pole and growth-centre concepts: a brief review 

The French economist Perroux ((1), [2)} is generally credited with 
initiating these concepts in his theory cf growth (development) poles 
~poles de croissance), which he defined in relation to abstract economic 
space. Growth poles were conceived as a field of forces consl.sting of 
centres (poles or foci). These forces were essentially economic and thei!." 
generators mainly firms and industries. Perroux was primarily concerned 

*Department of Geography, University of Ghana, Legon. Thia paper is 
based on the author's doctoral dissertation prepared at the University of 
Nottingham, United Kingdom of Great Britain and Northern Ireland. 
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with the process of growth as reflected in the appearance and development 
of new activities, in other words, growth among firms and industries and 
their intera~tions ralher th~n the spatial pattern of economic activity or 
the geographic implications of economic growth and interindustrial shifts 
(Hermansen (3). p. 21). 

Perroux•s growth pole thus correspo.1ds to the leading sector of the 
economy. the dominance of which is expressed through bad:ward and forward 
linkages to the manufacturing sector of the spatial economy, but linkages 
between firms are not considered with respect to geographic location. 

Followin!J Perroux's work, attempts have been made by such authors as 
Kyrdal (4), Hirschman (5), Boudeville (6) anrl Friedmann (7), (8) to incor
porate space into Perroux's original ide11., and this has givP.n rise to the 
concept of r;rowth centre ar.d its related body of concepts. The growth-pole 
concept has also been related to other spatial theories such as the central 
place theory (Hermansen (3), Parr (9)) and the notion of ir.novation and 
diffusion of growth impulses through the urban hierarchy (Berr1 {10), 
Pederson {11)). 

The application of the pole concept and its related body of concepts 
has not been very successful. and many criticisms have been raised as a 
result. These range from semantic problems CDarvent {12). ftoseley {13)) 
thro~gh th:? unresolved issue of the criteria for selecting growth centres 
(Appalraju and Safier {141, Hansen [15), p. 103, Koseley {13), Toloso and 
Reiner (16), Weller (17). Brown {181. licols ~19), Korril [20), Kaki {21), 
European Trade Association (22)~. The issue of the lack of spatial man
ifestation of the dev~lopment impulr.es generated by growth centres has 
attracted so111e attention in the ~iterature (Gaile {23), Hansen [15J. 
Johnson (24). Dickson [251), and L11.tin American reviewers have criticized 
the concepts on ideological, \:heoretical, political and practical grounds 
(Conroy {26), Richardson ~nd Richardson {~7]). 

Despite these criticisms. the attraction of the growth pole and its 
related concepts to spatial d~veloJ.>ID&nt planners is still strong. largely 
t·~cause these concepts can be combined with other space-organizing con
cepts. such as the central place theory and the diffusion models. to pro
vide a theoretical framework within whieh spatial development efforts could 
be organized. This applies especially to investments and the distribution 
of infrastructure. 

Ghana's approach to growth pole/growth centre strategy 

Ghana began to adopt a growth-foci approach in the early 1970s when 
government planners advocated its use (Kudiabor (28), (29), (30)) and pro
posed a four-tier hierarchy of growth foci, comprising growth poles at the 
national level, growth centres at the regional level, growth points at the 
district level and development service centres at the local and village 
levels. The Government incorporated this approach in the 1975-1980 five
year development plan. The growth-foci approach was supposed to be applied 
to rural agricultural and industrial development. However, the plan doc
uinent did not go beyond a mere declaration of intent. and nothin1; further 
has been done about a growth-foci approach to rural development. 

Growth-pole and growth-centre concepts in relation 
to employment generation 

tn their present state of development the growth-pole and growth
centre concepts leave much to be desired because they provide no guidelines 
as to how to implement the ideas embodied in them. This is particularly so 
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with respect to employment generation. The pole (or centre) is expected to 
develop a network of forward and backward linkages with new and existing 
industries, leading to direct and indirect creation of wage employmt.nt 
(Mayer [31), pp. 25-95). It is doubtful whether the application of the 
theory through the setting-up of large-scale industries alone can provide 
adequste employment within the "poles environment". 

Secondly, it is not easy for large-scale capital-intensive industries 
to be set up away from the major industrial centres, except where they are 
purely material or power-oriented industries. 

The locational requirements of large-scale industries are such that 
not all the chosen centres can be industrial centres. Granted that loca
tion is not a problem, it must be considered that industries need comple
mentary activities to function effectively. Thus, for a growth centt"e 
stt"ategy to achieve the objective of regional development there must be a 
high degree of deliberateness in the planning prograame for the sequential 
location of economic activities (llabogunje [32)). This calls for an indus
trial location policy which also has to consider the linkage relationships 
that may exist between existing industries. 

These requirements are not easily met in developing countries like 
Ghana, beset by serious financial problems which can delay the pace of 
implementing such a policy. In addition, it is not easy to disperse even 
the medium-sized and small-scale (modern) industrial units away from the 
main industt"ial centres, even with specific development controls and some 
form of fiscal incentives and financial measures (United Nations [33), 
pp. 468-474). However, one cannot rely on controls and incentives t6 
achieve substantial success in industrial dispersion in developing coun
tries because such policies have not been backed by complementat"y policies 
and progranmes (Friedmann [34), pf. 246-247). Those complementary policies 
include the provision of adequate infrastructural and related services and 
the removal of constraints facing the location of large and medium-sized 
industries in underdeveloped regions and centres. 

Moreover, the import-substitution industrialization strategy which 
Ghana and many developing countries have adopted does not augur well for 
industrial dispersion away from port cities and metropolitan areas. In the 
late 1950s and early 1960s the central Government attempted to decentt"alize 
industries away from the three main industrial centres of Acct"a-Tema, 
ltumasi, and Sekondi-Takoradi by proposing to build up to 20 other rut"al 
industrial centres. These centre3 were to be distt"ict ot" local adm\nistt"a
tive centres or places where raw materials were availablw. The idea was to 
establish in them industries which could survive economically outside the 
larger industrial centres (Ewusi (35 J, pp. 14-15). This pt"oject could not 
be implemented as part of the government industrialization prograa111e con
tained in the second five-year development plan ( 1959-1964) because the 
plan was abandoned in 1961 in favour of the seven-year development plan 
(1963-1970). Since the 1960s no clear policy for locating industl"ies out
side the main ut"ban centres has been pursued. 

Apart from the question of location, the :.mpact of large and medium
sized industries on employment should also be considered. The long-tet"lll 
impact of lat"ge-scale capital-intensive industries on employment generation 
is not encouraging (Morawetz (36)). Throughout the developing world, the 
creation of new employment opportunities by large-s~ale industriali~ation 
has not kept pace with the growth of the labour force, although it has been 
suggested that the picture is not totally bleak for Ghana (Ewusi (37)), and 
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that other avenues Cor emploJlllent generati~n in pro$pective growth centres 
must be considered. In particular, the possible role of small-scale indus
t~iPs in generating local activities in growth centres should be studied. 

This approach seems to be supported by some writers. Misra ( (38}, 
pp. 141-168) for instance, has attacked the \JVer-emphasis placed on indus
trial development as tile basis for a growth-centre strategy, although he 
agrees that industrial development is a major contributor to economic 
growth. He suggests that, in the socio-econo•ic context of developing 
countries, growth centres should not serve only as industrial centres, but 
should also be allocated various other functions. This sugg~stion reflects 
the conditions exi$ting in many developing countries, where there are 
obvious growth centres whose economies may be dominated not by any "leading 
ot~ propulsive" industry, but rather by "a wide range of functionally uncon
nt!cted small-scale activities which have developed together without any 
gtowth industry stimulating the process". The role of these small-scale 
activities (or industries) has not been given the attention it deserves in 
gro1 .. th-centre thinking in developing countries. 

In tiis two-circuit urban economic 111Ddel, Santos (39} notes that the 
growth-pole theory takes into account only the "upper circuit" consisting 
of the modern sector, and bas little relevance to the "lower circuit", or 
traditional sector, consisting of non-c:apital-inten:;ive industries, serv
icing and trading. 

In their work in Kenya on the selection of growth centres for rural 
development, Kimani and Taylor (40) refer to the importance of small-sc~le 

enterprises in the growth-centre selection process. They stress that one 
of the important indicators in any growth-centre selection process is the 
relative growth of informal sector enterprises (that is, small-scale enter
prises) over time. Hence there is a need to consider the role of small
scale enterprises, in p!lrticular small-scale industries, not only in the 
growth-cer.tre selection process, as Kimani and Taylor (40) have suggested, 
but also in the development of growth centres and their environs, espe
cially with regard to income and employment generation. 

Issues relating to the potential uf small-scale 
industries in regional development in Ghana 

Small-scale industries in the urban and rural economies of developing 
countries are numerous. Most of them are small in terms of the size of the 
labour force and economic turnover. Some are one-man businesses which have 
no prospects for employment expansion even when they are doing good busi
ness. A knowledge of the growth dynamics of small-scale industries is 
needed to help development planners determine which enterprises to concen
trate development efforts on. It is also necessary to have an idea of the 
size of the centres or the level in the urban hierarchy where emphasis 
should be placed in their effort to develop small-scale industries. To 
help meet these requirements, the following issues need to be considered: 

(a) To what extent do small-scale industries as a whole or some of 
them have the actual capacity or potential for generating "adequate" income 
and employment in both ttie short and the long term; 

(b) What is the impact of their activities on the local (urban) econ
omy and the w~d&r regional economy? In other words, what is the nature and 
extent of linkages between small-scale industries and the rest of the econ
omy? Can these linkages be extended to generate more economic activities; 

j 

' 



- 69 -

(c) What type of the growth pattern. if any. is found in the saall
scale industries; 

(d) How do these issues relate to the size of the centres in which 
the small-scale industries are located? 

There has been some academic discussion on the role of saall-scale 
industries i~ various countries of the third world. In Ghana the wort of 
Steel [411 has thrown some light on the dynaaic role the intermediate sec
tor can play in economic growth and employaent generation. Other relevant 
worts include those of Aryee [421, [431. Hatam [441. International Labour 
Organisation/Jobs and Stills Programae for Africa [451 and l.ennedy [46). 
[47). Kost of these studies concentrated on one or a few urban centres. 
leaving the regional aspects untouched. The present study loots at the 
issues from a regional standpoint by examining the performance of small
scale industries in a number of centres in one administrative region - the 
Central Region. It concentrates on the lover three tiers within the four-
tier hierarchical structure proposed for regional development in Ghana. 
ranging from the growth centre at the regional level downwards. 

Case-study of small-scale industries in the central 
region of Ghana 

For practical purposes. the study had to be limited to one administra
tive region and to a number of urban and rural centres within it. In 
Ghana. the administrative regions are also planning regions. There are ten 
administrative regions in the country, each consisting of smaller units 
called districts. 

The Central Region (see figure) is in many ways representative of the 
regions of the col·ntry in terms of demographic structure, economic activ
ities. employment structure and the pattern of urban development. In line 
with the four-tier system of growth foci proposed for Ghana, the study was 
designed to examine small-scale industries in a regional centre (the 
regional growth centre). district centres (growth points) and other small 
urban centres (development centres in rural areas). Nine urban centres 
were thus selected on the basis of population size. population growth rates 
between 1960 and 1970, sucio-politico-economic functions. accessibility and 
spatial balance.• The chosen centres and their 1970 population sizes were 
the following: Cape Coast (51,653), Winneba (30,778), Swedru (21,522), 
Saltpond Cll,549), Elmina Cll,401), Fosu (7,249), Asituma (6,948), Komenda 
(5,966) and Mantesim (4,412) .u The centres can thus be classified as 
Cape Coast (potential regional growth centre), Winneba and Swedru (the two 
mediua:-sized regional centres as potential growth points) and the others 
(potential development service centres). 

•In 1970 there were 24 towns in the Central Region. A town in Ghana 
is administratively defined as any settlement with 5,000 or more inhab
itants. 

**The nine centres were categorized as follows: large -· centres with a 
population of 50,000 or more in 1970 (for example, Cape Coast); medium-
sized - centres with a population between 20,000 and 50,000 (for example, 
Winneba and Swedru>; small - centr.u with a population between 5 ,000 and 
20,000 (the rP.maining centres surveyed fall into this category). 
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Types of activity included in the study 

In many developing countries. including Ghana, the data collection 
machinery for the industrial sector fails to cover 110st of the small-scale, 
largely "unorganized" enterprises for many reasons. In general, operators 
do not co-operate in giving information regarding the operation of their 
enterprises. lloreover, some of the units have no fixed working places, 
which .. t.es it difficult t~ lc.nuw the exact nuaber of units operating at any 
particular period. A study ~f any aspect of the s .. 11-scale industries 
ai.ost invariably aust s'.:art froa a basic survey which is then used to 
select a saaple for more detailed study. Only enterprises vi th filted 
places of wort. or operation vere included in the basic survey which was 
110re or less a head-count exercise. 

The enterprises covered in the basic survey included both modern and 
traditional craft and service units, sandcrete bloct.-mat.ing, carpentry. 
dressmaking, tailoring. metalworking, smithing. auto110bile repairs. ai 11-
ing, food preparation and repair and other related services such as photog
raphy, beautification and vat.ch and shoe repairing. A small-scale industry 
was simply defined as a largely privately owned production or ser~ice 

industry employing up to thirty people. 

The basic survey covered 1,006 enterprises with 2,690 employees. 
Table 1 gives the enterprise breakdown, 595 units being selected for a more 
detailed study. A questionnaire survey was then conducted using a propor
tionate stratified sampling technique involving at least a 50 per cent 
sample size in each centre. The questions covered a broad range of 
issues, including the following: background of the business units, employ
ment structure and income; input structure; output and marketing; lint.age 
factors. problems of and prospects for expansion; and background of the 
operators. A questionnaire consisting of 90 questions was used in the nine 
centres selected for the study. Some of the sampled operators vere 
requested to obtain additional material to back up the main survey. 

