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A. Introduction

The main body of this report is éssentially a sector
specific constraints analysis and profile of the manu-
facturing in the economies peripheral to South Africa
combined with recommendations for the lessening of some
of those constraints. Before proceeding to review the
sector in these terms, it may be useful to highlight some
of the limitations and assumptions inherent in this approach.

The Terms of Reference have been constructed to permit
an analysis of manufacturing in eight countries of southern
Africa.l/ It has been assumed that these economies and,
by extension, théir manufacturing sectors, are in varying
degrees dependent upon South Africa, that the leadershipz/'
of these countries - given the option - would prefer to
ljessen or eliminate this dependency and that the inter-
national donor community is or should be interested in
facilitating this process. It has also been assumed that
certain potential exists in each of the eight countries
which is constrained by specific identifiable elements
which can be modified or removed; thereby allowing at
least some of this potential to be realized. In this way,

dependency may be reduced or at least the evolution of.

more interdependency may occur.

1/ Botswana, Lesotho, Malawi, Mozambique, Namibia,
Swaziland, Zambia and Zimbabwe.

2/ Assuming here that Zimhabwe and Namibia achieve
genuine independence.



There appear to be at least two difficulties with
these assumptions: (1) some of the peripheral economies

are so heavily dependent upon South Africa that they may

be more properly characterized conceptually as extensions
of the South African economy rather than as distinct

entities which as entities can somehow alter their status

and (2) the assumption that potential is constrained
leads logically to an assessment of how those constraints
may be ameliorated rather than beginning with an analysis
of the extent of potential per se (e.g. natural resources,
energy, geography, etc.).

The first observation would suggest the need for a
thorough anaiysis of the center - of South Africa - as
an integral part of any assessment of the periphery which
has as its objective the identification of initiatives
which may be taken in the periphery to alter the linkages
with the center. An assessment of center-periphery con-
gruences would aid in determining whether the economies
(and for the purposes of this assessment, specifically,
the manufacturing sectors) of some peripheral states
are in any quantifiable sense distinct from the South
African economy. A better understanding of this rela-.
tionship is crucial if initiatives are not unwittingly
going either to reinforce the dependency or strengthen
the extended center economy in the peripheral states
under the guise of "development." Sources of spare parts,
raw materials, energy and expertise, likely implications

for transport of manufactures through South Africa or in

I

2



conveyances controlled by South Africa (i.e.:cargo planes,
railway rolling stock, etc.) and possible new vulnerabili-
ties to South African policy changes in SACU or more
generally are examples .of potential new dependencies
or even greater center-periphery economic integration.
The present assessment does not consider such implications
in any depth since the scope of the assessment and the time
available for its completion do not permit such treatment.
When the comparatively more micro findings of this assessment
are analyzed together with those of other sector assess-
ments to permit a single synthesized document to be pre-
pared by USAID for Congressional presentation, the whole
should be more than the sum of its parts in the sense
that the various sector pieces should reveal a broad
pattern of constraints and dependencies which no single
appraisal is likely to demonstrate. From this perspective,
the character of the peripheral economies should be more
clear and the impact of the no doubt numerous recommend-
ations emanating from the various sector assessments should
be more evident in terms of their probable implications
for center-periphery relationships.

The second observation, with respect to the extent
of the potential which may exist in the peripheral economies,
would suggest (1) a survey of potential and (2) a survey
of the limits placed upon the realization of that potential
for the benefit of indigenous populations - not by the
technical/economic/development constraints which are the

focus of most of this assessment - but by the fundamental
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geopolitical constraint which may be represented by the
overwﬁélming dominance of the region by the South African
economy which is then exacerbated by white minority control
exercised through Apartheid and based on racial exploita-
tion. In the absence of a thorough analysis of the politi-
cal economy of the region and the way it is structured
from within and reinforced by the capitalist economies

of the West, from without, recommendations on the project
and program levels may be perceived as mere palliatives

to sﬁbstitute for addressing the critical relationships
which historically and at present define how wealth is
generated, by whom and how it is distributed in the region.
In short, projects and programs recommended herein may

be necessary but are not sufficient. They may be valid
avenues for more adequately meeting some of the basic

human needs of the poor but their efficacy should be
examined in the larger crucible. They may be well-in-
tentioned and logical micro actions to alleviate specific
constraints but they may also become part of the problems
of the peripheral states if their implications beyond
sectoral confines are not fully assessed prior to their
adoption. Such a full assessment is the challenge before:
AID and this sector assessment is intended to contribute
data and an appraisal of that data in sector specific

terms to facilitate the larger process.



B. Manufacturing in the Region

1. The Dimensions of the Sector

Defining the sector in terms of its contribution
to the GDP or employment is complicated by the various
definitions used for both "eqployment" and for "manufac-
turing sector". Whereas the percentages of GDP below
reflect fairly standard estimates which appear in Govern-
ment and World Bank documents for formal sector firms
normally employing 20 or more people, complications arise
when one distinguishes between large, medium and small
scale enterprise, between formal sector wage employment
and informal sector employment which nonetheless may be
salaried in the sense of being in the money economy and
between "sub-sectors." Some analysts include construction,
commerce, tourism, informal small scale activity of
"hawkers" and other related activities in the general
rubric "manufacturing" while others will generally provide
figures separately. Some documents estimate the number
of self-employed small scale entrepreneurs and add this
figure to those for the "modern wage sector." Finally,
figures are sometimes used loosely without the year they
are estimating being provided. It is remarkably easy to end up
comparing a 1974 figure for manufacturing which excludes
tourism and some categories of small trader for country
“A" with a 1977 figure for manufacturing whizh may include
tourism and different categories of traders for country
"B." Finally, many documents do not indicate what is in-

cluded in a given statistic and how it was arrived at.



."With the exception of South Africa, the manufac-
turing sectors of the southern Afirican countrie§ are small
in absolute terms and, frequently, also in terms of the
contribution of the sector to GDP. While an elaboration
of this point will be found %n the country specific
sections of the report in Part II, the estimated share
of manufacturing as a percent of GDP may be compared for
the region as follows: Southern Rhodesia 27% (1976),
Swaziland 22% (1975), Zambia 17% (1975), Malawi 15% #%1976),
Namibia 10% (1975?), Botswana 5.4% (1976/77) and Lesotho
2.1% (1977). Mozambique was estimated at 15% of GDP
prior to independence but this figure has almost certain-
ly declined since then.

Again bearing definitional and conceptual problems
in mind, the manufacturing sector as defined by the coun-
tries in question in their respective NDPs and in related
documents reported as follows: (1) for Botswana the
SNDP reported 1975/76 employment in the sector as 2,435
out of a total wage sector of 65,756 while the CSO esti-
mated 4,550 for the same year, (2) Lesotho reported about
2,500 jobs in the sector out of a total wage force of
32,100 in 1977, (3) Malawi is reported by the World Bank
to have had a wage sector employing 271,000 persons
1976 while in 1973 about 25,600 were engaged in manufac-
turing out of a total 1973 wage labor force of 215,300.
Given an annual average growth of wage sectoxr employment
from 1968-1975 of 8.5%, onre could estimate that about

30,000 people were employed in this sector in 1976,



(4) in Mozambique in 1970 the sector was estimated to employ

43,500 persons while in 1975 the estimate had climbed

to 100,0001/, (8) in Namibia estimates of the number of
Africans employed in the sector range from 10,000 -

13,200 for 1975 with an annual average rate of growth

of six to seven percent, in éh overall wage sector employ-
ing 52,955 Africans and 33,500 whites, (6) in Swaziland
approximately 7,400 persons or 13% of the total wage labor
force of 76,942 were engaged in manufacturing, (7) in
Zambia the total for wage sector employment in 1976 was
466,200 (including domestic service) while the February
1978 Monthly Digest of Statistics as amended reports a
total of 393,490 employed as of December 1975 (excluding
domestic service) of whom 41,230 Zambians and 3,100 non-

Zambians were employed in manufacturing, and (8) in

Southern Rhodesia (Zimbabwe) the estimated African work-

force in 1975 was 944,000 which includes foreign African
workers in the country I 200,000 plus 119,700 whites.
Of these, 136,100 Africans and 23,830 whites were engaged
in manufacturing.

To the extent possible, each country assessment
has been introduced by summarizing the available country
specific data which defines the "manufacturing sector".
From this information, the sector could be characterized

in general terms at the regional level as:

1/ See "Transition in Southern Africa: Mozambique," by
Harry Carr submitted to AID in February 1977, p. IV-43.



. a) generally small in both absolute and relative
terms; -

b) high priority placed on import substitution;

c) high priority placed on processing domestic
resources for local consumption and especially
higher value exports;

d) generally ranked third or fourth after other,
sectors by governments (usually behind agriculture
and education and sometimes mining);

e) more capital-intensive in most countries than
may be warranted if employment creation is to have
increasing importance as a sectoral objective;

f) sometimes reflecting uncoordinated initiatives
on the national and certainly regional levels
which can create new difficulties because the
"development" of a given enterprise was not well
linked to a given economy's capability. This
can result in the absence of long term viability
or promotion of similar enterprises in neigh-
boring countries when complementary enterprises
would promote trade and development more effec-
tively.

2. The Objectives of the Manufacturing Sector

Most governments have articulated both broad
developmental objectives to whicﬁ the sector is expected
to contribute and more specific targets for irdividual
sub-sectors or enterprises. It borders on being a truism
to say that developing countries expect manufacturing
to contribute to employment generation, increasing local
production of processed goods, and enhancing their export
position and, hence, foreign exchange reserves. The path
each country chooses to achieve these objectives and the
relative priority placed on each can, however, be quite
distinct. It should also be noted that the gap between
ideals enshrined in a five year development plan and the

resources and political will available to achieve them
can sometimes be considerable.
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The objectives which are most often repeated by

governments in the region for this sector are:

1) to increase domestic production of basic
commodities for domestic consumption (a.e. import
substitution and greater self-reliance);

2) to generate surplus processed goods with optimal
value-added for expart (i.e. to obtain foreign
exchange and a satisfactory balance of payments
position);

3) to generate wage sector employment for increasing
numbers of citizens (i.e. employment creation);

4) to locate enterprises in various parts of the
country to prevent overconcentration of industries
(i.e. to reduce rural-urban migration and promote
more balanced national development and greater
equity);

5) provision of rural infrastructure and services
(i.e. to link manufacturing endeavors to the needs
of agriculture and other sectors to ensure that
they are mutually reinforcing);

6) as an expansion of number iive, to focus on
"enabling industries" (i.e. those which produce
goods which will permit in particular the expansion
of small scale enterprise, labor-intensive ap-
proaches to production, etc.).

The distinction between objectives and the policies

to implement them are sometimes blurred in the literature,
however, it is useful to maintain this distinction in
order to ensure that the "why" of manufacturing is not
lost in the discussion centering on "how" it can best be
achieved. For example, all governments of the majority-
rule states with varying degrees cf enthusiasm have pro-
claimed their desire to increase the volume of foreign
private investment in their economies. This is a policy
to achieve certain objectives and ought not to become

an end in itself. Maintaining this perspective will have

the practical result of ensuring that more of the right

9



questions are asked of prospective foreign investors in
order to optimize their contribution to the achievement
of the objectives set forth above.

Similarly, efforts to promote greater local owner-
ship of enterprises, the establishment of more small-
scale enterprises, the development of indigenous institu-
tions to promote manufacturing and the attempt to divers-
ify both the sources of foreign investment and their location
in the host country are meansl/ to progress towards the
basic objectives set for the sector. As such, they should
be assessed in terms of their respective ability to lessen
the sectoral constraints identified below and to achieve
the objectives in question.

Policy means may also be evaluated by developing
countries in terms of .their impact on the socio-political
fabric of a society and measured against a particular
national philosophy or ideology. If the latter imposes
too rigid a formula for determining acceptable means,
valuable opportunities may be lost. If, however, there
are no standards for appraising the non~-economic costs
of the means and structures employed both in the pursuit
of sectoral objectives and broéder national economic
objectives, a country could find itself seeming to achieve
some objectives while at the same time making it more

difficult or impossible to achieve others. Judgements

1/ These "means" and others will be considered in section
C below as possible elements of a strategy for sectoral develop-
ment and a consequent lessening of constraints.
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with respect to these issues are for the governments
and people of the region to make, however, infernational
donors should be sensitive to the need of independent
countries to make such decisions and should adjust their
own assistance criteria to acFommodate the priorities
and approaches of the countries who seek technical coopera-
tion with donor states.

Finally, the above discussion may be relevant to pro-
spective private foreign investors from the West who
may not be familiar with the central role of planning
" minist>ries, the nature of parastatal organizations or the
extent to which governments actively seek to promote
non-economic goals through the articulation of a manu-
facturing sector with rather specific characteristics and
capabilities.

3. Constraints on the Achievement of Objectives

The constraints on manufacturing in the southern
Africa region do not affect all countries equally and in
some cases what may appear as a constraint to one govern-
ment may be perceived of as an opportunity to another.
Bearing these caveats in mind, the major constraints which
have adversely affected the manufacturing sector include:

a) Sector Specific Constraints

1) inadequately skilled and educated man-
power to form a workforce characterized
by high productivity;

2) inadequate numbers of entrepreneurs with
sufficient business, commercial, administra-
tive and management experience;

3) insufficient volume of risk capital,
especially for small-scale enterprises;

11



b)

4)

5)

institutions charged with policy imple-
mentation (parastatals, development banks,
etc.) suffer from staffing, organizational,
logistical and policy problems;

marketing institutions and procedures are
sometimes inadequate to the task and there
is frequently a shortage of storage capacity
for what is prnduced which results in
wastage. :

Country Specific Constraints

1)

2)
3)

4)

5)

6)

the small size of domestic markets in
terms of population and per capita income
translating as purchasing power;

generally low population densities;

inadequate staffing of ministries re-
sponsible for manufacturing and for
central planning functions sometimes
results in lost opportunities, improper
linkages of sector initiatives with each
other and with other sectors within the
national economy, delays in decision-
making and poor data base upon which de-
cision-making must be made;

poor performance in most countries in the
agricultural sector which limits supplies
of agricultural commodities for processing
and export industries;

constraints are sometimes "interlocking"

in nature, i.e. processing requires commodi-
ties which may be affected by climate
(agricultural), a strike or disaster
(minerals), world prices (copper, sugar
coffee, etc.), the price of energy or
transport, etc. Other sectors in turn

may be constrained by manufacturing

which fails to provide equipment, supplies,
spare parts or other inputs which in turn
reaffect manufacturing once other sectors
experience poor performance.

inadequate feeder roads in rural areas,
shortages of vehicle parts and other prob-
lems leading to high cost and limited
availability of domestic transport and
communications;

12



c. Regional Constraints

1)

2)

3)

4)

5)

6)

high cost and limited availability of
physical infrastructure (roads, rail,
air, telecommunications, etc.);

inadequate supplies of energy and/or
limited resources from which energy
could be generated in some countries;

continued trend toward polarized growth
among members of the Southern African
Customs Union (SACU) combined with non-
tariff barriers imposed by South Africa
which restrict opportunities for the
development and export of manufactures

in the BLS states and Namibia to the large
consumer market in South Africa;

violent struggles in Namibia and Zim-

babwe have probably made it more difficult
to attract foreign investors to the region
since it is unstable politically ard,
consequently, is subject to major and

sudden economic adversities (border closures;
attacks on railway export routes; rapid
changes in the production levels of agri-
cultural commodity supplies, etc.);

continued South African policy of Apartheid,
which is perceived of as racially humili-
ating and oppressive, affects economic
judgements in most majority rule states
which must take account of the dominant
political reality of the region and some
states,to the extent possible,wish to
reduce economic dependence on South Africa
even where there may be opportunities

for economic gain;

absence of reqgular institutionalized analy-
sis of opportunities to promote the sector
and to identify and promote complementar-
ities at the regional level through an
African organization of majority rule states:

As noted above, all countries are not equally affected

by these constraints. While their impact on individual

countries is considered in Part II, several major exceptions

to the above generalizations should be highlighted here.
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Mozambique has surplus energy from the Cabora Bassa
dam which, at present, is sold mostly to South Africa.

The country also has fewer transport problems linked to

export since it has a lengthy coastline and good harbors

at Maputo, Beira and Nacala and smaller ones at Quelimane,

Porto Amelia and elsewhere. The former colonial power

constructed railway lines to facilitate the export of goods
to the major ports. Mozambique has serious north-south

and local transport constraints, however.

Malawi has done exceptionally well in the production
of agricultural commodities through estates and is now
focusing greater attention on small-holder farmers through
the National Rural Development Program. This provides
raw produce for processing. The size of the country and
the government's emphasis on improving national infra-
structure (MK 43.5 million budgeted on the development
account for infrastructure out of a total of MK 95.9
million with the next highest sum of MK 13.2 million for
agriculture in 1977/78) has made local transport less of
a constraint for Malawi than for many of its neighbors.

Botswana has an important beef industry which has
overcome many of the constraints mentioned above. The
country also appears to have a somewhat better data base
due in part to the liberal use of expatriate technical
personnel in the CSO, planning ministry and related areas.

Finally, it is only fair to mention that the nature
of this report tends to highlight constraints to the

achievement of objectives rather than dwell on the progress
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already made or the constraints already lessened. Many
countries have, however, made impressive strides since
independence in a number of areas. For example, Zambia
has built a significant formal education sector from
almost nothing, the economies of Botswana and Swaziland
have in general shown important progress in terms of output
and growth of per capita income, Lesotho has established

a national university and has a high literacy rate for

the region and Namibia beginning to train its nationals
for government positions through the U.N. Institute in
Zambia and SWAPO.

4. The Southern African Customs Union

Membership by the BLS states and de facto in-
corporatior of Namibia into SACU is listed above as a
constraint at the regional level to the development of the
manufacturing sectors of the economies of these states.
The impact of SACU is mentiorad at several places in Part
II where it has an effect on a particular national prob-
lem, however, the nature of this customs union and the
consequences of membership for the BLS states and Namibia
warrant special attention to ensure that the reason it
is regarded as a constraint is understood. The AID Southern
Africa Development Analysis Project (SADAP), of which this
report is a part, commissioned a separate study of SACU

1/

to address this issue. Other analysts concerned with

1/ Mary Ann Knotts, "An Assessment of the Membership of
Botswana, Lesotho and Swaziland in the Southern African Customs
Union," (Washington, D.C.: mimeo., April 1978), 28 pp.
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manufac£uring in the SACU areal/ have similarly devoted
attention to this question. The numerous obserQations
and perspectives of others cannot be included here, however,
a summary of their views linked to this paper's discussion
of constraints would seem to be useful.

The conclusion of Selwyn quoted below with respect
to Lesotho is generally applicable to the other peripheral
states and reflects the conclusion of Shourie and Knotts
as well:

The existence of the Customs Union Agreement places
major constraints on Lesotho's freedom of action

in the commercial field. Although, as has been
pointed out, Lesotho is free to impose protective
duties against South African products for limited
periods, her ability to pursue an independent
commercial policy is severly restricted. There are
difficulties in the way of her concluding commercial
agreements with third countries, although these

are theoretically possible under the Customs

Union Agreement. Any such agreement which involved
trade concession by Lesotho could not be entered
into without the agreement of the Republic, and
.special treatment for third country exports in the
Lesotho market would probably involve alterations

of the South African tariff schedules. The South
African Government would hardly be willing to accord
special treatment to third countries merely in order
to meet a Lesotho interest (or even an interest of
all peripheral country members of the Customs Union)
This factor may be of importance in any negotiations
between Botswana, Lesotho and Swaziland and an en-
larged EEC. At the same time, unlike many other
regional trading arrangements, the Customs Union
Agreement has no provision for the regional planning

1/ See Percy Selwyn, "The Dual Economy Transcendipg
National Frontiers: The Case of Industrial Development 1n
Lesotho," (Brighton, U.K.: IDS, Sussex, n.d.), 24pp.: H.D.
Shourie et.al., "External Sector of Lesotho: Analysis and
Proposals," (Geneva: UNCTAD, Jan. 1976), Mission Report
Doc. GE 76-61354; P.M. Landell-Mills, "The 1969 Southern'
African Customs Union Agreement,"” (Journal of Modern African
Studies, Vol. 9, No. 2, August 1971); and Paul Mosley,

"SACU: A Reappraisal,” World Development, 1978 vol. 6, no. 1.
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of the location of industry in such a way as to
improve the prospects for industrialization of the
less developed members. Nor -indeed would such
arrangements necessarily be welcome to the peri-

pheral countries since they could involve increased

control by the Republic over their industrialization

programmes.” (p. 20)

In addition to the chief difficulty which is the
constraint on freedom of action and the trade diversion
effect which contributes to greater polarization of growth,

the various authors offer the following observations which

have been condensed and placed in chart form below:

COSTS (Negative Consequences) BENEFITS ( Positive Consequences)

1. Acute trade diversion caused
by formation of an integration
scheme between countries at very

1. Current SACU agreement provides
revenue and includes compensation
from RSA for polarization effect

different levels of development. and loss of right to determine own
(Knotts) duties. (Shourie)

' 2. Forfeiture of opportuqiﬁy to 2. RSA proximity and consequent lower-
buy lower cost commodities transport costs make this only theor-
from outside SACU. (Knotts) etical since RSA usually cheapest

source. (Knotts)
3. There are no assurances that

changed economic or political 3. BLS accessability to goods & ser-
circumstances would not ren- vices is facilitated by SACU member-
der RSA unwilling or unable ship. Use of RSA transport, market-
to supply goods & services ing & financial institutions (Rand)
and thus BLS are vulnerable ; promote welfare smaller states.

to the consequences of likely
upheavals in RSA and need to ;
lessen their vulnerabilities
rather than rely on RSA indef- {
initely. (Knotts)

—— e = e = i ee i e wem—tmw——mm b e @t mm =% - . . ree . —-—

17



4.

RSA maintains near monopoly 4 RSA can control transport with or

of rail transport and uses without SACU given present infra-

cartel arrangement to limit structure in the region. Thus

possible competition, for states should kenefit from pre-

example, from trucks licensed sent situation.

in Lesotho which have diffi-

culty getting RSA licenses 5. This assumes that BLS could trans-

and must return empty from RSA. port goods as efficiently as RSA
and RSA would maintain that this is

The rail monopoly also results unlikely given manpower & related

in higher export/import costs problems in BLS states.

to BLS which in some cases would ’

find road transport cheaper & 6. RSA maintains that this would oc-

does not provide employment for cur in any event, that tle revenue-

BLS nationals as would be the sharing formula now compéﬁsates BLS

case with a national road trans- for this and that BLS have right to

port fleet. (Xnotts) invoke infant industriez clause
using protective tariff for eight

Regional schemes in principle years. :

are to enhance rate of develop-

ment of members, expand market 7. In 1976 an amendment to SACU pro-

and stimulate growth of industry
yet "such benefits have accrued
mainly to RSA." (Knotts)

"BLS manufacturing activity
curtailed due to RSA non-
tariff barriers. RSA controls
Union to prevent establishment
of concerns in 3LS which might
compete with RSA enterprises.
(Examples: fertilizers in Swazi-
land, Honda assembly in Lesotho,

breweries in Botswana & Swaziland
etc.)l/ (Knotts, Mosley)

vided for a stabilization of reve-
nues by establishing a floor of

17% and a ceiling of 23% in the
ratio of revenue shares to denom-
inator items with any discrepancies
made up from RSA's share of the
revenues.

1/ Non-tariff barriers imposed by RSA on BLS to
prevent the latter from benefitting fully from SACU can

be illustrated as follows:

a) in 1971 RSA vetoed estab-

lishment of chemical factory in Swaziland by denying South
African farmers existing consumer subsidies on fertilizers
if they made purchases of Swazi fertilizer and then in-
creased the tariff on two products essential to fertilizer
production that would have been imported from Iran into

the SACU (ammonia from three to thirty
phoric acids from 15% to 3

percent and phos-

01%) to meet Swazi production

requirements, b) in 1971 RSA prevented Hohda from setting

up a motor assembly plant in Lesotho,

c) RSA pressured

wholesalers and retailers not to buy or sell Swazi beer

beer was made with

in RSA and spread rumors that the
bad water. Once'the brewery was bankrupt, South African
breweries bought them out, d) Several sources report dis-
appearances of imports for Lesotho required for manufac-
turing which go beyond the occasional human error and
reflect a conscious pattern of disruption, e) the South
African Meat Control Board compels Namibia to export
cattle to RSA on the hoof to be slaughtered and processed
in RSA enterprises and to ensure full loads for S.A.
Railways from Namibia to RSA. Numerous other examples
appear in the literature so that it is unlikely that
these are isolated prodnect specific incidents.
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It has also been pointed out that there are no
plans within SACU to accelerate the rate of growth of
the peripheral economies, there is no institution which
could coordinate or conduct research for such an under-
taking and there is no financial institution to supply
capital specifically for this purpose. Further, the
establishment by RSA of the so-called "homelands" has
been accompanied by significart concessions from RSA
offered to South African and other businessmen who will
agree to locate in or preferably on the "borders" of these
entities. This represents direct competition for the BLS

states which is subsidized by their erstwhile partner.

The conclusion of Knotts on this particular point
is important to an assessment of what elements make sense
as part of an overall strategy for the manufacturing
sector of the states of the region and for a determination
of which elements may be strengthened with the assistance
of the international donor community.

"It can rationally be argued that the lesser
developed members...have not experienced
industrial growth because they lack the
necessary physical, economic and entrepre-
neurial infrastructure. It can equally

well be argued, however, that the Customs
Union has been based on a relationship
characterized by the BLS economies openness
to South Africa and South Africa's selectivity
in allowing BLS commodities to enter its
market. It should be noted that the few
basic‘'industries which have been established
in the BLS are owned predominantly by

South Africans singularly or in partnerships
with Westerners and these concerns establish
few if any backward or forward linkages with
indigenous activities and thus tend to form
enclaves. (p. 16)

l( For an expanded discussion of this point see also
19 Ann Seidman, South African Captives, chapter 13 (forthcoming).




. C. Towards a Strategy for Manufacturing in
Southern Africa

Not surprisingly, there probably is no single grand
strategy which can be applied at the regional level for
manvfacturing. There are too many national and local
peculiarities; national sensitivities; economic, social
and political constraints and uncertainties to make
theorizing at that level very productive. There are,
however, specific areas in the sector in each country
which could benefit from the appropriate type and volume
of assistance. These initiatives, when taken together,
hay comprise the elements cf a strategy or perhaps, more
modestly, an approach, which could contribute to the a-
chievement of the national objectives of the countries
in question.l/ It is also important to be aware of which
elements of a given approach and which problems relating
to which elements are and are not likely to be aided
through external donor assistance.

Specific recommendations on a country level have
been made at the end of each country appraisal. These
have involved technical and capital assistance, scholar-
ships for training and education and occasional policy
recommendations. It is not necessary that the aid which
is recommended come from the U.S. Indeed, multilateral
channels of assistance and cooperative efforts with other
donors in a multi-donor framework can offer a number of

advantages on both the project and program level.

1/ As mentioned under "B, 3" above, this a proach will rreed
to be integrated with initiatives in other sectors to prqmote
suitable linkages and a multiplier effect and prevent actions
which could be counterproductive. 5q



Most of the recommendationé revolve around certain
categories of initiatives or means to achieve objectives
which are meant to serve as building blocks for a coherent
approach. These categories include:

1. Manpower Development

a) Technical and vocational training for workers
to obtain industrial and commercial skills;

b) better quality and greater quantity of formal
education at all levels to provide a foundation
for more specialized studies and an adequate
"trainable pool" upon which a country can draw
for its future needs;

c) Management training for private and public sector .
executive personnel in companies, parastatals
and relevant government ministries;

d) Non-formal education for small-scale entrepreneurs
in the field of accounting, inventory, credit, etc.

Appropriate Technology & Assistance

a) Technical assistance which assists existing enter-
prises to optimize their efficiency and productivity
often leads to a focus on small-scale enterprises.
This in turn requires an adaptation of technical
assistance to a scale which is appropriate for the
enterprises;

b) Labor intensive approaches to manufacturing appear
to be of renewed interest in the region. This will
require quite different types of technical cooperatio
from capital intensive larger-scale undertakings
with implications for the choice of technology and
types of expatriate personnel which may be needed;

c) Emphasis on initiatives which require minimal
recurrent budget expenditures from developing
country governments has important implications for
the type and volume of technology provided and the
nature of indigenous institutional development;

3. Financing Manufacturing Development

a) Provision of adequate credit for high risk small-
scale entrepreneurs who are supported by technical
assistance as above (training.& technology)*/;

1/ Stress would be placed upon enterprises with a high level
of labor intensiveness, which are locally owned, which require
no or little infrastructural support which would involve financing
from government budgets and which would not be energy intensive
in energy short areas. )1



b) Encouraging private foreign investment con-
sistent with developing country objectives,
priorities and investment codes from a variety
cf sources;

c) Capital assistance grants and loans from bilateral
donors and multilateral international financial
institutions will permit capital poor countries
to develop natural resources and other assets
to a point where they are productive;

d) Ensuring a sound investment policy, a minimum
of corruption and a set of well designed ob-
jectives for the sector is an essential under-
pinning for any capital assistance;

The above categories are no more than logical ex-
tensions of the three basic components necessary for sector-
specific production: 1labor, capital and technology.l/
Over sixty donors are active in the southern African region

and many of them provide aséistance, inter alia, in the

manufacturing sector. Some of this assistance is identi-
fied in the Appendix. Specific recommendations with '
respect to individual project components, specific persons

with skills required in the sector and specific items

1/ The absence of "land" in the standard trio of land,
labor and capital is largely but not entirely accurate.
In most majority rule states land is the collective property
of the people and is held in trust for them by the state.
Individuals may have life long leases for its use or
exercise a claim by traditional occupation so that the
problem of land alienation in the Latin American sense is-
not usually a problem in the region. Some major exceptions
to this follow. 1In Southern Rhodesia half the land has
been reserved for the four percent white population with
the remainder divided into Tribal Prust Lands (under control
of “traditional" authorities who allocate it among people
under their autHority) and African Purchase Areas which repre-
sent relatively small areas where Africans can purchase land
and receive title to it in a Western sense. In Swaziland
nearly half the land is owned by non-citizens, chiefly
South African whites.
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of equipment are the primary responsibility of the developing
country governments working in close cooperaﬁion with

donor field representatives who, over a period of years,

are able to maintain a steady flow of technical assistance,
assess its effectiveness and provide feedback to donor
headquarters. Recommendations in Part II which are some-
what specific in nature have been made mostly where there

has appeared to be a consensus in the field that these
elements are required.

From among the categories above, it appears that the
following initiatives would be ones which donors could
undertake, which would be welcomed by host governments
and which could assist the governments 6f'the region to
achieve the objectives they have defined for themselves.

Recommendations for Donor Assistance

1. Manpower Development

A multi-sector manpower development program

for the region which would invest significant amounts

of new resources into improving the quality of education

and its volume is required. A program of this sort would
involve formal and non-formal education and training and

would be linked to weaknesses identified by host goverh-

ments in their overall manpower development efforts.

A common approach in the past has been to request
national counterparts for foreign technical specialists
who could either be trained to replace the expatriate
or could learn by working with him on the job. Frequent-

ly, the trained counterpart would leave the program
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prior to its completion because he was needed more urgently
elsewhere in government or he would be enticed Away by
higher salaries in the private sector. A project might
train one or two people to replace a given specialist
over a several year period only to have one be transfer-
red or leave and another die in a road accident. The
difficulty in obtaining counterpart personnel is a re-
flection of the small trainable pooll/ of those with
formal skills who can be recruited for further training.
Vocational and technical training schools have been
established and numerous non-formal schemes attempted
to expand the availability of skilled and educated manpower.
Most countries suffer from inadequate resources to expand
quantity while maintaining guality and guickly encounter
constraints of physical facilities, teachers and admin-
istrative staff, equipment and supplies, etc. The SADAP
report on manpower provides details of these difficulties
as have numerous other reports cited in the bibliography
of that report. With respect to the manufacturing sector,
such training needs to be coordinated with manufacturing
enterprises and periodic surveys are required to identify
skill shortage and skill surplus areas. Beyond this,
however, the underlying problem remains an aggregate

shortage of suitably trained and educated manpower.

1/ This problem is especially critical in zZambia, Malawi,
and Botswana. The exact situation in Mozambique is not known,
however, the literacy rate and number of Mozambican graduates 1is
extremely low and it can safely be assumed that the counterpart
problem in Mozambique is severe. The situation in Swaziland is
serious but appears less critical while Lesotho has a somewhat
better situation in this regard.
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Consequently, it is recommended that donors assist
governments to achieve their goals of (1) universal and
compulsory primary education, (2) of a modified primary
curriculum which prepares pupils for life and work in
their society and not just for a possible continuation to
a higher level of formal education, (3) of expanded teacher
training capacity and (4) the introduction or strengthen-
ing of business and commercial studies at secondary and
tertiary levels.

It is also recommended that priority be given to
non-formal training schemes for small scale entrepreneurs
in both the urban and rural informal sectors. Such entre-
preneurs have the capacity of developing the rural services
infrastructure, improving marketing and distribution sys-
tems and generating employment for others as they grow.

A program to train trainers in this field would also
seem to be of central importance.

The severe shortage of trained managers and adminis-
trators deserves priority attention. Existing schemes
can be enlarged and new programs set up at appropriate
national institutions. Seminars for managers of para-
statals and large scale companies could be held in each
country for intensive periods of high level training.
(This is accomplished in Zambia through an ILO Management
Development Project which has had two-three day retreats,
for example, to Livingstone for invited managers who

wanted to improve the performance of their institutions).
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2. Assistance To Small-Scale Enterprises

There appears to be a near consensus in recent
literature on the subject that small-scale enterprises
have been neglected and represent a significant source
of employment generation and increased productivity. The
NDPs of all the majority rule states have placed greater
emphasis on this area for the next plan cycle. Most
countries of the region have specialized institutions to
promote SSEs and those who have been more successful appear
to be characterized by:

a) independent management which is free to make
decisions and take actions without prior ap-
proval from other branches of government;

b) emphasis on the creation of local ownership
rather than purchasing or building their own
enterprises and then trying to operate them

makes small entrepreneurs more independent;

c) provision of marketing-related services to
entrepreneurs;

d) provision of some form of management training
especially in basic operations for small
scale operators.

