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1. Introduction
Ghana, like many African countries, is facing and will continue to face daunting challenges
over the next three to five years in terms of effectively participating and forcefully
articulating its interests in the context of a whole series of separate but interrelated regional
and multilateral trade negotiations. Each of these negotiations will take the relationships
between Ghana and her main trading partners well beyond the non-reciprocal preferential
trade relationships that it has, until recently, enjoyed. As some degree of reciprocity is
brought into these relationships, Ghana countries will be obliged to more seriously confront a
number of questions relating to the benefits and costs of trade negotiations.

Trade policy is an integral part of a country’s development strategy. Therefore, Ghana
should ensure that trade arrangements are consistent with her development strategies and that
they assist her in achieving her broad development goals. A related concern is the debate
over trade liberalization and its effects on the economies of low-income countries. It has
been established that many African countries have not been able to take full advantage of the
available preferential external market access opportunities due to binding supply constraints.
In the case of Ghana, according to Lall (1995), “the low level of capabilities in Ghana have
meant that rapid liberalization, unaccompanied by supply-side measures to develop skills,
capabilities and technical support, led to significant and costly de-industrialization He
continues, "the rapid pace of liberalization is killing off not just inherently uneconomic activities
but also some that could be the basis of new manufactured exports” (Lall, p. 2026). The same
or similar set of constraints appear to be frustrating the derivation of long-term benefits from the
reduction of domestic trade barriers implemented in many African countries since the early
1980s. Thus, these countries are reluctant to embark on further trade liberalization until this

issue is appropriately analyzed and policy guidance offered.



2. The Manufacturing Sector in Ghana

It is generally accepted that industrialization is a necessary but not a sufficient condition for the
rapid and sustained development of poor countries. Industrialization is the development of a
modern manufacturing sector which involves the organization of production in business
enterprises; specialization and the division of labour; and the application of technology to
supplement and replace human labour. The manufacturing sector retains the characteristics of
an "engine of growth™ - rapid productivity growth, dynamic increasing returns to scale, rapid
technological change and various dynamic externalities. Productivity growth in both the
agricultural and service sectors requires inputs from the manufacturing sector, and if sufficient
foreign exchange is not available for their importation, such inputs must be produced
domestically..

Ghana has a relatively small and underdeveloped manufacturing sector, contributing around
10% of GDP during the 1990s. It is estimated that about three quarters of manufacturing

output is produced by the private sector.

The Key Subsectors of Manufacturing Sector
The major subsectors of the manufacturing sector are: petroleum refinery, food
manufacturing; textiles, wearing apparel and leather goods; non-ferrous metal products;
beverage industries; tobacco and tobacco products; sawmill and wood products; chemical

products other than petroleum®.

Food Products
Food products account for some 15% of manufacturing output. The main food products are
cocoa products; dairy products, mainly milk and ice cream; edible oils; wheat flour; and

canned tuna.

(a) Cocoa Products: About 10 — 20% of cocoa beans are processed domestically into butter,

liquor, cake, and powder mainly for export. The Government of Ghana divested 60% of its
equity in the West African Mills Company to German interests in the early 1990s. The

company is now a major processor of cocoa butter. Cocoa is also processed into butter,

! These subsectors account for about 87% of total manufacturing output. This is based on
weights used in the index of manufacturing production. These weights have not been revised
since 1977. In 1987 these subsectors accounted for 87% of the value added in

(continued)



powder, liquor, and confectionery by COCOBOD through its subsidiary, the Cocoa
Processing Company. A free zone company, Barry Callibaut, is also entering into processing
of cocoa beans. Government policy is to increase domestic processing of cocoa beans to
30%.

(b) Other Food Products: Ghana began exporting canned tuna in 1990-91, processed from

locally caught fish. The tuna canning industry is dominated by two foreign-owned
companies: Pioneer Food Cannery (Star-Kist), which is responsible for 70% of exports and

GAFCO, which is responsible for 20%. One smaller producer exports the remaining 10%.

Beverages and Tobacco

This subsector which includes mainly beer and soft drinks each accounts for about 8% of
manufacturing output. The beer industry has undergone structural change, including mergers
and modernization. There are currently three major breweries: Ghana Breweries Company?,
Accra Brewery Limited, and Guinness Ghana Limited. The soft-drink bottling operations of
the Ghana National Trading Company were divested to the Coca-Cola Bottling Company of
Ghana in 1995. Pepsi Cola and D & C Industries are the other major soft drink producers.
Efforts are being made by government to encourage breweries to gradually substitute
imported barley malt with locally produced sorghum. Carton fruit juice produced locally

faces strong competition from imports, particularly, South Africa.

Textile, Wearing Apparel and Leather Goods

This industry accounts for about 14% of manufacturing output. Prior to 1983, the Ghana
textile industry had been surviving with government protection in the form of low
tariffs/duties on raw material imports and liberal allocation of foreign exchange. One policy
that has adversely affected the textile and garments subsectors is the trade liberalization. As
a result of the importation of finished textiles and garments and the dumping of second-hand

clothing on the domestic market, most of the local industries in these subsectors have closed

manufacturing and 78% of the employment (Tables 1 and 2)..
2 This is the largest brewery and was formed by a merger between the Kumasi Brewery Limited and the Achimota Brewery Company.



down, with the remaining operating at very low levels of their installed capacities. Many
firms in the garment industry were among the first to go out of production and by 1988 over
80% of the establishments had been closed down®.

Wood Products

The wood-processing subsector consists of about 250 logging firms and 130 saw milling,
veneering and ply milling companies. Further downstream there are more than 20 industrial
furniture and woodworking enterprises and some thousands of wayside wood workers
employing up to 10 workers directly or indirectly. Twenty-eight companies in saw-milling,
veneer processing and plywood manufacture, account for 80% of exports, and 10 companies
account for over 50% of exports. A few of the largest saw mills, which account for the lion's
share of exports, are vertically integrated with operations ranging from felling trees to
making moldings, flooring, and in a few cases furniture parts. The subsector is reported to
employ some 75,000 workers in the formal mills, but it is estimated that there may be as
many as 2.5 million Ghanaians dependent on the sector if informal and related activities are
included. Companies cited shortage of skilled labour as one of their biggest problems in
achieving higher quality. One company tried to introduce 1SO-9000 quality system, with
foreign consultants, but failed, because its labour force could not produce consistent quality
every day. Buyers point out that Ghana does not have the skilled workforce to move into
more complex downstream products like finished flooring, quality doors or furniture sub-
assemblies. As one buyer puts it: "Low labour cost and low quality will always be beaten by

higher cost labour and higher quality in tmore advanced countries.

Petroleum Products
These account for about 19% of manufacturing output. The industry is based on the state-
owned Tema Qil Refinery (TOR), which produces refined products from mainly imported

crude oil. The major products are petrol, kerosene, and diesel. Locally refined petroleum

® UNIDO (1996), Rehabilitation of the Textile and Garment Industry, Technical Report,
Based on the work of Richard Chmielowiec (Garment Consultant).



products are no longer exclusively supplied to oil marketing companies in Ghana by the
Ghana National Petroleum Corporation. This agreement with TOR ended in 1996. Since
then, the state-owned Bulk Oil Storage and Transport Company (BOST) has been established

to deal with bulk distribution of petroleum products nationwide.

Non-Ferrous Metal Products

This activity which includes mainly the production of alumina at the smelter run by VALCO,
represents about 10% of manufacturing output. The smelter processes imported alumina into
aluminium; it does not have the capacity to process locally mined bauxite. Most of the
output is used domestically. The industry is energy-intensive and relies on hydropower
generated from the Akosombo Dam. Its operations were badly affected by the power
shortages of 1994 and 1998.

Chemicals

Chemical production covers a wide range of products such as building materials, toiletries,
and rubber products. The major producers of soap are Unilever Ghana Limited (66% owned
by Unilever PLC), which has acquired the Twifo Oil Palm Plantation; and PZ Ghana
Limited. Both firms produce a range of other toiletries and health care products. Cement is
produced in Ghana by Ghacem Ltd, which is privately-owned. It produces standard portland
cement from imported clinker and gypsum. The industry was adversely affected in 1998 by

the power shortages.

Structure of Manufacturing in Terms of Employment

Employment data in Ghana is either soft or non-existent. This is evidenced by the fact that
since 1991, the Ghana Statistical Service (GSS) has not published any data on (formal sector)
employment. Even the 1991 data is provisional. The years for which employment data are
available by subsectors of the manufacturing sector are 1980, 1981 and 1987 and 1994 (for
medium and large-scale manufacturing enterprises). Total employment in manufacturing
declined marginally by 3.9% from 80267 in 1980 to 77166 in 1987 and to 78656 in 1994.
There has been a significant change in the structure of employment between 1980 and 1994.

Between 1980 and 1987, the three top subsectors were food manufacturing; textiles, apparel



and leather products; and sawmills and wood products (with these subsectors accounting for
at least 60% of total manufacturing employment). By 1994, chemical products (which
accounted for only 5% of total manufacturing employment in 1980 and 1981) had displaced
food manufacturing as the third important subsector, with an employment share of 13.6%.
The growth in employment in chemicals could be attributed to the fact that since the1990s,
chemicals, especially hair products have been exported to the ECOWAS subregion. Thus,
the increase in demand may have contributed to growth in output and employment®. In
addition, the share of food manufacturing which had been constant around 15% fell to 9.4%
in 1994. The share of textiles, wearing apparel and leather goods which was a quarter of the
total manufacturing employment in 1980 had fallen to 13.5% by 1994. The subsector
declined due to the trade liberalization and the influx of second-hand clothing. The share of

sawmill and wood products increased continuously from 21.7% in 1980 to 31.6% in 1994.

Table 1: Employment in Manufacturing

1980 1981 1987 1994**
No. % Share | No. % Share | No. % Share No. % Share

Food Manufacturing 11989 14.9 11492 14.8 11393 14.8 7418 9.4
Beverage Industries 4455 5.6 4511 5.8 4583 5.9 3418 4.3
Tobacco & Tobacco Products 1311 1.6 1201 15 1856 2.4 1060 1.3
Textiles, Wearing Apparel & Leather Goods 19637 24.9 18174 234 12727 16.5 10654 13.5
Sawmill & Wood Products 17414 21.7 17225 22.2 22148 28.7 24842 31.6
Paper Products & Printing 5364 6.7 5074 6.5 6545 8.5 5852 7.4
Chemical Products 4035 5.0 3888 5.0 - 10671 13.6
Petroleum Refinery 4656 0.8 4546 0.8 5315* 6.9* 399 0.5
Cement & Other non-metallic minerals 4911 6.1 4821 6.2 4894 6.3 3305 4.2
Iron & Steel Products 386 0.5 515 0.7 583 0.8 1362 1.7
Non-Ferrous Metals 2434 3.0 2547 3.3 2274 2.9 2483 3.2
Cutlery & Other non-ferrous metals 3430 43 3086 4.0 2985 3.9 3553 4.5
Electrical & Transport Equipment 4280 5.3 4373 5.6 1534 2.0 3639 4.6
Other Manufacturing 329 0.4

All manufacturing 80267 100.0 77565 100.0 77166 100.0 78656 99.8

* Chemicals and petroleum
** Medium and Large-Scale manufacturing enterprises
Source: Ghana Statistical Service and Ministry of Trade and Industry

Structure of Manufacturing Value Added

The manufacturing base in Ghana continues to be concentrated within a few industries.

* It is important to note that some of these items are not manufactured in Ghana suggesting that they may represent re-exports or
transshipments.




In 1980, the share of value added in manufacturing was dominated by four subsectors® which
accounted for 62.4% of the manufacturing value added. By 1987, the share of these four
subsectors had declined to 59.3% mainly due to the decline in the share of tobacco products
from 23.2% in 1980 to a peak of 27.6% the following year and a decline to 12.7% in 1987.
By 1994 there had been a significant change in the structure of value added. The four major
subsectors in 1980 had their share reduced to 43.5%. This arose mainly from a decline in

e the share of beverages from 13.2% in 1980 to 9.1% in 1994;

e the share of petroleum refinery from 15.8% in 1980 to 8.1% in 1994; and

e the share of non-ferrous metals from 10.2% in 1980 to 8.2% in 1994.
The gainers in 1994 were sawmill and wood products and chemical products. Their shares
increased from 6.2% to 16.1% and 3.9% to 12.8% respectively between 1980 and 1994.

