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Abstract

The aim of this thesis is to analyse the impact of the “meso model” on Ghana’s cocoa sector
in general and the practices and opportunities for smallholder cocoa farmers in particular.
Additionally, Ghana’s efforts to embrace globalisation are examined. The theoretical
framework of this thesis is the neo-structuralism paradigm out of which an analytical
framework was distilled to assess the impact of the 1993 reforms. The qualitative
methodology was mainly used to collect data but some quantitative techniques were also used
to enhance the collection and analysis of the data. Ghana was adjudged the “Star Pupil” of
Africa by the International Monetary Fund (IMF) and the World Bank after implementing
bold economic reforms in 1983 and the cocoa sector reforms in 1993. But ironically Ghana
stood up to the IMF and the Bank by refusing to dismantle its cocoa marketing board
(COCOBOD) as was recommended by them under the Washington Consensus and rather

adopted a” meso model” of partial liberalisation of the cocoa sector after skilful negotiations.

The thesis makes a significant, original contribution to knowledge in the field of economic
development through the following key findings: Firstly, the output of cocoa farmers in
general is a function of not only the price paid to them but also the overall environment
created for production. Secondly, the” meso model” Ghana adopted challenges the “One
Size Fits All” Washington Consensus development model because it enhanced cocoa
farmers’ output and income, and Ghana’s cocoa export and foreign revenue enabling it to
attain economic growth and development. Thirdly, the use of mobile phones by cocoa
farmers contributes to the reduction in their transport cost and transforms their mode of
operations. Finally, Ghana’s efforts to embrace globalisation and to integrate into the global

economy have been impressive albeit urban bias.

Keywords: liberalisation, globalisation, smallholder, cocoa farmer, neo-structuralism.
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INTRODUCTION

At the centre of this thesis is a critical analysis of the effects of globalisation and trade
liberalisation at the sub-national level of Ghana’s cocoa sector after the 1993 reforms. The
neo-structuralism development paradigm is used as the theoretical framework to analyse and
comprehend the important role the State continued to play especially through COCOBOD
(Cocoa Marketing Board) even though the reforms promoted internal market liberalisation of
the cocoa sector. This thesis argues that in carrying out economic reforms to promote
economic growth and development especially in a developing country like Ghana, the State
should play a significant role in the economy and that the power of the State has not been
weakened by globalisation; if anything, it has strengthened it. However, there is the need for
the State to carefully guide the country to integrate into the global economy therefore efforts
must be made to strike “the balance between government and the market” (Stiglitz, 2004,
p.3). Furthermore, the State should embrace globalisation hence, this thesis argues not for the
enlargement of the State’s influence in the economy per se but an efficient and influential
State that can act as a vehicle to stimulate growth and development. Finally, it is the view of
this thesis that whatever development model a nation adopts efforts must be made to strike a
balance between the roles of the State and the market. This is why the neo-structuralism
paradigm of development which blends the key tenets of structuralism (State led
industrialisation) and neo-liberalism (free operation of the market forces) is found expedient

for Ghana’s case study.

The history of economic reform programmes dates back to the 1980s when developing
countries could not pay back loans taken from commercial banks in developed countries.
These banks had their vaults filled with petro-dollar money from oil price increases between

1973 and 1979, and therefore decided to go on a spending spree by lending a lot of money to



developing countries at low interest rates. However, the unexpected change in the global
macro-economy, for instance, the quick increase in global real interest rates in developed
countries, and the decline in terms of trade for exports of developing countries due to the
global recession which affected their export revenues, created a debt crisis for the developing
countries at the beginning of the 1980s. On the other hand, others attributed the debt crisis to
the import substitution industrialisation (ISI) development strategies adopted by developing
countries (see section 1.2; De Aghion and Ferreira, 1995; Ismi, 2004). To repay these loans,
the developing countries turned to the World Bank and the International Monetary Fund
(IMF) * (see Table 1.3), to seek financial assistance. However, in granting them the needed
assistance, the IMF and the World Bank imposed the Washington Consensus-“One Size Fits
All” on all the developing countries irrespective of their context and recommended for the
role of the State in the economy to be limited while that of the market should be expanded
because the State was seen as the problem and not part of the solution. The Bretton Woods
institutions also imposed conditionalities on these developing countries by enforcing
privatisation, reduction in government expenditure, liberalisation of capital markets, higher
interest rates, trade liberalisation, and exports promotion to increase foreign exchange
earnings. This package was termed or commonly referred to as structural adjustment
programmes (SAPs) (Haines, 2000; Stiglitz, 2002; Ismi, 2004; Sachs, 2005; Todaro and
Smith, 2009). Later the SAPs evolved to cover other areas like good governance, labour laws,
environmental regulations, civil service requirements, energy policy and government
procurement (Ismi, 2004; Sachs, 2005). All these were encapsulated in the Washington

Consensus -“One Size Fits All”.

! The World Bank and the IMF were created in 1944 with the Bank responsible for financing long —term productive
investment in member countries, while the IMF was to provide short-term loans to address balance of payments deficits.
Western leaders were apprehensive that an unregulated world market would lead to depression, poverty and another world
war (Ismi, 2004).



According to Konadu Agyemang (1999) the Structural Adjustment is a process whereby
economic policies and relevant institutions are reformed to enhance economic growth,
improve resource allocation, increase economic efficiency, and improve the economy’s
resilience to changes in the local or global market. However, in most cases the IMF and the
World Bank have favoured the dismantling of the old institutions and in some cases replacing
them with new ones when recommending the Washington Consensus. The SAPs were first
introduced in 1980 in Turkey, and then in the early 1980s debtor countries including Mexico,
Brazil, Argentina, Venezuela, Bangladesh and Ghana also implemented them when they went
to the IMF and the World Bank to obtain loans. Later in the 1980s other countries like
Nigeria, Peru, Zambia and Zimbabwe followed suit. By 1992 about 64 countries had
“adjusted”, and by mid 1990s countries like South Korea, Thailand, Indonesia and Russia
also adopted them when they turned to the IMF for loan assistance during the Asian crisis and
after the collapse of the Soviet Union (Konadu Agyemang, 1999 p. 2; Todaro and Smith,

2009, p.680).

The IMF and the World Bank as part of their conditionalities for deficit reduction insisted
on reduction in government expenditure which led to decrease in government spending on
education, healthcare and the social sector; removal of subsidies and dismantling of
marketing boards for agricultural products in the borrowing countries (Ismi, 2004). However,
as Somers puts it “a well educated and healthy population is a key element in promoting
sustainable development” (Somers, 1996, p.174, cited in Haines, 2000, p.49).The United
Nations Population Fund (UNPF) which evaluated the SAPs in Africa states among other
things that “...in many countries marketing boards for major commodities were scrapped”
(cited in Castells, 1998, p.115). By dismantling commodity marketing boards, primary

producers become exposed to the price volatility in the global market and exploitation of



local middlemen because the boards tend to cushion producers against the shocks of the
global market with a fixed producer price and regulate the activities of local buyers. The
dismantling of the boards also leads to decline in the quality of products since the boards play
important roles like quality control, insect pests and diseases control, and research and
development among others. Of the four leading cocoa producers in West Africa (i.e. Cote
d’Ivoire, Ghana, Nigeria and Cameroon) (see figure 0.1 below), it was only Ghana which

refused to dismantle its cocoa marketing board (COCOBOD).

Figure 0.1 The Four Leading Cocoa Producers and other West African Countries

-
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Cote d’Ivoire  Ghana Togo Benin Nigeria Cameroun  Burkina Faso

Source: http://www.google.co.uk/imgres?g=map+of+west+africa&um

Nigeria, Cameroon and Cote d’Ivoire after dismantling their cocoa marketing boards as was
recommended by the IMF, suffered a decline in quality and a loss of premium in the global
market (Gilbert, 1997; Oguleye and Oladeji, 2007). This is why this study finds Ghana’s
ability to negotiate with the IMF and World Bank to retain COCOBOD and to fashion out a
“meso model” during the liberalisation of its cocoa sector unique and of interest. The four
West African cocoa producing countries produce about 68% of the global output- Cote
d’Ivoire (the world’s leading producer-37%), Ghana (the world’s second largest producer -

20%), Nigeria (6%) and Cameroon (5%) (www.icco.org - ICCO Quarterly Bulletin of Cocoa


http://www.google.co.uk/imgres?q=map+of+west+africa&um
http://www.icco.org/
http://www.google.co.uk/imgres?q=map+of+west+africa&um=1&hl=en&sa=N&biw=1280&bih=580&tbm=isch&tbnid=4FdHec-oYXYI8M:&imgrefurl=http://www.voiceinthedesert.org.uk/weblog/archives/letters_home/index.html&docid=tSGjCffO6bcJUM&w=380&h=214&ei=2gE5Tr2GIITNhAegkKCKAg&zoom=1

Statistics, Vol. XXXVI, No. 4, Cocoa year 2009/2010). It is estimated that over 90% of the world’s
cocoa is produced by smallholder farmers (Ogunleye and Oladeji, 2007). In West Africa it is
estimated that there are about 10.5 million smallholder cocoa farmers

(www.koffiecoalitie.nl), while in Ghana they are estimated to be over 1 million (Ghana

Cocoa Board). It is worth stating that cocoa farmers use migrant labour in the sub-region. In
Ghana for instance, before the Aliens Compliance Order implemented by the Busia
government in 1970 (see section 2.5), cocoa farm labour was highly dominated by migrants
from neighbouring countries like Nigeria, Benin and Burkina Faso while in Cote d’Ivoire it is
alleged that the cocoa sector has attracted farm hands from neighbouring nations like Burkina

Faso and Mali (see figure 0.1 above).

This thesis examines the effects of the economic reforms, particularly trade liberalisation
and the process of globalisation on the practices and opportunities of smallholder cocoa
farmers in Ghana. The focus is on the cocoa sector reforms in 1993 which led to the
restructuring of Ghana Cocoa Board (COCOBOD) and the liberalisation of the internal
marketing of cocoa in Ghana. Considering the important role of commodity marketing boards
in the areas like quality control, research and development and more importantly cushioning
producers against the volatility of global market prices with fixed producer prices, as stated
earlier, this thesis argues against the World Bank and the IMF’s recommendation for the
dismantling of commodity marketing boards in general and cocoa marketing boards in
particular. The study therefore favours Ghana’s “meso model” which maintained COCOBOD
but transformed it to play an important regulatory role among others after the partial
liberalisation of the cocoa sector. However, this study argues that the provision of basic
amenities like electricity and water in cocoa growing areas should be given equal attention as

given to the annual producer price increase by the government, the IMF and the World Bank


http://www.koffiecoalitie.nl/

to ensure the enhancement of cocoa farmers’ well-being and to attract investment into cocoa

communities.

Castells (1998), Stiglitz (2002), Ismi, (2004) Sachs (2005) have argued that the SAPs
which have limited the State’s influence in the economy and enhanced that of the market
under the Washington Consensus paradigm, have failed to yield the desired result of
sustained growth in most developing countries which implemented them. For instance, after
fifteen years of implementing the IMF and the World Bank’s imposed policies, Ismi states
that Latin America by the late 1990s experienced “its worst period of social and economic
deprivation in half a century” (Ismi, 2004, p.9), though Chile is cited as a success story in the
region (Stallings and Peres, 2000, p.204; and Stiglitz ,2002, p.18). Latin America financed
$145billion in debt payment between 1982 and 1988 at a cost of economic stagnation,
increased unemployment and declined per capita income of 7%. Hence, Latin American
countries adjusted but did not grow (Todaro and Smith, 2009, p.681). In Asia, after the 1997
Asian financial crisis, the IMF policies worsened the crises in Indonesia and Thailand (ibid)
while in Africa the IMF’s bail out of the 1980s debt crisis resulted in increase in
unemployment and poverty, marginalisation of small and medium enterprises, closure of
business, and only normal growth in GDP without any transformation of the structure of the
economy (Castells, 1998; Stiglitz, 2002; Ismi, 2004). Another downside of the economic
reforms which the study identifies, is the over concentration of the IMF and the Bank on a
country’s internal factors while neglecting the external factors like commodity prices in the
global market and access to foreign markets especially markets of developed countries which

also impact on the economic growth of developing countries.



However, Ghana considered as “the showcase” of the World Bank’s evaluation” in Africa,
achieved an average annual growth of 5% between 1984 and 1988 (United Nations
Population Fund findings cited in Castells, 1998, p.115), after implementing the
recommended economic reforms in April, 1983 (see section 2.13). Furthermore, after the
cocoa sector reforms in 1993, Ghana’s GDP grew from 2.8% in 1993 to 3.9% in 2008 with
cocoa’s contribution to GDP also increasing from 2.3% to 3.9% during the same period

(Ghana Statistical Service).

Ghana’s 1983 Economic Recovery Programme (ERP)

Ghana’s 1983 Economic Recovery Programme (ERP) was divided into two phases which
more or less overlapped: Stabilisation (ERP I: 1983-86) and Structural Adjustment (ERP II:
1986-89). The focus among others included the following: (i) annual review of cocoa producer
prices, (ii) review of Ghana Cocoa Board’s (COCOBOD) cocoa marketing cost, (iii) trade and
foreign exchange liberalisation (iv) removal of government subsidies and price controls
(v) enhancing exports (vi) controlling inflation (vii) fiscal discipline (vii) realistic exchange
rate and (viii) banking reforms (Toyi, 1991p. 159; Dordunoo and Nyanteng, 1997, pp.6-7) (see

sections 2.13 and 2.14).

Ghana’s Negotiated “Meso” or Mid-Way Model

Ghana adopted the “gradual” approach from the onset of the economic recovery programme
(ERP) of the reform process in 1983 because it had fragile and highly distorted economy,
coupled with severe institutional constraints and the government’s limited technical
administrative capacity (Aryeetey and Tarp, 2000, p.348). The trade liberalisation policy on
the other hand, was implemented speedily and not sequenced (Asenso-Okyere et al., 1997,

p.114), a form of “shock therapy”. However during the 1993 cocoa sector reforms, Ghana



chose to negotiate with the Bretton Woods institutions and managed to achieve a compromise
with them enabling it to fashion out what this study terms a “Meso model”, a mid-way
between “shock therapy” and “gradual” approaches (see figure 1.1). By the “meso” approach,
Ghana partially liberalised the internal marketing of cocoa and retained COCOBOD which
initially the IMF and the World Bank had recommended to be dismantled. This achievement
was unique and unprecedented making Ghana the only cocoa producing country with a
marketing board in the world (Laven, 2007; see Table 1.4). Ghana’s ability to fashion out the
unique “meso model” could be attributed to the fact that it initiated and designed the 1983
ERP and took it to the IMF and the World Bank after the government realised the critical
situation in which the economy was. In this wise, when the IMF decided to partake in the
programme, the government was able “to retain the initiative in negotiation” which also gave
it the maximum faith and belief in the prescriptions that were agreed upon. This was the main
reason why Ghana was able to remain on course irrespective of the difficulties of the early
phases of stabilisation compared with other African nations whose economies were in a
relatively better state than Ghana’s (Frimpong-Ansah, 1991, p.153). As a result, Ghana
became the IMF and the World Bank’s “Star Pupil” in Africa. In praising Ghana, the IMF
and the World Bank emphasised among other things the negotiating skills of the government
of Ghana (Aryeetey and Tarp, 2000, p.348). Under the “meso model”, the State fixed the
producer price of cocoa after a recommendation by COCOBOD though the internal market
had been liberalised. COCOBOD played other important roles after the reform: (i) regulated
the activities of the private LBCs (licensed buying companies); (ii) provided seed money to
the LBCs for their operations; (iii) implemented innovative programmes like control diseases
and insect pests (CODAPEC) and Hi-tech fertiliser application and planting of hybrid cocoa
varieties to enhance cocoa farmers output; and (iv) controlled the activities of the cocoa

value-adding companies for example, by supplying them with cocoa beans. The main aims of

8



the cocoa sector reforms were to: (i) increase producer price, (ii) reduce COCOBOD’s
operational cost, and (iii) liberalise the internal marketing of cocoa (Toyi, 1991, p.174) (see

section 2.15).

Ghana’s Efforts to Embrace Globalisation in the Cocoa Sector

In addition to implementing the SAPs, Ghana undertook the following measures to integrate
into the global economy: (i) set up the Free Zone Board (FZB) in 1995 to assist processing
and manufacturing companies (ii) provided incentives to attract FDI (e.g. a 10 year tax
holiday on corporate profits, repatriation of all company profit, duty free imported machinery
and equipment, a 30-day credit facility for cocoa processing companies etc) (iii) setup a
target of a minimum of 40% of its annual cocoa output to be processed locally (see sections
1.4-1.6; 5.7; 6.30 ).Consequently, the three leading global cocoa grinding companies (Barry
Callebaut, Cargill and Archer Daniels Midland-ADM) established subsidiaries in Ghana to
grind at the origin. The number of grinding companies in the country increased from 3 to 7
with cocoa beans ground in the country also increasing from 9.71% of national output in

1991/92 to 18.72% in 2008/09, in furtherance of Ghana’s value-added policy.

Reason for Choosing Ghana for the Study

Ghana was chosen for this study because of its ability to stand up to the IMF and the World
Bank to refuse the dismantling of COCOBOD and to succeed in negotiating with them to
maintain it. In effect, Ghana’s “meso model” created out of the partial liberalisation of the
cocoa sector was of great interest. Irrespective of Ghana’s refusal to dismantle COCOBOD,
it was adjudged the “Star Pupil” of Africa with regards to the implementation of the
economic reforms by the IMF and the World Bank and became the model of reforms in

Africa (Ismi, 2004; Castells, 1998). Austin states that to the IMF and the World Bank,



Ghana’s SAPs “provided the hope of a demonstration of the virtues of economic
liberalization” (Austin, 1996, p.555). This irony was of interest to the study. According to
Aryeetey and Tarp the IMF and the World Bank in praising Ghana cited among other things:
(1) the comprehensive nature of the reforms and the stabilisation and structural adjustment
policies, (ii) the adherence to the prevailing orthodoxy, (iii) the initial growth, (iv) the ability
to hit benchmark conditionalities on many occasions, and (v) the improvements in the
negotiating machinery on the side of the Ghanaian government (Aryeetey and Tarp, 2000,
p.348 [emphasis added]). Ghana’s negotiating skills and ability to stand up to the Bretton
Woods institutions were of interest to the study. Another reason was that Ghana is the second
largest cocoa producer in the world producing about 20% of the global output as noted above.
The specific context of the research begins from 1993, when the cocoa sector reforms began
to 2008, a period of two different regimes. This period was also chosen because it gave me
the opportunity to examine policies implemented by two governments which impacted on the
practices and opportunities (i.e. general well-being) of cocoa farmers after the cocoa sector

reforms (Rawlings 1993-2000) and (Kufuor 2001-2008) (see Table 2.1).

The Aims of the Study

One of the main aims of the study is to analyse the impact of Ghana’s “meso model” adopted
after the partial liberalisation of its cocoa sector in 1993 on the practices and opportunities
(i.e. general well-being) of the smallholder cocoa farmer, the cocoa sector and the country’s
economy as a whole. In effect, the impact of the annual producer price increases on the
farmer’s income, the impact of the operations of the private LBCs on the internal market
efficiency and the benefits of the operations of the LBCs to the cocoa farmers. The farmers’

ability to afford the needed basic needs, and the provision of infrastructure and basic
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amenities by government to enhance cocoa farmers’ standard of living were all of interest.

Furthermore, the study was interested in the roles of the State and COCOBOD in: enhancing

cocoa farmers output; promoting export; ensuring that Ghana continuously maintains its

competitive advantage of producing the best quality cocoa in the international market;

promoting value-added policies; guiding Ghana’s integration into the global economy; and

embracing globalisation. Finally, the study sought to assess Ghana’s “meso model” as an

alternative paradigm to the Washington Consensus and its contribution to the post

Washington Consensus “One Size Fits All” debate.

Objectives

The objectives of the study are to:

1.

Examine the effects of globalisation on the power of the State especially its ability
to deal with international organisations like the IMF and the World Bank in
deciding which development model to adopt. In line with this the neo-
structuralism paradigm is chosen as a useful way of conceptualising the State’s
power using Ghana as a case study.

Derive an analytical framework from the neo-structuralism model to interpret the
State’s role in Ghana'’s cocoa sector after the partial liberalisation of the internal
market in 1993.

Assess the benefits or otherwise of the implemented liberalisation policies to the
smallholder cocoa farmer in Ghana.

Examine how the operations of the licensed buying companies (LBCs) have
addressed the issue of efficiency in the internal cocoa marketing system in Ghana.
Examine the extent to which Ghana has been successful with its value- adding

policy in the cocoa industry.

11



6. Examine the effects of the recent establishment of factories in Ghana by the
world’s major cocoa multinational grinding companies on Ghana'’s cocoa

landscape in general and the smallholder cocoa farmer in particular.

Research Questions

The overarching question of this thesis is: to what extent has Ghana’s” meso model”
fashioned out of the partial liberalisation of the cocoa sector enhanced the practices and
opportunities of the smallholder cocoa farmers, and how has government assisted cocoa
growing areas to take advantage of globalisation. However, the specific questions of thesis

are:

1. How do dominant theories characterise and interpret globalisation and economic

reforms for development and in which ways do they differ?

2. Which of the paradigms is best suited to interpret effects of globalisation and

economic reforms on the smallholder cocoa farmers in Ghana?

3. How has the annual increase in the producer price since the economic reforms

enhanced the well-being of the smallholder cocoa farmers in Ghana?

4. What specific programmes/projects if any have been/were designed for smallholder
cocoa farmers under the reform policy and how have such programmes affected the

well-being of these farmers in Ghana?

5. To what extent generally has Ghana taken advantage of the process of globalisation?
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6. With Multinational Companies (MNCs) like Cargill, Barry Callebaut and Archer
Daniels Midland (ADM) now processing cocoa in Ghana, how have their activities

affected the cocoa industry in general and smallholder cocoa farmers in particular?

7. How has the cocoa industry in Ghana been influenced in general by economic
globalisation and the trade liberalisation policy if any, and how has this influence

impacted on the well-being of smallholder cocoa farmers?

Hypotheses

The following are the hypotheses of the study:

H1.Government policies on liberalisation and globalisation affect the practices and
opportunities of the smallholder cocoa farmer in developing countries.

H2.Many developing countries have failed to take advantage of globalisation to enhance the
growth of their economies.

H3. Institutional structural changes in a country during reforms impact on the output of the
reforms.

Theoretical Framework

The theoretical framework of this thesis is neo-structuralism, a paradigm which blends the
core tenets of structuralism (State led industrialisation) and neo-liberalism (free operations of
the market forces). The model advocates for the State to play a prominent role in the market
and to cautiously steer a country’s integration into the global economy especially a
developing one. Neo-structuralism is a development approach which aims to establish a new
relationship between institutional reform, modernity, social cohesion, and globalisation in the
twenty-first century (Leiva, 2008; Kirby, 2009). Neo-structuralism also favours free

operations of market forces but with the State governing the market and embracing
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globalisation at the same time (Kay and Gywanne, 2000,) (see section 1.4.; Table 1.2). This
paradigm was chosen because it provides a useful framework for analysing and interpreting
Ghana’s cocoa sector especially after Ghana adopted the “meso model” which allows the
State and COCOBOD to play important roles in the cocoa sector even after it was liberalised

in 1993.

Analytical Framework

As stated earlier, this thesis argues that in promoting economic growth and development in a
developing or transition country such as Ghana, the State should play an important role in the
economy. However, the study admits that globalisation has come to stay and hence for a
country to take advantage of its benefits efforts must be made to promote market competition
but with the State setting the development agenda. The analytical framework of the thesis is
distilled from the literature especially from the tenets of neo-structuralism (i.e. the theoretical

framework) and constitutes the following criteria:

1. The State must “govern the market” to enhance market efficiency but should embrace
globalisation.

2. The State provides: a framework for rules and regulations like enforcing contracts and
property rights; infrastructure for development; and in addition collects taxes to
generate revenue for development.

3. The State promotes: enabling environment for foreign direct investment (FDI)
inflows; globalisation; job creation, and a welfare state.

4. The State must meticulously design industrial and export policies by promoting
cutting —edge technological innovations, training, skills and capacity building, and
value-added exports to enhance the country’s competitiveness in the global market in
addition to exploring niche markets.
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5. The State has the power and ability to withstand the pressure and might of
international organisations like the IMF, and the World Bank to protect the country’s
interest.

6. “Legacy institutional structures” (i.e. like COCOBOD) must be maintained and
reformed by the State to meet modern challenges in order to take advantage of their
capacity and knowledge to enhance output and economic growth instead of

dismantling them (see section 1.7).

Research Method

The qualitative research method was used for the study principally because the majority of
the smallholder cocoa farmers, the core respondents of the study, were illiterates or had low
level education. The approach which entails semi-structured and structured interviews and
focus group discussions (FGDs) was thus found more appropriate than the self- completed
questionnaire of the quantitative approach. Another advantage was that it enabled me to get
closer to the respondents, related to them in their social settings, and by that | was able to
gauge their attitudes and behaviours through the face-to- face interviews | conducted (see

chapter 3 for detailed discussions of the methodology of the study).

Some Key Findings of the Study

The study found that: (i) Ghana’s “meso model” is an alternative development paradigm to
the Washington Consensus “One size Fits All”. This is because it led to an increase in
cocoa’s contribution to Ghana’s GDP from 2.3% in 1993 to 3.9% in 2008 and with cocoa as
the mainstay of the economy, Ghana’s GDP also increased from 2.8% to 3.9% for the same
period enabling the country to achieve economic growth and development (Ghana Statistical
Service), which demonstrated growth in the economy after the reforms, (ii) cocoa farmers’
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output is a function of their environment since factors like mass spraying for insect pests and
disease control, and planting of hybrid seedlings have a direct positive impact on their yields
and not only the annual increase of producer price, (iii) the liberalised internal cocoa market
has given cocoa farmers options to sell their produce, obtain prompt cash payment and have
access to many incentives provided by the licensed buying companies (LBCs), (iv) though
the internal cocoa market has been liberalised, COCOBOD regulates the activities of the
LBCs and provides them with seed money annually from their operations, and (v) the use of
mobile phones and “Space to Space communication centres” has transformed cocoa farmers’
mode of operations enabling them to cut production cost, particularly transport cost, for
obtaining inputs, sale of produce, access to market and meeting social obligations. (See

chapters 6 and 7 for discussions on the findings and the study’s contribution to knowledge).

Definition of Key Concepts

In this section the key concepts in the study are defined.

Trade Liberalisation: It is simply the removal of all forms of barriers or obstacles (i.e.
quotas, tariffs, exchange controls etc.) to free trade. It is supposed to improve a nation’s
income by driving resources from low-productive areas to more productive ones or a nation
utilising its comparative advantage (Stiglitz, 2002; Todaro and Smith, 2009; see section
2.13).

Globalisation: Globalisation involves many things and like an octopus it has numerous
tentacles which include economic, social, political, cultural, security and environmental. It
therefore means different things to different people in the literature. However, in this study
globalisation refers to economic globalisation which means “closer economic integration of
the countries of the world through the increased flow of goods and services, capital and even

labour” (Stiglitz, 2006, p.4). Economic globalisation hopes to improve the living standards of
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people throughout the world, and give poor countries access to overseas markets and foreign
direct investment (FDI) (ibid) (see section 1.16).

Well-being: The concept of well-being is a broad one and means different things in different
academic disciplines. The Well-Being Institute of University of Cambridge defines well-
being as “positive and sustainable characteristics which enable individuals and organisations
to thrive and flourish”. According to Sen (1999) incomes and commodities are used as the
basis for our well-being. However, well-being as used in this study means income and access
to basic amenities like good roads, potable water, clinics/hospitals, electricity and schools to
enhance the lives of cocoa farmers and their families to be comfortable, healthy, happy and
prosperous.

