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Explanatory notes 

References to dollars {$) are to United States dollars, unless 
o~hervise stated. 

The tel'lll "billion" signifies a thousand mill!on. 

Tvo dots indicate that data are not av•ilable or are not sepa
rately reported. 

Besides the cOllmlOn abbreviations, symbols and terms, the fol
lowing have teen used in this report: 

GDP 
GRP 
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MVA 
n.e.s. 
SITC 

gross domestic product 
gross national product 
International Standard Industrial Classification of 
All Economic Activities 
manufacturing value added 
not elsewhere specified 
Standard International Trade Claaaif~cation 

v 



- 1 -

INTERNATIONAL TRANSPORT COSTS AND IND!ISTRIAL DEVELOPMENT 
IN THE LEAST DEVELvPED AFRiCAN COUNTRIES 

Ian Livingstone* 

A. Small economic size 

Small economic size is a result of small population and low 
income per capita. Thirteen least developed countries have popula
tions of less than 2 million, nine of them in Africa, and ten less 
than ~million, eight in Africa (see tables 1 and 2}. Twelve 
Africar1 countries had gross national products (GNP) (in 1981} below 
$1 billion, while the combined GNP of the 26 was $38.4 billion, 
less than that of Algeria or of Greece.** Per capita GNP is also 
extremely low, less than $400 in all but five of the 36 countries. 
The share of manufacturing value added was low: for 14 out of 
18 countries for which a figure is available, the percentage lies 
between 4 and 9 per cent. From table 3, which compares 1980 
figures with those for 1970, it can be seen that manufacturing 
value added (MVA} per capita at constant 1970 prices fell from 
$8 to $7 for the African least developed c~untries, while the share 
of MVA in gross domestic product (GDP} .at factor cost fell from 
8. 7 per cent to 7. 3 per cent. Eight of the countries containPd 
significant semi-arid land3. 

Small economic size may affect transport directly or indi
rectly. The indirect effect is that the small size of their 
domestic market severely restricts scope for even the elsewhere 
much criticized import-substituting industrialization and increases 
the need to look towards the export of manufactures, where the 
transport factor becomes critical. Table 4 indicates a relation
ship between economic size and the degree of openness of an 
economy. There may be direct costs associated with small size. 
First, the low level of incomes may be insufficient to develop 
transport infrastructure to an adequate ~evel, while, secondly, 
such facilities as are developed may be expensive relative to the 
small amount of trade passing through. Ia other words, there may 
be economies of scale in the provision of transport facilities. 

*Oversea .. Development Gro~p an<l 5r.hool of Development Studies, 
University of East Anglia. The considerable assista~ce of 
Michael .. ackson of the Crown Agents, Surrey, United Kingdom of 
Great dritain and Northern Ireland, in calculating the transport 
ma.-gins is hereby acknowledged, as •re helpful comment by Arthur 
Hazlewood of Queen Elizabeth Hous~, Oxford. 

**Precise calculation of economic size is not required in the 
calculations or discussion here. However bS pointed out for 
instance by Hazlewood [l] the size of the market depends not only 
on Gl>P but on the proportion of the population located near to 
elltablished communications: GDP 1S an im~·erfl'r.t musure of this 
size because of thl' er.:iding effect of iilstancf! rrom the centre of 
manufacturing. 



Table 1. Basic data for 10 non-African least ~eveloped countries 

Country 

Afghanista"\ 
B'lngladesh 
Bhutan 
Democratic 

Yemen 
Haiti 
Lao People's 

Del!IOcratic 
Republic 

Maldives 
Nepal 
Samoa 
Yemen 

1981 
population 
(millions) 

16.3 
90.7 
l. 3 

2.0 
S.l 

1.5 
0.2 
1~.o 

0.2 
7.3 

1981 
GNP per 

capita 
(dollars) 

140 
80 

460 
300 

80 
.. 
ISO 
. . 
460 

1981 
GNP 

(billions of 
dollars) 

12.8 
0.1 

0.9 
1. s 

0.3 .. 
2.3 .. 
3.3 

1970-1980 1981 
real GNP 

per capita 
growth rate 
(percent

age) 

1.4 
0 

10.7 
1.8 

-0.3 .. 
6.1 

share of 
MVA in 

GDP 
(percent

age) 

8 .. 
14 

6 

- -- -· -- - . - --~---·------~- -·-- -- -----------------··------ - ·-----·-·------------ -·----

~QY.r4;_1:_l!! li83 Worl~Ant_AJ~ (Washington, D.C., World Bank, 1983); ~rl<l 

~vel~LR~QLL.liU (Washington, D.C., World Bank, 1983), for share of MVA in 

GDP. 

"' 



Table 2. Basic data for 26 African least developed countr!es 

1970-1980 1981 
real GNP share of 

1981 1981 per capita MVA in 
1981 GNP pt!r GNP grovth rate GDP 

population capita (millions of (percent- (percent-
Country (mi 11 ions) (dollars) dollars) age) age) 

lien in 3.6 320 1 140 1.2 
Botswana 0.9 1 010 940 9.0 
Burkina Faso 6.3 240 1 490 1.6 12 

Burundi 4.2 230 990 l.S 9 

Cape Verde 0.3 340 100 5.5 
Central African 

Republic 2.4 320 770 -0.2 6 

Chad 4.5 110 490 -3.6 4 1/ 

Comoros 0.4 320 110 -2.4 .. ... 
Djibouti 0.4 480 180 
Equatorial 

Guinea 0.3 180 62 
Ethiopia 31.8 140 4 530 0.6 11 

Gambh, :>.6 370 220 3.1 
Guinea 5.6 300 1 660 0.4 4 1;!/ 

Guinea-Bissau 0.8 190 150 
Lesotho l.4 540 740 8.6 5 t!/ 
l'1alawi 6.2 200 1 250 2.8 13 bl 
11ali 6.9 190 1 340 2.3 6 

Niger 5.7 330 1 891) -0,8 8 

Rvanda 5.3 250 1 340 1. 7 16 

Sao To11e and 
Principe O. l 370 40 -0.2 

Sierra Leone 3.6 32() 1 140 -1.l 6 

Somalia 4 • .:. 280 1 240 l.l 3 f../ 

Sudan 19.2 380 7 390 0.9 6 

continued 



Table 2 (continul'd) 

Country 

Togo 
Uganda 
United Republic 

of Tanzania 

1981 
population 
(mi 11 ions) 

2.7 
13.0 

19. l 

1981 
GNP per 

capita 
(dollars) 

380 
220 

280 

1981 
GNP 

(millions of 
dollars) 

l 010 
2 890 

5 260 

llJ70-1980 
renl GNP 

pl'r c11pita 
growth rate 

(percent-
ar.e) 

0.9 
_,,. 1 

l. l 

1981 
share of 

MVA in 
GDP 

(percent-
agr.) 

9 
'l b/ 

7 

SQl.lfct-s: 198) World Bank Aths (Washington, D.C., World Bank, 19113); World 
l.lt!Vt!lOPl!l_t!Qt _l!t!POr\ l9_8J (Washington, D.C., World Bank, 1983), for share of MVA in 
GDP. 

~olt!~: Population: four countries have populations exceeding 10 million; 
eight countries have populations of less than l million (combined population -
149.7 million). 

Gross national product per capita: three countries are in the range 
$480-$1,010; 12 countries are below $300 (average - $260). 

Gross national product: three countries are in the range 4. 5-7. 4 billion 
dollars; twel\'e countries are below $1 billion (combined GNP of $38.4 billion is 
less t~an that ~f Algeria or Greece). 

Gross national product p'!r capita growth: three countries are in the range 
5.5-9.0 per cent; seven countr. es have negative growth. 

Share of manufacturing value added in gross domestic product: 1980-1981 shares 
range from 4 to 16 per cent. 

"' !960. 

~I 1980. 

"' 



Table 3. Data on manufacturing value added 

-
"anufacturing value added per Share of 111/A in GDP at factor Country aha;e ln 1111>. of 

capita coat African developin& countries 
(!12U1ul (l!ll:['l:D'lllll (l!U,IDUIC) 

Country and 1910 1980 1980 1980 1980 1980 
econ011ic groupin& 1970 (co11stant) (current) 1970 (constant' (current) 1970 (Lonatant) (current) 

"6in oil-exporting countries 14 26 92 5.2 6.4 5.0 18.46 28.34 35.09 
Al1eria 30 43 135 11.2 11. l 8.1 7.48 8.57 9,53 
Gabon 23 121 456 4.1 10.2 7.7 0.21 0.72 0.97 
Libyan Arab Jaaahiriya 32 144 271 l.8 5.6 l.2 l.91 4.60 3.10 
lli&eria 9 17 72 4.4 5.2 s.o 9.58 14.46 21,49 

Least developed countries 8 7 25 8.7 8.1 7.3 15.16 11.24 13.7.; 
Benin 7 6 14 8.4 6.3 5.2 0.35 0.19 0.19 
Botsvana JO 6 68 7.8 10.3 6.9 0.11 0.22 0.21 
Burkina Faso 6 7 21 10.9 14.6 13 9 0,58 O.Sl 0,55 
Burundi 4 6 19 6.8 7.8 l> 0.28 0.26 0.32 ..,, 
Cape Verde 5 5 l7 5.2 5.9 5.6 0.02 0.02 0.02 
Central African . public 13 13 41 13.l 14.0 14,0 0,44 0.30 0,36 
Chad 4 4 19 5.5 5.2 9.1 0.30 0.18 0,34 
C1111oros 6 2 10 6.7 4.7 5.3 0.03 0.02 0.02 
J:thiopia 7 7 13 9.6 9.7 10.6 3.11 2.43 1.63 
Gambia 6 l 9 5.1 2.6 2.6 0.05 0.02 0.02 
Guinea 5 5 10 2.9 3.0 3.1 o. 33 0,25 0.20 
G\linea-Bissau l 1 4 1.1 1.1 1.8 0.01 0.01 0.01 
Lesotho 2 5 11 2.7 5.0 4.9 0.03 0.07 0.06 
"6lawi 10 16 36 15.4 16.l 15.7 0.85 1.04 0.85 
"4li 5 5 22 10.5 10.8 13.2 0.50 0.34 0.57 
lliger 6 6 21 6.0 5.7 5.3 0.43 0.33 0.44 
Rwanda 2 10 28 l.5 12.2 12.8 0.13 0.53 0.52 
Somalia 5 7 29 6.5 8.2 8.6 o. 26 0.27 0,41 
Sud~n 14 10 32 10.2 7. 1 7.0 3.56 2.02 2.29 
Uganda 9 4 57 7.5 4.8 4,8 l.05 0.63 3.0l 
United Republic of Tanzania 9 8 25 10.l 7.8 7.9 ;.14 l.59 I. 70 

-- -~--- - --~--

~= IM~_@\1.._ll.r~~l!?l!!ttnl, !lo. 8, January 1984 (United llations publici.tlon, Sales No. E.83.11.B.l). 



Table 4. Rcl.1tionship of GDP size to the imports-GDP ratio, 1983, for 62 developing countries 

Average Total 
GDP GDP Unweighted Weighted 

Number of (billions of (billions of M:GDP M:GDP 
Size of countries in samnle countries dollars) dollars) (percentage) (pe.centage) 

Small 
GDP , ~5 billion 30 2.5 74 29.9 28.0 

Medium 
$5 billion < GDP < $50 billion 25 21.4 534 23 .9 24.4 

Large 
GDP > $50 billion 7 127.9 895 13. 7 11.9 

·----- -----· --

Sciy_r~e: WQU~ _l)e_'\/eloPl!lel\l__RepoU 1'!62 (Washington, D.C., World Bank, 1985), appendix, tables 3 
and 9. 

Note: M = value of imports. In some cases data are for 1982. Numerous countries were not 
ii.eluded because of ii.sufficient data. Countries with • population of less than one million were not 
included in the data, and the imports-to-GDP ratio may b~ even high~r for the smalleJt countries, 

a. 
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Beyond this, thirdly, there may be both administrative and actual 
financial ccsts associated with the infrequi:1,cy and unr .?! iabil i ty 
of the service. Because least developed countries are of small 
economic size they are of minor potential as tradin, partners, and 
international transport facilities wiil not have been developed 
with them in mind. Even islands and coastal countries with access 
to the sea may be given a •ide berth by the shippinr liner confer
ences because they are insufficiently profitable to merit becoming 
reg~1! ar ports of call. Because of this factor, small s! .c.e 11ay 
produce 3n adc'.itional element of "remoteness" which is independent 
of actua. ge\.lgraphical distance. Remoteness is c-onsidered by 
Srinivasan [2), for example, as a factor independent of small 
size. Many islands in particular are remote in terms of ge~

graphical distance from markets and trade routes, but mini-States 
such as Guinea-Bissau are geographically less distant than, say, 
Nigeria but, because of their economic .:;ize, more remote in terms 
of b~ing served by shipprng. For all these reasons, it is plaus
ible to :est for an effect of economic size on international trans
port costs. 

The expectation that smal! economic size would affect trans· 
port costs is expressed in an UNCTAD report which states thf fol
lo·.Jing: 

"Sine~ economies of scale apply t~ transport as to other 
sectors of the economy, it is to be expected that the LDCs 
would face higher transport costs than developing countries in 
general. Other reasons why freight factor'> are 1 ikely to be 
higher on imports from Lncs are that these rountries generally 
Pxport gcods with lower value to weight ratirr than other 
countries and that they may ha•1e inferior trar . ~rt facili
ties." ( [3), p. 76) 

In add it ion to this potential disadvantage of small economic 
size, a further 15 least developed coun~ries are landlocked, 
including ll of the 26 Afriran countries. This leads to additional 
costs of distance because of the additional loading and other 
transfPr costs lnvolvP~ anJ thP heavir>r costs of ovPrland transport 
as c0mparert with movPmPnt by ship; becausP of costs associatPd with 
pnc,rJy rli>'1r>Jc;pPd transport infra:>tructurP in t.hP transit cour.try, 
rt>stilting from that rountry's own povf'r~Y or lack of Pronomic 
lntr>rPst in rlPvP!oplng infrastructurP for thP bPnPfit of transit 
trartr> of mort> lmportancp to its nPighbour; and, thirdly, berause of 
rosts asHnrlatpd with df'lays, !rrf'gu!aritf's and uncPrtainties 
r1nr'11rting thP posslh.Jlty of thPft) In the shlpmrnt of goods, par
tlr11Jarly ·.-h .. rf' thr>rl' .HP politic-al proh!Pms In thf' transit cour1-
try, all .. 11tslrlf' thf' control of thP Janrt!orkf'd ro•mtry. A srparatP 
Pmpirlr;il 'JllPstlon, thPri>fon', Is thr 'l"antltatlvf' sl7.1' of this 
Sf'ron~ hanrtlra~ anrt Its lmpllratlons, 

As wl 11 hP """n 11g11lr. l.'ltPr, It Is nor ::in murh bf'lng Jimd
Jr,ckPd that Is thl' pr0h!Pm, b·.1t bf'lng !11ndlorkPd hy nthrr •1ny poor 
ro11nt rf P,;, s11rh •hat !mporr.\nt potf'nt 111! m11rkl'tr. I Ir 011r nldf' thP 
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ring of surrounding countries. Being surrounded, like Switzerland, 
by high-income countries that provide good immediate markets is 
positively advantageous. 

B. Some statistical evidence on the effects of small 
economic size 

McFarland has provided some statistical evidence of the 
effects of the level of development on transport costs, using 
import data of the Unito?d States of America which, giving rela
tively reliable f.o.b. and c.i.f. figures for imports from differ
ent destinations, allows one to calculate the transport cost 
element. Table 5 gives weighted average freight factors by country 
category and product category. This shows that the freight factor 
is greater for advanced and middle developin(l countries than for 
dev~loped and greater still for the least developed. Indeed, the 
difference is much more significant in the latter case, the former 
not b!!ing very large. In the case of the least developed coun
tries, substantial differences exist for both agricultural and 
manufactured products, compared with the middle group of countries, 
and for mining products as well, compared with developed countries 
and advanced developing countries. One of the characteristics of 
the least developed countries as a category is their small economic 
size. 

Table 5. Weighted average freight factors by level of 
development and product category, 1981 

(Percentage) 

All Manufactured Agricultural Mining 

Country group products products products products 

Developed 
countries 5.2 5.3 9.7 12.0 

Advanced develop-
!ng countries 6.5 7.3 11.0 16.6 

Middle develop-
Ing countries 6.5 6.5 11.8 22.4 

Ltast developed 
countries 9.3 10.9 17.l 24.4 

---·--- -~---··----· 

So\lrl'.~: H. McFarland, J'ransportatjJ11L_ Costl!. __ .fQr _ J!,.S., lmPQrY 
from pnel9P!'.!d <!JI!!_ Jh,_Y~lQI!ifl_g __ J:;gJl!liliy (Washington, D.C., Inter
national Trade Commission, 1983). 

Hote: The freight factor is the ratio of international trans
port co:;ts to the free-alongsf.de-ship value of the product being 
su 1 pped. 
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The same study finds that the transport disadvantage of least 
developed countries has been increasing. Since 1«;65 the freight 
factor for United States imports from all overseas sources declined 
from 10 per cent to 4.S per cent in 1981, in part for reasons of 
technical innovation in transport. Since the percentage fall wa.::. 
greater for manufactured products the prices of which rose relative 
to those of non-petroleum raw materials, this benefited the least 
developed countries least. 

The data above are classi fled only by level of development, 
and not specifically by size. Moreover, as noted in the UNCTAD 
quotation reproduced earlier, one important reason for the larger 
freight factor in the trade of developing countries is the bulkier, 
lower-valued commodities which they export. While higher transport 
costs increase the likelihood of their dependence on s~ch proriti~ts, 
this dependence in turn increases the transport margin. Table 5 
allows for this to some extent, by providing separate data for dif
ferent categories of product, each of which provides evidence of 
increasing costs. But these categories are highly aggregated, and 
leave open the possitility of different "baskets" of goods within 
each category in part producing the divergence of ~reight factor. 

For thesP two reasons, it was considered worthwhile to re
examine the United States import data for 1980 for a selection of 
26 specific commudities and for more heterogeneous groupings of 
countries. The 26 representative commodities are listed in the 
annex. 

Table 6 summarizes the results, with details for individual 
countries given in the annex (table 14). The percentage freight 
factor is negligible in the case of adjacent countries (Canada and 
Mexico), suggesting that c.i.f. and f.o.b. values are calculated at 
the border rather than at actual product ion centres within the 
countries concerned, which is misleading with regard to the advan
tage of, for example, Mexico over Panama. The data does not sug
gest that small economic size is a particular disadvantage. The 
freight factor for small Central American and Caribbean countries, 
for instance, is 4.7, compared with 5.8 for European and 5.0 for 
large Latin American countries. Th!.s result may in part reflect 
the advantage of proximity, although the importance of coffee and 
sugar, with high value relative to bulk, despite their being agri
cultural products, is probably the mo~e important explanation. 
Similarly, the transport factor is not very di He rent as between 
large and small African countries. Interestingly, the freight 
factor is significantly higher for East Asian selected developing 
countries and areas (7.3), compared with African and Central 
American countries. Their obvious success, nevertheless, in manu
facturing for export suggests that a transport disadvantage can be 
overcome if other conditions are favourable. On the othf'r hand, 
given the advantage of proximity, small size should not ~e a factor 
holding back export-oriented development in Cf'ntral Amerlra, at 
least to the extent that th~se calculations are mf'aningful. 
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Table 6. Freight factors in United States imports, 1980, 
calculated for regional groupings based on 26 selected 

representative cot1111odities 

Regional groupir.gs 

Adjacent countries ~/ 
European countr"~s and Japan~/ 
Landlocked European countr~es g/ 
European/Mediterranean islands ~/ 
Latin American ci-~utries f/ 
Landlocked Latin American countries g/ 
Small Central American and Caribbean 

countries n/ 
East Asian selected developing 

countries and areas i/ 
Low-income Asian countries j/ 
Australia, Rew Zealand, South Africa 
Larger African countries ~/ 
Small African countries, n~t landlocked 
Small African countries, landlocked ml 

11 

Freight factor 
(percentage 
excess of 

c.i.f. over 
f.o.b. values) 

0.2 
5.8 
6.6 
8-' 
5.0 
4.7 

4.5 

7.3 
9.7 
7.3 
5.9 
6.0 
5.3 

Mean of 
ratios 11 

0.185 
0.975 
1.003 
1.131 
1.251 
0.958 

0.938 

1.145 
1.667 
1.445 
l.237 
1.338 
1.137 

11 Mean of ratios = mean of ratios of country freight factor 
for product to the factor for the product as a whole. 

~I Canada, Mexico. 
£/ Denmark, France, Germany, Federal Republic of, Italy, 

Japan, Netherl3nds, Poland, Portugal, Spain, Sweden and United 
Kingdom of Great Britain and Northern Ireland. 

g/ Austria, Hungary, Switzerland. 
~I Cyprus, Iceland, Malta. 
f/ Argentina, Brazil, Chile, Colombia, Ecuador, Peru, Uruguay. 
g/ Paraguay. 
bl Bahamas, Costa Rica, Dominican Republic, Guatemala, Guyana, 

Haiti, Honduras, Jamaic4, Nicaragua, Panama, Salvador, Trinidad and 
Tobago. 

11 China (Tai\ian Province), Hong Kong, Indonesia, Malaysia, 
Philippines, Republic of Korea, Singapore. 

j/ Bangladesh, China, India, Pakistan, Papua New GuinP.a, 
Sri Lank!l. 

~/ Kenya, Nigeria, Zaire. 
11 Cameroon, Congo, Cote d'Ivoire, Ethiopia, Ghana, Guinea, 

Liberia, Mozambique, Mauritius, Sierra Leone, Senegal, United 
Republic of Tanzania. 

ml Burundi, Malawi, Swaziland, Uganda, Zimbabwe. 
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The major weakness of the data lies in the dependence of the 
calculated freight factors on the commodities actually traded. The 
most important such co11111odities are listed in the annex (table 14). 
In many cases these are the high-valued (relative to weight) agri
cultural products 5Uch as coffee, sugar and cocoa. 

This may also in part expl ·in vhy those countries which are 
landlocked do not have very much higher freight factors: the 
Ei:ropean landlocked countries shov s percentage of 6.6 compared 
vi th S .8 for the non-landlocked, Paraguay has a lov value (thanks 
to coffee) cf 4. 7, and the landlocked African countries actually 
have a lover value than the non-landlocked. 

To counterac: at least in part the effect of actual traded 
consignments, for each commodity traded the ratio of the individual 
country's freight factor to the product freight factor for all the 
trading countries is alsc calculated. A high value would then show 
a transport disadvantage facing the country In question compared 
vith other countries ~xportlng the sam~ product to the United 
States. The seconJ column In the tables gives the mean, 
unweighted, of such rat los for all the products In the list of 26 
which the country exports to the United States. 

The value for European countries, below 1.0, suggests that this 
could b" taken as a reference point. The value for East Asian 
selected developing countrie9 and areas is not much above 1.0, 
suggesting that, after all, their disadvantage is not so great vhen 
traded product compost t ton ts taken into account. The lov value 
for small Central American and Caribbean countries does not indicate 
a disadvantage from small economic: size, though even then these 
ratios, not covering all potentially traded products, are not 
Independent of actual traded product composition. 

c. !!_ill~~. valuations of tran™Lt costs from selected 
African countries 

llltlmatl'ly, the only means of overcoming this problem ls to 
obtain direct figures for cost of shtppl~,. Thia has been done for 
four selected products using quotations made by regul~r shippers to 
the Crown Agents, for shipment from the United Kingdom to Africa. 
The commodities st'lected were enamelware, leather footwear, cotton 
clothing and machinery. These va~y widely In respect of their 
v&lue In relation to bulk, whtrh ts revealed to be a major Influ
ence on costs of shipment per freight torne, a freight tonnr. being 
determined either by weight or by cub!~ capacity as one cubic 
metre. The assumption made here is that the pattl'rn of transport 
costs from the United Kingdom to Africa can Sl'fVI' as an lnd!c~tor 
of that In thr. revers!' dlr~·tlon for potential manufartured exports. 
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The precise fig:ires used f:ir ex wcrks values of one freight 
tonne of each product ~r~ not too important, so long as realistic 
and representative values dre taken. The figures used in the first 
three cases were calct:lated as mean!. from a !ample cf five or six 
invoices of shipmenti. by a Birmlngham-bued shipping agent. 
Because machinery varies so wl.aely in nature from consignment t<. 
consignment, in this case an ~x works ~alue n! £4,500 was taken as 
realistic ir. relation to th:sc obtained fer cotton clothing. The 
detailed breakdown of transport charges is derived from actual quo
tations made to the Crown Agents in November 1985. It must be 
stressed that quotations given by shippecs are volatile, varying 
between shippers and between regular am'. non-regular customers, 
cargos and places, as well as from week to week, so that it is dtf
ficult to state prec.fsely what is the co~~ of shipment of a par
ticular product from A to P. It may be the case also that the 
Crown Agents, as a major customer, are offered more favourable quo
tations. There are also differences as between containerized and 
non-contained zed cargo (the data here refer to ccntainer cargo). 
Nevertheless the structure of cnarges shown here is likely to 
represent a realistic p{cture for these ~-epresentative products at 
the end of 1985. 

