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TRADE LIBERALIZATION OF DOMESTICALLY PRODUCED GOODS

I.

INTRODUCTION

1.
Trade liberalization has been widely used as an economic tool for stimulating trade in the
economies. To this end, it has been adopted by most of the integration groupings in their
Treaties in the hope that it would be catalytic for not only expanding trade but for the
development of other areas of economic activities in the countries. Thus the countries of Eastern
and Southern African are in one way or another currently engaged in a trade liberalization
scheme be it at national, subregional or global level.

2.
At national level, these countries have unilaterally, widely adopted trade reforms entailing
liberalizing trade. These are undertaken within the context of IMF/World Bank sponsored
Structural Adjustment Programmes(SAPs) involving liberalizing imports and foreign exchange
regimes as well as reducing tariff and non-tariff barriers to trade. At the subregional level
integration groupings like the Common Market For Eastern and Southern Africa(COMESA) are

making attempts to free the movements of goods and services within the entire subregion by the
year 2000 through abolition of tariff and nontariff barriers. Finally, at the global level, countries
are increasingly under pressure to dismantle all trade barriers as dictated by the Final Act of the

recently concluded Uruguay Round of Multilateral Trade Negotiations.
3.
While Liberalization led reforms at national level should remove price distortions in the
country leading to better allocation of resources and greater development; subregional

liberalization enables countries to explore comparative advantages through trade within the

subregion in preparation for broader participation and integration within the context of the global
economy. This later case should be of greater concern to African countries especially at this
time where emerging trading pattern seem poised to marginalise the small and fragmented
markets characteristic of the region. It is already clear from the initial assessment of the results
of Uruguay Round and their implication on Africa's exporters that they face eminent erosion
of preferential benefits in the key products notably coffee and cocoa under some of the major
preferential schemes like the Lome Convention. The implication for this is that African countries
must strengthen closer trading links with each other in the context of subregional groupings like
COMESA to counteract these impending negative effects as well as exploiting scale economies,
as indeed other global trading blocs are doing.

4.

The subregional grouping of Eastern and Southern Africa is comprised of 25 countries

each belonging to one of the four main regional economic cooperation groupings.

As will be

examined later on in the paper, absence of coordination among these is likely to lead to
undermining each other. For the purpose of this analysis, these groupings have been identified
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to include: (a) the Common Market for Eastern and Southern Africa (COMESA), which until
December 1994, was known as Preferential Trade Area(PTA). This is the largest grouping in
the region with membership of 23 countries; (b) the Southern Africa Development Community
(SADC) comprising of 10 member countries; (c) the South African Custom Union with four
countries; (d) the Indian Ocean Commission with 5 countries.l/

5.
The analysis considers the whole region as a potential domestic market and domestically
produced goods refer to products produced in this broader region. Although each of these
groupings has a trade component in its agreement it is only COMESA that has so far clearly

spelled out in its treaty a protocol on rules of origin, thus, giving a clear definition of the
domestically produced goods. For this reason the paper bases its analysis on the definition of
domestic product as understood by the COMESA rules of origin.

6.
Common Market for Eastern and Southern Africa(COMESA) member countries have been
implementing trade liberalization schemes for the last twelve years. This scheme which aims at
gradual elimination of tariff and nontariff measures to intra-COMESA trade is expected to
culminate into a common market by the year 2000 by which time tariff would have reached the
zero tariff level between member states. Although achievements have been made in the
implementation of the liberalization schemes within the COMESA subregion which has brought
intra-PTA trade to 6% in 1992 as opposed to 5% in 1985 when it had just started, it still
represents a very low proportion of COMESA total trade to the world. There are various
reasons for this poor performance in addition to the policy induced problems like tariff and
nontariff measures.
These include; the nature of production structure which are mostly
uncomplimentary, debt burden, poor or lack of necessary infrastructures for trade etc. This
raises the issue as to what extent all these combined barriers are being addressed to enable
expansion of intra-COMESA trade.

7.
The purpose of this paper is to revisit the liberalization schemes in the Eastern and
Southern African countries with emphasis on COMESA scheme. The paper examines the issues
in the implementation of COMESA liberalization scheme with a view to proposing measures of
enhancing the expansion of intra-group trade in domestically produced goods. Following the
introductory chapter, the next chapter examines the background to the liberalization initiatives
in the subregion briefly restating the justification for liberalizing domestically produced goods
and the means of achieving it. In tackling the topic of this nature, it is inevitable that all those
facilitation instruments that allow smooth functioning of the scheme should be focused on to
gauge their overall impact. It is in this light that the analysis goes beyond a mere examination
of the removal of tariff and nontariff barriers to briefly describe the current facilitation
mechanisms. The analysis of the performance of intra-COMESA trade forms the conclusion of
this Chapter. The third Chapter examines the various constraints that have rendered the scheme

1/ Madagscar, Mauritius, Seychelles, the Comoros and France.
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ineffective and followed by proposals for feasible measures that are likely to generate tangible
results in Chapter IV. The paper then ends with conclusions and recommendations in Chapter
IV.

II

PROMOTING TRADE IN DOMESTICALLY PRODUCED GOODS: ITS RATIONALE

AND MEANS OF ITS ACHIEVEMENT.

A.

The Rationale for Promoting Domestically Produced Goods

1.

Coping with the (jjnfcal Challenges.

8.
Greater challenges posed by increased regionalism worldwide have had impetus on
African countries to strive for regional cooperation. It is such vision that inspired the major
regional strategies including the Lagos Plan of Action and Final Act, the Abuja Treaty
Establishing the African Economic Community and at sectoral level the Strategies for
Revitalization, Recovery, and Growth of Africa's Trade in the 1990s and Beyond. In all these,
trade sector has been widely considered pivotal in stimulating development in all other sectors
of the economies besides its catalytic role in accelerating regional integration and growth. The
key instrument for promoting trade cooperation is usually trade liberalization for obvious reasons
including that of improved efficiency that would be derived through competition. Within this
context, and in response to the LPA, the Final Act and the Abuja Treaty, several subregional
Economic Cooperation Groupings have been established 21 on the continent.
9.
Subregional cooperation
is essentially imperative in the current global trading
environment where global regional trading blocs seem to be the rule rather than the exception.
Increased trend towards consolidating regional trading blocs in recent years is well exemplified
by the European Union, the American Free Trade Area and The Association of South East Asian
Nations (ASEAN). Regionalism in trade is no longer looked upon with detest but with positive
perspective mat it could facilitate global liberalization. The key instrument used in all these
bodies has been to strive towards lifting all impediments to the movements of goods and services
within their common borders. This is done to realise higher growth within each region through
trade. Hence, it would appear unfortunate for COMESA subregion if it were to throw away the
benefits of liberalizing its economic space when other regions are striving to achieve it.
2.

Creating Viable Markets

10.
Many African countries adopted inward oriented economic strategies immediately after
independence which could hardly prepare them to face global competitiveness. These policies
were characterized by the use of heavy tariff and nontariff barriers intended not only as a fiscal

2/ ECOWAs, PTA, ECCAS, SADC, CEAO, UDEAC
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measure for getting the much needed revenue and conserving the scarce foreign exchanges, but
also as a deliberate policy intended to protect their fragile economies to open competitive trading
environment. Countries were also driven by the strong desire to build their own industrial base
through import substitution strategy in hope that it would serve as a spring board to

industrialization. Such a stance became the accepted development strategy for most part of 1970s
and mid- 1980s. The resultant consequence were the well publicised economic crisis of the
1980s which was compounded by severe external shocks including the deterioration in
commodity prices of export interest to African countries.

Domestic industries which were

heavily dependent on components of foreign inputs suffered from capacity under utilization due
to their inability to purchase the appropriate inputs. Moreover, there was also the limitations
imposed by the small size of national markets which undermined the import substitution
industries from realising ttje economies of scale. AH these fectors gave impetus for African
countries to seriously seek for internal solution to their problem by pursuing a strategy of closer
subregional cooperation.

