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Explanatory potes

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

In tables:

Totals may not add precisely because of rounaing.

Two dots (..) indicate that data are not available or are not
separately reported.

An em dash (—) indicates that the smount is nil or negligible.

Unless otherwise indicated, a minus sign (-) before a figure
indicates an amount subtracted, and a plus sign (+) before a figure
indicates an amount added.

The following abbreviations are used in this issue:

ASEAN
c.i.f.

UDE
VAT

Association of South-East Asian Nations

cost, insurance, freight (landed import price before
taxes)

effective rate of (tariff) protection

gross domestic product

liquefied natural gas

manufacturing vaiue added

newly industrializing countries

nominal rate of protection

non-traded input

Organization for Economic Co-operation and Development
Organization of Petroleum Exporting Countries

standard conversion factor

Central African Customs and Economic Union

(Union Dousniére et Economique de 1'Afrique Centrale)
Equatorial Customs Union (Union Dousniére Bquator.ale)
value added tax

Countries are referred to by the names that were in oficial
use at the time the relevant data were collected.
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PROFILES OF KEY BRANCHES OF AGRO-INDUSTRIES
IN SUB-SAHARAN AFRICA

George B. Assaf* and Panl Hesph*

Introduction

As part of 'the programme for the Industrial Development Decade
for Africa, the Regional and Country Studies Branch of UNIDO is
issuing a series of studies determining the major problems of
African manufacturing and the potential for regenerating the sector.
The studies are focused on the rehabilitation needs of agro-based
industry, for three reasons:

(a) The development of agro-based industries is seen by
African Governments as an important vehicle for establishing an
industrial tradition based on locally available raw materials;

(b) Agro-industries currently dominate African manufacturing
industrv in terms of value added and play a key role in attempts to
diversify exports and overcome foreign exchange comstraints;

(c) More important, agro-industries can provide the means by
which African Governments can satisfy their basic needs, in partic-
ular their goals for self-sufficiency in food production and food
security.

In recognition of the importance of the rehzbilitation of key
industries catering to basic needs in Africa, the studies concen-
trate on the food-processing subsector. The nresent paper is based
on four of the country case 3tudies of the food-processing
subsector in sub-Saharan Africa.#**#

This paper brings together in convenient form branch-level
analyses, findings and recommendations drawn from the country sur-
veys cited above. These branch profiles are offered as a first
attempt to overcome the current dearth of information on African

#*Industrial Development Officer, UNIDO.

**Consultant, UNIDC.

arh"The regeneration of Angolan manufacturing industry with
emphasis on agro-based industries’, Report of the UNIDO field mis-
sion to Angola in September 1988 (PPD/R.21); "The regeneration of
Liberian manufacturing industry with emphasis on agro-based indus-
tries'", Report of the UNIDO field mission to Liberia in January-
February 1989 (PPD/R.23); "The regeneration of the Tanzanian manu-~
facturing industry with emphasis on agro-based industries”, Report
of the UNIDO ficld mission to the Uanited Republic of Tanzania in
Fehruary-March 1989 (PPD/R.26); "The regeneration of Zambian manu-
facturing industry with emphasis on agro-based industries’, Report

cont inued




industry at the branch level. They serve to illustrate the exist-
ing and potential linkages between various branches of industry.
They also attempt to draw out common constraints and potentials
across branches as an analytic input to the elaboration of more con-
sistent and concerted national, regional and international develop-
ment strategies and cooperation.

The paper covers four food-processing branches: meat and fish
processing, fruit and vegetable processing, animal feed manufactur-
ing and vegetable o0il milling. In addition, two branches closely
related to food processing are covered: wood processing and packag-
ing materials.

The branch profiles must be seen as only a first round of anal-
ysis. They are based on month-long country survey missions to
selected African countries hy a multidisciplinary team of experts.
Also, the information available on sub-Saharan African industry at
the branch level is limited. For example, it was not always pos-
sible to examine the same branches in all the countries covered.
This weakness clearly limits the generality of the analysis presen-
ted. It is cl~ar, therefore, that more detailed and comprehensive
analyses are required to provide the appropriate qualifications and
perspective for the profiles presented. The profiles do, however,
identify the main areas on which future investigations should be
focused.

In sum, the branch profiles presented in this paper highlight
a key range of isgsues in a number of key indugtries in a small but
representative sample of countries in sub-Saharan Africa. They
should not be seen as a comprehensive analysis of branches or indus-
tries but rather as a first step towards such analyses.

A. Structure and concentration of branch profiles

1. The importance of agro-processing. in sub-Sabaran Africa*

Agro-industry is of fundamental importance in sub-Saharan
Africa for two reasons: (a) it helps to reduce food shortages by

(continued) of the UNIDO field mission to Zambia in May-June 1988
(PPD/R.19). For a general survey of the rehabilitation potential
of industry in the whole of Africa, including agro-based industries,
see "Regenerating African manufacturing industry: country briefs"”
(PPD.97).

*In this report, the term "agro-based industries’” refers to
manufacturing branches that use agricultural products as their raw
materials. In Africa these branches tend to use local raw mater-
ials and thug have important backward linkages with the agricultural
sector. They also have significant forward linkages with agricul-
ture, an obvious example being animal feed. A; already noted, the
profiles cover two branches that cannot definitively be categorized
as agro-industries, namely wood processing and packaging materials.
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reducing waste and increasing keeping gualities and (b) it could
become a major foreign exchange earmer.

The most dramatic expression of the econumir crisis in many
countries of sub-Saharan Africa is the shortage of essential food
products. Some estimates suggest that as much as 25 p:r cent of
the total population in sub-Saharan Africa suffers from under-
nourishment, compared with 21 per cent in South Asia and 7 per cent
in East Asia and the Pacific region. While the good crop years
bring temporary relief, most African countries have become depen-
dent on food imports. Total cereal imnorts by countries in sub-
Saharan Africa have to be paid for in scarcc foreigm exchange. One
remedy would be a sustained increase in domestic food production.
Many African countries have abundant land resources, and the effec-
tive stimulation of agriculture would sharply curtaili food imports
and provide work in the sector that is the largest source of employ-
ment in Africa.

Food production covers both the production of crops and the
processing of agricultural raw materials by the manutacturing sec-
tor. Domestic food processing has become an essential element in
basic reeds strategies. The food-products subsector is the must
important industrial subsector in the great majority of sub-Saharan
African countries, sometimes accounting for as much as S50 per cent
of manufacturing output and manufacturing value added (MVA).

Food processing is an important industry for several reasons.
It tends to be labour-intensive, and it can play a significant role
in reducing unemployment, absorbing labour releasec¢ by growing agri-
cultural productivity and providing additional jobs during the slack
season in agriculture. Also, its technology tends to be relatively
unsophisticated, so that small-scale processing is often economi-
cally justified. It is also important because it creates value
added from the processing of agricultural raw mater.als.

Demand for the products of the food-processing subsector is
generally concentrated in the larger urban areas in the countties
under review. When locat~d nn the coast, these areas are also the
leading ports, surh as Dar es Salaam and Luanda. For this reason
the main processing units (employment in the plants studied was
generally betweon 100 and 500) are situated in the large urban cen-
Lres.

Agricrultural exports aie directed to highly competitive mar-
kets, otten in developed countries with a strong negotiating posi-
tion on prices and a wide choice of interested sellers.  The result
has heen low export prices, two examples at the end of the [1980s
being coffee and cocoa. As nearly all African countries depend
heavily on the export of goods for their foreign exchange revenue,
there has heen a deterioration in their balance of pavments.®

*RBetween 1985 and 1988 the overall balance of payments deficit
ot the gsub-Saharan African countries increased from $1's 3.4 hillion
to $US 11.0 billion, according to the The World Bank Annoal
Report 1990, Washington, D.C.
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Exporting processed agricultural goods would bring more value added
to the economy and reduce vulnerability to the sharp fluctuations
of the world commodity markets.

The food products subsector can only perform well if it has
regular and balanced supplies of raw materials from the agriculture
sector, which must therefore be provided with the necessary stimuli
for the subsectc. to prosper. The development of the subsector also
requires access to packaging materials, an indispensable element in
processing.

Wood processing, like food processing, is based on vegetable
raw materials, and the two subsectors have many problems in common.
Indiscriminate logging has been a major cause of desertification,
which is one important reason for the agricultural crises in many
West African countries. Exports still take the form mainly of round
logs, which, as with coffee and cocoa, leaves the producer exposed
to the highly volatile world markets for raw materials. Processing
is rarely efficient and equipment is ageing, with the result that
many African countries endowed with substantial forest resources
import secondary wood products. These same producers must restruc-
ture their branches to increase their processing activities, there-
by slowing the rate of deforestation and bringing more value added
to their economies.

2. The structure of the branch profiles

Each branch profile is divided into five sections: inputs;
mitput and markets; spatial distribution; linkages; and major
problems and constraints.

Branch-specific policies and me sures are not covered in this
paper since individual manufacturing branches are generally subject
to government policies for the sector as a whole, albeit with cer-
tain policies specific to agro-based industries. Recurrent elements
ir. these policies are the greater use of domestic inputs (allied to
campaigns to boost agricultural output), improved local supplies of
processed food within a basic needs strategy and the encouragement
of non-traditional exports, such as processed food. In the last
case, many Governments have given the exporters in question the
right to retain a fixed percentage of their foreign exchange earn-
ings. The rehzvilitation country case studies have identified cer-
tain poliries that are branch-specific but in fact echo broader
policies for the sector or the economy as a whole. Some examples
are listed below:

(a) The Government of the United Republic of Tanzania is com-
mitted to raising the nutritional standards of the population and
reducring the wastage of fruit through spoilage. Therefo.e, fruit
canning is given priority among agricultural processing industries;

(h) For nutritional reasons, the Government of the United
Republir of Tanzania aims to increase the consumption of milk, eggs
and meat. Accordingly, it encourages the production of stock feeds;

() Liberian-owned firms in Lhe wood products branch have been
encouraged by the Covernment to form a professional association, the
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Liberian Wood and Carpentry Industry Association. The Associatiom
receives Govermment and external backing, and its principal aim is
the development of secondary wood processing;

(d) The Government in Liberia has decided to lower the duties
on imported cereals and vegetable oil, with thke aim of improving
the flow of inputs te the processing branches, which cannot secure
adequate supplies on the domestic market;

(e) In Angola, manufacturers of plastic bags pay only 50 per
cent of the duty on imported plastic raw material. This partial
exemption has been in place since 1975, although it Is thought that
tariff policies will be revised to remove subsidies within the cur-
rent economic and financial rehabilitation (SEF) programme of eco-
nomic and financial restructuring;

(f) In Zambia, the Government has embarked on an extensive
programme of removing price controls. The programme has not covered
certain sensitive commcdities such as cooking o0il, which adversely
affects the revenue of the oil-milling branch.

B. Meat and fish processing
1. Characteristics of the branch
Inputs

The meat and fish processing branch was studied in Augola,
Liberia and Zambia. In those three countries, this branch is domin-
ated by the processing of beef, pork, poultry and the major species
of salt-water fish and crustaceans. Although some fishing takes
place on inland waters in Zambia, the available data do not point to
any processing activity. In the three countries, the branch derives
the greater part of its supplies from traditional farming and fish-
ing operations.

In Angola, the raw materials for meat processing have been
scarce since the late 1970s as a consequence of the war, which has
caused massive displacement of farming communities and destroyed a
major part of the road and railway network. The critical impact of
the war is evident from Ministry of Planning statistics, which show
that the quantity of cattle slaughtered fell from 24,500 tonnes in
1973 to 3,700 tonnes in 1985. Within the Government's fishing
research programme, a method has been developed to replace beef and
pork with fish as the tasis for sausage production.

The scarcity of beef and pork has forced many meat factories
to close or switrh to the use of fish. The two most important meat
companies still in operation are Fabrica de Alimentados (FAL) at
Luanda and Bucaco at Huambo. For a decade, FAL has based its pro-
ducts on fish, while Bucaco depends on stray pigs, a nccessarily
frregular sourre of supplies that is supplemented, when possible,
with imported pork.

However, fresh fish appears to be in abundant supply and is
found in the many markets surrounding lLuanda at parallel market




prices (ot 5,000-6,000 kwanza (Xz) per kilogram in September 198R).
Inied fish, which local fishermen land and dry in the open air by
the roadside, is sold in a similar manner at Luanda.

In Liberia, the development of intensive animal production and
meat processing in urban areas has beer slow, pzartly because of a
tradition of fish production and processing, which was the prin-
cipal source of protein for the urban population. However, since
1980 fish processing in the modern sector has come virtually to a
standstill as a result of mismanagement at the leading enterprise
in the sector, the Mesurado Fishing Cruplex.

Meat-processing firms have been unable to fill this gap. The
traditional livestock herd is smali. The Ministry of Agricu'ture
and Water Development estimated a total of only 260,000 head in
19871988, 56 per crent of them goats, 23 per cent sheep, 21 per cent
pigs and 6 per cent cattle. The Ministry also estimated a total of
800,000 poultty on traditional farms. Assuming annual off-take
rates of 10 per cent for caltle, 75 per cent for pigs, goats and
sheep and 100 per rent for poultry, and using a base of prevailing
average carcass rates, this suggests a current equivalent meat
supply of just 4,150 tonnes. With few exceptions, the meat off-
take of *roditional farms is consumed in the villages. In the peak
years of 16879 and 1980, commercial, intensive poultry and pig farm-
ing sapplied an additional 2,200 tonnes of meat per year.

Poultry processing once appeared to be the most promising
industry in the hranch, but most of the large integrated poultry
slaughtering units in operation at the time of the survey have since
rlnsed. (Commercial operations are now redured to two relatively
large units and some 30 smzll farms, which sell the greater part of
theiv poultry preduction live. Low capacity utilization is the
norm, and there is an emphasis on laying rather than slaughtering.

Demand for meat and meat products in the towns cannot he met hy
thece loral suppliers. Data from the Ministry of Agriculture show
that in 19861987, import levels rearhed 10,000 tonnes of pork ribs,
S,800 tonnes of frozen ponltry, 12,500 tonnes of frozen beef and
about B.000 tonnes of nroressed meat products.

Pork is the principal input of meat processing firms in Zambia.
Pig products, including processed items such as sausages, polonies,
cured hams and bacon, account for about 7 per ceat of domestic meat
consumpt ion in the country.  This is a long-established propor-
tion. Statistiecs on pig production are incomplete, being largely
contined to the traditional sector.  The Annual Livestock Repott ot
the Ministry ot Agriculture and Water Development shows that  the
number of pigs in the traditional sector remained relatively stable
in 1983 1986, at around 170,000 aead. FEstimates by the Ministiy
put  the nunber of brecding sows in the commercial sector at aboat
N, 000 gt e medinm to-large seale tarms and a nwueber of o smaller
mits with less than 50 sows.  Recent years have seen a fall in the
suml o1t of the smaller farms,  Feed conversion ratios are low bercanse
of inadequate management standard~s and fred that is low in quality
anel drregular in supply.
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in the past decade, a number of programmes have been launched
in the ccmmercial sector under the Integrated Pig Management Scheme.
This Scheme aims to organize groups of farmers into cooperatives,
each with a central management responsible for the supply of feed
and other inputs and for marketing and extension services. The fol-
lowing projects were started under the Scheme:

(a) An Israeli-sponsored project in the Copperbelt. This
cooperative collapsed when Israeli technical assistance was with-
drawn;

(b) A German-sponsored integrated programme at Monze in
Southern Province, incorporating management, veterinary and exten-
sion personnel, a stock feed plant and a large number of vehicles.
Shortages of spare parts for the feed mill and the vehicles resul-
ted in deficient feed supplies and a general decline in the pro-
gramme .

Two other pig management schemes, at Kumbe in Central Province
and Chipata in Eastern Province, did not progress to the formation
of cooperatives. Some individual farmers are being supported by the
Ministry in acquiring feedstuffs and marketing their production. It
appears that the Scheme sti’[ provides some assistance with the
supply of better-bred pigs.

OQutput and markets

In Angola, the total processing capacity of the major firms is
about 1,000 tonnes. Detailed statistics are only available for FAL,
which has a capacity of 465 tonnes of processed products per year.
Its output in 1987 amounted to 45 tonnes of fish sausages and
208 tonnes of smoked fish. The total production of FAL is said to
have averaged 180 tonnes annually for an unspecified period in
the 1980s. The domestic market, however, has been estimated at
2,400 tonnes per year, with most sales effected at the factory gate.

In Liberia, meat and poultry processing is currently only a
cottage industry. The scale of the domestic market is indicated by
imports of 8,000 tonnes of processed meat in 1986-1987 (at that
time, the fiscal year star.ed on 1 July), although foreign exchange
constraints and informal cross-border trade are both significant
factors. The next section provides an indication of the potential
capacity of the poultry processing industry.

Output of the branch in Zambia is not known, although the
slaughter of 30,000 pigs in 1986 gives a starting point for an esti-
mate. Two enterprises, Zambia Pork Products (ZAPP) and Twikatane
Farm Products, control abhout B0 per cent of the market. The sgize
of the domestic market is not known exartly, but domestic demand
does not appear to be satisfied.

Spatial distribution
Until recently, the security situation in Angola was such that

the two areas in which the branch was active had to be regarded as
autonomong areas. It appears that competition helween the tvo areas
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has not yet resumed. Against the background of these constraints,
new investment in any form would have to be viable both in the
present circumstances and in a normalized situaticn, when massive
changes in the competitive environment are expected to be inevit-
able.

The principal area is Luanda and its surroundings, where FAL
has no serious competitor for its products, notably fish sausages
and smoked fish. Other producers are local fishermen, who supply
fresh fish directly to the local market.

The second area of activity for the meat and fish processing
branch in Angola 1is the south-western and southern region.
Proteica, a meat-processing business located at Lubango, used to
operate with a large workforce and ageing machinery and had a rated
capacity of 7,000 tonnes per year. However, it was forced to close
since farmers were no longer willing to sell their livestock at the
official prices. Another enterprise in the branch in that area is
Bucaco, which continues to produce a range of sausages and other
meat products. Its slightly different range, tailored to the
Portuguese taste, and the isolation of the area as a result of the
war means that it is not a competitor to FAL.

Data on the geographical distribution of inputs for meat pro-
cessing (cattle, pork and poultry) are not available. As already
indicated, processing plants partly rely on stray pigs. Virtually
all operational plants are Government-owned.

In Liberia, subsistence farmers throughont the rouni:y are the
principal owners and breeders of cattle, pork and poultry. imnly a
fraction of this production is supplied to the market.

In the Monrovia area, the Baker hatrhery had a rcapacity of
24,000 day-old chicks per week, but it ceased to operate in 1980,
Its broiler farm, with a capacity of 500,000 broilers per year,
closzd in 1984. In the Gbarnga area, the Baker unit, as well as the
Sangai laying and broiler farm and broiler processing plant, which
had a capacity of 1,000 birds per hour, halted production in 1980,
A hatchery unit at Sangai was completed but never commissioned. The
only remaining commercial operation is the Bright layer farm .t
Kakata, which produces about 26,000 eggs per day. A broiler produe
tion unit is currently planned for the same site. All poultry pro
cessing plants are privately ownod.

In Zambia, the slaughtering and processing of pork is rconcen-
trated in the Lusaka area, with some activity in the Copperhelt.
Animal diseases orcasionally prevent the transport of pigs and pig
carcasses out of Southern Provinece. For the same reason, Eastern
Province is not currently a source of supplies.

The three main producers operate along the line of rail in the
large population centres (the Copperbelt, Lusaka and Livingstone).
As already noted, ZAPP and Twikatane Farm Produacts dominate  the
market. The latter is a non-profit-making entetprise in Lusaka.
Its slaughlering capacity is about 20 pigs per chift, suppliecd bhoth
from its own piggery and from sources that also meet the needs of




-9 -

ZAPP. There are reports that Twikatane plans to establish a slaugh-
tering and processing facility in the Copperbelt to supply northern
areas. The third producer is Lusaka Cold Storage Ltd., a subsid-
iary of Galaun Holdings Ltd., which trades under the name Luscold.
Like ZAPP, this company procures it; pigs from within a 50-kilo-
metre radius of Lusaka, supplementing the output of its small

piggery.

Kyundu Ranch in Lusaka is a smaller operation that largely
serves the needs of the expatriate population in the capital. It
has reportedly opened recently a small slaughterhouse about 35 kilo-
metres from Lusaka.

It is estimated that Lusaka and its environs account for as
much as 90 per cent of Zambia's current output of pork products.
Privately owned enterprises are responsible for virtually all pro-
duction.

Linkages

The previous sections have illustrated the major backward link-
ages of the meat and fish processing branch to animal husbandry and
fisheries. Other inputs to the branch include spices, vegetable
oil, sugar, salt and other preservatives, flour, vegetables, dairy
products, casings and packaging materials.

Forward linkages are normally with the consumer, although some
products of the branch serve as inputs for other industries. For
example, fish-meal and bone-meal can be used by the stock feed
industry, while processed meat and fish can be ingredients for can-
ned soups and deep frozen dinners. The first example is a real-
istic way of reducing imports where local alternatives exist, but
the second will have only limited application, in the short term,
given the low income levels and the stage of economic development
currently prevailing in sub-Saharan Afriza.

Figure I shows the linkages of the meat and fish processing
branch in Angola. Although almost all the required inputs can
potentially be provided by the domestic agricultural sector and
other manufacturing branches, this is not currently possible in
view of the massive dislocation caused by the war.

The domestic economy is currently able to provide fish and
some supplies of pork, salt, flour, vegetable oil and sugar. Since
the output of the branch is limited, it can broadly manage with the
low level of other inputs. Casings are provided by another
indugtry within the branch, slaughterhouses; synthetic casings,
spires, emulsifiers and preservatives are not available. The small
volume of importer inputs required by the branch has largely been
provided. A substantial proportion of sales takes place at the fac-
tory gate, so the shortages of packaging are not currently a con-
straint. The forward linkage is predominantly with the rongumer
and ig direct,
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Figure I. Angola: Jinkages in weat and fish processing

Agricultural
sector
Y y
Milling 0il processing
branch branch
\
Meat processing |e¢
branch
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Packaging Salt extrac-
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Dairy Fisheries
products sector a/
Sugar
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4
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Source: "The regeneration of Angolan manufactur-
ing industry with emphasis on agro-based industries”,
Report of the UNIDO field mission to Angola in
September 1988 (PPD/R.21, p. S50).

a/ This is the temporary supplier of raw materials
to the branch until meat is again available on the
Angolan market.

Figure II shows the backward and forward linkages in the poul-
try slaughtering industry in Liberia. The only commercial enter-
prise in this industry is at present non-operational. The backward
linkages of the industry are with poultry producers. In the long
term, the market for live birds is expected to be replaced by one
for dressed birds. At that stage, the slaughtering industry will
most likely purchase broilers and spent heng from small and medium-—
sized poultry operations within integrated farms.

The bhranch is expected tn remain relatively independent of
other manufacturing branches, berause slaughtering, deep freezing
and packaging would be its only significant operations. It could
perhaps use domestic paper, given the foreslry resources of the
country, and plastic manufactured locally for its packaging needs,
provided that products were tailored to meet its specific require-
ments. The forward linkages are two: with the consumer, directly,
and with catering enterprises, which are called fast foods in fig-
ure 11. A future forward linkage rould be the supply of offal to
stork feed plants, which are partly integrated in the branch.
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Figure II. Liberia: linkages in poultry processing
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Source: "The regeneration of Liberian manufac-
turing industry with emphasis on agro-based indus-
tries”, Report of the UNIDO field mission to Liberia
in January-February 1989 (PPD/R.23, p. 62).

Figure IIl illustrates the major linkages of the meat-
processing branch in Zambia.

Other than meat, the branch produces salt, flour, milk powder,
rire, casings and bags for packaging. A limited volume of casings,
salt and spices needs to be imported. This branch, in common with
others in Zamhia, is constrained by the shortage of foreign
exchange, but its import requirements are modest and it appears that
it is not currently experiencing major problems. As in the other
countries under sgsurvey, the irregular availability of foreign
exchange adversely affects branch performance when spare parts are
required, The forward linkages are two: with the consumer and with
the stock feed processing industry, which v.. uffal as an input.
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Figure III. Zambia: linkages in meat processing
Agricultural Imports: spare Stock feed
sector parts, casings, processing
salt, spices branch
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Meat Grain milling
processing branch
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pork products
A
Metal and steel Package
manufacturing Yy manufacturing
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Market

Source: "The regeneration of Zambian manufacturing industry
with emphasis on agro-based industries”, Report of the UNIDO field
mission to Zambia in May-June 1988 (PPD/R.19, p. 21).

2. Major problems and constraints

Two constraints common to the development of the branch in ali
the countries under review are shortages of raw materials and spare
parts. The latter constraint is generally a result of foreign
exchange shortages, since spare parts have to be imported in the
majority of cases. Foreign exchange chortages, often compounded by
low levels of agricultural production, also explain the inadequate
supply of raw materials.

In Angola, the acute shortage of pigs and cattle is the main
problem. This is largely the result of the rcontinuing war, which
has prevented the raising of animals in many areas and has ser-
iously disrupted communications between producing regions and the
densely populated areas where manufacrturers and consumers are con-
centrated. In certain rentral areas, there is a large surplus of
animals. However, this surplus is not marketed hecause of tran-
sport problems and the fact that potential buyers cannot offer
acceptable gnods in payment.
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The supply of pigs has also been limited by frequent outbreaks
of swine fever, which is said to be caused by the poor state of
hygiene prevailing in government-owned slaughterhouses. A further
constraint lies in the regular power cuts, which damage not only
the products and inputs stored in refrigeration chambers but aiso
the installations themselves, since sharp temperature fluctuations
can cause walls to crack. Moreover, certain production processes
require a long and complicated restarting procedure, even after a
short loss of power. This, in turn, necessitates diesel generator
plants, which have to be imported.

In addition, the branch must struggle against a high inci-
dence of pilferage. Cash can buy little, since consumer goods are
in very short supply. As a result, raw materials. packaging, spare
parts and finished goods are stolen on a large scale since they
offer the means of barter. One factory reports that it receives,
on average, 45 per cent less fish for processing than it is
invoiced for. It is not uncommon for a factory to lose up to 35 per
cent of its stocks.

