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PREFACE

Within its work programme for monitoring industrial development in
developing regions and countries, the Regional and Courtry Studies Branch of
UNIDO is carrying out analyses of constraints to and prospects for inter-
regional co-operation in industrial development. One approach is to monitor
the emerging trends and issues in the sphere of industrial co-operation
between developing and developed countries. The purpose of the present Study
is to document the past record of industrial co-operation between the ACP
States and the EC, with a view to looking into future prospects of possible
options for effective industrial co-operation.

The Study attempts to furnish a synthesis of existing research findings
on trade, aid, finance and industrialization in the ACP States. The purpose
of such an exercise is to provide background information and preliminary
indications of crucial issues and options that could be taken into account in
shaping industrial co-operation and industrialization in the ACP States. The
Study is primarily intended to initiate a debate on the macro-economic
environment, structural adjustment policies and industrial strategies deemed
vital for accelerating the process of industrialization in the ACP States
within the framework of industrial co-operation initiatives. It is hoped that
the Study would provide useful analyses and background information for
industrial policy-makers in the ACP States. It should be noted that while the
study examines trade issues relevant to industrial development it does not
provide in-depth analyses of such issues in view of the established division
of work between UNIDO and UNCTAD. |

The paper 1is divided into four ~Chapters. Chapter 1 outlines the
evolution of industrial co-operation between the ACP States and the EC, with a
focus on pertinent Titles and Articles of Lomé Conventions which provide the
theoretical and institutional framework for fostering the process of
industrial co-operation. Chapter 2 presents a regional analytical overview of
industrial performance in the ACP States under Lomé Conventions. Major
constraints impeding industrial co-operation between the ACP States and the EC
are presented in Chapter 3. Owing to paucity of regional data, some
inferences are deduced from the experience of selected countries in the
Sub-Saharan Africa, Caribbean and Pacific regions. Chapter 4 looks into the
future prospects and options for effective industrial co-operation.

The present Study was prepared by the Regional and Country Studies Branch
of UNIDO in collaboration with Dr. Anthony Jennings as UNIDO consultant. It
is based on personal interviews with staff of UNCTAD, GATT, ACP, CDI and EC
Secretariats, and on information sourced from international organizations and
publications. The study is based on information available as of mid-1988. An
earlier version of the study was widely circulated for comments and
information purposes in mid-1988.
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EXPLANATORY NOTES

Regional classifications, industrial classifications, trade
classifications, and symbols used in the statistical tables of this report,
unless otherwise indicated, follow those adopted in the United Nations
Statistical Yearbook.

Dates divided by a slash (1987/88) indicate a crop year or a financial
year. Dates divided by a hyphen (i987-1988) indicate the full period,
including the beginning and end years.

References to dollars ($) are to United States dollars, unless otherwise
stated.

Totals may not add precisely due to rounding.

In Tables:
Three dots (...) indicate that data are not available or not separately
reported;

Two dashes (--) indicate that the amount is nil or negligible;
A hyphen (-) indicates that the item is not applicable.

The following abbreviations are used in this document:

ABECOR Association of European Banks Co-operation
ACP African, Caribbean and Pacific States

ADAB Australian Development Assistance Bureau
ALCOA Aluminium Plant

CARICOM Caribbean Common Market

CBI Caribbean Basin Initiative

CEAO West African Economic Community

CEPGL Economic Community of the Great Lake Countries
CDI Centre for the Development of Industry

CPS Caribbean and Pacific States

DAC Development Assistance Committee

DFC Development Finance Corp..ration

EC European Community

ECA Economic Commission for Africa

ECU European currency unit

ECOWAS Economic Community of West African States

EDF European Development Fund

EIB European Investment Bank

EUROSTAT Statistical Office of the European Communities
GATT General Agreement on Tariffs and Trade

GDF Gross domestic product

GNP Gross national product

GSP Generalized System of Preferences

GUYMINE Guyana Mining Enterprise Ltd.

1DA International Development Association

IFC International Finance Corporation

IMF International Monetary Fund

ISIC International Standard Industrial Classification
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JVs Joint venture scheme

LDC Least developed countries

MARIUN Manu River Union

MIGA Multilateral Investment Guarantee Agency

MVA Manufacturing value added

NICs Newly industrializing countries

Nz$ New Zealand dollar

OECS Organization of Eastern Caribbean States
) OECD Organization for Economic Co-operation and Development

0DA Official Development Assistance

OPEC Organization of the Petroleum Exporting Countries
N PFP Policy Framework Paper

PIIDS Pacific Islands Industrial Development Scheme

SAF Structural Adjustment Facility

SAL Structural Adjustment Loan

SITC Standard International Trade Classification

SMEs Small and medium enterprises

STABEX Stabilization Programme for Exports

SSA Sub-Saharan Africa

SYSMIN System for Minerals

INC Transnational corporation

UDEAC Customs and Economic Union of Central Africa

UN United Nations

UNCTAD United Nations Conference on Trade and Development

UNIDO United Nations Industrial Development Organization

UNSO Statistical Office of the UN Secretariat

us United States




SUMMARY

The ACP represents a highly diversifiad economic grouping in terms of
geographic characteristics, level of economic deveiopment, per capita income
and degree of industrialization. Acknowledging industrialization as a driving
force in bringing about structural transformation of the ACP States the aims
of industrial co-operation between the ACP States and the European Community
ar> directed towards deriving full benefit from those States' human and
material resources through the modernization of their sociceties. Using the
framework provided by the Lomé Conventions the European Community endeavours
to help the ACP States carry out programmes and projects by enhancing the
infrastructural and institutional framework for industrial developmont.

The industrial performance of the ACP countries has lagged behind the
expectations of the Lomé Agreements. In seven ACP member States of
Sub-Saharan Africa (ACP/SSA) the manufacturing sector 1is still at its
incipient stage, accounting for less than 5 per <cent of GDP.
Industrialization has usually taken the form of import substitution, with a
relatively small degree of indi'strial processing of raw materials for
exports. The relative importance of the European Community as a market
destination for manufactured goods has declined, despite an array of
concessions. By contrast, the US and Japan are emerging as significant
trading partners. The Lomé provisions do not seem to have created significant
impact on employment creation either in formal or informal manufacturing
activities in the ACP member States of Sub-Saharan Africa.

Manufacturing output per worker in Sub-Saharar Africa fell by 18 per cent
in 1975-1979 and recorded a further fall of 15 per cent during 1980-1925.
There is, thus, an urgent need to arrest de-industrialization and strengthen
the manufacturing base in ACP/SSA. [ major effort is required to raise
capacity utilization rates, reduce import dependence and increase
inter-sectoral linkages. The manufacturing sector also needs to be more fully
integrated into the structure of the national economy.

The ACP member States of the Caribbean and Pacific regions also exhibit
great diversity in size and stage of industrial development. Many of them
have demonstrated vulnerabil 'ty to external trade shocks in recent years.
Throughout the Caribbean and the Pacific, the size of the national manu-
facturing sector is relatively small in both absolute and relative terms and
the potential for intra-industry linkages remains largely unexploited. The
main trade flows of the Pacific States have been influenced by traditional
trading partners. Although the Lomé Convention gives duty free access to the
European Community, the major influence on Caribbean trade has been the
Caribbean Basin Initiative (CBI) implemented by the United States.
Non-traditional exports benefiting from duty-free entry to the United States
rose significantly in recent years. In so far as the manufacturing sector has
undergone structural deepening in the two regions, this was largely explained
by the petroleum-based chemical industries and mineral processing.

A set of complex and interdependent ~onstraints impede industrial
co-operation between the member States of ACP and the European Community. The
impact of exogenous shocks stemming from factors beyond the control of the ACP
States and the European Community has reduced the effectiveness of some
co-operation initiatives and the impact of policies aimed at accelerating
industrial development.
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An assessment of the provisions for industrial co-operation in the
Convention indicates that an impressive framework of aims, instruments, and
strategies already exists in the "letter" of the Convention. Yet, the
practical implementation falls short of the aspirations.

By adapting the Titles and Articles of the Lomé Conventions to the
changing economic realities of the ACP States, the issue may be seen as one
primarily of a political commitment to the implementation of the spirit of the
Convention, both by the ACP, and their EC partners. Apart from marginal
amendments and some additions to keep pace with recent economic policy trends,
for example the evolution of the dialogue on structural adjustment, and shifts
of emphasis towards private enterprise, it is difficult to foresee the need
for any major new amendments in the '"letter" of the Convention for industrial
co-operation.

In the light of the weak performance of industry under Lomé, however it
may be desirable and possible to argue for a new Industry Strategy Initiative,
similar to previous initiatives on food security, desertification, etc.

The stagnating flow of external resources to manufacturing activities has
meant that the direct contribution of the manufacturing sector to the debt
crisis is minimal. However, the burden of the debt crisis is transmitted to
the import-dependent manufacturing activities through import restrictions on
essential inputs which has resulted in capacity wunderutilization and
inefficiency. Industrial development has also been constrained by falling
domestic demand, stagnant export earnings leading to acute foreign exchange
shortages and the existence of anomalies and contradictory measures within
national trade and fiscal policies. There is, thus, a strong case for a
substantial increase in resources devoted to the manufacturing sector in
ACP/SSA within the framework for future negotiations and for a restructuring
of the process for determining assistance eligibility, implementation of
agreed programmes and monitoring performance. There is also a need for
increasing the flow of resources to the manufacturing sectors of the Caribbean
and the Pacific regions. These regions accounted for a relatively small
proportion of the total aid programme under Lomé I - III. The external
vulnerability of the Caribbean and Pacific region can be significantly reduced
by means of a regionally co-ordinated programme of integrated industrial
development.

The new round of negotiations for industrial co-operation could focus on
the development of an emergency rehabilitation programme aimed at rescuing
potentially efficient enterprises currently severely affected by
infrastructural breakdown and foreign exchange shortages. Many of these
enterprises will be domestic demand oriented., Their rehabilitation may lead
to the creation of strong backward and forward linkages with the rural and
small town economy. They can provide substantial subcontracting opportunities
for small-scale enterprises. The practical implementation of an integrated
industrial strategy requires that special emphasis be placed on the rapid
development of the agro-based, metalworking, engineering and agricultural
input producing industrial branches.

Future negotiations could make a major contribution to wupgrading
industrial capacitizs. In a macro-policy enviro.ment conducive to
rehabilitation and growth, industrial co-operation could give priority to
raising national capacities with respect to industrial planning activities,




entrepreneurship, management and technology, project design, contract
negotiation and technology acquisition. Such an upgrading of capacities will
enlarge the scope for production sharing agreement between the EC and the ACP
States in areas where the ACP States enjoy a comparative advantage such as in
natural resource-based and labour-intensive production branches. UNIDO and
other UN agencies have in the past been deeply involved in programmes related
to the upgrading of industrial capacities in the ACP States, and co-ordination
of the UN and the Lcmé Agreements in these areas seems desirable in order to
avoid policy inconsistencies and duplication.

Integrated industrial development requires that industrial policies and
programmes be organically subsumed by the macro—economic strategy. A
prerequisite for industrial co-operation leading to the development of an
integrated industrialization strategy is the greater involvement of the EC
States in the macro-economic and structural adjustment process in the ACP
States. There is a strong case for EC participation in the Structural
Adjustment Facility (SAF) related processes and the preparation of the Policy
Framework Papers (PFPs) and country related industrial programmes. There are
also arguments for the re-organization and strengthening of existing
institutions and for the creation of new institutional foci in the industrial
policy making field. Thus, a new institutiomnal function may be necessary to
bring together representatives of the business community to advise ACP and the
EC governments on the effects of policies and regulations on business and the
specific needs of the business community.

A key issue in the renegotiation of Lomé and the availability of
investible resources for manufacturing is whether to expand the European
Investment Bank (EIB) or create a new institwtional function. This issue has
been debated at previous negotiations and many of the same pros and cons still
apply. Resources to relaunch growth could be incorporated into a special EIB
programme to support production sharing projects. The question of ACP
participation in the management of EIB resources remains a contentious issue.
A specific cell at the EIB for the ACP countries, on whose management the ACP
would have representation, could be an appropriate compromise.

A new institutional focus is also required to support the programmes for
public sector rationalization and privatization in the SSA, the Caribbean and
Pacific regions. Whereas changes in national institutions suggested by
Structural Adjustment Programmes (SAP) may represent an important step, 2
regional institutional focus 1is also required to co-ordinate national
privatization and public sector rationalization strategies and create
opportunities for new regionally-oriented industrial wunits to reap the
benefits of expanded economies of scale. It is suggested that EC and ACP
institutions could fruitfully collaborate with UN agencies involved in the
industrial field for the davelopment of a regional framework for the
harmonization of national privatization policies.

There 1is also a need for streng.aening existing 1institutions,
particularly the Centre for the Development of Industry (CDI) and the ACP
Secretariat. A case might be made for expanding UN linkage to the ACP
Secretariat in the field of evaluation and monitoring of industrial policy
initiatives. The work of the joint ACP-UNCTAD Committtee on trade issues may
provide a wuseful starting point for increased UN support for sustaining
international co-operation between developed and developing countries within
the framework of a new Lomé Agreement.




In addressing the emerging issues the following options may be considered
by policy-makers.

(a)

(b)

(c)

(d)

The adoption of an integrated, industrialization strategy by the ACP
countries: Negotiations could be focussed on the question of
enhancing industry's contribution to the national economy and
particularly to the rural sector. Emergency rehabilitation
programmes could concentrate on industrial wunits with significant
output and subcontracting linkages to the rural economy and the
small informal sector. Priority ought to be accorded to agro-based
and agricultural input industries, engineering and metalworking
industries as well as product adaptation and provision of basic
requirements for the rural population.

The adoption of an integrated jndustrialization strategy 1is not
incompatible with the search for an expansion of markets for
manufactured exports. The export strategy must be selective in the
sense that products with maximwm backward linkages are given
particular encouragement. National exrort strategies should also be
regionally co-ordinated to ensurc 2aa avoidance of production
duplication. A broadening of the praduct range presently covered by
the STABEX and SYSMIN arrangements could contribute §ignificantly
towards the adoption of an export strategy which is an integral part
of a coherent self-reliant industrialization programme. Given the
adverse impact of declining primary commodities prices of most ACP
States there exist a strong case for improved market access and
opportunities for manufacture through reduced tariff and non-t-ciff
barriers.

Expansion of resources allocated to manufacturing is required if the
switch to an integrated industrialization strategy is to be made.
It is also required to arrest the de-industrialization trend to
which most ACP States have been a victim since the early 1980s. The
expanded resources could be devoted to the upgrading of industrial
capacity in the ACP States with priority being given to industrial
planning, entrepreneurship, management, and technology, project
preparation and selection in co-operation with the private sector.
New institutional functions to strengthen the role of existing
institutions. The negotiations could consider mechanisms for
extending the policy dialogue on industrial issues., This could
involve an extension of the EC's role in the formulation and
implementation of the SAP related work and an institutional focus
may be necessary to ensure that this occurs. New institutional
functions may also be required to expand private sector
participation in the industrial policy making process and within EIB
to increase its contribution to manufacturing investment in the ACP
States. Regional institutions for the harmonization of national
privatization and public sector rationalization programmes may also
play a useful role. Finally, there is a case for strengthening the
role of CDI and the ACP GSecretariat in the field of industrial
policy. UN agencies may usefully participate in supporting some of
these institutional initiatives. ‘
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Additional efforts and resources to conduct in-depth research on
industrializatior could enable the ACP States to identify and assess
their needs and opportunities, resources and constraints, issues and
options as well as policies and strategies in the field of
industry. As part of this exercise linkages could be strengthened
with concerned international agencies, including UNIDO.




1. BACKGROUND

The origin of negotiations between the Eu..pean Community (EC) and
developing countries setting a "model'” of North-South co-operation in economic
development dates back to the signing of the Treaty of Rome in 1957. With the
independence of many African States in the 1960s new links were established
between the European Community and 18 African States in the First Yaoundé
Convention (1965-1969), followed by further five years of co-operation under
the Second Yaoundé Convention. The Lomé I, which came into operation in April
1976, represented a ‘andmark with a significant step towards economic
co-operation, expanding its sphere of activities from 19 African States to 46
African, Caribbean and Pacific States (ACP). The Second Lomé Convention
(Lomé II) came into operation in December 1980 and lasted until February
1985. The Third Lomé Convention is a trade and aid agreement running from
January 1986 to December 1990, between the EC and 66 African, Caribbean and
Pacific States.

The ACP as a group encompasses 45 States in the continent of Africa and
the States of the Indian Ocean, 13 Caribbean and 8 Pacific States.t” In
terms of population some 391 million out of a total ACP population of
401 million inhabit Sub-Saharan Africa. The Group of 66 ACP States is more
than one-third of the States represented in the United Nations Organization.
It is a highly diverse group both in terms of economic and industrial
structure.

The European Community and the ACP States in the Third Lomé
Convention?” acknowledged that industrialization is a driving force in
bringing about a balanced and diversified economic and social development and
creating conditions conducive to the attainment of the ACP States collective
self-reliance. Acknowledging industrialization as a driving force in bringing
about structural transformation of the ACP States, the aim of industrial
co-operation between the European Community and the ACP States is directed
towards deriving full benefit from those States’ human and natural resources
through the modernization of their societies; to create jobs; to generate and
distribute income; to facilitate the transfer of technology and its adaption
to conditions in the ACP States and their specific needs; to foster
complementarity of the different branches of industry and between industry and
the rural sector in order to make full use of the potential of the latter; and
to promote new relations of dynamic complementarity in the industrial field
between the Community and the ACP States.

1/ The list of ACP States is presented in Annex A.

2/ Selected Titles and Articles of the Lomé 1III ACP-EEC Convention
pertaining to indistrialization and trade are presented in Annex B.
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The institutional instruments to achieve the aims of industrial
development are also detailed in Title III, and include:

- financial and technical co-operation under the European Development
Fund (EDF};

- a Committee on Industrial Co-operation, supervised by the Committee of
Ambassadors - Current Chairman is the Ambassador for Zambia;

- the European Investment Bank (EIB);

- the Centre for the Development of Industry (CDI).

The strategies tailored to achieve the aims of industrial development
include:

- The establishment and expansion of all types of viable enterprise
which have been identified by the ACP States as important in terms of
their development objectives.

- Special emphasis on the restoracion, upgrading, reorganization or
restructuring of existing industrial capacities which are viable but
temporarily out of action or performing badly and also on the
maintenance of plant equipment and enterprises and, for this purpose,
industrial co-operation shal!l be focussed on assistance for the
start-up or rehabilitation of such enterprises and on the relevant
forms of training at all levels with particular attention paid to:

industries for the domestic processing of ACP raw materials;
- agro-industries;

- integral industries capable of creating links between the different
sectors of the economy; and

- industries which have a favourable effect on employment, the trade
balance and regional integration.

Community financing shall take the form, as a matter of 1 ‘ority, of
loans from the Bank on its own resources and of risk capital, the. being the
specific financing methods for industrial enterprises (see Article 65).

Special attention tc the particular needs and problems of the least
developed, landlocked and island States notably in the following areas:

- processing of raw materials;

- developmment, transfer and adaption of technology;

- development and financing of schemes in favour of small- and
medium-sized industrial enterprises;

- development of industrial infrastructure and energy and mining
resources; and

- adequate training in the scientific and technical areas.
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The Centre for the Development of Industry (CDI) was created to pay
special attention to the specific problems that arise as regards promotion of
industrialization activities of the least-developed, landlocked and island ACP
States. At the request of one or more least-developed ACP States the CDI
grants special assistance for identifying on the spot, examining, assessing,
preparing, promoting and assisting in the implementation of industrial
projects in the ACP State concerned. The European Community endeavours to
contribute in a spirit of mutual interest to the development of ACP-EC and
intra-ACP co-operation between entzrprises by information and industrial
promotion activities. Selected Articles of Lomé III deal with crucial areas
in the sphere of co-operation between the European Community and the ACP
States:

- the Community shall contribute to the establishment and development of
smzll- and medium-sized enterprises in the artisanal, commercial,
service and industries sectors ...(Articles 67 and 206).

Assistance in the field of industrial training at all levels:

- the Contracting Parties recognize the importance of private investment
for the promotion of their development co-operation and acknowledge in
this respect the need to take such steps as would promote such
investment ... (Title IV Article 240},

- projects or progrcmmes may be financed by grant, or by special loan,
or by risk capital, or by loans from the Bank from its own rescurces,
or jointly by two or more of these means of financing ... (Article
197);

-~ wvith a view to aiding the implementation of operations of general
interest to the economy of the ACP States, the Community may
contribute to the formation of risk capital ... (Article 199);

- the financial resources of the Community may be applied at the request
of the ACP States, to co-financing ... (Article 200); and

- regional co-operation including inter-regional production and
marketing enterprises ... (Article 113).

An assessment of the provisions for industrial co-operation in the
Convention indicates that an impressive framework of aims, instruments, and
strategies already exists in the 'letter' of the Convention. Yet the
practical implementation falls short of the aspirations.

By adapting the Titles and Articles of the Lomé Conventions to the
changing economic realities of the ACP States, the issue may be seen as one
primarily of a political commitment to the implementation of the spirit of the
Convention, both by the ACP, and their EC partners. Apart from marginal
amendments and some additions to keep pace with recent zconomic policy trends,
for example the evolution of the dialogue on structural adjustment, and shifts
of emphasis towards private enterprise it is difficult to foresee the need
for any major new amendments in the "letter'"” of the Convention for industrial
co-operation. '

In the light of the poor performance of industry under Lomé, however, it
may be desirable and possible 'to argue for a new Industry Strategy Initiative,
similar to previous initiatives on 'food security, desertification, etc.
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2. REGIONAL OVERVIEW OF INDUSTRIAL PERFORMANCE IN THE ACP STATES

2.1 ACP member S*ates of Sub-Saharan Africa (ACP/SSA)

2.1.1 Recer.c economic trends

In recent years the ACP member States of Sub-Saharan Africa (ACP/SSA)
represented a continent with the lowest pace of economic growth in the Third
World. Growth of GDP in real terms for ACP/SSA was estimatad at less than
1 per cent in 1985, following a 1 per cent decline for five consecutive years
ending in 1985. According to recent estimates growth of GDP in real terms
recorded hardly 1 per cent in 1987. However, the regional average conceals
wide variations; oil-exporting countries continued to experience negative real
growth in 1986, and grew by a mere 0.3 per cent in 1987, bearing the burden of
the oil price-induced recession. Middle-income energy-importing countries and
low-income countries recorded 3.3 per cent and 4.7 per cent GDP growth
respectively in 1986, keeping pace with population growth. In the case of the
poorest African countries the decline in real per capita output which set in
the mid-seventies appears to have been temporarily halted in 1986, largely
because of the recovery of harvests following the catastrophic drought of
f98h-1985. However, within the poorest group the most heavily indebted
Countr1es suffered a further decline in per capita output. Economxh
1nd1cators showing a detailed classification of ACP/SSA by country and reglon
as presented in Table 1 depict significant regional differences. For example
the average annual GDP per capita growth is lower for Western as compared wlth
Eastern Africa, and their debt burden higher. However, the overall long—teqm
record is dismal. In the period 1980 to 1985 alwost half the countries in the
ACP/SSA group suffered negative average annual GDP per capita growth.

‘ Though Suu-Saharan African countries managed to increase their exports fn
volume terms, the steep decline of commodity prices severely affected export
earnings in 1986. The value of total Community imports from the African ACP
countries fell from ECU 29 billion in 1985 to ECU 18 billion in 1986, despite
a 1.5 per cent increase in volume terms. The deterioration in the terms of
trade wiped out the .xpected benefits of increased production and resulted in
a decline in per capita consumption in many countries.

; The fall in export earnings had an immediate impact on the debt-servicing
and import capacity of Sub-Saharan African economies. Despite debt relief
measures initiated by a number of lenders since the United Nations special
session in June 1986 and numercus rescheduling operations, external
indebtedness has continued to increase in Africa, and for many countries the
debt servicing burden has grown much heavier, exposing them to the state of
‘country risk"” in international lending.

The total external debt of Sub-Saharan Africal”, estimated at $90
bxllxon at the end of 1985, is now in excess of $100 billion. The aggregate
ex ante debt servicing ratio for Sub-Saharan Africa was 42 per cent in 1986,
with an averagz of close to 60 per cent for the 22 countries classified as
debt-distressed. The structure of African debt, regarded as comparatively
favourable at the beginning of the decade, has been altered by rescheduling,
conditionality agreements and adjustment loans and is now increasingly rigid,
partly because of the growing preponderance of debt to multilateral financial
institutions.

1/ For details see UNIDO, "Industry and External Debt in Africa:
! A Preliminary Analysis”, Industry and Development, No. 17, 1986.




Table 1: Selected economic indicators of the ACP States cf SSA, 1975-1985 ( selected years and periods)
Average
Average annual Total
, annual Total Total Total Cereal GNP GDP per external Debt
Total population land arable net imports/ per capita public service/
population growth area land ODA GNP capita growth debt exports
Subregion/country 1985 1975-1985 ('000 (million 1984 1245 1985 1980-1985 1985 1985
- (million) (percentage) sq km) ha) ($'000) (percentage) ($) (percentage) ($ billion) (percentage)
Southern Africa
Botswana 1.1 3.2 60.0 1.4 97 3.2 840 7.6 0.3 2.9%
- _ lesotho __ _ _ _ _1.5 2.2 3.0 0.3 94 2.9 470 -0.9 0.2 6.2
Malawi 7.0 3.0 11.8 2.4 113 0.5 170 ~-1,2 0.8 28,1%7
\waziland 0.8 - 1.7 0.2 3047 1.0 646 -0.1 0.3 4,957
sambia 6.7 3.4 75.3 5.2 329 1.3 390 -2.5 3.2 10.2
Zimbabwe 8.4 3.1 39.1 2.7 237 0.4 680 -1.1 1.5 32,2
TOTAL 25.5 3.2 190.9 12.2 900 1.6 5338/ 0.3%7 6.3 4,127
Coastal
Benin 4.0 2.9 11.3 1.4 96 1.0 260 -1.2 0.8 30.6
) Ghana 12.7 2.6 23.9 1.1 204 0.6 380 -3.0 1.2 12,2
Guinea 6.2 2.4 24.6 1.5 119 1.5 320 0.5 1.3 16.0
- Guinea Bissau 0.9 4.1 3.6 0.3 5347 3.7 169 0.5 1.6%7 15,347
) Cote d'Ivoire 10.1 4.0 32,2 2.9 125 1.5 660 -4,0 5.7 17.4
Liberia 2.2 3.2 11.1 0.1 91 4.0 470 -5.8 0.9 3.8
Nigeria 99.7 3.9 92.4 28.6 32 0.6 800 -4,5 13.0 30.8
Togo 3.0 2.7 5.7 1.4 114 2.0 230 -5.1 0.8 27.5
Sierra Leone 3.7 2.1 7.2 1.6 66 2.2 350 =-2.1 0.4 5.7
TOTAL 142.5 3.6 212.0  38.9 900 1.9% 404’ -2.7% 25.7 17.7%




Table 1 (continued)

Average
annual Total
Total GNP GDP per external Debt
Total population net per capita public service/
population ODA capita growth debt exports
Subregion/country 1985 1975-1985 1984 1985 1980-1985 1985 1985
(million) (percentage) ($'000) (percentage) (8$) (percentage) ($ billion) (percentage)

Central Africa
Cameroon 10.2 481 810 3.9 2.0 10.0 )
Central African Rep. 2.6 108 260 ~1.4 0.3 11.8 -
Congo 1.9 71 1,110 5.1 1.8 19.6 )
Equatorial Guinea 0.3 1547 ven -1.0 0.1%7 12.3
Gabon 1.2 73% 3,340 -0.6 1.0%7 14,247
Sao Tome and Principe 0.1 1147 278 -1.2 R o v
Zaire 30.6 324 170 -1.7 4,8 8.6
TOTAL 46.9 1,080 99587 ¢ oW 10.0 12,7587
Western Africa Sahel
Burkina Faso 7.9 3.5 2.6 197 3.5 150 -3.9 0.5 28.6%7
Cape Verde 0.3 1.4 0.1 59%7 6.4 428 1.9 0.2%/ 200.0%7
Chad 5.0 2.2 3.1 182 ces . -7.4 0.1 0.5%/
Gambia 0.6 2.1 0.2 5447 8.2 23 -0.9 0.3% 15.5%7
Mali - - 7.5 1.8 2.1 380 5.2 150 -2.6 1.3 16.6
Mauritania 1.7 2.0 3.7 205 6.0 420 -1.3 1.4 19.0
Niger 6.4 3.1 3.7 305 3.8 250 -1.8 0.8 26.7
Senegal 6.6 3.2 5.2 205 . 370 1.4 2.0 9.0
TNTAL 36.0 2.6 1,677 8ub’ -1.8% 6.6 39,587




Table 1 (continued)

Average
Average annual Total
annual Total Total Total Cereal GNP GDP per external Debt
Total population land arable net imports/ per capita public service/
T " population - -~growth - - - area land 0ODA GNP capita growth deht exports
Subregion/country 1985 1975-1985 ('oo0 (million 1984 1985 1985 1980-1985 1985 1985
(million) (percentage) sq km) ha) ($'000) (percentage) ($) (percentage) ($ billion) (percentage)
Eastern Africa
Burv-li 4.7 2.4 2.8 1.1 143 0.7 230 -0.9 0.4 16.6
Comoros 0.4 2.9 0.2 0.1 kg 3.5 278 0.4 0.2% 4,427
Djibouti 0.4 5.5 2.2 2.2 5927 -0.4 0.2%" 12.6%7
Ethiopia 42.3 2.1 122.2 13.2 710 3.4 110 -2.0 1.7 10.9
Kenya 20.4 4.1 58.3 1.9 439 1.0 290 -1.6 2.9 25.5
Madagascar 10.2 3.0 58.7 2.5 182 1.6 240 -3.9 2.3 19.6
Mauritius 1.1 2.0 0.2 0.1 3287 3.3 1,070 2.5 0.5/ 20,147
Rwanda 6.0 3.4 2.6 0.7 181 0.6 280 0.1 0.3 4,3
Seychelles 0.7 3.4 0.73 0.006 1547 -4.2 0.1%7 13.4%
Somalia S.4 5.0 63.8 1.1 354 5.2 280 4,0 1.3 44 .8
Sudan 21.9 3.2 250.6 12.4 1,129 2.6 300 -3.5 5.1 15.6
Tanzania 22,2 3.3 94.5 4.1 487 1.0 270 -3.1 3.0 16.7
Uganda 14.7 2.6 23.6 4.9 184 . cen 0.1 0.7 oes
TOTAL 150.4 3.0 679.7 44,3 3,949 2,34 335%7 -1.0 18.7 17.0%7
Sources: World Bank, World Development Report, 1987; The World Bank Atlas 1987; FAO, Production Year Book 1986, FAO,
Trade Year Book 1986; and UNIDO data base.
a/ 1984,
b/ 1983,

c/ 1982,
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As a result of the fall in the purchasing power of exports and the
increasing demands made on foreign curreacy earnings by debt servicing
requirements, the import capacity of Sub-Saharan Africa again declined in 1986
from $28.5 billion to under $27 billion. In the most heavily indebted
countries, per capita imports fell by almost 7 per cent per year in real terms
from 1980 to 1985 and are now lower than they were in 1970.

The shortage of imported grods is felt in industry and other productive
sectors, severely affecting capacity utilization rates. It also has an
immediate social impact, in that it disrupts essential collective services.
It further jecpardizes the maintenance of basic infrasiructure. Most
Sub-Saharan African countries are caught up in a vicious circle of debt,
foreign currency shortage and recession. It is to this challenge that the new
ACP/EC convention must respond.

2.1.2 The degree of industrialization in ACP/SSA

The low overall level of industrialization in SSAY” is revealed by the
share of manufacturing in GDP in 1965 and 1985 relative to other developing
countries. Not only is the share of SSA countries well below the norm for the
relevant income levels in both years, the middle-income African countries,
suffered a decline in the share of manufacturing over the two decades
(Table 2).

In at least seven African countries the manufacturing sector is still at
its embryonic stage, accounting for less than 5 per cent of monetised gross
domestic product. Its contribution to generating income has been negligible.
Simiiarly in twenty countries, with 12 per cernt of the regional SSA
population, manufacturing activities are of marginal significance.

Table -: Contribution of manufacturing to GDP, 1965 and 1985

(percentage)
1965 1985
Low-income economies 21.0 26.0
Low-income SSA countries 9.0 8.6%7
Lower-middle income developing countries 16.0 17.0
Lower-middle income SSA countries 9.0 7.0%7

Source: World Development Report, 1987.

a/ 1984,

1/ For an overview of industrialization in Africa see UNIDO, "Regenerating
African_Industry: Pre-Diagnostic Country Surveys”, (forthcoming).
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In the perio’ 1970 to 1985 some 27 African countries suffered negative
growth rates of MVA per capita. Table 3 shows that all regions of the ACP/SSA
suffered a contraction of their already weak manufacturing base, and hence
income-generating capacity. In the case of Western and Southern Africa the
decline in MVA per capita continued over the whole period from 1970 to 1985.
The least developed countries in Africa suffered a 1.1 per cent and 3.7 per
cent decline in MVA and MVA per capita respectively during 1970-1985.

In comparison to other developing countries, several of the SSA countries
however have exhibited fairly vobust performances. Some of the low-income
countries, like Burundi, Rwanda, Senegal and Malawi, and middle-income oil
importers 1like Mauritania and Botswana, have sustained rates of growth
comparable to many countries in other regions. The comparison, however, is
distorted by the very small bases with which many of the African countries
start. Among the dozen more industrialized SSA countries (i.e., with MVA over
$300 million in 1983), five show consistently positive growth rate, while two
(Ghana and Zambia) show consistently negative rates. Five countries in
descending order, Gabon, Zimbabwe, Mauritius, Zambia and Cote d'Ivoire have
per capita MVA of over $100. The lead established by Gabon is explained by
its petroleum resources (and associated processing), which makes it by far the
richest country in SSA, with per capita 1984 income of $3,580. Nigeria's
large population drags down its figure to a fairly low level. Ghana, an early
starter in the sphere of industrialization, is even lower, a testimony to its
long years of decline. Mauritius, with its dynamic export sector, has almost
caught up with Zimbabwe, whose large industrial base has been stagnant.

Industrialization has principally taken the form of import substitution
of a dozen or so industrial activities, virtually the same in each country,
e.g., beer-making, manufacture of soft drinks, cotton textiles, paints and
varnishes, confectionery, cigarettes, footwear, flour-milling, canning, cement
manufacture, bottle-making, plastic articles, etc. There has also been a
certain amount of treatment of raw materials for export. Two-thirds of the
activities are light industries producing consumer goods, catering primarily
for the needs of a relatively high-income privileged minority. There is a
virtual absence of intermediate industries or industries producing capital
goods. By and large in all the countries, with the exception of Mauritius,
there has been no redeployment of industry to areas where manpower is cheap
and efficient.

There has been practically no integration (upstream, downstream or
between sectors) to generate growth. There have therefore been no multiplier
or induced effects (except, to a certain extent, in cotton and textiles).
There are high-cost industries for a whole number of inter-related reasons
(inadequate infrastructure, high stafrfing costs, excessive size from an
economic point of wview or insufficient from a technical angle, absence of
industrial environment, under-utiliz:tion of capacity, imposed minimum wages)
and also because incentives to reduce costs have been systematically blunted
by various types of protectionist policy. Most wundertakings: are not
competitive internationally, some (e.g. assembly industries) consume more
foreign exchange than they save and many are unprofitable, at present at least.

