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Preface

As part of the Industrial Development Decade for Africa, UNIDO is paying
increasing attention to the problem of industrial rehabilitation. Thkrough its
integrated, multidisciplinary rehabilitation programme, UNIDO offers support:
(i) at the macro-industrial policy level in order to remove obstacles to
industrial development; (ii) at the sub-sectoral level that encompasses
similar and interrelated enterprises; and (iii) at the level of a specific
enterprise and in productive plants in order to cope with critical bottlenecks.

Under this programme, the Regional and Country Studies Branch (REG) is
conducting diagnostic studies to determine the major problems of African
manufacturing and the potential for regenerating the sector. The aim is to
provide a basis for policies and measures that may lead to overall
improvements, and to identify individual plants for rehabilitation assistance.

The present publication serves a dual purpose:

- it outlines the methodology used by REG in its work on regeneration and
rehabilitation issues;

- it describes the programme of work on these issues.

The document is the first in a series of publications on regeneration and
rehabilitation.
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1. The probiem

Compared to other continents or developing countries, Africa is in dire
straits. Of the major developing country regions, sub-Saharan Africa has the
lowest provision of basic needs, the highest population growth, and the lowest
efficiency of investment. Per capita GNP growth rates continue to stagnate or
to decline in most countries. Most per capita incomes are desperately low -
less than $300 in Zaire, Mali, Ethiopia, Mozambique, and Malawi - and in many
cases are lower than they were 20 years ago. The per capita income of the
region as a whole today is lower than in 1970. Of the 33 countries listed in
UNIDO's Industry and Development - Global Report 1988/89 with a per capita
income of less than $400, more than two-thirds are African.

The agricultural sector, the major source of livelihood in the great
majority of African countries, has not been able to provide the fast-growing
populations with essential food supplies. For most countries, agricultural
products are also the principal source of foreign exchange, and export
earnings have dropped dramatically.

The picture is equally gloomy for the manufacturing sector. Urntil the
early 1980s, growth rates in African manufacturing generally resembied those
of other developing countries. Since then, however, industrial performance in
Africa as a whole has sharply deteriorated relative to other developing
regions. If capacity utilization is takean as an indicator, only a few
countries, such as Kenya, had a utilization rate of 70 per cent or more
(registered enterprises). Utilization rates well below 50 per cent are not
uncommncn. In the mid-1980s, for example, the rate was 33 per cent in Sudan
(private setor), 36 per cent in Liberia, 25 per cent in Tanzania, and between
30 and 50 per cent in Zambia (selected major industries).

An upturn can be witnessed from 1985 onwards. Growth in sub-Saharan
Africa, measured in MVA terms, jumped from -0.8 per cent in 1984 to 4.1 per
cent in 1985, and has remained at that level; forecasts for 1988 even show a
4.5 per cent growth rate. As growth in individual North African countries was
even stronger, it must be assumed that growth rate for all Africa would even
be higher.

It is doubtful whether this upward trend will continue, for two reasons.
Most African industries are heavily dependent on domestic markets and will
remain so in the short and medium term. Overall econnmic growth has been
sluggish, and thereforec domestic markets have expanded very little. The
sluggish overall growth is related to the heavy dependence on raw material
exports of most countries, and these export earnings show few signs of
increasing. Meanwhile, prices of imports have continued rising, so that
Africa’'s terms of trade have fallen disastrously during the 1980s. In
addition to the fall in commodity prices, the introduction of substitute and
synthetic materials has depressed the demand for Africa's staple products.

At the same time, debt has accumulated - much of it incurred to meet the
fall in expor: receipts. The unfavourable extermal economic environment,
particularly the slump of commodity prices in world markets, coupled with a
large external debt, continues to have strong negative effects. Serious
balance-of -payments problems are common in sub-Saharan Africa. Moreover,
capital flows have been drying up as investors, donors and international
financial organizations lost confidence in African economies. The resulting
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shortage of foreign exchange has prevented the import of raw materiais and
essential equipment and spare parts for industry. The lack of such iirports
has led to the widespread breakdowns of machinery and low rates of capacity
utilization.

These macro-economic problems aggravate the mzny problems at the lever of
individual industries. During the early stages of industrialization, projects
were often based on unrealistic assumptions of! dumestic market demand growth,
availabi’ity of local raw material, export rrespects and the development of
supportive national infrastructure. I[n many instances investments have also

been made on the basis of project concepts that were technologically toos
complex to be sustained over the long-term without significant toreign
assistance. Therefore, many infant industries have tzaded to remaiu weak and
financially vulnerable. In many projects, iasuf:icient support in the form cf
training and other essential auxilliary inputs tended to drastically afiect
productivity. Specific pricing, trade and induestrial poiicies have in man:
cases distorted product miarkets and prcduction conditions. In other cases,
especially in the food processing industry, expected raw material supplies to
mauufacturing proved to be insufficient, irrcgular or even non-existeant. in
this connection, the perpetual prcbiems of the agricultural sector constitats
a particularly serious obstacle to renewed industrial growth.

