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PART 1I

CURRENT SITUATION
For the SADCC as a region, the objective of trade is to increase
the production, employment and incomes and to exchange goods to
better satisfy the needs for consumption and future dev-elopment.
The aim of intra;regional trade is to increase these beiefits, to
obtain better trading relationships, to diversify the economy and
reduce external dependence, and create a basis for mutually
interdependence.Trade patterns in the Southern African region
have benefited the previous colonial powers and the regional
economic centres such as the Republic of South Africa (RSA). The
present level of intra-SADCC trade is low, and their econcmies
are not complementary. The major objective of the SADCC
countries is to develop and liberate their economies, develop
their mutual complementarity, and increase intra-regional trade,

in order inter alia to reduce their dependence on the RSA.

Overall Trade Patterns

While total exports from the nine SADCC countries in 1982
amounted to approximately 5,580 million USD and total imports to
approximately 7,200 million USD, the intra-regional trade between
the same countries accounted only for between 276 and 316 million
USD in that same year. Intra-regional trade thus represents only
5% of the total exports of the SADCC countries, and 4.4% of their
total imports. Trade between the SADCC countries and the other

countries in the PTA is even more marginal, representing less



than 1% of both the exports and imports of sapcce.

South Africa is a major trading partnar for many of the SADCC
countries, accounting for around 7% of the total axports of the
SADCC countries, and as much as 3¢% of their combined imports.The
distribution of export and import markets varies considerably,

however, from one countrv to another.

Table Ll shows that intra-SADCC trade is of relatively grsatar
fuportance for Botswana, Malawi, Mozambique and Zimbabwe, while
it is almost insignificant for Angola and Lesotho, and only of
.moderate importance for Swaziland, Tanzania and Zambia. South
Africa i; a very. important export market for Lesotho, Swaziland,
Boéswana, Malawi and Zimbabwe. BHowevar, Scuth Africza is an even
more important source of imports, in particular for Botswana,
Lesotho and Swaziland (the BLS countries), but also for Malawi,

Zimbabwe, Zambhia and Mozambique.

There is no doubt that the main reasons for the existing trade
patterns are found in the underdeveloped state of the aconomies
of the SADCC countries, and in the aconomic structures that waere
shaped by the previous colonial powers, and later by varcious
econonmic and political factors. This has resulted in the very
limited cowplumentarity between the economias of the SADCC membar
states. The SADCC countries will still mostly export
agricultural products and mineral rcaw materials for which there
fs little demand in the region, while they mostly import mineral

fuels, capital goods and other manufactured products, that are



TABLE I

Summary Figures for SADCC Intra-Regional Trade,

1979-84 (mill. USD)

Imports From SADCC Countries:

Imports To: 1979 1980 1981 1982 1983 1984
Angola 24 28 28 8 2 25
Botswana (40) 46 50 43 54 (56)
Lesotho (0) 0 2 0 1 0
Malawi 17 28 29 (29) (25) (23)
Mozambique 14 24 17 25 32 22
Swaziland (4) 2 4 4 (4) (2)
Tanzania 9 7 8 35 25 11
Zambia 11 20 63 63 (40) (42)
Zimbabwe (26) 49 115 108 86 64
Total (145) 204 308 315 (269) (245)
Exports to SADCC Countries
Exports From: 1979 1980 1981 1982 1983 1984
Angola 1 0 0 1 0 6
Botswana (45) 42 36 54 52 (34)
Lesctho 0 0 0 0 0 (0)
Malawi 8 23 29 23 (22) (18)
Mozambique 7 7 29 27 5 10
Swaziland (5 4 8 8 N N
Tanzania 27 20 5 4 4 5
Zambia 24 30 51 36 (33) (35)
Zimbabwe (41) 68 139 123 108 115
Total (158) 194 297 276 (231) (230)




only to a limited extent produced within the region.

Intza-SADCC Trade
Iatza=-SADCC trade in 1982 amounted to around 36¢ million USD.
276 million USD was zeportad by the exportars basaed on axpors

prices (fob), and 316§ millicn USD was repocted by the impoztars

based on import (cif pricas).

