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ABSTRACT

Globalisation and Structural Adjustment Policies (SAPs) have directly and indirectly impacted upon
the performance of SMEs (Small and Micro-sized Enterprises) in developing countries. The SME
sector Is recognised to be playing a key economic role in employment creation, income generation
and poverty alleviation. It offers opportunities for self-employment and has been noted to be

offering some hope for the industrialisation process in developing countries. Globalisation and
SAPs raise the problem of the ability of SMEs in developing countries to compete in a free market

global economy. The main aim of this study was to analyse the impact of globalisation and SAPs
on SMEs in Malawi through empirical investigation. A review of literature, which was undertaken as
part of the study, formed the contextual framework for the empirical investigation. The literature
revealed that globalisation offers the potential to raise economic growth rates and at the same time
exposes firms and economies to intensive competitive pressures. It also revealed that global
capitalism and market liberalisation as a condition of aid are part of the continued marginalisation of

(sub-Saharan Africa) SSA. As well as SAPs being blamed for the problems experienced, other
reasons which include poor infrastructure, small and fragmented markets, geography, natural
resource endowments and poor information technology, have also been attributed to the industrial
development failure and poor SME performance in SSA.

Analysis of the SAPs' impact was based on the perceptions of relevant government and non-

governmental officers and business owners who responded to a questionnaire survey conducted
on a sample of SMEs in Malawi. The survey revealed that trade liberalisation has exposed

domestic firms to competition from imports before they are able to increase efficiency. The resultant
floods of imports has reduced the market share of domestic SME production, and production for

domestic market still remains much more important than exporting. The survey also revealed that,
In general, Malawi lacks the physical and social infrastructure to support SME growth and trade
liberalisation has not improved the performance of the manufacturing sector. Those SMEs with
potential to grow and compete are constrained by lack of finance, high cost of inputs, lack of
appropriate training programmes and technical capacity limitations. Malawi's economic growth and
SME performance is also impeded by its landlocked status, dependence on a single cash crop for
export and poor incentives for foreign and domestic investment. Thus, despite SAPs, Malawi does
not seem to have succeeded in integrating into the global economy. The general consensus from
this study is that the country is not well equipped to compete globally. There is lack of business
skills and knowledge to recognise the opportunities and benefits of globalisation.
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Chapter One

General Introduction

1.1 Aim
The principal aim of this research was to analyse the impact of globalisation and Structural

Adjustment Policies (SAPs) on Small and Micro-sized Enterprises (SMEs) in Malawi.

1.2 Objectives
The research aim was achieved through the following objectives:
1. Assess the impact of Structural Adjustment Policies, in particular trade liberalisation, and
consequences of globalisation on the small and micro-sized enterprise sector in Malawi
2. Analysis of the response of the SMEs to adjustment measures, thus, find out if the SMEs
were becoming more competitive and efficient as predicted, in terms of export growth and
increase in share of domestic market
3. Determine of the local production and distribution networks among the SMEs themselves
and also with large enterprises and if free trade is creating opportunities for making new
and profitable connections amongst the enterprises
4. Critically analyse the new economic environment of ‘free trade’ to see if it is suitable for the

development and sustained growth of SMEs.

1.3 Purpose and Motivation of the Research
There were both personal and academic reasons for carrying out this study. To begin with, the

research was born out of my personal experience of living in a country which had adopted SAPs
before becoming democratised. Soon after Malawi became a democratic country (1994), |

observed some changes in the economic and social environment. As the nature of the political
environment changed so did the business environment and attitudes towards small businesses.
These observations sparked an interest in SMEs and in particular the problems and benefits posed
by SAPs. The idea of this research began with the question: are SMEs in Malawi benefiting from
SAPs and globalisation? This brought about a number of questions related to the complex interplay
between globalisation, SAPs and SME experiences in a free market economy. | was curious about
a specific phenomenon, which is the impact of globalisation and SAPs on SME performance in sub-
Saharan Africa (SSA), in particular, Malawi. The term SSA has been used in this study to describe

those countries of the African continent that are to the south of the Sahara desert. It contains many
of the least developed countries in the world, with those regarded as the world's poorest, with less

1



than US$400 per capita highlighted in the Map (Map 1.1). The main motivation for choosing the
topic was personal interest in people, attitudes and institutions and special interest to investigate

economic policies affecting lives of many people in a globalising world.

Map 1.1: sub-Saharan Africa Region

Western Sahara

Congo

I___l SSA countries with GDP < US$400 per capita

Source: GDP data from World Bank, World Development Indicators 2006b
Own Map, created with MapViewer computer software

The study topic was also chosen because it links in with my academic background: in business and
population studies and a special interest in socio-economic analysis. My personal aim was to
understand globalisation and SAPs, in particular trade liberalisation and its impact on SMEs. SMEs,
SAPs and Globalisation were ‘hot’ topics of the late 1980s and 1990s in the social and economic
academic disciplines of development studies. There have been many studies, both theoretical and



empirical, that have been carried out in an attempt to determine the impact of globalisation and
SAPs on economic development of SSA countries. In the past other studies have focused on a
specific social or economic concept ranging from globalisation, SAPs to SME characteristics and
development, with comparatively little work focusing on the internal and specific dynamics of local

production systems and small-scale producers in an open economy.

The formulation of a more precise set of my research questions owed much to a review of literature
on globalisation and SAPs (covered in the next chapter). The review uncovered a wealth of
literature about these concepts, and what was lacking from most of this work was a
conceptualisation of globalisation and the SAPs role in SME performance and an exploration of
SME experiences and orientations. This is when | decided to carry out a study which took a holistic

approach towards these concepts, thus looking at how the concepts link up and impact on one
another. | was especially interested in the contribution and role of SMEs in Malawi, as a case study

for SSA countries to the economic global process through trade.

Malawi was chosen because it is one of the poorest countries in the SSA region and as my home
country | have special interest in its social and economic development. In addition | wanted to
acquire information from individuals which would help policy makers develop strategies to benefit
the development of the SME sector in the country. This research started by looking at what policy
was, at the time of this study, and how it was being affected by globalisation, with the main focus

being on how small enterprises can and were coping and adapting to the demands of a globalising
world economy. | believe that in order for a complete and proper economic integration of the

developing countries into the global economy to occur, it has to start from the very small
enterprises connecting into global markets via medium and large enterprises in local economies.

Moreover the majority of the world population are small producers and all policy changes ultimately
impact SMEs in one way or another. It is hoped that by shifting to an analytical rather than
prescriptive perspective, this research has brought out different aspects of the world into view.

As this research analyses how local producers in Malawi responded to a competitive environment
brought about by free trade policies, it is hoped that an important outcome will be information which
would enable SME policy-makers, support institutions and the SMEs to see themselves as
entrepreneurs, gaining insight into skills and capacity required to achieve sustainable growtn,
achieve enhanced productivity and improve their competitiveness. In order to feed back the results
of the study to relevant stakeholders, a summarised report will be distributed to government and



NGO participants of this study, who are also the individuals involved in national economic policy
and strategy formulation. This report will also be made available to those entrepreneurs who

expressed an interest in the results of the survey.

It is hoped that future policy formulation will assimilate the views expressed by the entrepreneurs
themselves and also that the study makes a theoretical contribution to the literature. The author
would not like to view this work merely as a theoretical exercise but rather as a means of resolving
problems faced by sub-Saharan Africa SMEs in the context of SAPs and globalisation.

1.4 Conceptual Framework
This section presents the conceptual framework within which the study was carried out (Figure 1.1).

The Conceptual Framework aided in developing and selecting relevant research questions and
realistic methods, and in identifying potential threats to the validity of the research conclusions. The
Framework highlights the main themes of this research and their relationship to each other. The
conceptual framework is useful for discussing impacts of globalisation of the economic processes
and SAPs on SMEs. Central to this work, is the “Free Trade” concept. With free market economy,
"emphasis is on individual enterprise, on the virtues of market competition and on restricting the
role of the state to what is required to ensure that markets can operate successfully...” (Ravenhill,
ed. 2005: p20). The “Free Trade" concept has been used here to understand the differences in

perceived and real benefits and costs of trade liberalisation to SSA countries, specifically Malawi.

Trade liberalisation is just one of the four main SAP measures which this study focuses on. The
others are domestic deregulation of the economy, monetary and fiscal reforms, and supporting
sectoral initiatives. The main premises of each of these measures are presented below (World

Development Report, several years).

1. Trade liberalisation
In most SSA countries, non-tariff trade barriers played a prominent role in foreign trade. Foreign

exchange allocation and import-licensing regulations were the key instruments used to effect import
substitution. In addition to protecting domestic industries, these instruments endowed policymakers
with power to direct scarce resources such as foreign exchange to areas targeted by government
objectives. Trade policy reform has been central to the adjustment programmes supported by the
World Bank (WB) loans and International Monetary Fund (IMF) programmes since the 1980s. It has
been argued that, if trade barriers are removed, competition from abroad would force firms to cut



costs, Improve quality and seek new ways of producing and selling their goods (World Bank
1987a).

