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On February lst 1975, nc rotiations were successfully completed

between the EBuropean Cowmnity and 46 African, Caribbean and

Pacific countries for a succeasor agreement to the Second Yaoundd
Convention of Association (signed in 1969 and in force until the
beginning of this year)e The new Convention was signed at Lomé,

in Togo, on February 28th; formal ratification by the various

countries should be compiate in early 1976, but the Convention's
provisions on trade, comrodity stabilisation and industrial cooperation
should enter into force later this year.

THE _LOMY_CONVENTION

This briefing will examine the most aignificant provisions of

the Convention, highlighting the changes from its predecessor, and
trace the extent to which they meet the recommendations of the Houae
of Commons Select Committee on Overseas Development in 19731 and
vhat they indicaté of Ccmmunity policy on development.

The_hackground

The 46 ACP countries c>nsist of former dependencies of Belgium,
France and Britain in Africa, the Caribbean and the Pacific, plus
o few other African states, emphasising the esasentially fAfrican
nature of the link. %They comprise:-

i) the nineteen coun:ries already associeted with the Community
under the Yaound¢ Convention (Burundi, Cameroon, Central African
Republic, Chad, Congo (Brazzaville), Dahomey, Gabon, Ivory Coast,
Nnadagascar, Mali, Mawritania, Mouritiug, Niger, Rwanda, Senegal,
Somalia, Upper Vc(lta, ‘Pogo, Zafre). .

ii) twwty-one Co-wmonv :alth countries - twelve in Africa (Kenyen,
Ugonda, Tanzania, Botrwana, Gambia, Ghana, Lesotho, Mnlawi, HNigeria,
Sierra Leone, Swazilarid, Zambia), six in the Caribbean (Bohamas,
Barbados, Grenada, 9w’ana, Jemaica, Trinidad & Tobago) and three

in the Pacific (Fij:, Tonga, WeStern Samoa).

1ii) six other Afric:.n stotes (Equatorial Guinea, Ethiopia, Guinea,
..inea-Riasayu, Liberia, Sudan). singola ond Mozambique will be
eligible to join the¢ Convention once they have become independent.

Countries in a depend-nt relationship with the Community are not
eligible to join the Convention until they attain independence.
Neverthelezs, the tr. e and aid provisions of the Convention do

cover them (for exampse, an additional 150m units of account hasg

bzen allocated to hhe dependencies under the export ctabilisation
scheme - see below). ‘“he 46 ACP countries vary widely in income
levelo: seventeen are .n the UN's lict of twenty-five least developed,
with per caput income f lecs than SlOO a year (1970 prices), while
some ~ Bahamas, Trin dad, Gabon - have per caput incomes above F900.
Some are rich in mine ulg (for example, Gabon, Mruritania, Zaftre,
Botswana, Nigeria, Zar bia, Cuyana, Jomaica, Trinidad) while others
have a very poor reso.rce base (Upper Volta, Dahomey, Rwandn, Lesotho,
Malawi, Barbados, Grerada). They are thuo almoot as heterogensous as
the whole group of de elopjng countries; almost, because they do not
include ony very larg:. very poor countries, such as India or Bangladech.

1 The_United Kingdom': Entry into Europe and ©conomic Relations with
Developing Countries. HMSO. 1973.
(o)
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They make up around 14 per cent of the population of the Third

vorld (excluding China) and cre the only independent developing
countries toward vhich the Community as such has o fully fledged
development policy encompassing both aid and trade (dependencies

of Community members are.treated very similarly and the Community
hos special trade cgreements with the ilediterranean countries -
Morocco, ..lgeria, Tunisia, lizlta, Cyprus, Tpain, Israel, Yugoslavia).

