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THE IMPACT OF TRADE RESTRICTIONS IN EUROPE ON THE BANANA 
PRODUCING COUNTRIES OF LATIN AMERICA 

INTRODUCTION 

1. Concern now rises over bananas because there appears to be emerging In 
the: European market a set of polio les whose net effect would be to weaken ' 
Latin America's competitive standing. This is best exemplified by some of 
the changes proposed in the European Economic Community-Associated Overseas 
States (EEC-AOS) convention which still awaits signing and ratification» 

2* The magnitude of the problem and -the concern it generates can only be 
appreciated when viewed within the broader context of the structure of the 
world banana market and the new trends in these markets* For example, the 
per capita banana consumption trends in the United States and Canadian markets 
show signs of stability which tend to suggest that those markets have attained 
their highest levels in per capita terms. This is of cardinal importance 
because North America constitutes the largest single market. The portion of 
the European market that concerns us (EEC and United Kingdom), constitutes the 
second largest market area, with consumption showing a good growth rate. 

3» -The growth rate of the banana industry in Latin America is primarily a 
function of the growth rates of the North American and European markets «r.il 
is also a function of its share in these markets. Since recent and Impending 
developments in the latter market appear to jeopardize Latin America's share, 
this has generated fear that the magnitude of the repercussions may be such as 
to impair seriously the economic development programmes of several Latin 
American countries and thereby weaken their rates of economic growth. This 
is the essence of the problem discussed in this paper. 

I. TRADE RESTRICTIONS IN EUROPEAN MARKETS 

4. The general patterns that characterize the banana markets of the individual 
EEC countries and the special relationships with the overseas associated coun
tries are examined below. The net impact of these protective arrangements 
favouring special markets and discriminatory tariffs will be a considerably 
weakening of Latin America's historical position in the European market during 
the coming decade. 

1. The maintenance of protective arrangements in Italy and France 

(a) France 

5. The French market stands only second to West Germany in its importance 
among the EEC countries, the 1961 level of banana imports being 369*5 thousand 
metric tons. The annual per capita consumption has risen strongly in recent 
years, going from 5*3 to 8.1 kilos between 1935 and 196l.. However, there is 
every reason to believe there is still a margin for increases in per capita 
consumption, as current levels here are lower than those prevailing in the 
United States or West Germany. 
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6. A major characteristic of-this market is its exclusive dominance by the 
French territories of Martinique and Guadeloupe (65.6 per cent) with the 
African territories supplying the rest. Restrictive arrangements, implemented 
through a system of licences that regulate French imports have completely 
excluded the Latin American countries from sharing in this growing market. 

7. The average import price of US$177 per ton that prevailed in France in 
196l compares with US$120 and US$122 in the United States and Germany 
respectively. These price differences for bananas in these countries can 
only be explained by the fact that France's suppliers enjoy a preferential 
treatment that denies access to that special market to the low-cost producers 
of Latin America. It appears that distribution costs in France and Germany 
are, however, rather similar (about US$200 per ton) thereby resulting in a 
retail price level in France noticeably higher than in Germany (cçrapare for 
example, US$377 and US$330 per ton respectively). Since bananas have a high 
price elasticity, we can only conclude that such policies are: detrimental to 
the best interests of the French consuming public and of potential suppliers 
of France. An attempt is made later in this paper to quantify the "cost" of 
these policies in terms of restricted consumption. 

8. Currently the tariff rates prevailing in France are 20 per cent ad valorem 
on imports from third countries, (i.e., Latin America), as opposed to 13.0 per 
cent on imports from countries associated with the Community. However, these 
tariff rates are inoperative as determinants of sources of supply due to the 
licensing of imports referred to above. 

(b) Italy 

9. The Italian market, is characterized by a series of arrangements that have 
a very depressive impact on consumption levels of this product. The 1961 level 
of imports stood at 102.7 thousand metric tons. Although in percentage terms 
strong gains have occurred in-per capita consumption, having more than doubled 
between 1955 and 196l, the absolute levels of consumption remain so low (2.0 kilos 
in 1961) that even a further doubling would still leave Italy in the position of 
being the European country with the lowest per capita consumption of bananas. 
For example, consumption levels of 2.0 kilos in Italy compare with 5.7 in the 
Netherlands, 8.1 in France, 8.7 in West Germany, and 9.8 in the United States 
and Canada. 

10. Since the Italian market offers great potential scope for the expansion 
of demand for bananas it is important to analyze developments here rather 
closely. 

