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1. Preface

1.1 The United States Agency for International Development in Liberia (11SATM)

and Development Consultants(DC) on Seotember 22, 1982, signed contract number

669-0135-C-00-2005-00, which commissioned NC to

i,

render a comprehensive descrintion and analvsis of the
formal private enterprise sector in Liberia, its onerational
environment and the constraints which significantly affect

its growth and development; and

provide an assessment and prioritization of actions required to
overcome these constraints, which might in part be met hy

assistance from foreign donor agencies.

1.2 Specifically, DC was required to

i,

Prepare a ''private sector profile" of enternrises in ILiberia,
preferably broken down by major STC suh-grounings, including
basic characteristics of each group of enterprises and the

particular set of constraints each groun faces}

Analyze the operational environment (i.e., policies, taxationm,
regulation, labor market, productivity of labor force, cost of
production, market structure, access to credit, access to puhlic
utilities, etc.} of each of the groups of enterprises in 1. ahove
-- and by predominantly foreign-owned and operated versus Liberian-~
owned and operated enterorises, if their operational enviromment

are significantly different -- and how they interact;



iii, List existing investment incentives (for both foreipn and
domestic investmerit), including which agency administers
them; idenfify possible contradictions/conflicts; and
assess the actual implementation effects of these incentives

on existing enterprises as well as on new investment:

iv. Analyze the relationships between commercial banks and the
other private enterprire sectors, as well as current
constraints which may hamper improved mutual prowth and

development:

v. Determine the needs to develop indigenous private sector
management capabilities (production, finance, marketing,
personnel administration, accounting, logistics, etc.,
including levels of operation and numbers required) in the
short-term (0-5 vears), the medium-term (6-10 vears) and the
long-term (bevond 10 years), and suggest institutional
arrangement alternatives in which such management canahilities

may be developed (national, regional, non-African): and

vi. Review the recommendations to Government made bv the Parker
Commission (1978) and the Tarr Commission (1921) as they
relate to Govermment's relationships with the rrivate sector,
with a view to determine which recommendations fovernment has
accepted, has acted upon and which it hasn't as well as possible
reasons for Government non-acceptance and non-action.
In those cases where Government has acted, what have heen the

result?

Methodology

1.3 The exercise identified the problems, with their causes or sources, which
constrain the formal private sector from effectivelvy becoming the force it alone

can be in the Liberian economy. The boblective of the exercise was to desien

needs - or problem-specific measures which would impact the nolicy environment
adequately to induce increasing resource flows and their effective utilization. The

desirable policy enviromment to result would have the following characteristics.
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One, capability to effectively articu%ate issues and therebv anticivate conFlicts;
Two, create a machinery for effective conflict ;esolution: and thereby prevent
system breakdown ., Three, create an energetic, internal force which would
continually propel and rationalize these develonments: An aopronriate methodologyv

for this type of exercise, given the environment, might be one of the followings.

1.4 First, the investigator may interview a representative eroun of husinesses/
entrepreneurs across the country, so that the affected individuals would identify
and rank their own problems, with likely solutions. Ve refected this anproach
because, given the time available, one Depceives that the marginal insights likely
to be gained would not justify the effort, One might even raise exnectations of

those interviewed’ expectations that may not be fulfilled.

1.5 A questionnaire approach was also discarded, for reasons similar to those
associated with the rejection of the in:erview approach",l Respondents would
probably link the questionnaire with the USAID advertisement for the projfect which
appeared in 3 1local newspaper and such association: should the project not
immediately impact tangibly the interviewees, could conceivahly affect certain
future relationships. Most important, one does ngt perceive that fresh additional

insights into problems identification would result,

1.6 After a careful review of documents available t~ DC, and on the basis of our
unique experience, DC adopted the following methodolopgy. We nrocessed raw data
collected in 1981 by DC and one of its corresnondents from both the concession
sector, producer of 98% of net Liberian exports and the non;concession secinr,

The data had covered all formal enterprises, and all areas of the countryv, We then
categorized the problems faced by the formal private sector. This inFormatign was
supplemented with that obtained by interviews with a selected list of nersons,
Additionally, we reviewed the Parker (1978) and Tarr (1981) Commissions Renorts

and various reports on the Liberian economy, e.g:; by the World Rank and the I’N.T-‘7
We also reviewed a 1982 Report on Trade Promotion Project, especially the volumes
on rubber; iron ore; fruits and vegetables, fish and shrimpS: coffee, cocoa and
palm products, and timber. These sources were supplemented with a nainstalking

research in the Ministry of Commerce, Industry and Transportation's Business

Registration Division.
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. AN
Formal Private Enterprises Sector DNefined

1.7 ‘For the purposes of this Report; the formal private enterprise sector

comprises all privately owned enterprises organized in accordance with Title V
(Associations Law) '+ of the Liberian Code of Lavs (Revised), whether as a cornoration,
partnership or sole proprietorship. tExisting under the nrovisions of the
Associations Law means that the conditions and requirements snecified for each such
organizational form had been met. All organizations that mav not have met the
stipulated requirements, even if they regularlyv engage in nrivate business

activities are not intended to be covered by this Report(

1.8 Formal establishment in accordance with the Associations l.aw is nresumed a
necessary condition for the outline of external assistance that may be eranted

by foreign donor agencies. The assistance could not preclude a vackage or
element that would facllitate such formal establishment; hut the noint heing

made is that at an early stage of a nossible assistance, a private enternrise to
qualify must satisfy the formal estaklishment criterion. Ve presume that other
eligibility criteria, such as nationality of entreoreneurs organizing such
enterprises, would be considered. Tn other words, to become eligible, an
enterprise or its promoters might be reauired to satisfy eligihility reauirements,

primary among which would be legal existunce.

1.9 There are no sources of organized information on the formal orivate

enterprise sector. The Ministrv of Commerce, Tndustry and Transnortation hy law
is required to maintain a register of all enternrises enpaged in business in
Liberia. The Ministry, however, does not publish this information; Tts storaee
and retrieval are archaic. However, we obtained a record of all firms resistered
with the Ministry in 1981, by international Standard Industrial Classification(SIC),
We satisfied ourselves that the register is incomplete., For examole, T.AMCN and

Bong were not registered. While Firestone (Cavalla) was registered, Tirestone

(Harbel) was not. For this reason, the profile is not by SIC suh-grouninegs, but

by concession, non-concession foreign, and Liberian private sectors.



1.10 While vreparing this Report, N had access to confidential memoranda and
other documents whose acknowledgment would he inanpronriate. Onlv published
sources have been acknowledged. e have also malntained that ldentification
of need-specific solution packages and the design of a framework of solution
nackages do not require indepth presentation and analysis of published data,

The Report has been written with policy formulation and implementation in view.

Organization of Report

1.11 The following chapter summarizes our findings and conclusions. Tn Chanter
III, the economy's basic characterjstics are presented and analyzed; Tn Chanter
IV, the tax and incentives regimes are discussed; our emphasis is on conflicts
between tax laws of general application (LGA) and the fiscal nrovisions of
concession agreements, on the one hand, and hetween concession aereements, on

the other. Intrasector conflicts are also noted. In discussing the incentives
regime, we focus on the failure of the system to identify goals or criteria to
facilitate which incentives may be granted. The labyrinthine administrative
procedures are discussed in detail. On the tax side, we singled out the perfidv

of the system, its quality, conflicts, and cost.

1.12 Chapter V presents an analysis of the omerational enviromment of T.iberian
private enterprises: material effects of this environment on foreiegn as compared
with Liberian-owned enterprises are indicated. -Moreover, we present in an out-
line form facets of the environment which affect all enterprises, irresnective

of nationallity of owners, or FICsector,lThen in Chapter VI we profile the Liherian
formal private enterprise sector. TIts three major components are analvzed in detail
In Chapter VII, given banking sector liquidity and sector distribution of loans,

we analyze the relationship between commercial banks and the nrivate entermrise

sectors.



2, Conclusiony and Recommendations

2.1 The Liberian economy is dualistie, cruciallv dependent on iron ore and
rubber, a factor which enhances the cyclical character of economic nerformance.
Timber and other monetary agricultural output which make up the gross domestic
product have low demand elasticity. The subsistence sector empnloys 75% of the
people, but contributes less than one-third of total output. Trade 1s highlv

concentrated with respect to imports and exports structure.

2.2 Of a total potential labor force of about 900,000, nerhans not more than 2NN,00NN
are regularly employed in the monetary economyv. Vlage level in the concession

sector is the highest, followed by the rest of the private sector: the nublic

sector has a large manpower pool, whose productivity is assumed low. About 40%

of managerial and technical jobs in the economy are held by non-Liberians, who

make up 4% of total monetary employment. All tyves of skilled mannower is in

limited supply and industrial discipline 1low.

2.3 The commercial banking system is in such serious difficulties that its

health is questioned; the system is illiquid, and unable to guarantee convertibility

of capital nor earnings. The banking system is perceived to have short-term
horizons; besides the public sector, it extends loans to finance imnorts. The
system has a high country exposure, given increasing public sector dehts. The

National Bank of Liberia, the central bank, is virtually insolvent, with R1% of its

assets represented by GOL IOUs.

2.4 The outlook for the medium term (to 1985), is bleak: hoth rubber and iron ore
are experiencing weak demand, due to the worldwlide recession. Fxistine companies
have postponed capital outlays, while some are disinvesting. This 1s primarilv
because the government is perceived by the private sector as unsympathetic and
hostile to private investment; the government machinery is deemed not trustworthy,
and the incentives offered only benefits profitable enternrises. The incentives
regime makes no contributions to risks arising from the country's low level of

development. There are too many taxes and the tax structure is revenue oriented.



2.5 The bureaucracy is confused and confusing. The environment is nerceived

as highhanded, especially to small (Liberian-owned) businesses: There are too
many government agencies involved in‘the decision to grant incentives, each of
which have individual and coliective roles in the decision. The incentives
package favors import substitution; is biased against domestic raw material usarge,
and favors assemblage, with low value added. There are no soecial nrograms

for agriculture, although 75% of the population subsists on agriculture. There

are no institutional assistance vrovided by the govermment, even to Liberian

investors.

2.6 TFacilities, such as the Free Zone, orovided are very costlv: there are no
incentives to locate outside Monrovia, and so there is considerable spatial
concentration in favor of Monrovia: the ownershio concentration favors non-
Liberians, While there has been little effort at providing subsidized capital,
funds made available by external donors remain undisbursed hecause of low

administrative capability and incessant inter-agency rivalries.

2.7 There are very few assets the banking system would accept as collaterals.
Land is the asset most Liberians could offer, but often 1s unaccentable because
there is a prohibition against land ownership by non-Liberians and the insecuritv
of titles. The court system is not perceived as effective, and therefore could

not be relied upon to make land acceptable as loan collaterals, even if the

prohibition was removed. It is not liquid and there is no develoned real
estate market. On the other hand, the government guarantees loans to the nublic
sector, and therefore it has been Ffavored. Unfortunatelv, the hank's exposure

to the public sector, given foreign exchange crisis resulting from the slackened
demand for iron ore and rubber, has adversely affected the financial svstem.
The public debt structure and situation have worsened: defaults on certain nublic

obligations have occurred and are continuing.

2.8 The commercial banks are not only short-term oriented, hut seem uninterested
in intermediation. They are often called '"pawn shops" bv Liberian entrenreneurs,
They retort that Liberian enterprises are weak structurally, are seldom well

managed, and seldom maintain reliable financial records.



2.9 The formal private enterprise sector has three elements; these are the
concession sector, the foreign-owned non~concession sector, and the Liberian-owned
private sector. The concessions dominate the economy: the tvpical non-concession
firm is likely a Lebanese trading house. Its impact on the economv is nrohably
negative, since they provide no employment. pavy little taxes and undertake

no training. The Liberian firm is likely a sole proprietorship engaged in

petty trading. Liberians are on the peripherv of their own economv and are

not likely to have any meaningful role in it for the foreseeable future.

2.10 The objectives of any external donor assistance to the private sector

should include the following elements. Firstly, it should design and install

a mechanism capable to facilitate faster dishursement of funds, esmecially those
already procured, such as that provided by the World Rank, etc., In the nrocess,
it should strengthen the Government's :Small Business Guarantee Program,
Secondly, the package must facilitate proiect identification, including such
additional work as identifying likelv sponsors. This process, together with
management or advisory services, such as provided by Partnership for Productivity,
or as SEFO 1s designed to provide, might bhe considered. The program should also
identify sources of concessional seed capital, including securing the particinatior
of co-financing institutions and the conditions for their participation. The

local commercial banks should be involved in the process.

2.11 Since absence of skilled manpower is a major hurdle to nrivate sector
investment, an assistance program should include a program for development of
indigenous needed skills and services. For example, this aspect might include
arrangements with orivate or public existing institutions, to administer specially

designed programs that would produce a stipulated numher by category of skilled

personnel.

2,12 The exterﬁally assisted program ought to focus on the bilas against domestic
resource utilization; by removing such bias, the enclaves might better be
integrated into the national economy. This process might mean that the nroduction
of one sector might become useful to the production process of another sector:
Local raw material utilization would then create domestic emplovment, especially if
the focustsion agriculture and agri-business. The proress would involve
specification and establislment of domestic resource use and (?ural) location as

primary eligibility criteria for conferral incentives benefits,
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2.13 The package should include extension and support ??ckages that would be
need-specific; the objective of each package would /to reduce the numerous

technical, commercial, financial and administrative bottlenecks noted in Chanter V,

2.14 All of these objectives would be unrealizable in the absence of a noliticallv
and financially stable climate; an effective government bureaucracy indisvensable,
To an average investor, these qualities are absent now. To create such a climate
1s outside the provenance, we presume, of the private sector. In the words of one
business executive consulted, the govermment must create the climate: the investor
will assess its sufficiency, including its perceived fairness, “hile no society
is free of corruption, its level might receive attention in the process to create

an effective bureaucracy.

2.15 Given the preceding objectives of an externally assisted program, we propose
that any attack on the problems identified begin with demonstrable improvement

in the government bureaucracy, especially its perceived administrative canability.
Public sector attitude to private ventures must be shown to be nositive: demand

for gratuities must slacken, as must the overall perception of stability, financial

and political.

2.16 In the short term, a natural sequel to this project would be the engagement

of a consultant to specify or elaborate need —-specific packages, such as production

of bookkeepers; electricians; plumbers, etc. The desired number by skilled categorv
would be specified and the institutions to conduct such training identified with
appropriate justifications. We recommend that private sector institutions be
preferred. The program design should also establish the basis for selecting an

institution, as well as establish the ground for determinine goal achievement.

2.17 1In order to determine needs and canabilities, there should be undertaken
sector surveys, to establish current status and prospects by broad economic sectors,
such as agriculture, agri-business, construction, etc., of manpower. The survey
might also involve preparation of proiect profiles, with arrangements includine
promotional activities. (We are aware of one such arrangement, invdélving TISATD
and the Fgyotian Investment and Free Zones Acthority, and a private.consultant,)
These profiles, ﬁrepared by an acceptable private group, might have better
credibility to private investors than if provided by government itself. Another
aspect of the arfangement would be market surveys of specified products that could

be traded in the Mano River Union States.
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2.18 Given the performance records of the NIC, we recommend that profject
management assistance, including bookkeening, quality control, production manage-
ment, etc., be provided by a orivate cgnsultant. The consultant might also
identify suitable projects and sponsors and assist in the negotiation between the
parties. Such arrangements would include costing of a project, determination of

feasible loan repayment periods and assistance in procuring financing.

2.19 As information scarcity is a maior hurdle, a short-term obiective of an
assistance package should also involve preparation and oublication of a "How

to Do Business in Liberia'", which would contain information on nractical organizinc
steps, including which agencies of government does what, etc. Tt would list tvnmes
of incentives available, cost of utilities, where in lLiberia utilities are
available, and in what quantities, etc. The ccnsultant should also design a
mechanism for regular publication of nrivate sector information, preferzhlv hv
sector. The consultant's proposal should include an outline of nuhlication

content and how such information would be generated initiallv and on a

continuing basis.

2.20 The work to be contracted to private groups would be designed so as to
form the nucleus for private bodies, such as management institutes, etc, Thus,
in contracting consultants, it would be highlyv desirable to have strone, nrivate
Liberian participation at the beginning: thus, it would he possible, after a

reasonable initial period, for such consultancies to become the desired nrivate

bodies.

2.21 The second stage of recommendation is medium and long term. The Repnort has
established that the major impediment to private sector activities in Liberia is

low indigenous management capabilities, hoth in the public and private sectors,

The problem is enhanced by factors such as a government structure that 1s

monolithic due to the absence of a homogenous body politic. In all tribal dialects,
"opposition' translates as '"enemy" and policy contents are not analyzgd nor

options identified. Consequently, the decision-making is centralized, with roles
and responsibilities overlapped. The system has no established mechanism for
anticipating conflicts nor for resolving them. Decisions are made at the ton,

or not made at all:; there is no delegation, and hence constant bottlenects.
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2.22 The legal system is a mosaic of imnonderables. For example, land titles
are indeterminable, and so land could not even be an accentable collateral in
financial arrangements, since the security of title 1s not insuredt! The long-
term recommendations therefore aim at creating the basis for confidence, only then
would private sector enterprise with longer than term horizons be established;

We believe that until such is achieved, Liberian participation in their economy

would remain peripheral, with returns to domestic factors remaining insignificant.

2.23 Restructure of the system is essential to enabling the Open Door Policy,
for example, to become inward oriented. Presently, it is outward oriented, and
high labor productivity in the enclaves only leads to increased imnorts or
import substitution involving low domestic value added with continued failure to

raise internal capital accumulation.

2.24 Towards improving the administrative capacity of the public sector, a
commission of three experienced, respected Liberians should he established to
review and rationalize the structure of government. The vrocess should include
a review of the number of agencies and théir responsibilities; the machinery

for formulating policies, etc. The Commission should have a secretariat,
preferably staffed by contract persons, It should design systems as well as

assist with their implementation.

2.25 As a means to more realistic assessment of public sector capabilitv and future
potentials, the first activity of the Commission might be a mannower survey,
covering both the public and private sectors. Such surveys should project for

each five year periods, of the number of jobs likely to be created by skill
categories, etc. On the basis of the survey findings, the Commission should design

a program for effective manpower development.

