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Introduction

At a time when natural resources and primary products are
becoming less abundant and more 2xpeasive and Third World nations
are endeavoring to develop their economies, the issues of foreign
aid and trade in commodities take on increasing significance.
During the colonial period of the 1800s and earlier 1900s the
economic relationship between develop2d and underdevelopad na-
tions was more clearly exploitative; developed nations' policies
ware more explicit in their efforts to exploit underdevelopad
econonies. Today, as nations grow more interdepandent, and as
international banking, finance, and trade and aid institutions
become more complex, the gains from transactions bescome cloudier,
Such phanomena as the multinational corporation, tied-aid, pro-
ducer associations, and Northern domination of economic institu-
tions give rise to coancern in the South over who is benefitting
most from existing situations. Researchers such as P.T. Bauer
assert that poorer nations are actually hurt by what appear to be
beneficial relationships.

It is the thesis of this paper that a poor country that
trades primary products will receive more aid than one that
do2s not. Economic security considerations will dictate the pat-
tern of aid if other factors (political, military, etec.) are held
constant. Aid will be provided to certain nations and to certain
economic sectors in order to influence production. Nations with

large reserves of strategic minerals and vital commodities may



raceive somewat mores aid than a similar nation that lazks such
reszrve3 and resources.

This papar will examine on2 aspect of the aid relationship
betwean two 3zroups of nations, one industrialized, the other
uader-developed. The first group, Europzan nations, has expari-
enced tremendous sconomic growth. Many factors contributed to
that expansion, not least of which was the colonization of large
areas of Africa and Asia. Today, thes advanced European economies
are charazterized by high rates of consumption a1d demand for
inputs of raw materials and energy. D2maad for raw materials and
primary resources is increasing while those same resources are
bacoming less abundant and more costly (see E. Frey-Wouters, and
A.M, Alting von G2usau). The oil shock of th2 early 1970s ox-
emplified a zcondition that will possibly ocecur with other commo-
dities as finite resources are consumed at ever increasing rates.
As more Third World nations realize the economic and politiecal
importance of their raw material production as tools for change,
they may b2 less inhibited to use tha2m in the form of cartels and
selective embargoes. This situation regarding primary products
provides an incentive for richer consuming nations to take steps
to achieve and maintain greater control and influa2nce over natur-
al resource production and distribution.

This paper examnines the aid relationship betwzen twd groups
of nations representing 600 million of the world's pezople; the 10
European nations making up the Europ2an Economic Communities

(E.C.), and 53 of the poorest African, Caribbean and Pacific



(A.C.P.) states., Th2 formal structure of this sp2cific aid rela-
tionship is the Lomé II Conveation sign2d in 1975 providing a
variety of different forms of Official Developmant Assistance
(0.D.A.) and a spacial program for the stabilization of export
commodity earnings,

Tha relationship batwezen the EC and the ACP states is but
one relationship batwezen rich and poor nations. Aid uader Lom$
II represants only a part of all aid going to Third World na-
tions. In 1978 approximately $64,311 million in net private and
government capital flows left the developed, industrialized world
for all the poorer, Third World nations. Of that amouat, $19,676
million was in ths form of foreign aid from all sources. $5,770
was from multilateral institutions like the EC. Uader Lomé II
approximately $4,068 million had been allocated for a five y=ar
period, or an average of $313.8 million in each year.[1] Thare-
fore, in 1978 alone, the money originating in the EC in the form
of aid uader Lome II amounted to just over 1% of all capital
flows to the Third World.

EC aid is not spread evenly throughout the world; a handful
of ACP nations receive the bulk of Lomé II funds, just as a small
group accouats for the bulk of EC-ACP trade. This paper assumes
that Europs gets a significant portion of its raw materials from
other countries, or will do so in the near future. Commodities
are imported primarily from sutside the Community; a handful are
imported in significant anounts.[2] The EC as a whole relies

extensively on imports for its consumption of cruie pstroleun,



tin, aluminum, copp2r, uranium and thorium, fertilizers, aad iron
ore.[3] (s2e Table I.3, p.13) At least 70% of the coasumption of
co20a, cloves and other spices, palm nuts, aad tropical fruit is

in the form of imports from ACP states.

Imports are only nalf of the story, s2cure markets for
exports are also important. The less developed couatries are
important and valuable customers for manufaztures from the indus-
trialized world. A stable, profitable trailing relationship now
Wwill insure continu2d access in the future. This papasr will deal
only with ACP exports to Europe ani not vice versa.

The ACP nations number 58 of the poorest countries of the
world. The majority are former French, Belgian, British, Dutch,
and Italian colonies. Forty-twd are African, representing the
bulk of th2 ACP population. Per capita GNPs range from $110 in
Mali to $3,730 in Gabon. Nigeria has the largest population with
66 million p2ople. Thz2 nine Caribbean nations azcouat for only
five million pesople, and tend to have higher per capita GNPs.

The seven Pacific nations are all small island states; and, with
the exception of Papua-New Guinea, each have populations of less
than T700,000.[4]

In order to examine the relationship between these poor
nations and the ten of Europe, this paper begins with a discus-
sion of European economic security; demonstrating the EC's pre-
carious situation regarding primary products and the Lom2 Conven-
tion's role in ss2curing those supplies. Chapter 2 briefly sut-

lines the form of ACP-EC relations to illustrate th2 emargenca of



a relationship, and details spzcific provisions of Lomé II. Ths
substantive part of this papar is Chapter 3, an exauination of
econometric regressions and a statistical analysis of aid and
trade betwa2an the two groups of nations.[S]

The Lom3 II Convention represents a "revolutionary" aid
relationship batwsen North and South, and has drawa muzh 3atten-
tion. Suzh researchars as Frey-Wouters and Alting von Geusau
nave written well-dozumented and researched studies of the
Treaty. But as of yet no on2 to the author's knowledge has exam-
ined the Convention from a perspactive of eczonomic sacurity with
regard to security of supply for non-fuel minerals and non-food
agricultural primary products. This paper examines the EC's sit-
uation regarding primary materials production, and how the spseci-
fic provisions of the Treaty reflect such a concern. Statistical
analysis in the final chapter demonstrates that while evidence
suggests that raw material provision is a concern in aid alloca-

tion, it is not a major or determining consideration.

Notes

{1] Statistical Yearbook 1979/80, (Dapartment of Interna-
tional Economic and Social Affairs, Statistical Office, United

Nations, New York, 1982) p.395.

[2] "Significance" is determined by the level of dependence
on outside sources and strategic and economic importance of the

imported resource.

(3] European Communities, Analysis of Trade betwsen the EEC
and ACP States, (Luxembourg, 1979).

[4] "Lomé II Dossier", The Courier, November 1979, p.40.



[5] Repeated reference is made in this thesis to certain
terms concerning rich and poor nations, foreign aid, and th2
European Community. To clarify matters, the terms "Industrial-
jzed Couatries" (ICs), "First World", "rich"™, "North", "developed
nation", ani "metropolitan nation" are considered equivalent
terms. Tha Less Daveloped Countries (LDCs) will also be refered
to as the "Third World", "poor", "South", and "under-developad
nations". Official Development Assistance (0DA) will also be
called "foreign aid", "aid", and "assistance". Th2 European
Eaonomic Commuaity comprisad of the ten Western Europzan couat-
ries of France, Germany, Belgium, Luxembourg, the N2therlands,
Italy, England, Irelaad, Denmark, and Greece is variously refered
to as the "Common Market" and the "European Community" (EC).



Chapter1 EC Economic Sacurity

This pap2r presumnes that Europe, ani spzecifically the EC,
will have difficulty in the future acquiring adequate, stable
supplies of raw materials for industrial consumption. Europe's
sonsumption of food, energy, and raw materials is high; in the
past the Coamunity relied on depa2niable sources for its raw ma-
terial n2eds--primarily domestic sources, colonies, associated
territories, and other industrialized couatries. The oil shock
of the 1970s demonstrated th2 high degree of vulnerability of
developed nations to restrictions in supplies of vital commodi-
ties. As global interdependence increases, and as the less Je-
velopad countries begin to demand a 3reater share of their own
and tne world's resources, the stability of such supplies bzcomes
more important and even more questionable.

As a result of supply shocks (sudden, sharp fluctuations in
thz supply of a commodity, usually accompanied by a price in-
crease), not only in oil, but also in such commodities as anchov-
ijes and coppar, economic issues have begua to take on greater
importance in the arena of international relations.[1] The rise
of Third World political power in the Gz2neral Assembly of the
United Nations and continuing political friction over economic
jssues in the EC reflect this situation. At stake is no longer
simply military security and sovereignty over national boundiar-
ies; today issues of economic autonomy and economic sovereigaty

are more vital.



Wolgang Hager (Europ2an Economic Issues, 1975) described

three lavels of national economic security analogous to military
security.[2] The first and least secure level is characterized
by mass physical annihilation, as from a nuclear holoczaust. Tne
economic couanterpart would b2 mass starvation through the inabil-
ity to raise or procure nscessary and vital food and medicine
stocks. The p=ople of Europe are far from starving, thougzh many
African andi Asian nations (Chad, Upper Volta, Bangladesh, India)
are already at this point. The second level of security can be
considered equivalent to conquest. 1In this case social ani eco-
nomic institutions collapse du2 to external and internal econonmic
forces. Those institutions (banks, governments, corporations)
are s2en 2as 2xploitative and inadsquate to cope with increasing
pressures, Characteristic of this level are widespreal anarchy
and the rise of raiical factions.

