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I.

INTRODUCTION

The past two decades have witnessed a resurgence of regional economic integration
groupings at the global level. Three distinctive trends are discernible, namely: North-North (NN) North-South (N-S), and South-South (S-S). The N-N cooperation is represented by the
European Economic Community (EEC) established by the Treaty of Rome in 1957 and has since
been transformed into a single market of the European Community in 1992. The creation of the
European Union (EU) has played a key role in the resurgence of regionalization at global scale.
The establishment of the North American Free Trade Area (NAFTA) and the Asian
Pacific Economic Cooperation (APEC) which belong to the N-S type of economic cooperation
and integration are examples of this regionalization trend. The S-S-groupings are by far the most
numerous. In Latin America the list includes among others, the Latin American Free Trade Area
(LAFTA), which in 1981, was replaced by the Latin American Integration Association (LAIA);
the Central America Common Market (CACM); the Andean Community (AC), the Caribbean
Economic Community (CARICOM) and the Southern Cone Common Market (MERCOSUR). In
Asia the groupings include inter alia: the Association of South-East Asian Nations (ASEAN)
which in 1992 was transformed into Asian Free Trade Area (AFTA), the Asia-Pacific Free Trade
Area (APFTA), South Asian Association for Regional Cooperation (SAARC) and South Pacific
Forum (FORUM). The four and APEC represent forms of open-regionalism which is compatible
with the World Trade Organization (WTO) rules.

In Africa the major groupings which are S-S types include: the African Economic
Community (AEC); the Arab-Maghreb Union (AMU); the Economic Community of West

African States (ECOWAS); the Economic and Monetary Union of West Africa (UEMOA), the
Economic Community of Central African States (ECCAS); the Central African Customs
and Economic Union (UDEAC), the Central African Economic and Monetary Community
(CEMAC), the Common Market for Eastern and Southern Africa (COMESA), the Southern

African Development Community (SADC); the East African Cooperation (EAC) and the
Intergovernmental Authority on Development (IGAD). No other region can claim to have more
of these groupings than Africa. The move towards regionalism in Africa has been propelled by
the desire to promote industrialization through regional strategy and has been particularly
compelling for the Sub-Saharan African (SSA) countries whose economies are still characterized
by small domestic markets and a general low of economic growth and development.
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The fundamental objectives for the formation of subregional and regional groupings

K?H 7 a "en Of*\mTber C°UntrieS P^P^ng in such arrangements to'achi v'e

md vidually and collectively higher levels of economic development that would otherwise prov^

elusive under the autarky approach. The dynamic benefits to be derived by such arran~
have provided very strong appeal for their establishment. South East Asia and MERCOSUR
countries have taken a series of great leaps over the past ten years with the implementation of

Srms

SubreglOnaI trade agreements which have complimented domestic economic

The objectives of the various regional integration schemes in Africa can on the other hand

be summarized under five main broad goals, namely:

(i)
(ii)
(iii)

(iv)
(v)

trade liberalization on the basis of elimination of tariff and non-tariff barriers to
intra-regional trade;

establishment of a common external tariff and a common commercial policy

towards third countries;

free mobility of factors of production, labour, capital and services among member
States;

harmonization of economic policies with respect to agriculture, industry

infrastructures, monetary affairs; and

trade facilitation through the establishment of clearing and payments arrangement
and trade information systems.

It has been argued that since most of the S-S arrangements created during the 1960s and 1970s

were part of the regional import-substitution strategies, they failed for the same reasons that made
import-substitution strategy fail at country level (de Melo and Panagariya 1992) The progress

?nn^VedJ^frlCa W'th r6SpeCt tO theSC arranSements has been uneven and unimpressive (ADR
1993).

While some integration schemes have performed relatively well many have recorded

modest progress, or have existed in name only. Notwithstanding the setbacks, regionalism has

gamed new lease of life on the era of trade multilaterlism.

The EU record indicates that it has witnessed an unprecedented success and has provided

impetus to industrialization and economic recovery in European countries. Between 1958 and
1970 intra-EU trade increased by about 600%. The creation of NAFTA also resulted in

phenomenal trade increase for Mexico in particular and for the members of the grouping in

general. Intra-NAFTA export rose from 41.9% in 1990 to 48.2% in 1996. In Asia-Pacific Free
Trade Area (APEC) region, trade and growth have come to rival trade and growth in NAFTA
The size and diversity of the APEC economies strongly suggest that it should be trade creating
and the relative openness of its economies would equally suggest that net economic gains under
an Asia-Pacific free trade area are likely to be elusive due to tariff revenue losses arising as a
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result of trade diversion with major trading partners in Western Europe, Latin America, South
Asia and the Middle East.

In both Asia, Latin America and the Caribbean, the economic groupings have experienced
high increases in intra-area trade. For example, in Asia, exports rose from US$4.2 billion of
global exports in 1960 to total exports of more than US$163 billion by 1991 or increased by an
average of 122% annually. Intra-ASEAN trade which was nearlyl5% of total ASEAN exports in
1970 rose to 24 7% in 1997. In Latin America and the Caribbean, for example, intra-CARICOM

trade as percentage of total exports rose from 4.3% in 1980 to 17.2% in 1996. In CACM, intragroup exports as percentage of total exports within the area rose from 7.5% in 1960 to 21.6% in
1996. In MERCOSUR the exports within the region had doubled as share of exports since 1990.
Intra-MERCOSUR exports as total exports grew from 9% in 1990 to 22.7% in 1996.

In Africa on the other hand, the shares of intra-group trade have remained weak. In
ECOWAS the share of intra-group trade grew from 2.93% in 1970 to 7.84% in 1992. In
COMESA the share of intra-area trade declined from 8.0% in 1970 to 6.8% in 1996 but
registered a modest increase by 1998. For UDEAC the share declined from 4.8 in 1970 to 3.0%
in 1990. SADC on the other hand registered modest intra-area growth from 2.6% m 1970 to
6 0% in 1997. It is therefore evident that the levels of intra-regional trade in NAFTA, EU,
ASEAN, MERCOSUR, CARICOM and CACM are significantly higher in comparison to those
in ECOWAS, COMESA, UDEAC and SADC.

The basic argument behind the creation of regional trade arrangements is that they
provide mechanisms through which intra-regional trade expansion and accelerated development
can be achieved (Oyejide, 1998). Indeed, the theoretical underpinning of regional schemes is

based on the static and dynamic gains to be derived from such arrangements (Lipsey, 1960 and
Viner 1961). It is stated that by widening the markets and enhancing trade expansion, the

regional trade arrangements end in enhancing the division of labour, improving efficiency,
encouraging competition, product specialization and entrepreneurial skill development (World
Bank 1991) In the context of SSA countries, it not only leads to the reduction in the cost of
industrialization by exploiting economies of scale (Lyakurwa et al, 1997), but also induces higher
levels of productivity that would not otherwise be possible within the confines of individual
domestic market.

In this regard, Grossman and Helpman (1991) have identified several channels through
which trade and therefore regional integration could affect growth. Such channels include
facilitating international flows of knowledge, market size effects and efficient resource
^allocation effects. However they also argue that such effects are not necessarily more
attainable through regional integration than through multilateral trade liberalization

The objective of this study is to establish the underlying factors that have given rise to the
wide differences that have been noted in the performance between the economic groupings m
North America Europe, Asia and Latin America and the Caribbean on the one hand, with those
of the African region on the other hand. In undertaking this study, it is hoped that some usefu
lessons will be learned from the experiences of both successful and unsuccessful regional
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groupings that might assist African countries to redesign or remodel their approaches to regional

integration in a manner that would enhance their performance. In order to achieve this objective

,l^ywl iG °r%amzeAiunder ten secti<™- These broad objectives will form the benchmark
against which lessons and best practices of regional economic groupings in other regions can be

drawn, in order to assist Africa in its own integration effort.

Following the introduction, Section Two examines the analytical frameworks of the study

tZ
Z V*?* a!£yS!? eC°nOntC t;haracteristics of reSional groupings. Section four discusses
the effect of tariff and non-tariff elimination on intra-group trade. Section Five examines the
common external tariff and commercial policies of the various regional groupings~with a view to

establishing how effective the policies have been. In Section Six, free movement of factors of
production labour capital and services are analysed. Section Seven will carry out analysis on the
impact of policy harmonization on the key sectors of the economy such as agriculture, industry
infrastructure and human resources including policies on competition and macro-economic
coordination. Since this is a key section in the study, an attempt will also be made to analyse the
role which these sectors have played in enhancing the performance of the various regional

groupings. Section Eight examines the role of trade facilitation measures. Section Nine analyses

the institutional frameworks for economic integration which have been put in place within the
various economic integration schemes.

Based on the findings of the study, Section Ten

concludes the study by identifying lessons and best practices in the various regional groupings
that could be borrowed to help Africa's own integration efforts. The lessons learnt from the
vanous groupings would provide the basis for making proposals on the way forward for regional
integration in Africa.

II.

6

ANALYTICAL FRAMEWORKS

The formation of regional economic cooperation among nations has been driven by a
variety of motives and initiatives, but the main reason rests on the benefits to be derived from
their establishment. The theory suggests that to the extent to which they may lead to trade
liberalization, facilitation measures, and to greater openness to the world trade (World Bank
1997) they will stimulate the process of economic development and growth. In instances where
deep integration (Schiff and Winters, 1998) results in the free movement of goods, services and

tactors of production; the elimination of customs duties and non-tariff barriers; the establishment

of a common external tariff; the adoption of a common trade policy; the coordination of position

in regional and mternational economic and commercial relationships; and the coordination of
macroeconomic and sectoral policies, in the integration process is likely to launch the

participating economies into a higher growth trajectory.

Evidence does suggest that regional integration arrangements can generate investment
booms, as witnessed after the creation of the EEC, NAFTA, MERCOSUR, EFTA LAFTA
CACM, (Brada and Mendez, 1988; de Melo, Panagariya and Rodrik 1992) and even in'the Asean
Free Trade Area (AFTA).
The more recent literature asserts that regional integration
arrangements are hkely to create greater impact on growth since they form integral part of a

broader liberalization scheme (Vamvakidis, 1998). The reason is that, greater trade openness
creates incentives to pursue the right macroeconomic policies (Wacziarg, 1998), which would
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have favourable impact on economic growth, since open regionalism is less likely to have
tradable goods prices that differ substantially from those prevailing on the world market, as a
result of increased pressure for open trade (Ojendal, 1997).

While regional integration schemes in Sub-Saharan Africa have been viewed as being

largely unsuccessful (Mansoor and Inotai, 1991; Foroutan, 1993), it has however been observed
that effective regional integration schemes are still feasible for both developed and developing
countries (Brada and Mendes, 1985), since they remain instruments for achieving intra-regional

trade expansion and accelerated development (Oyejide, 1998). A simple analytical framework
using different parameters such as: the market size, level of development; trade policy

liberalization of factors of production and services and the harmonization of economic policies in
the key sectors of the economy; the tariff reductions and trade facilitation measures; the common

external tariff (CET)' and institutional instruments and mechanisms for implementation will be
used to carry out comparative analysis of the performance of the various economic arrangements
which are the subject of this study.
(i)

Market size and level of development

Theoretically the market size and the higher level of economic development, are
considered to be important determinants of competition as they stimulate increased trade among
the participating economies and with the rest of the global partners (Wacziarg, 1997). The

market size which is estimated in terms of GNP per capita income, population and purchasing
power plays a crucial role in stimulating growth. Empirical evidence shows that the size of
market leads to increased rate of capital accumulation and thus, to growth (Ades and Glaeser,
1994) and that countries do benefit by being near large open economies. For countries in subSaharan Africa which consist mainly of small and highly protected economies (Vamvakidis,
1998) the implication is that they will not benefit since they are not closer to large open
economies as those in Europe, North, Central and Latin America, and South East Asia, and as a
result of their low levels of income.

(ii)

Policy on trade, liberalization, investment and harmonization

Theoretically trade policy has effect on factor accumulation and on growth through the
domestic rate of physical investment. First, is that, countries which are relatively labourabundant are likely to experience an increase in the wage-rental ratio due to the pressure exerted
towards factor price equalization, which in a dynamic context, should lead to greater level o
investment Secondly, trade liberalization policy may help to facilitate the importation of capital

goods by removing structural constraints on investment. Thirdly is that, the importation of
capital goods which embody the latest technologies, would act as a further source of stimulating
competition and growth.

Foreign direct investment which is attracted as a result of liberal policies will be enhanced
through the creation of regional trade arrangements. The establishment of regional trade
arrangements gives impetus to investment (Biomstrom and Kokko 1997) by reducing^distortions
in production and increasing the size of potential market (Fernandez and Porter, 1998). FD1 acts
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through regional integration arrangements (Lyakurwa et al 1997).

In the context of developing economies, the creation of a regional market is likely to

generate opportunities in terms of resource mobilization and enhance the rationalization of the
emergent structures of production (Robson, 1987) In addition, regional integration would allow

for the creation of an attractive smgle common investment area, thus, stimulating opportunities
for investment activities. It is however doubtful whether African economies will benefit given

the very low level of investments and the prevailing political climate.

('")

Tariff reduction and elimination of trade barriers

The customs union theory asserts that if as a result of preferential tariff reduction imports
from a partner displaces higher cost local production, then real resources are saved in satisfying
ocal consumption and the domestic economy benefits accordingly, and there is trade creation
(Viner, 1961). If on the other hand, the preferences allow partner supplies to displace those from

non-members that would have otherwise been purchased because they were cheaper when both
taced equal tariffs, the domestic economy ends up paying more real resources for imports and
loses accordingly then there is trade diversion. However, a free trade area is likely to be
beneficial if, on balance, it gives rise to more trade creation than to trade diversion Ceteris
pantos, the hIgher the initial tariffs, the lower the difference between the prices of thel^o"
suppliers of imports; and the larger the economic size of the union, the more likely the free trade

area will improve efficiency.

The theoretical basis of these assumptions have been questioned by Bhagwati and
Panaganya (1996) who have averred that regional arrangements may turn out to be "stumbling
blocks rather than "building blocks" if they are used as instruments of protection rather than

trade liberalization. This is said to occur, when they raise rather than lower tariffs on outside
countnes; and when they are used as instruments of protectionism. Frankel and Wei (1995) have
on other hand, argued that regional arrangements can be effective "building blocks" to global free

trade from three perspectives, namely: if they are organized into customs unions; if they facilitate
liberalization among groupings, by mobilizing political support for liberalization within a
regional groupings and by reducing non-tariff measures; and if their progressive expansion may

eventually lead to a multilateral free trade. It is the application of some of these measures which
may help in explaining the differences in the performance between regional groupings.
flv)

Facilitation Measures

On the issue of facilitation, it has been argued that a wide range of facilitation measures
which would include, among others, the harmonization of product standards tariff
nomenclatures, customs valuation, customs procedures, and transport and communication
improvement, could greatly enhance trade liberalization process.

The objective of trade
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facilitation measures is to reduce the cost of doing business by liberalizing trade, eliminating
unnecessary and cumbersome administrative bottlenecks and burdens, by dismantling technical
barriers to trade through the use of up-to-date technologies and cost-effective processes. Indeed,
facilitation measures have been empirically confirmed to create greater impacts on trade than
tariff reductions.

(v)

Common External tariff (CET)

One of the essential features of a customs union is the adoption of a common external
tariff (CET) on imports from the rest of the world. While it has been argued that the price-raising
effect of the common external tariff on individual member's imports from the rest of the world
and the loss of customs revenue resulting from the removal of tariffs on imports from member
States will form part of the cost of economic integration, the resulting increased trade within the

union constitutes a significant part of the benefits of the integration. Indeed, the establishment of
CET allows the producers in the common market to have a more equitable cost of production by
subjecting the importation of raw materials and final goods to similar import duties.

