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INTRODUCTION

1. The fact that the African economy depends on imported factors of
production has serious conseguences on cost structure, productivity and
the exploitation of natural resources. Wwhat is more, with the african
crisis, economic development patterns have not led to anv significant
improvement. in the lives of Africans. The major economic indicators
reveal deep structural weaknesses and a degree of vulnerability in the
socio-economic structure of the continent.

2. The dependence of the African economy  is equally ohvious 1in
domestic trade. Africa's exports comprise only a small number of
agricultural and mineral commodities. Such dependency on raw material
exports continuss to have adverse effects on the export earnings of
Africa because of the great inelasticity of supply of such products and
the instabilityv of international market pirices.

3. In the context of domestic trade, there is a trade and investment
promotion bias that favours the production of export creps at the
expense of the food crops and consumer goods needed to meet domestic
demand. This creates a distortion between the structure of production
and that of actual and potential demand. In spite of the considerahle
effort made to create integration and economic co-operation grouplngs
at the subregional level, there is virtually no intra-African trade.

4. Under those circumstances, African leaders, in their determination
to shift to development policies based on the optimum use of national
resources, adopted the Lagos Plan of Action (LBA) for the
implementation of the Monrovia Strategy. The LPA emphasizes that
Africa's growth and development should be based on a combination of
its vast natural resources, its business, zdministrative and technical
resources and the restructuring and expansion of its market to serve
all the people. Africa must therefore formulate its own developmefrt
strategy which should allow for deriving mutual advantage from the
inter-dependence of nations.

5. In this regard, the LPA accords particular importance to domestic
trade as a factor of self-sustaining and self-reliant development.
This study has been written in this context and will review and
appraise the domestic trade situation in Africa with a view to seeing
how the various constraints to development <an be controlled, if not
removed, in order to promote self-reliant and self-sustaining
development.

6. The study forms part of ECA's work programmne and priorities for
the implementation of the LPA. It comes in the wake of a series of
nacional case studies conducted on the subject in wvarious AFfrican
countries. »

7. . In the first part, an attempt would ke made to describe the
production structure before going on to review the domestic trade
Structure in the second part. Through that, it will be poasible to
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conduct an in-depth analysis of the existing machinery. On the basis
of the conditions within which such machinery is expected to cperate,
the third and fourth parts of this study will deal with financial
policies and the legal framework. The problems and obstacles that
hinder the development of domestic trade will then be analvzed in the
fifth part of the study and recommendations made to reverse the current
trend with a view to re-orienting and promoting domestic trade for the
purpose of speedv and harmonious sccio-economic development.
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CHAPTER 1. MAJOR CHARACTERISTICS OF PRODUCTION

8. The trade structure and relations of African countries are highly
dependent on a limited number of export commodities whose prices
continue to decline. Both with regard to the volume and range of goods
produced, the production base in Africa is limited. For that reason,
the combined share of the agricultural and manufacturing sectors in GDP
fell from 50 per cent in the 1960g to slightly less thHan 30 per cent in
the 1980s! .

9. Agriculture, which is the dominant sector of the economy, 1is
characterized by traditional subgistence methods of farming and,
consequently, by a low level of productivity. Attempts to restructure
the agricultural sector have mainly focused on the export subsector to
the dgtriment of food and raw materials. Unfortunately, these
initi& Lves have been practically nullified by the declining demand for
Africain - exports resulting From a long-term trend that has taken, in the
developed countries, the form of protectionist measures and the
development of substitutes for African export products. The decline in
exports had & direct impact not only on foreign exchange export
earnings but also on public revenue and household incomes.

10. Agricultural production shortfalls are felt in the 1industrial
sector characterized by inadequate linkages and, more particularly, in
the manufacturing sector which is becoming increasingly dependent on
imported factors of production.

I. Structure of production
1. Primary sector

11. Most African countries depend on agriculture for food, emplovment,
incomes, convertible foreign exchange earnings and public revenue. The
performance of the agricultural sector remains dependent on the weather
since the industrial sector has been little developed to cushion the
impact of climatic changes on production.

12. The share of the agricultural sector in GDP varies from one
country to another and a review of the various case studies gives the
following results: .

Cameroon?