Europe presently finds itself at the third level of economic
jnsecurity. This level is defina2d as a loss of autonomy in the
areas of domestic and international policy. A nation that de-
rives a large portion of its raw material, energy, food and/or
manufactured goods from external sources is in a precarious situ-
ation. The nation's economic health could be jeopordized if sup-
plies are cut or prices raised. The present aid situation uader
Lome demonstrates how nations with great economic powsr can in-
flusnca the policies of other nations. If OPEC nations are wil-

ling to use their oil as a political weapon, then nations that

oppose OPEC policies rua the risk of having their oil supplies



cut or squeezed, as was seen in 1973 over the Arab-Israzli war.

To a lesser degre2 the EC finds itself threatened by dapaen-~
d2nce on foreign sources of primary products for its industrial
consumption. Tr2mendous economic growth in th2 past 200 years
and even more s> in the past 20 y=2ars, has lead Europe to a situ-
ation where it must look adroad to meet its increasing demand for
material inputs.[3]

Since 1960 industrial output has risen 54% overall, and 5%
each y2ar in the latter part of thz 1970s (see Table I.4, p.14)
At the sam2 time domestic production of important commodities and
inputs is falling.

Wnile other industrial countries are thz major suppliers
of raw materials to the EC, the continued flow of commodities is
not guaraanteed; other ICs are subject to th2 same supply problems
affecting the EC (see Table I.2 p.11). In ths first place while
some natioas (the United States, Canaia) export large quantities
of sami-finished commodities, the original suppliers are the same
ones to whom the EC goes. Th2y are only reselling products pre-
viously imported. For example the U.S. producad 5,452.5 thousand
ric tons (t.m.t.) of aluminum in 1978 for domestic consumption

met

andi export. But it imported 83% of its bauxite and alumina con-

sumption and produced only 1,559 t.m.t. of bauxite domestic-

ally.[4]

In the s2cond place, the future of adequate supplies from

the four major IC primary product suppliers (U.S., Canada,

Australia, South Africa) is not guaranteed. The U.S. is a sub-




Table I.1

EC Domestic Production and Use of 3 Zommodities, 1969-78

Commodity Producztion Use

1959 1973 % 1959 1978 %
thousand metric tons change change
Iron ore* 24,953 12,359 =59 134,743 210,209 +556
Bauxite 2,992 2,002 =34 1,355.4  2,629.2 +92
Copper 10.7 6.3 -41 957.2 1,093.3 +14
Lead 169.5 129.4 -24 1,011.2 1,078.5 + 6
Manganese¥*¥* 16.3 2.1 =88 15,890 21,741 +35
Tin¥*# 1,904 2,802 +47 37,766 16,605 =57
Zine 356.2 359.8 + 1 1,255.9 1,433.3 +13
Phosphates 112 25 -73 4,688.0 4,329.6 -8
Notes:

* million metric tons

#% meotric tons

Source: Statistical Yearbook 1979/33, Uaited Nations, New York,

1981.
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Tahle I.2
Jrigin of EC Raw Materials, 1930

drigin $ billions ]
Injustrialized 19.11 54,8
Countries
Wastern Europa 14,45 49.0
3iC 7.50 25.8
EFTA 6.15 20.9
noa-oil LDCs 5.19 17.6
Jnited States 2.69 9.1
Cant. Planned Ecoa.s 2.40 8.1
Australia, N. Zealand, 2.11 7.2
South Africa
Canada 1.84 5,2
OPEC 0.62 2.1
Japan 0.13 0.4
Total 29.47 103.0

Source: Statistical Yearbook 1979/89, United Nations, New York,
1981.
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stantial importer. Th2 Canadian and Australian governments, in
the 1970s, bezaan passing legislation aimed at kesping extracztive
industries nationalized, at kesping economic reants within the
country, and at ragulating further devalopment with an ey2 on
conservation and the ecology, thus discouraging extensive a2xploi-
tation of thair natural resources.[5] The political situation in

South Africa makes reliance on sustained production somewhat

questionadle.
Competition does not end with other ICs; the newly-

injustrialized couatries also pose a threat. Nigeria, Brazil,

Singapore, Hong Xong, and South Korea have been demanding greater

industrial inputs.[6] These five couantries' combined demand for

imports of all categories ros2 from 3.5% of world-wide imports by
valus in 1950 to 4.6% in 1970 and 5.2% in 1980, Compztition from

LDCs that are buying more 02 the international markets and con-

suning more of thzir own outputs will increase. As LDC economies

develop they will consum2 more resources, resources that must be

diverted from other jestinations or that must be produced in

greater quantities.

Logically, the first place to look for commodities is in

ona's own backyard. The EC nations, like many ICs, are finding

foreign sources cheaper as domastic supplies of minerals are de-

pleted. While no commodity nas truly ndisapp=2aread", scarcity and

depletion are bscoming more frequent.[7] Price acts as an allo-

cational mechanism when a resource bacomes scarce. As the cost

of technologies neaded to extract greater amounts of oil and to

12



Table I.3
©C Raw Material Imports, $ millions

Origin 1955 1970 1979 % 1955-79

World 10,119 13,076 45,073 + 55

Industrializ=d 6,494 3,992 33,134 +410
Couatries

Developing 2,855 3,202 10,335 +252
Mxt. Econ.

Daveloping 1,312 1,275 3,273 +149
Africa

Australia, 676 599 1,520 +139
New Zealand

OPEC Nations 526 434 1,203 +128

Daveloping 46 57 2883 +526
Jceana

Sourc2: Statistical Yearbook 1979/80, United Nations, New York,
1981.
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Table I.4
EC Manufacturing Output, 1975=100

Couatry 1959 1979

B2lgium 78 108
D2nmark 83 101
France 73 105
Germany 81 105
Ireland 78 129
Ttaly 84 111
Luxembourg 93 107
Netherlands 47 158
United Kingdom 94 104

Source: Statistical Yearbook 1979/80, Uaited Nations, New York,
1931,

14



diversify supplies increased, the price of oil ros= and its use
becam= more efficient. The need to extract oil from tar sands
and shale in the future will increase costs 2ven more. A commo-
dity may be considered depleted in a certain area when the cost
of extraztion excedes the cost of importing th2 goods from other
sources.

Wnile industrial output in the EC is rising, production
and mining of specific commodities for input is falling, and do-
mestic output has not kept pace with demand. Industrial output
as a whole continuss to increase, ranging from aa annual rate of
2.5% in Denmark, to 8.6% in France, aad 16.7% in Ireland (see
Table I.4, p.14). The gap in supplies has been filled with im-
ports of raw materials, increasing five-fold since 1955 (see
Table I.3, p.13). While part of the increase in raw material
imports is dus to inflation, the significant portion is an abso-
lute increase in imports. Imports of mineral fusls alone (petro-
leum, natural gas) jumped in valuz from $5,476 million in 1955 to
$109,98%2 million in 1979, reflecting two major crude oil price
increases by OPEC nations during that period.

Light and heavy manufacturing, food production, clothing,
papar aa2d printing, chemicals and refining industries have all
shown stealy increases in output since the 1960s in the EC. Tha
supply problem is demonstratad by the fazt that while output in
the extractive sector as a whole has gone up over the past twenty
years, it has not kept up with demand. While manufacturing and

othar industries have experienced growth rates of approximately

15



29% in the past 20 yzars, extractive industries in Europ2 have
increased output by only 10% during the same period.[8] These
figures ars aggregates, but the trand is still unmistakable; do-
mestic output of necessary raw matarials has not Xept paze with
demand.

Failure of domestic production to kea2p up with demand has
resulted in greater dep=nience on foreign sources. Approximately
80% of all iron ore consumption in the EC is imported; 80% of
coppar, 60% of aluminum inputs, and 75% of uranium consumption is
supplied by imports, sse Table I.5.[9] Such minerals as tung-
sten, vanaiium, phosphates, 3and tin are scarce in Europ2. Im-
ports from ACP nations provide varying parts of these imports.

Import dependences for agricultural goods is not quite as
great for non-agricultural products, as Europe lies in a tem-
parate zone and uses advanced farming tezshaiques. Almost all
tropical products must be imported, although Spain is a major
producer.

Little nead be said about oil. Except for England's North
Saa resarves, the EC has hardly any 2il. Alternative sources are
being pursued with much hope being placed on nuclear power (plans
are to double nuclear capacity every five years till 2000),

The EC will find itself in an increasingly vulneradle
n ragarding primary product imports if presant manufactur-

positio

ing trends are to be maintained. Presently the EC conducts only

154 of its foreign trade with the Third World, most going to ths

more prospsarous newly-industrialized nations. But even poorer,

15



Table 1.5

SC Critical Raw Materials

Matzrial % import possibilities of supply
depandent recycling substitution sazurity

Alumninum 55 26 good satisfactory

Chrome 100 22 somne risk

Coppar 95 35 some risk

Tin 33 45 some satisfactory

Iron 39 17 low sufficient

Manganes=2 100 low low satisfactory

Phosphates 99 minimal low risk

Platinum 100 20 low sufficient

Zina 75 20 some risk

Wood 17 24 low risk

Pulp 49 24 low risk

Papar 58 n.a. n.a. risk

Notes: n.a. not available

Source: A.M. Alting von G=usau,

The Lomé Convention and a Naw

International Economic Order, Leydea: A.W. Sijthoff,

1977, p.

