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THE MONETARY OBSTACLES
TC THE EXPANSION OF INTRA=-AFRICAN TRADRE
AXD DEVELOPMENT IN AFRICA

R ]

A. = The monetarv obstacles to the exnansion of intra=African

trade,

I
the subject
documented,

a)

c)

d)

- The problem of intra-African trade has now been
of numerous studies, sone of which are fairly well

Anong thern ,we wish tc note at least
<5 3

The studies of E,C.,A., particularly documents
E/CN.14/AM/12, dated May 1966, and
E/CN.14/UNCTAD III/1, dated March 1972

(restructuration of African Foreign Trade)

The E,C.A. studies dealing with allied problens,
particularly the Triffin rerort concerning the
establishnent of a clearing and naynents union

in Africa (B/CW,14/APU/RI), dated Decertber 1063,
and the report E/CN,.14/AML/20, dated Scrntember 1069,

The report drafted in the context of the Association
of African Central Banks, by a study grour on trade
and mionctary relations in the West African sub=regional

grour (Dakar, Anril 1972),

Lastly, our personal contribution, published in
Le Mois en Afrique, N° 24, December 1067, entitled
"INTER~AFRICAN TRADE" (document ADB/CONFMIN/73/wP/TTI/8)
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2 = All these studices agree “n observing :
a) the nodest extent of intra-African trade (8% of African
import in 1962, according toc our estimates which is higher
than that of the cther writers); b) the concentration of nost
of this intra-African trade in the items concerning sub-regional
trade (intra-=-Maghreb, Bgynt - Sudan, intra-West Africa, intra-
U.D.2.A.C., intra=East Africa, intra-Central and South Africa’;
c) the comcentraticn of this trade on foodstuffs (nore than 60%

according to us’,

3 - The foreign trade of every African country
reflects the structure of denendence and under-developnent
which characterizes the continent, There is little trade in
products destined for the intermediste econsumption of enterprigss,
either within the cecononmy or betwecn it and the rest of the
world, Thus, the role played by African countries in "interna-
ticonal specialization! is qualitatively different from the role
nlayed by the develcned countries, That is the »rinary structural
recason which explains the wealiness of intra-African trade, and
cf trade between develoning countries in general, as onposed

to the importance of trade between devecloned countries,

A = The origin of the wealmess of intra-African trade
is therefore the strategy of outward-orieanted colonial develonnment
nursued after independence during the sixties, The nolicies of
industrialization through import substitutor do not correct
this outward-oriented strategy. They lead to the setting u» in
the various countries of similar industries, which are comnle-
mentary to, and dependent on, thosc of the develered centres
which provide them with their carital equipment (and canital
and technology). Thus, they do not nave the way to trade

between developing countries, but enhance the relations of
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dependence between the periphery and the centre by carrying to

a new stage an international snecialization which remains funda-
nentally asymetrical, However, since these inmort substitution
pelicies are unequally advanced as between one country and
another, they deepen the inequalitiecs between developing
countries, Certain countries nay then be induced to becone
narizets for industries of this tyne establighed in others, and

supply in exchange cither foodstuffs or nigrant labour,

5 = The strategy of outward-oricnted growth therefore
gradually reduces the relative share of intra~African trade,
We can sec this during the sixties, Comnlementarities which
used to be imnortant no longer occuny nore than a secondary
place in the forcign trade of the States, This is the case for
North-Scuth relations inside West Africa, for examrle, If, as
we have shown, this intra-African trade - very small as a whole -
is still very important for sone States, this fact fits into
the context of unequal develonment, Thus, in West Africa the
intra~African trade isg only important for the poorest States
of the interior (Mali, Upner Volta, Niger),

6 - Thus, the strategy of outward-oriented growth is
at the root of the ballanization of the continent and of its
increasingly unegqual develorment, Tt ig impossible to contemnlate
being able to promote intra-African trade without breaking radi-
cally with this strategy in favour of a self-centred alternative,
based on the principle of self-reliance at the level of States ,
sub=regions and of the continent as a2 whole,

