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ABSTRACT

The current economic crisis in the predominantly poor countries of 

sub-Saharan Africa has increasingly raised doubts about the 

appropriateness of development theory and the prudence and effectiveness 

of post-independence policies in these countries.

This study critically reviews Ghana's development experiences since 

independence with special emphasis on the role of the state in the 

formulation and implementation of industrial development strategies. 

The findings are hardly encouraging. The 1980s witnessed a major 

disillusionment with the state as an economic agent. Fiscal policies 

have come to be seen as creating major disincentives; attempts at 

macroeconomic management as destabilising or doomed to impotence; state 

attempts to plan, regulate and control as distorting the economy and 

spawning parallel markets; publicly-owned enterprises as inefficient and 

incapable of adequate self-improvement. The implications of the above 

developments at both theoretical and political levels is a sharply 

reduced faith in the efficacy of policy interventions and an assertion 

of the superiority of market solutions.

We also examined the role and contribution of the Ghanaian private 

sector as the pivot of economic development. In this regard, we found 

that the capacity of Ghanaian entrepreneurs to effectively propel the 

economic development process is limited in the short run by the social 

composition and business character of the entrepreneurs —  and in the 

long run by the smallness of the domestic market, the difficulties of



competing in foreign markets and above all, the instability and 

uncertainty of the political system.

Nevertheless, changes in the policy environment, especially in 

education, population patterns, incomes and social and political 

attitudes and structures —  indeed in the whole range of social 

experience —  would indicate that the post-ERP era is almost certainly 

more favourable for the emergence of an effective working-relationship 

between state and private businessmen in the promotion of economic 

development in Ghana.
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INTRODUCTION

Ghana's development potential by the 1980s was still largely 

unrealized despite impressive development indicators in the decade 1950- 

1960. Social and economic policies, coupled with chronic political 

instability have led to deepening economic crisis and deteriorating 

living conditions.

The country continues to suffer from declining outputs of goods and 

services. Set against this trend is a high average population growth 

rate of 3 per cent per annum; increasing external debts, interest 

charges and servicing costa; falling commodity prices and deteriorating 

climatic conditions. All this escalated into a crisis situation in the 

1980s. Thus whatever gains in the quality of life were achieved in the 

last two decades have been transformed into deteriorating social and 

economic conditions.*

In the meantime, the tendency for successive governments since the 

inception of political independence to continue in their futile 

experimentation with foreign ideologies has been very strong, apparently 

unaware, or rather, unconvinced that their national resource 

characteristics offer a more feasible alternative in the human-focused 

development strategy of promoting productive entrepreneurship on a mass 

scale, at all levels of economic activity.

The mosaic of development strategies that have been formulated and 

implemented by successive regimes may be distinguished as follows:

a) industrialisation-by-invitation (1952-60)

b) statist (1961-65)
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c) liberal (1966-71)

d) indigenous (1972-79)

e) ultra-liberal (since 1983).

In each of these development strategies capital formation was 

emphasized as the key to development. The numerous 'Foreign Investment 

Decrees' and 'Business Promotion Acts' enacted since independence 

attests to the country's commitment to attracting foreign capital and 

foreign aid in her drive to mobilize resources for national economic 

development.

But it is all too evident that this pattern of industrial 

development is incapable of contributing much to a balanced, nationally 

integrated economy. What little industry has been built has led only to 

marginal changes in the export enclave carved out during the colonial 

era, changes that have if anything tended to reinforce the lopsided 

characteristics of the inherited economy.

If the solutions to economic and political development problems had 

been seen more in terms of creating more productive structures than of 

breaking short-run bottlenecks of resource scarcity, the chances of 

avoiding economic and political deterioration would have been improved.

A development strategy needs to take account of the linkages to be 

made between and within sectors. This factor is missing in the 

strategies tried so far. The greatest short-run benefits may come from 

expanding traditional flows, but more long-run advantage accrues from 

increasing inter-sectoral exchange. Greater sectoral inter-dependence 

would reduce the disparity between the economy's structure of production 

and composition of domestic demand. This would decrease its



vulnerability to external economic forces and open more possibilities 

for self-sustained growth. This becomes all the more important because 

there are limits to the productivity to be gained from specialisation, 

and an economy which is more diversified than Ghana's has more variable 

capacity and more structural flexibility to meet new demands as these 

arise.

Ghana's experience therefore requires considerable rethinking of 

development itself. A different perspective on development appears 

necessary and in this study, an attempt has been made to fashion a 

perspective which will be more useful. A conceptual structure has been 

constructed around the empirical evidence regarding utilization of both 

foreign capital and internal resources in the country's development 

effort.

The theoretical foundations, practical implications and the 

relevance of the thesis to the Ghanaian political and economic 

experience leads to the conclusion that a resolution of the paradox of 

Ghana's development experience demands an entrepreneurial revolution, 

both as an approach to maximum exploitation of resources and a means to 

achieve rapid increases in productive sector output as the basis of 

economic growth and Industrial development.

Capital investment is not given the leading role. Ghana needs not 

so much buildings, roads and schools as institutional practices and 

organizational arrangements to enhance the popular participation in 

economic development without which physical capital is incapable of 

inducing structural change. These institutional arrangements cannot be 

brought by foreigners but must be created domestically.
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The study focuses on the development philosophies of Nkrumah (1957- 

66) and Rawlings (in power since 1981) because of their central 

importance in Ghana's economic and political history. Though the two 

regimes belong to different historical periods of the country's history, 

their approaches to development present interesting parallels in 

character and practice.

This thesis does not set out to be either an apologia for Nkrumah 

and Rawlings or an indictment of them. The aim rather is to see what 

can be learned about problems of industrialization from their respective 

experiences.

The net effect of this comparative study, I fear, despite the 

record presented at the end, may be to convey the impression that the 

entire development experience was hopelessly botched, mismanaged and 

wasted. This was not the case. Something was accomplished. Some 

progress was made. The essential failure of their efforts was not that 

it accomplished nothing, it was that it could, and should have, 

accomplished so much more than it did. I have concentrated on the 

weaknesses and failings of their experiences, not because I simply wish 

to criticize them, but because it was in them that the lessons I sought 

to learn were chiefly to be found.

Chapter Outline

Chapter 1 is a review of economic development strategies pursued by 

emerging new African countries after the 1950s. It argues that by the 

1950s development theorists had embraced the notion of industrialisation 

(mass production of standardized goods) as an integral part of the
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development process. The planning and implementation of this model of 

industrialization are critically analyzed.

Chapter 2 presents an outline of economic and political history of 

Ghana under colonial rule. It argues that Ghana's dependent economy was 

largely shaped by British colonial policies to serve colonial interests. 

The social and economic forces created by colonial economic policies are 

discussed.

Chapter 3 presents Nkrumah's political and economic philosophies. 

It looks at the relative importance assigned the state, foreign direct 

investment and foreign aid in Ghana's industrial development. It 

reviews the government's economic development performance and concludes 

that Nkrumah's policies plunged the country into serious economic and 

social crises.

Chapter 4 begins with a brief summary of the economic policies of 

the post-Nkrumah regimes and how their various approaches to economic 

development contributed to Ghana's economic decline. The remainder of 

the chapter is devoted to the critical examination of Rawlings' Economic 

Recovery Programme (ERP). It concludes by questioning the 

sustainability of the programme without structural changes and 

diversification in economic activities.

Chapter 5, the final chapter, begins with a comparative analysis of 

Nkrumah's and Rawlings' industrial development policies. It examines 

the importance of foreign capital and foreign aid to both governments' 

economic development programmes. It concludes that their reliance on 

foreign capital and statist policies have failed to create the 

institutional framework and economic bases for Ghana's
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industrialisation. I suggest that a broad debate on industrialization 

strategies and their consequences is thus urgently required. I also 

argue that it is clear that the failure of Ghanaian industrialisation 

has not put to rest the principle of state intervention in the economy 

as those in the World Bank would have us believe. Finally, redefined 

roles of the state, and foreign aid are briefly discussed.
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Chapter 1

THEMES AND PERSPECTIVES ON DEVELOPMENT THEORIES 
AND STRATEGIES

Introduction

During the more than forty years since the end of the second world 

war the development problematic has engaged the talents and attention of 

both theorists and practitioners without any degree of consensus being 

reached between the varied conceptualizations of "development" either in 

terms of what we should identify as development or how we should 

achieve this phenomenon. This study does not pretend to aspire to the 

reconciliation of these different convictions.

Instead by closely examining the concepts of economic development, 

one discovers a proliferation of models which include the following: 

two-gap, big-push or critical minimum effort, unbalanced growth, vent 

for surplus, dual economy, disguised unemployment, structural inflation, 

dependency, indicative planning, growth potential, and more recently, 

the basic needs and the re-distribution through growth models. Despite

their intellectual appeal, it is notably their lack of relevant 

application that leaves them as misconceptions of the African problem. 

For example, apart from its logical inadequacies, dependency theory in

its various forms has failed to show a correlation with economic

performance, and to predict correctly. The apparently more plausible

redistribution through growth model also suffers from lack of internal
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consistency and from the fact that its workability depends entirely on a 

strong public administration which less-developed countries generally 

lack most. To place our study in perspective, we shall briefly recall 

the major directions which development theory has pursued in the past 

and proceed to evaluate its impact on African industrialization.

The African Concern and the Neo-Colonial Underdevelopment Paradigm

In the 1960s when most sub-Saharan African countries became 

independent, the "development" imagery shared by African governments, 

most western advisors and international development agencies pointed to 

the importance of "big" investments and the need to achieve large-scale 

shifts in economic practice and thinking. The transformation into 

independent states and the concomitant responsibilities associated with 

the status of statehood posed the attendant problem of strategic 

policies in meeting the host of challenging responsibilities.

This imagery was not conceived in an intellectual vacuum. It was 

predicated on the ideas and propositions on economic development 

formulated by leading development economists in the fifties and sixties. 

This section then, is to present a statement of what by the beginning of 

the sixties had come to constitute "mainstream" development economics 

and to demonstrate the close similarities between the development 

"recommendations" of the economists on the one hand, and the economic 

strategies adopted by nationalist leaders in post-colonial Africa on the 

other.

2



This survey of the development literature of the fifties does not 

give the impression that the profession was completely agreed about all 

the ideas to be presented below. The task here is to identify the main 

thrust of the writings on economic development during the period under 

study, i.e. fifties and sixties.

A special concern of development economics is the poverty of

nations. The questions it seeks to answer is: why does poverty tend to

persist, how did the wealthy countries manage to do it and how can poor

countries also become rich? Some of the most influential of the early

explanations came from such renowned economists as Nurkse, Leibenstein,

Myrdal, Kuznets and Lewis.^ Nurkse argues that most developing

countries start with a small supply of investible resources which

maintains low productivity and low income. The country is thus

confronted with low per capita income which explains the lack of savings

which in turn leads to scarcity of investment as well as development

capital. In his view therefore both the inducement to invest and the

ability to save are a rising function of per capita income. This

condition is said to retard economic progress and explains the theory of
2self-perpetuatxng poverty.

Leibenstein's notion of the "low level equilibrium trap" adds 

another dimension to the problem of Nurkse's analysis above. He placed 

more emphasis on the creation of human as well as physical capital. He 

specifically identifies the influence of expectations of future rates of 

growth on investment decisions. In his model, Leibenstein asserts that 

at a low initial level of development, improvements in living standards

3



would tend, after a time, to induce an accelerated rate of population

growth which would overtake the expansion of total income and thus force

per capita income back down again. Thus "at a low per capita income

level, Leibenstein contends that "the income-depressing forces are more

significant than the income-raising ones" and so these economies tend to

"return eventually to a state characterised by a near subsistence level 
3of income.

Myrdal in his attempt to explicate the persistence of poverty 

developed his notion of circular causation to propound the view that 

"market forces will tend cumulatively to accentuate international 

inequalities."4 Kuznet also pointed to the special problems of 

present-day underdeveloped countries striving to develop with per capita 

incomes perhaps only a half or a third of those in the rich countries
5when they began their industrial revolutions. Stress was placed on 

capital formation as the prime mover of development. According to 

Higgins "capital accumulation is the very core of economic 

development."® These scholars saw a close link between the level of 

investment and the future rate of growth of the economy as well as the 

individual investor's expectations as the central issues underlying the 

development debate.

Scitovsky further extended the range of problems by pointing to the 

existence of externalities in low-income countries and how these 

externalities impinge on their development. There was in his ion a

big difference between national and ’rlernational welfare 

considerations. He writes "when national interests predominate,

4



investment in exporting industries is always less, and that in import-

competing industries is always more desirable from the national, than

from the international point of view", because part of the welfare gains

of foreign trade are enjoyed by foreigners who also have to bear some of
7the costs of development.

The literature provided an almost unanimously negative answer to

the practical possibilities of export-led development in low-income

countries. Unlike many of the rich countries which were able to build

their economies upon an expanded trade and large importations of foreign

capital, this channel of development was literally closed to the low-

income countries because of their weak position in the global economy.

Nurkse, in 1953 argued that the growth of world markets for the exports

of the developing countries would be too slow for export-led growth to

be feasible for all but a few (the oil-producing countries being chief

exceptions). Another writer has noted that

It is a matter of historical fact that ever since the 
(eighteen) seventies the trend of prices has been heavily 
against sellers of food and raw materials and in favour of the 
sellers of manufactured articles.®

Quite apart from this alleged long-term worsening in their terms of

trade, the low-income countries were seen to be at a disadvantage

because the world markets for primary products are more volatile than

for manufacturers and because the typical developing country is heavily

dependent on just one or a few commodities. This combination of

circumstances, it was argued, left their economies vulnerable to
gexternally generated instability.



Foreign private investment was not seen as offering a promising

avenue of escape either. Singer argued that foreign investment in

developing countries being generally concentrated in the production of

primary products for export, had led to enclave type of activity having

little effect on the general development of the host economy and that

the main benefits were enjoyed in the country in which the investment

originated.^® On the subject of foreign direct investment (FDI) there

is a lack of consensus among mainstream writers. We shall return to

this controversy over the role of FDI in the developing world.

There was pessimism too, about the supply of entrepreneurial

talent. Leibenstein, Lewis and Nurkse considered there to be a general

shortage of entrepreneurs. They also based their case for unbalanced

growth on the view that the capacity to make investment decisions was

among the scarcest factors in developing countries. This limited supply

of entrepreneurs added a further reason and doubt about the efficacy of

a market-economy approach to development.^

Considerations such as these led most scholars of development

economies to reject the free trade prescriptions of comparative

advantage and the neo-classical theory of development. Myrdal argued 
%

that "criteria for national planning are...entirely outside the price 

system. There do not exist any "objective" criteria for economic 

planning." He further attacked the hidden value premises of neo

classical theory which he regarded as "a rationalisation of the dominant

interests in the industrial countries where it was first put forward and 
12later developed." Finally, Seers attacked conventional theory as
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being based upon the "special case" of an industrial economy, as well as

being too static to be very relevant to the essential dynamisms on the
13question of development.

From the foregoing, these economists propounded a development model 

containing suitable strategies of economic development. Killick has 

aptly summarised their proposition as follows:

1. Economic development is a discontinuous process of structural 

transformation.

2. Above a certain critical level of per capita income, growth tends 

to become self-sustaining.

3. To break out of the poverty trap and achieve self-sustaining 

growth, a "critical minimum effort" or big push is required.

4. While this push requires many inputs, its single most important 

component is a massive increase in the ratio of investment to 

national income.

5. Development entails industrialization, which by choice or from

necessity, will concentrate on satisfying home market for 
14manufactures.

For the purpose of this study we shall dwell more on the fourth and 

fifth propositions. The "big push" Killick argues bores on the theory 

of growth featuring a stable incremental capital: output ratio (ICOR).

Given a constant ICOR, a rate of growth can be assessed from a specified 

rate of investment or vice versa. This being the case it was implicitly 

assumed that a doubling, say, in the share of investment in GDP would
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15also double the rate of growth of the economy. Lewis' formulation

vividly demonstrates the point:

The central problem in the theory of economic development is 
to understand the process by which a community which was 
previously saving and investing 4 or 5 per cent of its 
national income or less, coverts itself into an economy where 
voluntary saving is running at about 12 to 15 per cent of 
national income or more. This is the central problem because 
the central fact of economic development is rapid capital 
accumulation (including knowledge and skills with capital).
Wo cannot explain any "industrial" revolution...until we can 
explain why saving increased relatively to national income.

This brings us to the fifth proposition of mainstream development

economics, that development entails industrialization. Thus for some

writers the historical connection between industrialization and

development becomes obvious with Western Europe as the centre of

reference. Scitovsky, for example, referred to development theory as
17"the theory of industrialization". These scholars found the

historical connection so strong that they apparently thought that 

history would repeat itself.

Besides the historical experience of Europe, other powerful 

arguments were marshalled in favour of industrialization. Hirschman 

and later Streeten perhaps developed the most important argument for 

industrialization as the strategy of development in low-income 

countries. Hirschman examined the power of the various types of 

economic activity to form linkages with other sectors of the economy. 

He was particularly interested in the type that would show up in an 

input/output analysis, either by creating demand for their products as 

inputs or a supply that may lower the costs of other industries. In his 

evidence, manufacturing scored heavily. Primary production came out

8



poorly for lack of backward linkage and so also did the various service
1 8activities fare poorly in Hirchman's criteria. As between industry

and agriculture, he concluded that the latter

Stands convicted of its lack of direct stimulus to the setting 
up of new activities through linkage effects; the superiority 
of manufacturing in this respect is crushing. This may yet be 
the most important reason militating against any complete 
specialisation of underdeveloped countries in primary 
production.

For Streeten the solution to poverty in developing countries is

industrialization. He writes "to rise above poverty, industrialization

is necessary.... Output and consumption per head can rise towards the

desired modern levels only with the help of mechanical aids. In this
19sense development is industrialization.”

By industrialization, they were more or less advocating for import

substituting industrialization (ISI). In their estimation import

substitution was both necessary in view of the protectionist policies of

industrial countries and, given the impracticability of achieving a

successful export trade without first establishing a home base, also

desirable as a means of internalizing for the economy as a whole the

external benefits which they associated with manufacturing. Once again

Streeten states the point more strongly, "in addition" he writes,

"manufacturing industry is subject to increasing returns, to learning
20effects and to cumulative processes."

In Steel's analysis, correlations between level or growth of per 

capita income and degree of specialization, capital per worker, and 

savings ratios provided empirical support to emphasizing industrial

9



expansion as a means of stimulating more rapid technological change and

capital accumulation in order to accelerate the rate of development.

Furthermore industrialization is attractive as a development strategy

both because it can raise income by providing more productive employment

than non industrial activities, and because it offers the potential for
21self-sustained growth for profit reinvestment. This rationale

motivated the industrialization drives of many developing countries in 

the fifties and sixties.

Advocates of l.S.I. maintain that the adoption of the strategy was 

to provide a convenient decision-making framework that can operate 

without the extensive information and technical capability that would be 

needed to analyze comparative net benefits of the full range of 

industrial investments as pertained in the industrialized countries.

Other approaches to industrialization besides ISI they argue carry 

high risks. Industrial exports from low-income countries as mentioned 

above, whether based on previously exported primary materials or on 

other local or imported materials may not prove competitive on world 

markets. In any case they faced trade barriers from international 

cartels that prefer to do their own processing and from industrialized 

countries that protect their own manufacturers. Replacement of 

traditional local production (for example, clothing, pottery and other 

household items) with industrial techniques requires vertical 

integration of production from the local material to the final product 

and may involve a good deal of research. On the one hand, the product 

may not prove acceptable to consumers accustomed to traditional goods;

10



on the other hand, if it is successfully introduced, productively
22employed craftsmen will be thrown out of business.

Import substitution was seen as less risky than these alternative

approaches to industrialization because it does not involve new goods

that consumers may reject; the demand for the goods is known (from

previous import statistics) and the market can be assured by restricting

competition from imports. In addition import substitution was said to

appear attractive to countries undergoing balance of payments

difficulties or attempting to reduce dependence on former colonial

powers, because it involves the substitution of domestic for foreign

value added. Profits can be assured through protection or by passing on

to domestic consumers the high cost of production involved in the

initial stages of industrialization and in the starting-up periods of

particular investments. Protection and import substitution also provide

a means for inducing foreign companies to invest in local markets, by
23limiting imports from their home country.

In brief, industrialization was seen to be more likely than 

agriculture to be associated with modernization attitudes and the 

generation of technical progress. Productivity tends to be higher in 

industry. The growth of industry generates a demand for agricultural 

goods thus stimulating the development of agriculture and provides 

material incentives for agricultural expansion in the form of low-cost 

manufactured goods. Industrialization is a pre-condition of 

agricultural progress in the countries with high population density by 

providing non-agricultural avenues for employment to relieve pressure on
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the land. More generally, industrialization is a means of reducing 

unemployment. The above arguments sum up the underlying goals and 

objectives of ISI and how the advocates perceived its implementation. 

This strategy was not without problems, problems which will be discussed 

shortly.

The next question to be addressed by the development economist was: 

which institution(s ) should be responsible for initiating or 

"supervising" the big push in the face of scarce entrepreneurial skills 

and imperfect factor and product markets. Myrdal provides some answers 

when he points out that it was "universally urged" that low-income 

countries "should have an overall, integrated plan”. Moreover, he said, 

"because of the various deficiencies in a backward country it is also 

accepted by everyone that the government will have to take over many 

functions which in most advanced countries in the Western world were
o Aleft to private business." In effect mainstream development economics 

of the fifties was highly interventionist. It established powerful 

theoretical and practical arguments against reliance upon the market 

mechanism and advocated a strategy of development which placed the state 

in the centre of the stage. A central planning agency was to provide 

inducements or commands superior to the price signals of the market.

There was lack of consensus on the nature of the state's role, 

i.e., whether the instrumentalities of the state should be largely 

direct, that is, modifying but working through the market mechanism by 

such means as tariff policy and the provision of tax incentives for 

investment, or direct, i.e. replacing the market by administrative
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controls and the establishment of state owned industries. Another issue 

of controversy within the development economics "school" was the role of 

foreign direct investment (FDI).

The traditional economic argument in support of FDI as filling

"necessary gaps" was not altogether discredited by development

economists. FDI (as well as foreign aid) is typically seen by its

advocates as "a way of filling in gaps between the domestically

available supplies of savings, foreign exchange, government revenue and

skills and the planned level of these resources necessary to achieve
25development targets."

The first and most often cited contribution of FDI to national 

development (i.e. when this development is defined in terms of GNP 

growth rates —  an implicit conceptual assumption) is its role in

filling the resource gap between targeted or desired investment and 

locally mobilised savings. A second contribution analogous to the first 

is its contribution in making up for the disparity between targeted 

foreign exchange requirements and those derived from net export 

earnings. The assumption was that the foreign-owned enterprise can 

generate a net positive flow of export earnings. By taxing MNC profits 

and participating financially in their local operations the host country 

was to fill the gap between targeted governmental tax revenues and

locally raised taxes. Finally there is the gap in management, 

entrepreneurship, technology and skill presumed to be partially or

wholly filled by the local operations of multinational corporations

(MNCs).2® Unfortunately, the overall effect of MNC activities on the
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development of the host economies in the light of the above assumptions

has generated much debate and controversy to such varying
27interpretations as the issue of the benefits and costs of MNCs. We

shall return to this subject later in the discussion.

