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PREFACE

As part of the programme of the Industrial Development Decade for Africa, UNIDO’s Regional
and Country Studics Branch is engaged in a series of studies to determine the major problems of African
manufacturing and the potential for its regeneration. The purpose of these studies is to outline policies and
measures that may result in overall improvements and to ideantify individual manufacturing plants for
rehabilitation assistance.

Earlier documents in this series cover key issues and country-wide analyses, including six
country-level diagnostic surveys on the rehabilitation of African agro-industry. Annex A provides a complete
list of documeats in this seri-s, together with a list of other publications which were used in preparing the
preseat report.

Country-level surveys have already been prepared for five sub-Saharan African countries (Angola,
Kenya, Liberia, United Republic of Tanzania and Zambia) as well as for Morocco. The results for Morocco
require additional explanation in some respects, duc to manifest differences between Morocco (and other
countries of the Maghreb) and the sub-Saharan countries with regard to levels of development, industrial
capacity, and trade patterns.

The six surveys conducted to date are economic and policy diagnoses of agro-based industry. They
provide estimates of resource requirements for rehabilitation of selected industrial plants as well as
assessments of expected results from such rehabilitation. The surveys also provide the basis for forming
national policy measures and advisory services, and for the full feasibility studies which are needed as a
follow-up.

The country surveys are based upon UNIDO field missions to each of the countries concerned:
Zambia (21 May - 17 Junc 1988), Angola (1-30 September 1988), Liberia (7 January - 4 February 1989),
Tanzania (10 February - 10 March 1989), Morocco (4-31 March 1989) and Kenya (5 January-2 February
1990). A listing of the persons met and documents reviewed for cach of the country surveys is provided in
the respective country surveys.

This industrial rehabilitation overview has been prepared by the Regional and Country Studies
Branch, Industrial Policy Perspectives Division, UNIDO with inputs from Mr. Benjamin O. Botchway, a
UNIDO in-house consultant.
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Table 1: GENERAL INFORMATION ON COUNTRIES STUDIED*

Angola Kenya Liberia Morocco Tanzaria Zambia
AREA (sq. km.) 1246700 582646 111,400 47000 945,000 752,600
POPULATION 9,100,000  21,800000** 2350,000 23 290,000 23,500,000 7,200,000
POPULATION
DENSITY (1967)
sq.km.) 7 314 7] s1 24 8
POPULATION
GROWTH RATE
(per ceatiyear) 28 37 34 23 33 36
CAPTTALCITY Loanda Nairobi Moarovia Rabat Dar es Salam Lusaka
OTHER LARGE Beagucla  Mombasa Gbarmga Casablanca Musoma Kitwe
CIMES Huambo Nakuru Tchien Fez Dodoma Ndoia

Lobito Machakos Buchaanan Marrakech Tasga Mufilura
OFFICIAL AND/OR
UN. LANGUAGES Portuguese  English Engiish  Anbic English English
French Kiswahili French Kiswahili

GDP (USS milhon) 41573 800a7*° 829.1 47110 54819 39926
GDP PER CAPITA
(USS) 463 3930 369 800 232 548
GDP/CAPITA
GROWTH RATE
(per centyear) -52 45 -2 37 -09 -28
ORIGINS OF GDP
BY SECTOR (per cent)
Agriculture 4.1 308°°° 173 135 395 165
Manufacturing 22 1150 8. 15.1 6.6 19.7
Industry 249 A 149 98 18 157
Services and other 38 010 418 615 521 48.1
CURRENCY EXCHANGE
RATES (U3$ 1.00)
OFF.CIAl Kz29.M KSh17.75°** (510 DH 83 Tsh 130 ZK 8.05
PARALLEL 1523




(tablc cont.)

EXPORTS
(USS min. fab) 1976 748°%
IMPORTS

USS mn, cif) 1384 1431°°

PRINCIPAL EXT DRTS Petroleum Collee

Diamond: Tea
Collee Petrolcum
products
INFANF MORTALITY
RATE (per cent) 20
LIF . EXPECTANTY:
MALE (years) 404 54
FEMALE (ycary) 4356 36

2911

2338

Iron ore

Rubber
Timber

122

539
563

2,199

4220
Phosphates

Textiles

Citrs (ruits

9.7

56.1
594

1200

Collec

Cotton

111

506
530

903

712

Copper

88

4956
331

Source: UNIDO, Statistics! and Sectoral Studies Branch.

Note: * Unless otherwise indicated, all economic data indicated is for 1985, social statistics are for 1986,

** Data indicates is for 1987.
®** Data indicated is for 1988

Figure 2: Origin of GDP by sector, surveyed
countries, 1985-1988
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Free oa board
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Sub-Saharan Africa
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United Nations Development Programme

United Nations Industria! Development Organization
Kwacha (Zambian currency)




1

PART 1
CHAPTER 1

BACKGROUND TO THE UNIDG PROGRAMME

1.1 Industrial rehabilitation in Africa

Reccgnizing the economic and industrial crisis facing Africa, the African Heads of State and
Government proclaimed the 1980s as the Industrial Development Decade for Africa (IDDA). The UN
G=neral Assembiy subsequently called upon UNIDO to formulate, in co-operation with the secretaniats of
the Organization for African Unity (OAU) and the Economic Commission for Africa (ECA), proposals to
implemeat the IDDA programme ané monitor its progress. The jointly claborated programmes of the
IDDA I and IDDA 1I (with the twin objectives of sclf-reliance and self-sustaining industrialization-at the
national and regional levels) were subsequently adopted by the governing bodies of the OAU, ECA and
UNIDO.

In fulfiiment of this programme, UNIDO formulated an integrated .aulti-disaplinary approach to t.¢
problem of industrial rehabilitation in Africa.  This approach was subsequently adopted by the Geaeral
Conference. Keeping in mind the complexity of the rehabilitation issues, UNIDO is carrying out support
activities at all relevant levels:

- at ths macro-industrial policy level, in order to remove major obstacles to industrial development;

- at the subsectoral level, encompassing firme. which are engaged in similar and interrelated
manufacturing activities, and;

- at the enterprise and plant level, in order to cope with critical bottlenecks identified in co-operation
with government authorities.

Under this programme, the Regional and Country Studics Branch (REG) has conducted diagnostic
studies in individual countries in order to determine the major problems of African manufacturing and the
potential for its regencration. The aim of this set of studies is to provide a basis for policics and measures
that may lead to overall improvements in the ficld of industry, and to identify individual plants for
rchabilitation assistance.

12 Focus on the rehabilitation of agro-industry

Manufacturing industry is recognized as having a crucial role to play in the recovery and renewed growth
of African economies. Even in countries where the agricultural sector is expected to take the lead role,
industry has a major role to play in supplying the needs of fast-growing populations, for consumer goods and
employment. Furthermore, manufacturing growth is required to provide inputs and equipment to other
economic sectors, thus reducing the need for imports and diversifying the sources of foreign exchange.

The emphasis of the current studies on rebabilitation of African industry is on agro-industries, not only
because they currently dominate African manufacturing, but also because they constitute a key clement in
attempts to diversify exports, and continue to play an essential role in improving the supply of basic needs
goods to African populations. Development of agro-industry is also needed in nrder to sustain and increase
demand for agricultural produce, and create the tradition for domestic resource-based industrialization.

In view of the many constraints on its development, it is not surprising that structural change in African
industry has been slow. Although there has been a discernible shift away from food products, hitherto the
dominant manufact iring subsector in virtually all African countries, there has been regligible growth in heavy
and high-technology industries such as electronics or transport equipment which have led industrial growth
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in some developing countries such as Taiwan and the Republic of Korea. Major capital and intermediate
goods or export-oricated manufacturirg industries are not well developed in any African couniry.
Oppc:tunities to diversify and expand industries through the exploitation of regional markets and through
regional co-operation have been only marginally explored, with some notable exceptions i SADCC.

13 Selection of countries for rehabilitation efforts

The selection of countries for in-depth study was based on several factors. The selected countries are,
except for Morocco (with a GDP of USS 22,875 million and US$ 25,182 million iz 1987 and 1989
respectively), relatively low-income evca by African standards, but have acquired a significant indus:rial base.
For the most part, they rank in the :aiddle range of African countries according to classifications relating
to GDP, MVA, etc. In 1387, the GDP of Kenya was as high as USS 9,269 millions, and Liberia’s nearly US$
1billion. Zambia and Kenya hav. achieved significant industrial base; their manufacturing sector accounted
for 2458 per cent and 1421 per ceat to GDP in 1989 (sce tables 3, 4 and 5).

In making the final sele on of countries for the rehabilitation survcy, an effort was made to achieve
a balance among Afnica’s sub--egions and major linguistic groupings, as well as among the various (shifting)
political and economic orientations currenth found in Africa. Although the initial set of six countries (i.e.,
Angola, Liberia, Morocco, T2nzania and Z.mbia) excluded central and francophone Africa, the next phase
of ~chabilitation studies (which is likely to focus on Cameroon, Gabon, Kenya, Somalia, and Uganda) will
bring about a better geographical and linguistic balance. With respect to country size, standard of living, and
general politico-economic orientation, a relatively good balance has c=rtainly been achieved.

1.4 The choice of firms for in-depth study
Due to the complexity of the development process within and among the African countrics, no one
single criteria was considered in the selection of candidate firms for rehabilitation. Instead, 2 multiple set

of criteria and factors were considered. Some of the selection criteria considered included the following:

the representativ- aature of \he enterprises in terms of their geographical situation (including
East/West/Southern Africa, landlocked/non-landlocked, desert/non-desert);

- the representative nature of the enterprise in terms of the level and nature of its
production, commercial operation and financial standing, and;

- the importance of the enterprise as a “model” for similar enterprises in other African countries.

For example, efforts were also made to achieve a geographical balance within the countries selected for
study, making sure to include firms located in areas outside the capital city. Although this was not possible
in every case (as, for example, in Angola, where the security situation severely limited travel), it was achieved
10 a certain extent in each of the other countries (for example, including one firm in Zanzibar, which has
a somewhat different economic situation to mainland Tanzania).

Factors considered in the selection of the candidate firms for rehabilitation included the following:

- the urgent nced to assist in the rehabilitation of the enterprise; -

the potential for the rehabilitated enterprise as a foreign exchange earncr;

- the naturc of the problems being experienced in enterprises as typical for Africa or for the specific
sub-region under consideration;

- the role of the enterprise as a model for similar enterprises in other countries (e.g., in terms of
technology, forcign exchange carning capacity, employment creation);
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- the motivation of the enterprise, the appreciation/understanding of the management of the
enterprise of the need to rehabilitate, and its willingness to do so, and;

- the effects of external forces and national macroeconomic policies on the enterprise acd the
probability of success of implemented rehabilitation programme (ec. g, the probable availability -
of finandng, probable availability of affordable imported equipment).

On the basis of the above selection criteria and factors, the 23 candidate enterprises selected seem to
have the following capabilities:

- a good future economic potential and and a good basis for rehabilitation programme assistance;
- high possibilities to attract funding from donor(sj, banks and or commercial enterprises;
- cconomic capacity to reduce imports and/or increase exports;

- good potential for creating maximum numper of forward and backward linkages in order to
enhance the impact of eventual rehabilitation efforts;

- ability to mobilize domestic resources and utilize locally available materials, and to effect a positive
resonnance from promising entreprencurs and the private sector;

- a significant employment generation potential, and;
- good chance tc contribute to regional/sub-regional co-operation and integration.

In effect, the choice of firms also reflected the objective look at branches of agro-industry which are
most suitable for rehabilitation. Selected enterprises of the agro-industry branch included the following: fruit
and vegetables products; meat and fish products; dairy products; animal feeds; oil-seeds; cercal milling;
packaging materials; and wood processing. Information on these agro-industry branches are given in section
4, and those of the 23 enterprises in the 6 countries in section 5 below.

1.5 The country-ievel diagnostic survey approach

The series of in-depth country studies are based upon the work of multidisciplinary ficld teams, who
provided in cach case analysis of the performance of manufacturing industry in the owverall economic
framewock and within the context of changing external economic conditions. This approach to rehabilitation
was carried cut as a team effort, integrating policy, economic, technological, managerial, financial and
marketing dimensions.

Each of the UNIDO field missions was composed of experts from a number of areas, generally including
one or more economists, industrial enginecers and management or marketing specialists. The UNIDO teams
were supported by national experts in each area of spedalization. In addition, the government concerned
designated a senior official in the relevant ministry as overall co-ordinator. A Liaison Officer was appointed
in each country to handle appropriate matters between the team and its government counterparts.

The UNIDO team in cach instance performed the diagnostic surveys, and interviewed government
officials as well as industry and donor agency representatives. The team formulated r zcommendations not
only for specific rehabilitation projects but also for improvements in the overall econor. .¢ policy environment.
The composition of the teams facilitated production of final reports covering the full spectrum of the most
relevant issucs, from macro-economic to plant-specific, including specific recommendations and follow-up
mcasurcs,

The findings and recommendations largely concern rchabilitation of individual plants, but arc
accompanicd by recommendations of a more general nature, for improved performance at the branch, sub-
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sector and sector level. The plants selected for rehabilitation should be seea as pilot projects; the lessons
drawn ﬁomthchrchabﬂhaﬁomdmgwithhnprowmcntshthchduﬁﬁalmvkommgshmwpto
initiate a process of regeneration in the sector.
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CHAPTER 2

METHODOLOGY EMPLOYED IN SPECIAL REPORTS
ON INDUSTRIAL REHABILITATION

21 A "Top-down/Bottom-up® rehabilitation strategy

In order to assure thzt all relevant problems are considered in an assessment of industrial rebabilitation
issucs, the UNIDO team started with an examination of macro-cconomic conditions, proceeded to consider
factors which are most relevant at the sectoral or sub-sectoral level, and conclnded with detailed studies of
individual plants which best illustrated the problems (in the dimeasioas of management, financial, marketing,
maintenance and repair, supply of inputs etc.) of industrial development at the national and sectoral level

The “top-down" componcat of the UNIDO approach (sce. figure 3) proved particularly uscful in selecting
the firms to be studied, and ideatifying the full range of variables which nced to be considered.  This
perspective was then complemented by 2 “bottom-up® approach, which Jooked at all relevant coastraints from
the perspective of the individual firm, in order to devise an appropriate strategy for actioa. In other words,
the assessment of the rchabilitation chimate of industry incoding the changes in the economic and
institutional eavironment (cg. government tariff policies, regulations concerning the allocation of foreign
exchange, etc.) was considered

Figure 3: The manufacturing plant and its working
environment: Top-down/Bottom-up Approach

International level

Country level

Sector: Manufacturing
Subse&gr: Agro—i_ﬁdustry
Branches of Agfo-industry

N Firmyplantievel |<¢———/

Top-down: Bottom-ugx
Analysis of working recommenced
environment as &t affects changes inthe
indMdual fimmyplant woridng emdronment

Sares: UNIOO, IPP/PPOVREQ.
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The first level of analysis thus involves a bricf general assessment of conditions and developments in
the global covironmeat and in the region that may influence the domestic manufacturing sector of the
country under review. The second level of analysis involves a study of rehabilitation needs in the particular
country. The next level of analysis imvolves the sector or sub-sector, in this case referring to branches of the
manufacturing sub-sector which are characterized as agro-industry. Assessmeats at the level of the individual
firm or plant coastitute a fourth and even more specific level of analysis.

A multi-level approach avoids many of the pitfalls which would arise from concentrating only on
plant-level technical problems. The approach belps to elucidates the factors affecting the creation of an
“enabling cavironment” for industry and helps to suggest appropriate policy and institutional changes needed.
It also assures that technical assistance are not carried out in isolation, scparated from analyses of financial
requirements, market possibilitics or input availabilities. It helps to avert formulation of assistance on such
a narrow basis that only some of the counstramts are addressed. It enables the assessment of options which
might otherwise be overiooked or withheld from coasideration, including plant closure, if that is the most
forward-looking measure within a compreheasive strategy for establishing an industrial structure with good
prospects for sustained growth.

Experience has shown that manufacturing industries which overcome specific internal problems may not
escape the obstacles imposed by overall economic coaditions and government policies. The broader task is
therefore to combine the plant rehabilitation process with a restructuring programme of the industrial sector
as a whole which will enable dynamic growth, domestic economic mtegration, and provision of necessary
support services and industrics. A parallel task involves adjustment of the policy and administrative
framework to give better support to the domestic and international efforts towards industrial regeneration.

In general, the concept of industrial rehabilitation is interpreted as bringing about the optimal use of
existing capacities and resources for future industrial growth, thus contributing to a regeneration of the
African industrial process. Improved productivity resulting from better utilization of installed capacity is seen
as the most effective and economic means of restoring growth in African industry. The challenge is to
identify and assist those enterprises which can make most efficient use of scarce foreign exchange and other
investible resources to improve company performance and thereby have the maximum impact on overall
growth.

The UNIDO surveys thus move toward an approach aimed at providing 2 broader diagnosis and
recommending a wider range of action. Industrial rebabilitation is seen as involving much more than
technical or technological aspects; proposals for restructuring, both at the subsector and plant level, must
take into account the economic and financial aspects, as well as the management structure, product
technology and range, and domestic and foreigr - -~kets. Although available human, physical and financial
resources are to be concentrated on a few manageable projects, atteation must also remain focused on
macro-economic, marketing and technological developments.

Surveys based on this approach thus seck to assist African governments to link the macro-economic,
secioral and project issues in making decisions on rehabilitation and upgrading of production. This approach
is also expected to increase the survival rate of the particular plants or sub-sectors in which rehabilitation
projects are undertaken, if concomitantly the context in which the selected plants and subsectors will have
to operatce is given duc considc -ation.

In this connection, the issue of regional and sub-regional co-operation is vital. For many countrics,
rehabilitation of industry presupposes enlargement of the narrow domestic market, joint provision of raw
matcrial supplies by scveral neighboring countries, or other forms of co-operation. Appropriately designed
rchabilitation programmecs therefore need to be based on an asscssment of possible co-operation modalitics
among some African countrics in sclected subsectors.

Industrial rehabilitation must be a dynamic, forward-looking concept. To restore industry to a former
state or level of activity may not be sufficient, in the context of rapidly changing world economic conditions
which may have been a contributing cause of the industry’s poor performance in the first place. Achieving
the objectives of industrial rehabilitation may therefore entail a re-examination of basic premises and a




reformulation of strategies.

22 Indicators for macro-econemic rehabilitation

The country studies each follow a similar sequence, looking in turn at the international, national, and
sectoral considerations before turning to the perspective of the individual firm. Each country study thus
begins with 2 look at the full rznge of macro-economic influcaces which may coasirain an individual country’s
options. These international concerns incinde not oaly global economic conditions, but also those at the level
of the region (i.e. Africa) and the sub-regicn (eg. SADCC or ECOWAS). The main concern, however, is
the national level, including any sub-national political units {e.g. Zanzibar) which may Le relevant.

Country-level analysis looks at key characteristics of the country’s administratioe and economy, including
general fiscal or monetary policies. An effort is made to diagnose in depth the precise reasons for and scope

- of the problems, the major constraints faced by industry, and the increasing challenges in a particular sub-

sector or country. The nature and magnitude of underlying coanstraints is consicered. First, in order to
assess the general viability of many rehabilitation efforts, and secondly, to identify the precise type of
measures or issues which should be examined in greater detail as part of the subsequent effort of detailed
rehabilitation work at the level of the sector or firm. A broad dassification of current problems and their
causes and an initial assessment of the feastbility of industrial rehabalitation will facilitate the effective design
and implementation of technical assistance in African countries.

The in-depth country studics cover the broad assessmeat of major constraints on production in terms
of, among other factors, availability of financial resources (including foreign exchange), material inputs and
human skills, technology, industrial structure and relevant infrastructure, and markets. The role of
government policics and institutional measures is also examined in this context. Detailed examination. is
made of relevant data, information and surveys available in various national and international development
co-operation agencies and research mstitutions incdnding UNIDO, UNDP, the World Bank etc.

The major aspects of study include the following:

- the trend of prices and exchange rates;

the level and growth trend of GDP (defined as GNP minus transfer payments);

- the composition of GDP by sector share, generally stated in terms of three secrors: agriculture (which
also includes products obtained from forestry, fishing, hunting, a 1d Lierding activities); industry in
general, which encompasses mining (including petroleum) and construction activitics, as well as the
manufacturing subsector; and services, both public and private, including banking and trade;

- the current account performance, including levels of exports and imports, historic trends, and
imbalances;

- the capital account factors such as net disbursed foreign debt, debt service ratios, recent debt
repayments and/or restructuring measures; and historic trends, and;

- Government policics and recent economic reforms affecting general economic and industrial growth;
tndustrial structuses; sector composition of production; net export levels; levels of net borrowing,

23 Indicators at the sectoral level

At the sectoral level, industry is reviewed in terms of its overall characteristics, major problems and
constraints, and trade, and an assessment of policies and institutions relating to the sector. For each country
survey, there is a special focus on those branches of the manufacturing subsector which are closely related
to agriculture.
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The term “agro-based industries”, or simply “agro-industry”, refers to branches of the manufacturing sub-
sector which use the products of the agricuitural sector as their raw materials. In the African context,
agro-industry uses predominantly local products, and thus has significant backward linkages with the
agricultural sector. Agro-industry also has many significant forward linkages to the primary sector, as in the
production of animal feed or of packaging materials needed for the export of agricultural products.