173-

17



smaller nations produca many importaant commodities. The Lomé
Convention is supposedly a step in the direction of increasing
developmnent, coopzaration, and inter-depandence.

Th2 Convention is a "naw model for relations bztween
industrialized and developing countries, a model for cooperation
on 3 9asis of complete equality of partnership...recognizing tha
increasing mutuality of interests," as stated by H. Brenard St.
John (Barbados), President of the ACP Council of Ministers in
1979.[10]1 Refering to ACP aspirations Developmeant Commissioner
for th2 EC, Claude Chs2ysson, has said that the EC is "aware that

it would ba hypocrisy or blindness on our [EC's] part if w2

clained to foster your industrial and agricultural development

without making room for your exports on our markats."[11]

In order to increase production of both raw materials and

finished goods the LDCs must develop thzir economies. Throuzh

association, the ACP nations have, to some degree become "semi-

client" states of the Common Market. By agreeing to associate

their economies together, the ACP nations and the EC countries

have placed thzir future prospects on the growth and success of

each others' economies. The relationship is interdepandent with

the EC providing needed capital and manufactured goods, while the

ACP nations will become buyers and suppliers of manufactures,

18



Notzas

[1] WAolfgang Hager, "Europe's Economic Szcurity,” (in John
Marsh, European Economiz Issuss, New York: Prazger, 1975.) '

p.72.

(2] ibid., p.75.

. [3] Ellen Frey-Wouters, Ths Europsan Community and the
Tnird World, (New York: Prazger, 199%9.) p.80.

[4] Statistical Yearbook 1979/39. (United Nations, New
Yorkt 1931) po3u30

[5] Hagzer, p.113.

[6] Statistical Yzarbook 1979/30, p.uuo,

nd "depletei" are 2conomic terms

iaseribing the relationship petwaen price and supply and demand.
A commodity is depleted when the cost of extracting that resource
is greater than any possible use for that resource. Th2 resource
is aot gone, it is simply too expensive to extract, produce,

and/or refine for commercial purpos2s.

[7] Tn2 terms "scarc2" a

[8] Statistical Yearbook 1979783, p.175.

Analysis of Trade Betwzen the EC

(9] European Commuaities,
and ACP States, (Luxembourg, 1979).

[10] "Lomé II Dossier", The Courier, November 1979, p.4.

(11] ibid., p.9.
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Chapter 2 The Lomé II Coaveation

Tnis chapter briefly describes the events that led to the
Lomé II Conveantion, and the spascific provisions of the Treaty.
Th2 EC's need for raw material s2curity has been described, and
its reliance on Third World producers has besen demonstrated. The
machanism for implementing a m=thod of securing those supplies
Wwill be describad in this chapter. It must be kept in mind that
aid is only one aspact of EC-ACP economic interaction; trade,

investment, =tc., are also quite important in shaping rela-

tions.[1]

I. History

The present Loné II Convention sprang from various treaties
»f association betwz2en the EC ani the ATP nations. The first
phase ba2gan in 1956 whien France demanded that association with
her former African colonial states be a condition for its member-
ship in the Common Market. The sacond phase followed indepen-
dence for most of those French colonies with the signing of the
first Yaoundé Convention in 1953. The third phase in the EC-
Associated couatries relationship began with England's accession
to the Community in 1973, leading to talks on the inclusion of
the Commonw2alth nations in a similar treaty of association. The
Commonwealth nations and the Franc zone countries (as the former
French associates were called) together maie up what is today

refered to as the African, Caribbean, and Pacific states, aad

20



have signed two Loma Conventions with the Europzan Community.
Motivated initially oy the spscial economic, constitutional,
andi monetary relationship France had with its associated coun-
tries and territories, ACP association was 2 basic part of the
very formation of the European Community. Of the original six
members, France, Belgium, the Netherlands, andi Italy were coloni-
al powsrs to varying degrees. Only Garmany and Luxembourg were

not. France could not accapt a zcommon external tarriff that

would apply to its associated nations.[21 The other EC members
would also benefit from association with increased access to mar-

xets. Germany along with the Netherlandis, led the opposition to

association. Their reservations wa2re over a limited regional

treaty of association and the effect of preferential treatmeat on

non-assoziated LDCs. The final agreement (article 131 of the

Treaty of Rome) states, "Tha purpose of association shall be to

promote the economic and social developmeat of the countries and

territories and to establish close economic relations between

them." Assocziation called for the progressive establishment of a

free trade area and a European Development Fund to support devel-

opment efforts.[3]

Shortly after the signing of ths Rome Treaty most colonies

gained independence. The first LDC associates were 17 French

spzaking Associated African States and Madagascar (AASM), Th2

first Yaoundé Convention, signed in 1953, basically put Art. 131

into the form of a separate treaty. Both th2 EC and ACP nations

Wware to remove their trade barriers, aad funding under the Euro-



paaa Development Fund (EDF) was increased. Th2 second Yaoundé
Convention was concluied in 1968 over the objections of many
African statzs, and remained basically the same as ths first due
to political conflicts within the Community that lezai to a stale-
mate. African goods had troudle competing locally with the tar-
riff-free imported European goods, aad the AASM questionad the

benafits of reciprocal free trade.[4]

If Franca's insistence on association was the impetus for a
coordinated aid program for the EC in the first place, then the

insistance by the Commonws2alth nations for a similar arrangement

upon England's accession to the Commuaity provided the momentum

to revise that relationship. In the p2riod 1973-1975 the number

of participants on the Europ2an side increased from six to nine

as England, Ireland, and Denmark joined the EC. On the LDC side,

the numbers jumped from simply French, Dutch, and B2lgian associ-

ates to include parts of the former British empire and a number

of "independent" nations. Many of the newar Commonwealth members

ware larger and more jeveloped, resulting in greater importance

being placed by the EC on the LDC demanis.[5] dithin the EC,

Germany and the Natherlands advocated a position whereby Art. 131

would become a temporary m2asure until former colonies became

indepandent and self-reliant, at which point they would be treat-

ed as any other non-member. France's position prevailed, and the

provision bacane renewable.

Two distinct blocs formed during negotiations beatwzen the

Yaoundé and Lomé Conventions. The Franc zone nations of Africa

22



ware quite 2athusiastic about association, reflecting the strong
economic, political, and social ties Fraanca 2stablished with its
colonies, and ware not very enthusiastic about sharing the bena-
fits of association with the Commonw2alth nations.[6] The Common-
w2alth natioans, being more recently indep2ndent, were more wary
of the arrangements for association that appzared to be nzo-
colonialist. The Yaounié Conventions called for reciprocal free
trade; at the time such an arrangemant s2emed only fair. The
Commonw2alth nations guestioned how muzh good such duty-free
trade did the poorer signatories. The United Nations Conference
on Trade ani Dzvelopment (UNCTAD) had just concluded talks in the
mid-T70s that indicated that reciprocal free trade was not nsces-
sarily fair or desirable.[7] That declaration along with the
increasing significance attached to trade by the ACPs, lead to
the dropping of such a clause from the n2xt treaty of associa-
tion.

Lomé I entered into force on April 1, 1976 betwsen
forty-six ACP nations and nine European ones. It incluied, for
the first time in any major foreign aid arrangement, a provision
to aid in stabilizing export earnings, Stabex. Instability in
export earnings is a major impadiment to continuing and smooth
davelopment in many LDCs. While Stabex is a small fund covering
only a few conmodities, it was still the first step in that di-

rection. In aidition, Lomé was negzotiated betwa2en two large

blozs of nations on a fairly equal basis.

Negotiations for Lomé II during 1978-30 left the Conveation
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in muzh the sames condition. Aside from increases in funiing and
an expansion of the list of products covered by Stabex, Lom3 II
is virtually identical to Lome I. Tae ACP nations ware not com-
pletely satisfied with the results of Lome I, but found their own
lack of cohesion aad agreement and EC stubbarnness, to be an in-

surmouatable obstacle to substantive change.