Latra~-SADCC trade is unevenly distributed among the SADCC
countrias. Almogt Ralf of all intra-SADCC trade origircates in
Zimbabwe. Since another 3d% of the trade is as imports to
Zimbabwe, thiis means that Zimbabwe is a pactner to almost 80% of
the total intra-sascc trade, ‘and that only 24d% does not in any
wvay ianvelve Zimbabwe (either as an exporter or importer).
Botswana, Malawi, Mozambique and Zambia also each cepresent
important pazts of the iatra-SANCC trade, wq11e the shares of

‘Argola, Lesothe, Swazila_nd"and also Tanzania are rather small.

During the years 1982-44, about 23% of the total intra-cegional
tzade consistad of food products, approximataly 1dt consisted of
other crude materials aand 16-.7% were fiiels and energy products.
-This means that almost $@% of total int:a-SAncc'c:ade wercae
.naﬁufactu:ed goads oc semirmanufaccuréd. This structure is very
diffecent from the gverall exports from the SADCC countrcias,

whaerze perhaps 1d% consists of manufactured praducss.

Angola has practically only leen exportiang petroleum, in deals

with Mozambique fn 1984 and Tanzania in 198S. Siance Angolan



crude oil cannot be used by the refineries in the other SADCC
countries, the oil has to be exchanged with other qualities on

the international market.

Botswana has been exporting meat to Angola (1979 and 1984), and
to Mozambique (1981-84). This export is somewhat unstable,
depending partly on demand in these two countries, and partly on
surplus production in Botswana and the market in the European
Economic Community (EEC). Botswana's exports to Zimbabwe consist
mainly of copper/nickel matte, textiles and clothing. The value
of exports of clothing decreased in 1984, partly due to

protectionist measure in Zimbabwe.

Malawi exports mostly agricultural products, such as rice,
vegetables and tobacco. In the eariy 198¢'s Malawi exported
textiles to Zimbabwe, but this export was very small in 1983 and
1984. 1In 1984 maize was exported to Zimbabwe. There have also

been exports of fish as well as clothing and footwear.

Mozambique's exports to the SADCC have been fluctuating greatly.
The main exports have been to Zimbabwe in 1981 and 1982, when
Zimbabwe was importing refined oil products from Mozambique.
Since the re-opening of the o0il pipeline from Beira, these
imports have no longer been necessary, as the petroleum and
diesel is only pumped through Mozambique. Under the trade
agreement with Tanzania, Mozambique has been exporting textiles,
domestic electrical products, cement and tyres and tubes, but not
on a very regular basis. Exports in 1983 and 1984 have been

practically nil, probably because of the general problems with



production in Mozambique. Similarly, Mozambique's exports of
coal to Malawi and cement to Swaziland have decreased almost to

zero, because of production proalems.

Swaziland's main expo:i:s ts the SADCC countries have been wood to

Zambia, and wood pulp @ Zimbabwe (1581 and 1982).

Tanzania has been exporting mainly to Mozambigque under their
trade agreement, mosciy textiles and clothing. In addition,

there has been some exports of fish ko Zambia.

Zambia which exports almost nothing but copper to the rest of the
world, is an exportar of electric energy to Zimbabwe, and small
amounts of cement to Botswana and Malawi, zinc 'ts Tanzania and

sonme chaemicals tas Zimbabwa.

'rinally, as the largest expocter, Zimbabwe exports a lazger
varziety of caquities. During the yeazrs 1981-83, it was
exporting substantial amounts of maize ts Angola, malawi,
Mozambique, Tanzania and Zambia. This was particularzly due to
the drought in the importing countzies and very good crops in
~Zimbabwe in 1989/31. The salas were (pactly) paid for by
international emergency agsistance. In 1984,' hovwaver, tha stacks
in Zimbabwe were depleted, and it coald ne longer supply its
ae.v’.q'tzl:u:m:sf Zimbabwe wag alsq expocting meat to Angola (1984)
sﬁ-ga:.*cc.) Botswana, textiles'ta Botswana, Malawi (193¢-32) and
Zambia (1984), coke to Zambia., cement to Botswana, increasing

amounts of iron and steel 20 Batswaca, Xalawi 1-4 Zambia and a



number of other products including medicines and pharmaceuticals}
soaps, paper and agricultural machinery. 1Its total exports to
the SADCC countries reached a maximum in 1981 with almost 14¢
million USD, but has since decreased to 115 million USD in 1984,

due to a large extent to the fall in maize exports.