The development contribution of this tardy industrialization process with
no real base has therefore been very small, with little value added, limited
contribution in terms of foreign exchange, few jobs created, meagre (and very
unequal) income distribution, exacerbation of the backwardness of  the rural
economy and of the existing insecure food situation, negative effect 'on
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Table 3: Growth of manufacturing value added in SSA, by area, 1970-1985

(selected periods and years)

MVA n current $ million

MVA per capita Growth rate Index
Bcgion/area __in current § (at 198C prices) (1980=100)
1985 1970-1985 1970-1973 1973-1975 1975-1980 1980-1985 1981 1982 1983 1984 198

North Afrvica

MA 18,079 6.5 5.3 6.0 6.8 6.1 106 113 122 128 134

MVYA per capita 167 3.7 2.9 3.5 3.9 3.4 103 107 112 s 11
Maghred

MA 7,749 6.8 9.2 5.6 7.0 5.3 106 110 119 12 1:

MVA per capita 153 4.0 6.4 2.9 4.2 2.5 103 105 109 112 114
tentral Africa

VA 2,056 6.0 5.7 -0.6 3.5 12.0 118 141 151 i67 17

MVA per capita 29 3.2 3.1 -3.2 0.7 8.9 IS 138 139 149 154
CEPGL

MVA 382 2.0 5.1 4.1 0.8 1.6 102 98 104 105 10¢

MVA per capita 9 -0.9 2.3 1.2 -2.0 -1.4 99 93 95 9] 9
SDEAC

MYA 1,630 8.3 3.2 5.3 &.7 14.8 124 156 167 188 201

MVA per capita 19 5.8 1.1 3.1 2.3 12.0 121 149 156 171 178
West Africa .

A 5,561 5.3 8.8 6.0 7.2 -3.7 106 107 98 .1 88

MVA per capita 33 2.1 5.6 2.8 3.9 -6.7 103 100 89 16 76
CEAO

MVA 1,642 3.0 6.0 &.5 2.9 0.3 103 104 103 103 102

MVA per capita 38 0.2 3.2 1.7 0.0 -2.6 100 98 9 92 88
MARIUN

MVA 178 1.8 7.8 3.6 2.7 -3.7 106 9 100 93 82

MVA per capita 15 0.4 5.7 1.5 0.4 -5.9 103 9 93 85 73
Western and
Southern Africa

MVA 4,825 1.1 6.8 -1.2 0.3 1.5 104 104 104 105 110

MVA per capita 30 -2.0 3.8 -&.1 -2.8 -1.6 101 98 95 91 9%
Atrica LDC

MVA 2,767 -1.1 0.3 -0.3 ~-3.1 1.4 97 9 101 103 106

MVA per capita 15 -3.7 -2.2 -2.8 -s. -1.4 L I 93 93 92
Source: UNIDO. Handbook of Industrial Statistics, 1988 (Forthcoming).

te: Crouped according to UNCTAD, Handbook of Internstional Trade and Development Statistics, 1985 (TD/STA.13).
Maghreb Algeria, Morocco, Tunisia
CEPCL Economic Community of the Creat Lakes Countries:

Burundi, Rwanda, Zaire. '

UDEAC Customs and Economic Union of Central Mricn:

Cameroon, Central African Republic, Chad, Congo, Equatorial
CEAD West African Economic Community: I

Benin, Burkin Faso, Cote d'Ivoire, Mali, Mauritanis, Niger,
MAN UM Manu Piver Union:

Cuines, Liberis, Sierrs Leone.

Guinea, Cabon.

Senegal.
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overall competitiveness, scarcely any induced effects, foreign debts and
strains on the budget, and increased externa! dependence, leading to the
existence of an incomplete, unbalanced and vulnerable industrial structure.
The weight cf ACP/SSA industry set against world industry is negligible -
$15 billion, or less than 0.5 per cent of world manufacturing value added,
which is proportionately less than the rest of the developing world, and
growth is also lower than in other regions.

2.1.3 An overview of industrial performance in ACP/SSA

The record of industrial performance in ACP/SSA viewed in the context of
the objectives set out in the Lomé Conventions presents a dismal picture.
Despite success in few manufacturing subsectors in some countries, there is a
general concensus that industrialization in the ACP States of SSA continues to
be at least embryonic, with incomplete, unbalanced and vulnerable structures.

The key issue 1is that Africa is endowed with both agricultural and
mineral resources, with vast potential for the development of manganese,
phosphates, iron ore, bauxite, tin, copper and diamond-based industries; yet
exploration and product development in these branches is virtually at a
stand-still. The region continues to import an increasing proportion of
processed mineral intermediate prcducts, and the ample potentiil for increased
utilization of intra-industry linkages remains unexploited.

The extent of import dependence in manufacturing: far from self-reliance

UNIDO has compiled data for over 40 African countries, for the time
periods 1972-1974 and 1979-1981, on the share of domestic production and
imports in apparent consumption (defined as domestic production plus imports
less exports) for over 100 commodities.!” The main features are summarized
in Table &. The Table, however, is incomplete, primarily because it excludes
all products in category 38 of the International Standard Industrial Classi-
fication of All Economic Activities (ISIC) (category 17 of the Standard
International Trade Classification (SITC)), i.e., metal products, machinery
and transport equipment. Domestic production in precisely these branches grew
significantly during the period 1973-198l in some countries; however, since an
overwhelmingly large proportion of this production is of assembly character,
its import content is likely to be high and broadly in line with trends
presented in Table 4.

Table 4 presents a truly alarming picture of the extent of Africa’'s
import dependence as far as manufacturing industry is concerned. It is clear
that an overwhelmingly large proportion of these imports are obtained from
outside Africa. Food manufacturing and textiles are the only branches in
which the import to apparent consumption ratio is below 25 per cent for the
majority of countries for which data are available. Soap is the only chemical
product within this category. Two other chemical products (liquified
petroleum gas and distillate fuels) have import to apparent consumption ratios
below 50 per cent for the majority of African countries. Motor gasoline in
the period 1979-1981 may also be regarded as a borderline case. Eighteen of
the 41 countries for which data are available had import to apparent
consumption ratios above 50 per cent.

1/ Source: UNIDO, “Industry and External Debt in Africa: A Preliminary
Analysis", Industry and Development, No.17, 1986.
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Of all the items , 54 per cent exhibitec import to apparent consumption
ratios approaching 100 per cent for all or almost all African countries. For
another 28 items (12 per cent of the total), the majority of African countries
had import ratios approaching 100 per cent. These categories included
virtually the whole range of intermediate industrial inputs (including most
chemicals, all mineral processed products and even wood, pulp and paper)
necessary for the development of an integrated industrial structure.

Another feature of African industrialization revealed in Table 4 is the
surprisingly small change that took place in import ratios between the periods
1972-1974 and 1979-1981. Out of the 43 commodities included in category 1
(i.e. with import ratios approaching 100 per cent in almost all countries), as
many as 38 commodities remained within it in both time periods. Three
products (wood pulp sulphate, non-cellulosic staple and lubricating oil) moved
down one category and had import ratios approaching 100 per cent in the
majority of Africar countries. Two products (glycerine and unwrought lead)
moved up to category L. By 1981, all African ccuntries had an import ratio of
100 per cent in these commodities.

The picture at the other end of the list is more complex. Five of the 13
commodities included in the lowest category (with import ratios below 25 per
cent for the majority of countries) have moved; but only three (cheese, raw
sugar and refined sugar) have moved in the "right" direction and achieved a
lowering of their import to apparent consumption ratios vis-a-vis the period
1972-1981. Movement in the intermediate categories is also limited. Seven
products (malt, motor gasoline, distillate fuel, raw sugar, liquid petroleum
gas, cheese and refined sugar) out of a total of 23 moved in the "right"
direct‘on. The overall impression, therefore, must be that the pace of import
substitution and domestic integration of production somewhat slackened during
the 1970s and remained largely confined to the petroleum-based products. No
progress whatsoever has been made in terms of the major categories of
industrial intermediates or in the production of fertilizers. In all
fertilizer categories, the majority of the African countries continued to have

import to apparent consumption ratios of approximately 100 per cent during the
1970s.+"

There 1is no evidence of any sipnificant improvement in the ACP/SSA
States' drive towards self-reliance as spelled out in Title III of the Lomé
Conventions which endeavours to strengthen development efforts in pursuit of
achieving elf-reliance.

1/ The "Africa" category includes north Africa non-signatory ACP States.
This category may be accepted as an indicator of the ACP/SSA/EC
experience since over the period analyzed the ACP/SSA States accounted
for over 90 per cent of the African States' aggregate figure of the
European Community's imports of manufactured goods. The EC has special
agreements with a number of North African and West Asian countries and
the impact of the current negotiations on the relationship between these
states and the EC is likely to be significant. This paper does not
address this question since the North African and ''est Asian countries
are not participants in the current round of negotiation.




Table 4:

L4

Summary of data on import content of apparent consumption for
selected commodities in 40 African countries, 1972-1981

Commadities in which
tstie g/ sppreaches
100 per ceat is all

or almost sll coustrtes

Commadities ia which
catie a/ epproaches
100 yec cemt is
asst couatries

Commsdities {a whica
catle ¢/ ia mat
belew 73 pec cemt

ia mest

couatries

Commgdities ta which
cakieo s/ (s wet
Selow 30 per cent
it sost countcies

Commodities in which
catie 8/ 18 a0t
below I3 per ceat
in asst cowatties

Commodities ia which
catie 8/ is below
23 per ceat
i® 808t couwatries

Veod pulp ¥/ g/

Pulp from ether Cibres 3/ ¢/

Veod pulp sulphate )/

Bewspeint B/ ¢/

fNethanel 3/ ¢/

Clycerine ¢/

Qilerine b/ ¢/

Tinc oside §/ ¢/

Titasiva oxides b/ ¢/

lasd otides ¥/ ¢/

Ammonis 3 g/

Saestic soda ¥ ¢/

Sade «sb B/ ¢/

Nydcoges pecroxzide )/ ¢/

Calcrum cacdide D/ 2/

Oyesculls 3/ ¢/

Vegetadle %sasisg
extracets W/ ¢/

Activeted cacdos B/ ¢/

Potassic lectilizers b/ ¢/

Syathetic crubder ¥/ ¢/

Noe-cellulosic staple D/

Regenarstad cellulese b/ ¢/

Lubcicating oil d/

Angles, shapes etc. B/ e/

Heavy irer plates b/ ¢/

Medium-waight plates Y/ ¢/

?la%es oand sheets 3/ g/

Tisaed flish B/ ¢/
Ralt §/
veod ulp
sulphate ¢/
Otaec primting
paper y/ ¢/
Lesft papee B/ ¢/
Nachine-ande
papec b/ ¢/
Clycecine 3/
Sulphucric acid %/ g/
¥itrogeaoss
lectilizecs B/ z/
?h0sphste
factilizers ¥/
Issecticides
ete. B/ g/
Hee-cellulosic
staple ¢/
Rotor gaseline B/
Kerosene b/ ¢/
Oistillate fuel b/
Labricating oil ¢/
Pig icom B/
Vire cods ¢/
Uswrought leed b/

</

Tocal:

Rew gugsc b/

Ralk g/

Cottea yaen ¢/
Roter gasellae ¢/

Total:

28 eatries 4/

4 entries ¢/

Suttar 5/ ¢/

Oistillate fuel ¢/

Liquelied petrelens
tes B/

Coment ¥/ ¢/

Cheese b/

Vegetadle oil ¢/

Tlowe b/ ¢/

Relined sugac 5/

Foetweer ¢/

Particle beard 3/ 3/

Liqualied petrolewn
ges ¢/

Comant 3/ ¢/

Total: 6 eatcies ¢/

Tatal:

11 entcies ¢/

CQieese ¢/
Nergscine 5/ ¢/
Yagetable oil %/
few segur g/
Refined sugac ¢/
Animal feed 3/ g/
Seec §/ ¢/
Soft driaks b/ ¢/
Cigarettes 5/ ¢/
Cottom yecm ¥/
Cotton

Cabric 3/ ¢/
Yoatwesr 3/
ioap 3 ¢/

Total: 20 eatries

Tia plate B/ g/

Railvey treck aaterial 3/ ¢/

Plain wice B/ ¢/
Tubes ¥/ ¢/

Velded tudes b/ ¢/
Coppec bacs atc. ¥/ g/
Copper tubse B/ ¢/
Tmrcought sluminiem )/ ¢/
Alunisium rods B/ ¢/
Alumisius plates §/ ¢/
AMusiniua tubes ¥/ 3/
Vawrught lesd ¢/
Jswrowght tisc B/ ¢/
linc places Y/ ¢/
Unwrought tia b/ ¢/
Tin plates ¥/ ¢/

Tocal: 81 eatries §/

Source: UNIDO, "Africa in Figures', I1S.517, 6 February 1985, Table 7.

Import to apparent consumption ratio.

During the period 1972-1974,

During the period 1979-1981.

Each commodity is counted twice: once for the period' 1972-1974 and once
for the period 1979-1981. !
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Exports of manufactures: disappointing experience with the EC

As indicated in Table 5, there is clear evidence that a long-term decline
in the market share for the European Community imports of African States'?:’
manufactured goods had set in by the mid-1970s, continuing in the
mid-eigthies.!” By contrast the declining trend in shares to the US and
Japanese markets reversed from 1980 to 1984. Almost certainly the economic
climate within the European Community, especially between 1980 and 1982,
contributed substantially to the disappointing experience of the ACP States
as suppliers of manufactured products. The period 1980-1984 saw lower average
annual growth rates for imported manufactured products, compared with the
average performance for the period 1970-1980. However, this should not be
allowed to hide the fact that rates of growth of manufactured imports from the
African ACP States for the period 1970-1984 have always been lower than those
achieved by any of the other groupings. Almost certainly these data reflect
to some degree the supply sid: problems in the production of manufactured
goods.

During the 1970s and the 1980s the value of trade in manufactured goods
between the industrialized countries and the developing countries increased
substantially. Developing countries accounted for 33.6 per cent of
industrialized country imports of manufactures in 1984 compared with a share
in this market of less than 20 per cent in 1980. This rising importance of
developing countries is reflected in the average annual growth rate of
14.6 per cent for 1980-1984. But the maior source of this growth was the US
market (Table 5). In contrast to tlL: U.S.A., the European Community declined
in relative importance as an importer of manufactured products from developing
countries between 1970 and 1984. In 1970 the Community was the largest
importer of manufacturing goods from developing countries within the
industrialized countries absorbing 43.8 per cent of this trade. By 1980 this
share had fallen to just under 40 per cent, and by 1984 it stood at only
24,7 per cent.

While exports and imports between Africa and the European Community have
risen in value the expected increase in trade shares has not been achieved.
The import value index of manufactured goods (1980 = 100) from Africa to the
European Community rose from 31 to 99 in 1981 and 154 in 1984. The export
value index of manufactured goods (1980 = 100) from EC to Africa rose from 22
in 1970 to 126 in 1981 and remained at 126 in 1984.

The share of non-EC imports of manufactured goods from Africa fell from
7.7 per cent in 1970 to 5.5 per cent in 1980, and to 5.3 per cent in 1984,
Africa's share of EC import trade from all developing countries fell sharply
from 45 per cent in 1970 to 28 per cent in 1980 and 27.5 per cent in 1984, due
primarily to the emergence of Asia as a major exporter to EC. In 1970 the
value of EC imports of manufactured goods from Asia was three-quarters that
from Africa, but by 1984 was more than double in value the imports from Africa.

1/ Source: EUROSTAT, EC-Developing Countries, Manufactured Products -
Analysis, 1970-1984, Luxembourg, 1987. ‘




Table 5: Share of manufactures in imports of all products
from developing countries, 1970, 1980 and 1984
, (percentage)

Importer All
i industrialized
- - _ _Exporter countries . Usa EC #’ Japan

1970 1980 1984 1670 1980 1984 1970 1980 1984 1970 1980 1984
Developing
countries 24.4 19.5 33.6 34.3 27.2 51.5 20.1 19.8 25.5 13.5 9.3 13.6
Mid-income ‘
developing countries 14.9 5.7 8.7 13.3 4.6 11.0 le.6 8.0 9.5 12.0 2.7 4.3 =
lL.ow—income |
Jdeveloping countries 9.8 30.5 29.3 11.1 37.7 45.6 5.1 31.4 26.4 15.4 5.8 5.9
ALP 28.7 il.2 12.9 14.2 5.4 11.2 30.6 14.2 12.2 54,0 28.7 30.3
Middle income ACP 27.2 24.0 30.4 68.2 14.6 34,2 21.8 27.2 28.5 27.7 26.6 31.9
Other ACP 20.4 20.3 36.4 36.0 33.1 56.1 16.3 19.7 28.3 9.3 8.6 13.1
Africa 23.2 13.3 18.0 23.6 6.2 17.9 20.9 17.0 17.3 48.9 27.6 35.5
~ Low-income Africa ~ 17.3  21.1 28.3 18.4  22.3 34.1 20.1 21.4 18.5 11.1 23.5 24.4
Asia 25.5 21.4 41.6 58.4 43,2 71.0 19.0 21.1 36.8 8.9 7.4 11.8

Source: EUROSTAT.
~ - -~ al- Ten European Member States.

1 ]
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The share of non-EC exports of manufactured goods to Africa increased
from 14.8 per cent in 1970 to 19.1 per cent in 1981 and fell to 14.1 per cent
in 1984. Africa's share of EC export trade in manufactured goods to all
developing countries fell from 45.7 per cent in 1970 tc 44.3 per cent in 1980
and 38.6 per cent in 1984. As in the case of imports, it is Europe's exports
to Asia which have been the major factor in pushing down Africa’'s share.

The USA as a market for Africa's exports of manufactured goods has grown
faster than the EC, but this is from a low base, and in total is only a third
of the absolute size of the E. market. Similarly US exports of manufactured
goods to Africa have increased faster than those of the EC, but again from a
low base, and in total are only some 16 per cent of the EC exports.

Japan as a market for Africa's exports of manufactured goods doubled in
value over the 1970 to 1984 period, but from a low base and remains less than
10 per cent of the size of the EC market. Japan's exports of manufactured
products to Africa grew fast to 1981 but also then fell back, and by 1984 were
about 16 per cent of the EC exports.

The European Community is, thus, the most important market and source of
manufactured goods for Africa. However, the Africa-EC trade patterns in
manufactured products have changed in the opposite direction to wvhat might
have been anticipated from the objective of Lomé. The relative importance of
the EC as a market for Africa's manufactured exports and source for
manufactured imports has declined, despite the fact that trade concessions of
industrial goods are particularly liberal under Lomé. This includes granting
free access to all ACP industrial products as defined in EC customs
regulations, although these preferences have been eroded with the
implementation of other schemes such as Generalized System of Preference
(GSP). Intra-regional trade in SSA has remained disappointingly low, only
accounting for 5 per cent of their exports in 1983. More recent data on
EC/ACP trade shows relatively good growth rates for 1983-1985, and it is
suggested that the Lomé Convention had a buffer-effect on EC/ACP trade, as
compared with the volatility of other developing country trade. In 1986/87,
the margin on international trade in goods had diminished so rapidly that
there has been a serious decline in manufactured EC/ACP trade. The following
two principal instrumentss seem to violate the spirit of Lomé:

a) The impositions of voluntary export restraints (VERs), whereby the
ACP State concerned agrees to limit exports through self-restraint
on the threat of having formal barriers imposed; and

b) Over-restrictive rules of origin that require ACP States to supply
an unrealistically large proportion of the final value of a product
before it can benefit from the preferences.

It is argued that the rules of origin are unreasonably tight, and that
the EC is slow to grant preferences to new ACP exports that are eligible
within the spirit, but not the letter of Lomé, and that VERs have been
imposed. It is contended that controls through VERs have been infrequent, and
have been applied more sympathetically than to the ACP/SSA principal
developing world competitors, with possible exceptions.
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There seems to be clear evidence in the case of Mauritius that the Lomeé
Convention played a part in the development of new exports. A significant
movement of capital and expertise to manufacturing occurred from Hong Kong in
the mid-1970s which seems to have been attracted by the prospect of
preferential access to the European market. This formed a symbiotic
relationship with indigenous and other foreign capital and contributed to the
initial stimulus to the development of exports. Since then the rate of growth
of new exports has slowed and Mauritius has been subject to some non-tariff
restrictions, although these restrictions have been imposed more flexiblv on
Mauritius than on non-ACP suppliers.

In the case of the Cote d'Ivoire, the Lomé Convention appears to have had
a much smaller impact. The COte d'Ivoire already enjoyed similar preferences
in few countries of the EC, especially France, which remained its most
important market for new exports, so there was little change in the ex-ante
and ex-post Lomé situation.

One hopeful and positive impact cf Lomé may be its stimulus to the
emergence of new products and hence modernization.:” A notable feature
analyses pertaining to this area is that the ACP States involved in new
exports include not only the middle-income members of the group but also some
low-income countries. The list includes Ethiopia (twelve new p:-oducts), Mali
(seven products), Zaire (seven products), Tanzania (eleven products), Benin
(six products), and Central African Republic (four products). Just over half
the sixty six ACP countries group has been able to diversify into a least four
new manufactured, processed agricultural or temperate agricultural goods.
More advanced countries showed even greater gains - Mauritius (thirty-two
products), Cote d'lIvoire (twenty-seven products), Kenya (nineteen products),
Senegal (seventeen products), and Cameroon (fourteen products).

Employment creation: mixed sub-sectoral trends

The industry share of labour force in SSA increased only sliyhtly from
8 per cent to 9 per cent between 1965 and 1985. UNIDO data shows that the
average number employed in manufacturing in ACP/SSA rose by 28 per cent
between 1975 and 1980, but stagnated thereafter. Some key sectors did show a
consistent expansion of employment opportunities and consumer goods
industries, for example food manufacturing, beverages and tobacco appear to be
the largest employers. However, other sectors, including non-traditional
secﬁors such as plastics and metal products experienced declines (Table 6).
 Unfortunately the statistics on manufacturing employment provide a very
partial picture because they are restricted to the formal sector. Yet the
informal sector in SSA is very extensive, very labour-intensive, and appears
to encompass a wide range of manufacturing activities. The exclusion of the
informal sector also 1limits the utility of output data but, because
enterprises tend to be very small, this is not so serious as the distortion to
employment figures. ‘

1/ Source: C. Stevens and A. Weston, '"Trade Diversiﬁication: Has Lomé
Helped?", in EEC_and the Third World: A survey, 1988, No. 4.
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Table 6: Average number of persons employed in ACP/SSA
manufacturing, 1975, 1980 and 1985

('000)

Sector 1875 1980 19€5
- Manufacturing 939 1,210 1,202
Food Manufacturing 182 207 234
Beverages 45 63 - 70
Tobacco 23 27 34
Textiles 181 215 . 20¢
Wearing Apparel 43 47 50
Industrial Chemicals 13 20 : 19
Rubber Products 22 25 : 16
Plastic Products 10 40 ': 21
Iron and Steel 18 19 | 32

Metal Products ‘
(excluding machinery) 68 90 | 70
Transport Equipment 44 64 R Y
Other 291 393 : 375

Source: UNIDO.

. There is also evidence that some ACP/SSA countries have experienced sharp
falls in manufacturing employment growth, for example in Kenya the percentage
increase over the previous year of the number employed in manufacturing fell
from 4.6 per cent in 1975 to 3.4 per cent in 1980, and to 2.9 per cent in
1985. The Lomé provisions do not seem to have had any significant impact on
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employment creation in either the formal or informal manufacturing sectors.
In Nigeria the number employed in manufacturing fell from 432,000 persons in
1980 to 339,000 persons in 1986.

Estimates by UNIDO of wages and salaries in 1980 US$ paid to employees in
manufacturing in ACP/SSA indicate a fall of 14 per cent between 1975 and 1980,
and an even steeper fall of 44 per cent between 1980 and 1985. At a
sub-sector level the decline was not uniform. For example real earnings of
employees in textiles fell more rapidly during 1975-1980, at 28 per cent than
from 1980 to 1985, when the fall was 16 per cent. In iron and steel real
earnings rose by 6 per cent in the first period but then fell by 21 per cent
between 1980 and 1985.

Contrary to the Lomé objective of generating income, the manufacturing
sector has experienced significant deciines, Even so there is some evidence
to show that wage levels are higher in manufacturing than in some other
sectors, although the evidence should be treated with extreme caution. A
study of Nigeria shows wages in manufacturing were about 12 per cent higher
than in the public sector, and about 17 per cent higher than in construction.
There is also evidence that in some SSA countries wage rates may be high when
compared internationally.t” Nigerian production costs need to approach
those of the successful emerging NICs if there is to be any chance of domestic
manufacturing becoming viable without heavy protection.

Incidence of technical progress: yet to create an efficient industrial
structure®”

It is difficult to measure the technical and skill aspects of industrial
transformation. An attempt could be made to see these effects through an
engineering-intensity indicator, and a skill-intensity indicator. The results
of a recent exercise are shown in Table 7. Engineering-intensity was measured
by the number of engineers employed per 1,000 employees in each industry
group. On the assumption that such engineering intensity reflected universal
technical norms (this clearly has to be qualified when the level of processing
and local design work differ among countries), it provides an indication of
the technological demands of African industry (if not the ability of SSA
countries to fulfil those demands). Skill intensity was measured on the basis
of relative wages and salaries in different US industries.

The first four groups of industries shown in Table 7 - food, textiles,
wood and paper - are both of low engineering and skill intensity by US
measures. They are generally also local resource-based and (with the
exception of paper) wusually of low capital- and scale-intensity; all the
various indicators of comparative advantage point to suggest that for
countries with great scarcities of technological and other skills, these are
the industries to be developed first, both for import substitution and export
promotion. Some technical and skill upgrading is implied by this, but these
data cannot of course show whether upgrading has been successfully achieved.

2/ This section draws on the work of 5. Lall, IndusggzLjn SSA, Background
paper for the World Bank, 1987.




- 21 -

Table 7: Technical and skill measures of industrial transformation,
1979 and 1984

{percentage)
Low Income Low Incane Middle Incane Middle Income VWorld
Africa Asia Africa Asia

1973 1984 1973 1984 1973 1984 1973 1984 1973 1984

Y 1. Food, beverages & tobacca  37.7  35.0 12.5 12.7 2.6 27,5 2.3 123 1.4 11.2

2. Textiles, apparel & leather 22.3 15.9 2.2 14.7 13.2 9.9 22.6 28.0 10.2 8.5

3. Wood and wood products 5.9 3.4 2.2 2.0 3.7 6.1 4.1 1.4 6.1 3.2

© 4. Paper and paper products 6.9 5.0 44 3.5 4.8 6.5 5.0 4.6 6.3 3.1

5. Chenicals, petrolemm prods 11.7 28.5 14.5 19.7 16.2 14.2 18.9 %4 14.0 17.7

6. Non-metallic mineral prods 4.1 2.8 4.7 4.9 4.3 5.3 4.2 1.2 3.3 &0

7. Basic metals .9 1.3 9.5 17.0 1.3 3.2 3.0 4.9 3.7 :.%
8. Metal prod. machinery &

equipment 9.8 1.5 %.8 2.8 12.5 2.7 18.3 9.9 3.1 36.9

9. Other mamifactures 0.6 0.3 3.2 2.6 0.8 3.5 1.6 2.2 1.8 1.8

Total menufacturing 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Traditdonal induscries (1-3) 63.9 354.3 38.9 29.4 49.5 43.5 47.0 41,7 26.7 22.3

Non-tradidonal indust. (4-9) 34.1 45.7 61.1 70.6 50.5 56.5 53.0 38.3 73.3 7.2

Consumer goud indust (1,2,9) 60.6 51.2 39.9 30.0 46.6 40.9 44,35 42.5 26,4 :i..

Intemrediats goods industries

(3-7) 29.5 41.3 3.3 47.1 40.9 37.4 37.2 27.6 8.5 39.7

Capital goods industries (8) 9.8 1.5 2.8 22.8 12.5 a.7 18.3 29.9 37.1 5.9
Low engineering intensity

(1-4)a/ 70.8 59.3 43.3 32.9 54.3 50.0 52.0 46.3 33.0 28.9
Med. engineering intensity

(5,6,7) b/ 18.7 32.8 28.7 41.6 32.5 6.7 28.1 4.3 28.0 30.5
High engineering intensity

(8,9)¢/ 10.6 7.8 8.0 25.% 13.3 5.2 19.9  32.1  38.9 40.7

Source: US Department of Commerce, Statistical Abstract of the United
States, 1982-1983, Washington DC, 1986; National Science Foundation,
Scientists, Engineers and Technicians in the Private Industry, 1980.

a/ Engineers per 1,000 employees of below 10: food, beverages and tobacco;
textiles and leather products; wood and paper products.

b/ Engineers per 100 employees of 10+30: Chemical and petroleum products;
non-metal minerals; basic metals.

¢/ Engineers per 100 employees of over 30: Machinery and equipment; other
manufactures.
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The chemical and petrochemical group turns out to be of medium-
engineering intensity but of high-skill intensity. The basic metal industry
is similar. This suggests that these sectors require advanced
operational/technical skills in the work force rather than intensive
engineering supervision. The non-metallic mineral group {(cement, clay, glass,
etc.) has medium requirements of both engineering and general skills, and so
may be of greater appropriateness to Africa conditions. By 1984, low-income
SSA had pushed up its proportion of medium engineering intensive industries to
levels exceeding middle-income SSA and Asian countries, and even the world as
a whole although not so high as low income Asia. This may have been a
desirable strategy if it took advantage of, and promoted growing engineering
and other industrial skills in the intermediate range. If not, however, it
may have caused overstretching of domestic capabilities and consequent
inefficiency.

The metal products and machinery group is extremely diverse, encompassing
a range of relatively simple to highly advanced technologies. On average, it
comes out as being highly demanding of engineering skills but of medium level
in general industrial skills. In Africa, the level of technical and skill
requirements in this industry is likely to be lower, since a large' part of the
industry is engaged in simple assembly, and much of local metal working is at
a primitive level. Nevertheless, the industry calls for a base of metal
working experience and a minimum of engineering skills which are sc¢arce in the
region. This may account for the fact that low-income SSA countries have
reduced their proportion of  highly engineering-intensive 'activities.
Middle-income SSA bhas, by contrast, increased the proportion of these
industries, but lags behind both low- and middle-income Asia.

The analysis of Table 7 suggests that African manufacturing has undergone
structural 'deepening” over time, and industrially more advanced countries in
the region do have proportionally larger producer goods sectors than poorer
countries. This is broadly in line with patterns of industrial development
elsewhere. However, much of this '"deepening"” is accounted for by
petroleum-based chemical industries. While this may not by itself denote an
inefficient pattern of develcpment, it does indicate that the industrial base
is not as diverse as in other developing regions. In particular, there are
important lags, especially in low-income SSA, in the development of
engineering industries, which are wususally regarded as the heartland of
industrial skill and technology acquisition. ‘

There is an increasing realization of the crucial importance bf effective
linkages for successful industrialization. Industry functions in a dense
network of information technology, and other co-operative arrangements. The
growth of linkage requires receptive capabilities by potential suppliers, and
transmission capabilities by lead enterprises. An illustrative list, set out

by Lalll”, shows how difficult the task of linkage creation can be:

"Existing large-scale modern enterprises need several types of
organizational and technological capabilities to establish successful
linkages. For helping local small-scale (actual or potential) suppliers,
firms need procurement departments which can locate and screen promising
entrepreneurs. These departments must have technicians who can help

1/ Source: S. Llall, Industry in SSA, Background paper for 'the, World Bank,
1987, p.110.
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subcontractors to choose appropriate equipment, to master the processing
technology, to improve quality to the standards needed to constantly
provide designs, drawing, blueprints, etc., on their changing
requirements, and to negotiate prices which are fair to the supplier and
competitive for the buyer. Linkages also have to be established with
large-scale local suppliers. The technical departments of both firms
have to exchange data on products, jointly solve technical problems and
develop new designs for components and products. For establishing
downstream linkages with industrial buyers, firms must have technizally
trained marketing staff. Capital goods manufacturers should bhe abie to
help, customers install their equipment and train operators; more advanced
ones, should be able to set up complete turn-key plant utilizing their
products as well as complimentary equipment from other firms. For
selling technology horizontally (to similar producers), firms should be
able to formalize technical knowledge into blueprints, patents, models,
and so on, for sale to competitors. Their projet departments should have
turn-key capability to set up plants for other enterprises or their own
affiliates.”t’

Sucress in creating fully effective linkage-capabilities has been
achieved only by the most advanced NICs. SSA industry has to date failed to
create significant linkages capabilities. Some success has been achieved with
expanded 'technical education systems, on the job training, and promotion of
SME, but' generally progress has been uneven and slow. Few firms have the
technical or organizational manpower to set up linkages with local suppliers
of industrial inputs. Few firms 2-e able to transfer their technology to
other local large firms. The "missing-middle gap", caused by a va cum of
linkages between small- and large-scale industry has been a serious barrier to
industry ' growth. The primitive stage of mechanical, metal working and
electrical skills is identified by Lall as especially harmful.

Linkages between other institutions, as well as manufacturers themselves,
for example consultancy groups, universities, research laboratories, industry
associations, etc. have also remained at a rudimentary stage in Africa. The
various schemes set up to date have failed to link the small and large-scale
enterprises. Activities in the rural sector have not been integrated into a
strategy for manufacturing growth, and dualism of the industrial structure and
low productivity techniques have persisted.

Selected indicators of industrial performance: weak productivity record

The MVA per capita indicator for SSA is distorted since the adverse
figures are primarily explained by iarge declines in import capacity and
capacity utilization. The use of Total Factor Pvoductivity (TFP) is also
dominated by capacity utilization, and the record varies accordingly. World
Bank estimates?” of TFP for Zambia show a decline of 3.8 per cent per annum
during 1965-1980, and for Kenya a rise of 8.2 per cent between 1976-79, and
4.8 per cent during 1980-1985.

1/ Source: S. Lall, Industry in_SSA, Background paper for the World Bank,
1987, p.110.

2/ Quoted in S. Lall, op.cit.
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Estimates by UNIDO of output per worker for manufacturing in the ACP/SSA
as a whole show a decline by 18 per cent during 1975-1979, and a decline of
15 per cent during 1980-1985. Such a dismal productivity record is not a good
basis for “promoting new relations of dynamic complementarity in the
industrial field, as stated in Lomé III".

Analysis of Domestic Resource Cost (DRC) ratios for six countries is
shown in Table 8. It reveals large inter-country and inter-firm differences
in the ratios. In general Zimbabwe has the most efficient manufacturing
sector, followed by Kenya. The ratios for Ethiopia indicate gross
inefficiency and no improvement over time.

How far the reality of industrial co-operation is in tune with the
objective of promoting new relations of "dynamic complementarity” is most
vividly seen in a recent survey -+’ results of selected sectors covering
343 enterprises in SSA (see Tables 9 and 10).

- Only 69 units (20 per cent) function satisfactorily, i.e. at over
70 per cent of their capacity;

- 195 wunits (75 per cent) are functioning unsatisfactorily, i.e.
performing at well below a satisfactory production threshold;

- 79 units (23 per cent) have ceased to function.

The analysis of capacity utilization rates in different sectors shows
relatively good performance in the wood, dairy and brewing lemonade making
sectors. In contrast serious malfunction exists in the cement, sugar, milling
and above all, paper, oils and fats, canning and refining sectors, with
special problems facing the textile sector which is currently facing an acute
economic crisis. That is the harsh diagnosis that emerges. The fact that the
sample selection has not been undertaken on a random basis means that all
conclusions must be heavily qualified, including any cross-country
comparisons. Those countries in the sample identified as having serious
problems, primarily due to severe import restrictions, with virtual paralysis
of the productive apparatus were Angola, the Central African Republic, Guinea,
Madagascar, Mozambique, Nigeria and Tanzania. Countries e.cperiencing a
relatively better performance were Cameroon, Cote d'Ivoire, Gabon, Mali and
Zimbabwe.

The appalling state of much of African industry makes it very difficult
to address the key issue of restructuring EC industry to achieve
complementarity. Dynamic complementarity, could follow from EC's acceptance
of abandoning some industries likely to compete with ACP/SSA - for example in
textiles, sugar and coffee processing, forest industries, other light
industries, and some basic metal industries. There is little evidence of this
to date. Possible approaches could include new forms of direct investment,
where SSA/ACP have a comparative advantage (such as in labour-intensive
production). This could have been in the form of Production-Sharing
arrangements between EC and efficient SSA/ACP manufacturing units, in order to
assist them in expanding in those areas.

