RESTRICTED
COM.TD/G /4

GENERAL AGREEMENT ON 1o November 1965
TARIFFS AND TRADE Limited Distribution

Group of Experts on Trade and Aid Studies

SECRETARIAT NOTE ON THE MEETING OF THE GROUP
OF EXPERTS ON TRADE AND AID STUDIES ON 1 AND 2 JUIYl

NIGERIA

1. The Committee on Trade and Development established, at its meeting in
March 1965, a Group of Experts to cxamine the sccretariat's development plan
studies.2 The Group cxamined the sccretariat's study on Nigeria on 1 and 2 July.

2. The Director-Genecral, and, in his absence, Mr. M.G. Mathur of the secretariat,
was Chairman of the meeting which was attended by experts, in addition to’ those of
Nigeria, from:

Federal Rcpublic of Germany Swedcn

India Uganda

Israel United Kingdom
Japan Unitcd States
Netherlands .

The following organizations were also represented:

The Commissicn of the European Economic Community
Food and Agricultural Organization

International Monetary PFund o
International Bank for Reconstruction and Devclopment
Organisation for Economic Co-operation and Dcevelopment

3. For its meeting the Group had before it the following documentation:

Study COM.TD/G/W/1
Secretariat notc COM.TD/G/W/4
List of topics for consideration INT(65)78%

-LThis 1s a provisional record; An interim secretarint.note was prepared for
the meeting of the Committce on Trade and Development on O and 10 .fuly (COM.TD/G/2 )=
‘Mlscussion in the Committee on this mecting of this Group 1is reported on page 11 of
COM.TD/10. | -

2See L/2410, pagec 6, which also contains thc Group's tcrms of reference.
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4, At the outsct of thc meeting, the Dircctor-General cmphasized the considerable
importance he attached to the GATT programme of country studies which was an
integral part of the activities of the Committeec on Trade and Development. He
said that the studies aimed at facilitating a comparison of the country's actual
with its potential export capacity; such a comparison would make possible the
identification of the main obstacles to the fuller realization of the country's
export potential. In inviting the Group of Experts to review the studies, the

GATT had provided a forum for fruitful discussions between the planning authorities
of the less-developed countries and their main trading partners. This should lead
not only to a more co-ordinated approach on the part of the latter countries to

the problem of the needed expansion of exports from the less-developed countries
but eventually, when sufficient development plan studies have been completed, to

an assessment of mutual compatibility among the national plans of the less-
developed countries which would greatly contribute to a lasting improvement in
 their terms of trade. :

Opening stetement

5. In his opening statemcntl, the Nigerian expert said that a number of
suggestions made in the GATT study were under consicderation by the Nigerian
authorities. The points would be borne in mind in the review of the existing
Plan; they were also regarded as being particularly useful in the context of
formulating the second National Development Plan. Hc drew the Group's attention
to the particularly rapid development of the Nigerian petroleum industry and said
that its effect on the economy would be far greater than it could be anticipated
at the time when the GATT study was in preparation. He felt that the GATT had a
positive r8le to play in facilitating solutions in the field of export production

and marketing.

Growth and capital formation

6. It was noted that the actual rate of growth so far during the planned period
was 5.2 per cent per annum as compared with thce 4 per cent anticipated in the
Plan. DMoreover, this higher growth rate had been achieved with less capital
formation than the Plan had projected. A feature of the statistics pertaining to
investment was the fact that capital formation in the public sector was, to date,
only about half of the amount forecast in the Plan but that this had becn partly
compensated for by a greater than anticipated rate of investment in the private
sector. The expert from the United States observed that the structure of actual
investment, being different from that predicted in the Plan, seems to have entalled
a change in the incremental capital output ratio employed as a basis for the Plan
growth predictions. :The expert from Nigeria suggested that it was still too early
to judge whether the capital output ratio of %.7:1 cmployed  in the Plan needed to
be revised. It was the view of the Nigerian.Government that the higher -than g
anticipated growth rate should be attributed to investment in the period preceding
the Plan, the effects of which had not been accurately discerned at the time the

Plan was formulated.

lReproduced as COM.TD/G/3.



