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A. THE SOE SECTOR 1983/84 - 1992/93

At the beginning of the Economic Recovery program [ERP]

in 1983/84 the public enterprise sector comprised some 340

organizations and employed more than 240,000 people.1 These
totals included a number of parastatal bodies, such as the

Universities and Statutory Boards and Commissions, that are

not enterprises in the usual sense of that word. The

historical development of this sector and its place in the

national economy on the eve of the launching of the ERP is

summarized in the Commission's report on the SOE Reform

Program 1984/1992.2 A copy of this report is attached as
Annex A.

1. Number of SOEs in 1987

In 1987 the SOE Reform program was formalized with the

establishment of the present Commission by the State

Enterprises Commission Law, 1987 [PNDCL 170] and the start of

the Public Enterprise Project funded by IDA. At this time

Government held, whether directly or indirectly, a financial

interest in more than 300 enterprises:

• SOEs in which Government held directly a majority

interest: 200 [Table 1];

• Enterprises in which Government held an equity

interest indirectly through the holdings of state-

owned banks and other financial institutions: 88

[Table 2];

• Enterprises in which Government held a minority

interest: 29 [Table 3].

Of the 317 enterprises in these three categories

Government acquired its equity interest through confiscation

in the case of 62. [Table 4] A number of SOEs in which

Government has a direct majority interest are also partly

owned by state-owned banks. This minority interest is

indicated in Table 1 in all cases where it can be confirmed.

Of the 317 enterprises in which Government had a

financial interest in 1987:

• 221 continue in Government ownership

• 49 have been liquidated

• 33 have been sold outright to private investors

• 10 have been reconstituted as joint ventures of

1Ghana, Census 1984

2 State Enterprise Commission, The SOE Reform Program
198.4/92, January, 1993
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Government and private investors

• 4 have been leased to private sector operators or

managers.

2. Reform program classification of SOEs

The State Enterprises Commission has had, from 1987,

reform program responsibilities in respect to the 200 public

enterprises in which Government held a majority financial

interest. These SOEs have been classified for program

management purposes in terms of four broad categories agreed

with IDA in 1989. This classification and the sub-classes

within each category are shown in Table 5. This set of public

enterprises employed in excess of 160,00 people in 1991, an

estimated 80 percent of total employment in the public

enterprise sector.

The current classification and status of these majority-

owned SOEs is shown in Table 1. As of December 1992, of 200

enterprises in which Government held directly a majority

interest at the beginning of the SOE Reform Program in

1983/84:

• 41 SOEs have been liquidated;

• 17 additional SOEs have been recommended for

liquidation by the Commission on the basis of

completed studies and assessments;

• 38 SOEs have been privatized through the transfer of

a majority ownership interest to foreign or domestic

investors;

• 45 SOEs are candidates for privatization but a

decision on the appropriate mode of divestiture has

yet to be made in the case of 37;

• 30 SOEs are in various stages of restructuring in
accord with a restructuring assessment;

• 11 state-owned banks and other financial

institutions are recommended for conversion to

shareholder-owned commercial enterprises and

eventual sale of shares to the general public;

• 17 Core SOEs are in process of rehabilitation and

conversion to public limited liability companies

registered under the Companies Code.
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B. SOE PERFORMANCE 1985 - 1992

3. Core SOE Performance 1985 * 1992

Summary financial data for 17 core SOEs is presented in
Tables 6 (current cedi) and 7 (constant 1984 cedi) for the

period 1985 - 1992. The features of core SOE performance over

this period that are most relevant to policy formulation are

summarized briefly below.

Volta River Authority [VRA1: In constant value terms VRA

revenues increased from cedi 2.8 to 9.3 biilion and profits :

before tax from cedi 270 million to 3.1 billion. Value added"
increased 8 times over the period reflecting a strong

performance improvement over the period of the SOE reform

program.

Electricity Corporation of Ghana fECGI: ECG revenues

increased from cedi 2.1 billion to 3.9 billion, in constant

value terms. ECG incurred operating and overall losses in 5

of the past 8 years but these peaked in 1986/88. In 2 of the

most recent 4 years ECG reported an overall profit although

the enterprie incurred operating losses in both 1991 and

1992. Although ECG performance has improved there continues

to be an underlying instability as costs exceed revenues in

most years.

Ghana National Petroleum Corp. FGNPC]: GNPC revenues

increased in constant value terms from cedi 12.9 billion in

1985 to 18.0 billion in 1991. An overall profit before tax

was realized in 3 of 7 years reported.

Ghana Oil Co. Ltd. TGOILl: GOIL revenues increased from cedi

3,5 billion to 1.1 billion in constant value terms between

i'985 and 1992. Profit before tax has declined steadily
averaging over 1990/92 less than half the profit level of

1985. Although a profitable enterprise over the entire 8

years the profit margin is under severe pressure from rising

costs.

Tema Oil Refinery fTORl; TOR revenues rose between 1985 and

1992 from cedi 320 million to 1.1 billion and overall, profit

before tax also increased substantially. TOR1s financial

performance and inconsistent profitability trend is a, ," ■'

reflection of arbitrarily set margins on refinery throughput.

Sharp year to year fluctuations in overall profits are a

source of financial instability particularly in view of the

need to carry the financing burden of substantial investment

to rehabilitate and modernise the refinery.
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State Transport Corp.rSTC]: STC revenues have declined
steadily in constant value terms from a peak in 1987 to a low

in 1991. Revenues increased in 1992 to about 58 percent of
the level of 198 5. Costs have exceeded revenues in all years
after 1985 although overall losses peaked in 1990 and have

been substantially lower in 1992 because of a sharp favourable

increase in extraordinary items and other income.

City Express Services [CES1: CES revenues have declined in
constant value terms from cedi 439 million in 1985 to 251

million in 1992, Costs too have declined from a peak in
constant value terms of cedi 1.5 billion in 1986 to 267

million,in 1992. CES has achieved a small overall profit or
loss in each of the past 4 years as other income and

extraordinary items have offset continuing operating losses.

Omnibus Services Authority T0SA1: OSA revenues have more

than doubled in constant value terms between 1985 and 1992, as

have costs. Overall losses have been reported in each year

and in 1992 were more than double the level of losses in 1985
in real terms. OSA performance has been characterized by
uneconomic expansion in which the incremental costs of earning
extra revenue have been greater than the additional revenue

earned.

Gh. National Procurement Authority TGNPA]: GNPA revenues in
1992 approximated the level of 1986/87 in real terms although
overall profits in 1992 stood between one-quarter and one-

third the level of the earlier period. Both revenue growth -..

and the profitability trend have been characterized by wide
year-to-year fluctuations although operating and overall

profits have been reported in all years.

Ghana Supply Commission FGSC1: In constant value terms GSC .

revenues declined from 1985 through 1988 before rising after

passage of the GSC Law in 1990. In 1992 revenues were

somewhat less than those of 1985 in real terms. In most years

from 1987 through 1992 costs have exceeded or equalled revenue

to produce an operating loss. Other income has offset the ,

operating loss enabling GSC to report an overall profit in all
years. The performance of GSC is characterized by inability

to manage its costs so as to realize an operating as well as

an overall profit. In real terms GSC has in 1992 regained the
revenue 3_evel of its operations in 1985.

Ghana Cocoa Board [Cocobodi: Cocobod revenues (net of

levies) over the 6 years 1986 -1991 were more than double the

level" of 1985 in real terms. Profit before tax and grant

payments has fluctuated widely between a low of cedi 921

million in 1988 and a high of 10 billion in 1990. Cos^s have

increased much more slowly than revenues and were reduced to

about 78 percent of net revenues in 1992 as compared to 104

percent in 1985.



The financial performance of selected non-core public

enterprises is summarized in Table 8 in current cedi terms for

the 1986 - 1992 period. While the broad financial results of

these 17 SOEs now participating in the performance contract

system have improved between 1986 and 1992 there are two

features of particular importance for policy:

• consistent tendency to incur operating losses,

offset in some cases by "other income" and/or

"extraordinary items": 10 of 17 SOEs in 1991/92.

• negative balances in income surplus accounts: 6 of

17 SOEs in 1991/92.

. It is disappointing that more than half of these
enterprises continue to incur operating losses. Even where

this operating inefficiency is offset by other income the
inability to manage the core business efficiently is cause for

concern.