1/ G. Egnell, The Rehabilitation of Malfunctionipg,Indusgrial Units in the
ACP States, Eurnpean Commission, 1985.
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Table 8: Domestic resource cost®’ in manufacturing,

selected countries, 1972-1985 (selected years)

Keaya Zimbabwe Ghama Ethicpia Cote Tanzania
d'Ivoire

1903 1961 1983 1972 1983 1981 1984
Food, beverages & tobacco 0.8 0.88 <1 2 2-5 0.4-1.2 0.7-0.9
Textiles,apparel & leatier 1.65 1.1-1.3 <1->5 5-6 4~6 2.1 3.9-00
Wood and wood products 1.58 1.3-1.8 <1->5 6 6 - -
Chemicals 1.5¢/ 0.% <1->5 - - 0.8-1.0 20.00-00
Petroleum & prod - - - - - - -
Son-metallic mineral prods 6.29 c.98 <1->5 3 2 - 3.2
Basic metals & metal prods 3.28 b/ 2.7-3.8 - 6 6 - 16.3
Non-electrical machinery - 0.9-1.4 - - - - -
Electrical machinery - 1.1-2.3 - - - - -
Transport equipment 3.49 a/ 1.3 - - - - -
Other mamifactures - - - - - - -
All moufacturing industries 1.3 1.3 - - - - 2.9
Sources

1. Vorid Bank, Zimbabwe: An industrial Sector Memorandum
1983 p.71

2. World Bank, Ghara: Industrial Policy, Performance and
Recovery p.58,59

3. Worid Bank, Ethiopia: Industrial Sector Review Dec
1985, p.28,29.

4. VWorld Bank Zimbabwe: Country Econcmic Memorandim Cct 1985

p-51
S. World Bank, Cote d'Ivoire: Cowntry economic Memorandum
March 1986. p.221.

Notes

a/ includes electrical machinery

b/ includes non-electrical machinery
¢/ includes petroleim products

d/ includes non-electrical machinery
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Table 9: Capacity utilization of industrial -ts, 1985
(number of units)

Sector No. units Satisfactory Under- Stand-
in the sample operation production still
Wood 33 12 18 3
Paper 16 2 6 8
Cement 43 6 27 10
lextiles (not made up) 47 2, 33 12
AGRO-FOOD:
Sugar 32 S 19 8
Jils and fats 48 1 3 16
cvereals and poultry 33 4 26 3
Food preserving 33 5: 16 12
(fish, fruit and veg., ‘
Beer and lemonade 43 25 14 4
Milk 15 7 5 3
TOTAL 363 69 195 7.
100% 207 S57x 230

Source: G. Egnell, The Rehabilitation of Mal-functioning Industrial Units iim
the ACP States, European Commission, 1985,




- Table 10: Classification of industrial breakdown of units in the sample by country
and by state of operation, 1985
Number of Number of units Under- Stand-
- T T Country units listed in the sample Operation  production still Comments
Angola 18 13 - & 7 Sample does not take account of brewing-
_ lemonade making where capacity is
generally underutilized
Benin 28 12 2 6 4
Cameroon 3 34 19 12 k] Brewing over-represented (11 out of 34
‘ e T units all working well) and no data on
i oils and fats
Congo 31 22 5 15 2
‘ CSte d‘Ivoire 99 L1 10 28 6 Wood and oils and fats under-represented
Gabon 33 1S 8 7 - Brewing over-represented (S out of 15
, units) !
N
Guinea 11 11 1 - 10 ~
Mali 15 12 3 8 1 '
Hozambique [ 21 - 20 1 Cereals-poultry over-represented
’ Nigeria 80% 20% Global information from the Manufacturers
_ Agssociation of Nigeria
' - Central African Rep. 16 11 1 4 6
- Senegal 47 30 4 23 3
_ Tanzania 24 13 1 11 1 Brewing, food-preserving, oil and fats
and cereals not represented
S - - - - Togo 15 11 1 6 4
’ 2aire X 7 1 3 3 Reduced sample is not very significant
‘ Zimbabwe 29 15 4 10 1 Milk sector over-represented (4 units
| functioning well)
- Other 70 7 36 27
Total 34 69 195 79
|
|
Source: G. Egnell, The Rehabilitation of Mal-functioning Industrial Units in the ACP States, European Commission, 1985,
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2.2 The Caribbean and Pacific States:”

2.2.1 Recent economic trends

The Caribbean and Pacific States exhibit great diversity in size and
stage of industrial development, yet they share many common economic
characteristics both in terms of their resource base, industrial structure and
potential for industrial growth. In the Caribbean only two S5tates have a
population in excess of one million, (Trinidad and Tobago, 1.2 million, and
Jamaica 2.3 million), and in the Pacific only Papua New Guinea's population
exceeds one million at 3.3 million. Thus, the CP States are confronted with
strikingly similar constraints and their economic development potential bears
many parallels. They are facing similar industrial policy options,
opportunities and development possibilities.

Persistent volatility in the external trade environment, adverse weather
conditions, and other unfavourable developments of 2 non-economic nature lead
to corresponding changes in domestic consumption and investment demand,
government revenue, external resoruce inflows, and hence a "stop-go" pattern
of economic growth for some States. For example, real GDP in Fiji grew by 8
per cent in 1984, fell by 5 per cent in 1985, rose by 9 per cent in 1986 and
plunged into a negative growth rate of 11.2 per cent in 1987. Similarly, in
the Solomon Islands real GDP rose by 24 per cent in 1984, and fell by 8 per
cent in both 1985 and 1986 but improved in 1987. Jamaica experienced three
years of modest economic growth from 1981-1983, a decline in 1984 and 1985 and
resumed modest growth in 1986. Export revenue from traditional exports has
declined. The situation for sugar cane is particularly bad, both because of
price slumps, and the decline in the US preferential import quota for
Caribbean sugar producers. Bauxite and copper markets have also dwindled
badly affecting the Dominican Republic, Haiti, Jamaica, and Papua New Guinea.
Falling oil prices and output has severely affected Trinidad and Tobago. Debt
servicing requirements have made increasing demands on foreign currency
earnings. As in the case of Africa, CP States have been suffering from import
strangulation.

The small size of the Caribbean economies means that they are heavily
dependent on external demand. Manufactured exports in the Caribbean region
have been greatly reduced by recent economic difficulties and trade
restrictions in some of the key regional markets. These restrictions suddenly
diminished preferential access to protected, neighbouring markets, which in
many cases have absorbed the majority of production. The loss of access to
key regional markets, such as Trinidad and Tobago and Jamaica, has hft
producers in Barbados and OECS hard; the growth of manufacturing output
experienced in the 1970s and early 1980s has given way to stagnation or
decline. 1In the larger economies, such as Barbados, Jamaica and Trinidad and
Tobago, depressed demand has reduced already limited market opportunities and
real output has declined by an estimated 16 per cent in Trinidad and Tobago in
1985, by 9 per cent in Barbados in 1985, and by a similar amount in Jamaica.
However, there were signs of recovery in the manufacturing sector in Trinidad
and Tobago and Barbados during 1986.

Many countries have adopted restrictive economic policies, éomé with IMF
guidance and support. Unemployment and under-employment have grown, affecting
all categories of the labour force, and especially vulnerable groups such as
women and young people. The slow-down in economic activity, and the
additional burden of debt service, has weakened the public sector financial
situation.

1/ For details of ' industrial development in the Caribbean and Pacific

States, see UNIDO, Industrial Development Review Series: Pacific Island

States, I5.645 (1986) and The Caribbean Region, PPD.51 (1987).




Table 11:

Pacific States, inter—country comparison of selected

economic indicator:s, 1980-1985 (selected years)

Papua Solomon Westem
Indicator Year Unit New Guinea Fiji Islands Samoa .uata Tonga Kiribati
Population Mid-1984 ‘000 persons 3,400 686 260 159 127 99 64
Population density M1d-198% persons per sq.km 7 38 9 S4 11 142 92
[#34) 4 1983 Millions of US$ 2,510 1,200 160 100 - 88 29
GDP pe: head 1983 uss 780 1,790 640 635 YT LUNIPY VAR PLU
c.iture =¥ selected Year (Mear (Year (Year (Year
production vears Fer cemt ot - 1= R 1904 19ka/iY) 1907
- Agriculture - - - - - - - Per-cent 33.7 24,3 - 51.7 - «0.5 19,7
Mining and quarrying Per cent 13.2 0.1 - - - - 45,1
Manufacturing Per cent 9.5 12.3 - 6.5 - 9.1 1.9
Construction Per cent 3.6 6.0 - 6.7 - 3.9 8.4
Other Per cent 40.0 57.6 - 35.0 - 46.6 2.7
Labour force 1983 million persons 1.7 0.2 0.098 0.053 0.050 0.034 0,022
Employment by sector Early 1980s Per cent
Agriculture Per cent 57 44 33 61 75 31 7
Mining Per cent 1 1 - - - . 5 |
Manufacturing Per cent k) 7 25 4 . 2 3 -
Construction Per cent 5 6 25 S - 6 15 0
Trade Per cent 3 10 1 6 - 4 14 i
Transport Per cent 3 5 - 5 - 4 10
Finance Per cent 12 2 - - - - -
Services Per cent 4 17 k3! 18 - 12 43
“onsurer price infiation 1980 Per cent 12.1 14.5 15.9 33.0 11.2 22.4 17.0
1981 Per cent 8.0 11.2 fu.t 0.5 27.5 14.9 -
1982 Per cent 5.5 7.0 9.7 18,13 6.1 10.8 -
1983 Per cent 1.9 6.7 7.4 16.4 1.7 9.3 -
1984 Per cent 7.5 5.3 12.0 11.9 5.5 - -
1985 Per cent 4.0 3.9 . - - . -
Exchange rate Local currency Kina F$ S1$ wS§(tala) Vatu T$ US$per
. equivalents Aus$
1980 to US$ 1 0.671 0.791 0.830 0.919 '68.29 0.90 1.139
1981 0.673 0.877 0.870 1.036 87.8) 0.88 1.149
1982 0,738 0.947 0.971 1.205 96.21 0.98 1.017
1983 0.836 1.046 1.149 1.539 99.37 0.89 0.902
1984 0.899 1,143 1.274 1.838 99.23 1.20 0.!72/
1985 1.007 1.167 1.45%0 2,267 107.40 1.46 1.42=
Source: UNIDO, Industrial Development Review Series: Pacific Island States,

UNIDO/IS.645,

a/ Ni-Vanuatu population only.

1986.

b/

1982 data.

¢/ June 1985.
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Table 12: Caribbean States, inter-country comparison of size and
growth of GDP, 1982-1985, 1985 and 1986

GDP GDP per capita

current at current GDP growth rate
Country prices, 1985 prices, 1985 (per cent) -
grouping (million US$) (uss$) 1982-85 1985 19863/
Jamaica ' 1,983.4 858 0.1 -5.0 2.0
Trindad and Tobagr 7,723.1 6,538 5.5 -2.9 -6.4
Guyana 461.9 584 4.6 0.9 0.3
Barbados 1,236.8 4,894 0.2 0.3 5.0
Netherlands Antilles 1,370.03/ 5,4152/ -1.69/ - -
The Bahamas 1,814.6 7,822 5.0 3.0 4.5
Belize 184.7 1,110 0.2 2.7 2.3
Bermuda®’ 10,200.0% 17,800%/ 0.9 -2.3 0.7
OECS
St Lucia 170.3 1,245 4.5 5.8 6.0
St Vincent and The Grenadines 102.0 933 4.2 3.1 7.0
Grenada 96.0 961 0.6 3.7 4.3
Dominica 88.2 1,132 3.2 3.0 -
Antigua and Barbuda 180.2 2,244 4.9 6.7 6.0
St Kitts-Nevis 67.3 1.469 3.5 1.0 3.0

Source: Caribbean Development Bank, Annual Report 1986.

a/ Dependent territory.

b/ 1982. :
¢/ 1984,

d/ 1981-1985.

e/ Preliminary estimate.
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2.2.2 The industrial base

Throughout the Caribbean and the Pacific the size of manufacturing
activity has been very small in both absolute and relative terms. Both
regions are rich in agricultural, fisheries and mineral resources, yet this
potential and utilization of intra-industry linkages remains largely
unexploited. As can be seen in Tab.e 13, only in Jamaica has manufacturing a
share of total value added approaching 20 per cent. In Trinidad and Tobago,
manufacturing has a share of under 8 per cent, while in Guyana the share is
less than 4 per cent. Of the Organization of Eastern Caribbean States (OQECS)
members only in St. Kitts-Nevis does the share of manufacturing exceed 10 per
cent. A distinguishing feature of manufacturing in the Caribbean has been its
concentration on a limited range of product areas; being mainly agro-
industries, garments and footwear, furniture, and assembly-type industries.
The range of activities and the scale cf operations tends to be even more
limited in the smaller islands. The concentration of a few product areas ard
dependence on a very limited number of markets tends to add to the sector's
vulnerability to adverse technological or market developments.

One of the more developed industrial branches within the Caribbean
economies is the agro-industrial branch. Development of this sub-sector has
taken several forms, the largest and best established being the production of
sugar and sugar-based products, including rum and other alcoholic drinks. In
most cases, foreign capital was originally involved in the establishment of
these large-scale activities, but more recently local interests, both public
and private, have come to assume o larger role. Increased competition in
overseas markets and falling prices are forcing these industries to become
more competitive in both production and marketing activities. In some of
those islands with significant agricultural potential, the processing/
preserving of agricultural produce has expanded greatly in recent years,
largely serving the needs of small domestic markets, but in some specialized
areas producing for export - as in the case of concentrated fruit juices,
spices and spice-based sauces. In some of the tourism-oriented economies,
these activities have grown out of or have been combined with break of bulk or
packaging operations of imported foodstuffs. In most of the smaller islands,
jams and jellies and preserved foods are also produced in very small-scale or
cottage enterprises, utilizing seasonal surpluses of local crops; but these
operations are heavily constrained by insecurity of supplies of raw materials
and the lack of adequate market outlets.

In the two decades after 1960, a number of Caribbean economies developed
import-substitution industries, utilizing simpler technologies or assembling
imported components/kits. Established within protected, limited markets,
these , industries remained highly dependent on imported inputs and
technologies; inter-industry production linkages were not well developed and
the sector was often characterized by deficiencies in managerial marketing and
entrepreneurial skills. The type of products so produced include foodstuffs,
edible oils, packaging materials, furniture, garments, footwear, chemicals,
plastic goods, motor parts and electrical goods. Where overseas investors
have been attracted to establish new labour-intensive, industrial ventures in
the islands, garments, electronics and electrical goods have tended to
predominate. Such offshore assembly operations tend not to be well integrated
with the local economy; rather they tend to be closely oriented to the needs
of the North American market and are largely of '"foot-loose” enclave type
accentuated activities encouraged by the Caribbean Basin Initiative (CBI).
Caribbean governments actively encourage the establishment of enclave
industries to create employment. Special incentives are laid down by the
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CARICOM Secretariat for enclave industries. Service industries such as data
processing, key punch operations and electronic assembly are one of the
largest industrial employers.

Table 13: Sectoral value added shares of GDP in selected
Caribbean countries, 1983-1985
{percentage)

Value added 1in

Tertiary

Country Agri- Manu- Construc- and other

culture Mining facturing tion sectors
Jamaica 6.0 5.3 19.3 8.8 60.6
Trinidad & Tobago 4.4 24.6 . 7.2 12.0 51.8
Guyana 25.2 3.0 3.5 7.6 60.7
Barbados 7.0 1.4 11.8 6.1 73.7
Netherlands Antillesé/ - - - - -
The Bahamas - - - - -
Belize a/ 22.1 0.2 13.8 5.3 58.6
Bermuda— - -~ - - -
OECS:
St. Lucia 14.2 0.7 8.8 6.5 69.8
St. Vincent and
The Grenedines 17.4 0.3 9.3 10.7 62.3
Grenada 17.6 1.1 6.0 7.6 67.7
Dominica 29.7¢/ 0.8/ 7.7 s sl
Antigua and Barbuda 5.1 0.5 6.5 5.3 82.6
St Kitts-Nevis 12.3 0.3 13.8 9.5 64.1
Montserrat

:Source: UNIDO, Industrial Deveiopment Review Series: Caribbean Region,

PPD.51, 1987.
a/ Dependent territory.

b/ Micro-state.

¢/ Data for 1983-1984,
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While few of the Pacific Islands have a well diversified resource base
for industrial development, most of the larger islands have seen the growth of
an industrial sector in response to the availability of resources, and
domestic markets. Thus far, however, throughout the islands the size of
manufacturing acitivity bus been very small in both absolute and relative
terms. Table 14 provides some perspective on the contribution of
manufacturing to GDP; only in Papua New Guinea and Fiji is this of some
significance. In employment terms, manufacturing accounts for only a small
proportion of the work force, within the monetized sector. Total employment
in manufacturing within the Pacific region was estimated at 37,000 in the late
1970s. The overwhelming majority of employment is in small- or medium-scale
enterprises, but generally speaking, there is little "informal" activity in
the island economies. It appears that in the early 1980s around 1,000 persons
were employed in manufacturing non-resource-based products for export. The
lack of informal enterprises is the result of the predominance of the
subsistence sector and the absence of the extremes of poverty in the islands;
it is also accounted for by the lack of production skills outside the formal
sector and the low level of participation of indigenous people in entre-
preneurial activity. The formal' sector dominates commerce and trading,
although in some islands specialized trading activities are the preserve of
co-operatives, as in the Solomon Islands. Service activities have proved much
more attractive for local investment than manufacturing.

Table l4: Sectoral contribution to real GDP in selected
Pacific Island States, 1977-1984 (selected years)
‘ (percentage)

Mining & Manufac- Construc-

Country Agricultufe Quarrying turing tion Other
Papua New Guinea 33.7 13.2 9.5 3.6 40.0
(1980)
Fiji 24,3 0.1 12.3 6.0 57.6
(1984)
Western Samoa 51.7 - 2.8 6.7 38.8
(1978)
Tonga 41.5 0.5 5.0 3.9 49.1
(1983)
Kiribati 19.7 45,3 1.9 8.4 24.7
(1977)

Source: UNIDO, Industrial Develdpment Review Series; Pacific Island States,
PPD.7, 1986. ‘
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In the five larger island countries, in the early 1980s, the largest
single manufacturing branch was food, beverages and tobacco, accounting for 39
per cent of manufacturing employment; wood and wood products was the second
largest accounting for 24 per cent, and fabricated metals was third with 18
per cent. Other sub-sectors such as textiles, paper and chemicals were very
small. It was estimated that 78 per cent of output was oriented towards the
domestic markets (in the main substituting for imports), 10 per cent of output
was the processing of indigenous natural resources, and only 3 per cent of
output involved the processing of imported raw materials for re-export. The
dominance of domestically-oriented production is due to the perishability of
some food products, local tastes and preferences, high transportation costs
and difficulties of supply. These are all factors which work in favour of
local, small-scale production. Counter forces include diseconomies of scale,
limited technical skills and "service" industries, high cost of imported
inputs/components, the open nature of most island economies, and awareness of
branded imported goods. Fiji is the island economy where import-substituting
industries are most widely developed. They 1include a wide range of
construction materials, wood and metal working, consumer goods, and food
processing industries, including some based on imported raw materials. These
activities have developed under the combined enterprise of the Indian
immigrant community and a long standing policy of "infant" industry protection
by the governments; these factors, however, are beginning to play a less
important role.

The processing of local raw materials, particularly renewable resources,
has increased significantly in the island economies in the last decade. These
activities have been a response to the increased exploitation of natural
resources by the primary sector, offering additional employment opportunities
and significant increases in value added prior to export. In terms of
technology, these activities are not very demanding and often have smaller
scale production options. In most cases, the procurement of supplies and the
marketing of output require careful organization, because of competition in
international markets, which also exert considerable pressure on production
costs. Processing of coconut cream, tropical fruits and fish are in the main
oriented to distant international markets. Timber procesing in contrast is
often oriented to domestic markets in the smaller islands, but Papua New
Guinea and the Solomon Islands have quite large export-oriented forest
industries. In many of the islands the processing of indigenous raw materials
is reserved for the islanders themselves, but foreign interests are almost
alwajs involved in investment, production and marketing arrangements.

:The low level of processing of imported raw materials for export markets
is largely a measure of the lack of competitiveness of island producers in
fiercely competitive markets. There is some production for export to
neighbouring islands; Fiji and Western Samoa have been able to exploit their
geographic situation for a limited range of consumer goods and construction
materials, but inter-island trade is hampered by transport constraints. Some
special incentives and preferential schemes have fostered production, of
garments for example, in some of the Polynesian islands destined for Australia
and New Zealand, but often these jnvolve expatriate interests with ties in
those markets. The Pacific Islands Industrial Development Scheme (PIIDS) and
the Australian Development Assistance Bureau ' (ADAB) sponsored by New Zealand
and Australia, respectively, encourage foreign investment by entrepreneurs
from, these countries rather than the generation of entrepreneurship and
investment in the Pacific Island States themselves.
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2.2.3 Changing patterns of trade in the Caribbean and Pacific

The EC has not displaced as forceful a market attraction as the American
market for the Caribbean, and New Zealand, Australia, Japan and the American
markets for the Pacific. Lomé is but one of a network of trading and regiomal
co-operation arrangements as shown in Table 15.

- Table 15: Trade preference systems in the Caribbean, and Pacific
Island States' membership in regional organization, 1985

- A. Trade preference systems in the Caribbean

Caribbean Caribbean Organisation

Common Basin of Easterm

Market Initiative Caribbean Lome

(Caricom) {(CBIl) States Convention
Anguilla X X
Antigua/Barbuda x X x X
BRahamas X b3 X
Barbados X X x
Cayman Islands
Dominica X X X x
Dominican Republic x
Grenada x by x x
Guyana x x
Haiti x
UK Virgin Islands X
Jamaica X X x
Netherlands Antilles X
Montserrat x x X
St Kitts-Nevis x X X x
St Lucia X X X x
St Vincent-Grenadines x X x x
Trinidad-Tobago x 3

Turks-Caicos

B. Selected Pacific island States' membership in regional organization, 1985

_ Regional
Organizations
Country ADB CHOGRM ESCAP SPC SPEC

Papua New Guinea o * % * %
Fiji % #* * * (3
Solamon Islands £ L3 % * %
Western Samoa % % * 3 %
Vanuatu = #* % % #*
Tonga * % * % * ‘\
Kiribati % % * % %
- The Federated States
of Micronesia % %
Cook Islands “ % * 1
) Nauru v . » %
Niue d* & %
Tuvalu % * * *»

Source: The Europa Year Book, 1985.

(*) Indicates country's membership in the respective organization.
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Although the Lomé Convention gives duty free access to the EC, the major
influence on Caribbean trade has been the implementation of the Caribbean
Basin Initiative (CBI). Conceived in 1981, the CBI finally came into effect
on 1 January 1984. Twenty-seven countries were designated as eligible for CBI
benefits. In 7985, 21 countries had applied for and been accepted into the
programme. According to section 213 of the Caribbean Basin Economy Recovery
Act of 6 August 1983, only the following products are ineligible for duty free
entry into the US customs territory:

textiles and apparel, which are subject to textile agreement;

— canned tuna; -
- petroleum and petroleum products;

-~ footwear;

- certain leather, rubber and plastic gloves;

- luggage, handbags and flat goods;

- certain leather apparel;

- watches and watch parts when any material used originates from a
centrally planned economy.

Sugar from the Caribbean enters the USA duty free, but exports are
limited by the present quota system. In order to qualify for duty free
treatment of sugar, beef and veal, a country has to ensure that increased
sugar and beef exports will not adversely affect its levels of food production
and nutrition.

To qualify, goods must be exported directly to the USA and a minimum of
35 per cent of their value added must be added locally. The initiative was
supported by a $350 million aid programme. In case imports caused or
threatened injury to the US industry, labour or agriculture, the President of
tne USA can, according to the provisions of the 1974 Trade Act, withdraw duty
free treatment or impose duties lower than on imports from countries outside
the Caribbean region. The President can also take emergency action to prevent
perishable agricultural commodities from injuring a US industry, pending the
outcome of a normal import relief investigation.

CBI applies to about 9,000 products defined in the US tariff schedule,
whereas GSP covers only about 3,000. Moreover, many articles, particularly
agricultural products, are only eligible for duty free treatment for a certain
period of the year under GSP, while there is no such restriction under CBI.
More important, GSP product coverage is shrinking and likely to be reduced in .
the long term so that it applies only to a few products and countries, in
order to protect US industry. Initially, as enacted in 1976, exports of one
single given product of a country above $50 million or above 50 per cent of -
the US market were excluded from GSP duty free benefit. In 1984, imports so
excluded were worth $12.6 billion. GSP was renewed in 1984 for eight more
years (1985-1993), but the total value of a given export could be reduced in
1987 by the President of the USA, who can also waive the limits entirely, but
it is doubtful whether he would do sc given demands for increased protection
and the slowdown in the economy and trade. GSP is' in fact likely to fade
away, while the CBI may not only be amplified in the 1986-1990 forecast
period, but possibly even renewed beyond September 1995. !

)
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CBI is also more generous than Items 807.00 or 806.30 of the US tariff
schedule. Both allow the duty free treatment of the portion of an import
which originiates in the USA. Specifically 806.30 applies to articles
previously exported from the USA for processing and then returned for further
processing. 807.00 relates to articles exported for assembly abroad.
According to the US Department of Commerce item 806/807 imports constituted
8.5 per cent of the total US imports in 1983, the duty free portion accounting
for 2.2 per cent of total US imports. Around 3.6 per cent of total 806/807
imports was attributable to the Caribbean Basin.

On the surface the trade agreements would seem to be a failure, as they
have not reversed the declining trend of the region's exports. Indeed, US
imports from the 21 CBI beneficiary countries have declined steadily, even in
current dollars since 1980: in that year they were valued at $10,359 million
falling to $9,952 million in 1981, $8,205 million in 1982, $9,242 million in
1983, and $9,134 million in 1984. During the first half of 1985, imports
dropped by a further 28 per cent.

However, the decline in exports has been the result of a fall in the
earnings of the region's traditional exports, while non-traditional exports
have increased significantly. The trade statistics of the Caribbean CBI
beneficiary countries show that exports of petroleum products to the USA
declined in the first half of 1985, by $2,99.1 million in the case of the
Bahamas, by $548.4 million in The Netherlands Antilles and by $40.7 million ir
Trinidad and Tobago. Similarily, sugar exports declined by $44 million in the
Dominican Republic, by $1.1 million in St. Kitts-Nevis and by $5.1 million in
Trinidad and Tobago. Jamaica's bauxite exports declined by $126.1 million.

On the other hand, the volume of non-traditional products, most of them
benefiting from duty f-ee entrance into the USA under the CBI increased. They
include vegetables, fruit, shellfish, toys, furniture, clothing, electronics,
and other assembled products. In Barbados, though, exports of electrical
appartus fell dramatically, partly due to a general slowdown of US demand, but
more specifically to wuncompetitive labour costs. The growth in some
countries' exports to the USA in the first half of 1985 compared with the same
period of 1984 was spectacular: St. Lucia's rose 100 per cent, St. Vincent's
255 per cent, Antigua's 290 per cent, Grenada's 250 per cent, Dominica's 8,600
per cent.

The value of trade with the Pacific States has fluctuated widely given
the narrow export base, and variation in commodity prices. However, for most
of the Pacific States the trade picture has been one of decline or stagnation,
as shown in Table 16, and the balance of payments picture has worsened in 1987.

The main trading partners for the Pacific States have been their
neighbours in the Pacific, except where traditional 1links have bee~
maintained, for example, through the Commonwealth. Japan has increased its
share of Solomon Island exports from 26 per cent in 1980 to 51 per -=ent in
1985, and of imports from 19 per cent to 23 per cent. The major trading
partners for Vanuatu are the Netherlands, Australia and Japan, and for Tonga,
Australia, New. Zealand and the USA. The Lomé Conventions have not
significantly affected trade patterns of the Pacific Island States.
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Table 16: Balance of payments and reserves, selected Pacific States,
1980, 1984 and 1985
(US$ million)
Qrrent Accant
Exports( fob) Imports(fob) Trade Balance ance
Fiji
1980 343.3 493.0 -149.7 -24.9
1984 227.9 390.7 -162.8 -26.9
1985 209.1 382.7 -173.6 -6.8
Papua New Guinea
1980 986.1 1020.5 -34.4 -310.9
1984 915.4 965.6 -50.2 -324.1
1985 n.a. n.a. n.a. n.a.
Solomon Islands
1980 73.3 74.1 -0.8 -12.2
1984 91.7 65.8 25.9 5.3
1985 70.1 69.4 0.7 -18.9
Vanuatu
1982 10.7 43.3 -32.6 12.2
1984 32.5 51.5 -19.0 22.9
1985 18.1 52.3 -34.2 -1.3
Western Samoa
1980 17.2 56.9 -39.7 -12.9
1984 19.8 45.6 -25.8 0.8
1985 16.1 46.6 -30.5 1.7

ABECOR, Country Report - The Pacific Islands, 1986.

Source:
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2.2.4 Employment creation

Unemployment continues to be one of the most serious social problems
within the Caribbean and Pacific regions. Six of the Caribbean States
experienced 20 per cent or more unemployment in 1985.

Table 17: Employment and population characteristics of selected
Caribbean countries, 1982-1985 and 1985

Annual rate Average Average

Mid-year of population labour unemployment

Population increase force rate

1985 1982-85 1985 1985
Country ('000) (Per cent) ('000) (Per cent)
Jamaica 2,311.1 1.7 1,042.0 25.0
Trinidad and Tobago 1,181.2 1.5 471.1 b/ 15. BQ/
Guyana 790.8 0.8 240.0 = 15.0~
Barbados 252.7 0.3 113.2 18.7
The Bahamas 232.0 1.6 120.0 b; 20.0 5
Belize a/ 166.4 2.7 43.7 =/ 14 /
Bermuda® 54.0 oo 32.0 ¥
OECS: b/ b/
St Lucia 136.8 2.0 45,5 ~ 22.0-
St Vincent and the

Grenadines 109.3 1.3 * b/ 40. OE

Grenada 100.3 3.2 38 0 Y, 28. OE/
Dominica 77.9 1.4 26.0 b/ 13. OE/
Antigua & Barbuda 80.3 1.3 31.5 21. OT/
St Kitts-Nevis 45.6 0.7 23.0 30.0°

Source: UNIDO, Industrial Development Review Series: The Caribbean Region,
PPD.51, 1987.

a/ Dependent territory.

b/ 1984,

c/ 1983,

As a result of reduced output in primary sectors, unemployment has
increased. Additjional jobs were lost in the manufacturing and public sectors
as demand fell and/or public expenditure was reduced. In a small number of
countries - Grenada, Guyana and Jamaica - the proportion of unemployed within
the labour force has been persistently high for some time; in others, where
some greater progress has been made in job creation, there have been recent
setbacks in export-oriented activities, either traditional or else in recently
established offshore industries. Migration from rural to urban areas or to
more developed islands in search of more prestigeous or higher paid jobs
continues. In many sectors growth cf wages continues to outstrip the growth
of productivity adversely affecting international competitiveness; elsewhere
some of the unemployment may have been disguised or have reflected reduced
productivity. In many of the islands unemployment co-exists with shortages of
agricultural labour, and at the same time there are perceived shortages of
.adequately trained labour and technical skills.
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Jamaica has by far the biggest labour force in the Caribbean. Its total
labour force stood at 971,400 in 1984. The sectoral distribution of GDP and
employment in 1985 reveal some striking contrasts. While agricultural sector
accounts for some 9 per cent of GDP, it employed over 33 per cent of the work
force. Mining on the other hand produced 5.2 per cent of GDP with about 1 per
cent of the work force. Manufacturing accounted for over 15 per cent of GDP
and provided 11 per cent of employment. This results from some very large
differences in value added per emplovee between more modern, capital-intensive
sectors and the more traditional ones.

The total labour force of Trinidad and Tobago numbered 463,200 in 1985
and the rate of unemployment increased from 10.4 per cent in 1981 to around 20
per cent in 1986. The majority of unemployed are unskilled and there is a
shortage of management personnel, technicians and skilled workers, and a
relatively limited supply of agricultural workers. Since half of the
population 1is under 20 years of age, the work force is expected to grow
rapidly in the future. In order to improve skill levels in the labour force
and to reduce unemployment, the government has introduced several manpower
training programmes, especially in technical and vocational fields.

Sectoral distribution of employment in 1985 revealed that the
construction sector was the largest employer, providing 19.0 per cent of the
labour force, followed by distribution and hotels (16.6 per cent), public
services (l14.2 per cent), manufacturing (l11.1 per cent) and agriculture (10.3
per cent).

The new industrial reorientation in Trinidad and Tobago places emphasis
on the creation of jobs for the skilled and unskilled work force. While
gas-based capital-intensive industries could absorb skilled workers,
downstream activities in heavy industry and labour-intensive light
manufacturing activities could provide jobs for the growing labour force.

In Guyana in 1984, of the total labour force of 240,000 persons, around
20 per cent was engaged in mining and' manufacturing activities. There has
been a 20 per cent fall in public sector employment in 1982-1985. It has been
estimated that as many as 5,000 skilled and semi-skilled persons are leaving
the country annually.

According to a study carried out 'in March 1984 by Production Sharing
International Ltd the Caribbean region was becoming more cost competititive.
The study entitled "Comparative Analysis of Investment Factors” compared
production costs (including wages, overheads, shipping, freight, materials
etc) of three different products: ‘

- men's long sleeved dress shirts (manufactured in seven Caribbean
countries), as representative of a labour intensive industry;

- automotive flashers, as representative of more capital-intensive
production;

- special power supply units ﬁsed in labour intensive electronic
assembly.

According to this sudy, three ofﬂ the four Caribbean countries under
review proved fairly competitive with Asia and Mexico.
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Table 18: Caribbean Production Cost Comparisons, 1984

€]

Dress shirt Auto flashers Power supply

(per doz.) (per '000) (per unit)
Costa Rica 54.25 231.3 16.22
) Haiti 51.76 224.5 15.88
Dominican Republic 55.50 -— 16.83
Jamaica 56.92 -—- -—-
) Juarez, Mexico 54.40 236.9 17.66
Barbados 60.20 255.5 18.97
Panama 59.45 255.6 -—-
Honduras 56.93 241.1 17.12

Far East 51,43/ 257.5%/ 15.26%/

Source: Production Sharing International Ltd.

a/ Philippines. b/ Taiwan Province of China. ¢/ Malaysia.

Taking into account currency devaluations well above inflation rates in
Jamaica and the Dominican Republic, those two countries will have gained
significant competitiveness since eariy 1984 when the survey was conducted.

There are a number of uncertainties concerning the competitiveness of the
Caribbean as an investment location in the longer term. First advances in
industrial automation, particularly in areas such as textiles and electronics,
both important industrial activities in the Caribbean, threaten to erode the
labour cost advantages of some countries. But in those where wages are
lowest, like Haiti, the Dominican Republic, St. Lucia or Dominica, automation
will not be a threat in the immediate future period, even given the most
opiimistic hypotheses of progress in automation.