11.

Subregional cooperation in almost all economic activities has increasingly become a major

strategic approach for better allocation of scarce resources which is also supported by empirical

data. Enlarged market resulting from economic integration make it possible for each member
to operate efficiently by overcoming the functional losses m allocative, administrative and

transaction costs associated with small market size and market distortions and barriers to
movement of productive factors and goods and services of a protected market. Furthermore, it

allows for capacity to exploit scale gains from investments from large cost saving realised as a

result of regionally coordinated investment development in heavy industries.

12.
Cooperation through trade liberalization is also beneficial to private sector since national
economic structures would be rationalised resulting in expanded trade with sound output as well

as rationalised investment flows and integrated production to achieve the economies of scales.

On the other hand scale gains would occur from public savings as a result of rationalising heavy
public investments in physical^ifflfrastructures like power generations, transportation networks and

other communication systems a&weil as institutions like educational facilities. In effect countries

would be able to diversify their economies and overcome the heavy reliance on exporting few
products on international market which has so far marginalized many of them economically.
This way they would individually and collectively strengthen their competitive edge vis-a-vis
other countries of the world.

B-

Current Instruments for Promoting trade in Domestically Produced

13.
There are four major economic cooperation groupings within the Eastern and Southern
African region with trade component, Thesjs are, <?GMESA, SADC, SACU and IOM. Each

one has specific mandate but all emphasise trade cooperation. Each has distinctive structure
based on the circumstance of its creation. For instance, PTA was established within the overall
perspective of regional strategy represented by the LPji and the Final Act, which envisaged
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creating continent-wide groupings. Others like SACU and SADC were borne out of the
geopolitical needs of the time. The nature of trade cooperation in some of these will be briefly
discussed in the following sections but the paper bases its analysis on COMESA.

14.
Various subregional groupings are currently operating with overlapping objectives and
programmes, this is a source of logistical problems and dispersion of divided loyalties among the
member states of the subregion.
The transformation of SADC, into a full development
community in 1993, is a case in point.
SADC moved away from the project cooperation to
deeper economic cooperation and integration and is now busy formulating its programme for the
liberalization and development of intra-group trade. Many areas of duplications in the key
sectors of economy including trade, agriculture, industry and transport are found to exist between
the two institutions.!/ The existence of common programmes would not give rise to fear if the
principle of complementarity was applied. This would mean that joint programming and
implementation of the common programmes by the two institutions are carried out. Some
initiatives by the decision making organs of the two institutions have been made in recent years
to try and find ways of reaching a harmonized and rationalised approach to their subregional
economic cooperation in general and trade liberalization programmes in particular. They have
yet to reach a compromise.

15.
Another group causing similar problems due to divided loyalties is SACU. Although this
is one of the longest established integration Union in the region, two of its member States;

Lesotho and Swaziland are concurrently member states of COMESA. Such status, prevent them
from extending preferential tariff rates to other PTA countries. They have managed to remain
within PTA legal bindings through derogations embodied in the protocols to the PTA Treaty.
They were initially given five years transition period which has already been extended to another
five years. This leaves the issue of reconciling their membership to the two institutions
unresolved.

16.
Although the Abuja and the COMESA Treaties recognise the inevitability of having sub
groups operating symbiotically within a broader grouping like COMESA, it is imperative that
a way to be found in complementarity to avoid wasteful use of subregional resources is found.
1,

Trade Liberalization in the Common Market for Eastern and Southern Africa(COMESA^

17.
The PTA Treaty signed in June 1982 had the objective of promoting cooperation and
development in all fields of activities including trade, customs, industry, monetary affairs etc.
Trade promotion became a priority area for stimulating this cooperation. Consequently, a good
number of protocols deal with trade in general and trade liberalization measures in particular.

2/ See PTA,

PTA/SADC Merger an agenda for the future. December 1992, Lusaka.
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PTA gave herself a ten year period within which to transform the preferential trade area into a
common market with a common external tariff and thereafter an Economic Community.
18.
One of these objectives was realised in December 1994 when the Treaty establishing the
Common Market for Eastern and Southern Africa(COMESA) came into force after its ratification
by 12 states. COMESA was launched not because they had established a common external tariff
as implied by the common market but rather on the conviction that economic integration process
had reached a stage of maturity allowing for further step during which issues of the subregion
would be accorded the priority they deserve.4/
19.
The main instruments for trade promotion include: (a) gradual reduction and eventual
elimination of tariffs and non-tariff barriers to trade conducted among member states, (b)
facilitating intra-subregional trade by simplifying and harmonizing trade procedures and
documents, (c) establishing common rules of origin with respect to products that shall be eligible
for preferential treatment, (d) establishing multilateral clearing and payments arrangements (d)
promulgating regulations for facilitating transit trade (e) Promoting the exchange of information
among chambers of commerce and organisations and associations of business operators. Since
the establishment of PTA, the extent of implementation of each of these has varied. In most
cases achievements has been hampered by various constraints.
20.
Gradual reduction and eventual elimination of tariffs and non-tariff barriers: PTA
mechanism for trade liberalization envisaged gradual and eventual elimination of tariff and non
tariff barriers to trade amongst member states as embodied in the provisions of the Treaty,
Article 12 and its other relevant protocols. The central element in the scheme is the protocol on
the rules of origin which provides a definition of goods for which preferential treatment is to be
extended. The provision of the COMESA rule of origin has undergone a series of amendments
designed to satisfy member states. Because of its significance to the preferential scheme it is

pertinent to briefly explain how its amendments have evolved. The rule of origin has three main
elements; the consignment condition, the ownership and the management conditions. The
management and the ownership have always evoked up some resentments among member states.
The original provisions under rule 2 stipulates that for goods to qualify for PTA preferential
treatment, they must originate from enterprises with 51% national equity holding and majority
management. This was considered too stringent and restrictive when the Treaty entered into
force in 1982 forcing the Authority to direct its revision and suspend its application. Indeed at
the time many member states were too heavily dependent on foreign skills and technology to
make much sense out of it. Pending the results of a study commissioned by the PTA Authority

4/ PTA Secreteriat
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to rationalise the rule of origin, member states were supposed to use a sliding scale preferential
treatment with a formula .5/

21.
In January 1992, the PTA Authority decided to delete the rule with respect to majority
national equity holding and local management from the Treaty in order to facilitate greater intra PTA preferential trade and investment. To qualify under PTA rules of origin, the proportion
of nation equity holding and local management no longer count. What matters is that a product
is wholly produced within PTA Subregion cost insurance and freight(CIF), the value of imported
raw materials from outside the PTA should not exceed 60% of total cost of materials used or else
the value added should be above 45 percent of ex-factory cost.

22.
With these amendments to the Rule of Origin, it is presumed to have been streamlined
and relatively liberal to encourage intra-COMESA trade and investments. The summary of the
current provisions under the rule of origin are given under table 1 in the Annex.
Notwithstanding such amendments, some reservations are harboured among the business
community towards the relaxation of the origin provisions. In any case the rule of origin
provisions have to take into consideration the largely weak economies of the subregion. Tljose
economies have less capacity to export products with high degree of added value or national
input and thus they would find it very stringent. One way is to apply the cumulative nature of
value added taking value added of neighbouring countries or member states as one national value
added as is the case within the provisions under Lome IV Convention. There is need for a
special study to see how far the rule of origin advance liberalization scheme particularly in the
face of increasing globalization in production and trade.