It is recommended that donors seek to increase the
effectiveness of these organizations through appropriate
training of their personnel and the provision of expatriate
personnel when this is requested and appears to be of

‘central importance.

3. Capital Assistance

a) Investment Promotion

All of the majority-rule states have proclaimed

their desire to obtain a greater level of private foreign
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investment. Promotional efforts by 'the countries themselves
have sometimes been disappointing. With regard to the
promotion of U.S. private investment, it is recommended
that:

i) A study be conducted by the Overseas Private
Investment Corporation (OPIC) to identify ways it can
assist requesting countries to obtain further U.S. invest-
ment. OPIC has primarily been active in the more developed
of the developing countries (Brazil, Mexico, Philippines,
etc.) but its mandate would appear to permit it to be
more active in assisting small scale U.S. firms to expand
into the region.

ii) OPIC or another suitable agency could pre-
pare recommendations of measures which could be taken
by the U.S. to identify likely sources of new investment
intended for South Africa for which incentives might be
devised to encourage its expenditure in the majority ruled
states instead. Rather than having U.S. companies already
active in South Africa expand their plants or open new
branches in RSA, the Customs Union countries (Botswana,
Lesotho and Swaziland) could provide attractive alternatives.

iii) a pilot scheme be considered that would
involve a private U.S. consulting firm acting as trade
promotion consultants to one or more countries in the
region. The firm could use its knowledge of the U.S.
business and commercial sector and its awareness of
development problems in the region to identify potential

companies, products, and incentives likely to attract them.
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Rathér than simply exchange information, the firm could
function as the commercial adviser to the Embassy and the
Ministry of the country involved. The pilot scheme could
be replicated if the firm was able to "pay for itself"

in the sense that the value af investments identified

and brought to fruition in the country in, perhaps, an
initial two year period exceeded the cost of the operation.
Costs could then be transferred from a donor organization
to the government benefitting from the project which
would be able to pay costs from part of the resources
denerated by expansion in the manufacturing sector.

b) Industrial Infrastructure

Another form of capital assistance is the
provision of finance for industrial infrastructure (build-
ings, sewerage, feeder roads, etc.). Once a government
has identified a prospective investor for a given com-
modity (perhaps through the efforts of a U.S. based firm
as suggested in a ) iii), a donor might agree to provide
the incentives needed to convinca the investor to proceed.
In Lesotho, the government reported that its existing
industrial park needed to be supplemented. It is recom-
mended that a policy be established in detail with respect
fo this question which would permit the developing coun-
tries to have some assurance that their needs would be
met in this regard once the investors have been identified.

c) Loans to Small-Scele Enterprises

As mentioned above, neither the World Bank

nor commercial banks appear prepared to guarantee such
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assistance. Properly conceived and monitored and based
upon prcper criteria, however, this could contribute to
development of the sector. It is recommended that donors

seek methods of providing this type of assistance.
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II.. SECTOR ANALYSIS

A. Botswana
The manufacturing sector of Botswana is small,

highly concentrated, and characterized by significant
foreign ownership and participation.l/ (See Table I)
The manufacturing sector contributes about 5.4% of total
GDP. By 1978 there were over 85 licensed manufacturing
firms operating in the sector. Two-thirds of the capital
formation of these firms was accounted for by three large
enterprises: The abattoirs of the Botswana Meat Commission,
the Prinz Brewery, and a spinning and weaving factory.

The formal manufacturing sector in 1975/76 employed

2,435 Batswanaz/ in a country where the total wage sector

1/ In 1976/77, for urban areas 76% of enterprises were
foreign owned; for "major villages" 19% were foreign owned and
for rural areas 29% were foreign owned (SNDP, p. 200). In the
modern sector banking is 100% foreign owned, insurance 89% and
pharmacies 71%. If the statistics are broken down by the
scale of the enterprise, even the registered small business
sector is composed of 46% foreign owned enterprises.

2/ The figure for employment in manufacturing varies
by source and by definition of the sector. Unfortunately
most sources do not carefully define the sector which leaves
the interested observer at a loss to explain why there should
be as many different statistics as there are sources. The
figure above taken from rable I is drawn from the SNDP. The
Annual Statistics Bulletin for March 1978 quoted a figure of
4,550 for the same year as the vestimated total formal sector
employment" for manufacturing. Employment within the "small
business sector" is estimated as 7,500 persons who are
"formally employed" and 1,000 or so "hawkers." Presumably
this relates to the 1,600 registered businesses, however,
the source for these figures (AID internal memorandum of July
5, 1978: H. Soos trip report) admits that "There are no reliable
estimates pertaining to the number of small businesses operat-
ing in Botswana" and no attempt is made to define "small busi-
ness" in terms of capital or number of employees. It is unclear
whether any of the so-called "formally employed" in "small
business" are counted in the figures for formal employment in
manufacturing provided by government sources and no reason for

their apparent exclusion has been found.
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TABLE I

BOTSWANA: PROFILE OF MANUFACTURING SECTOR, 1975/76

- . - Sales tn Imports o .
. Aumber of l}labluhmmb Lcatron Mdliops Pula | lnlll:mcdmfl! Atl:;rl;‘in Labour Force
Trpe of Manufacturing Batvwana) Mxed | g Semi- Locall Gonds il ) )
Ouwner- O Uirban ot Rural orary Exports | Milliony | ° iton | Local Expatnates
owned ship Ouwned urban sold " pula lula

Building Materials 4 2 7 12 1 3.1 09 1,9 1,9 503 17
Garments and Textiles 6 2 4 6 + 2 0,1 2.9 2,9 04 A85 18
Wood and Wood Products 2 1 2 5 0.6 0,1 0.3 0,2 172 10
Tanning and Leather - - 3 2 ] 0,2 0.8 0,2 0.1 1549 13
Mecial Products 2 - 11 10 3 : 1,2 0,1 0,7 0.5 131 27
Beverages - 5 5 3.3 0,3 1,6 1,6 230 10
Paper and Paper Products,
Printing and Publishing - - 2 2 : 0,3 - 0,1 0,2 52 8
Agro based Products - - | | : 0,1 0,1 - 78 1
Meat and Meat Products
EX BMC - - 1 ] : . - - - - 17 3
Chemical and Rubber Products - - 2 2 2,2 - 0,1 1,7 49 8
Miscellaneous - - 7 7 | . 0,2 1,3 0.8 0,7 159 13

TOTAL 14 6 45 52 10 3 i1,3 6,4 8.3 7.31 2445 129

Source : Ministry of Commerce and Industry



in 1976 employed 65,756 of whom 4,000 were expatriate.
About 46,000 mostly male laborers are in wage eﬁployment
outside the country, principally in mines in South Africa.
Most of the enterprises are centered around the production
of textiles, leather products, metal working, brickmaking,
woodworking, and furniture making; most enterprises are
small and utilize high percentages of raw materials imported
from South Africa. It has been estimated that only about
20% of the total value-added in the manufacturing sector
is local. Total industrial production in 1974/75 was
estimated to be about P66 million, of which two-thirds

was accounted for by the Botswana Meat Corporation.

The meat industry is virtually the only significant
enterprise with immediate export potential.

1. Constraints to Developing the Manufacturing Sector

a. Market Size

Botswana's domestic market is too small to
support a wide range of possible import substitution indus-
tries. A population of 725,500 people dispersed over
570,000 square kilometers severely limits the scope of
manufacturing activities that can be economically viable
for the domestic market alone.

Botswana is not only small in terms of population
size but also in terms of per capita income. Although
per capita income is about $430--about the fifth highest
in Africa--about 50% of the population subsists below

the poverty datum line.
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b. Transport and Communications

Marketing products manufactured in Botswana
is also difficult because of the distances invotved and
the very poor road conditions, especially in rural areas.
High transport costs increase substantially the cost of
any item--whether raw materials for manufacturing or
finished products.

Transport is also an uncertain proposition because
of the country's geographic position. Not only does
Botswana have no coastline, it is surrounded by hostile
white minority states on which it must depend for trans--
port of imports and exports. The railway in Botswana 1is
operated by Rhodesia Railways at the same time that troops
loyal to the white minority controlled government cross
the Botswana frontier with impunity, inflicting loss of
life and property.

The road to the north is to connect with Zambia
but the border is only a point on the map in the center
of the Zambezi River, the same point at which S. Rhodesia
and South African occupied Namibia also meet.

Telecommunications are also deficient in many ways.

c. Unstable Political and Economic Climate

Botswana is bordered by two countries, Namibia
and Zimbabwe, which are undergoing transition towards
independence and whose political future remains uncertain.
The political situation in South Africa, a third neigh-

bor, is expected by most observers to deteriorate after
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the -current conflicts in Namibia and Zimbabwe have been
resolved. Given its geographic and economic links with
the countries in question, Botswana's political independ-
ence and stability in itself wil bhe less effective in
attracting foreign capital so long as the political
climate in southern Africa céntinues to worsen. Further, if
sanctions a;e imposed on South Africa, they will have
direct consequences for the peripheral countries.

d. Manpower

There is an acute shortage of skilled manpower in

Botswana, and this shortage can only be overcome in the
short term by relying heavily on foreign personnel,
either provided through technical assistance or hired
directly under contract. In the latter case, the cost
of acquiring expatriate skills can be very costly, given
that high wages and fringe benefits must be awarded to
entice foreign manpower. Expatriates now hold over
60% of skilled jobs.

e. Lack of Local Entrepreneurs and Managers

In addition to the paucity of skilled labor,
there is an acute shortage of local entrepreneurs and
managers. Most Batswana look upon cattle raising or a
job in the civil service as the most secure and prestig-
ious occupations in which to engage. They do not identify
a secure future with industrial or commercial enterprises.
Returq}ng miners "invest" mainly in consumer goods or

cattle and seldom in manufacturing activities.
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f. Low Agricultural Productivity

The agricultural sector in Botswana has not
developed as rapidly as its potential would indicate.
Botswana is potentially capable of feeding its population,
as well as exporting food--both in unprocessed and pro-
cessed form; nevertheless, féw productivity gains have
so far been realized. Consequently, manufacturing activi-
ties centered around food processing have had to be fore-
gone due to a general lack of investible surpluses.

Batswana traditionally lived from the land,
making the concept of marketing difficult for a large
portion of the population. For example, any attempt to
sell milk in the villages is met with resistance because
milk is considered a free good which comes from cows
at no cost. People hesitate to buy milk regularly, in-
stead deciding to wait for irregular gifts from friends

or engaging in occasional barter.

g. Natural Resources

Botswana has few key raw materials suitable
at present for industrial development. Those available
are: copper, diamonds, nickel, coal, soda ash and sulfur.l/
Currently, Botswana is working out an agreement with

transnational corporations to cut and process diamonds,

1/ The mineral sector has been developed from insig-
nificance in 1966 to where its output totalled P125 million
in 1977 and this is expected to double by the mid-1980s
(chiefly from diamond production). The sector contributes 57%
of exports, 20% of total cash employment. The rapid growth of
the mining sector does not offer scope for significant new
employment creation directly, however, it may offer opportunities
for mineral processing, development of supportive manufactures
and it will provide foreign exchange which, in part, will trans-
late into greater capital resources for development of the
manufacturing sector. 35



but this proposal is opposed by one of the world's largest
diamond-producing companies. Given the low worid price

of copper and the fact that much of Botswana's copper and
nickel are mixed and the process of séparating the metals
is costly, it will be very difficult for Botswana to
compete in the world market in the short run with other
countries exporting these metals.

Forty billion tons of coal exist of a quality which
can be washed to produce a "low sulfur export quality
steaming coal product," but coal gasification is prohibit-
ed at present by technical and market constraints. Water
is also a constraint both as a potential energy source
and for mineral processing which sometimes requires
large quantities.

Botswana has potash (soda ash) and is currently
looking for a partner to aid in its exploitation. Such
a prbject will entail large investment. Nevertheless,
it will give rise to other manufacturing activities (salt
chemicals, fertilizer, etc.).

| In sum, although Botswana possesses natural resources,
several are currently not economically exploitable due to
Botswana's inadequate infrastructure, low world prices,
lack of technical expertise, or lack of a willing partner.
Agricultural produce as a "natural resource" offers scope

: ’
for processing once production levels are raised adequate-

ly.
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h. South African Customs Union

A major constraint to furthervdevelopment of
manufacturing activities in Botswana on balance is its
membership in the Southern African Customs Union with
South Africa, Lesotho, and Swaziland. For a discussion
of this, see Part I of this report.

The questions of polarization of growth is also
considered in Part I with respect to its impact on manu-
facturing.

2 Manufacturing Policies and Priorities

The manufacturing sector has been given a low priority
in the Second NDP and follows mining, agriculture, in-
frastructure and education. The GOB has been slow to
define clearly an overall short, medium and long-term
set of deQelopment policies for this sector and to outline
a specific and comprehensive strategy to achieve them.
This represents a constraint on the sector.

The SNDP identifies four general national objectives
for the sector: (1) to encourage private investment,

(2) to diversify sources of investment, (3) to promote
locally owned businesses especially in rural areas of a
small-scale nature, and (4) to protect the consumer
against exploitation. To achieve these, the SNDP touches
on most conyentional mechanisms and briefly mentions the
need to do the following:

a) Identify investment opportunities;

b) Establish a Mineral Dressing Laboratory:;

c) Strengthen the Industrial Development;

Advisory Board;
d) Streamline tax incentives;
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e) Review licensing legislation;

f) Protection for infant industries;

g) Development of rural infrastructure;

h) Establish Production Devlopment Com-
mittees at local level;

i) Technology Center for appropriate technology;

j) Increase captial in National Development
Bank; ’

k) Provide risk captial for rural industries;

1) Mobilization of long-term capital in Botswana;

m) Expand the Traders Extension Service;

n) Market development;

o) Participation in Trade Fairs;

p) Increase training for industrialization.

Based on discussions with Botswana Government offi-
cials, the more general national objectives are presented
here in more detail and an appraisal of the institutional
structure available to implement them follows.

a) Utilization of Local Resources

The development of the manufacturing sector
should be based on the utilization of Botswana's natural
resources to maximize local value added and reduce the
need’ to import expensive raw materials and intermediate
inputs.

b) Attracting Private Investment

Botswana would like to create a stable environ-
ment to encourage foreign private investment. The GOB
imposes low taxes on profits and allows unlimited re-
patriation of profits. 1In addition, the-government
gives preferential depreciation rates to prospective
foreign investors.

Botswana 6ffic1als are probably correct in their
belief that political and economic stability will do

more in the long run to attract foreign investors than
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a comprehensive package of fiscal and financial in-
ducements. Botswana's domestic political and economic
conditions are favorable. Nevertheless, foreign invest-
ment may be deterred by the political unrest in neigh-
boring countries.
In some respects it can.be argued that Botswana
does not give sufficient technical support to investors.
This is especially the case when one considers that
South Africa grants substantial fiscal, financial, tech-
nical, and infrastructural assistance to foreign investors
who are willing to establish businesses in the "homelands"
as part of its Bantustan policy. Government officials
in Botswana consider the homelands a major competitor
for foreign investment. The fact that Botswana is polit-
ically independent whereas the Bantustans are part of RSA,
cannot be considered an economic advantage to Botswana
in terms of attracting foreign investors under present
circumstances. If RSA experiences political upheavals
with adverse economic consequences, Botswana will be seri-
ously affected due to its overwhelming economic depend-
ence on South Africa. Thus, a prospective investor, if
he is going to invest in southern Africa at all, will
probably take advantage of South Africa's generous con-
cessions and assess the risks as at least comparable.
Botswana is also keen on diversifying the sources
of its private capital investment. Currently the bulk

of ownership of industry in Botswana is South African.
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Botswana is actively seeking private American and European
capital to provide better balance.

c. Provincial Diversification

Botswana is seeking to diversify the geographic
base of manufacturing activitdies to discourage rural/
urban migration by increasing employment opportunities
and incomes in the rural sector. This policy has margi-
nal application, however, in rural areas with low popu-
lation densities and few local resources. The high cost
of transporting raw material inputs to the rural sector,
t6 be made into manufactured commodities, only to be re-
transported to the urban centers for sale, would result
in substantial cost increases. A strategy to establish
a few provincial centers might be carried out, but rural
industry may be limited largely to those which can use
locally available raw materials or which can produce
for local consumption.

d. Export Diversification

The GOB would like to diversify industrial
exports. It is currently seeking assistance from UNCTAD
and the EEC to work out operational programs to provide
local producers with the marketing skills vital to
guccessful export business. Prospedts are not encourag-
ing for the short term but there may be potential once
other sectors are developed further and can support

such an effort.
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e. Exploiting SACU Arrangements

The GOB is considering ways to expléit oppor-
tunities within SACU systematically. It proposes to
make more use of the infant-industry clauses to allow
light consumer goods industr%es, based on labor-intensive
production, to gain sufficient strength to enter the
regional market. The GOB supports the concept of a set
of producers producing goods for the local market rather
than one producer--as is currently found in the Customs
Union provision for protection of infant industry.

f. Employment Creation

The GOB is interested in structuring policy measures
with a greater bias towards employment creation. The
dominant economic activities in Botswana, e.g., capital-
intensive mining, cattle raising and arable agriculture,
will not be able to absorb all the anticipated growth of
the labor force even with new policies such as the tribal
grazing land program, horticulture and dry-land farming
plans.

g. Small-Scale Enterprises

It is reported that the small business sector
is looked upon with increasing interest by the GOB as a
source of possible employment for the growing numbers of
school leavers and for some of the estimated 46,000
Batswana who are currently employed in South Africa.
It also represents an important vehicle for improving

rural services and distribution of commodities. Although

41



statistics on the rate of small scale employment are
fragmentary, there appears to be considerable scbpe for
expanding repair and construction services, furniture
and tanning enterprises.l/

It should be noted that a significant proportion
of small-scale businesses, especially retail operations
attached to the home, are operated by women. Partners
for Productivity, an AID funded training program for small-
scale entrepreneurs, reported that 73% of program partici-
pants have been women. Many .appear .to pérceive.of their
5usinesses as an income supplement and do not follow
accounting or other business procedures. There may well
be additional scope for initiatives involving women
entrepreneurs.

The following institutions are available to promote
small-scale enterprises and most have other purposes and
functions as well.

3. Institutions that Support SSEs

a. Barclays Development Fund

Barclsys Development Fund is an independent aid
agency which substitutes for conventional security or
collateral by guaranteeing up to 50% of any loan which may

be made by a Barclays' manager. The purpose is to support

1/ H. Soos, Internal AID Memorandum, July 5, 1978, p.4.
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small-scale, Botswana-owned businesses which may lack
capital, but which have owners who possess the skills

to make their enterprises succeed. The Development Divi-
sion of Barclays was created in April 1976. Criteria

for loans include:

® long-term commercial viability once the
development phase is completed

® production-oriented
~ ® employment-creating
® import substitution (export-promoting)

® locally owned (either by an individual
company or other body)

b. Standard Bank

Standard Bank has no special program which ad-
dresses itself to the needs of small businessmen without
traditional collateral. Standard Bank, however, has
recently concluded an agreement with BEDU to provide
financial assistance to entrepreneurs who have outgrown
BEDU's assistance.

c. National Development Bank of Botswana

Although under its charter NDB can provide
loans to small businessmen, an average of 66% of its
activities are confined to agriculture from where most
loan applications originate. Water development and farm
purchase/improvement represent another 24.6%. There are
no special provisions made for high-risk pioneering of
small wventures for local entrepreneurs who do not possess
the traditional banking collateral. The fundamental

lending policy of the bank is to finance only viable
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projects which are competently managed. The only special
consideration given to small businessmen is the support
given to BEDU and the graduated interest rate structure
that provides lower rates for small loans (6% up to
P1,000; 8% for loans between ‘P1,001 and P2,000; and

12% for loans above P2,000).

NDB is the only credit agency for small borrowers
requiring medium-/long-term assistance. It seems likely
that additional long-term loan or grant funds may shortly
be made available to the bank by both the EEC and the
Federal Republic of Germany for the specific purpose
of promoting small industrial/commercial enterprise.

The FRG is also providing a small business credit expert
to assist in identifying worthwhile business opportunities.

d. Botswana Enterprise Development Unit

Established in 1974 . BEDU provides direct assist-
ance to local entrepreneurs and, with a staff of 15
Batswana professionals and 22 expatriates, has so far
assisted 63 enterprises employing 963 persons. A fur-
ther 80 potential enterprises have been identified which
qualify for BEDU assistance. BEDU supports SSEs as
follows:

1) Workshops on Industrial Estates

BEDU currently operates five industrial
estates where BEDU-approved entrepreneurs may rent work-
shops ‘and storage space at low, subsidized rates. The
estates are: Gaborone Garment Estate, Gaborone Construc-

tion Estate, Pilame Estate, Francistown Estate, and
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Trade Fair EB®Rte. Each estate specializes in a different
industry in ordet to maximize the use of scarce technical
expertise in the country.

2) ‘Technical and Management Training

SIDA, NORAD, UNIDO, and the Peace Corps
provide a number of technical experts to BEDU to aid in
technical and management training of BEDU entrepreneurs.
Training may take place on the job, in classrooms, in
seminars and workshops, and occasionally outside Botswana
if the training is not available in Botswana. So far,
six major skills have been promoted: woodwork, metal
work, textile/garmentry, leatherwork, gem stones and
construction. Five of these, primarily artisanal in nature,
have supplied goods for the tourist trade. The third
phase of Swedish assistance to BEDU envisages expansion
to training for road contractors, carpentry, bu:lding
materials, furniture, soap, shoes and pharmaceutical
products.l/

3) Lease/Purchase of Machinery and Equipment

Because most BEDU entrepreneurs lack capi-
tal, a lease/purchase scheme has been established whereby
BEDU entrepreneurs rent small machines and equipment
from BEDU and later purchase them for a nominal fee (P1l)
after the cost and interest payments on the machine have

been met. BEDU's policy is to encourage purchase of

1/ H. Soos, Ibid., p. 10.
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machinery and equipment so that the entrepreneur will
own it when he moves off BEDU's estate to go into busingss
on his own.

4) Bulk Buying of New Material

BEDU purchases raw materials in bulk at
lower cost and resells to its entrepreneurs at lower rates
than can be found in the outside market.

5) Other oservices

BEDU has made agreements with Barclays,
Standard Bank, and NDB to assist BEDU graduates to obtain
loans tthelp them establish their businesses.

BEDU also rents heavy, specialized machinery
and equipment on an hourly basis which may be beyond the
financial capability of its entrepreneurs.

Finally, BEDU aids its entrepreneurs in
marketing their products--local and export.

6) Effectiveness of BEDU

The following quotation briefly summarizes
the principal difficulties encountered by BEDU and suggests
some means for possibly ameliorating them:

BEDU has fAaced problems in several
areas: (1) it has not been able to reach
large numbers cf entrepreneurs despite a
large staff, possibly because its assist-
ance involves training in technical skills
and "creating" enterprises rather than
assisting/encouraging existing entrepre-
neurs. BEDU's "directed" approach of -
identifying what enterprises should exist,
and which merit support has resulted in

the underemployment of BEDU staff. It would
perhaps be preferable to allow a combination
of market forces and Botswana's interests

to determine assistance to enterprises;
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(2) BEDU assistance has heretofore
been limited to five "urban" centers,
since assistance is easier to manage
when all the enterprises are close to
each other; (3) marketing has been a
problem in some instances, owing to
qualicy of goods, and to limited market
demand for some gocds. A longer

term problem is posed by the fact

that enterprises which export to

South Africa cannot be funded by the
Swedish program, even though most
inputs are imported from South Africa.
A small amount of funds from a donor
not limited in this manner would
eliminate this constraint. (4) BEDU
has not been able to channel increased
business in this sector to banks which
have funds available; and (5) BEDU has
not assisted enterprises in the service
or commercial sector, even though such
enterprises need assistance in manage-
ment and book-keeping, and form an
important part of the rural sector.
Despite these problems, BEDU has im-
pacted on (sic) a difficult sector  in
which inroads do not come easily.

e. Botswana Development Corporation

BDC is a parastatal organization owned by the
Government of Botswana. Most of its activities are
limited to large-scale ventures, usually joint ventures
with foreign capital where the corporation holds shares
(usually 50-100%) in the undertaking.z/

f. Botswana Rural Industrial Promotions

A non-profit association, Friedrich-Ebert
Foundation of Germany, has set up the Rural Industries

Inncvation Center at Kange in order to carry out research,

1/ H. Soos, Ibid., Pp. 10-11.

2/ For a discussion of BDC's policies see the Memorandum
from the Manager for Corporate Planning to the Managing Direc-
tor of 11 October, 1974, 24 pp.
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to develop implements and techniques suitable for the
commercial exploitation of locally available reéources
and to train rural dwellers in the use and application
of such implements and technigques.
g. Brigades

Initially the Brigaées Movement provided train-
ing for primary school graduates in technical and voca-
tional areas, thus supplying certain technical skills
needed for local industry, especially in the rural areas.
Emphasis was place. first on training; later it was placed
on training and procuctivity in order to finance the pro-
gram. Academic and vocational training are provided in
classrooms and on the job to develop. suitable values
attitudes, knowledge, and skills. Specific training in
such areas as bookkeeping, English, and mathematics
necessary for the acquisition of specific trade skills
are also offered.

Brigades manufacture such commodities as
bricks and blocks and wethouse horticulture systems in
order to generate employment in the rural area for brigade
graduates and to make profits which may be reinvested in
the centers. The centers also develop and produce low- '
cost, labor-intensive tools and machinery for small-scale
industry ranging from hand-operated molds for the pro-
duction of cement blocks to tanning drums for small-
scale tanneries.

Brigades have experienced certain difficulties.
They have:
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a) Sometimes produced goods that compete
with those of their graduates;

b) Sometimes tended to produce skilled labor
more than competent entrepreneurs;

c) Often suffer from inadequate supplies,
facilities and poor teacher quality;

d) Suffered from poor management and poor
choice of training activity on occasiou.

On balance, the Brigades are and will continue to provide
critical services to fill gaps in the rural economy.

In 1976 there were 1117 trainees with a planned increase
of 15% per annum. Government is seeking to overcome the
constraints mentioned above by providiag a recurrent

per trainee subsidy to needy Brigades. 1In addition, a
World Bank loan has been obtained of Pl.6 million for
capital projects plus P300,000 for ccastruction of a Bri-
gade Skill Development Center (BRTDEC). Government is
keenly aware of the danger of creating dependency on
government by the Brigades and has, therefore, established
guidelines for assisting them which should minimize this.
The Brigades are providing the foundation for a future
entrepreneurial class in Botswana and, as such, are
contributing to one of the major themes of this report:
the need to expand the trained and trainable manpower

pool as a basis for future expanded activity in any aspect
of the sector or, for that matter, the economy as a whole.

h. Partners for Productivity

Similar in intent to the Brigades is the PfP
program. It is an AID funded effort to train personnel for

the Ministry of Commerce and Industry's Traders Extension
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Seryice to assist small businesses. By training agents
and using its pilot scheme to provide assistancé to
entrepreneurs in southern Botswana, the PfP expects to
increase the skills of small scale business operators.

4. Prospects for Development in the Manufacturing Sector

Cattle ranching and diaﬁond mining are at present
the two pillars of Botswana's economy. The arable agri-
culture sector has to date faired rather poorly. Copper/
nickel mining at Selebi-Pikwe is totally geared to the ex-
port market and offers no scope for secondary processing.
At present, therefore, the proépects for the development
of the manufacturing sector in Botswana appear to center
around (1) the further processing of the by-products of
the meat industry, e.g., leather and leather goods, meat
canning, and possibly soap manufacturing using animal
tallow, (2) service industries such as veterinary reme-
dies, supplementary animal feeds, protective clothing, and
foundry products, and (3) some agricultural processing.

Botswana's agriculture potential, as indicated above,
is only barely developed. The Ministry of Agriculture
plans to expand and diversify this sector's development
during the next Plan period (1980-1985). To the extent
that this effort is successful, it will provide the basis
for the development of the food processing industry and
such auxiliary industries as fertilizer normally asso-
ciated with such development.

Botswana has millioné of tons of coal, albeit of

rather low quality. In addition, there are millions of
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tons of soda ash salt and potash, various clay deposits,
additional deposits of copper, limestone, gypéum, asbestos,
and possibly others yet to be uncovered. These minerals
clearly offer gréat scope for development of a relatively
diverse mix of secondary processing operations sometime

in the future.

5. Political Perspective

Regional cooperation in the manufacturing sector
involves the creation of some scheme for economic inte-
gration or some type of limited trade agreement. The
prospect of Botswana joining a formal scheme for economic
integration at the customs union level with any of the
countries at this time appears unlikely for the follow-
ing reasons:

@ the failure of past schemes linking countries
in southern, eastern and central Africa

o discontent with its membership in SACU

® general political instability in the
neighboring countries

e disappointment arising from Lesotho's
decision to pull out of the regional
University of BLS

® lack of a regional infrastructure to
encourage trade

Botswana would welcome a settlement in Zimbabwe
and Namibia. Since Zimbabwe has a fairly advanced in-
dustrial sector producing both final and intermediate
goods, Botswana could switch many of its trade relation-
ships from RSA to Zimbabwe. A free Namibia would provide

an outlet to the sea for Botswana via Walvis Bay, rather
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than through South Africa. Botswana would welcome any
regional transport project linking the two countries.

As for the countries farther north, such as Zambia,
there does not seem to be much potential for trade in
manufactures. There already exists a trade agreement
between Zambia and Botswana, but it is used only to a
1imited extent. Zambia's goods are priced much higher
than those produced in SACU. The prospect of importing
Zzambian cement, for example, was restricted by cost.

In addition, Zambia has a severe balance of payments prob-
lem and lacks foreign exchange to pay for its imports
from Botswana.

Botswana also has a trade agreement in textile goods
with Malawi. Nevertheless, this treaty is not particular-
ly useful because Botswana has only a modest textile
industry. Other than this, Botswana has very little
export to Malawi.

Botswana still has a trade agreement with Southern
Rhodesia but under an independent Zimbabwe such an agree-
ment may require modification. Botswana does not recog-
nize S. Rhodesia, but still maintains some vital economic
linkages.

Botswana is interested in the Eastern and Southern
Africa Preferential Trade Area (ESAPTA) because it may
provide an alternative to SACU. In addition, Botswana's
beef ipdustry will probably benefit from the larger market.
Botswana initially viewed its membership in the EEC/ACP

Group as providing a potential market for its beef, but

52



beef exports to the EEC encountered political problems

in the European community. In addition, the ACP countries
believe, in general, that some potential benefits from

the Lohe Convention have been reduced because the EEC

has access to Third World countries for their exports.

In sum, Botswana's lack of options and desire to
reduce its dependency on South Africa will provide an
incentive at least to consider membership in potential
regional trade groups if the political situation in the
area becomes more favorable. It will probably consider
membership in weak groupings and joint ventures in manu-
facturing in the near future with other African countries.

6. Recommendations for Assistance

a. Financing

The development of the manufacturing sector

has been hampered in Botswana by its inability to attract
foreign capital and technical know-how. Botswana finds
it d@ifficult to provide the same level of support that
its major competitor, RSA, provides to investors in the
Bantustans. To alter this trend, GOB could be provided
with flexible financing, inter alia to construct appro-
priate industrial estates in the urban areas. This sup-
port could include building factory shells as needed,
service roads, and providing electricity, water, and sew-
erage to service the area. Similar assistance may be
approgriate in some rural areas to facilitate SSE develop-
ment.

Assistance for this purpose may take the form of

soft loans with about a l10-year grace period before

53



intefest is applied. This should provide enough time
for infant industries to learn the arts of production,
marketing, and general business operations to permit
loan repayment.

b. Business and Management Training

Botswana's manufacturing sector suffers from
an inadequate number of trained managers and businessmen.
Consequently, the country must import expatriates to
run businesses, at very high costs. Assistance could
be provided to Botswana to expand programs to train busi-
ﬁessmen and women as managers. An Institute for Business
and Managerial Training might be created at UBS to train
Batswana in business management. This Institute could
be regional in scope,embracing Swazi students (under the
UBS framework) and refugees. The training program should
include advanced-level training abroad under a progdgram
designed specifically to provide entrepreneurial skills
and experience.

c. Technical Assistance

Based on discussions with government officials
in Botswana, it appears that the following areas may re-
quire technical assistance to facilitate their efforts;
| 1) The Ministry of Commerce and Industry (MCI)
needs to strengthen its ability to engage in industrial
planning for the 1980-1985 National Development Plan,
to help implement the Plan, to carry out industrial policy

studies, and to train Batswana working in the Industrial
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Planning Unit of the Ministry to carry out policy studies
for long-term planning and,policy.modificatidn.

2) The National Development Bank requires personnel
to provide Management assistance, train banking staff,
develop a system for appraising loans in general, aid
NDB in the development of a system for appraising applica-
tions of small businessmen, and to aid the bank management
and GOB in making policy changes that will help the bank
more efficiently carry out its operation.