In terms of the Inter:ational Standard of Industrial Classification (ISIC), the agro-industry generally
include categories 31 (food, beverages and tobaceo), 32 (textiles, wearing apparel and leather industries), 33
(wood and wood products) and 34 (paper and paper products). In some cases, ISIC code 35 (chemicals,
rubber and plastics) is also applicable. Table 2 indicates the main categorics of agro-indusary.

These distinctions, however, should not be rigorously applied in cases where they conflict with a
common-sensc assessment; the definition of agro-industry depends ultimately on practical considerations,
such as whether there are effective Enkages with the agricultural sector. Not every product which falls within
the SITC categories in table 1 should be considered agro-industrial For instance, there would be no point
in coosidering the production of soft drinks from imported concentrates, with almost no local content, as
agro-industry, since there are no significant linkages to the agricultural sector. Certain products in SITC
code 35 (eg fertilizers, pharmaceuticals, soap, rubber) may or may not be considered agro-industrizl,
depending on their input composition.

Each of the firms selected for study can in some serse be considered to fall within the category of
agro-industry. Food processing (ie. branch 31) accounts for 14 of the 20 firms studied. The two firms
associaced with textiles (branch 32) and the firm producing paper products (branch 34) are considered to
be dosely connected with agro-industry in that they provide packaging materials needed for marketing and
export of agricultural products. Rubber products (branch 3559) and wood products (branch 33) fall clearly
into the category of agro-industry, in thas agriculture or forestry provides the major inputs. Plastic materials
(brauach 3513), which are the major output of one firm and the second largest output of another firm, do not

normally fit into the category of agro-industry, but wvere studied in this context because of their valuable
contribution in terms of packaging materials needed for export.

Each of the country studies focuses specifically on agro-industry, including an analysis of the following:
- the role of agro-industry in macro-economic development, including linkages to other sectors;

- MVA and MVA per capita;

- the level and trend of manufactur ng expors;

- the number and size of firms, in terms of capital invested, labour employed, production levels, etc.;
- the share of public and private enterprises, and historic treads;

- obstacles to increased industnial production and/or exports, and policies directed toward removing
these obstacles, and;

- policy or other external influences affecting the individual firm;

This level of analysis thus secks to bring into consideration all aspects which may influence the decisions
of managcrs of the individual firms studicd.




e

(1]

31
3111
3112
3113
3114
3115
3116
317
3118
KYY Y
3121
3122
313
314

3211

35

3512
3513
3521
3522
3523
3551
3559

361

37

319

S

Slaughterng, preparing and preserving m
Manufacture of dany produects

Canning and preserving of fruits and vegetables
Canning, preserving and processing of fish
Manufactare of wgetablc and animal oils

Gram milling products
Manufacture of t.kery products

Sugar factorics and refineries

Manufacture of cocoa, chocolate and sugar confectionery
Manufacture of food products not elsewhere specified
Manufacture of animal feeds

Beverage products

Tobacco products

Textile, wearing appare! ar : leather industric:
Spinning, \.caving and finishing textiles

Manufacture of made up textile goods except garments
Wearing apparel, except footwear

Leather products

Manufarture of wood and wood products
Sawmilks, planing and other wood mills
Manufacture of furniture and fixtures

4

Manufacture of pulp, paper and paper b uwd
Manvufacture of container: and boxes

Marnfacture of fertilizers and pesticides
Plastic materials

Manufacture of paints 20d *arnishes
Manufacture of pharmaceuticals

Manufacture of soap and cleaning preparations
Tyre and tube industrics

Rubber products not elsewhere specified

Pottery, china and carthenware
Basi Lindustri
: ( ( fabri ! I achi i
squipment

. ine industr
Construction

Note: * Branches of agro-indusiry; ** Branches of agro-industry which have been included in this study.
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2.4 Indicators at the level of the irm

At the level of the individual firm, a detailed analysis was made o the rchabilitation needs of each firm,
with spesific recommendatioas for rehabibitation cfforts, in terms of the following:

- ovcrall management and organization;
- financal structure;

- physical plant and production capacity;
- maintenance and repair;

- availability and quality of inputs;

- quality and qgu2niity of outputs;

- cost and pri. g policies, and;

- marketing practices.

The frm is the smallest decision-making unit in this model Although study of a firm’s operations
involves observations on individual plants or functional departments, these units are created by, and thus are
responsive to, decisions made by managers of the firm as a whole, even where they have delegated a
significant degree of authority to managers at the plant or departmental level

The firm is thus the unit of analysis to be studied a; the micro-cconomic level, just as the nation is the
unit of analysis at the macro-cconomic level Sectoral or branch-level information is regarded as an
aggregation of performance data relating to the individual firm, even though a sector as a whole can be
influenced by government policies or external constraints. In plain terms, sectors or branches do not make
decisions; governments and firms do. Similarly, there are no supranational institutions in Africa or its sub-
regions capable of countermanding decisions made by individual states; to the extent that states adopt
common policies, it is by their own decsion.

For each level of analysis, there is a need to look at the full range of variables concerned, to classify
these variables, and to describe their interrelationships. In the model applied here, this involves
consideration of constraints, institutions, policies, performance variables, and objectives.

- Constraipts are “uncontrollable variables®, both mternal and external to the system, which can prevent
even the best-designed policies and institutions from achieving development objectives.

- Institutiogs provide the framework in which each actor must operate; they are considered to be partially

under the control of policy-makers, in that they cunnot be changed easily or without unforescen
consequences.

- Policies are “controllable variables® which can be used to achieve objectives, cither as their primary aim
or as a side effect.

- Performance vaniables indicate the extent to which progress has been made toward the achievement of
specific objectives, whether or not such changes have been brought about by means of the set of policics
pursued.

- Objectives need to be expressed in clear terms what the policies are meant to achieve, and serve as a
guide to the sclection of performance variables.
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Figure 4 shows in schematic form the relationships among each set of variables at the countrv level.
llﬂ&rﬂubwmah;hﬁhﬁmﬂﬂmaﬂpoﬁcymmlogdhuhﬂmpeﬂm
(arrows 1, 2, and 3a). Performance variables in turn influcnce the achicvement of objectives (arrows Sa and
Sb),anowingwbuemxyfm&ehﬂnmmdmhummvaﬁabh(m%)_ The
achkwmcmdobjeaimhmaﬂwslhcfuwtchdcdpoﬁdamammcdh&imimMnog
by definition, the set of uncontrollable variables.

A similar type of chart would apply to other levels of analysis, although the conteat would differ
considerably, taking into account the actual situation expericnced by the decision-makers at the level
concerned.  Cenain policies which are cootrollable variables at the government level are coosidered
uncontrollable variables at the level of the individual firm. In general, the firm faces the largest number of
uncontrollable variables, although this depends in part on the degree to which institutions at higher levels
permit independent action.




Figure 4: Classification of and relationship -
gmong major r'nacroeconomic var?ablez?

Uncontroliabie verisbles

BoZ, DBZ
"MCi, PIC, ZIMC)
XBd., Exim Bank
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KEY CHARACTERISTICS OF THE MANUFACTURING SECTOR IN AFRICA

3.1 Overview of African economic development trends

The major economic development trends 2ffecting the manufacturing secter in Africa are coasidered
below in terms of: overall cconomic growth; agricultural sector growth; industrial sector growth; sector
composition of GDP; employmeat and wages; and indicators for social development.

(2) Economic growth trezds

Per capita GDP growth rates continue to stagnate or even decline in most African countries. Par capita
income levels continue 1o be desperately low throughout much of Africa; sub-Sakaran Africa coatinues to
account for more than two-thirds of the 53 countries considered by UNIDO" as having an annual per capita
income lower than $400.

The adjustment programmes currently imposed on some African countries by multilateral and bilateral
donor organizations have in some cases worsened the economic and social circumstances of individuals at
the middle and lower end of the social scale. Comparing the countries which have adopted reform
programmes to those which have not, the World Bank report® on economic growth in Africa since 1980
nevertheless concluded that reforms and additional asastance have placed the reforming countries in a
favourable position with regard to exports, GDP growth rates and investment.

A recent ECA report® underscores the disappointing achicvemeats in recent years with regard to the
cconomic and sodal dimeasions of African development. Despite the positive aspects of some of the
structural adjustment programmes, however, the overall adverse impact of the external economic
environment has pot allowed for a substantial change in African economic development. According to the
ECA report,

"GDP rose onlv by 1 per cent in 1986 and by a2 mere 0.7 per cent in 1987. Worse still, per capita
income fell by 2.0 and 22 per cent in those years respectively.”

The economic situation in sub-Saharan Africa (SSA) is presented in a differing light by the World Bank
and UNDP report, which maintains that the economics of sub-Saharan Africa have indeed begun to recover,
and that a closer examination of African economic development trends would show a less dismal picture than
is usually presented For example, the World Bank report shows that nominal export carnings {or most
countrics were higher in 1987 than in 1978. A change in World Bank thinking is indicated by its support for
programmes to mitigate the social costs of adjustment in Ghana and Uganda.

It should be pointed out, however, that the World Bank study’s conclusions exclude the five major
oil-exporting countrics (i.c. Angola, Cameroon, Congo, Gabon and Nigeria, which together account for nearly
60 per cent of sub-Saharan Africa’s GDP and half of its iotal exports); such an omission significantly affects
the overall conclusions, since oil-producing countries were adversely affected by the fall in oil prices in the
greater part of the 1980s, in contrast to all other sub-Saharan countries, which benefitted from this trend.

1. UNIDO, Industry and Development - Global Repa:, 1983/89.

1 World Bank and United Nations Development Programme, Africa’s Adjustment and Growth in the
1980s, new York, April 1989,

>, United Nations Economic Commission for Africa, The Economic Report on Africa 1989, Addis Abeba,
April 1989,
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The estimated growth rate of 23 per ceat of GDP ia 1988 for the sub-Saharan countries as 2 whole
do:sno(inilsclfindiw\:annnaroundofthchithcnopoorratcofdcvclopmcnt,hvicwofthcgcnc;any
sleggrsh growth rate from 1980 through 1988. Also, it must be kept in mind that SSA as a whole has an
annual popuiation growth rate of 3.1 per ceat which yiclds a negative rate of growth in per capita income.
In general, per capita income is only 80 per ceat the level reached at the beginning of the 1980s.

The World Bank report nevertheless detects “room for optimism” in the developments of recent years,
pointing out, for example, that the 23 per ceat annual average growth rate of GDP between 1985 and 1587
for sub-Saharan countries would risc to 2.9 per cent if the oil-exporting countries are excuded. On this same
bass, the World Bank computed a GDP growth rate of 21 per ceat in 1987 for non-oil-exporting
sub-Saharan African countrics, and a projected § per cent growth rate for 1988. The reasons attributed by
the World Bank for rising growth rates relate to successfully implemented policy reforms in some SSA
countnes.

Whereas developed and non-oil-exporting countries achieved an average of 3.9 per cent growth in GDP
during the period 1985-1988, most countries of Sub-Saharan Africa experienced at best a2 modest increase
in GDP in the 1980s. Of the 53 countries for which data is presentcd in table 3, less than onc third achieved
GDP growth rates of at least 3.9 per ceot in the period 1980-1989; almeost onc half achieved a positive growth
rate of 1.0 to 3.9 per cent during this period, but only just, if -t all, keeping pace witn population growth,
and the rest were characterized by negative or statistically insignificant growth rates.

Of the six countries sclected for the first set of UNIDO studies on industrial rehabilitation, only two
countries (Kenyz and Morocco) achicved a relatively high average annual growth rate (53 and 4.1 per cent)
during the period 1985-1989. Another three countrics, Tanzania, Angola and Zambia achieved positive
annual growth rates (3.9, 32 and 2.£ per cent, respectively) during this period, and the remaining one,
Libenia, actually had negative growth rates (-139 per cent). Furthermore, it is evident from table 3 and
figure 5 that each of the six economies performed less well in the period 1980-1989, than in 1985-1989.




Tabie 3: Rate of growth of gross domestic produzt (GDP*), Africa

| Nigeria

GDP Annual rate of Average annual rate
(n USS makions) growth of GDP rate of growth of GOP
Country 1987 1989 1538 1989 1980—1989 1985-1989
Algeria 53539 56,607 270 295 337 0.86
Angola 4204 4509 368 128 346 317
Benin 1,167 1,227 664 -140 0.11 028
Botswana 1855 2294 898 -1354 11.36 9.44
Burkina Faso 1514 1,591 205 299 2.18 2.44
Burundi 1306 1,351 199 143 397 287
Cameroon 8661 7,558 -723 -594 1.34 -354
Cape Verde 0217 0,245 695 550 6.13 6.02
Central Afr. Rep 0904 0,951 147 370 2.18 175
Chad 0562 0943 850 092 -0.04 429
Comoros 0,181 0,191 327 260 3.60 3.09
Congo 2692 2525 -640 020 3.15 -3.00
Céte d'lvoire 10,867 10,534 -1.82 -11.31 0.50 -0.58
Djibouti 0376 0,382 241 -0.80 1.70 203
Egypt 40,089 43,154 220 533 7.27 4,05
Eq. Guinea 0050 0,052 528 -2.76 223 2.40
Ethiopia 482 5038 140 295 2.13 438
Gabon 3064 2989 -620 4.00 -456 -9.72
Gambia 0301 0,356 972 796 425 725
Ghana 5167 5822 620 6.10 275 5.56
Guinea 1997 2,106 129 4.1 128 3.78
Guinea-Bissau 0,188 0,211 694 500 3.46 563
Kenya 9269 9978 606 150 399 5.25
Lesotho 0428 0,489 1185 209 323 6.17
Liberia 0963 0937 -140 -1.40 -0.60 -1.33
Libya 28384 29,849 229 280 -1.01 -0.10
Madagascar 3249 37297 224 224 1.13 2.24
Malawi 1442 1553 258 496 3.05 2.56
Mali 1914 2178 449 987 3.09 6.38
Mauritania 0950 0,984 338 350 1.84 2.86
Mauritius 1718 1,903 677 371 6.17 7.74
Morocco 22875 25,182 692 296 3.37 405
Mozambique 2037 2,191 455 290 -1.64 3.69
Namibia | 1985 2034 225 020 0.23 2.19
|Niger | 2487 2567 699 -351 0.78 0.99
75689 82383 467 399 -1.02 1.32




(Table 3 cont))

GDP Annual rate of Average annual rate
(in US$ milllons) growth of GDP rate of growth of GDP
Country 1987 1989 1988 1989 1980-1989 1985—1989
Reunion 2,692 2,683 402 -4.17 3.65 265
Rwanda 1,410 1,388 327 -468 204 0.84
Senegal 3.719 3,837 485 -162 299 297
Seychelles 0,161 0,177 365 880 2.88 3.25
Siefra Leone 1.210 1,171 -070 -247 0.67 -0.19
Somalia 3934 4,056 056 252 3.83 3.28
South Africa Rep. 86,075 91,484 410 210 1.33 227
Sudan 8,504 8,197 -182 -182 0.15 -1.82
Swaziland 0,710 0,799 8.09 4.10 4.07 5.70
Tanzania 5,715 6,203 3.98 438 2.19 3.89
Togo 1,168 1,263 345 370 1.78 447
Tunisia 11,176 11,887 146 3.08 3.31 244
Uganda 13395 15307 723 656 1.18 403
Zaijre 6,966 7,086 200 -027 1.82 1.74
Zambia 4,113 4377 628 0.13 1.03 283
Zimbabwe 6,690 7,432 $21 559 291 286
Source: UNIDO, Statistical and Sectoral Studies Branch.
Nota: GDP* in constant 1980 US dollars.
Figure 5: Rate of growth of GDP and MVA, 1981-89
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(b) Agricuitural sector growth trends

Agriculture, the major source of livelirood in virtually all African countries, has not been able to meet
the essential food supply needs of fast-growing populations in Africa. For most countries, agricultural export
carnings, the principal source of forcign exchange, bave dropped dramatically. However, table 4 indicates
the important role of agriculture. Agriculture was the most important sector in terms of GDP share in
almost one third of African countries in 1989.

The favorable situation in some of the African countrics regarding their agricultural performance in
1988 and 1989 was duc mamiy to weather coaditions, which have enabled almost a doubling of crop revenue
in recent years. Due to the overall favourable performance of the agricultural sector, cereal production
increased. According to FAO statistics, cereal produciion increased from 721 million tonnes in the period
1979-81 to 91.5 million tonnes in 1988, a rise of 27 per cent., due mainly to slight improvemen'. in climatic
conditions. The proportional contribution of agriculture to GDP has actvally increased in recent years.

In spite of recent improvements, there continues to be a precarious situation in Ethiopia, Sudan,
Angola, Somalia and Mozambique, together with the threat of locust infestation in the Sahcl and North
Africa. The cconomic improvement in the agricultural sector need not cunceal the vulnerability of these
countries to advers. weather conditions. It is in this light that cfforts of African governments at forging need
dynamic acd functional linkages between agro-industry and agriculture need to be emphatically intensified.




Table 4: Distribution of GDP by sector of origin, Africa, 1989

‘ Eerccnt [
Manufa—- | Counstru—
Country tur¢ Industry] cturing | ction
Algeria 920 4“4 9.89 1383
Angola 4195 2688 244 157
Benin 4641 7 6.98 661
Botswana 46.41 798 6.98 661
Burkina Faso 4283 1168 | 1035 470
Burundi 55.10 763 729 328
Cameroon 2461 3970 | 1901 6.43
Cape Verde 1338 | 568 594 13.48
Central Afr. Rep. 4449 | 1387 | 1004 294
Chad 3747 10.70 9.63 185
Comoros 4087 453 398 8.13 4198 448
Congo 939 5054 9.48 707 4325 | -1024
Cote d'Ivoire 28.41 1662 | 1280 541 48.12 143
Djibouti 527 1227 9.61 652 7155 -160
Egypt 1282 2808 | 1158 4.70 4157 12.84
Eq. Guinea 4262 769 0.44 920 3726 33
Ethiopia 42.17 1328 | 1206 355 4050 050
Gabon 8.14 5653 628 757 35.12 -736
Gambia 252 1021 934 5.09 8768 | 2551
Ghana 5195 | 919 727 167 39.10 -192 :
Guinea 4548 ¢ 1715 3.15 363 3292 0.00 ;
Guinea—Bissau 49.71 265 1.06 1.00 43.02 3.63 |
Kenya 32,66 1603 | 1421 525 55.59 ~953 |
Lesotho 16.43 1577 | 14.41 14.63 63.04 -9.88
Liberia 2284 | 2551 | 1191 509 5138 -482 5
Libya 3.64 53.17 5.46 845 34.96 -023 |
Madagascar 40.09 1650 | 1453 899 5170 | -1728 |
Malawi 35.06 1757 | 15.08 265 45.45 -0.72 |
Mali 5016 | 853 523 4.42 31.64 525 ;
Mauritania 3072 | 1862 9.16 505 37.92 7.68 i
Mauritius 971 1 2428 | 2073 7.14 ' 57.86 1.01 i
Morocco 2158 1 2770 | 2042 574 | 5587 | -1089 !
Mozambique 3542 0 2321 | 19.05 623 | 1646 18.68
Namibia 1045 3808 | 428 229 4877 041
Niger 438 | 1513 394 382 3456 263 |
[Nigeria 13 3203 6.62 441 42.18 -9.75
673 11.01 9.14 482 71.73 -0.28

i Reunion




(Table 4 Cont)

Manufa— Constru— Stats.
Country Agricultur¢ Industry® cturing =~ | ction Services®| Discrep.***

Sac Tome andPrn. | 2450 148 = 993 984 5733 -653
Seychelles 565 1120 | 1008 302 5186 | -1254
Sierra Leone 247 1519 ; 651 3.02 5186 | —1254
Somalia 6565 449 359 2.1 19.16 859
South Africa Rep. 5.75 4347 | 2089 261 4803 0.14
Sudan 2734 1834 | 1355 781 54.91 -840
Swaziland 2465 2624 i 23.14 3.19 4748 -157
Tanzania 5150 968 | 17.76 292 4032 442
Togo 29.70 2652 | 948 725 3864 -211
Tunisia 1296 2.8 | 1745 495 5341 -0.49
Uganda 8145 548 | S44 0.63 2135 -891
Zaire 3154 3081 ; 219 425 3284 055
’ Zambia 1830 3896 | 2458 251 4147 -125
Zimbabwe 13.10 3378 | 2356 136 51.44 032

Source: UNIDOQ, Statistical and Sectoral Studies Branch.