Given the many constraints on its developmen:, it comes as no surprise
that structura: change in African industry has bteen slow. Although a shitte
away from the dominant subsector - food products - is discernible in many
countries, the share of industries that are strong grow=ars elswhere in the
developing economies - electronics, garments, transport equipment - has on toe
whole remained very modest. Major capital goasds or export-orientsd
manufacturing industries are uncommon in Africa. Opportunities to diversify
and expand industries through the exploitatioa oi regional markets and through
regional co-operation have only been marginally explored so far.

The manufacturing sector will be ¢f crucial importance in the recovery
and renewed growth of the African economies. Even if in many countries the
agricultural sector wiil have to take the lead in the recovery prccess,
industry has a vital role to play. It will:

- help to provide for the needs of the rapidly growing populations
(Africa's population is the world's fastest growing);

- contribute to lowering the very high unemployment levels;

- provide inputs and equipment to other economic sectors, thus reducing the
need for imports;

- contribute to the diversification of African exports away from raw
materials, creating new sources of foreign exchange.

Under the present circumstances, it is highly unlikely that the recovery
and expansion of the African manufacturing industry will attract much new
investment, even if the investrcnt climate would radirally improve during the
next few years. The regeneration of the sector will, to a large extent depend
on the rehabiltiaton of viable existing manufacturing enterprises.




2. An approach to rehabilitatien

Manufacturing industries which overcome or master specific internal
problems may not escape the obstacles imposed by the overall economic
environments and by the Government's fiscal, monetary and economic policies.
It is therefore very important to include such problems in an assessment of
rehabilitation issues. It is for that reason that a "top-down" approach to
rehabilitation and regeneration is adopted here. This approach starts with an
ex:;:mination of the macro-econ mic level, descends through :the sector,
sub-sector and branch levels, and finally arrives at the plant level.

Until now, most rehabilitation work in Africa has not been systematic or
comprehensive. Rather, it has either been view2d as the treatment of a
plant’'s technical problems - without an analysis of cthe real causes or their
ramifications - or as a wmacro-economic issue only. In the first case,
technical assistance activities have often been carried out in isolation,
separated from analyses of financial requirements, market possibilities, or
the availability of raw materials and intermediate outputs. This approach has
frequently resulted in rehabilitation projects and government requests that
were too narrowly focused. Often, corresponding international co-operation
has been on the basis of such narrowly-defined project concepts. Thus, there
is the serious risk of only "patching a leak™, with the possibility cf ancther
leak developing elsewhere.

The concept of industrial rehabilitation should therefore be broadened
and interpreted as securing optimal use of existing capacities and resources
for future, general industrial growth - that is, to regenerate the African
industrial development process. The true challenge, then, is to identify
which enterprises are best suited for rehabilitation, that is, where scarce
foreign exchange and other investible resources will be most efficiently used
to upgrade production and company performance with the largest possible effect
on overall growth.

In particular cases "industrial rehabilitation” may actually lead to
recommendations for plant closures. In such caseg it is recognized that rhere
dare important social and political implications to be considered; ex ante,
however, closure cannot be excluded even then. In such cases the established
meaning of the concept of rehabilitation may block such actions because it
restricts th.r view of decision-makers to the industrial structure as it
exists. Tie concept of regeneration as a wider and more forward-looking
concept will help all parties concerned to understand that closure may be a
necessary part of an attempt to establish an industrial structure with better
prospects for sustained growth.

The second task is to combine the plant rehabilitation process with a
restructuring programme of the industrial sector as a whole to ensure growth
dynamism, domestic economic integration, and/or the provision of support
industries and services. Such a programme will entail investment in new
capacities in industry, infrastructure, sei1vices and primary commodity
production. The third task should be the adjustment of the policy and
administrative framework to better support the domestic and international
efforts towards the industrial regeneration objective.
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Rehabilitation is mot just technical rehabilitation, but a prccess that
has technical, technological, organizational and managerial as well as
economic, financial, marketing, design, and ergineering aspects. It should be
understood that restructuring, both at a subsector level and at che level of a
company or industrial plant, takes into account the economic and financial
aspects, as well as the general and technical management structure, product
technology and range, and domestic and foreign markets. Therefore human,
physical and financial resources should be concentrated on a few manageable
projects or markets, and attention should be focussed on technological
development and market trends.

