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CHAPTER T

TRTRCT TCTI”N

1. African countries feat'ire »mong the top five producers of many 1mnortant
produets: these include = prlculcur"1 commodities such =s cocoa beans (Ghana,
Figeria, the Ivory Coast), coffee (the Ivorv Coast, Ancola), palm oil (Nigeria,
Zaire, the Ivory Coast), croundnuts (Senegﬁ1, Nloerlq) and tea (Renya); and
mincrals such as phosphate rock Gﬂorocco, aunlsln),pwopper (damblh) and manganese
(G?bon) African produccrc of these commodities enjov considerable irfluence over
their markets, especially whore the share of the top five producing countries in
total world production in high, as indices of concentration indicate in “he case
of phosphate rock, palm oil, cocoa beans, tea an? manganese ore(all above 7% per cent),
Being cmall consumers qf these products thz share of African countries in world
tradeé in the above-nentioncd crops and minerals is considerablv greater than their
share of the world production of these ssme. commoditiocs.l/

2 The coritribution of Africa to wvorld broduntion of cotton and its trade,
however, is less significant. 4lthough there arc more than 30 coiton producing
countries in Africa, the continent's shares. of world cotton production and exports
in 1979/80 were 2.2 per cent and 19.9 per cent, respectively. 7ith » concentration
ratio of 72 per cent, cotton does not rank among the commodities with highlvy
concentrated production. ©5till, its market is dominated by the United States, the
Soviet Union, the People's Republic of China, India and Pakistan - in this order.
Egypt and the Sudan, Africats tuwo larpest producers, rank seventh and eleventh,
respectively; among cotton efpo”tors thevy occupy the Fifth and sixth vositions,
respectively., Degpite thiz, thcir conbined share of world erxports was no more
than 7.1 per cent in 1C7°/L“ :

3 Although Africa’ countries are insignificant producers and exporters of
rav cotton, the cormodity is an import:nt contributor to hoth their GOP and export
carnings. It is the main cash orop and export item in Chad, Swdan, Egypt and
liozembique and the second in the Central African Republic, Uppcr VYoltz and Uganda.
As many as 9 million zeres or 5 per cent of arabic land are under cotton, and
cultivation of the crop occupics some 2 million persons, or slightlr under 2 per cent
of the coantinent's total labhour Fforce. During the last two decades cotton has
accuired added importance in Africa's econony as the bagis of a fast-growing
textile industry, one of the continent's emerging brecd of agro-industries.,
Textile manufacturing is now the leading industrial activity in Zgynt, Ethionia,
Sudan, Nigeria, Tanzania and Togos it ranks sccond in Ghana, Burundi, Madgascar
and HMozambique. In these countries it accounts for 11 to 37 ner cent of the
nanufacturing value added {MVA)., As carly as 1970, Africa's impori-substituting
ard/or export—promoting textile firms had been responsible for. some 21 percent
of wages and 25 per cent of emplovment in all its industries. :

&/ All references to sources and Tipures cuoted in the study are listed in
Appendices I and IT.
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L. For a number of decades, Transnational corporations (TNCS) have been closelv
invalved in cotton growing, nrocessing and marketing i~ practically 211 African
producing countries: in the Sudan, the establis'men® of large—scale cotton
procduction, the management of plantationsg, the ginning of raw covtion and its
export-marketing were all performed by foreign firms. TNCs played a great part

in establishing Africa'’s textile industry. Some of them conducted recuired
‘preliminary and feasibility studies and/or provided finance. Others supplied the
technology, machinery and expertise needed for installing, operating and
maintaining the plants. Licenses 'ere abtained by manv African twrtile firms from
well=known manufacturcrs in the industriolised world for thz usc of their trade-
marks and brand-nrmes. Other TNCs werc hired to manape African industries, and
some undertook to market the produced varn and fabries abroad. In manr cases,
TNCs actually ownced and onerated textile factorios in Afrieca, Others, which were
not at all involved 'in the production, processing or marketing of co*ton in Africa
had, nonetheless, considerablse impact on the continent's cotton industrv: these
were firms that manufactured products - mostly man-made Tibres (I3Fs) and fabrics -
that competed with African row eotton and tertiles. Their atitempis to displace
cotton with MfFs in moking textiles, to Aiscourage the shift of manufacturing
activity to the developing countries, to curb imports of textiles from those
countries and inflitrate the markets and textile industries of the Third World
have all influeaced Africer countries empined in -rocducin~ co fon ~ad cotron
textiles irmensely. '

5.  With some transnational corporations engagecd in prometing cotton textile
nanufacturing in Africa aud others seelting to stifle the grovwth.of this industry,
the activities of THCs in cotton production; processing and marlating are more
comnlex than their involwement in other major African expor’ cormodities like
coffee, cocon, copper or bauritc, This distinetion is particularly important since
cotton is one of the few importrnt raiwr materials exported by Africa that is
processed to any sipnificant cxtent inside the continent. This unirue position is
attributable to many factors: +the technology used in the textile industry is
relatively simple, and its capital remuirements are not huge, 17 ig in fact a
labour—intensive industry and, as such, it is naturally attracted to areas with an
abundant supply to cheap labour —— one characteristic of Africa which has the
adced advantages of heing 2 source of the basic raw material and one of the fastest
groving markets for the industry's products. The efforts of THCs either to take
advantage of these factor or to resist them make the study of ithe role of
tronsnational corporations in Africa’s cotton industry as illustrated by the
Sudanese case an excercise of gpecial interest to students of the imnact of TRCa
‘on econonic development in this continent and in the Third Yorld in general.

e The present study of the Sudanese cotton industry first briefly expdlains

the position of Africa as a whole and the Sudan in particular as producers of

cotton and its products. ‘Special attention is given to the nrocess used bv the
Sudan Govermment to displace TNCs menaging the Gezira Scheme, the countrv's major
cotton plantation, in 1050 auxd those engaged in the exportation of the fibre in 1970,
Efforts to establish a fully-integrated cotton textile industry since the late

1950s are also examined in some detail.

7 The discussion then concentrate’ on the structure of local and international
markets for cotton, competitive !TFs, cotton and synthetic textiles and clothing,
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The position of THCs in these markets is analvzed with emphasis on the phenomenon
of increasing concentration in market nower at the internstional level and its

i)

decreasing concentration in the locol mortet.

~

ite The emergence of TIC inTluence in the Sudan economy in general and in
the eotton trade and industry in particular is then analvsed and includes profiles
of leadine TNCs operating in this field on the basis of nublished and unpublished

data obtained from government sourcas and the THCs themselves.

. A substantizl part of the study is devoted to examimation of the counitry's
investirent laws which govern TNC operations in the Sudan and of agrecments concluded
betwecn Sudanese textile firms and rssocinte THCs or among the TNCs alone. The
resulting distribution of finaneinl and other pains, Adirect or indirect, is

weighed, using such tools of annlysis as the.retained value added (RVA) and the
internal rate of rcturn (IMR). :

10, A final chapter sumarises the findings of the studv-and offers sugpestions
te improve the host country's barmgrinineg pesition vis-a-vis the textile TNCs and
to enbance the RYA and other benefits nccording to the Sudan,
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CHAPTER TI

STRUCTURE OF WORLD COTTON TRADE AND INDUSTRY

1l. Cotton yarn production in Africa has risen steadily from 227,000 tons in
1972 to 300,000 tons in 1G7S. Exports of cotton varn which fell from 45,500 tons
in 1972 to 34,400 tons to 1978, later increased to 49,055 tons in 1979. The
production of cotton fabriecs expericnced sustainer growth from 19%,079 tons in
1972 to 221,629 tons in 1979, Africals expanding textile industry now consumes
51 per cent of its cotton production., Exports of cotton fabrics from Africs
declined from 25 thousand in 1972 to 20 thousand tons in 1974 but increased to
30,500 tons in 1979, = = - o ' '

12. Neither Africa’s production of fabrics nor i%s consumption consists en~irelw
of cotton products. Production of man-made fibre (MF) fabries in Morocco,

Egypt and Ghana averaged 4,953 tons in the vears 1G75-79 of which on averase of
1,135 tons was experted. Consumption of locallv-produced MMF fabrics was
supplemented by importe that averaged 5,544 tons of MMF and 12,307 tons of cotton
fabrics.,

A Developmen? in the world textile industry

13. These developments were cuite in line with sweeping changes in the world
textile industry since the early 1960s, Soon after Yorld War II, cellulosic M'Fs
(rayon) and non-cellulosic onecs (nvlen, polyester, acrvlics, terrvlene, etc.)
began to make inroads into areas previously monopolised by cotton: din the period
1947~-51 their share of the fibre market was 15 per cent; by the end of the last
decade they had captured L7 per cent of the market, Since (T8 wore larpelw
developed and produccd by Yester/transnational corporations (TNCs} like Du Pont,
toechst, Bayer, ICI, Montedison ancd Monsante while roughlv half the world exports
of cotton came from developing countries, poorer producers werc threatened by the
shift to MMF fabries. TFor manyv, the solntioh was to develop textile industries
that fed largely on locally—=grovm cotton. A considernble amount of their output
was designed to meet repidly expandine consumption by their own citizens, and as a
result, the share of textiles and clothins in the imports of the oil-importing
developing countries fell From 7 per cent in 1963 to 6 per cent in 1673 and to

4 per cent in 197%. At the some time, these countries hecoms exporters of such
commodities, the share of whick rosc from O to 11 per cent of total exports durine
the period 1963-7G, Their much lower labour costs were their main asset: studies
have shown that in countriec like Belgium, labour was about 30 times more expensive
than in Pakistan or Egypt. PFurthernore, industries using MMFs have since 1473 lost
the advantage they had enijoved over cotton-based industries as a result of rising
prices of petroleum and natural gas, their chief raw materials.

14. These developments cost the textile industries of the developod coun'ries
dearly in terms of capaciiy and employment reductions. Between 1870 and 1974

the spinning capacity in the EEC dropped by 47 per cent an? wenving capacity br

5 per cent. During the same period Agian spinning capacity rose by 50 ner cent
and weaving capacity by 5 per cent, African weaving capacity rose by 1572 per cent.
The 1970s witnessed the loss of about one miliion jobs in the B textile industrv,
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and an additional two million jobs are threatened with disappearance by 1985,

The United States experienced similar difficulties, but not on the same scale:

about one-third of its 6,000 textile firms are operating at a loss, and by 1990

at least 30 per cent of them are expected to go out of business. The U,S. 1ndustry,
hovever, has several advantages: 1its vast and well-protected home market absorbs
most of the output; the U.S. accounts for 29 per cent of world production of textiles,
but only G per cent of all exports. Also the American industry has the highest
average textile productivitv in the world for both Spirning and weaving: West
German, French and British levels are, respectively, 73, 57, and below 50 per cent
of the American productivity average. Aggressive export drives have also enabled
/fmerican products to capture new markets throughout the world. However, some of the
-advantages enjoyed by U.,S. firms were temporary, namely suppressed oil prices

-and a weak dollar. 0il price decontrols and hipher exchange rates for the dollar
have since reduced the competitiveness of American textiles.

