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SUMMARY

It is seductive to propose simple answers to the complex
problems of economic development., The experience of economic
and social change which has occurred in just six countries--
four of which were studied intensively--is difficult to genera-
lize, The Office of Evaluation carefully selected countries
for intensive study which provided requisite geographical bal-
ance, had recorded reasonably high rates of economic growth
since 1960, and which had, according to all accounts, supported
private initiatives to further sustain and increase the past
record of growth. The countries studied were Cameroon, Costa
Rica, Dominican Republic, Malawi, Sri Lanka, and Thailand. De-
spite a certain pragmatic orientation to support all efforts
which might improve their well-being, each was different in
historical, economic, social, political and cultural context,
policy definition, implementation, and measures of performance.

While each country professed to support private sector ef-
forts, the governments of each country intervened in a number
of important ways, some of which are not generally conducive to
the development of open and competitive markets. At least one
country, Malawi, has deliberatley supported the development of
monopolies on economic efficiency grounds which they then regu-
late. Given its multiethnic and diverse colcnial history,
Cameroon is careful not to provide any private organization
with too much economic latitude, particularly if the organiza-
tion's operations are antithetical to the equitable development
of the nation state. Further, the government in Cameroon con-
trols a number of essential commodity prices as do other coun-
tries, e.g., Costa Rica, Sri Lanka, and, to a lesser extent,
Thailand. Most countries have established minimum wages as
well as regulating the prices of key food and other agricultur-
al commodities. All countries except, perhaps, Thailand have
subsidized credit in the formal sectcr of the economy.

With respect to trade and industrial policies, most of the
countries have coordinated their tariffs to support an import
substitution-focused industrialization policy. Several coun-
tries, including Costa Rica, Sri Lanka, Thailand, and Malawi
are now in various stages of attempting to reorient their
industrialization, tax, and trade policies toward export promo-
tion. The extent to which a full implementation of a reorgan-
ized set of policies will occur is unclear. However, to date,
Costa Rica, despite its present financial difficulties, which
are based in part on its social welfare commitments, has had
the most successful export-oriented industrial policy within
the context of the Central American Common Market.

Finally, all countries, despite supporting private sector
activities and private ownership, have established a number of



government firms which are active in all sectors of the econo-
my, from public utilities to agriculture. Costa Rica has had

no private firm in the formal financial sector for a number of
years, and other countries have established parastatals which

dominate other sectors in their respective economies.

The economic performance since 1960 of each of the six
countries under study has differed. While all six have exper-
ienced growth at an average annual per capita rate of 2.2 per-
cent or better over the period, three of the six have outper-
formed the average of other countries with similar per capita
income levels. These three countries include Malawi, Sri
Lanka, and Thailand. At the same time, in terms of the limited
evidence available on trends in the distribution of income, on-
ly Thailand has continued to progress toward greater equality.
Quality of life indicators such as life expectancy, per capita
food availability, literacy, access to safe water, and popula-
tion change vary considerably across the six countries, with
Sri Lanka, one of the poorest, scoring higher than any other
country except Costa Rica, which has a per capita income about
nine times as great, Many of the differences between countries
on such indicators can be attributed to considerable diversity
in government policies during the post World War IJ period in
supporting health and educational programs.

Probably the single most important reason for the sus-
tained high rate of per capita growth occurring in Thailand has
been the continuing rates of growth in agriculture. Indeed,
the principal reason for the sustained growth achieved in all
of the countries is the performance of the agricultural sector.
Cameroon and Malawi are two of a very small number of African
countries where agricultural output was relatively high partic-
ularly over the decade of the 1970s. Most of the increased
output in agriculture has been achieved in the private small-
scale agricultural sector, particularly in Thailand and Came-
roon, It would appear from the limited evidence reviewed that
the linkages between farm and nonfarm economic activity are
great. Much more intensive analytical work is reqguired on this
subject which has considerable relevance to the design of a
"private sector strategy."

All of the countries have been the recipients of consider-
able foreign capital inflows which are increasingly from multi-
lateral and bilateral donors, rather than from private lenders
(with the exception of Sri Lanka). These capital inflows have
comprised a significant share of the available funds for new
investment. Without these inflows, countries like Malawi and
Cameroon (before o0il) would not have been able to maintain
their economic growth.

All of the countries, with the possible exception of Came-
roon (largely due to the exploitation of o0il), have experienced



and are experiencing varying degrees of indebtedness and for-
eign exchange constraints. Costa Rica and Sri Lanka are per-
haps the most constrained, although Malawi may be the hardest
hit since its economy is the least well developed and most de-
pendent on a few exports whose value has plummeted more than
other commodities, even though it has made significant progress.
Costa Rica is de facto bankrupt. Sri Lanka has also had sub-
stantial government budget deficits which are partly due to its
social welfare programs as well as being heavily dependent--
more than any other of the six countries--on a static revenue
base which is based on high export duties on its agricultural
production. The importance of analyzing the structure of gov-
ernment revenue and the potential for changing it to improve
the support provided for increasing recurrent commitments
(which all poor countries have made in concert with donors)
cannot be overemphasized. Without a significant restructuring
of government revenues, the development efforts of the past and
near future will languish as governments will seek any avail-
able supply of saving, whether domestic, from foreign sources,
or via the mechanism of inflation, to maintain the set of com-
mitments which they have already implemented. The political
discontinuities may be profound.

To end on a positive note, this review reports the dyna-
mism of the nonsubsidized, perhaps excessively taxed, small-
scale sector in both agriculture and manufacturing in both rur-
al and urban areas of a number of developing countries, includ-
ing those constituting the principal focus of this analysis.
Much more information is needed about the entrepreneurial and
managerial skills necessary to improve the dynamism of this
sector and how these skills might best be acquired. The devel-
opment of the necessary infrastructure to further foster this
subset of the private sector represents one of the principal
challenges of the donor community and Third World governments
in the years ahead.



I. INTRODUCTION

The U.S. Agency for International Development (AID) and
other donors want to know in what manner, under what condi-
tions, and in what policy environment a vigorous private enter-
prise sector can make a positive difference in the econcmic and
social development of poor countries. AID, therefore, has
taken a retrospective look at past experience and seeks to

learn from it to improve future development assistance program-
ming.

This paper has been written to comparatively analyze four
country case studies which the Bureau for Program and Policy
Coordination, Office of Evaluation conducted in Malawi, Came-
roon, Costa Rica, and Thailand. Also included in this compari-
son 1s an additional special country study commissioned by the
office in the Dominican Republic, and information from Sri
Lanka on the progress made since initiating its economic liber-
¢ ’ am in 1977.

Previous Page Blank

y objective of the country studies was to retro-
spectively examine the relationship between private sector
growth, economic development, and the distribution of the gains
of development. More specifically, the country studies endeav-
ored to examine (a) the impact of government policies on the
development of free markets and measures of economic develop-
ment, and (b) whether and how AID and other donor programs have
promoted economic development by strengthening the capabilities
of the private sector in these developing countries, While
this paper does not claim to unambiguously answer these impor-
tant questions, it provides additional insight about these
relationships. It also assists in specifying where our under-
standing requires further thought and consideration.

The paper is organized as follows. First, an analysis of
the economic and social development of the six case study coun-
tries since 1960 is presented in comparison with the experience
of all low- and middle-income countries. Second, the present
international economic context facing these countries is
reviewed. In this contextual review, international trade vul-
nerability of the countries is analyzed from a historical per-
spective. Third, a comparative analysis of the economic policy
context of the six countries is presented, taking into consid~-
eration political economy factors. This analysis is conducted
to ascertain the extent of government support for private sec-
tor development and whether governments have facilitated the
growth of open and competitive markets. Fourth, the analysis
seeks to ascertain patterns of mobilizing and allocating capi-
tal resources between the public and private sectors within the
six countries. Further, it reviews available information on
investments made by the six countries in human capital. Sixth,

Previous Page Blank
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the paper reviews available information on a number of issues
pertinent to developing a private sector capable of contribut-
ing to sustained economic and social development. The issues
reviewed include (a) the development of entrepreneurial talent,
(b) the role of small-scale enterprises, {c) the experience

with government-supported development organizations, (d) agricul-
ture, (e) market infrastructure, and (f) the role of external
organizations. The paper concludes with lessons learned for
governments and donor agencies.

IT. A COMPARATIVE ANALYSIS OF ECONOMIC DEVELOPMENT IN SIX
COUNTRIES

A comparative analysis of economic development in Costa
Rica, Cameroon, Malawi, Thailand, Dominican Republic, and Sri
Lanka from 1960 to 1980 is presented to provide a broader con-
text for analyzing the country case studies. The economic de-~
velopment process which has occurred since 1960 in the six
countries is also compared to the experience encountered by all
low- and middle-income countries,

Over the two-decade period from 1960-1980, the real rate
of growth in GNP per capita has averaged 1.8 percent per year
for all low-income countries; the comparable rate for middle-
income, oil-importing countries was 4.1 percent {see Table 1).
Three of the six countries, Malawi, Sri L.anka, and Thailand,
grew more rapidly than did countries in their respective income
group. In 1960, Malawi and Sri Lanka had incomes below the
average for low-income countries. However, by 1980, both were
approaching the average income level of $240 per capita for
such countries.

1

With the exception of Thailand, the rates of per capita
income growth achieved by the three other middle-income coun-
tries over the two-decade period were lower than the average
attained by oil-importing middle-income countries. (Thailand,
which had a very low per capita income level at the start of
the two-decade period, about $240 per capita, has grown at the
average rate of 4.6 percent per year since 1960.) Despite
steady progress of 2.5 percent per year, Cameroon has not
matched the growth rates of other middle-income countries.
Costa Rica started the two-decade period at a per capita income

lin 1978, Cameroon began exporting oil. However, since most of
the period included in this analysis was prior to 1978, it is
appropriate to compare Cameroon's development experience with
other oil-importing middle-income countries. This comparative
standard is followed throughout the paper.



Table 1. GNP per Capltta and Rates of Growth in GNP per Capita, 1960-1980
{in 1979 U.5.%)

All Low-
| ncome AlY Midd!le-
Countries | ncome
(x|, oll-
india, Dominican importing
Year Malawi Sri Lanka China) Cameroon Thaltand Republic Costa Rica Countries
1960 113 147 168 342 240 511 940 694
1965 134 167 187 396 314 624 1,149 883
1970 155 188 206 448 394 138 1,358 t,080
1975 1719 209 225 508 49% 869 1,599 1,320
1977 a9 219 233 534 539 924 1,709 1,430
1979 200 230 240 560 590 290 1,820 1,550
1980 206 235 244 515 617 1,023 1,882 1,614
Rate of
Growth
1960/ 1979 2.9 2.2 1,8 2.5 4.6 3.4 3.4 4.1

Source: World Bank, wWorld Development Report 1981; derived from Appendix Table 1,




level above the average middle-income country, even though it
has not grown quite as fast as the average of middle-income
countries., Over the two-decade period, the Dominican Republic
has experienced an income per capita growth pattern similar to
that of Costa Rica.

A. Demographic and Quality of Life Characteristics

Table 2 presents demographic and quality of life data for
the countries under anaiysis. With the exception of Sri Lanka,
which had the lowest population growth rate of the six coun-
tries, the other countries experienced rates of growth which
were greater than the average for their respective income
groups. While the population growth rate for low-income coun-
tries is greater than the population growth for middle-income
countries (2.6 percent versus 2.2 percent), the countries stud-
ied do not conform to that pattern. Among middle-income coun-
tries, only Thailand has witnessed a significant decline in the
rate of population growth to its present level, which is
slightly above the average for middle-income countries.

Crude birth rate (CBR) and crude death rate (CDR) data for
1960 and 1979 (rows 3 and 4, Table 2) provide information about
the demographic transition process undecrway in each country.
Malawi and Cameroon have just entered the transition. This en-
try point is typically defined by a minimal decline in the
crude birth rate preceded by a significant drop in the crude
death rate of more than one third in the prior two-decade peri-
od. On the other hand, Sri Lanka, Thailand, the Dominican
Republic, and Costa Rica all show declines in the crude birth
rate over this period as well as continuing declines in the
crude death rate to under ten per thousand. Sri Lanka's crude
birth rate is the lowest among the countries under study and
below the 1979 average for middle-income countries.

Further information about the demographic transition is
also evident from total fertility rate data (row 5). Sri Lanka
and Costa Rica have total fertility rates below the average
middle-income level, while the Dominican Republic and Thailand
figures are indicative of being in transition. The transition
has not yet occurred in Cameroon and Malawi.

Finally, the data on the proportion of the population re-
siding in urban areas show that Malawi and Thailand have the
largest proportion of their populations residing in rural areas.
Sri Lanka, despite having a large rural-based population, is
more urban than the average low-income country. Finally, de-
spite the fact that Costa Rica has a fairly high per capita in-

come, a large proportion of its population (60 percent in 1979)
is rural,



1861 'iJodey juewdo|eaa( PIJOM ueg p|JOM  83.N0S

‘W) 6ZZZF +UBWNIOp Mueg p|HOM U] pesusseud eLep jusw| jOJue uO|LedNpe uo peseg ),

[] [] " |"|
'z - 08z - 3 ve0‘Z - P 626°1 - P o690°T - goL‘z - gL'z - * 9907 - {LL61) eyide]
: . H H J8d Ajddng
: : . ' 8140|RD (¥)
. . H :
s - LL - 16 - 2 - !9z - 6z - 0Z - [Ty - (s161)
: H : : do4eM
: : : : 8405
® a »
H . H ! 04 S$5800Y
: : : : *dod § (§)
w - o6 - i1 - 1w - i o o - ¢ - i e - kogiei
: : : : (9L6i)
: : : : +inpy (2)
a2 [l ] o
€9 - oo - 39 - 19 - i - 0g - % - & o - siea)
. H H . Asueyoedx3
a [] » a
. H : : 8317 (1)
: ; : :
m : m ' seJnsesW [10d
] [] » ]
. » » L
s 6€ cy £ sts 08 Eow AR 14 ¥l 6! Zl Lz gt 3+ ol v vequn § (9)
vy o - ¢ - ter - fgw - iUe - s - 8¢ - 1 0L - osey
: . ; m Arri14ae4d
: : : ; 18401 ()
[ ] a
6 #l 6 CTR o s 9 ol Lz 91 vZ L 6 T sl I¥4 ¥A0 (V)
a ] . [
ig s 9% 05 6 w3 If wo ' Er  &v v Ly 8z % & 1S 174 W (©)
» ’ .
- ¢z - tez - gz - 1o - 9z - oz -~ f oz - esey
: ' : : Y4moag ()
H . » H
' m . m uo| e | ndod
: : : : (suoy|{w up)
- - 2z 2 ioets 07§ sTer v 128 v |- - s*vl 6'6 T 86  t'¢ uojsendod (1)
q
. ' . H
. H : : S8INSesy
. : H : o 1ydesbowe
H : . H
: i 4 4
6L61 0961 6L6) 096l 5 6L6I 0961 & 6.6l Q96L 1 6L6L 096 6461 0961 6161 0961 5 6161 0961 wey |
S8{.J4unod @3y 4503 & ojjqndey ! T puejleyl & T UoCJeWe) | S@}ILuno)d ®iuey 145 me | en
bu § $a0du|  ugd{uiweg i H ewoau | H
-i10 ewodu | : : : -mo7 m
-S|{PPIA | IV : . H :
» . B []
6461 PUR 0961 *S3yisideioeseyd |T0c pue Siydeabowed °Z 9jqel



Quality of life (PQLI) measures clearly show that Sri
Lanka is unigque among low-income countries, It has nearly the
same level of life expectancy as Costa Rica even though the per
capita income for Costa Rica is about nine times as high,

Adult literacy in Sri Lanka as well as in Thailand is nearly as
high as in Costa Rica.

Life expectancy in Thailand has also increased signifi-
cantly. Malawi, on the other hand, while making considerable
strides since independence (1964), is still lagging behind the
average for all low-income countries. In Cameroon, the esti-
mated levels of adult literacy and life expectancy are consi-
derably behind the average for middle-income countries and are
closer to the levels found in low-income countries.

With respect to access to safe water supplies, only the
Dominican Republic and Costa Rica are at or above the levels
for their respective income groups; Thailand and Cameroon are
significantly below the average level for all middle~income
countries, Finally, with the exception of Costa Rica, all
countries have per capita food supplies approximating the aver-
age for low-income countries, e.g., around 2,100 calories per
person per day.

B. Indicators of Equity

While income distribution data must be treated with cagtion
due to incomplete reporting and definitional discrepancies,
analysis of available data on the distribution of income in the
countries under study shows that income distribution tends to
be morg skewed in the middle than in low- or high-income coun-
tries. Table 3 combines several sources of data on income
distribution for five of the six countries.

With the possible exception of Malawi, and more recently
Sri Lanka, the income distribution data show a more eguitable
trend evolving over the two-decade period since 1960 for the

2Fror a discussion of these data problems, see S. Jain, Size
Distribution of Income: A Compilation of Income, (Washington,
p.C.: World Bank, 1975),

35ee Felix Parkert, "Income Distribution at Different Levels of
Development: A Survey of Evidence," International Labor
Review, 108, 2/3 (Augqust-Sept. 1972) 97-127. See also a more
complete study of these patterns by Hollis Chenery, et al.,
ed., Redistribution With Growth, (London: Oxford University
Press, 1974).