Figure 1.1: Conceptual Framework

Economic Globalisation sub-Saharan Africa economies

Economic Integration

Trade |Foreign Direct
Investment (FDI) SAP Measures

nghly uneven D (PR PRR R
Western dominati
(Western domination) . )0

@secessscasusasnasacscacne
 Positive Negative |
Some integration of impact impact
Asian economies FREE TRADE | |
p lslow growth [ closure
; ! T
( -increase in investment due to:

-shrinking market share
-increased competition

-increase In imports

| -competitive firms
| -increase In productivity

facilitating integratio < -export growth

| into the global -economic growth -poor domestic policy
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-job creation debt, lack of FDI
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The shift from import substitution to export orientation necessitates a change in foreign trade policy.
As such, trade liberalisation assumes the most important place in debates on structural adjustment
and it is intended to shift resources to the export producing sectors and away from those producing
for the domestic market. The presumption is that trade liberalisation will raise the growth of exports

and imports although the implications for the trade balance and balance of payments are uncertain



because this depends on the relative impact of liberalisation on export and import growth and
prices of traded goods (Santos-Paulino and Thirlwall 2004).

2. Domestic derequlation
Poor growth performance, high levels of unemployment and declining living standards are
attributed to the highly regulated nature of SSA economies. A shift away from government

regulation of the economy to a more market-base policy regime is seen to create an ‘enabling
&
environment’ especially (but not exclusively) for small scale enterprises. Removal of government

controls should improve the business environment, enable entrepreneurs to respond quickly to
emerging market opportunities and promote competition that improves efficiency and productivity.
Domestic deregulation of the economic and business environment takes a high profile in the Malawi

SAPs.

3. Fiscal and monetary reforms
Monetary and fiscal policy objectives within the Structural Adjustment Programme (SAP) include:

curtaiment of government spending to reduce the budget deficit; removal of subsidies to
parastatals (company or agency owned or controlled wholly or partly by the government) including
food subsidies; restraint on growth in money supply to curb inflation; market-determined interest
rate policies to achieve positive real interest rates. These measures are intended to achieve
external and internal balance. Given that small enterprises produce for the domestic market,

stimulation of domestic incomes is the key to their growth.

4. Supporting sectoral initiatives
SAP measures combined with private sector and donor initiatives, form the basis for a small

enterprise promotional programme upon which govemment and donor efforts could be focused.

The assumptions underlying these sectoral initiatives are that supply-side factors are more
constraining to small-scale enterprise activities than demand-side factors. Supply-side constraints
being: access to and cost of finance; a restrictive business and regulatory environment; inadequate
managerial and entrepreneurial skills; and poor communication and infrastructure. If reform
measures, which are supposed to help SMEs move from low-productivity informal sector to higher-
productivity formal sector activities, are successfully implemented, they are likely to open up new
economic activities for small enterprises. However, the size and relative isolation of SMEs have
inhibited their ability to achieve economies of scale and they face tremendous difficulties in entering
both national and global value chains driven by large trans-national corporations. These difficulties



coupled with other constraints, such as limited technical and managerial skills, insufficient
knowledge with regards to laws and regulations and, more importantly, obtaining financing, urgently
need to be overcome with specialist institutional support.

As presented in Figure 1.1, these measures, in particular trade liberalisation, were studied for their
potential to integrate SSA into the global economy. These measures have been used to analyse

the impact of the SAP on SME development in Malawi. The first three measures, when they were
formulated, were not targeted at the SME sector, however, their impact has both a direct and

indirect bearing on SMEs in Malawi (see section 2.6.2).

1.5 Summary and Chapter Outline
The main aim of this research was to analyse the impact of SAPs and globalisation on SMEs in

Malawi and to find out if the SMEs were becoming competitive in terms of export growth and see

how they responded to changes in economic policy and reform measures prescribed by the IMF
and World Bank. The rest of the thesis is organised as follows:

Chapter Two reviews Literature on globalisation and SAPs and impacts on sub-Saharan Africa and
formed the analytical framework for the empirical work that followed. Literature review on economic

and social consequences of globalisation at macro scale provided the contextual and theoretical
framework within which the research on the study country was carried out. The chapter also
provides up-to-date economic policy developments at international level which is intended to keep
the readers informed of up-to-date economic policy changes and developments in the millennium

years.

Chapter Three presents research methodology for the empirical work. Research techniques used
are discussed and the techniques are fairly conventional social science tools: a combination of
structured questionnaire and unstructured interviews designed to focus the research on the
respondents’ own experiences of the economic policy and global changes, and how they are

impacting on them.

Chapter Four provides an overview of economic and political developments in Malawi from
independence in 1964 through the initiation of the economic reform programme in 1981, through to
the 1990s and more recent events of 2000s. It reviews the successful macroeconomic performance
through to the mid-1970s and the subsequent macroeconomic downturn from the late 1970s which
gave rise to the need for structural adjustment. Specific SAP measures applied in Malawi and



implications for the various economic sectors are also discussed here. Up-to-date information on

Malawi economic situation is also presented.

Chapter Five focuses on SME sector development in Malawi. The Malawi industrial sector is
presented and the development, role and distribution of SMEs are discussed in the context of the

industrial sector. Underlying the discussion in this chapter are baseline survey results of work that
was previously carried out in the past on the characteristics and dynamics of the SME sector in

Malawi.

Chapter Six presents the survey findings. Empirical investigation of the research was carried out in
two phases, and the chapter presents analysis of the findings from both phases. Responses to
questions in a structured Questionnaire and to in-depth unstructured interviews were described and
analysed. Analysis of the impact of globalisation and SAPs is also presented In this chapter.
Characteristics of the enterprises and entrepreneurs have been discussed and the business

operating environment analysed. Analysis of the impact of constraints and the regulatory

environment has also been presented here.

Chapter Seven presents discussions of the research findings based on the primary research
undertaken. Trade liberalisation, fiscal reform measures, domestic deregulation and globalisation

are discussed in the context of the findings. Policy implications are also discussed in this chapter.

And finally, Chapter Eight presents overall conclusions on the study. The Chapter also discusses
the direction of future research areas which could be further carried out. Personal reflections and

final remarks are also presented in this Chapter.



Chapter Two

Theoretical Concepts and Literature Review

2.1 Introduction

Alongside the process of globalisation, continues a process of marginalisation (which may be
intrinsic to globalisation) of large parts of the developing countries from benefits of globalisation.
Since the late 1980s, developing economies have been implementing economic policy reforms of
the Structural Adjustment Programme. This research attempts to understand the dynamics of
globalisation, including its promises and its potential pitfalls. Globalisation is not only creating
remarkable opportunities for countries to enhance their development, it is also posing broad and
complex policy challenges for governments, notable among them the proper handiing of the costs
of adjustment associated with trade liberalisation. The process of economic restructuring imposed
by international creditors on developing countries since the beginning of the 1980s, and its

consequences have also been discussed in this chapter.

The rest of the chapter is organised as follows: the second section discusses the concept of
‘globalisation’ as addressed in the literature, impact and implications of the economic globalisation
process are also discussed; the third section discusses the concept of SAPs, beginning with a
discussion of the nature of African economies in terms of economic historical origins, thus from

colonial policies through import-substitution to neoliberal policies and the varying outcomes and
consequences of SAPs; section four discusses economic performance of SSA since independence,
SSA integration with the global economy, regional integration within SSA itself and effects of
opening up and Foreign Direct Investment (FDI) are also discussed; section five sets the context of
SMEs, manufacturing industry in SSA and discusses the impact of SAPs on the SME sector;
section seven provides an up-date on recent developments in international policy changes; and the

last section presents the chapter summary.

2.2 The Concept of Globalisation

The concept of globalisation has gained considerable strength in recent years and its policy
implications are not always clearly explained or understood. It radiates the possibility of a new
analytical framework for domestic policy makers, and in some instances, the concemns of
globalisation are motivated by the common good of humanity (Helleiner 2000). Some view
globalisation as a process that is beneficial and key to future world economic development and also
inevitable and irreversible. Others regard it with hostility, even fear, believing that it increases



inequality within and between nations, threatens employment and living standards and thwarts
social progress. Walker and Fox (1996) said that the economic map of the world includes an
increasingly integrated core, with pockets of local differences due to domestic intervention, and a
large periphery of developing countries which, while dependent upon the core interational market
are only loosely linked to it. Thus, the trend towards greater economic integration between nations

IS not universal.

2.2.1 Definition and driving forces of Globalisation

The increasing integration of the world economies through a combination of capital, information and
technology and trade flows has been referred to by some as globalisation (Hoogvelt 2001, Stein
1999). Baylis and Smith (2001) define globalisation as the process of increasing
Interconnectedness between societies such that one part of the world more and more have effects
on peoples of societies far away. Some authors have defined globalisation as the shrinkage in
space and in time that the world has experienced in consequence of the technological revolutions

In transport, communication, and information processing (Hoogvelt 2001, Stein 1999). Dicken
(2003), who says that Trans-national Corporation is arguably the most important single force
creating global shifts in economic activity, and their strategies and operations are much influenced
by the forces of technological change, also supports this definition. A distinction needs to be made
between globalisation and internationalisation. Most authors agree that globalisation of economic
activity is qualitatively different from the past trends of internationalisation. Dicken (2003) says that
globalisation implies @ much more advanced and complex form of intemationalisation. The key
feature, which underlies the concept of globalisation, is the erosion and irrelevance of national
boundaries in markets which can truly be described as global (Hoogvelt 2001). From the extant
literature, the main areas of change have been advances in and the fusion on information and
technology and telecommunications; the rise of global business strategies and Trans-national
Corporations (TNCs); new political economic structures; new political imperatives such as
economic liberalisation; privatisation and deregulation; and the rise of the institutional investor
(Dicken 2003, Hoogvelt 2001, Stein 1999).