B. The Multi-~Fibre Arrangement (MFA)

15. Resistance to the onslaught by Third Yorld producers on the textile industries
of the-industrialised world iz led by the major TNCs which dominate the business

in America, Furope.and Japan. TNC efforts to counter the challenge from the:Third
World materialised in the adoption of the MFA which discriminates-against exports
from the latter.. Without the MFA, imports from developing countries would have
growm much faster than USA exports, which though cheaper than EEC products, could
not compete on a cost basis with those of thé developing countries. Indeed, without
. the artificial advantages which the MFA gives USA nroducts, exports of textiles and
clothing from the developing countries may well force exports from the USA to
shrink, What the developing countries find most objectionable in the Arrangement is
that it deprives them of the benefits of a manufacturing acrivitr in which thev
enjoy a genuine comparative advantage, The protections policies of the developed
countries are in this area in direct contradiction with their highly publicised
advooacy of free trade. Developing nations see the MFA as a violation of the
principles of free and fair trade; they also deplore its continuous disregard by
the developed countries, which use the trade—disruption clause to impose lasting
barriers to imports from the Third VWorld through bilateral agreements which are not
regularly reported to the TSI

c. Textile TKCs in the developed countries

16. Protectionism helps the largest textile TNCs to strengthen their position
within their owm territories. In the USA, the closing of multitudes of outmodel plants
and the introduction of the most up-to—date eguipment made in West Germany and
Switzerland increased the share of the top 15 firms in total output from 15 to

40 per cent. In Europe, the course taken by the large TNCs was one of merger and
cartelisation rather than rationalisation. British Cortauld waged a price war
against some of its rivals in the Continent until thev disappeared or were sold to
the conquering firm. Another British company, Tootal, had to join hands with West
Point Pepperel, a TNC in the USA. In France severzl mergers produced threc
dominant groups -~ Agache~Willot, Dolfu, Mieg, and Lainiar de Roubaix. In 1977
some leading textile TNCs in the EEC, including Akzo, ICI, Cortaulds, Montefibre,
SIR and Rhone-Poulence, a hempted to set up fibre carel, These firms agreed to
cut production by 18 per cent, but their pact was banned by the anti-trust
anthorities in the ERC,
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D. Textile TNCe in the Thirs Yorld ﬁ

17.  While barricading themselves behind trade restrictions, the textile

manufacturers of the developed countries were striving to increase their share
"of the fast~growing markers in developing countries., Somz also soupht to ¢ash

in on the tendency of developing countries to expznd their textile producing éapacitv.
American-based TNCs are leaders in this move: they were helped by trends in world N
fashion towards leisure 7years. (merican export drives concentrate on casual apparels,
the best knowm symbols of which are blue jeans., The manufacture of  jeans and other
typical /merican wears has spread to other countries, vet the best known and most
"popular brands are American, such as Levy Strauss, Blue Bell (¥rangler) and Lee.
Furthermore {S-made deénim and corduroy, the main. jean apparel fabrics, are highly
prized throughout the world: in Furope they command premiums of 5 to 10 cents a vard
over local makes, Currently, half the exports of yarn, fabrics and carpets from

the USA (valued at US$3.2 billion in 1979) goes to Europe and Canada. Some 30 per cent
goes to Asia, Africa and Latin America for local consumption; the remaining 20 per cent
is also shipped to low-wage countries such as Mexico and Hong Kong for manufacture

into apparcls that are re—exported to high-wage couﬁfries, including the USA.

18. = The textile firms of developing countries were quite prepared to po along with
. this strategy. For instance, Columbian textile firms sccured from American companies
licenses to use their brand names .and trademarks (usually for use in the domestic
market only). in return for royalty payments ranging from 2 to 15 per cent of sales.
The licensing firms extended technical assistance to the licenses, helping by conducting
time and motion studies, suggesting new technidues for cutting and gefing fabrics and
introducing new improved materials. The licensing companies alsp,sdpplied the
licensees with fashion information relsvant to their busineess lines. '

19. & number of textile THCs appeared in the developing countries including

Haci Omer Sabanci Holding of Turkey, Hvosung Group and Sunkjong of Sou'h Korea and
Industrias Reurddas F, Matrazzo of Brazil. The 197G sales of these four corporations
varied between US 722 million and US 2,029 million.. Smaller TNCs are cuite

numerous: they -operated primarily from Iong Kong, the Republic of China and South
Korea. Some have linked up withk TNCs from developed countries so as to expand

their business in the Third Yorld. Tor instance, = Japanese THC bought a major
interest in a long Kong textile firm, and together they established integrated plants
throughout Southeast Asia: The llong Kong firm supplied spinning; weaving and garment-
making skills, while the Japanese firm provided s*nthetic fibres and technical
know--how. ‘ - o

20, In Africa textile TlCe from both the developed countries and . developing

Asiatic regions have set up affiliate plants. For instance, an American firm, Rienel,
established textile mills in the Ivory Coast and Niger. Some Hong Kong firms set

up store in Ghana and Nigeria, At Kaduna in Nigeria a textile plant has existed
since 1955 as a joint Dritish, Japancse and Kuwpiti venture. Unlike their Asiatic
counterparts, /[frican textile firms cater.mainly for the domestic market. Only Egvpt,
Moroceco, the Ivory Coast, Madagascar and Zimbabwe export fabrics. : :
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2ls The link-up between textile interests in the develoned countries and the

Third Yorld suits both sides well. Third World firms obtain both finance and know-
how from their counterparts in the industrizlised countries. THCs in the latter
find in this link-up an effective means of peastrating the usually heavily-protected
markets of the developing countries, This is particularly important to the THCs
that produce !#Fs and wish to encourage the consumption of synthetic Tibres ané
fabrics in cotton-producing developing countries. . In addition, this arrangement
enables the textile TNCs in the developed countries to take advantage of the low
costs of production in the developing countries in securing chean supplies of yarn
or finished fabrics or clothing for marketing in the high-wage countries.

*
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CUAPTER 11X
TRAHSNATIONAL CORPGRATIONS_Iﬁ.THE\PRODU?Tij AND PROCESSING QF
COTTON TN THE SUDAK
Ae Production of cotton in the Sudan

22, The economy of the Sudan iz heavilv dependent on 2ntton. As much as half

a2 million hectars or some 10 per cert of lond wnder cultivation are devoted to the
cerops half a million farmers are engaged in ite cultivation and twice as many

peoplc harvest, gin, store and, at port Sudan,; handle it. It accounts for

L8 per cent of the agregate erports of the country. The textile industry, which

is essentially cotton—~based, consists of 22 stateroad private plants with assets
valued at about & 400 million and a labour force of about 32,000 persons. Cottonseed
is also the basis of a sizeable processin; industry that produces edible oil,

soap and animal feed,

23, There has been, however, a noticeable deterioration in the performance of the
Sudanese cotton industry. The decline in acreage durin:; the 1970s was accompanied
by a fall in the volume of the erop. Following an zll-time pezk in the mid-1970s,
there has been similar drop in production of textiles in recent years. Nevertheless,
the country is still committed to a 15-vear nlan to expand, durin~ the period
1972-86, the country's spirning capacity from 100,000 to 1,000,0% spindles, an-

the number of looms from 3,700 to 12,500. The expanded industry is expected to
process in four stages half the country's cotton ouitput of about 200,000 tons. The
first phase was intended %o nzke the ¢ un*ry self-sufficient by 1975 and Tinizsked
parments. Phase IT, which was to end in 1§78, aimed ai producingz 79,000 tons of
coarse, medium and fine yarn for exvorts, Phase ITL vns cxpected by 1932 to weave
25 per cent of the yarn produced in Phase II into 1726 milljon meters of grev fabries
for exportation. The fourth phase (1993-86) will witness the exportation of dved
and printed fabrics. The expectation is to market varn in the industrialised
countries and woven fabriecg in neishbouring countries of Africa and in Asia.

2k, Unfortunately, the exponsion in yarn and fabric production has not proceeded
according to plan. The 1§70s ended without the Sudan attaining self-sufficiency.
In fact,; imports of sotton and synthetic yarn and fabries exceeded 20 thousand tons
throuzhout the seventies. Towever, in recent vears some Sudanese firms have berun
exporting varn to & number of industrialised countries,.

*is

1. Involvement of TNCs in cotton production

25. As an exporter of cotton and varn and an importer of cotton and symthetic varm
and fabrics as well as textile machinerv and technology, the Sudan has been dealing
with many transnational corporaticns both directly and indirectly., In fact, it was an
American THC that began modernisation of cotton production in the country. In 1904,

a millionnaire from Indians with investments extending from the United States to Korea
established the Sudan Experiental Plantations Syndicate to experiment uith the
production of pump-irrimted long staple cotton at Zeidab in the Norther Province



E/TCA/THCTC/2
Pape 9

of Sudan, In 1910, the company passed into Dritish hands and was renamed the Sudan
Plantations Syndicate (SP3). It was destined to manace the million—acre Gezira
Schene vhich became the backbone of the Sudan economy for more than half a centurv.
The Syndicate was nationalised in 1950 and replaced by the Sudan Gezira Board.

26, For two decades the Board marketed the entire Sudanese crop through 18

(at one time — 1959 - the number rose to 38) export bouseu, most of which were
foreign-based with branches in other countries, ‘They included Ralli ‘Bros.

(British), Socistd Cotton (French), Reinhart (Swiss) and Forghalli (Egyptian). Most
of the export houses operated as commission agents to both larpge and sinall firms in
the industrialised countries. lationalisation of the cotton export trade in 1970
changed matters very little:r the Sudan merely began to deal with the foreign ‘offices
of these firms, and not .with the spinners ‘a8 Egypt did. Consequently, it is not
p0551ble to find out .which T¥Cs process Sudanese cottons, what proportion of the
country’'s flbre enters their mills and what influence they exert on the markets

for the fibre.’ - The situation had many, d*sadvantageu from the Sudan's point of view.
There is_evidence that the export firms, five of which handled about 90 per cent of’
all cotton exports, were orpanlced into a cartel which helped to depress the prices
in the auctions run by the Gezira DBDoard. They often engaged in speculative trading
which had 2 destabiliaing effect on the market. Their tendencv to sell on a type—
basis, and not accordlng to grades determined by the cotton classifiers, and their
resistances to the Board's practice of stamping the grades on the bales gave some
credence to charges that they were involved and, indeed, a primary beneficiary in
the grade manipulation scandal that was one ‘of the main causes for nationalisation of.
the cotton trade. Also, like TNCs operating in many countries, their main concern -
was to make a profit from marketing cotton irrespective of its source: they would
therefore readily promote non~5udaneae cottons at the expense of Sudanese ones if
this was .in their own interest. Desides, those exporters were publlc121ny their c¥n
types of cotton and had no 1ncent1ve to advertise the special qualities of Sidanese
growths, In xact, spinners often complained that they received from the traders
very little technical information, yet this information, such as results of micronaire,
flbrograph and Pressloy tests, was readily available in producing countries.

