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. Commodity dgreements, Compensatory. Financing
and Comucdity Prospects

1. It has earlier been_maﬁe clear ﬁhaﬁ efriean growth pfoepecte for
some time'to come will be largely &ependeht on expoft sarnings fron
traditional primary products, In this reenect'the experiehce of the
past decade or so hag not- been’ encouraélng, anc thére. is Wldeearead
agreement that, in the absence.of a very unlikely and epectacular
increase in foreign aid, reasonable growth targets will only be: attained
if the prospects for export earnlnfe are improved and/or substantial
arrarngements are made to comoenSate African and other developing coun- -
tries for shortfalls in their export earnings, The main hope of the
Afiican countries and UNCTAD for improving export earnings from pfimary:
products lies in commodity agreements; and the first purpoee'of this -
appéndix is to desoribe existing cormodity agreements and to see what
lessons can be drawn from their operatlon. It has to De recognlzed

that even if commodlty agreemente WwerTe extensively in force the . export
earmlngs of african couniries might stlll for one reason or another,
fall short of reasonable exneotatzone9 and it is consequenily de51rable )
to 11nk a dlscueelon of commodlty agreemente with an examination of '
compensatory flpanclngn‘ _Pe:tly ¢or_cpmpleueness and partly in ordexr .
to aveid. the dangers of exeeeeive‘geﬁefalization, a thifd purpose,gf.
this appendix is briefly to examine the_prospecte of some primary COMMO--

d;ty;exporte,of paviicular interest to Africa.

A, Commodity!ﬂgreemente

2. Commodlty agreements can serve & number of purposes. They are

'normallJ invoked, however, when the relatlonshla between supaly'ahd"

demand is such as to put downward pressure ou price. Their cousequent

central purpose is to maintain price and- export sarnings above the

levels at which they would otherwise tend to settle, 4 strong related

advantage which is claimed for commodity agreements is that they avoid
undue fluctuations in price and guantity — a factor which operates to

the advantage of exporting and importing country alike.' 48 has already
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been pointed'out, commodity agreements normally work by means of buffer
stock operations, by regulating trade flows or by combihing elements

of both regulation and buffer stock operatibns. 'At.present the trade
in flve primary commodities are Dovex-ned by international agreement

and 1t will be useful 1o con31der each agreement in turn.
(a)_Wheat

3. Thé_first:internatiohal efforts to regulate the Wheatrtradejwere _
made during the great depression after the price of wheat had collapsed
sharply to a mere U.5, 50 cents per bushel. An agreement was reached
betwevn exporters andé importers in 1933 according to which exporters
would accept quotas and limit production and importers would also limit.
production-and increase consumption., This first agreement collapsed
under the pressure of abundant harvests and subsequent pre~war efforts

to revive it were unsuccessful.

4. In 1942, however, a new Wwheat Protocol was signed between the
principal‘exporting-couﬁtriés ~~ Canada, Argentina, Australia and the
United States —— and the principal importing country —— the United
Kingdom,  The protocol, which pr rovided for an export-guota scheme, Wwas
not ratified hy Argentina and the scheme was given up, . In 1948 wheat
prices declined 316n1flcant1y and in 1949 agreement was reached on a
multilateral éontract ameng the major countries under which importing
countries agréed to take a specified proportion of their reguirements
from the exporiing countries at an agresd price, The Nbrth American
countries initiated price supporf programmes in the 1950's and the con-—
gequent increases in production put further pressure on nrice. This
notw1thstand1ng, the 1949 agreement was renewed in 1953 and 1956 sub-
stantlally revised in 1959 and renewed agzain in 1962. The United Kingdbm

declined to join the 1953 and 1956 agreements.

5, The objectives of +the Internationsl Wheat Agreement are:
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(i) to assure supplies to importing_countries and.markets to
exporting countriss of and for wheat and wheat flour"étoj:
equltable and stable prlGBS” | '

-(ii) to promote the expan81on of 1nternatlonal trade in wheat '
 , ‘and wheat flour, -
(iii) to overcome the 1nconven1enoes caused to hoth prooucers “and
| consumers by burdensone surpluses and orltloal shortdges of
wheat° '
L (iv) to promote the oonsumotlon of wheat and flour e5p901a113 1n.
O the developlng countries {and thus to impTove nutrltlonal
standards and contribute to ‘economic development ) '

(v) to further 1nternat10nal co~operation in connection with'

.world wheat ‘problems.
6. In,pursuing these objectives, the wheat agreements prior to i959
took the form of reciprocal multilateral obligations by means of which

exporting and importing countries underfook to exchange specific gquan-—

“tities of wheat at prices neither higher than nor lower than a siipu~

'laté&.maximumuand a atipulated minimum. As 1ong as the market price:

remained within the range defined‘by the agreed maximum and minimum -the

“giantity guarantees remained inoperative. During the ﬁerm'othhe-l949

agréehent prices ran continuously above the stipulated maximum and - this
agreement'turned'out to be wholly in favour of the imporiting countries.

The ‘exporting: countries managed'to widen the agreed price range.during

“the negotiation‘of the 1953 agreement, but only at the expense of.sesing

-the United Kingdom withdraw. During the term of the agreement a number

of other importing countrles withdrew and the coverage of the agreement

f@ll from 60 to 20 per cent of the world trade in wheat.

-T{ Tne 1959 agreement, renewed in 1962 and still operative, abandoned

‘the 1dea of guaranteed qusntities and stipulated instead ‘that within

the agreed price range each 1mporter should buy from membexr exoorters

" not less than a gpecified proportion of its commercial purchases of

wheat and wheat flour during each crop year. At the minimum price the
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importers are under no obligaticn as to the.quantities thev purchase
from the member exportersy but at the max1mum price expo"ters are re~ j@_
quired, 1f called upon to do so by the 1mporters, to supply member im-— i

porters up to the average amount of the 1mporters purchases over the

P

previous few years (less transactions already concluded within the
fagreement”year). The new agreement covers relatlvply more trade than
_béfore. This increase in coverage (whlcu now takes in the Ubou) has
rresulte& from the elimination of some previous provisions, nofably those
relatlng to: the purchasa of guaranteed amounts at. mlnlmum prices., As

it happens the Wheat igreement has never been tested at the floor price.
This is largely due to the willingness of Canada and the Unlted States
t0 hold their growing surpluses off the commercial market As a corol—
lary to this willingness, of course, the proportion of toial world wheat

'transactlons taklng place on con09831ona1 ferms has risen greatly
(b) Coffee

8. Because of what ﬁerefjudged to be low prices, the first international
coffee conference was held in 1902. The conference failed o reach agree—
T ment but Sao Paulo Statey, the dominant producer and exporter, restricted
-plantings for a féw subsequent years.  Meanwhile other 3razilian Stétes

- increased their plantings and surplus threatened. In. 1906 Brazil's .-
‘three producing states agreed on a Coffee Valorization Plan to buy. up
surplus éoffee. In the subsequent years, however, congumpiion. grew fore

" - than production and the plan ceased to operate in 1912.

9. Adverse pressure om prices re-appeared during the first uorld War
Tand the Valorization Plan was re—introduced. 4ifter the war prices were
low and the Brazilian government started buying coffee in 1921, The
level of production, however, was maintained in Brazil and expansion.
tobk.place in other Latin American countries. As a result large stocks
-of coffee accumulstad in Brazil. By 1931 the price of coffee had dropped

to about one-third of the 1925 level., The reaction in Brazil was dramatic
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and ultimately notorious; énd between 1931 and 1944 over ten billion

pounds of coffee beans were burned.

Y

10,  Although Brazil controlled‘over.half of the world's coffee supplies,
it beoamefoleér that it couid not achieve equilibrium in the world's |
coffee markets by unilateral action, Dufing-the=second_WOIld'war-and

in the immediate pbst—ﬁar_years Brazil co-operated with other Latin
imerican countries and the United States to operate a quota-sharing
gcheme on the U.5. market. TIn 1957 and in-1958 seven and fifteen Iatin
AmeTican countries respectively undertook to. operate an export quoia
system. The African qoffee producers joined with the Latin Americans

in 1959 to form yet_another,international agreement which comprised. _
twenty—eight exporting countries and covered 90 per cent of world exports,
The agreement was initially for ihe 1959-60 crop year but it was extended

to cover each of the subsequent twe years.

11. Under the auspices of the United Nations a study group, including
consuming countries was formed, This gfoup produced a five-year Inter-
national Coffee Agreement which was adopted by the UN¥ Coffee Conference
in the summer of 1962 and ratified by all the oontracting parties by -

1963. The objectives of the igregment are:

(1) to achieve long-term equilibrium between production and con-
.. sgumptiony :
(ii) to mitigate the effects of burdensome surpluses and excessive
price fluctuationsy _
(iii) to contribute to the developmsnt Qf'productive résources and
to the promotion and mainfenance of employment and income
. in member countries;
(iv) to assist in increasing the purchasing pdwer of coffee-
: exporting couniriess ' '
(v) *o eneourage the ‘wonsumption of coffee by every possible means:
(vi) to further international co-operation in connection with

world coffee problems.
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12, Initially the CoffeekLgreement contained no pfiée ﬁfovisions‘énd
attempts were made to maintain prices atl their 1962 level by meéhs of
annual and guarterly expoert quotas imposed 6ﬁ‘member countries. Import—
ing member couniries are limited in the amountS'they may purchase from
countries outside the agreement and use has been made from the 1aceot10n

of the scheme of certlflcates of origin.

13. By the end of the'l964/65 crog year it was provihg‘diffiCult to-
sustain ooffee'prices under existing arrangéments, The International
Coffee Council consegusntly decided to reduce quotas in the last'quarter
of that year and agéin in the subsequent crep year. The Council also
introduced a semi-automatic quota system - which became effective from
"Mareh 1965 -~ to link gucta sizes to price changes, 4An "indicator price" -
which is allowed te fluctuate between U,S. 38 and U.3. 44 ceﬁts per
pound -~ has been established; and guotas are adjusted, within épecified
limits; if for 15 consecutive market days the "indicator price" is -
outside the stipulated rvange. For the crop year 1965466 the ceiling
price was lowered to U.b. 42.5 cenis as a result of pressure, mainly

from ifrican countries, to have export quotas increased.

. 14. Hore recently there has bson a suggestion that the-price Supﬁort
given to coffee by the International igreement has resulted in significant
ghipments of non~quota_coffeé at less than the price of quota shipments.
It has been alleged that member exporting countries-have been shipping

to non—mémber cbuntries with small coffee crops; and that these smaller
prodﬁcers in turn have been re—-exporting these imports as domestic
exports. It has been further alleged that dealings have been taking place
in certificates of origin. To deal with this situation the International
Coffee Council has decided that, from 1 April 1866, certificates of
ﬁrigin will be necessary for all imports regardless of whether these

comé from menber or non-member countries. 1% has also been reporied

that the Coffee Council will press member importing countries. to curtail

their imports from non-member producing countries.
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15, There is a long history of attempts to control the 1nternat10nal
. market foxr sugar. In 1931 the Chadbourne Plan established what was
essentially a restrictive producers' cartel, - The plan failed because
of the groﬁth-in production of non-member countries,. The first Inter—
national Sugar Agreement, comprising exporting andiimporting‘counﬁries;
was formed in 1937, This Agreement set export quofas and limitations
on:the-dﬁmestic_production'of-importing countries. The fwo largest
importers — the United States”aﬁd the United Kingdom — reserved the .
‘right to contlnue thallex1st1ng preferential imports, which accounted
for about 50 per cent of the sugar moving in international trade. The
1937 agreement fell into abeyance during the Second ¥World War, although

the life of the Intermational Sugar Council was extended

16. 'In the immediate post-war pericd sugar was in relatlvely ghort
supply. -By 1953 production had expanded sufficiently for surpluses to
Te-appears; and,‘én the basis of the 1937 accord, the UN. Sugar Conference
of that year negotiated = new International Sugar agreement with objesc~
tives_very-similar to those of the vhest and Coffee Agreements.' The
United States-and'fhe United Xingdom were committed to the agreement
only in respect of residual requirements after they had obtained their
regular supplies under preferential arrengements. Importing countries
who are members of the agreement agreed to restrict their purchases from
non-member countries tdé ithe level obtaining in the jears 1851 to 195335
‘ani member exporting countries agreed to control their‘prqduction in
relation to démestic requirements, export guotas and stipulated levels
of stocks, The Agreement called for nrlce stabilization within a
specified range, Within this range the agreed export quotas Wwere fully
operative, Beyond the maximum of the price range quotas ceased to be

applied and below the minimum quotas were reduced.
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17. The 1953 Agreement was for a five-year term. By 1958 substantial
surpluses had developed at prevailing prices and it was against this
background that intensive efforts wefé made to hegotiate a new Agreement,
In the event, the'éecdﬂd posi~war Sugar agreement, which came into effect
in Jamiary 1959, included more member countries than before, covered
théreby a higher proportion of the world trade in sugaw, énd retained
both the earlier price range as the goal of stabilization and the -
automatic quota adjustments in the event that prices fell outside the.
desired‘iimits; The 1959 Agreement operated undér conditions of in-
oreasing difficulty: production tended chromically to outpace consump-
tion and the conseguences of this were aggravaied by political friction
between Cuba and the United States. The loss of its preferential market
in the United States forced Cuba to seek highar'@uotas'when the Agreement
was re-negotiated under UN auspices in 1961. By this time the Sugar
Council had already been forced to reduce the basic quotas and fo.lower
the minimum price. Further, the free market price for sugar had reached
ite lowestd point in ftwenty jears. All in all, circumsitances were not
propitious and the 1961 neetings resulted in deadlock., In 1962 the
regulatioﬁ of exports was ended and by.thé end of 1963 the 1955 Agree~
ment had run its term., It was then agreed to extend this Agreeﬁent

without making any provision for export guotas., 4t the UK Suger Confe-—

. rence in 1965 all efforits at securing & new agreement failed and it was

decided to extend the 1963 protocol;