Table 2: Value Added in Manufacturing (C’million)

1980 1981 1987 1994**

Value % Share | Value % Share | Value % Share | Value % Share
Food Manufacturing 195.9 7.1 324.0 9.0 6954.0 9.2 33169.1 8.4
Beverage Industries 364.0 13.2 492.7 13.6 11038.0 14.6 36167.0 9.1
Tobacco & Products 641.5 23.2 998.9 27.6 9635.0 12.7 71474.7 18.1
Textiles, Wearing Apparel & Leather 253.5 9.2 316.0 8.7 6052.0 8.0 20302.2 5.1
Sawmill & Wood Products 171.6 6.2 229.0 6.3 8366.0 11.0 63575.8 16.1
Paper Products & Printing 515 1.9 53.2 15 1806.0 2.4 12539.1 3.2
Chemical Products 106.4 3.9 164.0 4.5 50815.4 12.8
Petroleum Refinery 4373 1538 382.2 10.6 10168.0* 13.4* 32143.5 8.1
Cement & Other non-metallic 119.1 43 199.9 55 3539.0 4.7 17512.2 4.4
minerals
Iron & Steel Products 1335 0.5 257.0 0.7 374.0 0.5 2743.8 0.7
Non-Ferrous Metals 281.4 10.2 271.9 7.5 13535.0 17.7 32377.9 8.2
Cutlery & Other non-ferrous metals 63.3 2.3 83.8 2.3 2156.0 2.8 13506.9 3.4
Electrical & Transport Equipment 61.1 2.2 747 2.1 2128.0 2.8 9525.7 2.4
Other Manufacturing 82.0 0.1
All manufacturing 2759.8 100 3615.8 100 57533.0 100 395853.1 100.0

* Chemicals and petroleum

** Medium and Large-Scale manufacturing enterprises

Source: Ghana Statistical Service and Ministry of Trade and Industry

Import Content of the Manufacturing Sector

Although some linkages exist, particularly in the agro-industrial, wood, aluminium, and rubber
subsectors, the sector as a whole lacks strong forward and backward linkages, both inter- and

intra-sectoral. Linkages between the formal and informal sectors are likewise weak. The

5 . . .
Beverage industries, Tobacco and tobacco products, petroleum refinery and non-ferrous metals



overall effect of this poor integration is the sectors heavy dependence on imported inputs.

Firm level data show that apart from the wood subsector which imports about 31% of its raw
materials, the percentage ranges between 61% and 80% for the other subsectors (Table 3).
The shift in the structure may be attributable to the preferential market access to the EU
market under the Cotonou agreement.

Table 3 : Percentage of Raw Materials Imported

Subsector % of Raw Materials Imported
Food & Beverages 67.6
Textiles 73.4
Garments 65.9
Leather 80.0
Wood & Wood Products 30.7
Paper 61.4
Chemicals 66.3
Rubber 69.3
Metals 68.9
Others 71.7

Source: Baah-Nuakoh et al (1996), Table 10.

Structure of Manufacturing in Terms of Non-Traditional Exports (NTEs)®

Table 4 reveals that there has been a change in the structure of exports. There has been a
decline in the share of aluminium products from 40% in 1988 to 3.8% in 2000. At the same
time, there has been an increase in the share of prepared foods and beverages from 3.4% in
1988 to 22.3% in 2000 due mainly to exports of processed tuna. The share of “other”
processed and semi-processed products increased from 7.6% in 1988 to 36% in 2000 due
mainly to the export of cocoa products (Table 6). Thus, there has been a shift from the
dominance of aluminium products in the late 1980s and early 1990s to the importance of

processed tuna and cocoa products in the middle and late 1990s.

The discussion is with respect to NTEs rather than total manufactured exports because there is a more consistent and reliable data on
NTEs compiled by the Ghana Export Promotion Council since 1984. NTEs comprise all merchandise exports except cocoa beans, logs and
lumber, and mining products.
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Table 4 : Processed and Semi-Processed Non-Traditional Exports

Year Wood Products Aluminium Products Prepared Foods & Beverages
Value Share Growth
($’mill) Rate | valye Share Growth | Value Share Growth Tuna
($’mill) Rate ($’mill) Rate  ($’mill)
1986 1.5 25.4 0.20 3.4 2.03 34.4 1.95

1987 22 242 46.7 086 95 330.3 162 170 -205 148

1988 33 217 50.0 6.1 401 609.3 0.51 34 685 04

1989 38 286 15.2 25 1838 -59.0 0.13 09 -745 00

1990 55 168 44.7 9.8 29.6 292.0 0.13 0.4 0.0 0.001

1991 6.2 2138 12.7 55 191 -43.9 1.18 41 8077 0.0

1992 155 345 150.0 49 110 -10.9 1.53 3.4 29.7 121

1993 18.8 438 21.3 3.6 8.4 -26.5 1.74 4.1 13.7 1.08

1994 30.1 38.7 60.1 5.2 6.7 444 163 209 836.8 7.67

1995 375 288 24.6 7.7 5.9 48.1 415 319 1546 34.35

1996 66.9 30.0 78.4 1.9 0.9 -75.3 485 217 16.9 45.75

1997 71.0 26.6 6.1 5.8 22 2053 51.8 194 6.8 49.82

1998 846 26.6 19.2 122 38 110.3 80.3 253 55.0 77.28

1999 855 273 1.1 148 47 21.3 683 218 -149 61.89

2000 108.3 33.7 26.7 123 38 -16.9 711 223 4.1 65.10

Share = percentage in total processed and semi-processed NTEs

Source : Ghana Export Promotion Council

Table 4 (Continued)

Year Common Salt Non-Ferrous Natural Rubber Other Processed & Semi-Processed ($’mill)

($’mill) Scrap Sheets ($’mill) Total Cocoa Products

($’mill) Butter Cake Liquor CocoaTotal Garments

1986 0.73 0.0
1987 1.92 0.0
1988 2.49 0.64 0.46 1.2
1989 3.13 1.68 1.02 1.0
1990 7.00 2.25 3.96 2.7
1991 3.93 2.26 4.86 4.0
1992 3.79 2.42 5.00 11.6
1993 2.99 2.13 3.57 10.1 0.8
1994 4.37 1.95 6.93 12.9 1.8
1995 4.33 0.39 8.89 299 115 0.77 0.29 12.51 1.7
1996 3.17 2.21 7.74 926 46.1 7.75 5.87 59.88 0.3
1997 1.85 2.59 8.82 1251 719 4.15 14.60  90.67 0.6
1998 2.78 3.12 5.46 129.1 57.0 413 11.89  73.02 5.2
1999 3.39 2.16 4.80 1343 452 3.17 6.72 5511 2.7
2000 2.91 3.74 6.11 1159 40.0 4.08 12.02  56.07

Share = percentage in total processed and semi-processed NTEs

Source : Ghana Export Promotion Council

Structural Composition of Manufacturing Output
As per capita incomes grow, economists have identified fairly consistent patterns of intra-
sectoral change in manufacturing with the proportion of output or value added accounted for by

capital and intermediate goods (heavy industry) rising. It is difficult to identify consistent
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patterns of change in Ghana's manufacturing sector, however, because of the instability and poor
performance of both the economy as a whole and the manufacturing sector in particular.
Consumer goods dominate the structure of the manufacturing subsector. Apart from 1982 when
it contributed one-third of total manufacturing output, it has contributed at least 40% in each
year between 1982 and 2000, with the share hitting 52% in 1984 and 1988 (Table 5). This
could be due to the escalating structure of the tariff system which provided (and continue to
provide) high levels of effective protection for the production of luxury and consumer goods,
discriminating against the manufacture of raw materials, as well as capital and intermediate
goods. Between 1982 and 1985 consumer goods averaged 44.6% of manufacturing output.
This increased marginally to 45.5% between 1986 and 1993 followed by a decline to 44.5%
between 1994 and 2000. The share of petroleum refinery declined from a share of 33.2% in
1982 to 1.4% in 1997 before ending at 16.3% in 2000. Between 1982 and 1985 the share
averaged 30.8%. This declined to 21.7% between 1986 and 1993 and a further decline to 13.4%
between 1994 and 2000.

The share of capital goods has been constant averaging less that 1% between 1982 and 2000.
The share of intermediate goods has increased from an average of 25.0% between 1982 and
1985 to 34.5% between 1986 and 1993 followed by a further increase to 40.9% between 1994
and 2000. Thus, there appears to be a shift away from capital goods and petroleum refinery
towards the production of intermediate goods. This may be attributed to the boom in the
construction industry. Between 1989 and 1995, the construction subsector grew at an annual
average of 6.3% compared with 2.3% for the whole of the manufacturing sector. The boom in
the construction subsector may be attributed, among other things, to the following:

e Between 1986 and 1993, the importation of building materials was zero-rated.
In 1994, a concessionary rate of 10% was imposed,;

e The liberalization of foreign exchange increased the foreign exchange
availability for the importation of building materials and enabled Ghanaians
resident abroad to send remittances home for construction activities; and

e The economic Recovery Programme encouraged the formation of construction

companies.
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Table 5 : Percentage Contribution to Manufacturing Output

Consumer Goods Intermediate Goods Capital Goods Petroleum
Refinery

1982 33.0 316 2.3 332
1983 48.7 217 0.9 28.6
1984 52.0 231 12 305
1985 44.6 235 0.8 311
1986 441 284 13 269
1987 50.1 319 0.8 220
1988 51.7 339 11 226
1989 438 29.9 03 26.3
1990 48.7 29.9 0.5 211
1991 419 332 0.8 246
1992 39.8 47.7 12 16.1
1993 436 414 0.8 143
1994 42.7 39.2 04 17.7
1995 41.8 41.3 05 175
1996 416 403 0.8 17.1
1997 49.8 47.9 0.9 14
1998 488 40.0 0.8 104
1999 463 39.8 0.8 132
2000 40.7 379 0.7 16.3
Average

82-85 446 25.0 13 25.8
86-93 455 345 0.8 18.2
94 - 2000 445 40.9 0.7 12.7

Source : Computed from Quarterly Digest of Statistics

Consumer Goods: Comprise Food manufacturing, beverage industries, Tobacco and tobacco products, textiles,
wearing apparel and leather goods, paper products and printing, chemical products other than petroleum, and
cutlery and other non ferrous metal products

Intermediate Goods: Comprise sawmill and wood products, cement and other non-metallic mineral products,
iron and steel products, and non-ferrous metal basic products.

Capital Goods : Made up of electrical equipment and appliances, and transport equipment.

Percentage contribution for each subsector was calculated as :
[(Weight/100)xIndex;)/[(Index for all manufacturing)] x 100

3. Industrial Policy, Support and Complementary Measures
There is no coherent industrial policy for Ghana. Bits and pieces of policy statements are
found in various official documents. The dominant industrialization strategy in the post-1945,
post-independence period was import-substitution industrialization (ISI). In Latin America it
had been earlier stimulated by global war and international depression, including the collapse of
primary commodity prices and the abandonment of the primary export-based model of
development. ISI was given intellectual respectability in the post-1945 period by Latin
American Structuralist economists who, because they were "export pessimists”, saw 1SI
as the only way to break their economies' dependence on the vagaries of global commodity
markets. In South Asia, sub-Saharan Africa and a number of South East Asian countries, ISI

was adopted in the immediate post-independence periods, in effect, as a development strategy.
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The experience of Ghana with respect to the strategy of ISI was not different from that of other
countries that had pursued a similar strategy.

The decade prior to the Economic Recovery Programme (ERP) was characterized by a plethora
of instruments that restricted trade and adversely affected the manufacturing sector. These
included the use of import licenses and other non-tariff barriers to control imports and achieve
balance of payments and import-substitution objectives. The exchange rate was not used as a
policy instrument and was fixed at C1.15/US$ between 1974 and 1977 and then C2.75/US$
between 1978 and 1982. This was in the wake of rising inflation. Import tariffs were high
during most of the period and the schedules were changed frequently as the government tried to

achieve its revenue objective.

