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INDUSTRY AND EXTERNAL DEBT IN AFRICA: A PEELIMINARY ANALYSIS

Secretariat of UNIDO*

Introduction

The proximate concern of this report is to offer s 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 end likely future industrial trends in
Africa? The specific conception and operation of industry in Africa during
the quarter of a century that has elapsed sitce independence has, in many
cases, been 8 considerable drain on the already scarce foreign exchange
resources and thus a powerful factor contributing to the accumulation of
foreign debt. Upon gaining their indeperdence, African States were not
industrialized to any significant degree. The infrastructure and indus-
trial tradition which play a fundamental role in the industrislization
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 thne necessary engine of long-term socio-
economic growth and would enable the achievement of increasing economic
independence.

It has, however, become increasingly evident that many of the invest-
ments undertaken in the industrial sector were insufficiently integrated
within the national economy and thus with the oversll development process.
Consequently, linkages between industrial projects - and indeed between
industrial development and that of the economy as a whoie - remained weeak.
In the absence of sufficient domestic financial resources and developed raw
material resources, the industrial proje.ts required substantial commercial
externsl borrowings and sizeable official development assistance flows.
Moreover, many of the established industries proved not to generate the
desired saving of foreign exchange, with the result being that they in fact
sggravated the current foreign exchange crisis in a period of high external
indebtedness.

The implicetion is that this structure of industry end the pattecrn of
industrial development must be radicslly altered both in guantum and nature
in that present problems confrontiag African industrial sectors reflect
underlying structursl weakresses and imbalances. 1In order to reduce these
imbalances, a number of key issues must be treated. First, there is a need
to understand the causes leading to the development of an essentislly
dualistic economic structure in many Africen countries, where industry has
minimsal structural and institutionsl 1links with the subsistence sector.

*The research work was done by staff of the UNIDO Secretariat,
Division for Industrial Studies, with Javed Ansari, Peaul Hesp and Bo Thoamé
as consultants. Additional contributions were made by Charles Cooper of
the 1Institute for Socisl Studies at The MHague; Jscques de Bandt and
Philippe Huson in co-operation with other French resesrchers; Alisdair I.
MacBean fin the United Kingdom; Brent Copley and Roger Young of the
North-South Institute at Ottaws; and Marian Radetzki at Stockholm.
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Secondly, the nature of the external relationships of Africen industry, and
particularly its dependence on foreign capital, technology snd craw ma-
terials, need to te examined closely. Thirdly, changes in the internal
organization of African industry and its position within the internatiomnal
e¢conomy that could reduce its structural wesknesses need to be identified.
Finally, it is essential that the scope for implementing a stretegy for
bringirg about such changes should be realistically identified.

This study deals with these issues in the context of the impact of the
debt crisis on African industrielizetion. It seeks to develop a relevant
policy perspective in order to identify the choices open to African
decision makers in their quest for a more viable industrial sector which
can serve as a besis for stimulating national development.

Proposals for the restructuring of Africen industry have been forth-
coming from a wide variety of sources. Terhaps the most well known and
widely dedated are the set of policy recommendations put forward by the
international financial institutions. According to this view, industrial
policies should be cedesigned to foster export growth; public sector direct
ownership and management of industrial projects should be replaced by
indigetnous capital and entrepreneucship tc the greatest extent possible;
the emphasis on large projects, almost invariably heavy net absorbers of
fcreign capitsl, should give way to smaller operations which will be less
cf & burden in absolute tecms; and the mix of foreign financing should be
alterrd towards grester use of commercial loans and direct foreign invest-
ment in the more advanced countries of the region, a closer association of
public and private capital in the "donor™ countries, and closer attention
shculd be given to project-specific outlays for infrastructure so as to
waximize the productivity of these foreign inputs. All these changes must,
accocding to prevailing view:, 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-ort-term pressures on the balance of peyments
of some Africen countries, it is inadequate as a basis for reducing the
structural deficiencies. These, as pointed out above, are reflected in the
very weak inter-industrisl linkages characteristic of most African coun-
tries, in the insufficient integration of the industrial sector within the
national economy snd in the sector’s high dependence on foreign capital and
raw material imports. An export-oriented industrcislization strategy which
relies principally on the investment initistives of private enterprise is
unlikely to increwsse industrial integration or reduce international depen-
dence. Such an spproach may lead to a widespread erosion of the industrial
base of many African countries. Donor agencies which are broadly sympa-
thetic to the macro-economic perspective outlined above are nevertheless
reluctant to support the generalized decentralization that a comprehensive
endorsement of such a strategy may entail. They are tlerefore cautious
about designing sector specific policies and, es this report repeatedly
points out, there are meny inconsistencies in the macro-economic recom-
mendations sand sector-specific interventions of the international financiasl
agencies,

Africe is at a crossroads in regard to industry. Although evidence is
by no mesns systematic or sufficiently detsiled, there are indications that
8 de-industrialization process has already begun in various countries,
especially in sub-Seharan Africe. ‘he development of a -onsistent and
coherent industrial strategy cepable of handling short-term costs while
preserving & national industrial base is an urgent necessity. Such a
strstegy must be constructed on the basis of an objective assessment 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 Europesan Economic Community 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 eny careful restructuring would be precluded.

This report is orgenized as follows: in the first section, a brief
summary is given of an interpretation of the current situatiot - one which
differs from the macro-economic perspective outlined above. 1Its 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 financisl mechanisms thiough which industry
is funded are exawined, 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 the actual performance of
industriel projects is analysed. It is at the project level that the
various aspects of the major problems aeffecting African industry emerge
most clearly, and the concrete problems must be the starting point for the
formulation of an industrial strategy. 1In 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 a broader level (e.g.
wmacro-economic policy). Subsequent analysis is orgenized with reference to
the various phases of a project, from initial formulation 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 contribute to such improvement, and how
(and in what time horizon) project performance could be bettered.

In the fourth section, the emphasis shifts from the presentation of
empirical evidence to a consideration of the views and suggestions 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
Africe, these views constitute important date 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 ihan new projects, the stress on export-oriented
industries, and the need to promote domestic private entrepreneurship. An
sttempt is made to assess the real prospects for these activities and to
outline their relationship to existing industrial operations.

In the fifth and concluding section, the main findings of the report
are brought together and, taking into account the actusl 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 induatry/debt crisis.

This introduction would not be complete without underlining some of
the limitstions of the present report. First, the findings presented here
constitute no more than a preliminary analysis of the problem. Secondly,
there has been no opportunity for discussion with African policy makers
working at the national level. This report might thus facilitate collab-




oration between the United Nations Industrial Development Organization
(UNIDO) and African countries on the subject of industrial restructuring in
a period of crisis. Thirdly, no individual country studies have been
undertaken. It has thus not been possible to identify explicitly which
industrial activities could, in particular cases, constitute the core of
future operstions. " UNIDO believes that such practical steps would be an
essential part of follow-up work to the present report. Fourthly, direct
discussions with financiag 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 crisk 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 wmain sections of the report focuses on sub-Ssharan
Africa, making but limited reference to the rorth African countries. Since
the share of Algeria, Egypt, Morocco and Tunisia in total African wanu-
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 those of sub-Saharan Afcica. The north
African countries are much more closely tied to circuits of foreign
commercial finance and more closely integrated to export of manufactures
through international sub-contracting (above all, this is tcrue for Morocco
and Tunisia) than most of sub-Saharan Africe. It could be argued, and
indeed this report does consider the argument, thet 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 thanm 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 Sahsra, 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 1is needed to
accommodate the srowing debt burden in these countries than in north Africa.

The present situation

Stalistical 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 attcib-
utable to industry. This is a complex task. Aggregate 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 Commission 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 (a8 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 emong African nations will change sccording to
which spproach 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 asggregate 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 within the public debt:
whereas in the mid-1970s around two thirds was owed to official creditors,
the proportion hes recently dropped to about 60 per cent. In itself the
change may not seem great, yet its impact on debt servicing costs has been
significent due to the appreciably tougher terms charged by private cred-
itors. Over the period 1976-1983, there has been a marked deterioration in
all aspects of deb: servicing, concisely summarized in an increase in the
debt servicing/exports catio from 6.6 per cent to 23.2 per cent.* This
simply means thet, relatively speaking, much 1less foreign exchange is
available for productive use than before. Industry must therefore either
obtain a greater share of the sllocation 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 has prevailed.

Table 2 shows in greater detail the overall worsening of the structure
of debt, this time with date taken from the period 1972-1983. By 1983,
concessional lending was down to less then 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 8 dominance of soft loans. 1Instead, it is
necessary to distinguish among countries. Those with "bankable” assets
(which in effect, as far as sub-Saharan Africa is concerned, means oil-
exporting and mineral-rich countries) could obtein ready access to commer-
cial money markets while other countries could not - hence three quarters
of EBuromoney borrowings of sub-Saharan Africa in the esrly 1980s were
sccounted for by Angola, Cameroon, the Congo, Céte d’'Ivoire, Gabon and
Nigeria. Countries without such resources and thus without recourse to
commercial mon=v have been driven into other arrangements: 1in the period
1979-1984, debt reschedulings took place more than 40 times samong the
countries of sub-Saharan Africa (end in some cases, on more than one
occasion). 1In the worsening climate even countries with access to com-
mercial money markets have become involved in rescheduling.

In terms of the pressure of debt on national economies, the situation
has worsened for all countries. Ratios of debt to gross national 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 helf had a ratio in excess of S50 per cent, while another five of the
middle-income group also had such ratios. 1In addition to the debt-service
figures cited esrlier, the picture has also become far more bleak with
regard to net capital transfers. For all groups of countries of sub-
Saharan Africea, there has tended to be a sharp decline in net transfers,
due primarily to & dramatic rise in interest costs and the rise in amorti-
zstion payments. Consequently, current account deficits cannot be expected
to be offset by such flows snd 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 arrangements. 1In the long run, these reschedulings increase
the debt burden.
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Table 1. Public and private debt in sub-Saharan Africa,
1976, 1982 and 1983

Item 1976 1982 1983

Millions of dollars

Total debt outstanding (disbursed) 17 745.0 53 741.8 58 508.6
Public 16 605.6 S0 510.2 55 589.0
Private 1 139.4 3 231.0 2 907.6

Public debt outstanding (disbursed) 16 605.6 50 510.2 55 589.0
official creditors 10 718.9 29 489.9 33 149.9

Of which multilateral (3 173.1) (11 386.3) (12 886.1)
Private creditors S 886.7 21 020.3 22 499.1
Of which banks (3 534.1) (18 157.4) (20 000.7)
Public net transfer 2 288.0 S 279.% 4 831.0
Official creditors 1 S44.5 2 937.0 3 097.0
of which multilateral (522.2) (1 481.5) (1 327.8)
Private creditors 742.5 2 342.4 1 733.8
Of which banks (679.9) (z 307.1) (1 887.0)
Public debt service 1 499.6 4 940.5 s 725.1
Official creditors 519.1 1 435.2 1 602.5
Of which multilateral (192.5) (627.6) (758.2)
Private creditors 980.5 3 502.4 4 122.6
Of which banks (387.2) (3 110.6) (3 713.2)
Percentage
Terms

Interest
Official creditors 3.5 4.5 5.8
Private creditors 7.8 11.3 11.0

Grant element
Official creditors 49.1 42.0 33.2
Private creditors 7.2 -6.0 -2.3

Ratios

Debt to gross national product 16.3 26.3 32.1

Total debt service to exports 5.8 15.0 20.3

Interest payments to exports 1.8 7.2 9.1

Millions of dollars
Private debt

Debt outstanding 1 139.4 3 231.6 2 907.6

Net transfer 17.3 207.8 -5.7

Private debt service 235.0 912.3 928.7

Total debt service (millions of
dollars) 1 734.6 5 852.6 6 653.6
Total debt service/exports (percentage) 6.6 18.0 23.2

N
P ST e, e

Source: World Bank, World Debt Tables 1984-198S5.




Table 2. Sub-Saharan Africa: composition of debt, in billions of dollars
and as a percentage of the total debt, 1972 -1983
1912 1978 1979 1980 1981 1982 1983
Source Amount/% Amount /% Amount /% Amount /% Amount /% Amount /% Amount/%
Financial markets 1.0/714.5 8.2/30.1 10.9/732.0 12.9/732.2 15.2/734.2 18.1/36.1 20.0/36.2
0il importers (0.9)7(13.5) (5.8)7(21.3) (7.3)7(21.4) (8.1)7(20.2) (8.9)/7(20.0) (9.4)/(18.7) (9.0)/(16.3)
Suppliers® credits 1.0/714.3 3.4712.4 3.5/710.2 3,1/7.8 2.9/6.5 2.8/5.6 2.4°4.4
0il importers (0.8)7(11.2) (2.8)7(10.3) (2.9)/7(8.5) (2.3)7(5.8) (2.5)7(5.6) (2.4)7(4.6) (2.1)/7(3.8)
Bilateral
Non-comcessional
DAC 0.3/4.6 1.475.2 2.1/71.9 3.7/79.2 4.1/9.2 4.2/8.4 4.9/8.9
0il importers (0.2)7(3.3) (1.2)7(4.4) (2.3)7(6.8) (3.2)7¢(8.0) (3.6)/(8.1) (3.7)7(7.4) (4.3)/(7.8)
Others --70.6 0.8/2.8 1.2/3.6 1.5/73.8 1.4/3.2 1.873.6 1.8/3.3
0il importers (--)7(0.6) (0.7)7(2.4) (1.1)7(3.2) (1.4)7(3.6) (1.3)7{2.9) (1.7)7(3.4) (1.3)7(2.3)
Concessional
DAC 2.0/28.4 4.3/15.8 4.,5/13.2 5.1/12.7 5.1/11.5 $.5/10.9 5.6/10.1
Others 1.1/715.3 3.7/13.6 4.6/13.4 5.2712.9 6.1713.7 6.5712.9 7.7/14.0
0il importers (3.1)7(43.7) (6.5)7(23.8) (1.5)7(21.9) (8.6)7(21.5) (9.2)/(21.9) (10.4)/(20.7) (11.7)7¢(21.2)
Multileteral 1.3/718.5 5.5/20.0 6.8/19.8 8.5721.3 9.7/21.8 11.3/22.5 12.8/23.1
0il importers (0.9)/7¢12.7) (4.6)7¢16.8) (5.71)7(16.7) (1.6)/¢19.0) (8.3)/(18.6) (9.7)7¢19.3) (10.9)/¢19.7)
Total 7.1/7100.0 21.37100.0 34.2/100.0 39,9/100.0 44,5/100.0 50.2/100.0 $5.2/100.0
Notes: The figures in parentheses show the amount and percentage of the total debt attributeble to the oil importers.

DAC:

Development Assistance Committee (Organisstion for Economic Co-operation end Development).
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The psnorama 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 the pressure the debt imposes on
overall economic management, including that of the industrial sector. It
will be shown later that, inm fact, the drive towards reorganizing the eco-
nomies of sub-Saharan Africa 1n the sense of eliminating activities has
been aimed at industry. 1t is thus relevant to ask to what extent tae debt
is attributable to industry.

Debt and industry

Tables 3 and & present calculations for sub-Sahatan Afcica. Debt
figures in table 3 include undisbursed commitmeats (which explains why the
aggregate is noticeably larger than that given in table 1), while table &
gives data for disbursed commitments. For only four countries does the
»manufacturing debt” shace 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 higher, the data certainly lend no support to the view
that, for sub-Seharan Africa as a whole, industcy has been a primary cause
of the debt expsnsion: the sector has not been a heavier borrower than the
others. Table 5 dissggregates 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 identified
with about one scventh of total debt. 1In only two countries, Benin and
Nigeria, does manufacturing industry cank first among all sectors as &
source of debt liability.

Table 3. Manufacturing sector’s shave of total debt, 1983
(Millions of dollars) ’

(2) as @
Total debt a/ Manufacturing debt b/ percentage of
Country (1) (2) (1)
Benin 877.1 440.4 50
Botswara 383.6 .. ..
Burkina Faso 653.7 22.2 3
Burundi 527.4 87.1 17
Cameroon 2 591.9 §25.4 20
Cape Verde 112.1 .7 1
Central African Republic 305.4 .1 0
Chad 243.4 28.5 12
Comoros 154.5 .- .
Congo 1 886.4 154.6 8
Cdte d'Ivoire 6 074.5 461.3 8
Djibouti 98.4 5.2 5
Equatorial Guineeo 146.2 8.0 6
Ethiopis 1 486.2 221.5 15
Gabon 1 595.2 14.5 1
Gambia 233.3 3.3 1
Ghana 1 405.1 93.7 7
Guinea 1 539.5 186.7 12
Guinea-Bissau 160.6 5.9 4
Kenys 3 784.0 388.7 10

continued
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Table 3 (continued)

(2) as a
Total debt a/ Manufacturing debt b/ 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 8€0.3 .6 0
Mali 1 276.0 39.1 3
Mauritenisa 1 670.4 156.4 9
Mauritius $53.2 23.0 4
Niger 938.9 11.3 1
Nigeria 15 S522.7 5 286.8 34
Rwanda 383.8 27.4 7
Senegal 2 106.8 166.9 8
Seychelles 60.8 .2 0
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 2354.5 465.1 14
Zaire 4 704.7 283.2 6
Zambia 3 210.4 321.0 10
Zimbabwe 2 166.6 74.6 3

Totsl 74 471.2

Source: World Baak data on sectoral distribution of public debts of
African countries south of the Sahara (data as of 25 April 1985).

8/ Total debts are debts outstanding, including undisbursed commit-
ments as st the end of 1983.

b/ The actual debt to be attributed to the manufacturing sector will
be higher than reflected in the table because debts which have been re-
scheduled and debts for which repayment terms are unknown are not included,
and also because debts for which the purpose is unclear or for which the
country hes not reported a purpose are put into the "not applicable” cate-
gory. The World Bank print-out includes the following "sectors™: agri-
culture, forestry, fishing; mining, quarcying; manufacturing; electricity,
gas/water production; construction; trade, restsurents, lodging; transport,
storage, communications; finance, insurance, resl estate, business service;
community, social, personal services; contribution to finance current
imports; contribution not directly for imports; other contributions; debt
reorgsnization; nationalizetion; military; pension payment; other contribu-
tions, nct Development Assistence Committee flows; and "not applicable”.

These numbers do not tell the whole story. It may be argued that the
sbsence 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 sbout debt increases. It is not easy




b/ 1Including manufecturing, mining,

¢/ Project estimates.

utilities, construction and transport.

s o
Table 4. Debt, disbursed commitments, and debt gaervicing in
sub-Saharan Africa, selected years
19170 1973 1982 1984
Amount Amount Amount Amount
(hillions (billions (billions (billions
ltem of dollars) Percentage of dollars) Percentage of dollars) Percentage of dollars) Percentage
(1) Total debt 4 685 865 11 702 591 45 456 648 56 467 945
(2) Total sectoral debt a/ 3 969 200 10 353 619 32 835 118 38 646 289
(3) Total industrisl debt b/ 2 354 406 6 498 581 20 370 309 24 242 340
(4) Totsl manufacturing
debt b/ 262 464 949 972 5 711 524 6 909 087
(4) as s percentage of (1) 5.6 8.1 12.6 12.2
(4) as a percentage of (2) 6.6 9.2 13.4 18.9
{S) Totul debt service 449 282 1 302 030 4 940 778 9 665,888 ¢/
(6) Total sectoral debt
service 8/ 3715 312 956 010 4 242 250 6 559 316 ¢/
(7) Total industrial debt
service b/ ¢4 3178 660 871 2 366 912 9,226,989 ¢/
(8) Total wmanufacturing '
debt secrvice 34 814 127 197 776 059 1 505 145 ¢/
(8) as s percentage of (3) 1.7 9.8 18.7 15.7
(8) as a percentage of (6) 9.3 13.4 18.3 22.9
(9) lnterest repayments 161 689 429 686 2 361 639 3 605 617 ¢/
(10) Sectoral &/ 133 125 370 4353 2 075 6713 2 461 837 ¢/
{11) lndustrial b/ 90 614 236 928 1 216 110 1 592 794 ¢/
(12) Wanufacturing 8 149 38 010 420 080 524 810 ¢/
(12) as e percentage of (9) 5.0 8.8 17.8 14.5
(12) ss s percentage of (10) 9.0 10.3 20.2 21.3
(13) Total agricultucal debt 135 382 a11 271 3 143 017 3 560 203
(13) as & percentage of 1) 2.8 4.1 h 6.9 6.3
(14) Totsl trade debt 16 765 6 841 292 811 482 825
(14} ss s percentage of (1) 0.3 0.6 0.9 1.2
(15) Finance debt 67 S33 172 043 622 254 837 485
(15) ss a percentage of (1) 1.4 1.5 1.4 1.5
(16) Social services 1 390 216 2 790 813 8 306 767 9 $23 432
(16) a3 & percentage of (1) 29.6 23.8 18.5 16.9
Source: Internsl dats provided by the world Bank.
a/ lacluding agriculture, wmining, manufacturing, utilities, trade, construction, transpert, finance and socisl service
sectors.
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Table 5.

Sectoral distribution of public debt of African countries, 1983
(Percentage of total debts a/)

Country or area Agriculture b/ Mining ¢/ Manufacturing Infrastructure d/ Services ¢/ Community £/ Others g/ Total

Sector

Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cape Verde
Central African
Repudlic
Chad
Comoros
Congo
Cdte d'lvoire
Djibouti
Equatorial Guinea
Ethiopia
Gabon
Gambiae
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Libecia
Madegascar
WNalawi
Mali
Mauritania
Wauritius
Niger
Nigeria
Rwanda
Senegal

1 50
15 -
4 3
1 17
2 20
. 1

12

4 3
2 8
. S
6

2 13
1 1
1

7

? 12
4

- 10
e 1
3 3
1 7
2 3
23 9
e 4
18 1
34

.o ?
2 8

Y 4

23

D L e e

]
W W

-

NWNWWVNITL =N D2WANWNWNONL

12
26
29
25
18
22

10
60
13

100
100

97
103
100
100
100
100
100

99
101
100
101

98
100
100
101
101

99
101
100

98
101
100

99

continued
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Table S5 (continued)

Sector

Country or ares Agriculture b/ Mining ¢/ MWanufacturing Infrastructure d/ Services e/ Community f/ Others g/ Total
Seychelles 10 e -- 32 3 S1 3 99
Sierra Leone 19 3 6 36 3 20 13 101
Somalia 11 1 21 23 - 19 23 100
Sudan 7 . 3 17 1 10 67 100
Swaziland 10 ‘e 1S AOQ ? k2 3 101
Togo 7 3 12 3 2 9 35 99
Uganda 14 1 16 19 4 23 21 102
United Republic

of Tanzania 7 ? 14 27 ? 17 N 100
Zaire 3 4 6 35 2 ) 4% 100
Zambia 6 20 10 29 2 12 22 101
Zimbabwe S 2 3 39 12 24 26 98
Sub-Sshacan Africs 8 3 14 32 3 19 21 100

of 25 April 1983).

b/ lncluding forestry and

¢/ 1ncluding quareying.

business sarvice.

Assistance Committee flows) and

d/ 1Including electricity, gas an

a/ “Total debts" are debts outstanding, including

fishing.

e/ 1Including transport, storage, communications,

£/ 1Including social and personal services.

&/ Including contributions to finance
contributions, debt creorganization

"not appliceble”.