! AAF-SAP, ECA (E/ECA/CM.15/16/Rev.6) .

2 Anglvse sommaire desg structures, mécanismes et réseaux de

distribution du commerce intérieur au Cameroun. E/ECA/Trade/97.
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The agricultural sector accounts for about 30 per cent of GDP.-
It emplovs 70 per cent of the active population and provides 40 per

cent of national export earnings. BecauSse it has attained fond self-

sufficiency in its staplesg, Cameroon imports only rice, wheat flour
and a few luxurvy items. Then again, only 15 per cent of the
agricultural output (see Table 1 in the annex) 1s consumed locally.
The export products are coffee, cocoa, cotton, hevea, palw oil, timber,
tropical food and livestock products which all account for 50 per cent
of production.

Ethiopia®
Table 2 of the annex shows §DP growth Erom 1981 to 1986 with the

agricultural sector contributing about 50 per cent, accounting for
about 95 per cent of export sarnings and employing nearly 85 per cent

of the active population. The country is, however, hardly dependent

on food imports. The major agricultural products (see Table 3 of the
annex} are made up of:

{a} Cereals such as teff, sorghum, maize and wheat which account
for 86 per cent of the producticn, roots, tubers and livestock products
for domestic consumption:

(b) Ccffee, the major export crop which accounts for the bulk of
exXport earnings, and cotton.

Madagascar?

The agricultural sector euploys nearlvy 85 per cent of the
population and contributeg 40 -per cent of GDP as can be seen in Table
4 of the annex. Agriculture accounts for 80 per cent of export
earnings, most locally consumed foodstuffs and industrial raw
materials. The major agricultural products {see table 5) are made up
of: -

(a) Such food crops as rice (which is considered strategic) ,
roots and tubers, pulses, fruit and vegetables;

{b) Export crops such as ceffee, vanilla, cleoves, pepper and
cocoa which account for 10 per cent of agricultural production and 40
per cent of GDP;

3 Alternative patterns of domestic trade, structures and
mechanisms: A case study of Ethiopia. E/ECA/Trade/98. 1587.

4 Alternative domesgstic trade structures and mechanisms: Case
study of Madagascar, E/ECA/Trade/107. ' :
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{c] lLivestock preoducts which account for 10 per cent of GDP, and
fishing. :

Food gelf-sufficiency has been attained and the economy 13 growing
at a rate of 4 per cent per vear by dint of the efforts made by the
State 1in:

- Rehabilitating existing infrastructure;

- Improving and popularizing the use of seeds, fertilizer and
small agricultural machinery; '

- Conducting studies and research in support of food policy, etc.
Sepnegal’

The major creops (see Table 6) are:

{a) Cereals including:

.~ Rice (the major staple) whose insufficient domestic
production is supplemented by massive importation;

- Millet, maize. casgava and vegetables;
(b) Industrial and export crops made up of groundnuts, cotton,
sugarcane {which cover 65 per cent of naticonal needs) and industrial

scale tomato farming.

Senegal has subpstantial fishery potential, which makes fishing
cne of the key sectorg of the national economv.

Sierra Leonet

The agricultural sector contributes 30 per cent of GDP and emplovs
nearly 65 per cent ¢f the vopulation. The major agricultural products
{shown in Table 7} are:

{a) Rice {which uses un 50 pner cent of cultivated land and
provides about 40 per cent of agriculiural value-added), cassava,
millet, maize, roots and tubers, wunshelied groundnuts, oil palm,
livestock and fishery products;

3 BEtude sur la structure, les mécanismes et les régeaux. de

L L4
distribution du commerce intérieur au Séndgal. 1984.

& Domestic trade structure, mechanisms and distribution channels:
A case studv on Sierra Lone. 1985.
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{b} The export products are coffee and oocoa.

13. It can be seen from the foredoing that African countries generally
axport agricultural commodities. and vet, domestic demand for food
products is met only in few cases such as Camercoon and Madagascar. For
that reason, the countries import food massively and this goes to-
highlight both the outward-Jooking nature of the econcmy and national
dependence. Consumption patferns must therefore be harmonized with
production capacity if the obiective of food sufficiency is to be
achiasved. An effort should be also be made to reducs birth rates in
order to secure for the African people the conditiona of welfare,
health and education that will enable them to participate actively 1in
development. What is more. agricultural production should be built on
an adequate transport infrastructure.