In Liberia, several poultry slaughtering and processing firms,
some of which are part of larger intergrated poultry enterprises,
closed after 1982-1983 owing to mismanagement, inadequate working
capital, irregular feed supply and shortages of bank credit. Those
enterprises still operating encounter great difficulties in import-
ing their principal raw materials (feeds, day-old chickens, packag-
ing and spare parts) because of the scarcity of foreign exchange.

Before 1981 the branch was protected by a ban on the import of
chickens. The subsequent liberalization of imports brought com-
petition from very low priced European chickens, forcing many
poultry operations out of business. This remains a major problem
for the surviving firms. [In an effort to reduce their imports of
inputs, private producers are beginning to contract out the local
farming of feed and are establishing new hatcheries. This trend is
constrained by difficult access to credit at acceptable terms.

The pork products branch in Zambia suffers from a shortage of
slaughtering pigs and, to a lesser extent, from inadequate spare
parts for essential equipment. These two problems explain the low
capacity utilization reported by some firms. In the current sel-
lers' market, meat is sold without difficulty, but new storage
space and equipment and packaging facilities will be needed once
piR production increases signifirantly.

. Fruit and vegetable processing

1. Characteristics of the branch

Inputs

The fruit and vegetable processing branch was surveyed only in
the tnited Republic of Tanzania, where fruit and vegetable farming
is dominated by subsistence farmers, each cultivating a few
hertares. large-seale operations are very few in number, and

rommercial contract ecropping has barely developed., None of the




-1k -

factories in the branch has a significantl land area of its own to
act as a supply nucleus.

Apart from occasional shortages, however, there is generally
an adequate seasonal supply of fruits for processing, such as
oranges, mangoes, pineapples, passion-fruit and tomatoes. The
problem lies in supplying the factories with fruit regularly and in
good condition. There is a severe shortage of lorries, none of
wvhich are converted for refrigeration and fruit transport. The out-
lying roads are in a very poor state. This causes the journey time
from harvesting to arrival at the factory gate to exceed two days
on occasion and causes extensive damage and losses, which report-
edly reach 50 per cent in extreme cases.

Qutput and markets

Output statistics on the fruit and vegetable industry iun the
United Republic of Tanzania are very limited. Shortag:s ot spare
parts and losses of raw materials are known to comstrain output.
Research has identified export demand for Tanzanian fruit products,
but this can be converted into sales only if the quality of the
products and packaging is improved and supply becomes more reliable.

Spatial distcibution

The UNIDO survey identified 7 of the 26 reported frui’ proces-
sors in operation in the United Republic of Tanzania. Most of the
fruit-processing plants are found in and around Dar es Salaam.

Of the 26 reported units, many of which are not operating,
6 are registered as public companies and 20 as private enterprises.

Linkages

The fruit and vegetable processing branch in the United
Republic of Tanzania has backward linkages with domestic agricul-
ture and with the packaging branch. Commercial fruit farming takes
place on a very limited scale, so processing plants are almost
entirely dependent on small-scale subsistence farmers for their
supplies. During the off-season they rely on imported supplies.
Special ingredients, such as preservatives, are all imported, as
indicated in figure IV,

The country has only one supplier of cans and one of glass
bottles, but neither can meet peak demand for its products. Squash
and sauce bottles, for example, must be bought at least six months
in advance. Moreover, the quality of the cans is poor, and there
are no pilfer-proof, recloseable caps of local manufacture for the
glass bottles, which are required by the regulations of the United
Republic of Tanzania Bureau of Standards. The rrown caps used for
beer and soft drinks bottles are not suitable for squashes and
gsauces. The processing units have therefore started o use moulded
plastic bottles, made from imported granules and sealed with

imported aluminum roll-on caps or locally made plastic flip top
closures. Cartons tend to be expensive, and their quality is inade-
quate. The poor quality of packaging materials is o major con

straint to the development of exports by the branch,
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chemists), as well as the lack of training tacilities, pise serious
problems for the branch.

There is also a critical shortage of double-refined sugar,
which is required for conservation. If, as has been predicted,
production ceas~s altogether, fruit processors would need to import
wvhite sugar to maintain their standards. Domestically produced
single-refined sugar could be used by the branch, but this is also
in short supply.

D. Animal feed manufacturing
1. Characteristics of the branch
Inputs

This branch was covered in Liberia, United Republic of
Tanzania and Zambia. It uses a wide range of inputs, including
cereals and cereal bran, oil-seed cake, fishand bone-meals, offal,
salt and other minerals. Most of the inputs could be procured
locally, but the condition of the agricultural sector and of
upstream industries is sucl that the branch must live with a high
degree of import dependence. In all three countries, the branch
imports all its essential vitamin requirements.

The stock feed manufacturing branch in Liberia has been acutely
dependent on imports for its major raw materials (maize, soya-meai,
fish-meal and concentrates). Between 1981 and (984, 20 per cent of
Liberian demand for stock feed was met by domestic millers, who
imported 80 per cent of their inputs. However, the last Liberian
mill was closed in 1984, and the country has since relied almost
totally on imports.

Bright layer farm, a poultry operation in Kakata mentioned in
section B.1, is in the process of installing a feed mill, which was
due to start production at the end of 1989. Although the mill plans
to use imported maize initially, it hopes to work in the long term
with supplies purchased from local contract growers under arrange-
meats that have not been specified. There are no data on maize
production.

Cassava chips, pellets or flour could substitute for imported
rereals and other local filler materials for part of the feed.
Rice bran is also a potential input. Much of the rice is milled in
villages and the bran fed to farm animals. However, the bran that
is the residue of commercial rice milling should be collected for
further processing. Other potential inputs that are domestically
available are pulses, slaughterhouse by-products and fish-meal.

In the United Republic of Tanzania the branch relies mainly on
lneal supplies tor maize, oil seed cake, wheat bran, fishand bone-
mral, limestone ai.. salt, supplemented by imports of vitamins,
amiao acids and trace minerals.

Fish-meal has been in short sapply since the plant at Mheya
halted regular operations in 1986, The branch now  depends  on
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irregular supplies of swall dried fish from the lakes purchased from
fishermen and from middlemen at wildly fluctuating prices. (*fal
and bone-meal have b~en unobtainable since the abattoir was closed
in 1984. Access to oil-seed cake is also limited because several
oil-seed processors have closed. At the same time, supplies of
oil-seeds are scarce, mainly as a result of transport constraints.

Imports of essential vitamins, amino acids and trace wminerals
were severely limited until recently, when supplies began to come
from Canada under an aid programmse. Branch performance is generally
weakened by the low productivity of the agricultural sector and of
upstream processing operations and by the shortage of transport
facilities.

As in the two other countries, the animal feed branch in Zambia
depencis on imports of the same essential ingredients, mainly miner-
als and vitamins. The dJdomestic processing of by-products from
sleughterhouses, such as offal, blood and bones, and, to some
extent, condemmed meat and carcasses, could provide the branch with
considerable volumes of inputs. This possibility has apparently not
received much attention, and existing rendering plants are not
operating efficiently. Cereal inputs are normally produced domes-
tically, but the quality of the maize, for example, is generally
poor, as the set prices paid to farm:rs do not take ‘nto account
quality. Lucerne-meal and fish-meal are not currently used by the
branch but could serve as raw materials.

Output and markets

The domestic output of animal feed in Liberia is presently
minimal. Only the National Milling Company, mainly a producer of
wheat flour for human consumption, is manufacturing some bran and
compound feeds for stock-breeding. The raw material, wheat, is
entirely imported. The animal feed production level of the company
is not known. The new Bright feed mill will have a theoretical
capacity of 3 tonnes per hour. The Liberian market for stock feed
is estimated at 12,000 tonnes per year, one third of which is
imported, which indicates the opportunities for new domestic units.

The branch in the United Republic of Tanzania is dominated by
the Tanzania Animal Feeds Company Ltd. (TAFCO), a parastatal with
total installed capacity of 170,000 tonnes per year. Its largest
plant, in Dar es Salaam, has a capacity of 10 tonnes per hour. The
smaller, privately owned companies in the branch have an estimated
combined capacity of 80,000 tonnes per year. In 1988, the output
of TAFCO amounted to a little more than 15,000 tonnes, of which the
Dar es Salam unit accounted for 8,000 tonnes. The private sector
rontributed an estimated 50,000 t-nnes towards domestic demand of
about 220,000 tonnes.

About 95 per rent of output consists of poultry feeds, the
balance being for pigs and cattle and for special experimental
feeds. Sales take place predominantly at the factory gate. There
are no imports to cover the large gap between supply and demand.
Congequently, many farmers mix their own feed, using imported
minerals and vitamins. Given the unfulfilled demand in Lhe
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domestic market for animal f-ed and also the fact that TAFCO prices
exceed those on the intermational market, prospects for exports by
the branch are remote.

The production of stock feed in Zambia fell from
192,000 tcan2s in 1980 to 130,000 tonnes in 1987. Aggregate
nominal capacity is put at 244,000 tonnes. The most important
producers are E. C. Milling Ltd., National Milling Ltd., Zatco,
Indeco Milling Ltd., Chimanga, and Kabwe Milling.

Total demand is estimated at 3,000,000 tonnes per year but
fluctuates with product quality and prices, which are fixed by the
Government. There is some interest in Zambian stock feeds in the
United Republic of Tanzania and Botswana, and the branch is explor-
ing regional export possibilities. However, domestic shortages,
corhined with the current export clearance and licensing system, are
expected to constrain expoct development.

Spatial distribution

No feed manufacturers are presently operational in Liberia,
although the Bright feed mill was scheduled to start production in
late 1989. The latter is privately owred, as were those units at
Monrovia and Gbarnga that have closed down.

There are 24 feed plants on the mainland of the United Republic
of Tanzania, 14 in Dar es Salaam, two in Moshi, two in Arusha and
one each at Lindi, Mbeya, Mtwara, Mwanza, Kigoma and Shinyanga. In
addaition there is one unit at Zanzibar. The four largest plants,
located at Dar es 3alaam, Moshi, Mbeya and Mwanza, are owned by
Tafco, a subsidiary of the parastatal! National Milling Corporation.
A study of industrjal licenses issued shows that there are at least
16 privately owned units, many of which are nely established but
small.

Most of the stock feed plants in Zambia are found along the
line-of-rail, with the exception of some small units that are owned
by the Cooperative Unions. Of the total processing capacity in
Zambia, 50 per cent is located at Lusaka, 8 per cent elsewhere in
Central Province, 30 per cent in the Copperbelt, 11 per cent in
Southern Provirnce and |l per cent in other provinces. Parastatals
account for 95 per cent of output.

Linkages

A well developed feed industry normally involves a network of
backward linkages. The branch may use inputs from the agricullural
gector and food-processing industries.

In Liberia, where the branch is still in its infancy, the
backward linkages are less pronounced. This is indirated in
figure V. [t gshould be remembered that the branch is impartant for
boosting the earnings of many food processing industries by provid-
ing a ready market for their by-products and wastes. The present
linkages refer to the plants that are currently operational,
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Figure V. Liberia: linkages in animal feed manufacturing
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Source: "The regeneration of the Liberian manufacturing
industry with emphasis on agro-based industries', Report of the
UNIDO field mission to Liberia in January-February 1989 (PPD/R.23,
p. 64).

The animal feed branch in the United Republic of Tanzania has
backward linkages to the agricultural sector for grains, the milling
branch for brans, the oil-seeds processing branch for seed-cake and
the fishing industry for dried fish. The forward linkage is to the
livestock subsector, as indicated in figure VI.

The branch in Zambia has backward linkages to the agricultural
sector and other manufacturing subsectors, notably flour milling,
oil-seed  processing and meat proressing, as illustrated in
figure VII.
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Figure VI. United Republic of Tanzania: linkages
in animal feed manufacturing
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in February-March 1989

Figure VII. Zambia: linkages in animal feed manufacturing
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2. Major problems and constraints

The branch in Liberia has four principal constraints. There
is a shortage of domestic inputs, since farmers have few incentives
to grow and market the necessary products. The branch must also
live with a shortage of spare parts and equipment as a result of
limited access to foreign exchange. In addition, it suffers from
the present weakness of commercial meat production, which results
in low demand for animal food. Fourthly, capable managers, tech-
nicians and skilled workers are in short supply. The constraints
are all inevitable consequences of the low level of economic
development. The branch will have to be entirely rebuilt, which
itself requires the return of stable economic conditions.

Some of the constraints on the branch in the United Republice
of Tanzania have already been highlighted in the section on inputs.
The shortage of key inputs, notably the animal protein supplements,
means that branch output often breaches the specifications of the
Tanzanian Bureau of Standards. The absence of regular preventive
maintenance and the shortage of foreign exchange to purchase spare
parts have led to increasingly regular plant breakdowns and complete
stoppages. Inadequate roads and the lack of lorries are also sub-
stantial constraints.

In Zambia there are the same foreign exchange constraints on
the imports of inputs. With offal, there is the additional problem
that the structure of 1ielatively small slaughterhouses militates
against producers making economies of scale. The branch has the
same problems of spare parts shortages and irregular plant mainte-
nance that have been noted in the United Republic of Tanzania.

Labcratory facilities do not exist irn most Zambian plants.
Given the uneven quality of feed ingredients, this is & major
obstacle to quality control. In the absence of adequate monitoring,
the finished product is not uniform, and an excessively high fibre
content is found in poultry and pig feeds. Protein deficiencies
also create lower quality stock feeds, which has adverse effects on
the quality of the animals that consume them. The Zambian Standards
Institute has established national standards for the different types
of stock feed, but these are not enforced by regulations, apparently
because there is no body to administer a control system. Thrre are
no established national standards for inputs, with the exception of
maize.

The pricing of ingredients is set irrespective of the level of
impurities, or ot protein and fibre content. Consequently, qualily
suffers as producers have the incentive to keep their rosts down.
Prospects for tne branch would be enhanced if national standards for
inputs were established and if stock feed price, were related to
quality. These changes assume the creation of a qualified, inde-
pendent laboratory to serve the national s<tock feed braoch,  This
need is clear in view of the weaknesses of the few existing 1. .horn
tories: test samples are not always quickly assessed, results are
not always passed to the appropriate parties and there is a low
level of coordination between quality control centres and individuoal
plants. Thege quality-related constraints hold back livestoek
develapment and weaken efforts to develop export markets once
domestic demand is met.




E. Wgod processing

1. Characteristics of the branch

Inputs

This cranch was covered in Liberia, the only country with large
forestry resources. Almost half of Liberia's territory is covered
with forest. Timber harvesting within national forest areas and
other productive forest land is regulated on the basis of the Forest
Management Plan and other Government policies. These regulations
restrict cutting to cases when the trees felled are replaced by
replanting ana/ur natural regeneration. In reality, however,
mining, road construction, urbanization and shifting cultivation
patterns have continued to erode forestry resources. While the
depletion of reserves has been even mnre severe elsewhere in West
Africa, such as in Cote d'Ivoire, where an estimated two thirds of
the forest has been cut down since 1¢.6, it is nonetheless obvious
that measures must be taken in Liberia to reverse the trend.

An increased volume of wood processing would help to preserve
forests for the simple reason that fewer trees need to be felled to
attain the same level of earnings from unprocessed timber. This
would encourage better forest conservation practices per s~». A
similar policy could also be applied to other African countries that
still retain significant forest cover, such as Gabon, Congo and
Zaire. A new regulation on exports of wood came into effect in
Liberia in March 1988. It imposed an obligation on logging compa-
nies to process 10 per cent of extracted logs locally. If imple--
mented, this could boost operational sawmilling capacity by an
estimated 25-50 per cent. Ic¢ is difficult, however, to enforce such
a2 regulation, since authorized logging companies generally operate
in remote areas, where they cannot be easily supervised.

Current sawmilling operations in liberia are inefficient.
Slabs and off-cuts are used as fuelwood, and large quantities of
wood residues and waste are left to rot. Productivity is low and
installed machinery is normally underutilized, mainly berause roads
and logging trucks are poorly maintained. In these circumstances
sawmills cannot be properly supplied. This, in turn, ~onstrains the
performance of the secondary wood-processing industry, which uses
the primary products for further manufacturing and assembly into
standard products such as scaffolding, partial frames, beams and
formwork; non-standard building components such as doors, windows
and mouldings; furniture; packaging (crates, boxes and pallets); and
other products sucn as hateches and boats,

Similar problems are reported from the branch in other
timber-producing countries in Africa. The Government of Equatorial
Guinea set itself a targel: by 1990, 60 per cent of its timber
should be exported in processed form. However, this schedule has
not bheen met, partly because of deficiencies in the sawmiiling
industry and partly because of changes in the world market, which
are explained in the nex®t section. [n the Congo, a plantation com-
pany has shown flexibility: its eucalyplus interesls near
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Pointe-Noire, which are ideally located for exports, were intended
for a paper and pulp industry that has not materializec, but the
company is now establishing a joint venture to market a system of
cloning that produces hybrid eucalyptus trees that grow as much as
four centimetres per day.

Qutput an rket

Qutput data in Liberia are available only for sawn wood, of
which about 14,000 cubic metres are produced monthly. The export
component of thkis total is not known. The domestic market for wood
products is modest, given the weakness of the economy, which con-
tracted each year from 1983 to 1988. Secondary wood products
usually cannot compete with imports, which are less expensive and
of better quality. In this context, an encouraging example has been
set by Ghana, which has developed a furniture industry and started
to penetrate overseas markets with products of proven quality. The
small scale of the Liberian market is another obstacle to increased
processing, although it is not a constraint for other African pro-
ducers, such as Nigeria and Cote d'lvoire, whose scale is large
enough to make a modest secondary processing industry viable for
domestic consumption.

Changes in the developed country market for tropical timber
should have benefited African producers that export their timber
principally in log form. This is because the South-East Asian pro-
ducers have introduced, and largely enforced, bans on exports of
unprocessed logs. However, freight charges to Europe, the principal
market for African countries, make African exports less ccmpetitive
than those of South-East Asia. Furthermore, the European market has
changing needs: in 1980 it imported 62 per cent of its tropical
timber in unprocessed form, but by 1987 the proportion had fallen
to 39 per cent. This trend makes still more urgent the development
of the wood-processing branch in Liberia.

Spatial distribution

Most logging and wood-processing operations are located in the
major forest reserves in the north-west and south-east of Liberia.
The plants are situated at the points of access to main roads or
ports, as the branch is heavily dependent on the export market. In
terms of the number of companies and employees, primary processing
dominates the branch, with exports largely in raw log form. In
1986-1987, there were 17 operational szwmills producing sawn timber,
veneer and plywood.

Seven sawmills were not operational in 1987. The branch also
has secontary processing units, all owned by Liberians: 167 were
registered with the Liberian Wood and Carpentrv Industry Association
in the Greater Monrovia area in 1987. Such units are found in other
major towng, but their exact numbers are not known. Private owner-
ship is predominant, with only one sawmill fully Government-owned.
The loca ion of units mirrors that in ligeria, Cdote d'Ivoire and
Cameroon and is more logical than in the key producing countries of
Central Africa, such as Congo and Zaire: sawmills are generally
found at points of good access in foreat areas, with secondary
activities located in or near urban centres.
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Linkages

Forward linkages are not well developed in Liberia. Doors,
panels, crates and pallets are examples of manufacturing, but the
volume of production is modest.

As illustrated in figure VIII, sawn timber is also sold to
carpenter:z working for the domestic market. Potential forward
linkages are shown in the figure, including export-oriented knock-
down furniture industries and the manufacture of floorboards and
parquet floors for direct installation. Market surveys would have
to be carried out to identify products that can be manufactured at
competitive prices and of export quality, but the overall potential
for forward linkages is considered good.

Figure VIII. Liberia: linkages in wood processing
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In other West African countries, a common forward linkage is
to the fibreboard, plywood and veneer industry. The furniture
industry is dominated by artisanal production, with the exceptiomns
of Ghana and, to a lesser extent, Nigeria and Cote d'Ivoire. As
already noted in the section on output and markets, linkages to
export markets are weak. Competition from South-East Asia and
Europe in secondary wood processing leaves a formidable challenge
for African producers such as Liberia. The potential of regional
markets should be explored.

2. Major problems and constraints

The branch in Liberia faces substantial constraints in all
areas. Supplies of wood inputs at competitive prices are inadequate
because of the inefficient extraction and transport of logs. Pro-
ductivity in the sawmills is very low, and secondary processed wood
is both non-standardized and of low qualicy. Operators have great
difficulty in reaching the break-even [oint because of high produc-
tion costs and low prices in the domestic market.

Lesser known and relatively inexpensive species of wood are
poorly promoted on the local market. The branch suffers from a lack
of experiernced and trained management and skilled personnel. Oper-
ators have mnoct (iten recognized the need for shortand long-term
planning and have a poor grasp of pricing considerations and
record-keeping procedures. The units tend to be undercapitalized
and have restricted access to foreign exchange, so that plants are
poorly maintained owing to a shortage of spare parts. Institutional
credit facilities are scarce, especially for Liberian-owned opera-
tions, and loan applications are processed slowly.

These constraints are covered in other studies of wood proces-
sing in West Africa,* but their gravity differs from country to
country. They are often more serious for secondary than for primary
processing, two examples being transport (because the products
require more care and more packaging) and traised manpower (because
of technical and marketing needs).

F. Vegetable oil milling
1. Characteristics of the branch
Inputs

This branch was surveyed in Angola, Liberia and Zambia. Vege-
table oil mills ran use a variety of inputs: palm-oil fruit and
kernels, cotton seeds, sunflower seeds, soya beans, nlives, ground-
nuts and coconuts. With this wide range of options for inputs, the
branch can operate in most climatological zones in Africa, although
the type of technology used will depend on the nature of the input.

*See, for example, the rountry reports submitted to the
regional meeting for Africa, held in 1982 at Vienna, to prepare for
the First Consultation on the Wood and Wood Products Industry.
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At the village level, small quantities of the lecal oleagincus crop
are sufficient to permit artisanal processing. Larger scale opera-
tions require access to greater volumes of inputs of relatively
uniform quality. Supplying the larger plants on this scale often
presents difficulties.

In Angola the branch used to have access to locally produced
raw materials, such as sunflower seed, palm—oil seed and coctton
seed, for all its needs. Pefore the civil war it could not use all
the inputs, and palm-oil seeds were exported (11,500 tonnes in
1970). The massive dislocation ard the near-abandonment of many
rural areas in the war have severely curtailed this supply (Ministry
of Planning data show that only 1,190 tonnes of palm o0il were
marketed in 1985), making the branch dependent on imports. The
single unit operating in the branch cannot function at a profit due
to the fixed price structure imposed by the Government, and it may
well decide to abandon the grinding, pressing and chemical extrac-
tion of seeds. In this case, it would refine crude oi! into edible
oil and soap. The oil-seeds-processing branch would then cease to
exist.

In Liberia, palm cultivation and palm-oil processing are car-
ried out by both modern plantations and mills and cottage indus-
tries. No area estimates are available for wild palm groves, but a
World Bank report claimed that almost 45 per cent of agricultural
households traditionally make palm oil from wild fruits. There is
no refinery for crude palm oil. The value of imports of refined oil
for local consumption averaged 3.85 million Liberian dollars ($L)
per year in 1983-1987.

In the late 1960s and 1970s the Government becume directl,
involved in the modern cultivation of oil-palms. Its target was to
satisfy domestic need and then produce for export. In th's objec-
tive it has been only partly successful. Exports are negiigible,
and the private sector dominates the branch.

Estimates of the Ministry of Planning and Economic Affairs
suggest thal the area planted wilh oil-palms currently amounts to
19,600 hertares, of which 5,600 hectares are run by smallholders
under the Government-operated oil-palm scheme (the mills on swmall-
honlder farms are owned and operated by the Government). The
remaining heclares consist of plantations, which are largely
Government -owned. The rondition of State-managed branch operations
gives cause for alarm. Most plantations are approaching the end of
their natural life of 15-16 years and are poorly maintained, as
evidenred by the absenre of fertilizer, the low rate of replanting
and irregular and inadequate upkeep. (ne reason for this decline
is that the mills, hoth small and large, operate at a fraction of
their capacity and have done so for several years, thereby eroding
the incentive to replant oil-palm. The yields on smallholders’
farmsg compare unfavourahly with those on wild palm grover, primarily
owing tn poor site selection and management, although the planting
material, which is of the fenera variety, usually pgives good
results.
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In Zambia, the investment plan of the Ministry of Agriculture
and Water Development Task Force projected the production of oil-
bearing seeds at 106,000 tonnes by 1988. However, the Ministry's
final crop estimate put the total crop yield of sunflower seed, soya
bean and cntton seed at 82,000 tonnes in that year. The output of
gronadnuts from oil extraction appears to be about 1,000 tonnes per
year. Sunflowar production fell dramatically in the first half of
the 1980s, from 40,000 tonnes per year to 10,000 tonnes, but is now
recovering under the stimulus of higher producer prices.

In the 1988-1989 growing year there were sizeable increases in
producer prices for oil-seeds, amounting to 80 per cent for hybrid
and composite varieties of sunflower seed, 43 per cent for unclas-
sified sunflower seed, 29 per cent for soya beans and 52 per cent
for cotton seed. These increases and subsequent ones are expected
to lift produrtion levels, allowing higher capacity utilization in
the industry. Currently, large volumes of comparatively inexpensive
crude vegetable oil are imported, but they are on an insufficient
srale to meet the needs of the branch.

Output and markets

The sole operational oil mill in Angola has a capacity of
5,000 tomnes of refined edible oil per year, with a crushing capac-
ity of ) tonnes per day. [Its output in 1987 was 2,461 tonnes of
refined oil and 65 tonnes of palm kernel oil. Such data as are
available suggest a sharp fall in output since the ezrly 1980s.
Mills not currently operational are thought to have a total capacity
of 5,000 tonnes per year.

The Angolan market for edible oils is estimated at 3¢,000 con-
nes per year and is largely met by imports, to the extent that
foreign exchange availability permits. Domestic sales are normally
made at the factory gate. Vegetable oil is considered an essential
commodity, and owing to the extreme shortage, a license is required
for expurts. The manufacturer does not presently envisage exports.