3) The Investment Promotion Section of MCI requires
personnel to aid in the development of an effective
investment promotion scheme, including increased contacts
with potential investors in the U.S. and elsewhere.
Botswana is also interested in assistance which would per-
mit the country to retain a firm in the U.S. which could
aid the Ministry in encouraging prospective American and
other investors to establish businesses in Botswana. It
is recommended that such promotional aid be considered
on a trial basis to determine the effectiveness of the
approach.

e. Financing Feasibility Studies

The GOB has requested support to carry out
feasibility studies of commodities that can be produced
in Botswana for both local consumption and for export.
Botswana is eager to find additional markets for its
exports outside RSA. Thus, the emphasis should be placed
on commodities that can be produced for export to the

neighboring countries, the EEC, Japan, and the U.S.
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‘e. General Recommendation

It should be recalled that Botswana receives the
highest per capita volume of technical assistance of any
country in the region.l/, that the sector is the fourth
priority after mining, agriculture, infrastructure and
education and that numerous other donors are already active
in the sector. Providing assistance for a study here and
a study there, a few scholarships for management train-
ing and perhaps some additional expatriate personnel to
provide advice to the Ministry and its associated insti-
tutions will probably not be harmful in the majority of
cases. Indeed, each person trained or educated is a
definite plus and need not be pre-programmed into a
particular slot, an exceptional study may provide badly
needed ideas and expatriate personnel can sometimes make
important contributions to the host government and society.
One should not, however, be deluded. The basic problems
associated with this sector derive from the larger economy
and society and are linked to general problems of manpower
shortages, dependency on South Africa and the arid character
of the country. The sector-specific problems, therefore,
cannot be considered in isolation from these. The country

specific recommendations above represent particular needs

1/ In 1975, Botswana received $76.4 per capita compared to
§42 for Swaziland, $26 for Lesotho, $25.4 for Zambia (of which
$8.4 was in loan form) and $12.2 for Malawi. These are based
on Net Official Development Assistance figures for 1975 supplied
by the OECD.
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identified by Batswana with whom discuséions were held.
As recommendations, they come with the all embracing
caveat "subject to their appropriate linkage with other
sectors and activities." That linkage is properly the
function of the GOB with the assistance of the full-time
field and headquarters representatives of development
agencies.

If donors seriously wish to promote the manufacturing
sector in Botswana they should closely examine the compo-
sition of that sector in neighboring South Africa. They
‘will note that many major transnational corporations
are active participants in that economy. There are many
who would argue that this contributes to polarized growth
and the perpetuation of Botswana as a peripheral economy
bordering the South African colossus. If even a small
percentage of new investment by these multinationals wés
to be diverted to the BLS states, it could have a dispro-
portionate effect on the expansion of the sector and on
employment creation. The governments of donor states
have mechanisms at their disposal to induce multinationals
headquartered in their countries to alter their investment
patterns. Positive incentives combined with the trans-
lation of the often proclaimed Western abhorrence of
apartheid into disincentives to further investment in
South Africa would pay economic dividends for Botswana.

Added to this must be a massive effort to expand
the tf;ined and trainable manpower pool for all sectors.

No country, however modest its population (Botswana has

nearly 700,000), can prosper when it graduated 173 students
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from-its secondary schools in 1977 who wére qualified

to enter a degree program at university. Fears of unem-
ployed school leavers reflect curriculum problems and
social problems associated with unrealistic expectatiohs
which occur in any society where formal education is a
relatively recent phenomenon ;nd is so directly tied

to wage sector rewards. As the education pyramid expands
at the bottom and broadens itself at all levels, the

trainable/educable pool will grow and the country will be

able to undertake activities which may now seem remote.

Manpowe;.development could become the focal point for a
serious effort to assist the majority population in the
entire region. Combined with policies designed to be-

gin to alter the fundamental problems of Botswana mention-
ed above, it may be possible to fashion a program of

"assistance" worthy of the name.
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B. Lesotho

The Second National Development Plan stétes that the
"industrial sector was extremely small in 1970. In 1969/
70 manufacturing generated R440,000, slightly over one
percent of GDP. Industrial employment was also minimal,
fewer than 600 persons.”(p. 128) During the First Plan
period an estimated 1,500 to 2,000 new jobs were created
in the sector and it appears that by 1974/75 manufacturing

1/ By 1977/78 government esti-

was generating R3,2 million.
mated output at R2.6 million for the sector at Factor

Cost which represented 2.1% of GDP and about 20% of ex-
ports. When combined with the related construction and
commercial and service sectors (as is done in some reports),
expansion appears to have been from 22.6% of GDP in

1967/68 to 38.1% for 1977/78.

Manufacturing is undertaken ih processing of local
agricultural commodities, handicrafts based on wool and
mohair, rugs and tapestries, furniture, pottery, lamps,
candles, clothing, umbrellas and production of some
construction materials. By 1977 there were about 2,500

jobs or about eight percent in manufacturing out of a total

modern wage sector of 32,100.

1/ As in many countries, statistics for Lesotho some-
times vary by source and definition. While the SNDP quotes
the 1969/70 figures as above, the Lesotho National Accounts
for 1974/75 show a contribution from manufacturing of 2.1%

Of GDP in 1967/68 as well as for 1977/78. Neither source de-
fines the sector in detail and rather than engage in a probab-
ly fruitless search for the definitive statistic, the relevant
point is that the share of GDP from manufacturing is and has
always been quite small and appears to have grown at a pace

roughly consistent with the overall economy.
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During the SNDP (1975-1980) Lesotho expects to create
an additional 4,500 jobs (excluding rural indusfry and
handicrafts) in manufacturing and an additional 2,500
in construction and civil engineering. To achieve this,
GOL's planned public expenditure of R12,168,000 is heavily
concentrated in the Lesotho National Development Corporation
(LNDC) and its subsidiary, the Basotho Enterprises
Development Corporation (BEDCO) which together have been
allocated R9 million. Only R60,000 has been budgeted
for training, perhaps because it is assumed that train-
ing opportunities will be available from international
donor assistance.

1. Constraints to Developing the Manufacturing Sector

The participation of Lesotho in SACU is a mixed
blessing. Since creation of the Customs Union in 1970,
an average of about 60 percent of all GOL revenue has
come from customs revenues reimbursed by South Africa
and the World Bank uses a figure of 74% for 1977. The
formula on which reimbursement is based is somewhat com-
plicated, with several adjustment mechanisms, and has
been renegotiated recently on terms relatively favorable
to Lesotho. In theory, moreover, Lesotho has duty-free
access to the South African market, which again in theory
should stimulate growth of the Lesotho economy.

In practice, however, Lesotho's membership in SACU
represents a major constraint to development of its
manufacturing sector. First of all, Basotho enterprises
cannot compete with South Africa's large-scale manufac-

turing. South African industrialists, frequently in
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collaboration with the GRSA, carefully protect their
dominance of the South African market, and non-tariff
economic and political barriers are imposed by the RSA
to undermine efforts by Lesotho to make inroads into the
South African market. .

Under the terms of the Customs Union Agreement,
Lesotho can apply for infant industry protection. The RSA
must give its concurrence before any tariff modification
takes place. Negotiation procedures are quite lengthy.
and bureaucratic. 1In certain cases the delay has provided
the RSA enough time to establish competitive operations,
and the process in general provides the RSA with the
necessary information to counter applications.

Lesotho is dependent, for example, on South African
consultants in conjunction with its application for in-
fant-industry treatment. Several activities which have
been considered viable by the GOL have nonetheless been
subjected to negative analyses by these consultants.

For example, Lesotho expirts wool and mohair and has the
highest per capita consumption of blankets in the world.
Nevertheless, feasibility results always conclude that
blanket-making would not be viable. But, in spite of
this, South African blanket manufacturing firms are
located on the border with Lesotho to cater to Basotho
demand.

Various indirect and direct pressures can be used by
the RSA to discourage industrial activities in Lesotho.

All goods coming into and leaving Lesotho must pass through
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the-RSA, and South African Railways reportedly has
sometimes hindered Lesotho's efforts to trade with other
countries; consignments destine@ for third countries
have mysteriously disappeared for long periods of time,
only to reappear without explanation.l/ Similarly, when
the GOL signed an agreement with Honda to produce motor-
cycles, the RSA frightened off potential investment by
marketing of Honda motorcycles in the RSA. Trading com-

panies, which in many developing economies serve an

1/ For a more extensive analysis of the effects
of SACU and the more general effect of Lesotho's position on
the periphery of the South African economy see Percy Selwyn,
"The Dual Economy Transcending National Frontiers: The
case of Industrial Development in Lesotho," IDS Communication
105, n.d. Mr. Selwyn argues the case for d¢velopment
of this sector partly to meet the need for rural industries
which will create a more balanced domestic economy and partly
ro provide employment for Basotho whose access to jobs
in South Africa is limited. He concludes that the bene-
ficial "spread effects" normally associated with a core
economy lying adjacent to a peripheral developing economy
like Lesotho's "turn out on examination to have little
substance" in this case. For each potential spread effect
he offers a countervailing influence caused usually by the
apartheid and repressive character of the South African
government or the peculiarities of Lesotho's unique geo-
political status as an enclave. In addition, he enumerates
"backwash" effects from the core economy including transport
policy and the political interest of South Africa in at-
tracting foreign investors into the so-called homelands
which for example benefit from rebates of 15% on railway .
freight charges. See also the paper by Mary Ann Knotts on
the SACU which was submitted to AID in early 1978 as part of
the SADAP exercise.
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entrepreneurial function, in Lesotho are 80% owned by
outsiders, mostly South Africans; tﬁese trading companies
have little interest in trying to assist or promote local
production.

Efforts by the GRSA to restrict industrial development
in Lesotho represent a mix of motives. Clearly the flow
of goods from Lesotho could have only a negligible impact
on the large South African market. The primary motive must
be assumed to be basically political. 1In all fairness,
however, it should be noted that the GRSA is in part
responding to Special interests within the RSA that pressure
the government for protection from competition.

There is also a lack of indigenous funds for capital
investment. Wages paid in Lesotho are very low and do
not usually leave any surplus for investment. Miners
returning from South Africa have reasonable sums held
in trust by the GOL which could finance capital investment.
Under the extended family system, however, each worker
supports an average of five children, his wife, and his
aged parents and relatives. Since such a large percentage
of the active labor force works outside .the country, agri-
culture is neglected and few families are self—sufficiént
in food production. A major portion of wages, therefore,
must be spent for the purchase of food. Food is imported
from South Africa, thus repatriating a large portion
of mirier incomes back to South Africa. A portion of the

remainder is also used for the purchase of consumer goods.
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"The portion of earnings used for investment is ex-
pended largely for the purchase of cattle, traditionally
the only prestigious and profitable investment channel
for the Basotho. Few returnees view manufacturing as an
occupational option, and mining incomes seldom provide
entrepreneurial capital for industrial development.

The absence of an investment interest by wage-earners
is mirrored in and compounded by the overall restricted
development of financial institutions in Lesotho. There
is no central bank and investment is largely dependent
ﬁpon the monetary and credit policies established by the

1/

South African Reserve Bank. The three commercial banks
in Lesotho are subject to certain local regulations but
have contributed little to local investment. The largest
of these is the Lesotho Bank, a fully-owned government
bank, the activities of which are greatly restricted by

staff problems. The other two (Barlays and Standard Bank)

invest most of their funds abroad, partially because of

1/ This statement is taken directly from World Bank
Report No. 1332a-L50 of March 17, 1977 "appraisal of the LNDC
and its subsidiary the BEDCO.", p.4. It should be noted that
the Lesotho National Development Bank was founded in 1973 ‘on
the recommendation of the World Bank through the absorption
of the Post Office Savings Bank and Rl million in capital paid
in from the GOL. By 1977 assets increased to about R40
million with customer deposits accounting for over 50% of the
total. The LNDB is compelled to function as a commercial bank
to generate funds for re-investment and it pays tax to the GOL.
It makes loans only to its customers, usually in the R600 to
R2,000 range and has investments over R15 million. Loans
have b&en primarily development oriented.
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the limited opportunities for short-term invesﬁmentz/
and partly due to an insufficient number of suitable
loan applications.

Development of the manufacturing sector is also
constrained by the lack of transportation and communications
facilities. The existing road network is largely.re—
stricted to the northern edge of the country where the
majority of the population is concentrated. The inade-
quacy of the basic network is complicated by the fact
that there are few links with the secondary population
center in the southern region of the country; this area
has traditionally been oriented towards markets across
the border to the RSA. The establishment of "Transkei"
and the resulting closure of the southern border has left
the southern region of the country isolated from either
Lesotho or South African markets. Efforts to extend the
road system are underway.

Development of manufacturing has also been restricted
by:

o the small size of the domestic market, including

only slightly over one million people and based
on a per capita income of R185

o the scarcity of natural resources

o the failure of agriculture to provide products
for processing

o the extreme shortage of local entrepreneurs and
skilled industrial manpower, particularly in such
areas as industrial management and technical skills

1/ World Bank No. 1332a, Ibid.
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o the inability to attract foreign capital and
technical expertise

2. Policy Priorities and the Link to Implementation Agencies

Lesotho faces a peculiar situation with respect to
its dependence on the RSA. 1In addition to importing from
the RSA about ten times the Vvalue of its exports to the
RSA, more than half of its male labor force depends on the RSA
for employment. The earnings of Basotho in the RSA, in
fact, are greater than the entire GDP of Lesotho. Govern-
ment officials are extremely concerned about the level
qf external dependence on the RSA for employment and
promote investment in domestic enterprises which are labor-
absorptive.

Although the agricultural sector, which is the largest
contributor to GDP and employs the bulk of the population,
is given the highest priority in the overall development
program, the modern sector may offer the greatest potential
for employment generation.l/ There is already an over-
supply of people in the agricultural sector and agricul-
ture cannot absorb large numbers of Basotho returning
from the mines in South Africa, even with substantial
productivity gains. Second-highest priority, therefore,
is given to the modern sector in order to develop job op-
potunities. The objective for the manufacturing sector
is to encourage industry for export, using the minimum

imported imputs. The associated strategy is to encourage

1/ See Selwyn, op. cit. and World Bank Reports 1332a
and 1083a plus the SNDP.
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foreign investment and to promote small-scale industry
using local materials and skills.

GOL is committed to the principle of private enterpris
and welcomes foreign participation either alone or in
joint ventures with LNDC in the development of the country.
The Pioneer Industries Encouragement Act has been the
ivehicle to attract foreign investors. The Act allows
approved manufacturers either complete exemption from
company income tax for the first six years of operation
or deduction of specified allowances from its income for
the purpose of calculating its company income tax. In
addition to tax exemptions, the Act allows:

e Unlimited foreign exchange and relatively
free movement of funds;

e Duty-free entry of all products into South
Africa and many products in the rest of
Africa, the EEC, and the U.S.;

® Unrestricted imports of raw materials for
exportable goods;

e Large labor reserves at economical rates and
no job reservation or other curbs on the use
and development of workers and senior staff;

® Generous tax concessions for new industries
and expansions;

@ Guaranteed repatriation of profits, capital,
and interest.

Two parastatals have been designated to foster manu-
facturing activities in Lesotho: LNDC and its subsidi-
ary Basotho Enterprises Development Corporation (BEDCO).

LNDC concentrates on promoting industrial investment,
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particularly through equity shares with foreign. investors,
and BEDCO is primarily concerned with promoting local
entrepreneurs.l/

LNDC was established by an Act of Parliament in 1967
"to initiate, promote, and fagcilitate the development of
manufacturing and processing industries, mining, and
commerce in order to raise the level of income and em-
ployment in Lesotho." The primary focus of LNDC activities
has been medium- and large-scale operations, ranging from
construction and tourism to the manufacture of garments
énd handicrafts. Although systematic analysis of the
impact of LNDC activities is not available, the IBRD
estimates that about ninety percent of total industrial
production in Lesotho comes from LNDC-assisted enterprises;
such enterprises employ at least 2,000 persons. The fixed
asset cost per job position of LNDC operations, moreover,
is low, ranging from about R565 to R8,260.

For the fiscal years 1977 to 1981 LNDC has a projected
operational budget of about R2.4 million. (See Table II)
In 1977 the corporation held an equity portfolio, however,
of only about R600,000, of which about half represented.
investment in sixteen subsidiary companies. Only a few
6f the LNDC subsidiaries have been making profits regu-
larly; in 1966, the worst year for LNDC operations, only

four of the subsidiaries and five of the twelve associated

1/ For a detailed treatment of the problems and poten-
tialities of LNDC and BEDCO see the World Bank Report 1332a-LSO
"Appraisal of the LNDC and its Subsidiary the BEDCO," March 17,
1977 and Annex IV, A and B of this report.
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TABLE 1

LESOTHO NATIONAL DEVELOPMENT CORPORATION

PROJECTED OPERATIONS

(in R'000) -
Year Ending March 31 1977 1978 1979 1980 1981
Approval & Commitments
Loans 535 615 708 885 1,106
Equity Lkl L85 53k 587 6L6
Factory Buildings 653 716 790 869 956
Infrastructure 1,700 - - - -
Total 3,329 1,818 2,032 2,3L1 2,708
Foreign Exchange
Component 2,L97 1,354 1,524 1,756 2,031
Disbursements
Loans 754 1/ 583 665 81y 1,018
Equity 752 2/ L8l 530 5681 €L0
Factory Buildings 5L7 3/ 686 754 830 913
Infrastructure 300 900 _500 - -
2,353 2,650 2,LL9 2,225 2,571

1/ Includes R 133,000 approved and outstanding at 31st March 1976

2/ Includes R 355,000 approved and outstanding at 31lst March 1976

3/ Includes R 220,000 approved and outstanding at 31lst March 1976
Source:

WOrIq Bank. .Appraisal of the Lesotho National Development Corp-
oration and its Subsidiary The Basotho Enterprises Development

Corporation 1332a-LS0. Washington DC: World Bank. March
17, 1977,
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comﬁanies showed profits--the result was an overall loss
of élmost R1.2 million. Projected income since then has
shown a small profit with low dividend payments supported
mainly by holdings in hotels and tourist facilities. (See

Table III)

A recent paper prepared by the LNDC Managing Directorl/

indicated that since 1973 the LNDC, in his opinion, had
not had satisfactory results in attracting and establish-
ing viable investments in Lesotho because of " (1) a lack
of clearly defined policies and objectives, (2) management
broblems, (3) lack of organizational structure and clear
procedures, (4) management and marketing problems in

most subsidiaries, (5) lack of appropriately trained and
experienced staff and (6) absence of a coordinated in-
vestment promotion program." To this list, during dis-
cussions in July, 1978,2/ the Managing Director added the
problems of a shortage of manpower to train entrepreneurs
within LNDC and its subsidiaries and at the level of
Basotho entrepreneurs targeted to benefit from LNDC
activities. He also indicated that LNDC required assist-
ance to attract foreign investors, required additional
finance and equity capital, and required further aid to

BEDCO (in addition to Canadian aid).

l/ See S. Montsi, "LNDC Investment Promotion," n.d., 9
2/ As reported in internal memorandum to AID from H.

Soos, REDSO/EA, July 19, 1978, p.4.
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TABLE T1I

LESOTHO NATIONAL DEVELOPMENT CORPORATION

)
PROJECTED INCOME STATEMENTS
(in R'000)
" Actual Projected
Year Ending March 31 1976 1977 1978 1979 19t0 1901
Income
Interest on Loans 27 152 212 258 386 L30
NDividends 130 200 200 200 200 238
Rental Income 187 L2 539 177 965 1,151
Interest on short-tem
investments L2 - - - 20 26
Other 19 30 30 30 30 30
Gross Income LOS 9L 981 1,265 1,600 1,875
Fxpenses
In“erest Charges 31 LS 124 2068 296 377
Depreciation 20 12 1L 16 17 16
Acministrative Expenses 316 360 432 518 622 7L6
Total Brpenses XT w1 g e 9y Ll
Profit before Provisions 38 377 L1l 523 66L 73L
Loss on investments (293) - - - - -
Provisions (924) (75)  (53) (€0) (70) (£3)
Met Profit (loss) (1,179) 302 358 L63 SoL €c1

Source:

World Bank. Appraisal of the Lesotho National Development Corp-
oration and its Subsidiary The Basotho Enterprises Development
Corporation. 1332a-LSO. Washington DC: World Bank. March

17, 1977. }
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Once BEDCO was established, the role of LNDC was
redefined so that it now concentrates on medium to large
scale industries while indigenous small scale enterprises
are the responsibility of BEDCO. The two institutions
are, therefore, complementary in terms of responsibili-
ties but appear to be constrained by many of the same prob-
lems.

Established in 1975 with Canadian assistance, BEDCO
became a‘wholly—owned subsidiary of LNDC in 1976. Em-
powered to promote and develop subsidiaries as well as
fo raise money for its operations, BEDCO can provide
assistance to Basotho entrepreneurs through loans, equity
investments and financial guarantees, technical and
managerial assistance, and work/site facilities. At the
time of the LNDC takeover, BEDCO held 51% majority share
capital in three enterprises and had granted loans to five
other operations. (See Table IV)

BEDCO's operation is currently experiencing serious
difficulties. Since its conception in 1975 it has had
three managers. The last manager changed the initial
orientation of the program and BEDCO began setting up its'
own units and invited equity partners. This orientation
élmost ruined the program. The same manager ignored the
Terms of Reference and began buying businesses for BEDCO
which sometimes not only competed with BEDCO entrepreneurs,
but also with LNDC operations. More importantly, the

ventures were not profitable.
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€L

Name

M. Molapo

M. Mapitse

M. Sehloho

J. Moshoeshoe
B. Ntisa

Mohokare Heavy

Senqu Construction
Co. (Pty) Ltd.

Lesotho Quality Stone
cupplies (Pty), Ltd.

SourceY

BEDCO INVESTMENT PORTFOLIO AS

TABLE TV

LESOTHO:

AUGUST 20, 1976

Activity

Chain
Manufacture

Brickmaking

Watch Repairs
Leatherworks
Leatherworks

Brickmaking

Construction

Stone Crushing

(in Rands)
Date of BFDCO Equity  Loans Disbursed Maturity
Esta- % Share under BEDCO SSE & Rate of Observations
blishment Capital Amount Credit Scheme Interest
1976 - - 100 6 months; Repayments being
108 made.

1976 - - 100 € mos.; 10% n

1976 - - 166 20 mos. ;10% "

1976 - - 1,813 33 mos.;10% "

1976 - - 5,000 36 mos.;10% n

1975 Slg 26,81l - - Start-up problems,
expected to break-.
even in FY-T7.

1975 1% 13,000 - - Expected to break-
even in FY-T7.

1976 51% 15,300 - - Expected to be

World Bank. Appraisal of the Lesotho National Development Corp-

oration and its Subsidiary The Basotho Enterprises Development

Corporation. 1332a-LSO.

17, 1977.

Hashington DC:

World Bank.

March

profitable in FY-77



. The initial investment projected for BEDCO for the
fiscal years 1977 to 1981 totaled about R5.5 million,
(See Table V) Canadian aid which was to cover BEDCO
operations for this period was used up, however, in two
years; BEDCO activity has almost come to a standstill.
The Minister of Commerce and Industry is currently reor-
ganizing BEDCO, and Canada has agreed to provide addi-
tional funding to keep the program going. No new pro-
jects can be developed until better control is instituted.
In addition to poor management, BEDCO has been faced with
the following problems:l/

e 1Inability to find successful new ventures and
capable entrepreneurs

e Difficulties in marketing products outside Lesotho;
e Insufficient funds for capital investment;

e Difficulties in competing with the quality of
commodities produced in South Africa;

e Lack of adequate trained personnel and staft;

e Difficulties in getting BEDCO's entrepreneurs
to become self-sufficient after initial support;

® Insufficient industrial sites;

® Refusal of South African distributors to work
with black Basotho;

e Inability of BEDCO to provide the necessary
guidance to its entrepreneurs;

® Credit restrictions and occasional loan defaults.

1/ For a more complete analysis see World Bank Report
1332a,. op. cit.
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TABLE V

LESOTHO:

BEDCO PROJECTED INVESTMENTS

SSE Credit Scheme

Sababoleng Industrial
Estate

a) Phase I

b) Phase II

¢) Phase III

Mini-Industrial
Estates

a) Maputsoe

b) Thaba Tseka
c) Mohales Hoek

Equipment Pool &
Mobile Service Units

Machine Shop
Foundry

Brick Plants
Training Scheme

Libeso (Pty) Ltd.

Source:

World Bank.

17,

1977.

1332a-LS0.

Washington DC:

75

World Bank. March

(Rr00N)

FY?77 FY78 FY79 FY80 FY81 TOTAL
50 250 320 320 320 1260
290 - - - 290
- 537 - 537
- - 500 500
- 250 - 250

- L10 - L410
- - 250 250
- 100 100 - - 200
- 250 - - 250
- - 200 - - 200
- 300 300 300 - 900
- 100 100 100 100 300
Lo - - - - LO
38, 1181 b3 L970, 220 g,LBI.

d .Apprais§1 of the Lesotho National Development Corp-
oration and its Subsidiary The Basotho Enterprises Deelopment

Corporation.



3. Future Prospects in the Manufacturing Sector

In spite of the numerous problems that manufactur-
ing faces in Lesotho, industry is still considered to be
a major sector capable of reducing Lesotho's dependence on
RSA. Some opportunities for investment exist in the build-
ing materials sector and in processing wool and mohair
and handicrafts for export. Additional development of
the sector, however, will be dependent upon imporved op-
eration by LNDC and BEDCO.

Particularly interesting progress has been made in
the development of mohair processing as a SSE. Begun
in 1975 as a pilot project supported by CARE, the first
phase of the project had a goal of training 205 rural
workers in the production of hand-spun yarn. Primary
focus was on employment generation for females. Initial
employment sched.:les were basically met. Program expan-
sion was scheduled for implementatién in the fiscal year
1978 with a total participation of 5,000 workers project-
ed by 1983. (See Table VI, Lesotho: CARE Village Level
Small Industry Mohair Project.) The project gives con-
siderable emphasis to local participation keyed to self-
participation. Production units in each geographic
area are structured into a single production cooperative.
Activities have.included market research, production

planning, and analysis, and equipment refinement. The






monthly incomes of participants increased by an average
of US$16.40 during the initial 17 months of the project.l/
The Center for Industrial Development in Brussels
is carrying out a feasibility study on a petroleum supply
facility for Swaziland which may iater become a regional
project, to include Lesotho.. This project would set up
a mini-refining capability for producing basic petroleum
products in case Swaziland's (and Lesotho's) o0il supply
is cut in the event of an o0il embargo on South Africa.
Lesotho is interested in a joint venture with Swaziland.
The project, including stock and storage capacity, is
estimated to cost $28 million in 1979 prices. Project

start up would be slated for 1981 at the earliest.

4. Regional Cooperation

Lesotho has demonstrated an interest in regional
cooperation on the above-mentioned oil project. On the
other hand, Lesotho recently withdrew from the University
of Botswana, Lesotho, and Swaziland, the only truly
regional institution in the area. Political relations
with Botswana have been especially strained as a result
of this action, and cooperation between these two coun-
tries in any regional institution is unlikely for now.
There has been some interest in the development of a
regional cargo transport service, but the inability of
the BLS countries to agree on basic issues has led to

independent air transport development.

1/ For a more detailed discussion of this project, see CARE/OPG,
Lesotho, Village Level Small Industries Proposal, April 29,
1977, no. P.PL. E ;
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Lesotho's lack of interest in regionalism reflects
both its geographic position as a landlocked state within
the territory of South Africa and economic dependence
on South Africa. The RSA is Lesotho's major trading part-
ner and the economies of the two countries are linked as
a result of the customs union. A settlement in Namibia
or Zimbabwe will not have much impact on this relation-
ship.

Lesotho is dissatisfied with its membership in the
SACU. Nevertheless, given Lesotho's geographical loca-
tion and the economic constraints that it faces, it has
rather restricted options. Lesotho has, however, appoint=-
ed a team to carry out a study to estimate the cost of
withdrawal from SACU and is interested in the proposed
Eastern and Southern African Preferential Trade Area
(ESAPTA) . .

5. In view of the numerous difficulties facing the
economy of Lesotho and the relative promise of the manu-
facturing sector, it is recommended that donor assistance
to Lesotho be exbanded in this sector. Such efforts
should attempt to reduce Lesotho's dependence on RSA,
especially in consideration of possible world economic
sanctions against the RSA in the future which would
profoundly affect Lesotho. Private investors will not
locate in Lesotho without some form of public support,
and Lesotho needs assistance to compete adequately with
the incentives given to industry by RSA in Lesotho's

major competitors, the Bantustans.
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a. Assistance to Industrial Planning

The Ministry of Industry and Commerce does not have
sufficient numbers of qualified personnel with the
necessary training and experience to plan industrial
development adequately. The individuals who are respons-
ible for planning are also responsible for so many other
important tasks that they often are not able to provide
the necessary time and effort required to plan industrial
development adequately. As a result, industrial plan-
ning has fallen far behind schedule in meeting the dead-
1ine for the next National Plan.

It is recommended that donors consider providing
the expertise of two economic planners to the Planning
Unit of the Ministry of Industry and Commerce. These
individuals could assist government in its planning of
industrial development and at the same time help to
strengthen the institutional capabilities within the
Ministry thfough counterpart training. One specialist
should concentrate on SSEs.

In conjunction with this effort, it is recommended
that a number of Basotho be given scholarships to study
industrial development and planning. These individuals
-could replace the technicians following the termination

of their contracts.

b. Assistance to LNDC'

As discussed above, LNDC faces problems of poor

management and inadequate promotional efforts of the
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corporation it8elf. 1In view of the serious difficulties

that Lesotho 18 experiencing, it is recommenéed that

donor technical cooperation be considered in the following
areas:

1. Provide a marketing and promotional expert to help
the Promotion Section of LNDC to attract foreign
investors, possibly including LNDC representation
abroad.

2. Provide resources to carry out feasibility studies
to identify new manufactured products that can be
successfully developed in Lesotho in line with its
national priorities, e.g., labor-intensive, export-
oriented, employment-generating, utilizing local
resources.

3. Provide assistance in construction of industrial
estates and providing basic infrastructure and util-
ities.

4. Lesotho would also like support to help it appraise
in greater depth the costs and benefits of Lesotho's
membership in SACU and to explore strategies for mak-
ing better use of the Customs Union or alternatives
to it.

5. LNDC needs assistance to organize and carry out its
functions more effectively and to set up a comp. o=
hensive management training program, including over-

seas training.
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6. . Since capital is scarce and very difficult to attract

to Lesotho, LNDC requests soft, long-term loans to

support capital development in manufacturing activi-

ties.

c. Assistance to BEDCO

In view of the many problems facing BEDCO, it is

recommended that additional donor support requested by

the GOL for the development of Basotho entrepreneurs in

conjunction with efforts by CIDA be considered. To this

end, it is recommended that donors:

provide technical assistance to help the Minis-
try of Industry and Commerce develop an appro-
priate program for entrepreneurial development
in Lesotho (BEDCO needs assistance in management
for both BEDCO and BEDCO-sponsored entrepreneurs
in planning its manufacturing activities and in
marketing its products.);

aid BEDCO to promote the planting of fruit trees
so that it can promote processing activities for
its entrepreneurs (BEDCO would also like to
receive assistance to develop small irrigation
networks to produce vegetables during the dry
season for canning.) In this way agro-industries
will have more products for processing;

provide funds to build factory workshops for
BEDCO's entrepreneurs;

provide technical support to help BEDCO develop
furniture manufacturing, organize people in
crafts, and other labor-intensive industries for
export, using the CARE mohair project as a
guideline for action.

d. Other Recommendations

ll

It is also recomu:i-ied that the U.S. remove
trade barriers on mohair as an incentive to pro-
duction while assisting in marketing through
LNDC.
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The U.S. Government should consider encouraging

U.S. investors to invest in Lesotho by providing

tax incentives and/or gquarantees inter alia,

through OPIC. Lesotho believes that the presence of
American investors may force South Africa to

reduce its restrictions on marketing Lesotho's

manufactures in South Africa.
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C. . Malawi

From independence in 1964 until 1973, manufacturing
output grew by an impressive average of 13% per annum.
Growth has been less consistent since then attaining
5.8% in 1974, 15.4% in 1975 and actually declined by
1.1% in 1976. The decline in 1974 was caused by unfav-
orable weather conditions which resulted in a lower vol-
ume of production of agricultural commodities available
for processing. The reversal in 1976 was caused primari-
ly by unstable political conditions which resulted in
delays in the supply of raw materials and other inputs
needed from abroad. Since mid-1976, the economy appears
to be recovering and adjusting to the border closure
between Mozambique and Southern Rhodesia. During the
~first nine months of 1977, manufacturing recovered with
improved weather and greater experience with alternative
transport routes so that the manfacturing indeg increased
by seven percent compared to the same period in 1976.
(See Table VII) Despite fluctuations in the economy,
theréfore, the overall position of Malawi is favorable
and agricultural development and production have been
impressive.

The share of manufacturing in GDP is'about 15%, which
is relatively high for a country whose per capita income
is about $140. Wage employment grew by anjaverage of
8.5% per year between 1968 and 1975, about as fast as

real growth of monetary GDP, attesting to the success
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TABLE VII

Malavi: Index of Manufacturing Output, 1973-September 1977 1/

(For the annual indices, year 1970 = 100; for the monthly
indices, average 1970 months = ]00)

1973 1974 1975 1976 1976 1977
Jan.~- Jan,~-
Sept. Sept.

Goods mainly for private

consumption 150.4 171.7 194.8 194.6 168.8 204.2
Food, beverages, and
tobacco 169 .4 192.1 225.7 - 23R.6 231.5 247.4
Footwear, clothing,
and textiles 115.2 120.1 130.2 109.9 109.5 124.6
Other 142.4 175.1 187.3 176.8 163.0 183.4
Intermediate goods 147.6 129.0 157.4 128.46 128.9 135.0

Total manufacturing
for domestic market 149.9 162.1 186.5 179.8 174.3 188.6

Export goods 137.7 131.6 154.0 1723 185.4 194.1

Total production 147.4 156.0 180.0 178.2 176.7 189.7

Source: Monthly Statistical Bulletin,

1/ The index is based on information about monthly production of about 50
firms, each with over 100 employees. The firms covered account for approximately
75 per cent of the net output of all "larger" manufacturers (i.e., those with 29
or more employees) and for over 60 per cent of the total monetary net output of
the manufacturing sector.
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of the government's labor-intensive productionlpolicies.
Fixed investments grew from 8.5% of GDP in 1964 to 22%
in 1976. Large-scale industrial growth, defined as
industries employing more than 20 employees, has been
substantial, averaging 27% per year in current prices.