II. Th2 Lome II Convention

Loma's 2ffect depands on its structure, At the signing of
the first Yaounie Convention th2 Europzan Davelopmant Fund (EDF)

was establishad for development activities and foreign assistance

programs of the EC. Tne EDF is th2 major source of funding for

Loma II along with the European Investmaent Bank (EIB). A sum of

$5,272 million was s2t aside for the five years the Convention is
in effect (1930-85)., Of the $5,272 million, $911 comes from the

EI3. The treaty has five main provisions, the major one being

non-reciprocal tariff- and quota-free entry of ACP goods into the

EC. Export earnings stabilization and production maintenence is

provided by the Stabex and Sysmin (a Stabex-type plan for some

minerals) plans. Three other provisions of the Convention con-

cern industrial, agricultural, and technical and financial coop-
eration and assistance.
The major part of the treaty with the greatest impact on

the ACP nations is the provision for barrier-fres entry of ACP
goods into the EEC. The purpose is to "accelerate ths growth"

ani flow of those exports into the EC. Basically, aay product
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originating in any one or combination of ACP countries may eater
Community markats without tariff or quota restrictions ani these
conditions need not be reciprocal. Tnere are exceptions and
guidelines. Tn2 product must meet certain origination and trans-
portation criteria to insure that the goods truly are of ACP ori-
gin. Produsts that are covered by the Community's Common Agri-
ecultural Policy (CAP) are not inclui2d. The CAP is a price-and
quota-fixing schem2 within the Community to protect domestic food
producers. In addition, unier certain circumstances, to be ap-
proved by thz ACP-EEC Council of Ministers, "safeguard measures"”
may b2 taken by individual EC countries. Even uader th2 CAP re-

striction, though, ACP products are given preference over goods

from all other sources. Goods affected by the CAP restriction
are beaf and veal, fish and fish products, cereals, tobacco,
fresh fruits and vegetables growa within the Community, and live
plants. Though the free-trade provision is not reciprocal, ACP
nations must accord EC countries at least most-favored-nation
status, and must not discriminate among EEC countries. This
trade cooperation provision, Title I, is the most significant
measure in that it involves large flows of trade and yet does not
require funis.

This provision has increased trade betw2en the groups of
nations. The ACP trade balance with the EC went from -$2.0 bil-
lion in 1973 (under the Yaoundé II Convention) to $1.0 billion in

1978 (under the Loma II Treaty), and trade in general increased

an average of 20% in 2ach year during 1973-78.[8]



Traie promotion prograns take up $48 million of the resourc-

Articles inzlude improvement of structures and procadures

28,
for aivanzing traile betw22n the two Zroups. Money is provided

for th2 training of staffs ani personnel for ACP nations ani for

tha participation in international conventions and trade confer-

ences. Market research and study is provided for as well as the

establishmant of batter intra-ACP sommunication and information

systems regarding trade ani markats. Infrastructure studies ani

development falls under this heading. Money is also made avail-

able for advertising ani assistance for small and medium sized

private undertakings.

The most innovative aspsct of the Coanvention is Title II,

the schsme for ths stabilization of export earnings known as

Stabex. Expanded under Lomé II, Stabex takes just over $1,000

million of the budget. The schems basically insures that earn-
ings from the export of certain commodities do not fall drastic-

ally in any year. Stabex covers forty-three agricultural pro-
ducts and iron ore while Sysmin covers minerals and attempts to
maintain levels of production, not earnings. As has been men-

tioned before, trade is a most important source of capital and
foreizn exchange; and, therefore, production and export of com-

1 importance to the LDC, For the Third

modities are of vita

e is generally in terms of primary products in ex-

World, trad
change for industrial goods. Primary products are much more su-
sceptible to price fluctuations and natural catastrophe. Stabex
and Sysmin are attempts to overcome these obstacles to growth.



Under Stabex, whan a country 2xperiences a drop in export
earnings from the "referenze level” of 6.5% in a zommodity that
comprises at least 5.5% of that couatry's total earnings from
exports to tne EC, then that country is eligible for a conces-
sionary loan in th2 amount of the shortfall. Exceptions are made
for the least develop2d and land-locked ACP nations whose depsn-

dance threshhold and trigger rate are only 2% of exports and re-

duction. Their transfers need not be repaid either. The refer-

ence level used to determine "normal™ earnings 1is determined by

the previous four y2ars' average of earning levels. The products

covered basically fall into forty-three categories of agricultur-

al products with minimal processing. For exanple, wood is cover-

ed in rough form, roughly squared, half-squared, or sawn leng-

Similar conditions exist

thwise, but "not further manufacztured”.

for every other product.

The transfers received by the ACP government "must be devot-

ed to maintaining financial flows in the sector in question or,
for the purpose of promoting diversification, directed towards

other appropriate sactors and used for economic and social devel-

opnent." If approved by ths Council of Ministers for the Conven-

ipient may apply funis to othar sectors,

[91l

but in
tion, the rec

actice this has not been the rule.
IT and its emphasis is slightly

pr
v
Sysmin is new under Lome

different from that of Stabex. The object is maintenance of ca-

pacity for production and not export earnings. It receives half
ers only aine products, and has

ths funding that Stabex does, COV
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a mush more conservative trigger amouat ani depandence threshold.
To b2 eligible for a forty year loan at 1% interest, the product
must make up 15% of earnings from exports and the capacity for
production must fall by 10%. Products covered are coppar, man-
ganese, tin, cobalt, bauxite, iron pyrites, phosphates, alumnina,
and iron ore. Sysmin also provides funds for expanding scientif-

ic and technological capacities for mining and extraction, for

exploration, and for s2ed capital for mineral and energy pro-

jects.,.
A Sugar Protocol also falls under Title II. The "Special

undertakings on sugar" establishes quotas and minimum prices for
the importation of white and raw sugar into the EC. Tne Commun-
ity agrees to buy, at a negotiated price, a certain quota of
sugar that ACP nations are not able to sell on the open market.
Agricultural cooperation unier Title VI includes programs

for the improvement of the standard of living for rural peoples,

the ones who have traditionally bz2en the last to benefit from

economic developmeat. Th2 purpose is the "improvement and expan-

sion of agricultural production for domestic consumption ani ex-
port." Assistance is given for diversifying production and im-

proving the sescurity of ACP food supplies. The Technological

Center for Agricultural and Rural Cooparation disseminates scien-

tific and technical information for improving the produztivity
and methods of the agricultural sectors of economies. Title VII,
Financial and techaical cooperation of a general nature, consists

of capital for projects and exchange of information. Specific
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activities that receive funding include rural developmant, ener-
gy, mining, and the "exploitation of natural resources". Th2
jevelopment of "dynamic complemesntarity"” in the ACP economies,
the establishmeat of "industrial and trade links™ betw22en ACP and
EEC, aad tne "developm2at ani diversification" of ACP economies
are all purposes of Title V, Industrial Cooperation. In aidi-
tion, projects aim2d specifically at thz stimulation of "food and

othar production asztivities" and "natural resource~-basad indus-

tries" also raceive funis.

. 3 3 / 3
The lattar "cooperation" provisions of Lome 40 not reczive

specific earmarked resources, but are funied from the gensral

buiget from money not earmarked for Stabex, Sysain, atec. Th2 EDF

provides loans or graats for specific projects. Tha sources of

fuais for the EDF are annual raplenishmants from the members

based on the size of their economies. Germany and France lead

the list of contributors with over $1,200 million annually each,

to Ireland with $31 million ani Luxembourg with $11 million. Of

the almost $7,000 million allocated for Lome, $3,900 million is

in the form of grants, $670 million in loans, $350 million in

risk capital, $730 million for Stabex, $370 million for Sysmin,

and almost $1,000 million from the EIB is in the form of 3%
loans.[10]

ACP gzovernments are not the only bodies eligible for funis

under Lomé. Regional, inter-governmeatal bolies may receive

money, as may AZP-EC bodies. Within ACP nations public and semi-

public development agencies as wall as local authorities and pri-



vate organizations may raczive money. Fuads are in thz form of
zraats, loans, or risk capital. Graants are generally intended
for infrastructure projects that are not likely to show a3 guick
raturn on investmeat, and least developad nations are favored as
recipients. Special loans for other purposes than infrastruzture
carry a 1% or 0.75% interest rates, a ten year grace p2riod, ani a
forty y2ar rapaynent pariod. Risk capital is intended for in-

creasing the rasources of public and private undertakings, for

feasability studies aad for research. Th2 EIB acts muzh like the

IBRD in that it finanzes projects that are likely to show a re-

turn.

To aiminister ani oversea the operation of the Convention
are thrae bodies maie up of represantatives of from both ACP and

EC nations. The Council of Ministers is composed of mambars of

ths Council of European Communities, mamdars of ACP governments,

andi a representative from the EIB. The Council establishes the

broad outline for work under Lomg, and periodically evaluatas

progress toward the goals it sets. The Committee of Ambdassadors

is made up of rapresentativs from the AZP nations, a representa-

tive from the EC Commission, and one represantative from each EC

nation. The Committee of Ambassadors basically serves the Coun-

eil, carrying out any assigned responsibilities. The EC-ACP Con-

sultative Assembly is comprisad of members of the Europsan Parli-
ament and designated representatives from ACP legislatives. This

body 2valuates larger issuss of concern to cooperation betwaen

ACP ani EC natioas.
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Th2 Lom2 IT Coavention is a treaty of assoziation betwzen
9 Europ=an nations and 58 Taird World countries. The Counvention
is comprehaasive, covering various developaent nea2ds of the ACP

nations such as trade and export earnings. It has many antece-

d2nt institutions, incluiing colonialism. It represents an ef-
? fort to nsgotiatz and act collectively, tying the interests of
é various nations together to b2n2fit all. The next chapter will

analyze onz aspact of this treaty, comparing aid flows to raw

material exports.
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Notes:

[1] Various thaories on davelopmnent aid assart that aid
fills one of twd "gaps" in the racipient's e2conomy. The first is
a savings gap creat2d dy a lack of production and incom2 that
could be iefered for future coasumption. Th2 other is a foreign
exchange gap generatad by a lack of exports with which to earn
foresign currency to buy imports.

