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EXECUTIVE SUMMARY

Political and economic developments in recent years, both at the country and global level,
have been volatile and dramatic and in turn have imposed serious challenges to many countries
in terms of the need to respond to these developments. The end of the Cold War and the collapse
of communism in the former Soviet -Union and Eastern Europe have unleashed a wave of
political and economic changes that have altered not only the face of countries of Eastern Europe
and the former Soviet Union, but have also affected countries in many parts of the world. More
importantly, these developments have significantly changed the configuration of international
political and economic relations; as old alliances have disintegrated.

The winds of change made possible by the collapse of centrally-planned economies, the
move towards political pluralism and expanded market economies in many parts of the world are
still being felt worldwide, including here in Africa. Hence, many of the economic organizational
systems and structures created in our countries after independence have been found inadequately
equipped to cope with the new political environment. Africa is, therefore, not only in the grip
of political transition to democracy and political pluralism but it is also trying to find sustainable
forms of economic organization commensurate with the aspirations of its people.
The collapse of centrally-planned economies has left a number of African countries that
had developed close economic relations with the countries of the Comecon not only without
markets for their exports but also much reduced foreign aid; as those countries themselves
undergo reforms. For Africa, as a whole, the reforms in Eastern Europe and the former Soviet
Union have also introduced a new dimension to Africa's relations with its traditional aid donors.
The continent faces greater competition for aid flows as new demands for assistance by East
European countries and the former Soviet Union have emerged. The end of the Cold War and
the old Super Power rivalry have reduced the strategic importance of many African countries ;
and along with it aid flows to those countries.

The protracted Uruguay round of multilateral trade negotiations under the auspices of the
General Agreement on Tariffs and Trade (GATT), which ended on 15 December 1993 may have
had and will have a significant impact on in international economic relations. Many surmise or
speculate that the delay in reaching agreement on the Round may have partly given impetus to
the revival of regionalism in many parts of the world. The acceleration in the process of
integration in the European Economic Community (EEC) and the creation of the North American
Free Trade Area (NAFTA) are partly attributed to the periodic impasses experienced in the
negotiations for a new global trading arrangement.

All these developments have altered significantly international political and economic
relations. This paper reviews the implications of these developments on economic, monetary and
financial situation in Africa, focusing particularly on the Uruguay Round of multilateral trade
negotiations; the process of integration in Europe; the North American free Trade Area; and the
Asia Pacific Economic Cooperation as well as implications for the continent of developments in
the former communist countries of Eastern Europe and the former Soviet Union. It reviews the
process of monetary and financial integration in Africa and then examines lessons for Africa of
the integration process in other regions. Furthermore, as Europe moves towards monetary union,

Africa will no doubt have to rearrange its monetary and financial structures to respond to these
developments.

-11-

Africa will continue to experience unforseen challenges in the years to come which will
emanate from developments in international political and economic relations. The continent will
need to operate in an international environment which will likely be more volatile and
unpredictable. The recently concluded Uruguay Round of multilateral trade negotiations has left
many issues unresolved, especially those of interest to developing countries and Africa. The
international global trading environment in the post-Uruguay Round poses tremendous challenges.
There are some countries which will benefit and others will lose. Africa may be in the category
of the latter, unless it is able to take advantage of the opportunities that have been made possible
by the signing of the new trade agreement. The ability to adapt to this new environment is as

fundamental to Africa's survival. In this respect, the continent will need to put in place policies
and the institutional framework needed for it to effectively respond to these developments.
Developing effective monetary and financial institutions and structures is essential in adapting
to these changes.

A number of African countries have in recent years undertaken financial reforms aimed
at restructuring their financial systems. These, however, have been less successful as they have
been based mainly on removing bad debts from balance sheets of financial institutions and
recapitalizing them. Financial systems in Africa have traditionally been characterized by weak
resource mobilization,high credit losses, high intermediation costs and excessive political
interference. Accordingly, many African financial systems have been unable to cope with new
developments in the international economic, monetary and financial system.

The financial reforms of recent years in Africa have aimed at: reducing financial
repression; restoring solvency and improving incentives under which banks operate; and
improving the financial infrastructure. Notwithstanding these efforts, many financial systems in
Africa continue to finance the deficits of central government and public enterprises; continue to
be an extension of the fiscal system (in part because of the heavy government ownership); and
significant public interference in the management of both public and private banks remains.
A sound and efficient financial system is important to sustained economic growth and
more importantly to the ability of a country to effectively respond to international economic,
monetary and financial developments. There is need not only for deepening of the financial
intermediation process in Africa but also for broadening it. Africa's capital and money markets
remain rudimentary and financial instruments narrow. The performance of the various monetary

zones that have been created in Africa have been less than satisfactory, except for the CFA Franc
zone, notwithstanding the recent problems that the zone has experienced. Furthermore, the
process of economic and financial integration cannot progress in Africa in an environment
characterized by an inefficient financial system and a weak structure.
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I.

Introduction

1.
The collapse of communism in former Soviet Union and Eastern Europe is the single most
important political event since the end of the Second World War. However, there are many other
important developments in international economic relations that have taken place or are unfolding
that would have various impact/implications for Africa. These encompass both economic,
monetary and financial issues and include: the conclusion of the Uruguay Round of Multilateral
Trade Negotiations under the General Agreement on Tariffs and Trade (GATT); the ratification
of the Maastricht Treaty establishing the framework for European Union and the coming into
force at the end of 1992 of the European Single Act; the emergence of larger regional trading
blocs and /or greater cooperation in North America (NAFTA), in the Asia-Pacific (APEC and
the ASEAN) and in Latin America (MERCOSUR and strengthening of the Andean Pact). These
developments have varying implications for all regions of the world, including Africa.
Furthermore, while the implications of some of these trends are complex and diverse, the
particular purpose of this paper is to examine their implication on African economic, monetary
and financial situatyion of African countries.

2.
The end of the Cold War and the collapse of communism have been some of the most
significant developments in international relations since the end of World War II. The political
and economic changes that these developments have ushered in can only be compared to the
revolutions which in the first place ushered in communist regimes in the Soviet Union and
Eastern Europe. The political and economic reforms that have followed these developments are
unprecedented in the era after the Second World War. Furthermore, these developments have
been of significance not only for the countries in the regions in which they were taking place,
but for the world as whole. Accordingly, they have been of significance to developing countries,
including those in Africa.

3.
The current Uruguay Round of Negotiations, which started with the Ministerial
Declaration of Punta del Este in 1986, had originally been expected to be completed by the end
of 1990. However, the negotiations remained stalled due to disagreements among major
industrialized countries; particularly between the United States of America and the European
Community as regards removal of agricultural subsidies and liberalization of trade in agricultural
products. The Round was only concluded on 15 December 1993 and only after setting aside a
number of issues that had originally been included in the agenda for the negotiations; particularly
those relating to services and trade in textiles and clothing.
4.
The recent Uruguay Round of Multilateral Trade Negotiations under GATT was the most
ambitious Round ever undertaken as it included not only traditional areas of negotiations in
goods, but also significant new areas such as trade in agricultural products and services, traderelated aspects of intellectual property rights and proposals for new institutional arrangements for
GATT. Furthermore, the Round was unique in that it dealt not only with conventional issues
such as tariffs, but also areas of trade policy which hitherto had been outside of GATT
disciplines such as agriculture, trade in textiles and clothing,and safeguards.

