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ABSTRACT
This research papers centers on the Aid-Growth nexus in the context of Sub-Saharan Africa post 1980. Moreover, it attempts to show whether there is a link between ODA and negative growth impacts (de-industrialization) by putting in place economic structures which negatively affect the industrial dynamic of the sub-continent. Hence, within the Aid paradigm, it exclusively focuses on trade liberalization, being one of the widely applied conditionalities of the post 1980 period, as a pre-requisite to ODA. It is the contention of the paper that ODA has not been geared towards fostering manufacturing growth, is severely skewed towards social sector spending and to the extent that SSA are dependent on Aid flows and that trade liberalization within the context of immature industries as are rampant in the subcontinent has not been as growth enhancing as stipulated by free market/free trade enthusiasts. This ought to be a cause of serious concern as a declining manufacturing sector could spell perpetual dependence on foreign assistance by virtue of manufacturing's intrinsic capability to spawn long-run productivity gains via increasing dynamic returns. It appears that there is a trade off between sustainable long term growth and short term gain in terms of ODA. Thus, SSA economies ought to carefully re-think the Aid model. 

RELEVANCE TO DEVELOPMENT STUDIES
The phenomenon of Sub-Saharan African growth (or lack thereof) remains a pressing challenge to the development community. Aid as a means of plugging the resource gap continues to gain much currency. However, to the extent that the Aid comes with strings attached, such that certain economic structures are put in place that may tend to counter long term growth processes, particularly the industrial dynamic, the aid model ought to be rethought. The very essence of development studies is to bring about change in order to realize the goal of development. Without a vibrant industrial dynamic, there is scant chance of that happening and insofar as ODA flows in SSA post do not actively support the manufacturing processes, growth, and thereby development, may remain an elusive aspiration.
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Chapter 1 
INTRODUCTION
It is lamentable that the continent which has been most lavished with Aid has relapsed the most - Anonymous

Aid is back on the radar, despite the lull in attention (and scale) during the previous decade. The mainstream conviction asserts that to attain the prosperity which it seeks, Africa desperately requires more aid. That is essentially the mantra that echoes from the corridors of economic and political hubs the world over, not least from the majority of African nations themselves. There has always been optimism about the imperative of aid and its vital contribution to growth. As Jeffrey Sachs, one of the more influential voices in the development assistance community beseeches: 
Development assistance for Africa could lift [the] continent out of its current hunger-disease-poverty trap...[it] could save millions of lives and set entire regions on a path of economic growth...[We] will have to secure public support for 0.7 of GNP in development aid and explain that this commitment might be required for another twenty years (Sachs 2005: 345)
In 2006, Official Development Assistance (ODA) to Africa reached USD 43.4 billion (OECD 2008) of which USD 39.9 was destined for Sub Saharan Africa (SSA). Net ODA per capita was USD 46.8, registering an increase from the previous year of USD 39.3 (ibid). The pledge made at the G8 Gleneagles Summit in July 2005 to double aid to Africa by 2010 adds more to the clamouring calls to furnish the continent with yet more development finance.
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          Source:  World Development Indicators 2008

It is therefore no mystery that one of the principal images the mere mention of SSA conjures up is that of a Mecca of aid. It holds the ill-fated record of being, by far, the only continent which has received, and consistently continues to receive, massive amounts of aid for over five decades, as billions of dollars systematically flow into the coffers of its economies. By anyone’s estimate, aid has been one of the most prominent, persistent and enduring aspects of its development policy. Africa has been and continues to be addicted to aid, for better or worse, and aid is here to stay, at least in the near future, as many appear to have deemed it the only solution to Africa’s predicament.        
Nevertheless, the enquiry into the extent to which aid launches developing countries on an economically sustainable growth trajectory has been relentlessly caught up in controversy. Indeed, certain bold Sub-Saharan African politicians find it culpable in impoverishing the continent, accusing it of not invigorating but debilitating productive energies. As the President of Rwanda Paul Kagame exclaims, 
While more than USD 300 billion in aid has apparently been disbursed to our continent since 1970, there is little to show for it in terms of economic growth (cited in Moyo 2009: 28).
As countries such as China and India register impressive GDP growth rates in the past several decades, with anticipated growth in excess of all industrialized nations by the year 2050, not only do the majority of SSA countries continue to falter, but some have, still, regressed. One cannot easily dispense with the fact that a collective characteristic amongst these SSA nations is their perpetual reliance on aid.
Hardly any country has attained long-term sustainable growth in the absence of industrialization. Rapidly growing countries have dynamic manufacturing sectors and structural change (the shift of resources from low-productivity to higher-productivity sectors) has historically been, and continues to be, a pivotal driver of economic growth. Industry, especially its pivotal subset manufacturing, is the foremost high-productivity sector; hence, in instances where countries are successful in shifting factors of production, namely capital and labour, from low to high productivity sectors, it is highly likely that robust growth spurts will transpire. What countries make matters for growth (UNIDO 2009:1).
This research was borne out of an inherent state of fascination in the historical, and current, fate of SSA within the contours of aid. The objective is to critically study the aid and growth nexus in SSA, predominantly on the structure of production of the economy, in the post 1980 time period. In so doing, it will solely focus on ODA and constrains itself by precluding the various facets of Aid such as emergency Aid, humanitarian Aid and so forth in the interest of clarity. What will be critically called into question is the official, systematic, government to government component of ODA, which for the purpose of this undertaking ODA is defined as:
Flows of official financing administered with the promotion of the economic development and welfare of developing countries as the main objective, and which are concessional in character with a grant element of at least 25 percent...By convention, ODA flows comprise disbursements by bilateral donors and multilateral institutions (OECD 2008:9).

Within this domain, the emphasis will be on two particular bodies in international development assistance, namely the World Bank being the world’s greatest development bank regarding multilateral flows and the Development Assistance Cooperation
 (DAC) of the Organisation for Economic Cooperation and Development (OECD) with regards to bilateral flows. It will be argued that in SSA, ODA has not been growth enhancing. It has been directed away from productive activity, reinforcing dependence on the production of essentially primary goods/commodities and low skill manufacturing. Furthermore, it will contend that it has given rise to the institution of economic structures, which whilst being rooted in neoliberalism, which have had negative impacts on growth. Within the sphere of economic structures ODA has engendered (such as privatisation, financial liberalization etc.), that of trade liberalisation arguably holding the record of the most widely applied as part of structural adjustment programmes (Christian Aid 2004, Eurodad 2008, Rodrik 2004, Shafaeddin 2005, World Development Movement 2005, UNCTAD 1999) will be accorded the sole emphasis; initially at a more general level in SSA, and then subsequently, at a specific level by analyzing its impact on the ‘star’ pupil Ghana. Indeed, as part of the second argument, the existence of a link with de-industrialization will be examined. De-industrialization is defined as a premature reduction in the Manufactured Value Added component of GDP (Shafaeddin, 2005: 42). There is a cause for concern for SSA if this is shown to be retracting within the aid paradigm in light of the sub-continent’s nascent manufacturing base due to SSA’s dependence on ODA. Sustainable long term growth is unlikely to be achieved in the absence of a vibrant, dynamic manufacturing base; thus short term gain may be forfeited for long term loss. It is hence a concept worthy of analysis, given its potential to change and improve our current conceptions and approaches to this challenge.
The methodology undertaken in this research is essentially time series, before and after analysis whereby aid trends and growth performance will be compared prior and subsequent to the liberalization period
. Accordingly, the following variables will be analyzed: GDP growth rates, trade openness (taken as trade as a percentage of GDP as do numerous studies), MVA, exports, trade balance and GDP compositional shifts. I have also analyzed data related to ODA flows to different sectors of Sub-Saharan African economies in order to gauge its concentration and sectoral shifts. I have also relied heavily on extensive secondary literature regarding the SSA region and the aid process as a whole. My data sources include OECD, World Development Indicators of the World Bank, World Bank African Database, United Nations Conference on Trade and Development (UNCTAD) and UN Trade Database Comtrade. 
The scope of this research explicitly precludes the why of Aid as it is an extensive debate which entails analysis of donor/recipient interests etc which goes beyond the set objectives. Moreover, the wider link between aid and development is also not the focus, but specifically aid and growth 
and one of the policies thereof. In selecting one country for the specific analysis, Ghana was chosen by virtue of its being one of the early reformers, widely applying structural adjustment programs (SAP) extensively throughout the 1980s and 1990s. It is regarded as the star pupil by donors. It also continues to be one of the highest ODA recipients to this day (OECD 2008).
The remainder of this paper is structured as follows. The second chapter offers a critical review of literature on the subject area in question, highlighting both theoretical and empirical incapacities of the essentially orthodox classical, neoclassical and neoliberal thought which underpins ODA (and trade liberalization thereof) in an attempt to lay the backdrop and benchmark against which the analytical chapter will build on. The third chapter provides a brief review of the nature and evolution of aid, the structural transformation (or lack, thereof) of the SSA economies at the heart of the analysis and the trade liberalization reforms constituent of the aid package in order to illustrate the origins and continuing relevance of this understanding. The fourth chapter, the core analytical part, is divided into 2 sections: section 1 analyzes the compositional shifts in ODA over the specified time period whereas section 2 reviews the trade liberalisation – growth nexus: initially with an overview of SSA and, more specifically by analyzing the case of Ghana. The penultimate chapter 5 will put forth broad policy recommendations and ultimately, chapter six comprises the concluding chapter. 
Chapter 2  
SETTING THE SCENE: LITERATURE REVIEW
Free trade is a policy for the strong – Otto von Bismark, German Chancellor