Performance of the Manufacturing Sector Before the ERP

Over the decade 1973-82, industrial output declined on average by 3.3% with manufacturing
declining by 3.1%. The decline in output was more acute during the 1981-82 period when
industrial output declined by 23% and manufacturing by 36.3%. The decline was particularly
acute for the textile subsector which operated at 86% capacity in 1977 but at only 10% in 1982.
Chemicals and non-metallic mineral products also suffered particularly sharp declines between
1977 and 1982. Export promotion was discouraged by an increasingly overvalued exchange
rate and import restrictions that provided massive protection to import substitution industries.
Agricultural production was also discouraged by the low producer prices and the high returns to
trading and smuggling, thus, undermining the surplus of materials that previously had supported
substantial resource-based processing, particularly for export. Thus, production of
manufactured products was discouraged by price and distributive controls that favoured trade.
According to Steel (1972: 227-7), "Ghana's industrialization and IS policies were extremely
unsuccessful in establishing a structure and level of manufacturing output which could
efficiently reduce foreign exchange requirements and stimulate growth of GNP". Massive
capacity underutilization was partly a consequence of inappropriate foreign-exchange policies.
Even some activities that were intended to be based on domestic raw materials, such as textiles,

became heavily dependent on imported raw materials. Drastic declines in domestic production
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of rubber, sugar, and tobacco, and stagnation in cotton and palm fruits, constrained production
in processing industries. The shortages of electric power supply and the breakdown in the
transport system were major physical factors that limited the development of the manufacturing
sector. A credibility gap existed between the government and the private sector, due to past
arbitrariness of government actions. Some private businesses were confiscated by the various
governments without adequate compensation (sometimes on the grounds that the owners had
violated government regulations). When the PNDC government came to power, it demanded
information on all bank accounts over ¢50,000, froze these accounts and required the owners to
explain how they obtained the money. Among Ghanaian business people, the terms often used
to describe the business environment included "mistrust”, "harassment™, and "“the absence of
support” (Leechor, p. 177). Though this was meant to uproot corruption in the economy it acted

as a hindrance to investment.

With respect to export promotion, even before independence all governments recognized the
need to develop, diversify and promote the export base of the Ghanaian economy. Indeed, the
Seven Year Development plan for the period 1963/4-69/70 had as its central task to increase the
value of exports by processing of raw materials and the sale of manufactured goods. The
balance of payments problems of the late sixties brought to the fore the need to explore export
markets for non-traditional Exports (NTE) including manufactures. It was not until 1969/70
that any specific policy measures were introduced to promote the manufacturing sub-sector.
Efforts at export diversification resulted in the setting up of the Ghana Export Company (GEC)
in 1968 and the Ghana Export Promotion Council (GEPC) in 1969. The GEC was to undertake
the physical exportation of non-traditional products while the GEPC was assigned a promotional
and developmental role. The GEPC was empowered to perform the following duties: to advise
government and exporters, to market and promote Ghana's exports and provide insurance

facilities and information to exporters concerning markets.

By 1982 in spite of the laudable objectives underlying these measures, the country had achieved

little results by way of diversification and increased value-added. With the inception of the
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Economic Recovery Programme (ERP) in 1983, there was therefore the need for incentives
which would shift the commodity structure of trade in favour of the manufacturing sub-sector.

The Economic Recovery Programme

The 1980s saw a swing towards more open trade regimes by several African countries. This
shift coincided with the adoption of the economic reform programmes of the Bretton Woods
institutions which have been proponents of open trade regimes. The position of the latter was
reinforced by the superior performance of the Asian Newly Industrialized Countries (NIESs)
which had made the transition from inward- to outward-oriented trade regimes as compared
with the lackluster performance of those countries that had maintained inward-oriented trade

regimes.

The launching of the ERP (which was predicated on an export-led strategy) in April 1983
changed the macroeconomic and the incentive framework within which industry had to operate.
There has been a substantial improvement in the trade regime with the reduction in the anti-
export bias. The exchange rate policies pursued since 1984 have ensured substantial
depreciation of the real exchange rate. The import control system has been completely
liberalized and significant tariff cuts have been implemented.

Since 1988 the export promotion programme has been made more attractive. Some specific
arrangements designed and implemented to improve the performance of Ghanaian exporters
include the following: the income tax rebate which was increased to 75% in 1991; customs duty
drawback scheme under which exporters can now reclaim the total import duties paid, whereas
previously they could claim only 95%; exemption from duties on packaging materials; reduced
corporate tax for exporting companies; removal of export duties on NTEs; and the enactment of
the Export Development and Investment Fund Law to provide financial resources for the
development and promotion of export trade. These measures could have contributed in the

performance of processed and semi-processed NTEs (Table 4).
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Performance of the Manufacturing Sector After the ERP

After six years of continuous decline, real manufacturing output showed positive growth
rates from 1984. Real manufacturing output has not declined since then. The period
immediately following the Economic Recovery Programme (ERP) showed dramatic
improvement in manufacturing growth with output averaging 12.7% between 1984 and 1988.
With the exception of a few subsectors (paper products, petroleum refinery, and food
processing) all subsectors showed remarkable growth over this period’ (Table 7). Within the
subsectors, some important commodities showed remarkable growth rates. Within
chemicals, production of toilet soap grew by 54.6% and paints grew by 39.1%; within food
processing, edible fats and oil grew by 86.7%, cocoa liquor grew by 44.7%, wheat flour by
44.0% and milk by 43.4%; soft drinks production grew by 29.9% (Table 9). The improved
performance between 1984 and 1988 was mainly due to access to imported raw materials and

inputs and the re-alignment of relative prices.

However, there has been a considerable slow down in the performance of the manufacturing
sector since 1988. Growth rate averaged 2.3% between 1989 and 1993 and 3.3% between
1994 and 2000. With the exception of 1990 and 1997, growth rate has not reached 5% in any
year up to 2000. It has fluctuated between 0.6% in 1989 and 4.8% in 1999. The subsectors
that registered poor growth rates between 1994 and 2000 include textiles, wearing apparel
and leather products (-0.5%), tobacco and tobacco products (-1.3%), sawmills and wood
products (0.2%), cement and other non-metallic mineral products (1.7%), iron and steel
(2.4%), beverages (2.5%), and food manufacturing (3.1%). The decline in the growth rate
since 1988 has been attributed to the pace of trade liberalization. According to Lall (1995), "the
low level of capabilities in Ghana have meant that rapid liberalization, unaccompanied by
supply-side measures to develop skills, capabilities and technical support, led to significant and

costly de-industrialization”. According to Lall, "the rapid pace of liberalization is killing off not

7 . - .
Growth rates of some of the subsectors were as follows : Textiles ( 22.8%), Chemical products ( 36.4%), iron and steel ( 23.7%), Non-
ferrous metals ( 39.6%), electrical equipment (103.4%) and cutlery and other non-ferrous metals (59.2%).
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just inherently uneconomic activities but also some that could be the basis of new manufactured
exports” (Lall, p. 2026).

The fundamental changes implemented in the competitive environment have induced
restructuring in the manufacturing sector. Some inefficient industries, such as textiles,
clothing, leather products, paper products and printing, iron and steel, and electrical
equipment and appliances have contracted in the face of heavy competition from abroad. On
the other hand, some relatively efficient industries have performed particularly well. These
include non-alcoholic beverages (Table 9), petroleum refinery, and chemical products other
than petroleum.



Table 6: Index of Manufacturing Production (1977 = 100)

[Textiles, Cement & Cutlery & [Transport |All
[Tobacco & |Wearing ISawmills [Paper Petroleum [Chemical  jother Iron &  |Non- other Electrical Equipment Manufac-
Food |Beve- [Tobacco Apparel & |& Wood ;roducts Refinery Products Non-metallic _ [Steel Ferrous [Non- Equipment & other turing
rages |Products Leather Products _Printing Other than _[Mineral Products [Metals  |[Ferrous Products
Products Petroleum  |Products Metals
Weight 15 8.11 7.75 13.71 7.22) 1.94 19 6.56 2.98 3.25 9.62 0.49 1.34 3.03 100,
1982 38.2] 50.7 38.1 15.7 36.0 26.9 88.0 17.1] 46.5 30.9 113.8 4.4 14.8] 32.5 50.4
1983 46.3] 425 33.7 10.6 45.6 76.4 53.1 18.6 50.3 12.8 25.6 9.1 4.0 8.6 35.3
1984 29.3] 60.0 63.4 15.9 60.3 72.0 63.0 40.4 42.4 26.3 27.0 10.1] 19.1] 6.5 39.3
1985 41.8) 59.3 61.3 19.2 75.4 65.1 80.6 31.8 63.6 46.2 28.4 34.6 28.4 49.3
1986 40.6] 75.1 57.6 22.9 79.5 70.5 76.6 38.0 47.4 38.8 72.5 55.2 51.0 54.2
1987 50.5| 85.2 54.9 26.1 79.3 59.7 62.7 51.9 49.7 42.9 90.3 51.9 315 56.8
1988 53.6| 89.0 58.0 28.7 98.3 52.8 67.7 67.5 73.4 18.3 97.3 46.2 47.1 62.1
1089 48.0] 98.0 51.0 24.0 80.0 48.0 87.2 62.0 100.0 12.1] 100.5 47.9 13.5 63.0
1990 57.5 94.0 57.1 37.7 74.2 53.5 70.5 57.6 117.3 5.2 103.8 55.2) 25.5 63.5
1991 59.3 93.0 49.6 39.1 133.6 49.3 92.2 44.7 125.6 7.1 104.6 63.2 40.0 71.3
1992 62.8 112.2 47.1] 23.7 120.2 54.6 65.0 56.7 177.0 356.0 115.8 83.3 46.3 11.0 76.9
1993 90.3] 105.5 52.2 60.2 91.9 33.7 65.8 384 206.2 392.8 109.9 99.9 52.6 87.3
1994 90.8] 109.4 53.0 48.0] 98.2 47.1 94.4 129.8 217.0 541.1 88.8 124.0 29.8 101.2
1995 99.6] 109.0 52.0) 54.8 100.2 45.1 101.4 140.0 258.1 581.6 119.8 102.4 42.9 109.9
1996 103 116.2 53.1 56.1] 105.3 49.3 103.5 148.2 258.9 584.5 125.6 116.4 67.8 115.0
1997] 109 123.9 53.1 55.5 105.0 54.1 7.3 159.8 241.8 590.5 149.9 116.4 67.8 101.0
1998 110 124.0 53.6] 55.9 105.0 54.3 56.6) 159.8 240.8 4134 138.1] 116.8 61.5 103.6
1999 110 124.1 47.2 56.0 91.5 54.5 75.3 159.1 250.1 414.0 161.5 114.0 61.5 108.1]
2000 111] 125.0 47 .4 56.2) 92.0) 55.0 96.1] 159.2 227.0 414.3 161.6 114.0 61.6 111.8

Source: Ghana Statistical Service



Table 7: Growth rates of Manufacturing Production

[Textiles, Cement & Cutlery & All
[Tobacco & |Wearing ISawmills |Paper Petroleum [Chemical  [other Iron&  |Non- other Electrical Manufac-
Food |Beve- [Tobacco Apparel & & Wood Products & |Refinery  [Products Non-metallic _[Steel Ferrous [Non- Equipment [Turing
rages |Products Leather Products [Printing Other than [Mineral Products [Metals |[Ferrous
Products Petroleum  |Products Metals
Weight
1983 21.2| -16.2 -11.5 -32.5 26.7| 184.0 -39.7, 8.8| 8.2 -58.6 -77.5] 106.8 -73.0 -11.2
1984 -36.7] 41.2 88.1 50.0) 32.2) -5.8 18.6 117.2) -15.7] 105.5) 5.5 11.0] 377.5 12.9
1985 42.7] -1.2 -3.3 20.8 25.0) -9.6 27.9 -21.3 50.0) 75.7 5.2 242.6 48.7 24.3
1986 -2.9] 26.6 -6.0) 19.3 5.4 8.3 -5.0) 19.5] -25.5 -16.0 155.3 59.5 79.6 11.0]
1987 24.4) 134 -4.7 14.0 -0.3 -15.3 -18.1] 36.6) 4.9 10.6] 24.6) -6.0 -38.2 10.0
1988 6.1 4.5 5.6 10.0] 24.0) -11.6 8.0| 30.1 47.7) -57.3 7.8 -11.0 49.5 5.1
1989 -104| 10.1 -12.1] -16.4 -18.6 9.1 28.8 -8.1 36.2 -33.9 3.3 3.7 -71.3 0.6
1990 19.8 4.1 12.0 57.1 -7.3 11.5 -19.2 -7.1 17.3 -57.0 3.3 15.2] 88.9 5.9
1991 3.1 -11 -13.1 3.7 80.1 -7.9 30.8 -22.4 7.1] 36.5) 0.8] 14.5 56.9 1.1]
19920 59 20.6 5.0 -39.4 -10.0 10.8] -29.5 26.8 40.9] 49141 10.7 31.8 15.8 2.7
1993 43.8) -6.0 10.8 154.0) -23.5 -38.3 1.2 -32.3 16.5] 10.3 5.1 19.9 13.6 2.2
1994 06 3.7 15 -20.3 6.9 39.8 43.5 238.0 5.2 37.8 -19.2 24.1 -43.3 15
1995 9.7 04 -1.9 14.2 2.0 -4.2 7.4 7.9 18.9 7.5 34.9 -17.4 44.0 1.8
1996 29 6.6 2.1 24 5.1 9.3 2.1 5.9 0.3 0.5 4.8 13.7 58.0 3.0
1997, 6.6 6.6 0.0 -1.1 -0.3 9.7 -92.9 7.8 -6.6 1.0 19.3 0.0 0.0 5.4
1998 0.9 0.1 0.9 0.7 0.0 0.4 675.3 0.0 -0.4 -30.0] -7.9 0.3 -9.3 3.0
1999 0.1 0.1 -11.9 0.2 -12.9 0.4 33.0 -0.4 3.9 0.1 16.9 -2.4 0.0 4.8
20000 0.6 0.7 0.4 0.4 0.5 0.9 27.6) 0.1] -9.2 0.1 0.1 0.0 0.2 3.8