Note: Industry* includes mining, manufacturing, electricity, gas and water.

Services** include transport and communications, finance, insurance, real estate and
and business services.

Stats. Discrep.*** refers to Statistical Discrepancy in Gross Domestic Product (GDP).




(¢) Industrial sector growth treads

The industrial sector has also been affected by declining terms of trade; in addition to the drop in
carnings from agriculrural exporis, revenue from other raw materials has also dropped appreciably. Prices
for ferrous and noo-ferrous metals, for example, decreased 20 per cent during the period 1°80-1986, and the
price of crude oil dropped 50 per ceat.  African exports to other world regions declined from $60.5 billioa
in 1985 to $50 billicn in 1986, a drop of 14 per cent.  Exports to the European Community, traditionally
Africa’s main trading partner, dropped by 24 per ceat in 1986 alone.

With respect to manufacturing industry, MVA growth rates in African countries generally resembled
those of other developing countries until the ear’y 1980s. Although Africa’s sbare in world MVA rose from
0.7 per cent in 1970 to 1 per cent in 1982, its industrial performance as a whole since 1982 has deteriorated
relative to other developing regions.

Table 5 and figure 6 below give a comparative trend illustration of the rate of growth of MVA, of MVA
per capita, and of MVA as a proportion of total GDP in the six countries of survey vis-a-vis the four
countrics carmar: ed for the second phase of the UNIDO rehabilitation programme. The average MVA
per capita for African countries (about $75 in 1986) is low in comparison with other non-SSA countries, and
tends to be highest among countries which are either oil-exporting (¢.g., Gabon), Mauritius, Cameroon,
Congo and Congo) or are located in the Maghreb or southern Africa (South Africa, Swaziland, Zimbabwe).
Of the six African countries studied, only Morocco and Zambia rank higher in MVA per capita (193 and
113 USS in 1986, and 210 and 132 USS in 1989) than the average for Africa as a whole. A more serious
implication arises from the fact that four of the five SSA countries studied had a negative rate of growth of
MVA per capita. Averageannualgromhrat&sofMVApcrmpuafortwoofthcsnconanamma
(43 per cent) and Liberia (-2.4 per cent) in the period 1981-89 were considerably below the 1.6 per cent
drop for SSA as a whole. The dedlining rates of growth (-1.3 per cent in 1981-86 and -0 9 per cent in 1981-
89 for Angola, -2.4 per cent for Liberia, 4.1 and 0.1 per cent for Zambia, and -73 and 43 per cent for
Tanzania) help to explain the selection of these countries for industrial rehabilitation.




Table 5: Rate of growth of manutacturing value added (MVA*), Africa

Average annual

MVA growth rate ¢

(in US$ millkons) _MVA per capita —MVAGDP MVA per capita

Country 1986 1989 1986 1989 1966 1989 1981-1989

}

Algeria 5322 5,596 238 230 0096 0.099 | 277
Angoia 92 110 10 1 0022 0024 —0.88
Benin 82 86 20 19 0.068 0.070 -028
Botswana 66 83 59 66 0037 0036 0.64
Burkina Faso 171 165 21 19 0.115 0.104 —-1.49
Burundi 91 99 19 19 0072 0073 g 0.10
Cameroon 1813 1,437 175 126 0.199 0.190 241
Cape Verde 1 15 34 40 0057 0.059 687
Central Afr. Rep 82 96 30 32 0.092 0.100 -0.34
Chad 72 91 14 16 0.085 0.096 -0.91
Comoros 7 8 14 14 0039 (.040 123
Congo 252 239 126 109 0.095 0.095 166
Cote d'ivoire 1,528 1,348 148 117 0.140 0.130 -1.77
Djbouti 3% 37 95 g2 0.100 0.096 ; ~226
Egypt 4,767 4,998 100 98 0.124 0.116 4.40
Eq. Guinea 02 0.2 1 1 0049 0.044 -10.45
Ethiopia 556 607 13 13 0.124 0.121 1.02
Gabon 247 188 241 166 0.069 0063 i -9.91
Gambia 29 33 34 40 0.101  0.009 i 6.83
Ghana 335 423 % 29 0.068 0073 [ 3.70
Guinea 80 64 16 12 0.042 0032 ! -123
Guinea—-Bissau 2 2 3 2 0.013 0011 i -507
Kenya 1,196 1,418 s7 61 0137 0142 | 120
Lesotho 48 70 31 41 0.121 0.144 | 10.21
Liberia 106 112 47 & 0109 0119 | -236
Libya 1,465 1,630 372 372 0.050 0.055 ; 6.64
Madagacar 470 493 2 42 0.148 0.145 -0.88
Malawi 215 234 2 28 0.123  0.151 : -144
Mali 11 115 14 13 0.060 0.052 i 251
Mauritania 78 90 43 46 0.086 0.092 ! 320
Mauritius 310 394 301 369 0.200 0210 : 10.12
Morocco 4,371 5,141 193 210 0.195 0.191 i 1.87
Mozambique 343 417 24 27 0177 0.191 -10.36
Namibia 84 87 54 50 0044 0.043 -2.41
Niger 106 101 | 16 14 0.041 0.040 ~-3.21
Nigeria 4517 5,454 48 52 0.057 0.066 -1.51




(Table S cont)

Average annuai
MVA growth rate of
(in US$ milions) MVA per caplta MVA/GDP MVA per capita
Country 1986 1989 19866 1989 1966 1989 1961-1989
Rwanda 249 252 39 36 0.175 0.181 0.17
Seo Tome and P 4 4 32 R 0.101 0.100 -1.04
Senegal 602 684 92 08 0.167 0.178 2.7
Seycholles 14 18 203 258 0.087 0.101 6.13
Sierra Leone 76 76 20 19 0.065 0.065 —622
Somaka 121 146 18 2 0.033 0.036 —-056
South Africa 17,498 19,115 542 554 . 0208 0.209 -252
Sudan 989 1,111 44 45 0.114 0.134 0.96
Swaziland 163 185 238 243 0236 0231 135
Tanzania 417 482 18 18 0076 0078 —4.29
Togo 99 119 32 35 0.090 0.095 -1.03
Tunisia 1,748 2,039 235 255 0.166 0.175 3.07
Uganda 4% 833 &1 46 0037 0054 0.95
Zaijre 173 155 6 5 0.025 0022 -3.68
Zambia 826 1,076 113 132 0206 0.246 -0.06
Zmbabwe 1,549 1,653 181 186 0230 0235 -0.66

USS$ blilions

Source: UNIDO, Statistical and Sectoral Studies Branch.
Note: MVA* in constant 1980 US dollars.

Figure 6: MVA, MVA per capita growth rates,
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(d) Sector composition of GDP

The changes in the agricuitural and industrial sectors which are discussed above should be assessed in
bght of the generally expected pattern of development of MVA and GDP. In the usual pattern, the share
of MVA to GDP nises steadily during the industrialization pbase. This tread may coatirre to the point
where MVA acoounts for 40-60 per ceat of GDP, followed in later years by a drastic turaaround while the
country’s industnial structure changes in relative terms to services and other nov-industry sectors, while
output per capita coatinucs to risc. However, oaly about half of the African countries histed in table S show
an appreciable increase over time in the perceatage share of MVA in total GDP, and in no case did the

share of MVA rise above 25 per ceat in 1986, and in ouly four cases (Mauritius, South Africa,
Swaziland and Zimbabwe) did it exceed 20 per cent. Zambia, with 20.6 per cent, was the highest among the

Increases in MVA, in MVA per capita, and in the ratio of MVA to GDP arc widely interpreted as
ndicators of industrialization, which is generally presamed to be accompanied by other structural changes,
such as urbanization and infrastrucrural developmeni, as well as the growth of an internal market for
manuofactured g rods. As per capita income increases, there is not oaly increased local demard, but also a
shift in the composition of demand, from food to durable consumer goods. However, the declining levels
of MVA per capita and the dedining ratios of MVA to GDP which are more typical of Africa in the 1980s
point to a slow decline of the manufacturing sector in Africa since the beginning of the decade. These MVA
data show an overall low level of industrialization in seb-Saharan Africa. There is even evidence that some
middle income countrics have experienced a dedline in the share of manufacturing in GDP.

(¢) Wages and employmeat

Whercas total employment in Africa was estimated to have increased by 2 per ceat per year in the
1970s, it declined by about 16 per cent between 1980 and 1987. Furthermore, the ECA estimates that 1.5
million permancnt jobs per year were lost between 1985 and 1987 as a result of the stagnation in investment
expenditures. Assuming a labour force growth rate of 2.7 per cent per year, an estimated 22 million persons
were unemployed in 1985, which amounted to 40 per cent of the labour force in sub-Saharan Africa. This
unfortunate situation held especially for persons under 25 years of age, whose share of unemployment rose
to 75 per cent by 1987 and the close of the decade.

Real wages in Afnican countries fell by an average of 19 per ceat a year between 1980 and 1986.
Although this retrenchment may be seen as necessarv (o contain the overgrown public sector in some
countries, there is no co-ordinated policy which would reduce the discrepancy between minimum wages, food
prices or any kind of subsidies for consumer goods or basic foods. Not only does real income and domestic
demand shrink due to declining real wages, but total employment as the source of income decreases as well.

(0) Social development trends

The retrenchment of governmeat expenditures has ked to severe and often disproportionate budget cuts
in terms of social spending such as cducation and bealth A steady decrease of the share of heaith and
education in government expenditure from 252 per cent in 1986 to an estimated 19 per cent in 1989
diminishes the future prospects of ecosomic and sodal recovery.

Social conditions in SSA countries in particular are particularly troubling. According to the ECA
economic repors, poverty affects 50 to 75 per cent of the population in both rural and urban African areas.
The region's per capita income declined at an average rate of 3.4 per cent between 1980 and 1986. Although
there was a meager 0.7 per cent rise in GDP in 1987, and an estimated 23 per cent growth rawc for 1988,
this is far from sufficient to match the population’s average annual growta ratc of 3.1 per cent. Increasing
inflation rates accentuate the problems of insufficicnt supply, and imported consumer goods arc beyond the
rcach of most Africans.

The seriously deteriorating sodal conditions and their impact on buman resources and cconomic
development, especially during the 1980s call for a fundamental rethinking regarding the challenge of
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plaoning Africa’s development. Must reports ana surveys oa the ew.aomic and social situation in Africa call
attention to the neglect of the humau dimersion in structural adjustment programmes advocated by the IMF
and World Bank, although some observers detect hm.~ that these two institutioas have recognized the painful
social results of their favoured policss and the need to modify the programmes’ package so as to make it
flexible to suite meet the needs of Africa’s socio-cconomic development.

32 Constraints at the intermational level

Constraints at the international and regional level are considered in terms of terms of trade; trade
patterns; capital flows; and debt accumulation.

(a) Terms of trade

The world economic crisis of the mid-1970s, characterized by a steep rise in oil prices and a severe fall
in the prices of primary export products, brutally exposed the weak and vulnerable structure of African
manufacturing industries. Althcugh most African countries are heavily dependent on raw material exports,
export carnings show few signs of substantial growth as prices remam depressed. Mecanwhile, prices of
imports have continued to rise, causing Africa’s terms of trade to fall disastrously during the 1980s; whereas
the terms of trade index rose from 100 in 1980 (the base year) to 109 in 1981, it fell to 60 in 1987. A further
deterioration of 4.5 per cent was recorded i 1988

Average crude oil prices in the spot market were $28 per barrel in 1984 and fell to $12.5 per barrel in
the final quarter of 1988. Consequently, African oil exporting countrics, which account for over 60 per cent
of SSA’s GDP, suffered severe losses in export revenne. Since oil accounts for almast their entire foreign
exchange revenues, these countrics became forced to limit therr expenditures for vital iraports and
infrastructure investment. Shrinking demand and cuts in public expenditure not only afizcted their own
economies, but threw a shadow over the economic prospects of the entire region.

Although some metat prices have risen in the 19805, aot all African metal exporters managed to profit
from this increase. Copper exploitation in Zaire and Zambia was limited due to constraints on the supply
side, and the producers failed to reap the benefits of the price boom in 1987-89. The mining sector still
suffered from severe losses in recent years, and necessary spare parts could not be imported to match the
newly swelling demand for copper.

(b) Trade patterns

African economies continue to depend on the export of a narrow range of primary commodities,
accounting for 85.5 per cent of total exports tn 1986. Oil exports accounted for US $10.5 billion or 29 per
cent of total exporis in 1987 for the sub-Saharan countries. The contribution of Nigeria, the major
oil-exporting country in the sub-Saharan Africa region amounted to 67 per cent of all crude petroleum
exports in 1987. The share of manufactures in total cxports was 14.5 per cent in 1986, the last year for which
data is reported. There seems litle or no change in the export structure of SSA countries.

In the first half of the 1980s, trade in nominal terms fell by about 40 per cent, on the export as well as
on the import side. There was a slight recovery in 1983, but the level of trade has since declined. This is
a particularly unfavourable development, since the SSA countries have favourable access to the markets of
industrialized countries; they face virtually no tanffs to the EC market becausc of the Lomé Convention,
which affcets about 60 per cent of their total exports. In terms of export compctitivencss, most African
currencies are overvalucd when compared with competitors among developing countrics. With the rcal
cffective exchange rate remaining at a high level, there are limited production incentives in the SSA region,
causing non-oil export volume to stagnate and the market share of primary commoditics to shrink in the last
decade.

Export revenues relate closely to world market prices, indicating the still high dependeacy on export of
raw materials to the developed industrial countries. Rather than shifting production and export to local or
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regional markets, there has been a dear decline in intra-African trade, which dropped from 6 per cent of
developing Africa’s totai exports in 1986 to only 4 per cent in 1988. This shows that, despite the efforts of
domestic demand, small market size, the lack of financing facilities and an inadequate transport and
sommunications infrastructure are the reasoans for very the modest level of intra-African trade.

The same reasons hold for the lack of changes ia the product and trade structure. Export efforts are
still mainly conducted to earn forcign exchange, a strategy which teads to scparaze industrial sectors. The
exploitatic 1 of raw materials and the export of primary unprocessed goods does not reinforce linkages among
industrial subsectors. This holds back the development of imvra-regiopal markets, which would be a basis
for a common scheme of trade Liberalization and tanff agreements along the lines of The Lagos Plan of
Action drafted by the OAU m 1980.

(c) Capital flows

The unfavourable external economic cavironment, notably tke slump of commodity prices in world
markets, coupled with a large and mounting external debe, have had disastrous cffects on the balance of
payments of sub-Saharan Africa. In addition to the fall in commodity prices, the introduction of synthetic
and other substitute materials has depressed the demand for Africa’s staple products, traditionally its main
source of foreisp exchange.

Morcover, capital fiows have been drying up. The resulting shortage of foreign exchange has prevented
the import of other raw materials and essential equipment and spare parts for industry. The lack of such
imports has already led tc widespread breakdowns in machinery and low capacity utilization rates

(d) Debt accumulation

At the same time, debt has accumulated, partly because of the need to compensate for declining export
receipts. Total external debt of SSA countries increased from US $45.5 ballion in 1982 to approximately US
$140 billion i 1988. The sub-Saharan long term debt service ratio reached an estimated 20.5 per cent in
1988: in some countries the ratio regularly exceeds 30 per cent of annual export caraings.

The current debt crisis of SSA countries should be seen within the coniext of the accelerated progress
toward development in the late 1977, which led to unrealistic expectations and overextended borrowing.
Investments were made in capadity expansion and oversized industrial projects, as well as coasumer goods
expenditures to an extent which now seem:s inistaken. Overcapacity and the lack of supply due to foreign
exchacge restraints made these wojeats imea<ible. The total debt in African countries rose by an average
of 8 per cent per year, from $174.4 billion in 1985 to an estimated $230 billion in 1988. The latier figure
represented 81.1 per cent of total GDP and accounted for abeut 3142 per ceat of total exports of goods and
services.

Rescheduling of debt service payments is necessary in extreme cases because the obligations cannot be
mer from export earnings and/or budgeting resources. Once SSA country, Zaire, rescheduled its bilateral
debts with the Paris Club of sovereign lenders no fewer than aine times between 1376 and 1987. Such
countries suffer from a double squeese, rising debt service payments and collapsing export commodity prices
which both diminish foreign exchange carnings. Postponement of debt service payments provides only
temporary rclicf, although the Toroato summit of the seven industrialized Western nations ia June 1988 has
spawned some tentative debt relief prograrames, which combine oui "ght cancellation, lower interest rates
and very long rescheduling periods. On the other hand, programmes of financial restrucruring designed for
an individu.! country omit the fact that the whole of sub Saharan Africa is a depressed economic area.
Although there might be no recorded economic linkages betweea countries, the practices of barter,
contraband and parallel markets become ar impoverishing drain of goods, capital and services between
economically unbalanced regions.




33 Iunstitutional and policy counsiderations

The underlying causes of the preseat situatioa in Africa are both macro-economic and micro-economic
_in nature, as desaribed in the previous section. Macro-ccopomic policies and spedific pricing, trade and
industrial policies have in many cases distorted product markets and production conditions.

(a) Inflation rates

The rate of inflation has almost doubled since 1986, rising from 12.5 per cent in 1986 to 21.3 per cent
in 1988. The least developed countries in seh-Saharan Africa suffered the most from nflation, with almost
double the regional average. Explanations can be found on the supply as well as on the demand side. Slow
output growth and supply bottlenecks at various stages of production in manufacturing and industry are the
main reasons oa the supply side. The nominal increase of budget deficits, the cuts in subsidies and the
relaxation of price controls are the main causes of rising consumer prices.

(b) Capital formation

The share of real investment of GDP for the SSA countries is half the share of other developing
countries. It amounted to 122 per cent of GDP in 1985, whereas the other developing countries reached
24.6 per cent. Although the share of gross domestic savings and consumption of GDP has barcly changed
since 1985, the share of foreign savings represents more than 50 per cent of total investment. The fact that
growth rates of real investment were a negative 2.9 per ceat in 1986 and an estimated 42 per cent in 1987
indicates a clear negative contraction of industry, leading to adverse developments in economic growth.

Capital formation increased by 1.8 per ceat in 1988, after negative growth in 1987 of 53 per cent.
However, this must be set in relation to the declining share of capital formation to GDP, dropping from 21
per ceat at the begimning of the decade to a meagre 15.6 per cent share. This trend is particularly alarming,
in that it reflects a massive contraction in infrastructural investments. The retrenchment of these vital
investments will produce a multiple setback of the rural areas. Not only will the development of the
countryside come to 2 halt, but recover” of urban industry will be set back by massive migration to the
ceatres.

(c) Import restrictions

Being highly dependeant on imports (rav- materials, as well as componeants and equipment), African
industry has been seriously affected by the need to reduce imports as a result of balance of payments crises
in individual countries.

(d) Capacity utilization

In other cases, especially in the food processing industry, expected raw material supplies to
manufacturing proved to be insufficient, irregular or unobtainable. The lack of growth MVA in most SSA
countries in 1981-1986 can largely be attributed to the fact that Africa has the lowest average rates of
capacity utilization. Utilization rates well below 50 per cent are common. In the mid-1980s, for example,
the rate was 36 per cent in Liberia, 25 per cent in Tanzania, and 30 to SO per cent in Kenya and Zambia.
Much of the installed irdustrial capacity is idle or underutilized as a result of poor investment decisions,
declining real incomes, bad management, and the shortage of foreign exchange for the purchase of raw
materials and spare parts.

(e) Project investment strategies

At the micro-cconomic level, many investments have been made on the basis of project concepts that
were technologically too complex to be sustained over the long term without significant external assistance.
In many projects, insufficient support in the form of training and other essential auxiliary inputs tended to
bold back productivity. During the early stages of industrialization, projects were often based on unrealistic
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development of a supportive national infrastructure. Therefore, many infant industries have tended to remain
weak and financally vulnerable.

3.4 Focus oa countries selected for study

(a) Countries selected

ThcdxommuimscbdedfmauiyhmptmmbcreprmaﬁudAﬁiQaawbok;ahoka
Tablul4and55bow&ﬂ&5cwtﬂr’mmmﬂdiﬁribmedmmgtheﬁianmhmd
indicators of GDP and MVA.

- AMmkedl&hinlamsdGDPinm,wﬁhanmhmGDPpacam Its manufacturing
mbseduwasmauyweahmhMVAandGrdinwmdeVApau;ininl%,mdm
n terms of MVA share of GDP.

- Kmoompiedthcl&hphcehwmschDPinl%’l,witharelaﬁvdybig!nvuageannualm:
of growth of GDP (the 7th, at 3.99 per cent) in the period 1980-89. Its manufacturing sub-sector is
quitcstrong(lSthintamoftmnsMVAinMDmdmagcmualgromhra:cofMVApcr
capita in the period 1981-89 quite significant (18th rank).