Table 1. Total number of enumerated enterprises and employment 
levels in the petty commodity sector in the selected centres 

Number of Number 
Centres enterprises employed 

Cape Coast 343 806 
Winneba 146 512 
Swedru 188 465 
Salt pond 88 241 
Elmina Sb 170 
Posu 40 138 
Asiltuma 49 200 
ltomenda 29 70 
Kant.es im 37 88 

Total 1 006 2 690 

!~: P.W.lt. Yanltson, "Planning for the informal sector in the 
Central Region: implications for growth centres and regional planning in 
Ghana", Ph.D. diuertation (University of Nottingham, 1979), p. 162, 
table 6.11. 

' 
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Quantitati1"e data !s difficult to obtain. Opera!:ors do not usually 
keep records of l~eir transactions acd tend to be either unable or unwil
ling to give out figures on expenditures and turncver that woutd make pos
sible a quant!tative assessment of their level of efficiency in the running 
of their enterprises ~ver a lon~ period o!' tiaie. Hor is it possible to 
compute certain important indices such as capit<1l-!.abour intensities or 
ratics. At ~est only a pictur~ of how ir.dividual enterprises are ~erform
ing at a paint in time can be obtained through a ~ross-sectional study. It 
is difficult lo d•aw finn conclusions from studies of this kind. A slady 
that C'-n be carried out over a longer pe:-iod of ti~, involving perbaps a 
few selected but representative enterp:-ises and recording certain vital 
statistics, is the best approach to correctly assessing lhe operating con
ditions of small-scale enterprises. Such a study COQld be expensive. 

The present study adopted a cross-sectio~al approach, taking into 
account ~ome of the above-mentioned problems r.oncerning data generation. 

Emplo~ent and income generation 

This aspect of small-scale industries bas been dealt with by oll:er 
writers (Yan~son [48)), but its main features will be presented here. To 
examine thes,.; issui!S, one has to begin by looking at the growth pllttern of 
the small-scale industrial enterprises in the centras surveyed. In Table ~ 

one notices a sharp increase in the number of enterprises that were estab
lished after 1965. Between 1966 and 1975, 66 per cent of all sampled units 
were set up, whereas the rate r>f establishment slightly declined between 
1915 and 1978. The dgnificant rise in the number of production units 
after 1966 affected mainly the l'lOdern craft act iv it ies. These included 
sandcrete manufacturing (~3 per cent), dressmaking {80 per cent), tailoring 
(63 per cent), electrical repairs (48 ?~r cent), milling (46 per c~nti ard 
the service industries such as photogr. phy ( 70 per cent) and hair-styling 
(83 per cent). On thF ?ther hand, most of the traditinnal craft activities 
such as smithing, potte~y and weaving were set up before 1966. Should thii 
growth pattern continue in the future, it is quite likely that many more 
modern industrial enterprises will bt! established, with a corresponding 
decline in importance of the traditional crafts. 

Table 2. Enterprises and period of establishment 

Number of enterpri. ses Period of establishment 

58 (9. 7) Before 1960 
92 (15.5) 1961-1965 

187 (31.4) 1966-1970 
206 (34.6) 1971-1975 

52 (8. 7) 1976-1978 

Total 595 (100) 

~0'!££.!.: Adapted from P.W.K. Yanltson, "Planning for the infonaal sec
tor in the Central Region: implications for growth centres and regional 
planning in Ghana", Ph.D. dissertation (University of Nottingham, 1979), 
p. 173, tabte 6.6. 

Not~; Percentages given in parentheses. 

~ 
I 
' 

' 
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In general, the survey showed that most of the enterprises (92 per 
cent) started with less than 10 employees - Of those sampled, 72 per cent 
began with less than five employees per enterprise. Over the years the 
size of the work- force per industrial enterprise does not seem to change 
significantly. At the time of the survey the average size of the total 
work-force per enterprise was about four. Apprentices constituted the bulk 
of full-time workers (66 per cent) in the small-scale industrial units sur
veyed. Only 35 per cent of the units sampled employ~d wagP. labour. Kost 
of the units operate fully for at least nine months of the year. Kost of 
the enterprises experience an average of three months of a downward trend 
in the business cycle or a closure of business altogether. 

Small-scale industries also generate income for the operators and 
their families. The mean weekly profit of cl56 at the time of the survey 
compared favourably with the national minimum (guaranteed) wage per month 
of cl50. The above figures must be treated with caution, however, since 
they may be underestimated by operators. The amount of average income gen-
erated by small-scale industries seems to relate to the size of the centres 
in which they operate (table 3). The diffe~ences observed •mong the 
centres, which have been categorized into large, medium-sized and small 
according to their population sizes, seemed small though statistically sig
nificant. Opportunities for income generation seem to relate therefore to 
the size of the centres in which the enterprises are located. 

Table 3. Kean weekly profit for all enterprises in the 
nine centres surveyed 

!lean weekly 
profit per 
enterprise Standard 

Location Ccedis) error 

Cape Coast 236. 7 36.99 
Winneba 162.06 20.11 
Swedru 229.42 41.31 
Salt pond 62.43 7.68 
Elmina 340.89 196.27 
Fosu 62.8 13.23 
Asiltum .. 44.47 12.66 
Komenda 143.29 29. 75 
Kank.esim 95.5 17.89 
All cent.res 185.8 20.61 
Large centres 236.69 36.99 
Medium-sized 

centres 202.57 26.08 
Small centres 125.42 42.38 

Source: P.W.K. Yank.son, "Planning 
Central Reg ion: implications for growth 
Ghana", Ph.D. dissertation (University 
table 6. 21. 

Standard Statistical 
deviation sample 

490.7f; 176 
185.36 85 
465.56 127 

50.97 44 
l 301. 89 44 

83.67 40 
188.58 49 
111. 33 14 

71. 55 7 16 
563.24 595 
490. 76 176 

379.69 212 
609. 77 207 

for the informal sector in the 
centres and regional planning in 
of Nottingham, 1979), p. 194, 

' 
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An attempt was made to isolate and examine the factors that may have 
influenced the employment and income generation observed. Seven main fac
tors were isolated and discussed using simple multiple regression models. 
But the models only e:r.plained less than 20 per cent of the variations 
observed in both employment and incomP. among the units covered in the 
survey. The results of the analysis suggest that factors outside the model 
have greater influence on employment and profit in the small-scale indus
trial sector. These factors may include the general economic environment, 
the internal operating characteristics of the enterprises and the economic 
base of the towns in which the industries operate. 

The survey results indicate that the total labour force per enterprise 
is very small and may remain so in the long run. This suggests that small
scale industries on the whole lack the potential for substantial short-term 
or long-term e:r.pansion. It would be even more intere~t ing to e:r.atr.ine 
labour turnover during a period of time and relate it to the business per
formance of individual units, but this cannot be done by means of 11 cross
sectional study such as the present one. Nevertheless, the views of opera
tors and entrepreneurs were sought on this point. They were asked to 
assess the present and likely future state of their enterprises and theiC' 
plans for expansion and improvement. The responses received were related 
to certain characteristics of the entrepreneurs, and differences noted in 
the responses of operators in different centres and activities were 
e:r.amined. 

With respect to business performance, opeC'ators were asked whetheC' in 
the previous five years they had e:r.perienced an improvement, a decline or 
no change in their performances measured in terms of production and sale of 
goods and services. The survey results indicated that less than a fou=th 
of all operators thought their businesses had experienced a decline. 

In general, however, a slightly greater proportion of operators in the 
large centres (43 per cent) than in the medium-sized (40 per cent) and 
small centres (41 per cent) thought that over the previous five years their 
businesses had impro• ?d, but these differences in proportions were inGig
n if icant. On the other hand, a greater proportion of operators in the 
small centres ( 29 per cent) than in the other c1mtres cons id~red their 
businesses to have declined in output and turnover during the previous five 
years (table 4). 

The reasons generally ascribed to changes in business fortunes were 
related mainly to the general economic conditions of the country in the 
previous five years. The operators interviewed found it difficult to pin
point a single factor responsible for their situation, preferring rather to 
mention a composite of factors. Thirty per cent of them related an 
improvement to increased sales or patronage of their goods and services, 
whereas 5 per cent attributed it to the availability of capital largely 
from the publi:: or formal sector. Approximately seven per cent of lhe 
operators linked the improved performance of their enterprises with 
decreased competition largely due to shortages of material inputs that must 
have compelled some operators to wind up their businesses. Lack of mate 
rials and spare parts was the major factor for those who experienced a 
decline. 

Prospects for expansion, desire to stay in businBss 

Operators were asked whether despite fluctuations in business fortunes 
in the past and the likely uncertainties in the future, they ~ould like to 
continue operating their enterprises: 84 per cent of them answered posi
tively (table 5). Asked why they wished to continue, th"y gave a variety 
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of answers: 36 per cent of them said they had acquired training and expe
rience in their various fields of activity and preferred to put tnem to 
good use; 10 per cent wanted to remain self-employed and be able to control 
their own businesses as a means of livelihood; 8 per cent did not want to 
learn a new trade and could not easily change jobs; ~8 per cent considered 
their wort to be their only means of subsistence or ~xtra income as well as 
a visible or tangible legacy to bequeath to their children; and 17 per cent 
gave various other reasons. Fifty-nine entrepreneurs had no plans to con
tinue operating their bu~inesses. Of these, 29 per cent planned to retire 
because of advancing years, 75 per cent of such respondents being over 50 
years of age; 27 per cent wanted to learn new ~rades or acquire new skills 
and work in other occupaticns; 13 per :ent wanted to find employment in 
public or large-scale private organizations, or what may be termed the for
mal sector; and 15 per cent wan~ed to devote themselves to farming. 

Table 4. Perception of business fortunes in the petty 
commodity sector 

Operators' assessment of their business fortunes 
( 2ercentar;e) 

Don't Total 
Centres involved Improved Same Declined know sample 

Large 43.2 (76) 27 .8 (49) 25 (44) 4 ( 7) 176 
Medium-sized 39.6 (84) 56.l (119) 4.2 (~) 212 
Small 40.6 (84) :n (G4) 29 (59) 207 
All centres 40.8 (242) 38.ll \ 231) 18.3 (109) 1. 2 (13) 595 

~: P.W.K. Yanltson, "Planning for the infoL'lllal .:ector in the 
Central Region: implications for growth centres ar,d regional planning in 
Ghana", Ph.D. dissertation (University of Nctt.ingham, 1979), p. ;.84, 
table 10.9. 

Note: Actual frequencies given in parentheses. 

Table 5. Survey of pett~· commodity enterc>rises on likeli11ood 
of remaining in business 

Centres involved 

Large 
Medi um- sized 
Small 

Yes 

73.3 (130) 
89.6 (190) 
87.9 (182) 

Response of operators 
<2ercentage) 

No Oon · t knot· 

14.8 (26) 
CJ.4 (20) 
6.3 (13) 

11. 4 (20) 
i en 
5 .8 (12) 

Total sample 

176 
n2 
20/ 

~: E'.W.K. Yanltson, "Planning for the informal sector in the 
Central Region: implications for growth centres und regioMl planning in 
Ghana", Ph.D. dissertation (University of Nottingham, 1979), p. 287, 
table 10. 11. 

K~.!!.: Actual frequencies given in parentheses. 
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There were differences in the above resFon~es among operators in dif
ferent activity areas and different age groups. Table 6 shows that the 
proportion of operators who wished to stay in business in future was high 
among all the enterprises studied. Only a few operators, particularly in 
metalworking, tin-smithing, milling, repair uPitE and the provision of per
sonal services like photography and beauty parlours, were 1 ilcP.ly to leave 
their businesses in the future. A cross-tabulation of the 2ge of the oper
ators and their decisions or- desires to continue in or leave business 
showed that the n~mber of operators who were unlikely to continue in husi
ness increased with the age of t~e operators (see table 7). 

Table 6. Survey of petty commodity enterprises on their likelihood 

of remaining in busi~ess: breakdown by activity 

Response of entt·epreneurs 
<2eri:entage) 

Yes No Don't know 
Typ~ of activity 

Bakery 89.7 (61) 10.3 ( 7) 

Block-making 100 (12) 

Carpentry 80.6 (50) 9.7 (6) 

Dressmaking 91. 5 (54) 3.4 (2) 5.1 ( 3) 

Tailoring 88.6 (109) 4.9 (6) 6.5 (8) 

Metalworking 65.4 (17) 30.8 (8) 3.8 (1) 

Shoe :-epairs 78.4 (40) 21.6 ( lll 

Watch repairs 80 (12) 20 (3) 

Automobile repairs 88.9 (56) 1.6 (1) 9.5 (6) 

Electrical repairs 96 (24) 4 (1) 

Smithing repairs 47.3 (9) 15.8 0) 36.8 ( 7) 

Food preparation 80.6 (25) 3.2 ( l) 16.l ( 5) 

Killing 61. ') (8) 30.8 (4) 7. 7 (1) 

Photography 70 ( 7) 30 (3) 

Hair-styling 66.7 (4) 33.3 (2) 

Weaving 85.7 (6) 14.3 (1) 

Others 72 (8) 28 (3) 

Total 84.4 (502) 10.3 (61) 5.1 (32) 

~: P.W.K. Yankson, "Planning for the informal sector in the 
Central Region: implications for growth centres and regional planning in 
Ghana", Ph.D. dissertation (University of Nottingham, 1979), p. 'l9l, 

table 10.45a. 