Several writers have distinguished three historical stages of globalisation (Marglin and Schor 1990,
Ocampo and Martin 2003, Rodrik 2001b). The first stage identified is the period between 1870 and
1913 which is marked by a high degree of capital and labour mobility together with a trade boom
that was a result of reduced transport costs rather than of free trade. The second stage was the
period between 1945 and 1973. This period saw the disintegration of the macroeconomic regulation
regime established in 1944 at Bretton Woods, first oil crisis, increasing mobility of private capital
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and the end of the “golden age” (Marglin and Schor 1990). During this stage there were major
efforts to develop international institutions for financial and trade cooperation and significant
expansion of trade in manufacturers among industrial countries. The third stage of the globalisation
process has been proposed to occur from 1973 onwards and has seen a gradual spread of free
trade, governing presence of TNCs on the intemational scene, operating as internationally

integrated production systems, expansion and mobility of capital, while at the same time imposing
selective trade protection mechanisms and tight restrictions on the movement of labour. It is said

that the third stage has been fuelled by successive technological revolutions and, most importantly,

by advances that have cut the costs of transportation, information and communication. One of the
major differences between the first and third stage of globalisation is that there is no corresponding
liberalisation of labour flows, which are subject to strict regulation by national boundaries. Of all the

stages of globalisation, this research focuses on the third stage, in particular, trade liberalisation.

2.2.1.1 Economic integration, SSA and SMEs: an overview

The first avenue of economic integration for most countries is intensifying international trade. Over
the past 50 years, trade has been a major force driving economic growth. According to the World
Trade Organisation (WTO), the volume of trade has grown consistently faster than the volume of
world output since the 1950s (WTO 1996). In the 1990s alone, world trade grew at an annual
average rate of 6.8%, more than double the annual world output average growth of 3.2% (WTO
2005a). World trade growth reached as high as 12% in 2000, one of the highest in the last decade
(Figure 2.1). Years 2000 and 2004 were good for both global output and trade growth. In 2004 the
expansion of world merchandise output and trade averaged 5.3% and 10.4% respectively. In fact,

all regions reported faster economic growth in 2004

Figure 2.1 Growth in volume of world merchandise trade and production (%)
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Despite this impressive trend of growth in world trade over the years, with exports rising from

US$58 billion in 1948 to US$8907 billion in 2004 (Table 2.1), Africa’s trade performance has been
of a downward trend since the 1960s. Its share of world exports fell from about 6% in 1963 to 3% in
2004 while imports fell from about 7% of world share in 1963 to 2% in 2004 compared to Asia

which picked up considerably from the 1990s. In fact, Africa's share in world trade actually
decreased sharply in the past decade (WTO 2005a) and its share in world exports fell from about

4.5% in 1983 to 2.6% in 2004 (Table 2.1).

Table 2.1 Share of merchandise trade by selected regions and years (Billion dollars & percentage)

1948 1953 1963 1973 1983 1993 2003 2004

Exports

Value (USS$ billion, current prices)
World 58.0 840 1570 5790 1838.0 36700 73420 8907.0

Share (%)
World 1000 1000 1000 1000 1000 1000 1000  100.0
North America 283 249 199 173 16.8 18.0 15.8 14.9
South and Central America 114 9.8 63 43 4.4 3.0 2.9 3.1
Europe 315 349 414 454 43.5 454 46.1 45.3
Commonwealth of Independent States (CIS) - . - - - 1.5 2.7 3.0
Africa 73 65 57 4.8 4.5 2.5 2.3 2.6
Middle East 20 27 32 4.1 6.8 3.4 4.1 4.3
Asia 136 131 124 149 19.1 26.2 26.1 26.8
Other (Balancing figure)s 59 81 11 92 4.9 -

Imports

Value (US$ billion, current prices)
World 660 840 1630 5890 18810 37680 76230 92500

Share (%)
World 1000 1000 1000 1000 1000 1000 1000 1000
North America 206 207 162 173 18.5 21.5 22.7 21.8
South and Central America 0.8 8.3 6.0 4.4 3.8 3.3 2.5 2.6
Europe 404 304 454 474 44.2 44.8 45.4 448
Commonwealth of Independent States (CIS) . . - . . 1.2 1.7 1.9
Africa 7.6 7.0 55 40 4.6 2.6 2.2 2.3
Middle East 17 20 23 28 6.2 3.3 2.5 2.6
Asia 142 151 142 1541 185 233 230 240
Other (Balancing figure)a 57 75 104 90 4,2 - - -

* Balancing figures row added by author as the Share percentage figures in source document do not add to 100%
Source: WTO, International Trade Statistics 2005a

SSA's share of world trade decreased sharply in the 1990s (Figure 2.2) and the explosive growth in
cross-border trade and investment that is being witnessed remains heavily skewed toward a
relatively small number of countries. It has been argued elsewhere that openness to trade Is
associated with greater inequality in low-income countries (Ravenhill 2005). There seems to be an
ever-growing inequality between poor and rich countries. There is ample evidence of an unequal
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structure of trade, production and credit, which defines the role and position of developing countries
in the global economy (Goldsmith and Mander 2001, Hoogvelt 2001). The United Nations
Conference of Trade and Development (UNCTAD) attributed the decline in SSA's trade

performance, to several factors which include general trends in global trade, the composition of

Africa’s merchandise trade, import-substitution trade policies, poor infrastructure, market access
and agricultural policies in industrial countries and trade policies over the past 20 years (UNCTAD
2004). As pointed out by Collier (2000), the high transaction costs, such as transport and

communication, renders the producers in the SSA region uncompetitive hence they are not well

placed in the global economic system when they open their economies.

Figure 2.2 Africa's share in world trade over the years (%)
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Dollar and Kraay (2004) attempt to answer the question on what can be expected to happen when
developing countries liberalise trade and participate more in the global trading system. From their
gathered evidence they argue that greater openness to international trade has contributed to
narrowing the gap between rich and poor countries. However, they acknowledge that there will be
some losers among the poor in the short-run, which effective social protection can ease so that all
benefit from development in the long-run. Dollar and Kraay (2004) attribute other factors, such as
poor transportation links within countries and the coast, that contribute to growing inequality rather
that trade liberalisation. In their analysis they concluded that on average, greater globalisation Is
force for poverty reduction. However, it has been argued elsewhere that, the playing field In
international trade is not level as there still remain restrictions against imports of Africa’'s products

(Oxfam 2005). Africa's trade is concentrated in a narrow range of primary commodities, and, within
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this narrow range, Africa’s market share has been shrinking. The share of primary commodities in
world exports such as food and raw materials, which are often produced by the poorest countries,
has declined, and this reflects the overall downward trend in the world (Figure 2.3). For SSA the
export share of primary commodities in all merchandise declined from 89% in 1970 to just 24% in
2000. Trade in primary commodities such as coffee, cocoa, cotton and sugar, for which most SSA
countries depend on, has been sluggish, and an UNCTAD report revealed that SSA barely
participates in trade in market-dynamic products (UNCTAD 2003a). While appreciating that
agriculture is a very important economic sector for developing countries like Malawi, as this is
traditionally the area in which they have enjoyed competitive trade advantages, it has been argued
that the composition of what countries export is important and the strongest rise by far has been in
the export of manufactured goods (UNCTAD 2003a).

Figure 2.3: Share of Primary Commodities (excluding fuels) in all merchandise
trade values, Exports in selected regions (1970-2000)
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Export of manufactured goods plays a very significant role in economic integration (IMF 2000). This

view was acknowledged in a World Bank study, which reported that successful globalisers are
those developing countries, which have managed to break into global markets for manufacturers

and services and recognised that for many low-income countries, globalisation is not working
(World Bank 2002a). Therefore due to lack of significant manufactured products, Africa has been

missing out on the large expansion of international trade. Even recent indications are that Africa
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has become ever more marginalised from trade at the global level over the past three decades, and
that Africa’s share of world exports has dropped by nearly 60% since the 1980s (WTO 2005a).

In general, the world demand for export products of crucial export interest to SSA has been falling
while heavy reliance on primary commodity exports has kept SSA vulnerable to market and
weather conditions. Furthermore, most SSA countries have thriving informal manufacturing sectors
that mostly meet local needs at low prices. For now, these countries may need to concentrate
efforts on primary products, where they have a comparative advantage, but in the long run a shift
towards promotion of manufacturing and export of manufacturing products may be required for
Africa in order to achieve rapid productivity growth. The importance of manufacturing and
industrialisation is widely being realised and it is considered to have several advantages over the
primary sector development: industrialisation reduces risks and vulnerability to long-term
deteriorating commodity terms of trade; the industrial sector has more forward and backward
linkages with other sectors especially agriculture and mining; it has the possibility of technological
transfer; and, in general industrialisation ensures economic independence in the long-run (Kapunda
2005). However, it is clear that West Europe together with North America account for over two
thirds of world manufactured exports while Africa’s overall share still remains at under 1% (Figure

24)

Figure 2.4: Regional Share of Manufactured Exports
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Although the total share of developing countries in world exports of manufacturers was around 35%

in 2004, when the share is studied closely it is mainly the Asian economies which are doing well,
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with 30% of total trade in 2004, whereas Africa as a whole fares poorly, at less than 1% in 2004.
There is a general consensus that Africa’s manufacturers are yet to make any significant inroads
Into the world markets. An explanation offered by Collier (2000) as to why Africa has had such a
comparative disadvantage is that the policy environment in Africa is less conducive to efficient
production than policy environment elsewhere. He argues that the policy environment has been
particularly hostile to manufacturing activity and specifically singles out the policies which have the

effect of raising transaction costs:

With high transaction costs, a transaction-intensive activity such as
manufacturing Is disadvantaged both absolutely and relative to the
transactions-exports of agriculture and natural resources. This can be
seen most dramatically in the context of very poor policy environments,
which cause not just a decline in the economy but its reshaping away
from transaction-intensive activities (Collier 2000: p19).