7 = Although all the studies on the question recognize
that structural reasecns are the main cause of the weakrness of
intra-African trade, few of them go as far as analyzing these
structural obstacles in terms of dependent outward-oriented growth

versus self-centred develonment,



) 8 = Added to this fundamcntal structural obstacle
there are other rcal ohstacles, recognized by the various studies
on the question, First, there are the traditional relationg
between the colonial trading houses =nd the metroroles and,
in comnexion with thisg vertical linkage of circuits, the absence
of transport facilities organized tc favour other trade, Secendly,
and only accessorily, there are the custens and other nreferences,
The conventional eccnorists disregard tco ruch the internal
relations of allied interest greups and, at the same tine,
attribute toc much inmportance %o rrices {and hence to custons

tariffs, cete,,), because they like to assume a comretitive

werld, which is entirely at variance with reality,

9:- The nature of the monctary systems in force *n
Africa cones far behind the real obstacles in the analysis of
handicarns to the develonment of intra=African relations, Indeed,
it is not certain that these systems, as they are, constitute
today an obstacle to the trade in questicn because : a) a number
of countrics arc groupcd in nonetary unions, b)'the,metronolitan
currencieg on which the African currencies are based are conver-

tible,

10,- Nevertheless i'cmnv1ncing argunent in favour of
an African clearing and raynents union has been nut ferward
by Triffin (renort cited), and we fully accent its conclusions
and rccommendations, The re-ort recormends, for a first nhase,
arrangenents implying nc orening of credit between the member
countries, under which, for trade with non-nember countries,
eack: nember coﬁntry would be authorized to exchange earnings of
convertible currency against other currencics needed for itg

payments, while, for trade between the nenbers, the Union
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could credit each member with its claims on the others and
use these credits for the settlement of any debt to the cthers,
These arrangements, which are immediately nossible, would
considerably reduce delays in payments, which are at oresent
lengthy because of the need to resort to the money markets
of the metropnoles, and would make rossible a saving of inter-
national reserves, The renort recommends that, in a second vhase,
each member country could grant a line of credit to the Union
up to an agreed percentage of its earnings from other members
received during a reference year; it also suggests maling
available to the Union an initial working canital constituted

from foreign sources,

11 - We agree with Triffin that this second nhase

is possible and useful, It is true that, as Triffin rointe out,
there can be no parallel with the Furopean Payments Union,

In EBurone, the aim was to restores commercial relations
(representing more than 60% of the trade of the countries
concerned) shaped by a century and a half of industrial deve-
lopment, momentarily interrunted by the war, In Africa, the

im is to promote, It is thus obvious that the instrument that
the Union is to be is only meaningful if, on the decisive
structural plane, the choice of self-centred strategies is
adopted, But, if these choices are made, the Union can become
a catalyst of economic integration, It will be recalled that

in Germany, the mcnetary union »nreceded the customs unicn

(the Zollverein, established in 1848) by eight years, and then
came the economic unicn (after the unification of 1870, In the
context of a policy of systematic develonment of comnlementari-
ties, the Union would be by nc means a negligible means of nrrogress,

since as Triffin points out, every time a country called on
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the others for assistance, there would have to be a special agree-
ment for harmonizing policies, thus paving the way for the last

stage, that of monetary fusion,

12 - To embari: on the path described above, the

partners nust have full monetary sovereignty., Tt is quite
impossible to go beyond the first n~hase sc long as the African
cocuntries dc not have their own currency, since the harmonization
of monetary nolicies may conflict with the monetary nolicies

at present imposed by certain metronolitan countries in the

context of highly centralized zones,

13 - A further monetary obstacle to integration
between the franc zone countries and others, narticularly in
West and central Africa, is that of the nresent narities of
the currencies, which do not correspond to their real ourchasing
power, Being over-valued, the C.F.A. franc will nrobably have
to be readjusted at a level commatible with that of the purchasing

power of the other currencies of the honed-for su=rcgional unions,

14 - In the context of the prosnect of self-centred deve-

¥ a)

lopment, a pyramid of sub-regional Unions, based on the existence

of intra-sub-regional relations which can already be observed and
of a pan-African Union, designed to nromote trade between sub-
regions, would, as E.C,A, suggests (E/CW,14/AMA 20) doubtless

constitute the mogt realistic solution,

15 - Tt is quite clear that the nolicies for the
systematic develormment of real complementarities, which we
assume here to be accepted, cannot be replaced by classical

liberalization measures {(abolition of customs barriers and
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payments restrictions), On the coatrary, such measures would
be rather harmful unless the overall develonment strategy is
revised, They would, in fact, accentuaste the inxqualities of
develbpment in the context of overall deendence on the centre,
forcing certain countrics to beccme the outlet for industrie