Note: Actual frequencies given in pare~theses. 

lt may be inferred from table 7 that operators who are likely to leave 
their jobs are probably the older rather than the comparatively younger 
operators. This could ~dversely affect the future of enterprises dominated 
by comparat i vel1 older entrepreneurs, sucti as bakery, carpentry and smith
ing, in which a significant proportion of operators are above the age of 
40. On the other hand, problems could be avoided if new enterprise~ oper
ated by younger entreprP.neurs replaced those likely to be wound up by old~r 
ent.repreneurs. 
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T~ble 7. Survey o~ petty commodity operators on their likelihood 
of remaining in business: breakdown by age group 

Response of operators 
<2ercentage) Total sample 

Age group Yes No Don•t know (percentage) 

15-20 66.7 33.3 1. 5 (9~ 

21-25 91. 5 3.7 4.8 13.8 (82) 

26-30 86.4 7. 7 5.9 28.4 (169) 

31-40 85.6 6.3 8.1 29.2 (174) 

41-50 62.2 15.1 2./ 12.3 ( 73) 

51-fiO 62.5 35.0 2. 'i 6. 7 (40) 

Over 60 80 20 1.6 (10) 

No age given 86.8 5.3 7.9 6.4 (38) 

All age group'> 84.4 (502) 9.9 (59) 5. 7 (34) 100 (595) 

~~: P.W.K. Yank.son, "Planning for the infonnal sector in the 
Central Reg~<>n: implicadons for growth centres and regional planning in 
Gh~na", Ph.D. dis~ertation (University of Nottingham, 1979), p. 288, 

table 10.13. 

~ates: Actual frequencies given in parent~eses. 

Chi-square = 54.65 with 24 degrees of freedom. 

Significance : 0.0004. 

Entre2reneurs' plans for the future 

Operators were queried a~out likely future changes in their plans for 
employment generation, ~hysical improvement of their bcsiness units and 
relocation. 

!mploxment 

Perhaps because of the constr&.ints on production of goods and serv
ices, a large proportion of the operators did not wish to increase their 
work-force in future, although some of them had plans for physical improve
mer.ts or an expansion of production in their business units. -ome differ
ences in the rates of response among opet:'ators in the var1uus activity 
areas need to be noted. The activity arc:ias in whi-:t1 at least 50 per cent 
of the sampled operators wished to expand employment were ~arpentry 
(950 per cent), dressmaking (64 per cent), tailoring (50 per cent) and 
beauty parlours (67 per cent). At the same time, only a comparatively 
small m.anber of operators in the old~r enterprises (that is, those estab
lished befora 1970) wished to expand th~ir employment (see table 8). 

1t therefore seems that with the passage of time small-scale indus
tries tend to become labour-saturated, thus limiting their scope for long
term employment expansion except through the creation of new enterprises to 
add to or replace the older ones. It may thus be tent.at ively cone luded 
that small-scale industri.u have potential for both shortand long term 
employment growth, but the latter wi 11 be largely determl ned by the pre 
vailing ecot10111ic conditions, and that the employm"r.t growth pattet"n is 
likely to be "involutionary" rather than "evolution~t"Y" in nature. 
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!able 8. Assessment of need for employment expansion: 
breakdown bv age of enterprise 

Response of operators 
(percentage) 

Period of establishment Yes No Don't know 

Before 1960 67. 2 (39) 25.9 (15) 6.9 (4) 

1961-1965 78.3 ( 72) 16.3 (15) 5.4 ( 5) 

1966-1970 89.8 ( 168) 6.4 (12) 3.7 ( 7) 

1971-1975 86.4 ( 178) 5.8 (12) 7.3 (15) 

1976-1978 86.5 (45) 9.6 (5) 3.8 (2) 

Total 134.4 (502) 9.9 (59) 5.6 (34) 

~: 
Central Region: 
Ghana", Ph.D. 
table 10.17. 

P.W.K. Yank.son, "Planning for the informal sector in the 
implications for growth centres and regional planning in 

dissertation (University of Nottingham, 1979), p. 298, 

Note: Actual frequencies given in parentheses. 

Differences were also observed among centres. Rather surprisingly a 
greater proportion of operators in the small rather than in the medium-size 
and lar0e centres had plans to expand their work-force (table 9), b~t even 
among the small centres there were differences in response rate. The pro
portion was higher among the larger small centrPs, such as Salt pond and 
Elmina, than among the other small centres. 

Physi~al improvement 

The survey ~hows that a majority of the units were being operated from 
rented pr-emises, especially for automobile repairs (89 per cent), elec
trical repairs (60 per cent), metal working end tin-smithing (65 per cent), 
block manufactu~ing (92 per cent), tailoring (66 per cent), dressmaking 
(61 per cent) an<! carpentry (56 per cent>. When asked about their plans 
for physical improvement of their shops and workshops, only 35 per cent of 
entrepreneurs ssid they would like to build new workshops or renovate 
existing ones. This does not meail, however, that those who had no such 
plans wPre satisfiea with the state of thei~ workshop~- Entrepreneurs were 
rather more interested in investing in tools than in work~hops, for 74 per 
cent or them wanted to acquire new machines or repair broken-do~n equipment 
if p~rts become cvailable. 

Reloce.tion 

Of the unlts sampled, 77 per cent were initiaUy established in the 
selected centres, and 85 per cent in the selected centt'es and theil' sur·
rounding villates and at'eas. Only 11 per cent were odginally started in 
other '!entres outside the central region, and 7 per cent wel'e initially 
established in the three main urban centres of the countl'y, namely, the 
Accra-Tema mett"opolitan area, Kumasi, and Seltondi--Taltot"adi (see table 10). 
An examination of ta!:> le 10 shows that the proportion of enterprises that 
migt"ated from elscwhel'e into the selected centrei: is inversely related t' 
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Table 9. Assessment of need for employment expansion: 
breakdown by centre 

Response of operators 
<2ercentage) 

Centre Yes No Don't know 

Cape Coast 46 (81) 45 ( 79) 9 (16) 
Winneba 23.5 (20) 74.1 (63) 24 (?.) 

Swedru 35.2 (32) 73.2 (93) 1.6 (2) 
Salt pond 75 (33) 25 ( 11) 

Elmina 90.9 (40) 4.5 (2) 4.5 (2) 
Fosu 27. 5 (11) b7. 5 (27) 5 (2) 
Asituma 24.5 (12) 75.5 (37) 
Komenda 50 ( 7) 50 ( 7) 

Mantesim 51.3 (5) 67.7 (11) 
Large centres 46 (81) 44.9 (79) 9.1 (16) 
Medium centl:'es 24.6 (52) 73.6 ( 156) 1.8 (4) 
Small centres 52.2 (108) 45.9 (9) 1.9 (4) 

~: P.W.K. Yantson, "Planning for the infonnal sector in the 
Central Region: implications for growth centres and regional planning in 
Ghana", Ph.D. dissertation (University of Nottingham, 1979), p. 299, 
table 10.18. 

Note: Actual frequencies given in parentheses. 

Selected 
centres 

T.arge 
Medium-

sized 
Small 
All 

centres 

Table 10. O~igins of petty colllllOdity enterprises 
;n the selected centres 

Sampled 
centl:'e 

92.6 (163) 

79.2 (168) 
66.7 (138) 

77.9 (463) 

Origin&l lo,ation of enterprises 
C2ercentage) 

Towns and 
villai;es in 

district 
of 

sampled 
centre 

0.6 (1) 

4. 7 (10) 
:&.3 .6 (28) 

6.5 (39) 

Towns and 
To\oflls and villages 

villages in outside 
region 

of 
sampled 
centre 

l.2 (2) 

7.1 Cl5i 
5.8 (12) 

4.9 (29) 

region 
of 

sampled 
centre 

1.1 (2) 

4.7 (10) 
5.8 (12) 

4 (24) 

Main 
national 

urban 
centres 

4.5 (8) 

4.3 (9) 
8.2 (17) 

6.7 (40) 

Total 
sample 

100 (176) 

lQO (212) 
h.10 

... , 
\ '"' .. 

100 (595) 

Source: P.W.K. Yantson, "Planning 
Central Region: implications for growth 
"~ '""""• Ph.D. dissertation (University 

10.19. 

for the informal sector in ~.he 

centres and regioual plennin,; ir. 
of Nottingham, 197~), p. 301, 

Note: Actual frequencies given in parentheses. 

' 
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the size of a centre. Less than 1 per cent. 4.7 per cent and 13.6 per cent 
of all sampled enterprises in the large. medium-sized and small centres 
respectively began operating in or originated from other centres within the 
various districts of the selected centres. Also noteworthy is the propor
tion of enterprises in each of the selected centres which were started in 
the three main centres in the country. This proportion is likewise 
inversely related to the size of the centres. Such a pattern seems to 
indicate that the size of migrant enterprises in the selected centres is 
inversely related to the size range of the centres surveyed. 

To ascertain whether enterprises operating in the various centres were 
stable, that is. whether they tended to stay and operate in one centre for 
a long period, operators were asked whether they contemplated relocation to 
other centres oJr areas in future. It was found that 70 per cent of the 
operators had not considered moving at all. Only 30 per cent intended to 
move out of the centres in which they operated their businesses, with 
30 per cent and 16 per cent of this figure intending to move to, respec
tively. Cape Coast and Swedru. the two main coamercial centres in the 
region. Twenty-nine per cent would like to move .ny of the three main 
urban centres of the country. This is especially so for the entrepreneurs 
operating in Cape Coast {a large centre), where the best opportunities for 
small-scale industries exist. 

The main reasons behind operators' relocation p'ans were a com~ination 
of economic, social and personal factors. For instance, the desire co live 
and work in one's hometown or where one had lived for a long time sce1:1ed 
very important. The perceived lack of economic opportunities for orerating 
their businesses profitably elsewhere was also a very important reason 
behind the general unwillingness of operators to move. 

Impact on local and ~egional economics: the linkage issue 

Small-scale industrial units have an undoubted impact on the economy 
in which they operate. They gener~te employment, however small it may be. 
They pe~form useful services and produce goods that miy otherwise not be 
produced in the economy, thereby generating income. Another type of impact 
involves the linkage relationships between these production units and other 
sectors of the economy. 

:n the liter~ture on growth centres, the issue of linkages among the 
economic units operating in a growth centre and between them and others 
outside and with the wider economy are stressed or demonstrated in an 
input-out.put model. To stimulate development, an urban area growth centre 
must have strong backward and forward linkages with other centres and with 
its surrounding areas. 

The literature on small-scale industriu is deficient in studies and 
methodologies of linkage analysis, with the exception of a few publications 
{Remy and Weelr.s (49), ILO (501. Aryee (43)). Because of this deficiency, 
methods of measuring linkages between the small-scale s1?ctor and the total 
economy and among small-scale operators have n~t been deviBed. This makes 
it difficult qu11.ntitatively to assoss the influence of small-scale indus
tries in a growth centre. Remy and Weeks (49) used an input-outrut tech
nique baud on strict data req•1irements, which are hard to meet given the 
difficulties of data collection and generation in the r:ector. Examining 
the nature of linkage11 between small-scale and large--scale manufacturing in 
Ku~1ad, Ghana, Aryee isolated five factors as the main link.age factors, 
namely fixed capital, employment of slti lled labour force, capaci t:y, scale 
of Oferation and size of enterpdse (Aryee (43), p. 72). Aryee measured 

' 
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both backward and forward linkages through direct purchases* and found weak 
linkages between the two sectors. In this study, link.ages are examined 
from three points of view, namely, capital transfer, product transfer and 
skill or technology diffusion between the petty coamodity and the large
scale (public and private) sector and the agricultural or rural sector. 

Linkages between the small-scale industrial sector and the 
large-scale or public sector 

Capital transfttr 

Direct capital transfer from the large-scale or public sector to the 
petty conmodity sector is limited. In setting up their individual enter
prises, most of the operators {or entrepreneurs) met their financial 
requirements largely from informal sour--: es. Only 4 per cent of those 
interviewed obtained loans from banks and other formal sector institutions 
to start their businesses. A large number of operators received financial 
support fr-om other persons, who may nave had some connection with the 
formal sector, to set up their businesses. This indirect impact of the 
formal sector is substantial. Altogether, indirect sources of formal sec
t~r capital accounted for JO per l."ent, while the agricultural sector pro
vided 24 per cent, of the initial capital invested in small-scale indus
tries. 

On~e e~t&rprises have been esteblished, operators tend to rely more on 
thei~ own resources than on other sectors of the economy. Of the sampled 
operators, 65 per cent relied on their own savings to operate their enter
~rises. Nevertheless, a fairly sizeable proportion of the relatively young 
operators (those between the ages of 15 and 24) deFended more on loans fr-on. 
money-lenders (34 per cent), bank loans and overdrafts (22 per cent) than 
on their own savings. On the whole, only 4 per cent of the sampled opera
tors used the banking system, while 28 pei· cent of the operators received 
help indirectly from the formal sector either through the financial institu
tions or through individuals or both. The agricultural sector provided 
23 per cent of the funds. Sandcrete block. makers (58 per cent) were the 
mi;. in operators who had received or tried to obtain bank. loans. Others 
included carpenters (16 per cent), bankers (9 per cent), millers (16 per 
cent), ~e~vers (28 per cent) and electrical and electronic repairers 
( lG pe.- cent). 

Finally, some of tle entrepreneurs (about 8 per cent) interviewed had 
previously been employed in public or formal sector institutions befol."e 
setting up their present enterprises. Hence they probably used income 
saved from their previous work in est blishing their own businesses. 

Tec~nology and sir.ill transfer 

There is evidence of movement of trained personnel between the small
scale industrial sector and the public or formal sector. Surveys conducted 

*Weeks [51 introduced the concepts of involutionary and evolutionary 
processes of growth into the literature of deulopment i.tudies. He 
explr.ined involutionary process of growth in the petty commodit) sector as 
a process of adaptation to changing conditions which will result in 
increased labour supply at static or slowly growing output per capita. 
According to Weeks, the symptoms for this process are a falling average 
income and low capital accumulation. The evolutiona::-y process Involves 
increased output and income accumulation of wealth. 
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in Ghana have thrown some light on this process (Hakam [44), Aryee [42), 
[431). 

In the prP.sent study, it was observed that only 2 per cent (9) of the 
sampled entrepreneurs or operators haJ received training for their various 
jobs l rom formal sector institutions (two carpenters, three automobile 
repairers, two electrical and electronic repairers, one operator in hair
styling and one in weaving). Of all the respondents, 69 per cent had 
received their training through the traditional apprenticeship, a system 
whereby a master craftsman or art is an recruits aprrent ices as a source of 
labour and also trains them on the job (see Callaway [52), [53)). Another 
4 per cent of the operators had at one time received technical advice from 
formal sector sources.* About a third of the!'e operators were in Cape 
Coast alone, the largest urban centre surveyed. 