Standard of Living: Standard of living ideally relates to consumption which may be “...in
terms of goods and services of specific quantity and quality” (Faith M. Williams, 1935 cited
in Cottam and Magnus, 1942, p. 177). In this thesis standard of living means cocoa farmers’
ability to afford goods and services of appreciable value and quantity in terms of meeting
their basic needs and to have access to basic amenities.

Well-being, standard of living and welfare are used interchangeably in this thesis but in

essence they mean the same as the meaning stipulated for well-being.

Smallholder cocoa farmer: According to the International Cocoa Organization (ICCO) a
smallholder cocoa farmer is one who owns an average farm size of 2-5 hectares (i.e. 5-12.5
acres) (www.icco.org ). In this thesis, a smallholder cocoa farmer is anyone who owns a farm
size of 5 hectares (12.5 acres) or less. It is estimated that 90% of the global output of cocoa is

produced by smallholder cocoa farmers (Ogunleye and Oladeji, 2007) as noted above.

Cocoa Industry: In this thesis, the cocoa industry comprises of cocoa farmers, processing
companies, COCOBOD, LBCs, hauliers and all related institutions.
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Rural: Rural in this study, means any settlement with a population less than 5,000 (Ghana

Statistical Service).

Development: Development is a term which came into vogue after World War 11 when
development economists attempted to design appropriate development models for developing
countries to catch up with the developed world. The literature is replete with writings on it
with many definitions but it is used in this thesis to mean improving the quality of life of all
human beings. This could be achieved through the following: (i) raising the levels of living of
people, for instance, their incomes and consumption levels (i.e. food, medical services,
education etc) “through the relevant economic growth processes”; (i) establishing social,
political and economic systems and institutions which will advance human dignity and
respect and thus promote people’s self-esteem; and (iii) increasing people’s freedom by
enhancing their range of choice of consumer goods and services (Todaro and Smith, 2009,
p.820). The following definition of Dudley Seers which outlines indicators for measuring the

general development of a country is also found relevant:

The questions to ask about a country’s development are therefore: What has been happening to
poverty? What has been happening to unemployment? What has been happening to inequality? If
all three of these have declined from high levels, then beyond doubt this has been a period of
development for the country concerned. If one or two of these central problems have been
growing worse, especially if all three have, it would be strange to call the result “development”

even if per capita income doubled (Seers, 1969, p.3 cited in Todaro and Smith, 2009, p.15).

The indicators- poverty, unemployment and inequality used by Seers to measure development
especially poverty and inequality, are found relevant to the plight of the smallholder cocoa

farmers in Ghana. The following section highlights the structure of this thesis.
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Structure of the Thesis

This thesis is structured into seven chapters. Chapterl reviews the literature and examines the
roles of the State and the market in the economy and discusses the alternative development
models to the Washington Consensus “One Size Fits All”. The models discussed include
structuralism, African socialism and developmentalism with much emphasis on the neo-
structuralism model because it was chosen as the theoretical framework of the study. Neo-
liberalism, the paradigm which provides the underpinning principles of the Washington
Consensus is also looked at while the Chinese “dual model” and Ghana’s “meso model” are
discussed as challenges to the Washington Consensus. Finally, the process of globalisation is
discussed as well as the analytical framework of the study. This thesis argues that the power

of the State has not been weakened by globalisation; if anything, it has rather strengthened it.

Chapter 2 provides the background context to the study by examining the development
models adopted by the various governments after 1957 when Ghana attained independence
which culminated in Ghana turning to the IMF and the World Bank for assistance in 1983
and the cocoa sector reforms in 1993. The conditionalities imposed by the IMF and the Bank

and the SAPs Ghana implemented are also discussed.

Chapter 3 explains the research methodology of the study. It discusses the case study
approach and the qualitative methods such as structured and semi- structured interviews,
focus group discussions (FGDs), and documents used for the collection of the data. The
second part of the chapter focuses on the steps taken in search of the data for this thesis and
literally “walks the reader through these steps”. It discusses the sample size, area of the study,

and the challenges of the study on the field and how they were overcome.
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Chapter 4 looks at the overview of cocoa cultivation and discusses how it spread throughout
Europe and finally to the colonies including Gold Coast, now Ghana. The colonies were
made to produce cocoa as a raw material to feed the chocolate factories in Europe and
America. The three major varieties of cocoa criollo, forastero and trinitario and their different

characteristics are highlighted in this chapter as well.

Chapter 5 examines the role of the scalar actors and institutions and traces the origin of
Marketing Boards in general and Ghana Cocoa Marketing Board which later became Ghana
Cocoa Board (COCOBOD) in particular. The West African Produce Control Board
(WAPCB) established by the British in 1940 to market cocoa produced in their West African
colonies was the parent company of the Marketing Boards in the English speaking West
African countries. The Caisses established by the French in the West African French colonies
are also looked at. The chapter also discusses the aims, functions of COCOBOD and its

subsidiaries/divisions, and Ghana’s policies on cocoa value-addition.

In Chapter 6 the findings on the role of technology and working practices are discussed

while the views of cocoa farmers on the reforms are also presented.

Finally, Chapter 7 discusses the findings of the study relating them to the hypotheses and the
analytical framework. Limitations of the study are stated, recommendations are made and the
study’s contributions to the literature are highlighted. Conclusions to the thesis are draw and

an outlook for future research provided.
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CHAPTER 1

THEORETICAL FRAMEWORK: NEO-STRUCTURALISM AND
OTHER ALTERNATIVE MODELS TO THE WASHINGTON

CONSENSUS “ONE-SIZE FITS ALL”

1. Introduction

This chapter develops and sets out the theoretical framework for this thesis. Neo-
structuralism, a paradigm which blends the core tenets of structuralism (State led
industrialisation) and neo-liberalism (free operations of the market forces) is chosen as the
theoretical framework for this thesis. This is because it provides a useful framework for
analysing and interpreting the roles of the State and COCOBOD (i.e. a parastatal) in Ghana’s
cocoa sector especially following Ghana’s ability to successfully negotiate with the IMF and
the World Bank in 1993 to adopt a “meso model” of partial liberalisation of its cocoa sector.
This was against the recommended full liberalisation of the sector by the Bretton Woods
institutions which required the total dismantling of COCOBOD (Cocoa Marketing Board) in
line with the Washington Consensus. The neo-structuralism paradigm advocates for the State
to play a prominent role in the market and to guide a country’s integration into the global
economy especially a developing one. However, before discussing neo-structuralism and the
challenge it poses to the Washington Consensus or the debate of the influential role of the
market in the economy, the chapter first looks at the role of the State vis-a- vis that of the
market in the economy because arguably their roles underpin the debate in the literature. The
chapter then examines structuralism-import substitution industrialisation (ISI), African
socialism and communism, and developmentalism models which all favour an influential role
of the State in the economy. It also looks at neo-liberalism which conversely favours a more

significant role of the market in the economy and a limited role of the State. The neo-liberal
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paradigm underpins the Washington Consensus (Stiglitz, 2002, Rodrik, 2006). The chapter
discusses extensively neo-structuralism- a combination of the key tenets of structuralism and
neo-liberalism which the study considers as an alternative to neo-liberalism and thus a
challenge to the Washington Consensus. The second section of the chapter, focuses on other
challenges to the Washington Consensus or the move from “one-size fits all” to “post one-
size fits all” (i.e. from Washington Consensus to Post Washington Consensus), and whether
the Consensus is fitting for countries in their early stages of development or early “transition”
stages (Stiglitz, 2002, p.16). The “shock therapy” or the “Big Bang” and the “gradual”
approaches of the Washington Consensus implemented by countries in “transition” in: Latin
America, Russia and the CEE, Asia and Africa, and China’s “dual model” are examined.
Comparisons are drawn between countries which fully implemented the “shock therapy and
those that adopted the “gradual” approach, for instance, Russia (“shock therapy’’) and China
(“gradual”). Ghana’s unique “meso model” for its cocoa sector which it adopted after
negotiating with the IMF and the World Bank contributes to the post “one size fits all”
debate. This is also discussed and highlighted as the reason why Ghana was chosen for the
study. The chapter then looks at the process of globalisation arguing that the process has not
weakened the power of the State; if anything it has rather strengthened it. Finally, the chapter
discusses the analytical framework of the study distilled from the literature but mainly from

the theoretical framework (i.e. neo-structuralism).

1.1 The Roles of the State and the Market in the Economy

In the literature, structuralism, neo-liberalism and neo-structuralism considered by
proponents to promote economic growth and development in a country especially developing

and transition countries, centre on which of the two -the State or the market, should play a
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significant role in the economy. As a result, it is deemed expedient to examine some of the

key roles of the State and the market (Table 1.1) before discussing these paradigms.

Table 1.1 Roles of the Market and the State in an Economy

State

Market

Key Roles

Provides rules and regulatory framework.

Acts as a catalyst of development by creating an
enabling environment.

Reforms institutions for development and
competition in the global markets.

Assists industries to promote steady and lasting
increases in productivity.

Promotes high-quality education to meet changes and
trends in the global economy.

Ensures knowledge —based economy and transfer of
knowledge.

Provides the needed infrastructure to facilitate
economic growth and development.

Identifies new niches in the global markets at the
appropriate time and takes advantage.

Creates a welfare State, adjustable to new realities.
Promotes social cohesion and addresses inequality in

society.

Introduces competition.
Better allocates scarce
resources.

Reduces cost.

Creates new opportunities for
production and export for the
private sector.

Promotes improvement in health
care, education and social
infrastructure through public-
private partnership.

Source: Author

A State derives its political power from its territory and is a manifestation of national

identity and sovereignty (Jessop, 2004; Herrschel, 2007). According to Jessop (2004), a

sovereign state “is the quintessential expression of hierarchy (imperative coordination)

because it is, by definition, the political unit that governs but is not itself governed” (Jessop,

2004, p.21), therefore all States are formally recognised as equally sovereign in the modern

State system. However, they are unequally capable of exercising power domestically and
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internationally and are confronted with various problems locally and internationally. They
have different capacities to address these problems and to reorganise themselves in response,
have different histories, and in global encounters some States stand out as being more
powerful than others. Beyond the States are the interstate relations and the self-organising

international society (ibid, pp.12-13).

The market on the other hand, is considered universal and “is not only around us but
inside us, informing our senses and feelings (Cox, 1999, p.22 cited in Xing and Hersh, 2004,
p.108). Liberals and neo-liberals portray the universality of the market to the extent that there
appears to be nowhere left for one to escape to from its tireless pursuit (ibid). Adam Smith
(1776) who is regarded as the farther of market capitalism in his theory of general
equilibrium posited that, the pursuit of private gain can be socially productive once there is
free competition. His key idea of the “invisible hand” is that when the dynamic of market
competition is established on self-interest, the individual will most efficiently utilise
resources to attain socially desirable outcomes (Xing and Hersh, 2004, p.127). Consequently,
liberals and neo-liberals advocate for unfettered operation of the market because it promotes
efficiency in the economy and eventually leads to growth (Friedman, 1982; Macpherson,
1997; Haines, 2000; Turner, 2001). However, Stiglitz (2002) contends that the market
system needs information and perfect competition to function efficiently but since
information is imperfect and markets are incomplete, it becomes difficult for this to be
achieved particularly in developing countries. More so, well-functioning competitive markets
are not created overnight (Stiglitz, 2002, P.74). Fine (1999) also states that “when
information is imperfect, even in equilibrium, markets may not operate at efficient levels”,
supply and demand may not be brought into equality and markets may fail to exist altogether

(Fine, 1999, p.3).
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In the light of the above, one may argue that the “invisible hand” alone can not discharge
its duties to perfection and that the State’s intervention in the economy should be considered
relevant and paramount to enhance market efficiency. The State’s role therefore should go
beyond a limited one of ensuring rules and regulations like enforcing contracts and property
rights to “govern the market” (Wade, 1990), to stimulate growth and development especially
in developing countries. What is essential as argued by Stiglitz (2002) is an improvement in
the efficiency of government and markets, how to strike the right balance between them, and
how to ensure that this balance changes over time to match improvement in market changes
and government competencies. Table 1.1 above summarises some of the key roles of the

State and the market.

The characteristics of the “State” and the “market” in the economy have been shaped by
history. The growth of the international economy in Latin America after the 1840s for
instance, strengthened and consolidated local institutions and modernised the State and as a
result “the market made the state rather than the state the market” (Lewis, 2005, p.4). Jessop
states that the old Keynesian welfare national States (KWNS) based on “mass production and
mass consumption” which prevailed between the 1950s and 1970s in North Western Europe,
North America, Australia and New Zealand are now being substituted by a Schumpeterian
workfare post-national regime (SWPR) new State (Jessop, 2004, p.13). The market has also
metamorphosed from the days of the barter system through the mercantile “zero-sum” system

to the current free trade market competition over the years.

The major role of the market is to encourage competition because competition is supposed
to bring about a more efficient economy which will better allocate the limited resources,
decrease costs and regularly stimulate the private sector to locate new opportunities for
production and exports (Foxley, 2010). The unilateral opening of economies, bilateral and

25



multilateral free trade agreements (FTA), and the eagerness for regional and sub-regional
integrations have led to greater reliance on the market by many nations in the world (ibid,
p.13). The European Union in Europe, the Mercosur and Central America Free Trade
Agreement in Latin America and the Economic Community of West Africa States
(ECOWAS) in West Africa for instance, have all created the opportunity for “more market”.
When a country opens new markets through free trade agreements in its economy, it becomes
the responsibility of the State to engender product innovation, new product methods, and
enduring increases in factor productivity to be able to compete or take advantage of the new
market. Hence, this thesis argues that in our current globalised world of rapid knowledge
changing, for a country to become competitive in the global market, the State must assist

industries to steadily and permanently increase productivity (see Table 1.1 above).

More reliance on the market has also resulted from public-private partnerships that most
governments have promoted in their economies in recent times. Foxley (2010), states that
some countries in Latin America increased the role of the market by establishing a system
which allowed the private sector to construct highways, ports, and airports and in Chile the
private sector built and ran prisons. Though the results of these projects have been mixed,
what is significant is that the private sector will respond quickly and strongly given the right
incentives by the State (ibid, p. 15). However, in some of the developing countries the poor
farmers have been unable to take advantage of “more market” due to lack of transport
infrastructure to send their products to the market while the inability to ensure property rights
has also robbed small businesses of the use of credit guarantees (De Soto, 2006; Foxley,
2010), amplifying the need for the State to provide the needed infrastructure and to ensure

property rights in an economy, one may argue.
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Birdsall and Fukuyama (2011) argue that when the State bears the initial financial and
other risks of providing public infrastructure, the State then helps the private sector to address
the high cost of “being first movers and innovators” in embryonic sectors. Market forces
alone cannot surmount the problems and barriers which discourage investment in nascent
industries and technologies (Birdsall and Fukuyama, 2011, pp.49-50). Neo-liberals even
admit that, it is important for the State to provide a framework for rules and regulations in the
economy (Friedman, 1982). The State must also provide an enabling environment for the
economy to create jobs, promote a welfare state and to adjust to new realities. In New
Zealand for instance, the State is thought about as the one to provide “light-rain” which
“produces a green pasture, a newly inviting environment where others are tempted to sow
seeds” (Foxley, 2010, p.20). Birdsall and Fukuyama (2011) argue for the State to get
involved in industrial policy even in developing countries, considering how some of them
effectively responded to the recent global financial crisis in 2008. State banks of Brazil and
China for instance, during the recent financial crisis were able to come out with “crisis-driven
stimulus programmes” to rapidly direct credit to needy sectors. There is therefore the need to
revisit the idea of the State developing industrial sectors by giving support like cheap credit,
or outright subsidies, or using State management development banks. However, this was
thought to be perilous in the 1980s and 1990s because it assisted inefficient industries and led
to increase in fiscal deficits, but some developing countries now have competent technocrats
to manage the State’s involvement in productive sectors (Birdsall and Fukuyama, 2011,

pp.49-50).

Jessop (2004) also contends that, the State intervenes on the supply-side to ensure
systemic competitiveness and encourages lasting innovation and flexibility in relatively open

economies. In effect, innovation, entrepreneurship and competition are promoted in the
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economy. The State makes efforts to fashion out subjects to become partners “in the
innovative, knowledge-driven, entrepreneurial, flexible economy and its accompanying self-
reliant, autonomous, empowered workfare regime” (Jessop (2004, p.23). Additionally, it is
the responsibility of the State to create an institutional framework to produce and use
knowledge from wider sources like research centres, universities, private industry, customers
and companies (Cook and Morgan, 2000; Foxley, 2010). The value-added knowledge-based
innovations enable a nation to diversify its production structure to enhance exports with
regards to natural resources, manufactures and services. The State also ensures the
dissemination of knowledge and acts as a catalyst of development. The State promotes high-
quality education to be able to survive in the rapidly changing global economy and also
strategically shares its vision with all stakeholders through dialogues. It is also the
responsibility of the State to identify new niches in the global markets at the appropriate time
and take advantage. The State assists new entrepreneurs to have access to capital; attracts
foreign direct investment (FDI); encourages the creation of production groups; and acts as a
social protection (see Foxley, 2010, pp. 20-27).

However, the State is no longer regarded as an economic, political and cultural ‘power
container’ because of the transfer of economic and social-policy making functions upwards,
downwards, and sideways. The upwards transfer is demonstrated at the global level by the
increasing number of international agencies like the IMF, World Bank and Organisation of
Economic Co-operation and Development (OECD) and intergovernmental fora like the G8
which are able to influence contemporary social and economic policy agendas (Jessop, 2004,
p.23). Downwards, the State devolves powers to metropolitan, local and district councils or
assemblies. To recompense for failures and shortages in the market, the State has transferred
functions entirely to or shares with parastatals, non-governmental, private or commercial

institutions often referred to as a move from government to governance. All this has resulted
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in what has occasionally been described as “the ‘hollowing out’ of the national state” (ibid,
p.15). But the State depends on governance to shape and deliver State sponsored economic
and social policies therefore private-public networks to State activities have become more
cardinal on all scales ranging from domestic partnership to supranational new-corporatist
arrangements. The change from government towards governance tends to make the
traditional forms of intervention less significant in economic and social policy however,
vigorous economic and social guidance on soft regulation, reflexive law, private-public
partnerships, organisational intelligence, and information sharing have also become more
important and make the State’s role in the economy equally more important (ibid, pp.23-25).

This thesis therefore argues that the State has not been “hollowed out”.

North (1992) also argues that the State can not be treated as an “exogenous actor in
development policy”, and “getting the price right” by abolishing exchange and price controls
can only be achieved when you have a set of property rights in place and enforcement to
produce competitive market competition (North,1992, p.5). Furthermore, he states that it is
polities that change economic performance since they “define and enforce economic rules of
the game” (ibid, p.7). Hence, the creation of polities that will fashion and enforce efficient
property rights should be the heart of development policy (ibid). North (1992) thus argues for
the new institutional economics (NIE) theory instead of the neo-classical one. He states that:
“The neo-classical result of efficient markets only obtains when it is costless to transact.
When it is costly to transact, institutions matter. And because a large part of our national
income is devoted to transacting, institutions and specifically property rights are crucial
determinants of the efficiency of markets” (North, 1992, p.2). North (1992) challenges the
neo-classical implicit assumption that “getting the price right” could be achieved without

institutions (i.e. both economic and political) because institutions are created to lessen doubts
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and address deviant behaviours in human exchange, and together with technology assess the
cost of transacting and producing. According to North institutions are formal rules (i.e. laws
and regulations), informal constraints (i.e. conventions, codes of conduct, norms, values etc.)
and their enforcement (North, 1992, pp.5-6). The NIE approach perceives relative price
changes as essentially driving changes in institutions, and due to incomplete information and
our limited mental capacity to process information, transaction costs® result and are key to the
formation of institutions (ibid). The economists place importance on the rule-bound law
notion of institutions (North, 1992), the sociologists on what is socially acceptable and
appropriate in particular contexts and the political scientists on the organisational
arrangements (Weiss, 2003a, p.20).

The Global Commodity Chain (GCC) paradigm is another option to the neo-classical
economies. It has its roots in dependency theory advocated by Baran, (1957) and Frank
(1967) in the mid-1960s as an alternative to the orthodoxy theory. GCC challenges the neo-
liberal assumption that free trade which permits the free operations of the market will
automatically lead to market access by all because buyers and sellers from different markets
do not meet each other in the global market as independent actors since some have monopoly.
The reduction in trade barriers therefore, does not lead to more opportunities for potential
buyers and sellers in the global market because of producer driven commodity chains and
buyer driven commodity chains which allow leading global producing and retailing firms or
transnational corporations (TNCs) to “manage” the integration of producers and exporters of
developing countries into the global economy. Gereffi categories GCC into three: input-
output structure, territoriality and governance structure; but governance structure has gained

much attention in recent years because it shows how certain leading companies determine

Z Transaction costs measure the various valuable dimensions of goods and services exchanged or the
performance of agents and the cost of enforcing agreements (North, 1992, p.2).
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and control the parameters under which others operate in the chain (Gereffi and

Korzeniewicz, 1994; Reynolds, 19994; Dolan et al., 2000; Humphrey and Schmitz, 2001,

Plahe, 2005). However, in this study, neo-structuralism another alternative theory to the neo-

liberal free market orthodoxy was found relevant and used as the theoretical framework as

noted above. Table 1.2 below encapsulates the key tenets of structuralism, neo-liberalism and

neo-structuralism.

Table 1.2 Structuralism, Neo-liberalism and Latin American Neo-structuralism

Paradigm Structuralism Neo-liberalism Latin American Neo-

structuralism  (1990-
(1950-1970) (1973-Present)
Present)

Motto Structural Change. Structural Adjustment. | Productive
transformation with
social equity.

Purpose Modernization via Modernization via Modernization via

industrialization privatization internationalization

View of Requires explicit Spontaneous outcome | Deliberate process in

Development

political will and
state intervention

rationalized through

of market forces and
free operation of

prices as allocative

which social and political
energies are focused in

support of export drive

planning process. mechanism. and achieving dynamic
entry into world
economic flows.
Key Agent of State Market Technical change

Development

resulting from dynamic
insertion in world

economy

Obstacles

Legacy of historical

Mistaken domestic

Pattern of external
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power relations and
institutions that erode
efficiency of price
system. International
market that
reproduces centre-
periphery

asymmetries.

policies that hobble
market allocation:
inward-looking
growth strategies,
overvalued currency,
protectionist policies;
state role that
suffocates private

initiative.

insertion: uncoordinated
productive apparatus that
traps countries in “low”
road (competing via
cheap labour and
currency devaluations)
rather than through
productivity increases

and innovation.

Role of the state

Structural reforms.
Steer capital
accumulation.
Develop key
industrial sectors.
Protect economy
from external

fluctuations.

Provide minimum
conditions for market
to function: private
property; enforce
contracts; maintain
order, collect data,
provide limited safety

net

Generate social and
political consensus.
Increase competitiveness
of exports (clusters,
public- private
partnerships). Facilitate
adaptability and
upgrading of labour
force. Produce social

cohesion.

Social conflict

State absorbs
pressure from
conflicting social
groups politically to

regulate economic

Repression to
disarticulate collective
social actors “Trickle
down” effect.

Targeted subsidies.

Channel/subordinate
social conflict to
“common goal” of
competitive insertion in

world economy. Tap

variables. social capital. Link civil
society to export drive
Outcome Economy is Politics is Political and cultural

subordinated to

politics.

subordinated to

economy.

space is shaped by
requirements of

globalization.

Source: Leiva, 2008 (Table 1 pp.4-5)
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1.2 The Strong Role of the State in the Economy: Structuralism and Import
Substitution Industrialisation (ISI) in Latin America; African Socialism/Communism in

Africa and Developmentalism in Asia.

The 1950s, 1960s and 1970s were periods of “more State” in Latin America when the State
was the most dynamic agent of development implementing industrial policies, heavy
investments in infrastructure and basic industries like steal and energy, and increased
investments in education and public heath (Foxley, 2010, p.9). The structuralist school led by
Raul Prebisch, rejects the orthodox classical theory of international division of labour (IDL) and
specialisation or international free trade (Adam Smith,1795), arguing that the underdevelopment
of Latin America was a result of its over reliance on export of primary products which were
subjected to unfavourable terms of trade. Though Adam Smith argued that (IDL) leads to
increases in global production of different goods, and enlargement of the size of markets,
generating wealth that could reach the lowest person on the social strata (vol.1 Mazlish ed., p.5),
Prebisch contended that the economic woes of Latin America resulted from the terms of trade
which fluctuated in the short-run and deteriorated in the long-run. He stated that “the
deterioration of the terms of trade and its serious effects on the purchasing power of exports”
slowed down the expansion of exports of primary commaodities from the region while demand
for manufactured imports swiftly expanded (Prebisch, 1963, p.8). It was felt that unionisation in
industry coupled with negative pricing impacted adversely on the terms of trade of primary
producers. The structuralists argue that the global economic system had created an asymmetric
centre-periphery relationship benefiting the centre and impoverishing the periphery (see Larrain,
1994). Singer (1950) was concerned not only about the fall in export prices and deteriorating

terms of trade but also the outflow of funds to repay and service investment.

In Latin America, between 1930 and 1960, the State administered prices of factors,

services, commodities and products. A similar approach was adopted in non-market
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economies in Eastern Europe, Asia and Africa. After ECLA was founded in 1948 in Latin
America under the leadership of Raul Prebisch, it promoted a national development project,
which became known as Cepalismo or “forced industrialisation” in an attempt to redress the
unfavourable terms of trade. It was also under the assumption that commercial and financial
growth would be sluggish and would favour manufactured goods after World War I1. Its
initial objective was therefore to improve domestic enterprise by means of demand
management linked with social mobilisation (Lewis, 2002, p.30). The key policy instruments
of Cepalismo were: exchange control, protectionism, forced savings and expansion of
markets (Dornbusch and Edwards, 1991; ibid). ECLA’s statism was not against business,
foreign investment and export, but involved governments in partnerships with the private
sector like the multinational corporations (MNCs) which varied across countries. In
Cambodia for instance, the private sector had a greater control while in Brazil particularly in

the 1970s government control was stronger (Lewis, 2002, pp.30-31).

Led by Prebisch, ECLA advocated for import substitution industrialisation (ISI) as the
new model of development because of the unequal exchange between the “centre and the
periphery” a terminology ECLA is credited as the first to introduce in the literature. The ISI
model favours development “towards the inside” as against the orthodox model of
development “towards the outside”. The ISI model favoured the production of goods to
replace the imports which the Latin American countries could not afford to purchase due to
unavailability of foreign currency. To implement the ISI model required the implementation
of policy decisions and some preconditions, thus the role of the State was found paramount.
Under the ISI, the State intervened to handle the planning process of industrialisation and
developed key industrial sectors making its role prominent in the economy and as the main

agent of development. The economy became subordinated to politics (see Table 1.2 above).
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The implementation of the ISI model led to an increase in value-added products in Latin
America particularly from 1954 to 1970. ECLA promoted a gradual opening of the
economies of the region and integrated them gradually into a common market. It sought to
reduce the inefficiencies and structural heterogeneity that had weakened the economies
(Foxley, 2010, p.9). The entire continent had an annual average rate increase of 6.2% with
Brazil having as high as 8.7% while with macroeconomic performance, annual average rate
of GDP per capita increased at 2.63% in 1983 when Asia’s figure was 2.24%. Brazil the best-
performing economy in Latin America achieved 5.32% while South Korea and Taiwan which
were best performing economies in Asia, respectively had 4.89% and 3.8%. South America’s
compound rate of growth rose to 60% higher than that of North Atlantic countries (Lewis,
2002, p.32). Irrespective of these achievements, the strong State’s role in the economy also
led to: fiscal deficits, loan defaults, overvalued exchange rates, capital flight, economic
populism, unemployment, poverty, rural urban migration, black marketing, food shortages,
hyperinflation, high transaction costs and limited foreign investment (Haberler 1963; Cardoso
1972; Jenkins, 1997; Palma, 1983; Dornbusch and Edwards 1991, Larrain, 1994; Landes,
2005; Krugman, 2008). As a result, Latin American countries turned to the IMF and the
World Bank for assistance which led to the recommendation of the Washington Consensus in

1989. This is discussed later in the chapter (see section 1.3).

1.2.1 African Socialism/Communism

In Africa, some countries adopted the ISI model after independence and termed their version
“African socialism” in the early 1960s (Okoko, 1987; Paulson and Gavin, 1999; Herrschel,
2007,), particularly Ghana under Kwame Nkrumah and Tanzania under Julius Nyerere in an
effort to attain economic development and national identity. According to Nkrumah (1966)
“true economic and social development cannot be promoted without the real socialization of
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productive and distributive processes” (Nkrumah, 1966, p. 200). Nyerere on his part
contended that the tenets of “African Socialism” should be nationalisation of the economy,
transparent leadership, collectivist “Ujamaa villages” model of rural development, worker
participation and control, and political education including militia training. The difference in
the versions of Ghana and Tanzania’s African socialism could be attributed to their contexts
and for that matter their prevailing “institutions” (North, 1992, 2006). A number of African
countries also adopted “Marxism-Leninism” or “African communism” between 1967and
1975. Tanzania was the first with its Arusha declaration in 1967, Congo-Brazzaville (1969),
Benin (1974), Madagascar (1975), Ethiopia (1976); and the Portuguese colonies of
Mozambique, Angola, Guinea-Bissau, Cape Verde and Sao Tome and Principe after gaining
independence. The economies of all these countries were referred to as ‘centrally planned’.
Though the planning was not comprehensive, the State attempted to control the economy
through fiscal policy, selective nationalisation, ownership of the ‘commanding heights’,
pricing, allocation of scarce foreign exchange and imports for instance (Paulson and Gavin,
1999, pp. 14-15). The State built parastatal industries, protected them against competition
from the private sector and imports, and heavily subsidised their activities. The agricultural
sector was also controlled by the State through input and output marketing channels
especially fertilisers, distribution of consumer goods, price control of inputs, and export of

cash crops (ibid) (see Table 1.2 above).

