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I. INTRODUCTION

1. The Sub-Group met from 18-26 March 1963 under the chairmanship of the
Deputy Executive Secretary.

2. Representatives of the following countries, which are members of the
Sub-Group, participated in the meeting:

Brazil Ghana Nigeria
Ceylon India Sweden
EEC Indonesia United Kingdom

United States

3. The following countries, which are not contracting parties to the GATT
and which had been invited to participate, were represented at the meeting:

Colombia Ecuador Madagascar Panama
Congo (Leopoldville) Honduras Mali Senegal
Costa Rica Ivory Coast Niger

Representatives of the States associated with the European Economic Community
explained that the documents before the meeting had not been available in time
to permit study in their capitals and that, consequently, they reserved their
right to revert to the documents at a later stage if necessary.

4. The following countries were represented by observers:

Australia Czechoslovakia New Zealand Spain
Austria Denmark Norway Turkey
Canada Israel Peru Yugoslavia
Cuba Japan Portugal

5. The following were also represented:

European Free Trade Association
Food and Agriculture Organization of the United Nations
Organisation for Economic Co-operation and Development
Organization of American States.

6. At the previous meeting of the Sub-Group held from 3-6 December 1962
it was agreed that the secretariat should undertake a certain programme of
work in connexion with the Sub-Group's terms of reference. The outline of
this work was set out in document L/1946.

7. The documents subsequently prepared by the secretariat in accordance
with the agreed work programme constituted the background against which the
discussions of the Sub-Group at the present meeting took place. The documents
concerned were those on individual commodities namely cocoa, coffee, bananas
and tropical oils and oilseeds (W(63)1 to 5) and the individual country
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studies on Ivory Coast, Nigeria, Senegal and Somalia (W(63)6 to 9). Also
available to the Sub-Group were the documents giving details of commercial
policy measures affecting exports of tropical products, (W(62)2) and basic
statistics (MGT(62)8 and Add.l, W(62)1) prepared by the secretariat. The,
Sub-Group also discussed tea and tropical timber at its meeting.

8. The documents on individual commodities and the country papers prepared
by the secretariat have been revised by the secretariat in the light of
comments made in the Sub-Group. Although these documents continue to be the
responsibility of the secretariat, it was considered appropriate that they
should be annexed to this report. The Sub-Group may-wish to take up the country
papers at a later date since, although they were referred to in the course of
the Sub-Group's discussion of the individual commodities, they were not the
subject of direct discussion by the Sub-Group.

9. During its discussions on the individual commodities, the Sub-Group was.
conscious that, although its terms of reference had subsequently been enlarged
to embrace other barriers to trade in tropical products, the Special Group on

Trade in Tropical Products owed its origin to a proposal for duty-free entry
for tropical products made by Nigeria (L/1608) and considered at the 1961
ministerial meeting. The Sub-Group also took cognisance of the fact that,
during the meeting of the Special Group in June 1962, most members were of
the view that the Nigerian proposal for duty-free entry. should be implemented
at any early date, while other members had indicated that further examination
of the problems involved would be a prerequisite to a conclusion being
reached on this proposal (paragraphs 42 and 43 of L/1817). The Sub-Group
recognized however that it was restricted in the scope of its discussion by
its mandate (L/1817 paragraph 45) and that the appropriate forum for a

general. discussion of the Nigerian proposal would be the Special Group during
its forthcoming meeting.

10. Although the Sub-Group as a whole was unable at this stage to comment
on the proposal of Brazil and Nigeria contained in document Spec(62)154
concerning the granting of compensatory finance for development, the
representative of Brazil suggested that there should be further consideration
of the proposal with particular reference to the principles involved. These
principles, as outlined by the representative of Brazil were, first, that
countries adversely affected by the existence of preferences should receive
compensation in the form of financial aid for development; second, as had
already been accepted in principle by the Special Group on Trade in Tropical
Products, compensatory aid should be accorded to those countries suffering
detriment as a result of the removal of preferences; and third, that taxes
or duties levied on tropical products should be specifically earmarked for
development aid to those countries producing the product on which such taxes

or duties were levied.
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II. COCOA

(a) Market situation

11. The Sub-Group, which had before it the secretariat paper on cocoa
distributed in document W(63)3, began its examination of problems affecting
cocoa by a general appraisal of the market situation. It was noted that
the world cocoa economy had recently entered a phase where supply and demand
were in better balance. This development had led to a certain strengthening
of prices but, in view of the wide fluctuations to which cocoa prices were
subject, it was as yet too early to judge its significance even in the short
term. As regards the longer-term outlook it was recognized that a high
degree of uncertainty was involved in any estimate of production. In the
view of some members of the Sub-Group, the FAO projections might tend to
underestimate the future volume of production. It was agreed, however, that
advantage should be taken of the present situation of relative stability
which provided a good starting point for the negotiation of an international
agreement on cocoa.

(b) Trade problems

12. Several representatives stressed the prime importance of increasing the
export earnings of the producing countries. From the point of view of these
countries the level of prices was all-important, as had been clearly brought
out by developments during recent years when the exporting countries had
produced and sold more, but had earned less, because of a substantial decline
in prices. It was important, in the future, that there should be increased
price stability, at remunerative and equitable levels.

13. It was recognized in the Sub-Group that action on the problems of trade
in cocoa would have to take account of several elements. It had to be
envisaged that the aim to achieve stable world prices at a somewhat higher
level than might result from free market forces would necessitate some control
in so far as production and supply were concerned. The producing countries in
the Sub-Group recognized the need for this possible control. It was stressed
however that the importing countries must, for their parts do everything possible
to maximize consumption by eliminating the existing barriers which impeded
increased consumption.

14. It was noted in the Sub-Group that the internal taxes applied in some
countries were a more important curb on consumption than import duties. There
was a difference of view, however, as to the extent of the increase in
consumption that would result from the removal of internal taxes. Some
representatives considered that the increase would be significant while others
considered that the effect would not be important. It was pointed out that
any attempt at evaluating the effect on consumption of the removal of these
internal taxes was made difficult by the fact that the price paid by the
final consumer of cocoa manufactures bore little relation to the price of
raw cocoa, particularly in the short run. Nevertheless there was agreement in
the Sub-Group that the removal of internal taxes would result in an increase
in consumption.
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15. It was also pointed out by representatives of producing countries that
the present tax structure in some major consuming countries favoured the use
of cocoa substitutes and of other ingredients, such as fruit, nuts, milk,
etc., at the expense of cocoa in the manufacture of chocolate and, further,
in the case of synthetics, was to the disadvantage of the consumer.

16. A further point made by several representatives was that it was difficult
to defend the present position, whereby certain industrialized countries
collected revenue on products imported from less-developed countries which were
not produced in the industrialized countries concerned, particularly as such
duties and taxes only played a minor fiscal role.

17. As regards preferential arrangements, the Sub-Group noted from the
secretariat study that there was no evidence that exports from suppliers
enjoying a preference had occurred at higher prices in their sheltered markets
than cocoa imported into those markets from other countries. The Sub-Group
also noted the view expressed in the secretariat paper that the existence of
preferences had not so far significantly affected the trade pattern in cocoa.
The Sub-Group concurred in these views. The opinion was expressed by certain
representatives that, as the preferences did not have important effects, it
would be reasonable to eliminate them at an early date.

18. Nevertheless, certain representatives expressed concern about the
extension of preferential treatment in favour of the States associated with the
EEC that would result from the coming into effect of the common external tariff.
This, these representatives maintained, could have a significant trade diversion
effect, particularly in the case of semi-manufactures where the preferential
margin would be high. The view was expressed that the effects. of preferences
largely depended on whether the supplies offered by countries benefiting from
the preferences were greater or smaller than the requirements of the sheltered
market. The fact that the associated States would in the future receive
preferential treatment throughout the EEC and that available supplies from
these States would be smaller than the total requirements of the Community
could result in some price advantage for the associated States.

19. Some representatives pointed out that, whatever the effects of preferences,
it was undesirable that some less-developed countries should have this advantage
and that others should not: it would be preferable for all the less-developed
countries to be on an equal footing and to participate in an organized world
market with the assurance of stable price levels.

20. It was recognized in the Sub-Group however that an international cocoa
agreement could be so drafted and contain such provisions e.g. export quotas, a
recognized price range, etc., that the importance of preferences would be
greatly diminished, because the existence of quotas would eliminate any stimulus
to production by the sheltered suppliers that might otherwise result from the
preference. The consensus of opinion was that the more important problem in
connexion with the trade in cocoa beans was not preferences but the question
of prices and the expansion of consumption.
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21. As regards the question of processed products, several representatives
pointed out that, while duties and import restrictions on cocoa beans did not
present serious obstacles to trade, duties on semi-processed products
(exported also by cocoa-producing countries) were in several countries
disproportionately high. This afforded significant protection to the
domestic processing industry in these countries. It was recognized that the
prices of the processed products were substantially higher than that of
cocoa beans, indicating that the raw cocoacomponent in the sale price of
these products was low.

22. Several representatives pointed to the need for less-developed countries
to be able to undertake some processing of their raw materials as a means of
diversifying their economies and augmenting their export earnings. The view
was expressed that the industrialized countries should concentrate increasingly
on the production of more sophisticated products and thus leave the way open
for the less-developed countries to process their raw materials and to find
markets for their goods. In this connexion, however, it was pointed out that
the processing of cocoa was a capital intensive and not a labour intensive
industry and that some countries that already had low duties or, in some
cases, duty-free access for these products from large preferential suppliers
did not in fact import large quantities of these products, which would seem
to indicate that their domestic processing industries were competitive.

23. Within the framework of the preceding paragraphs and, in particular,
of paragraphs 13 and 17, the representative of the United States put forward
certain specific proposals concerning the removal of barriers to trade. He
pointed out that there were three main possibilities as far as his Government
was concerned, two of which would relate to the hoped-for general trade
negotiations. First, in terms of the United States Trade Expansion Act, the
Administration was empowered to negotiate the complete elimination of duties
of 5 per cent or less over a period of five years. Alternatively the
Administration had the authority to remove, without the five-year period
requirement, duties on tropical products not produced in significant
quantities domestically, provided that the EEC would do the same; no
reciprocity would be expected from less-developed countries. A third way
of dealing with the problem would be in the negotiations for an international
cocoa agreement. There should be aschedule to the agreement providing
that all the cocoa-importing countries would progressively remove all duties
and fiscal charges on cocoa and cocoa products within a fixed period of
time; the United States Government would probably be able to seek the
necessary congressional approval for such an international cocoa agreement
considerably before the end of 1964, thus lessening the time elapsing
before cocoa-producing countries could receive tangible benefits. Such
specificity regarding removal of consumption restraints, in the opinion of
the United States had to be an integral part of an equitable international
cocoa agreement.
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24. The representative of the EEC, while recognizing in the United States
suggestions realistic elements, said it would be appreciated that it was
not possible for the.Community to take a definite stand at this stage. The
suggestions would be examined in a positive spirit by the Community which
would take into account at the same time the interests of third countries
and those of the States associated with the Community.

(c) Conclusions

25. The general consensus in the Sub-Group, following the discussion of the
market and trade situation, may be summarized as follows:

(i) The Sub-Group recognized that any action taken to deal with the
problems that arise in trade in cocoa would have to embrace several
elements, some of which could appropriately be dealt with in the
negotiations for an international cocoa agreement.

(ii) There was agreement in the Sub-Group that the important aim was
to increase the export earnings of the producing countries so as to
facilitate their economic development while providing adequate supplies
to consumers at equitable prices.

(iii) Price falls had in recent years had the effect of decreasing the
export earnings of producing countries despite the fact that they had
exported increased quantities. The establishment of a satisfactory,
equitable price level would necessitate the conclusion of an inter-
national cocoa agreement.

(iv) The Sub-Group recognized that a price policy of this sort might
require producing countries to exercise control as regards levels of
production and supply. At the same time any such control of production
and supply must be counter-balanced by efforts to secure increased cocoa
consumption in importing countries. In this connexion, it was generally
agreed that, while the trade restraining effect of low import duties on
cocoa beans was very modest, the removal of internal taxes could have
the effect of increasing consumption. There was a difference of view
within the Sub-Group as to the extent of the increase that might be
expected.

(v) The Sub-Group recognized that preferential arrangements had, in
the past, only given rise to problems of a marginal character. Concern
was, however, expressed by some representatives as regards the effects
when the common external tariff of the EEC came fully into effect. While
these representatives recognized that the EEC proposed to make a
considerable effort through the reduction of the common external tariff
by 40 per cent, they expressed the need for further progress. It was
agreed that if an international cocoa agreement was formulated on the
right lines, preferences would lose most of the little important they
at present possessed.
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(vi) The Sub-Group agreed that the question of access to the developed
countries for processed cocoa products manufactured in less-developed
countries was an important problem needing serious attention. It was
recognized that the development of semi-processing industries in the
producing countries would enable these countries to increase their
export earnings and to diversify their economies. At present the
high level of duties on semi-processed products tended to discourage
the development of such industries. The Sub-Group agreed that, if it
unfortunately proved to be impossible to negotiate an international
cocoa agreement providing for the progressive elimination of taxes and
duties on processed cocoa products as well as on raw cocoa, these
important questions could appropriately be dealt with in the forthcoming
GATT Trade Negotiations.
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III. COFFEE

(a) Market situation

26. The Sub-Group had before it the secretariat paper (w(63)1) and started its
examination on coffee by an appraisal in general terms of the market situation.
Account was taken of the successfully negotiated International Coffee Agreement.
Its entry into force will create a new market situation by the introduction of
export quotas aiming at maintaining prices.

27. As shown in the secretariat's paper, recent years had been marked by a
rate of growth in production of coffee that by far surpassed the rise in world
consumption. The resulting stocks constituted an ever-increasing burden on
the producer countries, two of which in particular held a large part. This
situation, aggravated as it had been by the prospects of yet higher production
in the future and but a slow growth in consumption, had led to heavy and con-
tinued falls in the price of coffee.

28. The export earnings of the producer countries had thus been seriously
affected. All these countries were among those striving to develop their
economies, and exports of coffee were a major source of their foreign income.
Frequently, however, they saw their earnings decline in spite of larger
quantities of coffee sold.

29. It was clearly recognized therefore that the overriding objective was to
give producers of coffee, all of whom were developing countries, at least
stability, and preferably growth, in their export earnings. Irrespective of
the basic problem of prices which is referred to hereunder, higher consumption
would play an appreciable rôle in the solution of this problem, and it was
noted by most representatives that an inverse correlation existed in most
cases between the level of incidence of taxes and charges and the level of
consumption. In the latter, however, habit also played an important role both
in high-income and low-income countries, and it was pointed out that efforts were
now being made to raise consumption also in the producing countries themselves.

30. The fact that coffee had only one predominating end use, as a beverage,
tended to simplify the issue as the question of processing was consequently of
less importance than for several other commodities.

(b) Trade problems

31. The Sub-Group noted that at present there existed two market systems for
coffee, each with its own price level:

(a) under one system, applying to most of the market, all producers had
relatively free access at world market prices, while
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(b) the second system, applying to the remaining part of the market,
secured sheltered access for certain producers who received-prices
higher than those prevailing outside, as a result of quantitative con-
trols and preferential duties.

The existence of the two systems was linked to the effects barriers had on
the pattern of trade.

32. Examining the effects of regional trading arrangements, the Sub-Group
noted with satisfaction that the price differentials on the EEC market
(France in particular) and the preferential competitive position of the
suppliers associated with that market, were likely to be lessened in the
future in view of the reductions in the common external tariff and the gradual
lowering of the premium prices envisaged in connexion with the Convention on
association between the EEC and the States associated with the EEC which,
however, had not yet entered into force. It was hoped that these measures
would represent a step towards the creation of a single world price for coffee.
The offer of increased financial aid by the EEC to compensate for the losses
incurred by the associated States and to enable them to diversify their
economies was appreciated by the Sub-Group. A representative of a producing
country observed that while this aid was to be welcomed in itself, none of it
would go to non-associated countries. Speaking on behalf of the associated
States, the representative of the Ivory Coast stated that the concessions
made by these States were the maximum possible at present and that, while the
Convention would be beneficial to the associated countries, it would not
adversely affect third countries, who should not find themselves worse off than
before. Other representatives,however,expressed concern at any trade diversion
which might result from the extension of existing preferences and adversely
affect their countries. The Sub-Group recognized the great effort made by
the associated countries and its significance as a major step towards a
reconciliation of the two market systems; it was hoped that still further
progress would be possible, and the and provisions of Article 47
of the International Coffee Agreement were cited in this connexion.

33. The representative of the EEC, referring to imports of coffee into the
Community, pointed out that between 1957 and 1961 the supplies from third
countries had risen by 32 per cent, thereby increasing their share in the
market from 67 to 71 per cent.

34. It was the consensus of the Sub-Group that the new International Coffee
Agreement was a development of major importance as it represented a mechanism
which would contribute to solving the price problem. Its efficacity would,
however, largely depend on the manner in which the Agreement was administered
and the strictness with which quotas were adhered to. In the opinion of the
United States representative these were at present too large, and continued
downward pressure on prices was to be expected.
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.35. It was pointed out that restraints on exports and production involved
considerable sacrifices for the producers (Brazil, for instance, was uprooting
a considerable number of coffee trees). It was, therefore, not unreasonable
to expect importing countries to play their part in stimulating consumption.
In the view of most representatives, this should consist of eliminating
customs duties and internal charges which, in their view, constituted the
greater obstacle to increasing consumption. Steady export earnings were a
minimum prerequisite for any diversification and development in the producing
countries.

36. The representative of the EEC, however, pointed to the high increase in
consumption which had taken place within the Community despite high fiscal
charges, and to the bright prospects for future increases. Even if, as a
result of an abolition of internal charges, consumption rose by 100,000 tons
and this estimate was rather too high on account of the elasticities used in
the calculations referred to in the secretariat paper - the rise would hardly
be immediate. Spread out over time, and compared with the higher level which
consumption would reach in any case, it would no longer represent the 4 per
cent indicated in the secretariat paper. The representative of the EEC also
noted that even the secretariat paper clearly pointed out that the major part
of the increase in world consumption of coffee would have to originate in the
non-industrial countries and Eastern Europe.

37. Some concern was expressed that an abolition of trade barriers might lead
to a decline in demand for Robusta coffee on the French market and thereby
cause difficulties for its African producers. On the other hand, reference
was made to the strength of Robusta relative to Arabica apparent at the
present time, partly due to the free access it enjoyed on other markets which
was not paralleled by equally free access for Arabicas to some European markets.
Moreover, demand for Robusta could be expected to increase further as a raw
material for the production of soluble coffee and as a constituent, with higher
priced Arabicas, of moderately priced blends.

38. Certain representatives expressed regret that no indication should have
been given of the intention of abolishing internal taxes in the three coun-
tries where they were significant. It was observed that it should not be too
difficult for the governments concerned to find other sources of revenue, such
as taxation of incomes, that did not directly hamper the exports of the coffee-
producing countries.

39. Several representatives described to the Sub-Group the barriers to trade
and their effects on consumption in their countries. Some representatives
were able to report considerable increases in consumption during recent years
and declared themselves prepared to negotiate for an early reduction or
abolition of duties, fiscal charges and quantitative restrictions provided
that other countries did the same.
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40. Certain representatives felt that quota regulations might have to be
recognized for the time being as an integral part of the dual-price system.
A large number of representatives however firmly stated that strong and con-
certed efforts should be made to get rid of duties and fiscal charges. In
this connexion account should be taken of the effects on consumption, but due
regard should also be paid to the principle that governments of the wealthier
nations should not derive their fiscal revenues from taxes and charges which
could hamper the exports from the developing countries of products which are
not produced domestically; this principle should also apply to soluble coffee.

(c) Conclusions

41. (i) The Sub-Group was in agreement that the existence of two distinct
market systems had to be recognized and it was the view of the Sub-Group
that the desirable objective was the reconciliation of these two marketing
systems with the elimination of regional inequalities.

(ii) The Sub-Group considered that such a reconciliation could be facili-
tated on the one hand by an efficacious implementation of the Coffee
Agreement which might conceivably lead to a maintenance of prices at an
equitable level and,on the other hand, through the medium of the
Convention concluded between the EEC and associated States which will
make it possible gradually to decrease sheltered prices to the level of
prices in the world market.

(iii) The Sub-Group noted the statements of representatives of the EEC
and of the associated States that the provisions of the Convention be-
tween them represented the extent to which the Community and the associated
States could go for the time being.

(iv) The Sub-Group noted the view expressed by some representatives that
a reduction in prices for producers now enjoying premium prices in
sheltered markets should be offset by increases in economic aid, in
particular from the importing countries benefiting from the lowering of
prices.

(v) The Sub-Group also noted the view expressed by other representatives
that it should be possible to make further progress towards increased
trade and consumption. In the view of some representatives quantitative.
restrictions would have to be recognized for the time being as an
unavoidable part of a dual-price system. However, many representatives
felt with reference to paragraph 47 of the Coffee Agreement that con-
certed action should be taken to reduce or remove obstacles to trade and
consumption, and tariffs and internal charges in particular. If prior
action had not otherwise been taken - and the urgency attached to this
question by many countries was fully recognized in the Sub-Group - such
action could appropriately be taken on a unilateral basis by the industrial
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countries in the forthcoming GATT Trade Negotiations. Moreover, with
respect to internal charges, action could be taken at the GATT ministerial
meeting to which this question had already been referred by the Special
Group.

.(vi) It was emphasized by several representatives that, in addition to
the fact that a reduction in or abolition of tariffs and internal charges
would lead to higher: consumption, such policies would be regarded as an
important manifestation of the principle that industrial countries should
not finance their government expenditure by hampering exports from the
less-developed members of the trading community. It was admitted, however,
that for many countries, a change of the fiscal structure, such as was
necessitated by such a reduction or abolition, would have to be gradual.

(vii) As regards raising consumption, it had, however, also to be
recognized that.a large part of any increase in consumption would have to
result from higher incomes and forming of coffee-drinking habits, also in
the producing countries.
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IV. BANANAS

(a) Market situation

42. The Sub-Group examined the situation of world trade in bananas against
the background of the secretariat paper W(63)2. A paper prepared by the
Organization of American States was distributed in document Spec(63)26 during
the course of the meeting of the Sub-Group.

43. The Sub-Group noted that, although banana production was exposed to
considerable natural and climatic hazards, supply could be quickly expanded and
had kept pace with increasing demand; indeed, during recent years, the rapid
increase in exportable production had been followed by a general decline in
banana prices. However, given the low level of consumption in a number of
countries, the world market as a whole was still far from saturation.

(b) Trade problems

44. It was pointed out that import prices in countries granting preferences
to certain sheltered suppliers were in general higher than on the free markets.
This was the case in the United Kingdom, France and Italy. Because of the
varying trade margins and taxes levied, there was no direct relationship
between the import price and the consumer price.

45. Several representatives emphasized the fact that the character of world
trade in bananas was different from that of world trade in other tropical
products. The banana plant came quickly to maturity which enabled supply to
be increased rapidly; but it was subject to peculiar hazards in the way of
disease and climate which could lead to considerable fluctuations of production
in individual producing areas. The banana was also very delicate and perishable
and required specialized transport and ripening facilities which were costly
to provide.

46. It was recognized in the Sub-Group that there was a considerable lack of
information regarding the organization of the market and such matters as
production, transport and marketing costs, wages, social charges, etc. as well
as the elasticity of consumers' demand in respect of both income and price.
This lack of information made it difficult to analyse fully the situation
in world trade in bananas. In this connexion the Sub-Group noted that
Latin American banana-producing countries had proposed that a Study Group on
bananas should be established by the FAO.

47. Particular stress was laid by several representatives on the integrated
nature of the banana trade. It was pointed out that, owing to the physical
qualities of the fruit, there had to be a high degree of integration
from plantation to wholesale trade, including transport and marketing
networks. One effect of this integration, in the view of some representatives,
was to inhibit competition. In their view, the importance of the monopolistic
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character of the banana trade and transport might, in fact, be claimed to be
comparable to that of trade barriers. Other representatives pointed out that,
in view of the costly and specialized nature of the equipment required, it was
not economic to have more than a few marketing organizations in any one market.

48. Some representatives pointed to another significant feature of world
trade in bananas, namely the compartmentalization of markets. This was, in
the view of these representatives, in part due to the integrated character of the
industry and in part to the preferential arrangements between certain important
importing countries, such as the United Kingdom or the EEC, and certain
producing countries.

49. It was noted that these preferential arrangements, which were made
effective through quantitative restrictions, tariffs or restrictive State-
trading practices, resulted in higher import prices than would otherwise be
the case. Some representatives were of the view that this led to high
consumer prices and adversely affected the level of consumption. The United
Kingdom representative pointed out, however, that if all banana imports were
liberalized in his country this could well result in a widening of the present
relatively modest trade margins with the result that consumer prices might
not fall as much as might be expected. The representative of the EEC was of
the view that the preferential system, while leading to high import prices,
did not necessarily result in high consumer price levels.

50. Same representatives also expressed concern about the effects of
quantitative restrictions applied by such countries as, for example, Japan and
Finland.

51. It was generally agreed that a reduction in prices which would result
from all measures which could be taken for this purpose would bring about an
increase in consumption. Divergent views were, however, expressed about the
magnitude of such an increase.

52. It was generally recognized that the consumers' response to a decline
in prices was higher in the case of bananas than in the case of other tropical
products, such as coffee and cocoa, but even so some delegates expressed doubts
whether producers' incomes as a whole would be increased by a decline in prices.

53. The view was expressed that account should be taken of the fact that
banana consumption was related to that of other fresh fruit. Italy, for example,
was among the lowest banana consumers in Western Europe but was among the
highest consumers of fresh fruit in the world. Attention was drawn to
seasonal factors in the case of other fresh fruits and to the possibilities
for bananas to fill this gap.

54. It was accepted in the Sub-Group that there was a lack of precise information
concerning price elasticities of demand for bananas and elasticities of
substitution in respect of other fruit. It was therefore difficult to give
precise quantitative estimates of the effect on consumption which would result
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from a removal of trade barriers. The representative of the EEC made the point
that, in the view of the Community, the increase in consumption which might
result within the Community from the suppression of trade barriers would only
represent a small percentage of the increased consumption which would result
in the future from increases in incomes, and would only be a very small
percentage of world trade. The representative of the United Kingdom did not
expect that the removal of trade barriers would result in more than a modest
increase in consumption in his country.

55. There was some discussion on the large trade margins which existed in
certain importing countries and the view was expressed that it should be possible
to reduce these margins. As far as Italy was concerned, the operation of the
State monopoly resulted in margins between the import and retail prices which,
in spite of substantial reductions in recent years, were still significantly
higher than in other countries. In the United Kingdom and France on the other
hand, although import prices were significantly higher than the world price,
trade margins appeared to be modest and this resulted in consumer prices that
were not substantially higher, and in some cases were lower, than in other
similar countries with free markets. The point was also made by some
representatives that a reduction of trade margins would permit a reduction in
the retail price without any adverse effect on the prices received by the
exporting countries; this therefore would benefit both the exporting countries
and the consumer in the importing country.

56. Several representatives stressed the benefits which resulted from preferences
for the producing countries concerned and emphasized the loss in export earnings
which these countries would experience if the preferences were removed, loss
which could result either from a fall in prices or from a fall in export volume.
In particular, the representative of Italy underlined the importance of the
existing system in his country for the development of Somalia, whose production
was not competitive and the major part of whose export receipts came from banana
exports. Other representatives, however, doubted whether there would be any
losses to producing countries through the removal of preferences because of
the increase in the volume of exports to be expected from liberalization, even
if this was limited, and from the lowering of retail prices.

57. As regards the export prices of sheltered countries, the representative of
the EEC pointed out that, apart from the loss that would result from an align-
ment of these prices to the world market level, it should be borne in mind that
the world price itself had fallen by 20 per cent in recent years and that it
might even continue to decline; this decline had been reflected in prices in
the sheltered markets.

58. As regards the volume of exports of sheltered countries, the view was
expressed that, in a number of cases, these countries would have to severely
cut back or even discontinue their exports if the prices they received were to
fall to the world price level; for some of these countries banana exports
represented their major export and were vital to their economic development.
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59. Representatives of exporting countries not benefiting from preferential
arrangements stressed the inequity of the fact that competitive producers were
not permitted access to certain important markets. They pointed out that if
competitive producers were granted such access this would not, only benefit these
producers but also the consumer in the importing country. The view was also
expressed that the question of consumer preferences for certain types of bananas
tended to be over-stressed bearing in mind that, in certain importing countries,
the consumer in fact had no choice as regards the types of bananas he could
purchase and that some markets had in the past changed the type of banana they
consumed without any great difficulty.

60. Furthermore, the representatives ofnon-sheltered exporting countries
expressed their serious concert about the effects which could result from an
extension of preferences to markets where such preferences did not at present
exist.

61. The representative of the EEC stated that the Community itself did not
consider the present market arrangements to be satisfactory. The problems
involved, however, were of considerable complexity and importance but it was
nevertheless the hope of the Community that it would be able to co-operate with
the other countries in a consideration of the banana question with a view to
bringing about a more satisfactory situation, while at the same time safe-
guarding the interests of the States associated with the Community. The repre-
sentative of the EEC expressed the opinion that it would be desirable for there
to be co-operation between the producing countries themselves who should try
to determine what was in the common interest of all banana-producing countries.

62... Several representatives stressed that the objective should be the
elimination of trade barriers without, however, prejudicing the economic
development of those producing countries which at present benefited from
preferences. In their view some way should be sought to secure access to
markets at a reasonable level for the exports of any "hard-core" cases and,
except in respect of exports from these countries, markets should be liberalized.
In addition, the provision of financial assistance should also be envisaged
in certain cases where adjustment problems would arise as countries at present
enjoying sheltered markets progressively come to compete freely on a world
market basis.

63. In the meanwhile, one representative proposed, in connexion with the
concerns expressed in paragraph 60 above, that all importing countries should
refrain from any measures which might represent an intensification of barriers
to trade.

(c) Conclusions

64. (i) The Sub-Group stressed the particular character of the banana trade
which was largely due to the characteristics of the commodity and the
consequential high degree of integration within the trade.
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(ii) It was recognized that preferential arrangements, made effective through
tariffs, restrictive State-trading practices and, in particular, quantita-
tive restrictions resulted in high import prices and had trade directive
effects; in some sheltered markets, however, consumer prices were not
excessively high due to the modest trade margins involved.

(iii) There was general agreement that a removal of trade barriers which
would lead to a tall in consumer prices would bring about an increase
in banana consumption, although there were differences of view as to the
extent of such increase.

(iv) The Sub-Group recognized the importance of sheltered access to some
of the producing countries concerned and the adverse effects on these
countries' export earnings from bananas that might result from the removal
of all measures providing for sheltered access, especially in the case of
marginal producers.

(v) The Sub-Group also recognized the difficulties of the non-sheltered
exporters and their serious concern about the effects of existing
preferences and of any extension of preferences.

(vi) There was agreement in the Sub-Group that there was a considerable
lack of knowledge about many aspects of the banana trade and industry,
including such matters as price elasticities, elasticities of
substitution of other fruits, organization and costs of production,
producer prices, transport and marketing as well as data on wages, social
charges, wholesale and retail prices, etc. The Sub-Group would therefore
recommend that studies on these problems should be undertaken. Such
studies, which would require the collaboration both of governments and
the banana industry, could, in the view of the Sub-Group, appropriately
be undertaken jointly by the GATT. and the FAC secretariats. The GATT
secretariat will submit to the Special Group a possible programme of
further studies.

(vii) The Sub-Group recommended to the Special Group that the discussion
of this question of trade in bananas should be carried forward on a
continuing basis.
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V.. TROPICAL OILSEEDS AND OILS

(a) Market situation

65. The Sub-Group, which had before it the two papers prepared by the
secretariat (W(63)4 and 5), reviewed a number of principal structural changes
in the world's fats and oil economy, which were found to have affected the
market for tropical oils and oilseeds (groundnuts and oils, coconut palm and
oil palm products). It was noted that production of tropical oilseeds and oils
had grown less than production of oils and fats produced mainly in the temperate
zones, where the rise in particular in soyabeans and certain animal fats was
spectacular. In this connexion the Sub-Group drew attention to the relation
between the increasing output and agricultural policies practised in the
temperate zones. On the consumption side the main long-term factor at work
seemed to have been the substitution in end use of the tropical oils by
temperate zone oils both of vegetable and animal (including marine) origin.
While relative prices played a major role in this substitution process, demand
also depended greatly on the price that crushers could get for oil cake. In
particular, the sharp rise in consumption of soyabeans in Western Europe was
related to growing requirements for these oil cakes in animal production, while
the expanding use of animal fats in the industrial countries was related to the
rapid rise in meat production. It was noted that, as a result of these trends
in production and consumption, the share of tropical oils in total oils and fat
consumption had tended to decline.

66. These factors were found to have influenced strongly the pattern of
international trade in fats and oils. North America had since pre war
changed over from a net importing to a.net exporting position, while Western
Europe, where production rose less than halt as much as in North America, grew
in importance as a deficit area. However, within widening European require-
mentsimports of temperate zone oilseeds and oils and fats rose considerably
more than imports of tropical products. The total volume of temperate zone
oilseeds, oils and fats traded internationally (in particular of soyabeans and
tallow) expanded strongly, while those of the tropical products rose. only
moderately, thanks entirely to an increase in tropical oils, as trade in
tropical oilseeds declined.

(b) Trade problems,

67. While observing that the market for tropical oils and oilseeds had
narrowed, the Sub-Group noted the high degree of dependence on earnings from
these products in a number of countries. Several producing countries planned
an expansion in oilseed crushing with a view to diversifying their economies.
Representatives of these countries expressed concern at the growing tendency for
substitution and replacement of tropical oils and oilseeds and in their opinion
this was a more serious threat to their exports than restrictions on trade.
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68. Representatives of tropical countries stressed the fact that fats and
oil producing countries in temperate zones were generally not dependent to a
significant degree on receipts from exports of these products. The position
of the United States merited particular attention; while fats and oils exports
were, in the view of representatives of tropical countries, considered to be
of only a marginal importance, the country accounted in 1961 for over one
quarter of the volume of world exports.

69. The Sub-Group noted that in the field of tropical oils and oilseeds
preferential arrangements were more widely applied than to the other groups
of tropical products examined by the Sub-Group. Several representatives.
stressed the often beneficial effects of such preferential systems. The
arrangements had protected the markets concerned from too great an anarchy and
had contributed to the improvement of their marketing systems. A suppression
of this protection at the present stage would, in the view of these
representatives,highly prejudice the less-developed countries concerned through
the decrease in export earnings and the consequential fall in imports necessary
for their further development.

70. The Sub-Group recognized that the existence of preferential outlets, even
if the preferences had no significant price effect, had contributed to the
economic progress of some less-developed countries. Therefore, if a dismantlement
of such preferences could be considered at all, this would have to be
accompanied by appropriate safeguards for exporting less-developed countries.

71. On the other hand some representatives, and in particular representatives
of countries not benefiting from preferential outlets, felt that they were
entitled to expect that the present preferential arrangements would not be
extended or intensified. In this connexion they appealed to the European
Economic Community that everything possible should be done in the near future
in working out the relationship with the States associated with the Community
to place the non-sheltered supplying less-developed countries on an equal
footing with the sheltered countries. They felt that a satisfactory solution
had to be found which would be beneficial to all less-developed countries
supplying tropical oilseeds and oils, and not only to some of them, while
possibly prejudicing others who had important traditional markets in some of
the EEC member States.