5.
Developing countries, including those in Africa, followed the recent multilateral trade
negotiations with keen interest as the conclusion of the Round will not only affect future global
trading relations, but more importantly will require major adaptation by developing countries
(including those in Africa) to the post-Uruguay Round. It is not coincidental that the Round had
been paralleled by wide-spread initiatives for closer regional cooperation as countries sought
alternative trading arrangements in case the Round had failed to be concluded.
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6.
In North America, economic cooperation efforts have intensified in recent years, starting
with the Canada-US Free Trade Agreement (CAFTA) in 1987 and followed by the North
American Free Trade Area (NAFTA) negotiated between the United States, Canada and Mexico.
The reasons for the United States of America having increasingly turned its attention towards
regional trade liberalization are not entirely clear but may have included: frustration with
progress made in the negotiations of the Round; a desire to improve access for US trade and
investment in the markets of two of its largest trading partners; and the need to enhance the
competitive position of the United States through association with a low-cost supplier (Mexico).1

7.
In Europe, the process of economic and monetary integration within the framework of
the European Community which started in 1958 with the Treaty of Rome, and from a mere
customs union of six members, has been progressively transformed into a folly fledged Single
Market with twelve members. Furthermore, agreement on the establishment of the European
Monetary Union has been reached and ratified by a number of the member countries.

8.
Europe started with sectoral cooperation in the area of coal and steel, but it rapidly
evolved to the building of a regional market on the basis of ambitious liberalization programme
for free flow of goods and factors of production. The Maastricht Treaty moved the Community
closer to economic and monetary union as well as political cooperation. The Treaty does not only
deal with economic and monetary cooperation but also with issues of common foreign and
security policy; common citizenship; common policing; and even a social charter. Accordingly,
the Treaty is more than a framework for economic and monetary cooperation. Developing

countries, including those in Africa, cannot therefore assume that their economic, monetary and
financial relations with the European Community will not be altered by the implementation of
the Maastricht Treaty. Furthermore, the generalization of preferences by the European union will
in the long run affect the preferential treatment African countries have enjoyed from the
Community under various agreements, including the Lome Convention.
9.
Economic cooperation efforts have also intensified in the Pacific region and Latin
America. Although for sometime, there has been no region-wide integration framework in the
Pacific region, several sub-regional groupings are characterized by informal arrangements; with
the exception of the Association of Southeast Asian Nations (ASEAN). East Asia has in the past
not been enthusiastic on formal economic integration arrangements. However, with increased

regionalism in other parts of the world, the region has intensified its effort at regional
cooperation within the framework of the Asia Pacific Economic Cooperation (APEC) which
started in 1989 and in close cooperation with a semi-official organization, the Pacific Economic
Cooperation Council (PECC). The APEC is progressively emerging as a third important trading
bloc within the framework of the global trading system. In Latin America, similar efforts at
intensifying regional integration have emerged, and the most notable are the MERCOSUR,
comprising of Brazil, Argentina, Uruguay and Paraguay ,and the Andean Pact, consisting of Peru,
Ecuador, Colombia and Bolivia.

10.
These developments are of significance to Attica's position in the international trading
system; as the continent has yet to evolve an effective continental trading bloc and
notwithstanding the various sub-regional groupings that have been created and the adoption of
the Treaty establishing the African Economic Community.

1 Drusillia K. Brown, Allan V. Deardorff and Robert M. Stern, " North American
Integration", The Economic Journal. Vol. 102, November, 1992, PP. 1507 - 1518.
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11.
This Report examines recent developments in international economic, monetary and
financial relations and their impact on economic, monetary and financial situation of Africa.
Section III examines developments in international economic, monetary and financial relations
in recent years that are of significance to the future evolution of the world trading system and
economy as well as to Africa. Section IV examines the process of economic and monetary
integration in Africa. Section V of the Report explores lessons for Africa of new developments
in international economic, monetary and financial relations.

II.

Developments in International Economic, Monetary
and Financial Relations

12.
A striking feature of international relations in recent years has been the growth of
regionalism. In Europe, a major market deepening has been underway for the last five years as
has been market widening with the formation of the European Economic Area between the
European Community (EC) and the European Free Trade Association (EFTA).2
In North
America, The Canada-United States Free Trade Area (CAFTA) has given way to the North
American Free Trade Area (NAFTA) comprising of the United States, Canada and Mexico.
Furthermore, efforts at regional integration have intensified in Latin America, and Asia and the
Pacific region.
13.
The motives for the shift towards regional integration are complex and diverse and may
have included: a belief that regional integration is conducive to growth; disillusionment with the
framework of global integration; a defensive reaction to the formation/reinforcement of other
trading blocs. Whatever the reasons for increased regionalism, developing countries are
concerned about the possible threat regionalism could pose to multilateralism. A world trading

system dominated by three large and powerful trading blocs, centered around the United States

of America, the European Community and Japan, could bring instability
to the trading relations, especially if the trading blocs adopt inward-looking policies;and heighten
the prospects of destructive trade wars.

A.

The Uruguay Round of Multilateral Trade Negotiations

14.
The conclusion of the Uruguay Round of multilateral trade negotiations will no doubt
reshape the future global trading system and indeed pose challenges and opportunities for many
countries. The Round has dealt with numerous new areas formerly not under the discipline of
GATT. Developing countries, including those in Africa, have accordingly been concerned about
what the post-Uruguay Round economic order will bring.
15.
The negotiations under this Round have been wide ranging and included: market access;
trade in agricultural products; textiles and clothing; trade in services; trade-related investment
measures; trade-related intellectual property rights; as well as new institutional arrangements. The
wide spectrum of issues covered accordingly generated many concerns among developing
countries, including African countries.

2 For further reading on the European Community (EC) and the European Free Trade
Association (EFTA) see Peter Robson: The European Community, EFTA and the New Europe,
Journal of Common Market Studies.Vol. XXVIII, No.4, June 1990.
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16.
On market access of goods, the negotiations under the Round centered on: tariff
concessions and non-tariff barriers, agriculture and textiles. Strong pressures were exerted on
developing countries to increase tariff bindings and to fix their commitments as close as possible
to the tariffs prevailing after the recent unilateral trade liberalizations. Negotiations on agriculture
centered on : market access, domestic support schemes; export subsidies, and sanitary and

phytosanitary measures.

Proposals on reform of trade in agricultural products included:

tariffication of non-tariff barriers and an average reduction in the resulting tariffs; a significant
reduction in export subsidy outlays and in quantities subsidized; and a cut in price-distorting
domestic supports.
17.
Developing countries while welcoming the opportunities that would be created by a more
open trading system in agricultural products, have been concerned more as to whether the trade
negotiations will produce a substantial package on market access and the impact liberalization of
trade in agricultural products will have on food-importing developing countries. The inclusion
of trade in textiles under the discipline of GATT rules was welcomed by some developing
countries; but others were concerned that they would lose the privileged position they have
enjoyed in markets of industrialized countries under the MultiFibre Textile Agreement (MFA).
18.
The concerns of developing countries, including Africa, on the new issues that were
included in the Round, such as trade in services, trade-related investment measures, trade-related
intellectual property rights and others, were both general and specific in nature. The general
concerns related to the impact of the inclusion of these new areas may have had on negotiations
on key issues of concern to these countries, such as market access and declining terms of trade.
Specific concerns related to the impact on their economies of the results that could emerge from
the negotiations governing trade in services, trade-related investment measures and trade-related
intellectual property rights.

19.

As regards trade-related investment measures, concerns of developing countries hinged

on the "sovereignty issues" and on how to control "anti-competitive'1 practices of transnational
corporations. Many developing countries argued that the right to determine whether and to what
extent , and upon what terms, they would permit foreign investment is an inherent right
enshrined in their national sovereignty and was necessary to ensure the maximum development
impact of foreign investment.