It is worth stating that in Africa, socialism or communism was strongly associated with a
break away (i.e. revolution) from foreign control or power (Herrschel, 2007). Nonetheless,
African countries took advantage of the “bi-polar world” at the time with both the US and
Soviet Union competing for influence in Africa but did not adopt the hard core tenets of their

ideologies. This was because in Africa, associating with external powers was regarded by the
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public as continued domination of imperial powers. Hence, African regimes were mostly
pragmatic in handling their internal economic and security problems as well as external
dependencies and muddled through whether as “socialist”, “communist” or “western”
contrary to what happened in Central and Eastern Europe (CEE) where communism was
ruthlessly and thoroughly imposed (ibid, pp.174-175). In this wise, the African version of
African socialism and communism based on their “institutions” (North, 1992, 2006), legacies
and personality of the leadership (Herrschel, 2007), were different from the CEE’s. The
economies of African socialism and communism also encountered similar difficulties such as
fiscal deficits, higher inflation and unemployment as happened in Latin America where the
IS model originated as noted above. Economic development was also hampered due to lack
of access to foreign capital because wealthy Western countries did not want to finance
socialism in Africa, while its “Africanness” philosophy led to the appointment of unqualified
Africans to key positions which also negatively impacted on development in general and
public administration in particular (ibid; Mwase 1965). All these African socialist and
communist economies later shifted to free market by adopting the policies of the Washington

Consensus when they turned to the IMF and World Bank for assistance especially after the

collapse of communism in the 1990s. This is discussed later in the chapter.

1.2.2 East Asian Developmentalism

While African independent countries chose African socialism and communism as the path to
development, the East Asian tigers (i.e. South Korea, Taiwan, Hong Kong and Singapore)
opted for “developmentalism”. This model also allows the State to play a prominent role in
the socio-economic development of a country. The State plays a strong role in developing
strong political institutions first before economic development which is considered as a
means to an end and not a goal. A developmental State aims to build a national identity in the
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global economy (Huntington, 1968; Johnson 1982; Castell, 200). The developmental State
stimulates development through “government leadership”, and considers the State as the main
actor in the economy because it is energetic, vibrant and dynamic (Wade, 1990, p.5; Kelly,
2008, p.326). According to Wade the government’s role in Taiwan is to “govern the market”
and not to encourage laissez faire (Wade 1990). Amsden (1989) also states that in South
Korea, State intervention was paramount in promoting rapid industrialisation. South Korea
disciplines its firms. The most significant common factor to the development experiences of
the East Asian tigers was “the role of the state in the development process” (Castells, 2000,
p.282). The East Asian developers however took a cue from the failures of the
dependencia’s 1SI model in Latin America to ensure that they got the prices right and
therefore refrained from tampering with market prices. The developmental State was seen as
an agent of change ensuring no resistance in the society and market, and not as a victim of
exploitation or revolutionary vehicle as was regarded by the dependency model. However,
neither advocates the minimal role of the State recommended by the Washington Consensus
(Kelly, 2008, p.326). It is worth stating that, by adopting the developmentalism model the
East Asians were able to transform their economies from developing to Newly Industrialised
States (NIS), a feat the Africans and Latin Americans failed to achieve. Nonetheless, the
paradigm is criticised for breeding corruption and dictatorship, with corruption considered

widespread in South Korea, Taiwan, Singapore and Hong Kong (Castell, 2000, p.290).
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1.3 Neo-Liberalism: A Model of More Market Less State, an Ideology Underpinning the

Washington Consensus “One Size Fits All”.

If the 1960s, 1970s and 1980s saw “more State” influence in the economies of developing
nations in the world especially in Latin America, Asia and Africa as noted above, the 1990s
witnessed a great advocacy for “more market” domination not only in these parts of the world
but also in Central and Eastern Europe (CEE) and former Soviet Union (FSU) during the
post- communist “transition” era. The views of neo-liberals or neo-liberalism which trace
back to the “free enterprise” advocates of the 1950s and can further be traced back to the
original "liberal” economics of Adam Smith took a centre stage in the global economy.
Liberalism supports “laissez faire at home as a means of reducing the role of the state in
economic affairs and thereby enlarging the role of the individual”. In addition, it supports
“free trade abroad as a means of linking the nations of the world together peacefully and
democratically” (Friedman, 1982, p.5). Adam Smith (1795) contended that, free international
trade would enable a country “to improve its productive powers, and to augment its annual
produce to the utmost, and thereby to increase the real revenue and wealth of society” (vol. 1,
Cannan ed., p. 413). Friedman advocated for “competitive capitalism” where virtually every
economic activity is promoted through private enterprise in a free market because economic
freedom will lead to political freedom (ibid, p.4). Liberals believe that freedom and
prosperity are indivisible and also consider market competition as crucial because it is the
driving power behind economic growth, progress and eventually development (Jenkins, 1997,
Macpherson, 1997; Haines, 2000; Turner, 2001; Gilbert and Varangis, 2003, p.2). The market
is considered the key agent of development and politics is subordinated to the economy (see

Table 1.2). Fukuyama (1992) argues that, the fundamental values of liberal democracy and
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free market capitalism are the most attractive and effectual way of organising a society,

where liberal democracy becomes the last form of government.

The Washington Consensus is allegedly used as a mechanism to push the neo-liberal
ideology (Stiglitz, 2002). It was originally formulated by John Williamson in response to the
economic problems of Latin American countries in 1989 and has aptly been described by
Joseph Stiglitz (2004) as “one size fits all”. This is because though it was designed for only
Latin American countries at that time (i.e. 1989) and for that specific period (Williamson,
2002, p.1), the Consensus was later applied to all countries especially developing ones which
went to the International Monetary Fund (IMF) and the World Bank for assistance
irrespective of their context. The Washington Consensus which turns to focus on
stabilisation, market liberalisation and privatisation among others is regarded by the IMF and
the World Bank “as the one and true way for growth and development” (Stiglitz, 2002, p.20).
It is a set of uncontested policies of market-oriented reforms that could elicit economic
recovery, growth and development (Kolodko, 2000; Stiglitz, 2002; Herrschel, 2007). Hence,
it is regarded by some policy makers as the panacea for addressing all economic woes of a
country especially developing ones in Latin America, Africa and Asia; and Second World
“transition” countries in Central and Eastern Europe (CEE) and the former Soviet Union
(FSU). Stiglitz states that “the consensus policies often assumed the worst about the nature

and capability of governments and made that one size fit all” (Stiglitz, 2004, p.3).

The governments of Latin America at the time the Consensus was designed had piled huge
budget deficits and their loose monetary policies had also fuelled high inflation (ibid, 2002,
p.53). It was alleged by the Fund and the Bank that, the excessive intervention of the State in
Latin America contributed to all that and the burst of growth decades after World War 11
which became pronounced in the late 1980s. Latin American countries were emerging from
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debt crisis and hyperinflation in the twilight of the 1980s. For instance, inflation rose to
11,750% in Bolivia in 1985, reached 2,500% and 5,000% respectively in Peru and Argentina
in 1989, and was 2,200% in Brazil in 1993 (Lewis, 2002, p. 37). Hence, the Consensus
sought to limit the size or role of the State in the economy and instead enhanced that of the
market. However, one may argue that it is not the size of the State that is significant but the
type of function it performs and “the balance between government and the market” (Stiglitz,
2004, p.3). It is more important to ensure that “the state does those things in which it has a
comparative advantage and not those in which it has a comparative disadvantage” (Austin,
1996, p.558), to facilitate economic growth and development than to limit its size and role in
the economy. This thesis argues not for a huge State influence in the economy but an efficient
and influential State that can act as a vehicle to stimulate growth and development and to
facilitate a nation’s integration into the global economy particularly developing or those in
“transition”. It also argues that whatever development model a nation adopts, efforts must be

made to strike a balance between the roles of the State and the market.

Interestingly, Williamson (2004) did not consider the Consensus as a policy prescription
for development but the IMF and the World Bank did and have since adopted it as a model of
development for all countries making it a “one size fits all” model. In effect, a general policy
prescription or medicine prescribed for all ailing economies particularly developing countries
in Africa and Asia; Russia and the CEE countries after the collapse of communism with no
regard for context. The Washington Consensus consists of ten reform policies originally
formulated by John Williamson as “a summary of what most people in Washington believed
Latin America (not all countries) ought to be undertaking as of 1989 (not at all times)”

(Williamson, 2002, p.1) [emphasis added].
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The following constitute the original list of the Washington Consensus.

Fiscal discipline.

Reordering public expenditure priorities.
Tax reform.

Liberalisation of interest rates.

A competitive exchange rate.

Trade liberalisation.

Liberalisation of inward direct investment.

Privatisation.

© 0o N o g bk~ w DD P

Deregulation.
10. Property rights.
(Williamson, 2002, pp.1-2)

As noted earlier, the Washington Consensus is perceived to encapsulate the views of neo-

liberalism and “market fundamentalism” and is thus labelled as a neo-liberal manifesto

(Stiglitz, 2002, p.74; Rodrik, 2006, p.974). Some of the merits of the Consensus put forward

by those in support of it are that: fiscal discipline promotes macroeconomic stability, markets

can better determine interest rates than governments; competitive exchange rate stimulates
speedy growth in non-traditional exports; trade liberalisation brings about competition and
leads to efficiency; liberalisation of capital market increases FDI inflows and portfolio
capital resulting in job creation and curbing unemployment; privatisation of loss making
state-owned enterprises leads to efficiency, profitability and accessibility to utilities
privatised; while deregulation stimulates greater competition and breeds efficiency. With

regards to property rights, when well-defined and specified, they create innovations by

providing incentives for people to be productive and are considered the most important of the

“institutions” by North (1992, 2006) (see Williamson, 1990, 2004; North, 1992, 2006;
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Stallings and Peres, 2000, p.55).% The Bretton Woods institutions therefore believe that any
country which implements the above policies will achieve economic growth and eventually

development.

However, North (2006) states that the IMF and the World Bank assume the existence of a
neoclassical model of a world in which people have perfect information and institutions
functioned, therefore they only needed to “incrementally change things at the margins, and all
would be well” (North, 2006, p.9). But to design an effective policy requires understanding
“the cultural heritage and historical background” of the country (ibid). It will therefore be
impossible to make any meaningful sense out of any economy when it is considered new.
This is because the economy is a “mixture of formal rules, informal norms and enforcement
characteristics that defines institutions and shapes economic performance” (ibid). Though
rules may be changed overnight, the informal norms usually change only gradually as noted
earlier. Furthermore, North asserts that to be successful with any reforms requires
understanding the existing structure of the economy and the transaction cost. In this wise,
when reforms are proposed in developing countries without understanding their beliefs, and
the incentives built into their beliefs the institutional change being proposed will not work.
North argues that “to bring about economic growth we must know where we’ve come from
and employ the local knowledge in developing institutions” (ibid). Other criticisms of the
Consensus are: restrictions on public expenditure makes it difficult for governments to
implement good public policies and to provide public goods; the problem of fallacy of
composition where developing countries exports more but earn less; privatisation tainted with
corruption, mass unemployment and social unrest; no safety nets; less attention given to

social equity; failure to promote increase in standards of living; and lack of concern for

3 All the nine countries -Argentina, Brazil, Bolivia, Chile, Colombia, Costa Rica, Mexico, Peru and Jamaica, Stalling and
Peres studied were able to reduce their twin deficits through cuts instead of revenue increases.
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sustainable economic, political, social and environmental growth (Gore, 2000; Stiglitz, 2002;
Robin, 2003; Held, 2005). Rodrik also asserts that reforms should “be selective and focus on
the binding constraints on economic growth” and not a host of list as the Washington

Consensus demonstrates (Rodrik, 2006, p. 976).

Nonetheless, the Fund and the Bank do not even allow a country implementing the
policies of the Consensus the luxury of sequencing or adopting the softer choice of
“gradualism” which has the State continuing to play a stronger role but rather insist on the
harsher option of “shock therapy”. The “shock therapy” or “Big Bang” requires a rapid
implementation of the three major pillars of the Washington Consensus: fiscal austerity,
privatisation and market liberalisation (Stiglitz, 2002; Herrschel, 2007). The irony however,
is that to bring about these changes in the economy, you need a “strong State” (Skidelsky,
1995; Herrschel, 2007), as happened in Chile under the military dictator General Augusto
Pinochet, in Argentina under Carlos Menem (Lewis, 2002), and in Ghana under the military
dictatorship of Flight Lieutenant Jerry John Rawlings. Previous governments in Ghana were
overthrown for liberalising the economy (see chapter 2), and therefore it needed an iron fisted
regime to push through the 1983 reforms. As Turner states in his argument for the “Third
Way”, “capitalism pure and simple, unmoderated by the intervention of state” suffers major
deficiencies like guaranteeing property rights and imperfections in liquid financial markets
(Turner, 2001, p.365). It is also worth stating that speed, scope and legacies of a nation
impact on the character of the “shock therapy” (Herrschel, 2007, p.48). The IMF, the World
Bank and World Trade Organisation (WTQ) are the three global institutions which drive
global free trade and the free market orthodoxy , and in effect govern globalisation

(Stiglitz,2002, p.10) (see Table 1.3 below).
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The IMF and the World Bank (International Bank for Reconstruction and Development)
were both formed in July 1944 after World War |1 to finance the rebuilding of Europe and to
save the world from future economic depression. The IMF’s main task was to ensure global
economic stability by providing loans to countries experiencing economic decline by
pressuring them to either cut taxes or increase expenditures to stimulate aggregate demand
while the World Bank provided money to countries for long-term investments. The WTO was
established in 1995 when GATT (General Agreement on Tariffs and Trade) was converted
and governs global trade relations. Unlike the Fund and the Bank it does not set rules but
provides a forum for trade negotiations and ensures agreements are respected (Stiglitz, 2002,

pp.11-16) (see Table 1.3).
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Table 1.3 Roles of IMF, World Bank and WTO

IMF World Bank WTO

Original Promotes Global Economic Provides countries with | Governs global trade

Key Roles | Stability by: long- term investment relations.
Pressurising governments to loans for projects like Promotes free trade
cut taxes or increase roads and dams. among nations.
expenditures to stimulate Provides a forum for
aggregate demand. trade negotiations.
Providing funds for countries
facing economic decline to Ensures respect of
create full employment. agreements

Current Promotes Global Economic Provides structural

Key Roles | Stability by handling: adjustment loans to Original roles
Macroeconomics Issues - countries by handling: Unchanged

Pressurising governments to:
raise taxes and interest rates;
cut budget and trade deficits
(i.e. reduce expenditures);

reduce inflation.

Liberalising monetary policy.

Guiding developing and
transition nations to a market

economy.

Structural Issues -

Project or Sectoral

micro-economic works :

financial institutions,
labour markets and

trade policies.

Source: Author

However, the IMF and the World Bank’s roles strikingly changed during the reigns of Ronald

Reagan of the US and Margaret Thatcher of the UK when they strongly advocated for “more

market” or free market ideology. Thatcherism and Reaganomics rejected the State
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considering it as an outside force hindering the best functioning of the economy. As a result,
the political process such as the legislature procedure and consultation with stakeholders to
reach compromises was discarded in favour of a technocratic approach which focused on
“marketisation and de-statisation of economic development as universally applicable and
appropriate strategy” (Herrschel, 2007, p.66; Bonker et al., 2002a ). The Bretton Woods
institutions became the machinery through which these ideas were imposed on unwilling poor
nations which turned to them for loans and grants. In effect, the policies were imposed and
monitored from external sources (i.e. bottom-down approach) instead of from within or
distilled out of internal debate and discussions as part of a democratic process. Consequently,
“the Keynesian orientation of the IMF, which emphasized market failures and the role of
government in job creation, was replaced by the free market mantra of the 1980s, part of a
new ‘Washington Consensus’” (Stiglitz, 2002, p.16) .The Washington Consensus became a
consensus between the IMF, the World Bank and the U.S. Treasury, regarded as the “right”
policies for developing countries and led to a drastically changed approach to “economic
development and stabilization” (ibid). Hence, the Consensus driven by the Fund and the Bank
became the mantra for economic growth and development for developing nations in the
1990s. Additionally, the IMF assumed almost all the roles since structural issues could
influence largely the performance of a nation’s economy, for instance government’s budget

or trade deficit with the Bank playing a minor or supporting role (ibid, p. 14).

The Washington Consensus however, failed to achieve its objectives in Latin America.
The tight monetary policies led to high real interest rates for instance, and increased fiscal
deficits especially for the countries which previously had large deficits due to the interest
paid while small businesses were also adversely affected by the high domestic interest rates.

Argentina, Chile and Mexico had lending rates in the 10% range, while Colombia and Costa
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Rica had a range between 10-20%. Real exchange rate was equally challenging since many of
the countries had to devalue their currencies. Consequently, new jobs could not be created,
rather jobs were lost and with no safety nets provided those who lost their jobs entered the
poverty bracket. Unemployment rose and social and political tensions and riots were bred.
Additionally, Gross Domestic Product (GDP) growth rates which initially increased in some
of the countries were not sustainable and also declined. Growth rates declined between 1991
and 1998, for instance, from 10.6% -4.2% in Argentina, 8%-3.4% in Chile, 2.8%-0.3% in
Peru and 5.3% -4.7% in Bolivia which even adhered strictly to all the measures of the
structural adjustment programme (SAP). Though the average deficit for the region for the
same period was 1.4%, it was only Chile (the IMF and the World Bank’s “Star Pupil” of the
region), which maintained surplus throughout the 1990s with an average of 1.9% (see
Stallings and Peres, 2000, pp.54-56; Stiglitz, 2002, pp.16-18). On the whole, the result of the
enforced policies of the Washington Consensus was disappointing in Latin America because
in countries like Chile and Mexico where growth occurred the benefits were not equally
distributed for it accrued largely to the top 10% with those at the bottom gaining little or
becoming worse off (Stiglitz, 2002). It was a clear mismanagement of the Latin American
economic crisis and the transition from communism to a market economy was no exception

as will be noted in the subsequent section in this chapter.

1.4 Neo-structuralism- A Marriage of Free Market Forces and a Strong State Role in

the Economy: The Theoretical Framework of the Study.

So far this chapter has looked at the significant role of the State in the economy and why
proponents of structuralism or ISI favour such an option and on the other hand why neo-
liberals advocate the contrary preferring an influential role of the market in the economy
under neo-liberalism. Neo-liberalism is a model favoured by the IMF and the World Bank
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which they promote through the Washington Consensus as noted above. This section of the
chapter however, discusses neo-structuralism which blends the core tenets of structuralism
and neo-liberalism chosen as the theoretical framework of the thesis due to its usefulness in
analysing and interpreting the State’s role in the cocoa sector after liberalisation as stated
earlier. As a development approach, neo-structuralism aims to establish a new relationship
between institutional reform, modernity, social cohesion, and globalisation in the twenty-first
century (Leiva, 2008, p.3). Unlike structuralism, it admits the importance of market forces,
private enterprise and foreign direct investment (FDI), but favours the need for the State to
govern the market (Kay and Gywanne, 2000, p.62). This is why it is considered useful in
analysing and interpreting Ghana’s cocoa sector after the reforms because the State continued
to play a paramount role through COCOBOD albeit having liberalised the internal market of

the sector to enhance competition.

Neo-structuralists argue that politics and government are vital for constructing in the
wider society a “systemic competitiveness” essential for a successful competition in the
global markets (Leiva, 2008). Hence, to the neo-structuralists, political and institutional
intervention are “essential for generating the synergy, coordination, and social harmony
indispensable for fluid and speedy integration into the globalization process” (ibid, p.3). Neo-
structuralists believe that the State should not play the principal developmental role as it
champions under the structuralist 1SI model but rather should provide essential services like
health and education. The State for instance, should not be directly involved in productive
activities by owning industrial enterprises (Kay and Gywanne, 2000, p.62) but should
delegate the responsibilities of production to entrepreneurs, while it concentrates on

enhancing productivity, technical progress and training, and promoting social equity or social
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cohesiveness (Fajnzylber®, 1994). Neo-structuralism was first introduced in 1990 when
Changing Production Patterns with Social Equity was published by the United Nations
Economic Commission for Latin America and the Caribbean (ECLAC) and developed
through a series of publications between 1990 and 1995 (Leiva, 2008; Kirby, 2009). The co-
operation between the State and the private sector to enhance the region’s ability “to produce
products with a high technological content, to be competitive in the cutting-edge international
market and to distribute the benefits of development widely, thereby reducing inequality”
were the central concerns of ECLAC’s proposals (Kirby, 2009, p.137). Neo-structuralists
argue for economic growth to be coupled with social equity and the need for “intellectual and
political leadership, not just laissez-faire policies” (ibid). Economic growth and social equity
are regarded as symbiotic, and changes in the production patterns can only be sustained over
time when there is social cohesiveness, which requires greater equity (Lahera et al, p.9). The

model is regarded as an alternative to neo-liberalism. In line with this Kirby states that:

where neo-liberalism neglected the importance of technology, neo-structuralism saw its
acquisition and dissemination as being crucial to boosting productivity and
competitiveness; where neo-liberalism depended on the market to reduce poverty and
inequality, neo-structuralism stressed the importance for economic success of reducing
poverty and inequality through active social policies; and, where neo-liberalism accepted
low-wage labour as a competitive advantage for the region, neo-structuralism

emphasized technical innovation as the basis for competitiveness (Kirby, 2009, p.137).

The paradigm emphasises that a country can attain the high road to globalisation, when it
focuses its economic policies more on institutional, political, and cultural factors neglected by

the free market model. This however requires a change towards “exports with value-added

* Fernando Fajnylber was a leading ECLAC scholar and one of the main architects of neo-structuralism (Kirby,
2009, p.137)
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and an international competitiveness based on increased productivity and innovation” (Leiva,
2008, p.6). There is also the need to lessen income inequalities, improve the capacity of the
poor, make the workforce more competitive globally through training and skills enhancement
and exploit niches in the global market. This will get a nation on to the “high road” of
globalisation as against the “low road” of the neoliberals and make globalisation more
pleasant and popular or given a human face (Bello, 2007). Globalisation can be given a
human face through a conceptual and policy framework which ensures that economic growth,
equity and democracy mutually reinforce each other. Additionally, a country must selectively
integrate into the international economy by meticulously designing industrial and export
policies which will enable it to create competitive advantages, develop from within, and
increase its share of global trade flows, FDI, technology and finance (Lahera et al 1995; Kay
and Gywanne, 2000; Leiva, 2008). In effect, technical change should facilitate a dynamic
insertion into the world economy with social and political energies mobilised by the State and
directed in support of exports to achieve the global entry. The requirements of globalisation

turn to shape the political and cultural space (see Table 1.2).

Critics of neo-structuralism however argue that it does not protect individuals,
communities and firms from the market, but rather ensures that they conform to the laws of
the capitalist system. This has led to what Leiva terms “heterodox paradox” where economic
and social policies consolidate “transnational capitalist hegemony” and weaken “popular
sovereignty and citizenship” (Leiva, 2008, pp.17-18). In his view, neo-structuralism rather
completes the change from the ISI model to an export-oriented (EO) capital accumulation
regime and therefore can not be regarded as an alternative paradigm to neo-liberalism (ibid).
Other criticisms are that the model: does not take account of power relations in the economic,

social and political analysis made; over concentrates on getting on to the high road of
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globalisation and subordinates Latin America to local multinational companies and
transnational capital than it was in the 1960s, resulting in lack of political and administrative
power to “discipline capital”’; and excludes class and process from the discussions on
productivity and technical change while “transnationalization”, “precarization” and
“financialization” undermine economic development and social equity in Latin America. It
also does not hold to the tenets of their forefathers while neo-liberalism strongly does; and
fails to envisage or address Prebisch’s principal question of how economic surplus is
captured, distributed, and used by local conglomerates, transnational corporations and banks

which constitute the “high speed” sector (Leiva, 2008; Kirby, 2009).

These criticisms not withstanding, one could argue that neo-structuralism is a pragmatic
model which has neither capitulated to neo-liberalism nor abandoned its structuralism roots,
but rather it is an “attempt to come to terms with new reality” (Kay and Gwynne, 2000, p.
62). It should be seen as adapting to the changing modern trend of events and refusing to
“remain frozen in the past” (ibid), or to be swept away by the prevailing currents of
globalisation. It is significant to state that neo-structuralists have learnt an important lesson
from the East Asian NICs (Newly Industrialised Countries) to selectively integrate into the
global economy hence, arguably neo-structuralism could be considered “the only feasible and
credible alternative to neo-liberalism” (ibid), in our current globalised world. As Peadar
Kirby puts it ““ in today’s context of global economic and local social challenges, both left
and right have become convinced of the importance of the state” (Kirby, 2009, p.135). This
was recently amplified in developed capitalist countries like the US and Britain, when the
State had to intervene to bail out financial institutions after the 2008 global economic
meltdown. It is also argued that the election of progressive candidates like Ricardo Lagos

(2000) and Michelle Bachelet (2006) in Chile, Luiz Inancio Lula da Silva in Brazil (2002,
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2006), Nestor Kirchner (2003) and Cristina Fernandez de Kirchner (2007) in Argentina and
Tabare Vasquez (2005) in Uruguay, referred to as the ‘new left’, demonstrated the popularity
of neo-structuralism in Latin America as an alternative development path to neo-liberalism
(Leiva, 2008 p.1; Kirby, 2009, p.137). The recent election of Dilma Rousseff (2010) in
Brazil, another new leftist, as a successor to Lula da Silva is another case in point. Latin
America appears to have left behind neo-liberalism and fully embraced neo-structuralism.
Birdsall and Fukuyama (2011) argue that, this tidal change to the left has resulted because the
new governments have increased social spending to address the issues of poverty and
inequality brought about by the liberalisation of the 1990s which failed to achieve the

expected growth.