2.26 While it may be argued that this is not a proper role that scarcitv of

indigenous managerial personnel is a major factor in the problems we have identified,

2.27 Another activity should be review and rationalization of the tax structure.
The basic objective of such an exercise would be to minimize the necessity of sui
generjs arrangements which task an already weak tax administration machinery beyond
its capacity. The review might also include the aesign of an approoriate

incentives regime, with the machinery for its effective implementation.
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2.28 These efforts would be the essential first steps: their success would be

conditioned by improvement in public sector management, especiallv fiscal

administration. In the absence of a perceived improvement in that canability,

investors confidence may not be built, for the system will ke verceived as

hostile, capricilous, and unfair.
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3. The Liberian Economy

3.1 During her Century of Survival, 1847 to 1947, only three events of continuing
economic significance transpired: (1) Liberia survived Furopean colonial attempts
to eclipse her independence; (2) she contracted relatively large external debts
under dubious circumstances, and (3) she granted concessicns to the Firestone
Tyre and Rubber Company, the Liberia Mining Company (LMC) and the International
Trust Company (ITC), affiiiates of transnational corporations (TNCs). Fach of

these agreements established a sui generis fiscal regime.

3.2 These three events continually recur. 1In 1981 and 1982, unable to discharge
her obligations, independent Liberia negotiated re-scheduling of her public debts.
She has been unable t~ meet her commercial ban% obligations, and is in default on
them. Confirming the historicity of the whole thing, her current debt situation
has deteriorated, with debt service rising from 38% to 567% of export earnings, or
from 24.6% to 31.9% of gross domestic oroduct between 1974 and 1978. 1In 1982/R3,
debt service payments claim about 6% of GDP, or 24% of revenues. The structure

of the debt also deteriorated significantly between 1976 and 1979, lowering the
share of concessional credit. Included in these debts, for example, are credits
provided by Rappaport, of Asian Bubble fame. Today, the economy suffers from its
worst liquidity crisis, and the share of suppliers' credit and non-institutional
de¢bts in total obligations is rising.

3.3 The welcome extended to private foreign capital, at least in law, today
continues but inconsistency between public statements and administration has
brought into question whether or not Liberia welcomes private investment. Moreover,
the nature and pattern of the relationship established *y those first successful
agreements continue to characterize succeeding governments' relationship with the

private sector, which is tense at the same time that it is cordial,
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3.4 The economy is structurally dualistic, with an extreme devendence on raw
material exports, produced by foreign-owned concessions in iron ore, rubber and
logzing. She imports virtually all gdods, including food, manufactures, machinerv
and transport equipment. In 1981, imports structure was as follows: consumntion

goods, 28.2%; investment goods, 16.3%; raw materials, 55.5%, meaning oil (27.1%).

3.5 Liberia's t.ade is highly concentrated, with respect both to destination of
exports and origin of merchandise imports. 1In 1981, the industrialized market
economies received about four-fifths of ner merchandise exnorts, and provided
about 90% of her imports. Even as the three principal exncrt commodities were

hit by the world recession, their share of exports remainsin excess of four-fifths.

3.6 The Liberian economv is highly dualistic. An agricultural sector, including
monetized agriculture, contributing about a third of GDP but employine two-thirds
of thc people, co-exists with a foreign-owned enclave sector; dominated by iron
ore, rutber and forest products. The relative productivi;y of foveign-owned rubber
plantations is such that since 1975, Liberian-owned farms; with half of the

297.9 thousand cultivated acres, yield 593 lbs/acre, compared with 1,246 1lbs/acre

on the concessions.

3.7 Another characteristic of the economy is its high degree of openness, as
measured by the admittedly simplistic trade to GDP ratio: during the last decade
the ratio did not fall below four-fifths. Imports; in fact, accounted for 577 of
1981 GDP. Secondly, iron ore, the maior export, has 2 derived demand: the cvclical
patterns of demand for steel enhances the system's tendency to instability.
Thirdly, although iron ore and rubber dominate the economy, Liberia's outnut of
either relative to world production is negligible, therebv denying her any
meaningful role in commodity producers/coneumers' price nepotiations that have

become commonplace.

3.8 During 1976-81, domestic revenues averaged 22.4% of monetary GDP. The

major domestic revenue sources are tax on international transactions; contributing
34.3% of domestic revenue per year during the period: taxes on income and profits,
accounted for an average 35.2% a vear. Taxes on domestic oroduction, mainly of
the excise variety, averaged 8.9% per year during the same period. These sources
contributed 91.7% of total revenues. Maritime revenue accounted for an average

6.8% per of total revenues.
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3.9 On the expenditure side, the budget deficit increased during the 1976-81
period. Total budgetary expenditures rose from 21,5% 'to 36% of monetarv NP,

The deficit averaged 277 of expenditures over the past five years.

3.10 The cornucopia that is the Liberian economy has (1) a private sector,
which may be subdivided into the concession and non-concession sub-sectors, and
(2) the public sector, which includes various levels of sovermment nroner, and
public corporations, including private assets confiscated in 1980 followine the
Coup. The non-concession private sub-sector itself may be further divided into
the informal, marginal activities, such as "'side-walk" garages, tailor shops,
street peddlers and an organized business sub-sectoi: the latter is dominated

by Lebanese and Indians.

The Structure of Gross Domestic Product

3.11 The private enterprise sector of the Liberian economv has two sectors:
these are the monetized sector, which is dominated by transnational corvorations
(TNCs) and referred to as the concession sector, but includes also a non-concession
sector, and the subsistence sector. The concession sector is dominated bv TNCs
exploiting iron ore, rubber and timber,. In terms of share of GNP, iron ore
makes the largest contribution. Since 1965, it contributes about 307 of GNP,

and accounts for over three quarters of total exvort earnings.  Tron ore
production today accounts for approximately 52% of total export earnings, after
falling from its peak in 1975. Between 1975 and 1980, iron ore produ:ztion was

on average 23% below the 1975 level. Thus the mining sector's share in outou:
fell from 33% in 1971 to 29% in 1974; its share was 28% in 1981. The enternrises

exploiting iron ore are joint ventures owned by Liberia and affiliates of foreign

TNCs.

3.12 The second component is the rubber sector: it accounts for around 15% of
export earnings. Uhile Firectone among the large producers contributed about
37% of total 1980 Liberian rubber export, down from 54% in 1970, participation
in this sector by nationals is extensive., The sector's contribution to DP has
declined over the last decade and was around 6% in 1981, Third 1is the foresfrv

sector; it grew dramatically in the late 1960s and early 1970s. Tts contribution

to GDP 1s about 4%.



- 16 -

3.13 The subsistence sector emplovs over 757 of Liberians, but contributes only
30% of GDP. Over the past 15 yzars, this sector's output grew at an estimated 1,5%
per year:; between 1960 and 1976, its share in GDP suffered a slisht decline. Data
inavailability makes it impossible to analyze what is haopening to it: however,

per canita income in the sector is estimated at $160 per annum.

3.14 The non-concession private sub-sector contributes around 27 of total net

exports; its share in GDP at factor cost is probablv below 5%.

3.15 The public sector which for the purposes of this Report includes all levels
of government, as well as public enterprises, including confiscated assets,

contributed about 14% of GDP in 1981.

3.16 Table III-1 presents the sectoral origin of GDP at 1971 prices for 1080,

the last year for which data are available.

Table III-1
Sectoral Origin of 1980 GDP at 1971 Prices (Monetary Fconomv: %)

Economic Activity v 1980
Agriculture, forestry & fishing 16.2
Mining & quarrying 30.3
Manufacturing 7.1
Electricity & water 2.3
Construction 4,1
Wholesale & retail trade, hotels & restaurants 6.7
Transport, storage & communication 9.6
Financial institutions & real estate . 8.2
Other services 4.6
Producers of Government services 10,8
100,0

GDP at 1971 prices

3.17 The financial services sector includes several insurance companies, mostly
branches/subsidiaries of companies such as LLovd's of London, American International
Group of New York, etc. Their impact on domestic liquidity and the orovision of
investment capital has been minimal. However, the fovernment has attemnted to

require each insurance company to invest 30% of its gross premium in T.iberia.

As yet, the policy remains unimplemented as the insurers argue that in view of thei
" their
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reinsurance treaty obligations, compliance with the policy would make their

operations uneconomic.

Employment

3.18 Perhaps less than 30% of Liberia's estimated two million population live in
urban centers; population growth in these centers, however, is around 8% ver vear.
The average annual population growth rate is around 3,3%, About 427 of the

population is under 15 years.

3.19 Dependency, the ratio of persons under 15 vears and over 65 years to those
between 15 and 65, is over 70%. This means, of course, that 707 of the ponulation
can consume, and not make contribution to production. The concentration is in

the below 15 years old group, thereby emphasizing the need for schools, hospitals,

etc.

3.20 The country's potential labor force l/ is estimated at 900,000, It is

expected to grow at about 3.3% per year during the next decade.

3,21 Monetary agriculture accounts for around a third of the about 150,000 -
220,000 Liberians employed in the monetary sector. The Covernment emnloys about
17% of total monetary sector labor, and the mining sector (including diamonds,
gold and other minerals), 107. Expatriate employment accounts for nearlv 4% of

total monetary sector employment.

3.22 About 70% of expatriates working in Liberia are emploved in professional,
managerial and technical occupations. Exvatriates make up less than 47 of total

monetary sector employment, but occupy about 40% of all decision-making jobs, and

another 15% of other technical and professional jobs.

l/The apparent discrepancy between the potential labor force and the devendency
ratios traditionally defined is due to the fact that because 15 year old kids

are not in school, they must work.
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3.23 The occupational classification of those employed in the monetary sector is
as follows: around 20,000 in managerial: professional and technical fields other
than teaching, About 7,000 Liberian§ are emploved in nedagogyv. Another 60,000
or so of monetary sector employees fall in the clerical, sales or service workers
category. Around 70,000 persons are employed as agricultural or nroduction

workers.

3.24 TNCs employ about 60% of the private sector's labor force, or 30% of monetary
employment, The average benefits package is bigger in the concession sector,
followed by the entire private sector. Note, however, that the government's wage

bill claims over 507 of budgetary expenditures.

Income Distribution

3.25 Income distribution is highlv skewed. Per capita income i; around $558, with
the upper 107 of recipients receiving nearly 60% of total incomer Per capita income
is estimated at around $160 per year for 70% of the population that resides in the
rural areas. For the 30%Z monetary economv employees, per canita income is
estimated at around $930. TNC emplovees, as a subgroup, received ahout $1600 per

capital in 1978; other monetary sector emplovees received ahout $780 per head.
Table III-2

Liberia: Distribution of Income (19280)

AV, Annual

Million Per Capita Annual Share 11

Dominant Population Income (roup People Tncome($) Tncome (&™) Income
Rural Lowest 40% 0.76 175 133 12
Rural Next  30% 0.57 200 114 11

Lower Income Groups in

Monrovia Next 107 0.20 480 96 9
Urban groups in counties Next 10% 0.20 520 104 10
Middle class in Monrovia Next 5% 0.10 2400 240 22
Business class Top 5% 0.10 3900 : \-596 - 36
ooz _1.93  _358.0  1077.0 100.0

Source: MPEA
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The Banking System

3.26 The Liberian banking system consists of five (5) commercial hanks, three
specialized banks, two non-banking financial institutions and the Mational Rank

of Liberia (NBL), the Central Bank. The NBL regulates commercial banking onerations,
as well as acts as the Government of Liberia's bankers. It is not a hank of issue.
As far as we can determine, the Government of Liberia does not plan to issue a
national currency. However, Government recerntly minted and is circulatine twenty
million dollars in $5 denomination (coins). The impact of this develorment on

the investment climate, especially the rate at which it is being released into

the system, has been deleterious.

21,27 1In 1981 net foreign assets, including U.S. currency holdings and claims on
foreign banks, declined reflecting reactions to ‘a coup in 1980. Private sector
deposits averaged $115.3 million over 1977-21. These denosits have heen declining
over the past two years by an average of $25.6 million per vear. In 1991, private
deposits amounted to $91.8 million, compared with $143 million in 1979, 19R2
probably is seeing further decline.

3.28 Private sector loans and overdrafts grew steadily until 1979 but declined
thereafter. Loans to the private sector averaged $136.45 million per vear over the
period. It dropped from $182.1 million in 1979 to $122.9 million in 1981 and averaged
a decrease of $29.5 million per year over the last two years. In 1982, total sector

loans are expected to be lower, reflecting the hanking system's liquiditv crunch.

3.29 Following the 1979 riots, there was substantial capital outflow. The
reduced deposit base of the commercial banks continue to constrain their abilitv to

lend.

3,30 The banking system's liquidity is portrayed in Tables TII-3 and &4, The
continued, and growing, negative reserves position of the WRL poisons the

prospects for private sector investment, since it brings into question the system's
ability to allow unrestrained earnings and capital repatriation and convertibility.
Also, this growing illiquidity of the system has apparently created an inausniciéus
money creation mechanism. The commercial banks find their resulting exnosures to

the GOL increased. It is reported that some of the maior commercial banks have over
30% of their balance sheets represented by excess over the required reserves which
the NBL cannot transfer. Since the reserve requirement was raised since the coun,

the share of every dollar of deposit available to lend is further curtailed bv this
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situation. 1In fact, in Table III-4, one notices that at Necembher 31, 1981, total
commercial bank loans outstanding were only 68% of their 1979 level. Tt 1s also
interesting to note that even in 1979, trade, hotels and restaurants received the

lion share of loans; their pre—eﬁinence remained in 1981,

Table I11-3

Foreign Reserves of National Bank of Liberia

1976 1977 1978 1979 198N

($ Million)

Foreign Assets 17.2 27.3 18.0 55.0 4.0
Foreign Liabilities -3.6 -0.9 -5.0 -67.4 -75.9
Net Reserves 13.6 26.4 12,0 -12.4 -71.9

Source: National Rank, Annual Report, 1981,

The Economic Outlook

3.31 The Liberian economy experienced serious continuous difficulties during the
1970s; during the last six years, its srowth declined significantly. The decline
was due to a halt in foreign private investment, a result of deterioration in the
investment climate. The deterloration in climate was itself due to the growing
budget deficits, a riot in the streets of Monrovia, the coup and its aftermath,

and worldwide recession.

3.32 During the last half of the 1970s, Liberia's CGD® at factor cost increased at
an average annual rate of less than two percent, compared to an average growth rate
of six percent during 1964-70, and four percent during 1970-1974. GD® grew at an
annual 1.7% during the First Plan Period, 1976-80, compared with the nrogrammed 6%,
During the Second Plan Period, 1981-85, the programmed growth rate is 3.3%. The
target growth rate accepts the fact that per capita income would remain constant
during the period, since population is also projected to grow at 3.3% per vear.

The economy stagnated in 1979; in 1980, GDP declined bv 4.77, and in 1981, by 57,
In 1982, the negative growth rate is expected to be higher than 5%, )
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Table TIT-4

Commercial Bank Loans Classified by Fconomic Sectors 1979-81 (Percent)

e <
1979 1980 1981

Agriculture 8.7 9.5 9.2
Rubber (1.1 (0.92) (2.3)
Forestry (5.0) (3.9 (2.7
Fishing 0.7 (0,3) n.1n
Other Ag (1.9 (4.5) .2
Mining & Quarrying 0.5 0.2 0.1
Iron Ore (0.3) (-0-) PN
Quarrying (0.2) (0.2) ARES
Manufacturing 6.5 1.7 1.9
Construction 6.9 7.9 10,6
Transportation, Storage & Communication 1.3 0,0 15.6
Transportation a1.3) (0,9 (15.6)
Storage -0- -0~ -0-
Communication —-0= -0- -0~
Trade, Hotels & Restaurants 42,8 30.3 26.6
Diamond Trade (1.2) (-o- (-0-)
Hotels (-o+) (-o-) (-o0-)
Restaurants (0.1) (-o- (-o0~)
Services 0.4 2.6 1.4
Personal 7.0 7.4 4.1
Government 1.5 2.2 2.1
Others 24 .41/ 5,9 2.2
Home Improvement (4.1) (~0-) (-0-)
Miscellaneous (20,3) (-o0-) (-0-)
Public Corporation -o- 31.4 25,2
Total Loan ($000) 184.,9 13n,8 126,8

Y Includes Public Corporations

Less than .1

Source: MPFA, Economic Survey of Liberia 1981, Table 5.




3.33 Actual performance of the economy during the Second Plan Period may differ
materially from projection. There is not likely to be any domestic savings for
investment. In the absence of dor:stic savings, external assistance commitment
even 1f made, might remain undisbufsed, as In most such cases, 257 local contribution

is required.

3.34 TFor per capita income at the end of 1985 not to fall below the 1980 ievel, the
following projected sectoral growth rates must be achieved during the Second Plan

Period:
(1981 Prices)

1982/83 - 1983/84 . 1984 /85
Agriculture 4,0 4.01 4.0
Industry 2.5 3.0 3.5
Service ‘ 2.5 3.0 3.0

It does not appear likely that these programmed sectoral growth rates could be achieved,

for the following reasons¢

3.35 The international economic situation could not suggest that the magnitude of
resource flow programmed could be achieved. Also, immediate recovery of the
industrialized economies would possibly not impact the Liberian economy under six
months; thus if Liberia's principal trading partners were to recover such that steel
production capacity utilization in Furope was improved to 757 by late 1984, iron ore
sales might not pick up before mid-1985. Besides, late into the second full vear

of the Plan Period, the document remains unpublished. Its herculean assumptions
about policy formulation and implementation remain untested; Tn addition, annual
external assistance to COL during the first two years of the Plan seem within the
projected range of magnitude, but remains unutilized, For example, more than 50%

of Lome I resources remain undisbursed because of slow proiect implementation.

There has been little action in respect of Lome II, as Droiecf profiles have not been
prepared. Further, GOL has been experiencing difficulties meeting her external
obligations, so that recently the African Development Rank, for example, susnended’
disbursement of loan proceeds. Finally, external assistance being provided by the
IMF and the United States Government has been used to pay for oil following the
collapse of the oil facility, and the public sector wage bill;
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3.36 Regarding the utilization rate of World Bank and African Development Bank
resources available to the public sector, as a general rule, only an average of
32% of such resources is utilized five wears after the grant of a loan. It is

problematic that the absorptive éapacity is there to effect ereater utilization,

3.37 Finally, we discuss likely prospects for newor renvestrent in the nrivate
enterprise sector. The major components of the nredominant concession sector

are nreviewed in brief.