Collier argued that Africa has a productivity disadvantage in terms of location and capital

endowment and poor policy environment. He points out that the cost of information is very high
resulting in high transaction costs of manufacturing. However, it should be noted that there is no

single explanation for SSA’s low participation in world trade and country experiences have differed.
In some, a rapid growth of import competition associated with globalisation and trade liberalisation
has been a contributing factor. In others, low levels of investment, especially in skills in
development and technology, accompanied by weak infrastructure and overvalued exchange rates
have meant that African industrial enterprises lost their market share both at home and abroad. it
should be noted that, up until the late 1970s, most developing countries pursued a policy of import
substitution, further discussed in section 2.3.1.2, which called for high protective tariffs to force

consumers to buy domestic-made products at the expense of imports.

In the initial stages the import substitution policies were encouraging for Africa, with manufacturing
value added (MVA) growing at more than 8% per annum in the 1960s (World Bank 1989a).
However, in the long-run, this industrialisation policy did not lead to economic independence or
technical efficiency. It depended on imports of intermediate inputs, spare parts and equipment, and
was vulnerable to shortages of foreign exchange as export commodity prices fell and oil prices
rose. As shown in Table 2.2, the average annual growth of the MVA in the SSA region fell to below
2% in the 1980s and did no go above 3% in the 1990s.
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Table 2.2: Average annual growth in Manufacturers Value Added (%)
1980-85  1985-90 1990-95 1995-00

Industrial countries 2.0 2.9 1.3 2.8
Europe & Central Asia 2.7 0.6 -11.1 4.2
sub-Saharan Africa 1.9 1.8 0.1 2.0
Latin America & Caribbean -0.3 1.0 1.9 3.0
Middle East & North Africa 6.4 4.4 4.0 4.6
South Asia 6.6 7.6 7.0 4.8
East Asia 7.8 0.3 11.3 7.7

Source: World Bank, World Development Indicators 2004a

SSA's structure of output value added as a percentage of Growth Domestic Product (GDP) has
hardly changed at more or less on a range of 12% to 15% between 2000 and 2005 (Table 2.3).
However, as pointed out by Tribe (2002), interpretation of statistics relating to development of
manufacturing sectors is difficult, and should be treated with caution, due to the fact that some

agricultural and mineral exports contain a significant amount of manufactured value added, which

may not be reflected in the industry value added figures.

Table 2.3: Structure of Output for SSA

Value Added as a % of GDP
1990 2000 2001 2002 2003 2004 2005
Agriculture 19 17 15 18 17 16 14
Industry 34 30 29 29 31 32 39
of which
Manufacturing 17 14 13 15 14 15 12
Services 47 53 57 54 52 52 47

Source: World Bank, World Development Report, various years

For SSA as a whole, the industry output grew at 9.4% between 1965 and 1980, dropped
considerably to 1.2% in the 1980s and only started picking up again in the late 1990s (Figure 2.5).
From this picture it could be argued that most manufactured products, which are demanded by the
international markets, were already being produced in great quantities by South and East Asian
economies which were experiencing more rapid trade growth than SSA during the 1990s.
Furthermore, the neighbouring SSA countries which could have been potential export markets may
have been producing similar products so that there was even more competition amongst
themselves. Growth through increase in export-manufacturing might have been already too late for

17



SSA manufacturers and primary commodities by themselves have not been enough to promote the
kind of growth as that is being experienced by the newly industrialised countries of South East Asia.
It should be noted that there is considerable variations in industrial characteristics among countries
within the SSA region itself such that the decline in manufacturing output (referred to as de-
industrialisation) is not even. Thus, there is a great diversity within the continent, with some
countries falling in the ‘newly industrialised countries’ and others having very small manufacturing
sectors, all growing at varying rates (Tribe 2002). For example in Ghana and Uganda,
manufacturing output grew, as opposed to decline, from 2.5% and -3.7% (1965-80) respectively to
3.9% (1980-90) in both cases; whereas that of Kenya dropped from 10.5% to 4.9% during the same
periods (Table 2.4). However, it has been noted elsewhere that there has been very substantial

positive industrial development in SSA as a whole over the last 15-20 years, and others, Uganda

and Ghana for instance, have experienced a substantial recovery from a period of economic
decline (Tribe 2000a).

Figure 2.5: Growth of Industry Output (average annual % growth) for
Selected Regions (1965-2004)
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Africa’s manufacturing sector is not competitive due to: lack of policy which promotes technologicai

capacities or specific knowledge needed to enhance efficiency; lack of policies which encourage
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Innovation and economies of scale leading to technologically inefficient firms; high transaction costs
which include high tariff and non-tariff barriers, high internal transport costs, poor telephone
systems, and unreliable infrastructure facilities for essentials like water and electricity. While there

are some dynamic enterprises in Africa, the vast majority fail to link into sources of dynamic
industrial growth, rendering them uncompetitive within the open market economy. In order for the

SMEs to benefit from the opportunities which come with an open market economy it also depends
to a greater extent on what the SME can create, manage and produce. The business environment
in which the SMEs operate is also governed by a number of other factors which include financial

and legal regulatory frameworks, overall macroeconomic policies, industrial strategy and policy,
availability of access to factors of production and infrastructure.

Table 2.4:Growth of Qutput (average annual % growth)

Selected SSA Countries
Industry Manufacturing

1965-80 1980-90  1990-00 2000-04 1965-80 1980-90 1990-00 2000-04
Benin NA 3.4 4.1 6.5 NA 5.1 5.8 5.9
Ghana 14 3.3 2.6 4.1 2.5 3.9 -3.2 2.0
Madagascar NA 0.9 2.4 0.2 NA 2.1 2.0 1.4
Togo 6.8 1.1 1.8 8.2 NA 1.7 1.8 76
Zambia 2.1 1.0 4.2 8.9 5.3 4.1 0.8 59
Nigeria NA -1.1 1.0 5.1 NA 0.7 1.1 8.8
Malawi 6.3 2.9 2.0 0.1 NA 3.6 0.5 0.8
Kenya 0.8 3.9 1.2 3.5 10.5 49 1.3 2.5
South Africa NA 0.7 1.1 2.0 NA 1.1 1.6 1.7
Mauritius NA 10.3 5.4 29 NA 10.4 5.3 2.0
Uganda 4.1 5.0 12.2 7.0 3.7 3.9 14.1 5.0

Source: World Bank, World Development Indicators, various years
NA = data not available from the source

Globalisation and liberalisation have raised the competitive pressures that enterprises have to face,
especially small ones. SME industries in SSA are facing greater competitive pressures than in the
past as a result of the opening up of previously protected domestic markets to manufactured
imports and intensification of competition in export markets. Due to trade liberalisation, on the one
hand, import penetration has increased in local markets and on the other hand new export
opportunities are opening up. Given the size of the African market there is a need to realise the
opportunities offered by both regional and global integration. Opportunities for firms as well as
possibilities to take advantage of them are not defined simply by key macro-economic variables,

but also depend on how the firms are inserted in both local and regional production and distribution
networks. For Africa’s manufacturing SMEs, that are oriented towards the local market and are

uncompetitive, increased inter-firm linkage can be the first step towards closer integration with the
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world economy. Existence of inter-firm linkages between enterprises as a result of subcontracting
as well as other forms of networking and co-operation within an area is termed ‘clustering’ and it
has been argued that ‘clustering' contributes to the capacity of SMEs to compete (Pyke and

Sengenberger 1992, Schmitz 1992).

Most of the industrial enterprises in Africa can be characterised as small or, more frequently, micro.
The 'missing middle’ between large enterprises and small informal manufacturing activities is
arguably the root cause of the lack of forward and backward linkages in Africa. Micro-enterprises
employ only a handful of workers, who are often family members or relatives. Such micro
enterprises in many respects are more like household activities. Survival rates are low and these
small and micro enterprises rarely graduate into the formal sector. Therefore there is a need for

collective efficiency through horizontal integration and organisational and technological links with

large firms.

On the one hand there are large-scale enterprises which in terms of technology, organisation and
scale of operations belong to the global system centred in the wealthy North but spreading its
tentacles into every country. These local outposts of the global system often produce export
commodities of one kind or another. On the other hand, there is a multitude of local SMEs, which
are based on local markets, usually producing simple consumption goods, formal training and
education matter little, and most of the units involved are fairly small. They are local in the sense

that their system characteristics are based on local needs, resources and other local
circumstances. A presence of network connections between these global and local systems should
surely facilitate the integration of SSA countries like Malawi into the global economic system.
According to Cho (1994) subcontracting systems which continue local and traditional forms of

organisations should be connected to global corporations.

It has also been argued elsewhere that entrepreneurs use networks as a source of information
about markets and technologies that they hope will provide them with a competitive edge over their
rivals (Barr 2002). Information on technology, output markets standards and how markets function
does have a direct effect on productivity and may help entrepreneurs become more competitive
and improve output quality. In theory, entrepreneurial networks are meant to facilitate the process
of economic growth by helping the entrepreneur capture of knowledge externalities which may be
used in conjunction with the other factors of capital and labour, say, in the production process (Barr
1995). Data from Ghanaian manufacturing sector suggested that networks are potentially very
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important in determining economic outcomes (Barr 1995). Thus, the networks can affect enterprise
performance by providing entrepreneurs with information about the world especially technologies
which will have a direct effect on its productivity, and about markets, how they function and

standards which to comply to, which would help enterprises become more competitive.

