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INTRODUCTION 

Economic development is a matter of major concern 

for all countries of the world, but particularly so for the 

poor and less developed countries. Yet, it is difficult to 

define economic growth in any precise way or to pin-point tho 

factors which cause it. Growth is a composite of many fac­

tors and has many facets. No single-term definition can 

ever be adequate. Any such definition of economic growth 

would require further explanations and qualifications. This 

basic complexity of defining and explaining growth is aggra­

vated for the less developed countries by the inadequacy of 

statistical data. 

The study of economic growth has, therefore, to be 

attempted with reference, not to one but several measures or 

determinants. The process of economic growth, difficult and 

complicated as it is, involves the problem of getting deve­

lopment itself underway and also that of charting a course 

and steering the developmental process after a start has 

been made. 

In defining and explaining economic growth it is 

helpful to distinguish between two cases: the historical 

development of the now leading industrial countries of 

Europe and North America and the process of catching up by 

the less developed countries of Africa, Asia and Latin 

America. 
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This p r o c e s s of c a t c h i n g up by t h e l e s s developed 

c o u n t r i e s may be unders tood as i n v o l v i n g two a s p e c t s : an 

i n c r e a s e i n the t o t a l amount of wealth^- and an i n c r e a s e i n 

t h e c a p a c i t y t o c r e a t e wea l th u s u a l l y r e f e r r e d to a s " i n f r a ­

s t r u c t u r e " . The i n f r a s t r u c t u r e i s p a r t l y e c o n o m i c - t r a n s p o r t 

power, r e s o u r c e su rveys , e t c . But i t i s a l s o p a r t l y non-

economic. The c a p a c i t y for r a p i d r a t e of economic growth 

to a c e r t a i n e x t e n t depends on p e o p l e . The i r h e a l t h , educa­

t i o n , s k i l l s , knowledge, manager ia l and e n t r e p r e n e u r i a l 

a b i l i t y , i n c e n t i v e s , a r e a l l impor tan t r equ i r emen t s of eco­

nomic growth. To t h i s may be added the r equ i r emen t s of 

s t a b l e and r e s p o n s i b l e government. 

Although c o n d i t i o n s d i f f e r from coun t ry to coun t ry , 

the inadequacy of b o t h economic and non-economic i n f r a ­

s t r u c t u r e i s a ba s i c c h a r a c t e r i s t i c of most Afr ican coun­

t r i e s . The p r o v i s i o n of such f a c i l i t i e s of growth o f t en 
o 

r equ i r e s u b s t a n t i a l amount of cap i t a l ' 0 . However, s c a r c i t y 

of c a p i t a l r e f l e c t e d i n a low l e v e l of per capi ta income and 

1 I t may be measured i n terms of gross na t iona l 
product or na t iona l income per capi ta , or personal dispo­
sable income per c a p i t a . 

2 This may not be t rue for s tab le and responsible 
government which to a la rge extent depends upon the i n t e ­
g r i t y and determinat ion of the governing as well as the 
p o l i t i c a l matur i ty and e f fo r t of the governed. 
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savings is a general feature of less developed countries such 

as those of Africa. Foreign aid in the form of loans and 

grants cannot be expected to come commensurate with the 

requirements of the less developed countries. 

Thus, the desire of these countries for a more rapid 

and continuing economic growth raises a number of questions: 

How the limited resources that are available could be allo­

cated for maximum effect or how to determine priorities 

among competing demands; how to ensure that the development 

is not held back either by a lag in a particular sector or 

by an excessive concentration of resources in that sector to 

the detriment of other sectors and in general formulating 

a "balance" between action to meet the immediate welfare 

needs of the people and action to build up capital and a 

firm infrastructure for future economic development. 

These are some of the primary objectives of planning 

for continuing economic development at a desirable or/maxi­

mum feasible rate of growth. The problem may be approached 

by making an analysis of inter-relationships of "complementa­

rities" (dependency of one factor upon another) or of conse­

quences (effect of one factor upon another). Thus, a pro­

gramme of economic development may be said to be undesirable 

if it can be shown, for example, that a speed-up in capital 

investment lacks essential supports in the social field such 

as institutional and educational facilities; or that a socia. 
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programme lacks essential economic requirements, e.g. ade­

quate investments on directly productive enterprises. 

Another case in point would be for development in a 

particular social or economic field to advance rapidly but 

with the result of serious consequences for other sectors of 

the economy. Such progress might lead to maladjustment, 

excessive drainage of resources, over supply of products (or 

categories of manpower trained in special occupations, e.g. 

engineers, lawyers]^ which the society cannot absorb. 

The above considerations imply that the effectivenesi 

of an economic development programme should not be evaluate I 

by a single average measurement, e.g. gross national product 

or national income in real terms per capita or per person 

working because it may hide "overconcentration" in some 

fields and "neglect" in other important sectors of growth. 

The effectiveness of a development plan may be judged, among 

other things, by the following factors: 

1) The extent to which balance of payment difficul­

ties are reduced; 

2) How fqr industrial production has increased in 

terms of power capacity , transport facilities, manufactured 

goods, etc., and the degree of import substitution attained; 

3) By the rate of capital accumulation; 

4) By the improvement in manpower training expressed 

in terms of skills, managerial capabilities and enterprise; 
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5) Balanced economic development between secondary 

industries, resource industries and service industries; 

6) And in countries, like most of Africa, by the rabs 

to which the subsistence sector of economic activities are 

integrated within the scope of the market economy. 

This thesis is not an exhaustive analysis of the 

factors and problems of economic growth in such a vast area 

as Africa. The primary objective is to present an examina­

tion of the problems of external trade in as much as it is 

one of the principal factors in economic growth. As far as 

exports are concerned, the major problems on the supply side 

include, among other things, the heavy reliance on agricul­

tural raw materials and foodstuffs and on one or a few commo­

dities. On the demand side, the principal problem is that 

of instability in demand for primary commodities in indus­

trial countries representing the major foreign markets of 

the less developed countries of Africa. These problems are 

reflected in balance of payment difficulties which imposes 

serious limitations on the capacity of those countries to 

maintain imports of goods and services required for economic 

development. The nature and extent of the balance of pay­

ment problems will therefore be examined in some detail. 

These being the major problems, appropriate actions 

are required to deal with them. It would require the less 

developed countries to make structural adjustments in the 
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pattern or composition of exports. It would require these 

countries to come up with constructive and imaginative trade 

policy that would promote not only an expansion in resources 

but also an efficient use of what are already available and 

thus permit a desirable or maximum feasible rate of growth. 

ihWsmuch as the less developed countries have very 

little influence on the conditions of demand in export mar­

kets, the objective of bringing to better balance the supply 

of and demand for primary commodities requires an all out 

international effort. Therefore, the role cl international 

actions for commodity stabilization together with those of 

national measures will also be an important issue examined 

in this thesis. 

The major source of data in the preparation of this 

thesis has been various United Nations publications. Those 

referred to are listed in footnotes and in the bibliography. 

A report3 by a group of United Nations experts has 

been of significant help in the preparation of Chapter IV. 

It contains an informative examination on the problems of 

commodity trade in general and recommendations of measures 

that could be adopted to deal with these problems. 

On the theoretical side, Professor Higgins' book4 

3 UN, Commodity Trade and Economic Development, 
New York, 1955. 

4 B. Higgins, Economic Development, New York, W. W. 
Norton & Company, Inc., 1959. 
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dealing with economic development has been particularly use­

ful because it presents a comprehensive study on the nature 

of the development problems. He provides an analytical 

framework for dealing with these problems and presents an 

informative summary on the literature of growth. He brings 

out to light some of the major poliey issues on the under­

developed countries fiscal, monetary and trade policies. 

Many contributions of basic significance on economic 

development are scattered in a number of journals and perio­

dicals access to which is not often easy. In this respect, 

Agarwala and Singh have made worthwhile assistance to re­

search students by bringing together articles which make a 

general and overall approach to the various aspects of eco­

nomic development5. These include: the causes and factors 

contributing to underdevelopment and the various approaches 

that are generally made in analyzing and discovering solu­

tions to the problems of underdevelopment; illustrative com­

parisons between the present day underdeveloped countries 

and the pre-industrial phase in the economically advanced 

countries and an analysis of the problems of development in 

the light of economic theories such as those of Schumpeter 

and Keynes. 

0 Agarwala, A. N. and Singh, S. P. (Eds.), The Eco­
nomics of Underdevelopment, Bombay, Oxford University Press, 
1958. 
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THE NATURE OF THE AFRICAN ECONOMY 

A. The Subsistence Economy 

Subsistence economic activities can broadly be 

defined "as the production of goods and services which are 

subsequently found to have been directly used by their pro­

ducers, and not exchanged." 

In Africa today, practically all communities are in 

the process of transition from almost complete dependence on 

subsistence to participation in various forms of exchange 

activities,, Thus, whereas at the beginning of this century 

money and exchange may have played little or no part in the 

lives of the African population, today there is hardly any 

community whose members do not earn some money either by the 

sale of produce or by labour for wages or engage in some 

form of barter exchange. 

Therefore, the expressions "subsistence economy" or 

"subsistence sector" pertaining to the African economy do 

not convey the idea of a separate sector of the economy 

1 UN, Economic Commission for Africa, Report of the 
Working Group on the Treatment of Non-monetary Transactions 
within the Framework of National Accounts, Addis Ababa, ~ 
1960, p. 2. 

UNIVERSITY OF OTTAWA ~ SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

THE NATURE OF THE AFRICAN ECONOMY 2 

where no exchange transaction takes place. The fact is, 

there is no pure subsistence sector left in Africa today. 

However, the subsistence sector,having in mind the 

limitation of definition noted above, is still a major ele­

ment in the African economy although the proportion varies 

from territory to territory, as indicated by a United 

Nations estimate given in Table I. 

Thus, according to the above United Nations estimate 

for a sample of African countries, about 70 per cent of the 

total cultivated area of the territories is devoted mainly 

to production for subsistence. This is compared with 

81 per cent in the former West African territories; 73 per 

cent in the former Equatorial Africa; 67 per cent in 

Uganda; 59 per cent in Nigeria; 58 per cent in the Congo 

and 25 per cent in Ghana. Therefore, of all these terri-

tories, only in Ghana d©«T3 the cultivated area mainly under 

crops for subsistence smaller than that devoted to the 

production of crops for the market. These estimates can 

roughly be extended to apply for Africa as a whole, so 

that one can generally conclude that in terms of area under 

cultivation the subsistence sector forms a large part of 

trie African economy. 

The significance of subsistence economic activities 

can also be viewed in terms of the size of population 

engaged in such activities. For the above territories 
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TABLE I 

Area Under Crops for Sub 
(Percentage of total 

Territory and Area 

Congo (1947-50) 

Former French Equatorial Africa 
(1948-50) 

Former French West Africa 
(1947-49) 

Ghana (1950) 

Kenya (1947-50) 

Nigeria (1950-51) 

Southern Rhodesia (1950) 

Tanganyika (1950) 

Uganda (1948-50) 

TOTAL 

Are 

siste 
area 

snce 
) 

a Mainly Under Crops 
for Subsistence 

58 

73 

81 

25 

93 

59 

85 

78 

67 

69 

Source: UN, Enlargement of the Exchange Economy 
in Tropical Africa, New York, 1954, 
p. 14. 
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under consideration, the United Nations have come up with 

an estimate of the percentage of total male populations ovei1 

fifteen years engaged in subsistence production. For the 

sample territories covered in Table I as a whole, it has 

been estimated that approximately 60 per cent of the total 

male population above fifteen years of age are engaged in 

subsistence activities. The estimate also shows that only 

in the Congo and Ghana are the percentages of male popula­

tions over fifteen years engaged in subsistence production 

below those engaged in production for exchange. 

Although the above estimates provide a rough guide 

to the magnitude of the subsistence sector in the African 

economy, it should be noted that they were calculated on 

the basis of "available information". Generally, in African 

countries statistics pertaining to subsistence economic 

activities are non-existent or scanty. It is obvious, 

therefore, that African countries should endeavour to carry 

out an extensive and more accurate study of the magnitude 

and nature on the subsistence sector because it is indis­

pensable for a rational assessment of the needs and possi­

bilities of economic development as a whole. More precisely, 

we could state the importance of a more accurate informa­

tion of subsistence activities as follows: 

2 UN* op. cit., p, 17. 
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(a) Since production for own use in agriculture, 

forestry or fishings, could make, by its magnitude, an 

important contribution to the levels of living, its evalua­

tion would be useful for policy making in the estimation of 

needs and assessing the trends of subsistence level of 

living, especially consumption. 

(b) The inclusion of a more accurate estimate of 

subsistence activities in the measurement of national income 

allows a more realistic assessment to be made of the rates 

of growth of an economy. Without the inclusion of the sub­

sistence sector, rates of economic growth could be much 

magnified. 

(c) A more accurate estimate of subsistence produc­

tion is necessary to evaluate the trend in the shift from 

production for subsistence to production for the market. 

B. The Market Economy 

In the foregoing discussion we made the point that 

subsistence activities have been and still are a major 

element in the African economy. 

Economic growth would, therefore, be concerned with 

the successful transformation of the subsistence activities 

within the scope of the market economy. 

The expansion of the scope of exchange activities 

have two aspects: the shift of resources of land and labour 
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from s u b s i s t e n c e p r o d u c t i o n t o p r o d u c t i o n f o r exchange and 

the more e f f e c t i v e use of a l l economic r e s o u r c e s i n the 

p r o c e s s of p r o d u c t i o n f o r exchange. 

However, l a c k or inadequacy of e x i s t i n g t r a n s p o r t 

and r e l a t e d marke t ing f a c i l i t i e s , fo r example s t o r a g e f a c i l i ­

t i e s , p r e s e n t the most obvious o b s t a c l e to the enlargement 

of t h e scope of t h e domestic marke t . A s t a t emen t i n a r e p o r 

concern ing Nor thern Rhodesia may be app l i ed to a l a r g e p a r t 

of A f r i c a : 

. . . P r e s e n t marke t ing f a c i l i t i e s a re improvised and 
e l emen ta ry , and consequen t ly the p r imary p roducer 
of many a r e a s has to t ake a r i s k of s e l l i n g h i s 
s u r p l u s c rops or l e a v i n g them to r o t u n e a t e n . I t i s 
b e l i e v e d t h a t t h e r e are many who i n p r e s e n t c i rcum­
s t a n c e s a re u n w i l l i n g to t ake t h i s r i s k . 3 

However, i t should be noted t h a t an expans ion of 

p r o d u c t i o n f o r t h e market , the a v a i l a b i l i t y of t r a n s p o r t 

i n v o l v e s no t only t h e e x i s t e n c e of p h y s i c a l means of t r a n s ­

p o r t , b u t a l s o a q u e s t i o n of c o s t . I n o t h e r words, whether 

or not t h e scope of p r o d u c t i o n for the market w i l l expand 

depends to a l a r g e measure on the s i g n i f i c a n c e of t r a n s p o r t 

c o s t s i n r e l a t i o n to the s e l l i n g p r i c e s of the p r o d u c t s . I n 

the p o s t - w a r pe r i od world p r i c e s have favoured t h e e x t e n s i o n 

of the p r o d u c t i o n a r e a fo r c e r t a i n expor t c rops such as 

3 Northern Rhodesia Department of African Affa i r s , 
Annual Report for the Year 1950, Lusaka, 1951, p . 48. 
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groundnuts and cotton. In Nigeria, for example, post-war 

prices for groundnuts have generally been high enough to 

stimulate production for the market in areas previously ne-

glee ted due to high cost of transport . 

Furthermore, the inadequacy of marketing facilities 

places the African producer in a weak bargaining position and 

thus tends to discourage production for the market. The 

relatively weak bargaining position for the individual Afri­

can producer may also arise from lack of knowledge of market 

conditions, the need to dispose quickly%urplus production 

largely due to want of cash and lack of storage facilities. 

The general measures to overcome the deficiency in bargaining 

power and thereby encourage production for exchange have 

been summarized in a United Nations report: 

1. By ensuring greater competition between the 
various middlemen and organization concerned 
and by facilitating their operations through 
the provision of basic services - roads and 
other transport facilities, more and suitably 
located stores, improved and extended market 
information services, effective arrangements for 
standardization and better credit facilities; 

2. By encouraging larger scale operations where this 
is economically feasible; 

3. By ensuring that monopoly powers are not used 
against the interest of producers...5 

4 UN, Enlargement of the Exchange Economy in Tropica 
Africa, New York, 1954, p. 35. 

5 UN, Rural Progress Through Cooperatives, New York, 
1954, p. 68. 
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In some Afr ican c o u n t r i e s impor t an t s t e p s have a l ­

r eady been taken i n t h e e s t a b l i s h m e n t of marke t ing b o a r d s . 

These b o a r d s 6 have, i n a d d i t i o n to t h e i r f u n c t i o n of 

smoothing out t he e f f e c t s of p r i c e f l u c t u a t i o n s on produ­

c e r s ' income, the e s s e n t i a l pu rposes of improving the phy­

s i c a l o r g a n i z a t i o n of marke t ing i n o rde r t o reduce t r a n s p o r t 

and o the r marke t ing c o s t s and of improving t h e b a r g a i n i n g 

power of i n d i v i d u a l p r o d u c e r s . 

However, t h e above marke t ing arrangements a re a lmost 

e n t i r e l y concerned wi th expor t commodities to the e f f e c t 

t h a t i n t e r n a l marke t ing o r g a n i z a t i o n s a r e r e l a t i v e l y l a c k i n g 

or i n a d e q u a t e . This i n p a r t r e f l e c t s the low l e v e l of 

exchange i n the i n t e r n a l economy and an o b s t a c l e t o i t s 

expans ion . Fur the rmore , the p o s s i b i l i t y of e n l a r g i n g the 

scope of p r o d u c t i o n fo r exchange purposes has been l i m i t e d 

n o t a b l y by the lack of adequate and e f f i c i e n t t e chn iques of 

p r o d u c t i o n ; fo r i n s t a n c e , s o i l c o n s e r v a t i o n , f e r t i l i z e r s , 

d i v e r s i f i e d farming, i r r i g a t i o n schemes and improved v a r i e ­

t i e s of s e e d s . 

However, the p r o v i s i o n of adequate t r a n s p o r t and 

o t h e r marke t ing f a c i l i t i e s or t he i n t r o d u c t i o n of b e t t e r and 

e f f i c i e n t t e c h n i q u e s of p r o d u c t i o n would r e q u i r e l a r g e 

b For example, Marketing Boards i n West Africa for 
cocoa, cot ton and groundnuts; i n Congo, for o i l products and 
o i l palm produc ts ; i n Uganda, for coffee and cot ton . 
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amounts of capital investments, while prospects of financial 

return are relatively small. It can only be undertaken under 

the initiative and participation of the governments concernec. 

Thus, all development plans in Africa have recognized the 

need for providing facilities such as transport, and a large 

part of total investment envisaged in these plans is devoted 

£©r this purpose. 

Implications on Economic Policy: The above analysis 

tends to emphasize the importance of increasing agricultural 

productivity and the steps that have to be taken to achieve 

this objective. The significance of emphasizing agricultural 

development has the support of various economists, among 

them Buchanan and Ellis'. This group of economists argue 

that since the less developed countries are primarily agri­

cultural, emphasis should be placed initially on increasing 

agricultural output and productivity8 in the primary indus­

tries in attempt to raise real incomes. They point out that 

most national leaders of the less developed countries under-

^ N. S. Buchanan and Howard Ellis, Approaches to Eco­
nomic Development, New York, Twentieth Century Fund, 1955. 

8 Output refers to the total quantity of goods and 
services produced in a given period of time while producti­
vity refers to the change in the quantity of goods and ser­
vices produced by a person working over a given period of 
time. Productivity depends upon technological development, 
capital equipment, working and living conditions, management 
and many other factors. Changes in quality are not reflected 
in statistical measurements of productivity but might well 
be considered as part of the general concept. 
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e s t i m a t e the importance of the a g r i c u l t u r a l s e c t o r because 

of a d e s i r e f o r i n d u s t r i a l s e l f - s u f f i c i e n c y , n a t i o n a l p r i d e 

or pureOGcromafi-tic a s s o c i a t i o n of manufac tur ing wi th a f f l u ­

ence . 

However, the above p o i n t of view has been c h a l ­

l enged by ano ther group of e c o n o m i s t s . They do no t deny the 

d e s i r a b i l i t y of e f f o r t s t o r a i s e a g r i c u l t u r a l ou tpu t and p r o ­

d u c t i v i t y i n p r i n c i p l e . But they t e n d not t o pu t too much 

f a i t h i n such p o l i c i e s . I n s t e a d , they p l a c e the ch ie f empha­

s i s on the development of secondary i n d u s t r i e s l a r g e l y 

because they m a i n t a i n a g r i c u l t u r e to be " i n f e r i o r " t o i n d u s ­

t r y as a means of r a i s i n g the s t anda rd of l i v i n g of t h e l e s s 

developed c o u n t r i e s . I n o rder to e v a l u a t e t h i s p o i n t of 

view i t may perhaps be p roper to p r e s e n t an. o u t l i n e of t h e 

a n a l y s i s of two economists who suppor t t h i s l i n e of t h o u g h t . 
Q 

The Prebisch Analysis . Although he presented his 

analysis with particular reference to Latin America, his 

conclusion can be applied equally well to the less developed 

countries in general. Prebisch makes the point that the 

price ratio of primary to manufactured goods in international 

trade has fallen since 1870's10. This, to him, indicates 
9 See UN, Economic Commission for Latin America, 

The Economic Problems of Latin America and its Principal 
Problems, New York, 1957. 

"^ He based his argument on data showing the ratio o: 
price movements of United Kingdom exports to imports for the 
period 1876-1948. See UN, Relative Prices of Exports and 
Imports of Underdeveloped Countries, New York, 1949, p. 22, 
T a b l e 5 . UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 
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that labour and entrepreneurial incomes in the industrial 

countries have increased^more than productivity since other­

wise price would have fallen as productivity rose. By the 

same reasoning, he maintains that incomes in the countries 

producing primary goods have increased less than productivity 

He, therefore, concludes that the benefits of technical pro­

gress have gone disproportionately to the industrialized 

countries and will continue to do so until the underdeveloped 

countries themselves become industrialized. 

The Prebisch analysis on the apparent disparity bet­

ween incomes and productivity fails to explain what factors 

accounted for this disparity. As Higgins states: "He pro­

vides no analysis of how this disparate movement in relation 

of incomes to productivity may have taken place" . In 

appraising Prebisch's point of view, it may generally be 

accepted that most of the less developed countries rely pri­

marily on agriculture, and thus may suffer during times of 

depression since prices of industrial goods tend to be rela­

tively maintained. Furthermore, the fact that most less 

developed countries are dependent on one or a few exports of 

primary commodities would, as will be explained more fully 

later, expose the economies of these countries to greater 

risks of instability. Besides, in comparing the price move-

11 B. Higgins, Economic Development, New York, 
W.W. Norton and Co., Inc., 1959, p. 367. 
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ments of industrial and primary goods we should take into 

account the "quality" of industrial goods vs primary goods. 

As Buchanan and Ellis point out: "...it is the one great 

variable which illudes this price comparison". While 

technical advances have Improved the quality of manufactured 

goods enormously that of primary exports of the less deve­

loped countries has generally remained stagnant or improved 

a little. 

Therefore, it is hard to accept Prebisch's analysis 

of general "inferiority" of agriculture to industry. A pro­

minent economist, Jacob Viner, put forward his point of view 

as followed: 

Misallocation of resources as between agricul­
ture and manufactures is probably rarely a major 
cause of poverty and backwardness, except where 
government through tariffs, discriminatory taxation 
and expenditure policies, and failure to provide,... 
facilities for education, health promotion and 
technical training, is itself responsible for this 
misallocation^3. 

The Singer Analysis. That agriculture is generally 

"inferior" to industry is also the view of H.W. Singer14. 

12 I, S. Buchanan and Howard S. Ellis, Op. cit.,p.2$l 

1 3 J. Viner, International Trade and Economic Deve­
lopment, The Clarendon Press, Oxford, 1953, p. 71. 

1 4 H.W. Singer, "The Distribution of Gains Between 
Investing and Borrowing Countries", American Economic 
Review, May 1950, p. 472-494. 
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He presents his case for emphasis on industrialization as a 

proper policy for less developed countries on three accounts 

(1) "Infant" industry argument; (2) "External economies" 

of industry; (3) A supposed progressive decline in the terms 

of trade of primary products. 

As far as the third of these argumentsjls concerned 

Singer closely resembles Prebisch. His "infant" industry 

argument contends that the preoccupationa^of xhe less deve­

loped countries interferes with the growth of potentially 

productive enterprises. This argument cannot be wholly 

denied. But, the problem is to what extent policy makers of 

the less developed countries are prepared to substitute 

merely potentially productive manufactures for actually pro­

fitable primary production, although productivity in the 

later may be less than in the former. A further problem is 

to what extent conditions in the less developed countries, 

in the form of technical skills, domestic demand, institu­

tional and social factors, management, justify structural 

changes in the economy as expounded by Singer. It would be 

irrational to build industries in the mere belief that they 

are more productive than agricultural undertakings unless 

there exists sufficient domestic demand for products of thes > 

industries? efficient and adequate transport and marketing 

facilities as well as adequate labour with the required 

skills. Furthermore, if industry, as contended, may have 

, , — — . . 
UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

THE NATURE OF THE AFRICAN ECONOMY 14 

suffered relative neglect so also the need to raise agricul­

tural productivity. 

In extending his "external economy" argument Singer 

maintains that the most important contribution of industry 

may not be its immediate products, but rather "...its effect 

on the general level of education, skill, way of life, inventive­

ness, habits, store of technfeology, creation of new demand"!5, 

Such a statement, while it appears plausible on the surface, 

offers little practical help for policy makers of the less 

developed countries. For instance, it is not clear to what 

extent or how exclusively the "external economy" benefits 

accrue merely to industrial economies, and to what extent 

they may be the causes of economic growth. How would Singer 

explain the high standard of living and developed economies 

of a country like New Zealand which predominantly depends on 

agriculture? Indeed, there are no general valid reasons why 

countries that possess natural advantages in agriculture and 

other types of primary production should not put more empha­

sis on this sector of economic activity than on industrializa­

tion. The basic issue in the less developed countries such * 

as those of Africa is not just a simple choice between manu­

facturing or primary production. Rather it is the problem 

of achieving a more rapid and sustained economic growth with 

IS H. W. Singer, Op. cit., p. 47 6. 
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bo th a g r i c u l t u r e and manufactur ing i n d u s t r y p l a y i n g a p o s i ­

t i v e r o l e i n such development . 

I t i s not p o s s i b l e t o advance one type of economic 

p o l i c y , f o r i n s t a n c e , as to what the "p roper" r e l a t i o n s h i p 

between a g r i c u l t u r e and i n d u s t r y should b e . Economic p o l i c y 

depends upon the s t r u c t u r a l background of a p a r t i c u l a r coun­

t r y ; s o c i a l , c u l t u r a l and many economic f a c t o r s such as the 

a v a i l a b i l i t y of s u f f i c i e n t c a p i t a l , n a t u r a l r e s o u r c e s and 

manpower hatfft to be taken i n t o accoun t . N e v e r t h e l e s s , we can 

g e n e r a l l y say t h a t the c l o s e in te rdependence between a g r i c u l ­

t u r e and i n d u s t r y , and hence the need for them to advance i n 

s t e p s has been i n c r e a s i n g l y r e a l i z e d . For i n s t a n c e , a United 

Na t i ons s tudy p o i n t s out the need f o r such in t e rdependence 

i n t h e s e words: 

A g r i c u l t u r e r e q u i r e s i n d u s t r i a l consumer goods 
as an i n c e n t i v e , i . e . something for f a rmers t o 

spend a d d i t i o n a l income on, and i n d u s t r i a l equipment 
t o make farming more e f f i c i e n t . I n d u s t r y needs to 

have a g r i c u l t u r e p rov ide raw m a t e r i a l s , food fo r 
i n d u s t r i a l workers , and e x p o r t s . (Besides e a r n i n g 
f o r e i g n exchange which i s e s s e n t i a l f o r secur ing 
i n d u s t r i a l equipment and raw m a t e r i a l s from abroad, 
t h e s e e x p o r t s a l so keep b u i l d p r e s e n t o r f u t u r e 
domestic marke ts fo r i n d u s t r i a l p r o d u c t s by r a i s i n g 
the incomes of merchan t s , farmers and o t h e r s . ) In 
many c o u n t r i e s a g r i c u l t u r e needs i n d u s t r i a l employ­
ment o p p o r t u n i t i e s to absorb s u r p l u s farm l a b o u r A ^ 

C l e a r l y , economic development i n t h e l e s s developed 

c o u n t r i e s embodies a l l s e c t o r s of economic a c t i v i t i e s . 

IS UN, Community Development and Economic Development, 
P a r t I , Bangkok, 1960, p . 1 3 . 
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That i s , a g r i c u l t u r a l produce , manufactured goods, economic 

s e r v i c e s such as t r a n s p o r t , s o c i a l s e r v i c e s such as educa t io r 

and h e a l t h s e r v i c e s . Al l have to be t a k e n i n t o account i n 

a p p r a i s i n g the degree of economic growth of a c o u n t r y . 

Ob jec t ives of I n d u s t r i a l Development. I n a s s e s s i n g 

t h e s t r u c t u r e and growth of an economy such as t h o s e of 

Af r ican c o u n t r i e s i t may not be enough to p o i n t ou t the 

i n t e rdependence between i n d u s t r y and a g r i c u l t u r e . I t i s 

e q u a l l y impor t an t to show the c o n t r i b u t i o n s i n d u s t r y had t o 

make to economic growth of t h e s e c o u n t r i e s . I n d u s t r i a l 

development may c o n t r i b u t e to t h r e e impor tan t economic ob­

j e c t i v e s : 

1 . The achievement of a more rapid growth in na t iona l 

income in the near fu ture ; 

2 . Increasing the s t a b i l i t y of the economy; 

3 . The c r ea t i on of s k i l l s and experience tha t w i l l i n 

the future lead to a more rapid increase i n produc­

t i v i t y and a more f l ex ib l e economy. 

For most African countr ies an increase in primary 

expor ts (although i t may be des i r ab le ) may not be expected to 

provide a su f f i c i en t bas i s for rap id growth, e i t h e r because 

of l imi t ed suppl ies of exportable goods or because of unfa­

vourable demand condit ions abroad. However, while i t i s 

des i r ab le for p r a c t i c a l l y a l l African count r ies to increase 
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t h e r e l a t i v e p r o p o r t i o n of i n d u s t r i a l ou tpu t i n t h e i r na t ions[ l 

p r o d u c t , t h e choice of i n d u s t r i e s must be made on a s e l e c ­

t i v e b a s i s t h a t t akes account of each c o u n t r y ' s marke t s and 

r e s o u r c e s and of t h e advantages of t r a d i n g w i th i t s n e i g h ­

b o u r . 

While emphasizing the importance of i n d u s t r y , we had 

no i n t e n t i o n to imply any g e n e r a l p r i o r i t y fo r i t s deve lop­

ment over a g r i c u l t u r e . The b e s t d i s t r i b u t i o n of o u t p u t , as 

has been a l r e a d y i n d i c a t e d , has to be de termined by n a t u r a l 

r e s o u r c e s , the compos i t ion of demand and the c o u n t r y ' s 

t r a d i n g o p p o r t u n i t i e s . Some degree of ba lance among growth 

of d i f f e r e n t s e c t o r s must be ach ieved . I f any one of the 

major s e c t o r s i s n e g l e c t e d i t may become a b o t t l e n e c k to 

f u r t h e r growth, as s e v e r a l c o u n t r i e s i n Asia have found when 

they pu t too g r e a t a s t r e s s on e i t h e r i n d u s t r y , a g r i c u l t u r e 

or p u b l i c c a p i t a l to the d e t r i m e n t of others- 1- ' . 

A s s e s s i n g the Degree of I n d u s t r i a l i z a t i o n . A number 

of approaches are commonly employed t o measure i n d u s t r i a l 

growth i n a g iven c o u n t r y . One such method uses the p r o p o r ­

t i o n of economica l ly a c t i v e p o p u l a t i o n working i n i n d u s t r y 

r e l a t i v e to those employed i n o the r s e c t o r s of the economy. 

I n d u s t r i a l a c t i v i t y may a lso be s a i d t o have expanded i f i t s 

17 UN, Fo rmula t i ng I n d u s t r i a l Development Programmes, 
(With S p e c i a l Reference to Asia and the Far E a s t ) , No. 2, 
Bangkok, 1961, p . 2 . 
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s h a r e of g ros s domestic p roduc t , r e l a t i v e t o o the r s e c t o r s oi 

economic a c t i v i t i e s , i n c r e a s e s over t i m e . 