The cost breakdown Birmi~gham-Mombas~ is presented in 
ta!:>le 7. Those for other destina:ions can be consulted in the 
annex (table 15(a)-(g)). Birmingham was selected as a representa
tive industrial centre in the United Kingdom in the light of its 
central situation. The data shows that the percentage oncost (over 
the ex works value) from Birmingham to the United Kingdom port is 
as great as (or more than) the ocean freight to the African port. 
Costs of shivment (in;:luding transfer costs) per mile may also be 
greater within the United Kingdom than over longer distances within 
Africa. Insurznce is not a particularly large item, here adding 
about one per cent to cost. 

The freight factors calculated for the four representative 
products to di fferei.t African dest fnat ions are s~arhed in 
table 8. rhe dest 1nat ions have been selected to provide a compar
ison betwee1. countries of smaller and l!rger economic size, land
locked and non-landlocked, on both sides of the continent. The 
upper part of the table gives the percentage oncost to the 
destinati~n over the Birmingham ex works value, and the lower part 
gives the ratio of these freight factors to that for cotton 
clothing, used as a reference point. 

The size of r.he freight factors compared with those calculated 
by Mcfarland in table 5 should first be considered. The freight 
factors of 13.4 per cent and 9.8 per eent Bfrmfrgham-Mombas.a, !or 
instance, are high in relation to the 5.3 per cent in table S for 

, manufactured products. imported by the United States from developed 
countries or the 6.S per cent from middle developing countries, and 
consistent with or greater than the 10.9 per cent for least 



Table 7. Estimated total distribution costs for one freight tonne of cargo, Uirmlngham-Mombas3 

t:_nl!m.dlolu_e_ teathe~ footwear Cot ton rl o th In& M11cllin~ry 
{pounds (percent- (pounds (percent- (pounds (percent- (pounds (percent-

Item sterling) age) sterling) age) sterling) age) sterling) age) 

Primary packed, ex 
works Birmingham 1 no 100 2 430 100 3 000 100 4 500 100 

Packing into strong 
wooden crates 69 69 li9 69 

Collect ion and 
delivery to Liverpool 211.60 24.60 24.60 24.60 

Port charges 20 20 20 20 

f.o.b. Liverpool l 263.60 109.9 2 543.60 104.7 3 113.60 103.8 4 613.60 102.5 ,_ 
.... 

Ocean freight, net of 
currency/bunker 
adjustment factors, 
including loading 96.19 8.4 128.24 5.3 83.36 2.8 115 .42 2,6 

Cost and freight, 
Mombasa l 359.79 2 671.84 3 196.96 4 729.02 

Wharfage (1.5 per 
cent) c.i.f. 
M.l111basa 20.62 40.52 48.48 7.72 

Port costs 11.00 3.6 11.00 2.5 11.00 2.3 11.00 ?. .1 
Delivery to store 10.00 10.00 10.00 10.00 
Insurance (0.7775 per 

cent) 11.99 1.0 23.38 1.0 27.94 0.9 41.24 0.9 

c.i.f. Mombasa store 1 413.40 122.9 2 756.74 113.4 3 294.38 109.8 4 862.98 108.0 
-- --- ~------------·---·-------

~~= Percentages are of ex works values. 



Table 8. S1.111111ary of freight factors for different destinations for four 
representative products, end 1985 

Denlnatlon ll:nuelvare Leather footvear CottoP clothlna llachlnery 

P1rc1nt11e oncpaga qy1r 11 yprk1 y1lu11 

"'*"••• U.9 (11.9) U.4 (1.4) 9.1 (5.1) a.o (5.4) 

Dar-ea-Sal au 22.9 (11.9) u .... (8.4) 9.1 (5.1) 1.0 (5.4) 

lloahl Zl.O (15.6) u.4 (10.Z) 11.4 (7. l) 9.1 (6.4) 

l'Nann za.1 (17 .Z) 16.Z (ll.O) 12.1 (l.O) 10.0 (6.9) 

lanJ\ll ZO.l (9.5) 11.2 (6.Z) 9.l (5 .4) 6.6 (J.9) 

Accn/T .. as.a (14.5) U.5 (1.4) 10.I (6. 7) 7.9 (5,J) 

Laaoa U.5 (11.5) lZ.Z (7 .2) 10.Z (6,Z) 7,1 (4,4) 

O>aaaado\llO\I vla Abidjan 35,9 (U.7) 17. 7 (U.5) 14.6 (10.5) 10.z (7.5) 

luJWlbura Yl• "'*"••• 40.5 (Zl.9) 22. 7 (17 .Z) 17 .6 (13.3) u.a (11.1) 

11antyre Yla Dllrban 32.I (Z0.9) 17.3 (U,8) 14.1 (lCl.6) 10,I (1.1) 

ftean, all de•tln•tlon• a/ 27.95 (16.5) 15.01 (l0.0) 12.11 (I ,O) 9.30 (6.4) 

Dlff1r1nc1 ln ••an• 
(fr• cotto:i clothlq) +15.14 (1.5) +2.97 (2.0) - (-) -2.u (-1.6) 

ftean, coaatal co1111trl1• 22.aa (11.16) U.74 (7. 72) 9.91 (5 .91) 7.52 (4.11) 

ftean, landlocked co\lfttrl•• 36.40 (U.17) 19.23 (U.90) 15.67 (11.0) 11.60 (1,90) 

Dlfference ln ••an• 
(coaatal and landlocked 
countrha) +U.52 (+12.ll) +6.49 (6.11) +5.69 (+5.49) +4.01 (+4.02) 

l1,jg1 p( AD,Alt Rlt£18,llll 

~Bill ID~ llill 'gllllltltl 

ftNbaaa 2 .l ,, 1. 367 1 0,116 

Oar-H-Sala .. 2,3 11 l. 367 1 0.116 

16nJ11l 2. lb\ 1.204 1 o. 710 
Accra/T._ 2. 189 ' ;t~O 1 0.731 

La101 2.206 ;H 1 0.696 

~ll~ID~lR~~!~ ~QYDitlll 

ftombaH 2.337 1.367 l 0,116 

lllljWlb\lra 2.301 l.290 1 o. 714 
Blantyre 2.216 l.!O l o. 710 
Accra/Te•a 2.1n l.250 l o. 731 

Ovaaadovaou 2.459 l.212 ! tl.699 

Hean (coastal) 2.290 1.277 I o. 754 

fte•n (landlocked) 2.ns 1.224 l 0.731 

----·---·--
b,U: r1111re• ln bracket• ahov percent•&•~ coat over r.o.b, Liverpool v1luea. 

•' lachicUna thoae vlthln Tanunla. 

..... .... 
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developed countries. Th~y are significantly higher th•n the 
freight factors in table 6 (5.8 per cent for European countries but 
only 6 .0 per .:.:ent for s!Dall African countries), where the figures 
reflect coma:odities actually exported. Compared vlth the McFarland 
figure cited rand in relation also to the differences shovn ln his 
table between d~velopP.d and !east developed countries, some of the 
figures here, suc'i as the 22. 7 per cent for footwear to Bujumbura 
and the 40.5 per cent for enamelware co BujU11bura, are astronomic. 
Since McFarland's figures are based on c.l.f.-f.o.b. differences, 
the figures in brackets in table 6, based on f.o.b. Liverpool 
values, should be compared, but these are still relatively high. 

From table 6 the effect of small economic size does not appear 
substantial. Despite Mombasa's far larger volume of trade compared 
vith Dar-es-Salaam, for instance, the percentage oncosts are iden
tical. Similarly the percentage oncosts for Lagos are not signif
icantly different from th.,se of Accra or Banjul despite ftigeria's 
much more substantial economic size. These costs are limited to 
direct shipping costs, and do not take into account such indirect 
and perhaps quite importr-;it costs assoc lated vi th infrequency of 
service, involving for instar.ce the capacl ty to respond effectively 
and quickly to overseas 11arket demands, longer periods ln transit 
or \Tlpredictabllity of delivery. 

Being landlocked has a much more significant effect. The per
centage oncost for cotton clothing for example, jumps from 9.8 per 
cent at P1011basa to 17. 6 per cent at Bujumbura. The mean for 
enamelware to coastal coi .. >.tries ls under 23 per cent coaipared vith 
over 36 per cent for landlocked countries. For products in the 
aiiddle of the value-per-freight-tonne range, footwear and cotton 
clothing, the oncost is 10-13 per cent for coastal countries and 
16-19 per cent for the landlocked countries. 

What makes the greatest difference to the percentage oncost 
proves to be the type of product, specifically value relative to 
weight or bulk. The aiean for all destinations is close to 28 per 
cent for enamel,..are, co11tpared vith just 12 per cent fol cotton 
clothing. The ratics in the bottoai half of the table shov that the 
pattern of ratios for different products ts al11ost the saaie for 
small and largr co·intrles and for landlocked and non-landlocked 
countries, suggesting that the relative impact of different values 
per tonne ts Independent of these factors. The absolute Impact 11ay 
be a different matter, since the Jf; per cent and 40 per cent on
costs at Ouagadougou and Bujumbura, for example, may be too mueh 
even for manufacturing ir :lustries that are ablP. to take advantage 
of cheap labour In the least developed countriu, vhlle the lover 
values at Mombasa might fall within the limits of tolerance. A low 
value ex works such as the £.1,150 per tonne for enamelware w!ll 
therefore produce a strong comparative disadvantage in export pro
duct ion, and In general the data points to the need to concentrate 
on htgher-valu,.d (per tonne) manufactured goods for export and to 
high natur11l protP.ctlon for production of low-valued (per tonne) 
goods for the domP.stlc market. 

As alrf'ady strf'ssed, thf' margins revf'alf'd by these quotations 
~P.la:e only to dlre~t costs of shipment. Tn the case of landlocked 



- 16 -

countries the problems of delavs and general unp~~dictability 

associated either vi th bureaucratic interhrence in the transit 
country or in so111e cases political dislocation, or le>.ses from 
damage or theft <not fully compensated by insurance) can add &reatly 
to costs and in~erfere vith the capacity to deal in foreign markets. 
The capacity to deliver to overseas markets on a reliable basis may 
be affected in both directions, avai~ability of imported inputs 
becoming less reliable as veil as the supply of the finishe1 
product. 

The freight factors calculated above vill also be increased to 
the exten: that the manufactured goods produced incorporate same 
import content, in the form of capital equipment as vell as 
materials and components, vhich itself has an inflated element of 
international transport. Data for precise calculation ar~ not 
readily available, but illustrative calculations are shown in 
table 9, assuming in each case that the import content amounts to 
30 per cent of the ex vorks value, that it is subject to the 
freight facto. e.ready calculated for machinery, and that the 
freight factor from Africa to Europe is identical to that in the 
reverse direction. This adds a significant amount to the size of 
the freight factor in all cases. The absolute increase In the size 
of the freight factor is slightly higher i'l tt1.e case of enamelware 
(the good vith lov value to bulk). But since export production of 
goods such as this 1111iy already be rul"!d ~ut, it is vorth noting 
that the proportionate increase in size of the freight factor -
22-25 per cent in the case of cotton clothing - increases for 
higher value-to-bulk goods, that is, inversely vlth the size of 
freight factor, thu.!> de::reasing the potential competitiveness of 
the countries In question. The proportionate change is about the 
same for landlocked and non-landlocked countries, the absolute 
increase larger for landlocked. Since even vithin the category of 
least developed countries there is potential competition as supply 
centres to developed country markets between the large numher of 
islands and coastal countries on the one hand, and landlocked least 
developed countries on the c.tiler, the element of import content 
will a~d a further Important d!sadvantage in the latter's case. 

Reference should be made :o tvo important issues with policy 
i:nplicatlons raised by Yeats. In one paper (4) basf'd on data from 
India, he shows that !4-_ _ytJ_orem transport rates for some Important 
products tend to escalate with each stage of processing In thf' same 
way as tariffs, compounding the negative effect on th" grovth of 
processing industries in developing co~ntrles. In his book [5} he 
demonstrates that tariff valuation procedures using a base of 
c.i.f. rather than f.o.b. figures severely disadvantage exports 
from developing countries and particularly those landlorked coun
tries for vhlch freight factors are highest. He notes that many 
products vlth production characteristics that make thl'm esp~clal ly 
sultablf' for df'veloplng countries have freight factors ranglnR from 
20 to 50 pf'r cent or more ((5), p. 89). 

o. <;enf!l'.'al lmp)lr.ations.of .hl.&11 .Ut~rn~l uu.svort costs 

The f!ff P.rts 
respP.rts opposite 

of high external .ransport 
to thosf' of sma 11 market 

coi;ts 
size, 

are In many 
for t r11nsport 



Connodity and 
destination -
origin 

Footwear 

Mombasa -
Bujumbura 
Accra/Tema -
Ouagadougou 

Enamelware 

Mombasa -
Bujumbura 
Accra/Tema -
Ouagadougou 

Lot~on clothing 

Mombas,\ -
Bujumbura 
Accra/Te:na -
Ouagadougou 

Table 9. Effect on freight factors of assumed import 
content of the goods manufactured a/ 

}'relght factor 
\percentage oncost) 

As already 
calculated 

ll.4 
22.7 
13.5 
17. 7 

22.9 
40.5 
25.8 
35.9 

9;9 
17 .6 
10.8 
14.6 

With transport oncost 
on 30 per cent imported 

ca1>lta. content 

16.0 
27.4 
16.0 
21. l 

25.7 
45.9 
28.6 
39.8 

12.3 
22.0 
13. 3 
17.9 

Absolute 
increase 

in fr1ilghl 
factor 

(percentagl') 

2.6 
4.7 
2.5 
) ,/1 

2.8 

5 • '' 2.8 
3.9 

2.5 
4,4 
2.5 
3.3 

Proportionate 
increase 
In freight 

fnrtor 
(percentage) 

19 .... 
20 •. , 
18. 'j 
19. :! 

12 .1 
l3.3 
12. 2 
10.9 

25.5 
2'i .o 
2 3 .1 
22.6 

a/ Import content of goods calculated as 30 per c~nt of ex workn ~alue In African 
country, subject to freight factor calculated already for machinery. 

..... ...., 
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costs provide a natural barrier to trade, favouring the domestic 
rather than the external 111arket, and thus tend to reduce the ratio 
of trade to gross domeo;tic product. Small countries with high 
external transport costs could be said to have suffered disadvan
tages in producing for both domest~c and external 111arkets, despite 
the natural tarrier advantage. However, the following fig~re illu
strates the effect of the latter. Assume that small countries 1 
and 2 have equivalent domestic demand .. nd supply functions for 
steel, DD and SS (small means here that import supply and export 
demand elasticities are infinite, so that, for traded gonds, prices 
are set externally, with trade adjust in£ for supply-demand differ
ences). Country 1 faces higher external transport costs than coun
try 2, since the difference between what would be paid for imported 
steel (M1) and what would be received for steel exports (X1) is 
much higher than M2-X2 . For country l, the domestic equilib
rium (e) lies between the import supply price (M1) and the export 
demand price (X1), resulting in steel being non-traded. Quantity 
OB will be produced (and consumed). For country 2, the export 
demand price (X2) lies above e, so that steel is exported (note 
that the import supply line for a given good always exceeds the 
export demand line, since the former in:ludes transport cost). 
Quantity OA will be consumed and AC will be exported. An important 
point of the diagram is that it shows that high transport costs 
imply that many goods which would be traded in the case of low 
trans~ort costs become non-traded. 

The effect of high transport costs may be dther to reduce the 
net return received by producers for undertaking an export activity 
or to make this activity non-compe~itive and non-viable. The first 
effect will most often hold in the case of primary products where 
farmers and other producers are price-takers in the world market, 
and vi 11 result in lower incomes per unit of effort or resources 
used up in production. 

A m.11erical example may serve to indicate the orders of mag
nt tude involved. Suppose footwear may be produced either in Accra 
or Birmingham, and that the wage bill at the United Kingdnm wage 
levels amounts to 30 per cent of the ex works value. The freight 
factor in either direction ts 15 per cent of the United Kingdom ex 
works pri~t, but measures the transport disadvantage faced by Ghana 
in supplying the United Kingdom market (compared with 13.5 per cent 
calculated above for Accra/Tema). Assuming Ghana is a price-taker 
in the United Kingdom market and is able tr> absorb the export on
cost only through reduction in the wage bi.£, the 15 per cent would 
need to come out of the 30 per cent for the wage bi 11, implying 
wages at just half the United Kingdom level. If the transport on
cost were higher, at 25 per cent (compare 22.7 per cent for foot-· 
wear Birmingham-Bujumbura), a similar calculation would allow wages 
of only one sixth of the United Kingdom level. This indicates that 
evf!n for coastal co:mtries the transport factor may significantly 
erode the cheap labour advantage of a developing country in rela
tion to manufacturing, but that for landlocked countries the effect 
on the return to labour may be catastrophic. 



lapact of transport coat on trade, production and consumption: 
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In the case of agricultural export commodities, there may be 
no choice but to accept a reduced return to labour, the alternative 
being purely subsist.nee agriculture. If a high-priced export crop 
is involved, such as coffee, incomes may still be very satis
factory, an~ since there will not be the same problem of economies 
of scale in production - peasant farming units being entirely 
viable - small economic size of a country may not affect the via
bility of production. This may not hold in the case of manufac
turing, where capital is mobile and able to seek alternative loca
tions, not leaving labour the option of accepting a lover wage. 

Table 10 shows the negligible extent of manufacturing for 
export in the African least developed countries. These frequently 
><mount to no more than a few percentage points of exports, which 
are overwhelmingly of primary products. Such manufactured exports 
as exist are invariably resource-based, for example vegetable oils, 
animal feeding-stuffs (cattle cake from oil-seeds) or manufactured 
tobacco. 

As stated at the outset, small domestic markets make a stand
ard import-subs ti tut ion strategy even more problematic. This may 
also affect potential for export of manufactures where domestic 
product ion would have provided the foundation rPqui red for sub
se~uent export promotion. Exports to neighbouring countries are 
often of this type. More generally Srinivasan states that 

" ..• even if there are no constraints on size of the market 
for a product because of possibilities for export, to the 
extent that penetration into foreign markets depends oi. the 
e:xperience g1dned in producing and selling in the domestic 
market, smallness of the latter may preclude export develop
ment" ([2), r. 1). 

It has been remarked elsewhere ([6), p. 56) that the small least 
developed countries "are utterly lacking in the institutional 
infrastructure needed for export promotion policies", and that 
transnational corporations, with their extensive marketing network 
throughout the world and their acquired skills in this direction, 
might be the best means, or one means, of overcoming this problem. 
Transnational corporations may be persuaded to locate in a country 
for offshore production and export, taking advantage of cheap 
labour or tax concessions, independently of any domPstic market. 
But the existence of such a market could und,,ubtedi.y provide a 
reason for selecting ~ne location rather than another - Brazil, for 
example, rather than Ghana. Industries whir.h .. re directed simulta
neously towards domestic and export rrarkets have been referred to 
as "Janus" industries.* If these are important, small economic 
size can handicap a country's i~dustrial progress in both domestic 
and export markets. 

*After the Greek god JAnu~ whn faced in two directions. 



Country 

Benin 

Botswana 
Burkina Faso 

Burundi 
Cape Verde 

Cent 1·al 
African 
Republic 

Chad 

Ethiopia 

Gambia 

Malawi 

Mali 

tiiger 

Table 10. Export structure of African least developed countries, 1981 

Leading exports 

Cocoa, fixed vegetable 
oil, cotton 

Cotton, live animals, 
oil-seeds, nuts etc. 

Coffee 
Fresh fish, crude 

minerals 

Viamonds, coffee 

Cotton 

Coffee, hides and 
skins 

Oil-seeds, nuts etc. 

Tobacco, sugar, tea 

Cotton, oil-seeds 

Non-ferrous base 
metal ore 

Manufactured exports and percentage share of total 
domestic exports 

Cement, building products (5.74), animal feeding-stuff 
(4.21), woven cotton fabrics (2.10), clothing (l.44), 
other inorganic chemical~ (1.08), cereal etc. prepara
tions (0.69) 

Textile yarn and thread (0.11), animal feeding-stuff (0.11) 
Tinned fish (12.07), animal feeding-stuff (l.62), machinery 

for special industries (0.56), metal manufactures 
n.e.s. (0.44}, power machinery, non-electric (0.41) 

Veneers, plywood etc. (1.30), tobacco manufactures (l.27), 
natural abrasives (0.70), coal and coke briquettes 
(0.69), rubber, crude and synthetic (0.24), processed 
animal and vegetable oils etc. (0.16) 

Cotton fabrics, woven (13.45), animal feedin~-stuff (0.93), 
alcoholir beverages (0.41), leather (0.39), sugar and 
honey '0.16) 

Animal feeding-stuff (l.01), processed animal and vegetable 
oils (0.33) 

Fixed vegetable oil (31.6), animal feeding-stuff (12.46), 
clothing (0.72), gold, silver, jewellery (0.47) 

Clothing (0.66), textile yarn and thread (0.49), animal 
feeding-stuff (0.44), footwear ,O.J9), textile pr~ducts, 
n.e.s. (0.34) 

Cotton fabrics, woven {2.0), animal feeding-stuff (2.0), 
leather (0.3) 

Tobacco manufactures {3.25), cotton fabrics, woven (0.54), 
non-cotton woven textiles (0.25), coal, coke briquettes 
(0.23), machine~y for special industries (0.14), lace, 
ribbons etc. (0.11) 

continued 
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Table 10 (£Qllll11~ed) 

Country 

Rwan<'a 

Sierra Leone 

Somalia 

Sudan 

Togo 

Uganda 

United 
Republic of 
Tanzania 

-------- ·-~-- ------" --

Leading exports 

Coffee 

Diamonds, natural 
abrasives, non
ferrous base metal 
ore, cocoa, coffee 

Live animals, fresh 
fruit and nuts 

Oil-seeds etc., 
cotton, cereals, 
n.e.s. 

Crude fertilizers, 
cocoa 

r.offee 

Coffee, cotton, cashew 
nuts, spices 

Manufacturerl exports and percentage share of total 
domestic exports 

Toys, sporting goods etc. (0.04), texlile yarn and thread 
(C.03), clothing (0.03) 

Animal feeding-stuff (1.05), fixed vegetable oil, non-soft 
(l.86) 

Tinned meat, leather (exact share not available) 

Animal feeding-stuff (3.39), fixed vegetable oil, non-soft 
(2.40), textile yarn and thread (0.63) 

Cement etc. (10.64), petroleum products (1.)2), iron and 
steel shapes (0.71), cotton fabrics, woven (0.61) 1 

machines, n.e.s., non-electric (0.43), clothing (0.4), 
animal feeding-stuff (0.26), textile products, n.e.s. 
(0.26) 

Electrical energy (0.53), textile yarn and thread (0.13), 
iron and steel shapes (0.10), iron and steel plate and 
sheet (0,07), iron and steel primary forms (0.06), 
organic chemicals (0.05) 

Animal feeding-stuff (2.22), special textile products 
(l.98) 

~ource: Handbook of International Trade and Development Statisti~_l984 Supplement (United 
Nations publication, Sales No. E/F.84.II.D.12). 