In total, commodities make up approximately 78% of the total
intra-rggional exports. The remaining 30% consists of a number
of items where each trade flow is relatively small, or they have
not been identified in the available data. It may be important
to note this residual, how~ever, as it may also include some items

with a good growth pétential.

TABLE 2 shows the net balances for 1982 for the SADCC countries

in their intra-regional trade.

Only Zimbabwe has a substantial, and growing trade surplus with
the rest of the SADCC, while Swaziland has a smaller surplus.
Botswana had a surplus in 1982, but this became a large deficit
in 1984. On the other hand, both Tanzania and Zambia had large
deficits in 1982, but these deficits were reduced in 1984. Both
Angola and Mozambique appeared to develop a much greater deficit

in 1984.

Net balances with the whole of the PTA (including the SADCC) are
not substantially different from the net balances with SADCC only
(with the exception of Mozambique). This is not surprising,

considering the low level of trade between the SADCC countries



Jac Balanca in Iatra~S4DCC Trade, 1982 (milliocns of USD)

Yec Balanca in I')
Maleilaceral Trade

Wichin Wiehia
sance PTA
Angola -5.8 -6.9
Botswana +10.9 +10.7
Lasacho 0.4 -a.5
Malawi -6.1 ~4.8
Mozambique +1.7 +17.6
Swazilazd +6.4 +7.3
Tanzania -31.2 -33.6
Zambiz ~26.9 ~28.5
Zizbabwe +14.7 +2L.6

1) Yegazive figures aean aec deficif, positive figures axpory surplus



and the rest of the PTA. Also, in most cases, the net balance
with PTA-nex is in the same direction as with the SADCC as a
whole. Trade with the whole of the PTA does therefore not

balance better than within the SADCC itself.

The nine SADCC countries operate different trade regimes,
reflecting partly the very different economic conditions
prevailing in the various countries. The follewing is a rough
description of the nine countries; trade regime and trade
policies, with a particular emphasis on how these conditions
affect the countries' capabilities and potentials for

participating in intra-regional trade:

The BLS countries: Botswana, Lesotho and Swaziland have several
characteristics in common-they all belong to the Southern African
Customs Union (SACU) and therefore have a free trade system
between them and South Africa. Their common external tariffs,
which are in reality decided by South Africa, are characterised
by high tariffs on products that are also produced in the RSA,
with relatively low tariffs on other products. These countries do
not apply any import regulation by quotas or otherwise to ration
the use of foreign currencies. Lesotho and Swaziland are mambers
of the Rand Monetary Area (RMA), and use the South African Rand
freely for all imports. Botswana has sufficient export revenue
and foreign currency resecrves to cover current imports. South
Africa has a very strong position as the main source of imports;
more than 80% of all imports are registered as originating in the

. RSA (though some may be re-exports). In addition to its



developed industzial base, geographic vicinity and telatively
good communications, South Afzica also benefits from its ta:iﬂ;z
preferencas in the customs union. South Africa‘s competitive
advantage ig further strengthened by the fact that most companies
in the BLS countries including the main imperters are Saouth

African owned or deminatad.

In zgeality, therafore, as suppliers to the BLS countries the
ather SADCC countzies have several disadvantages as compared with
South Africa. For example: relatively high tariffs (axcept for
Malawi and Zimbabwe to Botswana), geographbic distance aad
inadequate transport facilities (except for Mozambique &o
Swaziland and Zimbabwe to Botswana), ownership and e¢stablisghed
business contacts, added to the industrial and econcmic stzangth
of South Africa. FPFor Angola and Tanzania, that do not trade with
Scuth Afzica, it may bc' particularly difficult to enter the BLS

nia:kats. because of South African ownership and dominancs.

The industrial sector is relatively small in-all BLS countries,
and it is difficul: to develap .ch}.s within the SACT due to the
strong competition from South Africanm producers, and the bias
within the SACT to give them tariff protaection, while produc:s

that are only produced in.the BLS countzies are not always qiv;en

a similar protection.