The manufacturing secto; is based mainly on the
processing of such agricultural products as coffee, tea,
sugar, and cotton and the production of a number of im-
port-substituting consumer goods. Included among the lat-
ter are cigarettes, soft drinks, beer and hard liquors;
blankets, clothing, soap, edible o0il, cotton textiles,
and agricultural implements.

The 1976-77 recovery in manufacturing production
was reflected in the production for both the domestic
market and for export with the latter growing by 12%.
During 1976 twelve new industrial licenses were granted.
Representing an overall investment of over MK2 million,
new industries were planned for industrial and potable
alcohols, sheetiron, commercial vehicles assembly, trade
containers, pharmaceutical products, and bulk, cured to-
bacco. Few applications were made for variations or
extensions of existing industrial licenses.

During the first six months of 1977 an additional
twelve industrial licenses were issued. This represented

a projected total investment of over MK82 million and

employment generation of 4,000 positions. The major
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project was the Dwangwa sugar mill and refinery estimated
at a cost of MKB0 million and providing empléyment for
about 2,500 persons. Located in the Dwangwa Delta on

the western shore of Lake Malawi, the Sugar Corporation
will grow about 13,000 acres of céne sugar with a further
1,630 acres reserved for a smallholder scheme. Sugar
production is expected to commence in 1979 and yield
37-40,000 tons for export. Other activities included
dry-cell batteries, plastic products, steel drums, ready-
made clothing, and wood products. During 1977 the GOM
negotiated a loan of DM1.2 million from a company in

West Germany to finance feasibility studies for such pro-
duction as molassesutilization, knitted fabrics, oil
refining, ceramics, tanning, and leather working. Pro-
duction was intended for both domestic use and export.

1. Achievements in Manufacturing

Since independence the GOM strategy for industrial-
ization has been to encourage import substitution in those
areas where there is a sufficient local market. The
Industrial Development Act, enacted soon after independ-
ence, was designed to regulate the process of industrial
development and to encourage joint ventures in the con-
sumer goods industry as a means of acquifing both needed
capital and foreign technical expeftise. The first in-
dustry to expand appreciably was textile production;
this gpb—sector has now expanded to be one of the largest

in Malawi, employing a nearly 100% Malawian workforce

(only about 35 are expatriates).
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The sugar industry was opened in 1966/67, at first
to satisfy local consumption. Before 1966 all'of Malawi's
sugar was imported, mainly from S. Rhodesia and Swaziland.
By 1977, sugar production in Malawi reached 110,000 tons.
Of the total, 35-37,000 tons was consumed locally and the
remainder was exported.

Sugar is exported to the United States under the
Sugar Agreement of 1973. The United States market has been
quite instrumental in £he develépment of the industry
because it provides an assured market for Malawian ex-
‘ports. Malawi also exports about 20,000 tons of sugar
to the EEC under the Lomé Convention Sugar Agreement.

In spite of Malawi's progress in sugar processing,
the momentum recently has been set back by a levy on all
sugar imports imposed by the U.S. Congress ($2.47 per
ton). This levy, encouraged by American sugar produ-
cers, reduces the profitability of Malawian sugar sold
in the U.S., although the guaranteed outlet for Malawian
sugar is still attractive. Malawi hopes to increase its
exports under the new International Sugar Agreement which
is currently pending in the U.S. Congress. The Agreement
would set up a Stock Financing Fund to remove 2.5 million
tons of sugar from the world market to support world
prices. The purpose of the Agre:ment is to raise the
international price of sugar so that U.S. producers can

compete more favorably.
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Malawi opened its first cement factory (Portland
Cement) in 1956 with uced machinery. The oufput from
this factory has been growing to keep pace with the rapid
growth in demand for cement to meet Malawi's rapid con-
struction needs. Last year the breakdown of an integral
machine created a cement shoftage. Thus Malawi was
obliged to import cement at high cost.

A mineral survey indicates that good quality deposits
of limestone, expected to last for about 100 years, are
located near Kasungu. The Government of Malawi feels
that there is a need for a second cement factory near
Kasungu because of the projected increase in domestic
demand--particularly in the central region--and for ex-
port. Currently, for example, cement used in Lilongwe,
the new capital, comes about 250 miles from Blantyre as op-
posed to the 60 miles from the proposed factory in
Kasungu. Cement production is given the highest prior-
ity in terms of overall importance to the economy, but
financing is a major constraint. Estimated cost of the
new facility is $60 million.

2. Industrial Development Policy

Since Agriculture is Malawi's major economic resource
and 90% of the population resides in the rural areas,
agricultural development is a key priority. The trans-
port sector, regarded as a major constraint tb greater
agricultural productivity, receives the highest level
of naéional development expenditure because of the nature

and high cost of this activity. 1Industrialization,
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and high cost of this activity. Industrialization,
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howéver, is considered an extension of the priorities
given to the agricultural sector since Malawi's Strategy
of industrial development will be based on processing of
agricultural resources. Agricultural produce brings in
the largest single source of.income and provides a

basis for financing manufacturing activities. The link-
age between the agricultural and manufacturing sectors
in Malawi provides a classic example of the reciprocal
roles that these sectors can play in industrialization.

The objective of Malawi's development policy is to‘
utilize its natural resources to expand the range of
economic activities, provide additional income and employ-
ment opportunities for Malawians, and to relieve the
pressure on the balance of payments caused by imports of
capital and intermediate goods. Malawi's approach is to
base industrial development on the utilization of its
natural resources, mostly agriculture and forestry, to
increase the size of local value added.

Past policy has concentrated on providing reasonable
tariff protection for local industry, but at the same time
carrying out price control to reduce the impact of in-
flation. The GOM is quite sensitive to maintaining
some degree of price stability to assure both international
competitiveness and reasonable prices for manufactured
goods sold to the rural population.

The new industrial policies for the Third National
Development Plan are similar to the original, except

for the following:
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® more emphasis on improving the ecoriomic climate
to attract foreign investment

® more emphasis on local ownership and SSEs

® limited use of tax holidays

® more emphasis on labqr-intensive production
® more emphasis on regional industrial balance
® more industrial sites

a. Foreign Capital Investment

Government policies to attract foreign capital are
generous. There are no requirements for local partici-
pation, although the government encourages joint ventures
with either parastatal institutions or with private
Malawians. Government appraises projects to determine
if they fall within government priorities, i.e., overall
impact on industrial development, employment, export,
etc., however 100% foreign-owned interests are permitted
and government allows full repatriation of profits.

In sum, the investment climate for foreign capital is
favorable as demonstrated by the increasing involvement
of banks and financial institutions in Malawi.

b. Investment Plans in Industry

The greatest share of industrial investment comes
from private sources, most of which are foreign. Never-
theless, government parastatals such as Indebank, Agmarc,
MDC, and Press Holdings, Ltd. are increasing their share
of the total. VIPCOR (Vipya Paper Corporation), a large
paper and pulp concern being developed mid-way along

the lake shore, is a very large undertaking and should
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absorb a large share of future investments. More processing
of tea, rice, tobacco, and cotton will also absorb invest-
ment resources in the near future.

c. Program to Promote Small-Scale Enterprise

As noted above, emphasis on SSE in the Third NDP
represents a change from the previous focus on larger
scale manufacturing enterprises which could be linked
to Malawi's agricultural production or contribute to im-
port substitution. The degree to which support for SSE
in principle in the NDP has been translated into budge-
tary support for specific initiatives in this area is
'in some doubt since only one line item in the 1978/79
budget has been allocated for this purpose: The salaries
of two professionals in the Small Scale Industries Unit
of the Ministry of Trade, Industry and Tourism (MTIT) .1/
The SSI unit has no budget of its own and the Ministry
of Agriculture is reported only to be considering includ-
ing rural industries in its overall rural development
programs.

Government policies may not have emphasized SSEs
in the past since Malawi had not suffered from the acute
shortage of local entrepreneurs typical of many of the
smaller states of the region. The entrepreneurs, however,

"consisted mostly of Asian nationals. 1In recent years
the GOM has forbidden the Asian population to engage in
commercial activities in the rural areas. Asian busi-
nessmen as of 1978 may only operate in Blantyre and the

new capital city, Lilongwe. The Asian population was

1/ See Trip Report by Helen Soos, July 6, 1978 submitted to AID
as an internal memorandum, p.4. 92



. phased out of rural areas gfadually,‘howevef, no pro-
vision was made to train Malawians to replacelthem or to
provide incentives to this end. The rural areas now
experience shortages of a range of commodities as a
consequence.

A preliminary GOM surve§ of SSE showed about 500
units in the Blantyré area and another 300 in Lilongwe
and indicates that: (1) there is scope for non-finan-
cial assistance; (2) many enterprises operate from small
and unsuitable premises; (3) none of the interviewed
entrepreneurs had more than primary education; (4) few
kept records of business transactions and (5) few applied
for loans because they believed it would be fruitless.
Most ran on their own savings and profits and some borrow-
ed informally from third parties.l/ No employment
statistics are available for this category of enterprise
with figures kept only for those enterprises employing
twenty or more pepple.

In response to this, the SSI Unit is expected to
provide training and extension services, pre-investment
advice and guidance, and will initiate policies and
legislation designed to promote and encourage the de-
velopment of SSEs. In conjunction with this effort, a
fund will be created, to be managed by the SSE Development
Trust, a self-governing body under the Trustee Incorpora-

tion Act.

1/ Soos, Ibid., p.2.
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. The plan is to establish one small-scale develop-
ment nucleus in each of the Rural Development Project
Areas (RDPs) of the National Rural Development Program.
Additional centers are also expected to be established
in two of the main urban areas. Funds will be required
to assist local entrepreneurs in the acquisition of ade-
quate working premises, machinery and equipment, procure-
ment of raw materials/parts, working capital, and market-
ing. This will be done through various types of controlled
credit arrangements.

It has been suggested that the MTIT use the data
on goods imported for sale through its Chipiku Depots
to identify products sold in stores which can be produced
by SSEs. Indications are that such products as brooms
and brushes, lamp chades, rubber sandals, and other
traditional handicrafts, e.g., grass mats, straw hats
and baskets (which are currently imported and sold in
Chipiku Depots) are suitable for manufacturing in Malawi
with available resources‘and technical skills. The GOM
is planning to develop SSEs under the full control of the
Import and ExXport Company of Malawi. Chipiku Stores
will gradually phase itself out, placing the capacity
to produce in the hands of small producers.

To improve the chance for success for these initia-
tives, the Ministry of Labor is planning to establish
a voca;ional training institute for services, commercial

trades and management development in Lilongwe with
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UNDP/ILO assistance. Due to the absence of suitable
accommodations (according to the Permanent Secreta:y

in the Ministry of Labor), only male trainees will be
accepted initially. This restriction is consistent with
the general pattern of male dominance in education and
training in Malawi, which is'more pronounced than in

any cther country in southern Africa. Since the insti-
tute will only accept holders of a Junior Certificate

or Malawi Certificate of Education, the majority of small
entrepreneurs will be unable to benefit from this pro-
gram in any event. Other training in Malawi (principally
at the Polytechnic) similarly has very little if any
impact on small scale entrepreneurs. (See discussion
below on manpower constraints.)

d. Policy to Promote Regional Distribution of Industry

In order to prevent migration from rural areas to
Blantyre, the GOM policy is to create major industrial
centers throughout the country. Industrialization began
in Malawi in 1964 with one industrial site in Blantyre.
The site is filled to capacity and government plans to
create another site on the outskirts of Blantyre. The
government is interested in establishing an industrial
site in Lilongwe in order to encourage industry to establish
operations in the capital area, where growth is expected
to continue as more government ministries and parastatals
move to the new city.

éians are also being made to establish an export-

oriented center in Liwonde, about 73 miles north of
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Blahtyre on the meba/Lilongwe road near the railroad,
where most export crops are transported to the Nacala
Port in Mozambique for export. A groundnut grading
factory has been set up there to grade confectionery
nuts for export. 1In additioq, factories making inex-
pensive shoes and brushes also operate in Liwonde.

A town to house about 17,000 persons will be estab-
lished to support the planned paper mill at Vipya Plateau,
about 200 miles north of Liléngwe. The area's natural
resources include a plantation of about 114,000 acres.
of trees of various ages, suitable for the pulp/paper -
industry. The project is estimated to cost about $500
million, which includes the paper mill as well as the
basic infrastructure (water, electricity, roads, and
housing). It is believed that the paper mill will pro-
vide the basis for the establishment of other industries
catering tc the 17,000 individuals and also will provide
a basis to support a larger population. The project
will assist Malawi to develop its northern region, create
employment and generate an estimated 180,000 tons of

bleached kraft pulp for export annually.

e. Future Development Policies

The future direction of industrial growth in Malawi
will be concentrat~d on domectic supply-base industries
for the export market. Plans are currently being made
for factories producing paper and pulp, sugar, and cement.
These activities are expected to increase GNP earned

from manufacturing from K31.9 million in 1970 to K81.0
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million in 1980,‘a rate of growth of about 10% per year,
compounded. Although a large increase is projected for
SSEs, most of the growth is expected to come from large~
scale industry.l/

Labor abscrption is not expected to increase as
rapidly as output, due to the capital-intensive nature.
of paper and pulp. Only small increases in labor pro-
ductivity are expected. .Labor im SSEs will probably in-

crease due to the labor-intensive nature of this activity.

3. Financial Institutions and Aid to SSEs

a. The Investment and Development Bank of Malawi

Indebank was inaugurated in 1972. It is spon-
sored by the Agricultural Development and Marketing
Corporation (AGMARC), Commonweal:h Development Corporation
(CDC), Netherlands Finance Company for Developing Coun-
tries, Ltd. (FMO), and German Development Company, Ltd.
(DEG). The au:horized share of capital is K2.5 million
(shortly to be increased), but the sponsors have provided
drawing facilities and increased the funds available for
investment to K11.0 million. Indebank is controlled by
a board of directors which consists of two representatives
of each of the sponsors. It is commercially operated '

and its objective is to further the economic development

1/ Prior to independence, SSE output was estimated
at K3.3 million or 3.6% of GDP. While the sector has
probably grown in absolute terms since then, the contribution
to GDP and as a percentage of all manufacturing and commerce
has probably fallen in view of the rapid increase in the non-
Malawian business sector. (Source: H. Soos, Ibid., p. 3)
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of Malawi by providing finance and development services
for viable and commercially profitable undertakings in
agriculture, industry, mining, tourism, housing, and com=-
merce. It finances Malawian organizations as well as
joint ventures with other countries. Ultimate plans are
to make available to the Malawian public the more attrac-
tive investments in its shared portfolio.

Indebank will consider both loan and equity
finance, but equity participation will not usually exceed
35% of the total equity of the company. Loans usually
require a minimum of 20% down. Indebank will normally
require a representative on the board where equity fi-
nance is provided, but does not accept primary responsi-
bility for management. Duration of loans must be less
than three years.

Indebank reprrtedly has no risk capital to lend
in the K2,000-5,000 range which effectively prevents it
from aiding SSEs and some medjum-scale industry. A World
Bank mission attempted to negotiate a package loan of
K4.0 million to Indebank, requiring that K1.0 million
be set aside to help SSEs. Indebank refused the loan
because the:

e World Bank's money was too expensive to lend
to small-scale, risky ventures

e World Bank fixed interest at 8% with a one
percent service charge. Indebank could only
lend at 11%; thus the spread was too narrow.

e World Bank would not accept loan risk to SSEs.

e World Bank would not accept the foreign ex-
change risk for the money loaned.
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® Indebank lacked experience in making loans
to small-scale industry.

Indebank has only one branch, moreover, which is
located in Blantyre. Indebank feels that commercial
banks, which have branches all over the country, are in
a better position to handle small-scale business and to ap-
praise loans in the region where activity is to take place.
Indebank feels that there is potential for small business
in Malawi, but there is not enough support. The major
problem is not finance itself, but the lack of technical,
managerial, and institutional know-how to deal with small
business. There is also a general lack of information
and surveys on the profitability, needs, requirements,
economic impact, etc. of small businesses.

b. Malawi Development Corporation

MDC began its operation in 1964 by an Act of
Government to develop agriculture, commerce, industry,
and mining and to aid in the overall development of the
economy. The MDC, although a statutory body, operates
on a commercial basis and must make a profit to generate
funds to finance its continued development program. It
is required to pay taxes on its net profit similar to
private institutions in Malawi. |

MDC has been active and successful in recruiting
funds for investment from such international sources as
the Bank of America, the African Development Bank, Carls-
berg Brewery of Denmark, the First National Bank of

Boston, City Bank of New York, German government loans,
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Danish government loans, Wells Fargo Bank, and from
other international sources. NDC's success is éue in
part to the political stability of Malawi and its good
banking practices and past record.

MDC has now increased its total available funds
for investment to K30.0 million. The Government of Malawi
only provides about K4.0 million, which means that MDC
is no longer primarily a government agency. It makes
a profit of about K1.0 million per year. The largest
share of total investment in 1976 was in construction
and material sector (36%), followed by milling, food and
beverage (17%), tourism, hotels and catering (13%), and
finance and property (11%).

The purpose of MDC is to develop industry, either
- with partners (both local and foreign), or by itself.
The usual approach is to find foreigﬁ partners with expertise and
managerial talents and to form joint ventures with them,
with MDC usually holding a majority of the shares. It
supports a wide range of investment activity ranging
from building of hotels and industry to financial and
banking activities.

MDC support for small-scale industry is very re-
stricted. 1In addition to being prohibited from using
its funds for high-risk, small-scale ventures, the MDC
staff does not have the expertise to handle investment
in’SSEs. MDC has neither the excess staff to retrain
nor tﬁe budget to hire additional staff qualified to deal

with SSEs, even should it be allowed more liberal activities.
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MDC operates from an office in Blantyre and does not
have the branch offices in regional areas necessary to
appraise and monitor loans for SSEs.

¢c. Ccmmercial Banks

There are two commercial banks operating in
Malawi--Commercial Bank of Mal;wi and the National Bank of
Malawi. -

The commercial banks have branches in major cities
tthughout the country but support SSEs on only a very
limited scale. Even at that level, most is done in
"agriculture, where financial assistance is given to

small-scale tobacco and tea farmers to buy fertilizer,

agricultural inputs, and implements.

The commercial banks may be interested in sup-
porting small-scale business; however, given the nature
of SSE operations, i.e., high risk, low initial return,
lack of conventional security, and long-term nature of
activity, some form of government support is reguired.
Bank managers feel that it is difficult to know if there
is demand for financing in this sector and that the
GOM should provide technical skills as well as liquidity
to support this sector.

"4, Constraints to Developing the Manufacturing Sector

a. Regional Political Instability

Malawi has traditionally imported most of its
consumer dgoods from RSA. Goods previously were shipped
by railroad via S. Rhodesia. After the border closure

between Mozambique and S. Rhodesia the price of transport
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doubled. It is estimated that Malawi paid an additional
K50.0 million in 1977 in transport costs as a fesult.
She received only K1.5 million from EEC emergency funds.
The closure of the border also resulted in a
shortage of imported raw materials and equipment and led
to a decline in production b§ the manufacturing sector.
A considerable portion of Malawi's exports, moreover,
are perishable agricultural commodities which need to be
shipped rather rapidly in order to prevent spoilage.
The GOM is clearly concerned about political instability
in the region, which could further complicate economic
conditions for Malawi, and is especially interested in
a peaceful settlement in Zimbabwe.

b. Inadequately Developed Energy Sources

Unlike most of the countries in southern Africa,
Malawi has no mines. Mineral surveys indicate a deposit
of 24.5 million tons of bauxite, but major mining companies
are of the opinion that the quantity is too small for
profitable exploitation at this time. There are also
gemstones and some low-grade coal deposits in the north.
The GOM is considering opening up coal mines because of
the instability in import sources from S. Rhodesia and
Mozambique. Mozambican coal exports were disrupted fol-
lowing a serious accident in the mines. The catastrophe
in the mines resulted in reduced exports and forced prices
in Malawi up from K38 to K70 per ton in a span of one

year. It is estimated that Malawi can exploit her coal
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fdr about K50 per ton and is seriously interested in

the exploitation of its coal. There is also some hydro-
electric potential in the north which could be exploited
to provide energy for industry.

C. Manpower Constraints

There is a shortage of properly trained
Malawians to work in middle and upper levels of industry
as technicians and managers. The government is aware of
this constraint and is now adjusting its educational plans
to produce trained manpower to meet the various levels
and types of manpower requirements for the manufacturing
sector.

Currently there are two technical schools under
the Ministry of Education and Labor and three run by
private individuals or missionaries. Some of the 13
secondary schools also teach technical subjects such as
technical drawing, woodworking, and carpentry. The Min-
istry of Youth and Culture operates a number of technical
schools, initially financed by West Germany, located in
the south and in rural areas which cover some types of
trade and business activity in the rural sector.

Malawi has reduced substantially its supply of
migratory labor to the mines in RSA. Information about
the ability of the economy to absorb miners into the
domestic econcmy unfortunately is not readily available.
Indications are that many miners were absorbed into
the rural sector as svusistence farmers and as paid

employees on tobacco estates. Others were hired in the

103



construction sector in urban and semi-urban areas. .The
Ministry of Youth and Culture engaged some in its vocational
training programs to provide such~trade skills as shoe
repair, building, bicycle repair, door and window making,
and work in the rural sector,
d. Credit

Capital supporting large-scale industry does
not appear to be a major constraint. Malawi has been
relatively more successful in attracting foreign capital
than many of the other majority-ruled countries in the area.
'Currently there is no financial institution which provides
loans to pioneering, risky, small-scale investors, and
the development of SSE is greatly restricted by a lack
of credit. Existing institutions are not interested in
providing funding for this function, and the GOM is currently
developing an institutional framework within the Ministry
of Trade, Industry and Tourism (MTIT).

e. Low Agricultural Productivity Among Small Producers

Malawi's manufacturing sector could be stimulated
by greater small-holder production which is the objective
of the country's National Rural Development Program
(NRDP). The increased emphasis on small holders may
yield positive results but it is too early to assess the pro-
gram. Most of the obvious opportunities for establishing
import-substituting industries already have been utilized.
Future growth of Malawi's industry will depend primarily on
expanding existing industries and on the development and
expansion of industries based on the processing of agri-

cultural produce.
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5. Political Perspective and Regional Cooperation

As a result of previously negative experiences in
schemes for economic integration, it is doubtful that
Malawi will be eager to link its economy with other
countries in southern Africa in the near future. Never-
theless, Malawi would probably be willing to discuss joint
ventures in specific activities. Malawi sent a representa-
tive to the conference in Lusaka at the end of March
1978, and signed a Declaration of Intent and Commitment
for membership in ESAPTA. This declaration only approves
setting up an inter-governmental Negotiating Team to approve
the Terms of Reference for the Team and a timetable for
its work and does not commit any of the countries to
membership if and when the Preferential Trade and Payments
Area gets off the ground.

The countries with which Malawi appears to be more
willing to cooperate at the current time are Kenya and
Botswana. The principal areas for Malawi-Mozambique
cooperation are transport and communication. Relations
between Malawi and Zambia have also tended to be aneven
due to different philosophies and priorities, and this
has, at times, hampered close cooperation. 1In additioﬁ,
Zambia's serious foreign exchange problems and transport
costs via the Malawi route restrict the flow of trade
between the two countries.

Trade between Botswana and Malawi may be more feasible.
Malawi has a much more developed manufacturing sector

and produces commodities which could be exported to
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Botswana. The major constraint preventing such linkage
at this time is the absence of reliable transport and
communication links between the two countries. The re-
moval of sanctions on S. Rhodesia should lessen these
constraints.

It can be argued that Malawi's agricultural sector
has profited from sanctions imposed on S. Rhodesia fol~
lowing UDI. This is especially true of Malawi's estate
agriculture producing such crops as tobacco, sugar, and
perhaps cotton. A share of the world demand for tobacco
previously exported to S. Rhodesia, for example, was
probably redirected to Malawi. It is uncertain whether
Malawi can compete with Zimbabwe if sanctions are removed,
however, Malawi believes that its produce is competitive
with S. Rhodesia because the country now has international
outlets for its exprots.

6. Recommendations for Donor Assistance

a. Assistance to Small-Scale Enterprises

There is no institution in Malawi providing
assistance primarily to SSEs. The Ministry of Trade and
Industry is seeking donor assistance to provide capital
and technical assistance to SSEs and is considering open-
'ing a land bank to develop and support medium- to short-
term undertakings. The GOM estimates an initial fund of
K7-10 million is needed. The bank will support both
agriculture and industry, with funds to be allccated about
equally. The emphasis will be placed on size rather than
on activity.
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The GOM would also like additional support to
carry out in more depth an initial survey being under-
taken with Danish assistance to determine the needs of
small-scale businessmen. This survey would provide the
necessary information to define an overall program and
policy. 1Initially, Malawi will need organization more
than financial assistance. It is recommended that as-
sistance shculd be provided to strengthen the MTIT to
help establish MTIT capability in the SSE area.

The World Bank and the EDF are conducting a feasi~-
bility study of the potential for SSE. Their preliminary
finding is that though intentions are many, concrete
Plans appear to be few. Once there is a complete assess-
ment of S5SE potential based upon the Danish assisted sur-
vey and the feasibility study mentioned above, a strength-
ened MTIT could then begin to articulate detailed pro-
ject proposals for donor consideration. Given the impor-
tance of SSE for emoloyment and productivity and its
role in rural welfare, donors may then be more positively
disposed to support such facets as underwriting credit
schemes, expanding training and constructing infrastruc-
ture.

b. Manpower Training

Currently the GOM is seeking funds and aid to
establish a degree program in engineering--civil, mechan-
ical, electrical--at the university level. USAID has shown
inter;st in this undertaking by conditionally agreeing

to equip and provide technical assistance for the
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library, science building, student cafeteria and stu-
dent union building.

There is an acute shortage of business and manage-
ment training in Malawi. Malawi now has a small indige-
nous business class but theig training leaves much to be
desired. UNDP has a non-formal training project f.r basic
traders and entrepreneurs in Malawi. The purpose of this
project is to provide basic skills and to increase manage-
ment training for small businesses.

Given the obvious deficiencies in the SSE area,
donors may wish to increase their assistance to training
by strengthening existing training institutions and
encouraging new schemes through the MTIT, possibly using
existing facilities of the MTIT or the Ministry of Ed-
ucation or Youth and Culture once an overall approach to
SSE has been decided upon and government priorities have
been more clearly established and translated into budge-
tary commitments. The concern for SSE should not overshadow
assistance which may be required for Malawian managers and
administrators at the large and medium scale levels.

The number of expatriates in the country and their pre-
dominance in the more technical and higher managerial

areas is a clear indication that more is required here.
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Mozambique

The manufacturing sector contributed about 15% of GNP
prior to Mozambique's independence. Pplitical and econo-
mic uncertainties since then have probably contributed té
a decline in this share. GNP declined 20-30 percent in -
real te:ms in 1974 and again in 1975. In 1973 GNP wag
estimated at $2.6 billion and per capita income at $318,
At the end of 1975 GNP was reported below $2 bill:ion

and per capita income had fallen below $200. Much of

this decline was due to a rapid reduction in manufacturing

' activity'aue to the exodus of skilled technicians and

industrialists,

Manufacturing activity is confined to consumer goods
for the domestic market, processing of export agricultural
crops such as cashew nuts, cotton, sugar, and tea, oil
refining and some food processing. Amongst major con-
sumer goods industries are cigarette factories, breweries,
clothing and textile factories, grain milling, and cement
factories.

One can argue that the share of manufacturing in
Mozambique falls much below its potential. The Portuguese

during their lengthy rule devoted their attention to pro-

- ducing agricultural staples for export, and imported cons=

sumption goods from Portugal, South Africa, dnd S. Rhodesia.
Portugal's relationship with Mozambique followed the typi-

cal colonial pattern, i.e., a source of primary products
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and a market for consumption goods. It neglected to
provide the country with the basic infrastructure and
capital investment necessary to encourage industrial
development. In addition, Portugal itself was a rela-
tive late comer into the developed world and lacked the
necessary industrial skills and technology to export to
Mozambiqué.

l. Constraints to Industrial Development

® Since independence the manufacturing sector has
suffered severe hardships. Foremost amonqg the
major problems have been:

® Exodus of Portuguese managers, technicians,
and skilled manpower

® Closure of the border with S. Rhodesia

® Unbalanced ports and rail development

® Shortages of raw materials

® Insufficient credit

® Minimal private investment

® Severe balance of payments deficits

® Unexploited potential mineral industries

® Socialist economic philosophy with frightens
away some private capital (although it is not

a constraint to industrial development per se)

® General political instability in some neighbor-
ing countries

® Large pay increases for workers and declining
worker productivity

® Lack of local entrepreneurs and managers
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The exodus of Portuguese technicians and skilled
professionals from Mozambique left the economy in a state
of turmoil. The government has increased its efforts
to recruit technicians from the socialist countries
and from the West. Nevertheless, the language diffi-
culties and adjustment problems have reduced their
effectiveness. Recently the government has made an effort
to improve its relationship with Portugal in an effort
to attract Portuguese professionals until it has trained
its citizens.

Although evidence indicates that Mozambique's
mineral resources are vast and varied, they have been
exploited only to a limited extent, thus preventing
the development of potential mineral-base manufacturing.
Currently only limited amounts of coal, beryl, copper
ore, columbite, and tantalite have been exploited. The
country is believed to have large gas and oil deposits
but exploitation of these has not yet been initiated.

In addition to mineral resources, Mozambique has
good agricultural potential. Agriculture was developed
by large European-owned plantations during colonial
rule with forced African labor. After independence
Portuguese farmers left the country and agricultural
productivity fell, reducing the amount of food for

processing and export.
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Manufacturing had traditionally been the occupa-
tion of the Portuguese. Thus Africans lack skill and
experience in this area. 1In addition, there is a shortage
of African entrepreneurs. These factors will make fu-
ture development of manufacturing in Mozambique difficult,
however, government is commiéted to the mobilization of
the population for development, inter alia, through
raised agricultural and industrial productivity.

If government is able to transform the economic
structures of the economy left by the Portuguese into
ones which are seen to be directly beneficial to large
numbers of people and this is buttressed by worker par-
ticipation in the decision-making processes of the work-
place, Mozambique may be able to harness the energies of
her people in a way which, with proper technical assistance,
may perr.t the country to transcend at least some of the
constraints enumerated above. For the present, such ex-
pectations are not being fully realized because of the
objective historical conditions in which Mozambique
finds itself and because of its current geopolitical
position.

The manufacturing sector has been seriously affected-
by balance of payments problems which translate into
an inability to import needed intermediate inputs and
spare parts. The sector is also constrained by closure
of the border with 5. Rhodesia in 1976. Prior to this
eventf.Mozambique was a transit port for Zaire, Zambia,

Malawi, Swaziland, S. Rhodesia, Botswana, and South Africa.
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The transport sector has in the past earned significant
revenue for the economy. The border closure has re-
sulted in the reduction of revenues from this source.

Industrial Development Strategy

Mozambique's national economit and social goals were
articulated by the Third Congress of FRELIMO which
met in February 1977. These were, among others,
some of their goals:

® to accelerate the creation and consolidation
of light and heavy industry

® to promote the socialization of agriculture
and its gradual industrialization

® to orient the development process through
global economic planning

® to develop scientific knowledge and

technical skills among the population

at large

Immediate priority was to be given to an increase
in production and productivity in all sectors of
economic life with first emphasis on agriculture.
Manufacturing could play a supportive role in this
undertaking particularly in the processing of agricul-
tural commodities. To achieve the transformat:on
implied by the above goals, Mozambique will reunré
substantial technical cooperation. Several donors

(Sweden, Denmark, UNCP, USSR, etc.) are already

assisting in this regard.

Regional Cooperation

Apart from S. Rhodesia, South Africa, and Angola,

little trade has taken place between Mozambique and
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her Southern African neighbors. 1In 1973 African trade
other than with the above :ountries amounted to only
0.2 percent of imports and 1.6 percent of exports.

Under the new government the content and direction
of Mozambique's trade is expected to change. New aid
and commercial connections a;e being established with
Eastern countries, and the South African share can be ex-
pected to fall correspondingly.

A shortage of foreign exchange will place a con-
straint on the development of trade between Mozam-
bique and her neighbors. A settlement in Zimbabwe
will probably restore trade links between these countries
and will reduce trade with RSA even more. In addition,
removal of sanctions on S. Rhodesia will reopen trans-
port links that were shut off after the border closure.
This will set forth the conditions for in;ra-reqional
trade.

Differences in political and economic philoso-
phies may also pose serious contraints on regional
economic integration. Although there is some scope
for the creation of limited trade agreements, ambitious
schemes for regional cooperation are unlikely to be cre-
ated in the near future.

Recommendations

a. Assistance to Provide Skilled Manpower

As a short-term remedy for Mozambique's skilled

-

manpower shortages, it is recommended that
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Mozambique be provided with the means to obtain
trained manpower to help the country to:

® reopen factories shut down due to the
Portuguese departure and to help re-
vive establishments which are barely
surviving; '

® train Mozambicans to repair tools and
equipment needed to maintain industry;

e aid the Government of Mozambique in
setting up industrial priorities in
keeping with its overall development
goals, resource availability, and
capital accumulation potential and
to plan industrial development on a
short-, medium-, and long-term basis;

® aid the Government of Mozambique in
exploiting the mineral resources of
the country;

® carry out feasibility studies to
determine the commodities which can
be produced in Mozambique for domestic
consumption and for export;

® help rejuvenate the railroad network
when the border with Zimbabwe is reopened.

Training Assistance

The long-term solution to Mozambigue's skilled
manpower problem can be found in training. Efforts
should be concentrated on training managers for
industries in Mozambique and could include:

® Identifying management development
needs linking formal management edu-
cation to the realities of the busi-
ness world

® Training managers at various levels

in policy formulation, rational '

decisionmaking and productivity im-
provement, and in marketing, finance,

- personrel, research and development
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® Improving management in small-scale
industry

® Organizing local research into current
management problems

The Management Development Program should use
:he following means of action:

® technical cooperation field projects

® research and comparative studies'

® short-term advisory services to
government

® professional meetings, seminars,
and roundtables

e fellowships and study tours

® publications and dissemination of
information

It has been recommended throughout this
study that business and management training be un-
dertaken for southern Africa through the further
development of indigenous institutions where these
exist. In the case of Mozambique, the possi-
bility of establishing an Institute for Management
and Commercial Studies at LCduardo Mondlane Univer-

sity could be explored.