23.
The Common List, subjected to rule of origin, was also abolished in January 1993
because of its restrictive tendencies towards intra-PTA trade as many commodities were excluded
from the List. For instance at the time of its abolition, only 769 commodities could qualify .£/
Besides, the exercise of compiling it was found to be costly and cumbersome.
With the
abolition of the Common List all commodities produced and traded in the PTA subregion could
enjoy preferential treatment provided they qualify under one of the criteria of the PTA rule of
Origin.

1/

51% or over:
equity local holding to be entitled 100% preferential treatment.

41-50%
30-49%

-

would be entitled to 60%
would be entitled 30%

-

6/ PTA, Trade LifreraJJT'rfltifln Facility and Promotion in the PTA Progress Achieved 19821994. 1994, Lusaka, p. 5
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24.
Implementation of the preferential provisions have not gone as smoothly as anticipated
considering that member states initially assumed that within the ten year period all barriers to
trade would have been eliminated. Failing to realise this, they undertook to revise the timetable.
Thus, the Authority decided to implement the 10% tariff cuts biannually starting with 1993
instead of annually as originally provided.
25.
Meanwhile member states had been expected to have all published the mandatory 60%
tariff reduction rates for 1993. However, by the last Authority meeting in December 1994, only
six countries!/ had actually complied, a mere third of the PTA membership. By October
1996, member states should apply 80 percent tariff cuts to enable them meet the 100% target
by the year 2000. However such prospects seem far ambitious given their record so far.
Ethiopia, Djibouti, Mozambique and Rwanda are some of the countries facing problems in
publishing the tariff reduction laws. Angola's and Mozambique's derogation from publishing
PTA tariffs had ended in 1993 and 1994 respectively and they were asked to publish their 70%
reduction in tarirTs.fi/ Swaziland and Lesotho both members of SACU have yet to complete
negotiations with their fellow members on the question of tariff reductions which further
undermines the overall impact of programme of tariff reduction.

26.
By coincidence almost all COMESA member states are implementing economic reform
programmes within the IMF/World Bank sponsored SAPs. One of the main conditionalities
attached to such programmes is to liberalize trade including the rationalisation and overall
reduction of tariffs. There is reportedly some improvement in the magnitude of tariff ratios for
a number of countries in the region. For instance it has been reported that Kenya reduced her
maximum rates from 170% to 60%, Rwanda from 270% to 100% and Tanzania from 120% to
40% Zambia from 150% to 100%, Zimbabwe from 35% to 3O%2/.
27.
Notwithstanding such impressive tariff cuts, the ratios of tariff reduction have to be
looked at in conjunction with many other factors that influence the overall level of protection or
restriction (a) some countries might have reduced their tariffs but not relaxed non tariff measures
like foreign exchange restrictions. This neutralize the overall effect of tariff reduction, (b) the
level at which each country starts her mandatory reduction also matters; given that some
countries as noted above have lowered their overall average tariffs more than others. Thus in
the face of these varying national rates, effect of tariff reduction can only be achieved when all
countries reach zero tariff level for COMESA goods.

7/ These are: Burundi, Kenya, Mauritius, Sudan, Zambia and Zimbabwe.

8/ COMESA, Report of the First Meeting ftf tfnc Intergoverpftiffotal CoJIUWttee, December,
1994, p. 4, Lilongwe.
2/ World Bank, Atfiustment in Africa Reforms,. Results and the Road Ahead. 1994, p.74
N.Y. Oxford Press.
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28.
Meanwhile nontariff barriers seem to pose some serious constraint to trade. Countries
of the subregion deploy diverse range of nontariff measures which are not only difficult to define
because of their lack of transparency but also their inherent restrictive impact to intra-subregional
trade. Some of these are fiscal or quantitative while others require monitoring mechanisms. A
partial list of possible range of instruments that can be classified under non-tariff measures is
given under Annex table 2. Because of their opacity it is difficult to gauge their restrictive
impact. For example, " The restrictive impact of deliberately complicated customs valuations
procedures cannot be easily added to that of price surveillance or an import quota"lQ/. By
coincidence, the onset of open market in most countries many of the restrictions that used to be
associated with foreign exchange allocations are being phased out nevertheless, some countries
still occasionally introduce these measures.

2.

The Potential Tmpact of Trade Facilitation Measures

29.
Trade liberalization is only one component of trade promotion, notwithstanding an
important one. It is equally important to provide other supportive facilitation measures for the
smooth conduct of intra-subregional trade.
COMESA member states have adopted specific
instruments to meet these needs. It is left to individual states to expeditiously implement them
so as to realise the benefits and contribute to intra-COMESA trade expansion. Following are
some of other trade promotion and facilitation mechanisms employed by COMESA:
(a) Road
Customs Transit Declaration Document: is a single goods declaration document covering
exports/imports/transit trade to replace all other national documents (b) Regional Customs Bond
Guarantee Scheme enables transit operators to execute bonds from countries where goods may
pass which saves foreign exchange. While eight countries have implemented the RCTD facility
only three have ratified the Bonds Scheme. This represents a very low figure in relation to the
usefulness of these facilities. Not only do they address administrative and technical issues but
their main significance lie in the fact that they represent an expression of goodwill and
commitment to cooperation.
30.

In the area of Simplification and Harmonization of customs procedures COMESA
member states are trying to accede to the international Convention on Harmonization and
Simplification as well as to the Kyoto Convention. Furthermore, few countries have introduced
the UNCTAD designed computerized Automated System for Customs Data (ASYCUDA) a
customs management system. The system has several advantages as it rationalise customs
declarations processing leading to speedier and substantial reduction in potential revenue loss.

David Greenaway and Chris Milner, Trade and Industrial Policy in Developing Countries
1993. The MacMillan Press Ltd. London P. 15.
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Countries that have adopted it like Zimbabwe and Mauritius testify to the enormous benefit of
the facility.il/

31.
PTA-Trade Information Network (TINETV With technical assistance from ITC, PTA
Trade Information Network(TINET) was established to address the problems posed by inadequate
information infrastructures within COMESA countries. TINET aims at identifying intra-PTA
trade opportunities, provides business community with up-to-date data and accurate information
on intra-PTA trade potential and assist them in taking advantage of these opportunities. The
installation of TINET in almost all member countries makes COMESA an ideal central place

for easy access to information. Three complimentary modules viz: (i) the market product
development module designed to provide market research including supply and demand surveys;
(ii) Information collection module provide import/export data base for the region; (iii) trade
services to provide information on pre-shipment financing export credit.

32.
National trade information units are encountering problems due to their statutory nature,
like for instance that of Export Promotion Board of Zambia. The units are heavily dependent
on state or donor funding. The current wave of government withdraw from active participation
in commercial activities is likely to affect their operations. Already, many are suffering from
faulty hard and software and problems of updating their data bases. Under such circumstances,
it is better to promote the development of human resources and build capacity of the private
sector to take over much of this role as found in developed market economies.

33.
Multilateral clearing and payments arrangements: is a facility established to combat the
Non-convertibility of African currencies coupled with inappropriate (usually overvalued)
exchange rate policies which have in the past hindered intra-subregional trade. The facility aims
at promoting greater flow of intra-group trade using as much as possible national currencies for
settling day-to-day payments.

34.
Basically, the facility allows for bilateral transactions not to be carried out immediately
in foreign exchange but instead to be accumulated for over a period. For PTA this period is 75
days. Balances are then worked out and cleared with only net amounts being settled in foreign
exchange at the end of settlement period. The facility in effect allows debtor countries access

to interest free loans in hard currency for up to seventy five days.