Source: Ghana Statistical Service
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Table 8: Production of Some Selected Important Manufactured Commaodities

Edible

Milk |ice Fats & |Wheat |Cocoa [Cocoa [Cocoa [Cocoa [Beer* [Soft Ciga- [Cloth |Paints [Toilet [L'dry [Petrol [Kero [Diesel & [Cement [Iron

Cream [Qil Flour [Butter |Liguor Cake [Powder Drinks** |rettes Soap  [Soap sene  |Gas Qil Rods

UnitMill 000 ‘000  [000  [000 000 000 Mill — Mill Mill Ml '000 000 000  [000 [000 [000 '000 '000
Litre |Litre [Tonne [Tonne [Tonne [Tonne [Tonne [Tonne |Litre [Crates Sticks [Metres |Gals [Tonne [Tonne [Tonne [Tonne [Tonnes [Tonnes [Tonnes
19820 7.6 628 254 8.8 2.8 10.2 33.9 0.8 1208 7.1 0.5 24400 133.0 287.0 252.0 2.2
1983 10.0 444 18 8.8 1.6 11.3] 656.00 31.0 0.4 1074 7.1 0.4 153.00 77.0 164.0 278.0 1.5
1984 11.0 746 39.6 3.9 1.2 4.6 435.00 45.2 0.6| 2008 10.3] 1.1 172.0,  86.0] 218.0 235.0 1.9
1985 14.6 1152 45.3 7.7 3| 9.2 475.00 42.9 0.7] 1942 12.6] 1.9 216.0] 120.0 278.0 356.0 3.4
1986 7.7 686 1 62.8 6.4 3.7 7.5 570.0, 54.6) 1.0 1826 15.2| 226.0 0.6 19.3] 200.0] 112.0 275.0 219.0 2.8
1987 23.4 792 2.4 714 8.1 4.9 10.3] 665.00 58.9 1.4 1734 19.2] 356.9 1.3 28.9 15471 92.2 220.0 294.4 3.1
1988 27.5 628 3.2 95.2 5.6 7 6.7 618.00 61.4 1.4 1831 22.7) 429.0 1.0 25.1] 142.4] 110.0 290.2) 412.1 1.3
1989 22.1 303 3.7, 881 5.9 6.1 6.4/ 557.00 63.9 1.6| 1616 24.7] 414.8 11| 395 252.0 136.5 262.2|  560.7 0.9
1990 20.8 993 3.6 108.4 7.7 6.3 9.1 830.00 62.8 1.8 1805 29.5| 381.9 1.0 34.1] 2036 117.8 20471  678.6 0.4
1991 245 1041 16.3 98 8 7.5 10| 1078.0] 57.3 2.3 1566 23.4] 486.9 0.8 34.6| 283.7 817 296.5| 7137 0.0
1992 23.1] 1054 19 121 7.1 6.5) 7.7 462.00 64.9 3.3 1477 19.00 606.9 1.6 358 191.8 58.8 233.5| 1023.9 26.2
1993 23.8 1048 25.9] 1414 7.2 7.8 7.3 1301.00 61.0 3.6 1647 41.00 667.6 2.6 40.1] 1924 73.6 2235 11925 29.6
1994 23.6] 16200 31.9] 131.9 8.1 9.8 7| 5345.00 63.1 3.5 1680 34.2] 728.3 32| 523 260.1 80.8 315.9] 1298.0 48.1
1995 25.4| 3291 35.3] 136.6 8.1 9.8 7.2 3665.4 652 3.9 1713 34.2| 730.3 4.3 65.4) 195.8) 97.8 263.5 1544.0 51.7
1996 27.6 3582, 37.2] 1404 11.1 13.4 9.8 5021.1) 69.8 4.2 1747 349 774.1 4.6 69.3 199.7] 99.8 268.8| 1548.6| 56.0)
1997 17.4] 3820 39.7] 149.7 11.8 8.7 27.3] 1802.00 75.5 33.1 1747 34.5| 834.7 5.0 59.2 12.7)  27.0 23.2 1446.3 56.6
1998 19.0 4904 47.6| 176.6 12.9 8.5 27.4| 20012 77.0 36.7] 1399 35.9] 1085 5.6 58.1 27.6] 754 228.5 1573.4 50.7
1999 21.4] 3350 76| 164.9 9.9 4.8/ 235 2232.00 102.0 40.3] 1158 33.9] 1091 6.5 615 787 794 346.3] 1850.7 66.9
2000 23.5 6893 80.5| 148.5 23 11.1) 314 1220.00 100 87.5 1166 35.7| 1355 6.9 62.4 1235 60.2 379.5 1673.4 88.8
2001 27.0 4991 82.1] 196.4 20.2 8.8] 28.1 2318.00 101 96.5 1481 36.4] 1536 9.4 59.00 138.9] 59.0 393.8] 1490.0 66.6

Source: Ghana Statistical Service
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Table 9: Growth rates of Some Important Manufactured Commodities

Iron
Milk |Ice Edible \Wheat [Cocoa |Cocoa [Cocoa [Cocoa [Beer [Soft Ciga- [Cloth |Paints [Toilet |L'dry [Petrol |Kero [Diesel & |Cement [Rods
Cream |Fats & [Flour Butter [Liguor Cake [Powder Drinks [rettes Soap [Soap sene  |Gas Qil
Oil

1983 31.6 -29.3 -29.1] 0.0 -42.9 10.8] -8.6 -50.0[ -11.1] 0.0 -20.0 -37.3] -42.1] -42.9 10.3] -31.8
1984 10.0 68.0| 120.00 -55.7 -25.0 -59.3 -33.7| 45.8 50.00 87.00 45.1 175.0] 12.4) 11.7] 32.9 -15.5 26.7
1985 32.7 54 .4 14.4 97.4] 150.0f 100.0 9.2 5.1 16.7) -3.3] 22.3 72.7| 25.6) 39.5 27.5 51.5 78.9
1986 -47.3 -40.5 38.60 -16.9 23.3] -18.5 20.0] 27.3] 429 -6.00 20.6 -68.4 -14] 6.7 -1.1 -38.5| -17.6
1987 203.9 15.5] 140.0 13.7] 26.6 32.4 37.3 16.7] 7.9 40.0f -5.00 26.3 57.9| 116.7] 49.7] -22.7| -17.7| -20.0] 34.4 10.7|
1988 17.5 -20.7 33.3 33.3 -30.9 42.9] -35.0 -7l 4.2 0.0 5.6 18.2 20.2| -23.1] -13.1 -8.0] 19.3 31.9 40.00 -58.1
1989 -19.6 -51.8 15.6) -7.5 54 -12.9 -4.5 -9.9] 4.1 14.3] -11.7] 8.8 -3.3| 10.00 574 77.00 24.1 -9.6 36.1 -30.8
19900 -5.9| 227.7 -2.7 23.0) 30.5 3.3 42.2 49.0 -1.7 125 117 194 -7.9 -9.1| -13.7| -19.2| -13.7 -21.9 21.0 -55.6
1991 17.8 48 3528 9.6 3.9 19.0 9.9 29.9 -8.8 27.8] -13.2| -20.7] 27.5 -20.0 15 39.3 -30.6 44.8 5.2| -100.0
19920 5.7 1.2 16.6) 235 -11.3] -13.3] -23.0 -57.1] 13.3 435 -5.7] -18.8| 24.6 100.0 3.5 -32.4] -28.0 -21.2 43.5

1993 3.0 -0.6 36.3 16.9 1.4 20.00 5.2 181.6] -6.0 9.1 11.5 1158 10.00 62.5 12.0 0.3 25.2 -4.3 16.5 13.0
1994 0.8 54.6 23.2) -6.7] 125 256 -4.1 310.8] 3.4 -2.8 2.0, -16.6 9.1 231 304 352 9.8 41.3 8.8 625
1995 7.6 103.1 10.7, 3.6 0.0 0.0 2.9 -31.4] 33 114 20 00 03] 344 250 -24.7] 210 -16.6 19.0 7.5
1996 8.7 8.8 5.4 28 370 36.7]  36.1 370 7.1 7.7 200 20 6.0 7.0 6.0 2.0 2.0 2.0 0.3 8.3
1997 -37.0 6.6 6.7 6.6 6.3 -35.1| 178.6 -64.1| 8.2 688.1 00 -11 7.8 8.7| -14.6] -93.6| -72.9 -91.4 -6.6 1.1]
1998 9.2 28.4 19.9 18.0 9.3 -2.3 0.4 111 2.0 109 -19.9 41| 300 120 -1.9] 117.3] 179.3 884.9 8.8 -10.4
1999 12.6 -31.7 59.7] -6.6] -23.3 -43.5| -14.2 115 32.5 9.8 -17.2| -56 0.5 16.1] 5.9 185.1 5.3 51.6 17.6] 32.0
2000 9.8 105.8 5.9 -9.9 132.3] 1313 33.6 -45.3] -1.6| 117.1 0.7] 5.3 24.2 6.2 15 56.9 -24.2 9.6 -9.6 32.7
2001 14.9 -27.6 2.0 323 -12.2 -20.7] -10.5 90.0f 0.1 10.3] 27.0 2.0 13.3] 36.2f -54 1250 -2.0 3.8 -11.0] -25.0

Source:

Ghana Statistical Service




4. Industrial Infrastructural Services
Roads
Roads are the predominant mode of transportation in Ghana accounting for about 94% of
domestic and intra-regional freight, even for bulk commaodities such as cocoa, timber and
minerals, which are more suited to rail transport. However, the road network remains in a
deplorable state and several trunk and feeder roads leading to important food producing areas
are not accessible by vehicles all year round. Policies to strengthen and build capacity in the
Ministry of Roads and Transport have been on-going for about five years. The state of the
roads will, in general, impact negatively on businesses, especially the subsectors which have

to transport their raw materials and finished goods over long distances.

Telecommunications

Telecommunications has become the driving force in world development and countries
are striving to modernize their telecom infrastructure in order to become part of the
global village. Ghana has been involved in the reforms of the telecommunications sub-
sector since 1996. Although Ghana Telecom commenced some form of privatization
since 1997, it still remains the main player in the telecommunications sub-sector.
Between 1997 and 2001, Ghana Telecom succeeded in rolling out about 200,000 fixed
telephone lines and over 4,000 pay phones (State of the Ghanaian Economy, 2001). In
addition to Ghana Telecom, there are two other fixed network operators, namely,
Western Telesystems Limited (Westel) and Capital telecom. As at the end of the year
2000, Westel had provided over 2000 lines and 50 pay phones. Capital telecom, on the
other hand, had provided a modest 500 lines for the rural community. Liberalization of
the telecommunications sub-sector has also sparked off growth in telecom value added
providers. They include (a) three mobile cellular operators, namely, Millicom Ghana
Limited, Celltel and Scancom. They have a combined subscriber base of about 100,000;
(b) internet and public data providers of which Network Computer Systems (NCS),
Africa Online, Internet Ghana Limited, Ghanaclassifieds, and Datatel are the leading

companies, and are among the 35 companies that are authorized to operate. They have a
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combined subscriber base of about 150,000; and (c) public pagers that include City
Pagers, American Telecom Systems, Punch Communications Limited, and Page One
Communications Limited. These developments will impact positively on the transactions

costs of businesses.