- Liberia had the lowest GDP in 1987 of the six countries surveyed, but ranked in the middle in terms
ofMVApcrapita(min1986at$47,and24thin1989uS45)andMVAsbarcofGDP(18th,at
11.91 per cent).

- Morocco ranked Sth in terms of GDP in 1986 and 198’I,andalsorankcdqnitehighamongAf!ican
counuiesin(ermsofMVApermpita(&h,aISM)andMVAshareofGDP(&h,atm.Qpctom).

- Iamj_awastobcfoundamongtheuppcrthirdintcrmsofsizeofGDP,bmranked,alongwith
Angola, among the lowest third in terms of MVA per capita ($18 in 1986 and 1989) and MVA share
of GDP (7.76 per ceat).

- ZamhiahadaGDPcomparableinsiz:.toTanzzniaandAngohinl986,bmrankedoonsidcrably
higher in terms of MVA per capita (11th in 1986, at $181 and 10th in 1989, at $186) and MVA share
of GDP (lst, at 24.6 per cent).

In summary, the six countries which have beea selected include one country with a relatively high GDFP
(Morocco), three middle-income countries (Keaya, Angola and Zambia), and two low-income countries
(Liberia and Tanzania). In terms of degree of industrialization (ic., share of MVA in GDP), three countries
(Zambia, Morocco and Kenya) have a relatively high share by African standards, another (Liberia) rises to
the middie ranks, and the other two (Tanzania and Angola) are found in the lower third.

The countries selected for study were roughly equal to the average in terms of GDP size, but larger than
average in terms of MVA. The average GDP in 1986 and 1989 for the six countries studied were $6.7 and
$8.5 billion, which was slightly lower than for the full set of 53 countries (57 billion), whereas their average
MVA (51.2 billion) in 1986 was more than 35 per ceat greater than the average MVA for all 53 countries.

Rank order comparisons of this sort only begin to suggest the diversity of problems and opportunities
which arc to be found within each national context. Firms in each of these five countries operate in a
significantly different political and economic context, as will be indicated briefly in the following background
summarics for each of the countries concerned.
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(b) Angola

By the mid-1980s, Angola’s indust-:al output had fallen to less than half of its output in the carly 1970s,
as a result of long years of indepcndence struggles, civil war and external intervention, as well as a criticai
shortage of skilled and professional workers at all levels of the economy and administration. These continue
to be major obstacles to industrial development in Angola, aitkougk the immineat prospect of Namibian
independence and negotiating moves towards an cad to the Angolan cvil war may usher in a new era of
economic and industrial progress, based upon Angola’s abundant n2tural resources and favourablc
geographical location.

While Angola’s manufacturing enterprises have traditionally processed domestic resources, they have
remained dependent on imported mtermediate goods, machinery and spac parts. The disruptica of war has
cut off most industries from their raw material base, and the serious drain of {inamial resources has limited
the importation of machinery and spare parts. Additionally, the food processing branch suffers particularly
from a shortage of lower and intermediate-level techn:cans and managemeot (many of whom were colonial
settlers and left on independence), as well as from agricultural pricing policies which have also contributed
to the shortage of mputs.

In an effort to revive its faltering economy, the Angolan Government introdiced a package of economic
reform measures (Sancamento Economico ¢ Financeiro - SEF) in Januvary 1988. These measures include
the privatization of much of ihe retail and wholesale sector; increased financial autonomy and responsibility
for state enterprises; regional decentralization; the introduction of a foceign exchange retention scheme as
an mceative for non-petroleum export industries; liberaiszation of its previously rigid price control syctem;
improvements in monetary policy; and reform of the investment law. Whereas the Government of Angola
bad been committed to a centrally planned economy in the past, it now looks to its new deceatralization
initiatives to help revive the manufacturing sector. However, the continuity instability in Angola was such
in February 1990 that not one of these measures had yet been implemented.

With regard to the domestic environment in which Angolan manufac uring operates, the UNIDO
mission concluded that:

- short-term economic stabilization measures should be harmonized with overall development
objectives in order to create the right long-term environment for industrial regeneration; ™

recovery and development of the agricultural sector is 2 prerequisite for industrial development;
- alarge-scale programme cf public works i needed to improve the physical inirastructure, and;

- general education and technical training deserve high priority in ¢: der to increase the availability
of qualified personnel.

(c) Keaya

Compared to most SSA countries, Kenya’s economic performancs, despite significant fluctuations has
been generally impressive.  Manufacturing is a leading secinr of the economy, accounwing for »bout 12 and
14 ner cent of GDP in the mid- and late-1980s. Recent years have experiecced, however a experiznced a
significant decline in manufacturing. Available data suggests annual gioss investment declined sinee 1978.
In 1985, gross investment was 40 per cent of its 1978 level in real terms. The reasons for the stymied
manufacturing growth in recent vears were the vaniable cconomic conditions and uncertainties in the business
cnvironment.

Stagnation in Kenya’s manufacturing is reflected in the fact that these has been very little structural
change in the sector and the whole economy as a whole.

Kenya's manufacturing sector is basically oriented to meet domestic needs; it bas been esiablished to
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cater for the domestic market through a policy of import substitution. Thus, high levels of protectica were
provided for key manufacturing sub-sectors such as metal products, wood products, paper, non-electrical
machinery and feruiizers.

Ago-industry is the most important sub-sector. It comprises the food, beverage, leather, textile, wood
and paper products. Food, beverage and tobacco products alone acoounted for about 44 per cent of MVA
m 1987. Other branches of agro-industry (textiles and garmeats, leather prodvcts, wood and paper products)
accounted for. on the averzge, another 12 per cent of MVA. The remaining 44 per cenf wars 2ccounted for
by a relatively wide range of other branches such as petroleum, rubber, plastics, caemical, metal, cement,
glass and ceramic products’. On the whole, the branches producing intermediate products account for an
insignificant share of MVA in comparison to the ~onsumer goods branches (large:y food, beverage and
tobacco products).

Surveys'of Xenya’s manufacturing sector found many firms prodacing at less than optimal capacity -
50 per cent or less. Under-utilization of indastrial production fadilities is one of the major factors found to
hinder the renewal of economic growth in Kenya. This and other problems have nrevented manufacturing
from not generating a dynamic growth process and from satisfying the domestic and export market cemands.

The Government of Kenya bas stressed the need to re-orientate the country’s productive capacity
towards export production and to raise productive capacity to sumulate growth. In cddition, it has
empbasize the need 1o raise efficiency in manufarturing, particularly n the parastatal sector.

The Government is not ~nly awar of the problems of manufacnuring indnistry, but also the need for
industrial rehabilitation and regeneration.  n its efforts to create enabling environment for iuJdustrial
regeneration and economic growth, the Goverrment with the support of the World Bank adopted structural
policy measures. These were policies meant to stifle the influence of the state ir the econotay and correct
the negative efiects of hitherto impcrt substitution policies. The n=zave cffects include: the slow down of
overzll growth; the sluggish performance of exports; the rapid growth of foreign pubiic debt and service
payments strangling needed imports and hence threztening fiture growth, and; the persistent budget defiat
aad the squeezing of the private sector of needed capital

A series of measures have been taken recently to implement Government policies. They include the
followi. g:

- streamlining of tax system to include reduction in. morporate taxes from 45 to 40 per cent, the value
added tax (VA T) was intreduced in 1990 to replace the previous sales tax;

- modification of import licensing svstem to libei. 't impostation;
- streamlining and simplification of tariff system, and;

- modification of investment regulation and sysiec to attract sigmficaat inflow of private foreign capital
(FDI).

Major industrial policy changes were introduced to provide incemiives (e increase exports of
manufactured products. Thus, a package of policy include measures to: simplify tariff and impori-licensing
systems to liberaiize imports (e.g., less quantitalive restnutions on imports: export compersation schemes for
exporters of manufactircs; cxempt manufacturers from sales tax); devalue the sational currency and create
aforeign-exchange-rate regime; reguiate and case procedures for estabishment of business ventures and case

‘. Central Eu.cau of Statistics, S{atistical Abstractc 1989, Nairola p. 126.

*, UNIDO, Kenya: Sustaining Indus.riai Gruwth througn Restrocturiog and Int=gration, Regional and

Country Studics Branch, UNIDO, PPD.8S5, 22 Junc 1988; World Bank, Industrial Sertor Policies for
Investment and Export Growth, World Bank Report No. 6711-KE, wol. 1, 22 June 1988, pp. 9-11.
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repatiiation of business profits; reduce the number of products subje to price control and; assist poteatial
exporters to travel to promote their products and support the informal manufacturing sector. Through its
diverse policy changes including privatization of many parastatals, the Government is on the path of creating
an ¢nabling environment for business initiative, and, hence, rehabilitation.

(d) Liberia

Throughout the 1980s, the Liberian economy has suffered severely from mismanagement and a decline
in raw material earnings. The growing differential between the official and parallcl market rates for the two
legal currencies (the U.S dollar and the Libenian dollar) has exacerbated problems.

Thz Government of Liberia responded to th 3 economic crisis by launching the Economic Recovery
Programme and The Green Revolution in 1986 and by agrecing to a team of US experts (the OPEX team)
participating in the management of the public sector. The OPEX team arrived on a two year contract in
January 1988, but left after only one year. It bad Lmited success in improving Government reveaue
collection and the functioning of certain aspects of the industrial infrastructure, but was not in a position to
solve the Governmeat’s fiscal problems.

The main objectives of the Ecoromic Recovery Programme are to improve management in tire public
sector and to implement measures leading to renewed growth. This can be achieved, inter alia, by improving

the productivity of Liberian farmers and by strengthening industrial production based on ihe wide range of
natural resources.

The budget crisis is also being seriously addressed by the Government, with strong emphasis on
containing expenditures. The central government deficit was halved i 1987/83 (July-June), although therc
remains much scope to boast revenue collection.

Liberia’s manufacturing sector is small, its share in GDP having decreased from 10 per cent in 1979 to
approximately 7 per cent in 1986. The most important branches are food and beverage products, accounting
for over 50 per cent of manufacturing output in 1985. There is considerable potential for wood processing,
and recent Government measures are designed to stimulate this activity.

General observations and recommendations that also apply to other countries in the UNIDO study
include the need for improvements in physical infrastructure and training, less administrative interference
in public enterprises, greater reliance on domestic raw materials, and the introduction of allocation systems
for forcign exchange to purchase essential parts and inputs.

Recommerdations specific to Liberia include:

- formulation of a coherent policy framework, oot only for the manufacturing sector, but for the
economy in general, and;

- strict adherence to the new Investment Code, so as to ircrease the confidence of potential investors
in the Liberian econoiny.

(e} Morocco

High phosphate earnings in the early and mid-1970; had cncouraged rthe Government ro initiate
large-scale public works programmes, partly financed by external borrowming. A number of capital-intensive
manufacturing projects were initiated, and a highly protective environment was created for them.

However, the collapse of phosphate prices in the late 1970s broughr about much more difficult
conditions, and the Government had to borrow increasingly just to completc the investment programmes
which werc already initiated. Some attempts were made after 1978 10 stabilize the economy, but another
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serics of public investment programmes was initiated in 1981. Military action in the Western Sahara was
an additional drain on public spending.

Between 1975 and 1983 the public debt ros= more than sixfold, reaching $11.2 billion in 1983 (84 per
cent of current GDP and 290 per cent of current exports). The carrent account deficit grew to 13.3 per cent
of GDP in 1982. Mecanwhile, international interest rates had been rising rapidly, and the amount of credit
available on concessionary terms had dwindled. Morocco fonnd it increasingly difficult to service its debt
burden, the more so as prolonged droughts in the ecarly 1980s significantly reduced its agricultural
performance.

By mid-1983, Morocco had virtually no foreign exchange ressrves left, and had to reschedule its debts.
At the same time, it initiated an economic restructuring programme with IMF and World Bank assistance.
This programme had two major objectives:

- arapid stabilization of the cconomy by a reduction of aggregate demand and of the Government
deficit, and;

- change in the structure of key economic and social sectors to increase the productivity and
competitiveness of Moroccan agriculture and industry.

() Tanzania

Tanzania’s current economic crisis began to surface in the 1970s, when the growth rate of its key
agricnltural and industrial sectors declined dramatically. During the period 1980-1985, the volume of
economic activity increased by an average of only 0.7 per cent per year.

In the period 1970-1976, valv. added in agriculture grew at an annual rate of 1.01 per cent, while the
population was increasing at an annual rate of 3.3 per cent. The poor performance of the agricultural sector
was caused by drought in some parts of the country, low and declining producer prices, inadequate research
and extension services, and poor marketing channels. These problems were exacerbated by drastic
institutional changes (¢.g. villagization and the replacement of co-operatives by crop authorities), and by the
inadequate allocation of resources to agriculture.

This low rate of agricultural growth led to stagnation in the volume of exports, as 80 per cent of all
exports originate in this sector. Coupled with the declining terms of trade for the major export crops, it also
resulted in 2 decline in the value of exports. The drop in agricultural export revenue precipitated a shortage
of foreign exchange to import essential inputs, equipment and spares for all other sectors; the industrial
sector, as well as transport, communications and other physical infrastructure were soon operating well below
capacity due to the lack of aecessary imported inputs.

The Tanzanian economy was subjected to further strain by the collapse of the East African Community
in 1977, by regional conflict in 1978/79, and by sharp increases in the price of oil in the 1970s, as well as by
the gencrally import-inteasive investments which it made during th  1970s. These developments, which
ererted considerable pressure on the balance of payments to the extent that they required substantial
expenditure of foreign exchange, also cuntributed to the budget deficit in that they were largely financed from
the government budget. Deficit financing led to an increased moncy supply and thus contributed to
inflationary pressures in the economy. Gross capital formation aweraged over 25 per cent in the 1970s, but
the capital stock created could not be fully utilized due to the scarcity of imported inputs and to the
deterioration of plant resulting from inadequate maintenance.

Attention in the 1980s turned to a search for ways of rehabilitating the run-down capital stock, especially
in industry, physical infrastructure and agriculture. Rehabilitation and better utilization of existing canacities
were endorsed by the government as a more efficient means, than to reliance on new investment for reviving
cutput, alleviating the shortages of goods in the economy, and easing the rate of inflation.
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Redirection of efforts towards rehabilitation began in the National Economic Survival Programme of
1981-1982, when it was stated that the focus would be on the consolidation of overall production, the
completion of ongoing projects and the better utilization of existing capacity before embarking on any new
projects. This focus was articulated further in the Structural Adjustmeat Programme (1982-1985), which
stated that priority would be accorded to the rehabilitation of existing capacity, and which either postponed
or cancelled a number of projects planned for implementation, except where new projects were seen as
essential to climinate bottlenecks n production. The emphasis on the rehabilitation of existing productive
capacity was further stressed in the Economic Recovery Programme (1986-1989). and the Government
pledged to reduce state intervention in industry and boost incentives for farmers.

(® Zamlia

Zambia’s dependence on copper mining is the key characteristic of the economy, and a major cause of
the country’s present economic difficulties. -Low copper prices, combined with a concentration of resources
on the needs of the urban population, bave forced the country to borrow heavily. Copper prices remained
below their 1974 peak cven in nominal terms until the sccond half of 1987. The urgency of rehabilitation
is highlighted by current estimates that copper reserves will be largely exhausted by the year 2000. This has
resulted in stagnation in the highly import-dependent manufacturing sector. The 1987 Interim National
Development Plan (INDP) represents an attempt to diversify away from copper and to find new ways to
generate and conserve foreign exchange, by emphasizing domestic resource-based industries that produce
both basic consumer goods and non-traditional exports. Performance in response to the INDP was, in
certain key aspects, indifferent, and changes, such as exchange rate policy, have been made.

Most of Zambia’s larger industries are Government-owned, and political interference has been common.
The present reform measures are viewed as serious attempis to liberalize and stabilize the economy, and to
provide a sound basis for rehabilitation programnmes.

General recommendations for improvement include reduction in Government interference in matters
affecting manufacturing enterprises.

Recommendations specific to Zambia include the following

- the strengthening of government’s capacity to formulate and implsment appropriate measures and
to monitor industrial development projects, and;

- the strengtheniag of the advisory capacity with regard to rehabilitation and new investmeants of the
Industrial Development Corporation (INDECO), an institution controlling the larger part of the
country’s industrial enterprises.
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PART 2

CHAPTER 4

MAJOR FINDINGS OF REHABILITATION PROGRAMME AT INTERNATIONAL/REGIONAL,
COUNTRY AND SECTORAL/SUB- SECTORAL LEVELS

4.1 Findings at the international and regional level

(a) Coastraints

The major findings of the UNIDO special reports at the regional and sub-regional level are treated in
this section, while firdings at the country, sector and enterprise level are discussed in the remaining three
sections of this chapter. For each level, the most significant constraints, institutions, policies, performance
measures, and objectives are bricfly outlined below.

There are many interrelated constraints at the international level which hinder the development of
industry in the six countries and in Africa in general. Among the major macro-economic considerations are
(2) declining terms of trade; (b) exchange rate fluctuations; (c) rising interest rates; (d) increasing debt
service obligations; (¢) decreasing levels of external capital investmeat; and (f) decreasing levels of
development assistance.

The declining terms of trade for many African countries including the countries of survey has caused
great difficultics. The fall in copper prices after 1974, for example, severely undercut Zambia's economy,
which has not even fully benefitted from the recent price improvemeats, due to infrastructural bottlenecks
and capacity limitations. The generally rising petroleum prices have hurt most African countries, and sudden
price variations have also hindered the development of petroleum-exporting countries such as Angola, which
was confronted with a balance of payments crisis in 1986, due to a sharp fal! in crude oil exports. The terms
of trade and foreign exchange carnings in Kenya in the 1980s fluctuated widely, due to wide variations in the

international prices for coffee and tea  When the export earnings fell, the Kenya authorities tightened non-
tariff import controls.

Exchange rate fluctuations affect not only trade volumes but also the size of each country’s debt
burdens. A rising dollar, for example, may increase export revenues of primary commodities priced in
dollars, but also adds to the burden of repaying foreign debt obligations which are denominated in dollars.
Some countries are faced with powerful adverse effects from exchange rate movements of more than one
foreign currency. Morocco, for example, is paid predominantly in dollars for its exports, but imports
substantially from France. In the mid-1980s the strength of the dollar in selation to other Western currencies
reduced the cost of its imports although the reverse has since been the case.

The higher intcrest rates of recent years have added to the problems in the mid-1980s of high dollar
exchange rates and have played havoc with developing countries’ efforts to service their debts. This has
directly affected African manufacturing by raising the already high cost of new foreign credits. In the period
1983/4 - 1987, the Liberian trade surplus rose from US$ 20.8 million to US$ 563 million. But, the current
account defiat grew from USS$ 26.5 million to US$ 47.7 million, due largely to increasing interest rates.

The extraordinarily rapid inaease in debt service obligations for many countries have exacerbated their
financial difficulties, leading often to rescheduling agreements which have served only to delay repaym.-at
burdens. The huge debt service burden has been the main factor responsible to for Liberia's overall balance
of payment deficits in the period 1983/4 and 1987.

Decreasing capital flows from developed countries have been the rule in recent years, with resulting
shortages in foreign exchange for investment or other purposes. For most African countries, private capital
flows have become negative. Since 1983, for instance, the inflow of foreign finance into Tanzania stagnated
and declined, partly because the government had not yet concluded and agreement with the IMF and
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payments arreas were accumulated rather rapidly. Following the signing of the 1986 agreement with the
IMF, however, the inflow of financial credit for the rehabiliatation of the economy cased counsiderably.

Levels of donor assistance have been increasing for such countries as Angola and Tanzania, but bave
stabilized for Zambia and actually decreased for Liberia. This must be placed in context, however, in view
of declining private investment and increasing debt service obligations, factors which outweigh by far the level
of donor assistance.

(b) Institutions

The economic downturn in 1980s caused by: the balance of payment problems; sharp drops in both
public and private investment; deterioration in the terms of trade, leading to the severe foreign exchange
shortages and the debt burden; inappropriate national economic policies, and ; political strife, for example,
in Angola created greater need for economic co-operation among African countries. Efforts at accelerating
economic integration in order to be able to compete as an economic eatity and not as individual states in
increasingly competitive financal and economic environment. Intra-regional trade >o-operation becomes
more effective only within the framework of common industrial policics. Where governmental resources for
promotion of industry is limited, inter-regional co-operation enables inflow of financial technical assistance

Institutions considered include those which have giobal coacerns (e.g. United Nations), as well as those
with a concern for the Africa region (e.g. Organization for African Unity, Economic Commission for Africa),
for a specific set of African and other member states (e.g the Lome Coavention), or for a relevant sub-
regional grouping (e.g SADCC and PTA East and Soutbern Africa). Membership of the six countries
surveyed is shown in table 6.