(2] Frans Alting von Gsusau, The Lomé Convention and a Naw
Intarnational Economic Ordsr, (La2yden: A.W. Sijthoff, 1977)

p.15.

[3] Ellen Frey-Wouters, The Europ=2an Community and ths
Third World, (New York: Praeger, 1930), p.14.

(4] Alting von G=2usau, p.22.

(5] Juy Arnold, Aid in Africa, (New York: Nichols Pub,
Co., 1979), p.31.

(5] Alting von G=2usau, p.29.

(7] Frey-Wouters, p.17.

[3] Commission of th2 European Communities, Lomé II,
(Brussels, 19%0), p.11.

(9] Frey-Wouters, p.255.

[10] Lomé II, p.35.
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Chapter 3 Analysis of Statistics and Regressions

I. Statistical Analysis

This chapter analyzes tne relationship between raw material
produstion a2d aid through statistics and econometric regres-
sions. In mnany 2as2s development needs in the ACP nation are
subordinated to the economic security nz2eds of the C, as thz
figures will demonstrate. This thesis is tested with 6 regres-
sions, comparing changas in aid levels to various economic ani
historical factors. Wnile the statistics appear to support ths

thesis more strongly, the analysis is less thorough and exact

than that provided by the regression. The regrassions do not

provide support for the thesis.

If, as was dezlarad by the Lomé signatories, the aim and

purpase of th2 Convention is to promote development in the ACP

nations, it can be assumad that generally those nations that are

less developed will receive more aid. It is lozical that 1 poor-

er nation would need more assistance. Some nations are quite

populous (N¥igeria, Zaire) and thus will b2 more likely to receive

larze 2absolute amounts of aid. The primary comparison figure

usad in the statistical analysis is aid per capita. The total

nunbar of pesople in these 35 nations was 4ivided by the total

anount of aid going to these nations. Ths figure of $9.00 means

that in thase 35 countries the EC zives an average of $9.00 par

person. This figure will account for the differences in adsolute

size. But the aid is not spread svenly, some natioans get more
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t1aa ta2 veraza2, sone less, in fazt aot o1e z2ts s=xaztly thz
ivarig2. A1dther sinplifying assumption is taat 3P rafla2cts tae
z212ral l2vel of 225noniz ieveloapnent. To Zeot a3 truly azcurate
olctur= of t12 laval of i2velopnent, mary aspacts of a2 nation
s1oull b2 taken iato a222uat (listridbution of w21alth, litaracy,
qaality of autritina, 2tz2.). For simplizity, GNP figur=2s alone

4ill b2 usad. Azaia, p2r capita figures are adr2 azcuratzs for

econparisoas.

Th2 tairty-five £op 3ii racioiznts unier Lon3 II azcount for

347 of all 23id allozatei. Taz2y raprassat 33% of all ACP traie

with th2 EC.[1] Th2y ar2 zen2rally th2 mor2 populous 311 pro-

jus2 nost >f tha ACP's srimnary oroduzts. Ta2 averags p2r capita

NP Far thase tnirty-five 1ations is $%105 th2 average p2r capita

aii is $9. Basel 31 tazse figures, z2ertain teniencies ars aon-

paraat (Tasle ITI.1, 2.35).

T1 tas first plaze, 3 nunder of 2suatries reczive sudbstaati-
ally norz aii taan ta2 averaze, Syaziland 333, Fiji 333. Taese

13tions ar2 smallzr aad tharaefora the a%solutz: amduats of aid are

als> snallar. Nizeria is an axeaptisnal nation in that it is taz2
>aly AZP natioa that is als> a najor oil proiluzar. Yita a par
2apita 3YP over 31,000 it racaives 21ly $1.93 ia per capita

aii. Anotaer ta2adeacy is that t1e poorast nations, Sonalia,

s1ai, Guinza Bissau, t2al B2 receive nor2 thaa th2 averai2 imuit

5f nar capita aid. Nizeria aal Somalia repr2s21t th2 extrames of

riszh 1ations that raceive little ail a1l poor 2223s tait receive

nira2.



Table III.1
35 Top Lomé Aid Recipients

Country Total Aid Stabex only Per Capita Par Capita
Total Aid GNP
($millions) (3millions) () ($)
Senezal 178.1 78.1 31.20 450
Sudan 175.4 592.2 9.49 410
Xeaya 155. 4 ) 10. 40 429
Tanzania 146.2 24.8 7.80 239
Zaire 145.4 J 4,30 220
Ivory Coast 133. 4 18.0 16.10 1,150
Niger 129.2 27.2 24,490 330
Ethiopia 127.6 17.3 4.19 1490
Mauritania 117.4 4y, 4 73.30 440
Cameroon 128.6 4.3 12.90 570
Mali 103.3 11.8 14,80 1990
Malawi 102.2 0 16.890 239
Upper Volta 102.8 3.8 16.59 210
Majagascar 94.6 5.5 7.40 359
Zamnbia 93.9 2 16.20 550
Shana 9.2 8.2 7.70 420
Rwanda 84.6 0.7 16.30 200
Guinea 83.0 0 15.40 299
Nigeria 81.7 0 1.00 1,010
Togo 77.5 4.3 31.00 410
Somalia 70.9 2.3 18.20 110
Chad 70.2 8.8 15.60 120
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Table III.1, continu2d

Country Total Aid Stabex only Per Capita Per Capita
Total Aid GNP
($millions) (3millions) (3) (%)
Uganda 55.9 24,7 5.30 302
Buruaii 55.4 1.8 15.92 200
Banin 63.7 24.5 18.70 310
Central African 55.8 3.4 24,70 320
Republic
Fiji 50.2 0.2 33.560 1,220
Liberia 43.4 9.1 25,00 530
Swazilanid 48.5 15.8 95.30 589
Congo 45.5 8.9 28,40 902
Botswana 33.0 0 52.20 440
Mauritius 33.0 0 43.20 759
Sierra Leone 37.9 4.8 10.89 239
3uinea Bissau  37.7 13.6 69.80 160
Sanbia 25.4 9.0 48,00 200
Average 9.00 410

Sourcas:

Commission Report to the ACP-EEC Council of Ministers,

Publ. no. X/45/1982-EN, Brussels, 1932,
Statistical Yearbook 1979/80, United Nations, Na2w

York,

1981,



2

I1 th2 =2ii1il2 ar=23s are t12s2 natioas that rapraesaat ta
varazge i1 22210ni2 devalooa21t 311 razzive varying anduats of
ail. Ta2 Ivory Z33ast hias 21 pa2r canita GYP adova 51,029, y=t rao-

Zaiz2 £12 avaraz2 p2r 2apita aacuat of aid. It

W
W
—
<
W
i
[
—
=
(9]
(V7]
ci

3lsd oroiuz2s 3 aunde2r af iaportaat azricultural produzts, sonz

5f waizn nak: up a substaatial anouat of thz ET's iaports (Tadla:

ITI.2, ».33). Fiji also 133 3 p2r 2apita GYP ovar $1,00) a1d

y2t r222iva2s $33 ia par zapita 3id. It is also a1 najor

oroduzar of zrouainuts aai zoldi. Taz2 Conzo has a3 p2r capita GNP

5f 3979 311 ra22ivas Four tin2s th2 avarazs par capita aiil. It

£33, is 1 proiuzer of na1y agricultural and minaral proijuzts.

Canarao1 supplizs tas 5C with 10% of its co201 2onsunption, 2ni

3-53% of its co>ff22, palm nuts, aal wood imports. Tt has a pzr

- -~
capita GNP »f 3579, 211 raseives alnost 513 p2r p2rsoa ia Lon2

wi

Kz2nya, S521234al, fauritania, aad naay oth2ars have 23r z2apita
5IPs above thz avaraze, 311 at th2 sane tinz raz22ive nore than

th2 avaraze andouat of aii. Ma1y faztors 1z2tarainz the anouat of

; L iy af >
1i1 a 123tio’a ra2z2ivas, on2 of wil2a 13 absorptiva 23p3 ityl(21,

Sut a2 12aeral taalzacy is obvisus--somz nations that are mors

javalop21 22010mizally raa22ivae nor2 2il.
71 th2 otaz2r 1aadl ther2 arz 3 na1iful of zdouatries that ar2
itz poor, Tai1zaiia, Uzaida, Tghiopia, that raza2ive 1233 tnan

t1a avariaz: 1moult 5f aii. Th2sz aatioas ars2 anoa3 the major
oraiuzzrs 211 syoplizrs of aritizal azricultural ani1 miaeral pro-
3 pror nation would raz2eivas aore

{uats. N=221 woull i11i2at2 that
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Table III.Z2

Commodity Production of Sz2lected ACP Wations,

Production

(% of EC Imports)
(t.m.t.)