This chapter comprises a critical review of the literature on aid and growth initially, highlighting the most prominent debates in support of and in opposition to the aid - growth nexus. Subsequently, the debate on trade liberalization will ensue in the same vein; the theoretical underpinnings will be critically reviewed followed by the empirical evidence whereby the issue of de-industrialization will be included.
2.1  The Aid-Growth Nexus

The battleground of the foreign aid debate in the 21st century is arguably between Jeffrey Sachs and William Easterly (lately joined by Zambian economist Dambisa Moyo, currently gaining renown for her scathing attacks on aid). 
Sachs maintains that SSA countries are wedged in a poverty trap they will not be able to break out of unless massively scaled-up foreign aid is offered as amounts disbursed thus far are insufficient (2005: 25). His call on multilateral and bilateral donors to preferably double aid by the following decade, is essentially a present day big push out of poverty and into growth with the intention of plugging the financing/savings gap between the sub-continent’s own resources and requirements. Among others, he cites the crucial role foreign aid played in the Green Revolution, and subsequent growth, that took off in India (2005, 2006). Collier, another advocate of higher levels of aid, calls for more aid to help the bottom billion and despite acknowledging its historical limitations, he is of the view that it is part of the solution to Africa’s catastrophe (2007: 123). One of the more influential studies in this area undertaken by the World Bank, the Burnside-Dollar study (2002) suggests that aid works in countries with good policies. This is further buttressed by Dalgaard, Hansen and Tarp(2004) who claim that aid flows generally affect long-run productivity and play a conducive role, effectively stimulating growth (albeit dependent on climate-related circumstances), building on panel based empirical studies which convey aid’s positive impact on growth.
Easterly on the other hand, known for his scepticism toward the majority of trends common in the field of development assistance
, contends aid has never historically lifted a country out of poverty. In The Elusive Quest for Growth (2002), he analyzes the reasons why foreign aid in numerous third world countries has failed to spawn sustainable growth. Easterly presents statistical evidence that he claims proves that many emerging markets attained their higher status devoid of sizeable infusions of foreign assistance as a proportion of the recipient country's income as Sachs recommends (ibid). He attributes rapid growth in China and India in the 1980s and 1990s to gradual free market reforms. In the same vein, Easterly, Levine and Roodman (2004) as well as Murphy and Tresp (2006), challenging Burnside-Dollar findings, maintain that there is no robust association between aid and growth even in countries with good policies. Rajan and Subramanian (2007) confirm this. These two analyses essentially assert that while some aid has been known to trigger positive growth effects in the short-run, a long-run discernable impact is nonexistent. Indeed, they make much of aid’s detrimental effects on growth in the long-run, offsetting positive short-run results. Moyo (2009) and Tandon (2008) add a voice in support of these findings by claiming that limitless development assistance to African countries perpetuates the cycle of poverty and thwarts economic growth in the continent, lamenting that the negative decoupling of African nations has its root in aid and should thus be phased out. Finally, UNCTAD (2002) in its Least Developed Countries Report: Escaping the Poverty Trap concludes little or no evidence of positive impact on SAPs on GDP per capita. In fact, this variable worsened after an initial spurt of 0.5% 3 years subsequent to the application of SAP and -1.4% decline 6 years after.
The financing/savings gap theory intrinsically assumes aid is beneficial. While there is merit in the concept of a shortfall of funds being plugged by external assistance, it seems to be myopic in that this is believed to consistently launch a country on a higher growth trajectory. It discounts context specific factors whereby long term growth may actually be affected, particularly by the policies it engenders, namely what Sachs, Collier et al consider as good policies. As the next section will attempt to show, this is arguably one of the theoretical flaws of the concept of aid as always being beneficial.
2.2  The Trade Liberalization – Growth Nexus
Since the early 1980s, conventional wisdom has dictated the necessity of liberalization of trade regimes in propelling developing countries onto a higher growth trajectory. This orthodox neoliberal paradigm, rooted in classical and neo classical economic thought, advocates rapid and full integration into the global economy – termed big bang liberalization by some - believing it to generate favourable conditions for higher growth levels. However, it remains one of the most hotly contested subjects in economic policy and what follows is a critical review of the theory and empirical evidence proffered.