As well as the marginalisation of SSA countries being reflected in their small share of world trade,
output and foreign investment, and uncompetitive enterprises, it is also exacerbated by Africa’s
unstable external debt. In 1970 total external debt for SSA stood at US$11billion and by 2003 it had
gone up twenty one fold to US$231billion (Figure 2.6). The external debt owed declined by small
amounts between 2000 and 2002, probably due to the Heavily Indebted Poor Country initiative

relief, which was launched in 1996 (further discussed in section 2.6), when some countries reached

a decision point and had begun to get their debt relief in phases.

Figure 2.6: SSA's Debt Burden - Total External Debt, 1970-2005
(US$ billion)

1970 1980 1990 2000 2001 2002 2003 2004 2005

Year

Source: World Bank, Global Development Finance, various years

However, it can be seen that in general the debt burden does not seem to have declined over the
past years, reflecting poor performance in economic activity growth. Despite the cash injections
provided by the loans, no indebted African country has sincerely prospered and any prospects of
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economic recovery and growth is being sacrificed by servicing of debt. Recent developments on the

issue of debt are further discussed in section 2.6.

Economic globalisation is of considerable importance now, such that requlators and policy makers

need to be aware of its various implications, and any policy suggestions need to be applied within
its context. Government policy is now influenced and dictated by the free and massive flow of

capital worldwide. It has been contended that those countries with an open market approach are
said to be more likely to prosper in the global economy as capital, both human and financial,

increasingly ignores national boundaries (Krueger 1998). Some argue that greater openness of and

interdependence between national economies provides wonderful opportunities for poorer
countries, but also challenges, as most of the poor countries are still feeling marginalised by
globalisation (Milanovic 2002). The following section discusses some of the debates within the

literature, on the impact and implications of economic globalisation, especially with regards to SSA.

2.2.1.2 Impact and implications of Economic Globalisation

The social consequences and geo-political implications of globalisation are far-reaching, particularly
in the developing countries (Kiely and Marfleet 1998). In Africa’s case, not only did they largely
miss the tide of globalisation, but have arguably been overtumed by it to the detriment of their
economies. It has been argued that globalisation has failed to transform the structure of African

economies and might have actually exacerbated some of its structural weaknesses (Ghosh 1999,
Power 1997). It is also very apparent that entire countries have been destabilised as a

consequence of the collapse of national currencies, often resulting in the outbreak of social strife,
ethnic conflicts and civil war (Peck and Tickell 1994). There is evidence that the world's income

distribution has worsened in the era of globalisation (Milanovic 2002). It has been argued by some
that the second wave of globalisation created the third world and marginalisation whereas the
present wave of globalisation perpetuates the third world (Davis 2001). However, Latin American
countries have shown relatively good performance in comparison with other developing countries
during the early years of globalisation, experiencing high rates of per capita of growth although still
lower than the global rate. It is said that the pace, however, slowed down in the final decades of the
20t Century (Ocampo and Martin 2003).

Collier and Dollar (2002) have assessed the impact of globalisation and proposed an agenda for

action to enhance the potentials of globalisation and provide opportunities for poor people and to
reduce and mitigate risks it generates. They argue that it reduces poverty because more integrated
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economies grow faster, and this view is supported by Kiggundu (2002b) who argues that
globalisation offers the poor and oppressed the best hope, opportunity and propensity to get out
and stay out of poverty and to enjoy freedom. He argues that support for economic globalisation is
based on the realisation that it enables nations, governments, societies, enterprises and individuals
to create more wealth and generate more income through more efficient modes of production,

consumption and exchange. Dollar and Kray (2004) argued that greater openness accelerates
GDP growth performance and does not increase income inequality within countries but that trade
liberalisation impacts favourably on growth. The key challenge for the developing countries is

therefore to create and sustain an enabling environment for the development and competitive
performance of the productive sectors, and strengthen their manufactured export base.

Trade and investment are at the heart of globalisation and it has been argued that trade goes hand
in hand with faster growth (Lindert and Williamson 2001). Both increased trade and increased FDI
are related to accelerated growth (Dollar and Kraay 2001). For most of the developing countries,

trade and investment provide the best opportunity to alleviate poverty among citizens and to catch
up with the developed countries in terms of wealth creation, income generation and raising
standards of living. According to the World Bank, abolition of all trade barriers would boost global
income by US$2.8 million and lift 300 million people out of poverty by 2015 (World Bank 2001).

As for businesses, globalisation is an important emerging business mandate relevant to all

businesses. It is an Information Economy, as opposed to an Industrial Economy business concept.
Modern technology and communication enable businesses to operate in multiple countries with
diverse shapes and forms of organisation and control (Teece 1986). In addition, innovation in areas

such as computing, telecommunications, financial services and transport has lowered the
transaction costs associated with conducting commerce across international boundaries.
Globalisation raises many practical issues and concerns for the individual business enterprise.
Foreign competition inside home markets has steadily increased, as has foreign investment
through mergers and joint ventures. Companies are looking to global markets and even
undertaking dramatic reorganisation to become globally more competitive (Porter 1998b). Against
the backdrop of growing competition and globalisation, countries are increasingly concerned about
how conducive their business environments are to private investment and business development

and how they stand regionally or globally (Batra et al. 2003).

Clobalisation has also brought out anxieties from other angles. For the developing countries there

are anxieties about being shut out of markets, distant investors coming in, being uncompetitive,
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environmental degradation, social dislocation and international imbalances in power. There are also
anxieties about globalisation in rich countries though different in nature: terrorism, inequalities
within rich countries, loss of manufacturing jobs to low-wage countries, being some of them. There
are also global anxieties such as global inequality, thus, the richer getting richer whereas the poor
are getting poorer, global warming, power of govemments, labour and capital. Dicken (2004)
argues that it is important to recognise that globalisation cannot be regarded as a causal factor in
development rather within the umbrella notion of globalisation there are particular processes which
will have certain place and time-specific context. He argues that the same process can have very
different impacts both spatially and in relation to diverse groups of people. It has also been argued
elsewhere that globalisation should not be viewed as a reliable substitute for a domestic
development strategy (Sanchez 2003). Sanchez says that policy makers need to design and

implement an active development strategy not only to benefit from, but also to help counteract the
negative effects of the immutable forces of globalisation. Thus, they need to pursue both active

liberalisation and active domestic development policies. Another concemn voiced by critics of
globalisation, is that in today's increasingly interdependent global economy, economic power Is
shifting away from national governments towards supematural organisations such as the WTO, the

European Union (EU), and the United Nations (Kuttner 1996).

2.3 The Concept of Structural Adjustment Programme

The concept of Structural Adjustment Programme was a response to the economic crisis of SSA in
the 1970s and was introduced specifically to tackle structural and macro-policy problems in Africa.
It is a process by which the IMF and WB base their lending to developing economies on certain
conditions, pre-determined by these institutions in order to meet its long-term needs of efficient
utilisation of factors of production to ensure sustained growth and hence be able to repay the debts
owed to these institutions (Woodward 1992). Therefore, from the beginning of the 1980s, IMF and
WB prescribed economic policies under “structural adjustment programme”, which was a condition
for developing countries obtaining new loans from multilateral institutions. Countries, which refused
to accept the Fund's corrective policy measures, faced serious difficulties in rescheduling their debt

and/or obtaining new development loans and international assistance.

The main elements in adjustment programmes have centred round the following objectives:
strengthening Balance of Payments (BoP) position; reduction in domestic financial imbalances,
including less government deficit financing; elimination of price distortions in various sectors of the
economy; promotion of domestic savings in public and private sectors; domestic deregulation and
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trade liberalisation and thereby improving export levels. These policies generally follow from an
economic philosophy of ‘neo-liberalism’. This ideology claims that the market is the most efficient
mechanism for the distribution of goods and services in society, that private property and capitalist
economic principles are the most efficient means for production of goods, and that state

Interference with the working of the market and capitalist production should be minimised.

The results have been a series of measures including dramatic waves of privatisation, a reduction
In the state’s role in economic planning and policy making, and often dramatic cuts in government-

supplied social services in accordance with the dictates of structural adjustment packages. Some

analysts see the developing countries’ debt crisis of the 1980s as a critical turning point in global
economic relations (McMichael 2000). McMichael argues that the debt crisis created the objective
conditions, institutional basis, political instruments, and ideas necessary to steamroller the poorer
countries into accepting the neoliberal consensus on the value of trade liberalisation and fiscal
discipline. Neoliberalism thus provides the ideological basis for globalisation, while SAPs provide

the policy mechanisms for creating an economic context at the national level conducive to

globalisation.

Before discussing the impact of the SAPs, it is thought important to present the context within which
the adjustment measures were applied. Therefore, a brief historical background, the nature of
African economies and Africa’s economic performance since the 1960s is presented in the

following sections.