Source: World Bank data on sectoral distribution of public debts of

curcvent

d water production, and construction.

imports, contributions not directly
, nationalization, militacy, pension payment, other contre

undisbursed commitments, ss at the erd of 1983,

for

imports,

African countries south of the Sahars (date as

finance, insurence, real estate, trade, restaurants, lodging snd

other

ibutions (but not Development
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to assess the weight of this argument. It would be wrong to just sdd up
all industrial imports and put them on the bill since meny items cannot be
produced locally. Moreover, ir those instances (the majority) where
capacity utilization rates are well below 100 per cent, the reasons for
this may not be related to domestic inefficiency. 1Indeed, the weight of
the debt itself may well be & major reason why necessary raw materisls can-
not be obtained and production is restricted. But it is a fuct that
African industry relies on imported inputs more than it does on domestic
resources, and thet these imp.rts represent a drain of foreign exchange.
In the third section, the cgse-study analysis, an attempt is mede to put
these factors into perspective. A point which tends to be ignored if onme
looks at the percentages per sector only is that the directly productive
sectors, agricultuce, mining and menufacturing, do not just have to pay off
their own debts: the huge debts sccumuleted ty, for exexple, projects
involving infrastructure (often related to industrial development) will
have to be paid off ss well, snd part of the burden will have to be shoul-
dered by industry. Thus, although it can be concluded that the direct con-
tribution of menufacturing industry to debt asccumulstion is generally
small, it hes to be kept in mind that industry will have to bear a part of
the debt burden of the economy as a whole. For the moment, it can be con-
cluded that the direct contribution of manufecturing industry to debt
sccumuletion is small in most of sub-Sahsran Africa, and is certainly
inferior to that of many other sectors. The contribution of msnufscturing
towards the servicing of debt has, however, remsined limited, particulerly
in recent years, when industrial growth rates have tended to fall.

A gtatistical overview of industry

During the period 1963-1982, growth rates in African manufacturing did
not generslly lag behind those in other developing countries. Thus African
manufacturing value added grew at an annual average rste of 7.3 per cent
during 1963-1973, and 5.4 per cent during 1973-1981. The World Bank has
estimated that manufscturing value added growth rates in all low-income
developing economies (excluding Chinas and India) were 6.7 per cent during
the 1960s and 3.2 per cent during the 1970s. The manufacturing value added
in medium-income developing ccuntries grew at the rates of 7.3 per cent and
5.3 per cent respectively during these periods.

Three important differences somewhat conceajed by these figures
should, however, be noted. First, the manufacturing sector in most African
countries is, in both absolute and relative terms, significantly smsller
than in many other developing countries - the smallness of the African
industrial base is partially creflected in the relatively high growth rates
obtsined. Secondly, industrisl performence during the last four years has
deteriorated very sherply in Africa relstive to other developing coun-
tries. Thirdly, there are unusually wide variations in the growth perfor-
mence of national menufacturing sectors.

Table 6 summacrizes 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 date are available experienced negative rates of
growth of per capits menufacturing velue added, whereas during the period
1963-1973 only two countries had negzative growth rates. The tendency
towards contraction in manufacturing industry s a whole is slso reflected
in the fact that for 18 of the 49 countries included in teble 6, the share
of manufscturing velue added in gross domestic product declined between
1973 and 1981. 1In three countries - the Gembia, the Suden and the United
Republic of Tanzenia - the share of manufacturing value added in gross
domestic product fell by over 50 per cent during the period 1973-1981.




Table 6. Growth of manufacturing value added, at constant
(1975) prices, selected periods and years

Growth rates SEQrconnpz

Total manufacturing Per capita

value added mannfacturing value added v ollars
Countcy or ares 1963-1973 1973-1982 1963-1973 1973-1981 1973 1981
Afcice 1.3 5.9 4.5 2.9 38 46
Algeria 12.8 1.0 9.7 3.5 15 94
Angola 10.2 -10.0 8.3 -12.2 S1 15
Benin 6.0 -4.2 3.2 -1.0 14 10
Botswana 6.2 17.3 3.9 14.0 24 88
Burkine Faso 18.3 4.1 15.7 1.5 17 18
Burundi 13.8 5.0 11.9 2.8 12 15
Cameroon 2.5 6.4 0.6 4.0 40 sS
Cape Verde 9.0 3.2 6.2 1.4 15 17
Central African Republic 6.6 1.5 4.5 -0.7 26 22
Chad 5.4 -4.6 3.4 -6.5 15 9
Comoros 1.2 -5.1 4.4 -8.0 17 1
Congo 0.3 1.7 -2.0 -0.9 45 3o
Cdte d'lvoire 10.7 8.7 5.5 4.9 70 100
Bgypt 3.3 8.2 0.9 5.9 S7 87
Equatorial Guinea 5.1 -16.1 3.1 -18.0 20 5
Ethiopia 8.2 3.6 5.6 1.6 11 12
Gabon 10.9 14.3 9.9 12.8 90 222
Gambia 3.5 -12.0 0.3 -14.5 20 6
Ghana 6.9 -0.5 4.4 -3.6 67 50
Guinea 3.3 2.6 1.1 0.1 11 10
Guinea-Bissau 8.4 3.4 8.2 1.6 3 3
Renya 8.6 6.8 4.9 2.7 29 34
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Declining growth has been accompanied by incressed industrial concen-
tration in the region. As table 7 shows, the share of the top four African
countries in countinental manufscturing value added (Algeria, Egypt, Morocco
and Nigeria) increased from 44.6 per cemt in 1973 to 55.6 per cent in 1981,
whereas thzir share of Africe’s population in 1981 was about 35 per cemt.
The share of the bottom frour fell from 0.15 per cent to 0.06 per cent.
Thirty-onc countries experienced a decline in their share of continental
manufacturing value added. The share of 10 countries in continentsl manu-
facturing value added was moie then halved, while two countries doubled
their share. The bottom 20 countries, with a population share of about
12 per cent in the whole of Africa, account fcr about 4 per cent of wmanu-
facturing value added. Mos: of these countries have a manufacturing value
added of less than $100 million each. 1In at least seven African countries,
the manufacturing sector is alrcost non-existent; it accounts for less than
S per cent of monetized gross domestic product. 1Its share would probably
be significantly smeller if the subsistence sector within the nationsl
economy were to be taken into consideration.

The high degree of industrisl concentration is also reflected in the
product mix of Africen manufacturing. Estimates of the inter-branch dis-
tribution of manufacturing value added in nine leading African countries
(Egypt, Ethiopia, Kenya, Madagascar, Tunisia, the United Republic of
Tanzania, Zaire, Zambia and Zimbasbwe) show that the share of food products
and textiles fell from 52 per cent in 1973 to 44 per cent in 1980. The
share of consumer non-durables was, however, still over 60 per ceant in the
early 1980s, compared with almost 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 sbout 20 per
cent of manufactucing value added. 1In 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
esrly 1980:, but productivity in some consumer goods industries - particu-
lerly food products - has also increased. Associstion between labour pro-
ductivity and the non-wage value added ratio is positive but relatively low
by intecnational standards. 1In the case of the economies of some Africam .
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 lahour productivity levels and rates of growth of output
over the period 1973-1980. The most rapidly growing industrial branches
(transport equipment, electrical and non-electricel machinery) did not rank
high in terms of the productivity inde;. 1Industries with the highest
levels of productivity (industriasl chemicals, other chemicals, rubber prod-
ucts snd food manufacturing) grew at moderate rates. Manufacturing growth
was fuelled by increased investment of financial resources. It did not
occur primarily as a consequence of more efficient use of existing resour-
ces. Investable surplus generated within the industrisl sector remained
quite small.

Relatively low levels of industrial efficiency are also reflected in
stagnant export earnings. UNIDO has estimated that Africe’s share in world
menufacturing exports declined from 0.48 per cent in 1970 to 0.36 per cent
in 1980. Over the same period, Africe’'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 gradual worsening of
Africe’'s manufacturing trede performance. For 10 of the 16 countries for
which dats ere svailsble, totel exports tended to grow significantly faster
then manufacturing exports during the period 1973-1981 - there was there-
fore a decline in menufacturing’s share of total exports in most African




Table 7. Country distributi
wmanufacturing value added,

(Percentage)

on and share in total economic activity of
at constant (1875) prices, 1973 and 1981

Contribution to

African manufacturing

value added

Share of manufacturing

value added in

gross domestic product

Share of manufacturing
value added in gross
domestic product
less services

Country 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
Botswana 0.11 0.35 $.31 11.84 8.42 20.13
Burkina Faso 0.72 0.62 13.83 13.86 22.57 23.54
Burundi 0.33 0.31 10.83 11.54 14,26 15.41
Cameroon 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
Comoros 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
C3te d'Ivoire 3.12 3.94 12.97 15.59 29.04 28.21
Bgypt 14.42 17.77 17.8S 17,31 37.41 34.43
Ejuatorial Guinea 0.04 0.01 5.49 5.28 7.83 9.32
Rthiopia 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
Gambia 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-Bissau 0.01 0.01 1.37 1.53 2.31 2.63
Kenya 2.64 2.76 11.77 13.34 21.56 . 25.75
Lesotho 0.07 0.06 5.69 5.11 12.92 11.24
continued
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Table 7 (comtinued)

Contribution to

African manufacturing

value addad

Share of manufacturing
value sddad in
gross domestic product

Share of manufacturing
velue added in gross
domestic product

less services

Country or ares 1973 1981 1973 1981 1973 1981
Liberia 0.22 0.19 4.88 5.63 6.63 8.05
Libyan Arsb Jamahiriya 1.26 2.28 1.21 3,52 1.47 6.38
Madagascar 1.53 0.91 11.65 10.05 19.65 16.21
Malawi 0.52 0.54 12.23 12.55 17.91 19.39
Mali 0.36 0.31 9.66 8.64 20.73 19.91
Mauritania 0.14 0.14 S.04 6.29 7.82 11.34
Mauritius 0.57 0.83 13.91 20.43 21.05 35.44
Morocco 9.74 10.74 16.89 17.58 31.45 38.67
Wozambique 3.04 1.19 9.85 7.35 16.97 13.33
Nemibia 0.56 0.53 6.43 6.65 10.22 10.55
Niger 0.49 0.36 10.61 6.69 16.21 9.45
Nigeria 12.30 18.31 4.74 8.17 6.70 13.25
Réunion 0.33 0.29 3.86 3.62 15.01 15.52
Rwanda 0.12 0.47 3.97 13.45 5.50 19.51
Senegal 1.64 1.15 13.37 13.75 24.20 24.03
Sierrs Leone 0.33 0.23 7.17 6.46 12.07 11.89
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
Swaziland 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
Uniced Republic of Tanzanis 1.92 0.83 11.09 5.79 18.34 11.24
2aire 2.47 0.97 8.26 6.18 14,90 11.18
Zambia 2.89 1.89 18.57 16.93 32.93 32.15
Zimbabwe 5.82 5.28 25.10 26.72 42,09 47.06

Source: UNIDO dats 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. 1In
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-
grammes induced drastic import cut-backs. An important part of these
imports consists of inputs (raw 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 product rather thun the
inputs. The cut-backs, therefore, have had & large negative impact on
growth and capacity utilization within African manufacturing due to the
high import dependence of many industcrial branches.

UNIDO 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 commodities. The main features are
summarized in table 8, which, however, is incomplete, primarily because it
excludes all products in category 38 of the International Standard Indus-
trial Classification of Aall 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 taeble 8.

Table 8 presents a truly alarming picture of the extent of Africa’s
import dependence as far as manufacturing industry is ccncerned. 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 Africen 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 date 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 & borderline case. Eighteen of the
41 countries for which dats are available had ratios above 50 per cent.

Of all the items, 54 per cent had import to apparent consumption
ratios approaching 100 per cent for all or almost all Africsn countries.
For another 28 items (12 per cent of the total), the majority of African
countries had import raetios approaching 100 per cent. These two categories
included virtually the whole range of intermediate industrial inputs
(including most chemicals, all mineral processed products and even wood,
pulp and paper) necessary for the developmz2nt of an integrated industrial
structure.

Another feature of Africen indus:riaj sectors revealed in table 8 is
the surprisingly small change that took place in import ratios between the
periods 1972-1974 and 1979-1981. Out of the 43 commodities included in
category 1 (i.e. with import ratios approaching 100 per cent in almost all
countries), ss meny as 38 remained within it in both time periods. Three
products (wood pulp sulphate, non-cellulocic staple and lubricating oil)




Table 8.
ins

Summary of data o

n imp
elected commodities in 40 Af

ort content of apparent consumption
rican countries

Commodities in which
catio ¢/ approsches
100 per cent in sll

or almost all countries

Cowmodities in which
catio s/ spprosches

100 per cent in
most countries

Commodities in which
ratio g/ is not
below 75 per cent
in wost countries

Commodities in which
ratio a8/ is not
below 50 per cent
in most countries

Commoditles in which
ratio a/ is not
below 25 per cent
in wost countries

Commodities in which
ratio g/ is below
25 per cent
in most countries

vood pulp b/ ¢/

Pulp from other Eibres b/ ¢/

wood pulp sulphate b/

Newsprint b/ ¢/

Wethamnol b/ ¢/

Glycecine ¢/

Chlorine b/ €/

2inc oxide b/ ¢/

Titanium oxides b/ ¢/

Lead oxides b/ ¢/

Ammonia b/ ¢/

Caustic sods b/ g/

Soda ash b/ ¢/

Wydcogen percxide b/ ¢/

Calcium carbide b/ ¢/

Dyestutfs b/ ¢/

Vegetable tanning
extracts b/ ¢/

Activated carbon b/ ¢/

Potassic fertilizers b/ ¢/

Synthetic rubber b/ c/

Non-cellulosic staple b/

Regenersted cellulose b/ ¢/

Lubricating oil b/

Angles, shapes etc. b/ ¢/

Heavy iron plates b/ e/

Wedium-weight plates b/ ¢/

Plates and sheets b/ ¢/

Tinned fish b/ ¢/
Malt b/
Wood pulp
sulphate ¢/
other printing
paper b/ ¢/
xraft paper b/ ¢/
Machine-made
papec b/ ¢/
Glycerine b/
sulphuric acid b/ e/
Witrogenous
gertilizers b/ ¢/
Phosphate
fertilizers b/ ¢/
Insecticides
etc. b/ ¢/
Won-cellulosic
staple ¢/
Motor gesoline b/
Xerosene b/ ¢/
Distillate fuel b/
Lubricating oil ¢/
pPig iron b/
Wire rods ¢/
Unweought lead b/

Raw sugar b/
Walt ¢/

Cotton yarn ¢/
Wotor gasoline ¢/

Total: 4& entries d/

Total:

28 entries d/

Butter b/ ¢/
pDistillate fuel ¢/
Liquefied petroleum

gas b/ .
Cement b/ ¢/

Total: 6 entries d/

Cheese b/

Vegetable oil ¢/

¥lour b/ ¢/

Refined sugar b/

Pootwecrr ¢/

Particle board b/ ¢/

Liquefied petroleum
ges ¢/

Cemeat b/ ¢/

Total:

11 entries d/

Cheese ¢/
Margarine b/ ¢/
Vegetable oil b/
Raw sugsar ¢/
Refined suger ¢/
Animal feed b/ g/
Beer b/ ¢/
Soft drinks b/ g/
Cigarettes b/ ¢/
Cotton ysen b/
Cotton

fabric b/ ¢/
Pootwear b/
Soap b/ ¢/

Total: 20 entries d/
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Tin plate b/ ¢/

Railway track material b/ ¢/
Plain wive b/ ¢/

Tubes b/ g/

Welded tubes b/ ¢/

Copper bars ete. b/ ¢/
Copper tubes b/ ¢/
Unwrought aluminium b/ ¢/
Aluminium rods b/ ¢/
Aluminium plates b/ ¢/
Aluminium tubes b/ ¢/
Unwrought lead ¢/
Unwrought zinc b/ ¢/

Zinc plates b/ ¢/
Unwrought tin b/ ¢/

Tin plates b/ ¢/

Total: 81 entries d/

Source: “Africa in figures® (UNIDO/1S.517, 6 Pebruary 1985), tadle 7.

a/ 1Import to apparent consumption ratio.
b/ During the period 1972-1974.
¢/ During the period 1979-1981.

d/ Rach commodity is counted twice: once for the period 1972-1974 and once for the period 1979-1981.
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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) moved up to category 1. By 1981, all African countries had an import
ratio of 100 per cent in these commodities.

The picture at the other end of the list is more complex. Five of the
13 commodities included in the lowest category (with import ratios below
25 per cent for the majority of countcies) 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 rcatios
vis-d-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 and refined sugar) 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 terms of
petroleum-based products. No progress whatsoever has been made in terms of
the major categories of industrial intermediates or in the production of
fertilizers. 1In all fertilizer categories, the mejority of the African
countries continued to have import to apparent consumption ratios of
approximately 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 potentisl for the development of
mangsnese, phosphates, iron ore, bauxite, tin, copper and diamond-based
industries, yet exploration end product development in these branches is
virtually at s standstill. The region continues to import an increasing
proportion of processed mineral intermediate products, and the ample
potential for increased utilization of intra-industry linkages remains
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 utilizing modern technology, has
always been dependent on the availability of foreign exchange for invest-
ment expansion and indeed current production, the limitation of foreign
erchange is & permanent feature of industriel c¢rganization. But debt has
acted as a constraint only in the past few yer~s, and its consequences for
industrial policy are being reslized only gradually. Much of the debt
problem is undoubtedly due to the deterioration of the international
environment of which Africa is a part and, in particular, to the fall in
export 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 then they ought to have towsrds sltering the
relationship of African economies to the international system. Theoret-
ically, Africa could have struck s balance between integretion 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, sctual practice has weighed heavily in
favour of the 1latter - 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 has been heavily determined
not only by the general internsl and externsl eanvironment but, more impor-
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tantly, by specific economic and political entities such as private and
multilateral and bilateral public financing sgencies. Therefore it is not
surprising that the sctors should have reached a wodus vivendi which,
though subject to frequent stresses and strains, has served to maintain the
traditional structure of Africa's cvelations 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 sttention to broader
macro-economic issues. Externsl financing in industry is now even more
conditional on African countries following the general policies recommended
by the multileteral financing organizations. Wwhile 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. 1In the longer term, nevertheless, an
efficient reorganization of projects that cen currently generate substan-
tial amounts of foreign exchange esrnings is unlikely to bring about the
type of changes required for reducing structural weaknesses 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 dilemma in
greater detail and make some suggestions on how to respond to it.

Financial mechanisms and their impact on industry

The State as a domestic resource mobilizer
and industrial entrepreneur

The involvement of the State in industrial investment and operational
processes in Africa was necessary in the first yesrs after independence.
In the pre-independence period, industrial investment came almost exclu-
sively from foreign sources: local private entrepreneurs did not possess
the resources and experience and could nct bear the risk exposure required
by complex industrial projects. The decision to increase public investment
in industry was facilitated by the Government's ability to raise taxes on
exprnding agricultural and mineral exports - the world prices of which were
rising through most of the 1960s and 1970s. Most of the State's financial
resources for industrial and general economic development have to be sup-
plied by texing Africa’'s traditional exports: agricultural and (in a
number of countries) mining products. Reduced export crop production and
declining internstional commodity prices have in recent years led to con-
siderable reductions in agricultural export earnings of Africen States,
while receipts from the mining sector were also reduced by low commodity
prices. 1In both cases, the insbility of individual Africen countries to
influence price fluctustions in the world market has been painfully
obvious. An additionsl problem which is becoming e serious barrier to
government earnings on primary commodities is the rapid erosion of the
natursl resource base which has become dramaticaelly visible in the Sshel
countries. These developments have drastically reduced resources available
to the public sector for investment in industry.
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Bven in the best of years, however, the low level of development in
any sector of the economy 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 domestic manufactucing; the State acts as buyer not only for cer-
tein basic industrial commodities but also for many intermediates; the
State, through fiscal and financial policy ss well as trede policy, cam
determine the potential profitability of industcial activities; and the
State, though not directly involved in the industrial leacning process of
private entrepreneurs, can nevertheless encourage that process through
local content measures.

Table 9 shows the share of the public sector im manufacturing invest-
ment, value added, output and employment for those African countries for
which relisble data could be obtained. While the numbers are fragmentary,
they do permit a few tentstive gemeralizstions. First, the emphasis on the
public sector in Algeris, Egypt end Somalis comes through strongly.-
Secondly, those countries of sub-Ssharan Africa that are shown, while
frequently cited as striking examples of state involvement, 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 rstio is significantly above the average, in part by investment out-
running output (in Algeria, where many projects were started towards the
end of the 1970s, the gross investment figures were several times larger
than those corresponding to projects where production had actually begun,
due to the long gestation pecriods), and in part by low utilization of
installed capacity.

Table 9. Shave of public sector in manufecturing investment, value
added, output and employment (latest available year)

Percentage
share Investment Value added Output Employment

80-89 Egypt (81.4) Algeria (84.9) Somslis (85.1) Algeria (81.0)

70-79 Somalia (79.9) Algeris (79.1) Egypt (70.0)

60-69 Zambia (64.0) Egypt (66.7) Somalia (65.3)

50-59 Tunisis (53.7) Zsmbia (51.0)

40-49 United Republic
of Tanzanis
(47.3)

Zambia (42.5)
30-39 United Republic United Republic  Ghana (32.9)

of Teanzenia of Tanzania
(39.0) (33.6)
Morocco (34.8)
20-29 Senegal (21.1)
10-19 Céte d'Ivoire
(19.3)

Nigeris (17.7)
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The international financial structure and Africen industry

In the first section of the report, the sharply deteriorating debt
position of African countries was outlined. The corollsary of this has been
a growing dependence of the domestic payments system on acceptance by the
international €inancial system of reorganizatior of cash flows. Table 10
summarizes the debt renegotiations, with both public snd private creditors,
concluded by African countries in *he period 1980-1983 - the rise in both
aumbers of countries and amounts at stake is clearly noticeable in 1983.
Those renegotiations have become incressingly intertwined with other
srrangements involving the provision of finance and conditional upon
changes in both economic policy and economic structure. Table 11 demon-
strates that no fewer than 29 African countries concluded atrcrangements
embodying fairly stringent conditioning of policy over the period ranging
from the end of the 1970s to (in some csses) mid-1984; in several instances
these arrangements (especially stand-by losns from the International
Monetary Fund) were multiple, one often overlapping another, and the table
indicates a few countries where both Internstions] Monetacry Fund and World
Bank lending have been prominent. To a steadily growing degree, the pos-
sibilities for renegotistion are becoming s function of acceptance by the
country of the (by now) fairly standard terms involved in the provision of
short- to medium-term foreign exchange by the Internstional Monetary Fund.
Consequertly, it is becoming more and more difficult to assume that private
and public loan capital will continue to be forthcoming regardless of a
country's general economic policy; instead, that policy must conform to a
deflationary package whose principal elements are inveriably a quick and
pronounced reduction in the public sector deficit, currency devalustion and
(increasingly) an effort to encourage greater foreign private capital
inflow. Tne inteansity of 1Internstional Monetary Fund arrangements and
their relatively limited duration are now beginning to genecate an addi-
tional effect: Africa is becoming a debtor to the International Monetary
Fund. In 1985, payments under "repurchase obligations” may total over
$700 million and will exceed receipts from the Interns:ional MWonetary Fund
in the absence of fresh loans. The tendency, then, is for domestic
resource management to be brought under constant supervision.

