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Iniroduction

Economic growth in African countries has been ursatisfactory over the last two decad-
es. Instead of closing, the gap between per capita income in Atrican countries and
the industrialized world has widened over time. Hence, tnere is a general agreement
that all means for promoting internal growth should te applied. One of these means
could be toexpand trade. Accepting that ,.grewth has in the Past bzen driven by trade’’
(W.A. Lewis, 1981, p. 25}, trade could be used ac an engine of growth. However, exne-
rience has shown that African countries face many constraints (0 prornoting trade.
Their trade is often concentrated on few agricuirural raw products and directed at in-
dustrizalized countries. As the import demand of industrialized countries for agricultur-
al raw prcducts increases only slowly -- if at all — its seerns that trade can no longer
serve as an engine of growth. However, there may be an escape. Even if the potential
of trade with industrialized countries has heen exhausted, it may well be that intra-
African trade could be promoted. This strategy could serve two purpases: it cou'd
stimulate domestic economic growth and it could contribute to decreasing the depend-
ency of African countries on the industrialized world, For these reasons, it has been
suggested since long to foster intra-African trade. However, realities have not met ex-
pectations. Trade in agricultural products among neighboring cou..ries is still marginal
if at all existent. An obvious explanation seems to be that African countries are too
similar and, therefore, there is no potential for division of labor among these countries.
{tis this hypothesis in particular wh:ch will be challenged in this article.

The determinants of a potential for agricultural trade among African countries are
discussed and empirically investigated in the first part of the paper. Ideally, a quantifi-
cation of comparative advantage should be given. However, as :ivis i5 not possible,
only some indicators of comparative advantage will be proposed. In the second part
of this paper, i present some hypotheses for the present state of uriderdeveloped trade
among African countries. Some strategies for muking better use of the trade potential
will be discussed at the end of the article.
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1. Determinants of the Potential for Agricultural Trade Amsig African
Countries

1.1 A General discussion of determinants

/v necessary condition for weltare-improving trade is given, if internal price ratige in a
pre-irade state differ from those qiven in a trading situation. This is also a sutficient
condiiion, if there ate no externalities in production and consumption. Price ratios can
only differ because production costs differ, because preferences of consumers differ,
or both. Consequently, ditferences in preduction costs alone among trading countries
are not a necessary condition for welfare-improving trade. Nevertheless, the argument
that thee 1s only a smalt notential for trade in agricultural broducts among African
countries s mg..aly based on the hypothesis that the production conditions in these
countries are very similer and, hence, there is no porential for intra-African trade in
agricultural products. However  this hypothesis can be challenged on the foliowing
grounds: The costs of producing agricultural products are only partly determined by
natural conditions, hke chimate and soil; of even greater importance ce id be per ca-
nita resource endowments, the level of development, the transpor: Losts, and the size
of acounty

Endowment with vesources as @ determinant of comparative advantage

Most Aftican countries are landrich The ratio between population and acreage is gen-
erally much lower than in other parts of the world, especially in Asia. This may ind:-
cate that all these countries bave a comparative advantage in producing land-tied agri-
cultwal products However, there are sigrefeant differences among African countries,
especiatly 1f the potental fertility of lana o taken into consideration. Moreover, land
and laboy are not the only determmames of comparative advantage. Production alterna-
tives in the non-agricultural sector, avadability and costs of capital, natural resources,
and the size of the country can be more important, As ol these determinants differ
among African countries, one would expect ditferences s comparative advantage.

The level of development as a determiinant of comparative advantage

The jevel of development can be expressed by several indicators. Some economic indi-
cators are the Jever of per capita income and human caprtal. Per capita income affects
opportunity costs for fabor, and, thus, derermines comparative advantage. A country
with high labor costs may tose its comparative advantage in agricultural production.
Ou exporting Alrican courries, tike Nigeria, may serve as a special case in point. High
incnme growth due to hooming revenue from oil exports contributed to a declining ex-
ploitation of the fand base. This indicates that per capita income of a country is &
determinant of a country's production pattern and, ihus, of comparative advantage.

Generally, it can be expected that per capita income is strongly correlated with human
capital endowment. Those countries with a relative abundance in human capital may
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lose their comparative advantage in producing agricultural products which are mainly
based on land and unskilled labor. Instead, these countries may gain a comparative ad-
vantage in those agricultural and industrial goods which can only be produced using
cost-saving technologies if sophisticated know-how is available. Production of seeds
and agro-industrial goods may be cases where imore developed countries may have a
comparative advantage.