11. A first distinguishing feature of this market is the existence of a State 
monopoly which controls imports and the distribution of bananas on the Italian 
market. The effect of this is shown on the cost structure which rises from 
US$237.60 per ton c.i.f. Italy, to US$500.80 as the maximum wholesale price 
level, and-to US$640*00 as the maximum retail price level; 
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12. This very high marketing margin, combined with the •high price paid to 
Somali growers, results in Italy's retail prices being almost twice those 
prevailing in Germany and the United States. It is logical to conclude, 
therefore, that the very low per capita consumption previously observed in the 
Italian market is directly attributable to a price and cost structure which 
penalizes the consumer. 

lj. The second outstanding feature of this market is that practically all its 
supply sdurce is concentrated in Somalia, an associated EEC country. In •I96I', 
however,'other countries, mainly the Ivory Coast, and the French territories-;':n 

Guadeloupe and Martinique enjoyed rather limited shares of the market. : -̂  • ••>. • 

14. Worthy of note is the fact that the Latin American countries are completely-
shut Off from this market. It should be pointed out that attempts to date1by' 
Latin American governments, through normal diplomatic channels, to reverse or 
modify this policy have so far proven fruitless. 

15. A third feature of this market is the high prevailing tariff. In 1962, 
the tariff applicable to associated countries and territories (other than 
Somalia) was 25.2 per cent at the end of 1962 as against 31-2 per cent for third 
country imports, which category includes Latin American" countries. It should 
be noted that Somalia bananas are duty free in this market. 

16. It is important to note that Italy's imports in 1962 of approximately 
13,000 tons from associated territories (other than -Somalia) and 3>000 tons 
from French territories resulted from decisions of' the Council of the EEC. 
However, Italy's recent conclusion of a five-year agreement with Somalia with 
the intent of absorbing all its production, to be sold at higher prices than 
those in the world market, seriously jeapordize the prospects of Latin American 
producers of participating in any future growth in this market. 

17. The conclusion from this partial analysis of the.Italianimarket is that 
the historical exclusion of Latin America is liable to continue well into the 
foreseeable future, in the absence of any radical changes in policy. 

(c) West Germany 

18. A special protocol of the Treaty of Rome governs the operation of this 
single most important market in the EEC countries. The terms of this protocol 
are later discussed. The 1961 level of imports totalled 472.9 thousand metric 
tons. Annual per capita consumption trends have shown very strong growth 
increasing from 3.6 to 8.7 kilos between 1955 and 1961. This latter level 
still falls short of that in the United States but there is every reason to 
expect continued growth, though at a declining rate. 
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19. Cn the supply side, Imports derive almost entirely from Latin America 
which supplies about 95 per cent of this market. Of considerable significance 
is the wide distribution of suppliers in the German market. Thus, the 
countries affected in varying degrees by developments in this market include 
Ecuador, Colombia, the Dominican Republic, Guatemala, Honduras, Panama and 
Costa Rica to a lesser degree. 

20. The retail price of bananas in this market is estimated at US$330 per 
ton or Just about the lowest in Europe. This is to a large extent due to 
the more competitive prices paid for the imported product (which just about 
equal those of the United States) coupled with reasonable trade margins. 
Examination of the available evidence suggests that the strong growth in 
this market derives. from a set of policies which discriminate neither against. 
the producer nor against the consumer. It can only be concluded that the 
policies here have a positive effect on stimulating the demand for bananas. 

(d) Benelux 

21. Although quantitatively this market is only slightly larger than the 
Italian market, from the viewpoint of Latin American suppliers it is of 
considerable importance. The prevailing price structure, especially in the 
Netherlands, compares very favourably with the German market, and it is no 
wonder, therefore, that rapid per capita consumption gains have occurred 
here and that the current fairly high levels show signs of continued growth. 

22. Of interest is the fact that in spite of the tariff discrimination 
operating against Latin American bananas, a margin of about 15-16 per cent 
as opposed to the Congo imports which are duty free, the Latin American 
countries have been able to maintain a substantial share (approximately 
80 per cent) of this market. This may, however, be due to the very low 
quality of Congo bananas, as well as their high cost. 

II. EMERGING TRADE PATTERNS IN THE EUROPEAN MARKET 

23. The foregoing section presents a brief descriptive analysis of the 
individual markets. The emerging trade patterns which have their origin 
in the Treaty of Rome and later in the EEC-AOS convention, threaten to 
disrupt the historical supply relationships discussed above. Because these 
relationships are so heterogeneous, it is impossible to present a situation 
that is applicable.to all sections of the market. However, it has been 
attempted to point out the most significant elements of these developments. . 

1. The Treaty of Rome - Main elements 

24. The main elements of the Treaty that have special reference to tropical 
agricultural products include the following: 
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(a) Establishment of tariff differentials 

25. The Treaty envisages the three-stage formation of a customs union among 
members of the Conmunity with the gradual reduction of tariff duties and 
quantitative restrictions in the Community's internal trade, coupled with the 
gradual application of a common external tariff that should be fully operative 
at the end of the transition period, 1970. 