2y Impact of MMFs on Sudan's Cotton Industry

27.  The THCs that had the greatest impact on the marketing of Sudan's cotton

were no doubt phase that developed and produced man-made fibres. As one of the major
producers of extra-long staples (TLS), the finest cottons for which competition

from the MFs was at its charpest, the Sudan was among the cotton-producing eountries
most seriously affected by the activities of chemical TNCs engaged in MMF production,
Technically, the M/Fs had mgny advantages over cottont as their attritutes are: fairlv
controllable and they are more dantable than natural'L1bres to the needs of spinners,
In partlcular, .they can be imbued, as rcdquired, with such Dropertles as gtrength,
resistance to,heat; and colour or colourléssness. Also, IFs are decidely more

i sk i i e

regular in 2ll gualities than cellu1051c fibres. Favourable input—output ratios render

the costs of spinning M{Fs much lower than those of spinning cotton,-whlch vield
much waste when spun. Fabrlcs made out of MMFs are strong, moth-resisting, need no
ironing, and do not crease. Heavy spending on research and protiotion by the TNCs
helped to win over spinners, weavers and consumers to !&Fs. They were assisted in
this endeavour by the low prices of petroleum, the chief 1nput in M¥¥'s, charﬂed by
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OPEC until 1973. After_tha%, Americen chemical_TNCs benefitted from oil price
controls and the weakness of the dollar for most of the 197s.

28, 0f course, cotton had qualities which MfFs lack: moisture—zbsorption is the
main ones It is in addition soft and seldom causes allergies. However, these
properties can be retained vhen cotton is blended with such MMFs as rayon, nylon,
polyester of acrylic. But ELS cottons, which constitute the bulk of fibre exported
by the Sudan, do not blend well with synthetics; cost considerations make spinners
prefer shorter and cheaper cottons for blending with !IFs,

29. The sharp ricse in petroleum and gas prices since 1973 has not stopped MMFs

from continuing to increase their share of will consuiption of all fibres, but has
considerably curtailed their rate of expansion. During the period 1970-1973 the
consumption of non—cellulosic fibres increased on average by one million tons
annually, and their share of total mill consumption rose from 21,7 to 29.4 per cent,
Buring the period 19?5—79 the rate of expansion dropped to 0.6 million tons a vear, and
the share of these fibres rose merely to 35,0 per cent, In 1980 there was a drop

for the first time in the volume of MVF (synthetlcs) consumption from 10,614

thousand to 10, 470 thousand tons. In that year the M/F-TNCs in Western Eurove

alone incurred losses totzlling one billion dollars.

30. THCs engaged in the proﬁuctlon of MMf's were very slow to respond to the sharp -
rise in their produotlon costs at a time when 2 plobal recession was setting in.

In fact, some of them, like Du Pont and Monsanto of the United States, continued to
expand their production Capqc1ty in spite of rising costs and falling demand., DBoth
suffered from severly reduced earnings, with Monsanto faring worse than Du Pont,
which is the largest producer of synthetic fibres in the USA, owing some A0 per cent
of the country's capacity. Eventually, Du Pont had to reduce its reliance on fibres
and moved into the field of molecular genetics. It is sedking to develop new drmps,
herbicides and pest:.c:Ldes, and hopes to reduce the share of fibres in its total
sales from 50 to L4 per cent during the 1980s. TIts production capacity will
increasingly be diverted to the manufacture of speciality fibres such as kelvar, 2
fibre of high strenath that can be used for bulletproof vests and belted tyres.

Du Pont also tried successfully to mitipate the effects of riging input cost
(petro~fees account for 75 per cent of fibre costs) by introducing measures to raise
productivity. :

31. Aﬂerlcan, European and Japanese TNCs are locked in a stiff strusrgle for the:
shrinking MMF market, with American and Japanese firms in the lead until nov, -
As manufacturers of. iMFs, however, all these TNCs are untied in campaigning against
cellulosic fibres such as cotton. Helped by favourable market conditions,
particularly price trends, cotton producers are fighting back. Strenuous efforts
are now made in the field of research antd’ promotlon by the International Cotton .
Institute, an offshoot of the Internationdl Cotton Advisory Comm1ttee, and by ma]or
cotton pﬁocessors.' Their aim is to develop better cottons, improve :
their preparation, reduce production and handling costs and win new markets. In
recent years, a Japanese firm_ is said to have developed an easy-care all-cotton
fabric suitable for use as shlrts, blouses or sportswear. There vere also sipgnificant
improvements in the manufacture of cotton fabrics with good stretch, strength and .~
heat resistance properties. ' S
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32 These recent develomments in the manufacure of iMFs and in the production

. of cotton fabrics are of particular interest to the Sudan, Tirst and foremost

because they affect ILS cottons, which constitute the bulk of cotton ex?g#ts.frp@
the country. The MMF-THCs are increasinply concentrating their efforts-on the fine
end of the textile mariket, which is the traditional territory of ELS cotton, by
blending VMFs with shorter cottons so as to dislodge the FLS srowths. Improvements
in the 1ce of cotton for maxing durable-nress anparels and wvarp knittings are
larpely ELS-~based, Thus the strugrle between cotton and the counftries that produce
it and MMFs and TNCs making them manifests itself at the weaving stape.

B. Transnational corporations and the manufaciuve of textiles in the Sudan
33. The Sudanese textile industry produces varn from its own use and for
exportation. Sudanese weavers supplement their purchsses of locally-produced cotton

yarn with imports of both cotton and an¥ificial counts. On the market, their products
face stiff competition from imported cotton, MMF or hlended fabrics. 1In all aspects
of ¥he trade in textiles, Sudanese monufncturers are affected by the activities of
foreign—based textile THCs. TiCs that produce varn from IIFs are naturally bent on
restricting erports of cotton varn from and at the same time seeking to expand their
sales of synthetic varp to the Sudan. TiHCs engaged in +he production of fabries

and apparels nade of MMFs or cotton blended with MMFs are doing the same. These

TNCs played = leading role in erccting barriers agzinst exports of textiles from

the developing &3 the industrialised countries, and, of ccurse, the Sudan was one

of the developing countries affected, The textile THCs nre alse increasing their

‘involvement in the textile industries of developins countries, as the Sudanecse

expeérience clearly shows.

34. The Sudan's ambitious 15-year Plan to become self sufficient in cotton fabrics
and then turn into an exporier of yarn and fabrics render its case of particular
interest to students of the attitudes of the textile THs townrds their rivals in the
Third World. IHowever, it wmust be clearly stated that neither the progress of the
Sudanese textile industry zor the invelveaent of TNCz in it are typical of
occurrences in Africa, '

1

-35. The history of modern spinnins and weaving in the Sudan begins in 1958 with

the regiS?ration of the Swintaco-Alericnn Textile Tactory ac o hrivate coupany vith
an authorised capital of 15.1.% million. The paid-up capital was kS 0.9 millYion,
subscribed by an American of Greek origin. The factory cost:k5 12,17 million,
including k5. 5,73million paid for the machinery, whick was imported from Britain on
credite Local commercial banks provided the rest of the long-term finance, as well as
much of the short-term one. Cotton was bought from the government on credit. The.
factory, with its 55,000 spindles and 1,590 looms, commenced production in 1962,

it had the capacitv to turn 50,000 bales of cotton into A5 million yards of fabrics.
The factory was beset with numerous problems that prevented it from reaching full
capacity production and it failed to repay loans to the machinerv sunpliers, the
commercial banks and the government. USAID came to its aid with z US310 million loan
but the company continued to falter.

1. Gulf International

36. In 1063, the Sudanese Americer Textile Factory wns tzlien over by the Kuwaiti
TNC Gulf International, which paic kS 10 million for the purchase. Gulf, a private

Rk S o L L e R AV S AT
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company dominated by a ucmber of the Kuvaiti royal familvy, has world-wide interests
including fishing in Xuwaiti and Somali waters, match-making in Higeria

and Zaire, wood cutting and processing in Canada, dairy production in Holland,

spinning and weaving in Lebanon and other activitios in the United Kingdom,

Japan and India. In 1974 it bought equity into Lonrho, a TNC with wide interests

in the developing world, This London~based THC had a very controversial record and

has faced many crises cince 1973; Yuwaiti participation helped to bolster its

position. The two becane partners in the Sudanese Kenana sugar scheme, which Lonrho
had helped to launch =nd steer. ¥When the costs of the schame cuintupled in five

years, the Kuwzitis helmed to oust Lonrho and resigned their seats on the Lonhro

Board of Directors, retaining, however their 29 per cent equity share in the companv.

37 As the main Arabh invectors in the Sudan, Kuwaitis enjov tremendous goodwill
and are not viewed with the suspicion that characterises Sudancoge nerception of both
- foreign transnationzl operators. Their interest range from road transportation to
poultry production, the coustruction of office buildings and hotels. The Gulg
International group of Companies (Sudan), however, remains their chief possession in
the country. ' The fact that a Sudanese isg amony the prominent charcholders in gulf .

- has also added to its local prestigc.

38. ‘Gulf has a number of subsidiaries in the Sudan, most of which were bought

as on—-going but losing concerns. These include two match foctories, a glass factory,
a particleboard mill, a chemical company, a packaging firms a publicity agency and an
air-taxi service. The giznt textile mill, renamed the Sudan Textile Industry, however,
remains its main subsidiary in the Sudan. The factorv's productive capacity was
increased by 50,000 spindles ond 1,200 looms so as to add 35 million yards of finished
fabrics to production. The number of emplovees rose from /4,300 to 2,500,

38, The Sudan Textile Industry Company (STIC) had troubled relations with both
the authorities and its oun enplovees. Motters came to head hetween 211 three
parties in April 1681 vhen the workersc seized members of the bosrd of directors,
locked them in a basement roor: and barricaded therselves in the factory. They were
denanding payment of B3 171,000 in arrears in lieu of overtime wori, leave money,
medical costs, etc. The Company, vhich had been facing serious financial problems,
claimed to have incurred losses totalling BS 27 million in the last five years. Its
indebtedness to banks and to the state—owned cotton—growing corporations ran into
tens of millions of pounds, Wherd the troubles flared up in tie spring of 1981, STIC
had already exhausted itc credit ceiling of &5 15 million and was pressing the '

1A

government for further credit amounting to k5 12 million.

