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EXECUTIVE SUMMARY

A. Macroeconomic Overview

1. Ghana has made important strides in developing its non-traditional' exports during the 1990s,
albeit from a small base. At US$403 million in 1999, non-traditional exports have tripled since 1993,
thereby increasing their contribution from 10 percent to about 20 percent of total exports. In spite of
this rapid growth, non-traditional exports account for less than 10 percent of GDP and provide direct
employment to only about 70,000 people. Nonetheless, the poverty impact of both traditional and-
non-traditional export activities appears to have been significant, particularly for rural households
involved in export crop production and handicraft activities.

2. A flexible exchange rate policy throughout the 1 990s, coupled with a continued liberalization
of the trade and investment regime, has contributed to the steady and broad-based expansion of non-
traditional exports. Diversification has, however, been limited and Ghana continues to rely on a few
traditional primary commodities as the main source of foreign exchange earnings. While exports of
light manufactures, especially to regional markets, are growing, the bulk of Ghana's so-called non-
traditional exports consist of resource-based products (unprocessed and semi-processed) whose
prices tend to fluctuate with those of primary commodities.

3. Much of the recent rapid expansion in non-traditional exports reflects sporadic foreign
investments in key agro-processing activities (i.e., cocoa processing, canned tuna, palm oil) which
enjoy preferential access to European markets. Value-added in some of these agro-processing
activities seems at best marginal which poses questions about their long-term sustainability should
preferences be removed. In the case of cocoa and wood processing, it would appear that government
policies to move the industry into downstream production has not resulted in increased export
earnings for the country as a whole. Moreover, just to retain market shares, Ghana will need to
comply with a growing number of EU regulations on environmental and food safety standards.
Against this background, it is critical that a favorable business environment is in place both to attract
increased foreign investment and to raise the competitiveness of exporting firms.

B. Microeconomic Competitiveness: Case Studies

4. In order to identify microeconomic factors affecting exporters, about 50 non-traditional
exporting firms were interviewed. On the basis of these interviews, four case studies representative
of Ghana's spectrum of export opportunities were prepared.

* Case 1: Resource-based Exports.

5. Wood products. Wood processing in Ghana is inefficient by international standards.
Inefficiencies reflect under-priced wood resources, low task-level efficiency of workers, use of older
equipment, and poor management. As a result, efforts to encourage downstream production have not
increased overall export earnings from wood. Moreover, Ghana is in danger of running out of wood
resources in the very near future unless key policies are implemented and enforced. Ghana may be
eventually shut out from European markets unless it can certify that utilization of its forests is
sustainable.

' This report uses Ghana's official definition of non-traditional exports, adopted in 1995, which includes all
merchandise exports except for cocoa beans, logs and lumber, and mining products.
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6. Pineapples. Ghana has potential for horticultural exports given the quality of its land and
proximity to European markets. Exports of pineapple have been expanding slowly over the period,
mostly through local efforts, but are yet to reach a critical mass, about double current levels to
become profitable. Growth is constrained by supply-side problems and not by market demand
conditions. Main issues include: (i) access to land, especially for foreign investors; (ii) lack of a
'cold chain' system, including a cold storage facility at the airport; (iii) impending enforcement of
EU standards; and (iv) lack of cooperation among exporters.

7. Canned Tuna. Canned tuna became the leading export during the 1990s, following the
establishment of a joint venture with Heinz. After a rapid increase, exports have now leveled off as
production is at full capacity. There are some indications that supplies of tuna may be reaching
sustainable limits. Ghana's competitiveness in canned tuna depends importantly on EU trade
preferences whereby Ghanaian exports enter the EU duty-free, while Asian exports are subject to a
24 percent duty. This duty differential is quite important because Ghana's costs are higher. With its
competitive position under pressure from lower cost Asian rivals and entrenched EU competitors, it
is imperative that Ghana take every opportunity to improve the business environment and reduce
costs for exporters. Key areas for improvement are: (i) the import/export regime; and (ii) reliability
of energy supplies.

* Case 2: Efficient Import Substitution and Exports to the Region

8. The West African region has a potential market of over 200 million people. Ghanaian
exports to this market have been growing faster than average and represented over 20 percent of non-
traditional exports in 1999. Although these exports include a significant amount of transshipment,
there are a number of domestically-produced goods, which are making inroads into neighboring
markets. Export development has been led by indigenous private firms producing low-value
manufactures (i.e., plastic and aluminum products) and, more recently, by foreign investors who see
Ghana as a good location to capture regional markets (i.e., cosmetics and pharmaceuticals) because
of its political stability and safety. Several problems constrain Ghana's ability to take full advantage
of these regional export opportunities: (i) lack of implementation of the ECOWAS trade agreements,
which result in discriminatory treatment of Ghanaian exports; (ii) transport logistics, including
innumerable check-points within neighboring countries; and (iii) inefficient import regime,
particularly regarding duty drawbacks.

* Case 3: Labor-Intensive Manufacturing and Services

9. Ghana's low wages and competitive unit labor costs provide an additional advantage for the
development of labor-intensive manufacturing industries. However, labor regulations and practices
have so far prevented the development of a first generation starter activity such as garment
production. An important example of this is the case of Volta Garments, an Hong Kong-based firm,
which was forced to close operations because of problems with unions and labor, notably, over the
adoption of a piece-rate payment system. The recent establishment of a foreign data processing firm
to service the US market offers Ghana a new exciting opportunity to develop a second generation
starter industry (equally labor absorbing), which over time could lead to a stream of more added
value services, such as software development and other IT services. To take advantage of this
opportunity: (i) firms should be allowed to adopt flexible labor practices; (ii) the quality of electricity
and telecom services needs to be improved; and (iii) an IT platform developed.
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* Case 4: Handicrafts

10. Exports of handicrafts have been a success story for Ghana, particularly in terms of their
poverty alleviation impact. Development has been market-driven and has been assisted by access to
specialized working capital finance. Main constraints for future growth include: (i) consistent access
to wood raw materials; and (ii) the need to raise technical design skills.

C. Lessons Learned and Cross-Cutting Issues and Recommendations

11. Some of the constraints identified by exporters are industry specific and others cut across
several sectors. For example, land, forestry, and fishing policies are critical for resource-based
exports; while labor regulations and practices are more important for labor-intensive industries.
Main cross-cutting issues relate to the trade regime and the provision of infrastructure.

* Import/Export Regime

12. Most exporters reported problems with customs procedures and the new destination
inspection system introduced last year. Also, even firms with EPZ status can face undue delays by
Customs. Arbitrary changes in tariffs and lack of a functioning drawback system seriously undercut
exporters ability to compete, especially of those who are just beginning to export. Main
recommendations include: (i) make adequate budgetary allocations to fund duty-drawbacks, or else
implement tax credits; (ii) enforce performance standards for the inspection companies, notably,
regarding turnaround times for producing valuation reports; (iii) rapidly reduce inspection rates to 20
percent of import consignments, as envisaged under the Gateway program; (iv) implement a "fast
track" system to clear imports by registered exporters even if they do not have EPZ status; and
(v) eliminate provision to inspect 100 percent of export consignments.

* Government Policies Relating to Factors of Production

13. Land. Access to land is a major constraint especially for foreign investors in agriculture.
Difficulties include: unclear and long negotiation processes, often with several parties, and insecure
tenure. Although these problems cannot be resolved overnight, concerted efforts are needed to
address existing bottlenecks. Implementation of the EPZ and Land Bank measures would help. In
the area of traditional lands, there is a need to ease searching and negotiating difficulties and to
ensure the legality of property rights of the leaseholders.

14. Labor. Provisions of the new labor bill dealing with productivity-based payment, medical
expenses, and maternity leave should be aligned with the requirements of international
competitiveness. A consensus needs to be reached with labor unions on the importance of having
competitive labor laws and practices. Employers and workers involved in firm-level collective
bargaining should have access to appropriate training in areas such as labor relations, negotiation,
and conflict resolution.

15. Forestry and fisheries. On forest policy, Ghana needs to remove the incentives for under-
pricing of wood resources. Forest resources need to be allocated more efficiently, through an auction
of timber utilization contracts, and the Government should consider the privatization of enforcement
and a revision of the log export ban. Downstream processors need assurance of timely and adequate
supplies of wood and assistance in raising their technological capabilities. In addition, urgent efforts
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are needed to facilitate the certification of wood resources to prevent Ghana being blacklisted on
environmental grounds in importing countries. Likewise, more attention to the management of
fisheries is also needed to ensure sustainability of the fishing industry.

Trade Support Infrastructure and Services

16. Within Africa, Ghana has a relatively well-developed trade infrastructure. The ports, airport
and highways are in relatively good condition and an appropriate array of basic cargo handling and
transportation services exist. However, trade volumes are rapidly outgrowing existing physical
capacity and service arrangements. In addition, transport and logistics services in Ghana are costly
and inefficient by regional and international standards.

17. Ports. Ghana's ports are costly because of their limited physical capacity, high tariffs, and
congestion. High costs also reflect non-competitive stevedoring arrangements. To address these
issues, the Government needs to speed up the implementation of the Gateway program, in particular,
the privatization of port services.

18. Airport. Airfreight handling services at Accra have improved, following the divestiture in
1994 to a private operator which has exclusive rights until 2004. However, the lack of a cold storage
facility at the airport is a major setback for the development of fresh produce exports. The
Government should review carefully the current situation, including the interface between available
off-site services and airport operations, and take measures to support a rapid solution to this critical
requirement.

19. Feeder Roads. Poor quality feeder roads are a key constraint to resource-based export
expansion as they severely limit access to prime agricultural land. Ghana should target feeder road
investments to export producing areas.

a Public Utilities

20. Telecommunications. Increased competition has resulted in greater access over the past five
years. However, by international standards the reliability of long line services and the
interconnectivity between long line and cellular networks remain very low. A main factor is the lack
of a strong regulator to ensure competition and enforce efficient practices. The National
Communications Authority (NCA) needs to be substantially strengthened.

21. Electricity and Water. Electricity and water supplies in Ghana have not kept pace with the
growing economy. The Government has plans to privatize electricity distribution and to bring in
private thermal power generators, but the regulatory environment is still being put in place and tariffs
are not yet at economic levels. The urban water services are also being concessioned to private
operators to bring in new investments. Ghana must improve implementation of its regulatory reform
program, including adjusting prices to economic rates, and speed-up on-going privatization plans.

* Financial Services

22. Although most firms complain about the high cost of local currency loans, it appears that
access to working capital finance is not as a major constraint for exporters, especially for well-
established firms. Some banks have successfully provided targeted, concessional working capital
financing to small firrns, primarily in the handicraft sector, through the so-called Trade and
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Investment Program (TIP) fund. However, limited access to long-term investment finance is a
serious constraint to the development of non-traditional exports which require new equipment and
technological upgrades to compete in global markets.

23. A more stable macroeconomic environment is essential to improve credit conditions in
Ghana. In particular, government domestic borrowing should be substantially reduced to ease
pressures on interest rates and to release resources for private sector finance. Targeted export funds
for working capital channeled through private banks, such as TIP, have worked well and could be
followed as a model, provided that transparency and monitoring are improved. In addition, the.
Government may want to restructure existing guarantee instruments in order to make them more
attractive. The development of a credit information system and enhancing enforcement of rules and
contracts will also contribute to expand the banking system's capacity to provide long-term
investment finance.

* Technical Capability and Technological Transfer

24. In Ghana, technology transfer mechanisms are weak or missing. Concerted efforts are needed
to improve the effectiveness of the Technical and Vocational Training, in cooperation with the
private sector beneficiaries. In parallel, incentives and assistance need to be provided for firms in
key export sectors (e.g., wood products) to acquire in-house training, to interact with buyers, and
access consulting firms.

Epilogue: A Strategic Framework for Export Development

25. The findings of this report provide key inputs to begin formulating a non-traditional export
strategy for Ghana. An export strategy for a country at Ghana's stage of development should be
based on two basic principles: (i) maximizing the returns to current comparative advantage; and,
(ii) over time, "catalyzing" export diversification toward more sophisticated sources of advantage.

* Maximizing Returns to Comparative Advantage

26. Ghana's comparative advantage is shaped by its natural resource base and its supplies of low-
cost labor. It is also positively conditioned by the availability of seaports and by proximity to
regional and foreign markets. To exploit comparative advantage further and sustain economic
growth, much more needs to be done in several key areas.

27. Macroeconomic Management. An important overarching issue is macroeconomic
management. As noted earlier, the real exchange rate is a crucial macroeconomic price influencing
competitiveness across all potential export activities. Given the importance of resource-based
products in total exports, Ghana will remain vulnerable to external commodity price shocks until a
more diversified export base is developed. Consequently, it is important for Ghana to maintain a
flexible exchange rate policy that would allow it to adjust to external shocks. In light of this, Ghana&s
plans to enter into a monetary union with Nigeria under the ECOWAS may be premature and should
be carefully considered. Sound monetary and fiscal policies are critical in maintaining a competitive
real exchange rate and in preventing excessive exchange rate volatility. Increased fiscal adjustment
will be needed to ease pressures on interest rates and make room for private sector credit needed to
finance long-term capital investment.
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28. Resource-Based Advantage. To further exploit export opportunities and sustain economic
growth in resource-based activities, Ghana needs to address important supply-side issues. In terms of
priorities, four are paramount: (i) access to land; (ii) forestry policy; (iii) EU environmental and food
safety standards; and (iv) supportive trade infrastructure (e.g., "cold chain", feeder roads).

29. Low-cost Labor Advantage. Ghana has not really developed labor-intensive industries for
export. There is, therefore, considerable scope for exploiting Ghana's low-cost labor at this early
stage of development. This will require increased investments, particularly from direct foreign
investors who can raise labor skills and bring the know-how to access global markets. Key
conditions include: (i) flexible labor laws, particularly on productivity-based pay schemes, and
favorable industrial relations with unions; (ii) well-functioning EPZ; and (iii) effective management
foreign trade policies, particularly of the opportunities created by the new US Trade Africa Bill.

"Catalyzing" New Sources of Advantage

30. That a country's comparative advantage is on the side of natural resources and low-cost
labor means that it lacks the knowledge and flexibility to compete in more advanced markets. Policy
makers, however, can induce the development of technical capabilities and of specialized trade
infrastructure and services. A good example of such efforts is the development of three EPZ
enclaves under the Gateway Program, which is aimed at attracting direct foreign investment for
exports. Foreign investors will bring the added benefit of "learning" and positive spillover effects for
the rest of the economy. Another example would be supporting the development of a "cold chain",
by ensuring the provision of a cold storage facility at the airport, to substantially enhance the export
prospects for higher quality, fresh products. Access to prime agricultural land is limited because of
inadequate road development; hence, targeting investments on feeder roads is also a priority. The
development of an IT platform will also be critical for taking advantage of new export opportunities.

* Implementation and Governance

31. Finally, efforts to maximize comparative advantage or catalyze new sources of advantage
will not have much impact without effective implementation and good governance. While
government policies in several areas are properly conceived, corruption and poor implementation
are recurring problems. To the extent weaknesses in implementation reflects capacity
constraints, these could be partly addressed by targeting efforts towards removing critical
bottlenecks for exporters based on a better articulated export strategy. The lack of transparency
in such critical areas as forestry management, the privatization of important trade services, and
trade policy not only damage the relationship between government and business, it also results in
the misallocation of Ghana's scarce resources for investment and development. No country ever
succeeded in export development in which government and business were not working hand-in-
hand. Better and more transparent implementation of reforms will go a long way to improving
trust between the Government and the private sector, and putting Ghana on the path to faster and
more sustainable development.



INTRODUCTION

1. The development of non-traditional exports2 is a central component of Ghana's strategy to
become a middle-income country by the year 2020. To realize this aspiration, Ghana would need to
double its growth rate and to sustain it over several years. While traditional exports, such as cocoa
and gold, may remain an important source of growth and foreign exchange in the future, export
diversification will be necessary to accelerate economic growth and poverty reduction and to
decrease Ghana's vulnerability to external price shocks.

2. Export growth is a critical element of economic growth in a small developing country like~
Ghana for several reasons. First, exports can raise employment and incomes, especially when they
are labor-intensive. Second, exports earn scarce foreign exchange to finance imports of capital and
intermediate goods that are necessary for industrialization. Third, export diversification can reduce
vulnerability to external price shocks resulting from reliance on a few products. Fourth, exports can
be a catalytic agent for further development through the competitive discipline and economies of
scale that international markets afford, as well as the transfer of advanced foreign technologies.

3. Strong export growth requires a dynamic private sector to seek out and realize profitable
opportunities, increased foreign investment to supply capital, technical know-how and access to
markets and, not least, a supportive regulatory and business environment. Ghana has made important
progress in the last decade on all these fronts. The private sector has begun to play a much greater
role in development, foreign direct investment has picked up, and non-traditional exports have begun
to increase, reaching real growth rates of 22 percent per annum in the last few years, although from a
very low base. But for all this progress, non-traditional exports account represent less than
10 percent of GDP while direct foreign investment account for less than one percent of GDP.

4. Ghana has some advantages relative to other developing countries: political stability;
geographic location facilitating access to large regional markets, like C6te d'Ivoire and Nigeria, and
developed markets in Europe; good arable land; adequate sea ports; and a low-cost labor force, which
historically has had a high regard for investments in education. Ghana has also had a competitive
exchange rate for most of the past decade, which has helped to keep local costs in line relative to
other countries. Why then has Ghana not been able to achieve more in terms of increasing its non-
traditional export share of national output?

5. The main goal of this report is to understand the factors contributing to Ghana's recent rapid
expansion in non-traditional exports as well as the obstacles to accelerating and sustaining Ghana's
integration into global markets. We begin, in Chapter 1, with a review of overall country
competitiveness, using indicators of macroeconomic cost competitiveness, and relating these
variables with export performance in recent years. Because macroeconomic indicators are not
sufficient for understanding all the factors underlying a country's competitiveness, in Chapter 2 we
present case studies based on extensive interviews with exporting firms that provide information on
the microeconomic factors. In Chapter 3, we discuss crosscutting impediments and specific
recommendations on how to address them. Finally, the Epilogue of the report outlines the main
elements of a medium-term strategy to accelerate non-traditional export growth in Ghana.

2 Ghana's official definition of non-traditional exports, adopted in 1995, includes all merchandise exports except for
cocoa beans, logs and lumber, and mining products.
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CHAPTER 1- MACROECONOMIC OVERVIEW

A. International Price Competitiveness

6. A country's international price competitiveness can be evaluated using the real exchange
rate.3 The basic idea is that a country's competitive position is affected by changes in cost-price
relationships in comparison with its trading partners and competitors, as well as changes in its
nominal exchange rate. The price series used as a deflator can be based on consumer prices,
producer prices, the GDP deflator, or unit labor costs. Many studies of country macroeconomic price~
competitiveness favor the use of unit labor cost as a deflator, because it shows the joint effects of
changes in labor productivity and in wages. Unfortunately, a consistent time-series on aggregate unit
labor cost is unavailable for Ghana. As a substitute, we will use the consumer price index, which
offers the advantage of comparability with other countries.

7. In addition to an assessment of trends in Ghana's real exchange rate, this section will
evaluate other aggregate competitiveness indicators, such as the average cost of Ghanaian labor in
the manufacturing sector and the relative competitiveness of utility charges. It will also examine
trends in the cost of capital and the share of domestic credit available to the private sector. Finally,
these competitiveness indicators provide the backdrop for examining the performance of non-
traditional exports and direct foreign investment.

8. The Real Exchange Rate. Ghana's trade and foreign exchange regimes were gradually
liberalized, following the inception of a structural adjustment program in 1983. By 1990, the
exchange rate was market-determined and the bureau and the auction rates had been unified.4

Initially, Ghana also made progress in reducing macroeconomic imbalances and by 1991 the rate of
domestic inflation had been reduced to an average of 10 percent. But, over the rest of the decade,
macroeconomic stability remained elusive. Inflationary pressures reemerged as a result of fiscal
excesses surrounding the presidential elections of 1992 and 1996 and were only contained by 1999
after a period of tighter monetary and fiscal policies. However, a severe terms of trade shock
between mid-1999 and mid-2000, compounded by a shortfall in external aid, led to a sharp
devaluation of the cedi during that period, making macroeconomic management more difficult.

9. The real exchange rate has tracked these changes in macro policy and terms of trade,
although at times with a lag (see Figure 1). Fluctuations in the terms of trade have been particularly
important, driven in large part by the evolution of cocoa prices, one of Ghana's major commodity
export earners. During 1991-93, the real exchange rate depreciated gradually in line with a decline in
terms of trade. In 1994, however, it fell by 20 percent despite a 12 percent improvement in the terms
of trade. At the time, the nominal devaluation was fully accommodated by monetary expansion,
fuelling inflationary expectations and speculative behavior from the public.5 After a period of
improved terms of trade and real exchange rate appreciation between 1995 and mid-1999, Ghana was
hit by a severe ternms of trade shock as export prices for cocoa plummeted to 30- year lows and oil
import prices nearly tripled. Although the Government initially tried to offset the impact of the

3 Real exchange rate = efrp,/pk, where e is the nominal exchange rate, p price, andj and k denote the countries which
are being compared.
4 In April 1990, the spread between the bureau rate and the auction rate had narrowed to 8 percent. At the time, the
Bank of Ghana unified both rates and introduced a weekly wholesale auction system.
5 In 1994, money supply growth accelerated to 53 percent and the nominal exchange rate (CediWUS$) jumped by 48
percent on average.
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shock by raising interest rates and fiscal savings, public confidence weakened and the dollar value of
the cedi fell by 40 percent in real terms between September 1999 and July 2000, suggesting a
possible overshooting. In the run up to the December presidential elections, the Government decided
not to adjust petroleum prices to reflect exchange rate and oil import price changes. This, together
with a looser fiscal and monetary stance toward the end of the year led to an acceleration in inflation
(to an annual rate of around 40 percent) and a substantial run-down in foreign reserves (to less than
one month of imports). The nominal exchange rate stabilized during the last quarter of 2000,
bringing the average real depreciation for the year to 35 percent, against a 22 decline in the terms of
trade (8 percent decline in 1 999).6

Figure 1. Ghana: Real Exchange Rate and Terms of Trade, 1990-2000
(1990=100)
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1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

10. As Figure 1 indicates, Ghana's price competitiveness, measured by movements in the real
exchange rate, did not deteriorate in the 1990s. Relative to the beginning of the decade, when a
market-based rate exchange rate had been achieved, price competitiveness, in fact, improved
40 percent in 2000, largely due to the substantial nominal depreciation triggered by the termns of trade
shock.

11. There has been, however, considerable real exchange rate volatility over the l990s with
especially large swings in 1994 and 2000. As discussed earlier, much of this volatility has been due
to changes in the terms of trade, but also to poor macroeconomic management. In addition, it would
appear that adverse expectations, fueled by an inadequate macroeconomic policy response, led to
overshooting whenever the exchange rate was under pressure. Empirical evidence indicates that real
exchange rate volatility in developing countries is negatively correlated with growth in manufactured
exports.7 A country's share of manufactured exports to GDP is likely to be higher (more than

6 The stabilization of the nomninal exchange rate was supported in part by a further run down in foreign reserves.
7 See Can Africa Export Manufactures? The Role of Endowments, Exchange Rates and Transactions Costs by
Ibrahim A. Elbadawi, Development Research Group and Africa Region, World Bank.
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10 percent) with more stable real exchange rates. One explanation is that greater predictability tends
to facilitate production and investment planning, which, in turn, can help sustain higher rates of
economic growth.8 Because of its export structure, Ghana's ability to reduce volatility induced by
terms of trade fluctuations is limited in the short run. Nonetheless, better macroeconomic
management could help to smooth out the impact of adverse external price shocks and avoid episodes
of overshooting and loss of confidence.

12. Cost of Non-tradables. The costs of non-tradables (such as labor and infrastructure) play an
important role in determining a country's competitive position as a location for footloose foreign
investors, particularly in labor-intensive manufactures. As Table 1 shows, cost trends for these key
non-tradables generally support the finding that Ghana's international price competitiveness was
maintained over the 1990s.

13. Average real wages for unskilled and semi-skilled labor in the manufacturing sector did not
increase over the period. Today unskilled and semi-skilled workers are paid US$49 per month,
which is the same level paid in 1992. Average real wages for skilled labor, however, rose by
53 percent over the period. In dollar terms, average payments for skilled labor increased
considerably from US$104 to US$163 per month. Wage levels for both unskilled and skilled labor,
as well as wage differentials, seem consistent with education levels and labor productivity in Ghana.
(This is explored further in Chapter 2 of this report.)

Table 1. Ghana: Key Non-tradable Costs, 1992-1999

Wages (monthly average) 1992 1993 1994 1995 1996 1997 1998 1999
Real Wages (Index)/a
Unskilled and semi-skilled 100.0 99.3 98.5 91.9 80.1 89.6 89.6 98.3

Skilled 100.0 123.8 130.9 128.5 124.8 139.5 139.6 153.1
Nominal (in US$)/a
Unskilled and semi-skilled 49 41 34 41 38 44 46 49

Skilled 104 109 97 122 127 145 153 163

Electricity (centskWh)/b 2.8 2.4 3.9 3.1 2.6 2.0 7.0 4.7

Water (cents/m)/c n.a. 27.4 n.a. n.a. n.a. 10.0 42.6 36.8
/a Refers to wages in the manufacturing sector. Data for unskilled and skilled wages for the 1992-96 period were taken from
the RPED. The average growth rate for wages in the light manufacturing sector (derived from SSNIT) were applied to
obtain estimates for 1997 -99.
/b End of period data.
/c Annual average data.
Source: Regional Program for Enterprise Development (RPED), SSNIT, PURC.

14. A widening in the wage differential between skilled and unskilled labor is to be expected at
early stages of development and reflects positive returns to education and other human capital
investments as economic growth occurs. However, in the case of Ghana, the rapid rise in skilled
labor wages may indicate increasing supply shortages resulting from the failure to expand higher
level education services rapidly enough to meet demand.9 Wage data for the 1997-99 period may not
be reliable because it is based on estimates from indirect sources, but, taken at face value, the rapid
rise in skilled labor wages may signal a bottleneck which could start cutting-off competitiveness

8 The direction of causality is, however, unclear because countries with a higher proportion of manufactured exports
would also be less vulnerable to terms of trade shocks.
9 Another factor explaining the shortage of skilled labor may the brain drain of Ghanaians over the period.
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down the road. Also, it points in the direction of a widening in income inequality among the labor
force which may be resulting from the limited access to higher level education.

15. Ghana has kept electricity and water tariffs, in US dollar terms, well below international
levels during most of the 1990s. Although this has translated into cheap energy for consumers,
service delivery and coverage have been extremely poor. Uneconomic electricity tariffs coupled
with weak performance by the state-run public utilities have led to financial losses and prevented
needed investments to augment power generation capacity. In 1997, electricity tariff increases were
withdrawn amidst social unrest. Following the creation of the Public Utilities Regulatory
Commission (PURC), electricity tariffs were substantially adjusted in March and September 1998'
and were brought to US$0.07 per kWh, the same as the average for OECD countries. In 2000,
however, tariffs were not adjusted to reflect the substantial devaluation of the cedi and increases in
oil prices. As a result, the average tariff has dropped to an estimated US$0.02 per kWh.