20.
The discussions on trade-related aspects of intellectual property rights (TRIPS) centered
on the upward harmonization of standards to those of the industrialized countries and the
requirement that all contracting parties enact in their national laws existing international
conventions governing TRIPS. The draft text on trade-related intellectual rights established high
standards for copy rights. The African countries* concerns were that strong systems of protection
for TRIPS may limit the possibility of following an imitative path of technological development
based on reverse engineering, adaptation and improvement of existing innovations.
21.
Negotiations on trade in services proceeded on the basis of a text of a draft General
Agreement on Trade in Services (GATS). The areas of importance for developing countries in
the negotiations included: concerns relating to national security and sovereignty; conceptual
difficulties as to how to define services; and differences in the coverage of the Agreement. The
focus of developing countries was to obtain effective access for services of export interest to
them in the markets of developed countries and for labour mobility to be included in the
Agreements. Further concerns related to the ability of developing countries to capitalize on
negotiated market access opportunities in trade in services because of lack of large transnational
corporations with global infrastructures, financial strength, mastery of advanced technologies,
and accumulated knowledge and established reputations.
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22.
The use of "grey area measures and unfair trade provisions" has been an outstanding
feature of protectionism by industrial countries. In the recent Round, greater discipline was to

be introduced in the use of "grey area measures" by defining what constitutes "dumping" and
"unfair trade practices". Developing countries welcomed this stringent application of rules
governing use of "grey area measures".

23.
Basic economics would tend to suggest that African countries should benefit from a more
open global trading system that may emerge in the post-Uruguay period. Nonetheless, the
complexity of the current world economic order and international trade relations dictates that
because of the vulnerability of African countries, they should seek to obtain special treatment,
derogations, set-asides and preferences in the implementation of the provisions of the new
multilateral trade agreement to allow them longer periods of adjustment. These transitional
periods are needed to permit African countries to implement comprehensive reforms aimed at
increasing their economic efficiency and productivity. The recently concluded Uruguay Round
of multilateral trade negotiations started in September 1986 at Punta del Este and was scheduled
to be concluded by the end of 1990. The Round, however, was only completed on 15 December
1993; and only after a number of issues originally included in the agenda for the negotiations
were set aside, some these of significant interest to developing countries and Africa.
24.

The United Nations Economic Commission for Africa (UNECA), in collaboration with

other organizations such as the World Bank, the United Nations Conference on Trade and
Development (UNCTAD) and the General Agreement on Tariffs and Trade (GATT) intends to

undertake a comprehensive evaluation of the possible impact of the Uruguay Round agreement

on Africa with regards to market access, food and agriculture, trade in textile and clothing,
preferences and competitiveness as well as its impact on other elements of African economies.
This is in line with the "Tunis Declaration By African Ministers of Trade on the Uruguay Round
of Multilateral Trade Negotiations" and the "Resolution on the Uruguay Round of Multilateral
Trade Negotiations" adopted by the Twelfth Session of the Conference of African Ministers of
Trade held in Tunis, Tunisia in October 1993 which, inter alia, called on the Executive
Secretary of the UNECA, the Secretary-General of the Organization of African unity, the
Secretary-General of UNCTAD and the Director-General of GATT to elaborate a programme
of technical assistance to African countries to respond to the needs of the post-Uruguay period
aimed at : assisting African countries in the implementation of the Uruguay Round results;
strengthening African countries trading capacity and competitiveness in order to take advantage
of trade opportunities arising from multilateral trade liberalization; and assisting these countries
to better prepare for future trade negotiations.3
B.

Regional Integration in Europe

25.
The process of regional integration in Europe accelerated significantly in the 1990s. The
Heads of State and Government of the European Community agreed at the end of 1991 at a
Summit held in Maastricht, Netherlands, to establish a "European Union" based on a revised
Treaty of Rome designed to promote economic and monetary union (EMU) within Europe; a
common foreign and security policy; and cooperation in management of justice and home affairs.
The Treaty, which has come to be generally known as The Maastricht Treaty, is therefore more

3 United Nations Economic Commission for Africa: Report of the Twelfth Session of the
Conference of African Ministers of Trade. Tunis, Tunisia, October 22-24, 1993, Document
E/ECA/TRADE/93/23.
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than a framework for economic and monetary cooperation. The European Heads of State and
Government of the Community agreed that within the framework of implementation of this
Treaty, the European Monetary Union should be established in 1997; if the European Council
decides by a qualified majority vote.*

26

The process of integration in the European Community during the last two years was

dominated by debates on the European Single Market and the Maastricht Treaty. The process of
ratification of the Treaty generated heated debates in Europe and engendered a significant amount
of uncertainty in the world economy. Furthermore, the process precipitated a serious crisis m

the European Exchange Rate Mechanism (ERM) which had become the main anchor of the
Community's integration efforts.

27.
The Maastricht Treaty has been ratified by all the twelve national parliaments of the
European Community. It commits most of the Community members to follow a particular path
of monetary union - that is, to a single European currency. This path was charted on the
assumption, now shattered, that the European Exchange Rate Mechanism (ERM) worked. The
failure of the ERM was more basic. Germany's need for high interest rates to combat the

inflationary effects of financing the cost of reunification, conflicted with other EC members
needs for low rates of interest to combat unemployment. The system's piece-meal development,
from one of realignment to one that resisted them, exposed it to enormous pressures; its ability
to withstand them did not increase commensurately. The mechanism lost credibility in the foreign
exchange markets.6 Ironically, Germany which had become the anchor of the European
Exchange Rate Mechanism, became the main source of the instability because the government
chose to pay for unification of Germany not by raising taxes but by borrowing. This caused a
big expansion in demand, and to combat inflation the Bundesbank sharply raised German interest
rates. To prevent their currencies depreciating against the D-Mark, other ERM countries were

forced to raise their interest rates; a situation which led to a deepening recession outside
Germany.

28
These events were the forerunner to the collapse of the European Exchange Rate
Mechanism in September 1992 as speculation against a number of EC's currencies mounted and
central banks were unable to stem the runs against their currencies. The crisis in the European
Exchange Rate Mechanism exploded in September 1992 as Britain and Italy were forced to
withdraw their currencies from the ERM due to severe pressures that came to bear on then-

currencies. Other members of the Community with weaker currencies were forced to devalue
them.

29
The fundamental question is whether the European Exchange Rate Mechanism (ERM),
and European monetary integration efforts, have been dealt a deadly blow or just wounded^
Arguments have been raised that the ERM as it had evolved in recent years had become too rigid

4 For further reading on European Monetary Union, see European Communities: Report on

Economic and Monetary Union in the European Community, Committee for the Study of
Kmnomic and Monetary Union. Office for Publication of the European Communities,

Luxembourg, 1989.

5 The Economist, " Europe's Monetary Future: From here to EMU", Economist, October
23, 1993, PP. 25 - 27.

6 The Economist, " The Maastricht Recipe", The Economist, 23 October 1993, PP. 15-16.
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because it obliged governments to maintain piiiities ( and corresponding interest rates ) that the
financial markets had decided were unsustainable. This rigidity had exposed the system, from
time to time, to huge bets against it, as investors sold currencies they expected to be devalued.
To cope with these developments, Europe's monetary system will probably need to be either a
lot less rigid than the narrow-band ERM (implying easier realignments andi/or broader bands),

or a lot more rigid (meaning moving towards monetary union and a single European currency).7

30.
The case for exchange rate stability in Europe, more than any desire to achieve low
inflation rates, lay behind the decision of the European Community to create in 1979 the
European Exchange Rate Mechanism. The case still remains valid as most of the countries of the
European Community do more trade with each other than with non-EC countries. Exchange rate
stability within the European Community therefore matters as it reduces the cost of doing trade.
The mixture of uncertainty and expense engendered by floating exchange rates (hedged or
unhedged) places a tax on trade. Accordingly, the case for maintaining some form of exchange
rate stability in the European Community exists but the form it should take remains a debate.
Europe appears still committed to economic and monetary integration, but the events of
September 1992 have raised fundamental questions on the path Europe should take: to monetary

union.