40, Lack of short-term finance was only one of the problems of the firm. Its
products could not compete with fabries imported from such countries as Egypt,
Pakistan, India, Korcz ond Romania, in spite of the generous subgidies it received
and the high duties imnosed on imported fabrics. STIC paid its workers quite
gencrous wages by Sudanese standards, but quite low comparison to those paid by
textile mills in other developing countries. With an averzpe hourly wage of

LS, 0.20 (US$0.40) earned slightly nore than their counterparts in Egypt (35 cents)
but less than in South loresz, Brazil and Tunisia (L5-35 cente).

41, STIC also suffered from problems facing nost Sudanese factories. These include
recurrent pouer cuts, o high rote of labour turnover and absenteeisn as well as acute
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hard currency ¢ arcities leading to shortages in spare parts and chemicals. Power
cuts caused production losses that varied between G.2 and 14,7 vork fdays during the
period 1675~79. In 1990 there was ~ sharp rise in lost ‘ours, which added ﬁphmore‘
than 680 work days. Contirupus emisration of workers cauced the labour turnever
rate to rise from 15.3 ner cent in 1974 to 20,2 nmer cent in 1980, - The devaluation

of the Sudanese pound raised the costs of imported spares and chemicals by 25 per cent
to h% 143 million in I930. . STIC also complained that its spindles were designed

to handle short, medium and long—staple cottons in descending proportions;

‘after 1970/71 the government sunplied it with cotton in proportions that reversed
this order, This factor and sticliness in recent cotton crops led to considerable
under-utilisation of productive capaciiy. Incresses in electricity rates, cotton and
petrochemical prices, production taxes and tThe minimum wage level raised nroduction
costs during 1920 by L% § nillion, or 2,/ nar cont.

L2, As a result, of all these problems, the outnmut of both the spinning and weaving
sections of the factory haoe declined considerably in recent years, In 1973 STIC
produced G,402 tons of yarn and 63,855,000 yards of finished fabrics. During the
years 1978=1990, production averaged 4,594 tons of yzrn (30 per cent of capacity)

and 31,225,700 yards of fabrics. Significantly, the Tactory, ceased in 1977 to use
imported yarn, which resulted in 1973 in production of only 15.3 million varcds of
fabrics. '

2« ° CPther THC involvement
L3. The Sucdan Textile Industry differs from most of the textile mills in the countrv

in that it is predominantly owned by non-Sudanese, and that it is completely dominated
by an Arab THC, Gulf Intecrratvional., In most of the remaining textile companies
there is involvement of either Buropean or Asiatic THls. Some of these TNCs supply
machinery, usually on credit, and hold shares in the client textile company. This
is the case with the Jzpanese fimm Gosho-Kematsu, which supplied the Khartoum
Spinning and Yeaving Company (HSUC) (Resde 1959) with machinery worth RS 1 million.
Payment was made in instalments extending from 196D to 1966, later prolonped to 1957,
The factory had 20 thousand snindles and 714 looms that could produce 3,730 tons

of yvarn and 30 million yards of fabrics. The Japznese THC purchasesd 3% ner cent of
KSWC shares. Its experts sunervised installation of the machines and, later, their
use in producing yarn and fabrics.

Lk, A similar arrzngement was negotiated in 1977 between the New Halfa Union of
Cooperative Societies (NI1UCS) and Mach~In~Tes, a private Ttalian companv which
representer several Itealian manufacturers of textile machinerv. This fim performed
'turn-key-jobs' in cuch countries as the Republic of China, Vugoslavia and Algeria.
It undertook to supply the NIUCS with machinery worth USH 20,5 million on credit,.

It also agreed to take up 10 per cent of shares, operate the factory during its
experimental stape and market abroad the varn it produced. To—date this agreement
has not been carried out.

45. Haurer Textile Compony, a Swisgs firm, is a shareholder in the Gezira and
Managil Textile Company (GEIATEX), which is 52.5 per cent owned by the Cezira and
Managil Tenonts Cooperative Corporation (@TCC). The machinerv for the USSH 33 million
plant was bought from Frauce, @olland an?d Belgium, and Maurer Textile Co., which hel”
S.5 per cent of shares, actel ot consultonts., The factory operates with 14,500
spindles and 342 looms 2nd procduces 12 million meters of Tabrics. It emnlovs some
900 persons, many of whom have been trained in factories owmed by the Swiss TNC in
Furope and Africa.
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L6. The largest textile THC to become involved in the Sudanese textile industry
is the British firm Tootal, which rznks among the 500 largest firms outside the USA
and the. top 20 textile firms. Tootal made sales worth Us" 773 million, owned assets
worth US$ 559 million and employed 29 thousand persons in 1979, It undertook to
oversee the installation of theBritish-made machinerv supplied by an associate firm,
Platt Sacolowel: Ccy, and to train the employees of the spinning factory owmed by
Jumeira Textile Mills (Sudan). Tootzl also contracted to act as production managers
for t*ree years., The owners of the factory are a wealthy family of Dubai and a
Dubai-domiciled -Sudanese associate, who have other intecrests in the Arab world.

The factory's 39,600 spindles produce 1,500 tons of double—combed and Uster—tested
yarn for exportation. The Company employed a Swiss firm Combaro, to market its =
products in Switzerland. Combaro has experience in marketing Peruvian yarn in
Europe. '

47. A Palkistani textile firm Bibojee, is closely associated with another Sudanese
textile Company which erected the Bageir factory. The US5 38 million factory spins,
weaves, dyves and prints up to 12 million meters of fabrics. Bibojee Services Ltd.
contributed part of the credit of US$ 23 million obtained by the company from the
International Finance Corporation (IFC), the Sudan Development Corporation (SDC),
the German Development Company and two Paris-based banks. It alsoc purchased shares
in the textile firm and after supervisinz the erection of the factorv, is employing
37 Pakistanis to operate it. o '
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CHAPTER IV
- GAINS TO SUDAN FROM TTS TEXTILE INDUSTRY
43. Thls section attempis to nuantlfv the soeio—economic impact of THNCs on the

cotton trade znd industry of the Sudan; it first cclculates the rcta1ned_portion
of the value of raw cotton produced for exportation under the auspices of ‘a
British THC, the Sudan Plantations Syndicate; yarn nroduced for exportation by
Arab TKCs; and fabrice manufactured by the Arab TRC, the uudanese'Texfile'Factory,
for domestic consumption. Later, an attempt is mhde to comﬁute the 1nterna1 rate
of return of projects implementsd by some of these THCs. :

A Istimates of retained value

1. Cotton for exportation: +the Gezira case
49. Attention first focuses on the Gezira Scheme during its 25 vears of management

by the Swmdan Plantations Syndicate (SPS) which played a leading role in launching
the nilligg-acre irrigated scheme in 1925, SPS, aided by the British Cotton Growers®
A35001at10n(BCGA), helped the Sudan Goversment to obtain the muarantee of the British
Government for a loan of 113 million used in financirc the construction of a dam anAd
the canalisation system for the scheme. The loan was mainly in the form of &% per
cent Bond {1920-58). The syndicate nlso nrovided the capital invested in vital
administrative and marketing instzllations and, for this reason, was awarded
contracts for management of the scheme and marketing of the cotton in retrun for

20 per cent of the net proceeds of the cron. The Government, which became responsible
for providing land and irr4"atio water, received /4D per cent. The renaining

40 per cent wes the share of the tenant farmers who performed all farming and
harvesting operations under the Syndicate's supervision. The net revenue flnure

was obtained by deducting expences incurred jointly by the three nartnera: these
included the costs of nloughing, seeds, pest control, cotton nlcklng, Stalﬁ pulling,
ginning, baling, storsge, transportation, marketing, insurance and chemicals. Most
of the expenses included in the Joint Account as well as manv of those incurred
separately by the three nartners are met hy payments to Toreisn arcents, so that a
congsiderable part of the erxnort value of the fibre rennined overseas. Outflows of
payments comprised the bulk of the Syndicate's share, the costs of loan amortization
and interest thereon, shipping, insurance, narteting and payments for inputs such as
pesticides, Tertilizers, fuel, sacking and machlnefye The compensation paid to the
Syndicate upon nationalisation in 1950 must 2lso be considered. However, before
making necessary caleulations, ezamination is recuired of the claim that during the
period 192553, Sudanese co’ton was sold to Dritain at prices that did not reflect
its true valuc. Any resulling underpricing must be seen as an outflow affecting the
refained part of *he ¢1bre‘“ real value.

0. Buring most of thl period the Syndicate consigned the Gezira crop to

iverpool wvhere it was disnosed of by the TCGA for a d per cent commission., From
the outbregk of the Second World Uar, the crop was sold in bulk to Britain at prices

negotiated. betveen the Sulnn Governmenl and the Cotlton Po trol Doard (CCB) and later,
the Raw Cotton Commission {RCC). A studv of the terms of the Thlk—SwTe AgreeMGnts
of 1840 to 1952 shows that Sucdenese srowths were sold at nrices wh1ch were conS1derab1V



E/ECA/UNCTC/2
Page 16

below comparable Egyptian varieties' and even below those of inferior American
grouthss In 1938 and 1533, Epyptian cotton had an average price of 6.5 pence per
Uound (d/16) Sudan cotteals was 6.2 d/1b; the United State s fibre's was 5.2 d/1b,
But during the period 1940-~1947, their average were 15,8 d, 10,3 d znd 12.9 d,
respectively. This means that during the war, Sudanese growths were under—priced
by 32 per cent compared to Egyptisn cottons and by 33 per cent relative to American
cotton. Since the Gezira crop fetched approximately B4O million during the period,
the underpricing must have cost the country roughly B20 million. During the years
1948, 1949 and 1970, the Gezira crop was sold to the RCC at prices that were
435 per cent belovwthose of ﬁomocrable Egyptian growths. As sales during these vears
reached a total of £37 million, the Sudan must have lost about L34 million in three
vears. Assuming that Scdanese cotton was underpriced at about the same rate over
the cnt1re 25 years of SPS monagement during which sales totalled k95,5 million,

Sudan?s losses must have been in the order of EH59 million.
() 8PS Share

Bi. During the period 152550 the SPS received B20.4 million of the gross sales

of £98.5 million; £39.9 million went to farmers and 138.2 to the Government.