Zambia's oil-seed-processing capacity was estimated at about
214,000 tonnes by a study of the United States Agency for Interna-
tional Development (USAID) in 1987.» The two largest operators,
Refined 0il Products and Premium 0Oils, accounted for about 73 per
rent of the total, or 157,000 tonnes per year. Medium-size firms
processed about 50,000 tonnes of oil-seeds per year. The balance
was processed by roughly 40 small-scale cottage indusiries, some of
them working by hand, with caparities varying from 12.5 to 180 kilo-
grams per hour. The Interim National Development Plan, unveiled in
August 1987 and sinre reversed in some key poliry aspects, urged
enconuragement for enterprises producing essential consumer goods
surk as coonking oil. [t envisaged additional supplies of oil-cakes
for farmers and the stork feed industry, which currently meels about
one third of demand.

*JSAID, Study of the oil-sceds in ‘ambia, Report to the
Ministry of Commerce and Industry of Zambia,
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The installed modern oil-milling capacity in Liberia amounted
to some 44 tonnes per hour in eight plants. The larger part is
accounted for by three plants at Grand Cape Mount, Sinoe and Grand
Bassa. Output is low, since some units have been closed down and
others operate intermittently. In 1987, modern mills produced
about 5,000 tonnes of vegetable oil. The greater part of domestic
demand, estimated at 25,000 tonnes per year, is met by traditiomnal
village processing. There is no palm-oil refinery in Liberia, so
refined palm o0il must be imported. Sales of vegetable oil are
effected at the factory gate, and exports are a distant prospect,
given the production coustraints.

Spatial distribution

The only oil-seed-processing company in Angola is Induve,
located about 10 kilometres north of Luanda. It has been operating
at a loss for many years. Before independence, 2 number of other
crushing plants were in operation, five of the most important being
located at Benguela, Malanje and Luanda. None of these plants is
operational. The Benguela unit has very old equipment that could
not be restarted if sunflower seeds were to become aveilable again.

The branch also includes the following factories producing soap
from vegetable oil: Induve, Luanda; Olmag, Luanda; Barata and
Barata, Benguela; Sodete, Huambo. They are all said to be
operational.

State-owned companies account for 36 per cent of branch
employment, and the private sector, 64 per cent. The largest pro-
ducers of edible oils and/or soaps are the privately owned Induve
and the State-owvned Olmag.

The palm-oil-processing branch in Liberia consists of a few
modern crushing mills as well as many small village units that crush
by hand for local consumption. A kernel-crushing mill is situated
in the Monrovia Free Zone. As already noted, the larger units are
either closed or ‘unning at very low capacities.

The Government opecrates oil mills on smallholder farms, which
account for 73.7 per cent of the existing planted area, and on con-
cessions. It owns, or is the majority shareholder in, 73.8 per cent
of the total milling capacitly in the country. Libinc, a private
company located at Buchanan, supplies industrial oil to Rainbow
Industries for soap manufacture and appears to be the 1 7st success-
ful operation.

In Zambia about three fourths of the oil extraction capacity
is arcounted for by a small number of plants situated in the Lusaka
region and Central and Southern provinces. Southern Province by
itself produces about one third of the total domestic output.

0il-serd processing in Zamhia is dominated by the parastatal
Indrco, which accounts for 77 per rent. The balance of 25 per cent
is privately owned.




Linkages

In Angola the oil-seeds branch has a potentially strong back-
ward l:inkage with the agricultural sector for its raw materials.
As indicated in figure IX, there is an existing backward linkage
with the bottle manufacturing industry for its container needs and
to the steel manufacturing subsector for its spare parts. The
branch has a direct forward linkage to consumers and the :nimal feed
industry and, because oil-seed cake is a by-product of silling, to
the livestock subsector. It also has an indirect forwvzrd linkage
to consumers through soap amanufacturing.

Figure IX. Angola: linkages in oil-seed processiig
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Source: "The regencration of Angolan manufacturing industry
with emphasis on agro-based industries”, Report of the UNIDO field
mission to Angola in September 988 (PPD/R.21, p. 53).

There is at present no domestic backward Llinkage, as raw
materials are imported. Previously, inputs were available on the
domesticr market. The forward linkages to consumers and 'he animal
feed/livestock industry have heen greatly weakened and 1ow depend
on one processor, Induve., This linkage will disappear if Induve
decides to abandon the grinding, pressing and chemical  xtrastion
of seeds and starts to import oil for refining. In the s.ort term,
the manufacturing capacity in this bhranch could bhe strengthened by
technical assistance for the rehabilitation of Induve.
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li liberia, the branch has a backward linkage tu agriculture
and two torward linkages to soap maiufacturing and stuck teed pro-
cessing. Some crude palm o0il is sold directly to consumers, and the
small balance is exported. Present and potential linkages are shown
in figure X. To strengthen linkages, MVA and employment, rehabili-
tation of the existing palm-kernei processing plant should be con-
sidered. This would give the palm-oil extraction units a market for
the kernels, which are presently used as fuel or discarded.

Figure X. Liberia: linkages in palm-oil processing
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Source: "The regeneration of Liberian manufacturing industry
wilth emphasis on agro-based iundustries’, Report of the UNIDO Fiold
mission to Liberia in January -February 1989 (PPD/R.2Y, p. 9R).
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A palm—oil refinery has been under consideration by the
Government. The survey concluded that demand in the domestic macket
and in the Mano River Union would justify such a plant. Refluned oi!
cvailability would enable the branch to exploit further forward
linkages.

The major linkages in the oil-seed processing branch in Zambia
are highlighted in figure XI. The pattern is straightforward and
similar to that in Angola and Liberia, although the backward linkage
to agriculture is better developed in Zambia than in the other
countries. The linkage with the stock feed industry is also strong:
in several cases, the latter operate adjacent to oil-seed processing
in the same plant.

Figure XI. Zambia: linkages in oil-seed processing
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Source: “The regeneration of Liberian manufacturing industry
with emphasis on agro-based industries”, Report of the UNIDO field
mission to Zambia in October 1988 (PPD/R.19, p. 24).

2. Major problems and constraints

The major problem facing the branch in Angola is the pricing
of its main product, edible oil, which is termed a strategic com-
modity. The controlled prices are so low as to discourage any new
investment in the branch, even assuming the removal of other con-
straints, since there are no prospects of making a profit from the
business. At the same time, investors would have to achieve an
unrealistically high level of capacity utilization to compensate for
the low prices, bul this is nol possible because the seeds have to
be imported and foreign exchange is not regularly available to the
branch.
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Having no access tec locally produced raw materials or to
adequate foreign exchange for spare parts and experienced expatriate
engineers to train local personnel, the branch allowed its plant to
deteriorate and may start to import crude oil for refining. Inter-
nal stability would initiaily free foreign exchange resources pres-
ently allocated to military expenditures and then, over a longer
period, create an environment in which Angolan agriculture could
again become . supplier of inputs. The renewal of rural communities
would also necessitate large public investment in roads and power
supplies. The Government has various policy options that are widely
believed to offer encouragement for the industry: one example is
the removal of price subsidies, such as that on edible o0il, and
tentative steps towards economic reforms have been hinted at.

The principal constraint on the branch in Liberia is the lack
of coherent development policies and targets. This lack is crip-
pling the whole economy, with the possible exception of some raw
materials extraction industries such as iron ore. The branch is
also constrained by flaws in present and potential linkages. Most
plantations are poorly managed, while oil-palm reserves have been
partly destroyed by inadequate upkeep and harvesting techniques.
Uncollected crops have sometimes been left on the trees because of
the insufficient capacity of the mills. A potentially strong raw
material base has become neglected and underutilized.

Deficiencies of management and working capital mean that all
plants operate intermittently, at very low output levels, resulting
in high production costs and operating losses. Furthermore, the
prevailing low level of skills and, more importantly, the lack of
motivation on the part of employees, owing to low salaries and the
non-payment of wages, also reduce productivity. Plant breakdowns
and closures are common because of foreign exchange shortages, poor
planning or ihe unavailability of imported spare parts.

Major constraints to the full utilization of capacity in Zambia
are inferior equipment, including non-existent or poor cleaning
facilities, the lack of spare parts, Lhe poor working environment
and the irregular supply of raw materials.

The oil mills tend to be technically unsophisticated and ill-
suited to the type of input, and the equipment is generally old.
The efficiency of oil extraction suffers accordingly. The inade-
quate cleaning facilities mean that impurities enter the machinery
along with the seeds. The shortage of spare parts is accentuated
by the advanced age of most of the machinery. There is no spare
varts manufacturing industry in Zambia, which leaves the branch
vulnerable to the familiar problem of securing foreign exchange for
imports.

Domestically produced oil cannot compete effectively with low-
priced imports of crude oil, illnstrating the need for some incen-
tives for growers of oil-seed. In any event, the quality of the
loral inputs is inadequate (the presence of impurities that damage
all moving parts, especially the expeller screws, has already heen
noted).  This invariably leads to poor equipment performance and
inrreases maintenance needs and bhreakdowns.
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Many wmills have the additional problem of price controls.
There is usually a time-lag between an increase in the price of
inputs and a rise in the price of edible oils. The resulting losses
in earaings have led to some production stoppages. Companies com-—
bining the production of oil-seeds and stock feed have been able to
absorb the losses by raising their stock feed prices.

G. Packaging materials
I. Characteristics of the branch
Inputs

This branch was surveyed in Angola, the United Republic of
Tanzania and Zambia. The branch offers a wide range of products and
uses inputs from a variety of sources, including agriculture,
paper—-mills and the glass and chemical industries. This discussion
concentrates on materials with a potential linkage to agriculture
and forestry. Sheet polyethylene bags are important as lining for
fertilizer bags but much less utilized for other agricultural and
agro-industrial purposes.

Bag manufacturing in Angola is based mainly on synthetier
materials. Bags for cereals and coffee used to be made of jute, but
in 1975 the only production line was closed. The raw materials for
natural fibre bags used also to be produced locally, but the dis-
ruptions of the civil war brought total dependence on imported
synthetic substitutes, mainly from the Federal Republic of Germany.

In the United Republic of Tanzania, paper bags and cardboard
boxes are produced by the paper and pulp branch. The principal
input, pulp, is manufactured within the branch. The main supplier
is Southern Paper Mills {SPM) at Mufindi. I* has an installed
capacity of 90,000 tonnes per year of newsprint, kraft, machine-
finished paper and pulp.

Most other ronverters rely on SPM to a great or lesser extent
for paper and/or pulp. The paper and pulp mill diviaion of Kibo
Match Corporation at Moshi is independent of SPM, but it has diffi-
culty in securing reliable and reasonably priced supplies of waste
paper from Dar es Salaam. It manufactures board for conversion to
plain cartons.

Kibo Paper Industries at Dar es Salaam relies on SPM for
unbleached pulp for the manufacture of its corrugated carton board,
as well as kraft paper for (onversion to cement and grain sacks.
It procures thicker, white-lined board from Kibo Match Corporation.

Twiga Paper, also located at Dar es Salaam, is almost entirely
dependent on SPM {or supplies of kraft liner and test liner for
corrugated hoard manufacture and of kraft paper for conversion into
grocery and other bags. It +lso uses some yellow machined paper
from SPM for tea bags. The quality of the paper is inadequate for
exports, and the company uses imported machine-glazed paper in its
place.
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The bag manufacturing industry in Zambia is almost exclusively
dependent on imported raw materials, making it very vulnerable in
view of the foreign exchange constraints. The UNIDO survey found
in mid-1988 that the foreign exchange cost of these imports was
estimated at 45 million kwacha (K) per year, although subsequent
currency devaluations have boosted these costs. Polypropylene and
polyethylene granules are imported from Europe, and there has been
a steady increase in the price of polypropylene.

Alternative sources of natural fibre have been investigated in
an effort to save foreign currency. Kenaf has been identified as
the most suitable substitute for jute. Its fibre is of similar
colour, length and smoothness, and it is stronger and more resistant
to decomposition. It can be easily grown in Zambian agro-climatic
conditions and processed with the same type of equipment as jute.
A kenaf development programme has been launched. It is the Govern-
ment's view that Zambia should become self-sufficient in natural
fibres for the manufacturing of bags for grain, coffee, hessian
cloth and twine. The survey concluded that the Government should
consider possibly cheaper alternatives to jute, such as sisal,
before funding programmes to produce kenaf.

The production target for kenaf during phase I of the plan
(1987-1988) was 360 tonnes, estimated to require the cultivation of
450 hectares. In phase II (1989-1993), 1,500 tonnes would be pro-
duced on about 1,900 hectares. In 1987-1988, 400 small-scale
farmers were recruited to grow kenaf on 200 hectares. Their output
was estimated at 160 tonnes, assuming an average crop yield of
800 kilograms per hectare. This output was less than half the
level targeted. In 1988-1989, the producer price of kenaf fibre was
raised to K 6 per kilogram, which was then equivalent to $US 0.67.
This price was set considerably higher than the cost of imported
jute, reflecting the Government's wish to boost kenaf production and
rural incomes and to save foreign exchange.

The results of phase I suggest that the targets for phase 1I
may also fall short of expectations if no additional efforts are
expended. Further producer price increases are necessary to per-
suade the small-scale farming community to extend its cultivation
of kenaf. [If it is to he successful, the kenaf development pro-
gramme should also include the following elements: the supply of
seed and fertilizer, extension services and research. The branch
must improve coordination between the increase in kenaf cultivation
and the planned rehabilitation of the Kifco jute line. Failure to
do so0 is expected to prove costly.

Output and markets

The nominal production capacity and the output of bags in
Angola are widely divergent. While nominal rapacity was almost
12,000 tonnes, the output of raffia bags amounted to 679 tonnes in
1987, equivalent to about 4.2 million 50-kilngram bags. If the two
operational manufacturers were rehabilitated and able to function
without any major constraints, their output «could rise to
2,280 tounes per year, corresponding to about 40 million bags. The
domestic market hag been estimated at 6.5 million bags per year.
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The return of intermal stability would lead to a strong expansion
of economic activities, including an increase in the demand for
bags.

At present, bags are principally so!d to GCovernment agencies
in Luanda, usually at the factory gate. The unmet domestic demand
and the erratic qu-lity of the product have deterred any serious
consideration of exports. ’

The total output of paper packaging materials in the United
Republic of Tanzania cannot be accurately estimated, because data
on the smaller enterprises are not available. The four largest
producers have a combined capacity of 112,000 tcnnes per year. The
branch has two very different elements: a highly competitive,
limited market for cardboard boxes and an undersupplied, less com-
petitive market for paper bags. The market for products of the
branch is dominated by Dar es Salaam, although the proposed rehab-
ilitation of the national transport network should broaden it. The
quality of the materials is presently too low for export markets.

In Zambia, total demand for woven bags is estimated at
70 million, of which about 60 million are made from synthetic
materials and 10 million from natural fibres, mostly jute. The
domestic output of polypropylene and jute bags runs at 22-30 million
and 0.25 million, respectively.

Although imports fill the gap, there is a good market for
synthetic bags in Zaire and Burundi during the three or four months
when demand in Zambia is low. The market for jute bags in neigh-
bouring countries is especially encouraging. However, inefficient
methods of purchasing raw materials and other production constraints
currently prevent exploitation of these markets.

Spatial distribution

The five bag-manufacturing enterprises in Angola, largely
privately owned, are located at Luanda, Lobito, Ruila and Huambo.
The four cities were formerly important manufacturing centres. The
only two firms making ralfia bags that are currently operational are
situated at Luanda. The location of the plants at Luanda and
Lobito, which are not operational, should facilitale their importa-
tion of raw materials (plastics) since both cities are also ports,
but their supplies have regularly been interrupted by transport and
payment delays.

Most units in the branch in the United Republic of Tanzania are
smiall to medium in size and concentrated at Dar es Salaam because
it constitutes A very large market. FEight units are located at Dar
es Salaam and one each at Tanga, Arusha, Moshi, Zanzibar, Iringa and
Mosi.

The four largest processors are Southern Paper Mills (SPM) at
Mufindi, 720 kilometres from Dar es Salaam; Kiko Match Corporation,
situated on the outskirts of Moshi, about 560 kilometres from
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Dar es Salaam; and Kibo Paper Industries and Twiga Paper Products,
both at Dar es Salaam. Of the largest enterprises, only Kibo Paper
Industries and SPM are publicly owned.

Information on the spatial distribution of the branch in Zambia
is limited. One bag manufacturer is located at Kabve and another
along the line-of-rail connecting the Copperbelt with Lusaka and its
environs. Privately owned firms produce 86 per cent of branch
output.

Linkages

The branch in Angola has strong forward linkages to the agri-
culture sector and to the food industry and o her subsectors, as
illustrated in figure XII. Backward linkages are weak since the
branch is largely dependent on imports of plastic raw materials.

Figure XII. Angola: 1linkages in bag manufacturing
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Source: ''The regeneration of Angolan manufacturing industry
with emphasis on agro-based industries’, Report of the UNIDO field
mission to Angola in September 1988 (PPD/R.21, p. 61).

Linkages in the paper-processing branch in the United Republic
of Tanzania are shown in figure AIIl. As well as backward linkages
to the paper and hoard mills sub-branch and indirectly to the agri-
culture and forestry sector, there atre numerous forward linkages to
the food processing, pharmaceutical, fertilizer an< cement branches,
all of which serve domestic and export markets. It should be
recalled that one input i« waste pap r, which cannot be classified
as a product of any branch,




- 37 -

Figure XIII. 'ited Republic of Tanzania: linkages in
paper processing
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Source: ''The regeneration of Tanzanian manufacturing industry
with emphasis on agro-based industries’, Report of the UNIDO field
mission to the Unitad Republic of Tanzania in February-March 1989
(PPD/R.26, p. 52).

Bag manufacturing in Zambia has a large number of forward
linkages, although its backward linkages are extremely weak.
Figure XIV shows the situation and points to the importance of the
branch to a comparatively large number of manufacturing subsectors.
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Figure XIV. Zambia: linkages in package manufacturing
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Source: "The regeneration of Zambian manufacturing industry
w.th emphasis on agro-based industries’, Report of the UNIDO field
mission to Zambia in May-June 1988 (PPD/R.19, p. 29).

2. Major problems and constraints

Plastic raw materials for the branch in Angola have become
increasingly difficult to obtain. This is partly the consequence
of import regulations stipulating that Angolnave, a State-owned
company, must handle the sea transport. The arrival of its vessels
in the port of shipment is often delayed and poorly coordinated with
the delivery of the cargo to the dockside by the supplier, Payment,
which is due when the cargo is loaded on board the vessel, is regu-
larly delayed, and it is likely that the supplier gives priority tec
other customers with better records of payment.

In common with other manufacturing branches, the production of
raffia bags is beset by mechanical defirciencies in equipment. Spare
parts have proved difficult or impossible to obtain on the domestic
market, while foreign exchange constraints have prevented the
acquisition of adequate imports. A shortage of suffiriently trained
personne: at many levels has arcenluated maintenance problems.

The twn raffia bag manufacturers have nonetheless arhieved
about 50 per rent capacity utilization, which is a high rate in the
rircumstances. However, synthetir bag manufacturers tend to con-
centrate on the production of ather plastic goods, since the selling
price gset by the Covernment is low.
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New agricultural output directives call for increased volumes
of marketed crops, such as cereals, coffee, groundnuts and sunflower
seeds. If implemented, this would boost demand for bags. If agri-
cultural raw supplies were again normalized, mechanical breakdowns
would become more frequent and prolonged because the deficient
equipment would be in greater use. The Government has not projected
the demand for bags in coming years, but it is obvious that rehab-
ilitation of the branch, notably the raffia bag manufacturing
sub-branch, is essential to meet higher demand.

The branch in the United Republic of Tanzania has two major
constraints, the high cost and unreliability of road and rail
transport and the high prices charged by SPM for its products. This
high tariff stems from heavy production costs, which are further
increased by the need to subsidize foreign exchange. All operators
face stiff competition from better quality, lower-priced imports.

A further constraint common to all the countries under review
in this branch is the acute shortage of foreign exchange to procure
essential spare parts. Two other constraints are the shortage of
heavy road and rail transport for ferrying raw materials and
finished goods and the shortage of storage space to accommodate the
fluctuating deliveries of inputs and the dispatch of finished goods.

The bag manufacturing branch in Zambia suffers from a number
of problems similar to those in Angola and the United Republic of
Tanzania, although the transport and input constraints are less
marked than in Angola. Raw material supplies are a problem: 98 per
cent of the branch's input needs are imported. Prices of synthetics
and jute increased greatly in 1983-1988, leaving the branch short
of its import requirements at a time when general economic diffi-
culties in any event reduced the availability of foreign exchange.

The branch also relies on imports of spare parts for almost all
equipment and will continue to do so, except for some simple parts
that could be locally manufactured. This dependence has created
further problems. When spares have been unavailabie, some pieces
of equipment have gradually been dismantled. In consequence, capa-
city has fallen and import needs risen.

H. Conclusions

Although this paper is limited in scope, some broad ccnclu-
sions can be drawn, with regard tc both individual branches and
general issues. The meat processing branch in Angola has access to
some inputs, although the plants have become isolated from rural
areas by transport breakdowns. A return to stahility would free
these inputs for utilization by the branch. Farmers are reluctant
to sell their stocks as the currency has become virtually worthless.
The proposed massive devaluation will not ease this problem unless
the farmers can buy consumer goods with their revenue from selling
animals. In Zambia, the survey found that the Integrated Pig
Management Scheme was motivating farmers to produce better bred
pigs, and further assistance could be providec to the Scheme.
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The animal feed manufacturing branch in Zambia currently
imports key ingredients such as vitamins and minerals. The survey
pointed to the possibility of processing slaughterhouse by-products
to obtain the vitamin and protein needs of the branch. Finished
products are often poor and are not of standard quality, pointing
to the need for an independent central laboratory.

Also in Zambia, the survey found that producer price increases
had boosted the output of raw materials for the vegetable-oil-
milling branch and had lifted capacity utilization.

In Liberia, weaknesses were found in all aspects of the
wood-processing branch, a dire state of affairs that cannot be
improved by changes at the branch level.

In the United Republic of Tanzania, the survey came across a
formidable pricing constraint in the packaging materials branch.
The latter depends heavily on one company for its inputs. This
company charges high prices because it is directed by the Government
to subsidize its export prices for the sake of competitivity, at the
expense of domestic consumers.

The four countries of sub-Saharan Africa are bedevilled by raw
material shortages that result from the poor economic performance
of the countries for most of the 1980s. Domestic inputs are often
ir short supply, sometimes because of poor harvests and sometimes
because of poor Government policy in pricing and the allocation of
public resources. This raw materials gap cannot generally be met
by imports because of foreign exchange shortages, which have been
caused by a combination of weak prices for Africa's commodity
exports, debt service requirements and the allocation of resources
to unproductive projects. Improved iacentives for farmers and an
improved rural infrastructure, including producer services, would
help to solve this problem.

Spare parts are also in short supply. The scale of the needs
is not large enough to justify the establishment of large spare
parts industries in individual countries. However, the establisgh-
ment of a significant spare parts industry on a regional basis may
be justified, since many countries struggle with the same problem.
At the national level, small units could be set up to manufacture
the simpler spares. This shortage is also explained by foreign
exchange constraints. While these constraints will remain in the
foreseeable future, there are ways of alleviating their impact. For
example, Zambia and the United Republic of Tanzania are members of
the Preferential Trade Area for FEast and Southern Africa (PTA),
which oper.ites a mechanism to handle trade between members without
drawing on foreign currency. This mechanism is being put to growing
use, and undoubtedly the scope exists for its further expansion.

Another common weakness in the branches is management. This
is a common problem in parastatals, where management often has too
little freedom to act. [In other rases, in Angola and Liberia, the
managers bave abandoned the units. This constraint is reflected in
poor marketing, weak planning, inadequate quality control and




-4l - /(’{2—

insufficient records on which to base management decisions. Selec-
tive technical assistance programmes would remedy the situation in
individual units.

The constraints mentioned above are felt most strongly in
Angola, where the civil war has destroyed many rural communities,
dispersed hundreds of thousands of people, reduced agricultural
production to a fraction of its former levels and obliged the
Government to devote massive resources to military needs.

Angola, unfortunately, is no exception. Countries like
Uganda, Mozambique and Somalia have suffered from similar disrup-
tion. While those countries also need the type of assistance
referred to above, special efforts are required to restore the
infrastructure and to provide skilled and managerial personnel for
the regenerztion of manufacturing. While domestic markets in Africa
are often undersupplied, the usually small domestic buying power and
heavy competition from industries on other continents set a limit
to what a regenerated agro-processing subsector will be able to
-2ll. Expansion of PTA-type regional market arrangements should
help to create a larger market for the food products of sub-Saharan
Africa. It should be realized that sub-Saharan Africa is a late-
comer to overseas markets. Special efforts are therefore needed to
identify market niches and to attain intermationally acceptable
quality standards.

Finally, despite what has been achieved by the analyses
referred to in this paper, it is clear that a much more detailed
branch-level analysis of African manufacturing industry needs to be
carried out. This paper could provide the basis for such in-depth
research.
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A NOTE ON MEASUREMENT AND POLICY IMPLICATIONS
OF EFFECTIVE PROTECTION OF INDUSTRY

J. Cody®

A. Furpose, definition and assumptions

A tariff, or a non-tariff import restriction such as a quota,
raises the price of imports and creates an incentive for competing
domestic production by aliowing higher prices. Tariffs on a
producer's inputs, however, create a disincentive. The combined
effect on domestic value added of output and input tariffs,
measured in terms of the possible increase in unit value added,
i.e. the price effect, is called effect _ve tariff protection.

Industrial subsidization, which can be measured by effective
protection when all relevant government policies are included, is
increasingly becoming a matter of political interest as well as
economic analysis. This note describes the basic concept of effec-
tive protection, proposes (section D) an adjustment regarding non-
traded inputs and suggests (section E) a system of product taxation
attractive from the viewpoints of economic efficiency, government
revenue and industry promotion. It is not intended as a general
review of effective protection. In particular, the many empirical
studies are not discussed. Mainly it aims at promoting a few simple
but important policy points that can be analysed using data on
effective protection.

Since the 1960s, the effective protection measure has become
widely used in both developed and developing countries because it
provides valuable information on tariff structure and production
incentives and is not very difficult to estimate if a decent input-
output table or a census of production and inputs, as well as
revelant price data, is available. This note is mainly concerned
with developing countries for two reasons:

(a) Effective protection levels in many of thege countries are
<till high, on average, even after the trade liberalization of the
19805, and they vary greatly by activity;

(b) Tariffs continue to be a major source of government
revenue and industrial protection.

