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Cocoa plays a dominant role in the economy of uhana
and as a result 1s usually referred to as the backbone of the
economy. It accounts for over two-thirds of the country's
exports and is the most important source of her foreign exchange,
with a population of seven million, Ghana is the world's largest
single cocoa producer supplying about one-third of total world
output. The crop contributes a bulk of the value of her
ayricultural exports and the economic prosperity of the whole

nation is directly geared to the level of cocoa prices.

whana provides an example of an underdeveloped
country which is exclusively dependent on one primary export
commodity. although she has made tremendous economic progress
(relative to other countries in west Africa) since independence
in 1957, like all less developed countries she is still
clamouring for more. But the post-war period has brought large
increases in cocoa production not only in Ghana but in other
producing countries as well. In spite of the fact that world
consumption has increased, stocks have accumulated and the

current price level is low,

The main objectives of this research are: (1) to
analyse the overall impact of cocoa in Ghana from 1900 to 1963;
(2) to test the applicability of certain hypotheses such as
that there is very little relationship between cocoa production

in Ghana and the prices received by producers; that cocoa



ii

exports are closely related to production; that prices in

the world market affect the demand for coeoa; (3) to analyse
the problems that this single-commodity economy has to

contend with and (4) to suggest methods by which these problems

could be overcome.

Chapter I is rather unique in the thesis. It deals
with some of the theoretical views that have been expressed
since the classical economists on the relationship between
export trade and economic development. The purpose of that
chapter is to lay a foundation for the practical analysis in

the succeeding chapters of cocoa - an agricultural export

commodity - on the economic development of a country. Chapter II

deals with the historical analysis from 1900 to 1963. The next
chapter i1s the core of the whole text; various contributions

of cocoa - loans, grants, education, investment, employment,
government revenue - are sketched. Chapter IV deals with the
problems from the interns ional and national aspects. Finally,
Chapter V attempts to solve these problems from three angles -

the international, regio 1 and national levels.

The writer has rawn from the works of others but most
of the analyses are origi al. Data was mainly obtained from
United Nations Publicatic s, Reports and other publications of
the Ghana Cocoa larketing Board, Cocoa Statistics by Bill and

Jufus Limited of London, frica uJigest and Statistical KReports
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from the United States Foreign Agricultural Service., But
being so far away from Ghana, the extent to which information
could be obtained from the government concerned has been small.
This has strongly inhibited the use of more statistical tables
and figures especially in Chapter III., However, this setback
was partially overcome by concentrating on those years for

which data is available.
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There are many people whose names nhave not been
mentioned personally but who gave considerable help in the

writing of this thesis. To them I offer my sincere thanks.

I would like to emphasize that the persons and
institutions mentioned above are in no way responsible for

most of the views expressed,












£XPORTs any THi THEORY OF LCONOKIC DEVLLOFMuNT

The view that export trade is an important means
of growth has always been subjected to widescale contention
by economists. This can be traced even before the classical

school of thought to the present emphasis on economic development.

The Classical Schooll believed that countries were
endowed with different factors, and as a result each country
should export the commodity which was produced with a high
proportion of the factor it possessed in abundance., This Law
of Comparative advantage? justified the investment of related
resources into the export industry as a means of raising

productivity and the National Income.

Adam Smith belonged to this school of thought and he
adduced that "trade widens the market, provides an outlet for
the surplus above domestic requirements, improves division of
labour, raises productivity....raises skill and dexterity of
workmen, enables them to enjoy increasing returns and economic

development."3 Hdis idea has been interpreted in terms of the

1 g, kyint, "lhe Classical Theory of International
Trade" (The kconomic Journal, Vol. LAVIII, sarch 1958), pp.
317-337.

_ 2 Gottfried mabaler, "International Trade and mconomic
Development™ (as quoted in G.i., iMeler "Leaaing Issues 1n Develop-
ment Lconomics™ 1964, k.Y.) p. 353.

3 Adam Smith, Wealth of Nations, Vol. I (Cannan (ed.)
1952, Chicago), p. 413.
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'export-drive' which formed the basis of British nineteenth
century Colonial Trade Policy. Under thissystem the colonies
were dependent upon commodity exports for maintaining their
external trade and economic relations with Britain. They were
specialized producing areas with financial, industrial and
managerial centres in ureat Britain, Plantations were owned
by their colonial masters who also controlled the total
revenue obtained from the sale of the commodities.¥ Large
profits were obtained because local labour costs were very
low, but the former accrued to the owners outside the colonies;
what the internal factors of production obtained directly from
the sale of the exports was the amount paid out to get the
commodities produced. Export revenue was therefore no
indication of the colonies' potential income. Thus they were
not in a position to import goods except those provided by the
foreigners to service the export sector or to satisfy their

own consumption needs., ?

John Stuart :ill also had great influence in the
establishment of GColonial Policy; he adduced that British

trade with her colonies should not be regarded as international

b i, myint, The wconomics of Ueveloping Countries

(London, 1964), p. 28.