Theoretically, CET is said to offer some protection to the enterprises operating in the Free
Trade Area, thereby encouraging investors to relocate their industries within the common market
area This 'would, in the context of less developed countries create and strengthen the industrial
production structures and make integration more effective. However, the problem of ascertaining

the scope for profitable specialization is one that may obviously arise, both in relation to the
determination of the scope for regional specialisation in new industries, and also in relation to the
possibilities of trade liberalisation for the existing industries. The extent to which the individual

member States of the grouping will benefit would be determined by their relative competitiveness

determined by their respective real exchange rates. The use of CET as pointed out by Bhagwati
and Panagariya would be against the spirit of open trade and a stumbling block to trade
liberalization process. But CET is still a preferred tool in a regional customs union because it

increases the incentives for foreign investors to engage in tariff jumping in order to invest in a
number of countries and to trade freely in all countries.
(vi)

Institutional and implementation mechanisms

Regional integration by impiication goes beyond trade in goods, services and factors. It is

by definition a political process. It must therefore by its very nature entail the imposition of some
common rules of conduct on the countries entering into such an arrangement if it is to be worthy
of its name. Regional integration therefore involves and requires certain obligations on the
individual member countries acceding to the agreements setting up such organizations. It is in
this regard that these organizations need legal instruments in terms of Treaties or protocols, and
even "peer pressure" if they are not to be hamstrunged. The assumption is that once these legal
instruments have been ratified, or collective decisions taken, they have to become binding. It is
the total commitment to the implementation of these collective decisions by the member

countries belonging to these organizations that by extension, constitute the surrender of a

measure of national "sovereignty", or some form of "national autonomy". The commitment to

and the concept of not going back on decisions that have been collectively arrived at on the
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implementation of programmes and projects of regional arrangements is what defines the success

or failure of such organizations.

While the membership in an integration scheme does not purchase commitment in any

direct way (de Melo, Panagariya Rodrik, 1993), the membership in these regional institutions

could alter economic outcomes in three ways, namely: through the preference-dilution Pffi>r.t

which makes decision-making less responsive to functional interests thus, enhances efficiency
The preference asymmetry effect, on the other hand will allow policy-making at the regional

level to take precedence over perceived needs of different countries. Finally the long-term
objective of the organization can be achieved through the institutional-design effort which makes
it possible to optimize the choice of certain institutional dimension in a way that would not
normally be possible within the domestic context.

However, the adoption of common policies and common rules would become additional
objectives in their own right. Indeed, the participation in these regional groupings does send very

strong signals to foreign investors on the direction which member countries take on economic

policies and demonstrates commitment to liberalization of trade and investment regimes In fact
Kydland and Prescott (1997) contend that a government that maintains policy discretion will be
tempted to "surprise" the private sector and that this uncertainty would undermine the credibility
of optimal government policies. Hence adherence to common rules that are somehow binding

will restore credibility and lead to superior outputs.

The above mentioned parameters form the benchmark against which the comparative
analysis will be carried out. The parameters will provide guidelines for comparing the extent to

which the various RECs have performed, and provide basis for a more consistent comparative
analysis in this study.

Ill

ECONOMIC CHARACTERISTICS OF THE REGIONAL

GROUPINGS: A SURVEY

The countries belonging to the N-N groupings such as the EC and NAFTA (with
exception of Mexico) are in the league of the most developed and highly industrialized countries
These groups of countries dictate the pace of global economic growth and control most of its

resources. The total population of the NAFTA grouping was estimated at 388 million in 1996 Its

combined gross domestic product (GDP) was estimated at US$ 8.8 trillion in 1996 When the
GDP figure is disaggregated, the GDP of the United States was put at around US$7 9 trillion
Canada US$583 billion and Mexico at US$342 billion during the same period The GDP per
capita during 1996 was US$28, 020 for United States, US$19, 020 for Canada and US$3,670 for
Mexico. The average purchasing power parity (PPP) for the NAFTA region was US$ 19,020 in
1996. . In the EC the total population was estimated at 368.6 million in 1996. The total combined

GDP for EC was approximately US$8.4 trillion. Its average PPP was put at US$20,250 during

the same year.
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For Latin America and the Caribbean, the total population for *e whole :region was

estimated at 343 million with a total GDP of US$1.3 trillion.

In MERCOSUR, the tota

Population was estimated at 207 million in 1996, while the total GDP for the rw*put«

US$725 billion, giving GDP per head of US$3,500. The average PPP for the MERCOSUR
region was approximately US$6,777. For example the per capita incomes measured using parity

exchange rates as percenkges of US income was around 34% for Argentina 27.7% for Uruguay

22 6% for Brazil and 12*4% for Paraguay. The PPP for NAFTA compared to that of
MERCOSUR was nearly three times (2.8) while that of the EC was nearly four times (3.7). The
United States economy is over five times the size of the 32 econom.es of the Latin America and
the Caribbean countries combined, and over 3.5 times the size of 33 economies of the
hemisphere, including Canada.

In the ASEAN grouping, the total population was estimated at 352.9 million in 1996
while the total GDP for the group was approximately US$960.2 billion^ The average GDP per

Capita during the same year was US$8,024 and the average PPP was US$12 715, but in terms of
purchasing-power-parity per GDP, the variation diminishes, suggesting that most of ASEAN

countries are at the same level of development. The countries have registered high growthrates
of real GDP The total GDP of NAFTA was 9.2 times that of ASEAN, while the total GDP ot
EC was 8.8 times that of ASEAN. The PPP of NAFTA, EC were 1.5 and 1.6times that of
ASEAN respectively, while the average per capita GDP of ASEAN was 47^5% of^NAFTA and
35.2% of EC. The share of industry in the GDP has averaged about 40% in the 1990s confirming
strong industrial growth in the region.

In COMESA, the total population of 24 countries is estimated at 380 million in 1997, with
a combined total GDP of US$155.0 billion. The GDP per capita during the same period was

abouTuWOS and the average PPP was US$1,989. The total GDP of NAFTA was 683 times

that of COMESA, EC was 65.2 times, Latin America and the Caribbean was 10 times,
MERCOSUR 5 6 times and ASEAN 7.4 times. The total GDP of the United States alone was

6^3 times^hat of the whole COMESA region. The PPP of NAFT£ EC.ASEAN an

MERCOSUR were 9.6, 10.2, 6.4 and 3.4 times respectively that of COMESA.

Indeed in

COMESA industrial base remains feeble as judged against the contribution of manufacturing
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sector to GDP which averaged about 6%. The comparative figures are captured in table I below;

Table I:
REGIONAL
GROUPING

MACRO ECONOMIC INDICATORS: A COMPARISON OF
REGIONAL GROUPINGS -1996/1997

TOTAL

POPULATION
(Million)

TOTAL GDP

US Dollars

AVERAGE
PPP

uss

GROSS
DOMESTIC
INVESTMENT

GROSS

% GDP

% GDP

DOMESTIC
SAVINGS

368.6
NAFTA

8.4 trillion

388.0

20,250

ASfcAN

8.8 trillion

26.2

500.0

19,020

207.0

8,024

19.2

MERCOSUR
COMESA

960.2 billion

19.7

1230 billion

34.6

380.0

6,777

31.1

155.0 billion

19.3

1,989

16.5

23.9

2.9

214.0

64.6 billion

1,356

16.3

6.7

190.0

176.0 billion

3,418

14.9

12.2

SADC

21.6

Source: Constructed from World Bank Development Indicators 1997 and World Bank Atlas, 1998.

Indeed as compared to other regions, the structure of African countries output remains

overwhelming agriculture, whose value added declined from 34.9% of GDP in 1980 to 34 1% in

1995 for 19 COMESA countries. Agricultural output growth, which is required to reach at least

4/o per year in order to assist attain sustained food security only stands at between 2 and 2 5%

The regjon is characterized by persistent food deficits while malnutrition is widespread

The

industrial value added as percentage of GDP registered a slight increase from 23 4% to 25 8%

rnArAcASame PenOd1 The manufacturinS vaIue added as a percentage of GDP for the same
COMESA countries also increased from 11.5% to 13.3% from 1980 to 1995 The service value

added as percentage of GDP was much higher and also increased from 41 1% to 43 9% As a
result of weak industrial and manufacture output, the structure of African countries exports has
remained more or less the same, with primary commodities accounting for the bulk of Africa's
exports. The static structure of Africa's exports has reduced its share of world export from 10

percent in 1950 to 2.2 percent in the 1990s.

The economic transformation of the ASEAN countries has fundamentally changed the

structure of ASEAN's economies. Agriculture share of GDP fell from 40% in 1960 to 14% in
1993, while industry which was 20% of GDP in 1960 had more than doubled by 1993
The manufacturing structure is characterized with the production of machinery, chemicals and

other manufactures.

The Philippines for example, recorded increases in the exports of

semiconductors and electronic microcircuits and garments (ASEAN

1996)

Even in Latin

America where industrial production had fallen during 1980-1983, the manufacturing output
recovered by the end of the 1980s. The countries of Asia and Latin America have now become

major competitors in the world export market for some of Africa's staple export products such as

coffee, tea, cocoa, palm oil, timber and minerals, while at the same time being able to expand
their exports of manufactures, intermediate products and a wide range of services (ECA 1996)
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Other macro-economic indicators such as gross domestic investment, external debt, gross

domestic savings and interest rates, all reveal the weak nature of the African economies. Table I

indicates that in comparison to other regional groupings, COMESA has the lowest gross domestic
savings as percentage of GDP. Some countries of the COMESA regional grouping have

registered negative rates of savings. Even though gross domestic investment as percentage of
GDP for COMESA compares favourably with those of other regional groupings, judging by the
investment trend, the performance still remains inferior in this regard. ECA Economic and Social
Survey of Africa (1996) confirms that African countries have not benefited fully from the surge

in investment flows despite extensive liberalizations, privatization drives and generous incentive

packages. Indeed Africa's percentage share of inward FDI stock declined from 3.1 in 1985 to 1.9
in 1997 (WIR 1998). The share of FDI flows into Africa remained very small and biased in
favour of oil and mineral-rich countries (ERA 1999).

In NAFTA on the other hand, there has been a positive influence on North American

investment in Mexico. The share of total FDI in Mexico was about 60%. FDI in manufacturing
industries accounted for almost 57% of new FDI since 1994, while 21% of new investment went

into services, compared with shares of 52% and 37% respectively for FDI stock in the sectors
prior to NAFTA formation.

IV.

EFFECT OF TARIFF AND NON-TARIFF ELIMINATION: ON
INTRA-GROUP TRADE

Economic theory tells us that the directly calculable gains from the implementation of
trade liberalization per se will be worthwhile but small as percentage of GDP. But trade
liberalization will nevertheless trigger greater economic gains. The gains that are readily
discernible from statistical data are what are called static effects. The other benefits can ensue if
changes can be effected in other areas rather than from tariffs alone. These areas include nontariff barriers such as administrative barriers to trade and discriminatory taxes, the behaviour of
firms and consumer, the willingness to invest, and induced technological change.
Over the past decade, developing countries have not only increased their share of world
trade from 23 percent in 1985 to 29 percent in 1995 but have also deepened and diversified their
trade linkages South-south trade increased from 31 percent of total developing country trade in

1985 to 37 percent in 1995. During the same period the share of manufactured products in these

countries exports increased from 47 percent to 83 percent.

This reflects a steady growth of

industrialization in developing countries However the growth of trade and industrialization in
developing countries has tended to concentrate in South East Asia and Latin American

subregions Africa's share of world trade has steadily declined since the 1970s. For Africa to be
able to reap the gains from liberalization, it will need to pursue more outward-oriented and open
policies.

As already pointed out, some regions have performed extremely well and have become
competitive in the world market. One such trading grouping is the Southern Cone Common
Market (MERCOSUR) established by the Treaty of Asuncion m 1991. Exports within
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MERCOSUR have more than doubled as a share of total exports since 1990, while imports
within the group have also expanded significantly as a share of the total. Article 5 of the Treaty
of Asuncion has set out the agreed liberalization programme which consists of "progressive

linearmd automatic tariff reductions across the board accompanied by the elimination of non-

tantt barner restrictions or of equivalent measures with a view to arriving at a zero tariff and nontanff restrictions for the entire tariff regime by 31 December 1994". Tables II and III below
demonstrate the rapid growth of exports in Latin America and the Caribbean subregions.
Table II: EXPORTS IN TOTAL AND WITHIN THE SUBREGIONS
(in billion of dollars, fob and percentages)

1990

1991

1992

1993

1994

1995

1996

MERCOSUR
1.
2.
3.

Total Exports
Exports to MERCOSUR
% of exports within MERCOSUR

46.4

45.9

50.5

4.1

54.2

62.1

5.1

7.2

70.3

8.9

10.0

11.1

12.0

14.3

18.5

14.4

17.0

19.3

20.5

22.7

30.8

28.6

28.3

1.3

29.8

1.8

34.8

2.2

40.2

2.9

45.4

4.1

6.2

3.5

7.8

4.8

9.7

4.7

10.]

11.9

10.4

7.4

74.9

ANDEAN COMMUNITY
1.
2.
3.

Total Exports
Exports to Andean
% of exports within Andean

CENTRAL AMERICAN
COMMON MARKET
i.
2.
3.

Total Exports
Exports to CACM
% of exports within CACM

Source:ECLAC

4.0

4.6

0.7

5.1

5.5

1.0

6.9

17.3

1.1

1.2

21.7

1.5

21.6

1.6

21,8

21.1

21.5

169
52

109
45
166

94

25
85
30

109

40
03
17
04
08

209
08

08

03
16
01
06
160
10

455

172
501
451
482

420
523

406
239
490

443
419

456
416

06
02
11
172

05
07

04

07
05
10

121
06

12
06

23

42
106
23
17

17
44

17

31
42

12
14

08
30

40

230
37
17
23
02
96

21
89

28
10

14
02
54

549
494

711
684

547
693
703

472
392

627
594

469
667

540

FTAA

Mercosur

Andean Community

CARICOM

NAFTA

CACM

LAIA

Source: ECLAC on the basis of official figures

128

325

91

160

1996

1990

1996

1990

1996

1990

1996

LAIA
1990

1996

CACM

1990

NAF TA

1996

CARICOM

1990

Andean

1996

Mercosur

1990

FTAA

(in percentage)

MAIN INTEGRATION SCHEMES, 1990 AND 1996

Table III: FREE TRADE AREA OF THE AMERICAS (FTAA): DESTINATION OF TOTAL VISIBLE EXPORTS TO
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In MERCOSUR the direction of trade remains important.

The data clearly show the

"7 rHatlTn lmpOrtanCe//MERCOSUR markets for all the four countries. FoHnstaTcein
1984/86 under 10 per cent of Argentina's exports went to MERCOSUR countries, but this share

MERCOSUR^ne!
'"4for
f rrA
A threef°ld
a'S°
' the°CCUrred
fo Brazils
for
BiHere ^nTZ
^TZ
MERCOSUR^!
wh> e the \
share
Uruguay
rose by^^
20% during
samed period.
two points
are worth noting: (i) some declme in importance of NAFTA countries and the EU to MERCOSUR

(ii) a further question ,s what products are most important in this exchange and how has the
composition of exports changed? According to Yeats (1997) about 63 per cent of MERCOSUR'S
intra-trade now consists of manufactures while 81 per cent of Brazil's exports to MERCOSUR also

ZSRCnlZn T f°o°dS ,oFoT Tab'e "' k Ca" b£ °bSerVed that Percent<«e of «l**s within
SmKTVT
t0 22J Mthe1996
SimUar
in 1990
and 21.5 in 1996. In the ?,'"
Andean19^°
Community
increase
was flgUreS
from 4.1forin CACM
1990 towere
10.4 17-3
in 1996.
As for Asia, the pattern of development has been linked to that of the "flying geese" - that

is, countries move into industrial production that have been vacated by others. East and South East

Asia were among the first developing countries to undertake bold reform programmes to liberalize

1 , Q7n°nS^Ue y'

6 am0"8 themseIves and with the o^side world expanded rapidly since

the 1970s. For instance, according to the UNCTAD Report, in 1996 about 52 per cent of Asia's
total merchandise exports were sold within the region while 54 per cent of total imports were also
mtraregional. Furthermore, for the various categories of merchandize, the share of exports

absorbed by regional partners was even higher: 63 per cent for agricultural products and 85 per cent
tor mining products, while the share of manufactured products was about 48 per cent ASEAN has

Sa^T?
TP- °" the WOflddi market
However
thea major
financiaIset and
economic crisis which
SUS^T?
CTPeitiVe
1997 has
h
b
the ASEAN subreg,on expenencedd since
1997
been
back as it had adversely
directed growth of trade in particular and the economies in general.