2.2.1 Examining the Theoretical Underpinnings
The foundation of trade liberalization stretches back to the renowned classical economists Adam Smith and David Ricardo. Countering prevailing mercantilist ideas, In An Inquiry into the Nature and Cause of the Wealth of Nations (1776), Smith championed free trade, stressing its role as a vent for surplus domestic production and as a means of widening the market, thereby allowing greater specialisation or division of labour. Consequently, specialisation according to absolute advantage, in turn, stimulates capital accumulation and promotes learning by doing (ibid). One of his famous maxims, specialization is limited by the extent of the market, is complemented by the notion that the extent of the market is determined by the division of labour. Accordingly, he stipulates that this division of labour is what raises productivity and purchasing power. Hence, additional to static economies of scale from specialisation, there exists the potential that more trade will enhance growth by inducing so-called dynamic economies of scale linked with capital accumulation, technical progress represented in capital, and the spread of knowledge (Smith 1776: 338). 
Similarly advocating free trade, however taking a different route, Ricardo in On the Principles of Political Economy and Taxation (1817) dismissed the basis of trade as a vent for surplus commodities expanding the market and allowing specialization; he postulated that it was differences in the productivity of labour (or relative costs) between countries in the production of different goods that was a determinant factor. Enter the famous concept of comparative advantage. Essentially, he claimed that a country may have an absolute productivity or cost advantage in the production of all goods, but it will still gain from trade if it specializes in those commodities it has a comparative advantage in, namely in those commodities in which relative labour productivity is the highest (or in other words or for which the opportunity cost of production is lowest) thereby efficiency in resource usage is attained, it is believed (ibid). Although he is not unequivocal as to what determines relative difference in productivity and costs, evidently resource endowments such as natural resources, labour, human capital and level of technology are assumed to be key determinants.  
More recently in the 20 century, neoclassicals such as Hayek and Friedman have all subscribed to comparative advantage in favour of free markets and free trade in light of what they claim is increased efficiency of domestic producers by virtue of increased competition from foreign producers somewhere. The anti-statist consequences of free trade inclusive as neoliberals such as Krueger (1978) and Baghwati (1978) et al rallied in support of free trade underlying what came to be known as the Washington Consensus which extolled these ideas as a means to achieve rapid economic growth rates in developing countries. The International Financial Institutions (IFIs) came to adopt these as can be seen from the following quote from the IMF
,
[our goal]....is to improve the economic efficiency by creating a transparent and neutral system of incentives that eliminates anti-export bias, direct impediments to trade, and economic distortions caused by the trade regime (IMF 1998).
Despite the influential nature of this theorem of comparative advantage,  situated at the very core of the free trade doctrine that countries will always benefit if they liberalise trade, individuals in favour of Ricardo’s comparative advantage in support of trade liberalization often overlook its implicit assumptions and flaws which significantly diminish its draw, namely its static nature and its indifference to the types of goods countries specialize in as well as the assumptions of balanced trade.
The law of comparative advantage is static in that resource/consumption gains from a country moving from a state of self-sufficiency to specialization and then trade; once these transpire, they do not take place yet again. In other words, once a country has liberalized and the process of resource allocation between activities has taken place, further dynamic gains are not guaranteed. Indeed, are unlikely. Hence, the comparative cost doctrine in and of itself does not necessarily launch a country on a higher growth path. What is missing is the fact that the growth of economies through time is contingent on what countries specialise in producing, not on the process of specialisation per se as some activities have higher potential growth rates than others. Thus, the theory of comparative advantage is bereft of productivity growth and sources. If a country specialises in a diminishing returns activity (for instance coffee, as land is in fixed supply) there is not much scope for economies of scale or technical progress compared to an increasing return activity, where all factors of production are variable (for instance electronics). When putting this in context, numerous developing countries that specialise in the production of land-based primary commodities (exceeding 65% of export earnings in the case of Africa, World Bank 2008) are thus vulnerable to static gains
 from this type of specialisation which may be offset by dynamic losses (in a relative sense compared to other countries). Therefore, to the extent that pursuing static comparative advantage locks countries into a productive structure of low growth activities, trade liberalization ought not to be regarded as an end and guarantee to higher levels of growth. Countries which liberalize too early remain producing the same basket of goods as they used to prior to their liberalizing their trade regime and are inhibited from climbing up the higher growth ladder by producing more sophisticated manufacturing goods denying them dynamic gains. In manufactured goods, comparative advantage is made, not given (Shafaeddin, 2005). Trade liberalization does not take into account how countries can and have been able to industrialize and change their pattern of production over time. As the analytical chapter will attempt to show, this has been the unfortunate case of SSA whereby productive capacity in terms of MVA and upgrading of the export structure was negatively affected as low-income countries suffered premature de-industrialisation and became more vulnerable to external factors including the flow of imports. 
The second flaw is the assumption of balanced trade in the process of resource allocation. There is nothing in the theory of comparative advantage which guarantees balanced trade. Within the context of the existing international division of labour whereby developing countries are unable to produce the majority of the traded goods which they import, there appears to be no bounds to shifts in relative terms of trade. In other words, mutually beneficial trade between countries cannot be shown in the instance where countries lack the technical capacity to produce the traded goods in question. One of the principal causes of developing countries’ inability to grow with their productive potential is their balance of payments difficulties, namely its constraint on demand and growth. As the terms of trade against them worsen in the context of falling primary commodity prices, sustainable growth will remain a challenge. 
2.2.2
The Empirical Evidence For and Against
Empirical studies have been conducted on the impact of trade liberalization regarding export performance, import growth, the balance of payments (all key determinants which affect growth), and economic growth of countries that have liberalized their trade regimes.
Research on the relationship between trade liberalisation and export growth has been extensive. Some studies examine individual countries using time-series analysis, whilst other studies take a cross-section of countries and yet others have utilized panel data analysis. Those which show positive effects include, among others Joshi and Little’s (1996) analysis of India’s trade reforms in 1991, Weiss(1992) and  Jenkins (1996) study of manufactured exports from Mexico and Bolivia, Pacheco-Lopez’s (2005) study of Mexico in the wake of the trade reforms of 1985/1986 and Thomas et al. (1991). Nevertheless, other studies, have found little or no major relationship between trade liberalization and export growth, including UNCTAD’s 1989 analysis of trade reforms and growth of exports in least developed countries, Shafaeddin (1994), Clarke and Kirkpatrick (1992) cross-section analysis and time-series work of Greenway and Sapsford (1997, 1994). The most comprehensive study is that by Santos-Paulino and Thirwall (2004) who take a panel of 22 developing countries from four regions, Africa, Latin America, East Asia and South Asia that undertook extensive trade liberalization during the period 1972 – 1997. They found export growth raised by approximately 2 percentage points compared to the pre-liberalization period. However, for a country’s overall economic performance to improve, this must overrun import growth so as to avoid balance of payments difficulties.
Arguably a crucial weakness of trade liberalization studies is the scant attention paid to the balance between export and import growth, but perhaps it is a manifestation of the fact that in orthodox trade and growth theory, whereby the balance of payments is assumed to look after itself, or deficits are regarded as a form of smoothing over consumption patterns, having no real long-run impact. Country studies by Melo and Vogt (1984) Venezuela, Mah (1999) Thailand and Bertola and Faini (1991) Morroco show a significant impact on trade liberalization on the growth of imports. Again, the most comprehensive study is that by Santos-Paulino and Thirwall (2004) who take a panel of 22 developing countries from four regions mentioned above finding that overall, liberalization across the whole sample of countries increased import growth by about 6 percentage points, representing a near doubling of the pre-liberalization import growth, thus have a debilitating impact on the balance of payments.
Advocates of trade liberalization in developing countries recognise deterioration of balance of payments as a distinct possibility. Krueger (1978), one of the most ardent advocates of trade liberalization, acknowledges temporary balance of payment difficulties as a likelihood. Vos et al. (2002), in their survey of a selection of Latin American and Caribbean countries found out that, 

higher import propensities offset the growth impact of export expansion that nearly all countries witnessed...Although exports gained importance as a source of growth...the gains do not seem to have been so strong as originally supposed by advocates of liberalization’ (2002: 67)
UNCTAD (1999) confirms this as the result of their study of 16 countries which liberalized in the 1970 – 1995 period saw a worsening of the trade balance by 2.7 percent of GDP, a substantial percentage. Santos-Paulino and Thirwall (2004) concur, as their results were on average a 2 percent of GDP decline in the trade balance. As UNCTAD (2004) argues, 

this [balance of payments] constraint...is conspicuously absent in the current debate on trade.

Finally, on the crucial question of whether there is conclusive evidence that trade liberalization has significantly improved economic growth. Many studies use trade as a percentage of GDP in measuring trade openness. One of the more famed studies by Dollar and Kraay (2004), taking a sample of 73 developing countries from 1970 to 1990, compare globalizers with non-globalizers, finding that more rapid growth has taken place in the former. However, it is to be noted that they use weighted figures (China and India thus featuring substantially, not to mention the fact that these countries did not liberalize as rapidly as countries in SSA), excluding India and China, slower growth rates are evident (Dowrick and Golly, 2004). Notwithstanding, the views of Dollar and Kraay have been highly influential. The WB in its 2002 report on Globalization, Growth and Poverty stated that,

...24 developing countries, with 3 billion people have doubled their ratio of trade to income over the past two decades. The rest of the developing world actually trades less today than it did 20 years ago. The more globalized developing countries have increased their per capita growth rate from1 percent in the 1960s to 3 percent in the 1970s to 4 percent in the 1980s and 5 percent in the 1990s, a steady increase. However, much of the rest of the developing world of approximately 2 billion people is become marginalized. Their aggregate growth rate was actually negative in the 1990s (2002: 5)

 Others such as Sachs and Warner (1995), positively support trade liberalization find that growth is higher in open trade regimes. Gunning and Collier (1999), attributing a lack of openness as the single most important cause of slow growth in Africa (1999: 88) eagerly advocate trade liberalization to developing countries. Tupy (2005) concurs, by reviewing tariffs and economic freedom to trade indices in SSA. 
However, Rodrik and Rodriguez (2004, 2000) disagree, concluding after their evaluation of studies of trade orientation and economic performance that there is no robust relationship between openness and productivity or GDP growth.  Rodrik, arguably the most seasoned researcher in the field claims,