1.5 The Process of “Transition” to Free Market Economy.

“Transition” is considered as “the departure from a socialist, centrally planned economy,
towards a free market economy” or “from underdevelopment to development” (Lavigne,
1999, p. 264). However, the process of change and the upshot of “transition” result from
three factors: the origin of the changes (i.e. either bottom-up or top-down) which establishes
the extent of legitimacy; the speed of change (i.e. either “shock therapy” or “gradualism”);
and the depth or completeness of change. These indicators make up each country’s edition of
change. There are five assumptions of “transition”: (1) it is dynamic and shows a change in
conditions, (2) it brings about democratisation-a “natural” result of the changes, (3) it gains
legitimacy through elections-often considered equal to democratisation, (4) it is universal
irrespective of context, and (5) States are the main actors (Herrschel, 2007, pp.5-6). The IMF
and the World Bank, wholly prescribed the Washington Consensus which was designed for
Latin America in 1989 as noted above, for the” transition” economies of CEE and FSU some
few years later. International trade tended to be the main vehicle driving forward the
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transformation process in these countries, and once again the mantra was stabilisation,
liberalisation and privatisation (ibid, p. 64), the three key pillars of the Washington
Consensus. The main argument for the shift to the market system was a great belief by the
Western world in general and the Bretton Woods institutions in particular that the
introduction of a market economy would improve competitiveness and efficiency in these
countries. Though there was an expectation of a short period of transitional contraction, it
was expected that the market economy would bring about recovery and later fast growth. But
these goals were not attained instead it turned out to be a “Great Transitional Depression”
which lasted during the 1990s in some of the economies of CEE and FSU (Kolodko, 2000,
p.3). The huge mistake was that the Consensus was initially designed for economies which
were following market principles as it were, but had not been successful. In effect, it was
aimed at deformed market economies of the “Third World” and not for those of a “Second
World” with a totally different approach to and operation of resource allocation. This
misjudgement of the expected transition paths and results was attributed to the lack of
knowledge of those who handled the “transition” situation in the communist countries.
Though the Consensus was written for Latin America under different circumstances, they
displayed lack of understanding of the fundamental differences between the two worlds-
“Second World” and “Third World” and wholly applied it to the collapsed communist nations

(Herrschel, 2007).

The “shock therapy” albeit with few superficial changes was preferred as the only
“rightful” approach to bring about the change to a market economy, and to reduce inflation
(ibid, p.65). The main objective was to limit the role of the State in the economies and to
assist markets expand in the most efficient manner (i.e.“marketisation), with no consideration

for suitable institutional structures to offer the essential legal and administrative framework
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for the correct “predictable and reliable market operation” (ibid, p.66). The externally
imposed “one-size fits all” Washington Consensus which gave no room for public debate on
the type and direction of post-socialist development raised the issue of democratisation,
particularly the lack of local opportunities for post-socialist transformation. However, the
process of transition is a multi-dimensional and complex phenomenon, shaped by internal
and external factors like hegemonic dependency, economic imperative, elite idealism,
legacies and personality which overlap and are interconnected (Wu and Su, 1998, p. 397;
Herrschel, 2007, p.2). If the hegemonic dependency is greater, the less likely will be
independence forms of governance because the institutional principles of the hegemon will be
incorporate and will dominate (Herrschel, 2007, p.2). Within such a framework it is the
political skill of the local political elite which can create a scope for some form of
“independent policy-making” (ibid). Gunder Frank also argued that if a State’s satellite status
generates underdevelopment, only a weaker or lesser degree of metropolis-satellite relations

will ensure the possibility of the State’s development (Frank, 1967, p.11).

Legacies are also the social memories at national and ethnic levels and include past
experiences with democracy acting as a point of reference such as from authoritarian to post-
communist or colonial to post-colonial democratic regimes. In the case of CEE countries, the
emphasis has been on their Europeanness against Sovietism or Russianness while with post-
colonial Africa it has been between national identities and their territorialities ( Herrchel,
2007, p.3). Personalities and personal political ambitions, risk assessments and opportunities
are key determinants of policy making and are also influenced by specific national and sub-
national legacies in building States, planning and aspirations of a society. The end of the
Soviet Union and the commencement of Russia resulted from individual initiatives,

personalities and contending ambitions (ibid, pp.2-6). The three main drivers of transition are
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economic, political and social since transition cannot be limited to economic variables alone
and merely changing from State control to market liberalisation because the interaction
between market requirements, State capacity, political democratic process and civil society

activity are all equally important in State building and eventual development (ibid, p.70).

Consequently, the disparities between the communist countries, especially how the
socialist ideology was implemented in each country, should have been given important
consideration during the transition period. For instance, Hungary adopted the hybrid model so
had some experience with “markets” while Romania adopted a more technocratic rigid
socialist model so had no market experience. However, in transforming the “transition”
nations, the Washington Consensus adopted the approach of “creative destruction” by
replacing the existing structures and commencing everything anew especially in Russia and
the CEE countries which resulted in large losses in institutional capacity and knowledge
(Stiglitz, 2002; Herrschel, 2007). But North (2006) argues that “institutions” (i.e. laws, rules,
norms and beliefs) are inherited from the past therefore people have to live with them and
hence cannot just be discarded. “Institutions” must therefore be built into necessary reforms
implying that they cannot be borrowed from others. This is one of the reasons why the
Washington Consensus did not produce the desired results in the countries where the IMF
and the World Banks forcibly imposed it. The Bretton Woods institutions underrate the
strength of “institutions” and presume people live in a neoclassical world, have perfect
information and “institutions” function as expected needing only incremental changes of

things at the boundaries as noted above (North, 2006).
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1.5.1 The Impact of the Washington Consensus on the Transformation of Russia and

Central Eastern European (CEE) Countries.

The transition from communism to market economy in Russia was not just an economic
exercise but a transformation of social and political structures and societies in general. The
communist political institutions were destroyed with the introduction of free market
structures and democracy, and Russia moved from a totally State controlled economy to a
market controlled one (Stiglitz, 2002, Herrschel, 2007). The “shock therapy” of rapid
transformation was adopted by Russia as recommended by the IMF against the gradualist
approach of sequencing or moving at a reasonable pace and in good order. It could however,
be argued that time was of essence because of an alleged fear by the Fund and the Western
world that Russia could slip back into communism. Price liberalisation was implemented
overnight resulting in hyperinflation which wiped out savings, necessitating reduction of
inflation and tightening of monetary policy which increased interest rates. The three pillars of
the “shock therapy”: liberalisation, stabilisation and privatisation, were implemented by
Russia rapidly as prescribed by the Washington Consensus, however, this resulted in no
growth. For instance, industrial production fell by 60% with GDP falling by 54% between
1990 and 1999. The IMF’s privatisation, together with capital market liberalisation also
resulted not in wealth creation but asset stripping which turned oligarchs and their cronies
into billionaires overnight who siphoned their ill gotten wealth out of the country. Russia
implemented the privatisation policy without creating the needed institutional infrastructure
such as corporate governance to ensure laws of good governance or the rule of law to check
local and State governments from abusing their potential powers. Poverty and inequality also
increased and by 1998, the number of Russians in poverty increased to 23.8% from 2% in

1989 using the standard of $2 per day with more than 40% on less than $4 per day (Stiglitz,
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2002 pp 137-159). Extreme poverty and inequality one may argue lead to social and political
instability which hampers growth. However, there has been an increase in the number of
young well-educated Russian entrepreneurs, and an improvement in democracy. Though
weak, the current democracy in Russia is much better than the former totalitarian regime
while the media formerly strictly controlled by the State, now present diversified views wider

than before (ibid, 193).

On the other hand, Poland the most successful of the Eastern European transition
countries, started with a “shock therapy” to reduce hyperinflation to reasonable levels but
realising that it was not conducive for societal change shifted to the “gradual” approach in
implementing the privatisation policy while it concurrently built the basic institutions of
market economy. For instance, banks to lend money to enterprises, and a legal system to
enforce contracts and to fairly handle bankruptcy issues. Additionally, it rejected the
doctrines of the Washington Consensus by paying important attention to unemployment,
provision of benefits and adjusting pensions to keep pace with inflation, issues given least
attention by the IMF, and by doing that, ensured democratic support for the reforms. This
programme was called “Strategy for Poland” (from 1991-1997) which focused more on the
Polish citizens and not on the approval of the Fund and the Bank (Stiglitz, 202, p. 181;
Kolodko, 2005, p.2). In contrast, the Czech Republic, the IMF and the World Bank’s ““Star
Pupil” of the “shock therapy”, privatised its corporations before privatising the banks and as
result, the banks provided easy money to enterprises favoured by the State. The privatised
corporations did not also enforce strict budgetary controls which enabled them to delay real
restructuring (Stiglitz, 202, p. 181). In addition, the Czech Republic created a capital market
which did not raise money for investment but enabled a few intelligent managers to steal

millions of dollars. Consequently, the country fell behind where it was in 1989 despite its
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immense advantage of a well educated population and geographical location. It is worth
stating that, Hungary also decided against the “shock therapy” and adopted a gradual
approach especially in privatising its firms and managed to restructure them to become
globally competitive (ibid, p. 186). Kolodko® (2005) argues that the Washington Consensus
was not suitable for the post- socialist and communist countries because they lacked proper
market institutions which needed to be built gradually. The needed consideration was also not
given to the provision of a legal and administrative framework for suitable, predictable and
reliable market function. This was considered a major limitation of the Washington
Consensus. Apart from inadequate attention to the institutional aspect of development policy,
the Consensus failed to also give adequate concern to the social consequences of huge
liberalisation and rapid privatisation in the post-socialist countries (North, 1992; Murrell,
1992; Kolodko, 2005; Herrschel, 2007). North (1992) also argues that transferring political
and economic institutions (i.e. formal rules) of successful Western market economies to Third
World and Eastern European economies is not an adequate condition for good economic
performance and that privatisation is not the solution to poor economic performance (North,
1992, p.7). Lavigne (1999) however, states that the experience of Russia and the CEE
countries shows that the market is not incompatible with command economy, but rather
incompatible with the overall political meddling of the Communist Party. This is where
China’s “dual model” of transition which has chalked great success in the past decades stands
in contrast to Russia’s failure because while China’s economy grew in the 1990s at an
average annual rate of 10%, that of Russia declined at 5.6% (Stiglitz, 202, p. 181). China’s

model is thus considered interesting and worth discussing.

> Grzegorz W. Kolodko is the former Deputy Prime Minister and Finance Minister of Poland.
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1.5.2 China’s “Dual Model” of Transition

Lavigne states that “China is in transition from a command economy to a market economy,
from a lower to a higher level of development, but not, for the time being, from socialism to
democracy” (Lavigne, 1999, p.265). It has adopted a “dual model” or two contradictory
systems of a liberal market economy and an authoritarian one-party State with a political
ideology which rejects private property and the principle of the market. In the economic
arena, China appears to have devolved to the local level of decision making to increase
productivity and responsiveness to the market. It has relied on pragmatic economic reasons to
bring about modifications in the economy while holding steadfastly to its political one-party
ideology. The gradualist approach adopted by China enabled it to avoid the dangers
associated with the “shock therapy” which Russia and other countries experienced when they
were pressurised by the IMF and the World Bank to adopt under the Consensus. Under its
“dual model”, China’s economy reflects many factors like: true liberalisation and
decentralisation in agriculture such as the township and village enterprises (TVE) which is
based on household-responsibility system; the budding of new private sector; the quasi-
convertibility of the currency which opens the economy (Lavigne, 1991, p. 270); and
promoting international free trade by joining the WTO on 11 December 2011. One would
argue that the joining of the WTO is significant in China's reform and opening-up and the
process of modernising its economy. China promoted FDI inflows and attracted foreign
firms; created an “institutional infrastructure” of an effective securities and exchange
commission, bank regulations and safety nets, and liberalised gradually. It also put the
creation of jobs, enterprises and competition first before privatisation and restructuring of
existing enterprises, and ensured that dislodged resources were redeployed for better efficient

use to avoid creating unemployment. All this was to ensure both stability and growth
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(Stiglitz, 2002, pp. 183-184). However, the greater part of China’s industry is still largely run
by State owned enterprises which displays the touchstone features of a command economy
and politically still a one-party State. It is therefore a typical example of “coexistence
between pure capitalism and standard socialism” (Lavigne, 1991, p. 270). Kornai (1992)
terms it ‘a “dual system” in which many elements of the socialist and capitalist societies exist
side by side’; while Nuti calls it ‘a necessary stage of forced market socialism during which
the state sector cannot disappear but must be commercialised rapidly” and restructured to
enhance its capacity (cited in Lavigne, 1999, p.271). Vietnam has also adopted a similar
model (Herrschel, 2007). What makes China exceptional, especially among low income
countries is how its bureaucracy at the upper level is able to manage and coordinate
sophisticated policies. It is a firmly managed top-down administrative apparatus able to evade
delays of an untidy democratic process and accounted for China’s extraordinary bounce back
after the 2008 global financial crisis to the amazement of the entire world (Birdsall and

Fukuyama, 2011, p. 51).

China’s current economic output makes it the second largest global economy next to the
US and a potential threat to the established Western economic interest. Its economy has
grown by an average of 10% annually over the past 10 years while that of the US has grown
by an average of 2.5% a year. It is predicted that China could overtake the US to become the
largest global economy in the next decade (The Economist, September 24th-30" 2011, p.6).
This attests to the success of China’s model and establishes the fact that ‘communism’ and
‘market’ (i.e. capitalism) are not “mutually exclusive” and fervently opposed to each other as
portrayed during the cold war. China’s transition of adopting the two ideologically opposed
approaches has challenged the post-communist transition of “marketisation” and

“democratisation” as being strictly inextricable which has been disseminated by the Western
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developed countries and their institutions since the 1980s (Herrschel, p.13), especially the
Fund and the Bank through the use of the Washington Consensus. Hence, this thesis argues
that the models of China and Poland offer alternatives to the “one size fits all” Washington

Consensus model.

Herrschel (2007) describes China’s model as “growth-led” transformation and that of
Russia and some of the CEE countries as “recession-led”. Under China’s model (and also that
of Vietnam) because the structure was not destroyed, investment or input was added on
requiring no structural replacement. Hence, this led to growth, and made China and Vietnam
stand out as the transitional communist countries to have achieved economic growth during
the period of transition. However, in the case of Russia and some of the CEE countries,
because the structures were destroyed it amounted to disinvestment and great “losses in
institutional capacity and knowledge”, and with economic collapse engendering no growth,
rebuilding the economy, the State, and the entire society became necessary. It is therefore
imperative for transition nations to retain the basic structures and capacity while cautiously
altering the ‘rules of the game’ to favour ‘more market’. By such a strategy, the old
infrastructure, institutional knowledge and related networks will properly function instead of
building everything anew and turning the transition into a revolution instead of a reform
(Herrschel, 2007, p. 72). We live in a dynamic world and therefore there is the need to
understand time, the way human beings learn, and history because the historical past

constrains the present and future (North, 2006).

1.5.3 Washington Consensus: The “Gradualist Approach” of the East Asian Countries.

The East Asian countries also adopted the “gradualist” approach with their version referred to
as the “developmentalism” model as noted earlier. In this regard, while the Washington

Consensus policies highlighted the need for a limited role of the State in the economy, in East
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Asia the State “helped shape and direct markets” (Stiglitz, 2002, p. 92), or the State “govern
the market” as Wade (1990) put it. In formulating industrial policies, governments attempt to
shape the future direction of the economy. Even though the Washington Consensus considers
this a mistake, in East Asia it was the main responsibility of the State. The East Asian
countries believed that to close the income gap between them and the most advanced
countries they needed to close the knowledge and technology gap and therefore their various
governments designed education and investment policies to achieve that. Governments also
provided infrastructure including the legal systems needed for markets to function efficiently
(Stiglitz, 2002, p.218). Though the Washington Consensus policies emphasised speedy
financial and capital market liberalisation, this was gradually done and regulated by the East
Asian countries. Trade liberalisation was also done gradually as new jobs were created in the
export sector, safety nets were provided, which led to growth and per capita increase and
reduction in poverty and inequality. Their only policy which was common to that of the
Washington Consensus was macrostability. On the whole, though East Asia did not follow
the policies of the Washington Consensus, it grew faster than any other region in the world,
and became ‘““an economic powerhouse”. This is attributable to State investment in education,
State-directed investment and high saving rates policies (ibid, pp.92-94, 221). The saving
rates in East Asia before the 1997 crisis were between 30-40% of GDP compared to 18% in
the US and 17-30% in Europe (ibid, p. 67). However, the East Asian economic crisis in 1997
resulted when under pressure from the US and IMF they liberalised their tightly controlled
financial markets and became vulnerable to the uncertainties of the international market
especially South Korea. Malaysia’s meltdown was shorter and shallower because the
government kept interest rates low and limited the outflow of speculative money despite IMF

and international pressure (ibid, p.93).
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1.5.4 The Washington Consensus: How Africa Tasted It.

In Africa, there was no uniformity in implementing the Washington Consensus. While some
countries adopted the “shock therapy” others adopted the “gradualist” approach. In the mid
1980s, many of the African countries shifted from the “African socialism or communism”
they adopted after independence to market oriented economy (see section 1.3.1). Guinea and
Tanzania for instance, reformed their economies in 1986, Madagascar and Mozambique in
1987, Benin in 1990, Ethiopia and Congo in 1992 (Paulson and Gavin 1999), and Ghana in
1983. These reform programmes were all driven by the IMF and the World Bank based on
the policies of the Washington Consensus- “one size fits all”, similar to what they pushed
through in Latin America, Russia, CEE and Asia as noted earlier. In general, Paulson and
Gavin (1999) classify most of these reforms as gradual or incremental either by design or due
to inadequate implementation capacity particularly their sampled former African communist
economies®. On the whole, the Structural Adjustment Programmes (SAPs) most Africa
countries implemented were based on the policies of the Washington Consensus which
compelled some of them to dismantle institutions like marketing boards particularly cocoa
marketing boards in Nigeria, Cameroun and Cote d’Ivoire. What resulted among other things
were poor quality production of cocoa and further decline in terms of trade while per capita
growth fell from 36% (1960 -1980) to 15% (1980 -2000). By 2003, Africa’s poverty rate had
increased by 75% from 200million people living on U.S. $ 1 per day in 1994 to 350 million,
while per capita incomes of most Sub Sahara countries fell by 25% in 1999. In Africa, the
reforms did not result in strong increase in output compared to the initial temporary growth in
output in Latin America, nonetheless, there was not an economic collapse and hyper-
inflation compared to what was experienced in Russia and the CEE countries in the early

years of the break up of the former Soviet Union (see Paulson and Gavin 1999, pp.22-34;

® Angola, Benin, Congo-Brazzaville, Ethiopia, Guinea, Madagascar, Mozambique, Somalia and Tanzania.
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Ismi, 2004, pp. 8-12). A political climate evolved in Africa which was another positive aspect
of the transition, authoritarianism gave way to democratic principles. In Zambia for instance,
Kenneth Kaunda’s 30 years of one-party rule came to an end when under pressure from the
IMF to democratise he suffered a defeat through multi-party elections. Tanzania had multi-
party elections in 1995 which saw Benjamin Mkapa elected (Paulson and Gavin 1999,
Herrschel, 2007), while Ghana also held multi-party elections in 1992 which transformed Flt
Lt Jerry John Rawlings into a civilian President and ended his 31% December 1981 revolution

or the military regime in Ghana.
1.5.5 Ghana’s Negotiated “Meso” or Mid-Way Model

Ghana adopted the “gradual” approach from the onset of the economic recovery programme
(ERP) of the reform process in 1983 because its economy was fragile and highly distorted,
coupled with severe institutional constraints and the government’s limited technical
administrative capacity. Considering these deficiencies it was thought by the designers that
adopting the “Big Bang” approach or “shock therapy” (as it later became known under the
Washington Consensus), which requires implementation of measures simultaneously would
have a devastating effect on the economy (Aryeetey and Tarp, 2000, p. 348) (see sections 1.5
&1.5.1). The trade liberalisation policy on the other hand, was implemented speedily and not
sequenced (Asenso-Okyere et al., 1997, p.114), a form of “shock therapy”. However during
the cocoa sector reforms in 1993, when the Fund and the Bank recommended the dismantling
of Cocoa Marketing Board (COCOBOD) as part of the liberalisation policy which was more
of a “shock therapy” Ghana refused to do that. Rather, Ghana chose to negotiate with the
Bretton Woods institutions and managed to reach a “mid- way compromise” with them and
adopted what this thesis terms a “Meso model”- a mid-way between “shock therapy” and
“gradualism” (see figure 1. 1 below).
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Figure 1.1 Ghana’s “Meso” Reform Approach

hock Therapy Approach
Gradual Approach eso Approach
Source: Author

Ghana’s ability to fashion out this unique model could be attributed to the fact that it initiated
and designed the 1983 ERP and took it to the IMF and the World Bank after the government
realised the in extremis situation in which the economy was. In this wise, when the IMF
decided to partake in the programme, the government was able “to retain the initiative in
negotiation” which also gave it the maximum faith and belief in the prescriptions that were
agreed upon (Frimpong-Ansah, 1991, p.153). According to Frimpong-Ansah’ this was the
major reason why Ghana was incredibly able to remain on course irrespective of the
difficulties of the early phases of stabilisation compared with other African nations whose
economies were in a relatively better state than Ghana’s (ibid). By the “meso” approach,
Ghana partially liberalised the internal marketing of cocoa and retained COCOBOD, which
was unique and unprecedented making it the only cocoa producing country with a marketing
board in the world (Laven, 2007; see Table 1.4 below). This was out of the ordinary since the
Bretton Woods institutions mostly recommended or imposed the reform package. In many
instances they had pressurised countries to implement the Washington Consensus as noted

above.

" Dr. Frimpong-Ansah was the former Governor of the Bank of Ghana and assisted the government in designing
the financial package in support of Ghana’s initial independent effort in 1983 (Frimpng-Ansah,1991, p.155).
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Ironically, the IMF and the World Bank adjudged Ghana as the “Star Pupil” of Africa for
its reform efforts citing the following reasons among others: (i) the comprehensive nature of
the reforms and the stabilisation and structural adjustment policies, (ii) the adherence to the
prevailing orthodoxy, (iii) the initial growth, (iv) the ability to hit benchmark conditionalities
on many occasions, and (v) the improvements in the negotiating machinery on the side of the
Ghanaian government (Aryeetey and Tarp, 2000, p.348 [emphasis added]). In effect, the IMF
and the Bank praised the negotiating skills of Ghana but in addition this thesis will commend
the ability of Ghana (i.e. the State) to stand up to the Bretton Woods institutions to rather
reform a “legacy institutional structure” like COCOBOD to meet the challenges of the cocoa
sector instead of dismantling it as was recommended. This amply demonstrates that the State

has not been “hollowed out” (Jessop, 2004, p.15), which supports the argument of this thesis.

The “Meso” approach took the following form where COCOBOD was asked to: (i)
reorganise its subsidiaries, (ii) reduce its staff strength and divest itself of its plantations to
reduce its running cost, (iii) lose its monopoly power of the internal marketing of cocoa and
encourage the establishment of private LBCs (license buying companies) to compete with its
subsidiary (Produce Buying Company-PBC), ( iv) still fix the producer price of cocoa (i.e.
panterritorial) albeit with government approval, (v) maintain its monopsony of cocoa exports
(see figure 1.2 below), and (vi) privatise its cocoa processing companies. COCOBOD was
also assigned a regulatory role over the LBCs, and controlled the activities of the cocoa
processing or value-adding companies for example, by supplying them with cocoa beans. As
North (2006) states, the neo-classical theory was designed to show how well-developed
markets work and how to enhance their performance. But not all countries have well-

developed markets as is the case with Ghana. Hence, Ghana’s challenge was to create
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efficient-markets, not just economic markets but political ones because political markets will

first institute economic rules and their enforcement (North, 2006, p.8).

Figure 1.2 Roles of COCOBOD Before and After the Reforms

Roles Before Reforms

COCOBOD

Monopsony Powers

Selling of Cocoa Beans on:

Global MKkt. Domestic Mkt.

(Export) (Processing Cos.)

Roles After Reforms

Monopoly Powers

Buys Cocoa (PBC)
Fixes Cocoa Producer Price with

government’s approval

COCOBOD

—

Monopsony Powers

Selling of Cocoa Beans on:

Global Mkt. Domestic Mkt.

(Export) (Processing Cos.)

Source: Author

Regulatory Plowers

Regulates LBCs which buy cocoa

Fixes Cocoa Producer Price with
government’s approval

Ghana’s argument was that its ability to produce quality cocoa to sell to generate enough

foreign exchange to repay the loans the Fund and the Bank had granted it would be adversely

affected if its system of cocoa production and quality control under the supervision of

COCOBOD was dismantled. With the global market valuing Ghana’s cocoa as the finest, and

the possibility that this quality advantage could be lost if its supply system of smallholder
farming under COCOBOD’s supervision was disorganised and dismantled, it was agreed to

transform COCOBOD and partially liberalise the cocoa sector. The mid-way compromise

thus satisfied both parties- Ghana and the IMF/World Bank (Toyi, 1991). Ghana’s ability to
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negotiate such a compromise on a policy of the Consensus with the Fund and the Bank was
found to be unprecedented in any known literature, and hence the reason why it was chosen
for the study. The IMF and the World Bank had recommended to the four leading cocoa
producing countries in Africa —Cote d’Ivoire, Ghana, Nigeria and Cameroun which produce
an annual average of 65.5% of the global cocoa output (see Tablel.4), to dismantle their
cocoa marketing boards as part of the liberalisation policy under the shock therapy of the
Washington Consensus. All the 3 countries (Cameroun, Cote d’Ivoire and Nigeria), fully
complied except Ghana but ironically the IMF and the World Bank touted Ghana as the “Star
Pupil” of Africa in terms of the implementation of the policies of the Washington Consensus
(see sections 2.13 & 2.14). The “paradox” was found fascinating, which was another reason

why Ghana was chosen for the study.

Cote d’Ivoire is the leading global producer of cocoa, its output in 2008 (the cut off year
of the study) was 36.8%, followed by Ghana (19.4%), Indonesia (12.9%), Nigeria (6.1%),
Cameroon (4.9%) and Brazil (4.6%) in that order (see Table 1.4 below). Cote d’Ivoire’s
leadership resulted from policies like high producer price and planting of hybrid implemented
by the State during the era of the country’s first President, Felix Houphouet —Boigny (see
sections 4.3 & 4.4). Africa leads the global production of cocoa with an output about 70%
followed by Asia and Oceania (17%) and Latin America (13%) (Tablel.4 blow). Africa’s
achievement could be attributed to efforts by governments of the producer countries to
enhance their exports with Nigeria as another case in point. The government’s “Cocoa
Rebirth” programme in 2005 in Nigeria which supplied 5,976,854 seedlings free of charge to
cocoa farmers, trained them and rehabilitated old moribund farms/plantations in an effort to
revive the cocoa industry, assisted in increasing national output from 202,000 tonnes in 2004

to 250,000 tonnes in 2008/09 (Adeoti and Olubamiwa, 2009; Table 1.4 below). All this
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amplifies the important role the State can play to enhance cocoa farmers’ output in particular
and export in general (see section 1.1). As noted earlier, Ghana is the only cocoa producing
country with a marketing board (i.e. COCOBOD) out of all these cocoa producing countries
(Table 1.4) which is also attributed to the ability of the State to negotiate with the IMF and

the World Bank as noted above. The next section discusses the process of globalisation.