2.3.1 Historical context of SSA Economies
Most SSA countries are small, poor and open economies with a rapidly growing population of 514

million in 1990 to 725 million in 2004 at an average growth rate of 2.5% during that period (World
Bank 2006b). A large number of the population in SSA live and work in the rural sector, poverty in
all its dimensions is widespread, and living conditions are extremely difficult. World Development
Indicators (2004a) showed that poverty rates had been falling in all regions except SSA in 2001.
The latest available data showed that the share of people living on US$1 per day was 44% for SSA
in 2002 compared to 31% for South Asia and 11% for East Asia & Pacific (World Bank 2006b).
Although, overall, extreme poverty in developing countries fell from 40% in 1981 to 28% in 1990
and 19% in 2002, SSA's share still remains above 40% (Figure 2.8). It has been estimated that
more than 600 million people will still be trapped in poverty in 2015, most of them in SSA and South
Asia (World Bank 2006b). Human resources are still critically underdeveloped, and lack of
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institutional capability is also rampant. Production, which is severely affected by an array of human,
physical, infrastructural and technological constraints, including the vagaries of weather conditions,
s largely in the primary sector. Commercial activities are crucially dependent on imported factor

Inputs, and exports are based on only a few, mainly primary, export commodities.

In order to set the context and understand the present position of SSA economies, one must
backirack as far back as to the colonial era. Effects of colonialism should not be underestimated

because one way or another, colonialism impacted on African economies and trade. It has been

argued that this is still happening today through neo-colonial power relations that continue to exploit
poorer countries and regions for the material benefit of their wealthier counterparts (Ashcroft et al.

1995). In this study, three distinctive periods have been identified with regards to historical policy
analysis context: the colonial period; first decades of independence; and the more recent era of
macroeconomic adjustment. The following sub-sections discuss the policies and their effects within
each of these distinctive periods. Colonial policies are briefly discussed and their impact on small

industries of African economies with main arguments given in the context of Malawi. This is
followed by a brief discussion of import-substitution and post-colonial policies which were adopted
during the first decades of becoming independent. Lastly, African economic performance since
independence through to the years of macroeconomic structural adjustment policies is discussed.

2.3.1.1 SSA and the Colonial era
It has been reported that pre-colonial Africa included small family groups of hunter-gatherers,
larger, more structured groups and heavily structured clan groups, whose trade network extended

as far as China (Walter 1973). In 1482 the Portuguese established the first of many trading stations
along the coast of Ghana with chief commodities being gold, ivory, spices and slaves. The

European discovery of America in 1492 led to great development of the slave trade, in the coastal
regions of Africa, which was phased out in Europe and America from the early nineteenth century.
From mid-19t Century European explorers became interested in exploring the heart of Africa and
opening the area for trade, mining and other commercial exploitations. By the end of the century
the continent was well explored leading to the way for colonisation which followed. In the late-19%
Century European powers occupied most of Africa, creating many colonial nation states leaving

only two independent nations: Liberia and Ethiopia (Map 2.1).

1885 to 1945 was a period of high imperialism with several kinds of colonial organisation. For
instance in Kenya and Zimbabwe, which were white settler colonies, established an elite caste
system with master-slave relationship between the white and black and the whites expropriating
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vast areas of the best farmland. The degree of colonisation differed from state to state. Other
colonisers were limited to small numbers of administrators, traders and missionaries. Direct rule
colonies (Senegal, as an example) and indirect rule colonies, such as Nigeria and Botswana, relied
heavily on traditional African rulers. Colonial regimes devoted only the resources needed to provide
the minimum infrastructure and social services to accomplish this end. Schooling, health and

related social services were restricted to those segments of the population deemed potentially
beneficial to the European capitalists. Only 5% of Africans were allowed to be educated in
missionary schools and it is believed that they received the western-style education not to become
leaders of their own countries, but to assume subordinate positions in the colonial system.
Removal of the hub of political power from the local population undermined the authority of the

kinship system. All welfare activities were directed to meeting the interests of the non-indigenous

populations and these alone (MacPherson 1982).

Map 2.1: European Claimants to the African Continent in 1913

| Independent

Source: Own Map with country information from Pakenham (1991)
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European motives were to acquire and control new markets and obtain raw materials from Africa.
They established an export economy that extracted raw materials and returned manufactured
goods. Governments ensured an adequate supply of labour for European enterprises through the
introduction of taxation schemes and this made it necessary for Africans to seek employment to
eamn the cash they needed to pay the taxes. Trade was oriented towards the Metropolis and this

economic activity developed at the expense of indigenous populations. It often forced indigenous
people into wage labour, their land was expropriated, they could not compete with the large
commercial white farms and it created a dependency which in most countries still persists.

European powers took advantage of the military and technological weakness of Africa to exploit the

mineral and agricultural wealth. The incentive for colonialists was to expropriate rents as quickly as
possible rather than think of the long-run. As a result of lack of political control by Africans and
systematic expatriation of wealth, African countries became producers of an economic value that
was lost to its people, leaving the countries structurally dependent and underdeveloped (Gann and

Duignan 1969).

It has been argued that colonial policies undermined both household and village industries in
several ways (Tripp 1989). One important factor, which played a significant role, was the direct
suppression of independent artisan craft and trade activities in urban areas. Early colonial policies
were directed at preventing the African population from developing urban roots. Prohibiting
independent economic activity and ownership of urban land and property was part of this policy
implemented through local council. In other words, indigenous artisans could not benefit from the
growth of urban demand in order to grow in number or to make a transition from purely household
based production towards small urban workshops. The suppression of retail trade meant that small
enterprise rural-urban trade linkages did not develop. Since the population in the African locations
or townships was meant to provide labour services to the colonial economy, independent economic
activity as well as situations conducive to such activities was heavily regulated (Tripp 1989). In
those countries where labour migration systems emerged (Zimbabwe, Malawi and Zambia), the
black rural areas' role in the wider economy was restricted to the export of labour, reducing their

own economies to subsistence production in both agricultural and non-agricultural activities.

Colonial rule often led to regional specialisation so that regions or even whole countries became
focused on producing a specific raw material or food crop for export, for example the commodity
dependence on tobacco and tea in Malawi. On a continent of household-based agrarian economies
with very little long-distance trade, colonialism imposed cash-crop production for export, and
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mineral-extraction, with manufacturing supposed to come later, Africa was colonised for exploitation
and the aim was to maximise their resources. For instance, local people were encouraged to grow
cotton to keep the cotton mills of England going, not to enrich Africans. Colonial governments
formulated philosophies and policies in relation to native, labour and land, and these policies had
effects on Africa (Gann and Duignan 1959, Hailey 1938). Least productive part of land was left to
the Africans and the rest was taken by the European settlers and people were ordered (forced

labour) to cultivate economic crops which Europeans relied on (Gann and Duignan 1959). it can be
said that colonialism left a legacy in most of Africa, as economic life still largely revolves around

agricultural cycle that remains acutely dependent on capacious weather conditions. International
flows of people, capital investment, aid and debt repayments also continue to reflect past colonial
ties (Ashcroft et al. 1998).

2.3.1.2 First decades of independence: import-substitution through to neoliberal policies

The colonial occupation continued after the end of World War Il when all colonial states gradually
obtained formal independence. As discussed in the previous section, colonial state structures were
geared towards expanding export production of taxable primary crops and minerals. At
independence, African governments inherited this policy and were relying on peasant export
production and mineral production for revenue and growth. New leaders relied on rural notables,
whose allegiances were secured through the chains of patronage stretching from the Ministers’
offices to the villages. It was, however, realised that this system was not working as there was not
enough patronage to go around and unmanageable opposition by the excluded was growing.
Centralised bureaucratic regimes were then created in which an all-powerful President controlled

patronage systems with the help of a central bureaucracy and army (Allen 1995).

The development efforts were geared towards structural transformation. Governments were on a
spree of building schools, clinics and other physical amenities, all under stringent state control.
However, these governments were still expected to earn their revenues as primary product
exporters. Surpluses accumulated from agricultural sector were to be applied to infrastructure and
other requirements of import-substitution driven industrialisation. Backed by rapid economic growth
and nationalisation of a foreign-dominated private sector, massive investments were made in
infrastructure, from road construction to new import-substitution enterprises which were handed
over to the parastatal sector. As regards to industry, the newly independent African governments
often assumed a control-oriented policy since the industries established by white settlers were
monopolistic or oligopolistic in nature. Through administrative measures, foreign exchange
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allocation, investment regulation and the like, governments gained considerable control. Lack of
trust, sometimes combined with politicians’ and bureaucrats’ lack of familianty with mass-
manufacturing industry, and with political constraints of dealing with minorities, created a restrictive
business environment rather than a supportive government industrialisation policy (Riddell 1990). In
some cases where the expatriate community left at the time of independence, this led to a virtual

collapse of industries. Africanisation of economic activity took place to a significant degree in many
countries, but often primarily in farming, trade, transport, and real estate. In manufacturing industry,
however, this process was much slower and in many countries not very extensive (Ettema 1987).

The policy to industrial development in the 1960s and 1970s in Africa was of Import-substitution

(IS). IS relates to ‘infant industry’ (newly established activities) promotion concept and this generally
involves factory mass-production of consumer goods. Import-substitution policies (applied both
before and after independence) were directed toward protecting domestic factory producers from
competing imports through tariffs or quantity restrictions. And as foreign exchange became more
and more scarce, policies followed which increasingly regulated foreign exchange allocation to

licensed producers, thereby increasing barriers to entry by small industrialists and traders.