N 
N 
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The data provided above reflect the size of the relative 
transport handicap faced by the landlocked among the least devel
oped countries. It is necessary to be more specific about the 
nature of this handicap, particularly as transport costs between 
port cities and interior areas of non-landlocked countries may be 
just as large and are frequently larger than those of the land
locked. One specific difference is that transport costs to the 
interior are in the latter case payable in foreign exchan,.e and 
generate inc..imes to nationals. An obvious problem, secondly, is 
that the country in the former case retains control over proce
dures, conditions, facilities and rates affecting transport, 
including transport investment. Thirdly, because of the import 
content of manufacturing, a large proportion of manufacturing is 
frequently located at the port, as at Accra, Lagos or Mombasa; in 
the case of landlocked countries, this locational factor takes 
industry out of the country altogether. Related to thia, fourthly, 
labour mobility permits migration to the coast in search of employ
ment, where also a significant part of the national (urhan) market 
is found. The same mobility for a landlocked co1Jntry to coastal 
industries does not exist, and any employment obtained abroad is 
less secure and less durable than emnloyment at home. 

The effect of transport costs on the location of industry is 
particularly critical for landlocked countries because of reliance 
on foreign investment and the international mobility of trans
national corporations. There is no obvious reason to locate in the 
landlocked country rather than the transl t coastal country, par
ticularly as the domestic market of the latter is almost invariably 
the larger of the tw~, and indeed there will always be many coastal 
countries - and islands - to chuose from. Landlocked countries may 
thus be at the end of a long queue from the point of view of inter
nationally footloose industry, with many implications for their 
long run development • 

. 'his will a;:-ly alao to th_!! location of industry geared to a 
local regional mariret as well as to overseas markets. Here the 
import content of manufacturing with Wl!ight loss in processing at 
the port will be important also, as already mentioned. One example 
of the impact of this is cited by Selwyn: 

"Thus in the trade between Upper Volta and th~ Ivory Coast, 
80 per cent of Upper Vol ta' s exports to the Ivory Coast in 
1969 consisted of live animals and animal products, and a 
further 15 per cent of vegetable products. Ivory Coast's 
exports to Upper Volta were far more diversifhd, including 
cement (15.6%), wood and cork products (10.3%), textiles 
(9.6%), chemical products (9.2%), transport products (8.6%), 
food, drink and tobacco products (5.6%) ar,.! L'lSi> mPtai prod
ucta (4.9%). This structure cl~arly shows e peripheral 
relation of Upper Volta to the Ivory Coast economy" ([7), 
p. 5). * 

*Ivory Coast anti Upper Volta are the former names of, respec
tively, Cote d'Ivoire and Bur~ina Faso. 
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A similar fate may befall Uganda, for instance, in relation to 
iCenya. The effect of externalities in producing polarization of 
industry around established centres will tend to render this cumu
lative. 

Even though landlocked least developed countrles sre particu
larly disadvantaged as a subgroup, the least developed countries 
themselves constitute a special group with a number of compounded 
disadvantages such as the following: small domestic market; high 
external transport c~st; a poor resource base (in some cases there 
is the good fortune of minerals which however do not create signif
icant employment or widely spread incomes); very often a semi-arid 
climate producing a weaK agricultural economy lacking potential 
linkages with industry and crear ·ng a special problem of labour 
absorption; and vicious circle effects of poverty, such as under
developed transport and other infrastructure, low savings and lack 
of education and technical and managerial know-how. 

The problem of labour absorption needs special emphasis since 
the advent of medical services in se~i-arid countries, by reducing 
the death rate, is resulting in a ~,ecific population problem 
affecting countries which have a fragile resource base and may face 
increasingly serious problems of resource conservation in future. 
While countries with a fertile agriculture can use this to buy 
time, the agriculture :.ector serving as a "spongeK to absorb pop:.i
lation pending the eventual developmeut of manufacturing, it is 
more difficult to see even a temporary solution in some of the 
semi-arid countries. 

An obvious advantage which least devrloped countries might 
exploit for labour-intensive export manufacturing is cheap labour. 
A major problem here is that the number of candidates for location 
of such enterprise is far greater than viable. Just as in the case 
of primary product exports, there may be a "fallacy of composition" 
in expecting that many new such centres can be established. The 
entire sub-group of least developed countries may in fact be late
comers or rather "last-comers" in this respect. 

It is quite possible, the.~fore, that the existing gap between 
tM~ subgroup and other developing countries will widen. Table 11 
shows that the least developed countries have experienced a lower 
growth rate of manufacturing value added, and that this rate has 
also fallen behind that of gross domestic product over the decade, 
particularly during 1975-1980, implying a falling share of l'IVA in 
gross domestic product, while this has not been true in other 
African countries.* Table 12, relating to all least developed 
countries, shows that their income per capita was only an estimated 
23 per cent of that in all developing countries In 1981, and that 

*Statistical dAta on manufacturing value added is often mis
leading when the industrial sector is comparatively underdeveloped, 
because it may reflect processing of a single mineral or one or two 
high-valied crops, for example sugar and tobacco in Malawi. 
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... in oil-exporting 
countries 

Table 11. Expansion of manufacturing value added in th~ least 
developed African countries, 1970-1980 

Real growth of 111.-··facturing 
Real growth rate value added leas that of 1ro11 

of manufacturing value added domestic product 
______________ (percentag,,) __________ .. ____ {PCfllnt..on)_ --·-·· _____ . 

1970-1975 1975-1980 1970-1980 1970-1975 1975-1980 1970-1980 

3.0 2.1 2.6 0.2 -1.4 -0,6 

Other African countries 
11.6 

5.2 
9.1 
3.9 

10.4 
4,6 

4.1 
1.6 

0.7 
0.1 

2.4 
0,8 

-----------------------------

s_~: Secretariat of UIUDO, "The poor fall behind: an aaaeaament of industry in the leaat 
developed countries", Industry and Develooment, No. B (United Nat ions publication, Sal ea 
fto. 1.83.Il.B.l). 

... .... 



Table 12. Per capita aross domestic product and population in different reaiona 
of the world, 1911 

G[Qll dQmCltic g[QdYCt RC[ CIRitl 
Projected 

Country arouping 

Least developed countries 
All developing cour.aies 
Developed -ark~t economies 
Socialist countries of Eastern Europe 

Least developed countries as percentft&e 
of all developing countries 

Least developed countries as percentaae 
of developed market economies 

Annual averaae 
Population Value in arowth rate value in 

1981 1981 --~-- 1990 

(millions) (dollara) 1960-1970 1970-1910 (dollare) 

292 227 0.3 0.4 235 

2 280 1 003 2.9 3.1 1 320 

789 9 723 3.7 2.S 12 143 

383 5 005 5.6 4.4 7 374 

12.8 22.6 - - 17.8 

37.0 2.3 - - 1.9 

--------···-·------------ -- ·--- -- --·-------------·-··-----

$9\!t:cr: th<' t..u.1t. _ l>enl.ilC.tL~cnmuin:.. ___ _liS!. __ bg!UJ', (United Nation• publication, Sal ea 
Mo. E.84.11.D.25), vol. 1. 

N 
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this figure might actually fall to belov 11 per cent by 1990, sug
gesting that there is a clear segaent of the vorld 's population 
which is extr-ely poor and becoming, in relative tenu, progres
sively poorer.• 

E. Specific implications for lnclvstrial develop!!ent policv 

One of the clearest implications of table a incorporating our 
international transport cost calculations is the sensitivity of the 
freight factor to the value of the ca..odity relative to weight or 
bulk. This points to identification of high value-to-bulk com
modities for the export -rket, as those 110st able to bear high 
external transport costs,•• and to d011estic production rather than 
imports, vhen this is fe11sible, where lov value-to-bulk goods ~re 
needed at home. 

The latter may tie in vith a second <"riterion, the maximiza
tion of local content. Thus instead of imported enamelvare, or 
domestically-produc~~ namelvare vlth a high import content and lov 
value added, domestically-produced cooking pots and containers can 
be used. This vould simply be a response to COllparative advantage 
and is, of course, already in evidence In developing countries, 
particularly those landlocked countries vith exceptionally high 
external transport costs. A -Jor example of a c0111odity produced 
vith ~axlmum local content (and labour-intensive construction tech
niques) is housing, while furniture, baskets and mats (serving as 
carpets), and other household equipment and agricultural transport 
(ox-carts} are others. 

ttaximizatlon of local content ls related to an emphasis on 
"appropriate products". In the use of this latter term, care 
should be taken not to Imply that consumers in particular countries 
should be content vi th inferior products or forms of the produc:t. 
Rather, l t ls suggested here that the 110st should be made of com
pa· · .. ~l·rr advantage, selectively, in the choice of domestic produc
t le..· c ( manufactured goods and, related to this, in the choice of 
technique.••• Thus it vill not make sense to eschew factory 
product ion of cheap leather or i)lastic shoes vi th high import 
content, or even the import of cheap shoes, In order to protect 
laborious production of the hand-made article. This would not 
promote the attainment of basic needs. On the other hand the 

•The gross domest le produ::t per cap! ta figures quoted here 
rannot be considered very reliable Indicators, but the general con
rluslon ~ay nonetheless stand. 

HTh Is has ti> be qua l If· 
export conunodltles, as dlscut 

o take account of resource-based 
,.resently. 

•••The theoretical basis of these arguments Is explored at some 
length In Stewart [I). 
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pushing of import-substituting industrialization beyond the limits 
of a very narrow dOl!lestic .. rltet, such that factories exhibiting 
colossal excess capacity have to be subsidized directly or through 
tariff and import controls, as in Somalia, for instance, should be 
avoided. The suggestion here is that efforts be .. de to identify 
local products which can perfor;:a the equivalent function, and thus 
econ011ize foreign exchange at minimum cost to consumers. 

In some cases advertising and sales promotion by expatriate or 
other large-scale enterpr!ses has influenced tastes in the di rec
tion of "Western" products produced by ~ore capital-intensive 
methods. An example is traditional bread versus the factory-packed 
English white bread produced in .. n7 African countries, particu
larly for the benefit of urban consumers but now extending into 
rural areas. "iddle Eastern oven-baked flat bread produced by 
small enterprises, or the Indian chap at i, might be no re suitable 
types of product to encourage here, and small enterprises producirg 
such a product shocld be given assist.uice at least equivalent to 
that of the large firm. 

Similar considerations .. Y be extended to energy, where char
coal supplies need to be preserved and hydroelectric powei- nay be 
available. 

l'laximization of domestic value added together with minimiza
tion of transport cost content nay be secured in some cases by 
importing and distributing a basic input. Thus sheet metal may be 
imported •nd converted locallv into basic items such as water con
tainers, cases or pipes using what scale of production the sire of 
the market can support. Very often internal costs of transport for 
such items ls substantial, and can be reduced by producing them 
through a dispersed local craft industry. Tl\us in the United 
Republic of Tanzania !n the early 1970s supply of sheet metal to 
artisans working under the Rational Small Industry Corporation 
pr011otional scheme proved very successful.• 

Production of appropriate goods may more generally be linked 
to the promotion of small-scale industry and informal sector manu
facturing. Advocates of small industry and informal sector devel
opment progra111111es sometimes have romantic notions of their poten
tial, but clearly the two condl t ions obtaining here (particularly 
in small landlocked countries), a restricted domestic market and 
high external transport costs affecting the imported good, together 
create the situation most favourable to the economics of such pro
duction. 

While lmport-subst I tut Ing factory product Ion generally bene
fl ts from substant lal protect ion and priority In foreign exchange 
allocations, small and rural Industry usually obtains no such 
assistance and suffers chronic problems of access to credit, equip 
ment, materials and means of obtaining Import r'!!qulrements. "(he 
nature and scope of the products Involved and some of the dlfflcul-

•Descrlb~d in Livingstone [9, 10). 
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ties encountered by their produ::ers are indicated by the following 
observations of Shula and Plalelta based on a recent survey of 
artisan industry in the Kcheler.ge district of Zambia: 

·common products by carpenters include boats. wooden doors. 
vindov and door frames. chairs. dining and side t~bles. baby 
cots. stools. cupboards. bookshelves. trardrob'!S and so forth. 
The 110r~ prominent carpenters do engage in upholstery vorlt. 
;>roducing advanced sofas, on orders frOI' vell-to-do customers 
from both inside and outside the distr~ct. Here ve are talk
ing of iteas found to cost 110re than ICl,500 a piece 
Products of the tvo crafts [knitting and sewing) include 
jerseys, hats. sack bags. shawls, r1111pers. socks. table-cloths 
and dresses of various types. These are in high deaand in 
local c-unities but their production ls often haapered by 
difficulties vith input supply to the district The 
district has approximately 40 registered pitsaving groups 
spread all over frOll ICabalenge to Chipingu. Of late plt
savyers have been experiencing a crisi~. a limited but growing 
crisis of insufflc.ient produci:ivity in timber supply industry 
due to receding stock of suita~le species •••• Products [from 
basket/mat-making) are equally in high deiund throughout the 
district. Those involved normally produce baskf'tS of various 
types, drying mats, side tables, bamboo/reed bovls, sun hats, 
baby ~ots, stcols. vater stands. chairs. fish traps and 
other items for home decor. And to get the bambuo long 
journeys to sources are a zust• ((11). pp. 42-47). 

The references to timber and bamboo indicate that policy for the 
prClllOt:ion of such industrial activities should include the conser
vation and development of natural materials. an area where private 
and social Interests may diverge, requiring intervention. 

Tvo further examples of really quite signi fl cant small-scale 
production activities may be cited from ptalavi. An estimate for 
1978 indicated that over i5,00& persons (including vomer. and 
children) were engaged in small-scale brick-11aking throughout the 
country, attached to some 400 enterprises producing rather attrac
tive brich vhlch 11ake rural houses .11nd other buildings in ptalavi 
SOiie of the 111ost attractive and vell built 'n Africa. In 1981 
these vere producing, by the most simple, labour-intensive methods, 
so11e 70 111lllon brl;.ks ;>er annU11, co111pared vi th only a~ ,ut one 
million 11achinf'-made bricks, the latter accounting for no mere than 
1.4 per cent of the combined total. Although the h3n<l-made brlc~s 
were of lover quall ty and durabi 11 ty, they cost only 10 to 20 per 
cent -;,f the machine-made. Even in the urban mark.~t 15 to 20 per 
cent of higher quality bricks are made in the lnfonial sector, and 
an attempt to promote a machine-based enterprise failed because of 
competition from the informal industry ((12), p. 50). 

Likewise, Informal-sector tailoring ls a slgnlflrant employer 
In Plalavl. Al though there vas a substant ta l number of pl!rs.>ns, 
somf' 5,400 In 1977, employed tn a modern textile sector, the number 
engaged In thl! traditional sector vas between 25,000 and 30,000, 



- 30 -

about five times as many. An interesting aspect is that David 
Whit~head's, a large-scale transnational corporation producing cot
ton fabrics, felt it more advantageous to supply material for pur
chase by informal sector tailors than to extend its own activities 
vertically ( (12), p. 55). In many African countries, the provision 
of substantial n\IDbers of seving aachines, nev or second-hand, to 
small-scale entrepreneurs on a hire-purchase basis might have a 
greater impact and shov a higher rate of return tha11 the s-e 
amount of capital invested in a single large industrial project. 

s-ll-scale inaustry in general has the advantages of being 
dispersed, often local-resource-using and labour-intensive. l'lore
over, dispersed rural industry can be combined by rural households 
vith agricultural production as supplementary non-farm activities, 
helping to maintain rural household viability and reduce rural
urban migration. By maintaining a larger proportion of households 
in the rural areas where they are in a position to provide much of 
their ovn food supply, the costs and difficulties of providing for 
an expanding urban population are reduced. Dispersed small indus
try reduces internal transport costs vhere these are especially 
high because of dispersed populations, underdeveloped roads and lov 
value of goods transported relative to distance, common character
istics in the least developed countries, probably more so in the 
landlocked o~es. This applies particularly to resource-based 
activitiei;. 

Hughes [13) points out that the natural protection given by 
high transporr costs affords opportunities for development of 
seat-service activities such as baking, dry cleaning, printing and 
motor repair. In fact most of these do not require much protection 
and additional protection is redundant. The stgnifl~~at element ls 
where the commodity ts expensive, due to high external transport 
costs, and imported, involving scarce foreign exchange. Where con
sumers are also poor, it will pay them to prolong the life of the 
item as far as possible by constant repair rather than to replace 
it. This applies to items such as motor vehicles, particularly, 
but also to radios, vatches, clothes and shoes, and indeed to any 
consumer or producer durable, but especially expensive imported 
items. The greater relative importance of repair activities in 
developing countries is evident. What ls less evident, perhaps, is 
that entrepreneurs in, for example, 11otor repair may require some 
promotion and credit facilities on the same basts as other entre
preneurs. 

The type of products 111entloned so far reflect tvo general 
points. The standard import-subst 1 tut Ing indust ria 1 strategy 
pursued by so many countries has been murh r.ritklzl'!d in part 
because It provides for a restricted marl<f't wt>!ghted heavily In 
favour of a high-income consuming elite. The size of the market in 
the countries conaldered here h much smaller still, particularly 
if based on the very small minority of higher-income consumers 
within the tovns. For this reason, any import-substituting 
response to high external transport cost should be directed towards 
goods more widely consumed by low- or average-income consumers, on 
a selective basis, as already stressed. The production of such 
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goo<!s may not requi!'e other than natural protection, but may 
benefit from other specific forms of assistan~e or promotion, 
inr.luding training and technological devel~pment. 

Secondly, the activities promoted must reflect the nature of 
the economies -oncerned and a long-term development perspective 
appropriate to their circumstances, pa~dcularly the cOllpound of 
disadvantages described earlier. Kuznets [14) has stressed the 
need "for devising variants of a theory of economic 1rowth for the 
many small national units different frOll those for the fev large 
ones". More recently Nixson [15) has stressed the specificity or 
the processes of growth and change occurring in the developing and 
other countries and the need to consider the historical circum
stances - and preswnably geographical and resource endo-ent - of 
each. A general tendency among not only economists but also 
policy-makers in the countries concerned is to assuae a standard 
sequential model in vhich every country will follow in due course 
the same sequence of economic - and in<&ustrial - development, on 
the vay to joining the ranks of the industrialized nations. The 
need is rather to assess the individual circumstances and to devise 
a set of strategies and policies vhich will make th~ most of the 
opportunities actually offered, and vhich can be expected to 
produce benefits - and avoid disasters - for the majority of the 
people in the short and medium terai, as vell as the long term. 
This points among other things to a basic-needs orientation in 
industrial and other development. Many of the prod~cts and activi
ties identified above are consistent vith this. 

The problem of labour absorption in semi-arid and other ecc n
omies vith a weak a&ricultural base was em:,>hasized above. This ta 
also refle-:ted in many of the countries under alscu~sion here in 
migration and the export of labour to other economies: Somali 
labour tc the Gulf, labour from Malawi, Botswana, Lesotho and 
Swaziland to South Africa, and Burkina Faso labour to the Ivory 
Coast. This kind of participatior. by labour in a regional economy 
where the national economy is weak must be accepted, with efforts 
to promote the regional economy and discussion on distribution of 
bl!nefi ts and safeguards to labour. Apart from the direct employ
ment opportunities involved, remittances may be valuable to main
tain hous~hold viability at home and have important multiplier 
effl!cts, as In thl! case, for example, of Somalfa (16). 

Standard Import-substitution strategies do not create much 
em{>loyment and may be employment-destroying. This may be more so 
In the klr.d of economil!s discussed hue because the limited range 
of industrial activities for which import-substituting factory 
p~oductlon can be contemplated may lead to direct competition with 
traditional industries already establlshl!d in these fields. Thus, 
for example, Ethiopia's fine traditional cottage cloth-making 
Industry, whlr.h employs morl! than 10,000 peopll! throughout the 
country, having already been replaced by factory production to a 
gre4t extent around the capital, le under threat from a decision to 
distribute new textl le far.tortes around the country as part of 
regional development policy. The amall-scale, basic-needs manu
far.turing ar.tl~ities discussed c3rlier - not, it should be stressed 
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again, to toe pursued in isolation but as one component part of 
industrial development policy - do have the advantages from the 
labour-absJrption point of view of being both labo\ir-intensive and 
displ?rsed. 

Resource-poor least devel1>ped c<>untries are quite likely to 
exhibit major rural-urban dichotomies. Somalia, onci: more, and 
Ethiopia are obvious examples. There is a need, th·!refore, to 
assist the interdependence of th-. two sectors, again for instance 
by promoting resource-based industries. Leather goods production 
in a livestock economy would be an example. 

An important issue is what capital goods production should be 
contemplated by economies such as these. If more advanced develop
ing countries have difficulty in justifying a capital goods indus
try, the much smaller size of the domestic market of least devel
oped countries and more severely restricted range of import
substi tut ing consumer goods industries wi 11 produce an even 
stronger Hmitation. However, as Stewart [8] and Pack and 
Todaro [ 17] have argued, capt tal goods industries in the sense of 
machine-making industries rather than large-scale iron and steel 
production or a chemical industry may be both essential in develop
ing countries for ensuring some technical capacity and progress and 
also more viable development. In the case of least developed coun
tries, high external transport costs, limited foreign exchange and 
a range of smaller enterpris"!s suggest the possibility of small
scale machine-making industry (for smaller, custom-built items), 
machine assembly and where lines of communication with the 
original machine-makers overseas are extended machine-repair 
activities. Such industry might make parts and spares, including 
equipment used in agriculture, livestock industry (e.g., for bore
holes) or transport, providing a further urban-rural l inkal!<»' and 
some promise of technological development. 

The discussion so far has concentrated on manufacturing for 
the domestic market, taking into account small market size but also 
the ele:nent of natural protect ion afforded by external transport 
costs. The possibilities for producing for the export market 
should also be considered. 

Labour-intensity is an obvious criterion for choice of 
export-oriented industry in coastal countries, though the fallacy 
of composition involved in suggesting that all such countries could 
follow this path has been pointed out. For land-locked countries 
the criterion ts valid in respect of invard-~rtented industry, 
certainly, capital equipment being expensive to import, but is 
still more problematic for export industry. 

The calculations carried out above did not refer specifically 
to resource-bast.d industry. In this case, however, some of the 
external transport costs of manufacturing value added are already 
borne by agrir.ultural or mineral export;, Manufacturing in the 
form of processing which reduce~ bulk may in efft.ct carry negative 
external transport costs, partir.ularly as the country is likely to 
have no alternative to the t.Xports in question, the only issue 
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being whether these are exported in processed or unprocessed form. 
Moreover, a0 ricultural exports, in raw or processed form, may 
provide the necessary scale for transport, limiting the effects of 
small economic size on transport costs. Apart from the absol··· e 
advantage of reduced transport costs, resource-based manuf3ct1 
wi 11 derive a relative advantage as compared with otlier pos~ 

manufacturing activity, particularly in land-locked countries wh~ 
the external transport costs are highest. This is a further 
important argument, apart from the obvious benefit of using local 
resources, for exploring as fully as possible the possibilities for 
resource-based manufacturing. It is significant that such exports 
constitute most of the limited manufacturing exports which exist at 
present (see table 10). 

There may also be scope for resource-based manufacturing 
activity by land-locked countries for export to other countries 
further inland, such as sugar production in Uganda for export to 
Sudan or Burundi. These opportunities also need to be explored. 

Small economic size suggests a need for countries in their 
search for viable manufacturing export activities to concentrate 
and specialize. This has been argued, for instance, by Hughes: 

" ••• [small countries') opportunities for exploiting internal 
and external economies of scale in production (including sales 
and marketing) are limited in an absolute sense by the size of 
the labour force and the capacity to absorb immigrants, so 
that small countries are restricted in specialization options 
and must choose their industries carefully to ensure competi
tiveness and an ensuing build-up of comparative advantage in 
specific areas of industrial production" ([13), p. 90). 

The emphasis here on the size of the labour force is probably not 
justified, except in the case of very small island economies. The 
proportion of the labour force engaged in ~anufacturing is usually 
no more than 5-10 per cent, and the supply of labour to the sector 
perfectly elastic at a low wage. 

It may be sensible to specialize in some specific activities, 
however, in order to concentrate the limited amount of savings 
available for investment in a small economy, given also the large 
number of potential competitors in the queue for exporting to major 
world markets. This is illustrated by the data presented in 
table 13, which gives economic size and level of investment rela
tive to the United Kingdom (: 100), both figures being minute in 
most cases, even if comparison is made with the smallest European 
countries such as Belgium and Finland, or even with Singapore. 