- usually foreign - established in others



B - The monetary obstacles to African deveionment

16 - There are two aspects to the monetary obstacles to
African development: a} the asscssment of the different monetary
systems in force in Africa from the point of view of develorment
requirements and b) the analysis of the impact on the conditions
of develooment in Africa of the functioning of the international
monetary system both in its nresent form (i.e., based on the

Bretton Woods agreements) and in the variocus alternative changes

fude

.n reeponse to its current crigis,

A

17 - However, in connexion with beth aspects, it is

difficult to consider the monetary nroblems in themselves withcut
reference to the real structural conditicns of devilomment, At
the riglt of repeating ourselves, we would stress that in our
view the main "obstacle" to develooment, in Africa as elsewhere
in the Third World, is not monetary in nature, The national

monetary systems:.in forece, as well as the international monetary

system, merely reflect the inequality inherent in international
relations and the specific nature of the structures engendered

by this incequality in the develoning countries, This is indec
why the A.D,B, rghtly proposes for the planned African minis
conference an agenda which in its first three ltems covers the
"non-monetary'! aspects of the »nroblem {an evaluation of the
results of U,N.C.T,A.D., a discussion of trade negotiations and

of negetiations on development financing), before geing on to the
monetary asrects in itg last two items, Similarly, U.N.C.T.A.D,
studied the whole of these nroblems simultaneousiy, Our contr-

s discussion ig given in the decunrent "entitled
UNCTAD IIT - A critical appraisal (Document ADB/CONFMIN/73/w/T/2)}

In it we argue that the aims of the "77" as formulated by

bution to thi
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U,N.C,T.A,D, fall within the framework of denendent outward-
oriented growth stragegy. This annlies to the measures advocated
concerning the improvement of the position of commodity nroducer:s
the regulation of the prices of these commodities, the aboclition
of special preferences and the multilaterization of trade, tlec
increase in the volume and relaxing of the conditions of

foreign aid, the reduction cf the debt burden, the organization
of the transfer of technology, the adontion of measures in favour
of the "least" developed countries, ete,,. For these noints,

and particularly for the last two, the reader should refer to

Document ADB/CONFMIN/73/wP/I/2.

18 - The national monetary systems in force cannot
therefore be studied in themselves, but in relation to the
development policies advocated, By monetary system, we mean :

a) all the de jurc and de facto rules concerning the functioning
of the central bank : rules concerning the granting of advances
to the Treasury, the management of foreign reserves and
associated problems (fixing the parity, etc.), control of

credit, and b) all the de jurc and de facto rules concerning

the functioning of the rrimary commercial and specialized
banks (agricultural, industrial and mortgage credit, etc,):
status of banks (foreign and national, nrivate or public),
limitations or sdbsence of limitations on foreign transfer,
structural solidarity of interests between the banks and the

different sectors of the business world, etc,..
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19 - A country has an autonomous national monetary syst .o,

not only when it runs its central bank freely (withno statutory

O

r de facto limitation}, but also when the central bank really
controls all the activities of the primary credit establishments,
-3

it is only then that it has a monctary instrument which, if nced

be, can be made to serve a strategy of self-centred developnent,

20 - Very few African States, at least south of the
Sahara, have this instrument, From this roint of view, the
African countries of the franc zone have rmractically no control
over their monetary institutions, Not onlv are their
no=called central banks merely banks of issue which a) can
only grant advances to the local Treasuries within very rigid
statutory limits, and b} do not manage the foreign rescrves of
the States, but alse the fact that the main primary credit
institutions are branches of the great metropolitan banks and
the total absence of control over transfers recduce to nothing
any possibility of the "certral bank! directing credit, We have
analyzed the role and the specific functions of thisg monetary
system in the document concerning the "franc zone and develonment",
(Document ADB/CONFMIN/73/TIIT/A). With regard to most of the
other countries of the continent, narticularly those of the Sterling
area, they are still far from having fully efficient national
nonetary instruments, Tt is true that these countries have genuinc
central banks which are not subject to any restriction of inter—
national law, and sometimes they have established a more or less
acvere control of foreign transfers, Nevertheless, in many caseg
the network of primary banks is still mainly foreign and closely
bound up with the traditional business interosts established