35.
Available information indicates that the facility is functioning well as transactions
increased for the first five operating years before tapering off in 1990. For instance utilization
level of COMESA Clearing house was 11.8 percent of intra-PTA trade in 1985 but increased to

UJ PTA* Progress achieved 1982 -1994, p. 10 See also UNCTAD, National Implementation
Of SubregJonal. Regional and Interregional Decisions and programmes: A case study of
Zimbabwe. March 1995 p. 18
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56.7 percent in 1989.12/ From then on however, the rate of utilization of the facility has
been declining. There are very well known reasons which include the low level of intrasubregional trade vis-a-vis total trade and the economic imbalance within COMESA subregion
which seriously affect trade balances. Moreover, a study conducted to look into problems of
PTACH cited other major reasons to be: (i) the implementation of SAPs in most countries of
COMESA; (ii) the removal of general import controls, as part of general liberalization efforts
and the maintenance of residual non tariff barriers towards intra-COMESA trade provide mixed
signals for COMESA importers to trade with third country; (iii) poor information on trade
opportunities within the subregion; (iv) lack of participation of some countries in the PTACH;
(v) the fact that many commercial banks of the subregion were not familiar with the PTACH;
and confidence problems associated with political risks and transfer risks still plagued the
PTACH system.ll/

36.
During earlier years of PTA establishment; PTA clearing house introduced UAPTA
travellers cheques in 1988 to facilitate intra-PTA travel. This was designed to enable business
community who wish to promote their products or identify goods for imports within the
community and other nationals wishing to go on tourism within the subregion to have access to
travellers' cheques by their central banks. These would also be settled through the Clearing
House within the mandatory 75 days. The main functions of the issuance and management of
the Travellers cheques are currently, carried out by the PTA Trade and Development Bank, while
the clearing mechanism remains with PTACH. However, from 1992 to 1994, cheques sales and
encashments have been declining in all participating countries.14/ This decline has been
attributed to the increased adoption of economic liberalization policies in most countries of the
subregion resulting in stiffer competition with the traditional global issuers of travellers cheques.
Besides, these PTA cheques were not very popular with the commercial banks as they were
earning relatively low commission on them amounting to 0.15% as opposed to 1 % on the others
i£/. Monetary Authorities tot had assumed responsibilities of enforcing use of these cheques
for transaction in the subregion have also relented under the ongoing liberalization exercise.
37.

With increased declines in the use

of these financial facilities due to changes in trade

environment, COMESA countries are faced with the challenging task of restructuring the facility
to adapt to the current economic reality of the region. Some of the measures being proposed for

strengthening it include, introducing complimentary mechanisms like creating credit line for trade

I2/PTA Secreteriat
12/ECA, Mission Report. November 4, 1994, p.7 ECO MR-94/23
H/COMESA, Report of First Meeting of COMESA Council of Ministers. December, 1994,

p.42 COMESA/CM/1/5
15/ibid.p.42
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balance support for weak countries. Nevertheless, there are studies to indicate that clearing
mechanisms on the whole could still play a major role in that they offer credit access, reduce
banking costs and help harmonise trade regulations as well as offering a forum for monetary
cooperation. 16/

C.

COMESA Trade Performance and Potential in Domestically Produced Goods

38.

The analysis, presented so far, indicates that there has been some demonstrated will to

promote exchanges in subregional goods by instituting the relevant instruments.
This is
furthermore shown by the interest at the level of member states towards recognising the various
trade liberalization provisions and to some degree attempts towards implementing them as the
chart in table 3 in the annex shows. As this chart shows, measures associated with restrictive
import licensing have been largely relaxed since most countries now operate OGIL systems, but
critical issues of relaxing entry visas remain. The challenge is to demonstrate how far these
initiatives are contributing towards expansion of intra-group trade in domestically produced
goods. One of the indices to demonstrate this is by examining the current status of member
states* trade on the one hand and intra-group trade on the other. This would give us an idea on
whether with the current production and trade structures there is a scope for trade.

39.
The main features in trade of the Eastern and Southern Africa that can guide our
assessment include; its strength, direction, structure and composition.
The trend in the
COMESA trade during the decade of its existence(1982-1992) shows that while world trade
doubled in value, COMESA trade rose only by one and half times(table 4 in the annex). World
trade grew on the average at an annual rate of 8% while that of PTA grew only at 4.4 per cent.
Moreover World exports and imports increased in almost equal proportions whereas for PTA the
value of imports increased much faster than exports. This, in part, is explained by the
deterioration of terms of trade during this period as prices for most commodities were at their
lowest level. Total COMESA trade started declining from 1983 to 1986 slightly recovering in
1987. These worst years seem to have coincided with the period in which most countries had
just embarked on the SAPs whose recessionary effects are well known. The analysis therefore
goes to demonstrate that the overall trade of COMESA countries has remained very weak
throughout COMESA's existence which in itself is a revelation of the problem these countries
have of generating enough capacity to trade with each other.

40.
With respect to direction of COMESA trade, there has been little change over the years.
The bulk of trade is directed towards third countries which account for over 90 per cent of this
trade (chart 1). Table 5, showing the matrix of intra-COMESA trade demonstrates that some
countries like Kenya, Zambia and Zimbabwe have managed to trade more with other countries
in the subregion than others. COMESA strong bias towards the North is understandably the

16/ UNCTAD, Strengthening Subregional and Regional Integrating TD/B/CN.3/8, p. 12
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Chart 1. DIRECTION OF COMESA TRADE 1992
(Percentages)

COMESA (5.5%)

^World (94.5%)

Source: Table 4 in the Annex.
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result of their continual economic linkages to their former colonial masters. The situation is,
furthermore, aggravated by uneven distribution of infrastructural facilities.
Transport and

Communication facilities were all geared to serve trade with developed market economies.
Internal transport network is still poorly developed. These and other factors have contributed
to the low intra-COMESA trade now accounting for 6 per cent of total COMESA trade to the
world. Intra- COMESA exports surpass Intra- COMESA imports to the world having accounted
for 6 per cent of COMESA total exports to the world in 1992 as opposed to imports at 5 per
cent.

This might, however, be explained by the structure of imports of COMESA countries

which are predominantly intermediate goods, manufactures and fuels whose import sources are
largely from outside the region.
41.
With regards to commodity composition COMESA countries have perhaps the highest
concentration of primary commodities in their export profiles. Of the 22 COMESA countries

15 have over 50% share of primary commodity in their export earnings. For some countries
including Zambia and Uganda the degree of dependence on primary commodity has for a long
time averaged 90 per cent.
It is only in the last three years that some of these have started
diversifying their exports (table 6). Meanwhile, few countries like Zimbabwe and Kenya have
managed to achieve significant level of export diversification particularly in manufacturing.
Manufacturing accounts for 12.1 and 25.5 % of GDP for Kenya and Zimbabwe respectively.
Table 6 shows the export structure of COMESA countries in years ranging from 1989-93. What
is striking is not only the lack of diversity but the nature of products which are mainly of low
income elasticity and highly vulnerable to world prices. Intra-COMESA trade indicates that few
countries in the region have consistently dominated this trade. These include Zimbabwe, Kenya
and Zambia in the case of exports and Uganda, Tanzania and Mozambique in terms of imports,
table 7 in the Annex.
42.

The data on COMESA trade just presented would seem to suggest the futility of

promoting

intra-COMESA

trade

through

liberalization

given

(a)

the

seemingly

weak

complementarity in export structures of the member states; (b) the persistent trade bias towards

third countries. However, this presentation tells only part of the story of intra-group trade as
many other factors need to be taken into consideration. For instance, there is the fact that the
overall level of trade of most countries in the subregion is very low. Secondly, there is already
a cluster of countries within COMESA that have always had flourishing trade between themselves
for various reasons including that of proximity or sharing of common cultural heritage. This
feature is easily demonstrated in Table 8 where neighbouring countries tend to form natural
trading partners. Such phenomenon is manifested in what is referred to as unrecorded or
informal border trade particularly common between border countries. It is usually, prompted
by various factors including trade restrictions, price differentials etc.ll/ If unrecorded trade

W For full analysis on this see: UNECA, Report on the Impact of Unrecorded Transhorder
Trade in the Informal Sector. E/ECA/TRADE/90/25.
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is accounted for it will, most likely, boost the level of intra-group trade to more than double its
current level.