> Ida Greaves, The Character of British Colonial
Trade (in Journal of Political kconomy, Vol., LAILI, February
19547, pp. 1-11.
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the world market price declines. WwWhen the Board incurs a loss

by fixing a buying price which turns out to be higher relative

to that at which they later sell in the world marxet, the loss is
usually transferred to the fund. Recently, total rescrves have
been decreasing; whereas in the begzinning of 190l it was

~G75 million,*” in 1963 it declined to £357 million.%%

(d) Research policy. The Loard gives financial assistance

to the rinistry of Agriculture toward cocoa rehabilitation and

the control of swollen shoot. The West African Cocoa kesearch
Institute also receives various zZrants in aid of research into

cocoa diseases and the cultivation of high yielding varieties. %Y

(e) Producer price policy. The price of £Gl1l2 introduced
in 1959 has been maintained during the succeeding years except
in 1963 when it dropped to -.;’;‘GllO.5O This takes into account
the producers' voluntary contribution of &22 per ton to the

current five year plan.5l From Uctober 1961, the farmers

47

Africa Digest, February 1961, Vol. III, Lo. 4,

p. 163,
L8 riarketing Board at work, op. cit., p. 17. This

decline could be due to the increased capital expenditure of

t he Ghana Government largely financed by the narketing Board.
9 africa Digest, February 1961, op. cit., p. 163.
50

Gill and Jufus, Cocoa Statistics, London 1964,

51 1963/64 -- 1969,70.
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the fifties during which production fluctuateu; however, from

a low of 211,000 in 1951 there was a rise during the succeeding
years until 1956, 2By 1959 the eiffects of early post-war
stimulants and the intensive spraying campaigns to combat

cocoa diseases began to show results. This marked the beginning

of the third phase,

Juring 1960, Ghana's production r iched a high of
432,000 long tons. Her share of world outp . increased from

thirty-seven percent.68 in the next year production dropped

by over 20,000 long tons to 410,00009 -- tih lowest since the
beginning of the sixties but high relative » the proauction
figures in the nineteen fifties. jJorld pro iction in 1963

was 2.7 percent hizher than the previous ye - (production
increased in almost all the major producing countries, except
prazil where severe weather conditions adve: ;ely affected
output, and in higeria where floods reduced production by
almost eight percent). Ghana, the world's irgest supplier,
produced four hundred and twenty-two thousa |, only ten
thousand short of her all-time record crop T 432,000 in

1960, 70

See Table II.II,
09 Cocoa Statistics, op. cit.

70 Ghana wconomic Survey, 1963, e _Cit., p. 18,
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Until five or six years ag;o the national yield
remained on the average 250,000 long tons; the many successful
scientific research and gpositive zovernment actions have
combined to raise yields -- so that the country's production
nore than doubled between 1957 and 1963.71 In spite of this
larze increase Gnana has not rcgained the position she had
earlier in the century. She is still the worlid's largest
single producer, but is currently producing some thirty-five

percent.

Responsiveness of Supply to Prices Received by Cocoa Producers

in “hana.
Response of Production to Price.

It is sometimes said that producers are more likely
to reduce rather than increase production when price rises,’?
Une response to a high price in Ghana is extension of production
in outlying rezions or the entry of new producers., The response
is more an expansion of acreaze than the increase of current
oroduction. This is partly because cocoa has long gestation

periods.73

7L production 1957 - 207,000; production 1962 -
422,000, Jocoa Statistics, op. cit.

72 This is exemplilied by the backward bending supply
curve which usually exists in under-developed countries,

73

About five to six vears.
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Figure IIL - 2 PRODUCTION RELATIVE TO
PRODUCER PRICE, 1938 — 1963
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FIGURE V-2 GHANA'S NET EXPORTS OF COCOA RELATIVE TO NET PRODUCTION 1912 —1962
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¥rance and Ireland.

United oStates 1s still one of the largest buyers
zbsorbing some twenty-four percent of cocoa exports from
&hana,84 in 1962 their purchases incrcased to thirty-two
percent but since then the odrevious figure has been maintained.85
western Germany and the nNetherlands are also large buyers
absorbing about eighteen and rifteen percent respectively.
The United £ingdom has been reducing her purchases siance the
late nineteen fifties -- for instance, whereas in 1958 she
bought 17.9 percent, in 195G she absorbed 15.32 percent and
by 1962 her percentage had declined to twelve. The demand
in Soviet Jnion is comparatively small, about four percent,
but it is likely that the rising standards of living together
with the large and increasing population, will make it a

potential market.gé

Increasing prospects are prevalent in
other centrally planned economies especiclly Poland and
czechoslovakia. Italy and Australia are also increasing their

5
intake of cocoa.S’

felationship of Purchases to rrice.

The Food and Agricultural Organisation maintains

8 . - )

A U.3. roreign Agriculture dJepartment, op. cit.
85 That is an average of twenty-four percent.

&6

vhana mconcomic Survey 1903, op. cit.

>
57 ipid.
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Figure VI-2 PURCHASES (OR IMPORTS)
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Thus the short run reaction oi both the United
States and the United Xingdom to changes in the selling price of
cocoa is purely arbitrary. i fall in price does not always

incrcase demand; a rise in price may not reduce demand.