We should now take notice of how easily the literature of the

fifties could be fitted into the anti-colonial struggle of the same

period, from which Ghana had just emerged. The congruence of the ideas

of mainstream development economics with those of the nationalist
28leaders of Africa and Asia is one which has been identified by Myrdal. 

Some of the economists in question were quite explicit about their anti

colonialism. Lewis, for example, in his celebrated essay on the labour- 

surplus economy, argued that "the record of every imperial power in 

Africa in modern times is one of impoverishing the subsistence economy, 

either by taking away the people's land, or by demanding forced labour

in the capitalist sector or by imposing taxes to drive people to work
2 9for capitalist employers." Myrdal similarly related economic 

backwardness to colonialism.^® The arguments deployed to the effect 

that there was a secular tendency for the terms of trade developing 

countries to deteriorate, and that foreign investment tended merely to 

create enclaves the main direct and indirect benefits of which were 

enjoyed in the investing country, also provided good intellectual 

weapons to those embattled against the colonial powers.

The type of development strategy summarised earlier also proved 

highly attractive to nationalist leaders. The anti-colonial struggle 

and the subsequent achievement of independence by many African
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countries, generated expectations of rapid improvements in living

standards and the "big push" type of strategy gave the impression that

quick results were there to be had.

The fact that development economics lent support to the nationalist

cause in low-income countries ensured that these ideas would have a wide

currency and would exert much influence there. This helps to explain

why the new nations, Ghana among them, implemented many of the policy

recommendations of the literature.

Mytelka aptly captures the development fervor of the time:

Development theorists had embraced both the notion of 
industrialization as an integral part of the development 
process and the characterization of industrialization as the 
mass production of standardized manufactured goods with all 
its implications for the organization of labour...and its 
particular requirements for capital, markets and sophisticated 
managerial know-how."^

The debate then was not about the form that development would

take, but rather the means to achieving "modernization" via

industrialization. In practice these governments, to induce capital,

engineering, management and marketing skills and to guarantee domestic

market for goods that these imported factors could produce, adopted the

policy of "industrialization by invitation". In this regard tariff,

exchange rate, wage, price, tax and credit policies were combined to

create an environment within which investments in industry would be
32profitable to foreign capital.

These policy measures assumed the legal form of investment codes 

that insured industrial investments against the risk of nationalization
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and of currency inconvertibility. Under the investment code firms did

secure priority status which entitled them to exemptions from corporate

income taxes, property taxes and import duties on transportation
33equipment and the industrial machinery.

Another outstanding feature of the African industrialization

process is the significant extent to which its policies have been shaped

by MNCs. It has been said of the MNCs that they "have served as

investors, as managers or as advisors to those in key investment

decisions.^4 They were also seen as having expanded opportunities and
35raised incomes and government revenues in these countries.

The high expectations of the import substitution industrialization

(ISI) advocates dwindled considerably in the 1970s as a result of the

negative impact of the ISI strategy. The large industrial programmes

were increasingly seen to be incompatible with the level of human

suffering experienced by a large percentage of the African population.

The various "trickle-down" theories which had suggested that

modernization would produce spin-off benefits for the poorer members of
36the community were largely discredited.

The 1970s, therefore, witnessed a re-orientation towards the 

perceived "basic needs" of the populace. Thus theorists and policy

makers began talking about a new approach to Africa's development needs. 

The rise of the "growth-with-equity" school and the "basic needs” 

approach can therefore be attributed to the new thinking on development

in the face of the adverse difficulties encountered under the ISI 
37program.
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The reasons for the poor performance record of the ISI strategy 

stems from a number of interrelated factors. First, the belief implicit 

in both orthodox and marxist theories that all non-European forms of 

society were "traditional" and "technologically stagnant" gave birth to 

the concept of economic dualism which was seen as the character of the 

African society. Dualism thus influenced and still influences 

industrial and technological policy-making in Africa. A case in point 

is the belief that peasant agriculture cannot be transformed and must be 

replaced by "modern" farming techniques using machinery and chemicals. 

In the same vein artisans such as metal workers, weavers and potters 

were systematically excluded from consideration as a possible source of
o o

innovative forms of "modern" industry.

Under such discriminatory conditions, productivity in the informal 

sector remained low and their potential for growth has been constrained. 

In effect they were neglected in the march towards economic growth and 

development. But considering the fact that the majority of employed 

labour is to be found in the informal and agriculture sectors —  

artisans and subsistence farmers, it becomes obvious that their non

integration and virtual exclusion under the ISI of the 1960s greatly 

contributed to its failure.

Another defect in the ISI strategy was the misallocation of 

resources. Agriculture was given the role of fueling the 

industrialization process by providing surpluses. As it turned out 

this policy was at the expense of the vitality of the sector. 

Agriculture has become unable to provide basic food needs of the
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population. The surpluses provided by the agricultural sector together

with the foreign aid received paid for infrastructure, especially

expensive administrative buildings with high future maintenance costs.

The infrastructure and the institutional structures were mostly located
39in the urban areas.

This problem of "urban-bias" and "anti-rural" trends inherent in

the ISI is located in the structural, class and ideological inclinations

of the post-independence ruling elite. They ceased to identify with the

people and their problems at independence. They perpetuated the
40colonial development paradigm to serve their class interests.

The heavy reliance on foreign aid and foreign direct investment

(FDI) as well as on capital goods and equipment from abroad made African

countries more vulnerable to sudden changes in the international

economic system. As it turned out the oil shock of the early 1970s

drastically reduced the inflow of foreign aid and FDI as a result of the
41severe repercussions the oil shock had on western economies.

At both international and local levels the view that foreign

private investment and MNCs have expanded opportunities and increased

government revenues has been seriously challenged. Some studies have

found negative long-term effects of FDI on the balance of payments of

many African countries, on the subsequent rate of economic growth in

these countries and domestic employment levels, regional balance and
42income distribution.

As the "revolution of rising expectation" unleashed by ISI in 

Africa gave way to the "revolution of rising frustration", the
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legitimacy of Africa's new leaders was threatened. In Africa it can be 

argued that the very legitimacy of the authorities has been challenged 

more often than not on the basis of their economic performance. The 

declining economy and the expressions of popular discontent it set in 

motion —  in the form of general strikes, boycotts and student unrest 

—  necessitated an appraisal and rethinking of the initial development 

strategy.

This rethinking of the earlier strategy bore principally on the 

need to expand economic opportunities for Africans, promote coherence in 

the national economy and establish a new relationship with foreign 

capital. To meet these goals, where African entrepreneurship was 

lacking and/or where there were disappointments with the speed, scope 

and costs of MNC-led industrialization, the state now assumed a greater 

role in the national economy.^

At the theoretical level some African leaders characterised the 

relationship of post-colonial Africa with the West as "neo-colonialism". 

They blamed their lack of economic growth on the unequal trade 

relationship with the "core" states. They identified capitalism with 

"exploitation". They also espoused the view that socialism was more 

compatible with the communal tradition of African society. Nkrumah 

categorically dismissed capitalism as being "too complicated" for 

Africa.

As such a new ideological umbrella under which the new policies 

would be packaged and justified was required. Describing the 

ideological storm blowing across the continent at this time Cohen had
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this to say: "the most powerful ideology in contemporary Africa was

'African socialism'".45 Though it assumed different meanings and forms, 

"African socialism" expressed itself in two concrete ways in the area of 

economic policy. With respect to agricultural development interest 

tended to be placed on large-scale state run efforts such as the state 

farms Ghana experimented with. Secondly and more importantly there was 

an inclination to give the state a much greater role in internal and 

external commerce through the creation of state trading corporations. 

Berg's description of the statist policies of the time is very 

illuminating:

The paraphenalia of state controls flowered almost everywhere, 
ranging from price controls and marketing boards to sales 
quotas, price controls, monopolistic allocation of sales and 
purchases, regulation of entry into trade and industry, 
provision of "rations" as part of wage payments and compulsory 
"deferred saving" schemes of various sorts on the wage 
sector.45

Whatever their ideological complexion no government was able to

establish a "pure" socialist economy. At least they practiced an

eclectic mix of socialist economic rhetory with capitalism. In the

words of Nkrumah:

The struggle against neo-colonialism is not aimed at excluding 
the capital of the developed world from operating in less 
developed countries. It is aimed at preventing the financial 
power of the developed countries being used in such a way as 
to impoverish the less developed.47

The practical implications of this shift in ideology and strategy for

African development culminated in the creation of large parastatals and

active government participation in all sectors of the economy especially
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in promoting the establishment of intermediate and capital goods 

industries.

In his evaluation of these statist policies Paul Kennedy argues 

that Africans were no better off under socialism than they were under 

capitalism.48

Reasons for the disappointing results of the statist approach are 

attributable to the fact that more often than not the parastatal 

organizations were designed, managed 'and financed by multinational 

enterprises. Secondly, foreign donors have played and continue to play 

an important role in setting the agenda for industrialization on the 

continent. The net effect of this massive reliance on foreign aid is 

the present debt crisis confronting Africa. The debt problem in turn 

has increased the interventionist role of donor agencies. The 

Structural Adjustment Program currently in vogue as the panacea for 

Africa's ailing economy attests to the ubiquity of international 

interventionism on the continent.

Coupled with these developments is the re-emergence of neo

classical analysis as a tool of development theory —  that which 

emphasizes efficiency of both factors and product markets —  profoundly 

influenced the renewed interest in human resource development. However, 

the neo-classical school failed to give adequate attention to the fact 

that, underlying the structural imperfections in the factor and product 

markets in these economies, are the poor quality of economic decision

making and the lack of opportunity to make them.
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Thus, neo-classical prescriptions - of economic development over-
49emphasized the primacy of entrepreneurship. On the other hand,

development theorists practically discarded the subject of

entrepreneurship taking the view that a profitable economy will have no

shortage of entrepreneurs. Others also argued that the fundamental

entrepreneurial problem in less developed countries, as a whole has been

solved,50 when in fact international comparative studies have shown that

over half of the difference in per capita incomes between the U.S. and

the less-developed world can be explained by differences in human

capital endowments5 (including entrepreneurial resource endowment

packages). In this way, development theory failed to account fully for

its own premise that economic development is tantamount to the

development of people —  of their skills and capabilities, their
52resourcefulness and motivations. This lapse in the history of

development has given rise to advocates of the entrepreneurial 

revolution thesis. It is based on the notion that the most feasible 

strategy is to use the human factor both as a cause and beneficiary of 

economic development. It is addressed to the fundamental question of 

what people want (the extent of their concerns and aims), what people 

can do (the range of possibilities in alternative development patterns), 

and how people can be motivated to maximize the achievement of 

attainable objectives (the type of ethno-cultural system that is both 

inducive and conducive for the attainment of those objective, and the 

nature of relations between countries). The thesis therefore takes 

fully into account the over-riding human want for expression, creativity
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and involvement which are the bases of human culture and civilization. 

Plausible as it sounds, this approach has very serious drawbacks when 

applied uncritically to the Ghanaian context.

Theoretical and Conceptual Foundations of the Entrepreneurial Revolution 
Thesis in the Ghanaian Context

As a socio-economic phenomenon, entrepreneurship does not involve 

entrepreneurs alone, but also entrepreneurs' encounters with non

entrepreneurs and so on. The ripples of the process, however, originate 

from entrepreneurs as individuals -(or groups of individuals). 

Therefore, from the functional perspective the entrepreneur is an 

individual who, by occupation and on his own behalf, takes judgemental

decisions regarding the allocation or co-ordir.ation of scarce economic 
53resources. The specific kinds of activities performed are given m

54Kilby's thirteen-role model, in which all functions are considered 

marketable and hence delegatable, except the functions of perceiving 

market opportunities and gaining command over scarce resources which the 

entrepreneur must perform himself. Indeed, the very function of 

delegation is itself a responsibility about which judgemental decision 

must be made by the entrepreneur. Thus, certain qualities must be vital 

for successful decision-making. Among these are imagination, foresight, 

and the motivation and drive by self-interest to maximise "profits”, 

adaptiveness and proficiency in such skills of decision-making as 

analytical ability, organisational and delegational skill as well as the 

skills of search and communication. All these could be improved by 

training and experience.55
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Ultimately, however, the extent of this behaviour would depend both

on the types of institutions for structuring information flows —  which

reflect the relative cost of information to him —  and on the structures

and customs of society at large. These last two factors are of course

dynamic and are themselves influenced by methods adopted by society to

solve its basic problems of "what to produce", "how to produce" and

"for whom to produce".56 The various economic systems therefore provide

different climates for economic entrepreneurship. In an ideal

situation, the entrepreneur must, among other conditions, be supremely

free from the limitations of information flows, institutional

constraints on entry into the entrepreneurial role, political

instability, et cetera. It is in these contexts that the social and

economic impacts of entrepreneurship manifest themselves in meeting the

challenges of economic growth and development.

Schatz, however, gives the term "entrepreneur" a much narrower

meaning. The entrepreneur was the innovator, the deviser of new

production functions, new products, new forms of business organization

and so on. The term is still used in this narrower meaning in some
57parts of the literature on economic change. The distinction is

important in relation to this study because one of the major conclusions

here is that, while Ghanaian traders do not lack business acumen (as

evidenced by their switching to different commodities in order to take

advantage of market fluctuations and by their diversion of earnings from

trade into other investments, either higher-yielding or more secure)
58they are, nevertheless, rentiers at heart. Therefore, if business
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proprietors were to help significantly to lift Ghana to new and higher 

levels of economic activity, new men with new objectives will have to 

emerge. Ghana's experience indicates that these new men must be 

"created" by the state.

Ghana, the country under study, has literally gone through all the 

various stages of the "African experience" of development. The Nkrumah 

regime (1957-66) and Rawlings regime (1981-90) have enjoyed relatively 

longer stays in office than most Ghanaian regimes. In choosing the two 

administrations for our comparative study of Ghana's economic 

development via industrialization, we shall be addressing ourselves to 

questions such as:

1) What main differences are there in the industrial strategies 

of the two periods and what accounts for them?

2) Where were the main problems encountered in each period

—  how were they different?

—  how far were differences apparent in solutions tried?

3) How did external forces/factors differ at the two periods?

4) What general conclusions can be drawn from the comparison?

Answers to these questions will lay the basis for the call for a

thorough debate on industrialization strategies and their consequences.

Summary

It is clear from the foregoing that the concept of development is 

controversial and the phenomenon of economic development extremely 

complex. Whereas the classical theorists equate increase in per capita
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income, that is economic growth with development, the political economy 

approach draw a istinction between growth and development and advocate 

for at least a balance between the two. The political economy approach 

further seek a close correspondence between development policy on the 

one hand and the resulting political system on the other. This aspect 

of the debate is subsumed under classical economic theory.

In short the question of which development strategy is the best 

cannot be easily answered. The answer may depend very much on the 

development goals one wants to pursue as well as on the available 

options. Equally important is how that society is inserted into the 

world system at a particular point and the pressure the external forces 

exert on it.

Taking Ghana's classical colonial history as a starting point, the 

next chapter will trace her political economy under British colonial 

rule till independence. We shall determine how Ghana's economic 

development was shaped and conditioned by an external force —  Britain.
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Chapter 2

COLONIALISM AND DEVELOPMENT IN POST-INDEPENDENT GHANA

To enable us understand some of the problems which confronted and 

still confront post-colonial regimes in Ghana, this chapter will offer 

an analysis of colonial rule and its impact on Ghana. Emphasis will be 

placed on the nature of British economic interests and the attendant 

social formations they engendered. The study will be divided into two 

periods 1874-1950 and 1951-1957.

The imposition of colonial rule in Ghana (formerly Gold Coast) and 

its permeation into the socio-economic fabric of the colony radically 

altered the dominant mode of production in the society and drastically 

transformed the patterns of social relations. The far-reaching 

structural changes initiated by colonialism established the foundation 

of the economic framework within which post-colonial governments have 

had to devise and implement development policies. Moreover a number of 

obstacles to growth and development arise from the peculiar set of ideas 

and practices passed on to Ghanaians by the colonizers. This is a many- 

sided issue which can only be touched on here.

Colonial Hegemony

British influence along the Gold Coast grew as a result of a 

combination of economic policy and missionary, merchant and 

administrative activities. Following the abolition of slavery by
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Britain in 1807, British missionaries as well as others from Switzerland 

and Germany arrived to preach a message of "spiritual renewal" to 

peoples suffering from the moral and material decay fostered by the 

slave trade.1

Altruism did not play a part in the arrival of the British 

merchants whose activities in the Gold-Coast date from the late 

seventeenth century, and the formation of the Royal African Company. 

This association was succeeded by the African Merchants whose relations 

with local peoples living in the vicinity of British-held forts were 

formalized through special treaties and bonds under which certain chiefs 

acknowledged the right of the Crown to intervene in the administration
pof justice but not to govern. In 1821, the imperial government assumed 

control over Britain's coastal possessions and forts when it became 

clear that the African Company . ould not deal with the Asante or secure
3the slave trade abolition.

The British were however to abandon the Gold Coast in 1821 after 

their unsuccessful campaign against the Asantes. Administration of the 

forts was handed back to the Company Merchants until 1843 when the 

British government once again reclaimed the job of administering the
4Gold Coast settlements and forts. Determined to maintain "peace", the 

British in 1844 enacted the first of a series of bonds —  special 

treaties with Gold Coast states under which certain chiefs acknowledged 

the right of the Crown to intervene in the administration of justice but
cnot to govern. These bonds enabled the British to usurp the judicial 

role of the kings and chiefs.
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Unlike the Fante, the Asante had always resisted British

intervention. Asante expansionism, it has been argued, was the force

that had driven the Fante and other peoples to commit themselves to

British protection.6 The Asante were "officially regarded by successive

merchant and colonial governments as wealthy but disturbing neighbours

whose power continually offered a potential threat to British trade and 
7influence". The British feared that Asante political organization and 

alliances would result in their being barred from the interior trade in 

gold. Determined to secure their economic interests, the British 

concluded that having access to the gold centres required a measure of 

political stability which could only be achieved by the subjugation and 

colonisation of the Asante. Consequently, the British invaded the 

Asante capital, Kumasi in 1874-75, 1884-85, and 1895 till the final
O

defeat and subjugation of Asante after the 1900 war.

By 1885, the Colony of the Gold Coast represented the largest area

controlled by Britain on the West Coast of Africa and included forts and

chiefdoms to the immediate interior that had been annexed in 1874. The

Asante lands were annexed in 1901 as part of the colony and the Northern

Territories made up a protectorate. In 1902, the Gold Coast was a

British Crown Colony made of three separate but contiguous territories,
gwhich fifty-five years later gained independence as Ghana.

The Colonial Economy: 1874-1950

The colonial name for Ghana, the Gold Coast, reflects the country's 

economic history. European countries had long been dependent upon West
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African gold. However it was the slave trade that really drew the 

British into the Gold Coast and led them to build forts to protect the 

occupants, from both rival European countries and potentially hostile 

Africans.

During the era of the slave trade the Gold Coast was drawn into 

what became known as the triangular trade. Cheap manufactured goods 

were shipped from Europe to Africa where slaves were bought or seized 

and shipped to the West Indies and Americas, and there exchanged for 

minerals and foodstuffs to be sold in Europe.1® Thus Britain's economic 

and eventual political primacy in the Gold Coast was a consequence of 

slaving contests with other European nations.11

When the slave trade was abolished in 1807, to fill the economic 

void the British commenced another economic activity which is commonly 

referred to as "legitimate trade”. For one thing, the British economy 

was being industrialized and needed raw materials, hence a legitimate 

trade in raw agricultural products —  palm oil and kernel peanuts was 

launched in the Gold Coast.

The export of raw agricultural products, then, coupled with mineral 

exploitation, became the mainstay of British economic activities in 

Ghana which in turn transformed a hitherto subsistence economy into a 

cash economy. Agriculture was by far the most productive sector in 

terms of revenues compared to the mining industry. In the period from 

1881 to 1885, for instance, 73 per cent of the total exports were palm

products, oil accounting for 47 per cent and kernels for 26 per cent.
12There was also a boom in rubber m  the latter part of the century.
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Palm oil, palm kernel, rubber and timber while constituting 

significant percentages of Ghana's exports dropped sharply affr 1905 

and had virtually disappeared by 1915, leaving cocoa as the only 

agricultural export of any significance. The export of cocoa from 

Ghana, which began in minute quantities in the 1890s, rose considerably 

after the turn of the nineteenth century to become the foremost export 

of the colony, vastly overshadowing all others. The reliance on cocoa 

as we shall see was obviously a double-edged sword; in times of boom it 

yielded high revenues not only for Ghanaian farmers, but also for the 

expatriate traders who organised its exports, and through them to the 

state (in the form of export duties), but in times of depression it 

severely reduced the overall revenues of the colony. All sectors of the 

economy came to depend on cocoa and its unstable price on the world 

market.13

The centrality of cocoa to the economy culminated in the

development of a monocultural dependence on cocoa in the colony.

Attempts at diversification failed, either because farmers were

uninterested at cultivating different crops when cocoa revenues were

high or because diversification schemes could not be funded when cocoa 
14revenues were low.

The history of the mining industry of Ghana is the takeover of an
tindigenous industry by a group of expatriates. As mentioned earlier, 

gold was mined in the Gold Coast long before the first European 

entrepreneurs negotiated concessions for mines in the early 1870s. But 

because they possessed superior technology, the final result of the
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negotiation of such concessions was the elimination of indigenous mining

enterprises. The discovery of manganese and bauxite between 1917-30,

the mining of which was also undertaken by expatriate firms meant the
15total control of the mining industry by expatriates.

The colonial economy then hinged on agriculture and mining.

Agriculture was the largest sector, employing more labour and producing

more output than any other with cocoa as the colony's most important

export. The bulk of the colonial government's export revenue was raised

by taxing external trade.16 A point of interest about Ghana's

agricultural export economy is the fact that, unlike some colonial

economies like Kenya or South Africa where commercial agriculture was

the occupation of European settlers, the success of cocoa farming in

Ghana was due to the entrepreneurial skills of Ghanaians, farmers who
17were not alienated from their means of production. This state of

affairs was to have profound consequences on the formation of social 

classes in Ghana.

In return for the mineral and agricultural products which they 

produced for export, Ghanaians were sold a variety of manufactured goods 

which were for personal use.

In public infrastructure and administration most government 

investment was directed into transport and communications, interests 

which were as real and important in the determination of colonial 

economic policies as British mining interests. For instance in the Ten 

Year Development Programme of 1920, 75 per cent of the expenditure

undertaken as part of the programme was on transport —  mainly in the
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18construction of railway and deep-water harbour. This pattern of

development continued well into the 1950s (see Table 2.1). In the

words of Kay "the transport system the colonial government constructed

provided in a very real sense, the physical sinews of the market in
19terms of the routes it chose...."

The net effect of this pattern of colonial development policy in

the specific case of Ghana, led to structural imbalances between the

south, the middle belt region and the north. Economic opportunities

varied among the regions, the ethnic groups and the incipient social 
20classes. Southern Ghana became supplied with colonial education that 

corresponded with British domination, i.e., conversion from traditional 

religions, beliefs and customary practices to Christianity, and 

university education abroad for a select few who either showed 

preference for English manners or were from chiefly lineages. The 

products of this education became self-conscious westernized elites —  

the "been-tos", as they were locally referred to —  an identifiable 

group in terms of their adopted foreign lifestyles and values, i.e., 

individualism, Christianity, employment in the urban milieu, and petty- 

bourgeois class interests, complete with capitalist professions and 

occupations such as private legal practice, export and import and 

trading and ownership of small businesses.

