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Introduction

The city of Labnao is located in an East Asian Country.  It is approximately 100 miles away from the capital city.  15 years ago it was a small town.  Its major economic activities related to farming, fishing and limestone quarrying activities.  It acted as a market place for farmers and other villages in the surrounding area.  It was also the site of a fish processing plant as, although it is located about 30 miles inland from the coast, it is also located equidistance from about 5 coastal fishing villages which are well connected to Labnao by paved roads.

About 15 years ago, the area was ‘discovered’ by a group of foreign investors looking to set up a series of garment factories.  Using the national government’s national incentive scheme for new industries, three large garment and shoe factories located within the city.  A further five factories have located in surrounding villages.  An medium sized auto plant of a famous Korean car company which produces a single model car also located in the area bringing with it various auto-component firms and related small-scale service industries.  

Attracted by employment prospects, urbanization  increased dramatically.  The land and housing market within the city has not been able to cope with the fast growth.  Informal housing and other supportive development has sprawled beyond the boundaries of Labnao and  now engulfs the borders of several neighboring villages.  Middle-income people who work in the surrounding industries do not reside in the city of Labnao.  Instead, they reside mostly in the coastal villages, which also function as smaller domestic tourist resorts.  They  use an extensive private unregulated and informal system of small bus and truck-based transportation system to cover the 30-mile drive into work.   

Labnao and its industry’s have also experienced a severe crisis since 1997.  Employment has plummeted, productivity has declined and poverty has increased significantly.  Three of the eight garment factories have closed.  The remaining five are operating at 70% of their original capacity. The auto factory is working at only 40% of its original capacity.  The agricultural and fishing sector is increasing in its share of city GDP.  The informal economy share has increased dramatically.

Population & Socio-economic Data

Size of  Labnao City

approximately 500,000 (45% male, 55% female)

Size of Functional Region
approximately 1 million (48% male, 52% female)

Population Density in city:
35,513 per sq km 

Population Density in region:
3,005 per sq km

City Growth rate:

1.98% per annum 

Age distribution: 
39.7% pre-productive (0-14), 55.3% productive (14-65), 5% post prod (over 65)

Household size: 

5.98 per household

Unemployment (2001): 
27% (official), 42% (unofficial)

Unemployment (1996):
6%

Education levels: 
90% literacy: 52%  high school or technical school, 20% technical college, 10% university.  

Educational Institutions:
40 elementary schools, 20 high schools, one technical college, one research institute 

Other:
External Organizations: 

1. One small business center that gives advice on how to start a business (set up by USAID, and run locally).  

2. Eight NGO’s funded by various international funders doing work in child care, Hiv/Aids, micro-financing, and sexual abuse. 

3. Ten neighborhood economic improvement organizations. These handle a number of issues including liaising with the local government on the savings scheme, informal savings clubs, co-operative buying for informal street corner shops, An environmental NGO that is extremely well funded and vociferous.

4. A Chamber of Commerce whose members consist of all the garment factories and the auto factory.

5. An Auto Component Export Club

6. A Professional Services Club consist of lawyers, accountants and other professionals

7. A Taxi Service Committee

8. Street Vendor Block Organizations

9. A Crafters Association of Furniture Makers 

10. A Women’s Business Association that represents a number of hairdressers, lunch makers and some informal garment manufacturers

11. The retail sector, 

Exports:
Clothing and shoes, processed fish, auto components and cars

Spatial and Access characteristics.  

Because the region formed part of the national government’s New Industries Incentives Scheme, the major transport infrastructure is still extremely good.  It has a major highway that links it with the main capital.

Economy

The manufacturing sector is the most important sector of the economy, both in terms of percentage contribution to employment, as well as contribution to city GDP.  Fishing and agriculture follow this.  The informal economy is also a major contributor to both employment and city GDP (see Table One)

Table One: Summary of Economic Sectors in Labnao

	
	1992
	2000

	
	% employment
	% contrib. to CITY GDP
	% Employment
	% contrib. to CITY GDP

	Manufacturing
	70
	72
	41 
	60 

	Financial Services & retail
	3
	6
	2
	8

	Transport 
	3
	2
	6
	6

	Construction
	10
	8
	3
	2

	Fishing
	2
	0.2
	4
	1

	Agriculture
	2
	4
	4
	6

	Unaccounted*
	10
	2
	40 
	17 


* Informal economy

Some Notes on Specific Manufacturing Sectors

The main manufacturing sectors are clothing and textiles; auto assembly and auto components; electronic micro-components; and fish processing and canning.   