3.38 The iron ore sector remains problematic. DNevelopment of LAMCO's Western Area,
a project which would require new investment in Liberia of at least $400 million,
has been shelved indefinitely. Exploitation of the Guinea side of Nimha, a nroiect
requiring an investment of over $1 billion, around $300 million of which would be

in Liberia and therefore give impetus to the "estern Area Proiject as well as enhance
the economics of LAMCO itself, hangs; needless to say, its realization could have

a significant impact. While it may not be dead for reasons of ore consumers’

desire to diversify sources, its prospects also are tied to recovery of the
developed economies. NIOC's rehabilitation schedule seems to have run into difficul-
ties, both on account of management and additional capital requirement. Rut even

if these two difficulties were overcome early, the 3,25 million tons production
could not replace planned reduction by LAMCO, especially if LAMCO reduces output of
finished product from the current 11.2 million tons to under six million tons in
1983, Bong's desire to mine the LAMCO western deposits, and transport it over a

102 kilometer rail costing an estimated $90 million to Rong, may not be commercial.
The Bong main ore body would be depleted by 1984/85, with the remaining ore harder

and therefore requiring more energy to process.

3.39 The rubber industry, due to the world recession, has a bleak immediate

future (perhaps to mid-1984). Firestone is agitating to close shops, but even if
she does not, the revision of the concession agreement she wants, under which ¢0OL
would assume social costs such as education and hospital in addition to waiving
various taxes, including income tax payable by expatriate employees, would increase
the government's need for external assistance to meet its current needs, The

twin impact would be further erosion of the tax base, enhanced bv increased public

sector expenditure.
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3.40 While the éoﬁcession sector of the rubber industry has problems stemming
primarily from sla%k demand and differences between Govermment and industry on
perception of natufe and extent of problems, Liberian-owned rubber industrv has a
more fundamental problem. There is no program of technical nor financial assistance
to Liberian farmers. It is estimated that over 75% of Liberian farms have stonped
production since 1980. While the concessions have agreements which grant certain

of them relief such as exemption from the rubber export sales tax, Liberian farmers
are subject to the tax laws of general apulication, and pay it. The nrogram desiened
to encourage re-planting and acreage expansion, under the T.iberia Rubher Develonment

Unit, has been ineffectual: acreage replanted or newly planted has been below plans,

3.41 There is not yet discernible a public policy to aid the manufacturing sector;
The import substituting industries, such as cement and flour, have recently curtailed
activities as import of competing products have apparently been facilitatedl‘ In the
case of paint, for example, rather than improve the existing company which is owned
partly by the Government or accepting a private offer to acquire the govermment's
share, GOL has granted license to establish another <company. That new company has
begun importing mixes, which thereby probably endangersthe prospects of the existing
company. As for companies with export potentials, which are verv few, there have
been no programsof assistance to them either, nor a package designed to enable more
companies to export. For example, the GOL has not implemented Mano iver Union

Declaration pursuant to which member states were to provide some export insurance

scheme.

3.42 The logging industry remains depressed. Appropriate tax policies and
effective monitors remain undeveloped. Its future, even if the world economy
recovered would be hampered by the failure to implement existing nolicies under
which round logs would be processed domestically -- leading to increased value added.

Inefficient forest management pnractices may eclipse the sector's potentials further.

3.43 The tree crops that in the late 1970's were identified as likely fulcrum for
diversification may not succeed. Coffee and cocoa real price prosprects, as with
0il palm, are problematic. Domestic processing of these local raw materials as
import substitutes is hindered by the absence of a long-term policy framework, for

example, that would discourage importation of refined edible oil,

vt



3.44 The overall investment climate has probablv worsened, due to the liauidity
problems of the financial services sector, Peduced export earnings aggravate
matter and result in the inability of.the bankine sector to corvince potential
investors that their earnings and capital will be repatriated and convertible,
These fears have been enhanced by the virtual bankruptcy of the Matioral Rank of

Liberia, 81% of whose assets today are represented by GOL T0Us.

3.45 Also, the substantial nroduction capacitv of the public sector (public
corporations, including confiscated assets) remain underutilized. The World Bank's
efforts to privatize/rehabilitate a significant number of these enterprises in

order to activate full production has been slowed by indecision.

3.46 The outlook of the cconomy for the medium term is therefore bleak. The
objective of public policy must therefore be to assist the Jeading sectors -
export criented industries - to survive and regain their financial health. ©Public
policy should also encourage domestic raw material processing, especially of the

agro-industry. Import substitution industries with high value added must he assisted
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4, Taxation and Incentives

4.1 A full evaluation of the tax system is outside the scope of this Renort:

this Chapnter analyzes the tax system with particular emphasis on apparent built-in
impediments to its rational development, The chapter identifijes inconsistencies

in the tax laws of general application (LGA); between the LA and fiscal nrovisions
of concession agreements, and those between such agreements, i1 order to identify
the adverse impact these inconsistencies have on private investment, foreign or
domestic. The chapter also reviews indirect taxes and user charges, basically as
cost of doing business. Within the context of the tax structure, we assess and
analyze the incentives regime. The failure of the tax system and the incentives
regime to encourage {discourage) desired (unwanted) activities form the hasis of

the critique.

4.2 Liberia's index of tax effort, like her efficiency of capital utilization as
measured by the incremental capital output ratio (ICOR), is low. Yet, she has one
of the highest per capita tax burdens in Africa. The paradox of low index of tax
effort and region-high per capita taxation is explained by the economy's structural
characteristics, especially the dependence on few foreign-owned TNCs, and customs

duties.

4.3 Analysis of the index of tax effort, given the growing budget deficits and the
related liquidity crunch, might be useful to a design of policies to raise
resources to finance public sector activities, to lower the ICOR, and to create an

atmosphere attractive for private investment,

The Tax Regime: An Overview

4.4 There 1is no provision in the LGA specifying criteria the effective satisfaction
of which entitles an investor to certain specified tax incentives. (fee, however, -
the section below on incentives.) This basic limitation explains the plethora of
special fiscal regimes. For example, Liberian tax laws neither encourage nor
discourage desirable/undesirable acts. Under Ghanaian laws, by contrast, savings
banks interest income is exemnt from taxation - an expression of the desire to raise
the domestic savings rate and encourage financial inter-mediation. DNifferential

treatment is granted by Sierra Leonean law to influence investment location decision.
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Special incentives and incentive procedures are developed for pioneer industries;
the profits of pioneer industries may be exempt from tax. There is no nioneer
industry legislation in Liberia. Ghanaian and Nigerian laws contain detailed
rules for income allocation between a resident entity and its non-resident

affiliates, specifying in the process rules to nrevent transfer pricing.

4,5 Neither the LGA nor concession agreements contain any rules for the treat-
ment of loans to shareholders, although deviation of the terms of such deals from
arm's length transactions appear a potential drain on tax revenues. Leaving

the development of the rules to a pressing situa:ion increases uncertainty.
Pricing of inter-company transactions, except for a generalized framework, is
alss not covered by the agreements nor the LGA, These generalizations, not
explained by detailed rules, inhibit consistency of interpretation, a fact

further enhanced by frequent changes in personnel,

4.6 Technically speaking, the scope of fiscal provisions of contracts ars modern
compared with the tax LGA: they, however, seldom award Liberia anv rights to

tax. As an example, take taxation of capital gains. While Liberia does not
tax capital gains per se, Section 11.2(c) of the LIRC includes "gains from the
disposition of property ..." in gross income, Capital gains, however, are not
deemed income to the concessions, but capital losses are allowable deductions

in the computation of income.

4,7 The LGA levies a withholding tax at rates on such distributions differentiated

on the basis of normal business of payee.

4.8 Nearly all the mining concession contracts permit depletion allowances as a

proper charge against income but does not tax capital gains,

4.9 The statute laws limit charitable deductions to 15% of taxable incomet

no concession agreements impose a limit on charitable deductions.

4.10 Differential length tax holidays are granted by agreements. As discussed

below, grant of tax incentives is not based on conformity to criteria such as

location, value added or ~ype of industry.
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4,11 The development of public awareness of tax issues is hindered by the
prevalence of illiteracy, preference for administrative over sudicial handling
of tax matters, and by the absence of professional bodies. The absence of
regulations amplifying the statutes also inhibit development of an accentable

atmosphere.

4,12 GOL, as a practice, does not issue discussion drafts; laws and regulations

are developed in secrecy.

4,13 A law introduced in 1977 provided for the refund of overpaid ta». 1In
practice, however, no overpaid taxes are refunded; instead, tax credits are
granted. Not only does this departure iniure the basis for the law, but a
credit is usable only to profit making enterprises. Since losses are allowed
to be carried forward chronologicallv, tax credits in lieu of tax refund

reduce the attractiveness of the provision.

4,14 Taxpayers are divided into two classes: 'residents'" and ''non-residents".
A "resident" is (1) an alien regularly residing in Liberia: (ii) a citizen of
Liberia whether or not actuallv residing in Tiberia: (iii) the estate of a
Liberian citizen or resident, and (iv) a Liberian corporation, partnership or
trust. However, 1f the Liberian corporation, partnership or trust is 75%
owned by 'non-residents" and does ot regularly engage in business in Liberia,

it 1is a "non-resident'.

4.15 1In general, "residents'" are taxable on their worldwide income whereas
"non-residents" are taxable only on income derived from Liberia, Yowever, a
Liberian citizen who does not maintain a home In Liberia and is not present
in Liberia for at least 30 consecutive days during the vear, will not he taxed
on his foreign income urtil it is remitted to Liberia. Similarly, expatriates

regularly living in Liberia will be taxable on their foreign income only when

remitted to Liberia.

4.16 '"Non-residents' are taxed on income derived from Liberia. The tax
applies at the regular progressive rates to net income derived from business
operations regularly carried on in Liberia. Other types of income derived
from Liberia, such as interest, dividends, royalties, etc., are subiject to a
flat withholding tax applied to the gross amounts paid, the rate being in

respect of the status of the payee. Tayments to financial institutions are
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taxed at the lowest rate, Additionally, compensatien fer services are deemed to
be derived from Liberia 1f it is paid by a Liberian person and either the services
performed in Liberia or the result of $uch services is intended to be used primarily

within Liberia.

4.17 There is double taxation of income, as a corporation is subject to tax as
an entity, with dividend distributions also taxed to the shareholder, Intercorporat
dividends are subject to tax at the regular rate. Fowever, the Minister of Pinance

may allow the taxpayer to select the stage at which the tax may be apnlied.

4.18 Partnerships are subject to tax at the rates applicable to individuals. In
addition, partners must include in their tax returns their share of the nartnershin'
income and receive a credit for their share of tax paid by the partnership:
However, if the partnership's tax rate is higher than the rate applicable to a
particular partner, the partner is not entitled to a refund of such excess.
Similarly, if the partnership has a loss, the partner is not entitled to deduct his
loss against other income. The net effect is that a single tax will be naid at

the individual's rate or the partnership's rate, whichever ts hicher.

4.19 The fiscal provisions of concession agreements, even those provisions that
violate the LGA, or conflict, retain their wvalidity. Section 2,3 of the

Revenue and Finance Laws authorizes taxation of income of persons who have agree-
ments with Liberia, which agreements are duly approved by the legislatuvre and

explicitly cover taxation, only in accordance with such agreements.

4,20 The investor's need for certainty and his desire to minimize discriminatory
and capricious taxation, against an unsophisticated personalized attitude to
taxation, created a dual tax system in Liberia. Tn the one case, the fiscal
provisions of concession agreements in form approximate the basic tax laws of
developed countries, but the LGA remains skeletary, and with ne accompanving rules.
Regulations amplifying statutes remain unissued: the courts have not been requested
to rule on a tax case! There 1s no judiclal history or experiencei

!
4,21 Besides the undeveloped tax LGA, the associations law, commercial gode, and
bankruptcy laws are skeletary; the judicial experience remain uninformedlz The
significance of judicial experience is that in addition to precedenge setting, it
amplifies conteﬁtious statutory provisions and administrative rules; thereby

providing a frame and reliable vardsiick for future decisions,
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4.22 The corporhte income tax regime has a duality which makes tax administration
!
difficult: the effect of non-reconciled sub-systems on the develonment of a rational

tax regime without competent, independent practitioners has been adverse.

4.23 The dual tax system, given the low socio-political level of develonment, has
apparently constrained efforts to improve quality of domestic iInnuts and created
a system of taxation and tax incentives not based on rational economic and social

decision criterib.

Indirect Taxation

4,24 The objective of Liberiavindirect taxation is revenue, not nrotection:
except for customs duties and excise on domestic production, however, the yield
of all other ind#rect levies is insignificant. Therefore, since customs dutv
drawbacks and exémptions form the basic incentives regime, their impact on the
cost of doing bu?iness or on the attractiveness of the invest.'ent climate can
better be assessed as incentives. To recover customs revenues walved when duty
exemption is grénted, an excise system was devised. These levies on domestic
production oftenéare not waived even for assisted firms and must be paid from

the date of initial production.

4.25 The excise structure violates all basic principles of excise taxation: for
example, instead of levying the tax selectively, the number of products suhiect to
excise has mushroomed. The excise rate structure has also become comnlex, as
various products are taxed at differentiated rates, The growing number of oroducts
subject to excise tax, as well as the complicated rate structure, enhance
administrative difficulties. For the investment climate, possible differences in
effective collection may affect competitive position of firms and real cost.

Also, imposition of the levy reduces the overall attractiveness of anv incentives

package concluded between an investor and the Govermment of Liberia.

User Charges

4.26 There are numerous fees imposed by the Government of Liberia: These inclﬁde
documentary stamp duties, business registration fee, residence nermit fees,
professional and businss license fees, etc. The addition to cost of doing
business due to;these fees probably is insipnificant; in fact, their share in

domestic revenuds is normally lower than 2%, This fact however, enhances the

nuisance value Qf these levies.



The Incentives Regime

i
1

i
4.27 A relevant incentives scheme for Liberia must expressly aim at import

'

substitution or e%port stimulationy if ;he objective is dual; the nackage must
expressly distingéish between the forte of each. It ought te recognize possibilitv
of conflicts betwéen pursuit of the goals of local entrepreneurial development and
foreign capital a?traction. It ought also to recognize that in the resource
allocation sense,?import substitution and export promotion might conflict. Pyhlic
policy should seek to reconcile these likelv internal conflicts throueh careful
analysis. The néed exists for an incentives regime capable of increasing domestic
production, utilizing local raw materials, reducing spatial and ownershin concentratio
of productive factors, and raising returns to domestic factors, without adverselv
affecting investmént climate for foreign capital.

4.28 To assess how suitable the existing regime is, we assess the Investment
Incentive Code ofé1973, as amended, and the code of 1982 (braft).

4.29 The economi¢ structure described in Chapter III was shaped by several factors,
including incentives Liberia offers; these are "very liberal compared with the
policies of some other African countries, and in several respects more liberal than

that of Singaporei..“l/ In this section, we describe the scheme, the incentives
' T

which it bestows and how the regime is administered,

4,30 The benefit$ conferred include promised freedom of canital and earnings
repatriation, a géarantee against expropriation (bf foreign capit;l), and, for larger
enterprises, specially negotiated fiscal regimes; (Note; however, that presentlyv
severe liquidity éonstraints have affected this benefitzl Note also that the basic
provisions of Libgrian law confer similar benefits on domestic capital, but such laws
were not regardedlafter the coup, when Liberian-owned enterprises were confiscated.

At this time, thefefore, special arrangements would have to be made to induce Liberians
to invest in Liberia.) For small and medium sized operations, the regime grants
variable tax holidays, (usually five years but often longer), which mav be renewed,
usually for an additional two years. The assisted enternrise is exempt from 90% of
import duties; so@etimes tariff and quantitative restrictions are imnosed on competine
imports. Duty dfawbacks may also sometimes be allowed on the exports of domestic
production. The éurcharges may or may not be waived.

1

Y (or1C, "An Evaiuation of Liberian Foreign Investment Policy, Regulations,
Practices and Incentives", October, 1979, P.1).



4.31 There isfno subsidized capital; funds made availahle bv external donors
remain undisbuésed. Excepot for the Monrovia Tndustrial Park and the T.iberia
Industrial Free Zone Authority, there are no porograms under which sites, improved
or not, are provided. Note, however, that the Park and the Zone are witbout bhasic
infrastructures. In the Park, undeveloped land rents at $100N/acre per year:

GOL sells public land in fee simple within ten miles of Monrovia at SN¢/acre.
Annual rental for the smallest factory in the Zone is around $27,000, The
incentives package does not include support services, such as nrofect identification
and management; planting materials; vet services, storage facilities, suhsidized
transport, etc. Expenditures on manpower development are not given anv snecial
encouragement: electricity, where available, costs more than 10¢/kwh. Its flow is
erratic. Telephones are impossible to ohtain; when installed, thev don't work.
Telexes, which rarely work, are luxuries. Water i1s difficult to procure, The
minimum wage rate is not affected by location: there are no incentives for location
in depressed nor labor surplus (rural) areas. In short, tax bholidavs and customs
duty relief constitute the incentives package. Thus since a venture must he

profitable before income tax exemption is useful, the package is not of much use.

4.32 The incentivesscheme is available to all investors, including T.iberians:
however, low domestic income and, since the coup, fear of exnropriation has

frightened Liberian capital awav.

4.33 The incentives scheme 1s biased in favor of import substitution, in that it
fails to identify domestic resource based industries as preferred candidates for
assistance, The scheme confers as much benefits on a gambline casino as it does
on hotels development,oronclay block manufacturing. Tt encourages concentration
of assisted entérprises in urban areas, since there is.no assistance orovided to

lower cost of transportation, utilities, or nrovide storage.

4.34 The Code of '73 has certain inherent shortcomings. These are its failure

to prioritize desired industry by type and jts failure to confer incentives on the
basis of defined ob)ectives such as local resource utilization, location, emnlovment,
foreign exchange earningsJ (however, the cumbersome administrative annaratus is its
major weakness. The procedures are not clear and involve the annlicant in
jurisdictional criss-crossing: resvective sectoral ministries retain their legal
responsibilities so that even as members of the National Investment Commission,

they may veto decisions of the NIC, 1In cases such as licencine for exnorts, the
investor must visit as many as four agencles before he obhtains a permit. It has too

many stops for the investor and too many participants in the decision-making.
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4.35 But perhaps the most difficult nroblem for Liberian entrenreneurshin is the
Government's reluctance to buy from Liberians. She imports aluminium desks,
cupboards and chairs; she imports readv’made uniforms. Thus the tax holidavs
remain unrealizable, since the business may never become nrofitable., Tn short, 0L
does not assist the entrepreneur with the costs - and risks - of a venture due

solely to low socio-economic development.