116



Namibia

Depending upon the source and definition, Namibia's
manufacturing sector is egtimated to contribute between
10 and 17 percent of GDP, employ from 10,000 - 13,200
persons (1975) and be growing at from six to seven percent
annually.l/ Nearly 100 percent of Namibia's exports
are of domestically produced raw materials which repre-
sent 80-90 percent of total value achieved in the primary
sector (i.e. mining, fishing and animal husbandry).z/

The major manufacturing activity is centered around
the processing of foods for export. Of total manufac-
turing output, one-third of total value comes from food
products, mostly fish. Fish accounts for about 72 percent
of total food value, 20 percent for meat, two percent for
butter and cheese, and the remaining six percent covers
other food products.

Second in importance is metal products manufacturing.
Other products consist of construction materials, con-
sumer goods, and miscellaneous items. It is noteworthy
that recently Namibia has added a bottling plant, a ce-
ment factory, and a clothing and footwear facility to

its manufacturing sector.

1/ W. H. Thomas (Nov. 1977) reports a figure of 12%
of GDP or 17% if construction and electricity, gas and water
supply are included for 1975. He estimates 13,200 employees
representing 4.5% of total wage sector employment of whom
abouv 7,500 (including 2,900 in construction) are white. The
Country Resource Paper submitted to AID in March 1977 by
S.C. Wilcox reports that manufacturing contributes 10%
of GDP with an average 6.9% growth rate for 1961/2-1971/2.

2/ See W.S. Rarthold, p.9.

117



Most consumer, capital, and intermediate goods are

imported from RSA.

l. Constraints to Developing the Manufacfuring Sector

The small size of Namibia's population (under one
million) limits the potential for manufacturing based
on import substitution. Per capita income is relatively
high for a developing country--about $1,055 per capita.
This figure, however, is misleading, since income is
highly skewed in favor of the minority white population.
Per capita income for non-whites has been estimated to
be less than $400.1/ In addition, the country is large,
with a rather scattered population.

Independent Namibia's manufacturing sector will be
constrained by inadequate managerial, technical, and pro-
fessional skills. Traditionally, Namibia's non-white
population engaged in subsistence agriculture and herding.
Blacks have been excluded from secondary and tertiary
production which took place in the modern sector. Many
black Namibians consequently considered manufacturing to
be the activity of whites. 1In addition, the colonial
govermnent did not provide technical and business education

to blacks.

There 1is a shortage of basic industrial infrastruc-

ture in Namibia. The railway transport line between

Namibia and South Africa is adequate; however, roads and

1/ The World Bank Atlas for 1976 estimate for 1974
was $800 per capita with a -2.9% growth rate for 1965-74.
Meanwhile the UNIDO submission to the Namibia Nationhood
Program quotes a figure of about $70 for non-whites in
the northern "homelands" where a majority of the African
population lives. 118



railways linking major regions of the country‘itself
are minimal.

The availability of water is a constraint on manu-
facturing development in Namibia. The country has a very
limited internal water resource; the cost and scope of
schemes to supply water pose'great problems.

' Power is another constraint. Because of the vast
distances involved, a national power network has not
been feasible. Thus, individuals often have to provide
their own power source. Since there are no known coal
deposits in the territory, individuals either use diesel
fuel or import coal from RSA over a distance of some
2,000 km., thus increasing costs substantially. The
construction of the Ruancana project has improved the power
situation. Neverthelss, the rising demand for industrial
power will require more power-generating capability.

Namibia lacks financial institutions to provide
capital for industrial development. Namibia is almost
completely dependent on external sources for capital.

Although capital has not been a major constraint to
developing manufacturing prior to independence, it
will probably become a constraint after independence;

The openness of the economy and domination by the export
sector permit most of the profits generated in Namibia

to be exported. 1In 1965, 91% of GDP earned was from export.
The result is that GNP is less than 2/3 of GDP, which
meansvthat more than 1/3 of newly-created wealth was ex-

ported in the form of profit and dividend payments. These
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sources could provide funds to carry out economic
development in Namibia.

The South African Customs Union, in which Namibia
holds de facto membership, hinders development of manu-
facturing because of the stréng competition from
producers in RSA. 1In addition, South African producers,
together with the RSA government may act to prevent
Namibian products from entering the South African market.

The major constraint that has prevented develop-
ment of Namibia's manufacturing sector as well as the
country as a whole can be found in the policy of South
Africa. RSA has always viewed Namibia as a colony in
the traditional sense, that is , a source of natural
resources and a market for manufactured goods. South
African investments in Namibia have taken place only to
secure and expand raw materials extraction. It has
actively discouraged any processing, except that which
is required to reduce the cost of transport. Any addi-
tional processing is carried out in RSA. Profits from
mining left over after purchase of South African goods
have been exported to RSA, thus robbing the country of
necessary funds for investment in other sectors, includ-
ing manufacturing. The RSA has ruled Namibia in its own
interest. Any manufacturing effort has been quickly
and actively discouraged, unless it would . serve the

interest of RSA.
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Currently about 63% of GNP comes from exports which
primarily consist of mining and food producté (mostly
fish) processed through the first stage. Even in the
case of dairying, milk is only processed through the
first stage.

There is no local manufacturing base for mining
in Namibia. Mining inputs are imported from RSA. GRSA
has carried out policies to prevent Namibia from process-
ing its resources in order to encourage all processing
in RSA. Even Namibia's cattle are shipped to RSA on the
hoof to be slaughtered. GRSA has prevented Namibia from
slaughtering its cattle to prevent trains
carrying consumer goods to Namibia from returning emptv.
Such policies reduce the transport cost but also prevént
development of manufacturing in’ Namibia.

The agricultural sector is very underdeveloped.
Although the country's agricultural sector suffers from
many natural constraints, it is capable of producing
enough food to feed the popuiation if measures are taken
to raise the level of productivity. The northern area
offers the most potential for expanding agricultural
production, whereas mineral production and products
from the sea takes pl-ce in the south. The inability of
the county to raise the level of agricultural productiv-
ity has limited the opportunities for processing food

for domestic consumption and export.
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Fish processing is currently the maﬁor manufactur-
ing activity taking place in Namibia. Fish also con-
stitutes the third major export. The fishing industry
is highly specialized. The industry is controlled and
owned by South Africans. Boats come from RS2, process
fish caught in Namibian waters, and then export to RSA.
Very little fish produced in Namibia is sold and consured
in Namibia. Most fish scld in Namibia is imported from
RSA. Thus, fish would provide the population with much re-
quirc.l protein, but because of processing/shipping rami-
fications such ;s not the case in Namibia.

2. Post-Independenc: Development Strategies

Fullowing independence, Mamibia should consider
following a limited model of import substitution in
basic foods and export commodities which have high
income elasticities. Most of Namibia's present food -
exports are those with high income elasticities.

Policies should be adopted to encourage more meat
processing and dairy products. Abattoirs should be set
Up to process meat both for local consumption and for
export. Beer, bakeries, and food processing should be
developed.

In the long run, Namibia's industrialization should
be based on the processing of her minerals. The major
constraint to prevent mineral processing in the future
is the lack of coal, iron ore, and oil. These constraints
will be reduced when it becomes politically and economi-

cally feasible for Namibia to use nuclear energy (since
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Namibia has a substantial supply of uranium) or to import
oil from neighboring Angola.

Namibia should break away from SACU and the Rand
Monetary Area as soon as it is politically and economi-
cally feasible.l/ wWithdrawal will allow Namibia to pur-
chase consumer goqu from the:cheapest source and pay
for them with the proceeds from mineral and food exports.
Namibia should establish its own currency to be able to
carry out the necessary domestic and foreign exchange
policies that will ma.ximize trade benefits.

Initially, it will be difficult for Namibia to make
the break, since coal, capital equipment, and consumption
goods come from RSA. If it were to disengage, it would
require other sources of energy. There must be an ad-
justment neriod beforc Namibia can completely disengage
from SACU. An independent Zimbabwe may provide an
alternative source of consumer goods and equipment for
Namibia in the future.

Much emphasis should be placed on improving agri-
cultural prodvction not only to feed the population, but
also to provide a surplus to be used in Namibia's manu-
facturing sector. Manufacturing centered around food
processing and beverage production has tréditionally

been the first to be initiated in developing countries.

1

1/ This is consistent with the findings of W.S.
Barthold (see bibliography) and the inclinations of the
principal nationalist movement, SWAPO.

123



Reconstruction policies in manufacturing Eould
be geared toward the development of small-scale indus-
tries in conjunction with the development of Namibian
entrepreneurs. These industries could be centered
around the use of 1local resod&ces, using labor-intensive
techniques for production. Production should be aimed
at both the domestic and the foreign market. The new
government should provide assistance to SSEs in the form
of loans, equity capital, technical assistance, and pro-
duction facilities.

Possible Industrial Policies after Independence

The purpose of industrialization in Namibia can
be stated as follows:

@ to assist in the establishment of in-
dustries to replace imports of consumer
and intermediate goods in order to make
the ccuntry less dependent upon imports
from RSA;

® to raise the income levels of the people
of Namibia and create employment
for Namibians in the modern sector;

® to encourage the development of Namibian
entrepreneurs;

® to encourage industries utilizing Namibia's
mining and agricultural resources to increase
the share of value added originating in
the domestic market;

® to encourage regional industrial balance;

® to encourage production of manufactures
for export;

® to minimize the impact of industrial pollu-
tion on the environment.

124



Industrial development can be carried out by the
creation of government parastatals, the Namibian Indus-
trial Development‘Corporation (NIDCO), which could
concentrate on promoting large, export-oriented indus-
tries which may have a natiogal impact on the economy;
and a subsidiary, Namibian Enterprises Development Corpor-
ation (NEDCO), which could specialize in promoting Namibian
entrepreneurs by supporting SSE who will produce commodi-
ties mainly for the local market. A National Develop-~
ment Bank of Namibia (NDBN), granting both large and
small loans to industry, agriculture, and tourism, could
also be established to aid in financing industry and other
sectors.l/

Namibia's industrialization could be based on the
pProcessing of its agricultural and mineral resources
for both local consumption and for export. Given the
small size of its market, its major industries would
have to be export-oriented. These industries could be
promoted by NIDCO in joint ventures with foreign private
capital under terms acceptable to the Namibian government
while manufacturing for the local market can be put in
the hands of small-scale industry. The Government of
Namibia must be able to attract sufficient capital and
know-how to exploit its minerals. Thus, policies for in-
dustrialization must be cautious and flexible to be

successful.

1/ This approach is similar to that followed in Swazi-
land, Zambia and other developing states of the region.
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Specific measures which can be taken are summarized

as follows:

1)

2)

3)
4)

5)

6)

7)

8)

Reduce dependence on RSA. This can be done by
breaking away from SACU or renegotiating the

terms of the agreement to provide better conditions
to Namibia to develop manufacturing.

Encourage trade linkaged between Namibia and
Botswana, Zambia, Angola, and Zimbabwe to find other
sources of goods now being imported from RSA, as
well as markets for Namibian manufactures.

Leave the Rand Monetary Area and create its own cur-
rency and central bank.

Encourage foreign investors once Namibia has developed
its own investment code and priorities.

Create an entrepreneurial promotion program
in conjunction with SSE, emphasizing
production which:

--utilizes local resources

--is labor-intensive

~-~1is import-substituting or
export-promoting

--links with large- and medium-
scale industry

Carry out an "Equal-Wage-for-Work-Done"
policy to equalize white and non-white wages.

Carry out the necessary policies that will
keep wage increases in check so as to maintain
some degree of comparative advantage.

Insist on incorporation of Walvis Bay into Namibia
after independence, as this deep water port

is not only vital for Namibia's exports and
imports, but it also provides a needed potential
outlet outside RSA for other landlocked

countries in Southern Africa.

Below is a list of the scope for industrial

projects in Namibia as extracted from the W.H. Thomas

study

(p. 173):
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Scope_for_Ingustrie) Projects_in N

A. AGRICULTURE BASED B. MINERAL BASED

1. Grein/Maize Mills (4n the north) ‘1ﬁ. Refining of bese metels (and urarium)

2. Processing end canning of meat 12, Cutting of semi-precious stones (inzl,

3. Processing of hioes enc skins mehing of Jewellery

{incl. lesther wars, shoes) 1. Cutting of diemonds
4. Banning of vegetables 14. Assembly and maintenance of miring ecu
5. Dairy products 15. Integrated heavy industry (comtining
6. Processing of jute sng cotton uranium, ges/oil, coel and importes re
materiels)
7. Processing of kerakul pelts
8. Assemtly ang maintenance of import-
8J sgricultural equipment
8. Production of simple egricultursl
e ipment
10. Proguction (pazking) of fertilizer
C. CONETRUZTION EASED D. CONS™MPTION BASED
16. Preccuction of cement 22, Processing of food ar” beverages (eszc.

' noreh
17. Preocuction of timSer material the north)

2, b in
18, Harbocur maintenance, shiz/boat 23. Beer trewing

regeir enc ecsemdly 24, Assemtly end proZuction of furniture en

sene au? !
. Erickwerks hcusehcld eguipment

25, Assemtly (finel stages cnly) e~ meinte

1
23, ARese~tly and mai-ternance of
- y ena ' cf mctor cars

censtructicn ans transsers
es.icment 25, Fiseh Frocessing for exgorts amz lczel ©

27, Fecemtly 2~z prozoce sum=tion
fa-riczetez siructures 27. Preduction of clothing, blasnkess exc. {

ircertes or local mazgrial)

E. LAECUR/SKILL BASED

28, Homecreft incustries for exporte
{souveniers) anz lozal markets (baskets,
santals, housencld ware)
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3. ->Regional Cooperation

After independence Namibia will probably initially
maintain its membership in SACU which will automatically
open up free trade with BLS and RSA. As mentioned
earlier, Namibia's manufacturing sector is not expected
to benefit greatly from this'access (indeed colonial
Namibia is a de facto member now); neverthless, the Union
does provide a vehicle for trade between majority-rule
members.

Trade opportunities between Botswana and Namibia are
chrrently limited by the following constraints which,
in varying degrees, apply to Lesotho and Swaziland as
well:

® lack of an adequate transpoftation network
connecting the two countries:

® similarity of the economies of the two
countries;

® limited potential industrial complementarity.

There is no major Botswana-Namibia transport net-
work. The proposed Trans-Kalahari railway link should
expand trade opportunities between these two countries
and others as well as provide an important east-west
outlet to the sea for Botswana:; however, such a link
probably cannct be completed for another decade.

Trade in manufactures between Botswana and Namibia
is currently limited because of the similarity of the

two economies. Both specialize in mineral and animal
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products for export to pay for their imports.of consumer
and intermediate goods. Both are interested in promoting
local industry and will try to develop basically the same
products. Both have underdeveloped agricultural sectors
and import large shares of their food consumption. Both
lack indigenous entrepreneurs, managers, skilled labor,
and industrial technicians, and both import these at
very high costs.

In spite of the above, there may be potential for
some regional economic cooperation over time,
particularly with financial institution support to carry
out feasibility studies, coordinate regional manufac-
_Furing activities, and finance regional projects. The
SACU does not possess a regional development bank or
other facility to carry out this function.

Since Zambia and Angola have supported Namibia in
her struggle for independence, the future political
relationship may facilitate some forms of regional co-
operation; however, trade with other countries to the
north is also constrained by the lack of transport.
Namibia's transport network has been developed to conneFt
with RSA.

Since Namibia was not independent when the confer-
ence on regional integration took place in Lusaka earlier
this year, it did not sign the Declaration of Intent,
signifying its interest in the proposed ESAPTA.
Nevertheless, if such grouping is ever created, in all

probability Namibia will join.
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4. Development Assistance Needs

| Regardless of the character of majority rule in a
genuinely independent Namibia some whité residents will leave.
This is especially true of the majority of whites who
are in Namibia becaus:2 of the social, political, and eco-
nomic benefits that they receive from an Apartheid
system. In addition, vhose civil servants who are South
African nationals will probably be asked to return home
to RSA by any Namibian government because of their past
support of Apartheid. If the new government chooses
to modify the economic structure of Namibia substantially
'in order to use the economy for the benefit of the major-
ity, a larger percentage of whites will leave. White
contract workers in the mines, whether resident or for-
eign, will probably stay if the conditions of their con-
tracts are not substantially altered and the living
conditions do not substantially change.

An independent Namibia will find itself with a
shortage of skilled manpower and entrepreneurs not only
because some whites are expected to leave, but also
because there is currently a shortage of skilled man-
power, managerial talent, and entrepreneurs among whites
in Namibia. Although the level of education is higher’

" among whites than blacks, it is not adequate for the
organizational requirements of a modern industrial eco-
nomy. South Africa has alway: furnished the country
with administrators, technical managers, and commercial
management. Thus these skills have not been adequately
developed even among whites.
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As for the blacks, there was basically no effort
made to provide technical and managerial eddcation
to them, since they were not permitted to engage in
manufacturing. Consequently, there is virtually no
entrepreneurial class of blacks, no technicians, and
no managers. Thus, Namibia will need much outside
technical support after independence in this area.

Closely related to the lack of an industrial class
to foster manufacturing in Namibia is the lack of indi-
genous government administrators. South African ad-
ministrators have ruled in the past and will leave at
independence. Thus, Namibia will need foreign person-
nel and programs to train administrators. With re-
ference to the manufacturing sector, Namibia will
need support to organize the ministry of Commerce
and Industry, develop parastatals and a strong in-
dustrial planning unit. 1Initially, foreign donors
may be expected to provide technicians to carry out
these functions and to train Namibians for these tasks.
Finally, the country needs assistance¢ in carrying out
higher technical education to produce industrial
technicians, managers, and skilled support staff for
manufacturing.

After transition, Namibia should be able to generate
capital by exploiting its rich mineral resources.
Neverthless, Namibia will need support in analyzing
and evaluating the economic profitability of potential

joint ventures with foreign capital.
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5. ~Recommendations for Assistance

a. Transition Period

The U.N. Council for Namibia has been working to
prepare the country for independence. It is recom-
mended that the US initially channel its support
through the U.N. to carry ou£ the projects that have
been developed under the Namibia nationhood program.
Seventy-one papers and pProjects were submitted to the
Council for Namibia, which were estimated to cost
about $100 million. Industrial projects were included
in this package. A second workshop is planned for
October, 1978 which is to refine project proposals further.

b. Post-Independence

It is recommended that SSEs be supported in
two phases:

1) Assistance to SSEs: Phase I

The first phase should involve the provi-
sion of technical assistance to set up the promotional
institution (NEDCO) for SSEs. This institution should
be a subsidiary of NIDCO, but should have an indepen-
dent management. The purpose of the NEDCO enterprise
will be to promote Namibian entrepreneurs by providing
loans, equity capital in some cases, factory shops,
technical assistance, and marketing services. Initial
support wouid be to aid the Ministry of Industry and

Commerce to establish the institution.
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2) Assistance to SSEs: Phase II

After the institution has been 6rga

support should then be concentrated on developing staff
and management capabilities, providing production and
marketing technicians who would advise NEDCO's manage-
ment, train NEDCO entrepreneurs, and train Namibians to
take over their functions after they leave. 1Initial
seed money could be provided to get the program started
and help finance factory shells and initial equipment.

3) Management and Business Training Institute

Capital and technical assistance toward the
creation of a Management and Business Training Center
for Namibians should be considered. Such a Center could
concentrate on training Namibians for management in in-
dustry and mining and should teach all of the supportive
skills (secretarial, bookkeeping, accounting, stocking,
etc.) which are required by business and commerce. This
could possibly be attached to the U.N. Institute for Na-
mibia and moved to Namibia after independence.

As part of this program, scholarships will
be required for Namibians to receive upper-level manage-
ment training possibly in the U.S.

4) Assistance to Provide High-Level
Government Advisors

Finally, it is recommended that Namibia be
provided with a high-level advisory team to advise the
new government on economic matters affecting the sector

(assuming that the new government will want such advice).
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The. team could consist of the following disciplines,
be attached to a Ministry of Commerce and Industry and
act as a complement to technical personnel in a centrai

planning ministry:

® Team leader

® Industrial Engineer

® Small-Scale Industry Technician

® Training Advisor

® Agro-Industry Advisor

® Maintenance Advisor

¢ Non-ferrous Metalogist

All of the above suggestions represent conclusions

of the consultants and are meant to be a contribution
to the discussion of options and priorities which will
no doubt occur within the confines of the first inde-
pendent Namibian Government. Any actions by donors should,
of course, first receive the scrutiny and endorsement

of the Namibian Government.
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F. Swaziland

The significance of the manufacturing éector to the
Swaziland economy is, in part, a matter of perspective. The
Second NDP refers to the sector as being at an "early
stage" and composed mostly of three mills processing
sugar and wood pulp for expoét. Thé 1976 ILO studyl/
stresses the sector's small base and close link to agri-
cultural production. By 1977, analysts were stressing
the encouraging growth of the sector with a Country
Resource Paper submitted to AID in February of that year
concluding: "Manufacturing has been increasing rapidly
in importance in the past decade and is now the second
most important productive activity in the economy, sur-
passing mining and forestry."2/

This more optimistic assessment reflects the govern-
ment's own more recent conclusions as reflected in the
draft chapter for the Third NDP for 1978-82 which pro-
vides the most recent available statistics on sector
performance.3/ Table VIII shows that nearly half of

all manufacturing enterprises still in operation in 1977

were established during the period 1973-77. The sector

1/ "Reducing Dependence: A Strategy for Productive
Employment and Development in Swaziland," (Addis Ababa:
ILO, JASPA Team, June 1976).

2/ "Transition in Southern Africa: Swaziland,"
(Washington: USAID Africa Bureau, 1977), p. Iv-49.

3/ The most recent Annual Statistical Bulletin

available from the Swaziland CSO is for 1976 with figures
for 1975 and in some cases only to 1973.
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accdunted for 22% of GDP in 1975 which represents an in-
crease from 15% of GDP in 1971 for a growth, in real terms,
of ten percent per annum in the value of production.
Employment is estimated in the AID Resource Paper at

7,400 persons or 13% of total wage sector employment while
the government's draft TNDP chapter states that 6,160
persons were employed in the ten largest manufacturing

and processing enterprisesl/ which contributed about

15% of GDP in 197s.

Table VIII shows only six construction enterprises
énd, indeed, this sub-sector appears to be unable to
satisfy national demand for construction. It contribu-
ed about 4.8% of GDP in 1976. Large-scale construction
for the most part is performed by foreign contractors.
Small-scale construction is promoted by the Small Enter-
prises Development Company (SEDCO) and the six small
local contractors employ (together with the Public Works
Department) about 2,300 people.

Manufacturing is centered in the processing of agri-
cultural'commodities. Table IX illustrates the position
of sugar and wood which accounted for half of all exports
in 1974. CSO figures édditionaliy reveal the growing

importance of meat processing, fruit canning and cotton

1/ The ten largest enterprises with the number of their
employees in parentheses are: Usuthu Pulp Co. (2,500), Libby
(1,000), Peak Timber (760), Mhlume Sugar (500), Ubombo Ranches
(600) ,. Swaziland Meat (220), Swazi Breweries (100), Swazi
Milling (60), Swazi Chemicals (150), Salora Enterprises (270) -
Total employed equals 6,160.
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'Qinning which together contributed about tep percent of
exports in 1974. The World Bank Economic Memorandum,
the ILO Study, the AID Resource Paper and the government's
own assessment concur that prospects for expansion in
this sector are good. Much of that expansion will occur
through the investment of private foreign capital.
Approximately 33% of all enterprises in Swaziland
are foreign owned, 28% are joint ventures and 39% are
locally owned. Local entrepreneurship is restricted
'primarily to service industries, small and medium size
manufacturing and trading operations. The scale of local
entrepreneurship and the level of employment in SEDCO
assisted undertakings is shown in Table XI. The likely
" rate of future expansion at the small-scale level is

shown in Table XII.

1. Development Objectives and Targets for the Sector

The draft chapter for Swaziland's TNDP which relates
to manufacturing has established the following objectives:
e promoting rapid industrial growth in order to
raise incomes and employment, with special emphasis on

labor-intensive industries

e promoting tne development of local enterprisés
and management and to increase the participation of
Swazi nationals at all levels of the industrial sector

e achieving a greater measure of Swazi ownership
of indpstry

® establishing industries in the less developed

arzas of the country

137



TABLE VIII

SWAZTILAND

B U

ESTABLISHMENT OF ENTERPRISES STILL IN OPERATION, 1977

Deforo 1966 1968-1972 19731977 . Totgl

Xanufacturing

and Processing 17 10 26 53
Construction 3 2 1 6
Total 20 22 a 23

Sources Ministry of Industry, Mincs and Tourisn

TALE IX
VALUE ADDED IN MANUFACTURING AND PROJECTED GROWTH RATE

(Million Emalangeni)

Annual Growth
1971/72 1980/81 Rate 2
(In 1971/72 prices)

Food and Beverages 5.8 10.7 6.8
Sugar (4.1) (6.9) 6.0
Other (1.8) (3.8) 8.7

Wood and Wood Products 7.0 14.0 8.0

Other 0.9 2.5 12.0

- TOTAL 13.8 27.2 &2

Source: World Bank Economic Memorandum on Swaziland,
November 1975, p. 30.
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® obtaining maximum value from all local natural
resources, especially by raising the level of the stage
of processing in existing and future industries

® establishing export-oriented industries, pri-
marily those with a potential for markets outside the
southern African region

The specific targets for the achievement of these
objectives are the following:

® creating 6,200 additional jobs in industry, of
which 3,000 will be in the less developed areas and 3,700
will require government parastatal assistance (3,275
through NIDCS and 425 through SEDCO)

® developing the Nhlangano and Hgwenya industrial
estates and expanding the Matsapha industrial estate

e through SEDCO, establishing an additional 128
entrepreneurs whose annual turnover will reach more than
El million, to establish 4 new estates, and to assist
an additional 75 construction entrepreneurs

® creating a new trade fair ground near Matsapha
to replace the existing site at Manzini

® establishing a trade promotion body within the
Ministry of Industry

® ensuring the successful establishment of the Third
Sugar Mill and to bring its annual capacity up to 113,000
tons by 1983

The agricultural sector supports the vast majority

of the population and is given the highest priority in
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the Third Development Plan. Second priority is given to
health, education, and infrastructure supportiﬁg agricul-
tural development. Industry is given third priority.

The government parastatals, NIDCS, which will promote
medium- to large-scale industry (above K50,000), and
SEDCO, for small-scale enterérise below K50,000, are the
vehicles for encouraging industrial development.

2. Parastatals in Charge of Industrial Development

a. National Industrial Development Corporation

NIDCS is the main pérastatal in charge of
promoting and assisting investment in the industrial
sector. It does so by providing loans, equity capital
Or guarentees, factory buildings, liaison with other
agencies, feasibility studies, and management and tech-
nical advice. NIDCS promotes large-scale enterprises
whose capitalization exceeds K50,000. Since its estab-
lishment, the autonomous statutory body has supported
more than 31 undertakings, 26 of which are in the industrial
sector, and has invested about E7.5 million--E6. 4 in in-
dustry and El.1 million in the distributive business.

The major problems facing NIDCS are:
® insufficient management capabilityl
® under-capitalization of some of its industries
® promotion of capital-intensive industries
with low employment-generating capability
To achieve its industrial targets, NIDCS will
conce5£rate its efforts on encouraging vertical and

horizontal linkages to maximize the use of scarce natural
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TABLE X .
SWAZTLAND

NIDCS INUESTMENT PROGRAM

(in thousands of Emalangeni)

1978/19 1975/80 1980/81 1981/82 1982/83 Totad

Vortically Integrated Toxtito

Industry 650 135 2500 3500 - 8000
Tannory 400 €00 - - - 1 000
Vogotable Procossing Industry - - - . 500 1200 1700
Vogotable 011 Mill 825 1 500 675 - - 3000
Processing Industry for

Sugar Byproducts - - - 500 900 1 400
Coranic Factory 800 3 300 2 900 - - 7 000
asbestos Procossing - - - 600 800 1 400
‘Trctor Projoct .@50 250 - - - 500
Pro=Foasibility and '

Foasidbility Studios 50 150 150 150 150 650
Infrastructural Developocnt 200 200 200 200 200 1 000
Othor Projccts 4125 500 1000 1000 3000 9 625
Total 1300 185 1425 64% 6250 3523
of wkich NIDCS's financial

contribution 2250 5.2% 5 000 2000 5000 25500

Source: Ministry of Trade and Industry, Swaziland.
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resources and on attracting foreign capital to Swaziland.
NIDCS will provide financial assistance, factory sites,
and other services to prospective‘foreign investors,

(See Table X, Swaziland: NIDCS Investment Program for
a summary of NIDCS' planned %nvestment program.)

b. Small Enterprises Development Corporation

SEDCO, a subsidiary of NIDCS, is an inde-
pendent statutory body in charge of promoting small-
scale enterprise. It began operations in March 1970
and became a U.N.-assisted project in 1972. Prior to
SEDCO, most industry in Swaziland was owned and manned
by expatriates, whereas Swazis operated in the traditional
sector. SEDCO was established to bridge the disparity
between the two sectors and to promote the ownership of
industry by Swazi people.

SEDCO's approach is to create common service
workshops and provide technical egpertise to teach Swazi
entrepreneurs how to manufacture and market their pro-
ducts. Machinery can be leased or purchased by entre-
preneurs through SEDCO. In some cases SEDCO holds
equity shares in establishments using new technologies
and which will take a number of years to realize profité.
By 1977, SEDCO built ten small industrial estates sup-
porting almost 110 entrepreneurs. Employment had been
provided for 782 individuals (1,047 including SEDCO's
staff) at a cost of about E4,000 per job created, a

low figure by international standards. Since the family "’
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in Swaziland averages about seven persons, SEDCO entre-
preneurs supported an estimated 7,300 persong. (See Table
XI).

SEDCO has experienced several difficulties.
The number and size of industrial estates is limited.
Currently there is a long waiting list of potential entre-
preneurs whom SEDCO cannot accept due to a lack of space.
SEDCO can barely maintain existing facilities and lacks
resources to finance new projects. It has also experi-
enced difficulties in finding products suitable for the
area and the failure rate of SEDCO's entrepreneurs has
been high. Finally, SEDCO's entrepreneurs have been
unable to become self-sustaining at a satisfactory pace
due mostly to the problem of procuring suitable land for
small-scale industrial development.

SEDCO plans to increase its efforts to promote

small Swazi entrepreneurs during the Third Plan period.
(For a summary of SEDCO investment programs for the TNDP,

see Table XII.)

3. Constraints to Developing the Manufacturing Sector

a. Lack of Local Entrepreneurship

One major constraint is the lack of Swazi entte-
preneurs. Historically, the people of Swaziland engaged
in subsistence farming; cattle raising was given high
priority and the ownership of cattle was a symbol of
success. Previous Swazi noninvolvement in business

has contributed to a negative attitude among some
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TABLE XI

SWAZTLAND: SEDCO-ASSISTED ENTREPRENEURTAL DEVELOPMENT,
1973-1977

1973 1974 1975 1976 1977

Development of Entrepreneurs
Number of Entrepreneurs 57 60 65 100 112
Number of People Employed 237 337 395 512 535

Total Value of Goods
Manufactured (in thousands
of Emalangeni) 415 480 798 928 938

Assistance to Builders

Number of Entrepreneurs 12 4 2 9 19
Number of People Employed 200 380

Total Value of Construction
(in thousands of
Emalangeni) 260 174 100 500 1050

Financial Aid
Government and Donor 238 770 850 1015 700

Source: Ministry of Trade and Industry, Swaziland
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TABLE XII

SWAZTLAND: SEDCO INVESTMENT PROGRAM, 1978-19§2

Estate Expansion
Glass Works
Ruler Factory

Coat Hanger Factory

(in thousands of Emalangeni)

1978/79 1979/80 1980/81 1981/82 1982/83 TOTAL

290
65
11

6

Manufacture of Chains for

Bed Bottoms

Further Joint Venture

Projects
Land Purchase
Building Section

Commercial Loans

TOTALS

Source: Ministry of
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Swazis toward industrial activities and facilitated for-
eign ownership and control of a substantial portion of
such activities in Swaziland.

Swaziland also has inadequate numbers of quali-
fied Swazi administrators. ?hus a large number of ex-
patriates are involved in almost every private institu-
tion. An estimated 620 additional administrators and
technicians are required to run the country per year,
but only about 450 are being generated. University
graduates often do not qualify for certain management
slots because of insufficient training and business ex-
perience. There is a need for practical, on-the-job
management training.

b. Small Market Size

The domestic market is very small, consisting
of only about one-half millicn people.  The per capita
GDP of about $440 is fairly high compared to other coun-
tries in southern Africa. Neverthless, income is highly
skewed in favor of the modern sector which supports only
about 30% of the populationn.

The small size of the domestic market makes
it impossible to set up a wide range of manufacturing
production that could cater to the local market alone.
Thus, Swaziland must identify commodities with an export
potential. Swaziland has no natural comparative ad-
vantagg and most manufactured goods find few markets in

either the developed or developing countries.
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€. Southern African Customs Union

SACU is discussed in Part I of this appraisal
in terms of its impact on the region as a whole, however,
the specific effect on Swaziland in terms of its constrain-
ing effect on the marnufacturing sector will briefly be
outlined hefe.

In principle, the Customs Union provides
duty-free access for Swazi goods to the large market .6f
of South Africa. 1In fact, Swaziland's membership in
SACU has restricted the development of its manufacturing
sector as follows:

1) SACU, linking the underdeveloped economy
of Swaziland with the industrialized economy of RSA, has
perpetuated a pattern of polarized growth, a long-term
tendency for industrial growth to occur in the more de-
veloped economy of RSA.