Tn these circumstances the flow of finance to the industrisl sector
from externsl sources assumes particular significance - it represents the
"direct” access the sector has to foreign exchange notwithstanding the
crisis. The source of such funds is official development assistance (both
bilatersl erd multilatecal) coming from countries and orgenizations belong-
ing to the Development Assistance Committee reporting system; and non-
concessional finance, composed of export credits, other official flows,
direct foreign investment and portfolio investment.

Officisl development assistance

The most favourable source for funds is wundoubtedly official
development assistance due to its concessional component. Table 12 shows
the behaviour of these funds in recent years.

Aggregate flows heve fluctusted appreciably - present indications are
that 1984 transfers were well below those in esrlier years of the present
decade. A closer look at the numbers reveals several additional points:




Teble 10. Official multilateral and private creditor debt renegotiations
of African countries, 1980-1983
(Millions of dollars)
Type of debt
renegotiation 1980 1981 1982 1983
Official
multilateral
lLiberia (30) Central African Madagascar (103) Central African
Sierra Leone (39) Republic (55) Malawi (42) Republic (13)
Zaive (606) Liberia (25) Senegal (B4) Liberia (25)
Madagascar (142) Sudan (174) Malawi (30)
Senegal (77) Uganda (10) Movocco (1 200)
Togo (92) Niger (29)
Uganda (27) Senegal (81)
Sudan (550)
Togo (300)
Zaire (1 600)
Zambia (320)
Private
creditor
Togo (68) Sudan (553) Liberia (27) Madagascar (195)
Malawi (37)
Nigeria (1 830)
Senegal (92).
Sudan (646)
Togo (84)
Source: Robert Wood, "The aid regime and international debt: crisis and structural

adjustment™, Development and Change. 1985, p. 193.
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Table 11. Wigh conditionality sgreements with the International Monetary Fund
made by Africen Governments, fiscal years 1980-1983

Internationsl Monetary Fund World Bank Group
stand-by acrrengements rxtended fund structural adjustment
Amount Amount losns
(millions of (millions of Amount
specisl drawing special drawing (millions
Country cights) rights) Year of dollars)

Central African

Republic Feb. 1930-Feb. 1981 4.0 ‘
Apr. 1931-Dec. 1981 10.4
Apr. 1983-Apr. 1984 18.0 |
Congo Apr. 1979-Apr. 1980 4.0
Cdte d'lvoire Feb. 1981-Peb. 1984 484,53 1982 1BRD 150.0
Bgypt July 1978-July 1981 600.0
Bquatorial )
Guines July 1980-June 1981 S.S
Ethiopis May 19831-June 1982 61.% %
Gabon June 1980-Dec. 1982 34,0 ) |
Gambia Nav. 1079-Ncv.!980 1.6
Peb. 1982-Feh. 1683 16.9
Grana Jan. 1979-Jan 1980 $3.0
Guines Dec. 1932-Nov. 1983 2%.0
Xenya Aug. 1979-Aug. 1981 122.9% 1980 10A $%.0
Oct. 1980-Oct. 1982 241,95 1983 18RD 60.9
Jan. 1982-Jan. 1983 151.5%
Mec. 1983-Sept. 1984 175.9
Liberia Mar. 1979-Mar. 19080 9.2
Sept. 1980-Sept. 1982 $5.0
Aug. 1981-Sept. 19827 5.0
Sept. 1982-Sept. 1983 $5.0
Hadagascar June 1980-June 1982 64 .4
Apr. 1983 June 1982 76.?
July 1982-3July 1983 1.0
Walawi Oct. 1979-Dec. 1981 26.1% 1981 18RD 45.0
May 1980-Feb 1982 49.9
Aup. 1982-Aug. 1983 22.0
Mali May 1987-May 1¢83 30.4 ﬁ
Mauritania Tuly 1980 ‘May 1987 29,7
June 1981-Mar. 1982 25.8
continued



Table 11 (continued)
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International Monetary rund World Bank Group
stand-by arcangements Extended fund structural adjustment
Amount Amount losns
(millions of (millions of Amount
special drawing special drawing (millions
Country Dates cights? rights) Agency of dollars)

Wauritius Oct. 1979-Oct. 1981 13.0 18RD
Sept. 1980-Sept. 1981 35.0
Horocco April 1982-April 1983 281.2 Oct. 1980-Oct. 1983
Mer. 1981-0ct. 1983
Rwanda Oct. 1979-Oct. 1980
Senegal Mar. 1979-Mar. 1980 Aug. 1980-Aug. 1983
Sept. 1981-8ept. 1982
Nov. 1982-Wov. 1983
Sierca Leone Nov. 1979-Nov. 1980 Mar. 1981-Feb. 1984
Somalia Peb. 1930-Feb. 1981
July 1981-July 1982
July 1982-Jan. 1984
Sudan Teb. 1982-Fedb. 1983 May 1979-Nay 1982
Feb. 1983-Feb. 1984
Togo June 1979-Dec. 1930
Feb. 1981-Feb. 1983
Mar. 1983-Apr. 1984
Ugsnds Jan. 1980-Dec. 1980
June 1981-June 1982
Aug. 1982-Aug. 1983
United Republic
of Teuzania Sept. 1980-June 1982
Zairve Aug. 1979-Feb. 1981 June 1981-June 1984
2ambie Apr. 1978-Apr. 1980 . May 1981-May 1984
Apr. 1983-Apr. 1984
Zimbabwe Apr. 1981-Sept. 1984

Sources: Internationa) Wonetary Fund. Annual Report 1980 (Washington, D.C.); Internationsl Monetary Fund, Aonuel Repoct 1961
(Washington, D.C.)} International Monetary Fund, Qﬂgggl_jggg;;_lggz (Washington, D.C.); 1nternstional Monetary fund, Annyel Report
1983 (Washington, D.C.); World Hank, The World Bank Annual Repott 1980 (Washington, p.C.); World Bank, The_World Bapk

Annusl Report
198) (Wsshington, D.C.); VWorld Bank, The world Bank Annual Report 1982 (Washington, D.C.); World Bank, The World Bank Annu 1 _Repoct
1983 (Washington, D.C.).

Note: 1BRD: International Bank for Reconstruction and Development; 1DA: 1ntearnstionsl Development Association.




LN

- 29 -

Teble 12. Official development assistance grant and loan commitments
in industry in sub-Ssharan Afcics,
1980, 1982, 1983 and 1984

Total official

development Average grant

assistance element Grace period Maturity Interest rate
Year commitments {percentage) (years) (yeacs) (percentage)
1980 225.9 73.4 9.1 41.0 1.50
1982 208.7 68.5 8.1 38.1 1.88
1983 279.8 62.2 6.1 32.0 1.84
1984 s/ 73.6 53.8 6.1 25.0 2.64

Source: Unpublished dsts of the Organisstion for Economic Co-

operation and Development.

a/ Dats for 1984 cefer to bilateral commitments only, i.e. excluding
those to the European Economic Comsmunity, the Internstional Development
Associstion (an effiliste of the World Bank) and the Africen Development
Fund.

(a) Deteriorstion in the average terms anc conditions of official
development assistance has been quite pronounced in the ficst half of the
1980s. One major resson hes been the sharp reduction in the multilateral
share of total officisl development sssistance (from 67.4 per cent in 1980
to 36.5 per cent in 1983) since multilsteral agencies tend to offer better
terms than bilateral sgencies;*

(b) The donor set is dominated at the individual country level by
France, the Federal Republic of Germany and (to a lesser extent) the
Netherlands. The United Kingdom does not figure at sll in the dats for the
period 1980-1984, while there is only one example of officisl development
sssistance from the United States of America. On the other hand, 1Italy
has recently become very sctive, beginning with relatively small commit-
ments in countries of traditional interest (Ethiopia and the Sudan) and
expanding to much larger project involvement in the more industrialized
countries of East and West Africa;

(c) Teking the whole period 1980-1984, 35 countries in sub-Saharan
Africe have received offical development assistance funds. Commitments to
the more industrislized Ststes have been somewhat limited, with Cdte
d'Ivoire and Nigeria receiving just one losn each. Zimbabwe has figured
more prominently, while Kenysa wss a large recipient of funds in 1980.

*Loans from the International Development Association (en affiliate of
the World Benk) end the African Development Fund all have & 50-year
maturity, e 10-year grace period snd a grant element of 83.1 per cent.
Europesn Economic Community loans exhibit & much wider cange, with the
grent portion running from about 30 to 80 per cent, but are slso on the
whole more favoursble than msny of the bilatersl offers.
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On the whole, the leading recipients have been the "middle of the order™
countries (viewed from the industry perspective), e.g. Senegal, the United
Republic of Tanzanis and Zambia. The least industrialized countries have
received little in absolute terms, though in some cases (e.g. Burundi,
Mauritius and Togo) these loans msay hsve been significant, relsative to
existing industcial ianvestments. These observations suggest the following
hypothesis: a direct correlation exists between the extent of industriali-
zation in s country, as measured by gross value of industrial output, and
the share of non-concessional sources in total external finance to the
industrial sector. 1In other words, the more industcialized the African
country, the less it can rely on officisl developwment assistance to meet
its foreign exchange needs. This is consistent with the general philosophy
which appears to underpin the whole aid approsch regarding industry, i.e.
non-commercial sources of funds should be provided for some years as
"industrial seed money” to make the terrsin conducive for commercial cash
investments later on. But the question is "Can all countcies of sub-
Ssharan Africa follow such a path?™ As things stand et present, sub-
Sshsran Africa might be roughly divided into three groups: the four coun-
tcies expected to establish themselves on the internstional industrial map
(Céte d’'lvoire, Kenya, WNigeria end Zimbabwe); an interrediste group whose
prospects are very unclesr (Cameroon, Ghens, Senegal, the United Republic
of Tenzanis, Zasire and Zambia); and the remaining countries {representing
the majority by number but a fairly smell share of the population of
sub-Ssharan Africe), where industrial transformstion does not figure as a
strategic objective during the next 15 to 20 years. This division, of
course, cuts across the more traditionsl ways of viewing sub-Ssharan Africs;

(d) Among countries, the United Republic of Tanzania has been a big
recipient: in 1983 it slone received more than $100 million in official
development assistance; and, over the whole period 1980-1984, it obtained
some 20-25 per cent of all official development assistance. Among activi-
ties, there are two kinds of loans which stand out. First, several size-
able loans have been given to industrial development banks or industrial
development in general; in other words, foreign exchange has been provided
to domestic institutions which in turn sllocate funds to industries estab-
lished (or to be estsblished) in the country. Secondly, there is some evi-
dence indicating that the largest and most troublesome industrial projects
lhave continued to enjoy substantial injections of official development
assistance. Thus, ir 1983, a cement venture involving Cdte d’Ivoire, Ghana,
Ghana and Togo obtained a total of nearly $21 million from both bilateral
and multilateral sources, while a controversial pulp and paper mill in the
United Republic of Tanzania received snother $18 million. Taken together,
therefore, these two projects (which ®may well be the most problematic
industrial projects in sub-Saharan Africa) obtained about 14 per cent of
all officisl development assistance to the region in a year when the
sggregete volume of such financing was high. These numbers raise doubts
concerning the effectiveness of resource allocation. It may conceivably be
srgued thet these projects are about to reach their "break even" points.
To those who find this argument implausible, continuing support of such
projects represents a reluctance on the part of donors to abandon "lost
causes”. The concept of industrial rehebilitetion seems to be 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 sssistance to the
industrisl sector is certainly not incressing, thet - while still offering
more attractive conditions than other finsncisl sources - its relstive
sdvantege is decreasing, and that it is ever more simed towards the "inter-
mediate” countcies of the region. How does officisl development assistence
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appear in relation to other sources of foreign exchange for inldustry?
Estimates must necessarily be tentative since aggregates ufien fail to
specify what shave actuslly goes to industcy. Using approximate figures
derived from other studies, however, the picture is that shown in teble 13.

The level of official development assistance to the sector from all
sources has virtually stagnated in nominal terms since 1980, Laving riser
sharply until then. The relative share of Development Assistance Committee
aid in total official developmeant assistance has hardly changsd since
1980. Looking further down the table to total financisl flows tc industry,
however, the picture is more dramatic. These total flows grew at an
average of 17.3 per cent over the peciod 1978-1982, doubling in four
years. Over three quarters of those gains were lost in 1983, with totsl
finencial flows falling from $2,200 millicn to $1.470 million. As has
already been noted, official development sssistance remsined about the
seme, snd the resl losses were in the area of direct investment and port-
folio investment, both of which fell to levels below those attained iu
1978. The effect of this is to imcrease further the importance of official
development sssistance in total flows, with its share rising from 35.5 per
cent in 1978 to &3.5 per cemt in 1983. 1If, in addition, it is noted that
export credits are ususlly under substantisl government control, them it
can be said that no less than /7 per cent of financial flows to the manu-
facturing sector in sub-Saharsn Africa require some goverament involve-
ment. MWational policies in domor countries of the Orgaanisstion for Eco-
nomic Co-operaticn and Development can thus play en important psart in
restructuring industrial investment in Afcica.

Teble 13. Estimated net flow of foreign finance to the manufacturing
sector in sub-Saharan Africa, 1980, 19081, 1982 and 1983
(Millions of dollars)

Source 1980 1381 1982 1983

Official development
assistence 627 628 624 612

of which Development
Assistance Committee

countries (401) (40R) (408) (397)
Non-official development

assistance 1 254 1 362 1 576 195

Of which export credits (664) (514) (560) (474)

Of which direct

investments (287) (571) (642) (118)

Total 1 881 1 990 2 200 1 407

Percentage of sll

finencial flows to

sub-Ssharan Africs 14 14 15 12

Source: G. Dancet, "Officisl development assistance to manufacturing
industry in sub-Saharen Africa” (UN1DO, forthcoming).

e
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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 have
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 heve implica-
tiuns for the financing position of the continent. First, sssessments of
pcliticsl and commercisl risk mede by the trade credit agencies tend to be
much gloomier than they used to be. As a result, the costs of cisk 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 value of prcjects they will cover. Consequently, larger deals now tend
to be managed through risk-sharing systems in which several entities
participate. 1If the co-participants are private ocganizations (for
example, banks and insurance compenies) of the same country as the trade
credit agency, the chances are that the latter will be left with the more
vulnersble part of the deal. 1If there are other trade credit agencies
abroad, there may well have to be some project unpackaging 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 claim 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 appesars 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). Consejuently, the temptation is to
employ gresnt money as a lever with which to strengthen the pull of trade
finaence (by making it aevailable on better terms). While this has some
adventage on the trade side, it ties the aid and trade aspects together and
thus tends to reduce the real value of the gtant element.

Fifthly, the Bernme Union rules are quite restrictive as far as trade
credit terms for purchases cf spare parts and materials are concerned.
They significantly complicate the organization of rehabilitation pro-
gcemmes. At present, the World Bank and Export Credit agencies are dis-
cussing means by which co-financing arrangements cen be made that would
circumvent some of these probiems.

Sixthly, while therr has always existed fairly close collaboration
smong the Berne Union, the International Monetary Fund, the World Bank and
developed countries, the signs are thet the co-operation is even closer in
the crisis period. Thus, the "Brau repor“” notes that '"most agencies
regarded the existence of Fund-supported sdjustment programs as evidence of
credible efforts and compliance with performance criteria as demonstration
of economic progress”™ (Brean snd Puckahtikom (1], p. 9). Moreover, the same
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document rotes that some agencies, in their seacch for project screening
methods which would allow them to avoid imbrication in dibious ventures,
arte trying to identify ways "in which the soundness of an overall invest-
ment plan, including its project selection, could be assessed by an inter-
national organization, particularly the IBRD” (Bran end Puckshtikom (1],
p. 12).

The prospects of industrial finance

These points, while not an exhaustive coverage of changes ncw cccur-
ring in the trade credit system, are sufficient to highlight the relevance
of asn understanding of that system to the short- snd medium-term prospects
of industrial finence in Africa. While it is not easy to provide strong
evidence on the point, the impression is that countries of the region could
profitably equip themselves with wore detailed and up-to-date knowledge of
the functioning of the various sources of industrial finsance.

The trends described in regard to official development assistance and
treade credit both illustrate the extent to which *he manoeuvrability of
countries has gradually become more circumscribed. But the influence or
alterations to multileteral lending practices on the domestic finauncial
system for industry appears still more vividly if reference is made to the
recent draft of the Policy and Operational Guidelines for the Industriel
Sector prepared by the African Development Bank group.

The crucial aspect of the approach is the African Nevelopment 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 domestic financing corporations, entities them-
selves owned end managed by the State. The arfrican Development Bank argues
that domestic financing corporations in general have become one of the
major casualties of the economic crisis and that many of them are suffering
from mismanagement. It follows that institutional rehabilitation (of the
domestic industrisl credit system) will have to be one of the medium-term
objectives of the Bank. This rehabilitation, it is stressed, will be done
in the light of an assess-2nt of the overall industrial credit cequirements
of the economy which may lead, the report notes, to one of two bhroad
results: on the one hand, where domestic financing corporation problems
have become chronic and irreversible, they will have t¢ be liquidated; i€,
on the other hand, the review shows that a domestic fincncing corporstion
is necessary but is operating poorly, measures may include not on'y re-
organization of the domestic financing corporstion itself but also struc-
turel adjustment measures to eliminate economic distortions.

The psttern is thus indicative of the desire to strengthen the domes-
tic sub-contracting dimension of the industrial system, while emphasizing
that this canrot be accomplished satisfactorily given the preseat institu-
tional framework. The African Development Bank clearly recognizes that,
for some economies, the prospective volume of business just does not war-
rant the maintenance of the local intermedi.ting institution, while, for
others, macro-economic chenges mey b2 an integral part of s rehabilitation
prograrme. Though we do not have data oun the proportion of domestic
financing corporation funds stemming from the African Develcpment Bank, it
is very likely that in this period of finen:ial stringency, few if any
Governments of sub-Sahsran Africa could afford to replenish either equity
capital or loans of domestic financing corporations frow their own
resources. Since these institutions are rarely very profitable (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 tasg is
likely to be onerous indeed. Hence, even & 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
pecformance 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 deindustrialization will continue to gather
momentum. The following section focuses on observed pr.ject performance
and attempts to analyse what has been the interplay of factors, 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: Africen policy makers and managers. Until
very recently, hermony rather than conflict was the keynote of relations
among the principel groups involved in the organization of industrial proj-
ects, those groups being the African industrial élite (both public and
private sectors), officisl development assistence agencies and developed
countries’ firms engaged in the supply of goods and services to African
industry; and in general, none of them (viewed as groups) stood to lose
anything from risky decisions. The situation is now changing. The current
stress is on accountability of both African economic policy makers and
industrial mansgers. That accountability is to be torged by squeezing the
supply of foreign capital (as described above) and shifting daomestic
pricing policy, trade régimes and access to investible resources in the
direction of much greater play for market forces. Yet everyone agrees that
the existing industrial set-up is the product of, among other things,
strong intervention by ftoreign public and private entities, multilateral
and bilateral. To whom are they accountable? 1f Africs undertakes
reforms, what assurances does it have thet significant improvements will
slso be made by external agencies? To date, these questions have not been
posed with the insistence they deserve. Although this report cannot pro-
vide answers to these questions, the evidence presented in this section is
pertinent to any assessment of how much improvement, and of what kind, can
ressonsbly be anticipated if Africen performance in projects is strength-
ened.

The observetions made here are limited in various ways:

(sa) It has not been possible to obtain thorough cost-benefit analyses
of important projects or to compare ex-snte with ex-post assessments. 1t
is known that some exercises of this kind have been csrried out recently by
certain official development essistance agencies, but those studies remsain
strictly confidentisl;
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(b) 1In 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. 1In particulsr, analyses giving an African
perspective on the performance of individual projects seem very scarce;

(c) Deta (qualitative as well as quantitative) tend to be less com-
plete ardi/or less specific orn matters not related to the actual technical
operation of a given plant. This may be due in part to the sensitivity of
informstion regscding how and why certain industrial operations actually
began, to = misplaced perspective whereby insufficient attention is given
to the formative phases of a project, and to the allegedly "pragmatic” view
that only the actual operating process can be corrected anyway. Tne
trouble with the latter, however, is that it ignores the key question of
how 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, data suffer from two deficiencies:
first, within any given project, it 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 on projects started
recently implies that comparisons of the same type of activity initiated 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 e 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 awacreness of
this problem, which cannot be swept away by implementing a secies of
technical measures, may be itself a clue to improved project performance in
Africa;

(£) Perhaps inevitably, the project information pertains to fairly
large activities in which developed countries’' donors and entrepreneurs
participate on a substantial scale. There is, for the moment, little evi-
dence on how small- to medium-scale enterprise projects function. Comments
on African industry usually imply that such activities would perform much
better, and & priori reasoning suggests this ought to be the case (espe-
cially as far as foreign exchange use goes) - but firm evidence is still
absent;

(g) As the informstion pertsins 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
Africe: Benin, Gabon, Ghana, Nigeria, Senegsl, Sierra Leone, Zaire and
Zimbabwe. It covers both individual plants and, in some cases, collections
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, detsiled analysis of differences in observed results can-
not be made; yet the data do provide the following tentative findings:

xThe substitution is for final products: cheir imports have been
replaced by import of equipment and intermediates.
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{a) Problems begin at the beginning. 1In those instances where infor-
mation on pre investment studies is savailable, the pattern is to regard
them (ex post) as unsatisfactory. For Gabon, this classification holds for
four of the seven activities listed; for Nigeris, 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. Wwhat 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 ecrror;

(b) 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, like 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-comstruction
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 wunnecessary 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 egencies, 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 haes been raw material supply. For Ghana, the lack of
materials is a chronic weskness 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 materisls and low capacity utilization can be found
in virtually all other countries and branches for which data are
available. These findings at the project 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 craw
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. The main resson seems to be over-capacity in relstion 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 aveilable, the costs of many matecials
are likely to be prohibitive, given that the cedi has been devalued some
3,500 per cent since the early 19708 and thet most ianvestments ip
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: & product range unsuitable for the domestic market; supply of
equipment which wes old and in poor repair; poor location of the plant,
affecting mwaterial supplies; and problems related to infrastructure (e.g.
breaskdowns in electricitr 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. 1t does not
necessarily follow that such plants have failed to make & commercial profit
(for, even with unit costs and prices far in excess of those initislly
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 averasge. The Senegalese plants show bad cresults 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 long-established family business is
involved, an indication at the microlevel of the importance of an
"industrial culture™). 1In Sierra Leone, the assessments cover the full
range, including a foreign-owned company where management is thought to
have performed well, along with another in which the expatriaste 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 menagement, however, does not always
come out well either. Taken as & 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 simed 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 Institut de l'entreprise/Centre Nord-Sud

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 & research institute lioked with
French entrepreneurs (and thus working from a perspective different from
thet characterizing the sources for the annex) and drawing on dats 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 thbe cutoff points used in studies by official organizations)
and plant closures (of which there were 79 in the whole sample). The
results are summarized 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 negotistions, and
technology is classified as & planninz variable, while the operational
phase focuses on warketing and financial issues, as well as production andé
maintenance. The text of the survey makes it clear that raw material
supply difficulties are subsumed in the term *"production”. Table 14 also




s for low capscity utilization and plan

t closure in

Teble 14, Reason
selected African industries
Nature of
ect pha the failure
Co uctio Operational [] [} s
Planning Absence Mainte- Admini-
Rconomi- of local nsnce strative Ccombi-
cally Bad Wrong Bad Buresu- infra- and pro- snd nation
unjusti- loce-  techno- construc- cracy structure duction Sales finsncisl Single of
Industry fled tion logy tion etc. etc. problems problems problems cause causes
c...l\t xR AR . R L 1] ARR R ] . RRA
Wood products * . ® AR "R b . .
Paper an = A L X xR KRN L x . RRR |
W
Textiles ® 13 » LT3 xR RRR .. T
Sugar an . e n = ’1) /AR % N V. RRX
Vegetable oil . b ® . RAK ® fadald . .
'10\!!‘ lill‘l\‘ k 3 ® r w® K t 33 ARR
Canning = ) n L RER " ] AR% .
Brewing ] e L L] L3 31 V.
Dairy products RRR ® xR ® L L1 L L 1] RN

Rey: *

an
RRR

Source:
May 19850,

Marginal or infrequent cause
Important or frequent cause
Major or general cause

m Pour_un vrai pactenariat industriel avec

1'Afrique (Paris,

Adapted f(ro

Institut de l'entreprise/Centre Nord-Sud,



- 39 -

differs from the earlier omes in that all results are sggregated into 10
industrial branches. What asre revealed, them, are "typical™ charscter-
istics of & project in the bramch in question. The following are the main
conclusioas:

(a) Most information is available for the operationsl phase, and it
is there where the problems are concentrated (i.e. it has the highest inci-
dence of msjor causes for failures of performance). Maintenance and pro-
duction difficulties are frequent to major for 8 of the 10 branches, where-
as the sales and financing problems are apprecisbly less severe (affecting
five and six of the brenches respectively);

(b) Ageinst this clustering of obstacles, the French entrepreneurs
judge planning and construction variables to have only a limited impact on
project performance. 1In the first six columns of the table (those which
pertain to these phases), there is but one entry signifying a key cause of
poor pecformance (namely, leck of economic justification for daily prod-
ucts). A few instances of improper technology choice and the asbsence of
acceptable local infrastructure are given, but in no case are they believed
to be major factors gemerating project breakdowns;

(c) Although no straightforward association of project varisbles with
specific groups of decision makers cen be made, table 14 certainly gives
the impression that many more problems - problems of greater severity - sre
encountered regarding those sspects of projects over which domestic author-
ities in Africe have more control. The last four columns are the only ones
fully populated, and s&ll of them could be seid to involve domestic decision
mekers on & substantial scale. In sreas which slmost certainly fall under
the category of foreign decision-meking, the problems are held to be far
less common and severe;

(4) Exsmining table 14 by industriel branch tends to confirm impres-
sions gained from other project inquiries in Africa. Cement plants, paper
plants and scgar factories often run into s multiplicity of problems, sev-
eral of them fairly serious. 1Interestingly enough, it is in the cement,
paper end suger industries (along with the dairy industry) that poor plan-
ning sand 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 st more than 70 per cent
capacity);

(e) On a branch basis, there seem to be notable differences as to
whether industrial pecformence could be strengthened simply by teckling
single problem srea. 1In the three importent branches mentioned in the
preceding paragraph, @ single target approach would probably not be suf -
ficiert. But in other industries, including textiles and canning, French
psrtners believe that tackling s single bottle-neck ("mainteaance and pro-
duction”) would be sufficient to sctivate the system. The mixed nsture of
these findings implies that it is unwise to accept too simplistic &n expla-
‘nation of production problems in sll branches.