16. Water charges have also remained well below international levels throughout the past decade,
but as in the case of electricity, service delivery and coverage is poor. Despite a substantial increase
in 1998, by 2000 water charges in Ghana had fallen to U$0.18 per m3 , about half of the average for
Africa and one fifth the average OECD countries (US$1.05 per mi3 ).

B. Investment and Financing

17. Investment. Investment levels in Ghana are low by international standards. Having reached
an all time low of 6 percent of GDP in 1980, gross investment recovered significantly reaching
14 percent of GDP in 1990 and 20-24 percent of GDP in 1993-99.1o In per capita dollar terms,
however, gross investment in Ghana was only about US$100 in 1999, which is somewhat above the
average for Africa (US$92), but well below per-capital levels in East Asia (US$252) and Latin
America (US$504). The observed recovery in investment levels largely reflects the inflow of donor
aid to finance government development programs. Since the mid-1990s, however, private
investment has also begun to pick up and its share in GDP has increased over time. In 1999, private
investment was estimated at about 50 percent of total investment, or 13 percent of GDP. It is
difficult, however, to ascertain the actual level of private investment as reporting is poor and current
data include an unidentified proportion of investments by public enterprises.

18. It would appear that external borrowing has been the major financing source for private
investment, distantly followed by foreign direct investment (FDI). According to the Ghana
Investment Promotion Center (GIPC)," 1,100 investment projects were registered during 1995-1999
at an estimated cost of US$1.5 billion. Of this amount, US$829 million were foreign loans,
US$385 million were foreign equity investments, US$192 million local equity, and US$85 million
local financing. The average size of the projects (including both equity and debt) was small, about
US$1.5 million, with FDI contributing on average US$385,000 per project. The larger projects were
infrastructure investments and privatizations. About 70 percent of these projects were joint ventures
with Ghanaian finns. Figure 2 shows the evolution of these projects over time.'2

'° Available investment data, particularly for private investment, are not reliable and should be used with caution.
" GIPC investrment data excludes investmnents in the mining sector and new investments under the Ghana Free
Zone Board (GFZB) since 1997.
12 The hike in 1997 reflects US$444 million from the divestiture of Ghana Telecom.
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Figure 2. Investments Registered by GIPC
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19. Foreign Direct Investment (FDI). Nearly 40 percent of foreign direct investment
worldwide has gone to developing countries in recent years. Although the bulk has been directed
towards East Asia and Latin America, Africa has seen increasing flows in the 1990s, rising from
US$3.2 billion (or 2 percent of developing country totals) in the early 1990s to US$ 0 billion in 1999
(5 percent). In an effort to capture some of these flows, Ghana revised its investment code in 1994
and introduced an export free zone program in 1995. However, while Ghana is perceived as an
attractive FDI location by transnational firms - ranking sixth among African countries in the
1999/2000 UNCTAD survey, it has not realized commensurate inflows in comparison with the
region or other developing countries.

Table 2. FDI Inflows to Africa
(in US$ million)

1998
Rank AFRICA 8,080

1 Angola 1,114
2 Egypt 1,077
3 Nigeria 1,051
4 Tunisia 670
5 South Africa 561
6 Zimbabwe 444
7 Sudan 371
8 Morocco 329
9 Cote d'Ivoire 314

10 Lesotho 262

21 Ghana 56
13 Uganda 210
16 Tanzania 172

Source: World Investment Report 2000 (UNCTAD).
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In l998,'3 Ghana ranked only 21st in Africa (16th in sub-Saharan Afiica) in terms of FDI flows which
remain small and are estimated to represent less than one percent of GDP or 5-10 percent of private
investment.

20. Local Financing. Private sector domestic credit in Ghana is low both as a source of project
financing and as percent of GDP. For example, local financing accounted for only around 5 percent
of the total estimated cost of GIPC registered projects and its share has been decreasing over time.
Although private sector credit increased from 5.7 percent of GDP in 1995 to 14.3 percent of GDP in
1999, it was still below the average level of 26.1 percent for low income countries (excluding China),
40.7 percent for middle income countries and 118.8 percent for high-income countries.

Table 3. Ghana: Domestic Credit and Interest rates, 1995-99
(in percentage terms)
1995 1996 1997 1998 1999

Domestic Credit to GDP 4.7 6.2 13.7 18.3 24.8

of which private sector 5.7 6.5 9.2 10.5 14.3

T-bill rate (end-period) 40.5 42.8 42.5 26.8 34.0

Inflation rate (end-period) 70.8 32.7 20.8 15.8 13.8

Source: Bank of Ghana.

21. In part, the low share of domestic credit in financing pnrvate investment reflects Ghana's low
financial sector depth, but also crowding out by the public sector and the expensive cost of funds.
High domestic borrowing requirements to finance the budget (averaging 5 percent of GDP) since the
mid- 1990s have absorbed a large proportion of available financial resources and led to high domestic
interest rates in Ghana. The 91-day treasury bill rate has averaged around 20 percent in real terms
since 1996.14 In this environment, most bank lending is short-term and lending rates are set a few
percentage points above the 91-day treasury bill rate. It is estimated that long-term capital financing
by the banking system accounts for only 10-15 percent of private sector credit or about
US$120 million per year.

C. Export Performance in the 1990s

22. Strong export growth has been a major contributor to Ghana's steady real GDP growth,
averaging over 4 percent annually. During the 1994-99 period, exports of goods and non-financial
services expanded by 12 percent per annum in real terms. As a result, their share of GDP reached
more than 30 percent in 1999, with exports of goods representing 28 percent (15 percent in 1990).15

13 We use 1998 rather than 1999 data from the World Investment Report 2000 (UNCTAD) because there are some
discrepancies between official Ghanaian data and the report.
14 Towards the end of 2000, the t-bill rate dropped to close to zero in real terms as the government loosened fiscal
and monetary policies.
15 Since 1996, data for merchandise exports is based on information from the IMF's Direction of Trade Statistics
(DOS) which is based on import data from partner countries. DOS data are higher than officially recorded exports,
partly because they include aluminum exports, amounting to some US$$100-200 million, not recorded in official
data. Data on exports of services were also revised upwards since 1996 to reflect better reporting of tourism
receipts.
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Table 4. Ghana: Contribution of Non-Traditional Exports, 1993-99
(in US$ million)

1993 1994 1995 1996 1997 1998 1999

Non-Traditional Exports 124.0 176.0 220.0 274.0 335.0 403.0 403.0
As%ofexportsf.o.b. 11.7 14.3 15.4 15.4 18.5 19.3 18.4
As % of GDP 2.1 3.3 3.4 3.9 4.9 5.4 5.2

Memorandum Items:

Exports f.o.b. a/ 1064 1227 1431 1810 1810 2091 2189
GDP 6000 5400 6500 7000 6900 7500 7700

al Since 1996, data is derived from the IMF's Direction of Trade Statistics. In 1999, officially recorded exports were about
US$200 below.
Source: IMF Reports and staff estimates.

23. Much of the growth in exports reflected substantial volume increases in gold exports and the
gradual recovery of cocoa bean exports from the depressed levels recorded in the 1980s. While
traditional primary commodities, such as gold and cocoa, continue to account for the bulk of Ghana's
export earnings, non-traditional exports have increased three-fold since 1993 and their contribution to
total merchandise exports earnings has gone up to about 20 percent from just 12 percent in 1993.
Notwithstanding these positive developments, non-traditional exports accounted for only 5.2 percent
of GDP in 1999 (from 2 percent in 1993).

24. Evolution of Non-traditional Exports. Under Ghana's official definition, adopted in 1995,
non-traditional exports comprise all merchandise exports except for cocoa beans, logs and lumber,
and mining products.'6 As Ghana is rich in agricultural, fishing, and mining resources, it is not
surprising that the bulk of Ghana's non-traditional exports consist of resource-based products (i.e.,
agro-processed and agricultural products). In recent years, however, the importance of light
manufactures has grown, particularly of products destined for regional markets.

25. From 1994 through 1998, earnings from non-traditional exports expanded quite rapidly,
albeit from a small base. In nominal dollar terms, export earnings increased steadily from
US$124 million in 1993 to US$403 million in 1998, or at an average rate of 27 percent per annum.17

The expansion was led by substantial volume increases which peaked in 1997, while average export
prices increased only modestly. It is estimated that real growth averaged 28 percent per annum
during 1994-97 and slowed down to an annual average of 10-15 percent per annum during 1998-99.
In 1999, earnings stagnated at US$403 million. Volume increases for most export categories were
offset by declining prices for key agricultural and agro-processed exports which, in turn, followed the
overall downfall in world commodity prices. But, in the first half of 2000, exports have picked up.
Non-traditional exports amounted to US$214 million, which represents a 19.4 percent increase over
the same period in 1999. Most of the recovery was due to increased volumes of wood exports
(mainly plywood).

16 Hence, they include some wood and cocoa products which prior to 1995 were classified as "traditional".
17 The numbers used in this report defer from official data from GEPC in that some export iters (i.e., cocoa and
wood products) have been derived from alternative sources to ensure consistency. For example, according to GEPC,
non-traditional exports in 1993 amounted to US$71.7 million.
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Figure 3. Ghana: Non-Traditional Exports, 1993-1999
(US$ million)
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26. It is important to note that export growth over the penrod was broad-based, supporting the
view that the real exchange rate was competitive despite the relative appreciation experienced during
part of the 1995-99 period. The slowdown in real growth observed during 1998-99 may be explained
by the leveling-off of some exports after the full impact of earlier investments had materialized (see
below).

27. Notwithstanding a significant increase in the volume of non-traditional exports over the past
decade, the composition of exports has not changed much. As Table 5 indicates, the share of
agricultural products remained roughly at 20 percent, although in 1995 it decreased to 12 percent due
to a slump in fish and cotton exports. The share of agro-processed products remained in the 65-
70 percent range during most of the period, but declined to 55 percent in 1999 in favor of 'other
processed' exports whose share increased to 23 percent. Let's examine more closely the trends in
each of these export categories.

Table 5. Ghana: Value and Composition of Non-traditional Exports, 1993-99
(in US$ million)

1993 1994 1995 1996 1997 1998 1999

Agro-processed 80.3 112.1 156.6 185.4 234.9 261.5 220.9
Agricultural 26.1 39.1 27.4 50.3 57.3 77.8 84.5
Other processed 15.3 22.1 34.3 35.2 37.9 57.5 91.1
Handicrafts 2.6 2.3 2.1 2.9 4.7 6.4 6.7

Total 124.4 175.6 220.4 273.8 334.9 403.2 403.2
( as a percentage of total)

Agro-processed 64.6 63.8 71.1 67.7 70.1 64.8 54.8
Agricultural 21.0 22.3 12.4 18.4 17.1 19.3 21.0
Other processed 12.4 12.6 15.6 12.9 11.3 14.3 22.6
Handicrafts 2.0 1.3 0.9 1.1 1.4 1.6 1.7
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: GEPC and staff estimates.
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28. Agro-Processed Products. From 1994 to 1998, agro-processed non-traditional exports grew
by 26 percent per annum. To a large extent, this reflected the rapid take-off of canned tuna exports,
following a successful joint venture with Heinz. Canned tuna exports jumped from US$1 million in
1993 to US$77 million in 1998. In 1999, canned tuna alone contributed one fifth of total non-
traditional exports. It would appear, however, that earnings from canned tuna have now plateaued at
about $70 million. In the period from January to June 2000, they amounted to US$34.7 million.
Other leading exports in this category included cocoa butter and palm oil, which like canned tuna,
benefit from duty-free access to the European Union market under the Cotonou Agreement (formerly
the Lome Convention).

Table 6. Ghana: Agro-Processed Exports, 1993-99
(in US$ million)

1993 1994 1995 1996 1997 1998 1999

Canned Tuna 1.1 13.9 34.4 45.8 49.8 77.3 61.9

PalmOil 3.7 4.1 5.2 6.9 8.7 19.7 12.0

Wood products 36.1 61.2 82.5 64.0 75.9 80.1 84.5

Sliced Veneer 12.6 19.0 27.1 24.9 26.1 30.3 29.6
Rotary Veneer 3.1 4.9 7.0 7.4 9.9 14.3 18.5
Plywood .9 .4 1.3 7.3 9.0 3.9 7.5
Furniture 4.1 4.6 4.9 3.0 6.5 7.7 7.1
Poles 4.8 9.7 16.5 .8 .3 .7 .9

Cocoa Products a/ 35.4 25.2 28.2 60.4 91.6 79.0 55.1
Cocoa Butter 19.2 12.9 12.4 46.1 71.9 60.9 44.8

Total 80.3 112.1 156.6 185.4 234.9 261.5 220.9

a/ Series derived from Bank of Ghana data.
Source: GEPC and staff estimates.

29. 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 in 1997, but
declined thereafter because of lower volumes and prices in 1999. 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,
adding to the 25,000 ton capacity of another (state-owned) firm. In 1999, both firms were operating
at below capacity, at 80 and 50 percent, respectively. Based on the technical ratios involved and the
prices obtained in world markets, the value added from cocoa butter production seems at best
marginal.'8 Such marginal returns could, however, be improved if other by-products were produced
and wastage minimized. Under the ongoing cocoa sector reform strategy, local processors will not
longer benefit from discounts and will have to pay the fob price for the cocoa beans. This should

18 For example, it takes 2.5 tons of cocoa beans to produce I ton of cocoa butter. The price for cocoa butter, which
follows closely that of cocoa beans, is only 2-2.7 times the price of cocoa beans, implying that value added is either
marginal or negative. The profitability local cocoa processors derives 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 percent duty.
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encourage efficiency and value added from cocoa processing and increase overall foreign exchange
earnings for the country relative to exporting cocoa beans.19

30. Non-traditional wood exports (which exclude logs and lumber) more than doubled between
1993 and 1995, but fell sharply in 1996 as exports of wood poles from Ghana dried up. Continued
rapid growth in other products -such as plywood, sliced and rotary veneer- have made up for this loss
and by 1999 overall earnings from the sub-sector had been restored to the 1995 level. In volume
terms, exports of non-traditional wood products increased by an average of 16 percent per annum
during 1994-99, while prices fell by 1 percent annually. With the exception of finished products
such as furniture and wood poles, prices for most non-traditional wood products (as indicated by
their unit value) were depressed throughout the period, tracking price trends for logs and lumber.

Table 7. Ghana: Wood Exports, 1993-999
(in US$ million)

1993 1994 1995 1996 1997 1998 1999

Traditional a/ 129.1 169.1 115.7 80.3 94.6 90.6 89.6

Non-Traditional 36.1 61.2 82.5 64.0 75.9 80.1 84.5

Total 165.6 230.3 198.2 144.3 170.5 171.0 173.8

a/ Includes logs and lumber
Source: Ghana Forestry Bureau.

31. 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
1994, and total earnings from the wood sector as a whole, i.e., including traditional exports, have
actually declined in dollar terms. This appears to indicate that the 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 on log exports has not been
enforced effectively as logs continue to be exported illegally to regional markets (see Chapter 2).

32. Agricultural Products. In the period 1994-99, agricultural exports kept pace with overall
export growth, increasing by 22 percent per annum. Horticultural exports expanded by 24 percent
per annum in the same period, with pineapple, yams and bananas as leading products. Fish and
seafood products grew more modestly at about 6 percent per annum. Exports of "other agricultural
products" (which include mainly coffee, and sheanuts more recently, cotton, and cashew nuts),
expanded more rapidly, at 46 percent per annum, reflecting the start-up (and in some cases the
resumption) of production. As a result, this sub-category has taken the place of fish and seafood as
the top contributor.

33. Other Processed Products. This category, which comprises mostly light manufactures
exported to regional markets, grew at an annual rate of 34 percent in the 1994-99 period. Export
earnings climbed from US$15 million to US$91 million. Main export items included aluminum and
plastic products, foam mattresses, cotton fabrics, and more recently, hair products. It is important to

19 Local processors were supposed to buy at a discount lower quality cocoa beans (light crop beans). In a normal
year, however, light crop beans amount to around 40,000 tons, against actual processing of around 60,000 tons,
implying that they are buying around 20,000 tons of higher value beans at a discount.
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note that about 40 percent of this export category comprises a large number of products (about 125 in
1999) with an average value of about US$0.3 million. Some of these items are not manufactured in
Ghana, suggesting that many of these products may represent re-exports or transshipment.

34. Handicrafts. The handicraft sector has been quite dynamic, with export earnings growing by
17 percent per annum between 1994 and 1999. Although its contribution remains at a modest 1-2
percent of the total, the handicraft sector is important because it involves hundreds of urban and rural
artisans and, hence, its development has a direct impact on poverty reduction.

35. Export Diversification. The number of non-traditional products is fairly large and has
increased substantially over the years: from 99 in 1986, to 185 in 1993, and to 262 products in 1999.
However, despite exporting a wide-range of products, Ghana's diversification index, which measures
the equivalent number of products with equal importance in total export earnings, has barely
improved over the 1993-99 period. This index was 3.4 in 1993 and 3.6 in 1999 (see Annex 3),
indicating that overall export earnings (including both traditional and non-traditional products) are
still concentrated on a few products (i.e., 3-4 products).2 0

36. Taking non-traditional exports as the base, the diversification index within this sub-group
was 11.5 in 1993 and 12.2 in 1999, implying a very marginal improvement. In 1999, the ten top
products accounted for 65 percent of total export earnings, while the top 20 products accounted for
80 percent. This means that for the remaining 240 products, individual export values were very
small averaging less than US$0.5 million. The degree of product diversification speaks positively
about the breadth of the Ghanaian entrepreneurship and its ability to seize new economic
opportunities. At the same time, it points to the need to substantially increase the scale of non-
traditional exports, if Ghana's export potential is to be realized on a sustainable basis.

37. Main Export Markets. The main export markets for Ghana's non-traditional exports are the
European Union (EU), with a share of about 70 percent, and the Economic Community of West
African States (ECOWAS) countries - mostly CFA countries and Nigeria - accounting for 15 percent.
The concentration in direction of trade is not surprising given the proximity of both markets. In
addition, the liberalization of air cargo travel since 1994 has also contributed to trade with Europe.
Exports to other industrialized countries account for 8 percent, with the US as the main market,
followed by Japan and Switzerland.21

38. The markets for Ghana's non-traditional exports appear to be fairly segmented. For example,
the EU is the major destination for leading agro-processed exports such as canned tuna, wood
products, cocoa products, and palm oil. It also absorbs agricultural products such as frozen fish,
pineapple, bananas and yams. All of these products enjoy preferential access to the EU markets
under the Cotonou Agreement22 (see Table 8). Within the EU, the main export destination is the
United Kingdom (absorbing about a quarter), followed by Germany, the Netherlands, and France.

20 The number of equivalent products should be closer to the total number of exported goods in order to improve the
distribution of export earnings.
21 Ghana's non-traditional exports have not really broken into the US market, possibly because of high
transportation costs and poor access. Exports to the US represent 5 percent of non-traditional exports and mainly
comprise veneer sheets, cocoa butter, basketware, and garments.
22 The Cotonou Agreement, negotiated in February 2000, extends preferential trading arrangement between ACP
states and the EU until March 2008 by when it will be replaced by bilateral agreements between the EU and the
individual states.
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Table 8. Duty applicable to Ghana's Exports under the Cotonou Agreement (as at Sept 2000)
Applicable to Applicable Rate Generalized System of

Cotonou To Non-Cotonou Preferences

Freshwater fish [incl. smoked/frozen] 0 8% 0
Seawater fish fincl. smoked/frozen] 0 0-15% 0 - 5.2%
Cassava 8.6 Eur/lOOkg 9.5 Eur/lOOkg
Yam 0 3% 0
Pineapples 0 5% 4.9%
Coffee (not roasted/decaffeinated) 0 0 0
Cassava starch 70.6Eur/1000/kg 66-166 Eur/1000 kg 23

Palm oil (excl. crude) & liquid fract. 0 0-12.8% 0-5.1%
Tuna, prepared or preserved 0 24.0% --

Cocoa Paste, wholly or partly defatted 0 9.6% 6.7%
Cocoa Butter 0 7.7% 5.3%
Cocoa Powder 0 8.0% 2.8%

8.0% + 0-6.8% +
Containing sugar/other sweetener24 25.2Eur/lOOkg 25.2-41.9 Eur/lOOkg 31.4 - 41.9 Eur/l OOkg

Source: EU Integrated Tariff of the Community, TARIC-Online.
http://europa.eu.int/comm/taxation_customs/databases/taric_en.htm

39. Meanwhile, exports to the ECOWAS countries include mostly low value manufactures such
as aluminum and plastic products, foam mattresses, and salt. More recently, exports to the region
have also included higher value manufactures, such as hair products produced by foreign companies
that have located in Ghana to capture the West African market. Among the ECOWAS countries,
Togo (which borders Ghana on the east) is the main export destination, followed by Niger and Cote
d'Ivoire (which borders Ghana on the west). Other important regional destinations are Burkina Faso
and Nigeria.

40. Exports to ECOWAS25 countries have increased rapidly in recent years, despite poor
implementation of trade agreements. The ECOWAS program to liberalize regional trade of
industrial products2 6 is quite cumbersome, leading to only a few products being certified for duty
free treatment. In addition, member countries of the Union Economique et Monetaire Ouest
Afnicaine (UEMOA)27, a second regional association within the ECOWAS, have been treating
ECOWAS products outside UEMOA as third party imports. As a result, the regional market is still
far from integrated, although "informal" trade across the region continues to grow. Ghana and
Nigeria plan to fast-track the implementation of the ECOWAS programs between them, with the aim
to establish a common external tariff by 2001 and a monetary union by 2003. Their recent proposal
to apply third country treatment to members who do not honor the ECOWAS protocols has
encouraged Togo, Benin, Burkina Faso, Niger and Mali to comply, rather than face exclusion from a
Ghana-Nigeria free trade zone.

41. Role of FDI. Foreign investment has played an important role in the recent growth of non-
traditional exports. In fact, exports by foreign firms accounted for 75 percent of the increase in

23 Eligibility to benefit from this tariff quota is subject to the presentation of an import license.
24 Varies with sugar content <5 percent, <65 percent,< 80 percent and > 80 percent, respectively.
25 ECOWAS was established in 1975 and comprises Benin, Burkina Faso, Cote d'Ivoire, Guinea-Bissau, Mali,
Niger, Senegal, Togo, Cape Verde, the Gambia, Ghana, Guinea, Liberia, Nigeria and Sierra Leone.
26 Industrial goods (ECO WAS certified products) are exempted from duties and quota, provided 40 percent of the
raw materials originate within the region and regional value added is at least 35 percent.
27 UEMOA was established in 1994 and comprises the eight francophone members of ECOWAS.
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earnings recorded over the 1993-99 period and represented approximately 34 percent of the value of
non-traditional exports in 1999.

Table 9. Ghana: FDI in Selected Export Categories 1999

FDI exports Share of exports
US$ mn (%)

All products 138.80 34
Canned tuna 61.20 99
Cocoa products 40.63 68
Other manufactures 14.53 18
Processed agric products 5.15 16
Agric products incl fish 7.20 10
Wood products 4.34 5

Source: Ghana Export Promotion Council and staff estimates.

42. Key export-oriented projects taking off since the mid-1990s include Pioneer Food Cannery (a
Heinz joint-venture canning tuna with US$31 million investment), West Africa Mills (US$57 million
in cocoa processing) and Carson Products (US$10 million). Their levels of FDI are well above the
average project recorded by the GIPC (i.e., US$385,000). The majority of gains were concentrated
in canned tuna (Pioneer) and cocoa products (West Africa Mills), but also for a significant share of
manufactured exports like plastics and hair products.

D. Impact of Exports on Employment and Poverty

43. Employment. The employment impact of export activities depends, of course, on how
capital (labor) intensive firms are. For example, according to data from the Ghana Free Zone Board
(GFZB), direct employment by registered non-traditional export companies with free zone status
(about 50), many of which are capital intensive, totaled 5,000 workers in 1999. With total export
earnings from these companies amounting to US$133 million, earnings per-worker are estimated at
US$27,000, which is more than 3-times the ratio discussed above. At the other extreme, it is
estimated that the handicraft sector, which is very labor-intensive, directly employs about 7,500
persons producing an export value of US$6.7 million or earnings per-worker of around US$900.

44. Both aggregate and industry-specific employment data in Ghana are incomplete and
scattered. Consequently, it is difficult to ascertain what has been the employment impact of the
entire non-traditional export sector. A survey of non-traditional export firrns conducted in 1996,
under the auspices of USAID, indicated that on average US$6,000 in export earnings were needed to
create a job for one direct full-time worker.28 Based on this ratio, the number of full-time workers
employed by the non-traditional export sector is estimated at about 70,000 in 1999. This would
represent an increase of 45,000 new jobs since 1993, or an annual growth rate of 19 percent. Indirect
employment effects are likely to have been significant in agricultural and agro-processing activities
(such as horticulture, cotton, etc) which typically rely on out-grower schemes.

45. Poverty. With real GDP and population growth averaging over 4 percent and 2.6 percent,
respectively, real per-capita incomes have increased modestly over the 1990s. Similarly, the
incidence of poverty declined over the period. Between the third and fourth Ghana Living Standards

28 See: "Income and Employment Generation Effects of Non-traditional Exports in Ghana ", September 1996,
prepared by Sigma One Corporation for USAID.
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Surveys (GLSS), which took place in 1991/92 and 1998/99, poverty decreased from 52 percent to
just under 40 percent. Both the Greater Accra and the rural forest regions experienced substantial
decreases in poverty, while poverty increased in the urban Savannah. Export farmers and wage
employees saw the largest gains in reducing poverty, while food farmers experienced the least gains.

46. The available data sets in the GLSS4 do not tell us whether a good produced by an individual
or an enterprise has actually been exported. This makes it impossible to analyze the export
experience of non-farm enterprises. We can, however, analyze the poverty and characteristics of
rural households that produce different types of crops, including crops which are generally exported.
The groups are:

* Food crops only;
* Non-traditional exports 29 only;
* Both food and non-traditional exports;
* Cocoa (and possibly food crops); and
* All types

Table 10. Ghana: Poverty Status by Crop Category
Share of households (%)

3rd Ghana Living Standards Survey 1991/92 (GLSS3)
Extreme Moderate Non Poor Total

Food Only 43.0 15.4 41.7 100
NT only 48.8 18.6 32.7 100
Food+NT 47.3 18.4 34.2 100
Cocoa (-NT) 46.9 15.7 37.4 100
All (+/-food) 35.5 18.9 45.6 100
Total 34 16 51 100

4th Ghana Living Standards Survey 1998/99 (GLSS4)
Food Only 31.1 18.0 50.8 100
NT only 27.1 13.4 59.5 100
Food+NT 50.8 12.7 36.5 100
Cocoa (-NT) 19.6 16.8 63.7 100
All (+/-food) 16.9 17.0 66.1 100
Total 28 14 59 100

Source: GLSS3, GLSS4, and staff estimates.