However, t o a s s e s s the degree of i n d u s t r i a l i z a t i o n 

the above approaches may be i n s u f f i c i e n t . The r e a s o n i s Ttf*'1 

b@ â3*gj3 the degree of i n d u s t r i a l i z a t i o n r e f e r s to an increase 

i n manufac tu r ing c a p a c i t y and i t s p r o d u c t i v i t y over t i m e . I t 

may a l s o imply no t only a mere i n c r e a s e i n i n d u s t r i a l goods 

produced but a l s o an i n c r e a s e i n t h e range of t h e s e goods . 

The re fo re , t o a s s e s s the degree of i n d u s t r i a l i z a t i o n i n a 

g iven coun t ry over t ime, or between two c o u n t r i e s a t t he sam< 

t ime , o t h e r impor t an t f a c t o r s must be taken i n t o accoun t . 

These i n c l u d e : s t o c k of c a p i t a l , p r o d u c t i v i t y , d i v e r s i f i c a ­

t i o n or the range of i n d u s t r i a l goods produced . These f a c ­

t o r s , t o a l a r g e measure, de termine whether or not a g iven 

c o u n t r y has succeeded to make a more e f f e c t i v e use of i t s 

r e s o u r c e s . 

To conc lude , we have r e j e c t e d the p o i n t of view 

t h a t i n d u s t r i a l i z a t i o n i s the on ly way for economic deve lop ­

ment i n t h e l e s s developed c o u n t r i e s , whi le m a i n t a i n i n g i t s 

d e s i r a b i l i t y i n so f a r as i t i s implemented on a s e l e c t i v e 

b a s i s t a k i n g i n t o account each c o u n t r y ' s market , i t s r e s o u r ­

c e s , and o p p o r t u n i t i e s for t r a d e . Thus, whi le i t may be 

economica l ly f e a s i b l e for very l a r g e and d i v e r s i f i e d coun t r i e 

such as t h e USSR and China t o aim a t a l a r g e measure of indus 

t r i a l s e l f - s u f f i c i e n c y , most c o u n t r i e s of A f r i c a may s u f f e r 
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s e r i o u s l o s s e s i f they a t t empt to fo l low the same p o l i c y . 

However, as w i l l be noted more f u l l y i n Chapter I I I , 

t h e e s t a b l i s h m e n t of new i n d u s t r i e s , or the expans ion of 

e x i s t i n g ones may r e q u i r e government a s s i s t a n c e i n t h e form 

of t a r i f f s , and / o r f i s c a l and monetary i n c e n t i v e s . 

C. Economic Development: Requirements 

The i n t e n s i v e study of economic growth in r e c e n t 

y e a r s has produced an ever lefig-the^iag of f a c t o r s and cond i -

t i o n s , o b s t a c l e s and p r e r e q u i s i t e s t h a t a re conducive to a 

d e s i r a b l e pace of economic p r o g r e s s and r a t e s of economic 

g rowth . "The d i r e c t i o n of the i n q u i r y has proceeded from 

t h o r o u g h l y o b j e c t i v e , t a n g i b l e and q u a n t i t a t i v e phenomena, t o 

£ more and more s u b j e c t i v e , i n t a n g i b l e , unmeasurable ones . "18 

C l a s s i c a l economics had cons ide red c a p i t a l accumula­

t i o n and n a t u r a l r e s o u r c e s as p r i n c i p a l agents-of development^, 

I n r e c e n t y e a r s , however, t h i s view has been s t r o n g l y c h a l ­

l e n g e d . Among t h e r equ i r emen t s of economic growth, t h e supply 

of e n t r e p r e n e u r i a l and manager ia l a b i l i t i e s now occup ies i n 

o f f i c i a l documents and economic l i t e r a t u r e a p o s i t i o n of s t r a ­

t e g i c impor tance a t l e a s t equal to t h a t of c a p i t a l and n a t u r a l 

18 A. 0 . Hirschman, The S t r a t e g y of Economic Develop­
ment, New Haven, Yale U n i v e r s i t y P r e s s , 1960, p . 1 . 

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

THE NATURE OF THE AFRICAN ECONOMY 20 

r e s o u r c e s ! 9 . The i m p o r t a n t c o n t r i b u t i o n t o be d e r i v e d f rom 

20 i n v e s t m e n t i n p e o p l e as p r o d u c t i v e a g e n t s h a s b e e n s t r e s s e d c u l 

F u r t h e r m o r e , among e c o n o m i s t s of t o d a y , Simon K u z n e t s f o r 

i n s t a n c e , h a s g i v e n c o n t i n u o u s t e c h n o l o g i c a l p r o g r e s s a s t r a ­

t e g i c i m p o r t a n c e . I n h i s w o r d s , " . . . c o n t i n u o u s t e c h n o l o g i c a l 

p r o g r e s s . . . a r e t h e n e c e s s a r y c o n d i t i o n f o r t h e h i g h r a t e of 

modern g r o w t h i n p e r c a p i t a i n c o m e " ^ 1 . I n a d d i t i o n , i f one 

l o o k s a t f a c t o r s t h a t have an i n d i r e c t e f f e c t on t h e s u p p l y 

of c a p i t a l , e n t r e p r e n e u r s h i p and s k i l l s , t h e l i s t o f f a c t o r s 

b e c o m e i f a r more maaea?e-tt.s. Among o t h e r t h i n g s , t h e need f o r 

p u b l i c o r d e r , law e n f o r c e m e n t a n d / / p u b i i c a d m i n i s t r a t i o n have 

b e e n e m p h a s i z e d 2 2 . 

The a n a l y s i s of c o n d i t i o n s and o b s t a c l e s t o economic 

g r o w t h h a v e become e v e n more complex a s a r e s u l t o f g r o w i n g 

s o c i o l o g i c a l and a n t h r o p o l o g i c a l s t u d i e s w h i c h a t t e m p t t o 

a s s e s s t h e i n f l u e n c e , b e l i e f s , a t t i t u d e s , v a l u e s y s t e m s , e t c . 

e x e r t on e n t e r p r i s e and i n i t i a t i v e ^ . 

19 g e e UN, P r o c e s s e s and P r o b l e m s of I n d u s t r i a l i z a ­
t i o n i n U n d e r d e v e l o p e d C o u n t r i e s , New York , 1955 , p . 3 0 - 3 8 . 

2 0 T. W. S c h u l t z , The Economic T e s t i n L a t i n A m e r i c a , 
New Y o r k , S t a t e S c h o o l of I n d u s t r i a l and Labour R e l a t i o n s , 
C o r n e l l U n i v e r s i t y , 1 9 5 6 . 

2 1 S . K u z n e t s , Economic Growth . S i x L e c t u r e s on The 
J o h n s H o p k i n s U n i v e r s i t y , New York , 1 9 6 1 , p . 2 9 . 

2 2 H. L e i b e n s t e i n , Economic B a c k w a r d n e s s and Economi 
G r o w t h , S t u d i e s i n T h e o r i e s of Economic Growth, New York , 
W i l e y , 1 9 5 7 , p . 4 0 . 

23 w.A. L e w i s , The Theory of Economy Growth, London, 
1 9 5 5 . 
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Interest in such institutional factors became more 

prevalent in the attempt of economic historians to find solu 

tions as to why some countries entered the "take-off" stage 

in economic growth before others. Why England in the 

1770's, why not ancient Egypt or Imperial Rome or China many 

centuries ago? 

As Lewis asks implicitly in the preface to his book, 

"Was it mechanical spinning or the invention of the steam 

engine, or did other countries experience inhibiting factors 

which they could not overcome?"24 

The above analysis inevitably leads us to the ques­

tion "how can a stagnating country ever hope to fulfil simul 

taneously so many necessary conditions?" 5 This is what 

Hirschman attempted to answer^. While recognizing the 

significance of the large volume of literature on the pre­

requisites or conditions of economic growth, he maintains 

that economic backwardness cannot be explained in terms of 

an outright absence or scarcity of this or that factor of 

production. It is also a result of misallocation of an 

inefficient use of available resources, natural and human. 

To support his argument he cites the luxury consumption of 

the rich, the widespread hoarding or misdirected and 

24 W. A. Lewis, Ibid. 

25 A . 0 . Hirschman, Op. c i t . , p . 2 . 
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u n p r o d u c t i v e inves tmen t s p r e v a l e n t i n most l e s s developed 

c o u n t r i e s . He goes f u r t h e r t o s t a t e t h a t i f whatever r e s o u r 

ces t h a t a r e a v a i l a b l e are w e l l o rgan ized and e f f i c i e n t l y 

u t i l i z e d i t w i l l , a t l e a s t , pe rmi t economic development 

i t s e l f t o " r a i s e i t s head" . Thus, accord ing to h i s 

r e a s o n i n g "while we were a t f i r s t d i scouraged by t h e long 

l i s t of r e s o u r c e s and c i r cums tances whose presence has been 

shown to be needed f o r economic development, we now f ind 

t h a t t h e s e r e s o u r c e s and c i r cums tances are not so sca rce or 

so d i f f i c u l t to r e a l i z e " 2 7 . 

This i s of course ano the r way of s t a t i n g the w e l l -

known p r o p o s i t i o n t h a t economic development i s h e l d back by 

a s e r i e s of " i n t e r l o c k i n g v i c i o u s c i r c l e s " 2 8 . Before i t 

s t a r t s economic development i s very ha rd to v i s u a l i z e becaus 

so many c o n d i t i o n s have to be f u l f i l l e d and a l s o because of 

t h e " v i c i o u s c i r c l e s " . But as Hirschman 's a n a l y s i s p o i n t s 

o u t , i t means a l so t h a t once development has s t a r t e d the 

c i r c l e may be broken as the p r e r e q u i s i t e s and c o n d i t i o n s 

for development a r e brought i n t o b e i n g . In o t h e r words, 

economic development depends not only on the most e f f i c i e n t 

2 6 IPid., 

27 ibid., p. 5. 

28 H. W. Singer, "Economic Progress in Underdeveloped 
Countries", Social Research, March 16, 1949, p. 5. 
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combination of available resources and factors of production 

but also "on calling forth and enlisting for development pur­

poses resources and abilities that are hidden, scattered and 

badly utilized"29. 

Some economists , however, maintain that the real 

cause inhibiting economic development in Africa, Asia and 

other underdeveloped countries could be explained on the forn. 

which their foreign trade has taken in the past. The argu­

ment, in short, is that colonial policy in these countries 

had been such that the export sector had little stimulating 

effect on other sectors of the internal economy. Economic 

activities connected with storing and processing of industrial-

materials occurred in the colonizing countries so that, in 

effect, the secondary benefits of the export sector in the 

colonized countries was largely felt not in the domestic 

economy but abroad. But, if this proposition was true, why 

did countries such as Ethiopia and Liberia who had remained 

independent experienced the same problems that the colonized 

African countries had? 

Thus, while colonial policy may have had a restric­

tive effect on the stimulative impact of the export sector 

29 A. 0. Hirschman, Op. cit., p. 5 . 

30 For example, see H. Mint, "The Classical Theory 
of International Trade and the Underdeveloped Countries", 
The Economic Journal, June 1958. 
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on other sectors of the economy, it is an exaggeration to 

suggest that such a policy was the only major inhibiting 

factor. It is the opinion of this writer, at least from 

first hand experiences in Ethiopia, that factors such as 

lack of transport and other marketing facilities weaken the 

spread effects of expansion of the export sector to other 

sectors of the economy. Furthermore, distribution of export 

incomes is such that few landlords or enterprises benefit 

substantially from an expanding export sector while a large 

proportion of the population gain relatively little. The 

result is that a rise in income in the export sector has 

not been reflected in a substantial increased demand in the 

dome stic e c onomy. 

It has also been maintained that the real problem 

hindering the rapid rate of economic growth in most of the 

less developed countries is to be found in the tendency of 

the terms of trade to run against them . While this could 

be true for some countries, it has not been the case with 

many African countries where the terms of trade in the post­

war period had generally been favourable32. As we will 

examine more fully later, the major problem facing these ^ 
_ _ _ _ — — — — . 

31 See B. Higgins, Economic Development, New York, 
W. W. Norton and Co., Inc., 1959, p. 537. 

32 see Table in UN, Economic Survey of Africa since 
1950, New York, 1958, p. 182. 
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countries is the violent instability of export proceeds. 

Economic development requires favourable terms of trade as 

well as a more stable export income. 

It has also been suggested that it is the lack of 

"balanced growth" that keeps underdeveloped countries frort 

a more rapid rate of economic growth. The argument is 

roughly as follows. The market for a particular commodity 

is inadequate to absorb the minimum output of an efficient 

plant, and the income created by the investment in the sin­

gle plant will not solve the deficiency in demand. Thus, by 

itself, the plant will be uneconomical so that coordinated 

investments in large and varied groups of industries is the 

solution. In other words, this doctrine tends to emphasize 

massive investments in industries the objective being the 

34 creation of external economies . However, as we saw earliejr, 

the problem of African countries is also how to increase 

agricultural productivity. In this sense, therefore, the 

doctrine fails to give an answer to solving the development 

33 par further details refer to Higgins, Op. cit., 
pp. 397-408. 
i 

34 "These are economies in production which depend 
on increases in the output of the whole industry rather 
than on increases in output of an individual firm. External 
economies occur where an increase in the size of an industry 
leads to lower costs for the individual firms composing the 
industry". See A.W. Stonier and C. Hague Douglas, A Text­
book of Economic Theory, Longmans, Green and Co., Ltd., 
London, 1957, fa. /'J7. 
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problems of African countries. Furthermore, even if we take 

the doctrine to mean massive investments in both agricul­

tural and manufacturing industries it would be unworkable 

because it is definitely beyond the capacity of most African 

countries, which lack sufficient supply of domestic capital. 

While foreign capital inflow may help to ease the scarcity 

of capital, it cannot generally be expected to be forth­

coming commensurate with the massive investments that may be 

required. Furthermore, there are the problems of manage­

ment, shortage of skilled labour, inadequate transport and 

marketing facilities. In short, what the balanced growth 

doctrine fails to recognize is that massive and varied 

investments on all fronts cannot be successful unless the 

major bottlenecks to development are tackled beforehand and 

continue to be resolved as the process of economic growth 

takes place. This is not to suggest that investments in 

directly productive enterprises should be neglected alto­

gether. The point is that the less developed countries 

should give priority to sectors such as textile industries 

that may be feasible within the existing market. 

The preceding analysis has been made with parti­

cular reference to the economies of the less developed 

countries. As such it is only a ttpartialn theory of economi; 

growth. Likewise, there are various growth theories appli­

cable to the problems of the now advanced economies. 

_ J 
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Keynes attempted to explain the workings of a developed 

economy and the factors explaining the collapse of these 

economies during the depression of the 1930fs and suggested 

some remedial measures-^, in fact, his theory was expounds 1 

with particular reference to conditions prevailing in the 

United Kingdom so that while applicable to economies at a 

similar stage of economic development and industrialization 

it fails to embrace the conditions prevailing in the less 

developed countries. 

Another celebrated work bearing on the theory 

of growth is that of Shumpeter 3°. He relates economic 

growth and economic change as a consequence of technolo­

gical progress and innovations. Therefore, his theory is 

more applicable to the industrial countries and fails to 

consider the problems and requirements of the less 

developed countries. 

Among other contributions to the literature 

on growth is that of Higgins who set out the postulates of 

economic growth as capital accumulation, population growth, 

discoveries of new resources and technological progress37, 

35 J. M. Keynes, The General Theory of Employ­
ment , Interest and Money, MacMillan, London, 1936. 

36 J. A. Schumpeter, The Theory of Economic 
Development, Harvard University Press, Cambridge, 1934. ! 

37 B. Higgins, Op. cit., p. 239. | 
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What may be included or excluded by a theory of economic 

growth cannot be made explicit at this stage because they 

are as yet in a state of exploration and clarification. 

They have to be tested as to their general applicability. 

Simon Kuznets envisages a comprehensive theory of 

economic growth, 

(a) "that would indicate the factors in the develop­

ment of the more industrially advanced nations and 

thus illuminate the problem of their secular possibl 

stagnation; 

(b) "to frame the factors so that a testable analysis 

of obstacles to economic growth of underdeveloped 

countries and hence a basis for intelligent develop­

ment policy become possible; 

(c) "to consider the operations of these factors under 

a system of free enterprise as well as within the 

Authoritarian System, so that their interplay and 

potentialities in both become clear; 

(d) "to distinguish the factors that make for peaceful 

and warlike behaviour, so that the bearing of each 

on economic growth can be clearly perceived."38 

3^ S. Kuznets, "Toward a Theory of Economy Growth11, 
in Robert Lekachman's Ed., National Policy for Economic 
Welfare at Home and Abroad. New York. 1955.IP. 14-15. 

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

THE NATURE OF THE AFRICAN ECONOMY 29 

The requirements as set out by Kuznets offer a 

broad and meaningful approach though neither he nor his 

followers have as yet demonstrated how the model envisaged 

can be put to a test. 

The advantage of Kuznet*s presentation is his requir 

ments that a model of economic growth must be applicable to 

economies at all stages of development, under varying cir­

cumstances, at different times and under varying civiliza­

tions. A comprehensive theory of economic growth should 

offer explanations not only as to why economies expand but 

also why at times stagnate and retard. 

Conclusion. Such a general theory of economic 

growth may never be attained. The concern about economic 

growth too is a recent phenomenon. When the economic theo­

ries of the Olassical and Marxian Schools were formulated 

there had been no significant theoretical framework in the 

field of economic growth. However, with the passage of 

time, experience of nations in the field of economic growth 

has broadened and empirical data have accumulated. But no 

significant break through has been made to utilize these 

data in a testable theoretical framework. Meanwhile, the 

various partial theories of underdevelopment examined above 

provide useful theoretical basis for economic development 

planning in the less developed countries. 
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FOREIGN TRADE AND ECONOMIC DEVELOPMENT 

A. G e n e r a l Deve lopmen t s i n Trade 

E x p o r t s of p r i m a r y c o m m o d i t i e s f r o m A f r i c a , a s i n 

m o s t of t h e l e s s - d e v e l o p e d c o u n t r i e s , r e p r e s e n t ! a h i g h 

s h a r e of g r o s s r a t i o n a l p r o d u c t and t h e s e e x p o r t s a r e h i g h l y 

d e p e n d e n t on t h e m a r k e t s of i n d u s t r i a l c o u n t r i e s . About 

f o u r - f i f t h s of A f r i c a ' s p r i n c i p a l e x p o r t s of p r i m a r y commodi­

t i e s a r e a b s o r b e d by t h e i n d u s t r i a l c o u n t r i e s . The s h a r e of 

W e s t e r n Eu rope i n t h e m a r k e t s fo r t h e s e e x p o r t s - o v e r 

t h r e e - f o u r t h s - i s e s p e c i a l l y s t r i k i n g l . 

Inasmuch a s A f r i c a ' s e x p o r t s of p r i n c i p a l c o m m o d i t i e s 

a r e h i g h l y d e p e n d e n t on t h e m a r k e t s o f i n d u s t r i a l c o u n t r i e s , 

i t i s n o t s u r p r i s i n g t h a t c h a n g e s i n t h e e x p o r t t r a d e of 

A f r i c a a r e c l o s e l y r e l a t e d t o c h a n g e s i n economic a c t i v i t y 

o f t h e i n d u s t r i a l c o u n t r i e s . I n o t h e r w o r d s , d e v e l o p m e n t s 

i n t h e e x p o r t t r a d e of A f r i c a a r e v e r y much a f f e c t e d by 

demand c o n d i t i o n s e x i s t i n g i n t h e i n d u s t r i a l c o u n t r i e s . The 

n a t u r e and e x t e n t of t h i s d e p e n d e n c e may become e v i d e n t i f 

one e x a m i n e s t h e g e n e r a l d e v e l o p m e n t t r e n d s i n A f r i c a ' s 

e x t e r n a l t r a d e d u r i n g t h e 1 9 5 0 ' s . 

1 These f a c t s a r e drawn f rom Economic S u r v e y of 
A f r i c a S i n c e 1 9 5 0 , U n i t e d N a t i o n s , New York , 1959 , p p . 1 4 9 - 1 6 5 . 

— __ , . , . 
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As a r e s u l t of the Korean c o n f l i c t a t t h e beg inn ing 

of 1950, t h e r e was a s u b s t a n t i a l r i s e of demand fo r p r imary 

commodities i n t h e i n d u s t r i a l m a r k e t s . This had n a t u r a l l y 

meant an i n c r e a s e i n the expor t p roceeds of A f r i c a . However, 

what i s i n t e r e s t i n g to no te i s t h a t the impact of t h e increase 

i n demand has l a r g e l y been f e l t i n terms of s u b s t a n t i a l 

i n c r e a s e s i n p r i c e s r a t h e r than volume of e x p o r t s . This 

cou ld be seen from t h e expor t da t a g iven i n Table I I f o r t he 

p e r i o d 1 9 5 1 . Why t h i s has been the case may be exp l a ined i n 

t e rms of the n a t u r e of the commodities e x p o r t e d . That i s , 

supply of p r imary commodities expor ted from Af r i ca a re r e l a ­

t i v e l y i n e l a s t i c to changes i n demand i n the s h o r t - r u n . I t 

may be no ted t h a t the Korean c r i s i s was a sudden and an 

un fo re seen development so t h a t t h e r e was a time l a g be fo re 

supply could be i n c r e a s e d i n response t o the r i s e i n demand 

o r i g i n a t i n g abroad . But, by 1952 i n d u s t r i a l a c t i v i t y and 

s tock p i l i n g i n t h e markets fo r pr imary commodities had began 

to subs ide which was r e f l e c t e d i n a dec reased demand for 

p r imary commodi t ies . This was fol lowed by t h e 1953-1954 

r e c e s s i o n i n the economic a c t i v i t y of i n d u s t r i a l c o u n t r i e s . 

Throughout t h i s p e r i o d , as may be observed from the d a t a 

c o n t a i n e d i n Table I I , the u n i t va lue ( p r i c e s ) of e x p o r t s 

from Af r i ca had s u b s t a n t i a l l y r educed . This d e c l i n e i n p r i c e 

had p e r s i s t e d even for t h e y e a r s fo l l owing the r e c e s s i o n 

w h i l e on t h e o t h e r hand the quantum of e x p o r t s was i n c r e a s i n g 
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Global Indicators of African Trade 
Index numbers: 1953 = 100 
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trend. The later development may perhaps be explained by the 

fact there is generally a tendency among primary commodity 

producers to offset the loss in income as a result of de­

clining prices through an increase in the quantity of the 

commodities sold. 

The terms of trade position of Africa in general 

could not, however, be viewed with complacency because of the 

fact that it followed a consistently declining trend. The 

recession of 1957-1958 in industrial countries resulted in 

significant changes in the export trade of Africa so that 

by 1958 the unit value of exports as well as the terms of 

trade of Africa dropped to the lowest level since 1950. As 

to why prices of primary commodities fluctuate more than 

manufactured goods, reference to this has been made in the 

previous pages. Prices of industrial raw materials fluc­

tuate more than prices of manufactured products because they 

are more characterized with "overcapacity" in production. 

Furthermore, countries that depend exclusively on exports 

of one raw material (e.g. Egypt on cotton, Malaya on rubber) 

cannot stop competition when price falls below a certain 

level. They have to continue to compete for survival des­

pite reduced prices, thus reinforcing the reduction in 

price still further. Production of capital and consumer 

durable goods, on the other hand, are deferable. As demand 

for such goods is deferred and inventories accumulate 
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production is cut back so as to bring supply and demand into 

better balance. ThlM is the further point that as many 

consumer goods passing through world trade are luxury items 

the purchase of which is the function of income. When 

recessionary influences occur, a large part of the world 

income may decline and with it the purchase of consumer 

durable and luxury goods. To some extent there may also be 

a cutback in the purchase of capital goods. 

Despite the 1959 expansion in economic activities of 

the industrial countries the terms of trade of Africa conti­

nued to decline. To explain why, let us refer again to the 

data contained in Table II. The expansion in economic acti­

vities of the industrial countries had a stronger impact on 

the volume of exports than on prices of exports. The substafi 

tial rise in volume of exports may be accounted by the high 

rate of consumption of raw materials in the industrial coun­

tries during the expansion phase, coupled with a revival in 

demand for inventory purposes. But this large increase in 

the volume of exports did not bring a comparable gain in 

foreign exchange earnings. This was because supplies being 

ample, the rise in demand for primary commodities was inade­

quate to produce a general rise in prices. Although for 

certain export commodities such as wool and rubber marked 
2 

increases in prices were recorded , current production 

2 UN, Economic Commission for Africa, Economic Bulle­
tin for Africa, Addis Ababa, 1960, p. 34 and 31. 
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t o g e t h e r w i t h s tocks which had accumulated dur ing the r e c e s ­

s i o n was g e n e r a l l y more than s u f f i c i e n t to o f f s e t t h e e f f e c t 

o f - t h e r i s e i n demand. 

Thus, t h e 1957-1958 r e c e s s i o n and subsequent recovery 

and expans ion were g e n e r a l l y c h a r a c t e r i z e d by t e n d e n c i e s 

s i m i l a r to those exper i enced dur ing the i n t e r - w a r p e r i o d . 

These t e n d e n c i e s a re s p e l l e d out i n a r e p o r t of the Economic 

Commission fo r Af r ica as f o l l o w s : 

" ( 1 ) The h igh r e s p o n s i v e n e s s of pr imary commodity 

p r i c e s t o i n d u s t r i a l c o n t r a c t i o n s ; 

(2) The r e l a t i v e i n s e n s i t i v i t y of the volume of exports 

of primary commodities and the r ap id d e t e r i o r a t i o n 

i n the terms of t rade of primary exporting coun­

t r i e s in the downward phase of the cycle ; 

(3) A r i s e in the value of exports usual ly tended to 

lag behind the r i s e in export volume.**3 

These tendencies charac te r i ze an aggregative analysis , 

of developments in exports of l e s s developed primary commo­

d i t y export ing count r ies as a whole. While the l e s s developed 

count r ies accounted for somewhat l e s s than one t h i r d of t o t a l 

world t rade in 1950, the i r share in 1960 had shrunk to one-

f i f t h . During the same period, the i n d u s t r i a l l y developed 

count r i es increased t h e i r already large share in the t o t a l from 

UN, Economic Commission for Africa, Op. C i t . , p „ 1 1 . 

: : , _ . 
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t h r e e - f i f t h s to t w o - t h i r d s . Equa l ly impor t an t a r e some of 

the u n d e r l y i n g t r e n d s r e g a r d i n g r e g i o n a l d i r e c t i o n of t r a d e . 

Pe rhaps t h e most s i g n i f i c a n t f a c t i s t h a t wh i l e t h e share 

of e x p o r t s from t h e underdeveloped c o u n t r i e s d e c l i n e d i n the 

t o t a l impor t s of the developed c o u n t r i e s shown i n Table I I I , 

i n c l u d i n g the t o t a l of i n t r a - t r a d e of the l e s s developed 

c o u n t r i e s , the i n d u s t r i a l l y developed c o u n t r i e s have i n c r e a s e d 

t h e i r r e s p e c t i v e i n t r a - r e g i o n a l t r a d e n o t a b l y . Even the 1959 

expans ion i n economic a c t i v i t i e s of the I n d u s t r i e * c o u n t r i e s 

favoured t r a d e among themselves? than from pr imary e x p o r t i n g 

c o u n t r i e s . The above a n a l y s i s sugges t s t h a t t h e r e a re long 

term i n f l u e n c e s which account for the d e c l i n i n g r a t i o of 

p r imary commodity impor ts to t o t a l impor t s by i n d u s t r i a l i z e d 

c o u n t r i e s . One e x p l a n a t i o n I s t h a t t h e r e l a t i v e share of 

d u r a b l e goods and s e r v i c e s - s e c t o r s w i th g e n e r a l l y low 

i n p u t s of p r imary imports - i n t o t a l ou tpu t of i n d u s t r i a l 

c o u n t r i e s has been c o n s t a n t l y growing^. Of no l e s s impor tance 

i s the i n c r e a s e d economy i n the use of raw m a t e r i a l s due to 

improved methods of p r o d u c t i o n and to manufacture of syn the t i c 

s u b s t i t u t e s ' 7 . Agra r i an p r o t e c t i o n both i n t h e United S t a t e s 

4 See Table III. 

5 UN, Economic Commission for Africa, Op. cit., p.12. 

6 Ibid., p. 13. 

*? I t i s because of the operation of these forces on 
primary exports of the less developed countries that a recent 
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Exporting 
Country Group 

Total World 

1950 
1960 

developed Countri 

1950 
1960 

Developing Countr 

1950 
1960 

Source: 

TABLE III 

DEVELOPMENT 37 

on of World Trade, by Country Group, 
1950 and 1960 

(Percentage) 

Importing Country Group 

Total Developed 
World Countries 

100 100 
100 100 

es 

59.8 62.6 
66.0 72.1 

ies 

30.0 32.2 
20.4 22.8 

World Economic Surv 
1963, Table 1-3, p. 

Developing Unclassified 
Countries Trade 

100 100 
100 100 

68.8 34.6 
75.3 55.9 

27.3 52.5 
19.0 34.5 

©y 1962, New York, 
3. 
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and Western Europe coupled with efforts to develop domestic 

production at the expense of imported commodities should also 

be taken into account. It is the operation of these factors 

that lead the Economic Commission for Africa to state: "It 

seems indeed that, given the long term changes... in the 

import demand patterns in the industrial countries, together 

with changing conditions in the overall supply of primary 

commodities, primary exporting countries should not rely 

too much on stimulative effects of cyclical expansions in 

the future."8 

It has also been contended that "the plight of pri­

mary exporting countries stems from a low level of producti­

vity and a slow rise - if any - of this level"9. The point 

here is that this fundamental disadvantage has not been 

counterbalanced by favourable changes in the terms of trade. 

Thus, it is argued that "...the underdeveloped countries 

helped to maintain in the prices which they paid for their 

imported manufactures relative to those which they obtained 

report observed: "The attainment of a 5 per cent annual rate 
of increase in export earnings may well require the achieve­
ment of a growth rate of appreciably above 5 per cent in the 
national income of industrial countries...". UN, World 
Economic Survey, 1962, New York, 1963, p. 20. 

8 UN, Economic Commission for Africa, Op. cit., 
p. 14. 

9 UJJ, Relative Prices of Exports and Imports of 
Underdeveloped Countries, New York, 1949, p. 7. 
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for their primary products, a rising standard of living in 

the industrial countries, without receiving, in the price 

of their own products, a corresponding equivalent contribu­

tion towards their own standard of living."1° 

Prebisch goes a step further when he said: "... it 

is evident that in the center the income of entrepreneurs 

and of production factors increased relatively more than 

productivity, whereas in the periphery the increase in income 

was less than that in productivity; and "the industrial 

centers not only keep for themselves the benefit of the use 

of the new techniques in their own economy, but are in a 

favourable position to obtain a share of that deriving from 

the technical progress of the periphery. "H 

The main argument that could be brought forward to 

sustain this conclusion is, of course, population pressure 

and the existence of surplus labour in underdevelpped coun­

tries. As long as there is no scarcity of labour - at a 

price that exceeds only by a small margin the subsistence 

level - rises in labour productivity would tend to be trans­

ferred to the imp©rting industrial countries^. 

1 0 UN, Op. cit., p. 12. 

11 Economic Commission for Latin America, The Econo­
mic Development of Latin America and its Principal Problems, 
by Raul Prebisch, New York, 1950, p. 10 and 14. 

1 2 A. W. Lewis, "Economic Development with Unlimited 
Supplies of Labour", The Manchester School of Economic and 
Social Studies, 1954, p. 183. " "~~ 
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Carrying the discussion further Myrdal made a number 

of observations "concerning forces and conditions, besides 

the general conditions surrounding subsistence economy in 

underdeveloped countries and the population pressure - which 

would need quantitative analysis within the framework of a 

dynamic theory of international price formation" . Among 

these observations the following may be noted: 

(1) that for many primary exports the under­

developed countries are competing with advanced 

countries, where productivity has been rising more 

rapidly even in primary production; 

(2) that a larger part of foreign private enter­

prise in, and private capital inflow to, underdeveloped 

countries has been, and continues to be directed 

almost exclusively towards enlarging their export 

industries, that at the same time industrially 

advanced countries have protected and subsidized 

their own primary production - particularly agricul­

ture. 

(3) and more generally, that because of their 

poverty, the precariousness of their narrow exchange 

1^ G. Myrdal, An International Economy-Problems 
and Prospects, Routledge and Kegan Paul Ltd., London, 195 6, 
p. 233. 
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margins, and their desperate need of continuing large 

exports in order to be able to import essential con­

sumer goods and capital goods for their economic deve­

lopment, the bargaining power of underdeveloped coun­

tries has been, and remains, relatively very weak. 

The above analysis suggests that the rate of expan­

sion in exports of primary commodities from less developed 

countries to the industrial countries depends on four princi­

pal considerations: 

(1) the rate at which consumption or industrial 

absorption is increasing; 

(2) the extent to which consumption requirements 

are met from domestic supplies; 

(3) the extent to which import requirements are 

made by others than the less developed countries; 

(4) the availability of "appropriately" priced 

exportable supplies in the less developed countries. 