Product transfer 

Product transfer rflates to sources of essential inputs and sales out
lets for small-scale industries. Small-scale operators receive material 
inputs from a variety of sources: retail shops, large department stores, 
middlemen or agents. In all the centres surveyed, middlemen were the main 
source of material inputs. Direct purchases from large public or private 
institutions accounted for only 22 per cent of all purchases. The very 
nature of small-scale industries explains this low percentage. Most of the 
operators are generally unable to buy in bulk directly from large-scale 
commercial firms, and therefore cannot iteep stock against periods of short·· 
age. Moreover, small-scale entrepreneurs usually operate at low capacity, 
so that much of the trade which should have existed between them &.nd the 
large-scale secto~ is controlled by agents and middlemen. 

Sales outlets 

The market area of small-scale industrial enterprises is predominantly 
local. Of all goods and services produced by these units, 89 per cent are 
sold ir. the urban centres surveyed. Only an insignificant proportion of 
the s~mpled enterprises sell their products and services to consumers out
side their centres of operation. The general public and "ordinary" con
sumers were reported by 76 per cent of all operators as being their main 
customers. Direct sales to public or formal sector institutions accounted 
for only 2 ~~= cent of all sales, much of it to educational institutions 
(schools and coll~ges) in the selected centres, bakery and carpentry being 
the most important production units in this respect. 

Transactions with large and medium-sized enterprises in the central 
region as a whole were mainly in the form of repair servicu by automobile 
and electrical repair units, particularly those based in Cape Coast. The 
low level of transactions with the formal sector may be ascribed to two 
factors. First, small-scale industries produce goods and services for 
final consumption mostly by ordinary customers or the general public, and 
do not produce intermediate goods which can be used as input.s for modern 
in1ustry. Secondly, technological differences between petty conwnodity 
units and the large- scale or formal sector may rencler products from the 
petty commodity sector unsuitable for use in modern industry. Their prod-

*These were: 4 bakers, 7 carpenters, 'l. tailors, 1 dressmaker, 2 shoe 
repairers, 1 blacksmith, 1 automobile repairer and 1 photographer. 
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nets may not satisfy the specification and quality requirements of enter
prises in the modern sector. These linkage relationships have implications 
for the selection of growth centres on the basis of small-scale indus
tries. The more a centre has of enterprises with the necessary linkages, 
the better are its chances of being selected as a potential growth centre. 

How can the low-le1(el linkages be extended and maintained? One pos
sible way is for small-scale production units to develop product lines to 
suit the tastes of the elite or tha rich. This possibility depends however 
on the performance of the national economy. Enterprises in areas such as 
carpentry and tailoring could compete effectively with products from 
large-scale companies or even from abroad, if entrepreneurs in the small
scale units exhibited sufficient ingenuity to be abb to cater both for 
their local markets and clientele, and also for a wider and more sophis
ticated market, lea.ding to an evolutionary pattern of growth. Such an 
achievement would require, however, the removal of the obstacles hindering 
their productive efforts. 

Linkages with the farming or agricultural sector 

Linka!es between small-scale industries, a non-farm sector, and the 
agricultural or rural sector can be examined in terms of product transfer 
from one sector to another and of cash flow between them. In a study of 
Northern NigeriA by Remy and Weeks (49), significant forward and backward 
linkages between the agricultural and the rural non-farm sectors were found 
to exist. Reviewing studies in the rural non-farm sector in Africa, 
Liedholm (54) pointed out the importance of this sector in employment gen
eration and linkages with the rural economy as a whole. Although urban 
centres were mainly covered in the present study, all the small centres 
{that is, those with less than 10,000 people) surveyed can be described as 
rural centres, and it would be useful to examine the findings relating to 
them. 

Product transfer 

Direct purchases by small-scale industries from farmers constituted 
less than 2 per cent c•f all put"chases made. About 5 per cent of carpen
ters, 19 per cent of food preparation units and 25 per cent of pottery
makers depended directly on farmers for their material inputs. On the 
other hand, only a handful of operators made direct sales to farmet"s, and 
these were mainly blacksmiths s£lling hoes and cutlasses and other simple 
farming implements. 

~apital transfer 

The agricultural sector i'f VPry impo~tant in the capitalization of 
small-scale industries. Twenty-one per cent of all the operators said they 
had previously been farmers. Twenty-three per cent of the operators 
received ca1>ital aid from people who were engaged in primary activities 
such as farming, fishing and hunting. Above all, the survey showed that 
the agricultural sector constituted the main secondary activity of the 
entrepreneurs interviewed. Most of them had their i11vestments in the pri-· 
11ary activities in their towns of ope rat ion and the surrounding areas. 
There was a considerabls flow of capital between small-scale industries and 
the primary sector. 

Linkages within the small-scale industrial sectnr 

Individualism among smal!-scale operators manifests itself in the lack 
of co-operation or linkages between them. There was a certain amount of 
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capital transfer from one small-scale industry to another through the move
ment of operators from one activity to another and through b~siness diver
sification within the sector as a whole. Apart from this, no other signif
icant form of links was discerned during the survey. 

Subcontracting or work-sharing was not significantly developed in the 
informal sactor. Only 19 per cent ?f the sampled operators received or 
gave out work to other artisans when it became necessary to do so, and only 
14 per cent of the operators shared tools with other operators. The shar
ing of tools and other coamon facilities was unusual among small-scale 
operators in the central region and most probably in the country as a 
whole. Operators preferred to be independent of each other and compete 
among themselves. 

An analysis of the linkages showed that linkage with the public or 
formal sector was weakly developed, largely owing to the nature of the 
operations of petty commodity enterprises (involving small-scale J.ctiv
i ties, work to order and non-standardization of products for purely local 
markets). A significant indirect impact of the formal sector was observed, 
however, in the form of capital and skill transfer to the small-scale 
industrial sector. There was also a weak linkage among the small-scale 
industrial enterprises. The most significant area of linkage was in cap
ital transfer. 

Su111111ary and conclusions of the case-study 

The results of the case-study of the central region show that small
scale industries have some scope for employment generation in the centres 
surveyed and therefore in urban Ghana as a whole. This conclusion is based 
on certain facts observed during the survey. First of all, rapid growth 
occurred in the number of enterprises set up after 1966, and especially 
after 1970. Secondly, the enterprises set up were operated by compar
atively younger and better educated operators who should be able to bring 
fresh ideas and better manage111ent to bear on the operations of their var
ious enterprises. Thirdly, the majority of operators interviewed hoped to 
continue operating their enterprises despite the problems hindering their 
progress. The petty ~onnodity sector can therefore, at least in the short 
run, continue to expand and employ people. 

The prospects for lor.g-term employment generation depend on how many 
of the enterprises survive the initial years of operation. The survey 
showed that total empluyment per small-scale industrial unit was small. A 
majority of the industries covered had less than a total of five workers 
per enterprise, and small-scale units were unable to expand their work
force significantly over a period of time. Moreover, even the entrepre
neurs wh<' planned to continue in business generally had no intention to 
increase their work-force in the near or distant future, possibly owing to 
the problems fac~ng the sector. 

Most of their problems arose from their inherent weaknesses (small, 
poorly managed units) and from the general economic difficultie~ facing the 
entire national econo1u,J (shortages, inflation etc.) . Those problem:; could 
force some operators to leave the sector or discourage prospective entre
preneurs from investing in it, with serious consequences for long-term 
production and employment in the sector. Such cunsiderations tend to raise 
doubts about the ability of small-scale industries to generate long-term 
employment. 
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On the other hand, small-scale industries will continue to provide an 
avenue for self-employment, given the independent nature of the Ghanaian 
entrepreneur. This source of self-employment is sustained by the tradi
tional apprenti~eship scheme of training supplemented by training in the 
large-scale or the formal sect?r. The long-term potential for employment 
does not seem to lie in wage emploJJDent. In general, the potential for 
long-term employment generation in small-scale industries depends very much 
on the economic environment in which they operate and also on the internal 
operating conditions of the enterprises themselves. Thus, in selecting 
potential growth centres in which the role of small-scale industries is to 
be emphasized, towns or centres with good economic prospects for expansion 
should be considered. 

The results of the survey suggest that no significant differences 
existed among the centres with respect to the composition of the enter
prises enumerated, the mean size of initial work-force and the current 
work-force per enterprise. lloreover, the proportion of entrepreneurs who 
wished to or planned to expand their work-force did not relate to the size 
of centre. It may thus be concluded that opportunities for employment in 
the petty coamodity sectcr do not vary directly with the population size of 
a centre, but depend on a host of factors, one of which is certainly the 
population size. It is therefore necessary to investigate further the par
ticular features of a town that tend to promote or hinder the activitie3 of 
small-scale industries. In addition, the services needed to promote their 
development need to be considered as part of the process of selecting 
potential growth centres in which the small-scale industrial enterprises 
are expected to play. 

Conclusion 

The case-study involved an examination of certain pertinent issues 
which are important if small-scale industries are to be considered a seri
ous instC"ument in the implementation of a growth centre strategy. Urban 
centres which offer a positive economic environment for the development of 
small-scale industries are clearly potential gC"owth centres. To appreciate 
the extent to which they offer scope fOC' the development of small-scale 
industries, an understanding of urban economic system, among other things, 
is requiC"ed. This cannot however be divorced from an appreciation of the 
working and performance of the entire national economic system. Research
ers should therefore devote further attention to this area. 

This study has been an exploratory one. Firm conclusions about the 
potential of small-scale industries in growth centre strategy can be 
reached only after a fairly long ?eriod of systematic study. 

References 

1. F. Perroux, "Economic space: theory and appl icat. ion", Quarterly Jour
nal of Economics, February 1950. 

2. F. Perroux, "Note sur la notion des poles de croissance", F.conomie 
appliguee, vol. 1, No. 2 (1955). 

3. T. Hermansen, "De·1elopment poles and development centres in national 
and regional development: elements of theorP.tical framework", Growth 
Poles and Growth Centres in Regional Planning, A. R. Kuklinski, ed. 
(The Hague, Mouton, 1972). 

' 



- 86 -

4. G. Kyrdal, Economic Theory and Underdeveloped Regions (London, 
Kethuen, 1957). 

5. A. o. Hirschman, The Strategy of EconOlllic Develop!!!nt,(Yale University 
Press, 1958). 

6. J. H. Boudeville, Problems of Regional Econoaic Development 
(Edinburgh, Edinburgh University Press, 1966). 

7. J. Friedmann, Regional Development Policy: A Case Study of Venezuela 
(Cambridge, Massachusetts, KIT Press, 1966). 

8. J. Friedmann, "A generalized theory of polarized development", Growth 
Centres in Regional Economic Dev,dopment, 'N. K. Hansen, ed. ('New York, 
Free Press, 1972). 

9. J. B. Parr, "Growth poles, regional development and central place 
theory", Papers of Regional Science Association, vol. 31, 1973. 

10. B.J.L. Berry, "Hierarchical diffusion: the basis of developmental 
fi~tering and spread in a system of growth centres", Growth Centres in 
Regional Economic Development, 'N. K. Hansen, ed. (Mew York, Free 
Press, 1972). 

11. P. O. Pederson, "Innovation and diffusion within and between national 
urban systems", Geographical Analysis, vol. 2, 1970. 

12. D. F. Darwent, "Growth poles and growth centres in regional planning: 
a review", Environment and Planning, vol. 2, 'No. 1 (1969). 

13. M. J. Moseley, "The use of factor analysis in the identification of 
growth centres in East Anglia", Reading Geographer, vol. 2, 1971. 

14. J. Ap1>alraju and K. Safier, ''Growth centre strategies in less deoel
oped countries", DeveloJ>111ent Planning and Spatial Structure, 
A. Gilbert, ed. (London, John Wiley, 1974). 

15. H. M. Hansen, "Criteria for a growth centre policy", Growth Poles and 
Growth Centres in Regional Planning, A. R. Kuklinski, ed. (The Hague, 
Mouton, 1972). 

16. H. Tolosa and T. A. Reiner, "The prograaming of a system of planned 
poles", Economic Geography, vol. 46, 1970. 

17. P. P. Weller, "The spread effect of a growth pole: a case study of 
Arequiqa (Peru)", Proceedings of the Coamission on Regional Aspects of 
Development Process of International Geographic Union, F. Kelle i ner 
and W. Stohr, eds. (London, W.W. Allister, 1974). 

18. L. A. Brown, "Diffusion in a growth pole conteitt", Proceedings of the 
Co11111ission on Regional Aspects of Development Process of International 
Geographic Union, F. Helleiner and W. Stohr, eds. (London, 
W. W. Allister, 1974). 

19. v. Nicols, "Growth (>oles: an evaluation of their propulsive effect", 
Environment and Planning, vol. 1, 1969. 

' 



- 87 -

20. R. L. Morrill, "Growth centre - hinterland relations", Proceedings of 
the Com.ission on Regional Aspects of Development Process of Inter
national Geographic Union, F. Helleiner and W. Stohr, eds. (London, 
W.W. Allister, 1974). 

21. W. R. Kati, "Growth centres and regional development", The Role of 
Growth Centres in Regional Economic Development (Ames, Iowa State 
University, Department of Economics, 1966), Supplement C. 

22. European Free Trade Association, Regional Policy in E.F.T.A.: An 
Examination of Growth Centre Ideas (Geneva, 1968). 

23. G. L. Gaile, "Testing growth centre hypothesis", Environment and Plan
ning, vol. 6, 1974. 

24. E.A.J. Johnson, The Organization of Space in Developing Countries 
(Cambridge, Massachusetts, Harvard University Press, 1970). 

25. IC.. B. Diet.son, "Generation and transmission of regional growth im
pulses: the case of Ghana", ~oceedings of the Com.ission on Regional 
Aspects of Development Process of International Geographic Union, 
F. Helleiner and W. Stohr, eds. (London, W.W. Allister, 1974). 