.

'" tf!e ASEAN Free Trade Area (AFTA), a Common Effective Preferential Tariff (CEPT)

scheme has been established. Under this scheme, the effective ASEAN tariff rate will be reduced to

a range of between zero and five percent within a time frame of 15 years. To this end, an ASEAN
M 1A Council has been created to supervise and coordinate the implementation of CEPT The

ActlTt °H r°ffrtpdUiieS Undo th£ CEPT SCh6me is bei"g u"dertaken through a Fast Track or the

^C.e'erated Ta"ff Reduction Programme (ATRP) and the NormaiTrack ProgramTnT^riTere are
40 773 tariff lines ,n both tracks of CEPT. The CEPT product lists have been put into four
categories. Inclusion List (IL), Temporary Exclusion List (TEL), Sensitive List (SL) and General

exception List (dJiL).

The products that are placed in the Inclusion List must satisfy the following requirements-

be accompanied by a 10-year tariff reduction schedule; have no quantitative restrictions; and other

non-tariff barriers to be eliminated within 5 years. Currently there are 47,401 tariff lines in the IL
constituting 85.2% of all tarifflines in ASEAN. The products in TEL list are temporarily exempted
from tariff reduction, elimination of quantitative restrictions and other NTBs The products in this
category had to be transferred to the IL category in five equal installments starting 1 January 1996
There are currently 7,091 tarifflines in the TEL representing 12.8% of all tarifflines. In the SL list
the products are composed of unprocessed agricultural products. There are 304 tariff lines in this
list, constituting 0.6% of all tarifflines and 0.7% of intra-ASEAN trade. In the GEL category the
products that can be permanently excluded from the CEPT scheme are arms and ammunitions

narcotics etc, in which there are 811 tarifflines representing 1.5% of all tarifflines in ASEAN
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The principle of CEPT scheme works on the basis of reciprocity. This implies that a
member country imposing a low CEPT rate will be able to export her products to another member
at a lower rate as well. The threshold CEPT tariff rate at which one can apply reciprocity is 20%.
The reciprocity principle was adopted to encourage members to reduce tariffs immediately and not
to wait until the year 2003.

The Fast Track (ATRP) covers 15 product groups which include: vegetable oils, cement,
chemicals pharmaceutical, fertilizers, plastics, rubber products, leather and leather products,
textiles textile and textile articles, ceramic and glass products, gems and jewelry. These items were

identified by the ASEAN Summit to be implemented faster than the 15-year time-frame. The
import duties of these products would be reduced to between zero and five percent within 7 to 10
years For products with existing import duties above 20 percent, the duties will be reduced to
between zero and five percent within 10 years. For products with import duties of 20 percent and
below the duties would be reduced to between zero and five percent within seven years. While the
member States of ASEAN started to implement the ATRP of import duties at different times,
beginning in 1993; and while the depth of reductions may differ, it was understood that, all the
import duties would be reduced to between zero and five percent by the end of 1999 or 2002,
whichever was applicable.

Under the Normal Track programme, two countries, Malaysia and Singapore would
implement the reduction of duties in 1993. The reduction of duties above 20 percent were to be
effected by Brunei Drussalam in 1994, Philippines in 1996, Indonesia and Thailand in 1998, but for
duties below 20 percent, Brunei Drussalam, Indonesia, the Philippines would have started import
duty reduction in 1996, while Thailand in 1999. The delay in starting dates for the Philippines and
Thailand were caused by the fact that these countries were undertaking unilateral tanff reductions

beginning in 1993. The only coveat introduced in the implementation of the CEPT scheme is the
40% local content requirement either on a single country or ASEAN cumulation basis.
Table IV provides information on the schedule of tariff reduction for the ASEAN countries
on the basis of the Fast and Normal tracks.

Table IV- SCHEDULES FOR THE VARIOUS TARIFF REDUCTION PROGRAMME
UNDER THE ASEAN CEPT SCHEME

Normal Track

Fast Track
Above 20%

20% and below

Above 20%

20% and below

n.a.

1994-2000

1994-2008

1994-2003

Indonesia

1993-2003

1993-2000

1993-2008

1993-2003

Malysia

1993-2003

1993-2000

1993-2008

1993-2003

Philippines

1993-2003

1993-2000

1993-2008

1993-2003

Singapore

1993

1993

n.a

1993

1993-2003

1995-2000

1993-2008

1996-2003

Country
Brunei

Thailand

a)

Interpretative
Notes

0-5% by

0-5 by

20% by 1.1.1998
or 1.1.2001

0-5% by
1.1.2003

0-5% by

1.1.2003

1.1.2000

(5 or 8 years)

(10 years)

(7 years)

b) 0-5% by 1.1.2008
(7 years)

1.1.2003

Source: UNCTAD Handbook of Economic Integration and Cooperation Groupings of Developing Countries, Table
37, United Nations, New York and Geneva, 1996.
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* °EP.T SclJeme IsuexPfted t0 lead to the creation of an enlarged and more integrated

regional market. The enlarged regional market would provide both ASEAN and foreign
investors with the advantage to capitalize on the comparative advantages of the ASEAN countries
in order to reap economies of scale and to remain internationally competitive. The progressive

thCV
a.pTm I' ^ °Veruthe "^ 15 yearS °fferS an attraction for forei8» companiesTo enter
the ASEAN market, while at the same time enhancing ASEAN's linkages with the global market
and generating greater opportunities for exporters from outside the region.

* J^lT °n thC imPIementation of CEPT scheme for AFTA can be seen in the increase of

in ra-ASEAN exports of CEPT products which grew by 39.22% from $ 34.06 billion to $47 4

billion between 1993 and 1994. The share of CEPT pcts
products in
in intraASEAN
intra-ASEAN trade
trade continues
continues to
to be
be

"J"
^93 * was 7864% and i^reased
^L93
id to
t 82.51%
8251% in
i 1994
199 and declined slightly to
J ^L

81.78/0 in
in 1995
1995. The
The share
share of
of intraASEAN
intra-ASEAN

t to
t ttl
exports
total exports iincreased from 20 9% in 1993
to 24.6% in 1997. In 1995, 59% of intra-ASEAN trade was made up of exports in machinery and
electric appliances. Other major sectors traded within the region are mineral products base metals
chemicals and plastic. These four other sectors accounted for another 21 2% of intra-ASEAN trade'

Between 1993 and 1997 intra-ASEAN exports grew from $43.26 billion to $84 42 billion'

representing an average growth rate of 23.8% pper annum,, which
is significantly
significantly hig
higher than the
ch is

rS^T
rS^ ™ annUaannUa gr0Wth °f tOtal ASEAN eXpOftS'
t In
I these
th wide]y
id] traded
dd sectors> the average

ASEAN CEPT rate will already be within the 0-5% range by the year 2000. The five sectors which
will not have average ASEAN tariff rate within 0-5% by the year 2000 will be in prepared

foodstuff, woods, footwear, arms and miscellaneous manufactured articles.

It has already been noted in the introduction that intra-NAFTA and intra-EU trade are
extremely buoyant. For example, the establishment of NAFTA resulted in the sharp expansion of
regional trade. Over the period 1993 o 1996, US exports to Mexico increased by 37% and imports
from Mexico by 83%. Total bilateral merchandise trade reached about US$130 billion in 1996
which was double of what it was before negotiations on NAFTA began in 1991 US exporters
have benefited from an acceleration of Mexican trade liberalization under NAFTA Average
Mexican tariffs on U.S. goods have been reduced from about 10% to 30% on a trade weighted

average. The creation of NAFTA has resulted in the removal of barriers in U.S. market especially
in textile and apparel sector where tariffs have been reduced further. However in the most importsensitive areas for the U.S. products, mostly agricultural, tariffs will not be removed for another 7 to
12 years. Since the formation of NAFTA, US- Canada trade has increased by 73% and totaled

about US$300 billion in 1996. The trade between U.S. and Canada also grew substantially faster in
sectors that had been liberalized under the trade pact. Thus the only economic integration and

cooperation groupings characterized by low intra-group trade and low level of exports as well as

decreasing share in world trade are those from Africa. Table V below which shows the trend in

exports from SSA is in sharp contrast to that of other subregions.

In COMESA, even though the establishment of a Free Trade Area (FTA) is supposed to take
effect by the year 2000 through annual reduction of intra-COMESA tariffs, at the end of 1998 of

the 15 countries which would have achieved the target tariff reduction of 80%, one country had
reduced tariffs by 90%, eight countries had achieved the target of 80% and three had reduced by
either 60% or 70%. It has been indicated that as a result of trade liberalisation measures intraCOMESA trade grew by 8.45% in 1997 while trade with third countries grew by 2 3% and total
trade by 28%. Between 1992 and 1996, intra-COMESA trade grew by an average of 13.6% per
annum, while trade with third countries grew by an average of 6.1% (COMESA Annual Report

1998). In comparing ASEAN and COMESA, it can be observed that intra-ASEAN trade is much
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higher than that of COMESA. Furthermore, intra-COMESA trade consists bafcally of agricultural

products and a very low level of manufactured products, in sharp contrast to that of ASEAN which
consists of higher level of manufactured products and low level of agricultural products.
Table V. SHARES OF DEVELOPING ECONOMIES IN WORLD
EXPORTS AND IMPORTS,
BY REGION, 1950 - 1995
(Percentages)
1950

1960

1970

1980

1985

1990

1995

Exports

All developing Economies
America
Africa
Sub-Saharan Africa

Asia

First-tier NIEs a

33.0

23.9

18.9

29.0

25.2

23.7

27.7

12.1

7.7

5.5

5.4

5.6

4.2

4.4

5.3

4.2

4.1

4.6

3.2

2.3

1.5

3.3

2.9

2.4

2.5

1.7

1.2

0.8

15.2

11.5

8.5

18.4

15.8

16.7

21.4

2.8

1.6

2.0

5.8

5.8

7.7

10.4

Imports

All developing economies
America
Africa

Sub-Saharan Africa
Asia

First-tier NIEs a

28.9

25.2

18.8

24.0

23.2

22.2

29.1

10.0

7.5

5.7

5.9

4.2

3.6

4.8

5.7

5.1

3.4

3.7

2.8

2.1

1.7

3.1

3.0

2.3

2.2

1.5

1.1

0.9

12.6

11.8

8.5

13.4

15.4

15.8

22.0

3.0

2.2

2.7

5.3

7.5

10.8

4.3

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1997 a Hong Kong,
China: Republic of Korea: Singapore: and Taiwan Province of China.

Despite the two decades of efforts at economic integration in SSA, and the recent reform

programmes aimed at trade liberalization in ECOWAS, COMESA SADC, and other reg.onal

groupings intra-subregional trade has stagnated at around 5 per cent. The composition of exports
of most African countries still reflects the underlying structural weaknesses of the African
economies

This weakness undermines the capacity of African countries to be competitive. It is

against this background that the EU experience might not be useful for African integration scheme

as a model since it involves a group of highly developed States that had already attained a high
degree of interdependence, and was only forming the grouping in order to achieve specific political

goals, unlike those in Africa which are being established as a strategy for accelerating the process of
economic development.
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V.

ESTABLISHMENT OF COMMON EXTERNAL TARIFF (CET)- THE
PRACTICES IN THE VARIOUS GROUPINGS

The theory of economic integration, especially the neo-classical school posits that the
deepening of the specialization process in production can only be attained at a higher level of
economic integration and cooperation. In this regard, the neo-classical school identifies five levels
of economic integration defined by degree of removal of tariff and other quantitative restrictions

creation of a common external tariff; flows of factors of production; harmonization of fiscal'
monetary and other instruments of economic policies; and unification of policies and political
institutions (Balassa, 1961, Nye, 1968). At the level of a free trade area (FTA) member States

eliminate tariffs and non-tariff barriers on goods produced and imported amongst themselves, while

maintaining their own tariffs and non-tariffs on imports from third countries.

The objective of an FTA is to give competitive edge on goods produced and traded among
member States of a regional grouping vis-a-vis those from non-members. At higher levels of

regional economic integration, apart from the complete elimination of tariff and non-tariff barriers
amongst themselves, the establishment of a Common External Tariff (rRT) with third countries is

also effected. In other words, goods from third countries are subjected to a collectively arrived at
external tariff wall. However, the whole issue of CET has been thrown into question in the context

of WTO rules (Article 24), globalization and open regionalism.

Most attempts to create economic integration have not been highly successful. In ASEAN

between 1968 and 1992, internal trade had risen only from 15 to 17.8 percent (Ojendal, 1997) The
lack of outright success has brought into focus, the need for new strategy or stronger commitment
that would enhance the realization of tangible results. Two sets of approaches have been adopted in
the ASEAN region, namely: ASEAN Free Trade Area (AFTA) which aims at creating a 'free trade
area' by implementing Common Effective Preferential Tariff (CEPT) by the year 2008; and the

other is the micro-regionalism or 'growth triangle' aimed at integrating neighbouring provinces in
different states with each other in order to hasten foreign direct investment, industrialization and
economic growth. While micro-regionalism offers an interesting strategy, under this section the

analysis will be devoted to the creation of the common external tariff (CET). The concept'will

however be analyzed within the existing institutional frameworks.

In MERCOSUR, the Treaty of Asuncion establishing the pact, entails the free movement of
goods, services and factors of production between the member States; the application of a common
external tariff; and the adoption of common trade policies in relation to third countries and groups

of countries, apart from the coordination of macroeconomic sectoral policies in the various areas
and sectors. The CET has within the context of MERCOSUR been designed as a means of making

enterprises more competitive in international markets and not as a protection mechanism

In other

words, the establishment of CET will be facilitated by the trade policies of openness to the outside
The Montevideo Summit of Heads of States of the member countries declared in December 1992
that, the tariff should be between zero and 20 percent, except for a short list of products for which
they should not exceed 35 percent in the initial stage and 20 percent in a second stage of six years'
duration, starting from 1 January 1995.

From June 1991 when the Trade Liberalization Programme began to be applied intraMERCOSUR trade increased by 24 percent in 1991 and by 39.8 percent in 1992. The bulk of intraMERCOSUR trade is conducted by Argentina and Brazil. Indeed, the annual trade data suggest
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ttde beZe sLnfficantly more important at the expense of trade with countries in NAFTA and

E Spe Xh deS. V'he reorienLion ofMERCOSUR'S «^°™A™^T™«™^
the 1990s was far greater than in any other regional arrangement, including EFTA EU, ASEAN

and NAFxI In 19^4 about 63 per cent of MERCOSUR'S intra-trade consisted of manufactures
from Brazil, about 15 percentage point higher than their share in the region's global trade.

The empirical assessment of the effects of CET on MERCOSUR'S intra-trade indicates that

d that eoods which assumed steady increase in intra-MERCOSUR trade were tnose mat

was^ ab e totxport competitively to third countries. Indeed, the MERCOSUR RCA indexes for
"gfoupsof products suggest that it became less rather than more, internationally competitrve

n P lets where'trade was Orienting most rapidly toward the region. Evidence equaUy suggests

that MERCOSUR'S own trade barriers were the cause of the intra-reg.onal trade expansion.

While the new protectionist measures in the form of discriminatory tariffs had to be

introduced in spite of the major expansion of domestic production, the results sugg,est** any seale

economies accompanying the regional arrangement are proving very elusive (Yeats op.at). But it
such a move could spur me process of industrialization and could be accompanied by lowering the

ost of produaTon and improving quality of products, then the CET could have positive effect and
act as a Parting point for member countries to launch their industrialization process (Vamvak.d.s,

99

ItTwlin this context that others have downplayed the proposition that reg.onal integration

arrangements are usefu. vehicles for improving a country's mtemat.onal i^f™™^™

and Guillen, 1997). The debate is yet incomplete as there is st.ll a need to find out how these CETs
could be effected in the context of WTO and global liberalization.