There may, secondly, be external economies at the level of the 
industry, either in production or in marketing and sales promotion, 
which favour specialization. The fact that the developing coun
tries which have already broken into manufacturing export markets 
have done so often in particular lines, initially at least, offers 
some evidence of this. Thus Mauritius, for example, has relatively 
recently established a niche in the international knitwear indus
try, but on the basis of a number of separate small firms, all 



Table 13. Level of investment in African countries compared with other selected countries 

Gross Gross Investment (gross fixed capital formation 

dOllestic domestic Index of gross RlYI iDC[~··~ in 1t2ck1} Index of 

Year to product product d011estic product Percentage of Millions investment 

which data (•ill ions per capita (United Kingdom grosa domestic of dollars (United Kingdom 

Country applies of dollars) (dollars) .. 100) Yea:- 1./ product (estimate) " 100) 

S~l~C1~~ C2YD1[i~• 
Belgi- 1912 86 229 8 754 79.5 17 111 659 20.4 

Finland 1982 49 168 10 201 10.3 24 ll 800 16.11 

France 1982 5110 1211 11 015 112.9 22 118 827 165.5 

India 1932 173 883 242 36.3 25 43 471 60.6 

"8uritius 1982 1 078 l 135 0.2 l8 194 0,3 

Singapore 1982 14 928 6 0114 3.1 45 6 718 9 ,II 

United lingdoe 1912 478 588 8 1195 100 15 71 788 100 

Afric1n cRYD1[i~• 
Benin 1979 910 272 o.~ 1978 17 155 0.2 w 

Botswana 198:> 981 l 087 0.2 46 451 0.6 "" 
Burkino Faso 1979 l 209 200 0.3 l8 218 0,3 

Burundi 1980 889 216 0.2 14 124 0.2 

Congo 1981 l 994 1 270 0.4 48 957 1.3 

Cote d'Ivoire 1991 8 519 996 1.8 25 2 130 3.0 

Ghana 197'1 3 656 339 0.8 1978 5 183 0.3 

Kenya 198:? 6 2611 3114 l.3 22 l 378 1.9 

Lesotho 1982 352 250 O.l 37 130 0.2 

Liberia 1982 834 419 0.2 21 175 0.2 

Malawi 1982 l 3311 213 0.3 20 267 0.4 

Nigeria 1982 71 0411 8?5 14.8 30 21 313 29.7 

Rwanda 1980 l 163 230 0.2 8 93 0.1 

Sierra Leone 1980 l 231 373 0.3 19 234 0.3 

United Republic 
of Tanzania 1982 5 127 253 1.1 20 l 025 1. 3 

Zaire 1979 6 1123 233 1.3 1977 37 2 377 3.3 
·------ "--------· 

~: H11ional Acc2YD11 ~11~i~•ic~: An1luis o{ l'!dn Aauuuu. 1212 (United Nations publication, Sales No. 

E.85.XVII.4), tables 1 and 3. 

~I If different from year to which data applies. 
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engaged in the same line of production, suggesting economies 
external to the firm bat internal to the industry. Unfor~unately 

it is not possible to be more specific than this because of the 
general lack of empirical investigation specifically of industry
level externalities. 

In some cases a Janus industry would provide the basis for the 
externalities. Experience in production and in product design and 
development may provide tl1e basis for exports and suggests an 
obvious advantage in concentrating on lines already successfully 
developed. However, the smaller the country the less likely it is 
to be able to establiFh an initial industry based on the home 
market. 

Externalities may arise from product differentiation in the 
export market and the need to establish credibility for a 
Mauritian, Malawian or Burundian product, as well as from imper
fections in marketing, input availability or bank credit and 
government assistance. The need to keep up with changing fashions 
and to be aware of detailed market demand is clearly a major 
handicap for developing countries trying to establish a foothold in 
foreign markets, and this suggests that there would be advantages 
in specializing in certain product lines. 

In some markets it may be necessary to secure specific market 
quotas on a national basis, as in the case of Mauritian knitwear, 
and this will concentrate opportunity for new firms within the 
quota areas. Attention might be given internationally to offering 
favourable initial quotas to allow a degree ..,f participation by 
small countries with promising but as yet unestablished new lir.es. 

F. Conclusions 

1. This paper focuses on :he implications of two particular 
aspects of the category known as least developed countries, namely 
small economic size, as measured by population or more accurately 
by aggregate gross domestic product, affecting the size of the 
domestic market, and high external transport costs, affecting 
arcess to export market" but also affording a degree of natural 
protf'ction. 

2. The interdependence between ::1e two, that is, the effect of 
small economic size on external transport cost, was investigated by 
examining United States import data for different categories of 
country for ~6 representative co~modities and directly by obtaining 
quotations from shippers for shipment from the United Kingdom to 
Afrlra for four representative commodities. 

3. FrP.!ght factors calculated by McFarland from the same UnitP.d 
States import data vary according to le-..el of economic developmP.nt 
and are particularly high for the least developed countries. 

4. Although th<":>e wP.rP. calculatP.d separatP.ly for dlffP.rP.nt ra· 
gorif's of product, any calculation basl!d on goods ar.tual ly tr ad· 
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is biased to the extent that the goods traded wi 11 be those with 
relatively fav9urable freight factors, for example, with high value 
to bulk. 

5. The data for the 26 representative commodities do not suggest 
that small economic size necessarily produces a high freight 
factor. For instance, the freight factor is lower for small 
Central American countries with low success in exporting manu
factures to the United States market than for the South-East Asian 
selected developing countries and areas with a good record of 
success. 

6. Despite the application of a correction factor to reduce bias, 
however, this data remains biased by dependence on cost data relat
ing to goods actually exported, including high-valu£d products such 
as coffPe with proportionately very low freight factors. 

7. This points to the need for direct valuations of transport cost 
as provided here for four representative commodities with varying 
value-to-uulk ratios. 

8. A major limitation of the data presented is that it uses quo
tations for shipment from a repre!.entative point in Europe 
(Birmingham) to varying destinations in Africa as an indication of 
costs from these destinations to Europe. This may be defended in 
part by the likelihood that relative transport costs for different 
kinds of manufactured goods would remain substantially the same in 
the reverse direction and also by the fact that, while it may be 
possible to take advantage of cheap backhaul, the appropriate costs 
would be those which approximate the rates that would prevail if 
trade showed a balanced and regular pattern. 

9. Once again the data, restric·~ed, it ,hould be said, to direct 
costs of transp;irt, do not suggest that economic size itself pro
duces high external transport costs, countries of different 
economic size in terms of gross domestic prod·:ct and volume of 
exports having similar and sometimes identical costs. 

10. Part of the reason for t.his appears to be shared shipping 
lines, for instance along the West African coast, where ships call 
at successive porte independently of coastal country size, and 
perhaps a degree of bureaucratic averaging of shipping charges by 
liner companies. 

11. The far bigger differences in shipping costs are between 
coastal and land- locked countries and bet..,een goods of differing 
ratios of value to bulk, tending to d..,arf other factors. 

12. These direct cost estimates do show relatively high freight 
factors even for coastal countries, however, compared with, for 
example, the figures provided by Mr.Farland for actual Europe-United 
States trade, that is, between de 0 eloped countries. 

13. These direct costs will underestimate the full costs of ship
ment to small countries off thP. main shipping routes and especially 
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to land-locked countries as a result of delays, losses, uncertain
ties and other factors. These could seriously affect the capacity 
to export. 

14. The freight factors should be increase:! to take account of 
import content, in the form of capital equipment as well as 
materials and components. Illustrative calculations show that this 
increases the freight factor significantly. 

15. Further illustrative calculations show that freight factors of 
the orders of magnitude calculated would require substantial reduc
tions in wage levels in the exporting countries if c~mpetitiveness 

is to be maintained through reductions in the wage bill. 

16. Because capital is mobile, t .-ansport costs and difference in 
economic size will always favour location of industry in coastal 
over land-locked countries. Land-locked countries may be at the 
end of a long queue from the point of view of internationally foot
loose industry. 

17. The least developed countrfes constitute a subgroup of coun
tries suffering from compounded disadvantages of domestic market, 
t.igh external transport costs, a poor resource base including a 
weak agricultural economy, producing a problem of labour absorp
tion, and various vicious-circle effects. As a group these exhibi
ted relatively weak growth performance during the 1970s and can 
expect to fall further behind even other developing countries in 
respect of the share of manufacturing value added in gross domestic 
product and of gross domestic product per capita. 

18. On the export side, the high freight factors r"!vealed point to 
the need to concentrate on high value-to-bulk products, and on the 
domestic side, to low val~e-to-bulk products. 

19. In respect of the latter, there should also be maximization of 
local content. This would be in line with comparative advantage. 

20. This may be related to an emphasis on appropriate products, 
which use local content, applied on a selective basis to avoid con
flict with economies of scale. Such an emphasis would be in line 
with existing observed responses to comparative advantage. 

21. Local energy sources, equally, need to be developed. 

22. Maximization of domestic value added and minimization of 
transport cost content may be secured In some cases by importing 
and distributing a basic input for local fabrication. 

23. Production of appropriate goods :s• be linked to the promotion 
of small industry and informal sector manufacturing, which are made 
more economic by the combination of a restricted domestic market 
and high external transport costs. Such industry is capable of 
producing a wide range of thr. basic consumr.r goods consumed by the 
population. 
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24. The promotion of such activity should include the conservation 
and development of natural materials. 

25. Dispersed rural industry can be ccmbined by rural households 
with agricultural p~·oduction as supplementary non-farm activities, 
helping to maintain rural household viability and reduce rural
urban migration. It also reduces the internal transport costs 
content of goods consumed, often also high in the least developed 
countries under consideration. 

26. A conventional import-substitution strategy biased towards the 
consumer goods consumed by the higher income groups is less viable 
in countries with even smaller domestic markets. Hence any 
import-substituting response should be directed towards consumers 
with low or average incomes. 

27. Development strategy as a whole and for manufacturing specifi
cally should be devised in the light of the individual circum
stances of each country and the need to make the most of the oppor
tunities actually offered. 

28. This points among other things to a basic-needs orientation in 
industrial and other development. 

29. The kind of activities suggested under the preceding criteria 
would also be favourable to labour absorption compared with con
ventional import substitution. 

JO. Participation by migrant labour in a developing regional 
economy wi 11 need to be accepted L•l\ere the national economy is 
weak, with discussion on distribution of benefits (including 
freedom to remit foreign exchange) an.i safeguards to labour. 

31. There is a need to promote the interdependence of urban and 
rural sectors in the economy, for instance by encouraging resource
based industries. 

32. High external transport costs, limited foreign exchange and a 
range of smaller enterprises point to the need for a capital goods 
industry in the form of small-scale machine-making industry for 
smaller, often custom-built items, machine assembly and machine
repai r activities, as well as making parts and spares, including 
equipment used in agriculture, the livestock industry and transport. 

33. Labour-intensity ls an obvious criterion for choice of 
export-oriented industry in <"Oastal countries, but expectation of 
general devf'lopment here may be subject to a fallacy of ccmposl
tion, limiting the aggregate ·1olumt! o! output whir.h can be estab
lished in developing countries. 

34. For land-locked countries espe<"ially, the labour-intensity 
criterion will be valid for inward-oriented industry. 

3S. Manufacturl .. ,; l.r. the form of processing which reduces bulk may 
in P.ffer.t carry negative external transport costs if the r.ountry 
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has no alternative to the exports, processed or unprocessed, in 
question. 

36. This vill reduce not only the absolute transport costs for 
value added in resource-based aanufacturing, but also cost relsttve 
to alternative -nufacturing activity, especially in land-locked 
countries. 

37. This provides a further strong argument for a resllurce-based 
industrial development strat~•Y· 

38. There -y also be scope for resource-based -nufactl'ring 
activity by the land-locked countries for export to other countries 
still further inland. 

39. Small economic size suggests a need in respect of export manu
fllcturing for specialization. This -Y be justi fled, n'lt on the 
basis of the size of the labour force, except in the cas.e of ·;ery 
small islands, but by the need to concentrate the limited amount of 
savings available for investment and by the existence of industry
level external f'conomies in production and aarketing. The fact 
that many countries have -de their initial breakthrough into 
export markets in just one or two industri~s suggf'sts the existence 
of industry-level externalities. 
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FREIGHT FACTORS AND ESTil'U.TED TOTAL DISTIIBOTIOI COSTS 
FOR SELECTE~ IEPRESEICTATivt COfl'IODITIES 

Products selected for calculation of freight factors 

!. Fish, filleted 
2. Shrimps, peeled 
3. Cane or beet sugar etc. 
4. Cocoa beans 
5. Coffee, crude 
6. Tea 
1. Luaber, hardwood, rough, n.e.s. 
8. Hardwood veneers, n.e.s. 
9. Men's and boys' cotton knit shirts 

10. Men's cotton sports shirts 
11. Men's sweaters, wool-lcnit 
12. Women's cotton dresses 
13. Women's other wool-knit sweaters over $5 
14. Women's man-made fibre blouses and skirts 
15. Batural rubber, dry form 
16. Screwdrivers 
17. Hand tools 
18. Aluminium cookware ex cast 
19. Digital clock radios 
20. Electrical switches 
21. Transistors 
22. Footwear, leather uppers, for men 
23. Footwear, leather, crepe soles for women 
24. Handbags or pocket books, women and girls 
25. Luggage, bags and cases, leather, except reptile 
26. Furniture of wood 
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Table 14. Freight factors in United States imports, 1980, 
calculated for regional groupin&s bssed on 

26 representative commodities 

Regional 
groupings 

Freight factor 
(percentage 

excess of c.i.f. 
over f.o.b.} 

Countries adiacent to the 
United States 

Canada 
Plexico 

Large European countries 
and Japan 

Denmark 
France 
Germany, Federal Republic of 
Italy 

Japan 
Netherlands 
Po::.and 
Portugal 
Spain 

Sweden 
United lCingdom 

Land-locked ~QH!Il 
countries 

Austria 
Hungary 
Switzerland 

European Aru!_~terranean 
WAM.1 

Cyprus 
Iceland 
Malta 

L.lrll_Jdtin_-Ain~ri ~tn 
~ill 

Argentina 
Brazt 1 

Chile 
Colombia 
Ec!.lador 
Peru 
Uruguay 

Ll 
0.1 
0.2 

Ll 
9.1 
4 .1 
3.8 
5.4 

3.7 
6.0 
7.6 
6.7 
5.7 

6.7 
11.2 

Ll 
9.1 
7.9 
3.6 

Ll 
9.2 
7.8 
6.4 

Ll 
7.0 
5.6 

15.3 
3.6 
4.4 
5.6 
9.7 

Mean of ratios of 
country freight 

factor for product 
to factor for the 
product as a whole 

Q....ill 
0.032 
0.347 

0.757 
0.751 
1.058 

0.969 
0.742 
1.663 
l.400 
1.236 

1.069 
0.930 

L..221 
1.120 
1.590 
o. 710 

Lill 
1.251 
l.026 
1. 310 

L.lli 
l. 538 
l. 363 

1.556 
0.864 
1.069 
1. 301 
l.H5 

Wooden furniture 
Coffee, crude, 
peeled shrimp 

Wooden furniture 
Coffee, crude 
Coffee, crude 
Footwear, leather, 
for women 

Footwear, leather, 
for women 

Sugar 
Coffee, footwear 
for wom~n, sugar, 
cocoa beans 

Coffee 
Coffee, sugar 

~onttnued 



Table 14 (continu~) 

Regional 
groupings 
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Freight factor 
{percentage 

excess of c.i.f. 
over f.o.b.) 

I.and-locked ldtln A!!e[ictn 
count[ies 

Paraguay 4.7 

Small Central Allle[ican 
tnd Caribbean coimtries Ll 

Bahamas 5.3 
Costa Rica 5.1 
Dominican Republic 4.8 

Guatemala 4.2 
Guyana 4.4 
Haiti 4.4 
Honduras 1.4 
Jamaica 9.1 
Nicaragua 4.7 
Panama 5.7 
Salvador 4.6 
Trinidad 7.6 

[ast Aslin ~elrcted 
d~velo~iD& ~oun~r1~1 
~eas Ll 

China (Taiwan Province) 8.7 
Hong !Cong 6.0 
Indonesia 8.0 
Malaysia 6.6 
Philippines 7.9 
Republic of Korea 5.5 
Stngap:>re 5.9 
Thailand 7.4 

(,o.,;-j_ru;_om~_MlMl_ucount [i es Ll 
Bangladl!sh 16.2 
Ch1na 11.9 
India 8.2 
Pakistan 13.9 
Papua rft>W Gufnl!a 4.9 
Sri Lanka 13.0 

A1.1n.nut. lk"!! z~ut.M. 
~tlL .AJ tl~I Ll 

Australia 7.0 
New Zealand 13.9 
South Africa 7.5 

"ean of ratios of 
CO\DltrY freight 

factor for product 
to factor for the 
product as a vbole 

o.958 

i...ill 
0.515 
0.999 Coffee, sugar 
0.774 Sugar, coffee, 

cocoa beans 
0.8t3 Coffee, sugar 
0.853 
0.942 
0.915 Coffee, sugar 
1.219 Sugar 
o.758 Coffee, sugar 
l.024 Sugar 
0.944 Coffee 
1.624 

l..lli 
1.021 
l.062 
1.539 Rubber, coffee 
l.081 Rubber 
1.334 Sugar 
l.!>19 
1.084 Natural rubber 
1.134 Rubber, sugar 

Lill 
l. 391 
1.335 
1.906 Peell!d st1rimp 
2.160 
1.101 
1.561 

hill 
1.273 Sugu 
1.401 
l.612 Sugar 

contlnut>d 



Regional 
groupings 

!due Urlcan 
Kenya 
lfigeria 
Zaire 

comitrhs 

Small ~frican countries. 
not land-locked 

Cameroon 
Congo 
Cote d • Ivoi re 
Ethiopia 
Ghana 
Guinea 
Liberia 
Mauritius 
Mozambique 
Senegal 
Sierra Leone 

- 4l -

Freight factor 
(percentage 

excess of c.1.f. 
over f.o.b.) 

Ll 
10.3 
4.0 
5.6 

~ 
5.5 

17.8 
S.l 
4.9 
4.4 
2.5 
7.4 

11.5 
7.8 
5.5 
5.5 

United Republic of Tanzania 5.9 

Small Url!:!n !:Q!ID~[i~I. 
hnd-l2ck~d Ll 

Burundi 5.1 
Malawi 10.2 
Swaziland 5.9 
Ug;mda 4.5 
Zimbabwe 

ttean of ratios of 
country freight 
factor for product 
to factor for the 
product as a whole 

l...lli 
1.143 
l.621 Cocoa beans 
l.043 

L..l.ll. 
1.189 
2.479 
l.269 Cocoa beans 
1.260 
1.012 Cocoa beans 
0.641 
1.159 
1.894 Sugar 
0.932 Sugar 
1.157 
1.593 
1.170 

Lill 
1.288 
1.039 
0.950 Sugar 
1.140 
1.367 



Tabl" 15. K~timated total distribution ~oats 
for one freight tonne of cargo 

A. Birmingham - llar-es-Salaam-Moahl/Hwania/Mbeya 

Enamt>\vare Leatht>r footvear Gotton c)(lthlng l"laclllnery 

(pounds (per- (pounds (per- (pounds (per- (pounds (per-

l tem sterling) cent age) sterling) centage) sterling) cent age) at er ling) cent age) 

Primary packed, ex 
vorks Birmingham l l 50 100 2 430 100 3 000 100 4 500 100 

Packing into strong 
vooden crates 69 69 69 69 

Collection and 
delivery to 
l.iverpool 24.60 24.60 24.60 24.60 

P.>rt charges 20 20 20 20 • • 
f.o.b. Liverpool l 263.60 109.9 2 543.60 104.7 3 113.t>O 103.8 4 613.60 102.5 

Ocean freight, 
net of currency/ 
bunker adjustment 
factors, including 
loading 96.16 8.4 128.24 5,3 83. 36 2.8 15.42 2.6 

Cost and freight 
llar-es-Salaam l 359,79 2 671.84 3 196.96 4 729.02 

Wharfage (l.5 
per cent) 20.62 l 40.50 

} 
48,48 

1 

71. 72 

l. of c.i.f. 
Dar-es-Salaam 3.6 2.5 2.3 2.1 

Port costs 11 

J 
11 11 11 j Delivery to storl', 

Dar-es-Salaam 10 10 10 10 



Insurance (0.7775 
per cent) 11.99 1.0 23.38 1.0 27.94 0.9 41.24 0,9 

c. i. f. Dar-es-
Sala- store 1 413.40 122.9 2 756.74 113.4 3 294.38 109.8 4 862.98 108.0 

Transport to "oshi 41.40 

I. 

41.40 l 41.40 I 41.40 

I. 
Delivery to store 

ftoshi 5 4.1 5 1.9 5 1.6 5 1.0 
Additional insur-

J I I l ance to ttoshi 0.40 0.40 0.40 J 0.40 
c.i.r. ttoshi 

store l 460.20 127.0 2 803.54 115.4 3 341.18 111.4 4 909,78 109.l 

Transport to ....,anza 61.83 

I 
61.83 l 61.83 l 61.83 

t Delivery to store, 
ttvanza 5 5.9 5 2.8 ~ 2.2 5 1.5 

Additional insur- I J l f 
• ..,, 

ance to ....,anza 0.57 0.57 0.57 0.57 
c . i. f • ttvanza 

store 1 480.80 128.8 2 824.14 116.2 ~ 361. 78 112.1 4 930,38 110.0 

Transport to l(beya 99 I 99 l 99 l 99 l l>eli very store, 
l(beya 5 9.1 5 

i 
4.3 5 3.5 5 

J 
2.3 

Additional insur-
J I ance to !'lbeya 0.89 0.89 0.89 0.89 

c.i.f. l(beya 
store l 518.29 132.0 2 861.63 117 .8 3 399.27 113. 3 4 967.87 110.4 

---------------------------·-----"-·-------

continued 



Table 15 (~Qn!.in~t~) 
B. Bir~ingham - Banjul 

--·-----------·--------·----·------

_lnadware .Jd.l.tbll_J~HL- csm.sm 1:121;b1n& M11:b1DU)! 

(pounds (per- (pounds (per- (pounds (per- (pounds (per-

Itea sterling) centage) sterling) centage) sterling) centage) sterling) centage) 

Pri-1')' packed, 
ex works 1 lSO 100 2 430 100 3 000 100 4 soo 100 

Packing into strong 
wooden crates 69 69 69 69 

Collection and 
deliver)' to 
Liverpool 24.60 24.60 24.60 24.60 

Port charges 20 20 20 20 

f.o.b. Liverpool 1 263.60 109.9 2 543.60 104.7 3 113.60 103.8 4 613.60 102.5 

'"' °' Ocean freight, 
net of currency/ 
bunker adjustaent 
factors, including 
loading 66.80 s.8 87.S9 3.6 87.59 2.9 81.65 1.8 

Cost and freight 
Banjul 1 330.40 2 631.19 3 201.19 4 695.25 

Landing costs 1/ 3.63 I 3.63 t 3.63 l 3.63 

Wharf age !;!/ 20 2.9 20 1.4 20 1.1 20 0.7 

Oncarriage to 10 10 I 10 I 10 

Banjul store ~/ 
Insurance (l.2775 

per cent) 19.17 1. 7 37.45 1.5 45,46 l.S 66.45 1.5 

c. i. f. Banjul 1 383.20 120.3 2 702.27 111.2 3 280.28 109.3 4 795.33 106.6 

---------

1/ 
Could be included in coal and freight Banjul, but here listed alongside, including wharfage etc. 