2. Secondary sector

14. Secondary sector of African countries is generally characterized
by structural rigidity and few branches of production activity. There
is, however, a strong tendency towards import substitutions in this
sector with a view to shifting industrial activities tdwards the
processing of goods for easily accessible domestic markets and Lo
reducing the balance-of-payvments deficit. AaApart from the production of
a few intermediate goods, however, the sector is mostly made up of
light industries producing consumer goods and industries processing
minerals, agricultural produce and raw materials for 2xport. Heavy
industry is rudimentarv and onlv & few countries., such as Ethiopia,
mention them in their iudustrialization project.

3. Tertiary sector

15. The services sector is littls developed because of the priority
accorded to the agricultural and sceccondary sectors in development .
And vet, domestic trade, serving as an intermnediary between supply and
demand. produces services that add valus to the prodvcts traded and
increase their usefulness. Care must be taken, however, to produce
such services at a cost affordable by consumers and producers alike.
To do this, past policies which have often favoured consumers at the
expense of producers need Lo be reviawed.

IT. TInvestment policies

16. In most African countries, Governments have channelled domestic
and foresign investment funds into correcting the outward-looking nature
cf their economy and laying a sound basis for self-sustained
development. In Madagascar, for example. everyhhing was done in 1979-
1980 to finance investment in major social schemes including regional
universities and ali sizes of processing industries. From 1984 fo
1985, the investment volume was raised in order to rehabilitate
existing infrastructure. In most African countries, howsver, the
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improper allocaticn of rescurces, the problem of selecting industrial
locations, a lack of infrastructure, inadequate planning, organization
and control have led to a decline of returns on investment. Indeed,
industrial activities are nighly concentrated in the urban areas with
high costs of supply from distant (in particular rural’? areas. There
are also serious imbalances in the distribution of social services and
community facilities bhetween rural and urban areag at the same time as
a vwide gap exists in the disgtribution of employment .and income.
Certain Governments are increasingly making their investment policies

flexible. Ethiopia, for example, has promulgated 3 new law (Act
18/1990) that promotes private investment through the reduction of
taxes on business revenue. Madagascar 1s pursuing a general transport

and communications policy that seeks to develop over the period 1686-
1990 infrastructures that would feed industrial plants by bringing in
local and imported inputs and help market finished products.

CHAPTER 2. STRUCTURE OF DOMESTIC TRADE

17. Domestic trade comprises all commercial transactions relating to
the exchange of goods and services within a country. Its degree of
importance in GDP formation varies from one country to ancther as can
be seen in Table 87. Domestic trade operates as an intermediary between
supply and demand and shculd serve as a cornerstone to economic growth.
To do that, if must meel Lhe needs particularly of rural pecple through
its operations of collection, transport, storage, warehousing and
payment.,

18. An analysis of domestic trade should therefore take into account :

{a} The growth of markets which are the meeting place of supply
and demand;

{bY The role of major trade operators and their contributicn to
economic development; and :

{c} The organization of distribution channels which place goods
at the disposal of consumers. '

Markets

19. Combined with the narrow production base, the small gize of
national markets constitutes a major problem for the African economy.
The structure of domestic trade depends on market trends with
particular reference to:

7 These data refer both to leocal and imported products.
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- The supply side which is a function of the types of goods on
sale, price levels and competition, the proximity or distance of supply
sources and import/export policy; )

- The demand side which is determined by consumer incomes and
their marginal propensity to consume specific products.

20. From the viewpoint of their market organization and structure,
African countries show the same characteristics. Distinctions can be
drawn between:

- Urbén,'rural and border markets, permanent markebts and periodic
markets;

- A structured modern sector existing side by side with an
informal and generally unorganized sector which 1is characterized by
low productivity.

21. Markets determine the volume of production, the tvpe of products
to be sold, the level of investment and for that reason, business’
activity. Thus, most manufactured, imported or local products are -
marketed in the urban areas having concentrations of people in the
high-income bracket. It is therefore important to conduct an in-depth
analysis cf market wmechanisms and commercial practices 1in all the
African countries in order to formulate a development strategy based on
trade promotion that takes into account the need:

- To strike a balance in the distribution of 1nComes;
- To adopt selective import programmes and to procure such capital
goods as would make for the transformation and recovery of the

agricultural section: and

- To formulate clearly-defined policies that aim at increasing
productivity in the informal sector.