The Treaty of Asuncion had intended to make MERCOSUR a full customs union by January

1995 According to Olarreaga and Soloaga (1998) this goal was not attained and the Ouro Preto

Protocotand ofte agreements signed in December 1994 led to a hybrid so ufon. A common

external tariff was established but countries were allowed to deviate in some tariff lines unt.l.the

SSngrf the next century. Overall, out of 9,119 tariff lines, around 30 percent are subject inat
Sm one country, to either external deviation from the CET or internal deviation from free trade
In COMESA, the process of fulfilling Article 47 of the Treaty on the establishment of a
Common i^aTTariff had to be achieved within tens years of the coming ,nto force rf the Trea y
in December 1994. As in other economic integration groupings, the a,m of establ shing CET is to

ensueTat producers in the common market would have equitable cost of production by importmg

raw material and final goods subject to similar import duties, thus enabling the countries to compete

equaHy S to encourage investors to relocate their industries within the common investment area.
The JpSe common external tariff would be 0%, 5%, 15% and 30% on capital goods, raw

materials intermediate goods and final goods respectively. However, studies have yet to be earned

ZS r spect to: the alternative sources of revenue in instances where revenue loss would result

bTadopShe CET; the modalities of administering the CET; and the eategonsat.on of goods into
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the proposed CET structure. The above CET scheme should be implemented by the year 2004
Wherever a Free Trade Area is established before the establishment of CET, it will be imperative to
have in place rules of origin which will help in the screening of imports from non-members of FTA
and to prevent them from enjoying the free trade tariff preferences. The only proviso is that the
rules of origin should be simple and commensurate with the level of industrialization based on the
prevailing economic policies that aim to promote trade and investment.

It can be seen from Table VI that the structure of import duties in COMESA vary
significantly, and ranged between 25 percent and 200% in 1996. The average import tariff duties in

the COMESA region is about 62.5 percent. This explains why a study on alternative sources of
revenue where revenue loss are incurred as a result of the adoption of the CET scheme is being

advocated. Indeed, the implementation of the scheme will be difficult given the wide range of

import duties within the region. It would only be hoped that a manifest commitment will be shown
toward the implementation of the scheme. The experience in MERCOSUR has yielded a positive
result, and could be borrowed by African regional schemes.
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Table VI: CHARACTERISTICS OF IMPORT DUTY TRUCTURE IN COMESA
Maximum Tariff

ariff 15/

(Per cent)

imports as a % of
total value of

taxes as a

imports 16/

revenue

% of total

BURUNDI

Import tariff
ODC 2/

Fiscal duties

15

15

15

Statistical tax

4

4

4

Import Tariff

10

10

4 9.3/

ODC
Consumption tax

0-300

5-60

0

10

7

0

0

2. COMOROS

Turnover tax

15

Consumption

43-65

Surtax

3.

Presumptive tax

1

1

3

Statistical tax

0

0

1-3

Administrative tax

0

3.5

60

40

KENYA
Import Tariff
ODC
Import surcharge

Statistical tax
4.

16.4/

2

2.75

30

30.5/

Customs duty

40

20

20

Luxury surtax

30

0

20

60

45

35.6/

20

20

17

80

80/7

Customs Duty

60

0

Fiscal duty
Import excise

110

0

0

0

0

400

ODC

5.

MALAWI
Import Tariff

ODC
Surtax

14.1 14/

25.3/

50

Import Tariff

15.9

30.4

13

15.3

17.6

31.5

0

20

MADAGASCAR

300

21.0

11

22.0

11.9

17.5

90

30.6

14.2

42.6

(including
import)

6.

MAURITIUS

Import Tariff
ODC

0

Duty

Source : CBI Report for the Ministerial Meeting, Harare, Zimbabwe 19-20 February, 1998.
1.

Excluding zero rate

2.

Other duties and charges

3.

1997

4.
5.
6.

As of September 1, 1997 and excludes suspended duties
The sum of the import tariff and customs duty does not exceed 30 per cent
Malawi and Namibia have free-trade agreements with Zimbabwe

7.

udes a surcharge of 20 per cent on the two highest rates for non-preferential countries/
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Table VI (cont'd):
Maximum Tariff
(Per cent)

Number of bands 1/

Average

Revenue from

tariff 15/

Import

imports

taxes as a

as a % of

Country

7.

NAMIBIA

1992

1996
61.6/

Import tariff

%of

total value

total

of

revenue

imports 16/

1992

1995

1996

Multiple

Multiple

Multiple

1996
n.a

16/

1996
22.0 9/

199

30.19/

ODC

Additional sales

15

15

100

60

60

4

4

Duties

Import surcharge
8.

RWANDA
Import Tariff
ODC
Handling fee

9.

10.

40

SEYCHELLES
Import Tariff

600.8/

SWAZILAND
Import Tariff

11. TANZANIA
Import Tariff

13.2

50.2

n.a.

n.a.

18.0

12.7 9/

29.1 9/

24.6

4

200.8/

18

90

83

10

12

60

40

30.10/

16.3

14.1

27.0

50

30

21.11/

8.8

5.5

9.8

ODC

Sales tax
Import surcharge

32.5

Multiple

Multiple

Multiple

40

12. UGANDA

Import Tariff
ODC

Excise Surcharge
Processing fee

10/18

13. ZAMBIA
Import Tariff

40

ODC

Import fee

40

25

5

5

11.2

9.6 19/

16.4 19/

14. ZIMBABWE
Import Tariff
ODC
Import surcharge

8.
9.

100

85

85.12/

20

10

10.13/

20.4 14/

16.6 17/

17/

In the form ofa trades tax applied to imported goods, goods manufactured or produced locally for sale ;md

specified services - import revenue is not disaggregated
SACU receipts

10. Reduction of maximum tariflfto 30 per cent in 1997/98 budget 9June 1997) (includes shipment inspection fee of 1 2 per cent )

2 Effective
F^^^rnSS*3!?l°
2°> ?V7l ^ 19l7m bUdget (JUn£ '997)' CXCept f°r manufactured tobacco (including cigarettes) at 30 per cent
march 1,1997. Does not include a surcharge of 10 per cent on finished goods.

12.

13.

On finished goods.

14.

Trade weighted.

divided by the number of rates

16.
17.

18

19.

Excluding other duties and charges.
Includes 10 per cent surcharge.

Include ODC's.

selected 6OOds were

10

*-
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In ECOWAS the Treaty calls for the creation of a customs union with a transitional period

of 15 ye^from the definitive date of entry into force of the Treaty) arranged into three phases as

follows- (i) a two-year period for consolidation of import duties; (..) followed by an «S*-y«£
perioTduring which import duties are progressively reduced and finally eliminated; and (...) the

aTfive y^s would be'devoted to the creat.cn of a common external tanff in respect:d good

imported from third countries. These conditions were remforced in the Revised ECOWAS Treaty
which called for the creation of an economic union.

The revised Treaty supports the trade liberalization programme defined under the original

Treaty Ld broaden its scope'Ve revised Treaty stipulates the creation of an economic umon
within 15 years period following the inception of the trade liberation programme in

January

7990. The" 15 years period is structured into two phases. The first 10 years after^anuary^1990

ECOWAS member States will progressively establish a customs union within which,dut,es ™Hbe
eliminated, non-tariff barriers removed and a common external tariff established. The rea
bottleneck; in all these are the lack of commitment to adhere to the agreed t.metable for
implementation.

In APEC significant progress had been made in trade liberalization. The implementation of

unilateral reforms'and deregulation resulted in a significant reduct.on ,r.the overall^tariff rate^

which fell from 15.4% in 1988 to 9.1% in 1996. Non-tariff measures (NTMs) on imports by APEC
economies had been cut nearly in half, declining from 9% in 1988 to 5% in 1996.

The formation of NAFTA on the other hand has had adverse effect on trade with third

countries When NAFTA was negotiated, concerns were raised vis-a-viz trade divers.on, which

focuseTon I potential adverse effect of restrictive rules of origin on third countries. However,
2 has benefited from trade preferences since it received special treatment other countries
^suffered as a result. Members of the Caribbean Basin Initiative (CBI) wmch used to enjoy

preferences prior to the formation of NAFTA have now displaced by Mexico. This form of
treatment has equivalent effect as the imposition of CET in the context of other reglonal groupings.
VI.

FREE MOVEMENT OF FACTORS OF PRODUCTION AND
SERVICES

Theory suggests that free movement of factors of production is a necessary condition for the

liberalization scheme to succeed, since it would allow for factor price equalization and convergence

of economic activities. The free mobility of capital will permit a more efficient gobal allocattonof
resources toward their most productive uses. Indeed, the ehm.nat.on of obstacles to the free
movement of investments and persons would facilitate economic act.vrt.es _ across the nat.ona

borders In the context of the OECD countries to which the EU belongs, evidence suggests that

movement of all factors of production contributed to convergence. In the first phase, the major
factor was mass migration. In the second phase, convergence was the consequence of >™stment,

trade and economic development which served to reduce the incentive for migration between the
OECD countries. The free movement of labour, capital, goods and services is an important feature
of the European economic integration.

The completion of the Single Market was supposed to result in four freedoms and to ensure

that free trade promoted efficiency in consumption and production. The main features of the Single
Market are the free movement of labour and capital, the harmonization of regulations affecting
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enterprises, consumer protection and competition policy. The Maastricht Treaty which was signed
in 1992 embraces the objectives of monetary union, a common foreign and security policy, common
citizenship and the development of cooperation on justice and social affairs. In other words the
Maastricht Treaty brought into force the free mobility of labour and common citizenship within the
European Union. The entry of NAFTA into force saw the total employment increase by 6.7 million
workers, or by about 2.2 million per year. However, while the picture remains rather unclear to the
extent that NAFTA increased overall U.S. exports, it had a small positive effect on U.S. wages, in
that U.S. workers in the export sector earned about 10 - 15% more than those in the non-export
sector (Richardson and Rindal, 1996), amounting to over $4,000 per worker in 1997.

In the ASEAN region, there has been a marked policy push toward lowering tariffs or
reducing impediments to movement of persons. The move toward free mobility of persons is
shown by the large flows of temporary workers across the region. Indeed the movement of labour

or temporary workers within the ASEAN region conforms to the neo-classical theory which asserts

that labour would move from low-wage to high-wage countries. The current movement of labour
within the region indicates that temporary workers are moving from Indonesia, the Philippine and
Thailand to Brunei, Malaysia and Singapore. Some indications of the magnitude of this intra-

regional flows for 1992-1993 are captured in Table VII below.

Table VII: FLOWS OF TEMPORARY WORKERS IN ASEAN, 1993

^\\

To

Froni-\^^

Brunei

Malaysia

Singapore

Indonesia
(1992-93

n.a.

37,757

10.114

Philippines

10,960

12,409

11.560

Thailand

14,750

11,358

14.171

Source: Adopted from Table 16, ASEAN macro economic outlook, 1995-1996, ASEAN Secretariat, Jakarta, 1996

It is indicated (ASEAN, 1996) that these temporary workers tend to be semi-skilled or
unskilled and working in such fields as construction, labour-intensive industries, domestic services
and entertainment. This group of temporary workers consists of females as well as illegal

immigrants. Even though these movements of temporary workers are likely to cause tensions for

both the supplying and receiving countries, the exchange is obviously of great benefit as these

temporary workers do alleviate bottlenecks in factors of production supplies which would have

otherwise acted as a brake to economic growth in the receiving countries.

For the supplying

countries, the movement of labour acts as a source of relief to the pressure of unemployment and as
a major source of earning foreign exchange. The movement of temporary workers will continue to

be a feature of the ASEAN economic life. What cannot yet be established is whether a more formal

way of dealing with this issue will be put in place.

In COMESA, even though Chapter 28 of the Treaty advocates free movement of persons
labour, services and right of establishment and residence, the move toward achieving this is still a
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distant goal. Member States have however adopted "visa relaxation" for perm.tt.ng '^igration for
at least one month, and in certain cases for ninety days, before res.dence permit woul1 berequ ed
The Protocol relating to the gradual relaxation and elimination of v,sa requirements with n

COMESA had been'approved since 1985, but the whole issue of labour -°b,hty tha woU d

facilitate the exchange of skills and enhance economic growth and development ha* ye tbe

properly addressed. The liberalisation of the movement of persons is intended to facilitate in
particular, the movement of business persons within COMESA.

Among this labour group are temporary professionals whose skills are requiredli».the
countries of immigration. The other group belongs to the category of clandestine or illegal worker,
who are often not documented, but who nonetheless, move from low-wage to high-wage countries.

According to estimates, about 8 million clandestine workers, which constitute 20 percent o the
South African population, work in South Africa (ECAMULPOC/LUS.1996). It should equally be

noted that within the COMESA subregion there is already a growing wave of free movement ot

labour in terms of school teachers, university lecturers, doctors, nurses and businessmen and
women.

In SADC while the visa-free entry is not a contentious issue, the other parts of the Protocol
such as those dealing with "right of residence" and "right of establishment" still remain thorny
issues on which implementation might not be forthcoming. These legal protocols notwithstanding,

the people of Eastern and Southern African subregion are already "voting with their feet arid are

crossing borders in search of greener pastures, while a more formalized kind of labour mobility is

yet to be worked out with their respective governments. The movement of people in terms ot
temporary workers which include labour, unskilled and semi-skilled is already taking place.

In ECOWAS, Articles 53 (31)(a) and 55 (l)(ii) of the Revised Treaty advocate the
unimpeded flow of capital within the community through the removal of controls on the transfer ot

capital among the member States, and the total elimination of all obstacles to the free movement of
people goods, capital and services, and to provide the right of res.dence and establishment wrth
respect to persons. While the free mobility of labour is already taking place, there is very little
statistics to quantify this movement. Again, the free mobility of labour within the subregion has a

lot to do with temporary workers and business people than that of professionals.

The whole process of trade liberalization will not be effective unless it is accompanied by

free mobility of labour and capital, since this will lead to the equalization and convergence of levels
of income between the different member States; strengthen the effects of economic integration;

enhance the transfer of skills and the learning process; and create investment opportunities. The
free movement of capital will enhance convergence on income levels as capital will flow irom
capital-abundant to capital-scarce countries.

Empirical evidence from the EC suggests that while Spain and Portugal benefited
significantly due to their membership in the EC (Winters, 1996), Greece also benefited, but not at
the same level In the case of NAFTA, Mexico has been a major beneficiary, as its share ot total
FDI increased by almost 60% between 1994 and 1996 in terms of North American investment. In
addition the North American firms have moved some of their production facilities to Mexico

Canadian investment in Mexico also increased substantially, and accounted for 6.3/o ot new *LH
since 1994 As an investment area, NAFTA has also stimulated significant increases in the inflows

of foreign investment from countries outside to the NAFTA region (Blomstrom and Kokko, 1997).
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With regard to MERCOSUR, since its formation, the economies attracted more and more
foreign investors. Between 1990 and 1996 FDI in MERCOSUR countries rose from US$5 000
million to US$41,563 million making it one of the main targets of FDI among developing countries.
The ASEAN region has on the other hand, been an important destination for a significant
amount of foreign capital inflows - both short-term and long-term. It has been extremely successful
in attracting long-term investments. In 1996, foreign direct investment into the region amounted to
US$28.9 billion accounting for about 22.5 percent of all foreign direct investment flows to
developing countnes. In an effort to strengthen and increase these investments, the ASEAN region
is forging inter-regional links with other regional groupings such as the Australia-New Zealand
Common Economic Relations Trade Agreement (ANZCERTA or CER) MERCOSUR, the
European Free Trade Association (EFTA) and SADC. These linkages will enhance trade and
investments by linking up the private sectors of both sides, within the principle of "openregionahsm". The concept of open regionalism (Ojendal, 1997), views trading blocs as
mechanisms for liberalizing trade by increasing pressure on other trading blocs to be more inclusive

m their trading relations.

In SADC and COMESA the experience tends to show that macro-economic stability is a

more important determinant

of FDI

inflows than the creation

of a regional

market

(ECA/RCID/43/98). However, the locational advantages for several industries are likely to arise
from the creation of a large common market due to the attractiveness which the regions would
create by pooling their abundant national resources. Furthermore, the inflow of FDI into the region

will tend to be concentrated in some few countries only as a result of differences in infrastructure

facilities. In SADC, foreign investments tends to cluster into South Africa (World Investment

Report 1997). On the whole, Africa's average share of developing countries inflow of investment
dropped from 11% during 1986-1990 to 5% during 1991-1996, and was about 3 8% in 1996 the

lowest since the early 1980.