Tabkle 3, Income Distributlon: Percentage Share of Household Income for Selected Years
(by percentile groups ot househo!ds}

Dominican
Cameroon Costa Rica Republ ic Malawi Sri Lanka Thailand
2 1 2 ¥4 1 2 2 1 3 2 2 2

NA 1960 1971 1970 MRE 1967/68 19707 1960 1969/70° 1978/79 1963 1968 MRE
Lowest 20% - 5.7 3.3 4.3 5.0 10.4 5.7 A5 7.5 3.8 .2 6,1 7.6
Second
Quintile - - 8.7 - - 11,1 - - 1.7 8.4 - - -
Third
Quintile - - 13,3 - - 15.1 - - 15.7 13.2 - - -
Fourth
Quintiie - - 19,9 - - 14.8 - - 21,7 20.4 - - -
Highest 20% - - 54.8 - - 50.6 - - a3.4 54.3 - - -
Highest 10% - - 39.5 - - a0.1 - - 8.2 3.0 - - -
Highast 5% - 33.0 - 26,3 25.1 - 29,5 26.4 - - 21.8 2%.3 4.0

Notes: These data should be treated with caution, MRE = most recent estimate,

1

Sources: world Bank, World Development Report 1981, Table 25,

2unH’t-zd Natlons, Social I|ndicators: World Tables, 1980,

3worid Bank, document No. 3901-CE, p. 159.



other countries. While a lower proportion of total income
appeared to be accruing to the poorest 20 percent of the popu-
lation in Costa Rica in 1971 compared to 1960, the data also
suggest that there has been a redistribution of income from the
more affluent quintiles to the less wealthy ones. 1In the Do-
minican Republic, there appears to be movement toward a more
equitable distribution, as indicated by the increased share ac-
cruing to the poorest 20 percent and a slightly decreased share
to the wealthiest 5 percent.

Between 1960 and 1970 in Sri Lanka, the data show an in-
crease in the proportion of income going to the poorest 20 per-
cent, with a concomitant decline in the proportion accruing to
the wealthiest 5 percent. Much of this change can be attri-
buted to the social welfare programs initially implemented dur-
ing World War II and strengthened in the 1960s and early 1970s.
The data for 1978/1979 reflect in part the results of the 1977
economic liberalization program initiated by the new government
elected to power in that same year.

In Thailand, there has been a significant increase in the
income share going to the poorest income groups, with the share
accruing to the most wealthy being considerably lower than in
Sri Lanka according to the most recent estimates. These data
suggest that the benefits of the rapid economic growth occur-
ring in Thailand were widely distributed throughout the popula-
tion,

C. The Economic Structure of Production

As economic development occurs, the structure of economic
activity is altered, Some of these changes are evident from
the data presented in Table 4, which shows the economic struc-
ture of production for the six countries, and for low- and mid-
dle-income countries as a whole. These data show a significant
decline in the proportion of GDP accruing from agriculture and
a concomitant increase in the proportion from industrial! pro-
duction and services.

In low-income countries, agriculture typically is the lar-
gest sector with nearly 40 percent of GDP accruing from that
sector., For middle-income countries, however, agriculture's
share of GDP has declined to about 15 percent. The economic
structure of the countries under study tends to conform to this
pattern, with most cf them retaining a slightly larger agricul-
tural base than for low- and middle-income countries as a whole.
It is important to remember this structural fact when analyzing
the sources and structure of government revenue, Typically,
the agricultural sector is heavily taxed for use by the public



Table 4, Economlic Structure of Productlon, 1960, 1970, and 1979
Midd | e~
Low- | ncome
_ I ncome Dom!inican ot =Importing
Ma | awi Srl Lanka Countries Cameroon That land Republ ic Costa Rica Countrles
| tem 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979
1, GOP 7
($mit ) 170 1,220 1,500 3,160 - - 550 5,330 2,560 27,640 720 5,230 570 3,990 - -
A, ¥ Ag, of ;
GOP 58 43 32 27 52 38 35 32 40 26 27 19 26 19 21 14
B. ¥ Industry 1" 20 20 » 13 25 161 16 19 28 23 26 20 26 32 36
C. ¥ Services k3| 37 48 42 15 39 49‘ 52 41 46 50 55 54 55 45 50
Years 60/70 70/79 60/70 T0/79 6O/70 70779 6Q/70  70/79 60/70 70/79 60/70 70/79 60/70 70/79 60/70 70/79
i1, Rate of
Growth
In GDP 4.9 6.3 4.6 3.8 4.3 3,8 3,7 5.4 8.2 7.7 4.5 7.5 6,5 6.0 5.9 5.5
A, Rate of
Growth
in Ag. - 4.1 3.0 2.6 2,7 1.9 - 3,5 5.5 5.4 2.1 3.3 5.7 2,6 3,9 3.3
R. Rata of
Growth
In Industry - 7.0 6,6 3.6 6,6 3,6 - 6,5 11,6 10,4 6,0 10,1 9.4 8,5 7.t 5.7
C. Rate of
Growth
In Services - 9.1 4.6 4.5 3.8 4.6 - 6,3 9,0 7.7 5.0 Te7 Se7 6,0 5.7 5.7

Yeor year 1965/1966,

zCurrenf dol lars,

Source:

Worid Bank, World Development Report 1981, Annex Tables

28483,
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sector in financing recurrent and capital expenditures. Gov-
ernments act in this manner since it is often easier and less
costly from an administrative perspective to tax large flows of
agricultural goods shipped in and out of a few points of entry,
rather than the myriad transactions occurring in the service
and small-scale industrial sectors.

Only in Thailand and Sri Lanka does industrial development
approximate or exceed the average figures for low- and middle-
income countries. There has been tremendous growth in Thailand's
industrial sector over the two decades, from 19 percent to
nearly 30 percent of its GDP. Malawi's industrial growth is
also impressive compared to other low-income countries. How-
ever, its industrial growth is heavily dependent on an expand-
ing international demand for sugar and tobacco. 1In recent
years, the market for both items has been severely depressed
and prospects are not bright for a rapid recovery. Thus, it is
likely that Malawi's industrial growth will not be as impres-
sive as has been the case in the previous two-decade period.

Camerocon's industrial base is significantly below the mean
for middle-income countries (16 percent compared to 36 percent
in 1979). 1Its very modest rate of industrial growth of 6.5
percent per year is the second lowest recorded among the six
countries studied; only Sri Lanka's is lower.

The most important reason for the relatively favorable
economic growth recorded by the six countries over the two-
decade period is that agricultural growth rates exceeded the
average rates of growth in agriculture reported by countries
both in the low- and middle-income groups. Thailand recorded
the highest growth rate. The agricultural growth of Malawi and
Cameroon over the 1970s has also been very high, particularly
when compared with the rate of growth of agriculture in other
African countries where the rate of food production has de-
clined by about 1 percent per year during the 1970 decade.?
Cameroon has been the only African country to record a per cap-
ita growth rate in food production of greater than 1 percent
per year during the 1970s,.

In comparing industrial growth rates over the two-decade
period ending in 1979 (row II-B, Table 4), one is impressed by
the relatively strong performance of virtually every country in
this group with the exception of Sri Lanka, whose industrial
growth rate was equal to the average for all low-income coun-
tries. Thailand, and more recently the Dominican Republic, had

dgliiot Berg, et al., Accelerated Development in Sub-Saharan
Africa: An Agenda for Action, (Washington, D.C,, World Bank,

1981).
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rates of growth which were significantly above the average for
their respective cohorts.

D. Structure of Employment

While Table 4 focuses on the changing structure of eco-
nomic production in the countries under analysis, Table 5 pre-
sents the labor force structure among the three sections for
the same countries. 1In Table 4, the data indicated a signifi-
cant decline in the agricultural share of GDP. However, Table
shows that the agricultural sector continues to retain a large
share of the labor force. With the exception of Costa Rica,
over 50 percent of the labor force is still engaged in agricul-
ture; and in Malawi, Cameroon, and Thailand, over three-
guarters of the labor force are still in agriculture, The sec-
toral distribution of the labor force in Sri Lanka is more rep-
resentative of an average middle-income country than a low-
income country and approximates that of the Dominican Republic
or Costa Rica. Since 1960, the share of the labor force in
agriculture has declined in all six countries, although in
Malawi, Sri Lanka, Cameroon, and Thailand, the decline has heen
modest.

In Thailand, despite significant industrial development
during the two decades since 1960, the share of the labor force
in the industrial sector is small, representing only 9 percent
in 1979. Similarly, a small proportion of the labor force is
engaged in service activities (14 percent in 1979).

Table 5 does not provide all relevant evidence with re-
spect to employment. 1In particular, it does not reflect the
full extent of nonfarm employment by the rural-based labor
force. The empirical work of Carl Liedholm and other col-
leagues, in a number of developing countries, e.g., Sierra
Leone, Thailand, Egypt, and Jamaica, has shown that at least
20 percent of agricultural-based households are engaged in non-
farm rural employment activities, e.g., small-scale industry or
services., For this and other reasons, the data presented in
Table 5 underestimate the proportion of the labor force engaged
in industrial service activities, Nevertheless, Table 5 shows
a lag in the transition of the labor force from one sector to
another as the structure of economic production is shifting
from agriculture to the industrial and service sectors.

Ssee Enyinna Chuta and Carl Liedholm, Rural Necn-Farm
Employment: A Review of the State of the Art, MSU Rural
Development Paper #4, (East Lansing, Michigan: Department of
Agricultural Economics, Michigan State University, 1979).




Table 5. Percentage of Labor Force in Each Sector, 1960 and 1979

All Middle-
All Low- Income
Income Dominican Costa Oil-Importing
Malawi Sri Lanka Countries Camercon Thailand Republic Rica _ Countries
Sector 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979
Agriculture 92 86 56 54 79 70 87 83 84 77 67 S0 51 30 57 42
Industry 3 5 14 14 8 11 5 7 4 9 12 18 19 23 17 23
Services 5 9 30 32 13 19 8 10 12 14 21 32 30 47 25 35
A
Source: World Bank, World Development Report, 1981, ?)
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E. Structure of Qutput and Employment in Manufacturing

Since the potential impact of government policy on indus-
trial and manufacturing development is closely related to the
purpose of this study, it is useful to review the limited com-
parative evidence available about the structure of manufactur-
ing output and employment characteristics.

1. The Distribution of Value-Added in Manufacturing

In Table 6, comparative data are presented on the distri-
bution of value added across industrial sectors. Like many
other developing countries, the six included in this analysis
have employed policies to enhance the development of import
substitution manufacturing since 1960. More recently, Thailand,
the Dominican Republic, and Sri Lanka have instituted policy
changes to place more emphasis on export promotion. Costa Rica
also has adopted an export promotion strategy but within the
Central American Common Market context.

The structure of manufacturing value added presented in
Table 6 reflects each country's pattern of domestic and exter-
nal demand for such goods. The data show food and agricultural
processing activities dominating the manufacturing sector, with
textiles and clothing being the second largest sector. The
structure of Thailand's manufacturing sectors is more diverse
than in the other countries. This diversity of value added
across sectors in part reflects the fact that Thailand's econo-
my is much larger, in an absolute sense, than any of the other
countries studied (see line 1, Table 4), despite its lower per
capita income. Given the economy's large size, Thailand can
justify domestic production in machinery and chemicals more
easily on economic efficiency grounds than other countries
under study.

2. The Development of Small-Scale Industry

There is little comparable information available for each
of the six countries under study on small-scale private manu-
facturing. However, the data available for Thailand are in-
formative. Since Thailand has experienced such impressive
growth over the last two decades, the evidence on small-scale



Table 6.

(1975 prices)

Pattern of Industrialization:
Distribution of Manufacturing value Added

DPominican

Cameroon Costa Rica Republic Malawi Sri Lanka Thailand2

Sector 1978 1977 1978 1978 1978 1978
Food & Agriculture 37 47 72 51 38 32
Textiles & Clothing 15 10 4 12 15 19
Machinery & _

Transport Equip. 2 7 1 - - 12
Chemicals 8 8 5 - 4 6
Other a8 28 18 7 43 31

1 World Bank document #3193-CR.

2

UN, Yearbook of Industrial Statistics, 1979.

Source: World Bank, World Development Report, 1981.




~-15~-

manufacturing in that country reinforces the i?portance of sim-
ilar activities in other developing economies.”

In Table 7, data are presented from Thailand which show
the importance of conducting special employment surveys to
ascertain the extent of small-scale industrial activity and
employment in both urban and rural areas. In this table, a
comparison is made between data from a special survey of the
number of establishments and employment with data collected by
Thailand's Ministry of Industry. The table clearly shows that
the number of establishments enumerated via Ministry of Indus-
try surveys is a significant undercount of such estabhlishments
in urban and rural areas. The Ministry of Industry only enu-
merates firms which have ten or more employees, whereas the
special survey established that many firms which were not enu-
merated by the Ministry of Industry surveys are entities em-
ploying fewer than 10 persons,

There is ample evidence from other countries which also
shows an underenumeration of manufacturing activity in official
statistics, If the information generated from Sierra Leone
approximates the experience in other countries, the income
elasticity of demand for domestically manufactured 9ommodities
produced by small-scale manufacturers is about 1.6. This
figure means that if incomes increase by 10 percent, the demand
for rural-based manufactured products will increase by approxi-
mately 16 percent. Thus, if agricultural production is increas-
ing such that rural incomes increase, rural-based manufacturing
establishments and their workers will rise concomitantly. 1In
the countries included in this analysis, agricultural output
has increased significantly. To the extent that these coun-
tries have a small-scale rural-based manufacturing sector as in
Sierra Leone, the demand for their output is likely to have
grown even more rapidly. Such conditions create a rural eco-
nomic base conducive for long-term growth,

6ror an informative comparative analysis of the importance of
small-scale industry, see Enyinna Chuta and Carl Liedholm,
Rural Non-Farm Employment, 1979. Other country-specific
evidence is presently available on Jamaica, Haiti, Kenya,
Sierra Leone, and Egypt.

Tcarl Liedholm and Enyinna Chuta, The Economics of Rural and
Urban Small Scale Industries in Sierra Leone, African Rural

Economy Paper #14, (East Lansing, Michigan: Michigan State

University, 1975).
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Table 7. Comparison of Special Employment Survey With Statistics
From the Ministry of Industry, Thailand, 1979

Difference
Special Ministry of (¢ of Ministry
Item Survey Industry of Industry)
Number of Establishments
Chiang Mai City 1,290 292 441.8
Chiang Mai Area incl. city 1,488 513 290.0
Other Areas 2,442 1,018 239.9
Employment
Chiang Mai City 8,919 NA
Chiang Mai Area 10,856 NA
Other Areas 10,953 11,8521

Average Number Employees
per Establishment

Chiang Mai City 6.9 NA

Chiang Mai Area 7.3 NA

Other Areas 4.5 12.1
1

Don Chedi not included in figure. Figures also include large factories outside
municipal area enumerated in special survey.

Source: Donald Mead & Prodit Charsombut, "Rural Off-Farm Employment in Thailand:
Phase I Survey Results,"™ Center for Applied Economics Research, Kasetsart
University, Research Paper $#3, June 1980, p. 31.
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3. Structure of the Enumerated Manufacturing Sector

In Table 6, the structure of manufacturing value added was
comparatively analyzed. More detailed information on the size
and structure of specific industries is not readily available
for all six countries. However, in Table B8, data are presented
for Costa Rica, the Dominican Republic, and Sri Lanka on the
number of firms, total employment, and employment per estab-
lishment in a selected set of manufacturing industries. For
the Dominican Republic, where there has been a significant rate
of growth in industrial output during the 1970s, the data in
Table 8 also show an increase of over 100 firms enumerated be-
tween 1975 and 1978 (nearly a 10 percent increase). These
additional firms are widely distributed across all industrial
categories.

The rise in industrial and manufacturing activity in Sri
Lanka between 1975 and 1978, as indicated in Table 8, is re-~
lated to the "liberalization" policies taken after the 1977
election in Sri Lanka. Between 1975 and 1978, over 200 new
firms were reported in the annual industrial survey. There was
also a reported increase in manufacturing employment by nearly
20,000 pecople (15 percent increase).

There are significant differences in the relative size of
manufacturing firms in these three countries, 1In Costa Rica
there are about 20 workers per establishment whereas in the
Dominican Republic, establishments average around 100 workers.
As mentioned above, the Dominican Republic structure of indus-
trial activity tends to be concentrated in food products, e.qg.,
sugar processing. Since export-oriented sugar processing mills
are large-scale manufacturing plants, it is not surprising that
the number of employees per establishment (150) in the Dominican
Republic's food products sector is significantly higher than in
Sri Lanka or Costa Rica, where sugar processing does not domi-
nate the sector. 1In Section III.B below, data are presented
which show the importance of sugar to the economy of the Domin-
ican Republic. 1In Sri Lanka the predominant industries tend to
be textiles and wearing apparel, and the average number em-
ployed per textile firm is significantly greater than in either
of the other two countries. In Sri Lanka there are a Jarae

number of small wearing apparel-producing firms (12 workers per
firm).