Energy
The electricity situation in Ghana has not kept pace with the growing economy and this poses

a big challenge to the manufacturing sector. The irregular, unreliable and frequent
interruption of power supply has adversely affected the sector. Power cuts and power
fluctuations continue to raise costs of production. Use of a standby generator adds to
production costs. In 1994 when the economy experienced an energy crisis, the
manufacturing sector grew at 1.5% compared with 2.2% the previous year. The crisis
stemmed from a severe drop in the water level at the Akosombo Dam, due to severe drought
in the catchment area. In 1998 when Ghana had a similar crisis, the manufacturing sub-
sector grew at 3.0% compared with 5.4% the previous year. In November 2001, the Volta
Aluminium Company (VALCO) was asked by the Volta River Authority (VRA) to shut
down one of its potlines but in February 2002, it was asked to shut down another one. This
can send a strong signal to the investor community (both foreign and domestic) about the

investment climate in Ghana.

Water
Water problems also plague the manufacturing sector. Shortages and pressure drops occur

often and these add to the costs of production.

Ports
Ghana's ports are relatively high cost facilities because of their limited physical capacity,
high tariff rates, and congestion. Exporters report losing on average 8% of the value of

imported items due to damages or theft incurred during shipping. Both Takoradi and Tema
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ports have low channel depths and can only handle cellular vessels up to 2000 teu® and 2500
teu respectively. This prevents Ghanaian exporters from benefiting from falling unit
transport costs worldwide. The Ghana Ports and Harbours Authority is in the process of

dredging the Tema port to deepen two of the twelve berths.

In addition to the inadequate physical capacity, vessel call costs at Tema are approximately
twice those in Abidjan, the major competitor for transshipment to landlocked Burkina Faso,

Niger and Mali.

Ghana's ports are also highly congested. Long dwell times can significantly raise the costs of
imported inputs because of demurrage charges and interest, which accrue on customs duties

and taxes.

Kotoka International Airport (KIA)

Privatized freight handling at KIA in Accra has encouraged the development of one of the

best cargo villages in the West Africa. KIA handles more cargo than any other West African
airport. The current operator, Afgo, has the exclusive right to provide services until 2004,

but air cargo traffic is gradually outgrowing the arrangenment.

Impact on the Manufacturing Sector

Food Products: Canned Tuna

Ghana has some of the highest energy costs in the tuna canning world. Power cuts and
power fluctuations continue to raise costs of production. Firms are hit, on average, by as
many as 16 significant power cuts per month (World Bank, 2001). Use of a standby
generator adds about 4 to 5% to production costs. Power fluctuations are even a bigger
problem. According to the World Bank (2001), one firm had to spend US$20,000 in 1999

just to replace burnt-out motors on equipment due to power fluctuations. Water problems

8 -
Twenty-foot equivalent
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also plague the tuna factories. Shortages and pressure drops occur often. Tuna factories use
water in pre-cooking and sterilization processes. If they have an interruption of water for
more than 4 to 5 hours, the factory will lose 50% of the subsequent day's production.
Telecommunications can also be a problem. Exporters report that international calls are
often cut off, and it is very difficult to get additional lines when requested. Faxes are badly
transmitted and E-mail can get lost in servers for up to 2 days.

Canned tuna exporters are registered free zone companies which should reduce import and
export clearing times. But firms note that they continue to face costs and delays in dealing
with Customs. Importing inputs, for example, requires signatures on documentation from the
assistant commissioner and chief collector of Customs. If these officers are not available, the
firm has to wait, there is no delegation. It takes up to two or three days to clear imports. On
top of this, imports are inspected twice, once at the port and a second time by Customs when

they arrive at the exporter's bonded warehouse.

Wood Processing:

Companies cited shortage of skilled labour as one of their biggest problems in achieving
higher quality. One company tried to introduce 1ISO-9000 quality system, with foreign
consultants, but failed, because its labour force could not produce consistent quality every
day. Buyers point out that Ghana does not have the skilled workforce to move into more
complex downstream products like finished flooring, quality doors or furniture sub-
assemblies. As one buyer puts it: "Low labour cost and low quality will always be beaten by

higher cost labour and higher quality in tmore advanced countries.

Power cuts can have a significant impact on production. Use of a generator adds as much as
5% to factory production costs for downstream products. Many large exporters budget to use
a generator 10 to 15% of the time. Roads are also problematic. Often during the rainy
season it is impossible to get cut timber out of the forest.

Improvements are also needed in the administration of Customs and other government

agencies dealing with the wood sector. Exporters complain that they have no fast-tracking
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advantage, even if they have a free zone status. "Import procedures normally take three days
when they could be completed in five hours. With sea freight, the documents should be
received in advance of the shipment so that procedures can be completed before the arrival of
the vessel'. But in practice, the authorities wait until the consignment has arrived before
commencing clearance procedures. By air, consignments take three days to release even

though the procedures are less cumbersome.

Other Subsectors

Non ferrous metals, which is mainly production of alumina at the smelter at VALCO was
adversely affected by the energy crises. In 1994, the subsectors growth rate fell by
19.2% and in 1998 it declined by 7.9% (Table 7). The energy-intensive subsectors were
also adversely affected. The output of electrical equipment declined by 43.3% in 1994
and 9.3% in 1998. That of iron and steel declined by 30% in 1998. Other subsectors
which were adversely affected by the energy crises were food processing whose output
grew by 0.6% in 1994 compared with 43.8% in 1993 and 0.9% in 1998 compared with
6.6% the previous year; textiles, wearing apparel and leather products which grew by —
20.3% in 1994 compared with 154% in 1993; and chemicals which stagnated in 1998
compared with a growth rate of 7.8% in 1997. In the study by Baah-Nuakoh et al (1996),
the dominant infrastructural constraint for all firms related to the supply of electricity and
water. About 68% of the firms interviewed had problems with electricity and water. The
problem was less pronounced with respect to water. For both water and electricity the

main problem had to do with irregular supplies.

5. Analysis of Domestic Trade Regime Changes
The trade liberalization process that began in 1983 was part of a broad
macroeconomic programme, the objective of which was to reverse the decline in the major
economic indicators and to deal with the severe foreign exchange crisis facing the economy.
The move towards liberalization began in April 1983 with the introduction of multiple
exchange rate system. The nominal exchange rate remained fixed at its 1978 level but a

system of bonuses and surcharges was introduced. Traditional exports, as well as imports of
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crude oil, essential raw materials, basic foodstuffs and capital goods were subject to an
exchange rate of C23.75 to one US$. Non-traditional exports and other imports faced a rate
of C25.975 to the US$. The exchange rate was unified in October 1983 at C30.00 to
US$1.00. Three nominal devaluations took place in 1984 and 1985. In January 1986, the
currency was again devalued from C60.00 to C90.00 to the US$. The devaluations were
accompanied by a reduction in the gap between the official and parallel market rates. The
import licensing system that was in operation prior to 1983 was maintained until 1986.

There was a re-definition of import license categories, with three types in operation.

The “A” license allowed the holder to bid for foreign exchange at the Bank of Ghana auction.
Items that could be imported using this category were pharmaceuticals, raw materials, spare
parts and other producer goods. The “S” license allowed individuals with access to their own
sources of foreign exchange to import goods. Holders of this license could not bid for
foreign exchange at the Bank of Ghana auction. These licenses were valid for six months.
The “G” license was issued to government organizations for the importation of essential
goods and services. It was allocated to the ministries which submitted licenses to the
Ministry of Trade and Tourism. This license allowed government organizations to use

foreign exchange without making recourse to the auction.

The tax structure remained fairly stable between 1983-85 (Table 10). The major significant
change in the structure was an increase in the special development tax from 10% in 1983 to
50% in 1985 and a reduction in the import sales tax on luxury goods from 70% to 20%. The
predominantly uniform tariff structure remained stable until the introduction in 1986 of a
four-tier rate structure at levels of 10, 20, 25, and 30%. This established an escalating tariff
with raw materials (10% or 20%) receiving a much lower tariff than consumer and luxury
goods (25% or 30%). Import sales tax on basic consumer goods and luxury goods were each
increased by 25 percentage points. Further changes in 1987 maintained the escalating tariff
and raised rates to a peak of 35% for consumer goods. Import sales tax on basic consumer
goods and luxury goods were each reduced by 10 percentage points. Rates were

subsequently lowered below 1986 levels by across-the-board type tariff reductions in 1988.
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Capital and consumer goods were reduced from 25% to 15% and from 35% to 20%
respectively. Most other tariff rates were lowered by 5 percentage points. The import sales
tax on basic consumer goods was reduced to 22.5% while that of luxury goods was
maintained at 35%. There was no change in the tax structure in 1989. The 1990 tariff
structure comprised four ad valorem rates. These are free; 10% for mainly capital goods and
raw materials; 20% for mainly consumer goods; and 25% for mainly luxury goods. There
was no change in the import sales tax on luxury goods but the one on basic consumer goods

was further reduced to 17.5%.

Table 10: Import Tax schedules (%)

1983 1984 1985 1986 1987 1988 1989 1990
Import Duties
Cocessionary [10-20] | [10-20] | [20-25] [10-20] | [10-25] | [10-25] | 10 0
Basic Raw Materials 25 25 25 10 15 10 10 0
Other Raw Materials 30 30 30 20 20 15 15 10
Capital Goods 30 30 30 20 25 15 15 10
Consumer Goods 30 30 30 25 35 20 20 20
Luxury Items 30 30 30 30 30 25 25 25
Import Sales Tax
Concessionary [10-15] | 10 [10-20] 10 10 10 7.5 15
Basic Consumer Goods 20 10 35 25 225 225 175
Luxury Goods 70 20 45 35 35 35 35
Special Development Tax
Special Licenses 10 20 50 50 50 50 0 0
Import License Fee
Special License 20 20 20 20 20 20 0 0

Source: Tutu and Oduro (1999)

In order to protect selected industries, duty protection rates ranging from 10 percent to 40
percent were imposed on selected items in 1989°. Super sales taxes were introduced in the
1990 budget to restrict “frivolous” consumption of a broad range of luxury goods'®. This
could have accounted for the 57.1% growth rate in textiles in 1990 and 19.1% for cloth in the
same year. The rates, together with their coverage, were reduced in the 1991 budget from a
range of 75% - 500% to rates of 10, 20, 30 40 and 100%. In 1991, the growth rate of textiles

9
Such items included alcoholic beverages, tobacco products, textiles, cosmetics and edible oils (GATT, 1992)

0
The included alcoholic drinks such as wine and spirits (40%), tobacco products like cigars (40%), fabrics (20%).
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declined from 57.1% to 3.7% while growth rate of cloth declined to —20.7%. It does appear

that some of these subsectors responded to the tariff protection.

In January 1989, the import-licensing system was removed. Tax rates on other raw materials
and capital goods were reduced in 1990, thereby contributing to increasing the effective rate
of protection on the consumer goods industry. The cost of importing was reduced for most
items because of the elimination of the special development tax and import license fees in
1989 (Table 10). As can be seen from the table, there is a substantial degree of tariff
escalation inherent in the structure and this has the potential to reduce resource-use efficiency
by providing relatively high incentives for the production of consumer/luxury goods, at the
expense of raw materials and capital as well as intermediate goods. In order to protect
selected industries, duty protection rates ranging from 10 percent to 40 percent were imposed
on selected items™. The reduction in the tax rate of raw materials coupled with the duty
protection accorded some industries positively affected the output of some subsectors
especially food processing, textiles and cement. Production of food processing grew by
19.8% in 1990 and has since shown positive growth rates (Table 7). In particular, edible fats
and oil (one of the industries given special protection) grew by 352.8% in 1991 and averaged
87.9% between 1991 and 1995 (Table 9). Production of textiles also grew by 57.1% in 1990
and averaged 43.8% between 1990 and 1993. Cement production also responded with an
average growth rate of 20.5% between 1990 and 1993. In 1992 a single rate of 10 percent

was applied.