IT1. Trade operators
22. In domestic trade, trade cperators comprise transactors carrying
out distribution activities. Based on their structure, distincticons
can be drawn among:
{a) Private trading operators,
(b) State- trading organizations or corperations having an
exclusively commercial character and operating under the public

authorities:

(c) Enterprises taking the form of marketing co-operatives;
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(d}) Foreign companies including transnational corporations; and
(e) Organizations of commercial operators.
i. Private commercial operators

. 23. Private or cottage commercial operators can be found at all levels
of marketing and distribution. Women constitute a gizeable number when
it comes to trading in local food products, fishery products and
textiles. Households are generallvy more vulnerable than other
categories of commercial c¢oncerns because of the many constraints in
terms of competition {and for matter, the size of the business),
 financing .and operating costs. Therefore, even when liberalizing
trade, Governments are often compelled to take ad hoc measures in order
to remedy excesses and to restore equilibrium in the commercial sector.

2. State trading organizations

24. State trading organizations are public enterprises of an
exclusively commercial nature. They are either external trading
enterprises or distribution enterprises operating within the framework
of domestic trade. They take the form of: '

- State corporations in which the State is the only stock-holder
as in ETIMEX in Ethiopia; and -

- Mixed corporations in which the State holds majority shares
while the vrest are held bv private national cperators. SONADIS in
Senegal and SOGEDIS in Madagascar are cases in point.

Whatever be their structure, these companies control the marketing of
strategic products and the supply of goods likely to meet the priority
needs determined by the State.

3. Marketing co-operatives

25. They are in the business of collecting and marketing agricultural
produce. fn Ethiopia, farmers' co-operatives together with public
enterprises distribute consumer goods. In Senegal, merchant co-
operatives set up since independence provide commercial operators in
the interior with credit facilities using the naticnal development bank
(BNDS). In Cameroon, Co-operatives aiso collect and market commodities
such as coffee and cocos. In contracgt, the co-operative movement in
Madagascar has not hecome a thing cof the masses. Significant efforts
have been made, however, since the charter of the socialist co-
operative movement was adopted in June 1977.

4 Foreign enterprises
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26. Foreign enterprises have been located in the African countries
since colonial times or have been established during the last decade.
They monopolize domestic trade because of their substantial financing

facilities. They corner the high-income market at the expense of
national enterprises. Foreign enterprises, especially transnational
corporations, manipulate the markets because they use modern

communications and unlimited access to highly scphisticated marketing
techniques in their promotion of brand names and other activities.
What is more, their strategy of maximizing profit has no positive
impact on the national 2conomy since such prefits are transferred to
the account of the mother company and no national policies exist to
oblige them to invest part of it in the countries of their location.

5. Organizations of commercial operators

27. On account of the increasingly important role that the State andg
major trading companies play in trade, national private commercial
operators have formed associations or become members of Chambers of
Commerce. These various organizations have the responsibility of
providing their members with assistance and guidance for the promotion
of their business. Distinctions can be drawn among:

- The three types of professional organizations in Madagascar:
- The Groupement des opérateurs Malgaches (GOM) ., the Groupement

des entreprises de Madagascar (GEM) and the Chambers of Commerce,
Agriculture and Industry;

- The Chamber of Commerce in Ethiopia;

- The Chamber of Commerce and Industry in Senegal and trade union
groupings such as SCIMPEX, GES and UNISYNDI. '

28. As part of their development policies, African States should
support the activities of national commercial operators bv way of
guidance and promotion of domestic trade. In this regard, it will be
necessary:

- To promote trade within the rcontext of a development strategy
which entrusts certain Key sectors of production and marketing to
nationals;

- To develop adequate transport structures and storage facilities;
and

- To restructure distribution networks.