1978

A. Zanbia

Coppar
Cobalt
Groundnuts
Wood

Gold

Leai
Silver

Tin

Zinc

B. Congo

Wood

Cocoa
Coffee
3roundnuts
Palm Nuts
Copper
Gold

Lead

Zinc

C. Botswana

Coppear
Grouninuts
Wood
Nickel
Diamonis

D, Ivory Coast

Wood
Coffee
Copra
Palm Nuts
Cocoa

Rubber
Srouadnuts

Diamonis

(20.0)
(21.0)

755.6
n.a.
80.0

5.3*%

247.0%%%
15.9
33.0%%
10, 0%%
59.4

* (2.90)

14.6
7.0
0.8*

16, 109,0%*
2'799.()!!**

11.7% (29.0)
245.,0 (14,0)
Nede. (100)
39.0 (8.0)
325.0 (20.0)
n.a. (2.0)

59.0
25.0*!*l
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Table ITI.2, continu=d

Production (% of EC Imports)

(t.m.t.)
£. Camnsroon
Coffze n.a. (4.2)
Palm Nuts n.a., (3.1)
Cocoa n.a. (10.0)
Rubber n.a. (2.0)
WDOd l"l.a. (6.1)
Aluninun n.a. (1.0)
F. Mauritania
Iron Ore 12,893.0 ( 3.90)
Coppar 2.8
Grounidnuts 3.5
Jood N0.6%
G. Liberia
Iron Ore 5,934.0 (156.90)
Wood 4,8% ( 4,0)
Cocoa 4.0
Coffee 1.7
Groundnuts 2.8
Palm Nuts 7.0
Rubber 78.5
Y, Swaziland
Iron Ore 624.0
Yood 2.5%
Tin u.o***
I. Senegal
Groundnuts 500.0 (4.0)
Gum Arabic n.a. (4.7)
Phosphates 1,555.0 (4.0)
Palm Nuts n.a; (5.0)
Wood 2.8
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Labla IIL1.2,

221ki1u21

Proiuztina (3 of EC Iaports)
(t.n.t.)

B S S SIS S G S L

J. Kzaya

Wooi 25. 4%

Papar 43,0

2alp 15.0

Coffae 31.3 (5.5)
T213 1.3. (18.0)
Sisal 1.a. (7.0)
Frouiianuts 8.0

X. Tr1o

P1o>sp13tas

2,927.0 {9.9)

L Figd

Coz2o13 1.0
Frouarinuts .90
521 n,2%
3old 125,0%%

Yotes: ¥ nillion zubiz netars

#% matric tons
¥%% kilozrans
®E%¥% pqonsands m2briz carats

3surae: Statistizal Yearbaok 1979/32, UY.N., Naw York, 1931.
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3i1 v1il: 1 riza 212 would raz2iva l2ss, Tiis »nattarn is truz

f5p 39m> ATP natioas, but not for all.

In Table ITI.2 (p.33) th2 najor produsts f9r 12 ACP nations

are i2taila2t. ALl twzlve2 raaaive 3 aizazr p2r 23pita 3id1 aad

— Ty — : , X ;
ava aig4 par 213pita mPs. Zinbia, YMauritaala, 111 thz Congo arz

n3jor minaral oroluzars. Ta2y 2ach rez2zive substbaatially more

thi11 ta2 avarage anoult of 2ii1. Tozo's sinile najor 2xport is

319sn13t23, it suppli=s3 9% of th2 EC's imports 5f this vibal

aynnaiity, it r=:2ivas Aayar four tim2s ta2 jqvaraze anouat of per

23nita aid.
411 thrz22 major suodpliars 5Ff iron ore raasive norz £130 thz
thay supply almost 207 of th2

vara12 anouab OF 3ii1. Tozetazr

w

BC's imports of iron ar2 (Tadle2 111, 3, pal2ls Tar22 major 20p22r
proijuzars (Zaa»ia, Bobswini, Mauritania) get aors than the avar-
232 amouat of 3iil. Pulp 111 p1aspnate nroiuzars also rageive
nora aii. Important projuzars 311 2x¢portars 5F thes2 prinary
tiq2 avarais qmouat of 3il. pulp ani w21
suopli=s ar2 aharazterizai 3as wpisky" (Tadle 1.5, ».17). Tiva
najor supnliers (Xe1y3, ggazilani, 32131, yali, Ivory Coast) r2-
siva pore GHin the average anouat of aid. T>z0 suplizs 9% of

(¢}

. RFTTagr o "
oty agnsuaption oF pho3p1aL23, a1, along With Rk T

T
=

he
azives mor2 than 12 avarai?2 anouat of 3il.
Tq2rz arz A2 qundar of paorar AoP nations ¢hat raceive less
£ [r th2s2 nations ars to 12valop
129 t12 avaris
not 1233. Mast of

thay will n221 Gr222=-
tha32 natinas N3IV3 little ©9 offar in regard 0o W naterials.
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Tablz IITI.3
ACP S3surcas for EC Critical Materials, 1978

Production (% of EC imports)
thousand m=tric tons

A, Iron

Liberia 5,934 (16)
Mauritania 12,899 (3)
Swazilani 524

3, Coppar

Zaire 472.5 (29)
Papua-N. Guinea 193.5 (15)
Zambia 756.5
Botswana 14.6
Mauritania 2.8

2. Wood (million cubic msters)

Ivory Coast 1.7 7)
Gahon 2.3 (10)
Nigeria 93.5
Sudan 33.4
Tanzania 33.0
Mali 28.6
{enya 25.4
Ethiopia 23.8
Zaire 12.0

D. Paosphatzs

Niger 5,000 (29)
Tozo 2,927 (9)
Ciribati 425
Senezal 1,555
E. Chrome
Madazascar 49.5
Sudan 13.0
F, Alumninum
Guinea 12,0565 (12)
Guyana 3,475 u)
Jamaica 11,736
3ierra Lezone 713

252
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Table III.3, continu=1
ACP 3ources for EC Critical Materials, 1978

Production (% of EC imports)
thousand metric tons

G. Pulp

Swazilaad 151
Kenya 15
Maiagasecar 5
4. Papzr

Kanya 43
Nigeria 13
Madazascar 5
Ethiopia 7
3udan 2
Zaire 2

I. Uraaiun (matric tons)

Niger 3700
33bon 1100

J. Manganese

G3bon 941.0
Gnana 128.6

Neaw York, 1931,

Source: Statistiecal Yearbook 1979/80, U.N.,
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W1at they producz and export is in small quantities or of commo-
ditiess tnat are not vital to thz EC. Ethiopia has a p2r capita
GNP of only $140. 1Its princziple exports are coffes ani cattle,

ani it receives o2aly $4.12 p=2r person in aid. Madagascar has 3

GNP of $350 and its primary 2xports are cloves, coffee, and va-

nilla. It receives 37.40 per p2rson under Lome II. Tanzania has

a par capita GNP of $280. It exports coff=e, cotton, and cloves

and receives less than 33 per parson in aid.

Thesas statistics pressnt a variesd picturez of EC aid. Some

nations are rich and still receive a large amouat of aid, wnile

som2 poor ones gat little aid. Ona conclusion is that need alone

is not tha sole ecriteria for allocating aid. Some evidence has

baen presaatzd to jemonstrate that a possible criteria is raw

material production and export. Again, the results are not uni-

form. Som2 large producers get little aid and some small produ-

cers get much. It is obvious that raw naterials are also not ths
sole criteria. The next gaction presents a more rigorous =2cono-

ary product relationship, emphasi-

matric analysis of the aid/prim

zing the low aorrelation bstwzen tha two.

IT. Regressions

An aconometric regression is an expression of the relation-
ship bstw22n one qepandent variable ani a gat of indepzndent or

explanatory variadbles. Basically, th2 equation demonstrates how
amuch of the variation of the dependent variable is explained by
na explanatory variables. In this paper, the re-

variation in t
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aressions formaliza the previous discussion and analysis. Vari-

ous parts of ths =2gquation and statisties from th2 eguation pro-

viie diffareat s2ts of information, more will be said about this

later.

Th= central guastion in this paper is: for a particular

country, to what degr22 dozs aid from the EC d2p2nd on that na-

tion's raw matarial production and export. Many other factors

antar into ths decision to provide foreign 3id to a nation, and

in what amounts. Thz most important is probadly tha level of

javelopnaat and nzed. A poorar couatry, in most cases, is liable2

to raczive more aid than a richar onz2. The2 statzd purpos2 of

the recipient aconomically. A

nost aii schames is to advance

gquantitative valu2 represeating the th2 level of jevelopm2at, and

thaerefore an approximation of nsed, is the level of industriali-

zation. Poorer nations are also genzsrally more agricultural.
uet (GNP) darived from the

The parcentage of 3ross national prod

remant of how jeveloped a na-

industrial sactor is a valid measu
tion is. Per capita GNP figures do not ajequately account for
uneven iistribution of w2alth, while industrial output provides
mores =2qually jistributed benefits, especially if the products are

sold abroai for sxport credits.
the amount of aid a nation

A s=cond factor tnat affects

- 232 w f‘ tbl‘.. x..u()n:)'l'ly. A ore Opon
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and thus must b2 able to both produza thosa g029ds and azquiras the
foreizn exchangz with which to purchasa imports. A mora opan
220n0My is more inter-depandent with asthar economnies, it buys
foreign goods with the earnings from its own sxports. Thes ratio
of exports to GNP is 3 quantifiadle 2xpression of opsnnass.

A particular factor charazteristic only to Europ2an aid
flows is wh2ther the recipient is or was a Frenzh zoloay.