Clothing and Textiles: The clothing and textiles industry has shrunk remarkably in the past 3 years.  Unemployment of workers in this sector has increased dramatically.  This has affected the largely female workforce.  More recently, signs of recovery have emerged.  However, unlike previously times where these were located in factories, they appear to have informalised to small home based workers.  In such a system, the female workers have to travel to the main factories where they are given the raw cloth, thread and patterns. They then return home and use their own sewing machines to complete the work and return it to the factories several miles away.

Auto: The auto factory is the largest single employer in the area. However, its future is uncertain.  The Korean parent company is currently considering closing the auto factory.

Auto Components: The auto component factories in the area supply the auto factory.  However, many of the auto component factories also supply external auto factories in surrounding countries.   Employment in the auto components sectors has fallen only slightly in the past few years.  The auto component manufacturers are smaller firms of about 50-100 employees each.  The exact number of such units is not known. 

Fish Processing and Canning: The fish processing and canning industry has grown in the number of employees and the amount that it contributes to city GDP.  Its growth is mostly in exports.  It is an interesting case study as it has built on the existing foreign direct investment  that was coming into the area.

Financial Services: The financial services are bifurcated.   Some banks exist to service the local population.  However, they do not usually serve the poor.  Other large financial institutions are located in the area to service foreign investors   These include branch offices of several accounting firms, law firms, and investor houses.  Local businesses had difficulties in accessing these adequately as they are oriented towards multinationals.  Most of the investor houses also have no power to invest locally as all decisions for investment are taken in the head office located in the capital city.

Retail: The area has developed a reputation in the region for being the capital for clothing.  The factories in the area sell their rejects at a very low price.  Most small and informal retailers from the capital city buy their stocks from Labnao.  This phenomenon has also elicited the emergence of several small informal factories that ‘copy’ the clothing of the formal factories while other such firms repack the rejects and ship them off to other towns and rural areas in the country for sale in the informal “sidewalk” trade.

The Informal Economy: 

The informal economy is a large employer and a potentially large contributor to city GDP.  A large study on poverty has just been conducted. It concentrated also on survival measures.  Informal economy activities rated highly as a survival strategy.  The service sector and the retail sector are the most prevalent activities.  This includes taxi services, street vending, and hairdressing and motorcar repair and baking.  In the manufacturing sector garment sewing (both outsourcing from existing factories and ‘copying’ the products of the existing factories), banana chip making, peanut roasting and lunch making and the making of decorative wooden furniture is also popular.

The informal economy actors experience many problems. These vary depending on the sector within which the activity occurs. The following is a brief description of problems based on sectors.

Taxi Services: This includes pedicab (i.e. bicycles with passenger trailer), motorcycle driving and car taxi service.  The car taxi service includes both formal taxis (registered) and informal taxis (i.e. people who use their cars as taxis over the weekend or when they cannot find other jobs).  The pedicabs are very often victims of crime.  The motorcycles are increasingly coming under fire for polluting the area.  (There is a very strong environmental NGO funded by the European Union on socio-economic data), and linked to the local political opposition who lost the last local election by 5% of the vote).  The taxi service (formal and informal) are undercapitalized i.e. they do not make enough money to save to ensure that they can buy new equipment in a few years time. 

Street Vendors:  Street vendors are major victims of crime and harassment.  They lack basic street infrastructure or specified areas/markets to sell their goods. They are present throughout the city, but congregate around the major transport nodes.  In certain areas, tensions between formal business and street vendors is rife.  Many formal retailers have been accused of violence against street vendors.  The local government’s response to the street vendors is extremely hostile. Street vendors also report that the local police do not address their crime complaints. Excess competition is also cited by the vendors as problematic. The street vendors are starting to organize themselves in block groups to address issues of crime, police harassment and other attacks.  

Because street vendors need to transport their goods to and from their vending sites, an entire sub-market for such goods transportation has developed using various modes such as push carts, wheel barrows, old open delivery trucks and bicycles.  These tend to congregate at distinct times of the day and add to an already chaotic traffic system.

Banana Chip makers and peanut roasters: Most of these activities occur in the home.  There are obvious safety issues that confront the local government including fire hazards.  However, for the informal actors themselves, the lack of adequate electrical supply is a major issue, as is poor road infrastructure in the housing areas especially when it rains and the side alleys and lanes become very difficult to pass through.  Lack of demand is often cited as important.

Informal Garment Manufacturers.  These fall into two categories.  The first category is those who are home-based workers who on-sell their products to the existing clothing companies in the area.  Their biggest problem is poor electrical supply in their homes, poor transportation facilities and lack of a regular income.  The second category is informal manufacturing plants.  These suffer from extremely poor and unsafe working conditions. 