26. K. E. Conroy, "On the rejection of growth centre strategy in Latin 
American regional development planning", Land Economics, vol. 491, 
1973. 

27. H. W. Richardson and K. Richardson, "The relevance of growth centre 
strategies to Latin America", Economic Geographf, April 1975. 

28. C.D.IC.. Kudiabor, "Planning for rural development in Ghana", Legon 
Observer (University of Ghana), 2 November 1970. 

29. C.D.K. Kudiabor, Growth Poles and Growth Centres in Regional Develop
ment Planning in Ghana, UNRISD Report No. 71/C.60 (Geneva, 1971). 

30. C.D.K. Kudiabor, "Regional development planning in Ghana: problems, 
policy, objectives and strategies", Reg.onal Development Alternatives, 
German Foundation for Developing Countries, ed. (Berlin, 1972). 

31. J. Mayer, "Space, employment and development: 
regional dimensions of employmPnt policy", 
~view, vol. 115, January/Febru~ry 1977. 

some thoughts on r.he 
International Labour 

32. A. L. Mabogunje, Growth Poles and Growth Centre:> in the Regional 
Development in Nigeria, UNRISD Report No. 71.3 (Geneva, 1971). 

33. Industrial Location and Regional Development: Proceedings of Inter-
regional Seminar. Minslt, 14-26 August 1968 (United Nations publica
tion). 

34. J. Friedmann, Urbanization Planning and Nation~l Development (London, 
Sage Puhlication, 1973). 

35. I(. Ewusi, "The development of manufacturing industries in Ghana and 
the Govet"nment's role in it" (Geneva, International Labout" Office, 
1976) (WEP.2-23/WP.38). 



- 88 -

36. D. Korawetz, "Employment implications of industrialization in devel
oping countries: a survey", IBRD Working Paper, WEP 170 (Washington, 
D.C., International Bank for Reconstruction aad Development, 1974). 

37. K. Ewusi, "Employment performance of Ghanaian manufacturing indus
tries" (Geneva, International Labour Office, 1977) (WEP.2-23/WP.49). 

38. R. P. Misra, "Growth poles and growth centres in the context of 
India's regional development problems", -G-=r-=o-"w"""t""'h'---""P""o'""l"'e'""s--"a""n'""'d'---'G""r""'o'""'w'"'t=h 
Centres in Regional Planning (The Hague, Mouton, 1972). 

39. K. Santos, "Underdevelopment, growth poles and social justice", Civi
lization, vol. 25, No. 1/2 (1975). 

40. S. K. Kimani antl ~.R.F. Taylor, Growth Centres in Rural Developmer.t in 
Kenya (~ait"~bi, Institute of Development Studles, University of 
Nairobi, 1973). 

41. Ghana, Outline of the Government's Economic Policies (Accra, Govern
ment Printers, 1972). 

42. G. Aryee, "Effects of formal education and training on the intensity 
of employment in the informal sector: a case study of Kumasi, Ghana" 
(Geneva, International Labour Office, 1976) (WEP.2-19/WP.23). 

43. G. At"yee, "Small-scale manufacturing activities: a study of the 
intert"elationships between the formal and informal sectors, Kumasi, 
Ghana" (Geneva, International Labour Office, 1977) (WEP.2-19/WP.23). 

44. A. K. Hakam, "Technology diffusion from modet"n to the informal sec
tor: automobile repair trade in Ghana" (Geneva, International Labour 
O~fice, 1976). 

45. Intet"national Labour Organisation/Jobs and Skills Programme for 
Africa, Employment Problems in the Rural and Informal Sectors in Ghana 
(Addis Ababa, 1974). 

46. P. T. Kennedy, "Some patterns of indigenous business enterprises in 
Ghana", Ph.D. thesis, University of Birmingham, 1974 . 

. 
47. P. T. Kennedy, "Entrepreneurship in the private and public sectors in 

Ghana", Institute of Development Studies Bulletin (Sussex University), 
vol. 3, 1977. 

48. P.W.lC. Yankson, "Employment and income generation in the petty com
modity sector of the urban economy: lhe case of the central region of 
Ghana", African Development, vol. 8, No. 3 (1983), pp. 75-97. 

49. D. Remy and J. Weeks, "Employment, occupation and inequality in a 
industrial city", Employment Cr~at~·:>n in Developing Societies: 
Situation of Labour in Depe11dent Economies, K. Wohlmuth, ed. 
York, Praeger, 1973). 

non
The 

(New 

SO. International Labour Organisation, fJllploxment, Income and Egualit~ 
(Geneva, 1972). 

51. .J. Weeks, "Policies for expanding employment in the informal sector of 
developing economies", International Labour Review, vol. 3, June 1975. 

1 

' 



\ 

- 89 -

52. A. Callaway, "Nigeria's indigenous education: 
system", Odu, vol. 1, 1964. 

the apprenticeship 

53. A. Callaway, "From traditional crafts to modern industries", The City 
of Ibadan, P. C. Lloyd, A. L. Hobogunje and B. Awe, eds. (Cambridge, 
Cambridge University Press, 1967). 

54. C. Liedholm, "Research on employment in rural non-farm sector in 
Africa", African Rural Employment Paper Ho. 5 (East Lansing, Michigan 
State University, Department of Agricultural Economics, 1973). 

' 



- 91 -

EFFICIENCY DID SOCIAL DIALYSIS OF PROJECTS 
IR THE NEPALESE ECONOMY 

Ramesh Adhikari* 

EfficiencJ and social prices are the link between project appraisal 
and the aacro-econa.7. Efficiency and social anal1sis of projects are 
desirable since theJ generate useful information that can form the basis 
for a 90re proper allocation of scarce resources. In a developing country 
like Repal, where d011estic .. rket prices of com110dity and factor input are 
distorted on the one hand bJ the trade restrictionist policies and the 
structural disequilibriua in the labour market and, on the other, bJ per
sistent balance-of-pa,.ents probleas and acute shortages of capital, studies 
of this kind are, of course. of special importance and can help to avoid 
the aisallocation of available resources. 

The Squire/Van der ·tak aethod peraits a cost benefit anal1sis of 
projects in two stages - efficiencJ an~ s~:ial pricing - and evaluates them 
from the point of view of their contribution towards achieving government 
socio-economic objectives. The present paper discusses the results of ar. 
application of this method in the case of two private sector projects in 
Repal - a cotton spinning mill and an international hotel - during the 
period 1980-1981 (Adhikari (1)). 

The first section of the paper providei; a bact.ground to the Repalese 
econoaJ; the second section presents a brief review of the use of shadow 
prices in Repal; the third section highlights the concepts of efficiencJ 
and social pricing; and the fourth su ... rizes the results of the estiaation 
of the values of the national par.-eters for Repal. P'inallJ, the fifth 
section discusses the effects of the efficiencJ and social analysis, while 
the sixth (and last) section provides SOiie conclusions and policy 
implications. 

•epalese econOllJ 

Wepal is a small. least developed. land-locked country that is heavilJ 
dependent on its agriculture. The contribution of the agricultural s•ctor 
to the national econoay is 110re than 60 per cent. whereas the industry sec
tor contributes only about 12 per cent, of which about two thirds is froa 
cottage and small industries (2, 3). Tiie industrial sector provides 
eaploJ118nt to less than 2 per cent of the total labour force (2, 3J. 

Most of the industries are 
cultural and forest producti:. 
grou domestic product h very 
significant: around 7 per cent 

engaged in the priaary processing of agri
The aanufacturing sector's share of the 

low; however. its rate of growth bas been 
per annua at constant prices (4). Apart 

•university of Bradford, PPC (Research), West Yorkshire, United 
ltlngdoa. 
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froa this. industrial productivitJ' is extremely low. with overall value
added per worker at S560 (4). This is partly due to high labour intensity 
in 11ast of the pro~esses since the value of fixed assets per worker is only 
$430. Equally responsible factors include the incidence of temporary 
closures caused by shortages in raw .. terials. spare parts. and the supply 
of electricity. and the low level oi .. nagerial and technical skills. The 
country's principal exports include rice. jute. tillber. leather. handi
crafts and carpets. 

The .. in objectives of industrial development in Mepal have been 
efficiencJ', growth. incoae distribution. saving or earning of foreign 
exchange. and the creation of emplo111ent. For this purpose the Covernaent 
has provided various concessions with regard to custoa duties and excise or 
sales taxes (5. 6 0 7). 

The tourist sector has grown very rapidly and has becoae a .. jor 
source of foreign exchange - in fact. it is the countrJ''S second largest 
foreign exchange earner [8). Tourisa is believed to create emplo)'llent 
opportunities and additional aarkets for da11estic products. In order to 
encourage tourist-based industries. various concessions and tax/duty 
exemptions have been granted along with various support services. The 
hotel taJt is curreatlJ' 10 per cent. 

Foreign trade [9. 10) is one of the most difficult sectors to develop 
in •epal. and its further growth bas been liaited by two aain factors: one 
is the growth in the d011estic production of goods for eJtport. and the other 
is transport facilities providing access to foreign .. rkets. However. 
there has been SOiie progress in the diversification of eJtport aarkets and 
an increase in eJtport vo111911! despite the given constraints. Wevertheless. 
the countr)''s eJtport trade structure reveals that unprocessed uterials 
sti 11 account for 110re than 50 per cent of total eJtports . On the other 
halld. imports have been growing very f~st; aanufactured goods and petroleua 
products account for 111>re than 70 per cent of all i11pOrts. 

About 50 per cent of the total population of •epal. is econoaically 
active. while about 5.6 per cent is uaemplo1ed. About 79 per cent of the 
ecoaoaicallJ active population is e.plofed la the agricultural sector. The 
country's per capita incOlle is around 1 0 171 .. pal rupees. and about 36 per 
cent of ~•e total population is below the Ills 730 annual ince>11e level. i.e. 
the subsistence level [11). Per capita cons1111Ptior. is about Ills 1 0 060 on 
average. which indicates an average savings ratio of about 10 per cent. 
llolll9ver. the savings ratio in rural areas is less than 2 per cent. 

Use of sh!dow prices in •~pal 

Although sa.e evidence of the use of shadow prices can be found in 
certain project planning and appraisal doca11ents prepared (aainly bJ 
foreign expatriates) even before the 1970s. their increLsad eapirical 
i11pOrtance and use have tteen actaowledged onlf after the establis .... nt of 
two para-statal res•arch anL consultancf wings of the Cover1111ent in the aid 
1970s - the Agricultural Projects Services Centre and the lndustrial Ser
vices Centre [1). Since then, shadow pricing has fre~uentlJ been in !JH in 
project plannin' and appraisal in ••pal; however, the aatbods adopted have 
been different. Tbe central planning agency. the •ational Planning Coa
•itsion, bas not Jet foraallJ ettablished the values of the national 
econoalc and social par ... ters, nor has it foraulated HJ specific guide
lines for project analfsit. Tberefore the aethods of estiaating and using 
the values of the national psr ... ters have been entirelJ dependent on tbe 
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judgement of the anal;rsts involYed. It -:r be said. on the basis of the 
practices of the Govenment and the para-statal agencies vitb respect to 
project planning and appraisal. that the projects vitb beaw;r capital 
inwest.ent are judged froa an econoaic (efficienc:r> point of view and that 
the others are alwa:rs judged froa a financial point of vievi :ret the social 
aspect is never coasidered. There is sc.e evidence suggesting that there 
bas been partial adoption of efficienc:r anal;rsis but none of social 
anal;rsis in the allocation of resources in a developing countr:r lite Wepal. 
where the c~it:r and factor -rket prices do not reflect their real 
values as a conseciuence of the protectiYe polic:r c.f the Go·.er ... nt and the 
structural diseciuilibriua in the labour -rtet. 

Wevertheless. in 1971. Phillips (12) atte11pted to esti-te the values 
of the national par ... ters in Wepal - a pioneering step in this respect. 
Although it suffered froa a lack of both sufficient data and comprehensive
Less froa a -thodological point of Yiev. this attempt. which was in the 
fora of a guide. included an illustration of public sector projectsi it vas 
later published b.:J the Iaclustrial Serwices Centre. Wevertbel•ss. it turned 
oat to be of onl:r liaited use. since it lacked the formal a~icoval of the 
Watioaal Planing C-ission and regular updating of the values of the 
"atioaal par ... ters. Tile present paper is the outcome of an attempt to 
revise the walues of the national par ... ters and their use in the appraisal 
of priYate sector projects Cldbikari (1)). 

Sfficiencr !Pd social pricing 

Sfficienc:r pricing es .. ines projects froa tLe point of view of 
•efficient use cf scarce resources•. It Yalues all the costs and benefits 
espected from the project under appraisal at the efficiencJ prices Cvlth 
the help of the releYant conwersion factors) and deteraines the net 
efflcienc:r benefit. which ls the iDcr ... ntal output arising froa the 
project at efflclenc:r prices. !loreoYer. the internal rate of return. which 
reflects the esteat of tlte espected rate of return on the invest..nt. ls 
also cCJllPOted and compared with the efficienc:r discount rate. A Yalue of 
internal rate of return at least eciual to or greater than the value of the 
efflcienc:r discount rate is the basis for project selection. 

Social pricing espands on tile above-Mntioned efficlenc:r pricing bf 
giYlng wight to tit• impact of a project on econoalc growth and income 
distribution. to laclude u objectlYe of ecoaomlc growth that is •re 
rapid than that peraitled bJ fiscal and llO~etarr poller. a pr .. iua is giYen 
at tills stage to project-geaerated income tltat leads to inYest.ent ratlter 
titan coDHllft'on. This procedure tends to favour projects that generate 
aore investllent aad belp to owercome tlte constraint on reaching tlte desired 
level of lnwestllent aacl growtlt targets. the l.,act of a project oa lacome 
dlstrlbutloa ls estl .. ted bJ glYing welgbt to the increased coasU11ption of 
eaclt lncome group ~,;.tltlng froa the project. lncladlng labour. Vbile 
cOllblnlng two w.lglatlng ssst .... tbe analrsis tends to favour projects tltat 
INlneflt tile poor aacl llaosft tltat result ln lalglter savings < investllent> and 
fut1. re growtlt ratlter tltu eonsUllftlon. the following form la espresses 
th••• concepts <sta~r• 8lld Yaa der tak [13): 

net social benefit • aet eeoAOaic benefit - net social cnst of increased 
private sector coasU11ptlon 

• I - CCB - V) 

• a - 86CH1 - djlVs>, 
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where ~ = net efficiency (econoaic) benefit = increased output; 

t the factor which converts the nationaJ consumption 
basket from domestic into social prices reflecting the 
real resource cost of such goods in tel"lls of 
numeraire, i.e. uncoamitted foreign exchange in the 
hands of the Governaent; 

c,Cj the consumption change of income group j resulting 
from the project; 

dj the consumption weight attached to income group j; 

V value of public income 

the marginal social value of foreign exchange in the 
hands of the Governaent relative to the private con
sumption level. It converts consumption increases in 
tenas of nuaeraire. 

