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Abstract

Since independence, Ghana has sought to extensively develop the manufacturing sector of the
economy with the goal of becoming an industrialized nation, enjoying rapid and sustained eco-
nomic growth and development. Yet, data reveal that the manufacturing sector has performed
very poorly, leading to the failure of the country’s industrialization attempts despite strong policy
attention paid to the sector. Economic fundamentals such as high fiscal deficits, macroeconomic
instability, shortage of foreign currency, inadequate raw materials to feed the manufacturing
industries, etc. have commonly been cited by researchers as being responsible for this failure.
We show that although economic fundamentals (and other factors) are the immediate causal
factors affecting the performance of Ghana’s manufacturing sector, they are themselves affected
by certain intermediate as well as more primitive or root causes, which have not been significantly
addressed over the years and which are not only daunting to address but are also very delicate
to deal with. To ensure the success of the present and future industrialization efforts and achieve
rapid and sustained growth and development of the broader economy, the country needs to
adopt bold steps to address these root causes. We have provided a number of recommendations
by which the country can address the root causes in order to permit long-term improvements in
the economic fundamentals to stimulate manufacturing development and industrialization.
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1. Introduction

Industrialization, which is defined as a large-scale introduction of manufacturing industries so
that the economy of a country or region becomes manufacturing-based, has long been seen as
the main driver of rapid and sustained growth and development. Kuznets (1966), for instance,
argues that industrialization is a key feature of modern economic growth after he had empirically
analyzed long-term development patterns of countries. Kaldor (1967) characterized the
manufacturing sector as “the main engine of fast growth”. Industrialization was not only the driver
of growth and development of the early developed countries, but it has also been the means by
which new countries have caught up with them. Using a large database of countries'
manufacturing employment and output shares for 1970-2010 to ascertain whether there is an
alternative route to prosperity, Felipe et al. (2014) find that all of today's rich non-oil economies
achieved high degree of industrialization, enjoying at least 18% manufacturing employment
shares in the past, and often did so before becoming rich. Thus, industrialization has been the
route to economic prosperity of nations in the modern era aside massive and well-managed oil
endowments.

The importance of manufacturing to economic prosperity stems from the fact that it is the main
source of innovation and technology, two essential ingredients for rapid economic growth and
development. The manufacturing sector is characterized by rapid productivity growth, dynamic
increasing returns to scale, rapid technological change and various dynamic externalities
(Weiss, 1988). Manufacturing has dynamic externalities because it has strong spill-over effects
and thus strong forward and backward linkages to other sectors of the economy. For example,
manufacturing provides demand stimulus for growth of the agriculture sector (UNIDO1, 2016).

Largely aware of these benefits, the government of Ghana has long sought to significantly
expand the manufacturing sector and industrialize the economy. Yet, data reveal that the policies
of the government in this regard have been a failure. The question, therefore, is why has Ghana
failed in its efforts to significantly expand the manufacturing sector, thereby undermining its quest
for accelerated and sustained growth and development?

A number of researchers have sought to provide answers to this question. These researchers
normally point to weak economic fundamentals as being responsible for the poor performance of
Ghana’s manufacturing sector. Dinye and Nyaba (2001), for example, provide a litany of
economic factors that, in their assessment, serve as constraints to manufacturing firms in Ghana.
These include limited access to and high cost of inputs, limited access to credit, high interest
rates, high inflation rate, high exchange rates, insufficient demand, uncertainty of government
policy, lack of skilled labor, high utility prices, and inadequate infrastructure. Using regression
analysis, Enu and Havi (2014) argue that manufacturing production and real gross domestic
product per capita are inversely related in Ghana. In the long run, they further argue,
macroeconomic variables such as private sector credit, labor and real exchange rate are the
unfavorable factors that weigh down the manufacturing sector, while in the short run, the past
year’s consumer price index and real exchange rate are unfavorable to manufacturing production
in Ghana. Overseas Development Institute, London pointed out in a Briefing Paper in 1986 that
lack of skills, capital infrastructural support, technology and markets are the main causes of the
failure of industrialization efforts in African countries in general.

" United Nations Industrial Development Organization
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While poor economic fundamentals, no doubt, serve as limiting constraints to the country’s
industrialization efforts, the root of the problem goes beyond these factors. The reason is that,
over the years, the government of Ghana has constantly made efforts to correct these poor
economic fundamentals through various policy initiatives, in order to stimulate the manufacturing
sector. Yet, these efforts have been less successful comparatively, as successes have only been
short-lived, which has resulted in the continued poor performance of the sector. It is important to
note that the Asian Tigers whose economic fundamentals were largely similar to Ghana’s in the
early 1960s, have been able to successfully address these undermining economic fundamentals,
which has resulted in the rapid industrialization of their economies. These suggest that there are
more remote or primitive factors that are affecting the ability of the government of Ghana to
successfully correct these poor economic fundamentals. So what are the remote or primitive
factors that are undermining the country’s industrialization efforts?

This paper is aimed at identifying these factors. Accurate identification of these factors will enable
us to propose solutions that would address the root causes of the problem so that government
policy can be appropriately shaped to stimulate industrialization to drive rapid and sustained
growth and development of the Ghanaian economy?To do this, we first critically examine the
history of the country’s industrialization efforts. In doing this, we review the various policies and
programs on manufacturing the government has pursued since pre-independence. We then
analyze the manufacturing sector performance over the years to ascertain how successful or
otherwise the various policies have been and what the underlying factors behind the
performance are. In the course of all these, we make references and comparisons to
manufacturing sector policies, performances and the industrialization processes of the Asian
tigers, particularly South Korea, Singapore and Taiwan, to find out how and why they succeeded
but Ghana failed. The rest of the paper is therefore organized as follows. Section 2 examines the
history of Ghana’s industrialization attempts, critically analyzing government policies and
programs on manufacturing since the pre-independence era. Section 3 analyzes the
performance of the manufacturing sector to ascertain how successful the industrialization
policies and programs have been since independence. Section 4 discusses the implications of
the current state of industrialization on the wider economy. Section 5 discusses the factors that
are responsible for the performance of Ghana’s manufacturing and thus the state of the country’s
industrialization. Section 6 provides policy recommendations, while Section 7 concludes the

paper.

2. History of Ghana’s Industrialization Attempts: Policies & Programs

We discuss in this section the history of industrialization efforts in Ghana, placing emphasis on
manufacturing policies and programs by the various political administrations. To ensure better
understanding and appreciation of the subject, political and macroeconomic contexts are first
discussed.

2 God willing
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2.1 The Pre-independence Era

Until the end of the Second World War, the government of Ghana (known as the Gold Coast
before independence in 1957) did not pay policy attention to the development of the manufactur-
ing sector of the economy. Therefore, even the much praised Guggisburg’s Ten-Year Develop-
ment Program (1920-1930), which emphasized the need to diversify the export base of the econ-
omy and thus reduce the Gold Coast’s over-dependence on cocoa for its export revenue was
silent about the development of the manufacturing sector and industrialization. Presenting the
Ten-Year Development Plan to the Legislative Assembly in 1921, Governor Guggisburg argued
not in favor of the need to develop and export manufactured products, but in favor of the
development of additional agricultural product for exports as follows: “Undoubtedly, the next best
product — if not a better one than cocoa — is that of our oil palm.”

The development of manufacturing industries in Ghana, as a matter of government policy, is a
post-war phenomenon (Ewusi, 1981). After the Second World War when, due to intense and con-
tinuous agitations, the indigenes began to have majority representation in the Gold Coast Legisla-
tive Council, industrialization started to become an important policy focus of the government of
the Gold Coast. Specifically, policy emphasis on manufacturing began to take hold in the Gold
Coast after the passage of the Gold Coast Constitution of 1946 (also known as Burns constitu-
tion), which permitted the election of the majority of the members of the Legislative Council’and
thus abandoned the previous system whereby the colonial Governor appointed the majority of the
members with only 8 elected chiefs from Provincial Council of Chiefs, serving as unofficial
members.

To enhance the development of manufacturing industries, the Gold Coast Industrial Act was
passed in 1947. The act established the Industrial Development Corporation (IDC), which was
charged by section 3(1) of the act with the duty of ‘securing the investigation, formulation and
carrying out of projects for developing industries in the Gold Coast’. Despite this responsibility
assigned to it by the act, the Industrial Development Corporation soon became a mere money
lending institution, lending funds for privately initiated manufacturing projects. Even in this
regard, the IDC could not achieve much success as it struggled to recover moneys lent out. Com-
menting on the operational efficiency and the ability of the Industrial Development Corporation as
a money lender to impact the industrialization process of the Gold Coast, Professor W. A. Lewis
(1953) argued as follows: “This is where the Gold Coast Industrial Development Corporation went
wrong. Since it started in 1948, this Corporation has lent money to over 40 small African industrial-
ists. It has made 10 loans of £500 or under, 13 loans between £500 and £2000, and the rest
mostly in sums under £10,000. No supervision of any kind was exercised. Much of the money is
now found not to have been used for the purposes for which it was lent, and a good deal of it will
never be recovered. A few of these loans have helped to establish sound enterprises, but most
of the loans will prove to have been a failure.”

¢ After the promulgation of the 1946 Gold Coast Constitution, the Legislative Council composed of six ex-officio members,
six nominated members and eighteen elected members, including for the first time representatives from Asante.

(6]
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When Dr. Kwame Nkrumah assumed office in February 1951 as the Head of Government
Business, a position similar to Prime Minister, after the Convention People’s Party (CPP) had won
two thirds majority in the Legislative Assembly under the January 1951 Constitution, a major eco-
nomic policy decision the new government took was to collapse an already prepared 10-year
development plan for the Gold Coast, the Economic and Social Development of the Gold Coast
(1950-1960), which had a budget of £75 million, into a 5-year plan (1951/52 — 1956/57) with a
budget of £117.6 million® Even though the Plan did not pursue a direct government involvement
in the industrialization process of the Gold Coast, it aimed at creating the foundation for the econ-
omy in general and the manufacturing sector in particular to take off in the near future. Therefore,
the provision of public services was intensified, especially education and physical infrastructure.
On education, the government implemented the Accelerated Development Plan starting from
1951. The immediate goal was to rapidly expand enrolment into elementary and secondary
education as well as Teacher Training Colleges. In 1952, fee-free primary education was
instituted. On infrastructure, a lot of attention was paid to transport and communication
infrastructure.

To help the country choose a suitable path for the industrialization process, the government com-
missioned Professor W. A. Lewis of Manchester University (who has been referenced above) in
November 1952 to inquire into the problems and prospects of industrialization in the Gold Coast.
After visiting the Gold Coast and travelling extensively across the country from December 15,
1952 to January 14, 1953, he issued a report on 5th June, 1953. The report analyzed the potential
for success of different kinds of manufacturing undertakings such as processing of raw materials
for exports, manufacturing for the domestic market, manufacturing for exports, etc., given the
state of economic fundamentals such as human resources, physical infrastructure, labor cost, the
size of the domestic market, agricultural productivity, entrepreneurial ability in terms of technical
knowledge, managerial capacity and capital. It also analyzed the merits and demerits of relying
on domestic and foreign-owned manufacturing enterprises, as well as the role of the state in facil-
itating the industrialization process. The report drew the following conclusions:

“Measures to increase the manufacture of commodities for the home market deserve support, but
are not of number one priority. A small program is justified, but a major program in this sphere
should wait until the country is better prepared to carry it. The main obstacle is the fact that agri-
cultural productivity per man is stagnant. This has three effects. First, the market for manufacture
is small, and is not expanding year by year, except to the extent of population growth; conse-
quently, it would take large subsidies to make possible the employment of a large number of
people in manufacturing. Secondly, it is not possible to get ever larger savings out of the farmers,
year by year, to finance industrialization, without at the same time reducing their standard of
living; hence industrialization has to depend on foreign capital, and large amounts of capital for
this purpose could be attracted only on unfavorable terms. And thirdly, agriculture, because it is
Stagnant, does not release labor year by year, there is a shortage of labor in the Gold Coast,
which rapid industrialization would aggravate” (Professor W. A. Lewis’ Report, Paragraph 252).

“0On March 10, 1952, the position of the prime minister was created, and Dr. Nkrumah was elected to the post by the
Assembly.

®However, with a fall in the price of cocoa, the actual expenditure of the plan went down to £93.7 million.
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The report recommended that the number one priority was to improve agricultural productivity to
provide market, labor and capital for industrialization. Number two priority, according to the
report, was to improve the public services to reduce the cost of manufacturing in the Gold coast,
which would attract new industries without the government having to offer special favors. It
emphasized that a lot of time was needed to develop agriculture and provide adequate public
services before the government committed itself to transferring any large part of its resources
towards industrialization, while making sure that it supported only industries which could be
established without large and continuous subsidies. Having argued against direct government
ownership and operation of manufacturing concerns largely due to shortage of funds except in
the cases of public utilities and pioneering, the report recommended specific steps the govern-
ment should take to facilitate the development of manufacturing industries. These included the
establishment of an Industries Division in the Department of Commerce; announcement of the
government’s willingness to give limited aid by way of temporary protection or subsidy to newly
established factories in favorable industries; announcement of the government’s attitude to
foreign enterprise, welcoming them, assuring them of fair competition and guaranteeing repatria-
tion of profits, particularly for those foreign enterprises that entered into partnership with the gov-
ernment or with firms owned by the indigenes; arrangement of qualified Africans to be employed
temporarily in industrial undertakings in foreign countries as a means of training; giving priority to
industry over domestic consumption in the extension of public services such as water and elec-
tricity; abolishment of import duties on industrial raw materials; purchasing of land outside
Kumasi and Accra for the development as industrial estates; etc.

2.2 President Nkrumah’s State-led Industrialization Efforts, 1957-1966

2.2.1 The Initial Move to Direct State Involvement

After gaining independence from British rule in 1957, the government decided to use the first two
years to consolidate the gains that, it believed, had been made after the implementation of the
first 5-year Development Plan. A consolidated plan covering 1957 to 1958 was therefore
prepared. The Consolidated Plan, 1957-58 largely aimed at completing the uncompleted
projects of the first Five-year Development Plan. Therefore, in the Consolidated Plan the
government continued to pursue the same indirect approach to the development of the
manufacturing sector by continuing to expand the provision of all kinds of public services that
would improve the business environment in general and minimize the cost of manufacturing in
particular. However, allocations to support the activities of the Trade and Industry Ministry
increased from 3.3% of the total expenditure of the first Five-year Development Plan to 10.6% of
the total expenditure of the Consolidated Plan.

In March 1958, a second five-year development plan covering 1959 to 1964 was presented to
Parliament. The Second 5-Year Plan, 1959-1964 had a total cost of £G350 million, of which
£G100 million was for the Volta River Project for the development of hydroelectric power.
Believing that it had succeeded in preparing a good framework for industrialization by providing
adequate public services under the First 5-Year Development Plan and the Consolidated Plan,
Nkrumah’s Government decided to take a direct approach to industrialization in the Second 5-
Year Plan in order to make a ‘substantial leap forward’, even though the crucial role of the private
sector in the industrialization process was recognized.’

®To attract foreign capital to complement the domestic sources of capital, particularly in the manufacturing sector, the Invest-
ment Promotions Board was set up.

o
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Therefore, allocations to the Ministry of Trade and Industry, which totaled only £G7.57 million for
both the First 5-Year Plan and the Consolidated Plan, was increased to £G15.4 million in the
Second 5-Year Plan. £G10.0 million of this amount was to be used for direct industrial
development (Ewusi, 1981). In November 1959, the Statutory Corporations Act was passed. The
Act created the framework for public corporations, including state-owned manufacturing
enterprises. The Plan envisaged the establishment of not less than 600 manufacturing concerns
of different sizes, producing a range of over 100 products. It also called for the development of
industrial estates in Accra-Tema, Takoradi and Kumasi, as well as 20 rural centers with industrial
developments. Again, it aimed at intensifying the provision of public services to continue to
improve the economic environment and enhance the development of manufacturing industries in
Ghana.

After implementing the Second 5-Year Plan for one year, 68 manufacturing enterprises had been
established (Adzobu, 1971). However, according to the government, both the first and second
5-year plans were mere collection of various individual petty projects that had to be built in
preparation for future planning. In the government’s view, therefore, these previous development
plans were mere development programs and not genuine development plans. Because of this,
the implementation of the Second 5-Year Plan was terminated in 1961 to give way to a new and
genuine development plan, which could bring Ghana to the “threshold of a modern state based
on a highly organized and efficient agricultural and industrial program” (President Kwame
Nkrumah, 1964).

Before we consider industrialization programs under the new plan in the next subsection, it
should be pointed out that following Professor Lewis’ critique of the Industrial Development
Corporation (IDC) and its lending activities to private sector manufacturing concerns quoted
under Section 2.1, the IDC was refocused. It began to fully establish, finance and control
subsidiary companies, even though lending to private enterprises continued in some sort. It also
helped to establish ‘Associated Companies’. Associated Companies were either new firms or
existing ones that were expanded through joint venture arrangements between the IDC and
private entities. As at the end of 1961, there were 22 subsidiary companies and 9 associated
companies of the IDC, with total investment of just under £G4 million”. However, most of these
firms were not successful. The government acknowledged this as follows: “As in so many
developing countries, the Industrial Development Corporation experiment ran primarily into
difficulties of management — a problem of which Government is keenly aware as it embarks on a
new program of industrialization and to which it is determined to find and apply a workable
solution” (Government of Ghana, 1964). In fact, at the end of 1961 accounting year, only 6 of the
22 subsidiary firms made profits. This was due, in addition to the managerial difficulties the
government pointed out, to inadequate demand for the firms’ products, not only because the size
of the domestic market was small, but also because the prices of the products of most of the firms
were high relative to imported products due to high average cost of production, resulting from
their small production scales. Many of the IDC subsidiaries and associated companies also
suffered from shortage of capital, particularly working capital, and inadequate supply of raw
material to feed them. The IDC was therefore disbanded in 1962, and its funded projects
transferred to the newly established Ministry of Industries.

"It had also lent a total of about £G634, 000 to 456 private businesses, mostly by helping to pay for new plant and equip
ment.

o
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2.2.2 President Nkrumah'’s Big-Push Industrialization Program

To ensure that the new plan was prepared properly to help the government realize its vision, the
National Planning Commission was set up in October 1961. The Commission was placed under
the chairmanship of the President himself.

In March 1964, a 7-year development plan was launched. Total expenditure of the plan amounted
to £G1.02 billion, thus dwarfing the £G350 million price tag of the discontinued Second 5-Year
Plan. The 7-Year Development Plan, 1964-1970 aimed at accelerating economic growth through
rapid industrialization. Thus, the government decided to transform the Ghanaian economy by
giving a big push to the manufacturing sector of the economy. In addition to a strong direct
government involvement, the Plan also called for private sector (both domestic and foreign)
contributions to the industrialization process. Specifically, the total expenditure of the Plan was to
be financed by the central government, £G476 million; Foreign Investors, Private Ghanaians,
Local Authorities and the Cooperative Sector, £G440 million; and direct labor by Individual
Ghanaians, £G100 million. According to the Plan, however, the state would retain control of the
strategic branches of the economy, including public utilities, raw materials, and heavy industry. It
was further stated that the state would participate in light and consumer goods industries in
which the rate of return on capital was high. It was, moreover, planned that industries providing
the basic living needs of the people would be state-owned so as to prevent exploitation.

Launching the Plan in Parliament on 11th March 1964, President Nkrumah articulated the broad
goals of the Plan as follows:

“The main task of the Plan are: firstly, to speed up the rate of growth of our national economy.
Secondly, it is to enable us to embark upon the socialist transformation of our economy through
the rapid development of the State and cooperative sectors. Thirdly, it is our aim, by this Plan, to
eradicate completely the colonial structure of our economy.”

By the complete eradication of the colonial structure of the economy, the President meant
transforming Ghana’s economy from agriculture- to manufacturing-based. In fact, the Plan states
on Page 89 as follows: “Under the present Seven-year Plan, it is expected that industrial
development will not only make a great contribution to the increases in employment and
incomes, but will also improve the balance of foreign trade, and lay the foundation for the future
development of Ghana as a primarily industrial country.” Therefore, agriculture was to be
modernized and expanded not only to produce enough food to feed the nation, but also to
produce large quantities of raw materials to feed the manufacturing industry, which was being
positioned to make “the biggest contribution to economic growth and to solve the economic
problems of the time” (The 7-Year Plan, 1964-1970, Page 92). According to the Plan, the
successive stages of industrial development in Ghana would first consist of the establishment of
industries to supply the bulk of consumer demand, and to manufacture articles out of Ghanaian
raw materials for exports. Second, it would consist of the establishment of industries to produce
metals, building materials and other basic requirements of the economy. And eventually, it would
involve industries supplying machines and other products of the heavier and technologically
more advanced industries.
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Under the Plan, industrial development was aimed at five important economic objectives, which
were:

a) Production of domestic substitutes for those manufactured staples of consumer
demand, whose supply Ghana was entirely dependent upon foreign sources and
expended large sums in foreign exchange each year.

b) Progressively processing and manufacture before export of agricultural and mining
commodities that were being exported as unprocessed primary products.

c) Expansion and modernization of the building materials industry to enable it to support
construction industry activities, which, according to the Plan, were to increase inevitably.
The Plan also aimed at making a start on the development of other basic industries in the
field of metals and chemicals.

d) Preparing the economy for the further stages of industrialization envisaged under
subsequent plans. The Plan therefore aimed at making a beginning, in a small way, in the
field of machine industries, electrical equipment and electronics.

e) Development of industries to fit in with development in other African Countries.