The assumptions pregented helow are also probably more realistic for
developing than developed countries.

*CGlobal Issues and Poliry Analysis Branch, UNIDO.
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The effective rate of tariff protection (ERP) zfforded domestic
producers of good j in terms of value added is defired as

t. - L t.a,.
ERP; = -4 ... i ij (1)
J 1 -z aij

where t:; is the nominal ad_ valorem import tariff, t; is the
input tariff and a;: is the input coefficient (as in an input-
output table).* This definition assumes the following:

(a) The country is a price-taker without mairket bargaining
pover (the small-country assumption), i.e. import supply elastici-
ties = = , and imports are perfect substitutes for comestic supplies
and goods j, i remain importables with tariffs (thus, the domestic
price of j, i is equal to the import (border) price plus tariff,
protection is not passed on, or back, and non-tradeables are ruled
out) ;**

(o) The technology is price-inflexible (so that aj is
unaffected by tariffs) and 0 < aj: <« 1, which rules out
mathematical-economic anomalies where gRPj = @ or -=, or vhere
t; gives negative ERPj.***

The small-country and perfect-import-substitutability assump-
tiors are the key assumptions not only for the ERP concept but also
for modern trade policy and cost-benefit analysis in general, which
build on the principle that border prices equal shadow (efficiency)
prices of traded goods.**** ERP simply focuses on the consequences
of products being separable into value added and purchased inputs,
as well as being importable.

As it is defined above, this basic ERP concept has three
attributes:

(a) It is positive rather than normative (in the sense that
it indicates production incentives, not necessarily efficiency, and
primary factors of production are market priced);

(b) It is partial equilibrium (the resource allocation effects
of ERP are not included);

*For simplicity, the summation sign is dropped in this paper
except where it is explicitly needed; ag; should be expressed in
tariff-free prices.

#*Ad justment for non-traded inputs is discussed in section D.

###If aj; > 1, the denominator in equation (1) is negative, so
t; can give negative ERP;. This (statistically observed for
some countries) phenomenon implies absolute resource wastage.

#rarln developed countries, recent trade policy has tended to
focus on the implications of imperfec: competition and "strategic
industry” support, and cost-benefit analysis n environmental
impacts and valuation of non-marketed goods.
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(¢) Possible non-tariff interventions by government (e.g.
quotas, export or direct protection subsidies) are omitted.*

For practical policy purposes, a major limitation of ERP is that it
is essentially a static analytical tool. It does not indicate
dynamic comparative advantage, for example, although it can indicate
the static costs of dynamic policies.

B. Basic analysis
ERP: can be separated into two components: protection

(subsxdy; for activity (va'ue added in) j afforded by tj; and
disprotection (tax) by t;j. Taus, ERPj becomes

a_,
ERP;; - ERPjj = tj(f - -) -z ti(I—:lj——) (2)
ij ij

This separation is useful for the analysis of ERP because it
distinguishes the impact of individual policy measures and for the
setting of tariff rates when, for example, industry j wants t;
low and industry i wants t; high.

It can be seen that the difference between nominal and
effective protection depends on the values of aj; and tj. The
equation can be extended to include, separately, other policy

interventions that alter pricer. tj = ts if aj; = 0,
then ERPj = tj. If t; = tie equatxon (f& condenses to
become
( 1 - a, J)
t:y (- - -2 = t;
J 1 - a.. J
1]

In this case, there is uniform nominal protection of activities i, j
(and uniform effective protection if the tariff on i inputs equals
t;) and a tax on consumption of j at the same rate, tj. If
aj; = 0, in equation (2), l/(l - 3ij i) =1 and ajj Q- ) =0,
so that ERP; j o=t and ERP 0] (or, in plaxn Englxsﬂ the
ERP concept is relevant only 1f ] has inputs).

In practice, final goods tend to have higher nominal tariffs
than intermediate goods.** This is called tariff escalation. If

tj > tj, then ERPj > tj. In this case (ERPjj ~ ERP;;j)/t; must

*#In principle, all of these could be included, but then the
meaning of ERP changes considerably and measurement becomes more
complicated. For the most comprehensive analysis, see [1].

**In the early stajes of development, consumer goods tend to be
easier candidates for import substitution than capital and inter-
mediate goods. And, once imposed, tariff structures tend to be
"gticky" because of vested interests. An early use of ERP measure-
ment was to show that tariff escalation by developed countries

cont inued
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be »>l. Dividing through equation (2) by t;, we get
[n- (tiltj)aij]/(l - aij), which is >»1 if lj > t;.

The table illustrates how the value of ajj influences the
impact of tj; and t; on ERPj. The example assumes that both
t; and t; = 10 per cent and that the second through fifth
columns reflect ERP as expressed in equation (2).

Impact of tj and t; on ERP; in relation
to the value of a;j

a;j /(1 - aij) aij/(l - aij) ERPJJ ERPij
0 1 0 0.1 0

0.1 1.11 0.11 0.111 0.011
0.25 1.33 0.33 0.132 0.033
0.5 2 1 0.20 0.10

0.75 4 3 0.40 0.30

0.9 10 9 1.00 0.90

0.99 100 99 10.00 9.99

It can be seen that as aj; increases, the impacts on ERP; of
t; and t; increase exponentially (the impact of t; is greater than
that of t:). Thus when aj;; becomes high, only a small difference
betveen t: and t; can give a very high ERP;. Furthermore, dis-
protection” (ERPj;) due to tj (when t; = g-) exceeds tj;, the
nominal protection, only when 25 0.5. ERP; remains at iO per
cent regardless of the value of ajj because " in the table, t; and
t; are assumed equal.

It is therefore essential for tariff policy makers concerned
with production incentives to know the value of aj;; at least
approximately. Even a moderate level of nominal progection can
provide, perhaps quite unintentionally, a high production incentive
when value added is a small proportion of outpur. L. ' our
productivity comparisons and other economic indicators may also
berome distorted by differences in effective protection.®

(continued) impeded attempts by developing countries to export
manufactures, rather than primary products, by adding processing
value. Such escalation was reduced by the Kennedy and Tokyo tariff-
cutting rounds, held within the General Agreement on Tariffs and
Trade (GATT).

*International comparisons of labour productivity, i.e. value
alded per employee, are frequently used to support economic analysis
or policy positions. Since such comparisnns are based on actual
data, which reflect government market interventions, they do not
provide real cost comparisons. Adjustment for EP, broadly defined,
would eliminate this distortion.
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C. Effective rate of tariff protection and tariff reform

ERP provides a criterion for assessing the extent of industry
support, but the same ERF can be achieved in a number of ways with
differing effects on consumers, input suppliers and taxpayers. For
instance, again letting t; = t; = 0.1 and a3 = 0.5, so that
ERP: = 0.1, assume that industry j makes a convincing case (e.g.
learning-by-doing, scale or technological change arguments) for an
increase in its value-added protection to 0.2. This increase can
be achieved in four ways. First, raise t: to 0.15. This penal-
izes consumers. Secondly, reduce t; to O. This penalizes
industry i. Thirdly, provide industry j with a direct subsidy
equivalent to 10 per cent of base value added (sj = .05).*% This
penaiizes taxpayers, although it should be remembered that tariff
revenue is available equivalent to 10 per cent of imports of j and
i, so that a direct subsidy could be linked to the tariff revenue.
Fourthly, the first, second and third possibilities could be com-
bined so as to spread losses among consumer j, industry i and tax-
payers. For example, iuncreasing t; to 0.13 and decreasing t;
to 0.06 gives ERPj = 0.26 - 0.06 = 0.2, and the tariff changes
could be further reduced by a production subsidy out of tariff
revenue. The balance-of-payments effect of tariff reform will
usually also need to be considered.** Note that ajj is not a
policy variable.®»*

A> this point a few complications and useful, often-proposed
suggestions for policy analysis will be interjected. In many coun-
tries, total effective protection is derived from the sum of many
policies besides tariffs (quotas, licenses, domestic taxes or sub-
sidies etc.). For most policy purposes, it is this sum plus the
effect of the components that is important. The analysis of effec-
tive protection should attempt to do this, separating individual
poliry measures as in equation (2) (lj and t; effects), so that
policies can be fine-tuned.

But when many policy measures interact or there are non-
transparent measures such as quotas, it is necessary to calculate
their effects by directly comparing border (c.i.f. impourt) prices

*Note that the direct subsidy is the hest choice in terms of
standard optimal taxation theory. In the example, since the initial
tariff is assumed to remain, the direct subsidy might be only second
best.

**Tariffs are wusually imposed for any of three reasons:
industry protection, government revenue and balance of payments.
In principle, better (more efficient) policy instruments are avail-
able to achieve each of these objectives, so that the ideal uniform
tariff is usnally zero (no distortion). See [2].

AMrEGr some governments following a dynamic technology policy
(Japan and the newly industrializing countries of East Asia), ajj
is an important variable, but this is beyond the scope of the
present paper.,
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with domestic prices. Empirical studies have shown this to be the
best way to capture full policy effects, including policy redundan-
cies.* Under complicated tax systems the simple measurement of
tariff effects does not mean much.

Emphasis should be on identifying reasons for high rates, which
lead to import prohibition and lack of competition, and widely
variable rates, which lead to large resource allocation distortions,
as well as negative rates (mostly agricultural exports) and rates
with negative value added at world prices.** If irrational (as may
be in many cases), they should be altered.

D. Non-traded inputs

Non-traded inputs (NTIs) comprise mainly utilities (e.g. elec-
tricity), construction materials (e.g. cement) and services (e.g.
finance and insurance). NTIs exist because of their high cost of
international transfer and are often a significant proportion of
total intermediate input costs. Adjustment for them has been a
matter of some debate in the ERP literature. Empirical estimates
of ERP have almost without exception used either the Balassa or
Corden methods of dealing with NTIs (and in both cases indirect
inputs are usually ignored because of data difficulties).

NTIs have sometimes been assumed equivalent to traded inputs
with zero tariffs. This assumption is not correct, however: being
non-traded, supply elasticities need not be infinite (i.e. the
small-country assumption does not apply), so that their value added
can be affacted by t:. This is the simple method of treatment
suggested by Balassa. ~(Later, Balassa added that tariffs on traded
inputs to NTIs should be included in the calculati-: "RPij.)

Corden argues that value added by domesti. p: .ry factors
(labour, capital) is value added, whether in good j or in good h (an
NTI). Since the small-country assumption cannot apply to h, its
supply elasticity can be assumed to be finite and its price can be
affected by t:. Thus in the Corden method, VA; and VA, are
Iumped together, with the benefits of t: distributed according to
(unknown) relative supply elasticities,” just as within VA; the
benefits are distributed to the primary factors. Tradeable inputs,
direct and indirect, are deducted {rom VA,.

If good h were used only in the production of good j, the
Corden method would be the correct way of dealing with non-
tradeables. Logically, VA; and VA, should then be considered

*Chris Edwards, of East Anglia University, emphasized Lthe
point in a recent discussion regarding his work on a South-Fast
Asian economy.

*For  example, in Burundi, of A6 products, '6 were reported
to have had an ERP of 100-500 per cemt in 1985, 6 had an FRP of
»S00 per cent or negative value added and 2 had negative effertive
protection. See [1]
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together, as a vertically integrated unit. However, because of the
nature of NTIs, mentioned above, good h will be used throughout an
economy, i.e. in I j, not j alone. The effect of t; on VAp
becomes marginal, and VA; and VA, cannot be considered a unit;
the Corden method breaks down, and even the meaning of ERPj
becomes unclear.

The little-known Scott method resolves the problems mentioned
above and thus is recommended here as the best way of dealing with
NTIs.* The Scott method assumes that the price of h (h being used
everywhere) is raised by the entire tariff structure, I t:, not
t;, so that h can be treated like I j and not included in VA;
wgen calculating ERP:. An expression for I t:, taken from the
Little-Mirrlees-type cost-benefit literature,**  is the standard
conversion factor (SCF), which is a way of expressing the shadow
exchange rate. ERP calculations using the Scott method are thus
consistent with that literature. As a result of cost-benefit
studies, estimates of the SCF are now available for many developing
countries, so that use of the Scott method should not impose empir-
ical difficulties.*n*

Scott is more realistic than Corden in recognizing the empir-
ical nature of NTIs, that is, that they are used in the production
of all tradeable goods. Accordingly, their value added cannot be
lumped together with value added in any particular tradeable, pro-
tection of which will have only a marginal effect on the NTI. In
effect, the Balassa and Scott methods are in agreement on this
point. Scott adds, however, that protection overall raises the
price of NTIs, either directly or through an adjustment of the
exchange rate, which thus alters the relative prices of tradeables
and non-tradeables, a point agreed by Corden and modern trade and
cost-benefit theory in general.

To sum up, ignoring indirect tradeables for simplicity, the
three methods can be compared in terms of equation (1) with i
referring only to tradeables and h to non-tradeables. In the

#*Sce [4]. Scott barely explains his logic, which may account
for its lack of popularity. He uses a proxy for SCF and does not
define ERPy or consider the implicationgs of inputs to h. The
method recommended here might thus be termed the revised Scott
method. Corden [1], pp. 162-163, gives the Scott method two para-
graphs, then drops it.

#nSee [S5]. Many cost-benefit studies based on Little and
Mirrlees have since been produced. As used here, SCF is assumed to
be expressed in tariff equivalent, rather than exchange rate form.

*rkRecent studies have combined semi-input-output analysis with
standard cost-benefit analysis to ralculate the SCF and conversion
factors for important non-tradeables. See, for example, [6].
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Corden method, the formula remains as in equation (1). The Zalassa
and Scott methods are as follows:

t,. - t.a.,. —a,.
Balassa's ERPj = d - iiy hj (1a)
1 -a,.-a_.
ij hj
and
t, - t.a,. - (SCF - 1)a, .
Scott's ERP; = 1. 113 . hi (1b)
J 1l -a,.-a,.
ij hj

From equation (1b) it can be seen that the Scott ERPy is
equivalent to SCF - 1, i.e. general protection raises demand for h,
allowing VA, to increase by SCF - 1. Good h may, however, use
tradeable inputs, e.g. capital goods and oil in electricity genera-
tion. Tariffs on these inputs may be assumed to be passed on to
user industries I j, thus partly offsetting the benefit to them of
SCF - 1.* Thus, in line with Corden's reasoning (on an aggregate
scale), namely, that h can be divided into value added and tradeable
inputs and that tariffs on those inputs tax j, equation {lb) can be
rewritten as follows:

t.-t.a. .- [(SCF - 1)(1 -a, )+ t.a. .
Scott’'s ERPj = -1 1 !J,,,}Av o ,)‘,V, L,), i th?h] 3
l -a,.-a_.
ij Lj

In practice, it would probably be sufficient to calculate the
expanded term given above for just a few major NTIs, like electric-
ity. This would then be used in all EP calculations, so that the
adjustment should not be empirically difficult. Of course the
expanded term collapses to SCF - 1 if tj = SCF - 1.

E. Tariffs 2ud policy design

Tariffs have long been used by almost all countries mainly
because they require little administrative capacity. They are not
an efficient policy instrument, however.** True, they raise govern-
ment revenue, encourdge domestic production and reduce foreign
exchange expenditure - all more or less reasonable objectives of
most governments - but they provide little policy control, for as
Tinbergen pointed out, x number of objectives requires x number of
policy instruments. A tariff of 10 per cent taxes consumption at
that rate, subsidizes production by 0.1 ! value added, raises
revenue by 0.1 x adjusted imports and lowers imports by the sum of

*It would be more corrert to consider that tariffs on inputs
to h would not be passed in full to7 j, reflecting relative supply
elasticities. However, empirical measurement would be extremely
difficult and unlikely to change the resulting ERPi much.

**There are strong arguments for preferring ad valorem tariffs
over import quotas, however. The effects of the latter are not
transparent; they effectively decouple from international competi-
tion and provide no government revenue (unless auctioned),
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the consumption decline and the production increase. None of these
rhanges 1is likely to be exactly what the policy maker desires
(Corden refers to by-product distortions; see [2], chaps. | and 4).

An extra degree of freedom is provided by introducing a tariff
cum domestic production tax or subsidy (tD;). It th: = tis
the two taxes are equivalent to a consumption tax, Whik‘{l raises
more rvevenue than t: alone, especially where the import/consump-~
tion ratio is low. If th; ¢ t:, domestic producrtion is etfec-
tively subsidized, even if tD; is positive. If tD: ¢ 0, it adds
to the production subsidy provided by tj; thus, tj could be
reduced if protection is the objective, and revenue trom t; could
offset the revenue loss from the direct production subsidy, as
suggested in section C above (see the ammex).

A basic tax level for tj and tDj can be envisaged that
would meet general goverument revenue requirements. adjusted for
specific products up or down for, say, distributional reasons
(luxuries and basic goods). Thus, there might be three general tax
rates, and further reduclion of tD; (not t:) to promote specific
(exceptional) industries or reduce imports, with t adjusted
upwards, if needed, to provide offsetting revenue tor domestic
industry promotion. The general revenue t-: wonld apply only to
final consumer goods, with exports exempted. Intermediate products
would not be taxed, eliminating a major problem in effective pro-
tection theory and conforming to the logic behind the value-added
tax. Especially for those Jdeveloping countries that <till rely on
tariffs as a major revenue source and a means of protecting
industry, this tax system would be simple* but powerful and would
allow multiple government objectives to be achieved with minimum
economic distortions.®®

It should be noted that for an infant industry, the ratio of
production to consumption will be near zero, so that revenue raised
from t; will be equivalent to a consumption tax. A very low level
of t: would be needed if the revenue from it were used solely to
provide a production (value-added) subsidy, especially if the
value-added ratio is low. The revenue from t: will derline as the
infant grows, i.e. as the import ratio declines. However, the need
for a subsidy should also decline, so that the level of t tequired

*The administrative system v taxing imports would already be
in place, and taxing final domestic production at the tactory gate
should not be nearly as diffienlt as imposiag a value added tax,
which would, however, have the advantages of cross-check accounta-
bility and taxation of value added after the port or factory gate.

*Computable general cquilibriam (CCE) models based on assmmed
second-hest conditions have been used to reaclh somewhat dif ferent
eonclucions (see [7]).  In these models, tax structare in "made to
measure’” and substitutability between imports and domestic produc-
tion is of major importance. The practicality of soch madels s
moo' .
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to finance the subsidy could remain constant, dropping to zero when
the industry becomes export-oriented or the infant fails to
develop. In this case, the effective rate of subsidy (ERP
including direct production subsidies) would be the appropriate
measure of incentive for infant industries.*

F. Conclusion

In manv developing countries, even after the trade policy
reforms of the 1980s, effective protection remains high, on average,
and is highly variable, thus significantly affecting industrial
production decisions. This paper has tried to explain, briefly, the
concept of effective protection in its simplest form, point out its
implications for trade policy and production incentives and show how
to adjust for non-traded inputs in a manner fully consistent with
the general trade theory upon which the effective protection concept
is based. Such an adjustment seems essential because any trade
theory that fails to account for non-traded goods cannot be con-
sidered realistic. The realism of the small-country assumption may
be questioned, but it provides the key by which consumption and
production effects can be considered separately, with trade as the
balancing variable.*®* Given its obviously strong analytical power,
the assumption seems acceptable as a gemeral rule. As long as the
limitations of the effective protection concept are understood,
including its function as an indicator of production incentivesk¥*
but not of production efficiency or national cost-benefits, it
should be seen as a useful and rather easily quantifiable tool for
economic policy-making. For a much more complete analysis of
effective protection in the context of general equilibrium trade
theory, the reader should consult Corden [1}, who considers a
wealth of complications.

*The direct value-added subsidy suggested here could be altered
to correct for factor-level distortions if these cannot be corrected
directly. If, as many studies indicate, interest rates are too low
and unskilled wage rates too high in developing countries, thus
favouring use of capital in the technology mix, then part of the
value-added subsidy could be given in the form of a labour-use sub-
sidy, thus correcting factor as well as product market distortions.

#*[n the recent public economic literaturs, as well as cost-
benefit analysis, the assumption is used to equate shadow prices of
tradeables to their world prices (e.g., see (8], pp. 17-18).

*#*[t does not show the resource allocation effects of protec-
tion, which depend on relative incentives and supply elasticities.
An activity may have a high effective protection, but sgimilar
activities might have an even higher effective protection, so that
resources could be Arawn from the former to the latter. Moreover,
in imperfect competition, an incentive might raise profits or
x-inefficiency (i.e. firm-level inefficiency related to lack of
competition) rather than output.
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The concept of effective protection, especially when divided
into output and input tariff components as in equation (2), is
particularly important for policy makers wishing to establish the
levels of protection, promotion or incentive required to support a
particular industry, perhaps because it is an infant industry or
perhaps for strategic reasons. By combining tariffs with a
domestic production tax or subsidy (tDj), an improved, nearly
ideal system of policy control can be achieved. Industrial
promsticn, rather lhanm pruiteciion, would of course be the
appropriate policy goal.

Finally, some wishful thinking. The measurement of effective
protection and of many related indicators for policy decisions would
be simplified or made possible, even in time-series, if countries
would collect and report values cf tradeable goods and value added
in border (c.i.f. for imports) as well as domestic prices. Such
information is urgently needed not just for the convenience of
economic analysts but because separate nominal policy measures often
do not, as a result of redundant policies, quotas etc., convert into
direct domestic price equivalents. With the information in hand,
the overall policy direction could be more easily measured. The use
of such indicators and the collection of data could be an issue for
discussion and might warrant collaborative support from potential
users, including international organizations. Project level cost-
benefit analysis would also become simpler.
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Annex

EFFECTS ON PROVMUCTION, CONSUMPTION AND IMPORTS OF INTRODUCING
A DOMESTIC PRODUCTION TAX/SUBSIDY CUM TARIFF

The figure illustrates the effects on production, consumption
and imports of introducing a domestic production tax/subsidy (LDj)
cum tarviff. C and P are the domestic demand and supply curves, M
is the (infinitely elastic) import supply curve at tue <{given;
c.i.f. price. The tariff raises the domestic price paid by con-
sumers to M + t. Consumption drops from d to c, production
increases from a to b and imports drop by the sum of the consump-
tion and production changes. Imposition of tD at the same rate as
the tariff reduces the net price received by producers back to the
border price level; the net supply curve becomes P + tD and nroduc-
tion returns to a. Thus the tariff and tD at the same rate are
equivalent to a consumption tax. If tD < tariff, the net price
received by producers is greater than the border price, providing
an effective subsidv. If tD ¢ O (giving a direct subsidy), the
P + tD curve moves to the right of the P curve, adding to the tariff
protection. The tariff plus tD at the same rate is used, accord-
ingly, to influence consumption (raising revenue etc.), and tD set
below the tariff is used to influence production (promoting
industry).

Efferts on production, consuwmption and imports of introducing
a domestic production tax/subsidy (tDj) cum tariff

Price

P+ tD

M+t

Quantity
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INDUSTRIAL EFFICIENCY AND POLICY REFORM: THE CENTRAL
AFRICAN CUSTOMS AND ECONOMIC UNION (UDEAC)

Richard Kitchen®* and David Sarley**

Introduction

The question of improving industrial efficiency and reducing
incentives has been a prominent topic of development policies in
recent years. Cody, Kitchen and Weiss [l] discuss the main ideas
and present some practical proposals for improving and reforming
manufacturing sector policies. This paper extends the spirit of
that work and shows how prices and tariffs might be reformed in the
context of a customs union, the Central African Customs and Economic
Union (Union Douaniére et Economique de 1'Afrique Centrale) (UDEAC).
As most countriez of the world are in regional trading agreements,
this example has widespread relevance.

This paper is based on a consultancy assignment conducted in
1989 by Maxwell Stamp PLC [2] for UDEAC on the possibilities of
reforming tariffs and other industrial incentives of UDEAC. The
study was financed by the World Bank.#**

The context of the consultancy was that the World Bank was
developing structural adjustment programmes with some member States
of UDEAC. Since the possibilities of trade and industrial policy
reform in any individual country were severely limited by the
UDEAC-wide treaty on tariffs and industrial incentives, the emphasis
switched to exploring the possibilities of reform at the UDEAC
level.

The views expressed in this paper are the author's alone and
do not represent those of Maxwell Stamp, the World Rank, the UDEAC
secretariat or the Governments of the member States. The authors
would, however, like to thank Maxwell Stamp and its contractual
client, the Government of the Central African Republic, for permis-
sion to use data from the study and to publish this paper.

*Lecturer, Development and Project Planning Centre, University
of Bradford, and Director, Maxwell Stamp PLC, London.

**Senior Economist, Maxwell Stamp PLC, London.

*rAn earlier version of this paper was presented at the Confer-
ence on the Impact of Policy Reform on Trade and Industrial Per-
formance in Developing Countries, University of Bradford,
21-22 June 1990.

A gister paper entitled "Problems of regional integration in
UDEAC, by Richard Kitchen, will appear in Case Studies in Economic
Development; Policy Adjustment in Africa, C. Milner and A. Raynor,
eds. (New York, Macmillan, forthcoming).
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A. The development of UDEAC

The treaty establishing UDEAC* was signed on 1 Jancvary 1966,
following an earlier protocol agreement signed in February 1964.
The five founding members were Cameroon, the Central African
Republic, Chad, the Congo and Gabon. The Central African Republic
and Chad withdrew in 1968; the Central African Republic then
rejoined later in the same year, but Chad did not re-enter UDEAU
until 1985, when Equatorial Guinez also joined. The last two coun-—
tries are currently being integrated into UDEAC, a process that will
not be completed until the early 1990s.

The six countries had a combined population of some 24 million
and a total gross domestic product (GDP) of about $20 billion
(approximateiy one tenth that of Holland) in 1989. GDP per head
varied from $2,960 in the oil-rich state of Gabon to a putative $200
in Equatorial Guinea. Three of the mewbers, Clameroon, Cfongo and
Gabon, are oil exporters and relatively wealthy; the others are the
poor, land-locked States of the Central African Republic and Chad,
plus Equatorial Guinea. Table 1 presents key indicators for the
UDEAC members.

The members of UDEAC share a convertible currency, the
CFA franc (CFAF), which has been pegged to the French franc (F) at
CFAF 50 = F 1 since 1948. They also have a common central bank,
Banque des Etats de 1'Afrique Centrale, and a common development
bank, Banque de Développement des Etats de 1'Afrique Centrale. Five
of the six members of UDEAC also share a common language, French,
which is being increasingly used in the sixth, Equatorial Guinea.

