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I. Multinationals (MNEs) and the
Developing World: An overview

A recent appreciation of the economies of developing
countries illustrates their precarious state. Their over-all
balance of payments deficit jumped from US$25,000 million in
1978 to US$88,000 million in 1981. Their debt-servicing cost
more than doubled to US$56,000 million between 1981 and 1983.
It was also observed that "with petroleum and petroleum
products consuming over 50 per cent of their export earnings,
debt servicing accounting for another 19 per cent of the
balance, and the real value of their export earnings sharply
reduced, there is very little left for developing countries
to meet current_ consumption needs, let alone future develop-
ment ]g)rojects".:L This gloomy prospect seems to underline
the need of developing countries for measures which will
enhance their productive and earning capacities without over-
burdening them with fixed debt-servicing costs. It is in this
perspective that multinational enterprises (MNEs) are
frequently looked upon as main sources of capital, employment,
managerial and technological skills. These effects of FDI*
are, however, also dependent on the existence of appropriate
government policy and the level of development of the economy
of the MNE host country.

Unfortunately, recent statistics on the flow of FDI (see
table 1) show a declining trend in the developing countries!
share of such investments relative to the developed countries.
In terms of mere magnitude table 1 presents an impressive growth
of FDI in the developing countries. The annual flow in 1979
was nearly seven-and-a-half times the 1960 figure and over six
times that of 1967. The cumulative stock of FDI in the develop-
ing countries also increased almost three-and-a-half times
between 1967 and 1979. But this growth in absolute terms
represents a decline relative to the growth of FDI in general
and, particularly, to such growth in the developed countries.
For example, in 1967, the stock of FDI in the developing
countries constituted 44 per cent of that of the developed
countries. This percentage fell to 38 in 1973 and further to
36 in 1978. In terms of flow statistics, there has been a
steady decline from 1960 when FDI flow to the developing
countries constituted 36 per cent of total outflow to 1973
and 1974 when corresponding figures reached their troughs of
21 and 5 per cent respectively. A certain upturn in these
figures seems to have started in the second half of the 1970s.

The terms "FDI" and "MNEs" are used practically inter-
changeably in this paper to refer to either the monetary value
of foreign investment or to the investments undertaken by MNE
subsidiaries.
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However, within the developing countries, considerable
variations occur in the growth of FDI, While Central and
South America has maintained its lead as the largest recipient,
the West, South and East Asian region has gained 5 percentage
points between 1967 and 1978 while the African region has lost
about the same percentage points over the same period.

Table 1 shows that FDI growth rate is higher in the developed
than in the developing countries. Even among the latter, the
fast-growing economies of South and Central America, and South
and East Asia recorded higher rates of growth than the
countries of West Asia and Africa. The conclusion thus seems
inevitable that FDI goes to the countries with the highest
economic potential and prospects. Similarly, the investments
which MNEs make in such host countries are positively related
to the level of development of their economies. A vicious
circle therefore develops. First the developing countries
need the MNEs to develop their economies. Yet the MNEs are
generally not attracted to such countries unless these have

"reached a certain level of development.

Many host countries have tried to increase the benefits
they derive from FDI, by enacting laws which constrain the
application of global strategies when disadvantageous to them
or by offering incentives which attract such investment and

mitigate at the same time the adverse local economic circum-

stances. The two countries studied have adopted more the
second approach than the first. They have developed a number
of incentives specifically designed to attract a higher inflow
of FDI. The extent to which they have succeeded will be
discussed later in this paper.

TT. Background and Size of Foreign
Direct Investment (FDL)

Background

In several respects, the economies of both Liberia and
Sierra Leone share similar characteristics. Both are small
countries, low in income per capita, with the primary
industries of agriculture and mining dominating each economy
(see table 2). While Liberia has large iron ore deposits,
Sierra Leone's major mineral is diamonds. While the major
agricultural product in Liberia, rubber, is produced mainly
on plantations, Sierra Leone's coffee, cocoa, and palm is
mainly produced by small peasant farmers.

Both countries owe the exploitation of their mineral
resources and the establishment of the modern sectors of the
economy to the advent of the MNEs, while in many other
African developing economies, the earliest foreign investment

. occurred in the commercial sector. MNEs in those countries

brought in manufactured merchandise to sell and in return
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Table 2: Selected characteristics of

Liberian and Sierra Leonean economies

Liberia Sierra Leone
Population 1.98 million 2.74 million
Area 97,781 sq.km, 71,440 sq.km,

Gross National Product 1979 US$940 million

Agriculture's contribu-
tion to GDP (percentage) 15.5 (1977)

Mining contribution

to GDP (percentage) 23.4 (1977)
GNP per capita Us$520
Stock of FDI (1978) US$1,230 million

Anmnmual average flow
of FDI US$85.9 million

Annual domestic
investment US$362.7 million

Annual FDI flow as
percentage of GNP 9.14

Annual FDI flow as
percentage of annual
domestic investment 23.7

US$860 million
31.4 (1979/80)

11.9 (1979/80)
Us$ 250
US$82 million

US$3 million
US$161.7 million

0.35

1.9

Sources: Centre on Transnational Corporations:
Iransnational Corporations in World Development,

Third Survey (New York, United Nations, 1983),

pp. 312-313.

The Liberian economy in perspective (Monrovia,

Ministry of Planning and Economic Affairs, 1978).

Annual Statistical Digest, 1980 (Freetown,

Sierra Leone, Central Statistical Office,

July 1982).
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purchased and exported local agricultural outputs - cocoa,
palm produce, etc. - used as raw materials in the industries
of the developed countries.

The earliest investments in Liberia and Sierra Leone
differ, however, in this respect. In Liberia, the first multi-
national enterprise, Firestone Company, was granted a conces-
sion in 1926 on 1 million acres of land to grow rubber,
Firestone's paid-up capital is currently over US$40 million
and it is the largest producer of rubber in the industry
which includes other multinationals such as Guthrie
(B.F. Goodrich), Salala Rubber and Alan Grant, the last
two being relatively small with paid-up capital of about

‘ UsS$500,000 each. The impact of the foreign-owned plantations

is not only the introduction of commercial agriculture and
the production of rubber but also in serving as an outlet
for indigenously-owned plantations and thus increasing their
output. ‘

The MNEs entered Sierra Leone in 1928 when the Sierra
Leone Selection Trust, a subsidiary of De Biers of South
Africa, was granted a concession for diamond exploration.
Production started in 1931. Similarly, gold production
started in 1931, iron ore in 1933, bauxite and rutiles in
the 1960s. As shown in table 2, the total FDI stock in
Sierra Leone in 1978 is estimated at US$82 million. While
no sectoral distribution of this figure is available, it is
reasonable to estimate that no less than 50 per cent of this
is in the mining sector.

Size and sectoral distribution of FDI

Liberia

Very little historical information on the size, sectoral
distribution, and country of origin of FDI is published in
Liberia. This paucity of such information possibly derives
from the open-door policy towards foreign investment and the
general mode of foreign investment which is mostly through
concessions granted for mining, logging or rubber plantation.

Considerable disparity exists between the two available
estimates of the stock of FDI in Liberia. The United Nations
Centre on Transnational Corporations estimates the stock of
FDI in Liberia at US$1,230 million in 1978 (almost the
gquadruple of the US$315 million estimate for 1971). The
average growth rate between 1971 and 1978 was 23 per cent
although annual rates fluctuated from 6.2 per cent from 1975
to 1976 to 67 per cent between 1974 and 1975. Government
estimates are, however, considerably lower. For 1978 and
1979, the two years for which such estimates are available,
the stock of FDI was estimated at US$804.7 million and
UsS$859.6 million, respectively (see table 3). Lower still was
the Head of State's estimate of US$746 million in 1979.¢
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In general, two sectors, mining and agriculture, account
for about 72 per cent of total FDI with mining taking over
42 per cent. Investment in the agricultural sector is almost
evenly divided between the rubber plantations and forestry
exploitation, Although there is not enough flow of data to
make any reliable deductions on sectoral growth pattern, it
seems that investment in mining and rubber have stagnated
while that of forestry recorded a growth rate of over 30 per
cent between 1978 and 1979. In fact, a decline in the mining
sector is occurring. The Liberian Mining Company, responsible
for over 12 per cent of iron ore output, the major export
earner for_the country, closed down in 1977 after 27 years of
operation, Many other mining companies were, in July 1983,
also retrenching staff., The residual category, "others",
consists of the manufacturing and the services industries.
Manufacturing is a relatively new industry. A study in 1979
estimated total investment in this sector at about US$103
million and found that the majority of the industries were
established after 1965, Only 5 cgmpanies had been in
operation for more than 25 years.