To achieve the above objectives, it was seen that large amounts of capital and intermediate
goods would have to be imported. It was also seen that the expected sharp rise in income and
changes in the distribution of income over the Plan’s period would lead to an upsurge in the
demand for imports of food and other consumer goods. It was therefore recognized that balance
of payment and exchange rate problems would arise if no policy actions were taken to restrict
imports. The government argued: “Policy decisions must be taken in the field of taxation and
supported by massive public education in order to keep the pressure of demand within tolerable
limits. It is also assumed that imports of durable consumer goods will be subjected to strict
licensing or the levy of high rates of duty so that their value does not increase appreciably during
the plan period” (The Seven-Year Plan, Page 232). Thus, the government resolved to strengthen
the import licensing system that had been introduced in 1961 to restrict imports, encourage
import substitution industries and address balance of payment difficulties.

It is important to point out that the planned industrialization process of the 7-Year Plan was not
only a bold and ambitious economic journey the government was embarking upon, but it also
represented a quick and drastic change of view by the government about the manufacturing
potential of the Ghanaian economy. This is because a few years before, the government’s view
was that despite its industrialization efforts, Ghana’s economy was going to continue to be
agriculture-based, at least into the foreseeable future. Specifically, the government stated in the
preface to the Second 5-Year Development Plan as follows: “Although Ghana is and will remain
predominantly an agricultural country, the government is determined to develop to the
maximum its potential for industrialization ........ " Clearly, it was due to this change of view and
increase in the government’s level of optimism with regards to Ghana’s industrialization potential
that led to the introduction of the 7-Year Plan and the termination of the Second 5-Year Plan.

Fundamentally, the government’s belief that it could transform Ghana into an industrialized
economy with an aggressive push was born out of its conviction that it had set the right stage in
the previous decade in terms of the provision of a comprehensive range of public services, which
the Lewis report had set as a condition for successful industrialization. Touting its achievements
in this regard, the Nkrumah government pointed out that primary school enrolment had increased
by 211.9% from 154,360 students in 1951 to 481,500 students in 1961, secondary and technical
schools enrollment had increased by 437.8% from 3,559 students in 1951 to 19,143 students in
1961, and enrolment in the Universities had increased by a whopping 478.8% from just 208

1)
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students in 1951 to 1,204 students in 1961 (See Table 1). On transport and communication, class
| (bitumen) roads had increased by 46.7% from 1,398 miles in 1951 to 2,050 miles in 1961, class
Il (gravel) roads had increased by 59.8% from 2,093 miles in 1951 to 3,346 miles in 1961, while
the number of telephone lines had increased dramatically by 245.2% from 7,383 lines in 1951 to
25,488 lines in 1961. On public utilities, the number of persons served by water supplies division
had increased by 119.7% from 986 thousand persons in 1951 to 2.15 million persons in 1961,
installed electrical capacity had increased by 42.7% from 84,708 kW in 1951 to 120,860 kW in
1961, and electrical power generated had increased by 38.4% from 281.98 million kWh in 1951
to 390.17 million kWh in 1961. Similar achievements were touted in the fields of health services
and manpower output. These had been achieved, according to the government, by directing the
bulk of investment on economic infrastructure and social services. An amount of £G60 million out
of a total development expenditure of £G136 million, representing 44.0 percent, was spent on
economic and social infrastructure under the first and second development plans, the
government emphasized.

Table 1: SELECTED INDICATORS OF PROGRESS 1951-1961

1951 1961 % Increase
EDUCATION
Student Population
Primary Schools 154,360 481,500 211.9
Middle Schools 66,175 160,000 141.7
Secondary and Technical Schools 3,559 19,143 437.8
Teacher Training Colleges 1,916 4,552 137.5
Universities 208 1,204 478.8
Output of Manpower
With Middle School Certificate 6,400 26,500 314.0
With Technical Certificate 719 858 19.3
With Secondary School Certificate 413 3,430 730.8
With University Degrees 6 148 =
HEALTH
Number of Hospital Beds 2,368 6,155 159.9
Rural and Urban Clinics 1 30 -
Number of Doctors (Including Dentists) 156 500 220.5
TRANSPORT AND COMMUNICATIONS
Roads
Class | (Bitumen) 1,398 2,050 46.7
Class Il (Gravel) 2,093 3,346 59.8
Number of Post Offices 444 779 754
Number of Telephones 7,383 25,488 245.2
PUBLIC UTILITIES
Number of persons served by water supplies
Division 986,000 2,146,100 119.7
Number of rural water supplies 3,327 4,291 38.8
Installed Electrical Capacity (Kw) 84,708 120,860 42.7
Electrical Power Generated:
(KWh '000) 281,983 390,174 384
Government 86,561 175,581 102.8
Private 195,422 214,593 9.8

Source: The 7-year Plan, 1965-1970, Table 2.1, Page 26
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In addition to what had been achieved, the 7-Year Plan aimed at further expanding the provision
of infrastructure and social services to make it easier to achieve the Plan’s goals and objectives,
particularly the goal of industrialization.

The government thus argued: “Although it has been pointed out that the existing infrastructure is
more than adequate for the present level of economic development, it is the intention of the
Government to continue to invest in infrastructure so that the implementation of the agricultural
and industrial projects outlined in this Plan is not handicapped during the Plan period” (The 7-
Year Development Plan, Page 124). Other than the Volta River Project, an amount of £G89.2
million was planned to be made available for infrastructure. Of this amount, £G48.17 million was
for transport and communications infrastructure, £G24.45 million was for water supply to both
urban and rural areas and sewage, £G11.06 million was for the expansion of the existing
electricity services to the industrial sector before the completion of the Volta River Project, and
£G5.53 million was for the provision of fishing harbors and extensions to Tema port.

On the Volta River Project, the government argued that the Project, which involved an investment
of £G70 million in the Hydro Project, £G58.6 million in the Aluminum Smelter Project and a
projected £G7 million in ancillary development, ranked with the largest undertakings of the type
that had been developed in Africa. According to the Plan, the power station of the Volta River
Project was designed for an ultimate installed capacity of 883 MW in six units by the end of 1976,
thus not only producing sufficient electric power for Ghana, but possibilities also existed for the
export of power to neighboring countries. The Hydro project, whose construction had already
began at the time the 7-Year Plan was launched, was financed by the Government of Ghana
(financing about half of the amount involved), the World Bank, US Development Loan Fund, US
EXIM Bank, and UK Export Credit Guarantee Department. The Project, which was completed
about one year ahead of schedule in 1966 with an initial installed capacity of 558 MW in four
units, had actual cost of US$170.9 million, US$9.7 million below the initial estimate of US$180.6
million. The Smelter also went into commercial operation on April 25, 1967 with 3 pot lines, each
having 70 MW capacity (World Bank, 1968).

2.2.3 The Implementation Challenges and Termination of the Big-Push Program

The implementation of the 7-Year Plan and its ambitious manufacturing program soon run into
financing difficulties as both the fiscal and external positions of the country deteriorated. The
balance of payment, which had been in surplus yearly during the decade after the Second World
War, leading to a huge accumulation of reserves, showed large deficits in the post-
independence era. For instance, the current account, which was in a surplus of £G2 million in
1955, went into a deficit of £G53 million in 1961 and £G28 million in 1962.
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The balance of payment position of the country worsened when the implementation of the 7-Year
Plan began in 1964, thereby drying up the country’ reserve coffers. Also, the overall fiscal
balance, which was in a surplus of £G33.9 million in 1954, recorded a deficit of £G28.4 million in
1960. In 1965, the overall fiscal deficit worsened to a whooping £G62.1 million. The poor
performances of the fiscal and balance of payment accounts were due, largely, to sharp declines
in cocoa price. Price of cocoa, the country’s main export commodity at the time, which had seen
sharp increases during the post war period, increasing, for instance, in one year from £150 per
ton in 1953 to £450 per ton in 1954, leading to an enormous buildup of foreign exchange reserves
in the previous decade, saw sharp declines in the post-independence period. By the end of
1960, cocoa price had declined to £250. Pitifully, by the end of 1965, cocoa price had reduced
to only £87.10 per ton. Meanwhile, the 7-Year Plan had expected cocoa price to be around £240,
although it used a conservative price of £200 for its projections.

As a consequence, the government resorted to borrowing, leading to sharp buildups of public
debt. A country that had not seen any significant amount of debt at the time of independence in
1957 was owing a large amount of money by the end of 1965. “By the end of 1965 total external
loans received had gone up to €569 million (£237 million or US$662.8 million), equivalent to £34
or $95 per head of our population” (1966 Budget Statement, Page 21). The weak financial
position of the country also led to a general economic decline. Real GDP growth rate declined
from 11.4% in 1959 to only 2.2% in 1964 and 1.4% in 1965. With total population growing
between 2.5% and 3% during the period, it meant that per capita real GDP was growing at
negative rates. Also, inflation rate (GDP deflator-based) increased sharply from 1.9% in 1962 to
17.0% in 1965. The standard of living of the average Ghanaian therefore sharply declined.
Consequently, the economic discontent, which had led to a general strike in September 1961,
increased and became widespread.

These negative economic developments, in addition to some political reasons, were used as the
excuse by some military officers to overthrow the Nkrumah government on 24th February, 1966
in a coup d'état. The coup makers formed a military government called the National Liberation
Council (NLC). Among the first things the new government announced was the termination of the
implementation of the 7-Year Plan and its big push industrialization program.

2.2.4 A Brief Discussion of the Results of President Nkrumah’s Industrialization Policies
and Programs

Undoubtedly, the yearning for manufacturing-led economy (industrialized economy) led to rapid
development of economic infrastructure and social services in Ghana, which not only
modernized the economy and elevated the standard of living of Ghanaians at the time, but it also
laid a strong foundation for Ghana’s economy. Particular mention needs to be made of the Volta
Hydro Electric Power Project, Tema Industrial and Residential Complex, Tema Harbor, and many
others, which have been of enormous benefit to the country. Also, the educational policies of the
Nkrumah government, including the free and universal elementary education, the virtually free
tertiary education, and the accelerated provision of educational infrastructure through the Ghana
Education Trust (GET), to support the industrialization drive need special mention, since they laid
a critical foundation for Ghana’s economy.




(LEGUICRCTRSCLEIRSULIEM  Occasional Paper No. 19

“Nkrumah's achievements in education aimed at preparing Ghana for an industrial take off, prior
to his overthrow, may be summed up by the following facts: In the 1964-65 school year, there
were 9,988 primary and middle schools with an enrolment of 1,286,486 (nearly 1.3 million). There
were 89 secondary schools with 32,972 pupils; 47 teacher training colleges with an enrolment of
10,168; 11 technical schools and 3 universities. All this, in a population of 7,500,000 (7.5 million),
put Ghana in the lead among independent African states” (Gyamerah, 2002).

On the manufacturing industry itself, the Nkrumah government established factories across the
length and breadth of the country, producing a wide variety of products, which included steel,
glass, cement, jute, matches, sugar, roofing sheets, rubber, paper, leather, shoes, canned
products, and a lot more. Kumasi Jute Factory, Tema Food Complex, Aboso Glass Factory,
Bolgatanga Meat Processing Factory, Tema Radio Assembly, Takoradi Paper Mill, Tema Flour
Mill, Takoradi Flour Mills, Saltpond Ceramics, the Kade Match Factory, Tema Steel Works, Kumasi
Shoe Factory, Pwallugu Tomato Factory, Nsawam Cannery, the Ghana Cement Corporation,
Wenchi Mango and Tomato Processing Factory, etc. are examples of manufacturing concerns
established by the Nkrumah government. Consequently, as Table 2 shows, the share of
manufacturing value added by state-owned enterprises more than doubled from 11.8% in 1962
to 24.1% in 1967. Also, the share of manufacturing value added by joint state- and
privately-owned enterprises increased sharply from 7.1% in 1962 to 17.5% in 1967. Therefore,
the share of manufacturing value added by fully privately-owned enterprises dropped sharply
from 80.9% in 1962 to 58.2% in 1967.

Table 2: Share of Manufacturing Value Added by Type of Ownership, 1962-1967

Type of Ownership Share (%)

1962 1966 1967
State-owned 11.8 19.5 24.1
Joint State/Privately Owned 7.1 12.7 17.5
Co-operative 0.1 0.3 0.2
Privately Owned 80.9 67.6 58.2

Source: Adapted from Table 84 of ‘Statistical Tables of the Economy of Ghana’ compiled by Ewusi (1986)

However, most of the manufacturing concerns established by the Nkrumah government could
not be as successful as envisaged, as a number of serious challenges were encountered. These
include:

1) Poor project planning due to the rush caused by the desire to industrialize in a short time: For
instance, in 1964, the government wanted to transform Ghana into an industrialized
economy in just 7 years. Delivering the 7-Year Plan to Parliament, President Nkrumah stated:
“| can already see, in my mind’s eye, a picture of Ghana as it will be by the end of the Plan
Period. | see a State with a strong and virile economy, its agriculture and industry buoyant
and prosperous, an industrialized nation serving the needs of its people.” Therefore, in
many cases, no feasibility studies were made and often even most basic survey of potential
markets and raw material supplies were omitted. “Political rather than economic
considerations appear often to have determined siting of plants” (NLC Government, 1968).
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In addition to genuine desire to better the lot of the people as quickly as possible, the rush
was also caused by the desire to quickly demonstrate to the people and particularly the stiff
and difficult-to-sway political opposition that the government was competent enough to
deliver.

2) Managerial lapses and corruption at the firm levels: Even though in 1964 the government
promised to find a workable solution to managerial lapses regarding the state-established
industrial concerns under the Industrial Development Corporation (IDC) as pointed out
earlier, there is no evidence that a solution was found. The state- established manufacturing
concerns had poor administrative, technical and financial controls, which resulted in
corruption and mismanagement.

3) Under-capacity utilization resulting in large excess capacities because of limited demand for
the firms’ products due not only to the small size of the domestic market, but also to poorer
quality of the firms’ products relative to imported alternatives.

4) High cost of production not only due to the importation of raw materials and the implicit high
cost of transportation, but also due to small production scales and their negative implications
for average cost of production.

In addition to these microeconomic difficulties, the external sector policy measures put in place
by the Nkrumah government in response to shortage of foreign exchange and in the face of stiff
competition from imports of manufactured goods could not be successfully managed, which also
undermined the industrialization efforts® To support the import substitution industries in the face
of balance of payment difficulties in the early 1960s by eliminating competing imports and
ensuring the availability of inputs at fixed prices, the government resorted to import licensing and
foreign exchange rationing. This led to insufficient foreign exchange to import inputs for the
import substitution industries and over-valued exchange rate. Also, to restrict imported consumer
goods in the face of balance of payment difficulties, and to provide incentives to maintain the
level of investment required to support the import substitution industries, the government
increased the level and coverage of import tariffs. Even though the tariffs helped import
substitution industries to grow due to shift in imports from consumer goods to capital goods, they
significantly contributed to the sharp inflation as described earlier (Ackah, Adjasi and Turkson,
2014). The poor macroeconomic environment generated was less conducive for industries,
thereby reducing the level of success of the Nkrumah government’s industrialization policies and
programs.

8 A number of writers, particularly the advocates of completely free market, argue that these policy measures themselves were
the problem as they disrupted the efficient workings of the market. While we accept that the measures could largely not
resolve the problems for which they were instituted, we believe that this was because the government could not effectively
manage them due to underlying domestic challenges. As a matter of fact, South Korea, for instance, adopted similar policy
measures in the 1960s and 1970s to successfully direct and position its manufacturing industries, contributing significantly
to its rapid industrialization.

®



(NEGTICRCTRSELEIRSULEM  Occasional Paper No. 19

2.3 Private Sector-led Industrialization Efforts, 1966-1971
2.3.1 The National Liberation Council (NLC) Years, 1966-1969

During the first two years of its administration (1966-1967), the National Liberation Council mainly
focused on stabilizing the economy and correcting the imbalance in the external account. To do
this, the government sought the support of the IMF and the World Bank. Under the auspices of
these multilateral institutions, the government embarked on an economic austerity program by
carrying out a massive retrenchment of government expenditure and labor employment (The
Budget Statement for 1970-71, Page 1). As part of structural reforms, some state-owned enter-
prises were privatized. Additionally, the New Cedi (N¢g), which was introduced on 17th February,
1967 to replace the 1965 Nkrumah'’s Cedi, was devalued by 30% relative to the US dollar.

On industrialization, the new government shifted attention from the state-led manufacturing
development program following the termination of Nkrumah'’s 7-Year Plan. In fact, the Ghanaian
economy was considered to be a ‘private enterprise economy’, even though, according to the
government, it would assume the responsibility of the economic process, and would thus not
hesitate to use general policy measures, including direct intervention, where necessary, in the
public interest. A number of state-owned and joint manufacturing enterprises that were in the
process of development during the previous administration came into operation in 1966 and
1967. Productivity in the manufacturing sector also improved during the first two years of the NLC
administration because of better utilization of capacity and thus more economic use of labor due
to improved supply of raw materials resulting from greater availability of foreign exchange, even
though the government admitted that raw materials and spare parts were still in short supply.
According to the government, productivity of manufacturing industries improved by 17% over the
two-year period (1966-1967).

Arguing that the economy had been set on the path to recovery with inflation brought under con-
trol, the balance of foreign trade improved substantially, and industrial production recovering, the
NLC government launched a two-year development plan in July 1968 to stimulate economic
growth. The plan was christened Two-Year Development Plan, from Stabilization to Development:
A Plan for the Period Mid-1968 to Mid-1970. The Plan’s main objective was to provide the founda-
tion for self-generating growth by improving efficiency in the use of imports and investment
resources, reducing the high level of unemployment and checking the rate of migration to the
cities, maintaining internal financial equilibrium and thus avoiding inflationary rise and the
creation of additional idle capacities, and maintaining external financial equilibrium in such a way
that the balance of payments would no longer show deficits. It is important to point out that,
despite touting its achievements, the government recognized that economic problems ‘of the
utmost gravity’ remained and needed to be solved. These problems, according to the govern-
ment, included the legacy of foreign debt incurred in earlier years that were still weighing heavily
on the country, the burden of loss-making state enterprises, high unemployment, a downward
trend in domestic savings, and an acute shortage of foreign exchange, which still remained
despite some improvement. The Plan was prepared with the assistance of an international team
of economists recruited through the Harvard Advisory Service with funds granted by the Ford
Foundation.

On manufacturing, the Plan’s priority was on the utilization of existing capacity where an econom-
ic return could be assured, and to the elimination of loss-making operations for which no reason-
able prospects existed of returns exceeding costs.

@



Occasional Paper No. 19 Institute for Fiscal Studies

New investments in manufacturing activities were to wholly come from the private sector, since
the government planned not to get involved in the development of new manufacturing
enterprises. The government’s role was only to provide the enabling environment to attract
private capital. In fact, direct involvement of the state in manufacturing activities in the past was
considered to be a mistake. The government argued: “the pivotal role accorded industrialization
by the previous regime and the primary importance assigned to the public sector has left the
Government currently operating nineteen manufacturing enterprises, comprising twenty-nine
plants. It is clear that the implementation of the policy left much to be desired quite apart from the
question of whether such emphasis on the industrial sector was justifiable at that stage in
Ghana's development” (The Two-Year Plan, from Stabilization to Development: A Plan for the
Period Mid-1968 to Mid-1970, Page 57). These liberal policies that have no place for direct role
of the state in the economy clearly bear the hallmarks of the Bretton Woods institutions, which
were providing financial and technical support to the NLC Government. However, the Ministry of
Industries was charged with the responsibility to complete, where prospects for profitability were
evident, unfinished industrial projects started by the Nkrumah Government. In line with the
government’s policy of avoidance of direct state involvement in the manufacturing sector, the
operations of 19 state-owned industrial enterprises were transferred to the Ghana Industrial
Holding Corporation (GIHOC), which was established in September 1967 for that purpose. On
Page 5 of the Budget Statement for 1968-69, the government stated: “In order to reduce direct
Government control over public industrial enterprises, nineteen corporations have been
transferred to the newly established Ghana Industrial Holding Corporation which will now
manage them on behalf of the Government”. GIHOC was therefore required to operate on sound
commercial lines and to produce a reasonable rate of return on its assets.