4.36 The Code of '73 does not stipulate domestic value added reauired Lefore an
enterprise may qualify for inclusion. Thus, import substitution, especially of

the assemblage variety -- matches made from imported, processed wood and phosnhorous:?
beer brewery, cigarettes from imported cut tobaccoj cement block manufacturing:

note pad bindery, etc. constitute the manufacturing sector. Petroleum refining,
which before the financial crunch was the largest element of the manufacturing

sector, is a special case.

4.37 The Code of '73, cross referenced with the Liberia Industrial ¥ree 7one
Authority (LIFZA) legislation, appears to confer acceptable incentives on exnort
industries. Note, however, that LIFZA's physical facilities remain undeveloned:
the factories are not built, nor adequate utilities and other infrastructures
developed, although there is a modern Administrative Buildine! The smallest factory

is targeted to rent for $27,000 per vear, not really a pittance!

4.38 The Code of '73 has been revised, and although the 'New Investment Tncentive
Code of the Republic of Liberia', (draft: August, 1982), is not vet law, our

comments on it evaluate the extent to which it overcomes the shortcomings of the

Code of 1973,

4.39 The new code has a wider coverage and overcomes certain of the deficlencies
of the Code of 1973, but it retains most of its basic shortcomings. For examnle,
it discusses investment only in terms of external capital; while it stipulates a
value added criterion, Section 3(1) grants incentives to proiects that "nrocess,
fabricate, manufacture finished and semi-finished goods from raw materials and/or
assemble finished goods from component parts ..."  Section 3(2) then states, as
if an afterthought, that "Incentives may also be granted to snonsors undertakine

other Investment Project(s) in Liberia', such as:
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(a) Agriculture, forestry and fishing, or
(b) Mining and quarrying or

(¢) Building and construction,

4.40 The New Code gives the clear impression that the conferral of henefits on

domestic raw material usage is an afterthought.

4.41 The New Code exempts approved enterprises from customs duties, stamn fees
and surcharge on approved imports of machinery and equipment, svare parts, raw
and auxiliary materials, etc., an improvement over the Code of 1973? Rut the
New Code does not contain any provisions grantine dinterest or transmortation
subsidy, or provision of support services, The costs and/or risks of under-

developed social infrastructure must be borne by the investor alone.

4.42 VWhile locational criteria are introduced for the first time; Section 5(e)
extends 100% benefits conferred on "small Liberianw~owned industries with fixed
capital investment not exceeding $50 thousand and located in anv part of Libkeria".
Given the uneven distribution of infrastructure (roads, utilities; storage,
literate personnel, banking facilities) and since the limit set by this section is
considerably larger than investment in over 98% of Liberian-owned enternrises,

|
the design of locational criteria might effectivelv have been nullifiedl

4.43 Section 5(3)(e), by granting automatic duty exemntion for all new machinery
and equipment for production purposes, obviates the labor bilas that the Mew Code

seemed to have conferred.

4.44  Section 5(3)(c), which grants “reasonable market protection in the form of
restriction on imports" raises the protection and economic efficiencv arqument,

The New Code seems to favor import substitution as comnared to exnort nromotion.

4.45 The greatest weakness of the New Code is, however, nrocedural, To whom shall
the investor apply? In the case of mining ventures, jointly to thg Lands & Mines
Ministry and the NIC; in the case of agricultural and agro-industrv, to Aericulture
and the NIC. It obviously would be easier for the NIC to handle everv asnect of an
application, since technical matters, should they arise, couldlbe referred to the
relevant agency of Govermment bv the NIC as an internal matter; This confused

line of communication and overlanped responsibilities, would as usual, always

delay project implementation.
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4,46 As the concessions locate at resource sites; their location is not likelv to
be influenced: by public policy. For the nonwconcession private.sector: however,
there is considerable spatial concentration, Thus, for examnle, in 1976-77,

the onlv years for which data are available, 83% of all establishments emnloying
five or more persons were located in the Monrovia area: The Mew Code is likelw

to nerpetuatelthis trend. See Table IV-1,.

Table IV-1

Share of Monrovia Area in Sectoral Distribution of Fstablishments, Gross Monthly

Payroll and Employment (%).

Monrovia Area Monthlv

Sector ~ Establishments Payroll’ =~ Totdl ¥mnlovment v
All Sectors 0.82 0,47 0,31
Agriculture : 0.21 : ~0- -0~
Forestry . 0.27 0.10 -0-
Wood Industry 0.82 0.70 0.66
Fishing | 1.00 1.00 100
Mining | 0.40 -0- -0~
Manufacture f 0.93 0.92 0?94
Construction i 0.77 0.96 0?90
Transport 0.91 0.93 0\ a1
Commerce 0.89 0.97 0,93
Services 0.83 0.83 0.79

Specially Negotiated Regimes (Concessions)

4.47 The incentives provided the concessions are significant: these revolve around
low tax rates, tax holidays, or election to share in nrofits as a nartner, rather
than tax income. There has been allowed accelerated depreciation, and other
facilities to improve cash flow and shorten capital payback neriodt The GOL's
agreement to share in profits, in lieu of tax, is an-incentive'orovided by GOL;

since all customs duties and related taxes are normally watved,

the impact of this arrangement is to improve the cash flow of the venture.
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4 .48 1In the iron ore sector, excepnt for NIOC, the pattern and content of the
incentives package were limited to selection of profit sharing in lieu of income
tax, together)with exemptions and waivers. In the case of the MIOC, GNL not only
invested cash at an early stage, but has additionally guaranteed the comnanv's
loans, thereby reducing its riskiness, Tor the logeging and other concessions,
the package contains tax holidays, exemntion from customs duties and waivers or

reduction of certain user charges.

4,49 The incentives granted concessions have to be seen in the context of
resource location: iron ore is mined in Liberia because ore 1s found there.

It might reinforce the evidence that the marginal impact of incentives on
industrial location is slight, Resides, the infrastructural develooment that
the concessions undertake -- roads, railroads, vorts, hospitals, schools, nolice

-- might be weighed in to balance the picture,

Special Finance Institutions

1}

4.50 Four financial institutions, wholly or partially owned by the GOL, nrovide
a range of services to private enterprises. In this section, we bBriefly

discuss the role of each of these institutions in the incentives scheme,

National Investment Commission (NIC)

4.51 The NIC is headed by a Chairman who is a member of the Cabinety all its
members are cabinet ministers. For our purposes, the NIC has two demartments:
one, which monitors the activities of the concessions, as well as undertakes
promotional trips abroad. The second department is the Small and Medium
Enterprises Department (SMF), whose functions are to encourage and nromote small

and medium size investment by nationals especially.

4.52 The NIC has not achieved much; its monitor of the concession sector, because
it shares that responsibility along undefined lines with several other ministries,
has not seen much light of day. In respect of courting private investment, the
NIC has been unsuccessful, for several reasons. Tt does not have a nackage to
sell; for example, it does not prepare proiect nrofiles, including at least
preliminary documentation which potential investors could assess. Perhans also
contributing to its failure thus far is that the Chairman of NIC 1s also Co-
Chairman of the Bureau of Re-acauisition, the entityv set un after the coun to

confiscate and manage confiscated assets. The apparent conflict in roles does

not seem to have been realized.
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4.5%7 In its efforts to develop SMF, the NIC has had its worst failure. Ahout
$4 million made available to the NIC since 1979 remain undisbursed. The NTC
has been unable to identifv suitable proiects and sponsors insnite the nrovision
of lopistics and technicians by.the Vorld Bank, 'NIDN, ¥™M0, etc, to assist it do

that.

4.5% 1In sum, the NIC has had little impact on the investment climate, either as
a provider of subsidized capital, or of persuading investors to consider Liheria.
If one considers its association with the Bureau of Re-acquisition, it nrobably

has scared investors away.

Small Enterprise Financing Organization (SFFr0)

4.55 SEFO was conceived around 1979, nrimarily by the Forestryv Nevelonment
Authority (FDA) and the Liberia Bank for Development and Investment (LRNT), in
cooperation with the Netherlands FMO. At conceotion, its obiective was to
facilitate local processing of forest products. Since unprocessed logs fetched

a reasonably good price to induce exnorters of logs to domestic processing and
more value added and to earn and save foreign exchange. At the time, the ~0OL had
agreed to reduce the tax burdens of entities which gradually reduced logs exmort.
It was also felt that this benefit was likely to accrue mainly to non-nationals
with superior access to capital; also, that to enable Liberian carpenters and

other craftsmen to benefit from the package, they needed additional incentives,

as well as the means. To enable Liberian maginal onerations to realize some of the
benefits and enable them to enlarge their volumes of oneration and produce qualityv
products, means were to be created whereby they would acquire the requisite
equipment and space for production. Consequently, the ¥*MO, the LRDI, the “World

Bank and other institutions provided about $4 million to the SETO as seed canital,

4.56 SEFO would provide project management, including bookkeepingy identify
projects and project sponsors, and provide the capital needed to set un or
expand a business. The assisted enterorise would repay the debt, including

interest and other charges, from earnings, over an agreed period,
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4.57 The concept was later revised to include other sectorsy after a long neriod
of inter-agency rivalries and indecision, SEPO was legally established in 1082,
It is too early to determine what its impact will be, but in concept and organization,

it seems to have a good beginniné.

Partnership for Productivity (PFP)

4.58 The PFP concept was an outgrowth of the early 1970st T.iberianization. At’
the time, Liberianization was thought to have three elements: These were
identified as (1) upward mobility of Liberian emnloyees; (2) increased role of
GOL in LAMCO activities, and (3) integration of this enclave into the econcmv, by
ensuring that the provision of goods and services to the concession communitv
would be undertaken by Liberian entrenreneurs, independentlv of the concessionaire,

1

PFP basically was aimed at the taird element of Liberianization.

4,59 PFP, founded by LAMCO and an American organization with the same name; was
established to identify productive areas in LAMCO, then serviced by LAMCO; that

could be serviced by Liberian entrepreneurs. The PFP provided management and
advisory services, after identifying an activity that could be undertaken nrofitably
by a private party. The activity was being nerformed before, so there was a reasonabl:
good idea of the size of cash flows. This cash flow was the basis of the contract
between the newly established firm and a third party, usualyy LAMCOs such contract
provided the basis for borrowing to finance working capital; vhere equipment owned

by LAMCO was taken over by the new firm, the contracted cash flow provided the

basis for repayment.

4,60 Unfortunately, PFP's success record was marred by one basic shortcoming:

certain senior officials of LAMCO and of the "0L were not barred from ownine the

assisted enterprises.

Liberia Bank for Development & Investment(LBﬁI)

4,61 After several name and focus changes, the LBDI today provides canital to
private investors to finance projects in Liberia, irrespective of nationalitv?

LBDI loans are made at lower than commercial bank interest rate, and for all sectors.
Its major shortcoming appears to be that it does not aggressively identifv potential
investors; it does not provide management nor accounting services to its creditors.
In fact, it ‘expects its borrowers to have the camahility to identify and document

projects; after the loan is made, it expects the borrower to be capable of managing

the project.
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4,62 The inability to collect loans made to persons affected bv the Coun of
1980 have hurt iLs liquidity, as these loans remain in default and the assets
financed were copfiscated by the government, without any consideration for the

liens on them.

4.63 ¥inally, t%ere is as much ownership concentration as there is”spatial
concentration: the ownership concentration favors foreign investors, Both the
spatial and owne%ship concentration reinforce each other, thereby disahling the
economy to create linkages between sectors and geograonhic areas: Assisted
industries, if t?ey survive beyond the incentive neriod, never increase the domestic
content of their%output; the package was not designed to induce utilization of local
material. Thusithe returns to the economy remain dubious, at best?

!

i
4.64 The grant éf relief from import duties enhesnces differential implications
for production séructure, effective protection, prices, and profilt, due to the
differential imp%ct of such relief on capital goods, raw materials, and inter-
mediate goods reduired in production, Given that not more than 10-15% of Liberian
labour force is ﬁegularly employed, a basic objective of relevant incentives re-
quired might be%increased local resource utilization, including emplovment
generation. Thys, given the relative greater scarcity of canital, nolicy
instruments should not contribute to distortion of factor provorttons in favor of
scarce capital. ! However, the limited applicability in reality of this view must
be recognized, since factor substitutability in the Liberian case is constrained bv
market size; thad is to say, the elasticity of substitution is 1ow, hence the
possibility of factor proportions distortion is itself 11m1ted

|
4.65 The systemidesign might, however, distinguish between import substitution
and export promotiion. An investment incentive system for export nromotion mav
differ in import#nc respects from that for import substitution, the differences
becoming materiaﬁ if the basic objective of the system is stimulation of nroduction
and processing oﬂ domestic raw materials for local consumption and exnort . Ob-
viously there aée important economic and pélitical considerations, hoth domestic
and internationaﬂ, which would need be taken into account. Incentives to stimulate
domestic consumpdion might consider a distribution system, includine a road network,
storage and otheﬁ infrastructures, incentives to shift tastes from preference for
imported productl to traditional consumables inspite of presumption that local

foodstuffs, etc. The incentives regime designed to stimulate export of nrocessed
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domestic raw materials might also contemplate all of the abovéz in addition to

o
mechanisms for quality control, reliable sunnlv, etc, Value added as the return
to the economy wQuld be greater in the exmort nromotion scheme, thereBv iustifying

the more elaborate scheme.

4,66 A system désigned basically to spur import substitution weuld need to focus

on the size of'tﬁe market, the level of inceome and its distribution: etcv

Since up to 75% éf Liberia's two millien people in fact may not regularly recetve
any cash incomg,jand with 10% of the population receiving 60% of the income,

import substitdtion industries aided, may . become '"mononolies™ and nreduce
above the trough;on the average cost curve, Further; extreme disparity effectivelw
excludes 75% oﬁ those regularly receiving cash income from demanding industrial

products. 'g

4.67 1In short’ the cost to Liberian soctety for assisting these industries in fact

is understated by the traditifonal measures of protection. The low wvalue added

means the socialjreturns are lower than cost, Including cost revenue foregone,

4.68 Perceptidn;of the investment climate is affected both by the resime's
content, as weIl;as by investors' assessment of it, We shall analvze the
operational envifonment in Chapter V, below: however, one basic limitation of the
system is that over all, it is not trustworthy, Banking, indeed, all financial
activities, is based on credit, derived from the Latin . =~ word for "belief",
The system has‘bgen untrustworthy because it reverses pronouncements with predictahle
regularity. An?investment incentive contract may orovide that competing nroducts
shall not be iMpérted but as there is no effective monitor, such goods are not
barred. The qgteement may provide, as in the case of the National Flour Mill or
Cemenco, that. ﬁhOSe goods will be kept out; but thev were not. The svstcem has
failed to knowgthat, as the Parker Commission nointed clearly:
L

"Pdrformance... becomes the most important and significant

baéis for comparing the attraction of one nation over another

for investments. In judging performance, potential investors

gije;greater credence to the hehavior of Government investment

patterns rather than what Govermment says it will do. ™n

today's world speeches, pronouncements, brochures, special

neWspapeL editions, etc., are so commonnlace that most investors
coﬁsider them meaningless and onlv influence the inexperienced

and naive."

LR |
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'

4,69 Ve summarize the preceding analysis as follows. Both Liberian tax structure
and incentives fegime are revenue generation oriented. The tncentives regime
favors import sﬁbgtitution' is bilased against domestic raw material usage, and
favers assemblage. The regime does not confer any special henefits on agriculture
nor agrihuqiness, it does not nrovide anv institutional assiatance, such as nroiect
management, bookkeeplng, or oroject and sponsor igentifibation. The regime
provides no incentives to locate outside Nonrovia}l There are no insurance

schemes to facilitate financing exports. Most important of all, while subsidized
capital is not normally provided, even the two institutions which have received
seed capital from external donors have been unable to disburse such Fundsz

in one case, more than four years after these funds became available, they remain

undisbursed.
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5. The Operational ‘Envirdrmeit.

5.1 Liberian laws expressly and imlicitly favor freedom of choice and the
supremacy of the individual; the Constitution and Statutory laws nrotect

private property and the right to acauire and enjoy same., Since its ‘oundino;
the free enterprise philosophy has characterized the lesal frame and structure
of Liberian public policy. All Liberian institutions accent and subscribe to
the free enterprise system, Yet, the private sector that dominates the economv
is foreign-owned, insular, exploitative: its full potentials remain unrealized?
The domestic policy enviromnment has prevented the creation of linkapes that

would integrate the enclaves.

5.2 In this section of the Report, we analyze the operational environment of
private enterprise in Liberia; we assess its impact on the framework for nublic
goals identification, policy articulation and formulation. This overview seeks

to enable the reader to answer questions such as: how does Liherian societv

make choices? How does it clarify alternatives? Vow does it set forth choices
and select criteria for action? ¥ho makes what decision? 'hat narameters

enter into the process, and how? VThy may certain decisions be made; in nreference
(or ignorance) of others, and how does the process work? In short; this overview
of the operational enviromment of private enternrise seeks to identify the means

to evolving the structural elements of national nolicies on which the nrincimal

i

actors may be in essential agreement in order to spur national develerment,

An Overview

5.3 With the suspension of the Constitution following Anril 12: 1980, the
Government of Liberia(GOL) retained its basic division into an executive
department, headed by tte Chairman of the People's Redemption Council (PRC), and a
Judiciary, head by the Chief Justice, except that|the PRC is both an executive

branch instrument as well as a deliberative bodv or legislature.



- 43 -

5.4 The day to day affairs of government are supervised bv twenty (20) executive
departments, each headed by a cabinet minister. In addition, there are eight
(8) autonomous bodies, the head of each reporting to the Head of State: Members
of the PRC at various times have had individual oversight responsibilities for
executive agencies; at other times the responsibilities are colleqiall and

diffused.