Govermment data on FDI, referred to in table 3, also
provided information on the major sources of such investments.
It showed that the United States is by far the largest
investor in Liberia. Its investment stock of US$340 million
in 1979 accounts for about 40 per cent of total FDI., United
States investment dominates all the key sectors of the
economy - mining, rubber and manufacturing - except forestry
which is dominated by the F.R. of Germany. Other major investing
countries are the F.R. of Germany (about 23 per centg, Sweden
(about 13 per cent) and Italy (about 7 per cent). One
interesting feature of the origin of FDI in Liberia is the
significant presence of Lebanon. Although Lebanese investments
account for Jjust about 4 per cent of total FDI in 1979, its
share of the "others" category that year was over 11 per cent,
Their investment in this sector represents over 77 per cent
of their total., The Lebanese constitute a large community of
"resident foreigners" not only in Liberia but also in many
other West African countries. They started as traders and
have recently moved into manufacturing, mainly through a
backward linkage process of manufacturing what they used to
import,

The role of the multinationals is in fact much more
domirient than the magnitude of their investment is likely to
indicate. Even in the absence of laws restricting investments
in and ownership of certain industries, in Liberia many joint-
ventures exist between the multinationals on the one hand,
and the government or private citizens on the other. And
whether the multinationals are the majority or the minority
owners, they are invariably responsible for managing the
operatioris. Even government and privately-owned enterprises,
such as the Refinery and the Mesurado Group, operate under
foreign management, Probably, one can best sum up the role
of multinationals in the Liberian economy by saying that
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commercial agriculture - rubber plantations and logging -
large-scale mining and modern manufacturing establishments
owe their existence to the pioneering entrepreneurial efforts
of the multinationals.

Table 3:

Foreign direct investment in Liberia

(USH million)

STOCK
YEAR NET FLOW
Mining  Rubber Forestry - Others™ Total

1970 57.1

71 - 34.0 315

72 20.7 360

73 74.8 44O

n 57.7 " Not available 480

75 180.4 \ 800

76 83.2 . 850

77 170.5 1 035

78  144.7 (354.05) (120.28) (103.75) (226.58) 1 230(804.7)

79 41.2 (366.77) (119.46) (136.58) (236.77) (859.6)

80 71.9 Not available

81 288.0

Source: The stock figures in parentheses and the sectoral

distribution for 1978-79 are taken from a table
made available by Mr. Lawrence Doe, Director of
Research and Projects Preparation, National
Investment Commission, Liberia.

Other figures are from:
Corporations:

United Nations, 1983), p. 303.

Includes manufacturing and services

(New York:

Centre on Transnational
Transnational Corporations in
World Development: Third Survey ,




Sierra Leone

The problem of information scarcity is greater in Sierra
Leone than it is in Liberia. Clearly, there was no branch of
government specifically responsible for compiling statistics
- on the size or location of foreign investment. The need for
such statistical information does not seem to be apparent to
governmment as the recent survey-of industries carried out by
the Central Statistics Office did not ineclude any questions
on the nationality of investors. The "laissez-faire" policy of
the govermment has so indulged managers and proprietors_that
"to ask for information is often to annoy or displease"? them.
Even the Central Statistics Office, though empowered by the
Statistics Act, 1963, to conduct industrial census/survey,
had to issue threats of prosecution, through warning letters
from the SgllCltor General, to get responses from many.
companies.

While it is difficult to qualify the size of FDI in
Sierre Leone, there is considerable qualitative evidence that
suggests its predominance. A UNIDO study observed that:
"Industry in Sierra Leone has emerged in the absence of local
capital, local entrepreneurship and local manager ‘and
technical personnel. Initiatitve and direction in the field
of industrial development therefore came from foreign
investors and the expatriate communities settled in Sierra
Leone. After almost two decades of independence ...
initiative, control gnd direction continue to remaln in the
hands of outsiders."

Another study relating to 18 companies established under
the Development Ordinance showed that’ 6 were 100 per cent
foreign-owned and each of the remaining 12 was a joint-venture
among the wvarious foreign 1nvestors, ‘with only 5 involving
private Sierra Leonean participation.8 The strong presence
of foreign investment was also observed by a JASPA study.9
In fact, that study regarded the capital intensity
characterlstlc of Sierra Leonean industry as an inevitable
consequence of almost the entire investment. comlng from
private and often foreign investors. . = :

" The. Unlted Natlons estlmates in table 4 value the stock
of FDI in Sierra Leone 1nk1978 at US$82 million, only US$10
million higher than the estimate in 1971, and US$8 million
below the peak (0f US$90, mllllon)reached in 1974, Sierra Leone
therefore appears not to be attractlve to foreign investors.
The flow data reinforce this’ conc1u81on., Over the 10 years
for which flgures are available, FDI|inctreased by only
Us$8.4 million annually. Information in table 4 also leads
to the conclusion that the main source of foreign capital in
Sierra Leone is from public aid. In.1978 such aid wags:' ‘
almost double the 1975 figures., It is plausible to argue
~that.aid _was.complementary. to FDI .and. therefore.was-directed
largely to those sectors which are essential to the Sierre
Leonean economy but which are not appealing to foreign
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investors. In 1976/77, agrlculture received 26,9 per cent

of foreign aid while social services, transport and communica-
tions and general services received 25.8, 21.9 and 10.4 per
cent respectively. In contrast, mining and manufacturing
received none of such funds. The dependence on foreign capital
is likely to continue in the future, but this may mostly take
the form of official assistance rather than private direct
investment, unless the disadvantages of a small domestic

market could be overcome through regional grouping such as the
ECOWAS. As a matter of fact, the poor performance of Sierra
Leone in attracting foreign investment appears to arise

mainly from its small domestic market which seems to have
quickly saturated with import-substitution investment goods.

In fact, about 60 per cent of firms in the manufacturing

sector were reportedly 8perating at below 50 per cent of

their output cepacity. Since the output of MNEs in developing
countries is often domestic market-oriented, the low capacity
utilisation implies over investment and low profitability,
making further investments, particularly foreign, rather
unattractive.

One conclusion which can be drawn with respect to FDI
in Liberia and Sierra Leone 1s that such investments are
highly supplementary rather than displacive. The indigenous
investment which exists probably owes such existence to the
entrepreneurial, managerial and technological know-how
introduced by the MNEs or to their linkage effect. It is
important to bear this in mind when attempting to estimate
the employment effect of MNEs in these countries. In other
words the 'counter-factual'! assumption relevant to FDI in
the manufacturing sector of these economies is "importing"
rather than local investment. For the mining sector, the
counter-factual assumption is non-exploitation of the mineral
resources, the presence of which would most probably not have
been discovered without the technology of the MNEs. In that
case virtually all the effects of MNE operations can be
regarded as "net", except in such cases where a strong
1nd1genous alternatlve technology exists.

Government policy on FDI

Apart from the size and sectoral location of foreign
1nvestment the market size,and level of development of the
host country, the other major factor influencing the effect
of FDI is government policy. Government policy towards.
foreign investment is of fundamental importance because 1t‘
defines the enviromment within which foreign investment
operates and could therefore attract or repel investors.
Policy could also be aimed at directing investment to desired
sectors, or geographicdl areas, dand at inducing MNE behav1our
whlch is conducive to the host country's 1nterests.
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Govermment policy may therefore be classified as either
"promotional or 'regulatory" in objectives. Promotional
obJjectives aim at enhancing the prospects of a country as a
desirable market for foreign investment. It is competitive
in nature, since many other countries may desire the same
investments. Among the developing countries, such policies
often take the form of incentives such as tax holiday,
tariff protection, import duty exemption and other fiscal
measures, In general such incentives are particularly
effective for MNE manufacturing activities whether domestic
or export market-oriented.