The Two-Year Plan also called for small- and medium-scale industries to be stimulated in order to
disperse industrial activities and create opportunities for Ghanaians to acquire managerial
experience. To promote manufacturing activities, increasing emphasis was to be placed on the
availability of raw material by improving import licensing, with raw materials import licenses to be
allocated first. According to the government, misuse of import license allocations would be
considered grounds for withdrawal of import privileges, in view of the shortage of foreign
exchange. Even though the Plan projected a small increase in private sector investment in the
manufacturing sector in 1968, a 20% increase was projected for 1969, since it was envisaged
that more foreign exchange would be available in 1969.

2.3.2 The Busia Years, 1969-1971

In September 1969, the country transitioned to civilian rule. The new government was led by Dr.
K. A. Busia as the Prime Minister after his Progressive Party (PP) beat the main rival party, the
National Alliance of Liberals (NNL) led by a former Finance Minister in Dr. Nkrumah’s
Government, Mr. K. A. Gbedemah, in a multi-party election under the Second Republican
Constitution, which was passed on 15th August, 1969. However, since the constitution
established the position of a president but no president had been elected, Major Afrifa, Police
Inspector General Harley, and Major General A. K. Ocran of the NLC served as members of a
presidential commission. The Commission was led by Major Afrifa. On 31st August, 1970, the
Chief Justice, Edward Akufo Addo, was chosen in a special election as the President, which led
to the self-dissolution of the Presidential Commission.
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The Busia government implemented manufacturing policies similar to those of the NLC
government, as both governments pursued a private sector-led strategy as opposed to
Nkrumah’s state-led strategy. In fact, the new government saw itself as providing a natural
continuation to the policies of the NLC, but under a civilian rule. For instance, presenting the
Budget Statement for 1970-71 to Parliament, Mr. J. H. Mensah, the then Minister for Finance and
Economic Planning, stated in the introduction as follows: “Last year | presented a budget to the
nation on behalf of the National Liberation Council. That was a budget to mark the end of an era.
It was a budget worked out under the special conditions of a military regime and presented to the
people over television and radio. But it formed a fitting prelude to the work we are about to do
today. | salute the National Liberation Council for the contribution which it made during its time to
the economic history of Ghana”.

Therefore, like the NLC Government, the establishment of new manufacturing firms was left to the
private sector. The government’s role in the industrialization process, again, was only to provide
incentives and the enabling environment for the manufacturing industry. Also, like the NLC
government, the Busia government actively encouraged foreign investment in the manufacturing
sector and devalued the cedi. However, a distinguishing feature of the Busia government’s
manufacturing sector policy, as spelt out in both the Budget Statement for 1970- 71 and the
One-Year Development Plan, July 1970 to June 1971, was that attention shifted from encouraging
manufacturing for import substitution to manufacturing for the export market. It was believed that
manufacturing for export stood better chance of helping to solve the balance of payment and
exchange rate difficulties, which had been among the most difficult macroeconomic problems to
solve since independence.

The government sought to actively encourage manufacturing for exports by:

1) Making raw materials and capital goods more liberally available to enable manufacturing
industries to utilize the available production capacities for export business. This was done
by making it much easier to obtain import licenses. For raw materials of the pharmaceutical,
plastic, furniture, metal and leather industries, as well as most classesof machinery and
essential building materials, administrative licensing controls were completely removed®

2) Providing refunds of all indirect taxes on the proportion of the production, including
taxes on raw materials used for that production, which went into exports.

3) Negotiating to establish trade agreements with neighboring countries, including a
negotiation section of the Ghana-Ivory Coast Commission on Co-operation.

4) Providing rebates on income tax for exporters, which could go as high as 50 percent for
those firms that exported at least 25% of their total production.

5) Simplifying the administrative difficulties of doing export business by centralizing all
export transactions at the commercial banks so that exporters could complete exchange
control forms at their banks for the banks to submit the completed forms to the Bank of
Ghana and the Ministry of Trade. To do this, no prior export license was required.

?In addition to import of these raw materials and machinery, administrative licensing controls were also removed from imports
of meat, second-hand clothing, textiles, footwear, clothing, soaps and detergents, books and some other consumer goods.
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It is important to point out that despite the government’s decision to make raw materials liberally
available to boost manufacturing, and thus to liberalize the acquisition of licenses for
manufacturing raw materials imports, it at the same time increased tariffs on import of
manufacturing raw materials by making them attract the ordinary rate of duty, instead of the
concessionary rate that had been in place since 1966. The question is, why did the government
pursue such inconsistent policies? As part of its fiscal consolidation program under the
IMF/World Bank, the government felt that it needed to use any means to raise revenue to finance
its high expenditure, induced, largely, by high debt service cost, which resulted from the large
accumulated public debt.

2.4 The Return to Direct State Involvement, 1972-81
2.4.1 The NRC/SMC Years, 1972-79

The austerity measures the Busia administration implemented brought a lot of economic
hardships to the people, even though, according to the government, they were pragmatic
measures needed to fix the economic woes of the time. Therefore, grievances against the
government grew and became widespread. For instance, many university students and their
parents objected to the student loan scheme instituted in 1971 to replace part of the free tertiary
education system introduced by the Nkrumah Government. Objections were also raised against
the government’s devaluation of the cedi and high import tariffs, since they led to increases in the
prices of imported consumer goods as well as imported raw materials and machinery. Moreover,
by encouraging foreign investment in industry and the service sector, the government was
accused of allowing foreigners to take control of the economy, thereby sending the country into
neocolonialists’ grips. Using these grievances as excuse, a group of military persons overthrew
the Busia government on 13th January 1972 in a coup de tat. The coup makers formed the
National Redemption Council (NRC), with General Ignatius Kutu Acheampong as the Chairman
and Head of State. In October 1975, the NRC was reorganized into the Supreme Military Council
(SMC). And in July 1978, General Acheampong was forced to resign by the other members of the
SMC in the so-called palace coup and was replaced by Lieutenant General Frederick W. K.
Akuffo as the new Chairman of SMC and Head of State.

The NRC government promised to correct all the ‘economic wrongs’ of the previous
administration so as to improve the standard of living of Ghanaians. It attributed many of the
economic difficulties the country was going through to unnecessary and at times unjustifiable
debt accumulation, corruption, the 1971 devaluation of the cedi, and too much foreign
participation in the domestic economy!® In 1975, General Acheampong wrote: “On assuming
power, the National Redemption Council set itself the task of clearing the chaotic conditions
which led to the disastrous devaluation of the Cedi in 1971. As part of this process, a new basis
for relations between Ghana and her partners in trade and economic development was
proclaimed. Debts obviously tainted with corruption were repudiated and since then a program
for the settlement of debts duly acknowledged is being vigorously and successfully
implemented” (Foreword to the Five-Year Development Plan, 1975/76 — 1979/80).

' As a consequence, the NRC government took a majority interest in all large mining and timber companies in 1972. This was
followed in 1975 by the Investment Policy Decree, which required all foreign enterprises to become joint-ventures with either
private Ghanaians or Government (World Bank, 1987).

" On assuming office, the NRC revalued the Cedi.
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The industrialization policies and programs of the NRC government was shaped by its overriding
goal of building an independent national economy, structured on the resource potentials of
Ghana, in order to achieve economic self-reliance. This goal was born out of the government’s
belief that overdependence on foreign sources of economic resources was sinking the country
deeper into fiscal and macroeconomic difficulties, which were affecting income levels, increasing
poverty and reducing standards of living of Ghanaians. To come out of this economic
conundrum, the new government opined, the country had to be self- reliant, and particularly be
able to feed itself, relying on domestic resources and efforts. Therefore, indigenous participation
in the manufacturing sector was especially encouraged.

The objectives of the government’s industrialization policy included: 1) Accelerating industrial
development; 2) Achieving self-sufficiency in selected consumer goods industries through
increased utilization of locally produced raw materials, thereby reducing overdependence on
foreign supplies; 3) Diversification of the manufacturing sector by developing intermediate, basic
and heavy manufacturing industries and thus minimizing the concentration on the production of
consumer goods; 4) Encouraging appropriate linkages between manufacturing industry and
other sectors through the establishment of plants for the manufacture of fertilizers, animal feeds,
and building materials; 5) Stimulating small- scale manufacturing industries by providing credit
facilities and advisory services through existing institutions such as the banks, the Ghanaian
Enterprise Development Commission, Technical and Vocational Institutes, as well as through the
establishment of additional training facilities and advisory centers'® ; 6) Promotion of exports of
manufactured products by providing the necessary assistance and incentives to manufacturing
industries to help them export to external markets provided under conventions with neighboring
countries forming the ECOWAS, and to the European Economic Community (the Lome
Convention); 7) Dispersal of Industries away from the main urban centers of Accra-Tema, Kumasi
and Secondi-Takoradi by providing infrastructural and administrative facilities as well as fiscal
concessions in other urban and rural areas; and 8) ‘Ghanaianisation’ of the manufacturing sector
by increasing the capacity of Ghanaians to participate actively and meaningfully in the
development of the country’s manufacturing industry through the framework of the 1975
Investment Policy Decree (N.R.C.D. 329).

To achieve these policy objectives, the government decided to rehabilitate and expand
state-owned manufacturing firms under the Ghana Industrial Holdings Corporation. It also
decided to reactivate industries that were abandoned as a result of the overthrow of the Nkrumah
government in 1966. However, only those projects justifiable on economic, social and technical
grounds were to be reactivated. According to the government, studies revealed that
Prefabricated Large Panel Factory, Tarkwa Gold Refinery, Aveyime Tannery Project, and Tema
Food Complex Corporation Projects (Tin Can Factory and Margarine Plant) were among
abandoned manufacturing industries to be activated. Unlike the NLC and Busia administrations,
which sought new investments in the manufacturing industry only from the private sector, the
NRC/SMC government’s strategies also included the establishment of new state-owned
manufacturing industries to supplement the rehabilitated and reactivated ones. In fact, to the
NRC/SMC government, the involvement of the state in the industrial sector had been too limited.

'2To this effect, in 1976, the Government of Ghana in collaboration with the Ghana Manufacturers’ Association established the
Manufacturers’ Research and Technical Services Centre.
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It argued as follows: “Generally speaking, industry in Ghana is predominantly private-owned.
There has been relatively small direct investment by Government in manufacturing industries due
partly to the limited resources of the government in relation to the many competing demands on
these resources. During the plan period, however, Government wishes to be more directly
involved in industrial production by investing directly in viable productive ventures either entirely
by itself or in partnership with private enterprise” (The Five-Year Development Plan, 1975/76 —
1979/80, Part I, Page 196). Emphasis was, however, placed on new industries which involved
considerable utilization and processing of the country’s agricultural, forest and mineral resources
in order to circumvent the perennial problem of shortage of foreign exchange for raw materials
imports, solve the problem of under-capacity utilization, and also be self- reliant. In the Five-year
Development Plan, 1975/6 — 1979/80, New Manufacturing Projects, Reactivation of Abandoned
Cottage Industries, and the Rehabilitation of the industrial firms under Ghana Industrial Holding
Corporation were estimated to cost €31.6 million, 745,438 and ¢50 million respectively.

In fact, by the end of 1979, government participation in the manufacturing sector had increased
considerably. As Table 3 shows, the share of large and medium-scale manufacturing value
added by state-owned enterprises, which had reduced to 14.4% in 1971 due to the NLC and
Busia governments’ privatization policies, increased to 27.1% in 1979. Also, the share by Joint
state/privately owned enterprises, which had reduced to 10.9% in 1971, increased sharply to
25.6% in 1979. Therefore, fully privately-owned manufacturing enterprises share decreased
sharply from 74.7% in 1971 to 47.3% in 1979.

Table 3: Share of Manufacturing Value Added by Type of Ownership, 1971-1979

Type of Ownership Share (%)

1971 1975 1979
State-owned 14.4 19.5 27.1
Joint State/Private 10.9 17.8 25.6
Privately Owned 74.7 62.7 47.3

Source: Adapted from World Bank (September, 1985)

2.4.2 The Limann Years, 1979-1981

Despite its sweet promises, and despite implementing policies with wide popular support in the
beginning, including the repudiation of some foreign debts and the reversal of the Busia
government’s devaluation of the cedi, the NRC government could not deliver to the people’s
expectations. In fact, as time passed, the country’s economic problems worsened. Growth rate
reduced, turning negative in some years, inflation increased, the external and domestic debt
increased to US$1.33 billion and US$2.24 billion respectively in mid-1979, putting pressure on
the fiscal and external balances through debt service expenditure. The exchange rate problems
also worsened, shortage of basic goods and raw materials became rampant, etc. The Budget
Proposals for 1979-80 described the economic situation as follows:
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The salient features of the economy of Ghana in the period from 1974 to 1978 were a sharp
decline in the overall Gross National Product (G.N.P.), ceaseless pressure on the balance of
payments, successive increases in budget deficits and an acceleration in the rate of inflation
from 22.8 per cent in 1974 to 116.5% per cent in 1977. The performance of the economy was
particularly disappointing in 1975 and 1976 when the Gross National Product (G. N. P) fell by
12.4 per cent and 3.7 per cent respectively. Although provisional data on the Gross National
Product indicate the resumption of economic growth in 1977 and 1978 when the G.N.P.
increased by 3.6 per cent and 3.4 per cent respectively, the supply situation remains extremely
poor and there is still extensive under-utilization of industrial capacity due to inadequacy of spare
parts and raw materials” (Republic of Ghana, Budget Proposals for 1979-80, Page 1).

Opposition to the SMC government mounted. Calls for return to Civilian rule grew louder starting
from 1977. Even though the SMC government was hesitant initially, it scheduled a general
election on 1st July 1979 to return to civilian rule. However, on 4th June 1979, the government
was overthrown in a coup d’état by some junior military officers, who released Flight Lieutenant
Jerry John Rawlings from jail to head a government they called the Armed Forces Revolutionary
Council (AFRC). Flight Lieutenant Rawlings had been jailed for an unsuccessful coup on 15th
May 1979. The AFRC government conducted the scheduled elections, which was won by Dr.
Hilla Limann of the People’s National Party (PNP). Dr. Limann was sworn in as the President of
Ghana on 24th September 1979.

Confronted with the enormous economic challenge, the Limann government did not change
much course with regards to manufacturing policies and programs when it took office — it largely
moved along the same policy direction as the NRC/SMC government, even though slogans like
‘Self-Reliance’, ‘Operation Feed Your Industries’, etc. were avoided. Thus, strategies like the
establishment of new industries, particularly the cottage ones, dispersal of industries, strength-
ening of linkages between manufacturing industries and agriculture, small-scale industrial devel-
opment, industrial skills training, etc. pursued by the SMC government were continued by the
Limann government. For instance, on Page 45 of its first budget proposals, the Budget Proposals
for 1979-80, delivered to the National Assembly on 20th December 1979, the government stated:
In the current financial year the Ministry (of Industries, Science and Technology) will continue its
work on studies for the promotion of industries in the country. In pursuance of the policy of disper-
sal of industries, regional industrial zones which are in the process of being mapped out by the
Ministry’s survey team will be continued. There will also be studies on the promotions of better
linkages between industry and agriculture. An amount of ¢ 100,000 has been provided for these
studies.”

The Limann government placed a lot of emphasis on the development of small-scale industries.
To train indigenous entrepreneurs and improve their technical skills in the application of tradition-
al technology as a means of encouraging the development of small-scale industries, the govern-
ment established the Small-Scale Industrial Training Centre and the Intermediate Technology
Transfer Units (ITTUs). The ITTU program was established through the Kwame Nkrumah Univer-
sity of Science and Technology (KNUST) in August 1980. The operations of the ITTUs were initial-
ly limited to Kumasi Suame Magazine. However, assistance was sought from the International
Labor Organization (ILO) Consultancy Centre of KNUST, the United Nation’s Industrial Develop-
ment Organization and the United Nations Committee on Interim Fund for Science and Technolo-
gy for Development to establish more ITTUs in the country.
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Also, the government passed the National Board for Small Scale Industries Act - 1981 (Act 434).
However, the Board was not constituted until 1985. The Board is charged with the responsibility
of implementing policies in relation to small-scale industries duly approved by the government;
designing, developing and implementing specific plans of action to meet the needs and expecta-
tions of organized groups; encouraging the formation of associations, co-operatives or groups
and build industrial estates or any other organizations considered beneficial to small- scale indus-
tries development; controlling through the ministry responsible for industries the inflow and
outflow of foreign aid and loans granted by donor countries for the development of small-scale
industries; etc.

2.5 The Economic Recovery Program and Industrialization, 1983-1992

We saw above that the economic situation of the country when the Limann government took over
power was clearly daunting. From the onset, it was visibly clear that the new government did not
have any clear plan to address the enormous economic challenges the country faced.!® As an
illustration, in a rare move in this country, Parliament suspended all Parliamentary proceedings
and actions relating to the 1981 Budget Proposal for quite a long time, accusing the government
of failing to address “the fundamental and urgent economic problems of the country such as: the
imbalance in Government finances; the intolerable hardships faced by ordinary Ghanaians; the
low level of cocoa producer price; the low and falling production of agriculture; the unacceptably
high rate of inflation; and the loss of confidence in the cedi” (Government Statement on the
1981-82 Budget Proposals, Page 1).

The absence of a clear plan meant that the economic difficulties the Limann government inherited
persisted (and even worsened in some areas), which implied that the grievances that led to the
overthrow of the Akuffo’s SMC government by the AFRC persisted. In fact, 1981 saw so many
strikes by labor unions, who accused the government of subjecting workers to untold hardships.
Meanwhile, before it handed over power to the Limann PNP government in September 1979, the
AFRC issued the following warning: “people dealing with the public, in whatever capacity, are
subject to popular supervision, must abide by fundamental notions of probity, and have an obliga-
tion to put the good of the community above personal objective”. What this warning clearly meant
was that if the PNP government failed to deliver to the satisfaction of the members of the AFRC,
they would be back to correct what they (the AFRC) saw as wrong. Taking this warning seriously,
the Limann government retired Flight Lieutenant Rawlings and all the police and military officers
associated with the AFRC. Yet, on 31st December 1981, the PNP government was overthrown in
another coup led by Flight Lieutenant Rawlings. The coup makers suspended the 1979 constitu-
tion, dissolved Parliament, and formed a new military government called the Provisional National
Defense Council (PNDC).

During the first year of the PNDC administration, the country’s economic landscape was charac-
terized by chaotic scenes because the government monopolized the purchase and sale of
foreign exchange and introduced a strict price control system to check high prices and shortage
of goods, which backfired as the situation worsened despite meting out harsh punishments to
traders who were accused of flouting orders. 1982 also saw the beginning of the worst droughts

'¥ One reason for this was that, the government had only a slim majority in the National Assembly — 71 out of 140 members.
Additionally, since President Limann himself had not been a politician but a diplomat, he seemed not to have the political skill
to pull the National Assembly and the country at large behind him to make hard but pragmatic choices to address the
economic challenges.
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in the country’s modern history (the 1982-83 drought), which caused extensive bush fires. Sens-
ing an imminent disaster if no drastic decisions were taken, the PNDC government decided to
look for external support. “After failing to find support from the Soviet Union, the PNDC turned to
Western donors who, in turn, insisted on an agreement with the IMF. The government was reluc-
tant to accept the Fund’s policy package, but once it did, it pursued the policies with remarkable
courage” (Stephen D. Younger, 1993). In December 1982, one year after it had taken over power,
the PNDC government announced to the country its preparedness to implement an Economic
Recovery Program (ERP) under the direction of the International Monetary Fund and the World
Bank.

The introduction of the ERP was quite remarkable as it marked the beginning of a new system
where Ghana’s economic policies would be conceived and formulated in the headquarters of the
IMF and the World Bank in Washington, DC while the government of Ghana would merely ensure
their implementation, even though the government would usually be consulted and engaged in
discussions about the policy targets and the program of actions involved. The ERP was imple-
mented in three stages. In the first phase (1983-1986), the focus was on fiscal consolidation, the
provision of the enabling environment to encourage private sector production, and the promotion
of foreign trade. Government expenditure was heavily cut while efforts were made to increase
revenue through improved tax collection. In the second phase (1987-1989), the focus was on
structural reforms, which included strengthening the capacity of the public sector, privatization of
state-owned enterprises, and gradual liberalization of the foreign exchange market and foreign
trade. In the third phase, monetary and financial sector reforms were intensified, which included
liberalization of interest rates, removal of credit restrictions, strengthening of the regulatory and
supervisory frameworks, the establishment of Ghana Stock Exchange, and promotion of
non-bank financial institutions, etc.