Of this figure, SPS netted k15 million, which enabled it to pay dividends averaging
around 25 per cent. [ost of its costs of bh./) willion were also in the form of
remittances, payments to the British staff and repayment of credit used to finance the
construction of offices, houses, ginneries, etcs On top of these remittances, the
SP5 collected and transferred in 1950 the sun of B4 million paid to it in lieu

of the net assets that were nationalized upon the c¢Xpiry of its concession,

(b) Debt Servicing

52. The Government had to repay oult of its share the El13 million loan obtained
from the British stock mzritel and pay E21.5 willion in interest charges. Since
repayment had to take place between 1929 and 1659, the sum due during the period
1925-1950 cand to E9.1 mlllvon and £5.1 million, respectively, or b24.2 million in
total. :

(e} PCGA's Commission
53« The BCGA operated ac = marketing agént for the SPS during the périod 1925-1939
for a 1 per cent commission. Thus, the Asséciation earned about E210,000 in return

fAr its services. -

(d) Imported Inputs

54. Payments for agricultvral inputs such as chemicals, fuels and machinery
averaged about 12 per cent of gross receipts during the period, or around
£11.8 million,

(e) Wages of Foreign Pickers

55, About 24 per cent of the share of a tenant goes to hired picking labour, or
about £9.6 million for the whole period. Since about 40 per cent of the pickers
were non-Sudanese (Nigerians, Chadians, etc.), repatriations out of this sum must
have been in the order of 52,2 million.
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below comperable Egyption varieries' and even below those of inferior American
growths. In 163C and 1929, Igyprtain cotton and an average pricce of 5.5 pence per
pound; (d/16) Sudan cotion's was 0.2 4/1b; the United States fibre's was 5.2 d/1b.
But during the period 19&0/19& averages were 15.0d; 13.2 d and 12.6d,
respectively. This mesnt thaot the war, Sudaese 3row1hs vere under-priced
by 32 per cent compared to | o5 ang by 33 per cent relative to American
cotton., Since the Gezirn orop fetched zpproximately BAD million durirg the period,
the underpricing must have cost the country roughly B20 million. During the vears
1643, 1949 and 1970, the Gezirn crop was sold to the RCO at icea that were

LG per cent below those o7 commarable Egyrtian growths, As sales during these years
reached a total of B3I million, ths Dudan must have lost about 34 million in. three
vecrs. Assuming that Sadoresce cotton vas underpriced ot abo the same rate over
the entire 25 years of SPS management during which saleg called 5G3.% million,
Sudan's losses must have been: in the order of LH9 m_lllonn

r'}'
p

{z) SPS Share
Rl During the period 13525-50 ths 5PS received £20.4 million of the gross sales

of £93.5 million; 53G.9 million went to farmers and L3%.2 to the CGovernment.

0f this figure, SPS netted Ll% million, which encbled it To pay dividends averaging
around 25 per cent. oot of ite costs of bi.4 million were 2lso in the form of

to thes British stal? and repayment of credit used to finance the

remittances, paments s i
construction of offices, houses, gimneries, etc. On top of these remittances, the
SP5 collected and transieresd in 1950 the sum of L) million paid to it in lieu

of the net-assets that were nationalized unon the e3piry a:d its concession.

(b} Debt Servicing

52, The Government had to repay out of its share the L13 millio: loan obtained
from the British stock market -nd pay B2l.5 million in interest chargec. Since
repoynent had to take nlace betitesn 1579 and 195%; the sums dus during the period
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i9;51Aj50 came to BY.1 million and &15.1 willion, respectively, or L24.2 million in
otal.

¢ Co
{e) ECGA's Commigsion

a .
53. The HCGA operazted as a marketing agent for the SPS during the period 1925-1930
for a 1 per cent commission. Thus, the Asuoﬂlatlon earned about L210,000 in return
for ite services.

(d) Jmported Inputs
Bhe Payments for agricultural inputs such as chemicals, fuels and machinery

aver%ged about 12 per cent of gross reccipts during the period, or around
B11.9 million, ' -

(e) Hages of Foreign Piclkers
= L - ) ., . s . ) N
B5. About 2/ per cent of the sinre of o tenant goes to hired plcklng labour, or

about £0.6 million for the -ole period. Since about LD per cent of the pickers
vere non-Sudanes (Nlnerwqpu, Chadians, etc.), reratriations out of this sum must
have been in the order of 52.72 million.
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The overall picture is presented in the following table

Table 1

Rezl value 157.5 100
Losses through underpriciag 55.0 41
Actual Receipts 93.5 100
Qutilovss

5PS:

Share 204 21

Compensation 1.0 L

Debt Servicing:

Loan S.1 g

Interest 15.1 15

Inputs 11.5 : 12

BCGA Commission o2 -

foreign Pickers 3.8 _ /

Total [<A “’% A 38

Retained value ‘ 34.1 3B 24,1 21

- 1 . .
Bl The above teble sghous thet the Sudan actually retained no nore than

21 per cent or roughly, = Jifth of the rezl value of it cotfon crop, and 35 per cent
or about a third of wihat it actually received for the fibre.

57 Nationalieation of the Gezirz Schemne paved the way for o drastic albeit
graduzl redistribution of gains, Sudainisation of the staff, smortisation of the
£13 million loan and termination of the Bulk~3zle Agreement were not completed until
late in the 1950's. At the end, the remaining outflows were primarily payments

for agricultursl innute 204 remittances by foreign cotton pickers.

Ze Yarn for expertation. The Jumeirs case

58. Jumeira Textiles mills is & Dubai—owmed firm which has only recently completed
construction of & spimning factory with 33,900 snindles. The f{actory produces yarn for
1

@

exportation. It uses 9,000 bales of cotton annually so zs to produce 1,500 tons of
double~combed and Uster—iested yarn (average count number 40). Total project costs
reached BS 12.8 million compricing &5 5.5 million for machinery, bS 3.2 million for
building and structures, plus ES 1.1 million construction, management, training and
marketing services provided by a British firm (Tootal) and a Swiss compnay (Combaro}.
The machinery was supplied on eredit by Platt Seholowel of UK, repayment being spread
over geven vears alter 2 2 vear grace period. The intereat charged was fixed at

8 ner cent. The firm emnloys 40D operators. It imported velicles co as to transport
all its inputs and prodectc,
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59, The factorv uses medium staple cotton, a hale of which costs (FOB Port Sudan)
BS1L3 at 1930 prices. It turns §,900 bales valued at 151,237,000 into 1,500 tons of
varn fetching, ot E5,000 per ton, LE57.5 million. The distribution of the value
added of about B6.2 million adpears to be skewed in favour of the THC that owns the
factory, indicated in tie table below.

0. Apart from cotton, the THC purchases a few inputs from the Sudgg. Electricity
is prominent amongst them: The factory's 3. . W cpindivr eor w . 3,1 KW per hour
and, at full capacit?; operate in three shifis Z4 hours a day, 350 days a year. At
54 millimes per XM, the snnual charges come to LS 1,437,000, As for labour, it
costs BS 240,000, assuming an average pay of LS 600 for the Company's 40O operators.

61, The portion of value added remitted abroad is considerable, There is first

the sum paid annually to the suppliers of machinery and prefabricated structures,
which, together with interest charges, amount to about bS5 1,565 thousand., At

10 per cent annual depreciation of machinery comes to &5 45,000 a vear. The rest
represents commissions and fees paid to Tootal and Combare as well as dividends issued
to shareholders., No fisures have been given for payments made to the two TNCs, but
informed sources say thot their aggregate commissions represent about 12 per cent of
yarn sales of LS 900,000, '

02 ‘It is significant that the Jumeira Textile Mill pave no tarxes and is self—
sufficient in transportation. These facts help to reduce substantially the country's
share of the total value added., The table below indicates how this sum is shared
between the THNC and its zssociate companies on the one hand, ond the host country

on the other.

Table 2

Distribution of Cains betwozn o Spinning THC

Q&gaeira Textile Mills and the Sudan)

Value of Txported Yarns 557,500,000

T3 T nzny

Raw Cotton 1,287 Debt Serricing 1,556
ilages . 240 Spare Parte ond
Electricity 1,437 laintenance 885
B Commission & Fees Q00
o Profits 1,022
Total 2,301 - 4,53

e ]

% of Yarn Value 35,5 % of Yara Value 0.5
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3. Fabrics for local consumptions: the STIC case

£3. The Budan Textile Industrv Compnny (STIC) was bought inl954 from fts
Americazn=Greek owner by the Kuwaitd THC Gulf International for %S 10 million.

At the time, the facltory had 55,00spindles ond 21,900 looms copable of converting
50,000 bales of low graceEN5 and Ms cotton into 45 million vrrds of srev ond
bleached fabrics. The Kuwaiti firm oparld some®: S 7.7 million between 1971 and 1973
to add 22,000 spindles znd 216 looms to the factory's capacitv, which rose to ahout
75,000 bales, A new spinning and weaving factory was added to the existing one

at a cost of »S 45 million. This new factory has 32,000 spindles and 1,170 Yooms.
It started production in 1950,

6lis In spite of continuous expansion in the firm's productive capacity, its

output has been shrinking. It-fell from a peak of £0.0 million yards of finished
fabrics in 1973 to 30.1 million yards in 19M. Consecuently, the TNC that owns

the mills began in 1975 to experience heavy losses, 2s it had done before 1971,
Licuidity problems, power cutg, hard currency shortages and high rates of labour
turnover and absenteeism, with spurts of trade liberalisation which left the

firm's products exposed to stiff foreign competition, made the Kuwaiti company

loge & 27 million during the second kalf of the 10703, Protection azgszinst competing
imports of cotton fabrics became particularly important after protests by farmers had
forced the Govermment to ndjust upwards the prices of the raw cotton sold to the
local mills at a big discount,

5. The position of this firm is examined helowr at two different points in time, 1971
and 1330 to depict contrasting sitnations. The nortions of income from sales of

varn retained in the Sudan and transferred abroad are given as an indication of the
distribution of goins between the TNC and the host country. Co > risoas are clso

made between the amounts of foreign exchange spved by substituting loeally produced
fzbrics for imported oncs and levels spent in the Drocess of making the former.

SnXC:  Retnined Value Jsltimntes

1971 1970
giéiumillion! (3£, nillion)
i~ctorc Yalue of fabrics R, 720 6. 003

Raw cotton 1,440 L.h2R
Wnges 1.502 fe 250
Pover Do hAL7 1. 442
Interest on Yorking Canital 0,210 2. 07

Total 3.593 72.5% 12,19 22,1%
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Table 3 (Cont'd)
Remitted vzlue:
Capital Depreciation 0,547, 1.5%0
Spare parts : : De 245 0. 592
Row Materials 0,300 D.700
Totz‘.l 1.’2:52 ?.7. (] 2.822 ‘1‘ » 0
Crand Total Le951 100, 0% 16,067 1%
Profit {& " or loss (-) 0,756 ~9. 174"
CIF Value of Imported Substitutes L.1 S 418
Renitted Part of Value 2121 7 2.572
Savings in Foreign Hxchonge 2,039 2,546
66, The table shows that while production costs soard by 22 per cent receipts

from sold fabrics rese by only 2 per cent between 1971 and 1970, causing the

Kuwaiti Firm to lose heavily in 1630 after making a fair profit in 1971. Fortunately,
the preatest increase in costs affected items procured locally, indicating a marked
rise in the part of total vanlue retained in the country ond an increase in foreign
exchange sovings despite a gharp fall in production,

n

in gpite of an almost 57 nor cent reduction in volume. Hot oalr did the FOD

nrice of the average bzale rise from B5.50 to LS 121, bui the discount given to

STIC was also diccortinuceds There were zlsc substaisnl, increase in both the number
of employecs (from 4,300 to Z,500) and average wanes {from S 348 to b3 500 per
annum). Blectricity uwkilizotion rose due to expanded procductive capacity from

5,168 to £,250 KM, and its rates increased from 12/me (millimes) to S4im/m per KVE,
although worlking doye dropped from 390 to 175, There wss also an increase in
interest on working capital from 7 to 12 rer cent. In 1971 working capital stood
at® 8 3 millions but in 1800 STIC had to mav interest on 24" million which included
vast arrears from previous seasons.