43.
Some studies have been undertaken to demonstrate that the potential exists for intraCOMESA trade in spite of the disappointing current trade data. In one of the studies COMESA
secretariat conducted, actual products with potential to be traded among member states totalling
US dollars 500 million were identified. The products were identified on the basis of matching
products which some member states import from third countries while at the same time other
members states export the same products to third countries. This study is based on the
assumption that there is sufficient supply in exporting countries and demand in importing member
country !£/. On the basis of this study Table 9 has been compiled to demonstrate some of
the products member states exports to third country but are of import interest to other COMESA
member states. The data, nevertheless, reveals that only few countries including Zimbabwe,
Mauritius and Kenya have demonstrated the diversity in the range of manufactured exports.
Many countries for instance, have potential to trade in fish, fruits and vegetables.
44.
Apart from the potential indicated by the study there is the theoretical considerations
based on the trade diversion vis-a-vis trade creation and the so called ndynamic"effects. These
dynamic effects arising from subregional economic cooperation are the long term effects which
manifest themselves after demand led market expansion of grouping's producers leading to a
number of chain reactions; improved skills of member countries; rationalisation and realignment
of industrial products, scale economies etc. For most developing countries the issue is whether
these dynamic effects are large enough to compensate the loss in revenue and other adjustment
costs and whether the trade cooperation leads to economic development through these
effects.12/ COMESA countries have all along envisaged the prospects of realising such
dynamic effects. For the time being however, production and market structures have remained
weak and unrationalised and in need of restructuring to realise this objective.
Ill

MAJOR CONSTRAINTS TO EXPANDING TRADE WITHIN THE

CURRENT

TRADE LIBERALIZATION SCHEME.

45.
COMESA liberalization scheme has instituted most of the main elements that would make
such a scheme succeed, not withstanding its poor implementation level by member states. For
one thing, it is not based only on trade cooperation but on many other aspects that would
generate sustainable development.Thus the scheme incorporates cooperative arrangements in the
development of productive sectors and supportive infrastructures; thereby nentralizing the

PTA/COMESA, Intra-PTA trade Potential

12/

UNCTAD Analysis of Trade and Trade Strategies Among Developing countries.

ECDC/242, June 1994.
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potential negative effects that would be likely to paralyse it as the experience of some earlier
groupings like the East African Community. However, so far these policy intentions have not

been matched by action to stimulate development in the economies of the subregion that would
support liberalization schemes. COMESA liberalization scheme is still hampered by a number
of policy induced obstacles including tariff and nontariff barriers as well as structural obstacles
like inadequate production, underdeveloped or non-existent financial institutions and poor

transportation as will be examined below.
A.

Policy Induced Obstacles

46.
A number of countries of the Subregion have drastically changed their policy orientation
from their inward oriented and strong belief in the centralist state control of economic activities
to freer and more open market orientation which has come about largely as a result of continuing

pressures from the Bretton Woods institutions(IMF/World Bank).
There has been also the
general trend that has emerged in the post cold war era which has seen the dismantling of
socialist approach to economic systems.

47.
By its nature such a stance should aid the liberalization process of the integrated groupings
given that they rekindle economic growth and increase the mobility of factors of production.
The price and administrative reforms carried out should lead to efficient production structures.
Moreover their advocacy for private sector should free the economy and lead to more direct
investment and trade flows. However, it has been found that the nature of their design and
pace of implementation have brought some negative results. As has been consistently argued by
various authorities in the field including UNECA Ministers responsible for Economic Planning, 2Q/
these SAPs have to be tailored to suit individual country's own peculiar circumstances taking into
considerations its level of development and structural weaknesses. This has not been so with the
Bretton Woods SAPs; as they tend to dish out uniform menu of prescriptions to all countries.
Thus the common design of SAPs trade reforms include a number of policy actions broadly
falling under these categories: relaxing foreign exchange controls, lifting or reducing nontariff

barriers to imports, rationalising tariffs as well as reforming other domestic policies which have
bearing to trade like price controls, reducing public sector role etc. 21/ The main issue has
remained on how these policies can be formulated to bring about the necessary reforms to foster
revitalizing the liberalization scheme. This section briefly examines the key trade policy
obstacles that have impeded intra-COMESA trade expansion.

20/ See for instance UNECA, African Alternative Framework tn Structure Adjustment
Programmes(AAF-SAP\ 1989, Addis Ababa.

21/ World Bank, Adjustment in Africa, p.
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48.
Tariff measures, remain the key trade policy instrument widely employed to protect
industries and generate government revenue as is the case of most developing countries.
However, many countries of the subregion have increasingly, been under pressure to reduce and
rationalise their tariff rates and structures. Some have drastically scaled down their tariff levels
as noted elsewhere. However average tariffs in African countries still remain very high
compared to tariff structures elsewhere in the world and unfortunately, the tariff structure tends
to penalise the very products of neighbouring countries. Since capital goods and intermediate
goods generally carry lower tariff rates than the finished goods and since countries of the
subregional grouping tend to nurture similar import competing industries, substitution industries
would naturally, carry high protection^/.
Industries that are affected by this include
clothing, leather goods, furniture all of which happen to have highest potential in first stage
industrialization for most African countries.
This poses great implication in the trade
liberalization efforts.

49.

Another policy induced obstacle which is difficult to gauge its impact on trade in domestic

goods but perhaps more damaging are non-tariff measures.
Nontariff barriers are
administratively more difficult to manage than tariffs. They also lend themselves to high degree
of arbitrariness and, abuse by pressure interest groups.22/ Member countries have always
resorted to using these measures particularly, restrictive import licensing and foreign exchange
allocations which often nullified the tariff reductions agreed upon by them within the cooperation
agreements. As the case of tariff measures, products affected by non-tariff measures are those
that most countries produce. Besides, the effects of non-tariff barriers have become more
pronounced in recent years as more countries have embarked on major tariff cuts even though

tariffs are more often advocated by most trade strategists.
50.
It has been found in several studies that, SAPs trade policy reforms have largely failed
to reduce macro-economic distortions in the time frame envisaged to induce growth in the
economies and to generate more products for the subregional market. They have however,
created another problem to the subregional trade liberalization programme. Its concurrent and
uncoordinated deployment by individual countries within the subregional groupings has produced
more disruption in the economies of partner states and has thereby rendered implementation of
the groupings programmes difficult. The basic problem lay in the difterences in the contents of
SAPs programmes, the different time tables and sequences of implementation which adversely
affect compliance with regional agreements.24/

22/UNCTAD, Impediments and Disincentives to Trade Among Developing Countries: A
Surrey..

UNCTAD/ECDC/244, Oct 1994. p. 10

22/ Stuctural Adjustment Lending, Rationale and Trade Policy Aspects, p. 221

24/ African-Caribbean-Paciflc-EU, Thff COnRTFR
November-December 1993 p.68

"Regional Integration", Number 142,
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51.
In particular, there has been notable discrepancy in the implementation of COMESA
applicable tariff rates. This has come about as a result of uneven pace at which member states
publish and apply preferential tariff rates. In this case few complacent countries for instance
Zambia, have suffered unfair trade flows by having floods of exports from partner states to take
advantage of the relatively liberal trade regime.25/ Agricultural goods have notoriously been
known to flow to areas of greater returns to traders.

52.
Discrepancies in prices of goods or sudden changes in real and nominal exchange rates
have caused reverse flow of these tradeables. For instance liberalization of maize prices in
Uganda caused sudden flow of Uganda maize stock to neighbouring Kenya due to favourable
terms of trade for Uganda fanners against the Kenyan counterparts. Similar reverse flows have
been noted in Zaire and Rwanda for instance, where these countries' coffee has been known to
sell as Uganda coffee due to attractive prices in the later. These reactions upset the financial
balances of neighbouring states as well as the marketing circuits. It is important to establish
convergence between economic integration and structural adjustment policies by coordinating
macro-economic policies and sectoral policies at regional level so that spill-over effects that are
likely to damage domestic policies are minimized. It is equally important to make sure that
adjustment and integration policies are mutually reinforcing.