UDEAC therefore has a very substantial base for operating a
customs and economic union. Indeed, in terms of monetary and bank-
ing integration, and of language, it is well ahead of the European
Communities (EC). Yet its performance in stimulating intra-UDEAC
trade can only be described as disappointing. Table 2, taken from
Robson [3], shows the relatively weak performance of UDEAC. It
should be kept in mind, however, that trade data for UDEAC are
unreliable because of poor collection procedures and smuggling, and
those for 1983 seem particularly questionable.®®

*UDFAC was, in fact, based on an earlier customs union, the
Fquatorial Customs Union (Union Douaniere Equatoriale) (UDE), formed
in 1959 by the Central African Republic, Chad, Congo and Gabon. In
1961, UDE and Cameroon agreed to integrate the latter gradually into
the customs union. The members of UDE had been integrated to some
extent since 1910, as they were the constituent parts of French
Equatorial Africa, established in that year.

#*Ypats (4] conciudes that sub-Saharan Africa trade statistics
are "almost useless”, thereby lending authority to the long-held
view of researchers in the area.




Table 1. Key indicators for UDEAC member countries

GDP Growth GDP, Share of Share of
Population, per capita, in GDP, Inflation, 1989 total GDP ranufacturing
mid-1989 1989 1980-1989 1980-1989 (millions of UDEAC in GDP, 1989
Country (millions) (dollars) (%) (%) of dollars) (%) (%)
|
Cameroon 11.6 1 000 3,2 6.6 11 080 59 15 A
Central African ,
Republic 3.0 390 1.4 6.5 1 050 6 8
Chad 5.5 190 6.5 1.5 1 020 5 16
Congo 2.2 940 3.9 0.3 2 270 12 9
Gabon 1.l 2 960 1.2 -1.0 3 440 18 o
23.4 18 860 100
Equatorial Guinea 0.3 . . . .o o .

Source: World Bank, World Development Report (Washington, D.C., 1991),



Table 2. Intra-trade of economic groupings of developing countries, 1960 and 1970-1983 (selected years) a/

Intra-trade of group as share of

—.—lotra-irade (millions of doklars) . total exports of groyp (X) . ____
Economic grouping b/ 1960 1970 1976 1980 1983 1960 1970 1976 1980 1983
ASEAN ¢/ 839 860 3 619 11 918 17 080 21.7 4.7 13.9 17.8 23,1
UDEAC 3 33 75 200 80 1.6 3.4 3.9 bl 2.0
CACM 33 299 653 1 14l 840 7.5 26.8 21.6 22.0 21.8
CARICOM d/ 27 73 212 354 360 4,5 7.3 6.7 6.4 9.3
LAIA 564 1 290 4 634 1 027 1 200 7.5 10.2 12.8 13.5 10.2
Of which, Andean Group 25 109 594 955 1 037 0.7 2.3 4.2 3.5 4.3
CEAO [ 73 127 296 406 2.0 9.1 6.7 6.9 11,6
ECOWAS 17 61 478 1 056 860 1.2 2.1 3.1 3.9 4,1
CEPGL - 2 3 5 H 0.0 0.2 0.1 0.2 0.2
MRU - - 2 2 7 0.0 0.1 0.2 0.1 0.1
For reference: EEC ¢/ 10 300 43 400 n.a. 747 000 298 900 3.6 48.9 n.a, 52.8 52.4
Source: P. Robson, The Economics of International Integration, 3rd ed. (London, Allen and Unwin, 1987).
a/ Based on export (f.o.b.) data.
b/ The full names of the groupings are as follows (the dates indicate the year of establishment):
ASEAN Association of Sovuth-East Asian Nations, 1967
UDEAC Central African Customs and Economic Unlon, 1964
CACM Central American Common Market, 1960
CARICOM Caribbean Community, 1973 (based on the Caribbean Free Trade Association (CARIFTA), 1968)
LALA Latin American Integration Association, 1%80 (formerly Latin American Free Trade Association
(LAFTA), 1960)
CEAO West African Economic Community, 1974 (initially the West African Customs and Economic Union, 1959)

ECOWAS  Economic Community of West African States, 1975

CEPGL Economic Community of the Great Lakes Countries, 1976
MRU Mano River Union, 1973

EEC European Economic Community (1957)

g/ Figures adjusted to exclude entrepdt trade.

d/ Excluding Eastern Caribbean Common Market,

¢/ Data for six members before 1980; for nine members in 1980 and 1983,

- 09 -
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The most obvious comparison for our purpose is between UDEAC
and the West African Economic Community (CEAO). The latter,
although established only in 1974, had by 1980 reached a figure of
6.9 per cent for intra-group trade as a percentage of total exports,
compared with 4.1 per cent in UDEAC. The difference in the 1983
figures is even more striking, although the UDEAC data are
questionabie.®

Table 3 preserts data on intra-UDEAC trade for the years before
the creation of the customs union and for 1987. The UDEAC secre-
tariat stopped collecting intra-UDEAC trade data in 1983, and it was
only in 1986 and 1987 that individual countries resumed the collec-
tion of such data. Therefore comparisons with the pre-UDEAC years
are crude. However, it is by no means obvious that intra-UDEAC
trade has grown since 1963. Indeed, with the limited data avail-
able, one could argue that it has fallean. At best, the evidence on
the growth of intraregionai trade is ambiguous.

Table 3. UDE and UDEAC: intraregional exports and imports

Exports to UDEAC as Imports from UDEAC as
share of total exports share of total imports
—A{3) A%
Country 1958 1963 1987 1958 1963 1987
Cameroon al a/ 5.9 a/ a/ 0.4
Central African
Republic 12.9 9.9 2.4 7.8 14.7 7.8

Chad 10.0 18.9 3.8b/ 14.3 37.9 12.6 b/
Congo 32.5 22.0 27.4 ¢/ 2.0 1.4 12.3 ¢/
Equatorial Guinea a/ a/ 0.2 a/ a/ 18.6 ¢/
Gabon 0.6 0.0 0.6 7.4 2.9 22.0

Sources: 1963 data: F. Kahnert and others, Economic Integra-
tion_among Developing Countries (Paris, OECD, 1969). 1985, 1986 and
1987 data: estimates, based on country trade data.

a/ Cameroon and Equatorial Guinea were not members of UDE in
1958 and 1963.

b/ 1985: data available for imports from Cameroon and Chad
only.

¢/ 1986: single tax products only.

d/ 1985.

*The reasons for intra-UDFAC trade not having grown as fast as
that of CFAO would be an interesting subject to research but is
beyond the scope of this paper.
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B. Industrial incentives and policies
1. Tariffs and taxes

The main UDSAC-wide tariffs and taxes of interest here are
{2) tha romnonents of the common external tariff, (b) the comple-
mentary tax (taxe complémentaire) and (c) the single tax (taxe
ynique).

The common external tariff

All UDEAC members share the three standard UDEAC external
tariffs: the customs duty (droit de douane), the entry duty (droit
d'entree) and the import turmover tax (taxe sur le chiffre
d'affaires a 1'importation).

The explanation that is sometimes met for having three compo-
nents of the common external tariff is that only the customs duty
has a protective function; the entry duty and import turnover tax
were imposed to raise revenues. While this explanation may be
historically correct, all three duties have both protective and
revenue effects and in practical terms are indistinguishable. The
rates of the customs duty and the entry duty vary widely from com-
modity o commodity. The customs duty varies from zero to 30 per
cent and the entry duty from zero to 120 per cent. The import
turnover tax is universally 10 per cent, but is imposed on the
c.i.f. price plus the customs duty and the entry duty.

The complemepntary tax

A fourth import tax, the complementary tax, exists in addition
to the common external tariff. The member countries each establish
their own rates for this tax and vary the rates independently. The
complementary tax is used for both revenue and protective reasons
and is imposed on the c.i.f. price. The consequence is that it
varies from country to country and from good to good. Therefore,
UDEAC does not have a true common external tariff once the comple-
mentary tax is taken into account. However, the latter is generally
a relatively low import duty on most goods in most countries, even
though its range is from 5 to 90 per cent.

2. Tariff levels

Table 4 summarizes the range of the different import tariffs,
table 5 indicates the mean tariff by sector and table 6 indicates
the mean rate of the complementary tax for each country. (Note that
Equatorial Guinea does not yet have a complementary tax and that in
Chad it is limited to a few products.)

The average rates of duty, including the complementary tax, are
obviously high, and the duties at the upper end of the range are
extravagantly so. These data indicate a high level of nominal pro-
tection for many goods. However, this is tn some extent deceptive,
as the numerous exemptions from duty reduce the apparent nominal
protection substantially.




- 63 -

Table 4. Tariff levels in UDEAC countries a/

(Percentage)
UDEAC
comman Contzal
external African
Tariff level tariff b/ Cameroon Republic Congo Gabon
Max imum 153.0 197.0 222.0 172.9 196.5
Minimum ) 0 0 0 0
Mean 46.3 53.9 53.4 47.2 51.3
Standard
deviation 18.0 21.1 21.4 18.6 19.4

Source: S. Samen, "The Central African Economic and Customs
Union: a framework for tariff reform” (Washington, D.C., World
Bank, 1987).

a/ For each country, the tariff level is equal to the UDEAC
common external tariff plus the complemeniary tax. Data are based
on the 1983 edition of the UDEAC tariff and exclude increases to the
complementary tax by the Central African Republic and Congo in 1988
and 1989.

b/ Customs duty and ertry duty plus import turnover tax.

Table 5. Mean tariffs of UDEAC members

(Percentage)
UDEAC ... Including the complementary tax.
common Central
external African
Sector tariff Cameroon Republic Congo Gabon
Whole economy 46.3 53.9 58.4 47.2 53.3
Agriculture 41.1 45.4 49.5 41.7 44,7
Mining 39.5 40.1 44,7 39.5 44,2
Manufacturing 47.2 55.5 60.0 48.1 52.4
Intermediate
goods 45,1 50.5 53.4 45.4 51.1
Capital goods 41.0 50.6 54.5 41.8 45.8
Consumer goods 55.8 65.3 71.9 57.3 60.6

Source: S. Samen, "The tCentral African Economic and Customs
Union: a framework for tariff reform” (Washington, D.C., World
Bank, 1987), with adjustments to the Central African Republic
figures to include the 1988 increases in the complementary tax,
which added about 5 percentage points to each complementary tax
rate. Increases in the complementarv tax in 1989 in the Congo are
not included.
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Table 6. Mean rate of the complementary tax

(Percentage)
Country Whole economy Manufacturing
Cameroon 7.6 9.2
Central African Republic 12.1 12.8
Congo a/ 0.9 0.9
Gabon 5.0 5.2

Source: Maxwell Stamp.

a/ The increases in the complementary tax in the
Congo in February 1989 have not been included. Between 5
and 15 percentage points were added to the complementary
tax on 34 articles.

3. Government revenues from tariffs, and the cost of exemptions

Table 7 shows the importance of tariff revenues in Government
revenues. It indicates, too, the mean tariff collected, which
varies from 4 per cent in Chad to 37 per cent in Gabon. These
figures are well below the mean tariff rates, which indicates the
extent of the exemptions.

The revenue yield of trade taxes is of obvious concern to all
Governments. Yet it is notable in table 7 that the import turnover
tax and the complementary tax yield relatively little.* Therefore
the possible removal of the distortionary complementary tax would
not lead to a large revenue loss.

The loss of revenue from exemptions is shown in table 7 for the
four established members of UDEAC, in the form of an estimated
exemption rate. Although these estimates should be treated with
caution, they do show that for Cameroon, the Central African
Republic and the Congo the loss of revenue from exemptions is
greater thar the revenue collected, as the exemption rates are in
excess of 50 per cent %%

*Indeed, it appears that the increase in the complementary tax
in the Central African Republic in 1988 caused the revenue yield to
fall because it reduced legitimate imports and increased smuggling.

**An earlier study reached much the same conclusions, although
it used differert methodology: "A UDEAC simulation exercise has
shown that for two countries (the Central African Republic and the
Congo), only 30 per rent of the (recorded) imports were subject to
taxation, Fxemptions are almost the rule. It results in an exor-
bitant tax burden for those who are really taxed” ({5}, author's
trauslation).
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Table 7. The importance of tariff revenues for each UDEAC member

Central
African Equatorial
Cameroon, Re; hlic, Congo, Guinea, Gabon, Ceac,
ltem 1987/88 1938 1988 1987 1987 1988
Value of imports
(dbillions of CFAF) 512 610 80 900 154 450 15 065 219 90 124 £93
Total tax revenue
(billions of CFAF) 551 600 31 310 79 900 B 346 199 0D a/ 18 461
Tariff revenues
(billions of CFAF)
Total 109 600 11 550 26 768 2778 82 187 5 104
Customs duty and entry duty 63 700 5 9%% 15 820 ) not . 3 652
Import turnover tax 24 200 1875 5 106 ) in o 1176
Complementary tax 21 700 372 S R42 ) use . 276 \
Average collection rate (%) a
Total 21.38 14,28 17.33 18,44 37.37 4,09
Customs duty and entry duty 12.43 7.36 10,24 0 . 2.92
Import turnover tax 4.72 2.32 3.31 0 .. 0.94
Complementary tax 4.23 4,60 3.78 0 .. 0.22
Tariff revenues as a share of
total tax revenues (%)
Total 19.87 36.31 33.50 33,29 41.30 27.63
Customs duty and entry duty 11.55 18.72 19.80 0 .o 19.73
Import turnover tax 4.39 5.89 6.39 0 . 6.37
Complementary tax 3.93 11.69 7.31 0 .e 1.5)
Mean official tariff rate (%) 53.9 S58.4 47,2 e 51.3
Estimated exemption rate b/ 60.3 75.6 63.3 e 27.1 .

Sourge: Maxwell Stamp.
a/ Excludes revenues from oil production.

b/ Exemprion rate = Mean official tariff rate - average collection rate
mean official tariff rate
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4. The single_tax

Throughout UDEAC, companies that export to other member coun-
tries may be given single tax (taxe unique) status. Broadiy speak-
ing, thiz mcans that they mav imnart all their materials free of the
UDEAC common external tariff and the complementary tax. On domestic
sales, they levy the single tax on their ex-factory sales, collect
from their customers and pay it to the treasury. On exports, the
single tax is collected by the importing country, and the revenue
is passed to its treasury.

The rates of the single tax vary from product to product, from
country to country and even from one manufacturer of a good to
another in the same country. Although the single tax is a UDEAC-
level tax, the basis for determining the rate, once a firm applies
through its Minisiry of Commerce for single tax status, is obscure.*

In the smaller economies, virtually all manufacturing enter-
prises of any size have been granted single tax status, even though
in some cases their exports to other member countries of UDEAC are
negligibie. This state of affairs perhaps gave rise to the claim
of a senior UDEAC official tha: single tax status was granted too
readily.

The incidence .f the single tax on the final good means that
for some companies the exemption from import tariffs on inputs is
an illusory concession. One manufacturer estimated that the impact
of the single tax on his products was about the same as paying
import duties on inpuis. The consequence of the arrangement is that
the level of protection afforded by the single tax depends on the
value added by the enterprise: the higher the value added, the
lower is the level of effective protection, which, from the economic
standpoint, is perverse.

The single tax is alco accused of conferring monopoly status
on an enterp:sise. Once an enterprise in a country has obtained it,
it becomes difficult for another firm to set up in competition,
unless it too can obtain single tax status.

A further consequence of the single tax is that products from
firms that do not have such status are charged the full common
external tariff plus the complementary tax when exported from one
UDEAC member to another. They therefore have to compete on the same
terms as goods from outside UDEAC.

Above all, the single tax acts as a barrier to intra-union
trade. In a customs union, this internal tax on intra-UDEAC trade
runs counter to the objectives of increasing trade, output and

*Some of the considerations in determining the rate of the
single tax are given in [6, pp. 38-40], which concludes: VAt the
end of the day, it always cones down to the value judgement of what
will provide the necessary compromise'.
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employment within UDEAC. For this reason, as well as the other
reasons cited, the authors feel that the single tax in its present
form should not be retained.

Data on revenue from the single tax are given in table 8. The
data are clearly not comparable, and those for Cameroon and Gabon
are notably incomplete. However, Cameroon imports few single tax
products from other members relative to its own production, while
Gabon produces few goods with single tax status. In neither case
is it likely that total single tax receipts would exceed 5 per cent
of total tax revenue.* Only in Chad does the single tax produce
over 10 per cent of total government tax revenue.

Table 8. Revenue from the single tax, 1987/1988

Single tax
revenue as
Revenue (billions of CFAF) share of total

Single Total tax revenue
Country tax revenue tax revenue (%)
Cameroon a/ 17 400 551 600 3.2
Central African Republic b/

(excluding beer) ¢/ 2 700 31 810 7.2
Chad b/ 2 000 18 461 10.8
Congo b/ 6 700 79 900 8.4
Gabon d/ 1 223 199 000 0.6

Source: Government budgets of the five countries.
Note: Equatorial Guinea does not yet have a single tax.

a/ 1987/1988; single tax revenue from domestic production
only.

b/ 1988; single tax revenue from domestic production and
imports.

¢/ The figure for beer is CFAF 2,480 billion, but this is
really an excise duty.

d/ 1987; single tax revenue from imports only.

*It should be recorded that for Cameroon the single tax revenue
for 1987/1988 is substantially lower than in earlier years, when the
single tax produced CFAF 30-40 billion, or about 5 per cent of total
tax revenues, which in turn were more substantial. The lower
figures for 1967/1988 probably reflect the impact of the tecession
in Cameroon and, perhaps, increased tax evasion.
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Estimates based on data for a number of companies in the
Central African Republic and the Congo indicate that the granting
of single tax status results in a substantial loss of revenue to the
Governments. In the Central African Republic, the single tax pro-
duced only 13 per cent of the revenue that the tariffs forgone would
have produced, while the equivalent figure in the Coungo was 34 per
cent.

5. The problem of illegal trage

Anecdotal evidence suggests that smuggling is widespread, both
within UDEAC and, especially, between UDEAC and the rest of the
world. Informed estimates* suggest that smuggling accounts for
60 per cent of total trade in the Central African Republic and as
much as 80 per cent in the Congo. Although the borders are
undoubtedly difficult to police, there is a distinct impression that
smuggling could be reduced substantially if customs officers
enforced the rules properly and the importing companies were sub-
jected to greater surveillance. As with exemptions, the government
revenue forgone is considerable.

The main incentive to smuggling lies in the high level of trade
taxes, raising the possibility that a reduction in these taxes,
combined with efforts to reduce smuggling, could significantly
increase the revenue collected.

The extent of exemptions and contraband also means that the
rates of nominal and effective protection are much below those
implied by the official tariff rates. This caused the manufacturing
sector to achieve much lower rates of profit than would otherwisge
have been expected and there has been a reluctance to invest
further. This state of affairs is very much in evidence in the
Central African Republic, for example, where several bankruptcies
occurred in recent years and much of the remaiuing manufacturing
sector shows low profits or even losses.

The extent of exemptions, smuggling and customs fraud means
that the economies of UDEAC are rather more open in practice than
they are in principle. However, the manner in which this openness
has been achieved perhaps leaves something to be desired.

6. Other incentives

The investment code

Although UDEAC has a uniform investment code, aimed at provid-
ing a8 "level playing field"” for investors throughout the region,
most member countries offer supplementary incentiveec. However, this
does not seem to lead to serious distortions in the location of

*A special technical assistanre projert in the Central African
Republic, financed by tne World Bank, is attempting to estimate the
true level of Central African Republic trade. However, the problems
are considerable.
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industrial investments. [ effect, given the extent of contraband
and the low level of profitability of much of the manufacturing
sector, the investment code does not seem to be an effective
instrument for attracting industrial investment.

Industries reserved for specific countries

The industrial dominance of Cameroon in UDEAC means that it is
the main beneficiary of the customs union. To offset this, UDEAC
has a policy of reserving certain industries for the less developed
countries. Although considerable planning work has been done on a
pharmaceutical indvstry for the Central African Republic and for a
reinsurance company and a fish development company for Chad, ao
UDEAC-wide project has yet been installed.

7. Mobility of factors of production

Unlike many third world customs unions, UDEAC has to a very
large extent freedom of movement of capital. This is one of the
benefits of having a common, convertible currency. However, the
game cannot be said of labour, in that it is very difficult for
citizens of one member country to obtain a work permit in another
member country. Although there is a certain amount of mobility,
this generally takes the form of illegal employment without work
permits.

C. Nominal and effective rates of protection

The high nominal rates of protection (NRP) prevailing will be
apparent from the high tariffs already described. The NRP estimates
for Cameroon in table 9 are based on comparisons of domestic and
border prices. They therefore include the effect on prices of non-
tariff barriers and smuggling. The NRPs for the Central African
Republic, Congo and Gabon are based solely on scheduled tariffs and
are therefore actually estimates of nominal tariff rates. Table 9
augments the NRP data with estimates of effective rates of protec-
tion (ERP)* for the four established members of UDEAC (Cameroon, the
Central African Republic, the Congo and Gebon) and for a sample of
indugtries. The results show generally very high levels of effec-
tive protection, but with substantial variations between products

*The effective rate of tariff protection (ERP) afforded domes-—
tic producers of goods j in terms of value added is defined as

t., - L tiaij
ERP; = 1-» ajj
where t; is the nominal ad valorem import tariff, t; is the
input tariff and aj: is the input coefficient for the input of i
per unit of j at worfd prices.

For further discussion of the ERP, see the article by J. Cody
(pp. 63-55).
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and between countries. Thus, both nominal and effective protection
are very uneven, repre: “nting substantial distortions in incentives.

Table 9. Nowinal and effective rates of protection for
a sample cf industries

(Percentage)
Central
African

_Cameroon _ Repubiic _Congo = _Gabon
Product NRP ERP NRP ERP NRP ERP NRP ERP
Chocolate 70 286
Pasta 63 al/
Beer 217 60
Paint 3¢ al 81 69 81 62
Cosmetics 184 al/ 157 131
Soap 39 7 7 54 65 46
Matches 186 514
Plastic goods 65 al 76 76 76 67
Cartons &2 152
Sewing thread 95 al/
Printed fabrics 70 65 65 53 59 45
Shoes 143 al/ 75 65
Reinforcing rods 90 309
Cortugated sheet 54 42 53 53
Metal fabrications 53 53 70 48
Aluminium sheet 32 4 54 43
Household gonds 81 455 70 57 70 57 64 52
Agricultural tools 42 55
Motor scooters 91 66
Batteries 177 1 153 69 56

Source: Maxwell Stamp.

a/ Very bhigh effective protection: value added at world
prices is negative. Estimates are derived from company data for
1987 (Cameroon) and for 1988 for the other countries. In cases
where company data were available for more than one year, the data
were pooled.

D. Estimates of domestic regource cost ratios
The availability of the necessary data across UDEAC to calcu-
late domestic resource cost (DRC) ratios* is uneven. Both industry
*The domestic resource cost is a measure of the domesgtic
regources required in an activity to earn or save a unit of foreign

continued
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data and shadow price estimates are needed, and shadow price cal-
culations have been prepared for only two countries, the Central
African Republic and Cameroon®*. Given that Cameroon dominates UDEAC
trade, the evidence from Cameroon and one other country is suffi-
cient to show that the losses of trade diversion exceed the benefit
of trade creation.**

This is evident from table 10, which shows that the vast
ma jority of products have domestic resource cost ratios that are
greater than 1, or negative, both of which imply that the industry
is not intermationally competitive. Therefore, in all but a few

(continued) exchange. Alternative definitions are available, with
increasing degrees of complexity and data requirements. 1In this
paper the Balassa definition has been used. This is simpler than
the Cordon definition, which takes into account the indirect foreign
exchange content with domestic resources, as well as the direct
foreign exchange effects which the Balassa method is restricted to.

The Balassa definition of the domestic resource cost for
output i is

where a;, bj and c; are the units of labour, capital and non-
traded goods, respectively, required to produce a unit of i; L, K
and N are the unit prices of labour, capital and non-traded goods,
respectively; P; and P, are the world prices of output i and
traded input t, respectively; and d; is the unit import of t per
unit of i. (Adapted from Weiss [7], which discusses definitions and
the application of domestic resource cost ratios at greater length.)

*Shadow prices for these two countries were estimated by the
Maxwell Stamp teams during the UDEAC assignment and during an
earlier assignment for UNIDO [8] to prepare an industrial sector
master plan for Cameroon. The principal shadow prices were as
follows:

Central African

Republic Cameroon
Shadow exchange rate 1.2-1.5 1.1-1.25
Shadow wage rate 0.33 0.7
Social discount rate 8% 10%

Sensitivity analysis was applied to the estimates of the shadow
exchange rate.

**Viner [9], in his rlassic work on the subject, defined trade
creation as a shift in trade from a high-cost to a low-cost pro-
ducer, and trade diversion as a shift in the reverse direction.
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products, intra-UDEAC trade results in trade diversion rather than
trade creation. Moreover, the efficient industries (beer, ciga-
rettes, soft drinks and timber products) are common to most UDEAC
countries, which reduces the scope for trade in these products.

The limited scope for trade creation explains why there has been
little growth in intra-UDEAC trade. Moreover, the impact of the
single tax further discourages intra-UDEAC trade. UDEAC is, there-
fore, a customs union where intra-union trade is very limited
because of highly inefficient industries and a continuing barrier
to trade.

Table 10. Cameroon and the Central African Republic:
domestic resource cost ratios

Central African

Product Cameroon Republic
Mecal fabrications -84.75 5.3
Tyvres 1.33

Cement -1.42

Cables 0.78

Radios -0.06

Glass bottles 1.95

Bakery products 1.37

Dairy products -3.78

Beer 2.20 0.27
Mineral water 1.01

Cotton cloth 4.61 -8.4
Shoes 1.98 Infinite a/
Sawn timber 0.96 0.87
Plywood 0.77 0.87
Cartons 1.26

Matches 1.84

Soap 2.34

Batteries -0.76 7.2
Paints -8.7
Bicycles, motorcycles 3.3
Household aluminium goods 2.13 -0.42
(Cigarettes -2.35
Plastic products -0.59 -0.93
Perfumes and cosmetics 12.70

Source: Maxwell Stamp.