~I Esti11ated. -



c. Birmingham - Accra/Tema 
------ -------------- ··---------

_ _TuAm.@._1..:l!'.llL __ L~1tb~r f2otw~~~ _ _cQ_ucm__cJ.Q_t;hiru._ - - _ __ MA..chinui __ . 
(pounds (per- (pounds (per- (pounds (per- (pounds (per-

Item sterling) centage) sterling) cent age) sterling) centage) sterling) cent age) 
-------------- -------- ·------- - ------ ---- -----

Primary packed, 
ex works l lSO 100 2 430 100 3 000 100 4 soo 100 

Packing into strong 
wooden crates 69 69 69 69 

Collection and 
delivery to 
Liverpool 24.60 24.60 24.60 24.60 

Port charges 20 20 20 20 

f.o.b. Liverpool 1 ~63 60 109.9 2 S43.60 104.7 3 113.60 103.8 4 613.60 102.5 

Ocean freight, 
net of currency/ • bunker adjustaent ..., 
factors, including 
loading 84.S6 7.4 97.74 4.0 105.34 3.5 97.74 2.2 

Handling coats 1.10 1.10 1.10 1.10 

Cost and freight 
Tema l 349.26 2 642,44 3 200.04 4 712.44 

Wharf age 
Clearance/on-

carriage to 
Accra store 78 6.8 78 3.2 78 3.2 78 l. 7 

Cost of freight 
Accra 1 427.26 2 720.44 3 278.04 4 790,44 

Insurance ( 1. 2S 
per cent) 19.62 1. 7 37.41 1.5 45.07 1.5 65.87 1.5 

c.i.f. Accra store 1 446.88 12S.8 2 757.85 113.5 3 323.11 110.8 4 856.31 107.9 
--·---------

continued 



Table 15 (continued) D. Birmingham - Lagos 

-~ L~ltb~r {22t~~I[ ~ott2n i:l2tbin& fl1i:bincr:t: 
(pow1ds (per- (pounds (per- (pounds (per- (pounds (per-

Item sterling) centage) sterling) cent age) sterling) cent age) sterling) centage) 

-
Primary packed, 

ex works 1 150 100 2 430 100 3 000 100 4 500 100 
Packing into strong 

wooden crates 69 69 69 69 
Collection and 

delivery to 
Liverpool 24.60 24.60 24.60 24.60 

Port charges 20 20 20 20 

f.o.b. Liverpool l 263.60 109.9 2 543.60 104.7 3 113.60 103.8 4 613.60 102.5 .. 
Ocean freight, 00 

net of currency/ I 

bunker adjustment 
factors, including 
loading 75.50 0.6 96.00 4.0 96.00 3.2 87.59 1.9 

Landing costs 25 

l 
25 25 l 25 

Cost and freight 
Lagos port 1 364.10 4.3 2 664.60 2.1 3 234.60 I 1. 7 4 726.19 l 1.1 

Clearance/on-

J 
carriage to 
Lagos store 
(estimated) 25 25 25 J 25 

Insurance (1.2775 
per cent) 19.52 1. 7 37.80 1.6 45.81 1.5 66.77 1.5 

c.i.f. Lagos store 1 408.62 122.5 2 727.40 112.2 3 305.41 110.2 4 817.96 107.l 



E. Birmingham - Ouagadougou via Abidjan 
-------·-·----· --·-

t:n11111:h11u L1:1tbl[ {22tW!:I[ Cotton i:l2tbiDI Macbinuy 
(pounds (per- (pound& (per- (pounds (per- (pound& er.er-

I tea aterlina) centaae) aterlina) cent11e) aterllna) cent11e) aterlina) ceni~~e) 

Pri .. ry packed, 
ex works 1 150 100 2 430 100 3 ooc 100 4 500 100 

Packina into atrona 
wooden cratea 69 69 69 69 

collection and 
de 11 very to 
Lherpool 24.60 24.60 24.60 24.60 

Port charges 20 20 20 20 

f.o.b, Liverpool 1 263.60 109.9 2 543.60 104.7 3 113.60 103.8 4 613.60 102.5 

Ocean frel&ht, 
net of currency/ 
bunker adjuataent 
factors, includina • loadina Ul.17 9.7 111.17 4.6 111.17 3.7 111.17 2.5 "' 

Cost and frei&ht 
Abidjan l 374.77 2 654.77 3 224,77 4 724.77 

Landin& costs 
(esti .. ted) 20 20 20 20 

Insurance to Abidjan 
(1.2775 per cent) 19.60 37. ;9 45,60 66.68 

c. i. f. Abidjan l 414.37 123.0 2 712.36 111.6 3 290.37 109.7 " 811.45 106.9 

Keaainina clearance 
and oncarriage to 
Ouagado•· - 'U store 146.75 

} 
146.75 

l 
1116,75 

I. 
146.75 

1 Additiona • . nsurance 
to Ouagadougou 12.9 

J 
6.1 

J 
5.0 

r 
3.3 

(1.2775 per cent) 2.06 2.06 2.06 2.06 

c.i.f. Oua1ado111ou 
store l 563.18 135.9 2 861.17 117. 7 3 439.18 114.6 4 960.26 110.2 

Total insurance 21.66 1.9 39.65 l 6 47.66 1.6 68.74 1. 5 

continued 



Table 15 (continued) F. Birmingham - Bujumbura via Mombasa 

ID•ll!i!l[I: Lll~blC (gQiKll[ ~i!~U!D 'lSU,biD& t111:bin1a 
(pound• (per- (pounds (per- (pound• (per- (pound• (per-

It• aterlina) centaae) sterl ln&) centaae) aterlina) centaae) aterlin1) cenuae) 

Prlaary packed, 
u: woru 1 150 100 2 430 100 3 000 100 4 !100 100 

Packin& into atrona 
vooden crat.ea 69 69 69 69 

Collection and 
delivery to 
Li'rerpool 24.60 24.60 24.60 24,60 

Port charaea 20 20 20 20 

f.o.b. L••erpool l 263.60 109.9 2 543.60 104.7 3 113.60 H•3.8 4 613.60 102.5 

Ocean frel&ht, 
net of currency/ 
bunker adjuat11ent 
factor•, includina 
loadln& 96.19 .... 121.24 5.3 83.36 2.a 115 .42 2.6 

Total 1 359.79 2 671.14 3 196.96 4 729.03 "' 0 

Vharfaae (2.6 per 
I 

cent of c. i. r. 
"°8basa) 35.7' l 4.1 70.23 } 3.3 84.04 } J.2 124. 31 \ 3.0 

Port coats 11 I 11 11 11 
Cost and freiaht 

-basa l 406.53 2 753.0i 3 292.00 4 164.34 
Insurance to 

"°9baaa (l.275 
per cent) 19.73 31.61 46.17 61.22 

c • i. f • ftollbaaa l 426.26 124.0 2 791.68 114.9 3 331.17 111.l 4 932.56 109.6 
Additional clear-

ance and on-
carriage to 
lh1j1abura store 117 .40 u .. 3 117 .40 7.7 117 .40 6.2 117 .40 4.2 

Additional insur-
ance to Buj1abura 
(l.275 per cent) 2.63 2.63 2.63 2.63 

c.i.f. BujU111bura 
store l 616.29 140.5 2 911.71 122.7 3 528.20 117.6 5 122.59 113.1 

Total insurance 22. 36 1.9 41.24 l. 7 41.10 1.6 70.15 1.6 



G. Birmingham - Blantyre via Durban 

Enll!ldvni: Leather. Cootvi:ar i:2n1m 1:l2~bin1 t111:bi0t:Cl 
(pounds (per- (pounds (per- (pounds (per- (pounds (per-

ltetl sterling) centsge) sterling) centage) sterling) centage) sterling) centage)• 

Primary packed, 
ex vorks l lSO 100 2 430 100 3 000 100 4 soo 100 

Packing into strong 
vooden crates 69 69 69 69 

Collection and 
delivery to 
Liverpool 24.60 24.60 24.60 24.60 

Port charges 20 20 20 20 

f.o.b. Liverpool l 263.60 109.9 2 543.60 104.7 3 113.60 103.1 4 613.60 102.S 

Ocean freight. 
net of currency/ 
bunker adjustment UI 
factors, including 
loading 122.16 10.7 104.29 4,3 82.86 2.1 19,29 2.0 

... 
Cost and freight 

Durban l 386.46 2 647.89 3 196.46 4 702.89 

Wharfage (l.8 per 
cent of f.<'.b. 
value) 22.74 45.78 56.04 13.04 

Insurance to 
Durban (l.0275 
per cent) 15.93 30.45 36.76 54.09 

c.i.f. Durban l 425.13 123.9 2 724.12 112. l 3 289.26 109.6 4 853.05 107.8 

Clearance and on-
carriage to 
Blantyre store 101 I 124 I 154 I 145 

A~ditional insur- 8.9 5.2 S.2 I 3.3 

ance to Blantyre 
J l (l.0275 per cent) l.14 l.40 1.74 I l. 64 

c.i.f. Blantyre 
store l 527.27 132.8 2 849.52 117. 3 3 445.00 114.8 4 986,61> 110.8 

Total insurance 17 .07 l. 5 31.85 l. 3 38.50 l. 3 55.73 1.2 
--· -- --

continued 



Table lS (£Qntin1,1_~d) 

M_Qte~: 1. Percentages are of ex works values. 

2. The data are based on quotations made by shippers to Crown Agents and may be somewhat more 
favourable than gen~ral market rates for reasons of goodwill, but not significantly. 

3. Freight costs are volatile due to the competitive nature of cargo movement to East and Weat 
Africa and fluctuations in fuel costs, currency values or sudden government-imposed changes in port 
charges. These qu,tat.ions were obtained in November 1985. 

4. Items included among the charges and their description vary between shippers and between 
destinations, and the overall quotation to destination is more reliable than its component parts. 

S. Wharfage is a rarticularly loose term and can include other coats (agency, indirect taxes 
etc.). It may also be included in clearance costs and not. consequently shown as a percentage of the 
value of the goods (as for Ghana). It may be charged either on the f.o.b, value (as for Malawi) or 
c.i.f. port of discharge value (as for the United Republic of Tanzania). In the United Republic of 
Tanzania a n~minal insurance rate of 0.5 - l per cent is calculated before estimating wharfage, 

The usual calculation is to take the cost plus freight value, 
calculating insurance l\t, for example, 1 per cent, adding this to 
obtain a c.i.f. value t<> which a 1.5 per cent wharfage may be applied. 
unrelated to the actual marine insurance payable on the goods. 

raised by 10 per rent, before 
the coat and freight value to 

The insurance element here is 

6. Marine insurance:: rates are governed by market conditions, nature of r.argo, de st inat f()n, 
special risks involved, the insurance claims record of the assured, type of cover required and method 
of ship111ent, and may vary from those obtained in these quotations. 

7. Rates differ as between containerized, as quoted here, and non-containerized cargo, Small 
and remote countries are quite likely to have a higher p.uportlon of non-containerized export and 
import cargo. 

8. It is assumed throughout that a full containerized freight tonne is shipped, except in the 
case of transport between Dar-es-Salaam and internal destinations of the United Republi~ of Tanzania, 
where traniiport charges for minimum shipments of 30 tonnes have been increased by 50 per cent to 
allow for smaller consignments. 

9. There are differences in rates between conference line shi~pera used here and more 
competitive non-conference agents. 

..,. 
N 
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THE ECOllOftIC IMPACT OF THE TOUkIST IIIDUSTRY Ill THE UllITED 
REPUBLIC OF TAllZAllIA: Alf IllPUT-OUTPUT AllALYSIS 

Steve Curry* 

International touris• expanded rapidly in the late 1960s and 
early 1970s and continues to expand under current less favourable 
economic circumstar.~es. For some developing countries, especially 
small island countries, tourism provides one of the few forms of 
industrial development available, centred around new wage jobs in 
the hotel ind~stry. For other countries, t~urism provides an 
alternative to traditional export products, one that involves the 
expansion of the wage labour force in city or specifically tourist 
areas. Internationally, tourism has acquired the characteristics 
of other major industrial sectors with a strong involvement of 
transnational corporations and a dependence on the market choices 
of households and businesses in developed countries [l]. The 
growth of international tourism to developing countries requires 
that an assessment of its impact is developed both methodologically 
and in practice [2, 3]. 

International tourism to the United Republic of Tanzania grew 
in the early 1970s as a result of an hotel expansion progra111me. In 
the major holiday tourism area, the Northern W'ildli fe Area, this 
growth was brought to a halt in 1977 when the border with Kenya was 
closed.** In this paper, an attempt will be made to estimate the 
eC'onomic impact of tourism on the economy for the year 1976, the 
last year of full operation before the border closure. Such an 
estimate will indicate the extent to which the prio£ity given to 
tourism at the turn of the 1970s waa justified in estab:ishing a new 
sector of foreign exchange and income generation. In addition, a 
previous paper using infonnation for the same year identified dif
ferences in the operating perfonnance of hot.els catering to business 
and holiday t" .rists respectively [4]. Business hotels were found 

*Project Planning Centre for Developing Countrlf's, Bradford 
Uni·1erslty, United Kingdom of Great Britain and Northern Ireland. 
The author takes this opportunity to express his thanks to Gordon 
Hughes for permission to draw on his unpublished set o! accounting 
prices for the United Republic of Tanzania In 1976, and to Phillip 
Whet tlock, computer science student, Department of Computer 
Studies, Bradford University, for carrying out the calrulations. 
This work w's supported by a small research grant from the Project 
Planning Centre for Developing Countries, Bradford University. 

**By the distribution of hotel bednlghts, International tourism 
to the United Republic of Tanzania consisted of approxlm11tely 
50 per Cf'nt toi,m tourism principally In the rapltal rlty, 
Dar-es-Salaam, 30 per rent wlldllfe-vif'wlng tourism In the Northern 
Wllt1life Area and 20 per rent holiday tourl!;m In brach aut1 othn 
wllt1llfe areas. 
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to generate :::ore e:nplo;"lllent and value added than, and as 11uch 
for~ign exchange as, holiday hotels, but at greater unit material 
costs. Estiutes of the econo111ic impact of different types of 
tourist have been made here to see if the total expenditure effect, 
including out-of-hotel expenditures, of different types of tourist 
compensate for differences in these relative hotel performances. 

A. l'fethodology 

Co111111on 11easures of impact adopted for the tourism sector have 
been those of output and income 11ultiplters. The multiplier meth
odology 11ay be appropriate to international tourism as it involves 
exogenous expenditure in the national economy. The multi pliers 
have been constructed for both developed and developing countries, 
although paradoxically they are 11ore co111111only arplied in developing 
countries where the effect is weaker. However, multiplier values 
are rarely transfer2ble between countries, depending as they do on 
the prevalrnt econom:c conditions and on the specific method of 
calculation that is used. 

Di He rent approac.hes to the measure11ent of multiplier values 
for tourism have been used. Early attempts at aggregate multiplier 
values [5, 6] 111et with justified criticism on methodological 
grounds [7). The s~ecific require11ents of tourism - food, drink, 
transport and fuel, entertainment - were unlikely to conform to the 
economy-average propensity to save or import, and might experience 
speci fie supply ll11i tat ions given the importance of food and fuel 
within the economy as a whole. In conjunction with the improved 
availability of statistics, a preference has emerged for the calcu
lation of disaggregated multipliers using input-o~tput analysis. 

Several appl icatio'ls of disaggregated multipliers have been 
made. Some have been restricted to the direct and indirect 
,.,.qui rements to meet tourism demand [8]; some have included the 
induced effects of consumption out of 'dd1t1onal household 
incomes [9, 10, 11); some have included the induced effects of re
spent tax rev~nues and re-Gpent profit incomes as well [12). This 
diversity of approach, while making LOmparlsons difficult, has 
resulted from an adjustment of methodology to the circum~tances 

prevailing in specific countrie~ at specific times. These applica
tions share a common assumpti~n that the additional demands within 
the economy can be met from existing productive capacity without a 
disproportionate increase in imports. It has been pointed out that 
resources ;f'lated to tourism demands may have alternative uses that 
arf! forf!gone ~13), and that tourism demand may give rise to extra 
consumption within the economy that may not be as hiihly valued as 
f!Xtra savings. Recognition of these additional costs related to 
meeting tourist demands can he madf! through a revaluation of 
resources st opportunity cost pri~es. Thf! presf!nt methodology 
tnvolves three stagf!s, depending on the assumptions made about the 
conditions under which the Impact of tourism took placf'. In the 
first stage, a basic input-output model ot the f!ronomy of the 
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United Republic of Tanzania is applied to estimate the direct and 
indirect impact of toudst expenditure. In its assumptions., this 
basic model is considered t~ be the closest to the actual impact of 
tourist expenditure. 

Given a matrix A of direct input coefficients showing the 
purchase of inputs between sectors in the economy per 1Dlit of out
put, and given a vector Y of final demand expenditures by tourists, 
the vector of total outputs required to sustain such demand is 
calculated by 

(1) 

This standard input-output expression involves the assumptior.s that 
each sector produces a single product, that input coefficients are 
fixed regardless of scale of product ion or prices, and that there 
are no external effects of one sector on another. Given also a 
matrix C of primary input coefficients showing the use c.f primary 
inputs per unit of output for each sector, it is also p-:issi~l e to 
compute 

(2) 

where L is a ve.:tor of total primary input .-equi rements needed to 
sustain the same final demands. This further step requires the 
assumptions that primary input coefficients are fixed, and that 
there is no substitution between imported and locally produced 
goods (as intermediate imports constitute the first yrimary input). 

The impact of tourist expenditure as measured through these 
expressions has been summarized in three indicators. The total 
output effect records the total output in the economy required to 
sustain a unit level of tourist final de~and: 

Total output effect = Total output 
Tourist final demand 

Th'! multiplier f'ffect records the incomes generated directly and 
indt rect ly in the economy as a result of a unit of tourist final 
demand: 

Multiplier effect IQt.!L~lH!;_L.!nd 1ndlr~ _i_n_~Qmes 
Tourist final demand 

The multiplier co'!fficient records the extent to which direct and 
Indirect incomes occur out~tde the tourist suhsectors themsf'lves: 

Multiplier coefficient effect = Tuu.l 1!1tt.\'T ~nd. lruH.r~~t J:i!:_Qmf'~ 
Direct incomes in tourist 

suhsectors 



- 58 -

As we!~ as calculating these indicators for 
they have been used to co:i:pare the e-:::onomic 
types of tourist.• 

tourism as a whole, 
impact of different 

In the second stage of the methodology, an adjustment is 111ade 
for the opportunity costs associated with the commitment of primary 
inputs, directly and indirectly, to tourism production. The culti
plier methodology of the first stage assumes that tourist expendi
ture brinis into productive use resources previously unut i li zed. 
Ho~eve~. thes~ resources may have alternative productive uses •ilich 
are foregone <~~portunity costs) •"!ten they a1e committed to tourism. 

In principle, it would be necessary to trace through the 
resource use as a result of tourist expenditure, revaluing these 
resources at tt!ir opportunity cost values. A cruder b•Jt simpler 
:net hod has been adt)pted. Having obtained the vector L of primary 
input ~e~~ire:nents, a shadow price has been applied to each 
category of primary inputs representing the op;ortll?lity cost to the 
eccr.o~y as a whole.•• The net impact of tourist expenditure is the 
differe::ce between the: total incomes created directly and 
in1i re ct ly as :neasured at market prices and the sum of primary 
inputs :r.Pas'.lred at their opportunity costs. The impact indicators 
have teen re~alculate1 as the total output effect, the net resource 

*Tourist final ae:nand also involves direct fUrchase of imports 
ard direct creation of value added in in-bor1 sh~;is, whic-h are 
referred to as direct imports (DI) and direct value added (OVA) 
respect fvel:;. Using not at ion appro~riate to the text, the 
indicators are as follo~s: 

Total output eff~ct 

n 
: x 

l~-- j 

n yj + DI + OVA J=l 

m 

(where n Is the number 
of sectors) 

t'hlt !pl !er 
t= 2 1.1 + DVA 

j yj • [)VA + DI 
(~hPrP m is thP n12bpr of 
primary input catt'(tor!Ps) 

m 

Mult!p!!Pr ropffice!nt i =~Ll • [l'iA 

••r;,,. .-.pp';rt•mlry rose valut's usPd hav .. bPPO derlv,.d troir. 

Hn;>,h,.s [t->;. Thry arl'; 

rmv•rt s 
TaXPS lf':;c; :;•1hs"1!P:: 
~~;>,rs ~n1 ~~!ar!rs 

r.f'J- rt•,. i ;it i r,n 
';··r.-t~:r.,: .;?•rr·l11=-~ 

: . i r ,. !. f ''"' ~ 11·· a'1· ! ,.. t1 

l.O 
0 .fl 
n. 1112 
().?,77 

0. :, ! fj 
() • ~ j /, 
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multiplier ef!rct and the net resource multiplier coefficient 
effect. In this stage. another indicator tha: records the domestic 
resource cost of foreign exchange earnings from tourism has been 
added:* 

Domestic resource cost 
Total rescurce use at 

opportunity cost 
Net foreign exchange effect 

of tourist final demand 

In the third stage of the methodology, allowance is made for 
the induced effect of consumption out of extra household incomes 
derived from exogenous tourism expenditures. These direct, indirect 
and induced effects are calculated at market not opportunity cost 
prices. The calculations require that thr A ma•rix of direct input 
coefficients be augmented by a row shoving the wage and household 
income payments per unit of output, and a column shoving the 
structure of consumption per unit of household consumption. The 
indicators of tourist expenditure impact have been adjusted to 
include the output of this addition2l sector in the total direct, 
indirect and induced incomes.** The approach used here to 

*The expressions of the seco~~ footnote all h~ve to be amended 
at this stage by multiplying value-added elements by the opportu
nity cost values of the third footnote. The new indicator is 
defined as follows: 

~ PiLi + PD\'ADVA 
Dumestic resource cost i=2 -----

n 
( ~ Yi + DI + DVA) - Li + DI 
J=l 

whf'rl' Pt is thP. opportunity cost value of the relevant primary 
resou:ce. 

**In order to restate the indicators in a form including 
induc-P.d effects, it Is easier {O note that the size of the original 
;., l:'.atrlx was 45 x 45 (and will now be 46 x 46, with hc.usehold 
incomes as the ad;itlonal row and column) and the original C matrix 
•as 5 x 45 (and will now he 4 x 46). The lndl~ators will now be: 

45 
- x 

Total output f'ffl'rt j~ l j 

~11ltlplln 

~yj + DVA + DI 
j 

4 
x4f> + . I.I • 

1=2 
·y. + D'/A +Ill 
j J 

4 I • [l'.'A x • . ··1 
4() !~2 

·x.~1ij'Y• + r:lj' 'lj 
j j J 1=2 

~:.-t t0r,.:,;n rxrh:inp,I' rff,.n ~ (i :r
1 

• [l'/A • r>l) l.
1 

J 
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incorporate induced effects assUC1es the pattern of household 
consumption expenditure including imports s fixed regardless of 
income levels. Hove.,.·er, it limits the inclu.:.'r>n of induced effects 
to that of household income. It was consi-~red unreasonable to 
ass':lme a stable relationship between extra tax revenues as a result 
of tourist expenditure and induced govern11ent consumption, because 
government expenditure levels are generally formulated on a medium
term rather than aru>ual basis, and because the extent of recurrent 
expenditure in the United Republic of Tanzania in 1976 •as dependent 
upon th~ availability of externsl funds to finance the development 
budget. Extra tax revenue would ~ot necessarily result in an 
i111111ediate adjustment of expenditure levels. "oreover, although 
additional gross profit incomes do give rise to greater expenditure3 
on current inputs and consumption goods, this effect is more prob
lematic than that of household incomes. This is partly because 
profit inco:nes ace an end-of-year result and not a continuous 
income, and partly because the ~ommitment of gross profits to 
current purposes may vacy from year to year depending upon the 
investment decisions being taken. Induced effects out of gross 
prcfit incoMes have not been incorporated here. 

There is also an overriding reason why it would be wise not to 
include the induced effects of spending out of tax and profit 
inco:nes. These induced effects are calculated on the assumption 
that there are additional idle resources in the economy that will 
t;e brought into production not just by the direct and indirect 
effec-ts of t:mrist expenditure but also by the induced effects as 
well. Given conditions in the United Republic of Tanzania in 1976, 
when the country was slowly recovering from an acute foreign 
exchange shortage that had reduced inputs to industcy and under
mined agriculture-related transport, it is unlikely that the 
economy could have responded to a substantial exogenous !Xpenditure 
vi th domestically produced outputs, in the absence ac least of 
productivity improvtments in food production sectors. The view is 
therefore taken that inclusion of the induced household income 
effects is the most that could be achieved with these econo~ic con
ditions, while measures without induced effects at all are regarded 
as a more plausible representation of the impact of tourist 
expenditures in 1976. 