Except £or Lasotho, which has very limited export production,
both 3otswani: and Swiiiland do nevaerthelass @XPOCt o other SADCC

cnuntsies, and could pzobably expand their oroductian if the

10



markets were available in the region.

Por Malawi the situation is in many ways similar to that of the
BLS countries. Malawi is following a relatively open import
policy, with few quantitative restrictions. 1Its balance-of-
payments position is not as good as the BLS countries, and
therefore some imports.are restricted. The Malawian economy also
has strong commercial links with South Africa, with which Malawi
has a preferential trade agreemen%. South Africa's position is
not quite as strong in Malawi as in the BLS countries: Malawi is
not a member of the SACU or RMA, has preferential (free) trade
agreements also with Botswana and Zimbabwe, is farther and has
higher transport costs to South Africa. South Africa nevérthless

accounts for 30-35% of Malawi's total imports.

Zimbabwe is in a somewhat better competitive position in Malawi,
than in the BLS countries. Malawi's neighbouring countries
Mozambique, Tanzania and Zambia also have a potential market in

Malawi, if their production capacity improves.

Malawi's imports are affected by the war in Mozambique, and
imports are therefore both delayed and more costly, if not
destroyed. Since 1983 transport from the Mozambican ports of
Beira and Nacala has been difficult if at all possible, while
transport from Zimbabwe through the Tete province in Mozambique
has required military escorts. Malawi's main alternatives have
been road transport through Zambia, and receatly a direct road

link to Tanzania. These problems with importing through the

11



Mozambican ports has contriburaed eo making Soutl Afsican products

more competitive in Malawi (as coupared with other ovargeas

suppliers).

Malawi has a small industrial sactor and limited industrzial
exports. But its few existing industrial products as wall as itg
ag_:icultuzal products could be exportad ko the ether Sapnce
éo.unz::ies. if theze was a market. Production is limited by its

small installed capacity and a small national markaz, but not by

lack of neceussacy inputs.

AlLl the other five SADCC countries regulate their imports more

strongly, mostly with the use of import liceasing and othaer

quantitative cestrictions.

Zinbabwe has been limiting its imports with an impore licencing
systam, but the zaducticns in total i.inpo:f:s Rave been mcderatc
(iz comparison with the zemaining SADCC countriaes), and import
guotas have bean i{ncreased again in 1333%. Botswana and Malawi
kad an Open Generzral Import Licance (QGIL) sﬁatus until 1984 when
some restrictions were introduced, and imports from these
countries were ilso exempt from tariff dutias. These countciaes
therefore have a preferential positiun in the Zimbabwe market as
Ras South Afdrica, which also has 2 moce limited praferancial
agreement with Zimbabwe. South Africa‘’s competitive advanrtage in
Zimbabwaan economy, and the stzong commercial ties that have heen
‘establizshed and éu::the: strengthened duzring the Tnilateral

Declaration of Indepeadence (UDI) pericd. - Zimbabwe abtains

12



approximately 25% of its imports from the RSA, while around 65%

come from outside of Africa.

Zimbabwe is the industrially most developed country in SADCC, and
is protecting its industries by tariffs and by non-tariff import
restrictions. Whle other SADCC countries may be able to supply
various inputs to the Zimbabwean economy, as well as non-
industrial consumer goods, most industrial (consumer) goods are
met with tariffs and a competitive market with products of
Zimbabwean or South African origin. Zimbabwe also has an
industrial sector which is interested in exporting to the region.
The industrial sector has to some extent been affected by the
import restrictions which have led to reduced imports of
necessary inputs, and thereby reduced production capacity. This
is not a major factor in Zimbabwe, lLowever. In good agricultural
years, Zimbabwe has a surplus of food grains (and vegetables,
seeds) that can be exported; Zimbabwe has sold grain to the
World Fcod Programme and to other donor agencies for the use as

emergency assistance to other SADCC covuntries.