Being a significant contributor to GDP, and more important being a strong tax paying sector,
manufacturing was not ignored during the ERP era. However, the deliberate policy to promote
manufacturing either directly through additional government investment in the sector or indirectly
through the provision of targeted incentive packages to the sector with the goal of making the
sector dominate the economy (state-induced industrialization policy), which had long been a top
priority of the previous governments since independence, was no more the case under the ERP.
For instance, in the Summary of PN.D.C.’s Budget Statement and Economic Policy for 1983, only
two short paragraphs (see below) were devoted to manufacturing, while mining and agriculture,
for example, received lengthy treatments. Even in these two short paragraphs, it was stated that
it was not the government’s responsibility to address the production difficulties in the manufactur-
ing sector in the budget as follows:

“Manufacturing Sector

An allocation of € 15.6 million from the Consolidated Fund has been made to the Ministry of Indus-
tries, Science and Technology to enable that Ministry exercise its role as the supervisory policy
formulation and monitoring organ of state over the industrial sector. The production difficulties
of the sector are consequently not directly linked to the Central Government budget except
in as much as fiscal and other policies act as stimulants or serve to create an appropriate
environment.
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For instance, the share of the development budget allocated to the Ministry of Industries, Science
and Technology, the ministry in charge of the implementation of manufacturing sector policies
and strategies, declined from 1.8% in 1983 to 0.6% in 1984, and further to 0.4% in 1985!

The only year during the ERP era that the manufacturing sector received a major targeted policy
support package was 1986 when the World Bank approved the government’s request for a credit
facility to support the industrial sector, the Industrial Sector Adjustment Credit (ISAC). According
to the World Bank, the ISAC aimed at: “(a) increasing production of locally manufactured goods
through greater use of existing capacity; (b) streamlining Ghana'’s industrial capacity, through (i)
appropriate incentive policies, and (ii) selective rehabilitation of economically viable industries;
and (c) strengthening key institutions in the industrial sector concentrated on three main areas:
reform of incentive policies, provision of finance for industrial inputs (raw materials, spare parts
and other inputs) and rehabilitation, and strengthening of policy planning and project implemen-
tation capacities in the Ministry of Industries, Science and Technology (MIST), the Ministry of
Finance and Economic Planning (MFEP), the Bank of Ghana (BOG) and selected support institu-
tions” (World Bank, April 1993). The total credit amounted to US$53.5 million. US$40 million was
for the industrial input component, US$10 million was for the industrial rehabilitation component,
US$3 million was for the institutional strengthening component, while the remaining US$0.5
million was for a studies component. According to the Bank, the studies component was intend-
ed to generate policy options, enterprise and subsector level restructuring programs and other
measures for achieving the Government’s medium-term industrial adjustment objectives.

Starting from 1987, policy attention shifted to reforms of state-owned enterprises (SOEs), which
included state-owned manufacturing enterprises. The State-Owned Enterprise Reform Program,
which was formally launched in 1988, was aimed at giving commercial orientation to the state-
owned enterprises so that they would operate without subsidies and would contribute to govern-
ment revenue. According to the World Bank (1992), the ultimate objective of the reforms, howev-
er, was to reduce the size of the sector though privatization. Thus, in addition to the policy to
discourage active direct state support to the sector that began in 1983, the policy of removing
the state participation in the sector had begun. Although the privatization program had a slow
start largely because of limited commitment on the part of the government15 at the initial stage, it
was accelerated in the 1990s.

However, to promote micro, small and medium-scale enterprises, Ghana Regional Appropriate
Technology Industrial Service (GRATIS) Foundation was established in 1987. Also, as part of the
implementation of the Program of Action to Mitigate the Social Costs of Adjustment (PAMSCAD)
in various sectors, the government secured ¢50 million to be used as loans to small-scale indige-
nous manufactures and food processors starting from 1989.

'“See the P.N.D.C. Budget Statement and Economic Policy for 1985, Page 32, ANNEX TABLE VI.

5 For instance, W. A. Adda writes: “The initial list of 32 enterprises identified as candidates for privatization included a large
number of companies which were distinctly unattractive and unsaleable. In the outturn, nearly two-thirds were eventually
liquidated. This particular list invited criticism to the effect that government was not serious in its commitment to privatiza-
tion.”
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2.6 Industrialization Attempts under the Fourth Republic, 1993 till Present

Opposition to the PNDC grew at the turn of the decade despite increase in the rate of economic
growth. This was partly because the implementation of the ERP resulted in the removal of many
social support programs, which caused a lot of economic hardships to the average Ghanaian.
This, combined with pressure from the Western donors, forced the PNDC to institute democratic
reforms. On 28th April 1992, the Fourth Republican Constitution, which had been written by a
258-member Consultative Assembly, was approved in a referendum. After permitting the
formation of political parties by the PNDC government on 18th May 1992, presidential and
parliamentary elections were held on 3rd November and 29th December 1992 respectively. Jerry
John Rawlings, the Chairman of PNDC, who stood on the ticket of the National Democratic
Congress (NDC) as a civilian, won the presidential elections. His NDC party also won majority
seats in Parliament. Mr. Rawlings was inaugurated on 7th January 1993 as the first President
under the Fourth Repubilic.

2.6.1 The First NDC Government Led by President Rawlings, 1993-2000

When the NDC government came to power, it followed the same policies on manufacturing as the
PNDC government. The thinking continued to be that targeted government policy support to the
manufacturing sector or direct state involvement in the industrialization process was
unnecessary, since competition among private sector entities in the market economy after the
completion of the privatization program would bring efficiency to the sector, which would
stimulate it to achieve faster growth, a self-generating growth, as far as the government
continued to create the enabling environment like the provision of law and order, the development
of infrastructural facilities, etc.

Table 4: 1994 NDPF’s* Sectoral GDP Distribution Targets for Year 2020

Sector Projected Growth Share of GDP (%)

Rate** (%) 1992 2020

Agriculture 3.9 49 16

Industry 11.6 16 41
Of which Manufac. - 8.7 25

Services 8.9 35 43
GDP 8.5 100 100

*National Developmeﬁt Policy Framework
**Projected average growth rate from 1995-2020

Source: Adapted from 1994 National Development Policy Framework, Page 37

In fact, in 1994, this development philosophy of the IMF/World Bank made the government
believe that manufacturing sector share in GDP would increase from 8.7% in 1992 to 25% in year
2020, which would induce the industrial sector share to increase from 16% in 1992 to 41% in
2020 as shown in Table 4.

The privatization program was intensified starting from 1994. To help the government accelerate
its implementation, the World Bank approved for Ghana Private Sector Adjustment Credit (PSAC)
in the amount of US$70 million on July 25, 1995. Also, on June 11, 1996, the Bank approved for
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Ghana, a US$25.15 million facility under the Bank’s Public Enterprise and Privatization Technical
Assistance Project to enable the government to handle increasingly sophisticated privatization
transactions.

In 1995, the government passed the Free Trade Zones Act (Act 504) to establish Free Zones in
Ghana. According to the government, the Free Zones program is aimed, among other things, at
promoting processing and manufacturing of goods for exports through the establishment of
Export Processing Zones (EPZs). Even though the whole country is considered to be a Free
Trade Zone, in 1998, the World Bank lent to Ghana an amount of US$52.4 million to help the
government finance the development of a Free Zone Enclave at Tema, and to support a number
of reforms at key Ghanaian institutions to improve their services to foreign investors (World Bank,
2013). To encourage foreign investors, the Act, which also established the Free Zones Board,
exempts enterprises granted licenses under the Act from the payment of income tax on profits for
the first ten years from the date of commencement of operations. Income tax rate after ten years
is required not to exceed a maximum of 8 percent for firms in the Free Zone. The Act also
exempts shareholders from the payment of withholding taxes on dividends arising out of Free
Zone investments. Enterprises in the Free Zone are also granted 100% exemption from the
payment of direct and indirect duties and levies on all imports for production. Also, like other
exporters apart from cocoa farmers, companies in the Free Zones do not pay export duties.
Furthermore, there are no conditions or restrictions on repatriation of dividends or net profit and
other foreign transfers by investors in the Free Zone. Now, if these incentives are aimed at
industrialization, why is it that manufacturing firms that mainly produce to serve the domestic
market are not granted similar incentives? Is it not the case that if even these firms do not
generate foreign exchange, they save the country foreign exchange by substituting for imports?

In January 1995, the government presented to Parliament a medium-term development program
called Ghana Vision 2020 (The First Step: 1996-2000). This document represented the first step
to be taken in the first 5-year period, 1996-2000, in the country’s journey towards Ghana'’s vision
in year 2020 as contained in the 1994 National Development Policy Framework (NDPF), Volume
1 Long-term Development Objectives. Real GDP growth, which was projected to average 7.8%
from 1996 to 2000, was to be driven mainly by industrial sector growth, with the manufacturing
subsector projected to grow at an average rate of 9% during the period. The government’s
manufacturing sector policy measures as contained in the document were: the provision of
extension services to the manufacturing sector; encouragement of technology transfer;
establishment of industrial estates; encouragement of industrial research; and prevention of
environmental degradation by manufacturing industry.

From 1995 to 2000, the government sought for credit facilities from the IMF, termed Enhanced
Structural Adjustment Facilities (ESAFs). The government was therefore required to implement a
series of ESAF-supported programs from 1995 to 2000. Interestingly, the ESAF-supported
programs differed in many ways from the Vision 2020 document. As an example, while the
1995-97 ESAF-supported program projected real GDP growth to increase to 5.5% by the end of
1997 and to 6% by the end of 2000, driven mostly by growths in the service and mining sectors,
the Vision 2020 (the First Step: 1996-2000) document projected real GDP growth to increase to
7.2% by the end of 1997 and to 8.8% by the end of 2000, driven mostly by industrial sector
growth!®

'®This shows that the Rawlings-led NDC government, like other Ghanaian governments, was yearning for an industrialized
economy at a fast rate, while IMF and World Bank saw things differently.
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Also, while the 1995-97 ESAF-supported program sought to reduce the reliance on direct taxes
in favor of indirect taxes as direct taxes were seen by the ESAF- supported program to be
distortionary, the Vision 2020 on the other hand sought to reduce the reliance on indirect taxes
as, according to the Vision 2020, indirect taxes tend to be regressive and reduce production. In
fact, there were many other stark differences and contradictions between the two sets of
economic programs!’ Therefore, these two sets of programs could not have been implemented
at the same time. The Vision 2020 (the First Step: 1996-2000) development program became the
casualty, as it was left unimplemented. Since, having entered into credit agreement with the IMF,
the government had no choice but to implement the ESAF-supported programs.

2.6.2 The First NPP Government Led by President Kufuor, 2001 — 2008

The 2000 presidential and parliamentary elections were won by the New Patriotic Party (NPP).
Therefore, Mr. J. A. Kufuor who was the presidential candidate of the NPP was sworn in as the
President of Ghana on 7th January 2001. Upon taking office, the new government faced the
challenge of reduced economic growth and a high degree of macroeconomic instability caused
by high fiscal deficits and a severe terms of trade shock that began in the second half of 1999
and continued throughout 2000.

Like the previous government, when the NPP government took over power, it placed a lot of
emphasis on ensuring private-sector led growth. It continued the privatization program that was
considered by the Bretton Woods institutions as a vital means to strengthen the private sector. To
show its commitment to the development of the private sector, the Ministry of Private Sector
Development (PSD) was established.

The new government, however, showed interest in playing a more active role in promoting
industrialization using targeted policies. In August 2001, the President launched a number of
policy initiatives, termed the Presidential Special Initiatives, to promote processing of cassava
into starch (the Integrated Action Program for Cassava Starch Production and Export), and to
expand manufacturing of garment and textiles in Ghana for exports (the Export Action Program
for Garments and Textiles in Ghana). The Initiatives were later expanded to cover salt and oll
palm.

In the Coordinated Program for the Economic and Social Development of Ghana (2003-2012),
which the government prepared and submitted to Parliament in 2002, it was stated: “We intend
to transform the economy through rapid industrialization”. To achieve this, the government
planned to rely on agro-based industrial development and the development of Information and
Communication technology as the two main strategic pillars. Industrialization through agro-
based industrial development meant that agricultural and industrialization policies were tied
together. Therefore, in the Coordinated Program, the government planned to increase land under
cultivation by 100% by year 2012, while land under irrigation was to be increased by at least
500% to enable all year round cultivation, leading to increased harvest of raw materials to feed
agro-processing centers. According to the Consolidated Program, 2003-2012, agriculture was to
be modernized, with commercial agriculture and low-cost agricultural financing encouraged to
support the agro-processing industry.

" For more discussion on this, see IFS’ upcoming book on Ghana’s macroeconomic management since independence.
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The government instituted a number of measures to increase the percentage of value added
products. These were: development of processing chains across the country and for targeted
products, including the wastes generated in the processing chain; expanding the markets (local
and foreign) for the products; encouragement of specialization in the chain; promotion of
research and development (production, marketing, standards) through pilot plants; restructuring
of distressed companies in the private sector/targeted areas that would increase percentage of
value added; promotion of start-ups in critical opportunity gap areas; and the making of
deliberate efforts to assist private sector in critical opportunity gap areas. The government also
planned to provide targeted incentives to the agro-processing industry. These included
downward revision of tariffs on imports and priority areas, and the provision of tax rebates, grants,
and reduced interest rates on inventories. Also, to support the agro-based industrial
development, the government planned to develop specific infrastructure, including warehousing
and inventory development, haulage, distribution outlets, port facilities, facilities in encouraged
special clustering of industries, reliable energy, etc.

As a consequence, agricultural products and processing was projected to grow at 9-10% in the
short term. The overall real GDP growth rate was projected to be driven by the two pillars of
growth to increase from the then prevailing 4-5% to 7-10% in the medium term, and 11-15% in the
long term.

In addition to the Coordinated Program, Ghana Poverty Reduction Strategy, 2003-2005 (GPRS 1),
a medium-term development program, was completed in early 2003. GPRS 1 was Ghana’s first
Poverty Reduction Strategy Paper'®(PRSP), a strategic document that the IMF required qualifying
poor countries to prepare under their guidance and with the participation of civil society and other
development partners before the Fund’s Poverty Reduction and Growth Facilities (PRGF) would
be approved. Also, the preparation and implementation of the GPRS 1 were among the conditions
required by the IMF and the World Bank to trigger the completion point of the Enhanced HIPC
Initiative the NPP government signed on to when it took office.

GPRS 1 differed from the Consolidated Program in many ways. For instance, while the
Consolidated Program projected real GDP growth to increase to 7-10% in the medium term,
driven by agro-based industrial development and ICT as has already been discussed, the GPRS
1 projected real GDP growth to be only 5% in the medium term, with agriculture, industry and
services projected to grow at average rates of 4.8%, 5.1% and 5.1%% respectively. Rather than
aiming at an ambitious industrialization drive to accelerate real GDP growth, the overall goal of
the GPRS 1 was poverty reduction. In fact, GPRS 1 placed greater emphasis on achieving
macroeconomic stability as a means of policy reduction than on economic growth. For this
reason, growth of the manufacturing sector was aimed, largely, at poverty reduction and not
necessarily to make industries dominate the Ghanaian economy (industrialization). For example,
on Page 71 of the GPRS 1 document, it is written:

'® The IMF switched to Poverty Reduction Strategy Papers, which were prepared in participatory processes and under their
guidance, largely because in the late 1990s international NGOs heavily criticized it (the IMF) for condemning poor countries
to poverty by imposing on them Enhanced Structural Adjustment Facility (ESAF)- supported programs. According to the IMF,
discussions on the policies underlying PRGF-supported programs are more open than in the case of other Fund arrange-
ments (IMF, July 31, 2009).
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“While support for large-scale industrial producers is importan such efforts must be
complemented by measures that enhance the productive capacity of small-scale producers.
This will have a more direct impact on poverty inasmuch as the majority of small-scale producers
are poor. The National Board for Small-Scale Industries (NBSSI) is charged with the responsibility
of formulating, developing and implementing a national program that is aimed at accelerating the
growth of small-scale industries. The objective of the NBSSI is to contribute to new business
creation in order to alleviate poverty through the increased output of small-scale enterprises.”

19
t J

Therefore, even though GPRS 1 incorporated some strategies on agro-processing, they largely
aimed at poverty reduction as they targeted the poor and were thus not as ambitious as those
articulated by the Consolidated Program. Providing processing equipment to micro and small-
scale producers,; establishing small enterprise zones in profitable locations; and providing rural
communities with three-phase electric power supplies were the strategies of GPRS 1 on agro-
processing.

It is interesting to note that despite its lofty policy goal of accelerating economic growth through
agro-based industrial development and ICT, the Consolidated Program was not implemented.
Annual budget statements made references to and thus implemented only the GPRS 1. Indeed,
the Coordinated Program suffered a worse fate than the Ghana Vision 2020, as it was completely
ignored. Lindsay Whitfield (2009) expresses this as follows:

“The Coordinated Program is quite different from the GPRS text. However, this Program is
never mentioned in public statements or donor documents, and one would be excused for
not knowing that it even existed. The GPRS, on the other hand, is referred to consistently in
donor documents and much official government discourses.”

The government’s failure to implement the Coordinated Program was due to the fact that it was
unable to get the Bretton Woods institutions to buy into the Program’s aggressive push for
economic growth and development though agro-based industrial revolution and ICT, as the
donors were merely interested in simple strategies for poverty alleviation and thus only promoted
the GPRS 1, their brainchild. Therefore, the government was unsuccessful in adopting its early
conceived strategic approach to development as quoted below:

“Mr. Speaker, we intend to design our own strategy for growth and then invite our
development partners to buy into our vision and help us realize our goals” (Paragraph 14,
2001 Budget Statement).

Clearly, donor conceived and promoted development programs pushed down the throat of the
country as conditions for their support is killing domestic development initiatives.

With the implementation of GPRS 1 getting to a close by the end on 2005, a new medium-term
development program/strategy was needed. This time, the NPP government, which was sworn
into office again in January 2005 after winning the December 2004 elections, did not prepare a
completely home-made development program. Therefore, Growth and Poverty Reduction
Strategy (GPRS 1) (2006-2009), which was the second IMF and World Bank required Poverty
Reduction Strategy Paper, and whose preparation was completed in November 2005, was
submitted to Parliament for approval to satisfy the constitutional requirement that presidents must

" Apart from a general policy to encourage R&D in the industrial sector through planned establishment of an R&D fund, no
significant direct incentive package was accorded large-scale industrial producers by GPRS 1.
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submit to Parliament for approval a coordinated program of economic and social development
policies within two years after assuming office.

Because by the end of 2005 the government believed that much economic stability had been
achieved, it shifted emphasis to accelerating economic growth as a means of poverty alleviation.
However, putting another nail in the coffin of the Consolidated Program, 2003-2012, GPRS I
pursued agriculture-led growth strategy. In fact, according to GPRS I, the time was not yet ripe
for the implementation of the accelerated growth program led by agro-based industrial
development, which the Consolidated Program, 2003-2012 had called for back in 2003 as we
saw earlier. GPRS Il argued: “Thus in the next few years the growth of the economy is planned to
be led by the agricultural sector, which will provide the necessary input for a vibrant
agro-processing industrial sector in the medium to long term” (GPRS Il, Page 23).

Nevertheless, GPRS Il also incorporated some of the strategies on agro-processing. However,
they were again aimed at poverty alleviation and were thus not ambitious enough, as they largely
targeted small-scale processors. The strategies of GPRS Il on agro-processing were as follows:
promoting the use of standardized packaging materials and institutionalizing the use of weights
and measures; facilitating the establishment of small-scale agro-processing industries for
exports; and promoting the establishment of small-scale fish processing industries. It is important
to point out that the focusing of the government’s industrialization policies and programs largely
on poverty alleviation by the GPRS | and Il resulted in only limited success?® compared to what
were envisioned under the President's Special Initiatives and the Consolidated Program,
2003-2012. For instance, on the President’s Special Initiative on oil palm, Asante (2012) writes: “In
the formulation stage, massive disagreements between the oil-palm business elite and political
elites over the NPP government’s decision to employ a pro-poor model to finance and expand
the industry in favor of small holder farmers led to a falling away of important strategic private
sector stakeholders. ....... The initiative slowly grounded to a halt”. In fact, the government’s
ambitious industrialization programs that fell outside the focus area of poverty alleviation suffered
serious financing difficulties.

2.6.3 The Return of the NDC under Presidents Mills and Mahama, 2009 — 2016
2.6.3.1 President Mills Years, 2009 — 2012

Having won the December 2008 general elections, Professor John Atta Mills of the NDC was
sworn into office on January 7, 2009 as the President of Ghana. The new government was
confronted with the problem of a high degree of macroeconomic instability caused by a fiscal
overrun in 2008, and external shocks due to the 2007/2008 global financial and food crises.