Note: Negative figures indicate that value added at border
prices is negative.

a/ Value added at border prices = 0.
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E. Policy reforms

Clearly, UDEAC has not functioned satisfactorily as a customs
union, in spite of its substantial advantages (a common language and
a common currency). Furthermore, the similarity of the materials
base and industries in member countries does not encourage trade,
nor does the persistence of the conventional trading links with
Europr. Nonetheless, there are a number of steps that can be taken
to encourage trade and improve economic efficiency:

(a) A major step would be to replace the single :ax, the
import turnover tax and the internal production tax (import sur le
chiffre d'affaires intérieyr), a domestically levied sales tax, by
a value-added tax (VAT). A VAT has been under serious considera-
tion for some years,* the two main problems being the differing
administrative capacities of the member countries and the relation-
ship between a VAT and existing taxes. This measure could have the
effect of eliminating that distortionary obstacle to trade, the
single tax, and would convert the import turnover tax from a trade
tax to a domestic VAT, thereby reducing the common external tariff
by 10 percentage points.®* The level(s) of VAT could be different
in the different member countries, depending on revenue require-
ments;

(b) The abolition of the complementary tax would have the
effect of creating a true common external tariff and at the same
time of further reducing the level of trade taxes. Government
revenue losses would not be great;

(c) A simplirication of the common external tariff would be
desirable. The customs duty and entry duty should be merged into a
single common external tariff, and the number of tariff bands
reduced to four, one of which would be a low uniform tariff. Tae
widespread inefficiency of UDEAC industries suggests that uniform

%A recent major study {10] proposed the following timetable
for introducing a value added tax (VAT):

From 1 January 1990: Cameroon, Cougo and Gabon
From 1 January 1991: Central African Republic
From | January 1992: Equatorial Gainea and Chad

Although the first two dates have nrow passed, it is probable that
UDEAC will introduce a turnover tax as » forerunner to a VAT.

#**A VAT would apply initially only to manufarturers and traders
whose turnover exceeded a certain level. It would not apply to the
agricultural sector. Over the years, it rould then be extended to
smaller enterprises and other sectors. This is the approach that
was adopted in Cote d'lIvoire and Senegal, although extension has
been rather slow. By contrast, an attempt to introduce a widespread
VAT in Niger in 1986 ran into substantial administrative diffirul-
ties from the outset.
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nominal protection of, say, 20 per cent might be provided to all
industries. This is in line with the authors' estimates of the
shadow exchange rate premium, which is one measure of the over-
valuation of the CFAF;

(d) A lower level of the common external tariff needs to be
reinforced by a reduction in exemptions at the national level and
by the stricter enforcement of the rules by customs officers, who
might be given incentives to stop evasion (customs officers in
Cameroon now receive 20 per cent of the value of any evasion they
prevent);

(e) The harmonization of the investment code would ensure
level playing fields for investments. UDEAC [6] has already dis-—
cussed this issue in considerable detail;

(f) The Solidarity Fund could be replaced by a regional
development fund. The Solidarity Fund is a means by which the
coastal, more developed countries are intended to provide budgetary
compensation to the poorer land-locked (or island) countries for
their higher transport costs, so that their industries can compete
on an equal footing. The amounts contributed are small and are
received by the treasuries, not by the industries concerned.
Greater contributions to a regional development fund could be used
to improve infrastructure in the less-developed parts of UDEAC, not
just in the poorer countries, in order to improve the competitive-
ness of those parts. The idea is based upon the EEC Regional
Development Fund and could be administered by the Baaque des Etats
de 1'Afrique Centrale or by the Banque de Développement des Etats
de 1'Afrique Centrale. Funds might be contributed both by the
member States, and by multilateral and bilateral agencies.

Such a set of reforms would have to be phased in gradually, to
allow time for the national economies to adjust to changes and to
avoid the shock that would occur if UDEAC attempted to introduce
them simultaneously. In any case, the slow and convoluted proce-
dures of UDEAC will ensure that change is gradual at best. In the
next section, the quantitative impact of some of the proposed
reforms is examined.

A World Bank structural adjustment programme for UDEAC would
be the tirst regional structural adjustment loan for the World Bank.
Some funds would go to the UDEAC secretariat and others tc the
treasuries of member States. While it is an interesting idea, it
raises problems of liability for loan repayment, as well as internal
procedural problems for the World Bank.

F. Simulation exercise

In order to assess the impact of possible reform measures on
import prices and values, the balance of trade, import duties and
government revenues, a number of simulations were conducted. The
three policy packages for which this was done werr: the following:

Scenario A A 10 per cent reduction in the customs duty and
the entry duty
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Scenario B A 10 per cent reduction in the customs duty and
the entry duty, plus the conversion of the import
turnover tax into an equivalent internal sales
tax

Scenario C A 10 per cent reduction in the customs duty and
the entry duty, plus the conversion of the import
turmover tax into an equivalent internal sales
tax, plus the elimination of the complementary
tax

Scenario C comes nearest to the ideal reform, and the conver-
sion of the import turnmover tax under scenarios B and C comes
nearest to the introduction of a VAT. It was difficult to simulate
a VAT, because of the uncertain effects of the drawback mechanism.

The scenarios were run for alternative estimates to the prire
elasticity of demand for imports. Although important, littie is
known about this variable for the countries concerned. The best
estimates from other countries and areas in Africa were provided by
Pritchett [11]:

Price elasticity of imports

Benin -1.6
East Africa -1.87
Gabon -1.23
Gambia 0.002
Kenya -1.48
Zambia -1.14

Given the extent of illegal imports, the inclination of the
authors is to take a relatively modest value for the price elastic-
ity of demand (say, in the range -1.0 to -1.25), because price
changes resulting from tariff changes are unlikely to have a major
effect on imports, given the extent of smuggling. This range is
also justified by Pritchett's value for Gabon (-1.23).

The results of the simulation exercises are presented in the
annex, where each of the tables has a different price elasticity of
demand. Althcugn the results are clear, it is worth highlighting a
few of them:

(a) All three reform scenarios unambiguously act to lower
prices. Although this effect is not substantial, it has to be
viewed against the inflation rate in UDEAC, which is generally less
than B per cent per year. However, th reduction of import prices
cannot he expected to act as a major stimulus to the export serter,
especially as a parallel devaluation is not a realistic possibility;

(b) The effect on the balanre of trade is again wiformly
negative. However, with a price elasticity of demand of -1, only
Fquatorial Guinea is likely to be seriously affected. This is an
argument in favour of compensgation from a regional development fund.
With lower values of the price elasticity of demand for imports,
the trade balances are more seriously affected. However, the
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~1.75 value is probably not realistic, and with the figure at -1.25,
the only place, apart from Equatorial Guinea, where there is cause
for alarm is the Congo;

(c) Although the impact on import duties is substantial in
scenarios b and C, the losses are offset by the conversion of the
import turnover tax to an interior sales tax. In no case does
government revenue fall by as much as 9 per cent. In the transi-
tional phase, such losses could be made good by grant support in the
form of international aid and by judicious excise duties. Moreover,
much of the shortfall may be made up by the channelling of illegal
imports through official channels and by the fact that an internal
sales tax may impinge on imports that evade the import turnover tax.

The impact of the reform measures on industrial profits and,
hence, on industrial closures, is again probably not severe.
Industrialists would much prefer a lower level of protection that
is enforced to a high level of protection that is not effectively
enforced, as at present. Because of the prevalence of smuggling,
many firms in effect are competing in what is largely a free trade
market. This in itself has caused much financial distress and
numerous closures.

G. Concluding remarks

While the existence of the customs union presents an obstacle
to structural adjustment in individual member countries, there are
also obstacles to the reform of UDEAC. First, the fact that pro-
posed changes require the agreement of all member States means that
changes tend to take years rather than months to implement.
Secondly, the most common reform package, tariff reductions com-
bined with devaluation, is not seriously on the agenda, as devalua-
tion of the CFAF is ultimately in the hands of the Bank of France
rather than of the members of UDEAC or any international agency.*
Moreover, UDEAC-level reforms cannot be tailored to meet the
circumstances of individual members and are therefore unlikely to
completely satisfy either the individual countries or the World
Bank and other external agencies who are looking for reforms.

Nonetheless, the simulation shows that the deleterious effects
of the proposed reforms are neither severe nor uneven in their
impacts. This suggests that the reform packages, together with some
compensatory measures, are feasible and that they could stimulate
export growth and intra-UUEAC trade by reducing the prices of
imports and the anti-export bias.

H. Reform postscript

Following the presentation of the Maxwell Stamp report in 1989,
the World Bank and the UDEAC serretariat discussed its findings and

#Until recently, any suggestion of devaluation was almost
taboo. However, over the last three years the subject has received
an airing at certain regional conferences and meetings.
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agreed to proceed with a UDEAC-wide Structural Adjustment Loan. A
memorandum outlining broad areas of reform was agreed by the six
member countries at Yaoundé in October 1990. Preliminary recom-
mendations were presented for trade and industrial policy and for
the transport sector and discussed in workshops involving delega-
tions from all member States in March 1991. From these discus-
sions, a series of more detailed fiscal impact analyses were
commissioned under French government aid to examine the impact on
revenues and protection levels of tariff and tax reform proposals
in more detail. This analysis, started in May 1991, is seeking to
identity the effects of the following reforms:

(a) The simplification of the tariff structure and the intro-
duction of only three to four tariff bands;

(b) The abolition of the complementary tax and the import
turnover tax and the unification of the customs duty and the entry
duty into a single rate;

(c) The introduction of a turnover tax on all non-exempt
imports and domestic goods;

(d) The replacement of the single tax (and the internal pro-
duction tax in Cameroon) duty exemptions with a 15 per cent tariff
on imported goods as one of the proposed tariff bands;

(e) The introduction of an excise tax on luxury items.

The proposed reforms are broadly in line with the Maxwell Stamp
proposals outlined earlier. The main difference is the recommenda-
tion of a turnover tax as an intermediate step towards an adminis-
tratively more complex VAT.

The exact level of the tariff and tax rates to be adopted will
be decided in a second series of workshops involving delegations
from each UDEAC member country later this year. The reforms will
be phased in over a period of three or four years, with different
schedules for each country. The common external tariff wili con-
sequently cease to exist for this interim period, reflecti.g the
different adjustment requirements of each country.




RESULTS OF SIMULATION EXERCISES

Table ). Price elasticity of demand = -1
Central
Equatorial African
Resulting change (%) Camercon Congo  Gabon Guinea Republic Chad
Scenario A
Import prices -0.96 -0.83 -2.10 -1.56 -0.63 -0.28
Import of goods 0.96 0.83 2.40 1.56 0.63 0.28
Trade balance -1.03 -1.%8 -3.17 -6.83 -0.96 -0.27
Import duties -4.9 -5.13 -7.84 -8.60 4.7 -6.91
Government revenues -0.98 -1.72 -3.24 -2.86 -1.58 1.9
Scenario B
Import prices -0.96 -0.83 -2.4 -3.11 -0.63 -0.78
Import of goods 0.96 0.83 2.4 3 0.63 0.28
Trade balance -1.03 -1.58 -3.17 -13.66 -0.96 -0.27
[mport duties -27.20 -24.36 -18.08 -17.51 -21.04 -30.0
Government revenues -1.02 -1.17  -3.43 -5.83 ~1.62 -1.92
Scenario C
Import prices -4.22 -3.88 -4.80 -4.67 -1.82 -0.49
Import of goods 4.22 3.88 4.80 4.67 1.82 0.49
Trade batance -4.56 -7.39 -6.33 -20.48 -2.78 0.47
Import duties -45.49 -44.74 -26.64 -26.73 -30.24 -35.29
Government revenues -1.02 -8.60 -6.87 -8.90 -4.72 -3.39
Source: Maxwell Stamp estimates.
Table 2. Price elasticity of demand = -1.25
Central
Equatorial  Af-ican
Resulting change (%) Cameroon Congo  Gabon Guinea Republic Chad
Scenario A
Import prices -0.96 -0.82 -2.40 -1.56 -0.63 -0.¢5
Import of goods 1.20 1.03 3.00 1.95 0.79 0.35
Trade balance -1.29 -1.97  -3.96 -8.54 -1.20 -0.33
Import duties -4.€9 -4.99  -1.30 -8.25 -4.59 -6.83
Gnvernment revenues -0.93 -1.65 =1.01 -2.75 -1.5% -1.89
Scenario B
Import prices -0.96 -0.83 -2.40 =301 -0.63 -0.28
Import of qoods 1.20 1.03 3.00 31.89 0.79 0.5
frade balance -1.29 -1.97 -31.96 ~11.07 -1.20 -0.11
Import duties -27.03  -24.2% -17.60 -16.89 -20.95  -29.95
Government revenues -0.98 -1.72  -3.%4 -5.62 -1.59 -1.9
Scenario €
[mport prices -4.2? -31.88 -~4.R0 -4.617 -1.87 -0.49
Import of qgond< 5.27 -1,86 6.00 5.84 2.21 0.61
Trade halanre -5.70 -0.24 -1.7%2 -25.61 -3.41 -0.58
Import duties -44.93  -44.23 -25.80 -25.91 -30.03  -35.2!
Government revenues -4.54 -8.4%  -6.52 -A.63 -4.65 -4.%h

S0ource; Maxwell Stamp estimates.




- 79 -

Table 3. Price elasticity of demand = -1.75
Central
Equatorial African
Resulting change (%) Cameroon Congo  Gabon Guinea Republic Chad
Scerario A
Import prices -0.96 -€.83 -2.40 -1.56 -0.63 -0.28
Import of goods 1.67 1.45 4.20 2.72 1.10 0.49
Trade balance 1.81 -2.76 5.54 -11.95 -1.69 ~0.47
Import duties -4.23 -4.55 -6.22 -7.55 -4.36 -6.70
Government revenues -0.84 -1.52 -2.57 =2.51 ~1.47 -1.85
Scenario B
Import prices -0.96 -0.83 -2.40 -3.n -0.63 -0.28
Import of goods 1.67 1.45 4.20 5.45 1.10 0.49
Trade balance 1.81 -2.76 5.54 -23.90 -1.69 -0.47
Import duties -26.68 -23.90 -16.64 -15.64 -20.717 -29.86
Government revenues -0.91 -1.62 -2.74 -5.21 -1.53 -1.88
Scenario C
Import prices -4.22 -3.88 -4.80 -4.67 -1.82 -0.49
Import of goods 7.38 6.80 8.40 8.17 3.18 0.86
Trade balance 7.98  -12.94 11.09 -35.85 -4.86 -0.82
Import duties -43.83  -43.19 _24.12 -24.28 -29.61 -35.05
Government revenues -4.32 -8.08 .5.83 -8.08 -4.51) -3.32

Source: Maxwell Stamp estimates.
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BETWEEN INWARD- AND OUTWARD-LOOKING DEVELOPMENT:
INDUSTRY AND TRADE IN INDONESIA

Arie Kuyvenhoven* and Huib Poot**

A. I t ti tegi
1. Inward vs. outward orientation

Rapid industrial growth has been a major characteristic of most
developing countries in the post-war period, especially in Asia.
Empirical evidence indicates that a close and systematic relation-
ship holds between a country's stage of development, size and
natural resource base, and the size and structure of its manufac-
turing sector. This relationship is associated with long-term
changes in the pattern of demand, relative factor endowments, tech-
nology, and trading opportunities in favour of manufacturing activ-
ities. Hence, successful development almost invariably implies a
relative shift of resources from agriculture to industry as a
central feature of the structural transformation of the economy.

Although industrialization is highly correlated with risiag
incomes, substantial intercountry variations occur due to differ-
ences in resource endowments, country size and policies pursued.
For a given level of income, large countries with a broad resource
base tend to specialize to a lesser extent in international trace,
reflecting a more balanced pattern of domestic production. For this
reason, the relatively less open economies of large countries are
often more concerned with domestic development and therefore
inclined to adopt inward-looking development policies. Many smaller
countries with a more open economy have, by choice or necessity,
developed internationally competitive industries based on compara-
tive advantages. Such countries are obviously more outward-
oriented, especially when a lack of natural resources has led to
early industrialization. In Asia, India and Indonesia are examples
of inward-oriented development end the East Asian developing coun-
tries, of outward-oriented development [1].

Attitudes and policies are equally important in rhaping the
degree of inward or outward orientation. Accordingly, Myint [2,
p. 39] defines 'inward-looking' as economic development through
domestic industrialization and import substitution, with economic
planning as a device to protect against undesired external influ-
ences, and 'outwarl-looking"” as development through the expansion
of foreign trade and the maintenance of open-door policies towards

*Professor of Development Fronnmics, Wageningen Agricultural
University, and Director, Nethorlands Economic institute, Rotterdam.

**Senjor Research Associate, Nelhirlands Fconomic Inatitute,
Rotterdam, and Miaistry of Industry, Jakair.o.
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private foreign investment, foreign aid and migration. Import-
substitution thus emerges as a distinctive feature of inward-looking
industrial development and export-oriented strategies are a feature
of outward-looking development.

Import-substitution strategies are characterized by a high
degree of protection for industries producing for the domestic
market, by means of a wide range of import controls. Protection
tends to be most stringent for consumer goods industries, at least
curing the earlier stages of such a strategy. There is fairly broad
agreement on the disadvantages of a sustained import-substitution
strategy, viz. the risx of inefficient allocation of resources in
favour of large-scale, capital-intensive industries, many of which
would not survive without protection. Therefore, while initially
this strategy succeeds in accelerating industrial growth, manufac-
turing growth tends to stagnate once the easy possibilities for
import subctitution are exhausted.

Export-oriented industrialization requires the adoption of a
more outward-looking tracde strategy. There is an important condi-
tion for the success of such a strategy: the markets must generate
correct price signals so that the manufacturing sector develops in
line with a country's comparative advantage. In particular, the
protection from imports should be moderate, exchange rates should
be realistic, and special incentives for exports may have to be
introduced to ensure that production for export is as profitable as
production for the domestic market. Other factors contributing to
a successful industrializacion effort include foreign investment,
the availability of credit, explicit government commitment, a good
infrastructure, and access to and growth of foreign markets.

While acknowledging the potential benefits of an external
orientation for most inward-oriented developing countries, Pack [3,
pp. 371 and 372] cautions against optimism regarding the repli-
cability and continuation of the spectacular growth of the East
Asian countries. In the long run, he argues, gains from factor
reallocation originating in market disequilibria cannot supplant
real income gains from productivity growth. Unfortunately, neither
the implications of an export-led strategy nor those of efficient
import substitution for technological change and total factor pro-
ductivity are at present very well understood [4]. Pack therefore
concludes that sustained productivity growth in manufacturing may
require an inev’ able minimum period of experience, for which there
may not be any short cuts, through trade or otherwise.

2. Industrial policy in Indonesia

Analysing Indonesia’'s development policies of the past two
decades, Myint (2] argues that "the shift towards outward-looking
policies which followed the change-over from the Sukarno to the
Suharto era was mainly confined to the liberalisatinn of policies
towards private foreign investment, while the old inward-lnoking
attitudes persisted in the policies towards international trade and
the domestic economy” and that “this has seriously limited
Indcnesia’s capacity to pursue an effective long-term progrzmme of

"

economir development with equity ...".
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Nevertheless, Myint concludes, Indonesia is ‘''better served by
a mixture combining outward-looking policies towards international
trade and the domestic economy with inward-looking policies towards

external capital ...".

Consistent with the protectionist policies prevalent since the
late 1960s, the anti-export bias in the trade regime and the oil
boom of the 1970s, Indonesia's industrial development until the
early 1980s was almost exclusively based on import substitution.
In coutrast to some of its ASEAN neighbours and the East Asian
countries, Indonesia proceeded in the nid-1970s with the second
stage of import substitution by establishing 'upstream’ industries
for intermediate and capital goods and durable consumer goods.
Thus, having completed the relatively easy first stage of substi-
tuting mainly for imported consumer goods, Indonesia followed other
inward-oriented countries (India, Nigeria, Pakistan and Latin
American countries) rather than reassessing the economic benefits
of further import substitution.

In other East and South-East Asian countries, the size of the
domestic market constrained opportunities to realize scale advan-
tages and made it important to reappraise development strategy after
the first stage of import substitution. In most of these countries,
the transition to a more outward-looking strategy went relatively
smoothly, because the protective structure was still new and moder-
ate and there were no vested interests in upstream industries.
Thee [l1] has shown that the continuation of import substitution in
Indonesia beyond the production of consumer goods in many respects
reflects industrial policy in India. Attitudes and ideas about the
relative merits of free and fair competition versus government
planning and regulation, as well as Indonesia's resource base and
size, have resulted in a ‘'structuralist” view of industrial
development as formulated (and executed) by former Minister of
Industry Soehoed. This approach to industrialization emphasizes
resource-based, heavy industries and the deepening effect of inter-
industry linkages between upstream and downstream industries,
“proving the merits of an industrial development policy based on
viahle natural resources and basic commodities provided they are
selected correctly, and with a long-term view'" (5].

Only after the worldwide recession of 1982 did considerations
of efficiency, including employment creation, and international
competitiveness cause a gradual shift towards a more export-oriented
strategy. By then, however, the vested interests of both domestic
and foreign investors producing for a protected domestic market were
firmly established. This complicated the transition towards a more
outward-lnoking industrial poliry, as economiec reform measures
introduced since 1983 have shown.

The remainder of this paper deals with the process of indus-
trial development in Indonesia since the late 19605 and examines its
nature and characteristics (sertions B and (). Industrial strate-~
girs are analysed i. detail on the basis of input-output data and
related to Indonesia’'s overall economic growth and development.
Finally, in the context of different development options, prospects
for future industrial development are indicated. Results support
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earlier findings (6] that a labour-intensive, resource-based,
export-oriented industrialization strategy, combined with selective
import substitution, is likely to hold the best promise for
Indonesia‘'s future development.

A detailed 2nalysis of the issues discussed is given in Poot,
Kuyvenhoven and Jansen (7], on which part of this paper is based.
Recent data on the Indonesian economy are taken from Poot [8].

B. Growth and development of the Indonesian manufacturing sector
1. Industrial growth

For the Indonesian manufacturing sector, the 1970s were a
decade of remarkably rapid growth and structural change. The
liberalization of industrial and trade policies since the late 1960s
and the favourable overall performance of the Indonesian economy,
no doubt enhanced by the o0il price increases of 1973 and 1979,
resulted in high rates of growth for the manufacturing sector.
Manufacturing value added at constant prices increased at an average
annual iate of 15 per cent during the 1970s. As a result, its con-
tribution to GDP at constant prices increased from 8.8 per cent in
1971 to 15.3 per cent in 1980. Due to terms of trade effects in
favour of o0il mining, the contribution of the manufacturing sector
to GDP at current prices increased less markedly, to 11.6 per cent
in 1980.

The performance of the manufacturing sector in the first half
of the 1980s was strongly affected by the deteriorating macro-
economic situation, in particular by restraints on public develop-
ment outlays, delays in the implementation of large new projects and
restrictive monetary and fiscal policies. Between 1980 and 1985,
manufacturing growth, excluding petroleum refining and liquefied
natural gas (LNG), amounted to only 5 per cent per year on average.
As petroleum refining and LNG still experienced quite favourable
growth rates during this period, total manufacturing growth amounted
to almost 8 per cent. A significant part of the increase in the
share of manufacturing value added in GDP during the first half of
the 1980s was therefore due to the growth of oil-related activities.
In constant prices, the share of LNG and petroleum refining in GDP
increased from 2.8 per cent in 1980 to 4.4 per cent in 1985. Manu-
facturing, excluding oil-refining and LNG, accounted for 8.8 per
cent of GDP in 1985. 0il refining and LNG contributed one-third to
manufacturing value added in that vear.

2. Structural change

As a result of the rapid expansion of its manufacturing sector,
Indonesia now has the tenth largest such gsector in the third world.
In absolute terms, Indonesia has the largest manufacturing sector
in the Association of South-East Asian Nations (ASEAN), contributing
about 30 per cent of the region's industrial value added. However,
in relative terms, its manufacturing sector is still small, its
share in GDP is lower than in other countries at a similar stage of
development, and within ASEAN, Indonesia remains the least indus-
trialized enuntry. In 1985, per capita manufacturing value added
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amounted to $US 70, or less than one fifth of that in Malaysia and
less than one half of that in the Philippines and Thailand. In
spite of rapid growth in recent years, manufactured exports amount,
on a per capita basis, to only about one third of that for the
Philippines and Thailand. Still a primary exporter, Indonesia's
~hare of manufactures in total exports is well below that of its
neighbouring countries.

The rapid growth of the manufacturing sector during the 1970s
brought about significant changes in its structure and characteris-
tics. Manufacturing development has emphasized the dualistic size
structure of the industry: mediumand large-scale industries domi-
nate in terms of value added, with a share of more than 80 per cent,
while small-scale industries dominate manufacturing employment with
a share of about 70 per cent.

The sectoral composition of the manufacturing sector has
broadened considerably since the early 1970s. In the initial stage
of industrial! development, the manufacturing sector was strongly
dominated by non-durable consumer goods industries, mainly food,
beverages, tobacco and textiles. 1In 1975, consumer goods indus-
tries still accounted for 60 per cent of value added in mediumand
large-scale industries. However, because industrial growth focused
on the development of intermediate ard capital goods industries, the
share of consumer goods industries had declined to below 40 per cent
by 1985.

Of the rapidly growing intermediate industries, fertilizer,
cement, and iron and steel benefited from heavy government invest-
ment, while the chemical industry benefited from foreign investment.
Wood-working, particularly plywood, benefited considerably from the
government ban on log exports. In the capital goods industries,
rapid expansion has taken place in electrical machinery and trans-
port equipment. These industries benefited especially from rapidly
growing domestic demand, the erection of high barriers against
imports, and regulations regarding the domestic content of their
products.

The brunt of the recession in the manufacturing sector, which
began in the early 1980s, was felt by the intermediate and capital
goods industries, a number of which, especially chemicals, cement,
electrical machinery and transport equipment, experienced con-
siderable decreases in their shares in manufacturing value added.
The total ahare of intermediate and capital goods industries
remained constant only because of the considerable expansion of the
iron and steel industry. However, growth performance was not
uniformly poor in the first half of the 1980s, and several indus-
tries managed to considerably increase their share of manufacturing
value added, viz. clothing, leather, footwear, wood products,
furniture and plastics, many of which are light, exportoriented
industries.