47. As shown in Table 10, the number of non-poor households increased in all groups. The two
categories with the highest increases in the share of non-poor were producers of 'non-traditional
exports only' and producers of cocoa, both of which experienced around 30 percentage point
increases, mainly on account of substantial reductions in extreme poverty. Extreme poverty declined
for all groups, but it increased somewhat for producers of 'both food and non-traditional exports.' It
is not clear, however, why the latter crop mix was not beneficial from the point of view of reducing
extreme poverty. Moderate poverty declined for producers of all crop types and for producers of
'non-traditional exports only', but it increased for 'food only' and cocoa producers.

29 For the purpose of this analysis, non-traditional export crops include pineapple, bananas, yams, coffee, nuts, oil
palm, and cotton.
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48. In the Coastal and Forest regions, households that only produce non-traditional export crops
have lower poverty rates than those producing cocoa. In the Savannah region there are very few
cocoa producing households, and for the remaining three groups, the results are the same as the
national level. Households producing only non-traditional export crops have the lowest poverty
rates.

E. Summary and Conclusions

49. Ghana has made important strides in developing its non-traditional exports during the 1990s,
albeit from a small base. At US$403 million in 1999, non-traditional exports have tripled since 1993,
thereby increasing their contribution to total exports from 10 percent to about 20 percent. Despite
this rapid growth, non-traditional exports accounted for 5 percent of GDP in 1999 and provided
employment to just 70,000 people. Nonetheless, the poverty reduction impact of non-traditional
exports has been positive, particular for rural households involved in crop production and handicraft
activities.

50. A competitive exchange rate, coupled with a liberal trade and investment regime, has
contributed to a broad-based expansion in non-traditional exports. The real exchange rate has
tracked changes in both the terms of trade and in macro policy. Given the importance of resource-
based exports, whose prices tend to fluctuate with those of primary commodities, a flexible exchange
rate policy will continue to play an critical role in maintaining export competitiveness as a tool to
compensate for adverse external prices shocks. In connection to this, Ghana's plans to establish a
monetary union with Nigeria might be premature, as it would imply losing the exchange rate as an
adjustment mechanism. Better macroeconomic management should help to smooth out exchange
rate volatility, especially in periods when the exchange rate is under pressure.

51. Much of the recent rapid expansion in non-traditional exports reflects to a large extent ad-
hoc foreign investments in key agro-processing activities (i.e., cocoa butter, canned tuna, palm
oil) which enjoy preferential access to European markets. Value added in several, if not most, of
these agro-processing activities seems at best marginal which raises questions about their long-
term sustainability should the preferences in external markets be removed. Moreover, it
underscores the importance of ensuring that Ghana's domestic business environment plays a
positive role in enhancing the competitiveness of exporting firms. These issues are discussed in
detail in subsequent chapters.
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CHAPTER 2- MICROECONOMIC COMPETITIVENESS

52. Macroeconomic policies are extremely important for international competitiveness, but
getting macroeconomic prices "right" is not the whole story. It also takes a supportive
microeconomic environment to create sufficient conditions for export success. For example, poorly
designed regulations, taxes, and sector policies, as well as time-consuming bureaucratic procedures,
can raise the transaction costs of doing business and deter both local and foreign investors. Weak
trade support infrastructure can reduce competitiveness for exporting sectors. And market failures,
particularly in financial services and technology, can constrain a firm's ability to finance new
investments and upgrade technical capabilities to world market standards. When firms try to move
down stream from commodity exports to processed/manufactured exports, which have more complex
production and distribution processes, the microeconomic environment becomes even more critical
for competitiveness.

53. To get a better understanding of any structural, regulatory, and red-tape impediments to
exports, and to assess whether these impediments might be due to government or market failure, we
interviewed firms involved in various types of export activities. These exporters spanned the range
of world market opportunities where Ghana has revealed comparative advantage by the fact that both
local and foreign investors have already successfully entered foreign markets:

N Natural resource-based exports and moving downstream to increase value-added;

* Efficient import-substitution with exports to the region;

* Labor intensive, light manufactures and services; and

* Culture and arts exports, namely handicrafts.

54. Interviews with firms in each of these four export areas provided relevant information for
case studies of the specific problems faced by Ghana's non-traditional exporters. The discussions
with firm managers revolved around two central questions: What are the conditions that must be put
in place to achieve export success? And, to what extent have these conditions been achieved today?
Broadly speaking, exporters felt that Ghana has accomplished much in the last 15 years, in terms of
establishing many of the basic conditions for growth of non-traditional exports, particularly in the
area of macroeconomic and trade policy reforms. However, as the case studies reveal, there remain
some serious questions about whether a sufficiently supportive microeconomic environment is
currently in place to achieve the rate of export growth required to attain the country's long-run
development goals.

A. Case Study 1: Natural Resource-Based Exports

55. Ghana's natural resource base -forests, coastal fishing, and availability of good arable land
- creates opportunities for export diversification into non-traditional areas like horticulture, wood
products, and food processing. The country's port system, low cost labor, proximity to markets, and
trade preferences with the EU also provide some of the key supporting elements for moving into
exports of more complex downstream products in areas where the country can realize higher value
added. Interviews with existing exporters in resource-based processing industries - wood, tuna, and
pineapples - were conducted to assess the extent to which adequate microeconomic conditions have
been established for further export growth.
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Wood Processing

56. The wood processing industry in Ghana 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 percent of exports, and ten companies, account for over 50
percent 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
very few cases furniture parts. One exceptional company manufactures high quality garden furniture
for world markets. The wood processing sector is reported to employ some 75,000 workers in the
formal mills, but it is estimated there may be as many as 2.5 million Ghanaians dependent on the
sector if informal and related activities are counted.

Table 11. Ghana: Exports of Wood Products, 1993-99
(in US$ million)

1993 1994 1995 1996 1997 1998 1999

Traditional a/ 129.1 169.1 115.7 80.3 94.6 90.6 89.6

Volume ('000 n3 ) 734.8 830.9 366.7 238.6 279.1 252.7 249.9
UnitValue($/m3) 176 204 316 335 341 360 358

Non-Traditional 36.1 61.2 82.5 64.0 75.9 80.1 84.5
Volume ('000 m3) 73.9 132.8 180.9 126.2 163.0 163.0 183.2

Unit Value ($/m3 ) 489 461 456 507 466 491 461

Total 165.6 230.3 198.2 144.3 170.5 171.0 173.8

Volume ('000 n3 ) 808.6 963.6 547.6 364.8 442.1 415.7 433.1

Unitvalue($/m3 ) 212 239 362 346 386 411 401

a/ Includes logs and lumber.
Source: Forest Products Inspection Bureau.

57. In 1999, wood exports represented around 8 percent of Ghanaian export earnings and
2 percent of GDP. As Table 11 indicates, the total value of wood exports (both traditional and non-
traditional) has not increased much since 1993. A decline in average export volumes (after the ban
on log exports in 1995) has been somewhat offset by higher average unit values. Higher average unit
values reflect a shift from low-value log exports to higher-value semi-processed and processed
products and the depreciation of the Euro against the US dollar, as wood exports are traditionally
denominated in European currencies. However, if wood species were held constant within particular
product categories, unit values in fact would show a declining trend.

58. Efficiency. With the exception of a few firms, the wood processing industry in Ghana is
highly inefficient by international standards. Most of the sector operates with an over-capacity of
outdated equipment, and even in exporting firms, where productivity is highest, the task level
efficiency of workers is low and product quality needs substantial improvement. Under-priced wood
resources resulting from inadequate upstream forestry policies, are a root cause of many of these
inefficiencies.
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59. Timber Yield Efficiency. Measured by the efficiency of wood use, Ghanaian firms operate at
about one quarter of international best practice. As Table 12 indicates, in the first stage of processing,
when the tree is felled, only about 45-66 percent of the tree trunk actually reaches the saw mill,
compared with 80 percent in Europe and Asia. In the second stage of processing, when the log is cut
into useable boards, there is a further yield loss. Typically, Ghanaian factories convert only 16-23
percent of the useable boards into finished products compared with 48 percent in international best
practice firms. Efficiency losses increase further as processing moves downstream to furniture and
furniture parts. Ghanaian production methods result in a great deal of off-cuts and other waste
materials, which are not optimally reused as they would be in more efficient production systems.
After all stages of processing, only about 7-10 percent of gross log volume is converted into finished
products in Ghana compared with 34 percent in best-practice firms. Put in monetary terms, if the
efficiency of Ghanaian firms were to be raised up to international best practice, wood export earnings
would increase by 85 percent the 1999 level or by approximately US$150 million.30

Table 12. Estimated Timber Yield Efficiency of Tropical Logs

Percentage of tree Percentage of tree Percentage of tree
trunk going to trunk made into trunk converted to

sawmill useable boards finished products
Typical Ghanaian saw mill lumber 45-66% 16-23% 7-10%
International best practice 80% 48% 34%
Ghanaian performance as percentage
of international best practice 69% 41% 25%
Source: Interviews with wood sector enterprises; benchmarking exercises; "Yield of Useable Timber," Dr J. Ofori, Forestry
Research Institute of Ghana.

60. Low efficiency is attributed to less efficient storage and handling of wood, inferior equipment
at all stages, inefficient plant layout, and lower technical skills of mill operators due to lack of
training. It is reported, for example, that only two out of 14 saw mills have reasonable standards of
maintenance. In the area of saw-doctoring, lack of training and investment leads to losses of 15-20
percent of potential yield amounting to as much as US$30 million in lost exports.

61. Unit Labor Costs. The unit labor cost, in most Ghanaian wood processing factories, is
potentially internationally competitive, even with a five times lower worker task-level efficiency.
Benchmarking exercises reported by Ghanaian firms, comparing the task-level efficiency of
Ghanaian factory workers with more advanced countries in the wood processing sector, indicate
large productivity differentials. For a skilled operator of a woodworking machine, the productivity
differential between Ghanaian practices and best practice is as much as 4 to 5 times. Low labor
productivity reflects not just lower technical proficiency of the Ghanaian operator, but also the use of
old equipment, poor saw maintenance and less knowledgeable factory management used to a culture
of 'plenty' - reflecting under-priced wood resources. An average Ghanaian machine operator makes
about 200,000 to 500,000 cedis per month, depending on overtime (US$31 to $77). This is less than
one-fifteenth the average salary of a skilled woodworking machine operator in the EU or the US.
But company managers indicate that labor costs are driven up by the labor laws, under which
workers get paid 27 days per month even when they only work on weekdays3'. Absenteeism and
labor turnover are also high. Some firms even pay an extra day's wages each week just to reduce
absenteeism. Extra costs such as these erode Ghana's unit labor cost advantage.

30 This estimate includes a US$40m gain from increased logging efficiency and a US$11 Om gain from increased
processing efficiency.
31 Under the daily-rated rninimum worker remuneration regulation.
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62. The ability of Ghana's wood processing industry to increase non-traditional exports in a
sustainable manner will be conditioned by a number of factors: the effectiveness of forest policy
implementation; the ability of processing firms to raise their technical capability to world market
standards; and the effectiveness of government agencies dealing with key trade support infrastructure
and services.

63. Forestry Policy. Ghana's stated forestry policy aims at promoting a sustainable
management of forest resources and encouraging downstream processing to create jobs and realize
additional domestic value-added. Forest resources have been overexploited for decades by local
communities for wood fuel (which accounts for 70 percent of total energy consumed in the country)
and by exporting companies. By the early 1990s, it was clear that the annual harvest of trees was
unsustainable. Under a new Forest and Wildlife Policy introduced in 1994, the Government initiated
a series of control measures including a ban on exports of logs, designation of reserve and off-reserve
areas, and the concept of an "annual allowable cut." The Timber Resource Management Act was
also passed to improve the allocation system of logging permits, and, in 1998, regulations were
introduced to control illegal chainsaw operators. In addition, the Government (with the assistance of
donor agencies) encourages firms to use "lesser known species" instead of environmentally sensitive
hardwoods. A levy of 10-15 percent applies on the export of air-dried lumber to encourage wood
processing firms to move downstream into products which require kiln-drying.

64. Timber Utilization Contracts (TUCs). The Timber Resource Management Act proposed a
more efficient and transparent allocation process based on Timber Utilization Contracts (TUCs) to
replace the ad-hoc system being practiced at the time. Under the TUC, firms were to bid for
contracts to log particular sections of the forest. Each contract would have a duration of 40 years and
would be renewable as long as the contractor managed its designated logging area according to
specified criteria. Applications and bids for contracts were to be vetted by a newly formed Forestry
Commission, approved by the Minister of Lands and Forestry and finally endorsed by Parliament.
Implementation of the new TUCs still suffers from continued malpractice in the vetting and
allocation process. As of October 2000, only 35 TUCs had been allocated, while 20 more were in the
process of approval.32 Some of the allocated TUCs are reported to have been given to firms who do
not have the capacity to use the timber resources efficiently, e.g., with saw-milling and production
capacity - as required by government policy. In some cases, these improperly allocated TUCs have
been traded to other enterprises for profit, translating the social costs of sustainability into rents for
private agents which is contrary to the intention of the scheme. It is also reported that the allocated
TUCs do not convey adequate land title and ownership can be subject to dispute. In some cases, the
same TUC has been allocated to more than one party.

65. Most firms agree that, if properly implemented, the new TUC system would be a better way
to manage the country's forest reserves, but complain that the long transition and the current
allocation practices result in serious disruptions in supplies of wood to processing factories. As a
result, firms are unable to plan and make long-term investments; specialize in downstream
production which requires a continuous supply of particular wood species; and engage in focused
marketing efforts with continuous product supply and specific delivery dates. In addition, firms that
want to make investments often receive a cold shoulder from bankers who remain uncertain about the
industry's future.

32 Information on how many TUCs will be allocated in total was not unattainable from the authorities at the time of
writing.
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66. Stumpage Fees. Stumpage fees, ranging from 5 to 20 percent of the f.o.b. price, apply to the
various species of wood.33 Although recently doubled, stumpage fees have not succeeded in
encouraging more efficient logging practices as they are supposed to do. In addition, since traditional
rulers own much of the land, and the Govemment owns the trees on the land, stumpage fees are
supposed to be shared between the traditional rulers and Govemment for the benefit of the
community. Firms report, however, that communities are not being paid their share of the stumpage
fees by the Govemment and, as a consequence, communities retaliate against loggers by blocking
their access to and from the forest. This further reduces the efficiency of logging and could, if it got
out of hand, deny firms long term access to the forest altogether.

67. Annual Allowable Cut. Based on an analysis of the annual sustainable yield of forest
reserves, the Government provisionally set an "annual allowable cut" for the TUCs of approximately
1 million cubic meters of wood. In practice, the felling of trees continues to be well above this
"annual allowable cut" because of illegal logging both by formal and informal firms, as Table 13
indicates. Firms note that strict enforcement of the "annual allowable cut" could reduce their access
to timber by as much as two-thirds. The planned annual allowable cut of about 1 million cubic
meters would only meet the current capacity requirements of 4 to 5 of the largest existing exporting
groups. Hence, enforcing the annual allowable cut and other provisions of forest policy could result
in a substantial downsizing of the wood processing industry.

Table 13. Ghana: Estimated Total Annual Felling of Industrial Roundwood

Estimated annual volume of Conversion Estimated felling
Market wood products rate (yield) (industrial roundwood)

M3 Percent m3

Extra-regional exports (including
some recorded regional exports) 433,000 35% 1,237,143

Regional exports (mostly
unrecorded exports) 300,000 35% 857,143

Domestic market 600,000 20-30% 2,000,000

Total volume (excl. firewood) 1,333,000 32% 4,094,286
Sources: Timber Export Development Division and Forest Products Inspection Bureau.

68. Under-priced Domestic Wood. Forest policy and ineffective implementation have
translated into under-priced wood resources in the domestic market. Estimates by knowledgeable
sources put the wood price to processors at about one third of world market prices for logs - for
example, about US$60/m3 for Wawa, a commonly used timber, compared with a world market FOB
price of US$160-170/m3.34 This substantial under-pricing of wood resources undermines incentives
to process wood efficiently and is an important reason for the low processing yields compared with
best intemational practice.

69. Environmental Certif cation. In the absence of an efficient allocation system and effective
policy enforcement, some experts argue that there are only 6-7 years of commercially exploitable
timber remaining in Ghana. Major wholesalers and retailers in the EU already require that the wood
products they buy come from "certified" forests. Certification requires evidence that forest
utilization is planned for sustainability and enforced effectively to protect both timber and wildlife

33 The stumpage fee is a fee paid on each tree stump which the logger cuts. Typically, firms report, 15 percent of
the fee is meant to go to the local community.
34 However, for illegal logs some extra payments must be made to secure lumber.
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resources. Without such certification, Ghana will be locked out of these markets not just for timber
but for all of its wood product output. 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.

70. Technical Capability. As noted above, the technical capability of Ghanaian wood
processing companies is low, resulting in high levels of timber wastage and low product quality.
There is, however, some evidence of the potential gains to be made from the use of better equipment
and improved worker training in downstream production. One company, for example, doubled its
timber yield and increased its output of molded lippings with a new molding machine and additional
worker training. As a result, the firm recovered the cost of the machine in eight months. Another
company has increased its output of kiln dried timber by 177 per cent in 8 months due to proper
training of the operator.

71. Improving quality and moving further downstream to more sophisticated products is a more
difficult task. Ghana has made great progress in kiln drying in the last few years, according to
foreign buyers, which is an important foundation for improved downstream production. However,
with the exception of perhaps one company, which produces good quality garden furniture at a
competitive price, Ghanaian firms have problems meeting quality and delivery requirements in more
sophisticated product categories. Some improvements are being made in plywood, moldings, dowels
and curtain poles, as firms invest in new machinery and gain experience. But progress has been slow
and costly. One leading manufacturer who moved downstream to produce his first shipment of
moldings, had 85 percent of exports rejected by the buyer, even though the moldings were only
machined to a simple semi-finished stage. The problem is compounded when firms try to use "lesser
utilized species" which require changes in technology and new skills.

72. All companies interviewed cited a shortage of skilled labor as one of their biggest problems
in achieving higher quality. One company recently tried to introduce an ISO-9000 quality system,
with foreign consultants, but failed, because its labor force could not produce consistent quality every
day. Buyers point out that Ghana currently 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 put it: "Low labor cost and low quality in Ghana will always be beaten by higher cost labor
and higher quality in more advanced countries. Advanced world markets want to make their own sub-
assemblies, where quality, delivery, and design can be controlled." Meeting the quality challenge will
require a very substantial investment in worker and manager skill development. Workers need basic
skills training, and managers need assistance with more advanced, firm-specific technical
development which, according to specialists on best practice international firms, are some twenty
years behind.

73. Unfortunately, training resources in Ghana are severely underdeveloped. The government-
run Wood Industry Training Center is unable to supply what is needed. It has no strategic focus,
little or no dialogue with businesses in the sector, and inadequate equipment. The ratio of
administrative-to-technical staff is five times greater than international norms. Polytechnics also
have poorly trained staff and inadequate equipment and there are no alternative private technical
training institutions. In addition, specialized management training for the sector does not exist.
Donor agencies, like the EU, have some limited projects to help managers visit firms abroad and get
technical advice, but, while helpful, these efforts are only a small part of what is needed.
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74. Government Agencies. 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 advantage, even if they have a free zone status. "Import procedures normnally 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. Large exporters generally have to employ four to five people just to deal with import
and export procedures.

75. There are also additional costs in the form of levies paid to government forestry agencies and
bureaucratic procedures for export permits that cause delays and create further opportunities for
bribes. The Timber Export Development Division and Forest Products Inspection Division of the
Ministry of Lands and Forestry charge a 3 percent levy on gross earnings, which is a significant
proportion of net earnings. Exporters indicate not knowing how these monies are spent and cannot
see any benefits coming to them in return. A further 2 percent of income may be paid in bribes to
traditional chiefs who control forestry land, to the District Assemblies, to other governmental
departments, and to bank officials to speed along export documentation. In the end, net profits of the
industry are reduced.

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

77. Conclusion. Forest policy and ineffective policy implementation have resulted in the under-
pricing of domestic wood resources in Ghana, which, in turn, has translated into downstream
processing inefficiencies. In this environment, the ban on log exports has not produced the gains
expected from increased processing. The wood industry continues to export products, in most cases,
with low value-added, such as air-dried lumber, in spite of negative tax incentives. And the parts and
other processed products that Ghana does export remain at the low end of the market. Without better
pricing of wood resources, the assurance of adequate and timely supplies of timber, and assistance in
raising their technological capabilities, wood processors will be unable to raise value-added and
employment. Ghana is in danger of running out of forest resources in the very near future and/or
being cut out of important export markets because of unsustainable forestry management. Efforts to
deal with these issues need to focus on four areas. First, set up an auction system to award TUCs to
the most efficient users. Second, facilitate the 'certification' of forest resources to prevent being
locked out of the EU export market. Third, make available assistance to raise technical capability of
processors at all stages in the value chain, beginning with loggers and saw-millers where the greatest
losses occur. Fourth, consider eliminating the export ban on logs and replacing it with a temporary
tax to allow time for processors to become more efficient.

Tuna Canning

78. 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. Canned
tuna is also currently enjoying a period of growth in global markets because of recent research on the
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health benefits of eating fish and the fast food nature of the product. Hence, demand conditions favor
new entrants into world markets.

79. The tuna canning industry in Ghana is composed of two foreign-owned canning companies.
Pioneer (StarKist) and GAFCO, which are responsible for 70 percent and 20 percent of exports,
respectively, with one smaller producer exporting the remaining 10 percent. The large canning firms
own subsidiary fishing companies, and/or work with small fisherman who receive financial
assistance from these firms in the form of loan guarantees and advances to purchase boats and
equipment. Tuna exporters have also stimulated entry of suppliers, such as Metal Box, a
multinational can maker, and packaging and labeling producers. For all practical purposes, the tuna-
export industry is dollar-based, in that all fish and cans are purchased in US dollars. The main local
cedi costs are canning factory labor and energy. Hence, the industry is somewhat isolated from
currency shocks, such as the recent decline of the cedi against the dollar. In 1999, the industry
employed about 1700 workers and contributed 15 percent to Ghana's export earnings (see Table 14).

Table 14. Ghana: Canned Tuna Exports, 1993-99
1993 1994 1995 1996 1997 1998 1999

Value (US$mil) 1.1 13.9 34.3 45.7 49.8 77.3 61.9
Volume ('000 tons) -- n.a. n.a. 17.0 n.a. 24.9 27.1
Unit value $/ton -- n.a. n.a. 2,688 n.a. 3,104 2,284

Source: Ghana Export Promotion Council and staff estimates.

80. Sustainability of the tuna export industry in the future will depend on adequate supplies of
fish. Fish resource management is therefore an important issue. For the immediate future, adequate
fish stocks are reported to be available, but some sources note that fish sizes are declining somewhat
- fish over 10 kg are now reported to be unusual in Ghanaian waters - a sign that sustainability
limits may have been reached. The catch is regulated by the International Convention for Atlantic
Tuna, but firms indicate that Ghana does not have the resources to ensure that the rules of the
Convention are adequately enforced in its waters. This is important because fishery policy in the EU
currently limits opportunities for fishing fleets in European waters, pressuring vessels from Europe to
fish in the Eastern Atlantic. The industry notes that, unlike forest resource management, the
Government has not shown as much interest in fishery resource management to date.

81. Comparative Costs. Ghana's competitiveness in tuna exports depends importantly on EU
trade preferences. Under the Cotonou Agreement, Ghanaian exports enter the EU duty-free, while
Asian competitors pay GSP duties equal to 24 percent. This duty differential is quite important
because Ghana's costs are higher. Even after paying duties, Asian tuna is reported to cost a bit less
in the EU. The cost structure of Ghanaian tuna exporters is driven by four major elements: cost of
fish, cans, labor, and energy. Fish and cans together make up 75 percent of costs, with fish
accounting for 56 percent and cans 19 percent, respectively. Labor costs are 5-6 percent and energy
makes up the bulk of the remainder.

82. Fish costs in Ghana appear to be somewhat higher than in Asia because of differences in
fishing technology (Asians generally use larger purse seiner fishing vessels versus the small pole and
line vessels used in Ghana), and because of a task-level efficiency differential between Asian and
Ghanaian fishermen. This task-level efficiency difference arises because under the origin conditions
of the Cotonou Agreement, fishing must be done strictly by Ghanaian-owned vessels. Moreover,
foreigners cannot be in senior management positions, nor can they make up more than 50 percent of
the crew of any vessel. Since Koreans are viewed as the most expert fishermen in the world, limits
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on the numbers of foreigners allowed on vessels puts Ghana at a productivity disadvantage and raises
fish costs. There are also extra costs attached to the need to help finance small Ghanaian boat owners
and assist with their vessel maintenance.

83. The local cost of cans is also slightly higher than world price and reportedly of somewhat
lower quality. A subsidiary of a large multinational, Metal Box, produces locally most of the cans
supplied - 80 to 90 percent. While their price is roughly competitive with imported cans,
knowledgeable sources in the tuna canning industry claim that the local price of cans in Ghana is
about 25 percent higher than in Asia. Wage costs of canning factory workers in Ghana are reported
by firms to be equal or higher than those paid in Asia. One of the large exporters claims it pays its-
Ghanaian factory workers twice the hourly wage paid in Thailand in a similar canning operation.
Considering that task-level productivity of Ghanaian workers is reported to be lower than in Asian
factories, relative unit labor cost in Ghana would appear to be higher on average.35 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 producing countries.

84. On the competition front, Asian competitors are not the only worry. 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 convergence between Ghanaian and French pay rates for the same work.
French Customs also recently complained to the EU about Pioneer Tuna Company, and the EU sent
inspectors to make sure Pioneer was in compliance with Cotonou regulations. In the future, more
pressure can surely be expected from EU competitors.

85. Import/Export Regime. 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. 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.
Currently, it takes up to two or three days to clear imports, an improvement over the five or six days
it took just one year ago, but a lot longer than the 24 hours stipulated in the customs regulations. 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. Exporters also report that Customs officers often do not
know how to interpret their own regulations, and note that the relationship with Customs is bad -

"they bully their clients. My employees dare not complain to the Customs - they would suffer for it."
One firm, though registered as a free zone company, was forced to pay Cedis 24 million in duties
when it first began importing, and has been trying for two years to get a refund with no luck.