In the end there was incompatibility between the local values and 

the adopted western lifestyles which made identification with elements 

of traditional setting, i.e., extended family systems, communal

ownership of the principal means of production, land, etc., next to
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Table 2.1

Expenditure infer Development Plans, Estimates and 
Actual Expenditure (EOOOs)

First Development Plan* Consolidation Plan**

Estimates Expenditure Estimates Expenditures

Industry and mining 3,246 3,091 1,736 3,456
Agriculture, forestry, fishing 5,876 4,842 2,758 2,226
Education 12,628 12,231 5,064 4,131
Health and sanitation 5,271 4,644 1,736 681
Other social services 579 579 -- --
Housing 5,225 5,182 1,481 1,447
Public administration 3,374 3,033 2,052 2,861
Police and prisons 2,674 1,981 964 686
Broadcasting 693 744 425 176
Roads 11,698 14,822 4,759 3,456
Railways and inland waterways 8,422 8,006 2,074 3,640
Tema Harbour -- 8,200 7,850 7,894
Airports and airplanes 195 153 344 521
Shopping 77 -- -- --
Other transport 118 183 11 13
Posts and telecommunications 1,718 1,643 806 596
Electricity 1,916 2,123 2,377 1,173
Uater and sewerage 5,907 3,421 1,806 1,520
Tema township -- -- 6,932 3,241
Volta -- 1,558 104 373
Defence 2,826 2,689 425 498
Miscellaneous 10,540 9,099 4,130 4,147

Total 82,983 88,224 47,834 42,736

Notes: * The First Plan covers the period 1951-7.
** The Consolidation Plan was for the 1957-9 period.

Source: G.B. Kay, The Political Economy 324.

40



impossible. Western education in southern Ghana, as elsewhere in the
21periphery, therefore isolated the emerging elite from the masses.

In the middle belt region, colonialism introduced cash cropping,

with the consequence that there emerged individually-owned large cocoa

plantations that required wage labour. As well, increased mining and

other extractive industries gave rise to another group of elites who

became rich through the colonial trade. In time a group of rich rural

farmers, rare mineral traders and timber merchants emerged in the

middlebelt region. These aspired to the capitalist and petty-

bourgeoisie social status not dissimilar to their coastal 
22counterparts.

Northern Ghana was totally neglected under colonialism; it was a

depressed area in an underdeveloped country. Population from the North,

historically have been denied education, thereby making their numbers in

manual labour in the mining and cash crop sectors of the colonial

economy proportionately greater than their total representation in the
23national population.

Colonialism in Ghana introduced a ruling class consisting of

colonial administrators trained for specific functions, aided by

officers and a few local chiefs at the top and foreign capitalists, and

merchants and their "local" middle eastern and African underlings

controlling medium-size commercial activities and wholesaling at the

middle. The vast majority of Ghanaians were marginalized and "held" at
24the bottom of the socio-economic structures. They engaged in peasant 

farming, labour services, and petty trading in the emerging cash crop
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and wage labour economy. Expatriates controlled trade and dominated
25cocoa export, banking and the shipping industry.

Through the system of "Indirect Rule", colonial administrators

appointed many chiefs whose rule, in many cases, was controversial

because they were installed and backed by the armed might of colonialism

and as such could not be removed through the traditional democratic

process —  to "advisory" positions on legislative councils and as
2 6district representatives. Thus conspicuous social class cleavages

developed between the local faction of the ruling elite and masses.

However, these emerging elites were confined to subordinate roles in the

political administration and the economic activities of colonial 
97Ghana.

Perpetuating the ideology of paternalism which operated under the 

guise of humanitarianism, British domination resulted in Ghana's 

integration into the world economic system, specifically as a supplier 

of primary agricultural and mineral products and as a buyer of 

manufactured goods. Secondary industry was almost negligible. The 

government and expatriate investors were reluctant to consider 

diversification into light industry. As a top executi e of the United 

Africa Company (one of the leading expatriate commercial houses) once 

pointed out:

In the early 1930's every industrial country in the world was 
concerned with avoiding unemployment and not duplicating 
existing manufacturing facilities, with the result that the 
time was not propitious for introducing industrialization into 
tropical Africa... A further important factor was that prior 
to 1939 African purchasing power was so low that local markets 
were seldom large enough to sustain an economic manufacturing

42



The cheap bulk commodities which Ghana produced were exchanged for 

more expensive manufactured consumer goods, further reinforcing Ghana's 

external dependence and reducing the opportunities for development of a 

diversified internal system of production and exchange. (See Table 2.2)

Table 2.2

Imports, Exports and the Balance of Visible Trade, 
1940-60 (£000s)

Year Imports Exports Balance of Visible Trade 
(equals deficit)

1940 7,631 14,323 6,692
1941 6,268 13,548 7,280
1942 9,877 12,550 2,673
1943 10,167 12,631 2,464
1944 9,828 12,631 2,486
1945 10,954 15,743 4,789
1946 13,220 20,303 7,083
1947 22,590 27,415 4,825
1948 31,378 56,115 24,737
1949 45,416 49,927 4,511
1950 48,129 77,407 29,278
1951 63,793 91,990 28,197
1952 66,610 86,377 19,767
1953 73,803 89,943 16,140
1954 71,050 114,594 43,544
1955 87,877 95,661 7,784
1956 88,920 86,599 -2,321
1957 96,685 91,602 -5,083
1958 84,493 104,558 19,965
1959 113,024 113,359 385
1960 129,617 115,989 -13,628

Sources: Blue Books and Statistical Yearboks cited by G.B. Kay, The
Political Economy.... 326.
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Ghanaians consumed mostly light manufactured goods which were for

personal use: textiles, foodstuffs and provisions, ornaments, liquor,

etc. Very few of the imports were capital goods of any description. In

effect, Ghanaians produced export goods at low prices while at the same

time they paid high prices for imported goods. As a consequence there
29was little surplus income to generate savings. Both Africans and

Europeans were discouraged from producing anything within the colony
30which might compete with imported consumer goods. Besides Ghana's

increasing dependence on foreign goods, its integration into the world

economic system was to the detriment of local industry and production.

European manufactured products replaced a range of indigenous products.

Imported enamelware and brassware, for example, partially replaced the

indigenous pottery industry as well as the textile industry. A more

serious criticism of the patterns of imports into Ghana is that many

foodstuffs and provisions began to be imported which Ghanaians could

have produced for themselves. Many cash crop farmers preferred to buy
31imported foods rather than devote time to subsistence farming. The

colonial government failed to correct this anomaly in the food supply

system. As Nkrumah noted, "The British established no poultry farming

and no proper dairy farming; no ordinary Gold Coast family ever saw a 

glass of milk in its life time and there was no raising of beef 

cattle.”32

The colonial monetary system was also an extension of the 

colonizing power's domestic monetary system. There was no central bank 

and as such no local financial market. Similarly, tax collection under
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colonialism was restricted to the few people employed in the enclave 

economy and as such there was no national "fiscal capacity" to speak 

of.33 The mining corporations operating locally either paid no taxes at 

all or paid it to their "home" governments where they had their 

headquarters.

Regarding the so-called positive aspects of colonialism, it can be

argued that though colonial powers created nations, the original aim of

the balkanization of the continent was the exploitation of resources.

As well, the primary aim of the health services and research was to

enable the colonial administrators to survive in their new environments.

One may also argue that schools and colleges were built to enable the

colonial people to understand the language of their "masters" and their

commands. Undoubtedly, the roads and railways were constructed to

enable colonial administrators to visit the interior and for the quicker
34transportation of resources to the ports.

Certainly there were changes in Ghana's economy during the period 

of colonial rule. As new methods of production emerged, so did new 

social claisses develop. But inherent in this development, as noted 

above, was the contradiction that Ghana's economy was subordinate to the 

needs of the western capitalist economies and its import-export trade 

reflects its dependence on the world capitalist system. Thus what 

internal economic growth occurred in Ghana was a function of its 

position in the world market as a primary producer.
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The Anticolonial Awakening and Ghana's Independence. 1950-57

The foisting of colonial rule in Ghana and its penetration into the

hinterland sowed the seeds of anti-British sentiment. The enfeeblement

of Britain during the war, the participation of Africans in combat side

by side with Europeans, the emergence of the superpowers and an

international environment more favourable to national self-determination

—  all combined to create an atmosphere conducive to the alteration of
35the colonial system m  the post World War II period.

On the national scene it was not merely coincidence that conflict

between Ghanaians and Europeans found its expression in economic

boycotts as well as in political struggle. In early 1948, a boycott of

foreign firms set in motion a series of strikes, demonstrations and

protests throughout the country. These actions gave vent to the

widespread feelings of political frustration, economic dissatisfaction,
36social malaise and general impatience with British rule.

The 1948 outbursts were a critical turning point in the 

decolonization process. Ghana had its first elections by universal 

suffrage in February 1951. Later in the same year it was granted a non

sovereign status of limited "self-rule" under Nkrumah's Convention 

Peoples Party (C.P.P.).

But "self-rule" was to mean different things to British colonial 

administrators and the Ghanaian nationalist leaders who formed the CPP 

government. For British colonialism "self-rule" meant African 

representatives, appointed or elected carrying out policies which, if 

not determined in their entirety in Whitehall nevertheless were not to
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conflict with and did not depart markedly from the existing colonial

practices. For instance, the CPP government had to work with a civil

service accountable to the Secretary of State for the colonies through
37the colonial governor. Administratxvely,

the police, the judiciary, defence and external affairs were 
all in the hands of the Governor and, as internal security was 
not in the hands of the representative ministers, all 
decisions thereon had to come from Whitehall.

British bureaucrats held most of the senior positions in the civil

service, British stockholders owned the gold mines; over 90 percent of

the import-export trade was controlled by foreign trading companies, the
39yearly budgets were approved back xn London.

For Nkrumah and the CPP leadership, "self-rule" was a "Tactical
40Action" with external as well as internal signxficance. Externally

"self-rule" was to demonstrate to the outside world that Africans could

manage their own affairs and as such do not require "colonial tutelage".

Internally, "self-rule" was to allow the CPP to implement its

development programmes on which the 1951 general elections had been 
41won. Before proceeding to outline the CPP's economxc development 

programme, it will be expedient for our study to analyse a significant 

economic relationship that developed between colonial Ghana and Britain 

in 1948.

Since Gold Coast progress depended to a large extent on cocoa 

earnings, its production and marketing became very important to the 

British government, especially after the 1938 cocoa hold-up. Improper 

marketing conditions had led to a serious cocoa hold-up in 1937-8 and to 

a recommendation from a parliamentary commission (the Nowell Commission)
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that a co-operative selling organisation be established. Such action
42was prevented by the war.

But post World War II economic pressures led Britain to organise 

several marketing boards throughout her colonial possessions. The Cocoa 

Marketing Board (C.M.B.) was organised in Ghana in 1948 as an outcome of 

this British imperial strategy.

In theory, the CMB was to provide for stable incomes to the cocoa 

farmer by setting a lower domestic price and a narrow range of price 

variability in order to achieve stable producer price and income levels 

for the farmers, thus "saving" them from negative consequences 

associated with world market demand fluctuations. Meanwhile it was 

argued that the surplus accruing from the lower domestic price levels 

would:

(1) provide savings which could be used to develop the 
economy,

(2) drain off excess purchasing power and thus prevent 
inflation..., and

(3) provide a source from which the cocoa producers income 
could be supplemented in case of collapse of world 
prices.43

In practice, however, only the third reason was to be implemented. 

Producers' prices showed steady increases from 1948-57, even as the 

world market price fluctuated wildly (see Tables 2.2 and 2.3).

Apart from producer income maintenance, British colonialism used 

the foreign currency surpluses (cocoa earnings that came from several 

non-sterling currencies, such as dollar areas) held in British Bank 

deposits and long-term securities owed to marketing boards "from Accra
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to Mombasa and across the Indian Ocean to Kuala Lumpur" to shore up the 

value of the pound sterling.^ Marketing board exports to other parts 

of the world therefore fetched hard currencies which for post-World War 

II Britain, the Marshall plan notwithstanding, meant the difference 

between international bankruptcy and economic solvency.

Table 2.3

Cocoa Producer Prices and Export Prices, 
1947-48 to 1959-60

Crop Year
Pounds per Ton 

Producer Price Average Export Price
Producer Price as 
percent of export 

price

1947-48 75 201 37.3
1948-49 121 137 88.3
1949-50 84 178 47.2
1950-51 131 269 48.7
1951-52 149 245 60.8
1952-53 131 231 56.7
1953-54 134 358 37.4
1954-55 134 353 38.0
1955-56 149 222 67.1
1956-57 149 189 78.8
1957-58 134 304 44.1
1958-59 134 280 48.0
1959-60 112 226 49.6

Source: Tony Killick, "The Economics of Cocoa", in A Study of
Contemporary Ghana. 369.

The extent of Britain's exportation of foreign currency surplus 

from Ghana through the C.M.B. drew the following comment from a British 

financial expert:
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The investment of 1,000 million pounds sterling in Britain 
does not accord well with the commonly held ideas on desirable 
direction of capital flow between countries at different 
levels of economic development.4®

Throughout the 1948-58 decade, Ghana continued to "invest" its 

foreign earnings in Britain, while running merchandise accounts deficits 

on projects (itemized in the Lewis Report).**® The rationale for such 

neo-colonial strategy was that the reserves were needed in Britain

Table 2.4

The Cocoa Marketing Board and Ghanaian Reserves 
(millions of pounds)

Year Total CMB Proceeds Paid to Producers Total Ghanaian Reserves

1948 41.5 15.4 n. a
1949 37.5 21.2 n.a
1950 45.1 21.2 113.3
1951 70.3 34.4 137.2
1952 51.6 31.4 145.1
1953 57.1 32.5 160.1
1954 74.7 28.0 197.4
1955 77.5 29.5 208.2
1956 52.3 35.0 189.8
1957 50.7 39.5 171.4

Source: Adapted from Tony Killick, "The Economics of Cocoa" in A Study
of Contemporary Ghana, 360 and 367.

in order to demonstrate (Ghana's) ability and will to meet its 
commitments and to inspire the confidence without which 
foreign assistance, whether in the form of private investment, 
managerial ability, or financial assistance will not be 
forthcoming.47

That is, Ghana had to export its capital in order to obtain 

capital imports. According to Pitch and Oppenheimer, "Ghana's role in 

providing Britain with capital and specifically with dollars, was
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48larger than that of any other colony with the exception of Malaya".

This view is complemented by Arthur Creech Jones, former colonial

secretary, "I think we should be conscious of the very considerable
49contribution which the Gold Coast has made to the Sterling Area”.

As it turned out, the reserves followed the pattern of colonial

revenue spending on non-durable consumer items such as food and

clothing, the rising cost of intangibles, such as shipping costs and

foreign insurance and the payment of (note carefully) British loans to

Ghana.50 The following statement underscores the economic philosophy

of the day and partly explains the above phenomenon.

These oversea territories are large primary producers... They 
have raw materials, food and resources which can be turned to 
very great common advantage, both to the people of the 
territories themselves, to Europe, and to the whole world...
If Western Europe is to achieve its balance of payments and to 
get a world equilibrium, it is essential that these resources 
should be developed and made available and the exchange 
between them carried out in a correct and proper manner.5*

The exchange of resources has perhaps been made in a "correct” and

"proper" manner between the European countries; between these countries

and the "colonial” peoples, there was an exceedingly unbalanced exchange

relation.

This state of affairs necessitated radical policy measures to 

facilitate Ghana's long-term goal of economic autonomy and development. 

However, Nkrumah's limited political power during this period of "self- 

rule" 1951-57 prevented any such measures from being implemented. What 

we see is a perpetuation of the status quo.
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Nevertheless, the CPP government drew up a development programme

which included economic and social provisions for the transformation of

the post-colonial state. Economically, the government sought:

the immediate materialization of the Volta Hydro-Electric 
scheme for total electrification of the country; a rapid 
industrialization programme linke*. with the local resource 
base and increased agricultural produce and to process che 
same for local consumption and exports; provisions for cocoa 
farmers to control the surplus funds held by the CMB for their 
benefit primarily and the country in general;

Socially, the new government wanted:

to re-organise the education system to combine elementary, 
secondary and technical education, expand teacher training 
institutions and universities, and restructure to emphasize 
universal accessibility;
to restructure health services in the country by extending 
modern medical facilities —  hospitals, clinics, etc., etc. —  
to the rural areas and introduce free access to medical 
services;
to provide pipe-borne water throughout the country; and 
to review tax policy to emphasize "the ability to pay" 
principle, i.e. where high income earners pay progressively 
higher tax rates commensurate with rising income levels.

The CPP wanted to carry out these policies in order to gain mass

support for the national liberation struggle. For Nkrumah then, the

"development project" in the post-colonial society required the fusing

of the national and social liberations.

Summary

In sum, the Ghanaian economy at the time when the CPP assumed 

office in 1951 faced three fundamental problems: structural

"disarticulation", a monocrop syndrome", of an economy based on a single 

cash crop, cocoa, and a chronic dependency on external markets for the 

sale of almost everything produced locally and the import of all its
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manufactured products. Since cocoa, the major product of the colony, 

was only marginally linked with other local activities, the cash crop 

economy was "disjointed" from the other sectors and as such 

"incoherent", each sector functioned in isolation from others. Sectoral 

exchanges or inter-sector "trade reciprocity" never developed. The 

whole value of Gold Coast output, which in turn determined the people's 

living standards and the rate of development, depended very largely 

therefore on one commodity —  cocoa. The colonial administrators' 

response to the economic structural deformities was not a development 

strategy that would foster a balanced economic growth by integrating the 

various sectors of the national economy.

Not only did the appearance of foreign companies in mining and 

commerce, plus the economic activities of the colonial government 

itself, foster the beginnings of wage labour but also and more 

importantly commodity production spread rapidly throughout the country

side, giving rise to wholly new social relations in institutions. We 

can particularly look at three social class developments:

(a) the creation of a petty bourgeoisie (along with the 

underdevelopment of the bourgeoisie due to competition with 

expatriate entrepreneurs),

(b) the evolution of a more highly stratified rural society as a result 

of the switchover to cash crop production,

(c) the beginnings of the development of a proletariat as a result of 

the need for workers in the mines and on government projects, as 

well as the need for migrant cocoa labourers.
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Politically, the colonial state was distinctively "above" the

Ghanaian society. In effect the majority of the population was excluded

from the centre of power —  which was the state.

In essence the Ghana which Nkrumah and the CPP government sought to

reconstruct was a country which after almost a hundred years of colonial
53rule had been transformed from "groups of isolated tribes" into a

"modern" state with a central authority and clearly defined boundaries.

The extent to which the CPP government managed to transform this

model colony into a truly independent state will form the basis of our 

study in the next chapter. Particularly, the strategic policies of the 

government, the problems encountered in the implementation of these 

policies and the general reaction of the economy and society will

attract much emphasis.
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Chapter 3

GHANA AT INDEPENDENCE: STRUCTURAL WEAKNESSES AND THE ROAD TO
INDUSTRIAL DEVELOPMENT (1957-66)

Introduction

Increasing participation of the state in the productive and 

distributive systems was regarded by Nkrumah as being necessary for the 

creation of a socialist society and was central to his economic 

strategy. Large sums were invested in newly created state enterprises, 

but as we shall soon discover, these investments failed to yield the 

economic benefits expected of them. As well, despite its implicit faith 

in and subsequent reliance on private foreign investment as a potential 

source of support for the capital-intensive industrialisation strategy 

it adopted, the government was to experience severe set-backs in its 

encounter with foreign capital. The task of this chapter, then, is to 

analyse the performance of the state in fulfilling an entrepreneurial 

role and the weaknesses to which the parastatal sector was prone. We 

will then disucss the Volta River Project as a case study of state- 

foreign capital cooperation in industrialisation in a developing 

country.

It is an untidy task, for the topic prevents a simple, clear-cut 

treatment and there is a mass of factual evidence to attend to. The 

approach adopted has been to present a variety of illustrative evidence 

on state-led industrialisation and analyse the complexity of the 

problems which they encountered.
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In the end we note the strong similarities between Nkrumah's 

perception of the obstacles to Ghana's development and the subsequent, 

strategies adopted, and the pessimistic diagnosis and prescriptions of 

the literature of the fifties and sixties.

The Era of Optimism

In spite of the structural weaknesses inherited from colonial rule,

most observers including Ghana's political leaders thought the country

had most if not all the "necessary factors" for development at the time

of independence. This optimism is vividly portrayed in Nkrumah's

address to the Legislative Assembly on the eve of independence.

The new state of Ghana can best be judged by looking at her 
national income per head. The wealth produced in Ghana each 
year averages just over £50 per head.. .two-and-a-half times 
the national income per head of Nigeria and over three times 
that of Tanganyika.... We are the sixth largest producer of 
manganese. Cocoa, of which we are the largest single producer 
in the world, comes from farms which are entirely African- 
owned and...we are in no way dependent on foreign capital.
The amount of our public debt is very small, and much of our 
development, such as the building of Tema Harbor, has been 
financed out of our own funds and.not, as in other countries, 
by borrowing.... Since the Convention Peoples Party came to 
power, we have always been able to maintain a budget surplus 
and a favorable balance of external trade. Even more notable 
has been the extent of public saving.... The Government put 
aside for public development £l out of every £10 worth of 
wealth produced.... The material basis for the independence 
of Ghana exists. We can stand on our own feet. (Hear, 
hear.) ̂

Ghana's experience with industrialization to advance its 

development is made the more salient and poignant by recalling its 

potential resources and the economic aspirations of its leaders as 

expressed in Nkrumah's address. Insofar as Ghana needed capital in 

excess of its ample foreign exchange reserves (almost 200 million
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sterling at the time), it was viewed as a creditworthy borrower, able to

conduct its financial affairs without largesse from nobody. But Ghana

was endowed with foreign reserves far beyond the sterling reserves in

London. As Nkrumah suggested, the per capita income of E57 ($160)

indicated a productive capacity surpassing that of most African

countries at the time. As the leading exporter of cocoa, Ghana produced

almost one-third of the world's total in 1957. It also produced 788,000

fine ounces of the precious metal that had earned the pre-independence

designation, the Gold-Coast. Some of the richest manganese ore in the

world was found in Ghana, and the mining of diamonds added to exports as

did the cutting of tropical timber. An infrastructure of roads,

railroads and port facilities, well developed by African standards

facilitated these exports as well as the receipt and distribution of

imports to meet Ghana's growing consumer demands (see Chapter 2).

Thanks to a favorable price for cocoa exports in the years preceding

independence, there had been large surpluses in the balance of payments
2and large surpluses in the central government budget.

Although there was a serious shortage of highly trained and 

experienced manpower, this deficiency was ameliorated by the 

government's willingness to have British and other expatriates filling 

in positions for which no Ghanaians were yet qualified. Moreover, 

expansion of secondary and higher education had proceeded faster in 

Ghana than in other African countries and Africanization of higher 

positions could be expected sooner there than elsewhere. (We shall 

return to this issue under "industrial strategy".) As for other levels 

of manpower Ghana had an abundance of unskilled labor ready to accept
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employment; and if skilled labor was not abundant, there was more of it
3than was demanded by employers at prevailing wages.