2) It is unrealistic for a small country
like Swaziland to compete with the large industrial sec-
tor of RSA when it is acutely deficient in such supportive
areas as basic infrastructure, key natural resources,
capital, entrepreneurial talent, and skilled manpower

3) The "Infant Protection" clause of SACU
does not allow protection and frequently results in a
reéiprocal tariff. Such a policy prevents the benefits
of economic integration from taking place.

4) More important than all of the above,

RSA imposes non-tariff barriers to trade in BLS-manu-
factured goods to prevent competition with RSA-produced
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goods and Swazi manufacturers are subject to pressure from
South African industrialists. For example, in 1977 the textile
industry experienced pressure from RSA with respect to the
establishment of a textile factory. The Minister of In-
dustry and Trade tried to resolve the problem with his

South African counterpart, who accepted the Swazi view-

point, but also admitted that the South African government
could not ignore the textile lobbyists.

The fertilizer industry has also experienced
problems in its attempt to enter the South African market.
Although Swaziland Chemical Industries has gained only
about a one percent share of the R300 million/year
South African market, the fertilizer interests in RSA
see it as unneeded competition and have accordingly ap-
plied for a protective tariff of R50 per ton on nitro-
genous and phosphatic fertilizer imports. The South
African Railways, which controls transport outlets in
both countries, is also reported to have caused transport
delays.

d. Undercapitalization

A large number of Swazi enterprises are
hampered by the lack of capital. Buoyant market con-
ditions a few years ago made it possible for Swaziland
torestablish and operate companies at low liquidity levels,
but no capital was built up during this period, which
resulted in a number of failures.

In addition, Swaziland has not been effective

in attracting foreign capital and technical expertise.
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Endustrial incentives have been provided, however the
country has not been able to accord fiscal incentives

at levels similar to those RSA accords tc investors in

the Bantustans. Swaziland has attempted to attract foreign
businessmen by stressing its location and access to

the established market in RSA but business have been slow
to respond te this campaign.

Outside capital is very expensive in Swazi-
land . Poor infrastructure adds to the cost of estab-
lishing business, since investors sometimes must pro-~
vide the minimum infrastructure themselves, especially
in agro-businesses.

4. Markets

Besides its relationship with SACU, Swaziland has made
trade agreements with at least nine African countries,
yet trade among them has not developed to any significant
extent. Swaziland is also a signatory of the Lomé Trade
Agreement which provides an outlet for sugar and beef.

The potential for expanding manufactured exports
to other African countries is limited because most of the
countries have similar policies--trying to encourage manu-
facturing concerns to develop domestic and export markéfs.
Thus they are not apt to allow Swazi manufacturers to compete
with their products. There is a lack of information about
the type of Swazi-manufactured products that can be
successfully produced in Swaziland and marketed in black

Africa.
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Swaziland's major export markets are the EEC
and RSA, which take about 41.5% and 19.5%, respectively,
of Swaziland's exports. Approximately 94% of Swaziland's
imports, however, come from or pass through South Africa.
Swaziland is interested in iﬁbreasing its manufactured
exports to the developed countries as well as diversify-
ing the sources and destination of its imports and ex-
ports. Although it has some natural resources which are
exported to developed countries, it does not possess the
technical skills to process its natural resources into
finished products.

5. Political Perspectives

A settlement in Zimbabwe is not initially expected
to have a major direct impact on the manufacturing sec-
tor. The closure of the borders with S. Rhodesia has not
had a major impact on Swaziland since it had only limited
trade relations with S. Rhodesia prior to UDI.

Indirectly, a settlement in Zimbabwe might have an

impact on Swaziland's manufacturing sector if Zimbabwe
were to become an alternative source to South Africa
for manufactured commodities following the lifting of
sanctions. This could aggravate the balance-of-payments
si?uation in RSA and might encourage South Africa further
to prevent Swazi goods from competing in the South African
market. On the other hand, if a settlement in Zimbabwe

-

results in a resumption of transport ties with Mozambique,
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manufactured commodities now being imported from RSA
could be imported rfrom Zimbabwe via Mozambique.

A settlement in Namibia is not expected to have
a major impact on Swaziland's manufacturing sector.
Mozambique, Swazilaud's only other immediate neighbor
asidr~ from RSA has a radically different economic philos-
ophy from that of Swaziland which has acted to lessen
Mozambique~-Swaz.iland cooperatinn. The Declaration of
Intent for membership in the proposed ESAPTA has been
signed by Swaziland but the country would probably apply
for membership in this grouping only if such could be done
without losing its membership in SACU.

6. Other Donor Support in Industry

Several bilateral and international aid donors have
supported industry in Swaziland, in particular SSEs.
These incluse ILO, ir assoriation with UNIDO, the British
Overseas Development Mission (ODM), Irish Aid, DANIDA,
SIDA, Belgian Aid, Peace Corps, EDF, and the World Bank.

SIDA has been active in supporting SSE by providing
scholarships for training Swazi entrepreneurs in Sweden,
providing grant aid to start SSEs and supporting these
enterprises with regard to product planning, product
design, management, and training of local staff. The
Swédes also provide funds to finance joint ventures be-

tween Swazi/Swedish or other foreign small-scale entre-

preneirs with the aim of -transferring technical skills.
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Sweaen has also provided funds to finance the building

of small-scale industrial sites and purchase of equipment,
and has provided the expertise'of managers and techni-
cians.

British aid has made avdilable funds to SEDCO to
develop estates and to erect workshops. It has also
provided an expert and volunteers to staff the Building
and Estate Planning Sections of SEDCO.

DANIDA has finenced the post of an expert in cer-
amic and clay producte. The European Development Fund
has provided funds for training of SEDCO staff and entre-
prerieurs. The World Bank has approved a request by the
GOS for a loai. to SI'DCO c¢o finance new entarprises.

UNDP rovides international technical/industrial engineers
and designers.

There are historical, naturalz politicel, and eco-
nomic factors persent in Swaziland that mitigate against
the development of manufacturing. Given the existence
of certain factors which are beyond the control of Swazi-
land, donor assistance may be required to accelerate
industrial development. Areas in which donor assistance .
might usefully be channeled are summarized below.

1) Small-Scale Enterprises

One of the major constraints identified above
is the lack of local entrepreneurs. The GOS has placed
high ﬁriority on increasing the supply of Swazi entre-

preneurs in both the Second and Third NDPs.
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' Progress has been made in the promotion of SSE in Swazi-
land, and of all the countries surveyed by this study,
Swaziland has the most comprehensive, effective, prag-
matic, and successful program. The promoting institu-
tions' capital does not appear to be a major constraint,
although greater coordination and control is needed in
this area. Technical assistance is badly needed in
numerous areas of the program to strengthen SSE
development, including:

® Financing feasibility studies to determine
(1) which commodities should be manufactured by SSEs in
accordance with national priorities--utilizing indigenous
resources, increasing use of labor-intensive_methods,
promoting export capabilities, etc., (2) how these could
be stimulated by initiatives in related sectors through
identification of "enabling" enterprises (3) which
commodities should be manufactured for export within
SACU and to majority-ruled countries in Africa, and (4)
which commodities can be produced for Europe, Japan, the
U.S5., and in other developed countries.

® Financing and conducting studies to determine
the cost/benefit of Swaziland's membership in SAcu; éo
determine how Swaziland can make better use of the oppor-
tuhities afforded by SACU, to identify other feasible
groupings that might benefit Swaziland, both with and

without continued membership in SACU.
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. 2) Technical Assistance

Swaziland needs technical assistance in most
parastatal and promotional institutions to aid them to
develop accounting and financial systems, both for the
institutions themselves and for the small businessmen.
Technical assistance is needed in marketing and manage-
ment for both the institutions themselves and for small
businessmen.

SEDCO needs assistance to strengthen on-site
training. Currently SEDCO has only two expatriates and
one Swazi to provide such training. 7Tt is recruiting
another Swazi but one of the expatriates is leaving
this year.

SEDCO needs a technician to aid in product
identification and to conduct feasibility studies. UNDP's
funds were cut for this purpose and there is Swazi interest
in having USAID replace U.N. financing in this area.

SEDCO needs an industrial engineer to aid en-
trepreneurs to increase their productivity. Both SEDCO
and NIDCS need marketing assistance. It is recommended
that financial and technical assistance to the Marketing
divisions of both SEDCO and NIDCS be provided to help
market Swazi goods outside the country.

Finally, both SEDCO and NIDCS need technicians
to train their staffs. Donors might provide personnel

to train Swazi administrators in the industrial promotion

programs and provide staff fellowships.

154



3) Assistance to Attract Investors

Special emphasis should be placed on attracting
foreign SSEs to join in joint ventures with Swazi SSEs
to produce manufactured goods. Donor governments could
provide guarantees and/or give tax credits to private
investors who set up joint ventures with Swazi entre-
preneurs. Donors could also make low interest loans to small-
scale investors in joint ventures with Swaziland.

4) Training Assistance

There is a continuing need for technical and
managerial training to lessen the shortage of trained
Swazis in these areas.

Swaziland needs support to establish a business
training program to be geared directly to the needs of
the business sector. Currently expatriates are hired to
provide managerial and business skills. These services
could be provided by Swazis at a much lower cost if
adequate training provisions were made. Training could
be offered through the UBS or through special programs.

5) Capital Assistance

It is suggested that long-term loans with sub-
sidized interest charges be considered for 1oans to swazi
businessmen. This could be done in conjunction with the
joint-venture inyestments mentioned above. This could
also be carried out by guaranteeing loans for this pur-
pose provided by private banks in Swaziland which would
be especially geared to the needs of small-scale entre-

preneurs.
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SEDCO needs funds to help construct and‘equip
more industrial estates. Recently SEDCO had 110 appli-
cants applying for 15 sites, and the managing director
feels that the lack of adequate facilities is one of
their major constraints.

6) U.S. Trade Policies

The U.S. Sugar Quota for Swaziland is fixed at
2,000 tons per year. Recent studies at UBS and the Min-
istry of'Agriculture indicate that an expansion of small
holder sugar schemes could raise productivity and incomes.
Given the small size of the country and the interest of
the U.S. in assisting, in particular, states on the per-
iphery of South Africa, a modest increase in the sugar
quota could have disproportionately beneficial effects
on the Swazi economy. The AID Mission in Swaziland might
be requested tc prepare an analysis of the benefits likely
to result from an increase in the quota to various levels
so that policy makers in Washington could assess this
information against possible consequences for other areas

of the world that a change in the quota might represent.
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G; Zambia

The manufacturing sector in Zzambia is in a state of
depression. A lack of foreign exchange, due to the de-
cline in world prices of copper and to transport diffi-
culties in getting copper ore shipped to sea, has re-
sulted in a severe shortage of the necessary raw materials
and intermediate goods inputs to keep industry operating.
As a result, for the third consecutive year the index
of industrial production has declined. It is anticipated
that this trend will continue in the near future.

The manufacturing sector has been worst hit by the
foreign exchange crisis because Zambia;s manufacturing is
highly import-intensive. Severe restrictions on the
issue of import licenses and the deferred payment of for-
eign suppliers cause foreign exporters to lose interest
in exporting to Zambia. As a result, it has been axtremely
difficult for Zambian manufacturers to obtain the necessary
inputs to keep industry producing near capacity. The
high under-utilization of existing capacity has severely
hindered further development of Zambia's manufacturing
sector and has added to the already high rate of unemployment.

Zambia's manufacturing activities are performed by
para§tatals and by private initiative. The foreign ex-
chanée shortage has hit the private sector particularly
hardi The private sector dominates such industrial
brancheg as food, beverages and tobacco, textiles and

clothing, wood and wood products, paper and paper products,
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fabricated metal products, and machinery and equipment.
These are the branches which showed particularly serious
decline in output and employment. The average annual
growth rate for food, beverages and tobacco, for example,
fell from 15.7% between 1965 and 1970 to 0.8% between

1970 and 1976, and the average growth rate for textiles
fell from 17% to 8.8% for the same Years. (See Table XIII,
Zambia: Growth Rates in Manufacturing by Subsector,
1965-1976.) 1Indications are that the private sector tends
to be relatively more labor-intensive than the parastatal
seétor. The depressed state of the former sector further
aggravates the level of employment.

The parastatal Industrial Development Corporation
(INDECO) recorded a profit of K8.8 million in 1977, as
opposed to K339,000 in the financial year 1975/76. Profits
as a percentage of net assets after taxes had fallen to
-6.1%. (See Table XIV, Zambia: Growth and Profitability
of INDECO Manufacturing Activities, 1970-76.) This improved
performance was due to better management and control and
the closing of unprofitable operations in the group.
INDECO's profit records have been disappointing because it
has undertaken several ill-conceived operations which have
shéwn losses from inception. Some of these plants include
the Zambesi Sawmills, Ltd. and the Tambic Clay Industries,
Ltd.i In addition, INDECO has suffered losses as a result
of delays in launching several large projects which never-
theless continue to accrue interest payments and other

charges. The delays have been due to the late arrival of
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TA3LE XII1
ZAMBTA

GROWTH RATES IN MANUFACTURING BY SUBSECTOR, 1965~-76
(percent p.a.)

1965-70 1970-76 1965=~76

Pood, Beverages, and Tobacco ’ 15.7 0.8 7.6
Textiles and Wearing Apparel 17.0 8.8 12.5
Wood and Wood Products 18.5° 2.7 9.9
Paper and Paper Products, Printing

and Publishing 12.5 1.6 6.6
Rubber, Chemicals, Petroleum and

Plastic Products 19.5 21.4 20.5
Nonmetallic Mineral Products 3.4 -0.1 1.5
Basic and Fabricated Metals, Machinery

and Equipment 6.7 7.1 6.9
Total Manufacturing 11.2 4.8 7.7

Source: Statistical Appendig. Table 4.4.
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TBLE X1v

ZAMBIA

GROWTH AND PROFITABILITY OF INDECO MANUPACTURING
ACTIVITIES, 1970-76 11

1969/70 1970/71 1971/72 1972/73 1973/74 1974/7513 1975/76

Net Assets 16.6 43.5 123.1 190.5 187.8 87.7 100. 2
3 nln)

Tu!‘nover 66. 9 106- 6 197- 0 233- 9 255- 7 2050 1 29,0 7
(KX mln)

No. of Employees 5.3 7.7 17.2 18.1 20.3 21.5 22.3
(thousands)

Profits (after 21.3 12.1 10.3 7.5 . 9.8 3.5 =6,1
taxes) as I of-
Net Assets

J1  Includes Just those INDECO subsidiaries whose primary activity is manu-
facturing.

{2 Decline in assets due to reorganization mainly iovolving the transfer
of companies {n the energy field from INDECO to the National Energy
Corporation.

Source: INDECO Annual Report 1973/74, 1974/75 and 1975/76.
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equipment, partially caused by back-ups of port facilities.

 Plans are currently underway to expand Nitrogen Chemicals
of Zambia, Ltd. and both sugar cane production and Zambian
Sugar Company, Ltd. and a steel mill is being considered in
Solwezi. It has been argued that the latter project is more
prestigious than economic in nature. The sugar factory is
scheduled to be completed in 1978. A new maize mill is planned
for 1978/79. All of the above Projects are capital-intensive,
in keeping with Zambia's past industrial development policies.

In the event of some economic recovery, the private

sector may show some willingness to expand existing, or estab-
lish new, enterprises as a result of the New Industrial
Development Act of 1978 which is to provide more incentives to
private investors. Some new licenses have been issued to
small- and medium-scale enterprises.

1. Policy Objectives

In 1977 a separate Ministry of Industry and Trade
was created to pay closer attention to industrial development.
The main duties of the new ministry were to handle all admini-
strative and policy matters relating to manufacturing, to
control the functioning of INDECO, to foster industrial
cooperation, and to accelerate the growth of rural industry,
while minimizing a negative impact of industry on the environ-
ment.

The Industrial Development Act was passed to provide the
mechanism to foster industrial development by providing
assurances and incentives to all investors, private or para-
statal, domestic or foreign. It encourages joint ventures
between Zambians and foreigners, relaxes control on expatriation

161l



of profits where feasible, and provides some assurances
against nationalization, although it can be argued not
enough.

The objectives for the manufacturing sector as set out

in the Second National Development Plan (1972-1976) are as

follows:

° fuller utilization of existing capabilities

° import substitution of food Products and other
consumer goods, certain intermediate and capital
géods

° further processing of raw materials originating
from agriculture and mining

° encouragement of small-scale industries in rural
areas

° encouragement of labor-intensive industry

Associated policies for the mznufacturing sector for

Zambia are keyed to:

) encourage import suvpbstitution
° support labor-incensive industry
o encourage- industry based on the utilization of

local raw materials

° encourage export-oriented industries

o set up export promotion boards

° encourage investment in manufacturing in depressed
areas
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Zambia Industrial and Mining Corporation, Ltd.
(ZIMCO) is a central government holding company whose
board is chaired by the President of Zambia. 2IMCO
operates both through directly controlled operating
companies and through a series of subsidiary holding
companies, each with its own group of operating com-
panies. INDECO is responsible for the manufacturing
sector.

In spite of Zambia's intention to gain greater con-
trol over its own economy, the private sector controls
58% of total manufacturing, as opposed to 36% for govern-
ment-controlled parastatals. Nonetheless, the public
share of manufacturing will probably increase due to the
reluctance of foreign private investors to set up new
ventures. Much of INDECO's activities in manufacturing
take the form of joint ventures with foreigners. INDECO
has also taken over foreign businesses that were deemed
in the national interest. This policy has served to dis-
courage foreigners from investing in Zambia, despite the
fact that Zambia has always negotiated with the companies
in question and provided compensation.

Lately the government appears to be reversing its.
policy and has bequn to favor private enterprise. The -
Industrial Development Act attempts to grant more certainty
to p;ivate foreign investors by creating a more favorable

climate .toward foreign investment and spelling out govern-

ment's policy toward nationalization. The new Act can be
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criticized for not giving enough assurances and guarantees
for foreign investors, and the government's position on
takeover of private business is still vague.

2. Constraints to Developing the Manufacturing Sector

It would appear at first sight that therxe are several-
factors that‘should encourage manufacturing in Zambia. It
inherited after independence a rather concentrated urban
population in the Copperbelt region and along the line of
rail. The wage rates have been fairly high as a result of
lucrative mining activity. Its landlocked position offers
it‘natural protection from imported goods, and its relatively
large population (5 million), when compared to other coun-
tries in southern Africa (apart from South Africa and
Mozambique) has served to Zambia's advantage. Nevertheless,
the development of manufacturing activity in Zambia has
been disappointing.

a. Lack of Foreign Exchange

Zambia's financial position is in a state of
crisis due to the decline in the price of copper, the
single commodity that traditionally has accounted for more
than 90% of total export earnings. Zambia has failed in
its attempt to reduce its dependence on copper and to
spfead economic development to such other sectors as
agric¢ulture and industry. 1In the past Zambia has used
its garnings from copper to finance education, infrastruc-
ture, and industry. The industries fostered were highly

capital-intensive, with high imports of raw materials and

164



intermediate goods, ever increasing quantities of which
are necessary for industry to expand. In addition, the
"import-substitute-at-any-cost" policy of Zambia has re-
sulted in lagging growth in industrial employment.

b. Lack of Skilled Manpower

Zambia's manufacturing sector is also constrained
by a shortage of entrepreneurship and skilled technical
and managerial manpower. In spite of the relatively high
degree of investment in education since independence, Zambia
has failed to provide the number and quality of trained
.upper-level manpower to staff modern industry. University
education has expanded considerably since independence and
the number of Zambians educated has consequently been sub-
stantially increased. Nevertheless, the quality of education
needs to be improved.

c. Industrial Policy

When after 1975 the price of copper fell by 12-15%
and Zaﬁbia's foreign exchange earnings dropped, it became
apparent that past industrial activity did not suit the
country's resources. Zambia's industry has depended too much
on imported raw materials, spare parts, and intermediate goods.
The Zambian experience only confirms the view that a policy
- of import substitution based on imported raw materials provides

unstable development.

The Government of Zambia has also frightened away
potential investors by creating uncertainty over its economic
philosopﬁy. In terms of actual programs carried out, Zambia

has not done much more in the state sector than many other
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developing countries. Nevertheless, Zambia has articulated
its philosophy ("Humanism") to a greater extent than some
other éountries. Thus, GRZ has created an atmosphere of
uncertainty concerning investment policy. Zambia has bought
51% of the shares of a number of larger firms, which has had
adverse consequences for private investment.

GRZ frequently makes policies but fails to support them
with specific policy programs. One sometimes gets the impres-
sion that the GRZ confuses policy announcements with achieve-
ment of the desired objectives. As a result, confidence in
the government's ability to carry out desired change has been
undérmined.

d. Insufficient Suitable Resources

Most of Zambia's mineral activity has been in
copper exploitation. In addition to copper, Zambia possesses
lead, gold, iron ore, and zinc. There is also uranium
potential in Zambia. Government policy has not actively
supported the development of other mineral-base industries
in Zambia.

With few exceptions, Zambia's agricultural sector has so
far failed to realize its potential and provide an agricul-
tural commodity base for agricultural processing enterprises.
By independence in 1964 Zambia already had a greater urbaﬁ .
poéulation, concentrated along the line of rail, than did
many ‘other countries in the region.

zambia's favorable balance of payments, moreover, made

it easy to import food. Thus, although government priorities
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have been supportive of agriculture, policies frequently have
had the opposite effect. Zambia could produce.enough food
not only to feed its population, but also to provide a surplus
for export. Currently the country produces sugar, wheat,
cotton, maize, tobacco, and timber; however, present produc-
tion levels of these commodities contribute only a small
percentage of GDP.

In spite of Zambia's past failure in agriculture, it has
good potential for agribusiness centered around dairying and °
food processing. 1In recent years the country has experienced -
much success in maize, cotton, and dairy production by raising
" producer prices. Cotton output increased 130% last year when
cotton prices were raised above world prices.

e. Inadequate Promotional Organization for SSEs

The Rural and Commercial Industries, Ltd. (RUCOM),
a subsidiary of INDECO, is in charge of fostering SSE and
commercial ventures in the rural areas. There is no pro-
motional organization for SSE in urban areas. RUCOM's
aim is to provide capital assistance, technical know-how,
and management experience to rural entrcpreneurs. The
approach is to set up rural-base industries and to run them
for two years and then turn them over to Zambians. RUCOM
rents workshops to entrepreneurs and provides technical
~ information on production, marketing, and management skills.
RUCOM will also aid entrepreneurs to import machinery and to
make loans from banks and will help them %o obtain import

licenses,
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The basic objective is to reduce urban migration by

increasing employment opportunities in provicial areas.

RUCOM specializes in agro-based industries centered around

the processing of food. 1In addition to food processing,

RUCOM has helped entrepreneurs produce school furniture and
other wood-base industries, bicycles and some component parts
of bicycles, bleached beeswax, metal products such as water
pumps and windmills, ox-drawn carts and implements, house doors
and windows, and leather products.

Because of high transport and utility costs and the high
initial start-up cost of rural industry, RUCOM cannot maintain
its operation without continual subsidies. RUCOM receives
financial support from the govermment, but this support has
been substantially reduced because of the country's present
financial crisis.

In recent years RUCOM's operations have not met with

much success, primarily because of:

° poor management of activities

® limited demand for output manufactured

) constrained capacity of some units

° irregular supplies of inputs

) high transport cost

[ insufficient technical and professional personnel
] low profile of RUCOM in the INDECO structure

To improve its future operations, RUCOM is undergoing
reorganization. To achieve this, RUCOM will identify operations
which are ;conomically unprofitable even under a healthy
economy and close them. Efforts will be made to identify pro-

fitable units to develop. In addition, RUCOM will provide more
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advisory services, carry out project feasibility studies, and
provide more training in accounting, technological design, and
marketing.

f. High Cost of Production

Zambia's manufacturing has been constrained by the
high cost of production and the high cost of the finished
product. The rate of inflation in Zambia exceeds that in most
of the neighboring countries, which is one reason why Zambia's
manufactured exports are uncompetitive. In addition, Zambia's
manufacturing has been designed primarily to satisfy the
domestic market, which confines the level of demand to a total
population of about 5 million, which reduces the ability of the
economy to take advantage of economies of scale.

To aggravate the cost problem, Zambia's manufacturing
sector is highly dependent on imported raw materialsl/and in-
termediate inputs, the cost of which has rapidly increased
because of high transport costs and transport difficulties,
price increases in the world market in general, relatively
high modern sector wages, and because of the difficulties in
obtaining supplies due to Zambia's foreign exchange problems.

g. The Geopolitical Context

Zambia is the only landlocked country which has.

eight surrounding neighbors. Of these eight, at least five

1/For example, some companies contribute little added value to

~ imported items which are to be assembled in Z2ambia (e.g.,
Fiats). Thus the employment elasticity of value added is
quite 1dw. :
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have recently gone through--or are in the process of going
through--major political and economic changes. Zambia has
taken a stand in favor of black-majority rule in southexn
Africa, supports nationalist movements, and is one of the so-
called "front line states."

Zambia's political and geographic position has had a
negative impact on her economic development. With the closure
of the border with S. Rhodesia in 1973, Zambia's principal
outlet to the sea was interrupted and the process of finding
an alternative route has been costly and inefficient. Since
UDI Zambia estimates total losses at more than 1.5 billion
Kwacha.

Vital imports of raw materials, capital equipment, and
spare parts are backed up at Dar es Salaam. The port is not
large enough or efficient enough to handle all of thé freight
passing through it. In many cases importers have had to wait
for months, or even up to a year, for shipments to reach
Lusaka from the coast.

Such delays not only increase costs but severely hinder
industrialization. This is especially a problem as a result
of industrial dependence on imported inputs. Consequently,
industry is currently operating at only 30% of its capacity.
A wheat processing plant, for example, had to close down
completely for lack of wheat imports, resulting in a shortage

of bread throughout the country.

h. Transport and Telecommunications Constraints

“As noted above, the geopolitical position.of Zambia

has exacerbated its transport difficulties to such an extent
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that Zambia was compelled to reopen its border with S.
Rhodesia in October, 1978 for the import of fer;ilizer and the
export of copper via Rhodesia Railways and South African
Railways. The effect on manufacturing will primarily be to
ensure that Zambia is able to plant and harvest a relatively
normal size crop of maize and less important crops which can
then be milled and processed in Zambia in those areas where
this capacity exists. 1In effect, reopening the border has the
immediate result of slowing the rate of economic deterioration.
Because of its categorical nature, the reopening probably will °
have few implications for manufacturing outside agro-industries
énd copper related enterprises.

More promising for Zambia was the announcement on
November 6, 1978 by Angola that the Benguela Railway had re-
opened. The line from the Zambian Copperbelt through Shaba
Province in Zaire to the port at Lobito Bay has historically
been vital to Zambia and Zaire's copper industries. It remains
to be seen how efficiently the port and railway are managed,
how heavy the backlog of goods may be in Lobito and whether
the line is now secure from attacks from anti-government groups

in Angola.
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Although transport infrastructure continues to be a
constraint on Zambia's development in many sectors, 1/ the
more critical problem has been the efficient management of
existing infrastructure and the uncertainty of the permanency
of routes. For example, the Benguela Railway has been opened
and closed repeatedly because of-upheavals in Angola, the
route to Mombassa has been closed with the closure of the
Kenya-Tanzania border, the route through S. Rhoslesia was
closed from January 1973-October 1978, and the routes through
Malawi and Mozambique (via Tete) were subject to closure in
thelrainy season since roads were unpaved in sections. In
addition, existing infrastructure is poorly utilized: the
turnaround rate of trucks transporting goods on the Great North
Road to Dar es Salaam has been low, port congestion has caused
goods to perish and the Lusaka telephone system is estimated
by Zambia to operate at 15% efficiency. Import license re-
strictions, manpower shortages and other constraints are in
themselves formidable. When transport problems of this
magnitude also exist, it is easy to understand why Zambia's
manufacturing growth rate has shown a continuous decline in

the 1970s.

1/ - Zambia will benefit from the paving of the route to Malawi
which is nearly completed (the route will remain less
competitive since gmods are shipped from road to rail to
sea but the difference in cost should be reduced), paving
of the Katete-Tete route (which is more direct via the
Great East Road to Katete and then south through Tete to
Beira) and paving of the route from Botswana via Kazungula
(this-should earn revenue for Zambia railways eventually
which could carry goods for Botswana, however, the inef-
ficiencies of Zambia Railways, conflict at Kazungula
between Zambia and S. Rhodesia and the added burden of even
more goods clogging existing systems will probably make
this more of a problem than a benefit for Zambia for some
time to come). 172



3. Political Perspectives

An internationally recognized settlement in zimbabye
will be welcomed in Zambia as it would:

° reopen the shortest route to the sea via Beira
without qualifications,

) enable Zambia to buy intermediate goods and raw
materials from Zimbabwe which has a more developed
capital and intermediate goods sector

(] permit the importation of consumer goods from
Zimbabwe at lower transport costs

® facilitate the recrvitment of foreign technicians
to help manage its manufacturing concerns (many are
obviously reluctant to work under conditions of
economic hardship and military attack from S.
Rhodesia).

If trade is to develop between Zambia and Zimbabwe in a
meaningful way, Zambia must also export commodities and begin
to overcome its foreign exchange problems. Currently Zambia
doesn't have much to export aside from copper. Zambia has
developed its consumer goods industry fairly substantially
since independence. 1Its production costs are high, however,
probably higher than in Zimbabwe. Thus, Zambia's manufactur-
ing sector will probably be at a disadvantage and may require
tariff protection for its infant industries.

If the status quo is maintained, Zambia will have to

improve alternative outlets for her goods. Zambia is currently

planning to develop a road link from Lusaka to Angola which

would link with the Benguela railroad in Angola.
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Zambia has supported the independence movement in
Namibia. A settlement in Namibia could lead to new routes
through Botswana to Walvis Bay. (For furtlker discussion see

the SADAP Transport Study.)

4. Regional Cooperation
| During the colonial period Zambia was a member of

the Federation of the Rhodesias and Nyasaland. The British
developed mostly Zambia's (then Northern Rhodesia) mining
sector and dgpended on Southern Rhodesia to provide Zambia
with consumer and capital goods. Consequently, most of the
industrial activity in the Federation teook place in Southern
Rhodesia. Industrial growth became polarized in the Federa-
tion, to Zambia's disadvantage. As a result, Zambia may feel
obliged to examine closely any schemes for regional cooperation
with an independent Zimbabwe or any of the other countries in
southern Africa. Nevertheless, Zambia will probably be
willing to cooperate in strategic areas for the Zambian
economy, especially transport and communication.

Zambia is also seeking EEC aid to use Lake Tanganyika
to strengthen links with Zaire, Tanzania, and Burundi.
Zambia hosted the ECA Conference to discuss establishment of
ESAPTA and signed the Declaration of Intent and Commitment.
A Preferential Trade Area is a weak form of economic integra-
tion, however, it represents a recognition of a need for greater

regional cooperation.
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5. Recommendations

a. Policy Changes

If Zambia desires greater local and foreign
private investment, it may need to reassess its policies
toward private investment to create a more conducive
investment climate. Donor assistance can then play a
supportive role in stimulating development from this
source in the manufacturing sector. 3Such policy changes
could involve:

® a clearer statement of government's inten-
tions to encourage private investment.

[ further government efforts to make parastatal
industries more efficient.

[ measures to stimulate an increase in agri-
cultural output and exports to provide alternative
sources of foreign exchange and reduce dependence on
copper.

° actions to maximize utilization of existing
capacity. Policy priorities have to be more specific
with regard to sub-sectoral priorities for manufacturing
development. Import licenses for raw materials, inter-
mediate goods, and spare parts must then be allocated
to assure priority areas a continuous supply of resources.

[ Encouraging labor-intensive industry that
utilizes domestic raw materials.

o Encouraging intermediate goods industry to
replace imports and increase sectbral linkages.

° Providing necessary incentives to attract

foreign capital.
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. Encouraging SSE, using local raw materials.

® Encouraging a regional distribution of indus-

b. Financial Assistance

Despite IMF, U.S. and other donor aid, Zambia
continues to need funds to finance imports of capital and
intermediate goods and spare parts which are required to
keep industry operating at its current level. As mentioned
earlier, the manufacturing sector is declining because of
a lack of imported inputs to produce commodities. For
example, Dunlop Tires of Zambia, Ltd. was forced to shut
down due to a lack of foreign exchange to buy needed inputs.

Zambia also needs both financial and technical aid to
support small- and medium-scale industry, both in the urban
and rural areas. As noted above, there is no promotional
organization for small-scale urban enterprise and RUCOM's
performance in rural areas has been disappointing.

c. Financing and Carrying Out Feasibility Studies

Zambia also needs assistance in carrying out

feasibility studies for potential investors to determine
the nature and scope of manufacturing that can take place
in Zambia using domestic resources. Special attention should
be given to exploring manufacturing activity with export
capability.

Zambia needs to identify and manufacture commodities
which can be exported to Zimbabwe when trade is re-established.

Zambia also needs to determine its potential comparative

advantage with Zimbabwe in manufacturing.
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a. Technical ASsistance

Zambia is severely short of trained managers
ard industrial technicians to staff its current industry
and needs assistance jus{ to keep the economy;functioning
at the current level. Some foreign technicians have left
either because of apprehension over political instability
in the area or because of the inability to repatriate

enough of their incomes.

e. Training Assistance

Some years ago Zambia launched a program of
Zambianization to replace foreign technicians and admini-
strators with Zambians. This program has met with limited
success in the manufacturing sector. Even where Zambiani-
zation has taken place, the lack of experience and training
of Zambian businessmen has often resulted in very inef-
ficient operations.

It is recommended that an Institute for Management
and Business Training be located at the University of
Zambia or at the ILO assisted Management Development Center.
Zambians might also be provided with scholarships for

advanced training abroad.
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H. Southern Rhodesia (Zimbabwe)

| In 1976 the manufacturing sector provided 22%
of S. Rhodesia's GNP, the highest percentage for manu-
facturing of any African country, apart from South Africa.
Gross manufactured output in 1976 totaled R$1,382.6
million and paid R$244.4 million to employees in the
manufacturing sector.