Deep trade liberalization cannot be relied upon to deliver high rates of economic growth and therefore does not deserve the high priority it typically receives...by leading organizations (2001)

Clarke and Kirkpatrick (1992), taking 80 countries over the SAP period and find no statistically significant relationship between trade reform and GDP growth or export growth. Others who question the merit of trade liberalization in developing countries, as was pushed on most SSA countries, include Akyuz and Gore (1999), Chang (2007), Chang and Grabel (2004). They find growth rates in the pre-liberalization period exceeding that of the post liberalization period, particularly in SSA, as many of the interventionist measures put in place in the former period were consistently dismantled amid the reign of free trade, neoliberal orthodoxy. Thirwall (2008) and Ocampo & Taylor (2004) conclude that there is scant evidence which conclusively illustrates trade liberalisation launching a country on a permanently higher growth path. Khor’s view (2004) corresponds to this. Shafaeddin (2006, 2005, 1998) confirms and indeed finds de-industrialization
 (defined as a premature sustained decrease in MVA) resulting from trade liberalization in Latin American countries and SSA in the context of SAPs, although this is more pronounced in SSA due to the nascent industrial base
. These four studies highlight the pivotal fact that countries should either wait to liberalise or liberalise gradually, with the emphasis on exports, until they have a more diversified production structure achieved by means of an integrated industrial and trade strategy, using a judicious mix of tariffs, taxes and subsidies, combined with the use of selective credit. Lawrence (2005) finds higher growth rates in the early import substitution period which were dampened by the adoption of SAPs between 1980 and 2000 resulting in constant share of SSA’s manufacturing exports, at around 0.8%. By far the most comprehensive study on the impacts of SAP was conducted by SAPRIN (2004) which found de-industrialization in Ghana in the post 1985 period and an inability of domestic manufacturers to compete with foreign producers. This is confirmed by Teal (2002) and Tsikata (2001).
Chapter 3 
BACKGROUND

This section will introduce the reader to relevant information which will establish the context for understanding the analysis in the following chapter. Initially, it will discuss the nature and evolution of Aid (focus will be on the World Bank regarding multilateral aid and the DAC with regards to bilateral aid flows) in the post world war two era; secondly, it will elaborate on the structure of SSA economies over the decades and will finally address trade liberalization within the context of aid, emphasizing Ghana’s case.
3.1 Nature and Evolution of Aid

Aid’s emergence on the international scene dawned in the aftermath of World War 2. The ravages evident in much of the European economies necessitated the launch of the Marshall Plan which was successful in bring Western Europe back to its industrial feet. Hence, on the back of such success, the focus shifted to other parts of the world, more specifically Africa. It quickly became conventional wisdom that in the absence of any domestic savings, physical and human capital, foreign aid was seen as essential for spurring growth and bridging the savings and foreign exchange gaps (Moyo 2009: 10). 
In the early years, mid 1940s to late 1960s, ODA facilitated and was heavily geared towards infrastructure projects with an evident capacity to expand GDP and generate the income to repay the loan. Power and transportation figured profoundly in aid loans (over 80 percent of World Bank loans, Kapur 1997 109:10) as well as telecommunications. It is to be noted that   even state owned development banks were sanctioned by ODA (this would be castigated during the post 1980 period). This was the era where interventionist policies and import substitution by African countries reigned. In the early 1960s, spending on agriculture and some social spending on education and water began to appear and by mid decade, agriculture accounted for 15% of overall spending whilst social spending amounted to 5%. Therefore, overall aid began to increase from 5.7% in 1960/61 to 14.7 by 1966/67 (Oliver, 1995:188). 
Despite infrastructure spending accounting for 64% of total Bank loans, by the early 1970s, there was a shift in the philosophy of aid. A conspicuous bias towards poverty issues was evident in lights of challenges to the orthodoxy that economic growth alone was insufficient in raising standards of living in developing countries (undoubtedly shifts in US policy were a contributory factor). Accordingly, aid to social sectors increased to almost 40% by the World Bank (Kapur 1997: 235). Poverty reduction became the new mantra, as the area development approach gained currency, whereby the World Bank included other bilateral donors as well in its rural development schemes. These were not as successful as initially hoped which contributed to the shift to the so-called Washington Consensus liberalization, privatization and deregulation policies of the following two decades.
The foundations for the policies during the 1980s and 1990s arguably started amidst the criticism of the state-led development models by neoliberals such as Bauer (Boas and McNeill, 2003). The prevailing winds blew towards galvanizing private sector in order to bring about economic growth as anti-statism became a la mode, the more so as influential economists such as Krueger (1978) considered the state as being inherently rent-seeking and inefficient. The elections of Thatcher and Reagan cemented the new orthodoxy as structural adjustment programmes were deemed necessary for developing countries and aid was considered as a means of bringing this about. This was evident as Mcnamara, the World Bank head, stated in 1979,
In order to benefit fully from an improve trade environment, developing countries will need to carry out structural adjustments favouring their export sectors [italics mine]. I would urge the international community consider sympathetically the possibility of additional assistance to developing countries that undertake the needed structural adjustment for export promotion in line with their long-term comparative advantage. I am prepared to recommend to the Executive Directors that the World Bank consider such request for assistance and that it make available program lending (cited in Kapur et al 1996: 506 – 7).

More than anywhere, this new scheme had the greatest impact in SSA due to its growing dependence on multilateral and bilateral aid. The World Bank’s Accelerated Development in Sub-Saharan Africa (otherwise known as the Berg Report, 1981) blamed Africa’s poor performance on feeble government policies. It was sharply critical of heavily protected manufacturing industries and excessive state intervention, among others, which were considered bad policies (Arrighi 2002: 6). For these nations to grow, industrial protection would have to be dismantled, price incentives for agricultural production and exports and substitution of private for public enterprise (good policies) would have to be instituted (ibid). Donor policies which had supported domestic strategies were deemed inappropriate. Therefore, a call was made for closer donor coordination where the World Bank would,

 Take a lead in assisting government to undertake the changed indicated on the one hand and to raise the resources and strengthen donor coordination on the other (cited in Kapur et al 1997: 716 – 17)
SAPs therefore necessitated synchronization between the World Bank and IMF in the formulation of joint programmes. From the 1980s onwards, donors would require a letter of endorsement from the IMF and World Bank for a potential recipient country. Bilateral donors were also successfully mobilized to support this agenda (Hancock 1989: 58, Sobhan 1982: 40, Stein 2004:25). Rapid adjustment was believed to be the fastest way to raise economic growth. These neo-liberal, free market policies
 whilst numerous, the most widely specified (and therefore the focus of this study) arguably was trade liberalization (Chang and Grabel 2004, Rodrik 2004, Shafaeddin 2005, 1998).

3.2 Structural Shifts in Sub-Saharan Economies
Over the last three decades, the African crisis of the late 1970s has been transformed into what has aptly been called the ‘African Tragedy’ (Arrighi 2002:1). Despite growth rates averaging 5 percent a year over the past several years, the Africa Progress Panel stated in 2007 that growth is still short of the 7 percent required for economic growth to have a substantial impact (Moyo 2009: 6).
Sub-Saharan Africa has historically been the primary commodity mecca with a production structure skewed towards agricultural, low income elasticity, terms of trade vulnerable goods. With its abundance of resources in the form of oil, cotton, coffee, etc., it has dutifully supplied the world with cheap resources (Woods 2006: 151). This had been fostered and maintained during the colonial days, as those in power ensured know how was not passed on to limit competition. In the wake of decolonisation in the 50s and 60s, a new spirit of freedom was stimulated as countries sought to jump on the bandwagon of liberating industrial growth. As state-led development took hold, with support from multilateral and bilateral aid agencies as well as investments from private sources, SSA overall registered impressive growth rates, as high as 9 percent GDP in 1970 (World Bank, 2008). Backed up by state led industrialization, its industrial and manufacturing sectors enjoyed year on year increase, particularly in the 1960s and 1970s (Chang 2002, Shafaeddin, 2005).