5.5 Economic management is provided by the relevant cabinet agencies, the PRC,
and the Fxecutive Mansion, as well as the heads of nearly thirty (30) enternrises
owned by the State and four public financial institutions, The State owned
enterprises are management in form and manner like the executive departments,

In addition to their respective chief operating officers (managing directors),
functional feporting duties criss-cross, as each has an executive officer
(chairman of the Board of Directors) who may be a member of the cabinet, or

other govermment functionaries. Each of these persons reports to Fhe Head of

State or those with whom each might feel disposed te align himself;

5.6 Under the various concession agreements, the GOL playvs significant roles in
the management and operation of the concession sector, Specifically, as the

A shareholdér in each of LAMCO and Rong, but essentially because she is
sovereign, the GOL plays a pre-eminent role in the management and oneration of
these enterprises. Besides, the GOL runs the Mational Tron Qre Companv (NINC),

the smallest of the three iron ore companies,

5.7 The non—concession private sector, whose major component is non-Liberian
and changes.each time new political alliances become necessary, is also unduly
influenced by the public sector. (86.77 of all orivate gnterprises registered
with the Mihistry of Commerce was established since 1971.3 The Liberian-owned
formal privéte sector is both subject to the fortunes of "godfather' noliticians,
like its non-Liberian-owned counterpart and is alleged to be incessantly
harassed by petty functionaries of government. Tor example, repistration is
impossible to accomplish as payments are made to one agencv and the phyvsical
registration done elsewhere. In fact, only the Central 0ffice of the Commerce
Ministry in Monrovia can register a business. Often, ﬁn inspector from one,

two or more agencies alternate days on which to inspect; Resides, the

'
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Liberian-owned private sector is compesed primarily of pettv-traders; craftsmen,
and mini-enterprises, most of them producing inferior poods or services with
income inelastic demand. The larger Liberian-owned firms nroduce goods -~ e.g.,
toilet tissue before the ccup which sell not because quality is accentable, hut

political alliance and bhan on imports.

5.8 The statutory responsibilities of the executive agencies are not alwavs
clearly defined, and therefore may confuse and subvert coordination:.I For
example, FDA assess and collects forestry related taxes, which then are forwarded
to Finance. But Finance aoproves all negotiable instruments, e;g., dutv Frée
papers, as part of its administration and monitor of concession agreements.

If tax payment is not current, then aporovals may be withheld, At the same time,
the Executive Laws as well as the Revenue and Finance Laws empower the Finance
Ministry to collect all govermment revenues and taxes. Another examnle might
also be cited. The Ministry of Commerce licenses certain exports, excent minerals,
which must be licensed by the Ministry of Lands & Mines, and forest nroducts hyv
the FDA. The procedural arrangements are neither the same mnor is it logically

established why it is presumed that non-commercial technical expertize is reauired

for export licensing.

5.9 There is another basic area of confusion for the investor, Concessions are
subject to a legal regime different from that prescribed in the laws of general

application. The non-concession sector is, meanwhile, subiect to the laws of

general application.

5.10 It appears that there is no reliable basis for determining before hand who
will decide which issues, The various ministerial committees would invariably
refer a decision to the Head of State, who mav refer same to the vnc; or constitute
another committee to review the report. Sometimes, as in the case of the
Agriculture Tazk Force, the rationale for a committee nor its desirabilityv mieht
not originate from the affected agency. The Reneral Services Agencv designed

the terms of reference for the ATF, At other times, a committee of nrivate/
public members may have its report ignored. For example, the Hilarv Nennis

report on banking was never reacted to by the Government. In other instances,

a report may not be finalized because certain key personriel were changed in

mid-stream as for example, was the exnerience of the committee to review the

labour laws.



Just before its report was to be finalized, the then Minister of Lébour was
replaced; the new Minister did not pick up the matter, Tt is st#]l suspended,
The Chamber of Commerce worked with the Min.stry of Commerce to review the latter's

procedures for price control, The completed report was shelved By a new Minister,

5.11 Also, issues may not be resolved but left to hang. The Tarr Commission
Renort was shelved after its recommendations on tax reduction were accepted;' The
"

review of govermment structure and decision making remains to be tackled,

Price Control

5.12 The Ministry of Commerce regulates the prices of all fncluding nrices of.
unprocessed agricultural produce. The Ministry supnosedly reviews

the production cost of a commodity, in case of domestic nroduction; and then
stipulates the price at which it ought to be sold, In the case of impqrts, the
invoices are reviewed, and then the price stipulated, In either case, the pr?ces
are regulated irrespective of whether the commodity is a luxurv or a necessity,
tThile the inconsistency between this practice and the nroclaimed free enternrise
philosophy has been noted, repeatedlv in certain renorts, as in hoth the Parker
and Tarr Commissions Reports, the Commerce Ministry retains its power

to regulate all prices.

N .
Industrial Discipline and Labor Productivity

5.13 Discipline and productivity are inter-related, and at least the latter is
affected by education, training and health. The acute shortage of suitably
qualified manpower, especially at the middle level and in the trades, is renorte@
by all industries. Low functional literacv also adversely affects productivity;
as does a protein deficient diet. All of these negative factors have been
enhanced by low industrial discipline. Since 1980, at least, workers believe
their kingdom has come to earth. Supervisors are disocheved and, especially in the
days following the coup, supervisors were replaced when thev enforced discinline;
Also, many unions or branches of unions were established to preach the qo;oel:
all past and future wrongs will be corrected, for the masses are in nower,

There has not, therefore, been any evidence of industrial discipline, and

correspondingly, labor productivity probably has fallen,
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Socio-Cultural

5.14 The operational environment of the private enterprise sector is hounded

by certain socio-cultural habits or attitudes; the norms affect husiness;
whether or not Liberian-owned, larege or small, Their imnact prohably affect
industrial discipline, labour productivity, commercial acumen, etc; We briefly

discuss a few such habits in this session of the Report,

5.15 Until the coup, a non-white collar career was perceived as demeaning:

a career in government was preferred. In fact, white collar ifobs outside
government was only a second best situation. The educatjonal svstem has alwavs
catered to this mentality, as it does not nrovide a core trajnine in business:
the trade schools, such as BWI, trained academic plumbers and electricians,

who would later enter college. Thus vocational school graduates, often as not;
know formulae and scientific theorems, but could not unclne a toilet or wire a

house.

5.16 Because teachers at all levels of the educational svstem were ill-prenared,
the schools emphasized memorization and regurgitation, but discouraged
creativity; students learned early that you don't ask the teacher manv questions.
In effect, therefore, the science and mathematics programs became shallow. The
society aided this phenomenon by its reward system: todawv, medical doctors

in government service earn less than clerks in the government,

5.17 The society is highly centralized: in fact, while it is 1ltberal western
in theory, in practice it is hierarchical. Flders (i.e., those higher in the
hierarchy) are not to be contradicted: thev should not be questioned. In

school and in tribal settings, one is taught to be respectful: don't auestion

authority. Moreover, differences of opinion between elders and vou are not
tolerated. In the tribes, in fact, the word "opposition" has onlv one literal
meaning: enemy. To oppose one is to be his enemy, In a wav, this factor

explains the administrative pattern of government which discourages analvsis of
policy contents. An elder is supposed to know, and even if his decision

it
contravenes what the available information suggesggshould be done, then the

analyst must reconsider, or accept that time will educate him,



- 47 -

5.18 While there is an apnarent willingness, or necessity, to consider
opportunities provided by the private sector, there is is a basic lack of
appreciation for and familiarity with management tools and techniaues by the
literate population. Most literate Liberians lack a meaningful commercial
experience. In fact, historically, Liberians who go into business usuallv are
first peneration Liberiangjn;ffsnring of naturalized Liberians. The tentative
Liberian entrenreneurs are likelv to have had a traumatic exverience in their

youth, such as the tragic loss of one or both parents.

5.19 Another socio-cultural factor which affects the private enternrise sector
is a Liberian's concept of time, The tribal Liberian . concent of time enhances
an apparent predilection to loitering, effect of which is low nroductivity,

The apparent basis of this predilection seems to be the prevalent tendencv of
Liberians to presume that those well of in the society obtained their wealth
dishonestly, and that their emplovment of others, given the inequalitv in income
distribution, affords an employee the right to correct the ineauitv. Thus, the
wage an employee receives must exceed the value of the marginal effort exerted,

Hence we have frequent ''pay day sickness',

5.20 Put differently, loitering is an apparent rebuttal to the conceot of a
target income. Instead of a target worker, we seem to have a situation where

the worker does not withdraw himself from the market after a tarceted level of
income is achieved; instead, he guages the effort exerted so that his (low) real
wage is equated to or below his efforts. He does not work intenselv during

a short period, but lowers the intensity in order to lengthen the time on the 1job.
The daily wage is payment for time spent, (more days, more dollars): the employee
feels no obligation to raise his output per man hour. Time at work is not only
an opportunity cost of leisure and therefore irksome, but minimum productivity

is perceived as a transfer or equalization measure, The emplover/emplovee

relationship is a zero sum game.

5.21 Whatever else may explain this phenomenon, recognition should be accorded.

the fact that time as a continuous motion is a stranpe concent to tribal Liberian
culture. Tt is difficult to conceive segments of time, for time is reckoned

in terms of events; frequency of occurrence of each such identifiable event is

never measured, for the duration of events are not measured in uniform time moments.
Thus a year is reckoned in terms of the sequence of events comnrising activities
between brushing farms and harvesting crops. Size differentials of the areas

brushed and cultivated are ignored; measurements are ordinal onlv,



- 4R -

5.22 This lack of appreciation of time affects labor productivitv, Mot
appreciating that the passage of each time segment is an irretrievable loss of

the output achievable during it, workers loiter,

5.23 Among socio-political factors which discourape development of an
entrepreneurial class is the incessant pressure to contribute funds to a

myriad of social and political causes, these jnclude wakes; funerals. weddines;
birthdays, self-help proiects;, church or sunday school nrograms: recognition
dinners, etc. The lack of commercial experience and business education helos
to confuse cash flow with business profitability, in a society where social
status is measured in terms of number of persons subject to one's personal control.
Access to cash ensures such control, or creates the impression that there is
control. The marginal existence of group members causes no concern, bhecause

a higher standard of living had not been experienced before: besides, one can
pretend and convey the impression that he is well off. These factors interact,
increase consumntion, reduce domestic savines and forestall creation of future

productive capacity.

5.24 To conclude this section, we present a tovnical summary of the character
and needs of the operational environment, We categorize the scheme into four
broad groups: administrative, commercial, financial and technical needs which
must be met if the private enterprise sector is to become functional. These
problems or needs were identified after lengtbv discussions with several
businessmen, foreign and local, from all sectors, The essence of such discussions,
summarized in the tonical schemata, is that the omerational environment is confused
and confusing. The government bureaucracy is perceived as highhanded and hostile
to business, especially to small and Liberian-owned businesses, There are too
many government agencies with cverlanping respnonsibilities which a businessman
must go to for a single issue, The workforce is indisciplined, and has Ilow
productivity, Skilled labor is scarce, The extended family svstem encourages
consumption. Finally, the system js riddled with inconsistencies, such as
refusing LIFZA agricultural machineries produced in the Free Zone to enter Liheria

duty free, when the rustoms law of general application exempt agricultural machineries

from duties,



- 49 -

Chart v-1 Summary

Needs and Characteristicsg
Operational Environment

Technical

- skilled manpower not available
~ basic repairs too costly and unreliable

= qualityv control - no anparatus: no personnel

I

reliahle raw material supnly for small market Aifficult
- non-use of local raw materials because no incentives
- reliability of supply of domestic raw materials low
= unit cost too high

knowledge of alternative sources for imnorted raw materials limited

[}

- transportation

- underdeveloped local transport network
- more costly between MRU cavitals - sea, road or air - than
any MRI! canital and Rurope/USA

- availability not reliable

- spares for all types of machinery too costly: not available when needed
- basic repairs - too costly; facilities not available

~ manpower

= virtually all managerial functfions handled bv one person:
supervisors noorly trained
~ supervisors constrained by extended family system (fear of

reprisal by relatives of subordinates nunished,

even if justifiably - personalized decision malking)

- Low functional literacy

Work force insufficiently adapted: low productivity

{

Work force not motivated: nerceives employer/emplovee relationship as

Zero sum game

- Production Cost

- high cost of energy

high labor cost relative to productivity
- low level of technology

- obsolete equipment
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- lack of organization in production process

-~ high manufacturing cost

= high cost of procurement of raw materials

- high cost of waste (insufficiencv of process)
- Inadequate project documentation and preparation
Financial

~ No insurance égainst expropriation/incovertibility

- Reduced liquidity since April, 1980

~ Subsidy or insurance (pre- and post-shipment) not available

- No export finance guarantee scheme

- Export credit financing unavailable

- Absence of banking services outside Monrovia/concession areas

- Cash transactions predominant

- T1l-health of banking system

- High default rate on loans

= Credit information unavailable:; credit facilities not availlable

- inadequate financial records

- Mingling of nersonal/business finances

- Misapplication of loan proceeds

- No collaterals

= Accounting and other services too expensive

- Prohibition against alien ownership of real property, hence not
attractive collateral

- High cost of money: most sales cash

- Limited financial market/market activities

- Taxes too many and too high

- Utilities too costly; not reliable

- Project management capability low: too costly when provided by CPA firms

- Produce pPricing expedient (short—term) but neither rational/economic
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Administrative!
]
- Time consuhing immigration formalities

- Too many vaernment apencies handling investment apnlication
- Insufficient private sector data
- Transportation too costly: availahilitv not reliable
- Investmenf promotion too general: oroiect profiles not available
- Perceived unsympathetic attitude of CGOL to business
- Covernment, donors don't "buy Liberia" first - goods and services
- Tax strucﬁure discourage certain activities/honesty: emphasis on revenue
: generation
- Cost of sérvices - electricity, telex, telephone too hiegh: services
: sporadic: records forever inaccurate
~ Manner ofipublic sector administration verceived not fair
- Public seétor decision sprung on affected sector - no prior discussion
i
or consultation
- Absence o% storage facilities/distribution network
- Non-symmefry of ministerial actions
- Liberianiéation not defined: institutions not producing desired manpower
- Skilled manpower unavailable
- High abseﬂteeism (frequent naydav sickness)
- Lack of céordination of investment procedures

- Unreasonable delay in processing investment apnlications} records regularly

- Highhandedness of officials/pettv functionaries
|

lost

- No reliable monitoring services

- Officialsirequiring unlawful compensation/equity

- Non—systeﬁatic investment guidelines/criteria for accord of incentives

- Court sys&em tedious; : justice not apparent

- Officilal httitude not supgestive of competition for investment dollar

- Lack of appreciation for need of investor to make reasonabhle nrofit

- Lack of dystematic procedure in contract awards, etc.

- Lack of continuity and consistency in administration and interpretation
: of policies and regulations

- Customs Sfficers not aware of develooments, e.e¢., Mano River llnion

: protocols on goods of local origin not respected:

difficulties of allowing drawbacks
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- - Incentives not designed to achieve stinulated obiectives
- Lack of uniformity of treatment for business entities
- Presumption that passage of law identical with its imnlementation:
therefore, no follow-upn
- Existing industries not aided; their pnroblems not anpreciated
- Investors/industrialists alreadv in-country not used as goodwill
ambassadors; often abused
- Projects not documented; high cost of engaging professional services
- Expectations (demand) for gratuities: difficulties or registration:
forms ""lost'" by receiving agencies
- No legal sanction to force use of accountants, because weak tax
administratidn: no history of tax court cases

- Receipting/processing procedures for documents hy agencies not reeularized

Commercial

- One man operation

- Products/services not advertised

- No sources of commercial information

- No market nor product surveys: ignorance about other markets

- Market too small

- No extension/support services

- Cost of governmental services not related to cost of nroduction:

e.g., forms
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6. Profile of Formal Private Enterprise Sector

6.1 The formal private enterprise sector in Liberia has three constitunent
elements. These are the concessions: non-Liberian owned, non-concession
enterprises and Liberian-owned and operated firms. We profile and analvze

each of these elements in this section of the Renort.

6.2 The term "concession' is used loosely in the Liberia.. -~ontext. Tts
generalized characteristics are a limited liahility comnany,; owned, controlled
and managed by non-Liberians, it has a contract with the GOL which contains

a fiscal regime covering tax accounting, etc. All concession agreements are
approved by the Legislature (PRC). There are no stinulated criteria, such as
size of investment, sector of activities, geographical location, total employment,
minimum contribution to public finances, etc., which an enternrise must satisfv
to be granted a concession. A concession, then, is anv enternrise that has
concluded a contract with the Government, which contract defines the riphts

and obligations of the investor, and of the Goverrment: the rights and
obligations are conferred for a specified period, but the lenath of such

neriods differ, and mav be renewed.

6.3 There are no availahle statistics on the number and economic sectoral
distribution of concessions: there are also no known enumeration of the
number of concessions operating in the country. There are iron ore, ruhber,
and timber concessions: there are casino gambline concessions, as there are
for gold, oil, uranium, etc. We discuss the sector in terms of the

characteristics of the iron ore, rubher and timber concessions, hecause thev

predominate.

The Concession Sector

6.4 The Concession sector has a long history. Nuring its Centurv of
Survival, Liberia granted several concessions. In 1869, for examnle, she
granted a charter to the Mining Company of Liberia, conferrine thereby snecial
rights to exploit gola and other minerals. As the countrv was to continuallv
experience, the MCL's inabilitv to raise the required funds nrevented it fFrom

exercising its rights. The MCL was, however, later reorpanized as the 'Inion

Mining Company and sought to sell shares, but again failed.



6.5 By 1880, the sad state of the economv and the apprehension surroundiny the
Loan of 1871, which would soon mature ., necessitated public debate over tin
implications of granting concessions: it was felt that the erant of concessions
was the surest means to develoning the countrv's resources; The focus of this
discussion was whether such grants should be limited to mineral resources or

cover mining and collection of wild rubber as well,

6.6 In January, 1884, H. R. W, Johnson, then the first nerson horn on Liherian
snil to become president, announced in his Inaugural what Tubman would later term
the Open Door Policy. He committed himself, among others, to (i) retrench

the public sector in order to increase the surplus, and therehby repav the Loan:

(ii1) grant concessions to development the country's resources. He would grant

"Concessions for exporting timber, arrangements for
developing mineral resources, leases of large tracts of
land for agricultural purposes, on more liberial terms
than heretofore, especiallv if the concessionaires bring
into the country civilized Negro immigrants to assist in
working these lands -- some or all of these, with what-
ever may be saved from the revenue by economv, would,

in time, go far towards extinguishing the debt, if indeed,
they did not altogether put an end to it."