Furthermore, unlike many other underdeveloped countries, Ghana was 

not overpopulated. Its six million people had 92,000 square miles of 

territory making the population density only sixty-seven per square 

mile. Virgin land was still available in some parts of the country and 

much of the country enjoyed rainfall and favorable temperatures for 

agriculture. This account of favourable factors should not be taken to 

imply, however, that economic progress in Ghana was to be easy or 

inevitable. As we will see, there were many reasons to question the 

productive potential of these resources within the framework of the 

economic policies adopted by the government. But the endowment of 

economic factors of production was certainly impressive. Thus the 1957 

Economic Survey could point to Ghana's recent economic experience and 

describe the economy as "one of the most stable in the world, whether 

considered in terms of prices or in terms of fluctuations in consumer
4purchasing power".

Ghana's assets and apparent strength lay not only in the economic

sphere. Observers were also totting up Ghana's political and social

advantages as a newly independent nation. Since ministerial posts had

been opened to Africans following the 1951 elections, many of the top

Ghanaian political leaders had served in responsible positions and

gained experience in the processes of government. Moreover there was a

reasonably well established civil service and judiciary to carry out and
5enforce government polxcy.
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Nkrumah's government enjoyed the advantages of considerable

political and administrative infrastructures which could produce,

acquire or channel resources as the regime required. This was not just

a matter of economic resources but alsc of political resources —

support, legitimacy and the coercion needed to get compliance. The

Nkrumah regime was better able than most, developing countries to acquire

and allocate the factors of political and administrative production.®

In the social sphere "modernizing" influences had been abundant,

whether mediated through missionary activities, formal schooling,

entrance into "modern" occupations, sale of cash crops, contact with

traders, selling imported goods, migration within the country, visits to

urban areas, etc. In 1957, about 10 percent of the total population was

enrolled in schools and of all Ghanaians employed, about one-quarter

were in wage-labour employment. It has been argued that one cannot

equate a decline in subsistence economic activity with a decline in

strength of traditional, social activities, but there is a positive

association between the two and even in rural areas, Ghanaians consumed

only a fraction of what they produced, preferring to engage in trade or
7commerce to obtain more desired commodities and services from others. 

In Ghana, higher levels of education, rises in per capita income, 

increases in migration and monetized exchange contributed to a more 

socially mobilized population. By most of the indicators of "social
Qchange" Ghana was more "modernized" than were neighbouring countries.

Considering these economic, political and social features, it is no 

wonder then that substantial if not unalloyed optimism pervaded 

judgments about Ghana's prospects from the vantage point of 1957, and no
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wonder that Nkrumah would stress at this time Ghana's productive
, 9foundation and abundant income inflows. The appearance of economic, 

political and social strength suggested that Ghana should have been able 

to make rapid progress towards the goals of economic and industrial 

development, national integration and genuine self-determination.

Ideology and Policies. 1957-61

Development planning was not new in Ghana, since it was probably

one of the first countries to attempt national development in modern

times with the colonial Ten-Year Plan in 1919. In 1953, the First

Development Plan, originally launched after 1945 by the colonial

government as a Ten-Year Plan, was converted by Nkrumah's government

into a Five-Year Plan. This plan was almost completely financed by

Ghana. This amounted to N0 186 million (see currency conversion table 
10in endnotes) by mid-1957, and N(2 240 million when completed. However 

the plan's projects could not be implemented in the shortened time span, 

given the short supply of administrative, technical and skilled manpower 

and the limited physical capacity for importing materials and equipment. 

Ironically, the difficulty which Nkrumah had faced upon assuming office 

in 1951 was not one of husbanding government finances but rather of 

speeding up their expenditure. In the early 1950s money was not a 

constraint, but skills and facilities were. The first plan saw its 

principal task as one of utilizing the prosperity of the early 1950's to 

reduce Ghana's dependence on cocoa through efforts to diversify the 

economy. And major efforts were made in improving the administrative 

infrastructure and social services. This plan did not really have a
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strategy of development.11 It was subsequently criticized for being a

"shopping list" of projects and not a comprehensive plan complete with
12macro-economic analysis and targets of growth.

Specific to industrialization, one of the first things done by the 

Nkrumah government after it took office in 1951 was to commission a 

study of industrialization and economic policy by Professor W. Arthur 

Lewis.13 His report, considered a classic in the economic development 

literature, declined to give top priority to industrialization, 

indicating instead that increased agricultural productivity and 

improved public services in Ghana had to precede any significant 

industrial development. The costs of large-scale industrialization 

would otherwise be exorbitant.

Lewis did urge support for various industries which could operate 

without extensive subsidization and noted that "because 

industrialization is a cumulative process... it takes time to lay 

the foundations of industrialization and it would be wrong to postpone 

the establishment of any industry which could flourish after a short 

teething period".1  ̂ While improvements in agriculture and public 

services laid the foundation for industry, the instruments for 

establishing industry were to be private foreign investment and the 

government's Industrial Development Corporation (IDC).

The principal reason for relying on private foreign enterprise for 

industrial development was that Ghana lacked sufficient capital to 

achieve rapid expansion.15 But beyond this, Lewis urged that even if 

the money for industrialization were available from domestic sources, 

"industrialization cannot proceed without the knowledge of foreigners",
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that is, scientific information and, more important, managerial 
1 6experience. The conclusion was that more industrial development could

be achieved and more quickly by inducing foreign investors to bring

their capital and skills to the country. These would augment the

resources which the government (and private Ghanaians) possessed and

increase the total flow of resources into industrial production.

Following the recommendations of the Lewis Report, Nkrumah declared in

1959 that "the principal agents of industrialization during the next

five years will have to continue to be foreign private industrial 
1 7firms".

The IDC which was authorized by the colonial regime in 1947 was not

put into operation until 1951 by the Nkrumah government. It was set up

to promote industrial growth by studying possible investments and if no

private investors could be found, to launch the industry; or when one

was not sufficiently profitable in the short run, to attract investors

by undertaking the investment and operation of industries itself.

IDC enterprises, which included factories for matches, bricks and

boats as well as laundries, hotels and cinemas, were with few exceptions

unprofitable. This in itself is not surprising or indefensible,

inasmuch as the IDC was going into activities not judged profitable

enough initially for private investors. However the IDC's poor economic

performance was due in large part to frequently inadequate economic and

commercial studies of the enterprises, inexperienced management,

insufficient capitalization, inept marketing, poor and irregular supply
18of raw materials and bureaucratic controls.
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Given this poor performance and the fact that very little private 

foreign investment was coming into Ghana during the latter 1950s, the 

IDC was scrapped in 1962. The Nkrumah government concluded that neither 

foreign investment nor the ineffective IDC could achieve the rate of 

industrial expansion needed to cope with balance of payments and 

unemployment problems. From 1961 on, the state was to invest directly 

in a wide range of industrial enterprises. IDC operations were 

transferred to the Ministry of Industries and subsequently were 

reorganized within a State Enterprise Secretariat directly under the 

President's Office.

Change in Strategy 1962-66

Besides the poor performance of the IDC and negligible contribution

of foreign capital to industrialisation in Ghana, the economy in general

was experiencing difficulties by 1961. True, Ghana had enjoyed rapid

economic growth between 1957 and 1961, nearly 7 per cent per annum in 
19real terms. But this growth was made possible by favourable cocoa 

prices on the international market without any major shifts in the 

economic structure and policies inherited from colonial rule. The 

previous practice of conservative monetary and fiscal management was 

more or less maintained. Ironically, during this era of state 

inactivity in industrialisation, as aforementioned, foreign investment 

was unimpressive. As a result of financing nearly all the physical and 

administrative infrastructures on her own, coupled with stagnating and 

sometimes dwindling cocoa revenues, after .1961 Ghana began experiencing
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a rapid deterioration of her balance of payments position and the loss 

of huge amounts of external reserves. (See Table 3.1.)

Table 3:1

The Balance of Payments on Current Account, 1950-62

Balance of Other Current Current Account
Trade* Account Items** Balance

1950 +31.0 -10.9 +20.1
1951 +34.6 -15.3 +19.3
1952 +25.1 -13.6 + 11.5
1953 +20.8 -15.6 + 5.2
1954 +53.6 -12.9 +40.7
1955 +17.0 -15.2 + 1.8
1956 + 3.1 -16.4 -13.3
1957 + 4.2 -18.6 -14.4
1958 +29.0 -18.2 +10.8
1959 + 5.9 -17.2 -11.3
1960 - 2.7 -30.8 -33.5
1961 -18.6 -34.1 -52.7
1962 + 3.4 -31.6 -28.3

* Merchandise trade and non-monetary gold.
** Invisible items (including factor services) and transfer payments.

Sources: Balance of Payments Estimates 1950-8; Economic Surveys, 1960,
1961, 1962, as compiled by Birmingham et al., A Study.... p. 340.

By 1961, Nkrumah needed a change of direction. Ghanaians had been

encouraged to believe that the removal of the despised colonialists and

their replacement by Ghanaians would bring manna to all. "If we get

self-government" Nkrumah said in 1949, "we'll transform the Gold Coast
20into a paradise in ten years." In 1961 Nkrumah's diagnosis of Ghana's 

economic problems took on strong anti-colonial overtones. Claiming in 

his autobiography to have been influenced by Hegel, Marx, Engels, Lenin 

and Mazzini, Nkrumah, then referred to as the "Lenin of Africa", often
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used arguments in favour of socialism (equated in his mind with

expanding state economic activity) as if it was simply a superior way of

decolonizing and modernizing the country. "Socialism, because of the

heritage of imperialism and colonialism is the system by which Ghana can 
0 \progress." The CPP transition to socialism, in a nutshell, was based 

on three assumptions. The first assumption was that state ownership of 

certain means of production necessarily leads to socialism. The second 

was that the state sector can overcome the private sector without 

engaging it in a life-and-death struggle. The third assumption which is 

derived from the second, was that foreign private capital will let 

itself be used to build socialism. The key to the CPP concept of 

socialism therefore was ”a set of techniques and institutions which 

enable rapid economic progress and economic independence in the face of

a colonial heritage, rather than the mode of operation characteristic of
22a workers’ and peasants' state”. The whole theory and practice of CPP

socialism flow from this basic distinction.

Nkrumah literally re-echoed the views and ideas of mainstream

development economics in his analysis of Ghana's economic problems and

to subsequently justify his strategy of economic development between

1962-1966. He blamed the colonialists for leaving behind a distorted

economy oriented to the export of raw materials, based on cheap labour,

starved of modern know-how and industries, a dumping-ground for the

surplus manufactured goods of the industrial nations, exploited both in

the prices received for exports and in those paid for imports and
23excessively dependent on trade with the metropolitan power.
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He similarly shared the skepticism of some economists about the

efficacy of the market mechanism in inducing the economic development he
24was determined to achieve. The task then was to throw off the

distorting effects of the colonial system, escape from dependency on

primary products and break out of the vicious circle of poverty. A

private enterprise solution was neither possible nor in general

desirable. Planning and government intervention were to spearhead the

attack. And this intervention was to be a revolutionary rather than

evolutionary strategy. This much was implied in Nkrumah' s view that a

"massively planned industrial undertaking was necessary to break out of

the poverty trap." It was a fundamental social and economic

transformation which was sought, for in the words of the CPP program

"socialism can be achieved only by a rapid change in the socio-economic
25structure of the country.”

Instrumentalities

Nkrumah had argued that in the absence of a ready-made indigenous 

modern entrepreneurial class, the only way to create an industrialised 

economy which was not wholly in foreign hands and thus in conflict with 

the desire for economic independence was for the state itself to fill 

the entrepreneurial gap. In brief, the main instruments of a command 

economy characteristic of Soviet style socialism, that is state 

ownership of farms and factories, centralized planning and 

administrative controls, were to become the main instruments in creating 

a socialist society in Ghana.
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A planning commission was established to draft the Seven Year

Development Plan (7YDP) which, in contrast to the previous plans (1951,

and 1959), was to be comprehensive. The 7YDP was inaugurated in March

1964. Nkrumah's enumeration of the "main tasks" of the 7YDP exemplified

the new role assigned to planning.

...Firstly, to speed up the rate of growth of our national 
economy. Secondly, it is to enable us to embark upon the 
socialist transformation of our economy through the rapid 
development of the state and cooperative sectors. Thirdly, it 
is our aim, by this Plan, to eradicate completely the colonial 
structure of our economy.

The aims of the 7YDP were economic growth, and those structural

changes which decolonised and socialised the economy. In addition the

economic growth and development to be achieved were seen as contributing
27to African independence and unity as well as to world peace. The plan

aimed specifically at coping vtith various structural imbalances —

between supply and demand (since the level and composition of each were

becoming increasingly divergent, especially with respect to foodstuffs)

between export earnings and import costs, between government revenue and

expenditure (where tax structure and taxable capacity which depended on

the level of economic activity were lagging) and between growth of job

opportunities and the labor force (due to population growth over 2.5 per

cent and to migration to urban areas). In each case it sought to make

the former match the latter so that more productive flows of goods and
28services could be achieved.

The basic change in development strategy was to devote a larger 

share of Plan expenditure to directly productive activities in industry 

and agriculture de-emphasizing investment in social services and 

infrastructure.
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Table 3.2

Proportionate Distribution of Government Investment
Under the 7YDP

Agriculture and Social Services
Industry and Infrastructure

First Plan (1951-59) 11.2% 88.8%
Second Plan (1959-62) 20.3% 79.7%
Seven Year Plan (64-70) 37.3% 62.7%

Source: Huq, The Economy.... p. 46.

The basic problem was financing the huge anticipated expenditure of 

over N(C 2 billion in gross investment during the seven years. Half of 

this expenditure was to be provided by the private sector, domestic and 

foreign, and fully one-third was to come from foreign sources, private 

and public. Voluntary direct labour investment in community development 

and other projects was to constitute 10 per cent of total investment.

Table 3.3

Sample of Planned and Projected Structure of Investment,
1963-64 to 1969-70

£ million
Industrial Investment (state and private) 269.3
Aluminium smelter* 43,6
Basic industrial enterprises 79.3
Other industry 43.5
Industry for post-1970 period 30.0
Transport 62.9

Total 528.6

* This was a ourely private economic venture by Valeo, a consortium of 
American aluminium companies.

Source: Seven-Year Development Plan, p. 271.
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The government was to finance its share of investment from budget

surpluses, domestic borrowing, foreign aid and drawing down its
29reserves.

One fact which conflicts strongly with Nkrumah's ostensible

socialism was the important role assigned local private capital and

foreign capital in the 7YDP. The government was actively hostile to

local private businesses and openly discouraged the emergence of an

entrepreneurial class. After 1960, when he had consolidated his own

power through the party and its wings and reduced that of the

opposition, he proceeded to oust the business faction from positions of

influence and authority. He was very explicit about this, saying "we

would be hampering our advance to socialism if we were to encourage the

growth of Ghanaian private capitalism in our m i d s t . H o w e v e r ,  one of

the things which makes "business climate" appear more favourable to

foreign investors is the treatment of local businessmen and the status

given to private entrepreneurship in general. Yet, he expected this

sector to contribute to the financing of the 7YDP. But whilst his

attitude to local private enterprise was made clear, his views on

foreign direct investment remained extremely ambivalent. He urged the

need for foreign capital, pointing out that it brought in much-needed
31managerial and technical skills which could be passed on to Ghanaians.

A Capital Investment Act was passed in 1963, offering a wide range of

fiscal and other concessions to would-be investors. But it was not the

old "colonial" type of investment that was sought; there were strings 
32attached. No investor would be allowed to interfere with the domestic 

or external affairs of the country and more generally care would be
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taken to keep "sufficient control to prevent undue exploitation", and to

preserve "integrity and sovereignty without crippling economic or
33political ties to any country, bloc or system."

While Nkrumah insisted that "our ideas of socialism can coexist

with private enterprise",34 he also inveighed against neo-colonial
35foreign domination. His government starved the private sector of

imported raw materials, spares and equipment and used exchange controls

to prevent the repatriation of after-tax profits. It was, moreover,

difficult to reconcile a coexistence of socialism and foreign investment

with his statement that "the domestic policy of my government is the
3 6complete ownership of the economy by the state...." It is hardly

surprising then, that he had little success in persuading investors that 

Ghana was the country for them.

Nkrumah took a similarly inconsistent view of aid. He asked for 

foreign aid and it was envisaged that about a quarter of the 7YDP should 

be financed by this means. But how to reconcile these facts with the 

views he published in Neo-Colonialism. Aid is described there as "the 

latest method of holding back the real development of the new countries 

—  the paraphernalia of neo-colonialism...." Multilateral aid is "still 

another neo-colonial trap...." This was at a time when the World Bank, 

the U.S. and the U.K. were between them financing the external costs of 

the Volta Project (to be discussed below).

Apart from the problems created by the government's ambivalence 

about foreign capital, the other faults in the plan were essentially 

over-optimism on financing from government sources. The government 

budget had been in overall deficit since independence and in fact needed
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additional reaourcea. The Plan declared that government enterprises

would be managed efficiently and make profits, but this simply did not

happen. Estimates made of export earnings were maximal rather than

probable so that trade contributed less than expected to the Plan, and

by the time the Plan was launched, Ghana's foreign reserves had dwindled

to a level causing concern. Domestic borrowing, the Plan said, would

be done in such a way as to avoid unrestrained price inflation, a

hopeful but unsubstantiated statement. Perhaps the most optimistic

assumption made, however, was that the world price for cocoa would be N0

480 per ton when the average price for the period 1956 to 1962 had been

only N0 410 per ton.

Beyond the economic difficulties affecting achievement of the 7YDP,

there were administrative and political problems of great significance.

The Plan proclaimed that it would guide all authoritative decisions.

But in practice, the planners had little authority for making decisions
39binding on the various ministries. Rimmer reports :

in many casep (relating to projects under the Plan) some
commitment is ejitftfed into before the civil servants are 
called in and new projects appeared which had never been
envisaged in the Plan.

The cabinet Under Nkrumah always retained its prerogative of 

independent decisions and one of the frequent explanations for the 

Plan's ineffectiveness was the differences of approach toward 

development projects between politicians on one side and civil servants 

and planners on the o t h e r . T h i s  situation compounded the consequences 

which issued from the government's having inadequate machinery for 

setting and implementing economic policy.
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Industrial Strategy

Industry was the sine qua non of development in Nkrumah's mind.

Arguing that "we still have to lay the actual foundations upon which

socialism can be built, namely the complete industrialization of our

country..." and that "we must try and establish factories in large

numbers at great speed...," Nkrumah was probably following the Russian

example. On returning from a visit there in 1961 he said "I am

convinced we have much to learn from them on how to speed up our
41industrialization." As far as Nkrumah was concerned, Ghana could not 

achieve desired levels of productivity without establishing a thriving 

industrial sector. He had already declared in 1959 that "specially high 

priority will be given within the next five years to promoting the

establishment of not less than 600 factories of varying sizes producing 

a range of over 100 different products."

In a predominantly agricultural economy, Nkrumah saw industrial 

development as modernizing strategy to transform the cash crop economy, 

he saw agriculture as an inferior activity and those who criticized a 

strategy of industrialization did so for sinister motives.

Industry rather than agriculture is the means by which
rapid improvement in Africa's living standards is possible.
There are, however, imperial specialists and apologists who
urge the less developed countries to concentrate on
agriculture and leave industrialisation for some later time
when their populations shall be well fed. The world's
economic development, however, shows that it is only with
advanced industrialisation that it has been possible to raise
the nutritional level of the people by raising their levels of 

42income.

He did not of course deny the desirability of raising agricultural 

productivity, simply the notion that industrialisation should wait upon
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this development. In fact he believed that the best thing to do with
43agriculture was to industrialize that too.

Nkrumah also offered immediate and practical reasons for supporting

industry as the leading sector of development. As incomes were rising

in Ghana, the demand for manufactured goods was rising rapidly. These

had to be produced locally or imported. The economic theory of

"comparative advantage" would have had Ghana with its plenitude of labor

and soil but limited capital, produce and export primary products to

already industrialized countries. As we have already seen, however, the

export earnings from cocoa were unstable at best and stagnant at worst.

Timber exports could be expanded, but the more rapidly this was done,

the poorer would be the long term prospects of this sector. Other

primary products, rubber, coffee, copra and palm oil among others

constituted less than 2 per cent of Ghana's exports and could hardly be

expanded enough to meet import needs.- Ghanna as noted in the last

chapter, was fortunate to possess and export a number of minerals: gold

manganese, diamonds and bauxite. But the fact of diversified mineral

production served more as a protection against gross fluctuations in
44revenue than as a stimulus to growth.

Given the fact that demand for manufacturged commodities grew both 

absolutely and relatively as incomes increased and the prospect that 

foreign exchange earnings from agricultural and mineral exports would 

not keep pace with this rising demand, some expansion of industrial 

production was indicated. The question of strategy for industrial 

development of some sort for Nkrumah was not whether but how.

78



The objectives of industrial development were summarized in the

7YDP.

1) to substitute to the largest degree possible domestic 
manufactured products for imported goods, thereby saving 
foreign exchange;

2) to raise progressively the degree of processing of 
Ghana's exported primary commodities;

3) to produce building materials and begin production of 
metals, chemicals and other basic industries;

4) to prepare the economy for further stages of 
industrialisation by starting some production of 
machines, electrical equipment etc.;

5) to coordinate such industrial development with that of 
other African countries.

The order of priorities followed from this: consumer goods

industries, such as food processing, textiles and footwear; intermediate 

goods industries, such as batteries and fertilizer; basic industry such 

as steel; and more sophisticated industries such as machine tools.

Apart from the possibilities for saving foreign exchange through 

import substitution, a subject discussed in detail in chapter 1, there 

were the advantages of creating employment if industrial development was 

promoted. Processing primary products rather than exporting them in 

their natural state, for example, making cocoa butter and cocoa paste 

from cocoa beans, would increase export earnings (by raising the value 

added to the commodity) but it would also mean that Ghanaian rather than 

English or American labour would be used for this stage of the 

production process. Indirect benefits from industrialization would be 

stabilization and diversification of the economy, raising the level of 

technical skills of the labour force and thereby labour productivity 

throughout the economy, and supporting the development of a more modern 

society, urbanized and more affluent. These various benefits justified 

in Nkrumah's mind high-cost industrial development.
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Table 3.4

Distribution of Factories Planned 1960-65

Contracted Completed

Consumer goods 
Intermediate goods 
Building materials 
Processing industries 
Basic industry

20
5
4
3
1

14
4
4
2
1

Source: Birmingham et al., A Study of Contemporary Ghana.... p. 280.

The Nkrumah government succeeded in rapidly expanding the state

sector. A high proportion of total investment was undertaken by the

state and there was a sharp rise in the number of manufacturing concerns

owned wholly or partly by the state. This expansion proliferated new

public agencies, so that as of March 1966, 53 state enterprises, 12
46joint state/private enterprises, and 23 public boards were reported.

The state enterprises, as these industries were called, had many 

faults, many of which led them to incur large financial losses. But 

before considering the specific deficiencies, it is worth noting the 

industrial growth which did take place between 1962 and 1966. 