To simplify the computation, an estimate is made of the value of the 
"net social cost of increased private sector consumption" in relation to 
each income group associated with the project. The income recipients may 
be project owners, unskilled labour, the Government or financial agents. 
Since the method used assumes that public r.onsumption is as valuable as 
public investaent, the extra costs of the increased consumption of the 
Gover1111ent and public sector financial agents aay be taten as equd to 
unity. This aeans that just the above-mentioned net socbl costs of the 
project owners (only in the case of private sector projects) and labour 
(only in the ~ase of unskilled labour since the market prices of other 
types of labour are equal to their opportunity costs) need to be esti
uted. This may be done by using the foUrwing equation (Adhiltari lll, 

Phillips (12)): 

net social cost 

Therefore, 

CllY<G) - C!.Y(S) !! 
vs 

: C.\ Y( 6 - !!> , where .'\ Y change in i ncoae, and :3 , 
V d, V and C are as defined earlier. 

net social benefit= E - (net social ~ost> (lY), 

where llY = income change = the difference between the mArket 
prices and the efficiency prices, and E is as defined 

earlier. 

Esliution of the values of the national 
par ... ters for •e~al 

Perhaps the best approach to e1ti111ating the values of t;he national 
paraaeten 'Jould have been a coaprehensive progr.-ing model. However, 
aajor constraints, such as UM, resource• and data did not penait this 
and, a piece•al approach had to bo takon. As regards Lhe pl"inciples of 
shadow pricing, the method suggested by Squire/Van der Tait ( (131, Little 

and Mirrlees (14), Linn (lSJ) was followed. 
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The national parameters were grouped into (a) eff iciencJ pr1c1ng 
parameters and (b) social pricing parameters, and a set of conversion 
factors were estimated. A conversion factor is the surrogate coefficient 
reflecting the divergence of the domestic market prices of factor and com
moditJ input and output from their respective world prices (efficiency or 
social). 

Estimates of the values of the national parameters for Nepal are 
presented in table 1. 

Effect of efficiency and social analysis 

To study the effects of efficiency and social pricing of projects, two 
projects were chosen from the private sector. With the help of the values 
of the national parameters and conversion factors, their cost and benefit 
streams were then revalued at effi::iencJ and social prices, and their net 
present value and internal rate of retuc·n were computed. This section 
describes the procedure followed and the results obtained at each stage of 
the analJsis. 

Table 2 depicts the tJpical financing pattern of the private sector 
projects in Nepal, where equity participation does not exceed 30 per cent 
in fixed capital investment and 50 per cent i" working capital. The Indus
trial Development Bank finances about 70 per cent of the total fixed 
investment in most of the industrial projects. This means that even if the 
above-mentioned projects were to be promoted in the private sector, it is 
likelJ that about more than two thirds of the capital would come from the 
public sector. 

The emploJlllt!nt potential of the projects is as follows: 

TJpe of 
project 

Cotton spinning mill 
Hotel 

Number of persons employed 
during the operation 

420 
83 

In addition, the projects would provide empl~yment for skilled and 
unskilled labour during the construction period. 

The financial analysis is the starting point of social cost benefit 
analysis. The financial profitability of the two projects is analysed in 
table 3. 

The rate ~f return of the cotton spinning mill project was lower than 
that Qf the hotel project, and it did not loot sound from the point of view 
of financial profitability. However, it would have about Nis 4 million 
(after loan, interest and tu payments are made, but before dividend pay
ments) as residual income. On the other hand, the rate of return of the 
hotel project was 14.9 per cent, and the residual income for the project 
came to Nis 15 mi 11 ion. Thus, the hotel project appeared to be more 
profitable. The main reas~n for the low profitability of the cotton 
spinning mill project was the high cost of raw mahrials Ci .e. cotton), 
which amounted to more than two thirds of its total production cost. In 
addition, it had a very high capital investment, which would increase the 
cost streams in the initial years. The cotton spinning mill project vu 
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~able 1. Valu•• of th• national par ... ter1 for Wepal 

gfficiencJ pricing par ... ter 

Standard conversion factor 
T~•de with Xndia 
Other foreign trade 
Total trade 

Conver1ion factor for sectoral output 
XndustrJ 
Agriculture 

Conversion factor for non-traded sector 
Construction (buildi~g/clvil work•) 
Transport 
Klectrlcity 

CQnversion factor for labour 
Unskilled labour 

Iatluu.ndu 

Butval 
lie pal 

Skilled labour (including 
adainistrative and 
managerial) 

Foreign labour 

Conversion factor for capital goods 

Marginal productivity of capital 
or efficiency discount rat• 

Value 

0.89 
0. 75 
0.81 

0.98 
1.15 

0.89 
o. 76 
0.90 

0.43 

0.46 
0.38 

0.98 

1.00 

0.98 

0.09 

social pricing par ... ter 

Consumption conversion factor 
Higher incoae group 
Lower income group 
Average income group 

Consumption proportion 
Higher incoae group 
Lower inco .. group 

Consumption weight• 
Higher incoae group 
Lower income group 
Average inco .. group 

Value of public income 

Marginal propen1ity to save 
or reinvest 

Social di1count rate 

Net 1ocial co1t 
Higher income group 
Lower income group 

Value 

0.94 
1.04 
1.00 

0.68 
1.00 

0.11 
0.92 
1.00 

1.81 

0.32 

0.06 

0.60 
0.52 

Source: R. e. Adhikari, "Application of Social Cost Benefit Analyai1 in Nepal", unpubli1hed 
thesis, School of Planning, University of Bradford, West Yorkshire, United Kingdnm, 1981. 

I 

'° °' 
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very sensitive to its rav material cost: if the rav material cost vere to 
go dovn by 10 per cent. the internal rate of return wo•tld do•1ble; if it 
vere to go up bJ 10 per cent. the internal r•t• of return would decrease to 
less than 0 per cent. ln the case of the hotel project. profitabilitJ 
would not dvindle much even if capacity utilization vere to fall bJ 10 per 
cent or the input cost vere to go up bJ 10 per cent. 

T&ble 2. Total investment and financiug pattern 
(Millions of Nepal rupees) 

Type of proiect 

Fixed investment 
Working capital 

Total investment 

Long-term loan(s) 
Short-term loan(s) 

Total loans 

EquitJ 
Fixed capital 
Working capital 

Total equity 

Table 3. 

.U a 0 
per ct.nt 

Type of discount 
project rate 

Cotton spinning 
mill 73 

Hotel 47 

Cotton 
spinning 

mill 

148.90 
44.20 

193.10 

109.80 
22.10 

131.90 

39.10 
22.10 
61.20 

Financial profitability 

Residual 
income 

At a 15 (millions 
per cent of 
discount Nepal 
rate rupees) 

-50 4 

-1 15 

Hotel 

31.55 
1.93 

33.48 

21. ·18 
1.16 

22.94 

9.11 
0. 77 

10.54 

Internal 
rate of 
return 

(percent-
age) 

5.0 

14.9 

At this stage the input and output of the projects under investigation 
were rev:.lueo at efficiency prices through the use of the values of the 
national economic (efficiency) parameters and 1:.he respective conversion 
factors. The conversion factors were the same as those me11tioned in the 
preceding section. Specific conversion factors were, however, also calcu
lated separately when n~ce11ary. The net resource flow at efficieney 
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prices was discounted at the efficiency accounting rate of interest, 
which was 9 per cent (see table 1). The results are suamarized in table 4. 

Type of 
project 

Cotton spinning mill 

Hotel 

Table 4. Economic profitability 

Net present value 
(millions of Nepal rupees) 

At an 0 per At a 9 per 
cent discount cent discount 

rate rate 

81 -24 

81 27 

Internal rate 
of return 

(percentage) 

5.8 

26.0 

The net present values of the projects looked better at efficiency 
prices. It was, however, evident from table 4 that there was not a big 
difference between financial and efficiency net present values at an 0 per 
cent discount rate in the case of the cotton spinning mi 11 project. This 
meant that there \.."U not much distortion in the market prices of the input 
and output involved in this project becaust• there was only a 1 per cent 
import duty on capital goods and raw materials (cotton) and, in addition to 
that, the total cost of the project was heavily weighted in favour of 
thell'a. Besides, nominal protection of output was just l per cent, cotton 
yarn being the principal input to the textile industry. The cost stream 
was decreased by 11bout 2 per cent and the benefit by about l per cent, 
resulting in an increase of about NRs 8 million in the net present value, 
which was about 11 per cent of the financial net present value. When dis
counted at the efficiency discount rate of 9 per cent, its net present 
value totalled NRs 24 million and the efficiency rate of return amounted to 
5.8 per cent. 

In the case of the hotel project, the cost stream was reduced by about 
11 per cent and the benefit stream was increased by about 10 per cent. The 
total increase in the net present value was about ~Rs 34 million, of which 
NRs 18.6 million was accounted for by the hotel tax and NRs 15.6 million was 
accounted for by the difference between the efficiency and domestic marltet 
prices of the input used by the project. The efficiency net present value 
was NRs 27 million at a 9 per cent discount rate and the rate of return 
increased to 26 per cent, which was an increase of 62 per cent over its 
financial rate of return (14.9 per cent). Thus the effici9ncy analysis very 
significantly changed the profitability of the hotel project. 

In the social analysis, the efficiency net present values were further 
adjusted by the net social cost of the increased private sector con
sumption. The method used, in accC1rdance with the government objective, 
disfavoured any increase in private sector consumption except at the 
critical ~onsumption level. Therefore, any increase in private sector 
consumption was cunsidered a decrease in the social benefit. Conversely, 
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any decrease in private sector consumption was considered an increase in 
the social benefit.* 

One major task at this stage was to analyse the income losses or 
g~;ns. To carry out this analysis, the income-flow analysis described in 
Pr~tessor Hansen's Guide· to Practical Project Appraisal, Social Cost Bene
fit Analysis in Developing Countries was followed (16). One important 
assuaption in this method is that the additional income loss or gain is 
equi7alent to the distortion between efficiency and actual market prices of 
each physical i.,put and output; efficiency wage rate and market wage rate 
in the case of .;.11bour; and, in the case of financial transactions, the 
difference between ~he price paid and the value received. Another funda
mental assumption is ~bat all the losses balance the gains. The economic 
(efficiency) net present value minus the distortion or the adjustment value 
gives the financial net present value, and the value of the "distortions" 
or the "adjustments" are distributed to various income groups associated 
with the projects. Nevertheless, the income losses or gains out of the 
project-generated residual income should also be taken into account, 
although Hansen's guide (16) is not explicit on this point. In this case, 
the income gain does not find the balancing income as it does in other 

*This study does not cover the ·•external effects" aspect. Neverthe-· 
less, there may be some eitternal effects of a project ~n the society which 
should be included in the overall assessment of its present worth. Such 
effects may be demonstration and t:raining effects, pollution and con
gestion, price effects and many others which are created by the pro_!ect. 
For instance, training effects may be taken as a benefit to the society 
since it is an increase in the industrial skill and disciplin"!, whereas 
pollution and congestion are external costs to it. Apart from this, the 
project may also lead to higher prices for the input that it uses and lower 
prices for the output that it produces. Suppliers of the input and con
sumers of its output may benefit from this. Conversely, other producers 
may experience losses due to the increased i:ompet:ition created by the 
project, and in the same way other users of the input may have to pay 
higher prices (i.e. also experience losses). Thus, a project may create a 
wide range of effects on demand and prices of the input and output involved 
in it, which result in losses or gains to producers or suppliers and con
sumers outside the project. These costs and benefits, which llre external 
but f,ttributable to the project, should be included in its net cash-flow 
statement. ln such an external effects anclysis, the analyst must make 
sure that the external costs or benefits are incremental and that they are 
due to the project in question. However, in actual practic-?, it is very 
difficult to identify and measure them since they are rather intangible and 
in some cases require additional investigation, which would involve eittra 
time and resources. 

ln our case as well, the e:1:ternal cost or benefit may be importe.nt. FJr 
~nstance, a hotel project may augment additional economic activiti.es su.~h 
as the production of food, handicrafts and other products. 1t may also 
produce a negative impact on local life-styles, social values and culture. 
A cotton spinning mill project may create some external benefit by ensuring 
a regular supply of cotton yarn to the local weavi 'lg uni ts at a moderate 
price, which may lead to increased teittile production. 1t may all;o lead to 
increased cotton cultivation and production in the long run. However, thesa 
aspects have not been included in the present study since they could not be 
eitplored given the time and resources available. 
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cases. For instance. in the case of private sector projects. a residual 
income after loan. interest, profit tax and dividend payments are made, is 
th'! income groups' own net income gain, which tends to increase private 
sector consumption. This type of project income gain does not have any 
ba"..ancing loser sinre it is the project-generated income share in the 
econoay. However, such complications .. J not arise in the case of publicly 
owned projects. In order to follow the logical consistency of the prin
ciples of social cost benefit analysis, we considered all these aspects in 
our analysis. 

Table 5 shows that the projects were the losers in such transactions 
since they paid higher interest rates, higher wages and various taxes. Had 
tbere been high nominal protection of output, the projects could have had 
excess profits. 