6.7 Re-elected in 1889, Johnson sought to induce American canitalists to invest
in Liberia; in that year, a concession was granted for the construction of a
railway; F.F. Whittekin of Pennsylvania was given rights of control, dutv-free
privileges, etc., but naught came of it, The Johnson Administration in 18R6,
granted a concession to Benjamin I.. Thompson of lLondon to gather India Rubher.
Several other concessions were granted, noticeable among which was that sranted
Sir Hilary Johnston's Liberia Deselopment Cornoration- The 1.DC was authorized

to explore and expleit minerals, other natural resources, as well as undertake
agricultural proijects. As would often recur with historical resularity, most

of these dreams did not materialize.
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6.8 There aﬁe several general observations on the pattern of concession rights

that Liberiawhas giranted, First, at the time of negotiation of each enochal
concession, Her financial conditions have been such that she had to he more
Interested id immediate cash flow than long term bhenefits, or equitahble
distribution jof returns. For examnle, when the Firestone concession agreement
was signed on October 2, 1926, a Firestone subsidiary, the Finance Cornoration
of America, created for that purpose, on that date granted a loan of $500
thousand to GOL which enabled the government to retire the halance outstanding
on the Loan éf 1871. Seenndlv, concession rights often were conferred in
respect of dépletable mirerals and other natural resources: there was never a
case of a manufacturing or procession concession. "Then it was in resnect of
agriculture or forestry, as for examnle, wild rubber, the activitv was likelv
to have a definite terminus. Thirdly, each concession was clothed in snecial
auras, perhaps understandably, and therefore treated more favorahlv than other
enterprises.f Moreover, their respective status and rights precluded stens
being taken to integrate each concession into the national economv, and thus no
forward nor backward linkages were created,. Imoortantly also, these special
treatments and environment were a natural basis for antipathy on the part of

nationalists and demagogues.

6.9 As a rule, all concessions are subiect to sui generis tax regimes}; although
the tax laws of general application may be incorporated hv reference, usually
each concession agreement contains fiscal orovisions which detail relevant

issues, including tax accounting and pricing of inter-commanv transactions.

6.10 The copcession sector experienced its spectacular growth during the
Tubman Years; Tn January, 1944, Tubman had rephrased the .Tohnson ideas and
labeled them his "Open Door Policy'. Between his days in the Senate and
January, 194&, Tubman obviously had a change of heart, Fo_lgrgenator had been
less than an enthusiasiic supporter of the Firestone deal: in fact, the

Firestone Cavalla Plantation was believed built in Maryland County as a pavoff

to Tubman.



6.11 Be as it may, by the 1970s, Liberia showed an unsuallyv high per capita
foreign investment. Between 1969 and 1976, 12% of total African investment was

in Liberia, with only 0.3% of the continent's population.

6.12 Liberia developed a concessior sector that todav dominates its cconomy,

Fach concession 1s likely to be subsidiarv or affiliate of a multinational

Furopean or American companvy. The capital invested per emplovee is hicher

than the national product per head: it uses advanced technoliopgy, hoth in terms

of machinery used in its operation or in the production process itself, Mot
coincidentally, all senior management nositions are likelv to he held hv expatriates:
also the technical positions are filled by non-Liberians, although there are a

sprinkling of Liberians, but especially of other Africans.

.13 Today, total fixed gross investment by foreign-owned concessions 1s estimated
at $550 million in iron ore, $100 million in rubber, and $50 million in timber.

The sector's share in GDP in 1980 was estimated at 28%: it contributed one-sixth

of total public sector revenues. About 157 of all Liherians are emnloved in this
sector. This means that a quarter of those permanentlv working in the modern
sector of the economy is emploved in the concession sector, which contributes

60% of value added in the economv.

6.14 The share of every dollar of output generated by the sector remaining in
Liberia has improved over the vears. In 1980, the average retained value was
32¢, up from 22¢ in 1975, Rubber's share was much larger, at 57¢, while iron

ore's was l6¢,

6.15 The sector dominates the economy, Tn 1980, concession exports was 187

of total exports: net foreign exchange earnings amounted to 53.3% of the sector's
output. Fmployment, which stood at 22.8%7 of total modern sector emnlovment

in 1980, was down from 32.5% in 1965. In 1978/79, the sector contrihuted 16,5
of total government revenues, down from ?8,6? in 1965:‘ The sector's wvalue

added as a share of total domestic value added was 46;6%.
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6.16 LAMCO and Bong are the two iron ore concessions: in 1982 ownershin of

the NIOC changed from 50/50 Liberian/foreigners to over R0” GNT,, and hence
might not pronerly be called a concession, airthough there exists an MTNC
concession agreement. However, in all other resnects the NMINC is a concession.
The Wollogesi, Putu and Rie Mountains contain iron ore, and rights to those
deposits have been granted pursuant to concession agreements, either to one of
the existing comnanies, or to others. As these ore hodies are not heen

operated, there would be no further references to them as concessions.

6.17 The shares in emnlovment, foreign exchange earnines, contribution to
GDP, provision of social facilities such as schools, hosnital heds, etc.,
contributed by the iron ore concessions makes them the larpest sector of the
Liberian economv. The iron ore sector, however, has the most consnicuous
ahsence of linkages:; it is canital intensive and has the largsest number of
alien managers/technicians emnloved. The iron ore concessions also nav
relativelv hipgher wages than other concessions and nrovide hetter housing

and other facilities to employees. Exnenditures bv these enternrises ner
head on education, health, recreation, etc., are considerahlv hizher than the
national average. However, comparison of wares and henefits needs to he
twofold: between Liberians and their countrvmen either emnloved in the monev
sector or not and between Liberians and other nationalities also emnloved

in the sector. As seen alreadv, the disparitv between iron ore sector
emnloyees average income and the national ner canpita income shows extreme
disparity; between Liberians and non-Liberians in the sector. the dismaritv is

also considerable.

6.18 The iron ore concession sector exnorts its outnut unnrocessed, ™n the
early 1970s, un to 157 of total iron ore exmorts bad consisted of pellets but
the increase in energy cost made nellets production uneconomical. Tn fact,

except for one of Bong's two nellets plants, pelletization of T.iherian ore

has been stonped.

6.19 The rubber companies exnort latex and unprocessed coacsulated ruhber. The
processing involves drying, cutting and haline, There is no further nrocessine,

as for example into soles for shoes or sports goods.
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6.20 The timber concession exports round logs, although the value added is
more than tenfold if sawn and dressed. A law passed in 1973 or 1974 which
provided for the gradual decline of round logs as a proportion of tota) logeineg
products exports was ignored, mainly bv the CGovernment-owned T.iberia Timbher

& Plywood Company; as a result, although significant nrocessine capacitv was
installed, round logs still constitute the overwhelming share of wond exports.
As for minerals such as gold and diamonds, these are exported in their natural

states.

6.21 As overseas shareholders, creditors and regulatorv agencies reauire it,
the concessions maintain better financial records, more reliahle and reeularly
audited by independent auditors. For these reasons, the concessions, bv and

larce, are better tax payers and hetter corporate citizens.

6.22 The concessions have access to domestic and international credits, both on
their own accounts and on guarantees, when needed, nrovided hv parents or
affiliates. While the easier access to credits could result from hetter
financial and production records, as well as the measurahilitv of associated
risks, the concession sector having better access to credits is merceived hv the
non-concession sector as indication of the financial institutions, themselves

affiliates of multinationals, being prone to take care of their own.

6.23 These enterprises own their own infrastructures, such as roads, hosnitals,
schools -- academic and vocational -- utilities, includine electricity,
telephone and water/sewerage. The ownership of these is usuallv imnosed hv the
concession contract, reflecting the limited social infrastructure availahle 1in
the country. That is, the self-contained nature of these enternrises enhance
their apnearance as a state within the state, and hence contributes to the heat
generated by their isolation. Thid is maintained by the contractual nature of

their existence . and guarantees that each must remain an enclave.

.24 The labor force of the concessions, bv and laree, are organized, often
affiliated with a national body. There are regular, usuallv annual, nerotiation
of contracts between a union and a concessionaire. The union does not have as
much capabili;y to collect, analvze and nresent information in sunport of its
demand, and s&nce it would be at a disadvantage in a normal negotiation with the
concessionairé, she instead builds nolitical alliances, necotiates its demands

in a manner that emphasizes its rights, such as demand for narity of salarvy

and benefits between Europeans and Libherians.
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concession
..25 To confirm their state within a state status, ‘_/ contracts as often as
wot. may empower them to import dutv-free their consumer goods., These
.nterprises also often are empowered to import recreation equinment, such as those
‘or golf, boating, etc., on which the non-concessionaire is liable for a

rohibitive duty.

6.26 FEven if the major enterprises that make up the economv are concessions,
Jifferences between industries, and even within industrial groups, must be
recopnized., Therefore, while the preceding generalizations describe the

_oncession sector, we describe the iron ore, rubber and timber suh-sectors in more

dotrails below.

6.27 At the end of 1981, LAMCO, Fong and the NIOC shipped 20.4 million long
rons for a value of $325.4 million. Tron ore contributes 61.57 of total
merchandise exports. The sector emploved 9,200 persons in 1980 or 25% of

concession sector employment.

.28 Wages in the sector are higher than in rubber ($288 vs. $166, for unskilled),
hut the Liberian share of total wages is lower than in rubber. Also, housing,
education and medical facilities provided to staff are better than provided bv
rubber. The iron ore concessions' expenditures on hospitals, schools, and
rraining program was about 12% of GOL's 1980 recurrent budget;

:
(.29 Measures of labor productivity in the sector are not availablet however, we
4re aware that at:least one of the companies recently raised its truck hauling
»fficiency back to an earlier level. This might suggest that since 1080, there
has been problems of low labor productivity,

include

6.30 The rubber concessions _/ Firestone, started in 1°76 vith nearly R5.
thousand acres planted in 1980, Firestone is the largest rubber concession,
producing 68.5 million pounds, or 37% of total Liberian rubber. Also in 1980,
rirestone purchased 34 million of the 51 million nounds of rubber prcduced bv
LLiberian farms. The Liberia Agricultural Company(LAC), with 22 thousand acres
planted, and nroducing 26.1 million nounds, is the second largest rubber
concession. Tn 1980 it purchased very 1ittle rubber from Liberian farmers,
however. The LAC has relatively younger trees, having been started in 1960s,
The Guthrie Plantations (Liberia), Tnc,, formerly RF Goodrich, was granted a
concession in 1959; in 1980, it had rubber planted on 16,400 acres, and nroduced

18.3 million pounds of rubber.: 1Its purchases of Liberian rubber in 1980 amounted
|
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to 2.8 million pounds. Alan Grant, which is onlv a processing companv,
without its own plantation, bought 1N.,4 million pounds of ruhher from Liberian

farms in 1980.

6.31 The Salala Rubber Company has 6,400 acres planted in ruhker, and in
1980, produced 6.8 million pounds. I.iberia Company, established as nart of
the Stetinius Associates in the 1940s, nroduced 4.6 million nounds of rubher

from 6.1 thousand acres.

6.372 Rubber concessions employed 61.9% of concession sector labor force,

or 14.27 of total modern sector emplovment. In 1978/79, government revenues
amounted to 9% of total sector sales, compared with 4.8% in iron ore, and
25.57 in forestry. The sector's major impact was on value added: the /2,37
contributed by the sector was higher than the 43”7 made bv iron ore, or the

40.2% added by forestry. The sector is a net foreien exchanege earner.

6.33 Productivitv is higher on the concessions than on Liherian-owvned farms:

in 1980, concession output per acre was in excess of 1200 pounds, comnared

with about 650 pounds per acre on Liberian farms. Tt oueht to he noted, however,
that productivity differences between concessions are material. Firestone

has shown the greatest decline during the nast decade, as shown by the decline

of its share in total Liberian rubber from 54 to 37%. This sharn decline

was due to several factors, includine nroductivitv gains bv Liberian farmers,
during the earlv 1%70s, but there was actual decline in outnut hv Firestone,

from 95.2 million pounds in 1971, to 62,5 million oounds in 19080, The %alala

Rubber Company has the best pnroductivityv records among the rubher concessions.

6.34 Differential care and maintenance by the concessions, includine
differences in rate of fertilizer and other chemicals apnlicatior as well

as different age profile of trees, are noticeable. Nuring the last ten vears,
Firestone among the major rubber concessions reduced its rate of chemicals
application and the general care of trees and possihlv also of the whole
prooerty. Ho&ever, even after accountineg for such differences, lahor
productivity in the Liberian rubber concessions is lower than in the Far Fast:

the average vield per tapper mer dav in Liheria is said to he 257 hisher in

Malaysia.
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6.35 1In 1981, the rubber concessions contributed 16% of total merchandi se

i
|
|
exports., The sector's relative share in exports has fluctuated over the vears;
during the f1rst half of the 19705, it was 13%, but rose to 15% durine the
second half of that decade.

J

i
6.36 The secgbr’s contribution to public finances has declined, from 107 in
1965 to just ther 6% of total revenues in 198n,

6.37 As a group, the rubber concessions are older, and emplov more neonle ner
dollar of investment than the iron ore or forestrv concessions. Havine
encouraged ouférowers, the rubber concessions have had more linkases that the
other elements{of the concession sector. About two-thirds of the sector's
value added is;retained by Liberian factors. In this labor intensive sector,
labor's share in gross value added 1is considerable: during the nast few vears,
wages and salaries amounted to SNY of the value added, 9N% of which accrued

to Liberian laﬁor. The sector also nurchases substantial local outnut,

including paint, fuel, cement, etc.

6.38 Severallj and as a groun, the timber concessions, of the three
industrial grouos constituting the concession sector, are newer and form the
smallest group, There are at least 30 logging concessions, scattered across
the country, bit more or less concentrated in the North Wast and South Fast of
Liberia. Witﬂ minor exceptions, the lumber concessions are likelv not
associated witﬁ respectable companies abroad, and, as a result, do not maintain
reliable,.indeﬁendent financial records. Most of them nrobably evade taxes,
in addition toproviding very little social services to emnlovees; Thev
undertake no t&aining, and do not provide housing nor educaticnal facilities
for staff. Déﬁching and irregular practices of timber concessions nillace
the forest; there has been little effective and continued effort at reforestaticn,

and hence the Liberian forest, not unlike other African Forests, is bheine

depleted.

)

Foreign-owned Non-concession Private Sector

6.39 Liberianélaws, bothiowanized and statutorv, do not discriminate arainst
foreign capital; in fact, they discriminate in its favor. For this reason,
non-concession% foreign-owned enterprises plav significant roles in the economy,
Non-concession private ventures such as LTBTRACO, Jantzen, NAC, P7 and CFAN

have had long histories in Liberia. At earlier times, NAC and other Furonean-
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owned entities p%ovided the only banking services availahle. Tn
addition, they traded in camwood, wild rubber, piassava, nalm oil, and other

raw materials, ‘hnd provided the shipning services that moved the goods. These
firms earned the;Foreign exchange which paid for imports: thev sold these

imports at isolated trading posts along the coast.

6.40 As was thé case in the concession sector, investors and venture capitalists
came from diverse countries and regionms. The foreigners who narticipated in
Liberia's non-concession private sectors often were Furopeans and traders,

They established few manufacturine enterprises, but undertook no agricultural
activities. Iﬁ that sense, a preference for short-term horizon was noticeable

during the early years.

6.41 Non-concession foreign investment in Liberia was usually manaced hyv the
investor. Thelinvestor/manager indicates that the scale of operations was
small: it also reflects the scarcity of reauisite manpower and has contrihuted

to its continuing scarcity.

6.42 One basic reason for the diverse nationality of foreign nrivate canital
invested in Libéria is that Liberia does not discriminate in favor of a Furonean
or American nationality. Liberia's long historical relationshin with the

United States has not interferred with the right of other nationals nor their
perception of the welcome extended them. Thus, in the early davs Cerman,
Dutch, British, French, and Spaniards among others came: recently, Swedes,
Lebanese, Indians and Chinese have comne. Tn the words of a nresent dav Furonean
resident, a pariicular advantage for locating in Liberia is that whbile, say, the
Tvory Coast mig%t grant special favors (or appnear to grant special favors) to

French nationalis, and Nigeria, British, in Liberia, there is no Ffavored nationality.

There are no in-built favors or prerogatives accorded any nationality.

6.43 Against this background, we orofile the foreign-owned non-concession sector

of the Liberian economy, which presently is dominated, in terms of number of
registered entérprises, bv Lebanese; these are followed by Tndians, other Africans
and then Furopeans. The "average', registered non-concession nrivate enternrise,
likely a Lehaneése trading concern, employs hetween one and five nersons, and invested

under $10 thouéand. (See Table VI-1.)
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6.44 Vhere the concessions are highly visible, the non-concession firm is

private, and in a sense, non-visible and anonymous. No study of the formal
private sector'has ever been undertaken, and official statistics are not available.
We have no measure of its size, the number of firms comprising it, nor the
characteristics of its sectoral distributijon. (Note, however, that the

Planning Ministry has in press an Atlas that showsexisting investment, nublic

and private, by district.) While its share 1in total output is perhans around

3%, its employment, contribution to public finances, productivity, etc,, are

unknown. By every available indication, these are not large.

6.45 1hile the law requires all companies operating in Liheria to resister with
the Ministry of Commerce, Industry and Transportation, painstaking research in
that agencvy yields only incomplete and unsatisfactorv records about the onrivate

sector in general and the non-concession sector in particular,

6.46 The meagre information available on the formal orivate sector is confined

to the concession sector. While the non-concession sector touches the lives

of the masses as perhaps the concession sector never can; vet the sector is
unknown: 1its size, beneficial owners and other relevant characteristics of

even the major companies are not available. The information is probablv supplied
by the concerns to the relevant agencies of povernment, but such information is
neither nublished nor accessible. As there are no disclosure reauirements nor
effective regulatory agencies, what we were ahle to learn ahout the non-
concession private sector is skeletary. The information ohtained 1s summarized

in Tahles VI-1, VI-2 and VI-3.