With the exception of the heavy metals and industria)
chemical sectors, there does not appear to be a heavy concen-
tration of output in a few firms. Sri Lanka's iron and stee]l
industry represents the possible exception. 1In 1978, there
were only six firms. The average firm employed over 350 em-
ployees. The wood products industry in Sri Lanka may alsoc be
concentrated. There are only six firms with the average size of



Table 8, Selected Manufacturlng Sector Statistlcs for Costa Rica, the Dom!nlcan Repubifc, and Sr! Lanka:
{1) Number of Establishments, {(2) Employment, and (3) Average
Number of Emptoyees per Establlshment
l Costa Rlica R _Sri lanka
1975 1975 . 1978 1975 H 1978
item () {(2) (3) QD) (2) (33 (2) (3 (1) (2) (3) E (N (2) {(3)
H :
Total| Manufac- : .
turfng Entltles 2870 55,6 19.4 1205 122.3 101.5:1312 13,3 87.0 2403 125,0 52.0 :2587 144.0 55,7
a L]
Food Products (5|l/2)(4) 770 15,0 19,5 510 95,4 187.1! 539 81,3 150,9 184 13,1 7.2 E 195 19,0 97,3
Textlies (321) 84 5,8 69.0 ; 24 2.6 108.85 30 3,9 115.6 388 25,8 66.5 E 267 33,7 126,1
1 H .
Wear ing Apparel (322) 476 5.9 12,4 ' 193 2.2 14.25 169 2.6 15,6 839 8.9 15,2 E 602 7.5 12,6
Wood Products (331) 209 2.9 14,0 28 0.1 3.6E 26 0.1 4.6 22 4,8 216,5 E 6 4.3 724.8
Furniture (332) 178 2,4 6,2 98 1,0 10.25 97 1.0 10,5 13 0.4 2.7 E 17 2.4 20.3
Printing, Pub- % E E
Ilshing (342) g3 2.0 21,8 | &7 1.1 23.,6% 50 1.3 25.4 - - - s - - -
i H »
tndustrial Chem- ! | ' E
Icals (351) i 9 0.5 60,8 13 1.1 85,41 16 1,4 86.2 12 0.8 66,8 1 22 1.0 46,0
1 ¥ .
Drugs and Mediclnes ! : H
(3522) 24 1.0 42,0 f 15 0.2 15.35 18 0,5 27,8 16 - - % 24 - -
1 H H
Plastlcs NEC (356) | 24 1.7 71,5 ‘ 14 0.9 62.95 18 1.2 68,9 78 1.7 21,7 E 7 1.5 19,8
E i L4 :
Pottery, China, etc, f H .
{361 T 0.2 1.9 - - -1 - .- - - 3.3 - 1 65 4,6 70.2
Nonmetal Products (369) | 138 2.6 18,8 i 18 3,9 102.65 50 4,1 B1.4 65 8.3 127,2 E 88 10,3 116,8
Iron & Stee! (371) 15 0.4 29,6 | 7 1 55,78 7 1.0 140,0 4 1.5 32,8 1+ 6 2,1 352,2
Metal Products (381) 199 2.6 12,9 ! 32 2.0 64,13 33 2,35 70,3 | 246 6.6 26,7 & 306 9,3 30,4
' - [ ]
Transport Equip (384) 29 1.8 63,8 1 0,02 Z0.0E 1 0,01 10,0 78 5.6 71,8 1 129 4.6 35,9
. M L]
(1) Establishments,
(2) Employment In 1,000's,
3 Employment/Establ I shments,
(4) Manufacturing Sector Code,
Source: ULN, Yearbook of Industrlal Statistics, 1981,

_8'[_
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each firm being over 700 employees per firm. The fact that
metal products represents a much larger share of total manufac-
turing firms in Sri Lanka than in the other two countries may
partially be explained by its geographical distance from more
industria}ized countries.

Without more detailed information about the changes in the
size and structure of specific industries, which can only par-
tially be deciphered from the data presented in Table 8, the
impact of specific economic policy changes on market power,
output, and employment cannct be clarified. A careful review
of such detailed information, including import and export data
over several years, is necessary to understand the dynamic ef-
fects of policy change or other governmental interventions.

F. Sources of Government Revenue

To complete the general economic review of the six coun-
tries, it is useful to analyze the structure of government rev-
enue shown in Table 9. By reviewing these data one can better
understand why certain policy choices have been made in each
country over the last two decades with respect to price and
other market intervention policies.

Costa Rica's emphasis in developing and maintaining a so-
cial welfare program is evident in the structure of government
revenue; social security contributions constitute over one-
quarter of its total revenue in 1979, This proportion has
increased dramatically from 1973 when social security contri-
butions represented about 12 percent of government revenues in
that year. On the other hand, in three of the six countries
social security contributions do not exist. 1In the other two
countries where it does, Dominican Republic and Cameroon, the
contributions represent a minor share of government revenue.

Of primary analytical importance is the proportion of to-
tal government revenue coming from import-export duties (see
row 7, Table 9). This proportion varies from a low in Malawi
of 19 percent to a high in Sri Lanka of over 50 percent. (A
more detailed review of this issue is presented in Section
III.B below.)

Finally, some countries receive a large share of govern-
ment revenue from nontax revenue sources (row 9, Table 9). 1In
1979, Cameroon obtained a large proportion of its revenue from
nontax revenue, i.e., the "new" oil revenue, This nontax rev-
enwe became important in 1978 and reduced the country's depen-
dence on import and export duties, The significance of nontax
revenue in the Dominican Republic, Malawi, and Thailand is re-
lated to past economic decisions made by government. Tn the



Table 9. Sources of Central Government Revenue
as a Percentage of Total Revenue in 1979

Dominican
Revenue Source Cameroon Costa Rica Republic Malawi Sri Lanka Thailand
1. Individual Income Tax 9.76 15.86 7.00 12.39 7.67
) 10.79

2. Corporate Income/

Profit Tax 5.81 0.01 10.46 22.25 9,64
3. Social Security

Contribution 7.19 25,54 3.98 - - -
4. Taxes on Property 1,97 0.93 0.71 0.05 0.54 1.3
5. Sales Taxes 1

Including VAT 14.42 28.24 24.14 29.95 27.51 43,99
6. Value Added or

Turnover Tax 5.58 8.67 - 25.25 10.83 18.78
7. Import & Export Duties 27.46 21.52 37.75 19.06 53,94 24,31
8. OQther Taxes 1.79 _ 1.31 1.11 0.28 0.59 0.65
9. Nontax Revenue 31.79 6.58 13.25 15.78 . 6.60 12.41

10. Property Income 1.47 2.11 8.42 6.99 4.23 4.13

Total 140,00 100.00 100.00 100,00 100,00 100,00

_OZ_

1VAT = Value Added or Turnover Tax.

Source: IMP, Government Finance Statistics Yearbook 1981, Volume 5.
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case of the Dominican Republic, much of the nontax revenue
comes from firms previously owned by the Trujillo family. In
Malawi, such revenue comes from the holding companies which are
owned in part or wholly by the government. 1In the case of
Thailand, a large portion of the revenue comes from public sec-
tor corporations established in the 1950s and 1960s. Thus, the
revenue structure of each country's government is reflective of
a number of historical policy decisions.

I1II. THE INTERNATIONAL ECONOMIC CONTEXT

There are a number of factors which enhance and/or con-
strain the economic and social development of each country dis-
cussed in this analysis. One of the most important factors is
the state of the world's economy and the related trade flows
between countries. These factors are reviewed in greater depth
below.

A, Trends in the World Economy

The condition of the world economy has a considerable im-
pact on a poor country's development possibilities., Since the
second significant increase in 0il prices by OPEC in 1978-1979,
the industrialized countries have recorded a very slow rate of
economic growth, most have suffered recessions, and many still
have not recovered but have been afflicted with a secular rise in
unemployment, coupled with high inflation and interest rates,

When economic difficulties occur in the industrialized
countries, the demand for imports is restricted. Without in-
creases in demand for imports in the industrialized countries,
the export earnings of poor countries are constrained and this
situation often leads to balance of payments difficulties for
the poor countries as well as a decline in their rates of eco-
nomic growth,

The World Bank has projected that the economic growth
rates of industrialized countries will not regain earlier his-
torical trend levels of slightly over 3 percent per year until
the late 1980s since the structural adjustments necessary to
address the increasgd price of energy require additional time
to fully implement. The continued rise in unemployment and
the lack of any significant increase in the rate of growth in
GNP in the United States during 1982 further reinforce the pro-
jections of the World Bank.

85ee Tables 1.1 and 2.1, World Bank, World Development Report,
1981, (Washington, D.C.: World Bank, 1981), pp. 3 and 10.
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The importance of the saga of international economic in-
terdependence is that without a strong and continuing rate of
economic growth in the industrialized countries, poor countries
will continue to experience major economic difficulties. (See
Sections III.B and IV.A for more details.) Their ability to
successfully pursue their economic development objectives irre-
spective of sector orientation--public or private--is thereby
hampered.

B. The Role of International Trade

In this section, the analysis centers on a country-speci-
fic analysis of (a) the size of exports and imports relative to
GDP, (b) trends in terms of trade and major commodity prices,
{(c) the structure of exports as they have emerged over the last
ten years, and (d) the importance of international trade taxes
as a source of government revenue. In Table 10, trend data are
presented for the six countries and for the low-income and mid-
dle-income countries as a whole on the ratio of exports and im-
ports to GDP.

The data in Table 10 show that exports and imports consti-
tute a large proportion of GDP in the economies of the six
countries included in the analysis than is the case generally
in low- and middle-income countries. For these countries, ex-
ports in 1979 or 1980 typically composed 25 percent and imports
30 percent of GDP respectively. For most of the countries, the
proportion of both exports and imports has risen secularly
since 1960. These data clearly indicate that the economic per-
formance of the six countries is highly dependent on the global
demand for their exports, '

The capacity of a country to import essential items is not
only determined by the qguantity of exports, but also the prices
of exports relative to imports. The trends in relative prices
between exports and imports are defined as the terms of trade.
The terms of trade for these six countries are summarized at
the bottom of Table 10. With the exception of Cameroon, the
data show these countries experiencing a more adverse reduction
in the prices of their exports relative to imports than has
generally occurred in low- and middle-income countries.

The degree of international trade vulnerability is further
depicted by the data presented in Table 11, which shows trends
in the prices of the two principal export commodities for the
six countries. While most commodity prices have risen over the
two-decade period, they have generally not kept pace with the
prices of manufactured goods. Coffee, cocoa, tea, and rubber
prices have risen significantly. However, some of the other
commodities, such as bananas (Costa Rica), sugar (Dominican



Table 10, Exports and |mports as a Percentage of GDP, 1960-1980
Dominican ! Low- | ncome !Middle—lncome
Cameroon Costa Rica Republic. Malawi i sri Lanka | Thailand Countries Countrias
Year Exp. Imp, | Exp. Imp, | Exp, imp. i Exp. Imp, | Exp, Imp, [Exp, Imp. * Exp. Imp, | Exp, Imp.
1960 30.5 26.1 21.4 26.2 |23.8 16.1 {20.0 38.0 i30.1 33.0 17.5 18,9 ; 14 - ! 4 -
: : ! !
1965 22,9 22,3 22,8 33.8 15,1 17.4 18,4 30,5 125.9 25,5 18,3 19.6 i
| i
1970 28,3 26,1 28,2 35,0 17.2 24,5 22.7 35,4 !25.5 28.6 6.7 21,5 I
1975 25,1 28,0 3.4 38,7 (28,0 28,0 27,7 43,1 !27.5 35.0 19,1 23.7 %
1977 25.6 28.1 3t.1 36,5 |20,2 24.4 28.4 32.8 é33.8 32.2 |20.9 26.3 E
:‘ : Lo ;
1979 23,3 27.9 27.1 38,3 |20.5 25.7 '20.8 36,3 ‘33,7 45.8 %23.7 29.8 20 - 18 -
! : !
1980 NA 25.9 35.8 NA 21.6 33,2 31,3 53.2 125.0 3.1
‘ i
Year 1960 1979 1960 1979 1960 197% 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979
Terms of
Trade 106 144 132 103 47 40 115 84 203 116 121 73 1 99 109 94
1975=100 +35,.8 -22.0 -14.9 -27.0 -47.,9 -39.7 -10.8 -13.8
Note: Exp, = Exports, Imp, = |mports,
Source: |IMF, International Financial Statistics Yearbook, 1981,

_Ez._



Table 1l1. Trends in Prices of the Two Principal Export Earners, 1960-1980

(1975=100)
Dominican
Camer oon Costa Rica Republic Malawi Sri Lanka Thailand
Wholesale Wholesale Wholesale

Year Coffee Cocoa Coffee Bananas Sugar Coffee Tobacco Tea Tea Rubber Rice Rubber
1960 - - 50.8 44.5 16 56 46 - 64 95 35.7 142.9
1965 64 27 59.4 58.8 19 62 47 63 59 70 38.3 90.6
1970 95 62 65.1 46.4 23 72 75 70 55 73 40.5 72.9
1975 100 100 100.0 100.0 100 100 100 100 100 100 100.0 100
1977 310 148 375.6 114.9 34 300 116 159 236 157 74.9 144.9
1979 248 188 258.1 133.0 33 267 123 113 178 318 94.4 224.98
1980 NA 274.7 160.7 61 191 129 109 268 367 119.8 253.3

lIn 1980, ferronickel and ore were larger export earners than coffee. Both

have become principal exports in the last 10 and 5 years, respectively.
2

3

In 1980, sugar surpassed tea earnings. _
Tapioca products, tin, and corn are also important export items.

Source: IMF, International Financial Statistics Yearbook, 1981,

_pz_.
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Republic), tobacco (Malawi), and rice (Thailand), have not in-
creased as rapidly as the prices of other primary commodities.

One primary response to adverse trends in prices is to di-
versify the mix of export commodities. For example, Thailand
no longer relies on rice and rubber and has developed other ex-
port items, e.g., tapioca products, tin, corn, and a number of
other agricultural and raw materials. Similarly, Malawi has
expanded its production of sugar. Unfortunately, sugar prices
have declined significantly since 1975 (see Dominican Republic
sugar prices in Table 12). The price decline has contributed
to Malawi's present financial problem. The Dominican Republic
has recently diversified its exports by expanding mining activ-
ities., 1In addition, the country has increased the value added
of agricultural exports by further processing its raw commodi-
ties as an additional response to the decline in the price of
sugar.

Besides diversifying agricultural production into more lu-
crative commodities, another response has been to expand ef-
forts to promote manufacturing exports. In Table 12, data are
presented to show the extent to which the composition of ex-
ports has changed. 1In Costa Rica, Dominican Republic, and
Thailand, manufacturing items compose a large proportion of
merchandise exports, This proportion is increasing, particu-
larly in Thailand and Sri Lanka.

The data for Cameroon are difficult to compare with those
of the other countries since they are taken from a different
source, and agricultural processing is not included as a manu-
facturing item as it is in the data for the other five coun-
tries. However, the data for Cameroon show that until 1978,
agriculture increased its share of exports and manufacturing
exports remained at a very minor level. Since 1979, oil ex-
ports have undoubtedly changed the existing structure.

To the extent that the prices of manufactured commodities
are increasing more rapidly than agricultural commodities,
countries which have a larger share of their total exports em-
bodied in manufactured as opposed to agricultural commodities
will tend to be less vulnerable to price changes than countries
which rely on one or two agricultural commodities for exports.
Malawi is more vulnerable since (a) its manufacturing base is
small, (b) manufacturing composes a small proportion of ex-
ports, and (c) the prices of its principal agricultural exports
are lagging behind the prices of other agricultural commodities
and manufactured goods.

Table 13 presents data on the extent to which governments
rely on export taxes to finance government activities. The top
part of Table 13 shows the proportion of total central govern-
ment revenue from import and export duties (taxes). The lower
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Table 12. Structure of Merchandise Exports, 1960-1980

Country (Source) 1960 1965 1970 1975 1977 1979 1980
Cameroon (2)

% Ag. (Primary) 17 901

% Mining (Petrol.} 19 6l

$ Mfg. 4 4!
Costa Rica (1)

& Ag. 53.3 63.9 58.6

% Mining -~ - -

% Mfg, 46.7 36.1 41.4
Dominican Republic (1}

% Ag. 23.32  45.2  40.2 26.2

% Mining 3.0 3.2 3.1 3.0

T Mfq. 713.7 51.6 56.7 70.8
Malawi (1)

% Ag. 80.1 84.7  B3.D

% Mining - - -

% Mfg. 19.9 15.3 17.0
Sri Lanka (1)

% Ag. 77.8 80.9 69.7 64.1

% Mining 5.3 4.9 4,1 3.4

% Mfg. 16.9 14,2 26,2 32,5
Thailand (1)

% Ag. 42.4 34.6 36.7

$ Mining 3.8 3.5 4.0

% Mfg. 53.8 61.8 59.3
All Low-Income (2)

Excl. India & China

Ag. 79 a0l

Mining 15 49

Mfg. 6 11
All Middle-Income

oil-Importing (2)

Ag. 67 371

Mining 16 11

Mfg. 17 52
1978
21974

Sources: (1) IMF, International Financial Statistics Yearbook 1981,

(2) World Bank, World Development Report, 1981, Annex Table 9,
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Table 13, Trends In International Trade Taxes: (1) Percentage of Central Government
Revenuae From Import and Export Dutles and {(2) Ratlo of Export to Import Dutles, 1973-1979

Dom!Inican ’ 2
| tem/Yoar Camerocon  Costa Rlca Republ e Mataw! ' Srl Lanka Thatl land
I, Percent of Total

Central Goverment
Ravenue from Import
and Export Dutles
1973 - 18,1 42,0 17.7 35,4 26,8
1975 45,7 23,6 48,2 18,3 29,6 26,3
1977 44 .9 23,5 44 1 15,9 38,2 26,7
1979 27.5° 21,5 37.8 19,1 53,9 24,3
11, Ratlo of
Export to
Import Dutles
1973 - 0,059 0.226 o 1,820 0.1¥29
1975 0,375 1,051 0,860 4] 1,360 0,253
1977 0,290 0.861 0,440 0 1,400 0,142
1979 0.064 0,672 0,245 ) 0 1.835 0,165

‘Malauf doas not report export dutles, The qovernment's agricultural marketing board, ADMARC,
buys agrlicultural cash crops, e.g., tobacco, at a price set below tha Intarnatlional prlce and
thereby makes a profl!t on Its Internatlconal sales, The net prof!ts from all of Its operatlons,
Inciuding from the flrms I'n which It has a hold!ng-company Interest, are then reported as the
government revenue !tem under "Nontax Revenue” (Table 9),

2

3

Srl Lanka has a separate Marketlng Board for each cash crop which It markets !nternattonally,

The flgure tor Camercon dropped signlflcantly because of oll revenue whiczh bagan In 1978,

Source: |IMF, Government Flnance Statlstlcs, 1981,
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portion of the table presents the ratio of export to import
duty revenue generated during the 1970s. The data presented in
the top part of Table 13 show that in four of the six coun-
tries, more than 25 percent of total central government revenue
came from import and export duties during the 1970s., 1In Mala-
wi, where the government does not impose export duties on agri-
cultural items per se, international trade taxes yielded less
than 20 percent of government revenues (see Note 1, Table 13
for additional detail on this point). 1In Sri Lanka, however,
revenue from international trade transactions constituted over
50 percent of total government revenue in 1979. In Cameroon,
the proportion of government revenue from taxes on internation-
al trade declined with the onset of 0il revenue in 1979,

From a policy point of view, the data about the ratio of
export to import duties are important. With the exception of
Malawi, all countries have export taxes. Countries like Sri
Lanka and Costa Rica are more dependent on export relative to
import taxes (thus, the higher ratio). The Dominican Republic
has reduced its export duties relative to its import taxes
since 1975. Because of o0il, Cameroon also shows a significant
decline in the ratio of export to import duties. Thailand also
has not relied on export duties as an important source of gov-
ernment revenue, particularly in comparison to import duties.