26. However, the Treaty embraces the idea of non-European States enjoying 
the status of associate membership in the Community. This status qualifies 
the associated territories - largely former territories of the EEC member 
States - to enjoy preferential treatment in their trade relationships 
with the Community. The result of this is the automatic placing of non-
associated territories or "third countries" at a disadvantageous trading 
position in relation to the EEC market through the operation of a tariff wall. 

27. With reference to bananas - the subject of our study - the Rome Treaty 
provides as follows: 

(1) The eventual establishment of a common external tariff at a 
rate of 20 per cent ad valorem. Thus, Latin American bananas 
will be subject to this tariff in all the member States. 

(2) The German Protocol: this establishes a special system governing 
the imports of bananas into the Federal Republic under which a 
duty-free quota is allocated to third countries with this quota 
subject to annual changes on the basis of a pre-established 
formula. 

2". Recent policies dealing with tropical products 

28. The pending signature and ratification of this EEC-ACS draft convention 
which at the time of writing has been further deferred - portend interesting 
changes that will affect trade in tropical crop products. The main features 
include: 

(a) A downward revision of tariffs 

29. This convention calls for the reduction of the common external tariff 
applicable to the more important tropical crop products. For example, 
the tariffs on coffee beans would be reduced from 16 to 9.6 per cent; 
cocoa from 9 to 5*4 "per cent, tea from 18 to 10.8 per cent, etc. However, 
from the viewpoint of the Latin American exporters of tropical products* 
the most important aspect of "these new trends is the Immediate abolition 
(upon entry into force of the convention)' of the charges and duties on 
Imports for such products originating in the associated countries, thus 
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eliminating the process of gradual reduction that had originally been 
envisaged in the Rome Treaty. Concurrently with the abolition of the duties 
on Imports from associated countries, the above-mentioned levels of duties 
established for imports from third countries will be applied, instead of the 
gradual approximation to the common external tariff envisaged in the Treaty. 
The reduction*1 -in the external tariff still fall far short of a Nigerian 
proposal for duty-free entry of tropical products, which proposal has obtained 
the powerful support of such countries as Brazil, India, Indonesia, Ghana 
and also the United States. Adequate consideration and decision on the 
Nigerian proposal are still pending. 

(b) The a!5'programme for the associated countries (AGS) 

30. Limited knowledge with/regard to the specific contents of the programme 
prevents "an exhaustive discussion of the subject. However, the programme 
seems to embrace a set of measures designed to assist development and 
diversification programmes in the associated territories and to support 
production of certain commodities. The member States are pledged to provide 
a sum totalling US$730 million of which US$620 million will be non-repayable. 
The balance is repayable on very easy Interest and time terms. The greatest 
portion of the funds is to be employed in economic and social Investments, and 
technical co-operation for which US$500 million is allocated. Diversification 
of production and stabilization of prices for tropical products (but not 
bananas) will absorb the rest (US$230 million)» However, it is reasonable 

to believe that much of the infra-structure resulting from the US$500 million 
In investments will favour the expansion of bananas as well as other tropical 
products in these areas. ''• *'•-'•• • j 

III. THE SPECIFIC IMPLICATIONS FOR BANANAS 

31. It is attempted, from all the divergent threads of a rather fluid situation, 
to deduce a pattern of what can loosely be termed the EEC: strategy in relation 
to bananas. The'picture that emerges is one of a worsening of the situation of 
the Latin American banana producers and of a treatment more discriminatory 
against bananas vis-à-vis other tropical products. 

32. The major weapons through which this strategy appears to be Implemented 
are as follows: 

1. Maintenance of sheltered access 

33* This refers particularly to the exclusion of Latin American bananas from 
the Italian and French markets. We discussed the present situation in an 
earlier part of the report. There is no indication to date of a softening of 
attitude which would Indicate a relaxation of the stiff barriers in these 
markets at any time in the foreseeable future. We attempt later in this 
paper to quantify the costs to Latin America of this principle of exclusion. 
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2. Discriminatory action speciali;;- aimed-at bananas 

34. Whereas other tropical crop products have received sympathetic considera
tion in the pending EEC-A03 draft convention, which will result in a reduction 
of the final level of the common external tariff, bananas have failed to 
qualify for a place among the tropical crops being favoured. 

35. Thus a high common external tariff of 20 per cent will place Latin American 
bananas in an unfavourable position. Available statistics do not permit us 
to be able to quantify the degree of the impact that this will have on 
Latin America's share for this market. The only tariff that might be 
lowered is in the Italian market where tariff rates of 31.2 per cent prevailed 
in I962. However, wë have already indicated that the tariff is inoperative 
because of the "no access policies'1 of the banana monopoly with regard to 
Latin American bananas. The same holds true for Prance. 

3. The ~rad.ua! erosion of Latin America's market share 

36. The point of maximum concern for Latin America arises from developing 
trends in the German and Benelux markets. We indicated earlier the vital 
importance of these two markets to Lat^n America and the results of our 
later attempts to quantify this impact confirms our suspicion that its 
magnitude is liable to be of a very high order. In the Benelux market, the 
impact of a widening differential in combination with other measures to 
improve AOS production is liable to have an increasing negative effect in 
Latin America's share. 