France, unlike other imperialist nations, sought to integrats its

eolonies into a Franch way of life as much as possible. This

mzant 2xporting not only language and governmaat, but also czer-

tain political rights and monetary conditions. 1In many casas 3

native citizen of a French zolony could move to Francz and enjoy

all the rizhts and privileges of a native French citizea. Mone-

tary policy betw2en France and its colonies was also coordinated,

rasulting in a "Franc Zon2" in Africa of French colonies., Even

after indepzndencze and the formation of the EC, former French

anlonies have tended to be treated somaewhat more generously than

former Enzlish, Bzlgian, and Dutch z2olonies.[3] Tais factor is

aacouited for in the rezressions by the use of a dummy variable.

Anothar factor determining aid flows is how long the recipi-

ent has basn independent. All ties bstwezen colonized and coloni-

zar 40 not e2nd when a nation gains indepandence. Usually advis-

ors, corporatioans, and possibly military p2rsonnel, remain in the

country. Thesz ani other political and economic ties are

loos=2n=1 over tim2 as the nation "grows" in its indepzandencea,

of years of indepzndence. Therafore, this variable would bes 1



Table ITII.Y
Regrassioas*

Variables:

QTM®mOoO 0w

Depandent var. is ratio of Lomé aid to GNP
Constant

4 of GNP from the Industrial Sector

Ratio of exports to GNP (openness)

4 of Exports comprised of Strategic Materials
Dunmy variable for former French colonies
Reciprocal of years independent

Dagrees of freedom

Equation A

L. 9.06
(t-statistiz)
II.[a) 5.9
I11.[b] 7.70
IV.[e]l 4.39

v.[d]l 108.61

VI.[e]l 39.81

8 3 D g F G R-sq.

- .036 - .032 - .023 + .019 + .108 48 .039
(0.32) (2.51) (0.59) (0.9%) (0.41)

- .002 + .033 -.00005 +.019 + . 045 47 173
(0.02) (0.59) (2.85) (1.01) (0.18)

— .019 + .048 -,00004 +.019 + .008 u7 .228
(0.19) (0.88) (3.95) (1.06) (0.03)

639 + .045 - 034 28 . 340

“' 00"'5 + .0"'3 - e
(0.47) (0.57) (2.

(0.17) (1.43) (4.78)

19) (2.56) (0.23)

-58.73 -20.31 + . 409
(1.12) (0.7#)
5.20 -224.01 ug . 346

"’,7063 "19079 +15.17 +
(1,06) (3.45)

(1.65) (1.53) (1.58)

Notes:

[a] Absolute strategic export
Data on Nigeria omitted.

[(b] Absolute total exports substituted for percentage of
strategic exports,

[c] Absolute strategic
Data on following
Swaziland, Botswana,

Guinea,

s substituted for percantage,

Nigeria omitted.
ubstituted for percentage,
ted: Guinea,

Data o0

exports s
20 nations omit
Guinesa Bissau, Ganbia, Equitorial

Verde, Commoros, Sao Tome and

Lesotho, Cap2
Dominica, Grenada, St.

Seychzlles,

Principe, Djibuti
° I inidai ani Tobago, Gabon, Suriname,

Luzia, Kiribati, Tr
and Nigeria.
[41 papandent var
(el Dapendent var

total Lomé aid.

jable is ahsolute
Stabex aid only.

jable is ahsolute

¥see also Appzniix, p.55
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for a nation osnly 1 yzar old, and .045 for one 22 years old. The
chan3e over tims is exponential, representing an inereasing rate
of dszline in ties of association.

Finally, the factor of most concern is the amount of strate-
gic raw mnaterials produced and exportad by ta2 nation. "Raw ma-
tarials" in this cas2 are all noa-fusl minerals and non-food
agricultural products (e.3., matals, minerals, fibers, =2tec.).

Th2 most partinant expression of this factor is the absolute

amount of suzh 2xports, but th2 parcentage of raw material ex-

ports of all exports is also> important. Th2 first sxpresssas the

importance of a natioa's raw material exports to tnat of other

nations. The s=cond express2s the ralative importance of such

axports in terms of total exports.

Together these five variables detzsrmine, for the moast part,

the amount of aid a nation racaives. The variable b2ing ex-

plained 1is aid; more spacifically Lomé II aid ~llocated as of

1930, Simply using ahsolute valuas would not take the siz=z of

tha recipient's population and economy into accouat. Zaire and

Nigeria receive large sums of aid, but compared to th2ir popula-

tions and economies, the per capita figures are rather small.

Therefore, in some of the equations a ratio of aid to GNP is the

depzndent variable. This relation is simply an expraession of the

- 3
amouat of aid given for every dollar of output. Lome aid comes

in differant forms, Stabex goes spacifically for certain raw mna-

tarials production; and equation VI uses Stabex aid as its depen-

dent variadle.
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tor. Tn= five 2xplanatory variablass (or a variation of tham, as

axplainei in the notes to Table TII.4) ar=2 used throughout the

six esquations. The data in equations I, V, and VI is for 53 of

ths 55 ACP nations. Data on Tonga, Tuvalu, and the Solomon

Islands is omitted primarily bzcause statistics on thos2 nations

ar2 unavailable or insignificant an4 uareliavle. In =2quation IV

data on 32 of tae ACP nations is used. Thz excluded nations are

19 of the smallesst ACP raw material producars and exporters, the

2quation expressass 3 nations. Data on Nigeria is axcluded from

equations II, IILI, and IV. These equations use absolute figures

for export data, and Nigeria is suzh a najor African producer (it

exports 7 times the valu2 of its nearest African compa2titor,

Gabon), that including it would have skewad the results.
The data is a aross-saction as opposad to time saries. GNP

aad export data is from 1978 or 1979, depanding on availability
and raliability. Aid data is aid allocated under Lom2 II by
1930. A cross-section study is primarily a less complex ani

exhaustive approazh than a tims ssries study. A cross-section
also allows for greater variation in the jata studied-=53 indi-

s rathsr than 20 different years

t only 3ince 1978,

Wwith ths same coun-

vidual nation

try. In addition, Lome II has bzen in effec
raniering a tim2 saeries comparison irrelevent.
Tha important statistical information to look at in each
equation is the R-squared, tha g-statistic, ani thz sizn of the
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individual coafficients. The R-squared indicates how muzh of the
variation of the dependent variable is 2xplained by variation in
all thes explanatory variables--how w2ll the actual equation
"fits" the expected one. The t-statistic indicates the signifi-
canzce of th2 individual varia%®les. A higher t-statistic indi-
cates with more certainty that th2 variable is not statistically

equal to 0. The sign indicates positive or negative correlation

with tha depsndent variable. It would be expected that the vari-

ables representing the proportion of GNP from industry and the
reciprocal of th2 length of indep2andence would be negative; while

the remaining three (openness, exports, and dummy variable) would

b2 positive.
The rezressions shown in Table III.4 do not support the

thasis, but nor do they refute it. Tha main problem with the

equations is that the t-statistics indicate that most of the var-

iables are statistically nd different from 2. Therefore, they

explain very little about the levels of aid. The R-squares indi-

cate that only two equations (V and VI) explain any significant

amount of variation in aid levels. In aidition, the signs change

for a specific variable from equation to equation.

The variables for raw material exports (D) are statistically
significant in Equations II, I1I, and IV, but II and III have

acoefficients that indicate the effect from such exports on aid

flows is minimal. variable D in Equation IV is quite large, sig-
nalling that there may be some influence on aid flows, but the

correlation is negative. Only in Equations V and VI is the cor-
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relation positive, and then the t-statistic indicates they are
significant with 0% (V) and 50% (VI) certainty.

Equation I has no significant variables, the t-statistics
indicatz that none of them are statistically aay differant from

0. It also has a very low R-squared indicating that it ex-

plains very little of thz variation in aid levels. Th2 correla-

tion of threz variables is not as exp2cted. Opznness and level

of raw matarial exports are n2zatively correlated with aid lev-
els; in other words, th2 more opan an economy is, and the more

stratezic raw materials it exports--ths less aid it recsives.

This =2quation clearly shows nothing.

A more accuratzs determinate of aid levals is absolute
axports of raw materials, as us2d in Egquation II, instead of a

parcentage of total exports (data on Nigeria is omitted in this

ragrassion). The t-statisties of all but variable D (pzrecent of

stratezic raw materials) are unacceptable, and the coafficient

for D is minut2. The sign also indicates that exports of raw

materials is nesgatively correlated with aid levels, contrary to
the thasis of this papar. The R-squarad also indicates little of

tha variation is explained by this =quation.

Even considering all exports, not just strategic materials,
, and still the

the corrzlation is negative as in Equation III

Only the D variable again is ac-

t-statistics are unacceptable.
ceptable, and tha coefficient remains very small. The R-squared
is also too low to b2 aceaptable. Data o1 Nigeria is omitted in

this =quation.
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Onitting data for 19 of th=2 most insignificant ACP nations
also indicatzs a n=2zative corr=lation bzatw2en 2xports and aid

lavels., Th=2 countries left out hava the smallest economies and

geazrally produce very little. Equation IV therefore shows the

relationship batw2an the different variables for the more imnport-

ant ACP trading partners witn the EC. T-statistiecs for only

strat=gic exports aand the dummy variadble are aceaptable, aad in
this casa th2 cozfficient for raw material exports is not quite

s> small. But it is nezatively zorrelated as is industrializa-

tion.