Wooden Furniture Makers: The biggest problem facing the wooden furniture makers is the cost of transporting their raw materials and the finished furniture to the capital city.  

Agriculture

Agriculture in the surrounding region is largely peanut and bananas.  There are many families who have one or two older family members who have carved out small plots along the natural drainage streams and cultivate vegetables for sale on the sidewalks or for their own consumption.

Other information

The auto manufacturer is the largest employer in the area.  This is followed by three of the eight garment factories.  However, each of the remaining five is owned by the same company as the three largest.  There is a Chamber of Commerce, which largely represents big business in the city.  Its board consists of the largest formal real estate developer, the auto manufacturer and each of the Managers of the three largest companies.  The Chamber of Commerce is Export Oriented.  Estimates are that 80% of large firms are foreign owned, particularly in the clothing, and auto sectors.

There is a Women’s Small Business Association that focuses mainly on hairdressers and lunch making. However, outsourcing of garment production has meant an increased number of small businesses.

Various street vendors are organized in block groups.  These are informal ‘clubs’ for a street block that act informally to monitor distribute trading sites within the block, monitor crime against the street traders within the block etc..   

No time series data of rental costs (of office/industry)  Currently the industrial vacancy of space is at 22%.  Office vacancies stand at 15%.

Information about the Local Government

Local Government Structure

The local government is headed by a new Mayor of Labnao.  He recognizes  the importance of Local Economic Development for the city and has appointed one of the PLANNING OFFICERS as the Economic Development co-ordinator.  Furthermore, an Economic Development Co-ordinating Committee consisting of Director: Planning, Director: Social Development and Livelihood Programs, Director: Infrastructure and Director: Business Licensing has also just been created.  

Local Government Finances

Local government collects residential property tax and business property tax. It also receives a grant from the national government. The municipality is NOT solvent.  It received a grant of $ 2m last year from the national government in order to cover its expenses.  The municipality also accrues income from its control of the Electricity Utility, which supplies electricity across the region.  The Electric Utility currently runs at a loss.  A recent study suggests that this is due to corruption. 

Because  Labnao is part of the national industrial incentive program it does have access to the national government’s Municipal Development Fund for the financing of bulk infrastructure.

Business regulations

The local government controls planning and zoning.  A zoning change takes approximately 8 months at the very least.  A building application takes approximately 24 months for approval.

The local government controls business licensing. Every business must be granted a license from the local authority before it can operate.  The local government will grant the business license on production of the following:

1. a tax clearance certificate 

2. If the business will generate more than 100 kg’s of garbage a month the business MUST get a garbage license to allow for pick up of more than 100 kg’s from the department of waste management.  The onus is on the business to prove that it will NOT generate more than 100kg’s of garbage a month, and thus get an exemption certificate.  

3. An occupational safety certificate from the local government department of health, occupational safety section

4. If there is any type of kitchen whatsoever on the premises, the businesses must get a food safety certificate from the local government department of health, food services section. However, every business is obliged to prove to the local government that it does NOT have a kitchen in order to get a kitchen clearance certificate.  This is required for the business license.

5. If any effluent (including grease and oil from cooking, and oil from motor mechanics, or smoke from wood fire) will be produced the business must prove ability to control effluent.  A) Local government department of wastewater must thus inspect the premises if effluent is liquid in nature OR b) local government department of air pollution control must inspect if effluent is gaseous (including smoke).  The onus is on the business to prove that it will NOT generate effluent of any sort.  On proving, this business will be granted exemption certificates from the relevant department.  

6. There are also specific licenses governing restaurants and food production, large industrial plants, laundries, textile and clothing industries, motor mechanics, spray painters, and various other sectors.  The onus is on the business to ensure what these are, and obtain the relevant clearances and certificates.

Hard Infrastructure

Water, wastewater, electricity and bottled LPG gas supply are available.  However, the infrastructure is deteriorating.  The water pressure is extremely low due to many leaks, especially in the reticulation system.  Electricity supply is quite regular in the formal housing and business areas but the large informal housing and small scale industrial areas  face a lot of problems due to unannounced brown and blackouts.  

Other Related Programs

Livability Program

The city runs a livability program through its Youth Social Development Department. This aims at training youth in business skills.  The department also runs a very small pilot micro-finance scheme on the Grameen Bank (of Bangladesh) principles. However, these programs are inadequately funded and staffed.  

National Government Grants for Economic development

1. Incentive Scheme.  The city is located in an industrial incentive scheme area.  This incentive targets  foreign direct investment in the auto and garment industries

2. Municipal Development Fund for infrastructure development

3. Export Tax Credit for locally owned companies which export more than 30% of their production
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