72. Some representatives thought that, as many less-developed countries have
a deficit in fats and oils, it might be possible to expand trade in tropical
oils and oilseeds among such countries within a single region as well as
between regions. As regards the system of marketing, it was pointed out that
there might be scope for increased co-operation on a regional basis in this
field, as exemplified by the recent discussions on the marketing of groundnuts
initiated by countries in West Africa.¹

¹ meeting of the principal groundnut producing countries in October 1962
resolved to recommend the establishment of an African Groundnut Council. The
Conference emphasized the necessity for African groundnut exporting countries to
adopt a co-ordinated policy if producers' prices were to be kept at reasonable
levels, and if groundnuts were to maintain their share of the world market in the
face of increasing competition from other oils and fats, notably soyabeans and
soyabean oil.
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73. Certain representatives expressed the view that the existence of
preferences, provided they were not intensified, did not constitute the main
problem confronting less-developed countries in their efforts to maintain
and increase export earnings from tropical oils and oilseeds. They referred
to the post-war developments, brought out in the secretariat's paper, and they
expressed their concern about the growing proportion of international trade
made up by soyabeans and soyabean oil and by animal fats, mainly tallow.
They referred to the expectations expressed in the secretariat's paper that this
proportion would continue to grow to the detriment of tropical oils and seeds.
They noted further that lard and tallow, and fish oils, and to a certain extent
also soyabean oil were by-products, which made them extremely competitive in
price with tropical oils and oilseeds. They repeated that exports of those
products constituted only a marginal proportion of total exports of the
supplying countries (mainly the United States), while on the other hand exports
of tropical oilseeds and oils made up a predominant proportion of the total
exports of many less-developed countries. A solution to the problem
confronting less-developed countries should, therefore, preferably be sought
in efforts to restrain a further increase in production of temperate zone
vegetable oilseeds, mainly soyabeans.

74. Other representatives recognized the problem which the increasing
production and exports of soyabeans and soyabean oil constituted for the.less
developed countries. They pointed out, however, that in spite of the rapid
growth in soyabean exports, exports of tropical oils and oilseeds had continued
to grow. The representative of the United States particularly stressed the
highly efficient production of soyabeans in his country. He emphasized the
fact that there was a growing world demand for protein rich food, for which
soyabeans were extremely suitable. The strong demand for soyabeans and cakes
to a large extent made the soyabean oil a by-product of the cakes on the
world market. He further pointed out that the United States price support
system for soyabeans, which prevented the fall in prices of soyabeans and
soyabean oil below a certain level, had in times of a generally depressed
world market indirectly strengthened that market, which was also to the
benefit of tropical oils and oilseeds exporting countries. He further
pointed out that his Government under its Food for Peace Programme distributed
a considerable amount of soyabean oil to less-developed countries in order to
make up for dietary deficiencies and inadequate fat supply. Such activities
were operated carefully, so as not to disrupt commercial exports of vegetable
oils and oilseeds and they greatly contributed to an improvement of
the nutritional standards in less-developed countries. He further stated that,
although soyabean exports constituted only a minor share of total United States
exports, these exports were very important for improving the United States
balance-of-payments position. Soyabean production further constituted an
important part of the United States farmers' income. In suggesting a solution
to the problems of less-developed countries, these and other relevant factors
had also to be taken into account. A deeper examination of the whole problem
and possible solutions, considered in the context of the immense complexity
of related problems,seemed therefore necessary.
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75. The Sub-Group recognized that a solution to the problem could not be
sought in considering the removal of trade barriers only. Trade policy
was only one aspect of the whole economic policy of a country. The effects
of liberalizing measures in the field of trade policy, among other things,
on domestic agricultural policies had to be taken into account. It was
noted in this connexion that the European Economic Community had not yet
framed its common agricultural policy in respect of animal and vegetable oils
and fats and the hope was expressed that, in working out these policies, the
EEC member States would take into account the predominant importance for
less-developed countries of increasing their exports of tropical oils and
oilseeds unhampered by trade barriers.

76. The relationship to the domestic agricultural policy was also stressed
by the representative of the United States in respect of peanuts. The United
States import restrictions on peanuts under the Agricultural Adjustment Act
were integrally related to agricultural price support for peanuts. This price
support was necessary for the protection of agricultural producers' income in
certain areas of the United States, where alternatives to peanut production
were limited. The removal of import restrictions on peanuts as such would
constitute a change in the agricultural policy and consequently in the price
support programme of the United States. The present price support for peanuts
was accompanied by stringent production controls. It was an open question
whether a removal of the production controls together with the price support
and the import barriers, would not eventually lead to an increase in,United
States production to the detriment of producers in certain tropical countries.
Such a question would need careful consideration.

77. In seeking further possible solutions for increasing export earnings of
less-developed countries, representatives pointedout that in industrialized countries
generally there existed a great amount of protection for national crushing
industries which tended to insulate these industries from outside competition
and greatly hampered diversification of the economies of less-developed countries.
It was felt that in this field there was scope for a fair degree of further
development of less-developed countries and it was considered important that
not only improved access for primary products but also improved access for
further processed products should be afforded. It was also pointed out that
in this field the existing preferential systems had contributed in some cases
to the development of industries in less-developed countries enjoying these
preferences through the granting of free entry for both oilseeds and oils
into the sheltered markets and in some instances through an active government
policy.

78. The representative of the United States put forward certain specific
proposals. In view of the complexity of the problems involved, the Sub-Group
should continue its work and keep the question of tropical oils and oilseeds

under examination. If there existed a general willingness to enter into major
trade negotiations, the possibility of including these products in such
negotiations should be carefully examined. In this connexion he stated that the
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United States was prepared to enter into negotiations on its agricultural
tariffs and might be prepared to use the authority given under the Trade
Expansion Act to negotiate the elimination of tariff duties on tropical oils
and oilseeds not produced in the United States. Furthermore, in respect of
products produced in the United States his Government might be prepared to
negotiate a 50 per cent reduction in the duties,including the tariff on
groundnuts. He pointed out further that, even if quantitative restrictions in
conformity with the GATT were to be maintained, a reduction or elimination
of the tariff would be a significant step forward in view of possibly
increased import opportunities in future. The creation of such opportunities
would largely depend on the successful outcome of possible future international
discussions, on a basis of reciprocity, on internal domestic production and
price policies.

(c) Conclusions

79. (i) The Sub-Group felt that a consideration of the problems confronting
exports of tropical oils and oilseeds was particularly hampered by their
complexity. Although a great amount of agreement existed on certain
aspects of the problems none of these aspects could be considered in
isolation. It was, therefore, not possible at this stage to put forward
proposals for a specific course of action and the Sub-Group felt that
further studies in depth of the problems involved were required.

(ii) There was a general consensus of opinion that the price of tropical
oils and oilseeds was an important matter for the exporting countries.
However, a commodity agreement approach to strengthen the price of these
products would not constitute a solution which would be applicable in
practice because of the immediate substitutability by other tropical
oils, by temperate zone vegetable oils and oilseeds and by animal fats
or fish oils.

(iii) The Sub-Group recognized that, while the removal of preferential
arrangements would have an adverse effect on countries benefiting from
preferences, a solution to the problems referred to above should be
sought which would be satisfactory to all less-developed countries
producing these commodities. If a solution was to be found in terms of
a reduction or elimination of duties and other import barriers, and
hence in a removal of preferences, such a solution had to incorporate
appropriate safeguards for countries depending on preferential arrangements.
An appeal was made that pending a solution along these lines, nothing
should be done to intensify and extend present preferential arrangements
to the prejudice of non-sheltered supplying less-developed countries.

(iv) It was felt that promotion of trade between the less-developed
countries themselves - by inter-regional arrangements or otherwise
might contribute to a solution of the problem.
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(v) A number of representatives suggested that a solution of the
problems would be facilitated if industrialized countries ceased to
differentiate in their import policies between vegetable oilseeds and oils.

(vi) The Sub-Group agreed that developments in production and exports of
temperate zone vegetable oilseeds and oils and of animal fats were of primary
importance to the less-developed countries supplying tropical oilseeds
and oils. The general prospects for exports of tropical oilseeds and
oils did not appear to be favourable. The Sub-Group agreed that
consideration should be given to the question of including the problems
of tropical oils and oilseeds in the framework of general trade
negotiations and in international discussions on internal agricultural
price and production policies.

(vii) It was recommended that industrialized countries, in framing their
agricultural policies should, where these policies affected tropical oils
and oilseeds, duly take into account the predominant importance attached
by less-developed countries to maintaining and increasing their exports
of these products unhampered by trade barriers.



L/1984
Page 25

VI. TEA

80. At its meeting from 3-6 December 1962 the Sub-Group decided that the
secretariat should not undertake a study on tea, although this was without
prejudice to the consideration by the Sub-Group of any problems pertinent to
the trade in tea which any government might wish to bring forward at a later
stage. In giving consideration to this commodity at its present meeting, the
Sub-Group did not consider a more detailed examination or study necessary to
enable it to come to the conclusions set out in paragraph 84 below. The Sub-
Group, therefore, limited itself to a brief exchange of views on this commodity.

(a) Trade problems
81. A number of less-developed producing countries reiterated their proposals
that there should be duty-free entry for tea and that internal charges on tea
should be eliminated.

82. These countries expressed their concern that the proposed EEC common
external tariff on tea would interfere with their efforts to promote larger
exports of tea to the Community. The representative of the EEC pointed out
that States associated with the Community produced only very small quantities
of tea and that the proposed duty should be regarded as being of a primarily
revenue-raising character and as being unlikely to result in any adverse
effects on the exports of non-associated countries. The representative of the
EEC went on to express the view that the solution envisaged as regards tea in
the course of the negotiations in connexion with the United Kingdom's applica-
tion for accession to the EEC might be taken into account in the preparations
for the proposed GATT Trade Negotiations. Reference was also made to the
United Kingdom duty on tea (2d. per lb. or 5 per cent ad valorem) which, it
was maintained by some representatives, constituted a barrier to exports from
non-Commonwealth countries. The United Kingdom representative pointed out,
however, that his country imported half the tea produced in the world and that
recently Indonesia had been able to find a limited market for her teas in the
United Kingdom despite the existence of the small preferential duty. The
representative of Japan stated that his country, which wished to foster its
own tea industry, would for the time being experience difficulty in removing
the existing protection for domestic tea.

83. The representatives of tea-producing countries stressed that, in their
view, internal charges on tea in some European countries were so high as to
act as a major restraint on consumption. The substantial reduction or removal
of these internal charges would give the tea exporting countries the opportunity
for improved access to the European markets concerned and therefore assist
these less-developed countries in securing larger export proceeds. The pro-
ducer countries expressed regret that no indication had been given of any
intention of abolishing these internal charges, and observed that the govern-
ments concerned should find other sources of revenue which did not bear
directly on the primary products of less-developed countries.
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(b) Conclusions

84. (i) There was wide support in the Sub-Group for the proposal for duty-.
free entry for tea and it was agreed to recommend to the Special Group
on Trade in Tropical Products that it should pursue this proposal.

(ii) With respect to internal charges, action could be taken at the GATT
ministerial meeting to which this question had already been referred by
the Special Group.
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VII. TROPICAL TIMBER

85. The Sub-Group decided at its meeting from 3-6 December 1962 that the
secretariat should not undertake a study on tropical timber, although this
was without prejudice to the consideration by the Sub-Group of any problems
relating to trade in tropical timber which any government might wish to bring
forward at a later stage. In giving consideration to this commodity at its
present meeting, the Sub-Group did not consider a more detailed examination
or study necessary to enable it to reach the conclusion set out in para-
graph 88 below. The Sub-Group, therefore, limited itself to a brief exchange
of views on this commodity.

(a) Trade problems

86. The Sub-Group discussed the question of trade in tropical timber, including
the proposal for duty-free entry.

87. The representative of the United States drew attention to the fact that
the United States Trade Expansion Act provided authority which might be used
in the proposed general trade negotiations to eliminate United States duties
on tropical products on items where domestic production was insignificant and
where the EEC were prepared to do the same; such an exercise in regard to
tropical timber would involve no reciprocal concessions on the part of tropical
timber producers. The representative of the EEC expressed the willingness of
the Community to remove its preferential duty on tropical timber provided
other preferential duties affecting tropical timber were simultaneously dis-
mantled. The representative of the United Kingdom wished to draw attention,
in this context, although it had a more general application, to the benefits
conferred by preferential arrangements on at least a significant sector of the
less-developed countries of the world. The representatives of Nigeria and
Ghana stated that, if it were agreed that there should be duty-free entry for
tropical timber, their Governments would be willing to forego the preferences
they enjoy in the Commonwealth on this commodity.

(b) Conclusion

88. There was general support in the Sub-Group for the proposal for duty-free
entry for tropical timber and it was agreed to recommend to the Special Group
on Trade in Tropical Products that it should pursue this proposal.
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COCOA

Note by the Secretariat

I. Introduction

1. From the point of view of growing technique, there is only one species of
cocoa plant, although regional variations in quality of the product exist and
may make for considerable differences in price. In international trade a dis-
tinction is made between ordinary or bulk cocoa (about 90 per cent of the total)
and fine or "flavoured". The latter is used for flavouring and colouring pur-
poses and is normally traded at higher prices than ordinary cocoas. Cocoa
beans are used either for the preparation of paste which, mixed with sugar, is
in turn used for the manufacture of chocolate, or alternatively for the extrac-
tion of butter with powder as a by-product.

2. World trade in raw cocoa is principally conducted in the form of beans,
exported by the producer after fermenting and drying. The quantity of semi-
finished cocoa products (powder, butter) moving in international trade is of
the order of 15 per cent (in terms of beans) of the total volume of cocoa
traded.

3. No fully adequate substitute for cocoa as a flavouring compound has been
discovered. Various partial substitutes for cocoa butter have been used from
time to time when prices have been high. It is understood that there are
practical limits to any substantial increase in this substitute, but no doubt
research will continue and would be stimulated by an era of very high prices.
There are indirect substitutes for cocoa of many kinds; even milk powder,
nuts and raisins are indirect substitutes in that they can be used partially
to replace cocoa and cocoa butter in chocolate. There is also the competition
that cocoa and chocolate encounter from other drinks and sweetmeats.

II. World Production and Trade

4.. Production of cocoa is predominantly concentrated in West Africa and
Latin America. Of a total production of cocoa beans in 1960/61 amounting to
about 1.2 million tons, three quarters were produced in Africa and practically
all the remainder in Latin America. The "flavoured" cocoas are produced mainly
in the northern parts of Central America, in the West Indies, in Indonesia,
Ceylon, and Sao Tomé and Principe.

5. Four fifths of world output of cocoa were accounted for by the six pro-
ducing countries named in Table 1.

6. The main exporters of cocoa beans are Ghana, Nigeria, Brazil, Ivory Coast,
Cameroun and Ecuador, in that order. In 1961 they accounted for about 88 per
cent of total exports. Other countries of some importance in trade are the
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Dominican Republic, Costa Rica, Venezuela, Sao Tomé and Principe, Spanish
Equatorial Region, and Togo. The countries and territories associated with
the EEC accounted for about 17 per cent of the total, and the Commonwealth
countries for over one half.

TABLE 1

Structure of World Cocoa Bean Production (1960/61)
and Exports (1961)

('000 metric tons and percentages)

Production 1960/61 Exports 1961

'000 m.t. % of world '000 m.t. % of world
total total

World total

Africa

Ghana
Nigeria
Ivory Coast
Cameroun
Other

Latin America

Brazil
Ecuador
Other

Other Areas

1164

865.1

4,39.0
189.2
93.6
74.0
69.3

280.3

122.0
41.8

116.5

18.6

100.0

74.3

37.7
16.2
8.0
6.4
6.0

24.1

10.5
3.6
10.0

1.6

1003.8

800.6

411.8
186.9
88.5
58.3
55.1

187.0

104.2
32.4
50.4

100.0

79.8

41.0
18.6
8.8
5.8
5.6

18.0
10.4
3.2
5.0

16.2

Source: FAO, Cocoa Statistics, January 1963.

7. In a number of cocoa producing countries there is an important export
trade also in processed cocoa products, although the major share of these
exports originates in Western Europe, mainly in the Netherlands. Cocoa butter
is exported in increasing quantities in particular by Brazil (which accounts
for nearly one quarter of total world exports), but also by Cameroun, Ghana,
the Dominican Republic and to a smaller extent by Jamaica and Trinidad. Of
the cocoa-growing countries only Brazil exports a small amount of cocoa powder.
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8. The principal importing areas for cocoa beans are Western Europe, which
in 1961 took about 52 per cent of the total quantity traded internationally,
while the United States took about 34 per cent, and Eastern Europe and USSR
about 6 per cent. The remaining 8 per cent was imported principally by
Canada, Japan, Oceania, Argentina, Colombia and South Africa. It may be added
that in Western Europe, three countries, i.e. the Federal Republic of Germany, the
Netherlands and the United Kingdom, together took nearly two thirds of the total
quantity imported into that area.

9. There are some re-exports of cocoa beans, mainly by the United Kingdom,
United States, USSR and Spain, the quantity corresponding to about 2 per cent
of the total trade in beans.

TABLE 2

Principal Import Markets for Cocoa Beans in 1961

'000 m.t. % of world
total

Total 1013 100.0

Western Europe 523 51.6
(of which EEC) (344) (33.9)
United States 348 34.3

Canada 15 1.5

Eastern Europe, USSR 65. 6.4
Asia 21 2.1
(of which Japan) (15) (1.5)

Oceania 19 1.9

Latin America 17 1.7

Others 5 0.5

Source: FAO, Cocoa Statistics.

10. Table 3 shows the 1961 structure of imports of cocoa beans in eight
countries which together accounted for almost 80 per cent of world imports. For
each importing country, the percentage shares of the various suppliers in total
imports are shown.
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TABLE 3

Shares of Various Suppliers in Total Imports
of Cocoa Beans of Selected Importers, 1961

from into FRANCE LUXEM- NETER- GERMANY ITALY EEC UK USA

Ivory Coast 55.7 - 10.4 5.3 5.3 15.4 1.3 7.6

Cameroun 21.8 - 24.9 6.4 10.0 15.0 1.8 2.5

Asstd. countries 86.0 34.7 39.0 13.1 16.1 35.1 10.2

Ghana 6.1 24.5 21.6 48.0 42.2 30.8 43.0 39.0

Nigeria 5.2 1.4 21.0 19.3 28.1 17.6 43.8 19.2

Total
Commonwealth 12.8 34.7 46.5 69.0 71.9 51.1 96.1 59.9

Brazil 0.3 8.2 4.6 12.5 4.4 6.9 0.3 14.3

latin America 0.9 23.8 5.4 16.6 10.6 10.0 0.7 27.9

Other 0.3 6.8 9.1 1.3 1.4 3.8 - 2.0

Total Quantity 59.2 14.7 109.1 125.5 36.0 344.5 93.0 347.8
(1000 tons)

¹Including Togo.

Source: GATT document W(62)1.

11. The countries of the EEC took in 1961 about 35 per cent of their combined
imports of cocoa beans from sheltered suppliers, i.e. the associated countries
and territories, or more than 70 per cent of the latter's exports; in comparison
with 1957-58 there was no change in the share of the associated countries in
EEC's imports. Ghana and Nigeria on the other hand increased their combined
share in the EEC market from 44 to 48 per cent between 1957-58 and 1961, whereas
Brazil suffered a decline, from about 11½ to 7 per cent, because of declining
production owing to drought. The market share of other suppliers remained
stable at about 10 per cent.

12. Ghana and Nigeria which have sheltered access to the United Kingdom
market supply around 90 per cent of its needs. While they thus dominate
the United Kingdom market, they actually export more cocoa to the United
States and to the EEC.
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13. It may also be noted that non-Commonwealth suppliers, e.g. Ivory Coast,
Cameroun and Brazil, have recently been able to expand their, exports to the
United Kingdom, although the quantities involved are small.

14. Per caput consumption of cocoa (and products in terms of beans) varies
greatly between different areas and countries. The average for Western Europe
as a whole in 1961 was 1.36 kg. per person, for North America 1.70 and Oceania
1.59 kg. In South American importing countries the figure was no higher than
0.25 kg., the same as in Eastern Europe and USSR, while in Asia and Africa
annual consumption was still lower. The following are the figures for 1961
for some principal importing countries. Further details are found in the
table annexed to this note.

TABLE 4

Per Caput Consumption in Selected Importing Countries in 1961
(kg. per annum, bean equivalent)

France 1.26 Sweden 1.54

Germany (Fed. 2.17 Switzerland 3.20
Rep. of)

Netherlands 2.56 United States 1.74

Belgium-
Luxemburg 2.03 Canada i.64

Italy 0.43 Australia 1.52

United Kingdom 1.93 Japan 0.20

III. Developments in Production, Exports, Imports, Prices and Consumption

(a) Production

15. The total quantity of cocoa bean production increased from an average of
about 775,000 tons in the first half of the 1950's to 1,145,000 tons in 1960/61-
1961/62. Of the increase amounting to 370,000 tons, 195,000 tons were
contributed by Ghana and 90,000 tons by Nigeria, the remaining 95,000 tons
being shared mainly by Ecuador, Cameroun and the Ivory Coast. Brazil's
production expanded up to 1959/60, reaching 199,000 tons in that season, but
fell considerably short of this level in the following two years

16. The general upward movement in world cocoa production was interrupted in
1957/58. After successive increases in the three following years, there was
no further expansion in 1961/62, and the latest estimates available (January 1963)
point to a 1962/63 volume inferior to that of the two preceding years' average.
The trend of production in main areas is shown in Table 5 below, giving annual
averages for three periods in thousand metric tons and percentages:
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TABLE 5

Production of Cocoa by Main Regions

(annual averages)

1951/52 1955/56 1957/58 1958/59 1960/61 1961/62
1000 % of 1000 % of 1000 % of
m.t. total m.t. total m.t. total

Latin America 273.0 35.2 312.3 37.4 278.5 24.3

Africa 491.6 63.5 508.6 60.8 846.2 73.9
Others 10.1 1.3 14.9 1.8 20.7 1.8

Total 774.7 100.0 835.8 100.0 1145.4 100.0

Source : FAO, Cocoa Statistics

17. Two key factors were behind the important expansion in African cocoa pro-
duction over the past years. The first is the considerable amount of new
plantings with high-yielding varieties undertaken in the early fifties, in par-
ticular in West Africa. Part of these trees have reached bearing age, and though
allowance has to be made for senility, disease and uprooting of old trees,
these new plantings or replantings in Ghana, Nigeria, Ivory Coast and Cameroun
might raise production further in the near future.

18. The second factor of importance in this connexion are the improved
cultivation practices applied in many countries. Measures towards elimination
of pest and disease were put into extensive use in West Africa, in particular
in Ghana and Nigeria. In Ghana, large-scale spraying campaigns sponsored by
the Government in the last few years helped to bring back into production vast
areas where the effect of new plantings would otherwise have been considerably
reduced owing to various diseases. In Nigeria, the contribution of disease
control in increasing production probably exceeded that of new plantings.

19. In Latin America, the only substantial increasesin production occurred in
Brazil and Ecuador. Slight advances in some of the other countries were off-
set by declines elsewhere, and though some further rise is likely in Ecuador
and probably also in Jamaica and Trinidad, total production in Latin America
outside Brazil may show only moderate further growth. The reasons why pro-
duction in the area did not increase more during the 1950's are related to the
comparatively high costs, resulting partly from low yields, which made pro-
duction, and especially new plantings, less profitable than in.Africa. This,
however, does not apply to Brazil where costs are low and where cocoa growing
has been quite profitable at the prices farmers received from the Government.
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20. A period of favourable cocoa prices may stimulate new plantings (as
happened in the price boom of the early 'fifties) and production will subsequently
rise. The process is not easily reversed when prices begin to decline, on
account of the characteristics of cocoa as a tree crop. However, prices paid
to producers may influence the growers' capacity to purchase and use insec-
ticides etc, which in turn will manifest itself in the size of subsequent
crops.

21. In comparison with stocks kept in the major importing countries, those
held in the producing countries are usually small. In the recent period of
declining prices cocoa stocks in consuming countries have been added to. From
a level of about 200,000 tons in 1958 the stocks rose to about 330,000 tons in
1960 and to about 450,000 tons in 1961. In 1962 when a better supply-demand
balance was achieved, only a minor further increase occurred. The quantity in
stock at the end of the year, some 460,000 tons, is equivalent toabout 5 months'
supply and represents a post-war record level.

(b) Trade

22. Trade in cocoa beans, which in the first half of the 1950's was only
slightly larger in volume than before the war, thereafter expanded sharply.
An interruption of the trend occurred in 1958-59 owing to crop failure in the
1957/58 season, but the upward movement resumed in the following years permitted
the figure of 1 million tons for the first time to be exceeded in 1961.

23. As is seen from Table 6, most of the recent substantial increase in
exports occurred in West Africa.

TABIE 6

Exports of Cocoa Beans, by Regions and Main Countries.

(annual averages)

1952-56 1958-59 1960-61
%of % of % of1000m.t. 1000 m.t. total total

total total total

Africa 491.5 70.3 500.8 72.0 726.7 76.5

Ghana 224.2 32.1 227.4 32.7 359.8 37.8
Nigeria 106.3 15.2 117.1 16.9 171.6 18.1

Latin America 199.3 28.5 182.1 26.2 209.6 22.0

Brazil 107.1 13.3 91.5 13.1 114.8 12.1

Other Areas 8.1 1.2 12.2 1.8 14.3 1.5

Total 698.9 100.0 695.1 100.0 950.6 100.0

Source: FAO, Cocoa Statistics.
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24. Along with the growth of trade in cocoa beans, trade in cocoa products
has also expanded. The volume of cocoa powder and butter traded internationally
roughly doubled from 1952-56 to 1960-61, reaching a total of about 150,000 tons
in terms of beans, As stated above, however, only Brazil among the cocoa-
growing countries has a major share in this market.

(c) Prices

25. The price formation in the world cocoa market depends essentially on
expectations as regards the forthcoming crop, estimates of consumption, and on
the level of stocks. Cocoa production estimates are, in the absence of
reliable statistics on tree numbers, plantings, etc. in producing countries,
known to be erratic. An examination of past forecasts show that final produc-
tion figures often differ greatly from estimates made at the beginning of the
crop year. For this reason speculative forces in terminal markets have a
strong influence on prices which tend to fluctuate widely from month to month.

26. The year-to-year movement of cocoa prices during the last twelve years, as
reflected by annual averages of market quotations, is marked by a peak in 1954,
a drop by more than one half in the course of the following two years culminating
in a very substantial recovery by 1958. From that year, however, prices have
shown an uninterrupted decline, and stood at 20 to 30 per cent below the 1950
level in 1962. During recent months, however, there has been some strengthening
of prices.

27. The substantial declines in import prices for cocoa beans do not seem to
have translated themselves into corresponding movements in internal prices for
intermediate products; the internal prices of cocoa powder (between 1958 and
1961) even rose, e.g. in France, Switzerland and the Netherlands and fell but
little (by about 2 per cent) in the Federal Republic of Germany. The same
picture emerges if a comparison of 1961 prices is made with those preceding the
peak year of 1958. Information available on prices of certain cocoa manufac-
tures, i.e. usually chocolate bars, in some main consuming countries shows,
with few exceptions, that these prices remained usually unchanged or even rose
(e.g. in the Federal Republic of Germany). This tendency may be partly
explained by changes in consumers taste; cocoa seems to be losing ground to
other ingredients with the result that the amount of cocoa per unit of chocolate
product decreases and the price of raw cocoa becomes less important as a
determinant of product prices, at the same time as consumption of raw cocoa
increases more slowly than consumption of manufactures. Earlier studies have
shown that the use of cocoa per unit of product decreases when its price goes up.

28. The average unit value of the cocoa exports of tne six leading exporters
combined (Ghana, Nigeria, Brazil, Ivory Coast, Cameroun and Ecuador) declined
from 74 cents per kg. in 1959, to 59 cents in 1960 and to 46 cents in 1961.
The differences between countries were only minor. In 1961, the export unit
value of Cameroun and the Ivory Coast were 43 and 45 cents per kg. respectively,
of Brazil 44 cents, and of Ecuador, Ghana and Nigeria 47-48 cents.
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29.. An examination of price data relating to imports into main consuming
countries from different suppliers has shown no evidence that exports from
sheltered or preferential suppliers have occurred at higher prices in
the markets where they enjoy shelter, than cocoa imported into those markets
from other countries. Thus in 1960-61 cocoa from Ghana imported into France
and the Netherlands had a slightly higher unit value than cocoa coming either
from the Ivory Coast or Cameroun. Imports by the United Kingdom from Ghana and
Nigeria took place at prices comparable to those applying to other imports by
that country.

(d) Consumption

30. Western Europe, North America Oceania and Japan account for over four
fifths of total cocoa consumption. In all these areas per caput consumption
declined temporarily in 1958 or 1959 when prices of cocoa beans were high,
but rose appreciably in 1960 and 1961. 2Comparing 1960-61 with 1953-55, the
increase in the whole of Western Europe was more rapid than in North America.
In Western Europe per caput consumption in 1961 was over 30 per cent higher
than before the war and a quarter larger than at the beginning of the 1950's.
Most countries participated in the expansion during the last decade, with the
principal exception of the United Kingdom, where the overall tendency was
weakening (though the increase also here was large in 1958-61).

31. In contrast to developments in Western Europe, per caput intake in the
United States, which consumes about 30 per cent of the world total, though
rising sharply in 1961, was still below the pre-war level and also lower than
in the early 1950's. Adverse publicity and sharp competition from other sweets
and foods may partly explain this phenomenon.3 Consumption in Japan is still
much lower than, for instance, that of the countries in Southern Europe, but
is increasing rapidly.

Expressed as cocoa beans and cocoa products in terms of beans. This
concept differs somewhat from consumption in terms of grindings.

See table annexed to this note.

3propaganda on the dangers of excess weight and the detrimental effects
of chocolate consumption on teeth, particularly among children, is considered
to have had an appreciable effect on consumption in the United States. Another
importantfacter in this connexion is the shertagoand high priceof cocoa around
1954, when the American chocolate industry reduced the use of cocoa per unit
of product, at the same time launching intensive research to develop cocoa
substitutes. There resulted a general lowering of the quality of chocolate
products with adverse effects on consumer taste and demand. More recently,
efforts have been made to improve quality and cocoa consumption is promoted
through large-scale advertising campaigns.
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32. In the importing areas in South America, Africa and Asia (other than
Japan), both per caput and total consumption have stagnated or declined,
and even in cocoa-producing countries consumption has on the whole moved
only very little. There are a few examples in these regions of
even quite spectacular relative increases in cocoa consumption, especially in
certain countries in the Middle East and Central America, but it seems to be
generally true that cocoa consumption in countries with per capita income
below a certain level is negligible. In any case, consumption in all these
areas is too small to have a significant importance on the world cocoa market.

33. Rapid progress in consumption is, on the other hand, registered in
Eastern Europe and the USSR. Though the per caput figure for this whole
region is only about one fifth of the Western European average, it has
doubled since 1953-55. The total quantity consumed rose from 36,000 tons
in that period to 78,000 tons in 1961 and is thus an important, though
unevenly expanding outlet for cocoa exporters.

34. A summary of the trend in cocoa bean consumption (grindings) is given in
table 7.

TABLE 7

Consumption of Cocoa Beans (Grindings)
by Areas, Selected Yearly Averages
(thousand tons and per cent of total)

1955-56 1958-59 1960-61
% of % of % of

1000 m.t. total 1000 m.t. total 1000 m.t. total

Western Europe 368.0 48.4 399.1 47.3 464.8 47.8
EEC 206.5 247.1 307. 4

North America 234.8 30.9 220.0 26.1 245.4 25.2
United States 221.4 207.0 221.9

East Europe & USSR 33.5 4.4 55.5 6.6 75.3 7.8
Oceania 10.7 1.4 12.8 1.5 14.9 1.5
Asia 8.4 1.1 13.3 1.6 20.6 2.1

Japan 3.6 6.6 11.9
Rest 104.8 13.8 142.3 16.9 151.1 15.6

Total 760.2 100.0 843.0 100.0 972.1 100.0

Source: FAO, Cocoa Statistics
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35. As regards the factors determining cocoa per caput consumption, various
demand studies agree that the response to increases in income is low in the high
income areas. The response of demand for cocoa grindings to price changes
however is somewhat greater. Final demand for grindings in a country depends
largely on consumers' response to changes in the price of chocolate products.
However, at the manufacturing stage, grindings are correlated with the
price of cocoa beans relative to synthetic cocoa butter¹, as well as to the
price of other ingredients, such as sugar and milk, nuts, etc. This is of
some importance since the amount of raw cocoa per unit of final product can be
varied within fairly wide limits. In addition to income and price, numerous
other circumstances have an influence on cocoa consumption: changes in habit
and taste, favourable or unfavorable dietary propaganda, advertising, weather
conditions and even changes in the age structure of the population.2

IV. Importance of Cocoa Exports to Economies of ProducingCountries

36. The level of cocoa prices is of great importance for a number of
countries depending for a large share of their earnings on these exports.
In Ghana, the world's largest producer, the share of cocoa in total exports
represented nearly 60 per cent in 1960, in those of Cameroun and Togo over
30 per cent, in Nigeria, Ivory Coast and Ecuador over 20 per cent, and in
Brazil about 4 per cent.

37. However, the wide fluctations in cocoa prices during the past decade
have had strong repercussions on export revenues. In particular, the
decline in prices in the past few years has caused a reduction in earnings
as illustrated by the experiences of the six reading exporting countries,
Ghana, Nigeria, Brazil, Ivory Coast, Cameroun and Ecuador, which in 1961
accounted for close to 90 per cent of the total. The changes in the
aggregate value, quantity and price (unit value) of their combined exports
are shown in Table 8.

TABLE 8

Value. Quantity and Unit Value of Cocoa Exports
of Six Countries (Combined), 1959-61

% change:
1959 1960 1961 1959 to 1960 1960 to 1961

Value, million $ 462 442 409 - 4.3 - 7.5

Quantity, '000 tons 622 747 881 + 20.0 + 17.9

Export price, cents/kg. .74 .59 .46 - 20.2 - 21.6

It may be noted that in certain countries, for instance the Federal
Republic of Germany, France and Austria, the use of cocoa butter substitutess in
chocolate manufacturing is prohibited.

2
Though the rise in cocoa consumption follows the increase in population,

it may be influenced by the proportion of children in total population.
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38. Increases in quantities exported in both years were accompanied by price
declines of roughly the same order, and export values diminished. Ghana
exported in 1961 a record quantity of 412,000 tons, i.e. about 158,000 tons or
62 per cent more than 1959, yet there was practically no change in revenue
between these years owing to a 58 per cent decline in the average export price.
In the other five countries included in the calculation the price declines
which each of them suffered between 1959 and 1961 were sufficiently large to
offset the advantage of bigger quantities and all export values were consequently
reduced.

V. Prospects
39. Production of cocoa is likely to continue in its moderately upward trend
in coming years, mainly as a result of new plantings or replantings that have
taken place in Ghana, Nigeria, Ivory Coast and Cameroun, and of improved pest
and disease control. In Latin America, only Brazil is expected to contribute
significantly to an increase in the area's total production. For the rest of
the area as a whole, only a slight rise is foreseen, although some increases
are likely to occur in Ecuador and probably also in Jamaica and Trinidad. The
relative share of West Africa may thus increase somewhat at the expense of
Latin America outside Brazil.

40. Unpredictable short-term factors such as weather and disease, which are
liable to provoke considerable fluctuations in cocoa output even to the extent
of affecting the trend, make production forecasts risky. Duly stressing these
risks, the FAO has estimated that by 1970 output might fall within a range of
1.25 to 1.50 million tons per annum.

41. As regards world demand for cocoa, a further estimate by the FAO expects
1970 world demand for grindings (excluding Eastern Europe and the USSR) to reach
a level of 1.10 to 1.25 million tons annually, depending, however, to some
extent on the price development of cocoa beans. Compared with 1960, this
implies an average annual increase of 2.9 to 4.7 per cent in the period. It will be
noted that the range for 1970 consumption (excluding Eastern Europe and the
USSR) lies just below the range forecast for world output.

42. Estimates of future consumption in Eastern Europe, where imports, influenced
as they are by policy considerations, have in the past shown wide fluctuations
within a generally upward trend, are fraught with uncertainty.2 The FAO
consider,however, that an import volume of 200,000 to 250,000 tons by 1970
might be envisaged. (It may be worth noting that this estimate implies that the
present per caput consumption in the area (250 grammes) would be doubled; it
would then still be less than one half the present Western European average.)

Source: FAO Commodity Review 1962, Special Supplement "Agricultural
Commodities Projections for 1970".

2For example, imports into this area which reached a peak of 100,000 tons
in 1960 dropped by about one third the following year, due mainly to a
38,000 ton reduction in USSR imports.

3Source: FAO Commodity Review 1962, Special Supplement "Agricultural
Commodities, Projections for 1970".



L/1984
Page 42

43. The gap between the trends in production and consumption would thus not
seem to present insuperable difficulties in the future. According to a recent
FAO estimate, world consumption in 1963 is likely to exceed current production
for the first time in five years. The present situation seems to indicate that
the cocoa market has entered a new phase where current consumption has caught
up with supply. This may result in better prices for producers and have a
beneficial effect on export earnings.