VII. IMPACT

OF

POLICY

ECONOMIC SECTORS

HARMONIZATION

ON

SOME

KEY

• Macro-economic coordination
Under this section, an attempt will be made to analyze the impact of policy harmonization
with respect to macro-economic coordination, competition policy, agriculture industry
infrastructure! development and human resources development. The coordination of sectoral
pohcies provides a feature of a deeper level of integration. The importance of coordination in these
sectoral areas stems from the extent to which they can be convergent or divergent and the nature
and level of the stresses which may consequently make themselves felt. The European Union has

been a pioneer in implementing sectoral harmonization and coordination. However the economic
integration schemes in developing countries have not made much inroads in this area.'

The economies making up most of the regional trading blocs of the developing countries are
too different from each other to make it feasible to practice strict coordination of their macro-

economic pohcies. It is in this respect that any project for coordinating economic policies have to
take into account the structural and institutional features of the particular regional bloc The
existence of unequal levels of development within these blocks such as market size level of
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industrialization degree of openness, and per capita income, demands excessively homogenous

"Sons tdeed sLe these groupings are at initial phases of integration, mtra-regiona1 mobihty
ofth factors of production is still very limited, hence the use of the ^^J^^
out in restoring lost competitiveness. If internal disturbances suffered by the ^"f^w are

relatively small in comparison to the external ones, the optimum policy would be to. promote the

22 of risks by tjying to isolate the region from the outside world through the application of

trTdTb^rriers and exctlgt controls; and strengthen the domestic market by adopting a common
currency for the regional bloc.

The EU and ASEAN have set up frameworks for the coordination of macro-economic

policies in terms ofjoint approaches to the common problems of inflation, fytt^T^^[
and exchange rates.

Recent experiences in Brazil and Argentina have shown that different

movements in exchange rates and interest rates have caused major fluctuations m trade and

financTal flows. In theLe of the EU, it has been observed that the '^£U*J*£*%£

in deepening the process of economic integration would have been eroded if the economic pohc.es

of memXaJwere not effectively harmonized (Werner Report, 1970). The Report therefore

proposed and spelled out major elements of macro-economic coordinate which could be
important in this process. These included:

> total and irreversible mutual convertibility of currencies, free from fluctuations in rates and

with fixed exchange rates or single Community currency (now in place since January
1999);

> the creation of liquidity throughout the area and the centralization of monetary and credit
policy;

> unification of policies of member States with regard to the capital market for the
Community itself;

> decisions to be taken at the Community rather than at national level regarding the essential
features of public budgets, the size of balances and the methods of financing them; and

> regional and structural policies which will no longer exclusively be within the jurisdiction
of member countries.

The Werner Report actually outlined a new programme of further economic integration,

penetrating much deeper into the heartland of national sovereignty since major budgetary decisions

would be taken in Brussels. Thus, member countries would forfeit the freedom to establish their
own financial and monetary policies or decide on exchange rates.

In ASEAN the macro-economic and trade sectors are considered as the windows to global
economy. Indeed sustained macro-economic performance among the ASEAN countries (with.some
short-run disturbances) reflects strong underlying economic fundamentals. These facilitated

ASEAN's continued interdependence with the rest of the world and within ASEAN member
countries The healthy and robust economic performance of the ASEAN economies has freed these
economies from macro-economic constraints that would prevent them from pursuing trade policies.

There has been a relatively low and stable inflation regime in ASEAN, compared to other
developing countries' regimes which has supported regional trade. Theoretica ly high inflation

rates quickly erode a country's competitiveness in international markets, distorts domestic resource
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allocation and necessitate further macro-economic the adjustment.

The ability of individual

countries to contain inflation and achieve sustained economic growth are important parameters in

the promotion of economic cooperation, and in the increase of trade amongst its members and with
global partners.

It is the sound macro-economic policies which contributed to the quick economic recovery
when the South-East Asian economies experienced their worst economic crisis in 1998 The region
was thus, better able to weather the storm. ASEAN responded to the financial crisis at four levels.
At the national level, the affected countries undertook reforms that their different circumstance
called for. These reforms focussed on tighter supervision and discipline of financial institutions,
fostering of greater transparency in financial and other economic transactions, promotion of greater
competition and the institution of stronger bankruptcy laws and commercial codes, including better

management of external debt.

At the bilateral level member countries in the spirit of solidarity extended assistance to those
countries in need. At the international level, ASEAN had collectively called upon developed

countries to provide trade financing and to protect the less privileged and the vulnerable when

prescribing their reform programmes. At the level of the association itself, ASEAN had strongly
reaffirmed its commitment to regional economic integration. In this regard, they pledged their
commitment to accelerate the realisation of the ASEAN Free Trade Area in order to regain business

confidence, enhance economic recovery and promote growth in the region.

In COMESA, the harmonization or coordination of macro-economic policies had been
rendered difficult as a result of the wide diversity and structural weakness of the economies of the
participating member States as a result of a number of factors. These include; low level of

economic development; low income levels in terms of GDP, smallness of markets as'a result of low

income; high level of external indebtedness; poor infrastructural facilities; low level of industrial
development and growth; and wide disparities in the rates of economic growth, which were
generally on decline. Indeed, while the implementation of the World Bank/IMF sponsored
structural adjustment programmes were helping towards the stabilization of macro-economic
policies in terms of exchange rate realignment, control of inflationary pressures, financial
liberalization and privatization; a strong correlation was said to exist between the adoption of the
adjustment programmes and the falling levels of investment (Killick, 1995). This, it has been
argued is due to the independent development of the trade circuit from the productive system
(Carmody, 1998), which the World Bank/IMF reform system had not taken into account.
A study done for SADC is a good example of the necessity for macro-economic
coordination in S-S integration schemes. The South African devaluation in 1996 is thought to have
had real effects in the short run which outweighed changes in trade policy. Exchange rate
movements can have powerful effects to either complement or undermine the effect of trade

liberalization. The work of Coetze et al (1996) suggests that a 20 per cent devaluation of the South
African Rand had effects of the same order of magnitude as the imposition of 40 per cent tariff

because devaluation works on both the import and export side of trade.

The experience of other regional economic groupings indicates that sound macro-economic
policy coordination is an important factor in the promotion of economic cooperation. In this regard
there will be a necessity for African integration schemes to strengthen moves towards the
coordination of their macro-economic policies.

ECA/RCID/078/99

Page 29

Competition Policy

Competition Policy as a concept becomes important in the discussion of r^onaHntegration
because it includes a myriad of government policies that impact on competmen at both te.atona
and inter-national levels involving consumer protection, trade liberalization (import competition

and use of countervailing duty measures and foreign investment regulation to name but a few ot its

mtrtant aspects. The core objective of competition policy in nearly all ^'*™ »»J^C

and protect the process of competition not competitors with a yew to ma^m.zmg economy

efficiency (both allocative and dynamic) and by achieving efficient market outcomes in the form of
lower consumer prices and better quality products (Rowat et al, 1997).

Indeed the very definition of mobile and immobile factors of production, the quality and

quantity of which determine a country's competitiveness, needs to be recast to include the influence
of information and communication technology (ICT). The OECD Report (1992) argues that as
result of the convergence of computer and communication technology it had now become
technically feasible for multinational enterprises to link together production and marketing facilities
around the world. While in the past, the internationally mobile factors of production were mainly
capital and technology, and immobile ones were labour, land and natural resources, today the ability
of countries to restrict the movement of goods, services and labour has been weakened and the
determining factors of competitiveness have shifted towards the social economic institutional and

governance'characteristics of a country (ESCAP Report, 1999). In other words, the key elements

that will govern and induce investment in the production of goods and services, will be the physical
infrastructure, the rules and regulation applied to business and individuals, the degree ot
transparency, perception of fairness or lack of corruption, the investment climate, and the functions
of the legal system.

Theoretically the removal of barriers to trade and the establishment of a common market is

expected to encourage economic actors with competing or complementary products to enter into a
variety of forms of cooperation from franchising and licensing to strategic alliances and to mergers.
It was against this background that MERCOSUR Trade Council at its 14 December 1994^ meeting

approved a document entitled: Basic^ementsofthePefence of Competition in MERCOSUR, with

the goal of harmonizing law in this area and of creating scope for coordinatedI action among its
members In 1995 a draft Protocol for the Defence of competition withm MERCOSUR, which was
based on a Brazilian draft, required authorities to examine concentrations that restnct competition

or result in a participation of 20% or greater in the relevant market (Article 5). The protocol at he
same time accepted that concentration acts may be authorized if they have as their objectives the
increase of production, the improvement quality or the fostering of efficiency or technological or

economic development so long as benefits are passed on to consumers and prov.d^ that such
concentration does not result in the elimination of competition in a substantial part of MERCOSUR.

A Final Protocol for the defense of competition within MERCOSUR was approved on December
17 1996

It focuses directly on public and private entities, establishes a common regime tor

government procurement and ensures discipline (coordination) of public policies effecting
competitiveness.

In the area of foreign investment regulation for example, where historical restrictions on
foreign investment in Latin America hindered domestic competitive environment, countries have
sought to modernize their foreign investment laws (e.g. Mexico) to make them more hospitable to

foreign investors, by removing restrictions on eligible sectors for foreign investment, repatriation

rights compensation for expropriation and provisions for dispute resolution.

Twenty one Latin
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American and Caribbean countries have now signed the International Centre for the Settlement of
Investment Disputes (ICSID) Treaty which repudiates the Cairo Doctrine, which required that
aliens submit disputes arising in a country to local jurisdiction.

It should also be noted that MERCOSUR Protocol on competition followed rather closely
the language of Articles 85 and 86 of the European Union's Treaty of Rome. These Articles
prohibit agreements and concerted practices having as their object or effect the prevention,
restriction or distortion on competition within the common market and abuses of dominant position'
In a similar fashion, European Council Regulation 4064/89 requires that certain takeovers and

mergers or "concentrations", must be reported to the European Commission before they are

effected. The regulation, basing itself on the authority of Article 86, allowed the Commission to
forbid those concentrations if they result in an abuse of dominant position which wouid
significantly impede competition in the common market or a significant part of it. While much
work still needs to be done in MERCOSUR, the achievement made thus far, is highly remarkable
and underscores the desire of the member States to work together in this area.
Countries of South East Asia have pursued policies designed to close the gap on leading
industrial economies. They have pursued policies aimed at promoting competition thereby
enhancing the process of investment, technological progress and export promotion. Japan and
South Korea were pioneers in harnessing policies designed to promote profits, provide incentives to
private firms and compete aggressively for a greater market share and thus maintain the momentum
of industrialization. Policy measures were designed to attain international competitiveness with the
objective of achieving industrial deepening, export promotion and technological progress.
A variety of other policies were employed to increase the rate of savings and investment;

infant industries were protected on a selective basis; technology acquisition was closely monitored
while competition policy was carefully managed. Managed competition was also extended to the
entry of foreign firms and FDIs were restricted to protect local industries. But as the South East
Asian countries developed more and established their own TNCs, they became more liberal and
were able to compete internationally. They established strong institutions which are separated from
political pressures.

When one examines the key determinants of competitiveness of a country, which at high
level include: policies or regulations, investment climate, institutions, and infrastructure on the one
hand, skilled labour and the number of engineers or scientists on the other hand, one is impressed
with the real expenditure per pupil which in South Korea rose by 355% between 1970 and 1989 as
compared to that in Mexico and Kenya which rose by 64% and 38% respectively between the same

period.

In COMESA, the process of formulating a regional competition policy is in progress. The
policy is expected to be consistent with internationally accepted practices and principles of
competition, especially the principles of the World Trade Organization (WTO). The regional
competition policy is intended to harmonize existing national competition policies in order to avoid
contradictions and provide a consistent regional economic environment. The COMESA Court of
Justice will be expected to play an important role in the interpretation of provisions of, and ensuring
compliance with, the regional competition policy.

Judging by the fact that only eleven African countries have so far introduced competition
legislations, it becomes imperative that all African countries introduce these laws and manage them
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in a manner that will facilitate the harmonization of Africa's economic ^ legal framework n
order to ensure that the necessary conditions for the successfol integration of Afica*««"
the global economy is assured. It is for this reason that Afhcan countnes could draw important
lessons from the experience of other countries in this area of competitiveness.

What is clear from the experience of other regions especially that of East Asia is that the
high level of skill development has played a critical role in not only enhancing competitiveness but
also economic development in general.
Agricultural Harmonization

Despite the wide ranging reform measures aimed at the structural transformation of African

econSl ot the last dLfde and a ha.f, people are still Hving off the promise -th- Jan the

reality of good results. The contributions of the different sectors to GDP have not responded to this
stimulus in the direction and magnitude originally expected. The two sectors of production which
should have been at the forefront of the growth dynamic have each been overtaken by services. The

share of agricu.ture in GDP declined from 22.3% in 1980 to 19.4% in 1997 whue the share of
industrial sector also moved in consonance with agriculture, registering a declining share in GDP
from 39% in 1980 to 32% in 1997. The service sector share in GDP increased from about 39/o
around 49% over the same period. The implications for this trend are evident in terms ot

productivity and output decline as well as increased food insecurity and margmalization m world
trade.

Indeed the reform packages while producing some positive impact, adversely affected small
holder producers who are the mainstay in this sector. The access for poor farmers to credit and

modern inputs shrank due to the removal of subsidies and the reduction in agncultura extension

services. These constraints were worsened by reduced investments in rural mfrastructural services.

In the EU agricultural policy has been a contentious issue and has occupied a prominent role
in the integration process right from inception. The three major original members of the EU
namely Germany, France and Italy have had substantial agricultural population which needed
subsidies because of the implementation of the common agricultural policy (CAP). Accordingly

arrangements were made for the funding of the Agricultural Guidance and Guarantee Fund
designed to subside Community farmers in times of price vicissitudes. In addition, levies were also
bein| imposed on imports of foodstuff from non member countries. However the Marrakech
(1994) agreement on agriculture binds the EU to reduce import duties of 36%, and the agreement

has the merit of being consistent with the process of the current reform of the CAP and of fully
recognizing that the EU's agricultural policy is compatible with its multilateral commitments.

Agriculture is one area where the EU countries have fully harmonized their policies All
member countries of the European Union have now reached agreement that whenever agricultural
issues are discussed in international meetings, they should be represented by a single EU delegation.

With regard to SADC, the region has the capacity to feed about twice its present population

of nearly 145 million on the basis of increases in agricultural inputs and increases in land use.
Unfortunately, the pattern of rainfall in the subregion is erratic and only certain countnes have
suitable soils. Therefore in order to overcome this handicap the adoption of more intensive
production systems by small farmers will be necessary.
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Within the framework of the SADC programme of work, member governments have
initiated various policy instruments designed to offset food deficits. Agricultural research and food
security programmes have been initiated. Governments are also engaging into irrigation projects as
well as building dams to preserve water. As market liberalization has become an accepted strategy,
marketing and pricing of agricultural products have been liberalized. Although these measures have
increased the production of food crops, there will continue to be a significant dependence on

imports at a regional as well as a national level. Countries will also be required make more efforts

to coordinate and harmonize agricultural policies.

In ASEAN, cooperation in the field of food, agriculture and forestry is given prominence.
Programmes implemented cover a wide spectrum of activities from food security production and
post harvest technology to research and extension services.
One of the most important
responsibilities of the ASEAN governments is to ensure that there is a stable food supply,

particularly of essential food production for its population. This was accomplished by the setting up

of the ASEAN Food Security Reserve (AFSR). Central to this collective food security scheme are
the coordination of national stock holding policies, arrangements for mutual support in time of

emergency, and the establishment of a Food Information and Early Warning System.

The Food

information and Early Warning System presently includes rice, maize, soya beans and sugar.