Manufacturing output in current prices doubled in these four years and 

had tripled by 1968, as seen from Table 3.5.

The productivity of an enterprise should not be measured solely by 

its profitability.47 But this criterion does measure whether the value 

of resources produced exceeds that of resources consumed in the 

production process, valued to be sure, according to existing market
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Table 3.5

Growth of manufacturing Output and Employment 1962-68

1962 1963 1964 1965 1966 1967 1968

Total manufacturing
Output (N£ millions) 71 93 107 120 142
Private sector 58 73 84 87 99
Joint private/public 5 7 8 12 15
State enterprises 8 13 15 21 28

Total manufacturing
Employment (000) 30 32 35 32 35 36 38
Private sector 25 27 28 24 23 24 26
Public sector 5 6 7 8 12 12 12

Sources Auditor General Annual Reports (various issues) as compiled by 
Killick, Development.... p. 223.

conditions and the prevailing distribution of income. By 1966 the state 

enterprises appeared to be making progress in profitability terms, but 

this achievement was notable principally in relation to the immensity of 

previous losses.

In 1964, public enterprises, having received N0 78 million in 

government investment, incurred total losses of over Nft 30 million. By 

the end of 1965, returns from thirty-seven state enterprises showed 

accumulated losses of N0 17.8 million.

The government's policy toward the state enterprises at the outset 

was that they should not have the same criterion of success, profits as 

capitalist ventures had. So these enterprises were operated like public 

utilities with no need to show profit.48 However, as financial 

resources became generally scarcer, the policy changed to one of 

expecting profits.
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Table 3.5

Profit and Loss Record of Selected State Enterprises 1964.̂ i>

£ Thousands

1964-5

A. STATE ENTERPRISES
1. Fibre bag factory -318.8
2. State boatyards - 8.4
3. Brick and tile factory - 18.7
4. Tema steelworks -295.4
5. State cannery + 15.3
6. Metal products + 24.4
7. Paper conversion + 2.1
8. Sugar products - Asutsuare +983.3

- Komenda -208., 5
9. Cocoa products, Takoradi -506.6
10. Paintworks +117.9
11. Vegetable oil mills -323.8
12. Marble works + 41.6
13. State distillery +953.4
14. Electronic products + 29.8

15. Subtotal of above (net) -1,479.0

B. PUBLIC CORPORATIONS, ETC.
16. National Trading Corp. - 6,514.5
17. State Farms Corp. -12,732.5
18. State Fishing Corp. 239.5
19. State Construction Corp. + 353.9
20. State Gold Mining Corp. - 2,689.2
21. State Hotels and Tourist Corp. 137.4
22. Ghana Airways - 3,573.2
23. Food Marketing Corp. 133.6

24. Subtotal items 16-23 (net) -12,637.0

25. Grand Total (net) -14,116.0

Source: Killick, Development.... p. 219.

Ghana did not have any surfeit of managerial talent to begin with, 

but the calibre of persons appointed to top managerial posts was
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generally quite poor. This was compounded by the policy of overstaffing

state enterprises to create employment opportunities, irrespective of
49the productive contribution which individuals so employed could make.

The generalizations that have been made about state enterprises are

mostly borne out by an analysis of specific projects. But it may be

useful to state the criticisms generally made of their operation. As a

rule, industrial projects were poorly planned, with feasibility studies

being done, if at all by the suppliers of the factory. If thought was

given to training requirements, it was an afterthought. Such training

overseas as was given was mostly makeshift and devoid of the kind of

responsibility which makes for experienced and capable leadership in

administrative, commercial and technological matters.

One of the most graphic examples of negligence by politicians and

by civil servants was the incandescent light bulb factory to be built

with Hungarian machinery and credits. The contract was one of the first

signed in 1961. In the absence of a proper study, production of

fluorescent tubes, car headlights and decorative lamps was planned. Not

until May 1964 was it discovered that this was quite inappropriate. The

level of demand for the latter two items were too low to justify their

production, and the costs of producing the first were too great.

Moreover the initial estimates of demand for light bulbs was found to be

much too high, and the factory had to be re-designed for these new

considerations. In addition, the site for the factory was shifted from

Aboso where it would adjoin the planned glass factory but be isolated

from all markets, to Cape Coast. These moves set the schedule back by
50four years, and the factory was not begun before 1966.
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It is a truism that civil servants fare poorly as businessmen. The

bureaucratic structure imposed no penalties for the costs incurred by

indecision. Nor did civil servants become exercised at the frequently

long delays in starting and completing the civil engineering works for

factories, even when the machinery was standing on Tema docks or storage
51charges were being paid monthly to its overseas supplier. State

enterprises eligible for "infant industry" tax concessions in their

initial years did not receive these for lack of bureaucratic

entrepreneurship; or more serious efforts would not be made to lower the

tariff on an enterprise's raw materials, which was higher than that on

competing imported finished products. All in all, there was poor

project supervision, with little incentive for economizing performance.

Once completed many of the factories experienced serious

difficulties in procuring raw materials, especially those factories

requiring industrial raw materials such as sugar cane, cattle, tomatoes

and cotton. Because of poor maintenance and inexperienced operation,

machinery was subject to continual breakdowns and lack of spare parts

often led to extended production stoppages. Enterprises lacked working

capital in most instances, being forced to depend on expensive overdraft

facilities with commercial banks and unable to plan much ahead in

procurement of inputs. This problem was complicated by the absence of

any effective sales staff or efforts, so that such working capital as
52was acquired quickly became locked up in stocks of products. 

Shortages of working capital were matched in importance by the lack of 

authority. A number of observers commented on the unproductive hoarding 

of authority by the cabinet, by the ministries and by the enterprises
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themselves. Authority to make decisions on production, staffing or

sales was seldom commensurate or coextensive with information and

responsibility. The allocation of authority appeared as critical as
53that of capital in determining an enterprise's success or failure.

Most of these were problems which essentially had to be resolved by

the government itself. Donors or factory suppliers could not entirely

obviate them under the circumstances, though they could have made it

easier for the government to tackle them. This would have required more

technical assistance and more training than was given. During this

period (1961-65) the internal public debt increased from $76.5 million

to $407.1 (a five-fold increase) while the increase in external debt was

from $12.7 million to 378.4 million (a thirty-fold increase), much of it

in the form of suppliers' credit at high interest rates. Financing

factories with supplier credits was attractive because payment was

deferred to sometime in the future, not because the terms were so

favorable. The median rate of interest on contracts for industrial

projects was 4 percent, but the median period of repayment was only five

years. Repayment began in most projects before they were producing a
54surplus of resources which could be used for amortizing thexr loans.

Apart from the costs of repayment, however, were the issues of 

contract price and project suitability. Because Ghana could only do 

business with suppliers who would extend credit, it almost never was in 

a situation where suppliers bid competitively against each other. This 

meant that the price of projects was invariably inflated, quite apart 

from the possibility that some share of the contract price would find 

its way back into Ghanaian hands. In several cases, suppliers undertook
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to manage the establishments once completed, enabling them to cover up

deficiencies in the operation or to import raw materials from favored

sources of supply at inflated prices. More serious in terms of the

consequences for development, suppliers seldom cared to ensure or

promote local sources of raw material supply, being satisfied to provide

factories as production units. Ghanaian officials expressed concern

over the practical effects of relying on supplier credits, but no change
55in policy resulted.

Planning for industrial development suffered from the simplified 

notion that industrialization consisted in establishing factories. As a 

U.N. advisor pointed out "it is necessary to view a project in its 

totality, keeping in mind the availability of physical and financial 

resources and then to plan implementation in sufficient detail. This is 

not done in a majority of (industrial projects) or at least not to the 

extent necessary to get the best results. It could be argued that

the above indictment holds for Ghana.

Foreion Capital and Industrial Development —  The Case of the Volta 
River Project (VRP>

The conflict of interest which characterises the relationship 

between LDCs and foreign capital is aptly demonstrated by Nkrumah's 

encounter with the Kaiser Company (an American MNC) in the construction 

of the Volta River Project (VRP). The project involved the building of 

a large hydroelectric dam and an aluminium smelter.

To understand more clearly the Nkrumah government's interest in the 

VRP however, a more extended account must be given of statements of 

Nkrumah and the CPP.
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The importance Nkrumah attached to the role of electric power in a

developing country may be gauged from the following quotes from
57Legislative Assembly Reports.

I have always been convinced that an abundance of cheap 
electric power is the soundest base for the expansion of 
industry in a country such as ours...

My government is determined to develop the hydroelectric 
power potential of Ghana to its maximum.

All industries of any major economic significance require 
as a basic facility, a large and reliable source of power. In 
fact, the industrialisation of Europe, of America, of Canada, 
of Russia and of other countries, emerged as a result of the 
invention of sources of power of hitherto undreamt size.

Newer nations such as ours which are determined by every 
possible means to catch up in industrial strength, must have 
electricity in abundance before they can expect any large- 
scale industry advance.

Electricity is the basis for industrialisation. That 
basically is the justification for the Volta River Project.

Thus the rationale behind the VRP was that it would provide

abundant supplies of electricity. This electricity was seen as a

necessary requisite for industrialisation. In his estimation, the VRP

was "designed to provide the electrical power of our great social
COagricultural and industrialisation programme". Finally Nkrumah was to

make an extraordinary claim in 1968 to the effect that

greatest of all our development projects was the Volta dam...
It permitted not only a large aluminium plant at Tema, 
processing the country's rich bauxite deposits, but a broad 
range of other industrial projects".5®

The accuracy of the second sentence will be questioned later but the

first sentence makes Nkrumah's sentiments very clear.

The gigantic Volta River Project involved among other things the

construction of a huge dam and hydro electric installation on the Volta

River and the exploitation of domestic bauxite deposits to feed an

alumina plant whose output would be used by an aluminium smelter. In
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other words, the Project originally envisaged the establishment of an 

integrated aluminium industry in the country. The other economic 

possibilities of the project which were regarded as by-products 

included: the establishment of a large inland fishing industry (to be

made possible by the large man-made lake which would form behind the 

dam); the use of the lake as a means of inland transport; and the 

utilization of the lake for irrigation and improved water supplies.60

The dam and the hydro-electric installations are in place, and so 

is the aluminium smelter. However the Volta Aluminium Company (Valeo) 

which owns the smelter uses alumina shipped from the U.S.A. which was 

itself processed from bauxite in the country. One must trace the 

reasons for the failure of the establishment of a fully integrated 

aluminium industry to the peculiar nature of the agreement that the 

Ghana government signed with Valeo. Suffice it to say that in 1959 the 

Ghana government signed a ’’letter of intent" with Valeo —  a partnership 

of two American aluminium producers: Kaiser Aluminium and Chemical

Corporation which own 90 per cent of the shares and Reynolds Metal 

Company which holds the remaining 10 per cent. The basis of that 

agreement seems to be that Ghana needed Valeo more than Valeo needed 

Ghana.

First, a comment about Kaiser Aluminium and Chemical Corporation; 

which is itself a subsidiary of the Kaiser Industries Corporation. 

Kaiser has a large number of plants within the U.S.A. and also in 

Britain, India, Sweden, Turkey, West Germany and elsewhere. It provides 

a good example of vertical integration, for it embraces every stage of 

aluminium production, from bauxite mining to the fabrication and
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marketing of finished aluminium products. So far as Kaiser are 

concerned, therefore, the Valeo smelter is merely an integral part of a 

very much larger complex of plants and it is important to understand 

this fact in order to understand the factors which were important to 

them in relation to their investment in Ghana.^

We realise that Kaiser was in a strong bargaining position in the 

negotiation of a master agreement with the Government of Ghana. The 

terms of the agreement reflect this fact. The master agreement, signed 

by Kwame Nkrumah on behalf of the government of Ghana and Edgar Kaiser 

on behalf of Valeo, makes the following concessions:

(a) Imports by Valeo for the construction of the smelter and its 

operation to be duty free for the first thirty years.

(b) No restrictions, control or taxation of aluminium exports.

(c) Imported alumina to be duty free for thirty years.

(d) Valeo dividends to be free of tax for fifteen years.

(e) The Volta River Authority (VRA) is to be obliged to serve
62increasing electricity demand from the smelter.

As well as these arrangements for tax concessions and exemptions

from import and export duties, two further points about the agreement

have been criticized in the past. The first is the failure to insist on

a commitment from Valeo to build, at some time in the future, an alumina

plant in Ghana, and the second is the agreement to sell power to the

smelter at cost price. Valeo did, in fact secure a price among the

lowest in the world as is illustrated by the following prices (Table
633.6) believed to be typical for the major aluminium producers.
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Table 3.6

Sampled Prices of Electricity Power

mills per kwh

United States 
Canada 
West Europe 
Norway 
Japan 
Ghana

Source: Tsikata, Essays..., 96.

Moxon has argued that it was the low cost of power plus the

cheapness of labour in Ghana which rendered economical a smelter
64utilizing imported alumina. And viewed from this angle, the fixing of

the price of power for thirty years could be seen as depriving Ghana of

one of the main means it could have of bringing pressure to bear on

Valeo to install an alumina plant. What is more, the power contract

lays down limits to the amount by which the power price can be raised
65after the thirty years.

The signing of an agreement that contained no commitment for the 

establishment of a plant to convert locally mined bauxite into alumina 

represented a major departure from the original conception of the Volta 

River Project as including bauxite mining, alumina production, final 

fabrication, as well as from any integral relationship to Ghana's 

general plans for industrialisation. As a result, Ghana is now tied 

into the aluminium industry in a most unsatisfactory manner. Ghana 

exports bauxite, imports alumina, exports primary aluminium and imports 

rolled aluminium to be fabricated into aluminium products.

2.0 to 4.0
1.5 to 3.5
4.0 to 6.0
1.5 to 2.7 
2.7 to 8.0
2.6 (to remain so for 

thirty years)
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It is not merely the VRP's mode of external linkage into the world 

aluminium industry that must be criticized for its detrimental effect on 

Ghana's internal affairs. The aluminium sector of the project almost 

seems to have been designed to minimise the internal linkage effects 

that might have benefited Ghana. The decision to import alumina and all 

necessary raw materials for the smelter meant that the scheme would have 

no encouraging effect upon industries that could supply inputs, that is, 

the scheme would have no backward linkages into the general Ghanaian 

economy. Similarly, since all the primary aluminium produced by the 

smelter is exported, the aluminium scheme has no forward linkage because 

it supplies no inputs to other industries.

Kwame Nkrumah saw the VRP as a way of industrialising his country 

through electrification. The Kaiser corporation wanted a large supply 

of electricity with which to produce cheap aluminium. Of these two 

parties, the Kaiser Corporation substantially fulfilled their aims. In 

contrast Ghana does not appear to have done well out of the scheme. The 

provision of electricity has not led to the expected beneficial 

industrialisation. Nor have secondary aspects of the scheme such as 

irrigation and lake transport been implemented. The contribution of 

hydro-electricity and the aluminium smelter to the national income is 

close to zero.®® The VRP seems not to have assisted Ghana's 

development.

The question to address now is, why would Nkrumah, the author of 

Neocolonialism, be so keen in signing the Valeo Agreement, an agreement 

which literally subjugated the economy to the dictates of foreign 

private capital? Bing has said of the project "...in so far as any of
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Nkrumah'3 development projects were of neo-colonialist nature, the
67Volta-Electric scheme best fitted this pattern".

Hart, on the other hand, views the VRP as a case of unintentional
68exploitation resulting from narrow self-interest. He writes

Within an inegalitarian world system, as at present, the 
resolution of any conflicts of interest will be in favour of 
those with more political might, or economic power or 
technical expertise, or all three... Kaiser with its superior 
technical and economic knowledge of the aluminium industry was 
almost bound to come out better.

The CPP government, as noted from the Legislative Assembly Report

(quoted above) did not see the aluminium side of the venture as the

primary aspect of the project, it was the uses to which the electricity

could be put that attracted them. Nkrumah it would appear was willing

to accept a harsh deal over the short term while looking for the long

term benefit. And the long term benefit is seen to be the ownership of

an expensive piece of capital equipment and cheap electrical power for

industrialisation. Recent historical experience however has

demonstrated that while electrification was a critical component of an

industrialisation strategy, it was not its key driving force. In other

words large multi-purpose river schemes often create new ties of

dependency rather than liberating the productive forces of the countries 
6Qconcerned. Viewed from this perspective the VRP has failed in every 

conceivable way to lay the foundation of Ghana's industrial development.

From a more objective standpoint, the failure of the VRP can be 

attributed to a faulty development strategy which was common to many 

developing nations. Amann provides enough evidence from the experiences 

of Kenya, Uganda and Tanzania to support the thesis that Nkrumah's 

equation of electrification with industrialisation derived from a
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prevalent development practice in the fifties when a large hydroelectric

power scheme based on a big dam was the physical embodiment of 
70progress.

It is not surprising that the Valeo Agreement has been a source of 

constant conflict between Valeo and post-Nkrumah regimes. As part of 

our study in the next chapter, we shall examine the nature of this 

conflict as well as the kind of concessions made by Valeo to the Ghana 

government, especially under the Rawlings' regime.

Summary

In their review of the economic performance of post-colonial

Africa, writers like Rimmer have challenged the idea that economic

development was an important objective of economic policies in countries 

such as Ghana.

Briefly, his argument is that the chief concerns of policy-makers

in West Africa are, "First, the enrichment of the government itself

(that is, of the ruler, of ministers, of party leaders, of top civil

servants and possibly of numerous subordinate ranks of public officers

and party workers) and secondly the buying of political support which

will enable the government to maintain itself in power.” Those in power

live "not by creating a surplus but by taking economic advantage...of

political power" and, indigenous businessmen usually have parasitical

relationships to governments. This view he states, is particularly
71applicable to Nkrumah's Ghana. By implication, the use of terms such 

as socialism is a mere diversionary tactic. The real ideology is

acquisitiveness —  the amassing of wealth by the leaders and the closer
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followers through graft, and the creation of jobs and social services 

for party supporters.

That there is truth in Rimmer's thesis must be conceded.

Subsequent commissions of enquiry were to establish that there was a

good deal of corruption in Nkrumah's government, from which the leader
72himself was not immune. It is also the case that the government

devoted considerable resources to the "uneconomic" creation of 

employment and that it expanded the social services. But this is not 

the complete story and in my view Rimmer's presentation of African 

politics as preoccupied with aggrandizement, reward and economic 

appeasement fits only some of the facts and conflicts rather strongly 

with Nkrumah's political determination and long-term vision of 

modernized Ghana.

The big push, the intensity of the drive to industrialise, the 

shift away from infrastructural investments, the emphasis on the need to 

transform the colonial structure of the economy, the pan-African crusade 

are not factors which can easily be explained in terms of a desire to 

redistribute wealth in favour of those in power.

We have already shown strong similarities between Nkrumah's 

analysis of the obstacles to Ghana's development and the pessimistic 

studies of the literature of the fifties (see Chapter 1).

First, they agreed that development was a discontinuous process of 

structural transformation. We have seen how insistent the Ghanaians 

were in their desire to remove the distortions created by the colonial 

structure of the economy, based upon primary production. Second, they 

were agreed that a big push was necessary in order to achieve the
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desired transformation —  recall Nkrumah's call for a "massively planned 

industrial undertaking" if Ghana was to break out of the "vicious circle 

of poverty." Third they were apparently agreed that a very high level 

of investment was a crucial component of the big push. Fourth, there 

was agreement on the necessity for industrialisation, concentrating on 

the manufacture of import substitutes; Nkrumah in common with many 

economists was convinced by the industrial revolutions of the nineteenth 

century that industrialisation was the path to prosperity and that by 

comparison with agriculture and other forms of primary production, 

industry was a much more potent modernizing force. We must also note 

the agreement of the economics profession and of Ghana's leader on the 

need for planning and the inadequacies of the market system. The 

centralized planning envisaged by the CPP was, in general, intended to 

replace markets rather than improve upon them.

Mention must also be made of the considerable quantity of outside 

advice which was received by Nkrumah. Among the most prominent of the 

foreign economists who at one time or another advised Nkrumah were 

Dudley Seers, W. Arthur Lewis and Nicholas Kaldor. A conference of 

experts was held in April 1963 to discuss a draft of the 7YDP attended 

by these scholars and by such other well-known names such as Albert 

Hirschman, K.N. Raj and the Hungarian economist Josef Bognar.

This suggests what indeed is a chief contention of this study, that 

what Nkrumah was trying to do in the sixties was in consonance with the 

ideas of most development economists. Thus the case for treating 

Nkrumah's policies must be a study in applied development economics.
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Chapter 4

DEVELOPMENT POLICY AND EXTERNAL AID: THE ECONOMIC RECOVERY
PROGRAMME AND GHANA'S INDUSTRIAL FUTURE: 1983-90

Introduction

Between the early 1970s and the early 1980s the economy of Ghana 

regressed to the verge of collapse. There was a persistent and 

substantial rise in price levels of goods and a slowing down in the 

growth rate of per capita incomes. Negative growth rates were 

registered for several years. From the early 1970s the living standards 

of the average Ghanaian plummeted. A corollary to this grim economic 

situation was political instability; between 1966-1981 five military 

coups jolted Ghana.

This chapter begins with a brief summary of the sociopolitical 

upheavals and the attendant economic decline that characterized Ghana's 

development efforts between 1966-1981. The policies of the various 

regimes that preceded the PNDC will be analysed;

* The NLC/Busia era, 1966-1972

* The NRC/SMC era, 1972-1979

* The AFRC/Limman era, 1979-1981

When the Provisional National Defence Council (PNDC) seized power 

in 1981, the regime first tried radical populist mobilizational efforts 

to cope with the severe crisis, but with limited capabilities and 

resources, the government turned to the International Monetary Fund 

(IMF) and the World Bank. It set aside many of its ideological and
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policy predispositions in the process. The government, to date, has 

demonstrated strong commitment to substantial change and a willingness 

to take the advice, conditions and resources of the IMF and the World 

Bank. And although the PNDC's recovery programme has received high 

profile especially among the international donor community, it still 

leaves a number of pertinent economic and social issues unresolved. For 

the most part of this chapter, therefore, we shall discuss the salient 

aspects of the programme and assess its impact on the country's 

industrialisation effort.1

However, unlike Nkrumah's Seven Year Development Plan, the PNDC's 

Economic Recovery Programme (ERP) is not a comprehensive plan. It is 

mainly sectorial in its approach. Consequently we must undertake a 

painful detour through a labyrinth of economic policies to evaluate the 

government's economic development strategy. The purpose here is to 

demonstrate that in designing a viable development strategy for a 

country like Ghana, a strong export drive and domestic economic 

integration are complementary, not alternatives. Unfortunately, the 

data used do not go beyond the late 1980's and may, therefore, not 

reflect the most current trend of development in the country. This, 

however, should not affect the findings of this study since the 

government's policy instruments remain unchanged.

The NLC/Busia Era. 1966-1972
The regime of the NLC (National Liberation Council) had three ready 

allies for political support —  the disenchanted intelligentsia, the 

traditional rulers and the business class, all of whom were alienated

103



and subjugated by the Nkrumah regime. In line with the NLC's pre

occupation to restore order to what they saw as a chaotic economic 

situation, a Stabilization Programme 1966-1967 was drawn up, largely 

based on a short-term IMF-advised package of orthodox fiscal and 

monetary policies. These included, among others, a re-organization of

state enterprises, restraint of domestic credit expansion and
odevaluation of the currency (the cedi, (8) by 30 per cent in July 1967.