- 18. For completéness, mention should be made of the Commonweslth Sugar

Agreement which covers about one—fiftn of world trade. This agreement —
between the United Kingdom and sugar-producing countries in the Cdmmon—'
wealth - was signed in December 1951 and was initially effective until
the end of 1959, The agreément has, however, been the subject of
successive extensions, the latest of which prolongs it until 1970,

The purposess>f the Commonwealth Sugar Agreement are to assure regular
supplies to the British market, to develop sugar production in the
Commonwealth and to assist in the orderly marketing of such sugar.

In its initial form the Agreement involved the accepfance of quotas by
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the exnortlnb countries and an undertaklng by the United Kingdom to buy -
a stlpulated amount of these quotas at "negotiated prloes” baged on cogts
of productlon. That part of the quotas not sold at "neg otlated prloes"
cculd e offered for sale on the preferentlal markets of the United

Klngdom and Canada at free market prlces,

: 19;. Towar&s the. end of 1965 new methods of operating the Commonwealth
Sugar agreement Were intreduced, These are gr;mar;}y designed to intro-
duce greater price stability; and under the new regulations prices ﬁill
no longer be fixed annually but w111 be established for a three-year.
texm, Thus the negotlated prices have already been settled for the
Yyears 1966«1968 - at a. level higher than that obtaining in 1565,
additicn to providing for greater price stability, the new regulations

- provide that the exporting countries (excluding Austraiia) will, as.
developing countries, receive a speoial payment., This special payment
will vary inversely with. the world market price of sugaxr and will take
account of the benefits that formerly accrued to exporters under. the '

Colonial Certificated Preference System.
(d) Tin

20, -Surplus stocks of tin accumulated dufing the First World ¥War, In
l921'the Ban&oeﬁg Pool = an internaﬁioﬁal arrangement by producers =
was establlshed ‘and through this agency the surplus stocks were quickly
disposged of. In the Great Depressipn the consumption of tin fell
sharply, ané this éyelical fall was aggravatéd by a declining long-run
“trend in tin consumpiion dus to the development of packdging subgti~"
tutes and to the introduction of an sconomical electrolytic process,
of . tin plating. Against this background the first Iﬂternational TinA
igreement was concluded in 1931 and renewed in 1934 and 1937. . The
Agreement was formally one among producers although consuming coun-
tries were infited, without voiing power, to pafticipate-im the dis-
cuSsions; The Agreement;imposed export quotas and,resfrictiqns on’

stocks as well as using a buffer pool.
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21. The pre-war Agreement lapsed durlnﬁ the Second World War. FTom.

‘1947 onwards a UN Tin Study Group met to discuss the 1nternatlonal

i

marketlng of tln, Attempts at 1nternmt10nul regulatlon 1n the early
1950's failed because of the boom in raw materlals aS3001ated w1th the
Korean War and because of U.S. strategic stockpiling., Between 1951,
when tin prices wers at their pesk, and 1953, prices fell drastically,
'éﬁd_iﬁ”the'latter year the UN fin Confereﬂcé'hégétiated'dh'ihéerﬂatibnal
Tin Aigreement breadly on the lines of the pre-war agreement. Due,
however, to U.S. purchasing polidy, the market =situation subsequentiy
improved and it was not until 1956 that & sufficient number of countries
ratified the agreement to make it effective. Among impérting countries,
the United States, West Germany and Japan declined to join the agreement
which consequently accounted for only 40 per cent of consumption outside
the centraliy‘planned econoﬁies. The objectives of the'agreement'inm
clude the usual aim of securing long-term equilibrium between supply

and demand on the basis of reasonably stable and remunerative prices.

22. 'The main stabilizing mechenism of the Tin Agreement is a buffer
stock arrangement with subsidiafy suppo:f from export guotas. The éim
is to keep prices within a specified range. The stocks are financed
by .the producing countries — either, up to a certain limit, in metal,
and/or in cash -~ and if ﬁhey rise above a siipulated limit the Tin
Council can declare a control period during'whioh export quotas are
operative and exporting members are also required to limit fheir:stocks

to. a specified proportion of their previous year's shipment.

23,  In 1958, because of an‘unusﬁally large volume of exports from the
Soviet Union and China, the buffer-stock fund became cxhausted and the
price of tin fell below the minimum of the desired range. Pending an
agreement with the Soviet Union, the importing countries agreed, on-
the adV1oe of the Tin Council, to impose import controls, The Soviet
Union, although declining an invitation to join the Tin Agreement,

subsequently undertook to limit exports. 'In the meantime export guotas
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had been imposed'in 1957 and ‘these remained in force until 1960. In
that year and in 1961 demand increased significantly and since & number
" of mines had previously been closed dovm, .the“brunt of the iﬁcreaéé

fell on the buffer's%boks which becamé=éxhaus%ed as-nrices-rosé.

.24QI In June 1960, the UK Internatlonal Tln Confcrence met a@@;thg;
outcome was a second Internatlonal Tln “greement whlch, in 5gé¥:};é—
" pecis, is very similar to tne flrst In p01nt of detall under the
-second agreement, the de31rable prlce ranﬁe is narrowed, the 81ze of
the buffer stock reduced and the p01nt at which controls begln to oper—
__ate is lower.‘ The Agreement caMe into force in July 1;61 ana 15 due to
'explre at the end of June 1966 . The second greement hag operated
:generally in condltlons of deflclt SUQDIJ is the denand from: the
_1ndustr1allzed countrles had grown raoldly for tln plate after 1061,
‘routput has bheen slow to rlse even aftar restrlctlons, lmpODEd by the
‘ Tln Council durlng the earller gerlod of surplus supply, had been llfted
] At the invitation of the Tln Coun01l the UaSa Geﬂeral uerv1oes Admlnls—
tratlon agreed to alspose of its surplu tln 5tocks in order to make
good the deficiency in market supply9 and since 1962 the GSP has unloaded
very significant quantities of tin on the market. It still remains an
open question if production will incraase'sufficiently to close the gap
‘between supply and demand before the fmerican- stockplle hag.been-gom—
{.pletely exhausted — poseibly by about 1970. B Ay e

25. It was against thls background- that the UN Tin*Conféremcs met in
Aprll 1965 to negotiate a further aéreement to come-into effect as °
‘from 1 July 1966 At this meeting there was pressure, particularly

- from Malaysia, greatly te raise the range of prices within whick stabi-
1ity ‘would be sought. In thé?é#eﬁ%;‘it*waé-a@reéﬂ:tc faise the‘ranée
.'from 5730—880 per fon to £1000<1:200 per ton.
‘the level ~ of 51200~15000 a ton - desire& Yy Malaysia.: Thus,rlg¢ 

* December 1965, shortly before the april agréement-Was-due_tofbe;rati-




E/CN,14/%P.1/4/ ndd. 1
oau/frn-;g/s/ ad,1 :
ippendix B -

Page 12

. Tied, ualay51a announced that it would not sign the agreement. If has

been gpeculated that th:*refusal derived partly from a belief that

attempts to stablllze the prlce of tln in the arreed Lange would dis-

-cpurage the necessary 1nvestment in tln - necessany, that 13, on the

assumptlon of a contlnulng scar01ty, and oartly from -an argument of

the Malayslan nining companles that the 7.2 million Malay51a has in the

buffer stock fund could be better used at home  to expand productlve

capacity. In the event Malaysis relented and decided to sign after

all, with the resuli that the Agreement will almost ceftainly come - into

'éﬁefﬁtién on the appointed date. It would, however, be' optimistic to

think that, on present indications, the Agreement will have an

untroubled passage throughout its term.
(e) 0live oil
26. Olive oil has certain unusual charaﬁte¢1stlcs. It is a tres orbp

which is subject to a two—year cycle in yields and which 18 partloularly

- pensitive %o weather conditions. It is additionally unusual for a

primary commodity, in that the producing countries account for more

~than 90 per cent of consumption.  For a time major producing countries

attempted to carry thelr own siocks for stablllzatlon, but co—ordlnatlon

was lacking and in 1953 ILtaly proposed 1nter-governmental consultatlon

. among producers. An FAO dork1n5 Party was set up-in 1954 and on its

recommendation an Olive’ 011 Council was formed by the UN Ollva 0il

Conference in 1955. An Olive Oil Agreement was also drafted but not

‘:ratlfled The draft was amended in 1958 and in 1959 a fou.r——»yeza:t.:';x ITEE -

mend Was suacessfully neﬂotlated The members were the main producing
and consumer countrles of the hedlterranean, France and the United
Kingdum, The ooaeotlves of the Agreement were to reduce the dlsadvan—
tages due to fluctuatlons of supplles on the markets (tlthout hlnderlng
long-term cha.nbes in demand and pI‘Od.‘LlC"GlVlW) and to ensure falr com-
petition amoné countrles nloauclng and eX@ortlng olive 0il. The Agree-—

ment alse established an Olive 0il Pund for romotlonal purnoses,
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'27. A second Agreement was negotiated in 1963 ana camme into force in
‘March 19u4 It will pun until gebtembér 1967, As‘befofé fhe Olive 0il
Coun01l examlnes the marke? ‘situation and may recommend economlo, finah-
01al and technlcal measures to itse members, The Avreement carries no
prlce provmslons, but members undertake »enerally to folloW'aporoprlate
measures. of economlo adJustment In Wevember 15 64 the 'Olive 0il Councll
proposed certaln furthef measures for sta01llzatlon. The se measures,‘
which aTe. volunualy, were subsequently accepted by the member countrles.
The maln ieatures of the new proposals are attemots to match surﬁluSes
with def101ts ¢n annual requlrements amoné member countr1e3° the 1nst1—
' gatlon of storave arranoements to cope with a Jeneral sur plus in sup-
plles, and the establishment of a co-ordination body to admlnlster the

stabilization activities.

28.n The five commodity agreements dlscussed abov» were negotlated
1ndependentLy of one another° They have, howevexs some common features.
and obaeotlves9 1nclud1ng the fact that the obgectlves are unlformly
stated in general terms which do not lack for ambiguity. It is thus
p0361ble to draw some general Caniusioné from the operation'df'the
agreements, although the smallness of the sample compared to the number
of prlmaﬂy nroducts enterlng into international trade suggests that

too muoh WEléht should not be placed wn these COﬂCluSlOﬂSs

29, mxplicitly or 1mp1101t1j all the agreements seek in the longer
ferm -To balance supnly and demand,usually at "fair and stable" prices.
Although conceptually precise the notion of leng—term eguilibrium is
extremelyfdifficvlt'ﬁo make operational. BEven however, in the rough
sense of balancing supply and demand over some average period of tlme,
it is evident that, by and large, the existing commecdidy agreements
have not teen noturicusly successtul, For ~wheat, coffee and tin in
pa“tlcular there has been arohronlc, and. sometlmes ”roﬁing, gan betwsen
demand and supply over the range of prices which have been judged desi~

rable from tlme to time.
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.30; The existenee of a substantial discrepancy between eﬁpply and

demand. at fegulated pfices clearly conetitﬁtes a powerful_threat to the
success of aﬁy coﬁmodity agresment. Thus.in the early hietony of‘tﬁe
wheet negotiations.agreement became impossible in face of surplus sup=-
pliee and, 1atterly, the Agreement has apoeared to be incfeasiﬁgly
threatened by lack of control over national prlce gupport policies and
over the dlsposal of resultant and increasingly important eurpluses._ |
51m11arly_the nresent and pr8351ng problem of the Coffee Agreement 1e‘
how to contfel-fhe disposal of excessive supplies. Ly comtfast fhel_
vezy early hlstory of coffee ne; gotiations judicates how difficult it is
to malﬁtaln an agreement if demand is running ahead of supply; and this
evidence is corroborated by the recent difficulties of the tin agree-

ment.