IIT. Distribution networks
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29. In most African countries, commercial activities are most often
" concerntrated in urban areas because of industrial concentration and
inappropriate distribution networks. What is more, there is a serious
problem of infrastructure. An analyvsis should therefore be.conducted
of the organization of available distribution networks. relative to the
needs of people. :

1. Organization of distribution networks

30. The forms o distribution are based on the type.of business
(generally vholesale trading, semi-wholesale trading, retailing and
petty retailing) and the distribution channels used. With regard to
the types of business, the bulk of wholesale and specialized trqding
is concentrated in the urban areas. '

In Cameroon, for example, about 65 per cent of the wholesalers
and the semi-wholesalers have their head offices in two provinces
alone. In Senegal, there 1is a high concentration of wholesalers in
the administrative centres of the regions. The Government oﬂ'Cameroon
has planned, however, for the establishment of a network of wholesale
markets in the major production and consumption areas. On their part,
the Ethicopian authorities have started developing private wholesale
trading organizations. :

31. The functions of wholesalers and retailers are regulated 1in

official texts. And vet, many of the operators may combine the two
furnctions in faraway rural arvreas. Furthermore, because rural areas
are hard to reach, many middlemen abound and this makes the

distribution channels excessively long with the result that prices are
high for local consumers.

32. Some African countries have tried to remedy this situation of
inadequate distribution networks. By Legislative Act 30/25 of Nevember

1980, Cameroon decided to accord preference to the short circuit which
includes one wholesaler and one retailer between the producer and the

consumer at the same time as it provided for the posgsibility of direct

sale by the producer to the consumer of agricultural products- and

essential f[ood items. Ethiopia is also promoting a short circuit

between the State producing enterprises and the consumer with the only

intermediary being an agricultural co-operative, an association of

urban dwellers or a retail distribution enterprise. In Madagascar, the

sale of 'essential commodities is controlled by the urban Fokontany and

political party co-operatives which are authorized to manage Lhe retail

markets and to provide consumers with produce at official prices.

2. Distribution facilities

33. In terms of infrastructure and facilities, it can be observed
that:
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- Road networks in the rural areas are virtually non-existent and
this tends to create a «constant imbalance when it comes to
distribution; : '

. — The rural sectors nesither have appropriate warehousing nor
storage facilities f[or the preservation of produce. This situation
creates distribution shortages and leads to price fluctuations at the
expense of local consumers; and

- Both rural and urban markets are unequipped. Their storage
facilities are rudimentary, their hygienic and sanitation conditions
precaricous and so on.

34. Therefore, apart from ad hoc initiatives taken by the farmers

themselves (such as in the financing of cellective silos), dlsrrlbufjon
facilities are virtually non-existent. The improvements envisaged arL
still in the pipeline as in the case of Camercon which, in its sixth 5-
Year Development Plan, has provided for the establishment of storace
depots as an integral part of its road transport project.

CHAPTER 3. LEGAL FRAMEWORK

I. Regulation of domestic trade

35. The laws vwhich govern trade in Africen countries go back to
colonial times. In many cases, they have been reviewed, gspecially in.
terms of pricing policy and taxation. Iin Novewber 198C, Cameroon
promulgated Legislative Act 80-25 setting guidelines for <ommercial
activities. Under the law, direct sales from producer to consumer are
exceptionally allowed for artisanal products and essential food items.
Since 1975, the Govermnment of Lrhjnpla has expressly regulated acces:s
off the private sector to domestic trade and puablic sector participatiore
in the distributive trade. On 1ts part, Senegal hags drafted a set of
legislative tests and regulations for strengthening trade promotion.

36. In their trade regulations, African countries generally stipulate
that access to a profession or commercial activity should depend on
fulfillment of & number of decreed conditions, namely:

- Due registration with the trade board:

- Possession of a minimum storage capacity, if applying for
license as a wholesaler; and

- Conditions under which foreianers can trade.