31.
These events were of significance world-wide and to developing countries as well. They
threatened to put into disarray not only integration efforts in Europe but also stability of the
international monetary system. Accordingly, the events were also of importance to Africa which
has significant trade and financial links with the Community.
32.

For developing countries, and Africa, the basic question is whether regional integration

in Europe has been beneficial to the world economy in general and developing countries in
particular. For Africa, the question is even more specific and hinges on the types of relations that
have emerged between African countries, individually and collectively, and those of the European
Community as the Community has moved towards greater economic and monetary integration.

33.
The literature on economic integration traditionally distinguishes between "static" and
"dynamic" effects of economic integration. The former represents changes in the allocative
efficiency of member states, taking their productive capacity as given; and the latter measures
the impact of integration on the productive capacity of member states. Traditional customs union
theory distinguishes between two welfare effects from regional integration, that is "trade
creation" and "trade diversion". 8 The net welfare effects of integration depend on the relative
size of trade creation and trade diversion.

34.
Trade creation is usually seen as increasing welfare while trade diversion reducing it. In
any member state of a regional grouping, integration reduces the price of supplies from other
union members relative to those from domestic producers, thereby creating trade at the expense
of domestic production. At the same time, integration drives a wedge between the price of
supplies from member and non-member countries, hence diverting trade from the latter to the
former.

7 The Economist, Opcit.

8 J. Viner: The Customs Union Issue. New York: Carnegie Endowment for International
Peace, 1950.
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35.

Arguments have been raised that because the European Community has sufficiently

lowered her common external tariff, the rest of the world has been at least as well off as it would

have been in the absence of integration. Tm's argument, however, ignores a buttress of non-tariff
barriers that the Community has developed over the years which have significantly reduced
market access to markets of the Community. Furthermore, regarding agriculture there is a broad

agreement that the Common Agricultural Policy (CAP) has had a negative effect on agricultural

exporting nations as a result of the depressing effect on certain commodities. The general
observation therefore is that non-member countries have gained collectively from the income

effects associated with European Community integration, via the increased demand for their

exports. The effects, however, differ among countries depending upon the income elasticity of
their exports to the European Community. 9 The low income elasticity of demand for most
primary products exported by African countries would invariably imply that Africa has not been
a major beneficiary from such a process.

36.
The welfare impact of integration of the European Community on the world also depends
to a large extent on the external trade regime being pursued by the Community. It is noted that
where the Community has pursued a more liberal external trade regime ( such as in
manufacturing), European integration has enhanced welfare. On the other hand, where the
Community's external trade regime has been highly protective (such as for temperate
agriculture), integration has generated welfare costs. European integration affects distribution
of income not only among members of the Union but also between the EU and third countries.
More importantly, the European Union being a "large" economic entity, her existence affects
international trade prices. Accordingly, European integration can produce a shift in demand
away from products originating from third countries, which may cause a fall in their relative
price and result in an improvement in the terms of trade of the Community at the expense of
third countries.

37.
It is indeed difficult to determine whether Africa has been a major beneficiary of
European integration. However, what is certain is that the Common Agricultural Policy (CAP)
of the Community, with its intricate schemes of agricultural subsidies, has had a negative impact
on Africa's exports of primary products and their prices. A case in point, is the sugar industry
in Africa which has been severely affected by increased production in the EU under protection.
Furthermore, CAP has also had a negative impact on food production in Africa as subsidized
European food products form the Europeam Union have depressed African local food markets and
supplanted local producers.

C.

North American Free Trade Area

38.
The United States of America, Canada and Mexico concluded in August 1992 negotiations
for the North American Free Trade Area (NAFTA) which will eliminate trade and investment
barriers among the three countries. Creation of NAFTA establishes one of the largest and richest
trading blocs in the world with 360 million consumers and US$6 trillion in annual output. It is

not, therefore surprising that developed countries in other regions as well as developing countries
have watched with keen interest the creation of NAFTA and the possible imipact this couki have
on the global trading system.

39.
The basic thrust of the North American Free Trade Area is to liberalize trade and
investment flows between the United States of America, Canada and Mexico. Canada and
Mexico are United States flrst-and third-largest trading partners. The main elements of the

9 Andre Sapir, Opcit.

E/ECA/TRADE/93/30
Page 9

agreement are: elimination of all tariffs on industrial and agricultural goods; liberalization of
trade in services; phasing out of restrictions in the North American auto market; more stringent
application of trade-related intellectual property rights; implementation of trade-related investment
measures to facilitate investment flows among the three countries; and creation of a framework
for dispute-settlement mechanism. Furthermore, the NAFTA agreement affirms the goal of all
three nations to "promote sustainable development and strengthen the development and
enforcement of environmental laws and regulations/10 The United States and Mexico have
developed an "Integrated Environmental Plan for the US-Mexico Border."
40.
The welfare impact of the North American Free Trade Area on members and nonmembers has been a subject of extensive debate. The distributional impact of NAFTA within
the three countries has been a source of much tension, particularly in the United States, where
fears have been expressed that labour, the scarce factor in the US, may suffer a fall in its wages
as a result of a free trade area with Mexico. Furthermore, fears have also been expressed about
possible relocation of firms from the United States and Canada to Mexico because of relative low
wages in that country and less stringent application of environmental requirements. In criticizing
NAFTA and its relationship to the environment, environmentalists point out that pollution is
already a severe problem in Mexico in general, and particularly along the US-Mexican border.
In Mexico, (he concerns relate to the initial impact of liberalization of investment flows may
have on returns to capital.

41.
For non-members of NAFTA, the effects of implementation of the agreement on theneconomies will depend to a large extent on external trade regime the bloc will follow; and the
position taken by NAFTA countries in multilateral trade negotiations. Arguments have been
raised that because the three countries already trade intensively with one another and that their
trade barriers are relatively low, the effect of implementation of NAFTA on non-members will
be negligible.11 While this analysis may be valid for countries that have strong markets in
North America, such as the European Community and Japan, this may not necessarily be true
for a number of developing countries with weak positions in the North American markets,
including those in Africa.

42.
There are also a number of other provisions of NAFTA that raise concerns to developing
countries, and Africa. Rules of origin in the automotive sector could prove discriminatory for
those developing countries that have been developing their own industries, with external markets
in mind. Similarly, special arrangements in NAFTA covering textiles and apparel could well turn
out to work to the disadvantage of non-member countries. This could have a serious impact on
textile industries of a number of African countries, such a Mauritius, Morocco and Tunisia;
which have been developing these industries over the years and partly supplying the US and
Canadian markets. Furthermore, there is no j;uarantee that the NAFTA countries, particularly
the USA, will desist from using existing antidumping and countervailing procedures in order to
protect their industries whenever pressures arise from domestic firms.

10 Office of the US Trade Representative, " Environment: The North American Free Trade
Agreement", Washington, D.C., August 1992.

11 Drussilla K. Brown, Allan V. Deardoff and Robert Stern, "North American Integration",
The Economic Journal. Vol. 102, November 1992, PP. 1507 - 1518.
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43.
A more significant concern relates to the role and position NAFTA will take in the global
trading system. There is a strong belief that NAFTA may be a stepping stone for a larger
economic and trading bloc consisting of North America and I^atin American countries. As a
matter of fact, pronouncements to that effect have been heard in various quarters. The impact
on the global trading system of such large trading blocs, as well as on the income distributional
effects of countries, is difficult to evaluate at this stage. For African countries, such a polarized
global trading system would indeed result in further marginalization of the continent.
44.
The possible fragmentation of the global trading system that the proliferation of trading
blocs may engender can only be worrisome. The survival of Africa , a. continent which is
already finding adjusting to the current global trading system difficult, in a polarized global
trading system is hard to imagine. Regional trade liberalization can offer economies of scale,
opportunities for specialization, a market for foreign investment, a stronger collective voice in
the world's economic councils, and often important political gains as well.12
Furthermore,
there may be goods reasons why governments may wish to pursue both regional and multilateral
objectives in trade policy. Nonetheless, it would be naive to assume that all countries would
benefit equally from regional and multilateral trade arrangements. Whether Africa is a
beneficiary from such arrangements will depend on external trade regimes pursued by such
trading blocs and Africa's ability to take advantage of the situation.
D.