37« The concern that already exists in Latin America about the withering 
away of the German Protocol is not spuriously based but is already justified 
by recent developments. For example, in 1962 the gradual increase in the 
tariff toward the common external level of 20 per cent began when imports 
from third countries in excess of the duty-free quota were subject to a 
6 per cent duty. In that year the original quota was 353»000 tons, but the 
Council of the Community conceded an additional free duty allocation of 
130,000 tons. However, an even more significant development is the fact 
that Germany was required to purchase 7*000 tons from the associated States 
in 1962. Future pressure may be exerted with a view to getting this market 
to absorb a considerably increased level of supplies from the associated 
States in the immediate future. It must be noted that the proposed EEC-ACS 
draft convention does require member States to consult with the associated 
States prior to additional allocations to the duty-free quota for Germany. 
This decision-sharing mechanism can have strong adverse effects in Latin America. 

38. It is this lingering and realistic suspicion that this German Protocol 
may, as a result of a process of continuous pressure from member States, lose 
its protective value for the Latin American producer, that produces now an 
aura of concern in Latin America. 

39- The foregoing, coupled with the widening tariff differential in the 
Benelux market, can only spell for Latin America the onset of a new era 
of erosion of its share in the EEC countries. 

http://~rad.ua


Spec(63)26 
Page 12 

4. An expansion of production in the AOS countries 

40. One probable impact of the tariff will be to induce expanded banana 
cultivation in AOS countries. It seems logical that in the absence of any 
restrictions specifically denying the use of the EEC development funds for 
bananas, that we can expect that added resources will be diverted to expanded 
banana cultivation in these countries. These development aids will inevitably 
involve such infra-structure developments as roads and port facilities whinh 
will contribute to reduced transport and handling costs for bananas. The 
effect of all this might be, therefore, to further consolidate the oppor
tunities for the AOS countries to expande banana cultivation. 

41. The case of Somalia is sufficiently striking to warrant special attention 
even briefly. Here we have an instance of inconsistent économie aid and trade 
policies. On the one hand, substantial financial and technical assistance is 
being given to Somalia, both by Western Europe, the United States and Russia, 
which will improve the efficiency of production and marketing of bananas and 
diversify the economy. On the other hand, however, Somalia still benefits 
from a highly protective trade policy. The Italian State Banana Monopopoly 
assures Somalia's producers a sheltered market with the virtual exclusion of 
other suppliers. 

42. Prom the standpoint of potential Latin American suppliers to the Italian 
market, the case of Somalia is a perverse combination of economic aid and 
protectionist trade policy. 

5. The SEC market trends - a surar.ary and evaluation 

43. The divergent trends that characterize the EEC market represent strong 
danger signals for the Latin American countries dependent on bananas. 

44. A gradually increasing erosion can be expected of the share of the Latin 
American countries in the German and Benelux countries. This arises from the 
pressure exerted by other member States, largely Prance, to weaken the impact 
of the German protocol with a view to insure an increasing share for the 
Associated States. 

45. Furthermore, this policy is being reinforced by measures designed to 
maintain the "status of quarantine" that typifies Latin American bananas in 
the French and Italian markets. To this end, it is anticipated that financial 
assistance programmes will foster the increase of supplies in the Associated 
States. A coalescing of all these policies - which rest on the basis of 
disassociation of the prices of bananas in the specially favoured countries, 
from current world-market prices - could well affect the distribution of world-
banana production at a permanently higher cost to the European consumer. And 
therein lies the greatest danger of the policies being pursued by the Community 
with respect to bananas. The repercussions could well prove unhealthy, for the 
world-banana trade. 
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46. The analysis indicates that the crux of the banana problem lies in the 
existence of a network of policies which strongly constrict consumption and 
induce increases of production in the less-efficient producers. 

47. No decision with regard to policies that result in market sharing should 
be taken without bearing in mind the fact that Latin America's contribution 
to world-banana trade is due largely to its enormous backlog of research work 
to combat the enormous problems of banana production. Its work in disease 
control is well-known. This reservoir of experience and technological know-
how that exists in Latin America with respect to bananas constitutes a powerful 
asset to be acknowledged in world-banana trade circles. Emerging EEC policies 
clearly have not taken this into account. 

6. The United Kingdom market 

48. The import policies, present and contemplated in this important market 
are also clearly inimical to Latin America's interests. A clearly out-dated 
policy of discrimination against imports from dollar areas, combined with 
preferential tariff treatment of Commonwealth territories, has accounted for 
Latin America's practically complete exclusion from this market. Almost all 
supplies have originated from the British West Indies, Cameroun and the 
Canary Islands. Historically, Brazil has had a small share, with the Dominican 
Republic recently receiving a negligible allocation. 