3i.  From time to timse ﬁhe various agreements have had trouble from
1nadequate count:y covera e, ‘Thus early attemﬁts to organize the

wheat and coffee markets failed in part because of the number of coun=—
tries opefatlng out51de the agreement; and more reoently the threatened
Wlthdrawal of Maley81a, if implemented, would have resulted in the

failure of the Tin Agreement. 4n extensive country coverage, comprising

“both producers and consumers, is particularly desirable in circumstances

where there is a chronic tendency towards excess sup?ly. The firmer the

agreement and the wider the range of countries, the sasier it should dbe

in-principle to police the'agreement. Unfortunately, it has alsc to
be recognized that the stronger the pressure of excess supplies the
greater the conflict of interest between producing and consuming'coun;
triess; and this fact helps to exylainithe persistent difficulty in
securing a cocoa agreement- '

32. Keference hasg already been nade to the amblgultles in the Stated

alms of commodity a reements, and the suggestlon has been made that,

a8 g matier of fact, agreements aTe normally sought, vhen there is
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downward pressure on ovrice, with the conseguent implication that price
malntenance ig a prlme obgectlve of the proposed a”reements. If hasu
also been renafked that gtability is an 1mportant aim of commoalty
agreements. It is not always clear what, exactly, is to be stablllzed,
but one reasonable 1nterpretatlon of stability is the snoothlnb out of

shorter—run fluctuatlons about the long—run trend. The emperical

dlfflculty about this 1nte“pretatlon is that it is vxrtually impossible

to identify the 1on5~run trena suocessfully, The fortunes of tin,

over the ogriod in which abreements ‘have been sought orT obtained, illus-

urate the ooss1b111tles of gulte sharp chanbes 1n the market sztuatlon

over tlme.

33, Civen the nature and range of the discuséions at the first meeting
of the UNCTAD at CGeneva, 1% is not sutrprising that the establishment

of UhCTAﬂ on & permanent basis has given very strong 1mpetus to in-
creased study and dlscu351on of commoﬁlty probvlems, In partlcular, the
Wldesoread telief at Geneve in the need for a maerked extension in the
number and coverage of commodity ag greements, has resulted, on the one

hand in continuing dttempts under the auspices of ULCPAD 1o concluae

- acceptable comnoalty abreements ~ nctably thus farvr f01 cocoa and subar,

andg'on the other hand, in more detallea study of the problens which
surround abtempts to Secure commodity a&reement Thus, ah initial
part of the oermanent maohlnery of UHCTAD was an Ad Foc Working Party
on the International Organization of Commodity Trade answerable 1o

the Commlttee on Commodltles, This Ad Hoc body has recently been
subsuned within the main Commitiee. Its work, however, will presumably
continus, and it is in any event ingtructive to consider some of its
achieveaents during its ex cistence, o |

34, In terms of the recommendatlons of the Geneva Conference the main ‘

task allotted to the Ad Hoo HWorking Party was: that of "5tuay1ﬂg the

proposals and preparing a programmne of action for the international
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organlzatlon of comnodlty trade which Wlll ensure that the deve1001nb
countrles will at all times be able to market their export oroaucts 1n .
1ncrea51no guantities and at remunefatlve prices, the purcha51ng power’
of which should unot decline in relation to tha prices of the essentlal
goods 1m30rted by those countrles,“l This is a very tall order and
unaerstandably the Norklﬂb Party Were initially somewhat unsure of _
their exact terms of referenoe, There were also two schools of thou‘ht:
as to how to orobeed: by an atiempt to establish a general framework f
and &cneral pr1n01ples or, more pragmatically, by the study of SpElelO
problems of specific commodities. It was agreed that both aporoaches
would be useful, but in the event more attention seems to have been paid.
to specific studies., In these-circuﬁstances some mention might be .

made of the underlying basis of the search for & more gerneral framework.

35. It may be inferred that much of the thlnkln‘ behlnd the des1re to
specify a general Framework is contained in a p@per prepared for the
Tirst UNCTAD by Mrs. M, NP Hooft—%elvaars of the Unlvers1ty of
Amsterdam.g/ In essence this raper attempts tc make WholLy artlculate
and generalize from certaln French proposals on the organlzatlon of
1nternatlona1 commodlty markets. At the centre of the French oroposals
and part-of Mrs, MoJ, 't Hooft-5 elyaars*more general ana1y31s is a’
strong dlssatlsfactlon with the present operatlon of the 1nternatlonal
markets for primary products. This discontent arises partly from the

way in which some world mark&ts have become divorced from natlonal

;/ United Natlono Conference on Tr&ae aud Pevelopment, Flnal Aok,
Al’ll’leX i‘.\-n II 8

2/ "The Organization of Internabionsl Markets for Primary Comnodities"

' in UN Trade and Develqpment Vol, III. 'The inference is strengthened
by the fact. that Frs, '% Hooft~Welvaars presented the paper to the

Ad Hoo Working Party,
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{and generally protected) markets in the same commod1t195° and partly
because, where supply and demand do meanlnsfully meet, the resultant
price may be judged too low on_5001al or political grounds. Indeed,
ag Mrs."t'Hooft-Welvaérs éhows, the price méchanism'operates, as it

were, under certain dlsadvantages in the primary markeis and even in

“the 1ong run it does not perform 1ts allocative function smoothly

Thus some economic argnasnt may also ‘be adduced For not aoceotlng the

‘outcome of the cperatlon of market Fforces too readily.

_36. on thls v1ew of the world mar&ets direct organization of the
-markete to sooure specific objectives clearly becomes desirable. The

_three main themes of French statements on the subaeot for example, are:

the need for market organization for temperate agricultural products in

~order to secure higher prices; the related need to use the consequent

surpluses of temperate prdduots in & programme for increased growth in
fhe'developing countries - by freeiﬁg?resouroes or foreign funds for
investment purposes; and, again with the objeotive.of‘Securing}highér
prices, the reed to organize markets for tropical products. In light
of the general recent eiperience in the”primanyrcqmmédity'markets; it
is clear thaf the déveloping-countfiés also see a need for*extensive.
organization of commodity markets 4o protect their terns of trade and
their foreign exchange earnings in such markets. - Without prejudice te
the ultimate feasibility or désirability'of general markei crganization,
mention might finally be made of one. argument frequently adduced in
favour of the genefal as compared to the piecemeal approach. Through
substitutability in both supply and demand commodity markets tend fo
be inter—-related ; and under a piecemeal approach the solution of the
problems in a particular commodity market may result in the transfer

of problems 16 a related market.
3., In cbnsidering-spedifid problems, the Ad Hoe Working Party recog@
nized three market categories — markets for tropical products without_

Qlose substitutesy markets for raw materials faced with competition
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Trom gyntheticsy and markets for commodities produced in both deve-
loped and developing countries - and decided'to.oommigsion, in effect,
pileot studieg of three commodities to illustrate the rroblems of ob—~
taining commodity agreements in each of three kinds of markets.: The
commodities chosen were cocoa (tropical. products), rubber {commodities
with synthetlo substitutes) and selected fats and oils (commodities -

- produced by developed and developing countries alike). Studies of
cecoa and fats and oils were undertaken by Fhoﬁ and a study of rubber
was made by Mrs. 't Hooft—%eivaars. Taken as a group wha{ emerges most
stron gly from the studies is the dlvef31ty of market eomditions for
 d1fferent commodities and the great complexity of the problems relating

'to the organization of commodity agrsements.

38. The Working Party suggested broad outlines for the three studies,
Given, however, differences in aﬁthorship, in available data and in the
nature of the. commodities studied, it is not surprising that the studies
which eventually emsrged - differ in detail and in- coveraze. Space does
not permit as full a discussion of the three studies as they deserve.

It mey, however, be useful to meniion some . of the more salient pointe

of each repori.

3. On the face of it, cocoa seems to be an excellent commodity for

- which %o seek a commodity egreement almlﬂg to maintain price and earnlngs.
It was, after all, chosen for study as representative of a group of
commod;tles-lacking close substitutes; and raw cocoas has the additional
advantage from this point of view of baving a relatively small weight

in the final price of. cocoa products.;/ In such circumstances there is

a strong"ﬁresﬁmption that the demand. for cocoa will be inelastic and
that, therefore, limitations on supply will result in hiw'er,export

earnings than would be obtained if all supplies were marketed., It is,

1/ it should be noted that this fact has implications for the guestion
of processing of cocoa in the developlng countries themselves. In
general - because of income and linkage effects ~ the higher the
"value added" by processing the more desizable it becomes.
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of course, necessary 1o raise quesiions of degree. There is some evi—

dence, from these studies and elsewhere, of an emerging consensus that .

what the developing countyies wish to secure from internationsl commo-

dity agreements are increases in their export carnings which will keep

pace with changes in the costs of essential imports; amd-fbr this pur-

.pose -1t is clearly not‘sufficient that export earnings should .dincrease;

they must increase by . some requlred amount. Unfortunately one of the
things which emerges most clearly from the cocoa study is that ouestloﬂs

of.degree are extremely difficult %o handlea.-

40, ' If, not unveasonably, it is assumed that the desired relationship

between codoa'earnihgs and the cost of essential imports is to be
gecured by manipulating, in effect, the price of cocoa; the obvious gues—
tion which arises is as to the effects of an increase in the price 4f
cocoa judging this — again not unreascnably - o be necessary. A price
increase 1if 1its full-impadﬁ is'allowed to fall en the producers and
consumers of-raw cocoa will, generally_speakings'stimulate'production
and discourage consumptidn. More precise:foreoasts are difficult to
make. The presumpiion in favour of a relatively weak congtmers '
réaction has already been mentioned. o some extent, however, -this
presumption is baéed oh -the evidenge of past experience. If the re-—
quired price rise was judged by the manufacturers to be unduly high

they might, especially as the price increase would be permanent, seek
subgtitutes for cocova — in which case their demand would become much
more elastid. The more or less precise reactions of producers .to a-
price increase are algeo difficult to judge. There is, as yet; no clear

. : o ‘ . 1
evidence on the sensitivity of cocoa producers to price changss.~,

1/ For a recent, judicious but inconclusive study of the determinants
of cocoa supply see R.,M., Stern: "The Determinants of Cocoa:Supply
in West Africa" in African Primary Produots and International Trade
(ed. Stewart and Orde), 1965. -
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‘41, What can be said, however, is that as long as the-reaCtioﬁs to a
price incredee are simultaneouSIy those of stimulation and discourage-
ment, then excess supplies Will:emerge. On the basid of past elasti-
cities and certain assumgtions as to the longer-run reactions of marnu-
“facturers, the PAO commodity study hag no difficuldy - in-an illustrative
way =~ in showing that cocoa export earnings could be significantly in- -
cfeased'ﬁy raisiné'pricés.-'lt’also sugeesis, however, that such an: |
increase would be possible only if a significant volume of cocoa Weré_
held off the markets subject to agreement. TUnless these excess supplies
were otherwise disposed of, they could guickly ocumulate fo a very high
proportion of annual sales. Control or_satiéfactory disposal of suth
stocks would clearly be a necessary condition for any sucpessfully~,

esperating agreement,

42, The FAO study of fats and oils is designed to illuminate'the
workiugs of a market which is sﬁpplied from both developed and developing
countries. The study first makes clear the characteristics of oilseeds,
oils and fats and diseusses:the 1iﬁits of technical substitution among
them. Since thesge limits are raﬁher wide, the study suggests that com-
modity agreements would have o be éﬁrrespondingly wide in their cover-—
age of commodities among this greup. The study further suggests that
a large part of the developing countries' problem arises from the rela-
tively slow growth of their production. - Given the rapid growth in.
population (with high income elasticities for oils and fats) in the
developing countries, it is not surprising that the producers in the
developed countries. have seemed to be beiter placed.to.capture the

. gfowth in international markets. -This was, of course, particularly true
of the United States where exports of soybeans and animal fats have

grown rapidly.