COM.TD/G/4
Page 3

7. The Nigerian, expert confirmed that, in the Plan, private investment hed been
calculated as a residual magnitude and that no very precisc calculation of its
structure had been made. Hc noted, however, that most of the privote investment
that had occurred had becn financed from locol sources. The Nigerion Governmont
could, tc a limited extent, affect the pattern of private investment by fiscal
inducements. The Federal and Regional Governments were conscious of the need to
attract foreign private investment but had had some unfortunatce experiences with
what he called the foreign "machine peddlers”. The expert from Nigeria obscrved
that 1t was now easicer for private investors to enter into plantotion agriculture,
but that certain plantation crops, (palm oil, palm kerncls and cocoa but not
rubber) can be marketed only through the regicnal markceting boards. The expert
from Israel emphasized that public investment in the infra-structure was an
important pre-condition of increased privatc investment. The German expcest under-
lined the importance of development banks as g means of providing credit to local
entrepreneurs on the basis of finance provided from foreign aid.

8. The Group noted that .Nigeria was.becoming much morc depcendent on fereign aid
for development than in the years preceding the present Plan. In reply to a
question the Nigerian expert stated that the initial difficulties which the
Nigerian Government had had in formulating.projeccts suitable for forcign aid had
largely been overcome in electrification, transport and commnicationss but that
the problem was still far frem fully sclved in industry and agriculture. The
expert from Israel noted the difficulties devceloping countrics experienced in
obtaining foreign aid for agricultural cdevelopment and for the creation cf small-
scale industries. Hc suggested that this was an area where technical assistance

would be useful.

Popnulation and employment

9. The Group ncted that population of Nigerisa was growing &t an ostimate@‘E% per
cent per annum which meant that, by 1980, it would have increased by 55 per cent.
The need for providing additicnal employment cpportunities thus became a matter of
erucial importance. The cxpert from Nigeria pointed out that land shortage was
not lilely tc become a limiting factor in the growth cof agricultural production in
the immediate future and for this reason increases in productivity werc perhaps of
secondary importance. The expert firom the Food and Agricultural Organization
suggested, however, thot with the antivipated rate of population growth, land
shortage might emerge as a very real problem in the relatively near future and that
increases in agricultural proeductivity should be sought. The expert from the
United Kingdom rernarkod that the rate of incressce in employment was much slower
than the growth in production since, in the monufacturing sector, productivity
inerecases seemed to be in-built in its cexpansion and diversification.
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10. The experts noted the importance of ensuring that the growth of skilled man-
power satisfied the requirements of development ond underlined in this regard the
importance of properly planned vocational training programmes. The Nigerian
expert explained that his Government placed considerable importance on vocational
training and would ensure that it continued tc obitain high priority in Government
expenditure.

Balance of payments

11. The Group noted from the GATT study that shortoge of foreign exchange had

not so far acted as a constraint on development in Nigeria. The expert from
Nigeria suggested, however, that in future, and particularly after 1968, the
position might change. The Group's discussion of the likely future evolution of
Nigeria's imports pointed to the same conclusion. It was noted by the expert

from the United Kingdom that a faster rate of growth, which might be generated

by an increase in public investment, would induce a greater flow of imports. Even
if much of the new investment were directed towards the creation of export capacity,
there would inevitabhly be a2 lag between the imports of capital equipment and the
export of its output. It would scem that, in Nigeria, the income elastirity of
demand for imports was greater than one. The expert from the Commission of the

EEC drew attention to the distribution of income as a factor determining a country's
import propensity and, in particular, the effect on imports of increased wages.
Moreover, it was pointed out that the process of urbanization itself usually led

to greater imports.

12. The expert from Nigeria pcinted out that servicing the public debt did not
as yet pose any particular problem but again the situation might change in future
years, particularly if Nigeria had to have recourse to short-term loans. It was
important, in this connexion, that foreign aid should, to the extent possible,
take the form of grants and of low-interest and long-dated borrowing.