67. The greatest incrense concerned prices of cotton, which more than trebled

AR Capital depreciation is ecalculated at 10 per cent of book value. In 1971

the original sum of B S £,17 nillion spent on fixed assets nlone was being consumed; but in
1830 while those assets vere still being written off, a further sum of &S 753 million,
invested between 1971 and 1573 in expanding capacity, was also being used up 2t the

rate of 10 per cent per cnnum thus the depreciation allowance namely, doubled

Spare parts were calculated 2t 2 per cent of capital costs, but an allowance Y%«

to be made for the recent 25 peor cent devaluntion of ths Sudanese currency. This

factor also helped to inflate the costs of chemicals ond other imported materials,

vhose CIP mrices had risen anyway during the 1970s.

n
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69, STIC's 1980 loss of more than A8 S million may be seen as a subsidy naid

by the Kuwaiti TNC gulf International to the Sudan, After all, the Government paid
STIC &S 1 million in 1971 in the fora of » discount on cotton, which enabled the
firm to make 2 profit of b 755,000, Horever, it must also be mentioned that in 1970
the Sudanese consumer was pzying 228 m/m per STIC vard inctead of 190 m/m for an
imported yard of comparable ecuality. Desides, with (wue'.. of the BS24.7 million owed
by STIC to the state—owned hanks being viewed ns bad debts, the Sudan mav well be
still subsidising Gulf International instesd of recsiving subsidies from it.

B. Internal rate of return (IRR) estimates

70. The internal rate of return (IRR) is an imporisnt albeit jllusive concept,
Data deficiency renders its computation almost impossible. Dut it is gignificant

as an indicatror of the return on direct and indirect investments made by the host
government in support of nprojects undertaken by TNCe; as such it is 2 useful puide-
to government planners in their negotiations with the TlHCs. For this reason an
attemtp is made here to calculate the IRR for govermment investments in two fextile
plants set up by two different TMCs, STIC and the Jumeiras Textile Mills, Since both
mills are entirely foreign-owmed, government invesimonts connected with them are
indirect: they are essentially jnfrastructural in nzture, including expenditures
for cotton cultivation, power generation, transportation, land allocation, credit
extension and traininp. Likewise, state revenue from its investments in these fields
do not include any form of dividend, since the government holds no shares in the.
companies which own the two mills., Its revenue comes in the form of fees, rates,
-taxes and interest.

71 he two factorics are pert of a textile industry consisting of twenty—tuo
mills, ten of vhich are state-ommed. One of them, STIC, is the largest spinning and
weaving mill in the country. Jumeira is a medium gize firm engaged in yorn produqfion
for exportation., Talkle L shows the relative imnortance of these two firms in the
Sudanese textile industry. Hnowledge of their share of ctate services to the industry
is necesasory to determine the level of host country investments irn support of the
activities of the two TNCs. hile this can be crleulated with some accuracy for

such matters as cotton and enersgy consumption, it is very difficult to compute the
firms' use of services like road transportation. The comodities thev move and trucks
they use can be determined, but not the portion of capitzl invested in roads which
they utilise in the process. /4 related problem, is determination of the level of
state investmont to create a banking system capable of catering exclusively‘for the
industry. Obviously, utilisation by the firms of state investment in such fields
canonly bhe crudely estimated,
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Takle kL
Share of STIC and Jumeira of Infrastructural
Services Provided by the State for:tﬁe'IndustrV
Entire Public Private STIC Jumeira
. ' o Industry Sector Sector

Spindles 534,109 212,125 371,850 115,200 39,50
% 110 39.7 5.3 26.2 G

Looms 12,112 2,800 74227 3,996 -

% 100 . 28-5 715 39.5 ) -
fotton Consurmiion (D00 bales) 251 174, 157 D0 g
% 100 39';1 @t 2 3&- 5 3|l|-
Electricity Consumption(XI} 52,244 19,853 32,291 11,995 3,167
100 7.6 ek 227 5.0

Railway Yagons 100 LO 50 35 -

% 100 L0 58] 35 -

Site Area (000 117) 550 20 70 17 50

K 2.1 77.8 15.4 5.2

Short-Tern Finance (BS.n) L5 18 27 15 A

% {Proportionate to

productive capacity) 199 10 o0 33 Q

Tl The following table stows the costs of infrastructural services utilised by

STIC and Jumeirz and the amounts charged to them by the state.

73. A first item is the Tibre. The two factories were desipmed to consume mainly
medium staple cotton of the fcala type. Acala vields were exdected to be hiph

enough, (5-5 lantars fer fed
38.9 per cent, to justify its displacement of the better TLS varieties whose yield
per feddan stood at £L.9 for the V.S5. variety and had only = 35.2 ner cent lint
vield, as is the case with the Dnrakat varietv. Ilowever, Acale vields have been
disappointing in the Sudan, averaging only 2.57 kontors during the neriod 197%/76,
1979/80, as against 2.9¢ kantars for ELS cottons. The production of 251,000 bales
on feddans thot yield only 2.55 kantars on average recuires /30,000 feddans,
At BS k74 per feddan, develomment coste would have been ES 204 million., To meet
the requirements of the STIC zad Jumeira mills of ©2,000 and 9,000 bales, respectivelvy,
areas of 143,000 feddans and 15,000 had to develop ot a cost of BS* 70,1 million and
7.0 million, respectively.

dan) and its lint vield sufficiently ouperior, at
s
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Table 5

I,R4Be_on Governnent Invesiments

Related to STIC and Jumeira

Lo  Govermment Investments

STIC JUMETIRA TOTAL
4 3. million)

Acalz Production

7.1 7.9 77,1

Electricity Generation 17.5 Le® 22.1
Rail Transportation 2.3 - 2.3
Site Preparation D2 0.1 0.3
Banking Services 15.0 0.4 15.4

Total 100,11 12.1 117.2

.Be___Government levenus

Defense Taox 145 0,146
Railway Rates 2, 605 0. 240 0,745 -
Electricity Charpes IARSA 1.232 5. 206
Interest on Dank Credit 1.700 0,047 1,047

Total 7216 1,520 . 736
Internzl Rote of Return 607 12,565 7. k7%
74 Ilectricity is the mzin source of energy for the textile industrv, Unfortunately,
its supply is very inadequate in the %®udzn, and power—cuts are freguent. In order

"oy

to cater for the industry's growing needs, Phase III of *h< Energy Plan is being
implemented, -t 2 cost kS 250 million to increase sunnly by 158 7. The tex*ile
industry consunes 52,844 K71, the shares of S5TIC an”? Jumeira being 11,996 KM and
3,166 KM, respectively.

75 Investment in Sudan Railwnye (SR} is said to b2 around: S 150 million. In
1980 3R moved 2,004,870 tons of merchandise; this included 15,922 tons of row cotton
and 15,000 tons of STIC cloth. This meant thot STIC utilised 1.5 ner cent of the sums
invested in this service, lfoving these cusntities cntailed the use of 35 railwav
wagons with on average net load of 20 tons an” turaround rate of 2.1 days. As for JTHN,
it relies on its own trucks to move its innuts and products. Its utilisation of

the country's newly constructed highways of 1,411 kilometers costinghS 155

million is too small to be recorded. . e
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76, The state allocates land to factories ond ineurs considerable expenses in
surveying, levelling and allotting plots and in supplying them with road and sewage
systems os well ns water and electrictiv. The minimum costs of these services are
estimated to average ot kS 1.32 per scunre meter.

77 State—ownad banks provide almost all firms in the industry with short-term
finances The central bani, Dank of budan, approves the ceilings set for large firms
such zs STIC, wvhose maximw: borrowing was set in 1@3_ at b2 15 million. JIM is more
self-gufficient and its borrowing is about &5 400, 000, Toth firms pav an interest
rate of 12 per cent per annum on thelr loans.

75 There are no doubt other infrastructural services provided by the state that
do not appear in the tables above., For instance, there is thre training service
provided by the Xhartoum Textile Institute, which cost L3 2 million to establish.
Many of the graduates of this Institute ns well as employees trained by state—ovmed
textile mills Tind work in private nills more stimulating and remumerative. lowever,
the suns invested in this and other services are tcoo small significantly to change
the overall IRR estimate made ahove, _

79« The IRR of 7.55 per cent realised on govermment investment in lnfrastructur al
services utilised by the two THCs is not hipgh 1, particularly since the returns
received by the Govermment are relabted to capital not operational expendlaures on.
said services. One important factor will in the furture raise the IRR: Thig is
termination of the 5 to 10 vear tex exemptions currently enioyed by the two THC=,
particulzrly JTH.

go. Returns accruing to the Government can be nssessed more accurately by
introducing the concept of ovportunity cost in the analysis. Obviously, this adds to
the complexity of the treatmen” and mav prove to be of limited usefulness in view

of data deficiencies. To demoncirate hor the snalysis o modified by introduction
of opportunity costs, the folloring considers only o of the inputs provided by

the state, cotton and land. :

G1. The state has undertaken to expand the production of Acala cotton for mill
consunption ot the ernense o The more remunarative ZLO vorieties Thus, the vnlue
of the ELD socrificed constitutes the opportunity cost thc ought to be included in
any proper costing of cotton processing in. the country, he larger vields of ELS
cottons 2,00 k/f vs. 2.58 k/7 for ucalﬂ) and higher prices fLS 210,56 per hale vs.