In spite of these restrictive measures, the more general policy favoured 

cautious liberalisation and greater emphasis on the role of private 

indigenous enterprises. The Ghanaian Enterprises Decree was accordingly 

enacted which either reserved specified areas of commercial activities 

to Ghanaian nationals or permitted some form of partnership involving 

Ghanaians and foreigners. A Two-Year Development Plan 1968-1970 was 

introduced in July 1968 with the objective of reviving the economy. 

However, before the plan was to take off, the government faced serious 

criticisms and hurriedly supervised the handing over of the 

administration of the country to a democratically elected civilian
3government headed by Dr. Kofi Busia.

The Busia regime was a disappointment. It showed considerable 

political weakness and failed to provide a master-plan in the form of a 

long-term policy to tackle the country's economic problems. Included 

among these were rising prices, unemployment, growth in GDP lower than 

that of the population, low domestic saving rates, stagnation in 

agricultural production and lack of dynamism in industry. The regime 

was more disposed to a free enterprise economy and preferred regulation
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by fixed means to Nkrumah-style intervention through state boards and 

corporations.

In the absence of a clearly defined policy direction, a series of

ad hoc policies was initiated including the Ghanaian business Promotion

Act of 1970 which extended the role of Ghanaians in the country's

economic activities. A policy of import liberalisation was enunciated

with the backing of an Open General Licence (OGL) scheme that was

gradually extended to cover different categories of imports from time to
. . 4time in the hope of increasing competition.

Despite all this, inflationary pressures in the economy worsened 

and the few remedial actions —  wage increases, tax reductions, an 

increase in the producer price of cocoa —  could not assuage public 

opinion of the government's inability to manage the economy. On 13 

January 1972, the military struck once again, marking another turning 

point in Ghana's political economy.

The NRC/SMC Bra. 1972-1979

The NRC (National Redemption Council) believed that, although the 

NLC was corrective it did not go far enough to achieve a complete 

recovery of the Ghanaian economy. It therefore sought to change the 

whole order of things in what it described as a revolution. A campaign 

of economic self-reliance was launched, backed by an agricultural policy 

of Operation Feed Yourself (OFY). A number of emergency economic 

measures were taken. These included the rejection of all bi-lateral and 

multi-lateral debt-settlements concluded since the first military coup 

of 1966. Debts owed to some British companies suspected of being
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tainted with corruption and other illegalities were also cancelled. 

Consequently, the ability of the government to borrow from major 

international agencies became limited and the government had no option 

but to change its investment strategy: (a) Trade and investment ties

with the Soviet bloc, abrogated in 1966, were restored; (b) It returned 

to the command economy typical of the Nkrumah period and decided to 

participate in the ownership of major extractive enterprises and to 

establish state boards to deal with specific economic problems.

By the end of 1974, it was evident that these economic policies had 

failed; the euphoria of the "OFY" programme had died. Gross output from 

the agricultural sector in real terms showed a decline in its share of 

the total gross output of the economy in 1972-1973 from 33.4 to 31.9 per 

cent. Industrial production however rose by 14.7 and 7.4 per cent in 

1973 and 1974 amid rising prices of both agricultural and industrial 

outputs.®

The differences between the command economies of Nkrumah and the

NRC government come into sharp focus when the objectives of the

Investment Policy Decree, promulgated and executed by the latter, are

considered. To a large extent, the NRC took only partial control of

the major industries and engaged in partnerships of some sort, without

contemplating complete take-overs. It also recognised that Ghana could

not industrialise without a dynamic private sector. The Investment

Policy Decree and its subsequent amendments consequently provided the

framework for increasing the participation of private Ghanaians in the 

7economy.
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Meanwhile, as 1976 drew to a close, industrial production was still 

suffering from reduced availability of import licences- As a short term 

measure, the system of Special Unnumbered Licences (SULs), covering 

goods of all description and commercial quantities, was re-introduced. 

Under the system, importers who had foreign exchange of their own could 

use monies abroad to pay for what they imported. As expected, the 

benefits were short-lived and in the final analysis the programme 

encouraged smuggling and black marketing activities.

In its 1977/78 budget the government found it expedient to impose a 

de facto devaluation by increasing the foreign exchange tax from ten to 

thirty per cent, supported on the export side by increases in the export 

bonus from twenty to fifty per cent for non-traditional exports. Import 

liberalisation of industrial raw materials was allowed for in specific 

industries, but this was tied to the ability to show clear indication of
Qexporting some of their products through formal channels.

By this time, the NRC had given ample evidence of its inability to 

give leadership both economically and politically. The hardships 

inflicted on the population led to demands from organised professional 

bodies and other identifiable groups, including business associations, 

for the resignation of the government. This led to a series of 

conflicts, social discord and economic turmoil. There was no doubt that 

a change of direction was a sine qua non for recovery. Instead the NRC

—  which had by now assumed the name of Supreme Military Council (SMC)

—  decided to revive the membership of its hierarchy. (The reversal of 

policies which always heralded a change of regime in Ghana could not 

mitigate the crisis situation.) On the other hand, the increasingly
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Table 1

Growth Rates, Ghana 
(percent per year)

1950-77

Nkrumah

1955-60

period

1960-65 1960-66°

NLC/PP
governments

1965-71 1966-71°

NRC
government

1971-77

GDP (market prices) 27 5.9 3.1 1.8 2.8 4.3 -0.2
Agriculture NA NA NA NA 4.1 4.6 -2.0
Manufacturing NA NA NA NA 10.0 12.3 -6.9
Imports -0.6 7.0 0.6 -1.1 -5.1 0.0 -14.4
Exports -1.4 7.4 7.3 4.0 -3.2 -1.6 -13.5
Investment -0.7 12.6 2.1 -3.7 -2.3 3.9 -15.6

°Nkrumali fell in early 1966, a year in which GNP declined. To include 1966 in the 
Nkrumah years makes the post-Nkrumah period look better by comparison.

Source: World Bank, World Tables. 2nd ed. (Washington, D.C.: World Bank, 1980), pp. 86-87.
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volatile situation created a climate of higher risks and uncertainties 

within which entrepreneurs were expected to exercise the functions of 

business decision-making. (See Tables 1 and 2.)

Table 2

Structural Characteristics, Ghana 
(as percent of GDP, current prices)

1950 1960 1965 1971 1977

Agriculture NA 41 41 44 38
Manufacture NA 10 10 11 9
Imports 22 35 27 20 8
Exports 34 28 17 16 8
Investment 15 24 18 14 5

Source: World Bank 
Bank, 1980), pp. 86

, World 
-87.

Tables. 2nd ed. (Washington, D.C.: World

The AFRC/Iiimann Era. 1979-1981

The second half of the SMC rule was devoid of any clear economic 

policy, as the regime was preoccupied with paving the way for another 

return to civilian rule.

In June 1979 a coup led by Fit. Lt. Rawlings ousted the incumbent 

SMC regime. Following a four-month "house cleaning" (i.e. the 

institution of a moralistic, at times violent, attempt to "purge" 

corrupt elements who were held accountable for the 1970s economic 

debacle) this regime, the Armed Forces Revolutionary Council (AFRC),
Qhanded over power to an elected civilian government.
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The incoming president, Dr. Hilla Limann, stated on coming to 

power that the economy was in "a shambles" and "bankrupt". ̂  One of 

the few major policies which the Limann administration managed to 

design coherently was the Investment Code of 1981 which sought to 

attract foreign investors by assuring them of their continued 

management control as long as their initial risk capital remained 

outstanding. Participation by the state, or by private Ghanaians, was 

reduced, however. As was the case with Nkrumah's Five Year 

Development Plan (1951-1955), the Investment Code failed to attract 

foreign capital on the scale and diversity that had been anticipated 

and the lot of Ghanaian industry was not improved either.11

We could observe at this stage that, since the inception of 

political independence in 1957, the basic problem of achieving economic 

independence and "modernization" by means of industrialisation was 

handled most inconsistently by successive governments. Nkrumah 

relieved the economy of colonial monopoly capitalism for a more 

socialised economy in the belief that socialization of production was 

the surest and quickest way to economic modernization. The model 

failed and plunged the economy into huge external debts and domestic 

disarray. The NLC government adopted a mixed model, retaining some 

socialist forms of production while introducing new capitalist forms. 

This approach did not achieve much. The Busia government, on the other 

hand, adopted free-enterprise economic policies and sought to develop 

both industry and agriculture simultaneously, but the resource 

requirements for such a programme were far in excess of what was 

available to the country, and the effort proved a failure. After doing
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so much to destroy the legacy of its predecessor, the NRC felt that the

failures of previous regimes were due to their reliance on foreign

models and ideologies. It therefore sought to industrialise the

economy on a rather weak financial base, insisting instead on a human

resource approach and the need to feed oneself before industrialising.

In the end, the NRC was found to be adopting Nkrumah's socialistic

policies. Rawlings' interregnum at best caused considerable

apprehension, uncertainty and inactivity in the business sector.

Limann's lacklustre policies did not improve the economy either. Thus,

Ghana was taken through a circular path of economic development

strategies, while the economy itself degenerated from buoyancy at the

time of independence in 1957 to a state of crisis in 1981. By this

time high inflation, widespread shortages and extensive unemployment

had become major features of the Ghanaian economy. There were gross

imbalances in the external trading accounts, a steep rise in net credit

to the government from internal banking sources to finance budget

deficits (£ 28 million/US$ 81 million in 1980), and sharp increases in

unplanned government expenditure. Compounding this mismanagement, a

number of highly placed government officials and senior military

officers were engaged in an apparent frenzy of corruption. By 1981

foreign loans to Ghana had ceased, owing to the government's inability
12to service its debts. As a result of these economic factors,

conditions did not improve for industry and the mass of the people. 

The almost inevitable coup followed, with Rawlings returning to power 

on 31 December 1981.
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Overview of the Performance of the Manufacturing Sector

The manufacturing sector expanded rapidly during the 1960s and 

continued to increase up to the mid-1970s. At current prices gross

output increased from 0 93 million in 1963 to 0 10,105.5 million in
131983. At constant (1970) prices, however, there were less impressive 

increases in gross output —  from £ 261.3 million in 1968 to 0 536.6 

million in 1975; after which there has been a marked decline. By 1983 

the gross output was only 0 196 million. In terms of value added at 

current prices, the sector showed a phenomenal increase from $ 52.2 

million in 1963 to £ 4563 million in 1985. However at 1970 prices, 

value added increased from 0 134.9 million in 1968 to # 180.6 million 

in 1978, after which it fell sharply reaching £ 56.8 million in 

1983.14

At current prices the sector accounted for 9.7 per cent in GDP in 

1965, the share increased to 12.6 per cent in 1968 and after some 

decline during the 1970s it went up to 13.9 per cent of GDP in 1975, the 

highest recorded at current prices. But since then, the share of 

manufacturing in GDP has been falling consistently and it was only 3.5 

and 3.8 per cent in 1985 and 1986 respectively.15

The manufacturing sector includes enterprises producing 

agricultural inputs like pesticides, machetes and other farm implements. 

Others are engaged in food processing and canning, beverages and tobacco 

manufacturing. In addition, machine repairs, vehicle assembly and 

repair of electrical appliances are undertaken. Other manufacturing 

activities include petroleum refining, alumina smelting and aluminium 

wares, pharmaceuticals, soap detergents and cosmetics productions.
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Locally produced building and construction materials include concrete 

products, saw milling products, bricks, tiles, ceramics, cement, paint 

and iron and steel rods. Tyres and tubes, batteries, leather, plastic 

products and textiles are also locally produced.'*'®

As output expanded in the manufacturing sector employment also 

increased. The total labour force in the medium and large scale plants 

(30 and above employees) increased from 39,500 in 1966 to 85,200 in 

1978, after which it gradually declined, reaching 58,300 in 1983.

The number of units in the manufacturing sector employing 30 to 99 

workers increased to a peak of 305 units in 1977. However, the number 

had fallen to 231 in 1981. For those enterprises employing more than 99 

workers, the peak in number was also reached in 1977 with 177 

enterprises, falling to 156 units in 1981. The main reason for the 

declining numbers of medium and large-scale manufacturing enterprises is 

the acute shortage of imported raw materials and other imported inputs 

due to the lack of foreign exchange.

In terms of nationality of ownership, measured in terms of value 

added in medium and large-scale manufacturing, the share of non-Ghanaian 

ownership declined from as high as 67 per cent in 1962 to less than 1 

per cent in 1984. The share of Ghanaian ownership was 26.8 per cent in 

1962, declined to 18.4 per cent in 1970 and by 1984 it stood at 37.8 per 

cent. Mixed ownership has been rising consistently from 6.2 per cent in 

1962 to 61.4 per cent in 1984.

In terms of type of ownership again measured by value added, the 

state's share was 22.9 per cent in 1962, which declined to 12.2 per 

cent in 1970 but increased to 23.5 per cent in 1984. The joint state-
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private type of ownership which was only 4.2 per cent in 1962 had risen

to 25.5 per cent by 1984. Private ownership was 72.9 per cent in 1962,

rose to 75.4 per cent by 1970 but had fallen to 51 per cent by 1984.

Currently, the state's interest in sole ownership of industrial
18enterprises seems to be waning.

People's Government and Populist Policies. 1981-1983

Rawlings' "second coming" was widely perceived as revolutionary in

character and populist in its aspirations. 1982 began with slogans

about the desirability of "people's power" and the negative aspects of

neo-colonialism with the new regime, the Provisional National Defence

Council (PNDC) appearing particularly hostile to financial institutions

such as the IMF and World Bank as well as indigenous businessmen who

were denounced as imperialist lackeys. They felt that the post-31

December period should begin economically with a partial withdrawal

from the capitalist world economic system. The problem of the economy

and its management was one of neo-colonialism, which had constituted a

block on development. Specifically, the main source of the people's

impoverishment lay in the alleged repatriation of huge profits by MNCs

and their covert control of the economy. The depredations of corrupt
19leaders were conditioned by this structure. A critical precondition

for a revolution therefore lay in Ghana's disengagement from the
20"capitalist system".

The PNDC appeared most unlikely at this stage to seek an IMF 

financial package, implying currency devaluation, major reductions in 

public spending and price rises for goods and services. Instead the
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government perceived the causes of Ghana's economic woes in the

following terms.

The historical roots of our present state of
underdevelopment stem from British colonialism which 
bequeathed a set of patterns of economic development, social 
structures, attitudes and a parasitic state machinery. The 
retention of the structures of colonialism had assured the 
continued domination of our economy by foreign financial 
interests with the attendant losses of the country's resources 
and hard earned wealth in a new phase of colonialism which has 
been aptly described as neo-colonialism.^

The government was further committed to the "direct task of

achieving total economic independence by ensuring a fundamental break
22from the existing neo-colonial relations".

The regime rejected the expected conditions put forward by the IMF

for the provision of external funding in pursuit of its chosen

development path of "self-reliance". The PNDC at this stage preferred

to emulate former President Nkrumah in the early 1960s, who had refused
23an IMF loan on the Fund's terms.

The Rawlings regime and its popular supporters embarked on a number 

of policies aimed at realising their goals (i.e. self-reliant 

development). The aim was to involve the public actively in the 

processes of political, social and economic change; to create economic 

opportunities for the workers and peasants; to redistribute wealth, to 

eliminate corrupt and rent-seeking practices such as hoarding, over

pricing, smuggling and usury; to end neo-colonial influences and to

forge closer linkages with other populist inclined and revolutionary
24states such as Libya, Cuba and North Korea.

Thus rent, price and transport fare controls were imposed and 

energetically enforced by militant elements within the army, police, the
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People's Defence Committees (PDC) and Workers' Defence Committees 
25(WDC). Traders caught engaging in hoarding or overpricing could have 

their goods confiscated and sold off to the public at much reduced 

prices. In some extreme cases, traders' sheds and tables were destroyed 

and whole markets razed. The newly created people's and cooperative 

shops were given preference in the distribution of essential consumer

goods. Rent controls were imposed and landlords ordered to rent out
2 fiunoccupied rooms and houses or face outright confiscation.

Against foreign firms, the government's main instrument especially

during its first six months in office was persistent threats of

nationalization or confiscation of assets. The companies included

Valeo, Agripetco (an American petroleum-drilling firm), foreign

commercial firms such as the United Africa Company (U.A.C.), Union

Trading Company (U.T.C.), the French subsidiaries C.F.A.O. and S.C.O.A.

and a British-owned mining subsidiary of Lonhro. A case in point is

the workers' takeover with tacit government support of the Ghana Textile

Printing Company and Juapong Textile Company, subsidiaries of U.A.C. and
27U.T.C. respectively.

The government also sought to renegotiate contracts made with

previous governments (e.g. the Valeo contract). The importation of

goods for which the government was responsible for allocating foreign

exchange was made virtually a state monopoly to the exclusion of foreign
20owned commercial houses. Furthermore the government announced its

intention to amend the Banking Act of 1970 to "bar foreign controlled
29banks from retail banking and to redirect them to specialist banking". 

The government simultaneously declared its intention to raise its share
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holdings in foreign-owned banks and insurance companies from 40 to 80 

per cent.^

A voice was created for the junior workers and enlisted men in 

their workplaces through the WDCs and the Interim Management Committees 

(IMCs) which replaced previous management boards and governing councils 

in both the public and private sector. In the heady days of Rawlings' 

revolution it appeared as if workers had overthrown the traditional top- 

down management system. Junior workers used their new found powers to 

demand participation in the management process, to protect their jobs, 

to oppose retrenchment programs, to correct long-standing grievances, to 

lock out management or demand that action be taken against them, to 

overturn disciplinary measures previously taken against insubordinate 

workers, to re-instate dismissed workers and to countermand decisions 

taken by management. The takeover of the Ghana Textile and Juapong 

Textile Companies was the high point of worker assertiveness on the 

national front.

There were verbal denunciations of establishment groups such as 

professional associations, the Churches, traditional rulers, the 

mercantile, professional and managerial classes. Extra-judicial bodies 

such as the Citizens Vetting Committee (CVC) and the National 

Investigations Committee (NIC) were established to deal specifically 

with cases involving alleged economic crimes committed by the 

professional and managerial classes. The CVCs, for instance, were 

authorised to examine the assets and bank accounts of anyone with a 

balance of 0 50,000 (approximately $12,000 at the official rate of 

exchange) or higher.
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Some of these actions yielded predictably "positive" results in the

short term. Market women, landlords, spare-parts dealers, lorry and

taxi drivers announced reductions in their prices and rates. The black

market rate of the U.S. dollar and the British pound also fell.

Government revenue from taxes increased substantially both from improved

collection and penalties. Some of the populist commitment strengthened

the regime in its negotiations with MNCs, most notably the renegotiation
32of the Valeo contract.

But the reasons for the "positive" results achieved within the

period are not far-fetched. First, suppliers got rid of their stock

faster than they would have preferred and accepted financial loss as

payment for their own safety and security, or second, in the case of

foreign exchange, buyers significantly reduced their demand for foreign

currencies needed to import goods for sale in the country.

This "moral" approach to the economy put much more stress on

affordable prices and the availability of goods than on tackling the

structural problems of the economy —  the over-reliance on imports, and

the low .level of production of foodstuffs, and exports of cocoa, gold

and timber and in manufacturing. As well, attempts at improving

transport, external balances and the fiscal balance were unsuccessful

owing to the state of the infrastructure and the low levels of import 
33capacity. Attempts to reverse public sector decline were ineffective 

for the same reasons and also because government wages and salaries were 

so low as to preclude a normal workload or to enforce anti-corruption 

measures.
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The structural change in morality which now stressed the

deleterious effects of corruption and exploitation, did nothing to

enhance production in a climate of import-starvation while the

government's anti-imperialist rhetoric led to a distinct coolness on the

part of potential external sources of finance. By early 1983, the PNDC

had come to the conclusion that "bootstrap" stabilization, let alone

recovery, was impossible. As a result serious, although initially

tentative contacts were made with the IMF and the World Bank towards

setting up an externally supported programme. In April 1983, the

Economic Recovery Programme (ERP), which was a standard IMF package, was 
34launched.

The Policy Option
The first condition for carrying out the economic programme was 

adequate finance with which to increase industrial output and 

agricultural production and to rehabilitate the transport 

infrastructure. These constituted immediate necessities. Given the 

failure of the government to secure financial aid on a significant scale 

from Eastern European socialist bloc countries and Libya, the PNDC 

returned to Ghana's traditional sources of capital in the West and in 

turn accepted the desirability of export-led growth, or at least 

recovery.35 In order to attract funds from both bilateral and 

multilateral donors, it was necessary for Ghana to gain the IMF seal of 

approval which came in the form of orthodox economic policies, i.e. the 

ERP.
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The major features of the ERP and the Structural Adjustment 

Programme (S.A.P.) include:

(a) liberalisation of prices and foreign exchange

(b) rationalisation of state-owned enterprises

(c) massive devaluation of the local currency

(d) vigorous mobilisation of internal revenue

(e) reduction of payment arrears

(f) cost recovery, subsidy withdrawal and an increase in user fees

(g) improvement of climate for private local or foreign investment

(h) stimulate exports

{i) fiscal restraints, including wage controls and high interest 

rates
36(j) control of inflation.

For the purpose of this study we shall focus on items b, g and h in 

assessing post-1983 PNDC's economic policies and the direct impact of 

these policies on the development of the industrial sector. We shall 

summarily discuss where necessary, other items of the ERP which have 

either directly or indirectly shaped the growth of industry in Ghana.

Privatisation Experience and Practice. 1983-90

The divestiture of state-owned enterprises (SOEs) is a key 

component of the ERP and the SAP. Divestiture is consistent with the 

privatization thrust of the World Bank and the IMF and it accords with 

the prevailing ideological positions of leading western European and 

North American governments. Divestiture has also been presented as a 

budgetary and managerial necessity in view of the manifest failures of
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the SOES. SOE divestiture is considered to be a crucial step if a
37government is serious about ’’rolling back the frontiers of the state".

Like most previous Ghanaian governments, the PNDC has been

concerned with the poor record of SOE performance and resentful of the

heavy burdens they impose on national budgets. In the 1980s, most SOEs

including those that were commercially oriented were not able to break
38even, let alone turn a profit.

SOE dependence on government subventions has been persistent

reaching 10 per cent and 8 per cent of government expenditures in 1982
39and 1986 respectively. The SOEs have been unable to meet their tax

obligations and pay social security contributions on behalf of their

employees nor have they been able to service government guaranteed

loans, on which virtually no interest or principal was being paid. In

addition, SOEs were not only heavily indebted to the government but to

each other. Some 18 SOEs were said to be indebted to the government to

an amount of 0 40 billion and 0 5.2 billion between themselves. Such a
40situation was declared untenable under the ERP/SAP program.

The PNDC has sought to reform SOEs through reorganization as did

previous governments. Managements have been reshuffled, performance

contracts have been signed between the government and management in

SOEs, foreign management consultants have been contracted for key SOEs

and the government has been more insistent on applying the principles of

profitability and break even to SOEs including service oriented ones and 
41public utilities.