44. The coming into force of an International Cocoa Agreement, based on
export quotas, may have a powerful stabilizing effect on the market also in
the long run.

45. Moreover, prospects exist in many parts of the world for increases in con-
sumption beyond present levels. Consumption in high-income countries is kept
down not so much by duties or restrictions on raw cocoa, as by heavy internal
taxes and charges on cocoa products and on the final chocolate manufactures,
the demand for which largely determines consumption of cocoa beans. These
barriers will be briefly described in the next section.

VI. Barriers to Trade and the Effects of Their Removal

Barriers to trade

46. Imports of cocoa beans are free from quantitative restrictions in most
importing countries. This is generally true also with respect to cocoa powder,
butter and paste. Cocoa beans as well as products are restricted in
New Zealand and South Africa.

47. Import duties on cocoa beans are nil, for instance in the United States,
Denmark, Austria and South Africa. In most other countries these duties
usually do not exceed the level of 5 per cent ad valorem. In the United
Kingdom a substantial reduction of the duty on cocoa beans was put into effect
in April 1962. The ad valorem equivalent thus became reduced from approximately
6.8 per cent to 1.3 per cent. Among other important changes should be mentioned
the reduction from 20 to 5 per cent, put into effect in Japan in 1961. This
measure may have had a substantial effect on consumption.2

48. Compared with beans, the duties on cocoa products are usually much higher.
For instance the common tariff of the EEC includes duties on butter, powder and
paste ranging from 22 to 27 per cent. The common external tariff on beans
stands at 9 per cent although it has been reported that this rate might be
reduced by 40 per cent.

1See Annex II for summary of agreement.

2Cocoa grindings in Japan amounted to 9,400 tons in 1960, and rose to
20,000 tons in 1962.
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49. Preferential tariffs on cocoa beans and products are at present applied
within the Commonwealth and by the EEC countries. The former margin does not
appear to be of great importance. In the United Kingdom, for instance, where
the new preferential duty is nil, the margin is thus only a little over 1 per
cent. The current preference within the EEC tariff provisions is somewhat
larger. Benelux, Italy and France apply a zero tariff to imports from
associated countries and rates of 2.7, 2.7 and 3.0 per cent respectively, to
imports from third countries. In the Federal Republic of Germany, the rate
for associated countries is 6.5 per cent and for third countries 9 per cent.
It does not seem, however, that the pattern of cocoa trade has so far been
significantly affected by preferential arrangements.

50. Several countries resort to various internal revenue and fiscal charges
on cocoa beans, and the use of internal taxes and charges on cocoa products.
(butter, paste, powder) is also a widespread practice. In addition, consump-
tion taxes on chocolate manufacutres are imposed in several countries. The
reduction in import duty on cocoa beans in the United Kingdom in 1962 (referred
to above), was accompanied by the introduction of a 15 per consumption tax
on chocolate products. In this connexion, it may be pointed to the fact that
processing and marketing charges make up a much larger proportion of the
retail price for cocoa than for coffee. According to studies made by the FAO¹,
the average Western European retail price for cocoa in 1961 was composed as
follows: c.i.f. import value 15 per cent, duties and internal taxes 9 per
cent and processing and marketing charges 76 per cent. (The last mentioned
proportion for coffee was 43 per cent.) As regards import duties, their share
in the retail price was of little significance, ranging from 1 per cent or
less in France, the Federal Republic of Germany, the United Kingdom, the
Netherlands and Italy, to 3 per cent in Austria and 6 per cent in Switzerland.
The importance of internal taxes was much more marked.

Effects of a removal of barriers to trade on consumption

51. As mentioned above, imports of cocoa beans are free from quantitative
restrictions in most importing countries, and the aboliton of the remaining
ones is therefore not likely to have any important effect on the volume of
world consumption.

¹Monthly Bulletin of Agricultural Economics and Statistics, December 1962.
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52. While the effect on consumption of the removal of duties would only be
slight, the effect of the abolition of internal taxes would be of some
importance. According to a statement made by the representative of the FAO in
Committee III in May 1962 (document COM.III/84), the removal of taxes on cocoa
in high and medium income countries would result in an increase in consumption
of perhaps 40 - 60,000 tons per year (i.e. 4-6 per cent of total 1961. world
exports). At 1961 average world export prices this would mean a total f.o.b.
value of $18-27 million.

VII. Conclusions

53. The following seem to be the salient features suggested by the foregoing
analysis:

(i) the world cocoa economy has entered a phase where supply and demand
are better balanced than in earlier years and prices have become more stable,
albeit at a low level compared with the peaks recorded during the past decade;

(ii) production will go on increasing unless disturbed by adverse weather
or widespread pests, and consumption should also expand except if there is a
strong and prolonged rise in prices which could lead to an expanding use of
direct and indirect cocoa substitutes. FAO projections indicate that by 1970
consumption would fall within or near the range of estimated production
(i.e. implying an annual average growth of 3 to 4 per cent in consumption).

(iii) the recent decline in raw cocoa prices has, generally speaking, not
been reflected in significantly lower prices for cocoa products or chocolate
manufactures. This partly reflects the high proportion of processing and
marketing charges in the retail price;
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(iv) while duties and import restrictions on cocoa beans do not present
serious difficulties to trade, duties on cocoa products (exported also by cocoa
producing countries) are in several countries disproportionately high. In
combination with internal charges, which exist also on beans, they contribute
to raising the retail price of chocolate manufactures. The consumption of
finished chocolate manufactures themselves is, in many cases, hampered by high
taxes, a factor which has a limiting effect on the demand for cocoa beans and
products;

(v) preferential tariff margins on cocoa beans appear not to have had
any significant effect on the pattern of trade so far. However, the
introduction of a preferential tariff by the EEC may have a future effect
although the extent of its effect cannot be foreseen. While the common
external tariff on cocoa may in fact eventually be reduced from the level
fixed originally, even a lower preferential margin may have some effect on
producers who had previously traded without a "sheltered" position of this
kind;

(vi) exports of cocoa beans from countries benefiting from a "sheltered"
position have recently occurred at prices comparable to those obtained by
other exporters (see paragraph 28 above);

(vii) although cocoa producers, some of whome are dependent for a large
part of their total revenue on these exports, have on the whole been able to
expand the volume of exports in response to higher consumption, they have
suffered a decline in their export earnings owing to the falling trend of
prices;

(viii) although import duties and internal taxes on cocoa beans are of
relatively little importance in the retail price, compared with processing
and marketing charges, the abolition of duties and taxes is likely to lead to
some increase in cocoa imports. The removal of these obstacles in all high
and medium-income countries would probably raise total imports of cocoa
beans by about 4-6 per cent above the 1961 level.
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ANNEX I

Consumption of Cocoa Beans (Including- Products in Terms of Beans)
Kgs Per Casut in Selected Countries and Regions

1953-55 1956-58 1957
Germany, Fed. Rep. of
Netherlands
United Kingdom
France
Italy
Switzerland
Belgium-Luxemburg
Austria
Sweden
Norway
Denmark
Spain

Western Europe
Total '000 tons

United States
Canada

North America
Total '000 tans

USSR
Czechoslovakia
Poland

Eastern Europe
Total '000 tons

Australia
New Zealand

Oceania
Total '000 tons

1.52 1.93 2.11 1.73 1.80 2.02
1.94 2.22 2.63 1.90
2.14 1.90 2.02 1.85
0.97 1.20 1.34 1.12

0.36
2.93
1.84

0.41
3.11
1.88

0.29
2.78
1.81

0.30
2.65
1.66
0.99 1.43 1.51 1.43
1.12 1.37 1.44 1.30
1.10 1.11 1.06 1.08

1.90
1.62
1.03
0.33
2.95
1.78
1.61
1.31
1.12

0.91 1.20 1.33 1.14 1.07
0.48 0.62 0.70 0.65 0.67
l. 09 1.21 1.32 1.14 1.12
336 385 420 364 361
1.53
1.64
1.55
274

1.60
1.58
1.60
301

1.69
1.65
1.69
317

0.10 0.10 0.10
0.43 0.70 0.63
0.15 0.25 0.22
0.13 0.16
36 49

0.16
49

1.12 1.17 1.14
1.57 1.36 1.32

1.47
1.59
1.48
285
0.10
0.65
0.31
0.18
54

1.26
1.25

1.20 1.21 1.17 1.26
13 14 14 15

1.56
1.60
1.56
305
0.14
0.73
0.28
0.23
71

1.97
1.81
1.16
0.42
3.04
2.25
1.73
1.40
1.30
1.46
0.69
1.25
408

1.59
1.57
1.59

316

0.14
0.98
0.34
0.25
78

1.34 1.40
1.61 1.77
1.39 1.47 1.59

17 18 20

Japan
Asia (importers)
Total '000 tons

(Japan)
South America (importers
Total '000 tons

Africa (importers)
Total '000 tons

0.07 0.08 0.10 0.09 0.11
0.02 0.02 0.02 0.03 0.03

10 12 13 13 15
(6) (8) (9) (8) (10)

¹)

0.14
0.03
19

(13)
0.35 0.32 0.30 0.36 0.20 0.22

9 9 9 11 6 7
0.07 0.08 0.070. 07

7 8 8 8

0.20
0.04
26

(19)
0.25

8

All importing countries 0.44 0.48 0.51 0.48 0.49 0.53 0.57
Total '000 tons 690 780 831 751 785 858 945
All producing countries 0.18 0.20 0.21 0.19 0.18 0.17 0.18
Total '000 tons 63 72 79 66 65 64 68
WORLD 0.39 0.42 0.45 0.42 0.43 0.46 0.50
Total '000 tons (adjusted) 755 855 915 823 855 927 1018

¹Mainly Argentina, Chile, Uruguay.
Source: FAO documents CCP/Cocoa/61/7 and 62/4

2.17
2.56
1.93
1.26
0.43
3.20
2.03
2.00
1.54
1.64
1.66
0.72
1.36
447
1.74
1.64
1.70
348

1.52
1.87

0.08 0.08 0.08
8 9 10

1958 1950 1960 1961
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ANNEXII

Draft International Cocoa Agreement

A text for an agreement was first drawn up by a Committee of Experts of
the FAO Cocoa Study Group in June 1961. The draft, based on an export quota
type of agreement, has subsequently been the subject of numerous changes and
amendments. A thoroughly revised version, including in particular a quota
system based on sales by exporting countries is to be examined by a plenary
session of the Study Group scheduled for end March 1963. A final draft
agreement will then be prepared for submission to a United Nations negotiating
conference which it is proposed to convoke later in the year.

Among its main provisions the draft agreement includes basic quotas fixed
for each exporting member country, calculated by taking its highest sales
during the last three years. A governing body, the Council, may in any quota
year decide to introduce annual sales quotas which would amount to a uniform
percentage of the basic quota for each country. The decision as to whether
quotas should be applied would be taken by the Council before 1 October each
year on the basis of a review of the market situation and the prospects for the
coming year, in particular with respect to import requirements of importers,
supplies likely to be available for sale in exporting countries, and the level
of prices as reflected by a world market price indicator, to be agreed upon.

The mechanism for introduction or removal of quotas consists of a price
range stated in the agreement, within which the Council would make every effort
to keep the price of cocoa. Within these extreme limits there would be an
inner range (a certain agreed percentage above the lower and below the higher
limit stated in the agreement) within which the Council would have a certain
freedom of action as regards the introduction or removal of, and change in,
quotas. In establishing sales quotas the quantity of cocoa beans processed
in the exporting countries would be observed. On the other hand, it has been
proposed that small exporting countries, whose exports would have practically
no effect on total supplies, should be excluded from the quota provisions,
and also that exports of flavour cocoa need not be restricted.

Among other subjects which have received particular attention during the
preparatory work should be mentioned the possibility of production
controls if stocks held by producers reach excessive levels, provisions for the
disposal of stocks when prices reach the maximum of the range stated in the
agreement, and the obligation of members to promote maximum increases in
consumption. The latter would include an undertaking by importing members to
remove various obstacles to imports likely tc hamper the growth of consumption,
in particular customs duties, internal taxes and fiscal charges, and other
administrative measures.

In addition to the Council already mentioned, the draft agreement provides
for the setting up of an International Cocoa Organization, and the establishment
of an International Cocoa Fund for the promotion of consumption and for
assistance to producers to hold stocks in excess of sales quotas.
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Note by the Secretariat

I. Introduction

1. The two most widely grown species of coffee are Arabica and Robusta.
Arabica, which is relatiely sensitive to extremes of temperature and climate,
is produced mainly in n America but also in several African countries,
particularly those with higher altitudes. Arabica's flavour is considered
to be generally softer and milder than that of Robusta, which is grown largely
in low areas in Africa and Asia, and which lends itself particularly to the
production of soluble coffees.

II. World Production and Trade

(a) Production

2. Before the last war, coffee production was largely concentrated in
Latin America which (as shown in table 1) produced nearly nine tenths of
world output, which then totalled something under 2½ million tons. Asia
produced about 6½per cent, while the share of Africa was below 6 per cent.
The situation today is considerably different. Not only is total world
production 85 per cent bigger than in pre-war years, but, due to the
different rates at which it grew in different areas, changes have also
taken place in the share of each region. In particular, new major producers
have emerged in Africa, adding to the number of traditional producing
countries in Latin America, and have expanded output at extremely high
rates. Table 1 shows also the present geographic distribution of pro-
duction; of a total of just under 4½ million tons produced in the world
in 1961, Latin America accounted for less than four fifths, Brazil alone,
however, still contributing over one half and Colombia more than one
tenth of the world total. The share of the African countries was 18 per
cent, the remaining 4 per cent being accounted for by the rest of the
world.

¹The present paper refers to coffee in the green state.
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TABLE 1

Structure of World Coffee Production and Exports,
in 1934-38 and 1961

('000 metric tons and percentages)

Production Exports
av. 1934-38 1961 av. 1934-38 1961

'000 t % of '000 t % of '000 t % of '000 t % of
total total total total

World Total

Central and
South America
of which
Brazil
Colombia
El Salvador
Guatemala
Mexico

Africa
of which
Ivory Coast
Uganda
Angola
Ethiopia

Asia
of which
Indonesia

2420

2112

1446
251
64
55
58

142

11
17

155

124

100 4460 100

87.3 3497

59.8
10.4
2.6
2.3
2.4

2280
468
96
94
150

5.9 789

0.4
0.7

174
131
147
54

6.4 162

5.1

78.4

51.1
10.3
2.2
2.1
3.4

17.7

3.9
2.9
3.3
1.2

3.6

90 2.0

1656 100

1398

875
230
54
47
57
130

15
12

108

2700 l00

84.4 1770

52.8
13.9
3.3
2.9
2.2

1018
339
87
75
89

7.9 652

0.1
0.7

6.5

156
105
118
63

65.6

1018 37.7
12.6

87 3.2
2.8
3.3

652 24.1

5.8
3.9
4.4

63 2.3

92 3.4

85 5.2 60 2.2

Source: FAO Trade Yearbook and Production Yearbook and GATT document W(62)1,table 16.

(b) Trade

3. As the proportion of output of coffee which enters international trade
varies from country to country, the structure of exports differs somewhat from
that of production. World exports of coffee in 1961 totalled 2.7 million tons,
or 60 per cent of world output. As can be seen from the third column of table 1,
exports from Latin America formed two thirds of the total, well over one half of
which came from Brazil, the largest single exporter. Just under one quarter of
world coffee exports originated in Africa.

4. The main coffee importing areas are the industrial countries of North America
and westernn Europe. Imports into North America in 1961 amounted to 1.4 million
tons, about 95 per cent of which were shipped to the United States. Western
Europe imported 1 million tons, of which 640,000 tons went to the countries of
the European Economic Community. Eastern Europe took only some 70,000 tons.
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5. Table 2 shows the main coffee importing countries and indicates the main

sources of their imports in 1958 and 1961. The figures give a clear reflection

of the traditional or institutional links existing between consuming and pro-

ducing regions.

Structure of Coffee Imports of Selected
Coutries, by Regions of Origin in 1958 and 1961

(percentages and '000 tons)

Percentage of total coffee imports originating in:
Importing EEC ASSOC. Common- Latin other Total

countries wealth American African Rest imports
countries and terr, countries countries countries ('000 tons)

1958 1961 1958 1961 1958 1961 1956 1991 1958 1961 1961

United States 5 7 4 6 85 78 6 8 - 1 1210 1344
EEC .32 29 9 8 48 53 7 6 4 4 528 648
of which
Germany, FR 2 2 15 13 83 83 1 2 1 - 160 212
France 74 75 - 1 20 23 5 1 1 - 189 199
Italy 18 25 21 11 48 56 6 3 8 5 82 105

Sweden - - 2 5 94 93 2 1 2 1 64 78
United Kingdom 7 7 71 62 19 28 1 1 2 2 44 59

Source: GATT document W(62)1, Table 5.

6. The Latin American republics ship more than one half of their coffee exports
to North America, but depend on the European market for the off-take of the
remaining part.

7. The African coffee producing countries can be divided into four groups:
(1) the countries associated with France (Ivory Coast, Madagascar, and Cameroun
being the most important); (2) the Commonealth-linked East African countries
(especially Kenya and Uganda); (3) Angola and (4) Ethiopia. Of these, all
except Ethiopia enjoy sheltered access to certain markets. Only for the first
group, however, is the preferential market of predominant importance.. since

70 per cent (150,000 tons in 1961) of these countries' coffee exports go to
France, while about one quarter (40,000 tons) of the exports from the secend
group go to the United Kingdom and other Commonwealth countries. Less than

15 per cent (12,000 tons) of Angola's exports were directed to Portugal in 1961.

8. For Angola, Ethiopia and Uganda, the United States represented by far the
most important customer, and took about 40,000 tons each from Uganda and Angola
and 25,000 tons from Ethiopia in 1961. About one third (11,000 tons) of Kenya's
total coffee exports were shipped to the Federal Republic of Germany.
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(c) Prices

9. Prices of coffee do not vary only between one type or another, such as
between Robusta and Arabica, but strongly reflect also differences of quality
within each type, depending for instance on the region of origin. Thus the
high-altitude coffees of Central America, Colombia or Kenya habitually command
prices well above these of most other coffees. A comparison of prices must,
therefore, also take into account differences due to quality. The average
exports prices (f.o.b.) received for coffee in 1961 were about $700 per ton in
the case of Brazil, and about $900 per ton in the case of Colombia, El Salvador,
Costa Rica and Guatemala. The African countries associated with France, the
only group of exporters which seems to obtain higher average prices in their
sheltered markets than outside them, received in the region of $600 per ton of
Robusta shipped to France, compared with $350 for exports to other countries.
Exports from Angola and Uganda consisted mainly of Robustas and fetched an
average price of about $400, while Kenya for its Arabicas seems to have
obtained some $900-1,000, and Ethiopia about $600 per ton.

(d) Consumption

10. The considerable differences in the level of coffee consumption that
exist among the importing countries are illustrated by Table 3 below in terms
of net imports per caput, and compared with per caput private consumption
expenditure.

TABLE 3

Coffee Consumption and Private Consumption Expenditure Per Caput
in Selected Countries

(Average 1958-1961)
Private consumption

Country Net imports per caput expenditure per caput
(kg. p a.) (US$ p.a.)

Sweden 9.5 950
United States 7.2 1,740
Belgium 6.1 880a
Netherlands 4.7 550
France 4.3 800
Germany, Fed. Rep. of ) 3.4 710
Canada )1,300
Italy 1.9 390
United Kingdom 1.0 870

aAverage 1958-60.

Consumption in Eastern Europe is considerably lower by comparison (estimated
at an average of 0.24 kg. for the year 1961).
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11. In Latin America, Africa and Asia, per caput consumption of coffee is
relatively low; this, no doubt, is due to habits and the low level of
incomes in these areas.

12. However, the consumption of coffee depends, not only on the levels of
income and prices, but also largely on habit. Thus, while the major part of
the world's coffee consumption takes place in the United States and continental
Western Europe, in other high income countries, such as the United Kingdom and
certain overseas Commonwealth countries were tea-drinking tends to predominate,
per caput consumption of coffee is relatively low. Moreover high consumption
of wine, beer and soft drinks may also tend to limit coffee consumption.

III. Developments in Production, Exports, Imports
Prices and Consumption

(a) Production

13. Table 4 shows production and total exports of coffee from the main pro-
ducing areas in 1952 and recent years.

14. World production of coffee nearly doubled between 1952 and 1959, the peak
year of the period considered. Although the expansion has since been halted,
output in 1961 was still 85 per cent above the 1952 level. World exports reached
a peak in 1961, but were only 40 per cent higher than in 1952. The growth in
production was particularly marked in Africa which, starting from a low level,
produced about 2½ times more coffee in 1960-61 than in 1952, while the con-
siderably more massive production of Latin America increased by 75 per cent.
In this area it was Brazil which stood out, not only by virtue of being by far
the largest producer, but also for the fact that it more than doubled its pro-
duction. While this rate of expansion was matched by the much smaller produc-
tion of Costa Rica and Ecuador,it was surpassed in some African countries,
notably Uganda, Angola., and Ivory Coast.

(b) Exports

15. In none of the areas or countries mentioned above have exports kept pace
with the rise in production. This has resulted in increasingly heavier
stocks. The divergence was particularly strong in the case of Latin America,
whose exports between 1952 and 1961 rose by 11 per cent. so that while in the
former year four fifths of output were exported, the proportion for 1961 was
reduced to one half. Stocks were especially heavy in Brazil and Colombia.
In comparison with Latin America, the widening of the gap in Africa taken as
a whole was much less severe.
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TABLE 4

Production and Exports of Coffee by
Regions, 1952 and 1957 to 1961

(thousand tons)

World total Prod.
Exp.

52
2413
1937

57
3164
2160

3506
2146

4616
2516

60
3933

61
4460
2700

Central and South America

Africa

EEC Associated countries
and territories

Commonwealth countries

Prod. 1994 2485 2751 3777 2928
Exp. 1594 1569 1654 1873 1797

Prod.
Exp.

Prod.
Exp.

Prod.
Exp.

330
311

155
161

89
78

545
514

268
254

161
140

613
533

323
277

177
143

683
581

288
283

225
152

797
614

366
287

255
189

Source: GATT documents MGT(62)8, table A.1 and W(62)1, table 16.

(c) Imports

16. Coffee imports, while generally rising, have done so at varying rates.
In North America they seem to have encountered a ceiling in the United States,
but not in Canada. Imports into Western Europe have shown an uninterrupted
growth, particularly strong in the Federal Republic of Germany, the Netherlands
and Denmark, and substantial also in Italy, Switzerland and the United Kingdom.
However, they showed little progress in FranceBelgium and Luxemburg. Though
as yet still small, imports into Eastern Europe have recorded major and
significant increases.

3497
1770

789
652

370
297

223
195
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17. From Table 2 it will be noted that between 1958 and 1961 the share of
supplies from Latin America in the United States market declined while
those of other suppliers showed a rise. The share in the EEC market of
the countries associated to it recorded a reduction while the Latin
American exporters registered a gain, mainly due to higher shipments
to Italy and France. The Latin American suppliers gained ground also
in the United Kingdom, while the share of Commonwealth countries was
reduced.

(d) Prices

18. Coffee prices during the first decade after the war were relatively
high and reached an exceptional peak in 1954, some 30 to 50 per cent
above the 1950 level. This situation led to an extension of coffee
plantings and the resulting over-supply exerted a strong downward
pressure on prices which have, since then, continuously declined
as to the extent of some 50 to 70 per cent. Robusta coffee was more
heavily affected, since the decline in prices of Arabica was arrested
after the introduction of the Latin American Coffee Agreement in 1958.
Prices.of Robustas tended however, to become fairly stable after the
African countries reached an agreement with the Latin American producers
in the autumn of 1960, and have in recent months shown some strengthening
relative to Arabicas.
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(e) Consumption

19. In the United States, per caput consumption has remained virtually unchanged,
at a level about one fifth higher than pre-war, since the beginning of the
'fifties. West European consumption, drastically reduced by the war, fully
recovered only after the mid-fifties, but had surpassed the pre-war level by
about 1958-60. In Eastern Europe, per caput consumption still tends to be less
than before the war.

20. The introduction and growing use of soluble coffees had a marked influence
on the relative shares of Robusta and Arabica coffees in the consumption patterns
of importing countries during the l950's, and thus on prices and on export
earnings of the supplying countries. The Robustas imported into the United
States are principally intended for the manufacture of soluble coffee; imports
from the African countries rose considerably during the 1950's, reaching
280,000 tons in 1961. In that year, soluble coffee production in the United
States accounted for about 18 per cent of total consumption of green coffee.
The corresponding proportions were about 30 per cent in Canada and 65 per cent
in the United Kingdom. They were considerably lower in the other importing
countries, of the order of 15 per cent in Switzerland and the Netherlands, and
less than 10 per cent in the other West European countries.

IV. Importance of Coffee Exports to
Economies of Producing Countries

21 The vital importance of coffee as a source of foreign currency earnings
to the developing countries is brought out by the high share of coffee exports
in the total value of exports. Thus, among the traditional exporters of Latin
America, coffee exports in 1961 accounted for 70 per cent of export earnings
in Colombia, 60 per cent in Guatemala and El Salvador, and for more then 50 per
cent of the earnings of Brazil and Costa Rica. If coffee prices had not fallen
in recent years, the proportions would be even higher.

22. Coffee also plays a predominant part in the export earnings of African
countries. In 1961, the contribution of coffee to total export earnings was
almost 60 per cent in Ethiopia, 50 per cent in Ivory Coast, about 40 per cent
in Uganda and Angola, 30 per cent in Madagascar and between 20 and 25 per cent
in Cameroun and Kenya.

23. The export earnings of producing countries during the last decade were
variously affected by the divergent movements of both prices and volumes.
Table 5 illustrates the development of export earnings from coffee in the main
producing countries.



L/1984
Page 56

TABLE 5

Export Earnings from Coffee in Selected Countries

(million dollars)

Country 1953 1959 1960 1961

Brazil. 1088 733 713 710
Colombia 493 363 334 308

Costa Rica 34 40 45 45
El Salvador 77 71 77 70
Guatemala 68 76 79 69

Angola 57 48 44 ..
Cameroun 10 20 18 21
Ethiopia 40 30 38 38
Ivory Coast 51 65 76 82
Kenya .. 30 29 30
Madagascar 37 24 23 23
Uganda .. 52 47 39

24. In South America, both Brazil and Colombia saw their coffee earnings
shrink by over one third between 1953 and 1961. Brazil's loss, however,
occurred in spite of a 9 per cent increase in the tonnage exported while, in
the case of Colombia, lower quantities shipped and lower prices contributed
to the decline. The Central American republics succeeded in increasing the
quantities of coffee sold and thus attenuated or offset the effects of the
25 to 30 per cent fall in prices.

25. The African producers were generally able to expand the volume of coffee
exports considerably in the period as a whole and, with Madagascar a major
exception, export earnings have stood up relatively well in the face of severe
price falls, having even risen in some instances. While it cannot be said
that coffee has significantly contributed to the growth of total export earnings
during this period, it has on the other hand not depressed them.

V. Prospects

26. Even if the effects of the extensive new plantings which continued
well into the late fifties can be curbed and production kept steady at the
level of the last two or three years, output will outpace consumption and,
in the absence of effective measures, the already heavy burden of stocks
will be added to.
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27. There is little likelihood of coffee consumption in the United States
growing beyond the rate of population increase. In Western European countries
consumption would be stimulated by a further improvement in per caput incomes
so that, for the two areas taken together, coffee consumption may grow at an
annual rate of the order of 2.5 to 3 per cent. As regards the prospects for
soluble coffee, in particular, consumption will, according to information avail-
able in respect of the United States and certain European countries apparently
tend to develop less rapidly during the next decade than in the 1950's, as there
seems to exist a tendency for it to stabilize itself at a certain proportion
of total intake of coffee.

28. In the countries of Eastern Europe consumption may be expected to rise fast
in the course of '.the next few years. Although precise projections for the
area are difficult to make, FAO has tentatively estimated that imports of coffee
into these countries would reach a level of 250 thousand tons in 1970 as com-
pared with the 70 thousand tons imported in 19611; much will however, depend
on the economic policies followed by these countries and on their external
payments situation.

29. In Latin America, Africa and. Asia consumption might rise rapidly if national
incomes in these countries can be made to rise faster than population.

30. In addition, coffee consumption might be expanded at a higher rate if
exporting countries were to launch special programmes aimed at promoting coffee
sales in countries where per caput consumption is low, in particular in the
framework of the 1962 International Coffee Agreement.

VI. International Coffee Agreement

231. The International Coffee Agreement provides that production goals will be
established for each producing country which is a member of the Agreement and
for the world as a whole. Provision is also made for the measures taken by
each producing country to adjust its production, and the results obtained there-
from, to be examined by the International Coffee Council and for the possible
withholding of quota increases which might result from the application of the
Agreement from countries which have not adopted an effective programme to con-
trol their production (see in Appendix a summary of the provisions contained in
the Agreement). In view of the fact that in 1961. world production had reached
a level more or less equivalernt to the level which world consumption isassumed
to attain towards 1970, the provisions of the Agreement should be given a strict
interpretation and applied very firmly if an equilibrium between demand and
supply in the world coffee market is to be reached. However, owing to the
characteristics of tree-crop productions and to the nature of the measures which
can be taken under the Agreement, it does not seem that such an equilibrium is
likely to be attained before a few years.

1Agricultural Commodities Projectiors, special supplement to FAO Commodity
Review 1962. This tentative estimate seems to exceed those made by the Coffee
Study Group projections.

This Agreement, signed in New York in September 1962, has not yet been
ratified by all participating countries.
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VII. Barriers to Trade and the Effects
of Their Removal

32. Since the major consuming countries have to import all their coffee, any
commercial and other policy measure_ taken by them that have the effect of
limiting consumption or imports are of the utmost importance. These measures,
and the likely effects of their removal, are discussed in the following section.

33. Barriers to trade, which are imposed in the form of tariffs, internal
charges or quantitative restrictions, vary greatly among the importing countries,
The largest importer, the United States, grants coffee completely free entry,
while other major importing countries such as Germany, France and Italy, levy
both import duties and internal charges, the latter being relatively heavier
than the former (see Annex I). Several countries grant preferential tariff
treatment to the countries associated with them. The ad valorem equivalent
of the preference granted by the United Kingdom is of the order of 3-6 per cent
and that of France 18 per cent. In addition, as mentioned above, the countries
associated with France obtain a higher price on the French market than in the
rest of the world. In a number of importing countries, in particular France,
Denmark and Norway, imports are subject to quantitative restrictions.

(a) Effects of a removal of barriers to trade on consumption

(i) Duties and internal charges

34. The abolition of duties and internal charges would permit the volume of total
world coffee exports to rise provided that this development was not frustrated
by the existence of quantitative restrictions. This question has been
examined by Committee III (see its third and fourth reports) which, while
recognizing that a fairly wide margin of uncertainty existed in the appraisal
of the effects of a broad variation of price levels on the volume of
consumption, presented calculations on the basis of which it may be estimated
that the complete abolition of import duties and internal charges on coffee
might result in a consumption increase of the order of 45,000 to 75,000 tons in
Germany, 10,000 to 20,000 tons in France and 15,000 to 25,000 tons in Italy.
Marginal increases in consumption might also be expected in certain other
Western European countries, notably Denmark, Finland and Sweden, where
although per caput consumption is already high, duties and internal charges
are levied on coffee; at lower rates, however, than in the three countries
referred to earlier.

35. Several other estimates of the effects of a partial or total abolition
of duties and internal charges in these three countries have been made recently.
Table 6 shows estimates made by GATT Committee III, by FAO, and estimates
arrived at by applying the assumptions made by the Coffee Study Group. The.
estimates differ mainly because the coefficie--+s of price elasticity applied
are themselves different. It may be recalled hex that, as pointed out
by Committee III in its third and fourth reports, the greater the price
changes considered the more difficult it becomes to use past experience
in predicting their possible effects on the colume of consumption with any
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precision. It was in order to take account of the high degree of uncertainty
and arbitrariness involved that Committee III was led to present its findings
in the form of a range rather than putting forward a single figure to which an
illusory degree of precision might have been imputed. As it is however more
convenient to employ a single estimate, reference may be made to the statement
of the representative of FAO to the meeting of Committee III in May 1962
(document COM.III/84) according to which "the removal of all taxes and duties
could be expected to stimulate an increase in consumption of some 70-80,000 tons
a year, or close to 4 per cent of the quantity moving in international trade"
The representative of FAO was however "inclined to put the figure somewhat
higher - say, at around 100,000 tons. F r one thing the removal of tax charges
would probably also reduce trade margins , for another thing ... the psychological
effects of a-substantial reduction in retail prices in the countries .which have
had very high prices would be very pronounced and would give a substantial
stimulus to consumption".

(ii) Quantitative restrictions

36. There is reason to believe that, in France, quantitative import restrictions
are maintained to secure a certain share of the market for coffee imported from
the associated countries at higher than world market prices. As regards Denmark
and Norway (both of which are among the countries in the world with the highest
per caput coffee consumption) the quantitative import restrictions are claimed
not to have a limiting effect on total consumption. The governments of these
countries also state that these restrictions have no significant influence en
the distribution of imports among producing countries.

(b) Effects of a removal of barriers to trade on the relative share
of Arabicas and Robustas

37. A removal of the present trade barriers may have a significant influence
on the consumption pattern of Arabicas and Robustas. This seems to be particularly
the case in relation to Germany and France.

58. Practically the whole of Germany's coffee consumption consists of high-
quality Arabica varieties. Despite some relative increases during recent years,
Robustas still account for only about 3 per cent of total coffee imports. Due
to the specific fiscal charges, coffee is an expensive beverage in Germany and
the use of cheaper types would only result in a relatively small difference in

1In this connexion it might be noted thatin Germany, for instance, the
present trade margins of distribution in absolute terms seem to be from two to
five times as high as in the other EEC member countries.
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retail prices. One may therefore infer that the present level of import duties
and internal taxes has the effect of discouraging consumption especially of the
cheaper coffees, in particular Robustas. In. this connexion it should be taken
into account that a lowering of retail prices resulting from a reduction in
fiscal charges might give rise to an increase in the consumption of soluble
coffee, which is still low in Germany (only about 5 to 6 per cent of all green
coffee imported is now sold as soluble- coffee). Such a development would be
likely also to promote imports of Robusta varieties, as was the case in the
United States. Assuming that the consumption pattern in Germany might tend to
become similar to that of the United States, one might infer that Germany's
imports of Robusta coffee might gradually increase to a level of about 30,000
to 40,000 tons.

32. In France, import quotas have the effect Inter alia of limiting consumption
of Arabica coffee to the advantage of Robusta coffee. Arabica coffee accounts
for about 30 per cent of total consumption as compared with 60 per cent or
more in other countries of the European Economic Community. It seems likely
that any abolition of quota restrictions in imports would be followed fairly
quickly by a marked rise in consumption of Ar.abica coffee, to the detriment
of Robusta coffee, especially since the French coffee market before the war
drew the bulk of its supplies from Latin America and therefore traditionally
consumed Arabicas rather than Robustas. Furthermore, due to the higher prices
at present paid for Robustas in France compared to other countries, a switch to
Arabicas should not cause any consumers' outlay for coffee to increase
significantly. A comparison of France with Belgium where habits and tastes
are not altogether different, and where 70 per cent of total coffee imports
consist of Arabicas, would tend to indicate that in France Arabica coffee
could in the near future come to represent 50 to 60 per cent of total imports
and might eventually reach the same share as in Belgium. This would imply an
increase in the short run by 40,000 to 60,000 tons in annual imports of
Arabicas.

In 1961 the average import price of Arabica coffee in Germany was in the
neighbourhood of $1,000 per ton and duties and charges amounted to about $1,150
per ton. In the case of Robusta coffee, for which the c.i.f. price would be of
the order of $450, the duties and taxes would treble that price.
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VIII. Conclusions

40. The predominant feature of the world coffee market is the existence of
substantial stocks in producing countries and price stability to a very large
degree depends on co-operation between producers in exercising restraint in
their export policies.

41. If demand creating factors such as higher incomes, sales promotion, etc.
are taken into account, world consumption of coffee may, under favourable
conditions, be expected to rise at an annual rate of 3.5 to 4 per cent in the
next few years on the basis of current prices.