The cooperation in food, agriculture, fisheries and forestry include the following priority
areas:

(a)

strengthening food security;

(b)

facilitation and promotion of intra and extra ASEAN trade in agriculture, fishery and

(c)

technology generation and transfer to increase productivity and develop agribusiness

(d)

agricultural, community and human resources development;

(e)

private sector involvement and investment;

(f)

management and conservation of natural resources for sustainable development; and

(g)

forest products;

and silvobusiness;

strengthening ASEAN cooperation and joint approaches in addressing international

and regional issues. For each of the seven priority areas, each country has developed

a sectoral action programme covering policy coordination, research, technology
transfer, production, marketing and investment promotion.

The general objective is to enable member countries to manage their agricultural and
forestry sectors efficiently, use the latest technology in production and processing, be made aware
of market information, produce at competitive prices, and allow international market expansion

enter new markets, and exploit technological and organizational advantages. There remain two
apparent lacunae in cooperation activities. One is the need for sustained efforts at addressing the
importance ofjoint approaches to increase levels of productivity especially for crops. This requires
that attention be paid to the development of crop varieties suited to ASEAN, hence a
correspondence reliance on indigenous ASEAN genetic experiments. As land frontiers are reached
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incremental food sources will have to come from technological improvements in crop production.
Second, while there is an acknowledged common theme for conservation, ASEAN needs to take
further steps in cooperation towards a common agricultural policy m ASEAN based on the
understanding of ASEAN comparative advantages and recognition of product specialization.
Industrial Policy

Economic integration does inspire competition among governments to outspend one another
in order to confer a competitive advantage on domestic industries. It should be noted that any
action taken in one country may be completely eroded by countervailing measures instituted by
another thus leading to misuse of resources. It is against this background that a common approach
to industrial policy becomes desirable in order to:
(i)

Maximize potential gains from integration;

(ii)

Provide clear rules of the game for governments in dealing with inevitable
pressures for state aid in one form or another;

(Hi)

Prevent actions, and reactions which may end in undermining the success of
regional integration.

Within the context of this section, the term harmonization will imply an agreed approach to
industrial policies, with respect to emerging, protected or declining industries - within a common
framework or rules, remedies, and sanctions. It does not imply, a coordinated interventionist

industrial policy by the customs union partners. Broadly defined, industrial policies are made up or
"government policies designed to affect the allocation of resources among economic activities and

produce an outcome different from what otherwise would have occurred in the market (Cladio
Frischtak et al 1996). Industrial policy has been an area of concern in many regional integration

schemes such as the EU, ASEAN and MERCOSUR during the early phases of trade liberalization
where some sectors benefit from access to larger markets while other industries previously

protected by trade barriers or protected by aid from governments have declined because ot stitt
competition.

The rationale for industrial policies in the integration schemes is to assist the reallocation of

resources from declining industries to rising industrial sectors particularly where the process ot
trade liberalization will precipitate such a process. The other arguments for industrial policies are
that there are sectors which are less attractive to firms and yet important to governments It is also
argued that governments ought to pursue strategic trade policies in the era of global oligopolistic
markets characterized by high fixed costs. However, the counter point to industrial policies is that
market forces should provide the appropriate incentives to move resources from sunset to sunrise
sectors without engaging governments in the difficult task of picking winners.

The European experience with industrial policy harmonization is worth emphasizing. The
Treaty of Rome did not provide for a common industrial policy as in the case of the Common
Agricultural Policy or Common Transport Policy. Article 92 in effect prohibits state assistance to

industry as this would counter the objectives of competition policy. But in spite of article 92 the

Treaty allows several exemptions such as state aid for regional development and measures to ottset

"serious disturbances" (like recessions). In fact in recent years, the European Commission has set

up specific industrial policy guidelines for regional development, declining industries and high

ECA/RCID/078/99
Page 34

technology sectors. Assistance is allowed to those declining industries to enable them adapt to
technological changes, and not to assist uncompetitive industries. Between 1986 and 1990 State
Aid to manufacturing in the EU as per cent of value added declined from 4.2 to 3 3 per cent and in
1990 represented 34.1 billion ECU. Greece, Italy, Portugal and Ireland are the heaviest subsidizes

Such subsidies are in the form of grants, tax reductions, equity participation, soft loans, tax deferrals

and loan guarantees.

The EU and MERCOSUR share several common integration goals but there are important
differences that highlight potential policy obstacles to industrial policy harmonization in
MERCOSUR. There is no definition of financing mechanism for regional development, joint
research and development projects and industrial restructuring. Secondly, unlike in the EU,
MERCOSUR'S institutional arrangements are too weak to coordinate and enforce policies. Lastly
MERCOSUR'S provisions for harmonization of monetary and industrial policies do not specify
either timetables or implementation mechanisms for achieving these goals. Also left vague are the
issues of MERCOSUR policy towards declining sectors. However it is worth noting that these
particulars of industrial policy harmonization were also omitted in the Treaty of Rome and could

only be developed over a period of thirty years of integration.

According to Frischtak, the United States provides credit to small businesses and to farmers
while the European nations have used equity participation to support the automobile and aircraft
industries. Both Korea and Indonesia have provided aid to strategic industries such as shipbuilding,
chemicals and the aircraft sectors. The industrial policy instruments used in all these cases include
- trade policies such as selective duty rebates and non-uniform tariffs, non-tariff barriers ranging
from quantitative restrictions to more subtle protection such as product labeling and packaging
requirements; tax policies, including tax credits and allowances for specific firms and credit policies
which might include government-backed loan guarantees and direct grants from the coffers of the
state.

In ASEAN, the broad philosophy of cooperation in industry is based on resource-pooling
and market-sharing. In this regard, three modalities were pursued since 1977. These are the
ASEAN Industrial Project (AIP), ASEAN Industrial Complementation (AIC), and ASEAN
Industrial Joint Venture (AIJV). The AIP approach was based on state allocation of industrial
projects. This approach had setbacks because of conflicts between national and regional projects.
Apart from bureaucratic problems, there were three other apprehensions about the AIP philosophy
itseif. First member countries needed to provide some protection in terms of tariff preferences for
allocated project, although the pricing of AIP outputs would be competitive, the provision of floor
and ceiling prices to maintain profitability remained contentious. Second, there was an implication
that member countries would limit their industrial choices and deny themselves of industrial
alternatives. Third, the binding element of market guarantee for a specific AIP also cast some
doubts on the concept of the AIP.

The AIC approach allocated projects on the basis of the private sector, because private
industry is more familiar with the market than the government. The configuration of the projects is
complementary or industrially linked (forward or backward). The AIJV as a third mode of industry

- cooperation, was essentially private sector-initiated. The AIJV is closer to the AIP in the sense of

being individual project with more than one (country) market. But unlike the AIC, AIJV projects
need not be complementary.
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The lessons learned after fifteen years of directing the pace of industrial cooperation are
that:

(i)

resource allocation (especially at the regional level) can neither be predetermined
nor can industries be picked even with market support;

(ii)

the small number of approved AIJV products (only 18 products were accredited

between 1983 and 1990 and many are yet to go on-stream), is due more to the slow
pace of the ASEAN accreditation process than lack of proposals from the private
sector; and

(iii)

past modalities may have overlooked larger long-run impacts, in that gradual effects

of cooperation efforts in ASSEAN were hardly felt was due to apprehension of the
competitiveness of individual countries since the states were more or less at the same
pace and level of development, produce the same menu of tradable goods, hence

hesitation in opening markets for the same products. However, the rationale of
resource pooling and market sharing entails an exchange of goods among ASEAN

states based on their comparative advantages that would ideally bring about industry
specialization and inter-industry trade.

In the light of global integration, ASEAN's industrial development and trade have taken on

a new meaning beyond the narrow confines of competitiveness and industry specialization as
envisioned in previous cooperation modalities. It is moving significantly into complementarities,
vertically and horizontally, across industries and product groups.

In ECOWAS the Authority of Heads of State and Government adopted an industrial
cooperation policy in May 1983 in recognition that there could be no lasting economy development
in the subregion without industrialization. The industrial policy defined ten priority industna
subsectors for the community namely: food industries, agro-chemical industries agricultural

machinery industries, building material industries, wood industries, telecommunication and
electronic industries, petrochemical industries, iron and steel industries, automobile and related

Sries
and pharmaceutical industries. The ECOWAS ™^ ^TZZfZZ^ t
other hand, defined ways and means of achieving a harmonized development through the
establishment of a subregional master plan which would ensure that the potential resources of the

SonITe harnessed in such a way as to make member States derive the greatest benefit from
their complementarity.

The First COMESA Authority meeting noted that in spite of substantial progress made in
creating trade and development of facilitation measures in COMESA, intra-COMESA trade did not

Lease to satisfactory level due to limited tradable goods. The meeting noted hat without

substantial increases in industrial output member States would not benefit from regional integration^

or even the large market when COMESA attains a free trade area (FTA) by the year 2000 and a
Common External Tariff by the year 2004. It is for this reason that the authority directed that the
development of industry should be accorded priority in COMESA's cooperation efforts. In
COMESA the urgency to reactivate industrial development is seen against the fact that the share oi

manufacturing production in COMESA declined from 0-6% in 1970 to 0.3% in 1995, a 50/o
decline.
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At African regional economic groupings' levels, the absence of comprehensive industrial
policies at national levels, has greatly affected the development of a comprehensive regional policy,
notwithstanding the fact that the governments were major players in the industrialization process in
most countries. COMESA for example has put a number of coordination proposals to accelerate
industrial development in the region, but unfortunately the whole process appears to have been
derailed as a result of other economic problems.

Indeed, trade liberalization in the context of SADC, COMESA and ECOWAS has recently
precipitated the closing down of small and uncompetitive industries. In Africa, while the donor
community has strictly advised against industrial policy intervention, in South East Asia and
MERCOSUR industrial policy instruments have been devised to protect declining or sunset

industries although eventually ASEAN abandoned the use of industrial policy instruments in favour
of market based policies. But in MERCOSUR, Brazil and Argentina have continued to operate

industrial policy instruments.

Even in the EU, governments3 interventions to assist declining industries have been allowed.
In this context, the African countries will have to involve governments more vigorously in the
promotion of industrial development, notwithstanding the privatization programmes currently
underway and to increase government intervention in cases where there are serious disturbances or
recessions as has been the practice in other regional groupings.
Human Capital

The East Asia economies have grown faster than other developing regions over the past
three decades. Several compelling factors have emerged as major contributors as has been outlined
but investment in human capital has been a key factor in driving that growth and development. The
combination of outward orientation and education has reacted positively to create the demand for
highly-skilled labour, improved the quality of education and facilitated learning-by-doing and
allowing for technological up-grading (Thomas and Wang, 1998). It has been noted that the
synergy between openness and knowledge accumulation in East Asia has been crucial for its
countries success in an increasingly competitive world environment (op-cit, 1998).
Recent evidence demonstrates that the quality of schooling has been high in East Asia
whatever measurement is used, as compared to other regions like Latin America and Africa. The
ambitious investment in education not only at the primary level but also at the secondary and
tertiary levels has played a decisive role in expediting imitative technological learning in Korea
(Kim, 1997). The same author argues that underinvestment in education, particularly at tertiary
level would constitute a major bottleneck in facilitating innovative technological learning. The

governments played key roles in pushing the education through by overinvesting in the
development of human capital.

The theory of technological capabilities suggests that individual countries have very
different abilities, depending on the cumulative stock of knowledge which they have build up (Lall
and Wangwe, 1998). The argument is that this initial stock of knowledge or human capital will
determine the rate at which the reverse-engineering of foreign models, technological learning, and

assimilation of foreign technologies will be observed or indigenized. Kim (1997) further argues

that mastering creative initiation requires two essential components, namely, strategic followership
and learning by watching. Strategic followership simply means the delayed adoption of a new

practice until the initiator can marshal grater financial muscle to take the lead.

Learning by
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watching refers to activities directed toward acquisition, assimilation, and improvement of external

knowledge. This last component as the experience of Japan shows as a catching-up country
requires substantial investment in specialized R&D and related competencies.

Indeed since competitive advantage is driven by technological differentiation in a manner

that produces'constant innovation which requires highly educated people in specific disciplines,
African countries have no choice but to overinvest in all levels of education. To overcome the
burden of huge investment required in building such scientific and technical capabilities, the hrst
approach would be to pool resources through regional cooperation. The ASEAN experience offers
a useful lesson in the building of competitive capability through human resource development.
Education remains a major factor in technological learning.
Infrastructure

The revolution in transport and communication has brought an enormous reduction in

distance as a natural barrier to trade and investment.

Indeed the technological change has

intensified the pressures of international competition and combined with the deregulation in the
sector it has led to substantial lowering of cost and improved quality of these services. The
communications improvements have permitted better flow of information. The old concept of
perceiving transportation and communications infrastructure as physical systems that move goods
or information from one point to another, has radically changed by the emergence of "advanced
infrastructure" which should not only be thought of in terms of physical systems, but also in terms
of the value-added services and regulatory as well as institutional requirements which enable these
systems to achieve their potential effectiveness (Aiyer and Peters, 1998).

It is against this background that it has been argued that the ability to compete in global

markets now rests not only on the development of the basic infrastructure, but more importantly on
the establishment of effective mechanisms that facilitate the creation of integrated advanced
infrastructure.

According to the ASEAN Secretariat, the strategies to promote infrastructure development

and mobilize greater private sector participation have been put in place in ASEAN. These include:
(a)

the conduct of regional policy dialogue on public-private sector partnership in
infrastructure with focus on the needs and capabilities of the private sector as users
and providers of infrastructure;

(b)

infrastructure provision that takes advantage of regional complementarities;

(c)

providing a conducive environment for private sector participation;

(d)

enhancement of personnel and plant mobility to increase efficiency in infrastructure
provision; and

(e)

Establishment of centres of excellence and human resource development cooperation

in infrastructure and private sector investment.
An ASEAN infrastructure
information network is planned to provide member States with databases on
infrastructure planning opportunities and capacities.
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At the policy level, a number of actions are envisioned.

In order to increase capacity

mobility a progressive removal of national barriers and procedures that constrain or inhibit the
mobility of corporate participants, managers, selected professional and technical and other skilled

manpower will be a necessary step. The development of an ASEAN network of centres of expertise

m infrastructure policy and planning analysis, funds and investment mobilization, and related
technologies will provide baseline information to develop practical mechanisms for cooperation and
mutual support in infrastructure investments.

In MERCOSUR and Latin American countries in general, the problem in many regional
economies is that the regulation, planning and management of the different elements of trade
supporting infrastructure are disjointed and without effective coordination. Furthermore, the
development of advanced infrastructure has been hampered by incompatibility of existing systems
and available technologies. Lack of strong industry associations which would take an active role in
promoting such ideas is another bottleneck. Lastly, the paucity of qualified manpower that are

critical for the operation and management of efficient trade-supporting infrastructure and services
systems is another hurdle.

MERCOSUR for its part has several main integration projects in the pipeline in transport

infrastructural development. They involve highways, tunnels, bridges, bioceanic corridors,
railways, fluvial connections, border crossings, ports and harbours. The projects are aimed at
interconnecting the four countries of MERCOSUR to improve communication. The market size of
MERCOUSR and its proximity to the NAFTA region contribute to MERCOSUR'S lure for
infrastructure investment which has been projected according to the figures below.
Estimated Gross Investment Requirements in Infrastructure in
MERCOSURE (1997-2004)
(in million of US Dollars)
1997

17350

1998

18218

1999

19128

2000

20085

2001

21089

2002

22143

2003

23215

2004

24413

Source: IDB

In COMESA as in the rest of African countries the basic infrastructure particularly roads,

railways, ports and air transport remain awfully inadequate. The standard services are inadequate^

poor and inefficient. Not too much effort has been devoted to the integration of these infrastructural
facilities as yet consequently the cost of doing business in Africa remains high if not prohibitive.
There is therefore a compelling need for African countries to review the area of infrastructure which

is vital for trade facilitation and investments.

In the case of Southern Africa, problems in implementing private infrastructure investment
in SADC have arisen out of policy and regulatory weaknesses. In addition, the region has been
deemed to be among the riskiest with a rating of 23.6 which is below the average of 38 5 for 135
countries (Institutional Investor 1995). The East African cooperation comprising Kenya Uganda
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and Tanzania on the other hand have recently identified a reg.onal roads project thathas.attracted

$1 billion in pledges from the EU and the World Bank. The project once implemented will boo
the interconnectivity of the East African road network and promote integration of the subregion. It

is obvious from the other examples that African countries have a long way to go and must make an
all out effort to address this critical area if they have to become globally competitive.