In some of the Pacific island countries, such as Papua New Guinea and the

Solomon Islands, a significant proportion of the population remains largely

outside the monetized sector, but with the drift towards the urban centres,
especially in the small States, the share of wage labour has grown
substantially. However migration in search of work is a characteristic of

almost all island communities, with some smaller islands having their overall
population growth restrained by long-distance migration to the industrialized

. countries of the Pacific Rim. Virtually all island countries are short of
skilled manpower, especially technical and managerial personnel with practical
experience, Annval output from the regions' training institutions is
relatively small and there have been significant losses through emigration,
high dropout rates, and inadequate incentives to acquire key skills. At che
same time the continued reliance on expatriates limits the extent to which
islanders can fill policy and decision-making posts. Minimum wage legislation
often leads to high wage levels, which maintains the distinctions between
urban and rural working conditiors and deters entrepreneurs from establishing
secondary activities. Tertiary activities in servic- transport or
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constructions are much preferred by local investors large.y because of greater
certainty of demand. At the same time population growth rates and increasing
unemployment in the main urban centres have created pressure for employment
creation particularly in some of the smaller States. A number of island
governments have been looking to secondary economic activities to meet this
pressing need. However, in employment terms manufacturing accounts for only a
small proportion of the work force, within the monetized sector. Availability
of data is limited, but it is important not to exaggerate manufacturing's
potential contribution to employment creation. For example in Papua New
Guinea, in 1980 manufacturing and utilities accounted for about 10.8 per cent
of the total formal sector employment of nationals. The latter stood at about
200,000 people. Between 1976 and 1980, national employment levels in the
formal sector grew by 5.2 per cent a year. The corresponding figure for
employment growth in manufacturing and utilities was 8.1 per cent per annum.
However, this seemingly impressive performance represent¢id only some 1,400 new
jobs per year. It 1is, therefore, clear that even on highly optimistic
assumptions the sector could only make a tiny contribution to the 40,000 jobs
required annually by new entrants into the active labour force. In many of
the islands service activities have proved much more attractive for local
investment than manufacturing.

2.2.5 Extent of technical progress

The structure of industry in the Caribbean and Pacific is dominated by
food, fisheries, textiles, wood and other natural resource-based activities.
Since there are low engineering and skill intensity activities, they would
appropriately reflect their technological comparative advantage. They are
also of low capital and scale intensity.

Insofar as manufacturing has undergone structural 'deepening' in the two
regions this is largeiy accounted for by the petroleum-based chemical
industries, and mineral processing. For example Jamaica has received the
largest single investment under the Caribbean Basin Ii tiative, a $23 million
ethonol plant at Kinsgton, a joint venture of Tropicana Petroleum of
California, and Shell. However the dangers of major fixed capital investments
with sophisticated technology may also be illustrated in Jamaica. In 1985
prospects for exports of bauxite/alumina deteriorated with the ending of the
special sales arrangements of 1984, and the temporary closure of the ALCOA
alumina plant. As a result gross earnings from bauxite/alumina fell by J$200
million in 1985, with profound implications for the economy as a whole. The
government sought to reduce public sector consumption under a severe austerity
programme, debts were rescheduled, and long-term finance was raised.

Fdr the great majority of the Caribbean znd Pacific States manufacturing
is a small sector. Optinns still need to be explored for increasing the
linkages betwcen manufacturing and the fishing, forestry, agricultural and
mineral sectors, and to identify the scope for further resource-based
industrialization using appropriate technology.

242.6 Indicators of industrial performance

The diversity of industrial structure and the lack of data, do not permit
an overall regional view of performance, but it is possible to examine the
individual cases of the States where manufacturing is most significant.
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Jamaica

The manufacturing sector in Jamaica has traditionally been based on the
strategy of import substitution, but in recent years exports have been of
increasing importance. Significant deregulation of the sector has tacen place
under the Structural Adjustment Programme agreed with the IMF.

Notwithstanding various measures, including the relaxation of import
licensing together with greater allocations of foreign exchange for imports of
industrial inputs, the growth and performance of the manufacturing sector has
been uneven. Table 19 displays the indices of both industrial and
manufacturing production for the 12 year period ending 1984. The
manufacturing sector in Jamaica grew at an annual average rate of 4 per cent
during 1965-1973. The indices show a somewhat different behaviour of
manufacturing and industrial production over the 1973-1984 period (1974=100).
After the 1974 peak (102.2), the index of industrial production bottomed out
(84) in the first quarter of 1982 - a year in which the bauxite sector
registered a loss of 29 per cent. The Table reveals that industrial
production never recovered anywhere near the level of the early 1970s. An
overall downward trend existed until 1986. This was largely due to the sharp
- declines registered by the bauxite and alumina sector.

The picture that emerges from indices of manufacturing output is
different. Manufacturing activities showed resilience between 1973 and 1978.
Manufactuiing indices showed the ability of the sector to recover when
conditions allowed as for example through the increased availability of
foreign exchange for spares and raw material parts. The production peak was
reached in the second quarter of 1978 at a level of 118.3 (1974 = 100). 1In
the following four years the manufacturing sector suffered 1loss of
production. In 1980 the sector experienced a steep recession under the impact
of foreign exchange shortages and domestic unrest, but showed some signs of
recovery in 1981, Aftcr a fall in output in 1982, the sector rebounded in
1983 only to fall again in 1984. Despite this continued decline in the
manufacturing output during the period of 1979-1986, manufacturing activities
have been undergoing a process of structural change. The share of food
products in MVA increased from 41 per cent in 1970 to 43 per cent in 1983,
The MVA share of chemicals increased from 11 per cent to 16 per cent during
the same period.

Table 20 shows figures pertaining to physical output of selected
manufactures during 1979-1983. With the exception of fertilizer, diesel/fuel
oil, cement and beer, 1983 production figures show the full extent of
contraction of output when compared with 1979 level of output. Manufacturing
production in 1984 showed mixed trends and uneven growth rates. Between 1983
and 1984 the processed food branch is estimated to have grown by 7.1 per cent,
with large increases in the production of flour and cornmeal. Agro-based
activities such as the production of sugar, rum and molasses fell some 4.1 per
cent; other beverages fell by 9 per cent and cigars and beer showed the
greatest falls, While apparel and sewn products grew rapidly, textiles and
footwear as a whole declined. Chemicals and chemical products expanded by
almost &4 per cent, but output of paints declined with the lack of construction
activity; for similar reasons cement and steel production also dec;ined.
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Table 19: Jamaica: indices of industrial and manufacturing production,
1973-1984
Year Industry Manufacturing Year Industry Manufacturing
1973 1 94.5 97.7 1979 1 90.4 9.7
II 9.7 100.4 11 92.7 99.9
111 98.3 101.6 I1: 93.2 100.7
IV 94.9 96.1 v 103.4 116.5
Average 9.1 98.9 Average 94.9 103.0
1974 1 97.4 98.3 1980 I 9.3 103.8
11 102.2 102.2 11 89.5 87.7
II1 101.4 100.3 111 91.6 92.4
v 99.0 99.2 v 91.9 93.4
Average 100.0 100.0 Average 92.3 94.3
1975 1 101.0 101.6 1981 I 93.4 93.0
II 102.6 113.3 11 92.0 91.2
111 96.5 105.5 I1I 95.2 98.3
Iv 96.0 108.6 v 92.7 97.5
Average 99.0 107.3 Average 93.3 95.0
1976 1 96.9 109.7 1982 1 84.0 94.2
I1 90.1 108.7 11 85.2 91.6
III 9.0 110.1 II1 89.5 99.9
Iv 97.4 108.1 v 84.0 95.1
Average 95.1 109.2 Average 85.7 95.2
1977 1 99.0 110.8 1983 I 9.1 109.1
11 9.1 105.2 I 92.7 105.3
III 98.6 108.5 111 93.9 104.8
v 102.6 112.8 v 90.1 99.2
Average 99.1 109.3 Average 92.7 104.6
1978 T 97.7 105.7 19851 90.9 103.1
II 105.2 118.3 I1 90.3 105.9
111 96.8 106.4 II1 84.0 100.9
IV 95.2, 160.5 v 87.8 103.8
Average 98.8. 107.7 Average 88.2 103.4
Source: Planning Institute of Jamaica, Quarterly Economic Report, Oct.-Dec.

1984/85, Vol.. 1, No. 3, p.42.

a/ Provisional.
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Table 20: Jamaica: production of selected manufactures, 1979-1984
Product Unit 1979 1980 1981 1982 1983 1984
Sugar '000 tons 279 228 202 192 195 185
Rum '000 tons 3,279 3,279 3,715 3,361  2,6% 3,123
Molasses '000 tons 108 101 79 99 93 89
Beer ‘000 gal. 11,326 13,993 12,379 12,477 12,490 10,388
Cigarettes/

cigars millions 1,412 1,309 1,269 1,435 1,378 1,280
Textiles '000 yards 6,700 4,979 3,448 3,%3 3,555 2,125
Cement '00C tons 222 142 162 208 273 257
Gasoline '000 gal. 59,156 50,388 44,054 55,476 43,545 25,573
Diesel/fuel oil '000 gal 156,383 174,944 108,995 148,141 164,560 103,485
Fertilizer tons 30,279 28,129 24,460 18,977 36,701 32,95

Source: Planning Institute of Jamaica, Economic and Social Survey of Jamaica,

1984.

Table 21: Trinidad and Tobago: physical output of selected manufactures
in 1985%” and average annual increase, 1981-1985
o i an;al imreasé.—
Volume Tg%r_%s
Product Unit 1985 1981~
(average)
Cement 'GJ0 tonnes 305.7 -24.6 10.4
Fertilizers '000 tonnes 1,660.0 13.8 19.3
Steel Products '000 tonnes 474.3 -17.2 80.6
Motor Vehicles '000 units 13.6 -40.4 2.7
Radio Receivers '000 units 3.4 54.5 -16.3
Television Sets '000 units 23.6 22.9 13.0
Gas Cookers '000 units 16.2 -20.2 -7.1
Refrigerators '000 units 8.5 -61.0 -21.0
Rum m proof gallons 2.5 -13.8 -13.3
Beer & Stout m litres 25.9 =23.4 -6.9
Edible oil m litres 4.3 44.2 -11.9
Margarine m kg 1.8 -25.0 ---
Scap m kg 1.8 5.9 -11.4

Source: Central Bank of Trindad and Tobago.

a/ Fstimate.
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In 1984-1985 low domestic and regional demand, high interest rates, and
new duties on imported raw materials forced a reorientation of business
activities which adversely affected the sector's performance, particularly in
footwear and furniture. In 1984 exports of manufactured items amounted to
US$148 million, a 6 per cent fall on the previous year - with the only
exception of apparel and sewn products which accounted for much of the growth
in exports of miscellaneous manufactures: this resulted from a number of
additional producers of garments establishing new production capacity in the
Kingston Free Zone and the expansion of '897' manufacturing by Jamaican
apparel prooducers. Exports of manufactured items to CARICOM during 1984 fell
by 37 per cent to US$ 52.5 million, largely as a result of the protective
attitudes adopted by a number of member countries. However, there was a
17 per cent increase in the direction of trade from CARICOM to third
countries, as producers began to seek extra-regional markets, although not in
the direction of the EC.

Trinidad and Tobago

The level of industralization in Trinidad and Tobago is well below that
of other countries at a similar level of per capita income. Under the
auspices of the government's Industrial Development Corporation, a planned
industrialization policy has been carried out in pursuit of wusing the
country's o0il revenues to develop the non-oil sector and diversify foreign
exchange earnings.

For the last 25 years the manufacturing sector has benefitted from an
"infant industry” status. Recently, however, import substitution is
encountering increasing difficulties in the small national market. The cost
of the long-term support given to infant industries has been high not least
through the compensatory subsidies paid to consumers. Mc.nufacturing has thus
far been a net recipient of foreign exchange and has generated little tax
revenue. The decline of the petroleum sector has created a need for
alternative sources of foreign exchange to which the manufacturing sector
could contribute.

Manufacturing in Trinidad and Tobago expanded rapidly after 1973 behind a
tight system of non-tariff protection. Real annual growth of manufa~:turing
output ranged between 5 per cent and 15 per cent during 1974-1978 and the
manufacturing sector accounted for 10.2 per cent of GDP in 1985. The
manufacturing sector registered a 2.1 per cent fall in 1982, but recorded a
4.1 per cent rise in output in 1983 in contrast to over 7 per cent decline in
GDP in the same year. According to the Central Bank, manufacturing in
Trinidad and Tobago suffered declining growth rates of -11.3 per cent and
-15.7 per cent (at 1970 prices) in 1984 and 1985 respectively.

The share of food producte< in MVA rose from 15 per cent in 1970 to 26 per
cent in 1983, while the share of textiles in MVA increased marginally from S
per cent to 6 per cent during the same period. Machinery and transport
equipment had a substantial increase in its share of MVA from 5 per cent in
1970 to 15 per cent in 1983, Chemicals accounted for 8 per cent of MVA in
1983.

Table 21 presents estimated physical output of selected manufactures for
1985 and figures pertaining to growth rates over the year 1984 and the period
1981-85. With the‘exception of fertilizers, radio receivers, televigion sets,
edible oils and soép, all other subsectors of manufacturing suffered two-digit
negative growth rates in 1985. The most striking aspect of manufacturing
growth was an 80.6 per cent average growth recorded by steel products during
1981-1585, despite a 17.2 per cent fall in 1985.
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Despite mixed performance of energy-intensive heavy industries, the
government seems to rely on heavy industry as the possible long-term successor
to an oil-based economy. The policy of the government is also aiming at
developing its light industries. Assembly of imported parts and mixing and
bottling operations of the food processing industry dominate light
manufacturing with about two-thirds of total value added. In the 1960s,
Trindad and Tobago was a net exporter of food. Now the country relies on
imports for about 75 per cent of food requirements.

The sugar industry continues to be in deep recession, despite a reported
92,000 tonne harvest in 1986, which was 14.1 per cent higher than 1985 output
and higher than the target. Caroni, the State sugar company incurred a
financial loss of TT$11.8 million in 1986. The company is yet to recover from
the impact of a two-month industrial dispute, heavy rain and high levels of
cane fires. Deteriorating conditions forced Caroni to lay off 8,000 of its
employees in 1985 and 1986. As part of a restructuring of sugar processing,
Caroni is to be merged with another public concern, Orange Grove National
Estate, with a view to producing 100,00 tonnes of sugar a year. In 1984
Trinidad's Usine St Madeline refinery processed 47,000 tonnes of raw sugar
from Brazil, the Dominican Republic and Guatemala. It aims at operating at
its 60,000 tonnes a year capacity.

Among the light industries, the garment industry suffered a sharp fall in
sales in 1986 in the face of foreign competition and recent currency
devaluations in CARICOM countries.

Because of the oil-induced recession, sharp contraction in domestic and
foreign demand and high production costs, manufacturing production was almost
14.5 per cent below the level attained in 1984. Sales in almost all
subsectors of light manufacturing deteriorated substantially. A comparison of
sales indices for the second quarter in 1985 with that of 1984 shows that
sales within food processing industries declined by 3.7 per cent; drink and
tobacco by 2.9 per cent. Sale of textiles, garments and footwear fell by 14.5
per cent, and printing, publishing and paper products by 8.9 per cent.

Guyana

The manufacturing sector in Guyana, exclusive of bauxite processing and
the milling of sugar and rice, is very small accounting for less than 10 per
cent of GDP and of export earnings. Most of these activities are undertaken
by the private sector, which has grown rapidly in the last decade, although
its potential contribution to the economy has been limited. The difficult
economic environment, particularly the shortage of foreign exchange and
frequent interruptions of power have inhibited the growth of existing
enterprises. The uncertainties of the new investment climate have constrained
diversification and the creation of new enterprises and activities.

Manufacturing activities take place in both the public and private sector
enterprises engaged in the production of a variety of consumer, intermediate
and capital goods. The processing of sugar cane, rice, timber, coconuts,
gold, manganese and diamonds accounts for about 75 per cent of the country's
manufacturing output. Additional manufacturing activities encompass light
consumer goods produced by a large number of small-scale firms. In terms of
investment, the pubiic sec@or is dominant. There are 625 enterprises in the
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private sector, of which 217 firms are found in wood industry (including
furniture) and 104 firms are engaged in the production of footwear, textiles
and wearing apparel. In recent years a number of co-operative ventures have
also been established. The small (10-50 workers) and medium (51-100 workers)
enterprise sectors contribute approximately 20 per cent of MVA.

Although the manufacturing sector in Guyana grew faster than other
sectors in the 1970s, its contribution to the overall transformation of the
economy remained far below its potential. Lack of investment and shortage of
imported inputs limited the possibility of widening the manufacturing base and
boosting exports.

Notwithstanding these constraints, the performance of several industrial
activities improved considerably in 1984-1985 in contrast to their performance
in the period 1972-1982. Production of aerated beverages, cigarettes,
sweetened biscuits, matches, textiles, footwear and stoves increased
substantially in 1985 compared with the production levels achieved in 1984,
Table 22 shows that pharmaceutical products, stockfeed, paints and
refrigerators recorded downturns in 1985. Estimated indices of manufacturing
output for 1986 show that with the exception of stockfeed and biscuits,
recorded output was above the base year (1984) level.

In recent years the non-traditional manufacturing sector grew
significantly in value added, although performance across the various product
groups was mixed. A variety of consumer, intermediate and capital goods are
manufactured; these include food and beverages, pharmaceuticals, textiles ard
leather, and consumer goods such as refrigerators and stoves. Given the
country's natural resources, the high 1level of literacy and research
capabilities, the potential for the manufacturing sector is considerable.
However, the industrial sector in general has been constrained by inadequate
machinery and equipment and insufficient supplies of spares and raw materials,
leading to continued low capacity utilization.

The State-owned Cuyana Mining Enterprise Ltd. (GUYMINE) ﬁndertakes
bauxite production and operates mines and plants at four locations. Guyana is
the world's largest producer of calcind grade bauxite and accounts for 50 per
cent of the world market. Output performance of bauxite industry declined
“rom 350,000 tonnes in 1983 to 560,000 tonnes in 1984 and 580,000 tonnes in
1985, the rate of capacity utilization was far below the installed capacity.
The low level of capacity utilization is the result of poor plant and
equipment condition and high operating costs. In 1984, fuel oil, wages and
salaries accounted for 47 per cent of GYMINE's total cost of production. The
existing plants and equipments require extensive rehabilitation. Apart from
under-utilization of capacity, the industry's finances have deteriorated since
1976 because of low productivity, depressed world prices and emergence of new
competitors.

'

In early 1986 GUYMINE invested $ 62 million to rehabilitate bauxite )
mining installations. The International Development Association (IDA)
approved a $7 million loan in August 1986 for the industry's rehabilitation
plan, particularly for developing marketing and cost control techaiques. A
new product development involving production of a new refractory grade of
bauxite is also envisaged. In 1984 and 1985 Guyana received ECU4 million from
SYSMIN for rehabilitation. !

'




- 49 -

Table 22: Guyana: physical volumes and indices of manufacturing
output, selected products, 1984-1986

i Item Unit 1984 1985 1986§/
Index Index Index
) Rum Litres million 17.3 100.0 17.9 103.47 18.2 105.20
Beer & stout *000 litres 7,731.5 100.0 7,982.0 103.21 9,002.0 116.43
Aerated
Aerated '000 cases 2,083.0 100.0 2,418.0 116.08 2,700.0 129.62
Malta '000 cases 273.0 100.0 342.0 125.27 300.0 109.89
Shandy '000 cases 176.0 100.0 277.0 157.39 240.0 136.86
Cigarettes Million sticks 373.2 100.0 466.9 125.11 510.0 136.66
Stockfeed Million kg 26.1 100.0 50.9 97.70 25.0 95.79
Flour '000 1b -—- -— -—- -——- -—- -—
iscuits:
Sweetened *000 kg 95.5 100.0 286.4 299.89 438.6 459.26
Unsweetened '00 kg 806.4 100.0 50.9 6.31 545.5 67.65
Pharmaceuticals:
Liquid '000 litres 528.0 100.0 438.0 32.95 840.0 159.09
Tablets Million 22.5 100.0 18.4 81.77 48.0 213.33
Ointments '000 kg 4.9 100.0 5.0 102.04 9.6 195.32
Matches '000 gross
cartons 114.5 100.0 160.8 140.44  240.0 209.61
Paints '000 gallons 65.2 100.0 30.3 16.47 100.0 153.37
Textiles Million metres 1.5 100.0 1.7 113.33 4.3 286.67
Footwear '000 pairs 216.8 100.¢ 233.0 107.47 305.C 140.68
Refrigerators Number 9,607.0 100.0 6,092.C 63.39 10,000.0 104.09
Stoves Number 1547.0 100.0 1,635.0 105.69Y --- -—-
Source: Central Statistical Bureau.

a/ Projected.
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Local production of capital goods is very limited and virtually all
capital goods are imporced. The users of capital goods are the dominant
economic sectors, namely bauxite, sugar and rice. In line with the
government's aspiration to develop the indigenous <capacity for local
manufacturing of capital goods with a view to saving foreign exchange and to
enhance the technological capability of the country, metal and eagineering
industries have been established both in public and private sectors.

Current production levels in manufacturing enterprises are substantially
less than installed capacities, particularly in the production of garments,
edible oils, margarine, flour and biscuits. Prospects for growth depend on
the pace at which productive capacity in bauxite and sugar industries can be
upgraded and rehabilitated, and idle capacity in the manufacturing sector
refurbished and brought into production.

Barbados

The manufacturing sector in Barbados can be divided into two distinct
parts according to ownership. Locally owned firms produce furniture,
garments, engineering products, chemicals and food products for domestic and
regional (CARICOM) markets. Multinational firms in Barbados produce
electrical and electronic components, data processing services, engineering
products and garments, mainly for the North American market. The problems
facing these two groups differ considerably.

One of the major manufacturing activities is the processing of sugar.
Secondary industries include edible oils, soap, margarine and lard compounds,
together with textiles and clothing, paints, paper products, furniture and
electronic components. In 1984 a major cement plant came into operation,
which should more than meet local requirements and produce an exportable
surplus.

The contribution of the manufacturing sector to GDP increased steadily in
value during the late 1970s, and in 1981 physical output was 40 per cent
higher than ten years before. In the 1980s, however, growth has slowed
considerably and recently the manufacturing sector has only just held its
share of GDP.

Local manufacturing enterprises have been affected by tle recent marked
decline in CARICOM trade in the face of severe economic difficulties in
Jamaica and then Trinidad and Tobago - the major regional markets. It has
been estimated that roughly half of Barbadian manufatures were sold in the
regional makrket place between 1977 and 1982, Barbadian exports to CARICOM
markets increased by an annual rate of almost 25 per cent. This trend
reversed in 1982 and exports to CARICOM fell by 2.9 per cent in 1983 and by
8.3 per cent in 1984. Largely as a consequence, manufacturing employment in
Barbados fell by 17 per cent between 1983 and 1984.

Table 23 shows that the index of industrial production (1982 = 100) fell
from 108.2 in 1984 to 104.6 in 1985 in consequence of falling production
levels in the major branches; electronic components declined by 20.3 per cent,
wearing apparel by 15.6 per cent, chemicals by 11.1 per cent and wooden
furniture by 12.4 per cent. There has been much less growth amongst companies
operated by multinational corporations in the last two years; indeed in
contrast to their performance in the early 1980s, output and employment seem
to have declined since 1984, This 1is largely the result of world-wide
recession and excess inventories. In addition the very success and increased
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prominence of the electrical components subsector has somewhat increased the
economy's vulnerability to world trade cycles. In 1985 exports of electrical
components amounted to over 60 per cent of Barbados' total manufactured
exports.

Table 23: Barbados: index of industrial production, 1981-1986

(1982 = 100)

) 1981 1982 1983 1984 1985 1986§/
Total industries 103.7 100.0 104.4 108.2 104.6 117.9
Mining and quarrying 100.1 100.0 118.5 161.6 174.0 163.9
Electricity and gas 98.3 100.0 116.1 121.7 130.2 140.3
Manufacturing 104.6 100.0 102.1 103.2 97.2 112.3

Food 116.0 100.0 99.3 99.7 101.3 109.1
Beverages & tobacco 109.9 100.0 98.2 90.4 90.9 123.5
Wearing apparel 102.9 100.0 106.2 110.7 93.4 90.0
Wooden furniture 124.5 100.0 116.8 115.9 101.5 96.4
Chemicals 107.2  100.0 97.2 83.9 74.6  117.3
Petroleum products 100.0 100.0 97.5 99.5 103.7 123.7
Other non-metallic

mineral products 134.2 100.0 84.3 77.8 87.2 155.2
Electronic components 69.0 102.9 108.2 141.0 133.3 142.8
Other 108.9 100.0 102.38 95.2 87.0 100.9

Source: Barbados Statistical Services.

a/ July 1986.

Papua New Guinea

Amidst strong fluctuations in the growth pattern of MVA, the food
industry expanded sharply during the second half of the 1970s, with the
exception of a 2.4 per cent decline in 1979 (Table 24), suggesting that it was
only a pause before a spurt as value added in food industry continued to
expand since 1980. Metal-based manufacturing, the second most important
manufacturing branch, exhibited a much lower, strongly fluctuating growth
rate. Wocd products grew strongly during the late 1970s, but suffered from a
setback in the early 1980s.
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The structure of the manufacturing sector underwent one major change
during the 1975-1984 period. Food ©processing replaced metal-based
manufacturing as the most important branch, representing 44 per cent of MVA in
1984. The wood and wood products branch has retained and slightly improved
its position. These three branches together produced some 85 per cent of MVA
in 1975, and approximately 80 per cent of MVA in 1984. Among the less
important branches, non-metallic minerals strengthened its position.

Manufacturing employment grew faster than manufacturing value added and
productivity levels consequently declined. Table 25 presents estimates of
labour productivity and of the share of value added in gross output at the
branch level over the period 1978-1980. It can be seen that for the
manufacturing branches shown in Table 25, aggregate labour productivity
declined by about 4 per cent over this period. The fall was most marked in
the case of food products where productivity levels fell by almost 40 per cent.

The paper products branch also registered a decline. On the other hand
productivity increased significantly for the chemical, wood and metal based
branches. The wood and metal products branches also experienced a rapid
increase in the value added to gross output ratio. Overall, however, this
ratio declined by about 12 per cent over this period indicating that
industrial costs rose substantially. Once again the food products branch was
mest seriously affected - value added declined by as much as 33 per cent in
this case.

Fiji

Increased national self-reliance was a major objective of Fiji's Eighth
Plan (1980-i985) basic strategy, which involved considerable investment in
increasing and diversifying primary sector output coupled with primary sector
processing at a later stage. There was to be a reorientation of investment by
region to ensure better distribution across the country. Fiji's Ninth
development plan (1986-1990) aims at achieving real GDP growth of 5 per cent a
year. On the output side, emphasis is given to the growth of resource-based
industries. The Plan retains the diversification and distribution
objectives. Creating new employment opportunities is also an ongoing
concern. Measures to increase financial stability as well as efficiency and
competitiveness in the manufacturing sector are to help increase economic
growth. Special attention will be given to cottage and small-scale
industries. There is to be a shift from investment in infrastructural works
to directly productive activities.

Within these planning frameworks the industrial sector was expected to
help make optimal use of the available human and physical resources and to
reduce income disparities. Initially industrial projects were chosen allowing
only moderate economies of scale, and with modest export potential and
capabilities of enhanced value added. Although import substitution was well
developed by the time of the Sixth Plan it was not to be taken as far as full
self-sufficiency ~ rather there would be a concentration on activities with
export-possiblities. In the Eighth Plan both export and industries were
encouraged with high priority to industries based on local primary commodities
and the production of inputs required by primary and other sectors.
Industries based on imported raw materials were to produce essential items for
the domestic market and goods for export. Low priority is given to industries
based on imported raw materials and producing non-essential items.




Table 24: Papua New Guinea: manufacturing value added, 1975-1984
(in millions of Kina at current prices)
Total Food Textales & Wod, wood — Paper & Non-metallic Metal-based Total
“Year manrachring —prodrets leather modrts rrinting (hamicals minerals maufactiring Others manufachring
per cent).

1975 80,290 24,019 733 11,650 2,992 23,308 1,119 33,692 4,138

1976 102,680 36,657 838 12,357 5,643 6,050 1,704 35,939  5,5058 27.88

1977 136,110 58,302 889 16,403 6,345 10,936 1,719 40,744 4,929 32.56

1978 138,160 66,446 1,130 22,905 6,913 6,867 5,887 26,320 2,132 1.51

1979 147,240 64,830 1,063 25,569 7,169 5,800 7,305 34,561 3,188 6.57

1280 187,840 75,359 1,315 40,409 7,584 5,818 7,559 46,446 3,345 27.07

1981 188,100 82,914 1,404 34,771 8,721 7,529 8,305 41,009 3,434 0.14

1082 198,990 87,016 1,486 36,785 9,226 7,965 8,786 43,383 3,643 5.70
- 1983 - - - 221,180 97,495 1,651 40,886 10,255 8,782 9,756 48,221 4,050 11.15

1954 242,250 106,783 1,809 44,780 11,232 9,696 10,696 52,817 4,436 9,53

Source:

UNIDO data base.
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Table 25: Papua New Guinea: performance indicators in selected
subsectors of manufacturing, 1978-1980

Value added ratiog/ Productivity ratiob/

1978 1979 1980 1978 1979 1980

Food products 45.5 30.2 30.0 16,360 10,700 10,290

Textiles & leather 53.3 50.5 59.0 2,985 3,514 5,058

Wood 50.3 52.4 58.5 5,087 5,176 7,108

Paper 54.8 47.8 47.4 6,934 6,494 6,841

Chemicals 60.4 52.9 52.7 22,413 19,566 27,335

Non-metallics 54.6 52.9 50.0 12,240 11,128 13,933
Metal band

products. 40.1 40.7 45.8 8,001 7,009 9,624

Total manufacturing 45.7 37.5 39.8 9,508 8,013 9,219

Source: Official tational Statistics.
a/ Value added to output (in percentages).

b/ Value added to total employment (K '000).




Table 26: Fiji: projected sectoral rate of growth in terms of
gross value added at factor cost, 1985-1990

Gross value added Growth rate

1985 1990 (per cent)
1. Agriculture, forestry, fishing
1.1
1.1.1 Sugar cane 51.6 74.2 1.5
1.1.2 Other crops 37.5 53.3 7.3
1.2 Livestock 13.7 17.4 4.9
1.3 Fishing 15.5 22.3 1.5
1.4 Forestry 11.2 16.7 8.4
1.5 Subsistence 72.4 80.0 2.0
2. Mining and quarrying 10.3 16.9 10.4
3. Manufacturing
3.1 Sugar 25.1 36.7 7.9
3.2 Other food, drink &
tobacco 48.2 67.4 6.9
3.3 Other manufacturing 75.4 9.5 5.0
4. Electricity, gas, water 24 4 31.9 5.5
5. Construction 90.2 115.7 5.1
6. Trade 229.2 293.2 5.0
7. Transport & commmication: 114.8 143.2 4.5
8 Finance, insurance and real
estate and business services 9.2 129.5 6.6
9. Commumity & othor services 328.3 390.2 3.5
Total 1,242.0 1,585.1 5.0

Source: Ninth Development Plan 1986-1990, p.la.

Western Samoa

Manufacturing activities grew quickly during the 1970s, averaging over
3.5 per cent per annum, but are still very modest. In 1983 some 75 industrial
enterprises were in operation. In 1981, the manufacturing sector contributed
6.5 per cent of GDP and employed 757 persons. In 1983, without improving its
GDP share, the industrial work force had grown to 1,431, about half of thee
being employed in the food industry, the most important manufacturing branch.

In the period 1978-1980 a number of medium-scale enterprises came into
production including a brewery, a cigarette factory, an animal feed mill and a
match factory. Coconut cream, exotic tropical fruit juices and fishing boats
were also produced on a significant scale. A coconut oil mill and a veneer
mill factory were completed during the Fourth Plan (1980-1984). The coconut
mill brought considerable benefits adding WS$ 4.7 million in foreign -xchange
to the 1983 export receipts. During the same period, another coconut cream
factory was completed, and in 1984 a new meat canning factory started
operations. A new soap factory was to be built in 1985/86, and the Samoa
Forest Products factory was to be re-equipped in 1985. The majority of
enterprises are small-scale employing less than 15 persons. ‘ ‘
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The market for manufactured goods in Samoa is limited by the small
population, its low purchasing power and the small size of the monetized
sector. Distance from major metropolitan markets also inhibits larger-scale
operations. Manufacturing activities in the main are oriented towards
substituting for imports of consumer goods. The potential for both forward
and backward linkages remains underexplcited and many enterprises rely heavily
on imports of raw materials and intermediate inputs.

Table 27: Western Samoa: indicators of industrial output, 1979-1984

1979 1980 1981 1982 1983 1984

Beer
Volume ('000 hecto litre) 38.8 45.7 42.5 50.6 43.2 39.6
Value (market prices

in '000 talz) 2,727 3,792 3,95 5,126 5,900 6,243
Cigarettes

Volume (millions of

cigarettes) 67.5 142.9 131.3 157.0 129.6 152.1

Value (market prices

in '00 tala) 1,630 2,953 3,516 4,708 5,608 8,762
Timber
~Volume ('000 cubic feet) 8,906 8,983 8,197 8,666 6,722 6,273

value ('000 tala) 1,914 2,618 2,797 3,507 3,454 4,159
Veneer

Volume (in cubic metres) -- --- -— 1,066 1,579 1,241

value ('000 tala) e -— -— 261 542 57°
Coconut oil

Volume {million tons) -— --- - 8,679 12,252 10,955

value (‘000 tala) cee e e 4452 11,446 21,621
Copra meal
=P eTane (million tons) --- --- --= 4,577 65,74 5,477

Value ('000 tala) - _— -— 442 673 766
Soa

Volume (million tons) 956 898 807 923 713 661

value (1000 tala) 755 721 819 1,183 1,065 1,215
Matches

Volume (in '000 boxes) 1,738 3,604 1,967 4,477 3,251 3,200

Value ('000 tala) 80 127 101 283 205 230

Source: Department of Fconomic Development.
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3. CONSTRAINTS ON INDUSTRIAL CO-OPERATION UNDER LOME CONVENTIONS

3.1 Major constraints to industrial co-operation between ACP/SSA and EC

The experience of African industrialization under Lomé has been
influenced by a complex and interdependent set of constraints. It is clear
that many ACP/SSA countries are subject to exogenous shocks stemming from
factors that are beyond their control. These included deteriorating terms of
trade, oil crisis, drought, floods, influxes of refugees, etc. and the impact
of such shocks has contributed to the severe problems encountered in fostering
'industrial co-operation'. Nevertheless, the response of individual country
governments to such exogenous shocks has played a major role. The constraints
limiting the impact of Lomé on industrial co-operation also include problems
of a broader and longer-term structural nature.

An analysis of obstacles to ‘'directly productive" investment was
explicitly provided for by Lomé III (Article 241). Two studies were
commissioned by the EC.Y One study focussed on the constraints as
perceived in the ACP/SSA, and for this 343 ACP/SSA firms were interviewed.
The second study focussed on the constraints as perceived from the European
view, and more than 1,000 firms and organizations of various sizes and sectors
in the EC countries were interviewed. This preseantation of the constraints to
industrial development include findings from both studies.

3.1.1 Dearth of investible resources: stagnating flow of funds to
industry

In no low-income ACP/SSA country has significant local mobilization of
domestic resources for industrial development, either by the State or
individual businessmen, been achieved. The 1limited domestic financing
capacity may be attributed to low per capita income, low or negative growth
rates, and high dependency ratios within families resulting in low savings
ratios. In 1984 savings as a percentage of GNP for Asian low-income countries
was 24.3 per cent but for ACP/SSA only 4.3 per cent. The share of investment
in GNP in 1984 for Asian low-income countries was 26.5 per cent and for
APC/SSA only 11.8 per cent. Large subsistence sectors and weak trading
sectors further limit taxable capacity. Most of the ACP/SSA have tax/GDP
ratios below 10 per cent. Investing from retained profits are by definition
impossible with loss-making/subsidized enterprises. External sources of
investible resources are therefore essential for industrial development.