Table 1.4 The Leading World Cocoa Producers (Beans-Thousand Tonnes) 2007/08-2009/10

Name 2007/08 2008/09 2009/10
World 3752 (100.0%) 3605 (100.0%0) 3613 (100.0%0)
Africa 2693 (71.8%0) 2518 (69.9%0) 2458 (68.0%0)
Cameroon 185 (4.9%)* 227 (6.3%) 190 (5.3%)
Cote d'lvoire 1382 (36.8%) 1222 (33.9%) 1242 (34.4%)
Ghana 729 (19.4%) 662 (18.4%) 632 (17.5%)
Nigeria 230 (6.1%) 250 (6.9%) 240 (6.6%)
Others 166 (4.4%) 158 (4.4%) 154 (4.3%)
America 469 (12.5%) 488 (13.5%) 522 (14.4%)
Brazil 171 (4.6%) 157 (4.4%) 161 (4.4%)
Ecuador 118 (3.1%) 134 (3.6%) 160 (4.4%)
Others 180 (4.8%) 197 (5.5%) 201 (5.6%)
Asia & Oceania 591 (15.8%) 599 (16.6%0) 633 (17.5%)
Indonesia 485 (12.9%) 490 (13.6%) 535 (14.8%)
Papua New Guinea 52 (1.4%) 59 (1.6%) 50 (1.4%)
Others 55 (1.5%) 50 (1.4%) 48 (1.3%)

Source: ICCO Quarterly Bulletin of Cocoa Statistics, Vol. XXXVI, No. 4, Cocoa year
2009/2010Published: 30-11-2010. Note: Totals may differ from sum of constituents due to
rounding. *Author’s Calculation

1.6 Globalisation: An Inexorable Wind which Spreads the Washington Consensus.

Globalisation means different things to different people in the literature which attests to why

there is no single shared definition. It is considered an overwhelming force that changes all

aspects of the current society, politics and the economy, though characteristically it is

considered an economic process in the least sense of it (Weiss, 2000, p. 3; Wolf, 2005, p. 14).

In this thesis, the focus will be on economic globalisation which has resulted from the neo-

liberalist idea of allowing market forces to operate without any hindrance. It spreads “free-
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market capitalism to virtually every country in the world” (Friedman, 2000, p.9). Itis a
phenomenon which promotes the “integration of economic activities across borders, through
markets” with technological and policy changes as the driving forces (Wolf, 2005, p.14). In
this study, Stiglitz’s definition of economic globalisation is found relevant. According to
Stiglitz (2006), economic globalisation “entails the closer economic integration of the
countries of the world through the increase flow of goods and services, capital and even
labour”. By such an integration globalisation hopes to “raise living standards throughout the
world: give poor countries access to overseas markets so that they can sell their goods, allow
in foreign investment that will make new products at cheaper prices, and open borders so that
people can travel abroad to be educated, work, and send home earnings to help their families
and fund new business” (Stiglitz, 2006, p.4). Thus economic globalisation means domestic
economies getting embedded in the international economy via trade, long-term FDI
facilitated by Multinational Corporations (MNCs), flows of short- term portfolio capital,
migrations (legal and illegal) and transfer of technology (Bhagwati, 2007, p.3). In addition,
ideas are increasingly shared by all as a common property. The whole world is continuously
acting ““as though it were a part of a single market, with interdependent production,
consuming similar goods, and responding to the same impulses” (Williamson, 1998, p.1). All
this deepens the integration of nations’ economies wedding them into a single global

economy and dissolution of ‘national capitalism’ (Weiss, 2000).

However, economic globalisation has a set of rules like opening your economy,
deregulation and privatisation as encapsulated in the Washington Consensus, which must be
conformed to (Friedman, 2000). Its aspiration is to bring about growth and development in
national economies in general and improvement in the earnings of people in particular to

make life worth living for all in our current “global village”. Globalisation is not an entirely
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new phenomenon (Rupert, 2000) however, over the last three decades it has been immensely
transformed by the great revolution in transportation and communication to the extent that it
now wields a much greater influence on every aspect of mankind’s life more than before. As
a result, communication has been hugely enhanced and travelling times greatly shortened.
Transportation and communication have both become relatively cheaper and more affordable
than before and have enhanced the global trade. The overarching feature of globalisation is
integration which Thomas Friedman (2000) refers to as a web. Globalisation keeps growing
in intensity facilitating global flows which have seen States and societies embedded in global
systems and networks of interaction resulting in distant events and developments having
grave domestic impacts while domestic occurrences also generate serious world wide effects
(Mc Grew, 1992; Held et al., 1999). Friedman (2000) argues that, with free-market
capitalism driving globalisation, the more a country allows market forces to rule the more

efficient and flourishing its economy becomes.

Consequently, globalisation has created a seamless single world market referred to as the
“Anglo-American —system of free market capitalism” (Weiss, 2000). This growing economic
openness and interdependence have however, led to concerns about the impact of
globalisation on “the state’s capacity to govern the national economy” (ibid, 2003a, p.1), or
generated the “globalisation versus the State” debate. Two schools of thought dominate this
debate in the literature: (1) globalisation has made the State weaker; and the opposing view of
(2) globalisation has made the State stronger or has not diluted the powers of the State. This
study shares the second view particularly in relation to the example of East Asia and what
Ghana’s case study depicts as noted above. However, the objective is to succinctly draw the

difference between the two schools of thought and not to be deeply embroiled in the debate.
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The first school is made up of two groups: the minority “hyper-globalists” who posit the
death or end of the State like Ohmae (1990), Horsman and Marshall (1994), and Friedman
(2000), and the majority “moderate globalists” referred to as the “constraints school” by
Weiss (2003a), who state that changes in international political economy (i.e. global markets,
global capital flows, activities of multinational corporations -MNCs, etc) have immensely
compromised the State’s position as the main actor in the domestic political economy, and
have severely shrunk or eroded the capacity and ability of the State to pursue its desired
goals. Consequently, States for instance, have been compelled to put on the straightjacket of
fiscal conservatism, cutting budgets, raising taxes etc, with capital mobility as a serious
constraint on the State’s fiscal, welfare and industrial technology policies. International
governmental agreements and international organisations like the United Nations, IMF,
World Bank and WTO have also deprived States of their autonomy and control of their local
economies and made them powerless (Reich, 1990; Cable, 1995; Cerny, 1995; Held et.al,

1999; Crouch and Streeck, 1997; Rhodes, 1996, Slaughter, 1997; Friedman 2000).

However, those of the second school of thought like Wolf (2005), Weiss (2000) and
Coates (2000) argue to the contrary, stating that globalisation has rather made the State
stronger. According to Wolf, economic processes have not resulted in the death of the State
because “the policies and capacities of states” are key to the success of economic
globalisation and to comprehending how it operates (Wolf, 2005, p16). In addition, national
institutions are able to negotiate and mediate the forces driving globalisation as happened in
Ghana (see section 1.5.5), which means the impact of globalisation can be limited and not
evenly spread in different countries (Garrett 1998; Hobson, 2003, Bruff, 2004). Katzenstein
states that nations adopt different strategies and policies due to the fact that external forces

are directed through domestic structures shaped by each nation’s history and potential,
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therefore “...internal events drive countries to different responses” (Katzenstein, 1985, p.37).
The State also turns to increasingly facilitate rather than restrict worldwide trade, investment,
and production policies of their corporations (Weiss, 2000, p. 12). In addition, governments
provide safety nets to address the social pressures like unemployment which result from
economic openness. Globalisation to a greater extent could also be described as a “political
baby” or politically created (Wade, 1996, Helleiner, 1994), because it is made possible by
governments either willingly or unwillingly (Banuri and Schor, 1992; Helleiner, 1994). It is
important to note that “globalisation and state power are not locked in a negative-sum
relationship whereby the advance of the former can only occur at the expense of the latter”
(Weiss, 2000, p.13). Bhagwati also stresses that the process of globalisation has greatly been
enhanced by the role of the State or “state action” in terms of policy implementation but
cautions that “governments that can accelerate globalization can also reverse it” (Bhagwati,
2004 p.11). In the light of the above, one could argue that, States support and maintain
globalisation, and therefore act as catalysts and not victims of globalisation. Globalisation has
therefore rather increased the need for State intervention or enhanced State powers and not
decreased them because local institutions and the State remain significant to outcomes of

whatever globalisation promotes (Weiss, 2000, pp.11-12).

It is worth emphasising that globalisation creates opportunities and benefits for nations but
these are associated with costs and risks as well. Some of the benefits of globalisation are:
access to new markets; introduction of new technologies, establishment of new industries;
use of best technology associated with FDI flows; improvement in the standard of living of
million of people; and intellectual capital especially to developing countries (Stiglitz, 2002;
Wolf, 2005; Bhagwati, 2007)). Additionally, a country which adopts outward oriented

policies in line with globalisation can specialise and perform better and can also take
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advantage of economies of scale associated with the expansion of markets that trade brings
(Bhagwati, 2007). China for instance, was able to enhance its exports after integrating into
the global economy. Its exports grew at 13% between 1980 and 1990 and then at 11%
between 1990 and 1999 (Wolf, 2005, p.144). However, globalisation has also made rich
countries richer and poor countries poorer (Todaro and Smith, 2009, p.589), though some
developing countries like Brazil and India have taken advantage of it to transform their
economies. Other downsides of globalisation are: income inequality experienced by
developing countries as a result of low price for primary exports (i.e. fallacy of composition)
and high price for manufactured imports; short-term capital outflows on the slightest
suspicion of a looming problem as happened in East Asia from 1997 to 1998; migration of
skilled labour from developing countries to developed ones; farmers from developing
countries unable to compete in the global market with their counterparts from developed
countries due to subsidies provided them by their governments(Stiglitz, 2002; Deardoff,
2002; Wolf, 2005; Collier, 2007; Harris and Seid, 2000). The above review of the literature
has provided an answer to the research questionl: How do dominant theories characterise
and interpret globalisation and economic reforms for development and in which ways do they

differ? The next section discusses the analytical framework of the study.

1.7 Analytical Framework of the Study

As emphasised so far in this chapter, this study argues that in promoting economic growth
and development especially in a developing country like Ghana, the State should play an
important role in the economy and that the power of the State has not been weakened by
globalisation. The analytical framework for the study distilled from the literature especially

from the theoretical framework (i.e. neo-structuralism) constitutes the following criteria:
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The State must “govern the market” to enhance market efficiency but should embrace
globalisation.

. The State provides: a framework for rules and regulations like enforcing contracts and
property rights; infrastructure for development; and in addition collects taxes to
generate revenue for development.

. The State promotes: an enabling environment for foreign direct investment (FDI)
inflows and promotes globalisation; job creation, and a welfare state.

. The State must meticulously design industrial and export policies by promoting
cutting —edge technological innovations, training, skills and capacity building, and
value-added exports to enhance the country’s competitiveness in the global market in
addition to exploring niche markets.

. The State should ensure that economic growth, equity and democracy mutually
reinforce each other to give globalisation a human face.

. The State has the power and ability to withstand the pressure and might of
international organisations like the IMF, the World Bank and the WTO to protect the
country’s interest.

In promoting public-private partnerships, the State transfers some functions entirely to
or shares with parastatals like COCOBOD, non-governmental, private or commercial
institutions (i.e. devolves power from government to governance).

Exports are promoted by the State with the implementation of policies to enhance the
output and income of producers and to also reduce income inequalities.

Getting the price right by promoting free market competition or laissez-faire policies
is considered important but should be guided by the State to ensure maximisation of

benefits for all stakeholders.
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10. “Legacy institutional structures” (i.e. like COCOBOD) must be maintained and
reformed by the State to meet modern challenges in order to take advantage of their
capacity and knowledge to enhance output and economic growth instead of

dismantling them.

1.8 Conclusion

The Washington Consensus has since 1989 when it was designed to resolve the economic
woes of Latin America, become the mantra of the IMF and the World Bank for addressing all
economic problems of any country which turns to them for assistance. Underpinning the
policies of the Consensus is market fundamentalism which has been spread by globalisation
in the last three decades and particularly after the collapse of communism in the 1990s.
Advocates of market fundamentalism and for that matter the Washington Consensus, argue
that the inefficiencies of government are relatively large while the inefficiencies of the
market are relatively small. Government is therefore more of the problem than the solution
hence, its role in the economy must always be limited while that of the market should be
enlarged. Of much greater concern is the belief of the Bretton Woods institutions that the set
of policies of the Washington Consensus is the only right one for every country to achieve
economic growth and development irrespective of its context making it “one size fits all”.
However, the Consensus has failed to achieve the expected results in many of the countries
where it was forcefully imposed. In Latin America for instance, Chile is the only success
story even in relative terms while it failed in Russia and most of the transition CEE
economies and in Africa as well. Consequently, many Latin American countries have adopted
neo-structuralism as an alternative model to neo-liberalism, a model adopted by this thesis as
the theoretical framework for the study because it helps to analyse and comprehend the role
of the State in Ghana’s cocoa sector. Additionally, in countries like the East Asian tigers,
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China and Poland which challenged the “one size fits all” approach and refused to strictly
adhere to the policies of the Consensus and allowed the State to play influential role in the
economy, growth was achieved. East Asia became the fastest growing economy in any part of
the world while China’s economic growth, made possible by its “dual model”, remains one of
the greatest challenges to the Consensus. The success of these countries could also be
attributed to their refusal to dismantle their local institutions relying on their capacity and
knowledge to promote growth by adopting the “gradualist” approach instead of the “shock
therapy” favoured by the Fund and the Bank. Ghana also blazed the trail when it adopted a
“meso model” in its cocoa sector by refusing to dismantle its cocoa marketing board
(COCOBOD) despite the pressure imposed by the Fund and the Bank which has enabled it to
continuously produce the finest cocoa in the world over the years. It demonstrates the power
of the State to stand up to the might of influential international organisations like the IMF and
the World Bank. It is worth stating that a country’s context (i.e. history, legacies, “institution”
etc) is significant in shaping policies to achieve growth and development and that the State
should play a significant role in guiding a developing nation to integrate into the global
economy. Globalisation has also come to stay, therefore it will be in the interest of every
nation to manage the downsides and take advantage of its benefits. In addition, globalisation
has made the State stronger and not weaker, therefore efforts must be made to improve the
efficiency of the market and the State because they both have their failures and to strike the
right balance between them at all times. This chapter has reviewed the literature with
emphasis on the significant roles of the State and the market in the economy which underpin
most of the key development models. In the next chapter, a look is taken at the development
models adopted in Ghana by the various governments after independence in 1957 which
culminated in the country turning to the IMF and the World Bank for assistance in 1983 and

the cocoa sector reforms in 1993.
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CHAPTER 2

A REVIEW OF GHANA’S POLITICAL ECONOMY PRIOR TO THE
1983 ECONOMIC REFORMS AND THE 1993 PARTIAL COCOA
SECTOR REFORMS

2. Introduction

This chapter provides the background and context for this study. It first provides a brief
geographical and historical backdrop of Ghana before examining its political economy. It
reviews the development models adopted by the various governments since the country
attained independence in 1957 in pursuit of economic growth and development. The last
segment of the chapter looks at the Economic Recovery Programme adopted in 1983 and
what necessitated Ghana turning to the International Monetary Fund (IMF) and the World
Bank for assistance. The recommended policies of the Bretton Woods institutions to Ghana
are also examined with the focus on how Ghana managed to negotiate with the Fund and the
Bank to adopt the unique “meso model” of partial liberalisation of the cocoa sector, the
mainstay of the country’s economy. The chapter also examines the recommended policies

Ghana implemented and why.

2.1 Ghana: Geographical Context, Administrative and Cocoa Regions

Ghana is divided into three main geographical zones: the savannah grassland predominantly
in the Northern, Upper East and Upper West regions; the forest in the middle belt mostly in
the Eastern, Central, Ashanti, Brong Ahafo and Western regions, and the sandy, swampy
mangrove lands along the coast (Buah, 1998), in the Greater Accra, southern Volta and

Central regions (see figure 2.1 below). The forest covers an area of about 8.2 million ha (i.e.
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34.5%) with the savannah spreading over an area of about 15.6 million ha (i.e. 65.5%). The
forest is where tree crops like cocoa and coffee are cultivated and is considered the most
important vegetation economically. The country lies within the tropics and has monthly
average temperatures ranging between 20°C and 30°C. It has two main seasons, the dry and
wet or rainy. The dry is from October to March while the rainy is subdivided into two. The
heavy rains fall from April to the end of July and light rains from August to September
(Amenumey, 2008, p.1). However, too much rain is not conducive to cocoa farming because
the cocoa pods turn to rot and in addition cocoa farmers in Ghana rely solely on the sun to
dry their cocoa beans. Ghana’s population was estimated at 24.2 million in 2010 (Ghana
Statistical Service). The country is divided into 10 administrative regions: Upper West, Upper
East, Northern, Brong Ahafo, Ashanti, Eastern, Central, Western, Greater Accra and Volta
with 6 of them (Eastern, Western, Ashanti, Brong Ahafo, Central and Volta) producing cocoa
(see figure 2.1 below). The administrative regions are however different from the cocoa
regions which COCOBOD has divided into 7 (i.e. Eastern, Western North, Western South,
Ashanti, Brong Ahafo, Central and Volta) for administrative convenience. Western region is
the leading producer, producing an annual average of about 56.4% of the national output,
followed by Ashanti 17%, Brong Ahafo 10.3%, Eastern 8.3%, Central 7.9% and Volta 0.1%

(see section 3.8 and Table 3.1).
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Figure 2.1 The Administrative and Cocoa Regions of Ghana
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2.2 Colonial Times

The country was known as the Gold Coast® until it gained independence from the British on March 6,
1957. The British ruled over the Gold Coast from 1820 until 1957 when Ghana became the first black
African country to obtain independence under the leadership of Dr. Kwame Nkrumah. However, the
Portuguese were the first Europeans to have arrived at Gold Coast in January 1471 and for two
centuries built settlements and traded with the people. Later, other Europeans like the Dutch and
British also followed the Portuguese to trade with the natives (Buah, 1998, p.65). At independence,
Gold Coast was renamed Ghana after the medieval Empire of West Africa where they thought the

ancestors of the inhabitants of the present country might have migrated from. Like most African
countries, Ghana inherited a colonial economic structure which had the export sector as the

most dynamic and profitable with the agriculture sector the most buoyant, propelled by

® Gold Coast was given its name by the Portuguese, the first Europeans to have landed at the shores of the
country in the 15™ century because they found gold in abundance when they first got there.
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cocoa. During the period of the British administration (1820-1957), the focus was more on
producing products which supported “imperial trade”, such as cocoa, which was exported to
feed the chocolate factories in Europe and America, without any efforts made to add value to
the beans in Ghana. Foreign exchange reserves were built, but this was not used to provide
the required infrastructure for industrialisation for economic advancement. For instance,
primitive agriculture was promoted instead of mechanised. As a result, at the time of
independence in 1957, Ghana had accumulated large foreign exchange reserves of about
£200 million (Amenumey, 2008, p. 217); Leith had it as US$500 million and a per capita
income of about US$300 per year (Leith, 1996, p. 2). The British administration adopted the
neo-liberalism model with the market having a dominant role in the economy. Cocoa was the
main export earner and commanded a good price of £247 per tonne (Amenumey, 2008, p.
217). A culture of “non industrialisation” however developed in Ghana during the colonial
rule which did not promote industrialisation. Sydney Caine stated that ““it was a lucky
accident if a colony had a Governor capable of conceiving and carrying out development”
(cited in a footnote in Frimpong- Ansah, 1996, p. 7). At independence, Ghana’s foreign debt
stood at £20 million with a balance of payment deficit of £13.3 million (Jonah, 1991,

Frimpong- Ansah, 1996).

To understand the reasons for the Economic Recovery Programme (ERP) Ghana adopted
in 1983, and subsequently the partial reforms of the cocoa sector in 1993, it will be helpful to
know the country’s pre-existing political economy, especially the development models
adopted by the various governments after independence and how they impacted on the
economy before the ERP. In pursuit of economic growth and development after
independence, Ghana has alternated between the ISI or an inward-development approach

with the State dominating the economy, and neo-liberalism where the market was the
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dominant force in the economy, under nine (9) different Heads of State (both civilian and

military) before the 1983 economic reforms. A total of about 11 years were spent adopting

the inward development approach and about 10 years using the free market model (see Table

1.1). In this chapter the focus is on how these models impacted on the cocoa sector the

mainstay of the economy (see Table 2.1 below). Frimpong- Ansah (1991, p.132) stated that the

right method of measuring the effects of the State’s policies on the cocoa sector is by estimating

the direct and indirect effects on production as Krueger et al. (1987) suggested. The direct

effects are defined by Krueger et al. (1987) as policies on: taxes and subsidies; restrictions on

trade; and domestic price restrictions, while the indirect effects are distortions in the economy

resulting from deviations from the official exchange rate from the equilibrium exchange rate

(Frimpong- Ansah, 1991, p.132). Table 2.1 below summarises the period of each government,

the development model (i.e. policies) it adopted and its effects particularly on the cocoa sector.

Table 2.1 Development Models Adopted by Ghana and their Effects on the Cocoa Sector from

1957-2008
Leader/ Period Dev. Model Adopted | IMF/W. Bank Policies/Results
Dev. Policy
Agenda

Dr. Kwame
Nkrumah
(Civilian-
Elected)

1957-1966 (Feb)

(IS1- African
Socialism)

Objective: -

to achieve rapid
industrialisation and
economic
independence

Free Market
Reforms (Neo-
liberal
orthodoxy).
But the ISl was
in vogue in
Latin America

Policies: Influential role of the State in the economy.
Refused to devalue the currency (i.e. cedi).

(i)abolished the multiple buying system of private
licensed companies (LBCs)(ii) Ghana Farmers’ Co-
operative Council became the only cocoa buying
company (iii) Ghana Cocoa Marketing Board (GCMB)
later COCOBOD), only exported cocoa- monopsony
powers (iv) subsidised inputs for cocoa farmers (v) Mass
spraying of cocoa farms free of charge (vi) decrease in
nominal producer price by 50% while the cocoa farmer’s
share of the fob price also declined by 28.6% (vii)
revenue of cocoa used to lay foundation for
industrialisation.

Results: cocoa production increased by 60% (ii) inflation
rose from1% to 14.8%.

Lt. General J.A.
Ankrah
(Military)

1966-1969

Neo-liberalism

Objective:
to revive the ailing
economy

Free Market
Reforms (Neo-
liberalism)

Policies: Liberalised the economy. Large market role in
the economy (i) devalued the cedi by 30 % (ii) abolished
the single buying system and re-introduced the LBCs (11
LBCs operated). (iii)GCMB still had monopsony export
power (iv) nominal cocoa producer price increased by 40%
but cocoa farmers’ share of the fob price decreased
by19.44%.

Results: (i) cocoa output declined by 14.4% (ii) inflation
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reduced from 22.7% to 6.5%.

Lt. General
A.A.Afrifa
(Military)
1969(Apr-Sep)

Neo-liberalism

Free Market
Reforms (Neo-
liberalism)

Large market role in the economy.
Continued with the NLC’s liberalisation policies.

Dr. K.A. Busia
(Civilian-Elected)

1969-1972 (Jan)

Neo-liberalism
(Shock Therapy)
Objective:

to totally overhaul the
economy to promote
growth

Free Market
Reforms
(Neo-
liberalism)

Policies: Fully liberalised the economy. Large market
role in the economy. (i) devalued the cedi by 42 % (ii) No
increases in cocoa producer price; (iv) cocoa farmers’ share
of the fob price dropped by 0.24%; (iii) LBCs operated;
(iv) GCMB had only monopsony export power in the
market.

Results: (i)cocoa output increased by 2.5% (ii)inflation
dropped from 6.5% to 3% (iii) real GDP growth 5.56%

Lt. Col LK. Self-reliant model Policies: Greater role of the State in the economy.
Acheampong or Inward Dev Free Market (i) Reversed the devaluation and re-valued the cedi by
(Military) (Similar to ISI) Reforms 44% (ii) abolished the LBCs and re-introduced the single

(Neo- buying system (iii) increased cocoa nominal producer
1972-1978 Objective: National liberalism) price by 263% but cocoa farmers’ share of the fob price
self- reliance declined by 17.25%.

Results: (i) GCMB given both monopoly and monopsony

powers in the market (iii) national cocoa output declined

by 35.7% (iv) inflation rose from 3% to 116.5% (v) real

GDP growth rose from -2.5% to 8.48%
Lt.Gen. Neo-liberalism Free Market Policies: Liberalised the economy. Large role of the
F.W.K.Akuffo Objective: to restore | Reforms market in the economy. (i) devalued the currency by 60%
(Military) the health of the (Neo- (ii) currency demonetisation (iii) increased cocoa producer
1978-1979 (5 ailing economy liberalism) price by 100% but farmers’ share of the fob price declined
July -3 June) by 9.5% (iv) GCMB still had monopoly and monopsony

powers in the market.

Results: (i) cocoa output declined by 2.3% (ii) inflation
declined from 116.5% to 54.5% (iii) real GDP growth fell
from 8.48% to -7.82%.

FIt J. J. Rawlings
(Military)

1979 (4 June-

“House Cleaning”
Objective: to
eradicate social and
economic vices;

Policies: Tried and executed 3 former Heads of State and
others for economic crimes against the State; enforced
price controls and collection of tax.

Results: government revenue ratio to GDP increased from

23Sep) redeem the army’s 6.6% to 9.9%; adverse effect on private working capital.
image
Dr. H. Limann Refused to reform Free Market Policies: (i)increased cocoa producer price first by almost
(Civilian) (Didn’t adopt any Reforms 50% and then by 200%
clear cut dev. (Neo- (if) GCMB still had both monopoly and monopsony
1979-1981 model) liberalism) powers in the market
Results: (i) output of cocoa increased by about 12% (ii)
inflation increased from 54.5% to 116.5% (iii) real GDP
declined from 6.25% in 1980 to -3.5% in 1981.
FIt J. J. Rawlings Socialism Free Market Policies: Neo-Marxist populist policies.
(Military) (1982-83) Reforms Large role of the State in the economy
1981(31Dec)- Objective: Inward (Neo- Cocoa price not increased
1992 dev. Or national self- | liberalism) Results: (i) national cocoa output declined by 25% (ii)

reliance

Free Market
(1983-1992)

Objective: to revive
the economy and
integrate into the
global economy

Free Market
Reforms
(Neo-
liberalism)

inflation declined from 116.5% to 22.3%, and real GDP
from -3.5% to -6.92%.

Policies: Fully liberalised the economy. Large role of
the market in the economy

(i) GCMB (COCOBOD) still had monopoly and
monopsony powers in the market but was restructured.
Results: (i) cocoa price (nominal-cedi) rose by 1,993%
and by 7.5% ($) (ii) farmers’ share of fob price increased
by 12% (iii) cocoa output increased by 36%; (iii) by
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1990 COCOBOD'’s staff strength had been reduced
from 140,000 to 42,000 (iv) inflation rose by100.5%

FIt J. J. Rawlings

“Meso Model”

Free Market

Policies: Partial liberalisation: Neo-structuralism (i)

(Elected- (Cocoa Sector Reforms re-introduction of the multiple buying system —LBCs
Civilian) Reforms in1993) (Neo- increased from 4 to 14 (ii)COCOBOD had monopsony
Objective: to liberalism) power (iii) increased nominal cocoa producer price by
1993-2000 increase farmers’ 630.5% while farmers share of fob price increased by
share of fob price; 24% (iv) COCOBOD divested its cocoa plantations plus
reduce the the 3 cocoa grinding companies (vi) free zone incentives
operational cost of for cocoa processing companies.
COCOBOD and Results: (i) national cocoa output increased by 71.6%
add-value to more (i) inflation declined from 122.8 to 24.9%
cocoa beans
Mr John A. Neo-liberalism Free Market Policies: Continued with the liberalisation of the
Kufuor (Civilian) Reforms economy and the neo-structuralism approach to the
2001-2008 (Continued with the | (Neo- cocoa sector.
“Meso Model” liberalism) (i) nominal cocoa producer price increased by 245.3%

in the Cocoa Sector)

while farmers’ share of fob price also increased by 6%
Results: (i) national cocoa output increased by 90% (ii)
No. of LBCs increased from 14 to 26.(iii) No. of
grinding companies increased from 3 to 7; cocoa ground
increased by 61.7% (i.e. 18.7% of national output) (iii)
inflation declined from 33.6% to 16.5%

Source: Author

2.3 The Nkrumah Regime (1957-1966)

Dr. Kwame Nkrumah adopted the import substitution industrialisation (ISI) model of

development in 1961 (Gyimah-Boadi and Jeffers, 2000, p. 339), in line with what Prebisch

and the Economic Commission for Latin America (ECLA) did in Latin America (see sections

1.3 and 1.3.1). As a result, the State wielded a greater control in the economy (see Table 1.2).