The negative balances in the income surplus accounts are

the reflection of a weak financial position resulting from

poor overall performance over a number of years. It is a
concern that resources that might be made available for
productive investment are applied to sustain the continued

operation of inefficient SOEs.

5. Financial flows between Government and major SOEs

The tax and dividend history of the core SOEs is shown in
Table 9. As of December, 1992 core SOEs not exempted by their
instrument of establishment had been assessed taxes [by IRS]

for the years 1985 - 1992 totalling cedi 29 billion. Of this
some cedi 6.7 billion had been paid and some cedi 22.4 billion
was unpaid arrears. The failure to remit taxes owing on
enterprise profits has deprived the Government of significant

revenue. Moreover the systematic delay in meeting tax
obligations has, in an inflationary environment, resulted in
real revenue losses to Government that greatly exceed the

nominal sums involved.

The core SOE data presented in Table 9 include an

estimated tax liability computed at 35%, the applicable
current corporate rate of tax, on reported profits. For the
taxable core SOEs this tax estimate totals cedi 60 billion,
roughly double the IRS assessments of cedi 29 billion* The
substantial difference between IRS Assessment and actual and

actual tax liability is attributable, in part, to the long

delays in financial reporting by the SOEs. As these

accounting delays are now largely a problem of the past it is
important that IRS apply to core and other SOEs the same

rigorous assessment and collection effort that they apply to

private sector firms.

It is not only the core SOEs that fail to remit tax on
enterprise profits. Summarized in Table 10 is summary data on
profits, tax liability and tax provision of selected non-core

SOEs. In 1991 and 1992 combined these 16 SOEs reported

profits before tax of more than cedi 10 billion. Their
provision for tax approximated cedi 2 billion, their estimated



substantially lower than the liability at a rate of 35 percent

but these sums provided are frequently not paid, accruing in

the balance sheet as liabilities.

'<.■
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C. POLICY ISSUES AND RECOMMENDATIONS

1. Restructuring and rehabilitation of core SOEs

Core SOEs are those which.provide basic public services

the importance of which warrants continued direct Government

ownership. The present list of core public enterprises was

defined in 1983/84 at an early stage of the SOE Reform

Program. One SOE, the State Gold Mining Corporation [SGMC],

has been removed from the original list and its properties

offered for sale to private investors.

Because core SOEs are considered to perform key and

critical roles in the economic infrastructure, they become the
priority targets for restructuring and rehabilitation support

and of efforts to improve their financial and service delivery

performance. For this reason it is important that those

enterprises designated as core SOEs be reviewed from time to

time and their claim for special support and assistance

reassessed.

Several core SOEs constitute critical elements of the

economic infrastructure. Improving their operating efficiency
and expanding their capacity to deliver services continues to

be a major objective of SOE Reform. These enterprises are:

Electricity Corporation of Ghana

Ghana Airways Corp.

Ghana Cocoa Board

Ghana National Petroleum Corp.

Ghana Ports & Harbours Authority

Ghana Railways Corp.

Ghana Supply Commission

Ghana Water & Sewerage Corp.

Ghana Posts & Telecommunications Corp.

State Shipping Corp.

Tema Oil Refinery

Volta River Authority

By the end of 1993 rehabilitation of the physical and

productive assets of these SOEs is well advanced and the

reform priority has shifted towards quantitative and

qualitative improvements in operating efficiency and service

delivery. Each of these SOEs badly needs organizational

restructuring, major reform of pay and employment practices as

well as staffing reductions. They also need access to

financial resources to underwrite the costs of required new
investments in management, production and operating systems.

Measures that might be considered for strengthening the

financial position of core and other major SOEs are presented

in the following section.

The inability of a number of core and other major SOEs to

finance the costs of necessary restructuring and

rehabilitation measures presents a problem of priorities for

Government. As a matter of policy Government should assure

that continuing subvention support as well as the assumption

11
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of responsibility for. deW

b ofjsnumber of SOEs purpose or

Omnibus Services Authority [OSAJ
City Express Services [CES]
State Transport corporation [STC]
Ghana National Procurement Agency [GNPA]
Ghana Oil Co. Ltd. [GOIL]

2"

S;K4
instruments.

2. strengthening the Financial Position of Core SOEs

Most core SOEs have a weak financial structure

characterized by:

capital and poor cash flow management,

a physical asset base that has been run down as a

. unMti»t»ctor, t.tio. ot li=billti«» to ......

would include

S 5d.qUrt. r.turr5
invested;



13

• adequate provisions for capital consumption in the

setting of rates and tariffs in regulated

enterprises; and

• development of alternatives to direct government

investment and loan guarantees for raising capital

requirements.

Government policy should make it clear that additional

financial resources and capitalization will be neither

provided nor guaranteed by Government. The Boards of
Directors of these enterprises should be directed by the

majority shareholder to move away from loan financing and the

accumulation of short term debt to the raising of funds

through either the sale of equity or the issue of bonds. The
need to establish and maintain a satisfactory level of credit
worthiness should come to form an important part of the

disciplinary framework for SOE operations.

3. Financial flows between Government and SOEs

In recent years the squeeze on Government revenues has

been such that subvention and subsidy payments to support the

operations of loss-making SOEs have been reduced

substantially. Even so, flows to such SOEs as Ghana

Broadcasting Corporation, Ghana Railway Corporation and the

Ghana Film Industry Corporation continue to represent a

significant drain on Government's resources. Government also

provides investment capital to selected SOEs, mainly in the

transport and construction sectors, on an ad hoc basis and

through the guarantee of loans from foreign sources. These

flows are not well documented.

On the other hand, major SOEs which have been generating

profits have consistently failed or lagged seriously in

payment of taxes and dividends to Government. Although

audited accounts regularly make a provision for taxes, too

frequently there is no actual payment made and the provision

is retained by the enterprise. No consistent or effective

effort appears to have been made by IRS to assess and collect

taxes owing from the SOE sector. The revenues foregone by

Government as a consequence of failures to remit or collect

total in the billions, a nominal total that is overshadowed by

the real revenue loss due to the erosion of unpaid tax arrears

through inflation.

Three policy issues relating to taxation need to be

addressed at the present time:

• widespread SOE failure to pay tax on profits.

• discrepancy between IRS assessment of tax and the

35% rate of tax applicable to commercial

enterprises.

• exemption of selected SOEs from liability to pay tax

on profits,.

Policy recommendations to address these problems are
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• all SOEs should be subject to tax.and tax

administration procedures on the same basis as

private enterprises.

• all SOEs should be subject to the same penalties as

- private enterprise for failure to pay a tax

obligation.

4. institutional deficiencies affecting employment costs

Most SOEs, as well as private sector employers, have been

compelled to assume a broad range of paternalistic and welfare

obligations for their workers. Recent changes in the
institutional framework have, had the effect of increasing the
employer's costs and risks in respect to meeting some of these

obligations. Most important of the changes have been the

consolidation of allowances with basic salary and the
replacement of ESB provisions in collective agreements with a
pension payable through the Social Security scheme. The first
increases the employer's cost of annual leave, credit advance

and other benefits provisions referenced to salary. The

second in addition to nearly doubling the employer's
contribution to social security, also removed the collateral

security covering the provision of credit to employees.

Obligations, now largely assumed by the employer on an

enterprise by enterprise basis, that could be supplied more

efficiently and at significantly lower cost include:

• employee and dependent medical expenses;

• death benefits payable in cash and kind; and-.

• short and long term credit advances, previously but

no longer secured by ESB entitlements of workers.

• management compensation in the SOE Sector.

Medical expenses: Medical expenses of employees and their
dependents are largely borne directly by the employer. In
meeting this obligation employers have made a variety of
arrangements ranging from the operation of hospitals to the
payment of medical bills. For many SOEs the provision of
hospitals or clinics is uneconomic; for most there is a need
for better control over their costs in providing medical care

to their employees.

For these reasons it is recommended:

• that work currently underway in Government to

develop a "health care insurance" alternative to
direct employer financing of medical care be

accelerated; and

• . that prior to implementation an evaluation be made

of the costs and coverage offered in any proposed
health care insurance packages as an alternative to

direct employer financing of a medical benefit to
employees in the SOE sector.
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Health insurance premiums can help the SOE budget

properly for medical care and the possibility of sharing

premium costs with employees would provide an opportunity to

constrain abuses of the facility.