The record high of import price in both the United
sningdom and the United States in 1954 was due to the bumper

cocoa price operating in the world market,
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cc .coa production -- they Irow the crop with such an enthusiasm
tnat it 1s difficult to interest them in other crops; the
revenue derived Ifrom cocoa exports is contributing to various
undertakings such as harbours, hospitals, universities and
first class roads; it is also one of the most important
domestic sources for the finance of development plans. 1 us
the rate of Ghana's economic development is closely tied o
the rate of cocoa production and on the extent to which

other countries can absorb cocoa products. Eut a heavy
dependence on a single crop is a weakness especially when
exports of the crop constitute a great bulk of total outy t
as 1is the case with Ghana. This defect has given rise to
various problems most of which will be considered in the

next chapter.
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FIGURE II - 4

COCOA STOCKS AS PERCENTAGE OF
GRINDINGS _1946 — 1963
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the railway stations or to the bhiz towns is so slow that the

beans start to decay.

Fluctuations in 3Bclance of iayvments: Ghana's
exclusive dependence on cocoa for sixty percent of her export
earnings makes her susceptible to fluctuations in the world
price of cocoa. althouzh the quantity of exports have increased,
uvhana's revenue has been declining because the price of cocoa
has fallen by Jorty-two percent over the past five years.26
'his instability in her balance of payments is one of the main
factors inhibiting Ghana's economic development. [he external
balance of the economy -- which determines the 1nternational
strength of her currency -- 1s so narrowly based on cocoa,
that any fall in cocoa prices puts a strain on the whole economy.
Ffor the past seven years, fluctuations in cocoa prices, coupled
with Ghana's expansionist policy has resulted in a decline in
her foreizn reserves., In 1956 as one of the most prosperous

dest African countries, Ghana's reserves were G200 million,

now they are only &£25 million, 27

In the current period, Ghana is suffering from a
continuing budget deficit and foreign exchange shortage. [his

is accentuated by tne fact that cocoa has not been bringing

26 Y . iy . 5 1 N 4~ .
Africa Digest, Uecenber 1903, op. cit.

27 Africa Digest, February 1965, Op. Cit,






the international account. Ghana's present unfavourable
external position nas resulted in stringent policies especially
of consumer imports. Already massive shortajes in the economy

are tending to reduce the standard of living.BO

Adverse wuffects of Board's 3tabilization Policy:
The use of a policy of stabilization may not always have the
best results in the whole economy. Sometimes stabilization of
prices may destabilize incomes, or stabilization of incomes
may decrease per capita incomes. Thus it 1s maintained that
price fluctuations due to chanzes in surply may serve to
stabllize producer incomes andany attempt to stabilize prices
in such conditions is to remove the compensatory factor and

to destabilize incomes.31

Bauer gives three criteria for a stabilization policy;
firstly, it should operate for a definite period in order to
prevent the unending accumulation of reserves; secondly, the
concept must be distinzuisned from other aims of public policy
such as compulsory saving and the raising of reven :; thirdly,
it should not neglect the role of ~rices in direct: ig resources

into production in accordance with changes in supply and demand.32

30 africa Uigest, February 1965, op. cit.
31 P.,T. Bauer, op. cit., p. 272.
32 Ibid.
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payment of low prices reduce the flow of private savings.
This retards the development of the habit of individual
saving and the growth of personal savings.35 However, Ghana
is a socialist country and the large scale centralization of

savings is in compliance with her political ambitions.

Incidence of 'Burden of Levelopment': 4t the current
period only part of the expenditure from the accuwnulated
surpluses benefit the producers directly. 4 large percentage
of their earnings provide funds for prestige expenditure of
the government. The Board nas now divided the total surpluses
into various funds and only part of the total is available

36

for price stabilization.

% fpid., p. 30k.

Ibid., p. 325.



















































Yirstly the manuifacture of chcoolate during which process
the whole of the cocoa bean is used, The second industry
involves separating the bean into butter ana caxe -- the
Cormer is sold to chocolate manufactures and tneobromine is

extracted from the cake.

The prospects of the first method are not too bright
pecause Ghana lacks power38 and would have to compete with the
developed manulacturing countries. Tne second netnod is
within Ghana's scope but a limitation 1s imposed by the
requirement of large supplies of water at a temperature of
57°F, A small amount of cocoa butter is being produced at

tne moment but more of this could be done.

diversification is basic for a solution of most of
tnhe problems, but it 1s a long run solution which requires a

lot of inspiration and guidance from the government.

8 .
E The successful operation of the Volta River
‘roject will reduce the severity of this problem.
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be more co-operative; at the same time national action to
secure new customers and to coutrol the volume of production

is imperative,
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APPENDIX

Some essential corrections of syntax.

1) PRiii - last line 'are! for 'is' ('data are!)

2) P.17 -~ Tirst line on page = 'ordercd! for iacquired! would

be more appropriate.
3) P.,76 - Second parazraph first sentence 'it! for 'they!.

4) P.l12 - Second paragraph "the tonnage of cocoa exports is
expecited to rise” ......

li '\
/‘N . .‘(W"v %

N, Hurwitz
Head, Dept. of Economics