At first glance both Lomé I and II gave a oprominent place to
industrialization in terms of funds allocated and technical co-operation
efforts. A total of ECU 424 miilion was approved for EDF 4 and
ECU 755 million for EDF 5, or 14.3 per cent and 20.9 per cent of approved aid
respectively, representing a 78 per cent increase. Unfortunately, the
definition of industrialization used by the EC 1is broad, and the narrow
definition of industrialization to exclude energy related projects and
extractive industries indicates an increase f{rom ECU 236 million to
ECU 308 million, or an increase in share of total EDF 4 and 5 from 7.9 per
cent to 8.5 per cent. In EDF 6, the allocation to industrialization has fallen

1/ Ph. Queyrone, The Constraints on Industrial Co-operation between Firms in
the EC or ACP Countries, EC, 1985, and J.A. Tilot, Barriers to Industrial
Co-operation between Firms and Partners in Developing Countries, EC, 1986.
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by more than half from EDF 5 to 320 million ECU, or l4 per cent of approved
aid. By December 1987, ECU 26 million, or 8 per cent of this allocation had
been spent. A narrow definition of manufacturing industries, (excluding
energy and extractive industries) saw a steep decline in aid approval from
ECU 104 million to ECU 76 million, or 24 per cent and 10 per cent of aid
approved for industrialization. In EDF 6, excluding mineral and energy
related projects and extractive Industries, reduces the allocation to
industrialization to only ECU 22 millizn, or a decrease in share of EDF 6 to
7.4 per cent. As a share of total EDF 4 the allocation of manufacturing
industries according to this definition was a mere 3.5 per cent, of EDF 5 only
2.1 per cent and EDF 6 less than 1 per cent.

Under Lomé I, th- commitments of European Investment Bank (EIB) whether
in the form of loans from own resources of risk capital operations, climbed
steadily. During the first year (1981), Lomé II saw a notable increase in the
Bank's commitments was mainly as a result of the "reserve” of projects built
up during 1980. Between 1982 and 1984, the annual volume of loans from own
resources dropped appreciably with the result that by the end of 1984 less
than 60 per cent of the ECU 685 million appropriations had been committed.
The main reason for this was the worsening eccnomic situation in most of the
ACP States, which were finding it increasingly difficult to set up and finance
prujects in productive sectors. In 1985, however, the level of commitments
from the Bank's own resources rose sharply to nearly ECU 156 million, and
about 88 per cent of total funds had been committed by 31 December 1985.
Adapting the broad EC defirnition of "industrialization', of total commitments
of EIB under Lomé I and II, some 88 per cent went to industry, but excluding
energy and extractive industries the share falls to 42 per cent.

The EIB has supported 50 Development Finance Banks or Corporations in 40
ACP countries through 123 operations, mainly in the form of global loans, for
an aggregate amount of CCU 431 million. At 31 December 1987, a total of 595
allocations had been approved for the financing of an approximately equal
number of projects.

Assistance to Development Financing Corporation (DFCs) is the single most
important activity of the EIB under the Lomé Conventions, accounting for 22
per cent and 29 per cent of total loan commitments and total number of
operations, respectively. Both own resources and risk capital have been
used. A total of ECU 277 million of own resources have been committed tihrough
41 different global loans for long-term lending, while ECU 154 million of risk
capital have been used to finance a variety of different types of assistance,
including pre-investment feasibility studies and equity participations. The
latter have contributed to help promoters arrive at a better definition of
their investment plans and to bridge critical equity-gaps that are often a
major constraint to successful project implementation.

A break-down of activities by countries in terms of their income per
capita shows that approximately 75 per cent of both total operations and funds
allocated have been in favour of countries with a GDP per capita of less than
$900. Countries with an income per capita of less than $450, accounted for 35
per cent of total funds allocated. As shown in Table 30, the utiliztion of
own resource is concentrated in relatively high-income countries, while risk
capital has, to a large extent, been used to finance global loans in
lower-income countries.
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Table 28: Use of risk capital of EIB, as of October 1987

. Purpose of allocation Number of allocations
Equity participations 29
. Conditional loans 168
Subordinated loans 17
Feasibility studies 21
Total 235

Source: EIB

As shown in Table 29, the geograpbical distribution of EIB operations is
widely spread throughout the ACPs.

Table 29: Geographical distribution of EIB allocations, 1987

Africa Caribbean Pacific
West Central East

No. of countries 5 12 9 9 5
No. of allocations 117 133 140 141 64
Amount allocated (mm ECUs) 128 105 81 68 17

Source: EIB.
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Table 30: EIB resource/risk capital distribution, 1987
{percentage)

Income groups US$ per capita Own resources Risk capital
Under $450 17.0 40.0
$451 to 900 37.0 30.0
Over $900 46.0 30.0

Source: European Investment Bank (EIB).

There is real concern that the EIB has as its main focus investment needs
of Europe, and that industrial development requirements ACP/SSA are
peripheral. For the period 1981-1985 EIB commitments under Lomé Il amounted
to only 3 per cent of their total financing. In 1986/87, under Lomé III, ACP
chare of EIB finance was 3.6 per cent. The CDI, with its small budget of
ECU 40 million is also severely handicapped by limited availability of
investible resources

The inadequacy of investible resources for ACP/SSA industrial development
under Lomé should be seen in the context of stagnation in the overall flow of
external resources to SSA. Sub-Saharan Africa relies heavily on external
resource flows. In 1983-1984, net external financial resources from all
sources, concessional and non-concessional, accounted for 7 per cent of
Sub-Saharan African countries’ GNP, more than twice the average for all
developing countries of 3 per cent, and 2 per ceat for Asia. For low-income
Sub-Saharan African countries the share was 1l per cent. The bulk of African
external resource flows consists of Official Develcpment Assistance (ODA);
about 70 per cent in 1983-1984. During the 1970s and up to the early 1980s,
external resource flows to Sub-Saharan Africa increased substantially,
reflecting both higher priority acc¢orded to Sub-Saharan Africa by official
development agencies and a willingness of export credit agencies, banks and
multilateral development lending institutions to increase their exposure in
Sub-Saharan Africa. However, there has been a sharp decline in the net flow
of non-concessional resources, and also a fall in total external resource
receipts. In addition, there has been a sharp decline in the net use of IMF

resources. ‘

There are no fully consistent statistical series of non-concessional
resource flows to Sub-Saharan Africa covering the period 1983-1984. The main
reasons are the absence of consistent statistics of bank lending until 1983,
large unallocated amounts in several creditor scurces and inadequate record-
keeping by debtors. Beginning in 1983, however, considerable 'progress has
been achieved with the introduction bf the BIS-OECD survey of export credit
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and bank lending claims which screngthens the quality of the data on the
corresponding flows. The stagnating flow of credit and negative direct
investment!” in recent years for all SSA must have especially hit industrial
development.

In many of the countries where SAPs have been implemented, the
liberalization of the markets (change in exchange rates, removal of tariffs
and quotas, etc.) has dars.ically altered the former "profitability"” of
industries. The need to compete against world market prices, rather than
artificial domestic prices has meant that the real comparative advantages, or
more appropriately comparative disadvantage of industries has been revealed.
It is suggested that investible resources do exist for bankable projects, but
few such projects have been forthcoming. Hence, the paradox of
underutilization of EIB funds for industry. The high risk nature of
javestment in ACP has ment that EIB "Risk Capital", and "Own Resources'” have
been 1inaccessible. This shortfall in investible resources has been
exacerbated by inadequate access to equity capital.

A significant improvement in the investment climate should occur , given
that economies move on to a sounder economic footing, but this could take
time, and for some ecoromies may never happen, without some intervention. An
option is to liberalize the terms and conditions for risk capital. A further
option is to take measures to boost availability of equity capital. In 1984,
no less than 23 of the ACP/SSA countries experienced zero or negative direct
investment.

3.1.2 The vicious debt cycle: 1ndustry shouldering the debt burden

At the end of 1987, Sub-Saharan African short-, medium- and long-term
debt (excluding outstanding IMF credit of $7 billion) stood at
$120 billion,2” whiie arrears were estimated at $11 billion. The stagnation
of external resource flows to industry has paradoxically meant that the direct
contribution of the sector to the ACP/SSA debt service problem does not appear
to be significant. A recent study suggests that for only four countries does
the "manufacturing debt"” share exceed 20 per cent and in no instance does it
go beyond 50 per cent.?” While classificatory adjustments might conceivably
put the shares a little higher, the data certainly lend no support to the view
that for Sub-Saharan Africa as a whole, industry has beén a primary cause of
the debt expansion: the sector has not been a heavier borrower than the
others. In percentage terms, manufacturing industry ranks third among six
sectors explicitly identified, with about one seventh of total debt. In only
two countries, Benin and Nigeria, does manufacturing industry rank first among
all sectors as a source of debt liability.

1/ In 1984 no less than 23 per cent of the ACP/SSA countries experienced
Zero or negative direct investment.

2/  IMF Survey, June 1988.
3/ UNIDO, "Industry and External Debt in Africa: L A Preliminary Analysis”,
Industry and Development, No.17, 1986.




Table 31:

Summary of EIB operations with DFCs in ACP countries:

Lome 1, II, and III, as of 1987

Type of resource

Tvpe of intervention

Anount (ECU million):
No of operations

/

No of countries2
No. of dfc's 3/

3

% of total amount

°, of total operations :

No. of allocations :

Anount allocated
(ECU million)

Own_resources

Global Loans

277

41

19 (+4 reg)
26

21 rer cent

27 Per cent

360

168

Risk Capital

Global Loans

122
50
32 (+3 reg)
36

235

67

Total Risk Total All
Equity Participation Capital Resources
Direct Indirect
6 26 154 431
14 18 82 123
9 (+1 reg) 12 (+1 reg) 32 (+#4 reg) 40 (+3 rew
10 12 42 50 .
- - 25 Per cent 22 Per cent 2
- - 31 Per cent 29Fer cent !
- - 235 595
- - 67 235

a/ Because of multiple operations eithe: in one country or with one dfc,

columns and rows

cannot be directly aggregated
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Table 32: Manufacturing sector’share of total debt, 1983
($ million)

Total debt a/ Menufacturing as 2
debt bt/ percentage

Country
Benin £77.1 440.4 50
Botswana 3%3.6 - -
Burkinz Faso 653.7 22.2 3
Burundi 527.4 §7.1 17
Cameroon 2,591.9 525.4 20
Cape Verde 112.1 .7 1
Uganda 1,022.5 159.8 2
United Republic of

Tanzania | 3,234.5 465.1 14
Zaire 4,704.7 283.2 6
Zambia 3,210.4 321.0 10
Zimbabwe 2,166.6 74.6 3
TOTAL 74,671.2

Source: UNIDO, "Industry and External Debt 1in Africa: A Preliminary
Analysis®”, Industry and Development, No.l7, 1986.

a/ Total debts are debts outstanding, including undisbursed commitments as
at the end of 1983,

b/ The actual debt to be attributed to the manufacturing sector will be
higher than reflected in the Table because debts which have been
rescheduled and debts for which repayment terms are unknown are not
included, and also because debts for which the purpose is unclear or for
which the country has not reported a purpose are put into the "not
applicable"” category. The World Bank print-out includes the following
"sectors'': agriculture, forestry, fishing; mining, quarrying;
manufacturing; electricity, gas/water production; construction; trade,
restaurants, lodging; transport, storage, communications; finance,
insurance, real estate, business service, community, social, persbnal
services; contribution to finance current imports; contribution not
directly for imports; other contributions; debt reorganization;
nationalization; military; pension payment; other contributions, “not
Development Assistance Committee flows; and '"not applicables’.
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However, it could be argued that the failure of industrial co-operation,
and inadequate domestic industrial production, has led to increased import
dependence, worsening balance of payments and increased debt. Industry also
has to bear a share of the debt of the economy as a w~hole. The weight of the
debt itself is then a major reason why essential input imports cannot be
obtained, and production is restricted.

ACP/SSA debtors could be classified under two groups: those who expect
to gain f.om the generosity of the EC; and those who are seeking continued
credit flows as a result of concerted efforts to revive their economies
through structural adjustment. Adequate debt management and structural
adjustment could be ACP/SSA's only solution to the vicious debt cycle.
Debt-distressed countries seeking solutions to the debt crisis need to
demonstrate greater political will to initiate structural changes by removing
constraints impeding those changes.

3.1.3 Demand constraints: Lessons from "sources of growth”

Evidence 1is emerging from case studies that the principal source of
manufacturing growth for some ACP/SSA countries over the period covered by the
Lomé Conventions has been the growth of domestic demand. An analysis of
sources of growth in manufacturing output for Zimbabwe shows that dcmestic
demand accounted for 61 per cent from 1964/65 to 1980/79, with import
substitution at 30 per cent and export growth 9 per cent. The relative
contribution of exports and import substitution to maaufacturing output growth
declined significantly to be replaced by domestic demand between 1978/79 and
1982/83 (see Table 33).

Similarly, an analysis of "sources" of manufacturing growth in Kenya
through the period 1964-1984 found the dominance of the growth of domestic
demand in ‘'explaining’' the growth of manufacturing output. More than
two-thirds of output growth was due to domestic demand, and more than
one-third of total output growth came as a result of increased domestic demand
for food, beverages and tobacco products. Import substitution provided just
over one—quarter of the sources of domestic output growth, with the two most
important contributing sectors being chemicals, rubber and petroleum, and
again, food, beverages and tobacco. Finally, export growth of manufacturing
contributed only 5 per cent to total growth of manufacturing output between
1964 and 1984. The rising importance of food, beverages and tobacco as a
source of output growth is evident through the whole period. The effects on
the petroleum sector following the o0il shocks are shown by the increases in
the share of the chemicals, rubber and petroleum refining sector in the
1980-1984 period.

Import substitution constituted a negative contribution to growth in the
late 1970s, reflecting a relatively rapid rise in aggregate imports. The
share of output growth due to import substitutien was highest in' the early
1980s, and reflects in large part the stringency of import licensing and the
generally depressed macro-economic conditions in the early 1980s. ‘ !

From the viewpoint of the Lomé objective of trade promotion, the
principal disappointing feature is the poor export performance thrdughout the
whole period, particularly if one excludes petroleum exports. However, from
the mid-1970s onwards an increasing amount of Kenya' K exports to neighbouring
countries were transacted under illegal means. F ¢ all sectors, excluding
chemicals, rubber and petroleum export growth never exceeded 5 per cent of
manufacturing growth. ‘ ‘
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Table 33: '"Sources of growth" in manufacturing output by branch in

Zimbabwe, 1964/65-1978/79 and 1978/79-1982/83

(percentage)

1964/65 to_1978/79

1978/79 to 1982/83

Percentage of totel growth due to

Domestic  Export Import Domestic  Export I1mport
Sub-sectors demand growth sub. demand growth sub.
Foodstuffs 75.27 2.52 17.9¢ 104 .48 -3.9¢ -0.51
Beverages and
Tobacco 93,46 0.21 6.32 100.55 -1.40 C.55
Textiles 26.59 15,33 56.08 £0.20 11.94  -1.13
Clothing and
Footwear 68.22 2.20 29,58 108.45 -4.089 -4.36
Wood and Furniture 65.20 7.52  27.28 96.55 2.5  0.91
Pzper and Paper
Products 65.09 -1.62 36.53 103.76 1.83 -5.35
Chemical and Pharme-
ceutical Prods. 77.E1 0.060 22.1¢ ~.E2 0.6% €.49
Non-Metallic
Minerals £e.21 -1.55 12.34 £4.95 5.65 €.49
Metals and Metal
Products 50.36 12.93 36.71 113.78 11.64  =25.43
Transport Equip. 111.96 -7.5¢ -4,37 141.83 -0.38  -41.45
Miscellaneous Manu-
| factured Prods 18.35 13.80 67.85 £1.90 3.29 14.81
TdTAL: 60.9¢° 9.0% 29.93 103.60 2.30 -5.90 :
Sou;ce: R. Ridell, Industrialﬁzation in SSA - Country Case Study - Zimbabwe,

Overseas Development Institute, London, 1988.
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Sectoral analysis shows that because of the dominance of food, beverage
and tobacco sector in total manufacturing output, the very low rate of import
substitution in that sector (15 per cent of total growth) is the major factor
bringing down the overall contribution of import substitution to manufacturing
growth in Kenya. The textiles, clothing and leather sectors show the highest
share of import substitution as a source of growth (almost 65 per cent over
the entire 20 years); followed by miscellaneous manufactures (62 per cent);
machinery (52 per cent)}, metal products (*4 per cent), paper, printing and
publishing (33 per cent), and chemicals, rubber and petroleum (30 per cent).

On the other hand, disaggregation by sector does not improve the picture
for exports. The rincipal contributors to exports as a source of
manufacturing growth are refined petroleum products (where there is little
paralell trade) and the building materials sector, which is basically cement
production, and which enjoyed a major cost advantage in providing the Middle
East and the Indian Ocean basin with bulk cement from Mombasa. Other than
these two sectors, only the small miscellaneous manufacturing sector had more
than &4 per cent of its output growth accounted for by exports over the full
20-year period. That this dismal export record is the experience of one of
the better industrial performers is cause for concern for other ACP/SSA
countries. The reliance on domestic demand for growth of manufacturing has
arisen from the excessively restrictive trade regimes - itself a constraint.
However, whatever the causes of this dependence on domestic demand, the
collapse of purchasing power has dealt a severe blow to the manufacturing
sector.

A fundamental constraint to industrial development is the restricte’ size
of the ACP/SSA markets. Only eight countries reach the critical mass of
10 million above citizens, establishing a market whose purchasing power
remains even then, limited. Fifteen of the ACP/SSA States have a population
of approximately 1 million or less.

This fundamental constraint is exacerbated by a number of other factors:

(i) the dimension (size of population and purchasing power) is not
necessarily what it seems, given the unreliability of statistics;

(ii) the very slow and uneven growth of the agricultural sector and the
decline in agricultural GDP per capita is an indicator of the
worsening pattern of income distributions and of falling domestic
demand and of real incomes in SSA;

(iii) lax border contrcl reduces the impact of any protective measures,
which can only exert their effect against official imports;

(iv) market fragility lays open the possibility of a substantial fall in
consumer demand in the event of an economic downturn;

(v) insubstantial regional markets, often more theoretical than real, do
little to encourage the expansion of national markets (non-tariff
barriers, hidden protection, difficulty and cost of transport,
mons iry problems, etc{);

(vi) the economic and polftical power of importers, who enjoy higher
margins than the normal industrial margins, acts as a dlsxncentxve
to the establishment of business activity;

(vii) market dispersion in large but sparcely populaced countr1es redures
correspondingly the size of the avaxlable outlets.
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The improved producer prices paid to farmers have meant a growing
purchasing power for the rural citizens - the majority of the population - and
have had a stimulating effect on demand for consumer goods bought by them as
well as for agricultural implements and some intermediate goods needed in the

country side. These factors have particularly benefited small-scale
industr‘es located in rural areas whose production is based on domestic inputs
and geared to rural markets. However, deteriorating terms of trade for

primary products have hit purchasing power of some rural populations hard.

3.1.4 Exchange rates and protective trade regimes: creating
an_inward-looking bias

A spate of devaluations in 1985 and 1986 halted the tendency of African
currencies to serious over-valuation and marked a retarn to more realistic
parities. Real effective exchange rates for Sub-Saharan Africa as a whole,
which appreciated by 46 per cent between 1978 and 1984, fell by 7 per cent in
1985 and almost 20 per cent in 1986. The currency readjustment process got
under way in 1982-1983 in a bandful of the poorest countries, spreading after
1985 to the middle-income countries.

The existing structure of industry in many ACP/SSA countries is heavily
influenced by the heritage of highly protected trade regimes. For example a
recent study of Kenya's industrialization, in finding the principal source of
manuafacturing growth over the twenty years was the growth of domestic demand,
concluded that a substantial portion of the growth in manufacturing was the
result of increasing levels of protection both from tariffs and quantitative
restrictions.!” Average scheduled tariff rates doubled between 1974 and
1984, and the lower duties on intermediate goods combined with the easier
access to import licensing for intermediates encouraged import-intensive
manufacturing industries. Trade policies and the nature of manufacturing
growth were major factors in explaining the macro-economic crisis of the early
1980s.

However, the reality that exchange rate realignment coupled with trade
liberalization does not provide a quick release from the constraints is
clearly illustrated by the recent experience of Zambia. In close co-cperation
with the IMF and with substantial technical help from the World Bank, price
controls and quantitative restrictions on imports were abolished, subsidies
removed from all but one staple product, interest rates raised to yield
positive real returns on savings, public sector employment compressed and,
after several devaluations, the national currency (kwacha) 1left to float
against the US dollar with its rate set through weekly auctions. The very
sharp devaluation of the kwacha produced by the float had given rise to a
two-week suspension of auctions early in 1987 which was hesitantly agreed to
by the IMF. It signalled the difficult nature of the prescribed policies for
a debt burdened economy with a declining import capacity. The government's
announcement in May 1987 reinstated former controls and administered foreign
exchange allocations. The Fund's lLusaka office was closed overnight and the
Bank's technical staff drastically curtailed. The belief that 2Zambia's
difficulties would ease from an expected upturn in the price of its major
export - copper - thus allowing the continuation of the liberalization with no
sacrifice of welfare, proved unfounded. The copper terms of trade are
presented in Table 34.

l/ J{ Sharply and S.R. Lewis, Kenya's Industrialization,‘ Institute of

Development Studies and Overseas Development Institute, 1988.
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The Zambia case is a stark illustration of the acute hardships faced by a
developing single—commodity economy adjusting to a hostile eternal
environment. Well over 90 per cent of Zambia's foreign exchange earnings have
come from sales of copper and some lead and zinc. Production bottlenecks in
Zambia, weak world prices and demand for non-ferrous metals - largely the
result of the irreversible substitution of man-made products - the absence of
foreign ivestment, diminishing aid flows in real terms, expensive commercial
loans, combine to aggravate the country's external sector constraint.

Table 34: Zambia's ccpoer prices and derived ratios, 1965-1987

Constant 1982 Copper terms
Current price Price of trade
Year/Period US/MT cents/lb. Cents/1b. (1970-1974 = 1G60)%”
1965-1969 &7 1,333 60 195 127
1974 2,059 93 155 101
1970-1974 27 1,482 67 154 100
1975-1979 2/ 1,459 66 83 54
1980-1984 27 1,675 76 74 51
1985 1,417 64 61 43
1986 1,373 62 51 40
1987%7 1,546 69 60 IAA

Source: I. Karmiloff, Industrialization in SSA-Zambia, Londond, 1988.

a/ Current price index deflated by the CIF value index of industrial
countries' exports to developing countries.

b/ Average for the period.

c/ Second quarter.

Action on the exchange rate and trade liberalization may be a necessary
condition for 1industrial development, clearly it is not a sufficient
condition. Hasty policy measures may do more harm than good to industrial
development. Nevertheless, it needs to be recognized that some pcrts of
Africa still suffer from serious currency overvaluation - the relatively high
value of the CFA franc is perhaps the single most important case in point.
Devaluation in itself while drastically reducing the income of domestic
producers - who represent the overwhelming majority of the population - does
not in itself assure increased foreign exchange earnings however.

The ACP/SSA States situated within the franc currency area, are
relatively well placed as regards foreign exchange, but others are afflicted
by a structural trade deficit and, consequently, are burdened by foreign
exchange problems. This:situation has two main consequences:

(i) import restrictions which paralyse local undertakings by depriving
them of neceséary production inputs or equipment and spare parts,
leading tc capécity under-utilization;

(ii) a bias towards export-oriented projects (which tend to be tew in
number) that are not geared to the local market, thus considerably
restricting the scope for co—ope?ation.
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3.1.5 High factor cost: resulting from inherent characteristics

Contrary to what is often imagined, production costs are not necessarily
lower in the ACP/SSA States, given:

(i) the shortage of skilled manpower 1in production (middle rank
supervisors, foremen and skilled workers) and in management
(accounts), a fact not unconnected with the cultural and social
environment;

(ii) the low labour productivity in relation to wages which, whilst
apparently modest, are in fact kept up by the fixing of minimum
thresholds;

(iii) the volume of T"extra-contractual costs" resulting from other
constraints (delays, procedures, requirements, etc.) which are
reflected in non-recoverable costs; and

(iv) the higher cost or low quality of the local inputs which firms are
sometimes obliged to buy in place of imported inputs.

3.1.6 Poor public enterprise performance: resultant budgetary strains
lead to high cost of social ogiectivesz7

It is argued that in many ACP/SSA countries there has been a bias in
favour of state ownership, especially of large, capital-intensive projects
which may have been unviable or, even when viable, were burdened with
political interference, poor staffing, price controls, "social” objectives,
etc, and were baiied out by massive subsidies when they made losses. Together
with this went policies unfavourable to foreign direct investment, local
private investment, and small-scale industry. The cost increases in many of
the public enterprises have led to a rise in their operating losses, while
the squeeze on state budgets has made it impossible for many governments to
continue their subsidies, or to extend greater credi: to parastatal companies
to enable them to maintain output while restructuring their operations. As a
consequence, a number of public enterprises have had to close; others in
better financial shape or operating in more attractive markets have been sold
off to the private (often foreign) sector., This has augmented unemployment
since many of these in principal capital-intensive enterprises are judged by
their new owners following employment generation policies (often including
elements of manpower localization) under government guidance. The resources
available to the public sector from mining and agriculture, the traditional
sources for investment have been drastically reduced. Even in the best of
years, the low level of development in any sector of the economy forced the
African States, as the major entrepreneurs, to rely on foreign financial and
material resources. The State has been crucial in decisions regarding the
role of foreign investment in domestic manufacturing with the State acting as
buyer not only for certain basic industrial commodities but also for many
intermediates. ‘

L/‘ UNIDO, The Changing Role of the Publlc"jndustrxal Sector in Development,
1S.386, 3 June 1983 (see especxally Chapter IV for an 1'—depth assessment
of the role and performance of public sector enterpr.ses in selected

African countries).
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3.1.7 Inadequate industrial capabilities: 1lack of entrepreneurial
efficiency and infrastructural facilities

The installation, operation and expansion of industrial facilities
require specialized skills and capabilities. These skills and capabilities
vary widely by country and include: entrepreneurial response and
capabilities, investment capabilities, and operation capabilities, the
efficiency with which similar facilities are operated under similar market
conditions and external constraints in terms of productivity, quality, raw
material, wusage, intensity of operation, etc. Various managerial and
organizational skills also differ, for example 1in management, marketing,
financial mobilization, recruiting workers, etc.

Classifying industrial capabilities into three categories of
entrepreneurship, management and technology, the ACP/SSA countries suffer from
limitation in each. The surveys undertaken by the EC into industrial
co-operation with ACP concluded:*”

(i) Absence of competent promoters

Co-investment, the most common form of industrial co-operation, by
definition assumes the presence of at least two parties, one from the North
and the other from the host country. Unfortunately, industrial partners are
rare in the ACP countries and many ideas for projects come to nothing owing to
the absence of reasonably competent promoters with a real interest in
industrial development.

(ii) 'Absence of industrial fabric

The whole range of upstream and downstream business enterprises and the
availability of various facilities, to which businessmen have ready access in
the deveioped countries, the industrial 'fabric", is lacking. Such an
industriai fabric is constrained by basic infrastructure difficulties, high
ccst and 'unreliability of communications (transport, post and telecommuni-
cations); maintenance and  repair services; absence of subcontractors;
inadequate industrial supplies of all sorts; lack of information, etc. This
structural deficiency, inherent in less develuped countries, is felt all the
more severely since import restrictions shut off other solutions, and even
these would inevitably be expensive.

1/ Ph. Queyrone, The Constraints on Industrial Co-operation between Firms in
the EEC and ACP Countries, Commission of the European Community, February
1985.
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3.1.8 Political constraints: greater political will urged over
inconsistent policies

The EC surveyl”’ suggests that a major problem has been the radical
swings in most ACP/SSA countries between excessive interventions by the State,
and economic openness and reliance on the market. Fow are the countries which
have unambiguously espoused one or the other option or which have not switched
their attitude.

The debate goes on within governments and in all public institutions and
¢ :counts for contradictory and inconsistent legislatrive measures or actions.
The "protective" measures taken against foreign investment have generally been
based on views held regarding large multinational companies (whose activities
are often the subject of political debate) and do not take account of small
and medium-sized undertakings; overall these are much larger in number,
represent a totally different phenomenon, yet they find themselves the victims
of inadequate measures from the outset.

The low priority which most of the ACP/SSA States in reality give to
industry reflect a precise awareress of the real development priorities (basic
infrastructure, agriculture, food security, education and health), explains
the limited resources made available to industry and the fact that some
institutions or administrative bodies therefore accord industry only
relatively minor importance (e.g. the trade ri‘istry often covers industry as
well and the influence of traders and importer ‘s well known). These factors
account for a number of initiative-inhibiling measures or actions which
European businessmen regard as political, institutional, administrative or
legal constraints, including:

(i) Failure to honour commitments

European firms ~riticize host countries for their inability to provide
stable conditions within which to set up a business. A firm can get used to
strict rules provided that those rules are predictable and reliable and do not
change in the course of the operation being undertaken.

Apart from individual cases (business losses, closure of undertakings,
failure of projects), the most serious long-terin effect is the loss of
confidence of investors. The investment climate, to which businessmen attach
supreme importance, is adversely affected and the damage which is quickly done
can be repaired only slowly.

(ii) Restrictions on employment of expatriate staff

These restrictions take various forms: quantitative restrictions fixed
in absolute terms or as a percentage of the total number of employees per
undertaking, restrictions concerning salary transfers (shortage of foreign
exchange), complex procedures for obtaining exit visas or the treatment of
heads of firms as mere c~mpany representatives. To this list must be added
the lengthy delays resuiting from the various cumbersome procedures. For many
investors the problem is a majcr one, which is not properly appreciated by tl.2
host countries.

1/ Source: Ph. Queyvone, I

o
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(iii) Restrictions on foreign capital remuneration

Even when foreign capital is welcomed, the ACP/SSA States sometimes try
to limit the repatriation of foreign exchange, either by fixing maximuws rates
of remuneration, taxing transfers progressively, manipulating exchange rates
or, in some cases, limiting maximum transfers to the amount of capital
invested plus a dividend fixed by the government. In addition, transfers that
are officially authorized are blocked in practice in certain countries through
the lack o foreign exchange.

(iv) Protectionist measures

Measures to encourage local production by limiting imports may be
justified temporarily in order to enable a new industry to establish itself
but can often lead to the featherbedding of wuncompetitive industries.
Unjustified protectionism may penalize local industries by depriving them of
foreign supplies of raw materials or equipment or else by obliging them to use
local inputs that are unsuitable or of inadequate quality, with the result
that their activities, sales and, consequently, results are placed in jeopardy.

(v) Economic policies biased towards non-economic factors

Restrictions of this type take different forms and have varying degrees
of impact on the firms whose freedom of action they limit. They consist
chiefly of geographical constraints imposed by the national development plan
(firms required to set up business in areas of political priority but little
economic interest or a ban on the establishment of businesses in particular
areas, often the most attractive) or restriction affecting sectors (foreign
concerns obliged to foregn the most attractive opportunities). Foreign
enterprises in all cases find themselves directed to places or sectors which
they regard as not meeting their minimum criteria. The potential foreign
investor will obviously draw the appropriate conclusions and not become
involved.

(vi) Nationalization or expropriation

., An element of risk stemming from nationaiizaticn and expropriation
differs from country to country. These are not felt to be a serious risk by
firms contemplating the setting up of business in the ACP States. There was
little recourse to such measures in the ACP States following independence.
Except in the case of mining and plantations, virtually no action was taken
against manufacturing industries (except by Zaire).

Investors do attach great importance to the concept of guarantees against
non-commercial risks. The unconvincing nature of the previous Lomé
Conventions in this regard has impeded EEC-ACP industrial co-operation.

v 3.1.9 Institutional, administrative cultural and legal constraints:
feiling to cope with industrial realities

- These constraints result from the political context, the debate between
the supporters and opponents of a foreign economic presence, the low priority
accorded to industry and the inevitable imperfections of young institutions,
administrations as well as manageria! and supervisory staff that are in some
cases still inexperienced or insufficiently aware of industrial realities.
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Two cases should be mentioned with regard to institutional constraints:

\i) the insufficient transparency of institutions within which
the undertaking wishing to set up a co-operative venture has
to find a suitable party or parties leading to slowness and
discouragement. The establishemmt of a "single window” (a
body to centralize all procedures) could help to resolve
this problem;

(ii) the unpredictabilit; of legal and tax measures is greatly
disliked by businessmen who are willing to accept
restrictions clearly defined in advance but object to coping
with a lack of continuity. In the sphere of industrial
co—operation, administrative and legal constraints take the
form of extra <costs (non- contractual) and management
problems.

Social and cultural constraints are hard to come to grips with. They can
be overcome only in the long term and offer little or no scope for
negotiation. But thev are one of the main problems which a business has to
resolve, necessarily involving extra-contractual costs that are difficult to
predict and bringing the risk of a large number of failures resulting from:

~ confusion between industrial co-operation and <technicati
assistance;

- short-term vision;

- misconception of industrial reality;

- mistrust of intangible contributjon by the foreign partner; and

- preference for prestige projects.

3.1.10 Major constraints to ACP/SSA-EC industrial co-operation as
identified in a survey of European firms: a host of obstacles!”

Manpower shortage. There has to be enough qualified staff to s:udy the
situation, proauce dossiers and, above all, set up production. After this
final stage, somecne has to live on the spot, have his firm and even face a
whole range of perscnal problems such as tax status, maintenance of rocial
security and conditions of family life. Without the right status and enough
gaurantees, an increasing number of qualified managers are refusing to agree
to expatriation -~ which often also means harder work than in Europe and doing
such things as training local staff, too.

Financing problems. Public financing institutions which the private
sector says are short of means, slow and formal in their procedures, geared to
big firms and full of red tape. The trading banks are said to have high
lending rates, dislike non-mzterial operations (the transfer of know-how, for
example), and tend to rely on a public institution, on. of the consequences of
which is that local development banks then intervene, apparently creating
difficulties. There are also complaints about lines of credit. These, it
would appear, often help sectors other than industry and are used without
consulting the businessmen concerned. It is hard to find a source of
financing for some components of an industrial investment, particularly
preparatory studies and equipment.

1/ Extracts from P.A. Tilot, Barriers to_Industrial Co-operation between
European Firms and Partners in the Developing Countries, European
Community, 1986. ‘
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Intellectual property rights were ill-defined and badly protected in
industry - and this applied to the technology, the know-how and professional
techniques. The worst affected are the SMEs.

Training. European businessmen who negotiate with the developing
countries have noticed a remarkable change over the past 15 years in the
know-how and ability of the people they are negotiating with. But there has
been no equivalent improvement in the Eurcpean staff sent overseas, and staff
in European firms would like to be taught to shoulder responsibility in the
Third World. They want advanced classes on the economnic environment in the
developing countries, on recent experience of industrial co-operation, and on
the particular conditions of industrial activity in the developing world.
Local staff and technicians also need specific industrial training - which the
European businessmen would prefer to see offered locally, possibly on an
in-service basis.

Miscellaneous problems. For guarantees and insurances, the European
businessmen want to see any commitments the European partrner made in an
industrial co-operation contract covered by a collective private investment
guarantee system involving a broad definition of the ‘'non-commercial risks"
and aimed at a wide audience. Only 10-15 per cent of international
investments are insured because the big firms often provide their own cover
and because the present premiums are %oo high, as well as being at a flat rate
(instead of scaled according to risk and host country).

3.1.11 Identification of sub-sectoral constraints in the survey of
ACP/SSA firms

Analysis of the sub-sector constraints reveals even more dramatically tne
severe problems facing ACP/SSA industrial development. The following is based
on the study of 343 enterprises ir SSA:1”

The dairy industry. The small dairies of Kenya, Rwanda and Zimbabwe,
which are working properly, account for almost half the sample; but, in fact,
throughout the rest of Africa, the sector iz hampered by poor milk supplies.

The problem is a substantial one, as the local breeds produce mediocre
milk and the dairy breeds do not adapt on a lasting basis. So most of the
plants use reconstituted milk. This is considered to be only a temporary
solution but it has proved risky ard unprofitable. All the products (powder,
butter oil, sugar) are imported and they are ftragile and therefore pose
delicate problems of storage ana transport to the place of production. In
addition to this, milk reconstitution is highly energy-intensive.