Project performance and industrisl development planning

Examinstion of project performance has to be set in the broader con-
text of industrial decision-making. Urewing on background work for the
present report, the following observatjons can be made:
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(s) There has been little evidence of effective (i.e. operationally
oriented) industrisl plamning in Africa. Whatever the form taken, Govern-
ments in Africa have been reticent to refuse offers of foreign exchange
tied to the establishment of industrisl projects. The assumption seems to
have been, st least until very recently, that the existence of such a proj-
ect would itself guarantee s continued inflow of foreign exchange to sup-
port the project even if it were running into trouble. The result is a
situstion in which a surfeit of projects coexists with s shoctage of
foreign exchange. Given the present financisl circumstances of depressed
merkets for primery commodity exports, a growing debt service burden, in-
sdequate provision of internstional liquidity to retsin purchasing power
over imports, and constcaints on the flow of foreign exchange under con-
cessional terms, it is scarcely surprising that the sllocation effort has
now shifted awsy from opening up new activities in fsvour of re-examining
those presently in place;

(b) Since the majority of projects, even those with @ high oversll
foreign-exchange-saving component, depead on some inputs financed with con-
vertible currency, most Governments are faced with acute and permanent
problems in rationing foreign exchange. 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 fluctuste wildly, contributing to the genecral
ipstability of the sector;

(¢) Crisis periods are known as potential stimulators of self-reliant
activity. To date, however, if there has been an increase in Afrcican
domestic capsbilities regarding repair and maintensnce of equipment on the
one hand and rew materisl substitution (local for imported} on the other,
it has yet to mske much impsct on industrial pecformance. There is little
evidence of the emergence of @ coherent domestic ecoromic fremework in
which industry csn operate;

id) The celiance on the aid rcézime as the motor for industrial
expansion has mesnt, implicitly as well ss explicitly, the constant pres-
ence of foreign organizations i. the implementation (if aot the elabora-
tion) of industrial decisions. 1t is therefore at best disingenuous, and
at worst downright misleading, to act as i€ the sole respousibility for
errors in decision-making belongs to African groups. In the fundamental
sense that these groups could, had they opted for anol.ler path, have acted
on their ow , the comment has something to it. 1In fact, however, the
option consciously pursued by both Africen and foreign groups was to tie
expansion of local industry to the international finsucial assistance
vehicle. WNow that Ehis option is faltering, it is the responsibility of
all participants who have benefited to shoulder pert of the responsibility
and costs;

(e) The emphssis on streamlining industrcy has, among others, two
important corollsries: the concern for rehabilitation and the growing
stress on finencial snd foreign exchange criteria in msking rehsbilitstion
decisions. Though, interpreted broadly, the Lsgos Plsn of Action does
offer some pointers on these jssues, there is an urgent need for African
suthorities to spell out spprosches on these matters. At present there is
s risk that implementstion work, if not the policy debate itself, will in
practice be conducted by groups who consult with nationsl Covernments but
are not subservient to them;
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(f) The concern with industrial performsnce has been focused almost
entirely on the supply side, i.e. with the tacit assumption that the prob-
lems are simply those of production. Demand, however, is currently in as
much need of rehabilitetion as is supply. Per cepita gross national prod-
uct in sub-Saharan Africs fell by 11 per cent €Erom 1981 to 1983, a drop
sufficiently large to offset gains msde during the previous decade. Unless
income redistribution takes on more egalitarian forms, which is not prob-
sble in a downward spirsl, the chances are that, after rehsbilitation,
there may be difficulties in selling the output of a fair number of proj-
ects. Existing arguments sssume pent-up essets which would come into the
effective demand realm as soon as industrially produced commodities were
more readily available. This comment is enough to wearr egainst the dacgers
of too much restrasint - demand as well as supply is affected;

(g) While much has been made of the ™"locomotive” phenomenon in
relstion to industry in other developing regions, especially with regard to
the pull of the United States market for lesding Asian industrial pro-
ducers, the argument is lsrgely irrelevent as far as African policy makers
are concerned. Industcy in the region cannot rely on the maerket pull of
developed core countries to generate recovery - that would only heppen if
Africa could gain s sizeable share of developed countries' industrial
imports, end that can certainly not be achieved in a brief period. Hence
the pull needed is of a different and much more specific kind: foreign
exchange flows. As noted esrlier, however. expectstions on that score can-
not be too high.

In this section, an attempt has been made to show that the frequent
castigation of industrial projects and performsnce is in reality a much
wmore complex business than it sppears to be. Performance is inseparable
from the broader consequences of the international financial régime in
which industry has been expanded (at any rate, in terms of project num-
bers). Moreover, that very régime has been intimately linked to the con-
ception of industrial projects end, in many instances, to their implementa-
tion. WNow that the bases on which expsnsion might have continued to take
place have been torn asunder, the problem of accountability has at 1last
appeared in its stackest form. The issue is whether African Governments
and external agencies can work jointly for joint accountability, or whether
the present offensive eimed at accountsbility only for the former will
carcy the day. To shed more light on this matter, some evidence relative
to policies and attitudes in some developed countries will be exsamined in
the next section.

Perspectives of donor countries

The sim of this section is to offer impressionistic evidence on cer-
tain important trends in officisl policies of donor countries and multi-
lateral institutions towsrds the debt/industry situation of African coun-
tries. No attempt is made to provide a complete picture of current tenden-
cies; instead, the aim is to capture key elements of an emerging canvas.

Debt snd financiesl flows

Since the middle to 1late 1970s, Development Assistance Committee
member countries have cencelled sppreciable emounts of debt outstanding
from the least developed countries (which include much of sub-Ssaharan
Africa). Though the proportions specifically pertaining to industry are
not known, such debt celief does lighten pressures on the sector, both
directly and indirectly. Debt relief messures taken by the Federal
Republic of Germany from 1979 to dste are shown in table 15. Approximately
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$1 billion of debt was cancelled, with close to one helf of this relating
to just three countries: the Sudam, Togo and the United Republic of
Tanzania. Most of the cancellations took place in 1979; dcrcing the
present decade, oane additional countrcy per year has been added to the
list. The Federsl Republic of Germany has adopted a case-by-case approach
to avoid automsticity; and, in order to prcevent s simple recurrence of past
difficulties, financial sssistance to least developed countries is now
exclusively in grant form. Similar findings hold for the United Kingdom,
where, by March 1985, total cancellsations for sub-Ssharen Africes were just
over :226 million: the remaining outstanding official debt of the indus-
tcial sector was approximately £25 million, nearly ell of which was owed by

Egypt .

Table 15. Debt celief measures of the Federal Republic of Germany
vis-a-vis least developed countries in Afcica

Amount

Country Date of agreement (miliions of deutsche mark)
Botswana 22 Warch 1979 61.8
Sudan 11 April 1979 434 .5
Lesotho 24 April 1979 22.0
Rwanda 7 May 1979 103.1
Burkina Faso 8 May 1979 170.0
Malawi 25 May 1979 90.0
Burundi 7 June 1979 55.2
Benin 8 June 1979 37.4
Niger 13 June 1979 179.7
Guinea 18 June 1979 43.2
Somalia 28 June 1979 104.1
Mali 6 July 1979 171.9
Gambisa 14 August 1979 20.0
United BRepublic of

Tanzania 27 December 1979 345.5
Ugeanda 26 November 1981 60.1
Central African

Republic 21 October 1982 32.2
Chad 13 May 1983 15.7
Togo 6 July 1984 287.7
Sierra Leone 7 March 1985 157.7
(1) Africa totsl 2 391.7
(2) Totsl of least developed countries 3 540.4
(1) as a percentage of (2) 67.6

Soucce: Internsl information provided by the Ministry of Economic Co-
operation, Bonn.
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Debt cancellation measures represent a favourable move towards allevi-
ating the foreign exchange pressures affecting the poorest African eco-
nomies. Those measures, however, have been offset by marked shifts in the
pasttern of new financial flows. First, donor countries have placed much
greater contcol over their funding of major wmultilateral institutions.
Thus, the January 1983 replenishment of $9 billion to the Intecrnational
Development Association, sn sffiliste of the World Bank, fell weay below the
figure ($12 billion) that would have been necessary if disbursements were
to be maintained in real terms. The World Bank has noted that even if
sub-Sahacran Africa’s share of future International Development Association
disbursements were to rise by 5 per cent, the ceduction in real terms due
to the overall contraction would still be 21 per cent. 1Imn relation to the
Intecnational Monetary Fund, developments have likewise been adverse;
access limits for the Compensatory Financing Facility have been revised
downwards quite sharply (the "normal” figure has been reduced from 150 per
cent of quota to 102 per cent), and the ecarlier situation whereby up to 50
per cent of quota was obtsinsble on low conditionslity has now been
removed, wmeaning that compensatory finance is now 1locked into high
conditionslity; the oversll quota expansion of 47.5 per cent was not
matched by that for sub-Ssheran Africa, where the average was 35 per cent;
and countries of sub-Ssharan Africa are effectively excluded from access to
the General Arrangements to Borrow on the Saudi Loan.

Secondly, there hss been & sharp increase in public/private co-
financing of export 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 clsuses, but this is now being taken
further in as much as aid is being used as a lever to win primarily com-
mercial contracts. This change is an outcome of the increased competition
smong developed countries as they struggle to expand market shares in a
world economy where mcst 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
manufacturing industry in sub-Saharan Africa. A trend towards competitive-
ly associating the two is 1likely to commercialize official development
assistance without genersting any increase in net flows.

Thicrdly, the association of officiel agencies with the promotion of
direct foreign investment is growing stronger in this phase of sharpening
external competition and commercialization. Thus, the Commonwealth
Development Corporation, which had expenditure 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 Common-
weslth Development Corporation is & minoc lender, the project appraisal
work is carried out by other partners, most often the British firms. There
is some evidence (gleaned from documents and through :...ersetions with
interested parties) to suggest that project initiation in such cases may
come through contacts among tcansnational corporations, British diplomats
and ministry officiels in Africen countries, with the former carrying out
the background studies and Commonwealth Development Corporation chipping in
with some equity capital. 1In effect, the Commonwealth Development Corpora-
tion is assisting foreign investors with some provision of risk capitsl,
while the Export Credits Guarsntee Depsrtment is providing funds for public
sector imports of industriel products.

In Canada, s similar emphasis on support sctivities can be found.
While ihe total volume of Cenadisn 1Internstionsl Oevelopment Agency
industry projects is quite small, with annual flows for financing them
around 5 million Canadian dollers during the period 1980-1984, officisl
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resources to support feasibility and other preparstory studies for possible
ventures between Cansdian and African private partners seem to be growing
in relative importance: during the period 1979-1983, the snnusl average
was about $Can 3.4 million, whereas in 1984 it rose to over $Can 12 million.
Likewise, the German Development Company in the Federal Republic of
Germany, with & cspital stock of roughly 1 billion deutsche mark, con-
centrates on providing equity participation and long-term loans to support
joint ventures involving the Federal Republic of GCermany and Africen coun-
tries; these financisl inputs can also be supplemented by advisory assist-
snce. By the end of 1983, about 58 per cent of German Development Company
funds had been committed to projects in Africa, and of these at least one
half weut to manufecturing industcy (with only rather small amouats going
to the north Africsn countries). Since Africa’s share of the total foreign
investments of the Federal Republic of Germany was much smaller, around
16 per cent, the implication is that German Development Company capital is
to serve a seed money function. The distribution of these funds over the
psst decade is shown in tsble 16.

These earguments point to the growing orientation of official finence
towards the support of private industrial activity and to :the coincidence
of this trend with a growing severity of the terms and amounts of multi-
lateral finsnce. The private funding can by understood better, however, by
briefly reviewing prevailing opinions in some developed donor countries
regarding project organization and market possibilities.

Industrial project organization and market prospects

The third section of this report emphasized the severe weakness2s of
project conception and pre-investment studies in relation to industry in
Africa. The initiel analyses that are carried out rarely involve African
agencies, official or privete, and still fewer are the monitoring or
evaluation exercises for projects which are already functioning. Given
this paucity of systematic examination by Afcican sgencies of the likely
impact of individual projects, it is particularly important to clarify the
approaches followed by those externsl groups who sre responsible for such
studies.

The dominant tendency nowsdays is for the project assessments to be
undertaken by commercial organizations, whether they be separate con-
sultancy firms, equipment suppliers or the actual corporations which will
design and execute the projects. Officisl bilatersl agencies play a minor
role. The multilsteral bodies, particulsrly the World Bank and the
Buropesn Economic Community, have s much grester ssy in project sssessment,
but their activities are increasingly geared towards promoting the partici-
pstion of commercial capital. Evalustions must therefore tske cccount of
the needs of individusl projects. The essential shift of emphaszis, then,
is towsrds commercisl criteria as the primacy determinant of industrisl
project choice. Socisl cost-benefit analysis, where used, seems increas-
ingly to involve relatively minor adjustments to results derived on the
besis of private rate of return figures. To some extent, this may be
expleined by the growing conflict over what is in the socisl interest;
sfter sll, the mein thrust of current prescriptions for change in Africe is
in the direction of & closer equation of public and private objectives.
The emphasis, however, is on the crestion of profits with income distri-
butionsl and other brosder matters occupying only & winimal place in over-
all assessments.




Table 16.

Yearly financing activity of the German Development Company
in Africe, by country and sector, 1975-1984

Country or sectoral
structure

1978

1979

Botswana
Burundi
Cameroon
Chad

Congo

Cdte d'lIvoire
Egypt
Gabon
Gambia
Ghana
Kenya
Liberia
Madagascar
Malawi
Mali
Mauritius
Morocco
Niger
Nigeria
Rwanda
Senegal
Seychelles
Somalia
Sudan

3.3

Millions of deutusche mark

0.5
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Table 16 (continued)

A AL R

Country or sectoral

structure 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
Millions of deutsche mark
Swaziland - -- 11.2 - 16.5 4.1 - 2.2 3.3 -
Toso - - - 1.0 - -- - - - --
Tunisia 0.9 6.8 - -- - - 0.6 0.1 1.8 5.2
Uganda - -- -- - - - -- - 1.8 1.0
United Republic
of Tanzania -- - 1.7 5.9 - - 4.0 - - 4.6
Zaire -- 15.4 - 0.8 - 4.0 - 0.3 - 1.0
Zambia 14.1 - -- - - 6.0 -- -- 4.3 -
Zimbabwe - -- - -- - - - -- 3.8 -
Agriculture - -- 5.0 - .- - 6.7 0.9 5.6 7.5
Manufacturing 22.8 21.7 29.8 19.0 59.1 11.3 6.7 10.3 20.3 9.7
Development banks 18.6 19.4 5.2 39.3 0.5 16.0 15.0 20.8 11.4 4.8
Other services 4.7 -- 5.8 - 0.7 0.2 2.3 0.2 3.1
(1) Africe total 46.1 41.1 45.8 58.3 59.6 28.0 28.6 34.3 37.5 25.1
(2) Total activity
of the German
Development
C mpany 84.3 74.8 110.8 112.2 107.5 128.9 150.8 120.8 107.7 60.2
Percentage
Ratio of (1) to (2) 55 55 41 52 $35 22 19 28 35 42
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The tendency to highlight private returns does not necessacily mean,
however, that public costs will be any lower. First, in the case of
several larger projects, the interdependence of the industry and its infra-
structure is receiving greater attention. The focus is on cresting rela-
tively self contained complexes where adequate ancillary services fur the
main sctivity asre ensured. To the extent that the State pays for these,
costs will b2 kept up. Secondly, the effort to attract ianvestment yielding
s commercial return will most probsbly involve, in several instances, an
increase of subsidies snd/or a reduction of company taxes; either way, the
public budget is affected. Thirdly, to the exten! that such commercially
successful projects follow the route used in, say, Latin America in the
past, i.e. irvestment by local borrowings and/or reinvestment of earnings,
followed by repatciation of earnings, the longer-term foreign exchange
impact may be far less positive than it seems at first.

Export-oriented industry: is it sn option?

At a time when the debt burden weighs heavily snd most manufaztaring
activities, as well as the industriasl sector as a whole, are net users of
foreign exchange (both in terms of interest on loans for importing capital
equipment and for current production), there is a great temptation to pro-
mote export-oriented activities. It is not always clear whether advocates
of industrial exports predicate the encouragement of individual projects or
whether they are arguing for a whole strategy, 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 Africen environment. Strong states providing powerful public
organizational es well as fiscal/financial support have been at the centre
of those manufactured export drives; and in the larger of those economies,
for example, the Republic of Korea, the export expansion has grown from a
successfully implemented import substitution policy in industry. 1In cer-
tein Asian countries where such conditions have not existed (for example,
in Sri Lanks), the export bubble that was inflaeted by encouraging footloose
foreign investment has burst quite quickly. It is also germene to ask what
markets the exports have been Jdirected at. Although certain products have
penetrated some of the markets of the European Economic Community, the
magn2t for manufactured trade both in the early 1970s and in the present
decade has emphatically been the United States of America. 1In Europe,
which for historical and geographical reasons is of more immediate rele-
vance to possible exports from Africa, growth rates have been much slower
and protectionism is generally more marked and, despite recent comments
(made at the time of the Bonn summit conference in May 1985) hinting that
Europe should (or perhaps could) adopt a more dynamic posture, there is no
strong reason to suppose that this is in fact likely to happen. Conse-
quently, Africen 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 underline the care which must be exer-
cised in postulating the possibility 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 turn to some
empirical findings which allow the potential export map to be charted more
carefully.

- e -
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The share of manufactures in total exports is less than 10 per cent
for the majority of sub-Ssharen Africa against an average of 35 per cent
fo- all developing countries that are not members of Lhe Organization of
Petroleum Exporting Countries. 1In fact, Africa’s share of world manu-
facturing exports fell from 0.48 per cent in 1970 tc 0.36 per ceat in 1980
- moreover, the bulk of these exports (more than 80 per cent) originated
from just five countries, of which Kenys and Zambis were the only coun-
tries of sub-Ssharan Africa. The relative similarity of production struc-
tures among African countries suggests that not all of them could succeed
simultaneously. Even if the argument that export expansion by one country
could not be repeated by all did not hold (and it almost certainly does,
given the externsl market conditions noted above), the markets would almost
certainly go to those with the lowest unit costs of productinn and/or some
other special advantages.

It is often asserted that Africa could take up some export market seg-
ments as they are vacated by other developing countries moving into new
products. Alternatively, Africa could generate competitive advantages
which would allow some countries of the region to capture shares from other
developing country sellers. Though it is unclear to what extent wmarket
shifting by established exporters is in fact tsking place, the capacity of
Africa to develop a competitive edge certainly could not be developed
quickly. To begin with, the slow growth of internal markets does not
provide much base for cutting costs by using large-scale production. This
implies that export-oriented output would most probably have to be geared
explicitly towards external markets. Since African countries (even the
most industrislized of them) are exceptionally wzak, any export drive would
have to rely heavily on the production and markcting command of trans-
national corporations - at least for quite some time. 1In essence this
means two types of operation: greater local processing of natural resour-
ces, particularly minerals; and encouraging the entry of footloose indus-
tries. The first type of operation has been on the agenda for a long time,
but only limited progress has been made: in present international market
circumstances, there is little to suggest that transnational corporations
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 intecnational companies [2] concluded that the idea of using
African devcloping countries as export bases was not gettractive to most
compsnies.

There is increasing pressure on African Governments to enhance incen-
tive schemes for attracting foreign investment. The general efficacy of
such measures has been widely questioned in the literature on the subject.
In a recent study by the Organisation for Economic Development and Co-
operation, i1t was noted that "experience has shown thal measures undertaken
by home and host governments Lo improve the flow of foreign direct invest-
ment or to direct it to specific sectors influence investment decisions
only marginally” ((3], p. 8). The Group of Thirty survey referred to above
also found that "fiscal incentives were regarded as unimportant influences
on investment decisions ... (by) ... the companies ... (themsclves)" ([2],
pP. 32). Another survey undertaken in Great Britain during 1984 [ound that
direct foreign investocs were primarily influenced by the size of the
market and its recent and expected performance. The survey notes that in
the case of some South-East Asian countries which introduced new incentives
when the ficrt ones began to expire, "the inertia of investment suggests
that incentives for ¥eeping investment in a country are unlikely to be cost
efective” (Page {4), p. 104). 1It is often the case, ar one investor whose
views are reported in the survey said, "that once an investment was under
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consideration he included the available incentives in working out the
appraisal but that they were not the reason for going intc & country: an
investment had to look viable ... (on its own)™ (Page (4], p. 105).