Even though the previous government announced in 2007 that it had weaned Ghana from
financial support of the Bretton Woods institutions, to help address the macroeconomic instability,
the new government approached the IMF for a three-year development assistance under the
Fund’s Extended Credit Facility (ECF). The ECF was created under the Poverty Reduction and
Growth Trust (PRGT) as part of a broader reform to make the Fund’s financial support more

* The establishment of the Ayensu Starch Factory in 2002, producing starch for the export market was among the limited
success stories of President Kufuor’s industrialization programs. Even this factory cannot be said to have a complete
success story, since its operations continue to be crippled by lack of adequate raw materials supply.
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flexible and better tailored to the diverse needs of low-income countries, including times of crisis
(IMF, March 2016). Flexibility here included the fact that, compared with the Poverty Reduction
Strategies, the IMF permitted the anchoring medium-term strategies for the ECF to reflect more
borrowers’ own development aspirations. In fact, according to the IMF, ECF-supported programs
are based on countries’ own development strategies. However, qualifying countries’ strategies
should aim at poverty alleviation or in the words of the IMF ‘aim to safeguard social objectives’,
implying that under the ECF, the IMF still seeks to influence the strategic direction of the
anchoring medium-term strategies.

In 2009, the ECF-supported program was based on GPRS Il, since 2009 represented its last year
of implementation. To continue to meet the requirement of the ECF a new development strategy
was therefore needed starting from 2010. Consequently, in 2010, the government launched a new
medium-term development strategy called Ghana Shared Growth and Development Agenda,
2010 — 2013 (GSGDA ). According to the government, GSGDA | sought to address the
challenges and setbacks of the immediate past. It was also programmed to accelerate
employment creation and income generation for poverty reduction and shared growth. This was
to be achieved by ensuring both macroeconomic stability and increasing the rate of economic
growth.

Even though GSGDA | saw strong manufacturing sector and thus industrialization to be of crucial
importance, it considered that providing the enabling environment for the private sector was what
was needed to induce the manufacturing sector to expand. Thus, the burden of industrialization
was laid at the doorsteps of the private sector, with the government only providing the general
enabling environment such as infrastructural development, favorable macroeconomic
environment, well-functioning public sector, reformed financial sector, etc. to stimulate the private
sector to drive the industrialization process. For instance, describing the strategic direction and
priorities of the government, it was stated on Page 5 of the GSGDA | document as follow:

“In the medium-term, the strategic direction will be to lay the foundation for the structural
transformation of the economy within the decade ending 2020, through industrialization
especially manufacturing, based on modernized agriculture and sustainable exploitation of
Ghana's natural resources, particularly minerals, oil and gas. The process will be
underpinned by rapid infrastructure and human development as well as the application of
science, technology and innovation.

In this regard, expenditure will be prioritized in favor of policies, programs and projects in the
following areas:

1. Agriculture

2. Infrastructure (including transport, energy, housing, etc.)

3. Water and sanitation

4. Health

5. Education (including ICT, Science, Technology and Innovation).”

Thus, to achieve structural transformation through industrialization, GSGDA | did not call for
direct government engagement/investment in the manufacturing sector or the provision of
targeted incentive package to directly drive the industrialization process. Rather, industrialization
was to be driven, indirectly, by strategic investments in agriculture, infrastructure, human capital
(Health and Education), and water and sanitation. The indirect approach taken by GSGDA | to its
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industrialization objective can again be seen by the fact that manufacturing was excluded from
its thematic or priority areas, which were: Accelerating Agricultural Modernization; Developing Oil
and Gas Industry; Developing Critical infrastructure; Sustaining Natural Resource Management
and Environment; Enhancing the Competitiveness of the Private Sector; and Human Resource
Development. Clearly, GSGDA | bore the hallmarks of the Bretton Woods institutions as it followed
the same indirect approach to the development of the manufacturing sector as the Economic
Recovery Programs of the 1980s, Enhanced Structural Adjustment Programs of the 1990s, and
the Poverty Reduction Strategies of the 2000s. It is important to point out that for the purpose of
poverty alleviation and job creation, the policy to provide direct support to micro, small and
medium scale enterprises, including the manufacturing/food processing ones, particularly
through the National Board for Small Scale Industries (NBSSI), GRATIS Foundation, and the Rural
Enterprise Program (REP), was continued under GDSD 1.

Real GDP growth rate was projected to average 9.2% from 2010 to 2013. Even though this was
to be driven mainly by projected average industrial sector growth rate of 15.7% during the period,
the industrial sector growth was in turn projected to be driven by the oil sector, which was
expected to come on board in 2010 and whose growth rate was projected to average 63.6%
during the period. The manufacturing sector growth was projected to average 5.0% during the
period.

2.6.3.2 President Mahama Years, 2013-2016

Having won the December 2012 general elections, the presidential candidate of the NDC, the
former Vice President, John Dramani Mahama, who had taken office as the substantive President
following the death of President Mills on 24th July 2012, was sworn in as President on 7th January
2013 to begin his own four-year term. Even though 2012 again saw a fiscal overrun due to
overspending caused by the general elections, the macroeconomic environment was stable
when the new government was sworn into office. However, from the last quarter of 2013, the
macroeconomic environment began to be unstable as inflation rate, the exchange rate, etc.
began to increase at high rates.

In 2013, the government continued the implementation of GSGDA |. However, 2014 saw the
completion of two development programs: a long-term development program, the Coordinated
Program of Economic and Social Development Policies (2014-2020), and a medium-term
development program, Ghana Shared Growth and Development Agenda Il (GSGDA 1l), 2014-
2017.

Industrialization under the Coordinated Program, 2014-2020

According to the President, the Coordinated Program, 2014-2020 was prepared to fulfill his
obligation under Article 36, Section 5, of the 1992 Constitution. Like the Kufuor government, the
Mahama government articulated ambitious programs aimed at transforming the economy
through industrialization in the Coordinated Program. The strategic direction for the medium term,
according to the Consolidated Program, 2014-2020, was to leverage the country’s natural
resource endowment, agriculture potential and the large human resources base for accelerated
socio-economic transformation through value addition.
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Itis important to emphasize that unlike GSGDA |, areas selected to receive the President’s priority
initiatives in the medium term under the Consolidated Program, 2014-2020 included industrial
development. On industrial development, special attention was to be given to light
manufacturing. Light manufacturing, which was defined by the Consolidated Program,
2014-2020 to include food and agro-industries, wood processing and furniture, building and
construction industry, metallurgical industries, packaging industries, textiles and garments, and
engineering ndustries (including electrical and electronics), was to trigger a new development
trajectory for industrial growth. Light manufacturing was to be tied to agriculture and the entire
value-chain.

To promote light manufacturing, government policy interventions in the medium term, according
to the Consolidated Program, included the provision of adequate protection against unfair
competition from subsidized and substandard imports including dumping; development of the
links from the primary sources of raw materials to the industry value addition stages; identification
of critical constraints and gaps in the value-chain to know the key areas of government
intervention that would catalyze the raw materials source-industry linkage; and the provision of
support to the development of a strong and reliable raw material base for industrial development,
especially agro-processing. Specific priority projects/programs the government planned to
initiate included the development of Integrated Aluminum Industry involving the rehabilitation of
VALCO as part of upstream and downstream integration of the aluminum industry, including
alumina production to create about three million jobs in 10 years; the establishment of Industrial
Development Fund (IDF) to support the indigenous manufacturing sector by directly funding
agro-processing and light manufacturing firms; and the development of Machine Tool Industry to
be linked with key centers like Suame Magazine in Kumasi to develop the local capacity to
manufacture key industrial parts to support Ghanaian industries, replace some imports and for
exports. Also, according to the Consolidated Program, 2014-2020, manufacturing was to be
boosted by the development of industrial estates initiatives under the China Development Bank
(CDB) loan facility, which had been signed by the Mills administration and which was awaiting
disbursements.

Real GDP was projected to grow at an average rate of 10.0% in the medium term inclusive of oil,
and 8.9% exclusive of oil. This was to be led by average industrial sector growth rate of 12.9%,
with agriculture and services projected to record average growth rates of 5.8% and 9.4%
respectively in the medium term. The industrial sector growth was to be driven by manufacturing
(agro-processing, wood processing and products, alumina production, and processing of other
mineral resources) and oil and gas subsectors.

Industrialization under GSGDA 1l

According to the government, GSGDA Il provided the operational framework of the President’s
Coordinated Program, 2014-2020 in the medium term. It is important to point out that even though
the Extended Credit Facility of the IMF signed by the Mills government expired in 2012, the new
government entered into discussion with the IMF in 2014 for a new facility. A three- year
arrangement under the Extended Credit Facility (ECF) (2015-2017) was approved for Ghana by
the Executive Board of the IMF on April 3, 2015. Therefore, GSGDA Il also served as the anchor
for the new ECF (IMF, 2015). Generally, it also served as the platform for donor coordination,
according to the government. For this reason, unlike the Coordinated Program, 2014-2020,
GSGDA Il was not without donor influence.
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Even though the stated medium-term strategic direction of GSGDA Il was the same as that of the
Coordinated Program, 2014-2020, GSGDA |l did not treat industrial development as one of its
major priority or thematic areas. The priority areas of GSGDA Il were: Ensuring Macroeconomic
Stability; Enhancing Competitiveness of Ghana’s Private Sector; Accelerated Agriculture
Modernization and Sustainable Natural Resource Management; Oil and Gas Development;
Infrastructure and Human Settlements Development; Human Development, Productivity and
Employment (Decent Work); and Transparent, Responsive and Accountable Government. Like
GSGDA | and GPRS I, GSGDA Il treated Industrial Development merely as one of the
policies/strategies needed to ensure Private Sector Competitiveness (the rest of the strategies
were: Private Sector Development; Good Corporate Governance; Growth and Development of
Micro, Small and Medium Scale Industries (MSMEs); Tourism Industry Development; and
Creative Arts Industry Development). A number of questions come to mind here. First, if
agricultural modernization and development, and the development of oil and gas industry are
separately treated as major priority areas (of course they deserve to be treated so), why can't
industrial (manufacturing) development, the source of economic prosperity in modern times, be
treated as a major priority area, instead of treating the manufacturing sector as a mere subtheme
and thus putting it in the same plane with sectors like creative arts industry and tourism. Second,
shouldn’t private sector competitiveness rather be treated as a means to ensuring industrial
development, instead of treating industrial development as a policy/strategy needed to ensure
private sector competitiveness? Third, why should private sector competitiveness be treated as
if it is an end in itself, instead of it being considered as a means to strengthening the real sector,
particularly manufacturing? Fourth, if the private sector is not competitive to begin with, how can
industries develop, given that public sector engagement in the manufacturing sector has been
discouraged since the 1980s? After all, the country was made to understand in the 1980s and
90s that privatization of state-owned enterprises was needed to make the private sector more
competitive in order to stimulate industrial growth.

Unlike GPRS | and Il that omitted most of the ambitious industrialization programs articulated by
the Kufuor government in the Consolidated Program, 2003-2012, GSGDA Il incorporated most of
the ambitious medium-term policies and strategies on manufacturing/agro-processing contained
in the Coordinated Program, 2014-2020. Yet, ironically, the manufacturing subsector, which had
grown at an average rate of 8.9% from 2010 to 2012, was projected by GSGDA Il to grow at an
average rate of only 6.4% from 2014 to 2017, the lowest projected average medium-term growth
rate in the industrial sector , apart from water and sewerage. Comparatively, mining and
quarrying, electricity, and construction subsectors were projected to grow at much higher
average rates of 21.9%, 13.1% and 10% respectively during the same period. What explains this
level of pessimism by GSGDA Il with respect to the manufacturing sector growth from 2014 to
2017 even though it incorporated the ambitious manufacturing sector policies, strategies and
initiatives of the Consolidated Program? Perhaps, the technical personnel who prepared the
GSGDA Il document and did the projections believed that the manufacturing sector policies,
strategies, and initiatives they incorporated were not going to be implemented in practice, but
they had to include them anyway in the document in order to appease the President who had
already proclaimed his aggressive industrialization policy. Indeed, apart from a few steps the
government took such as reviving the Komenda Sugar Factory,?' most of the articulated
industrialization policies, strategies and initiatives were not implemented in practice.

' Even after President Mahama commissioned it in May 2016 and asserted that it had the potential to create 7,000 direct and
indirect jobs, the Komenda Sugar Factory has been shut down since June 2016 as there are no raw materials to feed it.
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2.6.4 The Present Government Led by President Akufo-Addo

The November 2016 parliamentary and presidential elections were won by the New Patriotic
Party (NPP). Therefore, Nana Addo Dankwa Akufo-Addo, the Presidential Candidate of the NPP
was sworn into office as President on 7th March 2017. Even though following the signing of the
second ECF program with the IMF in April 2015, the fiscal environment began to improve, leading
to some level of macroeconomic stability in 2015 and in the first three quarters of 2016, the fiscal
adjustment process was undermined in the last quarter of 2016 because of overspending
induced by the 2016 general elections as well poor revenue performance. Consequently, when
the Akuffo Addo government was sworn into office, the economy, whose growth rate had reduced
considerably, was again experiencing macroeconomic instability, particularly with respect to the
exchange rate of the cedi. The country’s debt stock had also almost reached unsustainable
levels.

Although it has called for financial independence of Ghana from the foreign donors, the Akuffo
Addo government continued to implement the 2015-17 ECF agreement. GSGDA Il also
continued to serve as the anchor for the facility in 2017.

In spite of the fact that it has just began the process of preparing its Consolidated Program, the
new government has publicized its industrialization policies and programs. Relative to Kufuor
and Mahama governments’ industrialization policies and programs, the industrialization policies
and programs the Akuffo Addo administration has proposed are even more ambitious. According
to the government, the rationale is to stimulate a paradigm shift from indexing Ghana’s economy
on primary products to a more robust industrial base that drive and serve as catalysts for other
sectors of the economy, with the objective of establishing strategic industries that serve as new
economic growth poles for structural transformation. The strategic industries are Industrial Salt,
Oil Palm, Machine & Machine Components, Vehicle Assembling, Petrochemicals, Integrated
Aluminum, Pharmaceuticals, Industrial Starch, Garments and Textiles, and lron and Steel. To
achieve these, the government plans to implement a number of initiatives or programs, which
include One District One Factory (1D1F), the establishment of Industrial Parks and Special
Economic Zones, and the National Industrial Revitalization Program.

The 1D1F initiative, which, according to the government, is a key component of its
transformational agenda, is designed along the lines of Kufuor government’s District
Industrialization Program. Thus, each of the 216 districts in Ghana is to get at least one medium-
to large-scale industrial enterprise, even though the government has stated that where
necessary, two or more districts may collaborate to establish one enterprise. According to the
government, the enterprises are to be established as private limited liability company or through
a public-private partnership arrangement of ratio 7:3. However, for districts that do not attract
private promoters, the government will establish the enterprises itself and divest them later. The
government plans to finance the 1D1F projects through the private promoters’ equity, private
financial institutions, local private equity companies, a $2 billion financing scheme from China
through the Association of Ghana Industries (AGl), and a credit facility from Indian EXIM Bank.

On the Industrial Parks and Special Economic Zones, which is termed One Region One Park
(1R1P), the government intends to establish at least One Industrial Park in each of Ghana’s 10
regions. The Parks can either be multi-sectoral or sector-specific, and will have the requisite
infrastructure and utilities. According to the government, it is in discussion with stakeholders to
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secure litigation-free lands for the project. However, as at August 2017, the Ministry of Trade and
Industry and Ghana Free Zones Board had identified the following pieces of land for the
implementation of the project:Sekondi Export Processing Zone (2,200 acres), Shama Export
Processing Zone (3,200 acres), Ashanti Technology Park (1,099 acres), and Tamale Industrial
Part (63 acres). The government also stated in August 2017 that two strategic investors had
expressed their interests to partake in the development of the Industrial Parks, and their
applications were under review.

According to the government, the National Industrial Revitalization Program is aimed at creating
a quick disbursing Stimulus Fund of up to US$200 million for industries; revamping distressed but
viable companies; providing technical assistance to industries; providing business development
services; and helping industries to have access to market. In August 2017, the government
stated that 302 companies had expressed their interests in the incentive package.

These initiatives, the Akuffo Addo government argues, will not only stimulate the value chains
within the 10 strategic industries, but they will also help transform Ghana’s economy from
import-led to export-driven paradigm, improve contributions to GDP from manufacturing,
agriculture and other linked industries, change raw material exports to semi-finished and finished
goods exports, and create employment opportunities for both skilled and unskilled labor.

The question that arises here is, will the ambitious industrialization policies and programs of the
Akuffo Ado government suffer the same fate as those of the previous governments? Let us read
further to see what should be done in order to ensure long terms success with respect to the
country’s manufacturing sector.
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Box 1: A Short Account of the industrialization Process of South Korea

South Korea began an aggressive industrialization drive when General Park Chung Hee overthrew the elected Prime Minister Chang
Myon in 1961. Even though there was a very high level of poverty when General Park took over, Syngman Rhee administration had
built a good amount of socioeconomic infrastructure in the 1950s, which included primary and secondary schools, modern roads, and
modern communications network using foreign aid from the United States of America. Park’s government, which ruled South Korea for
about 18 years from 1961 to 1979, benefited a lot from these infrastructure when it embarked upon the industrialization drive. Due to
the high levels of poverty, savings were very low making it difficult to finance the massive investment needed for the industrialization
drive. South Korea therefore relied heavily on foreign loans, accumulating large debt (unlike Singapore that relied mainly on FDIs).
Over time, the government encouraged domestic savings and thus mobilized domestic capital, and determined what manufacturing
concerns should be established with these funds. Thus, although the private sector played a significant role in the industrialization
process, there was a huge direct involvement of the state, as numerous state-owned enterprises were established in the
manufacturing sector. The state also assisted a group of large private conglomerates called the Chaebol to drive the industrialization
process. The chaebol were largely former feudalistic land owners who were transformed into industrial capitalists after they had been
compensated for their lands during the land reforms of the 1950s. A Country Study on South Korea by Savada and Shaw (1990) for
the US Library of Congress puts this as follows:

“The Park administration decided that the central government must play the key role in economic development because no other
South Korean institution had the capacity or resources to direct such drastic change in a short time. The resulting economic system
incorporated elements of both state capitalism and free enterprise. The economy was dominated by a group of chaebol, large private
conglomerates, and also was supported by a significant number of public corporations in such areas as iron and steel, utilities,
communications, fertilizers, chemicals, and other heavy industries. The government guided private industry through a series of export
and production targets utilizing the control of credit, informal means of pressure and persuasion, and traditional monetary and fiscal
policies.”

Karimov (2013) argues that there was considerable institutional policy learning in South Korea and collaboration with Japan, and
rejection of conventional Western policies. According to Karimov, in 1960-1970, South Korea showed a great deal of policy
intervention by tightly controlling foreign direct investment (FDI) and protecting local industries by banning imports of many consumer
goods and raw materials that could be produced locally. It is important to point out that agricultural development in South Korea
considerably facilitated the industrialization process. Like Taiwan, Agricultural development on its part was facilitated by the land
reforms in the 1950s, which transferred land ownership from feudalistic or absentee landlords to tenant- farmers, creating a fair system
of land ownership and the condition needed to boost agriculture.

The industrial/economic development of South Korea was based on a series of 5-year development plans from 1962 to 1996. The First
5-Year Economic Development Plan (1962-66) aimed at building self-reliant industrial structure. Therefore, areas like electrification,
fertilizers, oil refining, synthetic fibers, and cement were emphasized. The Second Five-Year Economic Development Plan (1967-71)
emphasized industrial modernization and the development of import substitution industries. These included steel, machinery, and
chemical industries. The Third 5-Year Economic Development Plan (1972-1976), which was referred to as the Heavy Chemical
Industrialization Plan (HCI Plan) or the “Big Push”, put in place export oriented structure by promoting heavy and chemical industries,
particularly iron and steel, transport machinery, household electronics, shipbuilding, and petrochemicals. To reduce or even eliminate
the reliance on foreign investment, the government borrowed heavily from foreign countries to finance the Plan. The Fourth 5-Year
Economic Development Plan (1977-1981) aimed at developing industries to effectively compete in the international industrial export
market. Therefore, technology- and skilled labor-intensive industries, including machinery, electronics, chemicals and shipbuilding
were emphasized. Although the implementation period of the Fourth Plan saw political turmoil, including the assassination of General
Park in 1979, a declaration of martial law following student demonstrations, leading to the killing of about 200 people in the city of
Gwangju etc., in 1981 heavy and chemicals industries grew by 51.8%. The Fifth 5-Year Economic and Social Development Plan
(1982-1986), prepared under a new government, led by Chun Doo-whan, who seized power in 1980 following the assassination of
General Park and who was elected to serve a seven-year term beginning in 1981, sought to shift the emphasis away from heavy and
chemical industries to technology-intensive industries such as precision machinery, electronics, etc. largely for the export markets.
The Sixth (1987- 1991) and the Seventh (1992-1996) 5-Year Economic and Social Development Plans continued along the lines of the
Fifth 5- Year Plan. In the Seventh 5-Year Plan, technology fields such as microelectronics, bioengineering, fine chemicals, optics, and
aerospace were emphasized.
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3. The Performance of Ghana’s Manufacturing Sector in the Face of
the Industrialization Policies and Programs.