By far the greatest emphasis has been placed on divestiture. Under 

the PNDC the objectives of the reform are said to be threefold: firstly
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to reduce state involvement in the productive sector and the financial

and managerial burden of the state enterprises; secondly to improve the

efficiency, profitability and productivity of state enterprises; and

thirdly to increase the managerial autonomy and accountability of state
42enterprises.

In addition to the 42 Cocoa Board coffee and cocoa plantations

whose sale was advertised in August 1987, the government advertised the

sale of 31 SOEs in mid 1988 (see list on next page). The list of SOEs

under divestiture was expanded by the addition of another 46 and the

field was left wide open with the provision that applications for the
43purchase of SOEs not yet listed would be considered. The first list

contained mainly moribund and loss making SOEs such as the State

Fishing Corporation, Food Production Corporation and State Farms

Corporation. It is important to note the second list included SOEs

previously classified as "strategic" and thus not subject to divestiture

such as the GIHOC steel, cannery, paints, bottling and paper conversion

divisions, as well as profitable SOEs such as the Achimota Brewery

Company Ltd. and the Tema Textile Printing Company.

The record of achievement reported by the Divestiture

Implementation Committee at the end of 1990 could only be described as 
44meagre.

Many pertinent problems, typical of sub-Saharan African countries, 

have bedeviled the effective and speedy implementation of Ghana's 

divestiture. These problems include the general weaknesses of the 

private s e c t o r , t h e  absence of stock markets and/or facilities for the
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Name

Publicly-Owned Enterprises Listed for Sale 
Under the Economic Recovery Programme

of Enterprise Business

1. State Fishing Corporation Fishing, Cold Storage
2. Ghana Sugar Estates Ltd. Sugar, distilled spirit
3. Farms in the State Farms Agriculture

4.
Corporation Group 

Food Production Corporation Food Crop Farming
5. Bast Fibre Dev. Board Bast fibre production
6. Some hotels in the State Hotels Hote1, catering

7.
Group

Tema Shipyard & Drydock Corp. Shipbuilding, drydocking
8. Two Worlds Manufacturing Co. Paints, allied surface

9. Neoplan (Gh) Ltd.
coatings 

Coach building
10. Willowbrook (Gh) Ltd. Buses/coaches assembling
11. Victory Industries Artificial leather
12. Ghamot Enterprises Ltd. Timber
13. NIC Soaps and Detergents Soaps, detergents
14. NIC Metal Fabrication Metal fabrication
15. NIC Farms Agro industries
16. GEA Packaging Packaging
17. Kwahu Dairy Farms Cattle ranching, dairy

18. Ghamot Textiles
products

Textiles
19. Guava Farms Food crop farming
20. Ghamot Motor Engineering Co. Ltd. Vehicle assembling
21. GEA and Associates Import, export
22. GIHOC Mosquito Coil Mosquito repellant
23. GIHOC Vegetable Oil Mills Co. Ltd. Vegetable oil
24. GIHOC Motors & Machine Shop Ltd. Fabrication of machine

25. GIHOC Paper Products & Printing
parts

Printing, paper products

26.
Co. Ltd.

Overseas Nitwear Fabric Ltd. Textiles
27. Famekwa Trading Co. Ltd. Distributive trade
28. Metallico Limited Metal forming
29. DL Steel (Ch) Ltd. Steel structural fabrication
30. Labadi Pleasure Beach Complex Hotel, catering
31. State Companies in the Mining Sector Mining (gold, diamond,

Source: West Africa. Julv 4. 1988:823.

bauxite, manganese, etc

123



routine trading of shares, as well as organized financial markets from 

which investment funds could be raised.

Among the specific technical problems facing the divestiture

program is a shortage of technical expertise. The program also faces a

serious problem of data deficiency. Many SOEs are several years behind

in the preparation of their statements of accounts and balance sheets.

Assets of some SDEs, especially the ones hastily acquired by the state

through confiscations, have not been fully identified nor have their
46legal titles been fully regularized.

The political factors impeding the quick and successful 

implementation of Ghana's divestiture program can be roughly subdivided 

into two, general and PNDC regime-specific political factors.

The general political factors include the following:

i. The legacy of history —  i.e. the anti colonial struggle with 

strong elements of economic nationalism, fostered by Kwame Nkrumah and 

his band of radical populists.

ii. The transcendental association of SOEs with economic 

independence, national sovereignty and rapid industrial development

iii. The largely ineffectual divestiture of the NLC period and the 

strong opposition it aroused among sections of the Ghanaian 

intelligentsia has left bitter memories about the idea and practice of 

divestiture. This is well summed up in an editorial of the Daily 

Graphic which said:

'Privatisation' is a loaded word. It conjures up in some
minds past experience where state owned businesses were
disposed of cheaply behind closed doors to favoured cronies.
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It also raises issues of exploitative rich businessmen taking 
over and kicking helpless workers into the street to face 
unemployment.47

iv. SOE divestiture also has been persistently presented by

radical Ghanaian and foreign scholarships as an anti-nationalist,

unpatriotic, pro-imperialist maneuver usually undertaken by compradorial
48and authoritarian ruling classes and regimes.

A number of divestiture-inhibiting political factors are rather

specific to the PNDC regime. If the scope of the PNDC divestiture

program is wide, it is partly because so many companies were added to

the list of SOEs during the confiscation-happy days of the AFRC (1979)
49and to a lesser degree, in early 1982.

The populist beginnings of the Rawlings era —  the anti-capitalist 

sentiments, the threat to nationalise foreign private concerns, the 

endorsement of the takeover of the textiles companies by militant 

workers in 1982 —  have created an initial credibility problem for the 

PNDC as it sought to pursue neo-orthodox conservative economic policies, 

including divestiture. This gap has been wide and the government has 

been compelled to bend over backwards to win the confidence of business. 

The need to dip into "strategic” and previously reserved SOEs may have 

suggested itself out of the realisation that the program lacked investor 

confidence.50

The contradictions of the past and the present PNDC are reflected 

in the schizophrenic tendencies of the government —  a populist and 

oftentimes strident nationalist tendency that seeks to cling to the 

coattails of Kwame Nkrumah and his political and economic legacy, side 

by side with the technocratic/pragmatic, sometimes conservative
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tendency, determined to do whatever is necessary to resuscitate the

economy. The combination of these sharply conflicting tendencies

creates great ambivalence over a program whose implementation is
51normally extremely complex.

Creating Conditions for Foreign Investors

As noted above, the PNDC economic development strategy as of April

1983 has been formulated within the framework of neo-orthodoxy.

Accordingly, monetary and fiscal measures have been instituted to create

the climate for the efficient operation of "market forces". Exchange

rate reform, price decontrol, monetary and fiscal policies and public

sector investment programmes are all geared towards attracting

prospective investors.^

Part of the motivation for reducing the size of the public sector

and the prevalence of state controls is to encourage the growth of

private investment. Provision is made for the private sector to be

consulted in a tripartite government-business-workers forum in the

National Economic Commission. In work places the power of workers has

been reduced as the role of the WDCs has been narrowed to that of

encouraging productivity, while Interim Management Committees set up to

check management power and on which WDCs had an important voice, have

given way to Joint Consultative Committees (JCC). The role of the JCC
53is purely advisory and WDC representation on them has been reduced.

Company income tax has been reduced in the manufacturing sector 

(from 50 percent to 45 percent) and, in conjunction with the 

International Finance Corporation, a new investment code has been drawn
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up.54 Improvements in the banking system are also aimed at raising

private sector confidence. The abolition of a stamp duty on asset

revaluation is intended to encourage private business to revalue their

assets so as to gain easier access to credit. Allowing remittances of

dividends overseas is also an essential component of incentives to the

private sector.55

The Valeo Renegotiation may be seen as a practical demonstration of

the government's commitment to the free operation of foreign direct

capital and as a test case of its attitude towards foreign investment.

Valeo, the largest MNC involvement in Ghana featured prominently on

the PNDC's economic recovery exercise. On December 7, 1983 the

government invited Valeo into renegotiations with a view to amending the

1962 agreements (see chapter 3.6). The government chose the

maximization of US$ revenues as the prime objective over issues of

ownership and control. Also the government chose not to discuss the

problem of an integrated aluminum industry.55

The Financial Times at the start of the renegotiations hailed them
57as a test of the country's foreign investment polrcres. Over a year

later, the paper said the result was likely to be seen as a commercial
58success and be welcomed by international financial institutions. The 

table below shows the far-reaching amendments that were effected. (see 

Table 3)

The government of Ghana is expected to gain extra net revenue. 

This was achieved mainly by changing the power rate and allocation. The 

government's objective of maximising foreign exchange was therefore met. 

The review procedures embodied in the amendment should see the benefits
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Table 3
Comparison of Provisions in Existing Valeo Agreements 

and Changes Agreed to in Renegotiation
(Main Issues Only)

Issue Existing Agreement New Agreement Worth to Ghana in 
a year (1)

A. P o w e r  I s s u e s

1. Base power rate 5.0 mills/kwh 17 mills/kwh
Power rate goes down if the 
power suplied is less than is 
required to run 4 potlines. 
There is a floor price of 10 
mills/kwh however

US$22.4 million

2. Escalation of power rate On only less than 16% 
of the power rate

66.7% escalates up and down 
with metal prfice

Depends on metal 
price

3. Review of power rate None Every 5 years Depends on review
4. Power celing Enough to run 5 potlines US$10.4 million
5. Power allocation in 

f o r c e  m a j e u r e
Valeo and other VRA 
customers share available 
power p r o  r a t a

Valeo takes proportionately 
more cut

Depends on size of 
power cut

B.
6.

T o l l i n g  I s s u e s  
Tolling Fee 60% of lower of two metal 

prices
68% of LME metal price US$6.7 million

7. Review None Every 5 years Depends on review

8. Premiums Little or no compensation 
for production of premium 
products

Reasonable compensation agreed US$1.5 million 
approximately

C.
9.

T a x  I s s u e s  
Tax rate 40% 46% US$1.5 million

10. Dividend withholding tax 0% 15% but 5% on dividends declared US$0.5 million
from retained earnings



Xable 3 (coat’d)

11. Valdo Fund Minimum US$300,000 fixed US$500,000 indexed US$0.2 million

D.
12.

O t h e r  I s s u e s  
Board Representation Nil 2 Members

13. Integration of Industry Nil If alumina or appropriate 
price and quality is produced in 
Ghana, the Government can impose 
duty on it.

E.
14.

L e g a l  I s s u e s  
Governing Law As at 1962 Law of Ghana and such rules of 

International law as may be 
applicable

15. General Review Nil Every 5 years

16. Assurances Strict limits over exer
cise of Ghana's legisla
tive competence

Less politically offensive 
assurances given to Valeo 
about protection of their 
investment

T o t a l  R e v e n u e  G a i n  i n  
N o r m a l  Y e a r US$43.2 million

Source: Fui S. Tsikata (ed.), Ghana-Valco Renegotiations, pp. 47-49.



maintained into the future. Other important gains were made. By 

lowering the power ceiling and by agreeing to a more favourable power 

allocation system, the government and the VRA increased their 

flexibility in allocating available power.

Pleading changed circumstances and renegotiating major investment 

contracts is something developing countries should not do often, 

especially if they are actively seeking aid funds. That Ghana was able 

to successfully renegotiate the Valeo Agreement and at the same time win 

and maintain "donor confidence" reflects positively on the government's 

investment policies.

Export Sector Rehabilitation Programme
Unlike previous experiences with Fund-Bank adjustment,

comprehensive and systematic programmes have been put in place to

rehabilitate the export sectors, concentrating initially on cocoa, gold

mining and timber. Two of the key ingredients in this programme are the

improvement of producer incentives and an export earning retention

scheme that permits certain exporters to retain a proportion of their
59foreign exchange proceeds.

The producer price for cocoa has been raised successfully since 

1982-83 from 012,OOO/US$48 per tonne in that year to <C56,6000/US$113.20 

in the 1985-86 season and £140,000/US$560 in the 1987-88 season (U.S.$ 

values calculated at 1987 exchange rate). The objective in this is to 

improve the real returns to the producer; raise the domestic price as a 

proportion of the world market price; and reduce the share of the total 

appropriated by the state. It is estimated that the latest price

130



increase in 1987 would represent the first real improvement in returns 

to producers since 1 9 7 5 . The raising of the producer price of cocoa 

(increased sevenfold between 1983-87) therefore can be seen as a key 

element in the PNDC's strategy of export-led growth.

The government's monetary policies undoubtedly assisted in the 

export-sector recovery. The steady real depreciation of the cedi and 

the success of the government in reducing the gap between the official 

rate and the black market rate not only made possible an increase in 

real cocoa producer prices, but it also reduced considerably the net 

additional returns from selling cocoa on the black market. Mineral 

production has made a more tentative but, nevertheless, solid recovery, 

as has sawn timber, while the production of logs has risen considerably 

(see Table 4).

Table 4

Production of Major Export Commodities 
1982-86 (000 units)

1982 1983 1984 1985 1986

Cocoa (tonnes) 179 158 175 186 200
Gold (troy) 331 281 289 310 369
Diamonds (carat) 684 347 346 630 800
Manganese (long tonnes) 160 191 287 300 350
Bauxite (tonnes) 64 70 49 130 250
Logs (cu meters) 410 560 578 600 700
Sawn wood (tonnes) 150 189 180 223 232

Source: PNDC Budget Statement and Economic Policy for 1987:4.
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Achievements of the ERP
In addition to the sector-specific "success stories" (the

Renegotiated Valeo Agreement and increase in volume of export of primary

commodities), the PNDC has witnessed remarkable success with the ERP/SAP

at the macroeconomic level.

Real per capita GDP rose by 6.8 per cent in 1984 and more modestly

but still in excess of 2 per cent per annum since then, and well in

excess of minimum government targets of 1.5 per cent per annum.61 Real

per capita consumption has followed the same pattern rising strongly in

1984 and more slowly, but steadily, since then. At the same time the

national savings rate has recovered from almost zero in 1983 to 6.6 per

cent in 1986. Over the same period the investment rate has risen more

than two-and-one-half times and is now over 10 per cent. These

developments were made possible by the government's ability to run

sustained balance of payments deficits on current accounts and by a
62reduction in the public sector deficit.

An important element in this resurgence of growth has been an

almost 60 per cent increase in the real volume of imports, thereby

relieving one of the most critical constraints in the economy. In part

this was made possible by a welcome recovery in terms of trade of some

37 per cent over the period as oil prices declined and cocoa prices

strengthened. This goes some way to explaining the rapid growth in
63export proceeds of over 20 per cent per annum between 1983 and 1986.

The government has been able to service its debts to the tune of 

three-quarters of a billion dollars above the 1982 level and reduce 

payment arrears by some US$ 270 million or by over 60 per cent. It was
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able to do so because of large inflows of foreign capital, amounting to

US$ 240 to US$ 300 million per annum. About 60 per cent of this came
64from the IMF and 14 per cent from the World Bank. Thus, additional

capital inflows can be said to have been, almost dollar for dollar, the

source of financing debt servicing and repayment arrears. Nonetheless,

this debt repayment record has gone a long way toward restoring Ghana's
65creditworthiness internationally.

The government has also been remarkably successful in restoring the

absolute and relative levels of revenue and expenditure. Tax revenue

and grants have grown steadily as a percentage of GDP. Expenditure

growth has been pronounced but has been held back below that of revenue.

As a consequence of the trends in revenue and expenditures the budget

deficit was eradicated in 1986 and a small contribution made to

government savings.

In sum, the stabilization took place without a reduction in GDP; in

total or per capita. Secondly, the program was based on increasing

rather than reducing real imports. Thirdly, it involved raising, rather

than cutting, government spending. From all these points of view the

Ghana program has been depicted a huge success. Among western

politicians, bankers, "Aid" officials and "free-market" ideologists,

there is no shortage of commendation. For the PNDCs economic policies

and achievements "bold and far-reaching", "courageous", "outstanding”
67and "remarkable" are a few of the most often repeated epithets. (See 

Table 5).

Given the success of the program to date on the above indicators, 

it is not surprising that Ghana's experience is held up by the

133



PAGINATION ERROR. ERREUR DE PAGINATION.

TEXT COMPLETE. LE TEXTE EST COMPLET.

NATIONAL LIBRARY OP CANADA. 
CANADIAN THESES SERVICE.

BIBLIOTHEQUE NATIONALE DU CANADA. 
SERVICE DES THESES CANADIENNES.



international institutions as a model to the rest of sub-Saharan Africa. 

There are, however, areas in which Ghana's program has been less 

successful and some developments suggest possible inconsistencies in 

adjustment policies. Furthermore, some policy decisions have generated 

debate and there are others in which our knowledge of the impact of the 

program is less than complete.

ERP/SAP Manufacturing

The situation of the manufacturing sector is very problematic. The

massive devaluation of the cedi since 1983 has greatly raised local

prices and the cost of imports. On the other hand, the government's

efforts to lower the rate of inflation have involved a tight rein on the

growth of money supply, in keeping with the ubiquitous element of IMF

stabilisation programmes —  the placing of a strict ceiling on bank

credit to the government and private sectors. Within this tight

liquidity situation, the manufacturing firms with weak financial

positions (due to years of low output and depreciated capital assets)

have weak credit ratings and face high interest rates, which limit their
68ability to use bank credit to finance local and foreign purchases. 

The situation is further compounded by the competition in a small market 

from goods imported under a liberalised regime and the low purchasing 

power of consumers, who are themselves acculturated to foreign items. 

On the whole domestic industry has been penalised by its import- 

dependent structure. These policies, together with the move away from 

public ownership, have led some critics to argue that Ghana is being 

"de-industrialised".
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The government's planned objective under the ERP for the 

manufacturing sector is to re-orient domestic manufacturing toward 

exports —  a virtual necessity since the domestic market is constrained 

by high prices and tight liquidity. However export competitiveness 

cannot occur without major restructuring of the industrial sector. 

Although the World Bank sees this happening (in the area of local raw 

materials sourcing), in practice action in this area has been non

existent. Support has been meagre and confined to improving supplies f 

foreign inputs, the bulk of it channelled to the private sector ti_

ensure in the words of the Bank, that "the public sector would not pre-
70empt the private sector". In any case developing the local raw

material base is not in itself enough, some development of local

technology and basic industry is also required. These are areas not

seriously addressed by the ERP. One commentator has observed that

"because of the scale of investment and the degree of co-ordination and

timespan involved, development of these sectors cannot occur solely
71through the "market" but must involve purposive state intervention". 

Without this it is unlikely that Ghanaian industry will survive the twin 

assault of high input prices and liberalisation.

The lack of policy in these areas and the emphasis on "comparative 

advantage" suggests that domestic economic integration is not a priority 

of the PNDC. By excluding this element, ERP strategy is liable as it 

stands, to restore the precise structure that lay at the basis of 

Ghana's crisis in the early 1960s —  the divorce between domestic 

production and demand structures, the high export coefficient of 

economic activity and high commodity concentration of exports and the
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72criticality of the balance of payments. In designing a viable balance 

of payments a strong export drive and domestic economic integration are 

complementary, not alternatives. In this light a strong argument may be 

made for resuming within a redefined and carefully regulated framework, 

the domestic economic restructuring commenced in the sixties. A return 

to a commodity-driven open economy is decidedly not the situation.

Other Areas of Concern

The external debt implications of the ERP/SAP is a matter of

serious concern. Ghana's external debt service ratio was estimated at

only 10.7 per cent of exports (goods and non-factor services) in 1982,

rising, however, to 34.2 per cent in 1984. With new borrowing, much of

it in the form of expensive short-term IMF credits, the debt service

ratio was expected to rise sharply to 48 percent in 1986 and 61 per cent

in 1987 before falling again to 40 per cent in 1990. Concession at new

financing has only deferred the problem; new capital inflows have been

offset almost dollar for dollar by outflows for debt servicing and
73repayments of arrears.

The export strategy is likely to exacerbate the high ecological 

costs associated in the past with Ghana's export orientation, with 

further destruction of tropical rain forests. II is estimated that the 

high forest zone (HFZ) from which hardwood timber is extracted and which

also supports cocoa farming is being destroyed at the rate of 4.5 per
74cent annually. In spite of the rapid disappearance of GHANA'S once 

extensive HFZ, rehabilitating and expanding the logging and cocoa 

industries is a major objective of the ERP. Export volumes of wood
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products are expected to increase. Erosion, soil impoverishment and

adverse climatic change are the likely outcome of this strategy.

As far as export earnings were concerned, the PNDC had been led to

believe by the World Bank that it would increase its foreign exchange

earnings by expanding output; yet cocoa alone registered a 40 per cent

fall in price in 1988 compared to the previous year. Nineteen eight-

nine was no better, as prices continued to drift downwards. The medium

term signs are gloomy with predictions that prices would continue to
75fall perhaps into the 1990s.

Per capita GDP in Ghana is at best two-thirds what it was in 1960.

In 1986 with over five per cent real growth, per capita consumption fell

three per cent apparently from demand overkill and lower real cash

incomes for the poor and marginal groups. The government health system

saw its real output plunge 50 percent from 1979 through 1986, the

education system is barely avoiding collapse; the rural water system has
7 6no assured capacity for maintenance.

Assuming that development is about, for and by people, and that 

imbalances between basic needs and real incomes and access to services 

of the poor matter, that is a disastrous record. At the end of four 

years of stabilization and five of rapid growth it is an indictment of 

Ghana's stabilization strategy as at best integrally incomplete and at 

worst focused solely on macroeconomic restoration while people continued 

to decay. In short, the absence of integrating human imbalance 

stabilization into the programme's core strategy was —  and to a large 

extent remains —  a basic flaw. As well, the contribution of the reform 

program to strengthen national economic integration needs clarification.
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We must note in conclusion that no matter how much the government 

achieves (and we must be careful not to forget that, whatever the 

process since 1983, living conditions are still very tough for millions 

of Ghanaians), it will remain a military dictatorship and a large 

proportion of Ghanaians will never accept this as their preferred form 

of government. There will, therefore, always be a good measure of 

ambivalence about the public's view of the government as it is now 

constituted. That Ghana's ERP has managed to survive at all in the face 

of severe repression and political closure is a remarkable feat. It 

must be emphasized though, that this tenuous political situation may not 

augur well for the future of the programme if Ghana's history of

political instability is anything to go by.

Summary

There is a widely held view that the ERP/SAP is not really Ghana's 

but is rather the product of the IMF and the World Bank. Also, the high 

profile of IMF and the World bank in both financing and policy

formulation is a cause of concern, made worse by the weak capacity of

government and the lack of public participation in, or debate about 

economic decision taking. Until now the government has been largely 

successful in commanding support from the International Community as 

signs of recovery have been marked. However, a sudden change in 

government policies and/or a drastic fall in export earnings because of 

a fall in Ghanaian export prices can easily halt the process of

recovery. Moreover, it needs to be seen whether the International 

Community is willing to continue its support for the government's

139



recovery programme and further, whether the government can also remain 

fully committed to the often unpopular measures.
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Chapter 5

TWO DEVELOPMENT PHILOSOPHIES, TWO DIFFERENT STRATEGIES 
AND THE ENTREPRENEURIAL REVOLUTION THESIS

Introduction

In the past chapters we have examined how since the inception of 

political independence in 1957, Ghana in her quest for industrial 

development has been taken through a circular path of economic 

development strategies. These strategies in sum follow two distinctive 

paths: a) the socialist path of development or self-centred development

strategy and b) the capitalist, that is, the dependent development 

model. Nkrumah's model identifies closely with the socialist strategy 

whilst Rawlings' ERP approximates the dependent capitalist development 

strategy. In examining the merits of the two development strategies, 

the questions to be addressed include (a) the actual policies of each 

development strategy, (b) the designated "agents" of development, i.e., 

the state or private capital, and (c) the impact of each strategy on the 

"inherited" socio-economic structures.