86. Similar types of delays occur in clearing exports. In fact, over the years, export clearing
times have become longer, while sailing times to destination ports in the EU have been shortened. In
1995, the documents clearing time for exports was about 10 days and the sailing time to Europe was
12 days. In 2000, the documents clearing time increased to 12 days, while the sailing time to Europe
was reduced to 9 days. Often, vessels now arrive in Europe ahead of the documents, which causes
lots of problems. Firms have to push to get the documents through the system as demurrage costs

35 With experience and training, and good factory management, the productivity of Ghanaian canning factory
workers has improved substantially over the last few years. One firm reported increases in task-level productivity of
53 percent in 6 months after instituting an improved training program.
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build up in European ports. If it takes too long, the cargo may be sent back at the exporter's expense.
European buyers also complain about these documentation delays.

87. Infrastructure. As already noted, Ghana has some of the highest energy costs in the tuna-
canning world. The severe power problems of 1998, caused by drought, have moderated. But power
cuts and power fluctuations continue to raise costs of production. Firns are hit, on average, by as
many as 16 significant power cuts per month. Use of a standby generator adds about 4 to 5 percent
to production cost. Power fluctuations are even a bigger problem. One firm had to spend US$20,000
in 1999 just to replace burned-out motors on equipment due to power fluctuations. Water problems
also plague production in 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 percent of the subsequent day's production. Filns report
that this happens about once each month. Telecommunications can be a problem too, although some
improvements have been noted recently. Exporters report that intemational 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 ISP servers for up to 2 days.

88. Conclusion. With its competitive position under pressure from lower cost Asian rivals and
entrenched EU competitors, it is imperative that Ghana take every opportunity to improve its
business environment and reduce costs and hassles for exporters. In addition to tuna, there are other
opportunities to export fresh fish with much higher value than canned tuna - about six times.
However, increasing these exports will require investments in raising the technical capability of the
artisanal fisherman, in an efficient cold chain, and paying attention to international standards like
HACCP. Some of these issues are being addressed, e.g., through the Fisheries Bill which allows
foreign investment in Ghanaian registered fishing vessels.

Pineapples

89. Pineapple exports have taken off in recent years (see Table 15). They provide a good
example of a horticultural export crop where Ghana has considerable potential to develop a
competitive position in world markets.36 Ghana has suitable climates, good soils, and is close to
important markets. In addition, it has the necessary low-cost labor for profitable farming and
downstream processing. Industry sources estimate that Ghana could increase its production and
exports of pineapple four-fold in the medium-term - from its current 30,000 mt to 120,000 mt - if
the local business environment improved.37 As one exporter put it, "the challenge is not technical, it's
practical."

Table 15. Ghana: Fresh Pineapple Exports, 1993-99
1993 1994 1995 1996 1997 1998 1999

Value (US$m) 5.2 5.3 5.6 10.9 9.6 8.8 13.0
Volume ('000 tons) 13.2 14.9 15.8 27.6 25.1 21.9 33.4
Unit value $/ton 394 356 354 395 382 402 389
Source: Ghana Export Promotion Council and staff estimates.

36 Another might be "Asian vegetables" which currently have a good-sized market in the UK.
37 Since 1995, pineapple consumption in Europe has grown by about 30 percent and is projected to grow by 5
percent a year in the next few years. In fact, the largest buyer of pineapples in Germany indicated that demand for
Ghanaian pineapples could increase five-fold if there was consistent supply and acceptable quality.
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90. The export industry is comprised of 57 firms with three large producer-exporters accounting
for over 40 percent of exports. Many small-holders, some involved in out-grower schemes, supply
pineapples to medium to small exporters. The Seafreight Pineapple Exporters Association of Ghana
(SPEG), formed in 1994 by a group of exporters, has nearly 30 members which account for about
half of total exports to Europe. It plays a role in facilitating cooperation among producer-exporters,
particularly in the area of shipping. Two years ago, the first downstream pineapple exporter, Blue
Skies, started up to ship fresh, cut pineapple and other fruits by air to European markets. The
company currently employs 200 workers and sells to some extraordinarily demanding European
buyers, like Marks & Spencer and Sainsbury in the UK, which require stringent health and
environmental conditions for the products they import. In addition to the pineapple exporters, there
are some firms which export pineapple juice.

91. Today, Ghana's pineapple exports are about evenly split between airfreight and sea freight to
several European destinations - the UK, Italy, Germany and Switzerland. Industry experts feel that,
while air-shipped pineapple is a lucrative business, it is reaching the limits of feasibility. Due to the
strength of the US dollar, air freighted pineapples at US$780 per ton are no longer attractive to
buyers in Europe who frequently pay exporters' f.o.b. prices. The market demand for sea-shipped
pineapple, on the other hand, remains large.

92. Marketing Arrangements. Ghanaian pineapple exporters are price takers in the world
market. In many cases, European buyers take their products on consignment and determine the price,
at the point of entry. With allowances for quality, price is calculated by the prevailing market price
on the day of arrival. The exporter bears all of the risks, and must simply take what the European
buyer offers. If buyers consider that pineapples are below minimum quality standards they reject
them and the exporter receives nothing. The buyer deducts all costs and his commission from the
calculated price and the exporter gets the residual. On occasion, exporters try to negotiate a
"minimum guaranteed price," but often this price does not hold when the pineapples reach the
market. Given that exporters often bear the cost of transportation, they can lose not only on the
shipment, but also on the shipping cost. Right now smaller exporters have no means of auditing this
marketing system and to resolve the many disputes which can arise. In the case of a large exporter,
like Jei River, pineapples are sold to European buyers on the basis of f.o.b. prices and the buyer pays
for transportation and handling.

93. Access to Land. Almost every agricultural investor interviewed cited access to land as their
number one problem. Foreign investors, in particular, find it difficult to deal with the labyrinthine
panoply of government agencies, traditional chiefs, and individuals involved in obtaining land. In
addition, there are also lengthy delays, inflated crop damage assessments that increase fees to be paid
by land users, and various bribes, which are required to move things along.38 At the same time, there
is not much help for a foreign company to get through the process. The GIPC responds to requests
and gives investors information on required formalities, but does not guide investors on the journey
through the maze of regulations and deal-making required to acquire land. It is of interest to note
that, in Cote d'Ivoire, where land is much easier for investors to acquire, horticultural exports like
pineapple have grown rapidly and foreign investment has played a much more significant role.

38 One company reported to have negotiated for one-and-a-half years to buy a piece of land worth about
US$180,000 for an agricultural project in which it was going to invest US$30 million and create hundreds of local
jobs.
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94. Out-grower Schemes. Some of the problems of acquiring land could be offset by efficient
out-grower schemes that integrate existing small farmers into the production system. Out-grower
schemes for pineapple have not worked as well as they might, limiting the potential of small-holders
in the industry. The institutional structure for such schemes - contracting mechanisms and effective
contract enforcement - is weak or missing. Farmers also need credit, as well as training and
extension services to learn the most efficient agronomic practices and pest control measures for
export crop production. Out-grower financial schemes, such as one introduced by the Agricultural
Development Bank (ADB), have not had the intended impact As one exporter noted, the small-
holders viewed the ADB funds as "government funds" which did not need to be paid back. On top of
this, there was a drought in 1998 which caused production shortfalls. The outcome left a number of
exporters with substantial debt and many small-holders with a skeptical view of out-grower schemes.
Private sector-led initiatives seem to have worked better - although the volume of available financing
is more limited. In the future, new models will need to be developed for contracting and enforcement
of out-grower schemes, as well as better designed credit programs. Some mechanism will also be
needed to stimulate cooperation between exporters to make such schemes work.

95. Feeder Roads. Ghana's poor feeder road system limits access to some of the best growing
areas and raises costs and delivery times for existing producers. Today, most of the pineapple farms
are within the greater Accra region. Soils and other conditions, however, are actually better in
Ghana's northern rainforest region, but poor quality roads make transportation difficult and
expensive. Even around the Accra area, poor quality roads raise exporters' transport costs because of
delays in getting goods to the port and because of spoiled and bruised fruit. One large exporter in the
Accra region had to begin transporting his pineapples to port at least one full day before the ship is
due to depart to make it on time because of poor roads. The company estimates to have lost about
3 percent of the value of production in the last year due to failure to deliver to the port on time.
Developing more and better quality feeder roads could have a major positive impact on pineapple
exports, as well as on the development of other horticultural crops, such as fresh vegetables.

96. Cold Chain. There is no operating "cold chain" in the country - i.e., a series of mobile
chillers, refrigerated trucks, and cold storage facilities - to reduce the spoilage time between harvest
and sale. This puts Ghana at the low end of the market because fruits reach the customer often
beyond their prime. Development of a profitable cold chain will require a "critical mass" of
pineapple exports of about 60,000 tones for sea freight. Also a critical element for exporters is the
availability of an onsite cold store at the airport. Producers and exporters are not prepared to make
investments at the farm and in refrigerated trucks, or to develop lands outside greater Accra, until
improvements are made at the airport.

97. Port and Air Services. Moreover, port charges and handling times in ports are higher than
those of competing countries, like CMte d'Ivoire. The cost to the exporter for loading and shipping a
pallet of pineapples from Ghana to Europe is 55 percent higher than it is in C6te d'Ivoire -US$178-
183 (depending on the destination) versus $115. This is due in part to high stevedoring charges.
However, port authorities are currently revising the basis of its handling charges for pineapples
which should bring loading costs down significantly. Shipping companies also have to pay higher
costs to operate in Ghanaian ports than in other West African destinations, and, according to
exporters, some shipping companies are beginning to rethink servicing the market.

98. Shipping space. Because of their relatively small scale, Ghanaian exporters are often forced
to accept the residual space available on ships picking up cargo along the West Africa coast from
larger competitors like C6te d'Ivoire and Cameroon. Also, the bi-weekly sailings are too closely
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bunched together, on Fridays and Sundays, for optimal usage by Ghana's small exporters.
Additionally, lack of cooperation among exporters and inadequate long-range planning has
exacerbated the problem of managing available sea freight space.

99. Timely airfreight space is particularly a problem for the new company exporting fresh-cut
pineapple to the European market overnight, whose exports are rising by 10 percent per month. In
addition, exporters of fresh cut fruit need to deliver seven days per week, but currently there is no
regular service from Accra on Saturdays. Airfreight for exports has traditionally been supplied by
passenger airlines serving Accra, but space on these airlines varies quite a bit depending on the
passenger's cargo intake. This means that exporters can sometimes find their cargo left back.
Moreover, some of the international airlines have recently reduced the amount of cargo space
available. Air Ghana, a non-aircraft owning airline, which trip leases flights has expanded the
number and frequency of dedicated cargo flights from Accra. One of its contractors, Cargolux, is
regularly used by pineapple exporters, but was rated by other exporters as not reliable enough to
carry highly perishable cargo - cut, fresh fruit must be delivered within one hour of scheduled time.
The recent entry of DHL who selected Accra as a regional hub with five new flights a week to
Brussels, has been another positive development. Notwithstanding this, the slowdown in economic
activity and imports into Ghana during 2000-2001 continues to affect the supply of outbound
airfreight space.

100. While Ghana has the best air cargo village in the region, operated by a private contractor,
Afgo, the handling of fresh produce has also been widely criticized by exporters. Tariffs are
currently set by the Government to encourage exports. Afgo off-loads produce, palletizes, conveys,
and loads an aircraft for US$500, an internationally competitive price, which has in turn fostered the
development of the pineapple airfreight market. However, firms complained of delays in loading -
what is said to take 5 hours in South Africa is reported to take 11 hours in Accra. Second, there is as
yet no controlled-temperature handling facility and the export shed where produce is palletized is too
small. Exporters report that products are damaged by bad weather which reduces the value of the
consignments. One vegetable exporter reports losing between 5-7 percent of the value of their goods
due to rain damage in the loading area, while Air Ghana estimates the losses to exporters at closer to
1 percent. Some initiatives have been taken, both by the Government and private firms. However,
in one case, plans have laid dormant for a number of years, while in another the interface between an
off-site provider of cold storage and Afgo have not been worked out.

101. Import Regime. The import regime also causes unnecessary delays and de-capitalizes
pineapple exporters. The import regime is important for pineapple exporters because a substantial
proportion of inputs are imported -fertilizers and machinery parts account for 25 percent of
production costs and imported packaging (cartons mostly) accounts for 50 percent. Except for one
firm, pineapple exporters are not registered Free Zone operators, meaning that they must pay VAT
and duty on inputs like packaging materials, for example. This would not be a problem if the VAT
payment and duties could be refunded in a timely fashion but, in most cases, the authorities delay
repayment. In the case of duties, it can be a year or more to get a duty drawback. This can represent
a substantial cost which cannot be passed on to buyers. For example, one pineapple exporter imports
US$1 million worth of cartons each year and pays 10 percent in duty. At current interest rates, not
receiving a duty drawback for one year could result in a loss of as much as US $50,000.

102. Clearing goods through Customs is also a problem. As one exporter put it, "dealing with
Customs is a battle requiring determination and toughness to win." Exporters are forced to hire extra
staff to deal with customs authorities, and, perhaps more importantly, incur the cost of holding higher
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inventories. Delays and extra costs become particularly important as the industry moves downstream
into time-critical exports like cut, fresh fruit sent overnight to foreign markets. Firms in this business
require imports within twelve hours to be internationally competitive. Right now, the one company
operating in this area has to hold four times its preferred inventory level, of packaging, for example.
This is risky because buyers often change specifications for packaging on short notice and the
exporter will have to assume the cost of the unused inventories.

103. Technical Capability. Technical and managerial skill levels also put constraints on the
industry's expansion possibilities. As noted earlier, out-growers need skills training and farm
management advisory services. Compared to the most productive export farms, small pineapple out--
growers achieve about 40 percent less output per acre (about 18 mt per acre versus 30 to 40 mt per
acre), and their cost of production is 30 percent higher. Even more critical is the need for skilled
middle-level managers. Most exporters noted that one of the biggest problems they face is an acute
shortage of middle managers. It was suggested by many that a school for business managers and
farm managers is needed.

104. EU Standards. A looming challenge to the industry is the toughening of health, product,
and social standards in the EU and US markets. For example, regulations under European GAP and
the Ethical Trading Initiative (ETI) require standards to be met over the coming months. In the case
of European GAP, there has to be full traceability of the product and its inputs all the way up the
supply chain to the growers. This requires, for example, comprehensive recording of production
processes - a task which is difficult for small-holders to undertake. This is complicated by the fact
that the industry lacks confidence in the Government's extension services - a difficulty which some
firmns are overcoming by bringing in foreign trainers. Another requirement is the storage of
chemicals in secure locations on farms - difficult in the Ghanaian context as many of the farmers live
away from their farms and keep chemicals in their residences. Ghana will also have to face the
growing application of ethical trading rules which will require suppliers to meet a variety of labor
standards, including control of child labor, posing problems for farming families.

105. Firms report that information from Government representatives participating in international
trade meetings is disappointing. Inadequate coordination between the Ministries of Foreign Affairs,
Trade and Industry, and Food and Agriculture results in information gaps. Firms note that
government assistance in this area must be channeled through the minimum of intermediaries. They
state that, for example, the Ministry of Agriculture does not know whether the Ghana Standards
Board or GEPC should be one of the focal agencies. Meanwhile, they say, Ghana lags ten years
behind Kenya and that potential buyers who arrive in Ghana frequently are discouraged by what they
see and go on to other countries to place their orders.

106. Conclusion. Pineapple exports from Ghana are more constrained by supply-side problems
than by market demand conditions. Resolving these constraints will be therefore critical for the
sustainability and growth of the sector. First, the Government needs to review its land policy and
assist with more effective agricultural extension services and infrastructure development, in
particular a "cold chain". Second, the Government will need to provide timely information on
impending changes in international trade agreements (such as the enforcement of EU standards) and
effectively negotiate on behalf of the Ghanaian industry and farmers.

107. Also, unless the industry begins to cooperate, Ghanaian exporters could be forced out of the
pineapple business altogether. Industry sources indicate that the prevailing cutthroat "cowboy
capitalist" mentality, results in missed opportunities to expand exports. Cooperation in the form of
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consolidating shipments could reduce shipping costs and raise the profile of Ghanaian exporters
among European buyers and improve pricing in these markets. Ghanaian exporters could also hire
local representation in Europe to oversee marketing and adjudicate disputes. Cooperation could also
facilitate lobbying the Government for improved policy and infrastructure and facilitate the
development of a "cold chain". Lastly, cooperation is essential to meet the challenges of training,
management, and infrastructure needed to respond to the new regulations in global markets. Some
progress has been made on this front recently with the agreement of two rival exporter associations to
merge.

B. Case Study 2: Efficient Import Substitution and Expansion into Regional Markets

108. There are some efficient import substitution businesses in Ghana that could generate
significant exports around the West African region, if they were able to overcome the existing
barriers to regional trade and source their inputs at world prices. Because of its political stability,
Ghana is an attractive location for investors interested in becoming regional suppliers.

109. The West African region has a potential market of well over 200 million people. Ghanaian
exports to the region have been growing faster than average and represented approximately
22 percent of non-traditional exports in 1999. Although these exports may include a significant
amount of transshipment, there are a number of domestically produced manufactures that are making
inroads into the regional market. Discussions with established Ghanaian producers who are
beginning to supply this market - in plastics, metal products, food products, and cosmetics -

indicate that they are in a competitive position to substantially increase exports to various countries
in the region. Operating costs in Ghana are lower, particularly compared to the Francophone
countries. For example, wage rates in the formal sector are 30 to 50 percent lower than in Cote
d'Ivoire. In Nigeria, fiscal incentives are less favorable than in Ghana and electricity and water
supply is even more uncertain and generators need to be used frequently. One firm with plants in
Nigeria and Ghana claims that labor productivity is better in Ghana.

Table 16. Ghana: Exports to ECOWAS, 1993-99
(in US$ million)

1993 1994 1995 1996 1997 1998 1999
Total Exports 14.6 18.9 27.1 40.6 37.4 61.6 88.6

Aluniinum Products 3.6 5.2 7.7 1.9 5.8 12.2 14.8
Foam Mattresses 0.1 -- 0.2 0.9 3.2 1.8 6.7
Articles of Plastic -- -- 0.1 0.3 1.9 3.9 5.8
Hair Products -- -- -- -- 0.2 1.6 4.9

Source: Ghana Export Promotion Council.

110. The "hassle factor" is also lower in Ghana, everyone cites Ghana as a nice place to live and
work. In contrast, security in Nigeria is bad leading to some company bosses relocating in Ghana.
And investors note that Ghana has a more stable political climate. Already, many of the companies
in the industries listed above are exporting an increasing share of their output to countries in the
region. Firms interviewed noted that whereas formerly they had an opportunistic attitude to regional
exports, they are now proactively preparing and implementing market development strategies. One
Ghanaian company in the plastic pipe business is vying for the number one market share position in
West Africa with an Ivorian firm. It has increased its exports to the region 500 percent since 1993
from 100 mt to 600 mt, and is planning another 50 percent increase in export sales in the next year.
All the firms interviewed reported getting inquiries from all over West Africa about the possibilities
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of regional exports. Many companies are exporting some 30 percent of their production to the region
and reported the potential of significantly improving on this if the barriers to regional trade were
reduced.

111. Several problems constrain producers' ability to take advantage of these regional export
opportunities: (i) logistical problems in transporting goods; (ii) lack of implementation of regional
trade agreements under ECOWAS; (iii) difficulties making cross-border financial transactions;
(iv) problems with the import regime in Ghana; and (v) difficulties in upgrading their technical
capability.

112. Transport Logistics. The costs and delays involved in transporting goods around the region
are a substantial barrier to trade. Most exports go by road. Two primary interregional routes are
available for road haulage - an east-west route, which runs through the coastal zone from
Tema/Accra west through to Takoradi and on to Cote d'Ivoire and east to Togo, Benin, and Nigeria
- and a north/south route, which connects to Burkina Faso, Niger, and Mali. All along these routes
in each direction there are difficulties with "checkpoints," where trucks are detained and frequently
forced to pay bribes in return for quick, unhampered inspection and release. It should be noted that
Ghana's Gateway Commission has recently succeeded in reducing the number of checkpoints within
Ghana and plans to cut them even further - to two on the route from Tema to Burkina Faso and on
the route from Tema to Cote d'Ivoire, and to one on the route from Tema to Togo. However,
checkpoints in neighboring countries remain numerous and costly. Along the eastern route, for
example, there are more than five checkpoints en route to Benin. Along the northern route, there are
even more. Typically, five to six hours are spent at each checkpoint where the driver may be asked
to offload the consignments. In addition to the delays, the cost of negotiating these checkpoints can
be substantial - transit taxes, based on over-inflated reference values (which can be 50 percent
higher than the actual value, a position from which customs officials bargain), and bribes of roughly
$10 to $15 per checkpoint. On top of this, companies generally incur the extra cost of sending along
another vehicle to accompany each consignment to see that it arrives safely.

113. Many of the firms interviewed for this report state that while the problems of road transport
are bad, the problems of shipping along the coast to other African destinations are not much better.
One firm reported a delay of three months in getting a shipment to Benin due to sloppy procedures
on the part of the shipping line and port handling. Another noted that while it should take just three
days to ship to Nigeria, in actuality it takes almost three weeks for the goods and documentation to
arrive there because of inspections, port handling and documents processing. As a result of such
delays, many companies prefer to deal with the costs and delays of road transport. Railway transport
is not really an option for most firms. The railway handles only about 1 million tons of bulk freight
annually. In general, firms see the railway as an inefficient, state-run bulk carrier. Privatization
could increase efficiency and raise the number of railway users substantially.

114. ECOWAS Trade Area. Within ECOWAS certain industrial goods are exempted from duties
and quotas.39 However, Ghanaian exporters report that this protocol is not being implemented and
creates a second barrier to regional trade. They complain that, while Ghana honors the agreements,
other countries, particularly those in the UMEOA region, charge duties and taxes of 30 to 35 percent
(e.g., 12.5 percent VAT, 20 percent duty, 5 percent third party rate, and 15 percent special levy in

39 Certification requires that 40 percent of the raw rnaterials originate within the region and regional value added is
at least 35 percent. Companies must apply individually for product certification through a process that takes place
only once per year with five levels of approval involving finally the Council of Ministers.
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one country), plus a host of other expenses. There are cases of duties suddenly being raised to protect
local industries. For example, recently the duty on aluminum housewares into Burkina Faso was
raised from CFA 200 to CFA 1,200 per kg. Cote d'Ivoire is saidtto be the most protective, and most
of the Ghanaian companies selling into the country deliver their goods to towns near the border from
where they cross through informal channels. Traders even return "export" documentation to
Ghanaians firms who need it for tax purposes.

115. The Government of Ghana is aware of these regional trade issues and is working with
Nigeria to fast track the ECOWAS protocols between them. It is proposed that if the UMEOA
countries do not implement the ECOWAS protocols by April 2001, the fast-track group will--
introduce their scheme unilaterally and impose third party countervailing duties on the non-
participating members. To date Togo, Benin, Burkina Faso, Niger, and Mali have expressed their
intention to honor the protocol rather than face exclusion from a Ghana-Nigeria free trade zone.

116. Cross Border Financial Transactions. This is the third area where firms report problems.
Given the difficulties of exporting into the francophone countries, cited above, a number of Ghanaian
exporters have resorted to selling these exports near or at the borders to facilitate their trading
partners use of informal trading channels. Because the CFA franc is not convertible outside the CFA
zone, the resulting payments in CFA currency have first to be converted into cedis and then into hard
currencies. Although these multiple conversions are relatively inexpensive at Ghana's forex bureaus,
exporters do not qualify for refunds on VAT or import duties on the basis of these informal exports
which creates a further disincentive to regional exports. Firms have also reported difficulties in
arranging money transfers, letters of credit and other cross-border banking transactions. However,
Ecobank appears to be leading the financial sector in initiating some solutions to these problems and
many firms report moving business to Ecobank in regional trade dealings.

117. Import Regime. Regional exporters also find Ghana's import regime problematic.
Exporters must get imported inputs at world prices to be competitive in regional markets. As with
the other exporters interviewed for this study, import substitution firms report that the import regime
adds on extra costs and delays in getting raw materials. The duty drawback scheme does not really
work and when it does it can take up to one year to receive the drawback, thus reducing available
working capital. Customs is said always to require bribes to clear goods and customs regulations are
frequently changed without officers knowing themselves how to implement them. The newly
introduced destination inspection scheme is reported to be a "hassle," causing longer delays, as every
container is inspected, and creating costs, as demurrage charges are incurred. Many firms report
paying some 2 percent interest on VAT and duty charges as they are generally delayed over the
allowed four days free time.

118. Technical Capability. Lastly, in seeking to penetrate regional markets, firms are
endeavoring to increase their technical capability, but are limited by several factors. Their ability to
invest in new machinery and equipment is constrained by high interest rates and access to long-term
fixed asset financing. They have difficulties in searching for, acquiring and absorbing new
production technology. Technology transfer mechanisms are weak or missing: technical consulting
services are poor, technical training facilities are inadequate, and information on new technologies is
limited. Many older firms also have an aging workforce which has difficulty in increasing
productivity and in absorbing new technology. The ability to re-skill workers with in-service
retraining is lacking in Ghana. For example, firms report that managers and supervisors sent
overseas for training in operating new equipment are unable to transfer new skills to line workers,
and firms are unable to identify contract trainers for on-the-job training. Some firms interviewed
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need to replace 25 percent of their workers in order to sustain export competitiveness and create
further jobs. However, it is difficult to retrench workers as the cost of redundancy is high. Labor
flexibility is an important requirement for firms to be able to respond to new opportunities and
changing market conditions.

C. Case Study 3: Labor-Intensive, Light Manufactures and Services

119. Proximity to important markets, sea ports, low-cost labor, and EU and US trade policies
create export opportunities for Ghana in labor-intensive manufactures and services. In early stages of
export development in manufactures, competitive entry into international markets is largely driven by- -
direct foreign investment. "Footloose" investors are continuously searching the world for low-cost
supplies of labor to produce products like garments, shoes, and electronic components. Duty-free
and quota-free entry into the EU and US markets is an added enticement. These foreign investors
have the finance, technical know-how, and customer links necessary for competitive success in
global markets. What they seek is a production location with a friendly foreign investment code, a
stable macroeconomic environment, access to intermediate inputs at world prices, flexible labor
regulations, and efficient trade infrastructure and services. In return, they can provide important
opportunities for technology transfer and skills development.

Garments Industiy

120. Ghana's garments export industry started along the standard path, but today, only a small
production capacity remains (see Table 17). In the wake of the Ghana's trade liberalization program
in the late 1980s, foreign investors began setting up export operations supplying shirts and other
items to the US and European markets. The two biggest exporters, with about 300 employees each,
had links with parent companies in Hong Kong, where they received technical and marketing
assistance. These firms operated in what is called the "FOB" business, where cloth and other
accessories are imported, cut, made up into a garment, labeled, and packaged according to the
specifications of foreign buyers. The product is then sold to the foreign buyer on an FOB basis.
Other foreign investors set up smaller, "cut-make-trim" (CMT) operations, where foreign buyers
send a pre-cut package of cloth and accessories and the exporter provides only the labor to make up
the garment. The exporter in this case receives an agreed price per item for stitching the clothing.
However, by 1999, the two largest FOB exporters had closed their doors and approximately 600 jobs
were lost.40 Currently, only two CMT operators remain, employing around 250 workers. In
addition, some local firms produce small quantities of "Afrocentric" clothing for the catalogue and
boutique markets in the US. This business, which provides 50 to 60 jobs, has been spotty, however,
as it has been difficult for small exporters to meet the time, volume and delivery requirements of US
buyers.