The existence of mineral resources often serves as a
strong attraction for foreign investment; and in Liberia
and Sierra Leone, a very high proportion of the existing FDI
is owed to their possession of such mineral resources as iron
ore, diamonds, bauxite, rutile and gold. In such cases,
government policy on MNEs engaged in exploiting these resources
is generally regulatory to ensure that the host country
derives the optimum benefit from such exploitations.
Regulatory policies often deal with ownership and control of
MNEs, employment and training of nationals, utilisation of
local resources, etc. Govermment policy towards FDI in the
major sectors of the economy of each of the two countries
studied is examined below,

Agriculture and mining

)

In general, both the governments of Liberia and Sierra
Leone adopt an open~door, free-enterprise policy. There are
no restrictions on the level or locations of MNEs. In most
cases, all they have to do 1s to register with the appropriate
ministries. However, in the case of mining and agricultural
companies, their entry and operation conditions are governed
by the terms specified in their concessions.

The concession defines the area in which a company can
carry out explorations for minerals or cultivate plantations
as well as specify terms of ownership, control, employment,
usage of local materials, processing and sale of the mine
or plantation output. In one such concession between the
Sierra Leone Govermnment and the Sierra Leone Ore and Metal
Company Ltd., a subsidiary of Alusuisse, the latter was
granted exclusive rights to prospect for bauxite in the Port
Loko region. With the discovery of bauxite, a joint-venture,
the Sierra Leone Bauxite Mining Company Limited (SLBMC),
was formed and granted a lease to exploit the mines for 35
years with provisions for 10-year extensions. The SLBMC was
to operate under Alusuisse management subject to the general
policy of the Board of Directors, the chairman of which was
to be appointed by the govermment. The agreement also
provides that preference in employment be given to qualified
nationals at all levels, particularly for skilled, technical,
administrative and managerial positions. The company was

also to provide training for nationals to qualify for such
positions.,.
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Mining and agricultural companies often operate in
remote enclaves and therefore need to construct their own
roads, generate their own electricity and provide their own
health and educational services. The concessions take this
into consideration and often allow the MNEs to import, free
of customs duties, all materials, equipment and personnel
required for such infrastructure. In a recent case cited
during an interview with the author, one mining company in
Liberia was said to have appealed to a ministry to allow
it to import petrol duty-free because the high cost of local
petrol was hurting the company. ‘

Although the concessions differ in details, they were
generally characterised by the open-door philosophy of govern-
ment. Because of the size and nature of these investments,
each company had a bilateral agreement with the government
which sets out the duties and privileges of the company.
However, it seems that little monitoring of observance of the
terms of the concession exists. This is most probably a
result of the scarcity of qualified government personnel for
this purpose.

Manufacturing and other sectors

Mining and plantation (Ggricultural) companies in developing
countries do not often engage in processing their output.
These are often exported raw as inputs for the processing
plants of their parent companies. For example, Liberia, in
spite of her heavy production of rubber, 180.3 million pounds
in 1981, does not have any sighificant rubber-based manu-
facturing industry. Rather, the rubber is exported in latex
(about 40 per cent) and crepe (about 60 per cent) forms. This
is similarly true of other agricultural products - logs, cocoa,
palm products, etc. - and of minerals - diamonds in Sierra Leone
and iron ore in Liberia. While in some cases this failure may
be a result of economic considerations (the large capital
requirement for such processing and the small domestic markets
of the producing countries), in others it may be Jjust the
reluctance to set up plants that are competitive with that of
their parent companiés. Whatever the case, MNEs in the primary
sectors of mining and agriculture have not generally assisted,
in the past, Liberia or Sierra Leone in the processing of their
raw materials. Such processing is wusually associated with
the transfer of higher managerial and technological skills
capable of multiplying and accelerating the process of
development, ' '

Corrective: measures were taken in both countries to
attract foreign investment in the manufacturing sector.
Liberia adopted an Investment Code in 1966 and amended it in
1973. The code essentially kept the open-door policy of the
government and offered the usual customs duty relief, tariff
protection, income tax exemption, refund of ekcise duty paid
on exported output, accelerated depreciation, and loss carry-
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forward provisions. Approved Investment Projects may also
enjoy leasing available land in govermment-owned industrial
parksat a preferential rate, support in obtaining loans and
contribution to equity as well as patronage by government
and its agencies. The enjoyment of these incentives was,
however, subject to certain conditions. The Approved
Investment Project must: '

(a) fall within the over-all priority as established
by the National Planning Council;

(b) ensure the permanent employment of Liberians at
all levels and carry out appropriate training schemes;

(c) offer ownership participation to Liberians;

(d) produce a local value-added of not less than 25 per
cent of the value of gross output; and

(e) take its raw materials and other supplies from
Liberian origin subject to availability in the
right guality, gquantity and at comparable prices.

The Act could be credited with a certain degree of
success., Although the rate of growth of the Liberian economy
slowed down from 10 percent during the 1950-60 period, to
7 per cent in the 1965-75 period, manufacturing maintained
its 4 per cent share of the GDP. Manufacturing output rose
from US$19.8 million in 1969 to US$36.3 million in 1975. Of
the 46 companies for which dates of establishment were
available, 28 (61 per cent) were established in 1966 or later.
But in terms of the employment, value-added and use of local
resources objectives, the code has not succeeded much. As
observed earlier in this section, foreign capital depending
largely on imported materials still dominates. Possibly this
is a result of the small domestic market and the lack of
focus of the incentives to the type of industry capable of
accomplishing the objectives.

Among the institutional measures taken to encourage
foreign investment was the establishment of the National
Investment Commission (NIC) and the Liberian Industrial Free
Zone Authority (LIFZA), The former is to consider investment
proposals under the Investment Code in terms of government
objectives and make recommendations to the Ministry. The NIC
also takes equity shares in various companies and helps foreign
firms in locating local partners. LIFZA was established in
1975 as a means of overcoming the small domestic market problem
in diversifying the economy. It attempts to attract export-
oriented FDI using local resources and high labour-intensive
technology. The government has spent up to US$1l3 million on
structures and facilities in the zone. Although the zone
offers very liberal incentives, not much investment has been
made thus far. LIFZA was negotiating with five investors
expected to invest about US$6.4 million. But only one
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company, Agromachines Ltd., with a capital investment of
US$ES0,000 and employment of betweﬁn 60-80, has, as of July
1983, established within the zone. 2 Negotiations arelgowever
reportedly being carried on with additional companies.

The government is planning a review of the Investment Code
with a view to streamlining "the procedures and establishing
a more attractive investment climate, ... provide greater ease
of granting incentives, remove inequalities between economic
sectors,and improve the geographic spread of economic activi-
ties."14 The Govermment also intends to continue the open-door
investment policy, using public investment to stimulate
private investment and according priority to productive and
labour-intensive investment which has high domestic resource
utilisation impact, particularly in terms of furthering the
employment of Liberians and reducin§ the high rate of unemploy-
ment in both rural and urban areas.l?

In Sierra Leone, the policy towards FDI is similarly one
of open-door. The before-mentioned UNIDO study observes the
"complete freedom of choice" enjoyed by the foreign investors
"in 411 matters relating to the selection, evaluation, imple-
mentation and operations of industrial projects”, It concluded
that the experience of this complete freedom "has not yielded
the best results,"16 ,

Sierra Leone government policy is still largely promo-
tional with virtually no regulatory objectives. This promo-
tional objective derives from government awareness of the dire
need of ‘the country for foreigh investment. In a recent speech
the Minister of Trade and Industry reiterated government's
welcome of foreign investors to participate in industrial
projects through investments, technology and managerial
expertise, ds a means of making available to the" economy such
machinery, squipment and technology that may not otherwise be
available.l’” In order to attract such investors, government
offered, under the Industrial Development Act, 1960,
tariff, tax and other fiscal incentives. A new Development
of Industries Bill, 1982, is still before the Parliament. The
Bill proposes the usual fiscal and tariff exemptions but goes
further in setting a 30 per cent minimum level of value-added
for projects and aims at controlling the employment of
expatriates. The Bill also proposes to allow companies to
treat their training expenses as tax deductable and ‘to accord
priority to indigenous enterprises in processing for approval,
in securing loans from the National Development Bank, and to
exempt their foreign/expatriate staff from payroll tax,

The priority accorded indigenous enterprises in the
Industrial Development Bill is an attempt to reinforce the
indigenisation process started in 1969 with the "Non-citizen
(Trade and Business) Act" which prohibited non-citizens from
operating or participating in certain businesses or retail
trades, e.g. manufacturing of cement blocks, transport,
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supermarkets, bakeries, laundry.and dry oleaning.18 These
were generally low-technology and easily-managed businesses
which Sierra Leonean citizens were deemed competent to handle,

A trend towards government participation is emerging.
As far back as 1971, the govermment decided to take 41 per cent
of all major mining companies and this discouraged some
potential investors. For example, US Steel and Kaiser
Aluminium which were proposing to take up equity shares in
the Sierra Rutiles withdrew. New ventures, such as the SLBMC
discussed above are joint-ventures, between the Sierra Leonean
government and foreign investors.