42. The removal of barriers to trade, including internal taxes, quantitative
restrictions preferential and other tariffs could lead to an increase in
consumption and export of coffee of about 100,000 tons (approximately 4 per cent
of total world exports in 1961).. It is estimated that the removal of internal
taxes would account for about 75 per cent of this figure. Removal of importsduties
and quantitative-restractions-would account for the remainder.

43. There might well be, however, some change in the pattern of consumption,
particularly in Germany and France. An increase in consumption of Robustas
in Germany may be more or less balanced by a lower share of this variety in
France. The German market may thus provide a new outlet and a degree of com-
pensation for the Robustas exporting countries associated with France should
they lose their preferential treatment on the French market, on the condition
that their prices are competitive.

44. Nevertheless, the countries associated with France are likely to suffer
some decline in their total export receipts from coffee if their prices were
to .be aligned with world prices , even given (a) increased consumption through
the removal of barriers and annual growth of demand, and (b) stability or a
modest increase in world prices.

4t. The question arises whether this loss can be offset by measures outside
the field of coffee. One means might be through greater diversification of the
economy - a point referred to in certain country papers. It should furthermore
be borne in mind that such a major development as the removal of all preferential
arrangements might well lead to a review of economic,commercial and monetary
policies in the previously sheltered countries.

If the countries associated with France were to export to France at the
same prices as to other destinations, their export proceeds would probably be
reduced by about $45 million at 1961 prices.
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46. The removal of the preferences enjoyed by other countries would probably
not create major distortions since these countries already ship the larger
part of their exports to markets where they have no sheltered access and
even in the sheltered markets they do not enjoy any substantial price premium.
However, when assessing the export prospects for African producers account
should also be taken of the fact that the relative expansion in the Robusta
coffee, which has played such a decisive role in the growth of exports of
African countries, is likely to slow down.

47. The extent to which increased demand, through the removal of barriers and
through expected annual growth is likely to affect prices and thus the level
of earnings of the major producing countries will depend in great measure on
continued co-operation amongst such countries in co-ordinating their production
and export policies. It would seem that the increase in prices, which would
be one of the means whereby the difficulties arising from the removal of
barriers to trade could be ameliorated, can only be brought about by strict
controls in the field of production. Exercise of close co-operation in pursuing
the opportunities offered by the provisions of the International Coffee
Agreement in the field of production controls may well provide the best means
for contributing toward this end. Furthermore, such a development could
reverse the trend for the large Latin American producers, Brazil and Colombia,
whose coffee exports have been declining during recent years, and more generally,
might provide conditions where the coffee producers generally could consider
additional measures for stabilizing the world market.
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ANNEX I

COFFEE

Import Duties and Internal Taxes
with Ad Valorem Equivalents1961

Import Duty Internal Tax

187 *re per kg.
37%

EEC: Benelux
France

Germany, Fed. Rep.

Italy

Finland

Norway

Sweden

Switzerland

United Kingdom

United States

18%
1 DM kg.

25% 2
75.8 1 kg.2

20%

125-180 Fmk kg.
52%3

Free

45 kr. 100 kg.
10%

54 Fr. 100 kg.
16%

9s.4d. cwt.
4%

Free

1.425 Fr.kg.
42%

3.9 DM kg.
98%

500 1 kg.
128%

35 kr. 100 kg.
8%

Note: General turnover taxes excluded.

1Duty free tariff quota.

2Tariff quota at 65 1. kg. = 17%.

31959 figures.

Denmark

Total

37%

4.8%

123%

148%

52%

Free

18%

4%
Free
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ANNEX II

Summary of the International Coffee Agreement
(Negotiated by the'United Nations Coffee Conference 1962)

Objectives

The main objectives of the new agreement will be to assist in increasing
the purchasing power of coffee-exporting countries by keeping prices at fair
levels and by increasing consumption; and also to achieve a reasonable
balance between supply and demand by bringing about a long-term equilibrium
between production and consumption, The agreement:-will apply riot only to
green coffee but coffee in all its forms and defined as "the beans and berries
of the coffee tree, whether parchment, green or roasted, and includes ground,
decaffeinated, liquid and soluble coffee."

Organization

The five-year international agreement envisages a governing body called
the International Coffee Council, with headquarters to be established in
London, and composed of a representative of each country which is a party to

the agreement. In addition, an Executive Board and a secretariat will help
to administer the agreement.

The Council has been given wide authority to carry out the various
provisions of the agreement. Both producing and importing members of the
Council will have an equal number of votes - 1,000 for each group. Within
each group, the number of votes assigned to each individual country will be

related to its volume of exports or imports.

The agreement will come into force when it is ratified or accepted by
-at least twenty exporting countries, representing 80 per cent of world exports
of coffee, and at least ten importing countries, representing the same

percentage of world imports, as based on 1961 figures. During the fifth year
of the agreements the Council may either decide to renegotiate the agreement
or to extend it for any given period.

Activities
1

The agreement assigns basic export quotas on a pro rata basis to equal
estimated aggregate net world imports of coffee. For the first year, beginning
1 October 1962, annual quotas have been reduced to 99 per cent of basic quotas,
which will be open to review and adjustment periodically. To assist in

enforcing this quota provision, the agreement will set up a system of "Certificates
of Origin" which must accompany all shipments of cotton from members.

1The initial basic export quotas total 45, 587, 183 sixty kg. bags.



L/1984
Page 66

Exporting members shall adopt the measures required to ensure full compliance
with all provisions of the agreement relating to quotas, and shall not exceed
the annual and quarterly export quotas allocated to them. If a member exceeds
the quota, a deduction shall be made from future quotas. If a member exceeds
its quota for a third subsequent time, the Council may require the withdrawal
of such a member from the organization.

The agreement also includes provisions in respect of imports from non-member
exporting countries designed to prevent the latter from increasing their exports
at the expense of members. If the members represent less than 95 per cent of
world exports, each member is obliged to limit its total annual imports from
non-member countries as a group to a quantity not in excess of its average annual
imports from these countries during the previous three years. However, such
limitations may be deferred by the Council.

Under the agreement, steps to increase coffee consumption will include
promotion and advertising campaigns in various countries. Members will investi-
gate ways and means to progressively reduce and eventually eliminate obstacles
to increased trade and consumption. Exports of coffee to countries and
territories listed in an annex to the agreement will not be charged to export
quotas (mostly countries of Eastern Europe, the Middle and Far East). In
these "non-quota" countries, where coffee is not a traditional beverage, it is
felt there is considerable potential for expansion and consumption.

In the agreement, there are no direct price support or price target
provisions2, since it is intended that fair prices will be maintained, at
not less than the general level prevailing in 1962,. by the close matching
of exports to world demand. Specific controls are not spelled out, but the
Council may, after the first year, take all necessary steps to bring about a
balance between production and demand. The Council will then in consultation
with the producing members recommend production goals for each of the members
and the world as a whole. Each producing member will be entirely responsible
for the policies and procedures it applies to adjust the production to the amount
needed for domestic consumption, exports and stocks. If the Council determines
that any producing member has not within two years from the entry into force
of the agreement, adopted a programme to adjust its production to the goals
recommended by the Council or that such a programme is not effective it may
decide that such member shall not enjoy any quota increases which may result
from the application of the agreement.

The Council may establish an International Coffee Fund, which will be
used, to further the objective of limiting production and to assist in the
achievement of other objectives of the agreement.

In this connexion reference is made in the agreement to the Declaration
adopted at the GATT ministerial meeting on 30 November 1961.

It is stated, however, that regional and inter-regional price arrange-
ments among exporting members shall be consistent with the general objectives
of the agreement and shall be registered with the Council.
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BANANAS

Note by theSecretariat

I. introduction

1. There are two main varieties of bananas entering into international trade,
namely the Gros Michel and the Cavendish, the latter being sub-divided into a
number of types.

2. In general the Gros Michel is a large, clear-skinned banana with little
aroma and it keeps for a relatively long time.

3. The Dwarf Cavendish (or Fig) variety is in general smaller than the
Gros Michel with a less clear and more sensitive skin. It has a stronger aroma
but does not keep as well as the Gros Michel.

4. The other main type of Cavendish banana is the Lacatan or Poyo. The
characteristics of this type are in many respects mid-way between the Gros
Michel and the Fig banana. Its size is generally closer to that of the Gros
Michel and its skin is generally more marked and more susceptible to bruising
in the manner of the Fig banana. The Lacatan is somewhat more scented than
the Gros Michel but less so than the Fig and its keeping qualities lie again
somewhere between the other two varieties.

5. The Gros Michel variety is produ-ed mostly in Latin America, Cameroun,
and the Congo (Leopoldville) while the Cavendish appears mainly in the West
Indies, the Canary Islands and in most other African producing countries.

6. The main type sold in North America, Germany and Benelux is the Gros
Michel while in France, Italy and the United Kingdom1 the Cavendish predominates.

II. World Trade

7. Bananas are the most important fresh fruit entering world trade. Statistics
of imports and exports have been distributed in document W(62)1.

8. The main banana exporting areas of the world are in Central and South
America. In 1961 each of these areas exported approximately 1.3 million tons.
Of the Central American countries Honduras and Costa Rica had the highest
exports, while in South America, Feuador was the main exporter, followed by
Brazil and Colombia.

9. Among the other main exporting areas are certain African States associated
with the European Economic Community, namely the Congo (Leopoldville),
East Cameroun, Ivory Coast, and Somalia, whose exports amounted to about
250,000 tons in 1961, and the .Commonwealth West Indies (Jamaica and the

lIn the case of the United Kingdom this represents a shift in the pattern
of consumption from the pre-war period when the Gros Michel predominated.
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Windward Islands) and West Cameroun whose exports reached about 330,000 tons.
Shipments from Guadaloupe and Martinique, which are overseas departments of
France. were also about 250,000 tons in 1961 while those from the Canary Islands,
provinces of the Spanish State, reached nearly 200,000 tons.

1.0. The largest import market for bananas is North America which in 1961
imported about 2 million tons, of which the United States took about
1.8 million tons. Imports of the six countries of the EEC reached nearly
1.1 million tons in 1961, while those of the United Kingdom amounted to
nearly 400,000 tons. Argentina, Chile and Uruguay also constitute an
important cutlet, with an annual consumption of the order of250,000 tons.

11. The pattern of world trade in 1959-61 is shown in Table 1 below.



Table I

PATTERN OFWORLD TRADE IN BANANAS, 1959-61
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(million tons)

Central America . . . . . . . .'. .

South America . . . .

Commonwealth Countries,
and Canary Islands

. . .....

EEC Associates
. . .. ...

Other . . . . . . . . . . . . . . .

Total . . . . . .

United
States
and

Canada

1.1

0.7

1.8

United
Kingdom
France
Italy
Spain

0.9

C.02

0.9

Other
Western
Europe

0.15

0.5

0.1

0.02

0.8

Rest of
the World

0.02

0.25

0.07

0.1

0.4

Total

1.3

1.4

1.1

0.15

3.9

incl. French overseas departments.

Note: This table is a combination of export and import data. Owing to difficulties in the conversion of bunches
Ints weight equivalents, export data vary considerably from, one source to the other and often differ from
the corresponding import figures. For these reasons, the data in this table are not Exactly the same
as those shown in Tables 3 and 4 .

Sources: FAO Trade Yearbook, Commonwealth Economic Committee Fruit, and national trade
returns, completed for 1961 by data shown in Foreign Agricultural Circular
No. FDAP 9-62, US Dept. of Agriculture.
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III. Structure of the Banana lndustry
12. Bananas are mostly grown in hot and humid areas, require large quantities
of water but may be cultivated on arid land if irrigation facilities are pro-
vided. The gestation peri.x is relatively short, ten to sixteen months being
usually required for the plant to reach maturity. As virgin land suitable for
banana cultivation is still available in many tropical countries, production
can be increased rapidly Moreover; a more intensive use of fertilizers and
anti-disease treatment may bring about a rise in yields. On the other hand,
entire: producing areas can be wholly or partially put out of production by
natural adverse conditions such as winds or diseases. Consequently, rather
wide fluctuations in production may occur from. one year to another.

13. Production conditions depend not only on the various natural factors such
as climate, soil fertility, protection from winds or presence of diseases but
also on the technical facilities which might be provided in order to improve
the natural conditions e.g. irrigation, disease control, improvement of soil
fertility and development of banana varieties best adapted to the natural
conditions. The prices which may be obtained for the crop are, apart from
general supply and demand conditions, largely affected by the location of the
plantation and the transport and handling facilities available between the
plantation and the port of shipment. In view of the fact that banana
cultivation requires a large amount of manpower, labour is an important
factor in banana production. However. information on labour conditions, in
particular wages, salaries and social legislation, are scarce and could not
be fully taken into account in the following paragraph.

14. Most favourable production conditions seem to be present in South America,
in particular in Ecuador, where since the war new plantations have been esta-
blished in low coastal areas particularly suitable for banana production; no
serious banana disease appeared in that region until 1956 and since that year
has been kept under control thanks to efficient anti-disease treatment. Further-
more, an extensive road network and port facilities have been provided under
various government projects. In Central America, banana diseases are wide-
spread and wind or flood. damage causes rather wide fluctuations in the output.
As a result, production conditions seem to he less favourable than in Ecuador,
However, an advantage for the Central American exporting countries results
from the short distance to their main market, the United States.

15. Except for the Dominican Republic, most of the Caribbean Islands are
exposed to winds, and climatic conditions and soil fertility seem to be poor;
banana diseases are widespread. On many of these islands, plantations of the
Gros Michel had to be abandoned and the various Cavendish varieties which are
now planted instead have in that region lower yields, require frequent anti-
disease treatment and the fruit is more difficult to handle. The hilly terrain
in the Commonwealth West Indies is also more difficult to cultivate and the
cost of transport to the ports is higher, distance for distance, than say in
Ecuador.
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16. Although the information available on production conditions in Africa is
not abundant, it would appear that Somalia would have difficulty in achieving
production costs similar to those of the Latin American countries. According
to a report by the IBRD1 insufficient rains during a part of the year and
strong, dry winds retard growth of the banana plant; distances to the port
are in general high and port equipment inadequate; and sea transport to Italy,
Somalia's principal market, is slow and costly. In most other African countries,
on the other hand, it does not appear that climatic and soil conditions are
unfavourable compared with those of the Latin American countries.2 In the
Canary Islands natural conditions are not favourable because of the dry climate
and winds; irrigation must be provided throughout the year and yields are low.
The short distance from Spain which is the Canaries main banana market is,
however, an important factor offsetting to a certain extent the unfavourable
production conditions

17. In view of the high sensitivity of the banana plant to diseases and pests
and of the very strict standards which generally govern the quality of bananas
accepted for export, the preparation of land, the conservation of plantations,
the cultivation and harvesting of bananas have to be highly organized. As a
result, modern plantations which require heavy capital investment3 tend to pre-
dominate in many banana exporting countries. Furthermore, owing to the rapid
perishability of the ripening fruit, production and distribution from the
plantation to the consuming market must be well co-ordinated. The transpor-
tation system in producing countries, port handling equipment and maritime
transport also require large capital investment.

18. Under these circumstances, production, marketing and transportation of
bananas are often carried out within highly integrated networks. In most of
the Central American Republics banana production and marketing used to be con-
centrated in the hands of two foreign companies although, in recent years,
there has been a tendency to hand over production to independent growers on a
contractual basis. These large trading companies are also established in
Colombia and Ecuador, but a large part of the plantations are owned and
operated by small growers who either have arrangements under which the trading
companies take care of the marketing of the crop and provide technical facilities
(e.g. anti-disease treatment) or are organized in co-operatives. In the West
Indies most bananas are produced by small growers and the marketing is taken
care of by a marketing board which also provides insurance for drought, hurricane
and price fluctuations, and carries out measures necessary for disease control.
In West African countries, bananas are grown on both large, foreig-owned estates
and on small plantations operated by individual growers grouped into marketing
co-operatives.

1The Economy of the Trust Territory of Somaliland, IBRD, 1957.

2However, according to information received from the Government of the Congo
(Leopoldville), conditions of production and inland transport makes the Congo's
competitive position vis-à-vis Latin American countries unfavourable.

3According to a report on the operation of United Fruit Company in Latin
America, initial investment on a banana plantation amounts to about $1,000-
$1,250 per acre (see Stacy May and Galo Plazza, The Case Study of the United
Fruit Company in Latin America, National Planning Association, Washington, 1958).
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19. There are. considerable difficulties in trying to compare the situation
as between the different exporting countries because the available infornation
on Production costs, transport and handling charges in the exporting countries
does not permit a quantitative assessment of the price differences between
various supplying countries. Moreover, the f.o.b. export prices, which normally
provide valuable information, are not available. The export prices cannot in
general be derived from national trade returns as, in many countries, banana
exports are reported at notional values and the quantities are often shown in
stems instead of weight. As already mentioned marketing of bananas is often
vertically integrated from the production stage to the wholesale trade in the
importing country and the f.o.b. price is not calculated. In certain countries
export receipts are subsequently adjusted according to the prices obtained in
the importing country; in most countries charging export duties, prices recorded
in trade statistics are determined by the fiscal administration and do not always
correspond to the market prices.

20. From the data which are available for a few countries, only a rough indica-
tion of the structure of production and marketing costs may be obtained. It
appears that prices paid to growers account for only about 10-20 per cent of
banana retail prices in the importing countries1; packing, transportation to
the port and port handling charges account frequently for another 5 per cent of
that retail price. As a result, the f.o.b. export. price accounts in most cases

for about one fifth or one quarter of the retail price. Maritime transport and
insurance costs vary largely according to the distance, the volumes transported
and the possibilities of carrying return cargo. Thus in the United States -

Central American banana trade, cost of shipping is substantially lower than in

1
e.g. in 1960 when the retail price of bananas in the United Kingdom was

about 39¢ per kg. (net weight), the farmers in Jamaica received on average
8s.8d. per count bunch, i.e. about 6¢ per kg. In Guaddloupe, producer prices
amounted in recent years to about 4¢ per kg. (on the stem) while retail prices
(net weight) in France amounted to about 38, per kg.

2In addition, certain exporting countries, charge export taxes on banana
shipments to foreign countries amounting frequently to 15-20 per cent ad valorem.
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the United Kingdom - West Indies and France - West African trade and the
difference is even higher for shipments between Somalia and Italy.2 On the
whole it appears that the share of ocean transport varies between one tenth
and one sixth of the retail price. Retail prices in a number of importing
countries in 1961 are shown in Table 2. This table also indicates for a number
of countries the levels of import prices (c.i.f.), of retail prices, and the
spread between the two sets of prices made up by taxes, ripening costs, distribu-
tion and trade margins.

According to the report on operations of the United Fruit Company already
quoted, charges for banana shipments between port of embarkation and discharge
in North American ports were.in.1955.about $33 per ton (on stem basis); the
average freight insurance costs for shipments from Jamaica to the United Kingdom
during the year ending 28 March 1958 amounted to $64 per ton (see Report of the
Commission of Enquiry into the Banana Industry of Jamaica, 1959) and fragmentary
data concerning ocean transport to France indicate that costs are of the same
order or slightly lower than in the case of United Kingdom/Jamaica trade.

The Economy of the Trust Territory of Somaliland, IBRD, 1957.
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Table 2

COMPARISON OF RETAIL AND IMPORT PRICES OF BANANAS
IN CERTAIN COUNTRIES IN 1961

(dollars per ton)

Average import Trade margins
unit value Retail price and taxes

United States (120) 351 231

Danmark .................. 145 471 326
France . . . . . 175 388 213

Germany, Fed. Rep. of 122 365 243

Italy 202 640 438
Norway . 170 519 349
United Kingdom . . . 178 392 214

aThe Italian retail price was lowered in August 1962 to $565 per ton;
the average import unit value for September-November 1962 was $173 and the
corresponding trade margins etc. $392 per ton.

Note: The average import unit values were derived from national trade
returns and relate to the gross weight (in most cases on the stem).
On the other hand, the retail prices relate to the weight of
bananas actually consumed The figures shown in the last column
of this table include therefore the losses in weight which occur
between the importation and retail stages.

Sources: Retail prices especially communicated by the FAO, average import
Unit values derived from national trade returns, except in the case
of the United States for which an estimate has been made.
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IV. Developments in Production, Exports, Imports,
Consumption and Prices

(a) Production

21. As in the case of a number of fruit crops, reliable data on banana
production are not available for a number of countries. It is therefore not
possible to compile a reasonably complete table showing developments in world
production. Moreover, the available production data do not always distinguish
table fruit bananas (Gros Michel, Cavendish and its varieties) from plantains,
starchy cooking fruits which are not exported in significant quantities. Both
bananas and plantains are grown on a very extensive scale in all tropical
regions on small plantations, mainly for consumption by the growers themselves.
Production in Africa and Asia is larger than that of tropical America where
most of the world's export fruit is grown.

(b) Exports

22. By 1951 world exports of bananas had recovered to their pre-war level
of 2.5 million tons and since then have been rising at an average rate of almost
5 per cent per annum. By 1959-61 they were almost 60 per cent above the
1934-38 level.

25. In recent years Latin America has reverted to its pre-war position and
now accounts for about two thirds of total world exports. This predominant
position has not, however, been achieved by a uniform expansion of exports
throughout the region. It has been due to a more than four-fold increase in
supplies from South America and, in particular, to the remarkable expansion in
exports from Ecuador which, in 1959-61, were approaching 900,000 tons or more
than one fifth of world exports. Exports from the other South American
countries, mainly Colombia and Brazil, did not increase substantially during
this period.

24. Total supplies from Central America, on the other hand, showed little
increase during the 1950's and large fluctuations occurred in the case of
individual countries. Panama and the Dominican Republic were the only countries
of the area whose exports slowed a steady rise during the period. Central
America's share of total world exports dropped from one half before the war to
one third at the present time.

25. Among the other main exporters, countries associated with the EEC and
French overseas departments have also increased their shipments more than
four times since the war. All the associated countries have shared in this
increase although exports from, the Ivory Coast have shown the most steady rise
and, in 1961 amounted to 90,000 tons. Shipments from East Cameroun rose
substantially up to 1957 but since then have experienced wide fluctuations.
Somalia's exports have also been rising rapidly, reaching nearly 80,000 tons
in 1961. Of the French overseas departments, shipments from Guadaloupe and
Martinique increased during the 1950's at the rate of 7 per cent a year.
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26. Exports from the Commonwealth countries have experienced considerable
fluctuations since the pre-war period. Before the war Commonwealth exports
accounted for slightly less than 20 per cent of world exports, but by the
immediate post-war years this share had fallen to 5 per cent. By 1953,
however, there had been some recovery, for in this year the Commonwealth's
share rose to 10 per cent. This percentage share has been maintained during
the subsequent expansion of the world banana trade.

27. The lower level of Commonwealth banana exports immediately following
the war was largely due to the fall in supplies from Jamaica; these dropped
from 360,000 tons in 1934-38 to less than 60,000 tons after the war. During
the post-war years Jamaica shared in the expansion that took place in the
area, although to a lesser extent than other countries, in particular the
Windward Islands, where banana exports during the 1950's rose more than ten
times. Exports from other Commonwealth countries rose fast in the early
post-war years, but after 1955 this substantial expansion was not continued.

28. Among the other exporting countries the Canary Islands are the most
important. Their shipments have doubled since the war and now account for
about 7 or 8 per cent of world exports.

29. As regards the sheltered countries, deliveries to France have represented
in recent years 98 per cent of the total shipments of Martinique and Guadaloupe
and about 90 per cent of those of the Ivory Coast, while Somalia exports only
to Italy. All exports from the Commonwealth West Indies go the United Kingdom,
while the Canary Islands ship some two thirds of their exports to Spain.
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Table 3

World Exports of Bananas Averages 1934-38, 1952-54 and 1959-61

(thousand tons and per cent of world exports)

1934-38 1952-54 1959-61

000t % '000t '000t %

World total 2470 100 2840 100 3870100

Central American
Republics 1175 48 1140 40 1270. 33

South American
Republics: 415 17 840 30 .1315 34
of which Ecuador 40 2 445 16 870 22

Commonwealth countries 440 18 250 9 355 9

EEC-Associates and
French overseas
Departments 110 4 270 9 470 12

Spanish territories in
Africa, and Canary
Islands 130 5 165 6 260 7

Other countries 200 8 175 6 200 5

For-sources: See Table 1.

Note: The world totals shown in Tables 3 and 4 differ slightly because of
difficulties in the conversion of bunches into weight equivalent for
certain .countries.
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(c) Imports

30. As already mentioned, world trade in bananas has been expanding rapidly
since before the war. The most outstanding increase has been recorded in
Western Europe where imports rose by 125 per cent between 1934-38 and 1959-61;
during the 1950's the rate of increase exceeded 9 per cent per annum. In
North America, the largest import market for bananas, the increase was less
spectacular. As a result the North Americaishare in world banana trade
declined from 55 per cent before the war to 49 per cent in 1959-61, while
that of Western Europe rose from 30 to 41 per cent. As regards the other
importing countries, their share declined from 15 to 10 per cent of the
world total between 1934-38 and 1959-61.

31 A sharp increase of imports occurred in almost all European countries.
Imports into the Federal Republic of Germany are at present almost five times
as high as before the war1 and account now for about 11 per cent of world trade.
Italian and Scandinavian imports, although relatively small, experienced a
four-fold increase since pre-war, while those of France and the Benelux countries
more than doubled. The United Kingdom's market, the second largest in Europe,
developed less favourably and is now only about 10 per cent larger than before
the war.

32. The bulk of German imports come from Latin America, mainly Ecuador and
Colombia, and about 2 per cent from the Canary Islands. Beneluxcountriesapart
from small Belgian imports from the Congo (Leopoldville) also rely heavily on
imports from Latin America. Shipments from Commonwealth countries to the
United Kingdom represent about 90 per cent of total imports, while those from
overseas departments and countries of the franc zone to France represent
a steady 97-98 per cent of total imports. Somalia supplied about 90 per cent
of Italy's imports up to 1960 and about 75 per cent in 1961, while the Canary
Islands supplied the whole of Spain's requirements. Scandinavian countries
draw their supplies mainly from Latin America and the Canary Islands.

33. In Latin America, Argentina represents an important market for Brazilian
bananas and Chile and Uruguay constitute a small but increasing outlet for
bananas from Brazil and Colombia. Among the other countries, Japan's imports
which come mainly from Taiwan are still less than half of the pre-war volume
while those of New Zealand have more than trebled. Imports into Eastern. Europe
and USSR remained very small during the period under review.

1The comparison is difficult in the case of Germany becasue the data
available for 1934-38 relate to the whole of Germany, while the post-war figures
cover the Federal Republic only.
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Table 4

WORLD IMPORTS OF BANANAS, AVERAGES 1934-38, 1952-54 and 1959-61

(thousand tons and per cent of world imports)

World total .-...........

North America . . . . . . . . . .

Western Europe . ........

of which: EEC . . . . . . .

of Which: France .

Italy

United Kingdom

Other Western Europe

Other countries ........ . .

'000t
1934-38

%

2450

1350

730

0360a

171

19

305

65

370

100

55

30

15

7

12

15

'000t

2770

1580

900

500

260

35

245

155

290

1952-54 1959-61% '000t
100

57

33

18

9

1

9

6

10

4070

1990

1650

1010

351

84

355

285

430

100

49

41

25

9

2

9

7

10

The 1934-38 data for the six countries
of Germany.

of the European Economic Community cover the pre-war territory

Note: The world totals shown in Tables 3 and 4 differ slightly because of difficulties in the conversion
of bunches into weight equivalent for certain countries.

For sources: See Table 1.
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(d) Consumption

34. The post-war rise in incomes in industrial areas brought about a rapid
increase in consumption of fresh fruits in general. In the United States,
however, saturation level seems to be reached for a number of fruits and per
caput consumption no longer shows any significant increase.

35. The most outstanding increase in banana consumption during the 1950's
occurred in continental Western Europe, where the present per caput levels
are in general three times as high as before the war. However, the rate of
increase has slowed down in this area in recent years. No significant change
occurred in the United Kingdom or in countries where consumption was already
high before the war such as the United States and Argentina.

.36. At present, per caput consumption of bananas stands at about 10.5 kg. in
the United States, 9 kg. in Canada and in the neighbourhood of 7 kg. in most
of the countries of North-Western Europe except. Denmark, Sweden and the
Netherlands, where it is about 5.5. kg. In. the Mediterranean countries
consumption of bananas is substantially lower: about 3.5 kg. in Spain,
less than 2 kg. in Italy and even smaller in Greece and Turkey. Account
should, however, be taken of the very high level of consumption of other
fresh fruits in these countries. In Eastern Europe and the USSR the per
caput levels are insignificant while in Japan it amounts to about 0.5 kg.
Among the other importing countries, consumption above 10 kg. per caput has
been recorded in New Zealand and Argentina and in Uruguay and Chile it
stands at about 7 and 5 kg. respectively.

37. It should be noted that, in many of the producing countries, bananas
represent a large source of calories for the local population and per caput
consumption levels of 0.5 kg. per day are not exceptional.



L/1984
Page 81

Table 5

Per Caput Consumption of Bananas in Selected Countries
Averages 1934-38, 1952-54 and 1959-61

(Kilograms per head)

1914-38 1952-54 1959-61

Belgium 2.7 4.9 6.6
France 4.3 6.1 7.7
Germany 1.8 2.6 8.4
Netherlands 3.6 2.3 5.3
Italy 0.4 0.7 1.7

United Kingdom 6.4 4.8 6.7
Denmark 0.9 5.0 5.5
Norway 2.5 1.7 7.0
Sweden 1.6 5.8 5.4
Finland 0.7 0.8 1.8a
Switzerland 1.6 3.4 7.8
Austria 0.1 0.4 3.8a
Spain 1.0 2.1 3.3

United States 10.5 9.2 10.3
Canada 4.5 8.9 9.1

Argentina 11.7 8.6 11.6
Chile 2.8 3.5 4.8
Uruguay 5.1 8.0 6.8
Japan 1.7 0.3 0.5
New Zealand 7.0 7.5 14.3

Note: The figures above are higher than those of consumption as they are
based on the weight of imported bananas (which generally includes the
stem).

For sources: See Table 1

Average 1959-1960

(e) Prices

138. As may be seen from the chart below, prices of South American bananas on
the European market were fairly stable in the early fifties and, since 1954,

As there are no comparable data on export prices, the statements in this
paragraph are based on average import unit values (c.i.f.) of selected importing
countries. These import unit values reflect not only export price movements
but also variations in maritime transport costs.
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have showed an almost continuous downward movement until 1962. The decline
recorded during that period was of the order of 20 per cent. A similar
development occurred in the Central American/United States trade, although
stability of price continued up to 1956.

39. Prices of bananas originating in countries benefiting from preferential
access on certain European markets recorded wider fluctuations, reflecting to
some extent supply conditions of both bananas and competitive fruits on the
various markets of the importing countries. After a general rise to well above
the Latin American level in the early fifties, a rather irregular movement
occurred in the mid-fifties and was followed by a fairly sharp decline in all
trade channels with the exception of United Kingdom imports from the Windward
Islands. In spite of this fall, the United Kingdom, French and Italian
import prices remained well above the Latin American level.

40. The general decline in prices in recent years had an adverse effect on
the export earnings of the supplying countries concerned. An indication of
the loss in export earnings resulting from such a price decline may be
tentatively given for five Latin American exporting countries for which
adjusted values of banana exports were calculated by the IMF. According to
these estimates banana exports from these countries amounted to about
$170 million in 1961; had the same volume of bananas been sold at prices
obtained in 1953 and 1954 the value of exports would have been about
$35 million higher. Such an unfavourable price development is particularly
important for those countries which are heavily dependent on banana exports
such as Ecuador, Honduras and Panama.

1Costa Rica, Ecuador, Guatemala, Honduras and Panama; the five countries
combined accounted for about 75 per cent of the total volume of banana exports
from Latin America, or about half of world banana trade, in 1961.
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DEVELOPMENT OF IMPORT PRICES OF BANANAS, 1950-1962

EVOLUTION DES PRIX A L'IMPORTAT ION DES BANANES, 1950-1962

(average c.i.f. unit values - valeurs unitaires moyennes,, c.a.f.)

Italy/Somalia

United Kingdorm/Jamaica
France/East Cameroon

Germany/Colombia & Ecuador

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 Years

Note: The unit values shown in this chart were derived from national trade returns of importing countries

and converted into dollars at official exchange rates. In the case of East Cameroon it may be

noted that the price declines shown in the chart are partly due to the devaluations of the

currencies of the franc zone countries.

Les valeurs unitaires montrées dans ce graphique ont ététirées des statistiques nationales

du commerce, extérieur des pays importateurs et converties on dollars aux taux de change officials.

Dans le cas du Cameroun de l'Est, on peut noter que les baisses de prix mentionnées sur le

graphique sont dues en partie aux dévaluations des monnaies des pays de la zone franc.

Prices
(dolIars
per ton)
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V. Future Prospects

41. An evaluation of future developments as regards both demand and supplies
is extremely difficult to make in the case of all agricultural products. For
bananas the difficulties in this respect are much enhanced, not only by the
great variety of factors on which demand and production are dependent, but also
by the lack of reliable statistical data, even as regards volume. Moreover,
only fragmentary information is available on such important relationships as
income and price elasticities of demand, the effects of price changes on the
volume of production etc.1

Consumption

42. Consumption of bananas, like that of fruit in general, is closely related
to the per caput income level. It stands at about 10.5 kg. in the United
States, in the neighbourhood of 7 kg. in most of the countries of North-West
Europe and 3.5 kg. in Spain, but less than 2 kg. in other Mediterranean countries.

43. Bananas are in close competition with other fresh fruit notably citrus
fruits and apples, pears, etc. and to a lesser extent with canned fruits. A
shortage or surplus of other fruits can thus have some effect on the price of
bananas as was the case in France in 1956 for example, where banana prices were
driven up by a shortage of other fresh fruit. In Italy a relatively high price
is maintained for bananas through the operations of the State monopoly and this
has had the effect of holding down the consumption of bananas to the advantage
of other, homegrown, fruits.

44. As regards consumer preference, the Gros Michel (Johnson) tends to sell
better than the Lacatan and Fig banana because of its better external appearance,
but the two latter varieties are frequently preferred, once tasted, for their
better aroma and texture. In France, for example, the preference shown by the
consumer for Cavendish bananas has led to an appreciable difference in the prices
between the two varieties. The introduction of a new variety needs some effort
on the part of importers in that new ripening techniques have to be learnt, but
experience in the United Kingdom with the introduction of the Lacatan has shown
that over a period of. a few years a major change in consumption patterns can be
achieved.

45. If it is assumed that prices remain unchanged, consumption in the North
American market cannot be expected to rise more rapidly than the growth in
population, i.e. by slightly less than 2 per cent per year, because of the high

1The conclusion of a study made by the ECLA (see Economic Bulletin for
Latin America, vol. III, No. 2) in 1958 that "in spite of the importance cf
bananas in world trade, the market for this commodity has received little
attention" is still relevant today for a great number of important aspects of
both production and demand.



L/1964
Page 85

level of per capita consumption which has apparently already reached saturation
point. If the countries of the EEC, according to FAO estimates if incomes
continue to rise at rates similar to those of recent years, an increased demand
of about 3 to 4 per cent per year might be expected.2 In the United Kingdom
and other countries of North Western and Central Europe, if incomes do not rise
at a faster rate than in recent years, a slower rate of growth of import demand
for bananas than in the EEC countries can be envisaged.

46. In conclusion, if prices and barriers to trade were to remain as at present,
the import demand in industrial countries could be expected within the next five
years to increase by about 200 thousand tons in North America and by some
250-300 thousand tons in Western Europe. Finally, in Eastern Europe and the
Soviet Union the volume of imports is fixed by the central planning authorities;
if these imports were brought from their present yearly per caput level of
0.05 kg. to, say 1 kg., this would mean an additional import of about
300,000 tens.

47. It should, however, be kept in mind that the estimates of the growth in
demand are based on certain assumptions which may not all be realized. There
is for instance a considerable uncertainty about the development of future fresh
fruit consumer preferences. Furthermore, prices of bananas should always be
considered in relation to prices of competitive fruit; although no precise
recent information is available on the substitution effects of relative price
changes of bananas in respect to other fruit, it seems that a modification of
the price pattern would have a substantial repercussion on the level of banana
consumption.