What the future trend in the trade of the emerging 

nations would be is difficult to forecast. However, there 

are two divergent points of views. On the one hand there is 

the view that with the limited openings for extension of 

primary production in new areas of settlement, with the 

expected continued growth of industry in the advanced coun­

tries, and the tendency of labour to move away from 
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agriculture, there will be a greater relative scarcity of 

the world supply of primary products, the benefit of which 

will partly fall to the less developed countries. On the 

other hand, there is the opposite contention by pointing out 

to the very large scope for improved agricultural producti­

vity (both in the advanced and the less developed countries), 

technical progress in making further economies in the use of 

raw materials in industrial production, discoveries of new 

synthetic and other industrial substitutes for a number of 

primary products, and the invention of new technical proces­

ses of producing such substitutes at even lower costs. 

However, the above analysis concerning movements in 

the external trade of the less developed countries in generaL 

must be understood with the existence of divergent movements 

between different commodities and regions. It may be useful 

to point out such tendencies briefly below. 

Different commodity groups. The experience of 

cyclical fluctuations in industrial countries and its effect 

on primary exports indicate that some commodities or groups 

of commodities felt the impact more than others. As a 

general rule, exports of raw materials were affected much 

more than foodstuffs. By and large exporters of raw mate­

rials having lost more, for instance, in the downswing of 

prices during the 1957-58 recession tended to gain more in 

the recovery and expansion that followed. The impressive 

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



^ UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

FOREIGN TRADE AND ECONOMIC DEVELOPMENT 43 

increase in export proceeds for Congo (minerals), Sudan 

(cotton) compared with a fall in export proceeds for Algeria, 

Tunisia and Morocco (mainly foodstuffs) in 1959 may be cited 

as a convenient illustration. This may be explained by the 

relatively inelastic nature of foodstuffs to fluctuations in 

demand in industrial countries compared with raw material 

exports. This divergence in the relative response to demand 

changes among commodity groups is reflected in the terms of 

trade of various countries. If we examine the data contained 

in Table IV we note that experiences relating to difficulties 

in trade balances have varied from country to country. Thus, 

in such countries as the Congo, the Federation of Rhodesia 

and Nyasala.nd, the terms of trade have been generally 

favourable, while in countries that include Egypt and East 

African countries (Kenya, Uganda and Tanganyika) the terms 

of trade have been more adverse. 

Different currency areas. The experience of the 

sterling and other currency areas in comparison with the 

Franc Zone countries in Africa show an interesting trend in 

their relative trade position. For instance, if we confine 

our analysis to the periods between 1957 and 1958 and 1958 

and 1959, the data in Table V reveal that contrary to the 

behaviour of the two remaining groups - sterling and other 

currency areas - the Franc Zone countries and territories 

do not seem to have been affected by fluctuations in demand 
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Selecte 

Country & 
Currency Unit 

Congo & Uranda Urundi 
(Billions of francs) 
Balance of trade 
Balance of Payments 

British East Africal 
(Mils, of sterling) 
Balance of trade 
Balance of Payments 

Egypt (UAR) 
(Mils, of Egyptian h) 
Balance of trade 
Balance of payments 

Ethiopia2 

(Mils, of Eth. |s.) 
Balance of trade 
Balance of payments 

TABLE IV 

id African Countries: 
1950 

1950 

3.64 
3.09 

1.0 
-26.1 

-25.0 
-10.4 

8.0 
12.6 

1951 

3.90 
1.36 

10.0 
-80.8 

-30.0 
-15.2 

15.0 
26.9 

1 For balance of trade, Kenya, Uganda and 
also Include Aden, former Br. Somalilan< 

2 Prior to September, 

Balance of Trade and Payments 
-1957 

1952 

-0.48 
-1.80 

3.0 
-10.0 

-74.0 
-53.4 

1.0 
7.8 

1953 

1.75 
-1.67 

-15.0 
-53.0 

-40.0 
- 7.9 

14.0 
42.7 

1954 

1.31 
-1.98 

-17.0 
-52.0 

-23.0 
- 3.6 

19.0 
13.7 

Tanganyika; for balance 
1, Zanzibas and Pemba. 

1952, excluding Eritrea. 

1955 

3,82 
-2.04 

-42.0 
-56.0 

-45.0 
-34.0 

-9.0 
9.6 

1956 

6.03 
-3.86 

-14.0 
-50.0 

-44.0 
-39.2 

-12.0 
1.5 

of payments, fi 

1957 

1.81 
• • • • 

-22.0 
-46.0 

-11.0 
-30.9 

15.0 
24.2 

gures 



Selected African 

Country & 
Currency Unit 

Ghana 
(Mils, of £ sterling) 
Balance of trade 
Balance of payments 

Morocco 
(Billions of francs) 
Balance of trade 
Balance of payments 

Rhodesia & Nyasaland 
(Mils, of S. Rhodesian L) 
Balance of trade 
Balance of payments 

Union of S. Africa 
(Mils, of S. African i) 
Balance of trade 
Balance of payments 

1950 

20,0 
20.1 

-48.0 
• • • 

4.0 
-27.9 

-80.0 
0.2 

TABLE IV (Continue d) 

Countries: Balance of Trade and 
1950 - 1957 

1951 

19.0 
19.3 

-71.0 
• • • 

-10.0 
-49.2 

-175 
-102 

Source: UN Economic Survey of 
p. 150. 

1952 

10.0 
11.5 

-85.0 
-30.0 

- 6.0 
-42.8 

-131 
-58.2 

Africa S 

1953 

6.0 
5.2 

-77.0 
-21.3 

24.0 
-24.8 

-128 
- 58.7 

ince 1957 

1954 

34.0 
40.7 

-67.0 
-23.4 

22.0 
-11.3 

-108 
- 29.9 

Payments 

1955 

-1.0 
1.8 

-59.0 
4.98 

34.0 
-11.2 

-112 
- 45 

, New York, 1959, 

1956 

-10.0 
-13.3 

-42.0 
43.0 

22.0 
-33.7 

-83 
- 4 

1957 

-15.0 
-14.4 

-31.0 
• • • 

21.0 
-69.9 

-97 
-13.0 

Ol 
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TABLE V 

A f r i c a n T r a d e by C u r r e n c y A r e a s 
( i n m i l l i o n s of US d o l l a r s ) 

T o t a l 

E x p o r t s 
I m p o r t s 
B a l a n c e 

S t e r l i n g Area 

E x p o r t s 
I m p o r t s 
B a l a n c e 

F r a n c Z o n e a 

E x p o r t s 
I m p o r t s 
B a l a n c e 

O t h e r C o u n t r i e s 

E x p o r t s 
I m p o r t s 
B a l a n c e 

1957 

5 , 7 0 0 
7 , 3 0 0 

-1,830 

2,620 
3,400 

-780 

1,507 
2 ,443 

-936 

1,573 
1,687 

-114 

1958 

5,570 
7,560 

- 1 , 1 9 0 

2 ,500 
3,360 

-860 

1,654 
2,554 

-900 

1,416 
1,646 

-230 

1959 

5,810 
7,190 

-1 ,380 

2,840 
3,240 

-400 

1,411 
2 ,323 

-912 

1,558 
1,627 

-69 

S o u r c e : Economic Commission f o r A f r i c a , Economic 
B u l l e t i n f o r A f r i c a , E-CN. 1 4 / 6 7 , A d d i s 
Ababa, 1 9 6 0 , p . 3 . 

a ) E x c l u d i n g 
R e u n i o n ; 

the French Somal 
i n c l u d i n g Guinea. 

1 Coas t , the Comores and 

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA -- ECOLE DES GRADUES 

FOREIGN TRADE AND ECONOMIC DEVELOPMENT 47 

for pr imary commodities i n i n d u s t r i a l marke t . This does no t 

i n d i c a t e any s i g n i f i c a n t d i f f e r e n c e i n expor t compos i t ion 

between the Franc Zone and o the r cur rency a r e a s . The d i f f e ­

r e n c e i s l a r g e l y exp la ined by the secured p o s i t i o n the Franc 

Zone Af r i can c o u n t r i e s enjoy i n t h e French market as a r e s u l t 

of t h e i r s p e c i a l a s s o c i a t i o n w i t h France w i t h i n what i s 

known as "The French Community". France ex tends s p e c i a l 

p r e f e r e n t i a l t r e a t m e n t to i t s former and p r e s e n t t e r r i t o r i e s 

i n Af r i ca so t h a t the pr imary impor t s from t h e Franc Zone 

c o u n t r i e s a re g e n e r a l l y admi t ted duty f r e e . For some commo­

d i t i e s , e . g . g roundnuts , o i l seeds and bananas , t h e r e i s a 

g u a r a n t e e of f i x e d p r i c e s for s p e c i f i e d q u a n t i t i e s . For some 

commodit ies , e . g . groundnuts and palm p r o d u c t s , the p r i c e 

o b t a i n e d i n the French market has been s u b s t a n t i a l l y h i g h e r 

than the world market p r i c e . For groundnuts for i n s t a n c e , 

the d i f f e r e n t i a l had amounted t o some 35 p e r c e n t as e a r l y 

as 1958. 

The same Table a l so shows t h a t Franc Zone c o u n t r i e s 

and t e r r i t o r i e s account f o r a much l a r g e r p a r t of t he t r a d e 

d e f i c i t of A f r i c a . This i s n o t because t h e s e groups of 

c o u n t r i e s import more than the o t h e r A f r i c a n c o u n t r i e s . I n 

f a c t , the l e v e l of impor t s of the Franc Zone c o u n t r i e s i s 

much lower than t h a t of the s t e r l i n g a r e a c o u n t r i e s . The 

e x p l a n a t i o n of t h i s h i g h t r a d e d e f i c i t seems to be the low 

l e v e l of e x p o r t s i n r e l a t i o n to i m p o r t s . This does no t impl j 

_ _ _ , . — - — _ » _ _ _ = _ _ _ _ _ _ _ _ _ _ _ _ , ___ 
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that they haveAcut imports but rather they have to increase 

their exports. What is needed is a relatively low trade 

deficit at a higher level of trade. 

This is not an easy objective to achieve. Never­

theless, one of the ways by which the trade deficit could 

at least be reduced may be by expanding the volume of 

exports. But, there are problems that may be faced, namely 

competition from producers of similar commodities elsewhere; 

demand instability in the export markets or tariff and quan­

titative restrictions in importing countries. All these 

problems are discussed more fully in Chapter II. Further­

more, other alternatives towards increasing the value of 

exports include Improvements in the quality of the commodi­

ties exported and processing them before they are exported. 

Improvements in the quality may be reflected in an increase 

in the competitive strength of the export commodities and 

its prices. How trade policy may help in this direction is 

discussed more fully in the chapter dealing with trade 

policy and economic development. 
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B. Af r ican Expor t s 

( i ) Commodity P a t t e r n 

I n the p r e c e d i n g s e c t i o n we examined the g e n e r a l 

t r e n d s i n the development of Af r ican e x t e r n a l t r a d e . The 

purpose of t h i s s e c t i o n i s t o examine the p a t t e r n of e x p o r t s 

and t h e changes t h a t a re t a k i n g p l a c e i n t he se p a t t e r n s . 

Af r i can e x p o r t s a re dominated by a g r i c u l t u r a l p r o ­

d u c t s which account f o r the g r e a t bulk of the expor t t r a d e 

of most Af r i can c o u n t r i e s and t e r r i t o r i e s . The t h r e e main 

e x c e p t i o n s a re Congo ( L e o p o l d v i l l e ) , The F e d e r a t i o n of 

Rhodes ia and Nyasaland and The Union of South Af r i ca - a l l 

of which have a l a r g e component of mine ra l e x p o r t s . 

Major a g r i c u l t u r a l e x p o r t s i n c l u d e g r a i n s , v e g e t a b l e 

o i l and o i l s e e d s , beverages and tobacco and a g r i c u l t u r a l 

raw m a t e r i a l s . The beverage and tobacco group ( co f f ee , 

cocoa, t e a , wine and tobacco) i s t he most impor t an t i n the 

a g r i c u l t u r a l expo r t t r a d e of Af r i ca , and accounts for about 

40 pe r cen t of the t o t a l v a l u e of i t s a g r i c u l t u r a l e x p o r t s , 

whereas a g r i c u l t u r a l raw m a t e r i a l s ( c o t t o n , s i s a l , wool, 

x Taking Africa as a whole i t i s repor ted t h a t 
a g r i c u l t u r a l products account for near ly two-thi rds of the 
t o t a l value of exports excluding gold. (Refer to an FAO 
r e p o r t : "The Review of Food and Agr icu l tu ra l S i tua t ion 
i n Africa1 ' , Document E/CN. 14 /62 . ) 
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rubber), the second most important group, represents nearly 

30 per cent of the total value of agricultural exports. 

Vegetable oil and oil seeds account for a further 20 per cen'; 

of tie total value of agricultural exports, whereas, grains 

and fruits, the remaining commodity group, play a relatively 

small part in the agricultural exports of Africa as a whole, 

but are of considerable importance in several individual 

countries, particularly North Africa. 

Gold, diamonds, copper and minerals like phosphates 

and bauxite play an important role In the export pattern of 

a few African countries and territories, namely Congo, The 

Federation of Rhodesia and Nyasaland, The Union of South 

Africa. 

Moreover, though manufacturing plays a significant 

role in the gross domestic product of some countries, mainly 

the Union of South Africa, the Federation of Rhodesia and 

f^yasaland, Egypt, Morocco and Kenya, the share of manufac­

tured articles in the export trade of these countries, with 

the exception of the Union of South Africa^ is still 

extremely small. Exports of processed goods are still of 

potential importance to most African countries. 

In short, the commodity pattern of African exports 

2 in the post-war period manufactured goods have beer 
taking up an increasing share of total exports of the Union 
of South Africa. In 1936-37 exports of manufactured goods 
accounted for only 3.2% of total value of exports while in 
1956-57 it accounted for 18^ of total value of exports.(Refer 
to UN, Economic Survey of Africa Since 1957, N.Y., 1959, p. 170. • 
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i n o rde r of importance i n t h e t o t a l e x p o r t t r a d e may be 

summarized as f o l l o w s : 

1) Agr icu l tu ra l commodities which may be sub-divided 

in to two groups: 

a) a g r i c u l t u r a l foodstuffs 

b) a g r i c u l t u r a l raw mater ia l s 

2) Minerals 

3) Manufacturing products . 

Another most important feature in the pattern of 

African exports is the dependence on one or a few commodities 

for export. This fact, as will be noted more fully in lattei 

chapters, makes exports from African countries highly sensi­

tive to fluctuations in demand for them in the industrial 

countries. Therefore, it is the aim of African countries to 

diversify their production and consequently their export 

patterns. This objective could be achieved in one of 

several ways: 

1) The development of new crops and minerals or of 

existing but hitherto less important, items, or 

both; 

2) The development of local processing of primary commo­

dities and the expansion of industrial capacity. 

The above-stated objectives have been pursued by 
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mos t A f r i c a n c o u n t r i e s 3 , b u t i t i s o n l y i n t h e c a s e of t h e 

U n i o n of S o u t h A f r i c a t h a t t h e e x p a n s i o n of t h e i n d u s t r i a l 

s e c t o r of t h e economy h a s i - e ^ t o a s i g n i f i c a n t d e g r e e of 

d i v e r s i f i c a t i o n of e x p o r t p a t t e r n s . N e v e r t h e l e s s , some 

A f r i c a n c o u n t r i e s have a more d i v e r s i f i e d e x p o r t economy 

t h a n o t h e r s so t h a t t h e p r o b l e m s of i n s t a b i l i t y i n e x p o r t 

income v a r i e s a c c o r d i n g l y . I t i s t h e s u b j e c t m a t t e r of t h e 

n e x t s e c t i o n t o examine t h e s e d i v e r g e n c e i n p r o d u c t i o n and 

e x p o r t t r a d e among d i f f e r e n t g r o u p s of c o u n t r i e s i n A f r i c a . 

( i i ) E x p o r t s by S u b - g r o u p s 

One can d i v i d e A f r i c a n c o u n t r i e s i n t o v a r i o u s g r o u p s 

t o examine d i f f e r e n c e s i n e x p o r t p a t t e r n s . I t c o u l d be 

a c c o r d i n g t o c u r r e n c y a r e a s or a c c o r d i n g t o g e o g r a p h i c a l 

a r e a s . B u t i t a p p e a r s t o t h i s w r i t e r t h a t g r o u p i n g A f r i c a n 

c o u n t r i e s a c c o r d i n g t o t h e d e g r e e of d i v e r s i f i c a t i o n a c h i e v e } ! 

i n p r o d u c t i o n and t r a d e i s t h e most a p p r o p r i a t e . Thus , we 
4 

c a n d i s t i n g u i s h t h e f o l l o w i n g g r o u p s : 

1 ) One-commodi ty e x p o r t i n g c o u n t r i e s , t h e mos t s t r i k i n g 

3 For example, Nigeria , in common with other West 
African count r i es has ac t ive ly promoted the e x t r a c t i o n of 
palm o i l l o c a l l y . Senegal has developed groundnut processing 
for expor t . On the other hand, Ghana has promoted the ex­
t r a c t i o n of gold, diamonds, bauxite and timber to help diver 
s ify the export s t r u c t u r e , but the export economy i s s t i l l 
l a r g e l y dependent on one commodity - cocoa. 

4 Excluding the Union of South Africa; t h i s i s be­
cause i t i s the only country in Africa whose export p a t t e r n s 
c o n s i s t of a s i gn i f i can t quant i ty of manufactured goods. 
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examples of which a re Gambia, Ghana, E t h i o p i a , 

Sudan, and M a u r i t i u s . 

2) Semi-diversif ied commodity export ing count r ies which 

include Algeria , S ie r ra Leone, Liber ia , former 

French Equator ia l African coun t r i e s , and the Fede­

r a t i o n of Rhodesia and Nyasaland. 

3) Multi-commodity export ing count r ies which include 

Nigeria, Congo and Ruanda-Urundi, Tunisia, Morocco 

and the former French West African coun t r i e s . 

One commodity exporting group: Among countr ies of 

these groups the degree of dependence on a s ingle commodity 

i s very high being, on the average, over 60 per cent of the 

value of t h e i r t o t a l expor ts , as shown in Table VI. During 

the per iod 1950-1957, raw cot ton cons t i tu t ed an average of 

81 per cent of Egypt 's t o t a l exports and 64 per cent of 

exports from the Sudan; groundnuts, an average of 92 per cen' 

of Gambia's expor t s ; cocoa beans, an average of 65 per cent 

of Ghana's expor t s ; sugar, 98 per cent of the value of 

exports of Maurit ius, and coffee, an average of 58 per cent 

of the value of exports of Eth iopia . 

A high dependence on the export of a s ingle commo­

d i t y i s not neces sa r i l y a weakness in an economy provided 

exports c o n s t i t u t e a f r a c t i o n of the domestic output - a 

condi t ion not f u l f i l l e d by any of the count r ies c i t ed i n the 

preceding paragraph. Ghana, for example, exports up to 
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TABLE VI 

A f r i c a n E x p o r t Economies Whol ly or M a i n l y Dependen t on 

( M i s . of N a t i o n a l C u r r e n c i e s 

C o u n t r y and I t e m 1950 

Egyp t (UAR) 
T o t a l E x p o r t s I V O . U 
E x p o r t s of raw c o t t o n 1 4 9 . 8 
E x p . o f r aw c o t t o n a s ^ o f t o t a l exports 8 6 . 6 

E t h i o p i a 
T o t a l e x p o r t s 
E x p o r t s of c o f f e e . . . 
E x p . o f c o f f e e as^fcof t o t a l e x p o r t s . . . 

Gambia 
T o t a l e x p o r t s 2 . 2 
E x p o r t s of g r o u n d n u t s 2 . 1 
E x p . o f g r o u n d n u t s a s ^ , t o t a l e x p o r t s 9 7 . 2 

Ghana 
T o t a l E x p o r t s 7 6 . 2 
E x p o r t s of c o c o a 5 4 . 6 
E x p . o f c o c o a a s %of t o t a l e x p o r t s 7 1 . 7 

Sudan 
T o t a l E x p o r t s 3 2 . 1 
E x p o r t s of raw c o t t o n 2 2 . 9 
E x p . o f raw c o t t o n a s ^ o f t o t a l exports 7 1 . 3 

1951 

2 0 0 . 6 
1 6 4 . 1 

8 1 . 8 

1 0 9 . 7 
5 6 . 5 
5 1 . 5 

3 . 0 
2 . 7 

8 8 . 7 

9 0 . 0 
6 0 . 3 
6 7 . 0 

6 1 . 0 
4 6 . 5 
7 6 . 2 

1952 

1 4 2 . 8 
1 2 6 . 4 

8 8 . 5 

1 1 2 . 1 
5 8 . 8 
5 2 . 4 

3 . 7 
3 . 6 

9 6 . 2 

8 4 . 3 
5 2 . 5 
6 2 . 3 

4 1 . 2 
2 9 . 0 
7 0 . 4 

S o u r c e : UN, Economic Su rvey of A f r i c a S i n c e 1950 , New 

\%) 

1953 

1 3 5 . 9 
1 1 6 . 4 

8 5 . 6 

1 4 7 . 8 
8 3 . 1 
5 6 . 2 

2 . 6 
2 . 5 

9 5 . 0 

8 8 . 0 
5 6 . 1 
6 3 . 8 

4 3 . 0 
2 6 . 8 
6 2 . 3 

York , 

a S ing l f 

1954 

1 3 6 . 7 
1 1 3 . 1 

8 2 . 7 

1 7 2 . 2 
1 1 2 . 4 

6 5 . 2 

2 . 9 
2 . 2 

7 6 . 5 

1 1 3 . 3 
8 4 . 6 
7 4 . 7 

3 8 . 9 
2 1 . 7 
5 5 . 7 

1959 , p 

3 Commodity 

1955 

1 3 7 . 0 
1 0 7 . 4 

7 8 . 4 

1 5 1 . 0 
8 5 . 3 
5 6 . 5 

2 . 5 
2 . 4 

9 5 . 3 

9 5 . 7 
6 5 . 6 
6 8 . 5 

4 8 . 8 
3 0 . 4 
6 2 . 2 

. 1 6 7 . 

1956 

1 4 0 . 9 
9 8 . 9 
7 0 . 2 

1 5 1 . 9 
8 1 . 8 
5 3 . 8 

2 . 4 
2 . 3 

9 5 . 1 

8 5 . 9 
5 1 . 1 
5 9 . 5 

6 5 . 5 
4 1 . 7 
6 3 . 7 

1957 

1 7 0 . 3 
1 2 4 . 2 

7 2 . 9 

1 7 6 . 3 
1 1 8 . 9 

6 7 . 5 

4 . 0 
3 . 7 

9 3 . 0 

9 0 . 9 
5 0 . 9 
5 6 . 0 

4 5 . 6 
21 . 3 
4 6 . 6 

en 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

FOREIGN TRADE AND ECONOMIC DEVELOPMENT 55 

35 to 40 per cent of its domestic output and Egypt up to 

20 to 25 per cent5. 

However, if we closely examine the statistical infor­

mation contained in Table VI there is evidence of some 

lessening of dependence on a dominant export in some cases, 

although subsidiary exports have not been built up to a level 

where they can provide sufficient diversification. Such is 

the case with countries like Ghana, Egypt and the Sudan who 

have pursued a policy of diversification of exports, but 

their achievements in this direction have so far been mode­

rate. 

The objective of this policy has been to expand the 

relative share of other export items in total exports, namely 

rice and processed cotton materials in Egypt^; oil seeds and 

gum arable in the Sudan", and minerals such as gold and 

bauxite in Ghana8. Thus, the share of cotton in total 

exports has reduced from 86 per cent to 72.9 per cent in 

Egypt and from 71 per cent to 46 per cent in the Sudan in 

5 UN, Economic Survey of Africa Since 1950, New York, 
1959, p. 167. 

6 UN, Economic Commission for Africa, Economic Bulle­
tin for Africa, Addis Ababa, 1962, p. 15. 

7 Ibid., P. 16. 

8 Ibid., p. 22, 

UNIVERSITY OF OTTAWA ~ SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

FOREIGN TRADE AND ECONOMIC DEVELOPMENT 56 

1957 compared wi th 1950. In Ghana t h e share of cocoa i n 

t o t a l e x p o r t s has reduced from 71.7 per cent I n 1950 t o 

56 p e r cen t i n 1957. N e v e r t h e l e s s , the f a c t t h a t a s i n g l e 

commodity s t i l l dominates the expor t t r a d e of t h e s e c o u n t r i e s 

s u g g e s t s t h a t much remains to be accomplished i n the way of 

e x p o r t d i v e r s i f i c a t i o n . 

S e m i - d i v e r s i f i e d expor t economies: The expor t p a t t e r n s 

of c o u n t r i e s i n t h e s e groups are c h a r a c t e r i z e d wi th a narrow 

range of e x p o r t s , a few commodit ies , account ing for the bu lk 

of the v a l u e of t o t a l e x p o r t s , i n many cases an average of 

70 per cen t and over , as shown i n Table V I I . For example, 

the p e r c e n t a g e which the four major expor t s of A l g e r i a c o n s ­

t i t u t e i n the t o t a l of e x p o r t s i s i n excess of 50 p e r c e n t 

i n most y e a r s whi le e x p o r t s of wine a lone accounted f o r an 

average of 40 p e r cen t of t h e t o t a l va lue of e x p o r t s d u r i n g 

t h e p e r i o d 1950-1957. In L i b e r i a , the main expor t i tem, 

rubber , c o n s t i t u t e s ' ' an average over 75 per c e n t of the va lue 

of t o t a l e x p o r t s , wh i l e i r o n ore nex t i n importance accounted 

fo r 13 per cen t of t o t a l e x p o r t s . 

I n some Afr ican c o u n t r i e s t h e r e s t r i c t e d r ange of 

e x p o r t s appears to have given r i s e to p r o c e s s i n g of p r imary 

p r o d u c t s . This has been the case of copper e x p o r t s from the 

F e d e r a t i o n of Rhodes ia and Nyasaland. Such development i s 

a l s o t r u e of the Congo, an Impor tan t copper e x p o r t i n g coun t ry 

and w i t h a much g r e a t e r degree of expo r t d i v e r s i f i c a t i o n . 
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TABLE VII 

Semi-Diversif ied Export Economies of Afr ica : Selected 
(Millions of National Currencies ; % 

Value 

Country & Item 

U-geria 
Total Exports 

Wine 

Phosphate & Chemical f e r t i l i z e r 
Total for items l i s t e d 

Liber ia 

former French Equator ia l Africa^ 

Coffee 

Wood & Wood Products 

a) for L ibe r i a , 1937 
b) for L ibe r i a , averages 1 
c) for Rhodesia and Nyasal 

Average 
1938^1950-57°° 

5639 129102 
140 8310 

2756 57687 
317 9987 

53 2129 
3266 78112 

2.0 39.0 
1.0 30.2 

4.8 
0.5 1.7 
1.5 36.7 

228 11653 
10 628 
49 4297 
95 3831 
2 398 

156 9154 

'or 1951-1956 
and, averages 

1950a 

116596 
5060 

52914 
4428 
1555 

63957 

52.1 
46.3 

0.7 
4.0 

51.0 

7926 
575 

3427 
1974 

223 
6199 

d) 
e) 

&*-

1957 e i 

171736 
15478 
83571 
11055 

2093 
112198 

44.5 
30.3 

8.1 
1.0 

39.4 

15211 
610 

4398 
6254 

498 
11760 

Pr inc ipa l Exports 
) 

Percentage 

Average 
1938a 1950-57"° 

100.0 100.0 
2.5 5.6 

48.9 39.7 
5.6 6.8 
0.9 1.5 

57.9 53.6 

100.0 100.0 
50.8 76.3 
. . . l O . c> 

23.3 4.3 
74.1 93.9 

100.00 100.0 
4.6 5.4 

21.4 36.9 
41.5 32.9 

0.8 3.4 
68.3 78.6 

1950a 

100.0 
4 .3 

45.4 
3.8 
1.3 

54.8 

100.0 
88.8 

1.4 
7.7 

97.9 

100.0 
7.3 

43,2 
25,0 

2.8 
78.3 

1957 e I 

100,0 
9.0 

48.7 
6.4 
1.2 

65.3 

100.0 
67.9 
18.3 

2.3 
88.5 

100,0 
4 .0 

28.9 
41.2 

2 .8 
76.9 

for L iber ia , 1951 
for L iber ia , 1956 
for Rhodesia and Nyasaland, 1958 

j£nr 1.95R. v a l u e i n F-Anr.h Met.r>npn1 i t a r 
Francs. 



TABLE VII (Continued) 

Semi-Diversif led Export Economies of Afr ica : Selected P r inc ipa l Exports 
(Millions of National Currenc ies ;%) 

Value Percentage 

Country & Item 

Fed.of Rhodesia & Nyasaland 

S ie r ra Leone 

Diamonds, uncut and unworked. 

Average 
1938a 1950^57bc 1950d 1957 e f 

145.8 92.9 142.6 
80.1 42.9 67.5 
24.1 21.2 27.8 

104.2 64.1 95.3 

21.1 10.2 6.6 12.1 
0.5 3.5 2.3 2.5 
0.6 2.8 1.3 4.0 
0.9 1.5 1.6 1.8 
2.0 7.8 5.1 8.3 

Average 

1938a ^SO^T03 

100.0 100.0 
54 .1 
16.9 
71.0 

100.0 100.0 
21.4 34.5 
30.2 27.8 
40.2 14.4 
91.8 76.7 

1950d 

100.0 
46.2 
22.8 
69.0 

100.0 
34.3 
19.4 
23.5 
77.1 

1957 e i 

100.0 
47.3 
19.5 
66.8 

100.0 
20.7 
33.0 
15.1 
68.8 

Source: UN, Economic Survey of Africa Since 1950, New York, 
1959, p . 168. 
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Multi-commodity expor t economies: Among the coun t r i e s 

b e l o n g i n g to t h e s e g roups , those whose expor t s t r u c t u r e s a re 

the most d i v e r s i f i e d i n Af r i ca are N i g e r i a , Morocco and Tuni­

s i a (wi th t h e e x c e p t i o n of the Union of South A f r i c a ) . As 

i n d i c a t e d i n Table V I I I , i n the f i r s t two c o u n t r i e s the 

l a r g e s t share of t o t a l expor t va lue accounted fo r by any 

s i n g l e commodity i s around 20 per c e n t and i n the case of 

T u n i s i a around 14 p e r c e n t . The Table a l so shows t h a t t he 

r emain ing c o u n t r i e s of t h e s e groups a l so have a s e r i e s of 

i m p o r t a n t expor t commodities so t h a t t h e i r expor t e a r n i n g s 

w i l l no t be s e r i o u s l y a f f e c t e d as a r e s u l t of f l u c t u a t i o n s 

i n p r o d u c t i o n or expor t demand f o r any one s i n g l e expo r t 

commodity. Fur the rmore , t h e f a c t t h a t the same group of 

commodities i n each coun t ry accounts for a d e c r e a s i n g propor­

t i o n of t o t a l e x p o r t s , as can be observed from Table V I I I , 

s u g g e s t s t h a t , even i n t h e mult i -commodity expor t economies, 

t h e r e are f u r t h e r t r e n d s towards d i v e r s i f i c a t i o n . 

( i i i ) Commodity C o n c e n t r a t i o n and P r i c e 

F l u c t u a t i o n s 

The nex t q u e s t i o n fo r examina t ion concerns the r e l a ­

t i o n s h i p between the degree or i n t e n s i t y of p r i c e f l u c t u a ­

t i o n s of e x p o r t s and t h e degree of c o n c e n t r a t i o n of e x p o r t s . 