As in many other developing countries, the government FDI
policy is very general. It could be argued that policies
directed towards attracting investment engaged in processing
the country's major minerals and agricultural outputs would
produce a higher value-added and likely generate higher
(direct and indirect) employment because of the implicit
linkages. The new Bill would encourage essentially export-
oriéented investment by which the small domestic market
problem would be overcome. Because the output of such
industries is also likely to be intermediate in nature, the
level of technological and managerial skills transferred
would be relatively higher than those of the domestic market-
oriented existing consumer-goods industries.

I1I. Direct Employment Effects of MNEs

The direct employment effects refer to employment
generated immediately by MNE projects and consists of the
employees on the payroll of the MNEs. For individual companies,
it is easy to ascertain the direct employment attributable
to a given level of investment. National estimates are
however more difficult. National data on FDI employment are
not often available. In the absence of a national survey or
census of employment by foreign-owned firms, resort is often
made to using estimates of capital/labour ratio based on sample
surveys of MNEs. An approximation of the national employment
effects of MNEs is then obtained by projecting the capital/
labour ratio to the stock of FDI in the country. The degree
of accuracy of the estimates thus obtained depends on the
extent to which the sample, on which the capital/labour ratio
is based, is representative of the variations in the capital/
labour ratios of the MNE population.
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Liberia

Total employment

Annex I presents the available employment statistics in
Liberia, : These statistics include "all individuals
predominantly economically active, irrespective of whether
they are self-employed, working members of the family, or
‘employed, for wages”.19 This definition is likely to exaggerate
the level of employment in Liberia, since it includes those
who are underemployed or in disguised unemployment. According
to this definition, Liberia absorbs about one-third of its
total population and about 85 per cent of its labour supply
in employment. Between 1979 and 1981, an average of about
15 per cent of the labour supply was unemployed. The picture
is not different in 1984 when 728,800 Jjobs are projected for
the 884,000 persons expected to be in the labour force, thereby
produ01ng an unemployment flgure of 153 200 or 17.5 per cent
of, the labour force.

The 1ncreas1ng unemployment reflects the dlsparlty
between the population growth rate and that of employment.
While the former, as in many other developing countries, grows
at .an annual rate of about 3.4 per. cent, employment grows only
at about 1.7 per cent annually. . The. growth rate in. the more
recent years has been declining and was in fact negative between
1980 and 81. This fact suggests that the 4 per cent average
annual growth rate projected between 1981 and 1984 may be rather
optimistic.

As pointed out earlier, the key sectors of the Liberian
economy are.agriculture and mining. Annex I shows that these
two sectors declined in absolute numbers employed in the
period 1974-81. A further decline is progected in mlnlng
employment between 1981 and 1984 while a con81derable increase,
over 8 per cent annual average, is projected in agriculture,
probably antlolpatlng the substantlal forelgn aid assistance
in agrlculture.

Although total employment is 1mportant the Type and
level of employment are important ds well. ‘The higher the
percentage of hlgh-skllled jobs' there' are, the ‘higher the
benéfits ‘in terms of the 1link between: efiployment ‘and economic
growth and’ development. High-skilled’ jobs are llkely to have
higher multiplier effects. ' Annex II shows that the low=-skilled
jobs predominate in leerla, accounting for about 96 per cent
of all enmployment. The high-skilled jobs in the professional,
techhical, administrative and managerial cadres account’ for
only 3.8 per cent of total employment Low—skllled agricul-
tural and related primary sector wotrkers as well as similar
production workers dominate employment with over 82 per cent.
Another relevant phenomenon of Annex II is the nationality
distribution of employment. Expatriate non-Africans take a
disproportionately large share of the high-skilled jobs -
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professional, technical, administrative and managerial - and
a disproportionately low share of the low-skilled Jjobs. The
reverse is generally true of Liberians.

Over 51 per cent of the working population are self-
employed as opposed to 30 per cent in paid employment and
18 per cent unpaid family workers. The self-employed are
less likely to be found among the professional and technical
cadre, 6.4 per cent, and much less so, 3.1 per cent, among
the administrative and managerial class. On the other hand,
over 64 per cent of the workers in agriculture and animal
husbandry, forestry, fishermen and hunters are self-employed.
Over 23 per cent of workers at this level are also unpaild
family workers. Possibly, because the key industries -
agriculture and mining - are rural in nature, a higher
percentage of the rural population is working (i.e. 44 per
cent) than in urban areas where only 34 per cent
of the population is employed. This implies a higher level
of urban (than rural) unemployment, a factor which possibly
influences government's liberal policy towards FDI.

MNE employment

For the purpose of estimating the direct employment effect
of MNEs opgaating in Liberia, the data in a study by Carlsson
and Hinzen were used in determining the relationship between
employment and capital. Complete information was available
for 45 companies, 29 foreign and 16 Liberian, with total
capital of US$60.1 million and US$31 million respectively. For
purposes of comparison, the author has computed the capital/
labour ratio for the MNEs and indigenous Liberian companies
separately (see Table 5). He classified a company as foreign-
owned if at least 40 per cent of the capital was foreign-owned.
A dividing line of 40 per cent was chosen because enterprises
with less than that are more likely to be controlled by
indigenous owners. In addition, foreign investors are often
reluctant to accept a lower percentage participation because
of the control implications. However, it must be stated that
an enterprise with less than 40 per cent or, in fact, no
equity participation, may be controlled by an MNE under a
management contract or other forms of agreement - turnkey
projects or joint-ventures. For example, the Mesurado Group
of Companies, engaged in fishing and manufacturing, is 100 per
cent Liberian-owned but it is largely under expatriate manage-
ment. So is the Liberian Refinery Company which is fully owned
by the Liberian government. Since such companies are run
along the lines of MNEs, their inclusion in the indigenous
sector reduces the employment-intensity of that sector.

Using the employees per US$1l million capital given in
table 5 and given the FDI stock of US$1,230 million in 1978
(table 3), employment generated by MNEs in Liberia is estimated
at approximately 47,000 jobs. This estimate should be taken
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with some caution because the employment intensity figures

used are based on a study of manufacturing industries only,
neglecting the agriculture and mining sectors in which FDI

is concentrated and which may have different capital/labour
relationship.

An alternative method was to estimate the number of
paid employees using the ratio of paid to total employment
given in the 1974 census figures (see Annex II) and then
estimate the number of MNE employees using the proportion of
employment accounted for by MNEs calculated from the Carlsson
and Hinzen study (see table 5).

Table 5: Capitai—labourArelationship in Liberian
manufacturihg sector

MNE Liberian Total

Total fixed capital s e
(US$ million) 60 117 31 007 91 124
No. of employees 2 280 : 1 253 3 533
Percentage of ' ' s

employees 64.5 35.5 100
Employees per

US$ million , o

capital 37.92 40,41 38.8
Fixed capital per

employee (US$) 26 367 2L 746 25 792

Source: Calculated from data in Jerker Carlsson
and Eckhard Hinzen: Structure and performance
of the manufacturing industry in Liberia, an
unpublished report prepared, at the request of
the UNIDO Senior Industrial Development

Field Adviser, Liberia, April 1979, pp. 24-28.
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As shown in Annex II, paid employment accounted for
29.7 per cent of total employment. Since the percentage
is based on the 1974 census, it is a reliable benchmark and
has been assumed constant in subsequent years. It is there-
fore used in computing the paid employment figures for 1979-81
shown in table 6. MNE employment is then estimated as 6L4.5 per
cent of paid employment, based on the data from the Carlsson
and Hinzen study. The results of this procedure are presented
in table 6. It shows that the direct employment effects of

- MNEs in 1979, 1980 and 1981 could be estimated at, approximately,

128,000, 129,000 and 124,000 respectively. The validity of
these estimates also depends on the extent to which the ratio
of paid~ to total-employment and MNE-employment to paid-
employment remain the same for all these years (see table 6).