Table 17. Ghana: Exports of Garments, 1993-1999
(US$ million)

1993 1994 1995 1996 1997 1998 1999

Garment exports 0.8 1.8 1.7 0.3 0.6 5.2 2.7 -
Source: Ghana Export Promotion Council.

121. Interviews with garment exporters (including the firms that closed) indicate that Ghana has
many of the conditions necessary for getting exports going in labor-intensive manufacturing. While

40 One of these firms closed because of problems relating to the Asian crisis.
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there are periodic shocks to contend with, the political and macroeconomic conditions in Ghana are
said to be relatively stable, particularly compared with other locations in Sub-Saharan Africa. Ghana
is also reported to be a nice and safe place to live. 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 new US-Africa
Trade Bill for the US market (see Box 1), Ghana's competitive situation looks even better. But these
exporters also highlight some serious problems in Ghana that hamper their ability to profit in global
markets.

Box 1. The U.S. Africa Growth and Opportuity Act

The US Afica Growth and Opportty Bill was enactedin May 2000 as part of the
more general Trade and Development Act of 2000. The bil will extend duty free access to a
broader range of sub-Saharan Afican products, as well as duty and quoa fee access for
apparel assembled (or cut and assembled) m Africa from US or African faics/yar up to
1.5 percent of US apparel imports in the first year, increasui gradually to 3.5 percent. The
main benefit for Ghana, as a lesser developed4' beneficiay , wil be quota free acess for
apparel exports to the US market, without restriction on th origin of yarns and fabrics.
However, Ghana will have to be certfied annually on the basis of the ecoomic and social
policies in order to receive these preferences. In additon, Ghana must establish a system of
commercil visas that guarantee oigin requirements for each consignent, Breaches of the
system by transshipments from third countries will result in fte preferece being suspended.

122. Labor. Exporters acknowledge that Ghana has a low nominal wage rate, but question
whether unit labor costs in manufacturing are really intemationally competitive. Their concern
revolves around the comparative wage-productivity ratio in labor-intensive industries like garments
and footwear. As Ghana is in the early stages of manufacturing development, workers have limited
experience and therefore low task-level productivity by international standards. An important issue is
whether the nominal wage rate is low enough to offset this early-stage productivity differential.

Table 18. Unit Labor Cost in Standardized Garment Production (Men's Casual Shirts), 1996
South EPZ

Zim. Kenya Ghana Moz. Lesotho Africa India China

Task Level Efficiencya 12-14 12-15 12 10-11 18 15 16 18-22
Monthly Wageb $105 $60-65 $30-45 $40-S0 $82-95 $255 $70-75 $150
Index of Unit Labor Costc 0.034 0.026 0.022 0.029 0.035 0.050 0.027 0.040

aThe average number of shirts a machine operator can produce in a workday.
bMonthly wage for a semi-skilled sewing machine operator in the garments industry.
cUnit labor cost calculations are based on assumed 26-day work month and FOB prices of shirts in each factory.

ULC =-
qI

Source: Interviews with African garment producers, 1996.

123. There is an on-going 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

41 Under $1200 per capita income.
42 Countries will be designated "beneficiaries" on the basis of their progress toward establishing market based
economies, the rule of law, greater openness to trade and investment, reducing poverty and corruption, and
protection of human and worker rights.
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opportunity cost of shifting labor from agriculture to manufactures for export will be too high.
However, empirical evidence for Ghana indicates that unit labor cost in labor-intensive
manufacturing activities like garments production is well within the ranges of major competitors,
such as Asia (see Table 18).

124. But, the fact that Ghana's average wage-productivity ratio in garments is within Asian ranges
does not guarantee competitiveness. Exporters complain that labor laws, unions, labor absenteeism,
and labor tumover, reduce productivity and drive up labor eosts. According to them, it is not
uncommon to have up to 20 percent absenteeism each day and as much as 10 percent worker
turnover per month. Labor unions are also reported to have limited the application of productivity-
based pay schemes. The case of a foreign-owned, garments exporter, Volta Garments, which
recently decided to close up and leave Ghana, is instructive.

125. Volta Garments, set up in 1992, was the first large garment exporter established in Ghana
after the trade reforms of the late 1980s. It was set up by Hong Kong Chinese investors, who form
the backbone of garment production outsourcing worldwide, as a modem, air-conditioned factory to
export shirts to the US. In the first few years of operation, as the firm tried to develop its work force
and establish its reliability in world markets, it paid workers basic monthly salaries with a bonus
scheme based on fulfilling production targets. As basic worker skills began to improve and quality
approached acceptable levels, Volta tried to institute a standard piece-rate pay scheme, used
throughout the world to pay garments workers and provide incentives for greater productivity. The
unions and Volta's workers rebelled against the proposed piece-rate pay scheme under the argument
that it had not been "formally introduced in the labor laws of Ghana." In the end, Volta could not
negotiate an acceptable pay scheme and was forced to close. Three hundred jobs were lost.

126. To some extent, Volta's problems in dealing with labor and the unions were exacerbated by
language problems as well as management's reported lack of sensitivity to the cultural traditions of
the workers. However, the union's view of this foreign investor provides a graphic indicator of the
labor-management environment a foreign investor can face in Ghana trying to set up a garments
export business. According to the Trade Union Congress:

"Volta came to Ghana to exploit labor - they offered 19th century conditions. They
were only interested in hiring young females. If you were married, you were out. They
worked for 10 to 12 hours a day - it was compulsory. If you were sick, they did not
care for you. Govemments of developing countries view cheap labor as a comparative
advantage. The Ghana Trade Union Congress does not believe that low wages constitute
comparative advantage."

127. The Trade Union Congress further notes that it did not oppose the piece-rate system, per se,
but rather wanted its formal introduction by the Tri-Partite Labor Commission so that "only a
common piece-rate scheme that could be monitored would be put in place." It is important for a
developing country, like Ghana, to have a set of basic core labor regulations consistent with ILO
standards, which provides for workers' freedom of association and collective bargaining and
prohibits the exploitation of child labor, forced labor, and job discrimination. But, restricting
particular types of pay schemes or allowing unions to organize "formal," govemment-sanctioned
methods of paying workers is going too far. Firms require flexibility in devising methods of
rewarding workers to create incentives for productivity improvement and competitiveness.

128. Import Regime. As noted above, exporters generally applaud the Government's free zone
policies, but complain about implementation. Firms state that it takes too long to get free zone status,
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up to 5 months in some cases. Also, while a free zone firm has the right to operate a bonded
warehouse and access duty-free inputs, it must still deal with customs officials who often require
bribes and can cause considerable delays in processing paperwork. Exporters also note that the new
destination inspection system has caused additional delays. They add that many of their foreign
suppliers are nervous about the new destination inspection, asking "what will happen if Customs
contests the value?" and have reduced suppliers' credit to Ghanaian firms because of this concem.
Exporters also complain about delays in receiving duty drawbacks. Some have been compelled to
pay VAT on imported inputs even though they have bonded warehouses. Firms complain that
customs officials make them pay, even though a tax or duty is contested, telling them it can be drawn
back later, which only happens after long delay. It appears that outstanding duty-drawback and VAT--
refunds have caused a sizeable decapitalization of exporters' assets. Port handling is reported to be
extraordinarily costly and to cause further delays. While free zone officials are said to be
sympathetic to complaints on such issues, exporters argue that they have limited sway with Customs
or with port authorities to make significant changes.

Data Processing

129. A new area where Ghana's low cost labor force and investment incentives have attracted
investors is labor-intensive data processing. One foreign company was recently set up to process
data by satellite to service US companies like UPS, Aetna and American Express. Currently it
employs 220 workers and is planning in its initial phase to grow to 1000. If things go well, the firm
may expand to other areas of the country and employ up to 4000 data processors and perhaps even
move into software programming. Although the start up was fast in Ghanaian terms, it took a lot
longer than the company had experienced in other parts of the world.

130. Telecom Policy. The firm needed a satellite connection for data transmission, video-
conferencing, distance learning, and communications with US management. While Intelsat's
connection fee from the US to the satellite was US$8,000 per month, the Ghanaian agents (Westel
and Ghana Telecom) wanted to charge US$27,000. Were it not for the company's high-level
contacts with Intelsat, who eventually negotiated the price down, the project would have been
aborted. The firm also had to spend a long time explaining its operating needs to the National
Communications Authority (NCA), which lacked the experience or authority to arbitrate between the
demands of the foreign firm and the traditional players. The firm was led to believe that there was
capacity in the system, for example, for hardware backup facilities, such as antennae and switch-
gear, and bandwidth for short periods. But the authority did not know whether these facilities were
operational, or where they were located. In fact, capacity has been limited by a lack of investment
which, in turn, has been constrained by telecom policy. Operators note that there appears to be no
long-range policy for the development of the sector and, thus, it is difficult to plan. The start-up
difficulties of this new business resulted, in part, from the fact that the company was trying to set up
for the first time a private network outside the traditional telecom environment, and was dealing with
a regulator which had no prior experience of the business. These "green field" costs could hopefully
be avoided by other similar foreign investors coming into the country in the future. Successful
negotiations probably had a lot to do with the fact that Ghanaians, with overseas experience, were
looking after the interests of the foreign investor.

131. Infrastructure. For data processing, electricity supply is critical. The industry depends on
turnaround times - batches of data received have to be turned around in three hours. If these
turnaround times cannot be met, the data processing businesses in Ghana will be in jeopardy. An
erratic electricity supply, 4-5 cuts a day, leads to power surges which damage critical equipment. It
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is also difficult to find buildings in Ghana which are suitable for IT services with adequate cabling
provision and air-conditioning for equipment. Installing telephone land lines takes time, typically
five months. Firms note that Ghana Telecom gives the impression of doing a favor by installing a
telephone line, rather than providing a money-making service. Moreover, firms report severe
difficulties in interconnections between Ghana Telecom and other phone services due to telecom
politics.

132. Labor. In data processing, Ghanaian firms are essentially in the business of exporting labor,
thus labor regulations and practices are critical to success. It would appear that the labor problems
faced by Volta Garments, had an impact on the Ghanaian authorities. The data processing firm has-
been able to establish a sophisticated piece-rate system and to negotiate an agreement with its
workers, which makes it globally competitive in labor practices.

133. In the start up phase of data processing, firms in developing countries often have to rely on
retraining a pool of previously trained secretaries. While this may satisfy the needs of one or two
early entrants, it will not be enough to keep pace with the global expansion of the data processing
market. Training institutions would need to revise their curricula and get the relevant hardware and
software, working in partnership with existing and potential firms, to create a reservoir of workers for
firms to reach economies of scale and take advantage of market demand.

134. Import Regime. Although data processing firms do not import raw materials - as data is
imported and exported electronically - the speedy import of hardware is important. However, firms
report that customs officers do not really understand the concept of free zones - in which such firms
should operate. They note that the processing of documents and consignments can take 1- 3 days
rather than the 2-3 hours they expect. A satellite engineer reports his frustration at waiting for four
hours while Customs processed one document with a different official for each of task while they
were successively away on tea breaks. Small matters like this, impact on a country's reputation,
affect significant investment decisions, and can hamper the development of entire new sectors.

135. Conclusion. Ghana failed to make the grade when it could in the development of the
garments sector - a first generation starter industry for industrialization and export diversification. It
has now the opportunity to participate in data processing, a second generation starter industry
(equally labor absorbing), which over time could lead to a stream of more added value services, such
as software development and other IT services. In order to take advantage of this opportunity, strides
must be made quickly to: (i) improve the regulatory environment; (ii) foster the development of an IT
platform; (iii) allow firms to adopt flexible labor practices; and (iv) market Ghana internationally to
the many firms looking to diversify their data processing locations.

D. Case Study 4: Culture and Arts Manufactures

136. Handicrafts exports are a success story for Ghana. Since 1993, exports have risen
substantially from US$2.6 million to US$6.7 million. The sector's development has been primarily
market-led.43 Foreign buyers interviewed for this report indicate that Ghana has considerable

43 Some government assistance has been devoted to helping firms participate in foreign trade fairs, particularly in
Europe, and to the creation of Export Production Villages. However, Government support for trade fair
participation has been too widely spread. For example, it has been rare for firms to participate in the same fair for
three consecutive years, which is necessary to penetrate the market in a sustainable manner. It is rarer still for firms
to make visits to the best buyers between fairs, which is an indispensable complement to the fair visits.
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potential to increase its exports in this area if producers and local trading companies can raise their
technical capabilities in marketing and production.

137. The handicrafts sector in Ghana produces mainly wooden items, typically masks and wooden
stools, basketry and musical instruments. The sector, which employs more than 7,500 people, is
unstructured with poor management and relatively low productivity by international standards.
Much of the exporting is done by trading companies or agents of foreign companies with backward
linkages to artisans and artisan groups with regional specialization. However, the trend is for
producers to export directly rather than selling through trading companies, while traders are moving
more into production.

138. Marketing Arrangements. Traditionally most handicraft exports went to Europe - mainly
as a result of participation in European trade fairs. However, sales to Europe (mostly baskets and
musical instruments) have remained constant, while sales to the US (mostly woodware) have
increased sharply, driven by US retailers, such as Pier One, which began sourcing in Ghana some six
years ago. Other US buyers, such as Associated Merchandising Corporation (AMC), followed Pier
One into the Ghanaian market and stimulated the establishment of local buying agencies. One
positive feature, which is unique to handicrafts, is the frequency of visits by these US buyers to
Ghana (up to five visits per year) to help organize exhibitions of selected artisans' works, encourage
the development of new products, and encourage better management practices. But despite this
interaction with foreign buyers, local agents, as in other countries, tend to constrain the development
of close relationships between buyers and producers. Innovative producers lament that the lack of
exclusive relationships results in designs leaking to other lower-cost producers.

139. Product Policy and Design. Most Ghanaian handicraft firms do not have a 'product policy'
which matches the producers' resources and skills with the market needs. The value/cost ratio can be
very high when a company has a well-defined product policy, as is the case of one Ghanaian firm
that makes small products affordable by children. Lack of design skills is a big handicap.
Traditional, authentic designs are often enough to penetrate new markets, but functional ethnic
designs (typically products of Western origin which have African decorative features) are needed to
become a middle-rank handicrafts exporter. Buyers increasingly seek functional products which
Ghanaian producers have difficulty designing and producing mainly because they are not familiar
with Western lifestyles and the use of handicrafts in Western homes. Also firms do not use machines
so they cannot make items sufficiently accurately for them to be practical44 ; wood is often not
sufficiently dry, hence, it can warp and crack, making it unsuited for most practical applications in
Western markets. Even when managers are familiar with market requirements, they cannot transfer
the information effectively to the local artisan producers.

140. An approach that has worked in Asian countries is to develop new product ranges in
cooperation with buyers. Many Asian handicrafts firms rely for the bulk of their business on three or
four buyers to develop a new range of products over the course of a year. Typically, the buyer
provides product specifications to the exporter a year ahead of the delivery time. The exporter adapts
the specifications, makes samples, and gives indicative prices. This process is repeated several times
until there is a balance between design, quality, and price. At this point, the design is frozen and put

44 For example, in an examination of candlesticks from several producers, not one had a hole of the correct diameter
for a standard European table candle.
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into production. Currently, this approach is not practiced in Ghana because relations between
exporters and buyers have not yet become close enough.

141. Access to Raw Materials. Some three-quarters of Ghana's handicraft exports are of wood-
based products obtained from informal loggers using chain saws. Small artisan producers cannot
afford paying the higher cost of mill-sawn lumber. Moreover, handicraft carvers need softer, green
wood to produce wooden figures; dried, mill-sawn timber is too brittle for carving. Since the chain-
saw ban in late 1998, producers have begun to experience difficulties in obtaining timber, and the
cost of timber has increased. Given these environmentally sensitive changes in the wood sector,
there is a need for Government to find a way to allow handicrafts artisans to legally obtain the wood-
they require to continue exporting. One positive feature of increased wood prices in recent years is
that handicrafts firms have begun substituting with lower cost, lesser-utilized species.

142. Technical Capability. Ghana's production of wooden handicrafts is almost entirely by hand
using locally made hand tools. Many of the initial stages of production could be mechanized to
increase productivity, lower delivery times, and reduce waste. But producers have difficulty raising
their technology because they are uneducated, lack technical knowledge, and have no access to
relevant technical assistance. Also, bad product drying practices often result in poor quality and
inconsistency in final products delivered to the market.

143. The performance of Ghanaian handicraft firms is comparable with others around Africa as
Table 18 shows. The average sales of leading exporters in the three African countries reviewed is
US$176,648. In the opinion of one industry specialist, handicraft firms in Africa hit a glass ceiling at
sales of around US$200,000. By comparison, in the Philippines, which is seen as a model in terms of
scale of exports and design innovation, the glass ceiling is about US$750,000. The limit appears to
be set by the ability of a family-run firm to manage the business. Labor productivity in the
Philippines is up to four times that of Ghana and the rest of Sub-Sahara Africa. Main factors include
better management, more mechanization, more experienced workers, and a constant flow of new
designs, resulting in price premiums of up to 40 percent. Moreover, Philippine firms tend to be in
close proximity to each other, facilitating transfer of technology. In addition, Ghana delivers only
27 percent of goods ordered while the Philippines delivers 60 percent.

Table 19. Scale and Competitiveness of African Handicrafts Exporters (1996/97)
Average sales of Output per worker Percentage of Percentage of
leading exporters of leading orders delivered exports to EU

(US$) exporters (US$)
Ghana 150,714 1,494 27 36
Kenya 194,806 1,249 29 23
Burkina Faso 184,425 n.a. 27 52
Philippines 700,000 5,000 60 n.a.

Source: Tyler Associates.

144. Logistics. Handicraft exporters face considerable logistical problems. A good example is the
case of the traditional grass bolga basket, which is a popular export to Germany. The grass is
harvested in the mid-western part of Ghana before being transported (often via intermediaries)
500 km north to Bolgatanga where it is dyed (typically using dyes from Europe) and the baskets
woven. The weaving is undertaken by home-based artisans, who may be separated from the exporter
by two tiers of intermediary. The baskets are then transported to Accra, generally in small loads
because of the scarcity of container vans in the area, where the exporter may accessorize the baskets
by, for example, putting leather trim on the handles. Often the artisans in Bolgatanga sell their
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production to the first buyer who comes along, because of cash needs, even though they had already
contracted with someone else. As a result, an exporter may have to order twice what is needed to be
sure he can supply the buyer. In addition, exporters generally have advance cash to the artisans and,
in the event of an oversupply, may end up with inventory they cannot sell. Management is further
complicated by climatic constraints. Most of the four-month production period for baskets coincides
with the rainy season making it difficult to dry the baskets sufficiently to ensure they do not go
moldy when sealed in a container.

145. Access to Finance. Since the entry of Pier One and other large buyers and the initiation of
targeted financial assistance programs, there has been a significant improvement in the sector's--
access to finance. Pier One's orders to Ghana in the first year were only partly fulfilled, mainly due
to producers' difficulties in accessing working capital. Today, the leading exporters report no
difficulties in obtaining export working capital from banks, although there are complaints about the
high level of interest rates.

146. When handicrafts exports took off, Ghana Export Promotion Council and Aid to Artisans
Ghana assisted by giving comfort to the lenders. Aid to Artisans, for example, recommended firms
do business with the Prudential Bank and provided loan guarantees. Today most of the leading
exporters deal with this bank, which provides up to 75 percent of the value of an order in working
capital credit, and mixes its own finance with donor program finance (e.g., from Danida, the TIP -
Trade and Investment Program, and the Private Enterprise Export Development project - PEED). By
the end of 1999, Prudential had lent some US$7.4 million, mostly to handicrafts firms where there
has not been a single defaulter. In recent years, Bank of Ghana Exim insurance also has been
available at a cost of 3 percent of the loan value, which is deducted by the Prudential Bank from the
buyers' payment. Prudential visits some 70-80 borrowers per week and has organized seminars on
banking, procedures, and record keeping. As a result of Prudential's success in lending to the sector,
other banks, which formerly shunned handicrafts, now visit crafts exhibitions seeking customers
from handicraft exporters.

147. Poverty Impact. Handicraft producers are adding a great deal of value to local woods.
Handicraft exports realize on average about US$1,200 per cubic meter of timber (with some exports
realizing US$20,000 per cubic meter) compared with a wood sector export average of US$420 per
cubic meter. The income generation impact of the handicrafts sector is considerable with artisan
carvers being paid as much as a skilled machine operator in a factory. In the case of one firm which
employs up to 100 persons, wood carvers are paid US$70-$200 per month. This is even more
remarkable when one considers it is in a remote location served by dirt tracks and the owner is
illiterate and non-English speaking. In another case, an Accra-based ceramics firm has paid its
workers on a piece-rate basis since 1995 and its artisans are paid on average 600,000 cedis per month
compared with the 70,000 cedis they earned under the daily-wage system. With the switch to piece-
rate, productivity increased by 50 percent. The firm notes:

"When we paid a flat rate, we had to beg workers to come ... and about half our workers
might be away from work, but when we moved to piece rate there was 100 percent
attendance and the workers did not want to go home. When we introduced the piece rate
and the friends of the workers heard, we had lots of inquiries for work here. ... Also the
workers who did not want to work hard just left on their own accord."



42

CHAPTER 3- LESSONS LEARNED FROM CASE STUDIES AND
CROSS-CUTTING POLICY ISSUES

148. The interviews with firmns in four broad export categories in Chapter 2 suggest several key
areas of the business environment whose improvements can significantly raise international
competitiveness and spur export growth. Some of the problems reported cut across all export
activities, others are industry specific. Taken together, they reduce export competitiveness by raising
production and transaction costs, decapitalizing working capital assets, reducing response times to
international markets, and limiting technical learning in export enterprises. This chapter synthesizes.
the problems and cross-cutting issues raised in the exporter case studies45 and offers
recommendations for remedial action. For completeness, the presentation below also reflects
interviews with relevant government agencies and public and private service providers.

A. Implementation of the Import/Export Regime

149. Ghana's export regime for non-traditional exports consists of the free zones program and a
tax regime, which allows duty drawback and VAT refunds. Ghana's Free Zone Act (1995) provides
a typical regime for investors, including enclaves and single-factory zones, standard duty exemption,
10-year tax holiday from income tax, post-holiday tax rate of 8 percent, and no restrictions on profit
remittances. Free zone firms are allowed to sell up to 30 percent of their production locally, on
which they are required to pay the relevant input duties and VAT. One exception from the
international norm is that labor unions are allowed to organize within free zone companies.46 For
exporters who do not qualify for free zone status, Ghana has a duty drawback and VAT refund
system.

150. If Ghana is to continue to improve its export competitiveness, exporters must not only get
their imported inputs at world market prices but also in time to meet their production and sales
schedules, which are in turn determined by world markets. Therefore a crucial determinant of export
competitiveness is a fast and efficient import/export regime. Exporters state that, while
import/export policies are generally well conceived, their implementation often falls short of what is
intended and has, at times, even worsen the situation.

* Streamlining Customs' Procedures

151. Under the Gateway Program, the Customs, Excise and Preventative Service (CEPS) is
working towards improving Customs efficiency. (See Annex 1 for description of CEPS Reform
Program under the Gateway Program.) Most recently, Customs has introduced destination inspection
and transaction-based valuation of consignments, and has reorganized the way documents are
processed. While all these changes are meant to generate improvements, the transition to the new
destination inspection and valuation scheme together with the CEPS reforms have increased delays in
an already long clearance process. With escalating demurrage charges and interest accruing on

45 A number of these issues were also covered in the Ghana Governance and Business Environment Survey
conducted in May-June 2000, with interviews of 1500 households, 500 firms - including 49 exporters, and 1000
public officials.
46 While this is in line with the ILO core labor standards, only a few countries allow full access by labor unions to
free zones: namely, Mexico, Mauritius and the Philippines. A number of countries have replaced free zone unions
with active government intermediation between firms and workers.
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import taxes, each day that exporters are delayed in clearing their imported inputs raises the cost of
inputs above world market prices.

152. Destination Inspection and Transaction-Valuation. Ghana moved to a system of
destination inspection and transaction valuation in April 2000. The new system is being
implemented by two companies which are joint ventures between government agencies - CEPS and
Ghana Standards Board - and private inspection companies - SGS, Veritas, and Cotecna. The
objective is to allow for a transfer of skills to Customs over a ten-year period.

153. Both inspection companies and the trading public were poorly prepared for the new-
inspection-valuation scheme. Freight forwarders and shipping agents complain that public education
on the new system has been inadequate, and that it has taken too long for the inspection companies to
achieve efficient operations. The new system requires much more precise classification of imports
on clearance documents and although a number of public seminars were held, these were apparently
inadequate to fully educate the 700 licensed freight forwarders. There are no help desks at the
ports/airport to assist importers on these matters, and the inspection companies are not staffed for
training. The result has been longer clearance times and increased costs of imported inputs.

154. Valuation. In July 2000, the inspection companies were taking up to the maximum 21 days
to deliver Final Custom Valuation Reports (required to begin customs clearance). This valuation
process has improved in recent months, dropping to 5-7 days, but this level of service is still
inadequate, considering that import shipments in 2000 have been about 30 percent lower than usual
because of the economic downturn. Such valuation delays are detrimental especially for airfreight,
which often has an order-to-delivery time of not more than 2 days. One exporter reported having to
wait five days for the valuation of his emergency replacement equipment, which had been express
air-freighted from his overseas supplier.

155. Consignees, freight forwarders, and Customs also complain about valuation errors made by
the inspection firms. Because Customs is ultimately responsible for tax collection, in these instances
officials may actually repeat the entire valuation and verification exercise, incurring further delays.
Moreover, firms note that international suppliers are concerned that their goods will be refused entry
at inspection, and/or that the customs valuation may raise the costs of the inputs so high that the
importer may abandon the goods at the port. Because of this risk, some foreign suppliers are
beginning to reduce trade credits to firms in Ghana.

156. Inspection Rates. The Gateway Program aims to reduce inspection, by Customs or
inspection companies, to 20 percent of import consignments, discriminating among importers by
their history of non-compliance. On arrival, all consignments are assigned one of four categories of
clearance, shown in Table 20 below, on the basis of newly established risk profiles. Depending on
these categories, they may be allowed clearance without inspection (green lane), undergo inspection
by container scanners which examines uniform consignments for discrepancies (yellow lane), or be
subject to full physical examination which involves the complete un-stuffing of containers (red lane).
There are also a number of goods regardless of risk profile which require inspection under
environmental and health regulations (mandatory).