Asia Pacific Economic Cooperation

45.
The growth performance of the Asia Pacific countries over the past three decades has
been quite impressive, notwithstanding the absence of a formal region-wide integration
framework. The only formal regional grouping in the region has been the Association of
Southeast Asian Nations (ASEAN), comprising of Indonesia, Malaysia, Philippines, Singapore
and Thailand; and later on joined by Brunei-Darussalam. However, a number of informal
cooperation arrangements have existed in the region which have been instrumental in the rapid
economic growth of this region.

46.
In the 1980s, while many developed economies recorded modest rates of growth, and
even negative rates, the Newly Industrializing Economies (NIEs) of the Asia Pacific region
achieved impressive growth rates. The impressive growth of the Asia Pacific countries emanated

mainly from expansion of trade. Their growth was, therefore trade-oriented and the high growth
rates achieved were partly attributable to growing interdependence of the economies of the
region. Technology transfers are being actively pursued in the region, and trade patterns are
moving progressively towards greater interdependence.

47.
The main mechanism underlying this increasing interdependence in Asia Pacific region
is the transfer of industries, particularly manufacturing industries, from early starters to late
comers. There has been a shift in the countries which have comparative advantage in mature
industries such as textiles and steel: namely from the United States and Japan to the Asian Newly

Industrializing Economies (NIEs) arid from the Asian NIEs to the Asean countries. This is known

12 Arthur Dunkel, "Regionalism and Multilateralism are Two Sides of the Same Coin GATT
Surveillance Ensures the Coinage is not Debased", Speech by the former Director-General of
GATT at a Seminar on "The Challenge of Hemisphere Integration" Rio de Janeiro, 21 August
1992.
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as the "flying geese pattern" of industrial development, and has been a catalyst for increasing

interdependence in the Pacific region countries.13

48.
Notwithstanding increased interdependence of the economies of the Asia Pacific region,
formal region-wide integration arrangements have been virtually absent, except for the
Association of Southeast Asian Nations (ASEAN) started in 1967. The Association implemented
preferential tariff arrangements (PTA); joint industrial projects ; and an industrial
complimentation scheme. The joint industrial projects arrangement was designed to allow the
members of the Association sharing of large scale production for heavy industrial products within
the ASEAN common market; and the industrial complimentation scheme was designed to allow
the development of common parts supply networks.

49.
Although intra-Asian trade has remained at a constant 21 percent of total trade of the
region ( and of this 80 percent is accounted for by Singapore's trade with other members of the
region), the six countries of the Association of Southeast Asian Nations (ASEAN) have
succeeded in strengthening their bargaining position against outside developed partners.
50.
The Asia Pacific region has in the past not been very interested in formal region-wide
integration of the type seen in the European Community. The coordination of macroeconomic
policies has never been attempted by the countries of the Asia Pacific Economic Cooperation

(APEC).14

However, member economies are interdependent through trade, investment and

service flows in the region and no member economy is fully insulated from the impact of others'
policies. Furthermore, as partial response to increased regionalism in other parts of the world,
the APEC countries have been evaluating their integration efforts. In January 1992, the ASEAN
countries agreed at a Summit to reactivate their integration efforts by introducing a new Asean
Free Trade Arrangement (AFTA) by which the preferential tariff will be extended to fifteen
selected industrial groups in which all tariffs will be abolished over 15 years.
51.
The Asia Pacific Economic Cooperation now has a standing Secretariat which has just
completed its first year operations. Furthermore, APEC held its Fifth Ministerial Conference
in Seattle, Washington in November 1993 where members reaffirmed the need to accelerate and
expand cooperation in order to respond to three threats to the continued vitality of the region,
namely, erosion of the multilateral global trading system; evolution of inward-looking
regionalism; and risk of fragmentation within the Asia-Pacific region. They also reaffirmed the
central value of a strengthened open multilateral trading system to continued growth in the APEC
economies; urged for acceleration and expansion of APEC"s trade and investment facilitation and

13 Ippei Yamazawa, " On Pacific Economic Integration", The Economic Journal. Vol. 102,
November 1992, PP. 1519- 1529.

14 The Asia Pacific Economic Cooperation (APEC) Ministerial meeting was proposed by
Australian Prime Minister, Mr. Hawke, in 1989 and comprises of the following countries:
Australia, Brunei Darussalam, the People's Republic of China, Hong Kong, Indonesia, Japan,
the republic of Korea, Malaysia,New Zealand, the Philippines, Singapore, Chinese Taipei,
Thailand and the United States of America. Mexico and Papua New Guinea joined in 1993 and
Chile is expected to join in 1994.
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technical cooperation; and expressed their desire to enhance APEC's role as a vehicle for
regional and global trade and investment liberalization.15

52.
The Fifth APEC Ministerial meeting also decided to establish the H APEC Committee on
Trade and Investment", whose main objectives have been stated as to: create a coherent APEC
perspective and voice on global and investment issues and increase cooperation among members
on key issues; pursue opportunities to liberalize trade, facilitate a more open environment for

investment and develop initiatives to improve the flow of goods, services, capital and technology
within the region; consult on issues of importance in that context and develop consensus to
expand and strengthen these flows within the region and globally; and to reduce and remove
distortions which impede these flows in a manner consistent with applicable GATT principles."
The Committee's mandate is extensive and covers a number of important areas of cooperation
within the region.

53.
Although the APEC is not a formal region-wide framework for economic and monetary
integration, as is the European Union, nonetheless, it is an important forum for cooperation. This
framework includes countries of the North American Free Trade Area (NAFTA), the Association
of Southeast Asian Nations (ASEAN), the Pacific Economic Cooperation Council (PECC), and
the South Pacific Forum (SPF). Accordingly, the evolution of the APEC is of significant
importance not only to the countries of the region, but to the world as a whole. The extent to
which the Asia Pacific region moves towards region-wide formal integration efforts will depend
partly on two factors. It will partially depend on the type of trade regimes that will be pursued
by the large trading blocs that are emerging in other parts of the world, such as NATFA and the
European Union (and its association to EFTA). All member governments of the APEC have
supported the Uruguay Round and often have participated in coordination of their interests in
individual areas. Nonetheless, they have always welcomed a more open global trading system.
Inward-looking trade policies by trading blocs in other regions could provide a strong incentive
for strengthening formal integration arrangements among the countries of the APEC. This could
indeed lead to fragmentation of the global trading system; and its attendant repercussions on
weaker economies of the world, including those in Africa.
III.

The Process of Monetary and Financial Integration in Africa

54.
The process of monetary and financial integration in Africa remains fragmented,
notwithstanding the existence of some monetary zones on the continent, the creation of a number
of clearing and payments arrangements as well the establishment of sub-regional banks. The most
notable monetary zones in Africa are the CFA Franc zone; and the Rand Monetary Area."
Furthermore, a number of clearing and payments arrangements have been established and

15 Asia Pacific Economic Cooperation: Joint Statement. Asia-Pacific Cooperation Ministerial
Meeting, November 17 - 19, 1993 Seattle, Washington.

16 Asia Pacific Economic Cooperation: Declaration on Asia Pacific Economic Cooperation
Trade and Investment Framework. Asia -Pacific Economic Cooperation Ministerial Meeting,
November 17 -19, 1993 Seattle, Washington.