Death benefits: Most SOE employers provide some form of

benefit in respect to the death of an employee or their
dependents. Because funeral rites are an important and often

expensive obligation for family members of the deceased- it has
become customary to include payment of death related benefits

in collective agreements as an obligation of the employer.

The objective of the following recommendation is to sever the

direct linkage between an employer and the obligation to pay a

death benefit and to share responsibility for financing the
cost of this benefit between employer and employee. It is

recommended:

• that the direct obligation of the employer to pay a

death benefit in respect of a deceased employee or

family member be replaced with a group life

insurance policy covering all employees of an

enterprise and their dependents; and

• that the premium cost of this benefit be shared

between employer and employee in such proportion as

may be negotiated in the collective bargaining

process.

Credit advances: Credit advances by the employer represent

a significant and often abused element in the overall

structure of employment costs for many SOEs. The costs of

credit administration cannot be separated from general

administrative costs but appear likely to be significant as

well. For the employer credit advances to employees were

formerly secured in the last resort by the retirement gratuity

accruing to the benefit of the employee. This "collateral

security" is no longer available following introduction of a

national social security pension scheme. In some SOEs the

average credit advance per employee is large enough to suggest

a high risk of default, even at the zero or sub-market rates

of interest typically levied by the employer. As well, it is

the case in many SOEs that access to the employee credit

facility is arbitrarily rationed; credit limits and repayment

schedules not enforced.

Changes in the operating and institutional environment

suggest the need to develop alternative mechanisms for the

provision Of credit to fully employed workers. For this

reason it is recommended:

• that the employer introduce with immediate effect a

market rate of interest on all credit advances to

employees as an interim, transition measure to

transfer from employer to employee the costs of an

employee credit scheme;

• that the technical and financial feasibility of

establishing a Credit Union [or alternative]
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determined; and

• that a cost effective alternative to employer . _ :

financed credit assistance schemes be introduced in

the SOE sector.

Several institutional forms might be considered for a new

system for meeting the credit needs of employees. The
principal objective of the recommendation is to relieve the
employer of the financing costs and administrative
responsibility. Important to the longer term objective of
increasing the independence and spending discretion of
employees, is the suggestion that any new system introduced
transfer management of the credit risk to the new institution

and credit financing and administrative costs to employees.

A priority objective in strengthening the institutional

support for both public and private enterprise is the
development of alternatives to direct employer financing of
these major costs of employment through:

• exploration of credit union and alternative
structures for meeting the needs of employees for

short term credit and longer term loans.

• assessment of the feasibility of alternatives, such
as group life and health insurance, to present means
of providing for health and death-related benefits
in a way that protects the worker's entitlement

while making the obligation predictable and more

affordable for the employer.

Employer financed benefits and services are an important
part of the contract relationship with employees. At the same

time the high and rising costs of these benefits, and the
substantial variation among SOEs in the actual coverage and
accessibility of the benefit provided indicate the need to
consider alternatives in at least some instances. The
objective thrust of recommendations in this area is to force
explicit budgeting to meet the costs of these benefits and to
make these costs predictable and more easily managed by the
enterprise. Implementation of these recommendations would
also tend to have the effect of "standardizing" the coverage

and accessibility of the benefits which are, at present,

highly variable among SOEs.

Management Compensation in the SOE Sector

The senior management staff of wholly owned state
enterprises have traditionally enjoyed a broad range of non-.
monetary perquisites. For most senior management personnel,

the usual terms and conditions of their appointment will
include, in addition to salary:

• Furnished accommodation (house, hard-furnished/soft

furnished);

• Transportation provided (typically chauffeur-driven

official vehicle);

electric and
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telephone);

• domestic servants (standard provision is for garden

boy, day and night watchmen; many SOEs also pay cost

of houseboy/maidservant);

The consolidation of a number of allowances with basic

salary was intended to create a situation where the monetary

value of all benefits and allowances was captured in total

taxable income. Following consolidation it was expected that

chief executives and other senior management would be

indifferent to the form in which they received their

emoluments and that the employing enterprise's role as the

provider of housing, furnishings, domestic servants,

utilities, etc. would be phased out as in-kind benefits were

commuted to cash equivalents.

Two years after consolidation, most SOEs still do not

report a monetary value on remuneration provided in kind:

mainly housing, utilities, domestic servants and personal use

vehicles. In many instances the monetary value of these

benefits as incorporated in stated consolidated salary is "at

cost" and well below current market values. Where these

values are not reported by the SOE an imputed value has been

incorporated in analyses carried out by the Commission. These

imputed values are derived from reported costs or valuations

supplied by some SOEs and by reference to IRS guidelines on

consolidation:

Housing, soft furnished

Vehicle, fuel, driver

Domestic servants

Free Utilities

25% total cash emoluments

cedi 2,000,000/year

cedi 450,000/year each

cedi 420,000/year

These in-kind benefits continue to represent an

unreasonably large fraction of the compensation paid to senior

management in the SOE sector. This is true even when the

monetization of some benefits, particularly housing, is at

well below current market values. For example, the range in

estimated total value of remuneration paid in 1993 to chief

executives of 29 SOEs reporting was from a low of cedi 4.8

million to highs in excess of cedi 10 million. These four

benefits represent, on average, between 50 and 60 percent of

the total estimated remuneration of chief executives.

As a measure to further rationalize the remuneration

structure of senior and other management personnel, and to

remove any comparative basis that is supportive of trade union

pressures to reintroduce consolidated benefits and allowances

in the now-consolidated remuneration package paid to workers,

it is recommended that the Boards of Directors of all SOEs be

directed:

• to terminate the provision "in kind" of housing,

domestic servants, electric, water and telephone

utilities, and "personal to user" vehicles and

drivers to management or any other employee of the

enterprise;

• to sell at fair market value all housing units and

official vehicles assigned for the personal use of
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with proper notice and payment of all severance

entitlements due, all domestic servants and,drivers

assigned to management or other employees of the

enterprise; and

to commute the terminated benefits at fair market

value as a one-time increase in the consolidated

salary of the affected individuals.

5. Divestiture of confiscated and indirectly held

enterprises

A large number [ca 62] of relatively small enterprises
were brought into the public sector through confiscation and
transfer of the assets, but not the liabilities, to
Government. This activity took place mainly under the AFRC

administration [1979] and in the early years of the PNDC

administration [1982/3]. These enterprises serve no
significant policy purpose. The transfer of these enterprises

to private sector ownership or, where appropriate, their
liquidation would provide a clear signal of Government's

intention to withdraw from direct ownership of non-core

enterprises and to use the normal processes of law in
addressing allegations of business malpractice in the private

sector.

A somewhat larger number of enterprises [97] are owned
indirectly, through the equity position held by state-owned
financial institutions. In some cases this equity position
was taken as a matter of policy — to acquire an ownership
interest in all foreign-owned enterprises. However, in most
instances Government's ownership interest results from the

conversion of debt to equity.

Financial institutions holding an equity interest in
enterprises should be directed to prepare for review and
approval of the Minister for Finance and Economic Planning a
plan for divesting through sale or liquidation, their equity
positions in these enterprises. Alternatively, Government

should prepare for consideration of Parliament a policy on
direct equity investment by state-owned financial institutions

(other than SSNIT) in enterprises.

6. Continued operation of loss making SOEs

Despite extensive documentation of their financial
position and recommendations that a number of loss-making SOEs
be wound up and divested, many continue to operate and
continue to accumulate losses. Some SOEs are able to continue
by drawing down balances in the income surplus account to meet
payroll for workers who have no productive work. Others are
effectively operating on bank over drafts. .

Assessments of the potential for rehabilitation and turn
around have been made for most of SOEs which have defaulted on
debt obligations or consistently make operating losses.
Responsible public sector management requires the immediate
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transfer of poorly performing enterprises that have potential
for profitable operation to the private sector and the
liquidation of those that have not. A partial listing of
loss-making SOEs is presented in Table 11.

There are, at present, a large number of SOEs which
consistently perform badly, accumulating losses and debt
obligations to workers and creditors that greatly exceed any

realistic appraisal of the value of their assets. The
continued operations of loss making enterprises deprives
Government and the economy of the benefits that might be
realized by the liquidation and reinvestment of those assets

in a more appropriate manner. As well, many of the debts
incurred by such enterprises ultimately return as obligations
that must be assumed by Government. It is important that the
reform of frameworks for governing public enterprises create a

clear barrier to the transfer to Government of the debt

obligations of poorly managed enterprises.