The level of development may also affect the dynamics of comparative advantage. Any
change in factor prices, factor endowment, or technology leads to changes in compara-
tive advantage over time and creates additional potential for trade flows. As per capita
income and income growth differ consideratly among Africin countries,one could ex-
pect an increasing potential for intra-African trade in agricultura! products.

Transpe t costs as a determinant of comparative advantage

Svecialization in production can only be welfare-improving, if marginal production
costs in the exporting country are lower than marginal production costs in the import-
Ing country. However, marginal costs of preduction are normaily dependent on the
fevel of prices. Hence, the exporting country must be able to produce as cheanly at
selling prices (export parity prices) as the importing country does at buying prices {im-
vort paiity prices). Therefore, the difierential between import and export parity prices
1s g main determinant of trade and of comoarative advantage at specific locations. It
can be hypothesized that transport costs are a main determinant of comparative advan-
tage s agncultural production in the African case. First, transport costs per mile are
generally hugh in Africa, especially if road transport has to be used and rails are not
avarlable. This holds true for many land-locked African countries, Second, in general,
posulation density in Africa is low, indicating that large distances may have to be
bridged between regionally separated production and consumption centres, As the dis-
tances beiween specific tocations of production and consumption differ widely from
one production centre to ar.other, selling prices and, thus, opportunity costs must ne-
cessantty vary considerabiy. Herice, there may be a scope for regional division of labor.

The size of a country as a determinant of a trade potential

it s a well known empirical fact that small countries are generally more open than
large countries. This is not mairly due te a more libera! policy philosophy on the part
of pelicy makers in small countries, instead it is a reflection of potential benefits.
Small economies lose relatively more by closing up their economies than large coun-
trigs.

Many Afr.can countries seem to be relatively open and, hence, potentiel benefits of
additional growth in trade may be marginal. However, an investigation of trade flows
reveals that the dircction of exports has been very much infli.enced by former colonial
ties and by links to specific industrial countries. Take for an example the case of the
Southern African Devzlopment Coordination Conference {SADCC) countries (Table 1).
Itis uniikely that these trading patterns reflect comparative advantage.
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Table 1: Direction of SADCC trade, 1980

Export Imports
Major Share of Major Share of
Country Total Suppliers Tontal Total Suppliers Total
(US.$ US.$ {percent)
million) million)
Angola 1.766.2 United States 40.1 1.359.1  Portugal 14.3
United Kingdom 99 Brazil 9.6
Japan 5.3 United States 9.0
Germany, Federal
Rep. of 8.3
France 7.5
Botswana? 508.0 Europs 63.0 679.9 Southern
Atricsb 87.0
Western Waeastern
Hemisphere 20.0 Hemisphare 3.0
Southern
Africab 7.0 Europe 20
Malawi 249.9 United Kingdom 281 438.8 South Africa 371
United States 16.4 United Kingdom 18.1
Netherlands 8.2 Japan 71
Germany, receral Germany, Federal
Rep. of 74 Rep. of 5.0
Mozambique 487.6 United States 21.0 673.7 United States 1.3
Kenya 9.4 France 8.3
Singapore 88 Japan 5.8
Indonesia 6.4 Germany, Federal
Rep. of 54
Tanzania 51C.8 United Kingdom 15.3 1.226.6  United Kingdom 16.3
Germany, Federal Germany, Federal
Rep. of 14.4 Rep. of 9.9
Netherlands 54 Japan 8.8
ltaly 5.1 Iraq 6.5
Zambia 1.520.4 Japan 17.9 912.7 United Kingdom 26.5
France 13.6 United States 108
United Kingdom 131 Bahrain 75
Zimbabwe® 1.360.4 South Africa 22.7 1.638.0 South Africa 251
United Kingdom 94 United Kingdom 9.8
Germany, Federal United States 7.4
Rep. of 8.3 Germany, Federa!
United States 7.9 Rep. of 6.9

Source: The Economist Intelligence Unit Quarterly Economic Review, various issues.