In this connection that the issue of regional and subregicnal
co-operation appears vital. In many instances rehabilitation of industries
would presuppose enlargement of the narrow dcmestic market, joint raw material
supplies by several neighbouring countries or other forms of common
activities. Appropriately designed rehabilitation porgrammes therefore need
to be based on an assessment of possible co-operative modalities among some
Africa countries in selected subsectors.

The 'top-down'" approach is surmarized in Figure 1. The first level of
analysis in a study of regeneration znd rehabilitation needs is the country -
after a quick assessment of conditions and developments in the global
environment and the region that may influence the domestic manufacturing
sector of the country under review. From the country level, the analysis
proceeds to luower levels of aggregation, until the plant level is reached.

Fig. l: A top-down strategy for renhabilitation indicatoers

Global trends and
regional comparison

1
Macroeconomic Country level Macroeconomic
level level
Sector
level
Sub-~-

sector level

Firm/
plant level
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Surveys of rehabilitition needs based on this approach %hus seek to
assist African Governments in linking the macro, branch level and project
issues in making decisions on rehabilitation and upgrading of production. The
apprcach is also expected to increase the rate of survival of the particular
plants or sub-sectors in which rehabilitation projects are undertaken, if
concomitantly the context in which the selected plants or sub-sectors will
have to operate is giver due consideratior. For industrial rehabilitation
must be a dynamic, forward-looking concept. To restore industry back to what
it was may not be sufficient. The world and economic conditions change
rapidly. To ignore these conditions might lead the industry back to what it
was before the rehabilitation exercise started - which could have been in the
doldrums. After all, inability to cope with changes in external conditions
may have been the cause of the industry's poor performance in the first place.

An important feature of the approach is to carry out rehabilitation
analysis as a2 team effort - int=grating the policy, economic, technolozical,
managerial, financial and marketing dimeansions. For this reason, the team
that conducts the field mission is compecsed of experts in a number of areas.
This is a departure {rom the traditionai method of sending either an eungineer
or an economist to assess the viabiiity of a plant.

The team is supported by national experts in each of the same areas of
specialization. These local specialists are in the position to provide the
right contacts and to know the answers to questiors requiring knowledge of
specific local conditions. In addition, the country designates one senior
official in the Ministry of Industry or other relevant body to be the overall
national co-ordinator. A local Liaison Officer is appointed to handle various
matters between the team and government, particularly the national
co-ordinator.

The importance of the team approach cannot be over emphasized. It is
crucial that it be made up of highly motivated and competent professionals
with solid and relevant development experience. It is the team that performs
the diagnostic surveys; interviews Government officials, industry
representatives, and representatives from varicus donor agencies based in the
country; and formulates recommendations not only fcr specific rehabilitation
projects but for improvements in the cverall economic policy environment. The
members must be able to work effectively with =ntrepreneurs, plant managers,
and government officials respon-ible for the development of the industrial
sector. The composition of the teams facilitate the production of final
reports covering all the issues - from macro-economic tec plant specific -
including recommendations and follow-up measures.

The team is directed by a team leader who is familiar with multilateral
an! bilateral agencies, as well as with the practices of commercial and
development banks. With the help of the other team members, the leader’'s
efforts include preparing, promoting, and obtaining financing for bankable
projects. At a later late, after completion of the rehabilitz*ion analysis,
the team leader may return to the field to assist African entrepreneurs in
presenting the projects and in negotiating with investment authorities,
suppliers of equipment, financial institutions and possible technical
partners. Another important task of the team leader is to present the
tindings and recommendations of the country missions to possible investors,
financial instijtutions, donor ag-ncies and multilateral institutions.
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These recommendations mainly concern individual plant Jevel
rehabilitation. They are however accompanied by recommendations of a more
general nature, for improved performance at the ‘»ranch, sub-sector and sector
level. The plants selected for rehabilitation can be seen as pilot proiects;
the lessons drawn from their rehabiiitation, aicng with improvements in the
industrial environment, should nelp to initiate a process of overall
regeneration in the sector.

3. Regioza:. ard Countrv Studies 3rinca (REG'S) progricse

Reccognizing the economic and industrial crisis facing Africa, the Atvican
Heads of State and Government prociaimed the 1980s as the Industrial
Development Decade for Africa (IDDA). Subseguentlyv, the Ceneral Assembly
called upon UNIDO to formulate, in co-operation with the secretariats cf the
Organization of Africa Unity (0AU) and the Economic Conmission of Africs
(ECA), proposals to implement the programme for the Industrial Development
Decade for Africa and to monitor 1ts progress. The programre etaborated was
then subsequently adopted by the governing bodies Gt 0AU, ECA and NI,

In response, an integrated multidiscirlinary approa-h to the protler of
industrial rehabilitaticn in Africa was formulated. Subseguentiy, the General
Conference adopted this industrial rehabilitation programms with the result
that it is now an integral part of the 168%/%5 Programme Budg-t. Keeping in
mind the complexity of the rehabiiitation iss:c<, UNIDO has formalated support
activities at all relevant levels:

- at the macro-industrial policy Ievel in order to remove maior obstacles
to industrial development;

- at the subsectoral leve! that encompasses enterprises engaged in similar
and interrelated manufacturing activities;

- at the enterprise and plan leveis, in order to cope with critical
bottlenecks identitied o co-operation with Goveranment authorities.