As an initial step towards the limitation of Government's

exposure to this risk the Board of Directors of an SOE will be
required to direct the liquidation of an enterprise that

incurs 3 consecutive years of operating losses except where
these losses are part of a business plan approved by the

shareholder(s). The shareholder's approval of such a business
plan will be reflected formally in a Performance Contract

between the responsible Ministry, representing Government, and

the affected enterprise.

7. SOE Governance

Problems of SOE governance have been complicated by the

widespread failure on the part of Ministries to implement

directives requiring the reconstitution of Boards or other

governing bodies of public enterprises. The still continuing

presence of Joint Consultative and Interim Management
Committees as the senior governing body in many enterprises is
a problem that has required immediate,attention to align

practice with requirements of the Constitution. In August of

this year all Ministers have been directed to reconstitute the

Boards and other governing bodies of SOEs included in their

portfolio of responsibilities; this directive has not been

implemented for many SOEs.

The broad thrust of reform measures proposed in the area

of SOE governance is to concentrate accountability for
enterprise performance on its Board of Directors. In order to

make this allocation of responsibility meaningful the present

ad hoc and overly politicized relations between Government and

enterprise are being replaced with a relationship that is both
more formally structured and more transparent.

The principal measures for the reform of SOE governance

structures proposed for implementation are:

• the appointment without delay of suitably qualified

chairman and directors for all public enterprises.,

• the conversion of statutory and special decree

corporations to public limited liability companies
.under the Comoanies Code (a successor
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• to impose on the directors of the successor company

the specific duty to ensure that all collective
agreements "... negotiated on behalf of employees,

are based on productivity and ... that all payments
made ... as a result of the agreements can be

funded:from the resources of the company after

making adequate provision for depreciation, the

payment of debts to revenue authorities and a
reasonable margin for the payment of dividends".

• to delegate to the board of directors the authority
to appoint a chief executive and other senior
management staff and to define the terms and

conditions of such appointments.

• to safeguard the public interest in the integrity of.
SOE management by enactment of a law defining the
liability of directors and executive management in

respect to the quality and standard of their ■. ■

management of the enterprise.

The conversion of statutory corporations to public
limited liability companies has the effect of subjecting the
successor company to the stricter requirements_of the
Companies Code for financial management, auditing and
reporting. As well, responsibilities for direction of the
company's affairs will be assigned to a duly elected or
appointed Board of Directors, concentrating presently
scattered authorities in a single accountable body. The
enactment of a law to define the responsibility and liability

of boards and executive managers will protect the public
interest in the probity of financial management.

The objectives of these measures to reform SOE governance

structures are:

• to make the Board of Directors responsible for the

quality of SOE management and performance and
accountable to Government, the principal

shareholder;

• to strengthen the authority of the Board by making
senior management of the enterprise accountable to
the Board of Directors, rather than to an appointing

political authority;

• to discipline the exercise of authorities delegated
to Boards and senior management by enactment of a

law governing the liability of directors and
executive management particularly in respect to the

financial management of the enterprise, and with
meaningful sanctions for departure from legislated

standards of accountability.

• to establish an "arms length" relationship between
Government and civil service bureaucracy on the one
hand, and the state-owned enterprise on the other.

It is important to our aim of creating a policy
environment that encourages private sector investment that

Government be seen to follow both the spirit and the form of
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the new structure by exercising its rights as a shareholder

through representation on the Board of Directors. In this way

Government and Ministry interventions and directions for the

governance of an SOE are made fully transparent by reason of

being part of the recorded minutes of Board meetings.

8. Management of the interface between Government and public

enterprise

For core SOEs and some others, such as the Ghana

Broadcasting Corporation and major financial institutions.

Government will continue to exercise its responsibility to

give general policy direction to the enterprise. This is to

say that some relatively small number of enterprises will

continue in the public sector as state-owned enterprises

because they serve a significant policy purpose. Other,

including some core SOEs, are to be restructured in the course

of preliminary steps taken towards their eventual

privatization. Ghana Airways and the Ghana Posts &

Telecommunications Corporation are current examples of such

cases.

In those instances where Government has a defined policy

interest in SOE activity, a concern legitimized by Cabinet and

Parliamentary review, there is a need to institutionalize and

make transparent the communication of this interest to the

Board responsible for directing the affairs of the enterprise

and to monitor compliance.

The reform of structures for managing the interface

between Government and enterprise has been a major emphasis

over the past several years. The corporate planning and

performance contract system was introduced in 1989 and has

been improved and extended each year since. A total of 46

SOEs now participate in this system. In this system the

general policy directions of Government are clearly stated and

the obligations and commitments of Government to the support

of SOE operations defined. As well, annual performance

targets are set for the enterprise and monitored on a

quarterly basis.

The system has proved its value as a mechanism for

coordinating and managing the necessary interactions among and

between supervising ministry, the Ministry of Finance and

Economic Planning, the State Enterprises Commission, and the

public enterprise. The annual calendar of plan revision,

negotiation of targets, quarterly reporting and annual

evaluation is well established and has been generally welcomed

by both enterprises and Ministries.

This framework is the appropriate structure for managing

the interface between Government on the one hand and core SOEs

(17) and SOEs being restructured (29) on the other. For these

SOEs it is a matter of policy that the performance contract

system will constitute the forum for exercising Government's

authority and duty to give general policy direction for the

management of the participating SOEs.

The responsibility structure for coordinating the policy
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• the Cabinet will review and confirm the policy
directives to be communicated to the Board of a

participating SOE;

• the Minister will liaise with the State Enterprises

Commission to ensure that an SOE subject to a policy
directive confirmed by Cabinet is included in the
Performance Contract system and that the policy
directive(s) is reflected in the terms of the

performance contract;

• the SOE Board of Directors will direct the
activities of the enterprise to assure achievement

of policy objectives; and

• the State Enterprises Commission will monitor and

evaluate SOE performance and report as necessary to

Cabinet and annually to Parliament on the

performance of participating SOEs.

9. Collective bargaining processes in the SOE sector

Collective bargaining practises in the SOE sector are

shaped in the context of the Labour Decree, (1967) and the
Industrial Relations Act (1965). In the SOE sector a
collective bargaining agreement is the normal instrument for

defining the employment relationship.

The industrial Relations Act makes collective bargaining

compulsory and requires the constitution in each enterprise of
a joint standing negotiating committee consisting of an equal
number of members of a certified union and representatives of

the employer. National unions defined in terms of skill,
trade or industrial sector are organized under the Trades

Union Congress; no plant or company specific unions have
existed for more than 20 years. The Ghana Employers'
Association, constituted by Government at the request of the

TUC as the counterpart representative of the employer for
purposes of collective bargaining, has no significant role in

the SOE sector.

The central institutional deficiency of the collective
bargaining process as applied in the SOE sector is the absence

of effective discipline over the negotiating process. It is a
fact that many SOEs enter into collective agreements that
exceed their ability to pay. Recent experience with the end-
of-service benefit provisions in the SOE sector is only the
most expensive recent example of the costs to' Government of
unaffordable agreements reached in this sector. Virtually all
collective agreements with public enterprises impose similar,
costly burdens on the employer; provisions substantially more
generous than those offered in comparable private enterprises.

It is also the case that collective agreements in the SOE
sector often fail to recognize real and relevant differences
in the operating environment and characteristics of the
enterprise. Similar, even identical agreements will be
negotiated with enterprises differing widely in operational
and financial characteristics. At the extreme, for example, a
single contract was negotiated by the Industrial and

„ j.i T.i !,«»« riv^ ~^ -t-^ ^Mrov wnr-VPT-K in four distinct and
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very different companies of the former GIHOC group:

Refrigeration and Household Products Ltd., Mosquito CoiX Co.
Ltd., Printing & Paper Products Ltd. and Central Advertising

Co. Ltd.

In the private sector the necessary discipline of
collective bargaining comes from a true representation of the

employer's interest by his nominees to the joint standing
negotiating committee. In the SOE sector it is enterprise
management staff that "represent" the employer on joint
standing negotiating committees. These individuals are both

representatives of the owner and the beneficiaries of any

agreement reached. Having a direct personal interest in the
outcome of collective bargaining, they cannot objectively
represent the employer's interest. The state's interest in
enterprise profitability and efficiency requires
representation by individuals who have no direct, personal

interest in the terms of a contract concluded.