TIn & World Bank study of foreign manufacturing activity in 10 « _un-
trcies,® it wss found that the 10 countries competed for foreign investmunt
(Guisinger ([5]). Assessing the evidence for this sucvey, Helleiner (f6],
P- 17) has written that "none of this evidence offers any guidance as to
whether increased incentives will increase the aggregate flow of direct
foreign investment to developing countries. 1Increased incentives inevi-
tably matched by others, way simply reduce their earnings without increas-
ing its flow.” 1In other words, countries at a roughly similar level of
development and with similer msrket sizes 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
attracting foreign investment through generslized liberalizatica policies

ece not bright for most African countries. Even in Zimbabwe, where at
least 70 per cent of capital stock ir manufecturing is foreign-owned,
company response to liberalization initiatives has beean weakx. A recent

survey shows that, in addition to the fact that almost none of the com-
panies present in Zimbabwe are injecting additional externcl 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 wage levels were
low compared to alternative locations or trensport costs w-re low or
specis]l tariff i entives were available. 1In the case of Africs, it is not
obvious that these attcactions are available. Though nomiral wages may be
comparatively low in certain locations, p-oductivity is not at levels which
compete with those observed in possible developiang country competitors.
Mauritius has opted fully Jor export-oriented manufacturing, and it |is
interesting to note that significant proportions of the foreign investment
there came from Asian countries (particularly Hong Kong) as they sought to
escape quota limits on their trade to developed countries. Even in tha.
case, however, the advantage of being a "quota haven” has heen difficult to
meintain and requires constant shifting of product lines and s search for
new investors. Electronics, for instance, accounted for 19 per cent of
total export earnings in 1976, yet it had dwindled to nothing by 1982.

The effort to attract export-orient=d trade through the formation of a
processing zone has not had a good history in Africa. Only one such zone
exists in the mainland of sub-Ssharan Africa - that established in 1974 in
Senegal. By 1981 a mere five firms had been attructed, of which only three
are currently operational. 1In the planning period 1981-1985, the aim war
to bring in a further five projects which would account for 16 per cent of
total industrial investment; by mid-1984, only one of these was opera
tional. The promotion efforts continue, however, and it is still possible
that more business may be genersted. All the same, the incentives have

*Kenye was the only Africen country included in the sample that was
used for the study.
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always been most generous: totsl exemption of import duty om all inputs;
exemption from all direct and indirect taxaticn until 1999; and, of course,
the basic advantages of the 1961 investment code, which include free trans-
fer of dividends and profits, and of returas from liquidation on sales of
assets.

An sdditional 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 ret foraign exchange retained in the country safter
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 fsact came
from local rather then foreign sources of funds. Despite the more limited
development of local capital markets in sub-Seharan 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 cbservations thus cast major doubts on the very possibility,
not to mention the profitability in terms of foreign exchange, of export-
oriented industrialization based on direct foreign investment. 1Its con-
sistency with other policy targets is also open to question - in a period
when great emphasis is placed on cestraining the public budget, the pursuit
of policies which forgo government cevenue (through fiscal exemptions) and
most probably increase government expenditures (due to the infrastructure
required by these projects) requires careful evaluation. Finslly, 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 & changing foreign market enviconment, 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 severely depressed state of African industry, 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 financial restructuring. They could mean redesigning a plant to produce
a different type of product for a different market. So far, it is not
obvious where the emphasis is to be placed; it mey be that choices will
simply be made on a case-by-case basis. Thus, the World Bank's ongoing
work in Ghana has stressed the first of the above mentioned meanings, due
to the extreme paucity of industrial investment in that country during the
past decade. Loans made by the International Development Association, an
affiliate of the World Bank, and others (bilaterals) to the multi-country
cement venture mentioned in t*e second section of this report, however, are
clearly aimed at reorganizing a structure which has yet to produce results.

Yhatever the difficulties of providing a general definition of
rehabilitation, three points do deserve greater examination if "making the
best of what exists” is to be the principal guideline for industrial in-
vestments during the next period. Fiest, the criteria for choosing activi-
ties to be strengthened and those to be left out need to be specified. A

s2cond point, one which is closely related, is that there should be an
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attempt to link the rehsbilitation 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 it. Thirdly, a priori
ressoning suggests it is unlikely *hat the conversion of plants from import
substitution to export orientation can be made at all easily. Location,
choice of equipment, type of output, gquality control, and marketing mecha-
nisms are all difficulties that might need to be solved if such a switch
were to be effected.

African Governments are now confronted with the essentially defensive
problem of deciding which industrial ectivities can be retained. Along
with this, there is the task of deciding what steps need to be made to
strengthen such sctivities. As with choosing new investments, the question
of who is making the decisions affects the criteria employed. Again, un-
less African choices are made known, policy-meking may be overtaker by
others.

Towards an African industriasl strategy

This report has established that the direct contribution of industry
to debt in Africa is relatively small and that only in a couple of coun-
tries of sub-Saharan Africa does the industrial sector weigh more hesvily
than the othecrs. It has also shown, however, that the debt burden has both
drastically exposed the fragility of industrial structure in the region,
especially the dependence on impo-ted inputs, and provided the setting 1in
which sweeping measures to reduce and reorganize the sector have already
begun to be implemented. Since the ecomomic crisis in the developed coun-
triez has resulted in a marked increase in the competition for market
shares among the member vountries, the aid flow, while not showing any
stable trend, has increasingly been associated with commercial funds;
indeed, the aid rlow has become a kind of lever for obtaining industrial
contracts.

The commercialization and sheer inadequecy of foreign eid flows have
severely affected the domestic financial structure. Pressure on the public
budget has sharply constrained the Governmert's role as a mobilizer of
resources and a direct producer. Moreover, there are indications that
domestic financing institutions are finding it increasingly difficult to
provide resources for the much needed expansion of small- and medium-scale
enterprises. There is no convincing evidence to suggest that direct
foreign investment oriented towards export is likely to do muck to generate
fresh resources. Hence the indicators all point firmly towards a severe
lack of finance for new industrial investment and 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 med ium-
scale enterprises, and the remote likelihood of new investment from abccad
making much of a contributior to aggregate flows.

In these conditions, criticisms of economic mismanagement at both the
policy and project level have grown quickly. If there has been a lack of
accountability in relation to industrial projects, however, that criticism
is fully appiicable to all the principal entities involved, foreign as well
a8 domestic. What is happening now is that the latter are bearing the full
brunt of the attscks while there is 1little evidence thet the foreign
financing agencies ere developing @ clesrer grasp of the problems.
Instead, the accent is placed on either new activities, few of which are
yet to be seen, or selective rehabilitation of what exists.
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The broad assessments outlined above of course do not apply in the
same way to all countries. 1Indeed, one of the difficulties in examining
prospects in Africs is the enormous diversity among the couatries. The
nocth African States (Algerisa, Egypt, Morocco and Tunisia) ere all, in
their own ways, strongly involved in industrial production: though they do
have masjor problems, of which the debt burden is definitely onc, they ere
far from being ceught in the de-industrializstion pressures to the same
extent as the countries of sub-Ssharan Africa. Within sub-Saharan Afcics,
three groups of countries may be distinguished. The most industrialized -
Cote d'Ivoire, Kenya, Nigeria and Zimbabwe - are now thought to have
resched such s degree of industrial/financial meturity that they can pro-
ceed with commercisl borrowing and avoid toc much cutting back of indus-
try. The intermediate group, including such countries as Ghana, Madagascar,
Melawi, Senegal, the United Republic of Tanzsnia, and Zembia, are seen as
possible arees of industrial activity but subject to the broad pattern of
pressures and disciplines described above. Finally, most of the other
African countries ure not regarded by developed country agencies as having
significant industrial prospects. It follows that most of the resl debate
snd conflicts over implementation are likely to focus on the first two
groups of countries.

African Governments could concentrate their own actions at three
levels: smendments to the financial system, concentration on industriel
branches, and improvements in industrial project handling. The main find-
ings of this report in these three aress are briefly ocutlined below.

Industrial finance

(a) Therz is a declining tendency in the availability of foreign
finance and its commercialization is increasing. The allocation of foreign
finance among African industrial projects will increasingly be determined
by the short-term commercial viability of these projects. African Govern-
ments must assess the contribution such projects can make to African
industrial development. There is & need to formulate a clesar concept of
the process of industrial rehabilitation in Africa. This report argues
that successful industrial rehabilitation must involve project selection
and development on the basis of criteria that suit Africa’s needs and con-
ditions. Rehsbilitation should involve the preservation and development of
projects which are at least potentially capsble of meximizing the utiliza-
tion of domestic natural resources and which produce essentially (though
not exclusively) for the domestic markets. These projects should be
oriented towards filling vital "gaps™” in the production structure anrd
increasing the overall sectorel integration of African industry. They
should be capable of generating significant levels of sub-contracting and
employment end stimulating regional trade;

(b) A clearly formulsted and operationally viable conception of
industrial rehabilitation provides & basis for regotisting financisl
srrangements with sympathetic donor Governments. As oversll financisl
flows stagnate, concessinnal finance will increase in importance. 1Its
increased associstion with non-concessional finsnce can only be challenged
if African Governments identify the inconsistencies in the macro-economic
and sector-specific recommendations of multilateral agencies (which has
slready been discussed in this report) and present slternative criteria for
sallocating foreign resources in a manner which enhances its long-term
development potentisl;
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(c) 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 internationsal finance has remained modest becsuse African coun-
tries have been forced to deal in s bilsteral framework. Arguments do
exist in favour of removing the strongly discriminatory tendencies against
sub-Ssharan Africa which have significantly weakened access to inter-
national finance. Such srguments are likely to receive a better hearing :if
they are presented as a part of a coherent strategy of industrial rehabili-
tation anrd investment integration at the regional level.

Industrial Planning

(a) Industrial plenning has remsined & relatively undecrdeveloped art
in most countries of sub-Saharan Africa. 1n particular, there is a need to
reduce the emphasis currently placed on the availsbility of foreign finance
as & determining pre-condition of project selection. 1Instead, project
selection should reflect an applicaticn of the rehabilitation criteria out-
lined above. 1In pearticular, stress should be placed on incressing the
vertical integration of industry end incressing its linkages with the agri-
cultural sector;

(b) Project initiation shoculd be co-ordinated and monitored on a
national scale to essess the collec:ive impact of industrial projects on
foreign exchange and other resource requirements;

(c) Adequate attention should be given to demend management. Lack of
demsnd has been & major factor limit'ng industriel growth in Africa. An
economic strategy which promotes an equitable distribution of income can
stimulste industrial demand and can create scope for developing a broader
and more integrated range of industrial activities;

{d) Industrial plenning has invulved both domestic and international
decision makers. The report has shown that the latter have often played a
dominant role, particularly in questions related to the distribution of
inductrial finance. Both groups must share the responsibility for Africa’s
current economic difficulties and participste in the development of a
visble industrial strategy. This requires the emergence of an inter-
nationel consensus on the concept of industrial rehsbilitation as aepplica-
ble in the case of Africa. It elsc requires a co-ordinated monitoring of
chsnges in the international firancial system and of efforts being made to
modify this system to meet Africa’'s needs. Uomegtic policy adjustment can
only succeed if it is complemented by chsnges in the structure of inter-
national financial relations;

(e) A perticularly important example of the relationship between
domestic and foreign financial policy is the otligation of African Govern-
ments to meet debt obligations for the foreign exchange earnings of suc-
cessful industrisl projects. Without & ™"cordoning off"” of new viable
industrial projects - i.e. exempting them from surrendering their foreign
exchange earnings - industrial rehabilitation is simply impossible;

(f) The "cordoning off" of new projects for s specified time period
should be supplemented by & careful monitoring of the overall foreign
exchange costs (end benefits) of susteining industrial development. Scch s
monitoring will ensure Lhat opportunities for both saving and earning
foreign exchange are pursued and that adjustments are made in procurement,
operational and ssles policies of specific projects in order to reduce un-
necessary foreign exchange costs on & 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-investaent studies are often under-
teken by parties which have an investment stake. This hes led to zrave and
often unrectifisble mistskes. Feasibility and prte-investmeat sctivities
should be conducted as far ss possible by neutral sgencies. UNIDO can play
an important role in this respect;

(b) There is also a need to improve coatract negotiation. An effort
must be mede to reduce the liability of African Governments in the case of
delivery hold-ups and construction delays. United Nstions agencies can
assist in improving African negotiating cepacity, and cegional co-
ordination can also prove beneficial in this respect;

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

(d) African Goveraments and internstional agencies have rarely under-
taken project appraisal on a systematic basis, and this neglect has
entsiled high economic costs. Project monitoring om & continuous basis
would be helpful, particularly in view of rapidly changing international
price structures;

(e) Finally, there is also @ need to improve management pecformance -
although no evidence could be Ffound for the gencral decline in this
respect. Nevertheless, an improvement of management services can make a
significant contribution to project rehabilitation in Afcica.

On the basis of these recommendations, it is not easy to generalize
regarding branches. Nevertheless, it seems the emphasis here should be
placed on metalworking activities. There are three msin ressons 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 lescning 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 aress may be
equally promising in some cases and that the further processing of locally
aevailable 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 coasumer goods may be.

Within projects, it must be recognized that fessibility studies have a
damning record of over-optimism in regard to construction end production
-possibilities. The constant and substantial cost overruns have regularly
added to the project burdens for African industry even where responsibility
for them rightfully belonged elsewhere. Unless gusrantee clauses for this
type of problem can pe successfully enforced, the rejection of projects
(and rehabilitation schemes) will have to be more frequent. Actusal msnage-
ment obviously can always be improved, snd there is certsinly s need to
improve the accountability of public sector managers. Governments should
take steps to strengthen this aspect of public enterprise performence.
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None of what has been said will be of use unless there is a genuine
political will to creste strength from crisis. When, some years ago, the
internationsl environment was wmuch more benign then it is today, insuffi-
cient advantage was taken of the possibilities then available. Now the
continent is faced with a challenge of responding to adversity - the only

assurance is that if it does not do so, developments elsewhere will yield
still more adverse results.
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Annex

QUALITATIVE OVERVIEW OF THE PERFORMANCE a/ OF VARIOUS
INDUSTRIAL PROJECTS IN SUB-SAHARAN AFRICA

Country and

industrial Operation
project (or Pre-investment Contract Raw Technical
branch) study negotiation wmaterials aspacts Output Wanagement Comments
Gabon
Sugar factory Satisfactory Good Good Sugar plantetion and plent {nitially operated and owned
by joint venture; the State was later made the full
owner, which presumably means that it is also fully
responsible in case things go seriously wrong.
Initisl plens unrealistic; project reduced to half size.
Société des
ciments Poor (1) Poor Uses local {nputs; initisl plans based on psak demand
for cement in 1978/79; now produces at 40 per cent of
ceapacity.
Plans exist to use surplus cement for production of
tiles stc.
Soaifer
(mining) Good (1) Project not implemented.
exploiting the lsrge reserves nf high-grade iron ore
would require completion of the Transgabonsis railway,
for which the intecnationsl orgaenizations involved
have refused to make new funds avsilable.
Sogaferro
(basic
wetals) Poor (?)

Project not implemented.

Waiting for completion of the Transgabonsis rallway
(like the above-mentioned Somifer project) end
completion of & 50 billion CPA franc hydropower
project to provide energy.

continued



Annex (gontinued)

Country and

industrial Opevation
project (or Pre-investment Contract Raw Technical
branch) study negotiation natecials agpects Output Hanagement Comments
Agrogabon Satisfactory Poor . o . Planned as sn integrated agro-industry, but plantations
ete. to provide it with resoucces have only been
partly completed,
Crude palm oll produced here cannot be used by existing
cveflnery.
Petrol
refineries Poor . Satisfactory Satisfactory o Over-capacity.
Other counteies in the reglon have become competlitors.
Downstream projects never reslized,
Sogacell
(paper pulp) Poor e e o o o wgtillborn™ - no funds svailable for roads, water aend
ealectricity supply.
Only minor pacts of the project (dating bsck to 1969)
had been realized when it was given up {n 1983,
Ghane
(Food
processing) “e Poor Poor Poor Poor Some wall-managed projects produce at abysmally low
levels due to lack of raw materiels.
(Vegetable
oils and fats) Poor Poor Poor e Some plants are badly located in relation to raw
material supply.
Growing small-scale soap industry.
(Beverages) Poor Satisfactory e Satisfactory Wany small-scale traditionsl distilleries operate
successfully, but product quality is variabls.
(Tobacco) Poor Poor Sat ‘sfactory Good Excess demand.
(Animal feed) Poor Poor Poor Satisfactory Transport problams.

Rxcess demand.
continued
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Couatry and

industrial Operation
project (or Pre-investment Raw Technical
branch) study materials agpects Output Management Comments
(Woad
processing) Poor Poor Poor Satisfactory Problems with infrastructure,
(Rubber
products) Poor Poor Poor Poor Upgrading of rubber plantstions and smallholder rubber
production very badly needed.
Problems with infrastructure.
(Textiles) Poor Poor Poor Poor Raw cotton production very low due to low prices.
Training methods of staff inappropriste.
Government has not explnited export opportunities.
(Non-metallic
material) Satisfactory Poor Poor Poor Problems with infrastructure.
Low demand csused by economic downturn.
{Metal and
engineering) Poor Poor Poor Poor Product range of some projects not suited for locsl
market.
some basically sound projects with ressonable
management cannot meet demand becsuse inputs are
unavailable,
Nigerias
Delta Steel
Plant Caod

Indian/Nigerian joint venture.

Indian consultant {with much axpertise in daveloping
countrlies) considerably improved sarlier
German/Austrisu plens.

Foreign partner is in virtual control of everything.

Not yest operstional.

continued
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Countcy and

industcial Opavation
project (or Pre-investaent Contract Raw Technical
branch) study negotiation materials aspects Output Heanagenment Comments
Machine Tools
Company Satisfactory Satisfactory Satislactory Satislactory e . Indian/Nigerian joint venture.
r) (r) 1r) (8 2] Indian partner highly expecienced in third world.
"Pioneer machine tool factory ... likely to be one of
the most modern machine tool plants in the world™.
Peasibility study carcied out by Indian partnsc.
Apparently ressonably well-run but completely dependent
on imports.
world Bank: "no doubt, demand will grow”.
"prospects somewhat better than marginal®.
(Textiles) Poor Poor Poor ‘s Huge imports of inputs,
Low productivity.
(Cemant) Good Poor Satisfactory Good A 20 per cent import duty on cement protects the
macket; high opersting costs, scope for expansion.
Vehicle
assembly
plants
(uaspecified) Poor Poor Poor Problems: securing imports of inputs,
Kwara State
wetal products
plants Poor Poor Poor Suffer from power cuts, shortegs of inpuks.
Rydcoelectric
power
plant Satisfactory Satisfactory Satisfsctory Satisfactory . Regional politics partly determined the type of power

generation and the location.
Insufficlent water supply downstream as s cresult
of this project,

continued
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Countcy and

industrial Operation
project (or Pre-investment Contract Raw Technical
branch) study negotiation materials aspects Output Management Comments
Paper mills Poor Poor Poor So far, the cost of thase s&s yet largely inoperative
projects has doubled.

Insufficient attention to forest reserves, locsl
infrcastructure, related services.

Wworld 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.

Nigeria/Benin
Onigbolo cement
factory Poor Poor Poor Poor Poor Infrastructure incomplete.
Inexperienced Beninese and Nigerian pactners fared
badly with Danish technical partners.
Senegal
Société
Sénégalaise
de Scierie Satisfactory (") Poor Poor Poor “Ambitious project” which operated efficiently at the
start.

Rankrupt after three years.

Export restrictions on céte d'Ivoice wood supplies.

30 per cent of available input wasted in production.

Fresh and
tinned fish
Tactory Poor Poor “Short-tarm borrowed capital used to finance long-term

needs".
Well-established small firm before expansion; benkrupt
two years after expansion.

continued
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Countcy and

industrial Operation
project (or Pre-investment Contract Raw Technical
branch) study negotiation waterials aspects Output Management Comments
Printing works Good (?) Geod Good Good Manager's "know how was transferced to him by his
father" - a family tradition in printing.
Main debtor: Government.
Paper product
factory Satisfactory Good Good Well-menaged, successful small firm, but profits are
eroded by high cost of imported inputs.
State-owned
fishing
company Poor (?) Poor Poor Poor Company bought two unsuitabls trawlecs for fish
transport, with disastrous financial results.
Dry cell
battery
factory Poor Poor (?) Poor Poor Poor »Inferior quality product which could not be marketed
domestically despite ... 100 per cent state
protection”.

Excess capacity was installed wherever possible:
nwgeveral factories within one factory”™.

Factory was reorganized in 1981 and had s high
tucnover and good prospects in that yesr (no recent
data available).

Sierra leone
Foam rubber
factory Good (?) Good . Successful entecprise supplying domestic macket, some

export; operstion stopped in 1983 after fire.

continued
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Countcy and

industrial - Operation
project (or Pre-investment Raw Technical
branch) study matecials sspects Output Mansgement Comments
Sosp and
plastic bag
factory . Good (1) Good (1) Successful, although profits lower than plaaned.
gxtension of existing factory.
1ce cream
company Poor Ponr Poor Expansion of existing compsany.
(initially)
Rice wmill Good (1) Sstisfactory Good (?) Good (?) Spare parts problem.
High operation costs,
Expansion of existing small firm.
Printing works Satisfactory Satisfactory Good (1) Foreign exchange scarcity, major problems in acquiring
inputs; has operated guite profitably.
Jute bag
manvfacturer Poor Poor Poor Output initislly 2.3 per cent of planned output.
Poreign exchangs problems; input problem.
Attempts to produce jute domestically feiled.
w.,, eqr’oment in an {rrecoverable state of rust".
Pruit
processing
company Poor (?) Poor Poor Low-quality product - totslly uncompetitive; closed
down.
Pish meal/oil
company Poor Poor Poor Poor Run by expatristes (exception in Siarras Leone sample).

1nsdequate trswlers - {nedequate cetch; insdequate
marketing.
Closed down.

continued



Annex {continued)

Country and

industrial Operation
project (or Pre-investment Contract Raw Technical
branch) study negotiation materials aspects Output Managemert Comments
Cacbon dioxide
plant Good e Poor Poor Poor Good Predominantly foreign-owned.
Replaced obgolete plant.
Initisl plan rejected by the Afcicen Development Bank;
revised appraisal report accepted.
Foreign sxchange problems; lack of inputs.
Export merket deteriorated.
Confectionery Good . Poor o Good Good Foreign exchange problems; lack of inputs; good quality
products which sell well,
2aire
Société textile
de
Kisangani b/ .. Poor Good Good Good Good Linkage effects: increased local cotton production,

other inputs.

Presidential project (improving stability in separstist
region) - few problems in implementing and running
the project.

Large regional demand.

Both machinery and personnel are exploited to the
highest possible degree,

Technical breakdown will be remedied by French
development ecid; large-scale socisl breakdown is
quite possible - no remedy is mentioned.

No evidence of long-term planning.