17 The countries of the CFA Franc Zone comprise : Benin, Burkina Faso, Cameroon,
Central African Republic, Chad, Comoros, Congo, Cote D'lviore, Equatorial Guinea, Gabon,
Niger, Senegal, and Togo. The countries of the Rand Monetary Area comprise of: Botswana,
Lesotho, Namibia, South Africa and Swaziland.
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include: the West African Clearing House (1975); the Central African Clearing House (1979);
the Preferential Trade Area for Eastern and Southern African States (PTA) Clearing House
(1984). In addition, some regions have in principle established a monetary union, such as the
West African Monetary Union (WAMU).

55.
The Authority of the Heads of State and Government of the Economic Community of
West African States (ECGWAS) meeting in Conakry, Guinea in May 1983, directed that studies
be undertaken to determine the possibility of creating a single monetary zone in the sub-region.
The subsequent studies proposed a gradual implementation of monetary and financial integration
in the sub-region, leading to the creation of a monetary union. The features of the proposed

monetary union were to include: centralization of short-term domestic and external liabilities of
national central banks in a common central bank; a common convertible currency to replace
existing national currencies; pooled external reserves; and a convertibility guarantee with the
issuers of a major international currency in order to ensure stability and international confidence
in the new common currency.

56.
The Tenth Ordinary Session of ECOWAS Authority meeting in Abuja, Nigeria in July
1987 adopted the ECOWAS Monetary Cooperation Programme. Notwithstanding, these noble
intentions of the ECOWAS sub-region, monetary and financial integration has not progressed
significantly in the sub-region for a number of reasons. Firstly, while some countries of
ECOWAS, such as Nigeria and Ghana, have individual currencies, others belong to the CFA
Franc zone which is intrinsically tied to the French Franc. Secondly, the sub-region has a
diversity of economies, at various levels of development. Accordingly, harmonizing basic
policies needed for the establishment of a monetary union has proved difficult, but not
impossible.18
57.
The process of monetary and financial integration in the ECOWAS sub-region has
partially been made difficult by the fixed peg of the CFA franc to the French Franc and the
associated mechanism by which the French Treasury has financed balance of payments deficits
of the CFA Franc zone. When the balance of payments position of the zone was generally
healthy, the virtues of the zone included : international convertibility of the CFA Franc;
moderate rates of monetary expansion and low inflation rates; and a common currency which
facilitated trade flows as well as movement of people. However, in recent years a number of
factors came to bear on the effectiveness of the system. The weak balance of payments position
of a number of countries of the sub-region, and of the zone in general, put pressures not only
on the CFA Franc but also on the mechanism by which the French Treasury supported the zone.
The appreciation of the CFA Franc resulted in loss of competitiveness. The fixed exchange rate

regime of the zone removed exchange rate as a policy tool for responding to external shocks. The
result was that the countries have had to resort to fiscal policies in order to adjust to external
shocks, including reduction of government expenditures as well as wages. The social and
political costs of adjustment in the zone became heavy and in some cases produced a political
crisis. Under pressure from the Bretton Woods institutions, the CFA Franc has now been
devalued by 50 percent, although it remains pegged to the French Franc ( at the rate of 1 FF =
100 CFA Francs).

18

United Nations Economic Commission for Africa: Regional Economic and Monetary

Cooperation in Africa: The Role of African Central Banks, Document E/ECA/TRADE/92/6,
July 1992.
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A.

The CFA Franc Zone

58.
The CFA Franc zone as it is known today is the framework for monetary cooperation
between France and the former colonies in Western and Central Africa. The current members
of the Zone comprise of countries which belong to the L'Union Monetaire Quest Africiane

(UNOA)established in May 1962 and members of the Banque des Eatas de L'Afrique Centrale

(BEAC). The members of UMOA are served by a common central bank called Banque Centrale
des Etats de L'Afrique de L'Ouest (BCEAO) established in April 1959. The principleal features
of the CFA Franc zone have been: a fixed parity between the French Franc and the CFA Franc;
free transferability of funds without limit between members of the zone; pooled reserves and use

of a common foreign exchange policy against the rest of the world; and full convertibility of the
CFA Franc to the French Franc, through the "Special Operations Account" opened at the French
Treasury.

59.
The fundamental principles underlying the CFA Franc zone may be summarized as
follows: The Banque de France is lender of last resort to the whole financial system of the Zone
member countries; the French Treasury can in theory grant unlimited balance of payments deficit

financing to the operations account; and the Banque de France and the French Treasury are
actually the two institutions that hold effective monetary sovereignty over the CFA Franc zone

as a whole. Accordingly, the Banque de France plays a central role in the CFA system and all
CFA countries' foreign exchange transactions take place through Banque de France.'9

60.
The advantages of the CFA Franc Zone have been variously attributed as being: the
guarantee provided by France to the Zone allows easy capital inflows into the countries of the
zone; rigorous monetary policy administered by the Banque de France puts a limit on excessive

inflationary tensions; credibility of the CFA Franc, through the French Franc, allowed the
countries of the zone greater borrowing capacity outside the zone, given that they could obtain
capital abroad beyond their net foreign assets; and the zone has been instrumental in the

promotion of trade among the member countries and avoidance of "monetary balkanization"
evident in Anglophone Africa.

61.

The recent devaluation of the CFA Franc has shown the inherent problems existing in the

Zone and particularly its fixed peg to the French Franc. In recent years, significant pressures

have come to bear on the Zone, collectively as well as on individual member countries, as many
countries of the zone lost competitiveness in the face of appreciation of the CFA Franc.
Furthermore, there would appear to have been massive capital flight from the zone in recent
years as speculation of the possible devaluation of the CFA Franc gathered momentum. An
additional factor that has added to the uncertainty is the future of the CFA Franc after 1996 when
monetary union in the European Union is expected to come into force and a single European
currency could replace individual currencies of the Union, including the French Franc.
62.
Although it is difficult at this stage to give quantifiable implications of the recent
devaluation of the CFA Franc on the economies of the zone, nonetheless, some preliminary

observations can be made. Firstly, the length of the fixed peg of the CFA Franc to the French
Franc is something that cannot be justified on economic grounds but mainly on political grounds.
Accordingly, the recent devaluation may have been long overdue in view of international
developments that have taken place in recent years and the need for the zone to effectively
i9 Alechi M'Bet and Amlan Madeleine Niamkey: European Economic Integration and the
Franc Zone: The Future of the CFA Franc After 1996. African Economic Research Consortium
(AERC), Research Paper Nineteen, July 1993.
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respond to them. Thirdly, the timing and the sequence of the devaluation is important. While
acknowledging that devaluation was necessary for the countries of the zone to gain some
competitiveness, nonetheless, the effectiveness of the devaluation on the economies of the zone
will depend on supply responses engendered by this devaluation. It is generally acknowledged
that the immediate effect will be an increase in domestic prices as well as the domestic currency
equivalent of external debts of the countries of the zone. Further devaluations may therefore
create a vicious circle between devaluation-and-high rates of inflation. The measures that will
accompany the devaluation will need to deal with bottlenecks that may inhibit supply responses
as well as providing opportunities for diversification. Many of these rigidities can only be
effectively tackled within a mid-term framework and accordingly only within broader

development strategies. The countries of the zone will need to be assisted in this respect.
B.