The terms
The Lomé Convention has six main headings or titles:

i)  Trade cooperation -

ii) Export earnings from commodities

iii) Industrial cooperation

iv) Financial and technical cooperation

év) Rotoblishment, services, payments and capital movement
vi) Institutions

The most significant clauses appear under the first two and the

fourth headings, and are examined in more detail below. The third
title coverc messures to stimulate the flow of Community technology,
capital and knowhow to the ACP (including the establishment of a
Centre for Industrinl Cecperation, to disseminate information) and

to promote JACP industrial products in Community markets. The fifth
title contains general and mutual guarantees of non-discrimim~tion

on the provision of services and most-favoured-nation treatment on
paynents and capital transoctions. The sixth title delines the
function and composition of the inatitutions (the Council of linisters
agsisted by the Committee of 'mbasscdors, & Consultative . asembly,

and a Court of irbitration). The fifth ond sixth titles are essentially
a repetition of titles three and four of the Second Yroundé Convention,
vhile the third title is a new one, reflectiny the more forcefully
expraased interest of the 'new' wembers of the ..CP in access to the
Community's resources of capitoel and industricl ckills.

Trade between the Community and the ACP

The Lomé Convention's general trade provisions are very similar to
those of the Ynoundé Convent%gp. There are three moin chonges, two
of which are significant.

A5 before, all monufactures and tropical agricultural products

exported by the ACP hove free access to Community markets, Common
Laricultural Policy products are imported free when Community rules

tat the time of importation' provide for import duties only. Otherwise -
vhere variable import l:vies are applied -~ the Convention undertakes

to accord ‘'‘more favourable treatment thon the general treatment
applicable to the same products orizinating in third countries to

which the most-favoured-nation clause opplies'. This provision will
also apply to any new products brought under CAP, and negotiations

on levy reductions for some products, such as rice, are proceeding.

But it ig much less than the ,.CP's demand for equality of treatment
with domestic CAP suppliers. Although CAP exports from the ACP group
as a vhole are only 455 of their totzl, for individucl Commonwealth
countries (eg Jamaica and Botswena) the proportions can be much higher.
The wording of the C.P provision ensures o preferential margin over
other foreisn suppliers, even though not free access. But unlike

the correaponding Yaoundé clause, 2 loophole is left for CAP produsts
from other develoning countries to be admitted oa equally good terms
under the Generalised Preference Scheme (GPS).

The new departures in the Convention are, first, the gpecific point

that 'reverse preferences' - reciprocal concessions on Community exports -

need not be extended by the ACP. This abandons the principle - largely
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& legal fistion - of a free trade crea on which the Yaoundé Convention
vas based. For the ACP, its importance lies mainly in the fact that
they are not likely to be excluded from the United States' GFS - a
significant consideration for the Caribbean.

Second, ACP countries moy ziva preferential treatment to other

developing countries over and sbove the terms of access extended to

the Community. This is an importont change in that trade among
developiny countries - whether or not formally linked in customs

unions or free-trade arecs - is now actively encouraged by the Convention.

The third important new deperture lies in the terms extended to suger
imports - in which India is included with the sCP. Sugar is the only
product to receive gpecific gurrantees of both price ond access. The
Convention provides for totol annucl imports of 1l.4m tons from the
ACP countries, for an-indefinite period- {although the -details of
1mp1ementat10n are to be reviewed after seven years); the price is
linksd to the ©7C support price for beet production - thus the 1975/6
price is equ1va1ent to some ‘1150 a long ton. Thus, within an overall
quota which will be stringently administered as between individual
countries, .\.CP sugar supplies ore receiving treatment similar io that
accorded to the Community's beet producers.

The Convention does not, therefore, substrntielly improve the terms of
access for ACP countries ower vwhat would hove been the cose if the
Yooundé Convention had simply been reviewed (although there hos been some
tidying up of onomclies). “nd there is now no reason in principle why
the same terms as are given to ..CP countries on C..P products should not,
through the OPS, be extended to other developing countries. But the
goal identified by the Select Committee as 'the most important for
ossocintes, essociables ond the rast of the Third “orld' - free access

to the TEC market - it not brought very much nearer by the terms of

the Convention.