The manufacturing sector had to restructure during the 1990s in the face of increased import
competition. Ghana has made considerable gains in rationalizing its tariff structure.
However, effective rates provided by tariffs remain relatively high on some manufactured

products. A 1998 tariff study conducted by the Ministry of Trade and Industry found

11
Such items included alcoholic beverages, tobacco products, textiles, cosmetics and edible oils (GATT, 1992)
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relatively high effective rates of over 66% on several manufactured products.'® Another
study (Seini and Asante, 2000) showed that in 1996, an effective rate of protection for food
processing was 494.7% and a domestic resource cost ratio (DRC) of 5.6 for food processing.
For textile garments, the study showed that the effective rate of protection ranged between
20.62% and 31.24% while the DRCs ranged between 1.2 and 1.3. For textile fabric, the
effective rates ranged between 30.8% and 654% while the DRCs ranged between 1.3 and 7.5.
The high effective rates are symptomatic of inefficient use of resources.

The major policy thrust of the government in the trade sector since 1998 has been the
continuation of the rationalization of the tariff regime in Ghana. The average tariff applied
rate for the manufacturing sector in 2000 was 14.6% with a range of 0% — 279% and a
standard deviation of 12.4. Above average tariff rates were applied to certain subsectors,

especially petroleum refinery, clothing and wooden furniture (Table 11).

Table 11: Applied Tariff Rates in Manufacturing in 2000

Sector Simple Average Range Standard Deviation
All Manufacturing 14.6 0-279 12.4
Food products 22.3 0-40 10.9
Beverages 21.4 10-40 8.5
Tobacco Products 20.0 20-20 0.0
Textiles 20.7 0-40 9.6
Clothing (except footwear) 37.3 20-40 6.8
Leather & leather products 16.8 10-40 7.7
Wood Products, except furniture 18.9 10-20 3.2
Wooden Furniture 32.3 10 - 40 10.7
Paper products 19.1 0-40 5.4
Printing & Publishing 11.3 0-20 9.8
Industrial Chemicals 10.7 0-20 3.9
Chemical Products & Pharmaceuticals 16.7 0-40 9.2
Petroleum refinery 57.1 10 - 279 81.3
Rubber Products 14.4 0-20 5.3
Iron & Steel Products 9.9 0-20 1.8
Non-Ferrous Basic Metals 13.0 10-20 4.6
Metal Products 12.0 0-40 5.7
Machinery 2.8 0-20 55
Electrical Machinery 115 0-375 6.5
Transport equipment 4.9 0-20 *

* Not available
Source : WTO (2001)

12
Rates in the study ranged from 72% for processed food, 69% for plastic packaging products, 66% for fabrics, 55% for garments, 48% for
veneer, 44% for metal products, and 8% for electrical products.
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6. Analysis of External market access changes (including trade preferences) in the

major export destinations.

Ghana is a founding member of the WTO. As a developing country, Ghana benefited from
transitional periods to implement commitments under various WTO Agreements. Tariff
negotiations under the auspices of the WTO have been a major instrument to open up
markets and move towards global trade liberalization. The seven rounds of negotiations held
prior to the Uruguay Round had considerably reduced the tariffs applied by developed
countries to industrial products. However, they made little progress in removing the
quantitative restrictions and other non-tariff measures applicable to imports. For instance, in
the industrial sector, the developed countries’ discriminatory quantitative restrictions on
imports of textile products and clothing continued to be applied under the legal cover
provided by the Multi-Fiber Agreement. The market access negotiations in the Uruguay
Round greatly improved the situation. Tariffs on manufactured imports into industrial
countries were reduced from a trade-weighted average of 6.3% to 3.8%, a reduction to be

phased in over five years and tariffs into the EU were reduced from 9.0% to 4.8% (Table 12).

Table 12: Average Tariff Cuts in the Uruguay Round for Industrial Goods

Pre-UR | Post-UR | Average Tariff Cut
%
Developed Countries | 6.3 3.8 40
EU 9.0 4.8 47
us 4.6 3.0 34
Japan 3.9 1.7 56
Canada 9.0 4.8 47

Source: Schott and Buurman (1994)

Above-average tariff cuts took place in seven product groups*®. Below average cuts were

made in four product groups™. In general, the cuts are phased in over five years, in equal

13 Metals ; mineral products, precious stones, and metals ; electric machinery ; wood, pulp, paper,and furniture ;
nonelectric machinery ; chemicals and photographic supplies ; and ‘other’ manufactured articles.

14 Textiles and apparel ; leather, rubber, footwear, and travel goods ; fish and fish products ; and transport
equipment.
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annual increments, starting in January 1995.

Ghana's merchandise trade is heavily concentrated in Europe, especially within the EU.
Almost half of Ghana' exports in 1999 went to the EU, down from 54% in 1994. The EU
market dominates largely because of duty-free access granted to Ghanaian exports under
preferential arrangements. EU markets have been an important destination for NTEs,
accounting for over two thirds of these exports in 2000, compared with well under one third

in 1988. These markets also account for the lion's share of manufactured exports.

The share of exports to Africa increased from 13% in 1994 to 17% in 1999, mainly due to a
rise in exports to ECOWAS partners, especially Togo, which with a share of 12% (9% in

1994) was Ghana's single leading market, along with Italy, in 1999. ECOWAS continues to
be an important destination for NTEs, accounting for 31.5% in 2001, up from 17% in 1988.

Ghana is a signatory to the Cotonou Agreement (successor to the Lome Convention) between
the EU and 77 countries in Africa, the Caribbean and the Pacific (ACP)*™. This extends non-
reciprocal trade preferences to all ACP states. Ghana's exports to the EU benefit from duty-
free treatment on industrial and processed agricultural products (on a non-reciprocal basis),
subject to a safeguard clause and rules of origin.'® Ghana also benefits from Generalized
System of Preferences (GSP) treatment from industrialized countries. It is also a signatory to
the Global System of Trade Preferences (GSTP), and as such provides and receives
preferential tariff access over a range of products and countries. Ghana receives GSTP
preferences on such products as salt, textiles, wood and wood products, aluminium and

aluminium products, and cocoa and cocoa products. These trade preferences have been

15 The Cotonou Agreement was signed on June 23 2000. The fourth Lome Convention had expired at the end of February 2000. The trade
provisions of the Cotonou Agreement continue the provisions of the Lome Convention with regard to access to EU markets. The existing
Lome trade provisions are to continue until December 31 2007.

18 The rules of origin require that qualifying products be either "wholly obtained or significantly worked or processed" in one or more ACP
states. The latter definition is based on the product being sufficiently modified in the ACP state for it to be classified under a different four-
digit HS tariff item.



-33-

important for the development of Ghana's manufactured exports, such as wood products,
canned tuna and cocoa products (Tables 13 and 14).

Ghana is a founding member of ECOWAS which aims at establishing a free trade area, and
ultimately, a customs union; the treaty was signed in May 1975. The ECOWAS agreement
provided for trade and investment liberalization among members. Major delays and
postponements in the implementation of the trade liberalization programme led to the scheme
running drastically behind schedule. The Treaty provision of most-favoured-treatment
between ECOWAS members was suspended in the early 1980s. A revitalized free-trade
programme, the ECOWAS Trade Liberalization Scheme, was inaugurated on January 1,
1990. ECOWAS has since January 1990 adopted a trade liberalization scheme by which
certain industrial products originating in the member countries are given preferential access.
Tariffs on finished goods were to be progressively reduced and eliminated according to
several criteria under the Trade Liberalization Scheme. The revised ECOWAS Treaty of
1993 includes among its objectives the establishment of a common market involving, inter
alia, the removal of obstacles to the free movement of persons, goods, services, and capital,
as well as the right of residence and establishment. Members were committed to achieving
this within five years following the creation of an envisaged customs union, which was to
have been established by 2000. Since 1997, the share of NTEs to ECOWAS has increased
from 11.4% to 31.5% in 2001. This does suggest that Ghana has benefited from trade
preferences with ECOWAS. Since manufactured products form about 80% of NTEs, one

can deduce that exports of manufactures into ECOWAS is on the ascendancy.
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licable to Products of Interest to Ghana in Two Mjor Markets

H.S No. Description European Union United States
Pre-UR Post-UR Pre-UR  Post-UR
Tariff (%) Tariff (%) Tariff (%) Tariff (%)
0306.13Ex Shrimps & Prawns, cooked, slated in brine 12.07 18.0 12 0 0
0804.30 Pineapples, fresh or dried 9 5.8 05571131 044711
0901.11 Coffee, not roasted nor decafinated 5 0 0 0
1520.10 Glycerol Crude 1.5 0 04 0
1801.00 Cocoa beans, whole/broken 3 0 0 0
1802.00 Cocoa Shells, husk, skins and waste 3 0 0 0
1803.10 Cocoa paste, not defatted 15 9.6 0 0
1803.20 Cocoa paste, wholly/partly defatted 15 9.6 12 0.3
1804.00 Cocoa butter, fat and oil 12 7.7 0 0
2602.00 Manganese ores and concentrates 0 0 0 0
2606.00 Aluminium ores and concentrates 0 0 0 0
2620.40 Ash and Residues, containing mainly aluminium 0 0 0 0
4403.34Ex Wood in the rough, of tropical woods 0 0 0 0
4403.35 Wood in the rough, of limba and other 0 0 0 0
4408.20 Veneer sheets of tropical woods 40160 20130 07 4.0 0
4408.90 Veneer sheets of other woods 07 6.0 0714.0 3.2 0
7102.31 Non-industrial diamonds, unworked 0 0 0 0
7601.10 Aluminium, not alloyed 6 6 0 0
7601.20 Aluminium alloys 6 6 0 0
7602.60 Aluminium waste and scrap 3270 0 2 0
9403.60Ex Other wooden furniture, nes 5.6 0 257 6.6 0
9403.90Ex Parts of wooden furniture 5.6 2.7 247170 0

Source: Ministry of Trade and Industry

Table 14 : Duty Applicable to Ghana’s Exports under the Cotonou Agreement (as at Sept. 2000)

Applicable to Cotonou Applicable to Non- Generalized System
Cotonou of Preferences

Freshwater Fish (incl. Smoked/frozen) 0 8% 0
Seawater Fish (incl. Smoked/frozen) 0 0-15% 0-52%
Cassava 8.6 Eur/100kg 9.6ur/100kg
Yam 0 3% 0
Pineapples 0 5% 4.9%
Coffee(not roasted/decaffeinated 0 0 0
Cassava Starch 70.6Eur/1000kg 66 — 166Eur/1000kg
Tuna, prepared or preserved 0 24.0%
Cocoa paste, wholly/partly defatted 0 9.6% 6.7%
Cocoa Butter 0 7.7% 5.3%
Cocoa Powder 0 8.0% 2.8%

Source: World Bank (2001)
Performance of Manufactured Non-Traditional Exports

Table 15 shows that manufactured NTEs have increased steadily from US$5.9 million in
1986 to US$342.8 million in 2001. Over the same period, the share on manufactured exports
in total non-traditional exports also increased steadily from 24.8% to 82.1%. Diversification
of the commodity structure of exports, especially towards manufactured goods, is necessary
for at least two reasons. First, the prices of manufactured goods on the world market are

more stable than those of primary products. Second, export earnings instability in Ghana can
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be explained by the lack of commodity diversification (Jebuni et al, 1992). Therefore

diversification towards manufactured exports is likely to stabilize export earnings.

Even though regional markets take a small proportion of total exports, they absorb a fairly
large share of Ghana's non-traditional exports. A survey of manufacturing firms conducted
in 1992 found that approximately a third of these exports were sold in ECOWAS markets
(Tutu and Oduro, 1999). Data from the Ghana Exports Promotion Council show that the
share of NTEs to the ECOWAS subregion increased from 11.4% in 1997 to 31.5% in 2001.
This suggests that opening up the ECOWAS market may be important in Ghana's effort to
diversify into manufactured exports. The recognition of the government to assist Ghanaian
exporters to take advantage of export markets, especially in the ECOWAS sub-region as
contained in the 2001 budget should therefore be urgently pursued.

