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II. INTRODUCTION

1. From time to time, various bodies have made attempts to find

solutions to problems connected with using primary commodities to

ensure Africa's economic development process. Similarly, numerous

studies relating to processing of individual commodities have been

conducted by such bodies as the United Nations Conference on Trade

and Development (UNCTAD), the Food and Agriculture organization of

the United Nations (FAO), the United Nations Economic Commission

for Africa (ECA) to mention but a few. Each such study has

attempted to target specific or individual issues of export

interest to African countries. For example in 1979, during the

fifth session of the United Nations Conference on Trade and

Development (UNCTAD) the international community adopted resolution

124(V) calling for the implementation of the Integrated Programme

for Commodities (IPC) which among other things, stressed elements

of processing, marketing and distribution of primary commodities

with greater participation by developing countries in processing,

transportation and distribution of their commodities at the local

level, within a wider framework of international co-operation.

2. This study is therefore complementary to ones prepared

previously by the Trade and Development Finance Division. X/

Nonetheless it draws rather heavily on document E/ECA/TRADE/89/10

and E/ECA/TRADE/90/9 since both address a common concern.Z/

I/see Doc. E/ECA/TRADE/90/20: Review of trends, policies and

prospects for trade in primary commodities in enhancing Africa's
export performance, 13 December, 1990.

2/ See Doc E/ECA/TRADE/89/10: Mechanisms for diversifying

Commodity trade including policy options towards processing and

industrialization in Africa. Doc E/ECA/TRADE/90/9: Prospects for
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3. To a large extent also, many of the issues that form benchmark

in this area have been further redefined, in the strategies for

Revitalization, Recovery and Growth of Africa's Trade in the 1990s

and Beyond which the Special Session of the Conference of African

Ministers of Trade adopted in December 1990.3/ It reiterates the

need to improve Africa's export earnings through diversification,

encompassing encouraging the processing of agricultural and mineral

commodities in order to create a basis for expanding horizontal and

vertical export diversification to significantly increase export

earnings.

4. In point of fact, the strategies see in the above approach a

viable means for strengthening Africa's significant role in

international co-operation and intensification of cooperation

between producers and consumers. Some of these measures also form

part of or are already incorporated in the United Nations Programme

of Action for African Recovery and Development, 1986-1990 (UN-

PAAERD) whose emphasis is on nurturing agro-based industries. This

is viewed as part of the diversification strategy package, in an

attempt to increase the capacity of African countries to process,

distribute, market and transport their primary commodity exports.

Such actions if implemented are likely to help with redressing the

crisis aggravated by the collapse in primary commodity prices.

5. Therefore this study examines Africa's capabilities to process

some of its primary commodities rather than exporting them in their

raw form. Sections of the paper following this brief introduction

analyze current commodity problems and prospects in the 1990s

before reviewing Africa's prospects to process commodities for

trade promotion in semi-processed products between Africa and

other developing countries.

3/ see Strategies for Revitalization. Recovery and Growth of
Africa's Trade in Africa in the 1990s and Beyond,

E/ECA/TRADE/89/25/Rev.5, P. 23.
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export. It then proceeds with a review of possible policy options

and mechanisms for enhancing trade in processed products. The

concluding summary focuses on what needs to be done to resolve some

of the problems identified.

II. REVIEW OF PROBLEMS AND PROSPECTS FOR COMMODITY TRADE IN AFRICA
IN THE 1990S AND BEYOND

(a) Importance of commodity trade in Africa's dPVPinpm^f
process

6. It has been indicated in the other paper (E/ECA/TRADE/90/20)

complementing to this one just how crucial is commodity trade to

Africa's current and future economic prospects. However it is

necessary to reiterate that in no other region of the world is the

pace of economic growth and development more dependent upon the

performance of its commodity sector than in Africa. A majority of

Africa's population derives its livelihood from producing and

trading in commodities. It is also the most important source of

foreign exchange earnings and generates a large part of domestic

savings and fiscal revenue that together constitute the economic

foundation of economic development in Africa. Hence the regions's

borrowing capacity, and ability to service external debt hinge

around commodity trade. Statistically, as an export component, the

commodity sector accounts for up to 60% of the Gross Domestic

Product. But then in the last decade, Africa's commodity trade has

not lived up to the expectations of African producers. Mainly

because commodity prices plunged and continued to decline to levels
lower than they were in the 1970s.

7. The region's industries rely quite significantly on the

commodity sector for much of their raw material inputs, even though

the former is still relatively less developed. A large part of the
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commodities produced in Africa tend to be exported or consumed as

unprocessed products. Its linkages with other sector of the

economy are relatively weak, partly due to low income levels in the

economy which in turn fails to support Africa's trade. It is these

elements that combine to limit the sector's ability to be a

stimulus in developing domestic industries. Studies to which

reference is made also underline this non-exploitative potential of

commodities to contribute to Africa's economic development, in

marked contrast to other developing countries. Perhaps if the

African economies had been able to establish viable processing

structures or had the levels of processing and manufacturing not

been that low, some of the adverse trends experienced in the recent

past would have not caused such devastating damage to most African

economies.