II. Pricing policies
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. 37. Control of pricing mechanisms forms an integral part of economic
policy-making whatever be the degree of national development . in
African countries, thisg need ig accentuated by the concern to maintain
the purchasing power of people. 1In Camercon, manufactures and imports
are subjected to price standardization pricr to sale. The regulation
trade margins range from 15 ta 77 per cent. The CGovernment of Senegal
enforces price controls ranging from the setting of prices at all
stages of product markKetinag (as in the case of agricultural products)
.to market prices by way of standardization. In Madagascar, domestic
trade prices are set either by ministerial bve-law (in the case of
essential items), or left to the laws of supply and demand. Product
quality control conducted by such specialized institutions as the
economic inspection unit in senegal come to complete the enforcement of
price controls. Efforts being made by African countries to control
prices are, however, often thwarted by ths effects of inflation. So
much so that actual selling prices go bevond the reach of most low-
income {especially rural) pecple. :

IIT. Measures to encouirage domestic trade

38. Domestic trade incentives are generally instituted to promote
indigenous as opposed to foreign trading concerns. Indeed, nationals
who do not have enough domestic funds to promote their business
activities and to cover their operating costs often find themselves at

grips with liquidity problems. The Government of Senegal has
accordingly enacted laws teo promcte investment in small- and medium-
scale enterprises. A case in point is Legislative Act 77-91 of 10

August 1971 (subsequently superceded by Legislative Act 81-51 of 10
July 1981) providing national operators with a number of financial,
Cugstoms and fiscal advantages having to do with exemption from duties
and taxes pavyable on entry as well as value-added tax for equipment
and materials neither produced nor manufactured in Senegal®?. Nationals
could also secure easier access to bank credit. Through 1its new
e;onomic policy tending to promote the private sector and economic
liberalization by way of reducing business revenue taxes and reviewing
a number of laws relating to selling, the Government of Ethiopia is
doing as much. In contrast, the only incentive for econcmie operators
in Madagascar is exemption from the payment of sales Lax on local
producte,

33, Generallvy, trade incentives are limited and do not include many
Specific activities of Lraining or informing operators. The same can
be s$aid of the distributive trade. The Government of Cameroon is
working commendably towards the institution of a permanent information

‘ 8 - Legislative Aact 77-91 of 10 August 1977 superceded by
geglslative Act 81-51 of 10 July 1981 and otherwise known as the "Petit
ode".
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system on food product marketing and the restructuring of the
commercial sector.

CHAPTER 4. FINANCING OF DOMESTIC TRADE

40. The basis of business promotion is trade financing. It is
indispensable for any commercial activity because of the many costs
involved in stock turnover, transport expenditure, sales promotion,
warehousing and the like. Its inportance depends on the volume and
guality of products to be gold. Commercial operatcrs therefore need
to resort to scources of financing in order to keep their businesses
running.

I. Evaluation of existing systems of financing
1. Bank financing

41. The financial svstems in Africa vary with the type of national
economic structure. In countries such as Cameroon and Senegal, the
financial sector is dominated by subsidiaries of foreign banks. 1In
sucli other countries as Ethiopia, the financial system is entirely in
the hands of Government. Hewever, financial policies are, in the main,
designed to benefit the modern sector in terms of tax and monetary

advantages. The problem is that current financing techniques are
generally unsuited to commercial activities. Examples are restrict-ive
policies. Iin the context of their commercial credit programmes a.nd

pelicies, funding agencies accord a degree of priority to the mode rn
sector {(mostlv urban and foreign-owned), to import/export trade and t-o
agricultural produce marketing. Inp Ethiopia, for instance, commercial
credil goes Lo marketing co-operatives as a matter of priority: I
Senegal, commercial banking is more specifically oriented towards the
external sector and only two per cent of the loans granted by BNDS go
into the domestic sestor. In Madagascar, commercial banks grant loans
by preference tec ventures that have a proven degree of viability.’
Because of that, commercial Operatorg  turn to other sources of
financing which, though informal, are certainly more flexible.

2. Self-financing and financinyg co-aperatives

42. With bank financing policies being unsuited to trade, commercial
operators are compelled toc resort to self-financing. In Sierra Leone,
for example, more than half the number of merchants are self-financing.
In Cameroon, traders form savings associations or co-operatives within
which the accumulated capital ig shared out in accordance with
éstablished rnorms. A studv on foodstuff marketing in Shana reveals
that about 5] per cent of the retailers financed their activities
through loans they secured from relatives as compared to two per cent
only who secured lcans from the bank. And vet, domestic trade
Promction must be based on financially sound principles and the
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programmes and policies developed by the financial institutions will
need to be reviewed.