43. The coucept of remunerative price is also discussed, and the dis—

tinction made among the remunerativeness of producers' incomes, govern-—
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ment revenues and export earnings. The suspicion is.aired that prices
have not heen remuneratlve, but it is pointed out that more study -of
this gquestion is required; and that, in paltlcular; more information

-is needed on the relationship between production.in.developing countries

and international market prices.

A44. The study of oils and! fats reOOgnizes'ﬁhat UNCTAD has given a new
precisibn 4o the aims of commodity agreements. In contrast to the pre=.
vious ambiguity vhere much emphasis was placed on price stability -
although generally the stability sought involved attempts to maintein
or increage price — the emphasis uncer UNCTAD is unequlvocally thet of
changing the whole trend level of prices and export earnings of the low-
income exporters of primafy.oommodities. Thisg it is thought, might
requiré'a thoroughgoing re—organization cof the siruciure ant mechanism
of international trade and it is recognized that "at this stage a atudy
on an individual commodity has no guidance on this fundamental point."
It is, however9 possible to say something about the problems and prosg-
pects for raising export earnings of the gingle commodity. Thus, the
PAO paper notes that demand for oils and fats is prioe ivielastic and
there is a consequent basis for raiging revermues by raising price. This
refers, however, to the demand for oils and fats as a group; and the
demand for any particular oil or fat, given the Tange of substitutes
availa.blé, will be much more elastic. 'The stuuy, therefore, reneats

the view that it would be'necessary for a successful agreement to orga—

.hize the mzrket for 01ls and fats as a group.

45. Given that the objective of any . commodity arfangement is higher
prices and revenue, it is again necessary to examine the likely effects
of a price increase., This is primarily a matter of considering the
effects on production and consumption in the developed and developing
countries respsctively. In the developed countries the problem would

be to avoid excessive inoreases in production and decreases in consumptions
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in the developing it would be desirable to stimulate production hbut
it might also be necéssany ~ and difficult - to protect consumers in
these countries from the full effects of the price rise,

46. The paper by lrs. M.J. 't Hooft Welvaars on rubber is the most

technical and complex of the three studies. It is, therefore, the

most difficult to discuss in short compass. In the circunstances

only very general comments will be made at this stage. .On the technif‘

cal level it isy however, worth remarking that the paper is digtin—

guished by & clear and concise discussion of thé Varibus conéepﬁé'of _
the terms of trade., On a more general level, the paper is based o
heavily on the théught that "natural rubber is ﬁot_merely faced, buf -

indeed threatened by synthetics, in the sense that it may face a price

decline." This being so, much of the paper is given over 10 eXamining

two broad categories of measures: those that aim at lowering the cost
of production of natural rubber and which might, under certain circum—
stances; thereby mean that lower prices could still be remunerativeg

and those that aim at mitigating the ill effecis of a price whick is

- not remunerstive. It is worth noting that “the fact that the latter

measures are discussed at all expresses the author's opinion that there
may: be some primary commodities for whick no amoﬁnt of measures orga~—
nizing international trade will suffice" to éerve the UNCTAD objectives
for commodity agreements. The paper consegquently considers alsc other
more general measures including possible compensatory measures -~ dis-

cussion of which forms the next section of the present naper,
I pap

B. Compensatory Financing

47. The trade problems of the developing countries have been described
earlier in this paper. Bssentially, as things now stand, these provlems
turn on the fact that -the developing countries depend on exporis of

primary commodities to finance their economic- development; and the pros-

pects for primary exports are not encouraging. In the circu?stances, as
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has been described in this sppendix, attémpts are being intersified to
protect and promote export earnings by heans of commolity agreémenté.

These attempts have not hitheftO'been_notoriously successfuly and even
if numerous agreements were concluded past experience does not suggest
that ipso facto eéxport earrings would be contiﬁhdusiy prdtecﬁéd,'IThé‘

» importance ‘te the planﬁing'of economic development of adequaie and '
knowable levels of export earnings over some spebifiéd'ﬁeriod of time
'has_oome to be inereasingly appréciatedc A8 a result, proposais for '
protecting and in a sense regularizing exchange earnings have moved
beyond comﬂédity agreements “to various schemes for oompensato:y‘fiﬁan~_

cing. .

48. The basic purpose of schemes of compensatory finaroing is the pro-—
vieilon of international fundes from which adverse changes in iﬁternatidnai
prices and/or export earnings of the low-income couniries may be offset.
Compensatory finaneiug may bs regaraed elther as a supplement to COMG
dity agreeménts or:as an alternativea 48 8 supplement, the moﬁejéuc— ”
cessful commeodity agreements are in achieving the UFCTLL objectives,

the less the need for compensatory fiuancing., a8 an alternative,
compensétory financing schemeg find their raison d'étrg in the argument
that the market mechanism should be allowed to perform its allocative
functions unimpeded and that any untoward welfare conseguencss should
be otherwise adjustedn

43. The earliest of what mizht be termed recent preposals for compen—
‘satory finance was madé in 1953 gnd the latest to be examined here
originated with a motion jJjointly sponsored by the Uk and sweden at the
1964 meeting of UNCTAD. although the various proposals have a COMMOIL
central purpose they vary in detail. 4an attempt has been made in
Ghart 1 to describe the characteristics of the main proposals formu-—
lated between 1953 and the present,;/ From the chart it is evident

1/ The proposals listed in the chart are designcted according to their
authors for convenisnce. For fuller details of the proposals refer—
ence should be made o the Two documents cited at the foot of the
chart, '
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Chart 1 - 4 Classification of Compensatory Finance Schemes

Heasures, IBaD, uecembeL, 1965.

R Characteristics : .
e 0F Proposals Doctrlnal LFlnanclal Heimbursable Yechanism
\"‘\5\_ i Lo B " - o . ! : .
Financing S e ‘Jus—ﬁ _ 17 : : Auto- ! Discre~
linked to : '“M*xjtlcegﬂeed 1 Yes | Ho Yag Fo matic | tionary
- o i i
. i H 1
(i) Prices: ; '
£l ‘ ]
(a } of Individual - ; {
Commodities . i
Hazelwood (2)3/' x ! ox X %
Kaha (3) X o1 X X o
Meade (8) X i X Z
(b) Terms of Trade
Olano {1) X x X X
Prehisch (7) X ; X X oy
(ii) BExport Bammings: §
(a) Short-Term _ E
UN DI¥-Loan (4) PO & X X
045 Group (5} A £ 1R b i P _
IMF Facility (6) X0 E iox g X
(b) Loné€5t3§§13 | g | i
UK/ Sweden/I5..10(9) PoX X X , X
UN DIF-Cregnt (4) | B S N , X X
—— e SN S | : : : —
Based on lovasy, ILF 5taff Fapers, July 1965 and” pupolemeﬂtarv Tinancial

1/ The numbers in brackets indicate chronology.
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that compensatory financing may be related to prices - either of indi~
vidual commoGities or in the form of the terms:of trade —~ or to overéll
export earnings - either short or lon term. lPrice cdmoénsation for
1nd1v1dua1 commodities has already been dlucussed 1n some detail in
Chapter I1 of the main paper. The 1953 gropcsals by Olano sought to
correct the. unde81rable effects of fundamental changes and could ln_
prlnclgle opetrate 1n hoth dlfectlons as between aeveloped and deve-—

loping countrles. The more recent proposals by Dr. lreblsch on ths

. terms of trade reflect a pessimism about the secular relatlonshlp

between the prices of primary products and manufactured\goods, they
comsequently suggest flows of funds in one direction only and foresee
transfers'from the déveléped 6ountries which have gained ffoﬁ improve~
ments in thelr terms of trade to the developlnv countrles Wthh have '
lost from a deterloratlon in their terms of trade. The fundamental

aim of & éOmpensatory scheﬁé'according to Dr. Prebisch "shkould be to
maintain the total purchasing.power'of the external resources accruing
to developing countries ﬁhrough their eﬁports.”; . The compensatory
transfers shouid serve devélopmént and should be related to development
plans. It would be necessary for o counirTy experiencing a de%erioration
in the temms of trade to re—appraise its development programme. However,
"the important point is that the country should know in advance that,
subject to the fulfilment of ceriain conditions, 1% can count on the

w2/

necessany funds‘to offset the conseqguences of deterloratlon.

50. Compensatorg schemes which focus on total export earnings rather

than prices ‘fall 1og10ally intoe short- dnd long~run oategorles. The

_/ U (E/COBF. 46/3), Towards a New Trade Poliocy: Tor Development,
p. 80. ‘ _

2/ 1Ibid., p. 82,
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former are essentially concerned with fluctuations abouf thé'ldng—run'
trend, ﬁhe latter with the trend itself. Both the shortQ anﬂ long~run
pfopdsals aré the subject of basic technical problems, chief among
which is the definition of ex@ort shortfali. By now.an_almost édnﬁen;
tional Soiutioh to this problem consists of relating a weighted or
unweighted average'of'exports for a number of pagt years to export'l

- performance for a specilied number of future years.

| o e
51. The_characﬁéristics of the ﬁarious proposals listed in Chart_l
profide convenient summary headings for a number of important guestions
which arise in connection with all kinds of compensatory schemes.
Pozsibly least important is the guestion of motive. Two kinds of
motive are'recognized under the general heading of docirinal in Chart 1.
The basic difference between proposals based on a desive for justice
and those nore presaically redognizing & need turns on the view taken
of the working of the international economic system. The demand for
Justice ieflects a strdng and unfavourable judgment on the working of
the system: the recognition of need is at most agnostic on the guestion

and frequently in fact springs from a general'faith.

52. 41l the proposals listied in Chart 1 are financial in character -
that is to say they envisage that compensation will take the form of
a flow of funds. Thefalternative to suck proposéls is a system of
organizéd markets such ag that already discussed in this Appendix.
Again the difference hetween the two general schemes turnsg on views
as to the efficiency of the market mechanism. Root—and—brgnch
protagonisis of the organized market system believe that the market
mechanism is to blame for international trade problems and that
thorough-going intervention in the market is necessazy; and proponents
of financial schemes, while recognizing the possibility of untoward
results, fend to believe that it is not possible b& administrative means

to improve on the allocative efficiency of +the price mechanism., This
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-is clearly an important issue Judgmeni on which, in‘thé_present.state
- of knowledge, tends fo be partly subjectives and the rTesolution of

which will probably turn .as much on political as economic factors.

53¢ A“sharp distiﬁctfon emerges from Chart 1 betwsen proposals under
-which cdmpensafion is réimbursable and prdposals under which it is not.
"Generally speaking, schemes for price compensation.do not call for
relmbursement those related bo export earnings do. To some extent,

" at least as far as schemes related to individual commodities are con-—
cerﬁed, this diffefeﬁcé arises because it is euvigaged that compensa-
tion may flow iﬁ:£w0 direciions - from developéd-to devéldping coun—
tries when prices are low and in the opposite direction when prlces
'are high in relation to some specified standard. The prog and cons

of reimbursement could be argusd at length. From the point of view of
the developing countries, the impact of reimbursement will greatiy
depend on the course of.their export earnings. If these generally are
tending downwards reimbursement would cleazly be burdensome, the more

g0 the more rigid the reguirement to repay.

54 Proposals for compensatory financing may be further cla551f1ed
accord1n5 to whether their provisions are intended to apoly automati—
cally in specified circunmstances or whether such appllcatlon is meant
to be diseretionary. Ffrom the point of view of developing countries
automatic mechanisms have the greaf advantage of providiﬁg certainty
that help will be forthcoming in the case of need. . The main argument
for diseoretionary mechinisms is the desire to link compensatory
Tinancing with eCOﬁbmicfdeVélbpment'and to ensure that any varticular
country will, in all the circumstances, maximizée its effort to promote
growth. 4 moxe cynical argument turus on the belief that the existence
of automatié compensation will discourage effort and a due régard'for

the need Tor prudent economic policies.
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55. The discussion of compensatory financing may be usefully rounded

off by considering in eomewﬁat‘greater detail the study'byfthe,lnterw

Financial lMeasures. This study had 1te origin in a resolutlon 301nt1y

sponsored by the United Klﬂsdom and Sweden at the Genova Conference
Where 1t wasg 3pe01f1ed that any resultant scheme “ehoula aim to deal
_w1th problems arle1n from adverse movements 1n eXeoIt 01oceeds whlch

prove to ‘be of a nature or duratlon which cannot adequwtely be uealt

 with hy‘shortfterm balance »f payments support." By adverse movement

n_Wes meant "a shortfall frem reasonsble expectations" and thelbasic
intent of the scheme was seen as being "to provide lonber term a531et—
ance to ieveloplné eountrlee which would help’ them to avoid dleruotlon

of their development probrame."