(*>) Problems of commodity trade in Africa in the 1990s and

Beyond

8. The sum total of Africa's trade trends as the unit value of

exports declined relative to increased imports prices resulted in

deteriorating terms of trade and weakened the region's purchasing

power. Putting these trends alongside other developments, a

picture emerges that shows that Africa's economic development and

growth have lagged behind not only that of other developing regions

but also the world as a whole.

9. Africa's share of total world primary exports was 4 per cent

in 1987, against 5 per cent in 1980 and 9 per cent in 1970. The

fall was particularly sharp for cocoa, cotton and copper in 1987 by

between 20 per cent and 40 per cent of their 1970 levels. In the

case of palm oil, Africa lost almost its entire world share and

only in a handful (fish, tea, tobacco, bauxite and phosphate rock)

were African exporters able to retain much of their market share.

Contributory factors apart from decline in demand and substitutes
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included decline in supply capacity due to such natural causes like

drought, desertification and pests in infestation. The other cause

was pursuing inappropriate domestic policies. Added to the above

were having to face up to tariffs and non-tariff barriers.

10. Africa's great dependence on commodity trade is analyzed in

greater detail in doc. E/ECA/TRADE./90/20.1/ For instance in the

1980s, of the 50 African countries, over 20 of them experienced

negative growth rates and only in six countries did economic growth

rates exceeded 2 per cent. Dependence is not bad in itself but for

Africa the difficulty is aggravated by only little of no control in

terms of influencing earnings derived from exporting its primary

commodities. Over and above, Africa's inability to respond

appropriately to the world structural changes that have adversely

affected commodity demand, particularly in industrialized developed

countries that are the main end-users. Similarly, recession in the

manufacturing sector of the latter resulted in considerable

reduction in use of commodities of export interest to African

suppliers since technological innovation has given rise to

increased competition and/or displacement of natural products by

synthetic substitutes.

11. For instance, such mineral commodities like copper, iron-ore

and bauxite now compete with plastics, ceramics, composites and

optical fibres. Similarly for agricultural commodities like sugar

(alternative sweeteners made from high fructose corn syrup and

other substances), and also for sisal, hides and skins and cotton

(man-made synthetic fibres). Only in the case of cotton unlike

sisal has there been some increase of success in regaining part of

its lost markets share through research improvements in products

quality and promotion efforts. The case of cotton is illustrative

4/ See doc. E/ECA/TRADE/90/20, p. 3
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of what is possible with other commodities, including tropical

beverage that are facing competition from such alternatives as

carbohydrated drinks.

12. A variety of factors varying in degree of importance and from

country to country, and by product, are responsible for the poor

performance of the commodity sector in Africa. A change in one of

the factors will not necessarily, by itself, lead to a significant

improvement in the situation. The response has to be

comprehensive, taking into account particular conditions of

individual countries and the commodities themselves.

13. Commodity prices fluctuation is indeed a major problem that

even the existence of certain international commodity agreements

(ICAs) have not been able to resolve. The average percentage

variation during 1980 and 1988, on a monthly price trends were

around 12 to 13 per cent for coffee, cocoa and cotton, 20 per cent

for copper, 25 per cent for aluminium and about 45 per cent for

sugar. The issue of containing price fluctuations has to be

perceived beyond the narrow individual interest. It has also to be

viewed not only in short and medium terms but to be given a long-

term perspective by rekindling a sense of mutual determination and

dedication if it is at all to be sustained.

14. There have been difficulties in the operation of a number of

ICAs in recent years and their future relationship with the Common

Fund must await the test of time. Some ICAs worked only for

limited periods. These are the once that were sustained because

there was genuine cooperation between producers and consumers. On

the other hand, where cooperation waned and the commitment that was

necessary to sustain the mechanisms had not been forthcoming, these

systems were found to be wanting and incapable of attaining their

objectives.
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(c) Prospects for commodity trade in the 1990 and Beyond

15. What prospects exist for Africa to trade in commodities in the

1990s and beyond is the next issue of this analysis but can not be

much distant from what is stated immediately above. Projections

based on several studies so far undertaken show a declining, trend

in terms of export earnings as Africa's world market share gets

relatively less and less in the 1990s and beyond. Price forecasts

also up to the year 2000 for Africa's major primary commodity

exports (coffee, cocoa, tea, cotton, copper, tin, nickel, bauxite,

iron ore etc.) indicate no increase possibilities. This sort of

background removes revival prospects of Africa's economic growth so

long as it continues to be predicated on the recovery of primary

commodity prices. Moreover, Africa is going to be affected more

than any other region by the projected slow growth in demand for

primary commodities.