In summary, the present framework for collective

bargaining has three critical deficiencies as it has applied

to the SOE sector:

• too frequent conclusion of collective agreements

that impose costs on the employing enterprise that

exceed its ability to pay, and work rules that are

incompatible with operating efficiency;

• ineffective representation of Government■s interest,

as owner and employer, in the productivity and

profitability of the enterprise;

• conflict of interest arising from fact that SOE

management representatives on joint standing
negotiating committees are themselves among the

beneficiaries of any agreement reached in the

process.

The policy problem is one of defining an institutional

and legislative framework in which the collective bargaining

process is:

(a) disciplined by a realistic assessment of the ability
of the enterprise to bear the costs of negotiated

terms of a collective agreement;

(b) partitioned or decentralized in such a way that the

terms negotiated with one SOE employer are not

applied automatically to another; and

(c) structured in such a way as to prevent the transfer

of the SOE employer's obligations to Government.

Affordability of collective agreements. The comprehensive

review of collective agreements in the SOE sector suggests

that many of these impose costs on the employer that are not
only unaffordable, but also much more generous than agreements

negotiated in the private sector. Among the more abused

provisions of public enterprise labour agreements are annual
anrf othp.r 1 Pavp allowannps. work rules that result in
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a range of open-ended and costly obligations for medical care,
death benefits; and credit. The average employee in an SOE
works just over 1,700 hours per year, assuming no sick djys
off This compares with 2,000 hours in Japan and 1,800 hours
in Germany, the most liberal of the developed economies in
this regard. In the private sector in Ghana employees work,an

average closer to 1,900 hours in a year.

Annual leave entitlements in the SOE sector averaged 28
working days for junior staff and 35 working days for senior
and management staff in 1992. It is estimated that the more
generousgieave provisions typical of state-owned enterprises
translate into a 2.5 percent cost disadvantage for public
enterprises. In addition, lax leave administration
particularly in respect to senior and management staff,
results in substantial accumulations of leave earned but not
taken. The disruptive potential represented by large blocks
of accumulated leave is the consequence of poor leave
administration policy that needs to be corrected.

In respect to leave entitlements and leave administration
it is proposed that SOE Boards be directed to negotiate as ,
necessary a reduction of the annual leave entitlement and put
in place a leave policy conforming with the following

principles:

• differences in leave entitlements of "junior" and
"senior" staff should be substantially reduced, or

even eliminated altogether.

• annual leave entitlements of senior and management
staff be reduced to a maximum of 20 working days (4
calendar weeks) and in no case be greater than the
leave entitlements of other enterprise staff.

• where current leave entitlements are greater than
the adopted maxima the difference be commuted as a
one-time increase referenced to consolidated salary.

a general policy requiring leave to be taken in the
year earned and preventing the year to year ■
accumulation of leave be implemented with immediate

effect.

fipyp.rance/reHnndancv entitlements: Severance or redundancy
pay provisions are another area where excessively generous
negotiated benefits constitute an almost insurmountable
Itlrilr to the rationalization of SOE staffing levels. A case
currently in negotiation between enterprise and union
illustrates the problem. The union is demanding a Redundancy
navment of 7.2 months salary for each year of service. The
SsTSf laying off 140 redundant employees, averaging 15 years
of service, is the payment of 9 years current consolidated
salary to eacn individual, a total of 1,260 man-years, of
salary for all affected individuals. Not only is this an
unaffordable level of compensation for the economy generally;
iS also represent an unreasonably high level of compensation
for the involuntary loss of employment as envisaged in the
Labour Decree. In the Gambia, for example, severance or
^«L;^nt.1tlements are defined as 6 month's salary for
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employees.

The Labour Decree defines the circumstances in which an

entitlement to severance or redundancy pay arises but leaves

the amount to be determined in the course of collective

bargaining. The result in the public enterprise sector has

been a wide range of negotiated entitlements that is now so

generous as to make necessary rationalization of staffing

levels unaffordable for most SOEs, including those that are

currently profitable.

For the purpose of reducing the burden of cost

represented by the present system for defining the employer's

obligation for redundancy payments it is recommended that the

Labour Decree be amended to include a formula that defines on

a uniform basis for all employees, and effectively caps the

employer's obligation to pay a redundancy or severance

entitlement. This amendment to the Labour Decree will also

apply to private sector enterprises. The recommended level of

a legislated redundancy entitlement is 6 months consolidated

salary for employees with 5 or more years of service and 3

months consolidated salary for employees having less than 5

years service with the enterprise.

Ineffective representation of the employer's interest. The

policy problem posed by overly generous and unaffordable

provisions common to most collective agreements is one of

discovering ways of more effectively balancing the interests

of employees, forcefully represented by TUC member unions,

with those of the employing public enterprise. These are not,

by and large, represented at all at present.

In support of the strengthening of the collective

bargaining process and to redress the present imbalance

between employer and employee interests and concerns, the

following measures are proposed.for consideration.

• the establishment of a standing sub-committee of the

Board of Directors to define the parameters of the

employer's position in negotiating a collective

agreement.

• the subordination of senior enterprise management to

the authority of the Board of Directors in all

matters relating to collective bargaining and for

purposes of determining levels of compensation.

• separation from membership in any unit established

for purposes of collective bargaining of all senior

management, including management representatives on

a joint standing negotiating committee, to assure

the disinterested representation of the interests of

the employer in collective bargaining.

• as a matter of policy, and to prevent the

accumulation of unfunded liabilities for payment of

deferred compensation, collective bargaining

agreements in the state enterprise sector will no

longer include provisions for payment of any form of
_^r — a
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XO. Addressing the overstaffing issue

There is broad agreement among SOE managers that the SOE
sector is characterized by substantial overstaffing, antf that
overstaffing is a major source of operating inefficiencies. ,
It is also broadly recognized that the issue,of labour

redundancy is a complex one that risks socially and
economically disruptive consequences if it is inadequately
addressed. Considerable progress has been made in addressing

the labour redundancy issue enterprise by enterprise through
the performance contract system. This might be regarded as an

important first step in which overstaffing is addressed as an
enterprise, rather than a sector issue and tackled at that

level.

It is clear from the intense discussion of this^issue
that many SOEs continue to experience real problems in
determining labour requirements and the extent of
overstaffing. This difficulty appears to be inseparable from
the poorly developed human resource management function
characteristic of many, and some of the largest SOEs. Two.

principal considerations have informed the specifip. . ..^
recommendations made here: These, in reverse order of their

long run importance, are:

1. that the degree of overstaffing is so great in many
SOEs that a first round of desirable workforce

reductions can be implemented in the near term;

2. that in the medium term a strengthened human
resource management capacity is essential to control

staffing levels.

The principal recommendations for addressing the

overstaffing problem are as follows:

• that redundancy payments be capped by amendment of
the Labour Decree at 6 month's consolidated salary

for employees with 5 or more years of service and at
3 month's consolidated salary for all other

employees.

• that redundancy payments be paid in part by cash and
in part by bonds issued to staff which may be traded
on the secondary market and that such bonds may be
used for acquisition of shares of any SOEs

eventually listed on the stock market.

• that already planned retrenchment of redundant

staff, deferred or delayed for whatever reason, be
carried out with immediate effect following

amendment of the Labour Decree.

• that a systematic job classification exercise and
assessment of functional requirements be carried out
as the basis for determination of optimal staffing
levels. This exercise should be referenced to an
up-dated statement of corporate mission and captured

in a corporate plan.

>r,r\ i mnl OTTl(=>n+- Pi 111 an fOr
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rationalizing the enterprise workforce requirements

incorporating the principles recommended in the

study and workshop of 1988 and available from the

State Enterprises Commission and making the maximum

feasible use of natural attrition to reach optimal

staffing levels.

• that the workforce restructuring and rationalization

plan be incorporated in and monitored through the

Performance Contract system.

In the course of 1993 the State Enterprises Commission

initiated a program of workshops and professional technical

support to SOEs for purpose of carrying out a comprehensive

job description, classification and evaluation exercise. A

total of 18 SOEs, participated in the first phase of this

program and have made good progress towards establishing a

rational basis for determining staffing requirements,

organizational and remuneration structures. The continuation

of this program and its extension to include other SOEs

included in the performance contract system is a high priority

in the next stages of SOE reform.