When governments do not have to rely on export duties for
a significant proportion of their revenues, they have more lat-
itude for policy choice. Disincentive agricultural tax poli-
cies can be minimized and increased production may result. The
agricultural sectors of Malawi, Cameroon, and Thailand have re-
corded more robust growth over the past two decades than in the
other countries which have taxed agricultural exports more
heavily relative to imports (see Table 4 for comparative agri-
cultural sector growth rate data).

IVv. A COMPARATIVE ANALYSIS OF THE POLITICAL ECONOMY CONTEXT
REGARDING THE PRIVATE SECTOR AND DEVELOPMENT

International donors and many poor countries would like to
improve the effectiveness of assistance and create the social,
political, and economic environment which is conducive for sus-
tained economic development, The above analysis has demonstrated
that these are important international and domestic economic
constraints which many poor countries face, including the six
countries embodied in this comparative analysis. This section
of the paper analyzes the political economy considerations fac-
ing these six countries and how such considerations facilitate
or constrain the policy options which may be considered in each
country. It then reviews the policy context of these countries
to determine the extent to which private sector initiatives are
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enhanced or constrained by government policy. The policy
context of the six countries is also analyzed in ligh; of the
political economy context prevailing in each country.

A. Political Economy Considerations

The history of every nation-state has witnessed a process
of maintaining a relative power balance between competing so-
cial and ethnic groups. 1In addition to the major groups in-
volved in this process, a number of other potential political
cleavages exist in developing countries, including (a) reli-
gious differences, (b) institutional differentiation within
government as well as within the business community, (c) dif-
ferent types of leisure organizations, {d) cultural diversi-
ties, and (e) other factors which differentiate people. The
extent to which political power is distributed among these many
differentiated groups and institutions defines the extent to
which governments must allocate resources to groups in order to
maintain both political power and social stability.

It is possible to distinguish various regime types, from a
very stable regime type, e.g., an enlightened dictator or an
orderly democracy, to very unstable regimes where the number of
coups or attempted coups represent evidence of regime insta-
bility. When regimes are unstable, considerable government
resources, in terms of tax revenues, manpower, and policy ad-
vantages, are allocated to maintain power and maximize regime
stability. These decisions affect the extent to which economic
activity becomes sustainable. 1In most countries, the private
sector represents but one institutional base of power within
the body politic. Governments address its concerns in conjunc-
tion with those of other competing claims for resources in or-
der to maintain regime stability.

In Table 14, the six countries under study are shown in a
matrix which describes this reality, and suggests the political
objectives and their implications for resource allocation re-
guired to maintain stability. For example, among enlightened
rulers or dictators where there are many loci of power, govern-
ments can implement policies to maximize economic growth, but
must also be careful to distribute resources equitably. If
there are few loci of power, concern about the equitable dis-
tribution of economic growth and resources across groups or
entities is lessened., Similarly, if regime stability is low,

9Each country study provides an in-depth review of the prevail-
ing policy context and prospects for change which may enhance
economic development,




Table 14. Resource Allocations in the Context
Of Political Economy Consideration

Institutional
Differentiation
of Power

Regime Stability

High
Enlightened
Ruler-Persconal
Dictator

Democracy With
Long Tradition of Medium
Orderly Succession Stability

Low
Unstable; Many
Coups or
Attempted Coups

Many Loci of Power-
High Institutional

1.

Government can
seek to maxi-

1. Equity among groups
vital to maintenance

1. BEquity of resource
distribution only

Differentiation mize growth. of political power. consideration of
2. But must be 2. Growth important to government.
careful about spread more equity.
equity. Sri Lanka
Costa Rica
Medium Cameroon Thailand
Dominican
Republic
Low~Few Loci of 1. Can mazximize 1. The powerful receive
Power economy growth. the benefits. They
2. Can be uncon- are bought off.
cerned about
equity.
Malawi

1

participation. All act to diversify the polity and differentiate power.

pefined by such factors as religious, ethnic, economic organization, clubs, culture, political

-OE_
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and if society has many institutional power bases, the equi-
table distribution of resources, however meager, dominategs gov-
ernment decision-making, whereas if few loci of power exist,
the regime can maintain its stability by "buying off" the few
power ful entities,

In the schematic representation of Table 14, the six coun-
tries are located according to their regime stability and
institutional differentiation. Two countries, Cameroon and
Malawi, are ruled by relatively enlightened dictators, with
Cameroon being more concerned about distributing resources on a
basis which will ensure geographic and ethnic eaquity. Two
other countries, Sri Lanka and Costa Rice, have democratic tra-
ditions of long standing. Thailand and the Dominican Republic
have regime traditions which suggest less stability but which
may be moving toward more stable democratic traditions. Thai-
land appears more institutionally differentiated according to
ethnic differences and its economic size than does the Domini-
can Republic,.

Analysis that takes into account characteristics of the
political economy can assist in ascertaining the likely nature
of government objectives, particularly with respect to maxi-
mizing economic growth, the extent to which governments may
intervene in the economy, and how the tax structure may be
organized, including who gets taxed and by how much., Such
characteristics also determine the kinds of policy options that
can be consideredlBY countries within their political and his-
torical contexts.

The above analysis suggests why equity concerns perhaps
have historically dominated political decisions in such coun-
tries as Sri Lanka and Costa Rica in the past and will continue
to be weighted heavily even in these times. Cameroon and Thai-
land will continue to be concerned about issues of equity as
well, although probably for different reasons, As long as the
present political order remains in place in Malawi, economic
growth will likely continue to dominate the policies estab-
lished there.

10por an insightful comparative analysis of the relationship
between regime type and economic performance in Asia, see
Dwight King, "Regime Type and Performance: Authoritarian Rule,
Semi-Capitalist Development, and Rural Ineguality in Asia,"
Comparative Political Studies, 13, 4 (January 1981) 477-504,.
Other researchers have also investigated this issue. See for
example, Irma Adelman and Cynthia Taft Morris, Economic Growth
and Social Equity in Developing Countries, (Stanford, Calif.:
Stanford Univ. Press, 1973).
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B. The Policy Context

In the following section a systematic review of government
policy in the six countries is presented. The focus of the
analysis is to ascertain the extent to which private sector
initiatives that can contribute to economic development are en-
hanced or constrained by government policy.

1. General Policy Perspectives

Table 15 reviews government policy from a number of per-
spectives. The governments of five of the six countries have a
general underlying policy to promote economic growth via the
expansion of a private enterprise economy. In Cameroon the
government's continuing priority is to develop a "sense of na-
tion" and to equitably allocate resources throughout the entire
country. The state intervenes in Cameroon in many ways, per-
haps more so than in the other countries, with the possible ex-
ception of Sri Lanka before 1977. Cameroon provides latitude
to the private sector, but uses public power as is necessary to
guide that sector.

All six countries promote private ownership but the extent
of private ownership varies from country to country, Malawi
really does not have many privately owned enterprises. The
government holding companies tend to control approximately 75
percent of all nonagricultural large-scale "private enterprise”
in the economy (see the Malawi country study for the details).

In each country there are one or more mechanisms which the
government uses to promote private investment. All of the
countries use public investment organizations and holding
companies to cofinance private initiatives. 1In Cameroon, the
SNI group (a public holding company established by the govern-
ment) provides equity assistance. In the late 1960s and early
1970s, the Dominican Republic, Sri Lanka, and Thailand went
through a period of developing publicly owned and operated cor-
porations. At the present time, however, most countries seek
to expand the number of privately owned enterprises.

2, Government Ownership Regulation

In Table 15, Part II, data are presented on the extent of
government ownership of financial and nonfinancial enterprises.
The Government of Sri Lanka owns more nonfinancial enterprises
(122 in 1981) than other countries despite the fact that it has
moved away from a public-sector orientation since 1977. While
there are no available data about the total number of enter-
prises in each economy, it is quite possible that the 43




Table 15,

Summary of Government Pollcy Regarding Private Sector and Develaopment

Policy

Cameroon

Costa Rlca

Doml nlean Republ I ¢

Mo lagw)

Sri Lanka

Thal tand

t. Ganaral Pallcy
Pers Ive

Promate Econ. Growth
¥Yios Expensgion of
the Privete Enter-
prise Econcomy

Promote Privoets

Nesd to develop sense of
national egqulty In
resawrce allocstlon,
Stata guides development,
Hos planned (iberaliam
Glvas tots of latitude to
private snterprise,
Publlc power used

econaml cat ly,

Mych publlc control at
declsion paint to begin,
Atter begun, !s controlied
viz tndirect rule,

Is predisposed to the ldea,

1.

2,

Country to foster equit=
sble developwent,
Essentlalty orientesd to
the privete sector,
Pbllc sector s a
historica) accident
(Trujliiol.

Goverment fovors,

Since 1977 hes moved from an
sconony alecst snticely con—
trolled by the state to one
whers the orivate sector piays
the fesd role and market
forces determine resource
silocation,

Governmant potlicy: the
production of goods and
services has besn the
sxclusive orovince of
the private sector, with
s tres macket price
system,

1.

Sows but dellberate,

1. Evanamy cmn bs character-

Bacom{ng more privote

Mot much, glven holding

1. Yes,

With the exception ot

Ownarship In 2. Cowmrmment |nveshants to f2ed ns competitive and sactor-orfented after cospanles, 2., Discourage publlic approx, 60 perestatals
Ecomnomy stimyiate private (nvest- open, 1,8,, thersfora no TruJtlto overthroe, 2. Govermment and holding carporation wxpansion, rest of economy (3 pri-
wments, partlalarly foreign pailtical or sacial bar- Pragmatic nbout govern- companles = 75§ 3, Private soctor now relfed— vately owned, Husber of
private Investmants (5MI), rlers to entering almost ment holdings, There Is on tor any new activity In pubilcelly owned tirms
3. Prowotes In nonstrateglc any Yype of sconomic no slmple way to dis+ manu facturing, has declined since mid-
sectors, actlivity or to compete for mantle, 1970s,
cradlt, labor, sarmts, or
materfale,
2. During decade of T0s 88-90K
of gross Envestment wes In
the private sector,
t1, Governwmnt 1. Government: owha and . Government: owns and 1., Government: owns sand 1. Govermment: owns and 1, Governsgnt. owns and 1. Goverrsentr owns and

Interventlon

Govermmnt Ownership

oparates 43 nontinsnclel
public enterprlses

33 Agrlculvwre

2% Manufacturing

9% Trensport

9% Public Hilltles

125 Commerce

{2 orher

Govwermant niso contraols 10
of 19 finenclal institutlons
operating In formal sector,

operates 25 nontinanclat
pubtic enterprises

5 Mriariters
208 Manufecturing

245 Tranaport
2% urilities

45  Commmrce

8% Other

2. Govermmant also controly

the sntire forms! finenclal
sector (n=14),

2.

operates 40 nonfinanclal
publfc enterprises

108 Agriculturs.

S0f Manutfacturing

% Transport

208 Publfic Utilities
108 Commerce

35 Other

Goveriment controls 9 of
60 tinanctal Institu=
tions operating in
formal sector,

operstes 23 nonflinanctal
publlic anterprises

17 Agricultore

308 Menufacturing

9% Transport

1718 Publlic utilities
4% Commarce

24 Other

Govarnmnt controts 1 ot
the 34 tinanclial Insti-
tutions, including 4
holding companlas oper-
ating in formsi sector,

operates 122 nonf(nanclal
pubiic enterprisas
1M Agricuiture
SO Menutecturling
6% Tronsport
S UrlITTles
5% Cowmerce
13 Other
2. Goverrmment controls 16 ot
49 tinanclied! institytions
operating Informal sector,

2.

operates 62 nontinanclel
pubiic enterprises

108 Agricuiturs

33 sanutacturing

18 Jransport

195 Utlilties

158 Commstcs

8% Other

Govermment controls 8 of
163 tinanctal
fnatitutions operating
in formal zector.
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Table 15, Summery of Govarnment Pollcy Regarding Privets Sector and Developmant {cont.}
Fallcy Cameroon Costa Rica Domlnlcan Repubile Ma taw Sri Larka Thaklang
Gover nment Ragulates |. By port-omnership, 1. Govearnmant owns ptifitias, Many administrative Smal| market s]ze [ends 1, Government has bdroken up 1, Kot really but can;

(AR

Monopolles

Price Pollcy

Prlces Shou!d Egual
Opportunity Costs

Agricultural Price
Polley

waga< Equal o
Opportun ity
Costs

2, Hos 4 govertment-cenad
holding developmant
investment Co. (SNI),

3, Price controls on products,

2. Government runs s hotding
Investment company,
3. Ragulates prices,

agproval restrictlons,

It3alf to manogolles,
which If regulated wil)
yleold socially deslired
rasults,

the 2 pupllc tes corpor-
atlons Into B8 private
flrms,

Publlc textlle #irm now on z,
8 management contract with
private gperptors,
DIscourages expansion ot
public corporations,

Raduce lmport monopoiles to
Increase compet|ition,
Governmant &l Imlnatad
pubtlc monopoly Fn roed

trenspor ¥,

particulariy those tirms
dependent on Imported
raw matarlals,

Gover nmant doasn't |lke
monopol ley which ware
developad under Import
sybstitution perlaed,

1. Somo criticatressential
commodities have price com-
trals, Covers all locally
menutactured goods,

2. Controlled by Minlstry of
Planning.

3, Strengthened controls in
1979,

1, Basically true.

2, Baslc Aeeds are subsldized,

3. Quotas of minimum awcunts
to be sold st low prices,

Not raally,

Bastcelly trus,

Generally true, Ecoramy
moving in that direction
since 1977,

Masicatly true, One im-
portant exceplion balng
energy prices have heen
subsidl zed since 1974,

1. Producer prices controllad
for primacy export crops.
Coffea, cacon, cotton, palm
eil, vla netlional prodyce
markating board, Toaxes
agricultural seactor tor
invesfrents En other aec-
tors,

2. Govermment coming to recog
nlze I¥ mst Incresse pro-
ducer prices to gat wore
praductlan,

A, Special tachnical assistance
provided via SODECOTON.

|, Subsldizas credit,
2. Has Cotf fes Marketing Board
sat coftes pricas,

5. CNP sats minimum prices for

basic grains

4, Urben Interasts outvaigh
rural ones.

5. Rlce supported but other
food crops, e.g., corn and
beans, not assisted due to
tood prlce controls,

Unciear; probably aot,
No minimum wagae,

1. Has minimum wage.

2. Smatli-scela Industry
ignores,

3. With soclal security
contrlbutlons added, wages
sre greater than the
marginal product of labor,

Have export dutles.

1, Use-markating board
{exciuding large tobacco
growars) tavors certain
craps, l.e., rice, and
texlng groundnuts,
cotton, tobacco,

2, Fartlilpor sobs ld]zed,

3, To manimlze revenue,
wust kaap tobacco pro-
ductlon iow,

Unclear.

1. wWages have not risen
rapldiya

Z. Wage employment hes
Incressed at 55/year,

3, Skllled workers In short
supply aarn 20-40 times
unsil | led,

2.

3.

e
.

Has high export duties on 1.
tes,

Reduced export duties on

most items,

Has increased procuramant 2.
price of rice, Country

becoming swii-sufficlent,
Subsidlzed tertilimr for

rice. 3,
Raduced state role In rice

trade. How government

procirss (ess than 108 of 4.
crop,

Subsldize replanting of tea, 5

Govarnment taxes exports
of rice and cubber, two
fmportant forelgn
sxchanga earners,
Governmant somet lees
imposes quotas on
exports [f domestlc
supply Is low,
Govarnment sats price
tloors for key commodi-
tles,

tnduce crop
dlversitication,

Sugar Is overpriced,

Has minlmum wages whlch 1
have Fncreased markedly

slnce 1977 In nominal and

real ferms,

Qemand tor labor has [n=
cressed signiticantiy 2.
relative to supply, The
unargan|zed sector has seen

a tightening D/S s|tuation, 3.

Has minlmum wags; uvnt)?
1978 minlmum wage betfow
marhket wage; affter 1978
minimum wage greater
than market wages.
Expand minimum wage
coverage to othar areas
outslde Bangkok .
Compllance to minimum
wage function of slze of
{lrm,

I
W
B

1




Tabls |15, Summpry of Government Policy Ragarding Privete $ector and Develcpsent (cont,}
R Pollcy Cameroon Costa Rica Dombalean Repubtic e g | Sri Lanks Thailand
;
Price of Monay |, Limlted role for wmonetery 1. Subsigized capltsl to I, Some cradit sybsid(md Subsidl res, Stopped subsidizing in 1. Not resily, The

foas Prices

2.

pollcy dus to monetary uvnlon
with other comtries,
Intersst rates contralled,
kopt low to encourags
Investment,

2,

Ingustrisllsts,
Governmant allocates
cregl t,

2.

to Import substitution
Investors,

Have varying rates byt
gungral ly rates on
sovings sre low; teads
to copltal f1ight,

1978,

discount rate la
Thailand ras been higher
than tn .5,

Other cradit morkers,
including Informal,
retlect opportunity cost
of capltal,

Boslical ly weantrolied-too
mory open alr markets,
Government trles to procure
grain and uses It to try to
stablilze mrket fluctue-

1 fons,

Basic needs subsidlzed,
Ml ik, cheess, flce, corn,
tortitias, tiour, bread,
pastas, meat, chichen,
tish, tuna, s, beans,
oll, vruger, cottee andg

‘Reguisted scarclities

developed,

Eight stepla commod! fles
have price controls,

2.