The high priority given to industry implied a relative neglect of agriculture, often accentuated by
worsening terms of trade for agriculture resulting from price and taxation policies. Oshikoya and
Mlambo (2002) argued that the favouring of industry meant discriminating against agriculture, even
though the agricultural sector was the main employer as well as the dominant exporter in most
African countries. It is believed that the manner in which policies of import-substitution were

pursued in most SSA countries from the 1960s to the 1980s left a legacy of inefficient industries, as
well as missed opportunities as many industries, which lacked sufficient local markets, exhibited

low levels of capacity utilisation, and lacked motivation to seek out external markets (Belshaw and
Livingstone 2002). It has been argued that import-substitution industrialisation in most African
countries did not develop into more advanced stages due to the relatively small size of the
domestic markets (Riddell 1990). As a result, monopolistic and oligopolistic market structure
emerged with a few large enterprises, some of them nationalised after independence. It can be said
that although during the colonial period the spread of industrialisation to African enterprises was
deliberately repressed, the import-substitution did not stimulate small enterprise development
either, as it remained concentrated in a few manufacturing units, heavily dependent on imports and

with little inducement to leam and spread economic opportunity.
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Although soon after gaining independence most SSA countries experienced economic growth, the
1970s, growing debit of the 1970s hit the continent, provoking acute financial distress, aggravated
by declines in export eamings due to fall in commodity prices and oil curtailment by the
Organisation for the Petroleum Exporting Countries (OPEC) which led to the global crisis in 1974,
During that period, terms of trade for African agricultural products declined and loans from both
public and private sectors advanced with crippling high interest rates. All the development efforts

came to a stop as governments struggled economically. Furthermore, SSA economic
backwardness discouraged any great influx of private capital flows from abroad. As a result, Africa

became the most indebted area in the world with total external debt rising from 40% in 1980 to 79%
in 1994 (Castells 1998).

Production in the industrial sector, which had shown much progress in the earlier two decades,
grew little from 1980, and agricultural output could not keep pace with population growth. SSA's
food production per capita which stood at 90% in 1980, declined to 84% in 1990 (FAO 1995).

Recent indications are that production only started to recover in the 2000s reaching up to 90% in
2003 but still growing at a slower pace than population growth (FAO 2006). Daily per caput calorie
supply in 1988 was at around 2000 calories, equivalent to the level of 1965, which Is far below
minimum nutritional requirements. Consequently, hunger and malnutriton became widespread
(World Bank 1989d). The energy supply was at around 2207 calories in 2002 (FAO 2006).
Decontrol of food prices, removal of consumer subsidies and increasing unemployment, especially
since the 1980s have all weakened the purchasing power of Africa’s consumers. They simply
cannot afford to buy food for a normal and healthy life. In turn malnutrition and under-nutrition
reduce people’s ability to work by draining them of energy hence further perpetuates poverty.

The World Bank attributed “structural” factors as the root cause of the economic stagnation in

Africa experienced during the 1970s. The World Bank singled out poor domestic policies as the
main factor, in aggravating Africa’s economic crisis during this period. Such policies were cited as
overhauled currencies, heavy government spending and inward-looking trade policy (Husain and
Faruquee 1994). The World Bank (1989¢c) suggested that the origins of the problems in the
industrial sector in SSA could be traced back to high levels of protection and to the erroneous
perception that development is equivalent to industrial growth. Lopes (1994) pointed out that the

internal structural problems and the external factors impeding African economic growth were
exacerbated by domestic policy inadequacies and a new approach for development in Africa was

31



sought. The industrialisation dream and money lent to support this was replaced by “neoliberalism”
and this saw the end of "the development state” strategy.

Neoliberalism was revived in the early 1980s after Margaret Thatcher was elected to the Biritish
government and Ronald Reagan in the United States of America (USA), as they were strong
proponents of it. Neoliberalism and other mainstream development frameworks draw their

conceptual roots from neo-classical theory. The neo-classic theory uses profit and utility
maximisation as core behavioural assumptions and the general equilibrium of competitive markets

as an example of a well-functioning economy (Schumpeter 1954). The Neo-classical economics
school of thought believes that free markets usually bring about an efficient allocation of resources,
and that govermment interference will lead to an inefficient allocation of resources. Neo-classical

economics underpins the theory of neoliberal development reform.

Neoliberalism, as neo-classical economics, sees markets as optimally efficient means of organising
economies. State intervention is seen to disturb the natural tendency for competition, specialisation
and trade to generate economic growth. Hence the neoliberal economic policies favour an outwara-
oriented, export economy, organised entirely through markets, along with privatisation, trade
liberalisation and limited state budget deficits. This set of policies became the standard recipe,
applied by global governance institutions to supplement countries regardless of national or cultural
circumstances (Peet 2002). The main points of neoliberalism include: rule of the markets, thus
greater openness to international trade, no price controls, total freedom of movement of capital,
goods and services; cutting public expenditure; deregulation; and privatisation of state-owned
enterprises. It should be noted that sometimes neoliberalism is used interchangeably with
globalisation, especially when discussing global market liberalisation and free trade policies.

The neoliberal policies have also been referred to by some as the ‘Washington Consensus’, a term
which was used by John Williamson in 1989 tfo refer to a list of ten policy recommendations for
those countries willing to reform their economies (Williamson 1989). The ten policy prescriptions
reflecting John Williamson's interpretation of the ‘Washington Consensus' were: fiscal discipline;
redirection of public expenditure; tax reform; financial liberalisation; adopting a single, competitive
exchange rate; trade liberalisation; elimination of barriers to foreign direct investment; privatisation
of state-owned enterprises; deregulating market entry and competition; and ensuring secure
property rights. The ‘Washington Consensus’ was thought of as the lowest common denominator
policy advise being addressed by the Washington-based institutions to Latin American countries as
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of 1989 (Williamson 2000). Although the term ‘Washington Consensus' is sometimes used
interchangeably with the phrase ‘neoliberal policies’, John Williamson refutes it and says that the
original interpretation was never to imply policies like capital account liberalisation, monetarism,
supply-side economics or minimal-state intervention, which are all essential neoliberal ideas
(Williamson 2000). Although the ten-point policy package was originally designed as a reform
agenda for Latin America, it quickly became seen as a model for solving the problems faced by the

wider developing world. It emphasised macroeconomic discipline (particular fiscal), a market
economy and openness to the world economy, at least with respect to FDI. The neoliberal policies

or the Washington Consensus were imposed on the developing world by the IMF and WB under
the guise of structural adjustment.

The IMF and WB intervened on the problems faced by the developing countries by introducing a
reorientation of economic policies, in particular in the form of stabilisation and SAPs. SSA countries
had no choice but to comply as they were debtors after all. As already discussed, the essence of
the approach to the SAPs was the ‘neo-liberal' notion that States must divest themselves from
direct participation in the economy and provision of social services to make way for free-market
exchange. All barriers to trade including exchange controls, protective tariffs and public ownership
had to be removed to allow for the operation of global market forces. Agriculture became key again
as it was believed that this would stimulate the reassertion of the “comparative advantage” of rural
Africa’s cash crops within the global division of labour (Freund 1998). The WB and IMF were
central to the process of dictating the global capitalism’s new terms as they were the major
creditors of SSA. It has been argued by some that this created a situation whereby SSA had

parallel governments controlled by international lender agencies (Hutchful 1989).

It should be pointed out that the initial overall SAP objective was to deal with BoP problems and as
a debt management strategy for developing countries. Later on this model was criticised for its
inability to deliver promised economic growth and social impact as debt continued to mount (Cornia
et al. 1987). In the 1990s, the IMF and the WB responded to the criticisms by offering some support
in the form of micro-credit, social safety nets and social funds (Vivian 1995). However, attached to
the support were ‘conditions’ which the countries had to adhere to in order to tap into the social

funds. They included privatisation of public enterprises, domestic deregulation and liberalisation of
trade. These have since been promoted as global development policies for SSA with trade
liberalisation as an important element of the SAP. Green (1995) lists three stages of the SAP

development policies:
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Stage 1: Economic Stabilisation
(through cutting public spending to reduce BoP deficit and
reduce money supply; inﬂatifn control; raise interest rates)

Stage 2: Structural Adjustment
(privatise public enterprises; liberalise trade, investment and
finance, thus let the market operate freely with no state intervention)

'

Stage 3. Export-led growth
(encourage foreign investors in order to bring in capital and
technology unhindered by government regulation and to generate
foreign exchange necessary to repay debts)

These policies are based on the assumption that global economic integration through free trade is
the most effective way to promote growth which would benefit society. However, it has been argued
that policies like prior public expenditure cuts (in order to stabilise the economy) on infrastructure of
transport links, institutional credit and small-farmer services could have the effect of reducing
agricultural outputs, which are the dominant SME products in developing countries (Mosley et al.
1995). It has also been argued that trade liberalisation works better if industry is already
competitive on export markets and privatisation works better if there is a private sector that is able
and willing to take over the public sector's assets. Mosley et al. argued that infant industry in
developing countries should have been protected:

The poorer the country, the more likely is such endogenous market
fallure (e.g. under-utilisation of productive land, inability of small
business-men to borrow on commercial terms, lack of access to the

market by producers of tradables ...) to constitute a constraint on
production (Mosley et al. 1995: p311).

Thus, SMEs most under pressure from the competition of modern industry may not be in a good
position to take advantage of the new opportunities which are being generated through economic
integration. This may be because of deficient education, lack of knowledge of the new
opportunities, lack of capital or simply because of locality. In order for SMEs to develop and
graduate into significant industrial and commercial enterprises in a free market economy, they need
to be competitive. The trade liberalisation policy could have been inappropriate to the economic
context of SSA.



The following sections discuss the benefits and shortcomings of the major elements of the radical,
comprehensive and innovative reform programmes, and the economic and social transition of
developing countries during the era of the neo-liberal experiments of the SAP. It also reviews some
of the theoretical arguments and empirical evidence in order to reach some conclusions on the

question of the macro-impact of stabilisation and adjustment policies on poverty.