56;. The IB4D study flrst establishes that there is a need for such
supplementary flnanclng and then details a scheme which, in the opiniocn
‘of ite authors, "is desighed to be a practicable way of helping deve-
loping countries overcome the problem of unexpected shortfalls in
thelr export earnlnge that result in alsruotlon of scund development
programs." It is early made clear in the stuqy that oY opoeals undex
the scheme should eupplement gnd not dlsolace exlstlno forme of aidy
.and, indeed, a consideration of the dlfierences between the two kinds
of financing helps to make clear the nature of the IBED scheme.
Exlstlng aid is, in prlnelple, degigned to prov1de the necessaﬂv deve—
lnpment flnanclng over and above that aecrulno from exports, 1nv131ble
earnings and inflows of prlvate capltal In providing for futule aid
,flows donor and reclplent countrlee should ellow for exnected ehenbes
in export and 1nv1elble earnlﬂ s and fox chanbee in prlvate forelgn
investment, In an uncertaln world, however the best lala Ior ceste
can be counfoundedy and the ourpose of supplementazy flnanclng is to
provide foreign exchange when export earnings - the usuel main source

of foreign exchange — turn out to be persistently less than expected
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for reasons beyond the control of the developing country. Under the
IBkD scheme financing is also supplementary in +the sense that it would |
only be provided after other resources — such as the counitzy's existing

exchange reserves. and credit with the INF - have been drawn on,

57. ilembership of the Scheme proposed in the IBD report would be open
to all developing'countries; and tebhnioally,_the Lagia of the Scheme
would be the caioulation_of‘eXport shortfalls, Ths app:opfiate period
on which to base such calculations would be the duration of a develop— ,
ment rvlan - five to fen yearsé aﬁd‘it is‘sﬁggested“that a standard
expectation fofrexport earnings might be derived by using and refining
technigues employed by the IBrl in making commodity foreoasfs in the
paét. Essah%ially these cousist of combining consumption functions
for pfimary comnodities with what‘ihfbrmation ig available on the_éupgly
situation. Within the plamning period the unit for meaéuring short-
falls would be one year, and "overages' would, within one planning
period, be offset against shortfalls. 4 developing bount:y-experien—_
cing persistent shoftfalls_thr@ugnout a planning period woﬁld go inte
long—term debt with the Agency administering the IBLD Séheme; one
experiencing shdrtfalls folioﬁéd by "“overages" would repay'within the
period. "Overages" would not be carried forward from one perioﬂ to
another. '
56, In terms of Chart 1, the IB:D Scheme is intended to be discre-
tionary rather than automatic in its operation, It is, indeed,;a vezy"
strong feature of the Scheme that entitlement to benefit under it Wduld
depend on the willingness of the developing countries to enter into. an
understanding with-the administering‘Agency conce:mingé N
(1) its export expectations;
(ii) its development programme and the policies by means of which

it is to be implemented; and
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(111) the iedSlole adguszments which can be made in the event of
unexpected ghorifalls in export earnlnbs wlthout alsrugtlng_

the agreed development programme.

5G. By basing its dlbcretlonazy features on prlor aﬁreement it is
clalmed for the Scheme +that it would avoid tle uncertalnty normall
a35901ated w1thwdlscretionary measures: and that, prov1dea only 1t
gave ‘in effect the necessary unuertaking to order its af falvs to the
satisfaction of the ggencyé any developing country could be certain

of the fact that - and the extent to which — it'would receive help in
appropriate circumstances from thé Agency. It is, nevertheleés, Glear
that the IBuD proposals would give the Agency the right to 1ﬂterfere
deeply in the economic affairs of the developing nations. Apart from
any other-questions ag 1o the propriety of this, it is worth Lemaszns
that, as the authors of the Scheme themselves recognize, although
1mportant the proposed supplementary financing is relatlvcly small in
relation to total aid requirements. It is, for sxample, pointed out
in the ' IBRD report that the Bank has estimated that dver'the next five
years, the developing countries could e effectively use an addaﬁ;gyal
U.5. %3 billion per year; the estimates of funds requlred to supnors
the supplementary financial measures are of the order of U.S, w}OU—4OQ

million per annum,

C. Commodity Prospects

60. The structuré of nfilcan primary commodity exports has alr ready.
been described and discussed in Chapter ILI of this paper; and some
oammodity.problems have already been toﬁohad on earlier in this
Apoendix. The purpose of the preéent section is fo sugplement the
earlier discussion by examining5 in short compass, the problems and
prospacts of a number of priwary commoditics of narticular present

interest to Africa.
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(a) Petroleun

61, Cruae petroleun has accounted for a o"1'owin'g and important share

of the value oi African exports, From negligible: proportlons in 1955

this share bas growhn to aroun& 14 per cent in 1962 by which time crude

petroleum was Africa's leading prima export. This being so, it iS—
D & 9

_partloularly unfortunate that the problems asscciated with +the max ket-=

ing of petrol are complex and, relatively speaking, little studleda

62. 4s far as organization is concerned, there exists an Organization

of Petroleum Exporting Countries (OPEC), of which Libya is the only

© African member. OPEC affords the exporting countries a common forum

from'which %o negotiate i th the oil-producing companies. It is,

however, currently some wha 1n disarray and it has been unable to
obtain agreement among its members on recent proposals for GOHtrOlllﬂé

production.

63, Crude.petroleum differs from other primary products in the manner
in which foreign exchange accrues to the exporting country. In general,
the producing oil companies keep fq# themgelves more than'ohe-third of
the'expdrt:price, f.o.b.; and the cbuntries in which the peireleum
crig 1nates ‘benefit only from their share in the petroleum profits and
from the disbursement of the companies for local operations,  Apart
from the "ﬁosted—prices“ of‘fhe intégrate& companies, the price of
crude petréleum hag fallen since 1958, Data and studies on which to
base estimates of future trends are scarce. . Among forecasters,'howa
ever, theré seems - not very helpfully — to be two scheols of thoﬁghtﬁ
those_who-helieve that the rate of grdwth cf supply will be such as

to cause piices to féllg and those who believe. that demand will grow .
sufficientiy to cause prices to rise.. Further and more definitive

study is clearly in the interests of Africa.
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(b) Copper

64. 1In recent years the price of copper bhas been reasonably stable,
although it fell in 1958 and 1961 and rose in 1964 and 1965, Accord-

ing to a recent study,l the present structure of production and direct—

ion of trade in copper will remain unchanged over the next ten years.
An increase of two-thirds, by volume, is, however; Fforeseen in this
time in the export of copper from developing tc developed.counfries;
and_by 1975 the volume of exports is expected to be double what it was
'iﬁ 1960. In value terms the rate of growth may be even higher as

I

exports of refined copper grow-in importance.
(c) Coffee -

65. The price of coffee has been subject to fluctuation in recent
years, although therve is geﬁeral agreement that the Intermational
Coffee Agreement has imparted a certain meagure of stability that
would otherwise have been lacking. In the lbnger run, as has already
. been suggested in the discussion of the Coffee agreement, the prospects
give cause for concerun. Exiéﬁihg stocks are already high and - as the
plantings effected since 1960 become preductive — production will pr6*
bably increase. In face of a slow growith in comsumption the downward
pressure .on price is likely 1to be considerable; and the Coffee Agree-~
ment is likely fully to be tested. As evidenced wy the tripartite
study being underiaken by the Fa0, IBiD and the international Coffee
Organization, there is a growing awareness of the need for diversifi-

cation of economic resources among coffee producers.

66. In speculating on the future of coffee, it is perhaps as well
to remember that the marked recent expansion of African exports has
largely been of robusta coffee;fand that this expansion has taken place

in circumstances where, by restriction, the price of Latin american

| l——————-a) b e o

;/ B, Balassa, Trade Prospects for the Developning Countries, Homewood,
Illinois, 1964. :
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. reached in a oompletely'free market. It has been suggested that, if

low—-cost producers in Iatin smerica were given theirjhead, the price

of robusta boffee.would be forced down to a levél which ifricanlfafmars
would fiﬁ& tb be uﬂeconomio.l "I this is the case, 1% folloﬁs that
Africa has, 1if somewhat precariously, much to gaing at lezst in the
shorﬁ.run from the successful operation of the Coffese Agreement. IV
follows equally that if the Agreement were to break down many ifrican
producers would find themselves quickly in an exposed position. It is,
indeed, & sobering thought that "with the price of Brazils on a cost
of production basis, robugta production in ifrica may turn out to be

very largely a transient phenomena.”g/
(a) Cocoa

67. Much uneasiness is currently folt about the situation on the world
cocoa market. At prices obtaining in recent years, production has
palpably 6utpaced congumption and in 1965 the price of raw cocea fell
to its lowest level in twenty odd years. Ehders%andably the UFCTAD
Committee on Coummcdities has giveﬁ much attention to cocoa; and the -
Working Party ¥o. 1 (Prices and (uotas) of the UF Cocoa Conference

proposed emergency action — comprising the esiablishment of a floor'

price for the 1965/66 seasoni the creation of special funds to aid cocod

preducers ride the storm: the examination of marieting possibilities in
the centrally-planned economics of dastern Iurope; and the immediate
suppression of all tariffs and fiscal duties on cocoa-in the developed

countries. Agresment on these propdsals was not forthcoming and, for

1/ J.U.T. uowe, The Coffee Industries of «a8t ifrica in the lorld
Harket Setting in Afvicarn Primary Products and Internationsl Trade
{ed. Stewart and Oxde), Bdinburgh, 1965,

2/ TRowe, ibid.
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the longer—ferm, a fully fledged international agreement scems to be

the subject of intractable proolems. It is true that, even in the
absence of agreement and special measures, cocoa piices have recovered '
suostantlally from their crisis level of 1365, The long-run outlook

iz, nevertheless, far from promising.
(e) Wine

68. Algeria supplies more than 80 per cent of the volume of Wine ex-
ported'from ifrica and is,; indeed,; the largest wine exporter in the
world - accounting, between 19 56 and 1961, for about oneuthird'of the

world total. In 1962 wine ‘provided some 30 per cent of slgeria’ e total

export earnings.

69. The bulk of aAlgerian exporis go to France where Algerian wine is
blended with French. Following representations from French wine growers
to the French Government, Fremch imports of llgerian wine_havé declined
. Bignificantly - Wy about a half in 1963, Negotiations are being con-
ducted between the two governments with a view to éstablishing accent—
able guotas and prices., Given its imporfance in intra-african trade,

it is clear that the prosperity of algeria is a matter of concern to
other African countries which have consequently & strong interest in “the

Algerian wine trade.
(£} Jood

T0. The prospects for timber exports have been fairly well surveyed
in recent yearsl/ and the consensus of  informed opinion is that the
outlook for african exports over the next ten to fifteen years is good,
The. bulk of ..frican exports go to Lurope;, and the recent studies sug-

gest that Zuropean wood requivements are going to rise rapidly between

L NP S,

_/ See, for example, ..Ci, African Timber Trends and frospects /bl 14/
272), and Pi0 Prospects for Expanding Forest Product nxports from
Developing Countries, 1863, -
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now and 1975 with the resuli that ﬁurone's current tlmbe: deficit -
given DrDJected productlon and pollcles — will grow over this period.
The growth in requliements is exaeoted to comprise sawnwood, plywoold
and veneers, particle board aﬂd flbreboard and pulp arnd paper.  There
is thus a suggestlon that african countries should be. able to expand
their tradltlonal wood exports and te branch out into new fields. The
" latter process may be helped by domestic developments, In value texms
Africa currently has a net deficit in its timber.tradé largely because
- it exchanges uhprocessed for processed products. 4s African economie
'developmeﬁt proceeds, African demand for processed wood will grow
probably more than pari passu. If advantage can be taken of this grow-
ing domestic demand to promote manufacturing activities much might be
made of the iuropean export opportunities. The premotion of manu—
-faeturing activities would, of ‘course; be facilitated if the European
“and other developed_oountries were to reduce or abolish their tariffe

on finished products.

D. Conclusions
71. Thus far this Appendix has surveyed the charaoteristics and pro-
blems of commodlty agreements, examlned the nature and relevance of
proposals for compensatory financing g, and dlscussed briefly the future
prospects for six leading mrlmary Qroducts which together account for

50 per cent of africa's total exoorts. The purjose of bhls gsection is

to draw.conclusions from the foreb01n5 discussion.