3. Employment

The contribution of manufacturing to the creation of employ-
ment has bheen moderate, even in Limes of rapid growth. Between 1970
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and 1980 the number of people working in the manufacturing sector
increased from 3.1 million (7.8 per cent of the total number of
employed) to 4.7 million (9.1 per cent of the total employed), an
average annual growth rate of only 4.6 per cent. As a result of the
relatively low rate of growth of employment in manufacturing, the
sector could absorb just 14 per cent of the net increase in the
total employed labour force between 1970 and 1980. From 1980 to
1985, about 1 million additional jobs were generated in the manu-
facturing sector, representing annual growth of 4.2 per cent and
contributing 10 per cent to the total number of jobs created in that
period. As the growth of total employment was slightly lower in
1985, 3.5 per cent per year, the share of manufacturing in total
employment in that year increased to 9.3 per cent.

An  important characteristic of the employment situation in
manufacturing is that a considerable proportion (45 per cent) of the
workforce 1is female. Two thirds of the workers are in rural areas.
Moreover, while wage—earners have become the largest group of
workers, self-employed and unpaid family workers, most of whom work
in very small, informal enterprises, still account for about 45 per
cent of manufacturing workers.

By comparing the growth rate of employment and the growth rate
of GDP, employment elasticities ran be derived. In the 1970s,
employment elasticity for the manufacturing sector was 0.30, which
reflects substantial increases in productivity during that period.
Such a low elasticity is also evidence of a highly capital-intensive
growth pattern. However, during the first half of the 1980s, the
employment elasticity for manufacturing was substantially higher,
0.64, which would suggest a much more labour-intensive growth pat-
tern and relatively limited increases in labour productivity. In
fact, the increase in employment elasticity largely reflects the
supply orientation of the labour market. Although production growth
has declined, labour absarption continues tc grow at a virtually
unchanged pace. In such a low-growth situation, many entrants into
the labour force are forced to accepl low-productivity jobs.

The employment performanc~» of mediumand large-scale iundustries
varies substantially from one time period to the next. In the early
1970s employment growth in mediumand large-scale enterprises was
quite rapid, about 7.5 per cent per year. In subsequent years,
employment growth declined considerably, to only about 4.4 per cent
annually, as the expansion of manufacrturing was increasingly con-
centrated in large-scale, capital-intengsive intermediate and capital
goods industries. Somewhat  surprisingly, employment growth
increased again during the early 1980s, to about 6 per cent. How-
ever, in that same period productivity growth stagnated, especially
among intermediate aud capital goods industries, owing to deterio
rating sales in the domestic market., Consumer goods industries
continued to experience substantial increases in  labour produc-
tivity.

The rombhination of low employment growth and substantial gains
in productivity in the consumer goods industries during the past
decade can probably be explained by the rapid introduction of new
technologins and the slower growth of output. TIn the early stages
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of industrial development, these industries generally applied
traditional, low-productivity technologies, which were increasingly
replaced by modern techniques of production generating more output
per person employed. However, starting in the second half of the
1970s, the demand for consumer goods was adversely affected by low
income elasticities of demand and by the exhaustion of import-
substitution possibilities. As a consequence, the rapid growth of
output could no longer be sustained ian the consumer goods indus-
tries. Intermediate and capital goods industries experienced
buoyant demand during the second half of the 1970s, stimulated by
rapid import replacement. As these industries are highly capital-
intensive, the rapid growth of output was accompanied by the rapid
growth of labour productivity. After 1981, depressed demand reduced
output growth in many intermediate and capital goods industries; at
the same time, substantial investment programmes were completed,
which led to continued growth in labour requirements and a decline
in labour productivity.

Fragmentary evidence on employment growth in small-scale
industries reveals a steady expansion of some 5 per cent per year.
There are signs, however, that labour productivity has declined,
especially in households and cottage industries, as this segment of
the manufacturing sector is increasingly becoming a refuge for the
underemployed.

C. Distribution and ownership patterns
1. Regional distribution

The importance of the manufacturing sector varies significantly
from province to province in Indonesia. In many provinces the
manufacturing sector is still very underdeveloped; in nine, the
share of manufacturing in regional GDP is less than 3 per cent.
Java is by far the most industrialized region in Indonesia, with
three quarters of the manufacturing workforce and two thirds of
manufacturing value added. With regard to mediumand small-scale
industries, the dominant position of Java is even more pronounced,
arcounting for some 85 per cent of value added and employment. The
highest concentration of mediumand large-scale manufacturing firms
can be found in Jakarta.

The structure of the industrial sector also varies signifi-
cantly by region. In Jakarta, modern industries, such as machinery,
printing and plastics, dominate. Tn the other provinces of Java,
the food and textile industries are most important. Plywood and
sawmilling are among the largest industries in most of the Outer
Islands, whereas rubber processing is important on Sumatra. In
general, the industrial structure in most Outer Islands is sgtill
dominated by a few resource-based sectors.

A more even regional distribution of manufacturing activities
is a major policy objective of the Indonesian Government. Clauses
restricting the choice of location have been included in the
investment priority regulations implemented by Badan Koordinasi
Penanaman Modal (BKPM), and infrastructural facilities are being
improved to increase the attractiveness of the less-developed
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provinces for investors. Furthermore, efforts are being made to
reduce transport costs between regions by, fo. example, liberalizing
the maritime and air transport system. Macro-economic policies can
have a nighly favourable impact on industrial development in the
regions outside Java. [n particular, the resource-based industries
in the Outer Islands will benefit greatly from trade liberalization
measures that reduce the cost of their inputs and enhance the com-
petitiveness of their output on the world market.

2. Small-scale manufacturing

Small enterprises provide employment for most of the manufac-
turing workforce. The small-scale sector is also very important
for the regional dispersion of manufacturing activities. In 1979,
small enterprises, including household and cottage industries as
well as small industries employing up to 20 workers, employed some
3.7 million workers (the preliminary results of the 1986 census
show a somewhat lower number). Most workers are self-employed or
are unpaid family workers. A large proportion is female, especially
in the smaller household and cottage industries (65 per cent in
1975). Few of the vsery small enterprises hire workers. Employment
in the small-scale sector is subject to substantial fluctuations
depending on the agricultural season. Much of the work is part-
time, espec‘ally in the rural areas, and often serves to supplement
other sources of famiiy income. The large majority of household
and cottage industries, i.e. those employing almost 90 per cent of
all workers, are based in rural areas. The predominance of Java,
accounting for close to 70 per cent of the workers, is less pro-
nounced than in the case of large-scale industries.

Small industries are engaged in a narrow range of activities
including mainly food, textile, wood, and building material indus-
tries, which account for more than 80 per cent of value added and
employment generated in the small-scale sector. Productivity is low
in small-scale firms, reflecting the very limited use of capital
equipment and the low levels of skill of the workers. The low pro-
ductivity of small-scale industry workers also reflects the marginal
nature of much of the employment in this segment, especially in
rural areas, where the manufacturing sector often is an employer of
last resort.

By the labour-intensive nature of their production, small
industries have a substantial potential for employment generation.
Moreover, they are dispersed throughout all the regions, largely in
rural areas, have strong ties with the agricultural sector and are
in general highly dependent on domestic resources. Nevertheless,
it is generally recognized that there are serious obstacles to the
development of small-scale industries. The main constraints relate
tc the lack of capital, the lack of information on markets, ineffi-
ciencies in the supply of inputs, the lack of access to more appro-
priate technologies, inadequate access to training and the lack of
proper management and accounting practices.

Strategies to overcome these constraints and to promote small-
srale industries have been based on the following main elements:
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(a) The provision of extension services, especially through
the Ministry of Industry's Industrial Extension Services for Small
Industries Programme (BIPIK), which provides technical assistance,
marketing and design assistance and entrepreneurial training. This
programme is focused on centres of small-scale industries;

(b) The provision of concessional credit, in particular
through the Kredit Modal Kecil (KMK)/Kredit Modal Kerja Permanen
(KMKP) programme;

(c) Technological assistance by technological research insti-
tutes;

(d) The promotion of linkages between small and large firms,
for example through the Foster-Parent programme of the Ministry of
Industry (Bapak-Anak);

(e) The setting aside of certain manufacturing activities for
small firms, by means of industrial licensing arrangements.

3. OQwnership and investment

In spite of an increasing reliance on the private sector to
play a leading role in the development of the manufacturing sector,
the Government still controls a substantial proportion of this
sector through its State enterprises. Until the early 1980s the
industrialization strategy of the Government involved the develop-
ment of state enterprises to occupy the commanding heights of the
economy. In the framework of this strategy, State enterprises were
meant to develop vital sectors in which the capacity of private
investors was limited. Generally, this involved investment in basic
intermediate and capital goods industries. In the course of time,
private firms also invested in such industries, and the Government
moved into larger and more capital-intensive projects such as the
Krakatau steel plant and the Asahan project. The direct involvement
of the Government in large-scale industrial projects was reversed
in the wake of the economic crisis in 1982-1983, when, owing to
budget cuts, the implementation of a large number of capital-
intensive projects was canceled or rephased.

In 1980, the 375 publicly owned mediumand large-scale enter-
prises covered by the annual industrial survey employed 14 per cent
of the workers in this segment of the manufacturing sector and
generated 16 per cent of value added. This represents a decline as
compared to 1974, when the public sector still generated 26 per cent
of value added in mediumand large-scale manufacturing firms. Public
enterprises are important in food processing (especially sugar),
textiles, paper, industrial chemicals (especially fertilizer),
cement, iron and steel and transport equipment. In addition, public
enterprises dominate in such activities as oil refining, ILNG and
non-ferrous bagic metals.

Within the private sector a distinction can be made bhetween
domestic and foreign investors. Wholly or partly foreign-owned
enterprigses contribute 30 per cenl to the value added of medium-
and large-scale manufacturing and 12 per rcent to employment.
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Foreign firms are present in most industries, especially textiles,
other chemicals, glass, cement, metal products. electrical machinery
and transport equipment. 1In general, foreign investment tends to
be concentrated in the more capitaland technology-intensive sectors.
Most foreign firms are still engaged in prcduction for the domestic
market, although increasingly, efforts are being made to attract
foreign investment in export-oriented activities. The most impor-
tant source of foreign investment is Japan, followed by the United
States, the European Communities and Hong Kong. Domestic private
enterprise accounts for the 54 per cent of manufacturing value
added. An important characteristic of private domestic enterprises
is that many are controlled by a small number of industrial groups.

Recent data on investment approvals processed by BKPM reveal
that in recent years foreign investment has declined significantly
in Indonesia as a consequence of the slump in the domestic market.
Domestic investment has been much less affected by deteriorating
economic conditions, although in 1986 private domestic investment
also recorded a slight decline; data for 1987 suggest a recovery in
both foreign and domestic investment.

D. Trade in manufactures
I. Performance and trade policy

As most manufactured goods are tradeables, international trade
in them plays a key role in the process of industrialization.
During “he 1970s, industrial development was to an important extent
based on import substitution, but in recent years the export of
manufactures has been increasingly emphasized to compensate for
reduced oil export revenues.

Manufactures are the largest item on the import bill of
Indonesia, accounting for 72.5 per cent of total imports of goods
in 1985. The most important manufactured imports include inter-
mediates, mainly chemicals and oil products, and capital goods
(metal products and machinery). Import substitution has contributed
to a considerable decline in the share of consumer goods in manu-
factured imports, from 12.6 per cent in 1975 to 5 per cent in 1985.
Imports of capital goods show the strongest increase, accounting for
55 per cent of the imports of manufactures in 1985. At present,
imports meet about 31 per cent of the demand for manufactured goods
in Indonesia. The share of imports in domestic demand is highest
for capital goods (75 per cent), followed by intermediates (38.5 per
cunt), whereas the share of imports in the domestic demand for cun-
sumer goods is only 5 per cent.

In recent years manufartured exports have grown rapidly. In
1980 exports of manufactures, excluding petroleum products, still
acrounted for only 5 per cent of total exports as well as 5 per cent
of total manufacturing output. Ry 1985 these shares had increased
to over 15 per rent and 10 per cent, respectively., HMajor manufac-
tured exports include a number of resource-based goods, such as
rubber, tin and plywood, as well as a range of labour-intensive
products including textiles, clothing and some electrical products.
Fxports of a number of heavy-industry products, such as fertilizer
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and cement, have also grown in recent years. This development
reflects both the rapid expansion of production rapacity in excess
of the growth of domestic demand and access to cheap energy
resources, which enhances the sectors' international competitive-—
ness. The most important markets for Indonesia’'s manufactured
exports are developed market economies, in particular the United
States, Japan and the European Communities, which together account
for around 70 per cent of manufactured exports.

A country's trade performance is highly influenced by its trade
regime. In Indonesia, a highly interventionist trade regime has
been developed that is composed of such measures as import tariffs,
import quotas, import bans, import licences, domestic content regu-
lations, export tcxes and export bans. These measures have resulted
in the erection of high protective barriers favouring import-
substitution industries. Especially in the early 1980s many non-
tariff import barriers were introduced that further raised the
effective rates of protection. However, in recent years several
measures have been introduced to mitigate the importance of quanti-
tative import restrictions.

To compensate for the declining oil export revenues that were
a result of falling oil prices and the oil export quota imposed by
the Organization of Petroleum Exporting Countries (OPEC), a more
outward-looking industrialization strategy was adopted in recent
years to promote the export of non-oil products. To this effect, a
series of far-reaching trade policy reform measures were introduced.
One important policy measure that has contributed to the growth in
manufactured exports was the devaluation of the rupiah first in 1983
(from Rp 700 to Rp 970 against the dollar) and then in 1986 (from
Rp 1,130 to Rp 1,640 against the dollar). Currently, the rupiah is
being allowed to depreciate gradually against the dollar to maintain
a stable real exchange rate.

In addition, a number of trade policy packages were introduced
to liberalize trade, including a substantial reduction in the number
of commodities subject to import quotas and import licensing and the
granting of access to inputs at world market prices to exporters.
The latter measure allows direct access to duty-free imports for
producers who export more than 65 per cent of their output, as well
as import duty drawback facilities for smaller exporters and
indirect exporters (firms supplying inputs to producers of export
goods). Measures have also been taken to facilitate port procedures
and to liberalize sea transport.

Enforced export substitution is another important component of
the Government's policy to promote manufactured exports. This
policy was applied in favour of the plywood industry by banning the
export of logs and has contributed significantly to the rapid growth
of plywood exports. It is also being applied in the rattan
industry, where progressive bans on the export of raw and semi-
finished rattan have bheen imposed.

One possible obstacle to the growth of Indonesian exports to
developed countries is the increasing pressure for higher protec-
tion. Protective measures ineclude both tariff and non-tariff
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barriers. Indonesia 1is being confronted by import quotas for
several of its textile products under the Multi-Fibre Agreement in
its markets in the United States, the European Communities and
Sweden, although currently most of those quotas are not being filled
by Indonesian exporters. Indonesian exports of plywood are affected
by high import tariffs in the Japanese, Korean and Australian
markets. Nevertheless there remains considerable scope to increase
these exports as Indonesia's share of most markets is still small
and the range of expo:t products can be broadened considerably.

2. Revealed comparative advantage

Indonesia's potential to export manufactures has been analysed
in more detail by assessing its comparative advantage and the pro-
spective growth performance of its main export markets. The coun-
try’'s trade performance shows a strong revealed comparative
advantage for a number of resource-based manufactures and, in recent
years, for several non-resource-based exports. The revealed com-
parative advantage for the latter products can, to a large extent,
be explained by Indonesia’'s factor endowments, as the net export
perforiance of such industries is positively correlated with their
labour-intensities. The potential comparative advantage has been
analysed on the basis of the revealed comparative advantages of
neighbouring countries at &z simliar or somewhat higher stage of
development but with a more outward-oriented trade policy. Once
again, it is the more labour-intensive products that hold the best
promise for export.

In order to assess the prospects for Indonesia's export
markets, projections have been made of commodity-wise import growth
in these markets. These projections are based on forecasts of GDP
growth and estimates of product-specific import elasticities. For
the most promising export products, the United States and the
European Communities appear to be the markets with the highest
growth potential. Surprisingly, the Japanese market shows good
promise for a limited number of manufactured goods. Other poten-
tially promising markets are ASEAN partners with relatively favour-
able growth performance. The exports for which demand is
potentially great are the new export products, especially electronic
components and equipment. The demand for more traditional products,
such as textiles and clothing, is expected to grow only moderately.

To arhieve a high and sustainable growth rate fcr exports of
manufactures, appropriate export promotion policies need to be
implemented. Fxport promotion policies in neighbouring countries
are, broadly, similar. Most countries provide drawbacks on import
duties on inputs and tax credit incentives and have established

export-proressing zones., In general, the successful promotion of
exports requires that export industries receive the same effective
protection as import—=substitution industries. An important condi-
tion for achieving and sustaining the international competitiveness
of export industries is a flexible exchange rate policy, which
shonld be used to prevent the overvaluation of the domestic cur-
rency. Other important conditions include limitations on and the

streamlining of bureaurratic procedures for the implementation of




- 93 -

incentives and the issuing of licenses; effective extension services
to exporters; a good educational system; and the absence of labour
unrest.

In addition to the recently introduced policy changes, there
need to be some further adjustments to promote manufactured exports:
the educational and economic infrastructure should be improved; the
market price structure should reilect opportunity costs; and effec-
tive protection, as embodied in the trade regime, should be reduced.
Specific measures could include the strengthening of technological
institutes and productivity cerntres focusing on export industries,
the strengthening of export marketing organizations, the introduc-
tion of measures for quality control and product standardization,
the simplitfication of the import duty rate structure, improved
efficiency for the capital market, the relaxation of industrial
licensing requirements and improvements in the operation of export-
processing zones.

E. Interindustrial linkages, factor intemnsities and growth

Productive activities in an economy do not operate in iscla-
tion: each production process normally requires Inputs that are
supplied either from domestic sources or from abroad. Through the
use of intermediate products and capital goods, sectors are linked
together. Industrial development usually leads to an increasing
interdependency between sectors and is therefore an importan* means
of generating overall economic development.

An analysis of linkages on the basis of Indonesian input-output
data shows that the food industries and a number of mineral-based
industries have the highest backward linkages. The lowest backward
linkages can be found in the capital goods industries, which import
a substantial portion of their inputs. The highest forward linkages
are in intermediate industries such as chemicals, paper and building
materials. Backward linkages will generally be strengthened when
industries with strong forward linkages are expanded, as has been
the policy for the past decade or so.

Capital goods and intermediate goods industries turn out tn bhe
the most import-intensive industries, whereas export industries are
the least import-intensive. The import requirements of domestic
industries are smaller than the hypothetical import requirements of
products currently being imported, suggesting that further import
substitution would increase the import dependence of manufacturing
industry in terms of intermediate inputs. This could, of course,
be outweighed by the reduction in import dependence owing to the
output of the import-substitution industries. Nevertheless, it
would be premature to conclude that further import substitution is
justified if it results in reducing total import dependence and
increasing domestic  production linkages. Import-substitution
projects also need to pass the test of economic costs and benefits.

An input-output framework has been used to examine the growth
pattern of the manufacturing industry during 1971-19/5 and
1975-1980, both taking into account interindustry linkages and not
taking them into acecount. In the former case, the following com
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ponents of production growth were distinguished: final domestic
demand, export, import substitution in final demand, import substi-
tution in intermediate demand and changes .. technology. In the
first period, production growth in manutacturing was largely
accounted for by increases in final demand. Furthermore, some
import substitution occurred in final demand. In the second period,
import substitution in intermediate demand became an important
growvth component; the importance of exports increased as well.
Nevertheless, final domestic demand remained by far the most impor-
tant source of growth for the manufacturing sector. At constant
prices, final domestic demand accounted for 63 per cent of manufac-
turing output growth in 1975-1980, whereas import substitution in
intermediates accounted for 18 per cent, exports for ll per cent,
changes in technology for 4 per cent, and import substitution in
final demand for only 1 per cent. These growth patterns clearly
show that throughout the 1970s the manufacturing sector benefited
from a buoyant domestic economy. During the early 1970s, an addi-
tional stimulant to industrial growth was the import substitution
of consumer goods; during the second half of the 1970s, the import
substitution of intermediate goods occurred.

An analysis of the composition of final domestic demand reveals
that increases in final demand for manufacturing products explain
mogt, i.e. 80 per cent, of the total effect of final demand on the
growth of output of the manufacturing sector. The only other
sectors in which increases in the final demand for products had a
measurable impact on the output of the manufacturing sector were
construction, commerce and services. As far as exports are con-
cerned, the output of the manufacturing sector is stimulated to some
extent by exports of the mining and agriculture sectors, but by far
the main source of output growth is direct (80 per cent) and
indirect (6 per cent) export growth within the manufacturing sector.
Thus it appears that the manufacturing sector receives only limited
growth impulses from the expansion of other sectors. It can be
expected that the exgansion of the manufacturing sector has a more
sizeable impact on other sectors, in particular agriculture, com-
merce, transport and financial services, as these sectors provide
substantial intermediate inputs to the manufacturing sectcr.

The analysis of interindustry linkages has also been used to
capture total factor requirements as a result of a unit expansion
of a specific industry, including the direct impact as well as the
impact on factor requirements elsewhere in the economy. Estimates
have been made of total inc.emental labour-output, capital-outpu.
and labour-capital ratios. In addition, a measure of skill inten-
sity has been presented.

Sector rankings according to direct and total factor inten-
sities turn out to be quite closely correlated, although major rank
reversals occur for natural resource-based industries, which, have
mich higher total than direct labour intensities. Total labour-
output and total capital-output ratios are only weakly rorrelated
and are negative, as expected, suggesting that in many cases a
labour-intensive industry has a .ow capital intensity in terms of
the rcapital-output ratio, although many exceptions oceur. lLabour-
capital and labour-output ratios, as well as labour-capital and
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capital-output ratios, are more closely correlated. In other words,
industries that require a relatively large amount of capital per
unit of output generally employ few workers per unit of capital;
similarly, industries that require a relitively high labour input
per unit of outpul require a relatively small capital input per unit
of labour. Furthermore, skill-intensive industries occur in both
(relatively) labourand capital-intensive industries.

A comparison of labour and capital intensities for groups of
industries reveals that agro-based industries have especially high
total labour intensities. Industries that are dominated by small-
scale firms are also relatively labour-intensive. As a group export
industries have an intermediate position in terms of labour inten-
sity. Import-substitution industries have relatively low labour
intensities. Generally, the findings with regard toc capital inten-
sities are the reverse, i.e. groups of industries with relatively
high labour intensities experience low capital intensities and vice
versa.

The evidence on factor intensities indicates that manufactur-
ing indu~try in Indonesia is dominated by relatively capital-
intensive industries. Also, the technology adopted by industries
is frequently more capital-intensive than warranted by Indonesia’s
factor endowments. Moreover, many industries are characterized by
a relatively low total factor productivity and a low efficiency with
which inputs are used. An impcrtant factor in the capital-intensive
nature of manufacturing industry in Indonesia is the import-
substitution strategy that has been pursued; this has distorted
factor prices, especially of capital, encouraged the adoption of
capital-intensive technologies and raised the cost of inputs.

F. lImplications for industrial. development

In Poot, Kuyvenhoven and Jansen [7], a number of alternative
projections of the Indonesian manufacturing sector based on
different industrialization strategies are presented. The
strategies chosen refer in particular to a continuation of the
import-substitution strategy that prevailed until recently and tc a
more export-oriented strategy. In the projections, the impact of
increases in domestic final demand, export and import substitution
have been separately assessed. Growth in demand and import substi-
tution are exogenously determined. Since estimates cover t.e period
1983-1994, they inciude the economic plans Repelitas IV and V.

The projections dirstinguish between medium-growth scenarios,
which cause manufacturing vaiue added to grow about 6.5 per cent
annually, and high-growth scenarios, which cause it to grow nearly
8 per cent. In the mediumand high-growth scenarios, domestic final
demand accounts for 53 and 43 per cent of output growth, respec-
tively, Tmport substitution contributes 40 and 52 per rent,
regpectivel,. to output growth in the case of import-substitution
strategies, whereas export growth contributes 21 and 35 per cent,
respectively, to output growth in the rase of export satrategies.
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Most striking are the substantial differences in the employment
effects of both types of strategies. With the medium-growth export
strategy, 3 million jobs will be created in the manufacturing
sector, 0.5 million more than with the medium—growth import-
substitution strategy. High expori growth adds another 0.75 million
jobs. Furthermore, significant employment gains could be achieved
by adopting more labour-intensive technologies within industries
(more than 0.5 million jobs in the medium-growth case). The export
strategy can be shown to require substantially less capital per job
than the import-substitution strategy. Not surprisingly, the net
foreign exchange effect of the export strategy is superior to that
of the import-substitution strategy. A labour-intensive, resource-
based, export-oriented strategy combined with selective import sub-
stitution is therefore likely to hold more promise for Indonesia in
terms of growth potential, employment and foreign exchange earnings
than a continuation of the past import-substitution strategy.
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ECONOMIC INTEGRATION IN DEVELOPING COUNTRIES AND SOUTH-SOUTH TRADE

Jaleel Ahmad*

nt tion

Although institutional and other non-price obstacles to South-
South trade are real and, by some reckoning, far from negligible,
they are not sufficient to explain why South-South trade in a
global context remained marginal until recently. A more plausible
explanation is that South-South trade was hampered in the past by
the lack of viable industrial production in nearly all the coun-
tries of the South.#* Because the rapid growth of demand for
industrial goods in the South since at least the 1960s could be met
only by expanding bilateral trade with the developed industrial
countries, the preponderance of the North-South component iin the
South's total trade was inevitable. It is only with the emergence
of newly industrializing countries (NICs) during the 1970s as effi-
cient and competitive suppliers of manufactures to the world market
that South-Sovth trade in manufactures began to grow steadily.

The emergence of the NICs with their diversified endowment of
skilled labour, capital and technology is a key factor in explain-
ing the recent changes in the level and composition of South-South
trade. And, more significantly, it is also the main reason for tke
greater integration of the heterogeneous economies of the South.
The purpose of this paper is to shed light on the factors that
underlie the emerging integration of the NICs and the rest of the
developing countries.

The plan of the paper is as follows. Section A outlines thc
characteristics of South-South trade that appear to be essential to
an interpretation of the trends in integration. Section B presents
a model of integration in the context of three broad trading groups,
viz. the NICs, the developing countries and the industrial coun-
tries of the Organisation for Economic Co-operation and Develop-
ment (NECD). Sectinn C, the last section, discusses important
policy implications.