VIII. TRADE FACILITATION MEASURES FOR ENHANCEMENT OF
TRADE AND INVESTMENTS

In order for the S-S regional groupings, especially those in sub-Saharan Africa, to be able to
face the challenges of economic integration and open regionalism, it is imperative for them to
undertake the necessary trade facilitation measures that would ass.st in the enhancement of trade

expansion. In the African context where the economies are characterized by wider disparities in the
levels of development; lack of capacity for industrial competitiveness to respond to the export

opportunities created through the enlarged markets and import competition, and weak private sector

coupled with the absence of entrepreneurial skills, the need to build these capacities and capabilities
should not be overemphasized.

The objective of trade facilitation measures is to reduce the cost of dong business by
liberalizing trade, eliminating unnecessary administrative bottlenecks and bringing down technical

barriers to trade through the use of new technologies or cost-effective processes. Trade facilitation

is defined as a systematic approach to improving the efficiency and effectiveness of procedures,
documentation and data exchange used in international trade transactions

Some of these activities

include amongst others: simplification and harmonization of trade documents and customs
procedures; coordination between trade supporting infrastructures within the common markets,
collection and dissemination of information on trade facilitation measures and documents,

establishment ofjoint programmes for the training of personnel involved in trade facilitation among

the member States; adoption of common standards of trade procedures within the trading
arrangement where international requirements do not suit conditions prevailing among the member

States- standardization of documents and the information required to be contained in such

documents in accordance with the internationally accepted standards, practices and guidelines and
taking into account their possible use in computer and other automatic data programming systems,

simplification, harmonization and standardizat.on of customs regulations

documents and

procedures and their computerization; and the implementation of transport and communication
facilitation measures.

In ASEAN efforts to implement trade facilitation measures have been directed toward the
removal of barriers, customs simplification and harmonization of customs procedures, through
measures such as the harmonization of tariff nomenclature and the accelerated implementation of
the WTO/GATT Valuation Agreement.
The harmonization of customs procedures and
requirements would facilitate the free movement of goods in transit and allow temporary admission,

enhance cargo processing, enhancement of transparency on accessibility to information tanfl

clarification and valuation. The ASEAN countries have introduced the use of automation through
the use of electronic commerce. The maximum use of state-of-the-art information technology has
been considered crucial in ensuring efficient performance in international trade.

In APEC trade facilitation measures have moved toward a paperless and harmonized
customs system; and inclusion of a mutual recognition arrangement on conformity assessment for
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standards and alignment with international standards. In the area of trade ad investment facilitation,
APEC has agreed to intensify efforts on the simplification of customs procedures, effective
implementation of intellectual property rights commitments, harmonization of customs valuation,
facilitation of comprehensive trade in services, and enhancing the environment for investment.
Evidence indicates that all participating APEC member economies, regardless of their level

of economic development, will benefit from economic integration. Most of the benefits will rise
from the application of facilitation measures rather than on the liberalization of tariffs. It is
estimated that trade facilitation would create a gain off about 0.26% of real GDP to APEC, or about

US$45 billion, while the gain from trade liberalization would be about 0.14% of the real'GDP, or
about US$23 billion, which is only about one half of that generated from trade facilitation
measures.

In COMESA, while trade facilitation measures have been the subject of numerous Chapters

of the Treaty, the areas on which the focus is being directed include: harmonized road transit
charges; COMESA carrier's licenses; harmonized axle loading and maximum vehicle dimension;
COMESA Yellow Card System; COMESA customs bond guarantee scheme; advance cargo
information system, telecommunications harmonization; and information dissemination using
automated system for customs data (ASYCUDA) and management (EUROTRACE).

While good progress had been made in the implementation of trade facilitation measures, a

lot more remained to be done, as some member States of COMESA had not undertaken steps'to

implement them. Some of the modest achievements had been recorded with respect to the
Automated System for Customs Data and Management (ASYCUDA) and EUROTRACE. The
ASYCUDA Transit Module had been completed and the User Guide and Technical Specification

manual had been produced. Considerable work had also been done on both the COMESA Customs
Document (COMESA-CD) and the Common Statistical Rules. The COMESA-CD is aimed at
reducing the burden and cost on traders and transporters by cutting down the number of customs

documents. The document combine all declarations on import, export, transit and warehousing.
This document was introduced to member States for use by 1 July 1997. The member States also
agreed to adopt the COMESA Common Statistical Rules and Regulation at their meeting in April
1997.

*

v

With respect to transport and communication facilitation measures, COMESA has initiated
and implemented a number of activities, as outlined above which would result in the following
impacts:

(0

(ii)
(iii)

The harmonized road user charges, which reduce cost of transport of goods and
speed up the movement of transit goods trucks.

The introduction of a COMESA regional carriers license to liberalize the trucking

industry across the member States.

The establishment of Advance Cargo Information System to enable exporters and
importers track down movement of their merchandize across the transit route and
reduce pilferage of goods in transit.

(iv)

The introduction of the COMESA Yellow Card, a regional third party motor vehicle

insurance for transit motorists.
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Customs Bond Guarantee Scheme to eliminate the
(v)
post.

(vB)

The agreement on tannonizad telecommunication tanffs to reduce the cost of
telecommunication.

A^- 1^ 141
Chanter 20 member
agreed to
Wlth regards to Trade Informat.on.Art.ce
14! nf
ofThagerM
Mafket State
^ have
Q^tieS)

cooperate in increasing the awareness°/;;:™a^nainthe region through the support of the

provision and exchange ^con^te^f ^^^^programme involves the establishment

-*

will be necessary so that the coverage could be enlarged.

WhUe other reg,onS are^^l

with a number of constraints ,n ^''^.^SS-up internet access remains high in many

access (UNCTAD/TD/B/COM.3/16, Nov. 1998).

IX THE

INSTITUTIONAL

FRAMEWORK

FOR

ECONOMIC

* INTEGRATION: A COMPARISON

nation states. It is also a political system. It iny°lves ^

Pave been a central issue throughout

conduct. Hence the various mst.tut.onsotntegranon schemes ha

^^

Th£

the process of econormc integration bo* m the ~P^a, because ^ ralses questions of
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machinery of cooperation which is a strong institutional machinery bordering on supranationalism
In the EU, legislative proposals are initiated by the European Commission while the Council of

Ministers representing member States is the final decision making body acting on these proposals

whether by unanimity or majority voting. A simplified institutional framework of the EU is as

follows:

(i)

(ii)
(m)

national parliaments send representatives to the European parliament while national

governments send representatives to the Council of Ministers;

a Committee of Permanent representatives appoints the Commission whose role is to

propose legislation for Council to decide on; and

the Council decides on Community legislation, while the European Court of Justice
adjudicates disputes over Community legislation.

In many south-south integration schemes, there has been some reticence in establishing
strong institutional machineries similar to that of the EU The continuing sensitivities of individual
member States towards preserving the concept of sovereignty has hampered popular participation in
the decision making in south-south integration schemes. It is worth pointing out that the policy

making process does not follow the logic of economic integration but rather that integration follows
the logic of decision making processes which have their roots in the structures of nation states.

One of the major weaknesses of integration processes in south-south schemes is the lack of
enforcement mechanisms. The most important supranational component of the EU system is the
rule of law which ensures that agreed upon mutual commitments once made are enforced The
Commission can take direct legal action against public and private barriers to trade, but EU law also
allows individuals to enforce EU rules in national courts even if their governments are hesitant
Unlike the Council of Ministers or the Commission of the European Communities neither
MERCOSUR, SADC, ECOWAS nor COMESA have powers to oblige a member State to comply

with common market rules,

Under the Protocol of Ouro Preto (article I), the institutional structure of MERCOSUR was

established as follows:

(1)

the Council of the Common Market (consisting of Ministers of Foreign Affairs and

Ministers of Economy),

(ii)

the Common Market Group;

(iii)

the MERCOSUR Trade Commission;

(iv)

the Joint Parliamentary Commission;

(v)

the Economic and Social Consultative Forum; and

(vi)

the MERCOSUR Administrative Secretariat.

The first three are decision-making bodies given in hierarchical order but the Council of the
Common Market embodies the legal persona of MERCOSUR and is empowered to negotiate and
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sign agreements on behalf of MERCOSUR with third countries and international organizations.

The Common Market Group oversees the management of MERCOSUR as the executive body. The
Trade Commission which has several technical working committees is responsible for coordinating
common trade policy and implementing the common external tariff.

The Joint Parliamentary

Commission and the Economic and Social Consultative Forum are both consultative bodies.

The Administrative Secretariat based in Montevideo is very small made up of only 4

professional staff and a director plus 16 support staff. The four professional staff must come from
the four member States while the directorship rotates every two years among the four member
States and gives operational support for MERCOSUR but has no supranational authority.

Financing of the Secretariat with a budget of only $1.0 million per annum is on the basis of equal
cost sharing among members with no independent source of finance.

The bodies established by the Treaty are intergovernmental rather than supra-national and
the decisions, resolutions and directives taken by these bodies have no force by themselves and
need to be implemented by corresponding national measures. As already stated, MERCOSUR
common bodies cannot oblige a member State to comply with common market rules. In the case of
dispute, there is no supra-national tribunal to enforce treaty obligations. However, trade disputes
are solved through negotiation. Brazil and Argentina have been particularly cautious in introducing
supranationalism into MERCOSUR.

Accordingly, most of MERCOSUR operational activities are done by numerous sectoral
committees at national level and there are more than 500 committee meetings per annum. The
committees involve civil societies, the private sector and government officials. Thus, MERCOSUR
integration is driven by both the private sector and governments.

Other measures to promote

integration in MERCOSUR include the abundant political will and commitment by the political

leadership. We are here concerned with one of the most fundamental aspects of the whole process:
the origins, strength and direction of MERCOSUR'S driving force and motive power. The will to

unite was clearly due to dissatisfaction with the then existing state of affairs and the expectation of
benefits to be derived from the scheme. The MERCOSUR leaders have also signed a protocol
committing themselves to democratic principles and political stability.

Furthermore, in order to reinforce the integration process, Uruguay, decided to establish a

Uruguay's Sectoral' commission for MERCOSUR designed to provide a space where the civil

society could be represented in order to follow-up, understand and be informed on the basic issues
of Uruguay's process of integration into MERCOSUR. The Commission has twenty four focal
points throughout the country and trains young people in order to harness patterns of support from
rural areas, cooperatives, trade unions, as well as local and central governments authorities. In

addition, Uruguayan universities and institutions of higher learning have included regional
economic integration and international organization courses in their curriculae. This is designed to
prepare and acquaint the youths about issues of regionalism.

In MERCOSUR, there are differences in geographical size of the countries as well as
differences in levels of development measured by per capita income. While the EU has since 1973
established a Regional Development Fund to assist the less advantageous countries of the EU,

MERCOSUR for its part has not yet established such an institution designed to offset revenue costs

incurred by the weaker economies as a result of the process of liberalization. The Inter-American
Bank for Development established in 1960 is not a substitute for a MERCOSUR development bank.
However, there are attempts to transform the River Plate Countries Fund into a MERCOSUR
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Development Fund. But so far there is no explicit mechanism of equalizing the benefits arising out
of MERCOSUR integration despite persistent complaints of loss of revenue by Paraguay.
Meanwhile MERCOSUR in pursuit of its policy of open regionalism and flexibility has
signed an agreement on reducing trade barriers with the EU that will take effect in 2006. The thirty
countries of North and South America have also envisaged and signed a treaty that will establish a
Free Trade Area of the Americas (FTAA) by year 2005. All concerned institutions expect that the
implementation of these agreements will change the entire perspective of MERCOSUR In
addition, Chile and Bolivia currently associate members of MERCOSUR may soon join not as
customs members but as free trade partners and would therefore not be bound by CET

Open

regionalism implies flexibility. This might therefore explain why it has been deemed not necessary

to establish strong institutions in both NAFTA as welt as in MERCOSUR.

Finally, the MERCOSUR integration scheme has set up a Training Centre for Regional
Integration with assistance from the EU and is based in Montevideo, Uruguay. The Centre
organizes and conducts seminars, workshops and training courses for the public and private sector
as well as civil society on the process of Latin American integration. The centre is open to all Latin
American integration schemes and has from time to time invited participants from South East Asia

to participate and exchange information between the two continents.

The institutional framework of ASEAN is strong. The ASEAN Secretariat consists of the
Secretary General, Deputy Secretary-General and five departments or offices, namely: Office of
Secretary General, Bureau of Economic Cooperation, Bureau of Functional Cooperation, ASEAN Free
Trade Area Unit and Bureau of General Affairs. The machinery of ASEAN Economic Cooperation
consists of ASEAN Summit, ASEAN Economic Ministers (AEM), Senior Economic Officials

Meeting (SEOM), Ad-hoc Working Groups on Investment, Industrial Cooperation, Intellectual

Property, Trade in Services, Transport and Communications, Infrastructure, CEPT for AFTA,
Committee on Standards and Quality (ACCSQ), and AFTA Council on implementation of CEPT
scheme. The ASEAN Secretariat holds over 300 meetings dealing with specific technical issues each

year.

In 1976, the Bali Summit introduced changes in the ASEAN's structure and machinery for

cooperation.

The AEM now directly controls five economic committees to ensure that special

attention is given to economic matters.

Second, the ASEAN Secretariat reports to the Standing

Committee which in turn supervises three non-economic committees and seven committees The
original 20 committees handled by the Standing Committee have been reduced to ten. The committees

are chaired by different countries as follows:

■

Committee on Trade and Tourism (COTT) - Singapore

■
■
■
■

Committee on Industry, Minerals and Energy (COIME) - Philippines
Committee on Finance and Banking (COFAB) - Thailand
Committee on Forestry, Agriculture and Fishing (COFAF) - Indonesia
Committee on Transport and Communication (COTAC) - Malaysia

■

Committee on Science and Technology (Cost) - Philippines

Between the Committees and AEM is the SEOM that sets the agenda for AEM The
mechanisms for cooperation appears to be confined to the five Committees. There are numerous

subsidiary bodies of the ASEAN Committees that deal with specific sectors. The ASEAN institutional

structure has been criticized for lack of a regional focus in ASEAN co-operation mechanism. However
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the stronger mandate given to the Secretariat by the Fourth ASEAN Summit, which allows it to shape
the direction of economic cooperation towards clear regional objectives, will now facilitate greater
focus on regional issues.

The ASEAN machinery is supplemented by a network of regional non-governmental
organizations (NGOs) that assist and promote the objectives of ASEAN cooperation. In a broad sense,
NGOs are organizations formed by the business sector and by professional and other non-profit
associations In the ASEAN context, NGOs include: (a) the ASEAN-CCI, serving as the official link
between ASEAN governments and the private sector engaged in commerce and industry; and (b) other
private organizations that help promote ASEAN objectives in the social, cultural, economic and
scientific fields It should be noted here that an ASEAN NGO is defined as "a non-profit-making
association of ASEAN persons, natural or juridical, organized to promote, strengthen and help realize
the aims and objectives of ASEAN cooperation specifically in the social, cultural economic and
scientific fields" An ASEAN NGO has to have membership from a majority of the ASEAN countries
to qualify as an ASEAN NGO and has to be affiliated with the ASEAN Secretariat. This is a marked
difference with African NGOs which are basically foreign owned and driven and have no stake in the
industrial development of African countries.

The ASEAN-CCrS organizational structure is four-tiered. At the highest level is the council
that governs and administers the organization while the next level consists of various working groups.

The next tier is the regional industrial clubs (RICs) and the regional commodity clubs (RCCs). The
fourth tier is composed of national industrial clubs (NICs) and national commodity clubs (NCCS). The
presidency of the ASEAN-CCI follows ASEAN principle of rotation among member countries in

alphabetical order It used to have an interim Secretariat that rotates with the presidency until a
permanent secretariat was established in April 1996. The council is composed of the ASEAN-CCI
president the six vice-presidents (each representing a constituent member, and the Secretary General
who is appointed by the president subject to confirmation ofthe Council. Council members hold office
for two years, meet at least once a year and hold special meetings as deemed necessary.