An i n t e r e s t i n g s tudy has been made on average y e a r -
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TABLE VIII 

Multi-Commodity Export Economies of Afr ica: 
Selected Pr inc ipa l Exports 

(Millions 

Country and Items 

of National Currencies; %) 

Belgian Congo Uranda Urandi 
Total Exports 

Coffee 
Raw cot ton 
Palm o i l 
Copper 
Cobalt 
Tin 

Totals for items 

B r i t i s h East Africa 
Total Exports 

Coffee beans 
Tea 
Hides and Skins 
Oil seeds, o i l nuts 
Raw cot ton 
S i s a l 
Diamonds 

Totals for items 

Morocco 
Total Exports 

Calcium phosphates 
Manganese ore 
Lead ore 
Fresh tomatoes 
Ci t rus f r u i t s 
Wheat 
Barley 
Maize 

-Fish, preserved 
Totals for items 

l i s t e d 

3, o i l kernel 

l i s t e d 

l i s t e d 

P 

1938 

100.0 
7 . 0 

14.6 
7 . 9 

33.3 
• • « • 
11.3 
74.1 

100.0 
12.9 

4 . 6 
4 , 6 

3 4.4 
35.7 
17.2 
• • • • 
79.4 

100.0 
18.9 

0 . 8 
1.7 

• • • • 
1.4 

13.0 
2 . 1 

• • • • 
• * • • 
37.9 

ercentage 
Average 
1950-57 

100.0 
9 . 5 
9 . 1 
7 . 5 

32.4 
7 . 7 
7 . 9 

74.1 

100.0 
28.6 

2 . 8 
4 . 0 
3 . 6 

25.9 
17.5 

2 . 5 
84.9 

100.0 
19.5 

4 . 7 
3 . 7 
2 . 3 
4 . 9 
3 . 1 
7 . 9 
1 . 5 
8 . 4 

56.1 

1950 

100.0 
10.0 
13.9 
10.4 
25.0 

5 . 7 
10.6 
75.6 

100.0 
22.5 

2 . 3 
6 . 0 
3 . 2 

27.1 
25.1 

2 . 0 
88.2 

100.0 
19.9 

3 . 6 
3 . 3 
2 . 5 
5 . 9 
1 .5 
7 . 2 

• • • • 
15.0 
58.9 

1957 

100.0 
12.9 

5 . 5 
6 . 5 

32.1 
6 . 3 
6 . 0 

69.3 

100.0 
35.4 

4 . 0 
2 . 9 
4 . 3 

21.9 
10.4 

2 . 9 
81.3 

100.0 
19.8 

4 . 0 
4 . 0 
3 . 3 
5 . 7 
5 . 2 
6 . 8 
2 . 9 
6 . 7 

58.4 
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TABLE V I I I (Co 

Mul t i -Commodi ty E x p o r t Economi 
S e l e c t e d P r i n c i p a l Exp 

n t inued j 

e s of A f r i c a : 
o r t s 

( M i l l i o n s of N a t i o n a l C u r r e n c i e s ; % ) 

C o u n t r y and I t e m s 

T u n i s i a 
T o t a l E x p o r t s 

A l f a 
O l i v e o i l 
Wine 
P h o s p h a t e s 
I r o n o r e 
Lead and l e a d a l l o y s 

T o t a l s f o r i t e m s l i s t e d 

N i g e r i a 
T o t a l E x p o r t s 

Cocoa b e a n s 
C o t t o n 
G r o u n d n u t s 
Pa lm k e r n e l s 
R u b b e r 
Timber 
T i n 
Ground n u t o i l 
Pa lm o i l 

T o t a l s f o r i t e m s l i s t e d 

P 

1938 

1 0 0 . 0 
3 . 7 

2 2 . 8 
1 1 . 2 

9 . 8 
7 .9 
4 . 7 

6 0 . 1 

1 0 0 . 0 
1 6 . 6 

2 . 6 
1 3 . 8 
2 2 . 9 

1 .4 
1 .1 

1 5 . 2 
• • • • 
10.4 
84 .0 

S o u r c e : UN, Economic Su rvey of 
New York, 1959, , p . 170 

e rcen tag 
Average 
1950-57 

100.0 
4 . 5 

13.8 
5 . 8 

13.8 
7 . 9 
6 . 5 

51 .8 

100 .0 
21 .8 

5 . 1 
17 .5 
16 .3 

4 . 2 
2 . 2 
5 . 3 
2 . 0 

11 .0 
8 5 . 3 

A f r i c a 
• 

;e 

1950 

100 .0 
4 . 5 

3 1 . 0 
3 . 9 

10 .7 
3 . 1 
5 . 1 

58 .3 

100 .0 
21 .5 

3 . 4 
17.2 
18 .9 

3 . 2 
1 . 1 
6 . 8 
0 . 3 

13 .6 
85 .9 

Since 

60 

1957 

100.0 
2 . 1 

16 .4 
13 .9 
12.2 

8 . 4 
5 . 0 

5 8 . 0 

100 .0 
19 .7 

5 . 8 
19 .9 
1 5 . 1 

5 . 6 
3 . 9 
2 . 9 
2 . 8 
9 . 3 

8 5 . 0 

1950, 
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to -year f l uc tua t ions of export p r i ces of 36 d i f fe ren t coun­

t r i e s 9 . I t may suffice for our purposes to examine the f i n ­

dings on two African count r ies - one represen t ing the mul t i -

commodity export ing count r ies (Nigeria) and the other r e p r e ­

sent ing the one-commodity exporting countr ies (Ghana). 

For the period 1948-1959 i t has been shown t h a t the 

average year - to-year f luc tua t ions of export p r i ces for Nige­

r i a approximates 14 per cent while for Ghana i t was 19.9 per 

The most popular explanat ion of di f ferences among countr ies 

i n the extent of pr ice f luc tua t ion of exports i s given in a 

United Nations r e p o r t . I t r eads : 

When a country exports j u s t a s ingle good, 
changes in the world pr ice of t h i s good are iden­
t i c a l with changes in the p r i ce of the count ry ' s 
expor t s ; when, on the other hand, the country 
exports many goods, p r ice movements of some of 
these goods w i l l be p a r t l y of fse t by movements in 
the opposite d i r e c t i o n of p r i ces of other goods, 
and t h i s w i l l tend to r e s t r i c t the i n t e n s i t y of 
f l uc tua t ions in the pr ice l eve l of the count ry ' s 
t o t a l expor t s^ - . 

However, there are exceptions to t h i s general conclu­

s ion . M. Michaely, for ins tance , c i t e s Finland as a good 

example where, although exports are not p a r t i c u l a r l y 

9 M. Michaely, Concentration in In t e rna t iona l Trade, 
North-Holland Publishing Co., Amsterdam, 1962. 

10 I b i d . , p . 7 1 . 

H UN, Instability in Exports of Underdeveloped 
Countries, New York, 1952, p. 29. 

cent 10 
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c o n c e n t r a t e d , they i n f a c t , c o n s i s t of goods (wood and wood 

p r o d u c t s ) t h a t show s i m i l a r developments i n demand-1-2. I n 

o t h e r words, when t h e r e i s a s u b s t a n t i a l i n c r e a s e i n the 

demand fo r d i f f e r e n t p r o d u c t s made of wood, t h e r e w i l l t end 

t o be a co r respond ing i n c r e a s e i n the demand f o r lumber . 

L ikewise , when t h e r e i s a drop i n demand f o r wood p r o d u c t s , 

t h e r e w i l l t end t o be a f a l l i n demand for lumber . In a caso 

l i k e t h i s , one would, t h e r e f o r e , expect p r i c e s of expo r t 

i t e m s to move i n the same d i r e c t i o n , r a t h e r than to move i n 

an o f f s e t t i n g f a s h i o n . Indeed, as M. Michae ly ' s f i n d i n g s 

show, f o r t h e p e r i o d 1948-1959 and of the 36 c o u n t r i e s 

covered by the s tudy, F in land had one of the h i g h e s t f l u c t u a ­

t i o n s of e x p o r t p r i c e s (20.2 p e r c e n t ) h i g h e r than the 

c o r r e s p o n d i n g f i g u r e f o r Ghana. 

Another e x c e p t i o n i n p o i n t to the g e n e r a l i z e d s t a t e ­

ment above, g iven by the United Nat ions r e p o r t , i s t h a t 

p r i c e s of v a r i o u s commodities expor ted by t h e l e s s developed 

c o u n t r i e s w i l l move i n a compensating f a s h i o n i n the absence 

of a g e n e r a l p r i c e t r end such as t h a t expe r i enced d u r i n g t h e 

Korean c r i s i s . I n t h e event t h a t a s i g n i f i c a n t upward or 

downward t r e n d i n world p r i c e s does e x i s t , a m a j o r i t y of 

p r i m a r y e x p o r t i n g p r i c e s of a coun t ry would tend to move 

i n the same d i r e c t i o n . For example, i n 1951, when the 

I 2 M. Michaely , C o n c e n t r a t i o n i n I n t e r n a t i o n a l Trade, 
Nor th -Hol l and P u b l i s h i n g Co. , Amsterdam, 1962, p . 7 1 . 
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Korean crisis gave rise to a general upswing in prices of 

primary commodities in the world market, the index of export 

prices rose by 26.6 per cent in Egypt and 23.9 per cent in 

Ghana over the previous year. These increases compare with 

27.3 per cent for Nigeria13. 

Since Ghana and Egypt are predominantly one commodity 

exporting countries one would have expected them to experience 

greater price fluctuation than Nigeria which is relatively 

a multi-commodity exporting country. The above data, how­

ever, indicate that such a general assumption may not hold 

true in all cases. In actual fact, Nigeria felt the impact 
the 

of rising export prices more than Ghana, because during 1951 

period the former's raw material exports (e.g. rubber, tin) 

were in greater demand. 

Some economists, for example Prebisch as we may 

recall from earlier discussions14 have argued that since the 

bulk of the less developed countries exports are made up of 

primary commodities, they are more vulnerable to fluctuation 

in international trade than exporters of manufactured goods. 

It is not, however, easy to verify this contention partly 

because the less developed countries, as a rule, have less 

diversified exports than the developed countries, as 

Table IX indicates. A study made on price movements of 

13 M. Michaely, Op. cit., Appendix B, p. 150,152,160. 

14 See Chapter I, B. 
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Year 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 
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TABLE IX 

Price Fluctuations of Exports < 
and Manufactures 

Primary Goods 
Price Changes from 
Level Previous Years 

(1953=100) ' (In#) 

100 

93 -7.9 

97 +4.3 

117 +20.6 

104 -11.1 

100 - 3.8 

103 + 3.0 

99 - 3.8 

100 f 1.0 

102 +2.0 

of Primary Goods 

i — 

Price 
Level 

102 

98 

86 

103 

104 

100 

98 

99 

103 

107 

Source: M. Michaely, Concentration in 
Trade, Amsterdam, 1962; 

Manufactures 
Changes from 
Previous Years 

(infc) 

-3.9 

-12.2 

+19.7 

+ 1.0 

- 3.8 

- 2.0 

+ 1.0 

+ 4.0 

+ 3.9 

International 
calculated from 

UN data contained in Yearbook 
tional Trade Statistics 
1957. 

of Interna-
, issues of 1954 and 
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p r i m a r y commodities and manufactured goods fo r the p e r i o d 

1948-1957 shows t h a t , on the ave rage , p r i c e f l u c t u a t i o n s were 

somewhat h i g h e r for the former than for the l a t t e r . 

But the da t a do not prove t h a t t h e e x t e n t of p r i c e 

f l u c t u a t i o n of pr imary commodities and manufactured goods 

have been about e q u a l . The r ea son i s t h a t each of the two 

indexes of f l u c t u a t i o n d e s c r i b e s a movement of p r i c e l e v e l of 

a whole c l a s s . These movements i n t u r n are the r e s u l t s of 

many p r i c e changes of i n d i v i d u a l commodities w i t h i n each c a t e 

g o r y . A change i n the p r i c e movements of a c a t e g o r y , e . g . 

manufactured or pr imary s e c t o r s , i s t h e n e t outcome of many 

i n d i v i d u a l p r i c e changes which p a r t l y o f f s e t each o t h e r . 

And the p r i c e changes of i n d i v i d u a l goods or a group of them 

may be l a r g e r i n one ca tegory than i n a n o t h e r . 

Fur thermore , another excep t ion to the c a s u a l r e l a t i o r 

s h i p between commodity c o n c e n t r a t i o n and p r i c e f l u c t u a t i o n 

may be i l l u s t r a t e d w i th a s p e c i f i c c a s e . M a u r i t i u s i s an 

Af r i can coun t ry which depends on sugar fo r about 98 per c e n t 

of i t s t o t a l e x p o r t s . This i s t he h i g h e s t r a t i o among 

Af r i can c o u n t r i e s ; i t i s p r a c t i c a l l y as h igh as i t could g e t , 

i n d i c a t i n g a complete s p e c i a l i z a t i o n of expor t s on one commo­

d i t y . Yet , M a u r i t i u s ' average y e a r l y p r i c e f l u c t u a t i o n s of 

e x p o r t s fo r t h e p e r i o d 1948-1957 r e p o r t e d t o be about 7 .9 pei 

c e n t i s r a t h e r l ow 1 ^ . This i s e x p l a i n e d by t h e f a c t t h a t 

! 5 UN, "Commodity Trade and P o l i c i e s i n Post-War 
P e r i o d " , World Economic Survey 1958, New York, 1959, Table 12 
p a i L O t 
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M a u r i t i u s s p e c i a l i z e s i n a commodity whose p r i c e h a s f l u c ­

t u a t e d o n l y mildly d u r i n g t h e p o s t - w a r p e r i o d due m a i n l y t o 

e x t e n s i v e p r i c e s t a b i l i z a t i o n o p e r a t i o n s c a l l e d f o r by m u l t i ­

n a t i o n a l a g r e e m e n t s , a s w e l l a s by u n i l a t e r a l gove rnmen t 

i n t e r v e n t i o n s u c h as t h a t c o n d u c t e d by t h e U n i t e d S t a t e s 

G o v e r n m e n t . 

The same r e p o r t shows t h a t i n c o u n t r i e s l i k e Malaya 

and I n d o n e s i a whose d e g r e e of commodity c o n c e n t r a t i o n of 

e x p o r t s i s much l o w e r t h a n t h a t of M a u r i t i u s , f l u c t u a t i o n s i r 

t h e l e v e l of e x p o r t p r i c e s a r e among t h e most s e v e r e . Th i s 

i s b e c a u s e of t h e l a r g e s h a r e of c r u d e r u b b e r I n t o t a l 

e x p o r t s of b o t h c o u n t r i e s , w h i c h f o r t h e p e r i o d 1948 -1957 

e x p e r i e n c e d an a v e r a g e y e a r l y f l u c t u a t i o n i n p r i c e of a b o u t 

25 p e r c e n t . Th i s compares w i t h an a v e r a g e of 1 1 . 6 p e r c e n t 

f o r a l l g r o u p s of c o m m o d i t i e s t a k e n t o g e t h e r 1 ^ . Thus , i t 

w i l l n o t a l s o be s u r p r i s i n g i f L i b e r i a w i t h more d i v e r s i f i e j d 

e x p o r t s t h a n M a u r i t i u s , b u t l a r g e l y of r u b b e r , shows g r e a t e r 

f l u c t u a t i o n s I n p r i c e s . 

To sum u p , t h e d e g r e e of f l u c t u a t i o n s of t h e l e v e l of 

e x p o r t p r i c e s d e p e n d s , among o t h e r t h i n g s , on t h e d e g r e e of 

commodity c o n c e n t r a t i o n , t h e s t r u c t u r e of i n d u s t r y ( i . e . 

p r i m a r y v s m a n u f a c t u r e d g o o d s ) , t h e e x i s t e n c e of s t a b i l i z a t i o j n 

a r r a n g e m e n t s f o r a p a r t i c u l a r commodi ty . However, s i n c e most 

1 6 m> OP. c i t . , T a b l e 1 3 , p . 4 0 . 
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A f r i c a n c o u n t r i e s depend l a r g e l y on few pr imary commodity 

e x p o r t s and, as w i l l be i n d i c a t e d i n Chapter IV, In the absence 

of i n t e r n a t i o n a l s t a b i l i z a t i o n measures for most of t h e s e 

e x p o r t s , f l u c t u a t i o n s of expor t p r i c e s a re indeed major p r o ­

blems for economic development . 

i v ) I m p l i c a t i o n for Economic Development 

F l u c t u a t i o n s i n e x p o r t p r i c e s w i l l cause h a r d s h i p on 

the o r d e r l y p r o c e s s of economic development i n a number of 

ways, c h i e f of which are the f o l l o w i n g : 

(a) F l u c t u a t i o n s i n expo r t p r i c e s cause p a r a l l e l 

f l u c t u a t i o n s i n t h e c o u n t r y ' s n a t i o n a l income. S ince the 

te rms of t r a d e f l u c t u a t e mainly due t o f l u c t u a t i o n s i n 

e x p o r t r a t h e r than i n import p r i c e s , the income a f f e c t e d 

i s mainly t h a t o r i g i n a t i n g i n the expor t s e c t o r . The l e s s 

developed c o u n t r i e s s u f f e r r e l a t i v e l y more from t h i s 

source not only because expor t p r i c e s and the terms of 

t r a d e of t h e s e c o u n t r i e s f l u c t u a t e more than " u s u a l " , 

bu t a l so because i n t h e s e economies i a t e ^ a i l r e n a l t r a d e 

i s r e l a t i v e l y l a r g e r i n p r o p o r t i o n to n a t i o n a l income 

t h a n i n h i g h l y developed economies . The r ea sons a r e , 

among o t h e r t h i n g s , t h a t t h e former c o u n t r i e s produce 

commodities which t hey themselves consume t o on ly a 

sma l l e x t e n t so t h a t t h e y a r e l a r g e l y dependent on 

e x t e r n a l demand fo r t h e s a l e of t h e i r commodi t ies . 
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(b) Fluctuations in the Amounts of Resources Avail­

able for Investment. - Fluctuations in the national income 

may be expected to lead to parallel fluctuations in the 

amount of savings in the economy, and, since as is often 

the case, these are not accompanied by offsetting, auto­

nomous fluctuations in capital inflow from abroad, 

changes in the amounts of savings necessarily lead to 

changes in the amount of resources available for 

investment and in the size of investment in the economy. 

As one economist puts it, "it is likely that in many 

cases a particularly large portion of the income changes 

under consideration will be reflected in the net profits 

realized in the export industries.... It seems probable tha" 

the marginal propensity to save out of profits, mainly for 

purposes of reinvestment in the industry, is larger than the 

marginal propensity to save in the economy, as a whole, so 

that changes in profits should indeed lead to considerable 

17 

changes in savings" 

Furthermore, f luc tua t ions in export p r i ce s are l i ke l j 

to have a strong impact on the government's budge t 1 8 . In 

many count r ies charac te r ized by highly concentrated expor t s , 

the export sector provides a s u b s t a n t i a l share of government 

17 M. M i c h a e l y , Op. c i t . , p . 1 1 6 . 

1 8 See UN, Op. c l t . , p . 96 
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revenues (in addition, another important source of revenues 

is duties on imports). Therefore, fluctuations in export 

prices often cause fluctuations in revenue from this source. 

It, of course, applies to those countries who impose taxes 

per unit of export prices, and there are many in Africa. 

Fluctuations in anticipated revenue make difficult long-run 

policy decisions concerning total government expenditure 

and Its allocation among various alternative uses. 

Another important reason for fluctuations in the 

amounts of savings resulting from fluctuation in export 

prices and terms of trade is explained by the "permanent inccjme 

19 

hypothesis" . This hypothesis maintains that income reci­

pients expect some level of "permanent" income of which they 

save a certain proportion. When income is temporarily above 

the "permanent" level due to particular favourable terms of 

trade, savings out of the "extra" income arefvery high. The 

opposite is true when the terms of trade are unfavourable: 

The loss of income induces dissaving. 

Fluctuations in saving (as a result of export price 

fluctuations)would interfere with the implementation of 

development programmes, particularly where a large or major 

role in these programmes is played by the government - as it 

19 This hypothesis is discussed by M. Freidman in 
A Theory of Consumption Function, Princeton University Press, 
1957, p. 97. ~ 
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actually Is in most of the less developed countries such as 

those of Africa. 

(c) Fluctuations in Imports and Foreign Exchange. 

This problem will be discussed more fully later In the 

section dealing with balance of payment difficulties of the 

primary exporting less developed countries. However, few 

comments may be made at this stage. Barring intentional chan­

ges in foreign exchange reserves of the country, fluctuations 

in export prices and terms of trade of the less developed 

countries should be expected to lead to fluctuations in the 

amounts of imports,as export receipts are the major source of 

financing imports of goods and services. It is often argued 

that imports of consumption goods have been curtailed in manv 

underdeveloped economies to the bare minimum, so that their 

volume cannot be reduced further when the terms of trade 

deteriorate. Likewise, imports of essential raw materials 

and fuels cannot be cut without severely Impairing current 

production in the country, and should, therefore, fluctuate 

with the rate (actual or expectedj^production in the economy 

rather than with the ability of the country to finance 

imports out of receipts from exports. Fluctuations in the 

amounts of imports that are dictated by fluctuations in the 

terms of trade must therefore be borne by the third segment 
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20 

of imports - namely, imports of capital goods . Since 

economic development projects, private or public, depend to 

a large extent on Imports of capital goods, the latter's 

cut-back will have an unfavourable effect on a more rapid 

rate of growth. 

To sum up, fluctuations in export prices of primary 

exporting countries will affect the level of national income, 

savings, and expenditure. It will also determine to a large 

extent the amount of foreign exchange available and there­

fore the level of imports that a country can sustain over a 

period of time. 

C. African Imports 

I) Commodity Pattern 

Imports into African countries in recent years have 

expanded rapidly. Moreover, while the level of Imports has 

risen, its commodity pattern has undergone considerable 

changes. 

Traditionally important imports like textiles, which 

held a preponderant place in the import patterns of most 

African countries, have been losing ground relatively to 

20 Including in this term imported inputs for domes­
tic construction of capital goods as well as essential raw 
material. 
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imports like capital equipments, basic materials and mineral 

fuels. The decline in the share of textile Imports is due 

partly to increasing domestic production in many African 

countries and partly to some diversion to cheaper sources of 

supply. Textile imports are expected to decline still furthelr 

when current plans for the development and expansion of loca] 

textile manufacturing materialize . 

Although food imports have lost some ground to other 

categories, they are still important In others, particularly 

the smaller countries. This will probably continue to be 

the case for some time, since a rising middle class asso­

ciated with increasing urban population in many African coun 

tries, together with the existence of large European communi 

ties, creates a demand for quality foods which cannot be 

produced locally In the near future. Furthermore, food pro­

duction in many African countries is not keeping pace with 

population growth and rising incomes. In this connection the 

FAO of the United Nations had this to say in its report of 

food and agricultural situation in Africa: 

21 According to a report by the Economic Commission 
for Africa, projected production of textiles in Nigeria and 
Ghana alone will amount to 33 million yards of cloth annually 
Ghana's share of 15 million yards will represent 25 per cent 
of its present total Imports. Ethiopia, UAR (Egypt), Sudan 
and Morocco all have plans to expand the production of 
textiles. (For further details refer to UN, Economic Bulle­
tin for Africa, Addis Ababa, 1960. 
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From 1948-52 to 1959-60 the p o p u l a t i o n of Af r i c a 
i s e s t i m a t e d to have been i n c r e a s i n g a t an average 
annual r a t e of 2 .2 per c e n t . To ta l a g r i c u l t u r a l 
p r o d u c t i o n appears to have i n c r e a s e d a t approxima­
t e l y the same r a t e , but t h e r e has been a l a g i n 
food p r o d u c t i o n , fo r which the r a t e of i n c r e a s e i s 
e s t i m a t e d as only 1.9 per cen t pe r y e a r . 

Per c a p i t a food p r o d u c t i o n f e l l s h a r p l y i n 1957-
58 and a g a i n i n 1959-60 and i s . . . e s t i m a t e d a t about 
5 p e r c e n t l e s s than be fore the war22^ 

Thus, a l though Af r i ca i s p redominan t ly an e x p o r t e r of 

a g r i c u l t u r a l f o o d s t u f f s and raw m a t e r i a l s , the r e p o r t p o i n t s 

out t h a t i t s import of wheat, f l o u r and t e a a re q u i t e sub­

s t a n t i a l . For example, import of wheat and wheat f l o u r i n t o 

t h e c o n t i n e n t i n 1959 were n ine t imes as h i g h as i n t h e p r e ­

war p e r i o d . Th i s , t o g e t h e r wi th t h e s u b s t a n t i a l i n c r e a s e i n 

impor t s of p o t a t o e s , p r epa red and canned meats and d a i r y 

p r o d u c t s , the r e p o r t conc ludes , i s an i n d i c a t i o n of t h e 

changes i n d i e t s t h a t a re deve lop ing wi th u r b a n i z a t i o n and 

r i s i n g incomes. The re fo re , i n t h e l i g h t of such developments 

i n the impor t p a t t e r n s of some Afr ican c o u n t r i e s , i t i s obvicus 

t h a t one of the impor t an t o b j e c t i v e s i n t h e i r development 

programmes i s to expand the p r o d u c t i o n and p r o c e s s i n g of 

f o o d s t u f f s f o r t h e domest ic m a r k e t . Such a s t ep w i l l , no 

doub t , c o n t r i b u t e t o a sav ing of f o r e i g n exchange t h a t can 

be used to f i nance impor t s of c a p i t a l goods . 

22 PAO, Review of Food and A g r i c u l t u r a l S i t u a t i o n I n 
A f r i c a , Document E/CN. 14 /62 , p . 1 . 
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As can be seen from Table X, except In the Union of 

South Africa, UAR (Egypt), Morocco, Tunisia, the Congo (Leo-

poldville), the Federation of Rhodesia and Nyasaland and 

Kenya, manufacturing In Africa is not so extensively or high­

ly developed as to permit of any significant import substi­

tution. However, given the higher productivity usually 

associated with it, manufacturing does contribute a not alto­

gether Insignificant part of the domestic product of some 

other African countries. 

Development plans in many African countries place 

great emphasis on Industrialization, and it is reasonable to 

suppose that when these plans materialize a number of Africai 

countries will be able to replace some Imports by local manu­

factures. Some commodities which are already produced In 

part substitution for imports are textiles, cigarettes, beve­

rages (mainly beer and soft drinks), meat products, some 

dairy products,edible oils and fats, flour, footwear, some 

chemicals, cement and building materials. 

ii) Import Patterns by Sub-groups 

Although what Is said in the preceding section indi­

cates general development trends in the import patterns of 

Africa, it Is not sufficiently instructive in that it con-

ceals various divergencies in the import patterns of indivi­

dual countries and groups of countries. In general, In 
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TABLE X 

Manufacturing as a Percentage of GDP 
of Six African Countries 

1955-1958 

Country 1955 1956 1957 1958 

Union of South Africa 

Morocco 

Congo (Leopoldville) 

Kenya 

Federation of Rhodesia 
and Nyasaland 

Tanganyika 

24 

15 

12 

9 

8 

6 

24 

15 

12 

9 

8 

6 

24 

17 

13 

10 

10 

7 

25 

16 

13 

10 

11 

13 

Source: UN, Yearbook of National Accounts 
Statistics, 1959. 
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Africa, we can distinguish between two groups of countries: 

the relatively developed and less developed group of countriejs 

In the following paragraphs we will examine the differences 

in the import structure of the two groups mentioned. Further­

more, the import patterns of these groups of African coun­

tries will be viewed In contrast with that of a non-African 

country - Mexico - which has achieved a relatively higher 

level of economic growth than the more developed group of 

23 
African countries. A comparison of the import patterns of 

the relatively more developed group of African countries 

with the less developed group may be sufficient to indicate 

the changes that have taken place in the structure of imports 

of the former group. However, to understand the changes in 

import patterns that may be expected as economic development 

proceeds, It may be useful to view the changes in contrast 

with that of^country at a higher stage of economic develop­

ment than most African countries but still listed among the 

less developed nations. The point to remember is that there 

are different stages of development among emerging nations. 

Mexico has been selected for this comparison not only because 

It has a more developed economy than most African countries 

but also because like the latter countries development in 

Mexico aims at a transformation of a largely agricultural 

economy in favour of greater industrialization in the attempt 

being made to accelerate economic diversification and eco­

nomic p-Tifl-ftifa, 
nrz UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES 
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Table XI shows the value of imports of broad commo­

dity group as well as the percentage distribution of these 

commodity group in total Imports for few selected African 

countries and Mexico. A glance at this Table shows that the 

level of Imports of food, beverages and tobacco of the 

African countries is rather high compared with the correspon­

ding level for Mexico. At the same time, the level of 

Imports of industrial materials and fuels Is generally low 

compared with Mexico, although the proportion of mineral 

fuels and building materials in the total Imports of mate­

rials is much higher than that of Mexico. The result is 

that the proportion of manufactures in total Imports for all 

the selected African countries, on the average, is as high 

as 70 per cent compared with about 50 per cent for Mexico. 

In the case of the more developed group of countries in 

Africa, for example, Congo, Kenya and the Rhodeslas a shift 

would appear to have taken place from food imports to 

imports of materials, whereas In the case of the relatively 

underdeveloped group of countries, for example, Ghana and 

Cameroun, food imports still account for a high proportion 

of total imports. 

The diminishing importance of food imports in the 

more developed group of African countries may be a conse- J 

quence of a relatively higher level of agricultural producti -

vity. The fact that transport and other marketing facill 
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TABLE XI 

Composition of Imports: Selected Countries 

_ 

E t h i o p i a 

Guinea 

N i g e r i a 

Cameroun 

Ghana 
"* 

I v e r y Coast 

Congo 

Kenya 

Rhode s i an led. 

Mexico 

Year of 
Refe rence 

Av. 1956 /7 -58 /9 
(Mis . Eth.fc) 
Av.56/58 
( B i s . F.CFA) 
Av. 56 /58 
(Mis £) 
Av. 58/59 
( B i s . F.CFA) 
Av. 56/58 
(Mis. i) 
Av. 57 /58 
( B i s . F.CFA) 
Av. 1957/58 
( B i s . F.Congole 
Av, 57/58 
(Mis. i ) 
Av„ 56/58 
(Mis. L) 
Av. 1955/58 
(Mis. of Pesos) 

To ta l 

187 .1 

8 . 0 

148.0 

21 .7 

88 .3 

12 .3 

se) 18 .4 

7 1 . 4 

160.7 

12070.0 

Value of Imports by 
Major Commodity Group 

Food,Bever-
age s and 
tobacco 

16 .2 

0 . 5 

24 .3 

3^6 

19 .5 

3 . 3 

2 . 7 

10.6 

15.9 

927.0 

M a t e r i a l s 
and f 

f u e l s 

33 .5 

1 . 8 

23 .8 

4 . 2 

15.7 

2 . 9 

2 . 4 

15.3 

35 .6 

3468.0 

s 
Manu-

a c t u r e s 

137 .4 

5 . 7 

100 .0 

13 .9 

5 3 . 1 

6 . 1 

13.4 

45 .5 

109.2 

7674.0 

y£ 

Tota l 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

d i s t r i b u t i o n of Impor ts 
Major Commodity Groups 
Food, bever­

ages and 
tobacco 

9 

6 

16 

17 

22 

27 

14 

15 

10 

8 

fey 

M a t e r i a l s M a n u _ 
*>* f a c t u r e s f u e l s 

18 

23 

16 

19 

18 

23 

13 

2 1 

22 

39 

73 

7 1 

68 

64 

60 

50 

73 

64 

68 

53 

Source: UN, Economic Commission for Africa, Economic Development In 
Africa: Aims and Possibilities, June^ 1961. 
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are better developed In these countries encourages productior 

for exchange. Furthermore, unlike the relatively less 

developed group of African countries, Congo, The Rhodesias 

and Kenya have promoted local processing of foodstuffs, e.g. 

canned food, to meet the domestic demand for quality foods. 

Table XII shows the level as well as the composition 

of imports of fuels and materials In total non-food imports. 

The percentage share of fuel Imports naturally reflects the 

domestic resource position in that category as well as the 

degree of fuel consumption in the domestic economy. This 

is particularly clear In the case of the Congo and the Rho­

desias. The years covered for Nigeria, are not sufficiently 

recent to reflect the development of an oil industry. 

The level of industrial imports, as shown in 

Table XII, varies considerably from country to country. In 

general, Imports of industrial materials are of considerably 

less Importance in the selected African countries than in 

Mexico. Among the relatively more developed group of coun­

tries In Africa, Congo and Kenya have the smallest propor­

tion of imports of industrial materials, largely because In 

these two countries domestic production of industrial chemi­

cals and related materials plays a significant role in their 

total manufacturing output. It may be that there has been 

considerable substitution of imports through domestic produc> 

tion of industrial materials in the more developed group 
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TABLE XII 

Composi t ion of Imports of M a t e r i a l s and Fue ls 
(Percen tage) 

c 
z 
< 

H -< 

> 

> 

O 
I 
o o 

> 
c > 
H 
m 
w 
H 
C o 

Country Ye ar of 
Refe rence TOTAL Mineral 

Fuels 
Indus trIal 
Materials 

Building 
Materials 

All Materials 
and Fuels 

Manu­
factures 

Ethiopia 
Guinea 
Nigeria 

Cameroun 
Ghana 
Ivory Coast 

Congo 
Kenya 

Av .1956 /7 -58 /9 100 
Av. 56/58 100 
Av. 56/58 100 

Av. 58 /59 
Av. 56/58 
Av. 57/58 

Av. 
Av. 

57/58 
57/58 

Rhodeslan Fed." 56/58 
Mexico Av. 55/58 

100 
100 
100 

100 
100 

100 
100 

12 
6 
7 

7 
9 
16 

10 
15 

6 
6 

4 
11 
8 

15 
8 
10 

4 
8 

14 
24 

3 
6 
5 

0 
6 
6 

2 
4 

19 
23 
20 

23 
23 
32 

16 
27 

24 
30 

81 
77 
80 

77 
77 
68 

84 
73 

76 
70 

c 
z 
< 

H m• 
o 
O 

> 

> 

o o 

> 
c 

Source: UN, Economic Commission for Africa, Economic Development 

In Africa: Aims and Possibilities, June, 1961. 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

FOREIGN TRADE AND ECONOMIC DEVELOPMENT 81 

of countries or else that domestic raw materials are pro­

cessed. 