72. 4is far as comuodity agreements are oonoerne& it may be said at
once that, if sfrican eccnomic development is constrained by the pros-
péctS'of its primary commodity exports and these prospects depend in
turn on the successful conclusien and cperation of internatioral commo-—
dity‘agreemeﬂts, then there is considerable room for despondency. In
terms of coverage, an examination of Table 1.2 of Appendix A suggests
that about 11 per cent (by value) of African sxporis of primary commo-—

dities are now covered by commodity agreements; if, on an optimistic
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view.of cuxrrent neuotlatlons, oocoa is added the percenta e rlses td
almost 18 per. cent. Lven then more than 80 pe cent of Afrlca s
primaxry ekports are not covered by oammoulty agreements; and 1t would
reguire a high degree of boldness to guggest that ooas1deraule exten— N

sion is coverage im likely.

73. It has‘alfeddy been. pointed out that the Coffee Agreement - which
covers some 8 per cent of african primary exports - is likely %o come
vnder inoreasing vressure and that if it cracks manynﬂfrican:producérs
will fare badly; argunent could be made that, at least in the foreéee-
able fuiture, the tin agresment will constrain rather than expand export
earnings; and it has o be recognized that what proiection at present
ig afforded to earnings from African sugar comes almost entirely from
partial and preferential agreements which UNCTAD would like ultimately
to see abolished. More generally, the historical experisnce 6f exist—
ing commodity agreements and the palpable difficultises surroundihg
present negotiations do not encourage optimism regarding‘future expéﬁ—
gsion. Whatever may be said for the sake of diplomatic argument,; the
advanta eg to the developed countries, glven the sophistication of their
economles, of commodity agreements is marginaly and ds for the deve-
loping countrles, aither the grosPects for their commodlty exports are
good in which c¢ase commodity agreements tend tc be redundant, or the
prospects are bad in which case agreements tend to be tmworkable .

It may, of course; he argued that attempts at commodlty agreements have
been lsss than whelly successful because of the pieCemeal approach

- adopted hitherto. The presumption must be, howev@r, that if éuch
sgreements ate difficult to negotiate so, g fortioxi, is a multltude

of agreements. This is perhaps especially so since the French view
of international markets is not widely shared among the develgped

countries,
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T4, Proposals for compensatory flﬂenclng have arlsen to sore . extent
from dlsenchantment w1th commoalt} agreements9 and there is no doubt

. that Afrlca could beneflt from such flnanslnf=- though some countrles
more than others and to different extents from dlfzsrent schemes.

In a paper prepared in 1964 before the first UNCT“D two economlsts
worklng in Fast Afrlca estimated that if the. Unlted Ns.tlons Devslop-
ment Insuranee Fund had been in eperation betwesen 1952 sna 1962, then
Uganda would have received beneFits to someﬁhlng llke tw1ce the vslue
of the’ premlums-pala te‘the Fund, while Kenya and-Tangany1ka~weuld ‘have
roughxyxbrsken even.;/ Phe same study also estimated that if the OaS
Scheme had heen in operation over the same periedithan-ali three coun—
tries would have had more stable export earhings, * Bimilarly some”
illhstrativé material presented in the IEaD report“eh'ﬁupﬁlementarj
sFinanEial Eeasuresg/ suggest that if the World Bank Scheme had been

in operation between 1950 and 1963 export receipts'in;TsnzsniaP(Tshganw
yika)jana~%he'5udan would have been more stable than was, in fact,  the
‘0agé. The budan, in particular, would have benefitted between 1956

and 1963 when aclual exports were con31stently below the IBud pro-<

‘“aectlon._

75; The varlous schemes for compensatory flhaﬂclnb deserve careful
Study, and a simulation exercise which put magnitudes on the 11kely=
beneﬁlts:scqrulng to Africa and African countries woula-be‘a'worthw
while un&ertaking. It ig, however, important to realize that the "
prosﬁecﬁiof benefit in principle is very different from actual benefit

*“in'prscticea Compensatory - financing is obviously not without its’

- Clark and Kyesimira, Compensatory IFinancing for-Ekport‘Fiuctua-
tlons, East Afrlca Institute of boclal Lesearch, 1964. '

2/ IBuD, op. cit.; pp. 35-36.

K!_-
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dangers and diffioulties; and it i® salutaﬁy o Temark that of ail'
~ the proposals listed in Ghart 1, only the IHF faclllty is operatlonal -
and belng short term in its coverage and narrew in its Tange, it is one
of the least generous of the schemes. The IBnD study is clearly a
 serious attemptito @roduce a workable scheme; itthas; however, alfeady
-.:been pointed out that 1t Contalns features Whiph_will;ﬂot ?ea@il?

comnend themselves to developlnb countrles.A

76,- The.sample of commodities examined in the previous section of, this
Appendix is not necessarily representative, althoughrit'dses cpver;SO
per cent of african export values. From the sample it is possible to
conclude thit future prospects for African primary commodities are
mixed. . The future prospects of two commodities - copper and wood,
accounting for 16 per cent of total exports in 1962 - ave good; for
two other commodities ~ petroleum and wine (19 per cent of the .total
in 1962) - the prospects are uncertain; and for the remaining two
commodities - coffee and oocea (15 per.cent of the 1962 total) .~ the
best that can be sald are that the prespects are -discouraging. The
fact that there are primary commodities with reasonable future pros-—
pects serves to offset to some extent the pessimism tnat attaches to

an assessment of prospects for exuenuln& comnodlty agreements. -

TTe - In examining the future prospects for commodities the production
of .which currently deploy the bulk of Afiican economic resources, in
pondering the problems of international cemmodity agreements and in
considering the pros.and cons of proposals for;compensatoxy.finanoe,
it is important not to lose sight of the fundamental problem, This
iz, guite simply, the promoticn of econcmic growth in Africa., This
“sresupeoses “the transformatlon‘nf ufrloan economles slnce, as’ at
present structured, the standard of llVlng these eoonomles oenerate is
intolerably low. It is thus necessary to transfer reSOuroes out of

existing lines of activity, not merely because the products of the re-
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sources as they are presently deployed have indifferent prospects in
'ihtefnationai trade, buib also'because the existing econemic structures
are less conduclve to rapld growth than plauelble alto:natlves. What

is in 1ssue is ‘the most apgroprlate means of flnanclnb the tran51tlon.

78.- Internatlonal commodi ty agreemenﬁs and comgensatory flnance.
schemes are clearly possible 1nstrumeﬂte of tranbltlon. Enough has
been said, howeverE to suggest that they will not neeessarlly be suc—
cessful ones.. It is loglcal, therefore9 te ask what are the alterna—
tives. The start1n5 point for an answer is the reoognltlon of the
fact that both commodlty agreenents and supplemenudey flnan01ml meav
'suree can be v1ewed as rather complex and indirect means of channelllng
aid from developed to developing countrles. The ¢guestion cen, therew
B fore, be reformulated to - ask whe ther it is pOSSlDle to devise an alter—
_natlve system which would induce aid to flow in the a951red amoun te

and ;n approprlate fashion. One possible angwer in short compass is
='“che: éstablishment ef an international fiscal sJetem.' This has hitheito
been reéarded as rather Utopian, It would, however, have certain advan-
tages, not leazt of which would be that it could focus directly on the
fundamental problem of promoting growth and if guccessfully orga=-
rﬁniged, it would offer more scope for financing economic treusition

then the ﬂerfower arrangenents obtainablie by commodity agreements and
ooﬁoehsatoﬁy financing.l/ in international fiscal system Wou1&="inter—
natlonallze” ald and would, “even if it meant international scrutiny

of: &eVelopment plang”’ anu progress, avoid the difficulties and dangers
ofupresentgbllateral arran&emants. It is 1ndeed posolble fruitfully

+to think of an international aid system as a logical extension of the
IBAD's notion of an Agency for disbursing supplementary financial
zssistance, International scrutiny and suggestion, if it is dis—

1/ Some study has already been undertaken of international fiscal
schemes. ege, for examole, Dosser, Towards a Thegry of Inter—
nationsl Public Finance, Kyklos, 1963 and Seers, International
Aid, Hodern Africa Studies, 1964, ¢
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pageionate, can be:heipfulg and 1f - the developin' counfries aré‘inclined
to feel 1rked they can draw comfort perhaps from two thoubhts° thatw
pace . the present situation in the Unlued Kingdom,; even aeveloned ooun—
tries have sometimes to breok international advice and oomment and '

that if tne cost 15 1rhsome the gains are hlbh

T9. It has, of course; to be‘“mcobnlzed tbat attemots to create ‘an
international fiscal system would. confront very oon31aerabla ulf;l—
culties. Dro Nicolas Keldor has calculatedl/ that to. £i11 the 11kely
trade gap of the developing countfles by aid would requlfm & relatlve
_increase in net lending that is more than thOe as thh as the DrOJECted
rates of growth of their national product. nlthough even this volume

of aid would be but a small provortion of the 0P of the developed coun=-
tries, it would, on present indications, place a severe étréin oﬁ their
political will. Against this it may be remarked that commbdityﬁég:§é~
ments also invoke politioai will and there is uo reason, & Uriogi, ﬁhy

. the will should be less forthcoming for extended_aid.than for éommo&ity -
agreements. Indeed, since i% does not provoke the hostility of“specific
pressure groups in the developed countries and since it may seem more
rational and direct, extended aid may stand the oetter chance of support.
At all events, even if only faute de mieux, it may be argued that the
‘establishment of an international fiscal system should be placed_hlgh

on the UNCTAD agendaj and it should be recogniﬁed tha t ifrica; asg the
developing regiom most vulnerable to the sluggish srowth of.primazy_
exports and unsuccessful or non-existent commodity.agreemehtsﬁ would have

most to gain ffom_the successful prosecution of such a scheme.

1/ International Trade and Economic’ Development9 Modern Afrlca
Studies, 1964. .
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‘ The fxport of HManufactured CGoods -

1. The 0rev1ous Appendix ended with an argument that9 given the
'dlfflcultles attenalnb gchemes for 1ntefnat10nwl oommodlty agreenents and
supplementaLj flnan01al reasures, Geveloping countries, varticularly
those in Afrlca, mléht do well to seek eytenslveg 1ntern;t10nally—
'orgqnlzed aid to finance the sconomic trangltlon from ‘the orosent low
"1evels of per oaplta 1ncome to self—sustalnlnb srowth, It bears re—
peaﬁlng that what is beln financed is & transition and it ‘bears em-—
lpha51s that develoglag countrles should not for a numbnr of rea,sons9
'come to depend in any oermanent way on massive 1n3eotlons of forelgn
_ ald ag the malnatay of thelr economic progress. The purpose of aid
1s to permlt economlc transformation and unless this is achlevea the

) Whole system will, sooner or later, collaose.'

2.. A TN study cited earller in this paper hypothetlcally projected
‘-the initial gap on current account for the develeping countries from
an observed U.be $4.9 billiom in 1960 to an estimated U.5. 220 billion
in 1970, —/ The corrGSponalng figures for .ifrica are U, S »2,0 billion
and U.5. $6.0 billion respectively. These projections are based on
the observed irends of the 1950fs and the assumpltion that no effective
poliﬁies will be devised to imorove the-position by 19706, Haking im-
plicitly the same assumotiohs, Dr. Kaldor has célculated that if the
TN progectlons are carrled forward to 1580 the result would be an ini-
tial gap on current account of U.S. h57 bllllon.z Assumlnb the same
relatlve dlstrlbutlon as %ﬂat estimated for 1970, Africa's share of
the 1980 gap ‘would be .S, $17.1 billion, Trade deflclts of this

- magnltude would not be readily supportable hy Iorelbn ala, or even by
.forelgn £id and private 1nvestmeut.' It follows from this that part

of the necessary structural transformatlon of the deveioplng economiss =

1/ -UF Horld Beonmomic. Survey, 1963y Ch. 3.
2/ Kaldor, op. cift.
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“to be financed by aid and/ér'other heans — is significant structural

change in the foreign secior,

3. ihat is reasénably clear is thét;_given the low deménd elasticiv
ties aﬁd the.other imdediments that confront the prlmary exoorts of
‘the developlné countrles in their tradltlonal maikets in the aeveloped
' economles, any substantlal reducﬁlon of the trade gap w;ll depend on
_dlver51flcatldn of markets and products. There 1s‘éoﬁérreésoh'td

| hope - given statements made at Ueneva and subsequently - that the
prorts of primary produce.to the centrally-planned sconomles'can be
subgtantially inoreased.cver the nexi deéade of s50. But even'substén-
tizl increases in thls dlrectlong start:mtD as they do from a very low
baae, Would have but a moderate impact on the overall rate of growth of
primary exports.l Similarly the developing countries as a group could
lessen their trade gap with the developsd countries by trading‘hore
among themsslves. It is necessary, howevesr, to remember that the
process of growth in the developing countries implies the need for
increasing guantities of imports - perhaps over a long period six per
cent more in any one year than in the previous year - from the deve-
loped countries; and to recognize that greatly increased trade with
 the centrally-planned economies and among the develoging cduntrieé
themselves would still leave & very considerable gap between the

rates at which'imports and exports were growing.