157. In practice, inspection rates continue to be high. For example, in September 2000, an
average of 53 percent of all import consignments (92 percent if scanned containers are included as
inspected) were inspected at Tema Port. Consignments may also be subject to another physical
examination by a CEPS roving task force outside the port/airport grounds even if they have already
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been fully inspected. The objective of this task force is to cross-check CEPS' operations inside the
port. It is unlikely that the revenues saved by this exercise exceed the costs to Ghana in terms of
tying up the scarce working capital of exporters, and further loss and damage to goods.

Table 20. Destination Inspecti n Regime '
Inspection regime Share of consignments
Mandatory' 39%
High Risk (red) 6%
Scanner (yellow) 28%
Low Risk (green, random selection) 19%
Low Risk (green, not selected) 8%
Inspection rate (not including scanner) 53%
Inspection rate (including scanner) 92%

'For the period September 2000 at Tema Port.
2 Mandatory inspection required by health and environmental laws.
Source: CEPS.

158. Customs Processes. Exporters complain that paperwork requirements and inefficient
document handling by CEPS cause delays and create the need to have costly staff just to deal with
Customs. Firms report that it takes them an average of 14 days to clear goods at the ports. In
addition, they note that the attitude of CEPS staff creates an environment which hampers efficient
relations. While the recent CEPS reorganization has reduced the time for each stage of document
processing, the process itself remains cumbersome. CEPS reports that the average processing time
for an entry in the long room (assuming no errors in the documents) was 2.5 - 4 hours in July 2000.
When there are any errors in documentation, which happens in 20-25 percent of all clearance
documents, this processing time increases exponentially.47 In the future, as the whole system
becomes more efficient with experience, training, and better equipment, the effectiveness of long-
room process should get better, but right now processing times are inadequate, especially given the
low level of imports. Under Gateway, a new computer system, TradeNet, with interface to banks,
freight forwarders, and shipping agents is expected to expedite document processing. But this
system is not likely to be fully in place until 2002. Also, TradeNet will require both an adequate
public education campaign and thorough preparation for implementation, in order to avoid the long
and costly transition period experienced with the new inspection regime.

159. Transshipment Procedures. Transit consignments are required to move from Ghana's ports-
of-entry to frontier gateways escorted by customs personnel as well as with security bonds. Bonds
for transit shipments range between 0.6 and 1.0 percent of cargo value while escort charges are
050,000 per day. The Government plans to revise the terms of surety bonds and to abandon the
requirement for escorts. The new Customs Management System should be able to anticipate and
confirm the passage of transit cargoes based on filed route plans. This system together with a new
transit bond should improve the cost competitiveness of the Ghana Gateway route, to landlocked
neighbors.

47 Each document has 48 information cells which can only be checked sequentially by the computer system. Each
error must be corrected before moving to the next step. This involves the forms being sent 'outside' to the Tax
Examiner for a discussion between the clearing agent and the Tax Examiner. Congested printers, unstable power
supply and inadequate computer training for staff in the 'long room' all exacerbate this process. In addition, there
is only one payment location for customs and port charges and it is very congested. Payment is made in advance of
documentation checks, so if there are errors or disputes, processing time can significantly increase.
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Box 2. Customs Reform in Peru and Jamaica

Both Peru and Jamaca undrtook extensive customs reforms in the early 1990s in an effort to iprove both
inward and outward trade flows. The resdts were dramatic. In Jamaica, the me requred to clear an export
consignment was reduced from 2-3 days in 1991 to less than an hor in 1995, and importers were able to clear
documents widtin half an hour, compared with the previous 72 houws. In Peru, importers were clearing goods in less
than a day. Simultaneously, both countries were lowermg tariffs and duties. However, the combination of
improved admistration and weaker incentives for ooruption resulted in hier effective revenue collection and
smooth trade flows for both counties. Some of the measures they undertook include:

* Publcation of comprehenive procedures manuals for Import and Export clearance describg all the rights and
responsibilities of both cuoms officers, brokers and traders, including:

(a) reguaios for the suspension and dismissal of custms officers,
(b) penalies for aimed at encouraging broks to submit error-free documts and make timly payments (within

24 hours) and
(c) updated fines and penaties for trade
* Establishment of a My-staffed a Custom Inspectorate Division for post-auditing.
* Adoption of "single point in time" clearance for exports' and special "raw materials" window.
* Some export product certifications were made voluntary rather than conVulsory.
* Clearance procedures were computerized.
* Physical mispections were reduced to less than 10 percent of exports consignments and less than 15 percent of

imports consignments.
* Time limits were introduced for clearance of imported goods- (a) 24 hours for hour regular importers with no

recorded breach of customs regulations, (b) 48 hours for first timne or occasional importers, and (c) 72 hours for
those that have breached regulations, respectively. For perishable imports these limits were reduced to 8, 12
and 24 hours, respectively.

* Special tring program for customs officers on duty drawback
* Clance of backlog goods by sale (auction) or desruction.

'Te epor cleace process now involves only (a) verification that adequate staistical ifrmaton is provided on foms, and
(b) confirmation that no controlled exports are being exported. Inspections for contaband - in particular narcotics for both
Jamaica and Peru - are done on the basis of intelligence, and inadequate statistical infonnation cannot be a reason to refiuse
clearance. Regular exporten are allowed to coret documentation mistakes within a short post-shipment period.

* Reducing distortions from VAT, duties and other taxes

160. Delays in paying duty drawback and VAT refunds on imported inputs tend to decapitalize
exporters. While the system for VAT credits works better, many exporters reported to have waited
for periods ranging from eight months to four years to receive duty drawbacks. Given the relatively
high interest rates in Ghana today, and the key role of imported goods in export production, this can
represent a significant capital loss to exporters. Firms contend that without a prompt, well-
functioning duty drawback system exporting is not attractive. This is especially so for those that are
just beginning to export after producing primarily for the domestic market and that do not satisfy the
free zone requirements of a maximum of 30 percent domestic sales. Six of the fifteen exporters who
gave reasons, in the Government and Business Environment Survey (see Box 6), for canceling
planned investments during the last three years cited taxation and duty drawback as the major
reasons. CEPS apparently has the capacity to quickly assess and process duty drawback applications,
the bottleneck is a shortage of budgeted funds allocated for this purpose by the Ministry of Finance.

161. While not part of the import/export regime, it might be mentioned that income tax remittance
policies also have an adverse effect on the working capital available to firms. The Government
assesses a firm's tax liability at the start of the year and payments are made on that basis. Firms
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universally reported that their refunds are always reduced by about one third on average from what is
applied for. One exporter, which overpaid its taxes by over ¢200 million, had to hire additional staff
for three months to assemble the required documentation for reconciliation, because the tax
authorities had archived the original files. The firm was eventually refunded around ¢60 million but
only after a delay of four years. Companies say that tax reconciliation should be done on a monthly
basis rather than annually as at presert.

* Tariff Policy

162. The export competitiveness of firms is undermined in some cases by tariff protection given to
upstream local raw material suppliers. For example, an upstream manufacturer with monopoly
power in the metal industry was recently given additional protection. A tariff increase from 10 to 20
percent allowed the firm to double its price to downstream producers. This severely undercut the
competitiveness of these downstream manufacturers who were trying to export to price-sensitive
regional markets. This provides a graphic example of how tariff policy can have unintended
consequences on export development.

Recommendations

* Properly implement duty drawbacks. The Government should make adequate budgetary
provisions to fund duty drawback payments or else implement tax credits. In the.meantime, all
outstanding duty drawbacks should be paid off.

e Speed up implementation of the Inspection and Valuation scheme. In particular, the Government
should: (i) rigorously enforce the perfornance standards for the inspection companies toward
rapidly reducing valuation times; (ii) broaden public education for the trading community,
including the establishment of short courses, help desks and hotlines; and (iii) revise licensing
requirements for freight forwarders and clearing agents to include proficiency on the new
scheme.

* Reduce inspection rates for import and export consignments. Progress on reducing import
inspection rates to 20 percent has been slow, and should be accelerated. At the same time,
Customs should implement a "fast track" system to facilitate import consignments of inputs by
exporting firms, even if they do not have a free zone status. As a rule, such consignments should
not be exposed to further delays by the roving task forces. Indeed, the Government should
review the net impact of these task forces. In addition, the 100 percent inspection rate for export
consignments should be eliminated. The cost of delays for budding exporters trying to establish
reputations for timely delivery in world markets is extremely high, and the objective of
discouraging contraband would be better served by improved intelligence.

* Improve communications between Government agencies and the trading community. The
implementation and reception of the new valuation regime has revealed the need for better
communication between the authorities and the trading community at large. In particular, the
Gateway program should carefully review lessons from the launch of the valuation regime, to
plan carefully for the upcoming introduction of TradeNet.
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B. Government Policies Relating to Factors of Production

* Land Policy

163. Land policy is restricting direct foreign investment and the development of resource-based
exports such as horticulture. The interviews with exporters indicate that the acquisition of land is a
problem, particularly for foreign investors who have little knowledge of the local customs and may
lead to investors going to other countries. Difficulties include: unclear and lengthy negotiation
processes often with several parties; the risk that there may be other claimants on the land once it has
been acquired; and arbitrary additional financial demands during the lease period.48

164. There are three types of land, namely: state-owned land; Stool lands, which are owned by the
local communities and administered by traditional chiefs; and land owned by private individuals and
firms. Foreigners are prohibited from owning land, but can lease it for up to 40 years - this must be
negotiated with the Government, the local chief, or the relevant private individual(s). The length of
time and difficulties in negotiation can be substantial, particularly with the traditional chiefs of Stool
lands. To give examples: one firm, wanting to establish a banana plantation, reported negotiating for
a period of 18 months without conclusion. Another noted that several important Ivorian investors
interested in establishing sizeable pineapple farms in Ghana were put off by the difficulties in land
acquisition. The problems may become easier once goodwill has been forged with the local
community. In the case of one leading exporter, his initial acquisition of land for a pineapple
business was fraught with difficulty, but he found it easier when he wanted to acquire more land.

165. In all the agreements made, the legal status may be problematic. At times, the legality of the
deal may be put into question if the understandings made between the parties at the time of purchase
are not implemented. This may be the case, for example, when a buyer undertakes to build a school
but does not build it, or where the use of land has a higher commercial return to the private investor
than originally envisaged. In the case of the Stool lands, the chief may die or be overthrown and the
new chief may have different views. Furthermore, other parties may claim all, or part of the land.
One firm which has a significant amount of land for horticultural purposes, reported that the land was
suddenly staked out, for other land use, although the firm's lease had over 20 years to run. Lastly,
often the land cannot be used as collateral when obtaining loans because of doubts over the security
of the title or tenure.

* Labor Policy and Industrial Relations

166. Ghana's labor regulations and practices are in some cases above international norms for
countries trying to compete in developing industrial manufactures and services. Unions have been
hostile to firm-level productivity-based pay schemes such as in the case of Volta Garments. Also,
labor regulations pertaining to female work can result in up to 5 months maternity leave49 and in
restrictions on night work. Such provisions can severely discourage foreign investment in labor
intensive industries such as garments and data processing in which predominantly female labor is the
norm around the world. Furthermore, firms are liable for unlimited medical bills for workers plus
limited medical expenses for family members, which in the case of some firms adds 25 percent to
labor costs.

48 For a helpful guide, see "A Road Map to Land Acquisition in Ghana," Sigmaone, 1999.
49 In a country where the birth rate is much higher than is some Asian competitors, this regulation can mean very
high comparative costs for an investor in the garments business.
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167. The cost of severance pay is in most cases higher than international norms. These provisions,
generally under firm-specific collective bargaining agreements, have become institutionalized over
time. The cost of redundancy constrains the firmns' ability to change the age structure of its workforce
and thus introduce new technology and increase productivity. Additional cost can also come from
strikes. Current labor laws do not require arbitration and cooling off periods. Rather than being a
means of last resort, workers "can strike for almost anything". All these costs, together with high
absenteeism and labor turnover, can stifle the development of labor intensive manufacturers. A new
labor bill, which is working its way through the legislative process, makes some desirable changes,
but still leaves in place many of the issues which exporters say reduce competitiveness.

* Forestry and fishing

168. Inadequate implementation of forest policy has translated into incentives for underpricing
wood resource in Ghana and resulted in grossly inefficient use of wood resources and a rapid
depletion of forest resources. At the same time, uncertainty surrounding wood supplies and capacity
constraints are hindering processors' ability to move downstream. Moreover, Ghana's wood product
exports will soon require certification that forest resources are sustainably managed or face exclusion
from important European markets. Fishing policy, and the apparent lack of government interest
(and/or resources) in dealing with fish resource management, may become an important issue in the
near future as the sustainability limits of fish resources may have been reached and foreign fishing
boats are increasing their catches in the Eastern Atlantic.

Recommendations

* Land. There is an urgent need to address the problem of access to land particularly for the export
sector. It is being dealt with in part by the expansion of the free zone program and the proposed
"land bank" measures. However, particularly in the area of Stool lands, there is a need to ease
searching and negotiating difficulties, to reduce transaction costs and to secure the property rights
of the leaseholders.

* Labor. The new labor bill should be promptly enacted and implemented. However, certain
provisions dealing with productivity-based payment, medical expenses, and maternity leave
should be revisited in the legislative process so the provisions align themselves with the
requirements of international competitiveness. Employers and workers involved in firm-level
collective bargaining should have access to appropriate training in areas such labor relations,
negotiation, and conflict resolution.

* Forest policy. Timber utilization contracts should be auctioned to ensure that resources go to
the most efficient processors and the Government should consider the privatization of
enforcement and a revision of the log export ban. In addition, efforts are needed to assist
processors in raising their technological capabilities and, more urgently, to facilitate the
certification of Ghana's wood products to prevent their blacklisting by export markets.

C. Trade Support Infrastructure and Services

169. Cost and quality of logistics are an important element of Ghana's export competitiveness. As
Ghana diversifies toward more processed exports, success will depend on the costs of implementing
more demanding production and distribution systems. Within Africa, Ghana has a relatively well-
developed trade infrastructure. The ports, airport and highways are in relatively good condition and
an appropriate array of basic cargo handling and transportation services exist. However, trade
volumes are rapidly outgrowing the existing physical capacity and service arrangements.
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170. Apart from warehousing, road transport, and freight forwarding, most other services are
provided by the state or are contracted by the state to private operators. Air cargo handling, some
stevedoring and inspection have been assigned to private operators. Other services, like port and
airport operations, rail and inland water transport, are supplied by state-owned monopolies. The
interface between publicly- and privately provided services remains problematic. For example, the
new destination inspection regime has created delays for courier companies in clearing express
airfreight; an inadequate enforcement of vehicle standards has prevented shakeout of inefficient road
transport operators; the absence of cold storage at the airport-has deterred private investment in a
backward cold chain to the farm gate; and the licensing of freight forwarders by the government does
not take into account the skills/services required in a more sophisticated global market place.

171. As a result, transport and logistics services in Ghana are costly and inefficient by regional
and international standards. Until these basic services are improved and competitively priced, firms
are forced to spend scarce resources on finding workable solutions. Various exporters described
"gerry-rigged" solutions for organizing continuous delivery of raw materials, for ensuring timely
clearance of imported inputs, for resolving voltage fluctuation requirements, or for gaining reliable
internet access. This, in turn, has delayed the development of more sophisticated logistics services,
such as contract warehousing, third party logistics management and consolidation, which are
necessary for Ghana to compete effectively in world markets.

- Trade infrastructure

172. 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 eight percent of the
value of imported items due to damages or theft incurred during shipping. Both ports, Takoradi and
Tema, have low channel depths and can only handle cellular vessels up to 2000 teu50 and 2500 teu
respectively. This prevents Ghanaian exporters from benefiting from falling unit transport costs
worldwide. The Ghana Ports and Harbours Authority (GPHA) is in the process of dredging the Tema
port to deepen two of the twelve berths by early 2001. This should begin to expand capacity soon.
The authorities are also seeking financing to deepen another five berths.

173. In addition to inadequate physical capacity, vessel call costs at Tema are approximately twice
those in Abidjan, the major competitor for transshipments to landlocked Burkina Faso, Niger and
Mali (see Table 21). A more detailed comparison conducted for GPHA in September 2000 shows
that Ghana also has higher harbor dues and vessel service charges than other ports in the region, with
the exception of Nigeria. Cargo handling costs are somewhat high by international standards,
ranging from US$180-250 per 40-foot container as compared with an international benchmark of
US$150. These are caused in part by repeated handling of cargo. Stevedoring services are also more
expensive in Ghana than in most West African ports because private contractors are assigned cargo5'
at fixed prices according to a quota system instead of competing for cargo as in other ports.
Ghanaian pineapple exporters pay $23 per pallet in port cargo handling charges, compared to the $8
per pallet charged to Ivorian shippers. This difference makes Ghanaian exporters the high cost

50 Twenty-foot equivalent unit.
5' Stevedoring services are provided by GPHA and three private contractors. Cargo is assigned by quota - GPHA
has 75 percent of all cargo, Atlantic Port Services 15 percent and Speedline 10 percent. A third, recently signed,
contractor, Express Maritime Services will take 25 percent of general cargo from GPHA's quota. A number of port
users, shipping and freight agents, have expressed concern about how these contracts are allocated and the lack of
competition among the operators.
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producer in an extremely price elastic market. Exporters also report that informal "facilitation" or
"speed" payments add an average $50 per container.

Table 21. Estimated West African Port Charges for a 20,000 GT Container Vessel Call

PORT CHARGES
US$ Lome . Abidjana 'm Cotonou

Pilotage (in +out) 954 2,754 1,100 1,164
Towage (in + out) 2,682 1,254 2,800 2,206
Mooring 126 509 360 321
Port dues 597 1,162 600 1,082
Light dues 426 1,033 ,250! 0
Total Estimated Port Charges 4,785 6,712 6 4,773
aAbidjan port costs include customs inspection, immigration, deck watch and garbage collection.

LAND CHARGES
Stevedoring & Wharfage Per 20' 90 32 9 60

Per 40' 170 53 1 120

TOTAL ESTIMATED COST FOR PORT STAY
Handling 200 20' containers and 100 39,785 18,322 8,773
40' containers, combined full
imnport/export

Source: Published port tariffs and staff estimates.

174. Ghana's ports are also highly congested. Long dwell times can significantly raise the costs of
imported inputs because of escalating demurrage charges and interest, which accrues on customs
duties and taxes. Containers in the Port of Tema had an average dwell time of 21 days in late 2000,
although there was a peak in the distribution around 2-5 days for well-established consignees.
Inefficient division of labor among cargo handlers, dispersed staging areas for inbound, outbound
and intermediate containers and cargo; a chronic shortage of cargo-handling equipment because of
poor maintenance; and manual container tracking systems all feed into long dwell times. In the Port
of Tema, for example, each inbound container requires a minimum of four handlings as it moves
from dockside to stack, to inspection point, back to stack, and finally to chassis for release. Only one
ocean carrier currently operates a bonded container freight station where import cargoes can be
broken and cleared, off site. Two other shipping lines are developing off-terminal container depots
that will operate as designated clearance points. Once operational these should improve dwell time
for smaller consignments. Another line has already requested a dedicated cay, but there are only
tentative plans to provide this in the medium term.

175. Under the Gateway program, Ghana plans to expand port capacity to increase port traffic, in
part by increasing transshipments to landlocked neighbors. Although traffic through the port at
Abidjan, at nearly one million teu per year, currently dwarfs the Tema's traffic of around 200,000
teu, Ghana has seen this number grow steadily, on average 18 percent per year between 1995-1999.
In addition, Ghana has reduced the cost of transit through Tema to its northern neighbors making it a
more attractive transshipment point.52 The authorities hope that continued growth in traffic can allow
the port to reduce its tariffs for the benefit of Ghanaian shippers. However, this strategy can only

52 As many as 22 checkpoints must be negotiated within C6te d'Ivoire en route by highway to Mali, at a cost of
$250 per container, compared with around $20 en route through Ghana.
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succeed if the physical expansion is accompanied by improved service delivery. Currently, the
authorities have plans to concession the port facilities to private operators, but only container
handling services are being prepared for divestiture.

176. Kotoka International Airport (KIA). Privatized freight handling at KIA in Accra has
encouraged the development of one of the best air cargo villages in the region. KIA handles more
cargo than any other West African airport by a wide margin - nearly 43,000 tons in 1999, or 22
percent of the regional traffic among the six major airports. The current operator, Afgo, has the
exclusive right to provide under wing services until 2004, but air cargo traffic is gradually
outgrowing this arrangement. For example, the European Community requires that airports with an
annual throughput of 50,000 tons must allow competition in cargo handling services, and those with
over 25,000 tons of throughput should allow self-handling. However, because of the low value-to-
volume ratios of the KIA cargo, the thresholds may be higher.

177. Afgo has, at times, been unable to guarantee quick-enough aircraft turnaround times that are
needed for exporters to bring in additional charters flights. Moreover, the absence of controlled-
temperature handling facility at KIA is a major constraint to the expansion of horticultural exports.
Some off-site cold storage does exist, but the necessary interface with Afgo's on-site handling makes
it unattractive for exporters. To be effective, the cold chain should be extended in an unbroken line
from point-to-point. Because of this missing link at the airport, private investments in cold storage
closer to the farm gate and in refrigerated transportation are less economical. At the minimum,
exporters require an extension of the export shed to protect their goods from the weather.

Box 3. Slim Green Beans in the Supermarket
The Ewonomist (March 24, 2001) compare the dferenr experiences of Kenya and the Gaambia which both export out-of-season

vegetables to Eropean supermarkets.

"... whereas Kenya has a vibrant horficulual export industry, the Gambia's is faltering.

Some 70 percent of Kenya's produce goes to Britih supermarkets. At least until last years drought, exports of the
slim green bean or haricot vert proved so lucrative that it was ousting tea and coffee. In the Gambia, however, global
trade has left over 450 womens co-operatives embittered and impoverished. Having seen huge quantities of their
produce left to rot on the airport runway, these women are now returning to the lower-paid but more reliable local
market, with its own requiremnts.

Why should the two countries have had such different experences? For a start, Kenya has a national airline offering
ample cargo space on fiequent international flights. The Gambia has a shorter flying time to Europe, but its co-ops
have no regular means of moving freight. Moreover, its airport at Banjul has the reputation of being a transit point
for West African drug angs. This has led the British government to discourage Gambian imports.

Kenya also has the advantage of a successfil narketing chain linking growers to agents, exporters and freight
companies. Growing baby vegetables, such as dwarf beans, requires guaranteed markets for the season ahead. But
the Gambia tends to rely on piecemeal arrangements and ad hoc purchases."

178. Roads and Highways. Roads are the predominant mode of transportation in Ghana
accounting for 94 percent of domestic and intra-regional freight, even for bulk commodities such as
cocoa, timber and- minerals, which are more suited to rail transport. Most Ghanaian exporters
acknowledge recent improvements in the highway system. The one exception is the Accra-Takoradi
road, one of the busiest commercial routes, where poor road conditions cause numerous accidents
and generates higher freight costs. Poor quality rural feeder roads are an important constraint to
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resource-based export expansion because they limit the area for exportable agricultural produce. In
addition to longer transport times, rough handling on rural roads bruises produce and reduces its shelf
life and marketability.

* Transport and Freight Services

179. Access to global markets. Ghanaian producers have good access to most European and
Middle Eastern markets, but poor access to East Asian markets and only indirect access to
North/South American markets. Presently, only one small ocean carrier and one air carrier provide
infrequent direct freight service to the North American market. A second water carrier has recently
announced plans to offer direct Ro Ro53 service from the US East Coast to the West Coast of Africa
with scheduled calls on Tema, mainly in response to the growing demand for new/used automobiles,
farm and construction equipment from the United States, but the return trip to the US is a long haul
through East Asia. Regarding airfreight, exporters will have to generate enough volume to make
more charter cargo flights viable, but this will require the infrastructure and service improvements in
airfreight handling mentioned above.

Figure 4. Freight Cost as Share of Import Values
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180. Shipping costs. In general, African exporters face higher shipping costs than competitors in
Latin America and Asia. Freight payments from Africa in 1997 were on average 11.5 percent of
import values, compared with 7.0 perccnt for Latin America and 8.0 percent for Asia. Although
Ghana has traditionally enjoyed a lower freight factor 54 because of its ocean access and relative
proximity to its main trading partner (Europe), falling international shipping costs are fast eroding
this source of advantage. For example, the freight costs of shipping cocoa beans from Brazil to
Europe has fallen from 8.6 percent in 1970 to 2.9 percent in 1997, while the cost of shipping cocoa
beans from Ghana to Europe has risen from 2.7 to 3.9 percent of their value.55

53 Ro Ro: standard shipping term for vessels that are loaded from a side entry that allows port vehicles to drive
directly inside as opposed to from above using cranes.
54 Sach and Radlet (1998) include a table of average cif/fob bands (1965-1990) for 51 developing and developed
countries - Ghana ranked the lowest of the coastal West African countries including Togo, Senegal and Sierra
Leone.
55 Review of Maritime Shipping, 1999 (UJNCTAD).



53

181. Airfreight. Ghana has traditionally enjoyed low airfreight rates because of competition to fill
the backhaul capacity of scheduled passenger carriers. Airfreight rates and terms "make the market"
for globally-sourced perishables which are highly price sensitive in end markets. Although airfreight
rates for scheduled passenger carriers continues to be cheap in Ghana, around $0.76/kg, Ghanaian
exporters' reliance on transport that is first dedicated to passenger or courier cargo makes it quite
vulnerable to changes in those markets.56 In addition, there is a shortage of cargo space owing to the
limited number of inbound cargo flights.

182. In response to the growing demand, a new airline business model has emerged. Air Ghana,
which does not own or lease any aircraft long-term, trip-leases all its lift capacity and issues its own
air bills. It has become the largest air cargo transporter from KIA, offering some of the lowest rates
for fresh pineapples and other soft fruit. However, there continues to be a shortage of dedicated
airfreight capacity for shippers, both into Europe and the US, owing to the limited inbound traffic as
well as difficulty in obtaining landing rights at some of Europe's busy airports. Chartered flights are
constrained from operating on specific routes by bilateral air service agreements, while the major
passenger carriers cannot guarantee space because of their variable passenger cargo intake. DHL,
which has recently begun operating five flights per week into Europe is, however, emerging as a
regular cargo shipper selling the backhaul capacity to exporters.