Production

48. Some details of conditions of production are given in Section III above.
On the supply side, it does not appear that the level of supplies will represent
any limiting factor in meeting the expected level of demand within the near
future. In the countries of Latin America considered together, if only factors
from the supply side are taken into consideration, export availabilities can be
expected to rise at rates similar to those registered in recent years, some
deceleration in this or that country being offset by a more rapid rate of growth
than in recent years in some other countries. In Africa, the indications as
provided by the production plans3 of several countries are that a fast rise in
production is envisaged during the near future. Finally, supplies from
Commonwealth countries can, on the whole, be expected to rise moderately in line
with the likely increase in consumption in the United Kingdom.

See Agricultural Commodities and the European Common Market FAO, Rome,
1962, p. 57.

During the nineteen fifties the rate of growth was more rapid, but has
slowed down in recent years.

3
For instance, in the Ivory Coast the development plan foresees, for

bananas, increases in production from about 90,000 tons in 1960 to 140,000 tons
in 1965 and 175,000 tons in 1970 and in exports to 125,000 tons in 1965 and
150,000 tons in 1970.
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VI. Barriers to Trade in Bananas and the Effects
of Their Removal

A. Barriers to trade

1. Preferential arrangements

49. The pattern of a significant proportion of world trade in bananas is
dictated by preferential arrangements operating between certain European
countries and overseas producing countries. These arrangements result from
commercial policy measures taken by the European countries concerned.

50. The measures in question consist of tariffs and, more importantly, of..
quantitative import restrictions and the operation of a State monopoly in Italy.

51. In the European Economic Community the common external tariff has been
fixed at 20 per cent. As a result of the first alignment of the national
tariffs on the common external tariff on 1 January 1962, tariff rates applied
against third countries were raised in Germany from nil to 6 per cent1 and in
the Benelux countries from 15 to 16.5 per cent, were reduced in Italy from
36 to 28 per cent and remained unchanged in France at the rate of 20 per cent
envisaged for the common external tariff. Thus the margin of tariff preference
in favour of the associated countries and territories has amounted, since the
beginning of 1962, to 28 per cent for Italian imports from Somalia, 20 per cent
for French deliveries from its overseas departments and the countries of the
franc zone, 16.5 per cent for Belgian imports from the Congo (Leopoldville)
and to about 6 per cent in all other cases.2

52. However, at present more important that the tariff as regards trade effects
are the quantitative import restrictions imposed by France and the operation of
the State monopoly in Italy. In France, imports from third countries and
countries associated with the EEC not belonging to the franc area are subject
to quota. In Italy, imports are exclusively dealt with by the banana monopoly
which is administered by the "Azienda Monopolio Banana". Wholesale domestic
trade is conducted by private traders under concession. No limitations are
imposed on retail trade. Wholesale and retail prices are fixed by the State
by ministerial decree.3

1However, this tariff applies only to quantities in excess of duty-free
quotas. These quantities were negligible in 1962, as duty-free quotas amounted
to a total of 483,000 tons, made up of 353,000 tons stipulated by the provisions
of a special protocol of the Rome Treaty and 130,000 tons granted by the
Commission.

Except for Germany, as indicated in the preceding footnote.

3For details see COM.III/87/Add.5.
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53. The United Kingdom imposes a specific duty, which was raised in 1956 from
£2.10s. to £7.10s. a long ton (about 5 and 13 per cent-ad valorem atcurrent prices
respectively), on all imports of bananas from countries outside the Commonwealth
preference area, while bananas from countries entitled to Commonwealth preference
(including on. a temporary basis West Cameroun) can enter the United Kingdom duty
"free. In addition to the,preferential import duty, quantitative restrictions
are maintained on import of bananas from countries in the dollar account area
(in practice most banana producing countries in Central and South America, but
not Brazil); the quota for imports from these countries ispresentt 4,000 tons
per annum. Quantitative restrictions are also imposed in Spain on supplies
from sources other than the Canary Islands.

2. Situation on the sheltered markets

54. The effects of the quantitative restrictions imposed by France, Spain and
the United Kingdom and of the operation of the State monopoly in Italy is
reflected in the pattern of these countries' imports, and in price levels.

55. The preferential access to their markets which these countries afford has
resulted in their imports originating almost exclusively from the sheltered
suppliers and in these suppliers shipping almost their entire exports to these
sheltered markets at- prices which are usually well above the world market
level. The picture that emerges can be seen from Table 1 and from paragraphs 29
and 32 above.

56. The differences between import prices in the United Kingdom, France and
Italy on the one hand, and those prevailing on the world market on the other,
can be ascribed mainly to the existence of preferential arrangements in these.
markets. In 1961, for instance, c.i.f. unit values for bananas imported from
sources of supply enjoying preferential treatment were' in the United Kingdom
and in France about 45 per cent and in Italy 70 per cent higher than average
unit values of German imports. In Italy, moreover, the margin between the
retail prices fixed by ministerial decree and the import prices have been
substantially higher than in other countries.

57. In those cases where tariff preferences are not accompanied by quantitative
restrictions, the situations as follows:. Congo exports to Belgium represent
only some 20 per cent of total imports of that country in recent years, while
50-70 per cent of the exportable production of the Congo is exported to 'other
countries, no price advantage being apparent in unit import values. Available
trade returns show that, in the first eleven months of 1962, imports from EEC
associated countries and territories remained nil in the Netherlands and below
1 per cent in Germany and in Belgium (for the first nine months of 1962) imports
from associated countries other than the Congo were, like in recent years, nil.
In Italy, where imports from. Guadaloupe, Martinique and the Ivory Coast, which
in 1961 amounted to nearly 14,000tons, further increased to 23,000 tons in
the first ten months of 1962, or more than 20 per cent of totalItalian
imports during this period.
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3. Barriers by other countries

58. In some other industrial countries of Europe and North America imports of
bananas are subject to specific tariffs, the ad valorem equivalent of which,
calculated at 1961 prices, ranges from 5 per cent in Denmark, to 6 per cent in
Sweden, 7 per cent in Canada, 10 per cent in Norway and 26 per cent in
Switzerland. Japan and Finland apply quantitative restrictions. In the
United States bananas are not subject to any duty or quantitative restrictions.

B. Effects of the removal of trade barriers

1. Effects on world trade

59. Increased consumption could be expected to result as a direct consequence
on the removal of all barriers to trade in bananas, although it would obviously
be difficult to give any precise estimate.

60. As has already been indicated, import prices in the United Kingdom, France
and Italy are noticeably higher than those prevailing on other important
markets such as the United States and the German markets. If import prices in
the United Kingdoms France and Italy were brought down to the average level of
German prices, assuming the trade margins to remain unchanged, the result would
be a drop of about 15 per cent in the retail price in each of those three
countries. The information available regarding the consumption increases
which might be expected to follow a fall in retail prices for bananas is
fragmentary and rather unprecise. It might be tentatively estimated that a 15 per
cent reduction in retail prices in the United Kingdom, France and Italy might
be accompanied by a rise in consumption corresponding to additional demand of
the order of 50,000 to 100,000 tons. In Italy wholesale and retail prices
are fixed by ministerial decree and the margins between the import and the
retail prices are substantially higher than in other countries. A reduction
of these margins to a level approaching those existing in the United Kingdom,
France and Germany, is likely to bring about a further increase in consumption,
of the order of 20,000 tons.

61. A further increase in demand could be expected to result from the removal
of trade barriers by other countries, in particular Japan, and other countries
of Western Europe not referred to in the preceding paragraph. Assuming that
in Japan the per caput consumption recovered the pre-war level of 1.7 kg. per
caput, this would represent an additional import demand of more than 100 thousand
tons. (Pre-war, Taiwan was Japan's main supplier.)

62. The removal of barriers to trade would result in a decline of prices in
sheltered markets to the world price. It would not seem that the increased
demand which might be expected to follow the drop in prices would be sufficiently
large to have any significant effect on the world price. In the event of some
uneconomic production having to be discontinued this, of course, would ease the
world supply situation. The effects of a rise in banana prices on consumption
are referred to in paragraph 47 above.
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2. Effects on, sheltered countries

(i) Value of exports

63. The decline in prices on sheltered markets which would follow the removal
of all barriers to trade and preferential arrangements would be bound to have
an adverse effect on sheltered countries' earnings from banana exports, unless
the volume of these exports was sufficiently expanded to offset the drop in
prices or unless other compensatory factors intervened such as rationalization
of production, transport and marketing. Table 6 below attempts to give an
Indication of the loss in export income which sheltered countries would have
experienced had they been obliged to sell their exports in 1961 at world
prices. The table as a whole should, however, be treated with caution because
of the need for making assumptions (referred to in the footnotes to the table)
in the absence of data regarding export prices; this has been discussed
earlier in Section III above.

(ii) Volume of exports

64. The effects of a removal of all trade barriers and preferential arrange-
ments on the volume of sheltered countries: banana exports would depend on the
extent to which the necessary conditions could be established to enable these
countries' exports to be competitive in world markets. For this reason it is
not possible to give in quantitative terms any estimate of the possible shifts
in world export accruing to previously sheltered and other exporting countries.

65. Previously sheltered countries might, of course, lose some ground on what
had been their sheltered markets, although such factors as traditional trade
links, the existing organization of transport and distribution etc. might prove
important counteracting influences. On the other hand, these countries might,
if their position were competitive, be able to develop their exports on other
market which would also have been liberalized on the removal of all trade
barriers.

66. Further, they would have the opportunity of participating in the increased
demand Resulting both from the removal of trade barriers (see paragraph 60
above) and from the other factors giving rise to increased consumption (see
Section V above).

67. It is apparent that a reduction in the price at which banana exports from
a sheltered country are sold in the importing country could, in some cases, be
brought about, not only by a cut in costs of production in a narrow sense, but
also and even more (because of the very low share of the costs of production in
the import price as pointed out above in Section III) by a reduction in
handling, transport and marketing costs. Increases in the volume of exports
might moreover tend to reduce average unit costs especially in ocean transpor-
tation because of the significant effect on costs of the size and regularity of.
shipments. The question of investment in infra-structure would, of course,
also be very important.
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Table 6

TENTATIVE ESTIMATES OF THE EFFECTS ON EXPORT EARNINGS RESULTING FROM LOWERING

OF BANANAS PRICES TO THE WORLD LEVEL IN THE MAIN SHELTERED CHANNELS

(based on 1961 trade)

Share of banana Volume of Prices obtained on the Hypothetical
shipments to exports to sheltered market loss in

Pricesheltered markets sheltered adjusted to export
in total value markets f.o.b. basis differential earnings

of exportsa ('000t) (%/t) (%/t) (%/t) (million%)d

(1) (2) (3) (4) (5) (6)

East Cameronn/France .. 4 50 163 100 30 1.5

Ivory Coast/France . . . . . . . . 4 65 183 125 55 3.5

Somalia/Italy . . . . . . . . . . . 48 76 214 140 70 5.5

Jamaica/United Kingdom . . . . ..8 140 170 1.05 35 5.0

Windward Islands/United Kingdom . 50 103 205 140 70 7.0

West Cameroon/United Kingdom . * . 75 172 105 35 3.0

Guadeloupe & Martinique/France . . 40 241 177 110 40 9.5

Note:. In view of the fact that a number of the assumptions underlying the data shown In this table had to be based on
fragmentary information and, because of the uncertainties as regards the

*shown in columns 4, 5 and 6 should be considered as tentative. It should
made to account for quality differences.

level of world banana prices, the figures
also be noted that no attempt has been

5The data in this column are based on values reported In trade statistics of the countries concerned.

Assuming maritime transport and insurance costs of $65 in the case of Cameroon, Ivory Coast and West Indies,
and $75 for Somalia. It should be noted that in several cases prices which may be derived from exportstatistics
of the countries concerned are substantially lower than those shown in this column. The reasons for these discrepancies
may be the following (i) actual transport costs were higher than assumed in the present table (ii) as already explained
in par. 19 the export values shown in trade statistics do not always represent the actual transaction values and (iii)
the quantities. which in many exporting countries are recorded in stems cannot be converted into weight with sufficient
precision.

c
Difference between the world f.o.b. export price (estimated at $70 per ton in 1961) and the adjusted f.o.b. price

shown in column (4).

dVolume of sheltered exports (col.2) multiplied by the price differential (col.5).
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68. Although the available information is not complete, it is felt that it
should be possible, through increased investment and a reduction of costs, for
conditions to be established where certain of the sheltered countries would be
able to achieve a competitive position. Moreover, in the case of those
sheltered countries which do not depend predominantly on earnings from banana
exports for their economic development, further diversification of their
economies, if necessary through the provision of further international financial
assistance, should enable them to increase their total export earnings.

69. However, in the case of Somalia and the Windward Islands, where banana
exports account for a substantial share of total export earnings, there would
sobm to be. considerable doubt, for the reasons given in paragraphs 15 and 16
above, as to the possibility of these countries establishing a competitive
position in world markets if all barriers to trade were removed. For the
reasons referred to in paragraph 15, difficulties might also arise in the case
of Guadaloupe and Martinique.
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VII. Conclusions

70. As has been shown in preceding parts of this document, supply kept pace
with increasing banana consumption during the 1950's. In fact, in the last
few years there have been signs of a tendency towards over-production and prices
have shown a declining trend.

71. Increases in consumption in all importing areas may be expected to result
from population growth and also from rising incomes in countries where
saturation point has not yet been reached.

72. The banana industry is highly organized, requiring large-scale investment.
Marketing costs, including costs of transport, account for a substantial part
of the retail price. The size of the trade margins and their relative levels
as between individual importing countries might indicate the possibility of a
reduction in costs through improvements in transport, handling and marketing
generally, as well as through rationalization of production. An increase in
the volume of bananas traded might also bring about a reduction in overall costs
in certain channels.

73. A main difficulty in considering the situation and structure of world
trade in bananas is the lack of complete, comparable data. In this connexion
it should be noted that some countries have proposed to the FAO that a Study
Group on bananas should be established.

74. At the present time, preferential arrangements have an important effect
on the pattern of world banana trade. and bring substantial benefits to the
sheltered countries, both as regards assured markets and the level of prices.
These arrangements are made effective through the use of quantitative
restrictions and in some cases, through State-trading practices. Therefore,
if there is to be an effective removal of trade barriers, any action in the
tariff field would need to be accompanied by the dismantlement of these other
barriers.

75. Apart from the preferential arrangements, restrictions in certain other
important countries also play a significant rôle.

76. The reduction in import prices in a number of countries which would follow
the abolition of trade barriers could, assuming trade margins to remain
unchanged, be expected to lead to increased consumption.

77. The abolition of trade barriers would be likely to lead to a certain
diversion of trade as it is possible that some of the sheltered producers would
be unable to continue economic production at current world prices. Certain
of the sheltered producers, however, through increased investment in-infra-
structure and the reduction of transport and marketing costs, might well he
able to achieve a competitive position in world markets, despite the decline in
banana prices.
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78. On the other hand, if no action were taken to remove or attenuate
preferences, a substantial diversion of trade would occur if a tariff preference
of 20 per cent were introduced by the European Economic Community, since not
only would the countries benefiting from the preference maintain to a large
extent the privileged position on their traditional markets, but would also be
in a position where they might displace traditional suppliers on markets where
the present tariff preference is at a lower level.

79. It is to be expected that the removal of the present preferential arrange-
ments would lead to a loss of export earnings by the sheltered countries because
of the reduction in prices.

80. In some cases this loss might be offset by increased investment aimed at
the acceleration of the diversification of the economies and exports of the
countries concerned. It should furthermore be borne in mind that such a major
development as the removal of all preferential arrangements might well lead to
a review of economic, commercial and monetary policies in the previously
sheltered countries.

81. Some other sheltered producers, however, which are predominantly dependent
on banana exports, and where there is not much scope for diversification or
alternative lines of production, would be in difficulties and would create a
special problem.

82. It does, however, seem anomalous that price levels in important consuming
countries should be kept artificially high because of the problems of a few
supplying countries. Taking the position of the sheltered countries as a
whole, and disregarding the effects of any offsetting factors, their loss in
export earnings based on 1961 trade figures might tentatively be estimated
at around $30-40 million. It should,however, be possible to devise a
system which would remove the existing anomaly and at the same time safeguard
the position of the countries concerned.

83. As regards any suggestion that the removal of trade barriers should be
accompanied by a general increase in banana prices, the effect of an increase
in prices on major unsheltered markets would have to be considered particularly
in relation to the effect on demand, taking into account the availability of
other fruits marketed at uncontrolled prices.

84. If it were considered that sheltered countries would be unable to face a
sudden, complete removal of all barriers to trade and that there should be
some period of adjustment it would seem that the elements of any arrangements
made would have to take into account:

(a) whether there should be a modification of the present preferential
arrangements, under which quantitative restrictions and restrictive
State-trading practices would be removed and a tariff preference given,
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during any period of adjustment considered necessary, at a level which
would be somewhere between the existing lowest and highest rates but
which would in any case be well below the 20 per cent contemplated for
the EEC common external tariff. Such a rate would provide some
protection for the sheltered countries while, at the same time, allowing
for increased consumption;

(b) that, during the period of adjustment, financial aid should be
afforded to the sheltered countries concerned to enable them to become
competitive in world trade in bananas or to develop alternative lines
of production; and

(c) the fact that there might remain a hard core of countries for which
special measures would be needed.



TROPICALOILS ANDOILSEEDS L/1984Page 95

Note by the Secretariat
I. Introduction

1. Though there exist at least forty different species of vegetable oilseeds
and oils produced for commercial purposes, only coconut, groundnut and oil palm
products, linseed, soybean-and cottonseed and their oils and olive oil figure
importantly in international trade. Together they make up about 56 per cent
of trade in all fats and oils . and about 80 per cent of trade in vegetable
oilseeds and oils.The main animal fats, butter, lard,. tallow and marine
oils, constitute another 30 per cent of the total. These items thus cover
over four fifths of the volume traded.

2. This note concentrates on those principal groups of vegetable oils and
oilseeds which are of importance in international trade as a whole and are
mainly exported by tropical countries, i.e. groundnuts, copra, palm kernels
and their oils, and palm oil. They will be referred to here as tropical oil-
seeds and oils. Other products are dealt with in so far as they-compete
directly in end use with tropical oils.

3. An analysis of the market is complicated by the large possibilitiesfor
substitution that exist, not only between the tropical oils themselves, but
also between these products and other, both vegetable and animal fats produced
in the temperate zones which constitute the principal export markets for
tropical oils. For instance, in the manufacture of margarine, cooking oils
and compound cooking fat, groundnut oil, coconut oil and even palm oil may be
substituted for each other, but they compete with soybean and cottonseed oil,
and lately on an increasing scale with lard and fish oils. In some European
countries rape-seed is used in the margarine industry. All these oils are
thus in indirect competition with butter and other animal fats. Groundnut
oil is further interchangeable with olive oil as a table oil. Palm oil of a
high free fatty oil content has its principal use as a soap-making material,
while for this purpose coconut oil and palm kernel oil may be substituted for
each other by reason of their lauric acid oil content. All these natural
soap-making materials suffer increasing competition from synthetic detergents.

II. World Production and Trade

(a) General

4. Total exports of all fats, oils and oilseeds in 1961 are estimated at
about 8 million tons (oil equivalent), i.e. about a quarter of world production.
As shown in Table 1, annexed to this note, tropical oils and oilseeds, with
3.0 million tons, represented about 35 per cent of the total quantity exported.
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5. The principal exporters of tropical oilseeds and oils are Nigeria and
Senegal with respect to groundnuts, Philippines, Indonesia, Ceylon, Malaya
and Oceania for coconut products, Nigeria, Sierra Leone and Dahomey for palm
kernels, Congo (Leopoldville) for palm kernel oil, and Nigeria, Congo
(Leopoldville) and Indonesia in the case of palm oil.

6. The principal import markets for tropical oils are the EEC countries,
which together imported about 1,355,000 tons or 45 per cent in 1961, followed
by the United Kingdom with 480,000 tons or 16 per cent and the United States
with 360,000 tons or 12 per cent. Together these countries accounted for
about three quarters of the total import trade. Other countriesof
some significance in the case of imports of all or some of the tropical oils
were the Scandinavian countries, Switzerland, Portugal, Canada, Japan.
Australia, India, Colombia and Venezuela.

7. The EEC area takes a little more than a third of its tropical oil imports
from its associated countries, but has considerable imports also from Common-
wealth countries and from other regions. By contrast, the United Kingdom and
the United States are supplied largely by countries to which they grant
preferential import treatment.

8. The structure of aggregate imports of tropical oils and seeds by
principal importing countries in 1961 is indicated below, in thousand
equivalent.

the eight
tons oil

EEC
Associated
Countries

Common-
wealth Philippines Others Total

Imports by:

France 61

Belgium-Luxemburg

Netherlands

Germany, Fed. Rep. of

Italy

37

5

56
25

95
105

49

11

17

88

151

2

28 450

25 113

97 285
98 410

21 97

Total 473 344 269 269 1,355

United Kingdom 477 - 4 481

United States 36 - 292 34 362

Total, eight countries 50 821 561 307 2,198

Source: Document W(62)1, page 14.
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9. In addition to the 3 million tons of tropical oilseeds and oils exported
by developing countries (to all destinations), they export some minor quantities
of soybean and cottonseed oil. The principal exporter of these oils is however
the United States, which accounts for nearly 90 per cent of the total quantity
of about 1.2 million tons (of which about 1 million consists of soybeans and
oil).

10. The earnings resulting from exports of tropical oilseeds and oils are of
great importance to a number of less-developed countries. Senegal derived in
1961 about 75 per cent of its export revenue from sales of groundnuts and
groundnut oil, Niger 66 per cent, Nigeria 22 per cent and Gambia 97 per cent.
Copra and coconut oil accounted for 21 per cent in the Philippines, 9 per cent
in Ceylon and for very high proportions in Tonga, New Guinea and Papua, and
other territories in Oceania. Oil palm products brought Dahomey about 56 per
cent of its total foreign earnings; in Nigeria the proportion was 19 per cent,
in Sierra Leone 10, and in Togo 8 per cent. By contrast, the dependence of the
United States on fats and oil exports is marginal, though she is in fact the
largest single exporter (about 28 per cent of world exports in 1961).

11. About 45.per cent of all exports of vegetable oils and oilseeds occurs in
the form of oil. There are considerable variations among countries. In
Senegal, groundnut oil exports are even more important than exports of shelled
nuts, whereas Nigeria's exports are still largely nuts and kernels rather than
oil. In the Congo (Leopoldville) there are important crushing mills, and
palm kernel oil is an important export earner. Most of the world's commercial
supply of palm kernels is processed in the United Kingdom and other important
countries in Western Europe. Malaya is an exporter both of copra and of oil
(partly processed from copra imported from Indonesia). In the Philippines on
the other hand, the major part of exports consists of copra which goes to the
crushing industries of the United States and the Netherlands. The latter.
country has an important-re-export trade in coconut oil. Most oilseed-
producing countries have plans to expand their crushing facilities.

(b) Copra and coconut oil

12. The main producing areas of copra are South-East Asia with about 80 per
cent of the total and Oceania with about 9 per cent. Some production also
occurs in several countries of Latin America and Africa. The Philippines,..
Indonesia and Ceylon share between themselves about three quarters of world
exports of copra and coconut oil. Production and exports in the main countries
in 1961 were as follows (exports of copra and coconut oil in terms of oil) in
thousand tons:

Estimated production Exports of
of copra copra and oil

Philippines 1295 502 74
Indonesia .. 272 -

Ceylon 270 128 91
Malaya 165 130 58
Oceania 290 138 44
Mozambique 65 42 3

Source: FAO Monthly Bulletin of Agricultural Economics and Statistics.
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13. While about 25 per cent of total exports occurs in the form of oil, the
proportion varies substantially between countries.

14. Western Europe absorbed in 1961 nearly exactly one half of world imports,
the United States about 26 per cent. Virtually the whole United States imports
came from the Philippines and the United Kingdom imports from Commonwealth
sources. France took half of her imports from Oceania, the rest mainly from the
Philippines and Indonesia. These two latter countries were the major suppliers
or the largest single sources of supply for Benelux and the Federal Republic of
Germany, whereas Itaiy relied for one third of its Imports on Ceylon. The
EEC as a whole imported about 8 per cent from associated countries (actually
exclusively imported by France) and 13 per cent from Commonwealth sources.

15. The proportion of oil in total imports of coconut products is indicated
below.

Total quantity Per cent
imported in 1961 of oil
in terms of oil in total

'000 tons

France 58 2
Belgium 28 15
Netherlands 104 1.5
Federal Republic of Germany 209 18
Italy 41 70

Total EEC 440 16

United Kingdom 104 39
United States 298 25

Source: Document W(62)1, page 17.

(c) Groundnuts and groundnut oil

16. The largest producer of groundnuts are India, mainland China, Nigeria,
Senegal and the United States. About three quarters of production take place
in tropical countries and among these only Nigeria and Senegal export a
substantial part of their output. Other important exporting countries are
Argentina, South Africa, Sudan and Niger. India prohibits exports of crushing
nuts in order to meet heavy domestic requirements for edible oil, and the
country exports only marginal quantities of groundnut oil. Senegal has developed
an important oil crushing industry (started during the last war), most of the
production of which is exported. The policy in Nigeria is gradually to
increase domestic crushing activity. Production and exports in main countries
were as follows:
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Production of Exports 1961
unshelled nuts. Shelled nut

1961-62 equivalent, Oil
'000 tons oil basis

Senegal 902 116. 126
Nigeria 995 216 46
Sudan 218 36 -
Niger --- 16 5
South Africa 167 13 16
Argentina 433 - .31

17. The largest importing market for groundnuts is Western Europe which in
1961 imported about 640,000tons (oil equivalent), nearly 80 per cent of world
imports. France, by far the largest single importer, took about 320,000 tons,
of which about four-fifths from associated countries in Africa, whose exports
were nearly entirely directed to France, where they have a guaranteed outlet
at fixed prices. Imports by other EEC countries were much smaller, of the
order of 50,000 tons (oil equivalent) by the Federal Republic of Germany and
about 30,00.0 tons..each in Italy, Belgium and the Netherlands. The United
Kingdom imported 106,000 tons, exclusively from Commonwealth countries and
South Africa. Quantities and the proportion of oil imported were as follows
in 1961.

Total imports Per cent
in terms of of oil

oil in total

France 320 34
Belgium 32 11
Netherlands 25 26
Federal Republic of Germany 54 34
Italy 31

Total EEC 462 30

United Kingdom 106 66

Source: FAO,Monthly Bulletin of Agricultural Economics and Statistics.

18. Other countries of some importance as importers of groundnuts are
Switzerland, Poland, Portugal, Canada, Malaya, Hong Kong and Morocco, and of
groundnut oil, Hong Kong and Australia.
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(d) Palm kernels and palm oil

19. The principal producers of palm kernels and palm oil are Nigeria, Congo
(Leopoldville), Indonesia and Malaya. They account for 70 per cent of output
of palm kernels and 90 per cent of palm oil production. Other producers of
palm kernels are Sierra Leone, Dahomey, Ivory Coast, Guinea, and, in the case
of palm oil, Dahomey. Congo (Leopoldville) is the only indigenous exporter
with an important crushing industry and exports the major part of its production
of palm kernels as oil. The high cost of crushing equipment has so far
hampered the development of a processing industry in the other countries. On
the whole the production of oil palm products is to a very large extent
directed towards exports as seen from the following summary (quantities in
'000 tons):

Production (1960-61) Exports (1961)

Palm kernels Palm oil Palm kernels Palm kernel Palm oil
oil

Oil equiv.

Nigeria 437 176 178 167

Congo (Leopoldville) (127) (223) 3 49 153

Sierra Leone 61 - 25 -

Dahomey 49 (11) 21 11

Indonesia 35 145 14 118

Malaya (25) 94 9 96

Source: Commonwealth Economic Committee, Tropical Products Quarterly,
December 1962.

20. Western Europe absorbs about 90 per cent of all imports of oil palm
products. In 1960 the area imported about 850,000 tons, most of the rest
going to North America, Japan and India.

21. The EEC (chiefly the Netherlands and the Federal Republic of Germany)
imported in 1961 about 182,000 tons of palm kernels (oil equiv.) and 17,000 tons
palm kernel oil, and the United Kingdom 230,000 tons of palm kernels and
2,000 tons oil. The United States imported no kernels but about 38,000 tons
palm kernel oil (25,000 tons from Congo). As. regards palm oil, the EEC imports
amounted to 266,000 tons, imports of the United Kingdom 163,000 tons and the
United States 25,000 tons.

22. Of the total quantity of about 46,000 tons (in terms of oil) imported by
the EEC of all three items in 1961, about 48 per cent originated in the associated
territories, while the United Kingdom took its imports exclusively from
Commonwealth sources.
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(c) Soybeans and cottonseed

23. Apart from mainland China, soybeans are exported by Nigeria. and Brazil,
and cottonseed by Nigeria, Sudan, Syria and Nicaragua. Several European
countries (mainly Denmark and the Netherlands) are substantial exporters of
soybean oil, made from imported beans. The United States is however by far
the largest source of supply to the world market, accounting for, about four
fifths of soybean, soybean oil and cottonseed oil exports. Only negligible
quantities of cottonseed are exported from the country. Exports of soybean
oil under P.L. 480 are important, amounting in 1961 to slightly over one half
of the total quantity exported by the United States. Of the United States
exports of soybeans, amounting to nearly 600,000 tons (oil equivalent) in 1961,
one third went to Japan and one third to the EEC area. Soybean oil exports
amounted to 273,000 tons, of which Spain took about one third (under Public
Law 480), the rest being scattered among various, principally non-European

destinations. Cottonseed oil exports were 162,000 tons of which 40 per cent
to Federal Republic of Germany, there being hardly any other exports to
European countries. Production and exports by main countries are indicated
below (quantities in £000 tons):

Production (1960-61) Exports (1961)

Soybeans
(oil equiv.) Soybean oil

United States 15,113 581 273

Indonesia (437) - -

Japan 418 1 27

Brazil 246 12 -

Canada 154 13 10

Source: FAQ, Monthly Bulletin of Agricultural Economics and Statistics.

Note: Production of soybeans in mainland China reached a level estimated at
about 10 million tons in the last seasons. Exports have declined
heavily in recent years. According to estimates published by the
Commonwealth Economic Committee they amounted to about 125,000 tons
(oil equivalent) in 1960 and to about 63,000 tons in 1961, excluding
land-borne trade with the USSR.
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III. Developments in Production, Trade, Consumption and Prices since Pre-war

A. Total oils and fats

24. World production of all fats and oils increased by about 50 per cent
between pre-war and 1960-61. Production has more than doubled in North America,
which has now become the world's largest producing area, and it increased by
about 40 per cent in Western Europe. In Africa and Latin America production
has also expanded considerably since pre-war, while in Asia, the world's
largest producing area before the war, there was only a modest increase of
about one fifth. World production of non-tropical vegetable oilseeds and oils
rose between pre-war and 1960-61 by about 65 per cent, mainly because of a
three-fold increase in soybeans, while production of tropical oilseeds and oils
increased less rapidly, by about 45 per cent.

World trade (See Tables 1-3)

(i) Exports

25. World exports of all oils and fats increased between pre-war and 1960-61
by about 35 per cent, i.e. less rapidly than output. North America changed
over from a net importing to a net exporting position and is now the world's
largest exporting area, while in Asia and in Latin America exports declined
and in Africa the rise in exports, although important, was smaller than the
rise in output. In tropical countries the share of production which went
into exports declined from nearly 60 per cent before the war to about 45 per
cent in 1960-61, whereas an illustrative example of an opposite development
are the slaughter fats for which the share of world exports in world production
rose from 7 per cent before the war to 17 per cent in 1960-61.

26. World exports of animal fats and marine oils increased by nearly three
quarters between pre-war and 1960-61, especially on account of a four-fold
rise in.exports of tallows,and they account now for about one third of the
total. Oilseeds and vegetable oils taken together increased only moderately,
by about one fifth; exports of soybeans and soybean oil, however, nearly
trebled, while exports of tropical oilseeds and vegetable oils increased only
slightly, their share falling from about 45 per cent before the war to about
35per cent of total world exports of oils and fats in 1960-61.

27. World exports of vegetable oils increased between pre-war and 1960-61 by
about 1.2 million tons (of which about 500,000 tons was an increase in exports
of soybean oil and cottonseed oil, and 350,000 tons in those of tropical oils),
while the oil equivalent of world exports of oilseeds slightly declined.
Moreover, an important shift occurred in the pattern of world exports of oil-
seeds, reflecting the supply conditions and the preference of crushers in the
main importing areas for seeds giving a higher caked protein ratio; world
exports of soybeans more than doubled, while those of tropical vegetable oilsceds
(in oil equivalent), taken together, declined.
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(ii) Imports

28. In the high-income countries of North Western Europe. (i.e. excluding the
Mediterranean countries other than Italy) imports of oils and fats increased

by about 15 per cent between 1954-55, when they stood at about their pre-war
level, and 1959-60. This group of countries is still the major market for oils

and fats, but its share in total world imports has declined to less than two

thirds in 1960-61, while lower-income countries in Europe and in other parts

of the world, which together doubled their imports during the same .period,
became increasingly important outlets. Moreover, imports of animal fats and

of fish oil into North Western Europe have expanded faster than imports of

vegetable oilseeds and oils, which increased between pre-war and 1959-60 by

only about 10 per cent, or 300,000 tons (oil equivalent); in the lower-income

countries in Europe and in other parts of the world, the increase in imports
of vegetable oils during the same period was of about 700,000 tons.

29. As regards the pattern of imports of vegetable oilseeds and oils into

North Western European countries, significant changes occurred between pre-war
and 1954-55 as well as during the second half of the nineteen fifties. As can

be seen from Table 3, showing the development of imports into the major import-
ing countries of North Western Europe between 1954-55 and 1960-61, imports of
soybeans into the countries of the EEC, taken together, and into the United
Kingdom trebled, while those of tropical oilseeds either declined or, in a few
cases, rose only moderately; during the same period the imports of tropical
oils declined slightly in the United Kingdom and remained practically unchanged
in the countries of the EEC, taken together.

Consumption

30. In North America there was practically no increase in consumption per
head of oils and fats between pre-war, when it had already reached a level
close to 30 kgs., and 1960-61. In Western Europe, there was a moderate
increase during the same period, reflecting especially above-average increases
in the lower-income countries, and consumption per head of oils and fats in the

area in 1960-61 is estimated at about 26 kgs. A more rapid increase in con-
sumption took place since pre-war in Latin America, where consumption per head
is on the average, however, still not much higher than 10 kgs. per head. By
contrast, in Africa and in Asia, where the per capita consumption level before
the war was below 5 kgs., there were generally only very modest increases.

31. Changes in the pattern of consumption of oils and fats and in the utiliza-
tion of various types for different end uses will be discussed in the next
section.

Prices

32. As can be seen in Table 4, the index numbers calculated by the FAQ show

that there was during the second half of the fifties a relatively slow, but
steady decline in prices for the group of oilseeds, as well as for that of oils
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and fats as a whole, which in 1961 were both by about 10 per cent lower than in
1952-54; this decline was shared by all fats and oils listed in the table, with
the exception of palm oil. Table 5 shows the development of prices of various
oils in relation to the price of soybean oil during the second half of the
fifties.

B. Tropical oils (See Table 6)

Copra and coconut oil

33. World production of copra increased by more than one quarter between pre-
war and 1954-55. After a substantial decline in 1958 and 1959, due to a severe
drought in several producing countries, production recovered in 1960-61 to a
level only slightly above that of 1954-55. The development of production has
been very uneven among the major producing countries between pre-war and
1960-61; the bulk of the increase in production took place in the Philippines,
which now produces about 40 per cent of the total, while in Indonesia and
Ceylon there was hardly any increase.

34. World exports of copra and coconut oil (in terms of oil) have increased
since pre-war only slightly, by less than 10 per cent, and the share of pro-
duction entering world trade declined from nearly three quarters to less than
60 per cent in 1960-61. World exports of copra increased between pre-war and
1954-55, but have been stagnating since then, while those of coconut oil were
in 1960-61 still below their pre-war level, their share in total world exports
of copra and coconut oil (in terms of oil) having fallen to one fifth. There
were important shifts among the exporting countries, especially between pre-war
and 1954-55. Exports from the Philippines increased by more than 60 per cent.
during this period, on account of a nearly three-fold increase in exports of
copra, while those of coconut oil declined by more than 50 per cent; in 1960-61
the volume of exports of both copra and coconut oil was slightly below that of

1954-55. Exports from Indonesia, consisting nearly exclusively of copra, fell
by more than 40 per cent between pre-war and 1954-55, and there was a further
decline during the second half of the fifties, while in the case of Ceylon the
decline in exports of copra was offset by larger shipments of coconut oil, and

exports of copra and coconut oil (in terms of oil) were in 1954-55 and 1960-61
at about the same level as before the war.