B. Qill 

The coefficients in the A and C matrices have been obtained 
from the published input-output table for the United Republic of 
Tanv1nla, which identitfu 45 productive sectors and five primary 
input categories (15}. These matrices have been adapted in one 
respect for Pach set of computations. A surV<=J of hotel accounts 
carried out for 1976 idl'nt i fled an hotel input structure for hol i
day, business and a!~ international hotels, together with one 
tor wildlife hotels within the holiday category. These input 
structures have been introduced in the A and C matrices as 
intl'rmP'1!ate and primary input vectors for the hotel sector, to 
replace those from the original tabl~. Hence, in relation to the 
major sP.rtor of tourist exprnditure, th~ base data has been 
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adjusted to the year 1976. The third stage of calculations require 
that the A and C matrices be augmented to include a 46th row of 
wage and household incomes, and a 46th column of household 
conslllDption proportions. Both of these have been derived from the 
same input-output table for 1970. Apart from the coefficient sets, 
data is also required on the level and pattern of expenditure of 
tourists. A departing tourist expenditure survey was carried out 
in the United Republic of Tanzania between December 1976 and 
December 1977. This showed a substantia1 concentration of 
expenditures in hotels, but with some differences in expenditure 
pattern and levels between tourists (see table l}.* Business 
tourists have a higher level of spending than holiday tourists as a 
whole, with higher proportions going to hotels, taxis and other 
accommodation. Holiday tourist activities are inore diverse, 
resulting in greater spread of expenditurl', with .-~·aft purchases, 
tour transport and national parks prominent. However, one category 
of holiday tourist, those in the Northern Wildlife Area, shows the 
greatest concentration of expenditure on hotels, parks, tour 
transport and craft purchasf!s, and has considerably higher 
expenditure levels than business tourists. 

In comparing th.~ impact of different types of tourist t:1ese 
structures of expenditure for business, holiday and Northern 
Wildlife Area tourists have been used. However, the period of the 
survey poses one problem for the estimation of the impact of 
tourism over al 1. Substantially more than half the survey returns 
occurred after the border closure with Kenya, when Nort~ern Wildlife 
Area and business tourists visiting the north of the United Republic 
of Tanzania had additional transport costs from and to Dar-es-Salaam 
airport. This will have affected both the level and structure of 
expenditure compared with a normal year's operation. Two adjust
ments to the survey data have therefore been made before estimating 
the overall impact of tourism. The first was to identify the 
expenditure structure of tourists departing before the border 
closure; this structure has been taken to be more indicative of 
expenditure structure in 1976, de$pite the observations being con
fined to the peak period for tourism. It will be noted that con
centration of expendi~urt in hotels .1as even more pronounced for 
tourists departing before the border closure. The second was to 
deflate the expenditure-per-night level for all tourists from 1977 
to 1976 levels using appropriate price deflators.** 

*The coefficients for thP. A and C: matricl's, inr!11<1: .. g thl' 
additional row and rolumn roP.fficients to allow for inducl'd 
effects, the hotel input roefficients, and thP. con·;f'rslon of hotl'l 
input coeffic:ients and tourist expenditure pattnns to thl' sl'ctor 
of the input-output table are all givP.n In Gurry (16). 

**The hotel and nat Iona! park r.omponents of l'XpPndlt1.1rl' were 
deflated by an hotP.I prfcP. and national park fl'e fndl'X rPspl'c
tivP.ly. All other romponP.nts WP.re deflated by a rPtall prlrP. lndP.X. 
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Table 1. Expenditure structure and level 

Item 

Hotels 
Other accoD111odation 
Rational parks 
Tour transport 
Taxis 
Public transport 
In-bond purchases 
Craft purchases 
Other food and drink 
Other expenditure 

Per night 
Per stay 

Before 
border 
closure 

72 
5 
6 
3 
3 
0 
0 
4 
4 
3 

154.6 ~/ 
883.6 f./ 

Type of tourist 
Business Holiday 

Expenditure structure 
(percentage) 

70 58 
b 2 
1 6 
2 8 
8 5 
2 1 
2 1 
4 9 
4 5 
1 5 

Expenditure level 
(Tanzanian shillings) 

202.7 124.2 
949.3 876.5 

Northern 
Wildlife 

Area 

64 
0 
9 

13 
2 
0 
0 
8 
2 
2 

289.6 
1 388.2 

f./ Figures for all tourists in survey, not just those before 
the border closure. 

C. Direct and indirect effects of tourism 

An estimate of total tourist expenditure in 1976 derived from 
the survey of departing tourists showed tourism contributing 
3.4 per cent of total exports.* When direct and indirect imports 
are subtracted, net earnings from tourism account for 2.6 per cent 
of total imports (see table 2, column 1). These are not large 
values, but when added to the earnings of other relatively new 
export sectors, for example tea, tobacco and livestock, they mark 
the attempt to diversify the foreign exchange earning sectors. 

*The total expenditure derived from the expen~iture survey 
differs from the official estimate and is larger. "fhe official 
estimates would give lower measures of economic impact. Because 
the official estimates, derived through the banking sector, 
declined in the mid-1970s when prices and bednights were rising, 
there ls reason to believe they were no longer reliable. Hence the 
estimate derived from the expenditure survey has been used as the 
basis of measuring the tourism Impact. 
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The distribution of incomes directly and indirectly dependent 
on tourism shovs tt.e major category as operating surplus, but the 
impact on vage incomes is more important vith tourism stimulating 
1. 7 per cent of all vage incomes. As a proportion of total gross 
domestic product at factor cost, tourism-related gross domestic 
product accounted for 0.6 per cent, roughly equivalent to the com
bined contribution <>f the electricity and vater supply sectors. 
This direct and indirect impact on total product is also not large, 
despite the relatively limited expenditure on imports out of 
tourism-related incomes. 

Table 2. Economic impact of total tourist expenditure, 1976 

Item 

1. Total expenditure 
2. Taxes less subsidies 
3. Wages and household 

incomes 
4. Depreciation 
s. Operating surplus 
6. Total value added 
7. Tourism imports 

8. Total expen1itur~ as 
proportion of total 
exports 

9. Tourism expenditure 
less imports (1-7) as 
proportion of total 
imports 

10. Tax revenues as p·. opor
t ion of total tax 
revenues 

11. Incomes, depreciation 
and surplus (3+4+S) as 
proportion of total 
GDP at factor cost 

12. Wages and household 
incomes as proportion of 
total wages and house
hold incomes 

Direct and 
indirect effect 

Direct, indirect 
and induced effect 

Thousands of Tanzanian shillings 

180 000 
22 896 

SS 081 
13 388 
61 370 

1S2 73S 
27 26S 

3.4 

2.6 

o.s 

0.6 

1. 7 

Percentage 

180 000 
40 860 

178 898 f,_/ 
21 936 
S8 417 

300 111 
S8 787 

3.4 

2.1 

0.9 

1.3 

5.7 @I 

Bl When calculating induced effects, the operating surplus in 
some sectors, mostly domestic agriculture, has been taken as house
hold incomes and inc:uded in the wages and salaries row of the 
augmented A matrix. These items including induced effects are thus 
not directly comparable with the previous column. 
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As a wage-income sector, tourism is part of the industrializa
tion process in developing countries, even if tourism investm,:it, 
as in game parks, are not situated in urban areas. The dicect and 
indirect linkages of tourism tend to reinforce this view of a:i 
industry-related sector. The list below 3hows that the sectors 
most affected by tourism expenditure comprise industries and 
services, inclu~ing government services; linkages with food sectors 
combined is approximately the same as for beverages, and less than 
for the services sectors combined. Moreover, these relatively low 
linkages to agriculture obtained at a time when direct imports into 
tourism were heavily curtailed, with hotels making all food and 
drink ~Lrchases domestically. 

Top ten sectors ranked by total direct and indirect output 

1. Hotels and restaurants 
2. Transport 
3. Beverage industries 
4. Business services 
5. Commerce 
6. Public administration 
7. Other small-scale industries 
8. Food grains 
9. Livestock 

10. Chemicals and petroleum 
Ot .. er crcps 

Comparison between types of tourist shows that the difference 
in expend! ture levels per night and per stay are much more impor
tant than differences in expenditure structure. The multiplier 
effect, which measures the direct and indirect incomes generated 
per shilling of tourist expenditure, is higher for business and 
Northern Wildlife Area tourists than for all holiday tourists (see 
table 3), but the differences are not that marked. The multiplier 
value ~f 0.849 for all tourists is higher than that using an equiv
alent methodology of up to 0.759 for Nepal [8], and almost as high 
as those of 0.858 and 0.869 for the United Kingdom and Ireland 
respectively, economies with much greater capacity to supply inputs 
domestically [11]. The restriction on imports within the hotel 
sector in 1976 in particular may well have improved the multiplier 
effect of tourism expenditi.: ~. although at some cost in terms of 
the quality of goods and services offered. 

The higher multipl {er values for business and Northern Wild
life Area tourists, wht.n combined with higher expenditure levels, 
show them to be much mr,re valuable than other types of tourist as 
far as income effects are concerned.* It may be concluded that it 
was unwise to invest beyond these categories in other forms of 
holiday tourism in the United Republic of Tanzania, for example 

*The total output effects of tourist types in table 4 have 
been calculated on expenditure levels deflated to 1976 values in 
the same proportions as for all tourism. 
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beach to11rism and game-viewing tourism outside the Northern 
Wildlife Area. The grear.er mate:-ial costs per unit r~ output in 
town hotels are more than compensated for by the level and impact 
of business expenditure, at least in comparison with these other 
forms of holiday tourism. However, the lower unit costs of holiday 
hotels including those in the Northern Wildlife Area and the higher 
expenditure levels of Northern Wildlife Area tourists are more than 
adequate compensation for the difference in multiplier value with 
business tourists (0.861 to 0.863), and indicate that, on these 
criteria, Northern Wildlife Area tourists were us valuable as 
business tourists even if holiday tourists as a whole were not.* 
However, it should be noted that holiday tourists led to a more 
dispersed generation of income, shown by the multiplier coefficient. 

Table 3. Total output and direct and indirect 
effects of t~1rism 

Item 

Total output in Tanzanian 
shill!ngs 

Per night 
Per stay 

Tc-tal output effect 
Multiplier effect 
Multiplier coefficient 

effect 

---- ---··---

All 
types 

229 
1 309 

1.591 
0.849 

1.821 

Tvpe of tourism 

Business Holiday 

292 180 
1 368 1 265 

1.548 1.551 
0.863 0.836 

1. 715 1. 743 

Northern 
Wildlife 

Area 

421 
2 019 

1.562 
0.861 

1.693 

A feature of the econo~ic impact of tourism is that there is a 
relatively large impact on total output rn the economy and that 
incomes are dispersed outside the tourism subsectors themstlves. 
This is confirmed by comparison with other export sectors (see 
table 4}. In these estimates, cotton ginning is an anomaly**; with 

*It should be ncted that Northern Wildlife Area tourists are 
included in holiday tourists. The multiplier impact of non
Northern-Wildlife-Area holiday tourists would in consequence be 
lower than sho1111 here for all h~lirlay tourisrs. 

**The total output and multiplier coefficient effects for 
cotton ginning are high because the input-output table frnm which 
they are calculated shows cotto11 production and cotton ginning as 
separate sectors, with nearly all the costs of the cotton ginning 
sector going on purchases of cotton, thus creating very large out
put and income dispersion effects to that sector. 
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this exception, tourism has a greater total output and multiplier 
coefficient effect than other export sectors, of which the lowest 
is diamond mining. The greater linkages of tourism a'C'e not un
expected; tourists spend in a number of subsectors, each of which 
has its own direct and indirect impact, ~hereas the effects of com
modity experts is confined more to those in the sectors themselves. 
However, the greater linkages of tourism do not give rise to greater 
incomes per shilling expenditure. The multiplier values of nearly 
all export sectors (except tea) are greater than tourism, indicat
ing a lower direct and indirect outflow of earnings on intermediate 
imports, and a greater impact on incomes. The linkages of tourism 
are with sectors with a lower proportion of value added per unit of 
output. This is both a cost and a reflection of the relatively 
high linkages between tourism and industrial and service sectors 
noted earlier, where value added levels per unit of output are 
lower than ir. agriculture. Greater linkages do not necessarily 
imply greater total incomes. 

Table 4. Economic impact of foreign-exchange-earning sectors 

Hultiplier 
Sector Total output Multiplier coefficient 

Tourism 1.591 0.849 1.821 
Cotton ginning 2.017 0.951 12.352 
Tea l.464 0.763 1.576 
Tobacco 1.462 0.895 1.563 
Sisal 1.435 0.896 1.414 
Cashew-nuts 1.378 0.971 1.375 
Diamond mining 1.298 0.934 1.232 
Coffee 1.163 0.971 1.133 

These calculations of the direct and indirect impact of 
tourist expenditure have shown that the advantac,es of town hotels 
in generating employment, income and foreign exchange are rein
forced by the overall impact of business tourists on the economy, 
and that this form of tourism was more valuable to the United 
Republic of Tanzania than holiday tourism, with the exception of 
holiday tourism in the Northern Wildlife Area. They also show that 
tourism in the United Republic of Tanzania had ll relatively high 
multipli~r value, combined with a high total output and multiplier 
~oefficient effect. However, the impact of tourism on inccmes 
directly and indirectly is lower than for other export sectors per 
unit l)f earnings. This last comparison means that the priority 
giv1m to tcurism in the late 1960s and early 1970s was justified 
only if tourism output was growing faster than that of other export 
sectors, or if that output was more valuable in relation to the 
imports purchased with the greater earnings. D!!spite a multiplier 
value which is high by the standards of interni.tional tourism, it 
cannot be concluded that the priority given tc tourism was 
justified. 
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D. Direct and indhect effects of tourism i~ 
of alternativ~ production fcregon~ 

Forms of demafid giving ri~e to high direct and indirect values 
for \!ages, intermediate imports and depredation involve a greater 
opportunity cost than those resulting in higher values for taxes 
and operating surplus. In the application of accounting prices 
representing the opportunity cost to the whole econO!!ly of the 
resources co111,111itted directly and indirectly to tourism production, 
allowance has been made for the greater consumption resulting from 
operating surplus, both in the form of household income in non-vage 
sectors, and personal incomes derived from rent, interest and net 
profit, the remaining elements ~f operating surplus. Nevertheless, 
the extra c.:>nsumptior. costs are not as high as the productio:i 
foregone through co11111iting labour or capital resources (represented 
annually by depreciation allowances) to the sector. The value of 
,rimary resources at opportunity cost represents the production 
foregone elsewhere in the economy to satisfy tourist demands. The 
foregone production has to be subtracted from the direct and 
indirect primary resource requires.ents at market prices to give the 
net additio~~l output in the economy as a result of tourism 
demand. Evidently, the net e~onomic impact of tourism measured in 
this vay \;ill be less than the unadjusted direct and indirect 
effect. The net resource multiplier is lover at 0.407 (compared 
with O .849), shoving that the additional output created in the 
economy via a shtlling expenditure by tourists is 40. 7 cents (see 
table 5, row 1). 

Table 5. Economic impact indicators measuring opportunity 
costs of resources 

Net Ret resource Domestic 
resource multiplier resource 

Sector multiplier coefficien~ cost 

Tourism 0.407 1.734 0.521 
Business 0.438 1.663 0.492 
Holiday 0.375 1.659 0.551 
Northern Wildlife 

Area 0.396 1.641 0.540 
Cashew-nuts 0.537 1.532 0.447 
Coffee 0.512 1.165 0.473 
Get ton ginnin ~ 0.512 18.656 C.462 
Tobacco 0.400 1.585 0.553 
Diamond mining 0.375 1.240 o.599 
Sisal 0.287 1.337 0.679 
Tea 0.242 1.446 0.683 

- -------·· --- -------------·- -------- ---

This value compares favourably with a previous estimate for 
KPnya of between 5 and 10 per cent [13). Mitchell however assumed 
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that the opportunity cost of labour could be measured by vages, and 
:he opportunity cost of capital by depreciation allovances and 
operating surplus, thus reducing the net contribution of tourism to 
its net cont!"ib11tlon to the government budget. In this paper it bas 
be~n recognized that vage payments, depreciation allovance and 
operating sur:;ilus all contain an element of output net of alter
native production foregon~, and thus the net contribution of tourism 
is considerably higher. 

The net resource multiplier is lover for all types of tourism 
than the direct and indirect multiplier value, but the difference 
is larger for holiday tourism, and even the ftorthern Wildlife Area, 
than for business touris1:1. This indicates that holiday tourism 
creates demand for resources with a higher opportunity cost than 
business tourism. This is stated in direct form by the domestic 
resource cost indicator shoving the resources, measured at opportu
nity cost, needed to generate a net unit of foreign exchange. The 
net resource ~ultipliet coefficient is lower for all forms of 
tourism, although it still shovs a substantial generation of net 
output outside the tourism subsectors themselves. Measurement at 
opportunity costs sho•s toutfsa: in a different light vith res::ect 
to other export sectors. In ter111s of the net resource multiplier, 
it now ranks above four other sectors - tobacco, diaa:ond mining, 
sisal, and tea - vhile r-etaining its characteristic of showing a 
dispersion of incomes outside tourism itself. A shilling of 
foreign exehange earned in tourism net of direct and indirect 
h.1ports ccsts 52 .1 cents in domestic resources measured at their 
opportunity cost, below the middle of the range for export sectors. 

E. lll.J:ett. indirect and induced household inco~ 
effects of touri.§m 

It will be recalled that induced effects are restricted to 
those of household incomes and does not include the induced effects 
of other forms of income. They are calculated on the assumption 
that the economy could have producea out of existing capacity not 
only the intermediate :iemands linked to to•n!sm but the consumption 
demands linked to the expenditure of extri household incomes. 

Naturally, the inclusion of induced effects raises the esti
mates of economic impact. Table 2, column 2, shows that the impact 
of tourism on gross domestic product at factor cost tr.eluding 
induced effects is 1.3 per cent instead of 0.6 per cent, on tax 
revenue is 0.9 per cent rather than 0.5 per cent, and on household 
incomes is 5.7 per ~ent. 

However, this still does not make tourism a particularly large 
sector in terms or domestic production. 

The effect on total output is now much greater (see table 6, 
column 1), as also are the multiplier and multiplier coefficient 
values. The multiplier including induced effects of 1.677 is 
almost twice th~ previous value of 0.849, showing the importance of 
induced effects if thP.y can be $Cconvnodated from existing produc
tive capacity, but the higher total output and multiplier effects 
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will involve larger amounts of inter.nedtate l::i.ports the net 
foreign exchange e .. "teu through tourism falls fro1:1 2.6 to 2.1 per 
cent of t~tal imports !n 1976. 

The multiplier an~ net foreign exchange effects involve a 
trade-off. The greater the multiplier effect, the greater the 
U1ount being spent indirectly on intermedfate imports. The values 
for the United Republic cf Tanzania may be compared with those 
using a similar methodology elsewhere. A multiplier value 
including induced household consumption effects of 0.818 was founc! 
for Fiji, tog~thf"r vi th a net foreign ex::hange effect of 
0.387 (10). These much lover values (less than those for the 
United Republic of Tanzania without induced effects} are partly 
explained by higher amounts of direct import leakages in the Fiji 
case through purchases in in-bond shops, which account for mucti 
more total tourist expenditure than in the United Republic of 
Tanzania. However, the difference in values is still very marked. 
Equivalent multiplier values of 1.702 and 1.906 ~ere found for the 
United Kingdom and Ireland (11). The value for the United Republic 
of Tanzania is much closer . , these, whirh are for ec-ono:nies vi t'.l a 
much greater capacity t:o pr iuce extra consumption goodll:. Again, 
the restrictive import con<'itions in the United Republic (If 
Tanzania probably helped to raise the m\:ltipller effects of the 
sector.• 