6.47 It excludes both the concession sector and several large trading houses, the
cooperatives and some major non-concession sector companies. Reparding major
non-concession sector companies not represented, their registration forms could
not be retrieved; the Cooperatives Development Agency refused to give us the
information we requested. Table VI-1 presents the non-concession nrivate sector.
The following generalizations present themselves. Nearly R7¥% of the companies
were only established since 1971; about 5% emnloy five (5) or fewer onersons,

and 69% are single proprietorshins.
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Registered Private Enterprises: Year of Estabhlishment: Fmployment NDistribution bv Size/Torm of Oreanization

SIC CODE 01 02 03 04 0s ne6 n7 NRK na 10
Year Established
1979-81/82 17 17 82 62 17 A55 15 21 67 13
71-78 11 10 81 16 34 429 15 27 7R Q
61-70 6 4 19 5 ] 150 mn 20 70 ]
. 51-60. _ L .2 1 2 3 3 32 1 10 S 1
1950 and before 2 - 2 - - 5 B 3 T N - _
Not Given - - - - - 3 24 - 7 -
Employment (#)
1-5 8 17 a5 60 9 1019 17 35 arl! ol
6 - 10 3 3 36 17 15 15R S 17 13 5
11 - 20 5 1 20 5 10 56 11 Q 17 ?
21 - 40 2 1 16 3 11 23 13 31 4
41 - 75 4 1 7 1 7 7 4 4 21 2
76 - 100 2 1 2 - 2 - - 2 n -
101 - 500 8 - 8 - 5 4 3 3 1 -
501 - 1000 3 - - - - - - - 19 -
Over 1001 3 - - - - - - - - -
NA - 8 2 - 3 7 n 11 - A
Form of Organization
s» P C s P CS P C S P C S PC S P C S2 P ¢ £ P C S P C PG
Liberians 6 2 2 17 5 2 83 - 13 70 1 6 22 2 6 474 10 42 Q 2 12 9 2 18 70 R 17 8 - 1
Lebanese - 1 6 - - - 15 4 13 - 1 2 2 3 3 1325 @1 27 1 - 2 k) 2 2 27 13 12 10 1
Indians - - - - - - 6 2 - - - - - - Rl 14 132 - - 2 - 3 1 7 Q 1 1 1
Other
Asians - - - - - 1 - - 1 - - - - - - 2 1 1 - - - - - - - - - 1 - -
Other
Africans - 1 - - - - 16 - 1 1 - - 1 - 1 12/ 5 9 1 - 4 - - 1 R - - 1 - -
Europeans - - 15 - - - 4 - 14 - - 3 - 112 9 A 10 - - 15 1 1 1@ 3 3 o 1 - 1
Americans -~ - - 1 - 1 2 - - 9 - - 2 - - - - - 2 - - 1 - 1 10 1 - - 1 - -
Joint Venc./
Lib/Aliens - - 1 - 3 1 - 2 1 - - - - 1 R - - 12 - - 1 - - 10 - 1 - - - -
Others - - 2 - - - - - 4 - - - - - - - 5 - - - - - 4 1 - - - -

See Paze 67 for symbols and notes.
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Registered Private Fnterprises; Companies Fstablished 1950 or Refore

Year Nationality of Form of

SIC CODE Fstablished Owner Organization T.ocation
01
Firestone (Cavalla) 1926 American Corn, Marvland
Liberian Company 1947 Am/Rritish Corn, NMimba
02
None
03
C. ¥, Wilhelm Jantzen Ltd. 1906 German Corn. Monrovia
United States Trading Co. 1949 American Corn, Monrovia
04
None
05
None
06
0OAC 1855 Dutch Corp. Monrovia
Retters Ltd. 1920 Liberian |p Manrovia
Hotel de France 1935 Lebanese sp Monrovia
H. Abraham & Co. 1946 Lebanese Partshn Marvland
Joseph Barkal 1950 Lebhanese Partshp Rone
Mohammed A. Gindi 1950 Lebanese Sp frand Redeh
o7
French Cables 1913 French Corn, Monrovia
Pan American Airways 1941 American Corn, Monrovia
Monrovia Industrial &

Marketing Corp. 1948 Trench Corn, Monrovia
08
None
09
CFAD (Liberia) Ltd. 1916 French Corn. Monrovia
Flias Brothers Co. Ltd. 194R T.ebanese Corm. Monrovia
CLC Bookstore 1950 British Corn. Monrovia

10

None
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01 02 03 04 s 06 07 o ot/ 1V
No. of Employeces

1 -5 5 15 64 58 6 492 11 13 - -

6 - 10 1 1 18 15 9 25 6 6 - -
11 - 20 1 1 8 4 5 10 13 4 - -
21 - 40 - - 4 - 6 4 5 4 - -
41 - 75 1 1 3 - 3 1 ’ N _ )
76 - 100 1 - 1 - - - - - -
101 - 500 - - 8 - - 1 7 N 5 ‘:
NA 1 7 - - 1 2 21 3 95 9

NA = Not available

1
1/ Employment not provided



Notes to Tables

SIC

01

02
03
04

05

SP

NR.

Agriculture, hunting,
forestry and fishing
Mining and Ouarrying
Manufacturing
“lectricity, gas

and water

Construction

= Sole Proprietorship
= Partnership

= Corporation

= not available

Canital, rather than employvment.
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06

07
NR

0a

"holesale ane retail trade and
Restaurants, and hotels

Transnort, storage and communication

Financing, insurance, real estate and
husiness services

Communityv, social and nersonal services

Activities not adeauatelv defined

Ranges are in $000.

The quantities may differ between Tables due to incompleteness of

registration forms.



- AR -

6.48 The youth of this sector raises certain questions. Were there not nrivate
firms in Liberia during the Century of Survival? Why did older concerns die?
Would a youthful sector be aggressive? Or, . would it suggest to notential,

serious investors that Liberia preferé short-term activities?

6.49 Table VI-2 presents by standard industrial classification (STC) nationality,
form of organization and locations.of registered companies "first established"
in Liberia in 1950 or earlier. While it does not appear that CFAN, C.F, Wilhelm
Jantzen and Pan American were established in Liberia on the dates indicated,
the 0OAC was probably established in Liberia in 1855. Note might also be taken
of the five Lebanese companies established in Liberia in 1950 or before, all
except Hotel de France are trading concerns; only three operate outside of
Montserrado County.

are
6.50 One curious fact is that while 87% of all enterprises/ located in Montserrado
County, nearly a third of the older firms are located outside Montserrado. Tt
must also be noted that only five of the 565 Lebanese-owned firms regigtered with

the Commerce Ministry were established in 1950 or earlier.

6.51 Since 69% of the companies registered are sole proorietorshins, it is not

surprising that their life spans are short: it is also understandahle that their

contribution to employment is very little,

6.52 The registered non-concession private sector enterprises is dominated by
the Lebanese, in terms of number of firms (565), followed by other Africans (176),
and Indians (160), There are 129 registered Furopean-owned firms and onlwv 29
American. Joint ventures, firms in which T.iberians and other nationalities

cooperate, number 43,and joint ventures between foreigners, doing business in

Liberia and registered, number 41.

6.53 Lebanese-owned firms normally emplov five or fewer persons; these “irus,
however, are found all over Liberia. Thile Tndian firms are likelv to locate in
Monrovia or Harper, Lebanese firms are found in places without roads, elertricity,
etc. Other Africans, on the other hand, tend to concentrate in the atthurhs of
Monrovia, and in places such as Gompa City, Gbarnga or Sanniquellie. "he tendencvy
of "Other Africans' to locate in border cities suggest that these prorvietors

cross the arbitrary boundaries of African states and locate where members of

tribes are found.
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6.54 Fxcept for American and Furovean firms, the majority of firms registered
with the Commerce Ministry are in netty trading.' In fact, overall, 62% of

registered firms are in SIC Code 06, trading.

6.55 The non-Liberian, non-concession private sector probably nrovides no

net economic benefits to the country. When they manufacture; domestic value
added is negligible, since they basicallv assemble. Their emplovment is
likely to be of family members and hence provide no traininp to Liberian
citizens. Their employees, when lLiberians, are likely to he under a nersonal-
indentured type of relationship. Productivity in these firms bv all account,
is low, as are wages and other benefits paid to emplovees. The Lebanese as a

group do not maintain balances in local banks, so thev might even worsen

liquidity.

6.% The tvpical firm in this groun is likely to be familv run, with one
person assuming all management responsibilities; there is no delegation of
authority and all functions are halted if the boss/head of familv is ahsent.
For obvious reasons, the goal is short-term: these operations have no long-term
interest in the future of Liberia. With the immediate period as the concern,
the average non-Liberian private sector (non-concession) is dominated hv
trading operations, although some services, such as hotels, garages,

restaurants, etc., are represented,

6.57 The limited size of the Liberian market is of little concern, since thev
don't have canital to expand. Exnort notentials are not exnloited, because of
the limited capital and because milking ome countrv is sufficient. This is
basically because qualitv controls and other long-term investment would have

to be made to exploit export potentials; however, since the maiority of concerns
in this group apparently flaunt the laws and repulations, each is likelv to bhe
allied to a politician. An index of their corporate citizenshin is their low

tax payments.

6.58 The non-Liherian, non-concession nrivate sector enternrise is likelv to be,
albeit looselv affiliated with a familv concern ahroad. Por examnle, all its
purchases abroad are usually through a network of friends or families:
proprietors who might have sold thcir firms and relocated elsewhere, usuallv

buy for their successors. Its basic characteristic is that, firstly, familv

or clan members assist each other and secondlv, nationals assist their own

kind.
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6.6A- With their oreference for short-term benefits, these husinesses have alwavs
had easier access to credit from the domestic finnncial institutions. Tahle TTT-4

confirms this pattern.

6.61 Ve might in concluding this section make several remarks specific to the
financial institutions. The maior ones are affiliates of maior foreien hants,
Chase, Tradevco, and Citibank have heen in Liberia since the 1960s, and in all
resnects except in law, belong to the concession sector. Althoursh each of these
institutions has no concession agreement, the cualitv of service. level of waees
and benefits paid, training opportunities for staff, Likerian share in total wages

and salaries, comnare favorablv with those in the concession sector.

Liberian-owned Privace Sector

6.62 While the private foreign-owned non-councession sector is comprised of

enterprises first established in the 1970s, most emploving five or fawer nersons,
registered Liberian-owned and operated firms are youneer, smaller, sole nronrietor-
ships. 0f the 920 Libevian-owned firms with the Ministry of Commerce in 1981,
R3.5% was sole proprietorships, &% partnershins, and 12.4%, corpnorations.

Only 2.2% employed more than 40 persons.

6.63 The Liberian-owned firm is likely to be in retail trade and was often found

to be in petty trading; it is canitalized at 55,000 or less. However, rhere was
exception in the services field, esnecially in the practice of medicine.

The occurrence of partnerships and corporations was more freauent than in other
activities; also, the number of persons emploved by the partnershims and cornorations
was usually more than five. In the construction industry, there were more ioint

ventures: corporations or partnershios between Liberians and foreigners.

6.64 The Liberian-owned sector has a strong '"'"ther Africans’” annearance: that 1is,
although firms' ownershin is indicated as Liberian, the names stronglv suecest

that the proprieto.s originated in Nipgeria, Guinea, hana, or elsewhere., This
seems to confirm the observation that Liberian entrepreneurs are likelv to have

been naturalized or the children of naturalized narents.

6.65 The Liberian-owned enterprise is likely to be run by a verson without anv nrior
experience in commerce: in fact, the enterprise itself is likelv to bhe a second voca-
tion run by children or wards, with the sole nroprietor, usually the familv head,
normally managing the venture. He returns to it after his normal training in

s 4. @ ,
accounting or any business disc1p11ne,?9s likely to lack appreciation for need of

financial records,
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Personal and business funds are mingled: he cenfuses cash flow with nrofi-
tability and hence nerpetuates a marginal oneration, alwavs low on cash.
The low cash situation prevents the Liberian-ovmed enterprise from erowth
opportunities, such as when sales cannot be made because inventories cannot

be acquired nor financed.

6.66 This starts a vicious circle. Without records, traditional sources of
credits are effectivelv closed to him: he must pav for his purchases with
cash so he cannot extend credit and cannot create a reliable clientele.

His purchases must be small and therefore sales volume low.

6.67 The proprietor is likelv to have no external affiliates, and he is likely
not to receive support or credits from lebanese CONCEYNS  yith whom he comnetes
directly or indirectlv. If the Lebanese extends him credit, the terms are

likely to be outrageous.

6.68 There are few Liberian-owned concerns, such as Corniffe Printerv, the
rubber farms and logging operations, etc., that are not in pettv trading. We
profile such concerns in the following terms. The principal investor in such
ventures are iikely not to possess technical exvertize in the areas of invest-
ment. The concerns also often receive his partial attention. Nualitv of
financial records and management may not differ from what we saw in pettv trading
unreliable or inadequate records: funds are likelv to be mingled. Production is
likely to be at high unit cost, qualitv sub-standard and therefore not likelv

to be exnorted. As the domestic market is severely limited, production occurs

at high points on the unit cost curve which again begins another circle. Tn fact
although there are Liberian-owned import-exvort firms, these hasically immort
goods, pre-ordered, for government agencies or public corporations. Tn sucn case

firms are likely to have well-connected individuals as silent nartners.

6.69 There is clearly a lack of organization and failure to nool resources:*
While the preference for sole proprietorshipns reflects this failure, it also show
lack of knowledge of the resources that could be nooled. Thus, Liberian Ffirms do
not utilize legal, financial and market research services availahle to them. As
the government's regulatory canability is low, professional services are not used
and so realisable opportunities are not identified nor nursued. Mowever. the cos
of such services are high, relative to the volume of business. %o weak tax
administration, for example, reinforces the preference not to encage specialist

services and therefore ignorance continually hurts such husiness.
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[

6. 7" What we have, then, are Liberian-owned enterprises being at the perinherv

of the Liberian economy, and it does.not appoear that thev will impact their owm

economy in the,foreseeable future. Why has this situation come about?

6.71 Liberian:entrepreneurship, especially in the 1860s but durine the Centurv

of Survival,?wgs competitive with its counterpart. There were the Cheesemans,
Hill and Mooﬁeg Reginald Sherman, King, etc., who in the 19th centurv realized
$100 thousand or more annual turnovers. Fven in the early 20th century, Nennis
and Cooner, Bright., York, Samuel Smith and others maintained businesses lareer
than most now operated by Liberians. Ve sugpgest several reasons below why the
average Lihepién—owned enterprise is likelv to be a pettv trader, on the nerinherv

of the econony,

6.72 The fiﬁst apparent reason 1is that the goods produced/traded were inferior
goods, in the economic sense: demand for them was income inelastic. Secondlv,

the absence of infrastructure made production, collection or tradine in them lose -
their cost cémpetitiveness. Thirdly, technological advancements disnlaced these
goods and ;he prevailing low educationaj?ggé not allow develonment of substitute
goods that cduld retain their competitiveness. Tourthlv, the Open Noor Policv,

in its succe%s'in inducing foreign capital inflow, and being hiased against indi-
genous entrepréneurship, made civil service career worthwhile. Rv shuffling naners
especially aftéé??9505, one could earn higher than averace income and maintain a
standard of 1i§ing that encouraged importation or at best imnort substitution

with low domestic value added. It made civil service careers more rewarding

than businesg,gwhich would fold without political connections.

6.73 Opininé'i that the Open Door Policy was biased against domestic entrenre-
neurship nee?s’substantiation, as one ought not to rule out the nossibilityv that
the bias was:uhintended. It could have resulted from the failure to analvze

a policy fullyi and inability to anticipate undesired but likelv outcomes.
However, in Vipw of the political historv of the era, esnmeciallv in view of
Tubman's appgrént desire and need, earlv in his administration, to enlarge his
power base vis%a—vis .he "Rock Town Peonle" (i.e., citizens of Montserrado),

it could alsp &e that Tubman designed the nolicy to stunt the erowth of the
middle class;fn order to prevent diffusion of politfcal power, which could result
from economic lindependence. As obvious, Montserrado citizens were hetter nlaced

to gain from such diffusion economic indenendence.
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6.74 Lastly, éhe socio-cultural habits of the literate elites and rural dwellers
alongside the maintenance of the extended familv system fostered envv and distrust.
In addition, délegation of responsibilitv and economic division of lahor was also
discouraged. Even the firms that were successful at one time, as sole pronrietor-
ships, could not continue, much less prosper, after the pronrietors died, because
death not onlygremoved such forceful personalities, it also shuffled the nolitical
cards. f
6.75 The Mesufado Group of Companies merits special mention; The commanv was
started as a joint venture, principallv hetween Stephen Tolhert and Tibor Rosenhaum,
Around 1971, when William Rolbert became President of Liberia; Rosenhaum's influence,
and apparently:shares, in Mesurado declined. After Stenhen Tolbhert died in 1975,
William Tolberé reportedly increased his holdings in the companyj bv 1980, the two
principal shareholders were Mrs. S. Tolbert and W, Tolbert. Consequentluv,
following the coup and the confiscation of W, Tolbert's nroperty; Mesurado became
a mixed enterptise: about 707 owned by GOL, and 30% by S, Tolbert heirs,
h.76 Mesurado; prior to the confiscation, was the largest Liberjan-owned operationt
in fact, its corporate structure was comnlex, for the group included "resident"

and "non-resident' units. For the purnoses of this Penort, Mesurado is not a

formal private; enterprise.

6.77 Enterprises jointly owned by Liberians and others, we note in concluding this
section, employed, on the average, more persons than T.iherian-owmed firms or
non-concession, foreign-owned firms. The average emplovment of the 47 ioint

ventures registered with the Ministry of Commerce was 45.

6.78 The issués of inferior goods, lack of infrastructure making T.iberian exports
non-competitivé, and the role of technological advances in lessening demand for
traditional Liberian exports seem fairly obvious, and might rot require extensive
discussion. Suffice it to note that the product were collected from widely
separated town# and villages, lacking a road network or river transvmort svstem and
subject to higL cost. In the case of piassava, for examnle, used to make hrooms,
the developmen% @f nlastic substitvtes reduced demand for it. Also, the reliahilityv
of quality supbl& of these exports presented nroblems for the buvers; As long as
there were no gugstitutes, the Furopean importers could pay the price.

Camwood, uééd'fo{"dye production, was no longer in demand following development of

commercial proéesses for producing dyes. In a way, then, the death of T.iberian

entities that traded in these goods followed the trend documented, say. in the

Asian trade for spices.
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The Open Door: Deleterious for Liberian Fntrenreneurshin?