11. Divestiture policy and program

The Task Force set up in 1987 to define the scope and

purpose of public enterprise sector reform listed a number of

policy objectives for the divestiture programme:

(a) to improve the efficiency of the economy by

encouraging private sector participation and

investment;

(b) to develop a domestic capital market;

(c) to motivate the private sector

(d) to reduce the fiscal deficit

(e) to raise foreign exchange

These continue to be desirable objectives and the

recommendations included here for the acceleration of the

privatization process are considered necessary for their

realization. The recommendations address recognized :

deficiencies in the process as it is and indicate a number of

ways in which it might be improved.

Divestiture results 1988 - 1993

The divestiture of public enterprises has proceeded at a

much 'slower pace than envisaged at the beginning of the SOE

Reform program. The results through September, 1993, as

reported by the Divestiture Implementation Committee, are as

follows:
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Mode of divestiture 1988/90 1991 1992 1993 Totals

Sale of shares

Outright sale

Joint-Ventures

Lease

SOEs in liquidation

8

4

1

3

22

38

2

36 .

3

13

6

0

2

24

9

15

5

4

3

1

2

15

2

13

2

1

0

0

6

9

0

9

18

22

. 10

4

32

86

13

73

Total Divestitures

of which:
Failed to close

Actual divestitures

A listing of divested enterprises and proceeds of sale is
provided in Table 12.

The total gross proceeds of divestitures through December
1991 are reported to be cedi 14.2 billion, approximately US$
39 million at current rates of exchange. The costs incurred
by Government through the act of divestiture totalled an
estimated cedi 2.1 billion in end-of-seryice benefits to
retrenched workers and an additional cedi 5.4 billion in other
assumed liabilities. Total liabilities assumed currently
stand at cedi 7.5 billion, just under US$ 20 million. On
balance, the divestitures through the end of 1991 resulted in
a net return to Government in the order of cedi 7.2 billion,
about US$ 17 million. Just under half of the gross proceeds
of divestiture relate to 9 enterprises in which a foreign
investor participated. The most significant problems related
to divestitures of this period is that some 40 percent of
gross local sales volume has not been received by Government,
and, a related factor, 11 of 62 reported divestitures failed

to close.

Divestitures in 1992 generated total proceeds in the(
order of cedi 11.6 billion, of which some 25 percent remains

unpaid according to data released by Die. No details have
been provided by DIC in respect,to obligations assumed by

Government or actual payments received.

Of the nine divestitures in 1993 reported to the
Commission by DIC in 1993 the total proceeds were estimated at
cedi 1?6 billion. Only cedi 1 million of the total has been
actually paid through September, 1993.

It is a reasonable conclusion from divestiture experience
to date that the program has not only failed generally to
realizl the objectives set in 1986, but also that the momentum
and rate of divestiture has slowed down to a serious extent,

course of 1993.in
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&. Problems in the divestiture program and process

A number of specific issues that have affected the

progress of the divestiture program can be mentioned briefly.

Their importance lies mainly in the lessons they offer for the

formulation and implementation of our future strategy for

divestiture. In most cases corrective measures have been

taken and while the situation is not perfect it has been

greatly improved. In summary, the divestiture program has

suffered from both policy related and practical difficulties.

These include:

• lack of a clear and comprehensive commitment and

policy on privatization;

• perceptions among a significant segment of the

general public and the investment community of lack

of transparency in the administration of the

divestiture program;

• slowness in developing alternatives to the

negotiated private sale mode of divestiture that

would foster development of domestic capital markets

and encourage braod public participation in the

ownership of productive enterprise; and

• financial costs of workforce rationalization

associated with the privatization or liquidation of

public enterprises

5.1 Lack of a comprehensive strategy for privatization

A consistent policy stance is *"he essential signal to

investors of government's intentions with respect to

privatization. Both Government and the general public are

aware that a large number of commercial enterprises owned, and

generally poorly managed, by Government serve no important

policy purpose. The practice in divestitures to date of

retaining a substantial minority interest, in the order of 40

percent of "divested" companies, does not communicate a

serious intent to withdraw from direct ownership and

management intervention in respect to commercial SOEs.

The perceived absence of a clear and comprehensive

strategy for privatization over the first years of the reform

program can be related to a number of factors. The initial

list of 32 enterprises identified as candidates for

privatisation included a large number of companies which were
distinctly unattractive and unsaleable. In the outturn,
nearly two-tKirds were eventually liquidated. This particular

State Enterprises Commission, Accra
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. list invited criticism to the effect that Government was not

/ serious in its commitment to privatisation.

The second list of 42 enterprises for divestiture

contained a smaller number of highly unattractive prospects
and some which have attracted substantial investor interest.

However, the fact that the greater portion of SOEs included in
the first two divestiture lists were enterprises confiscated

by Government did little to communicate a serious commitment
to the divestiture of state-owned enterprises. It is only
with the.proposed divestiture of some of Government's shares

in Ashanti Goldfields Corporation, announced in.1993, that a
truly attractive candidate for privatization has been actively

promoted.

It .has-also been the case that divestiture planning and
policy making has been severely hampered by the lack of
reliable and current information about assets, production,
sales or other normal business information. Much of the
effort of the State Enterprises Commission over the past two

years has been devoted to an improvement of the public
enterprise information data base, including assistance to
enterprises to improve their capacity to prepare accounts and
financial statements. These efforts have led to considerable
improvements in the timeliness and quality of financial and
other information about state-owned enterprises.

This improved information base has contributed to the

divestiture process in two ways. First, it has made much
clearer the weak financial and performance characteristics of
a large.number of enterprises. This has been an important

factor in Government's assigning a higher priority to
divestiture than was previously the case. Second, the^
improved information provides a better basis for planning and
implementing a divestiture strategy. The improved quality of
information has combined with the disclosure and public review
of.the facts of SOE performance and condition to contribute to
a much clearer expression of the policy framework for

divestiture.

Transparency of the Process: Through 1993 privatization

has mainly taken the form of negotiated agreements with

individuals and groups of investors with little or no

information available to the public. This characteristic

atmosphere of secrecy in which negotiations are carried out

continues to be a serious wgakness in the program. The

transparency of the process^Snould be Government's priority
concern has been missing, creating opportunities that could

undermine investor confidence and public understanding or

support. "
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The growing importance of alternative channels for

privatization, particularly by way of public offerings and

stock exchange listings, is making the entire process

inherently more transparent. The divestiture of Ashanti Gold

Fields Corporation has taken place in a fuli glare of public

awareness and debate. One consequence of the intense public

interest generated in this flotation was the allocation of a

portion of the international offering to residents of Ghana

and ECOWAS countries. In the same vein, nothing could have

been more transparent than the decision to convert 32

statutory corporations into public limited liability

companies: the issue was fully discussed in Parliamentary

committee and debated throughly in the House before enactment

of the enabling statute. In contrast, the disposition of

Government's shares in seven companies listed on the Ghana

Stock Exchange to a group of foreign investors illustrates a

continuing lack of transparency in some parts of the program.

The transformation of a major public enterprise into a

closely held private corporation is not consistent with

Government's policy objectives. Foremost among these is the

desire to move away from the previous structure of closely

held private sector enterprise that are not subject to public

scrutiny and towards a more open, publicly accountable

structure for private business enterprises. Unfortunately

however, the weakness of domestic capital markets and of

financial institutions has made the development of

alternatives to the negotiated private sale heavy going.

5.3 Alternative channels for divestiture

The issues of transparency of process and of a perceived

lack of clarity in Government's objectives and program are

closely interconnected and are being addressed through efforts

to develop alternative channels for divestiture. The changes

being introduced are an attempt to broaden the channels for

divestiture to include some that are inherently more

transparent. These include corporatization and the public

offering of shares in major enterprises. The next phase of

privatization will be carried out so as to broaden the base of

public participation in the ownership of profitable public
enterprises.

The underveloped nature of Ghana's capital markets makes

it difficult to raise the capital required to purchase a more

or less viable enterprise and to finance the rehabilitation of

its productive capacity. Local investors have also

encountered difficulties in securing local finance or

guarantees through the banking system, even at a time when the

system has a problem of excess liquidity. The difficulties of

mobilizing domestic capital resources remain a severe

impediment to the privatisation process.