183. Motor carriers. Although motor carrier service industry in Ghana is competitive, particularly
in comparison to its West African neighbors (see Table 22), rates and charges remain high by
international standards. An informal survey of freight rates in Ghana indicates average rates of
US$1.94/km, which compares with US$0.09/km in the US, despite currently subsidized fuel prices.
These higher costs result primarily from inefficient asset utilization. Average speeds are reported to
be 18 mph compared with the US average of 55 mph, in part because of low highway density (less
straight routes) and lack of urban bypasses to avoid traffic congestion. Even the most efficient
carriers in Ghana operate at less than 100,000 km/truck-year per year compared with an average in
the U.S. of 320,000 km/truck-year. Ghanaian operators who transit through other West African
countries also find it difficult to secure backhaul loads because those countries have strong
associations that set charges and allocate loads.' 7 For comparison, the back-haul to head-haul ratio in
the US is close to 1:1. There are very few intermediary services that offer scheduling services for
the large surplus capacity of owner-operated freight trucks, so queuing for hours in search of freight
at the port or outside the premises of other large shippers is the normal way of finding business.
Weak enforcement of vehicle standards and axle load limits, have delayed the necessary shakeout of
substandard operators and consolidation of assets that would yield an efficient industry structure.

56 When British Airways recently reduced its rates for Brazilian vegetables, Ghanaian pineapple exporters became
relatively high cost and lost much of their market share in London. Also when KLM discontinued its pre-paid-at-
destination service, small-scale Ghanaian shippers lost some competitive edge in European and North America
where they had relied on KLM to complete sale-on-delivery transactions.

Ghana has recently negotiated a MOU with Niger which eliminates cargo reservation rights. A second agreement
is being negotiated with Burkina Faso which would allow the Burkina Chamber of Commerce to allocate cargoes
between Ghanaian and Burkinabe carriers.
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Table 22. Cost of Motor Carrier Services

Percentage of roads
Ave US$ per km paved (year reported)

Nigeria 1.41 31% (1997)
Cameroon 1.54 13% (1995)
Benin 1.57 20% (1996)
Ghana 1.94 21% (2000)
Burkina Faso 2.01 16% (1995)
Cote d'Ivoire 2.14 10% (1996)
Guinea 3.07 17% (1996)
Senegal 3.30 29% (1996)
USA 0.09

Source: Staff estimates and World Development Indicators 2000.

184. Inland water carriers and rail services. Ghana has two alternatives to road transport that are
currently underutilized, but could provide significant cost savings to export producers in the
hinterland. The Volta Lake offers a unique transit and trade option to Ghana's northern neighbors in
Niger, Burkina Faso and Mali. However, only one carrier, the state-owned Volta Lake Transport
Company is currently licensed to operate. Additionally, the Ghana Railways only offers transport
services to five shippers: the cocoa sector and a few captive mining operations which use the railway
to move ore to Takoradi for export, and cement and flour shippers. Both enterprises have been slated
for privatization for some time.

Recommendations

* Accelerate and effectively implement privatization of ports and airport. Given that exports have
already outgrown the capacity of the ports and air-cargo services, there is an urgent need to
increase private sector participation in the delivery of these services. But all of these divestitures
are far behind schedule.

* Improve competitiveness among service providers. The terms under which private operators
supply services are as important as their divestiture. Ghana should immediately move toward
competition between stevedoring firms. It should also provide for non-exclusive air cargo
handling rights, allowing carriers to compete with the current cargo operator.

* Support the development of a 'cold chain'. There is a critical and immediate need for a cold
chain in Ghana to facilitate the expansion of horticultural exports. The Government should
review its contract with the current air cargo handler, and allow, if necessary another private
operator to supply these services on site.

* Target feeder road investments to export producing areas and open the Volta Lake to private
operators. Just as past investments in improving access of cocoa farmers to markets have yielded
increases in production and exports, Ghana should target investments to improve access of its
vast agricultural areas to non-traditional export markets.

* Strengthen coordination among Government agencies and between the Government and private
operators on transport infrastructure matters. For example, coordination between Customs and
GPHA in the administration of port operations needs to improve. In addition, there is a need to
improve the cooperation between government and private operators on a variety of trade issues
that affect the nation's competitiveness as a whole.
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* Public Utilities

185. Telecom Services. Two long line telecommunications provider and three cellular phone
providers offer services in Ghana. Competition among these providers has resulted in greater access
over the past five years. However, by international standards the reliability of long line services and
the interconnectivity between long line and cellular networks remain low. Firms reported suffering
an average of 24 days interruption of telephone service per year. Internet service connections are
available only in Accra. High bandwidth interconnections to the Accra portals need at the present
time to be gerry-rigged. However, at least one service provider is in the process to using the existing
fiber optics network of the electric distribution utility as a basis for offering digitalt
telecommunications services among Accra's major cities and via Africa One and the Internet to other
world wide connected users. While a number of service providers are entering the market, the
regulation of telecoms in Ghana has lagged behind the industry, leaving the door open for anti-
competitive practices by operators. The telecommunications revolution has provided vast
opportunities to expand the access of firms in developing countries to information and, ultimately, to
markets. But as with all public services, the lack of an efficient regulator can stymie this access.

186. Electricity and Water. Electricity and water supplies in Ghana have not kept pace with the
growing economy. Firms and households face inadequate supply and variable quality. In 1998,
when a drought sharply reduced the generating capacity of the Volta Lake hydroelectric plants, firms
were forced to make large investments in private generators and voltage stabilizing equipment. In
2000, firms still reported suffering frequent power outages, occurring on average 38 days per year.
Moreover, 75 percent of the exporters surveyed said that they suffered financial losses due to power
fluctuations. The Government has plans to privatize electricity distribution and to bring in private
thermal power generators, but the regulatory environment is still inadequate and tariffs are not yet at
economic levels. In addition, the divestiture of the electricity distribution and urban water services
are also far behind schedule, delaying needed investment to support the growing industrial sector.

Recommendations

* Accelerate implementation of the energy and water sector reform programs. Ghana must fully
implement the regulatory reform, including adjusting prices to economic rates, speed up the
divestitures of key utilities.

* Strengthen the National Communications Authority. The Government should take immediate
measures to strengthen the Authority, promote competitive behavior and investment in new
infrastructure.

* Financial Services

187. General Credit Conditions. Ghana's financial system has improved in recent years, but it is
still relatively under-developed. Low financial depth and large macroeconomic imbalances have led
to inefficiencies in the credit market. Domestic credit to finance the private sector is limited and the
cost of finance is expensive (about 20 percent in real terms). Spreads between lending and deposits
rates are also high (20 percentage points), driven by high operating costs and non-performing loans
in state-owned banks, which still account for about a third of total banking assets. In addition,
structural problems such as inadequate credit information systems and lack contractual enforcement
mechanisms have discouraged long term financing. About 85 percent of bank lending is short term.
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188. As of March 31, 2000, loans and advances from the banking sector amounted to 2,966 billion
cedis (approximately US$660 million). This represented 57 percent of bank deposits. The
loan/deposit ratio has been rising steadily from a low of 27 percent in 1993. Nonetheless, a
significant portion of deposits (35 percent) has to be kept in government securities for liquidity
requirements. Another eight percent of deposits are kept with the Bank of Ghana (BOG) as required
reserves. Although there seems to be little room for credit expansion in the short run to be financed
from the local deposit base, the total investment in government securities is about 15 percent higher
than the reserve requirements. Shifting this excess investment to loans should be possible and would
not pose any problem for capital adequacy purposes either.

189. Foreign currency loans have increased in importance (to 37 percent of total lending) as a
result of the stability of the cedi during 1997-99 and relatively more expensive interest rates on cedi
loans. These loans have been extended mostly to exporters, but not exclusively. Interest rates on
foreign currency loans have averaged 10-15 percent, while interest on local currency loans have
ranged between 40-50 percent. As a result, the ratio of foreign exchange denominated lending to
foreign exchange denominated deposits is about 75 percent. It is estimated that about 50 percent of
foreign currency loans are funded through external credit lines, mostly from bilateral and multilateral
sources. According to a survey conducted by the African Project Development Fund (APDF), there
are currently about fifty different credit facilities funded from external sources and available through
various local financial institutions in Ghana (see Annex 4). These credit lines amount to about
US$300-500 million and are available for trade finance, investment (imports of capital goods) and
venture capital.58 A large number of these lines are being offered through Exim banks from
developed countries and they are tied to the imports originating from these countries. Consequently,
the usage of these funds is somewhat constrained. Based on information on the amount of foreign
exchange borrowings from the banking system, utilization of these external sources is estimated at
US$125 million. Approximately twenty percent of this amount is longer-term borrowing. Termns of
these facilities are varied and average interest charges are LIBOR plus 2-4 percentage points.

190. Export Finance. While most firms interviewed complain about the high cost of local
currency loans, it appears that access to working capital finance is more readily available to
established exporters. This category of firm includes relatively large firms, in agriculture and agro-
processing, which typically export most of their production. A couple of such firms noted, however,
that bank services can often be slow and consequently, they have preferred using retained earnings to
finance working capital. In general, large well-established firms are able to obtain short-term bank
financing at relatively competitive terms both in cedi and in foreign currency denominated loans. In
fact, private banks have a revealed preference for established corporate businesses and corporate
credit demand is quite interest sensitive.

191. Working capital finance and the high cost of local credit are more problematic for firms
selling part of their output local markets while trying to establish themselves as exporters. This
category includes import-substituting firms starting to export to the region as well as small exporters
of agricultural and handicraft products. These firms usually face higher borrowing costs and are also
more vulnerable to exchange rate fluctuations, as an important proportion of their revenue -is
denominated in local currency. In contrast, firms which export most of their output have dollarized
most of their operations and are less vulnerable to exchange rate swings.

58 There is some question as to whether the Japanese Non-Project Aid line (amounting to US$200 million) is
operational.
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192. Access to long-term bank finance for investment poses an important constraint to the
development of non-traditional exports. Even if exporters could sustain current export levels with
existing credit facilities, in most cases sustained export growth would require increased investments
in new equipment and technological upgrades. The stock of long term investment financing for the
economy as a whole is estimated at about US$100 million, with external lines contributing some
US$20 million. In the context of limited long-term financing facilities, larger firms and more
profitable firms have used their own retained earnings to finance capital investments. Small firms,
however, are disadvantaged in that their profit margins and scale of production are quite low.

193. Specialized Credit Instruments. Some banks (Prudential, Ecobank and Metropolitan) have
been able to provide small targeted concessionary financing to non-traditional exporters primarily
through the so-called "TIP Fund". Most of the financing provided through this fund has been for
working capital purposes. Performance under the facility has been good whenever it has been
allocated to exporters, as it was originally intended. It would appear also that it has reached an
important segment of exporters, such as the handicraft sector, where availability of trade finance has
been critical to supporting the growth of the sector. The effectiveness of the scheme could be
enhanced by increasing transparency in the administration and monitoring of the fund (see Box 4 for
details).

Box 4. The "TIP Fund": A Successful Case of Export Finance

This facility is a revolving fund set up in the mid-1990s from the proceeds of the USAID-
supported Trade and Investment Program (TIP). The fiud is in pnnciple targeted to non-tadonal
exports through on-lendig by participating banks. On-lendig is done at the nsk of the Govenment
and banks act as agents. Our interviews indicate about $6 nillion are available through three private
banks. Participatmg banks currently ain 4 percent from collected amouns. The funds can be used for
both short and long term purposes, but since banks retain their fees fromn collections they have no
incentive to lend long tern The fund has been performing well whenever allocated to exporters, and it
has been particularly successful in financing the handicraft sector. There are, however, some issues
relating to the operation of the fimd that need to be addressed.

Issues: (i) Risk management, The perforrnance of the TIP fd-financed portfolio started to
detenorate in one bank when it began extending credit to non-exporting firms under Governnent pressure.
The Govement is also known to have asked banks not to equire collateral nor presentation of finanial
statements. Non-performing loans in one bank increased to 40 -45 pereent from 10-15 percent under
these relaxed conditions. Sice banks take no risk from TIP fiuds finawed lendig, the cost of portfolio
deterioration is entirely borne by the Govemment. This situabon, combined with Government's
interference to relax conditions and channel funds to non-exporters, will eventualy reduce the amount of
funds under TIP. (ii) Lack of clarity of the interest charges under TIPfiniancing. Banks blend TP funds
with their own finds. So, they generally quote these blended rates which range between 15-30 percent. It
is not clear, however, what is the interest rate solely attributable to the TIP portion of blended rates. This
is unusal given that the accounting of these funds is kept separate from banks' own accounts and blended
loan tansactions require two distinct sets of loan agreements. Under the circumstances, it is likely that the
bani place the non-performing part of the blended transactions under the TIP portion, ex-post. (iii) Rules
for participation in the scheme are not transparent. Other banks interested in utilizing these funds
reported hey could not find out how they could qualify for participationL

194. Export Guarantees. There are currently two government institutions specialized in export
finance: the Export Finance Company and the Eximguaranty Company (Exim Co.). For all practical
purposes, the former is not operational and has been bankrupt since 1994. The Exim Co. was set up
in 1994 and has a capital of 300 billion cedis. It has extended 83 guarantees involving 750 million
cedis and US$200,000. Such guarantees have, at times, been used in conjunction with TIP funded-
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credits and other donor-financed credit lines. The impact of these schemes has been marginal,
however, because of the volume of resources available through these facilities (about US$300,000)
and because the terms are not particularly attractive (up front fees are 3 and 4 percent, for cedi and
foreign exchange credits, respectively).

Recommendations

* Since restrictions in the credit market are closely related to Ghana's unstable macroeconomic
conditions, it is critical that adequate fiscal and monetary policies are consistently pursued to
improve the situation. In particular, government domestic borrowing needs to be reduced to ease
pressures on interest rates and release resources for private sector finance.

* Specialized export funds targeted to finance working capital for non-traditional exports, such as
the TIP, have worked well and could be followed as a model, provided that transparency and
monitoring are improved.

* To support the continued expansion of exports, the Government may want to restructure existing
guarantee instruments, in consultation with exporters and bankers, to make them more attractive.

* The development of a credit information system and enhancing enforcement of rules and
contracts will also contribute to expanding the banking system's capacity to provide private
sector investment finance.

D. Technical Capability of Exporters and Technology Transfer

195. With a few exceptions, most firms in the industry categories described in Chapter 2 have not
been able to reach the levels of proficiency necessary for international competitiveness, especially in
more complex products. For example, in the wood industry Table 12 shows that Ghanaian firms
have wood yield efficiency of only 25 percent of international best practice; in the garrnents sector,
Table 18 shows that task level efficiency is 55 percent of best practice; and in handicrafts, Ghanaian
sales per worker is US$1,494 compared with US$5,000 in the Philippines. Lastly, experts note that
Ghanaian furniture manufacturers of wood products typically have sales of US$4,000 per employee
per year, whereas to export regionally sales of US$12,000 are required, and to export internationally
sales of US$18,000 are required.

196. On the supply side, low factory productivity is caused by low technical proficiency of
workers, old equipment and poor machinery maintenance, high levels of waste and less
knowledgeable management. On the demand side, an absence of market research (which results in
inappropriate product policies) and poor marketing contribute to a lack of "learning" in Ghanaian
firms.

197. Technology Transfer Mechanisms. Efficient technology transfer mechanisms are an
important pre-requisite for achieving and maintaining export competitiveness. As Box 5 shows,
firms can acquire technological capability by a number of learning mechanisms. The most important
are the private learning mechanisms. These include: (i) internal efforts by the firms, such as in-house
training of workers, R&D activities, hiring expatriates with knowledge of foreign technologies; and
(ii) external learning mechanisms, like contacts with foreign buyers and suppliers of equipment,
interaction with other firms in the industry, training courses and hiring of consultants. When firms
cannot manage the technology transfer process themselves, they can turn to collective mechanisms, if
available, such as technical support services by NGOs, government, business associations, and donor
programs. These collective learning mechanisms can be broad based (e.g., private sector training
courses and consulting services) or they can be high-intensity (e.g., direct technical support to
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individual firms). However, high-intensity, collective learning mechanisms managed by
governments have not worked very well anywhere in the world.

198. In Ghana, many of these transfer mechanisms are weak or missing. In-house training is rare
and firms generally do not have the resources to hire knowledgeable expatriates. Few foreign buyers
and suppliers come to Ghana and interactions with other firms are seldom. Training facilities are
inadequate and expert technical consultants are hard to find locally, while foreign consultants are
expensive - and equally hard to find, unless identified by buyers and suppliers. Collective learning
mechanisms available in Ghana, via technical support services from government, NGOs and so on,
are also very weak.

Box 5. Lring Mechais= In Technolog raser

A. Private Learning Mechaoisms
internal learning mechanism
* In-house traing.
* Reseah and development
* Hiring extriates.

External learning mechanisms
* Forein buyers and spplier.
* Interctions with other firms (e.g., subcontracting), industry networks.
* Mobiity of workers.
. Finn-specifc tining cours.
^ Hiring local or foreign consultat.

B. Colledve Learnig Mecansm
Technical Support Services (NGOs, Govemwnent, Business Associations, Donrs)

Broad-based
* Cost sharing technical assistance.
* Build up local TA services.
* Traiig courses (ompanies or intermediaries).
* Information services.

Hihnteneity
* Direct echncal support to seific fim.
* Techncal lens agreements

199. In-firm Training. Studies across the world, in developed as well as developing countries,
indicate that employer-provided training creates significant gains for both workers and firms.
Productivity is higher in firms with a better-trained work force, and wages are higher for individuals
who acquire in-firm training. The gains to training inside firms are even larger than those associated
with school-based vocational training, in part because firms can ensure that training, including topics
and materials covered, will be demand related. In addition, gains from employer-provided training
are larger if employees pass nationally recognized vocational certification exams. This certification
increases the portability of skills, as well as worker willingness to accept lower wages during periods
of training.
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200. Countries with the most successful in-firm training systems, like Taiwan, Korea and
Malaysia, all have different sets of institutional supports. However, the one constant across all the

successful cases is effective collaboration between government, private sector and business
associations, worker organizations and labor unions, and training providers.

201. Firms need financial assistance, in the form of tax incentives and/or training grants, to

increase training to more socially optimal levels. Unions must work with employers to allow flexible

wages during training periods. The Government should establish nationally-recognized certification
systems for particular skills in order to increase the portability of skills and provide incentives to

workers for in-firm training.

Recommendations

* Improve the effectiveness of the technical and vocational training through increased collaboration
with private sector beneficiaries.

* Identify incentives and assistance for firms in key export sectors (e.g., wood processing) to

acquire in-house training and interact with buyers, to study firms with best international practice,
and to build relationships with suppliers of machinery and materials.

* Provide assistance to increase firms' access to consulting firms (preferably to those identified by
buyers, equipment and materials suppliers), and to build up local business support services in key
export sectors.

E. Public Sector - Private Sector Relationship

202. Although there are several channels for interaction between the private sector and the

Government on policy issues, relations among them remain marked by distrust. Despite a national

agenda which clearly endorses "the private sector as the engine of growth", the average company
manager does not yet believe he/she will get even-handed treatment by government agencies, without

resorting to personal connections with senior officials.
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203. For example, it is generally accepted that the allocation of TUCs in the wood sector is fraught
with corruption. At least one firm openly reported that it had purchased nights from an operator
which was not qualified, but had obtained the allocation through political connections. Ghana's
privatization program, which in part aims at improving the efficiency of public services, also suffers
from a general lack of transparency. For example, exporters and freight forwarders were uniformly
concerned about how private contracts for stevedoring and inspection services, which affect their
individual competitiveness, had been allocated by Government. At the same time, petty corruption in
CEPS and other government agencies appears to be so widespread, that firms regularly budget for
unofficial payments. Even as Customs tries to streamline document processing, some clearing agents
complain that they are no longer allowed direct interaction with certain customs officers, as this
allowed them to "facilitate" processes.

204. Exporters also raised the need for better official communication and public education on
changes in rules and regulations and government programs prior to their implementation. The
introduction of the new inspection-valuation scheme for imports is one such case, discussed above.
Exporters also cite a number of instances when the Government did not appear to consider the
commercial impact of new rules, and later had to reverse the rules when it became apparent that they
were adversely affecting legitimate businesses. As one exporter put it:

"The government is always introducing measures to catch the bad guys - but it chokes the
good guys too."

205. When confronted with complaints about service delivery, public officials generally
responded that the majority of private firms were simply trying to cheat the Government out of its
entitled revenue flows, or that most delays were caused by the private firms not following even
simple procedures. Many government officials view their role as one of protecting the national
interest from exploitation by the business community. As one Gateway official (whose responsibility
is to promote private investment and export development) put it: "the public sector has a different
focus from what the private sector is talking about."



62

EPILOGUE - A STRATEGIC FRAMEWORK FOR EXPORT DEVELOPMENT

206. This report indicates that Ghana's international price competitiveness remains intact, despite
severe economic shocks in the past few years. At the firm level improvements in the business
environment and in trade support infrastructure and services have also begun to improve -the
competitive position of exporters and foster better conditions for foreign investment. However, much
more remains to be done before macroeconomic management and the business environment are
sufficiently favorable to put non-traditional exports on a higher, sustainable growth trajectory. This
competitiveness study provides some of the key inputs for formulating a non-traditional export---
strategy over the next few years. The following sections outline the basic principles which should
underpin such a strategic framework and identifies problems that must be addressed as matter of
priority.

207. An export strategy for a country at Ghana's stage of development should be based on two
basic principles: (i) maximizing the returns to current comparative advantage; and, (ii) over time,
"catalyzing" export diversification toward more sophisticated sources of advantage. The first
principle dictates that policy makers pay attention to costs and to the constraints these costs impose
on the kind of diversification that is possible at Ghana's stage of development. The second principle
calls for inducing new export activities and sources of advantage, as distinct from operating within
the limits set by comparative advantage. That is, public efforts should be directed towards
addressing market failures which discourage firms and investors from moving in new directions,
especially when those directions have built-in advantages for learning.

* Maximizing Returns to Comparative Advantage

208. Currently, Ghana's comparative advantage is shaped by its natural resource base -- forests,
fishing, minerals, and agriculture -- and its supplies of low-cost labor. It is also positively
conditioned by the availability of seaports and by proximity to regional and foreign markets.
Accordingly, in terms of relative cost advantages, initial efforts to increase non-traditional exports
should be aimed at maximizing returns in activities where these resources are utilized most
intensively. Non-traditional exports have already begun to pick up in these areas in recent years, as
evidenced by increasing exports in tuna canning, pineapple, and light manufactures. Government's
policy reform efforts, trade and investment incentives, and infrastructure development have played a
role in this export expansion. To exploit comparative advantage further and foster higher rates of
economic growth, much more needs to be done in the following key areas.

209. Macroeconomic Management. An important overarching issue is macroeconomic
management. As noted in Chapter 1, the real exchange rate is a crucial macroeconomic price
influencing competitiveness across all potential export activities. Given the importance of
commodity-based products in total exports, Ghana will continue to be vulnerable to terms of trade
shocks over the immediate future and until a more diversified export base is developed. In light of
this, a flexible exchange rate policy will continue to be needed to adjust for changes in the terms of
trade. In fact, it might be desirable for Ghana to under-value its currency in periods when the terms
of trade improve, so as to allow the country to build foreign reserves and smooth out exchange rate
volatility. In connection with this, Ghana's plans under ECOWAS to enter a common monetary
union with Nigeria by 2003, which would effectively reduce the country's ability to use the exchange
rate as an adjustment mechanism, may be premature and should be carefully considered. Given the
production base of Ghana (oil importer) relative to Nigeria (oil exporter), exchange rate adjustments
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needed to respond to external shocks in these two economies are likely to move in opposite
directions. While the overriding objective of a monetary union is price stabilization, at the current
stage of Ghana's export development, not having the exchange rate as a policy tool could lead to
stabilization without growth.

210. A sound fiscal and monetary stance will be needed to manage expectations, especially during
periods when the exchange rate is under pressure. Macroeconomic management, in particular fiscal
policy, has also been an important determinant of the amount of domestic credit available to the
private sector, which in turn, has affected the level of private investment in export development. In
order for existing exporters to raise their technical capabilities to compete on world markets and for
new exporters to enter, they will need to invest. The overall availability of domestic credit to the
private sector and the efficiency of the financial system will dictate the cost of capital for these
investments.

211. Resource-Based Advantage. For Ghana to further exploit export opportunities and sustain
economic growth in resource-based activities, there needs to be a concerted effort to address
important supply-side issues. In terms of priorities, four are paramount:

* Constraints on acquiring land, particularly for foreign investors in agribusiness, must be reduced.
Considering the complexities involved in solving the land problem, a complete revamping of
land policy will take time, but increasing land use efficiency must remain a long-term priority. In
the short-termn, interim solutions to ease access to land, such as "land banks," currently under
consideration in the Ministry of Lands, could be helpful. Efficiently managed EPZs can also ease
the land access problem. In addition, the institutional foundations for contract farming with
small-holders should be strengthened, as this is another way to give investors access to land.

* Regarding forestry policy, recent reforms must be implemented more effectively to increase
efficiency and stem the rapid depletion of Ghana's wood resources. This is necessary if Ghana's
wood products are to satisfy growing demands for environmental certification in its export
markets. In particular, Ghana needs to remove the incentive for the under-pricing of its wood
resources and to improve the allocation of TUCs so that these resources go to the most efficient
processors. The Government should introduce an auction of TUCs, consider privatizing their
enforcement and a revision of the log export ban. If incentives for downstream processing are to
be effective, firms also need assistance to raise their technological capabilities.

* Looming over the horizon are urgent problems with foreign trade policies - food and pesticide
regulations in the EU, forest certification, and so on. Government-business cooperation will be
required to meet the stipulated standards to prevent exclusion from important overseas markets.

* Adequate trade support infrastructure and services are also a necessity. While the import/export
regime is improving, as evidenced by CEPS reforms, particular elements, such as the
malfunctioning duty-drawback scheme, continue to create financial problems for exporters.
Efficient operation of ports is also a priority issue which should receive attention.

212. Low-cost Labor Advantage. To date, Ghana has not really developed labor-intensive export
industries. As a result, there is considerable scope for exploiting Ghana's low cost labor at this early
stage of export development. A crucial element of this development will be increased investments
from direct foreign investors who bring the know-how to access global markets and foster
technology spillovers to other parts of the economy.
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* A key factor for stimulating such investment will be, first and foremost, a labor law that protects
core labor standards, but allows employers the flexibility to use productivity-based pay schemes
and to adjust employment levels to prevailing economic conditions. Reaching a consensus with
labor unions on the need to have such flexibility and implementing the proposed new labor law
on this basis will be critical in this respect.

* Another factor will be well-functioning EPZs, where labor-intensive export producers can locate
to avoid infrastructure problems and source raw materials at world prices. Successful execution
of the Gateway program is essential here.

* To take full advantage of the new opportunities for garment and other labor-intensive exports
under the US-Africa Trade Bill, the government needs to assume a more pro-active role, in
particular in the establishment of an effective visa system. Without such a system exports will be
barred from entering US markets.

* "Catalyzing" New Sources of Advantage

213. Paying attention to comparative advantage first does not mean that Ghana should condemn
itself to perpetually exporting primary products and early-stage processed goods, based on natural
resources and low-cost labor. While these activities are valued by world markets and are important
in generating national income, they contribute relatively little to the process of learning necessary for
a more diversified and more skill-intensive pattern of export development. The fact that a country's
comparative advantage is on the side of natural resources and low-cost labor means it lacks the
knowledge and flexibility that is vital to compete effectively in more sophisticated industrial markets.
But having a relatively low degree of industrial competitiveness does not have to be a permanent
condition. Mauritius, for example, started as a low cost labor-intensive exporter, but through steady
increases in labor productivity has been able to raise skills and commensurately workers' incomes.