L 181 for = hale of Aca_b) meant sacrificing: ?61 ¢ 0 bales of ELS cotton in order to
supply the milles with an ecunl amount of Acala, This in «ffect awarded the mills
277 thousond bales of ficals for the price of 26] thousand bales., Desides, had the
nills beern designed to congsume ILS varieties, the ares needed to produce the
261,000 bales they comsume would have Fallen from 430,000 feddans, which cost &S 204
mllllon to develop, to only 363,70 {eddands cost £S 174 million.

g2, Charging the THCs £ S 1,32 per souare meter for sites may bring the state enovgh
revenue to cover develonment costs, but the same lard is knowm to se!l in the open
market ford S 10 ner scuare meter.. Thus, the two mills paid only 4.5 N5 thousand

for services worth RI 2.3 at open market prices,.
3. This iandicates that the IRRfestlnateﬂ made above will have to be adjusted
downwards consideralbly if the sevvices provided by the stale are paid for at rates

reflecting their opportunity cost.
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CHAPTER V

RGAINTNG POSITIONS

84. The previous section of thiz study has shown that the retained portion

of the value of proddtts made Trom its raw cotton grew as the-Sudan progressed

from mere production of rau cokton to its exnort and processir g into varn ‘and : .
fabrics, The internal rate of return on Govermment investment in infrastructural
services to the textile TNCs iz not high. The study nor examines the factors affecting
the bargaining positions of the CGovernment on the one hand and the TNCs on the other,
which influence the distribution of gains between the %o,

A, ~ General
" 85, First the situation in the world cotton industry is uniguely favourable *o

the host developing countrics. Compared with most industries that process African
primary proZucte, ths cotton textile industry requires little capital and simple
technelogy, hence the markod importance of labour and row material in its cost
structurc. The strong influence exerted by these two elements explains the growing
tendency for the world textile industry to move to the Third World where labour

is cheap and the raw materizl abundant. The facts that developing countries are
themselves sizeable consumers of textiles and offer the Tastest srowing markets

are added advantages. The inclination of rmanse prominent TNGs to 21lv thengelves with
the developing nations so as to benefi: from these comparative advantages is also
crroengthonings the hargaining position of these countries. This alliance, however, does r
not remove the basic conflict of intcrest between THCs and host developing countries
‘over the distribution of gains from the industries established within these countries,
nor does it reduce the importance of their relative bargaining 0051t10ns in
deternlnlnn how these going zre distributed,

86, It is vnfortunuue that other world developments have negeted manvy of the
advantages that accrued to the developing countrics as o result of the shift of the
world textile industry from amvanned to developing regions. One example is the
reversal, during the 1970s, o the strong antipathy demonstrated by many of the newlvy
independent countrics towerds forelgn investment during the 1980s, and of the
extensive nationalisation which this latter decade witnessed, During the 197s more
and more developing countries including the Sudan adopted open—door policies,
liberalised their economies denationalised many kevy sectors of their economies and
instituted measures intended to attract forelpn inestment,

87. Many develoning countries have been forced to adopt an oibivolent attitude
towards private foreign caopital because of a decline in official aid in real terms
from the rich countries. In add”tion, many poor countries which incurred heavy
foreign debts find themselves forced to adopt very liberal nolicies in order to get

' the support of such bodies as the International Monetary Pund and the world banking
system. Countries that value imnorted technology are forced to seek it from the
world THCs which hold the vast ullr of patents for newlv developed products and
techniques. The rich countries have pressed for and obtzined ratification by the poor
countrleu of agreements con,hlnlng guarantees and zssurancees for foreig invegtments by
the former in the latter. On the other hand, the rich countries which secured these
benefits for their TNCa have stronpgly recisted imposition of anv regulations on TNC
activities and have only consented to a morallv—binding 'code of conduct',
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82, The international breiness climate is particularly unfavourable to the

textile manufacturing countries of the Third World, whick use their own cotton for
processing. Hone of them are dominant producers of the filre, nor are there any
special cunlities in their cotton to attract foreim investors. In fact, cotton
producing countries usually compate strongly against each other. The only body that
brings them together is the International Cotton Advisory Committee (ICAC), which
includes both consuming and producing countries, The Committee is purely consultative
in nature, and its effort to promote the consumption of cotton at the expense of -
other fibres is perhaps the strongest joint influence it is willing to exert on

the market, UNCTAD is including cotton among the products listed in its International
Commodity Agrecments, but so far, little has been done to get these agreements
approved. Desides, all the ICAs proposed by UNCTAD comibed both producers and
consumers, and the one governing cotton is no exception. Thus, cotton producers

do not have at the moment any form of association to proteci thelr interests against
buyers and processors of their product.

89. - Ixporters of textiles from the Third Yorld are in no better position than

the cotton exporters. Most are participants in the Multi-Fibre Arrangement, which’
has many developed countries as simmatories. The latter include both exporting and
importing countries which generally show greater solidarity amongst themselves,

than with Third ¥orld countries. Closer co-operation cmong their textile TNCs

has no doubt strengthened their bargaining position vis—a~vis their Third Vorld rivals.
They also exploit the right to conclude bilateral agreements (given by the 'reasonable
departures' waiver) so as to discriminate not only agoinst the developing countries,
but also among them. . This has naturally undermined efforts by the latter to close
their ranks in opposition to the former. Most adversely affected by this arranpa1ent
are countries with new textile 1ndustr1es like the Sudan. -

B. The Sudan
0. In dealing w1th the textile THCs, the Suden suffers from most of these

handicaps as well as others of ite own making. For instance, the advantages of
cheap labour and a protected textile market which attract THCs to the country are
eroded by unchecked labour militancy and unwarranted suspensions of protectionist
measures. , Jithout these two advantages, the bargaining position of the country is
guite weal’, o5 there is little else to draw TNC investments in the country.

9, The Sudan has yet to develop a system for negotiating with TNCs in ¢ manner
that brings maximum benefits to the countrvy. There is 1o central body responsible

for dealing with TNCs, and most of the negotiating that talkes place is between the
TNC and some associate Sudenese firm. The agreement reachad between these two parties
is then submitted for approvel Ly the relevant state organ, the Registrar of Companies
and Dusiness Names or the Ministry of Industrv, These bodies apnly laws that impose
very. limited obligations on THCs regarding transfer of technolopy, training of Sudanese
staff, Sudanisation schemes, local uarticipation in equitv, protection of enviromment,
ete, This is particularly true of the Investment Act of 19?0, wvhich does not even
contain the requirement that the THC should seek to train Sudanese staff "within
reasonable time' for holding senior posts— a salient feature of the 1055 Act.

GZ. In 197G, the Govermment set up : special Duresu for Foreign Investwment,
intended to facilitate the work of TN(s, not supervise or control their activities.
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Such a body is very much needed in view of the vast growth of foreign business in
the country in recent years. There iz also an obvious need for formal training
persons in how to deal with TICs, vel little is being done in this area.

The sole effort made in this respect was iniated by the United Nations Centre for
Trans-llational Corporations, which organised a few training workshops for officials
who deal with these firms, Furthermore, constant emigration of top Government
officinls to the rich oil steates is depleting the Sudan's small reservior of
experienced negotiators.

ag3. For their part, THCs have organisations which speal for them and seek to
promote their interests. They often team up with local associates in presenting
their case to the Government. The Sudan-US Dusiness Council is 2 pgood example.

The Americon side includes representatives of the major US TNCs operating in the
country such as Chevron, Union Carbide, Arkel and Tenneco. The Sudanese~US Disiness
Council played a major role in the drafting of the 1F2 Investment /Act. The Council
enjoys considerable prestige in the country hecause its fmerican members claim to
exert much influence in Uashington in favour of the Sudan. This, no doubt, enhance
their bargzining power When negotiatine with the aué m Government,

. It thus seems that the Sudan is not in a strong bargnining position when
dealing witl: the textile THCs operating within its borders. Inadequate capital
generation, continuous holonce of Daymen nt deficits, mounting foreign debts and a

severe skill-drain place the country in a weak position hefore foreign firms that

pose as supnliers of much needed funds nnd know-how. 1In this respect, the Sudan does
not differ much from the majority of the developing countries which host TNCs. The
fact that TiCs and their lLome countries co—operate more closely than the Third World
countries in which the TlCs operate Dlaces the onus for action on: individual host
countries — at least, untilngomeﬁconcerted action is worled out. .In this respect,

the Sudan's efforts leave much fc be desired. Crenting = specizalised office for
dealing witr TICs is a mzjor sten in the right direction. The office must combine the
diffused powers no given to the state bodies responsible for the implementation

of the Investment Act, the labour incpection authority, the industrial health unit,
the price—control adminstration, the tax departmient, the auditor gerneral and all
other orgoris that deal with TilCo., Training courses must be devised for the staff of
this office in hov to nevotiate with snd supervise the activities of TNC%i'

e [Finally, 2 standzrd contract must be prepared for mandatorv signature by

TNCs operating in the country. The contract must clearly set out the TNC's obligations
regarding transfer of technology, staff training, Sudanication of senior posts,
woge~fixing, pricing of inputs and products, etc. This will require amending the
Investment fct of 1930 so.zs to limit concessions set out in the Act only to firms that
honour the contract. TFor its nart, the country must create a healthy and orderly
climate fr investnent by curbing trnde union excesses and avoiding sudden and frequent
changes in policies and procedures, '

96. . Introduction of such measures will no doubt sirengthen the hand of the
Government in dealing with THCs and enable it to ertract maximum berefits from the
expanding activities of these firms. Undér present cirucmstances, these henefits
can be quite tangible. ' : -
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CHAPTER VI

CONCLUSTON

m

7. Gver :21¥ the period covered by the 15-Year Tentaotive Plan for Sudan Cotton
Textile Irdustries has elapsed without the country achieving the target of self-
su_flclchf nxoected of its first phase. In faect, despite some progress towards

. this goal in the nldml,, 5y the gap between productior and consumption of fabrics

began to widen in the last vears of the past deende. The share of imported fabrics
rose to 55 per cent of market requirewbhts. Hovever, in recent vears the Sudan has
. begen to export varn as envicaged in Phagse IT of the Plan, although state weaving

plants are working well below capacity due to delavs in completion of the spinning
mills thot feed thems Az motters now stand, prospects for the Sudan to become 2
signi?icar* varn exporter are ~onsiderably brighter than its chances of attaining
self-sufficiency in fabrics. Forsign TN‘"s have nlaved =~ leading role in creating
this situation.
9B,  Heedless to sa7, the interests of these THCs are not in complete harmonyt
there is 2 sharp clash betueen those THCs which would prefer to see the Sudan and
 u1m1lar counbr;eu export rav colton and even colton wori and remain importers of
fabrics, and those THCs that are either selling textile machinery or establishing
their ovn veaving sheds inside the comtrv. The former advocate protectionism
in the developed countries, while the latter urge the Sudan to follow a similar line.
Naturally, the countrv is inclined to s-mpathide more with the THCs thaf'éupport
its drive for self-sufficiency in fabrics; but it can also benefit from the former
group so long as it remains a fibre and varn exnorter and does not venture into the
production exnortation of itens covered by the M7, o )

99, The record of foreign TilCs engaged in the production of fabrics for domestic
consumption in the Sudan is not untarniched. Reference has already bear made to the

heavy toll some of them taks frow the govenment in the form of subsidies and tax
exempiions and from its bhankes in mounting debt arrecrs. In addition, many of the berefits
vhich THCs allegedly brizg to poor countries are either nbgent or unnoticeable in the
Sudan, whilce their familiar defects are cuite evident. )

100, It is often claimed that THCs do not only zurply host countries with much
needed capital but also help to introduce advanced technology, ereate jobs, pay good
vages, train loczl persomnel, raise labour productiviiv and generally invigorate

the whole economy. This Lac no? really tnken place in the Sudan, except within limits.