Table 6: Sub-regional and international organizations:

Membership of countries surveyed

Country 1 |2 |3 14 ]51]6 7 8 ]91}10 I
Angola XXX |X]|X]|X] X I
Kenya X{X|X|X]| X i
Liberia X1X XIX{X}| x| X

Tanzania X|IXIX[IX|X]| X]| X I
Morocco X X X1 X1 X I
Zambia XX |IX1X|X|X]|X l

Note: 1 Mano River Union; 2 Economic Community of West African (ECOWAS) States; 3 League of Arab
States (LAS); 4 Preferential Trade Area for Eastern and Southern African (PTA) states; § South African
Development Co-ordination Conference (SADCC) states; 6 Organization of African Uaity (OAU) states;
7 African, Caribbean and Pacific group of States (ACP); 9 United Nations Industrial Development
Organization (UNIDQ) member states; 10 Economic Commission of Africa [ECA) member countries.

United Nations agencies, including regional bodies such as the Economic Commission for Africa and
specialized bodies such as UNIDOQ/UNDP, have shown a particular interest in African economic
development, including both agricultural and industrial aspedis (¢.g. the Second Industrial Development
Decade for Africa-IDDA II), in the context of persistent current account imbalances and rising debt levels,
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The Orgapization for African Unity bas played a key role in the formulation of African development
strategics, having takea the lead role, for example, in the dedaration of IDDA. It has been particularly
supportive in the development of sub-regional institutions such as SADCC and ECOWAS.

The Lomé Cogventiog is a trade and aid agreement between the Evropean Community and 66 African,
Caribbean and Pacific states, including 45 African states, which guarantees duty free entry to the EC for
certain commodities. The Lomé Convention enables the European Iavestment Bank to play active role in
the supply of investment funds to agro-industry and for economic rehabilitation within the SADCC region
induding Angola, Tanzania and Zambia. Following the 1986 Harare Coafereace, a region-to-region co-
operation mechanism was established between SADCC and the Nordic countries (Danmark, Finnland,
Iccland, Norway and Sweden). The Nordic-SADCC fund was created to help finance amoag other things
maintenance and rchabilitate production capacity in the SADCC countries.

p -Dti ! : st and Southern Africa (PTA), which presently has 15 member
gmagmdudmgTammandbmhAamstolixnhzcu:dgmnagcwopaammmdustq
agriculture, transport and communications, and create a regional commoan market.

! i afereoce (SADCC) bas nine member countrics,
mdudmgthrecofthcoounmsmdied(Angoh,TammaandZambua) It secks to increase trade among
member states by harmonizing tariffs, complementary planning of infrastructural and industrial projects, and,
where politically feasible, co-ordinated production.

Liberia is a member of both the Economic Community of West African States (ECOWAS) and of the
Mapo River Union (MARIUN), two regional organizations which seck to promote trade among member
states through harmonization of tariffs, gradual elimination of all rade barriers, and identification of
industrial and other projects in member states which have the greatest comparative advantage within the
cnlarged market.

Increasing prospects of economic integration in Africa is becoming more lucid as new world trade blocs
such as the EC’s single market in 1992 emerge. Economic co-operation ameng African countries is expected
to involve activitics such korizontal and vertical integration of production units in industry, agriculture and
other economic sectors at both the national and inter-regional level. However, the benefit of economic
economic integration such as: more production and more prosperity through better allocation of scarce
resources; more cfficent production thanks to scale economies and keenzr competition, and; improved terms
of trade for the sub-region in respect 10 the rest of the world is not fully utilized. Several factors and
obstacle hinder efforts at full economic integration. These include:

- weak institutional capadtics and capabilities; political, legal, administrative systems are complex
and as a result significant institutions and bodies for economic integration are under-developed and
unco-ordinated;

- ill-defined role and narrow perception of role of industry in national and regional economic
development;

- ineffective economic and industrial policies and measures, and divergent national policies and
interests which prevents coovergence and barmoaization on sub-regional issucs and matters;

- less developed physical infrastructure including transport and communication systems which tend to
hinder flow of information tor policy makers, manufacturers and consumers;

- diversity of political, linguistic and monetary systems and primacy of nationalistic interests which
result in the imposition of protectionist measures (import resinctions, ctc.);

- complementarities of commodities - most SSA countrics produce the same type of goods and
commoditics, especially agricultural thus, limiting trade, ctc.
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For example, cfforts at fostering co-operation in western Africa have not been very suocessful, by
companson with the SADCC countrics, due to the lack of cffective strategies for promoting industrial
policics, and the relative lack of support to these organizations from cither member states or outside parties.
An additional factor has been the dominatioa of the community by the economic giant of the region, Nigeria,
which bas a far more developed and diversified economy (and manufacturing subscctor) than the other
members. Western Africa thus cootinues to be characterized by a mukipbcty of non-convertible currencies,
a relatively small proportion of intra-regioaal trade, and 2 lack of specalizatior in production, with member
states producng similar types of goods a situation not condudive 1o lage trade.

In order to develop and strengthen regional ard sob-regional co-operation among African, espedally
in the ficld of industry, essential support services would be needed (from UNIDO, UNDP, etc.) to promote
project investment funding; build institutional capabilitics /capacities through training, planning, etc; develop
industrial information and data systems; organize technical consukiations among African countries and
donors; establish industrial promotion co-ordinating committees; assist countrics in rehabilitation and
expansion of existing national and multinational projects, etc.

(c) Policies

The major policy instruments in the hands of international actors indude: trade policy; exiernal aid
flows; direct project assistance, including both finandial and technical assistance; and provision of loans, as
well as debt restructuring or debt relief measures.

Trade policy remains a problem; in addition to probiems experienced on a global level, there has been
a disappointing rate of growth in intra-regional trade, which has shrunk as a proportion of African trade.
Tanzania’s trade with PTA countries on the 1980s, for instance, declined sharply, due to the overall
stagnation of import capability. In addition effective mechanisms for trade promotion in the PTA were by
then not put in place.

External aid flows are not well co-ordinated. The bezefits to be derived from increasing donor activity
in Tanzania, for example, have been lessened by unco-ordinated donor assistance and the apparently differing
motivates of individual donors. In some cases, the country concerned has not clearly defined its own
development policies and (asserted or) reasserted its own role in development co-operation.

Project assistance, including both financial and technical assistance, is a key policy instrument, which
is again interpreted differently by donors. While the co-ordination between donors, usually organized by
international institutions, has probably improved in the 1980s, there are still too many cases when two or
more donors prescat different solutions to a problem (such as the location of a new power station or road)
in order to push their own national commerdial interests. In most cases, scarce investment resources were
spread over a wide arca without getting the focus nght

Loan and debx policics of multilateral and bilateral creditors, have started tentatively to reflect African
realities. Since the Toronto summit several developed countries (e g Belgium, France and the USA) have
introduced relief packages. Debts have been cancelled and interest rates seduced, but the packages have
concentrated on development loans, rather than balance of payments, lending and government guaranteed
commercial credits. Multilateral organizations, such as the IMF, World Bank and African Development
Bank, have softened their terms, but stopped short of cancellation.

Additional policy tools which are particularly useful for regional acturs include: co-ordination of
infrastructure development; supply of inputs and spare parts; finandal institutions; production; marketing;
and training and technical assistance. The following focuses on regional aspects of these policy tools, as the
global dimensions arc trcated in chapter 3 above.

, involving 2 major road and railroad rehabilitation and raaintenance
programme, is nceded both within and among countries in the region, so as to reduce vehiclc maintenance
and depreciation costs and improve delivery times and charges. Onc major examplc of regional
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infrastructural development relates to the eventual rehabulxation of the Beaguela railway, as part of the
ten-year development plan prepared by the Southern African Transport and Communications Commission,

which would bave important implcations for the rchabilitation of Angolan agro-industry, as well as
export-onicated industries in Zambia.

In addition to co-ordinating the supply of major inputs, a specific saggestion was made in the Zambia
report for an in-depth investigation into the possibility of establishing a “Spare Parts Agency” within SADCC
to facllitate the purchasing and stocking of spare parts for industrial crstomers, thus reducing the need for
large inveatories or lengthy waiting periods for esseatial spare parts.

Coasideration need to be given to proposals made by SADCC and its partners for the streagthening of
industrial financial institutiogs, particularly as they relate to the financng of industrial inputs, export credits,
equity boldings and cross-border investments, as well as for the formanon of 2 region-wide SADCC business
sector group to help strengthen working relations and promote understanding between local enterprises,
foreign mvestors and government services. In this connection, the experience of the Beira Corridor Group
could by a useful starting point.

of complementarity, as well as sharing of facilities in the region wherever this is feasible. In particular, there
must be concerted efforts to encourage substitution of mported inputs by local inputs from the region. This
may involve identification of possibihitics for sourcing complementary inputs from within the region (cg
whether Tanzanian sisal could be used in bag manufacturing in Angola), as well as an exchange of
expericnces on progress made by the more successful countries in making use of local inputs as substitutes
for imported inputs.

Marketing and trade coptacts need to be further developed, 2s through the identification of joint
activitics within the region, and linking users and producers of varioos goods and services, and ideatifying
vertical linkages among them. The regional market can help to make better use of existing production
capacities (¢.g. supplies of paper materiaks from Southern Paper Milk in Tanzania could be used in paper
packaging activities in Zambia). Support services in the area of standardization and quality control would
enhance regional trade and joint activities in the area of production, maintenance, engineering services and
consultancy. National standards bodics are being established or strengthened in the SADCC region, with
resources being mobilized specifically for this purpose. The compiation of a bist of goods and services
currently exchanged in the SADCC region and the relevant technical regulations governing them is being
prepared, so as to facilitate harmonization of standards and certification systems. In ECOWAS it will be
pecessary lo introduce trade representation abroad, geared to specific export markets.

Training facilities and opportunities need to be given particular artention within the regional context.
For example, an inventory of training institutions in the SADCC regon has recently been completed, and
there is now a need to devise ways for the utilization of common trainmg facilities (¢.g. managemeat iraining
programs sponsored by the Eastern and Southern African Management Institute, based at Harare and
Arusha). Morc attention nced to be given to on-the-job training for technicians at other firms and
institutions in the region. Speaal attention has to be paid to ckills training in rehabilitation in speaific
industries.

Technical assistance in the SADCC region, for example, can be improved through a network of
consulting and engineering design organizatioas which specialize in vzrious ficlds and bave gained different
expericnces in the 2rea of rehabilitation.  Projects could be designed »ith a view to making better use of
their varied expericnces with respect to information exchange, seminzss. identification of joint ventures, joint
development /consulting activities, ctc. As with other aspects of regpoaal co-operation, technical assistance
within ECOWAS and MARIUN has been practically non-existent, zad much needs to be donc.

(c) Performance and objectives

The major performance measures for comparisons of progress among African countrics toward
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3industrialization indude GDP (mn absolute terms, in terms of relative rate of growth, etc), MVA (in
absolute terms, in relative growth terms, and as a proportioa of GDP). Both GDP and MVA are often
expressed in per capita terms in order to take into account the rate of demographic growth, which is a major
factor in the African context. Such indicators are particularly important as a means of assessing the degree
to which the countries of Africa are dosing the gap which separates them from other developing countries.
These consideratiocs are treated at length in sectioa 3.1 above.

Objectives at the global level are not as clearly defined as is the case for an individual country or fum,
since there is a wide range of scparate actors secking to define international standards and priorities. It is
nevertheless instructive to look at the objectives which have been set forth for the Africa region by the major
global and regional actors.

The perspectives of the World Bank, the UNDP and the ECA are treated at length in chapter 3 above.
Although differing considerably on speafic details and gencral assessment of trends, these agencies have
mutually reinforcing views on the need to reduce the gap in Africa’s economic and industr:al developmeat,
with a marked emphasis on agro-industry. In general, the major actors at the internztional level have voiced
disappointment at the lack of achicvement of defined objectives for IDDA. This has led, however, to a
rencwal and redoubling of efferts, as through the proposed dediaration of a Second Industrial Development
Decade for Africa.

42 Findings at the country level
(a) Coustraints

The constraints at the country level are organized in terms of three categories: geographucal and political
conditions; macro-cconomic conditions; and international economic relations, including trade patterns, capital
investment flows, aid flows, and debt repayment pobces.

Geographical conditions refer o relative resource endowments and other conditions affecting cach
country individually. as well as constraints which are posed by each country’s regional context. A country
such as Zambia, for example, must manage with its land-locked situation, a precarious state of secunty along
its major export routes, pressures to avoid marketing to or through South Africa, and great distance from
markets in the developed countries. The fluctuating impact of climatic conditions and regional conflict must
always be taken into account.

Macro-economic conditions are of paramount importance. Although the UNIDO programme focuses
primarily on rehabilitation of individual plants, the successful implementation of recommendations regarding
the regeneration of manufacturing industry in a country such as Anyola depends on the overall long-term
recovery of the economy, which in turn requires the reestablishment of peace in the area.

Intermational cconomic relations relating to trade, capital investment, donor assistance and debt
repayment are treated in chapter 3. The main point to be emphasized here is that constraints upon
individual countries relating to trade, capital, aid and debt repaymeat flows are interlocking. It is clear, for
example, that persistent trade deficits create a need for the generation of foreign exchange through some
combination of externally provided private investment and donor assistance. Similarly, a lack of investment
capital for projects can lead to external borrowing. On the other hand, growing debt and cumulative
balance-of-payment deficits tend to discourage the very donors and, particularly, the investors whose capital
is nceded to stimulatc cconomic growth.

(b) Institutions

Institutions at the government level are well established and exercise a much greater degree and breadth
of authority than is the case at the global or regional level. The institutions of pasticular concern in this
context are those responsible for: overall economic planning; promotion of industry, and promotion of
exports.
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The central ccovomic planning institutions in the countrics under review coatinue to play a major role,
in spite of the widespread trend toward privatization and a reduced role for government. The UNIDO
missions found, however, that many of the functions exercised by institutions involved in industrial
development are carmied out inefficiently and should be reviewed. In some cases, weaknesses were pointed
out for government attention. For examgle, there are three governmea'al ageacics in Angola respoasibie
for import procedures within their respective ficlds, but no co-ordinating body has overall respousibility to
casure that the system works i a timely and coberent fashion. In other cases, specific recommendations
were made regarding ways to in prove the performance of the these institutions. For example, in Zambia,
where the regular reshuffing of INDECO’s key personnel is an obstade to contmuity in business operations
and to the accumulation of expericace at the enterprise level, 2 recommendation was made for more stability
in plant management, together with greater freedom for managers to make business decisions. A
strengthened INDECO would have a better industrial advisary capaaty for both rehablitation projects and
new investment.

With respect to industry, the mam counterpart institutions with which UNIDO works are the Ministére
de I'Industrie in Angola, the Ministry of Commerce, Industry and Transportation in Liberia, the Ministére
de P'Industric in Morocco, the Ministry of Industry and Trade iz Tanzania, and the Ministry of Commerce
and Industry in Zambia. Ministries concerned with national planning, finance and trade are also important
to consult, as are the various institutions set up for parastatals or co-operatives.

Institutions for export promotion are not always appropriate to the task. In Angola, for example, the
several institutions involved in promoting exports, have almost 0o commercial representation or trade o~ :s
abroad. Zambia’s Board of External Trade is also not sufficiently well represented abroad, mainly due to
the high costs involved. In Liberia, too, there are no permanent trade organizations abroad for export
promotion, and most compaaies seem to promote their own products with little governmental assistance.

(c) Policies

The major policy vanables are: general polides toward stimulating economic growth; tax and tariff
policies; foreign investment conditions; industrial ownership; wages and prices policies; and human and
natural resource development.

(i) Macro-ec.nomic policies

In Liberia, rchabilitation and promotion of manufacturing, especially based on renewable natural
resources, agriculture, forestry and fisheries, requires a coberent policy framework which would include
policies toward protection, taxation, credit, exchange rates, and interest rates. The new Investment Incentive
Code includes the Government’s proposal to pursue scriously the establishment of secondary processing
industries, an indispensable element for industrial development.

In Tanzania, there is as yet no coberent strategy for industrial rehabilitation; priorities need to be
established and translated into specific action programmes. As implementation of Tanzania's Economic
Recovery Programme proceeds, attention should be directed towards re-establishing macro-economic
equilibria within a relatively short-term policy perspective. Since the existing distortions are still substantial,
the short-term adjustment process could present serious problems for the authoritics, and, if not carefully
monitored, interfere with long-term grewth and development objectives.

(ii) Tax and tariff policies
In Liberia, the manufacturing sector is heavily dependent on imports of cquipment, intermediate inputs
and raw matenials. Import dutics, especially on machinery and spare parts, often raise production costs to

uncompeitive levels.

The Tanzanian government nced to be continued to review its tax, and tanff policics. Under prescnt
circumstances, potential exporters making use of inputs from domestic enterpriscs may be subjected to




import dutics and/or sales taxes.

The export retention scheme, while justificd as a temporary measure, has produced some negative
effects. Producers have 2 stroag incentive to export goods to obtain access to much needed foreign
exchange, but, in some cases, these exported goods are also sought by domestic producers who cannot obtain
adequate supplies to maintain production levels. Such distortions would disz2ppear with the beralizatica of
markets.

Many Tanzanian manufacturers are dependcat oa imported raw materials, spare parts and machinery.
Priority in foreign exchange allocation has been given to raw material mnports so as to prevent the flow of
products stagnating. Raw materiaks, spare parts and machinery imports bear variable tariff rates and add
to production costs. However, these short-term costs will be offset in the longer term by increased
production and profitability.

The steep devaluation of the Tanzanian shilling since April 1986 has meant that those companies with
weak financial structures have struggled to meet cash cover requiremeants for importing inputs. Credit
allocations did not remedy this problem, partly because of the credit ceifings under the IMF agreemeat and
the relatively large share of credit allocated to co-operatives and marketing boards.

The overriding constraint faced by many companies in Tanzania has beea the shortage of foreign
exchange needed for the importation of spare parts and machinery. The system of forcign exchange
allocation even under the revised schemes is still too slow; attempts should be made to speed up procedures.
Wherever necessary, the production of spare parts should be encouraged and promoted. In some contexts,
a selective taniff structure should be worked out, with high rates oa competing imports and low to zero rates
on non-compeling imports.

(iii) Foreign investment incentives and restrictions

The attraction of Liberia as a bost economy to private investment should %= enhanced by the section
of the proposed Investment Inceative Code eatitled “Security of Lovestments®, according to which, locai and
foreign investments are guaranteed by the Government and are fully protected by law. Provisions are also
made that private enterprises cannot be nationalized under any crcumstances.

The Government of Tanzania is preseatly cousidering changes in its Investment Code, with a view
toward stimulating more forcign investment. However, this may place at a disadvantage poteatial Tanzanian
investors who would be in a weaker position than the foreign investor, mainly because of limited access to
foreign credit and technology. Special measures are also needed to encourage Tanzanian private capital to
play a more significant role in the country’s development.

A general point to be made about investment incentives is that the African governments are competing
for limited external capital. It is not sufficiem to offer attractive terms; the latter must stand the test of
international comparisons, particularly as the dramatic political events in Eastern Europe since the final
quarter of 1989 have raised legitimate fears that Western business interests will show less interest in African
projects. The investment record of those same interests in Africa has been poor, with exceptions in natural
resources (e.g oil in Angola, gold in Ghana and diamoads in Botswana).

(iv) Share of public and private enterprises

Serious consideration need to be given to the overall organization of the manufacturing scctor; many
of the bencfits of the Economic Recovery Programme in Tanzania could be wasted through continued
support of largely inefficient parastatals. The Government of Tanzania should further consider whether to
retain public ownership of its parastatals; these parastatals should be ranked according to their contribution
towards overall development objectives, with resources channelled according to clearly established priorities.

The lack of competitiveness in Tanzanian industry, and the continuation of various monopolistic
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[ -actices, gives cause for concern.  Prospects for inareasing Tanzanian exports of manufactured goods will
be severely curtailed if raw matenal and intermediary inputs have beean inflated by monopolistic practices
or non-competitive markets.

(v) Wages and prices policy

Wages and price poiicy is also a coocern, for example, in Tanzania, where the liberalization of producer
prices has raised raw material mput prices, which are ultimately passed oa to the consumer. Givea fairly
static rcal wages, there is a danger that the demand for coasumer goods (outside the farming consmunity)
will be constrained by depressed purchasing power. The currently stringent economic climate does not
permit at present large wage adjustments, although in July 1989 parastatal employees received their first
increase for more than two years, and some part of the anticipated productivity increases in industry should
be passed on in the form of wage increases. Therefore, the prevailing price control system in Tanzania need
to be reviewed, and greater flexibility intinduced. Attention needs to be paid to the effects that high input
prices have on inany firms; a measare of izput price control for specific industries could enhance company
profitability and maintain the prices of products.