The major manufacturing subsectors in 1976 were
metals and metal products (24%), foodstuffs (23%),
textiles, and chemical and petroleum products (both 12%).
in addition to consumer goods, Zimbabwe prbduces capital
and intermediate goods. The'manufacturing sector is
farily well integrated with other sectors of the economy.

Due to the limited size of the market, there are few
large-scale operations in the manufacturing sector. 1In
1972 about three-fourths of all firms empioyed less than
100 persons while only twelve had more than 1,000 employees.
In 1968 about 68% of all manufactured goods were produced
by only one firm. Such a monopoly structure, according
to Waller, 1/ leads to "high profits, high prices, declining
guality and poor service" while most were too small to

realize many economies of scale.

1/ Forr more detail see Peter Waller, "The Econqmy of Co.onial

~  gZimbabwe," (Berlin: German Development Institute, Dec. 1977),
pp. 77-84;: See also, M. Dobert, "Transition in Southern
Africa: 2imbabwe," (Washington: USARID, Feb. 1977), pp.
35-43 and G.M.E. Leistner, "Rhodesia: Economic St::cture
and Change," (Pretoria: The Africa Institute, 1976), pp.

120-135.
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| The manufacturing sector is highly concentrated in
Salisbury and Bulawayo with 48.2% of industry in the
Salisbury area and an additional 27% around Bulawayo as

of 1972. Government policy to diversify geographically
has met with limited success. Salisbury's manufactures
are concentrated in consumer.goods (food, beverages and
clothing) whereas Bulawayo contains the Rhodesian Railways
workshops and a rubber factory. 1Iron and steel and their
subsidiaries are located at QueQue as is a fertilizer plant,
Gwelo is the center for shoes, textiles and ferro-chrome
while Umtali is the center for wood processing.

Domestic capital dominates wood processing while
foreign capital is crucial in the food and beverage in-
dustries (chiefly British and South African). Tobacco is
dominated by Rupert Tobacco of South Africa and Imperial
Tobacco of the U.K. Lonhro is involved in textiles and
South African capital has invested in nitrogen fertilizers
after UDI.

The construction industry is reported to be in decline
with approved building plans worth R$112.8 million for
1973 reduced to only R$60.7 million in 1976. This reflects
a reduction in plans for industrial and commercial build-
ings and for high income dwellings. 1In 1976, construction
agcounted for 5% of African employment. By comparison,
manufacturing empinyed 14.1% in the same year.

The rapid growih of manufacturing may be due to

several factors, wnich are summarized below.
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) Prior to 1965, colonial Zimbabwe expgrienced
considerable industrial growth in iron and steel and cotton
textile industries. Already by 1945 colonial Zimbabwe's
manufacturing sector accounted for 12.5 perceht of GDP.

[ During the 1950s QeaVy investment from the U.K.
and South Africa and a skilled minority European popula-
tion further expanded and helped to diversify the manu-

facturing sector.

e  Colonial Zimbabwe became part of the Federa-
tion of the Rhodesias and Nyasaland in 1952 with the now:
'independent Zambia and Malawi. This increased the market
size for colonial Zimbabwe's manufactured exports and

resulted in unprecedented prosperity, largely at the

expense of its partners. The Federation was dissolved
in 1963.
° In 1965 colonial 2Zimbabwe declared a unilateral

Declaration of Independence (UDI) and the U.N. imposed
economic sanctions against it. In some respects sanctions
have done more good than harm by stimulating import sub-
stitution, there was wholesale sanctions evasion by a
number of firms from most of the major industrial countries
whiéh aided this process and there was considerable assis-
tance from RSA. The government provided high protection
for new enterprises, imposed exchange controls and placed
restrictions on the repatriation of dividends and capital

on firms not originating in Rsa.
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1. ~ Constraints to Manufacturing in Post-Independence Zimbabwe
Principal constraints are likely to include the following:

] Manpower Shortages. Regardless of the type of

settlement which is eventually achieved in Zimbabwe, some skil-
led whites are certain to leave - and indeed many are already
leaving. A majority rule government will be under pressure to
promote Zimbzbweans as rapidly as possible. Although Zimbabwe
is significantly better off than were its neighbors at the time
of independence in terms of the numbers of skilled and educated.
Africans 1/ available for more responsible positions, the
economy and civil service are also more highly differentiated -
and will require greater numbe-s of skilled personnel. Zambia
and Botswana at independence, ror.example, had virtually no
manufacturing sectors whereas Zimbabwe has a list of several
hundred firms producing everything from abbatoir equipment to
zip fasteners.

In the event that a new government seeks to achieve a
rapid transformation of the structure of the economy in order
to redirect it toward the needs of the majority African popu-
lation, the white exodus is likely to be rapid and virtually
total. The white population has steadfastly refused to yield
its privileged status. Under these circumstances the need for
manpower training and the temporary recruitment of foreign

technicians will be critical. Even a government which attempts

1/ Zambia  at independence had about 100 university graduates

~  and about 1,200 secondary graduates while Botswana and
Mozambique found themselves in similar circumstances.
There are several thousand Zimbabwean graduates abroad who
have received an education through refugee scholarship
programs and there are also more educated and s<illed
personnel inside Zimbabwe than was true of nearby states.
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to retain a portion of the white population and promote
Africans gradually will most likely place top priority on
manpower development.

° Competitiveness. The artificial environment created

by international sanctions has stimulated the diversification
of the manufacturing sector. The expansion of the sector was
primarily import-substituting and did not occur in the context
of international competition.® new government under relatively
free trade conditions may find that some of these enterprises
are uncompetitive. As a consequence, government may be forced
to decide whether they should be subsidized to preserve jobs
and the "independence" of the economy or whether it is prefer-
able to allow some to collapse once cheaper imports are avail-
able. The effect of an end to sanctions, at least for some
firms, may ironically be to result in their demise. On the
other hand, with the retention of adequate skills the manufac-
turing sector may be able to adapt to new circumstances and
reach a regional market now supplied from further away.l/

) Transport. Zimbabwe is located at the center of the

regional transport system, however, there could be transport
constraints for the manufacturing sector if efficiency should
decline with the departure of skilled white personnel. 1In.
addition, the system will require modernization and new equip-
ment s}nce some was seized by Mozambique when the border was

closed with Zimbabwe and others are simply worn through years

1/ For an assessment of the competitiveness of the sector

see "Rhodesian Manufacturing and UDI, " by Richard Porter
and J. Sherman (University of Michigan, October, 18976),
24 pp.
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of use in a period when sanctions made it difficult to obtaih
spare parts and new equipment of this sort.

Efforts to develop small scale industries in the so-called
Tribal Trust Lands will be constrained by transpo?t problems
since most roads in these areas are unpaved and other infra-
structure has been neglected by the minority government.

[ Government Policies. Policies may stimulate or

constrain manufacturing depending upon the priorities of the
new government and the type of economic structures desired.
Private foreign investment may be welcomed or shunned, the
State may play a dominant or minimal role in the sector,
iocal individuals may or may not be given incentives to
establish enterprises in the sector. An assessment of these
factors must obviously await the establishment of a majority
rule government.

™ Political Considerations. The nature of Zimbabwe's

relations with its neighbors will also affect the performance
of the manufacturing sector. 1If the border should be closed
with South Africa, Zimbabwe still has adequate outlets to the
sea through Mozambique, however, these routes are lik;ly to

be carrying a great deal of Batswana and Zambian goods as well.
This could quickly lead to congestion of the dimensions.of

Dar es Salaam. From a purely economic standpoint, obviously,
£he preferred situation would be to have access to all routes
and to‘use them in an efficient manner based on cost factors.

2, The Character of the Labor Force in Manufacturing

In the overview presented as Part I of this report, a

primary objective of manufacturing sector development for the
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countries of the region was defined as employment creation
and the resultant beneficial effect of income upoﬁ the employee,
his family and friends who may be wholly or partially dependent
on the employee's income and the society as a whole which may,
through proper government policies, expect economic growth
with increasing equity. In contemporary Zimbabwe and the
Zimbabwe protrayed by the statistics available for the past
few years, however, manufacturing had as its principal aim to
support the minority government in its efforts to defy United
Nations sanctions by rapidly establishing import substitution
industries and ensuring the perpetuation of white minority
domination. In this context, it is not surprising that the
welfare of African workers in manufacturing as in other sectors
of the economy have been grossly neglected while racial dis-
crimination has served positively to hinder African advancement.
As mentioned in section one above, skilled manpower
shortages among Africans will represent a key constraint upon
the sector once independence is achieved. Large-scale train-
ing efforts will, consequently, be required. Kowever, in
addition to this predictable problem and even more predictable
suggestion for its amelioration, numerous other changes will
be required in what is usually referred to as the "structure™
of the economy. Structural changes are required if the
sector, is to serve the interests of the African majority and
those employed in the sector are, finally, to receive a fair

return fog their labor.
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If the experience of neighboring states and other develop-
ing countries with similar characteristics are‘any guide, one
could reasonably expect significant state involvement in the
sector (as is the case now) but for the purpose of_ achieving
substantially different objectives. From this perspective,
it may be useful to examine briefly the character of the present
labor force in the sector as a guide to the types of structural
changes which may logically suggest themselves to a new govern-
ment. Such changes would be likely to form the basis for a
post-independence manufacturing policy which, in turn, should
"offer guidance to donors with respect to areas for continued
analysis during the present struggle for Zimbabwean freedom.

In 1972 L/ there were 112,600 African employees earning
an average wage of R$527 per annum in the manufacturing sector
making it the third largest sector in terms of number employed
and the seventh highest in terms of wage levels. Only agri-
culture (338,200) and domestic service (120,100) employed more
Africans in the wage sector ranking thirteenth and twelfth
respectively in terms of wage levels. There were 21,250 Euro-
peans, Asians and Coloureds employed in the sector during the
same year earning an average of R$4,160 or about eight times
the average African wage. This is less than the ratio of wages
" overall which in 1972 stocl1 at 1:11 and had remained relatively

constant for the previous ten years.

1/ Statistics for Zimbabwe are, unfortunately, frequently more

"~ dated than for other areas since the present regime regards
much data of this type as restricted for national security
purposes. All wage data includes a cash valuation of pay-
ments in kind added to the cash wage.
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Living standards are even more widely divergent because
a highe} proportion of white households have working wives,
there are usually fewer dependent children and whites have
access to the best schools, clinics, and other social services.
Comparative U.N. statistics have indicated that Zimbabwe has
the most extremely skewed income -distribution pattern of any
country in the world. Importantly, this is not the result of
accidental differences in productivity or skills but can be
traced directly to the history of racial exploitation practiced

1/

and institutionalized by the white minority government.=

A majority rule government will immediately be faced with
demands for pay increases by African workers and by demands
fér the establishment of new pay scales and new standards for
determining wage levels. The causes of differential produc-
tivity noted below in the footnote will require prompt remedy.
Fundamental alterations in educational expenditures, acces-
sability to vocational training, the system for determining who

is promoted and the identity of the decision-makers in this

1/ Peter Harris in his study of Black Industrial Workers in
Rhodesia has enumerated the sources of differential produc-
tivity and their conscious policy characteristics on p. Il
as follows: Whites earn more than blacks not simply because
they produce more, but (a) because historically determined
wages structures have established "traditional" levels of
wages deemed "appropriate" for each racial group, (b) be-
cause per capita input into education is grossly unequal,
(c) because blacks are restricted both legally and informally
from access to vocational and apprenticeship systems (legal
discrimination was reported in the press to have been
abolished in late September, 1978 but the major impediment
has been the systems set up and the whites involved in this
who keep blacks out), and (d) because promotion of blacks is
often hampered by white prejudice and the hostility of white
staff who refuse to be supervised by blacks.

186



process will need to be altered radicaliy and government will
likely be obliged to conduct a publicity campaign to break
down surviving colonial assumptions about "proper" wages for
different categories of personnel and the way this is linked
to productivity and other factors.

Among African employees in the manufacturing sector,
32,747 were employed in Salisbury and 25,901 in Bulawayo in
1969 for a total of about 55% of this group resideat in the two
cities. Until at least 1974 the minority government's policy
was reported 1/ to be to increase the concentration of indus-
trial activity in a few centers. By the end of 1977, it was
reported 2/ that the government had décided to diversify the
placement of manufacturing enterprises. Consistent with the
policies of many other developing countries, a new Zimbabwean
government will be likely to wish to diversify the distribution
of manufacturing enterprises further in order to spread employ-
ment opportunities more evenly throughout the country, reduce
migration from rural areas tc a few urban centers and foster
more balanced national development. Government may wish to
consider incentives for investors who locate new enterprises
in areas which are underrepresented at present.

To protect unskilled or semi-skilled Europeans from com-
peting directly with Africans at wage levels applied to Africans,
certain jobs were "reserved" at "European" salary levels to
insure continued white living standards above Africans even

when there was no discernable difference in skills or when an

1/ Harris, p. 14.

2/ Waller, p. 81.
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African was actually more skilled. Although the number of
semi-skillei Europeans is small, jobs were re2served in lower
level civil service positions, on Rhodesian Railways and in
other statutory bodies. With blacks in the early 1970s and
before employed as machine operators, welders, drillers,
painters, drivers, accounts clerks, etc., with greater.
opportunities for black advancement in manufacturing in the
past few years as they have displaced whites called up for
military service and with the progressive collapse of the
minority government, it is likely that the new government will
guickly abolish any vestiges of reserved jobs systems and en-
force equal pay for equal work. This simple principle may have
implications for the economy of a more complex nature. Rather
than deciding to pay, for example, all African account clerks
at the level previously reserved for whites, it will probably
be necessary to establish a new salary structure reflecting
what the economy can sustain since there are far many more
African than white account clerks.

The problem of unemployment is a vexing one in most develop-
ing countries and the concept often requires elaborate defini-
tion if it is tob> meaningful to a country with a large
proportion of its population outside the wage sector. For
Zimbabwe, restricting concern for this question here to the
wage labor of the manufacturing sector involves the livelihood
of ovér 100,000 persons and probably a population dependent
on this income five times that figure. A new government will
be confronted with many competing priorities and could well

come to power amidst wholesale white flight and possible
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destruction of the productive capacity of this sector through
white vindictive vandalism (as occurred extensibely in Guinea
in 1958 and more recently in Mozambique and Angola by depart-
ing Portuguese). In this case, the new government will be
iikely to seek foreign personnel to restore the sector's pro-
ductive capacity both for *he sake of production and emp’oyment.

The centers where most manufacturing occurs are also
characterized by severe housing shortages for the African
population. Overcrowding in unsanitary areas is common.
Three possibilities for a new government in this area may be
(a) to require firms to provide housing or a housing allowance
above current salaries, (b) to seize spacious white homes of
those who choose to leave and subdivide them into smaller
apartments and fc) to launch a massive site and service scheme
program with Wocrld Eank or other donor assistance possibly
modeled on the schemes in Lusaka, Zambia. Government would
allocate land and provide water and sewerage and small loans
to employed persons in manufacturing enterprises (obviously a
comprehensive housing policy will be required and the discus-
sion here is directed to the sector in question). Given the
magnitude of the problem, a combination of all three options
may be necessary.

To summarize, therefore, some areas where short term
action by a newly independent government may be anticipated
if government is concerned wi:h the welfare of workers in the
manufactq;ing sector are:

1. To create a new salary structure and rational for

the apportionment of benefits;
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2. To end differential expenditure levels for black

aﬂd white education and create equal opportunities in

education;

3. To provide equal access to vocational training and

apprenticeships;

4. To createnew structures for determining who is

promoted and who has authority to decide who is promoted;

5. To provide incentives for better distribution of

manufacturing enterprises geographically;

6. To abolish all job reservation systems and equalize

.wagés paid for the same work performed;

7. To keep manufacturing enterprises functioning to

prevent unemployment and sustain production levels as

an initial goal;

8. To develop a housing policy for workers which will

ease overcrowding

No doubt other concerns can be added to the list and
workers will want other benefits and seek to obtain them over
time through unionization. Once a new government is established
and articulates its policies, donors can assess their possible
role. In the meantime, the above areas would benefit from
detailed investigation. Perhaps a suitable donor could finance
an appropriate Zimbabwean nationalist organization to develop
options in this field for presentation to a new government for

its consideration.
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3. Regional Cooperation

Most countries in the region (except for South Africa)
have either eliminated or drastically reduced trade wiﬁh S.
Rhodesia. Even Botswana, which was exempted from-mandatory
U.N. sanctions, has restricted its imports from S. Rhodesia
to probably no more thian five percent of the total.

Prior to an internationally recognized settlement there
is no potential for economic integration between S. Rhodesia
and any of its neighbors. The political situation is such
that no meaningful economic ties can be established, however,
goods from and for Zaire, Zambia And Botswana transit the
country.

An in*~rnationally recognized settlement may provide
scope for the creation (or reactivation) of limited trade
agreements--but probably not a customs union or common market
in the near term. An independent Zimbabwe would probably be-
come a member of the pioposed ESAPTA.

©ince the national markets of the region are small, a
key way industrialization can be promoted is by regional
cooperation. Without the aid of suitable financial institutions
the benefits from regional cooperation could be skewed in favor
of the most advanced partner, Zimbabwe, as happened in the
Federation. Thus, any efforts toward greater integration of
these ,economies should follow the creation of a suitable
regional banking institution or the expansion of the ADB to

help coordinate industrial development in the region.
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An independent Zimbabwe can become a member of the
EEC/ACP Trade Group under the Lom€ Convention which allows
duty-free imports into the EEC, Since Zimbabwe has a more
developed manufacturing sector, it should benefit more under
the provisions of the Agreement than most countries in black
Africa.

4, Recommendations

Subject to the achievement of internationally recognized
independence for Zimbabwe and the decisions of the new govern-
ment with respect to its priorities and requirements for donor
assistance, the following areas may offer a point of departure
for consideration of the categories of assistance that are
likely to be required. |

a. Industrial Manpower Assistance

As discussed earliexr, Zimbabwe's transition to
majority rule may be followed by significant emigration.
Lesser trained African administrators, managers, and
skilled laborers will replace outgoing Europeans. The
decline in average skills will result in reduced efficiency
in the manufacturing sector.

Therefore, Zimbabwe will need management level assis-
tance to help recrient manufacturing to changing demands.
'Marketing specialists to train new entrepreneurs how to
market manufactured goods effectively may also be required.

b. Training Assistance

.Since Africans have been excluded from holding many
management, skilled, and semi-skilled jobs by discriminatory

laws and practices, it is recommended that a major effort
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be made to help train managers, technicians, bookkeepers,
secretaries, accountants, maintenance engineérs, repair
engineers, etc., for Zimbabwe. Aan emphasis on training
on-the-job for industrial and commercial workers may be
effective in minimizing the time required away from their
jobs which could lessen the adverse effect on production.
In addition, a special management program could be mounted
to train Zimbabweans and provide scholarships for a number
of them, possibly tenable in the U.S. The provision for
internships should be an integral part of this program.

c. Recruitment of Zimbabweans Overseas

It is also recommended that some assistance be pro-
vided to skilled Zimbabweans currently living in the U.S.
to facilitate their return to work in Zimbabwe where their
skills will be in demand. As an inducement, their travel
from the U.S. to Zimbabwe and a one-time incentive payment
could be considered.

d. Aid to the Regional Transport Network

The railway network linking Zimbabwe and neighboring
countries has been negatively affected by border closures
and U.N. sanctions. Currently the system is fragmented
and much of the rolling stock has deteriorated. Zimbabwe
will need both capital aid and technical assistance to
rehabilitate the railway network. It is recommended that
assistance be provided to restore efficiency and train

suitable personnel.
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e. '~ A Commodity Development Assessment

Trade will be a very important element irn Zimbabwe's
transition. Prior to U.N. sanctions merchandise trade
was valued at over 80% of GNP. Close to 408 of thevmaﬁu-
factured goods were exported to black African countries.
Zambia was Zimbabwe's most iﬁportant customer.

The size of the domestic market will make trade just
as important as it was prior to U.N. sanctions. Regional
economic cooperation will be vital in promoting trade be-
tween Zimbabwe and the neighboring countries. Nevertheless,
trade will be limited if Zimbabwe's trading partners do
not export to Zimbabwe as well.

It is recommended that a regional study be considered
to determine the commodities that Zimbabwe can export to
the region, and those which potential trading partners

can export to Zimbabwe.
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ANNEX 1
SOUTHERN AFRTCA:

Assistance for Divarsification of African Economies

It.-has long been a staadard practice to describe LDCs by refer-
ring to the degree to which their economies are concentrated in one or
a small number of activities. Discussions of economic development fre-
quently refer to a diversification of economic activity as constituting
the essence of the develcpment process. The conpalling logic of
diversificaction as a general development strategy applies to economies
which start their development effort from a large base of wealth, e.g.,
Saudi Arabia, or from a small resource base, €.8., Chad. The key dif-
ference between the two kinds of economies is the availability of
resources which can be invested in diversification. Obviously, economic
diversification in an economy such as Chad's can be greatly influenced
by outside assistance.

Economic Concentration in Sub-Saharan Africa

Sub-Saharan Africa 2s a whole is notable for the number of
econonies which are ccncentrated, the degree of concentration, and the
very small wealth base which cen be drawn upon for diversification.
Taking the last point first, sub-Saharan Africa contains eighteen of
the twenty-nine least developed economies of the world. Furthermore,
many of the sub-3aharan economies are small and, in recent years, there
has been a high incidence of negative or extremely slow growth in real
GN? per capita.

With regard to the number of sub-Saharan countries which depend .
on relatively few economic activities, the following figures refsr to
the average proportion of total export earnings for the period 1973-75,
Out of thirty-eight sub-Saharan econonies, fifteen derive at least
60 percent of total export earnings from a single product. Zambia,
Zaire and Namibia depend on copper for 92, 69 and 67 percent,
respectively, of their export earnings. Namibia derives ancther 28
percent of total export earnings from lead exports. Coffee exports
provide 72, 76 and 58 percent, respectively, of tctal foreign exchange
earnings for Uganda, Burundi and Rawanda. Ghana and Equatorial Guinea
rely upon cocoa exports for 60 and 56 percent of their foreign exchange.
Cotton accounts for 70 and 45 percent of the exports of Chad and the
Sudan. In Togo, export of phosphate rock comprises 62 percent of total
export earnings. Iron ore exports account for 78 and 68 percent,
respectively, of Mauritanian and Liberian annual earnings, and bauxite
exports provide Guinea with 77 percent of its total export value.

Sugar represents 85, 80 and 50 percent of the total export values of
Reunion, Maurituis and Swaziland respevtively. The Gambia earned 71
percent of its total foreign exchange from exports of groundnuts and
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groundnut oil. Five other countries depend on only two products for
about half of their foreign exchange income, Earnings from petroleun
exports account for 43 to 87 percent of total exports in four sub-
Saharan economies. Upper Volta, Lesotho and Swaziland are heavily
dependent on labor remittances,

In addition to heavy reliance on a few export commodities, marty
African economies are concentrated on productior. of a small nuzber of
food products (grains and livestock) far domesctic consumption, e.g.,
Mali, Upper Volta, Niger and Somalia. Excessive concentration of
Tesources on prcduztion for local consunption can have adverse economic
consequences similar to those resulting from overemphasis on production
fcr export,

Concentration as a Development Probiem

Excessive economic concentration, while cited as a symptom of
underdevelopment, is also a multifaceted development problexz. Con~-
centration is a problem because it is associated with excessive and/or
frequent economic instability based on either price or volume changes
in key commodities. (Export commodities are commonly thought of in
this context, but major variations in major domestically produced and
coreumed coxmodities can exert an equally disruptive effect.)
Instability or the threat of instability associated with economic
concentration can impede development, but instability is not the only
disadvantage. Concentration means there exists some degree of economic
dualism, that is, a modern capital- and skill-intensive sector and a
traditional sector. The traditional sector can be handicapped by the
"modern" sector because the latter attracts znd/or holds management
and skilled labor and it draws a disproportionate share of national
investment and the energies of government policy-makers,

A plethora of measures, institutions and agreements exists to
cope with the instability aspect of economic concentration. The lise
inzludes national marketing boards, international commodity agreements,
the IMF Compensatory Financing facility, and, most recently, the European
stabilization scheme (STABEX) established at the 1975 Lome Convention.
The collection of stabilization schemes encorpasses efforts to prevzn:
fluctuations and to deal with the revenue shortfalls which occur as .
the result of fluctuations.

It is clear :hat stabilization is viswed as an extrexmely seri-
ous problem. However, with increasing liberalization of stabilization
schemes and more comprehensive coverage, the instability feature is
becoming less of a problem to African producers in general, even though
striking counter examples such as Zambia and Zaire can be cited.

Stabilization efforts tend to reduce fluctuations and uncer-
tainty, but they cannot substantially reduce reliance on a narrow range
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of economic activities. For a poor economy, diversification can be
directly and actively addressed only by a vigorous foreign assistance
program which is concentrated on economic diversification.

Approaches to Diversification: General
Strategy and Assistance Modes

It is useful first to set out a few basic points. To begin with,
economic concentration and the effort to diversify are ultimately
expressed as short-term foreign exchange crises because of downward price
or volume changes and as a chronic foreign exchange shortage because of
the overall poverty of the economies relative to their resource require-
ments. A diversification program can focus on the latter aspect by main-
taining a relatively constant assistance level which is deliberately
focused on diversification efforts. Second, a broad range of assistance
modes, from sector support to project assistance, is required in order
to maintain a relatively stable assistance level and to provide the
flexibility to respond to a range of potential diversification activities.
Third, the particular stracegy adopted would be dictated by the nature of
the concentration problem and the general economic characteristics of the
country. In all instances, however, the diversification effort would
stress involvement in the less developed sectors of the economy and
attempt to increase the economic participation of the poorer segments of
the population. It is emphasized that diversification be approached on
an econcmy-wide basis and not just directed -at increasing the variety of
exports,

Sector support is the single most promising approach to increas-
ing assistance levels for diversification. It has the advantage of
addressing the immediate problems of countries with stringent bzlance of
payments constraints because it 1is rapid-disbursing. Simultaneously,
Sector support can enable African countries to avoid undue disruption of
their diversification programs and allows continuation of relatively
steady production levels.

There is appreciable potential to supplement the sector assist-
ance mode by introduction of scme innovative measures. For example, a
major aspect of diversification involves increasing the share of manufactur-~
ing — which for AID cam involve rural and small-scale, relatively labor-
intensive enterprises. But inadequate market size is a widespread and
serious constraint. The Agency can respond o this problem by first
continuing to emphasize the distributive aspect of its development
assistance (thereby increasing effective demand for locally produced
goods) and, second, by direct encouragement of regional and inter-African
trade and economic cooperation. The latter effort can be facilitated by
the expanded utilization of 941 procurement. This measure could be used
to bolster demand for products during the critical initiation phase of
new activities and, by coordinating the allocation of 941 procurement, it
could be used to start new intra-African trade links.

Local and recurrent cost financing provides a number of ways to
channel resourcas into c<iversification efforts. For example, AID could
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finance the recurrent cost element of high-priority diversification
projects; it could match host country recurrent cost expenditures on
priority diversification projects by providing investment in additional
diversification efforts; 1t could match recurrent cost expenditures in
selected activities; or 1t could Provide the foreign exchange component
of priority diversificarion efforts.

Increases in Title III assistance can be usefully brought to
bear on diversification efforts. Title III is flexible in terms of
being able to direct its impact, and there is potential for obtaining
a reinforcing effect ag commodity imports needed for diversification are
provided and the local currency generated is also devoted to the diver-
sification effort. At the Present time the Africa Bureau is considering
several African countries, including Zaire, the Sudan, Somalia, and pos-
sibly Ghana, for potential receipt of Title III assistance in FY 1980.

It may alsec be possible to expand the Title III principle.
Title 1[I, as it stands, tends to promote diversification. An expanded
program could involve repayment of any development loan. Thus, repay-
ment credit would occur when additional funds were invested in a diver-
sification activity or used to pay some of the recurrent costs of the
diversification., The host country might be given a greater decision
scope by presenting it with a prioricy list of diversification activi-
ties and prorating the credit. Thus a 100 percent repayment credit
would apply to priority one activities, 75 percent to priority two
projects, and so on,

In conclusion, there is a pervasive need for diversification in
sub-Saharan Africa. Diversification as a development strategy is lim-
ited because it is so broad. Nevertheless it serves to help identify
and even rank development priorities. Furthermore, promotion of diver-
sification provides a general planning framework which has proven to be
a fundamental component for self-sustaining economic development,

AFR/DR 8/31/78 J. Mudge *

* The above Annex was inserted at the request of AID to ensure
wider consideration of this perspective. It should be noted, however,
that some disadvantages of the use of 94] procurement as a stimulus to
intra-African trade may be that the trade would be (a) artificial,
e.g. it would be tied to a project or program which Ooperates with
external assistance and which may not be institutionalized once ex-
ternal assistance ceases; (b) small-scale - the volume of procure-
ment through this procedure would be small in most cases when com-
pared with overall trade figures for even the smaller African states,
and (c) externally induced, €.g. the U.S. places restrictions on
which countries may qualify for 941 procurement which would result in
the direction of trade being induced by a foreign state in accord
with foreign criteria. As of November 15, 1978 AID has confirmed
that it maintains a list of countries from whom procurement may not
occur (unless a weiver is obtained) which includes Somalia, Congo,
South Africa and S. Rhodesia.
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MINISTRY

ANNEX 11

BOTSWANA:

OF COMMERCE AND INDUSTRY PROJECT LIST:

INDUSTRIAL DEVELOPMENT

(EXCHANGE RATE 1P = 1.2000 §)

ESTIMATED — FOREIGN - )
SECTOR PROJECT TITLE PROJECT SUMMARY CGSTS PROMOTER CONTRIRUTION REMARKS
REOUIRED
Manufacturing/ Industrial Credit Special credit programme g 2.640.00 MCI/NDB Full amount West Germany
Construction/. Programme attached to the NDB to provides DN
Services enable entrepreneurs in 2.0 Mill,
the country access to revolving
inexpensive medium and funds to NDB.
long term credits not EDF provides
available at present. 650.000 U.A.
: as/well under
fome I
Manufacturing/ Technical Assis- NDB has been predominantly g 48 000 MCI/NDB Full amount West Germany
Construction/ tance: Training financing agricultural depending on provides one
Services of bank personnel projects and has no exper- US IDA - expert to NDB
in industrial fin- tise in evaluating indust- rates for on industrial
ancing. rial projects and their experts. credits.
profitability potential.
Industrial development is
new to the country and
the Bank is reluctant to
finance because of lack of
expertise.
Manufacturing/ Botswana Business Extension Service to Bcts- § 688 319 MCI1/PFP Full amount Limite? aid
Construction/ Extension Service wana entrepreneurs in the Capital Botswana spread over is given to
Services field on business manage- expenditure Presently 4 years PFP from PACT/
ment, contrel, marketing to build up 500 clients N.Y.E. U.S.A.
etc. A credit programme extension can be
without extension service service served but
will be to 50% a waste infrastruc- over 2500
of funds since lack of ture clients
capital is often are esti-
reflection of management mated to

problemns.

be in need...
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ESTIMATED FOREIGN -
SECTOR PROJECT TITLE PROJECT SUMMARY COSTS PROMOTER CONTRIRUTION REMARKS
' REOUIRED
Rural Areas/ Regional indust- Aquiring of data of us-g 120 000 MCI/District F-11l1l amount MCI is
Districts/ rial Development available industrial depending on authorities Mixture of building up
Industrial Studies raw materials, skills, US IDA-rates technical "Rural Indust-
Sector denand suitable for -26 man-months assistance, rial Officer
industrial development coordinator capital aid Cadre”.
in the Disiricts of -102 man for trans- First officer
Botswana. Likely months field port and is Peace-Corp-
branches are:-Agro- survey field accomo- Volunteer
Industries, repair & dation serving in
services, agricultural Serowe. (Mr.
inputs, construction B. Poole)
material, game, herbs,
animal products pro-
cessing, crafts, simple
consumer goods.
Rural Indust- Rural Industrial Starting finance and us- g 600 000 MCI/Produc- Full amount Projects
rial Sector Development bottlei.2ck finance tion Develop- shotld be
Grants for rural development ment Committees blanket fin-

trusts and production
brigades and contem-
porary craft producers.
Micro-type, flexible
project to finance
parts of working capi-
tal, equipment, shells
etc.

in Districts

ance and items
to be financed
will ba
screened by
MCI on appli-
cation of
trusts, Rural
Industrial
Officers etc.
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ESTIMATED rGREIGN - .
SECTOR PROJECT TITLE PROJECT SUMMARY COSTS PRCMOTER CONTRIRUTION REMARKS
REOQUIRED
Road Construc- Development of Development of Local 8 600 000 for MCI/BEDU/ Total locally Swedish
tion/Construc- Yocal road con- road contractor= within purchase of Roads produced SIDA is to
tion material tractors (BEDU) the BEDU -framework. equipnent/ branch equipment finance
(BEDU) Areas would be con- starting cap- Ministry hardly avail- BEDU to a
struction of less ital costs. of Works able. large extent.
sophisticated feeder g 246000 would and Com-

Local Indus-
try (BEDU)

Local Industry

Technical Assist-

ance Project
DeveIoEment

Officer
Industrial
Training Pro-
gramme.

roads and secondly

road maintenance. Main-
tenance capacity in the
rountry is lacking es-

specially in the rural

areas.

BEDU is suffering from
almost total lack of
planning and evaluation
capacity. A local
Officer is available
for training

The Ministry has to
tackle directly the
issue of low industrial
labour productivity.
Training incentives in
the Income Tax Act are
not workable, In -plant-
training, pilot pro-
jects, training
instructors are neces-
sary.

be for a Cen-
tral Stone-~
crushing
plant.

US-IDA -rates.

First alloca-
tion of

g 300 000 p.a.
is considered.

munications.