Note: Data for Lesotho and Swaziland were not available.

a For Botswana, data were only available for trade destination by 1egion.
b Southern Africa includes Lesotho, Swaziland, and the Republic of South Africa
¢ Data for Zimbabwe were from 1981,
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This short discussion of the determinants of agricultural trade potential supports the
hypothesis that there may be a potential to expand welfare-generating trade. However,
whether and to what extent such a potential reaily exists is an empiricai question and
may vary from case to case. Hence, empirical research is needed and must necessarily
be selective. In the following, some results for the SADCC countries are presented.

The nine SADCC countries have been chosen for illustration because this is one of the
most recent integration efforts in Africa, and hecause these countries may have a polit-
wcal will strong enough to achieve less deperndence from the Republic of South Africa.
Howzver, as these countries only serve as an empirical case study and are nct consid-
ered as representative in all respects for other African countries, it caniot be taken far
granted that the results of this study generally prove that there is a high potential for
more trade in aqricultural products amorna all African countries. Nevertheless, the
result of the empinical investigation for a selected set of countries lends support o the
fiypothesis thar the notential for trade in agricuitural products among .~ ican coun-
tries s most hikely novexploted

1.2 Scme quantitative indicators of the potential for expanded agricu'iural trade
among the SADCC countries

Variability in production

Trade can contribute to stabnbizing supply when national fluctuations in production
are greater than fluctuations for a group of countrnies. Thus, tree ntra-regional trade
among the SADCC counties could be an efficient substitute for national stockpiling
and mught be used to even out fluctuatons in national production. Calculations tor the
SADCC countries revealed 1hat cereal production for the region tluctuated by about 9
percent for the period 1960 80, but much more for individual countries {see Koester,
1986, p. 451, Simidar re<ubts have been derived for other groups of countries {see
Koester, 1984). Herce, there 1 a scope for trade with neighboring countries,

The food balance sheet as an indicator of trade benefits

We can presume that the potential tor intreregional trade is greater if the region as a
whale s selt sufficient in staple foods, but individual countries are not. Market inte-
gration would help to substitute intra-regional trade for inter-regional trade, providing
higher export prices for exporting countries and/or lower import prices for importing
countnes.

Table 2 presents the halance sheet for staple foods of the SADCC region. The region
would have been almost self-sufficient in grain equivalents in 1980 if production had
equalled the 1979-81 average. Of course, this cutcome |3 not just a mirror of the re-
glon’s production potential and consumer needs. It is certainly also a consequence of
the prices and price ravios set by the governments of individual countries. A different
set of producer and consumer prices could change the amounts as well as the pattern
of production and consumption. However, the figure; indicate that the region might
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be abic to proa enough staple food to feed its population. This is quite important
for the trade potential created by integrating the markets of these countries, which
would promote trade within the region.

In investigating the potential benefits of market integration. it is reasonable to con-
s«der the region as a nearly closed economy. Thus, integration would result mostly in
trade creation an- less in trade <hversion, as Viner defites these terms. More trade
would be creater.” a) the more the food supply situation of individual countries is un-
batanced, eithe 101 0tal staple foods or for individual staples (see Table 3), b) the
more a couriry’s consumpticn pattern changes due to the creation of intra-regional
trade, and c} the more the region’s products differ in quality from the interregionally
traded coods.

Table 2: Staple Food Production/Consumption Balance for the Aggregated SADCC
Countriesad

Mitiet
and
Wheat  Rice Maize  Sorghum  Cassava  Total

(1000 metnie tans of grain equivalent)
Apparent Consumption 6051 30270 44713 9086 2314.0 8.601.0

Coansamption Fatterny') 7.0 3.0 H20 10.€ 26.9 100.0
Production 2006 2694 48451 870.3 2,400.8 8,586.2
Bualanes 4045 306 3738 -38.3 86.8 -148
Dregree ot Selt Sutticiencyl 1 330 89.0 108.0 96.0 104.0 99.8

Note o Production average 1979 19871, Consumption 1880,

Source  Author o cateulations hased on data from Southern Atrlcan Development Coordination
Conference Reganal Food Security Reqional Food Reserve Annex 1 Country Profites. Prepared
by technosyness Harae May 19835

Table 4 reveals that actually only two of the nine SADCC countries do not produce a
surplus of at least one staple food. The imbalance of individual countries for single pro-
ducts would increase, it free trade were allowed among the member countries. This
presumption is supported by evidence that people in countries that do not produce
specitic staples, such as rice and cassava, do not include them in the diet.