Most commoditles aa
controls,

Subsidles on "sensitive”
Items, e.g,, wheat tiour,

Intant Formula decontrolled

over 3-year perlod,

Mot reslly, Country
mohes sure therse (3
adeguate domestic
supplies before
swporting food Jtems,

salt, 3. Moved to a food stemp pro-
. gram refhar than the gen-
#rgl rice rationing system,

Other Subsidles

Protlt Controls

Ses other price pollcy items

1, utitiriaes,

Subs Idl tes maty consumer

Alriine, hes)th core,

Reduced food and pefraleum 1. Energy prlce subslidy,

2. Fublle transport, oricas, sdigtlon, ral leay subsldy: petroleus tirm Has gradualily reduced
3. Construction saterliais. tariftis, mads protit, that subsidy (n recent
4, Pharsmaceut caty. yoars when 1t contrib-

utad to balance of
paymants problems,
Had controlled prices ot
59 items, but no longer,

¥ia prices on manufactured
Items,

Ho Byylness profits tax,

¥ia tox exemptions tor
Impor t substitutlon
investors and low duties

Ministry of trode &
industry Iimits protlt
marglns, esp, whole-

Yia import tariifs reduc-

tion ot Import monopalles.

Has raised prices of gov-

Nane, Country cam
control '+ )t desires
via tax snd quota

i
(¥}
(%}

|

on lmports, salers and retsllers, ernment flems to incresse policies,
7. Contratied margins untll tinanclal protitabllity, 2. Profits can be
scarcity developed, repatriated,
1¥, Trade Pollcy fv Import pollcy generally less 1o Tarifts the key Instrument Y, Dutles structure gffen 1. No import quotas. 1. Revise tarifé structure to 1. Hove quotes on some
restrictions than other viwd to Implewmnt Import- tled to import 2. Generally low taritis, comp {emant export pramction Imported |tems to
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Tablie 15, Summary of Government Pollcy Regarding Private Sector and Development {cont.)
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government-owned and -operated nonfinancial public enterprises
in Cameroon represent the most pervasive government interven-

tion in the six countries under analysis primarily because of

the large proportion of public firms in agriculture, the most

dominant sector in the economy.

Additionally, all countries control a certain number of
financial institutions in the formal sector of the economy.
The most controlled financial sector is in Costa Rica, where
the government owns the entire formal financial sector., The
Government of Thailand has intervened the least in the formal
financial sector.

Public ownership of the nonfinancial sector of the economy
{the data in Table 15, Part II) raises several important issues.
There are economic rationales for governm?Tts to own and/or
operate certain nonfinancial enterprises. In particular,
society may accrue certain positive externalities from the ac-
tivity, or, where natural monopolies may exist as in the case
of certain utilities and possibly some transport sector enter-
prises, e.g., railroads, ports, and airlines, public ownership
or regulation may be warranted. WNational defense or security
reasons may also dictate public ownership. Public utilities
like electric companies, water and sanitation systems, and
telephone companies are commonly owned by governments through-
ocut the world, for the reasons enumerated above.

However, there is little economic raticnale for govern-
ments to operate commercial, agricultural, or trading compa-
nies. Despite this fact some government ownership exists in
these sectors in each country. In the Dominican Republic, Sri
Lanka, and, to a lesser extent, Thailand, a large shais of pub-
lic enterprises is found in the manufacturing sector. The
most prevalent agricultural public enterprises consist gf large
plantations for cash crops, and some marketing boards.?!

With respect to government regulation, virtually all gov-
ernments have the power to regulate monopolies and other market
situations. Each government has slightly different mechanisms

11See Richard S. Newfarmer, "The Private Sector and Develop-
ment," Overseas Development Council Draft Paper, September 10,
1982, pp. 3-10.

12yMyuch of the government ownership in the Dominican Republic
occurred during the rule of Trujillo, who was overthrown in the
mid 1960s.

13¥or further details about the distribution of public
enterprises in each country, see Annex Table A.
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for doing so. For example, Sri Lanka has been involved in éde-
regulating its economy and has divested two large public tea
corporations into eight private firms, It has also contracted
with a management consulting firm to operate a large public
textile firm and is discouraging further expansion of other
public enterprises by establishiag credit policies which favor
private enterprise development.

Malawi has substantial regulatory control over monopolies
because it has a small domestic market. By virtue of the econ-
omy's small size, it lends itself to monopolies. The country
study team found that Malawians felt that it is appropriate to
exercise considerable government control over private firms
with respect to price and total output to obtain socially de-
sirable results as long as each firm is operating in the "econ-
omies of scale” portion of their long-run average cost curve.
Many monopolies in Malawi are regulated by establishing the
prices of the final product.

3. Price Policy

There are a number of price policies which can affect the
development process and the role of private initiative in that
process., These policies are disaggregated, in Part III of
Table 15, into two components which include (a) a general poli-
cy orientation that prices should approximate the opportunity
cost of foregone resources, as well as (b) specific price poli-
cies with respect to agriculture, wages, interest rates, food,
and profit (rates or total amount).

Most countries accept that prices should equal opportunity
costs. Cameroon has defined a number of "critical" commodi-
ties, ("critical" defined by government) which are subject to
some form of price control. In addition, in Costa Rica some
"basic needs," e.g., food, are subsidized. In the Dominican
Republic prices are regulated for a number of commodities.
However, Sri Lanka has been deregulating prices on many items
since 1977. 1In Thailand, with the exception of energy prices,
i.e., 0il, most prices reflect the opportunity cost of alterna-
tive uses.

l4por a recent analysis of Sri Lanka's government policies
which under its economic liberalization program, see John
Blackton, "The Private Sector Since 1977," Appendix D, in David
Steinberg, et al., Sri Lanka: The Impact of PL 480 Title I
Food Assistance, Impact Evaluation No. 39 (Washington, D.C.:
AID, September 1982.
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While most countries subscribe to the general price policy
described above, all countries intervene in the pricing of ag-
ricultural inputs or outputs. Virtuwally all countries have a
marketing board mechanism which taxes cash crop exports and
regulates key input prices, e.qg., fertilizer. Some countries
subsidize fertilizer used by growers of specific cash crops.
Others subsidize reinvestments made in cash crops, such as in
Sri Lanka which subsidizes the replanting of tea bushes. Most
countries are aware of the adverse production effect which ex-
port taxes have on agricultural commodities. Thus, most coun-
tries have reduced their export duties in order to stimulate
output. However, the extent of reduction has varied since the
impact on government revenue varies considerably from country to
country. (See Table 13 above for an analysis of this differen-
tial effect.) Finally, the country studies did not report on
the actual magnitude of each intervention so it is not possible

to assess the relative impact on output of each country's in-
terventions.

With respect to wage policy, three countries have minimum
wages, Costa Rica, Sri Lanka, and Thailand. In the Dominican
Republic it is unclear whether there is a minimum wage or not,
In the countries which have minimum wage laws, they are only
effectively administered in the large urban areas, or in the
case of large employers. 1In the small-scale sector, minimum
wage legislation is not enforced. Perhaps the only country
where minimum wage legislation has had a negative impact on in-
dustrial growth is Costa Rica, where in addition to minimum
wage legislation, a wage-based social security cofinancing pro-
gram has been in existence for a number of years. This addi-
tional wage bill component significantly increases total cost
and thus leads to a reduction in employment and output.

With respect to interest rate policy and the price of mon-
ey, five of the six countries have significantly subsidized in-
terest rates for a long time and four of them are so engaged at
present. Sri Lanka stopped subsidizing interest rates as of
1978. The only country which has not significantly subsidized
interest rates has been Thailand, although there is a differen-
tial between the interest rates in the formal and informal mon-
ey markets. (See Table 25 for the details.) Basically, gov-
ernments have only regulated the interest rates in the formal
financial sector. In all countries, infeormal financial markets
operate without controls placed upon the price of money.

In Thailand, Cameroon, and Sri Lanka {since 1978), food
prices are not regulated. However both Thailand and Cameroon
engage in food price "stabilization"” policies, In the case of
Thailand, where there has been a traditional surplus of rice,
the country makes sure there is an ample supply for domestic
consumption before exporting. 1In Sri Lanka food prices for the
"poor" are subsidized via food stamps to provide certain mini-
mum guantities of "sensitive items," i.e., wheat, flour, and
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infant formula. In the Dominican Republic and Costa Rica, the
prices of staple commodities are controlled.

Most of the countries have some other commodities or prod-
ucts whose prices are either subsidized or controlled. For ex-
ample, Thailand has controlled gasoline prices since 1973, Sri
Lanka had similar price controls on gasoline, but they are be-
ing reduced. In Malawi certain services, e.g., health and edu-
cation, are subsidized. 1In Costa Rica, public utility services
are partially subsidized.

Virtually all the countries control profits via fa) direct
price controls; {(b) tax exemptions, particularly for import
substitution investors; (c¢) profit margins, in the case of
Malawi; (d) import tariff barriers; or {e) import quotas. Each
country has a slightly different combination of policy mecha-
nisms for controlling profits. Additional study is required to
determine which type or set of policies has the most adverse
impact on profits, output, new investment, and macroeconomic
indicators of development.

4. Trade Policy

Trade policies in each country in the study are consistent
with the programs of industrialization established by each
country. Like many other developing countries, the six coun-
tries have primarily followed an import substitution strategy
of industrialization. Trade policy addresses import and export
guotas and/or tariffs, Malawi has generally had the lowest
tariffs and virtually no import guotas, such that it is the
least interventionist among the countries studied. The low
tariffs are related to its location, which provides "natural"”

trade barriers via high transport costs for both imports and
exports,

In those countries where export promotion has guided
industrialization efforts, particularly in recent years, alter-
ations in each country's tariff structure have been made to
provide incentives for expanding exports.,

Since foreign trade is one of the principal mechanisms
available to governments for generating revenue, trade policy,
i.e., levels of import and export tariffs, is based not only on
infant industry or industrialization policy, but also on the
needs of government to finance the recurrent and capital costs
of government programs. Cameroon and Costa Rica are both in
common markets or customs zones., As a consecguence, additional
market-wide considerations are incorporated into their tariff
decisions in order to maintain stable relationships with their
neighbors. Since Cameroon represents the predominant market in
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the Central African Customs and Economic Union, it has more
power to alter trade policies than perhaps does Costa Rica with
respect to her neighbors in the Central American Common Market.

5. Foreign Exchange Policy

There are a number of differences which exist in the for-
eign exchange policies of the six countries. For Malawi, Sri
Lanka, and Thailand, the value of the currency fluctuates on
the basis of the SDR or the U.S., dollar. With the exception of
Costa Rica and the Dominican Republic, the other countries do
not restrict foreign exchange transactions or the repatriation
of profits. 1In Costa Rica and the Dominican Republic, several
exchange rates exist depending upon the nature of the transac-
tion. It is possible that the FCFA franc in Cameroon is under-
valued particularly given its new o0il revenue, whereas the
Costa Rica colon is overvalued. All currencies have devalued
recently, with Costa Rica devaluing the most although probably
not enough. (See Annex Table B for further information on cur-
rency devaluations.)

6. Industrial Policy

Virtually all countries have implemented an import substi-
tution industrialization policy which features high import
tariff barriers or import quotas. As foreign exchange and bal-
ance of payments constraints have become more binding, several
countries have altered their industrialization policies away
from import substitution and toward export promotion. Since
the discovery of 0il, Cameroon has not altered its policy
toward export promotion. In Sri Lanka and to a lesser extent
Thailand and the Dominican Republic, export promotion has been
a stepchild policy. This is particularly true when export du-
ties on agricultural commodities continue to exist. 1In all
countries there have been a number of government interventions
designed to promote industrial development and entice foreign
investment. The range of interventions is presented in
Table 15, Part VI.

7. Financial Policy

All countries target commercial credit, and each govern-
ment subsidizes credit to those sectors being favored by its
industrialization strateqgy. These policies occur irrespective
of whether the country uses the mechanism of government holding
companies, as in Malawi, or private firms, as in Thailand and
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Costa Rica. Most countries require collateral and favor capi-
tal-intensive and large-scale investments. With the possible

exception of Thailand, it is difficult to mobilize sufficient

capital for equity-based financing. This is particularly true
in Malawi, where debt financing is the norm.

8. Manpower Policy

There is considerable diversity among the six couggries
with respect to education and related manpower policy.
both Camerocon and Malawi, there is a substantizl and continued
use of expatriates in high-level management positions in both
private and public enterprises. On the other hand, in Costa
Rica and Sri Lanka, and to a lesser extent Thailand, there is
an overabundance of trained manpower relative to demand. In
Sri Lanka, substantial out-migration of trained personnel to
the Middle East has occurred.

For the two countries which still require sizable increases
in skilled domestic personnel, it appears that Malawi is pres-
ently investing more in vocational and technical education com-
pared to Cameroon., Cameroon faces the additional problem of in-
heriting two education systems, i.e., the British and the French,
which predominate in different sections of the country. This
problem has caused some difficulty in achieving "equity" among
the many ethnic groups and in forging a national identity,

9. Information Policy

There is relatively little government intervention into
the dissemination of information about new technology, manage-
ment practices, or other new ideas which could foster private
initiatives. 1In the case of Thailand, the government has tried
to increase the flow of information to potential foreign inves-
tors via the Board of Investment. In other countries, govern-
ments have primarily relied on the banking system to provide
such information or have intervened in a rather ad hoc manner.

10. Welfare Policy

Considerable differences exist in welfare policy within the
six countries. 1In Costa Rica, and until 1977 in Sri Lanka, the

15The experience of the six countries in education and manpower
development is found in Section V.B below.
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governments made a significant commitment to provide education
and health services. Sri Lanka also mounted a major nutrition
program via rice quotas, to guarantee a minimum caloric intake
to each resident, The low level of infant mortality and the
rather high life expectancy in Sri Lanka reflect the lengthy
and strong commitment to the provision of such services (see
Table 2). Thailand has also made a strong commitment to educa-
tion. Malawi has had no specific education policy and it is
reflected in its social indicators (Table 2), The Dominican
Republic and Cameroon have recently become more concerned about
their respective governments' health and education programs and
have made resource allocation adjustments to reflect their con-
cern. :

11. Summary

From the above review, it is clear that each country has a
distinct set of policies. While all countries generally en-
courage the private sector, they all have established a number
of public enterprises throughout their respective economies,
They all regulate monopolies. They have intervened in agricul-
ture through the imposition of export taxes on key agricultural
products, Most subsidize credit in the formal sector. Their
trade policies are generally consistent with an import substi-
tution industrialization policy. Differences exist in the ex-
tent to which policies are actually implemented. Malawi and
Thailand tend to have the most favorable policy context for en-
couraging private activities, while policies in Sri Lanka and
the Dominican Republic are moderately favorable. Sri Lanka has
witnessed the most remarkable reversal in policy since the
election in 1977. Many of the policies of Cameroon and Costa
Rica are not generally conducive to private sector activities,

V. TRENDS IN MOBILIZATION AND ALLOCATION OF CAPITAL AND HUMAN
CAPITAL

A, Mobilization and Allocation of Capital

Economic growth, as measured by the rate of change in GNP
or GDP, is positively related to investment in human or physi-
cal capital. Investment, however, must be financed from either
domestic savings or resource transfers from other countries,

In Table 16, comparative data show trends in consumption,
saving, and investment as a percentage of GDP for the six
countries and the average for all low- and middle-income

countries from 1960-1979.
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The data for low- and middle-income countries as a whole
indicate that investment and savings have increased as a pro-
~ portion of GDP from 1960 to 1979. The proportion of government
to private consumption has tended to increase slightly over the
two-decade period. Private consumption is a smaller share of
GDP in middle- as compared to low-~income countries., The export
sector in both groups of countries has expanded as a proportion
of GDP. Since 1960 and in 1979, it comprised nearly 20 percent
of GDP. Finally, there has been net resource flow into all de-
veloping countries which has averaged between 2 and 3 percent
of GDP during the 1960-1979 period.

In five of the six countries, the investment share of GDP
was greater than the average for their respective income
groups. By 1979, the Dominican Republic had nearly achieved
the average level for middle-income countries as well. The
high rate of investment was achieved largely because the exter-
nal resource flow into each of the countries was considerably
higher than the average for all countries. 1In 1979, Malawi and
Cameroon obtained the largest flows of external resources. Sri
Lanka and Costa Rica also obtained significant amounts of ex-
ternal resources.

In terms of mobilizing internal savings, perhaps the most
remarkable progress has occurred in Malawi. In 1960, the coun-
try was dissaving. However, by 1979, it had a savings rate
which approximated the average for all low-income countries.
This notable achievement has contributed to the high rate of
GDP growth since independence by facilitating higher levels of
investment. Cameroon, on the other hand, has the lowest domes-
tic savings rate of the six countries, and its rate of economic
growth has been lower than in Malawi. Significant increases in
the domestic savings proportion of GDP have also been recorded
by Sri Lanka and Thailand.

For virtually all countries, the level of public consump-
tion is lower than the average for their respective income
group. In Sri Lanka, the decline in public consumption is
significant and occurred after 1977 when a number of policy
changes were implemented. The Dominican Republic reduction is
related to Trujillo's overthrow in 1965. The only country
which experienced a significant increase in the share of public
consumption is Costa Rica, where social welfare programs were
expanded during the 1970s.