101. It is significant for instance, that in moct cnsez suppliers' credit exceeded:
by far the capital subscribed by the THC involved in o textile project; as a result,
much of the foreign exchange saved Yhrouph impori substitution is spent on debt
servicing, 1In the case of the Judanese~American Foctory, the ratio of suppliers!
credit to paid-up czpitnl waoso almost O to 1. The forejg? exchange leakages caused
by the project in the form of lost revenue from coflton exports and No-men’s for
imported chemicals and spare parts as vell zs profit remittances are taken into
considerntion, the plant may in Fact drain instead of contritating to the country's
agre rescrves of hard currency,

e
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102, The invesiments wunde v the textile TNCs have created vast employment

opportunities: STIC alone employs 3,507 persons: ¥OC has 3,700 employees.
Furthermore, their pay is cuite good by Sudenese standards. However, Sudanese
textile workers are still =smong the lowest paid in the world, as =~ . ~risons of
hourly pay have revealed. Tn fact, o leading textile THC, STIC, admits that its
high labour turnover rates are caused by constant emicvation of workers to oil rich
countries where salaries nre much higher. It also complains of absenteeism by
workers who earn more b rghin~ cors than by vorkin e Jor e, Todeed, ot of
low wages ic essentinl to a T which wants to remain cost—competitive against
another that relies on the superior auality of its products.

103. Owners of textile mills complain of the low productivity of Sudanese labour.
They viev this weakness as the rezl justification for paying low wages. Yet there

are no orgonised programmes Yo train workers in the textile industrv: most of the
training is done on the job., Investors clearly nrefer to ignore rather than solve

the problem of low labour productivity. Some rely heavilw on Japanese, Dritish,
Korean, Pakistani or Egyptian exnertise; a few of whom have now been renlaced by
Sudanese. Other investors are showing increasing proferonee for automatic machinerv,
with the result that labour-per-machine rates have been falling. This is particularly
noticeable at the weaving stage, where the industry has become increasingly canital-
intensive. THCe vhich operate mills in the country justify the emplovment of foreign
experts on a more or less permcnent basis by pointing out that their turnover rates
are lower than those of the Sudanese. They alco see an escape from growing trade
union pressures in increcsed automation. 'hatever the justifications, the fact remains
that the country's nationals are being deprived of ewployment and training benefits
which are among the most important services which THCs can render to host couniries.

104, There is little evidence that the textile industrv is having = favourable
impact on the Sudanese economy as » whole, As an agro—industryv, textile manufacturing
is supposed to have strong bhackizrd linkapes stretching deep into agriculture. This,
however, is not the case in the Sudan: here the textile mills are largely designed

to consume the coarser cottons, which are generallv in chort supply in the country.
ite often they have to he “ed with finar growths so as to keep them in production,
although this is » highly w=steful use of fine cotton. In fact, the countrvy is being
forced Yo shift from the highlv-prized ELS cottons to shorter and coarser growths

s0 as to suit the desires of the textile m~nufreturers. Since, in addition some of the
leading textile mills use imported synthetic varm in producing svnthetic or blended
fabrics on 2 large scale, the Sudanese textile industry's backward linkages are
deficient. The same can be gaid of forward and lateral linkagest S3TIC is the only
mill that has developed into a cloth-maker, and the country is still without a starch
factory to supply the bleaching.section of the industry. Hesvy reliance of the
industry on the inadecuate state infrastructure has heen a major reason for frequent
breakdowns in services. Only very few mills have their orm generating power:

GEMATEX ancd the Red Sea Spinning Factory are among them. JTumeirz Textile Mills bought
40-foot USA-made trailer—tractors to tronsport inputs and finished products, and the
Bageir mill uses its owm twenty buses to transport its 1,53 employees. Most of the
other firms rely on public transport.

195, The yarn~exporting section of the indusiry does not suffer from all the
weaknesses of the fabric-manufncturing section. Tiés ability to commete on a coast
basis in world markets contrasts sharmly with the failure of the heavilv subzidised
fabric firms to hold their ground againct highlv=taxed imports. Yarn exporters onlv
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use local fibre a5 raw material, ond most of them are prepared to process ELS
cotton into fine counts. Furthermore,' the mills which provide their ewm
electrieity supply and {ronsport services are the ones engaged in varn productioh
for exportation.

106, Yhen the Government sought in 2n effort to stimulate growth to establish
industry in the rural areas, it chose to set up six spinning mills in diffegent
villages as the best vehicles for promoting growth. Tlowever, taking varn and fabric
manufacturing textile TNCs as a whole there seems %o be little evidence to support
the claims that TNCs are the great new benefactor of the Third World., It is also
hard, however, to say that the Third World would have been better off without them.
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Takle T

Dagic Cotion Statistics — Tlorld,

j

Africa and Surdan

{9 1. Tone)

L1 a79/5
1950/ 0-AG7LL72. S

Production 12,085 1,327 245 13,722 1,123 170

% 100 10 11 120 £ 13
Congumption 11,994 425 14 3701 - B77. . 13

% 100 2 3 100 4 2
Exports 3,936 M5 226 by 35 34 167

% 170 24 24 100 14 25
Stocks 4,55 520G 177 Lo RhT 536 135

% 100 11 3% 11 25

Sourc_e: IQC.A.CI

EeBse Percentages refer to Africa's chare of world

and Sudants of African nggrepates.

Teble TT
Horld hill'COﬁ"ump%ion
of Fibres (090 M.7.)

Year Cotton % ool 7 Ravon % Synthetics %- TOTAL
1970 12,053  BH 1,5 7 3,636 16 kg7 220 21,57%
1973 3,281 81 1,43 5 3,600 14 7,000 29 25,02
1976 12,413 50 1,457 5 3,219 12 Ly00 a2 26,717
1975 13,99, 4% 1,490 & 3,370 11 19,614 35 29,477
SOUI"063 I'C.A!C.
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= Table IIT
World Production of Textiles and
Clothing b Arens
(Annual % Chonge in Yolume)
1952-1973 19731972 1977 1o7R 1979
Textiles
Horld 5 2 * 2 h
Industrial countrics L% 0 -1 & i ’,
Developing countries i 3 n 2L 2
Eastern trading
area 5 & I 4 1%
Clothing
Horld A 2 s 11 2
Industrial countries 2. 1 1% — 1
Developing countries 5 3% -1 3 24
Hestern trading
area 77 5 IR 21
Sources  HafeTeTe
Inble TV
Indus "rial Countries—
TInports of Textiles and Clothine
{/innual % Change in Value)
Textiles Clothing
PG TATR Cre M ot I otk Tia e Lo
Total ¢ o ox 16 125 24
. . . i - A
Industrial countries a2 17 234 172 16k 23
Ceveloping countries 2} & il 27 10 21

§0urce= CeAeTaTe
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Tabkle ¥
Production of Cotton Yarn by Area
(D00 letwric Tons)
- _ -
L8972 1976 1970
Horld 10,500 1% 11,089 100% 11,575 1007
United States 1,592 1.1 1,27 1.4 1,114 Q.R
me As3 "1 s 7.7 7 R,
Japan 555 Do e A ok L3
Developing , .
countries 1,926 12,9 2,31R 21.0 2,81H 21,3
Sources: I.C.A.Q.
K Belgium, Trance, . Germany, Italw, Netherlands, T.%.
* Taiwan, Hong Kong, India, X¥orea, Pakistan, Turkev, Bgvnt,
Table VI
Lobour Costs per Mours (rg76/77)
(Us 3)
Belgium 7030 Y. fermany 7 40D Holland T30
Suitzerland 1.20 Denmark Ga D Noxrraw %, 0
Ttaly L R Canada b USA hotn
France 2,80 Britain 3,70 Treland 2,20
Greece 2.50 Turke 1.50 Portupal 1.40
Tunisiz . .89 Orazil 0. Z. Xorea 0,42
Sudan T dD et 2,35 Pakigtan n.27

Sourcet Werner Concullants.
L o o
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Toable VIT
Laroest Textile Wirms
1975 . - Bales Assets Fraplovrees
Banking Name _Hationalite M. usn) ' (Ka0)
1. Cortaulds Britich 3,223 24577 120
2+  Asahi Chemicals Japanese 2,752 2,970 21,
3, Purlington Ind. American 2,576 1,954 ond
Le Haci Omer Sabanci Turkish 2,579 7,357 27
5, Korebo Jananese 2.4 250 2,17 1A
6. Levi Strous Mmeriecan 2,103 1,291 S
T Interco Americar 1,781 1,73 413
8¢ JuP, Stevens American 1,932 1,741 21
%, Toyobo Jepanese 1,763 1,504 1n
10, Hyosung 5, Xorean 1,552 1,51% o5
11. Coats Poton- Tritish 1,451 1,297 AR
12, Union Camp frmerican 1,370 1,400 R
13, Dolfus-liieg Trench 1,079 ons 22
1. Due Bell . Anerican 1,529 L 673 20
15. ¥. Point-P fmerican 1,017 FOQ? .23
16, Unitka ' J=pancse ' N 1,700 e
17. HMitsibushi Ravon Jepanese a0t SOF 3
1, Sunkyang 5. Xorean o g/ 1%
19, Sperry & Hutchn, American ng 14 10
0.  Tootal ritis® 773 529 0
AT Du Pont Chenmicals Canadian 751 _ et A
Sourcet TFortunc flagnzine
Table VIIL
Top Procucers of Artificial Fibers
1977 fales % of

B, US.”

Total Sales

Du Pont L5 33
Hoechst 2ol i3
Bayer 1.9 12
Montedison 1.1 12
Monsznto 1.1 15
ICT e 7 It

Source: Partly Chemiczls
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Tabre AT
Sudan Cotton Statistics
(700 Metric Tors)
1573 1971, 1675 197% 1077 1077 197¢ 1970
Production 256 220 108 159 197 139 114
Cornaumption 13 i5 14 1r 14 12 11 1R
Ixnorts 237 157 117 215 145 140 177 175
Stocks 132 185 202 152 187 19 145 ap
Yarn Production
9.5 9.7 9.9 7.3 ©e0 Lo R 5 3.5
Yarn Imports o3 A A 1.0 1,2 1.2 1.2 1.7
Cotton Piece Goods:
Production 12.0 12.0 13,0 11.0 1heD 14,0 1R.0D 17.0
Imports 13.0 14.0 Hpe 150 15.0 17.0 17,0 27,0
Source? TuCalleTey; Bank of Sudan, SaTeL.Cs
N, 3. Stocks as on August 1 of given vears.

Table ¥

Shares of Diggest Exporters

of Sulan's Cotton (1059-1941)

199 1950 %2&&
Total Exports (000 bales)  OL7 100 50 10005 560 1Y%
Biggesi: Three 381 0 217 3G 257 L&
Bipgest Five BE0 R 31R =7 345 A2
Biggest Ten £99 ar 437 n4 LAR oq

Sourcet Sudan Cotton Review.