Stnbilisntion of export revenue

An entirely novel fecture of the Lomé Convention is that contained in
title ii, nn export revenue stobilisation scheme - STABEX - covering
selected 4CP exports of roaw materials to the Comsunity. The list -

to be revised after onc year - features fresh bannas, cocon (beans,
p2ste and butter), coconut products {copra, coconuts, coconut 0il

ond oilcake), cofree (raw or roasted, extracts, egsences-and concentrates),
cotton (not carded or.combed, -and linters), groundnuts (shelled or
unghelled, 0il snd oilcake), rav Lides, skin and leather, iron (ore,
concentrxteg and roasted pyrltes), palm oil, and palm nut and kernel
products, rav sisal, tea and wood (in the roush, squared, or sawn
lengthwise “only). In any future revigions,  the Community intends to
oppose the inclusion of uny other minerals: iron ore was accepted 'solely
to encble overall agreement to be reached on the new Convention'. The
system applies to an ACP country's exports of one or more of these
commodities when these exports te all destinetions represent 25 par cent
cr rore of. totnl export carnirgs (in the’'ciss of the 34 leasé developed,
lnndlocked or island ~CP countries) or 7.5 per cent {for the remeining
countries).” In 'eertain special cases' ('at the moment' Burundi,
©thiopie, Guinea ~Bissau, Rwande and Swaziland) exports of the commodity
to 2ll destinations will be covered by the scheme,

The operation of the scheme is as follows., 4 base or 'reference! level

is get for each ..CP state, representing the average of its earnings

from exports of the individual product to the Community over the preceding
four years. If during a calendar yeor its earnings fall 7.5 per cent

or more below this reference level (2.5 per cent in the cese of the 34), the
ACP country can request interest-free loons from the special stabilisation
fund to cover or partly cower.the difference. The country will, however,
not be eligible for the funds if the fall in its ecrnings is due to its
omn trade policies. The STABEX loans are repayable over the five years
after their allocation, if the prices obtained exceed the prices at the
reference level and if the volume of their exports to the Community is

at least equal to that of the reference level; the amount of the
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repayment is to be equivolent to the referencelevel volume
multiplied by the difference between the reference and aciual
vrices., In fact most countries - the 34 mentioned above -
are not required to repay.

The significance of this scheme to the ACP countries is indicated
in the two tables below:

Table 1. Percentage of selected CP countries' total exports of
commodities covered by ST-BEX

Burugd'l 95 Congo 42
Gambia . 94 Tanznnial 41
Uganda 86 Vestirn Samoal 40
ghana 1 80 Togo 39
ﬂ;uritanla 73 Senega’ 35
L1be§ia1 71 - Dahompyi 34
Somalia . 71 Kenya
Chad?! 69 ] rafg;,msca:l 23
Ivory Coasti 67 Gabon 32
3wand% 65 Upper Voltal 30
Zudan 1 65 Niger 24
Central ..frican Rep.l §2 Halawil 24
Cameroon 61 Sierrc Leone - 15
Ethioylaial 31 Botswana 9
Tonga 30 Fiji 5
tinlil 16 Jamaical 2
Swaziland 3

1 Countries in the 'least developed', 'island! and 'landlocked’
lists.
Source: Telex ufrica

Table 2. Commodity imports from iACP countries of commodities
covered by STuB=X 1973 (million units of account )+

Fresh bananas 56.7 Groundnut oil 83.1
Cocoa beans 288.4 Bovine cattle leather 20.5
Cocoa butter 39.2 Iron ore 275.9
Cocoa paste 12.4 Palm oil 27.0
Copra : 8 Palm nut and kernel oil 20.7
Coconut @il . 6.7 P2lm nuts end kernels 32.0
Row coffee 350.% Sisal 27.9
Cotton not carded or combedl26.9 Sarm tropical wood 73.9
Shelled groundnuts 102.2 Tropical wood in the rough 440.1
Total

1 1 unit of account = £7.42 1,9684.7

Source: Telex ..frica
But the wide scope of the scheme - applying to total imports by the
ZEC of 1,985 million units of account - 2827 million - is in sharp
contrast to the small amount of finance available for it. The
maximum amount expendable in the first year of its operation will
be 90 million units of account (238 million) e+ a fifth of the
total + a woximum of 20 per cent of the next year’q allocation.
I7 the value of ST BTX products in 1975 goes down by 7.5 per cent
_on something like the 1973 level (the aversge will in fact be for
1971-1974), the whole of ST"BTX's funds for the year ill be utilised;
and a problem of rationing arises at some point.