One can calculate the employment effect under a counter-
factual assumption of indigenous investment replacing FDI.
Such figures are, however, merely theoretical because, as
pointed out earlier, the best counter-factual assumption is
importing and not local investment. The lack of managerial
and technological skills of local entrepreneurs implies that
they could not have substituted for the foreign investors.

Table 6: Estimates of MNE employment in Liberia

1979~1981
(1) (2) . (3)
Year Total Paid MNE
Employment Employment Employment
29.7% x(1) 64.5% x(2)
1979 668 400 198 514 128 042
1980 676 000 200 772 129 498
1981 649 500 192 901 124 420

Source: Calculated from data in Annexes I and IT
and Table 5.
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Perhaps more important than the number of employment
opportunities generated is the type of Jobs because of the
skills transferred and the multiplier effects of, such skills
on the GDP and economic development of the country. While
no direct information is available, it follows from the high
technology and capital intensity of MNE operations that they
have to engage personnel who match such company-operational
characteristics. MNEs are therefore likely to employ most
of the high~-skilled professional, technical administration
and managerial cadres. As seen from Annex IT,

Liberians constitute a high percentage of such high-skilled
jobs - 81 per cent of professional and technical, 60 per cent
of administrative and managerial and 82 per cent of production-
related workers.

Agricultural and mining operations are essentially rural.
Therefore, MNEs in this sector have provided large employment
opportunities in the rural areas of Liberia. Such operations
are responsible for opening up remote areas in which
subsequently developed thriving industrial/commercial centres
such as Habel Forefa and Dolos Town (Firestone) and Bong Town
and Nyen (Bong mines). The concentration of large numbers
of workers, including high-level managerial and technical
workers, creates a market which is exploited by many
commercial entrepreneurs catering to the needs of such
workers. But for FDI in mining and agriculture, most of
these rural areas would have remained undeveloped and their
mineral or land resources unexploited.

Productivity

Productivity in MNEs is higher than in the local firms.
Generally, productivity is lower in agriculture than in the
non-agriculture sector, US$483 to US$H2,349 per employee per
anhum. But there is dualism in the agricultural sector and
productivity varies between sectors. The 1971 census
estimated 83,170 smallholdings cultivating an average of
2.36 acres each and producing mainly for self-consumption,

- while there were 38,575 holdings cultivating an average of
18.34 acres each, producing for sale. Large plantations,
such as Firestone, Guthrie etc., constitute 1.5 per cent in
number but cultivate 36.7 per cent of the land area under
cash crops. Their productivity is thus generally much
higher. The concession sector also had an income.per capita
of US$2,400 in 197%, almost five times the US$546 in the non-
concession sector.24

Mining productivity is higher than in agriculture,

Thus earnings in mining are about three-quarters higher than
those in the whole private sector.2? While the low wages in
agriculture are officially attributed to low productivity, a
leading unionist interviewed mentioned as a main explanatory
factor the prohibition, until 1980, of workers' unions in the
agriculture sector. Private Liberian plantation owners are
said to be in favour of independent plantation unions rather
than of a central agricultural workers' union.
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Labour conditions

MNEs in Liberia generally pay higher wages than local
companies. As pointed out earlier, this reflects the higher,
productivity in their operations which in turn results from
their comparatively high technology and labour skills., A
great disparity, however, occurs between sectors as well as
between nationalities. Expatriate staff in all sectors earn
many times, sometimes as much as seven times, as their ol
Liberian counterparts, although the gap is slowly closing.

Annex IITA and IIIB show the income disparity among
various sectors. They indicate that wages in agriculture are
lower than the average in the private as well as the govern-
ment sectors. It seems plausible, however, to assume that
wages in plantation agriculture are higher than the
general level in the agriculture sector. For example, the
wages of Firestone rubber tappers were almost twice as much
as those of rice farmers in Killiwu Street, and slightly
higher than those of other small-scale self-employed or
street traders, occupations which seem to be the most
probable alternative employment to this group of workers.

On the other hand, miners are the highest paid of wage
earners. Miners, generally employed by MNEs, earn half as
much more than government employees in Monrovia and almost
twice the general household income.

Training

At least in a developing economy, every industrial
employment is practically a form of training. Even if the
employee is only engaged in unskilled factory production
work, his introduction to machine operations and his acquisi-
tion of industrial discipline, in a predominantly agricultural,
low-technology environment, constitute a form of training.

In fact, such training may be indispensable to his ability
to absorb higher forms of training.

The higher forms of training take different forms (see
key in table 7). The information presented in table 7 is
extracted from the manpower survey questionnaires (not yvet
analysed) of the Ministry of Planning and Economic Affairs
and relate to 13 agricultural or mining companies (11 foreign,
3 Liberian) training activities in 1979-81. All the Liberian
~and 9 of the foreign companies are agricultural. Yet, while
the Liberian companies in the sample reported no training at
all, the foreign companies covered trained an average of about
1 per cent of their employees, and practically all the major
companies have their vocational training institutions.
Training through apprenticeship was the most common with each
trainee averaging about 13 manweeks. However, in terms of
length of training, "university/technical extension courses"
and "work-study programmes" were the highest with each trainee
averaging about 113 and 104 manweeks within the before-
mentioned 3-year period. While the percentage of staff being
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trained is small, at least compared with manufacturing
companies, the variety and high level of the type of
training are significant features, implying considerable
expenditure and labour skill improvement. Also significant,
as mentioned by an interview respondent, is the fact that
much of the MNE training is done abroad, possibly in their
parent companies or related institutions. This affords the
trainee a greater exposure and opportunity to interact with
and learn of other business environments.

Sierra Leone

Total employment:

The level of employed labour force in Sierra Leone
shown in Annex IV is generally about 36 per cent of the total
population and 91 per cent of the labour force. Again, because
the average annual growth rate of employment (1.8 per cent)
lags behind that of the population (3.4 per cent), the
percentage of the population kept in employment is declining.
By far the largest sector in employment is agriculture which
accounts for over 72 per cent of the working population and
about a quarter of the total population. Other significant
sectors are commerce, public administration and manufacturing,
with about 10, 7 and 5 per cent of the working population
respectively., It is significant to note that mining and
quarrying, in which FDI is concentrated and which provides the
bulk of export and government revenue, is not a large employer
of labour. Additionally, the number employed in that sector
has declined from a peak of 47,000 in 1963 to 21,000 in 1974
and further to an estimated 15,000 in 1981. This was
accompanied by a decline of its relative share from 2.1 per
cent of the employed population in 1974 to 1.3 per cent in
1981. The decline in employment in the mining sector is a
consequence of two factors. First is the low world market
prices of many of Sierra Leone's minerals. Furthermore,
according to an ILO study, the prices paid to Sierra Leone
mining companies under a concessionary agreement, in which
output is sol% on long-term contract to MNEs, are lower than
world prices. 5 The second factor is the decline in the
shallow alluvial deposits of minerals causing a decline of
small-scale operators, who use very labour-intensive technigues,
and the increasing use of machinery and capital-intensive
technology by MNEs in order to reach the deep deposits.

The dominance of agriculture and commerce in employment
is due to their suitability for self-employment. A high
proportion of the large numbers in these sectors may be under-
employed or really in disguised unemployment. This view is
reinforced by the information presented in Annex V which shows
that less than 15 per cent of the working population was in
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wage/salary employment in either of the two years while over
42 per cent was self-employed. Also important is the trend
between government and private paid employment. While
government accounted for only 36.3 per cent of paid enployment
in 1963, its share had increased to about 47 per cent in 1974.
It is really the public sector and self-employment which
absorbed the increase in population between 1963 and 1974.
Private employment, however, still offered more than half

of paid employment and about 7.5 per cent of total working
population., It is in this sector that the employment
contribution of MNEs is included.