However, SSA’s dependence on the IFIs for ODA during the 1980s amplified . The 1970s oil price rises, the raising of US interest rates and subsequent contraction in the global economy in 1979, the appreciation of the US dollar, and the ongoing volatility of commodity prices heavily affected the continent (Peet 2003: 76). In the face of a continent wide crisis, the World Bank took on a pivotal role as purveyor of advice and source of conditional resources for Africa. Adding more fuel to the fire of dependency on ODA was the fact that whilst foreign direct investment (FDI) flows to developing countries as a whole increased sixteenfold during the 1980s and 1990s, SSA economies were not included in this rapid explosion of investment. In actual fact, the sub-continent experienced a reduction by almost 2/3 from the mid 1980s to an exceptionally low of 2.7% in 2000 (UNCTAD 2004:50).  
Up until the late 1970s, similar to most developing countries, SSA had favoured a statist approach to development using economic planning, import-substitution-industrialisation, price controls, credit rationing, state-owned enterprises, and government control of agricultural marketing (Woods 2006: 23. Within Africa, this tactic was emphasized in the Lagos Plan of Action (LPA) defined by the Organisation of African Unity in 1980. The dependence on the export of basic raw materials, which had made African economies highly susceptible to external developments (UNECA 1980) was a cause for grave concern adn thus a shift was called for such reliance. Accordingly, the agenda focused on increasing Africa’s self-reliance and promoting industrialization.

However, the LPA was confronted with acute challenges. Primarily, it called for resources; by the early 1980s most African countries were in an economic crisis, hence existing funds required for a renewed push toward industrialisation were woefully inadequate. Moreover scepticism with regards to the statist orientation for development was facing raucous attacks by donors in the atmosphere of the ideological towards neoliberalism. Soon, the antagonism to government spending and industrial policy carried over to the notion of aid. It was believed that throughout the continent, growth prospects had failed. As the analytical chapter will show, such high growth rates prior to the liberalization period remain unmatched (to this day).
Positioning these economies on a trajectory of long run, sustainable growth has therefore the priority as export orientation according to comparative advantage was preached and fostered by SAPs and ODA in general (Shafaeddin 2005: 39). Production structures were believed to dynamically evolve over the long run within the context of trade liberalization.

3.3 Trade Liberalization as Conditionality to Aid
Conditionalities typically came through SAPs as it was seen as engendering good policies that would structurally shift developing countries onto a path that would galvanize growth(Chossudovsky 2003: 41, Hirvonen 2005:1). The common elements of the trade liberalization policy as instituted by SSA included removal of import quotas, import licenses and other quantitative restriction (thereby liberalizing imports); subsequent reduction of the level and dispersion of import tariff rates and removal of export taxes and subsidies (SAPRIN 2005: 73, Shafaeddin, 2005: 10, World Bank 1995). It was contended that liberalization measures ought to be applied rapidly and decisively in order to bear credibility and bring about rapid growth. This was conditional  to ODA and usually as part and parcel of a comprehensive set of SAPs advocated to SSA (ibid.)
With regards to Ghana, post-independence say the institution of growth policies in with the intention of diversifying its predominantly agricultural economy, improving its balance of payments and achieving rapid economic growth. Based on the modernisation paradigm, and the drive to catch up with the advanced industrialized nations, development through massive industrialization and through import-substitution was essentially the principal strategy (Teal 2002: 6, Tsikata 2001:9). There was a desire to establish large-scale, capital-intensive manufacturing industries were owned and managed by the state in which the country found success. Such industries were protected from foreign competition through a restrictive trade policy regime, complemented by a myriad of incentives principally subsidies. Trade policy instruments essentially included: quantitative import restrictions, foreign exchange rationing, high tariffs and imported consumer goods, import licensing and domestic price controls (SAPRIN 2004: 51). Indeed, the Industrial Review Series of the United Nations Industrial Development Organisation depicted the immediate post-independence era as one of industrial growth (UNIDO 1986: 14): Gross national product grew at around 2.5 percent annually, constant price MVA grew at 8.8 percent and the share of manufacturing in total industrial output grew from 10% in 1960 to 14% in 1970 (ibid). 
However, as problems occurred in the midst of political turmoil, industrial performance began to falter. As the country sought for more aid funds, the IMF and World Bank requested it to undergo significant structural adjustment trade liberalization in line with the prevailing orthodoxy at the time were (SAPRIN 2004: 50, Moseley et al 1991: 101.) The initial Economic Recovery Programme
 (ERP) was launched in 1983. The objective of the trade liberalization policies was 
to rationalize the incentive system and improve the competitiveness of domestic manufacturers. Initially, extensive quantitative restrictions and domestic prices control were removed. Price distortions arising from tariffs and protective duties were reduced and finally phased out in 1980. Along with the liberalization of imports, export duties were removed and export licensing abolished in 1990. Export incentives were introduced, including duty-free imports of machinery (Tsikata 2001: 32).
Chapter 4 
DE-INDUSTRIALIZATION: FACT OR FABLE?
Politicians and economists who promise that trade liberalization will make everyone better off are being disingenuous...historical experience suggests the contrary – Joseph Stiglitz, 2003.

This section will initially comprises two broad sections. The first is an analysis of ODA in SSA or compositional shifts thereof (inclusive of de-industrialization impacts) and the second section will analyze the trade liberalization impacts in SSA; subsequently, the Ghanian case will be presented. Both will attempt to compare before and after the launch of trade liberalization so as to gain a clearer understanding of trends during the time period in question, namely 1980 onwards. This will help in reaching deductions as to whether growth enhancing change has transpired.
4.1 Compositional Shifts in Aid

As has been established in the previous chapters, the Figure 4.1 shows the increasing dependence of SSA on ODA. In the pre-liberalisation period (1980), there was a steady growth with a low of 2 percent of GDP, not exceeding 3 percent. However, as other sources of finance dried up in the wake of the 1980 debt crisis, a more than doubling of ODA as a percentage of GDP was witnessed (this is clearly evident from the sharp rise in the 1980s), reaching over 7 percent in 1993, a significant value. Despite the rapid drop in the subsequent years until the end of the decade, the 21st century again has seen a revival in Aid levels with a conspicuous upward trajectory. Hence, the post liberalization years appear to be correlated with an even more dependence of SSA on Aid which has not abated despite two decades of relentless ODA / SAPs. (It is to be noted that in no other continent have SAPs been widely and extensively applied Akyuz and Gore 1999:7), Africa’s dependence has in fact worsened. 

Figure 4.1 
ODA as Percentage of GDP for SSA: 1960 - 2006
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Source: World Development Indicators 2008

In the case of Ghana, Figure 4.2 below, a similar pattern can be observed with an increase during the trade liberalization adjustment period which only seemed to amplify the nation’s dependence on aid - from 3 percent of GDP in the early 1980s prior to the first launch of the ERP to hitting a high of almost 16 percenet in 2004. Ghana remains one of the highest ODA recipients of Sub Saharan Africa
 to date(OECD 2008), although ODA levels have seen a drop in recent times despite the fact that these have not reached lows witnessed during the pre-liberlization period. It appears that dependence has persisted despite two decades of reform.
Figure 4.2 
ODA as Percentage of GDP for Ghana: 1960 - 2006
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Source: World Development Indicators 2008
Crucially, going a step further to see compositional shifts in ODA, Figure 4.3 belows shows a prominent decline over the last several decades and throughout the heydey of the adjustment period during the 1990s
 (Note that  there was active support of infrastructure and other industrialization oriented productive capacities during the early years of Aid to ODA as established in chapter 3) The percentage of ODA flows allocated to production and economic activities over the years have decreased, with a clear skew towards social sectors
. As previously mentioned, SSA economies were highly dependent on ODA flows during this period and to the extent that allocable ODA funds are not actively supporting productive capabilities, there is a cause for concern as these countries have scarce alternative resource. What is interesting is the decline of MVA during the same period in SSA as a whole, as  can be observed in Figure 4.4. This lends credence to the notion that in the absence of direct support of ODA for productive manufacturing activities and increasing dependence on ODA by SSA, industrialization efforts appear to have been affected.
Figure 4.3 
ODA Sectoral Flows SSA: 1989 – 2006
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Source: OECD 2008 
Table 4.1 
GDP Growth Rates for SSA 1960 – 1999 (Ten Year Averages 
	Year
	Percentage