49. Additional to this discriminatory action against dollar imports, a tariff 
rate of the order of 15 per cent prevails on Latin American imports. Having 
regard to the size of this marekt (i960 imports of 350 thousand metric tons 
just about equalled those of France), and the fact that consumption levels are 
rising (currently 7-0 kilos per capita per year), Latin America's exclusion 
takes on added importance. We attempt to quantify this loss of market in 
quantitative terms. 

50. The next section of this paper, therefore, treats with the costs of all 
these restrictions to the Latin American grower. 

IV. "COSTS" OF RESTRICTIVE ARRANGEMENTS IN MAJOR EUROPEAN MARKETS: 
ITALY, FRANCE AND THE UNITED KENODOM 

51. We have seen earlier that the policies of "protectionism" - protection of 
production in overseas associated countries - in certain European markets exert 
a negative impact on consumption. The consumption and share of the market 
foregone by the operation of these discriminatory practices implies a "cost" to 
Latin America in terms of revenues that could be obtained in the presence of a 
more competitive market structure. This hypothetical increment of exports -
otherwise termed the "cost" - has been roughly estimated on a very conservative 
basis for the Italian, French and United Kingdom markets. 
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52. The more important assumptions, on which the findings presented in Table 1 
are based, are as follows: 

(a) That there is duty-free access to, and an absence of quantitative 
restrictions, in the Italian, British and French markets. Latin American 
bananas would therefore have access to these markets and, therefore, an 
import unit value of $122 per ton can be assumed. This figure is the 
current price in Germany and parallels the United States price. 

. (b) That reasonable trade margins and taxes (other than import duties) 
prevail. A figure of $200 per ton was employed, which is similar to that 
prevailing in the German and French markets. 

(c) That the price elasticity of demand per bananas is unity. We have 
asserted previously that the demand for bananas is highly elastic with 
respect to price. Here, however, we take it as unity to show that even 
in this case the resulting hypothetical increases in consumption are 
significant both in volume and in value. The results, therefore, are the 
very minimal that can be expected. 

(d) That Latin America's share both on an incremental and total basis 
are 25* 50 and 75 per cent respectively. 

1. The findings 

53. The result of the static analysis shown in Table 1 are rather revealing. 
They show that consumption would increase considerably in the three markets -
France, Italy and the United Kingdom - by about 170,000 tons with an incremental 
value of $21 million. Latin America's share of this hypothetical additional 
consumption would be $5,$10 and $15.0 million on the basis of our assumptions 
about market shares. In terms of "total" costs, assuming various shares of 
the new hypothetical level cf consumption, it means annual "losses" to Latin 
American producers of $31, $62 and $93 million for the respective market share 
assumptions. 

54. Clearly, we are speaking of very high magnitudes in terms of "costs" of 
these policies to Latin America. Yet, as mentioned earlier, these "hypothetical 
costs" underestimate considerably the true magnitude of the problem in the 
light of the Italian situation. 

2. Projections of growth of the European banana market 

55. The foregoing section presented a static analysis of the situation. However, 
it is useful to get a rough approximation of the potential growth of the market 
in 1970, that is, to view the situation in dynamic terms. 
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56. The results of this attempt are shown in Tables 2 and 3. Table 3 merely 
shows the projected growth rates to 1970 for the individual markets. Table 2 
shows the projected levels of consumption under various assumptions of income 
elasticity for bananas, namely a high figure of 1.19 and a low figure of 0.7. 
Projections of growth rates of the EEC countries constituted the other assumptions. 

57. The results are interesting and indicate that on the basis of the high 
income elasticity assumption, consumption in the EEC countries is liable to rise 
from its 1961 level of 1,079 thousand tons to 1,608 thousand tons by 1970. 
This increased consumption, assuming an import unit value of $122 per ton could 
represent US$65 million. This represents a growth rate of 4.0 per cent annually 
for the EEC countries as a whole. The United Kingdom market would-have a 
slightly lower growth rate of 3.6 per cent. On the assumption of a lower income 
elasticity of 0.70, consumption in the EEC market would grow at an annual rate 
of 2.9 per cent, and the United Kingdom market at 2.1 per cent. 

58. The growth prospects, of the European markets are good and it--is-important 
to note tie cumulative effects over time of "opening" the restricted European 
markets. In Table 2 the hypothetical 1961 consumption (following relaxed 
restrictions in Italy, Prance, United Kingdom) has been subject to the growth 
and income elasticity assumptions mentioned earlier. Projected consumption in 
1970 (given ey=1.19) of 2,291 m.tons would be some 170,000 m. tons above the 
1970 consumption (2,121 m.tons) projected from actual consumption in 1961. The 
cumulative effects of lower consumption due to-market restrictions over a span 
of years would be a considerable loss to efficient-banana producers, especially 
in Latin America. 