MNE employment

In absolute terms, Sierra Leone has not succeeded in
attracting much FDI. However, the little existing has done
much in terms of employment generation in both the mining
and the manufacturing sectors. In the mining sector, declining
world market prices and the depletion of shallow alluvial
deposits affect employment generation adversely. In the
manufacturing sector, the generation of direct employment
opportunities by MNEs is also affected by the adoption of a
capital-intensive technology and the low-capacity utilisation
of most MNEs owing to the small size of the domestic market.
The small-scale sector, consisting of establishments employing
less than six persons, is the major employment generator in 4
Sierra Leone. The Ministry of Labour estimates that the small-
scale sector generates 87 per cent of thé employment in manu-
facturing, 57 per cent. of that in construction and 94 and
66 per cent respectively of trade and transport employment.
These statistics can be used as a basis for a rough estimate
of the employment effect of MNEs in Sierra Leone.

The virtual total dependence of Sierra Leone on FDI for
industrial investment was noted earlier. In estimating the
employment due to MNEs, it is assumed that larger industrial
establishments (those employing six or more persons) are |
virtually all MNEs. This assumption is realistic in view of
the obvious predominance of MNEs in this size group, even
among medium-sized establishments. Since we know the. -
percentage of the’working population in various sectors, ,
accounted for by the small-scale sector, the residual can be '
attributed to the "large-scale" sector which is taken to be
MNE establishments. We can then add the employment in large-
scale mining which is generally foreign-owned or managed and
which can be estimated at 46 per cent of total employment in
the sector. The results of this procedure for three selected
years'are presented in table 8. While the table shows exact
calculations, the estimates of MNE employment in Sierra Leone
may be rounded off to about 39,000, 38,000 and 39,000 in 1974,
1979 and 1981 respectively to account for errors in the

estimate. "These figures generally represent over 3 per cent -



- 25 -

of the total working population. The percentage declined

from 3.8 in 1974 to 3.4 in 1981. However, they still
accounted for more than one-half of employment in the -

modern sector (high-skilled, wage employment) in Sierra Leone.
(The modern sector of the manufacturing industry in Sierra
Leone employed 11,027 in 1979.20 Our estimate of MNE employ-
ment in that sector - 6,500 - thus represents about 58 per
cent of such employment.) The somewhat declining performance
of MNEs in terms of direct employment generation results

from the concentration of their activities in mining where
choice of technology is influenced more by economic efficiency
consideration rather than employment. The relative insignifi-
cance of MNE investment in agriculture, particularly planta-
tion agriculture, which usually involves considerable labour
input, further reduces their direct employment contribution

on an over-all scale.

Table 8: Estimated employment in Sierra Leone,
1974, 1979 and 1981 (iIn thousands)

Percent;gel TOTAL EMPLOYMENT MNE EMPLOYMENT2
of MNE
SECTOR EMPLOYMENT
(1) (2)  (3) (&) (5 (&) (7)
1974 1979 1981 1974 1979 1981
Manufacturing 13 48 50 53  6.24 6,50 6.89
Construction L3 18 22 23 7.74 9.46 9,89
Commerce 6 o8 112 119 5.88 6.72 7.14
Transport 34 27 24 25 9.18 8.16 8.50
Mining and
Quarrying 46 21 15 15 9.66 6.90 6.90
TOTAL 17 212 223 235 36.04 37.91 39.95
1 Estimated from the Ministry of Labour census data as
indicated on pages 23 and 24.
2

The data in columns 5, 6 and 7 have been estimated by
applying the percentage of MNE employment shown in
column 1 to the data on total employment in the various
sectors and years (columns 2, 3 and 4).
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Labour conditions

Many government labour officers interviewed by the author
in both countries consider MNEs superior to local firms in
employment conditions. Although employment conditions are
negotiated by industry labour unions every 18 months, it was
claimed that MNEs actually implement such agreements more
than local firms. This greater degree of compliance is
attributed to the existence of better organised labour unions
. in MNE establishments as well as the large size and higher
profitability of MNE operations. These factors, rather than
nationality of ownership may account for the superlor rating

of MNEs. . ,

There is also general agreement among MNE executives,
government labdur officers and labour union leaders inter-
viewed that salaries in MNE establishments are higher than
in government or in 1nd1genous firms. In addition to
salaries, many - companles, particularly in the mining sector,
offer several fringe benefits to their workers. These include
subsistence allowance, rent allowance, subsidised prices for
rice, kerosene and -corrugated iron roofing sheets. These
fringe benefits were designed to attract workers to the remote
‘areas where mining usually takes place.

No specific statistics were available on training, but
respondents interviewed claimed that MNEs train their workers
more than other employers and that more of such training takes
place abroad. Many respondents interviewed by the author
-felt, however, that training is more at the opérational” labour
rather than management level and, particularly in respect of
indigenous management staff, is often undertaken at government
insistence. Most of the mining companies have an apprentice-
ship training scheme. Under one of such schemes at Sierra
Rutile, apprentices supplement their learning on-the-job with
weekly lectures. Company training facilities are supplemented
with those of the Employers' Federation and the Sierre Leone
Chamber of Mines.

Under the Regulation of Wages and Industrial Relations
Act, 1971, Jjob conditions such as wages and salaries, fringe
benefits, leave, accident, redundancy and union recognition,
are determined through collective bargaining procedure.
MNEs are said to comply with this process and the terms of
agreement reached more than non-MNEs. One practice of some
forelgn companies (including some from third world countries)
is that Sierra Leoneans are not, however, appointed to
managerial and administrative p051tlons. These foreign
enterprises reportedlyzeften rely on their countries of
origin for such staff.
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Iv Indirect Employment Effects

The total employment effect of MNEs obviously goes beyond
the number of people directly employed in their establishments.
It includes employment resulting from their activities such
as subcontracting, local purchases and patronage of local
support services such as banking, transport, utilities and
distribution. Even some employment in the public sector may
be attributed to MNEs since such employment may be sustained
by funds contributed in the form of taxes, duties, etc. by
MNEs. Such first-round indirect employment may also generate
a secondary employment effect and the process ma§8continue
through a form of employment multiplier process. However,
even in the developed countries with better information, 1t
is difficult, if not impossible, to estimate these secondary
effects. Resort is therefore often made to "proxies", such
as the extent of local purchases in contrast to imports,
contribution to govermment revenue, subcontracting to local
firms and patronage of local support services. The assumption
is implied that the higher the levels of these proxies, the
higher the indirect employment effect.

The indirect employment effect of MNEs may be more
important than the direct effect especially in terms of size
and transfer of technological, occupational and management
skills generated. The process of linkage with local industries
may involve the MNEs in assisting such local industries in
designs and production of their products as well as in
financing and managing the enterprises.

The extent to which the indirect effect is important
depends largely on three interrelated factors: the nature of
the MNE; the scale of production; and the state of economic
development of the host country. Generally, MNEs in the
primary sector - mining and agriculture - tend to have
relatively small indirect effect unless they engage in
processing their output. Similarly, resource-based manu-
facturing firms tend to have greater indirect effect than
market-oriented ones. The impact of the scale of production
seems obvious; the large the pebble, the larger the ripple
effect. The scale of production is determined by the size
of the market for the output of the firm. MNEs located in
small domestic market countries, such as Sierra Leone and
Liberia, need export markets to sustain any large-scale
production. Lastly, the level of economic development in the
host countries determines the extent to which these benefits
are derivable. The availability of input materials in the
right quantity, quality and price, the adequacy of local
support facilities and support services, other things being
equal, determine the extent of MNE patronage and their:
resultant generation of employment.
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Traditional linkage

The term 'traditional linkage' is used in this paper to
describe those effects described above -~ local purchases,
contribution to govermment revenue, subcontracting to local
firms, and patronage of local support services, etc.
Availability of information however limits discussions to
orily two of these measures of traditional linkage. In
general, however, it can be said that the state of all the
three factors determining the size of linkage in the two
countries studied suggests small indirect employment effects.
The MNEs in both states are largely in the: primary sector of
- mining and/or agriculture; the two countries are small and
largely lack the production know-how to supply input require-
ments for MNE operations. It is therefore not surprising
that the traditional linkage effect in both countries must
be considered to be very small. Most of the output of the
brimary sector - timber, logs, rubber, minerals, coffee, etc.
“are exported raw, thus depriving these countries of the
additional direct and indirect employment which would have
been generated by setting up processing plants: of the raw
materials. For example, although Liberia is the largest
producer of rubber in Africa (168.7 million tons in 1980)
only one local enterprise, a footwear factory for the domestic
market, is rubber-based. ‘