The potential for growth in intra-regional trade is higher when countries that produce
surpluses of some staples are bordered by countries with deficits in the same staples.
Table 4 shows that there were tive such countries. Thus there is a potential for trade a-
mong the SADCC countries with the present production and consumption patterns. |f
free trade within the region led to a change in prices and availability oi specific pro-
ducts, like cassava, then production and consumption in individual countries would ad-
just and, thus, increase this potential for intra-regional trade in staple foods.
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Table 3: Self Sufficiency Ratios for Staple Foods and Consumption Patter for
SADCC Countries

Millet

Wheat_ Rice Maize So?g%%m Cassava Total

1 2 T2 1 2 1 2 1 2 1 2
Angola 62 110 349 36 666 c1.5 569 5.9 102.7 480 75.6 100
Botswana 32 130 e e 76 475 56.4 395 oo —- 26.3 100
Lesotho 23.0 347 e 783 475 116.7 17.8 ------ -+ 65.6 100
Malawi 24 1.7 1284 1.9 104.3 90.8 2200 4.0 5188 1.6114.3 100
Mozambique 1.6 6.8 498 48 505 259 58.7 13.2 83.1 493 64.3 100
Swaziland 1800 0.8 260.0 1.4 46.1 959 107.7 1.9 s e 51.3 100
Tanzanzia 482 4.6 126.1 6.5 1566 40.1 137.8 8.7 110.2 40.1129.4 100
Zambia 6.7 113 250 1.0 847 733 96.4 8.1 2083 6.3 84.0 100
Zimbabwe 167.2 50 25 0.6 1325 76.0 80.9 18.4 - -+ 124.0 100

Average production in grain equivalent from 1979 to 1981

Notes: 1= Apparent consumption 1980 x 100

2 = Consumption patteri in percentages

Source: Author’s calculations based on data from Southern African Development Coordination
Conference.
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Table 4:  Suiplus and Deficit in Staple Foods of Neighboring Countries in the SADCC
Region, 1980°

Surplus Staple Border Staple Foods
Producing Foods in Countries  in Deficit
Countries Surplus in Deficit
Angola Cassava Zambia Wheat, Rice, Maize, Millet, Sorghum
Malawi Rice, Maize, Mozambique Wheat, Rice, Maize, Mitlet, Sorghum,
Sorghum, Millet, Cassava
Cassava
Tanzania Wheat
Zambia Wheat, Rice, Maize, Sorghum, Millet
Swaziland Wheat, Rice, Maszambique Wheat, Rice, Maize, Millet, Sorghum,
Millet, Sorghum Cassava
Tanzania  Rice, Maize, Malawi Wheat
Millet, Sorghum,
Cassava Zambia Wheat, Rice, Maize, Sorghum, Millet
Mozambique Wheat, Rice, Maize, Millet, Sorghum,
Cassava
Zambia Cassava Angola Wheat, Rice, Maize, Millet, Sorghum

Botswana  Whear, Ricel), Maize, Millet, Sorg-
hum, Cassavab)

Mialawi Wheat
Mozambigque Wheat, Rice, Maize. Millet, Sorghum,
Cassava

Tanzania Wheat
Zimbabwe  Rice, Millet, Sorghum, Cassavab)

Zimbabwe Wheat, Maize Uotswana  Wheat, Riceb), Maize, Milley, Sorg-
hum, Cassava

Mozambique Wheat, Rice, Maize, Millet, Sorghum,

Cassava
Zambia /heat, Rice, Maize, Millet, Sorghum
Notes: a) Production: Aver_ge 1979-81. Consumption: 1980,

b} Negligible consumption so far.
Source: See Table 3.
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Table 5: import and Export Parity Prices for Maize, Sorghum, and Wheat for Selec-
ted Locations in the SADCC Region {$/ton)

Maize Sorghum Wheat

Import Export Import Export Import  Export

Parity  Parity Parity  Parity Parity  Parity

Price Price Price Price Price Price

(1977/78)
Maun, Botswana 203 6 196 -1 220 23
Maseru, Lesotho €0 49 153 42 177 66
Rumphi, Malawi 222 -12 215 -19 239 4
Lichinga,Mozambique 189 20 182 13 206 37
Manzini,Swaziland 132 /7 125 70 149 94
Tabora, Tanzania 153 56 146 49 170 73
Lusaka,Zambia 187 22 180 15 204 39
Ndola, Zambia 198 11 191 q 215 28
Harare, Zimbabwe 147 62 140 55 164 79
Bulawiyo, Zimbabvee 159 50 152 43 176 67
(1983:84)