#*Department of Economics, Concordia University, Montreal,
Canada.

**The relationship hetween the growth of industrial production
in developing countrie- and the growth of South-South trade is
examined by Abmad [1]. A time series analysis shows that the
growth of industrial production in the developing countries and Lhe
growth of mutual trade in manu’actured products are positively and
signifirantly correlated.
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A. New elements in South-South trade

Tne increased share of total trade accounted for by inter-
regional - as opposed to intraregional, preferential - trade and the
marked orientation of the former towards manufactures traditionally
imported into the South from the industrial countries of the OECD
are among the newer elements that alter the prospect of integration
among the Southern ecnnomies.® The enlargement of the geographical
domain and the changing commodity composition of South-South trade
are themselves linked to steadily rising industrial capacity in the
NICs and near-NICs in the developing world.

The uneven nature of industrial development has sharpened the
differentiation of the South into two hroad groups, viz. the NICs
and the near-NiCs on the one hand and the rest of the developing
countries of the South, on the other. An important characteristic
of this differentiation is that while the NICs still retain small
advantages of relatively abuniant and low-wage skilled labour, their
production capabilities vig-a-vis those of the rest of the develop-
ing countries have changed significantly thrcugh the sustained
acquisition of physical capital, specialized skills and technology.
These endowment traits favour the efficient production of a wide
range of manufactured goods, with considerable variations in their
capital-intensity. As highly competitive sources of manufactures
on the world market, the NICs are more similar in their production
structure to the industrial countries of the OECD than to the rest
of the developing countries.** This difference in factor endowments
and production patterns among the countries of the South is now
beginning to be reflected in the pattern of their mutual trade.
Predictably, a growing share of imports of industrial goods into the
countries of the South is produced in the South.

Recent trends in the global exports of the NICs suggest that
they hzave emerged as noteworthy competitors of the developed indus-
trial countries of OECD as sources of manufactured goods in three
distinct markets: (a) the domestic markets of the industrial coun-
tries of the OECD, as evidenced by the Ligh import penetration
ratios in the latter, (b) the markets of NICs themselves, which are
trading increasingly with each other, and (c) the markets of the
rest of the developing countries, where the NICs are steadily dis-
placing the industrial countries as suppliers of manufactured goods.
While the earlier export thrust of the NICs rested almost exclu-
sively on the export of labour-intensive manufactures to the indus-
trial countries, more recently a growing proportion of their global

*The characteristic features of the recent pattern of South-
South trade are reviewed by Ahmad [2]. Also, see Cizeljr and
Fuks (3] and Lall [4].

**For factor endowment and other characteristics of the NICs,
see [5].
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exports have been destined for other NICs as well as the rest of the
developing countries.

The fact that the NICs are beginning to export to each other
and to the developing countries a range of products which the latter
have traditionally imported from the industrial countries of the
OECD provides a singular clue to the future prospects for incegrat-
ing the Southern economies. It is estimated that a growing propor-
tion of the manufactured exports of the NICs to thc countries of the
South effectively displaces comparable exports to the South from the
industrial countries of the OECD.* This displacement does not
replace existing flows on a one-to-one basis; rather, what the South
imports from the NICs in period t; would ordinarily have been
imported from the industrial countries of the OECD .n period t,.
Moreover, a comparison of the commodity composition and factor-
intengity of the bilateral export. of the NICs and of the industrial
countries of the OECD to the South reveals a significant degree of
overlap. In other words, NICs export to the industrial countries
of the OECD a range of products similar to those that other develop-~
ing countries routinely import from the industrial countries of the
OECD.

Thus, the South as a whole, i.e. the NICs and the rest of the
deveioping countries, can Se seen as both exporting and importing
similar goods. This pattern of 'cross-hauling" is not dissimilar
from the one that frequently is -bserved in an individual country
with pronounced regional characteristics, where one region exports
to the rest of the world a commodity that another region of the same
country imports from the rest of the world.

B. A model o' integration of the Southern economies

The emerging complementarity between the NICs and the rest of
the developing countries, outlined in the previous section, can
serve as the building block of future integration. The essence of
this process can be captured in a simple Heckscher-Ohlin-type model
of bilateral trade with cross-hauling properties. Two groups of
countries in the South are distinguished on the basis of relative
factor endowments, viz. the NICs and the rest of the developing
countries, which trade bilaterally with industrial countries of the
OECD. There are two factors of production - physical cap.tal, K,
and labour, L - with the stipulation that

(K/L)y1cg > (K/L)peg (1)

where K/L is the relative factor endowment.

*For details of a three-tier model of bilateral trade and empir-
ical estimates of the key variable of ''trade deflection”, sgee
Ahmad [2].
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The NICs are assumed tc specialize (incompletely) in the pro-
duction of a composite commodity M (a manufacture) that is rela-
tively capital-intensive and the rest of the developing
countries to specialize in the production of R (a resource-based
comrodity), which is relatively labour-intensive. Accordingly,

(k/2)y > (k/2)g (2)

where (k/t) is the capital-labour ratio of production. It is fur-
ther assumed that, owing to institutional and other barriers, NICs
and the rest of the developing countries do not initially trade with
each other.

The figure shows the important properties of the model. The
transformation surfaces for the NICs and the rest of the developing
countries, are depicted as T)T; and T3Ty, respectively.
The difference in the shapes of the two transformation surfaces
reflects the assumptions in inequalities (1) and (2). The relative
price ratio between M and R, given by the slope of the line p*, is
determined in the world market, since both commodities are inter-
nationally traded. Given relative prices imply production at Q;
in the NICs and at Q2 in the rest of the developiry countries.*
Consumption at given world prices takes place at ¢; and Cy in
the NICs and the rest of the developing countries, respectively.
The trade vector, i.e. the difference between domestic production
and consumption, for each tier is shown as Q)C; for the NICs
and QzC; for the rest of the developing countries. It should
be noted that the exports and imports of each tier are the bilateral
exports to and imports from the industrial countries ot the OECD.
Initially, the economies of the South are not integrated, and the
NICs and the rest of the developing countries do not trade with
each other.** Their separate welfare through bilateral trade with
the developed countries of the OECD is maximized at wj.

It can be seen that the NICs and the rest of the developing
countries, each trading bilaterally with the industrial coun‘ries
of the OECD, are trading in opposite directions: the NICs are
exporting M and importing R, while the rest of the developing coun-
tries are doing the reverse. From the standpoint of the South as a
whole, the trading pattern depicted in the figure is one of

#The two transformation 3urfaces are drawn in such a way . hat
the common world price line p* is tangent to both at Q; and Q.
This is, of course, arbitrary and is done to keep the diagrammatic
presentation simple.

**The introduction of sgome initial trade petween the NICs and
the LDCs does not alter the analysis. The assumption of the absence
of initial trade between the two groups of countries keeps the dia-
gram simpler.
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Transformation surfaces for the NICs and the rest
of the developing countries
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cross-hauling.* Although simplified, the trilateral pattern of
trade between the NICs, the rest cf the developing countries and the
industrial countries of the OECD is nevertheless consistent with the
current pattern of international trade. The countries of the South
heve a greater degree of integraticn with the countries cof the OECD
than with eaca other.

This pattern is likely to change in significant ways when the
possibility of mutual trade between countries of the South is
allowed for. The joint transformation surface of the iniegrated
economy of the South, i.e. the sum of the transformation surfaces
T}T, and TpTy at prices p*, is shown as TjT-.** At prices p*, pro-
duction and consumption in the now integrated economy of the South
takes place at Q: &nd Cj, respectively . ®**  The joint trade
vector of thz South, QjCj, is smaller than the algebraic sum of

the two separate trade vectors, viz. UV, where VQj = QiC; and
Uuc; = Q€. The overlap between VQ; and UCj gives the
"sﬂrunk" trade vector Q;C:. In other words, mutual trade

between the NICs and the rest of the developing countries replaces
a certain volume of their bilateral trade with the industrial
comtries of the OECD.

As the trade vector Q-Cj shows, the NICs and the rest of
the developing countries still trade with the industrial countries

*Cross-hauling in this analysis is broadly defined as two-way
trade in similar products. More specifically, it refers to the com-
mon observation that a developing country among the NICs exports
good M to the industrial countries of the OECD, while another devel-
oping country among the rest of the developing countries imports
good M from the OECD. Cross-hauling or two-way trade in our model
arises simply because of the absence of South-Scuth trade. Two-way
trade in similar goods can arise for a variety of different reasons,
e.g. the presence of trangport costs in spatial markets, product
differentiation that leads to intraindustry trade and reciprocal
dumping in segmented markets. The basic characteristic that one or
the other economic factor causes & country or a region to both
expor: and import a similar good is common to all variants of cross-
hauling. Due to aggregation, the trade patterns shown in the figure
regemble interindustry trade of the Heckscher-Ohlin type, being
based on relative factor intensities of labour and capital. It
should be noted that in any case two-way trade is not incompatible
with Heckscher-Ohlin theory. For proof that intraindustry trade is
possible in functionally identical commodities, see Greenway and
Mitner [6].

**T. on each axis of the diagram is obtained by summing T
and Tj.

*h*Agq long as positive quantities of both grods are produced and
consumed in both groups of countries, points such as Qj and C
are found simply by summing up the two produ-tion points Q ani
Q2 and the two consumption points C; ana Cp along TiT
and ToTy.
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of the OECD, but their combined trade with the latter is now less
than when they were not integrated. What appears =s cross-hauling
in the figure, UQj + VCj, is no longer traded with the OECD
countries and instead becomes mutual trade between the NICs and the
rest of the developing countries, i.e. South-South trade. The wel-
fare implications at the joint transformation surface T;T: are
clear: the joint economy cf the South is at least as well off at
wy as at wj. In the iiitegrated economy, the South is a net
importer of manufactured goods and a net exporter of resource-based
commodities.

A few pertinent features of the integration outcome depicted
in the figure may be noted. First, a larger volume of mutual trade
between countries of the South does not mean that there would neces—
sarily be a decline in the overall volume of North-South trade. The
substitution of South-South flows for corresponding North-South
flows occurs only in the case of manufactured goods for which the
NICs have credible production capacity and, hence, is unlikely to
occur across the board. Moreover, as South-South trade substitutes
for a particular North-South flow, North-South flows would emerge.
In fact, the growth of South-South trade in the recent past has been
accompanied by larger rather than smaller volumes of North-South
trade.

Nevertheless, it would hardly be realistic to expect past pat-
terns of global production and trade to continue unchanged as the
Southern economies become more integrated. As is clear from the
model in the figure, the impetus for integration in the South comes
from goods that are traded in world markets, not from goods traded
exclusively between the developing countries. Developing countries
are gradually beginning to trade with each other in goods that in
the past were imported from the industrial countries of the OECD.
This process is likely to intensify pari passy with an increase in
industrial capacity in the NICs and an increase in the number of
NICs themselves. There is also a presumption that South-South trade
will increase as growing protectionism in the OECD countries prompts
the NICs to search for markets in the rest of the developing coun-
tries.

While, as pointed out earlier, integration in the South is
unlikely to reduce the overall volume of North-South trade, there
is a strong likelihood that its commodity composition will change.
This could, for example, lead to a smaller proportion of manufac-
tured goods in total OECD exports to the South. This is, indeed, a
key proposition in the model in the figure, despite the fact that
the South remains a net importer of manufactured goods. The growing
South-South trade in differentiated products, not considered in the
present analysis, may further reinforce this tendency.*

*For intraindustry trade among developing countries, see Erzan
and Laird [7].
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C. Conclusion

This paper presents a plausible scenaric for integration in the
economies of the South, which involves, on the one hand, changes in
the pattern of trade between the NICs and the rest of the develop-
ing countries and on the other hand, changes in the pattern of
bilateral trade of both with the industrial countries of the OECD.
The qualitative implications of *his analysis of the emerging pat-
tern of South-South trade (its direction, volume and commodity com-
position) for traditional North-South trade differ significantly
from the implications that would arise if South-South trade were to
be confined to goods traded exclusively between countries of the
South, leaving untouched the goods that were traded on the world
markets. In a deeper sense, the impetus to South-South trade and
economic integration in our analysis is the complementarity between
the production structures of the NICs and the rest of the developing
countries rather than, as is more rommonly thought, their competi-
tiveness.

The analysis in this paper justifies neither wild optimism nor
undue pessimism on the future prcspects of economic integration in
the South. Future prospec.s will depend on the evolution of factor
endowments »nd production in the NICs, and the competitiveness of
the production rela:ive to that in the industrial countries of the
OECD. These trends can, of course, be strengthened by joint South-
ern policies to promote integration. Policy initiatives could, for
instance, focus on lessening institutional barriers to South-South
trade, such as the inadequacy of South-South transport networks, of
means of financing and underwriting and of channels to coordinate
information about demand and supply capabilities in the South.
Similarly, integration could take the more formal route of a com-
prehensive scheme for preferential trading, such as the general
system of tariff preferences under the auspices of the United
Nations Conference on Trade and  evelopment (UNCTAD), which encom-
passes all developing countriec.

Regardless of the means by which integration is promoted, a
clear understanding of the economic processes that generate South-
South trade is essential in order to predict how it will respond to
various stimuli. Whether integration is sought through preferen-~
tial trading or through the removal of institutional barriers, the
analysis in this paper pinpoints the directions and factors that
need to be stressed, even though the welfare implications of the
two approaches to integration are not identical. This analysis
generates the empirical prediction that, regardless of the specific
form the integration policies take, more South-South trade is to be
expected in product categories where cross-hauling, as defined in
this paper, is significant.
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SOMMAIRE
Profils de ; lefs d —ind .
en Afrique subsabarienne

George B. Assaf et Paul Hesp

Ces profils regroupent des analyses, conclusions et
recommandations par branche fondées sur des études de pays
effectuées par le Service des études par région et par pays de
1'ONUDI. Ils constituent une premiére tentative de remédier au
manque d'informations sur les différentes branches de 1'industrie
africaine et illustrent les liens existants et potentiels entre ces
branches. 115 visent aussi a faire ressortir les contraintes et les
virtualités commmes a toutes les branches, afin de contribuer a la
mise en place de stratégies de développement et d’activités de
coopération nationales, régionales et internationales plus
rationnelles et pertinentes. Ils couvrent quatre branches de
1'industrie alimentaire - la transformation de la viande et du
poigson, la transformation des fruits et légumes, la production
d'aliments pour le bétail et la fabrication d'huile vegétale - et
deux branches qui lui sont étroitement liées - le traitement du bois
et les matériaux d'emballage.

Les pays considérés sont 1'Angola, le Libéria, la
République-Unie de Tanzanie et la Zambie. Les problémes communs a
ces pays sont, d'aprés les analyses, de mauvaises stratégies dans le
domaine des matiéres premiéres, le manque de piéces (étachées, les
faiblesses de la gestion et de la commercialigation, 1'inguffisance
de la maintenance des installations, et des problémes de devises.
Le document conclut que de meilleures aides a 1'agriculture, 1la
production régionale de piéces détachées et une assistance technique
dans le domaine de la gestion, entre autres, contribueraient a
résoudre ces problémes.

Note sur la mesure de la protection effective de 1'industrie
et sur_ses_conséquences pour l'action des pouvoirs publics

John Cody

L'auteur examine briévement les applications et les limites de
la notion de protection effective, qui permet de déterminer la
modification, en termes de prix, de la valeur ajoutée a un produit
ou au niveau de tout un secteur, par suite de 1'imposition de tarifs
(ou de mesures similaires) aux extrants et aux intrants. Il propose
de modifier les méthodes courantes d'ajustement pour tenir compte
des intrants ne faisant pas 1'objet d'échanges et d'appliquer une
taxe ou une subvention a la production en conjonction avec un
tarif. Pour de nombreux pays en développement, cette formule
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aurait, par rapport a une taxe a la consommation ou a la valeur
ajoutée, l'avantage de la simplicité et elle aurait en outre un rdle
d'aide sélective a la production (accroissement de la valeur ajouteée
unitaire) - distinct de la fonction "source de recettes” ou d'autres
fonctions de 1'imposition.

Efficacité de ]'industrie et modification des orientations
générales : Union douaniére et économique
de 1'Afrique centrale (UDEAC)

Richard Kitchen et David Sarley

Les auteurs de ce document examinent la réforme des tarifs et
d'autres incitations industrielles dans le cadre de 1'Union
douaniére et économique de 1'Afrique centrale (UDEAC). La
croissance des échanges et de la production manufacturiére au sein
de 1'UDEAC, depuis la création de cette derniere en 1966, est
décevante.

Les auteurs examinent également les tarifs extérieur e®
intérieur pratiqués par 1'UDEAC et préscntent des estimations des
taux nominaux et effectifs de protection et des rapports cout en
ressources intérieures/gains en devises. Pour la quasi-totalité des
produits, le rapport est supérieur a 1'unité, ce qui montre que peu
d'industries sont compétitives sur le plan international. Les
causes de la faible progression des échanges eatre les pays de
1'UDEAC sont également expliquées. L'impact d'un tarif intérieur,
la taxe uniqu2, constitue un autre frein au commerce.

11 est donc peu probable que 1'élimination des obstacles
intérieurs et ure réduction de la contrebande au sein de 1'Union
conduisent a une forte expansion des eéchanges. De méme, un
abaissement du tarif extérieur commun n'entrainera sans doute qu'un
ralentigsement 1limité des échanges a 1'intérieur de 1'UDEAC (il
n'est guére question d’'une réforme paralléle du Franc CFA).

D'aprés les simulations effectuées, de telles réformes
tarifairee auraient peu d'effet sur les rz=cettes de 1'Etat et sur la
balance commerciale. En outre, la con:rebande revét une telle
ampleur que les entreprises industrielles sont déja confrontées a un
marché compétitif et qu'une réduction de la protection ne
provoquerait également qu'un nombre limite de fermetures
d'entreprises. Globalement, une réforme tarifaire aurait donc sans
doute des effets favorables.

Entre un développement introverti et extraverti :
industrie et commerce en Indonésie

Arie Kuyvenhoven et Huib Poot
L'industrialisation joue un role primordial dans le

développement économique de 1'Indonésie. On penge que dans les dix
années a venir, le secteur manufacturier va devenir le secteur de
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pointe de 1'économie : sa part dans le PIB augmentera rapidement, il
créera de nombrzux emplois, procurera des recettes en devises
considérables et donnera une forte impulsion a la croissance des
autres secteurs.

Les auteurs du document s'efforcent de résumer 1'expérience
industrielle récente de 1'Indonésie, notamment depuis le début des
années 70, d'en examiner la nature et les caractéristiques, et-de la
relier au processus plus général de croissance et de développement
eéconomiques. Les perspectives de croissance sont examinées en
partant de diverses options de développement.

L'accent est mis sur les questions suivantes : mutations
structurelles du secteur manufacturier; répartition régionale des
activités manufacturiéres; orientation commerciale du développement
de 1'industrie manufacturiére; liens entre les industries
manufacturiéres; activités manufacturiéres a petite et a grande
échelle; intensités factorielles et incidences sur 1'emploi du
développement du secteur manufacturier.

Intégration économique des pays en développement
et échanges Sud-Sud

Jaleel Ahmad

L'auteur de ce document examine le rdle des nouveaux pays
industriels (NPI) dans 1'expansion des échanges Sud-Sud de produits
manufacturés. Pour aider a expliquer le processus, il établit un
modéle d'échanges Heckscher-Ohlin avec des exportaticns et
importations croisées (crogsshauling) dans trois groupe de pays - les
NPI, les autres pays en développement et les pays développés - et
examine ses incidences sur l'orientation des échanges, leur volume,
leur cumposition par produits de base et les politiques générales.
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EXTRACTO

del Africa subsahariana

George B. Assaf y Paul Hesp

En este documento se recogen analisis, conclusiones
recomendaciones, a nivel de rama industrial, procedentes de
estudios de paises realizados por la Subdivision de Estudios
Regionales y de Paises de la ONUDI. Estos perfiles sectoriales se
ofrecen comc un primer intento por superar la actual escasez de
informaciéon sobre la industria africana a nivel sectorial. Los
citados perfiles permiten ilustrar las vinculaciones existentes,
asi como las potenciales, entre diversas ramas de la industria.
También intenta con ellos determinar limitaciones y posibilidades
comunes a las distintas ramas de produccion como aportacion
analitica a la elaboracidon de estrategias y al establecimiento de
cooperaciones, a nivel nacional, regiona! e internacional, mas
coherentes y pertinentes. Este documento se refiere a cuatro
ramag de elaboracion de alimentos: elaboracion de carme y
pescado, elaboracion de legumbres y frutas, fabricacién de piensos
y produccion de aceite vegetal. También trata de dos ramas
industriales estrechamente relacionadas con la elaboracion de
alimentos: trangformacion de 1la madera y fabricacion de
materiales de envasado.

Los perfiles se refieren a los siguientes paises: Angola,
Liberia, Republica Unida de Tanzania y Zambia. En el documento se
identifican las desacertadas estrategias en lo relativo a materias
primas, la falta de piezas de repuesto, la deficiente gestion y
comercializacion, el inadecuado mantenimiento de las plantas, y
las limitaciones en lo tocante a divisas, como problemas comunes a
todos los paises estudiados. En el documento se llega a la
conclugion de que, entre otras cosas, mejores incentivos
agricolas, la produccién regional de piezas de repuesto, y la
agistencia técnica en materia de gestidén, ayudarian a solucionar
esos problemas.

Nota sobre evaluacién_ y consecuencias politicas,
de una proteccion eficaz de la_industria

John Cody

Breve examen, desde el punto de vista de su aplicacién y
limitacioues, del concepto de proteccién eficaz, que indica el
cambio, basado en el precio, del producto o del valor afiadido a
nivel industri:! debido a los aranceles aduaneros (o a medidas de
politica anadlogas) aplicados a la produccion y a los insumos. Se
propone una modificacién de los métodos normales de ajuste para
los insumos no comercializados. Se sugiere la introduccién de un
impuegto sobre la produccion o de una subvencion a ésta, en
combinacién con un arancel aduanero. Para muchos paises en
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desarrollo, esto tendria ventajas sobre un impuesto al consumo o
al valor afiadido en cuanto a sencillez y posibilidad de
proporcionar -independientemente de la recaudacion tributaria o de
otras funciones fiscales- incentivos a la produccidon selectiva {un
mayor valor afiadido por unidad).

mnmm_mm_:_mLy_m&m_w_lm._hjnm“ Economica del Africa C 1_CUDEAC)

Richard Kitchen y wvavid Sarley

En este documento se examina la reforma de aranceles
aduaneros y otros incentivos industriales en el marco de una unién
aduanera y econdmica: la Union Aduanera y Econéamica del Africa
Central (UDEAC). El crecimiento de! comercio y de la industria
dentro de la UDEAC viene siendo decepcionante desde su creacion
en 1966.

Arimigmo se examinan los aranceles intermos y externos de
la UDEAC y se presentan evaluaciones de los tipos de proteccién
nominales y reales y de los indices de costos en recursos
nacionales. Con excepcion de unos cuantos productos, estos
indices son superiores a uno, lo que signiiica que pocas
industrias son intermacionalmente competitivas. También se
explica por qué ha sido escaso el crecimiento registrado en el
comercis entre los paises miembros de la Union Aduanera y
Econdémica. Los efectos de un arancel interno -2l impuesto umico
(taxe unique)- constituyen otro desincentivo al comercio.

Es poco probable, por tanto, que la supresion de las barreras
internas y una reduccion del contrabando en la UDEAC redunden en
un aumento considerable del comercio dentro de la Unién. Ademis,
es probable que los efectos de una reduccion dei arancel externo
comin 86lo determinen hasta cierto punto una disminucién del
comercio dentro de la Union Aduanera y Econdmica. (Dificilmente
cabe prever una reforma paralela del franco CFA.)

Las simulaciones efectuadas sugieren que las repercusiones de
esas reformas arancelarias en los ingresos publicos y en la
balanza comercial no serian considerables. Ademas, la magnitud
del contrabando significa que las empresas industriales ya se
enfrentan a un mercado competitivo y que el nimero de tales
empresas que hubieran de cerrar a causa de una reduccion de la
proteccién probablemente también geria limitado. Por tanto, bien
pensado, los efectos de una reforma arancelaria probablemente
serian favorables.

Entre un desarrollo orientado al interfor. y al exterior:
la_industria y el comercio en Indonegia

Arie Kuyvenhoven y Huib Poot

La industrializaciéon desempefia un papel de vital importancia
en el procego de desarrollo econémico de Indonesia. Se espera que
durante el préximo decenio el sector manufacturero se transforme
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en el sector mas importante de la economia, aumentando rapidamente
gu participacion en el PIB, creando considerables oportunidades de
empleo, generando un considerable ingreso de divisas y dando un
importante impulso al crecimiento de otros sectores de la econcmia.

En este documento se trata de resumir la experiencia
industrial de Indonesia en el pasado reciente, sobre todo desde
principios de 1970, con objeto de examinar la naturaleza y las
caracteristicas de dicha experiencia y de relacionarla con el
proceso, de indole mas general, del desarrollo y el crecimiento
econémicos. Asimismo, se examinan las perspectivas del
crecimierto en el contexto de distintas opciones de desarrollo.

Entre los temas que se destacan figuran l~s siguientes:
cambios estructurales en el sector manufacturero; la distribucién
regional de 1las actividades manufactureras; 1la orientacidn
comercial del desarrollo del sector manufacturero; las
vunculaciones entre las indistrias manufactureras; las actividades
manufactureras en pequen. y gran e¢scala; la intensidad de los
factores; y las consecuencias -para el empleo- del desarrollo del
secto” manufacturero.

La int . . L. 1 . | 1
y el _comercio Sur-Sur
Jaleel Ahmad

En este documento se examina el papel desempefiado por los
paises de reciente industrializacién en la expansiéon del cowercio
de manufacturas Sur-Sur. Para ayudar a explicar este proceso, se
utiliza un wmodelo comercial Heckscher-Ohlin con transporte
simultaneo del mismo tipo de mercancias en ambos sentidos y tres
grupos de paises -paises de reciente industrializaciéon, paises en
desarrollo y paises desarrollados-, y se analizan sus
consecuencias para los cambios de direccion y volumen del comercio
y de la composicion de las materias primag, asi como las politicas
pertinentes.
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