53.
Meanwhile, the generalised trade regimes in the COMESA countries have introduced
certain backlash. Low cost producer countries like the Far East Asian countries have penetrated
the market with low priced goods thereby eroding the benefits of marginal tariff reduction under
the preferential schemes. This is noted in most of countries of the subregion where goods from
these countries flourish. It is generally believed that sudden liberalization of imports destroys
even the existing production capacity without increased inflow of capital investments.26/
54.
Closely related to these two policy induced obstacles, are the financial factors which have
always put a limit to how far intra -subregional trade can be conducted. In the face of scarce
foreign exchange, preferences are usually directed to dominant trade partners of industrialized
countries. This is reinforced by the donor support import programmes which usually dictate
import sourcing. Thus the main source of financial problem have been identified to include, the
non-convertibility of subiregional currencies, inappropriate exchange rate policies, overvalued
currencies inconsistent monetary and fiscal policies, unavailability of trade financing, insurance
and absence of credit facilities.

25/ Information collected from the Mission.

26/ ECA/MULPOC, Socio. Economic impact of Structural Adiastment ProgrammesfSAP^ \
Eastern and Southern Africa Lusaka, Dec. 1994.
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B.

Structural Constraints

55.
Most of the policy induced constraints outlined in the first part can be tackled by a policy
action in a relatively short run. Structural constraints on the other hand are caused by structural
weaknesses in the economies; though they can be affected by the policy environment would
require much longer period to resolve. Structural weakness in the economies are well known
to be a major source of economic decadence in most African countries including those in the
COMESA subregion. While most countries have made great strides towards addressing policy
induced distortions in the economies within the context of SAPs, structural conditions have in
most cases deteriorated.

Those that have great bearing on the performance of trade include,

production structures of the countries, transport and communication linkages, financial services

and trade facilitation services.
1.

Production Structures

56.
Trade liberalization is intended to provide inducement for increased trade among member
states. Thus, it presupposes a level of significant supply of product complementarity as well
as a diversified range of tradeable products. Complementarity imply that countries would be
producing and trading more or less different products and that trade liberalization would lead to

specialization in production. However, countries with comparable levels of development with
similar industrial structures and ecologically producing similar agricultural products have
limitations on achieving the degree of complementarity. Such a stand needs to be qualified in
lieu of growing empirical evidence 22/ that the subregion possesses complimentary products.

57.

Nevertherless, the question of diversified product base, currently, represents a serious

constraint to expanding subregional trade. Export structure of countries in the subregion as has
been noted, show that 10 countries on the average rely on 2 or 3 products for more than 80
percent of their export earnings and almost all countries rely on 5 products for practically all

their export earnings. The products composition is mostly primary commodities whose main
import demand is found outside the subregion. The situation is compounded by low productivity
and low industrialization.
58.
The importance of diversified production structure has been demonstrated by the
spectacular economic feat of the Far East Asian countries in the 1980s. Studies have also

demonstrated a correlation between export growth and product diversification of exports .28/

22/ See PTA/COMESA ojLCJi, this study shows prevalence of potential intra-COMESA trade
on the basis of complementarity.
28/ UNCTAD/ECDC/242, Analysis of Trade and Trade Strategies among Developing
countries. 1994, Geneva, p. 10.
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Diversification of necessity need to be directed at those products which can stimulate
technological change whether labour intensive industries like food processing or high
technologically based capital intensive industries. Those products that have potential to generate
spill over effects in other activities of the economies.
59.
Only few countries in the subregion have attained a relative degree of diversification in
exports notably, Kenya, Zimbabwe and Mauritius. Zimbabwe is second to South Africa as the
most diversified economy in the subregion.

Its manufacturing accounts for 22 to 24 percent of

GDP. Others are Mauritius and Kenya whose manufacturing sector account for 26 and 10.4
percent respectively. This explains for instance, why Kenya, Zimbabwe together with Madgascar
accounted for 68% of intra-COMESA exports in 1992.

60.
Some countries of the subregion have in one way or another attempted to diversify their
exports during the past five years backed by different donor support programmes notably EU.
However, most of these donor driven diversification programmes have been directed more
towards horizontal diversification involving exports of non-traditional products particularly,
horticultural products. Although, this export composition generates higher export earnings it
does little to advance subregional trade. Most of the demand for most of these products being
highly income elastic are geared to markets in Europe and America. This is not to dismiss such
attempts as irrelevant to developing the economies of the region as they help to generate the
much needed cash inflow into the economy. In fact some of these diversification efforts into
food items have contributed to overcoming regional shortfall in food items as the case of Uganda

maize and beans being sold to World Food Programme for countries in the subregion.22/
However, more of the products with backward and forward linkages are preferable to support
the liberalization scheme.

61.
Vertical diversification has been much more difficult to achieve. Yet it remains the key
to structural transformation that will lead to expanding subregional goods leading to greater
intra-subregional trade. Many problems have been associated with the growth of manufacturing
in the subregion. These include external shocks, political instability, falling prices for primary
exports, debt burden, scarce foreign exchange etc.

All these and more have been well

documented in numerous articles on the subject 2Q/.
62.
COMESA countries found themselves with similar import substitution industries that were
established soon after independence. These include food and beverage processing industries,
textiles leather and chemical based products. Such industries have recently suffered set backs

22/ African Development Report(ADB), 1994 Report, p. 141
W UNECA, Report of Eleventh Meeting of the Conference

CAMI. 11/4. April 1993
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through the current wave of import liberalization.

Having been operating under heavy

protection, with high subsidization and heavy political interferences resulting in poor
management, many have collapsed under current pressure of competitive foreign imports. The
collapse of these industries have created a vacuum in some countries thus making it obvious the
urgent need for creating viable subregional industries.
2.

ftifrastructnral Support.

63.
Transport and communication network within the subregion is generally poor and
inadequate to nurture intra-subregkmal trade. Road and Rail networks were geared to
maintaining linkages with developed countries. The poor state of internal transport linkages
within each country, does not help to tap the potential demand of the rural sector. The situation
lead to higher transport costs of goods in the countries of the subregion. Problems of
transportation are compounded by delays to clear the vehicles across national frontiers due to
customs formalities which also handicap to intra-subregional trade. This is even serious
considering that there are eight landlocked countries!!/ in the subregion. Transportation costs
are moreover exacerbated by differences in gauges in rolling stock used with respect to railway
systems specifications and to the cost of spare parts for vehicles and ultimately to the cost of
transporting goods. Inadequacy of regular shipping facilities is another problem.
64.
With respect to regional road network many are still in poor conditions as they have not
been well maintained in recent years due to poor economic performance in most countries of the

subregion. It is, thus, equally important to rehabilitate the existing transport infrastructure to
support intra-subregional trade as to establishing new ones. However, transport infrastructure
being a highly capital intensive investment beyond most countries immediate capacities, existing
network could suffice provided that intensive rehabilitation and remodelling to conform to
modern transportation requirements are done to address the problem.
In this respect
implementation of the regional strategies mapped out for Africa's transportation and
communication decade will respond to most of these problems.
3.

Trade Support Services

65.
Under this category there are a number of problems related to various services that
facilitate the smooth operations of trade. Such services include the financial institutions,
information systems, harmonized standards and specifications.