4, 1In thls clrcunstance a very 51gn1f10ant increase in the exporis

of manufactured oods from the developing countries to the develooed
_beeomes cru01a1, an. 1t 1s thu purpose oi this Appendix to 1ntrouuoe,
though certalnlg not to exhaust, - alscub51on of the export of manus-
factures from Africa. The remalnder of the &ppendlx is in two parts:

the flrst presents and alscusses some basic statistics pertalnl g 1o

;/ Thus Kaldoxr, op, cit., suggests that by 1580 the annual rate of
increase in awgregate of primary exports might be 3.8 per- cent as

compared io 3.0 per cent.
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the present situation, and the second contains some more general

“thoughts. for the future.

A, Some Bagic Ltatistics e

5.‘ Some bagic 1n¢ormatlon on the 1mp0rt5 of manuidctured soods 1nto
the developed countrles in 1963 is given in Tables 1. 10 to 1.13. For
the most part thls 1nformat10n is based on a receut wﬂﬂ eitremeLy.useful
U'GLAD publlcatlon.;/ It was, however, found necessary tO'adjust the
UNCTPAD materlals at two points. In the first place the UECT.T publi—
oatlon, b81nb bmsed primarily on statistics of the developed countmesE
was -somewhat prone to overestlmate, in effect, tne exports of deve-
loping countries, and some consequent changes have been made for African
countries, In the second place UNCTAD construed manufactures very
broadly and it was deeMed desirable to eiolude from the UHCT:D lists
commodities which had already been included as p;lmary exports in

Table 1.2 of the present stedy. It should be noted that such exclu-
sions affect the comparative sitanding of the developing regions as
exporiters of manufactured goods, The easiest way to define manu—
factures is'to regard any p:oceséing, however slight, of raw materials
as an act of manufacturing, Such é definition is, however, not the

most useful in the cohtext of economic development; and the rationale

of the present exclusions is that the degree of value added by such
processing as ftakezs place. is s1i; sht and that the commodity remains to

all intents and purposes a primazry product.

6. The origin of manufactured goods imported into the develojed coun-
tries in 1963 is shown in Table 1.,10. It is known that imports of
mantufaciured goods Trom the centralliy-planned economies are relatively
small and it is consegquently obvious that the developed countiies are
themselves by far-and-away the most imporiant guppliers of their owm

1/ UNCT.D/MD/MISC,1: Statisbics of Imports of Semi-Manufactures and

Manufactures from Developing into Selected Developed Cbuntries,
1963, ' :
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import reguirements for manufactured goods. In total the deveioping_
countries provided 7.5 per cent of manﬁfaotured imports intc the deve-
loped countries in 1963, The ifrican sharelwas 0.6 per &ent and, as-
things are at pres emt constltuted the stake of the other aevelopln
‘regions in the manufaoturlng markets of the developed countries are

" much greatvr, In fact both the .merican and Asian regloﬂs currvntly.

outeell Africa in the ratlo of 6:1,

T Hot only do the other Qeveloplng regions sell more m@nufadturéd.

goods absolutely than Africa in the developed countriesy but such goods
also leoom larger in their total exposte than is the case for Jfrlca..;'
A may be seen from Table 1.1l exporis of manufactures to the developed
countries accounted foflabout 5 per cent of LAfrican totazl exporits in

1963. The corresponding fizures for the American and Asian regions are
15 per cent and 14 »er cent respectively. It follows that if the pro~.
motion of manufactufed_exports are crucial Tor the future then africa .

has, relatively speaking, further to go than the other two regions.

8. (Developed) counttj and.comquity details are giﬁen in Table 1.12
for the manufactured goods imported hy the develeoped countiies Ffrom
Africa in 1963, Bomewbat surprisingly 3the commodity concentration of
African manufactured exports is as great as the concentration of primary
products.  Thus for manufactures; the leading five and ten commcdities
account for 40.4 per cent and 67.3 per ceant of the toﬁal value of manu-—
facturing exports respectively; and the relevant figures for primary
exports are 46,0 per cent and 63,1 per cent respectively. African.
exports of manufacturéd products are also markedly concentrated as
between.the developed markets. Irance alone accounts for 4l.3 of the
total impbrts from Aifricay France and the United Kin.dom together are
responsible for 59.0 pér'cent; and the addition of the United Ltaies
brings the share accounted foxr up to 71.3 per cent. ILooking at the
matter somewhat differenily, it is clear from the Table that 4frica's

largest market is in Europs. Thué the United Kingdom and the F:C
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countriesAtogeﬁhef imported more thaw three-quarters by value of

 Africa's exports to all developed markets in 1963, -If the other iuro-
pean countries are included, more“thaﬁ 83 per cent.of the total is

thus covered.

o 9.   Hot_sﬁf@risingxy, products of heavy-industry'arefof‘no substan—

tial weight in African exports of manufactured goods. .is may be seen
from Table 1.12i; exports of processed foods account for slnost onew
third of the total and exports of manufactures classified mainly by

materials for another ithird. From inspection of the individual comme-—

‘dities in these SITC sections in Table 1.12 it is evident that much

of Africa's exports of manufactures consists of very simply processed

goods. This is no doubt a natural development in a continent which,

. made its entry to the intermational economy via the export of primaxy

products. It has, however, serious implications for economic develop-

ment, The slighter the degree.of processing the 1ess_thew"vélue~added"
thereby, the less intense the training of the labour force_anﬁ probably
the less powerful the impact on the rest of the economy. Much more '
and much more serious study is recguired of thié_problem. _There.ié,
however; sirong owesumption in Table 1.12 that if african économic
growth,ié_to proceed at a reasonuble pace and 1f the African trade
position 1a fo be improved, then it will not be sufficient merely to
expand existing African exports. OStructural transformation of these

exports_will.alﬁo‘be reguired.

10 UFor each of the commodities or groups of commodities listed in-

Table -1.12, Africa's share by value of the impo:ts into developed coun-

‘“tries from all sources and from the developing countries respectively

is shown., As Tar as the proportions from zll sources are toncernad,
the figures for individual commodities coufirm the general impression
that the African foothold in the developed markeis for manufactures - .

is small. Thus only two commodities — the one (coins not being legal

_tender) being rather eccentric and accountiang for 25 per cent of all
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imports into the developed markets of its kind, and-fhe other-

(meal and flour of wheat) being more orthodox and accounting for 12 4
per cent of the relevant total - were responsible in 1963 for more - than
10 per cent of their respective import totals. Six oommodltles - fish
in alrtlght containers, inorganic chemlcals, meat in airtig ik contalners,
preserved vegetables, essential oils-and cotton yarn and thread -
accounted for between 5 and 10 per cent of total 1mports from all

sources into the developed countries. A further sixteen commoditieé

. pustered shares amounting to between 1 and 5 per centy and no fewer

than forty commedities supﬁlied legs than 1 per cent by value of their
total markets in the developed countries,.
1l. As nmight be expeqtedg'ﬁfrican exports of manufactures loom larger

in the totals of manufacturing exports flowing from all developing coun-

‘tries to all developed countries., Even so, however, African exports

are very far from being in a dominant position. In terms of bITB-sed~
tions, Affica does best; a8 may be seen from Table 1.124, in the export
of inedible crude materials (except fusls); which are, by definition,
not highly processed goods. Africa, in fact, suppliéd'almést 37 pex
cent of the imporﬁs of such materials from the developing countries
by the developed countries in 1963, Miscellaneous manufacturing ex~
ports from ifrica accounted for 29 per cent of such imperts by the
developed countries from all developing sources; and something like -
25 per cent of the processed foods bought by developed from developing
countries in 1963 came from Africa. Apart from animal and vegetable
oils and fats ~ exports of which from gfrica-in_l963 aocounted-foﬁ 5
almest 17 pexr cent of the relevant total - african shares among the
developing countries for the othér SITC sections were less than 10

per cent, -

12, There is, as may be seen from Table 1.13,'considerab1e variation
in the relative importance of manufactured goods in total exports of

the various African countries. DBecause of ite aluminium, Cuinea easily
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heads the lis®t w1th 41 7 per cent of iits elaorts leaving the country
in manufactured form.—/ such a hléh propoftloﬂ of manuxactured goods -
in total ex@orts i1s unusval among ..frican couniries; and only Liberia,

with manufactured goods comprising almost 20 per cent of i1t8 export. .

. total, comes anywhere near to matching i, Nozambioue, iunlsla? Ladam

gascar, Henya and Nig s elDOIt manufactures to- the. e&teﬂt of between
10 aﬁd i1 per-cént'of their respective totals; andlﬂlgerla, the bqua—
torial Customs Uaion, sthiopia, Semegal, the United srab iepublic and
the former Federation of ihodesia and Fyasaland all have manufactured'
goods accounting for betwesn 5 aﬂd_lO per cent of theit xport tdtaiéq
In the remaining twehty countries listed in Table 1;13, mahufadtured
goods are responsible for less - and for the moSf‘parf considerably

less — than 5 per cent of the expo.t totals.

B. The levelopment of Manufactured fxoporss from Africa

13. It should be obvious thab-existing trade statistics are of linited
relevance to the future development of manufactured exports from Afriéa;=
Indeed the main usefulness of the current statistics is asg an indicator
to the direction in which changes aTe necessary and as a measure of the
extent of the distanoe.to be covered, Whatever view is taken of the
future of primary products and -of the role of foreign aid and forelzn
investments, neither .ifrican countries nor the ECL are in any danger

of underestimating the importance of industrializafion and the diver—
sification of traditional expoft pvatterns. Under the auspices of LCA

a Sefies of regional meetin:s is now in progress at which plans are
being laid to promote aocelerated industrial _growth which will nake

the best use of Ieglonal resources and op)ortunlrles. The successful -

;/ The actual proportion of m&nufactur g will be higher mince (uinesz
exports aluminium to other African countries. In general it has to .
te remembered that the computations of Table 1,13 are bazed on
manufacturing exports o the developed countries.
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impiementation of euch plans will do much, in time, to 1m9rove'“frlean
exporé'prouaeots. Leenwhlle,.lt will serve useful ourvese to examlne
some genergl conelderaulone which relate fo the promotion of manufactured
exports from developing countries and to reflect further on . the mfrlcan

porition among develoulng regions.

14, -Generally speaking, there are two main obstacles to the promotlon
of exports of manufactured goods from the developing io the developed
countries: the need te achieve price competltlveness with goods manuar
factured in the develooed countries; and the tarlff9 Tiscal and guota
impediments with whickh developed markeis tend to be protected from
imports from the developing regions., The two difficulties are, of
course; related. The development of highly efficient industry in deve-
loping countries could, within limits, make tariff and other barriers
in the developed countries largely ineffective; and, in prineiple,
tarift and. other barriers ceuld be made sufficientlj restrictive to
keep out the products of even the most efficient industries. Since
efficiency, in the sense of low-cost production, is difficult to secure
in the early stages of iﬁdustrialization, the two obstacles in the
~early and crucial stages will tend to re-inforce one another. Thus
even if, as iz likely, iﬁduetrial prouuction can be deliberately raised
in the developing countries it does not automaticall; follow that thelr

exporis of manufactured goods will increase pari Passu,

15. It is well known that in the early stagee of indusirial activity,
labour productivity is lew and that, even if wages are low, manufacturing
costs can be high. It is also well known that, as industrialization¢
proceeds the costs of manufae®turing tend to fall. This is peitly becausge
the 5rowth of manufacturlng makes for economiss of gcale, but also, and
‘more importantly because, with experiénce the factors of production,
inclucing labour, are used more efficiently. This difference between

the initial and subsequent situations is the foundation for the infant-

industry argument under which early industrial effort is protected Ffrom
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forelgn competltlon hy means of tariffs or quantltatlve restrlctlons.
‘The 1nfant—1ndustry argumeﬂt has lon been_a resgectable gart of
._.nestern‘eoonomlc practloe.' There is, therefere; no reason why tHe
.defeieped should deny the developing counfries the inht to preﬁect
their infant industfiee.‘ It is, however, 1mportant to remember that
infant 1ndustr1es, esgeclally it they are to be etooLt-orlentated

are expeoted o grow UpP. 48 the evidence of some Latln American -coun-—
tries has shown prctected industrial development based solely on imjort

substitution can he stultifyingy and in the context of their growth

' aspirations and rélated trade problems every industrializing and deve~ !

loping country must do what it can to promote industirial efficiency.
‘This is partly a question of domestfc economic policy and partly a
question of Wllllngness to Jjein ih Wldereconomlc groupings in order

that 1ndustr1el effort can be based pn wider than national markets.