214. Concerted "inducing" efforts are needed to address the problem of skills development in
Ghana. Direct foreign investment could be an important catalyst for technology transfer, including
the introduction of new technical and management skills. Ghana should make a special effort to
attract world-class direct foreign investment in particular areas, with an eye on technical learning,
and to link these investments to the rest of the economy. A good opportunity to channel such
"inducing" effort is the development of EPZ enclaves under the Gateway Program, aimed at
attracting direct foreign investment for exports. Focusing promotional efforts on labor-intensive
activities, for example in the context of the new US-Africa Trade Bill, could provide an effective
means of expanding labor skills through in-house learning. In addition, the Government should work
with private businesses to ensure that technical and vocational training focuses on those skills needed
in growing industrial and service sectors. Particular attention must be paid to training middle
managers who are in short supply in Ghana.

215. Policy makers can also "induce" improvements of key, specialized trade infrastructure and
services. For example, supporting the development of a "cold chain", by ensuring the provision of a
cold storage facility at the airport, will significantly enhance the growth prospects of horticultural
exports. Similarly, targeting investments on feeder roads will improve access to prime agricultural
land. Finally, the development of an IT platform is critical for taking advantage of new export
opportunities, particularly those in the service sector.
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Implementation and Governance

216. Finally, efforts to maximize comparative advantage or to catalyze new sources of advantage
will not have much impact without better governance and more effective implementation. While
government policies in several areas are often properly conceived, poor implementation is a recurring
problem. To the extent that poor implementation reflects capacity constraints, these need to be
systematically addressed over time. In the short-term, existing capacity could be more effectively
used by targeting efforts towards critical areas for export growth based on a better articulated and'--
more focused export strategy. Also, the various promotion agencies such GIPC, GFZB, GEPC
should be merged and their mandate redefined towards more strategic objectives. As an important
Taiwanese government official once put it:

"our export development success did not come from inventing new programs and policies, untried
in other countries, we simply implemented them better than others".

217. The lack of transparency in the implementation of reforms and the daily administration of
public services must be addressed if Ghana is to achieve its development goals. Important examples
are allocation of TUCs, the privatization of some of the port (stevedoring) and the administration of
trade policy. Weak governance not only damages the relationship between the Government and the
private sector, it also contributes to the misallocation of Ghana's scarce resources for investment and
development. The Government needs to engage the private sector in a concerted effort to reduce
corruption. Increased collaboration with the private sector and better public information and
dissemination of on-going programs, would be critical to improve performance and accountability.

218. No country has ever succeeded in export development without Government and business
working hand-in-hand. Better and more transparent implementation of reforms will go a long way to
improving the trust between the public and private sectors. Ghana has certainly the ability to
undertake this challenge provided it has the political will.
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ANNEX 1: GHANA's GATEWAY PROGRAM

In 1998, the Government launched the Gateway Program with the objective of promoting
Ghana as the trade and investment center of West Africa. The strategy emphasizes export processing
zones and foreign investment as the main instruments for export development in the medium term.

The first phase of the program is focusing on (a) the development of three export free zone
enclaves59 by private operators with the Government providing-off-site infrastructure; (b) improving
front-line public services related to trade and investment by raising customs and immigration
services, the ports and airport authorities, and the Environmental Protection Agency to ISO 9000 and
ICC standards60; (c) shifting toward targeted investment promotion by Ghana Investment Promotion
Centre and Ghana Free Zones Board; and (c) divestiture and expansion of port and airport
infrastructure to accommodate growing traffic in goods and passengers. The second phase of the
program is aimed at upgrading the other promotional agencies - Ghana Export Promotion Council
and the Ghana Tourist Board, focusing on the export of services.

The following is a list of the some of the activities underway in the first phase.

Customs
* Introduction of WTO valuation methods (transaction valuation) in April 2000.
* Introduction of destination inspection alongside use of new container x-ray scanners. Two joint

venture destination inspection companies have been established between local agencies: Ghana
Standards Board, and CEPS, and international inspection companies: Cotecna and Veritas, to
allow for transfer of inspection skills to Government.

* Reduction of inspection rates to 20 percent through the development and use of risk management
system.

* Introduction of a fully automated Customs Management System and the Ghana Community
Network, an electronic interface for shippers, brokers, inspection companies to file import
declarations. A test run is scheduled for early 2001, after which the pilot will be implemented at
KIA and Tema.

* Revision of transshipment arrangements to strengthen bonds and eliminate need for physical
escort.

* Reduction of internal customs checkpoints on key transshipment routes.
* Retraining of customs officials toward trade facilitation.

Ports
* Privatization of container handling operations at port.
* Reduction in the cargo handling times and charges to international standards through

reorganization of port services. The target dwell times is 7 days.
* Increasing physical capacity of the Tema port by limited capital dredging and extension of cays.
* Development of a common facility devanning area to complement existing dedicated areas.

59 Ghana already has 51 operational single factory free zone companies.
6i International Standards Organization (ISO 9000) and the International Chamber of Conumerce.
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Airport
* Development of regulations for implementation of liberal skies policy
* Extension of runway at KIA and refurbishment of passenger terminal
* Concessioning KIA to private operator
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ANNEx 2: EXPORT AND INVESTMENT DATA IN GHANA

There are a number of problems with the data on investment and exports in Ghana.
Regarding non-traditional exports, while the broad trend of growth is very evident, inconsistencies
between competing sources and other data limitations make it difficult to get a robust picture of the
details which are needed for sound trade policy formulation. In addition, no consolidated series
exists for foreign direct investment. These shortcomings make it difficult for Ghanaian authorities to
evaluate export and investment promotion programs and plan for the future.

Direct foreign investment. There is no consolidated data on private foreign investment in
Ghana. The investment code requires registration of foreign direct investments with the Ghana
Investment Promotion Centre (GIPC) mainly to verify the minimum investments required by law, but
this does not include mining investment collected by the Minerals Commission, and more recently
some free zone investments registered by the Ghana Free Zones Board. Each agency collects
information on investments under their purview, and in different formats. There is no systematic
compilation of national DFI statistics. For example, GIPC only reports expected project costs (albeit
broken down by equity/debt and by foreign/local shares) and the initial capital transfers that are
required to satisfy the investment code. Although the Bank of Ghana does report each subsequent
foreign capital inflow by registered firms to the GIPC, these are not tabulated on a regular basis to
determine actual DFI for each investor.

Non-traditional exports. Ghana Statistical Service (GSS) has not published official export
data, disaggregated by either product or destination, for a number of years. Filling the vacuum are
two competing provisional sources - the Ghana Export Promotion Council (GEPC), which focuses
on non-traditional exports and ranking those exporters for annual awards, and the Ministry of Trade
and Industry (MOTI), which publishes an annual export bulletin meant to guide trade policy
formulation. However, even though both agencies compile utilize the same raw data61 there are
large inconsistencies between the series that they generate. In addition, both the MOTI and GEPC
databases have many missing values, which create artificial fluctuations in the aggregate and
individual product time series.

For the purposes of this study, we used the GEPC data that seemed to be the most consistent
across time and supplemented it with secondary sources, such as the Forest Products Inspection
Bureau exports of wood products. However, there is no differentiation between true exports and
transshipments, which have been estimated by staff to account for around three percent of all non-
traditional exports or 10 percent of manufactured exports (excluding cocoa, fish and wood products)
in 1999.

There is also some confusion over whether the numbers include exports from one free zone
company to another. For the purposes of the Ghana Free Zones Board, exports from one free zone
company to another can qualify the "exporting" firm for free zone status. However, this does not
constitute bonafide exports and should be excluded from a national accounts perspective.

61 Both agencies use the same export registration forms collected by Customs at the point of exit. GSS uses this data
for national accounting only, and does not publish a separate trade series. MOTI and GSS independently extract
export data from a database into which Customs officials enter the data on the forms. GEPC, who receive a copy of
the original export forms, independently enters the same information into their own database. Each agency
independently cleans the data, often checking with actual exporters, which generally exacerbates the inconsistencies
between their series.
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Finally, although GEPC does report exports-by-firm - allowing policy makers to identify the
largest exporters of different products - they only record individual data on firms who have been
registered with GEPC. This leaves large values accounted for by "unregistered exporters".
Registration with GEPC is no longer mandatory for exporters, so although GEPC can enter the
names of individual exporters from the Export Registration Forms, they only capture the exports of
those who are registered with them. To get a more complete picture of the export performance, they
are contemplating reinstating mandatory registration. However, this would be better served by using
the already mandatory Tax Identification Number.

The Ghana Free Zones Board provides yet a third source of disaggregated export data,
reported annually by individual companies to show that they have satisfied the requirement to export
at least 70 percent of production. This data also is not consistent with either of the other two sources
and has even more missing values, making it the least reliable.

The duplication, and resulting inconsistencies, between MOTI and GEPC should be
eliminated by combining their data processing units. Whereas MOTI has the greater data processing
capacity, GEPC has established relationships with individual firms which allow them to clarify
discrepancies and make corrections more systematically. Firms should be identified by their TINs to
allow for full disaggregation by firm. GFZB should rely on independent records of exports, ideally
from this combined unit to recertify firms for free zone status.
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ANNEX 3: ExPORT DIVERSIFICATION INDEX

Diversification Index (DI) is measured by the equivalent number of products62, which
indicates for each country the equivalent number of exported goods of equal importance (either
within each sector or in the whole national economy) leading to the same concentration of exports.

A high index (closer to the total number of exported products) indicates a high degree of
export diversification, which limits the dependence on a small number of products and hence reduces
the country's vulnerability to external shocks.

DI t = I

t~~~~~~~~~~~

k=i( 
with:

Xi.k

the export of product k by country i at year t.

X t
i.cl

country i exports of all products belonging to the cluster cl at year t.

X' 
i.cl

the share of product k in total exports of country i in cluster cl.

Table 1. Ghana: Diversification Index

XTotalEx_ort_ 3-39 3.56
Non-Traditional Exports ** 11.50 12.16

* Number of Equivalent Products for the 40 selected goods.
** Non-Traditional Exports are products 7 to 40 in Table 1.

62 International Trade Center (ITC), 2000.



71

Table 2. Diversification Index for Selected Countries***

19- pierd 19- period 1997-9 period

Ghana from 3.39 to 3.56
Kenya From 10.63 to 9.76
Tanzania from 10.04 to 14.16
Uganda from 1.70 to 2.86 _ _I

** Because the data is not available for all the years, the periods studied are different from one country to another. The first
index is related to the first year of the indicated period, and the second index is related to the last year of the indicated period.

Table 3. Proportion of the Number of Equivalent Products
in the Total Number of Exported Goods***

Ghana (1999) 9.0%
Kenya (1998) 1.9%
Tanzania (1998) 3.0%
Uganda (1998) 0.9%

' As the total number of products used to compute the diversification index is not the same for all the countries, the
comparative analysis suggests that we compare the proportion of the number of equivalent products in the total number of
exported goods.
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ANNEX 4: EXTERNAL CREDIT LINES, DEC. 1999

Credit Facility Purpose Original Facility Interest Charged
(US$mil)

I GIB Pic Discount Line Import credit & overdraft 5.0 LIBOR+2.5-3%
2 CIDA Import of goods 0.8 22%
3 Fixed assets for Canadian wheat processing 1.9 Govt.+0.785%
4 European Investment Bank (EIB) Imports of capital equipment 3.2 Minimum 11%
5 BHF (Berliner Handeles-Und Franfurter) Imports of goods and services 10.0 Euribor+1 .25%
6 Exim Small Scale Credit Imports of goods by small and medium scale LIBOR+3%

enterprises
7 Eximbank Imports of capital equipment, inventory & raw LIBOR+ 1-4%

materials
8 Export Credit Guarantee Fund Import of capital goods 15.0 Commercial interest Reference Rate+2%-

3%
9 Spanish CESCE supported HSBC Credit Imports of capital goods OECD Commercial Interest Reference

Line Rate plus 3-6%
10 USA Eximbank-Supported HSBC Credit Imports of capital goods 6 month LIBOR plus 3-6%

Line
11 Banque Nationale de Paris (BNP) Import of industrial equipment 92.3
12 NedBank of South Africa Imports, including agricultural implements and 5.0 LIBOR+3%

industrial equipment
13 Japanese Government Sector Programme Imports, including capital goods 13.6 15%+1% per quarter guarantee

Grant for year 1999 commission
14 Japanese Government Non-Project Aid Import of capital equipment for new businesses 0.3 25%
15 200.0 Determined by MOF+0.75% per quarter

.______________guarantee commission
16 German Hermes Supported BHF Bank Imports of capital goods 15.8 6 month LIBOR plus 3-6%

Credit Line
17 ECGF (Export Credit Guarantee Facility) Imports of capital goods Libor+3%
18 First Intemational Bank Financing of sales, importation of capital ... LIBOR+ I %-4%

equipment, inventory and raw materials
19 GLFC Line of Credit (General Leasing & Lease and trade finance 4.2 Variable

Finance Co. Limited)
20 IFC Leasing 5.0 16.50%
21 CDC (Commonwealth Development Leasing 4.0 16.50%

Corporation)
22 ADB Leasing 0.3 36%-39%
23 BOG Leasing 0.6 36%-39%
24 Netherlands Development Finance Leasing & Financing of small and medium 0.3 Variable

Company enterprises
25 Enterprise fund Leasing & Financing of small and medium 0.3

enterprises
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ANNEX 4: EXTERNAL CREDIT LINES, DEC. 1999 (cont.)
Credit Facility Purpose Original Facility Interest Charged

(US$mil)

26 Financing of small and medium enterprises 3.5 80% change on the 91 day T-bill rate and a
commercial rate not above 10% points on

cost
27 IFAD Expansion of farms, water resources development, 44.0 0.75%-1% per annum

Rural/Feeder Roads
28 19.0
29 Trade and Investment Program (TIP) Non-traditional sector enterprise financing 3.2 20% p.a+undisclosed commission fee

30 Non-traditional sector enterprise financing 0.5 15%
31 Special Export Facility Export promotion 20.0 Libor+2%
32 PEED (Private Enterprise and export Export financing, financing of capital equipment 5.0 Libor+4%

Development) and working capital in export oriented firms
33 IDA World Bank Credit Timber processing enterprises 1.6 Citibank New York Prime+2.50/%p.a
34 Dresdener Bank Line of Credit Financing of export oriented production 10%-Il %
35 BHF (Berliner Handeles-Und Franfurter) Export, establishment of letters of credit 4.2 4.50%
36 Proparco Enterprise medium and long-term financing 5.0 Negotiable
37 Import of capital equipment 1.0 Variable
38 Financing of establishment, expansion and 10.0 Variable

restructuring of private companies
39 Financing of establishment, expansion and 10.0 LIBOR+variable margin

restructuring of private companies
40 Short Term Credit Finance business inventory purchase
41 DANIDA Export oriented small and medium scale enterprise ... 22%+a margin of between 4%-8%

capital equipment and working capital financing
42 USD denominated Export Oriented Medium Financing of new expansion, rehab. investments in ... Variable interest rate linked to LIBOR

Term Scheme fixed or movable assets in the productive sector

43 Exim Medium Term Credit Finance business in expanding operations LIBOR+3%
44
45 Term Facility Financing working capital of enterprise 15.0 LIBOR+4%
46 European Investment Bank (EIB) Financing of small and medium-sized enterprises in 10.0 3%

industry, agro-industry, mining and tourism
47 Small and Medium Enterprise Finance Financing of small and medium-sized projects, .. Variable

Scheme financing of fixed assets and working capital
48 SSNIT Energy Fund Acquisition of diesel generating equipment 0.3 35%
49 Equity Finance Available for commercially viable activities 5.8 Variable
50 Ebrony Fund Equity financing in existing viable firms 15.0 n.a.

Total 550.6
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ANNEX 5: LIST OF FIRMS INTERVIEWED

FIRM PRODUCT

Resource-based
1. Afko Fisheries Frozen fish
2. Blue Skies Cut pineapples
3. British American Tobacco Tobacco
4. Cocoa Processing Company Cocoa butter, liquor, cake
5. Darko Farms Eggs
6. Equator Farms Fresh pineapples
7. Ghana Agro-Food Company Canned tuna
8. Ghana Cotton Company Cotton
9. Ghana Oil Palm Development Co. Palm oil
10. Jei River Farms Fresh pineapples
11. John Lawrence Pineapple Farms Fresh pineapples
12. Logs and Lumber Plywood and veneer
13. Managecraft Coconut fibers
14. Naja David Veneer and Plywood Plywood and veneer
15. Nasia Rice Company Rice
16. Olam Sheanuts, cashew, cotton
17. Oti Yeboah Plywood and veneer
18. Pioneer Food Cannery Canned tuna
19. Scanstyle Garden and knock-down furniture
20. Specialised Timber Products Builder's woodwork
21. Transport and Commodity General Cassava chips
22. VLISCO Group Textiles
23. West Africa Mills Company Cocoa butter, liquor, cake
24. Wienco Cotton, coconut fibers
Import Substitution/Regional Exports
25. Aluworks Aluminum sheets and circles
26. Camelot Stationery
27. Carnaud Metalbox Metal cans
28. Carson Products Hair products
29. Domod Company Aluminum household utensils
30. Interplast Plastic pipes and tubes
31. KGM Industries Plastic household articles
32. Latex Foam Foam mattresses
33. Lion Aluminium Products Aluminum household utensils
34. Phyto-Riker (GIHOC) Pharmaceuticals Pharmaceutical products
35. Pioneer Aluminium Aluminum household utensils
36. Top Industries Plastic household articles
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ANNEX 5: LIST OF FiRMs INTERVIEWED (cont.)

FIRM PRODUCT

Labor Intensive & Service
37. ACS-BPS Data-processing
38. Akosombo Textiles Textiles
39. Amalgamated Networks High speed network connections
40. IDCA Data-processing
41. Lakshmi International Gannents
42. Overseas Knitwear Garments
43. Volta Garments Garments
Handicrafts
44. Christian Enterprises Handicrafts
45. Fidele Couture Ethnic garments
46. Fritete African Handicrafts
47. Getrade Handicrafts
48. John Adobo Handicrafts
49. Kraft Export Consult Handicrafts
50. Mama Ree Ethnic garments
51. Novica Handicrafts
52. Salma Garrnents Ethnic garments
53. Semak Handicrafts
54. Unique Ceramics Handicrafts
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ANNEx 6: SELECTED NON-TRADITIONAL EXPORTS (1993-1999)

1993 1994 1995 1996 1997 1998 1999
Value (5US) Value ($US) Value ($Stl) Value (5US) Value (5US) Value ($US) Value (SUS)

Non TraditionalProducts (Totasi: 1X400,345.040 4175, 8O 8 t220t,3158? 7,0802732900 3Ia34$4,24.,st 40$,1909*.24 4$3
of which

Agricultural Products 26,112,277.78 39,193,223.81 27,383,777.22 50,274,097.47 57,404,937.05 77,803,323.18 84,502,880.45

Processed and Semi Processed 95,717,600.00 134,130,000.00 190,900,000.00 220,600,000.00 272.800,000.00 319,000,000.00 311,995,000.00

Handicraft Items 2,576,467.26 2,327,262.02 2,073,803.95 2,922,523.82 4,719,267.94 6,387,576.06 6,655,790.60

Breakdown:

of which:

Horticulture 7,625,853.12 9,306,975.18 11,531,270.46 20,712,028.30 19,161,889.06 19,773,354.05 27,211,632.55

of which:

Pineapple 5,177,863.57 5,261,880.01 5,629,761.85 10,986,886.04 9,631,409.22 8,769,405.15 13,055,416.34
Banana 12,630.41 303,851.82 1,018,974.34 1,722,191.57 1,834,476.44 2,688,020.00 2,551,730.00

Yams 2,034,584.09 3,059,613.86 3,603,382.05 5,143,483.01 4,549,394.45 4,755,819.28 5,084,441.00

Fish and seafood 14,754,554.18 11,389,014.77 7,344,986.82 12,389,348.72 18,705,263.76 21,021,449.02 20,938,700.47

of which:

Frozen Fish 7,753,334.92 6,163,052.54 3,964,415.87 5,873,651.58 7,508,022.84 8,389,751.73 8,176,083

Tuna Fish 5,087,336.54 2,819,788.03 1,123,625.01 2,117,315.77 7,511,720.15 7,017,738.30 8,715,122.94

Shrimps/Prawns 1,201,055.29 963,557.41

1,113,285.70 1,478,975.59 593,283.38 485,878.83 786,244.02

Lobsters/Crabs 104,794.76 338,577.84 433,494.04 476,959.25 428,836.01 425,705.78 818,244.28

Cuttle fish/Octopus 193,794.59 717,959.53 320,181.69 127,575.50 833,294.35 3,021,464.76 2,992,429.82

Dried/Smoked fish 176,241.06 232,567.23 341,207.22 2,270,200.21 1,709,243.08 1,570,430.92 1,441,829.12

Salted fish 5,351.51 4,508.85 3,599.09 11,929.71 12,545.45 6,880.70 4,668.00

Shark fins 206,215.75 148,842.31 43,522.83 14,317.90 108,027.50 103,600 3,639.55

Other Agriculture 3,731,870.48 18,497,233.86 8,507,519.94 17,172,720,45 19,537,784.23 37,008,520.11 36,352,547.43

of which

Robusta Coffee 1,000,000.00 1,200,000.00 1,315,567.10 1,416,626.40 3,604,088.98 8,253,260.35 7,678,076.22

Sheanuts 1,000,000.00 2,592,120.18 2,193,314.02 4,484,600.53 6,720,777.75 7,892,079.82 6,803,654.92

Cashewnuts 330,600 203,705 361,605 1,844,210.40 1,186,662 3,797,623

Cottonrawllint 12,602,454.55 1,440,000 6,230.00 8,535,400 8,414,660
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Annex 6: Selected Non-Traditional Exports (1993-1999), cont.
1993 1994 1995 1996 1997 1998 1999

Value (SUS) Value (SUS) Value a$ US) Value ($U) aValue (SUS) Vatue ($US)

Processed and &Smi Processed Etkort: otal 9^7 :: 04 10O1% : .1fp S. ' -- ;. 00
Agro Procooccd products 80,336,878.34 112,089,018.03 156,590,000.59 185,381,700.75 234,.55,059.60 261,514,147.92 220.902,929.21

Canned Tuna 1,078,985.68 13,856,805.43 34,345,296.99 45,749,346.18 49,821,613.98 77,283,090.58 61,890,751
Palm Oil 3,658,309.66 4,064,917.60 5,218,178.60 6,929,148 07 8,680,469.15 19,667,096.68 12,006,921
Cocoa Products 35,400,000.00 25,220,000.00 28,200,000.00 60,362,557.50 91,635,361.62 79,000,000.00 55,120,000

of which:

Cocoa Butter 19,160,000.00 12,860,000.00 12,400,000.00 46,055,186.53 71,924,236.04 60,990,000.00 44,820,000
Cocoa Cake 3,470,000.00 1,770,000,00 580,000.00 7,948,779.06 4,152,441.42 4,020,000.00 3,170,000

Ot6e9wdUiq0Arpowder, chocolates, cocoa prod& ADOOlets, co&6l iMns) 15,37O,000X00 5,W0,090(5,2 14,2,882.39 13,990,00(18l1 6,980,000
Wood Products 36,117,600.00 61,230,000.00 82,455,000.00 64,000,000.00 75,900,000.00 80,100,000.00 84,495,000

of which

Sliced Veneer 12,634,000.00 18,981,000.00 27,123,800.00 24,853,500.00 26,072,480.00 30,296,000.00 29,589,600.00
Rotary veneer 3,103,700.00 4,951,000.00 6,975,800.00 7,420,500.00 9,866,100.00 14,251,400.00 18,535,900
Plywood 888,800.00 385,515.00 1,346,259.00 7,256,210.00 9,040,304.00 3,917,700 00 7,495,200

Natural Rubber Sheets 4,081,983.00 7,697,29500 6,371,525.00 8,340,649.00 8,817,614.85 5,463,960.66 7,390,257

Othor procossod 15,380,721.68 22,060,981.97 34,309,999,41 35.218,299.25 37,944,940.40 67,485,852.08 91,092,070.79

of which:
Aluminum Products 3,606,903.52 5,207,613.19 7,653,818.57 1,940,708.98 5,755,176.61 12,188,381.86 14,806,243
Foam Mattresses 166,754 90 6,686.00 242,862.00 968,151.30 3,216,143.10 1,765,322.00 11.417,001
Articles of Plastic 66,715.00 36,093.00 110,968.10 316,422.00 1,845,594.70 3,847,750.10 5,761,352
Garments/Clothing 761,702.99 1,822,584.64 1,702,941.94 333,231.07 600,182.58 5,228,539.12 2,674,161
Cotton Fabrics 191,463 99 166,244.38 185,785.96 277,552.15 913,237.96 1,763,987 87 3,070,695
Hair Products 9,071.61 2,842.94 12,242.75 89,688 40 184,860.17 1,591,545.67 4,905,049

Salt 2,990,677.61 4,367,920 4,325,116.29 3,171,532 1,851,779.05 2,776,770.15 3,389.927

Iron/Steel rods 455,597.05 2,719,586.07 4,468,450.82 7,228,020.00 6,915,629.00 3,115,505.23 2.609,576

Sub-total 8,248,886.67 14,329.570.51 18,702,186.43 14,325,305.90 21,282,603 17 32,277,802.00 48,634,002 13
Others 7,131,834 99 7,731,411 46 15,607.812.98 20,892,993.35 16,662,337.23 25,208,050.08 42,458,0636

Handicrafts . 2,150T,4,2E ZS72B.o2 Z...073,3Q90, : 9:_46. . - 9 7-,.
of which:

Basketware 235,126.02 422,568,46 209,719.89 941,489.96 722,332 01 3,063,647 82 3,741,451.79
Kente Products 1,477,353.38 568,159.64 498,914.89 91,860.13 66,251.49 71,56514 29,060.19
Assorted Handicrafts 731,128.11 1,203,291 52 1,104,662.89 1,342,76205 3,241,732.43 2,194,37498 1,853,443.88

Sourserc£a+
Agriculture : Horticulture jGEPC) - Fish & Seafood /GEPC)

Others: Coffee: 93-94 BOG, 95.99 GEPC Sheanuts: 93 BOG 94-99 GEPC Cashewnuts GEPC Cotton GEPC
Agro.processed : Canned Tuna: GEPC (except for 94: MOTI) Palm oil: GEPC - Cocoa products: BOG tExcept for 96 and 97 GEPC)

Wood products: Forestry Bureau - Rubber: MOTI
Other processed : GEPC
Handicrafts : GEPC