Of course, in answering these questions a series of related issues 

must be analyzed, including: (a) the role of foreign private capital;

(b) the impact of foreign aid; and (c) the efficiency of the state as 

entrepreneur through the Parastatal organizations. The importance of 

foreign politico-economic ideologies in dictating and determining policy 

options to both Nkrumah and Rawlings will be emphasized.
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With Ghana's political economy experiences as a case study, the 

existence of an alternative strategy with the strong potential of 

setting Ghana on the path of rapid economic recovery and industrial 

development is explored.

Two Strategies: Two Policy Prescriptions

From the comparative study of Nkrumah's industrial strategy with

that of Rawlings', we shall briefly recall the major directions which

development theory pursued in the past (from the 50s to the 80s) shaped

their respective economic strategies and policy instruments. Recent

perspectives on African problems and cures as embodied in two main

documents —  The Lagos Plan of Action for the Economic Development of

Africa. 1980-2000 (the Plan) "1980" and Accelerated Development in Sub-

Saharan Africa: An Agenda for Action (the Agenda) "1981" —  broadly

reflect the differences in approach adopted by the two regimes under

study. Nkrumah's Seven Year Development Plan approximates the

conceptual challenges of the Plan^ whereas Rawlings' Economic Recovery

Programme is manifestly a product of the Agenda. The Plan also

represents the thinking, ideology and aspirations of the majority of
2African governments and the more radical writers of Africa. The 

Agenda, which is a publication of the World Bank, depicts the views not 

only of its publishers but also many western governments and economists, 

as well as the technocrats of the IMF and similar organisations.

The Plan attributes the causes of African development problems 

almost entirely to external factors, particularly the new international 

labour relations and seeks ways and means of achieving a disengagement
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from the international economic system. Regarding internal factors, it 

identifies as the chief drawback inadequate attention given to the 

development of indigenous factor inputs such as physical resources, 

human skills and technology. The inward-looking approach which it 

consequently advocates is to be based on collective self-reliance, the 

main elements being the provision of the necessary know-how required to 

identify, evaluate, extract, convert and market local natural resources 

and their products. The skills so required would therefore depend on 

available local resources and government policy directed towards their 

exploitation and marketing in order to derive maximum benefits. To this 

end three major roles are assigned to government: First, as

entrepreneur of state-controlled enterprises which must play a major 

role in the productive sector of the economy. Secondly, as planner, to 

institute national planning networks and linkages, plan monitoring 

facilities and control information systems. Finally, as allocator of 

natural resources through fiscal and monetary policies, incentives and 

disincentives —  industry rather than agriculture being the engine of 

growth.3

The Agenda, on the other hand, ascribes the causes chiefly to 

inappropriate domestic policies and processes, such as underdevelopment 

of human resources, political fragility, ill-suited institutions, rapid 

population growth, et cetera, and calls for greater integration into the 

international economy. Recovery is seen to depend primarily on three 

factors. First, recovery of commodity prices from their recent 

collapse, then an increase in international aid and finally the 

continued specialisation of the region as a supplier of primary
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commodities. Rationalisation of the price system and private sector 

development, rather than state sector domination, and other open economy
Apolicies are the rudiments of development reform.

Therefore, the two approaches and the two regimes are clearly 

distinguished by three realms of differences that clearly distinguish 

them. First, the extent of integration into the international economic 

system; secondly, the extent of the role of the state as entrepreneur; 

and finally, the sector of the economy assigned as the engine of growth.

In a sense, the two strategies possess a number of features 

consistent with the mass-production model of industrialization. 

Nevertheless, the Plan to a much greater extent diverges in several 

aspects. In the first place, it seems quite contradictory for the plan 

to endorse the development of indigenous factor inputs and at the same 

time relegate agriculture to a secondary role. In any case, industrial 

fundamentalism as a strategy for economic development implies heavy 

reliance on the West, from whose grips the state desires to disentangle 

itself. In addition, the Plan demonstrates a considerable lack of 

conceptual clarity when it specifies, among its several lofty 

commitments, "the development of indigenous entrepreneurship..."5 It 

fails to recognise that the development of indigenous input factors 

implies industrial fundamentalism, entrepreneurship "being an activity 

purposefully pursued by an individual or group of individuals initiating 

and controlling the direction of economic activity for the production of 

wealth and distribution of goods and services with a pecuniary motive 

(or such benefits) in a given social and political setting, and enjoying 

an appreciable measure of freedom of choice and decision regarding the
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economic activity."6 In this case, therefore, the development of 

indigenous entrepreneurship implies that government adopt an approach, 

the policies of which provide the climate that is able to motivate 

individuals or groups of individuals to exploit other available 

resources in the type of economic activity that yields maximum benefits. 

If we accept this premise, we will appreciate the logic of the 

conclusion that industrialization, as advocated in the Plan and as 

adopted by Nkrumah is inconsistent with the Plan's own commitment to 

develop local entrepreneurship. In any case, the Plan is manifestly 

silent on how the latter is to be developed.

The PNDC, notwithstanding its initially populist and anti-business 

stance, more than any other in the history of post-independence Ghana 

has, however, reluctantly embraced the set of policies closest to the 

Agenda package, which with some policy modification could be the most 

congenial for industrial development.

The Two "Ghanas"

Though the two regimes belong to different historical periods in 

the country's history (the CPP from 1957-66 and the PNDC since 1981) a 

comparison of their industrial strategies shows instructive parallels in 

character and practice. Both Nkrumah and Rawlings have been reproached 

for following too conservative a strategy at one time or another, and 

for pursuing a too radical one thereafter.

Fitch and Oppenheimer argue that a significant departure in 

development strategy was made around 1961. They write of "two Ghanas", 

one between 1957 and 1961, in which development strategy was heavily
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influenced by the economic thinking of W. Arthur Lewis, the other during
71962-1966, when Nkrumah turned to more radical socialist means.

Conversely, Rawlings experimented with radical socialist means 

between 1981-83 and has since then adopted an ultra-liberal development 

strategy,. Thus Nkrumah's and Rawlings' industrial development policies 

may be described as disjointed and their attitude schizophrenic (Reasons 

for the sudden shifts in policy by the CPP and the PNDC governments have 

been discussed in previous chapters). Here the emphasis is on analysing 

the common policy instruments they both adopted.

Economic Decolonization

The paradox of the two regimes' financial strategy, and in 

particular their position on foreign direct investment and aid, was that, 

while aiming at greater economic independence, their strategies 

increased dependence on foreign governments and enterprises. The 

inclination to accept more commercial terms on loans caused Ghana's debt 

service to be greater than otherwise and weakened Ghana economically in 

the international community. It may appear incongruous, but both 

regimes hoped to use foreign investment and foreign aid to effect 

economic decolonization. Indeed, one of the rationales for placing 

tighter controls on the opposition was to ensure "internal stability”
Oand thereby make Ghana more attractive to foreign investors. The 

encouragement of foreign investment was further amplified through the 

role (and status) given it in Nkrumah's Capital Investment Act and 

Rawlings' Investment Code. The "Valeo case" attests to the two 

governments' commitment to ensure the smooth operation of FDI in Ghana.
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But these "Favourable Acts" did not attract significant investment 

from abroad as expected.

It is probable that foreign investors understood the governments'

ambivalence toward them. To the extent that they provided capital which

the government wanted, they contributed to a pattern of property

ownership which was deemed undesirable because of the unequal
qdistribution of income which private capital engenders. Also the CPP 

in the Seven Year Development Plan and the Party's "Programme for Work 

and Happiness" bluntly asserted that the birth of an independent 

Ghanaian private capitalism was undesirable, for it would, it was 

alleged, negate the egalitarian objective. It may be recalled that the 

brief appearance of Rawlings' AFRC in 1979 and to a lesser extent in 

1981-83 was characterised by a spate of probing into the activities and 

assets of prominent indigenous businessmen. This caused considerable 

apprehension, uncertainty and inactivity in that sector.^

All in all, Nkrumah and Rawlings' policies on foreign investment 

yielded few results. Little investment came in when the welcome was an 

unqualified one, while the same was true when restrictive conditions 

were increasingly laid down.

Certainty not all of the responsibility can be placed on the two 

regimes since American and European private investors have been 

generally wary of investment in Africa, especially when they had more 

attractive opportunities in more familiar and certain situations. They 

were also unconvinced that their enterprises rould prosper under the 

"socialism" which Nkrumah and Rawlings advocated, however "mixed" the 

economy was to be.
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Insofar as Nkrumah and Rawlings were unable or unwilling to 

establish significant and regular inflows of private foreign capital, 

the role of foreign aid was that much more important in Ghana's 

development.

Foreign Aid
Gbedemah, Nkrumah's Finance Minister, in his 1957 budget statement

to Parliament concluded that "without outside assistance we cannot

develop at the rate we would like".^  Kwesi Botchwey, the PNDC's

Finance Minister, expressed similar sentiments when in response to

critics of the government's close collaboration with the IMF, he

responded: "Let's start from say; we don't want any money from the

IMF... It does not take the imagination of a genius to see that without

those inflows, our national situation and the people would have been
12much weaker...."

The factor of production which has been most emphasised in the two 

administrations' industrial development policy has been capital. The 

assumption has been that this is the scarcest factor in an 

underdeveloped country like Ghana, and, ipso facto, the most productive 

one, because it employs available but underutilized human and natural 

resources. Private contributions of foreign capital are frequently not 

forthcoming or not sufficient to get the structures initiated or to

extend them fully. Government allocations of financial resources are

indeed often needed to establish or expand structures of production. 

Questions need to be raised however about the priority conventionally 

assigned capital.
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Structures of production cannot be successful over time unless they 

provide a satisfactory margin of net benefits to the persons whose 

contributions of productive factors are needed to sustain the particular 

process of production. It is this margin which can ensure continuous 

self-sustained growth. Both availability and remuneration of other 

resources are involved and capital is an intervening rather than an 

independent variable. In formulating industrial policy and deciding on 

the role of external aid, capital must be put in such a perspective. 

Its scarcity usually reflects lack of entrepreneurial opportunities 

rather than an absolute shortage of capital.13

There have been some suggestions that external aid does not really
14assist development, and even arguments that it hinders development.

To the extent that aid biases investment in a capital intensive 

direction, inhibits the emergence of domestic entrepreneurship and does 

not fully utilize indigenous factors of production, subsequent 

development is not facilitated and may be in fact impeded.

This is not to discount the important role aid could play in 

Ghana's industrialisation process. Aid could be used to facilitate 

economic and social transformation by overcoming temporary shortages in 

specific human and material resources, promoting strategic activities, 

inducing and facilitating critical governmental policies and providing a 

certain amount of working capital or margin of resources for carrying 

out programs involving a shift in the structure of the economy.1  ̂ It 

could be used to provide infrastructure. Certainly as we have seen from 

Ghana's experience, there should be no apriori assumption that aid will 

promote development.
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Parastatals
Another distinctive feature of Ghana's industrial development has 

been strong state intervention in the manufacturing sector. Of 

particular importance especially under Nkrumah's regime was the 

expansion of state-owned enterprises, which now account for a 

significant share of production and investment in Ghana. Yet this 

sector's contribution to the process of economic development has failed 

to match expectations. The state-owned enterprises that were expected 

to provide an investible surplus tc the government have instead required 

massive subsidisation, imposing a further burden on the economy.

One indication of the increasing concern over the performance of 

the public enterprise sector in Ghana has been the widespread interest 

in privatisation as a policy option under the PNDC. The privatisation 

of government-controlled industries, services and agencies is seen to 

offer the prospect of both benefitting the public finances and improving 

economic performance. In practice, however, the divestiture exercise 

has proven to be more complicated than anticipated (see chapter 4).

Pre-Conditions and the Role of Government

Operating under the assumption that the peasant agriculture was 

static, Nkrumah and Rawlings by adopting I.S.I. implicitly devalued the 

transformation capabilities of the peasants. This view of a stagnant 

peasant economy also applied to the artisans in the society. Metal

workers, weavers and potters were thus systematically excluded from 

consideration as a possible source for the development of innovative
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forms of "modern" industry. Few efforts were made to train artisans in 

new technological or managerial skills. Other factors to be taken into 

account in examining the poor contribution of the informal sector are 

their competition of imports, narrowness of the market and obviously the 

greater capital resources and superior organisation of many foreign 

competitors. As in the past world trade and price fluctuations of 

primary commodities are still of considerable consequence in 

underdeveloped countries.

Applying I.S.I. in the context of seemingly stagnant peasant 

economies generated a number of contradictions in Ghana's development. 

Foremost among these are the limitations imposed by the capital, 

technological and market requirements of I.S.I. Thus the extent to 

which capital scarcity and small market size became major problems of 

the industrialization process depended in an important way upon the 

prior choice of I.S.I. as a model. As we discovered in our study, Ghana 

by adopting I.S.I. largely ignored the more complex process of 

"technological learning that encompasses product specification and 

design, process choice and change and the social organisation of 

production."^® Thus technological mastery, which is imperative for 

industrial deepening and the concomitant qualitative changes in the 

structure of production received no consideration. As a result, serious 

re-thinking of the industrialization problematic in the 1980s and 90s 

has generated some innovative prescriptions.

The shift in the dominant paradigms towards neo-classical, market- 

oriented view of development process and policy in the face of the 

alleged failure of statism translates into policy prescriptions directed
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towards a drastic reduction in the size of the public sector. The 

argument is made that the public sector is "over-extended" and requires 

"rolling-back"17 (this too often means eliminating it entirely). Since 

the PNDC is implementing the "Agenda Package", which in itself is the 

policy prescription emanating from neo-classical analysis, it is logical 

that there will be a strong drive towards the reduction of the state's 

role vis-a-vis the "market". But on the grounds of Ghana's concrete 

development experience briefly sketched above, a strong case could be 

made for the advantages of active state participation in business and 

industry over indigenous private enterprise —  in the immediate future, 

at least —  given the structure and institutions of Ghanaian society and 

bearing in mind the extent of the managerial and technical abilities 

required, much of which would probably have to be obtained from 

abroad.18

The most important questions about the role of the state are not 

how big or how much but what comparative advantage does it have compared 

to the private sector? How can state performance be improved? What 

matters more than its absolute size is how the state goes about its task 

and what relationships it establishes with the private-sector —  to the 

extent that a clear distinction can be drawn between them. The key task 

is to establish working relationships between the sectors which so far 

as possible are mutually supportive rather than antagonistic. Although 

it is not the purpose of this study to recommend specified policies for 

the promotion of state-private sector cooperation, some observations 

seem appropriate.

Active state support for local entrepreneurs in the past could be
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seen in the restriction and reservation of some business activities for

Ghanaians in areas where they had faced tough competition from

foreigners (especially Levantine businessmen). In April 1969, under the

military regime, the Ghanaian Enterprises Committee published a list of

202 businesses that were to cease operation under the Ghanaian

Enterprises Decree (no 323, 31 December 1968). The purpose of this

decree was to promote Ghanaian enterprise in selected business fields

by, among other measures, excluding foreigners. President Busia's

Ghanaian Business (Promotion) Act forbade foreign ownership or part-

ownership of small businesses engaged in retail or wholesale trade
19effectively ending foreign competition m  the sector.

Presently, the incumbent government, for instance, must place 

strong emphasis on the revival and growth of small-scale village-based 

industries. Here the intention must be to stimulate the utilization of 

local materials that depend on ingenuity and skill, rather than imports, 

and this will clearly favour the informal sector. Specific policies 

aimed at providing funds for research to improve the quality of 

artisanal products and efficiency of small-scale production techniques 

warrant serious consideration by policy-makers.

In the PNDC's negotiations with the IMF/World Bank and multilateral 

aid donors, the government should aim at using foreign aid to induce 

policy changes. Both donors and recipient should seek leverage effects 

rather than rates of return. To make development aid more effective, 

strategic sectors should be chosen and promoted and projects should be 

selected in light of assessments of the economy as a whole rather than 

on the basis of their eligibility for financing by traditional loan
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standards. Concessionary aid can provide means for facilitating 

structural changes which can organize a country for sustained progress 

and this should be its aim. This way, aid can be used more to effect 

the pattern than the pace of development.

Regarding privatisation, improvements in economic performance are

more likely to result from an increase in market competition than a

movement from public to private ownership. There are important

constraints, however, on increasing competition in an underdeveloped

country like Ghana where state monopolies dominate the market. The

removal of statutory barriers to entry will be insufficient to stimulate

competition and regulatory agencies can be established to control the
20behaviour of the privatised enterprises. Second, a policy of

selective government intervention can be readily justified in terms of 

correcting for market failure associated with externalities. A version 

of the infant industry argument can be used to support the case of 

government encouragement by protection or subsidisation of strategically 

important industries, in terms of the long-term dynamic gains accruing 

from the creation of a domestic technological capacity. The role of the 

state, therefore, is as crucial to the industrialisation process in 

Ghana as elsewhere, though calling for some modifications and 

redefinitions because Ghana needs two legs to walk —  a strong and 

effective state and a strong private sector,

Ghana should devise means of luring back home the several thousands 

of Ghanaians, mostly the products of her elaborate educational and 

training system, now abroad in self-imposed exile, mostly for economic 

reasons. The talents and skills of these professionals are essential
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for sustaining the revolution. And in order to attract the remittances 

of those nationals living abroad through the banking systems, it would 

be necessary to introduce further reform measures that guarantee the 

safety of such funds.

In conclusion Mytelka suggests a framework within which a more 

fundamental rethinking of the I.S.I. model must be undertaken to avoid 

the catastrophic consequences of past strategies. She calls for a shift 

in emphasis in four ways:

1) from quantitative to qualitative goals, that is, from an 

emphasis on level to one of structure and form.

2) from a view of the rural sector in terms of its extractive 

potential to one which stresses its importance as a market for domestic 

manufactures and a source of inputs for industry.

3) from the too ready acceptance of the mass production model to 

the conceptualization of more flexible, geographically decentralized and 

confederal forms of manufacturing systems that interfere with the mass 

production and the informal sectors while linking knowledge and goods 

production activities.

4) from reliance on imported technology in all of its forms to the 

building of indigenous technological capabilities throughout the economy 

and society.^

Further research along the lines suggested by Mytelka in future 

studies should provide some answers to the serious questions about the 

net contribution of industry to Africa's and for that matter Ghana's 

development.
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The Long Marchs A Peroration

By any route, development is a long march. There may be periods of 

rapid growth, but there are bound to be periods of no growth. There is 

no way that a complete set of productive structures and ample resource 

endowments for all persons can be achieved quickly. There must 

necessarily be experimentation since the institution of other countries 

cannot be simply adopted. They must be adapted to establish productive 

resource flows in the particular country and possibly they will prove to 

be quite inappropriate in anything resembling their foreign form. 

Entrepreneurship in economic, social and political relations is 

required, but the productivity breakthroughs by entrepreneurs are 

unpredictable and often slow in coming.

The industrial deepening we have discussed in this study offers 

both an indigenous and feasible approach to disengagement from socio

economic decline. It derives its conceptual basis from a model 

industrialization, the practical implication of which is a change in 

policies and institutions that motivate a more business-like, creative 

and innovative approach to economic life.

Even when we take for granted that the PNDC government would 

sanction this approach, its ability to implement effectively and 

thoroughly the policies it entails for any sustained period would to a 

large extent rest on the foundations of its political support, the 

functional relationships between the government and its support bases, 

and the capacity of government not only to meet the demands of these 

interest groups but also to get them fully involved. The government, 

due to its initial hostility against the professional and managerial
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classes, must win over the confidence and goodwill of these classes to 

secure the vital stability that is required for swift policy 

implementation.

One of the motives for undertaking this study was concern about the 

much increased influence within developing countries of mainstream 

thinking about economic policy, affected chiefly through the vehicle of 

the policy "conditionality" of the Bretton Woods lenders and to a lesser 

extent, bilateral aid donors —  and the danger that it is unwittingly 

being applied in inappropriate ways. The economic and social reality in 

Ghana indicate that, contrary to neo-classical prescriptions, the state 

must continue in the foreseeable future to play the key role in the 

country's economic development.
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Endnotes - Chapter V
1 „ See Ayele Negussay, "Kwame Nkrumah and the Lagos Plan of Action" in 

Adedeji and Shaw (eds.) Economic Crisis in Africa (Boulder, 
Colorado: Lynne Rienner Publishers, 1985), pp. 47-58.

2. G.E.A. Lardner, "Beyond the Neocolonial Nexus: Inheritance,
Implementation, and Implications of the Lagos Plan of Action" in 
Adedeji and- Shaw, o p .  cit.. pp. 8-34 and Bada Onimode, A Political 
Economy of the African Crisis (London: Zed Books Ltd., 1988), pp.
200-01.

3. For a summary of the contents of the Plan, see Adedeji and Shaw, 
op. cit.. Chapters 4 and 6.

4. World Bank, "Accelerated Development in Sub-Saharan Africa: An 
Agenda for Action", Washington, D.C., 1981.

5. Negussay, o p .  cit., pp. 48-49.

6. See D.L. Narayan, Entrepreneurship and Agricultural Development 
(Bombay: Asian Studies Press, 1986), p. 5.

7. Fitch and Oppenheimer, Ghana.... p. 82.

8. See Kwame Ninsin, "State, Capital and Labour Relations, 1961-1987" 
in Ninsin and Hansen, (eds.), The State Development and Politics in 
Ghana (Dakar: Codesria Books, 1989), p. 19.

9. Nkrumah (after 1962) and Rawlings (before 1983) adopted strong 
anti-West postures ideologically and their strictures against 
Western governments may explain why foreign capital was not 
forthcoming.

10. See Barbara Okeke, 4 June.... pp. 63-76.

11. Tawiah Ada.aafio, Bv Nkrumah's Side: The Labour and the Wounds
(Accra: Westcoast Publishing House, in association with Rex
Collings, London, 1982), p. 66.

12. Kwesi Botchwey, "State of the National Economy", Ministry of 
Information, Accra, Ghana, January 1986, pp. 13-14.

13. For an analysis of the inter-dependence of variables in economic 
development, refer to Stephen Haggard, Pathways from the Periphery 
(Ithaca: Cornell University Press, 1990), pp. 1-5.

14. Onimode, op. cit.. p. 57.

15. See Haggard, op. cit.. pp. 191-200.

16. See Mytelka, op. cit.. p. 79.
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17. World Bank, Accelerated Development in Sub-Saharan.... p. 38.

18. One must concede though that changes in the education, population 
patterns, incomes and socio-political attitudes and structures —  
indeed in the whole range of social experience would indicate that
the post-ERP era is almost certainly more favourable for the
emergence of new men with different objectives other than their 
need for security.

19. See Huq, o p .  cit.. introduction, pp. 6-9.

20. Haggard, op. cit.. pp. 223-254 illustrates several practical ways
where the state has provided the framework within which both
private capital and the public sector have worked amicably together 
in promoting economic development in the NICS.

21. Mytelka, op. cit.. p. 110.
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