Table 15 : Some Indicators of Non-Traditional Exports (NTES)

Year Total NTE Agriculture Manufactures Handicrafts ManExp/
($'mill) ($'mill) Value Growth | ($'mill) NTE (%)
($,mill) Rate
1984 191 0.98 0.97 0.01 50.8
1986 23.8 17.8 5.9 0.06 24.8
1987 28.0 18.79 9.1 54.2 0.06 32.6
1988 42.3 27.1 15.2 67.0 0.16 35.9
1989 34.7 21.1 13.3 -12.5 0.56 38.3
1990 62.3 28.8 33.1 148.9 0.45 53.1
1991 62.6 33.0 53.1 60.4 0.9 84.8
1992 68.4 22.1 45.8 -13.7 15 67.0
1993 71.7 26.1 43.0 -6.1 2.6 59.8
1994 119.3 39.2 77.8 80.9 2.3 65.2
1995 159.7 274 130.2 67.4 2.1 81.5
1996 276.2 50.3 233.0 79.0 2.9 84.4
1997 329.1 57.4 266.9 14.5 4.7 81.1
1998 401.7 77.8 3175 19.0 6.4 79.0
1999 404.4 84.5 313.3 -1.3 6.7 775
2000 400.7 74.5 321.1 2.5 5.0 80.1
2001 4175 66.9 342.8 6.8 7.9 82.1

Source: Ghana Export Promotion Council

Food Products
Exports of foods and beverages declined from US$2.03 million in 1986 to a low of US$0.13

million in 1990 with its share declining from 34.4% to 0.4% over the same period. From
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1991, export performance picked up, increasing gradually to a peak of US$80.3 million in
1998 with a share of 25.3% and an annual average growth rate of 240% (Table 4). By 2000,
exports had declined to $71 million with a share of 22.3%.

Canned Tuna

Exports of prepared foods and beverages is dominated by tuna exports. Ghana began
exporting canned tuna in 1990-91, processed from locally caught fish. The new American-
owned Pioneer Food Cannery established a fully integrated tuna cannery in 1994 for
exporting to the EU and the U.S. Tuna exports increased from $7.7 million in 1994 to $77
million in 1998 before declining to $65.1 million in 2000 (Table 4). Between 1995 and
2000, tuna exports accounted for an average of over 90% of the exports of prepared foods

and beverages.

Ghana’s export opportunity in the tuna industry is driven by the availability of fish in the
Eastern Atlantic, and trade preferences extended by the EU under the Cotonou Agreement.
Under this agreement, Ghanaian tuna exports enter the EU duty-free, while Asian
competitors (non-Cotonou members) pay a duty of 24% (Table 14). This duty differential is
quite important because Ghana’s costs are higher. The cost structure of Ghanaian tuna
exporters is driven by four major elements: cost of fish, cans, labour, and energy. Fish costs
in Ghana are higher than in Asia because of differences in fishing technology (Asians
generally use larger fishing vessels whereas Ghanaians use the small pole and line vessels),
and because of the task-level efficiency. This task-level efficiency difference arises because
under the “origin” conditions of the Cotonou Agreement, fishing must be done strictly by

Ghanaian-owned vessels.

The local cost of cans is also slightly higher than world price and reportedly of lower quality.
Wage costs of canning factory workers in Ghana are reported by firms to be equal or higher
than those paid in Asia (World Bank, 2001). Finally, energy cost, particularly when one adds
the cost of running a stand-by generator for significant amounts of time each month, as well
as the extra cost of replacing and repairing burnt-out motors caused by power fluctuations, is

reported to be among the highest in the world for tuna processing countries.
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On the competitive front, increases in production costs in European fish canneries are
causing EU producers to put pressure on competitors like Ghana to meet EU workplace
standards and levels of remuneration. The French, for example, have been insisting that
there is a convergence between Ghanaian and French pay rates for the same work. French
Customs also complained about Pioneer, and the EU sent inspectors to make sure Pioneer

was in compliance with Cotonou regulations.

Canned tuna exporters are registered free zone companies, which exempts them from duties
and VAT, and should reduce import and export clearing times. But firms note that they
continue to face costs and delays in dealing with Customs.

Cocoa Products

Exports of cocoa products increased from almost US$13 million in 1995 to US$91 million in
1997 before declining to $56 million in 2000 (Table 4). Among cocoa products, growth was
led by cocoa butter, while earnings from cocoa cake and cocoa liquor were relatively
stagnant. The value of cocoa butter exports peaked at $72 million in 1997, but has declined
continuously thereafter because of lower volumes and prices. By 2000 it had declined to $40
million. The subsector gained new impetus following the privatization in 1993 of two state-
owned factories to a German firm. As a result of investments by the privatized firm,

processing capacity increased by 55,000 tons of cocoa beans.

Based on technical ratios involved and the prices obtained in world markets, the value-added
from cocoa butter production seems at best marginal®’. The profitability of cocoa processors
derive from two factors: (i) cocoa beans are bought at a discount; and (ii) exports from Ghana
to the EU are duty-free while exports from countries outside the Cotonou Agreement are
subject to a 7% - 8% duty.
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Cocoa cake exports increased from less than US$1 million in 1995 to US$8 million the
following year. Thereafter it declined and remained stagnant at around US$4 million. Cocoa
liquor exports also increased from less than US$1 million in 1995 to a peak of US$15 million
in 1997. It declined to US$6 million in 1999 and rose to US$12 million in 2000.

Wood Products

A breakdown of the manufactured exports shows the dominance of wood

products. Exports of processed and semi-processed wood products increased from US$1.5
million in 1986 to US$108.3 million in 2000 representing 33.7% of processed and semi-
processed non-traditional exports (Table 4). With the exception of 1990 when its share in
processed and semi-processed NTE was 16.8% the share has ranged between 21.7% in 1991
and 43.8% in 1993 (Table 4). Firm-level data (Baah-Nuakoh et al, 1996) also reveal the
predominance of wood in current and previous exporters. About 52% of current exporters in
the study were in the wood and furniture products (Table 16). The firms in the wood
subsector are well-established firms which were exporting logs but were forced by legislation
in the 1970s banning the export of certain types of logs and processing them for export. In
addition, in the early phase of the structural adjustment programme, they were given
substantial financial assistance as part of the programme to rehabilitate the traditional exports
sector. The wood subsector is also the most export-oriented, as measured by the probability
of finding an exporting firm in the subsector. Also, wood and wood products is one of the
product groups on which above-average tariff cuts were achieved in the Uruguay Round

negotiations. As noted earlier, wood products benefit from preferences under the GSTP.

7 For example, it takes 2.5 tons of cocoa beans to produce 1 ton of cocoa butter. The price of cocoa butter is
only 2.0 — 2.7 times the price of cocoa beans, implying that value added is either marginal or negative.



-39-

Table 16 : Distribution of Exporters by Subsector

Subsectol Number of Number of Number of Export Attrition Rate
Firms Current Previous Orientation (%)
Exporters Exporters
Food & Beverages 29 5 2 24.1 28.6
Textiles 10 2 4 60.0 66.7
Garments 14 1 1 14.3 50.00
Leather 4 0 0 0.0 Na
Wood & Wood Products 36 21 2 62.2 8.7
Paper Products 7 1 3 57.1 75.0
Chemicals 8 0 4 50.0 100.0
Rubber and Plastics 7 4 0 57.1 0.0
Metals 24 5 2 29.2 28.6
Others 11 1 1 22.2 50.0

Source: Baah-Nuakoh et al (1996), Tables 10 and 13.

As part of the Government's policy to promote downstream processing, exports of logs were
banned in 1996 and penalties were imposed on exports of air-dried lumber. It is interesting
to note, however, that earnings from processed and semi-processed wood have not increased
much since 1996, and total earnings from the wood sector as a whole, i.e., including
traditional exports, have actually declined in dollar terms (World Bank, 2001, Table 7). This
appears to indicate that efforts to move the industry towards downstream production have not
resulted in increased export earnings (through increased value added) from the wood sector.
There is also evidence that the ban has not been enforced effectively as logs continue to be

exported illegally to regional markets (World Bank, 2001).

However, the industry’s future depends on a more effective management of Ghanaian forests
to ensure sustainability. With the exception of a few firms, the wood processing industry in
Ghana is inefficient by international standards. Most of the firms operate with outdated
equipment. Inadequate upstream forest policies and ineffective implementation have resulted
in the under-pricing of domestic wood resources in Ghana, which, in turn, has translated into
downstream processing inefficiencies. Major wholesalers and retailers in the EU market
require that the wood products they buy come from “certified” forests. Certification requires
evidence that the forest utilization is planned for sustainability and enforced effectively to

protect both timber and wildlife resources. Without such certification, Ghana will be locked
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out of these markets not just for timber but for all of its wood products. Hence, there is an
urgent need for the Government to put in place and implement a well-managed, sustainable
forest policy that can ensure access to important world markets (World Bank, 2001). Also,
the technical capability of Ghanaian wood processing companies is low, resulting in high
levels of timber wastage and low product quality. Some 45% to 60% of the logs processed
into sawn timber are wasted as off-cuts (WTO, 2001). Data from the Regional Program on
Enterprise Development (RPED) show that firms in the textile and wood sectors in Kenya

and Zimbabwe are more efficient than the firms in Ghana.

Textiles and Garments

Prior to 1983, the Ghana textile industry had been surviving with government protection in
the form of low tariffs/duties on raw material imports and liberal allocation of foreign
exchange. One policy that has adversely affected the textile and garments subsectors is the
trade liberalization. As a result of the importation of finished textiles and garments and the
dumping of second-hand clothing on the domestic market, most of the local industries in
these subsectors have closed down, with the remaining operating at very low levels of their
installed capacities. Many firms in the garment industry were among the first to go out of
production and by 1988 over 80% of the establishments had been closed down (UNIDO,
1996).

In contrast to the relatively liberal conditions of access for industrial products in most
developed countries, the textile and clothing sectors are heavily protected. Through a set of
bilaterally negotiated agreements under the MFA, industrial countries - principally Canada,
the EU, Norway, and the US - applied widespread and restrictive quotas against imports
from developing countries under the umbrella of the Multifibre Agreement (MFA). This
violated the fundamental GATT principle of nondiscrimination and the injuction against the
use of quantitative restrictions. MFA quantitative restrictions on Textiles and Clothing have
restrained exports of textiles and clothing from developing countries as a whole to developed

countries and have had a negative impact on world trade since the 1960s. A major outcome
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of the Uruguay Round was the Agreement on Textiles and Clothing which phases out
completely over a ten year period, MFA restraints particularly “voluntary export restraints”.
Textiles and clothing are important for developing countries because its production is labour-
intensive. This is an area where simple transferable technology is in use. Thus, Ghana with
its abundant and cheap labour resources can quickly move into this area and possibly enjoy
some comparative advantage. At the moment, Ghana exports very limited quantities of
textiles and clothing. Indeed many garment factories have closed down in the face of

competition from imports especially cheap second hand clothing.

Given Ghana's advantages, it should be possible to rehabilitate this important sector using
unutilized facilities and labour. If Ghana is able to achieve competitiveness, the new
dispensation after 2004 should enable Ghana to compete with countries like Malaysia and

Singapore which had huge quotas under MFA restrictions.

During the transition period, each phased relaxation of controls by importing countries in the
EU is likely to lead to a relative improvement in access for non-ACP countries, imports from
which were previously severely restricted, compared with access for Ghana’s products,
which enjoyed especially favourable ACP access terms. The import of this for Ghana’s
domestic producers is the likelihood of keener competition from both traditional and newer
textile producing countries, particularly those in Asia. This may lead to greater price

competition and act as a disincentive for Ghana’s domestic producers.

However, Ghana can carve a niche in the industry by agressively marketing products like
Ghanaian batiks and kente which have a mark of uniqueness and which may not necessarily

be affected by the expected fall in world prices of textiles.

The period of transition means that existing quotas will not disappear overnight so if Ghana
is to play a role in the textiles and clothing sector, its manufacturing industries have to be
rehabilitated, expanded and geared for export. It is Ghana’s response to the transitional

processes which will determine whether the country will enjoy future benefits, by building up
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a market share in the sector. The employment effect of new investment in the industry will
be immediate and positive but the exports of products will certainly take time and benefits
will accrue to Ghana but not immediately as there will be difficulties in accessing some
markets. These transitional difficulties may be compounded for two reasons.