All African countries depend to some extent on impor­

ted building materials, those least dependent being the more 

developed group of African countries. But on the whole, 

from the information presented in the above paragraphs, we 

can say that in the total non-food Imports of most African 

countries the level of industrial materials is low and the 

level of manufactures still high. This reflects the fact 

that, given the structure of domestic production, only minor 

quantities of manufactures are produced for the domestic 

market in most countries of Africa today. If we refer back 

to the data contained in Table X, it may be observed that 

(with the exception of the Union of South Africa where manu­

facturing accounts for about 25 per cent of gross national 

product) manufacturing represents roughly 10 per cent of 

gross national product for the countries covered In the 

Table. The fact that these countries (e.g. Congo, Kenya) 

represent the relatively more developed group of African 

countries suggests that manufacturing in many other African 

countries is even more insignificant in domestic production. 

This may perhaps be explained in terms of the low level of 

per capita national income. Furthermore, the lower the Incofne 

the lower is likely to be the proportion spent on manufac­

tured consumption goods. In addition, the domestic market 
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for manufactured goods may be even less favourable in many 

African countries than would appear from the low figure of 

per capita national income. For instance, lack of adequate 

transport and communication facilities hinders the optimum 

exploitation of the existing market and thus aggravates the 

difficulty of establishing local industries. 

Table XIII shows the percentage distribution of 

imported manufactures. It can be seen from this Table that 

the level of Imported textiles and footwear are on the whole 

excessively high for the African countries compared with that 

of Mexico. On the other hand, in the case of the relatively 

more developed group of African countries (e.g. Kenya, Congo, 

The Rhodeslas, etc.) the level of textile and footwear Import 

are somewhat lower than for the less developed African coun­

tries. This would appear to be reasonable, since the textile 

and footwear Industries have reached a more advanced stage in 

the former group of countries.and domestic production of tex­

tile and footwear accounts for a much higher proportion of 

domestic consumption of these goods than in the relatively 

less developed group of countries. 

Imports of machinery and equipment may vary consi­

derably from country to country, but the general level of 

most African countries is much lower than in Mexico, whose 

economy is relatively more developed. The data in the above 

Table also Indicate that the relatively more developed group 
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TABLE XIII 

Composition of Imports of Manufactures 
(as percentage of total manufactures) 

Country Year of 
Reference 

Total 
Textiles, 
footwear, 

etc. 

Consumer 
Goods 

excluding 
texti les,etc. 

Machinery 
and 

Equipment 
Transport Not 

specif! ec 

Ethiopia 
Guinea 
Nigeria 

Gameroun 
Ghana 
Ivory Coast 

Av. 1956/57-58/59 100 
Av. 56/58 100 
Av. 56/58 100 

Av. 58/59 100 
Av. 56/58 100 
Av. 57/58 100 

35 
26 
41 

22 
38 
35 

28 
10 
19 

52 
25 
24 

15 
38 
15 

6 
15 
27 

17 
16 
22 

20 
19 
14 

o 
9 
3 

Congo 
Kenya 

Rhodesian 
Mexico 

Av. 
Av. 

FedAv. 
Av. 

57/58 
57/58 

56/58 
55/58 

Source: UN, 
in 

100 
100 

100 
100 

Economic 
Afri 

14 
17 

22 
5 

Commission 
ca; Aims 

for 

44 
32 

22 
20 

Africa, 
and Possibilities, 

23 
17 

33 
50 

Economic 
June 1961 

De 
» 

18 
22 

23 
25 

velopme nt 

1 
12 

_ 
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of African countries import a larger amount of machinery and 

equipment as compared with the less developed group of 

countries. 

The most obvious conclusion that may be drawn from 

the above analysis is that a close relationship exists bet­

ween the pattern of imports and the changes in the structure 

of industrial outputs. The apparent shift towards a lower 

level of Imports of food, textile and footwear that accompa­

nies economic development does not necessarily imply a reduc­

tion in the value of total Imports, but as indicated in the 

above analysis, a change in the composition of imports in 

favour of capital goods. In general, Indications are that 

as economic development proceeds, shifts that may be expectec. 

to take place In the structure of import patterns of African 

countries would be: 

(1) An increase In imports of industrial raw materials 

due to an increase in domestic industrial production, 

(2) A decrease in imports of semi-finished consumer goods; 

and this decrease being offset by an increase in 

imports of more advanced type of consumer goods; 

(3) An increase in imports' of capital goods and indus­

trial raw materials; 

(4) A decrease in the share of food imports, which depenc 

in turn on an increase in agricultural productivity. 
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D . I n t r a - A f r l c a n Trade 

Most of t h e t r a d e of A f r i c a i s w i t h n o n - A f r i c a n 

c o u n t r i e s , p r i m a r i l y W e s t e r n Eu rope and N o r t h Amer ica , t h e p r o ­

p o r t i o n of i n t r a _ A f r i c a n t r a d e b e i n g f a r s m a l l e r - Whi l e 

t h i s p r o p o r t i o n i s n o t p r e c i s e l y known, t h e U n i t e d N a t i o n s 

D e p a r t m e n t of Economic and S o c i a l A f f a i r s h a s come up w i t h 

a r e a s o n a b l e e s t i m a t e by s t u d y i n g a g r o u p of n i n e t e e n A f r i c a n 

c o u n t r i e s i n c l u d i n g the mos t i m p o r t a n t by v a l u e of t o t a l 

A f r i c a n t r a d e , as shown i n Tab le XIV. 

The Tab le shows t h a t w h i l e t h e l e v e l of a g g r e g a t e 

I m p o r t and e x p o r t t r a d e of t h e n i n e t e e n c o u n t r i e s w i t h 

A f r i c a n c o u n t r i e s i n r e l a t i o n t o a g g r e g a t e t r a d e w i t h a l l 

c o u n t r i e s r a n g e s from a s low a s 1 p e r c e n t f o r N i g e r i a t o a s 

h i g h a s 27 p e r c e n t f o r t h e F e d e r a t i o n of R h o d e s i a and Nya­

s a l a n d , t h e r a n g e i n t h e c a s e of i m p o r t s i s f rom l e s s t h a n 

1 p e r c e n t ( N i g e r i a ) t o a b o u t 36 p e r c e n t ( F e d e r a t i o n of 

R h o d e s i a and N y a s a l a n d ) ; and t h a t f o r e x p o r t s i t i s f rom 

a b o u t 1 p e r c e n t ( S i e r r a Leone and N i g e r i a ) t o a b o u t 22 p e r 

c e n t (Union of South A f r i c a ) . 

Tak ing t h e n i n e t e e n c o u n t r i e s a s a g r o u p , i n t r a -

A f r i c a n exp o r t s c o n s t i t u t e a b o u t 11 p e r c e n t of a g g r e g a t e 

e x p o r t s t o a l l c o u n t r i e s of t h e w o r l d w h i l e i n t r a - A f r i c a n 

i m p o r t s f o r m a b o u t 8 p e r c e n t of a g g r e g a t e i m p o r t s f rom t h e 

w o r l d . The a g g r e g a t e I n t r a - A f r l c a n t r a d e ( e x p o r t s and 
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TABLE XIV 

Value of Trade Between S e l e c t e d Afr ican C o u n t r i e s , 1950-1957 
( M i l l i o n s of $ s ; % ) 

Aggregate Trade withj 
All Countries13 1 Country 

Aggregate Trade wi th 
Af r i can Coun t r i e s 8 , 

Import Expor t T o t a l i Impor t Export T o t a l 

A as p e r c e n t a g e 
of B 

r-== r-

Importi Expor t To ta l 

A l g e r i a 
Angola 
Congo9-
Cameroun ( F r . ) 
Egypt (UAR) 
E t h i o p i a 

Former French Equator ia lAfrI 
Former French West A f r i c a 
Ghana 
Kenya, Uganda & Tanganyika0 

Madagascar 
Morocco 

Mozambique 
Nigeria 
Fed.of Rhodesia & Nyasaland 
Sierra Leone 
Sudan 
Tunisia 
Union of I 

TOTAL 

>a 

Africad 

409 
15 
221 
49 

170 
22 

73 
246 
102 
116 
51 

175 

84 
20 

1121 
10 

170 
77 

832 

3963 

231 
59 
152 
42 

114 
21 

59 
27 7 
47 

203 
66 

273 

56 
36 

604 
3 

125 
64 

1683 

4115 

640 
74 
373 
91 

284 
43 

132 
523 
149 
319 
117 
448 

140 
56 

1725 
13 

295 
141 

2515 

8078 

5367 
733 

2863 
734 

4623 
431 

839 
2819 
1672 
2754 
1016 
3629 

661 
2582 
3077 
330 

1112 
1403 
10017 

3282 
836 

3279 
591 

3232 
464 

523 
2202 
1885 
2536 
649 

2260 

409 
2819 
3331 
262 

1117 
933 

7456 

46662 38066 

8649 
1569 
6142 
1325 
7855 
895 

1362 
5021 
3557 
5290 
1665 
5889 

1070 
5401 
6408 
592 
2229 
2336 

17473 

84728 

7.6 
2.0 
7.7 
6.7 
3.7 
5.1 

8.7 
8.7 
6.1 
4.2 
5.0 
4.8 

12.7 
0.8 

36.4 
3.0 

15.3 
5.5 
8.3 

8.5 

7.0 
7.0 
4.6 
7.1 
3.5 
4,5 

11,3 
12.6 
2,5 
8.0 

10.2 
12.1 

13.7 
1.3 

18.1 
1.1 

11.2 
6.8 

22.6 

10o8 

7.4 
4.7 
6.1 
6.9 
3.6 
4.8 

9.7 
10.4 
4.2 
6.0 
7.0 
7.6 

13.1 
1.0 
26.9 
2B2 

13.2 
6.0 

14.4 

9.5 

c 
z 
< 

O 

> 

> 

O 
O 

O 
70 
> 
c 

Source: UN, Economic Survey of Africa Since 1950, New York, 1959, p. 152. 

a) I n c l u d i n g Uranda-Urundi 
b) I n c l u d i n g t r a d e between t h e members 
e ) " I n c l u d i n g traelo botwoon tho liiomibora of tho Fodo ra t i on p r i o r t o 1051 
d) I n c l u d i n g South West Afr ica from 1955. 
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imports) constitute about 10 per cent of the total value of 

export and Import trade with the world. 

Thus, in view of the importance of the trade of the 

nineteen countries studied in total African trade, we can 

reasonably estimate that for the continent as a whole the 

amount of Intra-Afrlcan trade Is not likely to differ signi­

ficantly from an estimate or 10 per cent of the total value 

of export and import trade of Africa with the world. It is, 

therefore, quite logical to assume that about 90 per cent of 

total African trade is with countries outside Africa. 

It might be said as a result of the above evidence 

that Africa is "naturally" an outward-looking continent; in 

other words, the principal channels of trade of the coun­

tries of Africa lead outwards to the rest of the world, 

rather than inwards towards one another- The very geography 

of the continent, with its vast interior mountains, jungles 

and deserts may be said to be a hinderance to the developmen; 

of Inter-continental transport and communications required 

for the expansion of intra-African trade. Furthermore, the 

small manufacturing output in the regional output of African 

countries and in the trade between them, may be said to 

reflect the advantages which African countries find in having 

their imports of manufactures from the industrial countries 

of Western Europe, North America, and Japan. 

This writer realizes that the importance of these 
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various obstacles should not be underestimated. However, 

the Situation which they reveal is in itself only a reflec­

tion of the broader problem of underdevelopment In Africa. 

If the existing trade among the African countries is small 

in relation to total trade, it is largely because their eco­

nomies have thus far developed In response to the import 

demand and export supplies of the industrial countries of 

Europe or North America with which they have been accustomed 

to trade. If trade in manufactures between African countries 

is small, it only reflects the low level of Industrial deve­

lopment. Moreover, even if intra-African trade in food and 

raw materials is small in relation to exports of the same 

products to industrial countries outside Africa, this in 

turn is the result of the much higher incomes, and hence 

import demands, to be found in the Industrially advanced 

countries. 

Therefore, there is no reason to believe that the lo i 

level of Intra-African trade is due to an "economic law of 

nature". To assume that Intra-African trade, in the future, 

will remain as small as It is today is equivalent to assuming 

also that Africa is incapable of economic development. If 

per capita income and output in Africa were to rise in rela­

tion to those of industrial countries, we can reasonably 

expect that the share of intra-African trade would rise in 

relation to total trade. 
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E. Balance of Payments and Economic Development 

(1) Nature and Extent of the Problem 

It Is perhaps appropriate to begin our discussion by 

answering a question often asked; namely, why did the trade 

problems of underdeveloped countries remain unresolved after 

the trade liberalization which was characteristic of inter­

national trade in the post-war era? To answer this question 

it should be noted that most underdeveloped countries of the 

world and Africa, export agricultural foodstuffs and raw 

materials; and sometimes export few or one crop. Therefore, 

it becomes clear that the problems of underdeveloped coun­

tries in their trade are not primarily tariff problems, but 

demand fluctuations for exports. In the post-war period, 

overall demand for African and other underdeveloped countries 

exports have, no doubt, Increased but fluctuations In demand 

for their exports have not been resolved. 

In contrast with industrial countries where economic 

instability and balance of payments difficulties are asso-

24 ciated chiefly with fluctuations in investments , economic 

instability and balance of payments problems of primary 

24 por example, loss of Investments during the war 
particularly in Great Britain, and loss of foreign invest­
ments after world war II. In some industrial countries seriobs 
economic instability may also result from external influences 
operating through trade. This happened, for example, during 
the depression of the 1930's, when the adverse effects of re-
duced imports by the United States were particularly acuta. 
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producing and exporting countries have been and still are 

largely the result of external circumstances operating by way 

of trade, particularly their export trade. In most African 

countries, for example, exports represent a considerable 

share of gross domestic or national product, substantially 

more than government expenditure and much more than private 

investments - and in almost all of them export earnings are 

derived from one or a few primary comiaodity exports. This mak^s 

most African and other underdeveloped countries vulnerable 

to any substantial change in the demand for their major 

exports, and in that way handicap them in their efforts at 

achieving an orderly and stable economic development. 

However, the above discussion should not lead one to 

believe that export fluctuations are entirely a matter of 

change in demand; it may also result from variations in the 

exportable surplus of the underdeveloped country itself, or 

in the supply offered by competing exporters. Variations in 

a countries' export capacity may be due to irregularities in 

the weather or it may be due to political factors, a good 

example in Africa being the extensive burning of coffee trees 

by underground nationalist forces in Angola. In recent years 

among the causes attached to economic instability, increasing 

importance is given to inflationary pressure, which the 

developmental effort of the less developed countries, if not 

carefully controlled, is likely to generate. Thus, economic 
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instability in the underdeveloped countries, of which Africa 

is no exception, is a complex phenomenon. "Not all export 

Instability results from external causes and not all exter-

nally generated instability is connected with imports" 

Nevertheless, for Africa as for most other underdeveloped 

regions, instability of primary exports constitutes a major 

problem in the balance of payments. 

It should be added, however, that export fluctua­

tions have a tremendous impact not only on the balance of 

payments but also on a country's internal economy. This 

effect on the internal economy is transmitted by way of 

instability of income generated in the export sector in the 

first instance, and in the public revenue to the extent that 

public revenue in most African and other primary exporting 

countries derives largely from custom duties. Rising 

foreign demand and rising income in the export sector can 

give an impetus to economic growth by increasing both the 

"effective demand" for domestic products and the supply of 

foreign exchange for payments of imports. Thus, the export 

sector, in most of the primary producing countries, is the 

dynamic element in both the balance of payments and domestic 

economic activity. But there are dangers, however, in that 

"excessive income generated in the export sector will create 

25 UN, Economic Survey of Asia and the Far East, 
1957, Bangkok, 1958, p. 114. ~" ~ 
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inflationary pressure or multiply nonessential imports, and 

that later, unless foreign demand can be kept up at a conti­

nuously high level, the Impetus to growth will cease leaving 
26 

the country with difficult adjustments to effect" 

However, the difficulties in the balance of paymentii 

and the internal economy as a result of excessive fluctua­

tions in the price of primary exports, does not invalidate 

the fact that price movements themselves serve as a mechanism 

of adjustment in demand and supply allocations of resources. 

In other words, "reasonable2'7 price fluctuations may be use­

ful and not to be condemned" . What Is undesirable and a 

menace to the success of plans for economic development of 

the less developed countries is the extreme upward and down­

ward movements of prices due to abnormal conditions against 

which adequate safeguards have not been prepared; for example 

the Korean boom and Its aftermath. 

(ii) Instability in Exports and the Balance 

of Payments 

In the discussion of export instability and the 

problems It entails in the balance of payments of African 

26 UN, Qp. cit., p0 14. 

27 However, what amount of price fluctuation should 
be permitted remains one of the major obstacles In the 
formulation of stabilization schemes. 

28 UN, Commodity Trade and Economic Development, 
New York, 1953, p. 4. 
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and o t h e r pr imary e x p o r t i n g c o u n t r i e s , t h e fo l l owing b a s i c 

f a c t s s t a n d o u t : 

(a) F luc tua t ions in p r i ces , volumes and proceeds of 

the major export commodities s i gn i f i c an t l y affect the balance 

of payments. 

(b) While changes in import p r i ces influence the 

terms of t rade and payments pos i t ion , the export p r i ce f l u c ­

t u a t i o n tends to be the dominant f ac to r , so tha t they, toge­

ther with changes in export volumes, In a subs t an t i a l degree 

determine the count ry ' s capacity to import i n r ea l terms. 

(c) Capi ta l movements may or may not serve as a 

s t a b i l i z e r to export i n s t a b i l i t y ; and tha t foreign exchange 

re se rves may not be la rge enough to cushion the repercussions 

of export i n s t a b i l i t y i n the balance of payments s a t i s f a c t o ­

r i l y . 

As far as the f i r s t of these poin ts i s concerned, 

In the African count r ies where one commodity accounts for the 

bulk of the t o t a l export value, movements of t o t a l export 

earnings and balance of t rade d i f f i c u l t i e s have na tu ra l l y 

followed very c lose ly the movements of t ha t i tem. This has 

been the experience of coun t r i es l ike Ghana where exports of 

I cocoa accounts for an average|{65 per cent of t o t a l export 

value and Ethiopia where coffee c o n s t i t u t e s an average of 58 

per cent of t o t a l export va lue . On the other hand, In coun­

t r i e s where exports are more d i v e r s i f i e d so t h a t two or more 
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commodities c o n t r i b u t e s u b s t a n t i a l l y to t o t a l e x p o r t earn ing , ! 

the movements i n t o t a l e x p o r t p roceeds , of course , to some 

e x t e n t o f f s e t each o t h e r . As a r e s u l t t o t a l expo r t e a r n i n g s 

may f l u c t u a t e l e s s than the expor t p roceeds from the most 

u n s t a b l e expor t commodity by I t s e l f . This has been the 

e x p e r i e n c e of some Afr ican c o u n t r i e s l i k e Morocco, N i g e r i a , 

Congo and T u n i s i a 2 9 . 

Table XV shows t h a t for the p e r i o d 1948-1958 t h e 

average s h o r t p e r i o d f l u c t u a t i o n s i n expo r t p roceeds of some 

25 Af r i can c o u n t r i e s i s roughly 10 per c e n t . However, t h i s 

average c o n c e a l s the l a r g e s t f l u c t u a t i o n s i n expor t p roceeds 

which more t r u l y r e f l e c t the ex t remes of I n s t a b i l i t y . For 

example, 26 .8 pe r cen t fo r Togo; 19 .1 per cen t for Sudan and 

1 4 . 7 per c e n t fo r E t h i o p i a . In g e n e r a l , as I s shown i n t h a t 

Tab le , the l e s s d i v e r s i f i e d a c o u n t r y ' s expor t commodities 

the g r e a t e r the f l u c t u a t i o n i n t o t a l expor t p r o c e e d s . 

Table XVI shows the c o r r e l a t i o n between volumes, 

p r i c e s and p roceeds of major Af r ican e x p o r t s by commodity 

g r o u p s . An a n a l y s i s of t h i s Table r e v e a l s the f o l l o w i n g 

b a s i c f a c t s : 

(a) That , i n g e n e r a l , t h e volume, p r i c e and proceed;i 

of a l l the major commodity groups r e f e r r e d to showed s i g n i ­

f i c a n t f l u c t u a t i o n s ; 

29 Refer to Tables VI, VII and V I I I . 
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TABLE XV 

Short-Period Fluctuat ions in Export Proceeds 
and Purchasing Power of Exports in 

African Countr ies , 1948-1958 

(Percentage) 

Export Purchasing Power 
Country 

Togo 
Sudan 
Ethiopia 
Mauritius 
Cameroun 
Ghana 
Chad, Congo (Brazaville) ( 
Gobon, Eq. Africa ( 
Angola 
Reunion 

Tunisia 
Congo (Leopoldville) 
British East Africa 
Dahomey, Guinea, Ivory Coast, ( 
Mali, Niger, Senegal, Upper ( 
Volta, Fr. West Africa ( 

Nigeria 
Rhodesia and Nyasaland 

Malagasy 
Egypt (U.A.R.) 
Union of S. Africa 
Algeria 
Morocco 

Total weighted average 

Source: UN, Economic Comml 

Proceeds 

26.8 
19.1 
14.7 
12.7 
12.4 
12,3 
12.2 

11.7 
11.3 

11.3 
11.2 
10.8 

10.6 

10.3 
8.0 

8.8 
8.5 
8.1 
8.0 
6.3 

9,9 

ssion for 

of 

Af r ic a 
national Action for Commodity 
Addis Ababa, 1960, p. 33. 

Exports 

27.2 
17.6 
12.3 
9.5 

11.3 
12.8 

9.9 

12.3 
9.3 

13,9 
9.6 
9.3 

9.8 

8.7 
9.7 

11.5 
7.7 
6,5 
7.8 
4.9 

9.1 

, Inter-
Stabilization, 
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TABLE XVI 

S h o r t - P e r i o d F l u c t u a t i o n s i n Quantum, U n i t Value 
and Proceeds of Pr imary Commodities8- i n Af r i ca , 

1948-1957 

(Percentage) 

Commodity Group Quantum Unit Value Proceeds 

Beverages 

(Cocoa, coffee, tea) 18 17 12 

Cereals 

(Barley, maize, wheat, rice) 31 10 32 

Non-staple foods 

(Butter, beef, sugar, cheese, 
mutton and lamb, bananas) 8 

Fibers 

(Wool, jute and cotton) 3 19 13 

Metals 

(Tin, copper, zinc) 5 14 14 

Source: Economic Commission for Africa, International Actloji 
for Commodity Stabilization, Addis Ababa, 1960, 
pi '. (Computed from FAQ, Yearbook of Food and 
Agricultural Statistics, several Issues). 
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(b) That fluctuations in proceeds are, in all cases, 

due to both fluctuations in prices and volumes; and 

(c) That, by and large, fluctuations In prices have 

been greater than fluctuations in the volume of exports, with 

the notable exception of cereal exports where fluctuation in 

proceeds has been more largely due to fluctuations In volumes 

than In prices. 

The above commodity groups constituting the bulk of 

the export patterns of most African countries, we can safely 

conclude that export fluctuations, both price and volume wise 

present a major problem In their balance of payments in 

African countries. However, the nature and degree of fluctus 

tlons and the consequent repercussions on the balance of 

payments depend on the kind and range of commodities exported 

It was pointed out earlier that owing to the present 

limited manufacturing activity in most countries of Africa, 

they have had to depend largely on imports for the supply of 

manufactured goods. Moreover, some countries import a signi­

ficant amount of food. The capacity of African countries to 

import is determined chiefly by their export earnings while 

the degree to which exports can pay for imports is deter­

mined by both export earnings and the prices of imports. But, 

the experience of most African countries proves that the 

dominant factor menacing the stability of the "export-based" 

capacity to import has been the instability in export proceeds 
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That is to say, import prices being relatively stable, 

violent fluctuations of prices and volumes associated with 

African exports have a preponderous effect on the capacity to 

import. 

Table XV shows the degree of fluctuations in both 

the export proceeds and the purchasing power of these proceeds 

for a large group of African countries. It may be noted that 

there is a close relationship between the two fluctuations; 

the fluctuation in export proceeds being on the average 

9.9 per cent and that of purchasing power being 9.1 per cent 

(the period covered being 1948-1958). This reflects the fact 

that Import price fluctuations are by far insignificant in 

causing the instability of purchasing power of export pro­

ceeds. 

However, there are other factors, besides the fluc­

tuations in export proceeds and the consequent fluctuation in 

purchasing power, that affect the level of imports into a 

country. In some African countries imports have fluctuated 

more than they normally would have due to restrictive govern­

ment trade policy. This might have been because exchange 

reserves have fallen to a low level or because monetary 

authorities have followed a cautious policy of foreign ex­

change budgeting. Thus, some African countries at times 

experienced an improvement in their balance of trade and 

payments position not because of any significant change in 
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their export proceeds but rather due to import restrictions. 

These import restrictions usually take two forms: imports 

may suffer bigger reductions than exports or exports may 

increase while imports are reduced or kept at the same level 

For the period between 1958 and 1959, as shown In 

Table XVII, some countries, for example Egypt and Morocco, 

achieved improvements in their balance of trade and payments 

position because imports declined more than exports while 

Impressive improvements in the Sudan, Congo, the Union of 

South Africa and the Rhodesias were not the result of an 

exclusively remarkable Increases in their exports but also 

partly of substantial declines in their imports^ . But 

improvements in the trade balances so achieved do not reflect 

a real Improvement, that is, a higher degree of equilibrium 

at a higher trade level. To African countries whose economi 

development Is so heavily dependent on imported goods, balance 

of trade improvements by restricting imports cannot be 

regarded as a change for the better, especially when in most 

cases the decline in imports disproportionately affected 

imports of capital goods. 

3® Out of the 22 countries and territories shown 
in the Table only Nigeria, former French Equatorial Africa 
and Ethiopia achieved an improvement in their balance of 
trade position at higher levels of Imports and exports. 
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TABLE XVII 

Percentage Changes in the Trade of Selected African 
Countries and Territories Between 1958 and 1959 

(National currencies) 

Country Exports Imports 

Sudan 
Rhodesia and Nyasaland 
Togo 
Guinea 
Congo and Urand-Urundi 
Nigeria 

Former French Equatorial Africa 
Cameroun 
Union of South Africa 
Ethiopia 
Ghana 

Ivory Coast 
Kenya, Ugandy, Tanganyika 
Mauritius 
Dahomey, Niger 
Algeria 

Malagasy 
Tunisia 
UAR (Egypt) 
Angola 
Senegal, Mali, Mauritania 
Morocco 

453.8 
437.7 
+37.7 
+33.7 
T21.0 
+20.6 

+12.8 
+10.1 
1- 9.6 
+ 9.6 
+ 8.7 

+ 7.4 
+ 4.1 
+ 0,2 
-26.6 
-12.0 

- 7.9 
- 7.5 
- 5.8 
- 2.7 
- 0,6 
- 0.5 

- 4.0 
- 4.7 
- 0.6 
+ 0.3 
-14.4 
4 7.5 

+ 6.3 
-10.2 
-12.0 
+ 9.6 
+33.6 

+23.8 
+ 0,05 
- 4.1 
-12.0 
+17.6 

+11.1 
- 1.1 
- 6.9 
+ 0.9 
+ 0.6 
-13.6 

Source: UN, Monthly Bulletin of Statistics, October, 
1960. 
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(Hi) Capital movements and International 

reserves. 

The repercussions of export instability on the 

balance of payments are, of course, reduced when capital 

moves in the opposite direction from export proceeds. More­

over, the effects of export instability are less serious 

when the level of exchange reserves is high enough to cushio|a 

the shocks. In neither respect, however, were conditions 

satisfactory for most African countries. However, there wer|a 

periods when foreign capital inflow provided temporary 

assistance to strengthen the monetary reserve position of 

some African countries. For example, two loans were obtained 

for this purpose by the Union of South Africa from IMF -

10 million dollars in 1957 and 25 million in 1958. Medium 

term and short term capital has also been made available to 

other African countries in the form of export credits. For 

example, Sudan obtained for this purpose 15 million dollars 

from the US in 1958, In addition to export credits from the 

UK amounting to 5 million pounds and from the Federal Repu­

blic of Germany amounting to 25 million Deutsche marks. 

Furthermore, the IBRD had extended loans to the Congo, Nige­

ria, Sudan, The Union of South Africa, Ethiopia, The Rhode­

slas, and some other countries . All these loans are of 

31 Refer to Tables • In the Appendix. 
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particular importance to the African countries assuring them 

the continuation of basic projects in their development 

plans and avoiding balance of payments difficulties, as well 

as further declines of their domestic economy, already 

affected by weak commodity markets. 

However, In many cases long term capital movements 

and official donations did not by any means always move In 

the opposite direction to export proceeds and thereby play a 

compensatory role In the balance of payments. This has been 

especially true of external private capital inflows which 

are sensitive to fluctuations of primary commodity markets. 

For instance, the downward movement of commodity prices, 

starting In 1956 and Intensified by the decline In industrial 

production in the US In 1957, slowed down considerably the 

rate of private capital inflow to African countries. This 

decline in the inflow of foreign funds was particularly felt 

in the Congo, the Rhodesias, and the Union of South Africa 

and Morocco. 

The facts in the preceding paragraphs and the data 

contained in Table XVIII indicate that there is no guarantee 

for external capital to flow In the opposite direction to 

export proceeds in the balance of payments. Thus, while 

external capital inflows including foreign aid have in some 

instances helped to bridge gaps in the balance of payments 

for some African countries, they could not be regarded as a 
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TABLE XVIII 

Private Capital Movements and the Financing of 
Current External Position by Countries 

1955-1958 

Country and Currency Units 

Morocco 
( b i l s . Moroccan Francs) 

1955 
1956 
1957 

Rhodesia and Nyasaland 
(Mils, of Rhodesian - t s . ) 

1955 
1956 
1957 

Union of South Africa 
(Mils, of South Afr icaners . ) 

1955 
1956 
1957 

Congo 
(Mils. Congo Francs) 

1955 
1956 
1957 

Current Account 
Surplus or 
Def ic i t 

4.61 
38.50 
42.88 

-12.5 
-34.9 
-70.7 

-45 
4 

-13 

-2039 
-3860 
-7826 

Official-
Grants 

0.37 
4.44 
0.56 

1.3 
1.2 
0.8 

Capl ta l i Account 
Pr iva te 

long-
term 

14.17 
4.72 
5.04 

23.9 
22.7 
19.6 

10 
9 

-27 

136 
36 

365 

Officialj 
long-
term 

18.15 
13.10 
12.04 

18.7 
5.7 

11.1 

15 
-1 

2 

12389 
3531 

26 

Short- term 
& Monetary 

Gold . 

-1 .22 
49.80 

-40.9 

-24.1 
3.8 

43.5 

20 
-12 

38 

-418 
429 

7532 

Total 

31.IC 
67.62 

-23.82 

18.5 
32.2 
74.2 

45 
-4 
13 

2017 
3996 
7923 

Errors , 
Omissions 

-36.08 
-110.56 

-19.62 

- 7.3 
1.5 

- 4 .3 

-68 
-136 
-97 

(Cont'd) 
Source: UN, The International Flow of Private Capital, 1956-1958, New York, 

1959, p. 79. 



TABLE XVIII (Continued) 

P r iva t e Capi tal Movements and the Financing of 
Current External Pos i t ion by Countries 

1955-1958 

Country and Currency Units 

Egypt (UAR) 
(Egyptian is.) 

1955 
1956 
1957 

Ethiopia 
(Mils, of Eth. fs) 

1955 
1956 
1957 

Current Account 
Surplus or 
Deficit 

-36.7 
-48.2 
-33.5 

1.2 
-3.9 
17.0 

Official 
Grants 

2.7 
9.0 
3.4 

8.4 
5.4 
7.2 

.frivate 
long-
term 

2.2 
0.3 
-0.7 

7.6 
4.1 
304 

Capital 
Official 
long-
term 

2.9 
13.1 
n.a 

1.5 
-7.9 
11.3 

Account 
Short-term 
& Monetary 

Gold 

28.5 
25.9 
29.7 

-17.7 
- 3.8 
-22.6 

• - — 4 

Total 

33.6 
39.3 
29.0 

-8.6 
-7.6 
-7.9 

Errors 
Omission! i 

0.4 
-0.1 
1.1 

1.0 
6.1 
-16.3 
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solution to the structural problem inherent in the balance of 

payments of African countries, namely, fluctuations in export;i 

In actual fact, external capital inflows should not be 

expected to play a major compensatory role In the balance of 

payments. What is important for the success of economic deve­

lopment plans of African countries is a continuous inflow of 

long term capital and foreign aid of adequate proportions. A 

reasonable rate of growth of world markets and reduction in 

fluctuations of the size of these markets remaining a major 

objective of international economic policy, it should be 

achieved by other more direct and efficient means than have 

been employed hitherto. How this could be achieved is dis­

cussed in detail In Chapter IV. 