66.
Financial and Monetary factors including lack of facilities for trade financing still pose
a great handicap to intra-group trade. The terms and conditions typically offered by existing

31/ Burundi, Ethiopia, Lesotho, Malawi, Rwanda, Swaziland, Uganda, Zambia and
Zimbabwe.
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financial institutions are disadvantageous to exporters. In most cases they demand strict criteria
regarding eligibility, security and profitability which totally discourage emerging small and
medium sized exporters particularly, of non traditional exports. Credit system usually favour

the big and well established customers.

67.

Most trade in COMESA countries is financed through letters of credit issued by

commercial banks. But the issuance of these depend on the extent of foreign exchange from the
Central Bank which in turn depend on the state of a countries* foreign exchange reserve either
from export earnings or credit line from the donor for import support programmes. In spite of

the existence of a Clearing House designed to reduce the need for use of foreign exchange for
intra-group trade, given that the balances need to be settled in foreign exchange makes the banks

cautious and less prepared to honour Letters of Credit issued in Local currencies for processing
through the Clearing House.

68. Moreover rigid banking codes of member countries has not encouraged establishment of
correspondent banks in different countries which lead to low volume of intra-group transactions
being carried through banks. Existing institutions do not have sufficient crucial facilities such
as export credit facilities, (pre-and post- shipment loans). Otherwise, exporters face stringent
financial terms imposed by the banks especially related to collateral security. The situation of
inadequate export credit financing has impeded exporters from offering competitive terms to
buyers in the subregion and encouraged continued reliance on third country imports.
69r

It has long been advocated to establish special export financing schemes for bothpre- and

post shipment credit loans, designed to overconie tMs jfroblein. Exporters need to Save easy

access to easy credit and non financial services like financial counselling to entrepreneurs and

adviCepri shipping documents and customs regulations. Another essential but rirfssirii mechanism
designed to protect exports against non-payment by importers is called export guarantee scheme.

PTA Bank trade finance window is intended to provide these facilities, ttoweveff the Bank's
role need strong financial backing as well as a network of well developed national financial
institutions to be effective. It has so far been able to extend pfe~ and post shipment finance to

regional borrowers and confirmed letters of credit whereas export guarantee programme though
planned is yet to be developed.

70.
Poor information services continue to handicap the expansion of trade in spite of the
establishment of PTANET. This has in the past been aggravated by the inward looking
economic policies which discouraged the active participation of private sector in economic
activities. The import substitution industries which targeted domestic markets or parent
companies as in the case of TNCs failed to allow sufficient development of local marketing
expertise.
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IV

MEASURES FOR ENHANCING TRADE LIBERALIZATION OF DOMESTICALLY

PRODUCED GOODS

71.
Mechanisms for the liberalization of trade in locally produced goods have all been
instituted in the PTA/COMESA Treaty and its various protocols. During the past decade of its
existence PTA/COMESA member countries have been expected - to be vigilant in the
implementation of the provisions. However, as indicated in the previous sections on constraints,
a number of obstacles still prevent the full realisation of the objectives of liberalization schemes.
The question remain as to how these obstacles can be overconie. The means to mitigate the
problems are derived from the nature of the problems as identified and they fall under the general
categories of (a) Coordinating and harmonizing macro-economic policies of member states; (b)
maintaining structural balances; (c) cooperation in building infrastructural support facilities and

services; ^d) improving institutional environment.

A.

Macro-economic coordination and Harmonization

72.
COMESA liberalization schemes is undoubtedly operating under extremely challenging
environment. This is brought about by the current global trade liberalization particularly in
developing countries leading to extreme pressure and unfair competition to subregional goods.
It has been further exacerbated by too much external pressure arid involvement in the planning
of national economic policies giving less considerations for subregional interests and rendering
policies that further marginalise the poor. This has been manifested in the uncoordinated
economic policies as has been analyzed in the previous sections. Revitalizing liberalization
schemes therefore entails directing all efforts at harmonising and coordinating macro-economic
policies at subregional level particularly policies under SAPs, to ensure the survival and efficacy
of liberalization schemes as well as deliberate policies to develop production capacities in the
countries.

73.
Countries of the subregion have liberalized their trade globally but the benefits are
increasingly accruing to third countries as cheaply produced goods flood the subregional market
and driving away domestic goods. In some cases such goods are produced under protected and

subsidized conditions in the home markets.

This is true for instance of AID food stuff like

cereals, oil products and beef from some developed countries which have been known to destroy
local industries. This has eroded the existing preferential tariffs and though this might also be

an indication of low levef 6fcompetitiveness for subregional products, other factors like lack of

market distribution and inforniation networks also play a role. Considerations must also be given
to the danger posed by sudden exposure of all subregional industries to external competition.
There is little chance that these industries would compete unless afforded limited degree of
selective protection within limited and specified period. It must be appreciated that even the
economic breakthrough of the NIC was supported selective state intervention to encourage
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diversification of export base and industrial growth 22/.
coordinating and harmonising should be directed at:

Specific policy measures for

Deepening tariff cuts further on regional goods and ensuring that all countries are
implementing the- COMESA decisions timely;
Eliminating administrative barriers particularly on transit goods and
Conducting regular training workshops for customs officials to sensitize them about
subregional agreements.

B.

Maintaining Structural Balances.

74.
Trade liberalization without transforming the basic production structures has failed to
bring about sustained growth in these economies. Instead, economies are getting weaker with
structures that were established in the colonial era which are now too old and in dire need of
repair or replacement. Production and export structures that have remained predominantly
composed of primary commodities geared for the markets in the North, can hardly sustain
vibrant intra-subregional trade. The need to strike a balance between supply and demand needs
of the subregion and building up product capacity is a key factor in this.
75.

Building Supply Capacity

in

COMESA

countries

involve

re-orienting

and

rationalising of the production structures to match regional supply and demand factors as well
as developing regional industries that will withstand global competitiveness.
This imply
reorienting policy measures to harness agricultural and industrial production base for diversified
export structures. Diversified structures in agricultural and industrial production will generate
a degree of complementarity which is an essential ingredient in expanding intra-group trade.
Countries will break away from relying only on exporting primary commodities and those with
a relatively diversified economies would be able to develop competitive industries through
regional market. Measures will have to be implemented at national and subregional levels to
foster desired changes.

76.

At national level most countries have come to realise their past costly mistake of

concentrating only on large scale import substitution industries which devoured too much foreign

exchange. Products from these industries could only serve a small percentage of the population
notably in urban areas. This conviction, however, remain to be put in action to engender
industrial transformation.

Part of the required transformation is setting up industries that

promote internal engines of growth through optimizing sectoral inter-linkages. Example of this
would be to target for industries that will tap agricultural output as well as service agricultural
input sector. This is true also of other metallurgical and chemical sectors.

32/ World Bank, World Development Report 1991. 1991, Oxford Press P. 102
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77.

While implementing such a strategy it must be realised that thirteen countries of the

subregion fall under the U.N. category of Least developed countries in the world. This has
implication on how far they can unilaterally embark on extensive product diversification for

expanding intra-COMESA trade let alone compete globally. Besides, today's industrialization
is quite different from that of earlier years when newly industrialised countries were undergoing
this process. Industrialisation has assumed different dimensions involving new and fast changing
technologies(micro-electronics, new materials, biotechnology, information flows and networking
etc.), growing internationalisation of production and trade whereby international investments in

economic activities have expanded tremendously, leading to more open policies at national and
international levels. 12/
All these have impact on measures that can be undertaken to
transform industrial structures.
78.

Within the current globalization of trade, individual countries can no longer easily

barricade their domestic industries behind protective tariff and nontariff barriers. They need to
explore their comparative advantage and join the global market. Technological acquisition is no

longer simple transfer but requires skills, adaptation, new management and organisational
techniques.24/ AH these further emphasize the critical need for cooperation in technological
and capital investments for developing the subregional industries. Small national markets cannot
be viable. There is need to cooperate in setting up support systems for technology and adapt it
to local situations through regional research institutes.
79.