2.3.2 Consequences of SAP measures
Malawi is one of the developing countries that adopted structure adjustment policy reform
measures from the beginning of the 1980s (further discussed in Chapter Four), and specific

measures taken as part of SAPs have directly and indirectly affected the development and
performance of small and micro-sized enterprises in the country. The reforms, in the name of

SAPs, concerned all economic sectors and notably the industrial sector which is called upon to play
an increasing role as the state gradually withdraws from productive activities in favour of the private

sector.

Due to the pervasiveness, dominance and prolonged nature of the stabilisation and adjustment
policies, SAPs have had wide-ranging consequences, not only for the macro economy but also for
incomes of the poor and for the social sectors. Under the SAP, demand-reducing policies, which
include cuts in government expenditure, rises in taxation, reductions in real wages and credit
restraint, are encouraged. These policies cut into real incomes by reducing employment and real
wages of those in employment and raising prices of consumption goods, as prices are liberalised.

Contraction of overall spending almost certainly lowers the well being of the poorest (Helleiner

1995). In his study of the impact of the 1980s adjustment on the poor, Samuel Morley, found that
output per capita fell by over 10%, real value of the minimum wage fell by over 25%, and the

numbers of the poor people rose by almost 20%. However, some countries (Columbia and Costa
Rica) managed to both reduce poverty and improve distribution of income during the 1980s (Morley
1992, Morley and Alvarez 1992). Columbia avoided a recession during its stabilisation and
adjustment period; even though its growth was not as rapid as in previous decades, it reduced both
poverty and inequality. These results stand in stark contrast to the experience of almost every other
country in Latin America. Some analysts have emphasised the part played by openness and export
orientation as the main variables affecting growth and that lack of social capital and deficient
political institutions have been the main proximate causes of slow growth (Azam et al. 2002).

There are conflicting hypotheses regarding effects of adjustment on poverty. Reviews of IMF
programmes conducted by staff members concluded that in general, Fund programmes have
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improved rather that worsened income distribution (IMF 1986). This view is supported by
Srinivasan who argued that adjustment measures, by eliminating imbalances and attaining a
sustainable and efficient development path, are likely to have a positive impact on the welfare of
the poor (Srinivasan 1988). It has also been argued that the SAP has not had a negative impact on
the poor, contrary to widespread perceptions (Sahn 1994). In a study on the impact of trade policy
reforms in Cameroon, Gambia, Ghana, Malawi, Madagascar, Mozambique, Niger, Tanzania, and
Zaire, Sahn concluded that there was no evidence that these programmes harmed the poor. And

he contends that, in fact, the evidence shows that the poor had benefited in countries that fully

adopted adjustment programmes.

This is view is supported by Sharer (1999) who also contends that many SSA countries have made
substantial progress with economic reforms in the 1980s. However, Sharer points out that in order
to raise living standards and lift their populations out of poverty, African economies will need to

grow faster than they are currently doing. In contrast, some analysts have expressed concerns over
problems stemming largely from the falling wage share associated with currency devaluation
(Pastor 1987, Taylor 1983). Others have argued that the effects will depend on the nature of the
economy, and on the policy package adopted (Bourgignon and Morrisson 1992, Demery and
Addinson 1987). It has been argued that growth of income per capita has been limited and after a
decade of reform policies little if any has been achieved to reduce poverty (Morley 1995).

Most markets of developing countries have been significantly liberalised and this has drastically
changed the structure of domestic demand in favour of imports, which have made big inroads into
their markets and eroded the viability of domestic manufactures. It has been widely documented in
literature that greater trade and financial integration of the developing countries has resulted in the
worsening of their BoP position and domestic economic growth (Ghosh 1999, Hoogvelt 2001, Stein
1999). Rodrik (1997b) argued that inadequate implementation of reforms and policy reversals have
contributed to the low credibility of African reforms, which negatively affect the desired response in
investments and exports. A World Bank report pointed out that trade taxes are still higher in Africa
than other developing regions and that anti-export biases continue to prevail in most countries
(World Bank 2001). The report also points out that trade liberalisation has not gone far enough or

locked onto a specific objective, such as the expansion of exports.

One of the measures for effectiveness of the SAPs is Gross Domestic Product growth (World Bank
1994), and a large part of most of the SSA countries’ GDP is derived from the agricultural sector,
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within which most SMEs predominate, and is the most dominant source of SSA export earnings.
The SAP policy objectives did not include industrialisation strategy other than trade liberalisation. In
the past, industrialisation strategy in most African countries discriminated against SMEs and, today,
where technology and organisational competence is lacking, trade liberalisation efforts that abruptly

remove protection may only cause a drop in manufacturing outputs. As SMEs are dominant in
these countries, this thesis attempts to explore to what extent the SAP policies, in particular trade

liberalisation, have impacted upon and supported the development of the SME sectors.

Expansion of SME markets beyond borders of SSA and participation in the global economy is
required as part of the development process for the SMEs, and trade reform policies are meant to
facilitate economic integration. However, it has been argued that the trade reforms, which Africa
embarked on, have had modest gains in selected countries, and have met low acceptance and
reversals in some (Mwaba 2003). Mwaba also argues that the reforms have not been adequate and
that SSA needs to adopt deeper and significant policy and practical measures in order to increase

their participation and integration in world markets. This would be a major step towards reversing
the marginalisation of the continent and move towards the achievement of sustain long-term growth
(Mwaba 2003). He further argued that while opening an economy to trade may not provide the
desired quick fix, the removal or relaxation of quantitative import and export restrictions and
lowering of tariffs would result in increased exports and growth and points out that trade
liberalisation need not spell catastrophe for African economies as widely feared. (Mwaba 2003).

On another angle, Edwards (1984) argued that appropriate sequencing of structural adjustment
reform is considered essential for the programme to have successful outcomes. Going back to the

first two stages of the SAP described by Green (section 2.3.1), since the 1980s, countries have

been implementing economic stabilisation policies followed by structural reform measures, such as

trade liberalisation, privatisation, exchange rate devaluation, in no particular order and at different
paces. It has been found that this approach has posed practical difficulties and inspired research
efforts on the optimal sequence of the reform measures (Edwards 1986a, Corbo et al. 1987, Smith
and Spooner 1989). Mosley et al. (1995) interpolated suggestions on the sequencing of the specific

SAP measures and came up with a possible sketch of sequence, presented in Figure 2.7.

Different countries were recommended to follow different SAP reform sequence, depending on
country circumstances, by the World Bank, and countries did not necessarily implement the

measures in the recommended order. For instant, Malawi was advised to implement the specific
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measures in the order of: 2 + 4a, 4b, 5a but had only implemented 2 followed by 4b by 1990
(Mosley et al. 1995).

Figure 2.7: A possible sequence for a liberalisation programme

1. Liberalise imports of essential
capital and intermediate goods

to a competitive level

2. Devaluate the exchange rate

Ja. Promote exports through
non-traditional export subsidies,
export processing zones, export
insurance schemes and
government-sponsored marketing

4a. Reduce public sector deficit
to a level that eliminates reliance
on foreign non-concessional

sources of finance, but do not
allow level of real development

spending to fall

5a. Liberalise other imports and
Rationalise tariff structure

3b. Remove controls on level
of internal interest rate so as to
achieve positive levels in real
terms; widen scope of development
bank lending to include small
farmers and businessmen

4b. Reform agricultural marketing
so as to increase incentive to
farmers to sell surplus

5b. Remove price controls and
other measures to stimulate
Private sector

6. Remove controls on
external capital account

Source: Mosley et al. (1995)

It seems the adjusting countries were just picking and choosing whatever order of the measures
that they thought suited them at the time and at own pace. So here, already it can be seen that the
implementation process itself was distorted and hence the impact and outcome would be different
from what the policy was intended to achieve. For example, worsening of BoP and increase in
indebtness of countries like Cameroon and Senegal is partly explained by premature trade
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iberalisation, undertaken before the necessary exchange rate adjustment was achieved (Deverajan
and de Melo 1987). However, it should be noted that appropriate sequencing of the SAP measures
would be country-specific. Thus, removal of non-tariff barriers should largely be confined to
Intermediate inputs and capital goods at first and trade liberalisation should be undertaken in a
country-specific manner. Countries with strong industrial base, such as Kenya, across-the-board

liberalisation of consumer imports can lead to unnecessary de-industrialisation (Riddell, 1993). It
has also been pointed out by Husain and Farugee (1994), that reform measures should be

attempted simultaneously and consistently as there is a close relationship between import
liberalisation, public enterprise reform, government finance and financial sector reform.

Nevertheless, the general consensus emerging from the literature is that structural adjustment has
not produced the intended outcomes and even towards the end of the 1980s, the IMF itself begun
to express concerns over the overall growth and poverty impact of its programme (World Bank

1989Db). In the late 1980s, the United Nations International Children's Fund (UNICEF) advocated
"Adjustment with @ Human Face” as an alternative set of policies designed to protect the poor
during adjustment (Cornia et al. 1991). Soon after, the IMF and WB acknowledged the need to take
into consideration the social consequences of adjustment. In a joint study prepared for the IMF's
development committee in 1989, the IMF and WB admitted that there was a decline in per capita

Incomes accompanied by worsening social indicators, particularly in SSA and Latin America. They

said that some of the poor did benefit, but many vulnerable groups were hurt by measures
associated with adjustment (IMF/WB 1989). The report also said that by the mid-1980s, it became
clear that given the time and effort required to turn <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>