3. Implications of European market structure for banana producing countries" 

59. The oUestioh arises at this stage of what set of policies can be initiated 
by the EEC countries so as to benefit all the banana producing countries. We 
have made a clear case that the policies, both in process and contemplated, 
tend to penalize the European consumer, and the Latin American producer. 

60. It is our considered judgement that the most appropriate set of policies 
should have as their objectives the fostering of the growth of the total banana', 
consumption pie in these countries. Our hypothetical assumptions indicate the 
expanded market demand that can be expected if the countries with restrictive 
measures could relax these measures. Thus, it is the deficiencies of the present 
market structure that lie at the core of the banana problem. Tariff policies 
play only a secondary role in this. The real issue is one of sheltered access 
and no access, where costs of production cease to be a guiding factor in production 
decisions. 
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61. We are fully conscious of the dependence of some of the associated States 
and territories on their earnings from bananas. This applies, for example, to 
Somalia,. Guadeloupe and Martinique. Whereas it may be logically argued that 
their short-run interests are best served by the present policies of the EEC 
community, yet it seems logical that any policies that constrict the consumption 
growth rate in these countries, will in the long run militate against the common 
interest of all banana producers. 

62. Thus it appears to us that a set of policies designed to stimulate healthy 
growth should have the following objectives: 

63. The raising of banana consumption levels: This should be achieved by the 
gradual liberalization of the banana trade, e.g., duty-free access to markets 
and dismantling preferential systems based on State monopolies or licensing 
arrangements. 

64. Raising the efficiency of banana production in the associated territories: 
Thus the current.practice of subsidizing inefficient production should be 
replaced by measures designed to lower production and marketing costs. Thus, 
development programmes of the countries receiving financial assistance from the 
EEC countries should emphasize production increases through productivity increases 
rather than by acreage expansion. 

.TV. ECONOMIC IMPACT OF RESTRICTIONS ON LATIN AMERICA -
THE CASE OF ECUADOR 

65. We have chosen Ecuador to illustrate briefly the impact of the European 
policies previously described in a Latin American country, because of the 
following reasons: Ecuador is the largest supplier" of bananas from Latin 
America to the EEC market. Its interests are therefore intimately linked with 
developments in that market. Secondly, the banana industry plays a dominant 
r8le in its economy. A brief description of general economic trends is in order 
so as to focus the situation. 

66. Ecuador's population has risen sharply during the past decade at a rate of 
3.1 per cent to reach a level of 4,3 million in i960 while per capita income 
that year stood at $165 (constant 1950 price). However, between 1950 and 196I, 
per capita income increased at an average annual rate of 1.6 per cent. This 
average rate, however,hides the fact that the rate prevailing in the recent. 
years was considerably lower (0.95 per cent) between 1955 and 1961 as compared 
to a rate of 2.2 per cent between 1950 and 1955. 

67. These changes are accounted for by the fact that Ecuador's economy.is 
extremely vulnerable to trends in international trade. Thus the adverse terms 
of trade characterizing coffee and cocoa - its leading exports in the early 
fifties - have had strong repercussions in recent years. This, coupled with 
increasing population growth rate, has resulted in per capita exports dropping 
from $36.6 in 1955 to $33.6 in i960, and $29.8 in 1961. This situation would 
have been considerably worse had it not been for the timely contribution of 
the banana industry. 
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68. Agriculture plays a dominant role in the economy of Ecuador. In I960 _ 
for example, the agricultural sector represented 36.3 per cent of Gross 
Nationsl Product employing, at the same time, more than 49 per cent of the 
economically active population. The production of bananas is in this sector, 
the single most important activity accounting for approximately 50 per cent 
of total agricltural output. Thus the banana industry gives employment to . 
substantial numbers of agricultural workers particularly in the coastal regions, 
contributing significantly to Gross National Product, and representing the most 
important source of foreign exchange revenue. 

69. Some of the more import nt relationships showing the role of bananas in the 
economy are shown in Table 4, for recent years beginning with 1956. . Total 
exports are almost exclusively the major source of foreign exchange receipts and 
95 per cent of all exports are constituted by agricultural exports. The 
magnitude of the contribution of bananas to the economy is shown in columns 6 
and 7. Bananas in 1961 represented 63.5 per cent of the total exports and 
51.6 per cent of the total foreign exchange receipts. 

70. Ecuador exported in i960 to the EEC, mainly to West Germany and the Benelux 
countries, approximately US$19 millions worth of bananas, which represented 
20 per cent of the country's total banana exports. Unfavourable developments 
in the important European markets tfould have a depressing effect on the whole 
Ecuadorian economy, both in terms of income and employment. 