A further problem in this sector is the narrowness of the market. The
consumer centres are spread over a wide area and communications are poor or
non-existent. Rwanda, for example, has goud produciion, but cannot develop it
because it is unable to export to the neighbouring countries. Thirdly, the
dairies are sophisticated factories using precision technology. One of the
problems is'the poor quality of the finished products, which hinders marketing.

1/ J.A. Tilot, Ibid.
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However, altaough involvement by large Western firms (Nestlé, in
particular, and France Lait} can attenuate this problem, it cannot guarantee
the proper func.ioning of plants by itself. The difficulties encovntered in
this sector arise more from demands that are usually more pelitical than
economic in origin than from any lack of competence. Many countries have in
fact demanded to have a dairy industry established locally to ensure lccal
productions at all costs, often with support from international health
organizatiuns. The western industrialists have responded in order to ‘'get
their foot in the door" of a possible base for the regional distribution of
other products (as Nestlé has done in Dakar).

The timber industry. In spite of what scems to be relatively
satisfactory performarce (12 out of 33 processing units working to capacity),
is in fact doing badly. Wood processing (sawing, veneering and peeling) only
occurs, essentially, in five countries of Africa - Cameroon, Gonge, Gabon and
Cote d'Ivoire - all of which are in the sample - and Liberia, which is not.

The fact that Africa, which exports three fourths of its output as
round-wood, is even partly wunder-utilizing what are extremely inadequate
processing capacities compared to existing potential reflects a profound
malaise. The international market is certainly not large, in particular as
there are no rcal regional markets and some investments are only amortizable
on a large-scale. The laminate plants in COte d'Ivoire are too large for the
present market and have to close periodically as they have no crders.
However, there is a good export market, in Europe mainly - 75 per cent of
Europe's imported szwn wood comes from Asia, a2s against cnly i5 per cent from
Africa (but for roundwood the figures are 96 per cent for Africa and 3 per
cent for Asia). Although the (20 per cent approximately) price Jifference
between the countries of Asia and Africa was justification for this in the
1970s, the gap is closing (5 per cent approximately).

The beverages industry. The beverage industry may be the only really
thriving industry (brewing and lemonade making). However, the survey reveals
that the situation is sound in only slightly more than half the units - and
the sample includes the units of three countries (Mozambique, Nigeria, where
new projects are being run, and Zimbabwe) which have systematic import
restructions in all sectors.

Breweries seem to have relative advantages - reliable loczl markets,
considerable involvement (if not control) by big western brewers (BGI and the
Artois groud, in particular) and, above all, substantial government help,
especially with import licences. Breweries are a major source of indirect tax
earnings and so the States are particularly interested in seeing that they
work properly.

The cement industry. This industry is often considered to be one of the
keys to development and economic independence and it has attracted major
internationally finarced investments. Overall, the situation is a serious
one, as ten units have stopped and nearly 30 are under-producing on a
permanent or sporadic basis.

On the continent, as in most of the individual countries, the production
capacity is far too large for present requirements. The two main causes of
difficulty in this sector stem from:
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— bad location, which creates problems bringing in the raw
materials and taking the products out (as in Madagascar
and Mozambique) or inadequate energy supplies (as in
Madagascar, Mozambique and Togo); and

- competition from imported products, which are often
cheaper and sometimes better than those produced locally.

The paper and pulp industry. Pulp and paper is producad by only eight
countries of Africa and paper by 12 countries. The capacity of each country
suggests that, in most cases, paper and pulp production is satisfactory.
Paper production, however, has bigger problems to contend with, as capacity in
the majority of producer countries is being used to less than two-thirds and
sometimes less thar 50 per cent of potential (Angola, Madagascar, Mozambique
and Zaire). Only two countries (Nigeria and Sudan) are producing to capacity.

These overall figures mask a situation that is not reflected in the

official statistics - units that have bteen started and even completed but
never been put into operation. The financial burden of schemes of this kind
is considerable. The cellulose-paper sector alone has at 1least four

integrated projects of this sort (in Angola, Gabon and Nigeria).

The market, as in the cement sector, is not the sole culprit. Although
the market is very narrow (per capita consumption varies between 0.1 and 4 kg.
per annum), it represents a volime of national consumption that is always in
excess of the volume of production (except in the casc of Kenya, which
exports). Assuming constant consumption, some countries - Angola, Cameroon,
Madagascar, and Zimbabwe for example - ought to be able to stop their imports
entirely, and even export, and others could cut imports drastically.

Over and above the problems of poor project specifications, poor
financial arrangements, a defective environment (water and energy) and
insecurity, the weekness in this sector is maintenance. Paper mills demand
considerable technical skill and they extensively use spare parts. The plants
that work well are those that have plenty of logistical back-up from
international companies (La Rechette, Cenpa and Parsons and Whittemore, for
example).

The textile industry. In several cases, rehabilitation of installations
are under way. However, there are cases operating with market uncertainty.
For example, Togotex (Togo), although completed, has never gone into operation
as it has no orders.

The problems of almost all the units in this sector are largely due to
their exposure to both domestic and external market vulnerabilities. The
closure of neightouring frontiers coupled with the cyclical downturn of the
global demand also added to the sluggish environment. The decline in African
textile production, which began in the Cote d’'Ivoire three years ago is now
reaching other countries - Benin and Cameroon, for example.

The textile sector is also very sensitive to the import restrictions
associated with the foreign exchange shortage. In Nigeria, to take but one
example, one-third of the factories have had to close down and others are
running at less than 40 per cent capacity now that import licences are
restricted (only 30 per cent of nerds are now authorized). The sector,
including the making-up of garments, now prévi@es only 80,000 jobs, as against
200,000 in 1978,
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The sugar industry. Sugar refining and processing industries are aimed
at capitalizing on agricultural production locally. In cases of under-
production, it is often difficult to decide what is due to the agricultural
sector and what to the processing industries proper, unless cf course, the
problem is one of co-ordination between production on the farm and processing
in the factory.

In this sector, the installed capacity is more or less systematically
oversized, which Somidaa, one of the main western companies involved in
Africa, justi{ies by pointing to the long-term savings accruing from building
units today to meet demands 10 years hence. Due to the crisis in the Cote
d'Ivoire's sugar plants, two have been closed down and are due to be converted
and three of the cther four, opened in 1978, are functioning well below
capacity, although normal operation  was scheduled for 1980-1981.
Rehabilitation studies are currently being undertaken for the whole industry.

The oils and fats industry. Only one out of 50 units is operating
properly and 16 units have stopped altogether. The problem of agricultural
supplies is of prime importance here. Many consecutive years of drought have
set the groundnut and palm c¢il plantations back, so rehabilitation of the
sector will inevitably involve rehabilitating the plantations as well.

3.2 Constraints to industrial co-operation: The experience of the Caribbean
and Pacific States

Many of the Caribbean and Pacific States, like their €SA partners, have
been subject to exogenous shocks stemming from factors that are beyond their
control. Hurricanes and cycicnes have been a particularly severe problem, and
some of the economies have suffered drastic damage. Deteriorating terms of
trade and oil price fluctuations have aiso impeded industrial co-cperation.
Superimposed on these obstacles to industrial cu-operation under Lomé have
been problems of a broader and longer-term structural nature, ir many cases
similar to those encountered by SSA, though in a less prcnounced degree.

Unfortunately, there are no in-depth research studies of constraints to
directly productivce investment in the Caribbean »or Pacific. A few research
studies undertaken as part of Lomé III, Article 241 encompass issues directly
related to the Caribbean and Pacific States. Most of the research findings
listed in Chapter 3.1 also seem relevant to the process of industrial
co-operation between the Caribbean/Pacific States and EC. It may, however, be
useful to mrke a few supplementary points with additional and more up-to-date
information on the constraints impeding industrial co-operation between the
ACP Caribbean and Pacific States and EC.

The vast bulk of national programmed aid from the EC goes to Africa; the
Caribbean and Pacific Islands accounted for less than 7 per cent of the total
Lomé II aid. GUnder both Lomé I and Lomé II, East and West Africa were
allocated over 70 per cent of total national indicative programmes. The share
of Southern 'Africa rose under Lomé II, due mainly to Zimbabwe acceding to the
Convention. '
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The regional patterns of programmed aid allocations and approvals in the
first five years of each Convention are shown in Table 35. Under Lomé I, all
African regions showed approval rates of about 80 per cent or more. All the
countries in Southern Africa, except Lesothc had approval rates over 90 per
cent giving this region the highest rate of approvals. Central Africa, except
for Camerocon, also performed well. In West Africa, only Benin was
significantly below the group's average. While, in general, approval rates
were high in East African countries, Ethiopia, Somalia and Uganda had the
lowest rates of approval. In the Caribbean and Pacific Islands, very low
approval rates were experienced in Surinam, Trinidad and Tobago, Kiribati and
Papua New Guinea.

In line with the drop in the overall rate of approval of programmed aid
in the first five years of Lomé II, significant changes occured in the
comparative performance of the six geographical groups, with substantial
improvement in approval rates in Ethiopia, Uganda and Mauritius in East
Africa. However, the position of some other large aid recipients in East
Africa deteriorated significantly (mainly Kenya and Sudan). Most couvantries in
Southern Africa, except Lesotho, registered declines 1in approval rates,
particularly Zambia.

In other African regions, low approval rates were recorded under Lomé Il
among large aid recipients - for example, Sierra Leone, Zaire and Senegal. In
the Caribbean, very low rates were recorded in Surinam and, to & lesser
extent, in Trinidad and Tobago. In the Pacific, low levels of aid approvals
were registered for the Solomon Islands and for Papua New Guinea. Under Lome
III, revisions in the planning procedures have attempted to improve the
approval rates. Unfortunately, no data was available showing allocation by
region or by sector.

Table 3%: Regional characteristics of national programmed aid
allocations and approvals,2”1976-1980 and 1981-1985

Per cent Per cent
Lomé I of aid Lowmé 11 of a.d
Regional Total allocation approved Total allgcation approved
groups ECU million Per cent 1976-1980 ECU million J2er cent 1976-1980
last Africa 734 38.0 81.7 897 35.7 82.2
West Africa: 687 35.5 87.9 912 36.2 77.9
-Coastal 317 6.4 88.5 547 17.8 70.5
-Sahel 370 19.1 87.3 465 18.4 85.1
Southern Africa 166 8.6 92.0 257 10.2 78.9
Central Africa 237 12.2 88.6 282 11.2 82.0
Caribbean 69 3.6 75.1 100 4.0 73.6
Pacific 41 2.1 72.0 68 2.7 66.6
Total 1934 100.0 85.2 2516 100.0 79.4

Source:' European Investment Bank.

a/ Eucluding regional aid.
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The main objectives of regional programming are: reduction of ACP
States' dependence on imports, widening of markets and expansion of intra-ACP
trade and acceleration of regional co-operation. The allocation of regional
aid takes acccunt of the policy objectives and priorities of the individual
ACP States forming a region. As it involves several States, the applications
of the different stages of regional programming is inevitably ccmplex and
slow. This form of EC aid is of particular importance to the Caribbean and
Pacif‘ec.

Under Lomé I, as for Lomé II, allocations were made by subregion, after

deduction of an amount in respect of general operations. Table 36 presents
the pattera of regional aid progamming in the preceding two Conventions.

Table 36: Programming of regional aid by subregion, 1976-1985

Lomé I (1976-1980) Lomé IT (1980-1385)

Amount Amount
Subregion ECU million Per cent ECU million Per cent
West Africa 130 38 160 25
Central Africa 24 7 60 10
East Africa 79 23 140 22
Southern Africa 27 8 70 11
Indian Ocean ) 2 20 3
Caribbean 28 8 35.6 9
Pacific 10 3 25.9 4
General Operations
-all ACP States 33 11 100 16
TOTAL 339 100 631.5 100

Source: EC.

Under Lomé I, West Africa's share was quite hign, mainly because of EIB
operations; in fact, most of EIB aid under this heading was channelled into
this region. This may be attributed to the already well-established links
between these States and the Community at the beginning of Lomé I. Under

Lomé II, however, the precentage was reduced to a more '"normal” level. In
terms of the per capita allocation of resources devoted to regional
co-operation, the Caribbean and Pacific groups were given special treatment
under both Conventions on the grounds of their remoteness and insularity.
STABEX and SYSMIN have also been sources of funds, for example Papua New
Guinea received ECU50.7 mi’lion under Lomé Il from STABEX and Guyana, Jamaica
and Surinam were beneficiaries from SYSMIN.
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Recent aid flows have stagnated or declined for most Caribbean States.
Over the period 1980-1984, only Jamaica and Grenada enjoyed an increase in
ODA. The CBI with its package of measures, including $340 million of
assistance, was designed to reverse this trend. Nor has the trend in direct
investment from DAC countries to the Caribbean and Pacific been favourable.
Only the Bahamas and Papua New Guinea have received sizeable flows for direct
investment, the former as an off-shore investment tax-haven for holding
companies and the latter largely for mineral enclave development. The
evidence seems to indicate that direct investment has made a small
contribution to developement of a diversified, wider, industrial capability in
the two regions. For the Pacific Islands, the obvious obstacles of small
market size, narrow resource-base, and high transport costs explain this lack
of interest. However, there are schemes to assist the private sector business
development to overcome these barriers.

Australia's (South Pacific) Joint Venture Scheme (JVS) has provided or
committed, since its inception in 1976, approximately A$6 million through the
International Development Assistance Bureau (ADAB) in support of local equity
participation by Pacific island bodies or firms in both the public and private
sectors in joint business undertakings with Australian partners. The latter
normaliy hold at least a quarter of the equity investment in the projects. To
be eligible for aid, all assisted ventures should be commercially viable and
development-oriented. The funds are not used to assist the joint ventures
themselves or the Australian partners; they are only available to facilitate
the acquisition of project equity by the local counterparts.

Financial assistance is transferred as a grant to island governments, or
is treated as a grant-in-aid if made available to public sector bodies. For
private sector local partners, JVS funds are to be on-lent through a local
institution, usually a development bank or the economic development board,
under its normal terms although some concessionary elements may be involved
(e.g. less flexible lending and repayment conditions). The amount of repaid
loans, however, remains in the participating island and thus finance under the
Joint Venture Scheme constitutes a de facto revolving fund available to meet
additional needs for deveclopment finance.

The available information indicates that support under the Scheme has
been extended to 10 projects, covering banking and finance (2 projects); agro-
business activities such as forestry, agriculture and cattle raising (3
projects); transport (1 project); and manufacture, including wood vencer
products, cement and leather work, and wine making (4 projects). Of these
joint ventures, nine remain operational. In terms of geographical
distribution, three assisted projects each were located in Samoa and Vanuatu,
vhile there are two in Fiji and one each in Kiribati and the Solomon Islan@s.

A similar aid programme, the Pacific Islands Industrial Develobment
Scheme, administred by the Department of Trade and Industry, offers financial
incentives and assistance fnr New Zealand entrepreneurs to establish approved
manufacturing or agro-based processing ventures with local business partners
of the South Pacific Forum. Among other qualifying conditons for assistance
under the Scheme, business projects and joint ventures must have a minimum New
Zealand share holding of 20 per <cent, and a  minimum combineua New
Zealand/island share holding of 75 per cent.
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Table 37: Official development assistance to selected Caribbean islands,
1975 and 1980-19842%"
($ millions)

Island , 1975 1980 1981 1982 1983 1984
Jamaica 25.1 123.0 154.5 181.6 181.2 170.3
Trinidad & Tobago 5.4 4.7 -1.4 5.7 5.6 4.6
Barbados 5.6 14.7 17.9 12.9 19.0 8.8
Bahamas 0.7 2.1 2.0 1.9 0.9 10.9
Bermuda 0.0 0.3 0.2 0.1 0.1 0.1
St Lucia 8.9 8.6 11.5 8.2 6.9 5.7
St Vincent & The

Grenadines 6.0 9.7 9.2 7.6 5.4 4.1
Grenada 3.2 3.7 6.6 6.2 7.5 27.5
Antigua & Barbuda 2.1 5.6 9.1 5.0 3.4 2.4
Dominica 7.9 18.7 15.3 17.3 10.2 16.5
St Christopher-Nevis 1.6 6.2 3.8 3.2 2.8 3.6

Source: UN, Specific Measures in Favour of Island Developing Countries:

Report of the Secretary-General, 18 August 1986.

a/ Net disbursements of ODA from DAC and OPEC sources and gross
disbursements from CMEA countries.
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Table 38: Direct investment from DAC countries to Caribbean and
Pacific States, 1974-1984
($ million)

Country 1974 1976 1978 1980 1982 1984
Antigua & Barbuda - -19.9 1.9 - 1.0 -
Bahamas 143.4 309.6 539.8 471.5 344.9 47.0
Barbados 0.0 - 3.8 4.0 3.3 0.3
Belize - - - - - -
Dominica - - - - 3.0 -
Fiji 7.5 7.3 12.2 14.3 5.4 =4.3
Grenada - - 0.1 0.0 - 1.6
Guyana 1.4 5.0 - -0.2 2.0 0.1
Jamaica -1.4 -80.9 -42.3 3.1 14.2 0.8
Kiribati ..
Papua New Guinea 72.7 49.0 33.0 40.4  84.5 68.9
St Christopher & Nevis ces
St Lucia - - - 0.0 - -
St Vincent & the

Grenadines - - - - 0.03/ 0.1
Solomon Islands 0.0 01 06 -0.1 - -0.3
Suriname 7.5 1.1 1.0 -0.4 - -1.2
Tonga - - 0.1 - - -
Trinidad and Tobago 10.4 -0.7 10.9 54.1 18.0 -3.0
Tuvalu .
Vanuatu 1.8 10.1 4.9 2.7 7.6 2.0
Western Samoa a/ 0.3 - - 0.0:

0.0_ -

Source: OECD, computer extracts.

a/ Less than $1/2 millions.
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Currently, financial assistance under the Scheme is obtainable for a
number of pruposes. Grants may be provided for up to 50 per cent of the cost
of approved feasibility studies training local employees either in the islands
or in New Zealand or redeployment of selected work force and plant equipment
owned by New Zealand shareholders to the island location. In addition,
interest-free loans may be provided for up to 30 per cent of qualifying
capital expenditure in large business joint ventures. The maximum size of
such loans is N2$75,000, although larger amounts would be coasidered in
exceptional circumstances. These loans will be converted to grants if the
business is still operational after 5 years from the time of loan disburse-
ment. Lastly, there are smaller grants of up to Nz$25,000 for approved
capital expenditure or working capital costs or job cr:ation measures. The
value of the qualifying capital asssets or costs must not exceed N2$50,000 and
the new jobs must be maintained for at least six months for grant
qualification.

As of March 1986, assistance under the Scheme included NZ$1.93 million
made to 228 proposals; of these, one-third related to feasibility study
grants, 42 per cent to other types of grants and 15 per cent to suspense
loans. Most of the established projects, totalling some 78 in number,
received more than one type of assistance; about 20 projects, of which 19 were
joint ventures, were no longer operating.

In terms of geographical distribution, projects were set up in seven
countries with Fiji accounting for 27 per cent of the established ventures,
followed by West Samoa (24 per cent) and Cook Islands and Tongo (17 per cent
and 14 per cent, respectively). Businesses assisted by the Scheme covered a
wide range of activities, from food processing, wood works, building materials
and accessories to various kinds of manufactured goods. There was an
estimated 935 jobs directly created with assistance under the Scheme.

Lastly, the Centre for Development of Industry (CDI) under the Lomé
Convention also provides technical and financial assistance for the Joint
promotion of industrial development in the region. Under the Scheme,
assistance is obtainable for the promotion of, and negotiations concerning
contractural agreements and/or finance for, joint ACP-EEC ventures. The
Centre also assists the conduct of feasibility studies, as well as the
rehabilitation or upgrading of existing industrial activities and the training
of key technicians and supervisors in EEC and ACP countries. The Centre,
however, does not participate directly in any financial investment in the
joint venture.

These schemes, however, do not appear able to provide sufficient support
for industry. There are grounds for considering an iniciative for the Pacific
similar to the CBI in the Caribbean, possibly in the context of new round of
negotiations.

Caribbean industries have so far found it difficult to compete
successfully with South East Asian NICs. Textiles has developed within the
Caribbean, but only because US textile import quotas have been filled by South
East Asia and not by the Caribbean countries. The advantages of Asian NICs
over the Caribbean countries hav& included the availability of cheaper local
inputs, particularly in textiles, a dynamic and experienced business
community, a generally higher degree of political stability better infra-
structure and a highly skilled and productive labour force.
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Mexico is also a serious competitor as an investment site due to the
development of the maquiladora or in-bond industries. Although labour costs
here are higher than in many Caribbean countries (around $1.10 an hour), the
maquiladora does offer the advantages of experience and prcximity to the US
market. At the end of 1983, there were 600 maquiladoras, almost all of them
operating near the Mexican border, employing a total of 151,000 and with value
added of $829 million. In January 1985, their number had grown to 734, with a
total employment of 202,000 and value added close to $1.3 billion. By the end
of 1985, the number is estimated to be close to 800, with employment around
250,000 and a value added component of $1.5 billion. Many US corporations
have transferred affiliate companies from the Republic of Korea, Hong Kong or
Taiwan Province of China to Mexico in order to take advantage of the proximity
of the US market and of the fall in wage costs uccasioned by the devaiuation
of the peso.

But the Caribbean doues have advantages over competitors, particularly now
that the USA's geopolitical concerns have strengthened the amount of economic,
political and promotional support it is prepared to give the region. For
example the Caribbean benefits from easy access to the US market, especially
through the CBI, which has more and longer term benefits than GSF and Items
806 and 807. The volume of Caribbean textile exports to the US grew from 423
million square yards in 1986 to 534 million square yards in 1987. In gaining
foothold in the US garment market the Caribbean region now accounts for more
than 9 per cent of imports and is ahead of the EC as a source of imports by
the US.

Many South East Asian businesses are now looking at the Caribbean as an
alternative production site, and no longer just for textiles. Japanese,
Taiwanese, Korean and Hong Kong investment missions are studying the region
closely. For many Hong Kong businessmen, there is the added attraction of
finding an alternative country and nationality, even though the People's
Republic of China is committed to maintaining the present economic system in
the area of Hong Kong for at least 50 years after the end of the British rule
in 1997. In order to attract such migrant investors, Haiti changed its
nationality law in 1984, !

The Caribbean is in a transitional phase, its p.tential is clearly
demonstrated by the number of new projects coming on stream. A survey
conducted by Caribbean/Central American Action, a pr.vate US association
promoting Caribbean opportunities, identified 250 comranies that were
represented at the December 1984 Miami Conference as being able either to
undertake investments or to enter into major import commitments. Over 20 per
cent responded to the survey. 0f those responding, 91 per cent were
considering new or expanded Caribbean operations. A US Department of Commerce
survey puts the number of export oriented businesses staring up in the
Caribbean Basin (Central America and Panama included) between January 1984 and
May 1985 at 285; this represented an investment of $209 million and the
creation of 35,891 new jobs (see Tabie 39). Unfortunately there is no
equivalent data for the EC. ‘ ‘

One avenue for investment recently éxplored is tw1n plants agreements.
which 1is essentially a form of production sharlng between two or more
countries, often using accumulated tax rellef funds. Twin plant xnvestmenf
offer an opportunity to capitalize on low cost Iocatlons in CBI ccountries to
maintain international competition. These are fouqd mainly in asqembly
operations covering a wide range of product groups. At the same time it is
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also true that a number of CBI beneficiaries have so far failed to benefit
from twin plant investment (Antigua and Barbuda, Bahamas, Belize, Honduras,
Montserrat, St. Lucia, Netherlands Antilles). While these are undoubttedly
low-wage economies most of them tend to lack adequate infrastructure. [t is
of interest to inquire why twin plant investment has failed to take off so far
in these economies. The Lomé and Caribbean Conventions, which offer duty-free
access to the European Community and Canada, also provide additional market
access considerations for potential twin plant investment, particularly with
respect to the English-speaking Caribbean. This remains the case, even though
the main driving force at present is the CBI offering duty-free access to the
United States.!” Available data indicates that between 1986 and 1987 about
$70 million was invested in twin plant operations between Puerto Rico and the
rest of the Caribbean; a total of 39 joint prijects with employment generat on
of 5,000 in ten countries in electronics, textiles, pharmaceuticals, leatner
goods manufacture and telecommunications. The CBI offering duty-free access
to the (S tends to exert greater influence than the array of concessions
offered by Lomé, but access to Europe in Lome could also be of greater
significance if related to greater promotional effort.

The constraints to industrial co-operation in the Pacific region are
similar to those operating in the Caribbean:

- small populations;
- limited natural land resources;
- absence of economies of scale;

- isolation from world markets, yet with open economies dependent on
the world trade system;

- limited opportunities for employment or development;

- primary production of one or two agricultural commodities which are
subject to severe price fluctuations;

- little industrial activity or development;
- high population densities; and

- low levels of training and other basic human services.

1/ See forthcoming article by Frank Long, 'The Puerto-Rican Model of
Industrialization: New Dimensions in the 1980s", Development Policy
Review, London, [988.




Table 39: New investment in the Caribbean, January 1984 - May 1985
(value in $ million)
Wood Other
Textile/ Electrical furn Misc Horti-  Fruit/ agri- All Value of Jobs

Total apparel prcducts products manufacture culture vegs business others investment created
Antigua b 1 3 -- 2 -- -- -- -- 1.0 36
Barbados 20 4 1 6 7 -- 1~ -- 1 . 147
Ralize 12 -- -- 3 1 -- 4 3 1 15.7 310
Ccosta Rica 22 3 -- -- 1 7 5 3 3 43,0 VIR
dominica 4 1 - - - 1 - 2 - 0.6 140
Oominican Republic 3 12 -- 2 7 -- 7 1 2 44,0 g, 7%
El Salvador 11 -- 1 -- 3 1 3 2 1 4.0 3,295
Grenada 6 1 -- 1 -- -- -- 2 2 1.2 11
Guatemala 12 2 -- 1 4 -- 1 2 2 8.5 1,063
Suyana 1 -- -- -- -- -- -- 1 -~ ‘e 10
Haiti 21 6 2 1 9 1 -- 2 -- 8.8 2,144
Honduras 29 9 -- 7 8 -- 4 - - 1 15.2 4,312
Jamaica 75 25 1 3 8 13 4 15 6 48.3 4,621
Montserrat 2 2 - -- -- -- -- -- -- ‘e =0
Panana 13 5 -- -- -- -- 1 9 3 15.4 4,086
St Kitts 2 -- 1 -- -- -- - 1 -- 0.3
St Lucia 11 3 4 -- 1 -- 1 1 1 1.2 76
St Vincent 1 -- -- -- -- -- -- 1 -- 0.4 120
Turks and Caicos 1 -- -- -- -- -- -- 1 -- 0.2 £0
Total 285 7% 13 2 51 23 31 46 23 208.5¢ 35,101
Source: US Department of Commerce.

al Total does not add precisly due to rounding.

- 9% -
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There is, therefore, a tendency to become dependent on the major regional
powers for finanrial resources and technical expertise to carry out their
development programmes. Further recurrent expenditures are often supported by
bilateral assistance and policy making and implementation are inevitably
heavily circumscribed. In terms of industrial development the very limited
domestic market opportunities can support only very small-scale, low
technology activities using local raw materials since such economies possess
few comparative advantages vis-a-vis the larger external or regional markets
with which they are linked. There is very little in the way of private sector
initiative or enterprise with access to sufficient resources to balance the
public seccors. Inevitably the public sector tends to dominate not only in
essential services but also in some cases trading and distribution, and
consequently the public sector assumes roles anu responsibilities which it is
not always well equipped to fuifil. |Industrial enterprises in the micro
states face an overwhelmingly hostile environment unless special circumstances
create special market opportunities and special assistance is available to
facilitate the supply of imnputs.

Within the Pacific region Papua New Cuinea should be seen as a special
case, and the UNIDO review!” identified the following constraints to their
development of manufacturing industries:

- delays in securing land for industrial sites as a result of the land
2dministration system;

- a small and fragmanted domestic market;
- inadequate and expensive public utilities and transport;

- shortages of production skills and low productivity in relation to
wage levels; and

- administrative and regulatory obstacles for investors.

At a workshop®”’ held in 1987 by UNIDO to examine the various approaches
within the Pacific and Caribbean island economies for promoting economic and
industrial development, ...'"Some members of the group stated that the Lome
Convention III provided gceat opportunities for export to the developed
countries of the EEC. Both the Caribbean and the Pacific island countries are
signatories to the Lomé Convention; yet exporters stressed the difficulty of
benefitting from the Convention due to the administrative procedures which
required long procedural formalities inhibiting export marketing. The
Convention had therefore not achieved the intended results.”

PPD.6, 1986,

1/ UNIDO, Industrial Development Review Series: Pacific lsland States,

2/ UNIDO, International ‘Co-operation between Pacific and Caribbean Island
Countries in the Development of Small- and Med
(live marine resources and tropical fruits): Workshop-cum-Study Tour
(Jamaica, Trinidad and Tobago, Barbados, Saint Lucia), 15 February 1988,
PPD.73. !
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4.  TOWARDS EFFECTIVE INDUSTRIAL CO-OPERATION: [SSUES AN) 0PTiONS

The purpose of documenting the past record of industrial performance in
the ACP States is to look into the future within the perspective of possible
options for industrial co-operation. Although the ACP States represent a
highly diversified economic grouping, with hetrogeneous characteristics of
industrialization, many of the issues pertaining to industrial co-uperation
are similar. This is due in part to the nature of the complex and long-term
process of industrialization, and also in part due to the rolling basis of
negotiations between ACP and the EC. There is a strong case for ACP and the
EC to become more involved in the debate on the macro-economic environment and
structural adjustment policies. The record of industrial development in ACP
as outlined in Chapter 2 and the severe constraints limiting industrial
development detailed in Chapter 3 provide the framework for drawing up an
outline of possible options for industrial co-operation. The variation
between the three regions in industry performance and constraints lead to
shifts of emphasis rather than fundamentally different outlines for industrial
co-operation.

4.1 Selecting a strategy for ACP industrialization

The relatively slow pace of industrialization in many ACP Sti-es creates

grounds for concern. A realistic and consistent strategy for
industrialization is yet to emerge and this remains a challenge for the new
round of renegotiations for industrial co-operation. Given the relatively

limited resources that are likely to be available for the enhancement of
industrial projects within the Lomé III framework it is particularly important
to adopt a selective approach and to carefully target for co-operation
strategically important activities with the greatest potential for
co-operation and of high importance in the structural adjustment programmes of
the ACP States. In the face of changing industrial realities in the ACP
States the following possible options merit attention:

(i) An immediate action programme for rehabilitation

Many industries in Africa are viable but are not operating efiiciently
for a variety of reasons. These include shortage of spare parts,
obsolesce 1t machinery, insufficient supply of inputs, infrastructural
shortcomings (roads, power supply, etc.) marketing problems and
inconsistent policies that are obstacles to industrial production.

The wide range of reasons for inefficient operation indicates that the
rehabilitation of plants, and the choice of plants to be rehabilitated,
must be seen in a wider context.

Industrial rehabilitation initiatives could begin with an objective
evaluation of the overall macro-economic environmenit, with a focus on the
resprctive country's political context. This could be followed by an
analysis of the characteristics and future role of the manufacturing
sector and its key subsectors. Promising candidates for successful
rehabilitation rould be selected on the basis of their ability to thrive
and keep pace with the changing industrial realities (see Annex C).

It is also important to stress the fact that particularly in the S§SA
countries the development of industries requires the strengthening of the
links between manufacturing and agriculture. Agriculture is now and is
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likely to remain the leading sector in SSA for the medium-run and
industry must be geared to more efficiently utilizing its output and of
producing agricultural inputs particularly fertilizers and agricultural
machine tools.

(ii) Selective import substitution

Some of the industries created are well suited to the size of the 1local
markets and are economically justified (e.g. cotton, textiles clothing,
beer-making, soft drinks, footwear). Others, mainly in the intermediate
and capital goods sectors, are out of proportion to the available markets
and have been built up on the basis of tax and tariff incentives
(investment and import concessions, high protection against competing
imports) and are thus of little economic benefit to the country. They
have frequently proved to be non-profitable, creating a substantial
burden for the national economy. There is a need to devise a selective
import substitution strategy which concentrates on a relatively small
number of potentialy profitable branches and enterprises.

(iii) Processing of local resources for primary export substitution

Examples of this strategy include manufacture of cocoa butter,
cotton-ginning, primary and secondary processing of timber, processing of
fishery and other marine products, processing of mineral ores, refining
of non-ferrous metals, etc. The successful implamentation of such a
strategy requires 1identification of product areas being vacated by more
advanced developing countries and in which ACP countries have a potential
comparative advantage. There is also a need to investigate the
possibility of linking the national export drives of ACP States to tue
production and marketing strategies of leading TNCs in specific product
areas. In general the scope for developing an export-oriented
industrialization strategy appears somewhat limited for most African ACP
States. Some success has been achieved in linking export initiatives to
subcontracting activities, for example the growth of textiles in
Mauritius and Jamaica, but most ACP countries do not have abundant cheap
skilled labour to attract all or part of a manufacturing process.
Sub-contracting could play a significant role in strengthening both
forward and backward linkages especially in downstream activities.

The provision of measures to expand exports and to reduce import
strangulaticn in this respect must take into account the close linkage
between _rade and debt issues. Measures designed to permanently reduce
the debt burden of the ACP States should be integrated within a trade
reform and assistance package which aims to increase the capacity of
their manufacturing sectors to earn and save foreign exchange.

(iv) Self-reliant development strategy for industry

This strategy received significant support both from the studies
undertaken by the EC on African industrialization, and by a large number
of European ang African researchers. A major inference underpinned by
most research findings is that a new strategy towards industrialization
would result from a different concepiion of development, namely one of
endogenous development based primarily on strategies of self-reliant
integrated development concentrated rhiefly on rural communites,
agriculture and food self-sufficiency. !




- 91 -

This strategy includes an industrial component which will accompany rural
development instead of trying to precede it. It introduces a new
dimension and a new role to industrialization which would be based on
local needs and resources, on domestic or regional markets, on self-
sufficiency rather than on exports. The strategy would as a matter of
priority be directed towards overall development in an integrated fashion
in contrast with the externally oriented ad hoc approach which has often
prevailed.

The practica! implementation of the self-reliant strategy is impeded by
the slow pace of agricultural development and the lack of effective
demand for manufactured products among the rural population in the ACP
States. Priority must therefore be given to:

(a) 1increasing rural productivity so as to obtain a larger surplus; and

(b) leaving the rural population with a larger share of that surplus so
as to create purchasing power to be used on the purchase of
agricultural inputs and consumer goods manufactures.

Industrialization, in this context, should therefore no longer be viewed
in isclation as it has been hitherto but integrated within a process of
integrated devclopment in which the rural population and agriculture
provide the motive force.

Within this new strategy, three directions of industrialization could
warrant special attention:

(a) Supply of agricultural inputs

If peasant farmers acquire the necessary motiviation and aspire to
greater productivity, if access to credit and technical expertise is
assured and if inputs are made available through local distribution
and marketing, consideration could be given to producing such inputs
as far as possible locally. It becomes necessary to link up the
modernization of agricultural production systems and industrial-
ization with a view to producing inputs - something that so far has
rarely been done. In practical terms, this involves: equipment for
cultivation and harvesting (tools and implements), irrigation
equipment, transport equipment, storage, first-stage' processing,
fertilizer, and pesticides, animal feed, etc.

Potentially, the market 1is huge, if only because the point of
departure is excessively low. The key problem is to render the
market effective; this could be the aim of agricultural and pricing
policies, but also of institutional and administrative adjustment
measures. ‘




(b) Product adaptation

Clearly, products must be processed and adapted to the needs and
tastes of tne urban consumer. The main obstacles to such adaption
are:

- weakness of applied research;

- competition from products imported from the industrialized
countries; and

- food aid.