Local purchases

It follows from the preceding paragraph that existing
manufacturing plants are market- rather than resource-oriented.
In Liberia, most of.the input materials are imported. In
respect of Liberia, Carlsson and Hinzen observed: "The only
significant domestic items entering the manufacturing sector
are wood, sugar cane, fish and rubber. Virtually all textiles,
chemicals, paper and metal products are imported. Few intra-
sector linkages are established by domestically-milled flour,
cane sugar, timber, cement, explosives, paint and nails."29

The impact of this high import dependence is a low value
added which, for the whole manufacturing industry, was
estimated at 14 per cent of output. Even for the small-scale
sector which is normally less import-dependent, a survey
commissioned by the World Bank found that 53 per cent of
industries in the sector depend on foreign suppliers for
their major raw materials and only 12 per cent depend on
Liberian sources for such.30 The high-level reliance on
imports of such traditional small-scale sectors as photography
(100 per cent), tailoring (90 per cent) and printing (75 per
cent) show that it is the inability of the host economy to
supply rather than the unwillingness of MNEs to buy local
that is the major cause of foreign dependence.
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The picture in Sierra Leone is the same. The ILO study
referred to earlier also observed that "most industries remain
dependent on imported inputs, the over-all ratio of imported
inputs to total inputs being over 80 _per cent in 1973/74,
about the same as in recent years."3l The UNIDO study of
industrial development in Sierra Leone referred to earlier also
found a high dependence on imports. Only one of the nine
manufacturing sectors studied had less than 30 per cent 25
dependence on imports while three had more than 80 per cent.

Government revenue

Tables 9A and 9B show the sources of government
current revenue in both Liberia and Sierra Leone respectively.
In Liberia, the contribution of MNEs to government revenue
can be inferred from those of iron ore profit-sharing,
corporation tax and foreign trade tax. In 1976, these
accounted for 56 per cent of total revenue. although this has
declined to 44 per cent in 1981 as a result of an 84 per cent
decrease in iron ore profit-sharing. Since MNEs also account
for a substantial percentage of wage employment, part of the
individual income tax can be attributed to them.

In Sierra Leone as well, MNE-related sources constitute
the bulk provider of govermment revenue. Import duties
constitute the single largest source and, as discussed above,
MNEs are large-scale importers. Duties paid on exports and
on local production provide more than a gquarter of the total
revenue. The low contribution of the mining companies is
partly a consequence of the tax exemption often granted them
under the concession agreements and partly of the decline in
mining activities. It can therefore be inferred from these
tables than MNEs make substantial contributions to government
revenue. As mentioned before, such contributions represent
in part an indirect employment effect because they allow
increased govermnment employment, finance government social
welfare projects and the provision and improvement of infra-
structural facilities.

Other linkage effects

In most developed countries, MNEs can assume the
exlstence of basic infrastructures and utilities. In many
developing countries, MNEs may have to provide such services.
This is particularly true of MNEs in the mining and agricul-
tural industries. Because they operate in rural enclaves,
they have had to construct their own roads, generate their
own electricity, establish their own schools and provide
their own health and housing services. These are not
activities with which companies normally concern themselves
and are therefore regarded as special.
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Tn both countries MNEs, in the mining sectors in
particular, run non-fee paying schools for the children of
their staff. In Liberia, there is a dual school system,
one for the children of the "senior staff" and the other
for those of the "junior staff". Although the "senior staff"
schools are said to be of higher standard, both schools are
rated better in quality than government-run schools. '

In Liberia, a total of 1,474 miles of private roads,
24 per cent of total national road networks, were maintained
by private companies and enclave operations in 1978. The
companies also built three separate railways to move ore
from the interior to the ports. The Liberian Mining Company
railroad (160 kms.) links Monrovia to the Bomi Hills and the
Mano River; the German-Liberian Company railway (80 kms.)
joins the Monrovia and the Bong Range; while the LAMCO
railway (270 kms.) runs between Buchanan and Mount Nimba.35
The operation and maintenance of these services provide
additional employment opportunities for the countrye.

Besides the employment effect, these roads and railways
open up an interior which would otherwise have remained :
inaccessible and underdeveloped. The concentration of ;
workers in the mining areas created a potential market, the
exploitation of which is facilitated by the construction of,
roads and railways. The mining areas thus attracted a :

population of traders,: farmers and other service professionals
(tailors, barbers, etc.) who depend on the patronage of the
mice workers. Many towns in Liberia (Lamco, Nyen, Habel Forefa
and Bong) and in Sierra Leone (Lunsar, Pepel, Kenema, Sefadu,
etc.) developed this way. They continue to dependion the |
population of mine workers and their fortunes fluctuate with
those of the mines in their-areas. For.example Lunsar, in the
Marampa iron ore mines, suffered a decrease in population

when the mining company folded up. Its population has
increased from 21,500 in 1974 to 31,765 in 1982, following the
reactivation of the Marampa mines. On the average, it is
estimated that each mine worker in Liberia or Sierra Leone

has about five dependents.

j i
& H

Given the MNE employment estimates of 5,245 in the mining
sector in Sierra Leone in 1979, and using the dependency ratio
of 5:1, it can be estimated that some 26,000 additional
persons owe their self- or wage-employment to the mining
sector. Similarly, an employment multiplier of 5 could be
applied to MNE employment in the mining .séctor in Liberia.
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V. Conclusions

The study of MNE employment in Liberia and Sierra Leone
confirms for these two countries certain general findings of
previous research on MNEs in developing countries. First, it
confirms that FDI in developing countries 1s unevenly
distributed in favour of the more advanced and relatively more
prosperous countries. For example Liberia, with & per capita
income of only about twice Sierra Leone's, had a stock of FDI
which was more than 15 times that of Sierra Leone.

The second general finding confirmed for both countries is
that MNEs are not the major source of employment in developing
countries. The majority of employment is offered by the
informal, small-scale sector largely through self-employment
in agriculture, commerce or crafts. Employment in this
sector grows at a faster rate than MNE employment and absorbs
a greater percentage of increases in the labour force.
However, MNEs in the two countries account for the majority
of higher~skilled employment in the technical, professional
and managerial categories, thereby fulfilling a modernising
role for the countries' economies and their employment share
in the modern sector is important.

A third conclusion (not following the general pattern) is
that MNEs in Liberia and Sierra Leone are concentrated in the
primary sector of mining and, especially as far as Liberia is
concerned, also in agriculture. The investment in manufacturing
however, follows the general pattern of MNEs being located in
both developing and industrialised countries in the high
technical and capital-intensive industries such as chemicals,

‘metals and food processing.

Lastly, MNEg in both Liberia and Sierra Leone, as in
many other developing countries, operate largely as foreign
enclavesg, with little or no traditional linkages or integra-
tion with the local economy. However, in the mining and
agricultural sectors which are rural operations, MNEs have
provided infrastructural and social services which open up
large portions of the rural areas to trade and other profes-
sional activities. The operations of MNEg in this sector has
led to a large number of employment opportunities in the

~rural areas. Additionally, contributions tc govermment

revenues are important.

Specifically, MNEs in Liberia account directly for over
120,000 (1981) employment opportunities, representing over
60 per cent of wage employment and almost 20 per cent of
total employment in the country. In Sierra Leone, MNE employ-
ment estimates are about 38,000 (1981) representing some 17 per
cent of total non-agricultural employment and some 3 per cent
of the over-all employment in the country. MNE employment
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generation in both countries has been declining in recent
years owing to the low world prices of agricultural and
mineral products, the two areas of concentration of MNE
investments. The decline in these two key sectors has
adverse implications for the level of activities and employ-
ment in the manufacturing sector as well.

Unlike in some other developing countries, such as
Nigeria and Kenya, where MNEs are concentrated in domestic
market-oriented manufacturing industries, Liberian and Sierra
Leonean MNEs are concentrated in export-oriented industries
of mining and agriculture. MNEs outputs thus constitute as
high as 70 per cent of the countries' exports. Besides the
presence of mineral deposits which attract FDI to that
sector, the low investment in manufacturing is a result of
the limitations imposed by their small domestic markets and
their problems in developing an export market for manufactured
goods.