“hen the Select Committee considered the prcp:ierl for an export
stabilisation scheme (at th~t time covering sugor, sroundnuts and
groundmit oil, cottdén, cocoa, ¢offec, brnanas ~nd copper)-no -
level of funds had been susgested. it could not thercfore pronounce
on the adequicy of the financinz. The point it roade moet strongly
wes that if the funds vere on concessionary terms - as they are -
thev represented an allocation of aid on 'new and somevhat arbitrary
criteria'. The )4 countries who are eliable for ST.BX funds on
a prant bLasis and at o lower percentage of exports do include all
the UM least developed in the :CP group: but they 2lso include
countries such as the Bahamas and Trinided whose claim to aid
fands is much less ~ .parent than thot of Kenya or %Zafre which are
not in the 34. The styoggeness of the allocation would, of course,
be more disturbing if the funds ocvailable were more significent.

The provision' for money

In contrast to the trade clauses, the aid provisions of the Lomé
Convention rcpresent ¢ worsening on the position under the Zecond
Yaoundé sgreement. Total {unds for 'financial and technical
coaperation! for the pericd of thc Convention will be 269 per
cent {at current prices) above the Yooundé II ollocation, while
the number of people covared hos risen by 24) per cent jo there
is a rice in funds per coput from 11.8% (24.95) to 12.75 (25.31)
units of nccount. But in purchasing power there will be n decline,
siven the repid inflation of recent years: the Lomé per caput
level is, in rerl terms, more tirn 40 per cent below the Yooundé IT
ficure. .

Toole 3. Comnositicn of Yooundé IT and Lomé commitments
(million units of account)

Yaounddé IT Lomé
Turopeaa Development rund 328 $,000
of which: gronts 748 2,100
special lcansg 80 430
risk capital 95
ST.ABIX - 375
Luropean Investment Bank lon~ns
(interest rate subsidised from
EDF grants) 90 390
Total 918 390

There are thirze new features in the operation of the nid programme.
TFirst, a specific proportion has been 2llocated to one sector - 10

per cent of all funds is to be reserved for financing ACP states!
'regional projects'. Yaoundé II made no sectoral cllocations,

merely stating that the'desirability of promoting regional cooperation
amoung sssociated States' be taken into occount in firancing projects
and prosrommes. i second chanje in detail allows for aid funds
'temporarily and on a diminishing scale' to be used for current costs.
The difficulty of covering the associated recurrent costs of
develonment projects can cause dictortions in develonment spending

(to capital works as agoinst maintenance) or moke othervise appropriate
programmes non-viable.

The third change is by far the most significant, although it is not

a consistent principle behind the Convention's aid programme. It
relates to the cllocetion of funds as beiwveen countries. Under Lomé -~
3 undor Yaoundd -  there will be no commitments of a specific sum



6

to o specific country over the period: receipts vall reflect the
individunl -CP country's ability to put up projects and programmes
which qunlify for the funds cwvoiloble. Inevitably the tetter

zndoved _countries _stand. to henefit,_the_worse endowed -.. f¢ - the.
poorest - stand to lose., The Select Committee expressed its

concern ~t this situation, arguing'that the best way to correct this is
through an iadicative, but fima plananing of the inter-country nllocation
of funds: the first critecracn for this allecation should be need:

and that the Commission should take more initiatives to help these
countries that have the gre~test difficulties in absorbing aid's,

The Lowmé Convention has moved towcrd thic view, in its provision

that 'special attention...be prid to the needs of the least develoned
uCP states so 25 to reduce the specafic cbstacles which impede their
develcoment and prevent them from taking full advanicge of the
onportunities offered by finzncicl and technical cooperation'. There
vaz no such provision in the Yaoundé Convention. The means of
implementing this 'specicl attention' hove yet to be defined.