	1960-1969
	4.33

	1970-1979
	3.7

	1980-1989
	1.7

	1990-1999
	2.35


Source: World Development Indicators 2008 

Again, regarding the incidence of de-industrialization, Figure 4.4 below shows an steady increase in MVA in the pre-liberalization period (approximately until the early to mid 1980s). Even though not from a very high staring point (just over 8 percent of GDP), a more than 50 percent increase by the last 1980s can be observed. Subsequently, however, a noticeable steady decline is evident for all of SSA. When comparing this with the previous Figure 4.3 of ODA sectoral flows, one cannot help but see (as mentioned above) a link in the decline of aid to productive capacities and a decrease (therefore presence of de-industrialization) as the statist/interventionist policies in direct support of industrialisation efforts were systematically dismantled by virtue of the neo-liberal, free market orthodoxy which dictated the institution of the economic structure of trade liberalization. GDP growth rates similarly, were higher in the pre-liberalization era. Period averages for SSA indicate highs of 4.33 percent in the 1960s and 3.7 percent in the 1970s (World Bank, 2008) However, during the liberalization period, averages for the 1980s and 1990s were 1.7 percent and 2.3 percent respectively, an obvious deceleration. 
Figure 4.4 
MVA as Percentage of GDP in SSA: 1960 – 2006
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Source: World Development Indicators 2008
Therefore, there are appears to be a link between the reduction in growth rates, thereby lower MVA (de-industrialization) within the context of decreasing aid funds to productive sectors. The state has historically been significant in galvanizing industry. This is not to deny the usefulness of market incentives, however nascent industries require direct state support. In light of the anti-statist neo-liberal ODA paradigm where the state was emasculated and debilitated, it is no surprise that industry faltered. It is to be noted that East Asian nations, China more recently and historically almost all industrialised nations’ governments were heavily involved in promoting their industries with attendant support including credit support, subsidies, tax rebates, other protective measures (Chang 2007, Shafaeddin 2005). For instance, as aid was been granted to Korea in the 1960s and 1970s, it was allowed to protect its industries and was not compelled to liberalize, certainly not as a pre-requisite to Aid (Thirwall 2008: 81). Hence, this underlines the case for protection of infant industries in direct contrast to the measures trade liberalization puts into place, which given SSA’s nascent industrial base would not appear to be fostering growth as immature industries compete with more mature manufacturers flooding domestic markets with products.
4.2 The Trade Liberalization – De-industrialization Nexus

4.2.1 The Empirical Evidence: Sub Saharan Africa
Numerous studies utilize trade as a proportion of GDP as an indicator of trade liberalization attempting to signify positive impacts thereof on economic growth (A more intuitive measure is arguably trade tax as a percentage of GDP. Due to unavailability of complete data on SSA and Ghana, I have been compelled to rely on trade as a percentage of GDP). Figure 4.5 does just this comparing openness with economic growth. The correlation coefficient is 6 percent, rather weak by virtue of the fact that as a rule of thumb, a less then 80 percent correlation is not considered strong. i.e 80 percent of the variation in economic growth being accounted for by openness. Hence, it can be argued that a positive and linear relationship between openness and growth in GDP cannot strictly be established. It rather exhibits a non-uniform paternal relationship for different levels of openness.  It shows that a low level of openness is not always associated with a low GDP growth rate. In fact the outliers show that high rates of GDP growth were registered whilst being less open, 6 – 8 percent annual GDP rate at less than 50 percent openness where as 4 – 5 percent at more than 60. Hence, the figures do not validate the relentless advocacy of openness by the World Bank et al as launching a country on a higher growth trajectory. Indeed, it lends support to the importance of interventionist measures and less open economies having the possibility of attaining high growth rates. Therefore in the SSA case, this would buttress the argument that the post-liberalization era whereby trading regimes were more open have not been able to deliver growth rates similar to those during the pre-liberalization (less open) era. In light of the link between MVA and ODA to productive activities seen in the previous section, this higher growth rates were being registered during less trade open regimes. 
Figure 4.5 
Openness and Economic Growth in SSA: 1961 – 2006
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Source: World Development Indicators 2008
As far as the production structure is concerned, Figure 4.6 shows that the continent remains dependent on agriculture. 
Figure 4.6 
GDP Compositional Shifts SSA: 1975 – 2003
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Source: World Bank African Database 2005
It is interesting that in the pre-liberalization period, the percentage of agriculture was decreasing as the percentage of industry (and manufacturing as a subset) saw an increase. However, post 1980, agriculture increased whilst industry and manufacturing decreased. This would validate the static comparative advantage argument in that the structure of production was relatively maintained as it is without being able to break into new, dynamic products. As can be observed, even though industry increased again after 1986 and continued to do so into the next few decades, manufacturing decreased. It is important to noted that the increase in industry is accounted for by metals, ores, etc. such as gold (as shall be seen in the case of Ghana) (UN Comtrade, 2001). Hence, one can deduce that specializing according to the continent’s comparative advantage has not been beneficial. In the wake of import liberalization and the flooding of foreign goods, manufacturing industries find difficulty competing and breaking out into new, non-traditional competencies with their competitiveness undercut in the absence of state support and lack of protection necessitated by trade liberalization
 ODA pre-requisites. The production structures of these economies were thus locked into raw material and basic goods manufactures remaining at the bottom of the international division of labour. 
With regards to the trade balance, again a consistent deterioration, numerous deficit years, can be observed in Figure 4.7 below.
Figure 4.7 
Trade Balance as Percentage of GDP in SSA: 1960 – 2006
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Source: World Development Indicators 2008

To the extent that exports exceed imports, as usually happens when import regimes are liberalized initially (this goes to show the importance of sequencing in trade liberalization, unlike the big bang type of universal trade liberalization applied in SSA). The balance between exports and imports is crucial as fast export growth, in the presence of even faster import growth has devastating effects on trade balances with attendant consequences for growth. The extensive trade deficit witnessed within SAPs lends credence to the view that such trade liberalization has not been growth enhancing.
4.2.2 The ‘Star’ Pupil
As mentioned previously, Ghana was considered the ‘star’ pupil by the World Bank as it was one of the early reformers extensively applied structural adjustment programmesand one of the two countries in SSA which achieved sustained policy (Devarajan et al, 2001, Tsikata, 2001). By 1991, its trade regime was completely liberalized with almost all trade restrictions removed. Its economic performance has also been moderately good in terms of GDP growth. In this respect, it has made better progress than many of it’s sub-Saharan counterparts. However, MVA growth in the 1990s was negative and exports of manufactures did not expand much; sustainability of overall growth has also been vulnerable to balace of payments problems (see figures below). It’s current account significantly worsened in the 1990s which carried over to the 2000s.