The second level consists of various working groups on industrial co-operation, trade,
agribusiness and agro-industry, transportation, communication and tourism, finance, banking and
insurance, and more recently, sustainable development. The organization of the working groups
parallels those ofthe ASEAN economic committees to facilitate interactions with ASEAN bodies. The
working groups are governed by their respective mother ogranizations and working procedures.
The third tier consists of RICs and RCCs. The RICs are under the jurisdiction of the Working
Group on Industrial Co-operation while the RCCs are under the jurisdiction of the working Group on
Trade These clubs are involved in making proposals for co-operations in their respective areas. To
achieve its objectives, the RICs conduct studies to identify opportunities, products and projects that
may be suitable for joint ventures.

It plavs a lead role in encouraging studies for harmonizing

expansion plans within the region. The clubs also deal with questions on incentives, tariffs and other
forms of promotional measures for particular projects and products. Among the industries covered by
RICs are agricultural machinery, aluminium, automotive, cement, ceramics, chemicals, electric and
electronic food processing, furniture, glass, industrial machinery, iron and steel, leather-based
products panel products, pharmaceutical plastics, printing and publishing products, pulp and paper,
rubber and textiles. In addition the RICs search for new markets outside ASEAN and can take joint
approach on issues of common interest affecting a particular industry.
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The fourth tier is made of the MICs and NCCs, components of the RICs ad RCCs Regional
clubs are considered as an integral part of the ASEAN-CCI and hence work closely with their national
members. The NTCs initiate the identification of possible projects for economic co-operation and

recommend them to the RICs. The recommendation is processed by the relevant working group for

endorsement by the ASEAN-CCI council.

The ASEAN-CCFs Development Committee had proposed a Memorandum of Understanding
(MOU) to define the working relations between the ASEAN governments and the private sector so that

they can complement each other in promoting the objective of ASEAN cooperation.

The APEC Secretariat for its part consists of a small core of staff of 23 from 21 economies
and 23 local staff at the Headquarters in Singapore with a budget of US$2 million. The post of
Executive Director rotates every year, but for continuity purposes, the Deputy Director of the country's
host for the following year's APEC meeting takes over. The administrative operational cost of the
Secretariat is kept low while project budget is very substantial.

While APEC has no legal framework and acts as a voluntary process and on the basis of
consensus, the degree of moral commitment and the sheer force of peer pressure and self-interest is sn
compelling that member economies dare not retreat on decisions that have alreadv been undertaken for
implementation purposes. Leaders at their annual meetings, which they must attend in person have to
report progress. It is within this context, that even though the APEC process may not have a formal

institutional framework, the degree of moral commitment to implement projects and programmes is
very strong.

There is a very strong private sector involvement in the APEC programmes and projects. The
implementation of projects requires not only the broad government support but also that of the private
sector. The private sector participates at three different levels of APEC's institutional framework
namely: Leaders conference, Ministerial meetings and Sectoral ministerial meetings. It should be
noted here that at the level of Ministerial Meetings, two parallel meetings are usually held, one of
Ministers and another of Private Sector The two parallel meetings consider the same agenda in nnter
to have inputs from the two different perspectives, then a Joint Meeting is held in order to thrush out
any differences or strengthen convergencies that might arise.

The APEC Business Advisory Council (ABAC) was created in recognition of "business as a
source of vitality for the Asia-Pacific and a driving force for regional economic development The

private sector Advisory Council of APEC is guided by the following principles to ensure that its input
has highest value-added to the APEC Economic Leaders and to the APEC community at large:
■

■

innovative in thinking and making bold advice;

input to members at the highest level of private sector involvement in their respective

economies;

■

community-building and economic cooperation in order to fine tune the spirit of APEC;

■

that no advice is useful without being timely; and

■

that action should reflect the essence of that advice.
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ABAC'S work is carried out in task forces which are given instructions to address issues

directly, draft the appropriate solution, and provide input to the council as a whole. Once the task is
achieved, the task forces are to be disbanded accordingly.

In COMESA the institutional structure is made up of a number of organs. The Authority of
Heads of State and Government which is the supreme Policy Organ of the Common market,
responsible for general policy, direction and control of the performance of the executive functions
of the Common Market and the achievement of its aims and objectives. The Council of Ministers,

which takes policy decisions on the programmes and activities of COMESA, including the
monitoring and reviewing of its financial and administrative management. The Court of Justice has
been established to ensure the proper interpretation and application of the provisions of the Treaty

and to adjudicate any disputes that may arise among the member States regarding the interpretation

and application of the provisions of the Treaty. The Committee of Governors of Central Banks
manages the COMESA Clearinghouse and ensures implementation of the Monetary and Financial

co-operation programmes. The above bodies are supported by an Intergovernmental Committee,
which is a multi-disciplinary body composed of permanent secretaries from the member States
responsible for the development and management of programmes and action plans in all the sectors
of co-operation, except in the finance and monetary sector. It is supported in its work by the
Technical committees responsible for the various economic sectors and for administrative and
budgetary matters. The Secretariat on the other hand provides technical support and advisory
services to the member States in the implementation of the Treaty. The consultative Committee of
the Business Community and Other Interest Groups have also been created to provide a link and
facilitate dialogue between the business community and other interest groups and organs of the
Common Market.

IX.

LESSONS LEARNED FROM EXPERIENCES OF OTHER REGIONAL
GROUPINGS

The study has concluded that the market size and the level of economic development of the
individual member States participating in a trading bloc play a very crucial role in the success of
these economic integration groupings. Some basic data of the various economic integration
schemes such as market size, population and per capita gross national product (GNP), especially in
terms of purchasing-power-parity per capita gross domestic product (GDP) show a real variation
between these groupings with those in Africa. In terms of economic structure, while the output in
Africa remains overwhelmingly agriculture and the share of agriculture in GDP is as high as 34% in
1995 for COMESA countries, and the share of manufacturing in GDP is still below 20%; similar

figures for ASEAN economies were 14% for the share of agriculture in GDP and over 40% for
industry in GDP.

The first lesson to be learned by regional integration schemes in Africa is that the level of
income and the structure of economies in terms of rising share in industrial output will be the basic
prerequisites for making economic integration process successful. These factors will affect the

level of trade and are important determinants is dictating the pace of intra-group trade as well as
trade with the external world. Sustained economic performance and a relatively low and stable
inflation regime have made the MERCOSUR and ASEAN economies competitive with a good
record of economic performance.
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The second most important lesson to be derived from the experiences of the various regional

economic integration groupings is the key role played by macro-economic and sectoral policies

Theoretical argument asserts that free trade area and deeper forms of economic integration (customs
union) involves the coordination of macro-economic policies. These are essential to the success of
a regional trade arrangements. The European Union (EU) provides a useful lesson on the
connections between free trade areas and macro-economic policy.

The Treaty of Rome under

which the members of the European Economic Community (EEC) committed themselves to the
establishment of a customs union, singled out the coordination of exchange rate, as an important
step, while movements toward free intra-EU trade have been consistently accompanied by efforts to
coordinate politic. Even though the coordination of agricultural policy has remained a thorn in the
body-politic of European Union, the issue has not hampered progress. Lately, the Maastricht Treaty
has underscored the fact that the Single market and monetary union are linked precisely because the

EU is more than a customs union.

The MERCOSUR experience teaches that limited macro-economic policy harmonization
has constituted a considerable constraint. The lack of policy harmonization between Brazil and
Argentina, which are the two largest partners in the bloc has worsened strains within MERCOSUR.
The corrosive effect of the lack of macro-economic policy coordination including the lack of
harmonization of investment codes in MERCOSUR has cut both ways: it has threatened political
support for free trade area, and has also led to the desire to deepen and broaden the free trade
agreement.

The ASEAN example which yields the experience that third world countries can also have
successful regional integration and cooperation, is based on the promotion of policies of trade
openness and industrial cooperation.
This has been effected through two, but interrelated

frameworks: industrial cooperation and preferential trade agreement. Industrial cooperation has
been approached from three subcategories: common industrial projects, complementation schemes
and joint venture schemes. The other measure is through preferential trade agreement. The lesson
learned here is that while doubt has been raised as to success of cooperation among countries which
do not have sound and stable macro-economic policies, the strong argument for regional integration

even among partners with diverse policies is that they can succeed if they pursue the policy of
openness which should end in encouraging stabilization and policy reform. The freeing of trade

will facilitate macroeconomic stabilization. The lesson for African regional groupings is therefore

obvious.

The third lesson which is related to the second and which deals with tariff reduction and
elimination of trade barriers, has a lot to do with strong commitment needed to reach any tangible
results. In MERCOSUR, the commitment to implement Article 5 of the Treaty that set out the
agreed liberalization programme resulted in a three fold increase in intra-MERCOSUR trade, which
consist mainly of manufactured products as indicated in the study CET is used in MERCOSUR
not as a protective mechanism, but as a design to make enterprises more competitive at the
international market. The establishment of CET is based on trade policy of openness. The
experience in MERCOSUR does show that as a result of the application of CET intra-MERCOSUR
trade increased significantly. The experience of MERCOSUR would definitely be relevant to the
African regional groupings. In establishing a CET, due care should be taken to ensure that the rates
are not set at high levels that would be detrimental to the spirit of openness and competitiveness as

is the case in MERCOSUR. In ASEAN, the deepening of the regional integration is seen by the
commitment to accelerate the process of a free trade area which has been moved forward to 2003

by applying CEPT scheme. The second is the integration of neighbouring provinces in different
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states through micro-regionalism or the development of growth triangles.

As a result of the

commitment to implement the two approaches, internal trade in ASEAN had risen to about 83% and

comprised mainly of manufactured products made up of machinery and electric appliances of up to
about 60%. The commitment which the Republic of Vietnam has demonstrated since it became a

full member of ASEAN in 1995 is reflected in the increased Vietnams' share of trade exports which
rose from about 13% in 1990 to around 20% by 1995, and growth in industrial output which
exceeded 10% per year since 1991. The industry and construction grew from about 23% of GDP

in 1990 to 30% by 1995, indicating that the country's economic structure was shifting from

agriculture toward industry. Vietnam's membership in ASEAN has helped its economy and
hastened its integration into the world economy. It will also accelerate its reform process from a
purely centrally - planned economy to a socialist market economy.
In COMESA, the
implementation of tariff reduction and elimination has proceeded haltingly as has the

implementation of a free trade area which is supposed to enter into force by October, 2000. As a

result, intra-COMESA trade has remained below 10% and is still made up of agricultural and
primary products. The need not to go back on commitment already made is therefore one of the
fundamental lessons to be learned. The Vietnam experience also confirms that there is a lot to be
gained by African countries in a similar position by taking bold steps and not to be reticent in
participating in the integration process as this provides the most viable means of integrating into the
global market.

The fourth lesson to be learned is the need to lower the cost of doing business in Africa.
Regulatory frameworks in Africa do block the facilitation processes that are undertaken to promote
business. The study has underscored the fact that looked at from competitive, investment policies
as well as facilitation measures, the picture remains unattractive and nonconducive from African

perspective. As stated in the study, trade facilitation measures are meant to reduce the cost of
transaction by liberalizing trade and eliminating unnecessary administrative bottlenecks and the
employment of up-to-date technology and cost-effective processes. In APEC as in ASEAN it has
been found that simplification of procedures and the creation of conducive investment climate have
induced robust investment activities.

Furthermore, the concept of using ASEAN as a single investment area has also increased the
capacity of the region to attract foreign direct investment. The basic principle as stated in the study
is that in order to deal with the emergence of other larger regional groupings such as NAFTA, the
ASEAN countries decided that the region should be promoted as one regional market through the
establishment of ASEAN Free Trade Area. By considering ASEAN as a single market, it enhances

its attractiveness in terms of its various complementary and comparative location-specific
advantages, including its growing potential market characterized by increased growth in disposable
income. This whole process has been assisted by the participation of ASEAN nationals on image
building, avoiding excesses in the treatment of foreigners and by simplifying and adopting more
transparent and simple rules and procedures to foreign investment. In order to deal with the
problem of differences in the level of economic development of the individual member countries, it

is required that for an investor to enjoy up to 5 years tax holidays and other maximum benefits

offered by the single investment area, the investor should invest in at least three Asean countries.
The African regional economic integration could as well borrow a leaf from this experience to deal
with their thorny issue of the distribution of investments.

In building competitiveness, African regional groupings will face the greatest challenge to
industrialize and compete but in a very different environment, unlike that enjoyed by the early
industrializers, from three perspectives. First, the new order of international trade under WTO
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makes it difficult to protect domestic market and infant industry. Second, under WTO agreement,
intellectual property right protection will preempt duplicative imitation of foreign technologies!
Lastly, the protectionist policy of North American and European countries will hamper the exportoriented application for the late comers in industrialization. It is against this background that the
African regional trading blocks will have to evaluate and adopt more proactive competitive policies
and to give an undivided support to regional cooperation as the only viable method for participating
in a global economic system within the context of open-regionalism as has been practiced in

ASEAN.

F

The fifth lesson that can be drawn from the study is that the EU experience provides only
limited evidence from which to draw conclusions on the issue of industrial harmonization. While
the EU Treaty calls for harmonization in this area, it provides substantial latitutde for manupulation
that permits all forms of state intervention, especially for declining industries and regional

development programmes. However, the EU does emphasize the need for strict guidelines for state
assistance, specifying the type of aid, spending ceilings, phase out periods, and the need for

institutional framework to monitor industrial subsidy programmes and enforce mutually agreed

upon rules for industrial policy.

The area which provides a clear lesson from which to borrow, is the collaboration on joint
initiatives such as research and development in areas which are prohibitively expensive for a single
country to undertake. Here the idea to be learned is that regional industrial policy to be devised in
replacement of national industrial policies should be more efficient and less expensive in terms of

regional resource allocation.

The sixth lesson that can be drawn from the study is the European experience with regards
to the three functions which the EU took into consideration in order to sustain the momentum of
economic integration process. The three are: a strategic function, which involves decisions about
the general direction the integration process should take; a tactical function which is concerned with
the selection of specific steps within the overall strategy; and a continuous negotiating function
which is aimed at building strategic coalitions or alliances of interests and arriving at compromises
which would enable member States to reach decisions on policy issues. Indeed, economic
integration by implication calls for a strong political will. This has been demonstrated by the EU,
NAFTA, MERCOSUR, ASEAN and APEC. It is important to underscore here that political will
does not lie on the elaborateness of the institutional mechanism of the scheme. However some
observers have even argued with respect to ASEAN that a supranational body with functions similar
to the Court of Justice in Europe need not be duplicated (Santiago, 1995) as this would imply gross
interference with the sovereignty of the ASEAN countries. In COMESA however, the jurisdiction
of the COMESA Court of Justice will have precedence over the decisions of national courts with
respect to the interpretation of the provisions of the COMESA Treaty. This COMESA institution
conforms to that of the European model. For MERCOSUR, NAFTA, ASEAN and APEC on the
other hand the institutional frameworks remain basically intergovernmental in character.

In the African regional schemes, notwithstanding the very elaborate institutional
frameworks that have been put in place, the implementation of decisions has left a lot to be desired.
Whereas the decisions taken at the European Community level do tlnd their way into the national
decision-making processes, those at African regional level tend to get stuck at that level and are
hardly reflected at national level. At ASEAN and especially at APEC level, the degree of moral
commitment and the sheer force of peer pressure and self-i merest have compelled the political
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leadership not to retreat on decisions that have been taken in order to implement agreed-upon

projlmes and projects. This is a worthy lesson for African decis.on makers.

With regards to the .mplementation of projects and progra"-s^he role vjichtj private

p,op«»ls .. i, Ih. «»in U» ASEAN e»p.,«~.

purpose.

The Seventh lesson that can be learned from the experience of the various regional

catch-up with the rest of the world and to be
The lessons

itive m the world market.

that can be drawn from this study are that the pace of industrialization and
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to embrace the strategy of forging closer links at African level. Unless this regional approach is
pursued with vigour and becomes a matter of policy and survival, African countries risk being
permanently locked out from the mainstream of world development in the new millenium
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