Maun, Botswana 270 39 255 24 277 46
Maseru, Lesotho 227 82 212 67 234 89
Rumphi, Malawi 289 20 274 5 296 27
Lichinga,Mozarnbique 256 53 24 38 263 60
Manzini,Swaziland 199 110 {84 95 206 117
Tabora, Tanzania 220 89 205 74 227 96
Lusaka, Zambia 254 55 239 10 261 62
Ndola, Zambia 265 44 250 29 272 51
Harare, Zimbabwe 214 95 199 80 221 102
Bulawayo Zimbabywe 226 83 21 68 233 90

Source:  Author's calculations based on data for transport costs from Southern African Devel-
opment Conference. Regional Food Security, op. cit.. It has been  assumed thet ship-
ments will be made by train whenever there is a railway connection.
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Transport costs as an indicator of a trade potantial

To highlight the significance of transport costs. Table 5 presents import and export
parity prices for selected 'ocations in the SADCC region. It was assumed that the coun-
tries trade only with overseas markets without having set up a regional integration
scheme. The large difference in prices indicates, first, that a policy of autarky in staple
foods is likely to be a reasonable policy if no trade with neighboring countries is al-
lowed; second, that price ratios of staples may differ considerably from country to
country, and third, that fluctuations in domestic producticn are more likely to lead to
changes in national carryover stocks than 10 changes in trade flows.

The following calculations give an idea of how large the savings in transport costs
could be if SADCC countries traded among themselves rather than with overseas coun-
tries.

Assume that Zambia's production in staple foods 1980 was equal to the 1979-81
average. If consumption was normal in 1980, Zambia would have needed to import
96,000 metric tons of maize. Zambia could have imported all this maize and 46,400
metric tons of wheat from Zimbabwe. Assuming that import and export parity prices
were the prices in Lusaka and Bulawayo in 1977/78, Zambia would have had to pay
US-§ 187 for maize and US-$ 204 for wheat imported from overseas o1 US-$ 83.56 for
maize and Us $ 9556 for wheat imported from Zimbabwe. Hence, buying from Zim-
babwe instead of buymng from overseas markets would have saved US- 108.44 per ton
of Zambua's imports Total savings which could have been divided between Zambia and
Zimbabwe would have amaunted to US-§ 14,481,160 {US-$ 5,031,616 for wheat-trad-
ing and US-$ 9,450,250 for maize trading without taking into account the premium
for white maize). Certainly this 1s not a regligible amount. Zambia's Agricultural Do-
mestic Product mn 1465 prices was equal to JS-% 1795 million at the 1981 exchange
rate. Hence, trading maize and wheat between Zambia and Zimbabwe would have led
to savings in transport costs equal to 8.6 percent of Zambia's Agricultural Domestic
Product.

Of course, these calculstions do not show the potential gain exactly. Some of the gain
may have already been captured through trade within the region. Nevertheless, they
highlight the comparative advantage that trade within the region has,

Savings in transport costs will not only materialize if nne country produces a surplus
of 4 specitic commodity and the neighboring country generates a deficit. They will also
materialize if production and consumption within individual countries are not in
balance and trade is allowed across the border. Thus, it might well be that a country
with a deficit in maize in one year nevertieless exports because in parts of the country
surpluses of maize are produced that can be :xported to parts uf a neighboring country
with deficits. Thus indicates that trade floivs among the countries taking part in an
integration scheme would be different from those without a schemc.

Liberalized intra-regional trade feads to 3 greater reduction in transport costs in one
country, if the covariance between production in neighboring countries is negative.
Subregions near the border are normally remate from the central domestic markets,
Hence, a fluctuation in production will either lead to significant price fluctuations in
these regions or will require additional resources to be allocated to transportation. |1,
however, these border zones are allowed to trade with zones on the other side of the

199



border, the transportation costs incurred would be smaller. They will be sraaller the

more there are negative or zero covariances between the fluctuations in prodiiction on

both sides of the border. Correlation coefficients were calculated for orojectec fluctua-

tions of cereal production between 27 neighboring zones separated from each other by
national borders. Some of these coefficients were negative, indicating that the covarian-
ces were negative. Furthermore, these coefficients were statistically insignificant in all
cases but one, indicating that the fluctuations were statistically independent. Hence,

free border trade could help compensate for fluctuations in production between these

countries.