Table 6. Direct, indirect and induced household 
consUD1ption effects of tourism 

~~~~~~~T~Y~p=e_of tourism 
Northern 

All Wildlife 
Item types Business Holiday Area 

------- ------ ----~~-

Total output effect 2.694 2.570 2.752 2.739 
Multiplier effect 1.677 1.632 1. 741 1. 738 
Multiplier coefficient 

effect 7.692 6.132 9.227 7 .613 
Net foreign exchange 

effect 0.673 0.701 0.645 0.675 
-- -·- - ··-- --- --- ---- ----·-

•No adjustment has been made at this or earlier stages for any 
outflow of foreign-owned Incomes. Given the restrictions on profit 
and salary outflows, and the large State ownership of tourism 
enterprises In particulsr, it is unlikely that potential outflows 
would be large. A tut for output and income effects Including 
assumed outflows of all foreign incomes shoved that the text 
results were little affected by ownership factors. 
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The inclusion of induced effects changes the comparison 
betveen business and holiday tourists. Holiday tourists have a 
greater total output and multiplier coefficient effect, but they 
also nov have a greater multiplier effect. This must stem from the 
greater level of househcld incomes generated through holiday as 
opposed to business tourisa, and their re-expenditure on con
sumption goods. The higher multiplier value applies to the 
Rorthem Wildlife Area as vell as holiday tourisa as a vhole. The 
trade-off betveen net foreign exchange and the multiplier also shovs 
up hovever in these comparisons (see figure). The higher multiplier 
and output values for holiday tourism are associated vi th lower 
retained earnings. Within holiday tourism, lforthern Wildlife Area 
tourism has a higher net foreign exchange but lover multiplier 
value than non-llorthern-Wlldllfe-Area tourism. Business tourists 
hovever spend more than holiday tourists; and although Northern 
Wildlife Area tourists spend more than business tourists, they have 
a lover net foreign exchange effect. The choice betveen tourists 
including induced effects, like that including only dirPct and 
indirect effects, depends upon the relative veights of the 
objectives tourism serves. 

Net foreign 
e:1:change 

o. uo 

o. 720 

o. 700 

0.680 

0.660 

0.640 

Multiplier and net foreign exchange values including 
induced effects of tourism 

• 
Marginal 
Northern 
Vi ldli fe 
Area 

--· ---T------r-

• 
Business 

• 

Northern 
Wildlife 
Area 

"' 
All types of 
tourism 

Holiday + 

1. SOO l.SSO 1.600 1.6SO 1. 700 1. 7SO 

Multiplier 
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These results including ir.duced effects are proba:ily an over
statement of what occurred. Reference has already been made to the 
assumption that inputs and consumption goods vould have to be 
produced from existing capacity for these values to materialize; 
this is an optimistic assumption for the United Repub!ic of 
Tanzania in 1976. The results are also an overstat-ent because 
the calculations assume all additional household income vould be 
spent on consumption goods, as there has been no allovance for tax 
and national insurance payments, nor savings. Ma •.y household<; vill 
not pay tax, and vill not be able to save dther, given the 
conditions in 1976, but some vill, and to this extent the induced 
effects have been e~aggerated. 

F. Impact of m<rginal tourism in the Northern Wildlife Area 

Tourism in Tanzania grew in the 1970s on the basis of invest
ments undertaken at the beginning of the decade. In tovn areas, 
occupancies vere high and not se01sonal; there vas littl~ spare 
capacity by 1976. In holiday areas, including the Northern Wi lc
li fe Area, there vas still spare capacity. A further grovth of 
tourism would have been possible vithout major new investments in 
holiday areas. This suggests that an appropriate methodology for 
holiday areas might be to calculate the economic impact of the 
marginal tourist. 

This has been done for the Northern Wildlife Area (see 
table 7). It giv1·s an indication of what the effects of additiona'.. 
tourism would have been in 1976 if there had been no border 
closure. To estimate the effects of marginal tourism, marginal 
cost coeffichnts have been calculated for Northern Wildlife Area 
hotels and inserted in the A and C matrices to replace ti1e average 
coefficients. The same final demand structures have been used, but 
these will now have a differe~t direct, indirect and induced impact 
through the adjusted hotel coefficients. 

Table 7. Effects of marginal tourism in the 
Northern Wildlife Area 

Direct 
and Ill rec t, ln<lirert 

indirect Net resource and induced 
Item effects effects effects 

Total output 1.330 1.330 2.227 
Multiplier 0.877 0.462 1.548 
Mul t I plier 

coefficient 1. 3lv l. 323 3.577 
Domestic resource 

cost 0.473 
Net foreign f"Xr.hange m 1/ m ~/ 0.735 

al m I minus multl~ller. Not statP<l In rarllrr tahlPfi. 
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Hotels have a relatively low level of variable costs. The 
consequence of using marginal hotel cost coeHirients is that a 
larger proportion of initial expenditures results in profit rathe'!" 
tha~ labour incomes or purC'h~ses.* This tends to reduce the impact 
of tourist spending since there are lower indirect effects, and 
lower ind1. ·ed effects as well. The total output and multiplier 
coefficient effect= are lower than for the average spending impact, 
for all three stages of the metho~ology adopted in this paper. In 
most cases ho·•ever, the mul t iplit:: l!ffect is higher, but with a 
m;.:ch higher proportion of profit incomes being created rather than 
taxes or labour incomes. 

The exception is the multiplier value includins induced 
effects, which is lower than for the average tourist. The greater 
proportion of profits initially means a lower proportion of house
hol~ inLomes re-spent on cons11111ption goods. Tl>~ lower induced 
effects more than offset the higher direct and indirect effects on 
income. This means that even if the additional supplies to cater 
for extra tourists in the Northern Wildlife Area could have been 
proj~ced from domestic capacity, there would have been a con
strained impact as higher revenues to hotels appea ·ed as profits 
rather than additional pay:nents. The additional consequence is 
that th~ lower multiplier value including induced effects of 
marginal t'Jurists is associated with a larger net foreign exchange 
effect, there being a sma. ~ .. r outflow on intermediat~ imports. 

The inclusion of marginal rather than average hotel coeffi
cients has resulted in l~wer linkage effects. The growing propor
tion of profit in total income could be adjusted through amended 
tax regulations or labour payments, further increasing the induced 
effects. However, the hotels in the Northern Wildlife Area WP.re 
not that profitable, and the additional marginal tourism was neces
sary to increase the return on the investments that had taken 
place. In the basic case of direct and indirect effects only, 
lower linkages ·..ro:ild result from marginal tourists, together with 
higher total incomes. 

The application of input-output analysis to measuring th~ 

direct and indirect impact of tourist expenditure in lhe United 
Republ I c of Tanzania indicates that in 1976 tourism contributed 
3.4 per cf'nt to exports, 3.1 per cent to total imports, O.S per 
cent of tax revenues and 0.6 per ce;•t of gross domestic product at 
factor cost. The tourism sector showed a relatively high total 
output effect, meaning that operating purchases were met to r large 
extent by back·•ard linkages in the domestic economy, but th1.i did 
not neC'essartly Imply a large Income effect. For tourism, high 
backward linkages seem to have been with sectors with a low propor
tion of value added. Nevertheless, a multiplier value of 0.849 

*l!o•el lanour has been treated as a fixed cost. This ts 
app;oprlate In thP. United Republic of Tanzania whnf' hotel labour 
Is employP.d rrn 11 yPar-round buts 11nd jobs arP. protf'rtt.d In the 
short run by f'mployml'nt leg!i:;la•lon. 
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sho'ils that the income and net foreign exchange effects of touris~ 

in the United Republic of Tanzania are high for developing col!n
tries, partly as a result of the restrictive import policies in 
force. This relatively favourable result in terms of internatior.'\l 
tourism suffers by comparison with other export sectors which, 
although not having the same impact on total output, generated more 
income and net foreign exchange 9er unit of export earnings. 

The impact of marginal tourists in the Northern Wildlife Area 
is closer t~ that of other export sectors with lower linkages but 
higher multiplier effects. However, although there are differences 
in output and income effects between types of tourist, these are 
not as substantial as the differences in expenditure per night and 
per stay. Moreover, there seems to be no uniquely preferable type 
of tourist from the viewpoint of econo:nic impact, al though the 
greater expenditure of business tourists and holiday tourists in 
the Northern Wildlife Area marks them out from the others. Dif
ferences between tourists are not sufficient to co~pensate for the 
better operating performance of town hotels with respect to employ
ment and foreign exchange earnings. 

These basic conclusions from the direct and indtrect impact of 
tourist expenditure have bf.en exten.ied methodologically. Similar 
calculations making some allowance for the opportunity cost of 
primary inputs devoced to tourism production indicate that tourist 
expenditure still has a substantial impact on the C?conomy despite 
the a!ternat.ive production possibilities foregone. Moreover, when 
the induced household income effect of tourism, as veil as the 
direct and indirect effect, is separately considered, the 
contribution of the sector rises to l.J per cent of gross domestic 
product at factor cost and a multiplier value of 1. 677, al though 
the proportion of retafned foreign exchange earnings diminishes. 
The trade-off between income and net foreign exchange effects 
including induced effects is apparent when locking at the impact of 
different tourists. However, the total impact including induced 
effects is unlikely to have been achieved In the United Republic of 
Tanzania in 1976, as the direct and Indirect Inputs and add!tlonal 
consumption goods would have placed too great 11 burden on existing 
domestic capacities. Instead, they are lik ... ly to h.we Increased 
the demand for imports. 

These basic results have been obtained using a common method
ology which measures impact in a particular way. In effect, the 
successive purchases to which tourist expend l tu re gl ves rise have 
been traced throu~h the economy as if there were no impact on tech
nology or lnvestme~t. The use of fixed input coefficients for the 
hotel sector and ~11 other sectors rules out technical change, and 
any ln'1•1r.,ment tourist l'Xpendltures might give to further invest
ment in either the hotel or other sectors has heen omitted. 
Although lt may be questioned whether average rather than marginal 
cotfflcltnts are the appropriate ones to use - ll ls likely that 
Increases in demand in the Industrial a~d commercial sector as well 
as hotels might raise the level of capacity utilization and affect 
only those c:osts that are variable rather than all costs - these 
measures of impact are made for a point in time on ~he basis of 
existing capacities and ttchnologles. 
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This methodological perspective is narrow in its objectives 
and results. What has been measured is the i~pact on the economy 
through an expansion of final dem3nd expenditures, and this might 
be regarded as an inadequate basis for assessing the contribution 
of tourism to the accumulation process in the United Republic of 
Tanzania. Any accumulation process involves more than a simple 
expansion of demand and expenditure. More fundamentally, it 
in·.rolves an increase over time in levels of productivity, so that 
equivalent levels of output can be produced with less resources, or 
so that greater levels of output can be proc!uced with the same 
resources. And more fundamentally still, it involves the commit
ment of resources to investment activities that will both increase 
the productive capacity and raise productivity. 

Generally, fort-ign-exchange-earning sectors in developir..g 
countries contribute to this process indirectly, through ra1s1ng 
the capacity to import new equipment and its associated material 
inruts. Without an improvement in productivity in the tourism sub
sector, and particul3rly in the main hotel subsector, tourism does 
not app~ar to be such a good avenue for doing this as other export 
sectors ~ith their higher multiplier values and higher net foreign 
exchange effects. Moreover, as a sector of competitive productlon 
like other exports, any improvement in productivity in tourism 
could be nullified by a decline ir.. the price of tourism inter
nationally, through the well-known process whereby productivity 
impr.we:nents are in effect captured by the purchasing countries 
through a lower internat tonal price. Hence, the contribution of 
tourism to the accumulation process depends not necessarily on 
productivity levels within tourism itself but on the extent to 
which tourism earnings can be converted through new investments 
into productivity increases in other sectors, notably those sup
plying the domestic market. Earlier evidence en the terms of trade 
for tourism in the United Republic of Tanzania su&gested that these 
had been declining through 1976; more bednights had to be i:old in 
1976 just to maintain the import capac:ity of earlier years [17]. 
This may have been true for other export sectors as well, on a 
mid-term basis. But the declin:"'lg terms of trade, indicating a 
lower contribution over time to the capacity to import per unit of 
tJurist expenditure, combined with the multiplier and net foreign 
PXC'hangP value found In this paper, comparpd with those of other 
"Xport sectors, suggests that tourism in the United RPpuhlic'. of 
Tanzania in 1976 did not repay the priority for tnvestmrnt it had 
t.een given at the beginning of the decade. The mitigatir:g far.tor 
the C'alrulatlons have sho'JT! is that tourism's economic impact there 
Is morP substantial than in other developing countries. This would 
s1:;.~ .... st a nf'f'd In developing countriei1 as a whole to f'Va!U<Hf' more 
rlos .. iy thP economic impact of tourism in comparison with other 
altPrnatlvPs, or at the least to explore more closely the l~part of 
dlffPrrnt forms of tourist development. 

l. ll1dtf'rl llatlons r.rntrf' on Transnational r.orporatil)ns, Tr;inr.
n;it inn;il r>irpor"tl<•ns In lnternlltlnnal Tr)11rlsm. 
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A FACTOR-INTENSITY ANALYSIS OF STRUCTURAL CHANGE IN 
ASEAN MANUFACTURING* 

Mohamed Ariff** and Hal Hill*** 

Introduction 

Most of the five original cember coun~ries of the Association 
of South-East Asian Nations (ASEAN) ~Indonesia, Malaysia, 
Philippines, Singapore and Thailand)**** have been among the most 
rapidly growing developing countries in the last two decades. The 
manufacturing sector has generally been a major element of this 
growth. Accompanying this vigorous industrialization have been the 
following two important structural tra~sformations: the extremely 
rapid expansion in manufactured exports from al 1 but one 
(Indonesia) of the countries; the significant changes in the struc
ture of manufacturing, involving the transition from simple consumer 
goods and resource-based processing activities towards a more 
sophisticated industrial structure. Despite some similarities in 
the general orientation of industrial policies, however, the manu
facturing sectors of the ASEAN countries are quite dissimilar in 
other respects, most notably the level of industrialization and 
resource endowments. At one extreme is Singapore, a high-wage, 
resource-poor, selected developing country; at the other extreme is 
Indonesia, a poor, relatively well-endowed economy with, until 
recently, one of the least developed manufac,uring sectors for its 
size in the world. Given their diversity, the manufacturing 
experience of these five co~ntries is of considerable relevance to 
many other developing countries. 

By almost any indicator, growth and structural change in the 
manufacturing sectors of these countries has been extrem~ly rapid 
since the 1960s. The share of manufacturing in gross national 
product has risen strongly and currently either exceeds or 
approximates that of agriculture in all but one of the countries 

*This paper is a revised and much condensed version of 
material in our book f,z~t-Ori~n~ed~ IMJ!.S_trJaUs~tion: tllf'. A!?EfiN 
E..irr>~nence (I.ondon, Allen and Unwin, forthcoming). Much of the 
data in the original version has been omitted, hut Is ohtalnabie 
from the authors on request. 

**University of Malaya; Kuala Lumpur. 

***Department of Economics, Research School of Pacific Studies, 
Australian National University, G.P.O. Box 4, Canberra, ACT 2601, 
Australia. 

****A sixth country, Brunei, joined ASEAN in January 1Q84. It Is 
excluded from our analysis because its manufacturing sertor Is very 
small and almost entirely oil-related. 
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(Indonesia). Manufacturing growth in all cases has exce• ded that 
of lower- and upper-middle-incomf' countries (using the World Bank 
definition). 

A number of indicators reveal the extent of structural trans
fol'Dlation in ASEAN manufacturing. One is a simple index of struc
tural change, which captures variations in the composition of manu
facturing output.* According to this index, calculated for the 
period 1971-1980 (using unpublished statistics from the data bank 
of the United Nations Industrial Development Organization), struc
tural change proceeded very quickly in ASEAN, exceeding that in the 
Republic of Korea rn four of the five countries (the Philippines 
was the exception). Another indicator is the changing output com
position according to end-use ~s consumer, intermediate and capital 
goods. In all countries a shift from consumer to capital goods is 
apparent, especially in Indonesia and Singapore. In the former the 
~hare of consumer goods halved and that of intermediate and capital 
goods trebled durin~ the 1970s; in Singapore the capital goods 
(heavy industry) sector now accounts for over half of manufacturing 
output.** A final indicator is the changing size distribution of 
manufacturing firms. As industrialization proceeds a pattern of 
industrial consolidation emerges, involving a shift from cottage 
and small industry to larger firms.*** In four of the countries 
for which time series data are available (all except Thailand) such 
a trend is evident. This is particularly so in Singapore where, 
over the p~riod 19&5 to 1982, the output share of large firms (300 
or more workers) approxinately doubled. 

These figures amply illustrate the dimensions of structural 
change in ASEAN manufacturing, but they are largely devoid of 
analytical signific<.nce. The purpose of this paper is to explain 
the process of structural change. An attempt will be made to 
relate variations !n the composition of industrial output, through 
the theory of comparative advantage, to the changing factor 
endowments of the countries. To summarize the approach adopted, a 
three-stage transformation process may be envisaged. Initially, 
the manufacturing sector generally consists of simple process•ng 

*The index is defined as 

where At refers to the percentage of industry In manufacturing 
value added, and 1 and 2 rf'fer to time pniods. Thi> calculations 
in tris paragraph refer to 3-diglt data of thf' International 
Standard Industrial Class1rication of all ~conomic Activities 
(ISIC). 

**The capital goods sector ls defined here as !SIC division 38. 
According to Oshima [l], this category broadly corresponds to hi>avy 
industry. 

***The large literature on this subject is s11mmarlur1 by 
Anderson [2]. 
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and resource-based act i·:i ties. capital aci:umulation - both human 
and physical - proceeds, a rr of non-resource-based activities 
develop. Initially, these c ~t mainly of tDlskilled-labour-
intensive products, but subsequc:atly those which are more capital 
and technology-intensive emerge. In section A the relevant 
literature on c~anging comparative advantage is briefly reviewed as 
it relates t:i the pattern of production and exports, and data are 
assembled on th= changing factor endowments of the ASEAN countries. 
In section B production and trade in manufactures are disaggregated 
according to a factor-intensity classification, and the extent to 
which changes in the manufacturing sector conform to the earlier 
theoretical predictions is examined. 

A. Changing comparative advantage and factor endowments 

The starting-point in the 1i terature on changing comparative 
advantage is the basic Heckscher-Ohlin-Samuelson factor proportions 
explanation of trade patterns, according to which a cotDltry will 
export those commodities which embody factor inputs that the 
country possesses in greatest relative abundance. The basic model 
has been extended in a variety of directions (see Balassa [3]). 
One of these has led to recent syntheses by Krueger [4] and Garnaut 
and Anderson [5] which, drawing on the model developed by Jones [6], 
have incorporated natural resources into the model. In this formu
lation a two-good model is proposed, consf sting of manufactures and 
natural resources. There are three factors of production, namely: 
capital, which is specific to the production of manufactures; 
natural resources, which are specific to natural-resource-based 
goods; and labour, which is required for both. 

In the early stages of development, when the capital stock is 
small, the wage rate is determined largely by the ratio of natural 
resources to labour, that is, the lower the ratio the lower the 
marginal productivity of labour. At this stag< the country will 
export natural-resource-based goods and import mufactures. As 
capital accumulation proceeds, labour is attr11cted into "he newly 
devel.oping ::-.. rnufacturir.g sector, and the country gradually shifts 
from being a net exporter of natural-resource-based goods to a net 
exporter of ma~ufactures. According to this formulation, the speed 
at which labour is reallocate. to manufacturing, and the "croCJs
over point" at which manufactured exports exceed those of natural
resource-based goods, will be determined by the initial per capita 
endowment of natural resources; the greater the endowment, the 
greater the capital accumulation, the higher the wage necessary to 
achieve the cross-over and the longer the period of specialization 
in the p;odur.tio~ and export of natural-resource-based goods. 

The inclusion of these variables results, broadly, in a 
three-phase schema: first, a resource-based processing stage; 
secondly, a period of sustained growth in unsk!lled-labour
intenslve manufactures; and thirdly, the emergence of a mature 
industrial structure enromp11ssing more skill and capital-intensive 
activities. Two kPY economic var!ab'.es whl'h exphin the dynamics 
of the m~~el arP relative resource endowment and the rate of 
(broadly deflnPd) rapltal accumulation. 
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A third variable is policy intervention, in the form of 
domestic protection policy, State nVJ"ership in the manufacturing 
sector and a r<>ng<! of government licensing and reg'l!lation activi
ties. Thus the theoey will be difficult to test for production in 
the case of a small indust!""ial sector characterized by significant 
production of "home goods", substar.tial State ownership, and size
able tariff and other trade barriers. By contrast, a larg r 
economy, and one characterized by closer domestic and international 
economic integration, should provide a more reliable test for 
theory. Exports should also prvvide a better test, since they are 
generally less distorted ~y domestic policy intervention. 

Is there a cc-mmodity classification whtc'I> is broadly consis
tent with the requirements of this model of chanting comparative 
advantage? The most widely u~ed classification, first invoked 
systematically bf Lary [7], is that based on United States per 
capita value added within manufacturing. W>iile this classification 
is satisfactory in many cases, its major limi~ation is that it does 
not specifically identify resource-based goods, which are tmpc-tant 
both in the theoretical formulation and in several of the ASEAN 
countries. A modification of Lacy's classification, developed by 
Krause [8], overcomes this limitation. 

Krause [8] identifies four factors of production - natural 
resources, unskilled labour, technology and human capital. Commod
ities are classifi.ed according to their dominant factor input, 
which is that used most intensively or which determines the loc11.
tion of production. A sequential classification system is adopted, 
identifying first natural-resourc.~-intensive goods, then unskilled
labour-intensive good!. (based on United States per capita value
added data) and finally technology-intensive goods (based on United 
States research and development expenditure ~ata). A subsequent 
modification, developed by Tyers and Phillips [Q] and adopted here, 
disaggregates resource goods into agriculture and mineral-resource
intensive products. There is no separate classification for 
physical-capital-intensive goods since it is assumed that phy11icr.l 
capital is internationally mobile. Krause's classification based 
on the Standard International Trade Classification (SITC) is repro
duced, with some modi ff cations discussed below, in appendix II at 
the three-digit level. A similar classification is presented in 
appendix II for !SIC-based (production) data, using an SITC-ISIC 
concordance.* 

•Two points should be ruade regarding this classific11tion. 
First, what is an internationally m&bile factor input - and there
fore excluded from the classification - is to ~'me extent arbitrary. 
For example, the exclusion of physical capital in the case of the 
ASEAN countries is justified since these countries have fairly open 
capital markets, although for other countries it might have to be 
includP.d. It may also be argue\! that resources and technology 
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Before applying this coJ!lll'\odity classification, it will be use
ful to summarize data relating to the level of and trer.j in ASEAN 
factor endoW!llents. These are important since th€y are the basis 
for each country• s c'l\anging comparat!ve advantage and output com
position.~ The ASEAN economies are neither resource-rich nor 
resource-poor in the regional (East Asiar) and international per
spective, with the obvious exception of Singapore. The best
endoved countries are Malaysia and Indonesia, while the Philippi.1es 
has the poorest enaovment, except for the city-state of Singapore. 
But even the poorer endowment of the Philippines is much superior 
to tnat of Japan arid the Republic of Korea; similarly, the vell
endoved countries lack a reso~rce base as ri~h as that of the major 
oil exporters or sparsely populated regional countries such as 
Australia. 

The ASEAN economies have generally gr-own rapidly since the 
1960s, which, following the broad definition of ca pi tal-intcnsi ty 
(see, for example, Johnson [lO]), is indicative of high rates of 
human and physical capital acc•Jll\ulation. The relative importance 
of manufacturing - manufacturing production related to population, 
land area an•:: natural reso-ur:e endo•<ment - varies considerably 
amorg the countries. Sir.gapore's manufacturing activity is 
extremely large relative to its resource endowment, whereas, at the 
other extre::ie, Indonesia exhibits a much lover specialization in 
manufacturing. Time series data for each cc~ntry • s manufacturing 
sector, based on annual censuses or survey data (see appendix I), 
confirm the rapid growth in physical capital prod~ctivity, capital
intensi ty as broadly defined, real wages and ski 11-intensi ties. 
However, there are considerable variations amo'lg the five countries 
tu which we will refer in the following section. 

are freely tra1ed and that their production is not location
speci fir.. However, tile re are of~en substantial economie3 in at 
least early-stage p;ocessing on-site, and for &ome perishable agri
cultural commodities such processing is essential. The same may be 
said for technology-intensive goods (conceptually the least satis
factory of the five co:~egories), in the sense that the inter
national relocation .:if production facilities requires basic tech
nic~l competence in the host country. Secondly, there is the 
quest!on of the definition of manufacturing. The conventional 
r.adonal accounts definition is ISIC 3, wher~as ln the case of 
trade that most widuy accepted is SITC 5-8 (less 68). Neither 
definition !s clei;rly superior, and yet there ue !IUbstantial dif
ferences in coverage. The simplest solution is therefore to retain 
the original and separate definitio'ls, even though the trade and 
production statistics will not be airectly comparable. 

*Our discussion here is greatly condense~. Data on the 
relevant indicators are provided in tables 5 .9-5 .13 of our forth
coming book. A copy of the tables is available on request. 
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B. ~ f~ctor-intensity analysis of structural change* 

1. The pattern of manufactured exports 

Exports will ~e first examined because, being less subject to 
domestic polic~ interventions, ~he changing composition should 