in the colonial context inherited by the indenendent States,



21 =~ Really, since the situation is one of an outward-
oriented growth strategy,there is no roint in making changes
in the monetary systems at nresent in forece, Tt ig onlwy if

we want to be placed in the context of a self-centred

development policy that we nced to have an autonomous nonetary

instrument, Me country, large or small, can asrire to a development

S
policy if it does not control the nmonetary mechanisms,
We must clarify what we nean by contrel, Conventionally, threce
goals arc assigned to monetary policy : 1) to ensure nrice
stability, 2} to ensurc a monctary exnansion narallel tc that
of the economy and 3) *to ecnsure the equilibrium of the balance
of payments, The institutionsg of the international systen,
especially the IMF give ~riority to the lact of these goals
vhen there is conflict -, which ie frequent, It isg quite cobvious
that the developing countriecs must give full nriority to the
second goal, lecaving the eguilibrium of their balance of
paymnents to be ensured by controlling their foreign relationg,
Also, conventionally, preference aneng tools of nonetary nolicy
is given to manipulationg of the rate of interest, regarded
as a "neutral" instrument, and there is scne migtrust
of direct intervention on the orientation of credit, by
recipient sector of activity and enterprise, Vet thig orientation
of credit exists in fact; but a discreet silence is maintained
concerning the solidarity of interests between the banks and
the business world, In Africa, this sclidarity stems directly
from the colonial inheritance, and that is why a develonment
policy cannot confine itself to acting on the volume of credit
in order to cnsurc the latter!sg nornal exnarsion, There rmst

be active intervention by the financial institutions for the



purpose of pronoting new activities which generally do not
interest foreign capital or the banks denendent on it, Thus
the necessary establishnent of autonocmous nmonetary systems for
the purpose of mobilizing all the financial resources un to
the extremc linmits imposed by the constraints of the econoni
systen and the foreign relations, requires : 1) the creation
of genuine central banks where they do not vet cxist (franc
zone), i.,e, the recovery of the nrerogative of fixing the
narity, the ZIssue of crcdit to the State and the nanagerent of
the foreign reserves, and 2) the revigion of the regulations
concerning the functloning of fereign nrivate bank s, the
granting of credit and foreign transfers (simprle fiscal measurecs
raising the taxation on foreign enterprises, srecial ta
transfers, forced loan of excess profits and /or control of
transfers, rossibly going as far as the nationalization of

financial institutions as a growing number of Third orld coun-

Cl' )

ries have been induced to do),

22 - The balkar’zation of the continent, obfcctive result
of the outward-oriented strategy, creates serious specific
problems for Africa, The necessary creation cf autonomous
monetary systens, if operated in the context of the rresent
political division, is liable to innose on States additional
real costs (if only that resulting from the high volume of
reserves of international liquidity which +thigs ballanization
implies), and is liable seriously te limit the efficiency of
the monetary instruzent (problem of "small nations! against
"big firms"), Thus the ideal would be to sct u~ indenendent
nonetary systems in the context of large spaces. That would
facilitate eccononic integration, provided of course that the
problens cof balance within the grouns constituted are correctly
solved both by coordination of cconoriic nold icies on the real
level and by setting up joint develonment funds te correct the

imbalances engendered by the outward-oriented strategy,
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23 -~ Africa also suffers from the international monectary
system in force, As we have already said, this system =
rarticularly through the voice of the I.M,F, = is still solely
rnireoccupied with balance in theecontext of the system of
unequal international division of labour, without concern for
the structural changes required by develomnment, Moreover, there
is a danger that the changes envisaged by those concerned to
neet the present crisis of the Bretton Woods system (choice
of type of international liquidity : geld, dellar or drawing rights-
and rules for the issue of the latter; nreferred adjustment mecha-
nisms : flexible exchange rates or active intervention by a
world monetary institution) may be decided once more without
talking account of the interests of the under-develored worid,
fere you should refer to Document ADB/CONFMIN/73/WK/I/2, section TTT,
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