Exports

13. The experts then discussed the underlying strcngth of Nigeria's export -
position. They noted that whilst Nigeria exported a fairly wide range of products,
these were, to a large extent, raw materials, many of which had recently sustained
more or less severc price declines., It was pointed out that vegetable oilseeds
and their derivatives, cocoa and petroleum presently constituted 70 per cent of
Nigeria's exports and that their combined contribution would, in terms of the
Plan's projections, rise to 76 per cent by 1968.

14. The experts noted that reccently there had been a very sharp fall in the price
of cocoa and that therefore it might be neccessary to revise downward the forecast
of export receipts of this commodity. The Nigerian expert pointed out that an
average price of £160 per ton had been estimated for the Plan period, a figure
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which could still bé achicved. The expert from the FAO obscrved that most of
Nigeria's cocoa trees -were old and although intensive replanting could restore the
dlevel of preoduction in the longer term, there was a danger of a drop in the tonnage
of cocoa;exported in the ycars immediately chead. The expert from the Commission,
commienting on the rapid and continuing incwcase in petroleum exports, pointed out
that thel net foreign exchange reccipts from increased peotroleum expcrts, after
amortizotion and profit romittances by the exporting companies, might bz lower
than wouyld appear ot first sight.

15. The expert from the Commission observed that Nigeria's exports were not
particularly well-diversified by markct and that th.is might constitute a sourcc of
potential weakness. The expcrt from the United States, however, drew attention to
the fget that Nigeria's main markets, the Europcon Economic Community and the
United Kingdom, were both very large. The expert from the United States suggested
that jan analysis might be attempted to show the diffcering degree of profitability
of efxports by different destination.

Pro¢essing prospects

16/ Experts noted that thc GATT study had suggested that, because groundnut oil
was likely to come undcr increasing competition from soyabean cil, it might be
prudent for Nigeria to concentrate her production of vegetable oils on palm oil.
They noted too that the GATT study had recommended investment in the processing

pf timber rather than in the extraction of groundmut oil. The Nigerion expert
stated that the GATT's rccommendation concerning groundnut oil was onc area of the
study concerning which his Government had some rcservations. In this connexion,

! he pointed out that added value was not the only considcration since account had
also to be taken of the neced to provide greater cmployment opportunitics. He noted,
too, that the Nigerian Government had attempted to cncourage processing of timber
by curbing the export of logs.

17. The expert from Israel underlined the nced for developed countries to o2llow,
whenever purcly technical consideration permits it, o greater degrec of processing
of the main raw matericls to toke place prior to their cxportation from the
developing countrics. ’

Trade barriers

18. The expert from the United Kingdom observed that Nigeria did not secm to be
as badly affected as some developing countrics as regards the maintenance of trade
barricrs on her existing cxports. The Nigerian cxpert pointed out, however; that
barriers did constitute a problem in somc cases; ornd he cited, in particular,
internal taxes on products derived from cccoa. The cxpert from the Commission
suggested that too much emphesis had been placed in the GATT study on the cffects
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on Nigeria'’s trade of the Yaoundé Convention. He thought that many of the
Judgments on this matter, contained in the GATT study, were at least disputable
and he pointed out that Nigeria's exports to the EEC had, since 1957, grown by
65 per cent. He would like to have secn more analysis of the effects of duties
maintained by other countrics, and, in particular, of the impact of the
preferences enjoyed by Nigcria in the United Kingdom market. The expert from
Nigerlia replicd that the trade arrangements mentioned in the quoted passage of
the GATT study did not probably hove much effect on the existing exports of Nigeria
. into the EEC but would cxert their influcnce morginoally, i.e. on investment
decisions and on potentizl exports, particularly on the export of manufactured
goods. Referring to the final scentence of paragraph T4, the expert from India
expressed the view that it would be desirable for devcloping countries not
associated with the EEC to negotiate solutions to their trade problems which
would be to their common benefit and not obtained at one another's expense.