1. Possible losses to latin America in selected EEC markets 

71. We have limited this exercise to two markets, namely Germany and Benelux, 
which at present represent the only EEC markets truly open to Latin American 
bananas-. We attempt here to quantify the meaning of the future application of 
the German protocol in accordance with the sliding formula proposed. We derived 
the possible losses of share that may arise and we use the prevailing market 
prices in Germany to express such possible losses on a value basis. The projections 
of demand in both markets were based on Table 2. We attempt also to project 
possible declines in the Benelux market, where loss of share may arise primarily 
from the impact of widening tariff differentials. 

72. The results shown in Table 5 are worthy of attention. Latin America's share 
of the German market could well decline from its 1961 level of 97 per cent to 
59 per cent by 1970 even with the maintenance of the protocol; and the cost of 
such a loss of share could by 1970 reach a figure of $32 million. If the protocol 
is weakened or abandoned the situation could be worse. In the Benelux market, 
the share could decline from 79 per cent in 1961 to 47 per cent in 1970, i.e., a 
loss of $5 million in the latter year due to a widening of the tariff differential 
from about 15 to 20 per cent. For both markets the 1970 loss of share could total 
$37 million on the basis of our assumptions. 
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2. Implication for Ecuador 

73 • In i960, Ecuador accounted for practically one half of the imports of 
West Germany and the Benelux markets. Thus an annual loss to Ecuador of the 
order of $18 million can be very substantial, especially when the annual losses 
of intervening years are viewed on a cummulative basis-. This amount just 
about equals the total investment budget for the agricultural sector of Ecuador 
in I96I. It should be noted, of course, that our hypothetical calculations in 
this regard only apply to two selected markets, and do not include the losses 
arising from exclusions in the other European markets. 

3. Conclusions of the study 

74-. This study provides evidence that the present structure of the European 
banana market is most unfavourable to the development of Latin America's 
banana industry. Although the emerging trends we describe are still in a 
fluid state, they appear to spell a worsening of the situation of Latin American 
producers to compete in this market. For purely illustrative purposes we have 
attempted to quantify the losses of income that could derive from these 
emerging trends under very conservative hypotheses and it appears that their 
impact could be of a high negative order. 

75- The crux of the banana problem lies in imperfections in the European banana 
market structure. The net effect of this is a considerable lowering of 
consumption levels and a total exclusion of efficient suppliers from some of 
the most important markets. Therefore the proper solution to the banana 
problem lies in the implementation of a new set of policies designed to 
stimulate consumption in these markets and to provide an adequate share of 
the resulting increases to the efficient suppliers. This in the long run, 
would, in our -judgment, serve the best common interests of all banana producing 
countries. 
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STATISTICAL APPENDIX 

C 



TABLE 1 

Hypothetical Increases in Banana Consumption and "Costs" to Latin America 
of Protectionism in Prance, Italy and the United Kingdom in l96l 

TO a 
a a 
IN) ON 

oui 
ON 

Hypothetical Levels of Banana Consumption and Total "Costs" 
to Latin America, l96l 

1961 Hypothetical 

Country 
Actual increase 

Consumption consumption 
(in thousand (in thousand 
metric tons) metric tons) 

consumption 
(in million 
US$) 

Incremental "Cost" to 
Latin America 

(in millions of US$) 

as a share of 
additional consumption 

iA 1/2 3A 

Hypothetical 
total 

consumption 
(in thousand 

tons) 

Total 
Value 
(in 

million 
US$) 

Total "Costs" to Latin America 
(in millions of US'iS) 

as a share of hypothetical 
total consumption 

iA 1/2 3A 

Prance 

Italy 

UK 

Source: OAS, 

366.6 

102.8 

373.3 

842.7 

Group to Prep: 

53.5 

51.1 

65.3 

169.9 

are a Plan for 

6.5 

6.2 

7.9 

20.6 

Action 

1.6 

1.6 

1.9 

5.1 

Concerning 

3.3 

3.1 

3.9 

10.3 

Banana Expc 

4.9 

M 
5.9 

15.5 

irts (Doc. 

420.1 

153.9 

438.6 

1.C12.6 

UP/a.27/9-lC). 

51.3 

18.9 

53.5 

123.7 

12.8 

4.7 

13.3 

3C.8 

25.6 

9.4 

26.7 

61.7 

38.4 

14.1 

40.1 

92.6 
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TABLE 2 

ACTUAL AND PROJECTED LEVELS OF BANANA CONSUMPTION IN EUROPEAN MARKET 
UNDER STATED ASSUMPTIONS 

(Thousands of metric tons) 

Countries 
Actual 1 9 7 0 Hypothetical 1 9 7 0 

Consumption Projected Consumption Consumption Projected Consump-
I 9 6 I Ey1 =1.19 Ey = 0.7 I 9 6 I Ey = 1.19 t ion 

Ey = 0.7 

C 

Belgium-Luxemburg 

France 

Italy 

Netherlands 

West Germany 

EEC 

United Kingdom 

Total 

68 

367 

103 

68 

473 

1,079 

373 

1,452 

95 

564 

177 

99 

673 

1,608 

513 

2,121 

83 

474 

141 

84 

650 

1,432 

450 

1,882 

68 

420 

154 

68 

473 

1,183 

439 

1,622 

95 

646 

265 

99 

673 

1,778 

513 

2,291 

83 

543 

212 

84 

650 

1,572 

450 

2,022 

1. Ey; stands for income elasticity 

Sources; OAS, Group to Prepare a Plan for Action Concerning Banana Exports, 
Documents UP/G.27/9-IO; The Chase Manhattan Bank, Report on Western Europe, 
No. 21; projected G.N.P. growth rates for the EEC. 