ITI. Review of credit schemes and policies

43. Generally speaking, the short-term conditions for paying back
domestic trade loans are hard to accept when consideration is given_to
stock rotation, sgeasonal variations and financial liguidity. ‘THe
public authorities should expand their activities to improve ~loan
conditions by broadening the range of loans "granted by financial
institutions and by adapting the repavment modalities to domestic trade
realities. To do this, commercial banking activities should be geared
to economic development in general and domestic trade promotion in
particular. Obviously, this would be difficult because of the wmany
constraints imposed on commercial banks in monetary zones, especially.
A case in point is the fixed parity which exists between the French
franc and the CFA franc within the franc zone.

CHAPTER 5. PROBLEMS AND OBSTACLES

44. In the foregoing chapters, an attempt has been mads to sketch out
the current trade situation in Africa. From the observation made, a
number of the limitations and constraints to the development of
domestic trade and, for that matter, to various economic development
policies, have been noted. All this is reflected in disparities in the
benefits accruing to rural and urban dwellers and in the incentives
given to farming and trade. There is also a very significant imbalance
between available savings and financial needs. What is more, the
population growth rates far exceed productive employment rates. For
that reason, the problems of and obstacles to the .development of
domestic trade will be reviewed in the 1light of general economic
development.

I. Production deficiencies

45. As was pointed out, production in Africa has a narrow base both
in terms of productiocn volume and range of products. The agricultural
sector which constitutes the predominant area of activity is generally
characterized by a low level of productivity. The mean annual growth
rates of agricultural output fell sharply from 2.7 per cent in the
1960s to 1.6 per cent in the 1970s°. Since that time, cereal imports
have more than trebled because of the combined effect of population
growth and changing food habits, especially in the urban areas.
According to ECA and FAO projection, the cereal food self-sufficiency

9 The African Development Problematique (Adebayo Adedeji) and
ECA and Africa's Development 1983-2008: A preliminary perspective
Study.
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rate in Africa will fall to about 7 per cent in .the vear 2008 (see
documents referred to in foot note 9).

46. The root causes of declihing agricultural production are:

{a) Low vield$s resulting from 1nsuff1c1ent 1nveqtment in , the
agricultural sector, few incentives to farmers lack of agrlcultural
eXtension services staff and massive rural urban drift;

(b} The inadequécv of transport . storage and . warehou51ng
facilities which constitute a heavy handlbap to the speedv dlbtrlbutlon
of produrtlon factors and lead to many post- harvest losses: and

(c) Abrupt climatic changes which cannot be absorbed b}
industrial sector which remains structurally weak and wanting ln 1ntra—
sectoral linkages. , . N
47. What is more, the poor performance of the industrial sector adds
to the seriousness of agricultural problems. Indeed, the secondary
sector is generally concerned with the production of consumer goods
and/or the procéssing of aquuultural commodities or raw materials for
export. It is also highly dependent on imported factor inputs..

‘ IT. Structural/institutional ;

48. Some government policies and. m?rkef structures alsc impede the
development of domestic trade. Wcrtlon can be made. in this regard of

(a) Political and eccnomic structures which tend to.operate as
short-term crisis management meghanlcms rather than the long-—term
economic planning institutions they should be; the debt burden which
is a major constraint to economi¢ management; also the fact that there
are no supporting institutions and adequate resocurces for the promotion
of trade htas deeply shaken the structure and orcanization of commercial
concerns with no result that institutional mechanisms must be
restructured and their role redefined:

{b} Serious markel imbalances resulting from the distribution of
community services and facilities and ths tvpe and nature of products
sold. Furthermore, the combination of industrial concentration in
urban areas and inadequate physical infrastructure raises high the cost
of supply from the more distant. {rural) areas. To remedy the
situation, rural folk most often resort to buving goods from
neighbouring countries and this pronotes the creation of border trade,
increasing its impact on the economies of the countries sharing such
borders.

iIT. Financing of domestic trade

49. Financial ‘institutions should be able to combine development
financing with profit making. Thig 1s because development financing
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also involves the allocation of funds both for inveatment purposes and
for the financing of c¢ommercial ventures. The problem is that loans
granted in the commercial sector often go, by preference, intc the
foreign modern secteor. What is more, the tarms of securing acrcess Lo
credit are very much restricted to the short term and inflexible,
unsuited as they are to such trade realities as stock rotation and
sales promotion. Commercial operators therefore are offten 1left tc
their own self-financing devices whan 1t comes to meeting their
financial need=.