The overall empbasis is an agro-industries. Not only because, at
present, these dominate African manufacturing, but also becausc these
industries will continue to be a key element in attempts to diversify exports,
and will continue to play an essential role in improving the supply of basic
needs goonds to African populations.

Within the UNIDO programme, the emphasis of REG's work is ~t the
regionai, rountry and macro-industrial level. As a first step, REG has
prepared an overview of all African countries. After describing the domestic
economic and administrative context, these "country briefs” present a short
analysis of the manufacturing sector and its rehabilitation needs and
potential. The briefs can be used as a basis for the selection of countries
for in-depth studies.

The main part of REG's programme consists of a series of such in-depth
country studies. These studies applying the ''top-down" approach, and carried
out by field teams as des-ribed above, contain an analysis of the performanre
of the manufacturing industry in the overall economic framework and within the
context of changing external economic conditions. This covers the broad
assessment of major constraints and resulting inefficiency of production faced
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by industry in terms of: inter alia, availability of financial resources
(including foreign exhcange), material inputs and human skills, technology,
industrial structure and relevant infrastructure, and markets. The role of
government policies and institutionai measures is also examined in this
context. Detailed examination is made of relevant data, information and
surveys available in the Worid Bank and in various national and intermational
development co-operation agencies and research institutions in Europe and
elsewhere. Subsequently, field analvsis is undertaken. On the basis of an
assessment of the relevant {actors, individual plants are identified that are
likely candidates for UNIDO-supported rehabilitaticn efforts, and suggestions
for the improvement of the industrial environment are made. It is intended to
evaluate the 1988/1989 field studies programme during an interrational
coaference on rehabilitation issues.

As these studies contain confidential plant-leve! information, their
distribution is restricted. For & wore general readership, highlights of the
country studies are prepar-=d. These contain the information collected by the
fieid teams in a condensed form. The work of REG during the 1938/1989
bicuniw. is thus r=flected in two series o!f publications: the "Special reports
on industrial renabilitation™ series consists of the full-lingth country
studies. Thne other reports - the country briefs (with a statistical companicn
veime), the hignlights, special publications related to the international
conference, and the present volume - are published in the "Studies on the
retiabiltiation of African industry" series.

In the latter series, studiec on Zambia and Angnia have already been
issued. The countries were first reviewed in their internatioral context.
Macro-economic, country-level analysis incluées key characteristics of the
country's administration and economy. At the sectoral level, manufacturing
was reviewed in terms of overall characteristics, major problems and
constraints, trade, and assessment of policies and imstitutions rclating to
this sector. The sector was especially considered in its relation to
agriculture, since for most countries agro-based industries are the most
important. At the sub-sector level, both the Zambia and Angola reports
focused on agro-related industries and its branches. Again, overall
characteristics, major problems and constraints, 'inkages, and policies as
they relate to the food processing sub-sector were analysed. Finally, at the
plant level, a detailed analysis was made of the rehabilitation needs of four
firms, with specific recommendations for rehabilitation efforts.

The full application of the "top-down’ approach is obviously labour
intensive. It is therefore expected that, as the first lessons of its
application have been learned and as the progranme continues and expands, a
division of labour will be applied to country studies.

In accordance with its mandate, REG will concentrate mere strongly on the
analysis at the higher levels and do lower level analysis primarily to assess
the implications of the suggested plant rehabilitations for policy and
institutional changes. More attention ran then be paid to such crucial issues
as linkages with other sectors, especially agriculture, and establishing of
more exact pictures of industrial performance, problems and potential at the
branch level. For it is at this level that the information gaps are largest.
One way of establishing such a picture would be the collection of key data
from manufacturing enterprises in the branch. The field teams would
concentrate on data that are relevant for branch performance.
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The more detailed plant-level rehabilitation analysis and implementation
work would then become the responsibility of the specialized units within
UNIDO. Great care should of course be taken that the work of the various
units is co—ordinated, so that all the essential elements of the "top-down”
approach are applied and the contribution to the successful regeneration and
cchabilitation of the industrial sectcrs selected is maximized.