It is sometimes suggested that the balance of paymen'; 

problems of African countries could be reduced by accumulating 

an adequate reserve of foreign exchange. But, most African 

countries cannot afford to do so without significantly 

affecting imports of manufactured goods essential for economic 

growth. Furthermore, substantial fall In export proceeds 

sometimes lasting for a year or more (for example, during the 

period following the Korean boom) limits their capacity to 

accumulate sufficient amount of foreign exchange. This inabi­

lity has forced many African countries to resort to selective 

import controls In order to protect their balance of payments . 

Although normally the policy of selected import controls 
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favours Imports of capital goods against those of consumer 

goods, the effect could still be detrimental in that it could 

mean higher cost of living in the country concerned. 

Some degree of import controls Is a usual practice 

even in the economically advanced countries of the world. But 

the existence of large fluctuations in the export proceeds of 

most African countries necessitates more import restrictions 

for any given level of foreign exchange reserves and larger 

reserves for any given level of import restrictions than 

would be called for under conditions of stable export pro­

ceeds. Even if African countries are in fact able to maintain 

a sufficiently high level of reserves, fluctuations in 

exports immobilize a significant part of their foreign 

exchange resources, which could - assuming greater export 

stability - be used for economic development. Thus, from 

the point of view of both short-run balance of payments and 

long-run economic development, greater stability of export 

markets Is highly desirable for African as well as for most 

primary commodity exporting less developed countries of the 

world. 
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CHAPTER III 

TRADE POLICY AND ECONOMIC DEVELOPMENT 

This chapter will consider trade policy as a 

means of implementing or promoting economic development with 

special reference to African countries. In most countries 

of Africa the main objective of economic policy is the 

economic development of the country which aims primarily at 

a diversification of economic activities through industrial!' 

zation. In view of the urgent need to implement economic 

development and to raise the general standard of living of 

African countries, it is not surprising that all other 

aspects of economic policy, including trade policy, should 

be framed in the light of that paramount objective, namely, 

economic development. Trade policy can assist in promoting 

economic development of Its objectives and methods of opera­

tion are defined in close relation to the objectives of 

economic development. 

Trade policy will be considered in its broadest 

terms as the sum total of measures which governments may 

take in order to influence the flow of imports and exports 

of goods and services. The concept of trade policy is not 

confined to measures determining the volume, prices or the 

direction of export and import trade; it also Includes bila-
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teral or multilateral arrangements between African and 

other countries concerning facilities to expand trade bet­

ween them. Finally, trade policy comprises the assistance 

which governments may give in the marketing of goods abroad 

or the supply of foreign goods. 

Trade policy may affect in many ways the implementa­

tion of economic development programmes; it seems, however, 

that its contribution is particularly significant insofar 

as it enables African countries: 

(a) To maximize the foreign exchange earnings deri­

ved from the exports of goods and services; and to make an 

efficient utilization of available foreign exchange; 

(b) To give priority to the imports of goods and 

services required for economic development; 

(c) To provide encouragement to the industries set 

up within the framework of development, while safeguarding 

the interests of the community; and 

(d) To combat excessive inflationary pressures. 

A. Maximization and Efficient Use of Foreign Exchange 

At the outset, it should be noted that the implemen­

tation of economic development programmes Involves substan­

tial expenditures In foreign exchange. The amount of foreign 

exchange expenditure needed as compared with the total out­

lay on economic development programmes may vary from 
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country to country and from project to project, but experiencs 

and analysis in reference to Africa suggests that, on an 

average, one third or more of total expenditure has to be 

spent in foreign currencies. The adoption of any large pro­

ject presupposes, therefore, an addition to current exchange 

earnings. In most countries of Africa where monetary reser­

ves are not large enough to meet such additional demands, 

import programmes have been highly selective so that there Is 

very little scope for further reductions of non-essential 

imports. Furthermore, the implementation of economic develop­

ment programmes will not yield appreciable exchange savings 

over the short run. Thus, additional income in foreign 

exchange has to be found either through export expansion or 

through loans and commercial credits from abroad. However, 

unless financial assistance takes the form of outright 

grants (e.g. British Welfare and Development Fund for Over­

seas Territories), the repayment of loans or commercial cre­

dits will oblige the recipient country to increase its 

exports in subsequent years. In other words, the financing 

of development plans through loans will require a determined 

effort to obtain additional current income in foreign exchange. 

Some of the ways by which African countries could Increase 

1 UN, "Financing of Development Plans", Economic 
Survey of African Since 1950, New York, 1959, p. 242-244. 
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their foreign exchange earnings are discussed below. 

(a) Expanding the volume of exports: If trade policy 

is to succeed as a means of maximizL ng foreign exchange 

earnings by way of expanding the volume of exports, it re­

quires an assessment of the trends in world markets for the 

products which may be exported; it requires an assessment of 

the capacity of those markets to absorb an increased supply 

and the probable effects on world prices of such an export 

drive. Such assessments are Important because they will 

enable developing nations to choose among different products 

those which are likely to bring the best results, either 

because demandslfor them are comparatively strong or because 

price trends are favourable. The government can then devise 

appropriate measures to promote an increased production of 

the products thus selected if they are already being exported, 

or to initiate production, if they are not yet exported. 

In present circumstances, and for some time to come, 

expansion of exports will concentrate primarily on a number 

of primary products, either raw materials for Industrial pro­

cessing or agricultural products for consumption. But, the 

world markets for such products are generally characterized 

by low elasticity of demand and as regards agricultural 

products, by the existence of import obstacles (e.g. tariffs) 

In the consuming countries and export incentives in producing 

countries outside Africa. However, it is fair to assume 
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t h a t n o t a l l p r o d u c t s a r e a f f e c t e d t o t h e same d e g r e e by 

s u c h a d v e r s e e f f e c t s . T h e r e f o r e , one of t h e o b j e c t i v e s of 

t r a d e p o l i c y would be t o e n c o u r a g e , as f a r a s p r a c t i c a b l e , 

t h e p r o d u c t i o n of t h o s e c o m m o d i t i e s which a r e l i k e l y t o meet 

l e s s c o m p e t i t i o n and l e s s t r a d e b a r r i e r s . I n t h i s c o n n e c ­

t i o n , i t i s p a r t i c u l a r l y i m p o r t a n t t o t h o s e A f r i c a n c o u n t r i e s 

w h i c h depend on e x p o r t s of a s m a l l number of p r i m a r y p r o ­

d u c t s t o a v o i d e x c e s s i v e r e l i a n c e on an e x p o r t p r o m o t i o n of 

one p a r t i c u l a r p r o d u c t , s i n c e any o v e r - o p t i m i s t i c a s s e s s ­

men t of t h e p r o s p e c t s of s u c h a p r o d u c t w i l l j e o p a r d i z e t h e 

i m p l e m e n t a t i o n of economic d e v e l o p m e n t p l a n s . The e x p e r i e n c $ 

of Uruguay i n t h e e a r l y p o s t - w a r p e r i o d which f a c e d f i n a n ­

c i a l d i f f i c u l t i e s when i t e n c o u r a g e d t h e p r o d u c t i o n of whea t 

a t t h e e x p e n s e of mea t p r o v i d e s a good i l l u s t r a t i o n of such 

m i s t a k e s i n economic p o l i c y . 

(b ) The P r o c e s s i n g of P r i m a r y P r o d u c t s B e f o r e t h e y 

a r e e x p o r t e d : A n o t h e r p o s s i b i l i t y w h i c h t r a d e p o l i c y s h o u l d 

t a k e I n t o c o n s i d e r a t i o n i n i t s o b j e c t i v e of f o r e i g n exchange 

m a x i m i z a t i o n i s t h a t of p r o c e s s i n g of p r i m a r y p r o d u c t s 
2 

b e f o r e t h e y a r e e x p o r t e d . I t i s g e n e r a l l y a c c e p t e d t h a t 

2 The East African Royal Commission, for ins tance , 
had s tudied, among other th ings , the prospects of processing 
primary products for expor t . The Commission concluded tha t 
there are a number of oppor tun i t ies ava i l ab le , to c i t e one 
example, the processing of s i s a l in to d i f fe ren t kinds of 
f i b e r s and ropes . See "The Report of East Africa Royal Com­
mission", in Hance's Ed., African Economic Development, 
Harper and Brothers , New York, IW9~i 
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the value added by processing would increase the foreign 

exchange earnings derived from a given quantity of exports. 

However, this generalization may not hold true In all cases. 

Therefore, In the formulation of trade policy consideration 

should be given to the fact that the substitution of proces­

sed products for raw material exports is limited, particu­

larly by the following two factors: 

(1) It should not Involve the exporting country in 

foreign exchange outlays for the setting up and the main-

talnance of the new industry exceeding the additional exchan, 

income expected from the export of the processed product. 

To state it in another way, the establishment of a new pro­

cessing industry may require government subsidy to strengther 

its competitive ability in export markets so that if the raw 

material had a good market, the subsidization of the proces­

sed product may Involve a net loss In foreign exchange. 

(2) What is perhaps more important is the fact that 

the capacity of absorption of a market for the processed 

product may be less than for the raw material. The importing 

countries may be reluctant to abandon their processing Indus 

tries so that if a country that used to supply them with the 

necessary raw material stops to do so, they may turn to other 

sources of supply to fill the gap. For this reason, it may 

sometimes be necessary for African countries to refrain from 

substituting processed products for some of their raw materi 
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(c) An Improvement of the Quality and Grading of the 

Products Exported: It is a recognized fact that most Africar. 

countries do not receive the full benefits of many of their 

commodity exports (e.g. coffee, cocoa, groundnuts) because 

these commodities have to be sent abroad where they are 

graded, blended, and packed for sale to the consumer. 

Although in some cases the reliance on sucii market arrange­

ments abroad may be the most economical system, in most ins­

tances, the location of these marketing operations in the 

exporting country would bring additional incomes to that 

country without affecting the disposal of the exported goods 

or the competitiveness of the exporter. 

The above discussions concentrated on the role of 

trade policy in the maximization of foreign exchange earning!! 

However, we should point out that it is equally important 

for African countries to make the most efficient use of the 

available foreign exchange. As the implementation of econo­

mic development programmes Increases the demand for imported 

goods and brings pressure to bear on the balance of payments. 

It is important to see to it that all purchases are made in 

the cheapest market. Trade policy has an Important part to 

play In this respect. Insofar as trade policy is able to 

maintain a multilateral pattern of import trade, it may be 

reasonable to believe that the importer, in his own interest, 

will buy as economically as he can without any special 
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direction from governmental authorities. However, it may 

not be always possible to grant these facilities to indivi­

dual importers, particularly in the less developed countries 

like those of Africa. In the first place, there may be a 

conflict between the interests of particular importers and 

that of a country's overall economic development objectives. 

While the former is usually motivated by personal profits, 

the import policy of the latter is motivated by the economic 

gain that will accrue to the society as a whole. Further­

more, as long as all currencies are not equally convertible, 

it may be necessary for the government to restrict the 

expenditure in hard currencies than the expenditure in soft 

currencies. In some cases, the condition in the export 

markets of certain commodities may be such that bilateral 

channels may have to be used for the disposal of these commo­

dities, and consequently the government may have to require 

importers to buy certain products in a specific country or 

a specific group of countries. 

B. Import Priority 

The implementation of an economic development pro­

gramme requires that imports be limited in such a way as to 

give priority to the goods required for such development. 

In other words, this means that available foreign exchange 
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in the less developed countries has to be allocated in the 

interests of development. A recent report by the United 

Nations concerning the less developed countries made a state 

ment that may be taken as an explanation of the policy of 

setting up import priority. It reads: 

Some industries have mainly the effect of 
strengthening the reserve position, either by 
earning or saving foreign exchange. The great 
need to promote such industries is obvious^. 
Others tend on the whole to weaken the position, 
either by creating additional demand for imported 
capital goods or raw materials or by reducing the 
supply of foreign exchange through diversion of 
resources from 'export' industries to 'home' indus­
tries^. 

It is difficult byt none the less necessary to eva­

luate these conflicting claims and contributions when prepa­

ring a programme of economic development. As Indicated in 

Chapter I, economic development requires, among other things, 

balance between agricultural and Industrial development. 

Failure to maintain appropriate balance between different 

sectors of the growing economy can put a serious strain on a 

country's foreign exchange reserves. In other words, a 

lagging sector may be unable to supply the resources that 

° The capacity to earn or save foreign exchange 
should of course be viewed In the long term perspective. 
Thus, for example, the laying of a groundwork for producing 
machinery may ultimately have important effects in strength­
ening the balance of payments although no such effect may 
be apparent at first. 

4 UN, Economic Development and Planning in Asia and 
The Far East, Bangkok, 1958, p. 28. 
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the rapidly growing sector increasingly demands. The result 

would be an increasing drain on foreign exchange as these 

requirements have to be met from foreign sources. An impor­

tant measure to guard against an unfavourable foreign exchange 

position is thus to make a more clearly defined projection 

of the course of economic development, having in mind the 

claims and contributions of different sectors in the economy 

Thus, the rationing of available foreign exchange 

or the setting up of import priority is an important element 

in formulating growth policies in the less developed coun­

tries. In most of the emerging nations the usual way of 

rationing foreign exchange is through the maintenance of 

quantitative import restrictions. In other words, the govern­

ment as a planning body decides to allot a certain amount of 

foreign exchange for the various categories.of goods taking 

into account the relative priorities of these goods in rela­

tion to the requirements of economic development. It is a 

common practice among less developed countries to grant 

foreign exchange to entrepreneurs who wish to import capital 

goods necessary for economic development and to withhold it 

from importers of consumer goods that are believed to be 

"non-essential". 

As R. Nurkse, a prominent economist specializing in 

the field of "Underdevelopment", pointed out, 

The luxury restrictions of underdeveloped 
countries in the world today seem to represent, 
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in the last analysis, ... an effort to Isolate 
the local consumption pattern from that of ad­
vanced countries and so to make possible more 
domestic saving and capital formation^. 

It should also be noted that the need for foreign 

exchange by development projects does not end when the 

necessary equipment and machinery has been imported. It ofte|i 

requires a regular flow of spare parts and raw materials. 

Established industries, therefore, if they are to be kept 

running, tend to have a prior claim on the available foreign 

exchange resources. In other words, the decision to give 

priority for the importation of plant and machinery has to 

be made on the understanding that subsequent claims for 

foreign exchange will be given high priority. 

The above system of allocation was primarily 

employed In order to meet balance of payment difficulties 

which often accompany economic development. A United 

Nations' report has summed up the need (or advantage) for 

such import regulation when it said: 

...in the absence of commensurate inflow of 
foreign capital, only strict control over the 
composition of imports in accordance with the 
essentiality or availability of foreign exchange 
is likely to prevent the consequent strain on the 
country's balance of payments from slowing down 
the rate of industrial growth^. 

5 R. Nurkse, "Some International Aspects of Develop­
ment", in Agarwala and Singh Ed., The Economics of Develop­
ment, Bombay, Oxford Press, 1958, p. 268. 

6 UN, Processes and Problems of Industrialization 
in Underdeveloped Countries, New York, 1955, p. 63. 
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However , t h i s s y s t e m of i m p o r t c o n t r o l may h a v e d i s a d v a n t a g e * 7 , 

I n t h e c o u n t r i e s which a r e e m b a r k i n g on l o n g - t e r m economic 

d e v e l o p m e n t p rogrammes , t h e b a l a n c e of p a y m e n t s p r o b l e m may 

n o t b e t e m p o r a r y . T h i s b e i n g t h e c a s e , t h e r e s t r i c t i o n of 

i m p o r t s c o n s i d e r e d n o n - e s s e n t i a l may l e a d t o a s u b s t a n t i a l 

d i v e r s i o n of a v a i l a b l e r e s o u r c e s t o t h e p r o d u c t i o n of such 

g o o d s i n t h e i m p o r t i n g c o u n t r y t o t h e d e t r i m e n t o f more Imp02 -

t a n t p r o j e c t s . Tha t i s why some e c o n o m i s t s , i n c l u d i n g Nurkso , 

s u g g e s t " c o m p u l s o r y s a v i n g t h r o u g h p u b l i c f i n a n c e " , a s a 

more b a s i c a t t a c k of t he p r o b l e m . But t h i s o v e r l o o k s t h e 

f a c t t h a t t h e low l e v e l I n l i v i n g s t a n d a r d s i n mos t of t h e 

l e s s d e v e l o p e d c o u n t r i e s makes c o m p u l s o r y s a v i n g b o t h p r a c ­

t i c a l l y and p o l i t i c a l l y d i f f i c u l t t o i m p l e m e n t . Thus , i n 

s p i t e of i t s d i s a d v a n t a g e s some i m p o r t c o n t r o l s may be u n a ­

v o i d a b l e p a r t i c u l a r l y f o r c o u n t r i e s which h a v e low f o r e i g n 

e x c h a n g e and a r e i n a p r o c e s s of a r a p i d economic g r o w t h . 

I n o r d e r t o a v o i d , a t l e a s t , some of t h e d i f f i c u l t i e s ! 

o f d i r e c t c o n t r o l t he U n i t e d N a t i o n s h a s s u g g e s t e d #. schemes 

w h i c h w i l l now be r e v i e w e d . 

^ E r i c L u n d b e r g h a s made an i n t e r e s t i n g d i s c u s s i o n 
of t h e r e p e r c u s s i o n s of i m p o r t c o n t r o l i n D. C. Hague's ' (Ed.) 
S t a b i l i t y and P r o g r e s s I n t h e World Economy, London, 
M a c M i l l a n , 1 9 5 8 . 

8 R . N u r k s e , Op. c l t . , p . 2 6 9 . 

9 UN, Economic Bulletin for Asia and the Far East, 
Vol. VIII, No. 1, May 1957, p. 11-13. " 
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In these schemes the goods whose imports are author­

ized will be classified in a small number of (e.g. four or 

five) categories and a graduated premium is levied, in one 

form or another, before or when the goods are imported, in 

accordance with the degree of essentiality of the goods of 

the category. According to this method all Importers are 

free to compete for the exchange available and to select In 

the category the goods which they want to import. Therefore, 

with the adoption of such a scheme the intervention of the 

government is limited to the determination of the amount 

of foreign exchange which the community may use for the 

total imports of goods in each category. 

The premiums levied on the categories of imports may 

be revised from time to time according to changing circum­

stances. The categories of goods may be defined for a long 

period or for a shorter period. 

An alternative approach also suggested In the report 

is that of graduated deposits to be made by importers on 

each category of goods. That is, the higher the degree of 

essentiality of the goods to be imported the lower the depo­

sits to be made and vice versa. The deposits are to be 

repaid sometime after the import is actually made. 

Thus, in the words of the United Nations' report, 

"The common feature of these systems is that the rationing 

of imports is done through the price effect rather than by 
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the official determination of the quantity to be imported." 

It is difficult to say offhand whether the above 

methods would assist the importing countries in making a 

better use of the available foreign exchange to meet the 

requirements of economic development. But It offers a practi 

cal approach that could avoid the distortions and other incon­

veniences which a prolonged maintenance of quantitative impor; 

controls could bring about in countries which are undergoing 

an active process of economic development. 

In conclusion, import controls may only mean the 

postponement of the adverse effects on the balance of pay­

ments. In other words, import controls, while they appear to 

solve the short run difficulties in the balance of payments, 

may In fact prevent the authorities from providing long term 

solutions. The longer Import controls are maintained, the 

more difficult it becomes to solve the long run problems in 

the balance of payments. 

C. Encouragement to New Industries 

Apart from providing a general economic framework 

conducive to Industrialization, governments may adopt a serie 

of specific measures designed to promote industrialization. 

The measures of general importance to African as well as to 

most other underdeveloped countries are discussed below. 
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(a) Protection to New Industries. When a new 

industry is set up in countries like those of Africa, enga­

ged In an active policy of economic development, that indus­

try may require assistance from the government in the form 

of tariffs or quantitative restriction of imports of similar 

products. 

The justification for such protection is to be found 

in the fact that, during the early stages of operation, the 

new industry is not fully efficient; the volume of production 

is usually below the optimum level and therefore, the over­

head costs are high; the labour and technical staff lack the 

necessary skill and experience to avoid breakage or wastage 

and the product of the new industry may face consumers'pre­

judice. What is important to remember, however, is the fact 

that governments should not be prepared to grant protection 

unless it is satisfied that the substitution of domestic 

products for imported goods is in the general Interest of th<s 

country- That is to say, after a temporary period of protec­

tion, the new industry should be in a position to produce 

efficiently and the best test of efficiency is the ability 

of the industry to compete with foreign suppliers of similar 

products without further protection. 

Meir and Baldwin supported protection of industries 

as suggested above. They based their argument on the thesis 

that "by protection of an industry that has possibilities of 
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future expansion and an eventual reduction in costs, a tariff 

might allow a country to enter a line of production in which 

it might eventually acquire a comparative advantage"-'-*-'. in 

effect, what they are suggesting is that if a country is 

willing to undergo a short run sacrifice, there may be a 

long run gain. Nurkse, while he does not disagree with Meir 

and Baldwin in principle, points out that industrial protec­

tion overlooks the problem of capital supply-*-!. This is the 

same as saying an industry must first be established before 

it is protected. However, this is a different problem from 

that of protecting new industries. It will be examined belcnr 

when we come to the discussion of fiscal and monetary Incen­

tives to encourage the establishment of new industries. 

The most difficult aspect of granting protection for 

new industries is the fact that the level of protection which 

may be appropriate in the case of an industry and consistent 

with the interests of the community at large, varies from 

country to country, from Industry to industry, and from time 

to time. Thus, the task of determining the exact levels of 

protection and what specific industries should be granted 

such protection is extremely difficult. For these reasons, 

10 G. M. MeiJr and R. E. Baldwin, Economic Development, 
John Wiley and Sons"inc., New York, 1962, p. 400. 

11 R. Nurkse, Problem of Capital Formation 
developed Countries, Oxford, Basil Blackwell, 1953, 
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this writer proposes that African countries set up tariff 

commissions, for instance, similar to that existing in Canad^. 

While tariff commissions may not provide the answer to all 

difficulties of decision making, it will, no doubt, be in a 

better position to consider applications for protection in 

the light of an objective appraisal of the facts and require­

ments, if need be, to recommend changes in the level of that 

protection. 

(b) Provision of Fiscal and Monetary Incentives : 

An alternative approach to encourage the establishment of new 

industries is that of providing appropriate fiscal and mone­

tary incentives. These incentives could take the form of ta: 

exemptions or reductions, subsidies and credit assistance. 

The significance of fiscal and monetary incentives 

to encourage the establishment of new industries in the less 

developed countries has been examined in detail in a United 

Nations' study^^. Referring particularly to tax incentives 

the report suggests "full or partial exemption from taxation 

of profits and other forms of business taxation, or taxation 

of interest and dividends, especially when they are re­

invested for productive purposes.,,-'-̂  

1 2 UN* The Effects of Taxation on Foreign Trade and 
Investment, New York, 1950, p-p.fc-3/-

1 3 Ibid., p. 25. 
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Tax exemption or reduction will be reflected in lower 

prices for the products of the industry concerned. The abil­

ity to sell at lower prices will in turn be reflected in a 

stronger competitive ability for the products of the domestic 

Industry against similar products of foreign producers. Tax 

measures could also be adopted to direct investment into par­

ticular channels that are considered to be more urgent and 

important from the point of view of economic development of 

a country. 

Tax incentives to encourage new industries have 

usually taken the form of tax reduction rather than that of 

total exemption. However, in some African countries, for 

example Ethiopia, new and essential industries are exempted 

from any taxes for a specified period. In the case of 

Ethiopia, it runs for five years starting from the day the 

industry begins operation. Similar concessions are to be 

found in some other African countries although the length 

of the period may vary from country to country. 

A commission organized by the International Bank for 

Reconstruction and Development to study and report on the 

economic development of Uganda, In agreement with the policy 

already existing in a number of African countries had this 

recommendation: "We suggest that an income tax (or profits 

tax) holding should be allowed for pioneer industries-^ to 

14 Report of a Mission organized by IBRD, The Econo­
mic Development of Uganda, Baltimore, John Hopkins Press, 
• ASP!, p , fifi, . — . -J 

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

TRADE POLICY AND ECONOMIC DEVELOPMENT 124 

apply to any five of the first eight years of operation of a 

company obtaining pioneer status". As the commission furthei' 

pointed out, this type of provision has now become more 

attractive since the 1961 change In United Kingdom tax law. 

The law now allows a United Kingdom taxpayer investing 

abroad to claim double taxation relief for overseas tax that 

has not in fact been paid because of reliefs given in the 

country of investment to encourage development. The change 

is particularly significant to most African countries as 

United Kingdom is a major investor in Africa. 

Another way by which governments could provide incen­

tive to new industries is the provision of higher rates of 

depreciation. This method could be particularly effective 

for industries with large scale investments in plant and 

equipment. However, In Africa, with the exception of few 

mineral industries, industrial activity is confined to small 

scale operations and this will probably continue for a long 

time to come. On the other hand, small scale industries 

could be encouraged more effectively through subsidies pro­

vided by the government. Like tax reductions, subsidies will 

enable industries concerned to sell their products cheaper 

than will otherwise be possible. 

It should he noted, however, that like tariff pro­

tection, tax or subsidy incentives to encourage industrial 

activity should not be extended indiscriminately. Only thos« 
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industries that are expected to compete efficiently with 

foreign producers of similar products, after the temporary 

period of tax or subsidy support is over, should be encou­

raged. As In the case of tariff protection noted earlier, 

the choice of specific industries eligible for tax or subsidy 

incentives and how much tax reductions or subsidy to be 

granted is difficult to decide. In this connection the 

setting up of a commission independent from a revenue depart -

ment will be highly recommended for African as well as for 

other less developed countries. The task of that commission 

would be to consider applications for tax reduction or sub­

sidy grants in the light of objective appraisal of the 

facts; to make periodic review of the tax structure and make 

definite arrangements for the tax or subsidy incentives to 

be steadily reduced in order to spur the local industry into 

more strenuous efforts to increase productivity and lower 

its costs. 

Lack of capital is one of the basic problems expan­

sion of industrial activities in Africa. The small scale 

industries characteristic of Africa at the present stage of 

its economic development are unable to secure sufficient 

credit capital because they are unable to offer security to 

banks or other non-government credit institutions. In some 

of the African countries such credit institutions may not 

exist. In this respect, governments have an important role 
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t o p l a y by e n c o u r a g i n g t h e e s t a b l i s h m e n t of p r i v a t e c r e d i t 

i n s t i t u t i o n s o r a s s u m i n g t h e s e f u n c t i o n s by i t s e l f . 

The e x p a n s i o n of c o m m e r c i a l banks may be one s t e p 

i n t h i s d i r e c t i o n . However, i n v i e w of commerc ia l b a n k s 

c o n s t a n t c o n c e r n a b o u t l i q u i d i t y , t h e y o f t e n t end t o c o n f i n e 

t h e i r l o a n s t o s h o r t p e r i o d or s e a s o n a l p u r p o s e s . A l t h o u g h 

such l o a n s may be u s e f u l f o r t h e p u r c h a s e of raw m a t e r i a l s 

o r t h e s a l e of t h e p r o d u c t s of an I n d u s t r y , t h e y a r e q u i t e 

u n s u i t a b l e f o r t h e i n i t i a l i n v e s t m e n t i n b u i l d i n g , p l a n t and 

m a c h i n e r y , which r e q u i r e s l o n g - t e r m f i n a n c e . Th i s i s t h e 

b a c k g r o u n d a g a i n s t w h i c h many of t h e l e s s d e v e l o p e d c o u n t r i e | s 

h a v e found i t n e c e s s a r y t o e s t a b l i s h s p e c i a l g o v e r n m e n t -

s p o n s o r e d i n s t i t u t i o n s t o meet t h e need f o r l o n g - t e r m I n d u s ­

t r i a l c r e d i t . The E t h i o p i a n e x p e r i e n c e w i t h such an i n s t i -

t u t i o n may be t a k e n a s an i l l u s t r a t i o n among A f r i c a n c o u n -

t r i e s . The Deve lopmen t Bank of E t h i o p i a was formed i n 1951 

f o r t h e p u r p o s e of " p r o v i d i n g c r e d i t t o i n d u s t r i a l e n t e r p r i ­

s e s , b o t h t o e x i s t i n g c o n c e r n s f o r t h e m o d e r n i z a t i o n of 

e q u i p m e n t and t h e e x p a n s i o n of p r o d u c t i o n , and f o r t h e p r o -

m o t i o n of new i n d u s t r i e s " . The bank s t a r t e d o p e r a t i o n 

w i t h a c a p i t a l of {jjiEth, 13 m i l l i o n . Of t h e s e 5 m i l l i o n 

r e p r e s e n t s a l o a n f rom t h e IBRD w h i l e t h e b a l a n c e was r a i s e 

15 E t h i o p i a n M i n i s t r y of Commerce and I n d u s t r y , 
Economic P r o g r e s s i n E t h i o p i a , A d d i s Ababa, 1955 , p . 3 5 . 
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from local sources. However, the fact that it was able to 

raise capital does not mean that there were no more problems 

hindering the successful operation of the bank. The expe­

rience of Ethiopian indicates that there are major obstacles 

to the successful lending of capital that may be raised by a 

credit institution. For the most part these obstacles lay ir. 

the status and qualification of the applicants for credit. Or, 

the one hand, many of the proposed projects may be inadequa­

tely prepared while on the other hand there may be difficul­

ties in appraising and establishing the credit-worthiness of 

applicants. These obstacles may be extended to reflect some 

of the basic conditions in many of the African countries -

shortage of entrepreneurial skill, low level of literacy and 

educations, ignorance of relevant technical and economic data 

and many other s. 

The main conclusion offered In the above analysis is 

this: fiscal and monetary incentives and adequate financial 

institutions, competently managed, are essential for the 

economic development and industrial diversification of the 

emerging nations. 

But adequate capital and proper financial management, 

as vital as these two factors appear to be, are not enough. 

What is also needed Is an earnest and coordinated effort on 

the part of the people and their government to create the 

framework, the climate, the skills and the will to achieve 
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economic p r o g r e s s and i n c r e a s i n g i n d u s t r i a l i z a t i o n . Such an 

o b j e c t i v e c a n o n l y be r e a c h e d by an a l l - o u t n a t i o n a l e f f o r t 

I n v o l v i n g h a r d work, s e l f - s a c r i f i c e and a p o s i t i v e p h i l o s o p h y . 

Time i s on t h e s i d e of t h e l e s s d e v e l o p m e n t c o u n t r i e s i f t hey 

u s e i t c o n s t r u c t i v e l y and do n o t w a s t e i t w i t h d i s s e n s i o n , 

compla in ts and u n d e c i s i v e n e s s . 

D. C o n t r o l of I n f l a t i o n 

Economic d e v e l o p m e n t of t h e l e s s d e v e l o p e d c o u n ­

t r i e s of A f r i c a , A s i a and L a t i n Amer ica a r e o f t e n accompan ied 

by i n f l a t i o n a r y f o r c e s . The q u e s t i o n t h a t s u g g e s t s i t s e l f 

i s w h e t h e r the p a r t i c u l a r v u l n e r a b i l i t y of t h e s e c o u n t r i e s 

t o i n f l a t i o n i s due t o a mere m o n e t a r y mismanagement o r 

w h e t h e r t h e t r o u b l e l i e s d e e p e r . Are t h e s e s o c i a l , i n s t i t u ­

t i o n a l o r s t r u c t u r a l f a c t o r s t h a t r e n d e r the d e v e l o p m e n t 

p r o c e s s of t h e s e c o u n t r i e s more open t o I n f l a t i o n ? 

One p o s s i b l e r e a s o n f o r t h e s t r o n g i n f l a t i o n a r y 

b i a s i n m o s t of t h e u n d e r d e v e l o p e d c o u n t r i e s d e r i v e s f rom 

the f a c t t h a t t h e i r g r o w t h p r o c e s s , u n l i k e t h o s e of N o r t h 

Amer i ca or W e s t e r n E u r o p e , d o e s n o t a r i s e f rom t h e e n t r e ­

p r e n e u r s s p o n t a n e o u s p r o d u c t i o n d r i v e ( p r o f i t b e i n g t h e 

m o t i v a t i n g f a c t o r ) . But , r a t h e r , i t i s a d e l i b e r a t e e f f o r t 

by g o v e r n m e n t s of t h e s e c o u n t r i e s t o speed up t h e r a t e of 

economic g r o w t h i n a r e l a t i v e l y s h o r t s p u r of t i m e . H. C. 