The Conventicn and the Community‘'s develonmment policy

The Lomé Convention 1s the most siznificant, and comprehensave,
expression of the Com+wunity's policy toward developing countries.
Commission officials frequently refer to it as a !'laboratory!

although whether the results are thea o be applied to the Communaty's
relations with all developing countriez 15 o matter of debate. s

a prototype‘tho Tonvention has certuin features wvhach could vith
advnntage be more genexrnlly applied - concessionary iccess for some
coriculturel products, price and aquontity gucnrenntees for o competitive
commodity (sugor), the notion of export stobilisstion; institutions

to improve the marketing of industrial goods, the commitment to a
specific level of aid spendinz over s period of years. But is their
extension to non-ACP developinz countries likely - or fecsible? The
references in the Convention to the meintennce of the preferentizl
status of the CP signatories on access for C.LP products may still
preclude the offer of identical concessions to other developing
countries (but sce below). The depth and Juration of the sirussle
ovar quantity suaranices on susar meke it unlikely that other commodities
will receive similar treatment in the forseeable future. 3Ixtending
the same per caput level of ~2id to the “outh Lsicn countries zlone
vould bring the commitwent to 12,482 million units € account

(22,972 million) - eauivnlent, on an snnual basis, to ‘lmost three
quarters of totol net aid spending by the Community memters in 1973.

Since the Lomé Convention will be in force until 1980, its provisions

will affect the hopes of 'a general broadening of the Community's

policies in both trade and aid tovards the Third Uorld as a whole!,
expressed by the Select Committee.? But the Convention is nct the

only expression of the Community's policy on relations with the Third
Ylorld, and it does not prevent improvements in trade terr s and cid flows |
to non-.iCP developing countries. On the trade side tihe Convention does
not preclude the extension of the GPS to CAP products amd the trend

has been toward improvements in the scheme. Bilateral trade agreements
can also be the means of according special concessions on specific items -
although, at the most, these could only be equal to those accorded to

the aCP. On the nid side the South ..eien countriee stand to be the

m2jor beBaficiaries of the Community's food ~id programme (226 million
units of account - 294.2 million - in 1974/75) and will also receive funds
under the Cemmunity's contribution (250 million units of account -

2104 million-g0 far) to the UN “mergency Fuidd to help the countries most

1 Teport of the Select Committee, Paragraph 92,
2 Penart of the Select Committee., Poragraph 26,
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seriously affected by higher oil and foocd prices. In addition,
the Commission has recommended that 100 million units of sccount
{€42 million) be allocated for aid to non-iCP countries in 1976,

— -rising-t0--200- million--by-1980,-- Thus- Community -aid-commitments--to-- -
these countries could reach up to some 326 million units of account
(£136 million) in 1976: if the Community maintains its contribution
to the UN Bmergency Fund, then non-ACF countries could receive up
to 576 million units of account, or 2240 million. (Since some ACP
countries are also classified as 'most seriously affected', not nll
the 250 million units of account would in fact go to the non-iCP group.)
This ceiling compares with an averaze annual rate of commitments under
the Lomé Convention of 670 million units of account, or 228% million.
It could be argued that the rough balance of oid to associated nnd
non-associated countries, which Britain nnd the Netherlands hove been
seeking, is now possihble. But the 'even-handedness' is considering
a group of countries containing some 270 million people as equal to
another group containing 1,575 million, with no reflection of the
relative need of the two groups. It will still be necessary for the

*lateral nid programme of individunl Community members to counter
.ne distribution of the Community's collective programme.

.--=h 1975