Nkrumah believed that for Ghana to achieve economic independence, the State had to control

and own the major means of production, distribution and exchange (Baah-Nuakoh, 1997,

p.133), and act as a catalyst to development (see Table 1.1). He therefore abandoned the open

market economy approach adopted by the British and adopted a socialist system of

government known as African Socialism, an approach with a focus on economic development

as “the path to national self-determination and true independence” with socialism promising a

new beginning and an alternative to the generally accepted leading capitalist system

(Herrschel,2007, p.169). As part of his ISI model, Nkrumah abolished the multiple-buying
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system of cocoa by private licensed buying companies (LBCs) in 1961 and granted Ghana
Farmers’ Co-operative Council (GFCC) monopoly in the market to purchase cocoa while
Ghana Cocoa Marketing Board (GCMB) which later became known as COCOBOD also had
monopsony power to export cocoa in the country (see section 5.5.5). According to Austin,
Nkrumah'’s efforts between 1961 and 1966 was a ‘big push’ aimed at achieving “an industrial
base, a welfare state and economic independence” which got political radicals and
development economists all over the word excited because it was a practical demonstration of

a theory (Austin, 1996, p.554).

Nkrumah used revenue from cocoa to lay the foundation for rapid industrialisation but
took advantage of the Cocoa Duty and Development Funds (Amendment) Act, 1954 to reduce
the producer price paid to cocoa farmers in 1959 to siphon money from the sector for
development in other sectors of the economy. For instance, Nkrumah’s grandiose Seven-Year
Development Plan, made cocoa farmers worse off (Frimpong-Ansah, 1991, p.86). The
nominal producer price decreased from 353 cedis in 1956/57 to 176 cedis in 1965/66 (i.e.
50%) with the farmer’s share of the free on board (fob) price also declining from 80.21% to
51.59% within the same period (see Table 2.2 below). Nkrumabh stated that “by using cocoa
funds for development and for providing amenities, it will be possible to improve the general
standard of living in the country as a whole at an early date” (cited in Frimpong- Ansah,
1991, p.90). The government subsidised inputs for cocoa farmers and sprayed their farms
against pests and insect diseases free of charge. This led to then unprecedented cocoa output
of 591,031 tonnes in 1964/65 (see Table 2.2). However, the transfer of financial resources
from the agriculture division in general and the cocoa sector in particular to promote
industrialisation, led to the decline of the sector. Toyi (1991) argues that “a permanent and

sizable wedge was driven between the global fob cocoa price and the price paid to the
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producer. This price wedge comprised of, (a) internal marketing charges and (b) internal

taxation of cocoa producers” (Toyi, 1991, p.151), however, the revenue from the

“overtaxation of cocoa producers” was not used by government to create profitable industries

which could export non-traditional goods, or import substitution industries which were

efficient and profitable. Frimpong- Ansah also stated that by his “patriotic drive for

modernization” Nkrumabh failed to appreciate the demand imposed on the weak and fragile

peasant productive structure which remained fragmented and ill developed as it had been

over the years (Frimpong- Ansah, 1991, pp.90-91).

Table 2.2 Cocoa Production/Producer Price (1956/57 - 1965/66)- Nkrumah’s Regime

Year Total Ghana’s Producer | FOB $/ Farmer’s Share
Production | Production in Price of Producer
(Sce:zggc?r?) (Tonnes) \F/>Vorld _ (Cedl) Tonne Price in FOB
roduction (%) (Achieved) (%)

1956/57 259,788™* | 28.52 353 *x 80.21
1957/58 209,765 26.69 317 *x 44.85
1958/59 259,572 28.12 264 ** 48.66
1959/60 322,223 30.60 264 ** 50.40
1960/61 439,159 37.47 264 152.62 64.98
1961/62 415,186 36.13 264 138.24 71.75
1962/63 428,018 36.52 264 142.94 69.39
1963/64 427,782 35.35 264 155.85 63.64
1964/65 591,031 39.27 264 149.90 66.17
1965/66 415,753 34.05 176 112.12 51.59

Source: Compiled by Author **Figures for achieved FOB prices for 1956/57-1959/60 were not

available.

%* Figures used for the Tables in this Chapter were obtained from Ghana Cocoa Board Research Department

unless otherwise stated.
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The protectionism aspect of the ISI model led to increase in the price of agriculture inputs,
while the over taxation of cocoa farmers to promote industrialisation led to a decrease in
producer price and the overvalued currency (i.e. cedi) also as an indirect taxation of
agricultural exports. The ISI model typically encouraged rural-urban transfer of resources in
order to pay for the new industries which adversely affected the growth of the agricultural
sector especially the cocoa industry. The new industries created could only survive under
protection and their poor financial operations were borne by the State which increased public
expenditure. By 1965, Nkrumah had established 22 state-owned factories of which only two
were making profits because the high cost of raw materials affected the cost of production and
eventually the price of goods produced. Nonetheless, the share of manufacturing in GDP
increased from the meagre 0.8% in 1955 to 2.3% in 1961 and 9.7% in 1965(Killick, 2000, p.
63). Nkrumah was so determined to pursue his ISI agenda that he raised short-term loans at
very high interest rates to import essential inputs for these factories in the absence of foreign
exchange. In line with the ISI approach, State enterprises were protected and imports
regulated to give preference to the capital and intermediate goods urgently needed by the
industries (Toyi, 1991; Gyimah-Boadi and Jeffers, 2000). This Toyi (1991) argues was a key
fundamental policy mistake, though one could also argue that protecting infant industries is
not altogether typical of the ISI model. The macroeconomic situation deteriorated and fiscal

deficit rose from 3% in 1960 to 9% in 1965 (Killick, 2000, p. 63).

Consequently, Ghana’s foreign debt increased to £400 million by the beginning of 1966
from £20 million in 1957(Amenumey, 2008, p.223), an increase of 1,900%. Other indicators
of a decline in the economy were: cocoa export ratio to GDP declined from 13.8% in 1957 to
7.7% in 1966; inflation entered double digits at 22.7 % from 1% for the same period; savings

dropped from 18% in 1958 to 8% in 1966, national reserves went into deficit dwindling from

88



35.3 % of GDP in 1955 to -1.8 % in 1966 (see Appendix 2A). The currency (cedi) became
over valued but Nkrumah refused to devalue it and also to reform the economy irrespective of
pressure from the IMF and the World Bank. The deterioration of the economy however,
could also be attributed to an external factor like the worsening terms of trade for cocoa, the
major export earner, which declined by 26.5% from $152.62 in 1960/61 to $112.12 in

1965/66, one may argue (see Table 2.2).

Frimpong-Ansah (1991) stated that under Nkrumabh, the public service was politicised
which resulted in inefficiency and oppression. To spread his political doctrine and ideology
of African socialism (see section 1.2.1), Nkrumah also established the Kwame Nkrumah
Ideological Institute at Winneba (about 60 miles west of Accra). President John Atta Mills,
the current President (2009) of the country is a product of the institute. Nkrumah also made
Ghana a one party state (Convention People’s Party-CPP) in 1964 and created “Wings of the
Party”: the Trade Union Congress (TUC), the United Ghana Farmers’ Council Cooperatives
(UGFCC), National Union of Ghana Students (NUGS), the Young Pioneers (YP) and the
Workers Brigade (WB). The main objective was to use these groups to asphyxiate any
opposition to him and to also gain full authority over the party. All workers for instance,
became members of the TUC, farmers the UGFCC, students the NUGS and pupils the YP.
The UGFCC decided to accept lower producer prices for cocoa (see Table 2.2) and to donate
farmers’ funds for development (Frimpong-Ansah, 1991, pp.97-98). The Preventive
Detention Act passed in 1958 gave the government the power to arrest and detain anybody
for five years without trial and was used to stem the spread of opposition to Nkrumah. He had
the powers to dismiss judges of the High Court at any time for reasons he deemed fit and
appointed those who headed the State owned newspapers and Trade Union Congress (TUC)

(Amenumey,2008, pp.220-230). Nkrumah controlled the media by establishing a hierarchical
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state institutional network like the Ministry of Information, Ghana News Agency, Ghana
Broadcasting Corporation and his own press, the Guinea Press Limited, which later became the New
Times Corporation and bought the Daily Graphic in 1963 to incorporate it into the state apparatus.
The Daily Graphic (the leading newspaper in Ghana) and its sister paper the Mirror, and the Ghanaian
Times and its sister paper the Weekly Spectator (published by the New Times Corporation) became
State owned news papers and the mouth piece of government. The Pioneer, a private newspaper was
subjected to repeated censorship and eventually closed down while its editors were jailed. As a result
of all this, there was no opposition in parliament, freedom of the Judiciary, of the press and of
speech in Ghana which also impacted adversely on the development of civil society.
Nkrumah'’s dictatorial powers coupled with his ISI policy created political suppression and
economic hardship in the country culminating in the overthrow of his government by a group

of army and police officers led by Colonel E.K. Kotoka in a coup d’état on 24 February 1966

(Amenumey,2008).

Nkrumah was accused of having left behind a legacy of economic decline, a fragile
external sector, a weak fiscal structure and huge debts (Frimpong- Ansah, 1991, p. 97).
However, Nkrumah is also remembered for laying the foundation for Ghana’s industrial take
off by providing the needed transport infrastructure and facilities like a manmade harbour at
Tema (about 25 km east of Accra, the capital, constructed in 1960), and the Akosombo Dam
(built in 1965), which still provides energy for industrial and domestic use. He is also
credited with social gains especially the investments he made in education and public health.
Arguably, Nkrumah'’s best legacy is the level of global height that he raised African and
Black consciousness to which no African leader has been able to equal (ibid), albeit at the
expense of money that could have provided facilities for domestic development. He
immensely assisted the emancipation of Africa from colonial rule and was one of the founding

fathers of the Organisation of African Unity (OAU) formed in 1963, now African Union (AU).
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2.4 The National Liberation Council (NLC) Regime (1966-1969)

The top brass military and police personnel who toppled the Nkrumah government formed the
National Liberation Council (NLC) with Major General Joseph Arthur Ankrah as leader and
Head of State. The NLC put paid to Nkrumah’s ISI policies and adopted the liberal paradigm of
development in an attempt to fix the economy. They turned to the IMF for assistance and fully
liberalised the economy limiting the role of the State and enhancing that of the market in the
economy (see Table 2.1). The State owned enterprises (SOE) were privatised to cut down public
expenditure however, this was not far reaching enough because out of the 47 SOEs only 4 fairly
small ones were sold. The irony is that the NLC government even created 5 new ones between
1966 and 1969. All State farms were closed down and their sixty-five thousand (65,000) highest
paid employees laid off. The negative aspect of this policy was that by 1968 the unemployment
situation in the country had gone from bad to worse which resulted in an unprecedented increase
in crime. The positive aspect of the reforms however was that between 1965 and 1969 inflation
drastically declined by 16.2% while cocoa export ratio to GDP increased from 7.7% in 1966 to
11.1% in 1969. With cocoa as the mainstay of the economy, cocoa revenue impacted on
government spending and imports: government expenditure ratio to GDP increased from 18.3%
to 19.8% while total imports ratio to GDP also increased from19.6% to 21.4% from 1966 to
1969; however net reserves ratio to GDP declined from -0.5% to -5.2 for the same period (see
Appendix 2A; Nkrumah, 1973, p.416; Frimpong-Ansah, 1991, pp.99-102; Gyimah-Boadi and

Jefferies, 2000, p. 33; Amenumey, 2008, p.224 and 240- 242).

To stimulate cocoa production, the NLC government jacked up the nominal cocoa producer
price from 176 cedis per tonne in 1965/66 to 198 cedis in 1966/67 (i.e. 12.5%) immediately
after assuming power and by 1968/69 had increased it by 40%. Though the fob price increased
by 119% during the same period, the cocoa farmers’ share of the fob price decreased by 19.44%
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(Table 2.3) therefore cocoa farmers remained worse off under this regime just like under
Nkrumabh in terms of their share of the fob price. The multi-buying system of cocoa by LBCs
was re-introduced in 1966 after the overthrow of Nkrumah but was limited to only Ghanaian
companies (see section 5.5.5). However, GCMB (i.e. COCOBOD) was still the sole exporter

of cocoa in the market.

Table 2.3 Cocoa Production/Producer Price (1965/66 -1968/69) - NLC’s Regime

Year(Cocoa | Total Ghana’s Producer | FOB Farmer’s Share
Season) Production | Prod. in Price $/Tonne of Producer
(Tonnes) World (Cedi) ) Price in FOB

Production (Achieved) | (gp)
(%)

1965/66 415,753 34.05 176 112.12 51.59

1966/67 381,353 27.96 198 167.80 46.83

1967/68 430,665 3141 238 201.60 41.47

1968/69 355,588 28.27 247 245.68 32.15

Source: Compiled by Author

Corruption, one of the charges the NLC levelled against Nkrumah’s government, reared its ugly
head at the topmost level of the military government. In April 1969, Lt. General Akwasi
Amankwaa Afrifa (then Brigadier), a member of the NLC and one of the ring leaders of the
1966 coup took over from Lt General J. A. Ankrah, as Head of State and Chairman of the NLC
when Ankrah was compelled to resign after admitting having collected bribes from foreign
companies. After taking power, the NLC freed all the jailed private journalists and because it
adopted a libertarian policy, there was a limited state control of the media. The government
created the Centre for Civic Education (CCE) headed by Dr. K.A. Busia to educate Ghanaians
about their rights and civic duties; restored free press, freedom of speech and lifted the ban on
party politics . It conducted elections on 29 August 1969 and handed over power on 1

October1969 to a constitutionally elected government of the Progress Party (PP) led by Dr. Kofi
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Abrefa Busia who became the Prime Minister of the country (Buah, 1998, pp.195-196;
Amenumey, 2008, p.243). It could be argued that Busia’s position as the Chairman of the CCE,
might have given him a head start among his political opponents during the elections because he
toured the entire nation, interacted with the electorates and became popular among them before
the ban on party politics was lifted by the NLC government. He later used the contacts he made

for his political party (Amenumey, 2008, p.243), and to enhance his political ambition.

2.5 The Busia Regime (1969-1972)

Busia was more committed to the market-oriented paradigm and implemented far reaching
liberalisation policies like devaluation and deregulation of the financial and trading sectors. For
instance, he devalued the national currency (i.e. cedi) by 42% on 27 December 1971, liberalised
imports and abolished all import controls. He ensured a more prominent role of the market in the
economy than the State and imposed a strong fiscal policy by cutting down on government
expenditure and improving revenue generation (see Table 2.1). As part of his fiscal policy, Busia
reduced the perks and perquisites of civil servants, imposed heavy taxes under the National
Development Levy in his 1971 budget and replaced the government grants to students of the
three universities with a loan scheme to be repaid after graduation. Trade and exchange controls
were relaxed and foreign borrowing was made attractive as part of measures to open up Ghana’s
economy to foreign trade and investment. Through the Open General License (OGL) scheme
which permitted the importation of items without official authorisation, imports were more
liberalised with the OGL accounting for 33% to 75% of commodity imports from1970 to 1971.
The cedi price of imports rose by about 90% due to the devaluation. The government also
embarked on pruning down the surplus labour in the State enterprises between 1970 and 1971 to
regulate government expenditure (see Frimpong-Ansah, 1991, p.107; Gyimah-Boadi and
Jefferies, 2000, pp. 33-34). But just like the NLC, Busia created two State organisations and by
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that demonstrated his support for State ownership. On the whole, Busia’s privatisation policy

foundered just like the NLC’s (Frimpong-Ansah, 1991, p. 102).

However, Busia is revered for his achievements in rural development and created a separate
Rural Development Ministry which was a novelty. He built roads and provided social amenities
in the rural areas. Buah (1980) stated that “the implementation of the government’s rural
programme gave hope to Ghana’s hinterland. At least some of the impoverished rural masses
saw new health centres and roads spring up at places previously considered too remote for such
projects” (Buah, 1980, p. 198 cited in Amenumey, 2008, p. 249). However, with all these
laudable efforts to enhance the well-being of rural dwellers, cocoa farmers who form a
significant proportion of the rural population were disappointed by Busia because the nominal
producer price of cocoa remained at 294 cedis (about $107) throughout his two and half year
rule while the farmer’s share of the fob price ranged between 39% and 42% during his reign
(Table 2.4 below). The domestic marketing system of LBCs buying cocoa while GCMB solely
exported also remained unchanged. As someone who believed in the operations of the market
forces, Busia should have rather increased the cocoa farmers’ lower share of the fob price by
increasing the producer price, which fell by 16.15% relative to food prices from 1969 to 1971 at
1963 prices (Nyanteng, 1980, Frimpong-Ansah, 1991). As a result, cocoa farmers were not
motivated enough to increase their output, and there was increase in smuggling of cocoa by
cocoa farmers along the borders of neighbouring countries like Togo (East) and Cote d’Ivoire
(West) (see figure 0.1) where the producer prices offered cocoa farmers were higher than

what Ghana paid.
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Table 2.4 Cocoa Production/Producer Price from 1969/70 - 1971/72- Busia’s Regime

Year Total Ghana’s Prod. | Producer | FOB Farmer’s Share

(Cocoa Production | in World Price $/Tonne of Producer

Season) (Tonnes) Production (%) | (Cedi) ) Price in FOB
(Achieved) (%)

1969/70 417,457 29.48 294 312.23 39.49

1970/71 427,894 27.48 294 227.48 39.25

1971/72 469,864 29.66 294 250.47 42.12

Source: Compiled by Author.

Another problem which beset the cocoa industry was unavailability of basic farm inputs like
pesticides and fungicides for cocoa farmers. The introduction of the Aliens Compliance Order in
1970 by the Busia government, which expelled over one million non Ghanaians from the
country also created shortage of farm hands compounding the labour problem on cocoa farms
since most of the hired farm hands were from neighbouring West African countries like Nigeria,
Benin and Burkina Faso (see figure 0.1; Amenumey, 2008, p.245), and also impacted adversely
on cocoa output. By 1971, cocoa export ratio to the GDP had declined by 2% of the 1969 ratio
when Busia took office with real GDP growth rate also declining from 6.78% in 1970 to 5.56%
in 1971 and further declining to -2.5% in 1972 (see Appendixes 2A & 2C). Despite efforts by
Busia to reduce government expenditure, the ratio of government expenditure to GDP increased
from 19.8% in 1969 to 21% in 1971, while fiscal deficit ratio to GDP also rose from 1.4% in
1970 to 2.3% in 1971. However, inflation declined from10.7% in 1969 to 8.8% in 1971 (see

Appendixes 2A & 2C).

The neo-liberal policies implemented by Busia made him unpopular, particularly the
devaluation of the cedi, retrenchment of many government employees, the dismissal of 568
public servants referred to as “Apollo 568 and his refusal to reverse the decision when the

court ruled against it. His popularity was further dented when he tried to suppress press
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freedom by sacking the editor of the leading national newspaper the Daily Graphic for
opposing his decision to dialogue with the apartheid South African government in 1971, and
also when he abolished the Trade Union Congress (TUC) (Amenumey, 2008, pp.245-246). In
opposition, Busia was revered as a great democrat and defender of the people but in
government his deeds proved otherwise. It is surprising that as a neo-liberalist, Busia tried to
stifle the growth of civil society, freedom of the Judiciary and the press. Consequently, the
judges, workers and students whose displeasure he had incurred ganged up against him and
fed on the economic hardships his devaluation policy created. The military took advantage
and Busia’s government was overthrown in a military coup on 13 January 1972 by Lt.

Colonel Ignatius Kutu Acheampong who formed the National Redemption Council (NRC).

2.6 The National Redemption Council (NRC) Regime (1972-1975)

Lt. Col. I. K. Acheampong gave two main reasons for staging the coup. Firstly, the excessive
rate of the devaluation and secondly, the reduction in the real income of the military and public
servants. He accused Busia of taking away the few privileges the Army enjoyed under
Nkrumah. As a result, Acheampong immediately restored all benefits and allowances to the
public servants (Frimpong-Ansah, 1991, p. 108; Gyimah-Boadi and Jeffries, 2000, pp34-.35;
Amenumey, 2008, p.250), which led to increase in government expenditure. Busia later
described the coup as “an officers’ amenities coup arisen from their grievances at my efforts to

save money” (cited in Gyimah-Boadi and Jeffries, 2000, p.34).

Acheampong adopted the” inward development” or “national self- reliant” model similar to
Nkrumah’s ISI and instituted stringent and comprehensive import and price controls. He
reversed all the free market policies implemented by Busia, limited the role of the market in the
economy and hugely enhanced that of the State (see Table 2.1). The government took over

majority shares in the private mining and leading industries owned by foreigners and after
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promulgating the Investment Policy Decree transferred to Ghanaians the “Commanding Heights
of the Economy” (Gyimah-Boadi and Jeffries, 2000, p.35). On agricultural development,
Acheampong implemented two programmes-the “Operation Feed Yourself” (OFY) and
“Operation Feed Your Industries” (OFY1) in February 1972 to revitalise the agriculture sector.
OFY focused much on food production to ensure food security in the country while the
objective of OFY1 was to produce industrial raw materials to feed the countries industries
(Dordunoo and Nyanteng, 1997, p.3; Baah-Nuako, 1997, p.119). The philosophy of the two
programmes was “national self reliance”. The economy responded positively to these measures
in the first three years of Acheampong’s administration because there was an increase in the
production of the staple food items. Maize production for instance, increased from 402,400
tonnes in 1972 to 485,700 tonnes in 1974, rice from 71,000 tonnes to 732,000 tonnes and
cassava from 2,840,000 tonnes to 3,606,100 tonnes for the same period (see Table 2.5 below).
Ghana exported rice reversing the trend of rice importation and produced greater quantities of
maize and cassava especially in 1973and 1974. The country’s net reserves which had been in
deficit since 1965, for the first time increased in 1972, registering a positive reserve of 4.5% of
the GDP and rose again to 6.1% in 1973 (see Appendix 2A). These increases were remarkable
compared to previous achievements but Frimpong-Ansah (1991) stated that, Acheampong’s
success in the first three years (i.e.1972-1975) could be attributed to the repudiation of the

country’s medium-term external debts (Frimpong- Ansah, 1991, p. 108).
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Table 2.5 Production of Some Staple Crops (‘000 Tons)-Acheampong’s Regime

Year Maize Millet Rice Cassava Yam Plantain
1972 402.4 98.6 71 2,840 678.8 1,669.5
1973 426.8 108.7 62 2,865 686 2,070.8
1974 485.7 154.4 73.2 3,606.1 849.5 2,024.1
1975 343.4 121.9 71.1 2,398 709.2 1,245.7
1976 286.0 144.0 70.0 1,819 575 1,256
1977 274.0 125.0 109.0 1,811 535.0 927

Source: Adapted from Baah-Nuakoh, 1997 (Table 5.5, p. 105).

However, one could also argue that his success could be attributed to the global cocoa
price which began to rise in 1973 a year after he took office and continued to rise
significantly during his term of office (i.e. 1972-1978). The fob price increased by 440.2%
from US$299.37 in 1972/73 to US$1,617.08 in 1977/78 however, the farmer’s share of the
fob price which was less than 50% declined by 17.25% during the same period though the
nominal producer price increased by 263% from 367 cedis to 1,333 cedis (See Table 2.6
below). Consequently, national cocoa output declined by 35.7% which could also be attributed
to smuggling of cocoa and subsidised agricultural inputs like fertiliser and insecticides to
neighbouring countries which paid higher prices for these items. Ghana lost its leadership as the
leading global producer of cocoa to its neighbour Cote d’Ivoire in 1976/77 (see section 4.4).
Cocoa export ratio to GDP declined by 5.1% by 1978, the cedi was overvalued and the higher
rates of inflation reached 116.5% in 1977 (see Appendix 2A). All this led to increase in black
marketing, and also served as disincentive to primary and secondary producers who found
smuggling more lucrative because of the higher prices they obtained in neighbouring West
African countries like Togo and Cote d’Ivoire (see figure 0.1) than what they received at home

(Nyanteng, Seini, 2000).
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Table 2.6 Cocoa Production/Producer Price from 1972/73- 1977/78-Acheampong’s Regime

Year Total Ghana’s Prod. | Producer | FOB Farmer’s Share of

(Cocoa Production | in World Price $/Tonne Producer Price in

Season) (Tonnes) Production (%) | (Cedi) ) FOB (%)
(Achieved)

1972/73 421,843 30.15 367 299.37 43.19

1973/74 354,871 24.44 441 471.00 31.38

1974/75 361,283 23.49 551 612.88 30.38

1975/76 400,321 26.71 588 554.91 33.89

1976/77 324,111 24.15 735 968.32 25.83

1977/78 271,339 18.04 1,333 1,617.08 25.94

Source: Compiled by Author

2.7 Supreme Military Council I (SMCI: 1975-1978)

The NRC metamorphosed into Supreme Military Council I (SMC 1) in October 1975 and

significantly it was in that same year that the reversal of Busia’s neo-liberal policies, particularly

the devaluation and fiscal policies, came back to haunt Acheampong and accelerated the

deterioration of the economy. The cedi, for instance, had become overvalued for more than ten

years and created a major disincentive for exports via official channels. The global oil crisis

which created global inflation and recession in 1974 and 1975 adversely affected Ghana’s

balance of payments and external reserves with the decline in cocoa output also affecting foreign

exchange earnings. Cocoa output declined from 421,843 tonnes in 1972/73 to 271,339 in

1977/78, a lost of about US$ 2.4 million in foreign exchange revenue using the 1977/78

achieved fob price (see Table 2.6 above). The net reserves ratio to GDP which was 0% in 1974

rose to 2.4% the following year but declined again to 0% in 1977. The government ran a deficit
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fiscal policy and the fiscal deficit percentage to the GDP grew enormously from 4.3% in 1972 to
10.9% in 1977 but declined to 8% in 1978 (see Appendixes 2A & 2C). The scarcity of foreign
exchange led to black marketing, and while officially the government imposed rigid controls
on foreign exchange, Acheampong misused the little available by granting his cronies import
licences for foreign exchange which they instantly sold and made huge profits above the
official exchange rate. Toyi states that “Ghana fell under the rule of a kleptocracy” (Toyi,
1991, p.152). Rent seeking became the order of the day. The government also lost control of
the fiscal system, spent more than revenue collected and made up for the difference by
authorising the printing of more money. Money supply increased by 135% in 1977 (Gyimah-
Boadi and Jeffries, 2000, p.33), and inflation skyrocketed to 116.5% in 1977 from 3% in 1970
(see Appendix 2A). The suffering of Ghanaians became worse with cocoa farmers bearing
the brunt because of the heavy tax imposed by government. The low producer price paid to
cocoa farmers also heightened the smuggling of cocoa and cocoa inputs to neighbouring
countries like Togo and Cote d’Ivoire which paid higher producer prices. The government in
1977abolished the multiple buying system of LBCs and gave monopoly to Produce Buying
Company (PBC), a subsidiary of GCMB. GCMB therefore had both monopoly and monopsony

powers for the purchase and export of cocoa in the market similar to what Nkrumah did.

Government revenue declined from 15.5% of GDP in 1975 to 6.6% in 1978 because
businessmen and women had refused to pay their taxes with impunity and government did
nothing about it. Real GDP growth which increased from -2.5% in 1972 to 15.3% in 1973
declined to 2.29% in 1977. Per capita savings rates and net reserves which had increased in
Acheampong’s early years in office also significantly declined from1972 to 1978: savings from
14.3% to 4.1% and net reserves from 4.5% to 0.1% (see Appendixes 2A & 2C). The

dwindling reserves could also be attributed to the reckless issuing of import licenses by

100



Acheampong and other government officials. The low savings could be due to the high risk
environment which frightened investors and negatively impacted on private investment while
public investment was adversely affected by corruption which dissipated the budget (Toyi, 1991,
p. 153). Acheampong increased the salaries of public servants affected by high inflation.
However, this further fuelled inflation, created budget deficits and imposed more pressure on the
economy (Frimpong-Ansah, 1991, p. 110; Amenumey, 2008, pp.251-252). The high inflation
also contributed to the overvaluation of the cedi which Acheampong blatantly refused to devalue
because devaluation of the cedi was one of the charges he levelled against Busia when he staged

his coup as noted earlier. All this impacted on productivity and economic growth.