Plant totally controlled by French-Swiss parties in
joint venture.

continued
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Countcy and

industcial Operation
project (or Poe-investment Contract Raw Technical
branch) study negotiation materials aspects Output Management Comment.s
Minoterie de
Natadi Poor Good Good Very favourable terms for the partner from a&n
industrislized country in this "joint™ venture; in
effect, 90 per cent of the production cost of flour
is subsidized by the Banque Nationale.
Total control by the industrialized country.
Cimenterie
Mationale Poor Poor Poor Pooc (?) Poor Ratio of planned construction cost to resl construction
cost: 1 to 6.
Critical sssessment of project ghelved by Government.
Not located near sufficient raw material resources.
Zimbabwe
Chewing gum
factory Good Satisfactory Good Good Good Partly export-oriented; export market share more or
less guaranteed by Danish parent company.
production/export could be higher if foreign axchange
cestrictions (impocts of raw materials) were relexed.
Danish company may review participation in case of
growing political instability.
Sources: For Gabon: matecrisl supplied by Université Paris X (1985); for Ghana: drawn from World Bank studies of industrial branches (1985); for the

Nigerian/Beninese joint ce
assessments made by the A
supplied by Université Paris X (1985);

a/ The performance indicators - “good™,

ment factory:

b/ Zaicre also acquired 30 complete high-techn

Roger Riddell,

O. Akin Abudifa, “The Onigbolo cement
frican Development Bank (1984);
for Zimbabwe:

wsatisfactory™ and “poor

et ~ry, or how
for Sierca Leone: a.-

"Poreign iny

to snatch defest Ecom the jaws of victory"
;sment made by the Afcican Development Bank (1984); for Zsire:
tment in Zimbabwe", June 1984.

*, 1982; for Senegal:
matecial

» _ are assigned on the basis of the remarks made in the primury source material.

ology textile plants from the United States of America; these have never produced any cloth.
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SMALI.-SCALS INDUSTRIES IN THE IMPLEMENTATION OF
A GROWTH CENTRE STRATEGY OF REGIONAL DEVELOPMENT:
A CASE-STUDY IN GHANA

P.%w.K. Yankson*

Introduction

The growth pole (and growth centre) approach is one of a variety of
spatial davelopment strategies that have been tried in many developed and
some developing countries. During the mid-1970s, this strategy was adopted
by State planners to promote for rural development. A four-tier growth-
foci approach 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 easure the
successful implementation of such a strategy. Among the issues that plan-
ners need to deal with are the following: first, esteblishing criteria for
identifying anu selecting potential growith centres; secondly, stimulating
growth and development of these centres to enable them in tura to stimulate
their surrounding areas to higher levels of growth; and thicdly, trans-
mitting the growth impulses thus generated in the centres to theic sur-
rounding areas, thereby leaeding to a balanced spatial system. None of
these issues has been considered in connection with the sttempted growth-
foci approach 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 wider 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 centres are
examined to show how these industries operate in urban areas of various
sizes. This helps both in determining how 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 of pgrowth (development) poles
{pbles de croissance), which he defined in relation to abstract economic
space. Growth poles were conceived as a field of forces consisting of
centres (poles or foci). These forces were essentially economic and their
generators mainly firms and industries. Perroux was primarily concerned

*Department of Geography, University of Ghana, Legon. This paper is
based on the author’'s doctoral dissertation prepared at the University of
Nottingham, United Kingdom of Great Britain and Nerthern Ireland.

27417
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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 interactions rather than the spatial pattern of economic activity or
the geographic implications of economic growth and interindustcisl shifts
(Hermansen [3], p. 21).

Perroux's growth pole thus correspouds tc the leading sector of the
economy, the dominance of which is expressed through backward and forward

linkages to the manufactucing sector of the spatial economy, but linkages
between firms are not considered with respect to geographic location.

Following Perroux's work, attempts have been made by such sauthors as
Mycdal [4], Hirschman (5], Boudeville [6] and Friedmann (7], (8] to incor-
porate space into Perroux’'s original idea, and this has given tvise to the
concept of growth centre and its related body of concepts. The growth-pole
concept has also been related to other spatial theories such as the centrsl
place theory (Hermansen [3], Parr [9]) and the notion of irnovation and
diffusion of growth impulses through the urban hierarchy (Berry ([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 (Darwent (12], Moseley ({13])
throuvgh the unresolved issue of the criteria for selecting growth centres
(Appalraju and Safiecr (14}, Hansen {15}, p. 103, Moseley [13], Toloso and
Reiner (16}, Weller (17], Brown [18], Nicols f19], Morril (20]), Maki (21],
European Trade Association (22];. The issuve of the lack of spatial man-
ifestation of the development impulses generated by growth centres has
attracted some attention in the Iiterature (Gaile (23], Hansen (151,
Johnson (24), Dicksoa ([25]}), and Latin American reviewers have criticized
the concepts on ideological, Gtheoretical, political and practical grounds
(Conroy [26], Richardson and Richardson [:7]).

Despite these criticisms, the attraction of the growth pole and its
related concepts to spatial development planners is still strong, largely
tacause these concepts can be combined with other space-organizing con-
cepts, such as the centrel place theory and the diffusion models, to pro-
vide a theoretical framework within which 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}) end pro-
posed a four-tier hierarchy of growth foci, comprising growth poles at the
national level, growth centres st 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-foc: approach was supposed to be applied
to rural agricultural and industrial development. However, the plan doc-
ument did not go beyond a mere declaration of intent, and nothing further
has been done about a8 growth-foci approach to rural development.

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

In their present state of development the growth-pole and growth-
centre concepts leave much to be desired because they provide no guidelines
8s 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 linkeges with new and existing
industries, leading to direct and indirect creation of wage employment
(Mayer [311, pp. 25-95). It is doubtful whether the application of the
theory through the setting-up of large-scale industcries alone can provide
adequate employment within the "poles enviconment™.

Secondly, it is not easy for large-scale capital-intensive industries
to be set up away from the major irdustriel 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 Ffunction effectively. Thus, for a growth centre
strategy to achieve the objective of regional development there must be a
high degree of deliberateness in the planning programme for the sequential
location of economic activities (Mabogunje [32]). This calls for en 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 1like
Ghana, beset by serious financial problems which can delay the pace of
implementing such a policy. 1In addition, it is not easy to disperse even
the medium-sized and small-scale (modern) industrial units away from the
main industrial centres, even with specific development controls and some
form of fiscal incentives and financial measures (United Nations {331,
pp- 468-474). However, one cannot rely on controls and incentives to
achieve substantial success in industrial dispersion in developing coun-
tries because such policies have not been backed by complementary policies
and programmes (Friedmann [34], pp. 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. 1In the
late 1950s and early 1960s the central Government attempted to decentralize
industries away from the three main industrial centres of Accra-Tema,
Kumasi, and Sekondi-Takoradi by proposing to build up to 20 other cural
industrial centres. These centres were to be district or local administra-
tive centres or places where raw materials were availabley. The idea was to
establish in them industries which could survive economically outside the
larger industrial centres (Ewusi [35], pp. 14-15). This project could not
be implemented as part of the government industrialization programme con-
tsined in the second five-year development plan (1959-1964) because the
plan was abandoned in 1961 in favour of the seven-yesr development plan
(1963-1970). Since the 1960s no clear policy for locating industries out-
side the msin urban centres has been pursued.

Apacrt from the question of locetion, the impact of large and medium-
sized industries on employment should also be considered. The long-term
impact of large-scale capital-intensive industries on employment generation
is not encouraging (Morawetz (36]). Throughout the developing world, the
creation of new employment opportunities by lacge-s:ale industriaslization
hes not kept pace with the growth of the labour force, although it has been
suggested that the picture is not totally blesk for Ghans (Ewusi (37]), and




that other avenues for employment generatidn in prospective growth centres
must be ccnsidered. 1In particular, the possible role of smell-scale indus-
tries 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 instsnce, has sttacked the uver-emphasis placed on indus-
trisl development as the 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-economic context of developing
countries, growth centces should not serve only as industrial centres, but
should also be allocated various other functions. This suggestion reflects
the conditions existing in many developing countries, where there are
obvious growth centres whose economies may be dominated not by any "leading
oir propulsive” industry, but rather by s wide range of functionally uncon-
nected small-scale activities which have developed together without any
growth industry stimulating the process”. The role of these smsll-scale
activities (or industries) hss not been given the sattention it deserves in
grovth-centre thinking in developing countries.

In his two-circuit urban economic model, Santos [39] notes that the
growth-pole theory takes into account only the "upper circuit” comnsisting
of the modern sector, and has little relevance to the "lower circuit", or
traditional sector, consisting of non-cespital-intensive industries, serv-
icing and tcading.

In their work in Kenya on the selection of growth centres for rural
development, Kimani and Taylor [40] refer to the importance of small-scale
enterprises in the growth-centre selection process. They stress that one
of the important indicstors 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 smell-
scale enterprises, in particular small-scale industries, not only in the
growth-certre selection process, as Kimani and Taylor (40] have suggested,
but also in the development of growth centres and their environs, espe-
cislly with regard to income and employment generation.

Issues relating to the potential of 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 ovr 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 coansidered:

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

(b) What is the impact of their activities on the local (urbsa) econ-
omy and the wider regional economy? 1In 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;
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(c) What type of the growth pattern, if any, is found in the small-
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 small-scale
industries in various countries of the third world. 1In Ghens the work of
Steel [41] has thrown some light on the dynamic role the intermediate sec-
tocr can play in economic growth and employment generation. Other relevant
worke include those of Aryee [42], (43], Hakam [44], International Labour
Orgenisation/Jobs and Skills Programme for Afcrica [45] and Kennedy (461,
[(47]. Most of these studies concentrated on one or a few urban centres,
leaving the regional aspects untouched. The present study looks at the
issues from a regional standpoint by examining the performance of small-
scale industries in & number of centres in one administrative region - the
Central Region. It concentrates on the lower 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 centrsl
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. 1Im
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 couvntry in terms of demographic structure, economic activ-
ities, employment structure and the pattern of urban development. 1In 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 Coest (51,653), Winneba (30,778), Swedru (21,522),
Saltpond (11,549), Elmina (11,401), Fosu (7,249), Asikuma (6,948), Komenda
(5,966) and Mankesim (4,412) %% The centres can thus be classified as
Cepe Coast (potential regional growth centre), Winneba and Swedru (the two
medium-sized regional centres as potentisl growth points) and the others
(potential development service centres).

*xIn 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.

*x%The nine centres were categorized as follows: large - centres with @
population of 50,000 or more in 1970 (for example, Cape Coast); medium-
gized - centres with a population between 20,000 and 50,000 (for example,
Winneba and Swedru); small - centres with & population between 5,000 and
20,000 (the remaining 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 most of the small-scale,
largely "unorganized” enterprises for many ceasons. 1In general, operators
do not co-operate in giving informstion regarding the operstion of their
enterprises. Moreover, some of the units have no fixed working places,
which makes it difficult to knuw the exact number of units operating at any
pacrticular period. A study of any aspect of the small-scale industries
almost invariably must st:art from a basic survey which is then used to
select a sample for more detailed study. Only enterprises with fixed
places of work or operation were included in the basic survey which was
more or less a head-count exercise.

The enterprises covered in the basic survey included both modern and
traditionsl craft and service units, sandcrete block-meking, carpentry,
dressmaking, tailoring, metalworking, smithing, automobile repairs, mill-
ing, food preparation and repair end other related services such as photog-
caphy, beautification and watch and shoe repairing. A small-scale industry
wes simply defined as a largely privately owned production or service
industry employing up to thirty people.

The basic survey covered 1,006 enterprises with 2,690 employees.
Table 1 gives the enterprise breaskdown, 595 units being selected for a more
detailed study. A questionnaire survey wes then conducted using a propor-
tionate stratified sampling techanique involving at lesst 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 macketing; linkage
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 sempled operators were
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
Saltpond 88 241
Elmina 86 170
Fosu 40 138
Asikums 49 200
Komends 29 70
Mankesim 37 88
Total 1 006 2 690

Source: P.W.K. Ysnkson, "Plenning for the informal sector in the
Central Region: implicetions for growth centres and regionsl planning in
Ghane", Ph.D. dissertstion (University of Nottingham, 1979), p. 162,
table 6.11.
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Quantitative data is difficult to obtain. Operators do not usually
keep records 5f their transactions acd tend to be either unable or unwil-
ling to give out figures on expenditures and tucrncver that would make pos-
sible a quantitative assessment of their level of efficiency in the running
of their enterprises over a long period of time. Nor is it passible to
compute certsin importart indices such as capital-labour intensities or
ratics. At best only a picture of how individual enterprises are perform-
ing at a peint in time can be cbtained through & ~ross-sectional study. It
is difficult to dcaw firm conclusions from studies of this kind. A stady
that can be cerried out over a longer period cf time, involving perhsps »
few selected but representstive enterprises and recording certsin vital
statistics, is the best apprcach to correctly assessing Lhe operating con-
ditions of smsll-scale enterprises. Such a study could be expensive.

The preseat study adopted 8 cross-secticaal approach, taking 1into
account some of the above mentioned problems concerning data generation.

Employment and income generation

This aspect of small-scsle industries has been dealt with by otiker
writers (Yankson [48]), but its main features will be presented here. To
examine these issues, one has to begin by looking at the growth pattecrn of
the smail-scale industrisl enterprises in the centres surveyed. 1In Table Z
one notices 8 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 nf establishment slightly declined between
1975 and 1978. The =ignificant rise in the number of production units
after 1966 affected meinly the modern craft activities. These included
sandcrete manufacturing (33 per cernt), dressmaking (80 per cent), tailoring
(63 per cent), eleckrical repairs (48 per cent), milling (46 per cent) ard
the service industries such as photogr:phy (70 per cent) and hair-styling
(83 per cent). On the other hand, most of the traditinnal craft activities
such as smithing, pottery and weaving were set up befare 1966. Should this
growth pattern continue in the future, it is quite likely thst many more
modern  industrial enterprises will be established, with & corresponding
decline in importence of the traditional crafts.

Table 2. Enterprises and period of establishment

Number of enterprises 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)

Source: Adepted from P.W.K. Yankson, "Planning for the informal sec-
tor in the Centrsl Region: implications for growth centres and regional
plaaning in Ghana”, Ph.D. dissertation (University of Nottingham, 1979),
p.- 173, table 6.6.

Note: Percentages given in parentheses.
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In general, the survey showed that most of the entecprises (92 per
cent) started with less than 10 employees. Of those sampled, 72 per cent
began with less than five employees per entecprise. 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. Ounly 35 per cent of the units sampled employed wage labour. Most
of the units operate fully for at least nine months of the year. Most 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 genecate 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 moath
of cl150. 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 differences observed among 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. Mean weekly profit for all enterprises in the
nine centres surveyed

Mean weekly
profit per

enterprise Standard Standard Statistical

Location (cedis) error deviation sample
Cape Coast 236.7 36.99 490.7¢ 176
Winneba 162.06 20.11 185.36 85
Swedru 229.42 41.31 665.56 127
Saltpond 62.43 7.68 50.97 44
Elmina 340.89 196 .27 1 301.89 44
Fosu 62.8 13.23 83.67 40
Asikum. 44 .47 12.66 188.58 49
Komenda 143.29 29.75 111.33 14
Mankesim 95.5 17.89 71.557 16
All centres 185.8 20.61 563.24 595
Large centres 236.69 36.99 490.76 176
Medium-sized

centres 202.57 26.08 379.69 212
Small centres 125.42 42.38 609.77 207

Source: 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. 194,
table 6.21.
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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 explained less than 20 per cent of the variations
observed in both employment and income 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 remeain so in the long run. This suggests that small-
scale industries on the whole lack the potential for substantial short-term
or long-term expansion. 1t would be even more interesting to examine
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 a cross-
sectionsl 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 their
plans for expansion and improvement. The responses received were related
to certain characteristics of the entrepreneurs, and differences roted in
the responses of operators in different centres and activities were
examined.

With respect to business performance, operators were asked whether in
the previous five years they had experienced an improvement, a decline or
no change in their performances measured in terms of production and ssle of
goods and services. The survey results indicated that less than a fourth
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 insig-
nificant. On the other hand, & greater proportion of operators in the
small centres (29 per cent) than in the other centres considered 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 public or formsl sector. Approximately seven per cent of the
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
vials and spare parts was the major factor for those who experienced a
decline.

Prospects for expansion, desire to stay in business

Operators were asked whether despite fluctuations in business fortunes
in the past and the likely uncertainties in the future, they would like to
continue operating their enterprises: B84 per cent of them answered posi-
tively (teble 5). Asked why they wished to continue, they 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 precferred 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 & new trade and could not easily change jobs; 78 per cent considered
their work to be their only means of subsistence or extra 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 bucinesses. 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 *crades or acquire new skills
and work in other occupaticns; 13 per cent wanted to find employment in
public or large-scale private organizations, or what may be termed the for-
mal sector; and 15 per cent wanied to devote themselves to farming.

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

Operators' assessment of their business fortunes

(percentage)
Don't Total
Centres involved Improved Same Declined kunow sample
Large 43.2 (76) 27.8 (49) 25 (44) 4 (7) 176
Medium-sized 39.6 (84) 56.1 (119) 4.2 (9) - 212
Small 40.6 (84) 31 (64) 29  (59) -- 207
All centres 40.8 (242) 38.3 (231) 18.3 (109) 1.2 (13) 595

Source: 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 Ncttingham, 1979), p. 384,
table 10.9.

Note: Actusl frequencies given in parentheses.

Table 5. Survey of pettr commodity enterprises on likelihood
of remaining in business

Response of operators

(percentage) —
Centres involved Yes No Don't knov Total sample
Large 73.3 (130) 14.8 (26) 11.4 (20) 176
“edium- sized 89.6 (190) 9.4 (20) 1 (2) 712
Small 87.9 (182) 6.3 (13) 5.8 (12) 20/

Source: P.W.K. Yankson, "Planning for the informal sector in the
Central Region: implications for growth centres und regional planning in
Ghana”, Ph.D. dissertstion (University of Nottingham, 1979), p. 287,
table 10.11.

Actual frequencies given in pareatheses.

Note:
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There were differences in the above responces 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 opecrators, particulacly in
metalworking, tin-smithing, milling, repair unite and the provision of per-
sonal services like photography and beauty parlours, were likely 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 number of operators who were unlikely to continue in husi-
ness increased with the age of the operators (see table 7.

Table 6. Survey of petty commodity enterprises on their likelihood
of remaining in business: breskdown by activity

Response of entrepreneurs

(percentage)

Type of activity Yes No Don't know
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 cepairs 78.4 (40) 21.6 (11) -
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 (2) 36.8 (7)
Food preparation 80.6 (25) 3.2 (1) 16.1 (5)
Milling 61.5 (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 12 (8) 28 (3) --
Total 84.4 (502) 10.3 (61} s.1 (32)

Source: 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. 292,
table 10.3i5a.

Note: Actual frequencies given in parentheses.

1t 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 adversely affect the future of enterprises dominated
by comparatively older entrepreneurs, such 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 enterprises oper-
ated by younger entrepreneurs replaced those likely to be wound up by older
entrepreneucs.
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Table 7. Survey of petty commodity operators on their likelihood
of remaining in business: breakdown by age group

Response of operators

(percentage) 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 26.2 (174)
41-50 62.2 15.1 2.7 12.3 (73)
51-60 62.5 35.0 2.5 6.7 (40)
Over 60 80 20 - 1.6 (10)
No age given 86.8 5.3 1.9 6.4 (38)
All age groups 84.4 (502) 9.9 (59) 5.7 (34) 100 (595)

Source: P.W.K. Yankson, “planning for the informal sector in the
Central Region: implicaiions for growth centres and regional planning in
Ghana”, Ph.D. dissertation (University of Nottingham, 1979), p. 288,
table 10.13.

Notes: Actual frequencies givea in parentheses.

Chi-square = 54.65 with 24 degrees of freedom.

Significance = 0.0004.

Entrepreneurs’ plans for the future

Operators were queried ahout likely future changes in their plans for
employment generation, ohysical improvement of their business units and
relocation.

Employment

Perhaps because of the comstraints on production of gocds 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-
merts or sn expansion of production ia their business units. ~“ome differ-
ences in the rates of response among operators in the various activity
areas need to be noted. The activity areas in whizh at least 50 per cent
of the sampled operators wished to expand employment were carpentry
(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 number of operators in the older enterprises (that is, those estab-
lished beforz 1970) wished to expand their employment (see table 8).

1t therefore seems that with the psssage of time small-scale indus-
tries tend to become labour-setursted, thus limiting their scope for long-
term employment expsnsion except theough the creation of new enterprises to
add to or replace the older omes. It may thus be tentatively concluded
that smell-scale industrizs have potential for both shoctand long term
employment growth, but the latter will be largely determined by the pre
veiling ecouomic conditions, and that the employment growth psattern is
likely to be "involutionary" rather than “evolutionary”™ in nature.
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Table 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 (1)
1971-1975 86.4 (178) 5.8 (12) 7.3 (15)
1976-1978 86.5 (45) 9.6 (5) 3.8 (2)

Total 84.4 (502) 9.9 (59) 5.6 (34)

Source: 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. 298,
table 10.17.

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 larze centres had plans to expand their work-force (table 9), but even
among the small centres there were differences in response rate. The pro-
portion was higher among the larger small centres, such as Saltpond and
Elmina, than among the other smell centres.

Physical improvement

The survey shows that a wajority of the units were being operated from
rented premises, especially for sutomobile repairs (89 per cent), elec-
trical repairs (60 per cent), metal working snd tin-smithing (65 per cent),
block manufacturing (92 per cent), tailoring (66 per cent), dressmaking
(61 per cent) and carpentry (56 per cent). When asked about their plans
for physical improvement of their shops and workshops, only 35 per cent of
entrepreneurs said they would like to build new workshops or renovate
existing ones. This does not meaa, however, that those who had no such
plans were satisfiea with the state of their workshops. Entrepreneurs were
rather more interested in investing in tools than in workshops, for 74 per
cent or them wanted to acquire new machines or repair broken-down equipment
if perts become cvailable.

Relocstion

Of the units sampled, 77 per cent were initially established in the
selected centres, and 85 per cent in the selected centres and their sur-
rounding villages and areas. Only 11 per cent were originally started in
other n~entres outside the central region, and 7 per cent were initially
established in the three mein urban centres of the country, namely, the
Accra-Tema metropolitan area, Kumasi, end sekondi-Takoradi (see table 10).
An examination of table 10 shows that the proportion of enterprises that
migrated from elsawhere into the selected centres is inversely related to
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Table 9. Assessment of need for employment expansion:
breakdown by centre

Response of operators

(percentage)

\ Centre Yes No Don't know
Cape Coast 46 (81) 45 (719) 9 (16)
Winneba 23.5 (20) 74.1 (63) 24 (2)
Swedru 35.2 (32) 73.2 (93) 1.6 (2)
Saltpond 75 (33) 25 (11) --

Elmina 90.9 (40) 4.5 (2) 4.5 (2)
Fosu 27.5 (11) 67.5 (27) S (2)
Asikums 24.5 (12) 715.5 (37) -
Komenda 50 «(7) 50 (7) -
Mankesim 51.3 (S) 67.7 (11) -
Large centres 46 (81) 44.9 (79) 9.1 (16)
Medium centres 24.6 (52) 73.6 (156) 1.8 (4)
Small centres 52.2 (108) 45.9 (9) 1.9 (&)

Source: P.W.K. Yankson, "Planning for the informal sector in the
Central Region: implications for growth centres and regional plamning in
Ghana"”, Ph.D. dissertation (University of Nottingham, 1979), p. 299,
table 10.18.