It is important to first emphasize that the policy of liberalization and disengagement of the public
sector from the manufacturing sector pursued by the various governments since 1983 under the
auspices of the Bretton Woods institutions has resulted in a drastic decline in the state
participation in manufacturing. As Table 5 shows, 20 years after the beginning of the liberalization
reforms, the share of the number of employees engaged in state-owned and joint state/private
owned manufacturing establishments saw drastic declines from 28.1% and 23.6% in 1982 to only
1.2% and 4.1% in 2003, respectively. Consequently, the share of the number of employees
engaged in fully privately-owned manufacturing concerns increased sharply from 48.3% in 1982
to a whopping 94.7% in 2003. Has this relative shift resulted in marked improvement in the
performance of Ghana’s manufacturing sector as the country was made to believe when the
liberalization and the privatization of state-owned enterprises began?

Table 5: Share of Manufacturing Employment by Type of Ownership, 1982-2003

Type of Ownership Share (%)
1982 2003
State-owned 28.1 1.2
Joint State/Privately Owned 23.6 4.1
Privately Owned 48.3 94.7
Total 100 100

Sources: Ghana Statistical Service, 2003 National Industrial Census, Table 4.15; World Bank, Table 16,
Ghana Industrial Performance and Recovery (September 30, 1985)

3.1 The Growth Performance

Generally, the growth performance of Ghana’s manufacturing sector has been very poor. This is
illustrated by Figure 1 below. Figure 1 plots annual growth rates of real manufacturing value
added from 1958 to 2016. The dotted line, which represents the linear time trend of the growth
rate, is clearly declining. This means that, on average, the growth performance of Ghana’s
manufacturing sector has been deteriorating over time. Sadly, we can see that the trend line is
approaching zero in present times. This implies that the sector has begun to stagnate on the
average, and if the present growth trajectory of the sector is not altered, it will soon begin to
contract on average. This is clearly bad news for Ghana given that the country’s oil reserves will
soon deplete.

The behavior of the trend line, however, does not tell the whole story. The details reveal that the
sector has responded differently to different industrialization policy regimes as well as different
macroeconomic and political environments.
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FIGURE 1: GROWTH RATES OF MANUFACTURING
VALUE ADDED FROM 1958 TO 2016
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The manufacturing sector saw an impressive performance during President Nkrumah'’s post-
independence administration. We can see that in figure 1, growth rates of manufacturing value
added from 1958 to 1965 mostly stayed high above the trend line, which is itself elevated during
this period. Specifically, as can be seen from Table 6, average growth rate of real manufacturing
value added from 1958 to 1965 stood at 16.5%, the highest average growth rate of manufacturing
value added in the country’s post-independence history. This impressive performance was the
result of President Nkrumah’'s aggressive push for industrialization through direct state
involvement in the sector, rapidly establishing state-owned and joint state/private manufacturing
concerns and developing the necessary infrastructure to enhance the development of the sector,
including private sector participation in the sector as we saw in the previous section.

The growth performance of the manufacturing sector remained very strong during the NLC and
Busia years (1966-1971). However, its momentum went down. In 1966-1971, growth rates of real
manufacturing value added also mostly stayed above the trend line. Average growth rate of real
manufacturing value added stood at 11.3% during 1966-1971. The decline in the growth
momentum of the manufacturing sector during the NLC/Busia years is due to the inability of the
NLC and Busia governments to find a lasting solution to the poor financial position of the country
(fiscal and external) that started during Nkrumah’s time, aside the improvement in the first two
years, despite the adoption of austere policy measures under the guidance of the IMF and World
Bank. In fact, the external debt level of the country, which worsened, was very worrying, since so
much foreign exchange was needed to service it. Therefore, the problem of shortage of foreign
exchange worsened after the initial improvement.
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Table 6: Growth Rates of Real Manufacturing Value Added in Different Periods/Policy Regimes from
1958 to 2016

Period Interpretation of the Period Average Growth Rate of Real
Manufacturing Value Added
(%)
1958-1965 Nkrumah’s Post-Independence Era 16.5
1966-1971 NLC and Busia Years 11.3
1972-1979 SRC and SMC Years -1.9
1980-1981 Limann Years -10.5
1982 First Year of PNDC (Before the ERP) -20.5
1983-2016 The Present Era of Economic 4.4
Liberalization/Free Market
of which
1983-1992  Rawlings-Led PNDC under ERP 6.2
1993-2016  The 4™ Republic 3.6
1993-2000 Rawlings-Led NDC Years 3.6
2001-2008 Kufuor-Led NPP Years 3.7
2009-2012 Mills-Led NDC Years 6.3
2013-2016 Mahama-Led NDC Years 0.9

Data Sources: Ghana Statistical Service (Historical National Accounts Data and Various Issues of
Annual Economic Surveys in the 1960s); A Study of Contemporary Ghana Vol. 1 Edited by Birmingham et al.

This limited the ability of the country to import raw materials to feed the manufacturing industries,
and with domestic agriculture not strong enough to take up the mantle of raw materials supply,
the problem of under capacity utilization began to worsen. The manufacturing policy change
after the overthrow of Nkrumah'’s government, which led to the discontinuity of the 7-Year Plan
and the abandonment of many of the manufacturing projects that had been initiated, also
contributed to the decrease in the growth momentum of the manufacturing sector. While it is true
that the island city state of Singapore industrialized largely relying on foreign direct investment
from the private sector, South Korea industrialized through strong direct state involvement in the
manufacturing sector, while discouraging FDI inflows. However, what both countries had in
common, but Ghana did not have was sustained implementation of a uniform national industrial
policy for quite a long period of time.

The growth performance of the manufacturing sector sharply deteriorated during the NRC/SMC
years as the sector contracted on average. In 1972-1979, average growth rate of real
manufacturing value added stood at -1.9%. In fact, the situation worsened during the two-year
reign of President Limann. In 1980-1981, real manufacturing value added contracted by as high
as 10.5. The sharp deterioration in the macroeconomic environment, including the continuous
pressure on the external balance, the acute shortage of foreign exchange to import raw materials
and spare parts for the manufacturing industries, the high macroeconomic instability reflected,
for instance, in the increase in the rate of inflation from 17.4% in January 1972 when Busia
government was overthrown to 155.4% July 1977, etc., were some of the major factors that
caused the sharp contraction of the manufacturing sector during these periods.
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Again, the manufacturing sector policy change from private-sector led back to state control and
the undoing of many of the steps taken by the NLC and Busia governments contributed
significantly to the drastic deterioration of both the macroeconomic environment and the growth
performance of the manufacturing sector. Importantly, the military personnel running the affairs of
the country during 1972-1979 did not only display lack of nation-building skills leading to the
mismanagement of the affairs of the country, administrative and political corruption also became
more rampant, which affected the macro economy and the performance of the manufacturing
sector. And as we pointed out in the previous section, the Limann government was just
overwhelmed by the economic problems and could not thus devise any tangible plan to address
them. This led to the sharp contraction of the manufacturing sector during 1980-1981.

In 1982, the first year of PNDC government led by Chairman Rawlings, the manufacturing sector
did not only continue to contract, the contraction was enormous. Real manufacturing value
added contracted by a whopping 20.5%, meaning that in just one year the country lost more than
a fifth of manufacturing value added relative to the previous year. This was the result of the
counter-productive price control system introduced during the year, which dramatically affected
manufacturing activities.

The introduction of the free market policies starting from 1983 that did away with economic
restrictions and administrative controls in the financial, external and other sectors of the
economy, which were being poorly managed, and which were thus helping to cause
macroeconomic imbalances and suppressing manufacturing activities, brought an end to the
continuous contraction of the manufacturing sector on average. During the Rawlings-led PNDC
administration under the Economic Recovery Program (1983-1992), real manufacturing value
added grew by 6.2%. Even excluding 1983 when the country had not recovered from the past
economic turbulence and also when the country experienced excessive drought and nation-wide
bush fires making it grow at -11.2% in that year, real manufacturing value added grew at an
average rate of 8.2% in 1984-1992. In fact, we can see in figure 1 that the growth rate of real
manufacturing value added were high above the trend line from 1984 to 1987.

However, these appreciably high growth rates were quite transient, as growth rates of
manufacturing value added since the early years of the present economic order have been quite
small, apart from 2010-2011 when the sector saw high growth rates. It can be seen from Figure 1
that since 1987 and apart from 2010 and 2011, growth rates of manufacturing value added have
clustered around the declining trend line. The sector has even witnessed four years of
contraction (negative growth rates) in the past 10 years. As we stated earlier, the sector has
begun to stagnate and if the present trajectory continues, it will begin to contract on permanent
basis. In fact, from 1983 to 2016, real manufacturing value added has grown at an average rate
of only 4.4%. This is far below the 16.5% average growth rate registered during Nkrumah'’s era
when the state actively got involved in the sector, or the 11.3% average growth rate registered
during NLC/Busia years when, even though the establishment of new state-owned manufacturing
concerns were discontinued with some of the existing ones privatized, the state actively provided
fiscal and other developmental incentives directly to the sector. Therefore, in the face of recurring
macroeconomic instability, the purely market driven manufacturing strategy pursued since 1983,
which has almost completely done away with active involvement of the state in the sector and
which has also done away with strong fiscal and financial incentive packages to the sector, is
Killing the sector slowly. How can one expect the still weak and fragile manufacturing industries
in Ghana to successfully compete with matured ones in the industrialized world without active
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and strong direct developmental assistance from the government? Is this not akin to expecting a
toddler to run as fast as a healthy adult unassisted? As we saw in Box 1 in Section 2, South Korea
succeeded in its industrialization efforts because the state directly got involved in the
manufacturing sector and also provided strong fiscal and other developmental assistance to
private manufacturing industries.

During the first NDC years led by President Rawlings (1993-2000) and the first NPP years led by
President Kufuor, average growth rate of real manufacturing value added stood at 3.6% and 3.7%
respectively. The relatively low performance of the average growth rate of real manufacturing
value added in 2001-2008, which exceeded the previous 8-year average by only 0.1%, is a
further illustration of the fact that President Kufuor was unable to implement most of his ambitious
manufacturing programs as contained in the Consolidated Program, since GPRS | and I, the
strategic documents that were actually implemented during the period, focused on poverty
alleviation rather than ambitiously growing the manufacturing sector. Of the 4 administrations that
have run the affairs of Ghana during the fourth republic in our sample space, the growth
performance of the manufacturing sector was the highest during President Mills’ years
(2009-2012). In 2009-2012, average growth rate of real manufacturing value added stood at
6.3%. This is also the highest period average growth rate of the manufacturing sector since the
Nkrumah and NLC/Busia years. The relatively high growth rate of the manufacturing sector
during this period was due to the strong macroeconomic stability achieved during the period,
reflected, for instance, in single digit inflation rates for the longest period since at least the 1960s.
In 2013-2016, the manufacturing sector put up a very poor performance. Average growth rate of
real manufacturing value added in 2013-2016 stood at only 0.9%, with 2013 and 2014 registering
negative growth rates. Even though this is the result of the severe energy crises experienced
during the period, it also reflects the non- implementation of the ambitious manufacturing sector
strategies articulated in both the 2014- 2020 Coordinated Program and the GSGDA II.

3.2 In Terms of the Sector’s Share of GDP

Let us analyze in this subsection the performance of the country’s manufacturing sector in terms
of its share of GDP, a variable that is usually used to determine the degree of industrialization of
economies. The rapid growth of real manufacturing during Nkrumah’s post-independence era
caused the share of manufacturing value added in GDP to increase sharply from 2% in 1957 to
11.2% in 1965 (see Table 7). The continuous strong growth of the sector in 1966-1971 again
caused the average share of manufacturing value added in GDP to increase to 13.1% during the
period.

However, due to the contraction of the sector experienced during the NRC/SMC and Limann
years, the average share of manufacturing value added in GDP declined to 11.4% and 6.8%
respectively. And the drastic contraction of the sector in 1982 caused manufacturing value
added as a ratio of GDP to decline to only 3.6% in that year. This represented only 27.5% of the
average ratio registered in 1966-1971. What a dramatic reversal of Ghana’s industrialization
project!!
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Table 7: Manufacturing Value Added as Ratios of GDP in Different Periods/Policy Regimes from 1957
to 2016

Period Interpretation of the Period Manufacturing Value Added
as Ratios of GDP (Aver.) (%)
1957 Year of Independence 2.0
1965 The Last Year of Nkrumah'’s Era 11.2
1966-1971 NLC and Busia Years 13.1
1972-1979 SRC and SMC Years 11.4
1980-1981 Limann Years 6.8
1982 First Year of PNDC (Before the ERP) 3.6
1983-2016 The Present Era of Economic 8.6
Liberalization/Free Market
of which
1983-1992  Rawlings-Led PNDC under ERP 8.9
1993-2016  The 4™ Republic 8.5
1993-2000 Rawlings-Led NDC Years 10.1
2001-2008 Kufuor-Led NPP Years 9.5
2009-2012 Mills-Led NDC Years 6.6
2013-2016 Mahama-Led NDC Years 4.9

Data Sources: Ghana Statistical Service (1974-2016); World Bank (Before 1974)

Although the attainment of positive average growth rates by the sector after the introduction of the
market reforms has increased the share of manufacturing value added in GDP to 8.6% as the
average for 1983-2016, this gives the country nothing to celebrate about, since this is still
significantly less than the ratio achieved as far back as 1960 (10%). Again, the positive effects of
the market reform programs have been transient, since the initial increases in the manufacturing
value added share of GDP have been disappearing. In 1993-2000% the manufacturing value
added share of GDP increased to 10.1% from 8.9% in 1983-1992. However, it decreased to 9.5%
in 2001-2008. The ratio declined to 6.6% in 2009-20122% and in 2013-20186, it declined further to
only 4.9%. One could be tempted to argue that the dramatically small average manufacturing
value added share of GDP in 2013-2016 is the result of higher GDP values in these years due to
the new oil sector. As a matter of fact, manufacturing value added as shares of non-oil GDP
averaged only 5.2% in 2013-2016.

*2The increase in the share of manufacturing value added in GDP to 10.1% as the average for 1993-2000 was not the result
of higher average growth rate of real manufacturing value added relative to average real GDP growth rate during the period.
Rather, this was the result of higher average growth rate of nominal manufacturing value added relative to average growth
rate of nominal GDP during the period. In 1993-2000, real manufacturing value added grew at an average rate of 3.6% while
real GDP grew at an average rate of 4.2%. However, while nominal manufacturing value added grew at an average rate of
32.6%, nominal GDP grew at an average rate of only 30.4% during the period. This implies that implicit deflator for the manu-
facturing sector had much higher average inflation rate than the average inflation rate of the GDP deflator during the period.

It is important to point out that the reason why the average share of manufacturing value added in GDP in 2009- 2012
declined to 6.6% despite the strong average growth of real manufacturing value added during period (6.3%) was because
real GDP registered average growth rate of 9% during the period, the highest period average growth rate of real GDP in the
country’s post-independence history.
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Let us have another look at the performance of Ghana’s manufacturing sector by comparing it to
the manufacturing sector performances of two of the Asian Tigers — South Korea and Singapore.
It should first be noted that Ghana had similar, if not better, economic fundamentals relative to
these two Asian Tigers in the early 1960s when these three countries embarked on their
industrialization drives. Table 8 shows where these countries stood in the early 1960s in terms of
four important economic fundamentals: inflation rate, gross capital formation, gross domestic
savings, and GDP per capital.

3.3 Comparison with South Korea and Singapore

Table 8: Average Values of Selected Economic Fundamentals of Ghana, South Korea and Singapore,
1960-1963

Economic Fundamental Country
Ghana South Korea Singapore
Inflation Rate, GDP Deflator (%)* 4.1 19.9 0.7
Gross Capital Formation (% of GDP) 20.1 14.0 13.9
Gross Domestic Savings (% of GDP) 13.1 3.6 0.6
GDP Per Capita (Current US$) 195 126 465

The average inflation rates are based on 1961-1963 inflation rate values
Source of Data: World Development Indicators of the World Bank

economy of Ghana outperformed the economies of these two Asian countries in the early 1960s.
While Ghana’s gross domestic savings averaged 13.1% of GDP from 1960 to 1963, gross
domestic savings of South Korea and Singapore averaged only 3.6% and 0.6% of GDP
respectively during the period. And while average gross capital formation of Ghana stood at
20.1% of GDP from 1960 to 1963, average gross capital formation of South Korea and Singapore
stood at 14.0% and 13.9% of GDP respectively during the same period. Even though Singapore’s
average per-capita GDP in 1960-1963 (US$465) was higher than that of Ghana (US$195) during
the period, Ghana’s average per-capita GDP was higher than that of South Korea (US$126)
during the same period. These imply that if the performance of manufacturing industries is
sufficiently dependent on the state of economic fundamentals at the beginning, then one could
argue in the early 1960s that, relative to these countries, Ghana would do as good, if not better,
regarding the industrialization drives of these three countries. However, confirming the previous
analyses, Ghana’s manufacturing sector has performed incredibly worse relative to these two
countries. Table 9 demonstrates this point.

Table 9: Manufacturing Value Added Share of GDP of Ghana, South Korea and Singapore, 1960-2016

Country Share of Manufacturing Value Added in GDP (%)

1960 1968 1982 2000 2016 1983-2016 (Average)
Ghana 10.0 14.2 3.6 10.1 4.6 8.6
South Korea 12.0 18.5 24.0 29.0 29.3 28.3
Sinaanore 11.2 15.9 23.1 27.7 19.6 23.9

Sources of Data: World Bank (World Development Indicators); Ghana Statistical Service
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In 1960, the size of the share of Ghana’s manufacturing value added in GDP was similar to those
of South Korea and Singapore. While Ghana’s manufacturing value added as a share of GDP
stood at 10.0% in 1960, South Korea and Singapore shares stood at 12.0% and 11.2%
respectively. And while Ghana'’s ratio increased by 4.2% to 14.2% in 1968, the ratios for South
Korea and Singapore increased by 6.5% and 4.7% to 18.5% and 15.9% respectively. In fact, the
end of 1968 marked the beginning of a dramatic divergence of Ghana’s manufacturing sector
performance from those of South Korea and Singapore. While due to macroeconomic and fiscal
problems mentioned earlier and their underlying causes, Ghana’s manufacturing value added
share of GDP saw a declining trend, reaching only 3.6% in 1982, that of South Korea continued
to cruise on, reaching 24.0% in that year. Amazingly, manufacturing value added share of GDP
of Singapore increased sharply to as high as 27.5% in 1980 before declining to 23.1% in 1982.
Although due to the removal of the poorly managed and crippling economic restrictions and
controls in Ghana by the market reform programs starting from 1983, manufacturing value added
share of GDP increased to 10.1% in 2000 (about the size of its 1960 ratio), this was still very small
compared with the ratios for South Korea and Singapore. In 2000, the share of manufacturing
value added as a ratio of GDP for South Korea and Singapore stood at as high as 29.0% and
27.7% respectively. Again, because the positive effects of Ghana’s market reforms program have
been transient, due to the elimination of government support programs to the sector while the
sector continues to be fragile, in addition to recurring macroeconomic instability, by the end of
2016 Ghana’s manufacturing value added had decreased pitifully to only 4.6%. The ratio for
South Korea continued to stay high at 29.3%. However, following the footsteps of the early
industrialized nations, Singapore has been experiencing deindustrialization and has thus been
maturing into a higher stage of economic development with increasing dominance of the service
sector (Monetary Authority of Singapore, 1998). Therefore, its manufacturing value added share
of GDP declined to 19.6% in 2016, which is still much higher compared with the incredible 4.6%
ratio registered by Ghana in 2016.

Before we bring this comparative analysis to a close, let us consider the ranking of Ghana, South
Korea and Singapore by the United Nations Industrial Development Organization (UNIDO) in
2013 in its 2016 Industrial Development Report, using the Competitive Industrial Performance
(CIP) index. The index ranks countries in terms of the state of their manufacturing development
and competiveness. In 2013, among 141 countries, South Korea and Singapore took 3rd and 7th
positions respectively and were thus in the top quintile. Their early 1960s peer, Ghana, was
ranked 119th, and was in the Bottom quintile. This provides additional evidence of the incredible
failure of Ghana'’s industrialization efforts.