5C. Tn addition teo all that, financial inctitutions and commercial
banks in particular alsc need funds to promote their activities.
Needless to sav, savings are cone scurce of such financing and yet with
private domestic gsavings being generally limited because individuals do
not secure the expected benefit. the growing debt- burden increasingly
atffects foreign exchange earnings and thereby regulates consumption.
Firancial institutions alsco find it Qifficult to «ope with the
financial requirements of traders. Thig situation is worsened by
capital flight into more profitable foreign ventures.
IV. Unsuitable distribution facilities

L. As earlier indicated, demestic trade in Africa is subsistence-
oriented (which explaine why investment iz insufficient, whyv credit
facilities are virtually non-—-existent, wvhy Lransport infragtructure
and rural warehousing facilities in particular are precarious. There
can be no increase of agricultural output without an adeguate basis of
transport infrastructure 1in terms of feeder roads. Nor can such
increase be secured withoul necessary production factors such as
fertilizer and agricultured eguipment, implements and the like.
Unfortunately, the transport and communi-alicon network in African
countries is far from adeguate and makss it difficult to distribute
agricultural factor inpubts speedily at the same t me as it militates
against efficient product marketing. wWhat is more, the lack of storags
facilities most often causes shortages (to cvccur when products are out
of stock}) and many post-harvest losses. To rectify thig situation,
such countries as Cameroon have prepared rural road and track-
construction pregrammes to open up gseme of their nrovinces.

CONCLUSION AND RECOMMENDATIONS

52. The basic factors impeding the development of domestic trade and
at Lhe same time militating against econemic development can therefore
be summarized as:

(a) The narrowness of the agricultural production base whose
deficiencies and weaknesses in turn affect the industrial sector and
perpetuate its dependence on iupocrted [acters of production:

(L) The economic dualism of ) relatively substantial,
capitalistic and structured sector located in the Lowne and a
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traditional sector that iz generally marginalized. This explains the
low level of inrncomes and the lack of cradit facilities in the rural
areas, resulting in weak purchasing power: - ‘

(c) The existence of generally poor distribution networks which,
in the main, have no institutional support or adedquate tLransport,
storage and warehousing facilities; and

(d}y The virtual non-existence of domestic trade financing
resulting from low savings rates and making bank repavment modalities
unsuited Lo trading activities.

53. African countries should therefore seek ways of revitalizing and
promoting domestic trade with a view teo laying a sound feundation for
gseli-sustaining economic growtli. In this regard, and in the concern
to improve the living standards of people, the fcollowing instruments
and mechanisms are recommended:

{1} Governments should canduck an evaluation of the food needs
of their people with particuelar reference to cereals and food products
angd with a view both te meeting domestic demand and achieving Loocd
gself-sufficiency. They must work at improving existing farning svstems
and methods in the traditional secteor, at restructuvring transpeort and
communicaticns services and at establishing supporting institutions;

{2) It is ~of particular urgency to crealte an enabling environment
for agricultural production by supplyving enough agricultural factors of
production in good time, providing appropriate agricultural credit
services, setting sufficiently remunerative producer  prices  and
instituting efficient agricultural extension services;

(3) The authoritics chould deconcentrate industry towards the
rural areas in order tc put an end fo the dualism of a nmodern-
structured sector and a traditional marginalized sector. This would
promote the development of appropriate marketing infrastructure, create
jobs that would bring more revenue and improve rural living standards;

(4) Distribution networks should be reorganized and developed
into reliable marketing svstems based on enforceable pricing policies
and regular supplies of products (particulariy during low-outpul
periods);

{5) Permanent financial support and credit facilities should be
extended to small businesses in such a way as would make for the
promotion of business and the coverage of operabting expenses. This
should be done by making the credit aliccation systemsg more flexible
and strengthening national and regiconal credit instituticons in’ ©o-
operation with international funding agencies;
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{€) African countries should find wavs of promoting information
exchange, training and guidance using new marketing techniques.
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