W a l l i c h h a s made an i n t e r e s t i n g a n a l y s i s on t h e i n f l a t i o n a r y 
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bias in the development process of the less developed coun-

tries by referring to the attitudes of people in those 

countries. His analysis is based on the assertion that, 

in general, people of the less developed countries "tend to 

expect their standard of living to improve by outside events 

by government, by labour or by the growth of the economy in 

generally. This could be interpreted to mean that in the 

less developed countries individuals in general expect to 

benefit from saving and investment, not as owners, but as 

users and consumers of what that investment produces. 

Another way of saying the same thing would be that people 

in the less developed countries expect benefit from the 

economy more than what, through domestic production and 

international trade, it is capable to yield. 

18 
A similar explanation is offered by Nurkse by the 

concept of the "demonstration effect". It refers to "the 

attraction exerted on the consumers of underdeveloped coun­

tries by the high standard of living of the advanced coun­

tries, and by the goods available there, which makes them 

16 H. C. Wallich, Some Notes Towards a Theory of 
Derived Development, In Agarwala and Singh Ed., Op. cit. , 
p. 189-204. 

1 7 Ibid., p. 203. 

18 R. Nurkse, Problems of Capital Formation In 
Underdeveloped Countries, Oxford, Basil Blackwell, 1953, 
p. §8. 
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desire the fruits of economic progress, but does not prepare 

them for the sacrifices necessary to obtain them19. Beyond 

these theoretical explanations of Walllchnd Nurkse, one may 

mention other factors, more observable and practical, that 

tend to an increase of prices in the domestic market. It is 

already indicated earlier that most of the less developed 

countries tend to discourage the volume of consumer Imports 

in favour of goods and services essential for the implementa­

tion of their economic growth, particularly capital goods. 

This contributes to higher prices of consumption goods in 

the domestic market. Furthermore, one of the immediate 

effects of economic development and rising incomes is an 

increase in the demand for food. However, the food producing 

sector in most less developed countries, particularly those 

producing for the domestic market, are characterized by a 

rather 'primitive' technology. The implication is that 

domestic supply of food may be short of the rising demand for 

it^O. Under such conditions, one of the first impact of 

rising incomes is, therefore, rising domestic prices for 

food. It is true that inflationary pressure of this nature 

can be lessened by an increase in imports of food (or other 

I 9 A. 0. Hirschman, Op. cit., p. 156. 

2C) This is particularly true in the case of qua! ity 
foods such as canned meat that are demanded by the rising 
middle class. 

UNIVERSITY OF OTTAWA ~ SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

TRADE POLICY AND ECONOMIC DEVELOPMENT 131 

consumption goods). But the need to finance current economic 

development programmes and accumulate sufficient reserves 

against future falls in export incomes may not permit that 

type of inflationary control. In other words, for most of 

the less developed countries, unless they are prepared to 

limit the rate of their economic growth according to their 

ability to finance it on their own, the significance of 

foreign capital inflow becomes obvious. It permits a country 

to sustain a level of Imports of goods and services beyond 

its capacity to finance them out of current earnings and 

at the same time achieve a more rapid rate of investment anc. 

economic growth than would be permitted had the country to 

rely solely on domestic savings. There is the further point 

that foreign capital inflow is often accompanied by an inflow 

of skilled labour and efficient management. However, foreigr 

capital inflow may result in heavy financial burden or ser­

vice costs at a later stage (e.g. interest and dividend pay­

ments). The experience of Canada where the cost of servi­

cing external debt now imposes a comparatively heavy burden 

in its balance payments may be cited as an Illustration. 

Therefore, when appraising the long-run benefits of foreign 

capital inflows for economic growth one has to take into 

consideration whether or not these benefits outweigh the 

service costs. 

The less developed countries could, through appro-
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priate policy measures, prevent or, at least, minimize the 

impact of Increased prices in world markets on the level of 

Internal prices. A usual approach Is through the mainte­

nance of flexible export duties . That is, by means of 

variations in rates, export duties could be used to siphon 

off excess purchasing power when prices of exports are high 

and to afford relief when export conditions turn unfavoura­

ble. Moreover, the government may even go further and 

introduce a stabilization fund which would guarantee to Its 

domestic producers a certain fixed level of price; irrespec­

tive of the fluctuations which may take place in world mar­

kets. This system could at least reduce some of the adverse 

effects of fluctuating world prices for primary productucts 

on the internal stability of the primary producing countries 

At a time when economic development leads to sub­

stantial Increase in the purchasing power of the population, 

which cannot be met by Increased domestic supply of goods 

and services, governments could increase domestic taxes. The 

increase in taxes will help to neutralize the inflationary 

2 1 When the export duty is a specific tax, i.e. is 
imposed per unit of qpaantity of the commodity exported, it 
naturally has no flexibility in relation to changes in 
export prices unless the rates are variable. When the expor-

duty is an ad-valorem tax, i.e. is imposed per unit value 
of the commodity exported as in the case of coffee exports 
in Ethiopia, there is some flexibility in the duty, since 
the tax receipts per unit of the quantity of the export 
commodity increases (or decreases) when the export price 
rises (or falls). 
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effect of excess purchasing power. As P. A. Baran pointed 

out, "The saving thus enforced could be channelled by the 

government Into productive investment. Power stations, 

highways, irrigation systems and soil improvements could be 

organized by the State with a view to creating an economic 

environment conducive to the growth of product!vity".22 

However, domestic taxes raised under the above conditions 

will raise the domestic cost of living. If this is to be 

avoided the only way out Is to increase the flow of imported 

goods and services to match the increase in domestic demand 

or purchasing power. Thus, a country may face a clash bet­

ween Its fiscal policy attempting to hold the cost of 

living from rising and its trade policy attempting to hold 

down the flow consumption goods and services, particularly 

luxury Items. 

The most drastic approach to prevent inflation is 

of course an indiscriminate scaling down of import duties 

or illimlnation of quantitative restrictions. However, 

this is not a practical approach , particularly for the 

less developed countries. The main reasons, of course, are 

the difficulties which these countries would face in terms 

of severe shortage of foreign exchange required to implemen'; 

2 2 P. A. Baran, "On the Political Economy of Back-
wardness", in Agarwala and Singh Ed., Op. cit., p. 86. 
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their more ambitious programmes. 

It seems to this writer that some degree of infla­

tion is inevitable as long as the less developed countries 

attempt a rapid rate of development beyond their capacity 

to save and finance such development. This disequilibrium 

could at least be reduced "by less internal inflation and 

less exchange regulation than prevail at present if the gap 

were filled by capital imports to a greater extent than 

is now generally the case"23, it may be concluded that in 

view of the development problems of the less developed coun 

tries, a rapid rate of economic growth requires a stable 

flow, on a much larger scale than since the war, of long 

term capital exports (Including grants-in-aid) by countries 

with relative surplus of savings. 

In the last decade countries such as Western 

Germany and France with rapid economic growth have deve­

loped large payment surpluses. Countries with slower rate 

of economic growth, for example, the United States, have 

developed deficits. The situation in the United States has 

been further strained because it had assumed a relatively 

heavier burden of international economic aid and military 

expenditure than any other developed country in the Western 

World. 

23 E . Lundberg, Op. cit., p. 225. 
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Therefore, such developments In the payment posi­

tion of the developed countries have to be taken into 

account when calling for increased loans and grants to the 

less developed countries. Countries such as France and 

Germany could assume relatively much greater assistance to 

less developed countries than is the case at the present 

time. This would contribute to easing the problems of the 

less developed nations as well as the persistent deficits 

and surpluses accompanying variations in economic growth 

of the developed nations. 
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CHAPTER IV 

COMMODITY STABILIZATION 

A. Principles and Methods of Stabilization 

As we will see below the basic purpose of inter­

national commodity stabilization agreements is that of 

"achieving a reasonable degree of price stability". This 

calls for a clear notion of when we consider prices unstable. 

A group of experts reporting to the United Nations regarded 

prices as unstable "if they show discontinuities in beha­

viour - sudden jumps from day to day or from week to week". 

They went further to state that "clearly, there Is a conti­

nuous progression from prices which show violent jumps up 

and down to those which move by little jumps, mostly In the same 

direction and which appear to be following a smooth trend 

line"!. rp̂ Q j_3@a 0f excessive fluctuations in prices seems 

to have two aspects: 

(a) changes in the direction of price movements are 

'frequent', and 

(b) the amplitude of fluctuations is 'large' . 

1 UN, Commodity Trade and Economic Development, 
New York, 1953, p. 19. 

2 Ibid., p. 19. 
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This dis tinction raises a further issue, namely 

what is the standard by which we judge whether the price 

changes are "frequent" and the amplitude "large". This com­

parison is provided in part by the behaviour of other prices. 

As the experts put it "prices of primary commodities are 

highly unstable when judged against the standard of domestic 

retail prices or the prices of manufactured exports as a 

whole" . In an attempt to provide a subjective standard they 

call the attention of the reader to the fact that a large 

part of production and consumption, particularly of basic 

commodities, can be expected to show "...the stability and 

continuity of growth of uncorrelated mass phenomena. In 

other words, such magnitudes as productivity and population 

usually show gradual and continuous changes; variations in 

harvest, though serious for particular countries, are not 

often large for the world as a whole; consumption, insofar 

as it is a function of income, moves only slowly from year to 

A 

year" . From these observable phenomena the following con­

clusion has been drawn: 
It is possible ... that the desirable results 

of price changes - the encouragement of better allp-
cation of economic resources - ought to be capable 
of achievement without violent Instability. Indeed, 
if prices had to change by 15 per cent or 20 per 
cent from year to year in order to achieve minor 

3 UN, Op. cit., p. 20. 

4 Ibid., p. 20. 

., -
UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

COMMODITY STABILIZATION 138 

alterations in resource allocation, this would raise 
serious doubt about the effectiveness of this method 
of securing desirable allocations^. 

The basic point in this statement is that price 

movements or fluctuations should be held within much nar­

rower limits without creating the probability that their 

long allocative function would be frustrated. Higgins makes 

a further point when he suggests: "if an international sta­

bilization agency is established it should not be expected 

to shore up economies of underdeveloped areas, wh ich have 

become shaky through failure to adopt to a clear-cut and 

irreversible long-run trend" , However, like most economists 

he is not altogether against intervention with the free play 

of demand and supply forces. In fact, it is his opinion 

that "a properly planned intervention will improve rather 

than worsen the resource allocation of underdeveloped coun­

tries". While he does not provide in a clear and concise 

manner what this "properly planned Intervention" should be, 

he contends that It will require, among other things, the 

5 Ibid., p. 21. 

6 B. Higgins, Economic Development, W.W. Norton and 
Co., New York, 1959, p. 5BTT; 

7 Higgins states that "regional planning among coun­
tries in Asia and Africa is long overdue. Industrialization 
is not tantamount to every country's endeavouring to produce 
everything, and some integration of national plans to avoid 
overlapping is surely desirable." Ibid., p. 558. 
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cooperation of underdeveloped countries with regard to 

foreign trade. 

But, there are those who are rather pessimistic as 

regards such cooperation. Myrdal, for instance, while main­

taining the usefulness of such cooperations, is inclined to 

believe that "...the scope of such cooperation is naturally 

limited, as almost by definition partnership is more natural 

between underdeveloped and developed countries than between 

underdeveloped countries themselves"". 

The views summarized above could be considered as an 

adequate explanation had the basic problem been the reductlor 

of "frequent" and "large" fluctuations in prices of primary 

commodities in international trade. Price fluctuation is 

but a reflection of structural disequilibrium in the demand 

for and supply of primary commodities entering international 

trade. The real and more fundamental problem Is to come to 

grip with the factors causing disequilibrium and the means to 

remedy it. In the words of Perroux, "Our task is to deter­

mine what conscious and systematic measures can and must be 

applied if the effect of real instabilities is to be les­

sened" . 

8 G. Myrdal, An International Economy; Problems and 
Pro spects, London, Routledge ahd~~Paul Kegan, 1956, p. 206. 

9 F. Perroux, "The Quest for Stability: The Real Fac­
tors", in Stability and Progress In the World Economy, London 
Macmillan, 1958, p. Ill, D.C. Hagues Edition. 
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The most significantfactor on the demand side is 

"cyclical instability of the richer countries" . The pri­

mary factor responsible for cyclical fluctuations is the ins­

tability of private investment, including investment in plant 

and equipment, business inventories and residential construe 

tion which will be reflected in even greater fluctuations in 

11 employment and income . In other words, fluctuation in aggre 

gate demand for primary commodities in the industrial coun­

tries is the basic problem . Furthermore, non-economic fac­

tors may to some extent reinforce the economic factors which 

contribute to cyclical variations exaggerating both the up­

swing and downswing of the cycle. For Instance, the high 

price level of primary products attained in 1956 was largely 

the result of the Suez crisis. When the crisis was resolved 

international price level of raw materials dropped sharply ir 

1957 and aggravated the world recessionary Influences in that 

year, particularly for the less developed countries. 

J. Vinir, "Stability and Progress: The Poorer 
Countries' Problem", Ibid., p. 60. 

•*--*• The relatively greater fluctuations in national 
income is due to the fact, that In the course of cyclical 
movements, not only production and employment but also 
the levels of wages and prices tend to vary. See UN, 
National and International Measures for Full Employment, 
New York, 1949, p. 23. 
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As far as reducing demand fluctuations in the markets 

for primary commodities i'-s concerned there is little the 

less-developed countries can do to resolve this problem. It 

lies primarily with the industrial nations "which, by virtue 

of their size, their share in world production and world 

trade and their financial strength, are able to Initiate pol: 

cles of world economic expansion in a manner that is not oper. 

to less favourably situated nations"!2. 

In other words, the industrial countries should 

strive to maintain a high level of effective demand sufficier 

to absorb primary exports at competitive prices on a conti­

nuing basis. Two different ways have been suggested by a 

group of experts: (1) by stabilizing the level of demand 

directly in those sectors of the economy which are primarily 

responsible for the fluctuations; (2) by neutralizing the 

effect of such fluctuations through compensating variations 

in the rate of expenditure on other goods and services"!3. 

As Haberler points out, even investment stabiliza­

tion may not, however, solve the problem entirely since 

expenditure of consumers on durable goods may show features 

similar to the expenditure on capital goods!^. 

12 UN, I b i d . , p . 2 9 . 

13 UN, Op. c i t . , p . 3 3 . 

14 G. H a b e r l e r , "The Quest fo r S t a b i l i t y : The Mone­
t a r y F a c t o r s " , i n D . C . Hague 's E d . , Op. c i t . , p . 152. 
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But , t h e r e can be l i t t l e doubt t h a t f l u c t u a t i o n s i n b u s i n e s s 

i nves tmen t r e p r e s e n t t h e major course of economic i n s t a b i l i t y 

The e f f e c t i v e n e s s of the second method sugges ted , no doubt , 

depends on t h e s i z e of the p u b l i c s e c t o r of the economy which 

de t e rmines t h e scope of p u b l i c Inves tmen t . I t a l s o imp l i e s 

t h a t governments o b t a i n advance i n fo rma t ion on the inves tment 

p l a n of p r i v a t e f i r m s so a s t o be ab le to use p u b l i c i n v e s t ­

ment as a s t a b i l i z i n g t o o l e f f e c t i v e l y . 

Per roux has gone f u r t h e r to explain I n t e r n a t i o n a l d i s ­

e q u i l i b r i u m in terms of "unequal growth" In t h e world economy 

He s a y s : " . . . d i f f e r e n t r a t e s of growth of r e a l ou tpu t In 

d i f f e r e n t c o u n t r i e s c o n t r i b u t e one of the most impor t an t cau­

ses of i n s t a b i l i t y " ! 5 . In o the r words, I t i s e s s e n t i a l f o r 

t h e l e s s - d e v e l o p e d c o u n t r i e s t o speed up t h e i r r a t e of econo­

mic growth so t h a t t he gap between t h e s e c o u n t r i e s and t h e 

non-developed ones w i l l be narrowed. Therefore , f i n a n c i a l 

and t e c h n i c a l a s s i s t a n c e by t h e developed n a t i o n s to the l e s s 

developed ones i s of g r e a t importance for the a t t a i n m e n t of 

e q u i l i b r i u m i n the world economy. I t i s t h i s e s s e n t i a l p o i n t 

t he Uni ted Na t ions r e p o r t , quoted above, makes when i t s a y s : 

The major r equ i r emen t fo r t he e s t a b l i s h m e n t of a 
sound b a s i s fo r i n t e r n a t i o n a l economic r e l a t i o n s i s 
t he c r e a t i o n of c o n d i t i o n s under which the flow of 
i n t e r n a t i o n a l inves tment cou ld be s t a b i l i z e d over 

1 5 F . Per roux , Op. c i t . , p . 1 2 1 . 
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substantial periods. This is essential both for 
the attainment of structural equilibrium in inter­
national trade and for the efficient development 
of the world's under-utilized resources^. 

In the search for appropriate action In dealing with 

commodity instability it should be emphasized that the 

sources of this instability are not entirely a matter of 

change in demand. The contribution of variations in the 

exportable surplus of the underdeveloped country itself or 

in the supply offered by competing exporters towards commo­

dity export fluctuations has already been noted in Section E 

of Chapter II, However, at this point, it is important to 

discuss further a basic element in commodity instability, 

namely the relative irresponslveness of supply to changes In 

demand. In the first place, autonomous changes in supply 

resulting from such factors as bad weather and crop pests ar 

unrelated to the dictates of demand. Such factors are parti 

cularly important in African or underdeveloped countries in 

general where they remain largely uncontrolled. On the 

other hand, deliberate changes in the supply of primary comm|5 

dities in response to demand conditions are often difficult. 

This is particularly the case with many agricultural pro­

ducts; and agricultural products dominate the composition of 

Africa's exports. Thus, once a crop has been sown there is 

little room for Increasing its harvest, regardless of how 

I6 UN, Op. cIt ., p. 54-55, 

UNIVERSITY OF OTTAWA ~ SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA « ECOLE DES GRADUES 

COMMODITY STABILIZATION 144 

much t h e p r i c e r i s e s b e t w e e n sowing and r e a p i n g . Only an 

e x t r e m e d r o p I n p r i c e s would i n d u c e c u l t i v a t o r s n o t t o h a r ­

v e s t t h e i r f u l l c r o p , s i n c e a l a r g e p o r t i o n of t h e c o s t of 

p r o d u c t i o n h a s a l r e a d y b e e n i n c u r r e d . F u r t h e r m o r e , t h e t i m e 

l a g b e t w e e n p l a n t i n g and h a r v e s t i n g such t r e e c r o p s a s cocoa 

and c o f f e e may be f i v e y e a r s o r more so t h a t v a r i a t i o n i n 

o u t p u t i n r e s p o n s e t o m a r k e t c o n d i t i o n s a r e e x t r e m e l y d i f f i ­

c u l t . 

Even where s h o r t - t e r m v a r i a t i o n s of s u p p l y may be 

p o s s i b l e , as w i t h most m i n e r a l p r o d u c t s of A f r i c a , any e x p a n ­

s i o n of o u t p u t beyond a c e r t a i n amount may c a l l f o r a s i g n i f : 

can ' t amount of new i n v e s t m e n t which may n o t m a t e r i a l i z e w i t h : . n 

a s h o r t p e r i o d of t i m e . I n f a c t , e v e n i f such e x p a n s i o n s 

a r e p o s s i b l e , i t may n o t be w o r t h w h i l e i f c u r r e n t m a r k e t 

c o n d i t i o n s a r e n o t e x p e c t e d t o l a s t . T h e r e f o r e , i n t h e c a s e 

of m i n e r a l p r o d u c t s , a l t h o u g h s u p p l y may be r e s p o n s i v e t o 

s m a l l c h a n g e s i n demand, i t may be i r r e s p o n s i v e , w i t h i n a 

g i v e n t i m e p e r i o d , t o a s h a r p r i s e i n demand. 

F u r t h e r m o r e , w h e t h e r i n t h e c a s e of t r e e c r o p s o r i n 

t h e c a s e of m i n e r a l s r e q u i r i n g l a r g e s c a l e i n v e s t m e n t , i n s t a ­

b i l i t y may be the r e s u l t of p r e v i o u s l o n g - t e r m a d j u s t m e n t s 

i n r e s p o n s e t o m a r k e t c o n d i t i o n s of e a r l i e r y e a r s . Thus , a 

d e c i s i o n t o i n c r e a s e i n v e s t m e n t may have b e e n made when 

demand was h i g h l y f a v o u r a b l e so t h a t i f demand c o n d i t i o n s 

becomes u n f a v o u r a b l e o r f a l l s t o expand i n l a t e r y e a r s t h e 

__ I 
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market may be incapable of absorbing the increased supply. 

On the other hand a reduction in productive capacity in 

response to weakness in demand may lead to conditions of 

insufficient supply at a later period. 

It Is because of the above conditions in the nature 

of primary commodities in general that Viner emphasizes 

structural changes through diversification of production 

and trade!'. More specifically, he says: 

...the wider the range of primary commodities 
exported by a country the greater is the probability 
that the average cyclical fluctuations In their 
prices in real terms will not greatly exceed the 
average cyclical fluctuations in the prices of 
primary commodities in general in world markets!8. 

He went further to suggest that 

...If these poorer countries tried to diversify 
their economies and reduce their dependence on 
uncertain export markets, 'Lord Justice Comparative 
Cash' had no reason to be angry. These countries 
simply had to produce import substitutes, even if 
this meant a loss of efficiency in terms of the 
international division of labour. It was essential 
for their stability and the stability of their rate 
of growth.1®. 

The implication of the above analysis Is that commo­

dity trade instability is a structural problem of disequi­

librium in demand for and supply of those commodities. Thus 

to treat only the stability of money prices of primary 

I1? J. Vinet, Op. cit., p. 59. 

1 8 Ibid., p. 59. 

19 Ibid., p. 59. 
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commodities as the main objective of policy would be an over 

simplification of the issue at hand. Nevertheless, the 

achievement of greater stability of primary commodity prices 

through the various national and international measures, 

could at least reduce the undesirable implications for econ­

omic development that has been shown In Chapter II. These 

measures, therefore, could play a significant role In the 

objective of greater stability in the trade of primary 

commodities, not as a substitute, but supplementary to the 

basic solutions of greater international equilibrium in 

demand and supply. 

B. International Measures 

1. Multilateral Contracts 

One of such measures is what is usually referred to 

as "Multilateral contracts". It may be defined as "an 

arrangement, specifying prices and quantities between more 

20 than two countries" . The United Nations report, which 

contains this definition, takes this conceot as having 

special application to contracts of the type of Internationa!. 

Wheat Agreement. Thus, the workings of multilateral contracts 

2 0 Economic Commission for Asia and the Far East, 
Economic Survey of Asia and the Far East (1957), Bangkok, 
1958, p. 132. 
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may be b e t t e r u n d e r s t o o d I f we c o n f i n e our a n a l y s i s t o t h e 

p r i n c i p l e s embodied i n t h e I n t e r n a t i o n a l Wheat A g r e e m e n t . 

T h i s t y p e of a g r e e m e n t d o e s n o t i n v o l v e p r o v i s i o n s f o r Quan­

t i t a t i v e c o n t r o l of p r o d u c t i o n or e x p o r t q u o t a s . B u t , I t 

i n v o l v e s an a g r e e m e n t whe reby e a c h e x p o r t e r ( i . e . p a r t i c i ­

p a n t t o t h e a g r e e m e n t ) s e l l s a s p e c i f i e d q u a n t i t y of t h e 

commodi ty w i t h i n an a g r e e d p r i c e r a n g e , and an a g r e e m e n t by 

e a c h i m p o r t e r t o p u r c h a s e s p e c i f i e d q u a n t i t i e s w i t h i n t h e 

same p r i c e r a n g e . Thus , when t h e f r e e m a r k e t p r i c e f a l l s 

w i t h i n t h i s s p e c i f i e d r a n g e , t h e m u l t i l a t e r a l a g r e e m e n t w i l l 

h a v e no e f f e c t on t h e t r a d e t h a t t a k e s p l a c e . However, i f 

t h e f r e e m a r k e t p r i c e r i s e s above t h e a g r e e d p r i c e r a n g e , i t 

would mean t h a t t h e e x p o r t e r s y i e l d a p a r t o f t h e a d v a n t a g e 

wh ich t h e y m i g h t have g a i n e d by s e l l i n g a t c o m p e t i t i v e 

p r i c e s i n t h e f r e e m a r k e t . And when t h e f r e e m a r k e t p r i c e 

f a l l s be low t h e a g r e e d r a n g e , t h e I m p o r t e r s f o r e g o a p a r t 

of t h e a d v a n t a g e w h i c h t h e y m i g h t h a v e g a i n e d . A p a r t f rom 

t h i s l i m i t a t i o n , such a m u l t i l a t e r a l a r r a n g e m e n t o f f e r s 

some a d v a n t a g e s e x p r e s s e d as f o l l o w s : 

I t I s a form of m u t u a l i n s u r a n c e p o l i c y . . . 
b a l a n c i n g t h e i n t e r e s t s of e x p o r t e r s and i m p o r ­
t e r s . I t i n v o l v e s a minimum i n t e r f e r e n c e w i t h 
t h e m a r k e t o p e r a t i o n s and t h e p a t t e r n of t r a d e ; 
i t s e t s no l i m i t s on p r o d u c t i o n and d o e s n o t p r e v e n t 
t h e emergence of l o w e r - c o s t p r o d u c e r s . I t can 
work w i t h o u t b e i n g u n i v e r s a l ; t h o u g h t h e s t a b i l i t y 
i s o b v i o u s l y a f f e c t e d i f m a j o r p r o d u c i n g c o u n t r i e s 
f i n d t h a t t h e y can do b e t t e r by s t a y i n g o u t s i d e 2 2 # 

22 TjjSr, Qp. c i t . , p . 4 3 . 
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However, there are a number of reasons why the 

International Wheat type of agreement cannot be used as a 

model for other commodities23. It may be noted that althougt. 

a commodity like wheat is produced in many types and quali­

ties, it is technically possible to relate the prices of 

these varieties by a prescribed differential to a single 

basic price. Without this simplification it is difficult, 

if at all possible, for an agreement to be reached. That 

is to say, it is technically difficult to come up with 

multilateral agreement of the wheat type for commodities 

which are marketed in a number of varieties with widely 

fluctuating price differentials between them and partial 

substitutability of one type for another. For commodities 

such as coffee and tea, however, the wheat type of agreement 

could reasonably apply. Even there there are some diffe­

rences in quality (for instance, "coffee Arabica" is of 

higher quality than Brazilian coffee) they can easily be 

differentiated so that some kind of provision can be worked 

out to compensate for price differentials that may exist. 

In contrast, for commodities such as fiber significant price 

differentials exist. In 1959, for example, the price level 

for three different grades of fiber stood at about 11,6, 

8.4, 30.6 cents per pound respectively. For commodities 

23 Some of the reasons dealt with here are mentionec. 
in The Report by Economic Commission for Asia and the Far 
East, Op. cit., p, 138. 
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of this nature, the wheat type of agreement is technically 

difficult to institute. 

2. International Quota Agreements 

This type of an arrangement refers to the regulation a' 

the quantity of a commodity to be produced or exported by 

each participating country or the quantity which may be 

imported by each using country. It usually involves fixed 

percentage allocation for each country. 

A committee of experts studying measures for greater1 

international economic stability has criticized the quota 

approach for commodity stabilization. In their opinion, 

based on intensive study, 

... the allocation of maximum production 
quotas should be avoided so far as possible. 
These tend to freeze the geographical pattern of 
production and may lead to unnecessary unemploy­
ment of resources; where possible it is better to 
stockpile a commodity in time of reduced demand 
than to limit its production. Only where sur­
pluses cannot be dealt with by stockpiling, and 
where the working of the price mechanism would 
restore a balance between supply and demand only 
painfully and slowly, should restriction of out­
put be considered. In an expanding world economy 
restriction of output is likely to be both unne­
cessary and undesirable for most commodities. 
Likewise restriction of output by the allocation 
of import quotas should be avoided except in 
cases of national emergency24. 

UN, Measures for International Economic Stabili­
zation, New York, 1951, paragraph 71. 
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While agreeing with the above statement that quota 

restrictions of production are fundamentally a response to 

a year of surpluses, it may be appropriate to go a step 

further and distinguish between two types of such surpluses. 

We have surpluses which may emerge from time to time, but 

which may be eliminated by a rise in demand. On the other 

hand, there are those usually referred to as "Chronic Sur­

pluses" that may appear in a production sector which for 

some reasons (,e.g. technological changes or changes in 

tastes for the product) is disintegrating or contracting. 

Thus, quota agreements may have their place In the orderly 

reduction or readjustment of sectors in the latter case. 

As a United Nations report puts it: "The emergence of tempo­

rary surpluses should be a signal, not for restriction, but 

for a search for means of expanding demand"23. In the 

words of H. J. Bruton, the danger of quota restriction is 
t 

that "the foreign trade sector would send to make difficult 

the attainment of a higher allowable rate of growth"26# 

This may be interpreted to mean the quota restrictions of 

production and trade have an inherent disadvantage in that 

it fails to provide for the requirements of an expanding 

economy. 

23 "[IN, Commodity Trade and Economic Development, 
New York, 1953, p. 45. 
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3. An International Buffer Stock Agency 

The purpose of such an agency would be that of 

"maintaining price stability or insuring future supplies by 

purchasing and withdrawing supplies from the market when 

prices are weak and selling stocks when current supplies 

fall short of demand" '„ In principle, therefore, this 

approach is similar to the practice of foreign exchange sta­

bilization funds which are set up to maintain stability in 

a free exchange market. The accumulation or release of 

stocks by the buffer agency thus operates in a stabilizing 

manner. 

As may be evident from the definition quoted above, 

a buffer stock does not of itself involve interference with 

the pattern of production and trade. As Professor Lundberg 

maintains: "The buffer stock schemes would maintain incomes 

automatically without individual governments to take 
op 

action" . This, he says, is its great virtue. A buffer 

stock approach to commodity stabilization has an advantage 

in that it permits expansion of production as much as is 

wanted. As such, it would satisfy the critics of the "quota 

restriction" approach we examined above. Furthermore, if 

27 UN, Op. cit.. p. 46. 

28 E . Lundberg, " In t e rna t iona l S t a b i l i t y and the 
Nat ional Economy" i n D . C . Hague's Edi t ion, S t a b i l i t y and 
Progress in the World Economy, London, Macmillan, 1958, p.23b 

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

COMMODITY STABILIZATION 152 

there is confidence in the successful operation of buffer 

stocks, the mere expectation that prices will be maintained 

within an agreed range will discourage speculation or panicky 

purchases or sales in the anticipation of possible market 

movements. However, there are some technical difficulties 

for the successful operation of buffer stocks. These are 

discussed in detail by a committee of experts of the United 

Nations referred to earlier. The committee raised two main 

qu estions: 

(a) How is the price range to be fixed initially, how 

is it to be varied? 

(b) What is to be the source of finance?29 

Buffer stocks are intended for the purpose of coun­

teracting short-term variations, but not to resist long-term 

price trends. The problem is, therefore, that long-term 

price movements can only be distinctly recognized ex-post and 

after a considerable Interval. The price range maintained 

by the buffer agency can only be fixed on past experience 

and in the light of reasonable forecast of future trends. It 

is because of this problem this suggestion is made: "The 

degree of doubt about this level (the price range30) will be 

very great, and it is Important for the success of the scheme 

2 9 UN, Op. cit., paragraphs 74 to 84, 

30 Brackets mine. 
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that no attempt should be made to place on the buffer stock 

the additional task of shifting the terms of trade"31. 

Higgins explains the problem somewhat differently. 

He maintains that "...people in underdeveloped countries, 

no less than in advanced countries, tend to think of the 

'fair' price as the highest price in the memory of living 

man. Yet, if prices are maintained at peak levels the dan­

ger is that an international stabilization authority would 

find itself accumulating continually increasing stock­

piles"3^. ge ai_go emphasized the basic problem referred to 

above when he says "...that distinguishing cyclical reduc­

tions in demand, which will be compensated before long by 

cyclical increases, from long run downward trends, Is diffi­

cult enough statistically and analytically for any group 

of objective experts"3 . 

As we have examined in Chapter I, economists, such as 

Prebisch and Singer, maintain roughly the opposite view. 

Moreover, Professor Lundberg, while recognizing the tech­

nical problems of long-term analysis, believes that "it can­

not be said it is the technical difficulties which have 

31 UN, Commodity Trade and Economic Development, New 
York, 1953, p. 47, 

32 B. Higgins, Op. cit., p. 558. 

3 3 Ibid., p. 558. 
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prevented agreement"34. In his opinion, "the obstacle has 

been rather the unwillingness of powerful industrial coun­

tries to incur the financial cost of stabilizing measures 

especially those countries which do not themselves depend 

much upon foreign trade"3 . 