Selective statistical indicators

It could well be that neighboring countries have similar factor endowments and clima-
tic conditions, and therefore, their producticn patterns are very similar. With only Ii-
mited complementarity, the potential for intra-African trade could be small.

To test this hypothesis for the SADCC countries, the following indires were calculated
(Koester, 1986):

-~ production similarity index

- comparative production perfarmance coefficient
export similarity index

— evealed comparative advantage coefticient

— € umparative export perfarmance coefficient

- tr. de overlap indicator

~ tra. Y expansion indicator.

In the -ase of the SADCC countries, these indices all refute tha hypothesis that pro-
duction and trade pattern of African courtries are too similar for mutually beneficial
trade to occur. It is true that exports in agricultural products are highly specialized,
with the najor export product accounting for more than 50 percent of total agricultur-
al export earnings in most countries. However, specialization varies from country to
country. "he same products that some countries export to destinations outside the
region are mported by other SADCC .ountries.

2. Why i; Agricultural Trade Among African Countries Sub-optimal?
2.1 Historics! reasons

Quite often t is argued thet developing countries are victims of former colonial ties
which have contributed to a trade bias in the production pattern and have led to trade
flows mainly to and from industrialized countries. Moreover, the direction of past
trade flows has solidified a network of communication and trade preferences which
favor a continuation of past tiends.
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It cannot be denied that present “-ade is constrained by past trade flows and that the -
former colonial ties constrict developing countries (Havrylyshyn and Wolf, 1981, p. 1).
However, there is ample empirical evidence that some developing countries in Asia and
South-America have freed themselves and have developed trade patterns which may be
more in line with their comparative advantage. Hence, there must be other reasons
why most African countrieshave not expanded intra-regional trade as much aspossible.

2.2 Internal market regulations

Most African countries have set up specific domestic food policies which involve inter-
vention in agricultural markets. Policy makers argue that food security is the most im-
portant policy objective and that the achievement of this objective should not depend
on arbitrary market forces. Soime of these market interventions are extremely harmful
tor intra-Atrican trade m agricultural products. The mast Important interventions will
be discussed in the following

Pan-territorial pricing

LA common phenomenon throughout the region is the use of pan-territorial pricing
tor agricultural outputs, puts and for consumer prices’”’ (FAQ, 1986, p. 6). If prices
are the same for all locations within a country there is ne incentive 1o bring the pro-
duction patterp in hine with regional comparative advantage Moreogver, there is no in-
centive for private traders to tiade interregionally, governments have to intervene in
internal and external trade as well. Hence, external trade cannot react to market for-
ces

Uniform seasonal prices

Most African countries try to stabilize prices not only from year to year, but also
within a year. Consequently, market prices are not allowed to reflect production and
storage costs at ditferent points of time within a year. Hence, there will be less private
trade within a country and also less incentives for border trade.,

Food subsidies
Many African countries pay food subsidies either to hold specific consumer prices gen-
erally down or to avoid price rises during specific periods or tc improve consumptior:

standards for specific groups of the society. It is obvious that international trade is not
consistent with a general food subsidy svstem.
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Price level policy

Policy makers try to requlate the level of domestic agricufturat prices in order to con-
tribute the most to the achievement of foud policy objectives. Most African countries
have set agricultural prices below import or export parity prices because of food policy
objectives. Such a policy can only be efficiently achieved, if external trade is not al-
lowed to respond to market forces.

2.3 Border regulaticns

Specific border regulations for trade in agriculturat products are needed to achieve do-
mestic food policy objectives and to make internal policy measures efficient. The po-
tential for international trade in agricuttural products is already limited because of in-
ternal policy measures; it is even more constrained due to specific border regulations
~hich include licencing, granting and the granting of monopoly powers to state trading
agencies or 1o parastatals. It is quite obvious that these regulations impede intra-Afri-
can trade.

Itis possibily less obvious that the division of labor among African countries is rather
negatively atfected by exchange rate policies. Most African countries intervene in the
foreign exchange rarket and distort exchange rates. Given this situation, liberal agricul-
tural trade flows might not necessarily conflict with food policy objectives, but may
lead to welfare fosses. How such losses may occur is highlighted by the following ex-
ample.