There was a shortage of essential items which resulted in hoarding, profiteering, black
marketing and general economic malpractices which became known as kalabule, meaning “to
keep the lid shut” or hoard. The government passed decrees making these vices serious offences
for example, smuggling attracted the death penalty but cocoa was still smuggled to Togo and
Cote d’Ivoire with impunity. According to Frimpong-Ansah (1991) “there was virtually
economic anarchy in which every one broke the law” (see Frimpong-Ansah, 1991, p.111). By
the government’s own activities, it licensed corruption, embezzlement and other economic
vices which ate into the social fabric of the Ghanaian society, hence nobody took the
government seriously when it passed the above decrees (Gyimah-Boadi and Jeffries, 2000,

p.37; Amenumey, 2008, p.253).

The economic malaise led to the brain drain of the country’s skilful labour who according
to Toyi (1991) “voted with their feet” because their loyalty was unrewarded and their voices
were either not heard or punished (Toyi, 1991.p. 154). Social and economic infrastructure and
basic amenities broke down, food could not be transported to marketing centres and huge
quantities of cocoa and timber could also not be hauled from growing areas, hinterland and
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depots to the ports. The result was further reduction in foreign earnings and the high price of
food items because of scarcity. GCMB’s (Ghana Cocoa Marketing Board) cost of production
rose to 27 % in 1977 from 8 % in 1967/68 which affected the cocoa farmers’ share of the fob
price and resulted in many cocoa farmers switching to food crop production (Dordunoo and
Nyanteng, 1997, p.4). Ghana was plunged into an economic cesspit which Toyi (1991)

described as “vicious circles of circular and cumulative causation” (Toyi, 1991, p. 152).

Acheampong banned the activities of political parties when he staged his coup, limited the
freedom of the press, arrested and detained all who opposed his Union Government idea which
he introduced in 1977 and attempted to control the Electoral Commission. All this impacted
adversely on good governance, the growth of civil society and resulted in frequent social unrests
led by students and professional bodies and on 5 July 1978, Acheampong was removed from
office in a palace coup. He was accused of economic mismanagement and political
incompetency in addition to running a “one man show” administration and was compelled to
retire from the Army. Lt. General Fredrick William Kwasi Akuffo, then Commander of the
Army and a key member of SMC | took over from him and SMC Il was born. Acheampong was
arrested but he and his accomplices were not tried by the Akuffo administration for their
economic crimes against the State which angered the public (Frimpong-Ansah, 1991, p.111;

Gyimah-Boadi and Jeffries, 2000, p.39; Amenumey, 2008, p.256).

2.8 Supreme Military Council 11 (SMCII: 1978-1979)

Akuffo immediately liberalised the economy in line with the requirement of the IMF and the
World Bank limiting the large role his predecessor gave the State in the economy under the type
of an I1SI model and enhancing that of the market. He implemented short and medium term
measures including tough monetary policies to arrest the economic situation and promised to

return the country to civilian rule in a year’s time. Firstly, he devalued the cedi by 139 % :
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from1.149 cedis = US$ to 2.75cedis =US$ in 1978 (see Appendix 2C); secondly, he
implemented currency demonetisation and thirdly, he reduced government borrowing from the
Bank of Ghana (i.e. central bank) to rein in monetary supply to address the high rate of inflation

(see Table 2.1 above; Frimpong-Ansah, 1991, p.111; Gyimah-Boadi and Jeffries2000, p.39).

Table 2.7 Cocoa Production/Producer Price from 1977/78- 1978/79-Akuffo’s Regime

Year Total Ghana’s Prod. | Producer | FOB Farmer’s
(Cocoa | Production | in World Price $/Tonne Share of
Season) | (Tonnes) Production (%) | (Cedi) ) Producer
(Achieved) | price in
FOB (%)
1977/78 | 271,339 18.04 1,333 1,617.08 36.36
1978/79 | 265,076 17.57 2,667 3,609.76 26.87

Source: Compiled by Author

To motivate cocoa farmers to increase production, the Akuffo administration increased the
nominal producer price by 100% from 1,333 cedis in 1977/78 to 2,667 cedis in 1978/79
though cocoa farmers’ share of the fob price declined by 9.5%. This means their income in
relation to the global market price decreased hence, they were worse off just like the previous
regimes as noted earlier. Cocoa production declined by 2.3% but cocoa export ratio to GDP
increased from 4.7% in 1978 to 6.5% in 1979 (see Table 2.7 above; Appendix 2A). This could
be attributed to the export of cocoa in stock since cocoa can be stocked for about 5 years.
Despite the government’s implemented liberal policies, GCMB remained solely responsible for
the purchase and export of cocoa in the market. The government’s demonetisation measure to
mop up the excess liquidity in the economy excluded money held in the bank however, this
affected cocoa farmers who usually keep their money at home. Due to the fact that shortages

especially of inputs had been endemic and led to many factories grinding to a halt,
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productivity in general was at its lowest ebb hence, the economy could not immediately
respond to Akuffo’s liberal policies. Real GDP growth for instance, declined from 8.48% in
1978 to -7.82% in 1979. Nonetheless, the harsh monetary measures succeeded in decreasing
inflation from 116.5 % in 1977 to 54.5% in 1979 as well as the percentage of fiscal deficit to
GDP which declined by 4.3% during the same period (see Appendix 2A & 2C). But with
shortages in the economy and traders still hoarding essential basic items, demand outstripped
supply and prices soared. The masses felt the excruciating effects of the monetary measures
especially the devaluation which led to social unrest, and on 4 June 1979 the junior officers of
the army staged a coup to overthrow the government. The Armed Forces Revolutionary Council
(AFRC) headed by Flight- Lieutenant Jerry John Rawlings took over the reins of power.
Frimpong-Ansah (1991) stated that the revolt by the military was perhaps against Akuffo’s

refusal to punish Acheampong (Frimpong-Ansah, 1991, p.112).

2.9 The Armed Forces Revolutionary Council (AFRC) Regime (4June-24 September 1979)

Rawlings and his colleagues set out the following objectives: (i) to eradicate social and
economic vices like corruption and trade malpractices; (ii) to clean up the entire armed forces
and redeem its tainted image; (iii) to institute probity and accountability, and awaken the masses
to their rights and duties; (iv) to punish all tax evaders and enhance tax collection; and (v) to

return the country to civilian rule as planned by the previous government.

As a first step of image redemption and “housecleaning”, three former military Heads of
State-Acheampong, Akuffo and Afrifa, and some senior military officers who served in the
NRC and SMC governments were tried for economic crimes against the State by military
tribunal and executed (Amenumey, 2008, p.259). The government strictly enforced price
controls and used the military to sell all essential consumer goods hoarded by traders to the

public in the open at controlled prices. However, most of the consumer goods were sold in the
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cities and urban areas and thus cocoa farmers in the rural areas hardly benefited from this action
by the government. Business men and women who had evaded tax over the years appeared
before the courts and were made to pay with interest. As a result, huge amounts of revenue were
collected in the form of tax arrears. Government revenue ratio to GDP increased from 6.6% in
197810 9.9% in 1979 (see Appendix 2A). Assets of those found guilty by the special courts to
have used their positions to illegally acquire them were expropriated (Gyimah-Boadi and

Jeffries, 2000, p.40).

These harsh government measures triggered both external and internal effects on the
economy. Nigeria, Ghana’s main oil supplier, imposed an oil embargo against Ghana and
Western Europe and North American countries also imposed economic sanctions, all in reaction
to the executions by the government (Amenumey, 2008, p.260). Internally, within no time all
the shops were depleted and with no improvement in supply, the country faced acute shortage of
consumer goods. Production was significantly jeopardised because the arbitrary seizing and
selling of goods below production cost by government adversely affected working capital
((Frimpong-Ansah, 1991, p.112).The expropriation of assets of Ghanaians and foreigners alike
also led to loss of confidence of foreign investors. Food shortages hit the urban centres as the
middlemen who made abnormal profits from the sweat of the farmers went underground for fear
of the soldiers. However, the good thing about the AFRC government was that it stuck to the
political timetable of its predecessor, supervised the Presidential and general election on18 July
1979, and handed over power to Dr. Hilla Limann who was elected President on 24 September
1979 (see Amenumey, 2008, p.261). It is fair to state that the three and half month period of the
AFRC’s rule was too short for it to make any significant impact on the economy in general and

the cocoa sector in particular.
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2.10 The Limann Regime (1979-1981)

The immediate problem of the Limann administration was how to save the economy from
further atrophy. However, Limann refused to liberalise the economy as was recommended by
the IMF, particularly stabilisation measures like devaluation and cutting down government
expenditures, and therefore failed to attract foreign investment. Devaluation had become a knell
that signalled the political doom of a government in Ghana, hence Limann shied away from it
but he improved trade relations with Nigeria and got the Nigerian government to donate large
quantities of crude oil to Ghana to address the fuel crisis (Amenumey, 2008, p.262). Limann
neither adopted a Statist nor liberal model of development to address the problems of the
economy but introduced new taxes to increase government revenue and reduced government
expenditures. These were laudable initial economic initiatives Limann took but he incurred the
displeasure of the people when he increased the salaries of parliamentarians and bought them

new saloon cars.

The government also took steps to immediately address the decline in cocoa output by
increasing the nominal producer price by almost 50%, from $969.82 (i.e. 2,667cedis) in 1978/79
to $ 1,454.55 (i.e. 4,000 cedis) in 1979/80 . The cocoa farmers’ share of the fob price was also
increased by 15% to motivate them to increase production. The output of cocoa increased by
about 12% from 265,076 tonnes in 1978/79 to 296,419 tonnes in 1979/80 but Ghana’s terms of
trade for cocoa declined from US$ 3,459.36 in 1979/80 to US$ 2,233.82 in 1980/81 (see Tables
2.7 and 2.8), at a time when global oil prices increased. Crude oil price increased from $14 per
barrel in 1978 to $35 per barrel in 1981, about 150%

(http://www.ehow.com/about_5089332_opec-crude-oil-price-history.html ). These two external

shocks led to increase in Ghana’s external debt from US$1.4billion in 1979 to US$1.8 billion in
1981((Toyi, 1991, p. 154; see Appendix 2B). However, in his relentless efforts to motivate
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cocoa farmers, Limann increased the nominal producer price by 200% from $1,455 (i.e. 4,000
cedis) to $4,364 (i.e. 12,000) in November 1981 which spoke volumes of his commitment to
revive the cocoa industry and more importantly to enhance the income of the cocoa farmers and
their general well-being. It was also part of the government’s rural integrated development
programme to attract the youth to the cocoa farm to prevent them from migrating to urban
centres for non-existing jobs, and also to Nigeria. It is important to state that it was the first and
only time that a government had increased the nominal producer price (about 167%) more than
the fob price (then $1,633.65). The fob price had declined from $3,459.36 in 1979/80 to
$1633.65 in 1981/82 (see Tables 2.8 & 2.9). GCMB still had monopoly and monopsony

powers in the buying and export of cocoa in the market.

Table 2.8 Cocoa Production/Producer Price (1978/79 -1980/81) Limann’s Regime

Year Total Ghana’s Prod. | Producer Price | FOB Farmer’s
(Cocoa | Production | in World 6)) $/Tonne Share of
Season) | (Tonnes) Production ] Producer
(%) (Achieved) | price in FOB
(%)
1979/80 | 296,419 17.73 1,455*(4,000) | 3,459.36 |42
1980/81 | 257,974 15.22 1,455(4,000) 2,233.82 65.13

Source: Compiled by Author. *Figures in brackets indicate the cedi equivalent.

The Limann administration was however, weak in enforcing measures like tax collection
and as result government revenue declined from 9.9 % in 1979 to 4.5 % in 1981while
inflation increased from 50.2 % in 1980 to 116.5 % in1981 just like in 1977 during the era of
Acheampong as noted earlier. National net reserves also dropped from 1.2 % to 0.3 % during
the same period which could be attributed to the decline in global cocoa price, the main
foreign exchange earner (see Appendix 2A). The lack of foreign exchange affected imported

inputs and spare parts for the factories and led to a 20% decrease in their production

107



capacities. As a result, real GDP growth which rose from -7.82% in 1979 to 6.25% in 1980
declined to -3.5% in 1981, while fiscal deficit percentage to GDP rose from 6.6% in 1979 to
7.1% the following year but decreased by a mere 0.7% in 1981 (see Appendix 2C). The
overvalued currency however, did not encourage producers and manufacturers to export
because their production costs outweighed selling prices. The government continued to pile
deficits and refused to take any action to prune down the bloated civil service and other para-
statals but rather increased borrowing from the central bank which fuelled the already high
inflation. Limann lost control of the economy as economic mismanagement, corruption,
embezzlement and other social vices created a vicious circle similar to that of Acheampong’s
era (see section 2.7). There was much social discontent, and Flt.Lt. Jerry John Rawlings
capitalised on the situation to stage his second coup on 31December 1981 to overthrow the
government. The Provisional National Defence Council (PNDC) was formed with Rawlings as
the Chairman and Head of State (ibid; Gyimah-Boadi and Jeffries, 2000). Rawlings termed his

second coup a “revolution” (i.e. 31 December revolution).
2.11 The Rawlings Regime- Provisional National Defence Council (PNDC: 1982-1983)

The new military PNDC government adopted “a self-reliant national development approach”
along the path of the neo-Marxist dependency coupled with populist policies (Dornbusch and
Edwards, 1991). The model, a combination of economic nationalism, nebulous pan- Africanism
and socialism advanced principles similar to Nkrumah’s African socialism (see 1.2.1), gave
greater powers to the State in the economy and limited the role of the market. The regime
however, immediately implemented policies liberal in nature: reduced government spending and
the high deficit; stopped the printing of money, and demonetised the 50 cedi notes (then the
highest denomination of the local currency in circulation) to mop up the excess liquidity and to
reduce inflation. It also closed the country’s borders to check smuggling and strictly controlled
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foreign exchange. The demonetisation according to Gyimah-Boadi and Jeffries (2000) was also
to punish those the government thought had exploited the masses “in collaboration with
imperialist and multinational interests” and in addition the bank accounts of individuals and
companies the government considered as huge were frozen (Gyimah-Boadi and Jeffries, 2000,
p.42). However, this measure later impacted adversely on domestic savings and investment
when people kept money at home for fear of losing it if deposited in the bank. Per capita savings
ratio to GDP declined from 5% in 1981 to 0.6% in 1984, gross fixed capital formation declined
from 4.7% of GDP in 1981 to 3.5% in 1982. The policies to address inflation also failed with the
rate of inflation rising from 116.5% in 1981 to 122.8% in 1983 (see Appendixes 2A & 2C). Ina
desperate attempt to appease the people, the government tightened price controls which resulted
in the few items in the shops and departmental stores immediately disappearing and worsening
the acute shortage of goods in the country (Dordunoo and Nyanteng, 1997, p.5). The
government therefore had a difficult time trying to fix the badly damaged economy with the
Statist development model it adopted. However, to generate foreign exchange, it quickly
organised to transport the huge tonnes of cocoa locked in the hinterland due to bad roads to
the ports. In support of the “revolution” students of the country’s three universities'® under

NUGS stopped classes for some months to covey the cocoa.

In 1983, the situation went from bad to worse when Ghana experienced one of the worst
droughts in its history culminating in widespread bush fires which destroyed many cocoa and
food farms. The result was a 29.3% decline in the output of cocoa from 1981/82 to 1983/84.
Consequently, Ghana’s output percentage to the global output fell from 12.97% to 10.51% while
the nominal producer price was also reduced by 90.8% during the same period (Table 2.9). The
repressed producer price resulted in decline in cocoa production and widespread cocoa

smuggling to neighbouring Togo and Cote d’Ivoire who offered relatively higher prices.

19 The author then a student at the University of Ghana took part in the exercise.
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Table 2.9 Cocoa Production/Producer Price from 1981/82- 1983/84 —Rawlings’s Regime
(PNDC).

Year Total Ghana’s Producer FOB Farmer’s
Production | Prod. in | Price $/Tonne | $/Tonne Share of

(Cocoa (Tonnes) | World (cedis) _ Producer

Season) Production (Achieved) | price in FOB

(%) (%)

1981/82 224,882 12.97 4,364 *(12,000) | 1,633.65

1982/83 178,626 11.71 368 (12,000) | 1,508.95 24.4

1983/84 158,926 10.51 400 (20,000) 1,815.49 22

Source: Compiled by Author *Figures in brackets indicate the cedi equivalent.

Ghana experienced prolonged drought and bushfires in 1983 which dealt a devastating blow
to farmers and Ghana’s economy as whole. Ghana’s population also increased from
8.61million in 1970 to 13.59 million in 1985 (Frimpong-Ansah, 1991, p.166). This increase
of 57.2% in population led to increase in demand for basic food items which outstripped
supply. The shortage, especially of maize and rice (the two main staple food items), required
imports to address it, however, the balance of payment deficit and lack of foreign exchange
made this difficult, more so with output of cocoa on the decline. In addition, external factors
like increases in petroleum price, decrease in global demand for exports and decline in
commodity prices aggravated the ill health of the economy. Cocoa price dropped by 7.6% from
US$ 1,633.65 per tonne in 1981/82 to US$ 1,508.95 in 1982/83 which resulted in a short fall
of foreign revenue of about US$ 5.7 million using the 1982/83 achieved fob price (see Table
2.9 above). The cocoa sector tax base decreased to 1.2% and that of imports to 3% by 1982
(Frimpong-Ansah, 1991, p.95). The lack of foreign exchange to import inputs and spare parts
led to low productivity at the factories with many of them closing down and impacted adversely

on real GDP growth which declined from -3.5% in 1981 to -6.25% in 1982 (see Appendix
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2C). The overvaluation of the cedi was estimated at 816% in 1982 (Werlin, 1994 cited in
Aryeetey and Harrigan, 2000, p.8), and rose to 1,300% by 1983(Frimpong-Ansah, 1991, p.95).
This adversely affected the competitiveness of exports, and with restrictions on imported
inputs and consumer goods, it resulted in limited capacity utilisation in general. Matters were
made worse when about one million Ghanaian illegal immigrants were repatriated from Nigeria
in 1983 which aggravated the dire food crisis in the country and put more pressure on the
already precarious socio-economic situation (see Toyi, 1991, p. 158, Gyimah-Boadi and Jeffries,
2000, p.42; Aryeetey and Harrigan, 2000, p.8; Amenumey, 2008, p.265). According to
Frimpong-Ansah by 1982, the fiscal policy had totally collapsed, government revenue base was
a meagre 5.6% of GDP compared to 20-25% in other West African nations and inflation was

nearly 123% (Frimpong-Ansah, 1991, p.95).

In trying to fix the economy, the Rawlings government realised that the major priority was
capital to rebuild the deteriorated infrastructure but the cocoa sector, the mainstay of the
economy, was in total decline and the government’s self-reliant model could not provide the
capital needed to support it. Frimpong-Ansah (1991) attributed the decline of the cocoa sector to
short, long and very long term price distortions for almost 30 years. The short and long term
price distortions (i.e. direct and indirect) reached their peak from 1977 to 1980 causing the
sector between 33% to 40%, and 51.5% decline in output per year respectively while the very
long-term price distortions also peaked in 1978 and 1983 and at 62.6% decline in output
(Frimpong-Ansah, 1991, p.147). In early 1983, the government recognised that the considerable
capital needed could not be provided by Libya or the Soviet bloc when it turned to them for
assistance. The Soviet Union instead admonished Ghana to go to the IMF for assistance which
was the only alternative left (ibid, p. 153; Gyimah-Boadi and Jeffries, 2000, p.44). In trying to

further their “Populist and Marxist” ideology, Rawlings and his cohort when they took power
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comprehensively discredited the Fund and the Bank, for instance, its mouth piece The Workers’

Banner wrote the following scathing accusation about the IMF:

this monster, the mercenary headquarters of the imperialist monopolist companies (which aimed) to
squeeze out finances, sabotage the economy, destroy the revolution and thus ensure a continued

exploitation and oppression of the people (Banner, 16-23 September 1982 cited in Frimpong-

Ansah, 1991, p. 155)

The government therefore was compelled to change its ideological stand and went to the IMF
and the World Bank for the much needed assistance. However, before it went to the Fund and
the Bank it established the National Economic Review Committee (NERC) which put together a
package of policies that would appeal to the Bretton Woods’ institutions and when they
embraced it an agreement was reached with Ghana on the prescriptions (see 1.5.5). In April
1983, Ghana implemented the recommended economic reform programmes (ERP) of the IMF
and the World Bank by largely liberalising the economy. The influential role of the State in the
economy was therefore significantly reduced while that of the market got significantly enhanced

(see Tables 1.1 & 2.1; section 1.1).

2.12 The Initial IMF and World Bank Policy Conditionalities for the 1983 Economic

Recovery Programme (ERP) and Ghana’s Gradualism Approach.

Ghana’s Economic Recovery Programme (ERP) implemented in 1983 with the support of the
IMF, the World Bank and other multi- and bilateral donors, was mainly based on issues of
stabilisation and structural adjustment. The “reform measures were designed on the basis of the
prevailing neo-liberal orthodoxy” (Aryeetey and Tarp, 2000, p.346). This was based on the
positive view of the efficacy of the market as a means of ensuring efficiency and development
and a set of macroeconomic policy recommendations which later became known as the
Washington Consensus (ibid, see Table 1.1 and section 1.4). Additionally, it was believed that
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the decay in the economy had been caused by the overarching influence of the State in the
economy during the early PNDC era and also during the regimes of Nkrumah in the 1960s and
Acheampong in the 1970s (see Table 2.1). The State was therefore the problem and not the
solution. The reforms thus focused on: (i) changing the balance between the role of the state and
the market forces in the allocation of resources (see Table 1.1 and section 1.1) (ii)
macroeconomic policy changes geared at improving the balance of payment and laying the
foundations for sustained output growth, and (iii) improving the capacity of the economy to
adjust to both external and internal shocks (ibid). In effect, the IMF and the World Bank
recommended for an enhancement of the role of the market in the economy while limiting that
of the State in promoting economic growth since the State was considered the problem and the

market the solution.

The main initial policy conditionalities under which the IMF and the World Bank granted
Ghana assistance for the ERP between 1983 and 1988 were the following: (i) cocoa producer
price to be reviewed and adjusted annually, (ii) Ghana Cocoa Board (COCOBOD) to review its
cocoa marketing cost, (iii) subsidies and price controls to be removed by government, (iv) trade
and foreign exchange regime to be established by government, (v) cost recovery and removal of
subsidies in the health and education sectors,(vi) public expenditure programming, (Vii)
divestiture of State enterprises,(viii) improvement in public sector management, and ( ix)
banking reform (Toyi, 1991, p. 173). The ERP was divided into two phases which more or less
overlapped: Stabilisation (ERP I: 1983-86) and Structural Adjustment (ERP Il: 1986-89), and
took the form of sequencing. The stabilisation, was aimed at (i) providing incentives to
increase production and to enhance exports (ii) controlling inflation and enhancing Ghana’s
international credit worthiness, (iii) fiscal discipline by reducing the budget deficits, (iv)

improving government finances, (v) rehabilitating social and economic infrastructure with the
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assistance of enhanced domestic and foreign finance, (vi) stemming smuggling and parallel
(black) market transactions, and (vii) realigning the cedi (currency) with the global key

currencies (i.e. realistic exchange rate) (Toyi, 1991, p. 159; Dordunoo and Nyanteng, 1997,

pp.6-7).

Trade and exchange rate liberalisation were central to the reform programme which
sought to free exchange rate and trade from extreme controls (Aryeetey and Tarp, 2000;
Asenso-Okyere et al., 1997). To achieve these objectives the government implemented major
policy measures which included devaluation of the currency from 2.75 cedis = US$1 to 90
cedis= US$1 by the end of 1986. The cedi was thus devalued by about 3,173 % by the close
of the ERP | period (Dordunoo and Nyanteng, 1997). With regards to the domestic market
liberalisation, the following were inherent in the ERP: (i) “laissez- faire” standard textbook
macroeconomic theory and (ii) the set of neo-liberal pessimistic core views about the role and
nature of the State as part of the problem and not part of the solution, and the need to create
public options (Aryeetey and Tarp, 2000, p.348). The principles of trade liberalisation and
‘getting the prices right” were relied upon to ensure efficiency in output in agriculture,
industry and other sectors to lay the foundation for “an automated process of development”.
However, little attention was given to the fact that trade and market liberalisation may not
increase efficiency because some markets like insurance and credit could not be made to
function flawlessly due to transaction costs and imperfect information or conventional types
of market failure (ibid; see section 1.1). Ghana also became a dumping ground of cheap
goods because the trade liberalisation policy was implemented hastily and not adequately
sequenced. The quantitative restrictions were abolished at the same time that the high tariffs
were reduced. Adequate sequencing would have allowed the local industries time to adjust to

the liberalisation (Asenso-Okyere et al., 1997, p.114).
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It is worth stating that government’s “self-reliant inward-looking” socialist model of
development adopted in1982 resulted in the controls in the economy (see Table 2.1above)
which limited the role of the market and enhanced that of the State. The ERP therefore set the
following objectives to: (i) re-orient the economy to be outward-looking instead of inward
looking, (ii) diversify its production base by concentrating on value-adding, (iii) be
competitive in the international market, and (iv) get integrated into the world economy. As a
primary commodities exporter, Ghana decided to place emphasis on value-adding due to
fluctuations of commodity prices in the global markets. In integrating into the global
economy Ghana’s approach was more of neo-structuralism (see section 1.2), especially in the
cocoa sector (see section 5.7). In support of the ERP, the IMF provided about 60% of
US$1billion financial assistance to Ghana while the World Bank provided only 14% with the
bilateral aid donors lagging behind the Bank (Toyi, 1991, p.160-170; Dordunoo and

Nyanteng, 1997, p.7).

2.12.1 Achievements under ERP |

According to Dordunoo and Nyanteng (1997), the economy responded positively to the
reforms under ERP |. Real GDP increased from negative to more than 8% in 1984 and grew
more than 5% in 1985 and 1986. Another major achievement was the decrease in the budget
deficit brought about by substantial reductions in government current expenditures through
removal of public subsidies, review of prices of government services and huge retrenchment
of workers in the public sector. Real per capita also grew by 2% but remained about 80% of
the 1975 levels. The tax reforms and the stringent enforcement of tax collection methods led
to an increase in the tax element of the GDP from a meagre 5% in 1983 to 15.3% in 1987.
With revenue increasing while government expenditures decreased the budget deficit gave
way to a minor surplus by 1986. Inflation was significantly reduced from 122.8% in 1983 to
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10.3% in 1985 (see Appendix 2A). The government’s measures to mop up excess liquidity in
the system and reduce money supply contributed to the decline in inflation. The official and
unofficial cedi rates narrowed remarkably with the black market premium falling from 8.7 in
1983 to 2.1 in 1986. Prices were also greatly stabilised while production increased markedly
particularly industrial and cocoa sectors. Gross capital formation increased from 4 % in 1983
to 10% in 1987 while exports also increased from 6 % to10 % and reduced the import
asphyxiation. Cocoa output increased by 43.32% from 158,926 tonnes in 1983/84 to 227,765
tonnes in 1986/87 with the nominal producer price also increasing from 400 ceedis to 451
cedis during the same period after declining to 367 cedis. However, the farmer’s share of the
fob price decreased by 3% which was against the objective of the reforms (see Table 2.10
below). One would argue that the farmer’s share of the fob price should not have declined at
a time when Ghana’s terms of trade for cocoa increased, therefore cocoa farmers were
unfairly deprived of revenue due them by the government (Toyi, 1991, pp. 165- 167,
Dordunoo and Nyanteng 1997, p.7; Aryeteey and Tarp, 2000; Bawumia and Abradu-Otoo,

2003).