35. Imports into Western Europe, the most important market, increased between
pre-war and 1954-55, accounting for most of the increase in world trade in copra

and coconut oil (in oil equivalent) during that period, but they were declining
during the second half of the fifties. In the United States the volume of
imports, which in the early fifties was slightly lower than pre-war, increased
slowly thereafter and recovered in 1960-61 to about its pre-war level. The

main use of coconut oil in Western Europe is for food purposes, especially in
the manufacture of margarine, while a different pattern of utilization prevails
in the United States where non-edible uses, especially soap-making, are the
main outlets.
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Groundnuts

36. World production of groundnuts which in 1948-52 had slightly more than
regained its pre-war volume, in the middle of the decade had expanded by one
quarter and in 1960-61 it was nearly 50 per cent larger than in the earlier
post-war period just mentioned. This increase was nearly twice as large as
that occurring in production of coconut products in the same period, and
slightly larger than the rise in production of oil palm products. Principal
contributors to the development in the 1950's were India, Nigeria and Senegal.
In 1961 total production amounted to about 4.14 million tons (oil equivalent).
About one third is produced in India but is largely consumed domestically. In
Nigeria and Senegal, the principal exporting countries, there was a break in
the upward movement of production in 1957-58, followed by a decline and a sub-
sequent recovery in the last three seasons.

37. In comparison, with production, total trade has risen less than half as
fast in the 1950's, reflecting mainly the decline in supplies to world markets
from India and China. In 1948-52 the level of trade was one-third smaller than
before the war and in 1960-61 it still fell about 15 per cent short of that
level. This was entirely the result of the decline in trade in groundnuts,
which in 1960-61 was one-third smaller than before the war, whereas trade in
oil more than quadrupled. Senegal, Nigeria, South Africa and lately also
Argentina contributed to this development. The share of oil in total exports
rose from 7 per cent before the war to 39 per cent in 1954-55. The proportion
has declined somewhat thereafter, to 34 per cent in 1961. The total quantity
of groundnut oil exports was almost stationary from the middle of the decade
until 1961, but incomplete data for 1963 point to a decline of about 10 per
cent. Exports of groundnuts rose by contrast from 430,000 tons (oil equivalent)
in the mid-fifties to 495,000 tons in 1960-61, and a more than 10 per cent rise
may have occurred last year.

38. Western Europe continued all through the 1950's to be the principal
importing area, the proportion being maintained in the neighbourhood of
80 per cent of world imports throughout the period. The proportion of oil in
these imports varied between 30 and 33 per cent; it rose exceptionally to
38 per cent in 1960, when groundnut imports were heavily reduced, but declined
to 25 per cent in 1961, when groundnut imports resumed their normal level and
oil imports were lower than usual. The United Kingdom and France together take
two thirds of groundnut imports and about four fifths of groundnut oil imports
into the area. While oil imports into these countries, taken together, have
been fairly stable over the past four years (they declined in the Federal
Republic of Germany, the third largest importing country), the continued
expansion in French groundnut imports has compensated for the weakening
tendency in the United Kingdom.

Oil palm Products

39. Production of palm kernels increased by about 20 per cent during the 1950's
nearly all of which occurring in Nigeria and other countries in West Africa,
including the Congo (Leopoldville). Production has been declining in the main
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countries in the last few years and total production in 1961 was no larger than
in 1954-55. This observation also holds true for the level of palm oil produc-
tion which has not moved significantly in recent years.

40. In the export trade, palm oil has gained some ground, whereas exports of
palm kernels, both in the form of kernels and oil (principally from the Congo
among the less-developed countries), declined in the last three years. Palm oi-
exports were better maintained and showed only minor movements. Incomplete dat.
for 1962 point to a slight fall in both palm kernel and palm oil exports in
comparison with 1961. Palm kernel oil exports from the Congo also dropped,

41. The only importers of these products of some significance outside Western
Europe are the United States and Japan. With the exception of United States
imports of palm kernel oil, imports of these areas have recently been weakening
Western Europe's imports of palm kernels declined from about 350,000 tons in
1954-55 to 300,000 tons in 1960-61.

42. Since the beginning of the 1950's Europe's share in imports of palm oil
has dropped from. over 90 per cent to below 80 per cent. The quantity imported
by Western Europe has however declined only slightly, from about 460,000 tons
in the mid-fifties to 450,000 tois in 1960-61. There was a continuous decline
in imports by the United Kingdom, the largest market. Increased imports are
noted for the United States and Canada and for some countries in Asia, in
particular India and Japan.

IV. Factors Influencing Production and Utilization of Tropical Oilseeds

43. As regards production, there are a number of technical factors - leaving
aside economic incentives such as prices received by producers - which
significantly affect the level of production. Among the tropical oilseeds,
only groundnuts are annual crops, production of which can be expanded fairly
rapidly - under the assumption that economic incentives are present - provided
that there is scope for expanding the planted areas and improving the yields.
An increase in production from tree crops takes longer to achieve. Oil palms
are most profitable as a plantation crop but new planting involves a relatively
large initial investment which yields a return only after about live years,
when the trees reach bearing age. In the case of coconut palms, largely a small-
holders' crop, the main need is for strong government support for research and
extension work.

44. On the demand side tropical oils are competing for many uses, both food
and non-food, with a great number of other fats and oils. There are large
possibilities for substitution between the various tropical oils, on the one

hand, and between these and non-tropical vegetable oils, marine oils, butter
and slaughter fats, on the other. Three different stages can be distinguished
in this respect and will be discussed in great detail below.
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(i) Consumption of various end--use products

45. A great diversity of factors such as the level of income, consumers'
taste and habits, technological innovations.. the level of prices, etc. determine
the changes over time in each country. Important differences also exist between
countries in the pattern of consumption of various end products such as butter,
lard, margarine, cooking and salad oils as regards the main end uses for food,
and soap and synthetic detergents in the case of the main non-food end uses.

46. Table 7 shows the development since pre-war in the consumption per head
of butter, margarine, compound cooking fats and soap in the United States and
selected European countries between pre-war and 1954-55, Whereas between pre-
war and 1954-55 consumption of butter declined considerably in all the countries
listed in the table (with the exception of France), and that of margarine nearly
trebled in the United States and doubled in the other countries, during the
second half of the fifties these trends were reversed in the European countries
shown in Table 7: consumption of butter increased substantially between 1954-55
and 1960, while that of margarine either declined or showed only little increase.
Production per head of soap, increasingly replaced by synthetic detergents
has been declining steadily since pre-war in most industrial countries.

(ii) Ingredients used in the manufacture of end-use products

47. The choice of manufacturers as regards the ingredients used in production
of the various end products is based on a variety of considerations of a tech-
nical and economic nature, among which the relative price levels (see Tahl.e 5)
are of particular importance. Tropical oils have increasingly been subject to
competition from soybean oil, lard and marine oils in the manufacture of mar-
garine and compound cooking fats, and to that of tallow and marine oils in
the manufacture of soap.

48. Data on the various oils and fats used in the manufacture of the main end-
use products such as margarine, compound cooking fats and soap are in general
fragmentary and available only for a limited number of countries. As can be
seen from Table 8, in the United States the utilization of tropical oils in
the production of margarine and of compound cooking fats is insignificant.
In the United Kingdom and the Netherlands, the share of tropical oils used
in the manufacture of margarine declined substantially between 1954-55 and
1960-61, because of the increased utilization of non-tropical vegetable oils,
lard or marine oils. In the United Kingdom and France, the share of tropical
oils used in the manufacture of soap also declined during the second half of
the fifties.
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(iii) Factors influencing the crushers' choice

49. It has already been pointed out that the relative price of various oils
and fats plays a major rôle in shaping the pattern of ingredients used in the
manufacturing of the various end-use products. The prices of vegetable oils
are in turn determined not only by the demand/supply situation of the various
oils, but also by the demand for, and the price which the crushers can obtain
for the oil cakes. The large increases in the crushings of soybeans, not only
in the United States, but also in a number of European countries (already
referred to above and shown in Table 3) were related to the growing requirements
of protein-rich oil cakes resulting from the increases in animal production in
these areas.

V. Prospects

50. Assuming that prices and agricultural policies would remain unchanged
during the sixties, projections of demand and production of fats and oils were
made by the FAO1 for the various areas of the world. In Western Europe the
increase in total demand for oils and fats, because of the progressive
approaching of the saturation point in most countries, is expected to increase
only moderately at an annual rate of less than 2 per cent per year. Moreover,
as supplies from domestic production of butter- and of slaughter fats are expected
to continue to rise substantially, imports of vegetable oilseeds and oils are
likely to increase less rapidly in the sixties than in the previous decade,
by just over 1 per cent per year.2 Prospects for imports of tropical oilseeds
and oils are even less promising - under the assumption of unchanged prices
and a continuation of past production trends - if the present comparative price

3advantage of soybeans continues to prevail. In North America, as production
of oils and fats is expected to rise (assuming a continuation of past trends)
at a faster rate than consumption4, exportable supplies, especially of soybeans
and soybean oil, would rise rapidly during the sixties and would probably exceed
outlets for commercial export. In Japan it is expected that import requirements
of vegetable oils will rise substantially during the sixties.

1Agricultural Commodities, Projections for 1970, FAO, Rome 1962.

2In the lower income countries of Western Europe a faster rate of increase
in the consumption of oils and fats and in imports of vegetable oils can be
expected. These countries, however, account at present for only a small part
of the total imports of vegetable oilseeds and oils of Western European countries,
taken together.

The United States Department of Agriculture for instance considers that
the exports from that country to Western Europe might increase at an annual
rate of about 10 per cent in the coming years (see Foreign Agricultural Circular,
November, FFO 10-62).

Which is expected to rise at about the same rate as population (i.e. by
slightly less than 2 per cent per year) as the level of consumption per head
has apparently already reached saturation point.



L/1984
Page 109

51. As regards low income countries, it appears from the FAO projections that
if domestic production increases in many of these countries are not going to be
more rapid than during the fifties, they would not be sufficient for meeting the
rapidly growing demand resulting both from high rates of population growth and
the high income elasticity of demand. Production of the various types of
tropical oilseeds is projected by the FAO, in general on the basis of past trends,
to rise at a relatively faster rate in the case of groundnuts, especially in
West African countries, than for palm kernels, palm oil and copra, for which
only moderate increases are projected.

52. In several developing countries, including those where exports have been
declining over the last two decades, it is planned to achieve a marked rise
in production and exports of oilseeds and vegetable oils. India's development
plans, for example, provide for a sustained increase in production and the
development of exports, if necessary by imposing restraint on domestic consump-
tion. There is the further consideration that developing countries would find
it difficult to make available foreign exchange for imports of vegetable oils.

53. For Eastern Europe, the Soviet Union and mainland China, taken together,
the FAO projections do not envisage during the sixties any significant increase
in the small net import surplus which in 1957-59 averaged about 50,000 tons a
year. In the Soviet Union net imports of oils and fats were declining steadily
between 1955 and 1959-60, when the country for the first time had a small net
export surplus, which in 1961 rose to more than 100,000 tons (oil equivalent).
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VI. Barriers to Trade and the Effects of this Removal

(a) General

54. Barriers to trade in oilseeds and oils listed in document W(62)2 have been
identified and examined as part of the work of Committees II and III. It was
found in this respect that efforts of some countries to develop production and
trade in oilseeds on a normal commercial basis are hampered by the existence of
non-tariff measures which tend to restrict trade and to stimulate additions to
supplies of similar or competitive products. In many countries no tariffs
exist on imports of oilseeds, but certain countries still apply quantitative
restrictions on imports of all or some oilseeds. Nearly all countries impose
import duties on the processed product, in many instances at a differentiated
level according to the stage of processing. Quantitative import restrictions
and the levying of internal taxes on imported vegetable oils also are more
widespread than in respect of oilseeds. Some countries apply State-trading
practices, others apply mixing regulations to protect the production of
domestic oils. In some cases protection is afforded not only to domestic
*production of oilseeds and to the vegetable oil-producing industry in importing
countries, but often protection is afforded also on behalf of producers of
substitute commodities. The differentiated import treatment in favour of the
imports of the raw materials is a factor unfavourable to the development of
oilseed-producing industries in less-developed countries. It was noted that
a number of less-developed countries, which processed the raw materials, found
themselves able to export only relatively small quantities of certain vegetable
oils, while large exports of these oils took place from many industrial countries
which did not produce the raw material. In some cases this led to under-
utilization of existing industrial capacity in less-developed countries.

55. These general findings of the two Committees have to be examined in more
detail for the most important countries in order to assess the possible effects
of a removal of trade barriers for tropical oilseeds and oils.

56. In order to simplify the complicated picture of the many vegetable oils
and seeds, a great number of which are direct substitutes, the study is centred
on an examination of the effects of a possible removal of trade barriers in

respect of the main tropical vegetable oils and seeds only. Groundnuts and
groundnut oil, copra and coconut oil and palm oil, palm kernels and palm
kernel oil account for more than 35 per cent of world trade in all fats and
oils, for more than 50 per cent of world trade in vegetable oils and for about
90 per cent of total exports of vegetable oils and seeds from tropical countries.

(b) United Kingdom

57. The only barrier to imports of vegetable oils and seeds in the United
Kingdom is the import duty. Imports of vegetable oils and seeds under the
Commonwealth preference are free from duty. The tariff amounts to 10 per cent
ad valorem on groundnuts, copra and palm kernels, 10 per cent on palm oil and
palm kernel oil and 15 per cent on coconut oil and groundnut oil.
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58. Imports of all these products are, with some negligible exceptions (about
2 per cent in the case of groundnuts), taken up wholly from. countries
enjoying Commonwealth preference. This would seem to indicate that the
existing tariff is an effective barrier to non-Commonwealth exporters. It
would, therefore, be expected that the export prices quoted for these products
would to a certain extent be influenced by this preference. A tendency for
the main Western European importers (not including France) to buy from non-
Commonwealth sources might indicate that such is the case in respect of copra
and palm oil. The price differences, however, are not significant (about
3 per cent for copra). In respect of groundnuts and palm kernels, where the
Nigerian position outside the franc zone is dominant, the Commonwealth
preference does not seem to have any noticeable price effect. The trade
directive effect of the preference, however, is obvious.

59. A removal of the tariff barriers on imports of tropical oilseeds in the
United Kingdom would not therefore seem to have a significant effect on import
prices. It would open the market for non-Commonwealth suppliers and would
tend to lead to some diversion of trade especially in the longer run. Some
tendency towards a reduction in prices might be expected but the extent of this
would depend on whether or not conditions of entry to other markets remained
unchanged.

60. As regards tropical oils the situation is more difficult to assess since
the tariff is intended to afford protection to the crushing industry. This
protection extends not only to the United Kingdom industry but also benefits
the crushing industry in the Commonwealth primary producing countries. A
removal of the duty would expose not only the domestic industry but also the
industry in the Commonwealth countries to competition in the United Kingdom
market from the crushing industry in other primary producing countries and
also from the existing industry in other industrialized countries. No attempt
has been made to assess whether the crushing industry in other countries can
produce and compete at lower costs. This question depends not only on the
technical efficiency of the industry in a particular country but on the whole
cost price structure in the country concerned. It would seem. however, that
the possibility of an easy disposal of oils and by-products at remunerative
prices would place the industrialized countries in a relatively favourable
position. It may be noted that the labour cost factor is only of relatively
minor importance because of the high degree of mechanization of the industry.

61. In respect of primary producing countries, the possible effect of a
removal of the tariffs on tropical seeds and oils by the United Kingdom seems
to be that the present Commonwealth suppliers would tend to suffer some reduction
in their exports to the United Kingdom for which they would have to seek other
outlets. This trade diversion may not result in a major change in total export
earnings if entry to other markets is also open. The trade diverting effect
would be partly offset by the existence of established trading relations which
may not easily be disturbed.
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62. For the non-Commonwealth supplying countries the possibility of competing
on the United Kingdom market would be opened but any benefit from an increase
in exports to that market would tend to be offset by increased competition from
Commonwealth suppliers on other markets. The most important gain for the non-
sheltered countries on the whole would probably be the fact that a broadening
of the accessible market may tend to reduce to some extent excessive price
fluctuations.

63. As regards tropical oils, after a removal of the tariff, the crushing
industry in the Commonwealth countries would meet increased competition from
oils originating in industrialized and non-sheltered primary producing countries.
To the extent that the oil industry in other countries is more competitive this
increased competition would tend to reduce the oil exports from the preferential
zone to the United Kingdom. In this connexion, it is worthwhile to note that
in the United Kingdom for many years, free competition has existed between oils
crushed domestically and oils from Commonwealth producers.

(c) France

64. The French protection in the vegetable seeds sector is not restricted to
domestic producers (annual production 60,000 tons, mainly of rape-seed), but
extends also to the production of vegetable oils and seeds in the Associated
African countries and French Overseas Departments. This protection is effected
by the regulation of import and export through a government controlled pro-
fessional agency (copra, palm kernels, coconut oil and palm kernel oil are
liberalized), by a system of maximum and minimum prices and through import
duties. Imports of palm oil from third countries are subject to the condition
of purchasing a certain quantity of oils from the franc zone at a certain
price. Imports of groundnuts are free from duty while the tariff on copra
and palm kernels amounts to 7 per cent; the tariffs on vegetable oils are
listed in document W(62)2.

65. French imports of copra are mainly, and imports of palm kernels almost
exclusively, derived from the former French African countries and overseas
departments. Since these products have been liberalized there does not seem
to be an appreciable difference in price between imports into France and imports
into non-sheltered European markets. The tariff preference therefore, as in
the case of the United Kingdom, does not seem to have had a noticeable effect
on import prices. The support, however, provided for palm oil production in
the African countries in the franc zone would to some extent affect the price
of palm kernels.

66. French imports of palm oil are also mainly derived from the franc zone and
in fact nearly all exports from these countries are directed to France
(16,000 tons in 1960). The French price and import regulation measures lead to
a certain price premium above world market prices. This premium can be estimated
for 1960 at about 11 per cent of the world market price. Similarly, nearly all
exports of groundnut oil from the franc zone (320,000 tons groundnuts and
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120,000 tons of oil for 1960), are directed to France, accounting for half
of French imports. The price premium above world market prices obtained for
these products can be estimated for 1960 at approximately 11 per cent for
groundnuts and 20 per cent for groundnut oil. This seems to indicate that,
while the tariff preferences have little effect on import prices, the non-tariff
import regulations have a more substantial price effect.

87. The removal of the present tariffs and restrictions on imports of
tropical vegetable seeds and oils would, in all likelihood, lead to a decline
in import prices which on the whole could be appreciable. This price reduction
would be of no importance for palm kernels and copra and their respective
oils, but it would be appreciable for groundnuts and palm oil and significant
for groundnut oil. A distinct increase in demand for these oils and seeds
at lower prices to the detriment of the demand for domestic vegetable seeds
and for other substitutable oils and seeds and animal fats would therefore seem
to be possible. There are, however, distinct limitations to a possible increase
in demand for these oils. The consumption in France of groundnut oil, mainly
in salad and cooking oils is already very substantial and might well have
reached its saturation point. The oils and fats used for the manufacture of
margarine in the years 1955-57 are composed of 50 per cent of coconut oil,
13 per cent of palm oil and 7 per cent of groundnut oil, while other vegetable
oils play only a minor role. Although a charge in price relation between
groundnut oil and the other tropical oils may tend to substitute the latter
oils to some extent by groundnut oil. it is not likely that the utilization of
other substitute oils will be greatly affected. Also the composition of
products used in soap manufacture in France is such that no appreciable change
in the utilization of tropical oils may be envisaged, although some substitu-
tion of animal fats may occur.

66. In summary, the removal of the trade barriers on tropical oils and seeds
in France would tend to a reduction in prices with consequential effects for
vegetable seed producers. While some increase in demand of tropical oils
may be envisaged, such an increase however, would be limited in a number of
respects.

69. The immediate effect of a removal of the French import regulations would
as far as overseas countries in the franc zone are concerned, result in an
appreciable decline in export earnings.1 Apart from this fall in export
earnings the volume of exports to France from the French preferential suppliers
would decline to the extent that these exports would be replaced by supplies
from other primary producing countries. As in the case of the United Kingdom
there would here be at least in the short run a strong offsetting factor in
the existence of established trading relations. A second offsetting factor
would be the fact that some increase in demand for tropical oils, although
limited, might be envisaged. Finally there could be increased opportunities

1
he total amount of the price difference can be estimated for 1960 at

$11 million and was appreciably higher in previous years.
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in other markets. It is not possible to assess how the supplying countries in
the franc zone would come out on balance but even if there were some increase
in their total exports it is unlikely that it would be sufficient to make up
for the loss in export earnings. In view of the very high proportion which
exports of groundnuts and groundnut oil constitute in total export earnings of
some of the countries concerned, it would be reasonable to assume that a loss
in export earnings through the removal of the preferential price difference would
have a serious effect on the economy of these countries. In this connexion it
should be noted that the system of a price premium may be assumed to disappear
in the further development of the relation between the EEC and the Associated
African countries.

(d). Italy

70. Italy has an important production of olive oil, which with considerable
annual fluctuations amounted to about 350,000 tons on an average for the years
1958-61. There exists further a significant production of various other
vegetable oils (nearly 165,000 tons in 1960-61), which are essentially used for
domestic consumption and utilization. The largest part of these oils is extracted
from by-products, such as tomato seed. Because of the importance of the olive
oil industry in the .agricultural structure of the country, olive oil production
is effectively protected against imports of other lower priced vegetable oils.
Consequently, internal olive oil and vegetable. oil prices are appreciably higher
than world market prices.

71. The protection is effected by means of import duties (see document W(62)2)
and a system of taxes. A processing tax is levied on the extraction of oils from
most vegetable seeds (not including olives) and corresponding taxesare levied
on imports of oil seeds, based on the equivalent of oils extracted and on vegetable
oil imports. The processing tax amounts to 60 lire per kg. ($96 per ton) in the
case of oilseeds and crude groundnut oil, 65 lire per kg. ($104 per ton) in the
case of refined groundnut oil and 250 lire per kg. ($400 per ton) in the case of
coconut oil and palm oil. The incidence of this specific tax, as an average of
the last five years, amounts to approximately 33 per cent in the case. of refined
groundnut oil, 136 per cent for coconut oil and 170 per cent for palm oil.
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72. An abolition of the import duties and particularly of the-processing tax
would significantly improve the competitive position of tropical oils, so that
prices would tend to decline. The total consumption of oils and fats is still
relatively low in Italy so that besides effects to be expected from a rise in
income, the price reductions would be likely to bring about an additional
increase in consumption of vegetable oils. The per capita consumption of
margarine is still very low so that there appears to be scope for increased
consumption. The tropical oils would increasingly share in its fabrication
as well as in that of soap, if they could be freely imported. As regards salad
and cooking oils, it should be noted that consumption of liquid oils, mostly
olive oil, is already at a relatively high level. Although.it might be envisaged
that consumption of groundnut oil, directly for edible purposes, would tend to
increase, it should be taken into consideration that there exists a marked
consumer preference for olive oil so that no substantial decline in its
consumption appears likely. The share of oliveoil in total consumption
would, however, tend to decline.

73. Although an abolition of the trade barriers on tropical oils would tend
to increase the utilization at lower prices of these oils, which would
tend to adversely affect olive oil prices, it is difficult to envisage that
olive oil production would decline substantially, at least in the short run,
because of the special nature of this tree crop and the fact that it plays
an important rôle in soil conservation and is usually grown on land for which
alternative uses are limited; moreover, the olive oil represents the major
source of revenue for many low income farmers who could not shift to other areas.

74. Not much is knownabout the utilization and prices of the various vegetable
oils produced for domestic consumption. If imports of tropical oils took place
at world market prices it could be envisaged that they would to a certain extent
replace domestic oils in their end uses.

(c) Germany,Balgium, the Netherlands and Luxemburg

75. Because of greatly similar characteristics in the vegetable oils sector,
these four EEC countries can best be considered together. Domestic production
of vegetable seeds in these countries is of minor importance. The most
important -is the production of rape-seed in Germany, which amounts to
24,500 tons oil equivalent, slightly more than 1.5 per cent of its total fat
consumption. Germany's rape-seed producers receive a guaranteed price which is
higher than the world market price. This guarantee is effected by the obligation
for the margarine industry to incorporate rape-seed to an amount of 5 per cent
in its production. Refined and hardened edible vegetable oils are governed by
the German marketing laws and subject to import restrictions. Global quotas
have been established which so far however, have never been fully utilized.
This may indicate that the effect of these restrictions is moderate and would
be of no importance for the primary producing countries. In the Benelux,
imports of edible oils and seeds are liberalized.

76. There are no tariffs on imports of vegetable seeds in the four countries
so that the only tariff barrier is the duty on imports of tropical oils.
Germany, the Netherlands and Belgium have an important crushing industry for
the production of oils from imported seeds. In particular in the Netherlands
the export of such oils is important. In order to protect the crushing industry,
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the tariff in these countries differentiates between crude and refined oils.
For example the Benelux tariff on crude groundnut, coconut and palm kernel
oils amounts to 6.5 per cent and on the refined oils 11.5 per cent. While
these tariffs are relatively moderate, the fact that costs of imported seeds,
which are free from duty, constitute a major cost in oil production and the
crushing margin on the other hand is only a low proportion ofthese costs, the
protective effect of these import duties is considerable.

77. A removal of trade barriers on tropical oils would clearly affect groundnut
oil, coconut oil, palm oil: and palm kernel oil. It would allow prices of
imported oils to decrease by the amount of the duty and hence make them more
competitive with the domestically produced oils. It should be noted however,
that 60 per cent of total supply of these oils is processed from seeds imported
free from duty; leaving palm oil imports aside this percentage amounts to.
80 per cent. Furthermore a substantial share of tropical oil imports are made
up of oils for industrial purposes or crude oils on which the import duty is
relatively lower. A possible reduction in internal oil prices therefore, would
only be marginal and would be appreciably less than the height of the import
duty. it may therefore be expected that a removal of the trade barriers would
not result in a very substantial overall increase in imports of oilseeds and
oils, nor in a great improvement of their competitive position vis-à-vis other
substitutable oils and animal fats. This conclusion is further mitigated by the
fact that, although a price reduction of the imported tropical oils would tend
to lead to some change in the price relation to substitutable products, the extent
to which these substitutes would adjust their prices would clearly affect any
possible increase in demand for tropical oils.

78. A removal of the mixing regulation in respect of rape-seed oil in Germany
would make it difficult to maintain prices to the producer at their present
level. But even, if no offsetting measures were taken which would allow rape-
seed producers to maintain their production, a, reduction in the minor share of
rape-seed in the total German fat supply would not allow for significant changes
in respect of tropical oils, the more so since every increase in demand would
have to be shared with other substitutable products.

79. The removal of the tariff barriers would expose the crushing industry in
these countries to full competition from outside suppliers. As in the case
of the United Kingdom no attempt is made to assess the relative competitive
strength of the oil crushing industry in these countries, although. it could be
remarked that the great domestic demand both for oils and cakes would seem a

factor supporting their competitiveness. Unlike the industry in the United
Kingdom, the crushing industry in these countries has not so far met unhampered
competition from overseas suppliers, with the exception mainly of the Netherlands
industry, which exports oils from imported nuts to the world market. It could
therefore probably be argued that for part of the crushing industry in these
countries it would mean certain difficulties to meet increased competition from
the crushing industry in primary producing countries. In this connexion it should
be noted however, that one of the purposes of the tariff differential in some
cases is to protect the industry from "dumping" effects on the world market. It
occurs that the world market price of vegetable oils bears no relation to the
world market price of the seeds. This situation is often accentuated when
seed producing countries take measures to discourage the export of seeds. A
removal of trade barriers in respect of tropical oils and seeds,including
restrictive measures on exports of seeds, would contribute to an elimination of
such price distorting effects.
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(f) United States

80. The United States is the most important single producer of oil seeds
(17 per cent of world production on an oil equivalent basis in 19561). The main
products are soya beans and cotton seed of which the United States share in
world production amounts to 60 per cent and 26 per cent respectively. It has
furthermore an important production of groundnuts and linseed. The main imports
of edible oils consist of copra and coconut oil, of palm oil and palm kernel
oil and of olive oil. The United States share in total world exports of vege-
table oils and seeds amounts to 19 per cent on oil equivalent, basis. The
principal items are again soya beans (76 per cent of world exports), soya bean
oil (69 per cent) and cotton seed oil (81 per cent of world exports).

81. Soya beans are used for the production of both fodder and oil. Because of
its high standard of mechanization and efficiency, United States soya bean pro-
duction is strongly competitive with other oils and oil seeds in world markets.
Increase in cattle and livestock production lead to a strong demand for soya
bean meal, which because of its high protein content is very suitable for feeding
purposes. The relatively remunerative prices received for soya bean meal and
the high meal content in soya beans (17 per cent oil extraction rate as com-
pared to shelled groundnuts 45 per cent) particularly strengthens the competi-
tive position of soya bean oil. This is reflected also in a declining trend in
the use of groundnut oil for margarine manufacture in the European countries.

82. Groundnuts are produced under a government-support programme; imports are
limited to an annual global quota and are subject to a specific import duty,
which in ad valorem terms amounted to 49 per cent for shelled groundnuts in
1960 (see document W(62)2). As a result of this support, over the last three
years, United States producer prices for groundnuts have averaged 55 per cent
higher than world market prices for groundnuts c.i.f. European imports, a price
difference which cannot be attributed to differences in quality only.

83. A removal of the import duty and the quota would almost certainly lead to
increased offers at world market prices and hence to a considerable reduction
in domestic prices in the United States. There would be a tendency for increased
consumption at lower prices, but this tendency is somewhat mitigated for various
reasons.

84. In the United States there is virtually no consumption of groundnuts in the
form of oil; these are mainly consumed either as peanut butter or in nut form.
At lower prices there would be a considerable increase in demand (the elasticity
of demand for shelled peanuts with respect to prices at the farm level is esti-
mated at 0.4 to 0.5). imported groundnuts would, therefore, not only partly
substitute domestically produced nuts in these traditional uses, but also success-
fully compete for a share in this increase in consumption. However, it should
be noted that about half of the traditional consumption is constituted by larger
sized varieties, which could be produced by foreign suppliers only after a cer-
tain delay.

85. Furthermore, in the production of margarine and shortening, soya bean oil
and cotton seed oil are the essential component elements. Because of the strong
competitive position of soya bean oil and cotton seed oil, it seems unlikely that
soya bean oil and cotton seed oil would to a significant extent be replaced by
groundnut oil.
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86. Despite these limitations it seems evident that appreciable increases in
low-priced imports of groundnuts would lead to a considerable increase in price-
support purchases and would materially interfere with the present United States
price-support system. It is inconceivable that in such circumstances the support
price programme would continue unchanged. A system of direct aids to the United
States groundnut producers or a reduction in support price to a level competitive
with the prices of imported groundnuts seem conceivable alternatives. In both
cases the United States domestic price for groundnuts would tend to become com-
petitive with world market prices. In the case of direct aids which maintain
present income, there would be little incentive for a decline in production so
that imported groundnuts would tend to compete more especially for any increase
in demand. In the case of a decrease in support, a decrease in output and
consequently, higher demand for imports is likely, only if the stringent acreage
controls were continued. It could be argued, however, that if the acreage
control were discontinued, a shift of production to more profitable regions
could involve an increase in total production.

87. Without going into further details as to possible alternatives, it may be
concluded that a removal of barriers in the case of groundnut oil would not be
likely to lead to significantly increased imports. In the case of groundnuts
appreciable increases in imports are possible. These may be, however, partly
offset by changes in the price support system, although imports would in any
case share significantly on the long-term in an increase in demand.

88. Imports of palm oil, palm kernels and palm kernel oil are free apart from
a duty of $0.005 per lb. on undenatured palm kernel oil. (A general processing
tax of $0.03 per lb. has been suspended until 1 July 1965.) The incidence of
the import duty amounts to less than 1 per cent. A removal of this barrier
would, therefore, have no significant effects.

89. In respect of copra, no customs duty is applied, the tariff on coconut oil
amounts to $0.01 per lb. (an incidence of about 8.6 per cent in 1961), but imports
from the Philippines up to a tariff quota of 160,000 long tons per year, are
free. In addition, copra and coconut oil from sources other than the Philippines
and the United States Pacific Trust Territories are subject to a processing tax
of $0.02 per lb. of oil, or about 17.3 per cent on the price of oil in 1961.
Since actual coconut oil imports from the Philippines are well below the quota
figure, the total preference amounts to about 27 per cent in the case of coconut
oil and 17 per cent for copra (1961 basis). For both products practically all
imports are derived from the Philippines, which would indicate that the pre-
ferential margin provides a sufficient incentive to buy in the preferential area.
While in the case of the United Kingdom preferences, it was felt that price
differences due to the preference were only marginal, it would seem that in the
case of the United States this price difference is more appreciable. A com-
parison of copra prices, Philippine, bulk, c.i.f., nearest forward shipment
European port with Philippine, bulk, c.i.f., Pacific coast indicates a premium
in favour of the latter of 5.6 per cent as average over the years 1957-1961.
This price premium can only partly be explained as a consequence of high transport
costs. On the other hand there are no indications that there is a difference
in the Philippines' f.o.b. prices according to destination.
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90. The effect of the removal of the tariff and the processing tax would be
some reduction in the import price of copra and coconut oil through the
possibility of increased competition from other suppliers. An increase in demand
at lower prices may be anticipated, in particular in the use of coconut oil for
speciality food uses. It is not likely, however, that the United States soap
industry, as the major user of copra and coconut oil, will increase its demand
significantly, since already over 90 per cent of vegetable oils used in soap
making is comprised of coconut oil.. Only very marginal further usage of coconut
oil instead of tallow, palm oil or palm kernel oil could be expected.

91. To the extent that the price difference is a consequence of the preference
vis-à-vis the Philippines, the removal of this preference would result in a
decrease in income by the Philippines exporter through increased competition
from non-preferential suppliers. A decrease in export earnings would not be
compensated by a sufficient increase in the volume of sales to the United
States. Although some compensation might be found in increased outlets to
other countries, it would seem doubtful whether on the whole the loss of pre-
ference would be offset by such increased sales. In view of the predominant
share of copra and coconut oil exports in the total export earnings of the
Philippines and the fact that the major share of the copra and coconut oil
exports (45 per cent) are directed to the United States, such a loss in export
earnings would have an appreciable incidence on the Philippines economy.

(g) Japan

92. Japan ranks as the sixth largest importing country of vegetable oils
and seeds in the world. The main proportion of its imports consist of soya-
beans. Tropical oils account for approximately 20 per cent of its total oils
and seeds imports. Japan has a small but expanding groundnut production
principally for domestic consumption, in addition to which some small amounts
of groundnuts are imported. Imports of groundnuts and groundnut oil are
restricted. The import duty on groundnuts amounts to 14 yen per kg. (20 per
cent incidence) and on groundnut oil to 30 yen per kg.

9_. Imports of copra and coconut oil and of palm kernel oil and palm oil are
liberalized. The import duty on the oils amounts to 10 per cent, copra and
palm kernels are free from duty. There are no imports of coconut oil.

94. Japan has an important production of soyabeans, which declined somewhat
during the 1950's. It has also an important rape-seed production which had its
highest output in the years 1956 and 1957. Rape-seed oil and soyabean oil are
used almost entirely for the manufacture of edible oils. Rape-seed and soya-
bean production are supported at prices at a level about 20 to 25 per cent
higher than the price of imported products (average 1956-58); the domestic
market price of these products is about 30 to 35 per cent higher than the
c.i.f. import price.
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95. It seems most likely that a removal of barriers on imports of tropical
oilseeds and seeds would have appreciable effects. Imported tropical oils
would,. in the present price structure, become important competitors for
domestic soya bean and rape-seed oil in the manufacture of cooking oils.

96. It would seem unlikely that the price support of rape-seed and soya beans
could be maintained at the present level and unless the price support were
replaced by an income support system, the tendency would be to decrease
production in regions, where alternative use of the soil is possible. In more
profitable producing areas, however, the tendency could be to improve the
efficiency to such an extent that increased yields could more fully compete
with imported products.