Note: Actual frequencies given in parentheses.

Table 10. Origins of petty commodity enterprises
:n the selected centres
Originel location of enterprises
_(percentage)
Towns and
Towns and Towns and villages
villaiyes in villages in outside
district region region Main
of of oi national

Selected Sampled sampled sampled sampled urban Total
centres centre centre centre centre centres sample

lLarge 92.6 (163) 0.6 (1) 1.2 (2) 1.1 (2) 4.5 (8) 100 (176)
Medium-

sized 79.2 (168) 4.7 (10) 7.1 (1S, 4.7 (10) 4.3 (9) 100 (212)
Small 66.7 (138) i3.6 (28) 5.8 (12) $.8 (12) 8.2 (17) LU0 o)
All

centres 77.9 (463) 6.5 (39) 4.9 (29) 4 (24) 6.7 (40) 100 (595)

Source: P.W.K. Yankson, "Planning for the informal sector in the
Central Region: 1implications for growth centres and regivual planning irn
¢’ .~a", Ph.D. dissertation (University of Nottingham, 1979), p. 301,

~: 10,19,

Note: Actual frequencies given in parentheses.




- 80 -

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 smsll 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 1is likewise
inversely related to the size of the centres. Such a patiern seems to
indicate that the size of migrant enterprises in the selected centres is
inversely related to the size range of the cenires 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, operetors were asked whether they contemplated relocation to
other centres or 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 commercisl 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 mein reasons behind operators®' relocation p’ans were a combianation
of economic, social and personal factors. For instance, the desire to live
and work in one's hometown or where one had lived for & long time scemed
very important. The perceived lack of economic opportunities for op=zrating
their businesses profitably elsewhere was also a very important resson
behind the general unwillingness of operators to move.

Impact on local and regional economics: the linkage issue

Smell-scale industriel units have an undoubted impact on the economy
in which they operate. They generate employment, however small it may be.
They pecform useful services and produce goods that may 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.

in the literature 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-output model. To stimulate development, an urban area growth centre
must have strong backward and forward linkages with other centres and with
its surrounding sareas.

The literature on smaell-scale industries is deficient in studies and
methodologies of linkage analysis, with the exception of a few publications
(Remy snd Weeks ([49), ILO (50), Aryee [43]). Because of this deficiency,
methods of measuring linkages between the small-scale scctor aud the total
economy and among small-scale operatocrs have not been devised. This makes
it difficult quantitatively to assess the influence of small-scele indus-
tries in a growth centre. Remy and Weeks [49] used an input-output tech-
nique based on strict data regquirements, which are hard to meet given the
difficulties of data collection and generation in the sector. Examining
the nature of linkages between small-scsle and large-scale manufacturing in
Kunari, Ghana, Aryee isolated five factors as the main linkige factors,
nsmely fixed capital, employment of skilled labour force, capacity, scale
of operation and size of enterprise (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. 1In this study, linkages are examined
from three points of view, namely, capital transfer, product transfer and
skill or technology diffusion between the petty commodity 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 transfer

Direct capital transfer from the large-scale or public sector to the
petty commodity sector is limited. 1In setting up their individual enter-
prises, most of the operators (or entrepreneurs) met their financial
requicrements largely from informal sources. 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 from other persons, who may have had some connection with the
formal sector, to set up their businesses. This indicect impact of the
formal sector is substantial. Altogether, indirect sources of formal sec-
tor capital accounted for 30 per cent, while the agricultural sector pro-
vided 24 per cent, of the initiael cepital invested in smell-scale indus-
tries.

Onre enterprises have beenrn esteblished, operators tend to rely more on
theic own resources than on other sectors of the economy. Of the sampled
operaters, 65 per cent relied on their own savings to operate their enter-
prises. Nevertheless, a fairly sizeable proportion of the relatively young
operators (those between the ages of 15 end 24) depended more on loans fron
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 per 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
muain operators who had received or tried to obtain bank loans. Others
included carpenters (16 per cent), bankers (9 per cent), millers (16 per
cent), weavers (28 per cent) and electrical and electronic repsirers
(1¢ per cent).

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

Technology and skill transfer

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

*Weeks (S51 introduced the concepts of involutionary and evolutionary
processes of growth into the literature of development studies. He
expleined involutionary process of growth in the petty commodity sector as
a process of adaptation to changing conditions which wili result in
increased lebour 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 evolutionary 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 present study, it was observed that only 2 per cent (9) of the
sampled entrepreneurs or operators had received training for their various
jobs from formal sector institutions (two carpenters, three sautomobile
repsirers, 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 artisan recruits apprentices 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 these operators were in Cape
Coast alone, the largest urban centre surveyed.

Product transfer

Product transfer relates to sources of essential inputs and ssles out-
lets for small-scale industries. Small-scale operators receive material
inputs from a variety of sources: retail shops, large department stores,
middlemen or ageants. 1In 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 pucrchaces. 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 keep 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 and the
large-scale sector 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 in the urban centres surveyed. Only an insignificant proportion of
the sumpled 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 operstors as being their main
customers. Direct sales to public or formal sector institutions accounted
for only 2 peor cent of all sales, much of it to educational institutions
(schools and colleges) in the selected centres, bskery 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 repsir servicer 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 inputs for modern
industry. Secondly, technologiceal differences between petty commodity
units and the large- scale or formal sector may render products from the
petty commodity sector wunsuitable for use in modern industry. Their prod-

*These were: & bakers, 7 carpenters, ? tailors, 1 dressmsker, 2 shoe
repairers, 1 blacksmith, 1 automobile repairer and 1 photographer.
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ucts 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-level 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 the rich. This pessibility depends however
on the performance of the national economy. Enterprises in sareas such as
carpentry and tailoring could compete effectively with products from
large-scale compsnies or even from abroad, if entrepreneurs in the small-
scale units exhibited sufficient ingenuity to be abl2 to cater both for
their local markets and clientele, and also for a wider and more sophis-
ticated market, leading 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

Linkages 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 [S4] pointed out the importance of this sector in employment gen-
eration and linkeges with the rural economy as a whole. Although urban
centres were mainly covered in the present study, all the smsll centres
(that is, those with less than 10,000 pecple) 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 of all purchases 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 & handful of operators made direct sales to farmers, and
these were mainly blacksmiths selling hoes and cutlasses and other simple
farming implements.

Capital transfer

The agricultural sector is very important 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 capitel aid from people who were engaged in primary activities
such a8 farming, fishing and hunting. Above all, the survey showed that
the sagricultural sectcr constituted the main secondary activity of the
entrepreneurs interviewed. Most of them had their investments in the pri-
mary activities in their towns of operation and the surrounding areas.
There was a considerable flow of capital between small-scale industries and
the primary sector.

Linkeges within the smell-scsle industrial sector

Individualism among small-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 snother through the move-
ment of operators from one activity to another and through business 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 of 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 common facilities was unusuel among small-scale
operators in the central region and most probably in the country as s
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 nsature of the
operations of petty commodity enterprises (involving small-scale activ-
ities, 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 cepitel 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.

Summary and conclusions of the case-study

The results of the case-study of the central region show that smsall-
scale industries have some scope for employment generation in the centres
surveyed and therefore in urban Ghana as & 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 opersted by compar-
atively younger and better educated operators who should be able to bring
fresh ideas and better management 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 commodity sector can therefore, at least in the short
run, continue to expand and employ people.

The prospects for lorg-term employment generation depend on how many
of the enterprises survive the initial years of operation. The survey
showed that total empluoyment 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 tov expand their work-
force significantly over a period of time. Moreover, even the entrepre-
neurs whc planned to continue in business generslly had no intention to
increase their work-force in the near or distant future, possibly owing to
the problems facing the sector.

Most of their problems arose from their inherent weaknesses (small,
poorly menaged units) and from the general economic difficultiec facing the
entire national econowmy {(shortages, inflation etc.). Those problems could
force some operators to leave the sector or discourage prospective entre-
preneurs from investing in it, with serious consequences for long-term
production end 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 epprenticeship scheme of training supplemented by training in the
large-scale or the formal sector. The long-term potentiel for employment
does not seem to lie in wage employment. 1In general, the potential for
long-term employment generation in small-scele 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 diffecences
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. Moreover, 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 commodity sectcr do not vary directly with the population size of
8 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 activities of
small-scale industries. 1In 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.

Conclugion

The case-study involved an examination of certain pertinent issues
which are important if small-scale industries are to be considered a seri-
ous instrument in the implementation of & growth centre strategy. Urban
centres which offer a positive economic environment for the development of
small-scale industries are clearly potential growth centres. To appreciate
the extent to which they offer scope for the development of small-scale
industries, an understanding of urban economic system, among other things,
is required. This cannot however be divorced frem 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 period of systematic study.
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EFFICIENCY AND SOCIAL ANALYSIS OF PROJECTS
IN THE NEPALESE ECONOMY

Ramesh Adhikari*

Efficiency and social prices are the link between project appraisal
and the macro-economy. Efficiency and social analysis of projects are
desirable since they gemerste useful information that can form the basis
for s more proper sallocation of scarce resources. In a developing country
like Nepal, where domestic markel prices of commodity end factor input are
distorted on the one hand by the trade restrictionist policies and the
structural diseguilibrium in the labour market and, on the other, by per-
sistent balance-of—-payments problems and acute shorteges of capital, studies
of this kind are, of course, of special importance and can help to avoid
the misallocation of avsilable resources.

The Squire/Van der Tek method permits a cost benefit anslysis of
projects in two steges - efficiency and sc -ial pricing - and evalustes them
from the point of view of their contribution towards achieving government
socio-economic objectives. The present paper discusses the results of ar
applicaetion of this method in the case of two private sector projects in
Nepal - a cotton spinning mill end an internationsl hotel - during the
period 1980-1981 (Adhikari (1]).

The first section of the psper provides a background to the Nepalese
economy; the second section presents a brief review of the use of shadow
prices in MNepal; the third section highlights the concepts of efficiency
and social pricing; snd the fourth summsrizes the results of the estimation
of the values of the national parameters for NWepsl. Finally, the fifth
section discusses the effects of the efficiency and socisl anelysis, while
the sixth (and last) section provides some conclusions and policy
implications.

Nepslese economy

Nepal is a small, least developed, lend-locked country that is heavily
dependent on its agriculture. The contribution of the sgricultural sector
to the national economy is more than 60 per cent, whereas the industry sec-
tor contributes only sbout 12 per cent, of which about two thirds is from
cottage and small industries [2, 3). The industrisl sector provides
employment to less than 2 per cent of the totsl labour force (2, 3].

Most of the industries sre engaged in the primary processing of sgri-
cultursl asnd forest product:. The msnufecturing sector’s shere of the
gross domestic product is very low; however, its rate of growth has been
significant: around 7 per cent per snnum at constant prices (4). Apart
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from this, industrial productivity is extremely low, with overall value-
sdded per worker at $560 [4]. This is partly due to high labour intemsity
in most of the processes since the value of fixed assets per worker is omly
$430. Equally responsible factors include the incidence of temporary
closures caused by shortages in raw materials, spare pacts, snd the supply
of electricity, and the low level of mansgerial and techunicsl skills. The
country's principsl exports include rice, jute, timber, leather, handi-
crafts snd carpets.

The main objectives of industrial development in MNepsl have been
efficiency, growth, income distribution, saving ocr esrning of foreign
exchange, and the creation of employment. For this purpose the Government
has provided various concessions with regard to custom duties snd excise or
sales taxes [5, 6, 7).

The tourist sector has grown very rapidly and has become s major
source of foreign exchange - in fact, it is the country's second largest
foreign exchange earner ([8]). Tourism is believed to create employment
opportunities and sdditional markets for domestic products. 1In order to
encoursge tourist-besed industries, verious concessions and tax/duty
exemptions have been granted aslong with various support services. The
hotel tex is currently 10 per cent.

Foreign trade (9, 10) is one of the wmost difficult sectors to develop
in Nepal, and its further growth hss been limited by two main factors: one
is the growth in the domestic production of goods for export, and the other
is trensport fecilities providing saccess to foreign markets. However,
there has been some progress in the diversification of export markets and
an increase in export volume despite the given comstraints. MNevertheless,
the country’'s export trade structure reveals that unprocessed materials
still account for more than 50 per cent of total exports. On the other
hend, imports have been growing very fast; manufectured goods and petroleum
products account for more than 70 per cent of all imports.

About 50 per cent of the total population of MNepal, is economically
active, while sbout 5.6 per cent is unemployed. About 79 per cent of the
economically sctive populstion is employed in the asgricultucrel sector. The
country’s per capits income is sround 1,171 Nepal rupees, snd about 36 per
cent of .ne totsl populstion is below the NRs 730 snnusl income level, i.e.
the subsistence level [11). Per capits consumptior i{s about NRs 1,060 on
sversge, which indicetes an average savings ratio of sbout 10 per cent.
However, the savings ratio in rursl areas is less than 2 per cent.

Use of shadow prices in M:psl

Although some evidence of the use of shadow prices can be found in
certsin project plenning snd eppraissl documents prepsred (mainly by
foreign expatristes) even before the 1970s, their incressed empirical
importsnce and use have been scknowledged only after the establishment of
two pers-stetal rescarch and consultency wings of the Covernment in the mid
1970s - the Agricultural Projects Services Centre and the (ndustrisl Ser-
vices Centre (1]. Since then, shadow pricing has freguently been in use in
project plenning end eppresissl in Nepal; however, the methods sdopted heve
been different. The centrsl plenning agency, the Nationsl Plenning Com-
mission, hss not yet formslly established the values of the nstionsl
economic end socisl psrameters, nor hes it formulsted eny specific guide-
lines for project snaslysis. Therefore the methods of estimating and using
the values of the netional parsmeters have been entirely dependent on the
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judgement of the analysts involved. It may be said, on the basis of the
practices of the Government and the pars-statel sgencies with crespect to
project pleanning and appraissl, that the projects with heavy capital
investment are judged from an economic (efficiency) point of view and that
the others are always judged from a financial point of view; yet the social
espect is never coasidered. There is some evidence suggesting that there
has been partisl adoption of efficiency analysis but none of social
analysis in the sllocation of resources in a developing country like Nepal,
where the commodity end factor market prices do not reflect their real
values as s consequence of the protective policy of the Go.ernment and the
structural disegquilibrium in the labour market.

Wevertheless, in 1978, Phillips [12] attempted to estimate the values
of the nstional paremeters in Nepsl - a pioneering step in this respect.
Although it suffered from s lack of both sufficient data and comprehensive-
tess from s wethodological point of view, this attempt, which was in the
form of a guide, included en illustration of public sector projects; it was
later published by the Imndustrial Services Centre. MNevertheless, it tucned
out to be of only limited use, since it lecked the formsl appcoval of the
Nationsl Plenning Commission end regulsr updating of the values of the
nationsl parsmeters. The present paper is the outcome of an attempt to
revise the values of the national parameters and their use in the appraisal
of private sector projects (Adhiksri (1]).

Efficiency snd social pricing

Bfficiency pricing examines projects from the point of view of
vefficient use of scarce resources”. It values all the costs and benefits
expected from the project under sppraisal at the efficiency prices (with
the help of the relevsat conversion fectors) and determines the net
efficiency benefit, which is the {incremental output arising from the
project at efficiency prices. Moreover, the internal rate of return, which
veflects the extent of the expected rste of return on the investment, is
slso computed and compared with the efficiency discount rate. A velue of
internal rate of return at least equal to or grester than the value of the
efficiency discount rate is the basis for project selection.

Socisl pricing expands on the sbove-mentioned efficiency pricing by
giving weight to the impact of a project on economic growth and income
distribution. 7To include an objective of economic growth thst is wmore
rapid then that permitted by fiscsal and monetary policy, s premium is given
st this stage to project-genersted income that leads to investment rather
than consumption. This procedure tends to favour projects that generste
more investment end help to overcome the constraint on resching the desired
level of investment and growth targets. The impact of & project on income
distribution is estimated by giving weight to the increased consumption of
each income group teueriting from the project, including labour. While
combining two weighting systems, the snalysis tends to favour projects that
benefit the poor end those that result in higher savings (investment) and
fut.re growth rether than consumption. The following formuls expresses
these concepts (Squire ead Van der Tek (13):

net social benefit = net ecoaomic benefit - net social cnst of incressed
privete sector consumption

=2 -C(B-W)

= B - 8AC§(1 - dj/ve),
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where £ = net efficiency (economic) benefit = increased output;

£ = the factor which converts the national! consumption
basket from domestic into social prices reflecting the
real resource cost of such pgoods in terms of
numersire, i.e. uncommitted foreign exchange in the

hands of the Government;

ACj = the consumption change of income group J resulting
from the project;

dj the consumption weight attsched to income group 3

V = value of public income

- the merginal socisl velue of foreign exchange in the
hends of the Government relative to the private con-

sumption level. It converts consumption increases in
terms of numeraire.

To simplify the computation, an estimate is made of the value of the
»pet socisl cost of increased private sector consumption™ in relation to
esch income group associated with the project. The income recipients may
be project owmers, unskilled lsbour, the Government or financial agents.
Since the method used assumes that public consumption is as valusble as
public jnvestment, the extra costs of the increased consumption of the
Government snd public sector financial sgents may be teken as equel to
unity. This means that just the above-mentioned net social costs of the
project owners (only in the case of private sector projects) aund lsbour
(only in the case of unskilled lsbour since the merket prices of other
types of labour are equal to their opportunity costs) need to be esti-
mated. This may be done by using the follrwing equation (Adhikari [1],
Phillips (12]):

net social cost = CAY(3) - CArY(8) d
Vg

= CAY(E - d), where AY = change in income, snd 3,
V d, V snd C are as defined earlier.

Therefore,
net social benefit = E - (net social cost) (AY),

where AY = income change = the difference btetween the market
prices and the efficiency prices, and E is es defined
earlier.

Estimstion of the values of the national
parsmeters for Nepsl

Perhaps the best spprosch to estimating the values of the netionsl
paremeters would have been s comprehensive programming model. However,
major constraints, such ss time, resources and data did not permit this
end, & piecemesl spprosch had to be taken. As regsrds Lhe principles of
shadow pricing, the method suggested by Squire/Van der Tak ({13], Little
end Micrrlees (14], Linn [15]) wes followed.
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The national parameters were grouped into (a) efficiency pricing
psrameters and (b) social pricing parameters, and a set of conversion
factors were estimsted. A conversion factor is the surrogate coefficient
reflecting the divergence of the domestic market prices of factor and com-
modity 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 comversion factors, their cost and benefit
streams were then revalued at efficiency and social prices, and their net
present value and internal rate of return were computed. This section
describes the procedure followed and the results obtained at each stage of
the snalysis.

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

The employment potential of the projects is as follows:

Type of Number of persons employed
project during the operation
Cotton spinning mill 420

Hotel 83

In eddition, the projects would provide employment for skilled snd
unskilled lsbour during the construction period.

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

The rate of return of the cotton spinning mill project was lower than
that of the hotel project, snd it did not look sound from the point of view
of financisl profitability. However, it would have about NBs 4 million
(after loan, interest and tex psyments are made, but before dividend pay-
ments) as residusl income. On the other hand, the rate of return of the
hotel project wes 14.9 per cent, and the residual income for the project
came to NRs 15 million. Thus, the hotel project appeared to be more
profitable. The main reason for the low profitability of the cotton
spinning mill project was the high cost of raw matecials (i.e. cotton),
which amounted to more than two thirds of its totsl production cost. 1In
sddition, it had & very high capital investment, which would incresse the
cost streams in the initial years. The cotton spinning mill project was




Teble 1. Values of the national parameters for Nepal

gfficiency pricing parameter Value Social pricing parameter Value
Standard conversion factor Consumption conversion factor
T-ade with India 0.89 Higher income group 0.94
Other foreign trade 0.75 Lower income group 1.04
Total trade 0.81 Average income group 1.00
Conversion factor for sectoral output Consumption proportion
Industry ' 0.98 Higher income group 0.68
Agriculture 1.15 Lower income group 1.00
Conversion factor for non-traded sector Consumption weights
Construction (buildizg/civil works) 0.89 Higher income group 0.11
Transport 0.76 Lower income group 0.92
Rlectricity 0.90 Average income group 1.00
Conversion factor for labour Value of public income 1.81
Unskilled labour
Kathmandu 0.43 Marginal propensity to save
or reinvest 0.32
Butwal 0.46
Nepal 0.38 Social discount rate 0.06
Skilled labour (including
administrative and Net social cost
managecial) 0.98 Higher income group 0.60
Lower income group 0.52
Foreign lsbour 1.00
Convarsion factor for capital goods 0.98
Merginal productivity of capital
or efficiency discount rate 0.09

Source: R. B. Adhikari, “Application of Social Cost Benefit An
thesis, School of Planning, University of Bradfor

d, West Yorkshire,

alysis in Nepal", unpublished
United Kingdom, 1981.
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very sensitive to its rew msterial cost: if the raw material cost were to
go down by 10 per cent, the internal rate of return would doible; if it
were to go up by 10 per cent, the internal rate of return would decrease to
less than O oer cent. 1In the case of the hotel project, profitability
would not dwindle much even if capacity utilization were to fall by 10 per
cent or the input cost were to go up by 10 per ceat.

Table 2. Total investment and financiug pattern
(Millions of Nepal rupees)

Type of project

Cotton
spinning
mill Hotel
Fixed investment 148.90 31.5%
Working capital 44.20 1.93
Total investment 193.10 33.48
Long~-term loan(s) 109.80 21.78
Short-term loan(s) 22.10 1.16
Total loans 131.90 22.94
Equity
Fixed capital 39.10 9.77
Working capitel 22.10 0.77
Total equiiy 61.20 10.54
Table 3. Financial profitability
Residual
income Internal
At ¢ O At a 15 (millions rate of
per cent per cent of return
Type of discount discount Nepal (percent-
project rate rate rupees) age)
Cotton spinning
mill 13 -50 4 5.0
Hotel 47 -1 15 14.9

At this stege the input and output of the projects under investigation
were rev:luea at efficiency prices through the use of the vslues of the
netional economic (efficiency) parsmeters and the respective conversion
fectors. The conversion factors were the ssme as those mentioned in the
preceding section. Specific conversion factors were, however, also calcu-
lated separately when necessary. The net resource flow st efficiency
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prices was discounted st the efficiency accounting rate of interest,
which was 9 per cent (see table 1). The results are summarized in table 4.