State Enterprises Commission, Accra
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Raising Capital requirements of major public enterprises

A major problem affecting the performance of a;number of

public enterprises is their present dependence upon four main

sources for their capital requirements:

• Direct loans from Government;

• Loans from international agencies .that are

obligations of the Government and onlent to the

public enterprise;

• Bank lines of credit; and

• Retained earnings

At the present time Government lacks the-resources to be

a major source of capital for public enterprises. A broad

array of statutory requirements, pricing and taxation and

dividend policies of Government combine to make it difficult

for public enterprises to generate the necessary quantities of

earnings. In consequence far too many pubic enterprises raise

their capital requirements through banks (overdrafts against

lines of credit), a source that is excessively expensive.

Given the facts that:

(1) public enterprises need to be recapitalized

(2) that Government lacks the resources to supply the

need directly, and

(3) that bank loans/credit lines are among the most

expensive ways to meet the need it is difficult to

avoid a conclusion that alternatives need to be

considered.

To address these problems of meeting enterprise capital

requirements it is recommended that, following the listing of

eligible SOEs on the Ghana Stock Exchange, the Boards of those

ehtrprises be required where appropriate and feasible:

• to raise capital requirements through the sale

of equity, thereby partially privatizing the

enterprise; and

• to raise debt capital through direct issue of

corporate bonds in domestic and foreign capital

markets.

Each of these measures would strengthen the domestic

capital market's capacity to mobilize resources and at the

same time reduce enterprise dependence upon Government as the

primary or sole source of investment capital. From the

perspective of the public enterprise reform program such steps
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prices at levels that fully recover the costs of goods and
services provided by public enterprises, or, where enterprises
are required to provide goods or services below cost,
Government will make a budgetary provision to compensate them

for the loss inrurred.

Recommended Divestiture Action Programme

If the policy objectives of divestiture are to be met,
Government must shift from its present passive and reactive
mode to a posture in which the privatization of specific
enterprises is aggressively promoted. The announced
divestiture of part of Government's equity holdmgsm Ashanti
Goldfields Corporation [AGC] and the public discussion and
debate that has followed that announcement provide an
effective demonstration of Government's commitment to
transparency in divesting commercial investment interests.
The public offering of AGC shares and listing of the company s
shares on both the London and Ghana Stock Exchanges has
generated considerable investor interest and response. A
number of other medium sized, commercial public enterprises
can be expected to also attract the interest of both domestic
and private investors and savers.

The principal divestiture program objectives recommended

at this time are:

• to transfer the entire ownership and management
responsibility for a number of named profitable,
non-strategic state-owned enterprises to the private

sector;

• to assure in implementing this privatization program

- the broadest opportunity for all Ghanaians, to
participate through the acquisition of shares;

• to assure that the rights of small as well as larger
investors are protected by listing of privatized
enterprises on the GSE and by strengthening the
authority of the GSE to discipline its members; and

• to manage the privatization of public enterprises in
a way that strengthens capacity of domestic capital

markets to mobilize financial resources for
investment by private as well as public enterprises.

Three major constraints affecting the development of
domestic capital markets can be eased through the
privatization process. These constraints are:

1 the limited float of trading shares in companies
.-■ ' currently listed on the Ghana Stock Exchange;

2 the limited number of institutional equity
investors; -effectively only SSNIT qualifies as a

'■'■"■"' ; major institutional investor; , :.

-3. 'the difficulty of tapping the substantial, financial
r '' -resources of small investors and the informal. u
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Ways in which the privatization strategy and program can

help to strengthen domestic capital markets include:

• the active promotion and sale of carefully selected

and financially viable public enterprises by public

offering of shares;

• the transfer to the private sector of a major

financial enterprise capable of developing as a

significant institutional investor;

• the sale of Government's equity in already listed

enterprises as an immediate measure to strengthen

the market capitalization and trading float of the

Ghana Stock Exchange; and -■;

• by making it possible for major core public

enterprises to raise capital through issues of

equity (shares) or debt (bonds) in domestic, and

perhaps foreign markets as an alternative to

dependence on government for investment and

operating capital.

Information compiled by the State Enterprises Commission

now makes it possible to propose a broad overall strategy for

the next stages of the divestiture program. The

recommendations that follow are intended to strengthen

domestic capital markets as well as accelerate the

privatization process. The principal elements of this program

are:

• the sale by public offering in 1994 of all remaining

Government held shares in companies listed on the

Ghana Stock Exchange;

• the aggressive promotion of the sale by public

offering joined with prior listing on the Ghana

Stock Exchange of a number of medium sized and

moderately profitable wholly owned SOEs; and

• the conversion of a number of statutory corporations

into public limited liability companies and the sale

of shares in these enterprises to domestic private

investors on terms decided by their Board of

Directors in consultation with professional

advisors.

The sale by public offering of Government's equity in

companies already listed and traded on the Ghana Stock

Exchange should be the least complicated form of divestiture.

There is no need for a special prospectus. In the case of

already listed firms it is preferable that a fixed price

rather than an auction approach to pricing be employed. With

the sale of Government's shares the secondary market for

already listed shares would increase by some 30 percent, <

considerably easing the limited float constraint.

Assigning responsibility for the preparation of a public

offering to competitively selected, member firms of the

exchange will help them to develop a capability for managing a
r! nffprinn. Thic PYnprienrp i <=; imnnrtant "if +-he»
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feasible time frame for completion of the public offering and

delivery of shares to subscribers is 4 to 6 months.

Coincidentally with this announcement Government would

also announce that the State Insurance Corporation (SIC) will

be privatized by giving the equity in the company to holders

of its Life Assurance Policies, and the first stage of an

orderly program of public offerings in a number of profitable

commercial public enterprises.

The transfer of equity in the State Insurance Corporation
to holders of its life assurance polices would establish a

private sector institution with the potential to become a

major source of investment capital, thus adding liquidity to
the equity market from a non-public source. It is also likely
that privatization through the transformation of SIC to a

mutual assurance company would stimulate demand for life
insurance.and contribute to the mobilization of financial
resources from the private sector. For th.e shareholders there

is no risk as they do not have to pay for shares but

participate in the profitability of SIC through the purchase

of life insurance policies.

Prior to this divestiture the equity positions held by

SIC in 6 enterprises .would be sold or liquidated as directed

by the Board of SIC. These 6 enterprises are:

Merchant Bank (Gh) Ltd.

Accra Markets Ltd.

Bank for Housing and Construction

Prefabricated Concrete Co. Ltd.

Tema Brick and Tile Co. Ltd.

Accra City Hotels Ltd.

A number of wholly state-owned enterprises appear capable

of meeting the listing requirements established by the Ghana

Stock Exchange. For middle and larger sized enterprises that

can meet listing requirements it is recommended that

divestiture take the form of a public offering of shares in
conjunction with a stock exchange listing on a when issued
basis. These are decisions that must be taken by the Board of

Directors of the enterprise. Enterprises recommended for

privatization by this channel and on the authority of their
Boards of Directors are listed in Table 13.

Implementation at this time of the recommendations

summarized in preceding sections would restore momentum to a

divestiture process which has slowed down to an undesirable
extent, and give a strong boost to the development of domestic
capital markets at the same time. Both are essentialto the
building of investor confidence and to the strengthening of a

market framework for the mobilization of domestic financial

capital in future years.
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5.4 Costs of Workforce Rationalization

For Government, one of the most serious problems raised

by the divestiture program relates to the rights of workers

who are retrenched in the process. Over the years staffing

levels in most public enterprises reached excessive levels;

levels completely out of touch with the functional

requirements of a productive enterprise. This wide-spread

situation was made worse by a general absence of responsible

collective bargaining in the public enterprise sector over a

period of at least a decade. The situation is, of course, one

of the major reasons why a state enterprise reform program is

required.

For divestiture, and privatisation in particular, the

twin issues of overstaffing and undisciplined collective

bargaining posed a serious practical problem: How best to

cope with the substantial liabilities for accrued end-of-

service benefits to which redeployed workers were

contractually entitled? These were largely unfunded and, in

many cases, exceeded the net worth of the enterprise.

Since 1990 Government has taken a number of steps to

correct problems in this area. The transition to a national

pension scheme was announced in October 1990, replacing the

retirement gratuity provisions of collective agreements. The

outstanding retirement gratuity entitlements were frozen as of

State Enterprises Commission, Accra
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December 1990. All workers in both public and private sectors
are now included in the retirement pension scheme administered
by the Social Security and National Insurance. Trust (SSNIT).