Assuming that in 1970 the exchange market was in equilibrium for all SADCC coun-
tries, and tnat the overvaluation of purchasing power for the average 1978/80 period
was 42 percent for Tanzania, 24 percent for Zambia, 15 percent for Malawi, and 11
percent for Zimbabwe. If these countries were 1o hiberalize trade and to accept the
currencies of other SADCC countries in exchange, significant amounts of real income
would be transferred. For exarnple, Tanzania would have paid 23.5 percent less for its
imports from neighbcring Malawi over the period 1978/80, as compared to 1970, but
would have received 23.5 percent more for its exports to Malawi because of the over-
va!u.ation. Clearly, if each country accepted the other's currency in exchange for pro-
ducts, Malawi would lase and Tanzania would benefit. Thus, transfer effects are gen-
erated, even it trade in national currencies is balanced. In general, countries with
stronger cursiencies are penalized to the benefit of countries with weak currencies.
Hence, given the present situation of strong governmental interference in the foreign
exchange market it may not be wise to liberalize trade in agricultural products. There
is no guarantee that additional trade flows would oe beneficial for all trading partners,
Consequently, countries may be well advised to restrict trade among each other.
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3. How to Expand Trade in Agricultural Products Among African Countries
Iniernal adjustment

Adpustments in intesal and exrermal agricultural trace regimes and in exchange rate
potlicies are necessary 1f all the potential benefits of intra-African trade should be cap-
wred. As a mere remoyal of trade baroers may not Lie welfure-generating, given the
present exchangs rate pohicies, sccond best policies a2 needed. Some African govern-
ments believe that sttengthening of bilateral trade arrangements and countertrade in
the torm of counwerpurchase might e a step in the right direction. Such policies have
been recently announced by the SALCC countries and also by the Preferential Trade
Area fos Bastern and Southern African States (PTA) SADCC favors agreemen s where
the value of exports egual: the value of imports on a bilaeral basis, that is counter-
purcha.w The PTA has also set un rules whereby imports can be paid for in national
carrencies, but a ciesring house will ask trading countries to balance their overall ge-
fret with partnes countnes in hard currencies

goth strteges fook quite atoactive. Tt seems tnat the main obstacle for expanding the
imports of most Afncan conntoes namely shortage i forvign exchange, might be
overcome o the oy Howsver it s unliksly that such agreements will actually be
suceessful. Given dictorted exchange 1ates, trade among African countries will lead to
tanster etfects amang wading countiies in favor ot those countries whose currency is
the most overvaiued The will even oce if trade in national currencies in balance
erther bidaterally o< per the SADCT appooach or muoititaterally as per the PTA ap-

n:oach,

Reyodless, gven e present situation of governmental interference, liberalization of
srivate border grade can hardly be expected and s even not advisable. Instead, it is
recommended it tade hnkages among African countries be strenjhtened through
the: present stawr tading companaes and parastatals. However, exchange of products
should be velued at international prices. This will not directly help to mitigate the
chronic balanc - of payvments prol..m, but it would do so indirectly. Exports of all
countnies could ne mereased and, thus, the potential to 1import enlarged. Moreover,
trading at international prices would guarantee that additional flows would be welfare-
mcreasing for 41 tading partuers,

Externa! assistance

1. Reorientaton in food aid poficy: Industrialized countries could provide additional
incentives for an expansion of intra-African trade. One instrument is ‘ood aid. How-
ever, Tood aid currently provides disincentives rather than incentives for intra-African
trade. If one country is inurgent need for food it may ask the industrialized countries
for food aid, even if neighboring countries have a food surplus in the same year. Indu-
strialized countries often find the disposal ! their food surpluses via food aid in cases
of temporary starv:tion to be politically convenient. Given the present state of food
aid policy, some African countries might be i'l-advised to iniegrate their markets, be-
cause the consequence could well be that the total inflow of food aid would be less.

203



Hence, a reorientation ot food aid policies coutd help 1o abolish implied obstacles for
integrating markets and Jould, moreover, provide incentives for intraregional tiade.
First, African countries must be assured that their infrow of total food aid will not be
adversely affected. This could 2asily be done if industrialized countries were ic an-
nuur.ce objective criteria for giving food aid. Second, food aid could be used to exert
incentives for intra-African trade. This could be achieved if food aid would be given
tess as dehvery in kind, as his been the rule d4p to now, but instead as paymants in
cash in “ose cases where it s known that some other Atrican countries have an ex-
portable surplus.