17. There are no signs from what is stated so far to contradict

the evidence that exports of primary agriculture and mineral

commodities are not going to continue to be vulnerable to large

variations in terms of demand, supply and prices. As changes in

these terms affect real incomes of individuals, the profitability

of production and government budgets will certainly influence

expenditures in turn domestic activity. In those economies where

foreign trade is small in relation to GNP the effect of such

changes in terms of trade is likely to be outweighed by other

factors. However, in most African economies where the majority are

dependent on primary commodity exports large swings in terms of

trade affect the pace of output and growth.

18. The region's failure to achieve minimum policy objectives and

targets especially the failure to increase manufacturing value-

added set out in the Lagos Plan of Action and the Industrial
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Development Decade for Africa during the 1980s calls for further

analysis. It should review processing prospects both to meet

exports and domestic demand including promoting intra-regional

trade. It is also imperative to emphasise that processing is a

major option. As a second best solution African countries should

be encouraged to form producer/consumer groups or forums for

exchanging market information. They should also consider,

carefully and in coordination with producers in other regions

promoting the establishment, of supply management schemes for such

commodities as coffee and cocoa.

Ill. OVERVIEW OF AFRICA'S PROSPECTS TO PROCESS AND TRADE IN

MANUFACTURES

19. There can be no dispute of the fact that a number of

advantages can be derived by expanding processing of domestically

available products both in terms of trade creation and diversion.

On such advantage lies in the possibility of reducing price and

earning fluctuations that bedevil many primary commodity exporting

countries. Processed products do not suffer the export price

fluctuations to the same degree as do raw materials. Granted this

varies from product to product. Available statistics confirm that

real prices of processed products, in particular food products have

been rising in the international markets.

20. Prerequisites for diversifying export trade of semi-processed

and processed as well as semi-manufactured and manufactured

products will depend on radical changes in the processing countries

of the African region itself, especially changes to the industrial

structure. Development of a proper production base is bound to

yield greater opportunities through supply of inputs for other

firms. It also promises to establish forward linkages to new

industries whether local, subregional or regional in nature. There

is therefore a pressing need for Africa to develop a proper
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production base with a view to diversifying both country and

product composition of their trade.

(a) Africa's capacity and capability to increase export

earnings through processing

21. The identification of processing capabilities and

opportunities is closely linked to a nation's resource base.

Africa is endowed with abundant natural resources and therefore has

a potential to increase its export earnings through processing most

of its raw materials. However, for a long time now Africa has

remained an exporter of its resources in their raw form. The

potential to exploit these commodities beyond simple processing has

hardly been tapped. What limits the potential of African countries

to diversify through processing is the lack of adequate funding and

technology. This is partly due to a lack of interest on the part

of external investors who weighed the African situation against the

comparative opportunities in other developing countries of Asia and

Latin America. Others on the other hand put upper most the

disadvantage of unstable African regimes and so called unfavourable

government policies.

22. Africa's future trade prospects in processed products within

the context of the overall trade performance in manufactures (SITC

5 to 8), together with other processed items in SITC 0 to 8

category is a sum total of expected contribution of current and

envisaged industrial processing and manufacturing, using its

national resources.

23. Recent developments in international trade and how the African

economies have been affected sums up some of the difficulties

faced by developing African countries and why they must attempt to

expand and move away from primary commodity export dependence

trade. The predominance of developed market economies in Africa's
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trade relations that is a sea-saw of Africa exporting primary

products and importing manufactures, is what has generally

undermined Africa's potential to exploit new product possibilities

and markets. It has above all, greatly contributed to throttling

possibilities to divert trade, especially to new markets in

processed products. For instance, the general trade situation

improved in favour of the developing countries during the last

decade because of the stimulus that was provided by trade in

manufactures through labour intensive value added products assuming

the role of an agent for development, mostly in the countries of

South-East Asia. Exporters of manufactures in the above group of

developing countries during 1989-1990 maintained and accelerated

high rates of GDP, and foreign investment which enabled them

sustain growth. They thus accounted for about 13 per cent

manufactured exports and 3 per cent of production growth rate.

24. On the contrary, African countries did not only fail to take

appropriate measures to take advantage of the situation but also

failed to show any signs of improvement in the overall trade

performance. It was not so much the commodity dependence that

affected Africa's lack of export potential of manufactured

products. Rather, the main root cause was in the structural

weakness of the African economies themselves. Technological

changes and structural transformation that have steadily reshaped

the world trade seem to have by-passed Africa, resulting in further

marginalization of the region. It is a kind of technological

backwardness that perpetuates Africa's dependence on traditional

markets and the export of traditional commodities.