Measures to standardize and rationalize entitlements to
severance or redundancy payments have been recommended by the
Commission since 1988 as part of the necessary reform of legal
frameworks. The redrafting of labour legislation is now
underway, the first major overhaul in nearly 30 years. While
the costs of workforce rationalization are not yet completely
resolved we are optimistic that the key elements of the
reformed institutional framework will be in place before the
end of this year and that definitive arrangements for the full
discharge of outstanding liabilities to workers will be in

place.

6 Priorities for strengthening of training capacity in
' support of public enterprise reform and privatization

in the overall strategy of the SOE Reform Program the
training programs and activities of the Commission are focused
on two primary objectives:

1 to develop management capacity and support for the
' implementation of high priority corporate reform and

restructuring measures; and

2 to establish at the level"'of the enterprise a
"training culture", supported through the
development of linkages with local training and

management development institutions.

It continues to be the policy of the State Enterprises

areatest extent feasible by local institutions, firms and
individual professionals. In giving effect to this policy the
Cession has, from 1991,.made a significant effort to enlist
the support of local training institutions, individual
consultants or firms in the design and delivery of the
training component of support programs.

In 1992 the Commission, with the cooperation of local
training institutions, conducted an assessment of their
capacity to meet the training needs identified in the TNI
project" It is the conclusion of the Commission, based on
?his assessment and our experience over a period of two years,
that local training institutions, firms and individuals have
the capability of meeting the general training needs of most
SOEs in such areas as:

State Enterprises Commission, Accra
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• general management

• management information systems

• human resource management

• investment analysis

In other areas the Commission's assessment is that the

local training institutions need to develop their capability

to meet the requirements of the program in such areas as:

• corporate planning and budgeting

• organizational restructuring

• performance contracting

In addition to these areas of need for strengthened local

training capacity, the introduction in 1993 of a
"corporatization" dimension to our reform strategy has added

new ones.

In summarizing priorities for further strengthening of

our capacity for public enterprise reform in general, and for

privatization in particular, it might be a good idea to define

what we mean by privatization. Here we can note work being
done under the auspices of UNCTAD. In recently issued

documents they have described privatization in the following

terms:

Privatization is part of a process of structural

adjustment ... redefining the role of the State ... with
the overall objective of achieving economic efficiency.

It is first and foremost a political process, although it

has to be carried out as an economic exercise.

and,

Privatization may involve: (a) non-divestiture options:

corporatization, the privatization of management

contracts, leasing, concession, and the contracting out

of public services; and (b) divestiture options: the

privatization of capital.

Our corporatization strategy involves as a first step the

conversion of statutory corporations into public limited

liability companies. Enabling legislation, the Statutory

Corporations (Conversion to Companies) Act [Act 461]/ was

passed by Parliament in 1993. The conversion of 32 major

public enterprises employing more than 100,000 people, and

their registration as limited liability companies under the

Companies Code is now in progress. A principal objective of

this strategy is to direct these enterprises to domestic and

foreign capital markets as the source of funds for necessary

capital restructuring. Recapitalization may be by way of an

equity offering, through the flotation of tradable debt

instruments, through the sale of assets or any of a number of

other means open to public limited liability company.

State Enterprises Commission, Accra



40

Following from this it is our expectation that the need to
maintain access to capital markets will impose a discipline
and concern for profitability in the management of these

enterprises that has often been lacking in the past.

The changing structure of responsibility and
accountability associated with the implementation of this
strategy will impose new and novel demands on enterprise
Boards and'management as well as on the staff of sector
ministries. This is one area in which the need for
strengthened locally based training and support services is

particularly pressing.

Board members need to be prepared to assume their new
responsibilities in such areas as collective bargaining,
capital restructuring and executive compensation. Management
needs training in these areas as well as professional support
in the design and implementation of reform measures that range

from organizational restructuring through pay and job
classification issues to workforce rationalization.(.For those

of us with responsibilities in Government for managing public
enterprise reform there is a need for training in the relevant

technical skills and policy analysis.

In the course of 1992 and 1993 the Commission has
anticipated the theme of this workshop in making the effort to
work with local management training institutions to design and
deliver high priority skills development training for the
public enterprise sector. As we meet a series of workshops in

areas of financial management is being delivered on our behalf
by staff of the School of Administration of the University of
Ghana at Legon. This assignment was awarded following local
competitive bidding and we have high hopes that a mutually
beneficial relationship between public enterprise and local
training institutions can be institutionalized in future.

We have demonstrated the importance and value to cur

reform effort of strong local management training
institutions. They in turn have expressed their interest in
working with us in areas new to them but important to the
success of our reform program. I think they would agree that
they themselves need capacity strengthening support from the
sponsors of this Zimbabwe workshop initiative to help them
meet these new challenges and seize new opportunities.
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The implementation of restructuring and other reform

measures is a task that must be performed by the Boards and

management of the enterprises. Most SOE Boards and management

cadres lack the full range of skills required for successful

accomplishment of reforms. Much of what has to be done will

be completely new to the experience of the individuals in
these key positions; some will appear more familiar but their
execution will involve new methods and technologies. All will
take place in a policy and operating environment that is

neither familiar nor comfortable for those whose work

experience has been mainly in the public sector. The first
challenge is to build and strengthen the capacity of the SOE

Boards and managers for planning and implementing necessary

reform measures. .

A related but different problem with training

implications is the virtual absence of any significant

provision for developing or reinforcing the skills of

employees at all levels of the enterprise. The Commission's

1992 survey of Pay and Employment practices in the sector

documented the fact that very few public enterprises make any

provision at all for staff development and training. This
management deficiency contributes to widespread problems of

productivity and performance. The second training challenge

of the reform program is to introduce and institutionalize a

"training culture" at the level of the enterprise as a

necessary condition for sustainable improvements in enterprise

performance, operational productivity and efficiency.

In April 1992 the Commission signed a memorandum of

understanding with 3 local institutions: GIMPA, MDPI, and the

School of Administration, Legon. This memorandum,.sets out the

terms and conditions under which staff and other resources of

the institution would be made available to participate in the

training components of the overall program. Under the

provisions of these agreements staff of these institutions

have participated with external consultants in several

programs: training needs identification, management of the

training function, and training design and delivery. In other

areas a number of locally based private sector consultants

have worked with external consultants to develop programming

in such areas of human resource management as job description,

evaluation and classification as well as in corporate planning

and performance contracting.

In 1993, discussions were initiated with University of

Cape Coast and the University of Science and Technology with a

view to reaching a similar understanding and cooperative

arrangement with them. The Commission has undertaken the

execution of a comprehensive training program for SOE

personnel and training managers. This program has been

managed by external consultants and its implementation

supported by local training consultants and the staff of local

training institutions. Following completion of the current
■_■*_ _ a
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traininq manuals will be handed over to the institutions,
firms and individuals that have participated in this program.
Future, demand for training in the, areas oftraining needs
assessment and management_of the training function should be
handled by local institutions.

Satisfaction of the broad range of general training needs
identified through the TNI project constitutes an opportunity
and a challenge for the local training institutions. This
demand? now in process of being translated into ^dividual SOE
Training Plans and budgets, is intended to be met by locally
based providers of training services working directly with
individual enterprises. The viability of this relationship

depends upon two factors:

(a) a commitment on the part of SOE management to plan
and budget for the training needs of their

employees; and

. (b) a commitment on the part of locally based providers
of training services to make the effort necessary to
develop this potentially large market for their

services.

in meeting the broad demand for non-specialized
ement and skills development training, no further direct

iSEKiatiSn by the state Enterprises Commission is Proposed
nr vo armed after 1993. It is unfortunate that to date the

maior loial training institutions have been unable to make any
significant effort" in this direction, .^e Executive-Director
Human Resource Management has been assigned responsibility for
working to develop and strengthen a linkage between local
training institutions and individual SOEs.

4.3
pport impifimentatjnn of sppnific reform

measures

Three high reform priority areas have been targeted in
the design of programs to support SOE reform initiatives.

These areas are: .,_

• Work force Management

• Financial Management

• corporate Planning '

in each of these areas the Commission has begun to
implement a support program combining training, foll°w"uP
consultant's services to assist in implementation, and the
^vision of equipment required for the operation of improved
management information systems. With the exception of program
support for Corporate Planning these programs are being
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designed and delivered by locally based providers of training
and consultant services.

Across all programs the principle governing program

design is that the actual work of designing and installing

improved systems or procedures will be performed by the staff
of the enterprise who have been suitably trained for the task,

In this fashion it is hoped that a capability as well as, a

commitment to maintain the improved system will be created at
the level of the enterprise.
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