For hypothetical consumption of bananas in I96I for France, Italy and 
United Kingdom, see Table 1. 
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TABLE 3 

PROJECTIONS OP ANNUAL GROWTH RATES FOR BANANA CONSUMPTION 

(I962-I97O) 

Annual growth rates Annual growth rates. 
—Ge«ntr±es_ High Income Assumption Low Income Assumption 

(Ey = 1.19) (Ey = 0.7) 

Belgium-Luxemburg 

Prance 

Italy 

Netherlands 

West Germany 

EEC 

United Kingdom 

3-9# 

4.9* 

6.2# 

k.2% 

k.Ojf, 

4.0# 

3-6# 

2.3# 

2.9# 

3.6^ 

2.k% 

2A% 

2.9# 

2.1# 

Source: See Table 2. 



TABLE 1 

ECUADOR'S SHARE CP BANANA EXPORTS CN TOTAL FOREIGN EXCHANGE RECEIPTS» TOTAL EXPORTS** 
AND GROSS NATIONAL PRODUCT, l956-l96l 

(In million of CS dollars) 

Year 

(1) 

G.N.P.*** 

719.3 

767.7 

795.6 

833.3 -

9C1.8 

965.3 

(2) 
Total foreign 
exchange 
receipts 

129.7 

152.6 

147.6 

116.3 

151.9 

156.9 (P): 

(3) 

Total exports 

115.6 

132.6 

133.3 

140.5 

144.5 

127.3 

CO 
Bananas 

59.8 

69.0 

72.9 

89.7 

88.9 

80.9 

(5) 
Bananas as 
per cent of 

GNP 
(4/1) 100 

8.3 

10.0 

9.2 

10.8 

9.8 

8.4 

(6) 
Bananas as 
per cent of 

total receipts 
(4/2) 100 

46.1 

45.2 

49.4 

61.3 

58.5 

51.6 

(7) 
Bananas as 
per cent of 

total exports 
(4/3) 100 

51.7 

52.0 

54.7 

63.8 

61.5 

63.5 

1956 

1957 

1958 

1959 

i960 

1961 

* Exports of goods and services. 
** Refers to exports of bananas, cacao, coffee and rice and other minor Items. 
*** Yearly figures In national currency converted to dollars at the corresponding official 

selling exchange rates. 

(p) provisional 

Sources: IMP, Balance of Payments Yearbook, Vol. 13, and international Financial Statistics, Vol. XVI, No. 1, January 1963. 
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TABLE 5 

PROJECTED LCSS OF EARNINGS TO LATIN AMERICA DUE TO LIMITED ACCESS CLAUSES 

ft R> 
<B O 

ro ON 

ro 

G o r m a n M a r k e t B e 1 g . - L u x . M a r k e t 

Year 

10 11 

Actual and Protocol Difference Latin Value of Actual Expected Difference Latin Value of Total 
projected Quota» (l) - (2) America's Difference and Latin (6) - (7) America's Difference value 
Consumption share of (3)xl22/ton projected American share of (8)xl22/ton of dlff, 

market consumption Exports market (5)+(lC) 

(in thousands of metric tons) (2)i(l) % (millions 
of $ US) 

(in thousands of metric tons) (7)7(6) % (in million US$) 

1961 

1963 

1966 

1970 

473 

508 

561+ 

650 

460** 

358 

359 

385 

+ 

150 

205 

265 

97* 

10% 

63* 

•?% 

+ 

18 

25 

32 

68*** 

70 

76 

83 

54**» 

4e 

39 

39 

14 

30 

37 

44 

79* 

57* 

51* 

47* 

2 

4 

5 

5 

3 

22 

30 

37 

+ Category not applicable. 

* The quotas for 1963» 1966, 1970 have been computed in accordance with paragraphs 1-3» of the Banana Protocol to the Treaty 
of Rome. 

** Actual German imports from Latin America, duty free. 

Actual imports. •• • • 

Sources: QAS. Qroup to Prepare a Plan for Actioq Concerning Banana Exports, Documents UP/G.27/6, 9-10; the Chase Manhattan Bank, 
Report on Western Europe, No. 21. 
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