4. The Effects of the Failure of Ghana’s Industrialization Efforts on the
Economy

Excessive Dependence on Primary Commodities Exports: An effect of the poor
performance of manufacturing in Ghana and thus the failure of the country’s
industrialization attempts is that there has been an excessive dependence on primary
commodities exports, as exports of manufactured products are comparatively very low. For
instance, according to data from the World Bank, while average manufactures exports by
Ghana constituted only 14.8% of merchandize exports from 2010 to 2013, average
manufactures exports by South Korea and Singapore constituted as high as 86.6% and
70.5% of merchandize exports respectively during the same period. Consequently, in
addition to limited export revenues because of limited value addition, leading to frequent
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deficits in the country’s balance of payment, the economy of Ghana is very vulnerable to
primary commodity price shocks, affecting export revenues, fiscal revenues and
macroeconomic stability. On macroeconomic stability, while, for example, Ghana recorded
average CPI inflation rate of 16.2% from 2000 to 2016, South Korea and Singapore
recorded average CPI inflation rates of only 1.4% and 1.7% respectively during the same
period. The limited export revenue and the resultant balance of payment difficulties have
been the main cause of Ghana's excessive external borrowing. For instance, ISODEC,
Jubilee Debt Campaign UK, SEND Ghana, VAZOBA Ghana, All African Networking
Community Link for International Development, Kilombo Ghana, and Abibiman Foundation
Ghana argued in a report published in 2016 that “The underlying causes of the return to a
debt crisis are therefore the continued dependence on commodity exports, as well as
borrowing and lending not being responsible enough, meaning that new debts do not
generate sufficient revenue to enable them to be repaid.”

Slow Economic Growth: As pointed out in the introduction, manufacturing has been the
main engine of fast growth in the modern era because it is the main source of innovation
and technology, and has strong positive linkages with other sectors. Therefore, an
immediate effect of the poor performance of Ghana's manufacturing sector is that the
sector has not been able to stimulate the economy to achieve fast growth rates over the
years. Thus, because of the poorer performance of the manufacturing sector, average
growth rate of the economy of Ghana has been much slower than the two former peers.
While Ghana recorded average growth rate of only 3.6% from 1961 to 2016, South Korea
and Singapore recorded average growth rates of as high as 7.5% and 7.4% respectively
during the same period (see Table 10).

On growth rate of real per-capita GDP, while South Korea and Singapore impressively
recorded average growth rates of 6.1% and 5.1% respectively from 1961 to 2016, Ghana
recorded average growth rate of only 1% during the same period.

Table 10: Average Growth Rate of Real GDP and Real Per-capita GDP of Ghana, South Korea and
Singapore, 1961-2016

Country Av. Growth Rate of Real GDP Av. Growth Rate of Real
(%) Per-capita GDP (%)

Ghana 3.6 1.0

South Korea 7.5 6.1

Singapore 7.4 5.1

Data Source: World Development Indicators of the World Bank

High Unemployment rate and Few High-wage Jobs in Ghana: |t has been found from
the development experience of the developed world and the newly industrialized nations
that industrialization serves as a strong means of increasing employment and thus
decreasing unemployment by absorbing surplus labor from the agricultural sector.
Additionally, manufacturing industries have been associated with the generation of
high-wage jobs and the creation of a strong middle class.
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Therefore, an effect of the failure of Ghana’s industrialization efforts is not only the high rates
of unemployment in Ghana, particularly among the youth and university graduates, but also
the limited nature of high-wage and middle-class jobs in the country. The Institute for Social,
Statistical and Economic Research (ISSER), for instance, reported in 2017 that only 10 per
cent of Ghana’s university graduates find jobs after their first year of completing the National
Service, and that it may take up to 10 years for a large number of graduates to secure
employment.

Low Income Level: The cumulative effect of the low average per-capita real GDP growth
rate in Ghana caused by the poor performance of the manufacturing sector is that per
capita GDP is presently much lower than it could have been.

Figure 2: Per-Capita GDP (in Current USS)
in 2016

Singapore I

South Korea I

Ghana l 1,513

(0] 10,000 20,000 30,000 40,000 50,000 60,000

Therefore, despite being similar in the early 1960s as we demonstrated in Table 7, Ghana’s
per-capita GDP stood at only US$1,513 in 2016, while South Korea and Singapore recorded
per-capita GDP of US$27,539 and US$52,961 respectively in the same year, according to
data from the World Bank (see Figure 2). Indeed, while Ghana’s per-capita gross national
income (GNI) in current US dollars increased by only 7.3 times from US$190 in 1962 to
US$1,380 in 2016 because of the failure of its industrialization efforts, per-capita GNI in
current US dollars of South Korea and Singapore increased by as high as 230.0 and 105.9
times from US$120 and US$490 in 1962 to US$27,600 and US$51,880 in 2016 respectively.

High Poverty Levels: A flourishing manufacturing sector has been the most reliable means
of delivering people out of poverty in modern times because of its ability to induce fast
growth and also generate numerous high-paying jobs. The failure of the manufacturing
sector in Ghana has therefore resulted in very high levels of poverty. For instance, while
South Korea has largely been able to deliver its people out of poverty through a successful
industrialization, Ghana has not been able to do so because of the failure of its
industrialization attempts, making poverty levels remain very high. Specifically, as Figure 3
shows, while 63.2% of Ghanaian depended on daily income of US$5.50 or less in 2012, only
1.3% of South Koreans did so in 2012. And while 34.9% of Ghanaians depended on daily
income of US$3.20 or less in 2012, only 0.7% of South Koreans did so in 2012.
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Figure 3: Poverty Headcounts in Ghana and South Korea
as Percent of Total Population in 2012
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5. The Causal Chain of the Failure

We explore below the chain of factors that are responsible for the failure of Ghana’s
industrialization efforts in order to identify the root causes. Logically, a long-term solution cannot
be achieved if the root causes of the failure are not identified and addressed.

5.1 List of Identified Inmediate Causal Factors (Economic Fundamentals)

In Sections 2 and 3, we identified, at various points, a number of factors as being responsible for
the poor performance of Ghana’s manufacturing sector and thus the failure of the country’s
industrialization project from the time of President Nkrumah to the present. These are listed
below.

Inadequate or poor project planning.

Frequent industrialization policy and program change (i.e. industrialization policy instability).
High level of corruption

Limited supply of domestic raw materials to feed the manufacturing industries, leading to the
dependence on high-cost imported raw materials, resulting from high

shipping costs.

5. Inadequate and high cost of foreign exchange to import industrial machinery, spare parts
and raw materials for the manufacturing industries. We saw that even though after the market
reforms that began in 1983 the intensity of this problem has reduced, it has not been
eliminated.

High cost of manufacturing resulting from Points 4 and 5.

Limited supply of credit

Macroeconomic Instability: high inflation rate, high cedi depreciation rate, etc.
. Poor infrastructure

0. Lack of strong state support to the manufacturing sector since 1983.

Mo~
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These are mostly economic fundamentals. Due to their proximity to the problem of poor
manufacturing performance, they can be termed immediate or proximate causal factors. These
causal factors cannot be the root causes of the failure of Ghana’s industrialization attempts.
According to the principles of Root Cause Analysis (RCA), a root cause is an initiating cause of a
causal chain of an outcome or condition whose removal prevents the recurrence of the outcome.
Causal factors however affect the outcome/condition but are not the root causes. Therefore,
addressing causal factors do not prevent the recurrence of the outcome/condition. Over the
years, government policies have been directed to address these economic fundamentals but
successes have been short-lived. For instance, every government since independence has not
only proclaimed its intention to address the problem of macroeconomic instability but has
practically put forth measures to address it in the annual budgets. Yet, when gains are made, they
are soon eroded. Moreover, as was demonstrated by Table 7, Ghana had similar or perhaps
better economic fundamentals in the early 1960s than South Korea and Singapore. Yet, these
countries have been able to improve these economic fundamentals on a sustainable basis while
Ghana has not been able to do so, despite the continuous policy steps taken by the Government
of Ghana to address them. These suggest that the economic fundamentals (immediate/proximate
causal factors) are themselves caused by certain remote factors, which need addressing so as
to permit long-term improvements in the economic fundamentals before the country’s
industrialization policy goals and objectives can be achieved.

What, therefore, are the remote factors? We have classified the remote factors into two:
intermediate causal factors and root or primary causes.

5.2 Intermediate Causal Factors

The following two factors have been identified as intermediate causal factors. We call them
intermediate because even though they affect the economic fundamentals, they are in turn
affected by the root causes.

I. Ghana’s Politics of Patronage, Sectionalism and Excessive Opposition

Ghana’s political system is characterized by an excessive degree of patronage and sectionalism.
Ruling governments in Ghana who place high value on political allegiance because of presence
of a high degree of mistrust, tend to reward their largely sectional support base, including giving
mid- to top-level appointments in state institutions to members of the support base and getting
rid of those perceived to be members of the opposition. Although it exists almost everywhere, the
patronage and sectional system of politics in Ghana, like in most sub-Saharan African countries,
is excessive. Booth et al (2005) describe this forcefully as follows: “There is an enduring
neopatrimonialism of a particular Ghanaian sort in which ‘horizontal’ interest-groups are
Subordinated to ‘vertical’ patronage relationships. This weakens issue-based pressures and the
demand for improved performance.” Losing political power in Ghana is thus seen as losing a
fortune. Therefore, political opponents tend to be excessive in their opposition, aggressively
undermining ruling government policies so as to lead to the failure of the government and to
position themselves for power in order to also benefit from the patronage system. These have
historically led to friction, acrimony and tension in Ghana’s body politic.
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Thus, compared to the Asian Tigers that have succeeded in their industrialization drives, political
friction, acrimony and tension have been very high in Ghana. This is evidenced by the fact that
Ghana has had much less stable political environment, particularly during the early stage of the
country’s developmental process. As Table 11 shows, in the first 20 years since 1961, Ghana had
as many as 5 coup d’états while South Korea had only one, Singapore had none and Taiwan had
none. In fact, it took just 5 years since 1961 for Ghana to begin to experience political instability
through a coup d’état with the overthrow of the Nkrumah government in February 1966. Yet,
President Park Chung-hee of South Korea ruled for about 18 years after launching his aggressive
push for industrialization in 1961 before he was assassinated in 1979 by Lieutenant General Kim
Jae-gyu, who is mostly understood to have done that for personal reasons, before Major General
Chun Doo Hwan decided to make the coup to gain power. Therefore, Major General Chun Doo
Hwan largely continued the industrialization policies of President Park Chung-hee. For Singapore,
Prime Minister Lee Kuan Yew, who also pursued an aggressive industrialization policy, ruled for
31 years from May 1959, the year the country gained self-government from Britain, until he
stepped down in November 1990, as he continued to win elections. He thus spent 29 years in
power after 1961, pursuing his industrialization project. In Taiwan, General Chiang Kai-shek of
Kuomintang party, who moved his government from mainland China to Taiwan in 1949 after
Communists gained control of China during the Chinese Civil War, ruled Taiwan till he died in
1975. He was succeeded by his son, Chiang Ching-kuo, who also ruled till 1987 when he died.

Table 11: The Number of Coup De’ tat and Different Governments in Ghana and the Initial Asian Peers
(South Korea, Singapore and Taiwan)

Country No. of Coup  Years since 1961 No. of Governments  Av. No. of Years
De’ tats in First before First during the First 20 Per Government
20 Years since Change of Years since 1961 during the First 20

1961% Leadership since 1961

Ghana 5 5 Go 2.5

South Korea 1 18 2 10

Singapore 0 29 1 20

Taiwan 0 14 1 20

*1961 is being used as the reference year here because it was by the end of that year that all the
four countries had begun their deliberate industrialization drives.

“*Jerry Rawlings’ short administration under AFRC and his administration under PNDC are
counted as different governments.

Source: Author’s own tabulation from historical records




(BB TICRCTRSELE RS Occasional Paper No. 19

During the first 20 years since 1961, Ghana had as many as 8 different governments, thus, on
average, each government spent only 2.5 years in power. On the other hand, for the first 20 years
since 1961, South Korea had only two governments while Singapore and Taiwan continued to
have the same government. Therefore, on average, each government spent 10 years in office in
South Korea during the first 20 years after 1961 while the same government spent the whole 20
years in office in Singapore and Taiwan.*

The first three immediate causal factors (Inadequate Project Planning, Manufacturing Policy
Instability, and High level of Corruption) stem from Ghana’s patronage and largely sectional
system of politics as well as excessive opposition. Due to the high degree of political friction and
acrimony in Ghana’s body politic and the readiness of opposition groups in the country to fiercely
discredit the ability of the ruling government to deliver so as to undermine the government and
position themselves for power in order to benefit from the patronage system, ruling governments
in Ghana tend to rush to implement their manufacturing policies and programs in order to
demonstrate quickly that they have the competence to succeed or deliver. The result of this has
been that time is usually not taken to conduct enough feasibility studies, background works and
thus thorough project planning, since these processes can be time consuming. Consequently,
manufacturing projects in Ghana have been poorly executed, usually without taking practical
steps to address issues such as reliable raw materials supply and continuous funding/financing
on long-term basis, which have resulted in their failure. It is important to note that inadequate
project planning did not only characterize the Nkrumah government’s manufacturing projects,
but also the manufacturing projects of most other governments. For instance, the Komenda
Sugar Factory commissioned by President Mahama in May 2016 was soon shut down because
no proper steps were taken to ensure the supply of sugar cane to feed the factory before its
commission due to ‘political rush’. Also, the Ayensu Starch Factory commissioned by President
Kufuor in 2002 continues to suffer from raw materials supply, which has caused several
shutdowns because of inadequate project planning caused by the same ‘political rush’.

The frequent change in the country’s industrialization policies and programs (or the
industrialization policy/program instability), which has contributed significantly to the failure of
the industrialization project, is also the result of the Politics of Patronage, Sectionalism and
Excessive Opposition that have historically led to the high level of political friction, tension and
instability. Unlike the Asian Tigers that succeeded in their manufacturing efforts because their
industrialization policies were consistently implemented for long periods of time due to their
stable political environments, this has not been the case in Ghana. As we saw in Section 2, most
new governments in Ghana pursued different manufacturing policies and programs, making
previous efforts go waste to a large extent. It is important to emphasize that industrialization
policy/program instability is still present in Ghana despite the entrenchment of the democratic
system of government. This is because political acrimony and friction continue to be very high in
the country as opposition parties continue to bitterly undermine ruling governments’ efforts by
belittling their policies and programs as a means of gaining political power. And since after
gaining power the parties don’t want to be seen to be implementing the same policies and
programs they bitterly criticized, previous government's policies and programs (including
industrialization ones) are largely discontinued, which therefore continues to undermine the
country’s industrialization and developmental efforts.

24 Since the succession of Taiwan’s Chiang Kai-shek by his son, Chiang Ching-kuo, did not result from a coup, we do not
consider their governments as different, after all the same Kuomintang party remained in power. We however treat them as
different leaders. Nevertheless, we treat General Acheampong’s and Lieutenant General Akuffo’s governments as being
different because the change resulted from the so- called palace coup.
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Corruption is effectively fought when state institutions, particularly those related to law
enforcement are allowed to function effectively and efficiently. Yet, due to Ghana'’s patronage and
sectional system of politics and the resultant high degree of political friction and acrimony, state
institutions are not allowed to work properly as they ought to, since they are usually manipulated
by ruling governments through, for instance, filling them with loyalists in order to continue to serve
their sectional and partisan interests. Sectional and partisan interests here include shielding
members of the support base who hold state positions from persecution despite being corrupt,
since persecutions of members are seen to affect the chances of the ruling party at the polls.

Il. Poor Performance of Agriculture

It should first be recognized that the performance of agriculture in Ghana has been very poor. For
example, while agricultural value added grew at an average rate 4.5% from 1975 to 1981 in South
Korea, it grew at an average rate of -0.7% in Ghana during the same period. And, while
agricultural value added grew at an average rate of 5.8% from 1983 to 1990 in South Korea, it
grew at an average rate of 1.6% in Ghana during the same period.

The limited supply of domestic raw materials to feed manufacturing industries in Ghana, the
inadequate foreign exchange to import industrial machinery, spare parts and raw materials, and
the limited supply of credit that have also significantly contributed to the poor performance of the
country’s manufacturing sector despite the continuous attempts at industrialization stem from
the poor performance of agriculture in Ghana. This is because, agriculture is not only needed
to serve as the source of raw materials to feed manufacturing industries, it is also supposed to
generate the needed foreign exchange for imports of industrial machinery, spare parts and raw
materials at least at the initial stage before the manufacturing industries can mature to take the
mantle of foreign exchange generation. Flourishing agriculture is again needed to ensure food
sufficiency so that foreign exchange would not be used for food imports but directed towards
imports of industrial materials and machinery for the success of the manufacturing industries.
Also, at the initial stage of the development of manufacturing industries, agriculture is supposed
to serve as the main source of income and savings, and thus supply of credit. These problems
have therefore occurred largely because agricultural development has been sluggish in the
country. Recall that it was for these reasons that Professor W. A. Lewis’ 1953 Report placed a lot
of emphasis on agricultural development as a condition for a successful industrialization in
Ghana. Now, the poor state of infrastructure in the country and the high degree of
macroeconomic instability that have also significantly contributed to undermine Ghana’s
industrialization efforts are caused by the two intermediate factors.

To begin with, the poor state of infrastructure in Ghana results from the fiscal difficulties the
country frequently experiences. This is because, fiscal difficulties affect the ability of the
government to invest adequately in infrastructure. Moreover, the problem of macroeconomic
instability (high inflation rate, high cedi depreciation rate, etc.) is largely due to the high levels of
fiscal deficits the country frequently records whose financing has historically led to monetary
expansion and/or sharp rises in interest rates in the banking system. Interestingly, the limited
revenue component of the country’s fiscal problem is largely due to the poor performance of
agriculture. Given that the manufacturing sector has not yet taken off, agriculture is supposed to
serve as a vibrant source of national income and thus fiscal revenue.
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Fiscal revenue has therefore been very limited over the years, leading to fiscal difficulties and
thus the problems of inadequate investment in infrastructure as well as macroeconomic instability
because the country’s agriculture is poorly developed and is thus unable to serve as a strong
source of fiscal revenue. On the other hand, the expenditure mismanagement component of the
country’s fiscal difficulties are due to Ghana’s patronage and largely sectional system of politics
that generates high degree of tension and acrimony. This is because as a result of this system of
politics, ruling governments employ every means to hold onto power as we stated earlier,
including using excessive fiscal spending to gain political advantage despite its negative effects
on the economy. Yet, state institutions have not been allowed to be strong enough to check this
negative phenomenon due to the same broken political system. The high levels of fiscal deficit
usually recorded during election years is a clear attestation of this fact.

5.3 The Primary or Root Causes

The following three factors have been identified as the root causes of the failure of Ghana’s
industrialization efforts. The first two root causes affect the first nine listed immediate/proximate
causal factors through the channels of the politics of patronage and sectionalism and the poor
agriculture performance, respectively. The third root cause, however, affects the 10th listed
proximate causal factor directly.

I. High Degree of Ethnic Divisions or Fractionalization in Ghana

Ethnic fractionalization refers to the degree to which a country’s society is divided into different
ethnic groups. In practice, economists measure ethnic fractionalization using a Herfindahl index,
which measures the probability that two individuals selected at random in a country belong to two
different ethnic groups. The higher the index, the greater the degree of ethnic fractionalization or
ethnic division of a country, and vice versa. The index takes into consideration the relative sizes
of the ethnic groups.

Ghana, like most sub-Saharan African countries and unlike the Asian Tigers, is so much ethnically
fractionalized. Table 12 presents ethnic fractionalization indexes of Ghana, South Korea,
Singapore and Taiwan. Two different ethnic fractionalization indexes developed by Fearon (2003)
and Alesina et al. (2003) are used. According to Fearon, while Ghana’s ethnic fractionalization
index stands at 0.85, those of South Korea, Singapore and Taiwan stand at only 0.004, 0.38 and
0.27 respectively. And according to Alesina et al. (20083), while Ghana’s ethnic fractionalization
index stands at 0.67, those of South Korea, Singapore and Taiwan stand at only 0.04, 0.39 and
0.27 respectively.

Table 12: The Degree of Ethnic Fractionalization of Ghana Compared with the Asian Tigers

Country Ethnic Fractionalization Index Ethnic Fractionalization Index
(Fearon) (Alesina et al.)