Table 4. Economic profitability

Net present value
(millions of Nepsl rupees)

At an 0 per At a 9 per Internal cate
Type of cent discount cent discount of return
project rate rate (percentage)
Cotton spinning mill 81 -24 5.8
Hotel 81 27 26.0

The net present values of the projects looked better at efficiency
prices. It was, however, evident from table & 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 mill project. This
meant that there tas not much distortion in the market prices of the input
and output involved in this project becausc there was only a 1 per cent
import duty on capital goods and rew materials (cotton) and, in addition to
that, the total cost of the project was heavily weighted in favour of
them. Besides, nominal protection of output was just 1 per cent, cotton
yarn being the principal input to the textile industry. The cost stream
was decreased by about 2 per cent and the benefit by about 1 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 stresm was reduced by about
11 per cent and the benefit stream was increased by about 10 per cent. The
totsl increase in the net present value was about NRs 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 market
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 en increase of 62 per cent over its
finsncial rate of return (14.9 per cent). Thus the efficisncy analysis very
significently 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 incressed private sector con-
sumption. The method used, in accordance with the government objective,
disfavoured any incresse in private sector consumption except at the
eritical consumption level. Therefore, eny increase in private sector
consumption was considered 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.X

One msjor task at this stage was to analyse the income losses or
giins. To carry out this analysis, the income-flow sanalysis described in
Protassor Hansen's Guide to Practical Project Appraisal, Social Cost Bene-
fit Anelysis in Developing Countries was followed {16]. One important
sssumption in this method is that the additional income loss or gain is
equivalent to the distortion between efficiency and actual market prices of
each physicel inrput snd output; efficiency wage rate and market wage rate
in the case of .abour; and, in the case of financial transactions, the
difference between *he price paid and the value received. Another funda—
mental assumption is “hat 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 vaerious 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. 1In this case,
the income gein does mot find the balencing income as it does in other

*This study does not cover the “'external effects" aspect. Neverthe-
less, there may be some external effects of a project in the society which
should be included in the oversll assessment of its present worth. Such
effects mey be demonstration and craining effects, pollution and con-
gestion, price effects and many others which are crested by the project.
For instance, training effects may be tsken as a benefit to the society
since it is an increase in the industrisl skill and discipline, whereas
pollution and congestion are external costs to it. Apart from this, the
project may also lead to higher prices for the input thet 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 competition 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, & 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 are external
but sttributeble to the project, should be included in its net cash-flow
statement. In such an external effects anclysis, the analyst must make
sure that the external costs or benefits are incremental and that they ere
due to the project in question. However, in actual practice, it is very
difficult to identify and measure them since they are rather intangible and
in some cases require additional investigation, which would involve extra
time and resources.

In our case ss well, the externsl cost or benefit may be importent. Four
instsnce, & hotel project may sugment additional economic activities such
as the production of food, handicrafts and other products. It may slso
produce s negative impsct on locsl life-styles, socisl values and culture.
A cotton spinning mill project may create some external benefit by ensuring
s regular supply of cotton yarn to the locsl weaving units at a moderate
price, which may lead to incressed textile production. It may also lead to
increased cotton cultivetion and production in the long run. However, these
sspects have not been included in the present study since they could not be
explored given the time and resources available.

Ly a

e
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cases. For instance, in the case of private sector projects, a residual
income eafter loan, interest, profit tax and dividend payments are made, is
the income groups' own net income gain, which tends to increase private
sector consumption. This type of project income gain does not have any
balencing loser sinre it is the project-generated income share in the
economy. However, such complications may not arise in the case of publicly
owned projects. 1In order to follow the logical consistency of the prin-
ciples of social cost benefit analysis, we considered all these aspects in
our snalysis.

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

Table 5. Income losses and gains
(Millions of Nepal rupees)

Income gsins
Type of Financial Unskilled Income
project Government agents labour losses

Cotton spinning
will 24.26 19.5¢ 2.96 -46.81

Hotel 21.07 a/ 2.52 3.08 -26.67

8/ 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 beneii:t to the economy and the project
collects it on behalf of the Government. This may be considered another
exception to Hansen's guide, which essumes that a project is always
involved in income loss and gain transaction. Guide to Practical Project
Appraisal: Socisl Benefit-Cost Analysis in Developing Countries (United
Nations publication, Sales No. E.78.11.B.3), chep. II.

The net sociasl 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 totsl income change brought about by the
cotton gpinning will project was NRs 46.81 million, of which NRs 26.51 mil-
lion was the net socisl cost of the increased private sectnr consumption.
In the cease of the hotel project, the totsl income change was NRs 26.67 mfl-
lion, and the net socisl cost of the incressed private sector consumption
was NRs 14.41 million. 1In both cases, the net social costs were negsative,
which means they were added to the economic net present values.

Table 5 clearly reveals that the Government stooc to gain the most in
both cases: NRs 24.26 million from the cotton spinning mill project end
WRs 21.07 million from the hotel project. The financial agents would also
make a considerable gain, smounting to NRs 19.6 million from the cotton
spinning mill and NRs 2.52 from the hotel project. Both the projects would
not benefit unskilled lsbour much. However, the percentage of income gsain
sllotted to unskilled lsbour was considersble compared to their tiny share
in the totsl operating cost of the projects.
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Table 6. Net socisl cost of incresased private
sector consumption
(Millions of Nepal cupees)

Project Unskilled labour Total
Type of Income Net socisl 1Income Net social net social
project change cost change cost cost
Cotton spinning
wmill -46.81 -28.05 2.96 1.548 -26.51
Hotel -26.67 -16.01 3.08 1.60 -14 .41

The vatio of the extrs 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- sumption level, the net
social cost of their increased consumption would have been equal to zero.
However, the ratio of net sociel 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.

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

Type of Residual Net social
project income cost
Cotton spinning mill 4 -
Hotel 15 9

The residual income of the cotton spinning mill project was about
NRs 4 million; in the case of the hotel project, it was NRs 15 million.
The net social cost of the hotel project's residual income was NRs 9 mil-
Lion, which reduced the social net present velue 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 consumption whatsoever.
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Finally, the resultant impact of the social analysis increased the net
present value of the two projects, as summarized in table 8.

Teble 8. Results of social analysis

Social net present value
(millions of Nepal rupees)

At an O per At a 6 per Social internal
Type of cent discount cent discount rate of return
project rate cate (percentage)
Cotton spinning
mill 107 12 7.2
Hotel 86 42 28.5

The social net present value of the two projects was increased by the
negative social cost of the income changes or the decreased private sector
consumption. In the case of the cotton spinning mill project, the first
adjustment of the total social cost of the increased private sector consump-
tion, amounting to NRs 3 million of the totsl income change of
NRs 8 million, increased the efficiency net present value from
NRs 81 million to NRs 84 milliom. The second adjustment was the extra con-
sumption cost of the interest psyment (NRs 12 million out of NRs 19.6 mil-
lion, which was the difference between the efficiency sccounting rate of
interest and the interest rate of the loans for the project) and tax
payment (NRs 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 negstive. The final net present velue at social prices in the
case of the cotton spinning mill project was NRs 107 million. When dis-
counted at a 6 per cent social discount rate, it totalled NRs 12 million
and the socisl rate of return amounted to 7.2 per cent. Thus the social
pricing increased its net present velue by NRs 26 million, yielding an
internal rate of return which was higher than the social discount rate.

Similarly, in the case of the hotel project the social net frresent
value also increased. The first adjustment was the net social cost out of
the income 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 7 million, e negative social cost due to the decrease in the
private sector consumption. The second adjustment is the extrs social cost
of interest peyment (NRs 1.5 million out of N2s 2.5 millionm, which is the
difference between the efficiency accounting rate of interest and the
actual market interest rate at which the project receives losns) and tax
payment (NRs 5 million out of NRs 9 million in profit tex paid to the
Government). This adjustment resulted in an increase of NRs 7 million in
the net present value. The thicd adjustment was the net social cost of the
increased private sector consumption out of the project-generated residual
income of NRs 15 million, which resulted in an additional social cost of
NRs 9 miilion 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 of return amounted to 28.5 per cent. Thus the
efficiency and social pricing almost doubled the net present wvalue and rate
of return of the hotel project, from NRs 47 million and 14.9 per cent at
market prices to NRs 86 million and 28.5 per cent at social prices respect-
ively.

Table 9 summarizes the effects of efficiency and social pricing on the
profitability of the two projects.

Table 9. Effects of efficiency and social pricing

Type of project
Cotton spinning
mill Hctel

Millions of Nepsl rupees

Financial net present value
At an O per cent discount rate 73 47
At 8 15 per cent discount rate - 50 -1

Percentage
Financigl internal rate of return 50 14.9

Millions of Nepal rupees

Efficiency net present value
At an O per cent discount rate 81 81
At a 15 per cent discount rate -24 27

Percentage
Efficiency internal rate of return 5.8 26.0

Millions of Nepal rupees

Social net present value
At an O per cent discount rate 107 8¢
At 8 6 per cent discount rate 12 42

Percentage

Social internal rate of return 7.2 28.5

Sensitivity enalysis

The cotton spinning mill project was very sensitive to its raw mate-
rial cost. Therefore a sensitivity test was carried out assuming a 10 per
cent incredase or decrease in the rew material cost. 1In contrast to this,
the hotel project was not very sensitive to s 10 per cent increase or
decresse in its input cost or capacity utilizetion. The social uet present
value decreased considersbly, however, when it was assumed that the
srrivels at the hotel were not all foreign tourists attracted by the added
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facilities. Therefore, a sensitivity snalysis wes performed assuming that
20 per cent of all the arrivals in the hotel were not s direct result of
the increase in the available hotel accommodations; that is, they would have
scrrived anyway eveu without the project and stayed in the already existing

noieclc.

As shown in tsble 10, a 10 per cent rise in the raw material cost would
not affect the socisl net present value much. However, the financial net
present velue would become negative and the economic net present value would
fall to NRs 3 million even at an O per cent discount rate. Conversely, a
10 per cent drop in the raw material cost would bring sbout & tremendous
change in the profitability of the project, i.e. finsncial end economic net
present values double. However, the social net present value would decrease
if the dividend payment and residual income would be treated as increased
income due to high profitability.

The social net present value of the hotel project would decline dras-
tically if 20 per cent of the tourist acrivals could not be attributed to
the hotel project (sze table 11). 1In other words, its social net present
velue would drop by about NBs 41 million at an O per cent discount rate and
by about NBRs 24 million at a 6 per cent discount rate. Financial profit-
ability would not change and economic profitability would decline slightly.
Nevertheless, the hotel project still looked socielly 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 exemine the effects of
change in the ownership pattern of the projecte on their socisl profit-
ability, a test was carried out assuming both the projects were promoted in
the public sector. The results of this test are summarized in table 11.

Had the projects been promoted in the public sector, there would not
have been any chsnge in their financisl and economic profitebility. How-
ever, the social profitability of the projects would have changed signifi-
cantly since there would have been s major adjustment, i.e. net social cost
of the increased private sector consumption ss & result of the increased
income of the unskilled lgbour. This is becsuse of the fact that the pro-
jects are in the public gector and there sre no other social costs involved,
and the fundamental aessumption that increased public consumption is sas
valuable as public investment.

As shown in table 12, the social net present value of the cotton spin-
ning mill project wes reduced to NRs 79 million from its efficiency net
present value of NRs 81 million, where the difference is the sociasl cost of
incressed private sector consumption out of the income gain of the unskilled
labour, which amounted to ebout NRs 3 million. Similerly, in the hotel
project, the socisl net present vealue declined to NRs 79 million from its
efficiency net present value of NRs &1 million, due to the extra social
cost of the incressed consumption on the psrt of the unskilled labour.

It is evident from table 12 that from s social stendpoint the projects
would look more profitable under private sector ownership. Of course there
would also be some practical reesons involved becsuse the social net present
value of the projects would, in fect, be incressed by the negstive gocisl
cost under private ownership. For instance, in the case of the cotton spin-
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ning mill project, the negative socisl cost was 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 consumption of the unskilled labour under public ownership amount-
ing to MRs 1.5 million). Similarly, in the case of the hotel project, the
negative sociel cost was NRs 5 million under private ownership as against a
positive social cost of NRs 1.6 million under public ownership.

Teble 10. Sensitivity test results: cotton spinning
mill project

Change in raw materiasl cost
10 per cent 10 per cent
increase increase

Millions of Nepal rupees

Financial net present value

At an O per cent discount rate -6 151
At & 15 per cent discount rate -72 -29
Percentage
Financial internal rate of return - 9.6

Millions of Nepal rupees
Bfficiency net present value
At an O per cent discount rate 3 158
At a 15 per cernt discount cate -58 10

Percentage
Efficiency internal rate of return - 13.0

Millions of Nepal rupees
Social net present value

At an O per cent discount rate 108 &/ 64 b/
At s 6 per cent discount Z.te 12 -9
Percentage
Social internsl rate of return 7.5 5.0

8/ Socisl net present value becomes even higher if the project owners
have to commit more private capital because of the cash-flow problem, which
would lead to s decrease in private consumption.

b/ This includes socisl cost of profit tax, dividend and residusl
income due to high profits as & result of s decresse in the raw material
cost. 1If we assume thet there is no significent incremental income gain
for the shareholders out of the dividend payments, the social net present
value and internal rate of return become much higher.
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Table 11. Sensitivity test results: hotel project

Assumption: 20 per cent of the
foreign guest arrivals were not
a result of the increase in
svailable accomodations

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 O per cent discount rate
At a 15 per cent discount rate

Social internal rate of return

Millions of Nepal rupees

47
-1

Percentage
14.9

Millions of Nepal rupees

77
25

Percentage

25.0

Millions of Nepal rupees

45
18

Percentsage
15.0

Table 12. Change in profitability due to change
in ownership pattern

Social net present value

(millions of Nepal rupees) Socisl
At an O per At & 6 per internsal rate
Type of cent discount cent discount of return
project Ownership rate rate (percentage)
Cotton
spinning
mill Public 19 -4 5.5
Private 107 12 7.2
Hotel Public 79 38 27.6
Private 86 42 28.5
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Conclusions and policy implications

Our empirical study produced the following conclusions and policy
implications:

(s) The cealculstion of national economic and social parameters could
be carried out using s resscnable amount of time and resources. Aveilable
date, slthough of scanty nsture owing to the poor dats bank system and
limited research in this area, were adequate for such an exercise;

(b) Using the estimated nationsl paremeters in the appraisal of two
private sector projects, various degrees of the net socioecomomic profit-
ability of the two projects emerged;

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

(d) The impact of sociel pricing in both cases appeared to be higher
because both projects were in the private sector and both involved cresting
additional social cost in terms of incressed or decresased private sector
consumption sbove the criticsl consumption level;

(e) The internsl rates of return, however, tended to be higher at
both efficiency and social prices in the private sector projects in
relation to the public sector projects, slthough theoretically net
efficiency (economic) benefit should be higher than net social benefit; but
in circumstances where the net sociel cost of increased private sector con-
sumption was negative, the net socio-economic benefit naturally weat up,
since the major adjustment in socisl pricing was the inclusion of the net
social cost of increased privete sector consumption;

(f) A chenge in the ownership pattern showed that the public sector
projects would yield s« lower net socio-economic benefit, since the higher
the commitment or involvement of private sector cepital, the higher the
benefit would be from a socisl stendpoint;

(g) The study revealed that the Squire/Van der Tak method of social
cost benefit snalysis is spplicable and useful in Nepal;

(h) The income-flow format described in Hansen's guide (16] does not
seem to have included the project-genersted income, which is very sub-
stantisl in private sector projects. In sowme cases, sn income-gain may not
find & balsncing income-loser. In other words, it may not work out sccord-
ing to Hansen's guide, which essumes & double entry system. Besides, s
project msy not necessarily involve an income loss or gain transsction -
take, for example, s hotel tax paid by foreign tourists;

(i) Nevertheless, both methods should prove to be equslly useful in
other developing countries. It may, however, be necessary to modify them
sccording to the location, nature, and objective of the projects. More-
over, the implementation of such s methodology would help to avoid mis-
lesding judgements fin project appraisal carried out according to con-
ventional methods. 1In actual practice, the specislized sgencies involved
in project planning and eppraissl in Nepsl, such as tie Industrial Services
Centre snd the Agriculture Projects Services Centre, have enough trained
manpower to easily perform this tesk without any substantisl extra cost;
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(j) The Squire/Van der Tek method has specific uscfulness in the pub-
lic sppraissl of privete sector projects in the least developed countries.
Since the private sector projects are provided with various fiscsl and
monetary fecilities as s result of the government policy to augment their
participation in the industrialization process, the Government salso
naturally expects them to make & positive contribution towards achieving
its own socioeconomic objectives. Besides this, privete capital has a high
propeusity to increase consumption as it may not all be saved or reinvested
but may instead be spent on imported luxury goods or for other socially
undesirable purposes. Pacticulerly in private sector projects, it is very
likely that the social cost of incressed or decressed private sector con-
sumption is high. As the csse studies dewmonstrate, this aspect can be
incorporated in the public sppreissl of private sector projects;

(k) There sppears to be one more policy implicstion in appraising
private sector projects from the point of view of profitability at the
nstionsl level. For instance, the cotton spinning mill project, originally
less profitable from a commercisl point of view, turned out to be socislly
profitable. But the guestion iu, who would take it up? WNo private entre-
preneur would te interested unless enough subsidies were promised by the
Government. Alternstively, it could be promoted in the public sector since
it is socislly profitable. Or, since the input coefficient is considerably
high, altecnstive spinning technology end a source of cotton supply to
ensure high productivity st lower cost may be desirable; for this, however,
the project may require some redesigning. Efficiency and social pricing
using the Squire/Van der Tek method slso generates such useful information
for making decisions regarding such projects.

(1) Finally, tche study has empirically demonstrated that the economy-
wide efficiency snd social prices could be the link between project evalu-
ation and macro-economy. The use of such real prices may help to avoid the
misallocation of scarce resources, & problem which might easily arise using

more conventional methods.
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SOMMAIRE

L'industrie et ls dette extérieure en Afrique : anslyse préliminaire

Secrétariat de 1'ONUDI

L'étude porte sur deux questions : les effets de 1l 'industrialisation
sur l1'aggravation rapide de 1'endettement extériecur de 1'Afrique et les
effets du service de la dette sur les tendances actuelles et prévisibles de
1*industrie en Afrique. L‘étude s‘attache & un certsain nombre de questions
clefs : les causes de la structure économique essentiellement dualiste de
nombreux pays africains; les relations de 1'industrie africaine avec
1'étranger; les modifications visant & renforcer la structure interne de
1'industrie africsine et sa position dans 1'économie internationale; et les
possibilités de trouver une solution & la situation actuelle. La deuxiédme
partie examine les mécanismes de financement de 1'industrie, slors que la
troisiéme partie a trait i des études de cas et compare les résultats
obtenus pour certains projets dans certains pays. Les points de vue
caractéristiques des pgouvernements d'un certain nombre de pays donsteurs
sont présentés dans la quatriéme partie. La cinquidme et derniéce partie
regroupe les conclusions principales, et fait des propositions de
modifications que les pays africains pourraieat apporter eux-mémes afin de
réduire la dette et la crise industrielle. L°'étude comporte également une

annexe exposant les résultsts obtenus pour certeains projets industriels
bien précis.

Le rdle des petites industries dans une stratégie de développement

régional reposant sur_un centre de croissance :
étude spérifique du Ghana

P.W.K. Yankson

L'étude examine, & 1’aide de la méthode dite d’analyse des "pdles de
croissance™ comment les petites industries peuvent créer des revenus et des
emplois. C'est le Ghana qui a été pris comme exemple. Aprds un bref
exemen de la documentation relative aux pdles de croissance et son
spplication su Ghana, on & fait une étude détasillée des petites industri.s
de 1a région centrale du pays, d’aprés une enquéte menée auprés de
1 006 entreprises dont bon nombre ont répondu & un questionnsire. L'étude
montre que ces industries permettent dans une certaine mesure de créer des
emplois, bien qu'elles soient souvent mal géréesc et doivent faire fsce 3
des difficultés économiques telles pénurie des approvisionnements et
inflation. Il ne semble pas qu°'il existe des différences importantes entre

les divers centres.
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Analyse de projets népalais du point de vue économique et social

Ramesh Adhikari

Le document présente Jes résultats de 1'application d‘'une analyse
cofit-utilité en deux phases - fixation de prix économiques et fixation de
prix socisuxr - dans le cas de deux projets népalais du secteur privé, en
une filature de coton et un hotel internationsl. La premiére partie est
ane introduction & 1*économie népalaise. La deuziéme et la troisidme
parties examinent les notions de prix “fictifs” d'une part et traitent de
prix wéconomiques” et de prix sociaux d*sutre part. Un résumé des résultats
que 1l'on obtient si 1l'on estime la valeur des paramétres nstionaux est
présenté dans les quatriéme et cinquiéme parties; dans ces parties, on
compare les projets en posant des conditions et des hypothéses variées.
pans 1a derniére partie, 1'auteur conclut que le type d’analyse
coit-utilité examiné daus 1'étude est assez facile a appliquer & une
économie telle que 1*économie népslaise sens qu'il faille disposer de
main-d’oeuvre ou de ressources en statistiques trés importantes. De plus,
1'utilisation de prix économiques dans 1*ensemble du pays permettrait
d'établir le lien nécessaire entre 1*évalustion du projet et les mesures
pecro—économiques et de remédier a ls mauvaise répartition de ressources

peu sbondantes.

EXTRACTO

La industria y la deuda exterior en Africa: un an&lisis preliminar

Secretarfa de la ONUDI

El estudio se cemntra, por un lado, en la forma en que repercute la
industrializacién sobre el ripido proceso de deterioro de la deuds 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 industrializacién de
Africa. Se subrayan va.ios temas fundamentales: 1las causas de la estruc-
tura econémica bisicamente dual de muchos pafses africanos; las relaciones
externas de la industria africana; los cambios necesarios para fortalecer
la estructura interna de la industria africana y su posicién en 1la economia
internacional; y las medidas necesarias para buscar una solucién a 1la
actual situacién. En la segunda parfe se examinan los mecanismos de finan-
ciacién 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 lfneas b&sicas que definen el pensamiento de los
gobiernos de los principales pafses donantes. En la quinta y Gltima parte
se recogen las principales conclusiones y se sugieren cambios que podrian
efectuar los propios pafses africanos para aliviar la carga de la deuda y
la crisis induetrial. También se incluye un apéndice en que se esbozan los
resultados de dnterminados proyectos industriales.




Las pequeifias industrias y la aplicacién 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 pequefia industria
para generar ingresos y empleo, no s6lo en centros de crecimiento sino tam-
bién en el %mbito mis amplio de las economfas urbana y regional, utilizarndo
el método de anflisis de "pclos de crecimiento”. El objeto del anilisis
empirico se sitda en Ghana. Después de un breve examen de las publicacio-
nes sobre los polos de crecimiento y su aplicacién a Ghana, se hace una
evaluacién detallada de la pequefla industria en la regiSn central del pafs,
partiendo del anflisis de 1.006 empresas y las respuestas de gran parte de
ellas a un cuestionario. La investigaciém muestra que estas industrias
tienen algunas posibilidades de generar empleo, aunque muchas veces estén
mal dirigidas y enfrentan dificultades econbmicas generales, tal.s como
escasez de medios e inflacién. No parece que existan diferencias conside-
rables entre los distintos centros.

La eficiencia y el anflisis social de proyectos
en la economfa de Nepal

Ramesh Adhikari

El estudio presenta los resultados de la aplicacifén del anilisis cos-
tosbeneficios en dos etapas -eficiencia y costo social- a dos proyectos del
sector privado de Nepal: una hilanderfa de algodén y un hotel internacio-
nal. En la primera seccién figura una introduccién a la economfa de Nepal.
En la segunda y tercera secciones se examinan la utilizaci6én de los precios
"sombra" en Nepal, asf 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 parimetros nacionales; estas secciomes
incluyen también una comparacibn de los proyectos en distintas condiciones
y supuestos. En la Gltima secci6n, el autor llega a la conclusién de que
el tipo de anflisis costos-beneficios de que trata el estudio es bastante
ficil de aplicar a una economfa como la del Nepal y no exige mano de obra o
medios estadfsticos de gran magnitud. Ademds, la utilizacibén de precios de
eficiencia en toda la economf{a podrfa servir de vinculo entre la evaluacibn
de proyectos y las medidas de tipo macroeconémico, y podrfa contribuir a
reducir el margen de error en la asignacibn de recursos escasos.
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