1. Sources and Mobilizers of Savings

Unfortunately, comparable data on the sources of savings
for all six countries are not readily available. However, some
preliminary conclusions can be drawn from the available evi-
dence. These data are presented in Tables 17, 18, and 19.



Tabie

17, External

Capltal Flows and Debt Service Trends,

1960, 1970 and 1979

Malaw!

Sri Lanka

All Low-
Income
Countrles

Cameroon

Thalland

Dominlcan
Rapubl i¢

Costa Rica

Al Mldd e~
I ncome
Ol ~Importing
Countries

{tem 1970 1979

1970 1979

1970 1979

1970 1979

1970 1979

1970 1979

1970 1979

1874 1979

Flow of
External
Capital as

% of GOP 13,7 11,5

% of External
Caplital as Net
Oirect Private

Investment 20,4 9.3

1.5 5,9

Neg. 25.3

NA

3.7 9.3

40,0 10,8

1,2 3.8

37,3 5.0

6.8 2,1

71.8 (11,.8)

3.6 9.3

74,3 12,3

NA

Year 1960 1979

1960 1579

1960 1979

1960 1979

1960 1979

1960 1979

1960 1979

1960 1979

Debt
Service
as ¥ of

Exports 7.0 9.4

Dabt

Service

as ¥ of

GNP 1.8 2,1

10,3 6.5

2,0 2.3

3.t 10,8

1.4 2.8

3.2 9.5

0.8 2,5

3,3 4.2

0.6 1,0

4.5 13,9

0.8 3.1

9.9 23,1

2,9 6,6

8,1 11,5

1.3 2.4

Source:

World Bank, World Devel!opment Report, 1981,

_Lv_
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In Table 17, external capital flows into the six countries
are presented. In Row 1, the data show that the flow of exter-
nal capital has tended to increase over time as a proportion of
GDP for all countries, except the Dominican Republic and
Malawi. For Malawi, however, this inflow was nearly 12 percent
of GDP in 1979, Between 1970 and 1979, Sri Lanka, Cameroon,
and Costa Rica experienced three- to four-fold increases in the
flow of external capital as measured as a proportion of GDP.

External capital comes in the form of official bilateral

or multinational aid, or from private lenders, e.g., banks.

Row 2, Table 17 shows direct private investment, e.g., from
private banks, as a percentage of the total flow of external
capital. The most significant finding is that from 1970 to
1979, direct private investment as a proportion of the total
flow of external capital has fallen dramatically. 1In Thailand,
the percentage has fallen from nearly 60 percent in 1970 to
less than 5 percent in 1979. Similar examples exist throughout
the other five countries. The only exception to this declining
trend has been Sri Lanka, where private capital flows have

increased largely due to the "liberalization policies”
established in 1977.

Table 18. Borrowing From Abroad
{long~-term foreign borrowing as percentage of exports and GDP)

Dominican

Cameroon Costa Rica Republic

Year Ex. GDP Ex. GDP Ex. GDP
1960 0.0 0.0 2.7 0.5 0.0 0.0
1965 0.0 0.0 30.8 5.8 | 0.0 0.0
1970 2.4 0.5 11.2 2.6 4.0 0.7
1975 1.3 0.2 22,0 5.5 9.1 2.3
1977 0.6 0.1 27.2 7.3 18.7 3.2
1979 6.0 1.3 45.3 10.6 23.7 3.7
1980 9.8 - 52.0 10.9 32.7 -

Source: IMF, International Financial Statistics Yearbook, 1981,




Table 19.

Trends in Structure of Savings in Cameroon and Malawi for Selected Years

Percentage of Gross Percentage of Total Savings
Domestic Savings Malawi
Cameroon Public Private Small
Year Private Public Year |Government Enterprise Monetary Holder Foreign
64/66 ~33.8 4.6 38.2 6.2 84.8
67/69 | -16.6 5.5 31.6 5.3 74.2
70/72 0.7 12.9 33.1 2.9 50.4
1972 76.4 23.6
1973 64.7 35.3
73/75 10.7 12.7 26.9 2.5 47.2
1974 65.3 34.7
1975 50.7 49.3
1976 49.9 50.1
76/78 10.2 15.6 36.6 2.2 5.4
79/80 | 13.5 ~0.3 34.3 2.1 50. 4
Sources: Cameroon: World Bank, Country Economic Memorandum.

Malawi: Country Study.

_Gﬁ—
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The drop in direct private investment is partly attribut-
able to the secular increase in debt servicing over the decade.
(See Table 17, rows 3 and 4, which show the debt service to ex-
port or GNP ratios, respectively.) 1In 1979, except for Costa
Rica, the countries were not heavily indebted, even though debt
servicing had increased. However, most of the countries are
incurring increased debt which is not amenable to a favorable
future private investment climate fexcept in Thailand).

Data presented in Table 18 further confirm an increased
indebtedness pattern in Cameroon, Costa Rica, and Dominican
Republic, the three countries for which comparable data are
available. Costa Rica obviously has the most serious problem,
which was evident as early as 1965 when debt servicing had
reached levels of 30 and 6 percent of exports and GDP, respec-
tively. On the other hand, Cameroon has a very low level of
foreign borrowing, Given its newly found o0il, it may not incur
the level of indebtedness which many other developing countries
have.

The data in Table 18 also reveal that long-term foreign
borrowing was not common until the 1970s, Thailand and perhaps
Sri Lanka did incur some long-term foreign debt prior to 1970,
but certainly not to the extent experienced by Costa Rica.

While some countries have obtained most of their savings
resources from foreign sources, a large proportion of savings
is generated domestically. Table 19 presents data for Cameroon
and Malawi on trends in private and public sources of domestic
savings. The data show that private savings as a proportion of
gross domestic savings fell during the 1972~1976 period in
Cameroon. The government increased its share from about one-
quarter to over 50 percent. In Malawi, the government has been
instrumental in improving the domestic rate of savings. In
addition, Malawi's holding companies (public enterprises in
Table 19) have become an increasingly important source of do-
mestic savings (except in 197%/1980). However, in spite of the
growth in public savings, the private sector (commercial banks
and the smallholder) still accounted for about 75 percent of
domestic savings in 1979/1980.

In Table 20, the six countries' formal financial sectors'
institutional structure is presented. The data distinguish
between the several subsectors, and between public and private
institutions in each. With the exception of the central bank
and the development banking subsectors, which are publicly con-
trolled, all other sectors have public and private institu-
tions. With the exception of Costa Rica, the countries have
private commercial banks. In Sri Lanka private commercial
banking was reinstituted in 1977. 1In general, insurance com-
panies are public institutions, except possibly in Malawi and
Thailand, The only financial market that lies entirely in the
hands of the private sector is the small informal credit mar-
ket, with institutional characteristics ranging from pawn
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shops, to tontines (Cameroon), to financieras (Dominican Repub-
lic).

In terms of the distribution of institutions, the Domini-
can Republic and Thailand have the largest number of private
relative to public ingtitutions. The country with the most
governmental control is Costa Rica. As of 1981, it had no pri-
vate institutions in the formal financial sector. Malawi has
the interesting feature of having at least four statutory hold-
ing companies which act like equity capital financing institu-
tions for industrial and agricultural activities. Cameroon
also has a holding company, but it has not been nearly as sig-
nificant for the financial development of the country as hold-
ing companies have been in Malawi.

2. Distribution of Financial Resources

In Table 21, data are presented which show the distribu-
tion of financial resources to the private and public sectors
from 1960 to 1980. Only in Cameroon is the public sector a net
contributor to private loans and credits, i.e., the ratio is
greater than 100, Since 1960, the Cameroon Government has gen-
erally been a net contributor to private sector lending rather
than an additional borrower in domestic financial markets.

Table 21. Percentage of Total Loans and Financial Credits to
Private Sector, 1960-1980

Costa Dominican Sri
Year Cameroon Rica Republic Malawi Lanka Thailand
1960 120.0 78.8 30.9 - 34.0 65.2
1965 138.4 76.7 31.5 126.9 31.2 103.5
1970 146.6 77.4 43.6 94,2 38.8 79.1
1975 93.9 75.1 61.7 45.5 57.8 81.3
1977 103.8 70.1 64.2 51.5 54.2 79.2
1979 113.6 56.8 58.8 58.4 63.9 79.1
1980 114.6 52.1 57.0 56.8 55.6 75.3

Source: IMF, International Financial Statistics Yearbook, 1987,

In the other five countries, governments have been net
borrowers throughout the period. Among these countries, Thai-
land has the largest proportion of total loan credits going to
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the private sector, i.e., 75 percent of loanable funds flow to
the private sector. A similarly high proportion of loanable
funds flowed to the Costa Rican private sector until 1975,
However, since then the public sector has increasingly tapped
the available resocurces. 1In the case of Sri Lanka, the data
show an increasing trend toward the private sector. Since the
early 1970s, a similar trend is also in evidence for the Domin-
ican Republic. Thus, in both countries--Sri Lanka and the Do-
minican Republic--the private sector obtains approximately 55
to 60 percent of the total available credit. .

The other significant borrower besides the private sector
is the government, Table 22 presents trends in government hor-
rowing from domestic and foreign sources during the 1960-1980
period. Table 22 data indicate that except for Cameroon, the
other five countries have recorded governmenit deficits in 1979
or 1980. The only other country that showed a budget surplus
during the 1970s was the Dominican Republic when sugar prices
were high in the mid-1970s (see Table 1).

The data for Sri Lanka show that the government budget
deficit has reached extraordinary proportions f(over 50 percent
of total government expenditure) in light of its traditionally
high deficit of about 20-25 percent since 1960. Until 1977,
the deficit was generally financed domestically, but for seve-
ral years after 1977, the deficit was primarily financed from
foreign sources. 1In 1980 when the level reached crisis propor-
tions, a reversal again emerged. 1In other countries, e.q.,
Thailand and Costa Rica, government deficits have been primari-
ly financed from domestic savings.

3. Interest Rates

Tables 23, 24, and 25 present data to show the trends in
and the structure of interest rates for various borrowers. 1In
Table 23, the data show a secular rise in interest rates since
1960. The only country where the rate of interest was not great-
er than 10 percent in 1980 was Cameroon., However, as is shown
in Table 24, the discount rate of the Central Bank in Cameroon
of 8.5 percent is lower than most interest rates prevailing in
the commercial banking sector.

Interest rates vary substantially from the discount rate.
In Table 24 the data show that in 1982 in Malawi the interest
rate to different borrowers varied from 10 percent to nearly
16 percent, Similarly, in 1980 in Cameroon, commercial banks
charged between 7.25 and nearly 14 percent on loans. 1In 1978
the interest rate on loans in the Dominican Republic varied
from 2 to 9 percent. Finally, 1982 data from Thailand indicate
that interest rates varied from 13.5 to 19 percent, depending
on the borrower. Since government policy establishes these
rates, it can clearly influence the desired behavior of savers



Table 22, Trends In Government Flnancing: (1} Surplus or Deflclt, (2) Domestlc, and
(3) Forelgn Borrowlng as a Percentage of Total Goverament Expendlture, 1960-1980

.

Dom[nlcan
Cameroon Costa Rica Republlc Malaw! Sri Lanka Tha! land

Yoar Q) (2) (3 (1 (2) (3 (1 2) (3) (n 2) (3N N (2) (3 ( (2) 3
1960 - - - - - - 2,2 2,2 - - - -24,0 211 1.0 0.8 2.1 0,8
1965 - - - - - -21,2 2,2 5,1 0.5 -0.2 =213 10.6 2.2 -4,8 9.8 2,6
1970 - - -6,3 15,1 0.5 -4.0 -0,1 4,0 -34,7 -3.7 42.% ~25.0 19,4 4.7 -22,6 3,7 1.7
197% =12.6 5,0 7.6 -17.7 14,2 3.5 8,9 -10.1 1,2 =28.4 15,1 20.8  -29.3 13,6 9.9 -16,0 5.0 -0.4
1977 =23 -12,4 14,6 -19.9 16,8 30, 0,1 ~-0,8 0,7 -21,6 0,8 15,5 =-24,2 9.7 14,2 =-13.5 16,7 1.7
1979 16,8 -14.,0 -2.,8 -32,.4 27.3 5,0 =-32.8 ", 21,5 =28,3 6,3 25,5 -=37.4 14,7 1.84 -14.5% 14,1 9,1
1980 NA NA NA ~24 1 8,7 20,6 =51.2 31,9 21,3 21,4 16,2 5.8
Notes: (1Y Surplus or {deficlt) as a percentage of totat government expend!ture,

{(2) Domestlc borrowing as a percentage of total government expenditure,

(3) Foreign borrowing as a percentage of total government expend!*ture,
Sources: IMF, |nternatlonal Financlal Statistics Yearbook, 1981,

_pg._
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Table 23, Trends In Interest Rates, 1960-1980

. Cos*a Dominica 3 4 \ 1
Year Cameroon Rica Republlc Malaw! Srl Lanka Thatland UnTted States
1960 NA 5.0 5.5 - 4.0 5.0 3.0
1965 NA 4,0 5.5 4,5 5,0 7.0 4,5
1970 NA 5.0 5.5 6,0 6,5 9.0 9.9
1975 NA 7.0 5,5 6.0 6.5 10.0 6.0
1977 NA 8.0 7.5 7.0 V0,0 9.0 6.0
1979 NA 12.8 NA 8,0 10,0 12,5 12,0
1980 8.5 NA NA 10,0 12,0 13,5 13,0

lDlscounf Rate,

2Commerc(al Discount Rate,

5Bank Rate,

4Advance Rate,

Source:

IMF

, International Flnanclal Statistlcs Yearbook, 1981; and Country Reports,




Table 24, Structure of Interest Rates in Malawi,
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the Daminican Republic, anrd Cameron

Dominican
Malawi Republic Cameroon
Item 1982 1978 1980
Savings Deposits 8.75 4,0-5.5 1.5-8.0
Commercial Mortgages 15.75
Small Farmer Credit 15.00
Groups of Small Farmers 10.00
Certificates of Deposit
Limited Use
Commercial Banks 5.0-2.0
Ag. Bank 2.0-4.0
Financiers 2.5-8.0
Indust. Dev. Bank 5.0-8.0
Commercial Banks
Preferential Rates 7.25=- 9.25
Normal Rates 10.5-13.75
1982 1970-~-79 1970-1979
Average Rate
of Inflation 15.00 8.4 10.3
Real Rate of Interest Negative Negative Negative

Source: Country Study Reports.
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Table 25. A Comparigon of Official and Unofficial Rates
of Interest in Selected Developing Countries

Nonofficial Official
County Year Rate of Interest Rate of Interest
Thailand 1973 29 9
Korea 1973 35-60 17.5
Afghanistan 1973 33 NA
Gambia, Sudan 1963 50-100 10-12
Sierra Leone 1969 50-100 10-12
Colombia 1974 36-60 24
Haiti 1979 40-240 12-15

Source: Table 4.1, pg. 55 in Enyinna Chuta and Carl Liedholm, Rural Non-Farm
Employment: A Review of the State of the Art; MSU Rural Development
Paper #4, (East Lansing, Michigan: Dept. of Ag. Econcmics, Michigan
State Univ,, 1979}.
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and investors. The differences in rates will affect the way in
which loanable funds are used by each investor group.

The interest rate data presented in Table 25 provide fur-
ther insight into the availability of credit throughout entire
economies of selected countries. It is clear from the data
that there are significant differences in interest rates be-
tween official and unofficial money markets. The data show
that the unofficial rate of interest from a money lender or
pawn shop is likely to be 3 to 5 times as high as in the offi-
cial financial sector. Since many small private borrowers have
virtually no access to the formal credit market, they must make
their investment or consumption borrowing decision based on the
informal rate of interest, and they must be able to realize
very significant returns in order to repay at the higher rates
of interest.

To summarize, capital comes from both domestic and foreign
sources. In some countries like Malawi, donors have been a
significant source of financial resources. In virtually all
countries, the private sector obtains at least 50 percent of
these funds. There are considerable differences in the inter-
est rates charged different borrowers. The private sector pays
higher rates than does the public sector. 1In addition, the in-
formal rate of interest charged small borrowers in rural areas
often is five to ten times as high as rates charged in the for-
mal credit market.

B. Pattern of Educaticnal Investment

With respect to investments in education, the six coun-
tries show interesting similarities and differences (see
Table 26). The most important similarity is that all countries
have emphasized primary education. The data indicate that sig-
nificant progress is being made toward universal primary educa-
tion. There is still a male-female differential in enrollment,
but it is not large except in Cameroon.

There may be quality differences in education if expendi-
ture figures are any indication of relative quality (bottom
row, Table 26). Per capita expenditures vary widely across the
countries, from $4 to $68 in 1978.

The'differentials in educational investments appear in
secondary and higher education enroliments. The poorest coun-
tries have low levels of enrollment in secondary school and at
the higher education level. Even Costa Rica, where per capita
income is approaching $2,200, only 50 percent of the age-spe-
cific population is enrolled in secondary school., At the same
time Sri Lanka, with a per capita income level one-ninth as



Table 26, Education Enroliment Trends, 1960~1979

Al Middle-
All Low- | ncome
I ncoma Dom!ntcan Ol{-Importing
Malawl Sri Lanka Countrlies Cameroon Thalland Republle Costa Rlca Countries
I tem 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979 1960 1979
Primary Education
Parcent of Age
Group Enrclied
Total - 59 95 94 46 74 65 10} 83 8z 98 96 9% 107 87 97
Male Percentage - 7 100 98 59 89 8 9 88 85 99 95 97 108 92 100
Female Percentage - 51 90 90 33 63 42 43 79 78 98 96 95 107 By 95
Secondary Educatlion
Percent of Age
Group Enrolied 1 4 27 52 6 20 2 1 13 28 7 28 21 46 19 44
Higher Education
Percent of Age
Group 20-24
Enrolled In
1977 - min i i 1 2 - i Z 5 i [IV) 5 i9 3 i3
1972 1978 1972 1978 1972 1978 1972 1978 1972 1978 1972 1978 1972 1978 1972 1978
Central Government
Revenue Expense
on Education 4 4 12 8 3 3 - n 11 15 18 NA 48 68 20 34

Note: min = small number,

Source: World Bank, World Development Report, 1981,

_69_
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large as Costa Rica's, had more than 50 percent of its age-
specific population enrolled in secondary school, and was

sp 'nding about one-ninth as much as Costa Rica on a per capita
F ... .8. Again the relative quality of the education cannot be
determined from per capita expenditure figures and reguires a
more in-depth analysis.