Govermment policy on MNEs in the two countries is more
promotional than regulatory. The two governments adopt a
liberal open-door policy which offers various fiscal and
tariff incentives to foreign investors. Unlike in many other
developing countries, there has been very little attempt to
restrict foreign investment and control of either the manu-
facturing, agriculture or mining sectors. The concession
agreements, under which most of the MNEs in the agriculture
and mining sectors operate, often confer full authority to
manage the enterprises on foreign investors although they are
expected to accord priority to nationals in employment of
technical, professional and managerial staff, as well as
provide training opportunities for these categories of staff,
These two countries have not, however, adopted a general
policy of indigenisation of ownership and control of MNEs
found in many other developing countries, particularly since
the 1970s.

The small foreign investment in manufacturing which
exists i1s engaged mainly in the production of substitutes for
imports for local consumption. They depend largely on
imported inputs and utilise relatively more capital-intensive
technology. Their employment and linkage effects on these
two countries are therefore lower than could have been with
resource-based manufacturing establishments using labour-
intensive technology.

The cases of Sierra Leone and Liberia provide additional
evidence in support of previous findings that the level of
development (availability of inputs, support services, skilled
labour, and high purchasing power) of host countries influences
MNE contributions to their economic development. A given
amount of FDI in a developed country will thus make a greater
contribution, in absolute terms, to the development of that
country than a corresponding investment in a developing country
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would. For example, 25 per cent of total world FDI located
in the developing ooug%ries generated only 10 per cent of
total FDI employment. The emergence of local enterprises,
to which MNEs can subcontract, and which can provide needed
inputs for, or use the output of, MNE operations, is a major
determinant of the magnitude of MNE contributions to the
economic development of their host countries. The proposed
extension of government incentive programmes in both Sierra
Leone and Liberia to small indigenous establishments will
thus not only help such establishments but also improve the
environment of MNE operations and their contributions to the
countries! economic development.

While the volume of FDI and its contributions to the
development of Liberia and Sierra Leone may be regarded as
low in absclute tTerms, the relative impact on these two
economies is highly significant. Perhaps a much more meaning-
ful evaluation is not in quantitative but rather in qualitative
terms, i.e. the modernisation of the economy in terms of the
introduction and upgrading of technological, professional and
managerial skills, of the entrepreneurial skills which help
to transform otherwise idle into productive resources, and the
generation of more productive industrial employment opportuni-
ties in place of generally low productivity self-employment.
The use of quantitative measures of MNE contributions may be
more appropriate for the developed countries where the developed
nature of the economic environment makes MNE policies
determining such contributions feasible.

The evidence in these two countries therefore suggests
that in spite of the relatively small size of FDI, particularly
in Sierra Leone, its contributions to the development of
these two countries is significant. The significance lies
not just in the number of additional employment opportunities
provided but in the quality and the conditions of such employ-
ment. MNEs have aiso made it possible, through their
technological skills, to exploit natural {(mineral and
agricultural) and human resources which would otherwise have
been lying idle or at least less-productively exploited.

Future of MNE employment contribution
in the sub-region

Two factors augur well for the future of MNE activities
in Liberia and Sierra Leone. The first is a favourable
government policy which reiterates government's commitment
to the free enterprise system and, particularly, its awareness
of continued need for foreign investment. The goverrment in
Liberia confirms "its commitment to the free enterprise
system of economic pursuit! and intends to continue "an open
investment policy encouraging both local and foreign private
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investment".36 In Sierra Leone, the government acknowledges
the need for the private sector to inject managerial skills,
financial resources, responsibility and accountability as well
as entrepreneurial daring into the economy. It also, as
mentioned earlier (see page 14) reaffirms its welcome to
foreign investors.

The second factor is the effort to improve the economic
environment within which the MNEs operate. Both countries
are trying to overcome the limitations of their small domestic
markets by encouraging export-oriented manufacturing companies.
Liberia has created an export processing zone to this effect,
while Sierra Leone is offering special incentives to export-
oriented companies. The extent to which this succeeds depends
on the ability of the two governments to reduce trade
restrictions in their potential export markets, particularly
within the Economic Community of West African States (ECOWAS).
‘ The encouragement of export-oriented industries often
involves the use of capital-intensive technology which may not
generate large employment opportunities. The attraction of
this type of FDI may therefore poses a conflict between the
objectives of generating large employment opportunities on
the one hand and, on the other, modernising the structure of
the economy through the generation of, even if relatively
fewer, high-skilled employment. In addition, the contribution
to development of export-oriented FDI depends largely on
factors outside the control of the host countries of such
investment. Even when restrictions of free trade are ignored,
the volume of exports, which determines the level of production
and employment activities in the exporting firms, depends on
the purchasing power of the rest of the world or at least of
the major trading partners.

Another measure in improving the enviromment of MNE
operations is the streamlining of decision making on foreign
investment. In Liberia, LIFZA is empowered to take all the
decisions needed to approve a foreign investment proposed,
thus saving foreign investors from the delay often involved
in the bureaucratic process of dealing with several ministries
responsible for various aspects relating to the establishment
of a business enterprise. Both LIFZA and the National
Investment Commission also undertake the preparation of
feasibility studies for which they seek equity investments
from both local and foreign investors.
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Annex IIT1 B

Annex IT1T B: Liberia: Avefage household income 1977/78

Household head occupation

Household average income

us &
Monrovia businessman, professionals 617.86
Miners (Yekéﬁa mining town) 301.85
Shopowners and self-employed
craftsmen (Kanweaken 24%,1
Government and other employees (Monrovia) 207.87
Farmers and self-employed (Zwedru) 173.73
Rice farmers (Foequellie) 109,61
Rubber tappers (Fifestoné district) 65.62
Street traders and other small-scale
self-employed 61.9
Rice farmers (Killiwu district) 23.66
A11 households 164,3

Source: ILO: Rural-urban gap and income distribution:

The case of Liberia (Addis Ababa, JASPA, 1982),

pp. 55 and 57.




Annex IV

- Ll -

*B1eD

pogoeload ayy J0F SuruueTd FO AJIJSTUT °*BIBD POAJISSJO JOF Snsus) ‘6T PUB ¢9AT :90Jn0g

*saesh 2T sem 93e JFUTMJIOM UNWIUTW

oUl #/ 6T UT STTUM ‘JspTo Jo0 saesd QT suosdad papnTouTl ¢96T UT uoTtieTndod JuTiIopm
. *

LESG ¢ L°06% & 6°L¢0 ¢ c°e¢lL ¢ 80T ¢ uotgeTndod Telof,
09¢ T 84c T 0T T 80T T 8040 JnogeT Te3or
cctT 8TT LTT 86 Tenptsay
wwm T o7t T ¢60 T 0TO T 1,06 uotaeTndod JFUTHJIOM TBLOJ,
¢8 L, 7., 9 6 UoT3eJdlsSTUTWPR® OTTANg
T¢ T4 e L2 9T UOT3BOTUNWWOD pPUr 2JodSURIT,
76T 6TT AN 86 ¢s 90J9UWWOY
¢ ¢ ce 8T 9T UOTJONILSUOY
Z 2 b 2 z Joqem pue sed “A3TOTJILOOTH
64 ¢S 0% 8Y Th FUTJINGOBRINUEB]
9T aT qT 12 8t Futhaaenb pue SUTUTH
068 928 76/, ael, 20l FUTUYSTI pue AI3soJoF ‘oan3TnoTady
86T 86T 6,61 76T ¢96T
KAaasnput
paloaloag *POAISS]0

(s000) (saesA @m%Umﬁmmv AQTATALO® OTWOUODD AQ

90J0F Jnogel poAoTdue pue uoTieTndod pajosloJd-pPue PIAJISS]Q) :9UO0IT BIISTS AT XSuuy



Annex V: Sierra Leone:

Annex V

- 45 -

Employment by status, 1963 and 1974

(000s) Percentage distribu-
tion of total work-
Status 1963 1974 e pomuLatien
1963 1974
Wage and salary
Government 37 69 4,07 6.83
Private 65 78 7.15 7.72
Employer 3 3 0.33 0.29
Self-employed 382 483 L2,07 L4 .82
Unpaid household worker 421 377 46,36 37.32
Total working
population 908 1 010 100,0 100.0
Percentage of working
population in wage/
salary employment 11.23 14.55

Source of basic data:

1963 and 1974 Census of Sierra Leone.