In Angola, the price cootrol system governing both company inputs and outputs, linked with forcign
exchauge shortages, bas had a generally negative impact on production. It has also led to the emergence
of a flourishing parallel market, and contributed to the general collapse in the production of foodstuffs for
sale in urban areas. Much of the economy has reverted to a barter system, in which the local currency has
ceased to play a significant role as a means of payment. These are the problems which SEF is concerned
to address in the monetary field, and whose effective resolution is a prerequisite for the successful
implementation of industrial rehabilitation programmes.

(vi) Human resource development

One of the most important mechantsms for spreading the benefits of development is creating and
maintaining employment, espeaially for rural residents and women. For example, Kenya and Liberia, as in
the other countrics, under survey, some of the firms selected for study play 2 crudal ro!s in mamtaining
present employment and in generating additional jobs in arcas where the closing down of the firm’s
operatioas would bring about a major crisis. This is especially true of remote located wood processing
operations. In Kenya, the Government has established a training school, "Kenya Textile Training Institute”
(KTTT) in order to increase the number of skilled textile specialists. The concept of the training scheme is
weak and women are yet to benefit from the KTTI programme.

(vii) Natural resource development

Liberia, for example, has large reserves of untapped natural resources that are expected to remain
unexploited. Abundant iron ore reserves await exploitation, while the principal forcign investor in *he
industry is considering withdrawal World market price levels discourage new investr.ent. With rubber, the
Government has had somc success in attracting donor interest in project support, but the Japanese tyre
manufacturer which bought the Firestone plantations in 1988 has already started to reduce its labour force.

(viii) Performance and objectives

Institutions at the national level have well-spedified performance indicators in terms of: growth rate;
population growth, which in turn affects income per capita; and stimutation of manufactoyiiiz.g indust. -




43 Findings at the sector and sub-sector level
{a) Cuaracteristics of agro-mdnstry

As discussed in chapter 2, the focus of concern is on brauckes of maaufacturing icdustry which could
properly be designated as “agro-indastry” ic view of their close linkages to the agriculturai sector. In all the
countries studied, aad in nearly all the countiies of Africa, the branches ¢ manufacturing relating to food,
beverages and tobaccu are the nost important in terms of gross output. However, since fond, beverage and
tobacco processing is oten at a t=chnically rudimentary level, its share of MVA is often much lower than
its share of gross output, 1a comparison with, for example, textiles and mineral-bascd industries.

The fuod and beverage processing branches which are covered in a separate paper o branch-specific
reco: amendations are fri:’t and vegetable processing, meat and fish procsssing, stockfeed manufacturing, and
oil milFog. Additionally, the review incorporates two branch:s which are closely related to agro-processing,
packaging materials and wood processing,

Food processing covers both the production of crops and the processing of agricultural raw materials
by the manufacturing sector. Domestic food processing has become an e.scatial element in basic needs
strategics. The fond products subsector sometimes accounts for mor= than 50 per cent of total
maoufacturit.g output and MVA. Agro-processing, wood processing and texiiles together account for well
over half of icdustrial production in each of the countries studied, as in nearly ev=ry African country. There
has be¢ 1 only a very modest shift in a few countries away from agro-processing toward branches of industry
based on a wider range of raw materials, which teud to involve mor- - '~x and capital-intensive processes.

Food processing 1s ar important industry for several reasons. First, .« tends to be lacour-intensive, and
can piay a major role in reducing unemployment, absorbing labour released by growing agricultural
procuctivity and/or land scarcity, and providing additional employment during th= slack season in agriculture.
Second, food processing technologies are oftzn relatively unsophisticated and suitable for small-scale
processing. It is also important because it creates value added from the processing of agricultural raw
materials.

(b) Coastraints

Demand for masufactured food products is generally concentrated in urban centres in the countries

under review (except for Morocco), and the larger processing plants tend to be located in capitals, ports and
other major towns.

Agricultural exports are directed to highly competitive markets, usually in developed countries
characterized by a strong negotiating position against « background of overproduction. The result has been
weak piices, (we extreme examples being cocoa and coffee at the end of the 1980s. Since many African
countries are highly dependent on export crops for their foreign exchange earnings, the consequence has
been a marked deterioration of their balance of payments. Exporting processed agricultural produas would

hielp to boost foreign exchange carnings, by increasing value added and reducing vulnerability to volatile
commodity markefs.

The food products subsector can only perform well if regular, balanced growth in the agricultural sector,
the supplier of its raw materials, is assured. Providing the appropriate stimuli to agriculture is therefore
essential for development in the food products sub-sector. Development «f the latter subsector also requires
access 1o packaging materials, an indispensable element in processing.

Wood processing is based on vegetable raw materials (as is food processing, directly or indirectly), and
faces a number of common problems. Indiscriminate logging, for example, has been a major sourc= of
desertification, which in turn is a major cause of the agricultural crises of many West African countries.
Ways must be found to restructure the branch in such a way as to wake better use of the available raw
materials and to brirg a halt to desertification.
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(¢) Institutioas

There continues to be relatively dosz ministerial contro! w*h respect to th~ planaing and operation of
public enterprises. In Liberia, for example, plans to reduce the role of the state in the economy have
remaired on the drawing board. Parastatals have been targeied “or privatization, but are still in the public
sector, cither because (like the refinery) they offer the governmer. zasily collected revenue or because they
arc o in a financial coadibon to attract any serious buying intere..

\d) Sector-specific policies

Generally speaking, the polices for agro-industry cr for the food processing subsector aiso apply to the
mdividual branches. Recurreat elem=ats in these polices are: increased use of domestic inputs (allied to
campaigns to increase agricultural output), inip:oved domestic supply 6 processed food as part of a basic
needs strategy and stimulation of non-traditional exports such as processed foods. The missions identified
certain steps taken thar are branch-specific, but fall within a broader policy tor the sestor or the econormy
as a whole. Some examples are highhighted below.

- The Governmen: of Aagola subsidizes plastic bags, which in turn are used for exports of ag-i.ultural
products, by allowing enterprises to pay oaly S0 per cent of the impo:t duties for plastic raw
materials.

- In Kenya, imported uncarded ~otton artracts a 30 per cent tanff and no sales tax; similarly,
imported uncarded polyester fibres have 25 per ceut taniff and no sales tax. These tanffs have
tmposed a significant disadvantage o the textile industry, in that, the bans and tariffs against
imported fabrics and clothing have beca so permeable, and hence illusory. As a result, unofficial
imports are large. This tends to restrict the growth of the textile industry

- In Liberia, firms owned by nationals in wood processing have been eacouraged by the Government
to create a professional group, the Liberian Wood and Carpentry Industry Association, whose main
objective is the developrent of secondary wood processing.

- In Tanzania, Jhe Governmeat’s commitment to reducing fruit spoilage, as pait of a policy to raise
putritional standards, has resulted in priority being given to fruit canning over a number of other
agro-industries. For similar reasons (io raise nutritional standards through livestock producticn), the
Tanzanian feedstock industry is given particular encouragement.

- The policy of the Government of Zambia toward the price of cooking oil, whose price is still
controlled in spite of the liberalization of other prices, exerts a negative influence on the oil milling
branch and thus on agro-industrial produciion.
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CHAPTER §

MAJOR FINDINGS OF REHABILIATICN PROGRAMME AT PLANT LEVEL:
STRUCTURAL CHARACTERISTICS

Individual firms, in both the public and private sector of the six countries studied are the focus of
concern in this section. Table 7 ndicates certain salient characteristics of the 23 firms studied in detail by
the respective UNIDO field missions.

Institutions at the sectoral, sub-sector, branch and plant levels are under-developed. The few ones
existing such as ministries of industries and trade etc, R&D, manpower and training institutions and
standards and quality-control institutions are unco-ordinated. For, example, quality-control facilities at the
plant level (in stockfeed plant in Tanzania, vegetable and fruit cann’ag plant in Morocco, etc.) are under-
developed.  Capability and capaaty deficiencies of industrial institutions (‘,oth at the national and plant
level) are basically organizational and budgetary in nature.

5.1 Structure of plants

The characteristics of companics surveyed in the six countries are given below.

(a) Plant history and assets

Majority (about 41 per cent) of total number of firms for which data was available were established
during the carly- and mid-1960s. About 23 per cent of the reporting firms were much older. One plant was
established as far back as 1908, and the others in the 1950s. The rest were commissioned during the 1970s
and carly-1980s.

Most of the old plants were in Angola established by the Portuguese (one of the oldest is a wheat
milling plant established in 1908); the rest in Morocco and Tanzania. Several of the firms reported one or
more expansions of physical capacity, but only a few firms reported undertaking major plant construction
or expansion in the 1980s. Most of the capacity expansion projects (physical and non-physical) were spread
across a long length of time and were partial completed or incomplete projects. In a good number of cases
rash changes in ownership and persistent shortage of operating capital were the main reasons for incomplete
rehabilitation and physical expansion of plants. More than six of the 23 enterprises, especially tose having
interlined production chain such as vegetable oils and soaps manufacturing enterprises reported having more
than one plant.

The value of fixed assets for the 13 firms for which this data could be obtained averaged US $2.9
million, with 2 median of US $1.9 million and a range from US $0.1 to US $11.7 million. Five of these firms
fixed assets valued at less than US $1.0 million, another five had fixed assets valued at between

US $1.0 to US $3.0 million, and the remaining three had fixed assets valued at over US $5.0 million.
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Table 7 Profile of ises included in rehabilitation diagnoss

Enterprisc

1. Angola Private 3114 Fish products

2, Angola Private 3211 Natural fibre bags

3. Angcla Private 3115 Vegetable oils; seed- zakes; soaps

4 Angola Public 3116 Stockfeeds

5. Angola Private 3211&3513  Raffia sacks and plastic bags

6. Kenya Public 3211 Bedsheets; polyester, viscose t >xtile products; linen

7. Kenya Public 3113 Friuts and vegetables (dehydrated)

8. Keaya Public 361 Tiles; crockery; sanitary ware

9. Liberia Private 3111 Prultry

10. Liberia Public 3311 Wood products

11. Liberia Public 3559 Rubber products

. Liberia Mixed 3115 Vegetable als
Morocco Private 3113 Fruit, vegetables

14. Morocco Private 3113 Dates

15. Morocco - rivate 3112 Dairy products

16. Tanzania Public 2113 Fruit products

17. Tanzania Public 3116 Stockfeeds

18. Tanzania Private 3412 Paper packaging

19. Tanzania Public 3112 Dairy products

. Zambia Public 3115 Stockfeeds and maize meal

21. Zambia Public 3513 Synthetic bags for packaging
Zambia Private 3116 Stockfeeds

3. Zambia Public 3 Meat products




(b) Ownership

More than half (12 firms, 52 per ceat) of the 23 firms surveyed are firms owned or controlled by
government and paras:atals. The rest, arc privately owned (10 firms, 43 per cent) and the only one (4 per
cent of the total) is a Liberian firm of mixed ownership (sec figures 7 and 8). The private owners are in
mos!t cases national citizens, although in at least three instances a minority share is held by one or more
European investors. In several cases, there were at least stated intentions to move in the direction of
privatizing governmeat-controlled or parastatal organizations, especially in Kenya and Liberia.

More than half 68 per ceot (15 in number) of surveyed eaterprises were wholly or partiall- Jvod
processing firms. The remainder are predominantly of the wood and paper branches of industry. This re-
echoes the importance of agro-industries in the economies of the countries (and in SSA in general). Firms
of this branch of industry have high forward linkage potentials with other economic sectors and industry, for
example, with the packaging, chemicals (fertilizer, pesticides, fumicides, etc.) industries and other upstream
processing activities such as stockfeed and soap. In Morocco, all 3 plants surveyed were food processing
firms. Likewise are 3 firms each in Angola and Tanzania.

(c¢) Management

The senior managers of ncarly all the privately owned firms, aid of all the publicly controlled firms, are
citizens of the country in which the firm is registered. Exceptions are: a senior manager of one firm who
is a Portuguese, but who has been resident in Angola for over 40 years, and a senior partner of another firm
who is of German nationality and; a German general manager of a parastatal ceramic firm in Kenya who
lived in that country since 1977. New polic; trends regarding changes in investment laws and revision of
enterprise establishment reguiations are likely to lead to future increases in the number of expatriate
personnel in tke top hierarchy of management in manufacturing firms.

(d) Size of enterprise (number of employees)

Four of the 20 firms for which data was available employed kess than 100 perscns (without casual
workers), fourteen employed 100-599 persons, and another four employed 600 or more persons (sce table
8). This concentration on firms which, in the African context, should be considered mediura-scale, is largely
due to the selection process, which focused on rehabilitation of existing firms that have underutilized capadity

but insufficien! resources or expertise to overcome obstacles preventing them from making effective use of
their capacity.

The largest enterprice of the survey is a parastatal textile plant located in Nyanyuki approximately 200
kilometres porth: of Nairobi in Kenya. It is a source of employment for approximately 1,000 workers and
processes textile products such 2s bedsheets, curtains, polyester viscose and linen purpesely for the domestic
market. On the average, the largest enterprises classified in terms of mumber of employees are concentrated
in Kenya and Angola.

A significant feature of firm size is the casual labour engagements. Significant variation in size of firms
due 10 employment or lay-off of casual labour (seasonal labour) mzkes the definition of firms size in the
survey problematic (this is a case problem in SSA as a whole). All the 20 firms for which data was available
relied predominantly on regular employees; 8 of these firms makc significant use of casual workers. Firms
with integrat=d production process (agricultural and industrial) depend on large casual farm labour, especially
in anciliary estat:: farms. s'wo enterprises, a fruit and vegetable canning unit in Kenya and a dairy product
manufacturing enterprise in Tanzania cngage about 27 and 174 casual workers respectively on farm units.

The great majority of workers are male, although some sections, particularly in the food processing and
texile industrics, also employed femnale workers. For the female casnal workers, engagements, especially
on :irms’ farm unit: were important source of additioual income.
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Table 8: Size of firms by number of employees

Below 100 Between 100-599 600 persoas
Country, firm persoas pesoas and above

ANGOLA
Firm A 311 X
Fem B 311 X
Firm C 311 X
Firm D 321 X
Fum E 311 X

KENYA
Firm A 321 X
Firm B 311 X
Firm C 361 X

LIBERIA
Firm A 355 X
Firm B 511 X
Fim C 311 X
Firm E 311

MOROCCO
Firm A 311 X
Firm B 311
Firm C 311

TANZANIA
Firm A 311 X i
Firm B 311 X

Firm C 341 X
Fim D 311 X

ZAMBIA
Firm A 311 X
Firm B 351 X
Firm C 311 X
Firm D 311 X

Note: “X”° represents applicable only 10 firms for which data and information were available.
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(e) Capacity stilization rate

Data for 18 fums was obtained regarding measurable aspects of capacity utilization, including time
utilization and production capacity as well. Data of the individual firms with respect to these indicators were
so varied and incomplete to yicld more meaningful statistical analysis. However, a general indication of the
extent to which the capacity of indvidual plants is utilized will be given.

Information on the indicator of time utilization suggests a tread of bimodal distribution, with either very
little or very much unused capacity, rather than a normal distribution around an estimate of optimal or near
optimal apacity. In terms of the number of operating hours per week, two of the firms reported only 24
to 25 hours per week, and another five had an operating period of between 30 and 45 hours per week, while
at the other end of the scale, one firm reported 84 hours per week, and tea others reported from 120 to 168
hours per week. A similarly large divergence is suggested by estimates for the number of days the plants
were not operational in the previous year; executives of seven firms indicated that there were no days lost.
Another three reported less than 15 days, onc indicated 60 days, and four reported more than 110 days lost.
In terms of intensity of use, three firms reported that their plants were used at about one-third capacity
during operating times, seven reported 40-60 per cent capadity utilization, and the other exght claimed 70 to
100 per cent capacity utilization It was observed that firms in Kenya produced at relatively higher capacity.

Several reasons were cited by senior managers to explain usder-utilization in their factories. These
include the following:

- lack or uregular supply of raw materials and consequent interruptions in production activity and
high production costs - this bottlenecks indicate insufficient development of the agricultural sector
and/or poor co-ordination between agriculture and industry, and inefficiencies in transport and
storage systems;

- lack of packaging materials (metal cans, paper, synthetic and other natural fibre packaging
containers, printing facilitics etc.) indicating that inter-industry linkages are inadequately developed.

- lack of plant machinery, obsolete machinery and lack of spare parts or stand-by equipment,
equipment or mechanical breakdown, use of parts of breakdown machinery as spares for other
malfunctioning machinery and equipment, a practice known as machinery “cannibalism”;

- lack of repairs and maintenance of plant machinery and equipment;

- high cost of energy due to old machinery and high energy consuming processing technology;

- fluctuations in energy supply duc to rampant electrical power cuts, and inadequate or irregular
water supply for processing;

- lack of qualified and experienced management persoanel, skilled technicians and labourers; and

- high turnover of key management personnel and skilled labour due to unattractive salary structure,
and,

]

lack of free flow of information between management and production staff

Allowing for the natural tendency of managers to overlook obstacles to full capacity utilization that may
reflect in themselves, it is nonctheless evident that the most ernitical constraints arc factors external to the
individual firm. [rregular supplics of agricultural inputs and packaging materials is the most frequently
mentioned obstacle. The lack of replacement parts and equipment (often resulting from foreign exchange

constraints) is also a scrious problem. Inadequate or irregular supply of water and electricity represents a
third major category of constraints.




(D) Supply of inputs

Productivity in catirely all the firms is hampered by inadequate supply of raw materials, spare parts,
power and water (water for processing is a scarce input for Moroccan enterprises). Most firms were
therefore more concerned with increasing productive use of already installed capacity than with expanding
their overall productive capaaty.

For nearly all firms studied, the major inputs, both by volume and by value, were locally supplied (e.g,
fish, grains, fruits, wood, palm kernels, quartz sands, feldspar, etc.). Domestic raw material-based industries
are expected to increase value added to processed agncultural commoditics and provide domestic market
for agricultural produce generating, thereby, income, espedially for the rural population and increasing in turn
the cffective demand for manufactured goods. Contrary to expectation, most of the enterprises surveyed had
problem of raw matenal shortage, especially those produced locally. For instance, all five plants in Tanzania
suffered from a shortage of locally produced or imported inputs because of severe transport difficulties,
storage problems, limited local production, particularly of agricultural produce due to unfavourable weather

conditions and high perishability rates of agricultural produce, and lack of foreign exchange. These plants
were in dire need of additional vehicles for ferrying raw materials and finished goods.

Import content of manufacturing plants in Liberia and to some extent those in Kenya are is minimal
The main inputs of the animal feed, palm oil and wood processing plants in Liberia, and the ceramic plant
in Kenya are domestic.

. With the exception of Liberian and Kenyan plants, firms of other countries of survey import relatively

large quantities of various inputs such as vitamin premixes, chemical additives, casings for sausages, synthetic
fibres from European countries (UK, Germany, Austria, France, etc.), USA and India. A Zambian jute fibre
bag plant imports kenaff from Bangladesh and a margarine processing plant imported all essential vegetable
oils and lecithin from Europe. The imported inputs, nevertheless, provided critically needed ingredients,
the lack (duc mainly to foreign exchange shortage) of which could cause a shut-down in production.

The supply of machinery, equipment and spare parts represents an equally serious potential constraint.
All firms surveyed needed to import a range machinerv and equipment and spare parts, because the
respective countries lack strategic industries (electrical, machinery and engineering sub-sectors) for the
manufacturing of intermediate and capital goods. Essential spare parts are usually imported from Europe,
but also in some cases from the USA, Japan or South Africa. However, an increasing range of spare parts
were prepared locally in Tanzania and Zambia.

(g) Production level

Annual sales revenue is the most useful measure for comparing output of agro-industrial firms, if only
because of the incomparable physical units by which the output of the respective branches is measured (e.g.
tonnes of animal feed, heads of cattle, litres of milk). The annual sales revenuc of the firms surveyed ranged
from US $0.9 to US $8.0 million, with an average of about US $3.5 million.

Annual sales revenue is broken down wherever possible into input costs and manufacturing valuc added.
In general, input costs accounted for about three quarters of sales revenue (excluding one case where input
costs exceeded turnover for the year in question). Value added in most cases ranged from 7 to 30 per cent,
although two firms (both of which manufacture synthetic bags for packing) reported MVA rates accounting
for nearly 50 per cent of sales revenuc.