MCI/BEDU

MCI

Total

Total

High priority

High priority
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ESTIMATED FOREIGN - .
SECTOR PROJECT TITLE PROJECT SUMMARY COSTS PROMOTER CONTRIRUTION REMARKS
REOUIRED
Industrial Foreign InveStment The deteriorating politi- . wusa: g MCI/ (BDC/ Total Feasi-
Sector/ Promotion cal situation around 2 420000 BEDU) bility
Tourism Sector Botswana is a disincen- Europe: studies etc.
tive to foreign invest- $ 360 000 have to be
ment which is needed & wel- sold “"system-
come to the country. It atically"”
is planned to commission a otherwise
Public Realations Firm to they present
put Botswana on the map for & misinvest-
foreign investors in a such ment. The
more active way than PR Scheme
hitherto. will be helad
under control
comply with
the absorp-
tion capacity
of the coun-
try.
Industrial Industrial The Ministry wishes to MCI BDC Tctal 2:120.::::;t-
Sector Promotion establish an information BEDU r cuelted Y
Unit and Investment Promotion eq <

Centre which will be
responsible for prepara-
tion and evaluation of
Industrial Studies of
information and invest-
ment promotion in -
Research and Planning
Unit of the Industrial
Division. The Unit will
require counterpart
staff who will be
adequately trained to
take over investment
research and promotion
activities. USAID is
requested to assist in the
preparation of terms of
reference of suggested
Centre, and possibly in
finarcing it.

German expert
under
recruitment.
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R ESTIMATED FOREIGN -
SECTOR PROJECT TITLE PROJECT SUMMARY COSTS PROMOTER CONTRIRUTION REMARKS
REOUIRED
Industrial Chemical Industry Studies including market # 5382 000 MR & WA
Sector Feasibility Study research have been under- MCI Ministry of
(SUA -~ PAN - taken on the SUA PAN Mineral
Project soda ash and salt pro- Resources has
ject. Potential invest- been trying
ors are needed fo:r this to interest
project. foreign pri-
vate investor,
So far noth-
ing in the
way of active
interest has
been reported.
Industrial Fertilizer pro- Project idea based on MCI
Sector duction Feasi- avajlability of raw BMC Total
bility Study materials. Feasi-
bility Study required.
Industrial Copper refin- Project idea which . ::¥‘_'A Total
Sector’ ery Feasibility would provide for

Study.

implementation of Lima
declaration in respect
of transfer of tech-
nology from developed

to developing countries;
to increase earnings
through export of pro-
cessed commodities;
industry would pro-

vide ground for activities
based on linkage effects.



S50¢

SECTOR

PROJECT TITLE

ESTIMATED
PROJECT SUMMARY COSTS

PROMOTER

FOREIGN

CONTRIRUTION  REMARKS

REOUIRED

Industrial
Sector

Industrial
Sector

Industrial
Sector

Coal gassifica-
tion feasibiligy
Study

Investigation of
SACU effects on
industrialisa-

tion in Botswana

Construction/
Industry
Construction
material

Us g S00m
investment
costs

estimated.

High cost of imported fuel
compels Botswana to
explore possibilities of
utilising alternative
sources of energy. A
study with special
emphasis on liquification
and gassification of
solid fuel is required.

Would require someone to
investigate and evaluate
effects of SACU on inter-
nal industrial develop-
ment; market benefits

and bargains.

(CEMENT)
Information from Geologi-
cal Survey indicate that
Sercrome Limestone
deposits may be investi-
gated for the purpose of
establishing a cement
industry.

(TIMBER)
Project idea based on
improvement of avajilable
raw material obtainable
from Chobe.

Total

Total

Total

Application
for prefeasi-
bility study
funds with
some other
Organisation.
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ESTIMATED FOREIGN - :
SECTOR PROJECT TITLE PROJECT SUMMARY COSTS PROMOTER CONTRIRUTION  REMARKS
REQUIRED
Industrial Soap Manufacture Project idea. The MCI High priority
Sector feasibility raw material could be BMC project, but
study obtained from the

Botswana Meat Com-
mission. Present Pro-
duction of tallow
estimated at 16 kg.

per carcass (about 1,000
heads are slaughtered
per day during the
slaughtering period).

nothing has been
done so far.



ANNEX T11

UNDP PROJECTS 1IN MANUFACTURING FOR

PROJECT NUMBER

DP/BOT/72/009

SM/BOT/73/001

RP/BOT/78/001

BOTSWANA

PROJECT TITLE ESTIMATED COST

Small Entexprise Dev.

Programme
Set up irdustrial estates
for small-scale enterprise $452,000

Establishment of Clay

Products and Non-Metallic

Minerals Industry to Sup-

port Small-Scale Enter-

prise Below $150,000

Industrial Planning
Mission Below $150,000

Source: UNIDO, Vienna.

207






602

' Source: worida Bank. a
orstion and its Subsidiar

Wool and Mohair

Lesotho Milling Company
Poultry Processing Plant
Thaba Bosiu Ceramics

Royal Lesotho Tapestry

Weavers
Lesotho Sheepskin
Stone Crushing

Steel Company & Joinery
Cement Manufacturing Plant

Gonski Knitwear
Carpet Mamufacture
Spenser Textiles
Plasma Freeze Dryiig
Seacrest

Lesotho Hotel Groups

Ceramic Wall Tiles
Maputsoe Cash & Carry
National Motors
Pioneer Motors
Industrial Estates

lotal

_Corporation. 1332a-LSO.
17, 1977,

raissl of th

Area of
Activitx

Agro=-indastry
Food Processing
Food Processing
Handicrafts

Handicrafts
Handicrafts
Building
Materials
Building
Materials
Building
Materials
Textiles
Handicrafts
Textiles
Manufacture
Clothing
Tourism

Building
Materials
Distribution
Automobile
Rutomobile
Industrial
Infrastructure

World Bank.

ANNEX IV, Attachment B

LESOTHO NATIONAL DEVELOPMENT CORPORATION
—_———— e N SURTURATION
LIST OF

LNDC PROJECT POSSIBILITIES

as of June 30, 197

New or

Exggnsion

New
Expansion
New

Expansion

Expansicn
Expansion

New
New

New
New
New
New
New
Expansion
Expansion

New
Nev
Sxpansion
Expansion
Fxpansion
and New

e Lesotho National Development Corp-
The Basotho Enter rises Developnent
Washington DC:

March

Location

Maseru
Maputsoe
Maseru
Maseru

Maseru
Maseru

Maseru
Maseru

N/A
Maputspe
Maseru
Masenot
Maseru
Maputsoe

all over the

country

Maseru
Maputsoe
Maseru
Maseru
mainly in
Maseru

Project Cost
Ownershig iR'OOO’

Jt.Venture
Jt.Venture
Jt.Venture
Jt.Venture

Jt.Venture
Jt.Venture

Jt.Venture
Jt.Venture

Jt.Venture
Jt.Venture
Jt.Venture
Jt.Venture
Jt.Venture
Basotho

Ba sotho

Jt.Venture
Jt.Venture
Jt.Venture
Jt.Venture
Basotho

Estimated

2,000
ol
120
LS

150
280

725
L8

1,250
1,100
170
650
80

L7
750

1,250
600

75
26

1,700
11,160

Potential LNDC

250

750

LSO .
LoO
S0
26
1,700



ANNEX V

MALAWT: OPERATIONAL PROJECTS: UNIDO/UNDP-
SPONSORED PROJECTS

Project No. Project Title’ Small (S)* Responsible -
Large (L)** Officer
DP/MLW/75/009 Commissioner for L Mr. Perelet

Industrial Deve-
lopment (OPAS)

DP/MLW/72/010 Agricultural/In- L Mr. Sterers
dustrial Manage-
ment Training

SI/MLW/77/802 Development of S Mr. Biering
Brick-Making In-
dustry

*S=Small project below $150,000

**=Large project above $150,000

Source: UNIDO, Vienna
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ANNEX VI
MALAWT :

EDF PROGRAM (1.976-79)
Industrial (or Related) Projects

Projects- Estimated Amt. Estimated Amount Observations
, (Million EUA-+) Date of Decision Committed

I. National Indicative

Program
Blantyre Industrial
Area 7 1 December, 1978 Extension of the
existing industrial
areas
N
- Small-Scale
Industries 1 March, 1979 Creation of system
of credit to small
entrepreneurs and
industrialists
Total 2
ITI. Risk Capital and 2,396
Interest Rate Sub.
EIBZ2 Dwangwa sugar 0.987 Risk Complementary to EIB
capital
0.903 sub-
sidy Loan of 6.5 million
EIB Indebank 0.506 sub- Complementary to EIB
sidy loan of 3 million
1

EUA: European Units of Account

2EIB: European Inveastment Bank

Source: EDF Mission, Lilongwe



(1)

(1i)

(iii)

(iv)

(v)

(vi)

ANNEX VII
MOZAMBTQUE:

Project Proposals Submitted by UNIDO
‘to the Government of Mozambigque for Consideration

Industrial Survey Mission (estimated cost $78,000) as a first
step to identify technical assistance to the industrial
sector. This would be followed by expert services in stra-
tegy, planning, development policies, and regional planning
and short~term consultants in various fields, including
building materials, agro-industries, incentive schemes,
electric tariff systems, packaging.

Management Consultancy Services to the Food Processing
Industry and Study of Management Requirements

Phase I: a six week consultancy mission and Phase II:
Management consultancy services to study further management
requirements and recommend appropriate methodology (estimated
cost: $42,000).

Development: of the Building Materials Industry

This, once fairly developed, industry is reported to have
been at a standstill for some time and it is suggested that
an examination be made of the present state and requirements
and that an engineer be included in the Industrial Survey.

The industrial exploitation and beneficiation of kaolin
deposits

A techncial investigation for the industrial exploitation and
beneficiation of kaolin, which will assist the local authori-
ties in selecting suitable processing techniques for the
conversion of kaolin into various intermediate and final
products. (Estimated cost: $71,000).

Local development of simple agricultural implements

It is proposed that a pilot demonstration project be initiated
for ithe development of simple agricultural implements together
with integrated repair and maintenance facilities. A total

of $500,000 is estimated to cover the cost of the project for

.a period of three years.

Assistance to the Wood Processing Industry
In 1972, the country exported 30,000 tons of sawn wood, 64,300

.tons sleepers and 20,000 tons of parquet flooring. These call

for a considerable investment in fixed plant and equipment.
Furthermore some 360,000 tons of logs were exported, hence
there ‘is also considerable investment in logging equipment.

In 1970, the value cof furniture production was $6.5 million.
Some of these plants may also need assistance. UNIDO has been
providing similar assistance to some other countries, and if
the Goverament is interested we shall be pleased to make
specific proposals.
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(vii)

(viii)

(ix)

(x)

Comprehensive plan for the creation and development of
metallurgical industry ,
A Master Plan for the development of the iron and steel
industry to provide a solid basis needed by planners,
executives, and Government authorities in their work
for present and future development programs. The total
budget for this project is from UNDP $350,000 and a
Government contribution of $15,000.
(a) Establishment of an aluminum industry, phases I
and II. (Total estimated‘cost: $700,000)
(b) Assistance for the utilization of ilmenite and
deposits. (Total estimated cost: $796,000)
(c) Development of the heavy-ferrous metals. (Estimated
cost: $820,000)
(d) Assistance to the foundry industry, phase I and IT.
(Phase I would cost $135,000, Phase II would cost
$1,235,000 and the Government contribution would
be U.S. $1,100,000.

Establishment of a pesticide production (demonstration) plant
(Estimated cost: $385,000)

In order to assist in the development of the agricultural
sector, it is proposed to establish a pesticide production
(demonstration) plant. It is expected that the plant will
help to:

(a) effect substantial foreign exchange savings spent on
diluents and transportation. Diluents, locally avail-
able, often represent 75 to 99 percent of the formula-
ted end-products, thus their share in purchase and
transportation costs can run quite high;

(b) reduce local distribution and transportation costs
through strategic location of the plant;

(c) utilize local raw materials (e.g., clays, talc, etc.);

(d) increase farmers' competitive position by reducing cost;

(e) increase national labor input;

(f) dgenerate associated industries (exploitation and proces-
sing ~f mineral deposits); ' '

(g) reduce risk of degradation in formulated products by
shorter term deliveries; and

(h) reduce dependence on foreign suppliers.

Petroleum refining

It 1s proposed to assist the Government in the management of
its petroleum refinery. This assistance would mainly consist
of preventive maintenance and mechanical inspection services;
training of engineers and managerial staff abroad; and in-plant
training of petroleum refinery personnel (process operators

and technicians). The duration of the project would initially
be two years, and it is estimated to cost $307,000.

Development of the oilseed industry, (estimated cost: $100,000)
A sectoral stud, of the oilseed industry, covering the entire
field of the o0ils and fats production and processing industry,
including fatty acids and soap production. The results of the
stndy would provide a basis for the elaboration of a master
bPlan and a more appropriate coordination of the development of
the country's oilseed processing industry.
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(xi) Engineering Industries |
The establishment of a modern Pilot printing shop for the

production of Government documents and schoolbooks. The
project consists of a team of three international experts
for five man/years, training, and equipment, amounting to
$600,000.

The establishment of a pilot mechanical engineering workshop
which would provide various metal products, spare parts,

and undertake machinery repair services. The cost of the
team of experts, training, and machinery would amount to
$800,000.

(xii) Packaging Industries
A program for the development of the packaging industry
should be included in the country program. The packaging
industry is an inherent and essential complement tc all
industries having an end product. It is proposed that an
indepth survey be carried out as the first phase of a full
development program.

In addition to the survey mission, a sum of U.S. $250,000
should be tentatively programmed for the next phase of the
program, which would include assistance by UNIDO in
strengthening existing packaging organizations and in
drawing up a long term plan for the full development of the
packaging industry.

(xiii) Environment
A survey of the environmental aspects of selected existing
industrial plents, particularly, those recently established,
should be undertaken and local staff should be trained in the
field of industrial environmental pollution. (Estimated
cost. $50,000)

In addition, different proposals were made at different
times for Mozambique of which the following deserve mention:

(xiv) Assistance to National Paper Industry

We received a file note (M0%2/76/013) from FAO, by which Mr.
Markila, Chief, Pulp and Paper Branch, has drawn our attention
to the problems which he found in the National Paper Industry
in Maputo. Coc

Based on his report, a draft Project Document was sent to

Mr. Zetterberg on 23 January 1978 for 12 m/m expert assistance
(54,800) to Industria Papeteira National to increase its
overall capacity to produce increased quantities of paper and
better grades.

(xv) Production or oral rehydration salts

A survey on the needs of technical assistance in selected
developing countries with special problems was carried out
by Mr. Joklik - a UNIDO consultant.
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One of the fields identified was the production of oral
rehydration salts.

A letter was sent to Mr. Zetterberg on 9 August 1977 inform-
ing that if sufficient interest from different countries
connected is shown, we will prepare a programme for approval
under UNIDF.

We received a cable from him on 18 January 1978 informing us °
of the Government's interest to receive assistance of this
project under UNIDF.

Source: UNIDO, Vienna
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ANNEX IX

SWAZTLAND: EXTERNALLY FINANCED TECHNICAL COOPERATION PROJECTS AND ACTIVITIES 1IN INDUSTRY, 1977
1 2 3 4 5
ASSISTANCE COMMITTED NATURE OF ASSISTANCE &
SOURCE OF FOR 1977 DURATION: BEGIN- LOCATION, (WHERE NO PLACE

PROJECT ACTIVITY (TITLE) ASSISTANCE (US S EQUIVALENT) END DATES INDICATED = MBABANE

SWA/70/601 Managing Director SWEDEN 20,000 Mar. 1971-Aug. 1977 Ministry of Industry

National Industrial Develop- (UNIDO) (178,807)

ment Corporation of

Swaziland (NIDCS) (OPAS)

SWA/71/505 Small-scale UNDP 233,337 Jan, 1972-Dec, 1980 Equipment: 238,406

Enterprises and Handicrafts (ILO/UNIDO) (1,739,388) Fellowships: 64,900

Development 13/76 mm

Associate Expert Wood SWEDEN 20,000 Nov. 1975-0ct, 1977 To develop small-scale busgi-

Utilization to SWA/71/505 (UNIDO) 40,000 ness throughout Swaziland.
SEDCO, Ministry of Industry,
Mines and Tourism.

Associate Expert Marketing BELGIUM 20,000 July 1976-July 1979

Research to SWA/71/505 (UNIDO) (60,000)

SWA/73/005 Operational UNDP 8,318 Dec. 1973-Feb, 1977 Tréasurer December 1973-1975

Assistance to NIDCS (UNIDO) (126,873) and a Legal Adviser Feb. 1975-
Feb. 1977 for NIDCS Fellow-
ship: $31,500

A/E Marketing Economist DENMARK 10,000 July 1976-July 1978

SWA/73/005 (UNIDO) (40,000)

Finance Analyst DENMARK 10,000 June 1977-June 1978

SWA/73/005 (A/E) (UNIDO) (20,000)

SWA/75/010 Production of SIS 40,000 Feb. to Nov. 1977 Feasibility study

Vegetable Tanning from (UNIDO)

Wattle Bark

Ceramics Expert to SEDCO DENMARK 30,000 1970 to 1972 , Ministry of Industry

(230,000) July 1973-July 1975

and
Oct. 1975-0Oct, 1978



ANNEX X

SWAZILAND: REGIONAL INDUSTRIAL PROJECTS SUPPORTED BY THE
CENTER FOR INDUSTRIAL DEVELOPMENT

Project Description and CID Intervention and

Title Approx. Cost jn US § Information Available
Kenya/Swaziland Establishment of a CID has arranged for
+ 200,000 t p.a., steel regional cooperation
Coal iron ore/ mill in Kenya on the between the two
steel project basis of Swaziland's countries; preliminary
iron ore and coal technical study co-
resources, financed by CID; in-

.Lesotho/Swaziland

Mini-petroleum
refinery

terested EEC invest-
Sponsors: Government of ment and technical
Kenya and Swaziland, partners available,

Total cost over
100 million,

The BLS States depend on The CID has co-~

the Republic of South financed, jointly
Africa for the supply with the Swaziland

of all petroleum products,Government,’ a study
Because of the Aradb oil on alternative petrol-
embargo against the RSA, eum products supply
and the extremely high possibilities for

prices of oil products in Swaziland., Amongst
the RSA (to subsidize the the alternative, the
two oil-from-coal plants, Government has opted
SASOL I and II), the BLS for the refinery (in
States suffer from supply Sept. 1977),
shortage and high energy

cost.

At the initiative of At the request of
Swaziland, it is proposed Lesotho and Swaziland,
to set up, as a joint the CID has prepared
venture with Lesotho, a the terms of reference
small refinery with a for the final refinery
minimum capacity of study.

250,000 t p.a, at a cost
of about 33 million US §.
Mozambique and Botswana
are also interested in the
scheme,
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ZAMBTA:

ANNEX XITI

UNIDO PROJECTS IN MANUFACTURING

Project Number Project Title S,L*

DP/ZAM/76/003 Assistance to Development L

(formerly Planning Division

DU/ZAM/72/012)

S1/zZzaM/74/814 Techno—-Economic Feasibility [
Study of a Wood-Based
Destructive Distillatiocn
Industry

S1/zaM/78/801 Assistance to the Edible 0il S
Industry

S1/2aM/75/808 Market and Feasibility Study S
for the Joint Zambian-
Egyptian Copper Fabrication
Project

TF/ZAM/77/001 Feasibility Study Semi-fabr. S
+ Cast Brass

vC/Z2aM/77/017 Zambia-Establishment of Salt S
Iodization Plant

SI/ZAM/77/802 Processing of Molasses - S
Manufacture of Ethyl Alcohol
and Fodder Yeast (Torula)
by Fermentation

Small Project below $150,000

»
9]
0o

Scurce: UNIDO,

Vienna

Large Project above $150,000
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I.

CONTACT LIST

Manufacturing Sector

Washington--April 24-May 26, 1978

A.

Agency for International Development (AID)

l. VIVIAN ANDERSON, Deputy Director, Office of
Southern Africa Affairs, Bureau for Africa

2., MICHAFL FELDSTEIN, Chief, Southern Africa
Development Analysis and Planning Taskforce

3. PAUL GUEDET, Chief, South Africa Programs,
Office of Development Resources, Bureau for
A Africa

4. LEONARD POMPA, Desk Officer, Office of
Southern Africa Affairs, Bureau for Africa

5. THOMAS QUIMBY, Director, Office of Southern
Africa Affairs, Bureau for Africa

6. ROY STACY, Director, Southern Africa Develop-~

ment Analysis and Planning Taskforce

7. ROBERT WRIN, Desk Officer, Office of Southern

Africa Affairs, Bureau for Africa

Department of State

l. CARL CUNDIFF, Director, Economic Policy staff,

Bureau of African Affairs

2., WILLIAM EATON, Office of Director of Southern

African Affairs, Bureau of African Affairs

3. DENNIS KEOGH, Deputy Director, Office of
Southern African Affairs, Bureau of African
Affairs

4. JAMES NACH, Desk Officer, Office of Southern

African Affairs, Bureau of African Affairs

5. WILLIAM SWING, Alternate Director, Office of

Central African Affairs, Bureau of African
Affairs
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C.

South Africa Development Analysis and Planning
(SADAP) Contractors

1.

2.

ALAMEDA HARPER, Public Health Specialist,
AFRICARE

KEVIN LOWTHER, Special Projects Officer,
AFRICARE

LARRY WILLIAMS, Project Director, Health
Sector Survey, Family Health Care, Inc.

WILLIAM HOOFNAGLE, Project Director, agri-
culture Sector Survey, Department of
Agriculture

EDWARD VICKERY, South-East Consortium for
International Development

FRANCIS KORNEGAY, Information Specialist,
African Bibliographic Center

DAN MATTHEWS, Executive Director, African
Bibliographic Center

International Finance Corporation

1.

The

MICHAEL DIXON, Manager, East and North
Africa Division

World Bank

HARTSELL CASH, Chief, Metal Industries and
Mining Division, Industrial Projects
Department

DAVID GORDON, Director, Industrial Develop-
ment and Finance Department

PIERRE LANDELL-MILLS, Economist, Country
Programs Department II

WILLEM MAANE, Senior Economist, Country
Programs Department II

TIMOTHY THAHANE, Executive Director,
Regional Africa Group
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ITI. New York, New York--May 8, 1978

A. Kuhn-Loeb, Inc./Lehman Brothers International Ltd.
l. IAN MC GREGOR, Chairman of the Board

III. Greenwich, Connecticut--May 8, 1978

A. AMAX, Inc.

1. JOHN FRAWLEY, Senior Vice President
B. AMAX Botswana, Ltd.

1. JAMES FOREMAN, President

IV. New York, New York--July 7

A. United Nations Centre on Transnational
Corporations

1. ELLEN SEIDENSTICKER, South Africa
Specialist

2. SYLVANUS AZADON TIEWUL, Documentation
Section

V. Sussex, England--May 30

A. Institute for Development Studies (IDS)
1. CHRISTOPHER COLCLOUGH
2. REGINALD GREEN
3. PERCY SELWYN

VI. London, England--May 29-31

A. Ministry of Overseas Development (ODM)
1. PETER CARTER, Economist

2. JAMES WINPENNY, British Overseas Development
Mission
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VII. .Brussels, Belgium--June 1

A. ACP-EEC Center for Industrial Development
1. E. LAHMANN, Assistant Heaa of Projects
2. WOLFGANG ULBRICH, Head of Projects

VIII. Berlin, Germany--June 2-5

A. German Development Institute (GDI)
l. WOLFGANG SCHNEIDER BARTHOLD
2. PETER WALLER, Head, African Department

3. Director, German Development
Institute

IX. Munich, Germany--June 3

A, IFO Institute

1. MR. HALBACH, South African Specialist, Research
Fellow

2. JURGEN RIEDEL, Research Fellow

X. Vienna, Austria--June 5-7

A. VUnited Nations Industrial Development
Organization (UNIDO)

l. KAMAL HUSSEIN AHMED, Chief, L.D.C. Section

2. MR. BASAK, Department Director, World Bank /
UNIDO Coop, Program
3. MR. MANSUR, Angola, Mozambigque, Zambia

4. ABDEL MEGIED, Investment Promotion Officer

5. MR. SIDDIQUI, South Africa

6. N. N. TANDOR, Small Industrial Development Officer
Officer

B. Deloitte, Haskins, and Sells
Management Consultants, Southern Africa

1.‘ J. GARETH C. STAINER, Consultant
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XI.

XII.

XIII.

Geneva--June 7-9

A. United Nations Conference on Trade and
Development (UNCTAD)

1. BERNARD CHIDZERO, Assistant Secretary-
General

2. MR. DAWSON
3. MR. OMOLO-OPENE"

4. MR. STORDEL, Director, Manufacturing
Division

B. International Labour Office (ILO)

1. PHILLIP MECK, Small Enterprise Development
Projects

2. PHILLIP A. NECK, Management Development
Branch

3. NEVILLE RUBIN, Anti-Apartheid Division

C. Organization for Rehabilitation Through
Training (ORT)

1. SIMON FELDMAN, Director, Department of
Technical Assistance

2. ISAAC NAHMIAS, Engineer, Training Division

Nairobi, Kenya--June 10-12

A, U.S. Agency for International Development (USAID)
1. ROBERT BELL
2. DON GARDNER
3. MIKE LIPPE
4. HELEN SO0S, Small-Scale Manufacturing

Gaborone, Botswana--June 12-16

‘A. Government of Botswana (GOB)

1. PETER AGAR, Ministry of Mining and Water
Resources

2. MR. BAREKI, Chief, Industrial Sector,
Ministry of Industry and Commerce
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3. ANDREW BURHMAN, Chief, Roads and Engineering,
Ministry of Works and Communications

4. MR. DIXON-WARREN, Acting Chief Architect,
Ministry of Works and Communications

5. DAVID JONES, Rural Development Consultant,
Ministry of Agriculture

6. R. MAEHRLE, Seniofr Planning Officer,
Ministry of Industry and Commerce

7. B. G. MAKOBOLE, Ministry of Industry and
Commerce

8. JULIAN NGANUNU, Permanent Secretary,
Ministry of Mineral Resources and Water

9. MISS BABUTSI SELABE, Senior Industrial Officer,
Ministry of Industry and Commerce

10. R.M.L. SIKWANE, Chief Commercial Officer,

Ministry of Industry and Commerce

11. MIKE STEVENS, Director of Economic Affairs,

Ministry of Industry and Commerce

12, MISS D. T. TOBONE, Industrial Officer,

Ministry of Industry and Commerce
Botswana Development Corporation (BDC)
1. DEREK JOHNSON, Deputy to Managing Director
Botswana Enterprise Development Unit (BEDU)
l. OLAF CAU, Marketing Advisor
2. MR. MODIRI MBAAKANYE, Director
Barclay's Bank of Botswana, Ltd.

1. BRIAN EGNAR, Rural Development Officer,
Barclay's Bank Development Fund

National Development Bank of Botswana (NDBB)
1. MR. WOODCOCK, General Manager
Partners for Productivity (PFP)

1. A, ELDON HELM, General Manager
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X1V,

F. AMAX
l. MR. MURRAY-HUDSON
G. The Ford Foundation

l. CHARLES JOHNSON, Consultant to Ministry
of Mining and Water Resources

2, STEVE LEWIS, Economic Consultant
H. Norwegian Agency for Development (NORAD)
1. MR. STOJE

Lilongwe, Malawi--June 17-25

A. United States Embassy

1. GIL SHEINBAUM, Deputy Chief of Mission

B. U.S. Agency for International Development (USAID)
l. MIKE HINTON, Administrative Officer
C. Government of Malawi (GOM)

1. AUGUSTINE BOKE, Economist, Industrial
Planning Division

2. PETER BROWN, Permanent Secretary,
Ministry of Agriculture

3. C. T. BANDA, Senior Education Officer,
Planning

4. F. R. CHILINGULO, Senior Education
Officer, Secondary Education,
Ministry of Education

5. G. B. CHIRWA, Senior Economist, Ministry
of Agriculture

6. MR. CHIWEWE, Department Chief, Planning
Division

7. WILLIAM GANDA, Under Secretary, Ministry
of the Treasury

8. G. K. JELLA, Senior Education Officer,
Teacher Training, Ministry of Education
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9. A.J.H. JERE, Under Secretary, Ministry
of Education

10. GODFREY KALINGA, Ministry of Economic
Planning

11. S.M.S. KANANAGA, Senior Economist,
Ministry of Agriculture

12, M. G. KUMWENDA, Chief Assistant, Primary
Education, Ministry of Education

13. MR. MHANGO, Senior Economist, Agro-
Industry, Planning Division

14, E.Y.J. NGAYE, Education Officer, Planning,
Ministry of Education

15. R. N. NYINNGO, Education Officer, Planning,
Ministry of Education

l6. J. OULTON, Senior Technical Officer,
Ministry of Education

17. W. K. SICHINGA, Education Officer,
Statistics/Planning, Ministry of Education

18. MR. SILUMBU, Economist, Transport
Planning Division

D. Malawi Development Corporation (MDC)
l. G. E. HELMORE, General Manager
2. T.0.B., KANYUKA, Department General Manager
E. Indebank
l. LAWRENCE ANTHONY, Department Assistant Manager
2. MR. RAYNOR, Manager
F. Commercial Bank of Malawi, Ltd.
l. JAN F. HEYMANS, Assistant General Manager
G. Vipya Paper Corporation (VIPCOR)

l. W.R.C. KADZAMIRA, Administrative Officer
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‘H. Ministry of Overseas Development Regional

Office (ODM)

l. W.T.A. COX, Head of Division, British
Development Division in Southern Africa

I. European Cooperative Agency (Affiliated with EEC)

1. MICHAEL HEADEN, Counselor Handling
Economic Questions

Lusaka, Zambia--June 25-30

A. Government of Zambia (GOZ)

l. JOHN ADAMS, Y. MPUKO YONBY, EDWIN SOMANJE,
Inspectors, Department of Technical and
Vocational Training

2, N. K. BANDA, Director, Department of
Technical and Vocational Training

3. MR. HIMUNVANGA, Under Secretary, Ministry
of Industry

4. P. J. KAVITZ, Assistant Director, Department
of Technical and Vocational Training

5. J. K. KAZHILA, Assistant Secretary, Department
of Technical and Vocational Training

6. Y. K. LIBAKENI, Senior Economist, National
Commission for Development Training

7. R. LUBASI, Department of Technical and
Vocational Training

8. H. MANDONA, Ministry of Economic and
Technical Cooperation

9. MR. MBEWE, Ministry of Economic and
Technical Cooperation

10. MR. MUMBWE, Ministry of Industry

11. MR. RASOOL, Chief Economist, Ministry of
Industry

12. MR. REMBE, Ministry of Lands and Agriculture

13. Z. M. SIKABBUBBA, Department of Technical
and Vocational Training
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XVI.

14. MR. CHIVUNGA, National Council for Planning
15. MR. KAZEMBA, National Council for Planning
United Nations Development Programme (UNDP)

1. JERRY BERKE, Acting Resident Representative
United Nations Commisgioner for Namibia

1. BERYL MC GOVERN, Programme Officer

2, HISHAM OMAYAD, Regional Representative
Institute for Namibia (UN)

1. BETHUEL SETAI, Lecturer

Rural and Commercial Industries, Ltd.

1. R. C. SAKWANDA, Economist

Industrial Development Corporation (INDECO)

1. R. C. SAKWANDA, Manager

Development Bank of Zambia

l. G. J. CHEMBE, Corporate Section

2. H. 0. MORITZ, Management Advisor

3. V. N. PAVANGADHAR, Projects Manager

4. L. M. NYAMBE, General Manager

Swedish International Development Agency (S$IDA)

1. PER KOKERITZ

Mbabane, Swaziland--July 1-6

A.

United States Embassy
1. J. WACHOB

Office for Southern Africa Regional
Activities (OSARAC)

l. TED MORSE, Chief of Mission

2. HOWARD STERNBERGER, Economist
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Government of Swaziland (GOS)
1. E. A. ADEWOLE, Government Statistician, €SO
2° MR. BEMBE, Senior Economic Advisor

3. L. BILLS, Geological Survey and Mines
Department

4. R. FLAYE, Ministry of Industry, Mines & Tourism

5. C. M. MKHONZA, Ministry of Industry, Mines &
Tourism

6. B. OLIVER, Department of Government/
Monetary Authoritv of Swaziland

7. MR. SIKONDZE, Ministry of Finance

8. T. H. WINSOR, Chief Mining Engineer,
Geological Survey and Mines Department

9. TIM M.J. ZWAWE, Ministry of Industry, Mines &
Tourism

National Industrial Development Corporation of
Swaziland (NIDCS)

1. MANAGING DIRECTOR
2., MAVELA M. Matsebula, Senior Project Officer
Small Enterprises Development Corporation (SEDCO)

1. JAIME M. CORTES, Entrepreneurship Development
and Training Advisor

2. GILBERT F. DHLAMINI, Managing Director

3. REIME RIESBECT, Chief Technical Advisor
United Nations Development Programme (UNDP)
l. S. SHAHID HUSAIN, Resident Representative
United Nations Representative

1. MR. MALINGA

Swaziland Chemical Industry

1. NEIL STEYN, Manager
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I. vLibbys of Swaziland
l. MR. GIBBS, Manager
2. MR. STEVENS
J. Tinkabi Tractor
1. MR. NAKAMIYA, Managing Director

XVII. Maseru, Lesotho--July 7-13

A. Government of Lesotho (GOL)
l. MISS PAM CIGOLI, Ministry of Finance

2. D. M, MOKHESI, Permanent Secretary, Ministry
of Commerce and Industry

3. MARY MOONYANE, Ministry of Commerce and
Industry

4. M. SEJANAMANE, Deputy Permanent Secretary,
Ministry of Planning

5. MOOROSI SFKHESA, Planning Officer, Central
Planning Office

B. Lesotho National Development Corporation (LNDC)
l, SAM MONTSI
C. Basotho Enterprises Development Corporation (BEDCO)

1. MANAGING DIRECTOR
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