97. Similarly, the production of groundnuts would be affected. Groundnut
producers do not receive a price support but prices are kept at a remunerative
lever by regulating imports. A decrease in price might well lead to a fall
in production with consequentially enlarged opportunities for imported
groundnuts.

98. Although, it is difficult to make reliable assumptions on the trend of
total production, depending on possible offsetting measures, it would seem
likely that a reduction in consumer prices would lead to increases in
consumption of vegetable oils. The per capita fat consumption in Japan is
still very low as compared to European and Worth American countries, but is
steadily expanding. The major share of such increase in consumption, following
the removal of trade barriers would most likely be met from imported
vegetable oils and seeds.

99. Finally, a removal of the trade barriers would have an appreciable effect
on the present import pattern, so that the proportion of seed imports would
tend to decrease. This could have certain consequential effects on the
crushing industry.
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VII. Conclusions

100. In the foregoing, possible effects of a removal of trade barriers in
tropical oil seeds and oils have been considered in some detail in respect
of the major tropical oils and seeds, which account for 90 per cent of
exports of vegetable oils and seeds from tropical countries. The countries
considered are the main importers of tropical vegetable oils and seeds and
account for about 85 per cent of total world imports in the case of oil palm
and coconut palm, products and more than 70 per cent in the case of groundnuts
and groundnut oil.

101. Trade in tropical oilseeds in the major importing countries is generally
free from quantitative restrictions, the principal exceptions being the
United States quota on groundnuts, and restrictions maintained by France
and Japan. Tariffs on oilseeds in these countries are also generally moderate
again with the exception of the United States tariff on groundnuts. The
Japanese tariff on groundnuts is also substantial with an incidence of
20 per cent in 1960. Internal taxes on tropical oilseeds are imposed in
several of the countries considered.

102. The situation with regard to crude and refined tropical oils is
more complex. Quantitative restrictions on imports exist in France, Germany
and Japan but all the countries considered levy differential duties on
processed oils except in instances related to trade with preferential suppliers.
Internal taxes on tropical oils are important in certain countries.

103. In general it might be concluded that the existence of barriers on the
import of tropical oils and seeds has the effect of maintaining internal
prices of these products at a level higher than they would otherwise be.
Such higher prices have a price increasing effect on substitutable products
(domestic or foreign) and in a number of cases import barriers,in particular
internal taxes,are maintained for the purpose of providing a price support
either to domestic producers of the same or substitutable products (including
butter) or to preferential suppliers of such products or both.

104. If a tariff only is applied, the price difference tends to be near the
height of the tariff. Where preferential tariffs are applied, the trade
directive effect of the preference is generally very strong; the price
difference, however, is generally substantially lower than the amount of the
preferential margin and in a number of cases hardly noticeable. Where in
addition to the tariff, non-tariff measures are applied (whether preferential
or not) the price differences are more substantial.

105. The immediate effect of a removal of import barriers would, therefore
tend to be a reduction in import prices by the mere fact that the import prices
would no longer be increased by the amount of the duty or in the case of
sheltered markets by the fact that these markets would now be opened up to
increased competition from non-preferential suppliers. In the case of
the United Kingdom it was felt, however, that any price reduction would only
be very marginal.
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106. The immediate benefit of such a price reduction would go to the domestic
consumer in the importing country.

107. A reduction in price of tropical oils and seeds, would tend to make
these products more competitive with substitutable fats; it would tend to
change the price relationship vis-à-vis non-tropical oils and animal fats and
would, therefore, with certain limitations, tend to lead to increased demand
for tropical oils and seeds.

108. A number of such limitations have been noted. For certain usages the
consumption of tropical oils seems to have reached saturation point. There
would, on the whole, be nothing gained if a tropical oil merely replaced
another tropical oil. A reduction in prices of tropical oils would tend
to force prices of substitutable oils down so that increases in demand for
vegetable oils generally would have to be shared with other substitutable
products. Consumer preference for certain oils in particular uses could be
another factor tending against increased utilization of tropical oils.

109. These limitations lead in a number of cases to the conclusion that increases
in usage of tropical oils would generally be only marginal. For some countries
it is felt that significant increases in demand could be expected. Without
attempting to make a quantitative assessment it might, therefore, be concluded
that on the whole the removal of barriers on imports of tropical oils and
seeds would tend to increase present outlets for these products.

110. This conclusion must, however, be reconsidered in view of the medium
term prospects for both demand for and production of vegetable oils and
seeds. Since the total demand for oils and fats in Western Europe, which is
the main importing area of tropical oils, is increasing by no more than 2 per
cent annually and since the annual rate of increase of demand for vegetable
oils in this area is estimated at just over 1 per cent, it may be concluded
that the relative share of vegetable oils in the total supply of oils and fats
is tending to decrease. Within this decreasing proportion, prospects for
imports of tropical seeds and oils are even less promising, because of
the competitive strength and expected increase in proportion of soyabeans
and soyabean oil. The proportionate share of tropical oils and seeds may,
therefore, tend to decrease even more in relation to non-tropical substitutable
oilseeds and oils and animal fats. A removal of import barriers on tropical
oils and seeds would however, support the competitive position of these'
products vis-à-vis substitutable oils and animal fats and thus tend to
mitigate these lnfavourable tendencies.

111. In countries where total per capita fat consumption has been so far
relatively low, prospects are more favourable as regards total demand for
vegetable oils, but here also competition from non-tropical vegetable oils
is growing. Although increasing in volume the proportionate share of
tropical oils in total vegetable oils' supply may also tend to decline. A
growing demand for vegetable oils could presumably be expected in some

Southern European countries, in Japan and probably most of all in certain low
income countries. In the latter countries a removal of trade barriers on
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tropical oils could, in view of the difficult foreign exchange position of
these countries, probably only be envisaged if increased imports of tropical
oils were to be compensated for by increased exports of goods from such
countries to other countries including the countries exporting tropical oils.

112. In some countries certain vegetable seeds are produced under agricultural
price support; in some countries import barriers are maintained for the
purpose of protecting such production. Increased price competition from
tropical oils would necessarily have an impact, in some cases substantial, on
the domestic production of vegetable seeds and oils and on substitutable
products. It may be expected that the removal of barriers on imports of
tropical oils and seeds would lead to a review of support and protective
policies. The extent to which measures tending to maintain domestic production
of vegetable seeds and substitutable products mitigate the effects of the
removal of trade barriers for tropical oils, would constitute a distinct
limitation to an increase in outlets for tropical oils.

113. A removal of trade barriers on tropical oil imports would increase
competition with the crushing industry in industrialized countries,
particularly in cases where this industry is protected by means of
differentiated tariffs. The increased competition would come both from the
crushing industries which are developing in primary producing countries
(especially as regards groundnut oil) and from existing industries in other
industrialized countries. Although no attempt has been made to assess the
relative competitiveness of the crushing and refining industry in a particular
country, it is felt that the close proximity of large markets both for oils
and by-products is a particularly favourable factor. Where protection of the
crushing industry is maintained mainly to protect the industry against
imports of oils at prices which are out of relation to world market prices of
seeds, the removal of trade barriers including measures affecting exports
would contribute to an elimination of such price distorting effects and hence
to the necessity of maintaining protection.

114. In the case of preferential markets, a price reduction made effective
through increased competition from non-preferential suppliers, would tend to
decrease the income of former preferential suppliers.

115. In the case of France, estimates have been given of the amount involved
in such preferential price differences. The existence of long established
trading relations might tend, in the short run, to reduce the tendency to
import from non-preferential sources, especially -here price changes are small.

116. It can be assumed that where the existing price differential in favour
of preferred suppliers is substantial, the immediate loss would not be
sufficiently compensated for by increased sales to other markets.
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117. In countries where exports of tropical oils constitute a substantial
Propoption of their total export earnings, such. a reduction in export.income would most likely have severe effects on their overall economy.
This would apply particularly to certain franc zone countries and to a muchlesser extent to the Philippines.

118. In some cases this loss might be offset by means of improved marketingor by increased investment aimed at the acceleration of the diversification
of the economies and exports of the countries concerned, although external
assistance might well be necessary in particular instances to secure the
investment funds required.



Table 1

WORLD EXPORTS OF FATS, OILSEEDS AND VEGETABLE OILSa1

Averaqes 1934-38 and 1960-61
b

(thousand tons, oil equivalent and per cent of total fats and oils)

Thousand
1934-38

Oilseeds and veaetable oils

Groundnuts . . . . . .

Groundnut oil
Copra . ... . .

Coconut oil . . . . . .

Palmoil..........
Palm kernels . .

Total tropical seeds ......... .

oils . ... . . . . . . . ...

Cottonseeds . . . . . . . . . . . . . . .

Cottonseed oil ..............

Soybeans . . . . . . . . . ..... .

Soybean oil . . . . . . . . . . . . . . .

Olive oil .. . -

Sunflower, sesame and rape-seed . .,

Sunflower, sesame and rape--seed oiIs

Total other edible seeds . . . . . . . . . . . .

oils . . . . . . . . . . . .

Linseed and castor seed
Linsead and castor seedoils
Tungoil . . . . . ... .

Totel oilseeds......
vegetable oils

Animal fats and marine oils

Butter ......
Lard ....
Tallow ...

Whale oil
Fish oils

Total........ .. . . . . . . . . . . . . . . . . .

Total fats and oils . . . .

60
870
283
450
330

1950
790

330

90
80180

190

360

Thousand tons

1960-61

Per cent

1934-38
4

500
280
980
250
580
330
50

1810
1160

50
220
790
430
210
(190)
(90)

1030
950

12.5
1.0

14.3
4.6
7.4
5.4

32.1
12.9

2.0
1.0
5.9
1.3
2.9
1.5
0.7

9.3
5.9

1960-61

6.0
3.4

11.8
3.0
7.0
4.0
0.6

21.8
13.9

0.6
2.6
9.5
5.2
2.5
2.3
1.1

12.4
10.4

750 260 12.3 3.1
- 320 - 3.8

(130) (60) (16) (0.7)
3280
1250

5

120

3100
2490

53.8
20.5

37.3
29.9

20 480 8.2 5.8
90. 370 3.1 4.4
1080 30 4.1 13,0
510 490 8.3 5.9
120 310 2.0 3.7

70

8100

2730

812

25.7 32.8

100.0
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Excluding exports of oils made from imported seeds. 1Fer conversion rates see FAO Trade Yearbook 1961 and Technical
Benversion Factors for Agricultural Commodities,FAO 1960.

Sources: FAO, Trade Yearbook and Monthly Bulletin of Aoricultural Economics and Statistics.
Commonwealth Economic Committee. Vegetable Oils and Oilseeds and Tropical Products Quarterly.

. . . . . . . . . . . . . .

. . . . . . . .
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Table 2

TRADE IN OILSEEDS, FATS AND OILS BY AREAS

Averaqes 1934-3: and 1959-60
a

(million tons, oil equivalent )

IMPORTS EXPORTS NET IMPORTS
1934-30 1959-60 1134-38 1959-60 1934-38 1959-60

Western Europe. . . . . .

North America ......

Latin America ......

Asia (excluding Japan and
mainland China) . . ..

Africa . . . . . . . . .

4.2

0.9

0.1

0.3

0.1

5.0
0.6

0.3

0.6

0.3

0.9

0.2

0.8

1.8

1.1

0.9

2.6

0.4

1.4

1.5

+3.3

-1.5 ,

-1.0

+4.1

-2.0

-0.1

-0.8

-1.2

a
For conversion rates see FAO

FAO 1960.
Trade Yearbook 1961 and Technical Canversion Factors for Agricultural Commodities,

Source: FAO, Trade Yearbook.
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Table 4

DEVELOPMENT OF PRICES OF OILSEEDS, FATS AND OILS BETWEEN 1952-54 AND 1962
(Index numbers, 1952-54- 100)

Oilseeds . . . . . . . . . . . . . . .

Fats and oils .............

of which: Soybean oil ........

Groundnut oil . ......

Palm kernel oil ......

Palm oil .........
Coconut oil ........

Lard . . . . . .. .. . .
Tallow ... .......

Fish oil .........

1956 1957 1958

96 90

104 102

111 100
99 96
91 90

142 141 126
85 87 102

91 100
100 102
118 118

OIlseeds and total fats and oils: index calculated by the FAO.
Soybean oil: United States, crude, bulk;

58

96

100
126

92
105
106

1959

101
99

76
80
120
132
123

72
95
98

1960

93

92

74
88
107
124
101

77
84
86

1961

89

91

94
88
83

126
80

82
88
82

from January 1959 degummed, through December 1956 c.i.f.

1962
(Jan.-June)

81
77
80

120
79

75
72
68

Rotterdam;
from January 1957, nearest forward shipment, c.i.f., European ports.

Groundnut oil: British West African, bulk, c.i.f.; January through October 1956, 3-4%; November and December
1956, 3-6%, Rotterdam; from January 1957, 3-5%, nearest forward shipment; from January 1961,
Nigerian, European ports.

Palmkernel oil: Conge (Leapoldville), 6-0%, c.i.f., Euronean ports.
Palm oil: Nigerian, bulk, 5% c.i.f., nearest forward shipment, European ports.
Coconut oil: Straits, 3½%, bulk, c.i.f.; from Jaruary 1957, nearest forward shipment, European ports.
Lard: Pure, refined, 37-1b.cans,, f.a.s. slip, New York.
Tallow: Australian. good color, mixed, titre 43 1/2%, c.i.f. United Kingdom.
Fish oil: Menhaden, crude, tanks, f.o.b. ship, Baltimore.

Souroes: FAO Monthly Buletin of Agricultural Economics and Statistics, Vol.11, nos 4 and 10.

Table 5
DEVELOPMENT OF PRICES OF VARIOUS OILS INRELATION TO SOYBEAN OIL

Average 1956-57, years 1959 to 1961 and January-June 1982
(dollars per ton)

1960 19621956-57 1959 (Jan.-June)

Soybean oil... 323 232 224 287 247

Coconut oil .-68 +135 +75 -49 -12
Groundnut Oil ....... . +.42 +68 103 +43 +43
Palm oil . . . . . . . . . . . . . . . -67 + 6 0 .30
Fish oil ... ..... ..... -127 -70 -81 -151 -134

Note: The differences between the prices of soybean oil and those of coconut,groundnut, palm- and rish oil showna
are based on quotations on various markets. As may be seen from the notes to Table 4 these quotations are not
always strictly comparable throughout theperiods shown. For cources, see Table 4.
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Table 6

DEVELOPMENT OF EXPORTS OF TROPICAL OILSEEDS AND OILS

(thousand tons, oil equivalent )

Copra...........
Coconut oil .............

Total

Groundnuts . . . . . . . . .

Groundnut oil .... . . ... . . . .

Total

Palo kernels . . . .

Palm kernel oil . . .
Palm oil ......

Total ......

Total tropical oilseeds and oils -. . .

1934-
930

1954-
1955

1959 1960 1961

880 980 865 1005 950
280 285 230 210 285

1160 1265 1095 1215 1235

760 430 545 455 535
60 270 270 280 270

820 700 815 735 805

330 370 350 340 325
_ 31 68 54 52

450 560 575 595 570

780 961 993 989 947

2760 2925 2905 2940 2985

excluding exports of oils made from Imported seeds.

For conversion rates see FAO Trade Yearbook 1961 and Technical
FAO 1960.

Conversion Factors for Agricultural Commodities,

Sources: FAO Trade Yearbook and Monthly Bulletin of Aqricultural Statistics and Economics.

....... a



L/1984
Page 130

Table 7

ESTIMATED PER CAPUT CONSUMPTION IN CERTAIN COUNTRIES
ORBUTTER MARGARINE,COMPOUND,COOKINGEATS AND SOAP

(kilogramsper head per year)

United States

United Kingdom

France

Germany, F.R.

Netherlands

1938
1954-55
1960

1938
1954-55
1960

1938
1954-55
1960

1938
1954-55
1960

1938
1954-55
1960

Butter

7.5
4.1
3.4

10.9
6.5
8.2

(5.4)
5.7
11.0

8.8
6.9
8.3

5.6
2.9
4.7

Margarine

1.3
3.1
4.3

4.5
8.3
6.9

1.1
1.9
2.4

6.1
12.3
10.7

7.1
18.9
19.9

Compound
cooking fats

5.2
5.3
5.7

3.3
2.7

. ..00

0

1.1
1.0

(0

(9.0)

Soapa

11.1
4.7
3.2

11.5
9.2
3.5

3.9
7.1
4.0

6.9
2.1

1.0 1 .0

11.1
6.4
5.6

aPer caput production.
Note: Data on butter and margarine are in product weight.

Sources: Commonwealth Economic Committee Vegetable Oils and Oilseeds and Dairy Produce; United States Department of
Agriculture Agricultural Statistics; FAO Coconut Situation.
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Table 3

UTILIZATIONOF TROPICAL AND OTHER OILS AND FATS IN THE MANUFACUTRE-OF
MARGARINE ---COMPOUNDCOOKINGFAT AT AND--SOAP - IN-CERTAIN COUNTRIES

Averages 1954-55 and 1960-61
(thousand tons)

a
1960

Note: Comparable data for Germany are not available. However, the following Information on available supplies
and utilization in food and non-food products may be given:

Tropical
1954/55 ........ 359
1960/61 . ....... . 358

Food
Other
196
305

Non-food
Tropical

30
42

Sources: Comnonwealth Economic Committee Vegetable Oils and Oilseeds FAO Coconut Situation.

Margarine Compownd cooking fat Soap

Tropical Other Tropical Other Tropical Other

United States 1954-55 4 491 14 884 85 478
1960-61 3 622 14a 1035a 350

United Kingdom 1954-55 238 81 90 77 103 176
196-61 117 174 49 92 60 191

France 1955 50 31 49 123
1969 69 35 .. 17 105

Netherlands 1954-55 119 81
1960-61 91 104 . .. 3 28

Other
140
108
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IVORY COAST

Ivory Coast occupies an area of 322,000 square kilometres bordering the
Gulf of Guinea, with Liberia and Guinea to the west, Mali to the north, Upper
Volta to the north-east and Ghana to the east. It comprises three natural
regions: a forest zone in the south along the coast, a central zone where the
gallery forest gradually gives way to savana, and the Sudan alone in the north
where grass savana leaves but little room for high forest.

The indigenous population comprises close to 3,300,000 inhabitants, to
whom should be added some 12,000 expatriates, mainly French. The urban popula-
tion is about one tenth of the total; the two principal cities are Abidjan
(220,000 inhabitants) and Bouaké (45,000 inhabitants). The active population
is estimated at 1,700,000 persons, of whom nine tenths work on the land.
There are 153,000 wage-earners in the private sector, including 80,000 agricul-
tural wage-earners, and 28,000 employees in the public services.

In 1960, gross domestic product was estimated at $540 million, household
consumption at $400 million and gross investment at $80 million. Agriculture
accounted for 60 per cent of the domestic product, and industry (including
construction) for 13 per cent.

The overall budget for public services in 1960 amounted to about
$150 million of which $100 million was derived from fiscal revenue and
$20 million from transfers by the FEDOM and the French Government. Gross
fixed capital formation by the public sector amounted to about $40 million.
Import duties accounted for $50 million of fiscal revenue and export duties
for $22 million. The average export duty was $90 per ton on coffee and
cocoa, $9 per ton on bananas and $3 per ton on timber.

Foreign trade plays an important rôle in the economy of Ivory Coast.
In 1960 imports amounted to $135 million, representing about one quarter
of gross domestic expenditure. The total value of exports was $175 million.
Of this the principal export products - coffee, cocoa, wood and bananas -
accounted respectively for 46 per cent, 20 per cent, 15 per cent and
5 per cent.
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6. A co-operation agreement between Ivory Coast and France reached in 1961
governs the economic and monetary relations between the two countries. It
provides in particular that "the Republic of Ivory Coast shall make the general
exchange regulations of the French franc area applicable on its territory". Ivory
Coast and France "agree to maintain, for a renewable period of five years,.
their trade.relations within the framework of a reciprocal preferential system'.
This preferential system entails in particular "privileged access, afforded by
.both parties for the principal products and goods, in particular in the form of
quotas and of guaranteed prices", free movement of goods and duty-free entry,
the "co-ordination of trade policies vis-à-vis third countries", and protection
for the industries of Ivory Coast. France shall "for a period of five years
in the first instance, continue to furnish aid and assistance to the Republic
of Ivory Coast towards its social and economic development and the operation of
its public services. The help of the French Republic will take the form inter
alia of the carrying out of studies, the pursuit of research, the supplying of
equipment, the provision of exp-erts and technicians, the granting of financial
aid and the training of personnel". Furthermore, "the Republic of Ivory Coast
intends to maintain its association with the European Economic Community in
a form to be determined jointly with the competent authorities of this Community".

7. The Ivory Coast Government has just drawn up ten-year Prospects for
economic development over the period 1960-1970. On the basis of a study of
production development possibilities in the various sectors of the economy, the
rate of growth would be of the order of 7 per cent per annum. In particular,
provision is made for diversification of agricultural production and a higher
degree of processing of products intended for export. Provision is also made
for the development of industrial activities which would enable certain imports
to be replaced by domestic products. It should be mentioned that the.purpose
of the document setting forth the ten-year Prospects is to define, in broad
outline, the projects which would permit rapid economic development and provide
a basic structure for the work of the "planning commissions" which will establish
more detailed programmes at a later stage.

I. Projected Trends in Exorts of Tropical Products
and Probable Effects on IvoryCoast's Exoport Earning

of a General Removal of Import Barriers on these Products

8. The ten-year Prospects give detailed information concerning the possibilities
for producing and disposing of the tropical products traditionally exported
by Ivory Coast. These estimates are made in the context of privileged access
for Ivory Coast products to certain European markets.

9. Under the recently concluded International Coffee Agreement, Ivory Coast
has been assigned an export quota of 138,000 tons, corresponding approximately
tothe volume of exports in 1961, and the Prospects envisage that production
would continue at about the level of that quota. This would be achieved by
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reducing the .acreage under coffee and at the same time improving cultivation
methods and yield. The Prospects are based on the average price obtained in
1961 by Ivory Coast for its overall exports, i.e. $530 per ton. However,
whereas exports to the French franc area were at a price of about $600 per ton,
those to non-sheltered markets, in particular the United States market, were
at an average price of about $360 per ton. In view of the fact that world prices
rose noticeably in 1962, it would seem appropriate, assuming an abolition of
the preferential systems, to take a price in the region of $400 per ton for
overall exports by Ivory Coast. A "voluntarily ambitious programme for planting
oil palms is under consideration in order to make use of land made available
by the reduction of coffee plantations. In the long term, this programme would
enable Ivory Coast to become an exporter of vegetable oils: the exportable
quantity of palm oil and palm kernel oil would still be negligible
in 1965 but would reach 30,000 tons towards 1970 and nearly 200,000 tons in 1975.

10. According to the Prospects, cocoa exports by Ivory Coast might rise at a
rate in the region of 4 per cent per annum in the next few years, increasing
from 84,000 tons in 1960 to 130,000 tons in 1970. These targets seem to tally
with the conclusions of the secretariat note on cocoa which indicated a rise
in world consumption at an annual rate of between 3 and 4.5 per cent. The
unit price obtained by Ivory Coast in 1961, on which the estimates of export
earnings are based, was $450 per ton, which was close to the price obtained by
the other exporting countries. It may be noted, however, that cocoa prices
tended to decline in 1962 and consequently the price used in the Prospects may
be slightly too high.

11. Exports of timber showed a marked increase between 1960 and 1961, but the
Prospects envisage that such exports will continue at the level reached in
1961. The prices obtained by Ivory Coast for such exports are close to world
prices and, taking account of the development of world demand, it does not
seem that the removal of import barriers on tropical woods would result in any
marked reduction in Ivory Coast's export possibilities.

12. Banana exports by Ivory Coast rose rapidly during the 1950's, particularly
those to France and Italy. The Prospects provide for a further increase of
about 80 per cent in the volume of exports between 1960 and 1970, and for the
continuation in 1970 of the average price obtained in 1960, namely $105 per ton.
If import barriers against bananas were eliminated it seems unlikely that the
rate of growth of Ivory Coast's exports could easily exceed 3 per cent per
annum which is the probable rate of growth of world exports, even if it were
able to export at prices in the region of those obtained by the. Latin American
countries.
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13. In 1960, the trade balance showed a surplus of about $4.0 million and the
ten-year Prospects consider that this surplus must be maintained for the balance
of payments to.be assured. However, having regard to the differences recorded
between the prices obtained by Ivory Coast and world prices for coffee and
bananas on the one hand, and to the less encouraging outlook for the banana
market on the other hand, it would seem that in the event of the elimination
of preferences and import barriers, Ivory Coast's export earnings would grow
less rapidly in coming years than has been foreseen in the ten-year Prospects.
The difference would be of the order of $25 to 30 million in 1965 as well as
in 1970. However, having regard to the fact that diversification of Ivory
Coast's exports will be actively encouraged during the 1960's, this difference,
which represents 12 per cent of total export estimates for 1965, would represent
only 9 per cent for 1970. If, in the absence of compensatory measures, imports
were to fall to a corresponding degree, the general rate of economic growth
would also decline noticeably, particularly in the next few years.

14. As was indicated earlier, taxes levied on exports account for 15 rer cent
of total public revenue. A reduction in the prices of export commodities might
induce the Government to modify the present fiscal system, inasmuch as it might
decide to reduce or abolish the taxes levied on these products at present, so as
to maintain prices paid to producers at the highest level possible. Such fiscal
modifications may however present difficulties, as the administrative infra-
structure of the country may not be adequate to allow for a systematic recourse
to direct fiscal measures to be envisaged. However, to the extent that a
reduction in traditional export receipts might be compensated by a growth in
other lines of production or by an additional inflow of foreign capital, it
would seem that these new resources might contribute to the change in the
fiscal system.

II. Development Possibilities for Agricultural and Industrial Production

15. In order to examine the extent to which a drop in export earnings could
be offset by the development of new activities, the various projects examined
in the ten-year Prospects are reviewed in the following paragraphs. The
Prospects consider not only projects which have already been studied and can
be carried out in the near future, but also those which, although they have
not yet been studied in detail, are considered as being capable of achievement
from the economic and technical point of view. The general purpose of the
measures envisaged is twofold: diversification of agriculture and an improve-
ment in the returns from exported agricultural products, and also progressive
replacement of imports of finished industrial products by domestic products.
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(i) Production for export

16. The Prospects indicate that the world market for natural or preserved
tunny-fish is far from being saturated. The western-shores of Africa are
rich in fish and it seems possible that by 1965 Ivory Coast could produce
and export 25,000 tons of tunny-fish of a value of $10millionn and by 1970,
40,000 tons of a value of $16 million. It should, however, be noted that other
West African countries are also considering establishing or developing a tunny-
fish canning industry and that the 'simultaneous carrying out of these various
plans pre-supposes a rapid expansion of consumer markets in the developed
countries. A soluble coffee factory has just gone into production and it is
estimated that the additional exports which it might provide would be in the
neighbourhood of $10 million. Likewise, a cocoa butter extraction plant is
to be constructed shortly. This processing plant, which would have the
advantage of using mainly cocoa beans which are inexportable or of a low
quality, will provide an estimated increase in exports of $10 million.
Provision has also beenmade for other less important manufactures such as
the preparation of banana pulp, pineapple juice, and tinned pineapple.

17. More than half the total area of Ivory Coast is covered by forest and it
is expected that this could be worked more extensively in caning years. The
development of wood-processing industries is envisaged (sawn wood, cases and
packing cases, joinery and furniture, etc.); the output would be intended
principally for domestic consumption and would expand threefold over a period
of ten years, to reach a value of $25 million in 1970. In addition, studies
will be undertaken with a view to perfecting production techniques for pulp
of tropical woods and, according to the Prospects, it might be possible toward
the end of the ten-year period to install factories producing 150,000 tons of
pulp, part of which would be turned into paper and paperboard; almost the
whole of this output would be exported to a value of $28 million.

(ii) Production intended to replace imports

18. In 1961 imports into Ivory Coast amounted to $190 million, of which
$35 million were accounted for by textile and leather goods, $45 million by
foodstuffs and $8 million by petroleum products. The Prospects call for the
development of national industries with a view to replacing part of these
imports by products produced domestically.

19. In 1961, consumption of textile products and leather goods amounted to
approximately $45 million (at c.i.f. prices) of which only one fifth was
supplied by domestic industry. The ten-year Prospects call for a rapid
increase in production. However, as it is not possible to produce in Ivory
Coast all the varieties of fabrics and clothing required by consumers, it is
envisaged that the value of domestic production might reach $35 million in
1965 and $65 million in 1970, while imports would remain stable.
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20. Among imported foodstuffs, mention may be made of meat and dairy products,
cereals, and sugar, imports of which amounted respectively to $15 million,
$10 million, and $5 million in 1961. Cattle, sheep and goats are not very
numerous in Ivory Coast and their yield is low, with the result that meat and
dairy products are largely imported. There is potentially heavy demand and
provision is made for expanding production, in particular production of poultry
and eggs which, although low at present, could reach $20 million by 1970.
Consumption of cereals might rise by 50 per cent during the 1960's and it is
envisaged that national production will cover almost the whole of this increase,
in particular due to the introduction of irrigated rice cultivation, and in 1970
imports might still be at a level close to that reached in 1961. Ivory Coast's
sugar requirements, which currently amount to 17,000 tons, are expected to rise
to 47,000 tons by 1970. Although technical studies on the possibility of
introducing sugar-cane cultivation in ivory Coast are as yet somewhat incon-
clusive, the Prospects consider that towards the end of the ten-year period it
might be possible to produce about 25,000 tons of sugar.

21. The engineering industries are at present but little developed and
provision has been made for their output (added value) to rise from $7 million
in 1960 to more than $30 million in 1970. Among the projects under consideration
mention may be made of an automobile assembly plant, of assembly plants for
bicycles and motorcycles, assembly or production plants for household and office
equipment (refrigerators, air-conditioners, metal furniture, etc.) and factories
producing hand-tools or capital goods.

22. A petroleum refinery, with a capacity of 700,000 tons is to be installed
shortly. It will process imported raw materials, unless current petroleum
prospecting operations lead to the discovery of deposits suitable for extraction.
A factory for the production of nitrate and phosphate fertilizers will be annexed
to the refinery and is expected to meet the requirements of Ivory Coast towards
1970; these requirements are estimated as being 11,500 tons of nitrogen and
10,000 tons of phosphoric anhydride.

23. Other projects included in the ten-year Prospects include a mill for the
processing of imported cereals, a cement factory using imported clinker, and a
tyre and inner-tube factory. This factory would process rubber produced by
plantations established between 1953 and 1961; when these plantations reach
their full yield, i.e. from 1970 on, the quantity of rubber available would
be 12,000 tons per year.

III. Conclusions

24. If exports of tropical products develop as indicated at the beginning of
this note, i.e. if during the 1960's their value was about $30 million lower
than that estimated in the Prospects, the balance of payments of Ivory Coast
would tend to be impaired.. There are a number of factors which might, at least
partially, offset this disequilibrium and make it possible to avoid reducing
imports of capital goods needed for general economic development.
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25. The co-operation-agreement concludedbetween Ivory Coast and France
requires Ivory Coast to grant privileged treatment to imports originating in
the French franc area.

26. This question is outside the scope of these country studies by the
secretariat, but any final analysis. of gains and losses that would result from
such an important development-as the disappearance of sheltered markets would
have to take -into account the possibility of other changes in economic, fiscal
and commercial policies.

27. Exports from Ivory Coast to West African countries at present amount to
about $15 million, i.e. 8 per cent of total exports. in addition, a large
part of imports going to Upper Volta and; since 1961, Mali, cross Ivory Coast
in transit. In the ten-year Prospects, deliberately prudent assumptions have
been made as to the level of exports of industrial products manufactured in
Ivory Coast which might be taken up by neighbouring countries in coming years
Although industrial activity as a whole is expected to develop rapidly, since
the added value of industrial products is expected to rise from $45 million
in 1960 to $225 million in 1970,. it would seem that a strengthening of economic
links with neighbouring countries could permit a still more rapid development
of this activity.1 Earnings derived from increased exports to these countries
could then compensate, at least partially, the drop in the value of traditional
exports to the developed eountries..

28. The study of the projects included in the ten-year Prospects shows that
diversification of agricultural production will be undertaken during the 1960's
and that many industrial activities can be developed. Some of the projects
included have not, however, been studied in detail yet2 and it would be
hazardous to envisage their being undertaken more rapidly than provided for in
the Prospects before the necessary technical studies have been carried out.
It may also be mentioned that any rise in agricultural or manufacturing output
beyond the levels foreseen in the Prospects would be followed by a series of
repercussions throughout the economy. In particular an increase in agricultural
or manufacturing output would entail an increase in services of the same order
of magnitude and furthermore the additional output would contain a certain
proportion of additional imported. materials. Increased production would also
necessitate additional investments. The relationships between the level of
production and changes in foreign trade and between investment and output are
therefore neither direct nor simple.

1
It should however be noted that the heads of undertakings and the technical

and managerial staff of private industry are largely non-indigenous. Despite
efforts made by the Governnent to make up for the shortage of local managerial
personnel, it is to be feared that this factor may be such as to limit industrial
growth over the next few years.

2This is the case in particular for the project for producing pulp and paper
which depends on the perfecting of an adequate manufacturing process. Likewise,
the development of oil paln plantations could probably be undertaken on a large
scale only if cost prices were sufficiently competitive so that Ivory Coast
could consider entering the world market for tropical oilseeds in favourable
conditions, because competition is already keen on this market and might become
still more so in the next few years.
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NIGERIA

I. Basic economic data

Nigeria had an area of 357,000 square miles (about twice the size of
Spain) and a population of over 40 million. Besides a small federal territory
around its capital Lagos, it consists of three regions;. the North (com-
prising three quarters of Nigeria's total area and half of its population),
the West and the East. The annual growth of the population is estimated at
around 2.2. per cent.

In 1960 Nigeria's gross domestic product was £1.1 thousand million,
and gross domestic investment £168 million. Agriculture constituted 52 per
cent of the gross domestic product, 78 per cent of exports and supports
75 per cent of the population.

Government finance (Federal and Regional) in 1960/61 comprised receipts
of £115 million, expenditure of £163 million (of which £68 million on
capital account), leaving a deficit of £48 million. in 1960 revenue from
import duties was £51 million (including £9 million on cotton piece goods,
£4 million on petrol and £3 million on tobacco), from export duties
£15 million (cocoa £5.2 million, groundnuts and groundnut oil £2.7 million,
palm products £3.8 million) and from excise duties £5.4 million (£4.4 million
from tobacco and £1.0 million from beer).

Exports (including re-exports) in 1961, amounted to £173 million, of
which the major items were cocoa £33.7 million (184,000 tons), groundnuts
£32.2 million (494,000 tons), palm kernels £19.9 million (411,000 tons),
palm oil £13.2 million (165,000 tons), cotton £11.1 million (48,000 tons),
rubber £11.0 million (55,000 tons), groundnut oil £5.0 million (45,000 tons).,
groundnut cake £1.9 million (75,000 tons), and petroleum oil £11.5 million.
Imports in 1961 amounted to £222 million.
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II. 1962-68 Development Plan

(a) Targets, investment and financing

5. The Plan aims at an increase in real national income of 4 per cent per
annum to provide a GDP of £1.5 thousand million by 1968.

6. The Plan envisages a total investment of £1.2 thousand million over the
six-year period, £676 million in the public sector and £524 million in the
private sector. This figure represents 15 per cent of the projected GDP.
In the public sector 13 per cent of investment is allocated to trade and
industry and 14 per cent to agriculture and primary production.

7. The financing of the public sector investment under the Plan will be made.
up as follows: £263 million from current surpluses of the Federal and
Regional Governments and £327 milion grants and loans from foreing sources. The
uncovered gap of £86 million in the public sector will, it is hoped, be covered
by reductions in current expenditure, additional foreign aid and, if necessary,
by a running down of the foreign exchange reserves. Of the £524 million
projected investment in the private sector it is thought £154 million will
come from abroad.

8. The total envisaged foreign capital inflow of £481 million (£327 million
for the public sector and £154 million private investment) will cover the
estimated balance-of-payments gap on current account through the Plan period.