However, there is scope for industrialization in many different
areas; milling of various sorts of flour, beverages, biscuits and
bread-making, ready-to-use traditional food products, canning, etc.

(c) Otner basic requirements of the rural population

Demand also exists for a range of products and services which could
provide opportunities for local industries such as:

basic manufactures: utensils, textiles, clothing, footwear,
bicycles and mopeds, furniture, radios,
etc. (for which the potential demand is
very high);

- housing construction: low cost housing materials, ironwork;
- supply of water: hand pumps and other equipment;
- lighting: hurricane lamps, acetylene lamps, other

forms of lighting, etc.

Commitment to a self-reliant strategy would necessitate incorporation of
appropriate  objectives and instruments in the new round of
re-negotiations for industrial development. A strategy for
self-sustained growth is to be tailored as to avoid any delinking process
between manufacturing units in ACP/SSA and the EC, so far established in
export promotion and import substitution activities. Furthemore, Lomé
IIT marked a new recognition by both parties of the need to encourage
private investment. The question could be raised whether EC firms would
berome  involved in a self-reliant strategy given the narrow
profit-margins for satisfying low-income rural dweller markets, and the
gulf in technology and marketing which would exist, at least in the short
term, until adaptations were made. Furthermore, evidencs for some
countries shows that domestic demand has already been the overwhelmingly
important source of growth for ‘manufacturing output. This must raise
doubts whether further reliance 'on domestic markets would lead to any
significant growth in the near future. The involvement of the EC States
in a self-reliant strategy is required to ensure that resources are
provided for an expansion of domestic (particularly rural sector) demand
and production undertaken to sAtisfy this demand is organized in an
efficient manner. !

4.2 Increasing the flow of investible resources to manufacturing
Increasing the financing of maniifacturing must be linked to an overall
expansion of funding necessary fyr 'the development of an  integrated

development strategy, the centre-piecs of which must be the achievement of a
rapid and substantial growth in rural incomes. So tar manufacturing's share
in total funding has bean inappropriately low.
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The EDF allocation is determined bilaterally between the EC and each
Member State, with the priorities of the member States paramount. The
priority of the ACP States has been towards rural development and food
security. Hence, a negligeable share of the EDF flows to manufacturing, and
there is evidence of a continued shift away from manufacturing.

However, emphasis on the self-reliant strategy option for
industrialization, which focuses on the rural development needs, would de
facto lead to a greater share of the EDF to manufacturing. More attention
could also be given to initiatives to co-ordinate EDF operations with local
and EC private sector investment and management. To this end the EC and ACP
could establish a joint private sector working group to prepare proposals for
co-ordinating EDF operations with private sector investment and management.
EDF funds could be programmed to support such operations in the ACP States.
The new round of negotiations could provide an opportunity for private
entrepeneurs to become partners eligible for allocation of EDF funds.

Lomé III Convention contains a separate Chapter on investment (Articles
240-247). In this Chapter the contracting parties underline the importance of
private (direct) investment for the promotion of their development
co-operation and the laying down of principles for the treatment of those
investments. New forms of direct investment could be encouraged, for example,
in areas where the foreign investor does not hold a controlling interest via
an equity participation but where his investment is in the form of wvarious
international contractual arrangements such as licensing agreements,
franchising, management contracts, product-in-hand contracts, production
sharing contracts, risk service contracts, international subcontracting, and
joint international business ventures, in which foreign-yield equity does not
exceed 50 per cent.

The scope for increasing the flow of resources to manufacturing from the
ACP government and its role as a mobilizer of domestic resources could be
developed. Much effort has already gone into restructuring public spending
and cutting budgetary deficits. By dint of recruitment freezes, stringent
selection, cuts in pay or redeployment measures, a number of governments have
managed to reduce the public sector wage bili. lMany countries have overcome
considerable misgivings to set in train the process of reducing subsidies on
staple food items and agricultural }nputq. The reform of public-sector firms
has also allowed significant reduc#ions in deficit subsidies and a number of
countries have succeeded within the space of two or three years in cutting
overall public sector deficits by half, to under 5 per cent of GDP. The
potential for fiscal measures, cost-recovery, etc. could be explored further,
but generation of investible resources of the necessary volume would seem to
require additional sources.

An  important impediment to investment in ACP has been inadequate
insurance cover. The scope of the national systems and the private sector has
been limited and attempts have beep made to establish a multilateral system
which would provide much broader coverage of investments against political
risks. Discussions began in the early 1960s and a variety of proposals were
made, in particular by the World Bank and by the Furopean Commission.
Progress was blocked until recently, when the World Bank lanunched its
propnsal for a Multilateral Tonvestment Guarantee Agency (MIGA). MIGA is
likely to extend the sonpe of available insurance by covering a wider range of
risks, by extending its coverage tao a host of artivities enabling invostments
to be insured even where the home country has no national scheme., MIGA could
also farilitate insurance of projects promoted by multinational consortia.
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Lomé III provides, in the Investment Chapter, for a study to be made
jointly by the ACP and the EC of the scope and appropriate mechanisms of a
joint ACP-EEC insurance and guarantee system, complementary to eixisting
systems under Articles 241 and 244. The study was envisaged in two phases:
the first phase to determine whether the gaps in the coverage offered by
existing systems (including MIGA) provide sufficient scope for a viable and
financial autonomous ACP-EEC system, and the second phase to outline the
possible operating principles and mechanisms of such a system. The results of
the study will be examined in the Joint Working Party established to monitor
the implementation of the provisions of the Investment Chapter. Its
recommendations would be the basis for amending appropriate clauses of future
negotiations, with a view to improving insurance cover and facilitating direct
investment. A note of caution has been expressed in previous debates from the
ACP viewpoint concerning export credits and investment guarantees. As
presently constituted the cost of the schemes are borne directly by the EC
country involved and are not a charge on EDF. The attractions would have to
be high for ACP to change this.

The scope for increasing the flow of resources to manufacturing from the
ACP domestic financing institutions should also be developed, although in most
ACP countries local rcapital markets are at present extremely small, cor
non-existent. Such broad assessments will have to be qualified, as with
statements on the attractiveness of ACP to commercial borrowing.

Additional financial resources for industrial rehabilitation and
restructuring are required due to the stagnation in export earnings. Given
the adverse impact of declining primary commodity prices of most ACP States
there now exists a strong case for the EC providing increased market
opportunities for manufacture from ACP. A necessary condition is to improve
market access. Therefore, the required level of processing codified in the
rules of origin should be reduced to 30 per cent. The Caribbean Basin
Initiative rules of origin stipulates only 35 per cent. The expansion of
STABEX to <cover more traditional exports 1incorporating more flexible
requirements with regard to local content of manufactured exports to EC
markets can be of considerable importance to the ACP countries.

The CUruguay Trade Round will be important in determining the EC/ACP trade
relations with third partners, possibly for the next decade. Since the Punta
del Este meeting the EC has submitted offers on tropical products, natural
resources, and the Commission has bLeen authorized to make an offer on
agricultural products. Within the Lomé framework consultations could take
place between EC and ACP to limit any erosion of existing preferences,
providing compensation if necessary.

Improved market access may be a necessary condition, but it is not a
sufficient condition for accelerating the evport-drive ir manufactured goods
from ACP/SSA. Industry in the EC should be encouraged Lo enter
production-sharing arrangements with the ACP enterprises, and the EC could
implement favourable tariff and non-tariff measures to ensure that the
products from these enterprises gain access. Further, action along the
production chain, for example in marketing, may be essential. The UK has
established a Developing Country Trade Association to assist in marketing.
Opportunities could be created for small groups of African business persons in
order to help them establish trade links. A major expansion in export
earnings could go a longy way towards reducing the need for concessional
financing in the ACP countries which is increasingly requir.d to offset the
rising debt burden. In the long run this must mean a large-scale indrease in
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the flow of DFI and °FI flows to the ACP States. At present the scope for
enhancing the flow of risk capital is limited because risk capital flows are
increasingly associated with the same creditworthiness «criteria that
determines a country's international credit rating. Nevertheless, scope
exists for creating an International Industrial Investment facility within the
Lomé framework which would facilitate the allccation of seed capital to
projects with long run potential and which alse provides a framework for the
supervision of the wutilization of these funds and the perfomance of the
projects concerned.

ACP/SSA debt service relative to export earnings has risen rapidly from
around 80 per cent in 1976 to above 300 per cent in 1987. Arrears are
estimated to have amounted to roughly $11 billion by the end of 1937. Debt
service payments stood at $12 billion =c the end of 1987. ovuring 1980-1987,
only 12 of the 44 Sub-Saharan countries, representing about 13 per cent of the
group’'s 1987 debt, were able to service their debt promptly.

Although the manufacturing sector in ACP/SSA has contributed only a
relatively small share of this debt it is badly affected by the resulting
'import strangulation’ and deflationary impact on domestic purchasing power.
The debt problem is less severe for the Caribbean and Pacific regions as a
whole, but for some States, e.g. Jamaica, it poses a threat to development.
One view is that there is no shortage of solutions, only of the political will
to apply them. The Lomé framework could be used as a medium to agree on some
measure of debt reiief.

A new impetus to new debt relief for the poorest develcping countries was
given at the Toronto Summit in June 1988 with provisions for rescheduling of
debt over longer periods, concessional interest rates and debt write-offs.
The details of the plan will have to be worked out by the Paris Club of
official creditors.

The Paris Club in 1987 stood for longer repayment and grace periods (up
to twenty and ten years respectively) in rescheduling operations with hard
pressed, low-income countries. But this brings no immediate relief to
debtors. First it makes no difference for the first five years (the previous
norm for grace periods) and, second, the debt burden is pushed into the future
with compound interest. This is tantamount to taking new credit on market
related terms to discharge a maturing liability, and only makes sense if the
debtor country can reasonably be expected to become creditworthy in the
meantime. Where this cannot be anticipated - and this is the case for much of
Sub-Saharan Africa - more is needed than the improved Paris Club rescheduling
terms.

One additional step, which has already been taken by some bilateral
creditors, is to convert official development assistance (ODA) loans into
grants. This could be extended to all existing ODA claims on low-income
countries with no prospect of attaining creditworthiness in the foreseeatle
future. The WASS Report:” recommended that "Paris Club reschedul ings, which
are in effect long-term loans, should not be more o~ .ous in our view, than
IDA or other soft loans’”. Recent propnsals by creditor countries, such as the
UK, France and the Nordic countries, for interest rate reductions or the
concessional refinancing of existing non-concessional debts are in this
direction.

1/ United Nations, Financing Africa's Recovery, Report and Recommendations
of the Advisory Group on Financial Plans for Africa, February 1988.
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Thouzh commercial bank creditors account for only about 25 per cent of
Sub-Saharan Africa’'s outstanding debt, they have received about half the total
interest paid by the region in recent years. Moreover, the London Club has
not normally rescheduled interest payments. Nor has there yet been any
element of debt reduction in London Club reschednlings.

Many European and US banks have built up provisions against the risk of
losses ¢n Third World debt, and some have started to sell or swap ciaims on
developing coun'ries at a discount. However, this '"secondary market" is still
thin, especially for African debt, and the debtor country's obligations are in
no way diminishea whether by the writing down of claims by bank creditors or
by the trading of claims at 2 discount - unless the debtor can buy back its
own debt.

The EC could consider providing funds to debtor countries to enable them
to repurchase some of their commercial bank debt, or to facilitate debt-equity
swaps or the conversion of debt into long-term securities or bonds, if
creditors accepted a lower rate of interest and could bhe assured of their
value and liqidity. A proposal along these lines, involving the conversion of
debt into securities of at least twenty years, has recently been floated by
the African Development Bank.

Thers are many possible wvariations in the 1implementation of these
schemes. For example if the EC purchased debt outright, the ACP State could
be required to service debt, but in local rather .han hard currency. This
money could go into a Development Fund used to contribute towards the local
currency costs of investment in long-term industrial development in the debtor
country.

The extent of existing debt can easily act against the implementation of
projects that promise to yield foreign exchange. The reason is simply that
current creditors may insist on having first claim to any funds generated by
the project, thereby cutting out the project sponsors (or at best relegating
them to the queue). To confront this obscacle, some efforts have been made to
"cordon off'" projects generating foreign revenue from the burden of meeting
prior claims due to the perilous debt position of the country as a whole. One
example of this type appears to be the urea factory constructed to use the
natural gas resources at Songo Songo in Tanzania. Manufacturing would benefit
especially given a relaxation of the depressing effects of the debt problem on
import availability and domestic purchasing power.

The provision of expanded financial resources through concessional loans,
greater market access or reduction of debt repayment obligations requires the
building up of an effective institutional infrastructure for the allocation
and utilization of these resources. Expanded industrial co-operation between
the EC and the ACP States requires that the current negotiations focus on the
question of the development of institutional strategies that can lead to
effective rehabilitation and restructuring of the manufacturing sector. The
relevant steps required for raising productive investment between EEC and ACP
States are detailed in Annex D.
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4.3 The role of European Investment Bank

(i) Increase in sector funding for industry

As yet, EIB have no sectoral loans to industry, although they are
currently reviewing the possibility of such sectoral support. The EIB Board
would have to be convinced that a move away from their traditional project
lending role, and the resulting possible dilution of control, would be offset
by the gains to industry through quicker and easier disbursement with minium
risk of loss to the Bank.

The EDF Programme makes allowance for sector loans, and the use of sector
loans is increasing particularly given the additionality effect of sector

loans. However, the focus of the EC/EDF is more on rural development and
social/physical infrastructure, rather than on industry, which has
traditionally been left to the EIB, although some of the import programmes
have included spare parts etc. for industry, (as in the case of a recent
Malawi loan). Serious consideration would need to be given to altering this

traditional role sharing if the EIB was unable to shift from its project
lending to sector-lending.

(ii) Increase in risk capital

There is still a role for risk capital. The take up of risk capital
could be increased by softening the terms, for example longer grace periods
and more interest rate subsidy by EIB management accepting the greater
inridence of failure, giving the prevailing harsh business climate.

Evidence from EIB loans to Development Finance Corporations (DFCs) shows
that the grace periods have been too short. Whilst they may have been
adequate to protect the investors during the implementation period, they have
offered little margin for the difficulties often encountered in the start-up
phase. As a result, a number of DFCs have had little option but to extend the
grace period.

There is a strong case for increasing the availability of Juity
participatinn, which up to end of 1987 accounted for only 7 per cent of EIB
operations with DFCs in ACP countries. Similarly, operations through global
loans should be increased. The Development Finance Corporations are usually
more aware of local business potential and problems. There have, however,
hezn problems with the viability of DPLs in some countries, and in these cases
the EIB could adopt a more "hands-on'" rather than their usual "hands-off"”
approach. Special provision could also be made for exchange rate losses, when
ECUs are denominated in local currency and an exchange rate depreciation is
not offset by asset revaluation duec to market imperfections.

In the case of project financing, EIB data shows that typically projects
have been funded with a standard debt/equity ratio of about 2:1 equity. There
is a need to raise the equity component and in the long run this can be
greatly facilitated by an industrial investment facility with the Lomé
framework.

This is pa'tlcularly impeded if new projects are to get of the ground for
equity requirements are usually significantly higher for new projects than for
extensions or rehab111tat1ons of existing investments. This corroborates the
widely held opinion that the start-up of new enterprises is, almost.
invariably, the most critical stage often requiring a level of equity.
participation that 'excludes otherwise viable entrepreneurs.
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(iii) Contribution to bulgetary support

Availability of counterpart funds may be a major constraint to industrial
projects, especially for those courtries implementing SAPs and facing periods
of protracted budgetary austerity and sharp exchange rate devaluations. Such
countries can hardly be expected to take on new commitments when Lluey are
cutting back on existing projects, etc. Provision of counterpart funds could
be justified by the EIB by reference to commitments in support of projects
already financed by EIB, or in support of agreed adjustment objectives. Other
measures to support the budget could be examined for example, payment of
tariffs and duties on project input imports whi:h are currently exempt.

4.4 Strengthening the institutional framework for effective industrial
co-operation

The development of a viable institutional framework for industrial
co-operation between the EC and ACP States must represent one element in the
broader design of consultation and co-ordination of national macro-economic
policies.

There is a strong case for ACP/EEC to be more invelved in the debate over
the macro-environment and structural adjustment while recognizing the de facto
lead of the IMF and World Bank.

A major innovation of the Structural Adjustment Facility (SAF) is the
requirement that a comprehensive three-year policy framework paper (PFP) be
prepared by the national authorities, with the joint assistance of the staff
of the World Bank and the Fund. The PFP sets out the macro-economic and
structural policy objectives of the authorities for the ensuing three-year
period, the policy strategy and measures that wiil be employed, and estimates
of the financing requirements associated with the adjustment programme.

Viable structural adjustments must pay special attention to the task of
creating an environment suitable for enhancing the development of the informal
sector which has shown dynamism even when the formal sector has been
contracted. Stimulating informal sector growth should be an important element
of the liberalization strategy.

Industrial policy measures identified by some PFPs are concerned
primarily to improve the environment for industrial investment in general, and
production of tradables in particular (see Table 40). Measures to eliminate
institutional or regulatory barriers to growth have included, for example, the
elimination of labour codes that acted as disincentives to new employment,
reduction of quantitative restrictions on imported inputs, and streamlining of
investment approval procedures.

There have not been direct involvment in the formulation or financing of
SAPs in ACP, although SAPs have made an important contribution in terms of
both dialogue and operational support. SAPs have focussed on sectoral
policies and on long-term development policies, downstream from macro-economic
adjustment. Renegotiations governing the future pattern of assistance for
industrial development could provide an opportunity to regularize this new
involvement and consider the following four complementary steps:




(a)

(b)
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(d)
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increased and mor2 flexible use of certair existing co-operation
instruments, for example, considering budgetary and balance of
payments support, at presently not allowed;

close co-ordination between the Member States and the EC;

gradual adoption of a common approach to the problem of structural
adjustment in ACP;

a more active and concerted participation in co-ordination and
discussions prior to drawing-up structural adjustment programmes;
otherwise project success may be jeopardized by macro economic
policies.

Table 40: Types of policy measures requested in return for structural

ad justment loan (SAL) finance, 1980 to October 1986

Percentage of SALs subject

Measure to conditions in this area
Trade policy:
Remove impart quotas '57
Cut tariffs ‘24
Improve export incentives and institutional support 176

Resource mobilization:

Reform budget or taxes 70
Reform interest-rate policy 49
Strengthen management of external borrowing '49
Improve financial perfurmance by public enterprise '3

Efficient use of resnurces:

Source:

Revise priorities of public investment program 59

Revise agricultural prices 7

Dissolve or reduce powers of state marketing hoards 14

Reduce or eliminate soine agricultural input subsidies 27

Revise energy prices 49

Introduce encrgyv-conservation measures '35

Develop indigenous eneigy sources 24

Revise industry incentive system ' 68

Institutional reforms:
Strengthen capacity to formulate and implement public investment ‘
program , 86

Increase efficiency of public enterprises o7

Improve support for agriculture (marketing, etc.) 57

Improve support for industry and subsectors (including price controls) :: 19

n

P. Mosley, '"Conditionality as Bargaining Process: Structural
Adjustment Lending - 1980-1986, Essays in _International Finance,

Princeton, No.168, 1987.
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The new round of negotiation: .ould provide an opportunity to emphasize
the need for growth-oriented :.wedies to the balance-of -payment problems.
Individual ACP States may however question the desirability of yet another
participant in the SAL negotiations, particularly since they are fu'l members
of the World Bank/IMF institutions, and may wish to retain the current status
of their bargaining positions. Furthermore in many countries the EC/EIB
'subscription’ to the SAL ‘club’, is unlikely to be such as to give them
significant bargaining power. They are unlikely to wish to duplicate the rovle
of the IMF/World Bank, nor do they have the necessary staff expertise to do
so. Nevertheless, involvement by the EC can be useful if such involvement is
dovetailed with an independent consultative programme to identify operational
priorities and monitor progress in specific sectors (such as industry) with
respect to the utilization of financial allocation. Appropriate institutional
mechanisms, at the sector level, need to be created to achieve this goal.

A uew .nstitution (ACP/European Development Co-operative Council) or
function, may also be considered to bring tugether representatives of the
business coummunity to advisze ACP and EC governments in the field of policies
and reguiations on busiress ard the specific needs of the business community.
The CDI could be well-placed to make initiatives towards the creation of such
an institution.

A key issue in the future negotiation for industrial cc-operation using
the availability of investible resources for manufarturing in ACP is whether
to expand the EIB or create a new ACP/Development Corporation. This issue
transpired during previous debates and discussions, and many of the same pros
and cons are still valid. The establishment of a separate development bank
would be worthwhile if there was additionality, i.e. if it made available to
member countries funds that would not otherwise be available.

Concern about expanding the EIB include the fact that its operations in
the ACP are peripheral to its major invesiment activities, and that its
current form of operations would make it difficult to contribute significantly
to a self-reliarc strategy, in particular rural development. However, several
factors continue to strengthen the case for expansion of EIB to increase the
flow of funds to ACP/SSA manufacturing.

The EIB is already operational. Since 1976, certain broad trends can be
distinguished in the sectoral breakdown of EIB financing. During the first
two years of Lomé, the bulk of EIB funding involved individual financing for
new projects or extensions. Agro-industry took a major share (34 per cent),
followed by energy projects (20 per cent of all funding and 34 per cent of the
sum total of loans from the Bank's own resources) and investment in
construction materials (18 per cent). In the remaining period of Lome, the
most striking feature was the significant share of global Inans (lines of
credit) provided through the medium of ACP development banks (25 per cent of
loans from the EIB's own resources between 1978 and 1980). This flexible aid
formila war used principaily to help finance investment by small and
medium-sized enterprises which generally adapt better to the diversified needs
of limited markets.

The trend became even more marked with the implementation of the Second
Lomé Convention, which increased considerably the scope for providing risk
capital to ACP development banks. As of 31 December 1985, the Bank had
undertaken 61 operations with 34 development banks in ACP countries and with
four regional development banks, for a total amount of ECU 268 million,
ECU 86.5 million under Lomeé 1 and ECU 181.5 million under Lome I1.




The EIB had by end-198> approved some 400 allocations representing a
total of ECU 177 million. The total furiing for all projects amounted to
ECLC 675 million, giving an average allocation of ECU 1.8 million. It is
estimated that some 30,000 jobs have been created or preserved, with an
average cost per job in the region of ECU 23,000. The four principal sectors
in receipt of aid in the form of E:P global loaus are agro-industry (32 per
cent), textiles and le ither (11 per cent) and paper (10 per cent).

One of the objectives of global loans is to facilitate the participation
of ACP promoters (private and public) in implementing and financing productive
investment. This goal would seem to have been achieved since nationals of the
ACP States account for over 75 per cent ot the capital of the eoterprises
financed (61 per cent being priva.. concerns). This is, however, an average
figure and does not apply to all countries. For example, in Botswana, Cote
d’'Ivoire, Lesotho, Liberia and Malawi, the share of foreign investment 1is
higher, even though majority holdings are very unusual.

The E!B has a broad operational base and its focus on the EC may be seen
as an advantage in spreading the risk away from too much concentraticn on a
high risk area such as the ACP/SSA. The EIB is already iwnvolved in
co-financing whereby it joins with other official agencies to provide the
total finance required for a particular project. Under Lomé [ and [l, some
273 projects were subject to co-financing between the EC and other donors.
The EIB is already a major borrower on the European capital markets. As some
of the funds borrowed are lent to ACP countries the EIB is already
facilitating the flow of private investment from the EC to the ACP.

Another area in which institutional innovation can lead to beneficial
results is that of assistance to EC businesses intending to invest 1ia ACP
States. There 1is a strong case for suggesting that the Community's
development policy needs to assist European industry to identify opportunities
for production-sharing in ACP, and to invest in areas where restrictions on
the movement of foreign exchange would normally deter investors. This could
be complementary to the restructuring of European production away from
industries, in which Europe no longer enjoys a comparative advantage. The
Furopean Investment Bank (FEIB), with responsibility for strategic investment
within the Community and support for the private sector in ACP rould be called
upon to take up this role. Resources to relaunch growth simultaneously in the
European Community and the ACP could be incorporated into a spe~ial EIB
programme to support production-sharing projects.

The question of the ACP participation in the management of EIB resources
to be allocated to ACP States remains a contentious issue. The points made
prior to the Lomé [I] negotiatinns remain relevant. It would not be correct
to say that ACP 'countries have no say in the provision of lcans for industrial
development.' Obviously the loans would have to 'have been agreed by ' the
governments 'in the ACP 'States before they can be requested, not to mention
provided by the FIB. ' The major problem is thé lack of effertive ' ACP
involvement 'in its deridion-making process. A specifiec cell at the FIB' for
the ACP countries, on whose managemen® the ACP would have representation,
could be an approprizie compromise. ‘ !
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There is, however, a growing list of demands for specific cells (for
example "Women and Development™) and there is a danger of making the
administration complex and rigid. Under Lome [I a Special Fund for Mining and
Energy was created for ECU 200 million, and only one country called on the
Fund for ECU 35 million, and it was dropped under Lomé III. This would
suggest that one should move cautiously in the creation of new institutions.
Irn many cases strengthening existing institutions and broadening their mandate
may be the most appropriate policy alternative.

Enhancing the effectiveness of the Centre for the Development of Industry
(CDI) would require a major expansion of 1its resources. The CDI has been
allocated a budget of ECU 4C million for the duration of Lomé IIl, covering
the period 1985-1990. Vigorous efforts have been made to establish working
programmes for all ACP States. By the end of 1986 all ACP/SSA States had
country programmes with the exception of Angola, Chad and Equatorial Guinea.
Although the number of interventions by the CDI has rapidly increased,
totalling 263 between 1981 and 1985, the absolute size of its impact is at
best marginal. In 1986, its additional investment resulted in the creation of
690 new jobs. It did not prove possible for the EC to involve the (DI in Lome
IIl ACP country indicative programming missions.

A framework for regular exchange of information between the CDI and EIB
on ACP investment projects could pave the way for filling the lacuna in the
institutional channel for bringing risk capital assistance to ACP projects
promoted by CDI, notwithstanding that the provisions of Article 199 (6) confer
eligibility to "progir-mmes and projects identified and promoted by the joint
bodies set up by the Community and the ACP States, and authorized by those
States to attain certain specific objectives in the spheres of agriculture,
industrial and trade co-operation."”

A radical appraisal of the objectives, resources available to fulfil
those objectives, and commitment of the various parties, EC, EIB and ACP
States, to the CDI seems to be required. The CDI has drawn up a detailed
evolution of its role and structure in early 1988, which could be a
significant input into such an appraisal.

A realistic overall assessment of the effectiveness of the two major
institutions, FIB and CDI channelling resources to the ACP/SSA seems to be a
prerequisite for a successful future negotiations towards fostering the
process of industrial co-operation.

0f equal importance is the need to strengthen the ACP Secretariat itself
and enhance its capacity to participate in the negotiation, implementation and
monitoring of industrial co-operation programmes. There is a strong case for
multilateral and UN agency support to the ACP Secretariat in the field of
industrial development and co-operation, the provision of information and
other facilities for foreign investors in the ACP States, evaluating
industrial trends and assisting in the formulation, co-ordination, and
harmonization of national policies in the ACP region. The establishment of
the ACP/UNCTAD sub-committee on trade issues, represents one option available
to UN agencies to extend #upport to the ACP Secretariat.
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New institutional initiatives are also required to foster the public
sector rationalization programme and in particular to co-ordinate the national
privatization strategies in the SSA region. Without such co-ordination, there
is the danger that ACP States will end up competing against each other for a
relatively small amount of foreign private investment and foreign assistance
for public enterprise. Although the governments of ACP adopting privatization
policies have been turning to domestic business circles with their proposals,
it has generallv become apparent that, given the limited savings capacity of
these countries, the capital outlays required for the take-over of public
enterprises exceeds available domestic resources, and hence the search for
foreign investors. Even this alternative encounters serious limitations in
the case of the ACP/SSA, as their ability to attract foreign investment is
impeded by their small domestic markets, lack of skilled Llabour, and
inadequate infrastructure. Given the great number o' »oublic enterprises in
need of rehabilitation, governments must decide how wuch, if any, of the
country’'s manufacturing sector they want to see in fo: ign hands, and on which
discounts they are prepared to sell the enterprises built up with substantial
capital outiays. Unlike equivalent policies in developed cenntries, such as
France and the United Kingdom, where privatization of powertul monopoites or
internationally competitive major firms have raised e¢normous sums for the
national treasuries in ACP very larges concessiors usually have to be made to
indure private buyers to take on weakening assets. Thus in Togo, for
instance, where State corporations were sold to the private sector at very low
valuations, the immediate, once-and-for-all benefits to the national budget
may be outweighed by the longer-term effects on the economy as a whole. In
addition, for a number of ACP States with a heavily subsidized public
enterprise sector, privatization chrough foreign investment is not a viable
option, as no investor is likely to be prepared to buy loss-making enterprises
whose long-term profit prospects are doubtful without enormous local subsidies
and long-term concessions.

Regional co-ordination of national privatization strategies could serve
to increase the attractiveness of potentially viable enterprises to foreign
investors, since it could serve as a mechanism for widening the market and
eliminating production dunlication. Regional based public firms (created out
of the amalgamation of national public enterprises) would enjoy similar
advantages. An effective privatization programme in the ACP/SSA region would
require not just the reorganization of national ministries, development
financing corporations, and parastatals,”” but the creation of a regional
institutional network for policy co-ordination and the establishment ard
sustainance of regional privatization and regional public sector
re-organization programmes. Both the EC and ACP Serretariats and UN-based
agencies concerned with industrial development can play a key role in the
development of a regional institutional and poliry framework for the
harmonization of national privatization and public sector rationalization
programmes and strategies. The current negotiations could, therefore,
seriously address this question.

1/ As recommended by the World Bank in relatisn to the national SAF
programmes. ‘
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4.5 Upgrading industrial capacities

Future policies could make a major contribution to upgrading industrial
capabilities. In a macro-policy environment conducive to rehabilitation and
growth, industrial co-operation could give priority to raising indvstrial
capabilities in the following areas:

a) Industrial planning has remained a relatively
undeveloped area in ACP/SSA in most countries. There
is scope for improvement in project selection with a
clearer set of criteria for rehabilitation and for
ridding economies of the burden of "vhite elephants";
project initiation  should be co-ordinated and
moni - ored at the national! and regional level to assess
the overall impact of industrial projects on foreign
exchange and other resource requirements; linkages
should be developed between the private and public
sectors.

©) The three main areas identified as gaps in industrial
capabilities in ACP/SSA, namely, entrepreneurship,
management, and technology, require major initiatives.
The existing instruments available to implement the
Lomé objectives need to be considered in the light of
their effectiveness in up-grading industrial capabil-
ities. The new round of negotiations could help to
bridge the "missing middle” between intermediate and
informal parts of the small-scale sector and the
medium- and large-scale industrial sector. The case
for an Intra-ACP Facility should be examined. It was
already accepted by the EC that industrial experts
should be appointed on a regional basis.

¢) There is an increased awareness of the need to improve
the process of project preparation and selectioun.

~ Pre-investment studies, are often undertaken by
parties which have an jinvestment stake. This has
led to grave and often unrectifiable : istakes.
Feasibility and pre-investment activities should
be conducted as far 6 as possible by neutral
agencies. LUNIDO can play an important role in
this respect.

- There is also a need to improve contract
negotiation. An effort could be made to reduce
the liability of ACP governments in the case of
delivery hold-ups, and construction delays.

' Assistance is needed in improvng ACP negotiating
capacity, and regional co-orlination can also
prove beneficial in this respect.

' - Fquipment supplies to ACP projects have often
been sub-standard. A co-ordinated technolugy
acquisition and procurement policy based on
relevant market information could be given nigh
priority, and more  competition  could be
introduced into procurement.




d)
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- Neglect of project appraisal could lead to high
economic costs. Project monitoring on a
continuous basis would be helpful, particularly
in view of rapidiy changing international price
structures.

- In drawing up the:indicative programme within the
framework of ACP-EC co-operation, initiatives in
the manufacturing sector could be supported by
substantial techpical assistance from other
organizations in full co-operation with UNIDO.

- In additior, different interest groups, for
example the local private sector, the different
ministries (not only the Ministry of Finance),
regional /commercial banks, representatives from
local Chambers of Commerce, could participate in
the dialogue  determining the Indicative
Programme. Consideration could also be given to
the different interest groups making direct
requests to the  EDF, for example to subsidize
exploratory missions to identify investment
opportunities, and/or o have an Investment
Promotion Fiund. It would also be necessary to
improve co-ordination with Regional Development
Banks, and other multilateral agency initiatives,
for example, IFC..

A key feature in pursuing industrialization through
encouraging the entrepreneurial development and
private investment is that priorities for industry are
determined p imarily by the private sector. However,
in co-operating with the private sector, and in
influencing the priorities of the public sector,
certain priority areas may be specified - for ACP/SSA
in particular:

- small- and mediumisized enterprises;

- manufacturing activities located in rural areas
and small secondary towns;

- manufacturing activities which are linked to
processing, upstream and downstream, of agri-
cultural products;

- manufacturing activities which create employment,
develop linkages, and industrial capabilities,
and use appropriate technology; ‘

- metal-working and mechanical engineering 'deserve
particular attention since they usually play a
pivotal role in development.
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For the Caribbean and Pacific countries the following areas have been
identified :

-  Agro-based and marine-resource based industries have become priority
industries in development strategies which seek to promote forward
and backward linkages between economic sectors and which aim at
reducing the island countries vulnerablilities to adverse external
economic shocks. Indeed, the need for structural change in the
island economies is most evident in these industries.

- In the field of food processing, there 1is need for harnessing
linkages between agriculture and industry with greater focus on
parallel diversification of both sectors; improved processing and
supply for domestic markets; and higher degree of processing for
export markets with emphasis on creating market niches for high
value-added products with the support of good export promotional
initiatives and marketing techniques.

- In the field of marine-resource based industrial development, new
concepts and integrated approaches would need to be promoted with a
focus on developing and improving: aquaculture and mariculture;
sea-food processing and distribution; fishery gear equipment and
technology; boat building and repair facilities; salt processing;
marine biotechnology for food, pharmaceutical and chemical
production, including wutilization of sea-weed; leather production
based on fish skin; and marine cottage industry and handicraft (such
as pearl buttons). Industrial opportunities arising from marine
resources are far greater than generally recognized, not least due to
the UN sponsored Convention of the Law of the Sea.

- Other marine resources with long-term development pntential include
hydrocarbons, manganese modules, phosphate and heavy mineral
deposits, etc. In most cases the exploitation of such resources is
at the limits of current mining technologies and is normally beyond
the financial and development capabilities of almost all the islands
unless there is major participation by external interests. There is
also need for improving development techniques for surveying and
assessing marine resource potential and for the development of
alternative ocean-based energy sources.