T

6.79 The nroclamation of a policy of invitation and welcome to foreign canital was
in response to depressed local economic conditions. From its earlv bhepinnines,

the view was that investment capital would originate abroad, piven the low domestic

income level. As President Johnson's idea, it was meant to increase nroduction
so that Liberia would repay the Loan of 1871, For Tubman, the apnarent aim was
to repay the Firestone Loan. This view appmarently hindered thoughts as to how

the modalities of attracting foreign orivate caoital could conflict with domestic
entrepreneurial development, especially in the event of differential conferral

of benefits. Since it was presumed that loca’ capmital would not be availahle, it
was apparently thought that such conflicts would not arise. Resides, those
conferring benefits often were themselves investors. The tradition in l.iberia has
always been that the responsible govermment officials, who might not be disinterested
in business ventures, believed that out of an institutional framework, he would take
care of himself and his friends. Nkrumah may he the onlv African Head of State

to verbalize it, but others implement what he preached: seel ve first the nolitical

kingdom, and all other things shall be added unto vou.

6.80 As there was no attention naid to the potentials for conflict, the conferral
of these rights on foreigners created an atmosphere in which nersonalized political
decision making flourished. Thus, as political 1life and business prosneritv
always seemed to reside in the same group, changes in one snhere contrihuted to

the transiency of the other. Perhaps this is why Liberian-owned husiness did not

survive their original principals.

6.81 The Open Door Policy also adverselv affected Liberian entrepreneurshinp in the
sense that it created a false sense of wealth. High income erowth made it possihle
for elites to develon who could enjov better than average income, "orse, as long as
foreign private capital inflows continued, the above averape income for the elites
would continue, and incentives necessary to undertake productive activities were re-
moved. The need to intensify centralization of decisions develoned; at the same
time, it was accentable to widen the assimilation process, hut establish a reward-

punishment mechanism for those who might holt the system,



6.82 This devélopment allowed, indeed thrived on the nrovision of nublic
relations services by Liberians to foreign-owned enternrises, bogus lesal and
consultancy services and import-export firms. Since at least the Tubman
Administration: well connected individuals have established firms engaged in
these activitiés, only for such firms to vanish after their nharoah has dis-

appeared. :

6.83 The Open boor Policy is outward looking and virtuallv excludes internal
capital mobilization. Its benefits were conferred on external canital, and
exclusivelv, ' was biased in favor of depletable resource exnloitation or
plantation develonment resembline colonial administration reqimesi This

outlook even today fits in with a system that does not articulate nolicv ontions,

6.84 Finally, impressive output growth, even if from insular entities lacking
linkages with other sectors of the economy, removed the nressure which would
otherwise have ignited the drive for domestic entrepreneurial activities and
for socio—poliﬁical develonment., The phenomenal growth in income facilitated
substantial investment in social amenities and capital, so even 1if their
distribution was skewed, it recuired time before the inequitv would bhecome sore
spots, thile it lasted, increases in educational exmenditures. ranid growth
in available hdspital beds per head, an exnanding road networks and concrete
structures become symbols that initially passed as indicators of develonment;
It was only the virtual cessation of foreign private capital inflow in the late
1970s that created the need to auestion the efficacv of the Open Noor Policy,
as designed or rather, as evolved without direction and analvsis of content;

The Parker Commission Renort was the first formal statement of this concern.

Preference for :Sole Proprietorshins

¢

6.85 Now, as in the past, Liberians prefer to organize businesses as sole
proprietorships. As observer, this means that resources are not nooled and

the life of the enterprise is limited to that of the nroprietorj While the case
of Ketters Limited established in 1920 and still existine as a sole nronrietor-
ship is unusuai, this view is confirmed in Table C. This preference could not
reasonably be éscribed to ignorance about the advantages of the cornorate form

of business, such as tax advantages, nerpetuity of existence, etc, Me could
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not be convinced that the stringency of regulatorv agencies, such as reauire-
ments for public sale of stocks, financial renorting, etc., were nerceived as

disadvantages égainst the corporate form.

6.86 Interviews with a wide range of knowledgeable Tiherians sugeest that

Liberians tend to prefer sole proprietorshins hecause thev don't trust each

other, The distrust is said to be due to several reasons. fonfidentiality
is always respected,. Since, in a village tyne community, the elites often

compete in the church, armv and government, exposine one's business to others

might enhance his opponent's prospects.

6.87 Those consulted were of the view that the evidence supnorted the situation,
For example, earlier attempts at pooling resources in business ventures were
listed, and in each case it was suggested that one or more narties converted

firm resources to nersonal use, or proved otherwise untrustworthy.
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7. Other Specific Tasks

7.1 In this section of the Report, we analyze the relationships hetween commercial
banks and the other private enterprise sectors, recognizine the economic situation
described in Chapter III. Then, recalling the operational enviromment discussed
in Chapter V, we propose a framework for develoning indigenous private sector
management capabilities, In the absence of a manpower survev, the framework

is heuristic and conceptual, not a manpower development plan. The section ends
with a survey of the status of Parker and Tarr Commission recommendations,
presuming that it is the probable basis for anticipating the likelihood for
implementing actions recommended for removing the hurdles to nrivate sector

development that this study has identified.

7.2 Historically, the concession sector does not borrow from Liberian
institutions: loans made to concessions, even by banks with branches in T.iberia,
are booked offshore. Loans to the fovernment and it agencies also are hooked
of fshore. These formalities understate the size of financial resources used
domestically. Loans hooked offshore, however, are taken into consideration

in setting lending institution's country exposure, and therefore affect size of
resources available to the private non-concession sector. Tn the current
situation of a severe liquidity crunch, and the dim prosnects of improvement in
the demand for iron ore and rubber, lendine institutions' growing nublic sector
exposure has reduced not only the total credits available, but the suitabilitv of
sector for loans as well. Given these cn~niderations, how do other nrivate

enterprises relate to the commercial hanks?

7.3 From the perspectives of other private sector enternrises, the size of
facilities extended concessions and the public sector is critirized although for
different reasons. In case of loans to the concessions, Liberian-owned enterprises
seem to feel that they are discriminated acainst. They perceive that one groun

of multinationals would take care of another. Regarding loans to the nublic
sector, the view seems to be held by all sectors of the husiness community that

the commercial banks assist in the creation and continuation of unnroductive
activities.. . his felt that their portfolios could he re-arranped, so that with

the overall exposure unchanged, loans to nrivate enternrises could he made,

thereby ensuring more productivity,
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7.4 Liberian entrepreneurs also complain about the distribhution of the
remanents nf loans extended the private sector. As seen 1n Tahle TTIT-4, the
major share of loans finance imports, meaning Lebanese and Indian concerns,.
The commercial banks, in the eyes of Liberian borrowers, discriminate against

them.

7.5 Commercial banks are also perceived as short-term oriented, acain in view
of the sectoral distribution of their loans, The argument is often made that
the banks are "pawn shops", for they finance very little else outside of trade.

They provide no medium to long term facilities and reauire excessive collaterals.

7.6 The question of an accentable collateral was often raised bv Liberian
businessmen as well as the banks themselves, In the ahsence of a develoned
market for real estate, and in view of the prohibition against real estate
ownership by ron-Liberians, the only asset most Tiberians own and could offer as
collateral are unacceptable, either because it jis i1liauid, or hecause there jis

no market for it. In the case of Liberian-owned tradine concerns, the inadeaquacv
of their financial records, their likely status as sole nronrietorehins etc.

wvere said not to enhance their perceived creditworthlnesq. Also, there are not
public assistance rackage, such as an export insurance scheme, which would reduce

the risk of the banks' exposure.

7.7 The commercial banks were castipated most for their nercejved inactivity
in intermediation. Branches of hanks which in New York comnete for denosits
via all kinds of pimmicry, sit suninely, seeming to discourage new accounts.
They take no lead in the creation of economic activities that would enhance the

feasibility of projects from which thev and such prodects would henefit,

7.8 Towards increasing commercial banking activities, the need exists for an
acceptable collateral: to satisfy that need, the povernment's liquiditv and
financial management situation must improve, for it is nny, as insurer that would
have to be sold. Beyond that, efforts at creating feasihle financjal activities,
acceptable collaterals must be found. The government mpst also share in, if not
assume risks due purely to the low level of development. These included
provision of subsidies in connection with infrastructural develonment, nolice

protection, and manpower develonment, To this end, more than tax holidavs would

be required-
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7.9 Facilities intended to be provided bv the Monrovia Industrial Park and the
LIFZA should not be self-liguidating: the economic, rather than financial,
returns to them should be sought. The achievement of this and numerous similar
goals require, most of all, careful policy desien and analvsis. Thus, for
example, projects ought not be undertaken purely for the presumed importance of
the sponsor, legal or otherwise, but upon obiective determination that its
implementation achieves or facilitate achievement of stipulated ohiectives.

These obiectives must themselves first be established, with all nossible internal

conflicts, if not reconciled.

7.10 As will be outlined in the last chanter, neither leeal restraints nor
antipathy to private enternrise, foreign or domestic, has disahled the nrivate
enterprise sector from attaining its capabilities. Pather, the contributine
factors coalesce around the inability of recent administrations to modernize the
socio-political system. In what remains an essentiallv tribal societv,

diagnosis of problems to vield supgestions for vpolicies is discouraged, The
structure of government consequently remains unwieldly, with personalized decision-
making decreasing ohjectivity and increuasine personal aggrandizement, Realitv

is perceived through prisms colored bv a false sense of patriotism. Lines

of communication and responsibilities criss-cross and confound, The tribal

elder as presiding godfather remains beholden to,

7.11 The need to develop indigenous private sector management capahilities has
been demonstrated in Chapter V. The relevant aquestion is not to estahlish
whether such needs exist, but if it can reasonablv be fulfilled. This section

proposes a frame for nroviding such management canmabilities.

7.12 The records available are insufficient to form the hasis for a mannower
develonment nlan. We are unaware of the categories of iohs that would be
available, by sectors, say by 1985. An exercise of that nature was undertaken
by the Government in the 1970s, but its assumptions would now bhe invalid, and
its proiections dated. There is also not available an inventorv of currentlv
available manpower, either by level of training or bv fields of smecialization.
Roth of these exercises must be undertaken, if a realistic nrivate sector
indigenous management capability determination is to be undertaken, Assuming

that such an exercise might be considered within the framework of asistance that

external donor agencies might provide, we propose below a framework for satisfyine

the needs that would be so identified.
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7.13 In Chapter V we indicated that indigenous management capacity, hoth in the
public and private sector, i{s low: we supgested that the nrohlem was caused by

the educational system, in addition to other socio-political factors: Tn respect
of the educational system, the main factors i1dentified were the recencv of the
introduction of a core business nrogram. Also important is the weakness of rhe
educational system, in 1its sclence and mathematics nroqrams, Additionallv,

the attrition rate is very high and the functional literacv rate is probablv

not higher than 25%. Since the societv looks askance at analvtical aueries,

it mav not he surprising that management canabhility is low,

. ' ‘
7.14 Then there is the question of middle level operational neonle, The
supervisory force, if found, hesitates to discipline, because of fear of
renrisuls. Labor discipline itself is low and personnel records are not

maintained: under such a system, merits and nroductivityv are not encouraned.

7.15 Graduatés of trade schools and vocational institut{ons have heen
disinclined to practice the trades in which they were trained: because the reward
system discourage them. As a result, the supply of mechanics, nlumbers,
carpenters, electricians and bookkeeners is severely limited, Without snecial
concern as to the required number of personnel to he trained at eiven intervals,
we believe the framework for nroviding the needed skills must consider alternative
training arrangements. Such an arrangement must first evaluate the nerformance
of relevant existing institutions: RWI, Arthur Rarclav, Tubman, and the trade
schools of LAMCO and Bong. In terms of canabilitv to nerform after graduation,
which of these institutions have been superior? Why?  iven the conclusions
derived, it might be useful to determine whether tralning in the trades, and

in bookkeering, might not be provided by nrivate sector hodies. Tor examnle,
would garage of an automobile dealershin more reliablv train mechanics than the
W.,V.S, Tubman College of Technolory? “hat is the relative weieht to be assiened

academic training in the overall scheme, as compared with abilitv to undertake

the specified functions?

7.16 Assuming that it was found desirable and acceptable to have resnonsihle
private enterprises conduct such manpower development, using their own facilities,
the scheme might consider arrangement with each such private enterprise, to
develop a specified number of, say, electricians. The external donor agency
assisting might then contract a consultant to desien the svllahus for each such

course, including specifications for determining the level of required skill to
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be gained. The consultant might then specify or elaborate need-specific packagesy
for example, on the basis of profected needs, determine the number of secretaries,
plumbers, buokkeepers, electricians, etc;, to be pnroduced in a vear. He would
select the private firms to implement each such programz The hasis for selectineg
firms to undertake the training to be oreceded by assessment of the Firms
capability, including the size aad quality of existing facilities. The consultant
would pre-establish the criteria and level of acceptable performance required for

certification.

7.17 The scheme would approximate boards such as found in the Rritish system,
and the consultancy arrangement could be designed so that it hecomes the hasis

for private bodies that would certify competence in the ‘trades orior to practice.

7.18 While the preference would be for private enterprise firms to undertake the
manpower development, public institutions need not he excluded. Such institutions,
in a resource starved world, have considerahle resources which if utilized, cculd
limit project cost to acceptahle levels. “hat should not be done, however, is to
have them design and administer the programs. Their involvement should he solelv
on the basis of assessed capability. if it were determined that a particular
government institution had the tetter facilities, material and human, to implement
need-specific Package A, the desirable arrangement might bhe for such an institution
to enter into a contractual arrangement with the donor agencv, through the
consultant, just as the private enterprise would. The contractual terms would be

negotiated and post-performance assessment would be made.

7.19 Thera are two questions about this framework we might raise in concluding
this section. Firstly, there is a question even in our own minds as to whether
governmental relations can be handled by private proxies? While it 1s not for
us to answer such a query, we might note that past failures require novel tests.
Secondly, would it be effective? Given that the Liberia Flectricitv Corporation,
for example, has LIRTRACO train certain of its mannower, rerhans there is a

basis for measuring the proposal's likely "success quotient',

7.20 To conclude this section, we review the status of recommendations made by
two commissions appointed by the Govermment of Liberi- 1978 and 1981, “hile the
Parker Commission' (1978) was appointed to design measures for improving private
investment possibilities in Liberia, the Tarr Commission (1981) was set up to

propose public sector measures that would bring relief to the Liberian wneonle.
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The essential difference between them was the focus; both commissions consul ted
the public and private sectors, including the banks, and postulated that punhlic
confidence was essential and paramount for an imcrovement. Roth concluded that
such confidence was waning. Both Commissions defined confidence to mean the
manner in which the government is perceived, especially in the face of disparities
between beautiful pronouncements and behavior nattern. Vhere the bhehavior
pattern or performance records, either due to design, incomnetence, or what have
vou, and the statements diverged, investors would give greater credence to what

they fclt rather than what they read.

7.21 The Parker Commission noted 'limitation in the compilation and analvses of
sufficient current statistical private sector data, it is difficult to measure

in any precise statistical manner the overall trend of private sector ...

There are no indices, nor systematically established indicators reflecting the
current state of private sector economic affairs." The vnroblem not only remains,
but as public sector data also have bhecome scanty and not reliable, it has

intensified.

7.22 The Parker Commission noted that "private investment is stagnated or the
rate has actually declined". That observation is truer todav than it was at

the time it was made.

7.23 The Parker Conmicsion noted the poor communication bhetween the government
and investors, and called it a major constraint in attracting investment. The
Commission concluded that '"the fundamental constraint to the atfraction,
promotion, expansion and advancement of private sector investments within ...
Liberia is the unsysmpathetic attitude, due to the total lack of experience,
resulting in lack of confidence and credibhility in ... ministers ... to the
approaches and problems of private investors'. The government was then perceived
as hostile to private business; as not distinguishing respectable businesses
from "fly-by-niters', etc. Corruption was also mentioned as a maior imnediment.
In our study, all of these impediments were found not onlv to continue to exist,
but to have grown, since now the liauidity crunch has imnosed a restraint on

earnings and capital repatriation and convertibility.
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7.24 The Tar%iCommission (1981) recommendations focused on the need to
structure theléovernment bureaucracy to facilitate effective decision-makine:
it sought to désign a basis to facilitate policv analysis, in order to provide a
basis for spotﬁing conflicts and ensuring their resolution, through articulation.
Most importantly, the Tarr Commission argued that until public sector fiscal
management impgoved, private sector investors would continually loose confidence,
and private seétor investment would remain unattracted.

i
7.25 The distssion in Chanters IIT and V estahlish that pnrivate investment is
waiting to see if the povernment would put its house in order. With the
collapse of the 0il Facility and GOL's inability to meet nublic sector pavroll,
the signal for a private investor is that he might hetter seek his fortunes
elsewhere. Bésides, the stability of the financial system has been auestioned,
given the 1iquidity crunch, and the existing defaults, be thev on commercial dehts
or temporary s&soension of dishursement by the Vorld Bank and the African
Develonment Ba@k. Investors are unnrepared to assume the risk of inahilitv of
the banking system to guarantee future convertihilitv of their earnines and

capital.

7.26 TIn late 1982, private sector investment has stopoed: moreover, manv
significant di&estitures are in process, The cases of Firestone and the minine
companies had been mentioned. But even Guthrie, which acquired the R¥ foodrich
Rubber Concesgion after the Coun, has indicated that it is reconsiderine its
investment in @iberia. The reason given is that the climate is, contrarv to
belief at the time of the acquisition, hostile and unfriendlv, There are

firms, Liberian and foreign-owned, that have shelved all plans for capital

investment.

7.27 Inevitabiy, we must advance reasons for government non-accentance of the
Commission s récommendations and her non-action. Without much elahoration, we
proceed to that aspect of the exercise.

7.28 The GoVernment of Liberia appnears to operate on the assumpntion that if a
problem is 1ef? unattended long enough, it will not fester as would a wound, but
self-destruct ?r vanish. To GOL, all missions are possibhle: time makes all
missions Dossible. In fact, time combined with inattention speeds up the exit
of a problem) T.’7.'his view seems rooted in Tiherian sociology and historv.

During the Century of Survival, both against Furopean sovereigns and an

inhospitable climate, hadn't Liberia survived to become a beacon of hope to the
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independence mbvement? This view translates into a peculiar nationalism:

not ever colonﬁzed, even if the public wage and fuel bills are being naid bv

a benefactor, there is presumption of indenendence. The view is enhanced hv
a fatalistic'rESignation to or a tribal societv's belief in the will of the
unknown: "If the Lord wills". 1nlike other cultures in which if "fod wills"

is followed by activity, Liberia is apocalvptical; the resignation is total and

complete.