In the light of capital shortages in most of the 

less developed countries in relation to the requirements of 

a rapid rate of economic growth, one cannot expect these 

countries to assume the burden of financing the accumulation 

of stocks. In fact, as Kindleberger points out, it could 

affect their balance of payments stability. In his words: 

"If the volume of exports fluctuate widely, foreign exchange 

receipts will vary despite the added stability of price. To 

maintain imports in these circumstances by financing unsold 

exports through deficit financing will Inevitably exaggerate 

the fluctuations in the trade balance"3^. 

The above technical problems have prompted a group 

of experts to propose that money should be subscribed or 

lent by importing and exporting countries and by the Inter-

3 4 E. Lundberg, Op. cit., p. 240. 

3 5 Ibid** P- 240. 

3 6 C. P. Kindleberger, International Economics, 
Richard D. Irwin, Inc., HomewoocTJ Illinois, 1958, 
p. 248. 

UNIVERSITY OF OTTAWA - SCHOOL OF GRADUATE STUDIES 



UNIVERSITE D'OTTAWA - ECOLE DES GRADUES 

COMMODITY STABILIZATION 155 

n a t i o n a l Bank f o r R e c o n s t r u c t i o n and Development 3 " ' ' . They 

f u r t h e r p o i n t o u t t h a t t he Bank h a s been r e l u c t a n t t o assume 

t h i s f u n c t i o n b e c a u s e p r e v e n t i o n of s h o r t - t e r m p r i c e f l u c t u a ­

t i o n I s d i s t i n c t from l o n g - t e r m d e v e l o p m e n t and l i e s more 

c l e a r l y I n t h e o r b i t of I n t e r n a t i o n a l Mone ta ry F u n d . There­

f o r e , t h e y recommended t h a t "a new I n t e r n a t i o n a l ag reemen t 

i s n e e d e d i f f u n d s f o r t h e scheme a r e t o be c h a n n e l l e d 

t h r o u g h e i t h e r t h e Bank o r t h e Fund o r t h r o u g h a new i n t e r ­

n a t i o n a l a g e n c y . We c a n n o t o f f e r e s t i m a t e s of t h e amounts 

o f f i n a n c e w h i c h b u f f e r s t o c k m i g h t need f o r t h e sums r e q u i r e 

d e p e n d on many f a c t o r s such as i n i t i a l b u y i n g p r i c e , t h e 

r a n g e of p e r m i s s i b l e p r i c e f l u c t u a t i o n s " 3 ® . Th i s recommenda­

t i o n was made a s e a r l y a s 1951 b u t no c o n c r e t e p r o p o s a l f o r 

i m p l e m e n t a t i o n h a s b e e n worked o u t up t o t h e p r e s e n t t i m e . 

4 . Compensa to ry Payment 

The above s t a b i l i z a t i o n m e a s u r e s a r e i n t e n d e d t o 

i n f l u e n c e t h e m a r k e t p r i c e f o r t h e commodity c o n c e r n e d . A 

d i f f e r e n t a p p r o a c h would be t h a t eyp o r t i n g and i m p o r t i n g coun 

t r i e s may p r o t e c t t h e m s e l v e s from v i o l e n t m a r k e t f l u c t u a t i o n s 

by e n t e r i n g i n t o a c o n t r a c t i n wh ich t h e e x p o r t e r s a r e 

3*7 UN, M e a s u r e s f o r I n t e r n a t i o n a l Commodity S t a b i l i t y 
New York , 1 9 5 1 , p a r a g r a p h s 79 t o 8 4 . 

I b i d . , p a r a g r a p h 8 4 . 
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guaranteed a market if prices are weakened and conversely, 

the Importers are assured of a supply when prices are high. 

In other words, this involves a compensatory payment from 

the exporters when they are called upon to supply at a price 

below what might otherwise be obtained, or a payment from 

the importers when the terms of contract require them to pur-' 

chase at a price higher than the ruling market price. This 

approach has received favourable support from experts repor­

ting to the United Nations when they stated "If undesirable 

repercussions of excessive fluctuations in primary commodity 

markets are to be minimized, there is one broad alternative 

to the direct stabilization of prices by means of commodity 

agreements. This is to arrange for compensatory interna­

tional flows of money in the event of large fluctuations 

in primary commodity markets" . 

The general principle on which this approach to 

stabilization is based is the fundamental Identity of intere 

between exporters and importers in international trade. This 

is perhaps best expressed in the statement that "in this 

modern world of interdependence no one is any better off 

because other people are worse off"4 . F. G. Olano, who 

3 9 UN, Commodity Trade and Economic Development, 
New York, 1953, p. 67. 

4 0 L. E. Gordona, National Measures for Safety and 
Stabilization, London, 1939, p. 116. 
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made a particular study of the "Compensatory" approach to 

commodity stabilization has given it his full support becaus s 

"stabilization of price can interfere with a more efficient 

allocation of resources that a variation of these prices 

would promote"4!. 

Such a scheme will, no doubt, help the exporters of 

primary commodities to have a more stable flow of export 

proceeds over the period of the agreement. But, the questioi 

is whether it is simple to bring exporters and Importers to 

sign long-term contracts. It is difficult precisely because 

of the fact that the terms of future deliveries are predeter­

mined so that one party may feel, in the long run, that it 

had a poor bargain in having had to subsidize the other. 

The problem becomes particularly serious if the compensatory 

payment should flow from the less developed to the more 

developed countries since it amounts to a subsidy paid by ths 

poorer countries to the richer ones. Furthermore, it should 

be pointed out that although the above arrangement does not 

involve any Interference with the operations of the market, 

it does nothing to remove the causes of market fluctuations. 

5. The Role of Bilateral Agreements. 

This may be defined as an agreement between two 

41 p. G. Olano, "Mutual Insurance Scheme", given as 
an Appendix in UN, Commodity Trade and Economic Development, 
New York, 1953, p. 97. 
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countries whereby an exporter is assured of a given market 

in return for guaranteed purchases from the importing coun­

try. If we examine such agreements concerning African coun­

tries, we find that it has been fairly common between them a:id 

European countries that have been or still are colonial 

powers in Africa. In a large number of cases exports from 

Africancountries under bilateral agreement with a European 

country have been at higher prices than the world market 

price. Most of important of all such agreements concerning 

African countries are the special arrangements between the 

Franc Zone African countries and France, which include a long 

list of commodities such as grain, sugar, wine, oil seeds, 

coffee, bananas, cotton, sisal and jute. However, in asses­

sing the gains of the African countries in selling at prices 

higher than the world market price, it should be remembered 

that these African countries have also been obliged to impor|b 

from the European country at a higher price than the world 

market price42. 

42 It is reported that "The Six view the treaty 
as an instrument affording reciprocal advantages to them­
selves and the associated countries, and expect to obtain 
in the latter's markets advantages that will compensate 
them for the concessions they grant on primary products." 
See Economic Commission for Africa, The Impact of Western 
European Integration on African Trade and Development, 
Addis Ababa, December 1960, p. 84. 
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In so far as a particular exporter is concerned, bils. 

teral or regional agreements such as the one mentioned above 

may be just as important as broad international agreements 

in so far as it insures an exporter a stable market for Its 

important products. However, in order to influence the worlc 

market formal International agreements should preferably be 

world wide in scope. This has been the case with coffee 

exports where the majority of African exporters in collabora­

tion with Latin American exporters have agreed to restrict 

the volume of their exports. The dramatic decline of the 

price of coffee in the last few years was associated with a 

high degree of fluctuation as well as with growing surpluses 

This has been why the major emphasis of the coffee agreement 

has been placed on the restriction of supply. Thus, the 

coffee agreement has been of interest primarily to those 

exporters who are confronted with the problem of surplus pro­

duction. For those countries who are exporting all that the? 

produce or who could increase production without the problem 

of surpluses, the coffee agreement would bring no benefits. 

In fact, by remaining outside the agreement they are in a 

position to increase the production and exports of their 

coffee at the expense of countries bound by the coffee agree­

ment to restrict the quantity of their coffee exports. For 

instance, countries that Include Ethiopia and Uranda Urundi 

export largely "coffee arabica" which is of superior quality 
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than most Latin American coffee. Furthermore, the former 

countries have no serious surplus problems as is the case 

with most Latin American exporters. Therefore, because of 

the superior quality and absence of surplus problems, they 

are In a position to sell all that they produce without much 

difficulty. This fact illustrates the extent to which con­

flict of interest among producers binders the realization of 

broad international agreements to stabilize the prices of 

primary commodities. 

In comparison with bilateral agreements the develop­

ment of international commodity stabilization has been far 

too small. Apart from the International coffee agreement we 

have stabilization arrangements for a few commodities which 

include sugar, tin and wheat. In the latter three cases 

participation has been limited among the major producers and 

importers, so that it does not affect most of the African 

producers. At this point, one might ask if, as we already 

examined, there has been no lack of proposals for dealing 

with the instability of primary commodities, why are at pre­

sent only few - for wheat, sugar and tin? The reasons have 

already been mentioned above as the wide range of varieties 

and price differentials among primary commodities as well as 

conflict of Interest among producers and between producers 

and importers. The future prospects, particularly for inter 

national commodity stabilization will be the next point for 

qyaml nation. , . 
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6. The Future Prospects for International Commo­

dity Stabilization. 

The future prospects for concrete actions or arrange­

ments of commodity stabilization depend largely on the extert 

to which nations perceive the common interests they have 

which are best served by joint action. It is difficult to 

forecast how soon it may be possible since such international 

arrangements have political as well as economic connotations. 

As a group of experts put it, "we have no way of predicting 

the future state of trade, the rate of economic expansion or 

the policies of governments"4 . Nevertheless, It may be 

helpful to mention some areas in which both exporters of pri­

mary commodities and Industrial countries, representing the 

major markets for those commodities, have common interests. 

Unstable commodity prices have disadvantages for botl 

exporters and importers. For example, a fall in primary 

commodity prices could result in a reduced capacity for the 

exporting countries to Import goods and services from the 

industrial countries. Thus, the advantage of lower commodity 

prices for the industrial countries, may well be offset by 

reduced exports to primary exporting countries and unemploy­

ment in the export industries so affected. The problem of 

4 3 United Nations, Commodity Trade and Economic Deve­
lopment, New York, 1953, p. is. 
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3hlfting resources from export to home industries applies to 

Doth the industrial and less developed countries. A general 

statement to the effect that more advanced economies have a 

ilgher capacity to make structural In the use of domestic 

resources may not stand the test of experience in every case. 

For instance, Canada had a lot of trouble to shift labour fron 

Dne area of the country to another or from one industry to 

another. There was the problem of moving coal miners from 

3ape Breton Island in Nova Scotia where coal mining was closed 

to Steep Rock, Ontario, where iron ore mining was expanding. 

The problem of shifting resources becomes even more difficult 

when sudden changes in demand for the product of an industry 

require such shifts to be made within a short period of time. 

When primary producers experience violent short-term 

slumps In export incomes they will generally be unable to 

naintain production capacity properly. For example, In the 

field of mineral production temporary depressed prices often 

result in production cut backs, although quantities not pro-

iuced may be needed when boom conditions suddenly replace the 

Tall in demand. This is not in the interest of both primary 

producers and the industrial countries. 

The above examples will have served to indicate that 

Doth less developed primary exporting countries as well as 

Industrial countries will be better off-in terms of real 

Lncomes and balanced growth, If the instability in primary 
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commodity prices were moderated. 

It remains for all countries to recognize and appre­

ciate this identity of interest. If they do the basis for 

joint action may be established and the problem becomes only 

one of choosing the proper means. 

C. The Role of Africa in Commodity Stabilization 

1• Africa's Role in International Action for Commo­

dity Stabilization 

In view of the predominant role of primary commodities 

in their economies, African countries have naturally a keen 

Interest in any action for commodity stabilization. The 

role of Africa in international action depends partly on the 

statistical position of the commodities concerned in inter­

national trade, the existing institutional arrangements and 

broad considerations of future economic developments. 

First of all, It is important to review the part 

paid by African countries in world production and trade of 

primary commodities. As indicated in Tables XIX and XX, 

for a number of commodities such as palm products, sisal, 

cocoa, and some minerals, Africa's share in the world produc 

tion is dominant. The list would obviously multiply if we 

differentiate various grades or qualities of commodities. 

Thus, although the shares of Africa in world production of 
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TABLE XIX 

A f r i c a ' s S h a r e i n World8- P r o d u c t i o n of 
S e l e c t e d A g r i c u l t u r a l Commodi t ies 

1934 -1938 and 1950 -1958 

Commodity 

Palm K e r n e l 

Pa lm O i l 

S i s a l 

Cocoa b e a n s 

Sweet p o t a t o e s and yams 

C a s s a v a 

G r o u n d n u t s 

M i l l e t and sorghum 

C o f f e e 

C o t t o n 

( P e r c e n t a g e ) 

Ave rage 
i l 9 3 4 - 1 9 3 8 

• • 

0 * 

63.6 

66.2 

53.8 

• • 

29.9 

38.4 

5 . 9 

11.3 

1950 

86.5 

83.2 

69.8 

65.7 

60.8 

52.7 

26.7 

36.1 

12.8 

14.1 

1958 

82.1 

82.1 

64.8 

64.2 

49.2 

49.3 

32.6 

25.3 

16.3 

13.8 

164 

Average 
1950-1958 

82.9 

81.0 

67.5 

64.2 

50.8 

50.6 

33.8 

32.7 

16.0 

11.6 

Source: Economic Commission for Africa, International 
Action for Commodity Stabilization, Addis 
Ababa, 1960, p. 17. (Computed from UN, Statis­
tical Yearbook; FAO, Yearbook of Food and 
Agricultural Statistics). ' 

a) World excluding Eastern Europe, USSR and Mainland 
China. 

_ ,, , — _ _ r a m „ 
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A f r i c a 

Commodity 

Diamonds 

C o b a l t o r e 

Gold 

Manganese o r e 

Chrome o r e 

Ant imony o r e 

P h o s p h a t e r o c k 

Copper o r e 

Copper m e t a l 

A s b e s t o s 

T i n c o n c e n t r a t e s 

Lead o r e 

Z i n c o r e 

TABLE XX 

' s Shar e 
of S e l e c 

L936-1938 

I n W o r l d a P r o d u c t i o n 
t e d M i n e r a l s 

and 1950-1958 

A v e r a g e 
1936-1938 

9 7 . 3 

• • 

4 7 . 1 

3 3 . 4 

4 4 . 3 

5 . 0 

• • 

1 9 . 8 

1 7 . 5 

1 .8 

1 1 . 8 

3 . 9 

2 . 1 

1950 

8 8 . 8 

7 8 . 8 

5 5 . 8 

5 3 . 5 

4 9 . 8 

2 9 . 4 

3 6 . 3 

2 2 . 7 

2 2 . 0 

1 6 , 2 

1 4 . 2 

8 . 3 

7 . 0 

S o u r c e : Economic Commiss ion f o r A f r i c a , 
A c t i o n f o r Commodity S t a b i l l z a t 

1958 

9 6 . 4 

6 2 . 0 

6 5 . 2 

3 9 . 8 

4 3 . 6 

3 8 . 9 

3 5 . 5 

2 4 . 4 

2 3 . 2 

2 2 . 8 

1 7 . 0 

1 2 . 7 

1 0 . 2 

I n t e r n 
i on , Ad< 

Ababa , 1960 , p . 20 , (Computed from UN, 
t i c a l Y e a r b o o k , V a r i o u s i s s u e s ; UN, Coi 
S u r v e y , 1957 , New York , 1 9 5 8 ) . 

a ) Wor ld e x c l u d i n g E a s t 
C h i n a . 

e r n Europ e , USSR 

A v e r a g e 
1950 -1958 

9 6 . 3 

7 2 . 8 

6 0 . 0 

4 2 . 2 

3 9 . 3 

3 9 . 0 

3 3 . 8 

2 4 . 7 

2 3 . 8 

1 8 , 7 

1 5 . 1 

1 1 . 9 

9 . 1 

a t i o n a l 
l i s 

S t a t i s -
Timodity 

and M a i n l a n d 
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c o t t o n and c o f f e e a r e r e l a t i v e l y s m a l l , t h o s e of e x t r a - l o n g 

s t a p l e c o t t o n and ' r o b u s t a ' c o f f e e a r e s i g n i f i c a n t . 

F u r t h e r m o r e , T a b l e s XXI and XXII show A f r i c a ' s s h a r e 

i n w o r l d e x p o r t s of s e l e c t e d p r i m a r y c o m m o d i t i e s . The d a t a 

i n t h e s e T a b l e s r e v e a l t h e f a c t t h a t f o r a l a r g e number of 

I m p o r t a n t c o m m o d i t i e s t r a d e d I n t h e w o r l d m a r k e t , s u c h a s 

c o c o a , g r o u n d n u t s , pa lm k e r n e l s , A f r i c a ' s s h a r e i n w o r l d 

e x p o r t i s s i g n i f i c a n t . Moreover , t h e T a b l e s i n d i c a t e t h a t 

compared w i t h p r e - w a r y e a r s , A f r i c a ' s s h a r e i n t r a d e f o r 

m o s t of t h e c o m m o d i t i e s u n d e r c o n s i d e r a t i o n h a s i n c r e a s e d i n 

t h e p o s t - w a r y e a r s . 

I t would a p p e a r from t h e above f a c t s t h a t A f r i c a i s 

i n a s t r o n g p o s i t i o n t o i n i t i a t e i n t e r n a t i o n a l a c t i o n f o r 

s t a b i l i z a t i o n of a l a r g e number of i t s c o m m o d i t i e s . One 

m i g h t , t h e r e f o r e , a s k why A f r i c a n c o u n t r i e s d i d n o t as y e t 

t a k e s u c h a s t e p . There a r e a number of r e a s o n s t h e mos t 

i m p o r t a n t of which a r e a s f o l l o w s : 

1) i n m o s t African count r ies , the ownership, cont ro l 

and management of export i n d u s t r i e s are in the hands of 

fore ign e n t e r p r i s e s . This i s p a r t i c u l a r l y the case with the 

mining i n d u s t r i e s . Therefore, the freedom of most African 

coun t r i e s to take pos i t ive ac t ion and i n i t i a t e i n t e r n a t i o n a l 

measures for s t a b i l i z a t i o n appears to be l im i t ed . 

2) For some commodities the share in world exports 

i s not matched by an equally high share in world production 
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TABLE XXI 

A f r i c a ' s S h a r e i n W o r l d a E x p o r t s of 
S e l e c t e d A g r i c u l t u r a l Commodi t i es 

1934 -1938 and 1 9 5 0 - 1 9 5 8 

(Percentage) 

Commodity Average Average 
1934-1938 1950 1958 1950-1958 

Groundnuts 

Palm Kernels 

Palm Oil 

Cocoa Beans 

Sisa l and Other Fibers 

Cotton 

Citrus Fruits 

Coffee 

Tobacco 

Bananas 

43.2 

91.5 

52.8 

67.2 

42.1 

18.6 

7 . 9 

7 . 9 

6,6 

5 . 8 

74.0 

93.9 

69.2 

65.1 

51.5 

22.8 

24.5 

15.3 

13.8 

9 . 1 

94.3 

92.4 

61.7 

66.8 

60.3 

23.7 

25.8 

24.4 

12.7 

11.3 

• • 

93.0 

65.3 

67.9 

59.2 

22.8 

22,0 

19.4 

13.1 

11.0 

Source: Economic Commission for Africa, International 
Action for Commodity Stabilization, Addis 
Ababa, 1960, p. 22. (Computed from FAO, Year­
book of Food and Agricultural Statistics, 
several issues). 

a) World excluding Eastern Europe, USSR and Mainland 
China. 
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TABLE XXII 

A f r i c a ' s Share in Worlda Exports 
of Selected Minerals 

1936-1938 and 1950-1958 
(Percentage) 

Average Average 
Commodity 1936-1938 1950 1958 1950-1958 

Diamonds 

Lead ore 

Manganese ore 

Chrome ore 

Antimony ore 

Iron ore 

Tin concentrates 

Zinc ore 

Copper ore 

Bauxite 

52.6 

35.6 

46.9 

43.3 

3 . 9 

19.6 

22.4 

11.5 

5 . 2 

• • 

53.8 

54.8 

56.4 

47.0 

32.1 

24.9 

24.1 

17.9 

10.0 

2 . 0 

51.7 

49.7 

42.2 

45.6 

46.1 

40.7 

27.5 

13.0 

16.0 

3 . 8 

51.9 

48.0 

45.4 

41.8 

39.9 

31.6 

25.3 

19.4 

14.2 

4 . 6 

Source: Economic Commission for Africa,International 
Action for Commodity Stabilization, Addis 
Ababa, 1960, p. 23. (Computed from UN, Year­
book of international Trade Statistics; 
various issues; United Kingdom, Statistical 
Summary of the Mineral Industry, various 
issues). 

a) World excluding Eastern Europe, USSR and Mainland 
China. 
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so that the potential for actual control of the world market 

tends thus to be overstated by export figures alone. 

3) For some commodities action to be taken by African 

countries for commodity stabilization involves accumulation 

of surplus production and this may present Important tech­

nical difficulties, particularly lack of storage facilities 

and inability to finance the accumulation of stocks. 

4) The major cause of commodity fluctuations has 

been the instability in demand in the markets for primary 

exports so that despite the apparent strong statistical posi­

tion of Africa in the production and trade of many commodi­

ties It is in no position to control demand conditions 

abroad. 

5) For many commodities exported from Africa close 

substitutes exist. Thus, oil from corn may be substituted 

for those of groundnuts and palm and non-food uses of oil 

may be supplied by detergents and petroleum products; cotton 

may be substituted by synthetic fibers. Therefore, any 

unilateral attempt by African countries to influence the 

world market must be approached with extreme caution. 

It becomes clear, therefore, that broad international 

commodity stabilization schemes require the cooperation not 

only among the primary producers but also between the primary 

producers and the major Importers of primary products, namely 

the industrial countries. The industrial countries could 
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help the primary exporting less developed countries by main­

taining a more stable demand for their primary imports. In 

other words, a process of steady economic growth in the 

industrial countries would in itself greatly diminish the 

short-term instability of primary commodity markets and 

lighten thei* burden placed on International stabilization. 

It should be noted, however, that it Is not only short-term 

fluctuations in demand that must be feared for their effects 

on commodity exports. Economic stagnation in the industrial 

countries, even at a relatively high and stable level of 

employment and demand, would be of far less benefit to pri­

mary exporters than economic stability combined with steady 

progress in the highly industrialized countries. 

At the same time, to the extent that consumption of many 

primary commodities are still restricted by high tariffs, 

domestic taxes, and quotas in importing countries, speedy 

dismantling of such restrictions would undoubtedly help to 

alleviate the surplus problem and ease the difficulties of 

the African and other primary producers. For example, imporjt 

duty on coffee amounts to 20 per cent, 25 per cent and 10 

per cent while other fiscal charges amount to 40 per cent, 

47 per cent and 77 per cent respectively in France, West 

Germany and Italy. Import duty on wine charged by the 

European countries averages about 100-120 per cent. Similar 

high rates are also applicable to other exports from Africa 
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such as wheat, barley, rice, vegetables and many others. 

In this connection, it is perhaps useful for the developed 

countries which have been unanimous in pledging aid to the 

African countries, to extend the concept of aid to include 

commodity import policies that would help African economic 

development. 

2. National Measures for Stabilization44 

Whatever international measures are required to curb 

extreme fluctuations in primary commodity markets, African 

countries could still play an active role In commodity 

stabilization by their national policies. In fact, excessive 

concern with international measures might be dangerous in 

that it might distract governments from the proper attention 

to the consequences of their action In the field of economic 

policy. It will be difficult to realize international mea­

sures with sufficient impact on commodity instability unless 

African and other primary exporting countries place a high 

priority to the objective of stability in their domestic 

policies. This they will hardly do in their foreign economic 

policy unless they do so in their domestic policy. 

The special vulnerability of African countries to 

extreme fluctuations in primary commodity markets and the 

44 For a detailed analysis of national commodity 
policies, see UN, World Economic Survey, 1958, New York, 
1959, p. 66-111. 
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low capacity of these countries for coping by national 

measures the internal consequences of external disturbances 

are the reasons for primary exporting less developed coun­

tries to advance strong claims to have the extreme Instabil­

ity of primary product markets moderated by means of inter­

national measures. But this cannot be an adequate excuse on 

the part of the less developed countries to take appropriate 

national action for their own internal stability. 

When foreign markets enjoy boom conditions and 

export earnings of African countries rise, inflationary for­

ces must be kept in check through appropriate monetary and 

fiscal measures. There is no reason to assume that when 

boom conditions prevail a policy of monetary ..restraint, if 

carried out on a selective basis, would retard economic 

growth. Furthermore, when boom conditions prevail in commo­

dity markets and African export earnings rise substantially, 

it is necessary for these countries to curb investment pro­

jects, which though profitable to the investor, do not con­

tribute to real economic progress. It is wasteful to start, 

in boom times, investment projects if they may have to be 

interrupted or abandoned when the boom collapses. What 

counts is not the start but the successful completion of 

investment projects. 

Increases of export earnings by African countries 

afford only an opportunity for financing more rapid economic 
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development. 'They do not automatically increase net invest­

ment. It is important for the African countries to realize 

that the rate of development Is a function of two factors: 

the productivity of new investment and the proportion of 

income that is saved and invested in the country. An increas|e 

in export earnings may increase consumption rather than 

investment. Economic development will be furthered only to 

the extent that the increase in export income is saved and 

invested in productive projects. To seize this opportunity 

is entirely up to the African countries themselves. There is 

nothing that international action can do In this respect. 

Domestic policies designed to prevent uneconomic use 

of investment funds, public revenues and foreign exchange 

earnings at boom times and hence to assure continued invest­

ment at times of falling export proceeds, may be reinforced 

by the establishment of buffer funds. The buffer fund will 

be managed by a government agency which buys primary commoditjy 

at a fixed price and sells at varying world prices. This wil 

help to stabilize the prices received by the primary producers 

The buffer fund has an important advantage in that it does 

not involve the accumulation of commodity stocks; it accumu­

lates money reserves In good years, which are drawn on in 

order to maintain the price paid to the producers above the 

world price in bad years. This policy has already been 

adopted by West African countries such as Nigeria and Ghana 
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through the establishment of government marketing boards for 

some products such as cocoa and groundnuts. One important 

danger of the above policy is that there may be a tendency 

to accumulate large reserves by paying domestic producers' 

prices lower than the world market price and this might dis­

courage domestic production. But if this problem can be 

minimized and short-term fluctuations in producers' income 

properly moderated, it is not only the producers that benefii 

It will also contribute much to the maintenance of domestic 

monetary policy. 

The conclusion that can be drawn from the above 

discussion may be as follows. Fluctuations in export 

earnings of the primary producing countries tend to have a 

very considerable impact not merely on their balance of pay­

ments but on the internal economy as well. The various 

stabilization measures considered above aim at cushioning 

the impact of export instability on the internal economy. 

To reduce the export instability itself and thus reduce the 

pressure on their balance of payments may require further 

measures. As has been seen, international measures of commo 

dity stabilization may afford some relief to the balance of 

payment problems. Furthermore, primary exporting countries 

themselves, as indicated already in Chapter II, can also 

gradually reduce export vulnerability by diversifying 
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their produc tion %d trade and thus becoming less dependent 

on a narrow range of export commodities. 
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SUMMARY 

The f o l l o w i n g a r e t h e h i g h l i g h t s of t h e a n a l y s i s i n 

t h e p r e c e d i n g c h a p t e r s : 

1 . The African economy i s charac ter ized by the 

exis tence of a l a rge sector of subsistence economic a c t i v i ­

t i e s whose successful t ransformation in to the framework of 

the market economy Is a major object ive of na t iona l economic 

p o l i c y . 

2 . The pr ices and volumes of many of Af r i ca ' s 

primary commodities enter ing into i n t e rna t i ona l t rade have 

been and continue to be subject to v io lent short- term chan­

ges . 

3 . The money proceeds r ea l i zed from primary produc­

t i o n , whether considered as the incomes of individual produ-

ders or as foreign exchange earnings of producing count r ies , 

have also been subject to major f l u c t u a t i o n s . 

4 . The above v a r i a t i o n s have been ser ious for the 

l e s s developed primary exporting countr ies because some of 

these na t ions are highly spec ia l ized in the i r exports on 

one or a few products ; most have a high r a t i o of foreign 

t rade to na t iona l income. 

5 . Economic development in Africa as well as in 

other underdeveloped count r ies depends heavi ly on current 

export proceeds to finance Imports. But, frequently such 
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export earnings are used to pay for imports of essential 

consumer goods so that it diminishes the capacity of these 

countries to import machinery and equipment and other 

services for purposes of economic growth. The results are: 

(a) a strain on the balance of payments and (b) a slowing 

down in the rate of economic growth. 

6. On the other hand, restriction of imports of 

consumer goods, particularly essential goods such as food, 

could result in increased domestic prices and cost of 

living. Thus, in the absence of adequate inflow of capital 

from abroad, African countries may be forced to choose bet­

ween a more rapid rate of economic growth or the expense 

of inflationary pressure at home or a less rapid growth 

with relatively less Inflation at home. 

7. In view of the above trends in many African 

countries, a strong case has been made for international 

commodity stabilization measures so that the less developed 

countries would at least be assured of a more stable flow 

of foreign exchange earnings. 

8. However, the role of the less developed coun­

tries themselves In the objective of development and 

greater economic stability cannot be underestimated. Most 

countries of Africa recognize the need for greater diversi­

fication of production and trade as a long-run objective 

of economic development. 
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It has been attempted in this thesis to indicate 

how trade policy could assist economic development. The 

ultimate objective of trade policy is clearly the same as a 

policy aiming at continuing domestic economic development. 

There is no need to fear a conflict between these two objec­

tives of national economic policies. The problem of economic 

development in Africa is not the lack of projects; there is, 

however, a lack of capital and foreign exchange resources. 

Trade policy will be of assistance in the selection of those 

development projects which are most profitable in relation 

to availability of capital and foreign exchange. The value 

of that contribution, however, depends to a large extent on 

the practical arrangements made in relating trade policy 

with the formation of development policy. 

At present there does not appear adequate coordina­

tion at the policy level In many African countries between 

those who formulate economic development policy and those 

who formulate trade policy. There is need for closer inte­

gration at the policy level so bhat the combined effects of 

trade and general economic development policies facilitate 

the achievement of the national objectives of the African 

countries to speed up their rate of economic growth and pay 

increasingly for their development out of eyp ort earnings. 
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APPENDIX A 

TABLE XXIII 

International Bank for Reconstruct 
Loans to African Governments 

cumulative as of December 

Purpose of Loan 

Electric power 

Transportation 

Railroads 
Ports and inland waterways 
Roads and highways 

Communications 

Telephone, telegraph and radio 

Indus try 
Development banks 

General development 

TOTAL 

ion 
a. 
> 

31 

and Development: 
by purpose 
, 1958 

Millions of 
• Dollars 

178 

296 

228 
3 
65 

2 

2 

40 

518 

Source: UN, Economic Survey of Africa Since 1950, 
New York, 1959, p. 227. 

a) Net of cancellations and refundings; not including 
1951 loan to Belgium for the Belgian Congo. 
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TABLE XXIV 

British Colonial Development Welfare Schemes 
(Excluding research); Total Issues for 
period April 1, 1946 to March 31, 1958 

(Thousands of pounds sterling) 

East Africa 
East African High Commission Territories.... 2474 
Kenya 9754 
B r i t i s h Somaliland 1454 
Tanganyika 7963 
Uganda 3059 
Zanzibar 1257 

Central Africa 

Northern Rhodesia 23 74 
Nyasaland 4610 
Federation of Rhodesia and Nyasaland 1286 

West Africa 

Gambia 1266 
Ghana 3592 
Nigeria 
Pre-federation 16302 
Federation 1809 
Northern Region 5512 
Western Region 1273 
Eastern Region 1112 

Southern Cameroons 588 
Sierra Leone 3591 

South African High Commission Territories 

Basu toland 1658 
Bechuanaland 2076 
Swaziland 1760 

Source: UN, Economic Survey of Africa Since 1950, 
New York, 1959, p. 233. 
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U n i t e d S t a t e s G r a n t s and Loans t o I n d e p e n d e n t C o u n t r i e s i n A f r i c a 
1950-1954 t o 1957-1958 

Region 

North Africa 

East Africa 

West Africa 

Central Africa 

1950-

Gr ant s 

9984 

3506 

3859 

•1954 

Net 
Loans 

7048 

1135 

2590 

22929 

1954-

Grants 

69547 

5943 

3225 

-1956 

Net 
Loans 

-7626 

-241 

1252 

26744 

1956-

Grants 

37451 

3762 

1639 

-1957 

Net 
Loans 

3188 

-012 

1501 

3431 

1957-

Grants 

40700 

5600 

2300 

-1958 

Net 
Loans 

22200 

3700 

4400 

c 
z 
< 

> 
> 

o 
o 

a 
73 

> 
c 

Source: UN, Economic Survey of Africa Since 1950, New York, 1959, p. 236. 