(h) Marketing

Markets and marketing structure characteristics of firms surveyed is presented in table 9. The market
share for cach firm’s products varied from 3 to 90 per cent, but generally fell in the range of 15 to 30 per
cent for the products of privately owned firms, and in the range of 30-50 per cent for the produats of publicly




Table 9: Market and marketing structure of firms

i Local Sales organizatioa/ Significant export
Country. firm competitors strategy Export potcatial in future
ANGOLA
Firm A 311 No No Yes
Firm B 311 No No Yes
Firm C 311 No No
Firm D 321 Yes No No Yes
Firm E 311 Yes No
KENYA
| FirmA 321 Yes Yes No Yes
Fum B 311 Yes Yes Yes Yes
Fum C 361 Yes No Yes Yes
LIBERIA
Firm A 355 No No Yes Yes
Firm B 511 Yes Yes No Yes
Firm C 511 Yes Yes Yes Yes
Firm E 311 Yes Yes No Yes
MOROCCO
Firm A 311 No Yes Yes
Firm B 311 Yes Yes No Yes
Firm C 311 No Yes Yes No
TANZANIA
Firm A 311 Yes No No Yes
FirmB 311 No No No No
Firm C 341 Yes Yes No No
FirmD 311 No | No No No
|
ZAMBIA '
Firm A 311 No ' Yes No Yes
FirmB 351 Yes | Yes No Yes
Firm C 311 ' Yes I No Yes Yes
| FrmD 311 ! . Yes No Yes
L i r

Note: "Yes® and "No” applicable only to firms for which data and information were available.
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controlled firms. Although in scveral instances the nationai market for a given product was divided among
a wide range of competing firms, the existing market conditions sczrcely satisfy the standard criteria of
competition. For example, in scveral cases the combined output of a set of competing firms did not fully
satisfy customer demand for their products (for example, customers of a fruit processing plant in Morocco
disliking products’ packaging material), and administered pricing or other conditions prevented the raising
of prices to a market-clearing level, instcad resulting in a sellers’ market whereby the fums’ products could
be sold literally at the factory gate.

In situations where goods sell themsclves, competition is weak and plants sell all they produce, there
is no urgent need for firms to developed cffective marketing systems and strategy. Oaly six enterprises
reported having well-developed marketing systems and strategy. To compete against high quality imported
textile products, a Kenyan textile enterprise resort to advertiscment in radio, dailies, magazines, and at
exhibitions. Similarly. Two vegetable and fruit processing enterprises in both Kenya and Morocco use
besides local media (radio and television) international trade fairs to promote sales of their producis. In
addition to radio 2nd television, a poultry and poultry products processing company in Liberia inteads using
the billboards as media for future sales promotion. Not more than two firms took the trouble to deliver
products to buyers. An exceptional product delivery services of a Zambian stockfeed mill, for example, is
confined within a radius of 25 kilometres.

About 10 of the surveyed firms made a practice of selling their products at the factory gate, leaving
transport to be arranged by their own customers. Several other firms sold directly to distributors or
wholesalers, but in 0o case did they become directly involved in distribution of their own product. Products
were for the most part sold at the rate they were produced, with little or no inventory of finished products
maintained. Given the low rate of capadity utilization, the volume of production (and thus of sales) secemed
to depend more on the availability of the necessary inputs than on marketing considerations.

Over half the firms studied reported baving Litde or no sales force, and few of them had a substantial
sales promotion budget. In sevessl camex, responsibility for sales was delegated to a senior manager or
accountant who had a range of otlier responsibilitics, and who did not have specific training or aptitude for
marketing. Oanly a few of the firms sswthe necd to send representatives to exhibitioas, trade faiss, or media
events. Secveral firms expressed an itention 1o make morc aggressive marketing efforts in the future,
although these gemerally focused on immediate, practical needs (c.g. a refrigerated van for distribution of
poultry or dairy products).

Although export opportunities appear to be promising, most firms surveyed were overwhelmed with the
virtual “sellers’ market” conditions. The existing and well documented constraints on production in most
cases inhibited plans for physical expansion or new marketing strategies required to exploit domestic as well
as export markct potenual.

(i) Exports

None of the firms in the survey had engaged a full-time agent overscas, although five firms reported
having some form of continuing relationship with sales representatives overseas. A Zambian firm processing
dricd vegetables and fruits, for example, maintained links witk trading partaers in Germany, UK, France ,
Austria, USA, and other Europcan countries. Most of the other firms, to the extent that they perccived a
nced for export promotion, rclicd on the efforts of their respective governments or intergovernmental
agencies in ECOWAS, SADCC or PTA member nations.

To a remarkable evient, the proportion of cach firm's exports amounted to cither all or nonc of its
production. Fifteen or morc firms had no significant exports in the previous year, while onc, a Liberian firm
cxported about 25 per cent of its products to Sicrra Leonc, a neighboring and ECOWAS member state. The
remaining firms - two of the three Moroccan firms (fruit processing), as well as one firm cach from Liberia
(poultry and poultry products), Zambia (packaging bags) and Kcnya (ceramic processing) exported at
between 24 and 95 per cent of their production. More than seven of the respondeat firms had no recent
exporting cxpericnce nevertheless, but expressed an interest in eventual use of perecived export opportunitics.
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Their reasons for bol not moving sooocr into exporting gencrally related to firm-specific problems or
institutional obstacles rather than to rescrvations in principle.

(i) Product pricing

Mors 11 of the 23 firms were subject to governmeat price coatrols, in some cases explicitly using a
cost-plus basis for pricing; this was the case for al five Angolan firms, as well as for the nine public sector
firms in Keaya, Tanzania and Zambia. The remaming firms, including the three Liberian firms in the public
sector, allowed product prices to be determined by market forces. However, in these cases, the firms had
a market share of at least 40 per cent, and thus occupied, to a coasiderable cxteat, a price-setting position.

In not more than two cases was there mention of insufficient demand or other problems in selling the
firm’s inventory of finished products; on the countrary, frequent reference was made to a virtual sellers’
market. The main problems which did arise with respect to product priang related o government coatrols.
Several firm representatives maintamed that their profits were being squeezed between rising input costs and
the relatively inflexable prices set for their productive output. Othaﬁrmsrcponedasprcadbctwecnoﬁioal
and parallel market prices for the firm’s output.

(k) Profit record

Only five of the 23 firms reported a net profit after tax in the previous year (1987, in most cases) for
which such data was available. Those five firms (three of which were located in Zambia, and ococ each in
Aungola and Tanzania) which did report a profit pointed to a rate of profit ranging between 3 and 15 per ceat
of turnover. It should be kept in mind, however, that this is not necessarily indicative of the branches as a
whole, since firms selected for rehabilitation studics were characterized by low or negative profit levels.

() Financial structure

Ownership of the 23 firms under review is indicated in figures 7 and 8. The field missions found
company accounts in varying degrees of order. The poultry firm in Liberia is not currently operating, and
many of its key financial records had reportedly been burnt. By contrast, the INDECO owned firms in
Zambia produced comprehensive accounts in good order.

The firms under review told different stories regarding their capitabization. One firm in Liberia was
found substantially under-capitalized because the Government had failled to make a promised capital
investment. One Portuguese owned firm in Angola has reported a loss every year since 1974, and in the
absence of support from its shareholders, has continued to function thanks to a lifeline from its creditors,
notably the Central Bank. Access to credit is best in cases where the sharcholder is supportive (c.g.
INDECO in Zambia), since Liberia, Tanzania and Zambia bank credit ts limited, both because of credit
ceilings and the call on loanable funds of governments anxious to cover their deficits.

Access to foreign exchange was cited as a constraint in numerous mstances. For example, although

every firm indicated a need for imported spare parts, only three reported having sufficient access to forcign
exchange, generally through government chanoels.

5.2 Role of government policies

Government of all 6 countries of respondent firms emphasized on policies and strategies towards high-
value added production - with export potential, employment creation, particularly the employment of the
rural poor and incuding women in agro-industries. Governments’ policies towards agriculture and
particularly the support given to farmers and ovtgrowers in the form of qualificd extension services, training
and acquisition of required inputs also are important influences on the performance of the manufacturing

e
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firms. The competitiveness of the products of the export-oricated firms (for example, the fruit and
vegetablapromsingﬁmsiannyaandMomcco)arepaﬂiculaﬂyscnsiﬁvetotheooun(rys'exchangeme,
umport and export policies and tariff rates. Processing of vegetable, fruits and other agricultural commodities
rcquirmimpoﬂamloalorhnpoﬂedinputssuchuoilproduasandpachgngmmhISWhoseavaﬂabﬂi(y
de~ends on foreign exchange allocations.

Amlofutigncx:hangcmnolthconlyrcasondtedbyﬁrmsundcrsurveyinfavonrofastrong
link with the government. In Tanzania and Zambia, particularly, such links had the advantage of good access
to key deasion-makers, although they also brought burcaucratic red tape and interference as well as
confusion anising from constant new faces among  dedision-makers.
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CHAPTER 6

MAJOR CONSTRAINTS AND REHABILITATION REQUIREMENTS OF PLANTS:
OVEFRALL FINDINGS

The cogstraiots at the international, national and sectoral levels are applicable to individual firms as
well. In addition, the firm must face coastraints arising from national regulations, the limitations of a
national market (and/or of the internati~nal export market), and competition from other firms within the
national context.

Lack of raw matenials and good price and quality were typical constraints to firms, especally in Kenya,
Zambia and Tanzania Goverument protective policies and measures, particularly those intended to impose
tariffs on manufactured imports encouraged instead, large unofficial imports to the detrimeat of the home
industries. A good casc in point is the stroag competition facing by Kenya textile firms from the unofficial
import of uncarded polyester fibres. Of all the 23 firms surveyed, government burecaucracy were found to
have caused delays in making urgently needed financial decisions to rehabilitation of some parastatal
factories.

On the basis of identified constrainis hindering performamce of the companies, the UNIDO
rchabilitation tcam made speafic rehabibtation requirements pertainirg to: management and organization;
human resources; financal structure; buildings and installations; mnputs; product range; plaat performance;
markets and competitors, and; policies. Basically, the action or initiators of rchabilitation projects will be
the firms themselves. Finance and technical assistance for the action/recommendations will rest largely with
the UNDP/UNIDO and other development partners.

6.1 Management, organization and human resource development

(a) Constraints

Major problems in terms of general management are absence of sales organizations (largely because
firms currently operate in a sellers’ market); deficient middle-level management and management
information and financial systems; absence of effective co-ordination and links between Board of Directors
and management on one side and between managemert and workers on the other (see table 10). Existing
problems of management are compounded by the issues: lack of systematic maintenance procedures (largely
the result of the serious shortage of qualified technicians due to the war and the fact that the armed forces
had priority in recruiting qualified personnel in Angola and Liberia, for example); lack of spare parts; and
raw materials shortages.

Board of Directors of firms, especially parastatals comprise of too many high level persons from
Government and va-ious institutions, many without proven experience. It is not only the large size of Board
of Directors which hinder functional relationship between Boards and firms, but also the high absentee rate
of members at Board meetings and deliberations, because members are too busy to take part in meetings.
Besides, red-tapism and other burcaucratic hindrances in most cases obstruct effective liaison between Board
of Directors and management of firms (for example, in Tanzania).

Many of the plants studied in the six countrics have vacances in key senior and intermediate
management positions which need to be filled as soon as possible, if these plants are to cope effectively with
new opportunities and strategies. Difficulties issuing from uareliable supplies of raw materials and parts,
have forced directors of managers of firms to make drastic reductions in personnel, especially at levels of
management including financial, production, salcs, technical and maintenance.

Generally, computerized management information and accounting systems are non-existent or under-
developed for serious routine tasks such as accounting, administration, purchases and sales. A private-owned
Moroccan firm sends regularly it books to external accountants for keeping.




Table 10:_Constraints : Maragement and organizational

BODs | Effective | Extra Middic level | Capability of MNG ICompulcfized

Avai- ! BODs— llarge | Highlew! management management; co-—ordinate and MNG and accoun-—

Counuy. firm !lable | MNG links| BODs | Qualificd | Efficient deficiencies | implement decisions 1ing systems

ANGOLA

Firm A 311 : ; Yes Yes Yes No
FirmB 31° | Yes i Yes Yes

FirmC 311 | Yes ! No Yes

Firm D 521 Yes ' Yes

Firm E 311

KENYA

Firm A 321
Firm B 311
Firm C 361

LIBERIA
Firm A 355
Firm B 311
Firm C 311

Firm E 311

MOROCCO
Firm A 311
Firm B 311

Firm C 311

—

1
TAN7ZANIA !

FirmA 310 |
. FirmB 311 {
Firm C 341
Firm D 311 :
| ]

i

| ZAMBIA |

! Firm A 311 Yes
, .

l FirmB 351 . Yes
| Firm C 311

? P D 311,

!

i

Nates: "BOIDs”: Board of Directors;, "MN(;™: Management; “Yes"and ™M Lcrineable only

to firms (or which data and information were avalahle
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Although management in Kenyan and Tanzanian firms appears to be technically qualified, there is an
absence of real management and planning skills. Since most major companies are parastatals, they have
been cushioned from many of the realities of commerdal life by protectionism, subsidies and lack of
competition. Management training, preferably with a practical orientation and a strong emphasis on finandal
management, need to be provided at the senior level

On the job-training for workers is an important investment in buman resource development, the ability
to maintain and sustain trained workers is directly related to the working environment in the firms. About
three firms reported offering on-the-job training schemes for workers (see table 11). The cost factor is the
main reason for many firms not investing in on-the-job training schemes. Although, most workers, especially
in estate farms of firms comprise manual and seasonal labour, the turnover rates of labour on the farms and
in the companies as a whole are generally high. Unattractive salary structure, general low worker motivation,
occupational hazards and poor health and sanitary conditions account for the high worker turnover rate and
low productivity in the firms.

(b) Rehabilitaion requirements

The UNIDO rehabilitation team to the six countries made concrete rehabilitation proposals to help solve
the managerial, organizational and human resource development problems of the companies surveyed. Table
12 summarizes the rehabilitation requirements. These requirements included:

- the appointment of well-qualified personnel to fill vacant and crucial posts in specific managerial
levels (for example, financal, sale, production etc.);

- the installation of micro-computer system to improve management information systems with regards
to administration, accounting, sales and purct asing;

- the assessment of qualifications of management staff for appropriate adjustment, redeployment and
possible dismissals;

- training and up-grading of management staff;
- technical assistance and training for technical personnel;

- the re-organization of Board of Directors of firms to include into their membership people with
industry and business experience;

- the improvement of industrial health and welfare services (cafetenia, shops, and facilities for cultural
and social activities), and;

- the integration of women in production process.

It appears the most important rehabilitation requirement which applies to more than half of the firms
surveyed, especially those in Angola, Morocco, Tanzania and Zimbabwe is the creation or employmen: of
personnel to fill critical managerial posts such as qualified accountants, production and salcs personnel.
Other recommendations which would contribute to tmprovement of managerial efficiency arc the installation
of computer systems for routine work and the asscssment of qualifications of management staff in order to
streamline management, make appropriate adjustments and wherc need be relocate or dismiss redundant
management personnel.  Also, systematic on-the-job training of tcchnical personnel and the use of bilateral
and multilatcral technical assistance were recommendations for rchabilitation, especially for firms in Angola
and Kcnya.




Table 11: Constraints : Human resource develcpment

On-the- |[Lackof |Less High Working eovirooment  and conditions
job training |skilled |work moqlabour | Arnractive Lack of Occupational | Poor health/

Country, 'm | schemes labour | tivation | turnover | salary structure| incentives | hazsrds sanitary conditions
!

ANGOLA
FirmA 311 Yes
FirmB 311 |
FirmC 311 -
FimD321 Yes ! Yes
FrmE3l - ?

KENYA ;
FirmA 321 Yes ! Yes Yes Yes
FirmB 511 ' No Yes Yes  |No
FirmC 361 'No

LIBERIA
Firm A 355
Firm B 311
Firm C 311 |
Firm E 311 '

Yes Yes

MOROCCO | !
FimA 311 i
Firm B 311
Firm C 311

TANZANLA | :
FirmA 311 Yes  ; Yes No Yes
Firm B 311 ! : !
Firm C 341 : : !
Firm D 311 : Yes

ZAMBIA
Firm A 311
Firm B 351

Firm C 311 : ' ‘ Yes Yes
Firm D 311 :

Note: “Yes” and "No” applicabie only 1o firms {or which data and information were available.




Table 12: Rehabilitation requirements: Management and organiration

§ ! Computeriza~ | Assessmentof | Manage - }
Rc—orgzninﬁon; Fill | tion of info— management staff ment iTechnial " Improvement. Inte -~
of BODs (incl— |existiag | rmatiom, fin- | quilifications | staff | asistance/  ofindustrial | gration of
ude peoplc with | vacant ! ancial, salesetc., | for appropriate | training ’ trainmg healthand | womenin
industry/busin - ’mma.gcria.l: management adjustment and »r- 'fortechniral welfare production
Country, firm | pess ~aperience) | posts . systems and dismissals | grading | personnel services process
ANGOLA : i ! _
Firm A 311 X X | i i
Firm B 311 X X X x |
Firm C 511 fX X \ ;
Firm D 521 Lox X : X : X | |
FirmES51 | ; bOX :
l ' | | ? |
. KENYA | '; ;
Fim A 321 X : X : X S x | ox
FumB 311 X X ! x S X ‘
Firm C 361 COX X ! X ;
X | |
LIBERIA | i |
Firm A 355 X ' ; X X X i
l Firm B 311 bx X
' FirmC 311 X ; X )
l FirmE 311 , ' ! |
, MOROCCO | 1 ; i | |
| FirmA 311 | LX 1 '
' FirmB 311 | X i ’ |
Firm C 311 : X _ X f . {
‘ TANZANIA l ‘ ; ; ;
FirmA 311 | bx X X !
FirmB 311 | Pox ‘ ! ? ’
| FirmC 341 | X X : : :
| Firm D 311 X |
: i : i : i
' 7ZAMBIA | | ; i ) !
| Firm A 311 ; ; X X i 1 ‘ |
¢ Firm B 351 | X X PoX F
FirmC 311 ! LoX X ’ I
C Firm D 311 X X

Note: “X" represents applicable only to firms for which data and information were available.




6.2 Financia! structure
(a) Ccostraints

Poor record-keeping made it impossible to assess plant performance, including basic data on purchases
and sales. However, the finaucial management of tac majority of firms surveyed lack qualified accountants
required to sort out accounting problems, not least to make evaluation of operatiors and assets. Ouly a few,
the good financially nanaged ones in Angola and Morccco for example, performed well 10 book yearly
profits. On the contrary, the majority of firms, especiaily the parastatals incuried heavy losses annually (see
table 13).

More than half of tke firms surveyed lack operating capital re.ources, operated at exceptionally high
costs and burdcned by high debt liabitities. Inability of firms to honour debt commitments to creditors
obstructed free flow of fresh capital (loans and credits) critically nceded for operations of the firms.
Financial resource situation of firms, cspecially Moroccan could be increasingly improved if these firms could
device effective debt collecting systems to retrieve large sums of credit owed by customers.

A crudial and common financia' problem which seem. to affect the operation zad the very life of all
firms survey is lack foreigr cachange allocations. bBecause Governments’ policy is essentially that of
accumulation and conservation of scarce foreign exchange, fev foreign exchange allocations are made
available for importation of essential rz ¥ materials, intermediate and capital inputs such a5 spare parts and
machinery. All plants studied suffer greatly from the lack of spares and associated maintenance. Foreign
exchange need 10 be mzde available to enable a stock of essertia spare parts to be built up and to purchase
oth:r critically need spares and replacement parts.

(b) Rehabilitation requirerent

A general recommendation for bet:er financial management is that of employrment of high qualified
financial managers and th.c installation of computeriz=d system in almost all firms to belp ease the burden
of financial management and make cost-accounting analysic more effective. For Moroccan firms, large
outstanding customer debts 1s 4 major financial constraint. A solution to this ~onstraint is the
recommendation that the firms device more ecffective debt collection systems. “~ her set of
recommendations called for overall restructuring of the financiai system of the companies. In the case of
Kenyan companies, financial restructuring involved passible eliminai’ > of firms debts by outright sale of
firms to new owners. A long-term perhaps, the better solution to the financial problems of some of the
firms (Kenyan) is privatization.

63 Phys’cal plant (buildings and installations)
(a) Constraints

At the physical flact ievel, the fullowing coastraints were ideniified: old ana obsolete machinery and
equipment; lack of machinery and equipment, space ana replacement parts; mechanical breakdown and lack
of repair and maintcnance; technical bottlenecks in production process/flowline; inadequate or lack of quality
control racilities; inadequate or lack of laboratory facilities; poor hygiene and sanitary conditions in process
ronw and factory premises, and; lack of transport and storage facilitics (sce table 14).

One the whole, conditions of factory building and other physical strectures appear sound. But for a few
firms (five in number) for which information is available, the structural fcatures of plants were not in
satisfactory condition. For instance, the building ard equipricat of a Liberia firm were heavily damaged or
destrpyed during the recent civil strife. Also, a Tanzanian firm housed in a 36-years-old factory premises
lacks proper maintenance. As a resvlt, the floor tiles in the processing room arc completely worn out and
the corrugated iron roofing sheets scriously corroded exposing cquipments to rainwater leakage.