(a) importing countries have control over the phasing of MFA restrictions. Thus,
discretion can be exercised as to areas and proportion of trade to relax control in
the phases.

(b) Importing countries can also exercise discretion to restrict imports from a
particular source if large increases in imports cause injury to domestic producers.

As regards exports, Ghana is a small supplier to a few countries, so in many potential
markets, Ghana will essentially be a new entrant. This may enable advantage to be taken of
the special preferential treatment for small suppliers, new entrants and LDCs in order to have

better access possibilities in the markets of the developed countries.

Exporters are also attracted by Ghana's free zone and investment codes. Moreover, when one
takes into consideration the fact that Ghana can take advantage of trade preferences, such as
the Cotonou Agreement with the EU and the African Growth and Opportunity Act

(AGOA)'®, Ghana's competitive situation looks better.

There is an ongoing debate about whether African countries, like Ghana, with high per capita
endowment of land and natural resources will have competitive enough wage rates to be
successful in manufactured exports. It is argued that, in land or resource abundant countries,
the opportunity cost of shifting labour from agriculture to manufactures for export will be too
high. However, empirical evidence for Ghana indicates that unit labour cost in labour-

intensive manufacturing activities like garments production is well within the ranges of major

'8 The US Africa Growth and Opportunity Act was enacted in May 2000 as part of the more general Trade and Development Act of 2000.
The bill will extend duty-free access to a broad range of sub-Saharan African products, as well as duty and quota free access for apparel
assembled (or cut and assembled) in Africa from US or African fabrics/yarns up to 1.5% of US apparel imports in the first year, increasing
gradually to 3.5%. The main benefit for Ghana will be quota free access for apparel exports to the US market, without restriction on the
origin of yarns and fabrics. However, Ghana will have to be certified annually on the basis of the economic and social policies in order to
receive these preferences. In addition, Ghana must establish a system of commercial visas that guarantee origin requirements for each
consignment. Breaches of the system by transshipments from third countries will result in the preferences being suspended.
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competitors, such as Asia (World Bank, 2001). However, the fact that Ghana's average
wage-productivity ratio in garments is within Asian ranges does not guarantee
competitiveness. Exporters complain that labour laws, unions, labour absenteeism, and

labour turnover, reduce productivity and drive up labour costs.

7. Analysis of Domestic Regulatory Systems
The Ghana Standards Board is mainly responsible for standardization matters. It sets
standards and conducts quality assurance and conformity testing for both imports and
exports. It is a member of the International Organization for Standardization (1SO), the
African Regional Organization for Standardization, and the International Organization for
Legal Metrology. The Board provides laboratory and inspection services for CEPS, mainly
on meat, poultry, beverages, and engineering products. Ghana primarily adopts international
standards. Where no international norms exist, standards from other countries are
usually used; historically from Britain but increasingly from the EU or South Africa. Ghana
has adopted its own standards in only a small number of cases, such as for cassava chips. All
Ghanaian standards are mandatory™®. Ghanaian standards do not discriminate against
imports: the same standards apply to imports and domestic goods. Importers and domestic
manufacturers must register with the Board. All locally manufactured goods must bear the
Ghana Standards Certification Mark issued by the Board to licensed suppliers. Conformity
tests from accredited foreign testing agencies are generally accepted. Ghana has a Mutual
Recognition Agreement with Japan on food exports and has been accredited with the EU for
testing fish exports to the European market. Ghana has a mutual recognition agreements
with ECOWAS members whereby it recognizes the conformity tests of national agencies.
The Board also inspects exports of certain Ghanaian goods to ensure that standards required
by overseas markets are met. Quality assurance is provided through factory inspections
and accreditation. 1SO 9000 specifications have been adopted in Ghana since 1998. Product

certificates, which are legally valid for one year, are issued to accredited firms. The Board

19 Standards include specifications on building materials, food and agricultural products, industrial and household products, electrical goods,
pharmaceuticals, and quality management.
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monitors firms every six months. It also protects consumers’ health and safety by conducting
laboratory tests on imported and domestic goods, such as drugs, cosmetics, drinks, household
products, building materials, and foodstuffs. It is required by legislation to provide quality
certificates for registration of locally manufactured drugs, cosmetics, or other chemical
substances by the Food and Drugs Board, established under the Food and Drugs Law of
1992?°. The Government is concerned that some imports may be of insufficient standard and
quality, and pose risks to consumers. For this reason, the Board is to become increasingly

involved in the destination inspection of imports.

Ghana’s regulations on labeling, marking and packaging of specified products are contained
in the 1992 Ghana Standards Board General Labelling Rules. Imported and domestic food
and drugs must bear English markings identifying such attributes as the type of product, the
country of origin, producer’s or importer’s name, the ingredients or components, net weight,
instructions on use, and the expiration date for perishable goods. Similar labelling is required
on a range of other specified products, including electrical goods, such as television, air-
conditioners, lamps and household appliances, as well as cement, batteries, paints, pesticides,
detergents, poultry feed, toiletries, and cosmetics. Fines are levied on suppliers of
improperly labeled products. Products are also confiscated unless tested and approved by
the Ghana Standards Board, in which case suppliers have 28 days to re-label the goods as

required for sale.

Meeting the standards of the Board will increase the costs of subsectors such as food and
drugs but will also discourage the dumping of sub-standard goods and thereby improve

quality competitiveness.

20| egislation requires the Food and Drugs Board to cooperate with the Ghana Standards Board to ensure adequate and effective standards
for food and drugs.
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8. Analysis of Relevant Multilateral Trade Rules

The objects of intellectual property are the creations of the human mind. The rights of
creators of innovative or artistic work are known as intellectual property rights. They include
copyright (which protects the rights of authors of books and other artistic creations), patents
(which protect the rights of inventors) and industrial designs (which protect rights to
ornamental designs). They also cover trademarks and other signs that traders use to
distinguish their products from those of others and thus build consumer loyalty and goodwill
for their marks or brand names. Starting in the 1980s, a number of industrial countries
increasingly perceived inadequate enforcement of intellectual property rights (IPRs) in
importing countries as reducing their competitive advantage. The United States used threats
of sanctions to deal with perceived patent and copyright infringements in foreign countries
and was an active proponent of multilateral disciplines in this area. Most developing
countries saw little benefit in committing themselves to basic global standards for increased
IPR protection, which was better suited to developed countries' interests and might be
inappropriate for their own socio-economic and technological needs. They only agreed to
participate as part of a "grant bargain” that involved the developed countries phasing out
controls on textiles and clothing and the inclusion of agriculture in the GATT disciplines
(Michalopoulos, 2001). For developing countries, the conclusion of an agreement on trade
related aspects of intellectual property rights (TRIPS) was one of the most controversial
outcomes of the Uruguay Round. The concerns voiced about TRIPS have focused not only
on the inequitable distribution of benefits to developed and developing countries, but even
more fundamentally on whether the agreement will actually result in net losses for many if

not most developing countries (Michalopoulos, 2001).

Ghana has already gone a long way in fulfilling her obligations under TRIPS. Ghana is
already a member of the Paris Union of 1883 dealing with intellectual property, the Berne
Union of 1886 dealing with copyright and the World Intellectual Property Organization
(WIPQ). To that extent, Ghana already accepts the basic principles in the TRIPS Agreement.
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Further, both Ghana's Copyright Law 1985 and the Patent Law, 1992 go a long way in
offering protection for the rights specified in the TRIPS Agreement.

There are a number of areas where Ghana's copyright legislation is not in full compliance
with the TRIPS Agreement. These are:

1. Protection of computer programmes and compilation of data

2. Rental rights of authors

3. Equitable remuneration of rights holders in the case of sound recording rentals

It has to be noted that the Berne and Paris conventions themselves have to be amended
because of the raised standards of protection offered under TRIPS. For example, the
flexibility which Ghana, like other African countries, had to exclude certain processes or
products from patentability on the grounds of public interest, national security, public health
and safety will be lost under the obligations of the TRIPS Agreement. This implies that
Ghana will have to provide patents to protect food and pharmaceutical products. This may
lead to increased prices for consumers and royalty payments and remittances to patent

holders by local manufacturers.

Governments often impose conditions on foreign investors to encourage investment in
accordance with certain national priorities. Conditions that can affect trade are known as
trade-related investment measures (TRIMS). The TRIMS agreement does not include any
new obligations but prohibits countries from using five types of trade related investment
measures which are considered inconsistent with GATT rules on national treatment and the
rules against the use of quantitative restrictions. The prohibited trade related invest measures
are: Local content requirements — A foreign company must use a specified minimum ratio of
local materials in its production; Trade balancing requirements — Restraining an investor
from importing more than an equivalent amount or some proportion of his exports; Foreign
exchange balancing requirements — stipulating that the foreign exchange made available for
imports should be a certain proportion of the value of foreign exchange brought in by the

firm from exports and other sources; Domestic sales requirements — require a company to sell
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a certain proportion of its output locally, which amounts to restriction on exportation; and
Trade balancing requirements constituting restrictions on imports — Restrict imports to an
amount related to the quantity or value of the product exported. The agreement provides
transition periods for the elimination of prohibited TRIMS. It is important to note that the
agreement is limited in scope. It identifies only five TRIMS that are inconsistent with GATT
and gives countries periods within which to eliminate them. It does not prevent countries
from using other TRIMS. For instance, countries are not prevented from imposing export
performance requirements as a condition for investment. They are also not prohibited from

insisting that a certain percentage of equity be held by local investors.

The Ghana Investment Promotion Centre Act 1994 which replaced the Investment Code
1985 complies with the provisions of the TRIMS Agreement. The 1985 code contained
provisions which were inconsistent with the GATT obligations on national treatment. The
Mineral and Mining Law, PNDC L153, contains a requirement to give preference to locally
made products and materials, a practice that is inconsistent with the TRIMS obligations. In
the Act, only the following areas are reserved for Ghanaian nationals:
e The sale of anything whatsoever in a market, petty trading or selling from a
kiosk at any place;
e Operation of a taxi services and car hire services with a fleet of less than 10
vehicles;
e All aspects of pool betting business and lotteries except football pools; and

e Operation of beauty salons and barber shops.

The Act eliminates TRIMS which are trade restricting or distorting and to that extent
complies with the TRIMS Agreement. Since the Act already complies with the TRIMS

Agreement, the TRIMS is unlikely to have any significant effect on the manufacturing sector.

The Sanitary and Phytosanitary Standards (SPS) agreement recognizes the right of
governments to restrict trade when necessary to protect human, animal, or plant life or health,

but it limits exercise of that right to measures that do not unjustifiably discriminate between
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countries with the same conditions, and that are not disguised restrictions to trade. The
agreement further obligates members to impose such restrictions only to the extent necessary
to protect life and health, and on the basis of scientific principles. Restrictions are not to be
maintained if scientific evidence to support them is lacking. Before the SPS agreement came
into force, an exporter had to comply with the importing country’s SPS measures. With the
agreement in force, the exporter must still comply with those SPS measures, but the
importing country is required to demonstrate that its SPS measures are in fact based on
science and are applied equally to domestic and foreign producers. The agreement places
heavier burden on developing countries than on developed countries because the standards
already in place in industrial countries have more or less been established as the standard
with which the developing countries must comply. For a developing country to effectively
use the WTO agreement to defend its export rights or justify import restrictions, it has to

upgrade its SPS system to international standards.

9. Review of Institutional Framework and Involvement of Key Manufacturing
Stakeholders in the articulation of national trade policy and trade negotiating

positions.

The major public and private institutions involved in industrial development include the

following:

Major Government Ministries: The following ministries perform policy formulation,
planning, programming, co-ordination, monitoring and evaluation functions relating to their
areas of competence: Ministry of Finance, Ministry of Trade and Industry, Ministry of Food and

Agriculture, Ministry of Energy, and Ministry of Roads and Transport

Major Government Agencies: These include Ghana Investment Centre; Ghana Export

Promotion Council; National Board for Small-Scale Industries; Ghana Standards Board; State
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Enterprises Commission; Pharmacy Board; Customs, Excise and Preventive Services; National

Development Planning Commission; and the Divestiture Secretariat.

Private Sector Institutions: These include Association of Ghana Industries; Ghana Chamber
of Commerce; Association of Small-Scale Industries; Ghana Employers Association; and Trade

Union Congress

Some of these institutions were set up during the ERP period, while others which were already

in existence were strengthened to be more effective in their roles.
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