Type of 
project 

Cotton spinning 
mill 

Hotel 

Table 5. Income losses and gains 
(Killions of Repal rupees) 

Income gains 
Financial Unskilled 

Goverrunent agents labour 

24.26 19.'.\C 2.96 

21.07 ~' 2.52 3.08 

Income 
losses 

-46.81 

-26.67 

~f This figure excludes the hotel tax amounting to 18.6 million Nepal 
rupees, which does not directly affect the project since it is paid by 
foreign tourists to the Government. However, this sum does appear in the 
project accounts since it is a benefit to the economy and the project 
collects it on behalf of the Government. This a&J be consideud another 
exception to Hansen's guide, which assumes that a project is always 
involved in income loss and gain transaction. Guide to Practical Proiect 
Appraisal: Social Benefit-Cost Analxsis in Developir.g countries (United 
Rations publication, Sales No. E.78.II.B.3), chap. II. 

The net social cost of the increased private sector consumption due to 
the income changes as analysed above are included in table 6. 

As shown in table 6, the total income change brought about by the 
cotton spinninr •ill project was IRS 46.81 million, of which NRs 26.51 mil
lion was the net social cost of the increased private sectnr consumption. 
In the case of the hotel project, the total income change was NRs 26.67 -~~
lion, and the net social cost of the increased private sector consumption 
was NRs 14.41 million. In both cases, the net social costs were negative, 
which means they were added to the economic net present values. 

Table 5 clearly reveals that the Government stoo' to gain the most in 
both cases: Nls 24. 26 million from the cotton spinning •ill project and 
Nls 21.07 million from the hotel project. The financial agents would also 
ukfl " considerable gain, amounting to IRs 19.6 aillion from t"e cotton 
spinning mlll and IRs 2.52 from the hotel project. Both the projects would 
not benefit unskilled labour much. However, the percentage of income gain 
allotted to unskilled labour was considerable comp•red to their tiny share 
in the tutal operating cost of the projects. 
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Table 6. Net social cost of increased private 
sector consumption 

Type of 
project 

Cotton spinning 
aill 

Hotel 

(Millions of Nepal rupees) 

Proiect Unskilled labour Total 
IncOlle Net social IncOlle Ret social net social 
change cost change cost cost 

-46.81 -28.05 2.96 1.54 -26.51 

-26.67 -16.01 l.08 1.60 -14.41 

The i·atio of the extra consumption cost (net social cost of the 
increased private sector consumption) to total income change was 0.60 in 
the case of project/project owners and 0.52 in the case of unskilled 
labour, as discussed in the preceding section. The Government, in fact, 
does not seem to have favoured the unskilled labour's increased consumption 
much. This is due to the fact that their consumption level was higher than 
the average consumption level of the rural workers. Had the unskilled 
labour consumption been close to the critical con- sumptiQn level, the net 
social cost of their increased consumption would have been equal to zero. 
However. the ratio of net social cost was lower in the case of the 
unskilled labour's increased consumption. 

To supplement the above results, the net social cost of the increased 
private sector consumption out of the projects• residual income was 
calculated, and the result is shown in table 7. 

Type of 
project 

Table 7. Net social cost of reridual income 
(Millions of Nepal rupees) 

Residual 
income 

Cotton spinning mill 4 

ilotel 15 

Net social 
cost 

9 

The residual income of the cotton spinning mill project was about 
NRs 4 million; in the case of the hotel proj~et, it was Nls 15 million. 
The net social cost of the hotel project's residual income was NRs 9 mil
lion, which reduced the social net present value accordingly. However, in 
the case of the cotton spinning mill project, since its profitability was 
low it was assumed that there were no dividend payments involved and no 
increased coniumptlon whatsoever. 
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Finally, the resultant impact of the social analysis increased the net 
present value of the two projects, as suamarized in table 8. 

Type of 
project 

Cotton spinning 
aill 

Hotel 

Table 8. Results of social analysis 

Social net present value 
(aillions of Nepal rupees) 
At an 0 per At a 6 per 

cent discount cent discount 
rate rate 

107 

86 42 

Social internal 
rate of return 

(percentage) 

7.2 

28.5 

The social net prese~t value of the two projects was increased by the 
negative social c~st of the income changes or the decreased private sector 
consumption. In the case of the cotton spinning mill project, the fir.ot 
adjustment of the total social cost of the increased private sector cons~mp
tion, amounting to NRs 3 million of the total income change of 
NRs 8 million, increased the efficiency net present value from 
NRs 81 million to RRs 84 million. The second adjustment was the extra con
sumption cost of the interest payment (NRs 12 million out of NRs 19.6 mil
lion, which was the difference between the efficiency accounting rate of 
interest and the interest rate of the loans for the project) and tax 
payment {MRs 11 million out of NRs 18.9 million). Both of these items 
decreased private sector consumption. This resulted in an increase of 
NRs 23 million in the net present value since the net social cost of these 
payments was negative. The final net present value at social prices in the 
case of the cotton spinning mill project was NRs 107 million. When dis
counted at " 6 per cent social discount rate, it totalled NRs 12 million 
and the social rate of return amounted to 7. 2 per cent. Thus the social 
pricing increased its net present value by NRs 26 million, yielding An 
inte:nal rate of return which was higher than the social discount rate. 

Simi larlJ, in the case of the hotel project the social net Fresent 
value also increased. The first adjustment was the net social cost out of 
the inc~me change, which is the difference between the market and efficiency 
prices of the inputs. The total social cost of the income change in this 
case was NRs 1 million, a negative social cost due to the decrease in the 
private sector consumption. The second adjust~ent is the extra social cost 
of interest pi.yment CNR• 1.5 million out of Nls 2.5 million, which is the 
difference between the efficiency accountin£ rate of interest and the 
actual market interest rate at which the project receives loans) and tax 
payment CNRs 5 million out of NRs 9 million in profit tax paid to the 
Government). This adjustment resulted in an increase of Nls 1 million in 
the net present value. The third adjustment was the net social cost of the 
increased private sector consumption out of the project-generated residual 
inco1De of Nls 15 million, which r"'sulted in an additional social cost of 
NRs 9 million and reduced the social net present value accordingly. 
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Finally, the social net present value of the hotel project was 
NRs 86 million; when discounted at 6 per cent it totalled NRs 42 million 
and the social internal rate ~f return amounted to 28.5 per cent. Thus the 
efficiency and social pricing almost doubled the net present value and rate 
of return of the hotel project, from NRs 47 millbn and 14.9 per cent at 
market prices to NRs 86 million and 28.5 per cent at social prices respect
ively. 

Table 9 suamarizes the effects of efficiency and social pricing on th~ 
profitability of the two projects. 

Table 9. Effects of efficiency and social pricing 

Financial net present value 
At an 0 per cent discount rate 
At a 15 per cent discount rate 

Financial internal rate of return 

Efficiency net present value 
At an 0 per cent discount rate 
At a 15 per cent discount rate 

Efficiency internal rate of return 

Social net present value 
At an 0 per cent discount rate 
At a 6 per cent discount rate 

Social internal rate of return 

Sensitivity analx1i1 

Type of project 
Cotton spinning 

mill He tel 

Millions of Nep•l rupees 

73 
50 

50 

Percentage 

Kill ions of Nepal 

81 
-24 

Percentage 

5.8 

Millions of Nepal 

107 
12 

7.2 

Percentage 

47 
-1 

14.9 

rupees 

81 
27 

26.0 

rupees 

86 
42 

28.5 

The cotton spinning mill project was very sensitive to its raw mate· 
rial cost. Therefore a sensitivity test was carried out a11uming a 10 per 
cent increase or decrease in the raw material cost. In contrast to this, 
the hotel pr:iject was not very sensitive to a 10 per cent increase or 
decrease in its input cost or capacity utilization. Th~ social net present 
value decreased considerably, however, when it was assumed that the 
arrivals at the hotel were not all foreign tourists attracted by the added 

' 
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facilities. Thet·efore, a sensitivitJ anal1sis was performed assuming that 
20 per cent of all the arrivals in the hotel were not a direct result of 
the increase in the available hotel accom.odations; that is, they would have 
arrived anyway eveu without the project and sta1ed in the already existing 
iaot~l=. 

As shown in table 10, a 10 per cent rise in the raw material cost would 
not affect the social net present valae mJch. However, the financial net 
present value would become negative and the econoaic net present value would 
fall to NRs 3 million even at an 0 per cent discount rate. Conversely, a 
10 per cent drop in the raw aaterial co.;;t would bring about a tC"emendous 
change in the pC'ofitability of the project, i.e. financial and economic net 
present values double. However, the social net pC'esent value would decC"ease 
if the dividend paJlalent and C"esidual income would be treated as increased 
income due to high profitability. 

The social net present value of the hotel project would decline dC"as
tically if 20 per cent of the tourist arrivals could not be attributed to 
the hotel project (s~e table 11). In other words, its social net present 
value woJld drop by about NRs 41 million at an 0 per cent discount rate and 
by about NRs 24 million at a 6 per cent discount C'ate. Financial profit
ability would not change and economic profitability would decline slightly. 
Nevertheless, the hotel project still looked socially profitable under this 
assumption as well. 

Effects of change in the ownership pattern 

What would have been the social net present values of the two projects 
if they had been promoted in the public sector? To ei:&lline the effects of 
change in the ownership pattern of the project£ on their social profit
ability, a test was carried out assumint both the projects were promoted in 
the public sector. The results of this test are su1D&rized in table 11. 

Had the projects been promoted in the public sector, there would not 
have been any change in their financial and econoaic profitability. How
ever, the social profitability of the projects would have changed signifi
cantly since there would have been a major adjustaent, i.e. net social cost 
of the increased private sector consuaption as a result of the increased 
income of the unskilled labour. This is because of the fact that the pro
jects are in the public sector and there are no other social costs involved, 
and the fundamental assumption that increased public consuaption is as 
valuable as public investment. 

As shown in table 12, the social net present value of the cotton spin
ning mill project was reduced to llRs 79 aillion from \ts efficiency net 
present value of NRs 81 million, where the difference is the social cost of 
increased private sector consumption out of the income gain of the unskilled 
labour, which amounted to about llRs 3 million. Similarly, in the hotel 
project, the social net present value declined to Ills 79 aillion from its 
efficiency net present value of Nls 81 million, due to the ntra social 
cost of the increased consumption on the part of the unskilled labour. 

It is evident from table 12 that from a social standpoint the projects 
would look more profitable under private sector ownership. Of course there 
would also be some practical rea1ons involved because the social net present 
value of the projects would, in fact, be increased by the negative rocial 
cost under private ownership. For instance, in the case of the cotton spin-
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ning aill project, the negative social cost vas NRs 26. 5 million, due to 
various transactions between the project and the Government, financial 
agents and unskilled labour (compared to a positive social. cost of the 
increased conswaption of the unskilled labour under public ownership amount
ing to llRs 1.5 aillion). Similarly, in the case of the hotel project, the 
negative social cost vas NRs 5 million under private ownership as against a 
positive social cost of NRs 1.6 million under public ownership. 

Table 10. Sensitivity test re~ults: cotton spinning 
mill project 

Financial net present value 
At an 0 per cent discount rate 
At a 15 per cent discount rate 

Financial internal rate of return 

Efficiency net present value 
At an 0 per cent discount rate 
At a 15 per cer.t discount rate 

Efficiency internal rate of retur~ 

Social net present value 
At an 0 per cent discount rate 
At a 6 per cent discount ~~te 

Social internal rate of return 

Change in rav material cost 
10 per cent 10 per cent 

increase increase 

Millions of Nepal rupees 

-6 
- 72 

Percentall 

151 
-29 

9.6 

Millions of Nepal rupees 

3 
. 58 

Percentage 

158 
10 

13.0 

Millions of Nepal rupees 

108 !/ 
12 

Percentage 

7.5 

64 !!I 
-9 

5.0 

~I Social net present value bec011e1 even higher if the project owners 
have to cot111it 110re private capital because of the cash-flow problem, which 
would lead to a decrease in private consumption. 