Ghana 0.85 0.67

South Korea 0.004 0.04

Singapore 0.38 0.39

Taiwan 0.27 0.27

Source: Extracted from Fearon (2003) and Alesina et al. (2003)
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The politics of patronage, sectionalism and excessive opposition that lead to high degree of
political friction, tension and instability in Ghana, which negatively affect some of the economic
fundamentals to cause the failure of the country’s industrialization efforts, is rooted in the high
degree of ethnic fractionalization in Ghana. Put differently, the politics of patronage and
sectionalism and their resultant political friction, tension and instability have been less intensive
in nature in the Asian Tigers, which have allowed them to improve their economic fundamentals
on long term basis, leading to rapid industrialization because these countries are less ethnically
fractionalized. The explanation is that, due to linguistic and cultural differences, different ethnic
groups tend to view themselves as being different from or even superior to other ethnic groups,
which makes them pursue ethnic (sectional) rather than national interest through intensive
political power struggle, creating a conducive environment for sectional and patronage system of
politics, which lead to excessive opposition, political friction, tension and instability.

It is important to mention that we are not alone in seeing ethnic fractionalization as a source of
economic failure, as ethnic fractionalization has been found by many economists to negatively
affect economic outcomes. For instance, Grossman (1991) finds that social or ethnic divisions in
a country negatively affects allocation of productive resources. Using cross-country growth
regressions, Easterly and Levine (1997) find that per-capita GDP and economic growth rate are
inversely related to ethnic fractionalization. They argue that “In the case of Sub-Saharan Africa,
economic growth is associated with low schooling, political instability, underdeveloped financial
systems, distorted foreign exchange markets, high government deficits, and insufficient
infrastructure. Africa’s high ethnic fragmentation explains a significant part of most of these
characteristics.” Using what they consider to be more elaborate measures of ethnic
fractionalization, which we have used above, Alesina et al (2003) confirm Easterly and Levine
(1997) findings. Conforming to our analyses, a number of economic researchers, including
Grossman (1991), Annett (2001), Esteban and Ray (2008), Boakye (2012), etc. have found that
political friction, tension and instability resulting from sectional politics are channels through
which ethnic fractionalization or polarization affect economic outcomes.

Il. Unreformed Traditional Land Tenure System

We explained in the previous subsection that poor performance of agriculture in Ghana is a major
causal factor behind the inability of some of the economic fundaments to improve on long-term
basis to ensure the success of the country’s industrialization efforts. The question here is, why is
it that unlike South Korea and Taiwan, Ghana’s agriculture is unable to grow fast enough to help
solve the immediate/proximate economic fundamentals undermining the country’s
industrialization efforts? Did South Korea, for example, use modern farming methods such as
agricultural mechanization more intensively at the early stage of the industrialization process than
Ghana?

No, that was not the case. As a matter of fact, Ghana applied modern farming methods,
particularly farm mechanization, more intensively than South Korea at the early stage of the two
countries’ industrialization processes (see Table 13). For instance, in 1963, while Ghanaians
possessed 1,500 tractors for agricultural use, representing 8.8 tractors per 100 square kilometers
of arable land, South Koreans possessed only 24 tractors for agricultural use, representing a
mere 0.1 tractor per 100 square kilometers of arable land.
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Table 13: Agric. Mechanization, Total number of Tractors and Tractors Per 100 Sq. km of
Arable Land -- Ghana vs. South Korea

1963 1965 1975 1981 2002

Ghana Total No. of Tractors 1,500 2,234 2,052 2,004 1,936
Tractors Per 100 Sq. km 8.8 13.4 12.1 10.5 4.8

South Korea Total No. of Tractors 24 24 293 2,035 191,631
Tractors Per 100 Sa. km 0.1 0.1 1.4 9.8 1,115.4

Source: World Development Indicators, World Bank

In 1965, while the number of agricultural tractors in Ghana increased to 2,234, representing 13.4
tractors per 100 square kilometers of arable land, South Koreans continued to possess the same
24 tractors, thus representing the same 0.1 tractor per 100 square kilometers of arable land.
Although after 1965 the number of tractors Ghanaians possessed continued to decline while that
of South Koreans continued to increase, it took up to 1981 before South Koreans began to
exceed Ghanaians in the number of farm tractor usage, with South Korea having 2,035 tractors,
and Ghana having 2,004 tractors. Even in 1981, Ghana still had 10.5 tractors per 100 square
kilometer of arable land while South Korea had 9.8 tractors per 100 square kilometers of arable
land.

So again, what is undermining Ghana’s agricultural development, causing it to undermine the
country’s industrialization efforts through its negative effects on some of the immediate causal
factors (economic fundamentals) as explained above? The traditional land tenure system in
Ghana, which has not been significantly reformed since the beginning, is the root cause of the
poor performance of agriculture in Ghana. This is because the traditional land tenure system
does not only make land acquisition for commercial agriculture very difficult as many writers have
observed (see, for instance, Asumadu, 2003), but it is also unfair and frustrating to many farmers,
since rents extracted from them by landlords, who are usually chiefs or family/clan heads, are at
times extremely high. This does not encourage meaningful agriculture, which has made
agriculture very difficult to flourish in Ghana to stimulate industrialization. Interestingly, South
Korea and Taiwan, which had similar land tenure systems to Ghana'’s, carried out comprehensive
and robust reforms?® of their land tenure system in the 1950s. Many researchers have found that
these two Asian Tigers have had flourishing and very supportive agriculture, serving as the bases
for their rapid industrialization because of their land reforms. David Wilson (1979), for instance,
writes that “A far reaching land reform carried out between 1948 and 1957 left South Korea with
a rural society more equal, more productive and more generally prosperous than any other
noncommunist developing country in Asia. Matleena Kniivila (2007) also writes: “Taiwan’s
post-war growth pattern has to a large extent been one of equity. Already in the 1950s, when
rapid growth and industrialization were at the beginning, Taiwan had a much more equal income
distribution than many other developing countries. Major land reforms introduced after the war
which reduced inequality and rural poverty [through more productive agriculture] are one of the
reasons.”

s

For instance in South Korea, landlords who constituted a small minority of people but owned the major part of arable land,
let their lands to landless farmers and collected as high as 55-60% of produce as rent, creating unfair farming system,
making the farmers who actually worked on the land suffer from chronic poverty, which discouraged agriculture. According
to Shin (1976), Korea’s land reforms of the 1950s “aimed (1) to achieve socioeconomic equity, especially in rural communi-
ties by abolishing semi- feudalistic land tenure system, and (2) to create new incentives for higher agricultural productivity by
transferring the land ownership from absentee-landlords to tenant-farmers.” The reforms involved the government purchase
of “tenanted lands from the landlords and sell them to tenant-farmers at the same prices, with the ceiling of 2 chungbo [about
5 acres] per farm household. The price of the land to be sold was 300 percent of the average annual yields of past 5 years,
and should be paid in equal annual installments over a 15 year period” (Ibid).

@



Occasional Paper No. 19 IS (N T-R{eJ @ ITYe=1 RS (Il [[-]

lll. Policy Mismatch and Dominance by External Actors Since 1983

So far, we have not talked about the 10th listed immediate causal factor of the poor performance
of Ghana’s Manufacturing sector and the failure of the industrialization efforts: Lack of strong state
support to the manufacturing sector since 1983.

To recap, the manufacturing sector has been left to largely fend for itself since the introduction of
the liberalization and market reforms programs in 1983. This is because it is believed that given
the appropriate policy environment (free and un-interfered market, reduced fiscal deficit,
unrestricted financial market, etc.), improved infrastructure and other enabling environments,
manufacturing industries will be more competitive and successful when left to the private sector.
In line with this policy notion, state-owned manufacturing industries were privatized, thus doing
away with direct state involvement in the sector. Also, various macroeconomic programs that
have actually been implemented since 1983 have not provided much room for significant
financial/fiscal support to the sector by the government, particularly with regards to large-scale
manufacturing industries. In fact, policy supports to the sector since 1983, which have not been
significant to begin with and which have usually been directed to micro and small-scale firms in
the sector, have largely aimed at poverty alleviation, and not for accelerated industrialization.

The question here is, what has caused the country to pursue this policy for such a long period of
time, knowing that it is not working as we demonstrated in Section 37 After all, it is well- known
that the Asian Tigers, whose economic fundamentals were similar to those of Ghana at the
beginning as we have already demonstrated, achieved rapid industrialization largely because of
strong state support and intervention.

It must be admitted that the various governments that have run the affairs of the country since
1983 have yeaned for some form of state intervention in the manufacturing sector. Even the
Rawlings government, which began the implementation of the market reform and liberalization
policies, called for a more active role of the state in the productive sector. On Page 68 of Ghana
Vision 2020 (the First Step: 1996-2000), the Rawlings government argued against the elimination
of state intervention as follow: “..... whereas government recognizes that in principle
development can best be achieved through private sector initiative, especially in an economy
where most wealth is created by private small-scale enterprises, it is also aware that not all
economic and social activities can be left to market forces. Experience in East Asia and
elsewhere has shown that public sector intervention can lead to higher and more equitable
growth than would otherwise occur if matters were left solely to market forces.” Also, as
was discussed extensively in Section 2.6, in its plan to “transform the economy through rapid
industrialization”, the Kufuor government proposed aggressive programs of intervention in the
Coordinated Program for the Economic and Social Development of Ghana (2003-2012). In fact,
other governments also proposed similar policy interventions in the manufacturing sector. Yet,
these proposed policy interventions did not materialize, since the fully domestically developed
plans or programs to serve as the implementation mechanisms for the policies were mostly not
implemented. Why has this been so? It is because of their mismatch with the various IMF and
World Bank influenced policy programs used as conditions for their credit support to the country,
which have called for the non-intervention to begin with: the Economic Recovery Programs
(ERPs), the Enhanced Structural Adjustment Facility (ESAF)- supported Programs, the Poverty
Reduction Strategy Papers (PRS), and the Extended Credit Facility (ECF)-supported programs.
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Therefore, the root cause of the Lack of strong state support to the manufacturing sector since
1983, which has significantly contributed to the poor performance of Ghana’s manufacturing
sector since 1983 is that donor-conceived and supported non-interventionist policy programs
used as conditions for their credit support to the country have dominated the policy landscape in
Ghana - Policy mismatch and dominance by external actors.

5.4 Causal Chain Diagram Of The Failure Of Industrialization In Ghana

The causal chain of the failure of industrialization in Ghana discussed above is summarized by the
following diagram:

Root/Primary Causes Intermediate Causal Factors  Immediate/Proximate Causal Factors
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6. Recommended Solutions

In its efforts to develop the manufacturing sector over the years, the government of Ghana has
directed policy measures towards addressing the immediate and, to some extent, the
intermediate factors inhibiting the effective performance of the sector and thus undermining the
country’s industrialization efforts. The continuously poor and pitiful performance of the sector as
we have succinctly demonstrated shows that this approach has not worked. We have noted that
these immediate and intermediate factors are themselves negatively influenced by primary
factors, which have largely been left unaddressed over the years.
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The performance of Ghana’'s manufacturing sector can therefore significantly improve on a
sustainable basis if effective strategies are employed to address these undermining root causes
— the High Degree of Ethnic Fractionalization, the Unreformed Traditional Land Tenure System,
and the Policy Mismatch and Dominance by External Actors. This does not mean that policy
measures should not be directed toward addressing the immediate and intermediate factors at
the same time 2%

As a note of caution, addressing these three root causes are not only daunting but are also
delicate to the core. However, we believe that it is better to take difficult and painful actions to
extricate the country from poverty than to continue to live in poverty, which is not only very painful
put could also be humiliating.

Address the Negative Effects of Ethnic Fractionalization by Ensuring Stronger Interethnic
Cohesion

To achieve a more serene and sound political atmosphere devoid of unnecessary sectionalism,
acrimony, friction and tension in order to ensure better manufacturing project planning by
avoiding ‘political rush’; ensure continuity of government policies on industrialization; succeed in
fighting corruption that undermine the effective management of state-owned manufacturing
industries; avoid politically-induced fiscal spending and help ensure macroeconomic stability on
long-term basis, etc., Government should take serious steps to address the negative effects of
ethnic fractionalization by ensuring stronger interethnic cohesion.

The good news is that though ethnic fractionalization or divisions may continue to exist for a long
time, its negative effects gets reduced over time, albeit very slowly. However, if rightly designed
and implemented, deliberate state policy can speed up this process in order to speed up the
industrialization and general development process. We therefore recommend the following policy
measures:

1. Include the study of Ethnicity and the Importance of Interethnic Cohesion in the Educational
Curricula: Education has generally been found to minimize the negative effects of ethnic
divisions (de Palo et al, 2006). The reason is that educated individuals tend to appreciate
ethnic and cultural differences than the uneducated. However, to deepen and accelerate
interethnic understanding and cohesion, the government should include the study of
ethnicity and the importance of interethnic coexistence in the country’s educational
curricula. This will help to minimize the political complications of ethnic fractionalization at
faster rate, thereby helping to facilitate the industrialization and general developmental
process.

2. Fund Intensive Public Educational Campaigns on ethnicity and the importance of
interethnic coexistence: Because of the damaging effects of unmanaged ethnic divisions
and cultural differences, the state should not shy away from funding extensive public
educational campaigns through the media to positively shape people perceptions about
ethnicity.

% As an analogy, it is not out of place for doctors to prescribe paracetamol or other pain killers to relieve the headache that
result from malaria while at the same time treating the malaria, the root cause of the headache. Our argument is that trying
to treat the headache and leaving the malaria does not solve the problem fundamentally.
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3. Encourage Interethnic Marriages: In the long run, interethnic marriages act as a mechanism
for social integration and cohesion through family connections. Therefore, interethnic
marriages not only minimize the negative effects of ethnic fractionalization, they blur the
dividing lines of ethnic divisions, which de-fractionalizes the society ethnically — people
begin to no more see one another as being different ethnically. Interethnic marriages
therefore helps to do away with the complications created by ethnic fractionalization
(Furtado, 2006; Boakye, 2012). However, left on their own, interethnic marriages can take a
very long time to integrate the society because they may be happening at a very slow rate.
The government should therefore create the platform to encourage interethnic marriages as
a strategy to ensure social cohesion, political understanding and thus create the
environment for rapid industrial growth and accelerated economic development. For
instance, because of the economic and political benefits of social integration and the role
interethnic marriages play in this regard, the state can encourage them by providing
financial incentives to people who choose to marry inter-ethnically.

4.  Greater efforts should be exerted to spread development across all regions, particularly
through well-designed development plans. This will do away with the perception of unfair
treatment by some ethnic groups.

5. Appointments to positions in government should be based on merit and not on ethnic
considerations. There should be no room for the perception of ethnic bias in appointments
to government positions. However, affirmative action to ensure some form of ethnic balance
in top government positions may not be out of place if certain appointments are publicly
declared to be for that purpose.

Reform the Land Tenure System

To ensure sound development of agriculture in the country in order to serve as a stronger source
of raw materials for manufacturing industries; improve its foreign exchange earning capacity to
fund the importation of industrial machinery, spare parts, and raw materials; provide food
sufficiency and thus conserve foreign exchange for industrial use; increase incomes from
agriculture to serve as a stronger source of government revenue to minimize fiscal deficits and
its resultant macroeconomic instability as well as serve as a strong source of saving and credit
for the manufacturing sector, etc., the land tenure system needs to be drastically reformed. To
do this, we recommend that the state should:

6.  Acquire and treat all parcels of land as public resources: The state should take bold steps
to acquire all parcels of land by paying fair compensations to the current holders and
treating them as public resources. Land, a gift from God, should not be allowed to be
permanently owned by certain class of people through inheritance and without efforts. As
already explained, this is not only unfair, but it also entrenches poverty in rural communities
through excessive rent extraction, retards agricultural development and leads to poor
industrial performance. We should recognize that chiefs and kings in Ghana are not serving
as custodians of the lands for their people as they are quick to point out but are practically
treating the lands as their personal or family properties, since rents extracted from these
lands are not accounted to their people nor used for development of their respective
communities or regions but for their personal wealth accumulation, creating an unjust and
unproductive society. We should remind ourselves that generally, economies thrive when
wealth is acquired through merit and hard work and not through permanent entitlements.
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10.

Conduct effective land redistribution: The acquired lands should be sold or leased to
farmers at affordable prices and on a credit basis to be paid for within a stipulated period
of time. Parcels of land bought that are left uncultivated for a given period of time, say 3
years, should be made to revert to public holding.

Facilitate acquisition of land for commercial agriculture: Acquisition of land for commercial
agriculture should be facilitated in order to ensure accelerated agricultural growth to
enhance industrial development. However, there should be limits to the size of land
individuals and corporate entities can hold in order to avoid deprivation of land holdings of
poor farmers by the rich and the creation of different class society where money rules.

Note: Studies have shown that land reforms work when they are comprehensive and involve
bold decisions. For instance, Wilson (1979) writes: “If a land reform program is to succeed
it must be radical and far reaching. And those who receive the land must continue to
receive active support to help them take advantage of it.”

Address the Policy Mismatch and Dominance by External Actors

Take complete control of economic policy making by avoiding the dependence on foreign
aid: Mismatches of various governments manufacturing policy visions with those of external
actors have occurred leading to policy dominance by the external actors because the
governments have resorted to foreign aids. Of course, he who pays the piper calls the tune.
To reverse this situation and thus permit aggressive government interventions in the
manufacturing sector through implementable development plans, the government should
do all it can to avoid the dependence on foreign aid.

But first, boldly fix the domestic challenges as outlined above: Admittedly, implementing
recommendation 9 will be impossible if the internal system is not made to work properly by
implementing the recommendations 1 to 8. It is the deep domestic challenges that are
resulting in poor economic outcomes, which pushes the government of Ghana to resort to
foreign aid, which in turn leads to industrialization policy mismatch, thereby disrupting
governments from implementing their proposed aggressive interventions in the
manufacturing sector as others have done, which is in turn entrenching the country in
underdevelopment.
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7. Conclusion

We studied in this paper the effects and causes of the failure of Ghana's attempts at
industrialization. This was aimed at helping us to recommend solutions that would address the
root causes of the problem so that present and future industrialization efforts would not again end
up in failures so that Ghana can be transformed into an industrialized nation, enjoying rapid and
sustainable growth and development, high income levels, and significantly reduced poverty
levels as others have achieved. To do this, we critically analyzed the history of the country’s efforts
at industrialization since the pre-independence era till present, placing emphasis on policies and
programs on industrialization. We then critically analyzed the performance of the manufacturing
sector since independence to ascertain what the various industrialization policies and programs
yielded and why. In doing these, we also compared Ghana’s case with those of South Korea and
Singapore, which have been very successful in their industrialization drives and whose initial
economic conditions were similar to those of Ghana. We found that, overall, Ghana’s
manufacturing sector has responded very poorly to the industrialization policies and programs,
aside a few cases of comparatively modest results. This has resulted in very poor developmental
outcomes for Ghana in terms of economic growth, income levels, poverty levels, etc.

Equipped with these facts, we made efforts to ascertain the root causes of the problem. We found
that factors negatively affecting the manufacturing sector and thus undermining the country’s
industrialization efforts can be categorized into three: immediate causal factors, intermediate
causal factors and primary or root causes. The immediate causal factors, which are largely well
known economic fundamentals such as poor fiscal performance, macroeconomic instability,
inadequate raw materials to feed manufacturing industries, limited and high cost of foreign
exchange to import industrial machinery, spare parts and raw materials, poor manufacturing
project planning and execution, etc. are affected by the intermediate causal factors and by
extension the root causes. Poor agricultural sector performance and Ghana’s politics of
patronage, sectionalism and excessive opposition have historically served as the intermediate
mechanisms by which the root causes affect the economic fundamentals.

It was shown that high degree of ethnic fractionalization in Ghana, the unreformed traditional land
tenure system, and manufacturing policy mismatch and dominance by external actors since
1983 are the root causes of the failure of the country’s industrialization project. To ensure the
success of the present and future industrialization efforts, these root causes have to be effectively
addressed. The negative effects of ethnic fractionalization can be addressed by including the
study of ethnicity and the importance of inter-ethnic cohesion in the country’s educational
curricula; funding intensive public educational campaigns on ethnicity and the importance of
inter-ethnic coexistence; creating the platform to encourage interethnic marriages, including
providing financial incentives to people who marry inter-ethnically; exerting greater efforts to
spread development across all regions fairly; and making appointments to positions in
government based on merit and not on ethnic or sectional considerations. On the land tenure
system, a comprehensive and bold reforms should be carried out by acquiring all parcels of land
and treating them as public resources; effectively redistributing land so that all farmers can easily
have access to land; and facilitating the acquisition of land for commercial purposes. To ensure
that Ghana takes complete control of economic policy-making and be able to actively support
manufacturing industries and thus do away with the liberal and non- interventionist
industrialization policies that have proven ineffective, the government should make it a firm
national policy not do depend on foreign aid, which tends to open the door for foreign actors to
dominate the country’'s economic policy landscape and maintain the liberal and
non-interventionist policies.
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