16, The barriers applied by developed countries to manufactured im-—

" ports from developing countries are ﬁoubly irrational: they are based

o a fallacyg and they are 1ncon51stent with other policy aims of the
.developed countrles. Behind ‘the barrlers 11es the fear that 1mpo;te
of cheap manufactures from the devaloplnv countrles will. somehow
threaten standards of lxv1n¢ of the developed it 1s, of course,'
true that comoetltlon from 1moorted manufactures can threaten parti-

. sular 1nduSur1es 1n developed countr1989 the British textlle 1ndustry
-has, for this Xeasoil, been in relatlve decline for over 11fty Fears.

A modlcum of faith, however, in the flemlbllltv of the ueveloaed,econo—
1_ mies and an informed view of the prosaects for a fully—emoloyed
..1ncrea51ngly rlch world economy 1eads to the reallzatlon that 1ncreasmG
the flow of manufactured imports from the deve1001n5 to the develooed
countrles will in the 1ong run enrich both allke. ulthough argunent

may be made that the level of ald glven by the developea to deveIOpln&
countries is inadequate there can be no doubting its intention. Aid

is unequivocally meant to promote economic growth., It is, however,
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the argument.of this A@pen&ix'that the promotion of wréwfh crucially
depehds on the export of manﬁfactﬁréd goods; and therc is ah obv1ous
1ncon31stency in 81mu1taneously giving aid and artlflclally restrlctlab
manufactured 1mports. In terms of thelr liberal preten51ons thelr
self-interest and cons1stenoy of policy obaectlves, the developed

countrles really ought. to abollsh existing restrlctlons.

17. . Given that 1ndustrlallzatlon and the_pzomotlon;of.maﬂufactured
exports are crucial elements in the promotion of'economic‘growth‘in'
the developing countries, it follows from the tables already discussed
in this Appendix and from what is otherwise known, +that, of all the
developing regions Africa has furthest to go. This is true -both im
terms of the relative importance of égiwgggg.of manufacturing. now-
taking place in Africa and also in temms of the degree of sophistica—
tion of manufacturing activity. There are certain impliqations in

this situation, the most obvious of which is fhat Africa is most in
need of aid to finance its economic transition. The second 1mao:tant
1mpllcatlon of the existing dlfferences in economic structure is that
certain of the measures now belng pressed by ULCT;D - w1th, of cou*se,
the approval of all developing countries - might Just, if successful,
widen the existing gaps‘amon& théAdeveloping fégions; Uhdlscrlmlnatlng
‘preferences granted to all develoalng countries and equal access to all
developed markets for the manufactured p$oaucts of all developlng coun-—
_trles would presumptively favour the most developed - a8 measured hy
the relatlve 1mno;tance of manufactu;lng in total economlc activity -
of ‘the developan reglons, ana there is some danger that nfllca would
be left at the post. To =ome extent, 1f thls happeneu, Afrlca mlbht

- recoup itself by capturing an 1nc"eased share of the grlma¢y oroduct
marke t8. It 15, however, an open- questlon as. to how far tnls woul&

be in Afrlqa g long-term economic 1nterests.
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Table 1.10

- Qrigin' of Manufactured-Goodsl.ImEOIted into belecﬁed
- Developed Countries Trom Developing Regions, 1963

REGION o . . Value in million US %  Percentage
World . - - | 52,980.1 100.0
afriea . 318.7 . " 0.6
American aeveloping countries 1,735.2 | 3.3

Asia 1,892.9 | 3.6

Source:: UNCTAD/MD/MISC.ls Statistics of imports of semi~-manufactures
and manufactures from developing ccuntries into selected .
developed countries in 1963,

;/ Ekcluded from the UNGTAD list of manufactures are the following
groups of the SITC: 072.25 072.3¢ 231,25 231.3; 2433 26635 351;
681 through 6893 012y 0523 1lly 1l2. '

Table 1.11

Total Bxports and idxports of Manufactures;/ to Selected
Developed Countries from Developing legions, 1963
(in million US 3) 1
Total exporis Bxports of manufacture Percentage

Africa 6,144 . 3i8.7 5.2
America 11,290 : 1,735.2 15,4
Asia . 13,828 1,892.9 13.7

Source: UN Menthly Bulletin of Statistics, March 1965;_UNCTAD/MD/MISC.1§
LCh, Boonomic Bulletin for africa, Vol. VIIj IMF, International.
Financial Statistica, August 1565,

;/ Excluded from the UNCTAD list of manuzfactures ars the following
groups of the 5ITC: 072.2: 072,33 231.23 231.335 2435 2663 3513
681 through 689; 012 0523 111; 112,
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Table 1.13
_%?ropoftion for Africaﬁ*Couhtfies of Tdtal'Ekborts{_
~Accounted for by Manufactured Imported/ into
_ Belected Develoned Countries, 1963
Cougtﬁﬁ ‘¥   ' Total exports Exporis of Manufactures Percentare
AR ' (in million (in thousand US 4)
Us &) |
Algeria, 700 49,026
Burundi-Fvanda 13 13
Cameroun o 118 173
Congo,(Deﬁ.Rep.) 324 6,094
Dehomey ' _ 13 35
E@uat@riél Customs Unien 140 13,016
_ Ethiopig- 90 6,585
Ghana 273 5,571
Guinea 55 22,959
Ivory Coast 230 6,340
- Kenya 143 14,002
Liberia 81 15,803
Libye 378 1,973
Madagascar - 82 8,197
Mali 34 10
Mauritania 16 -
Morooco 384 290143/
Niger 27 2673/
Nigeria 517 9,368
Sene gal 111 1,161
Sierra Leone 81 456
Somalis 32 1,416
Sudan 226 1,864
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Table 1,13 (continued)

Total exnorts

ixports of Manufectures -Percentage

(in million

(in thousand US w)

Us 5)
Tanganyika 179 75043 3.9
Zanzibar 14 184 1,3
Togo 18 _ - -
Tunisia 125 12,389 9.9
Ugands 153 739 . 0.5
AR 522 " 33,096 6.3
Upperxr Volta 9 - : -
'Rhodegia & Nyasaland 621 31,721§/ 5.1
Angola 165 756724/ 4.6
Mozambigque - 101 '119175&/ 11.1
Source: ?CTAD/MD/MI&C,I: Stetistice of imports of semi—manufactufes

and manufactures from developing counitries into selected

~developed countries in 19635 UN Yearbook of International

Trade Gtatistics, 19633 ECA, Foreign Trade Statistics of

Africa, Series By No, Ty Cffice BStatistique des Commumauniés
européennes, A,0.M. Commerce extérieur.

1/ Fxoluded from the UNCTAD list of manufactures are the foliowing
groups of the SITC: 072.2y 072.33 231.2;5 231.35 2435 2665 351
681 through 6893 0l2; 0525 111y 112,

2/ In the UNCTAD statistics exporis of ‘wine from Morocco were higher

than total exports of manufactures.

Conzequently the figure used

here is from the UN Yearbook of International Trade Statistics, 1963,
In the UNCTAD statistics exporits of manufactures from Niger were

greater than Niger's total exports.

In the civcumstances the figure

used here was derived from AQM Commerce extérieur, Office Statis—
tique des Communautés européennes, nanvier—décembre, 1963,

ke

Exports to developed regions (as defined in ECA Foreign Tr-de

Statigtics, No. 7 less South ifrica.

&

Exports of manufactures to the world.
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Some Further Conclusions

1. 'Thé purpose of this short Appendix is to supplement the conclu-
sions already reached at the end of the main paper. 4 useful siarting
point for such supplementation is the repetition of the point that
the basic purpose of the whole exercise is to promo te economic‘déveM
lopment in the developing countries. Since, as a rule, Africa is
less developed than the other two regions, particularly latin Aﬁericas
Africa has more to ggin and more to lose from the success or failure
‘:of UECTAD; cAfrica has also strong interest in seeing that the fruits
.‘f UHCPAD & effqrts are equitably distributed. Mention_has'already
- been made of this problem in the context of efforis to premote indus-—
trial exports, The point has widerrelevance and it should be recog-
nized that Whaf, given its raigen d'8tre, UNCTAD cannot reasonably do
is tb'narrow-the gap between develeped and developing countries in
- ways which result in widening the gaps among developing countries.and

_regions themselves.

2. URCTAD is alfeady pledged to pay particular attention to the pro-
- blems of the poorest countries. Perhaps an additional ceutionary
measure - probably desirable en other grounds - might be suggested.
Paralleling the situation in which the LC4, concerned with a ‘conmtinent,
finds it convenient to work within a sub-regional frameworlk, UKCTAD
might also.adopt a régional approach in making proposals or assessing
events and attempt to spell out for the three regions the-likely impli-

caticus of proposals or events,

3.  The main impression that emerges from a survey of the documents
now flowing out of Geneva is that UNCTAD is vigorously bressing ivs
attack on the trade and development problems of the develoﬁing coun—~
tries en'a very broad front - from attémpts to promote COmmodityvagree-
ments to a concern with the practical prdblems of expoit vromotiohs

from concern with the conditions necessary for faster growth, with
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the problems of 1nternaulonal llqu1d1ty, with the speclal dlfflcultles‘
of land-locked countries, and with. the prehlems of 1nv151ble trade

- to attempts to break down barrlers to manufaotured exports ‘and

attempjs,to obtain preferential treatment for the develqpln* oouﬁ;-.
tries. osuch an approach has Jmuch to oomnend it and it may be deIenaed
on the grounds that the problems are so immehse and tha nolltlcal
1ntran51genoe of the developed countries so marKed that any. and

every promising - or even not~30wpfomlslnb - aporoach must be pu“sued..

4. - Attacks on a wide 1ront however, are never without thelr dangers
and it is always necessary to ask whether a greater concent atlon ©f
effort on a more limited area would not represent sounqer-tactics;
FProm an Afrioan,point'of view, the suggesticn is madej;at least for
 discussion, that what is reguired is the establichment of an international
fiscel System and -~ with appropriate safegﬁards againsf diserimination
among developing regions — the promotion of mesnufacturdd exports, It
is, of course,'not pogsible to consider these objectives in isclation.
The fiscal scheme would almost cewtainly bhave to be linked to discus—
sion for international monetary refomrmy for example, because of the
relationship between balance of vayments problems in the developed.
Qountrieé_and their willingness to be of aid. There is, howsver, a
difference between & general consideration of problems and a widening

out from a specific appreach,

5e If the views were accepted that UNCI.LD might reasdnably.adopt a
regiongl approach and concentrate more heavily on'whét, from the
African. point of wview, are ithe pressing 5roblems, neither the ifrican
states nor the Brei would be excused from the respon51blllqy of further
study and effort In a general way much movre needs to be known about
what. African states may seek reagscnably to do with théir eco?omic_rew
sources over some specified period of time before one can begin Yo
dogmatize about the ways in which various externmal agencies and pro-

posals may or may not be helpful. More specificélly, in the context
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)
of the present discussion, African studies should be made of the
feasibility and desirability of comnodity zgreements: of selected
éxport prospects; of likely &evelopments of manufacturing industry
specifically in the context of trade and growithy of the possible
forms an international aid agency could itake; and of ways in which -
Afrioan devélopment'programmes can be co-ordinated and made to serve.

ag a basis of gssersing African prospects and needs.

'6;7- This.paper might reasonably he concluded by'reiteratiﬁg that -
UNCTAD is the best instrument that the developing countries have got,
and nothing that has been sgaid so far is meant to detract either from
the performance or importance of UNCT:D. The role of the deVeloping
regions, however, does not preclude, but in fact demands, their for-
mulating'cléariy ideas as to their righitful aspirations, If this is
some times sharply done it has to be remembered that the pcor, like

the crippled, have the right %o be cantankerous.