2. Increasing security for temporarily exporting countries. 14 is well known that fluc-
tuations i tood producting are qguite hugh in African countries. Fven countries which
can hardly teed themselves in normal years may have surpluses in exceptional years,
<hese countries may store the surpluses or may export them. Exports to neighboring
countries are often considerad inferior because ot weak currencies which exporters re-
ceve in exchang2 and or becarse expocters are atraid that they will not be able to im-
port needed quantities of tood in coming vears of production shortfalls. Hence, stock-
ing up the temporary food surplus is saen as the most reasonable slternative. Industrial-
ized countries couid provide incentives which favor irefe. This could be done by Jiv-
ING security to export rng countries. They could, for exampie, be assured that they will
hava aceess te imports of Tood in Coming yeais, up 1o the quantity that they have ex-
ported, anrd &t no mare than 15 percent of the expore price they can receive for their
tempordry expori. Such s quaraney would certainly make domestic food stocking less
datwactive. Henco, Africa as 2 vhole couldt save 21OT39€e Cosis.

3. Redfocusing foreign aid: Foreign mid could be more s 1o vacihtate intra-African
trade than has beer the case in the past. First, f temporat ¢+ trade flows are supposed
LG comuensate tor Huctuations in production, traders need 1 formation about supply
prospects pefore Barvesting ume. Hence, the establishment of erly-warning systems to
provide requiar information ahout prospective production would cantribute to facili-
1cang trade. Moreover, investment in comvnmunication networks, infrastructure. and
tran<oortation systems could help to spur rade. Capital aid 10 st up a regiona: food
reserve syst2m could directly concribute to stimulating trade flows among Atfrican
couniries.

Trade tacilitat.ng 1nvestnents generally have external effects across natic nal borders.
The benetits of these investiments are tigher frem an African point of view than from
arr individual country’s point of view. Hence, it may be understandable that while
some trade facilitating investments zre sub-optime! from an individu it country’s
point of view, they are optimal from the African point of view. F-orewn aid policy
could help to reduce this divergence.,

Summary

Trade in agricultural preducts amoilg African countries is fairly smali. An obvious
explanation seems 10 be that structures of reighboring countries are too similar and,
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therefore, there is no potential for division of labor among these countries. It is this
hypothiesis in particular which has been challenged in this article.

This discussion of determinants o* the poter.tial for agricultural trade arnong African
countries revealed that difterences in comparative advantage could be expected, but
that it is an empirical question how significaiit the potential for trade actually is. The
empirical investigation has heen focused on the Southern African Development Coor-
dination Conference (SADCC) countr s. It is found that a high potertial for trade ex-
pansion reaily exists. Explanations are given why the potential has not been exploited
so far. Finally, strategies are discussed how countries could expand trade.

Zusarnmenfassung

Der Agrarhandel innerbalb der Lander Afrikas ist ziemiich unbedeutend. Eine einsich-
tige Erktarung hierfur konnte die Tatsache sein, dafd sich die jeweiligen Nachbarstaaten
von ihrer Struktur her zu ahnlich sind und dall daher kein Poteatial zur Arbeitstei-
lung vorhanden ist. Diese Hypothese wird im vorliegenden Aufsatz in Frage gestellt,

Fine Untersuchurg der Bestimrmungsgrunde des Potentials fur einen Agrarhande! zwi-
schen afrikanischen Landern zeigt, dals Unterschiede in der relativen Eignung ange-
nommen- werden konnen, dall es aber eine empirische Frage ist, wie bedeutsam das
Handelspotential tatsachlich ist. Die empirischen Untersuchungen konzentrieren sich
aitf 'die SADCC-Lander (Southern African Development Coordination Conference),
wobei sich herausstelite, defk in der Tat ein groRes Potential zur Handelsausweitung
vorhanden ist. Der Aufsatz zeigt auf, warum dieses Potential bisher nicht vali ausge-
schopft wurde und weiche Strategien man fir die Ausweitung des Handels einsetzen
konnte.

Note

1 This article is widely based on research done at the International Food Policy Research Insti-
tute, Washington, D.C.
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