The PTA Monetary HarmoniTafinn Programme

63.
In Eastern and Southern Africa, efforts have also been made to accelerate the process
of monetary and financial integration. The First Meeting of the Committee of Ministers of
Finance of the Preferential Trade Area for Eastern and Southern African States held in Mbabane,
Swaziland in November 1991, agreed to a phased approach in implementing the PTA Monetary
Harmonization Programme.20 The Tenth Meeting of the PTA Authority held in Lusaka, Zambia
in January 1992, endorsed the PTA Monetary Harmonization Programme, leading up to the
creation of a monetary union encompassing: the issuance of a common currency; holding and
management of the external reserves of member states; management of monetary and some
aspects of fiscal policies of member states in order to facilitate monetary stability and full
convertibility of their currency; and foreign exchange market intervention wherever necessary.
64.
A Task Force was created in 1991 to draw up an "Action Plan and Modalities of
Implementation of the PTA Monetary Harmonization Programme". The Task Force suggested
a phased approach to the implementation of the programme. It noted that the objective of
monetary harmonization was to reduce, on a gradual basis, the macro-economic disharmonies
that exist among the member states, with a view to achieving economic convergence as a
condition which must be fulfilled before full monetary integration can be achieved.21 The Task
Force noted the existence of macroeconomic disharmonies in the sub-region which constituted
an important bottleneck to the process of economic integration and intra-PTA trade expansion.
These disharmonies related to exchange rates, domestic credit, money supply, inflation and fiscal
performance. Accordingly, implementation of the programme would require member states to
undertake macroeconomic adjustment measures in order to achieve macroeconomic harmony; and
these would include: adjustments in exchange rates, domestic credit, money supply, interest
rates, financial sector reform and budget deficits. The Task Force also noted that there are
different approaches to monetary integration and these include: a clearing house system, a
payments union, a limited convertibility arrangement, an informal exchange rate union, a formal
exchange rate union, a parallel currency, and a full monetary union which involves a common
currency and a common central bank.

20 For more details on the programme see: Report of the Technical Study Group on the PTA
Monetary Harmonization Programme, Lusaka, Zambia, 15 August 190.

21 Preferential Trade Area for Eastern and Southern African States: Action Plan and
Modalities of Implementation of the PTA Monetary Harmonization Programme: Report of the
Task Force". September, 1991.
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65.
The phased approach for implementation of the monetary harmonization programme
suggested by the Task Force envisaged a three stage process. n The first stage was to run from
1992 to 1996 and was to involve: consolidating the present mechanisms of monetary cooperation;
reduction of growth rates of domestic credit and money supply; and reducing fiscal deficits. The
second phase from 1997 to 2000 was to entail: establishment of limited currency convertibility
and the formation of an informal exchange rate union; establishment of a payments union; use
of market determined exchange rates. The third stage from 2000 to 2024 was to involve: the
move to immutably fixed exchange rates; intra-PTA transactions would be fully convertible;
although central banks would remain independent, monetary and fiscal policies would be
coordinated by a common monetary institution; and foreign exchange reserves would be pooled
and managed by the common monetary institution. The final phase starting from 2025 would be
the implementation of "monetary Union*1, involving a common currency issued by a common
monetary authority.

66.
The implementation of the PTA Monetary Harmonization Programme according to the
proposals of the Task Force should have commenced in 1992. However, not much progress has
been made; although a number of studies have been commissioned to examine various aspects
of the programme. The Ministers of Finance of the Preferential Trade Area for Eastern and
Southern African States had requested that an evaluation and analysis be undertaken of the status
of the PTA economies with a view to coming up with quantifiable targets/objectives for the
implementation of the PTA Monetary Harmonization Programme. The Fourth Meeting of The
Committee for Monetary and Financial Cooperation held in Khartoum, Sudan from 30 November
to 2 December 1993 and followed by the Sixth Meeting of the Committee of Central Bank
Governors from 7-8 December 1993 on the same venue noted that the Report that had been
prepared by the PTA Secretariat had identified a number of indicators that could be used as

targets in the implementation of the Harmonization Programme. These included: convergence

indicators for full utilization of the PTA Clearing House; indicators for the utilization of the PTA
Travellers cheques; indicators of exchange rate policy and inflation; indicators on budgetary
fiscal discipline and shift towards converge; and converge of macroeconomic policies, such as
rates of monetary expansion, increasing tax revenues and reducing budget deficits, increased
credit to the private sector, reducing direct credit controls on bank lending, liberalizing interest
rates and moving towards market determined interest rates, and using indirect monetary
instruments in the conduct of monetary policy.23
67.
The Meetings took note of the Report of the PTA Secretariat on the implementation of
the Monetary Harmonization Programme and observed that while the Report had provided
possible indicators that could be used to arrive at quantifiable indicators for the implementation
of the Programme, nonetheless, there was still need for members to reach a global consensus on
quantifiable targets for convergence of policies before the implementation of the Programme
could commence. Accordingly, the PTA Secretariat was requested to submit the Report to
member states for further comments.

22 Preferential Trade Area for Eastern and Southern African States, Opcit.

23 Preferential Trade Area for Eastern and Southern African States, " Report of the Fourth
Meeting of the Committee for Monetary and Financial Cooperation", Khartoum, Sudan, 30
November to 2 December, 1993, Document PTA/MFC/IV/11, and "Recommendations and
Decisions of the Sixth Meeting of the Committee of Central Bank Governors", Khartoum, Sudan,
7 to 8 December, 1993, Document PTA/M/MFC/III/2.
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68.
Notwithstanding the slow pace of implementation of the Monetary Harmonization
Programme, the PTA has achieved moderate success with its Clearing House and the Trade and
Development Bank. The PTA Clearing House has been more successful than clearing and

payments arrangements in other regions. The sub-region has also been able to establish the PTA
Trade and Development Bank to promote the sub-region's trade. The Bank lias in turn been able
to successfully issue the UAPTA travellers cheques to promote trade and travel within the subregion. The Bank at present is expanding its operations by becoming involved in guaranteeing
Commodity Risk Management and raising additional resources by floating bonds in order to
finance trade in the sub-region. In irying to assist African exporters in commodity risk
management, the Bank has created the "Price Guarantee Contract (PGC)M as an instrument to
assist exporters to hedge against short-tenm price fluctuations. The PGC is a financial instrument
which insures an exporter, upon payment of a premium, against any negative fluctuations below
a contractual price on one of the world terminal markets. The PGC can hedge both soft as well
as hard commodities. The PTA Trade and Development Bank expects to launch the product
during the first quarter of 1994.M
C.

TV Community of Central African States

69.
The Economic Community of Central African States (ECCAS) and its associated Central
African Clearing House have been less successful in promoting economic and monetary
integration in the sub-region; partly because of political instability in a number of countries. The
two Secretariats have been rendered non- operational because of these developments.
V. Lessons for Africa of New Developments in International
Economic, Monetary and Financial Relations

70.
The post-Uruguay global trading system will have implications on African countries.
Similarly, the acceleration in the process of regionalism and the establishment of larger trading
blocs in a number of regions, will also have its own impact on international economic relations.
Finally, the adoption of market-oriented reforms by former centrally-planned economies has
altered significantly determinants of aid and financial flows away from considerations of political
strategic importance of countries to economic efficiency and human rights issues. These
developments have, therefore, altered significantly fundamental factors that have determined
international economic and financial relations between Africa and the donor community.
Adjusting to these new developments is one of the most serious challenges facing our continent.
71.
The conclusion of the Uruguay Round on 15 December 1993 was received with relief in
many circles that at last a general framework for a future multilateral global trading system had
been reached and thereby averting a global trading war that could have erupted had the Round
failed. Nonetheless, for many developing countries, including Africa, a number of concerns
remained and especially in view of the fact that a number of issues of interest which had been
included in the agenda for the negotiations had to be dropped in order to save the Agreement.
The concerns of African countries as regard the impact of the post-Uruguay Round global trading
environment will have on their economies are wide-ranging and include: concerns that the new

24 United Nations Economic Commission for Africa: Report on the Seminar on Review of
Africa's Debt Situation and the Impact of declining Commodity Prices on Arhca's_Canarit«jQ
Grow and service its External Debt. Addis Ababa, Ethiopia, 15-16 November, 1993, Document
E/ECA/TRADE/93/24.
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global trading system will result in an erosion of preferences enjoyed by these countries under
the General System of Preferences (GSP) and the Lome Conventions; the impact of the Round
on food-importing African countries as a result of liberalization of trade in agricultural products;
the impact of the Round on the development of the textile and clothing industry in Africa; as
well as its impact on a number of other sectors.