With regards to the correlation between trade openness and growth, the Ghanaian case shows a correlation coefficient of 37.5 percent, clearly much higher than the SSA average. Still, however, this is not considered a robust relationship, thereby not vindicating the orthodox belief in lack of openness as the single most important problem affecting African growth (Collier and Gunning, 1999)  Given that Ghana is one of the SSA veterans in trade liberalization, the openness figures show a significant trade flow in and out of the country.  Whether this has contributed to a significant positive growth rate is dubious as it can be observed that Ghana witnessed considerable openness without reaching the high levels of growth 8 percent of GDP and 9 percent of GDP it was able to register during the pre-liberalization years.
Figure 4.8 
Openness and Economic Growth in Ghana: 1961 – 2006

[image: image9.emf]-15

-10

-5

0

5

10

15

0 20 40 60 80 100 120 140

Trade  as % of GDP 

Annual Average Growth Rate (%)


Source: World Development Indicators 2008

With regards to GDP compositional shifts, Figure 4.9 below, it can be observed that the economy, according to its natural comparative advantage, has remained dependent on agriculture. The increase in industry in the post liberalization period is mainly due to non-manufactured goods such as gold (see next table for export breakdown). Due to the problems with the economy in the 1970s and attendant consequences on GDP, MVA had decreased accordingly, thus in the immediate post liberalisation period (1983 – 1984), it is not surprising that on the back of aid loans mainly from the IFIs, GDP and MVA picked up. However, in the subsequent period 1985 onwards, MVA began to decline again. For most of the period 1987 to 2002, the growth rate of MVA was negative while at the same time non-manufactures were increasing as can be seen by the industry as a percentage of GDP. In the mid 1960s, Ghana was one of the 9 Sub-Saharan countries, out of 46, with an MVA/GDP ratio of over 10 percent (Riddle, 1990) (Notice the 13.5 percent high just before 1975). Between 1979/1981 and 1998/2000, the MVA/GDP ratio (at constant 1995 prices) fell from 9.9 percent to 4.5 percent (Shafaeddin, 2005)
Figure 4.9 
GDP Compositional Shifts for Ghana: 1975 – 2003
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Moreover, notwithstanding the fact the economy became very open, Ghana was not able to break into the international market for manufactured goods at any perceptible degree. Table 4.2 below shows the 20 principal export items of the nation, accounting for over 85 percent of the country’s entire export in 1980, 1990 and 2000.
Table 4.2 
Export Items of Ghana by Amount and Percentage for Year 2001 (000s USD) 
	Export Item
	1980
	1990
	2000

	
	Amount
	%
	Amount
	%
	Amount
	%

	Gold
	318
	0
	525199
	42.5
	612702
	36.7

	Cocoa
	409057
	46.9
	300564
	24.3
	305357
	18.3

	Aluminium
	253109
	29
	45050
	3.6
	152016
	9.1

	Semi proc. Wood
	26336
	3
	70983
	5.8
	82298
	4.9

	Petroleum goods
	47414
	5.4
	23210
	1.9
	60509
	3.6

	Fish (nes)
	4911
	0.6
	1315
	0.1
	57195
	3.4

	Plywood, venier
	6840
	0.8
	17958
	1.5
	51299
	3.1

	Fruits, preserved
	3902
	0.4
	1
	0
	46187
	2.8

	Fresh/Dried Fruits
	1572
	0.2
	8891
	0.7
	32622
	2.0

	Ores/Metal
	21553
	2.5
	51084
	4.1
	30012
	1.8

	Plastic Articles
	11
	0
	38
	0
	25122
	1.5

	Electricity
	4826
	0.6
	42977
	3.5
	19745
	1.2

	Tobacco
	4
	0
	0
	0
	12633
	0.8

	Fish
	15352
	1.8
	13651
	1.1
	11202
	0.7

	Diamonds
	5910
	0.7
	24272
	2
	11195
	0.7

	Other wood
	12819
	1.5
	28534
	2.3
	11026
	0.7

	Furniture & parts
	1911
	0.2
	2923
	0.2
	9055
	0.5

	Oil seeds
	1284
	0.1
	1877
	0.2
	8157
	0.5

	Cotton Fabrics
	224
	0
	40
	0
	8150
	0.5

	Petroleum
	21223
	2
	0
	0
	0
	0

	Cumulative
	838597
	95.6
	1158567
	93.9
	1546482
	92.6

	All exports
	872937
	100
	1234427
	100
	1670906
	100


Source: UN Comtrade 2005
What can be observed, as expected, Ghana has stregthened its comparative advantage in the production of gold, cocoa, wood, fish and fruits between 1980 and 2000. The two main exports prior to liberalization, cocoa and aluminium, remained as such in the post-liberalization period with a significant increase in gold, a primary commodity. The manufactured goods present in 2000 were mainly aluminium and processed wood (this actually decreased in percentage between 1990 and 2000) with a trifling increase in the percentages of plastic articles and cotton fabrics. This confirms the finding of Teal (2002) who has shown that the country was not able to break into market for new exports products save for gold. The response to trade liberalization has thus been limited at best. 
The importance of exports for a developing country cannot be overestimated as they are not only a direct source of demand for the country’s output, but also prove the foreign exchange to pay for the import content of domestic demand components. Thus, the trade balance also becomes an issue as the following Figure 4.10 shows. Deficits have worsened during the liberalization period, with imports consistently exceeding exports, perpetuating the dependence on aid sources. Notice the relative decrease in deficits prior to the liberalization period and the worsening during.
Figure 4.10 
Trade Balance as Percentage of GDP in Ghana: 1960 – 2006
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Source: World Development Indicators 2008

Chapter 5
POLICY IMPLICATIONS

...in matters of international commerce [we] must draw lessons from history – List, cited in Shafaeddin, 2005

The previous chapters have delineated that dependence of Sub-Saharan Africa on ODA persists. One of the main messages that the data analysis has attempted to convey is that following the onset of the poverty bias of aid disbursements of the 1970s, aid has been skewed towards social sectors and not towards more productive sectors. Health, education and water appear to be the central focus of the last few decades. Whilst not discounting the importance of buttressing local resources committed to social spending, the relentless decline in the disbursement of aid towards fostering productive capacities, namely manufacturing, has been evident since the onset of the liberalization era in the 1980s. ODA should thus at the very least be in support of productive
 activities. More aid should be granted to productive sectors in light of Africa’s dependence on foreign assistance in order to break the pattern of reliance and return to higher growth levels witnessed during the pre-liberalization period when ODA fostered industrialization. It appears that SSA fared better then.
Secondly, and more importantly, trade liberalization as a conditionality to aid ought not to be agreed to. There is evidence of a link to negative impacts on growth, de-industrialization and attendant consequences (balance of payments, etc.). Accordingly, developing nations ought to lobby the World Bank (and IMF) for greater say in decision making and have it directly support industrialization. As chapter 4 has shown, growth rates were higher during the liberalization period when the state was involved in industrialization activities. Protection of infant industries is pivotal for nascent, immature industries such as those found in SSA. If anything, trade liberalization ought to be gradual, not universal and big bang as has been witnessed during the neoliberal era. China continues to be one of the most protectionist countries, for all the praise it reaps as practising free trade which is quite simply untrue. Export promotion is not free trade. Moreover, there is a false dichotomy between export promotion and import substitution that the World Bank et al subscribe to. The East Asians practised both simultaneously, promoting their exports while cautiously protecting their industries. Trade liberalization works for the strong, not for weak manufacturing based economies. A strong state is crucial. It is to be noted that the aid community looked the other way whilst Korea pursued protectionist policies and protected its industries as it was receiving aid (Thirwall 2008). Such measures were largely bereft of the aid package that has been granted to SSA since the 1980s. Indeed it is baffling how best practices and good policies do not mirror already proven growth experiences of the industrialized nations from whom the majority of financial assistance emanates from. The history of these nations irrevocably attests to the fact that they did not achieve such heights in the manner they faithfully prescribe to their ill-fated counterparts. In Kicking Away the Ladder, Chang so poignantly epitomizes (Chang, 2002, 2007). The notion that these nations developed through free trade mechanisms such as liberalization, deregulation and privatization is largely a myth (Chang and Grabel, 2004).  What is of concern is that although the era of SAPs is said to be over and done with (Wolfensen famously exclaimed The Washington Consensus is dead), Poverty Reduction Strategies (or PRSPs) which are essentially the requirements for current ODA funds, have been criticized as present day SAPs by various studies
 (Eurodad 2009, World Development Movement 2005, Christian Aid 2005). By far, the most fundamental issue ailing the majority of PRSs, owing to being constrained to amplifying the scope of public spending on primary healthcare and basic education, is that poverty is de-linked from its roots in the external economy (terms of trade and debt servitude), and more critically, vital economic mechanisms such as degree of industrialization, productivity of labor and patterns of accumulation. Despite the fact that the aforementioned social amenities are of significance, in the absence of vigorous measures to stimulate employment and productivity, their bearing on alleviating poverty is marginal at best. It is unfortunate that PRSs have on the whole been futile in attending to these deep-seated concerns. Hence to the extent that trade liberalization according to comparative advantage continues to be accepted, ODA will not have the desired aiding effect it is envisioned to embody.
Thirdly and finally, China’s presence in Africa has been attracting headlines in recent years. Its aid to Africa has increased dramatically and it appears geared towards productive investment as there is not an infrastructure project they appear not to be involved in. Their lack of conditionality pre-requisites is something to foster and such bilateral flows ought to be encouraged. However, again, caution ought to be taken in not forfeiting long term growth by short run flows
Chapter 6
CONCLUSION