!!I This includes social cost of profit tu, dividend and residual 
lncOM due to high pr,,fits as a result of a decrease in the raw material 
cost. If we auu• that there is no signil'icant incremental income gain 
for the shareholders out of the dividend payments, the social net present 
value and internal rate of return becoae auch higher. 
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Table 11. SensitivitJ test results: hotel project 

Financial net present value 
At an 0 per cent discount rate 
At a 15 per cent discount rate 

Financial internal rate of return 

Efficiency net present value 
At an O per cent discount rate 
At a 9 per cent discount rate 

Efficiency internal rate of return 

Social net present value 
At an 0 per cent discount rate 
At a 15 per cent discount rate 

Social internal rate of return 

Assumption: 20 per cent of the 
foreign guest arL!vals were not 

a result of the increase in 
available accomodations 

Millions of Nepal rupees 

47 
-1 

Percentage 

14.9 

Millions of Nepal rupees 

77 
25 

Percentage 

25.0 

Millions of Nepal rupees 

45 
u 

Percentage 

15.0 

Table 12. Change in pro~itability due to change 
in ownership pattern 

Social net present value 
{millions of Nepal rupees! Social 
At an 0 per At a 6 per internal rate 

Type of cent discount cent discount of return 
project Ownership rate rate (percentage) 

Cotton 
spinning 
mill Public 79 -4 s.s 

Private 107 12 7.2 

Hotel Public 79 38 27.6 
Private 86 42 28.S 
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Canclusion~ and policy iaplications 

Our empirical study produced the following conclusions and policy 
iaplications: 

(a) The calculation of national econoaic and social paraaeters could 
be carried out using a reasonable aaount of time and resources. Available 
data, althoug~ of scant:r nature owing to the poor data bant. system and 
liaited research in this area, were adequate for such an exercise; 

(b) Using the esti-ted national parameters in the appraisal of two 
private sector projects, various degrees of the net socioeconomic profit
abilit:r of the two projects emerged; 

(c) The impact of the efficiency pricing was higher in the tourist 
project (hotel) than in the .. nufacturing project (cotton spinning aill) 
owing to the differential rates cf effective protection; 

(d) The impact of social pricing in both cases appeared to be higher 
because both projects were in the private sector and both involved creating 
additional social cost in terms of increased or decreased private sector 
consumption above the critical consumption level; 

(e) The internal rates of return, however, tended t:> be higher at 
both efficiency and social prices in the private sector projects in 
relation to the public sector projects, although theoreticall:J net 
efficiency (econoaic) benefit should be higher than net social benefit; but 
ln clrcua•tance• where the net •octal cost of increased private sector con
sumption was negative, the net socio-econoaic benefit naturally vent up, 
since the .. jor adjustaent in social pricing was the inclusion of the net 
social cost of increased private sector consuaption; 

(f) A change in the ownership pattern showed that the public sector 
projects would :rield a lower net socio-econoaic benefit, since the higher 
the co-itaent or involvement of private sector capital, the higher the 
benefit would be from a social standpoint; 

(g) The study revealed that the Squire/Van der Tak aethod of social 
cost benefit analrsis is applicable and useful in Nepal; 

Ch) The inc011e-flow format described in Hansen's guide (16) does not 
see• to have included the project-generated income, which is very sub
stantial in private sector projects. In soae cases, an income-gain may not 
find a balancing income-loser. In other wordi, it .. Y not work out accord
ing to Hansen's guide, which assumes a double entry s:rstem. Besides, a 
project may not necessarily involve an incOM loss or gain transaction -
take, for esample, a hotel tas paid by foreign tourists; 

Ci) Nevertheless, both methods should prove to be equally useful in 
other developing countries. It .. y, however, be necessary to modify them 
according to the location, nature, and objective of the projects. More
over, the implementation of such a methodology would help to avoid mis
leading judgements i~ project appraisal carried out according to con
ventional methods. ln actual practice, the special bed agencies involved 
in project planning and appraisal in Nepal, such as t:1e Industrial Services 
Centre and the Agriculture Projects Services Centre, have enough trained 
.. npower to easily perfora this task without any substantial estra cost; 
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(j) The Squire/Van der Tak Mthod bas specific uso:fulness in the pub
lic appraisal of private sector projects in the least developed countries. 
Since the private sector projects are provided with various fiscal and 
.onetarJ facilities as a result of the governaent policJ to augaent their 
participation in the industriali~ation process. the Governaent also 
naturallJ expects thea to aake a positive contributio11 totoards achieving 
its own socioeconoaic objectives. Besides this. private capital has a high 
propensitJ to increase consumption as it a&J not all be saved or reinvested 
but .. J instead be spent on iaported luxurJ goods or for other socially 
undesirable purposes. ParticularlJ in private sector projects. it is very 
likelJ that the social cost of increased or decreased pdvate sector con
suaption is high. As the case studies demonstrate, this aspect can be 
incorporated in the public appraisal of private sector projects; 

(k) There appears to be one 110re policJ implication in appraising 
private sector projects froa the point of view of profitabilitJ at the 
national level. For instance, the cotton spinnin~ •ill project, originallJ 
less profitable froa a c011111ercial point of view. turned out to be sociallJ 
profitable. But the ~uestion !~. who would take it up? Wo private entre
preneur would ~e interested ur.less enough subsidies were promised bJ the 
Governaent. AlternativelJ. it cc>uld be pr0110ted in the public sector since 
it is sociallJ profitable. Or. since the input coefficient is considerablJ 
high. alternative spinning te.:hnologJ and a source of cotton supply to 
ensure high productivitJ at lover cost .. Y be desirable; for this, however. 
the project a&J' re'}uire soae redesigning. Efficiency and social pricing 
using the Squire/Van der Tak Mthod also generates such useful information 
for .. ting decisions regarding such projects. 

(1) FinallJ, the study has empirically demonstrated that the economy
wide efficiency and social prices could be the link between project evalu
ation and macro-economJ. The use of such real prices may help to avoid th~ 
alsallocation of scarce resources, a problem which might easily arise using 
110re conventional methods. 

References 

1. R. B. Adhikari, "Application of social cost benefit analysis in 
Wepal". West Yorkshire. University of Bradford, School of Planning, 
1981, unpublished thesis. 

2. World Bank, World Develop!!!nt Report (Washington, D.C., 1980). 

3. World Bank, Agriculture Sector Review (Wepal) (Washington, D.C., 197~). 

4. World Bank, Appraisal of •epal Industrial Develop!!!nt Corporation, 
Report Wo. 1398 (Washington, D.C., 1977). 

S. Nepal, Ministry of IndustrJ and COllll&rce, New Industrial Policx 
(latbmandu, Nepal, 1974). 

6. Nepal, Ministry of Industry and cowrce, Industrial Enterprise Act 
(lathmandu, Nepal, 1974). 

7. Nepal, National Planning Co•inion, Fifth and Shth Five Year Plan 
0ocuatnt1 (lathmandu, •epal). 



- 109 -

8. Nepal. KinistrJ of Finance, Econoaic SurveJ (~athaandu, Nepal), various 
issues. 

9. Trade Pro11<>tion Centre. Foreign Trade Statistics (~athaandu). 

10. Nepal Rastra Bant. Q_uarterl1 Ecoaoaic Bulletin (~atbaandu). various 
issues. 

11. Nepal. National Planning C~ission, ~loimnt. Incoae Distribution 
and Consumption Pattern in Nepal (1976117) (~thaandu. Nepal). 

12. D. Phillips. "Social cost benefit anal1sis in Nepal" (~athmandu. 
Nepal. Industrial Services Ceatre. 1978). 

13. L. Squire and H. Van der Tat. 1tonoaic Analysis of Projects 
(Balti11<>re, KarJland, Johns Hopkins, 1~75). 

14. I. K. D. Little and J. A. Mirrlees. Project AJ>praisal and Planning for 
Developing Countries (London. Heinemann. 1Q74). 

15. J. F. Linn. "Econoaic and social analJsis of projects: a case studJ 
of the IvorJ Coast". World Bant Staff Working Paper No. 253 
(Washington. D.C.). 

16. Guide to Practical Project Appraisal: Social Benefit-Cost Analysis in 
Developing Countries (United Nations publication, 
Sale~ No. E.78.II.B.3), chap. II. 



---..·----- -- - - ·- . -

- 111 -

SOIUIAIU 

L'industrie et la dette exterieure en Afrigue anal1se preliainaire 

Sec~etariat de l'OMUDI 

L'etude porte sur deux questions : les effets de 1 'industrialisation 
sur l' aggravation rapide de 1' endette11ent exterieuC' dP. 1' Afrique et les 
effets du service de la dette sur les tendances actuelles et previsibles de 
l'industC'ie en AfC'ique- L'etude s•attache a uncertain noabre de questions 
clefs : les causes de la structure econoaique essentielle11ent dualiste de 
nOllbreux paJs africains; les relations de l'industrie africaine avec 
t •etranger; les modifications visant a renforcer la structure interne de 
l'industrie africaine et sa position dans l'econoaie internationale; et les 
possibilites de trouver une solution a la situation actuelle. La deus:ie.e 
partie exaaine les mcaniSMs de finance11ent de 1 • industrie, alors que la 
troisieme partie a trait a des eludes de CU et CCJllP&re les dsultats 
obtenus pour certains projets dans certains pafs. Les points de vue 
caracteristiques des gouvernements d'un c:ert.ain n~re de p&JS donateurs 
sont presentes daH la quatrie11e partie. La cinquieme et derniere partie 
regroupe les conclusions principales, et fait des propositions de 
.adifications que les pafs afC'icains pourraient apporter eux-.e.es afin de 
reduire la dette et la crise industrielle. L'etude coaporte egalement une 
annexe exposant les result•ts obtenus pour certains projets industC'iels 
bien precis. 

Le r&le des petites industries dans une strategie de developpement 
regional reposant sur un centre de croissance 

elude sper.ifigue du Ghana 

P.W.~. Yanltson 

L'etude eiratnine, a l'aide de la ..&thode dite d'analrse des "p&les de 
croissance" c011ment les petites industries peuvent creer des revenus et des 
emplois. C'est le Ghana qui a ete pris r.111me exemple. Apds un bref 
exaeen de la docU118ntation relative aux p&les de croissance et son 
application au Ghana, on a fait une etude detaillee des petites industri. s 
de la region central• du pars. d'apres une enquite menee aupres de 
l 006 entreprises dont bon noabre ont repondu a un questionnaire. L'etude 
.antre que ces industries permettent dans une certain• .. sure de creer des 
eaplois, bien qu'elles soient souvent mal gedcc et doivent faire face a 
des difficultes econoaiques telles penurie des approvisionn ... nts et 
inflation. 11 ne seable pas qu'il existe des differences iaportantes entre 
les divers centres. 

' 
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Anal se de ro"ets ne alais du 
int de vue econoai ue et social 

Raaesb Adbiltari 

Le document presente les resultats de l•application d•une analJSe 
coiit-utilite en deux phases - fixation de prix econoaiques et fixation de 
prix sociaux - dans le cas de deux projet.s nepalais du secteur prive, en 
une filature de coton et un hotel international. La pr-iere part.ie est 
une introduction a l'econoaie nepalaise. La deuxie.e et. la troisie.e 
parties exaainent les not.ions de pdx "fictifs" d•une part et. traitent de 
prlx "economiques" et de prix sociaux d•autre part.. Un resuae des resultats 
que l'on obt.ient si l'on estiae la valeur des parametres nationaux est 
presente dans les quatri...,. et cinquie.e parties; dans ces parties, on 
compare les projP-ts en posant des conditions et des h,potbeses variees. 
Dans la derniere partie, l'auteur conclut. que le tJpe d'anal1se 
coiit-utilite examine dans l'et.ude est. assez facile l appliquer l une 
econe>aie telle que l'econoaie nepalaise sans qu'il faille disposer de 
main-d'oeuvre ou de reE~ources e~ stat.istiques tres iaport.antes. De plus, 
l'ut.ilisation de prix econoaiques danS l'ensellble du paJS peraettrait 
d'etablir le lien necessaire entre l'evaluat.ion du projet. et. les .. sures 
•acro-economiques et de reaedier a la aauvaise repartition de ressources 

peu abondantes. 

EXTRACTO 

La industria y la deuda exterior en Africa: un anAlisis preliminar 

Secretarla de la ONUDl 

El estudio se centra, por un lado, en la forma en que repercute la 
industrializaci6n sobre el rApido proceso de deterioro de la deud• exterior 
de Africa y, por otro, en las consecuencias que la carga de la deuda aca
rrea para las actuales y futuras tendencias de la industrializaci6n de 
Africa. Se subrayan vi..·ios temas fundamentales: las causas de la estruc
tura econ6mica bAsicamente dual de muchos paises africanos; las relaciones 
externas de la industria africana; los cambios necesarios para fortalecer 
la estructura interna de la industria africana y su posici6n en la economia 
internacional; y las medidas nece9arias para buscar una soluci6n a la 
actual situaci6n. En la segund3 p~rr.e se examinan los mecanismos de finan
ciaci6n de la industria, y en la tercera se analizan los resultados efecti
vos de la industria mediante estudios de casos particulares. En la cuarta 
parte se describen las Uneas bAsicas que definen el pensamiento de los 
gobiernos de los principales paises donantes. En la quinta y ultima parte 
se recogen las principales concluiJiones y se sugieren cambios que podrlan 
efectuar los propios paises africanos para aliviar la carga de la deuda y 
la crisis indu•trial. Tambi~n se incluye un ap~ndice en que se esbozan los 
resultados de d~terminados proyectos industriales. 
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Las pequenas industrias y la aplicaci6n de una estrategia 
de desarrollo regional con un centro de crecimiento: 

estudio de un caso en Ghana 
P.W.K. Yankson 

En el estudio se examinan las posibilidades de la pequeita industria 
para generar ingresos y empleo, no s6lo en centros de crecimiento sino tam
biEn en el Ambito m4s amplio de las economias urbana y regional, utiliza~do 
el mEtodo de an!lisis de "polos de crecimiento". El objeto del an4lisis 
empirico se situa en Ghana. DespuEs de un breve examen de las publicacio
nes sobre los polos de crecimiento y su aplicaci6n a Ghana, se hace una 
evaluaci6n detallada de la pequeita industria en la reg•Sn central del pals, 
partiendo del an!lisis de 1.006 empresas y las respuestas de gran parte de 
ellas a un cuestionario. La investigaci6n muestra que estas industrias 
tienen algunas posibilidades de generar empleo, aunque muchas veces est4n 
mal dirigidas y enfrentan ciificul tades econ6.nicas genera les, ta l~s como 
escasez de medios e inflaci6n. No parece que existan diferencias conside
rables entre los distintos centros. 

La eficiencia y el anAlisis social de proy~rtos 
en la economia de Nepal 

Ramesh Adhikari 

El estudio presenta los resultados de la aplicaci6n del an4lisis cos
tosbeneficios en dos etapas -eficiencia y costo social- a dos proyectos del 
sector privado de Nepal: una hilanderia de algod6n y un hotel internacio
nal. En la primera secci6n figura una introducci6n a la economia de Nepal. 
En la segunda y tercera secciones se examinan la 11tilizaci6n de los precios 
"sombra" en Nepal, as{ como los conceptos de eficiencia y costo social. En 
las secciones cuarta y quinta se presenta un resumen de los resultados ob
tenidos al estimar el valor de los par!metros nacionales; estas secciones 
incluyen tambi~n una comparaci6n de los proyectos en distintas condiciones 
y supuestos. En la ultima secci6n, el autor llega a la conclusi6n de que 
el tipo de anAlisis costos-beneficios de que trata el estudio es bastante 
f!cil de aplicar a una economia como la del Nepal y no exige mano de obra o 
medios estadiaticos de gran magnitud. Adem4s, la utilizaci6n de precios de 
eficiencia en toda la economia podr!a servir de vinculo entre la evaluaci6n 
de proyectos y las medidas de tipo macroecon6mico, y podda contribui1 .. 
reducir el margen de error en la asignaci6n de recursos escasos. 
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