(b) Major features

9. A principal objective of the Plan is the diversification of the Nigerian
economy particularly through the growth of manufacturing industry. Where
necessary both the Federal and Regional Governments are prepared to invest in
manufacturing industry either alone or by participation with private interests.
Growth in the manufacturing sector will, as in the past, be based on the
processing of local produce and materials to provide added value before export
and on the substitution of locally manufactured consumer goods for imports in
the Nigerian market. There are also prospects for exports of consumer goods
to neighbouring African States.

10. The largest single project in the Plan is the construction of the Niger
Dam at a cost of £68 million. The principal purpose of the dam is to provide
cheap hydro-electricity but its secondary effects will inclu. flood
regulation, irrigation and new fishing potentialities. Other major projects
include the construction of a steel mill (£30 million) and a efinery to
process local petroleum deposits. The Plan also provides for additional
textile mills to absorb cotton grown in the country, factories to process
locally grown rubber and a variety of plants to produce consumer goods of types
now imported in large quantities.
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11. The Plan, however, takes into account that agriculture must, in the
immediate future at least, continue to be the mainstay of the economy and the
most important contributor to Nigeria's export earnings. It is hoped to step
up production both of food for local consumption and of export crops. As
regards export crops, both the Eastern and Western Regions plan to increase
rubber production and, in the West, it is expected that production will grow
by 10 per cent during the Plan period. The Western Region is investigating
the export potentialities of coconuts and coffee. The Northern Region's
plan estimates that cotton production will double during the Plan period
reaching a volume of 600,000 bales by 1968. Cottonseed production will like-
wise grow reaching a total of 140,000 tons with 100,000 tons being crushed in
local mills. At present the Region produces 13,000 tons of soyabeans and it
is hoped to double production of this commodity by 1968 with 10,000 tons
destined for local crushing.

(c) Exports and imports

12. The Plan forecasts that total exports will rise from £164.9 million in
1960 to £239.4 million in 1967 and that imports will increase by 31.8 per cent
from their 1960 level of £215.9 million to £284.5 million in 1967. The Plan
does not provide a breakdown showing the contribution of individual commodities
to total exports. However, it is assumed in the Plan that petroleum will,by
1967,have displaced cocoa as the largest single foreign exchange earner and it
can be expected that exports of commodities such as rubber and cotton will
increase substantially. Although it is therefore probable that their relative
importance will decline, it is nevertheless clear that cocoa, groundnuts,
groundnut oil and palm produce will together continue to be the major component
of Nigeria's export earnings in the period. The secretariat has prepared a
table which appears below showing estimates of the volume of exports of these
major tropical products by the end of the Plan period (1968) and the value of
such exports under certain price assumptions. The volume estimates are based
on the assumptions set out below the table.

Table 1

Average Average Estimated Average Value of Value of
Annual Annual Total Price Exports Exports

Product Quantity Value of Exports 1956/60 1968 at 1968 at
Exported Exports in 1968 £ per Average Average
1956,/60 1956/61 000 tons ton 1956/;60 1956/60
000 tons £ m. Price Price Less

£ m. 10% 20% 30%
£ m. £ m. £ m.

Cocoa 132 30 197 238 47 42 38 33
Palm Kernels 429 22 440 51 22 20 18 16
Palm Oil 173 14 210 80 17 15 13 12
Groundnuts 418 25 390 60 23 21 19 16
Groundnut oil 41 4 160 106 17 15 14 12

Total - 95 - - 126 113 102 89
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13. The following are the assumptions made as regards the volumes of exports
of the products listed above:

Cocoa: it is assumed that increased peasant production and new production
arising from direct government activities will raise the quantity of cocoa
available for export in 1968 by about 50 per cent above the average annual
quantity for the period 1956-60. The figure obtained on the basis of this
assumption, 197,000 tons, could perhaps be conservative since exports in 1961
were, in fact, a record 184,000 tons;

Palm kernels: a significant increase in the quantities of palm kernels avail-
able for export is not foreseen. The high yielding varieties of palms now
being planted will not materially affect production during the present planning
period;

Palm oil: with the improvement in expressing techniques and the growing number
of hydraulic hand presses being made available to peasant producers, it is
expected that oil yields, of a quality suitable for export, will increase by
about 2.5 per cent per annum even if both the number of palm bunches harvested
remains static and the quantity of oil consumed locally increases as expected;

Groundnuts and groundnut oil: the Northern Region Development Plan estimates
that by 1968 the groundnut crop will have reached 950,000 tons and that of this
400,000 tons will be expressed locally leaving a balance of 550,000 tons.
Assuming that local consumption of nuts remains at about its present level of
160,000 tons there should be an exportable surplus of 390,000 tons. Oil
extracted from 400,000 tons of groundnuts would, assuming an cil/nut weight
ratio of 43 per cent, amount to 172,000 tons. However, it can be expected
that of this total about 12,000 tons would be absorbed in Nigeria either in
direct consumption or in manufacture. As regards the feasibility of the 1968
target of 950,000 tons of groundnuts, it may be pointed out that the 1962/63
crop reached the record level of over 800,000 tons.

14. It will be noted that the Table assumes that quantities of the products
listed will be constant irrespective of the price realized on export. There
are three reasons on which this assumption is based. First, in the case of
cocoa and palm produce, annual production would tend to be highly inelastic
to price changes since, as tree crops, effects of new plantings or failure to
replant would only be felt after a number of years. (Most palm fruit is still
harvested from wild palms.) Secondly, the Marketing Board System, whereby
producers are informed in advance of the prices they will receive irrespective
of world market conditions, tends to smooth cut variations i producers' in-
comes and thus thair sensitivity to world price changes. Finally, even where
Marketing Boards have altered producer prices in accordance with world price
trends, the peasant producer has not, hitherto at least, shown any tendency to
vary production with prices received. In this latter connexion, it is
interesting to note that although producer prices had been reduced for that and
the immediately preceding season, the 1962/63 groundnut crop in the Northern
Region was a record, probably as a result of improved means of transportation,
greater use of subsidized fertilizer and favourable weather.
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III. The importance of the major tropical products in the
implementation of the Development Plan

15. Eeven if, with the further diversification of the economy projected in the
Development Plan,the relative importance of the major tropical products in
Nigeria's economy declines,they will continue to play a vital role. The
repercussions of lower export earnings of the major tropical products would
have its effects on the development of all three Regions as well as on the
country as a whole. Of the major tropical products dealt with in this note,
cocoa is derived mainly from the Western Region, palm oil from the Eastern
Region, groundnuts and groundnut oil from the Northern Region and palm kernels
from both Eastern and Western Regions.

16. One of the major effects of a fall in the prices received for exports of
the major tropical products would be to render invalid the balance-of-payments
assumptions of the Development Plan. The Plan anticipates a balance-of-payments
deficit of £480.5 million over the Plan period and that this gap will be
financed by foreign loans and aid and private capital inflow (and, if necessary,
and to a limited extent, by the running down of Nigeria's present foreign
exchange holdings). But if, for instance, prices of the major tropical products
were to fall by 10 per cent during the Plan period export earnings projected in
the Plan would (assuming these products would on average constitute 50 per cent
of Nigeria's export earnings in the Plan period) be about 5 per cent less than
anticipated. If it were assumed that average annual export earnings during the
six-year period would,without such a fall, be £200 million, then the additional
gap would be £10 million a year or £60 million in the Plan period. Nigeria's
ability to meet this increased deficit by extra borrowing from abroad would be
restricted by both the ability of the economy to absorb this additional capital
and the need to restrict loan servicing charges to 10 per cent of export
earnings (the Plan anticipates that this percentage would in any event be
reached by 1967 on the basis of present projections for foreign borrowing).

17. Apart, moreover, from its balance-of-payments effects, a greater than
anticipated fall in the prices of the major tropical products would lead
to a diminution of the surpluses of the Marketing Boards available for' borrowing
by the Federal and Regional Governments for development purposes. (Exports
of all the major tropical products are vested in the three Regional Marketing
Boards.) Export taxes on these products will continue to be an important
source of revenue (11 per cent of total Federal and Regional revenue in 1960
was derived from such export taxes) and a decline in prices would have an
adverse effect on Government receipts and thus on their ability to finance
development out of budget surpluses. A further effect of a decline in prices
of cocoa, groundnuts, groundnut oil and palm produce if followed by lower
producer prices, would be a reduction in internal spending power and savings.

IV. Effects of a removal of trade barriers and preferential arrangements

United Kingdom preferences

18. As a member of the Commonwealth, Nigeria benefits from the preferences
accorded by the United Kingdom. United Kingdom duties on those items, with
which this note is primarily concerned, are cocoa 2s.4d. per cwt. (ad valorem
equivalent 1.3 per cent), palm oil, palm kernels and groundnuts 10 per cent
and groundnut oil 15 per cent. Commonwealth suppliers enjoy duty-free entry
into the United Kingdom market for these products, which are also free from
quantitative restrictions from all sources.
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19. The table below shows the relative importance of the United Kingdom as an
outlet for Nigeria's tropical products. It will be seen that the proportion of
Nigeria's exports destined for the United Kingdom declined appreciably between
1958 and 1961 with the decline most marked in the cases of cocoa and groundnuts.

20. The table also reveals that the United Kingdom imports over 95 per cent of
her requirements of the five listed products from Commonwealth sources, thus
indicating that the preferences do have a trade directional effect. It would
not, however, appear that the preferences have resulted in higher prices for
Nigerian produce sold to the United Kingdom as compared with other destinations.
An analysis of average annual f.o.b. unit values by destination does not reveal
any price premia for exports destined to the United Kingdom. It is not possible
to calculate what, if any, influence the United Kingdom preferences have on the
general level of export pri of the five commodities. It can, however, be
expected that any such prio fluence would be more likely to be manifested
in the cases of groundnut oil and palm oil, where the United Kingdom still is
the major outlet, than in the cases of cocoa and groundnuts where the United
Kingdom share of Nigerian exports is in the neighbourhood of 25 per cent.

Table 2

Total exports Exports to United Percentage of
'000 tons Kingdom as a per- United Kingdom

centage of total total imports in
exports (by volume) 1961

(a) (b)

1958 1961 1958 1961 ex ex
Common- Nigeria
wealth

Cocoa

Palm oil

Palm kernels

Groundnuts

Groundnut oil

87.2

170.5

513.2

39.6

185.9

2164.6

410.6

493.9

45.2

52

60

27 95
78 100

55 100

24

69

96

64 100

1
These percentages are calculated from Nigerian export statistics. It

should, however, be noted that figures contained in W(62)1 would seem to indicate
that the proportion of palm oil destined for the United Kingdom is on the high
side and that of groundnut oil on the low side. Divergencies between export and
import statistics can probably be attributed to trans-shipments from the United
Kingdom to continental ports and vice versa.

77
77
70

88
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21. There are a number of duties applied to the exports of Nigeria's maJor
tropical products. The Common External Tariff of the EEC provides for duties
on palm oil, groundnut oil and cocoa. The details of these duties are contained
in W(62)2. shouldhowever, be noted that the duty on cocoa may in fact be
lower than the 9 per cent envisaged in the Common External Tariff as a result
of arrangements worked out between the EEC and the Associated States.
At present the member States of the.EEC are in the process of aligning their
tariffs with the Common External.Tariff and duties currently applied by the
individual States are listed in W(62)2. The United States' duties on groundnuts
and groundnut oil are perhaps the most important of the duties, effecting
Nigeria's exports, maintained by other countries.

22. There are a number of other barriers affecting Nigerian exports of major
tropical products which are probably of more importance than the duties dealt
with in the previous paragraph. France controls imports of groundnuts, palm
oil and groundnut oil and it is by means of these controls rather than the
preferential duty that the franc zone sources are provided with sheltered access
in the French market. Germany, under her marketing law system, controls imports
of edible palm oil and Japan has placed groundnuts and groundnut oil under
import licensing. Italy levies a processing tax on oilseeds and an equivalent
tax on imported vegetable oils. There is also an internal tax of 250 lire per
kg. in Italy on cocoa beans. The barriers confronting Nigeria's export trade
in tropical products are listed in W(62)2 and discussed in some detail in the
secretariat's notes on cocoa (W(63)3) and oils and oilseeds (W(63)4 and 5).

23. The importance of the EEC as an outlet for Nigerian exports of tropical
products is shown in the table which appears below. It will be seen in the
seventh column that the EEC now takes over half of Nigeria's groundnut exports
and over one third of her cocoa and palm kernels. The EEC has, in fact, become
more important than the United Kingdom as a market for Nigerian cocoa and ground-
nuts. The table also shows the portions of the market of the Community held
by Associated States and by Nigeria. It can be seen that between 1958 and 1961,
before any significant new preference in favour of the Associated States were
introduced, the share of these States in imports of the EEC declined or remained
static in all cases except groundnut oil. Nigeria, on the other hand, was,
during this period able to increase her share of the EEC market for all
commodities except groundnut oil.

Table 3

EEC imports

Total Percentage Percentage Percentage of
000 m.t. ex.Associated ex Nigeria Nigeria's total

States exports taken
by EEC

1958 1961 1958 1961 1958 1961 1961
Cocoa 237 345 35 35 10 18 35
Palm
Palm
Groundnuts
Groundnuts

oil 250% 2702 53 44 7 10 14i

Kernels 178
2 1732 40 28 48 57 35

316 323 60 47 26 37 59
oil 162 137 61 78 4 4 10

1Derived from 1960 export statistics.

2Oil equivalents.
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24. It would seem probable at least that Nigeria's relative position in the
EEC as an exporter of groundnut oil, palm oil and cocoa would worsen as a
result of the progressive alignment of the tariffs of the member States with
the Community tariff since this process would create new and/or enlarged
preferences for States associated with the Community and, in the case of crude
palm oil, which until recently enjoyed duty-free entry into Italy and the
Benelux countries, might lead to its substitution by oils expressed from oil-
seeds imported duty free. Conversely, there can be no doubt that if the
duties and non-tariff barriers affecting tropical products presently applied
by the member States of the EEC were to be removed, Nigerian exports of such
tropical products would benefit as a result of both marginally higher consumption
of the products concerned and equality of treatment with the exports of the
Associated States. The effects of a removal of existing duties and other
barriers by the member States of the EEC are discussed in the secretariat Notes
on cocoa (W(63)3) and oils and oilseeds (W(65)4 and 5).

The effects of the removal of barriers and preferential
systems on individual products

25. The following would appear to be the position as regards the individual
tropical products with which Nigeria is primarily concerned should all barriers
to trade in these products and existing preferential arrangements be removed.

(a) Cocoa

26. If, as appears likely, Nigeria does not materially benefit from the small
(1.3 per cent) United Kingdom preference, then it would seem probable that
Nigeria could only gain from the removal of duties and other barriers effecting
trade in cocoa, since any harmful effects of the loss of the United Kingdom
preference would be out-weighed by increased consumption in most markets and
equal terms of access to the EEC.

(b) Palm oil

27. If, as seems probable, the 10 per cent United Kingdom preference on palm
oil is of only marginal importance to Nigeria and if the coming into force of
the Common External Tariff diverts imports from non-Associated suppliers and/or
encourages the shift in consumption from palm oil to other oils, then it can be
concluded that Nigeria would be one of the beneficiaries, at least in the long
term, of any simuitancous introduction of duty-free entry in the United Kingdom
and the EEC. The replacement of the proposed Common External Tariff by duty-
free entry into the EEC would also make it easier for Nigeria to find outlets
for refined palm oil should it prove technically and economically feasible to
carry out the refining process prior to export. To the extent that duty-free
entry in the United Kingdom, the EEC (and other countries) were accompanied by
the removal of taxes and other barriers to palm oil, these beneficial effects
for Nigeria would be re-inforced.
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(c) Palm kernels

28. The United Kingdom preference of 10 per cent on palm kernels appears to
be of only marginal importance to Nigeria. However, any harmful effects of
the introduction of duty-free entry by the United Kingdom would tend to be
mitigated if such action were to be accompanied by the removal of existing
barriers to imports of palm kernels in other countries.

(d) Palm kernel oil

29. Although Nigeria does not at present express.oil from palm kernels, palm
kernel oil represents a potential export. (It may be noted that the Congo
(Leopoldville) is a significant exporter of palm kernel oil). As Nigeria is
accorded duty-free entry and a preference of 10 per cent in the United Kingdom
market it would not seem that lack of an outlet has hampered the development
of a palm kernel oil industry. Although the introduction of duty-free entry
and the remeval of preferences on tropical oils and oilseeds by the United
Kingdom would remove this sheltered outlet for her palm kernel oil were
Nigeria to become a producer, this disadvantage would probably be offset if it
were to be accompanied by a removal of barriers in other markets.

(e) Groundnuts

30. Although the removal of the United Kingdom preference of 10 per cent on
groundnuts might have marginal adverse effects on Nigerian export earnings and
duty-free entry is in any event envisaged for groundnuts under the Common
External Tariff, the removal of the United States' duties and quota on ground-
nuts, coupled with the removal of barriers in other countries, would be likely
to have a beneficial effect for Nigeria more than offsetting any damage
resulting from the loss of the United Kingdom preference.

(f) Groundnut oil

31. It is quite possible that Nigeria, whose groundnut oil exports are
concentrated in the United Kingdom market, would be adversely affected by the
loss of the 15 per cent United Kingdom preference. On the other hand, Nigeria
could be expected to benefit from the removal of existing barriers in other
markets. Nigerian exports would probably derive a net benefit from the intro-
duction of free entry for groundnut oil by the major importing countries.
Under conditions of free entry, not only would there appear to be improved
prospect for Nigerian exports of crude oil but, should it in future prove
feasible to refine oil in Nigeria, exports of such refined oil would not be
faced with differential duties that are presently applied by a number of
countries and are provided for in the Common External Tariff.
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Conclusions

32. Nigeria is in a relatively favourable position as regards the possibilities
which exist for the diversification of production. During the currency of the
present Plan, diversification will continue with increasing exports of
petroleum, rubber and cotton and the development of local manufacturing industry.

33. However, the major tropical products, namely cocoa, palm oil, palm kernels,
groundnuts and groundnut oil will continue to play a vital role in the Nigerian
economy. The export earnings of these products will probably constitute on an
average at least 50 per cent of Nigeria's total exports in the Plan period.
These earnings will also provide the basis for an important source of government
revenue and borrowing and will influence the level of consumer purchasing power
and private savings.

34. Any significant fall in the price of tropical products resulting in a
marked reduction of export earnings would have deleterious effects on Nigeria's
ability to implement her development Plan. Lower export earnings might render
impossible the attainment of the Plan's targets and in particular slow down or
even halt the process of diversification of the economy.

35. It would appear that the removal of all barriers to trade and preferential
arrangements would, on balance, improve the terms of access for Nigeria's
exports of tropical products and lead to higher export earnings.
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SENEGAL

Senegal occupies 200,000 square kilometres at the westernmost point
of the west coast of Africa. It is bounded on the north by Mauritania, on
the east by Mali and on the south by the Republic of Guinea and
Portuguese Guinea. The climate of most of the territory is sub-Saharan
or Sahelian and it is only with the Casamance in the south that the
gallery forest begins. The indigenous population exceeds 3 million
inhabitants, to whom should be added 50,000 expatriates, mainly French.
Some 750,000 persons live .in towns, Dakar being the principal town with
around 400,000 inhabitants. The working population is estimated at
1,500,000 persons, mainly occupied, in farming; the wage-earning popula-
tion is in the neighbourhood of 125,000 persons, including 17,000
expatriates.

Statistical information concerning the structure of the Senegalese
economy car, be given on the basis of the detailed economic accounts drawn
up for 1959. The gross domestic product of Senegal amounted to $560 million
and the national income to $480 million. Household consumption came to
$375 million (including nearly 90 million for the expatriates alone). Gross
capital investment amounted to $70 million.

The Senegalese economy is heavily dependent on foreign trade. In
1959 imports amounted to $150 million and accounted for morse than one
quarter of the gross domestic product. Seventy-five per cent of exports,
valued at $125 million, were made up of groundnut products (shelled
groundnuts, oil and oilcakes) intended mainly for the French franc area.

Agriculture supplied about 42 per cent of domestic production and
industrial activities (including construction) about 20 per cent. It
should be noted that the growing, marketing and processing of groundnuts
accounts for,, depending on the year, between 20 and 25 per cent of
overall production.
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5. Public civil expenditures in Senegal in 1959 amounted to around $100 million
and military outlays to $52 million. A part of these expenditures, in the
neighbourhood of $70 million, was made up of capital transfers from France.
Revenue from taxes amounted to around $110 million of which $70 million were
for taxes levied on imported and exported products. Fiscal and para-fiscal
charges levied on exported groundnut products represented about $20 million.
In 1961 duty rates were $36 per ton for shelled groundnuts, $69 per ton for
crude oil, $74 per ton for refined oil, and $4 per ton for oilcakes. The
corresponding revenue may be estimated at about $25 million.

6. A co-operation agreement between Senegal and France reached in 1960 governs
the economic and monetary relations between the two countries. It provides,
in particular, that Senegal "undertakes to make the exchange regulations of
the French franc area applicable on its territory". Senegal and France "agree
to maintain their trade relations within the framework of a reciprocal pre-
ferential system". This preferential system "entails among other things
privileged access which may result, in particular, from market organization
and the principle of free movement of goods and duty-free entry". Moreover,
France declared its readiness to support Senegal's efforts towards its
economic development. "The help of the French Republic to Senegal will take
the form inter alia of the carrying out of studies, the supplying of equipment,
the provision of experts and technicians and the granting of financial aid".

7. A "four-year development plan" for the period 1961-1964 was approved by
the National Assembly on 8 May 1961. It provides for an increase in gross
domestic production at a rate of 8 per cent per annum, through substantial
growth in industrial activities and the stepping up of agricultural production.

I. Probable effects on Senegal's export earnings of a general removal of
import barriers on fats and oils

8. In its note on oilseeds and vegetable oils the secretariat arrived at
general conclusions as regards world market developments over the next few
years (see pages 14-17 of document W(63)5).

9. As pointed out above, groundnuts hold a predominant place in Senegal's
foreign trade. Under arrangements between France and Senegal, Senegal obtains
for its groundnuts prices appreciably higher than those received by exporting
countries outside the French franc area. In 1961, if Senegal's groundnut
exports had had to take place at world prices, the value of its total exports
would have been reduced by nearly $15 million (i.e. 11 per cent). For 1962,
when there was a marked drop in world prices for groundnuts, the advantage
accruing to Senegal from privileged access to the French market can be
estimated at about $30 million.
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10. Senegal's Four-Year Plan provides for an annual increase of about 6 per cent
per annum in production and exports of groundnuts over the next few years. These
estimates are based on the premise of Senegal's enjoying privileged access to the
market of the countries constituting the European Economic Community. If
Senegal had to envisage exporting its groundnuts at world prices, without
privileged access to European markets, it would seem that its export earnings
in 1964 - the final year of the Plan - would be noticeably lower than the
estimates. The shortfall might amount to about $50 million, i.e. almost one
fourth of projected export earnings for 1964.

11. The Plan provides for an increase in the volume of Senegal's total imports
at a rate of about 8 per cent per annum, which would permit imports of
industrial products, in particular of capital goods, to develop at a rate
high enough to ensure the carrying out of the projects which are envisaged.
The effect of a drop in export earnings, if nothing were done to offset it,
would be to slacken the pace of imports and the general economic growth.

12. As was indicated earlier, taxes levied on exports account for 15 per cent
of total public revenue. A reduction in the prices of export commodities
might induce the Government to modify the present fiscal system, inasmuch as
it might decide to reduce or abolish the taxes levied on these products at
present, so as to maintain prices paid to producers at the highest level possible.
Such fiscal modifications may however present difficulties, as the administration
infrastructure of the country may not be adequate to allow for a systematic
recourse to direct fiscal measures to be envisaged. However, to the extent that
a reduction in traditional export receipts might be compensated by a growth in
other lines of production or by an additional inflow of foreign capital, it
would seem that these new resources might contribute to a change in the
fiscal system.

II, Development possibilities for agriculture and industry

13. In order to ascertain the extent to which a loss in export earnings on
groundnut products could be offset by expansion in other sectors, it seems
relevant briefly to mention the various projects considered by the Senegalese
authorities when drawing up the Four-Year Plan. Some of the projects in the Plan
were not adopted. either because the cost of the investment involved exceeded
the country's financial possibilities, or because the market is still not large
enough to permit the establishment of a domestic industry.

14. Since the present paper is more particularly concerned with foreign trade
problems, it is relevant to distinguish, although this is somewhat arbitrary,
between projects purporting to achieve an expansion of exports and those
designed to bring about a reduction of imports.
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(i) Production for export

15. The western coasts of Africa are rich in fish and the only obstacle to
fishery development is the size of available markets. Estimating that there
is a potential market of about 150,000 tons per annum for preserved tunny-fish
from West African countries, the authors of the Plan have made provision for
expansion of the productive capacity of Senegal's fish canneries from the present
level of 10,000 tons to a possible 40,000 tons in 1964, which would permit an
increase in exports of about $12 million. Since other West African countries
have made plans to develop their fish canning activities, any subsequent
expansion of Senegal's production would seem possible only within the framework
of a rapid expansion of foreign markets.

16. Large deposits of phosphate with a very high content (84 per cent) exist
in Senegal. Current production is inthe neighbourhood of 500,000 tons per
annum and is expected to double over the next few years. Provision has also
been made for a triple superphosphate factory to process part of the natural
phosphate output (100,000 tons per year) to meet Senegal's requirements and
permit exports to neighboring countries. Construction of the factory is
scheduled to begin in one year's time. It would seem that, apart from these
phosphate deposits, Senegal does not have any mineral resources which could
be profitably extracted in the near future.

17. Apart from groundnuts, it would seem that the only agricultural products
for which production conditions in Senegal would enable that country to compete
on the world market are market gardening products. Sales of such products
currently amount to about $4 million and it is considered that this figure could
be doubled in the near future. As the peak output period coincides with the
European winter, market garden produce could perhaps be exported to European
countries.

18. Exports of the products mentioned in the three preceding paragraphs
amounted to $9 million in 1961, i.e. 7 per cent of total exports, and the value
might reach $28 million in 1964.

(ii) Production intended to replace imports

19. Almost one half of Senegal's. imports consists of foodstuffs and about one
sixth of textile products and footwear. According to the data collected when
the Plan was being drawn up, it would seem that local production could replace
part of these imports. The Plan also calls for the establishment of several
plants producing metal manufactures, as well as of an oil refinery.
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20. In the past few decades, the development, of groundnut production has been
accompanied by a steady decline in production of millet, consumption of which
is tending to fall in favour of rice, which does not call for any arduous
home preparation. At present, imported cereals constitute nearly 40 per cent
of consumption, representing about $25 million in foreign exchange expenditure.
Under the Plan millet production, which is at present about 400,000 tons, might
rise by about 8 per cent per annum over the next few years, due mainly to
improved yield. It is also estimated that production of rice and maize, which
at present amounts to 80,000 tons, might be increased by about 30,000 tons.
Furthermore, in the peasant production sector, it should also be mentioned that
cattle and sheep are at present raised in a non-intensive manner and Senegal's
imports of livestock are in the neighbourhood of $7 million per year. The
Plan provides for this situation to be progressively improved. Cotton growing
is at present on an experimental basis but trials so far do not point to the
possibility of achieving economic production of this fibre in Senegal.

21. In the past few years studies have been made of the development possibilities
of the Senegal river basin. Construction of a dam would enable vast areas in
the Dagana area to be irrigated. On such newly-irrigated land, the rain crops
cultivated would be rice and sugar-cane. Sugar consumption will amount to
50,000 tons towards 1964 and if sugar-cane cultivation proves economically
worthwhile, the installation of sugar refineries may be envisaged along the
river. This project was not adopted as part of the first Four-Year Plan, in
the first place because the necessary studies have not yet been completed, and
secondly, and more important, because its financing and implementation could
not be envisaged without considerable foreign aid.

22. As indicated above, Senegal's imports of textile products and footwear amount
to between $25 million and $30 million per annum. Cotton yarn and textiles
make up the major part of these imports. A cotton textile industry already
exists in Senegal but its output covers only one fifth of the market. The Plan
provides for expanded production capacity, but the substitution of all imports
by domestic products cannot be envisaged. In the first place, the non-indigenous
population, whose consumption (at c.i.f. prices) amounts to about $8 million,
looks for products of a quality which it would not be possible to produce in
Seneal in the near future. Secondly, in view of the fact that Senegal's
industry could hardly aim to produce e a range of printed fabrics comprising
more than 100 designs or so - wheres imported fabrics include about 2,000
different designs - it would seem difficult for it to achieve a turnover in
excess of $15 million.

23. In the engineering and chemical industry sector the scope of possible
activity is considerably restricted by the limited nature of the market. The
Plan provides for expanded output of metal containers and for the establishment
of production units, in particular for ironmongery and metal constructions.
It is also envisaged that metal scrap which is currently exported (amounting
to from 12,000 to 15,000 tons per annum) might be used on the spot for the
production of bar iron for concrete.
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24. Lastly, an oil refinery with a processing capacity of 700,000 tons of
imported crude petroleum a year is under construction.

III. Conclusions

25. If preferential arrangements were eliminated, and if Senegal had to export
its products at world prices, the value of its total exports and, therefore,
its essential imports would remain stagnant to the detriment of the country's
economic development unless this situation could be offset in some way.

26. In this connexion it should be mentioned that the co-operation agreement
between Senegal and France provides that Senegal should grant privileged treat-
ment to imports originating in the French franc area.

27. This question is outside the scope of these country studies by the
secretariat, but any final analysis of gains and losses that would result from
such an important development as the disappearance of sheltered markets would
have to take into account the possibility of other changes in economic, fiscal
and commercial policies.

28. As regards the possibility of going beyond the estimates contained in the
Plan for agricultural production, millet production should rise very rapidly
in coming years and it is doubtful that the rate of increase could be accelerated
further to any appreciable extent. On the other hand, rice production could
probably be considerably stepped up. Account should be taken, however, of the
fact that the traditional methods of rice cultivation call for considerably
more labour than groundnut cultivation for a similar income per hectare. It
therefore seems neither very rational nor practicable to encourage any broad
expansion of rice cultivation other than within the framework of large-scale
reclamation works, unless there is a marked change in the relative prices of
rice and groundnuts. As mentioned above, it seems possible from the technical
point of view to irrigate extensive areas in the Senegal river basin, and to
envisage rice cultivation on such land, subject to the construction of a dam
and the installation of an irrigation system. The project would involve
costly investment but, without recourse to large-scale investment, it does not
seem practicable to envisage more rapid progress in agricultural production
than is provided for in the Plan.

29. The development of industrial production is greatly limited by the
narrowness of the Senegalese market. Any more rapid expansion of industrial
production than that foreseen in the Plan therefore depends on the availability
of adequate external outlets for Senegalese products. Having regard to the
wage levels prevailing in Senegal, it seems difficult to envisage the systematic
establishment of factories working mainly for trade in exports to the developed
countries. It seems, on the other hand, that exports to neighbouring countries
might rise if Senegal's products enjoyed free access to such markets. In 1959,
before the Federation of Mali broke up; a large proportion of imports by
neighboring countries moved in transit through Senegal. These transit opera-
tions represented about $50 million, of which $35 million were proceeding to
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Mali and $10 million to Mauritania. In addition, Senegal exported to those
countries a fairly wide range of processed products (flour, cigarettes, cement,
vegetable oils, paint, beer, confectionery, etc.) amounting to $20 million.
These few figures illustrate the importance for the vigorous development of
industry in Senegal, of harmonizing the commercial policies of the West African
countries. Lastly, it should be mentioned that the heads and senior technical
and managerial staff of private industry are largely non-indigenous: general
economic growth, and the growth of industrial activities in particular, are
limited by the shortage of local entrepreneurs and managerial personnel.

30. The deficit in the trade balance which would result from a removal of the
preferential arrangements enjoyed by Senegal might, as was estimated above, be
of the order of $50 million towards 1964. To offset this deficit two main ways
suggest themselves: one consists in increasing exports, mainly of processed
goods, either to neighbouring or to other countries; the other way consists
in replacing imports, especially of foodstuffs, by domestically produced goods.
In both cases production would have to rise faster than foreseen in the Plan
and any such rise would be followed by a series of repercussions throughout
the economy. In particular, an increase in agricultural or manufacturing out-
put would entail an increase in services of the same order of magnitude and
furthermore the additional output would contain a certain proportion of
additional imported materials. Increased production would also necessitate
additional investments. The relations between the level of production and
changes in foreign trade and between investment and output are therefore
neither direct nor simple and cannot be determined with any precision until the
existence or extent of possibilities for increasing production beyond the
targets set by the Plan are themselves investigated by means of relevant
technical studies.
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THE SOMALI REPUBLIC

I. Basic data on the economy

The Somali Republic which comprises the former United Nations Trust
Territory of Somalia and the former British Somaliland Protectorate, is
located on the north-eastern coast of Africa on the Indian Ocean and the
Gulf of Aden. It covers an area of approximately 650,000 square kilometres.
Most of the country is arid. The location of the country on the equator
and the prevalence of monsoon winds during the greater part of the year are
the determining climatic factors. Accurate census figures are not
available as most of the Somali people lead a nomadic life. Population
estimates range from 2 to 2½ million. The rate of population increase has
been estimated to be in the neighbourhood of 1 per cent per year.
Approximately 80 per cent of the Somali population are virtually outside the
market economy. About three fourths of the population depend for their
livelihood primarily on animal husbandry, about 15 per cent on settled
agriculture, some 3 per cent on commerce and approximately 1 per cent each
on handicrafts and fishing. The remainder are employed by the Government,
in industry, .construction, transport and services.

Accurate national income statistics are not available because of the
difficulties of assigning meaningful monetary values to economic activities in
the subsistence sector. From a number of estimates which have been made, it
appears that average per capita incomes is of the order of magnitude of
50-60 dollars per year.

¹
Certain data included in this note are based on fragmentary information

in view of the difficulties to establish reliable and truly comparable
statistics for what is predominantly still a subsistence economy. The
statistics included in this note, which are subject to verification and
amendment by the competent Somali authorities, should therefore be regarded
as indicators of the overall magnitudes involved rather than as precise
data.
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3. Livestock, estimated at some 4.3 million camels, 1.1 million cattle and
approximately 13.5 million goats and sheep, is the country's most valuable
economic resource. In general, however, animal husbandry is not undertaken
with a view to supplying the market and, compared to production, the proportion
offered for sale is negligible.

4. Approximately 20 per cent of the land area of the Republic is considered
arable, but only a very small proportion is under cultivation. Yields are low.
Principal dry-land crops are sorghum, corn and sesame, other non-irrigated
crops include cotton, peanuts, beans and tobacco. Some 22,000 hectares are
under irrigation. Bananas, planted on approximately 9,000 hectares, are the
main cash crop, the single most important export commodity and an important
food item in the Somali diet. Other crops grown on irrigated land are: sugar-
cane, citrus, papaya and some maize.

5. The known mineral deposits of the country include beryllium, columbite,
mica, manganese, copper, lead, titanium and low-grade iron ores. Small quantities
of beryllium, columbite and mica have been exported in the past, but production
was uneconomic and was therefore abandoned. Oil prospecting has been in
progress for a number of years but so far no commercially exploitable deposits
have been found.

Exports

6. Total exports in 1961 amounted to $26.8 million. Over the period 1958
to 1961 the value of exports showed an average annual increase of approximately
13 per cent. Exports for 1962 were between 10 and 15 per cent lower than in
1961 due to large-scale flood damage late in 1961. The most important export
commodities over the five-year period 1957-1961 (figures in brackets indicate
their average share in overall exports) were: bananas (46%), live animals (23%),
hides and skins (10%), timber and charcoal (4.6%), fish and fish preparations
(2.4%), meat and meat preparations (1.8%), raw cotton (1.25%), incense and
myrrh (0.95%). Exports to Italy have in recent years accounted for more than
55 per cent of all exports, followed by exports to Arabia and Aden, which
accounted for approximately 16.5 and 12.4 per cent respectively.

Imports

7. Imports amounted to $32.8 million in 1961. In recent years the value of
imports has shown an average rate of increase of 6 per cent per annum. The
most important categories of imports over the period 1957-61 (figures in
brackets give average shares in overall imports) were: textiles and clothing
(18%), cereals and cereal preparations (10%), non-electrical machinery and
transport equipment (8% each), fruit and vegetables (6%), fuels, lubricating
oils and related products (5.5%), sugar (4%).