In terms of higher education, the only country with signi-
ficant enrollment levels is Costa Rica. The Dominican Republic
and, to a lesser extent, Thailand have also achieved enrollment
levels which can significantly expand the supply of people who
can be absorbed by the government and the private sector. The
enrollment figures for Malawi and Cameroon indicate that the
countrys' capabilities to provide trained personnel in all
areas of expertise will not be forthcoming in the near future.
Technical expatriate assistance appears to be the practical al-
ternative which both countries have employed.

Sri Lanka has a significantly small higher education en-
rollment ratio, reflecting a deliberate choice in the alloca-
tion of education resources. To achieve a high level of basic
literacy, government restricted the growth of higher education.
Since a large number of skilled personnel in Sri Lanka have
emigrated to the Middle East and since the economic growth of
the country has not been rapid enough to absorb the existing
supply of trained individuals, the decision to minimize the
growth of higher education appears to have been a wise one,

In a number of countries, private schools have educated
large numbers of the citizens, particularly in Cameroon, Thai-
land, and Sri Lanka. In the former British part of Cameroon,
there is a long history of private schooling.

Should the government be involved in educating a manageri-
al and technical class? If so, to what extent and how? The
theoretical argument for government intervention rests on the
extent to which the education or training yields societal bene-
fits beyond those acquired by the individuals themselves. The
literature has generally concluded that there are significant,
positive social benefits which result from additional school-
ing, such that Yguntries can obtain a positive return to fur-
ther education. However, when it comes to specific occupa-
tional training required for certain tasks in a particular
organization or business, then the specific individuals and the
firm obtain virtually all of the benefits of the additional
training. In such instances, the view is that individuals and

16See Theodore W. Schultz, Investing in People: The Economics
of Population Quality, (Berkeley, California: University of
California Press, 1981).
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businesses should make those investments rat?sr than having
them financed or provided by the government. This perspec-
tive also holds where emigration is a distinct possibility.

In Table 26 the data show considerable variation in per
capita expenditure levels on education across the six countries.
In Table 27 the relative commitment to education by central
governments in the six countries under investigation is pro-
vided. For 1977, Costa Rica and Thailand allocated the largest
share of central government budgets to education, with Costa
Rica being significantly higher than all of the other countries.
Cameroon only began to spend a significant share of government
revenues on education after a 1975 World Bank-sponsored study
indicated significant educational problems which would be like-
ly to constrain the country's development. Malawi, Sri Lanka,
and the Dominican Republic all allocated about the same propor-
tion--11 percent. However, the Sri Lanka proportion was consi-
derably greater in earlier years, so that nearly the entire
population has received a minimum level of literacy. The situ-
ation is significantly different in Malawi, where well over
three-quarters of the population are still illiterate.

Table 27. Percentage of Central Government
Expediture on Education During the 1970s

Costa Dominican
Year Cameroon Rica Republic Malawi Sri Lanka Thailand

1973 N/A 27.1 14.3 17.0 13.0 17.8
1975 N/A 27.7 10.3 9.2 10.5 19.5
1977 16.8 27.9 11.0% 11.1 11.7 21.6
1979 13.6 24.5 N/A 6.7 N/A 19.9
lpor 1976.

Source: Internaticnal Monetary Fund, Government Finance Statis-
tics Yearbook, 1981.

175ce Gary Becker, Human Capital: A Theoretical and Empirical
Analysis With Special Reference to Education, (New York: National
Bureau for Economic Research, 1964).
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VI. FURTHER ISSUES

Considerable emphasis was placed in the previous sections
of the paper on reviewing the available comparative empirical
information on factors affecting the role of the private sector
in economic development., Other factors which affect the pri-
vate sector's role in development have alsoc been identified.
These factors are analyzed below, and available empirical evi-
dence is reviewed. Conclusions about these factors' relative
importance in contributing to private sector and economic de-
velopment remain open to further investigation.

A. The Development of Entrepreneurs

In order for private sector development to occur, manage-
rial and entrepreneurial skills are necessary. It is important
to make the distinction between the entrepreneurial and the
managerial function, since both are required. The management
function is related to motivating and maintaining the produc-
tive resources of an enterprise and requires skills such as
recordkeeping, personnel management, and financial management.
Entrepreneurship requires other talents, e.g., an ability to
see new opportunities, take risks, and implement innovative new
methods of production, sales, or distribution.

To begin a small business, the entrepreneurial skills of
taking risks and being innovative are perhaps more important
than the management function. However, as a firm grows in
size, management functions become increasingly important. At a
certain point in the growth of a firm, the individual entrepre-
neur and/or owner cannot perform all of the tasks that are re-
gquired to successfully operate the firm when management tasks
are required.

Peter Kilby and Carl Liedholm believe that the managerial
skills can be taught in training courses, perhaps sponsored by
donor agencies. They suggest that entrepreneurial skills are
perhaps best taught through apprenticeship programs which
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operate in small business operations.18 Additional thought and
consideration are perhaps warranted on this issue.

A number of studies have underlined the importaTge of cul-
ture in the development of entrepreneurial activity, the role
of the economic context, and the extent to which political elites
can create the necessary environment for successful development
of entrepreneurial effort. With respect to culture, some schol-
ars have found that in certain Asian societies, e.g., in Thai-
land, where interpersonal relationships are nonconfrontational,
an external minority group is required in order to provide the
necesgsry entrepreneurial talent for private enterprise to suc-
ceed. In Thailand, the ethnic Chinese have performed this
role, In other countries, other minorities have performed this
role, but perhaps for other reasons than the one described
above. This role bhas also been performed in East Africa by the
the Indians or Pakistani and in West Africa by the Lebanese,

Several societies in Africa have developed entrepreneurial
reputations. These groups include the Bamileke in western
Cameroon, the Ibo in Nigeria, the Kikuyu in Kenya, and the
Buganda in Uganda. All of these groups are seen to value
wealth and associate wealth accumulation with status within the
group. They also value innovation and individual progress,
such that with the advent of European education and the incul-
cation of European ideas, these groups became economically suc-
cessful. These groups have also been known for their group
solidarity, manifested in part by the extended family or, in
modern urban situations, ethnically based societies or clubs.
The organizations act as support groups for new migrants to

185¢ce peter Kilby, Small Scale Industry in Kenva, MSU Rural
Development Working Paper #20, (East Lansing, Michigan: Michigan
State Univ., 1982); Enyinna Chuta and Carl Liedholm, Rural Non-
Farm Employment, op. cit., 1979; and A,F. Mabtawonku, "An Eco-
nomic Evaluation of Apprenticeship Training in Western Nigeria
Small-Scale Industries,”™ MSU Rural Economy Paper #17, {Fast
Lansing, Michigan: Michigan State Univ., 1979)

19See for example, Peter Kilby, ed., Entrepreneurship and
Economic Development, (New York:. Free Press, 1971). See also
Hazel McFerson, "Ethnicity, Individual Initiative, and Economic
Growth in an African Plural Society: The Bamileke of Came-
roon," Paper Prepared for AID, Augqust 1982, Mimeo.

20David Steinberg, "Private Enterprise in National Development;
A Review of AID Experience," Draft Paper, AID, Washington, July
18, 1982.
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cities and towns, and informal c5fdit institutions often re-
volve around such organizations.

The economic context is also important for the development
of entrepreneurial activity which is socially beneficial. For
example, in many West African countries, entrepreneurial talent
has been engaged in various forms of smuggling, often as a con-
sequence of inappropriate foreign exchange policies or price
policies, or because of political instability. 1In such instan-
ces, entrepreneurial talent is focused on the rapid turn-over
of items instead of concentrating on long-term productive in-
vestment necessary for sustained economic growth. Smuggling
also occurs in Thailand and in other societies where trading in
narcotics or weapons occurs.

1. Government Reaction to Entrepreneurship

The political elite can influence the long-term develop-
ment of entrepreneurial groups depending on their reactions to
such groups. One reaction is assimilation. 1In Thailand, the
political elite has tried to assimilate the Chinese by employ-
ing an educational policy which requires young Chinese to at-
tend school with ;hai children rather than in separate ethnic
Chinese schools.?

Another reaction of political elites is to simply acknowl-
edge existing entrepreneurial or managerial elites and tolerate
their continued existence. 1In Cameroon and Malawi, for exam-
ple, political elites have allowed the previous colonial expa-
triate community considerable latitude in the operation of pri-
vate enterprises and public corporations. Policies of rapid

2lHazel McFerson, "Ethnicity, Individual Initiative, and
Economic Growth in an African Plural Society: The Bamileke of
Cameroon," op. cit., 1982,

22ge0e Fred Simmons, et al., Thailand: Private Sector Study,
Impact Evaluation Report, (Washington, D.C.: AID, August 1982),
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"Malawianization"™ or "Cameroonization” have not been implggent-
ed as in most other African countries after independence.

The political elites in these two countries have co-opted an
external group to guide the major economic entities in their
respective economies, since they do not believe their own peo-
ple will operate them with the same degree of economic effi-
ciency--at least in the short run,

Another reaction of a political elite has been to drive
out a particular expatriate entrepreneurial c¢lass. In many
West African countries, the Lebanese have been pressured to
leave. A similar reaction has occurred in varying degrees in
East Africa regarding Indians and Pakistanis. In Uganda under
Amin, the "Asian" community was driven from the country. To a
lesser extent in Malawi, the Asian community has been driven
from 529 rural areas and can now operate only in urban cen-
ters.

Some governments have been active in assisting the devel-
opment of indigenous entrepreneurs and management talent. 1In
the Dominican Republic, both the government as well as the pri-
vate sesgor have provided support for new entrepreneurial acti-
vities. Many management training opportunities have been
developed in both Costa Rica and the Dominican Republic., 1In
Costa Rica, for example, the universities and business colleges
operate evening classes in managemggt skills, e.g., accounting,
finance, marketing, and personnel. In more rural countries
than Costa Rica and the Dominican Republic, it is important to
facilitate the development of entrepreneurial talent, f(i.e.,
the actual development of new firms and businesses) to expand
rural-based commercial trading and manufacturing.

23Salvatore Schiavo-Campo, et al., The Tortoise Walk: Public
Policy and Private Activity in the Economic Development of
Cameroon, Impact Evaluation Report, (Washington, D.C.: AID,

. August 1981); and Jerome Wolgin, et al., Malawi: Private
Sector Study, Impact Evaluation Report, (Washington, D.C.:
AID, August 1982).

245e¢ Jerome Wolgin, et al., Malawi: Private Sector Study,
Ibid, 1982.

—23Jack Sullivan, et al., The Development of the Private Sector
in the Dominican Republic, Special study prepared for AID,
wWashington, D.C., July 1982 draft.

26pobert Pratt, et al., Costa Rica: Private Sector Study,
Impact Evaluation Report, (Washington, D.C.: AID, August
1982); and Jack Sullivan, et al., Dominican Republic, op. cit.,
1982 draft. T
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2. Characteristics of Entrepreneurs

Most entrepreneurial talent in developing countries oper-
ates small-scale enterprises, 1In order to help strengthen the
development of such enterprises, it is important to determine
the characteristics of these entrepreneurs and their principal
problems. Although there is still very little information on
these topics, some comparative data are available (see Table 28).
The comparative data indicate that a large proportion of entre-
preneurs are women, with the proportion varying from country to
country, i.e., from 76 percent in Egypt to 20 percent in Haiti.
Most entrepreneurs have large families. 1In both Jamaica and
Haiti the number was over four children.

Education background varies dramatically depending upon
the history of the country. 1In countries like Jamaica where
there has been a long history of public investment in educa-
tion, over 95 percent of the entrepreneurs have had some pri-
mary or secondary education, whereas in countries with a
shorter governmental commitment to educaticonal development, the
percentage is considerably less.

Although there are variations in educational background,
entrepreneurs in Sierra Leone, Jamaica, and Haiti have had
about ten years of experience. Of further interest is the fact
that perhaps as much as five of the ten years was spent in an
apprenticeship.

Most entrepreneurs obtain their initial financing to start
their businesses from their personal savings or from families
or very close friends., Also, most have started their own busi-
nesses as contrasted to buying an existing one.

The average number of workers in small businesses is, of
course, small. Depending upon the particular country involved,
the average number of workers is between one and a half and
four. The average initial investment varies from as low as
about $120 in Egypt to $1,000-2,000 in Haiti.

When asked about the principal problems which entrepre-
neurs face, the most frequent answers are lack of demand, lack
of finance, and difficulties in obtaining raw materials or cri-
tical tools, One question was asked of entrepreneurs in Jamai-
ca about their main source of competition. The response was
that most competition was from other small businesses, with
perceived competition from large manufacturing or imports being
relatively insignificant.
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Characterlistics of Small-Scale Entrapreneurs In Selectsd Daveloping Countrles

% Smel3 Manufacturer
£ Large Manutacturer
§ Other {Import)

1 None

»

10.0

6,1
1

23,1

Slarra
Egypt Leone Jamaica Thal land Halt!
1981 1974 1979 1979/80 1979
Characteristic
Average Age N/A N/A 40,1 N/A N/A
Sex (% Fomata} 76 N/A 49,5 42 8
{wofkers)
Average No. Children N/A N/A 4.0 N/A &+
Education = £ Primery N/A 233 77.8 N/A 47,7
~ % Secondary N/A 238 18,3 N/A 31
Experlence {years owned)} N/A 12,6 N/A
%10 55.8 50
£ N=20 26,7 24
g 20+ 17,5 2%
Source ot Inltlal Financing N/A
Personal or
$ Personai Saving Faml 1y 60 89.9 62
% Famlly & Friends Predominate 20 6.0 29
Mode ot Business Acqu!s!tion N/A N/A N/A CON/A
§ Started trom Scratch 86,0
Average No, Workers 1.3 1,8 2.2 3.7I 4t
5,5
Average Inftlal investment €E 55-60 31-90 Lecnes 31,410 (SJamalcan) -$1=2,000 (U,5,% 1978)
Priaclpsl Probs, Parceived N/A N/A = Demand (38%) N/A - Cash (38%)
{$ having problem) = Filnance (3565) - Machlnes & Tools
- Raw Materials (20%}
(8%) - Demand (9%)
Main Source of Compet!ition N/A N/A N/A N/A

Sources: 1,

Top fl!gure for Commerce Sector Data, o, 21; Lower flgure for other manutacturing, p. 20,

Jamalce Yacob Fissaha and Omar Davies, "The Small-Scals Manvfacturl!ng Enterprises In Jamalca:

Soclo~Economlc Charactartstlics and Constralnts,” MSA Rural Qeve, Serles, Worklng paper £16, Dept.
ot Ag. Econ,, MlIchlgan State University, East Lans!ng, Michigan, 1981,

2, Stave Haggblade, Jacques Defay, and Bob Pltman, Small Manufacturing & Repalr Enterprisaes In Haltf:

Survey Results, M3l Rural Development Serles Worklng Paper F4,

3, Steven Davies, et al,, "Smail Scale Entarprises 1a Eqypt:

Fayoun ond Kalyabla Governments; Phase

| Survey Results,” MSU Rura! Development Sarles Working Paper F23, Michl!qan State Unlverslty, East

Lansing, Michigan, March 1982,

4, Donald Mead and Pragit Charsombit, "Rural Oft-Farm Empioyment In Thalland:

Phase | Survey Rae-

sults,” Rural Off-Farm Employment Assessment Project, Xasetsant Unlv,, Michlgan State Unlversity
and Ohio State Unlversity, Research Paper #2, June 1980,

5, Car) Lledholm and Eny!nna Chuta, "the Economlcs ot Rural and Urban Smail Scale Industrles In
Slerra Lecne," Africa Rurai Economy Paper #!4, MIchligan State Unlversity, East Lanslng, Michigan,

1976,
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B. The Role of the Small-Scale Private Sector

In Section IV above a review was made of the policies af-
fecting private sector development in the six countries in-
cluded in this study. One additional issue of relevance, how-
ever, regarding such policy analysis is the differential impact
of those policies across enterprise types. The analysis embo-
died in Table 15 and summarized in Section IV indicated a
strong government tendency to develop a policy environment
which favors either parastatal entities or large private firms
over small-scale private ones through tariff policy, industri-
alization policy, interest rate subsidies, taxing agriculture,
subsidies on food in urban areas, etc. However, the importance
of the small-scale sector in contributing to the economic deg—
elopment of poor countries is being increasingly recognized.‘7

The dynamism of the small-scale nonfarm sector in some of
the countries under analysis is presented in Tables 29 and 30.
In Table 29, data from a selected set of countries show that
rural nonfarm employment growth has generally exceeded the rate
of growth of the labor force, which for most countries is be-
tween 2 and 3 percent per year. Thus, the share of the rural

labor force involved in nonfarm employment activities has in-
creased.