Measures advocated so far for transforming Africa's industrialisation in general and

COMESA liberalisation in particular are contained in the Second Industrial Development Decade

for Africa (IDDA-II)25/. Basically, the current strategy takes into consideration the state of
high resource scarcity both from external and internal sources and advocates for rehabilitating
and revitalizing selected existing industrial capacities. This is a step in the right direction. They
have identified basic industries that will produce crucial capital and intermediate goods as well
as programmes to set up critical institutions including Research and Development (R&D)
facilities. Furthermore, priority areas for industrial development have been identified to include
chemicals, agro-industries, building materials, energy and human resource management.
80.
The COMESA industrial cooperation already has an integrated industrial programming
scheme designed to make production systems more efficient, interconnected and internationally
competitive. Countries must create favourable environment for investment. Supportive policies
for investment flows and incentive conditions to attract investment both from within and out all

22/ UNIDO, Sanjaya Lall, The Industrialization of Africa in the context of Global Economic
Development 1994, Vienna, p.9 .
24/

ibid p. 10
UNECA, CAMI. 11/4 op.cit.
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need to be seriously pursued to stimulate production. Many countries have already instituted
investment incentive packages but these have to be accompanied by appropriate infrastructural
facilities like banking, improved telecommunication systems. Investment policies also need to
be harmonised in the subregion. A useful area being advocated is promoting joint venture and
subcontracting in industrial production of spare parts in one country for industries in another.
Finally, the development of enterprise sector and forming an association to create a forum for
exchange of ideas as has already started in the region through the establishment of a new
organisation called Eastern and Southern African Business Organization (ESABO) which was
launched in August 1994 is useful. It is through such private sector initiatives that positive
environment will flourish to spur intra-subregional trade and investment.
C

Building Infrastructures and Development of Support Services

81.
Weak physical and logistical infrastructures like transportation networks,
telecommunication systems and information networks that are impeding subregional trade need
to be urgently addressed and improved. Measures to achieve this entail implementing all the trade
facilitation mechanisms instituted by the liberalization scheme. These have been noted to include
developing and maintaining transportation networks; cooperation in the area of standardization
and specifications etc. To buttress all these initiatives increased subregional seminars and
workshops targeted at the key trade operators are essential and drawing relevant programmes and
financing mechanisms including those of relevant regional and subregional development banks
and local banks.

D.

Improving Institutional Environment

82.
Political disturbances are also increasingly becoming a major factor in deterring the
implementation of liberalization schemes. They not only distract production activities but also
incite hostilities leading to the reversal of subregional policy stances. Subregional institutions
including secretariats should actively find mechanisms and interventions to resolve subregional
conflicts. Poverty alleviation measures and more equitable distribution of national wealth are
some of the effects for fighting these negative tendencies.

83.

Implementation of the scheme has also been hampered by the existence of subregional

groupings whose programmes and activities are not rationalised. Member states1 loyalties are
sometimes, caught in these conflicting interests leading to failure to honour outstanding decisions.
There is an urgent need to raise the level of private sector participation in the decision making
process of the subregional institutions to ensure reaching consensus focusing on business interests
rather than political stances.

84.
Finally Liberalization schemes among inhomogeneous group of countries as COMESA
would most likely generate polarization effect resulting in an imbalance in the benefits of
cooperation. This will, inevitably lead to dissatisfaction of affected countries and could cause
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a break up of the grouping.

To forestall such eventualities joint programming in industrial

deveiopment ensuring less industrialised countries are key participant in the process should be

seriously pursued. Furthermore, encouraging the development of enterprise sector in the
subregion by reducing obstacles to movement of people within the region is another safeguard
measure. For it is through entrepreneurial drive that advantages in investments and production

can be tapped.

V

CONCLUSIONS AND RECOMMENDATIONS

85.
By adopting the COMESA Trade Liberalization scheme, the Eastern and Southern African
countries in effect committed themselves to promoting their domestically produced goods.
Necessary instruments have already been instituted based on the objectives of achieving complete
elimination of tariffs and nontariff barriers by the year 2000. In the meantime, international trade

environment has tremendously changed since COMESA countries adopted their liberalization
scheme. Most countries have embraced outward economic strategies requiring liberalizing their

economic activities globally.

Emphasis on state controls has given way to increased private

participation in the commercial activities. Such a situation calls for a reorientation in the
strategic approach to the trade cooperation mechanisms reflecting all these changes. Fresh and
innovative elements need to be injected in the scheme to make it more dynamic and adaptive.
The main challenge still remain of identifying measures that will spur competitiveness and exploit
opportunities offered not only within the subregion but worldwide.

86.
The ongoing unilateral trade liberalization in many countries of the subregion are playing
an important role towards realising the objectives of trade cooperation programme by the virtue
of their focus on reducing the magnitude of imbalances in the economies. Imbalances would lead
to countries* failure in fulfilling commitments entered into as has often been the case. However,
these macroeconomic policies taken in the context of SAPs, need to be broadly defined, to

embrace subregional objectives rather than on purely national terms as is currently done. The

danger in the current approach as has been observed, is that they clash with the groupings'
decisions and nullify the whole effort. It is equally, important for countries to have strong
conviction that before they can integrate globally they will have to achieve intra-group trade
liberalizations otherwise they run into danger of having their trade diverted to third country as
the situation witnessed today. Subregional trade cooperation should moreover provide an ideal
testing ground for producing competitive goods. Thus, all effort should be aimed at eliminating
all impediments to intra-group trade and keep the timetable for arriving at common external
tariff.

87.
Of critical need, is for countries of the subregion to develop the production capabilities
of their export structures particularly in goods of great demand in the subregion. This entails
acquiring and adopting appropriate technologies, developing human resources, improving basic
infrastructures in transportation communication and developing institutional capacity.
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88.
A number of policy considerations can be outlined below for COMESA member states
if they wish to realise the objectives of liberating their trade in goods and services throughout
the region in order that the subregion transform into a real common market. Member states
should therefore:

1.

Strive to coordinate macro-economic policies(exchange rate, interest rates,

monetary and fiscal policies) in order to enhance the benefits from trade

liberalization programmes at national level. Above all countries must fully
commit themselves to implement the liberalization instruments including
rationalising tariffs and elimination of nontariff barriers.
2.

Improve the supply capacity through diversification in agricultural and industrial
production. This would be achieved through deliberate collaborative effort in
establishing competitive industries and fostering an environment conducive to
enhanced domestic and foreign direct investment including joint ventures.
Measures that have been carried out so far like the PTA Investors Forum provide
a useful platform for advancing this cause. In the same breath other measures
could include: (a) identification of key sectors for extending regional support in
terms of fiscal measures and funding; (b) elaborating incentive packages for
regional projects; (c) simplification of investment procedures and codes and
removal of barriers to movement of goods and people in common borders; (d)
ensure that countries with relatively diversified production and trade structures are
encouraged to go into joint ventures with their relatively weak partners. This will
minimize the impact of unequal and uneven development among states.

3.

Encourage financial cooperation and mobilization of resources. This requires
strengthening national financial institutions to enable them meet the demands of
modern trade financing. The on-going financial reforms including financial
liberalization, simplifying administrative procedures, shortening time for
processing credit applications etc. are all useful instruments. More countries need
to encourage guarantee schemes as a means of intermediation between banking

institutions and traders. However, national efforts need to be complemented by
the regional facility like the PTA Bank. Thus the PTA Bank should increasingly
assume the role of confirming letters of credit for intra-COMESA trade. With
regards to the clearing and payments mechahism(PTACH) there is need for its
strengthening to enable it continue its role of mitigating the problems of
subregional currency inconvertibility.
The PTACH reserve fund facility
introduced in 1993 to provide short-term loan to support balance of payment

problems of some member states, deserve strong financial backing to ensure its
sustainability.