The devaluations of the cedi also had an immense effect on the fiscal balance because of the
increase in cocoa revenue tax. Another target not met during the period was the over
valuation of the cedi because the exchange rate of 90 cedis =US$1 in September 1986 was
insufficient relative to its required “equilibrium” and black market rates, hence imports
remained quantitatively controlled (Dordunoo and Nyanteng, 1997, pp.7-8). The Fund and the
Bank expected the market forces to reverse the fall in per capita food production but this did not
happen, therefore with subsidies on inputs removed, cocoa producer prices increased, farmers

switched to cocoa production and food production decreased.

116



Table 2.10 Cocoa Production/Producer Price (Rawlings’s Regime -PNDC) (During ERP
I: 1983/84-1986/87)

Year Total Ghana’s Producer FOB Farmer’s Share
Production | Prod. in | Price $/Tonne | $/Tonne of  Producer
(Cocoa (Tonnes) World (cedis) _ Price in FOB
Season) Production (Achieved) | (o5
(%)
1983/84 158,926 10.51 400 1,815.49 22.03
*(20,000)
1984/85 174,809 8.94 367 (30,000) | 2,175.97 16.86
1985/86 219,044 11.09 428 (56,000) | 2,545.73 16.81
1986/87 227,765 11.33 451 (85,000) | 2,370.18 19.03

Source: Compiled by Author. *Figures in brackets indicate the cedi equivalent.

2.13 Structural Adjustment Programmes (SAPs) 1986-89

In Ghana, the structural adjustment programmes (SAPs) which actually commenced in
August 1986 aimed at: (i) sound balance of payment with continued emphasis on growth, (ii)
providing incentives to increase savings and investment rates, and (iii) improving the quality
of public sector management, (iv) rectifying the institutional inefficiencies to bring about a
sustainable growth in the long term, and (v) addressing price distortions in the production
and consumer sectors for efficient utilisation of resources and making the economy more
flexible and efficient (Toyi, 1991p. 159; Dordunoo and Nyanteng, 1997, pp.6-7). The SAPs
had the following three major objectives among others: (i) to achieve a 5 % average annual
rate of GDP growth to improve real per capita income by about 2.5 % per annum after
making provision for population growth, (ii) to reduce inflation from 25 % in 1986 to 8 % by
1990, and (iii) to retain balance of payment surpluses, averaging US$110 million per annum

to ensure the payment of all the country’s external debts by 1990 (iv) to increase the
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investment level from about 10% of GDP in 1986 to 23% by 1989 (v) to raise national
savings from 7% of GDP to 15% by 1989 (vi) to improve the management of resources
within the public sector (Dordunoo and Nyanteng, 1997, p.9; Aryeteey and Tarp, 2000,
pp.349-350). The tax and banking systems were also reformed under the SAPs. The central
concern of the fiscal policy after 1987 was to broaden the scope of the tax system and
improve on efficiency and equity while the financial sector reform programme (FINSAP)
aimed to improve the regulatory framework for banking, and to improve banking supervision,

efficiency and the profitability of banks (Aryeteey and Tarp, 2000, p.353).

2.13.1 Achievements under Structural Adjustment Programmes (SAPs) 1986-91

The SAPs achieved a growth of 4.8% between 1986 and 1990 and almost achieved its
objective of the 5% annual average growth rate. The target of keeping an average balance of
payments surplus of US$110million could not be realised because the actual average obtained
was US$ 91million between 1986 and 1990 (Dordunoo and Nyanteng, 1997, p.9). By 1990
the external debt had rather increased to US$ 3.5 billion from about US$ 2.7 billion in 1986
and further increased to $ 7 billion in 1999 (Ismi, 2004; see Appendix 2B). Consequently,
during the Kufuor administration in 2001, Ghana opted for the Heavily Indebted Poor
Country (HIPC) initiative of the World Bank and the IMF, for debt relief, to stabilise the
economy. Real effective exchange rate depreciated falling from 42% in 1986 to 23% in 1987
and to 6% in 1989. Forex bureaux were licensed to operate in 1988. Total exports grew by
7.8% between 1986 and 1988, and 8.9% between 1988 and 1991. Cocoa export grew by 2.4%
between 1986 and 1988 and by 12.5% between 1988 and 1990. With regards to
manufacturing, the annual growth rate of the industrial sector declined from 6.9% between
1983 and 1987 to 4.4% between 1988 and 1995. This is attributed to the adverse effects of
trade liberalisation which has turned Ghana into a dumping ground. A balance of payment
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surplus of US$ 137m was recorded in 1991 but by 1993 Ghana was in a deficit of US$ 664m.
Foreign direct investment (FDI) was 5% of GDP during the ERP with only the mining sector
benefiting from it but this sector has low linkages with the rest of the economy. The low FDI
inflow could be attributed to the uncertainty and the lack of confidence in the Ghanaian
environment. Gross domestic savings were low around 7% which could also be attributed to
the sufferings endured by the business community during the early days of the PNDC
revolution and the AFRC era when people had their bank accounts frozen by the government
(Aryeteey and Tarp, 2000 pp.356-358). The expected automatic “trickle down” to address the
issues of poverty and inequality based on the implicit assumption that improved stability,
decline in inflation and better prices to farmers will result in economic growth and benefit the
poor was not realised. The removal of subsidies on fertilisers and pesticides worsened the
plight of the poor farmers and the retrenched workers. This brought to the fore the importance
of distribution issues and the need for adjustment to be “people-centred”, which requires that

the most vulnerable parts of society must be part of the overall strategy (ibid p. 343).

Nonetheless, Ghana was regarded by the IMF, the World Bank and donor countries “as a
showcase of success in Africa” and additionally as “a front-runner in economic reform
process” in Africa in the early 1980s (Aryeetey and Tarp, 2000, p.344). The World Bank
(1993a) stated that ‘Ghana’s adjustment programme is by any yardstick one of the more
successful ones in Sub-Saharan Africa’ (cited in Aryeetey and Tarp, 2000, p.344). In
addition, the donors including the IMF and the World Bank praised the comprehensive nature
of Ghana’s reforms, its adherence to the prevailing orthodoxy, initial growth attained, the
conditionalities observed and the negotiating skills of the government as noted above (see
section 1.5.5). Ghana was also praised as one of the first nations which tried to give a “human

face” to adjustment when it implemented the ‘Programme of Actions to Mitigate the Social
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Cost of Adjustment” (PAMSCAD) in 1988 (Aryeetey and Tarp, 2000, p.344). All this
accounted for why Ghana was adjudged the “Star Pupil” of Africa in relation to reforms by

the IMF and the Bank and hence the reason for choosing it for this study.

However, the SAPs implemented by Ghana failed to address effectively the complex
institutional constraints which can limit the process of development in a nation. Though
liberalisation and privatisation were pursued, the economic and social environs were not
shaped to promote the build up of production factors, their efficient utilisation and the
introduction and application of cutting-edge technologies. According Aryeetey and Tarp
(2000) private markets and non-market institutions deserve to be given attention to work
effectively while low transaction costs must be ensured to assist medium and long term

growth and development (Aryeetey and Tarp 2000, p.363, North, 1990; see section 1.1).

2.14 Ghana’s Cocoa Sector Reforms Under ERP | and 11

With regard to the cocoa sector under ERP I and 11, the government had to comply with the
following two conditionalities which invariably became its twin objectives under the cocoa
sector reforms: (i) to raise the producer price as a form of incentive to farmers, and (ii) to
reduce the operational cost of COCOBOD. There is a close relationship between these two
objectives because COCOBOD’s cost saving impacts on the farmer’s share of the fob price
since that cost element is deducted from the achieved fob price before the farmer’s share is
determined. In June 1983 the first Reconstruction Import Credit (RIC 1) recommended that
cocoa producer prices be reviewed annually in consultation with the International
Development Association (IDA) of the World Bank. This was because of the low producer
prices paid to cocoa farmers prior to 1983 as discussed above. However, it is worth stating

that the PNDC government declared its intention to improve upon the producer price before
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the Fund and the Bank came to Ghana’s assistance and demonstrated this by significantly

increasing it under ERP I.

Originally, the IMF and the World Bank wanted COCOBOD to be dismantled and cocoa
marketing completely privatised as had been done in Cote d’Ivoire, Nigeria and Cameroon
but the Rawlings government was able to resist this because it was entirely at variance with
its objectives of improving the sector. COCOBOD’s main functions are: (i) production, (ii)
research, (iii) extension, (vi) quality control, and (v) internal and external marketing of cocoa.
The government was strongly against privatising these functions especially quality control
and external marketing because of fear that the quality could be compromised which then
would lead to loss of the premium earned on quality beans produced. Also, by controlling the
external marketing, the government could cushion the farmer against the price volatility in
the global market. Eventually the compromise reached was a partial liberalisation of the
sector which led to the creation of the “meso model” (see section 1.5.5; Toyi, 1991, p.190).
However, COCOBOD was considered overmanned and thus the reduction of the staff
strength was an uncompromising demand by the Fund and the Bank for the release of the
second tranche of the ERC (Export Rehabilitation Credit). The first phase of the retrenchment
exercise targeted 19,000 workers out of which 16,000 were laid off by the end of the phase in
1985. It came to light that 10,000 “ghost workers” (nonexistent workers) were on the payroll
and were removed in February 1987. By the end of 1987 an additional 14,000 workers were
also retrenched at the end of phase two of the exercise. Later a further 8,000 of the workforce
was laid off to bring the total staff strength to 42,000 (Toye, 1991, pp. 174-175). By 2008
there had been a 95% reduction of COCOBOD’s staff from 140,000 in 1993 to 5,684 (Ghana
Cocoa Board, 2009).The retrenchment exercise was a particularly bitter pill for the

government because its support base was the ordinary workers and the masses.
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The process of infusing some form of privatisation into the cocoa sector was somewhat
slow but by 1987 the Bank had been able to involve more private hauliers in the transport of
cocoa. According to Toyi (1991), by the close of 1987 the Bank had been able to achieve its
1983 objective of “a financially autonomous Cocoa Board equipped with an initial three-year
corporate plan” (ibid, p. 175). In 1988 the government launched the Cocoa Rehabilitation
Programme to address the deficiencies and to enhance efficiency to perk up the cocoa sector.
Some of the key policies implemented among others were: (i) payment of attractive producer
prices to cocoa farmers, (ii) provision of improved extension services to cocoa farmers, (iii)
supplying adequate farm inputs to cocoa farmers, (iv) granting operational and financial
autonomy to key subsidiary companies and divisions, (v) promoting greater operational
efficiency through mergers, (vi) restructuring of COCOBOD by further downsizing the staff
strength, (vii) divestiture of cocoa/coffee plantations, and the West African Mills Company
(WAMCO), and (viii) privatisation of the marketing of cocoa, coffee and shea-butter. In 1990
the producer price of cocoa was increased. WAMCO, COCOBOD’s value-adding factory
which produces cocoa butter, liquor and cake was not privatised outright but refurbished (see
figure 5.5 in section 5.6) and measures of financial discipline implemented. However,
WAMCO was later divested under the divesture and privatisation programme in September
1992, with 60% of the shares sold to Schroeder of the Hosta Group of Companies in
Germany while COCOBOD retained 40%. In 1993, WAMCO I took over the Taksi factory
from COCOBOD and therefore had WAMCO | and WAMCO II increasing its processing
capacity from 40,000tonnes to 60,000 tonnes (i.e. 40,000 tonnes for WAMCO | and

20,000tonnes for WAMCO 1) (Ghana Cocoa Board Handbook, 2000, p. 42).

The impact of the annual producer price increase of cocoa on output was significant under

ERP 11 when output increased for the first time since 1976/77 to 300,101 tonnes at the end of
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the 1988/89 season after reaching a record low of 158,956 tonnes in 1983/84 after the drought
and bush fires. The terms of trade worsened and the achieved fob price declined by about
45% from 1987/88 to 1991/92 and impacted on the producer price driving it down from
US$591 to US$430. Consequently, the farmer’s share of the fob price was below 40% during
the ERP |1 period. Though the producer price of cocoa kept rising, ranging between 5.7% and
28.4% during the entire period, this was attributable to the regular devaluation of the cedi and
thus it did not mean an increase in real terms. The cocoa farmer’s share of the fob price
which increased from 22.77% in 1987/88 to 39.97% in 1990/91 declined to 34.04% 1991/92.
The cocoa farmer’s share was lower than 50% of the achieved fob price in the global market

which one could argue as a huge income loss to the farmer (see Table 2.11).

Table 2.11 Cocoa Production/Producer Price under ERP 11 (1987/88- 1991/92) —
Rawlings’s Administration (PNDC).

Year Total Ghana’s Prod. | Producer Price | FOB $/Tonne | Farmer’s Share

(Cocoa | Production | in World $/Tonne (Achieved) of Producer

Season) | (Tonnes) | Production Price in FOB

(%) (%)

1987/88 | 188,177 8.57 591 2,291.87 22.77
*(150,000)

1988/89 | 300,101 12.18 526 1,620.44 32.44
(165,000)

1989/90 | 295,051 12.26 487 (174,400) | 1,325.31 36.75

1990/91 | 293,352 11.71 549 (224,000) | 1,374.16 39.97

1991/92 | 242,817 10.66 430 (251,200) | 1,262.16 34.04

Source: Compiled by Author.*Figures in brackets indicate the cedi equivalent.

2.15 The Cocoa Sector Reforms under Rawlings as a Civilian President (1992-2000)

Ghana returned to multi-party democratic rule in 1992 as part of the reforms after
Rawlings was compelled to give in to international pressure. He was re-elected in 1996 when

he led the National Democratic Congress (NDC) party. The civilian Rawlings administration
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liberalised the internal marketing of cocoa in June 1993 (i.e. 1992/93 mid- crop season)
which led to COCOBOD re-introducing the multiple purchasing system to allow for
competition. This system was not new in Ghana for it was first introduced in 1947 by the
Gold Coast Cocoa Marketing Board (GCCMB) when it was established (see section 5.5.5)
and thus a legacy of the colonial administration (see 1.5). As part of the partial liberalisation
measures the government removed subsidies on cocoa inputs, and the extension service wing
(i.e. Cocoa Services Division-CSD) of COCOBOD was transferred to the Ministry of Food
and Agriculture (MOFA) in 2001 as part of the compromise with the IMF. The rationale was
to ensure that all farmers in the country were provided with effective and efficient extension
services (Dormon, 2006, p.16). However, the transfer was done without any accompanying
resources and therefore created a weaker link between the extension officers and cocoa
farmers, unlike previously when the Cocoa Research Institute of Ghana (CRIG) and CSD
were both under COCOBOD (see figure 7.3 in section 7.3.4). COCOBOD divested itself of
all cocoa and coffee plantations and allowed private hauliers to transport cocoa. The cocoa
processing factories were also divested, and became autonomous (see section 5.6). Eight new
ones were set up including the three world leading grinding companies- Barry Callebaut,
Cargill and Archer Daniels Midland Companies (ADM) however, only four were operational
in 2009. John Agyekum Kufuor took over from Rawlings as President on 7 January 2001 and
continued with the economic reforms. His administration implemented the two major
programmes -Cocoa Diseases and Pest Control (CODAPEC) in 2001 and Cocoa High Tech
programme in 2003 to enhance cocoa production (see sections 6.17.1 and 6.17.2). These
programmes were all part of the 1999 Cocoa Strategy | package for the cocoa sector designed

during the Rawlings era.
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During the PNDC era (1981-1991) of the Rawlings military regime, the government used
the State media to propagate the “revolutionary” ideas. However, the situation changed in
1992 when Ghana returned to a democratic rule and Rawlings became a civilian President.
He abrogated the newspaper licensing law which led to the flourishing of the private
newspapers while the airwaves were also liberalised when Ghana adopted political
liberalisation which gave birth to the 1992 constitution. Consequently, the State’s
mouthpiece, the Ghana Broadcasting Corporation lost its radio and television monopoly.
There are now over 150 radio stations and 10 television channels in Ghana including rural
community radios which have benefitted cocoa farmers. The Kufuor administration also
abolished the criminal libel law in 2001 which had been used by governments since colonial

times to criminalise the freedom of expression and the media

(http://www.ghanareview.com/int/chief.html). The government of the PNDC/NDC (i.e. both
the military and civilian administrations of Rawlings) for instance, used this law on several
occasions to silence journalists and to even jail some of them. The abolishing of this law has
thus given great freedom to media practitioners making the media very powerful while the
freedom of expression has also immensely enhanced the development of civil society in
Ghana. It is worth stating that the 1992 constitution coupled with the above developments
have led to a strong opposition in parliament, an independent Judiciary, a vibrant media and
the establishment of many active civil groups. The cocoa farmers have now been politically
empowered since they choose their members of parliament (MPs) and also the President of
the country, the media can now free write about the plight of the cocoa farmers, scrutinise
government and COCOBOD policies on the cocoa sector while legislators or MPs of cocoa
growing areas and civil society influence the fashioning out of policies to enhance the well-
being of cocoa farmers. These new characteristics of the Ghanaian society in general have

contributed hugely to shaping national polity which has created a more peaceful and friendly
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environment better than what existed in the 1970s and 1980s for economic growth and

development notwithstanding the fledgling nature of Ghana’s democracy™.

2.16 Conclusion

This chapter has attempted to look at the political economy of Ghana and the development
models adopted by the various governments since the country attained independence in 1957.
Ghana’s political economy has been characterised by a shift from the influential role of the
State in the economy (i.e. under Nkrumah, Acheampong and Rawlings-1982-3) to that of the
market (i.e. under Ankrah/Afrifa, Busia and Akuffo, Rawlings after 1983 and Kufuor).
However in the case of Limann (1979-1981), he was indecisive in opting for any of the two.
Ghana became the IMF/World Bank’s “star pupil” of Africa after its 1983 reforms, while its
partial liberalisation (i.e. “meso model”) of the cocoa sector in 1993 which retained
COCOBOD is considered a challenge to the Washington Consensus. Ghana has made
important strides under these reform measures and is now better than it was in the 1970s and
1980s in terms of growth and increase in productivity particularly in the cocoa sector.
However, the economy still remains fragile and poor with low savings and investment, weak
institutions, small domestic markets, rudimentary technology and inadequate human capital.
The economy is still vulnerable to market failure and external shocks with exports largely
dependent on primary products. Ghana has very high transaction costs (Aryeetey and Tarp
2000), therefore there is the need to create efficiency-enhancing institutions which should
include effective private markets to reduce these transaction costs to an appreciable level to

assist in putting the economy on a vibrant growth path. As North (1990) states, the failure of

1 After the reforms, Ghana has since 1992 had three different constitutionally elected governments and
conducted five peaceful elections. The first two governments served their maximum 8 year terms, while the
third at the time of the study was serving its first 4 year term.
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societies to develop inexpensive ways of ensuring compliance with contracts is the most
cardinal source of stagnation in history and of underdevelopment in developing countries (see
section 1.1). Respect for property rights, for instance, is key in promoting investment and
economic growth. The role of the State therefore becomes paramount in taking bold social,
economic and legal measures to remove risks and uncertainties that may exist in the economy
and to ensure that private markets and non-institutions function efficiently and effectively. In
this wise, one may argue for a strong State but not a voracious one, to establish the necessary
regulatory structures because development cannot be achieved without the active
participation of the State .The State must promote competition where necessary and limit
monopoly power in the absence of competition, hence the need to strike the right balance
between the roles of the State and the market (see section 1.1 and Table 1.1). This is why this
thesis favours the neo-structuralism development model which attempts to strike this balance
albeit with a bias towards the State (see section 1.2 and Table 1.2). Ghana’s civil society has
also evolved over the years since the country gained independence in 1957 despite severe
suppression under both civilian and military governments to become more active in shaping
national policies and to contribute towards development particularly after political
liberalisation and deregulation of the media landscape in the 1990s. The next chapter
discusses the research methodology of the study and the rationale for adopting the approaches

used.
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CHAPTER 3

RESEARCH METHODOLOGY

3. Introduction

The main aim of this thesis, as set out in the preceding chapters is to analyse the impacts of
Ghana’s trade liberalisation and globalisation policies on the practices and opportunities of
the smallholder cocoa farmers. In particular, the aim is to analyse the effects of the policies
on the output and income of the smallholder cocoa farmers as well as their access to basic
amenities like good roads, electricity, water, clinics/ hospitals and schools for their children.
In effect, the practices, opportunities and general well-being of the smallholder cocoa farmers

are some of the key concerns of this thesis.

The overarching research question is: to what extent have the opportunities and practices
of the smallholder cocoa farmers been enhanced or otherwise by Ghana’s partial
liberalisation policy of the cocoa sector and how has the government assisted cocoa growing
areas to take advantage of globalisation. Out of this, subsidiary research questions were

derived (see page 12).

Firstly, an attempt is made to answer this question by using “before versus after” analysis
because by having information on the opportunities and practices available to the smallholder
cocoa farmers before and after the reforms assisted in assessing any improvement in their
well-being or otherwise. Secondly, the qualitative approach was adopted which enabled me to
have face-to- face interactions with my respondents to seek their views. Finally, some
instruments of the quantitative approach were used in analysing the data to complement the

qualitative approach which enhanced the data analysis.
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The first part of this chapter discusses the research design, survey and case study
approaches used. These approaches helped to understand the perceptions of the smallholder
cocoa farmers on their welfare issues, the core concern of the study. The second part of the
chapter looks at the data collection process and the stages of data collection. It focuses on the
qualitative research method used for the study and examines the structured interview, semi-
structured interview and focus group discussions (FGDs), the qualitative instruments used in
collecting the data. The rationale for choosing the qualitative method is also discussed.
Reliability and validity, the most common criticisms often levelled against the qualitative
research method and triangulation are examined. Finally, the challenges on the field and how

they were overcome are discussed.

3.1 Research Design

A research design is a strategy or the basic plan of a research. It is the logic behind the
research and makes it possible for valid general conclusions to be drawn. It is regarded as the
blueprint for carrying out a research project and details the essential procedures for acquiring
the information to solve the research problem (Oppenheim, 1992; Malhotra and Birks, 2007).
A research design thus offers a framework for data collection and analysis, for example,
using the qualitative or quantitative method to collect and analyse data; and designing and
pretesting questionnaires. Questionnaires were designed and tested for the structured
interviews (see section 3.11 Stage 2). The Special Package for Social Sciences (SPSS), an
instrument of quantitative approach was also used to analyse the data collected (see section
3.16). The pilot study or pretesting of the questionnaires helped me to fine tune the questions
while the use of SPSS assisted me to condense the massive data collected when | was
analysing them. According to Bryman, in choosing a research design a decision is made

about the importance the researcher attaches to the following:
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1. expressing causal connections between variables

2. generalising to larger groups of individuals than those actually forming part of the

investigation

3. understanding behaviour and the meaning of that behaviour in its specific social

context

4. having a temporal appreciation of social phenomena and their interconnections

(Bryman, 2009, p.31).

The focus of study was to understand the attitudes and behaviours of the smallholder cocoa
farmers in relation to the reform measures, the interconnection between these measures and
their well-being to be able to generalise the findings. Hence, the rationale behind adopting
some instruments of the quantitative method in addition to the qualitative method. A research
design may be generally classified as exploratory or conclusive (descriptive/causal). An
exploratory research is carried out to understand conditions, causes of events and actions. It is
flexible and evolves a method to comprehend phenomena. The conclusive research design on
the other hand aims to test specific hypotheses and mainly examines relationships. It
measures clearly defined phenomena. This study can be classified as conclusive because it
examined the well-being of the smallholder cocoa farmer which is a clearly defined

phenomenon and tested hypotheses. The case study and survey approaches were used.

3.2 The Survey and Case Study Approaches

In social science there are five primary research strategies for data collection. These are
experiment, survey, history, a case study and analysis of archival records (Yin 2009, pp8-9).

In this section efforts are made to justify the use of the survey and case study approaches
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employed in the study. The case study was within the survey hence the two are not mutually
exclusive. A case study approach is usually adopted when researchers desire to comprehend
intricate social phenomena and in this case the well-being of the smallholder cocoa farmers
who form the bulk of Ghana’s cocoa industry. According to Yin, the case study approach
enables “investigators to retain the holistic and meaningful characteristic of the real- life
events” (Yin, 2009, p.4), for instance, small group behaviour, organization and managerial
processes, individual life cycles and international relations. In effect, case studies are used to
enhance our knowledge of complex social, political and economic phenomena particularly
when the boundaries of a phenomenon and a concept are not that clear (ibid). Case studies
also allow a detailed study of a particular subject matter from different perspectives and are
preferred when examining contemporary events and when relevant behaviours can hardly be
manipulated by the researcher. They have a unique advantage of being able to deal with a
general variety of evidence like documents, interviews, observations and artefacts (ibid, p.

11).

A survey research on the other hand encompasses a cross- sectional design by which data
are collected mainly by questionnaire or structured interview on two or more cases at a single
point in time so as to collect a body of quantitative or quantifiable data regarding two or more
variables to identify their patterns of association (Bryman, 2009, p.46). Yin (2009) states that
if a researcher wants to know the “what” outcomes of a government programme, a survey
could be used to provide the answers while if s/he needs to know “how” or “why” the
programme had worked s/he will rely on a case study. In this study, the purpose was to find
out the outcome of the government implemented economic reform measures in the cocoa
industry, and how they had impacted on the well-being of smallholder cocoa farmers. Hence,

it was found useful to combine the case study and survey methods.
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However, | am cognisant of the criticisms of the case study approach. Firstly, it is
criticised for lacking academic rigour or a researcher not following systematic procedures and
allowing his/her biases to influence his/her findings and conclusions. Secondly, it is also not
“generalisable” because it does not represent a “sample”. But Yin contends that if great care
and attention are given to the collection and evaluation of evidence, a case study can
overcome these limitations and contribute to a theory development and generalisation of
propositions. A previously developed theory can therefore be used as a benchmark for
comparing the empirical result of the case study to obtain “analytic generalization” or to
“generalize theories” (Yin, 2009 pp.14-15). | combined the case study with the survey
approach by choosing a sample size of 400 and used structured interview which requires
adherence to a systematic procedure and therefore was able to address these limitations. By

doing that, the two methods complemented each other and enhanced the data collection.

Additionally, the well-being of smallholder cocoa farmers after the reforms in the cocoa
sector in 1993, which is the purpose of this study, is a contemporary phenomenon and will be
better achieved if the analysis is made through a case study approach. In seeking to improve
Ghana’s cocoa output, the welfare of the smallholder cocoa farmers has been considered
significant by various governments especially after the economic reforms in 1993. What is of
interest is whether the right policies have been implemented to achieve this. Considering the
fact that I have no control over the behaviour of all the stakeholders -the IMF and the World
Bank officials, Ghana’s policy- makers, foreign donors and cocoa farmers, this strengthens
the reason why I decided to use the case study approach in particular instead of using other
methods. The hypotheses of the study: (i) H1.Government policies on liberalisation and
globalisation affect the practices and opportunities of the smallholder cocoa farmer in

developing countries; (ii) H2.Many developing countries have failed to take advantage of
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globalisation to enhance the growth of their economies;(iii) H3. Institutional structural
changes during reforms impact on a country’s reform measures;, were developed on the
assumption that the case study would provide enough materials to test them, and add to the
knowledge and understanding of how the well-being of smallholder cocoa farmers in general
could be dovetailed into the IMF and the World Bank’s policy recommendation for economic
reforms of the cocoa sector. To strengthen the triangulation of empirical evidences of the
study, I used research instruments like structured and semi-structured interviews and focus
group discussions (FGDs), and documentary analysis to investigate the living standards of
smallholder cocoa farmers. The next section looks at the rationale for adopting the qualitative

method for the study.

3.3 Rationale for the Choice of Qualitative Research Method for the Study

A researcher has two main research methods to choose from when conducting a research in
social science. These are qualitative and quantitative approaches. Both methods depend on
the way the researcher decides to collect, treat and analyse the data. In West Africa and
particularly Ghana most cocoa farmers are less educated or have no formal education
(Ogunlye and Oladeji, 2007; Osei-Akom, 1999), therefore the qualitative research method
was mainly used because the majority of the smallholder co