25. Africa's production structure shows that industrial goods

constitute a relatively small ratio of the export base. Africa's

share of world's manufactured exports accounted for only about 0.2

per cent with more than 50 per cent of manufacture value-added

(MVA) generated by a handful of countries. Most of them in North
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Africa, and except for one or two in West Africa. In 1985 the

North African subregion accounted for about 49 per cent, about 52

per cent in 1986 and for about 54 per cent in 1987. Countries of

West Africa accounted for about 27 per cent, 22 per cent and 20 per

cent respectively during the same period.

26. A closer examination of individual country exports performance

reveals that the structures are based on slow growing products.

This notwithstanding, African countries have better prospects of

increasing their export market share substantially in a number of

labour-intensive manufactures like clothing. Similarly, Africa can

raise its world's share in a number of resource-based products.

For instance in processed cocoa, coffee, non-coniferous lumber,

leather and jewellery.

27. The extent of trade expansion in processed products witnessed

during the last two decades is not commensurate with the potential

that African countries have in this area. Developing Africa has

abundant natural resources. However, present economic difficulties

resulting from recurring trade deficit, debt burden and falling

export earnings, make it difficult for them to tap existing

processing potentials with a view to gaining new market outlets as

alternative sources of foreign exchange earnings. It will also not

be possible as long as Africa's manufacturing output remains very

small both in absolute terms and in relation to its GDP. Available

statistical data reveal further, a trade pattern that is less

dynamic in terms of products traded by Africa with the world and

other developing countries, especially in respect of products in

the SITC 1,3,8 and 7 category. Only in a relatively few products

like the case of in SITC 5 (chemicals), SITC 2 (including 26

textiles articles 51 apparel and clothing and semi-processed

product groups was any dynamism observed in which African countries

achieved some significant growth. All the same, prospects for
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export trade in manufactures is relatively bright for countries in

the North African subregional because they have better production

capacity,

28. Similarly, a few encouraging signs have been observed

regarding individual production patterns in some African countries.

These point to great potential for the expansion of trade in

processed products for export to other developing regions of Latin

America and Asia. For instance, countries like Egypt, Tunisia,

Morocco, Nigeria and Cote d'lvoire have become significant

exporters of processed products. In such countries as the Gambia

shows that processing of groundnuts and fish accounts for 75 per

cent of manufacturing value-added. In Eastern and Southern Africa

and in the Central African subregions, the actual export

performance of processed products is relatively low. Except in

Zambia and Zimbabwe where the production of consumer goods is

relatively more promising. The share in total manufacturing value-

added in 1985 in these countries accounted for 63 per cent and 53

per cent respectively. Food processing and textile industries in

Zimbabwe accounted for more than 25 per cent and 10 per cent

respectively of industrial output in 1985 and 1986 respectively.

29. The highest levels of consumer goods production subregionally

was in Central Africa with more than 67.9 5/ per cent and in West

Africa about 65.2 per cent. However West and Central subregions

have tended to concentrate in wood product based industries-

manufacturing furniture and producing paper and paper products. It

should nonetheless be noted that these industries are substituting

inclined to supply local needs. Therefore efforts to generate

£/ See Survey of Economic and Social Conditions in Africa
1^86__E/ECA/C;M/13/Rev.l.N.Y. , 1988, p. 43
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exportable surpluses must be exerted and buttressed by appropriate

support.

30. It is only relatively recent that the production of

intermediate goods and equipment is beginning to take root with

value-added concentrated in the manufacture of chemicals, coal

based plastic products, non-metallic products except products of

petroleum and basic metal industries, manufacture of fabricated

metal products, machinery and equipment. The number of countries

nurturing this nascent capital goods subsector with industries for

export purposes is sti 11 very smal 1. A majority of them lack

sectoral inter-linkages and complementarities in the processing

chain. Probably with the infusion of new technology coupled with

increased investment, the subsector could become a major exporter

of surplus manufactured products to other developing regions.

31. Other areas with a promise for processing into capital and

intermediate goods consist of industrial chemicals, iron and steel,

and metal products for export to other countries. These products

already contribute on average about 6 per cent of manufacturing

value added in North Africa and about 2 per cent in Africa south of

Sahara. Some four countries (Algeria, Egypt, Tunisia and Zimbabwe)

account for about 83 per cent of Africa's output of crude steel and

together, accounted for 0.26 per cent of world steel production in

1986 from 0.23 per cent in 1980. 6/

32. Organic chemicals, mainly petrochemicals (fertilizers,

pesticides plastics, synthetic fibres and rubber) are in great

demand in other regions. Steady growth of fertilizer and chemical

industries based on abundant natural resources in North Africa

ought to form a basis for expansion of trade in manufactures.

6/ Ibid, p. 44