In Table 30, additional data are provided which show the
extent of small-scale industry employment in total industrial
employment in both urban and rural areas. As much as 20 per-
cent of the labor force is employed in small-scale manufactur-
ing enterprises with fewer than five employees. For the few
countries where small-scale employment estimates have been
made, the data show that the small-scale to large-scale manu-
facturing employment ratio ranges from 0.5 to more than 20.
Since the rate of employment growth in small-scale enterprise
in rural areas is greater than the rate of growth of the labor
force (Table 29) and a large proportion of manufacturing em-
ployment is found in small enterprises (Table 30), it is in-
creasingly important to focus attention on the impact of policy
decisions on this sector. More research is required in order
to fully understand the overall and differential impact of gov-
ernment policy on various parts of the private sector., Some
individual cases are intriguing. For example, when import
duties on sewing machines were removed in Sierra Leone, the

27gee vernon Ruttan, op. cit., for a comprehensive review of
the role of small-scale enterprise in the development of Japan.
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Table 29. Growth of Rural Nonfarm Employment in Selected Countries

Nonfarm Share of

Rural Nonfarm Rural Labor Force
Employment (percentage)
. Growth Rate Initial - End
Country Period (percentage per year) Period Period
Taiwan 1955-66 9.4 30 40
Kenya 1969-74 8.8 NA NA
Philippines
{Gapan area) 1961-71 8.5 NA NA
Mexico
(Sinaloa) 1960-70 5.6 14 23
Indonesia 1961-71 5.5 17 24
Iran 1956-72 4.8 20 33
India 1953-60 4.0 NA NA
Afghanistan
(Paktia) 1964-71 3.9 NA NA
Korea 1960-~74 3.2 18 19
Sierra Leone 1974-80 2.4 NA NA
Sources: . Taiwan: Ho (1976).

1

2. Kenya: Steele (1976).

3. Philippines: Gibb (1974).

4. Mexico: Mexico (1978a).

5. 1Indonesia: Leiserson (1974).
6. Iran: Dhamija (1976).

7. India: 1India (1965).

8. Afghanistan: Gerken (1973).
9. FKorea: EKorea (1976).
10. Sierra Leone: Chuta, et al. (1981). Small localities

only.

Source : Enyinna Chuta and Carl Liedholm, Rural Non-Farm Employment:
A Review of the State of the Art, op. cit., 1979, p. 18, Table 25.
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Table 30, Employment In Small-Scale Industry In Selected Countrles

(nH (2) (3 (4) (s)
Estimated Estimated Estimated Enumerated Ratlo of
Number of Number of % Labor Employment In Smail=-Scale Yo
Estab- Employees In Force Manufacturing Large-Scale
Itshments Small-Scale Flrms over 100 Manufacturing
(000's) Manufacturlng Emp loyees Emp loyment
Country Year (0001s) (000's) (2} ()]
1 2
Egypt 1981 90 140 9 13.2 10,61
Sierra
Leona 1974 50 89 6 4 22,25
Jamalca® 1979 38 79 10 155 0.51
Thalland  1979/80 6 30 a-20* N/A N/A
5 6
Halti 1979 8,5 34 1.5 25 N/A

'Fayoum and Kalyubiya Provinces only,

Only for localitles of more than 1,060 In flrms employlng fewer than 50 workers,
Natlonal sampies, rural and urban,

Employment In flrms with 10 persons or mora employed,

6

in Port au Prince only,

EstImated from page 11 of Thalland scurce for the 4 urban areas enumerated in survey,

Sources:

L

Omar Davles, Yards Flsseha, and Clavemont Klrton, "Small Scale, Non-Farm Enter-
prises In Jamalca: Inftial Survey Results," Mlch!gan State UniversTty, Rural
Development Serles Worklng Paper #8, Department of Ag, Economlcs, Michlgan State
Unlvers!ty, East Lansing, Michlgan, 1979,

Steve Haggblade, Jacques Detay, and Bob Pltman, "Small Manufacturing and Repalr
Enterprlises In Haltl: Survey Results," Michigan S5tate Unlversity, Rural Develop-
ment Series Work!ng Paper #4, Department of Ag, Economlcs, Michlgan State Unlver-
slty, East Lansing, Michligan, 1979,

Steven Davles, et. al,, "Small Scale Enterprises In Eqypt: Fayoum and Kalyublaya
Government Phase | Survey Results,”" MSU Rural Development Serles Working Paper
#23, Mlchlgan State Unlverslity, East Lansling, Mlchligan, March 1982,

Donald Mead and Prad!t Charsombut, ™Rural Off-Farm Employment in Thalland: FPhase
| Survey Results, " Rural Offt-Farm Employmant Assessment Project, Kasetsart Unl-
versity, Michigan State Unlvarsity, Ohlo State Unlversity, Research Paper #2, June
1980,

Carl LTedholm and Eny'nna Chuta, "The Economlcs of Rural and Urban Small Scale
Industries In Slerra Leons," African Rural Economy Paper No, 14, Mlchlgan State
Universlty, East Lansing, MlIchlgan, 1976,
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small-scale tailoring industry expanded rapidly.28 Similarly,
small-scale tailoring is clearly the predominant source of em-
ployment in that industry in Malawi, despite the existence of
several large textile and clothing manufacturing firms operat-
ing in the country.

C. Institutional Development: The Experience With Government-
Supported Development Organizations

In each country case study, a review was conducted of the
role of government in developing organizational entities de-
signed to promote the development of private firms. 1In Malawi,
the four government-controlled holding companies have made a
positive contribution to the development of various manufactur-
ing and nonmanufacturing private enterprises. The Malawi Gov-
ernment established each holding company on a profit-making
basis. Thus, whenever it was obvious that a firm which was
held by one or more holding companies was unprofitable, the
government made the necessary management and/or personnel
changes.

In Cameroon, SODECOTON, the cotton marketing board, made
important contributions to the growth of the cotton industry.
SODECOTON provided technical assistance and critical inputs
such as fertilizer to smallholder cotton producers and was in-~
volved in processing and exporting as well. The study team
concluded that under expatriate management, the organization
performed better from a financial point of view than if the
management had been Cameroonianized.

In Costa Rica, SNI contributed to the development of the
private sector by providing the necessary debt financing to
manufacturing entities so that they could expand plant capacity
to produce for both the domestic and Central American markets.
The primary problem with SNI was that it increasingly recycled
debt from foreign banks rather than reducing it. When the
credit crunch hit in 1980, the enterprise was vulnerable and
suffered many losses. However, during the period from the mid-
sixties through the late-seventies, it materially assisted in
the development of Costa Rica's manufacturing sector.

The Entente Fund in West Africa was established by six
French West African countries to provide credit and technical
assistance to small-scale enterprises. The impact evaluation
study conducted last year by AID concluded that the Fund was a

28car1 Liedholm, Enyinna Chuta, The Economics of Rural and
Urban Small Scale Industries in Sierra Leone, op. cit., 1976.
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worthwhile experiment but that many implementation problems oc-
curred. The evaluation teangecommended significant changes or
termination of this project. What is not well known is how
to design institutions in order to facilitate, rather than li-
mit, long-term growth and development of successful private
sector entities.

D. Agriculture

As a consequence of reviewing the economic structure of
the six countries included in that study, agriculture and agri-
cultural processing are and will continue to be important com-
ponents of a long-term development strategy for each country.
Thailand and, to a lesser extent, Cameroon and Malawi have ex-
perienced relatively high rates of agricultural output growth,
despite public policies which have taxed that output through
export duties or market board profits. In recently conducted
evaluation studies of PL 480 Title I programs, clear evidence
was found that an agricultural price po%écy which taxes agri-
cultural production will reduce output. One of the reasons
for agricultural output growth in Malawi has been the limited
export taxation of agricultural commodities. On the other
hand, in Sri Lanka and, to a lesser extent, Costa Rica, the
output growth of traditional cash crop foreign exchange earneST
has been limited by the taxation imposed by marketing boards.
The Dominican Republic has engaged in backward linkage manufac-
turing. Most of its manufacturing sector is based on the raw
agricultural commodities that it has traditionally produced,
particularly sugar.

Since agriculture dominates export earnings of the coun-
tries studied as well as in many other developing countries, it
is important that this sector earn as much foreign exchange as
possible to minimize balance of payments constraints on econom-
ic growth and development, The Ivory Coast is often viewed as

29Ray Malley, et al., Assisting Small Business in Francophone
Africa--The Entente Fund African Enterprises Program, Impact
Evaluation Report (Washington, D.C.: AID, September 1982).

30Seé Richard Blue, et al., PL 480 Title 1: The Egyption Case,
(Washington, D.C.: AID, June 1983).

31lgobert Bates, "The Regulation of Rural Markets in Africa,"
{(Paper commissioned by the Office of Evaluation, AID, Washing-
ton, D.C., August 1982) reports on the mounting evidence from
Africa which confirms this finding.
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an example where continued rapid growth of agriculture has led
to long-term economic development.

E. Market Infrastructure

One of the most important roles of government investment
is the development of market infrastructure, i.e., railroads,
roads, transport systems, ports, power, and water supplies.
Also, communication systems such as telephone, radio, and pos-
sibly television and postal services are appropriate areas for
government investment, and complement rather than compete with
private initiatives. A traditional public finance rationale
can be invoked for such government endeavors, since there are a
number of positive externalities which accrue to the entire
economy. The existence of a road, for example, implies that
all who live along it can use it, with no individual being ex-
cluded from its use. Similar arguments hold for electric power
grids as well,

It is interesting to review the extent to which the coun-
tries in this study have made investments in such enterprises.
In the public policy section above (Section IV, Table 15), an
analysis of government ownership of economic enterprises was
conducted. It indicated that all governments have invested in
public utilities. However, the review also found that govern-
ments have also invested in many other enterprises as well,
where the case for public investment is not nearly so compel-
ling.

The "vent for surg&us“ theory of development, initially
espoused by Hla Myint, is based on the rapid expansion of ex-
ports which occurred after investments were made by cclonial
governments in the development of ports and railways to the jin-
terior. Substantial increases were recorded in agricultural
raw material exports, such as groundnuts in Wigeria, tea in
Southeast Asia, and palm oil in other countries, when such in-
frastructure investments were made. These examples present em-
pirical confirmation of the complementarity between government
infrastructure development and private sector development., It
would be useful to further document the existence of such com-
plementarities, particularly in such areas as industrial park

32414 Myint, Vent for Surplus: The Economics of the Developing
Countries, (London: Hutchinson, 1964} and J. S. Hogendorn,
"The Origins of the Groundnut Trade in Northern Nigeria," pp.
30~51, in Carl E. Eicher and Carl Liedholm, eds., Growth and
Development of the Nigerian Economy, (East Lansing, Michigan:
Michigan State University Press, 1970).
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development, water supply development, sewer systems, eneragy,
and other health and environmentally related investments,

F. Role of External Organizations/Donors

The data presented above in Section V--mobilizing and
allocating capital--clearly indicated that official donor
assistance substantially augmented domestic savings in all six
countries studied. Thus, perhaps the single most important
donor role in facilitating long-run sustained economic growth
is to expand the capability for significant resource transfers
to developing countries on a subsidgged basis. Chenery and
Strout suggested this in the 1960s. They argued that the
role of international assistance is to provide a savings "safe-
ty net" for countries undergoing rapid capital expansion when
domestic savings are insufficient. Donors can provide the cap-
ital for government infrastructure development in the form of
roads, ports, and other transportation networks. As was dis-
cussed above, these activities are complementary to private
sector activities., Similarly, where donors have provided as-
sistance to educational and/or manpower training efforts, the
contribution has enhanced further private sector activity.

An important issue that must be addressed is the extent to
which price distortions have been created by certain types of
foreign assistance. The PL 480 Title I program has clearly
contributequisincentives to agricultural production in certain
countries.

AID and other donors have contributed to the development
of small-scale industrial activities. For example, AID has
assisted Costa Rica in the creation of SNI. AID has also as-
sisted in developing the Entente Fund for a number of West
African countries, and has assisted Kenya by providing finan-
cial and technical assistance to improve the management and
operation of such enterprises.

33H011is Chenery and Alan Strout, "Foreign Assistance and
Economic Development," American Economic Review, 56 ({Sept.
1966) 679-733. -

34gqward Clay and Hans Singer, "Food Aid and Development: The
Impact and Effectiveness of Bilateral PL 480 Title I-Type As-
sistance," Paper prepared for AID, Washington, D.C., February
1982.
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The accumulated experience from the Entente Fund indiggtes
that small entrepreneurs have difficulties repaying loans.
The Kenyan experience had led to the development of a number of
criteria that ngg are applied through KIE to improve the lcan
repayment rate. For example, it is now necessary for a busi-
ness to have a checking account for a minimum of six months
prior to loan application approval so that a record of dis-
bursements is available to loan officers. Collateral is also
required to provide a guarantee of repayment. The experience
from the small-scale lending program of the World Bank in Ja-
maica also suggests that there is a certain minimum size firm
below which the formal lending sector cannot effectively com-
pete with the informal network in most countries. Apparently,
it costs three to four times the amount of the loan to adminis-
ter and monitor a small loan in Jamaica.

VII. LESSONS LEARNED

As a consequence of engaging in the country case studies
on the role of the private sector in development, it is clear
that the private sector's role is affected by the actions of
government. AS a consequence, it is important to know how
governments can provide positive environments for private ini-
tiative rather than become an enigma to that endeavor. Govern-
ments can do some things better than others. These include
investing in infrastructures which are complementary to the
production processes of private entrepreneurs and entities,
Governments can also contribute to the supply of savings re-
sources and broker official donor assistance, preferably on
concessionary terms. In addition, governments can improve the
human capital of the country and thereby contribute to both
private and public sector activities. However, it is probably
wise for governments to focus on general education and not on
training for specific occupational requirements.

The country studies also suggest that pragmatic leadership
is important. It appears that the governments of Malawi, Came-
roon, Thailand, and the Dominican Republic have been fairly
pragmatic and have increasingly required that public entities
perform without subsidies or special assistance, This pragma-
tism is particularly important in countries where resource

35Ray Malley, et al., Assisting Small Business in Francophone
Africa, op. cit., 1982.

36Peter Kilby, Small Scale Industry in Kenya, op. cit., 1982.
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endowments are meager and where there is no institutional capa-

bility, in the form of other private investors, to help shape
this process.

There are several things that governments probably should
not do. They should not try to control or regulate prices,
establish quotas, or engage in any kind of alteration of "mar-
ket solutions."™ Adverse circumstances can result when price
controls lead to the transfer of goods and services across
political borders, which has often occurred in Africa. If gov-
ernments try to control prices, particularly in agriculture, to
help finance social welfare programs beyond those that they can
easily finance through user charges or direct local taxes,
long-run problems can quickly emerge, as Sri Lanka and Costa
Rica are finding out.

Governments should increasingly minimize their interven-
tions in agriculture. Governments originally established
marketing boards to minimize price fluctuations to the small
producer. However, virtually every country which has estab-
lished a marketing board has used it primarily as a taxation
mechanism rather than for stabilizing prices. As soon as it is
used to tax agriculture, output or its rate of growth is re-
duced, thus contributing to more adverse balance of payments
problems and long-term financing difficulties.

Governments probably should get out of the business of
owning companies or producing units, with the exception of pub-
lic utilities where there are clear economies of scale and
where potential monopoly power exists, For most parastatals,
the discipline of the marketplace has largely been swept away.
While certain political benefits may be derived in the short
run, the long-term implications can be disastrous. A number of
African countries have witnessed this disaster, e.g., Tanzan-
ia's National Milling Corporation.
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Annex Table A, Dlstributlon of Nonfinantcal Public Enterprises
'n Selected Countries, 1981

Dominlican
Camercon Costa Rlca Republle Malawf Sri Lanka Thal | and
f of % of % of % of % of % of
Sector No, Total No, Total No, Total No, Total No, Total No, Total
No, of Non-
financial

Publlc Enterprises 43 100 25 100 40 1o 23 100 122 100 62 100

Agricultural 14 33 2 8 4 10 4 17 12 10 6 0
Market!ng
Boards 1 1 1 1 2
_Cash Crops 8 2 3 3 4 1
Food Crops 3 - 2 1
Other, lncf. '
fishing 2 - 2 1
Manufacturing H 25 7 28 20 50 7 30 61 50 22 35
Food 1 2 3 1 3 4
Publishlng
Printing 3 1 1 7
Petroteum 1 1 1 2
Fertiilzer 1 3
Cement 1 2 2 1 2
Other Inc,
Minlng 4 1 15 4 45 16
Transport 4 9 & 24 2 5 2 9 7 6 8 13
Alr 1 1 ] 2 1
Rat | 1 2 1 t
Shipplng/Ports 1 2 1 5 6
Other 1
Public Uttty 4 9 7 28 8 20 4 17 7 [ 12 19
Commerce 5 12 1 4 4 10 1 4 19 15 9 15
Marketing:
Retati/
wholesale 1 1 5 5
Hotels 3 4 o
Tourlsm 1 1
Other 4 1 10 2
Other 5 12 2 8 2 5 5 22 16 13 5 8

Source: IMF, Government Flnance Statlstlcs Yearbook, 1981,
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Currency Devaluations: Percentage Change From Prevlous Year

(devaluatlon based on SDR exchange rate)

Costa Dom!nican United
Year Cameroon Rlca Republle Malaw! Srt Lanka Thatf land States
1960 -0,1 0 0 0 0,1 -0,2 0
1965 -0.0 17.7 0 0 0.5 -1,4 0
1970 12,6 ¢ o 16,7 24,8 0.5 0
1975 -4.9 51.2 17 26,5 51.5 14,1 17,1
1977 8.8 3,7 3.8 0 09,3 3.8 3.8
1979 -7.3 8,5 8.4 0 7.6 8,6 8,4
1980 8.8 -3.2 ~3,2 0 12,8 -2.2 =3.2

Note: Mlnus slign means revalued, + devaluation,

Source: IMF,

Internatifonal Flnanclal Statlstlcs Yearbook, 1981,
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