72.

The North American Free Trade Area (NAFTA) and the European Single Market Act

(EC-92) as minilateral agreements are bound to have a profound impact on the global trading
system in the post-Uruguay Round. Similarly, intensification of regional integration efforts in
the Asia-Pacific region could produce a polarized tripartite world trading system in which some
third world countries, including those in Africa, could find it extremely difficult to effectively
compete. This development could result in an erosion of the effectiveness of the multilateral
global trading system recently negotiated under the General Agreement on Tariffs and Trade.

Whether the resurgence of regionalism will reinforce the multilateral global trading system or

not remains a debate. Whatever the case, the international trading environment which will
emerge in the post-Uruguay Round

will impose serious challenges of adjustment to many

economies, including those in Africa.

73
Africa will need not only to reform its economic structures and institutional framework
but more importantly engage in rapid transformation of its technological capabilities in order to
be able to absorb new technological changes. Improving human capacities and its utilization is
at the center of development in Africa. Similarly, providing an enabling environment and
improving the infrastructural framework are as important as developing human capacities as they
tend to complement each other. The UNECA has emphasized that development in Africa cannot
be sustainable unless a comprehensive and integrated approach is adopted.
74.
The North American Free Trade Area aims at reducing and ultimately eliminating most
of the remaining barriers to trade and investment among Canada, Mexico and the United States
of America. Under NAFTA, the United states has been joined with its first-and-third-largest

trading partners as part of the world's largest common economic market.25 The impact of such
a huge trading bloc on the global trading system cannot be underrated. Some argue that NAFTA
will go beyond the conventional reduction of tariffs and non-tariff barriers and deal with the issue
of market access in a broader sense.26 Accordingly, NAFTA could reinforce the Uruguay Round
Agreement.

75.
Others argue that in theory, NAFTA could have a negative impact on the rest of the
world as a result of the diversion of trade and investment away from countries that tire not
members of the Agreement. This would be especially true if the Agreement results in higher
levels of protection against countries outside the zone and thereby giving rise to trade
suppression. Accordingly, if NAFTA becomes a managed-trade initiative, the negative effects
on third world countries, including Afiica, could be significant. For example, in the sugar
industry if Mexico and the United States were to adopt a joint quota system vis-a-vis third world

25 The combined Gross Domestic Product of the three countries of NAFTA in 1990 was
US$6.3 trillion, with a combined population of 363 million.

26 Carlos Alberto and Primo Braga, "NAFTA and the Rest of the World", in Nora Lusting,

Barry P. Bosworth and Robert Z. Lawrence (ed.) : MfldlLAlDfirica Free Trade; Assessing the

Impact, The brookings Institute, Washington D.C., 1992

E/ECA/TRADE/93/30
Page 19

countries on imports of sugar, this could result in significant losses for third world countries, a
number of which are in Africa.

76.
NAFTA could also cause a significant problem of "Investment diversion" for third world
countries if international capital markets are characterized by inefficiencies and information
problems. Africa which has already experienced a sharp decline in foreign direct investment
could not be expected to fair well in such a situation. Similarly, opening of the service sector
of Mexico could result not only in increased investment in the service industry of that country,
including tourism, but also in a diversion of American and Canadian tourists away from third
world countries, such as Africa. Furthermore, the development of the textile and clothing
industry in Africa could be adversely affected by implementation of clauses of NAFTA relating
to local content requirements, government procurement practices, competition policies,
intellectual property rights and foreign investment laws.

77.
Notwithstanding the possible negative effects NAFTA could have on the economies of
third world countries, including those of Africa, NAFTA could also yield positive effects on
economies of non-members; particularly if it leads to an acceleration of growth within the
member states and which in turn results in an expansion of their imports from non-members.
Least developed countries in Africa and Asia have tended to be indifferent with respect to the
potential implications of NAFTA on their economies. This attitude is dangerous and ignores the
potential impact this huge trading bloc may have not only on the global trading system but also
on their exports to the region. In 1992, Africa exported to the three countries of NAFTA
(Canada, Mexico and the U.S.A) approximately US$14.1 billion and imported nearly $8.4
billion. Africa's main trading partner among the three countries being the United States of
America.

78.
Although these figures may appear insignificant in terms of total exports and imports of
NAFTA countries, nonetheless, they are of significance to Africa as a proportion of the
continent's total exports and imports estimated at US$72 billion and $74.5 billion, respectively,
in 1993. Furthermore, Many believe NAFTA is a first step towards the creation of larger trading
bloc combining countries of North America and Latin America. Africa will need to understand
the magnitude and potential of this market and more importantly devise strategies for exploiting
the economies of scale made possible by the creation of NAFTA.
79.
The entry into force of the European Single Market Act (EC-92) at the end of 1992 also
created the second largest trading bloc in the world, encompassing about 375 million people and
with an annual Gross Domestic Product (GDP) of nearly US$5 trillion. Furthermore, the
European Community has in principle agreed in the framework of the Maasstricht Treaty to

move towards monetary union. These developments have altered the basic frameworks of
international relations between the European Community and Africa. It cannot be assumed that
past economic and monetary relations between the European Community, collectively and
individually, with Africa will remain untouched by these developments. The recent devaluation
of the CFA Franc bears testimony to that. Accordingly, the trade relations that Africa has
enjoyed with the European Community, whether under the Generalized System of Preferences
or the Lome Conventions, are bound to be significantly altered by the entry into force of the
European Single Market Act as well as by the new GATT Agreement.
80.
Africa has had close ties with countries of the European Community, be it under the
Lome Convention, the CFA Franc zone, or on a bilateral basis. A significant proportion of
Africa's trade is with the Community. Africa's exports to the twelve countries of the European
Community in 1992 amounted to approximately US$40.4 billion and its imports from the
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Community nearly $46.7 billion. Africa's major trading partners in the Community being
France, Italy, Germany, United Kingdom and Netherlands. The African continent will need to
monitor closely developments in the European Community with a view to quickly and effectively
responding to them. The Mid-Term Review of the Lome IV Convention offer countries of the
African-Caribbean-Pacific (ACP) Group of States the opportunity to raise with the European
Community some of their concerns regarding the adverse impact of implementation of the Single
Act on their economies and measures that would be needed to mitigate them.

81.
Finally, although regional integration in Asia-Pacific region has not as yet taken the form
of NAFTA and the European Community, nonetheless, there are indications that this region is
awakening to the implications of larger trading blocs in North America and Europe. The Asia
Pacific Economic Cooperation (APEC) and the Association of Southeast Asian Nations (the
ASEAN) have become more active in recent years in trying to integrate this region. Africa's
exports to the countries of the ASEAN amounted to only $600 million in 1992 while the
continent's imports from there totalled nearly $1.3 billion. Africa's major trading partners from
the area being mainly Thailand, Singapore, Indonesia, and Malaysia. In the APEC group of
countries, Africa's trade is mainly with Japan and the United States.

82.
The collapse of centrally-planned economies and the adoption of market-oriented reforms
by countries of Eastern Europe and the former Soviet republics has added a new dimension to
international economic and financial relations. Countries that were formerly considered to be
outside the influence of capitalism have now come to embrace this system of economic
organization. The impact of this for Africa has been not only greater competition for aid flows
but also for foreign direct investment. Africa has now more competitors for aid flows form
traditional aid donors as well as for foreign direct investment. The ability for Africa to
effectively compete in this new environment is an added challenge.