Equations V and VI use ahsolutz valuas for aid data, inecluisz

iata on all ACP statess, and indicate corralations that correspond

with thos2 expacted in this papzr. Byt th2 t-statistics are too

low to accept, ths variadles could all be 2qual to 0. In doth

aguations industrialization is nagatively correlated

Op2nnass, too is nagatively aorralated, thouzh it is axpacted
that it would bz positive. Raw naterial exports and the dummy
variable ar2 both positively aorrelated. Th2 R-squares are more

azcaptable than for any sther Equations. But in both equations,

only indepandence is statistically jifferent from J.

Tha2s2 regrassions indicate little about the relationship
five variables and aid levels. The t-statistics for

uch too low to b2 azceptable, and waen thay

betw2an thes

ths most part are 7
are, the apafficient is S0 snall as to indicate little relation-
ship to varying aid flows. Adiitionally, the corralation bstw2en
raw naterial exports ani aid levels is negative in 4 out of 6

Ul
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casa2s, Other variables are czorrzslatz1 nezatively also whan it

would bz expected that and would be positive. Thas2 results 4o
not r=fute th2 th2sis of this papar, th2y 1o not indicate that

raw material producztion and export is 2ot a consideration by

the EC But thn=2y in no way support it.

Notes:

[1] Europ2an Communities. Office of Offieial Publications.
Analysis of Trade Bstw=en the EC and ACTP States. Luxembours:

1979.

[2] Absorptive capazity is an economy's ability to
affectively usad capital. A poor nation that lacks skilled per-
soanel and infrastructure might not be abdble to effectively uti-

lize large sums, no mattsr how poor it is.

[3] Frans A.M. Alting von Gzusau. The Lom3 Convention ani
a Naw Intarnational Economic Order. Leyden: A.W. Sijthoff, 1977.

p.170.
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Conclusion

a 0

Raw material exports is not a mnajor consideration of thz EC
in detsrmininzg aid flows to ACP nations. This papasr has arzu=4d
that the EC is in a precarious position regarding its sconomic
s2curity of supply for many primary commodities, yet the motive
is not strong enouzh to significantly affect 3id flows. Domestic
supplies of certain materials zontinu2 to dwindle, forcing the
ten nations of the EC to import increasingz amouats from all

sources. Th2 less developed nations of the world are playing a

greater role in th=2 supply of these materials than are the more

industrializ=1 nations.

The statistical data is not supportive of the assertion that

consideration of raw materials is important., Economic security

may play a part, but they by no means play a major part. At

bast the =vidence is circumstantial. Tha2se conclusions are drawn

on data and rezgressions that are, as all data is, limited in

their ability to reflect reality. How wesll can a figure (par

capita GNP) reflect a parson's standard of living? Data is often

inaccurate in portraying a certain picture at bast, or misleading

at worst. In this paper an attempt is maide to look into the

minds of government officials by axamining the results of their

collective astions. In addition, aid and exports are not th2

only ties betws2en the s2ts of nations exanined. The EC has pri-

vate investment in most ACP nations, aad the hosts in turn also

gsarve as marksts for EC goods. Relying totally on aid and raw

naterial data doss not necessarily portray an accurate picture of
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a conplex relationship.
Tha support for thz motivation of using aid as a means of
s2curing raw matesrial supplies is th2re, as is th2 mechanism to

15 so (Lom2 II), but the evidence does not support ths existence

of such bzhavior.
Th2 s=zcurity of raw materials suppli2s may not be important

for a numnbar of reasons. Given that the EC is dzpendent on for-

eign sources for raw matesrials, nhow important are thoss commodi-

ties in the first place? Europz is not as important a producer

of major durable zoods (ones that require large inputs of materi-

als) that it used to ba. Taiwaa, Korea, Brazil, and Nigeria are

only a handful of nations that are supplying the world's cars,
rafrigerators, and other inductrial goods in an inereasing ratz.
Suzh production takes advantaze of conditions in the newly-indus-

trialized couatries waere labor is che2ap and abunidant, and whare

2 n2ed for major export-esarning goods =xists. Th2 partici-

pants in the first industrial ravolution ares finding that they

can compat2 batter in hizh-technolozy and sarvice industries.
Computers raquire expartise and skill more than thay regquire

phaysical inputs. Sarvice industries like transportation, infor-

mation, and consulting also require few physical inputs, yat

utilize ths vast knowledge and skill being put out by schools and

businessas in the industrializ=d4 nations. Thz demand for raw

natarial inputs in the EC is not as important as it has bzen in

the past.
Daspite occasional szares ovar the scarcity of a commodity,
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there has yet to b2 a cas2 of any major matal "disappzaring",
Long before physical existznce of a conmodity is threatznsd, eco-
nomiz forces will have intervened to ration a 200d's usa to the
most effective purposes ani to provide incentive for recycling
and substitution. In addition, thz chances of a nation effac-
tively using raw materials as an economic w2apon are quite vari-

able, The Arab 2il embarzo is one successful examnple, bubt ths

OPZC nations controlled a large part of the market. Still

tn2 oil founi its way to embarzo=21 nark=ats. South Africa has

baen unider a rather sustainzsd oil embargo by OPEC, but has little

trouble finding a s2ller at some price.

Th2 EC may 3zive aid to the ACP nations for a numbar of

r=asons. Other economic considerations, along with political,

and military reasons play a part, as does simple nzed on th2 part

of the ATP nation. Some of ths considerations can b2 exaninadi

quantifiably, and some cannot. Awarensss of the Third World's

nlight of poverty and inequality has grown considerably in the

industrialized world in the past decade., Thz riss of the Group

of 77 in the Uaited Nations has baen tremeadous, providing voeal,
impatus toward more aquitable North/South relations.

if not real,

N22d alonz may b2 a major r2ason aid is given to the ACP nations.

Many poor nations have nothing substantial to offer the EC in

ratura for aid, ani yzt tha flows continuz,
Othar economiz considerations inzluie EZ investment in the

ACP nations, trade betwa2n the two, and energy issuss. Belgian,

Frenzh, Engzlish investmzat in Africa particularly is quite largze.
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Tne sp2cific multinational firms aave ample reassn and opportun-
ity to influenca their hom2 governments on aid flows. Infra-
structure developma2at benafits a firm just as much as it does the
recipient nation. Aid can b2 us2d directly or indirectly to h2lp
out these multinational firms. As ra2cent events in the nsws have
indicated, trade issues ars becomning increasingly important.

With a downturn in the world economy, nations are learning the
interdependent nature of trais. N> nation can hope to only sell,
and not buy, on th2 world markst. Oaly throuzh a balance of buy-

ing foreign goods and sz2lling domestic ones a%road can all na-

tions hope to remain economically healthy. Aid enables a nation

to both purchase exports and develop th2 industry nseded to earn

foreign exchange. Energy is also a conzern to industrialized

nations, espacially the EC. Aid may be providel to ACP nations

that h1ave actual or potential reserves of oil, natural gas, coal,

and uranium. Aid develops those sources and insures ths contin-

u2d produztion of existing operations.

Other coasiderations in aid flows are political. A nation

may s2e its interests threatenad by ths existence of hostile gov-

ernments or influences. Aid can be designsd to bolster both an

established governmeat against revolutionary forces and vice-

versa. Aid strenzthens a governmeat against hostile external

forces and fortifies it against internal threats.
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A\t thz 20aplz2tionn of tals papar 2n2 Fiial r2irassion was

T

Tt is sizaifizaat, 1ad ia1lieiatas a a23ativz 20rrala-

ayxaninz21.
ti>1 ba2tw221 3id 311 raw natarial 2¢ports., Ta2 lap2aiaat vari-
1»l2 i3 total ail uadzr Lond IT; th2 2xplanatory variadles ara
populatiosn, 2wports of raw natarials in absoluts terms, ani Gross

Danz2stiz Proiuzt.

R-sjuir=1

17.52 + 2.52(pan) - 2.025(=xp) + 2.007(GDP) 401

(5.43) (2.35) {2.15)

T12 r=23r23sion 27mpar2s variatioas in GDP, ponulation, aal

raw natarial exports to variations i1 aid flows. Th2 t-statis-

tizs indicatas that all th2 variadlas arz siznifizant, aad tns

R-squar21 s1ows that 433 of the variatiosn ia aid lavels i3 =2x-

slainz1 Hy this szt of faators. As population ani GDP risz so

£33 1723 31ii1. 3ut wi2n 2xports 5>f raw matarials 3o ud, ail
falls--20ntrary £o whab was axpa2tai. Waile the 232fFficiznt 1is
quites snall, it still indiieatzs zoanclusivzly that exports of nri-

mary praiuzts 3l ail lavels 35 a=2asural, arz2 n2zatively zorra-

latz1.

This final ragrassion leads 2ven gr2ataer w2izh

asnclusiona ti1at 2 23tion t13t 2xports raw nacarials will not

pana2iv2 morz2 2aid thaa o122 that d1o2s not 2xport raw natarials.
A nasioa that 2xports nrinary proiuzts may 2v21 72t l=23s 2il.

NDa2 possibility is that axports ar2 asrr2lated withr GDP 311 a

niznzr lavel of snaaoniz 12velopazat.
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