There is a general consensus that some key institutional instruments
within the Lomé framework would need to be improved to assist manufacturing
sector growth in ACP. Such improvements, for example, with respect to the
role of the CDI and EIB, the strengthening of the ACP Secretariat, the
establishment of regional based institutions for the harmonization of national
privatization and public sector rationalization strategies and the involvement
of the EC in the SAF process have been specified in this Chapter. The ACP
States have commissioned no independent research on industrialization, given
inadequate resources. Hence EC commissioned studies form the main basis of
evidence for evaluaticng performance and shaping recommeandations. Additional
efforts to conduct in-depth research could enable the ACP States to identify
and assess their needs and opportunities, resources and constraints, issues
and options and policies and strategies in the field of industry. As part of
this exercise, linkages could be strengthened with concerned international
agencies, includin-, UNIDO.
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ANGOLA (o)
ANTIGUA AND BARBUDA (*)
BAHAMAS

BARBADOS

BELIZE (*)

BENIN (*)
BOTSWANA (*)
BURKINA FASQO (*)
BURUNDI (*)
CAMEROON

CAPA VERDE (*)

CENTRAL AFRICAN REPUBLIC

(*)

CHAD (*)
COMOROS (*)

CONGO

DJIBOUTI (*)
DOMINICA (*)
EQUATORIAL GUINEA (*)
ETHIOPIA (*)

FIJI
GABON

GAMBTA (*)

GHANA

GRENADA (*)
GUINEA (*)
GUINEA BISSAU (*)

GUYANA

IVORY COAST
JAMAICA

KENYA

KIRIBATI (*)
LESOTHO (%)
LIBERIA

— o~
%*

[e]

N -

e e e ] e oo

MADAGASCAR

MALAWI (*)

MALI (*)

MAURITANIA (*)
MAURITIUS

MOZAMBIQUE (*) (o)
NIGER (*)

NIGERIA

PAPUA NEW GUINEA
RWANDA (*)

ST KITTS AND NEVIS (%)
SAINT LUCIA (*)

ST VINCENT AND GRENADINES
SAO TOME AND PRINCIPE (*)
SENEGAL

SEYCHELLES (%)

SIERRA LEONE (%)
SOLOMON ISLANDS (*)
SOMALIA (%)

SUDAN (*)

SURINAME

SWAZILAND (*)
TANZANIA (*)

TOGO (*)

TONGO (*)

TRINIDAD AND TOBAGO

TUVALU (*)

UGANDA (*)
WESTERN SAMOA (%)’
VANUATU (*) ‘
ZAIRE

ZAMBIA

Z IMBABWE

(=2

Least Dm:/eloped ACP States under Lomé I1.

Member States since Lom¢ IT11.
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ANNEX B
SELECTED TITLES AND ARTICLES OF LOME L1

TITLE 111

INDUSTRIAL DEVELOPMENT

ARTICLE &0

The Community and the ACP States, acknowledging that
industrialization i{s a driving fcrce in bringing about
balanced and diversified economic and social development
and creating conditions conducive to the attainment of

the ACP States' collective self-reliance, agree to promote
industrial development in the ACP States with a view to
proviaing them with a framework for strengthening their

development efforts and increasing their share of world trade.
ARTICLE 61

The aim of incustrial co-operation between the Community and
the ACP States shall be, in particular, to derive full
benefit from those States' human and natural resources
through the modernization of their societies, to create
Jobs, to generate and distribute fncome, to facilitate

the transfer of technology and its adaptation to conditions
in the ACP States and their specific needs, to foster
complementarity of the different branches of industry and
between industry and the rural sector in order to make full
use of that sector's potential, and to promote new
relations of dynamic éomplementarlty in the industrial
field between the Community and the ACP States.

Account shall be taken in industriesl co-operation of the need
to establish and strengthen an economic, technical, social
and institutional environment conducive to industri:lization.
Emphasis shall be placed un the development of all types of
appropriate industries, training and co-operatior. betwveen
firms in the Member States of the Community arc ‘n the

ACP States.

In pursuit of these aims, the Contracting Parties shall hqve
recourse to, in addition to the speccific provisions on
industrial co-operation, those on trade, trade promotion

for ACP products and private fnvestment.

ARTICLE 62

In order to implement industrial co-operation, the Community
shall help carry out programmes, projects and operations
submitted to it on the initiative or with the agreement of
the ACP States. To this end, it shall use all the mecans
provided in this Convention, notauly those at 1ts disposal

under financial and technical co-operation and, in particular,

thnse which are the responsibility of the European Investment
Bank (heresnafter referred to as the “Hank"), without
prejudice Lo oprrations Lo assist ACE States 1n mobilizing,

finance fron other sources.
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Industrial co-operation programmes, prvoies Lo Wl g erations

b amplemented oo

which involve Community rinancing sh

conformity with Title Il], Part Three, of ihix

Convention, having reyard to the partieular

characteristics of aid operations in the industrial -otor.
ARTICLE 63

The Community shall assist the ACP States in the improvement
of their institutional framework, reinforcement of their
financing institutions, the establishment, rehabilitation

and improveaent of industry-related infrastructure and fn
their efforts to integrate industrial structures and regionai

and inter-regional markets.

ARTICLE 64

On the basis of a req est from an ACP State, the Community
shall provide the assistance required {n the field of
industrial training at all levels, bearing notably on the
evaluation of inljustrial training needs and the establishment
of corresponding programmes, the setting-up and operation

of national or regional ACP industrial training establishments,
training for ACP nationals in appropriate establishments,
on-the-job training both in the Community and in the ACP
States and also co-operation between industrial training
establishments in the Community and in the ACP States, and
between the latter and those of other developling countries.

AFTICLE 65

The Community shall assist in the establishment and
expansion of all types of viable enterprise which have
been tdentified by the ACP States as important in terms
of their development objectives.

The Community and the ACP States shall place spectal
emphasis on the restoration, upgrading, reorganizaticn

or restructuring of existing industrial capacities which

are viable but temporarily out of action or performing

badly and also on the maintenance of plant ard equipment

and of enterprises and, for this purpose, {ncustrial
co-operation shall be focused on assistance for the start-up
or rehabiltta;lon of such enterprises and on the relevant
forms of training at all levels.

Particular attention shall be paid to

- industries for the domestic processing of ACP raw
materials;

- agro-industries;

-~ integral {ndustries capable of creating links brtween

the different sectors of the economy;

- industries which have 8 favourable effect nn emp.loyment,
the trade balance and reginnal {ntegration.

Community financing shall take the form, as a matter of
priority, of loans from the Rank on fts own rrsources and
of risk capital, these being the specific financing methods

for {ndustrial enterprise
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ARTEICLE 4.

The Community shall contribute 1n a spirit of matual fnterest
to the development of ACP-EEC and 1ntra-ACP co-operation

between enterprises; by itnformacion and indesrrial promotion

activities.

The aim of such activities shall be to intensify the regular
exchange of information, organize the contacts required in
the industrial sphere between industrial policy-makers,
promosers and economic operators from the Community and the
ACP? States, carry out studies, notably feasibility studies,
facilitate the establishment and operation of ACP industrial
promotion bodies and foster joint investment, subcontracting
arrangements and any other form of industrial co-operation
between undertakings in the Member States of the Community
and in the ACP States.

ARTICLE 67

The Community shall contribute to the establishment and develoo-
ment of small and medium-sized enterprises in the artisanal,
commercial, service and industrial sectors in view of the
essential role that these enterprises play in the modern and
informal sectors in building up a diversified economic fabric
and in the general development of the ACP countries, and in
view of the advantages they offer as regards the acquisition
of skills, the integrated transfer and adaptation of
appropriate technology and opportunities for taking the best
advantage of local manpower. The Community can also help with
sector evaluation and the establishment of action programmes,
with the setting-up of appropriate infrastructure, the
establishment, strengthening and operation of institutions
providing information, promotion, extension, training, credit
or guarantee and transfer of technology facilities.

The Community and the ACP States shall encourage co-operation
and contact between small and medium-sized enterprises in the
Member States and the ACP States.

ARTICLE 68

|

With a view to assisting the ACP States to develop their
technologlical base and indigenous capacity for scientific and
technological devqlopment and facilitating the acquisition,
transfer and adaptation of technology on terms that will seek
to bring about the greatest possible benefits and minimize
costs, the Community, through the instruments of financial and
technical co-operation, is prepared, inter alia, to contribute
to:

(a) the establishment and strengthening of industry-related
sclentific and technical infrastructure {n the ACP States;

(b) the drawing-up and implementation of research and
development programmes;
|
(&) the identification and creation of opportunities for
' collaboration among research institutes, ftnstitutions of
higher learning and enterprises of ACP S5tates, the
Communlty( the Member States and other countries;
|
(d) the establishment and promotion of activities aimed at
the consolidation of appropriate indigenous technology
and the acquisition of relevant foreign technology, in
particular that of other developing countries;




(e)

(r)

(g)

(n)
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the tdentification, evaluation and acqulstiticn of
tndustrial technclegy including the negottattion on
favourable terms and condittons of forelgn technology.
patents and other tndustrial property,. in particular
through financing or through other suitable arrangements
with firms and institutions within the Community,

providing ACP States with advisory services for the
preparation of regulations governing the transfer of
technology and for the supply of available information,
in particular on the terms =nd conditions of technology
contracts, the types and sources of technology. and the
experience of ACP States and other countries with the use
of certain types of technology;

the promotion of technology co—operation between ACP
States and between them and other developing countries in
order to make the best use of any particularly appropriate
sclentific and technical facilities they may possess;

facilitating, wherever possible, access to and use of
documentary and other data sources available in the

Community.

ARTICLE 69

Ir order to enable the ACP States to obtain full benefit from
the trade arrangements and other provisions of this Convention,
promotion schemes shall be undertaken for the marketing of

ACP States' industrial products on both Community and other
external markets, and also in order to stimulate and develop
trade in industrial products among the ACP States. Such
schemes shall cover market research, marketing and the quality
and standardization of manufactured goods, in accordance with
Articles 190 and 191 and taking into account

Articles 95 and 96.

ARTICLE 70

1. A Committee on Industrial Co-operation, supervised by the

Committee of Ambassadors, shall:

(a) review progress made with the overall industrial
co-operation programme resulting from this Convention and,
where appropriate, submit recommendations to the
Commi ttee of Ambassadors;

(b) examine problems and policy issues in the field of
industrial co-operation submitted to it by the ACP States
or by the Community, and make any appropriate proposals;

(c) organize, at the request of the Community or of the ACP

States, a review of trends in industrial policiles of the
ACP States snd of the Member States as well as

developments in the world industrial situation with a
view to exchanging information necessary for improving
fndustrial co-operation and facilitating the industrial

development of the ACP States;
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(d) establish the general strategy of the Centruv for the
Development of Industry referred to in Article 71, appoint
the director and deputy director, nominate the members of
the Governing Board, appoint the two auditors, apportion,
on an annual basis, the overall financlal allocatton
provided for in Article 73(4) and examine, on the basls
of the Centre's annual report, the deployment of these
resources in order %o assess whether the Centre's
activities are in conformity with the objectives assigned
to it in this Convention and report to the Committee of
Ambassadors and, through it, to thre Councll of Mintisters;

(e) carry out such other dutlies as may be assigned to it by
the Committee of Ambassadors;

2. The composition of the Committee on Industrial
Co-operation and the detailed rules for .ts operation shall
be determined by the Council of Ministers.

ARTICLE 71

The Centre for the Development of Industry shall help to
establish and strengthen industrial enterprises in the

ACP States, particularly by encouraging joiat intitiatives
by economic operators of the Community and the ACP States.

As a practical operational instrument, the Centre shall
assist in the identification, promotion and implementation
of viable industrial projects that meet the needs of ACP
States, taking special account of domestic and external
market opportunities and possibilities for the processing
of local raw materials while making optimum use of the

ACP States' endowments by way of factors of production.

In its efforts to help in establishing and strengthening
industrial undertakings in the ACP States, the Centre shall
adopt appropriate measures within the limits of its resources
and 1ts functions, in the field of transfer and develoupment
of technology, industrial training and information.

In carrying out the above tasks, the Centre shall take care
to operate selectively by giving priority to small and
medium-sized industrial enterprises and rehabilitation
operations, and restoring existing viable industrial
capacities to full utilization. It shall place special
emphasis on opportunities for joint ventures and
subcontracting.

The Centre shall act in close co-operation with the ACP States,
the Member States and also the Commission and the Bank within
their respective areas of responsibility. Its activity shall
be subject to periodic evaluation.

ARTICLE 72

In the framework of the objectives set out fn Article 71,
the Centre's functions shall be to:

(a) gathear and disseminate all relevant fnformation
concerning trends in industrial sectors in the
Community and the ACP States;
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(h) carry out studiles, market research and evaluatton
work and gath:r and disseminate all relevant inforwmation
on the industrial co-operation situation and opportunities
and notably on the econoaic environment, the treatment
which would-be investors may erpect and the potential of
viable industrial projects;

(¢) 1dentify industrial policy-makers, promoters and
- economic and financial operators in the Comsunity
and ACP States, and organize and facilitate contacts
and meetings of all kinds between them;

(d) carry out studies and appraisals aimed at identifying
practical opportunities for industrial co-operation
with the Community in order to promote the industrial
development of the ACP States, and at facflitating the
implementation of appropriate schemes;

(e) supply information and also specific advisory services
and expertise, including feasibility studies, with a
view to expediting the establishment or restoration
of industrial enterprises;

(f) 1dentify potential partners of the AC? States and the
Community for joint investment operations and assist in
the fmplementation and follow-up;

(g) identify and evaluate, on the basis of needs
indicated by ACP States, opportunities for industrial
training, chiefly on-the-job, to meet requirements of
existing as well as projected industrial undertakings
in ACP States and, where appropriate, assist in the

implementation of appropriate schemes;

(h) identify, collect, evaluate and supply information
and advice on the acquisition, adaptation and
development of appropriate industrial technology
relating to specific projects and, where appropriate,
assist in the setting up of experimental or demonstration

schemes;

({) 1dentify, appraise, evaluate, promote and assist in
the implementation or viable industrial projects
of the ACP States;

(3) help, in appropriate cases, to promote the marketing
of ACP manufactures on thefir domestic markets and on
the markets of the other ACP States and the Community
{n order to encourage optimum exploitation of installed
or projectad industrial capacity;

(k ldenilfy and provide information on posiible sources

~—

of financing and, where necessary, assist in the
mobilization nf funds from these sources for industrial

projects in ACP States.
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ARTICLE 73

1. The Contre shall be headed by a director assizte:d by a
depuaty director, both of whom shall be appointed by the

Committee on Industrial Co-operation.
2. A joint Governing Board shall:

(a) advise and back up the director in providing impetus and

motivation and managing the Centre;
(b} take the following decisions:

~ approve the budgets and annual accounts; -
- establish myltiannual and annual programmes of
activities;

- approve the annusl report;
- establish the organizational structures, staffing
policy and establishment plan.

(c) transmit an annual report to the Committee on Industrial
Co-operation.

3. The Governing Board shall be composed cf persons with
substantial experience in the private or public industrial and
banking sectors or in industrial development planning and pro-
motion. They shall be chosen on a personal basis on the grounds
of their qualifications from among nationals of the States

party to this Convention and appointed by the Committee
according to the procedures laid down by it. A represen-

tative of the Commission and of the Bank shall take part

in the Board's proceedings. The secretariat shall be

provided by the Centre.

4. The Community shall contribute to the financing of the
Centre's budget by means of a separate allocation of a
maximum of 40 million ECU taken from the resources ear-
marked under Article 112 for the funding of regional
cn-operation projects.

S. Two auditors appointed by the Committee shall audit
the financial management of the Centre.

i
|

6. The Centre's statute, financial and staff regulations

and rules of procedure shall be adoptec by the Council of

Ministers on a proposal from the Committee of Ambassadors

after the entry 1nto force of this Convention. .

ARTICLE 74

In implementing this Title, the Community shall pay special
attention to the specific needs and problems of the least-
developed, landlocked and {sland States, notably in the
follnwing arcan:

s proceshing of raw maserials;
drvelopment, transfer and adaptatinn of tachnology;
! I
development and financing of schemrrn In favour of small

vt mevfiom csed fnduntertial enterprine:,;
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Aevelopment ! oantustrial tnfrastructure and ener.y ant

I Perhoguirte e ‘e
S abeguate training in the scientific and technical ares.

The Centre for the Deveiopment of Industry shall pay sp-c:ial
attention to the specific probliems that arise as regards
gromotion of industrialization activities of the least-
developed, landlocked and island ACP States.

At the request of one or more least-developed ACP States,

the Centre shall grant special assistance for identify:ing
- on the spot, examining, assessing, preparing, promoting

and assisting in the implementation of industrial projects

in the ACP State concerned.

Chapter 3

Technical co-operation

ARTICLE 207

1. The purpose of technlc;l co-operation shall be to provide
enhanced support for the development of human resources in
the ACP States.

2. Where such co-operation involves the provision of
external supplementary human resources, then as a basic
principle:

(a) such support through the provision of technical
assistance personnel (consultancy firms, consulting
engineers or experts, training or research institutions)
shall be made available only at the request of the
ACP State or States concerned;

(b) however, arrangements shall be made to train local
personnel so as to phase out technical assistance and to
staff projects entirely with ACP nationals on a permanent

basis;

(c) the co-operation shall include arrangements to enhance
the capacity of the ACP States to build up their own
expertise and improve the technical skills of their own
consultants, consulting firms and experts. In
furtherance of this, effective training of local personnel
shall be part of the assignment of technical assistance

personnel;
(d) the experts provided under this co-operation shall be
qualified for the specific tasks as defined in the ACP
request, :

3. The service contracts under which technical assistance

personnel 1s to be recrulted shall fnclude those covering'

the recruitment of consultants and other technical
specialists; they shall be negotiated, drawn up and concluded
by the ACP State concerned subject to the agreement of the

Comirission delergate,




4. The Community shall take practical measures to increase
and tmprove the information placed at the disposal of
ACP States concerning the avalladility and qualtfications of

relevant speclialists.

ARTICLE 208

1. Techaical co-operation may be either linked with

operations or of a general nature.

2. Technical co-operation linked with operations shall
comprige inter alias:

(a) development studies;

technical, economic, financial and commercial studies,
and research and surveys required to prepare projects or
programmes;

help with the preparation of dossiers;

help with the execution and supervision of works;

temporarily meeting the cost of technicians and providing

the resources needed for them to accomplish their

assignments;

(f) technical co-operation measures which may be required
temporarily to permit the establishment, launching,
operation and maintenance of a specific project;

(g) aid for the evaluation of operations;

(h) integrated training, information and research programmes.

3. General technical co-operation shal® comprise inter alia:

(a) studies of the prospects and resources for economic
development and diversification in the ACP States, and of
protlems of interest to groups of ACP States or to the
ACP States as a whole;

(b) sectoral or product studies;

(¢) the provision of experts, advisers, technicians and
tnstructors for‘speclfic assignments and for limited

periods;

(d) the supply of 1pstructlonn1, experimentation, research

—

and demonstratlpn equipment; .
(e) general information and documentation to promote the

development of‘the ACP States and the achievement of the P

aimg of co-operation;

(f) exchanges of eﬁecutlve and specialized staff, students,
research vorkeqs, motivators and heads of social or
cul tural groups or associations;

(g) the granting of study or training awards, particularly
to persons already in employment and requiring further
training,;

|
(h) the organization of seminars or sessions for training,
i |
information and further training;
|

R
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(1! the setling-up or strengthening of infarmation and
ducumentation i1nstruments, particularly for exchanges of
know-how, methods and experience between ACY States
and between them and the Community;

{J) co-operation between or twinning of ACP institutions or
Comaunity and ACP States' institutions, particularly
uniiversities and other ACP and EEC training and research
establishments;

{x) support for particularly representative cultural events.
ARTICLE 209

1. Technical co-operation shall be provided under service
contracts concluded with individual experts, or consultancy
firms, training and research institutions, or exceptionally,
by direct labour.

The choice of whether to use the services of consultancy
firms or of experts recruited individualliy shalil take account
of the nature of the problems and the scale and complexity
of the technical means and management resources required, as
well as the comparative cost of each of the two solutions.

2. The criteria to be observed in the choice of technical
co-operation contractors and their staff shall refer to:

(a) professional skills (technical and training ability) and
human qualities;

(b) respect for the cultural values and the political and
administrative circumstances of the ACP State or States
concerned;

(¢) knowledge of the language necessary for the execution of

the contract;

(d) practical experience of problems of tae type to be dealt
with;

(e) cost.

3. Given equal competence, preference shall be given to

ACP States' experts, institutions or consultancy firms.

4. The recruitment of technical co-operation staff, the
determination of their aims and functions and duration of
thelr missions, their remuneration and the ways in which
they contribute to the development of the ACP States to
which they are sent, must conform to the principles for
technical co-operation policy laid down in Article 207.
The procedures to be applied in this context must ensure
objectivity in terms of the choice and quality of the
services provided. The following additional principles
shall also apply:

(s) recruttment shall be carrfed out by the national
institutions that will use the technical assistance,

with the help of the Commission and (ts delegate;

(b)) dur account shall be taken of the avallability of
suttable candidales, arcording to the criterin

catablished An paragraph 2, residing in the ACP State

1taelf o tn the region;
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(c} efforts shal! be made To facilitate direct contact
Letween a candidate and the future user of the

technical assistance.
ARTICLE 210

1. Service contracts shall be awarded on the basis of
restricted invitattons to tender.

2. Certain contracts, however, may be awarded by direct
agreement, notably in the following casea:

saall-scale or short-term operations;

operations assigned to individual experts:

- operations continuing others already in hand;

following an unsuccessful invitation to tender.

3. (a) Where an ACP State has, within its administrative
and technical staff, nationals seking up s substantial
part of the work force necessary for the performance
by direct labour of a technical co-operation
project, the Community shall coatribute
exceptionally to the costs of the department involved
by providing equipment that it lacks, or supply the
required sdditional staff in the form of experts
from another state.

(b) The participation of the Community shall cover only
costs incurred by supplementary measures and temporary
expend{ture relating to execution strictly confined
to the requirements of the project in Question end
shall exclude all operating expenditure of a
permanent nature.

4. The manner in which the contract i{s to be awarded or
the services undertaken shall be decided by agreeament
between the Commission and the ACP State concerned on

the basis of the ACP State’s needs and aveilable resources.

ARTICLE 211

1. (a) For each technical co-operation schese for which an
invitation to tender has been issued, a shortlist
of candidates from the Member States or the ACP
States shall be drawn up, within two months of
the date of the request, by sgreement between the
Commission and the ACP State concerned, where
appropriste following prequsiification; candidates
shall be chosen by reference to their legal and
financial situation, qualifications, experience,
independence, availability and the criteria and
principles set out in Article 209.

(b) Depending on requirements, the invitation to tender
may cover:

-~ the design of the ro-operation scheme qnd the
services or staff resources to be oeplqycd, the
financial information being submitted at the same
time but separately and the prices to §e pald
being negotiated at a later astage;
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- prices, where in special, well-founded cases,
the co-operation scheme is of a less complex

nature.

{c) The invitation to tender dossier, drswn up by the
ACP State in agreement with the Commission, shall
contain details of the way in which tenders are to
be presented end the criteria for selection of the
successful tenderer, who sust be chosen within
thirty days of the date on which tenders are
exsained.

(d) Without prejudice to the respective powers of the
National Authorizing Officer and the delegate
referred to in Articles 227 and 22T, the relevant
authorities of the ACP States shall award the contract
subjerc to the agreement of the Commission. The
tender selacted for each operation must be the most
advantageous one, account being taken notably of
its technical qualities, the organization of and
methods proposed for the services rendered, the
competence, experisnce and aptitude of the staff
employed for the operation and, in the case referred
to in the second indent of subparagraph (b), the
cost of the services.

2. Where the procedure by direct agreement is applied,
the successful candidate shall be chosen b, the ACP State
on the basis of a Commission proposal. A candidate may
also be proposed by the ACP State.

The ACP State shall be notified of the Cosaission's
proposal within one month of msking its request. The ACP
State shall take {ts decision during the month following
that notification.

3. In order to speed up the procedures, service contracts,
including those covering the recruitment of consultants
and other technical assistance specialists, may be
negotiated, drawn up and concluded either by the National
Authorizing Officer, on a proposal froam the Commission or
with its agreement, or by the Commission on behalf of the
ACP State concerned and with {ts agreement, notably where
urgent, small-scale or short-term operations are involved
and in particuler for experts’ services (n the preparation
and execution of operations. .

4. At the request of the ACP State concerned, the Commission
may recruit and deal with the' administrative formalities for
fndividual technical assistante through 'its relevant agency.

5. The firms in the ACP States, which way be taken into
consideration for 'technical cb-operation operations, shall
be selected by agreement between the Commission and the ACP

State or States concerned.

6. In exceptional cases and in agreemernit with the Commiasion,

recourse may be hdd to consultancy firms or experts that

are nationals of third countries.




ARTICLE 212

1. Service contracts shall be negoihted. drs‘ted and
concluded by the relevant asuthorities of the ACP States,
in agreement with the Commission delegate, on the basis of
general conditions applicable t> the eward and perforaance
of contracts which shall be adopted by decision of the
Council of Ministers, at its first meeting following the
entry into force of this Convention, after consultation of
the ACP-EEC Committee referred to in Article 193.

2. Until the entry into force of the decision provided for
tn paragraph 1, the award and performance of service contracts
finsanced by the Fund shall be govermed by the national
legi-lation of the ACP States or their established practices
regarding international contracts or, if the ACP States so
wish, by the general clauses currently used in the contracts
“inanced by the Fund.

ARTICLE 213

In order to enhance the ACP States®' capacity to build up
their technical skills and faprove the know-how of their
consultants, co-operation between consultancy firss,
consulting engineers, experts and institutions of the Member
States and those of the ACP States shall be encouraged by
means of temporary associations, subcontracting or the use of
experts who are nationals of the ACP States in teams
employ=d by consultancy firms, consulting engineers or
institutions in the Member States of the Community.

ARTICLE 214

Technical co-operation shall provide support for educational
and training operations in accordance with Article 119.
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TITLE IV

INVESTMENT, CAPITAL. MOVEMENTS, ESTABLISHMENT AND SERVICES

Chapter 1

1nvestment
ARTICLE 240

The Contracting Parties recognize the importance of private
investment for the promotion of their development co-operation
and acknowledge in this respect the need to take such steps

as would promote such fnvistment. In this regard the
Contracting Parties jointly and severally agree to:

(a) implement measures to encourage private econoaic operators
who comply with the objectives and priorities of their
development co-operation and with the appropriate laws and
regulations of their respective States to participate in
their development efforts;

(b) accord fair and equitable treatment to such investors, and
encourage and create clear and stable conditions conducive
to the participation of such investors;

(c) maintain a predictable and secure investment climate and
be prepared to enter into negotiations on agreements which
will improve such a climate and, in so doing, further
mutual interests;

(d) promote effective co-operation amongst their respective
economic operators.

ARTICLE 241

1. In order to accelerate further their development co-
operation and the expansion of directly productive investment,
the Contracting Parties, using the technical and financlal
assistance provlded within this Convention, agree to study
measures which wfll facilitate an increased and more stable
flow of private éapital and which will further enhance:

I
(a}) Joint financing of productive fnvestments with the
private scctér;

(b) access by interested ACP States to fnternational financial
markets;

(c) the uctlvlty‘and effectiveness of domestic financial
markets. ‘

2. To this end,‘the Contracting Parties agree to review the
economic, technldal. legal or instftutional obstacles which
currently hamper 'such developments as well as the action
required to remove these obstacles, with due respect for
fnternational comhltments, in order to promote further the
development of prbductlve investment,
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ARTICLE 242

1. Tsking account of the 1ink between investment decisions,
the capacity of the ACP States to generate adequate export
earnings to service the investment and the sbility effectively
to support existing and new productive investment, the
Comunity undertakes to explore ways and means to provide,
within the framework of financial and technical co-operation:

(a) credit lines to finance imports of intermediate materials
needed for the export industries of a requesting
ACP State;

(b) appropriate snd effective support for export promotion.

2. Taking account of the role of domestic development
financing institutions as channe) and intermediary for
attracting private capital flows into development cO-
operation, the Contracting Parties agree, within the framework
of financial and technical co-operation, to encourage the
setting-up or the strengthening of:

(a) national or regional financing institutions to finance

exports and guarantee export credits;

(b) regional payment mechanisms that would facilitate
intra-ACP trade.

ARTICLE 243

1. The Contracting Parties affirm the need to promote and
protect either party's investments on their respective
territories, and in this context affirm the importance of
concluding between States, in their mutual interest,
investment promotion and protection agreements which could
also provide the basis for insurance and guarantee schemes.

2. 1In order to further encourage European investment in
developrent projects of special importance to, and promoted by,
the ACP States, the Community and the Member States on the one
hand, and the ACP States on the other, may also conclude
agreements relating to specific projects of mutual interest
where the Community and European enterprises contribute
towards their financing.

ARTICLE 244

1. The Contracting Parti~s agree to undertake a joint stuay of
the scope and appropriate mechanisms of a joint ACP-EEC
insurance and guarantee system, complementary to existing
national systems, that could have a pusitive effect on the

flow of private-sector resources from the Community to the

ACP S.ates.

2. The Contracting Parties further agree to explore the use
of prlv‘te gector market insurance to insure additional private

napltal‘rlows to the ACP States.
|
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ARTICLE 245

In order to promote the development of private investment flows,
the Community and the ACP States hereby agree, within the
framework of this Convention and in co-operation with other
interested bodtes, to:

(a) encourage the flow of information on investment
opportunities between financial or development finance
institutions, other specialized financial institutions
and other potential investors and sponsors by organizing
periodic investment promotion meetings, making available
periodic information on existing financial or other
specilalized institutions, their facilities and conditions
and encouraging the establishment of focal points in

ACP States;

(b) make a detailed analysis, taking full accounc of work
being done in other institutions, of possible net increases
in the flow of funds for investment financing that might
result from greater use of cofinancing and joint ventures
and, in this regard, enab.!e suggestions to be made to
multtlateral, regional and other institutions regarding
ways and means of improving and increasing the number of
such arrangements in order to expand the funds available
to ACP States in the form of equity and long-term capital;

(c) strengthen, with financial and technical assistance from
the Community, existing activities to promote European
private investment in the ACP States by organizing
discussions between any ACP State interested and potential
private investors on the legal and financial framework
which that ACP State offers or might offer to a potential
fnvestor;

(d) encourage the dissemination, to all interested parties, of
information on the nature and availability of investment
guarantees and insurance mechanisms to facilitate investment
in ACP States, and encourage oOr prepare, wherever
appropriate, the creation or expansion of such mechanisms
in ACP States, {f necessary in collaboration with other
appropriate agencies;

(e) provide assistance to small and medium-sized enterprises in
ACP States in designing and obtaining equity and loan
financing on optimal terms and conditions;

(f) explore ways and means of overcoming or reducing the host
country risk for individual investment projects that are
{n themselves viable and could contribute to economic

progress;
(g) help ACP States to:

(1) improve the quality of feasibility studies and the
preparation of projects with appropriate economic

and financtal effects;

(11) introduce integrated project management covering the
entire project development cycle within the framework

of the development programme of the State.




ARTICLE QJag

1. The Contracting Parties hereby recognize that the least-
developed, landlocked and island ACP States suffer from certain
unique disadvantages which render them less attractive to

private investment.

2. The Contracting Parties therefore commit themselves to
undertaking, as soon as possible after the entry into force of
this Convention, a jolnt study to identify the speciric
measures it may be aesirable to adopt in relation to those

States 1n order to improve their attractiveness to investment.

ARTICLE 247

1. In order to improve understanding of the issues involved
in private-sector flows and the effectiveness of attempts to
encourage such flows, the Contracting Parties hereby agree

that the Commission shall, with their assistance, produce
regula reports for the information of the Council of Ministers
on flows of investment, lending, payment arrears and capital
movements between the Community and the ACP States.

2. The Contracting Parties hereby agree that the issues
relating to the promotion and protection of investment in thelr
respective territories may be the subject of discussions in the
appropriate ACP-EEC co-operation forum or of consultations
between the ACP State concerned and the Community, especlally
where particular investment promoticn schemes are being

implemented.

3. The Contracting Parties hereby agree to launch all the
studlies referred to in this Chapter in the shortest possitle
time and, in any event, not later than one year after the entry
into force of this Convention. The result of thesec studiec will
be submitted upon completion to the interested parties for
consideration and appropriate action, not later than two years
after the entry into force of this Convention.

Chapter 2

Provisions relatirg to current payments

and cap:tal movements

ARTICLE 248

with regard to capital movements linked with fnvestments and

tn current payments, the Contracting Parties shall refrain from
taking action in the field of foreign exchange transactions
which would be incompatible with their obligations under this
Convention resulting from the provisions relating 10 trade in
gonds, services, establ ishment and industrinl co-oprration.
These ohligsations shall not, however, prevent the Contracting
Parties from adopting ths necessary protective mrasures should
this be justified by reasons relating to serious econnnic

Affficulties or severe balance-of -payments problemsi.




ARTICLE 249

In respect of foreign exchange transactions linked with
tnvestments and current payments, the ACP States on the one
hand and the Member States on the other shall avold, as far as
possible, taking discriminatory measures vis-3a-vis each other
or according more favourable trea ment to third states, taking
full account of the evolving natire of the international
monetary system, the existence ot specific monetary

arrangements and balance-of-payments problesms.
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To the extent that such measures or treatment are unavoidable,
they shall be maintalned or introduced in accordance with
international monetary rules and every effort shall be made to

minimize any adverse effects on the parties concerned.
ARTICLE 250

Throughout the duration of the loans and risk capital operations
provided for in Article 194, each of the ACP States hereby
undertakes to:

(a) place at the disposal of the beneficiaries referred to
in Article 191 the currency necessary for the payment of
interest and commission on and amortization of loans and
quasi-capital aid granted for the implementation of aid
measures on their territory;

(b) make available to the Bank the foreign currency necessary
for the transfer of all sums received by {t in national
currency which represent the net revenue and proceeds from
transactions fnvolving the acquisition by the Community of
holdings in the capital of companies or firms.

ARTICLE 251
At the request of the Community or of the ACP States, the
Council of Ministers shall examine any problems raised by the

application of Articles 248, 249 and 250. It shall also

formulate any relevant recommendations.

Chapter 3

Provisions relating to establishment and services

ARTICLE 252

As regards the arrangements that may be appltied in matters of
establishment and provision of services, the ACP States on the
one hand and the Member States on the other shall treat
nationals and companies or firms of Member 3tates and nationals
and companies or firms of the ACP States respectively on a
non-discriminatory basis. However, if, for a given activity,
an ACP State or a Member State 15 unable to provide such treat-
ment, the Member States or the ACP States, as the case may be,
shall not be bound to accord such treatment for this activity
to the nationals and companies or firms of the State concernnd.




Source:
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ARTICLE 253

For the purpose of this Convention "companies or firms™ mean
compantes or firms constituted under civil or commercial law,
including co-operative societies and other legal persons
governed by public or private law, save those which are non-
profit-making.

“Companies or firms of a Member State or of an ACP State” means
companies or firms formed in accordance with the law of a
Member State or an ACP State and whose registered office,
central administration or principal place of business {s in

a Member State or ACP State: however, a company or firm having
only its registered office in a Member State or an ACP State
must be engaged in an activity which has an effective and
continuous link with the economy of that Member State or the
ACP State.

ARTICLE 254

At the request of the Community or of the ACP States, the

1 of Ministers shall examine any problems raised by
It shall also

Counci
the application of Articles 252 and 253.

formulate any relevant recommendations.
|

1
)

ACP-EEC Council of Ministers, The Third _AC_P.—_‘EE;Q*an!qggignl
at_Lomé on B December 1984 and Related Documents, 1985.

|
!
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ANNEX (
STANDARD QUTLINE OF A REHABILITATION OPERATION




Annex C.
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OQutline of a rehabilitation operation
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ANNEX D

STEPS IN RAISING PRODUCTIVE INVESTMENT BETWEEN
EEC AND ACP STATES




Annex D - Steps in raising productive investment between EEC and ACP States

EEC/ACP Channel ACP Channel
ILOW LEVEL OF PRODUCTIVE CORPORATE INVESTMENT| PROBLEM
- g l Improve Provide EEC/ACP Improve| | Mobilize | |Act on ACTION
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arrangements assistance improve data regime savings flight ENVIRONMENT
flows more

effectively

- '
Amelioration Improve Expand Strengthen Transform Activate Support INSTITUTIONAL .
of debt support equity management savings stock specialist ACTION e
a. ADB proposal Project finance financial into longer| |exchanges banks '
b. NDebt STABEX preparation facilities advisory & term loans
c. rReserve fund training
services o

) : ' i

Increased pool Increased pool Increased pool GENERAL
) of foreign exchange of riskycapital of term finance RESULT
|
All productive Exporters “Joint Small scale Local medium scale SPECIFIC
enterprises ventures borrowers corporate borrowers IMPACT

Source: Investment in the ACP States and related financial flows, ACP/EC, 1988.
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