foliow more closely that ~r~dicted by theory. As indicated, A~EAN 

manufac:ured exports have grown extremely rapidly, from $381 million 
in 1962 to $1.3 billion in 1972 8nd to $17.5 billion in 1982. Here, 
however, the focus is on trends in th~ composition of these exports. 
Indonesia is not included in the analysis because its manufactured 
exports are ~~ry small (ju3t 6 per cent of total exports in 1983). 

Trends in the exports of the remaining four countries are 
present.ed in figures I to IV. Before examining these trends, it 
will be useful briefly to refer to the experience of the Republic 
of Korea, an industrially advanced neighbouring country. The 
development of this country accords closely with the predictions of 
the model. Rapid growth and a poor resource endowment resulted in 
a very sharp transfor111ation of its exports. In the early 1960s, 
resource-based manufactu.-es accounted for over or.e fifth of these 
exports, and unskil led-labc.ur-intP.nsi ve manufat. tu res over 40 per 
cent. After the mid-1960s the former be6an to derline, while the 
latter's share rose sharply, peaking in tne mid-1970s at about t•o 
thirds of total manufactured exports. Thereafter their relative 
importance declined somewhat, being replacP.d increasingly by 
human-capital-intensive manufactures. 

In ASEAN, the Philippines accords most closely with the theo
retical predictions. The transition irom exports on predominantly 
resource-based manufactures (almost four fifths of the total in the 
mid-l960s) to a heav-1 concentration on unskilled-labour-intensive 
goods in a little over a decad~ has been quite dramatic (figure I). 
Both human-capital- and technology-inten~ive exports have generally 
been very limited. Three main factors account for the rapid 
change. The first is its poorer resource endowment and very rapid 
population grov;:h, resulting in an incrl!1tsing ··omparative dis
advantare in resource-based acti,·ities. Secondly, a number of 
domestic policy interventions have hastened the transformation. 
One i3 the establishment of export p1 ;icessing z.,nes which have 
attrac~ed much unskilled-labour-intensive activicy. Another is 
government measures to promote greater processing of resourcl! prod
ucts, one effect of which was to discourage the export of basic 
wocd manufactures (Included in SITC 63, an agricultural-resource
intensi.,,t: co!lll'lodity) nnd p!'omote wood products exported in the form 
of, far example, furniture (SITC ~21, an unskllled-labour-i:ltensive 
commodity/. A third factor e::plainl.ng thP. char.gin& composition has 

*For a description of dat'l sources used in tr.ts section, see 
a~pendix I. 
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Figure tl. Factor-intensity composition of Singapore manufactured exports, 1962-1982 
(Percentage of total) 
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Figure III. Facto~-intenslty compo1\tlon of Malaysian export•, 1962-1981 
iPercentage of total) 
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Figur'e IV. Factor"-intensity composition of Thai manufactur'ed expor'tl, 1962-1982 
(Per'centage of total) 
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has been the historical constancy - 01 even decline - of real 
manufacturing wages (on which see Lal [11)) which has consequently 
not induced a shift towards •ore capital-intensive activities. 

The Singapore record is, at first glance, rather puzzling.* 
Although its resource-based exports have always been minimal, the 
share of human-capital-intensive manufactures - contrary to expec
tations - was very high in the 1960s (figure II). The high share 
is explained mainly by the export of transport equipment (SITC 732) 
to Malaysia. Closely integrated automotive assembly industries 
were established in both Singapore ar1d Malaysia on the assumption 
of the creation of a co-on ir.arket between the two countries. 
Following the collapse of the short-lived federation, the indus
tries resumed their domestic market orientation, and Singapore 
exports of these products declined considerably after the late 
1960s. Once this special case is excluded, the Singapore experi
ence accords well with theory. Indeed, because of its more 
advanced industrial struct~re and poorer resource endowment, it has 
progressed further along our three-phase schema. The share ot" 
unskilled-labour-intensive manufactures continued to increase until 
about the mid-1970s, when the rising real wage and human capital 
development began to erode the economy's comparative advantage in 
these products. Correspondingly, the share of technology and 
human-capital-intensive manufactures began to increase gradually. 

The shift from resource-based to unskilled-labour-intensive 
manufactures in Malaysi& is also evident after the late 1960s 
(figure I I I). Indeed, despite its good resource endowment, the 
share of the latter in Malaysia's manufactured exports is very 
high. The rapid shift is explained by the country's vigorous 
promotion of attractively priced and efficient export processing 
zones, which have encouraged the establishment of many labour
intensive industries.** The high share of human-capital-Intensive 
exports in the 1960s is explained, again, by the export of 
transport equipment (SITC 732) to Singapore, as a share cf its very 
sMall total ~anufactured exports. 

Developmen~s in the relatively undistorted Thal economy also 
broadly conform to the predictions of the model. Since the early 
1960s there has been a pronounced shift from resource-based manu
factured exports to the unskilled labour group (figure IV). During 
the 1970s the share of the latter rose, but less sharply than in 
the Philippines and Malaysia, in part because of the higher initial 

•rt should be noted that re-exports of products original Jy 
from In1onesia and Malaysia have been excluded. The low shares cf 
both resource--based groups attest to this fact. 

**The most important hu b2en the assembly and parkag Ing of 
semi-conductor components, contained within ltPm SITC 729. ln 
recent years this has accounted for about half of Md!ays\a's manu
factured exports. 
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share of these products in Thailand, and in part because export 
processing zones and associated policy incentives for exports were 
introduced more recently in this country. Both technology and 
human-capital-int~nsive activities have generally been unimportant. 

In SUI!:, then, the ASEAN record of manufactured exports accords 
we 11 with the theory oJt lined above. In the four countries there 
is a close correspondence between the predicted and actual out
comes, once allowance is made for the effects of specific policy 
interventions. All four countries have moved out of the first 
phase of specialization in natural-resource-based manufactured 
exports tSingaport was never in this phase owing to its poor 
resource endo1om1ent). Malaysia, the Philippines and Thailand are in 
the second phase, although there are signs that Malaysia will soon 
graduate to the third. Singapore, the most industrialized economy 
in the •egion, has already entered this stage. 

2. The pattern of manufacturing production 

TrFnds in the composition of manufacturing output will be more 
dl ff!..:ul t to predict because policy interventions have a greater 
effect on production than on exports.* The production data, pre
sented in figures V to IX, suggest two broad conclusions. The 
first is that structural change, as indicated by a shift between 
categories, has been a goc.d deal less than that suggested by the 
export data. The s~cond is that the two categories in which most 
of these countries would not be expected to have a comrarative 
advantage - technology- and human-capital-intensive goods - are 
relatively more important in the case of production than exports. 
Both conclusions are broadly consistent with the fact that govern
ment intervention (especially protection) in some ASEAN countries 
is very extensive. 

In Indonesia the only significant changes have been a steady 
decline in the relative importance of agricultural-resource
intensive goods, from about two th~rds in 1963 to two fifths in 
1981, and the growth of the human-capital-intensive category 
(figure V). The former trend is to be expected. But the large and 
tr.creasing importance of human-capital-intensive products and ~he 

decline in the share Of unsldlled-labour-intensive products at· ?r 
1973 both require elaboration. Production of labour-intensi•e 

*A close correspondence between production and trade shares 
among the five countries would not necessarily be expected in any 
case. Apart from differtnces in cover·age, already referred to, 
oroduction statisticri gene.-ally exdude very small firms, whereas 
~xport data include all manufactured exports. Moreover, the pro-
1uction data are measured in terms of value added, whereas ~xports 

are gross value of output (a~pendix I discusses the limitations of 
the prridurtion data in more detail). Nevertheless, trends in the 
composition of production should be broadly comparable to thnsc of 
trade. 
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consumer goods - most notably textil'!s - grew very rapidly in the 
late 1960s and early J070s, during a catch-up phase following the 
economic dislocation of the first half of the 1960s. Thereafter, 
however, production growth was limited essentially to tle expansion 
in the domestic market, because exports of these pn·ducts were 
minimal (PkCavley [12]). In the case of human-capital-intensive 
products, their growth was fostered by the protection regime 
(Pangestu and Boediono [13]). Very high effective protection rates 
were conferr'!d upon a range of consumer durable goods. Imports of 
the most important product of this group, motor vehicles, have been 
prohibited since 1974. State-o"ned enterprises in a range of heav'j 
industries also contributed to the growth of this category. Conse
quently, although Indonesia's manufacturing sector gre" very 
rapidly, the promotion of uneconomic activities through hit.~ pro
tection and extensive rEgulation resulted in an outcome quit~ the 
opposite of that predicted by the model.* 

The Philippine pattern (figure VI) I ·rs 3ome resemb'.ance to 
that of Indonesia, and for sim!lar reas .ns. Agriculture-based 
activities declined from more thau one half in 1967 to a little 
over one third in 1981, while the share of the human-capital
intensive group rose. In this case also, transport equipment 
(ISi!. 384), especially, and the human-capital-intensive component 
of electrical machinery (I'ilC 383) have accounted for much of the 
increase. As in Indonesia, the very high effe~tive protection con
ferred on these activities in the Philippines (Bautista [14]) 
explains much of the growth of these industries. The rapid 
increase in the share of unskilled-la'uour-inte•.sive manufactured 
exports is reflected in a much smaller corresponding increase in 
this group's share of output, primarily because a good deal of the 
export expansion consiste·1 of very low (domestic) value added 
activities. 

The Thai production data, though rather incomplete and not of 
uniform coverage, reveal a fairly clear pattern (figure VII). The 
two resource-base~ categories have generally declined, although 
around a fluctuating trend. At the same time, the unskilled-labour
intensiv~ product group has increased its share rapidly, to almost 
30 per cent (higher than al 1 ASEAN countries except Malaysia) by 
~he late 1970s. The share of t'!chnology- and human-capital
intensive products has remained fairly modest. The Increase in the 
latter is explained again by prctection for consumer durables, 
especi~lly motor vehirles. 

*It should be nc.ted that Indonesian m11nufac:turing stat lat !rs 
exclude the large petroleum reftnir.g industry (ISIC 353). llowrvrr, 
sine'! this industry grew at about the same rate as manufacturing as 
a whole, the dlrecti:m of trends - tf not the magnitudes - Is 
reasonably accurate. ~his Industry Is al110 exrlurled from the 
Mala:;stan and Singaport data, slnct its conAiderablt but f1•1rtua
ting imvortanre tends to ~lur unrlerlylng trrnds In th~ othtr rate
gorles. 
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Trends in the composition of Malaysian manufacturi~ produc
tion also conform to thP predictions of the model (figure VIII). 
The share of resource-intensive manufacturing especially 
agriculture-based - has declined suostantlally since the late 1960s. 
The very shar~ increase in unskilled-labour-intensive manufactured 
exports is also reflected in a lesser increase in this group• s 
share of manufacturing production. Much of the growth in this 
group is explained by the semi-conductor industry (a subgroup of 
electrical machinery, ISIC 383) and by textiles. Correspondingly, 
the share of the technology and human-capital-intensive groups has 
declined somewhat, as the country's advantage in unskilled-labour
intensive p"oducts has been vigorously promoted. 

Trends in Singapore, the most open of the ASEAl!I economies and 
possessing a longer period of industrialization, accord best with 
our t~eoretical predictions (figure IX). In the early 1960s, 
resource- and human-capital-intensive activities were particularly 
important, reflecting the nature of its economic relations with, 
and its factor endowments relative to, its ASEAl!I neighbours. Agri
culture-based activities declined sharply in relative importance in 
the 1960s and early 1970s, as would be expected. Correspondingly, 
the importance of unskilled-labour-intensive activities grew 
strongly, especially in the late 1960s, until rising real vages 
resulted in a sharp absolute and relative decline in these activi
ties beginn~ng in the late 1970s. As in the case o! manufactured 
exports, Singapore began to move into the third phase of our schema 
in the late 1970s, as technology and human-capital-intensi•.re prod
ucts bec11111e increasingly important. 

C. Conclusions 

To what extent has the attempt made in this paper to capture 
and explain the major dimenuons of structural change in ASEAN 
manufacturing since th!! 1960s been successful? In the case of 
exports, the theoretical predictions - based on the relationship 
between changing factor endo"1!1ents and the transformation of 
manufacturing activity - accord well with the observed changes in 
thP ASEAN countries. The four countries for which useful trade 
da~a are available all appear to be following our three-phase 
schema. Departures from the predicted pattern of structural change 
may be explained by institutional and policy factors. The most 
important of these in the ASEAN context have been the close economic 
relationship between Malaysia and Singapore, especially prior to 
1970, and domestic government pollcies affecting the export drive, 
particularly export processing zones and export incentives. 

The effects of policy interventions are particularly important 
in explaining the chisnginl' ou _ •rn of manufacturing production. In 
the three more open economies, S'ngapore (especial1y), Malaysia and 
Thatland, the observed changes match the model's predictions. But 
in the Phtllp:-tnes and, especially, Indonesia the cha~1glng struc
ture of manuf~cturlng production does not correspond closely to our 
expectations. The explanation ts that protection has inhibit~~ the 
growth of industries in wh'ch these two countries have a comparative 
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advantage, and fostered the expansion of a range of uneconomic 
activities. The importance of the protection systems is clearly 
illustrated by the fact that there is a strong association between 
the predictive power of our model and the trade regime. A framework 
has therefore been provided which not only enables structural change 
to be predicted, but also illustrates the effects of protection in 
retarding the all~cation of resources into those activities in which 
a country will have a comparative advantage. 
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AppendiJC I 

DATA SOURCES 

The followin~ two main data sources have been used in this 
paper: 

(a) Trade statistics. These are based 011 the ASEAN-Australia 
Joint Research Project and Australia-Japan Research CentrE; Data 
Banlt. The data, obtained from the World Bank trade data tapes, are 
at the three-digit SITC level and coamence for most countries in 
1962; 

(b) Production statistics. These are based on each country's 
manufacturing statistics (referred to in the figures as "country 
statistical publication"). The publications and coverage for each 
country are: 

( i) Indonesia. Biro Pusat Statistik, St.ttistik 
Industri (Industrial Statistics), annual since 
1970. In addition, a SensJs Industri (Industrial 
Census) has been published for the years 1963 and 
1974. The coverage of the Statistik Industri 
includes: 1974 - firms with 20 or more employees; 
1970-1973 - firms with 10 or more employees without 
power eq•Jipmen': and five o:- more empo_oyees us~ng 
power equipment. Petroleum refining (ISIC 353) is 
not included; 

( 11) Malaysia. Data compiled from unpublished statis
tics obtained from the Department of Statistics 
Annual Survey of manufacturing establishments. The 
data refer only to West Malaysia. Petroleum 
refining is excluded in some years; 

(iii) Philippines. National Census and Statistics 
Office, Annual Survey of Eatablishmenu: Manufac
!ll1n&, annual since 1974. For the yeara l961, 
1967, 1972, 1975 and 1978 there was a Census of 
Establisbments. Beginning with the 1976 Survey, 
all establishments employing one or morf' workers 
are included. Prior tn 1975 firms employing fewer 
than five workers were excluded. The Surveys 
provide data only at the three-digit level. Wher:i 
four- or five-digit data were required, they were 
interpolated from the closest Census; 

(iv) Singapore. Department of Statistics, Report on the 
~ensus of Industrial Production, annual since 
1959. The Census ircludea all firms employir.g at 
least 10 workers; 

(v) Ihilllru1. Nat tonal Stat 1st teal Office, 
~d1!1Uhl Census, occasional since 
Census includes all ff rms employing 
10 workers. 

R,oort of 
1963. The 
at least 
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Appendix II 

THE COMMODITY CLASSIFICATION 

The co111111odity classification follows that of Krause [8], with 
the additional modification introduced by Tyers and Phillips [9] of 
separating resource goods into agricultural- and mineral-resource
intensive products, and other small adjustments. Krause presents 
the classification for SITC (trade) coa111odities. The corresponding 
ISIC (production) categories have been prepared on the basis of an 
ISIC-SITC concordance. The classifications are as follows: 

SITC (trade) classification of manufacturr~ 

Code Product 

61 
63 

661-3 
667 
671 

54 
65 
664-6 
695-7 
729 
735 
81-5 

893-5 

899 
931 1/ 
951 

51 
52 
56-9 
71 
722 
723 
726 
734 
861-3 

1. Agricultural-resource-intensive 

Leather, dressed fur etc. 
Wood, cork manufactures 

2. Mineral-resource-intensive 

Non-metal building products and minerals 
Pearls, precious, semi-precious stones 
Pig iron etc. 

3. Unskilled-labour-intensive 

Medical etc. products 
Textile, yarn, fabrlc etc. 
Glass, glassware, pottery 
Tools, cutlery, metal household equipment 
Electrical machinery n.e.s. 
Ships and boats 
Plumbing, heating, lighting etc. equipment; 

furniture; travel goods; clothing; footwear 
Articles of plastic n.e.s.; toys, sporting goods; 

office supplies, n.e.s. 
Other manufactured goods 
Special transactions 
War firearms, ammunition 

4. Technology-intensive 

Chemical eleminta, compounds 
Coal, petroleum etc., chemicals 
Fertilizers, explosives, ~lastlcs, chemicals n.e.s. 
Machinery, non-electric 
Electrical powered machinery, switch~eared 
Electrical distributing machinery 
Electro-medical, X-ray equipment 
Aircraft 
Instruments, photo, ~lnema supplies, movies 



53 
55 
62 
64 
572-9 
691-4 
698-9 
724 
725 
731-3 
864 
891 
892 
896 
897 
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5. Human-ca~ital-intensive 

Dyes, tanning, colour products 
Perfume, cleaning etc., products 
Rubber manufactures n.e.s. 
Paper, paperboard and manufacturing 
Iron and steel excluding 670-1 
Metal manufactures excluding 695-9 
Metal manufactures n.e.s. 
Teleco11111unications equipment 
Domestic electric equipment 
Railway and road vehicles 
Watches and clocks 
Sound recorders, producers 
Printed matter 
Works of art etc. 
Gold, sflver•are, jewelry 

ISIC (production) classification of manufactures 

Code Product 

311 
312 
313 
314 
323 
33111-3 
3411 

3512 
353 
354 
361 
363-IJ 
372 

321 
322 
324 
331 
332 
3522 
356 bl 
362 
3811 

1. Agricultural-resource-intensive 

Food 

Beverages 
Tobacco 
Leather goods, fur excluding footwear and clothing 
Sawmills, planning and other wood mill• 
Pulp, paper and paperboard 

2. Mineral-resource-intensive 

Fertilizer• and peaticide• 
Petroleum refineries 
Miacellaneou• petroleum and coal product• 
Pottery, china, eart?ier,...·re 
Building products and minerals, non-metallic 
Non-ferrous-metal basic industries 

3. Unskilled-labour-intensive 

Textiles 
Wearing apparel, excluding footwear 
Footwear excluding rubber, plastic footwear 
Rest of wood, cork excluding furniture an~ 33111-3 
Furniture, fixtures, excluding those primarily metal 
Drugs and medicines 
Plastic products n.e.s. 
Glass, glass products 
Cutlery, handtools, general hard·,are 



3812 
38329 !;.I 
3841 
3849 
390 

351 
3529 
3813 
382 
3831 
3839 
3845 !!/ 
3851 
3852 

341 
342 
352 
355 ~/ 
371 
3814-9 
38321-8 
3833 
3842-4 
3853 
3901 
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Furniture, fixt~res prima:ily of metal 
Electronic components, conmunications 
Shipbuildfng and repairing 
Transport equipment n.e.s. 
Rest of other manufacturing, excluding jewelry 

4. Technology-intensive 

Rest of industrial chemicals, except 3512 
Chemical products n.e.s. 
Structural metal products 
Machinery, excluding electrical 
El.ectrical industrial 111achinery 
Electrical apparatus and supplies n.e.s. 
Aircraft 
Professional, scientific equip~ent 
Photographic and optical goods 

5. Human-capital-intensive 

Rest of pap~r and paper products, excluding 3411 
Printing, publishing and related 
Rest of other chemical products, excluding 3522 
Rubber products 
Ir~n and steel basic industries 
F·1bricated metal products n.e.s. 
Radio, television, communication equipment 
Electrical appliances and housewares 
Railroad equipment vehlcles, bicycles 
Watches and clocks 
Jewelry and related articles 

~/ The Philippines classifies exports from export processing 
zones as SITC 931. These are classified as unskilled-labour
intensive. 

~/ Singapore uses 357 for plastics n.e.s., which ls classified 
as unskilled-labour-intensive. 

~/ Data for 38329 (semi-conductors ~tc.) are not always 
provided separately, in which case a sha~e of 3832 has been 
allocated on the basis of years for which data are available. 

11/ Indonesia uses 3845 for bicycles, which is classified as 
unskilled-labour-intensive, and 3846 for aircraft which is 
clas,lfied as technology-intensive. 

~/ 355 ihciudes only 3551 
(miscellaneous rubber products); 
rubber sheeting are excluded. 

(tyres 
crumbe~ 

and 
and 

tuhes) and 3559 
smoked rubber and 
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SOMMA IRE 

Le cout des transports internationaux et le developpement 
;ndustriel dans les pays africains les moins avances 

ldn Livingstone 

Parmi d 'autre;,; avant ages, les 26<pays africains classes dans 
la categorie des pays les moins avances souffrent d'une dimension 
economique restreinte et d'u. cout eleve des transports 
internat ionaux. Le pre,.en::. article trai te de l' impact des deux 
facteurs sur les perspectives de developpement economique et 
industriel de ces pays et contient en particulier des indications 
interessant 1"! probleme des transports. LPs faits montre!'lt qu'une 
faible dimens;on et des couts de transport eleves sont d'importants 
obstacles au ceveloppement desdits pays et qu'il faudrait en tenir 
compte dans l• planification et la formulation des strategies et 
des politiques industrielles. L'article contient des 
recu~mandations concernant les types d'ajustement qui pourraient se 
reveler necessai res a fin de redui re au minimum les effets negat ifs 
des deux facteurs consideres. 

k'impact economigue de l'industrie touristigue 
en R6mbJJ_!lue-Unie de Tanzanie : une anaJyse ~ntrees-surtie!> 

Steve Curry 

ue tourisme est devenu une industrie Internationale importance 
qui a de~ rapports avec les autres secteurs industriels et 
commerciauic ainsi qu•avec !'agriculture. Cet article mesure 
l' impac. economique du tourisme en Republique-Unie de Tanzanie en 
utilis?.nt divers aspects des methodes de calcul du multiplicateur 
des entrees-sorties. L'impact global du tourisme est important 
dans les pays en developpement mais plus faible que celui de la 
plupart des autres secteurs d'exporcation. Des comparalsons entre 
di•:ers types de touristes montrent que les differences entre les 
n i vt>aux de depenses sont plus important es que les differences de 
structure des dep;mses. Des rapports entrees-sorties plus eleves 
n • engendrent pas !orr.ement des revenus plJs el eves. La portef' de 
ces mesures etant l lmltee, i1 taut les completer par des etud'!s sur 
l'lmpa~t Indirect du tourlsme sur l'economle grace a la 
C'.Ontrlhutlon qu'll apporte aux lnvestissem1mts et a la capaclte 
d' Import at Ion. 

Ar.;ilysP fi,. l' lntl'IJ,jtf! f<!norleJle t:le l'~v9l.\iti0n ::tr11rt11rt>l lr 
df's ln'111Hr:les !11!1n•if11!;turHr~i_\'.l_f'$.lll!Y:l_ {lppartf'n:tnt a 
l'ass'>rl'lt\on de11 ni!..t.1Q.ni; d~_J'A$iC \'.lu S.w!::f;H (l\rlASf.) 

Mohamed Ariff et Hal Hill 

[,f'!l mPmhrPs de l 'Asso<'iat!on dP.s natlvns de l 'Asle dll Sud ·P.!H 
(AUASr:) r.ont, rlPpuls vtngt an:i, parml les pays en devPloppPmPnt 
ri'>nt la rrolss11nre est la plus l'aplde. l.e SP.r.teur manufa .. turlf'r 
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constitue un elerr.ent i::;poi:tant de ct.~tf' crcissance. Cette etude 
analyse l'evolution strue~urelle du Jecteur manufacturier de chacqn 
des pays en d~taillant les ten~ances de la production et des 
exportations grace ~ une classification des produits de base tendnt 
compte de l'intensite factorielle. Les transformations 
structurelles a l'ir.terieur du secteur manufacturier peuvent 
s'expliquer par la theorie de J'evolution des avantages ~omparatlfs 
et par reference aux effets induits par 1es mesures 
interventionnistes specifiques. 
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EURACTO 

Los costos del transporte internacional y el desarrollo 
indu,.i:rial en los paises curicanos menos adelant.11.dos 

Ian Livingstone 

Los 26 paises africanos meno!: adelantados sufren J as conse
cuencias de diversas circunstancias poco ventajosas, entre ellas, 
su pequena dimension economica y los elevados costos de los trans
portcs externos. En el documento se examina la repercusion de es
tcs factores en las posibilidades de desarrollo ~!onomico e indus
trial de los paises africanos menos adelantados y, en particular, 
se proporcionan algunas mediciones de barreras derivadas del trans
porte. !.os datos indican que la peqaeiia dimension y los elevados 
costos de transporte son obstaculos considerables al desarrollo de 
estos paises, hecho que debe tenerse en cuenta al plani ficar la 
industria y formular estrategias y politicas. El estudio contiene 
recomendaciones sobre los tipos de reajuste que tal vez se requie
ran para minimizar los efectos negativos de los dos factores que se 
examir..an. 

Las repercusiones economicas de la industria turistica en la 
Republica Unida de Tanzania; un ar.alisis de insumo-producto 

S':eve Curry 

El turismo se ha convertido en una imp~rtante industria inter
naciona 1, que tiene vinculaciones con otros sectores industriales y 
come rd ales y con actividades econ6micas como la agricul tura. En 
este artir.ulo se determinan las repercusiones economicas del turis
mo en la Republica Unida de Tanzania mediante el empleo de diferen
tes metodologias del multiplicador de insumo-producto. El turismo 
tiene importantes repercusiones en los paises en desarrollo, pero 
esa importancia es menor que la de la mayor parte de los sectores 
de exportacion. Las com~araciones entre distintos tipos de turismo 
permiten ver que las diferencias de los niveles de gastcs son mas 
importantcs que las di ferencias en cuanto a la estructura de es
tos. Una mayor 'w inculacion no significa necesariamente una mayor 
generaci6n de ingresos. Esta medici6n de las repercusiones se 11-
mita a un ambito reduc!do, y es r.ecesario complementarla con estu
dios de las repercusiones indi rectas del turismo por la contribu
cion de este a las inversiones y a la capacidad de importaci6n. 

Analisis de la intensidad de los factores del cambio 
estructural •11._el sector_manufacturero de la ASEAN 

Mohamed Ariff y Hal Hill 

En los dos ultimos decenios, los paises miembros de la Asocia
cion de ~aciones del Asia Sudoriental (ASEAN) han venido figurando 
entre los paises en desarrollo de rr.is ripido crecimiento. El sec
tor manufacturero ha desempenado un papel importante en ese 
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crecimiento. En este documento se analiza el camblo estructural 
del sector manufacturero de cada pais, desagregando las tendenclas 
de la producci6n y de las exportaclones a base de una clasiflca
cion de la lntensidad de los factores de productos fabricados. Las 
transformaciones estructurales dentro del sector manufacturero pue
den explicarse por la teoria del cambio de la ventaja comparatlva y 
por los efectos de determinadas lnvenclones estatales. 
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