19. Experts also discusscd the effects of the tariff structures of developed
countries in which processed goods were charged higher rates of duty than their
raw cquivalents on Nigerio's efforts to expand her monufacturing scctor. The
Israeli expert observed that the effective protcetion for processing.industries in
developing countrics was far higher than the duty itself would suggest since the
value added was often very small. The expert from the Commission said that
differcntial tariffs were not the only, or even the major, constraints on thc

"~ ¢stablishment of processing plants in developing countries and he noted, in this
comnexion, that Nigeria had enjoyed duty-free cntry in the United Kingdom merket
for processed goods os well as raw materials. The expert from the Netherlands,
commenting on Table VII on page 130 of the GATT study, drew attention to the fact
" that 93 per cent of Nigeria's exports of plywood were destined for the Unitcd
Kingdom market whercas that country only absorbed 26 per cent of Nigeria's exports
of logs: a phcnomenon which, he suggested, was attributable to the duty-frce entry
Nigeria cnjoyed in the United Kingdom for her processed timber. The expert from
Nigeria agreed that therce were other factors which determined the success of
developing countries in establishing processing activities, but he suggested that
the differential tariffs were of comsiderablc importance in inhibiting such

development.

Commodity stabilization

20. The expert from the Unitcd Kingdom noted from the GATT study that, with the
exception of cocon, inecrcased production of commodities by Nigeria would not seem
likely to have such an impact on world markets as to constitute a threat to price
stability. The cxperts obscrved that the questicn of the stabilization of cocoa
prices was being discussed in other fora. The expert from Nigerila emphasized that
the decline in cocoa prices was having harmful cffcets, not only on the levels of
producers' incomes, but also on tax receipts, and that this problem was all the
more acute because cocoa production was concentrated in the Western Region whose
Government heavily depended on revenues from cocoa.
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Trade between developing countries

21. A number of experts referred to the impertant rdlc GATT could play in fostering
trode between developing countries. In this connexicn, the cxpert from India
alluded to the dangers of import substitution having harmful effects on the itrade

of cther developing countries.

Investment strategy

.

22. In view of the eclement of uncertainty which surr-unded the future of Nigeria's
export rcceipts, experts discussed the possibility of Nigerin placing greater
emphasis on import substitution, in particulcr they noted that, at present, 10 per
cent of Nigeria's imports comprised food products cnd 36 per cent of consumers'
mernufactured gocds, some of which could undoubtcdly be produced domestically. The
Israeli expert requested the sceretariat to provide a breakdown of imports so as
to enable the Group to analyze the prospects for import substitution. The
Netherlands expert reminded the Group that Mexico had been very successful in its
pregramme for replacing food imports by domestic produce. The Isracli expert
drew attention to the potential which would scem to exist for the establishment

of small-scale industries in rural areas. Not only would such a development save
on imports, ‘but it would help curb the flow of population from the country to the
towns. He appreciated howcver that it was often difficult to obtain capital for
such ventures. The Nigerian expert commented that a greater emphasis on import
substitution would carry with it certain dangers and the United States expert also
alluded to thc harmful effccts of a country's relying too much on production for
the domestic market in a world where cost structures were continously evolving.

Nigeria's commercial and fiscal policies

25. The Nigerian expcrt explained that the Nigerian tariff had undcrgone some
mejor modifications in recent ycars and, as a result, was now & much more sensitive
instrument for the protection of domestic industry and for determining the pattern
of imports. Between 1959 and 1963 the country had enjoyed a remarkable wage
stability but in 1964 wages had been increcased substantially. At thc same time,
however, the Nigerian Government had raised tariffs on a number of items to absorb
some of the increased purchasing power created by the wage increases and to limit
the effect of thesc increcases on imports. The Nigerian Government had also
resorted to quantitativc restrictions, in particular in connexion with the ccment
industry, but was awarc of the dangers inhcrent in this policy.

24, The cxperts notcd the reliance of the regional governments on taxes from
exports and mention was made of the desirability of strengthening the tax base by

diversifylng production.

Further meeting

25. The Group egreed that the cxamination it had held, whilst being most useful,
could be regarded os of a precliminory noture only and thot it should meet again fer
further discussion at a later date, when, cn the basis of more up-to-date information,
end further data to be supplied by the secrctariot, it would attempt to reach
conelusions and formulate recommendations on the issues presented.