Table 13: Financial constraints of firms

Poor financial Shortage of Lack of Lack of credit | High debt | Operational
Country, firm | managemeat | forcign exchange | working capital| andloans | fiahilities |  losses
ANGOLA
Firm A 311
Firm B 311 X X X X
Firm C 311 X X
Firm D 321 X
Firm E 311
KENYA i i X
Firm A 321 ’ L X X
Firm B 31! X X X
Firm C 361 X X X X
LIBERIA f
Firm A 355 X X X X
Firm B 311 X X X
Firm C 311 X X X
Finm E 311
MOROCCO
Firm A 311 i ; ; X
Firm B 311 i X i X
Firm C 311 X 2 X I l
! !
| :
TANZANIA { !
Firm A 311 X X X |
Firm B 311 X X | X
Firm C 341 X X |
Firm D 311 X . i X
!
ZAMBIA i i
Firm A 311 X ‘
Firm B 351 X X
Firm C 311 { X i
Firm D 311 ! X X
!
|

Note: "X represents applicable only 1o firms for which data and information were available.




Table 14: Constraints : Physical structure of plants

B OMand | Buikding Unorganized| Lack | lack of quality Poor | Lack of trams—
obsolcte |and | Inoperative Lack of production | of controland | hygienic/ | portation/
machinery/| sapoe de| machinery/| spare | process/fiow— main— | laboratory sanitary | storage

Country, firm | equipmeant | Giciencies| cquipment | parts | inefstages | tenance | facilities standard | facilities

ANGOLA
Firm A 311 E
Firm B 311 X X X b x X
Fim C 311 X X X Iox X
Firm D 321 5
Firm E 311 : i
, |
KENYA | |
. Fimm A 321 X X X i X
Firm B 311 X X X X X X X
Firm C 361 X X X P ox X X
!
LIBERIA
Firm A 355 fox X X
Firm B 311 X X X X box
Firm C 311 X X [ox
FimE 311 ! X
MOROCCO ‘ ? !
Firm A 311 X X X ; X X
Firm B 311 X X X ¢ X
Firm C 311 ' X
| |
. TANZANIA |
Firm A 311 X X X DX X X X
Fim B 311 X X X X L oX X X X
Firm C 341 X Pox X
FirmD 311 X X X ‘ X X
t ' !
ZAMBIA _
Firm A 311 X X X
Firm B 351 X X |
FimC31l | X | X X X X ;
Firm D 511 i X ’ X i X X i X
) . :

Note: X" represents applicable only 1o firms for which data and information were available.




63

For scveral firms, Tanzanian in particular, there is an absence of in-house laboratory facilities,
quality-control equipment and qualified quality-control personnel. Existing in-house quality-control practice
merely consists of visual observation of intermediate or finished products. Quality-control programmes need
to be adhered to through the routine monitoring and coatrolling of raw materials and intermediate and final
products. Spedialist laboratories need to be used where they offer pertinent analytical services.

The problem of lack of lack of maintenance of plant equipment and machinery is worsened by the
geaeral problem of lack of sparc and replacement parts. When replacement parts are not available plants,
espeaially Zambian resort to the practice of equipment “cannibalism®. Moreover, majority of firms do not
have maintenance workshops for the fabrication and modification /improvisation of parts. Repairs of plant
equipments are found to be made in neighboring local workshops.

Mechanical breakdowns and bottlenecks in production process /flowline were reported in a large number
of firms (in cight firms). Defidencies in process flowline are due mainly to faulty design, the use of
inappropriate technology and non-compliance to operation guidelines. Plant hygiene was found to be poor,
especially in Tanzanian and Zambian firms.

Insufficient attention was paid to industrial health and safety, and to waste treatment and disposal.
Liquid effluent, mainly wash water from cleaning of raw materials, process equipment, process flow, walls
and employeces are discharged without prior treatment into sewerage systems. Recycling of wastes and by-
products including gas and steam for further processing appear rare in firms surveyed. There is a general
low standard of building maintenance practice; walls, floors and roofs were often very dirty and dusty.
Health and sanitary conditions, especially in Tanzanian firms are poor. There is the need for a health and
sanitation survey to establish a satisfactory code of practice.

Problems of transport and storage (especially, in-house of food processing plants) of raw materials and
products were mostly reported by Liberian, Moroccan and Tanzanian firm:s; breakdowns of vehicles, lack of
or defective refrigeration and cooling systems and clectric power cuts were the main reasons given.

(b) Rehabilitation requirements

The most important rehabilitation requirement common to all firms in six countries surveyed is the
procurement or where possible in-house production of simple spare parts. Other general recommendations
for rehabilitation of the firms tnclude: the design of technical assistance programmes to help train technical
and maintenance personnel; the replacement of old, obsolete and inoperative machinery by new ones (in
order to climinate the constraint on production process); the establishment of in-house repar and
maintenence workshops; the provision of in-house laboratory equipments and the adherence to quality-
control programme, and; the adherance to safety and health programmes for workers.

Shortage of spare parts is a constant and common problem of all firms surveyed. Neither the firms nor
the countries of study have build up sufficient domestic capacity for spare parts production. In response to
the need to build up domestic capacity for spare parts, it was recommended that an in-depth investigation,
detailed classification of spare parts production, supply and needs of the various firms and countries are
made, preferrably with the help of UNIDO. The suggestion that domestic production of spare parts be
encouraged and protected by the imposition of high import dutics on competing imports scem not only
appropriate for Zambia and other SADCC member countries, but for PTA and MARIUN member countries
as well.

Investigation into the possibility of establishing a Spare Parts Agency (SPA) is a rccommendation of
significant importance to the SADCC, PTA and MARIUN member countrics as a whole. While operating

on purcly profit-making lines, the proposcd SPA would also perform procurement and distribution scrvices
to industrial customers.




6.4 Supply of inputs
(a) Constraints

Raw material input shortages and lack of equipment and machinery spare parts, while causing high
prices also limit the level of utilization in the firms surveyed (see table 15). Policies to increase domestic
production of important raw materials (¢.g. soybcans for animal feed, raffia for bags and cotton for textiles)
need to be vigorously pursued. Wherever necessary and feasible (given the small scale of demand), local
production of spare parts could be encouraged, as for example through a selective tariff rate.

Other constraints related to supply of inputs include: unreliable supply of raw materials; poor quality
of raw materials; clctricity and power interruptions; inadequate water supply; lack of packaging materials,
and; bigh dependence on imported inputs.

Almost all plants surveyed suffeicd from a shortage of locally produced or imported inputs because of
severe transport difficulties, limited local production, scasonal vanations in supply and lack of foreign
exchange. All Tanzanian firms were in need of additional vehicles for ferrying raw matezials and finished
goods. An important option in the transportation problem and the issue of improving the supply of inputs
will be the establishment of nucleus farn estates or contract farmer arrangements within a reasonable radius
of the plants.

Many Tanzanian firms and a Moroccan firm suffer from specific supply problems the resolution of
which is dependent oa progress in other areas, that is the rehabilitation and develorinent of the packaging
industry. Expansion in the milk and fruit and vegetable processing plants is partly dependent on the producis
of the packaging industry such as can, glass, bottles and carton. Similarly, the Tanzan’an dairy firm needs
a significant increase in availability of raw milk, and the stockfeed plants in Angola, Tanzania and Zambia
ed animal proteins that can only be supplied by better-operating meat processing or fishmeal plants.

Spoilage can be reduced through the construction of cool storage facilities at the major fruit producing
and collecting points and quality-level of raw materials can be safequarded and improved by better laboratory
testing and storage. Interuptions in electric power supply (for example, in Morocco and Tanzania) are
major obstacles to higher levels of plant utilization. Due to power cuts, production process is interrupted
and equipments and machinery have to lie idle for hours or days.

(b) Rehabilitation requirements

All plants surveyed suffered from shortage of domestic or imported inputs, because of severe transport
difticulties, limited local production, scasonal variations in raw material supply and shortage of foreign
exchange. As remedy for bootlenecks in supply of inputs to the firms the following general
recommendations were made:

- the identification of domestic resource and the exploration of the scope for increasing supplies of
inputs;

- the regeneration of the agricultural sector, rehabilitation and maintcnence programme for the
transportation and marketing systems, especially in Zambia, Liberia, Tanzania and Kenya;

improvement of storage and delivery systems - facilities for storage would minimize variations in
supply of inputs (including raw materials) and allow time for testing of the stockpiled material prior
to use in production;

- the rationalization of arrangements for the importation of raw matcnials and spare parts - they have
to be ordered well in advance, to take into consideration the time required for import procedures
and port clearance.




Table 15: Constraints of input supply

Shortages | Unrchable | Poor quality Lack of Electricity/ | Inadequate Inadequate! High
of raw rawmalerial | of raw spare and replace—| power waler packaging | import
Country, firm | materaks supply materials ment parts interruptions | supply materials | depence
ANGOLA
Firm A 311 X X
FmB311 | X X X
Firm C 311 X X
Fum D 321 X
Firm E 311
KENYA
Firm A 321 X X X X
Fim B 311 X X X X
Firm C 361 X X X X X
|
LIBERIA |
Firm A 355 X X
Firm B 311 X X
| Firm C 311 X X
j AmE311 | ‘
! !
MOROCCO
| FimA 311 X X X
Firm B 311 X
Firm C 311 X X
TANZANIA l
! Fim A 311 X X x |
| FrmB 311 | X X i
| FrmC 341 | X X X
i FirmD 311 I X X X X
, | i
ZAMBIA i ]
i | ;
FemA 311, X | X
Firm B 351 X i 5 X
» Firm C 311 X l
FmD 311 | x ‘ X X X | i
i !
S S, ! i '

Note: "X" represents applicable only to firms for which data 2nd information were available.
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- the liberalization of forcign exchange availability and distribution to facilitate the financing of
essential material inputs, and;

- the upgrading of clearicity and water (for example, in Morocco) supply systems.

6.5 Cost and price structure
(a) Counstraints

In geaeral, markets for finished goods in are extremely price-sensitive because of the predominantly low
level of disposabie income among the population. This has the effect of indirectly controlling product pricing
and heace the profitability of many companies in the manufacturing sector. For example, prices for products
on the Tanzanian market are cither directly controlled under Government policy or are indirectly controlled
by extremely price-sensitive markets. The lag betweea increasing input prices and output price adjustments
in the parastatals sharply reduces their profitability. Private companics not subject to price controls also
suffer high input prices and have to control output prices in a price-sensitive market.

Rising input prices and controlled output prices have affected the financial structure and liquidity of
many companics, further aggravated by the large amounts of raw material input stocks generally held by
these companies. Bulk purchase of scarce and ever more highly priced goods makes economic sense even
though access to short-term overdraft facilities may have to be mobilized because of the hiquidity problems
such companies encounter.

(b) Rehabilitation requirements

The rchabilitatior requirements relating to the constraints of cost and price structure of firms rely very
much on government policies. The recommendations include:

- the monitoring of world market price trends of products (for example, sawnwood in Liberia) and
the competition from neighbouring African suppliers of similar type of products,

- the establishment of monitoring system relating to costs and outpug;

- the prevailing price control sys -m , particularly in Angola, Tanzania and Zambia need to be
reviewed, and greater flexibility introduced. Some syncronization between price output detennination
and changes in the price of related inputs is required, and institutional mechanism cou’J be
introduced to reduce the gap between the official and parallel market prices;

- a careful minitoring of cffects of exchange rate adjustments on local price levels, such effects would
obviously create problems for the ithe manufacturing compaaies in terms of the price at they have
to pay for foreign exchange. There could also be a reduced demand for their products, because of
subsequent increases in the prices of the finished products;

- the need for an agricultural policy geared towards increased domestic producticn, with a view to
enhancing the availability of local raw matenials and reducing imports;

- the modification of arrangements for the allocation of foreign exchange under a system which would
distinguish between foreign exchange allocated to companies for raw materials, finished goous, and
machinery and spare parts, and;

- the development of differentiated tariff system for spare parts, with rates higher on competing
imports and zero on non-competing imports.
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6.6 Marketing

Majority of firms surveyed, espedaily Tanzania had no effective sales organization, largely because they
operate in a scllers’ market. Furthermorse, many companics do not undertake to distribute their finished
products, and scll generally “at the factory gate®, on a cash only basis. Duc to transportation problems, major
markets for most companies remain in the town or cty where the plant operates; few companies have
intensive well-developed local and export markets.

Improvements, for example in Tanzania’s road network and the emergence of a strong private sector
will generate greater competition. Companies will therefore need to adjust their product prices, quality and
packaging to survive. Emphasis nced to be given to developing an appropriate export market mix, once
domestic demand is largely met. Sales promotion cfforts will then become imperative.

As greater competitiveness and increased output poteatial develop, there will be a need for more
market/product rescarch, and streambining of the product mix Development of a sales/marketing
department must accompany progress in other areas.

(a) Rehabilitation requirements

In order tc develop an intensive and viable market system to serve domestic and export markets, the
UNIDQ rehabilitation team made spedfic recommendations. They include the following:

- the conduct or regular market (domestic and export) surveys to ascertain new markets;

- engagement of firms in export trade (where potential outlet exists) with the help of government
missions abroad and expert and technical advice from international bodies such as the International
Trade Centre (ITC);

- creation of efficient storage, marketing and distribution systems, and training of competent personnel
' related fields;

- organization of sales netwe-k in rural areas, the purchase of raw materials from rural areas, and the
organization of external sales agendies and distnibution centres ete.

6.7 Performance and Objectives

At the ievel of the firm, there tends to be a poor definition of performance indicators and targets. This
reflects several factors, including management deficiencies, a generally low level of competition and a
prevalent feeling among s me parastatals that the government will underwrite losses. However, the
definition of clear and soundly based targets in au irtegral part of rehabilitation.
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CHAPTER 7
CONCLUSIONS AND SUGGESTIONS
7.1 Tentative conclusions from studies conducted
(a) International level

The macro-cconomic and political constraints at the international level, unlike those at the national,
sectoral and firm level, are generally not subject to influence by African governments, except to a Limited
extent through coliective action in global, regional and sub-regional institutions. Although little can be done
to tackle many of the more serious constraints at the international level, the institutions at the regional and
sub-regional level should nevertheless be strengthened in order to enable at least some of the constraints on
their respective development programmes to be addressed.

(b) National jevel

The national level is of most direct concern, for several reasons. Only national level institutions can
replicate changes and assure an environment in which firms can successfully implement changes. Institutions
at the national government level are called upon to apply recommendations made by regional or global
institutions. Only institutions established or authorized by the national government can set sector-specific
policies or, more typically, decide upon administrative questions specifically affecting individual firms, but
following broad policy cutlines applicable equally to other sectors.

Even a brief survey of industrial policy in Africa points to the need for the restructuring of institutions,
as there are numerous instances where they bave not accomplished their intended purpose. This is notably
the case in each of the five national settings in which the present study of agro-industrial enterprises has been
carried out. Moreover, in the countries studied, major institutional changes are being carried out, or, in the
case of Angola and Libenia, are at least being seriously considered, thus indicating at least an openness to
change.

One specific type of recommendation that has been made by many outside parties as well as by many
governments concerned, relates to decentralization and privatization, which are seea as likely to yield better
long-term results in agricultural and industrial development. The experience of individual couantries shows,
however, that successful implementation of such measures requires that the particular circumstances and
institutional history of each country be taken into account, and that the pace of change not be unduly
hastened by external pressures and inducements. Privatization may in fact represent a reorientation rather
than an overall lessening of the scope of governmentzl responsibilitics; a lessening of direct control over
parastatals may be accompanied by assumption of a broader range of responsibilities with regard to
promotion and regulation of private enterprises. The precise scope and naturc of government intervention
should be determined in response to pragmatic concerns and carefully evaluated results, rather than by
preconccived orientations toward more or less government involvemeant. Privatization is an African context
is not synonymous with deregulation.

(c) Sectoral level

Agro-industry is the most important industrial subsector in virtuaiiy all African countries, and therefore
represents a major consideration in their development planning. Agro-industry is closely linked to the
agricultural sector, in that it can perform well only if regular, balanced growth of the agricultural sector, the
source of its raw materials, is assured. Agro-industrial progress is also dependent upon development of the
transportation infrastructure, and of a sufficiently large market, which often involves the creation and
expansion of cxport channels.

Policies specific to the various branches of agro-industry generally involve increased reliance on
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domestic inputs and sparc parts, improved and more regular supply of the necessary agricultural inputs,
attention to present or future marketing chalicnges, and diversification of production, which is likely to
involve incentives for non-traditional exports.

(d) Eaterprise level

There is a wide range of considerations to be addressed at this level, including general policies toward
stimulating economic growth, tariff and tax policies, foreign investment codes, speafic polides affecting
agro-industrial branches, policies affecting the availability of human and material resources, and policies
toward the eavironment and infrastructure.

Although it is vitally important that constraints at the international, national and sectoral levels be
addressed, it is also clear that macro-economic policies must be accompanied by efforts at the plant level

One purpose of applying this model is to ensure that all the relevant variables are included. While it
may be correct to state that "Afnica’s crisis cannot be satisfactorily explained as the result of an adverse
international economic climate, low commodity prices, or dwindling foreign assistance” neither can purely
national or local constraints explain the relatively disappointing resubs.

72 Suggestions for future research and action

The industrial rehabilitation missions and surveys, have provided dear evidence that the top-down
approach used in the present series of studies is a successful means of Mdentifying the key issues that affect
the operation of plants and of formulating broad-based industrial rehabifitation policies. This approach also
ensures that enterprise-level rehabilitation programmes are compatible and integrated into macro-level
industrial policy. The surveys also provide cicar recommendations for short- and long-term rehabilitation
measures, including modifications to improv: the institutional and economic environment at each of the
various levels, as well as clearly defined projects at the plant level

UNIDOQ’s rehabilitation studies are to serve as the basis for a series of round-table meetings on
rehabilitation issues and projects. For example, the first of such meeting, in Lusaka, provided the
opportunity for representatives of the Zambian Government, the four firms which were studied, UNIDO and
other interested parties to review the findings and recommendations of the report in order to determine
appropriate follow-up action in the form of technical co-operation and assistance.

The positive response to the rehabilitation studies and their follow-up on the part of African
governments, international donors and private investors confirms the nced to continue and expand the
programme. The next phase may involve an increase in the number of couatries studied. It may also widen
the scope to include industries other than those related to agriculture; although agro-related industries will
no doubt continue to play a key role in virtually every African country, industries based on wood products
or textiles, for example, also have an important role to play. The analysis of agro-industry could also be
extended to include a closer examination of the linkage between agriculture and industry.

Following these initial surveys, an important element of UNIDO’s rehabilitation programme is to
mobilize and concentrate national and international resources, and efforts to rehabilitate the plants.
Intensified and focused international co-operation could generate a multiplier effect iz industry and
agriculture, thereby endorsing efforts to be undertaken by national entities,

For the programme (o succeed, co-operation and assistance on the part of the international community
is essential. Most industrial rehabilitation projects require foreign technical and financial support, partly for
the acquisition of equipment and spare parts. Tesides international finandial assistance, African countries
require technical and managerial expertise to assist in sclecting and procuring equipment, and monitoring
plant rehabilitation.
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Regional co-operation will also have an important role to play in regencrating African manufacturing,
Givea the small domestic markets and the difficulties in penctrating overseas markets, regional markets must
be explored by growing industries. This implies measures such as harmonization of trade regulations,
co-operation in improving the transport infrastructure, and organization of regional trade fairs. Regional
co-ordination of rehabilitation and investment would also save resources in scarce supply. The shortage of
qualified manpower, both at the enterprise level and in industrial development organizations, could in part
be solved by pooling available planning resources and creating regional training institutes for higher-level
manpower. Finally, co-operation among African countries would also strengthen their position vis-a-vis
overseas suppliers and in overseas markets.

In accordance with its mandate, the REG team will concentrate more on analyses at the regional, sub-
regional and country levels, and carry out lower level analysis primarily to assess the implications of the
suggested plant rehabilitations for policy and institutional changes. More attention is therefore paid to such
cruaial issues as determining linkages with other sectors, especially agriculture, and establishing a more
accurate picture of industrial performance, problems and potential at the branch level. Studies of additional
countries will be needed in order to obtain a more complete data base.

The more detailed plant-level rehabilitation analysis and implementation work remains the responsibility
of the specialized units within UNIDO, with great care taken that the work of its various units is
co-ordinated. The objective is to easure that all essential elements of this approach are applied, so as to
contribute to the successful regeneration and rehabilitation of agro-industry.

The rehabilitation studies serve as a first step in the long process toward regeneration of African
manufacturing. Full feasibility studies must be conducted as a follow-up to provide effective guidelines for
subsequent implementation. In the long term, the ultimate goal of UNIDO's rehabilitation programme -
technical assistance in management and skill training etc, - is to provide for a lasting capacity in each
country’s overall economic framework to achieve its objectives for industrial and economic recovery.
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BIBLIGGRAPHY
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field missions. As these surveys contain confidential plant-level mformation, their distribution is restricted.
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