This research paper has centred on the aid – growth nexus with particular emphasis on trade liberalization as a component of the ODA package in the aftermath of the neoliberal orthodoxy which reigned in the post 1980 period. The objective was to see a link between ODA and growth and then to analyze correlations with effects on SSA economies, emphasizing the nation of Ghana, being one of the veteran trade liberalizers in the subcontinent.  A link with de-industrialization effects thereof, to the extent that trade liberalization was part and parcel of the aid package which both multilateral and bilateral donors supported, was examined by conducting a time series, before and after methodology.  The importance of a dynamic manufacturing base for achieving sustainable long term growth levels was initially underscored in the absence of which dependence on aid will perpetuate.
The literature review examined various arguments for and against ODA’s positive impact on Aid with the finance/savings gap called into question, including the idea that aid is inherently beneficial. Subsequently, highlighting both theoretical and empirical incapacities of the essentially orthodox classical, neoclassical and neoliberal thought which underpins trade liberalization, the assumption of mutually beneficial trade and benefits of specialization were critiqued. What countries make matters for growth (UNIDO 2009: 1), thus the incapacity of SSA production structures to successfully diversify out of raw materials and into higher productivity and higher income elastic goods by following the comparative advantage orthodoxy was emphasized. The background section reviewed the nature and evolution of aid, the structural transformation (or lack, thereof) of the SSA economies at the heart of the analysis and the trade liberalization reforms constituent of the aid package as applied during the liberalization period. The analytical chapter, building on the previous two, presented evidence of essentially the change in ODA sectoral flows and how they have not actively been supporting productive activities since the 1980s and thus links with a decline in MVA and growth rates by virtue of the dependence of SSA on ODA were seen. Moreover, it established that within the paradigm of trade openness, higher growth rates were not consistently guaranteed as correlation coefficients of trade as a percentage of GDP showed weak results both for SSA and Ghana. A link with de-industrialization was also seen as being existent, although this research does not make the claim that this is the only explanatory factor as there are other causes that have brought this about. GDP compositional shifts were also seen during the pre and post liberalization period which confirmed the notion that comparative advantage has mainly led to static and not dynamic gains, particularly for economies such as those in this analysis dependent on primary commodities. There has not been much of a structural formation of the economies for over three decades; if anything, the upward trajectory of manufacturing during the pre-liberalization era has all but dissipated in light of negative growth of MVA 1985 onwards. This was when SAPs (and trade liberalization thereof) were implemented throughout the continent in earnest. They thus remain severely dependent on primary products and of late, basic manufactured goods. Trade balances were finally shown to have decidedly worsened over the period in question and as continual deficits have meant more balance of payment problems, this remains an intrinsic challenge.

Policy implications included the need for ODA to support productive capacities as opposed to the currently continuing bias toward social sector spending. Trade liberalization as practised in SSA has been shown as not being growth enhancing, particularly in comparison to the 1960s and 1970s, thus it was suggested that it ought to cease as a conditionality and if anything, it should be applied gradually, as in all other industrialised nations historically, at best, as nascent manufacturing bases are adversely affected. A strong state is pivotal and the dismantled interventionist policies of the 1960s and 1970s (very illiberal policies) such as protection of infant industries were seen as being pivotal and absent in the ODA package as it fosters more private sector involvement in this regards. What is needed is a judicious mix of public and private, but it was underscored that a strong state is crucial for countries at the bottom of the manufacturing/industrialization ladder. Finally, it was proposed that to the extent that SSA remains addicted to ODA, relations with partners such as China which seem to support productive investment in Africa in recent times should be fostered and such aid (though not as a long-term solution as dependence can never be a long term solution) sought for. 
In conclusion, as the challenge of growth continues to plague SSA, to the extent that ODA remains at the very heart of development policy, it is not possible to simply discount it. However, in the final analysis it is up to Sub Saharan African countries to utilize all tools at their disposal to focus on how best to utilize aid to deal with the elusive aspiration of sustainable growth the inhabitants of the continent clamour for. Dependence on aid has never been a notion to aspire to, but SSA’s track record does not bode well for the future.  It is by truly understanding the effects which economic structures of aid engenders that long term sustainable growth will not to be scarified for short term gain.
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DEBUNKING THE MYTH OF AID:


YOKED WITH DE-INDUSTRIALIZATION? 


The Case of Sub-Saharan Africa with Special Emphasis on Ghana









































































































































� The bilateral donors of the DAC include Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Italy, Ireland, Japan, Luxembourg, Holland, New Zealand, Norway, Portugal, Spain , Sweden, Switzerland, the United Kingdom, the United States and the European Commission.


� It is understood that starting from the early 1980s, SSA underwent extensive free market reforms advocated by the IFIs and without which ODA was not dispensed. (See chapter 3).


� Growth is defined as an increase in the GDP of a country.


� He further argues Sach’s Millennium Development Goals (MDG) and economic progress ideas are too grand and unquantifiable and that the majority is actually wasted due to the excessive bureaucracy involved. Hence, it does not work and is well-intentioned paternalism (See Easterly 2005).


� The IMF and WB came to work increasingly in cohesion during the 1980s and onwards (See Chapter 3).


� The static gains are not even guaranteed to be large. Dorwick (1997) in a survey of trade and growth, quoting estimates of trade liberalization benefits of 1% of GDP, raises the question of whether a radical readjustment of any economy is worth such a minor one time gain. 


� See Bennel (1988), Noorbakhsh and Paolni (2000), Thoburn (1998) and Stein (1992) who concur with the trade liberalization - de-industrialization link. Tribe (2000), Jalilian and Weiss (2000) and World Bank (1994) do not agree.


� Countries such as Brazil were not as affected as they had more mature industries prior to the liberalization period. In fact, some benefitted from liberalization (see Shafaeddin 2006, 1998).


� For a detailed account of SAPs see Chossudovsky 2003.


� ERPs were typically launched as part of SAPs. This then meant ODA could be disbursed.


� See OECD 2008 for latest top 10 ODA recipients.


� Data was not available on Aid sectoral breakdown prior to 1989, nor was there disaggregated data at the country level for Ghana.


� Production includes industry, construction, etc ; Economic includes energy, communications, transport, business, etc; Social includes: water, education, health (OECD, 2008)


� Post 1980 (the first year of loans being 1980), structural adjustment conditionality had become ever-present sent in SSA. By 1995, 27 SSA countries had received as least one World Bank adjustment loan and 33 had two more loans� (Kapur et. al, 1997: 798).  





� The recent Aid for trade initiative, deemed as helping Africa’s trade incapacities,  is cause for concern as it continues to require developing countries to liberalize their trading regimes. The orthodoxy lives. An already proven strategy that is indeed pro-poor and alleviates poverty is industrialization through export-led manufacturing growth - an underlying industrial dynamic has indubitably preceded the path to capital accumulation and growth processes. 18th century Britain, 19th century US and Germany, as well as 20th century South Korea and Taiwan did not invest in education and skills in general prior to developing new industries. Rather, they initially established novel enterprises with the aid of protectionism and subsidies; they subsequently proceeded to invest in human capital, skills and technologies that those industries required. Numerous productive capabilities in modern economies ought to be accumulated via actual production encounters. 
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