Angola has in reality a war economy, and an impcrt licence system
which effectively reduces imports of low-priority items. The war
greatly affects internal transport in Angola, and makes it very
difficult (if not impossible) for Angola to export or import
anything by rail or road to or from its SADCL partners. Trade
between Angola and other SADCC countries is therefore by sea or
air. Angola does not give any particular trade preference to the

other SADCC countries except Mozambique. But Angola does not

13



trade at all with South Africa and the RSA is therefore not a
competitor on the Angolan markat. _However, Angola does hasr':e
trade agreements with non-cagional countrias that obetain
prefarence for import licencas. As a result of the warz, Angola‘s
@Xpocts now consist mainly of oil and oil products, with very
small exports of diamonds and coffaea. Angola's agriculture
produce is only fox” the local and national markat, and its
indust:y produces éé very law capacity for lack of inputs. spare
parts and qualified manpowec. Under the present war conditions,
Angola cannot increase its production for a regional macket, nor
can it tramsporzt any such p:oduct§ by road or rail to &ihe
begicnal qarket. When peice is restored, however, Angola's

rosition and poéen:ial for zegional trade will be drastically

éhanqed o

Por the remaining three cauntzies: Mozambique, Tanzania and
Zambia there are also some similaritias in their foreign trade
regimes. Due to their very sericus lack of fcraign exchange to
cover their import needs, they all strictly allocate their
available Eo:eig;-x exchange according to a sat of priorities. All
three have axperienced cases in recent years when they have not
heen able to pay their creditocs or suppliers on time, and
acasiderable pact of their totalL imports are paid foc by grants

Qr loans.
The competitivae situation is neverthelass different in the thrae

countzies: Mozambiqua and Tanzania are cnastal countzies giving

‘gverseas suppliers an advantaqe, wvhile in landlocked Zambia its

14



neighbours are in an advantageous position. South Africa is a
relatively important supplier both to Mozambique (8-9% of ali
imports) and to Zambia (15-20% of imports), while Tanzania does
not trade with the RSA. While South Africa's econcmic influznce
in Mozambique and Zambia is one of some importance, it has a more
limited ownership control there. Both Mozambique and Tanzania
have trade agreements with overseas (non-regional) partners,

who are given preferences for the supplies of certain products.

The productive sectors in all three countries are also strongly
affected by the difficult economic situation in these countries,
and in particular by the lack of foreign exchange for necessary
inputs fcr agriculture, industry and the transport sector. As a
result, industrial production has decreased to 20¢-30% (or less)
of installed capacity and is (with a few exceptions), not
sufficient to satisfy local demand, let alone export markets. In
addition, agricultural produétion has suffered from the drought
(Mozambique) and from the difficult internal transport situation
(Mozambique and Tanzania). Large parts of Mozambigue are also
badly affected by sabotage and armed attacks from the Renamo
groups. When peace is restored in Mozambique, its capacity to
increase it production and also its participation in intra-

regional trade will be markedly improved.

The trade regimes, the foreign trade situations, and the trade
policies of the nine SADCC countries differ considerably. There
are, however, two major groups among them: five countries, the

BLS plus Malawi and Zimbabwe have a fully or relatively open

15



genecal ilaport policy, and strong aconomic ties to South Africa,
a major supplier of imports. The aother Eour.; countries, Anqoia,
Mozambique, Tanzania and Zambia are badly affectad by the lack of
foreign exchange and/or the ongoing war and sabotage activities

and axe strictly rationing their limited foreign exchaage for

imports. Their productive capacity is also ceduced.
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PART II

TRADE BARRIERS
The main reason for the low level of intra-regional trade is the
underdeveloped state of the economies of the SADCC countries, as
well as the economiq structures shaped by previous colonial
powers, and lLater by various economic and political factors.
This has resulted in the very limited complementarity between the
economies of the independent majority-ruled countries in Southern
Africa. To change this situation is a formidable task, and it

can certainly not be achieved through pure trade measures.

Another obstacle is the yet underdeveloped state of the intra-
regional transport network between most of the countries in the
region. The few railway lines offer direct and easy
communication between some of the SADCC countries only.
Furthermore some of these lines have been temporarily closed due
to the war and sabotage activities in Angola and Mozambique. The
road network offers additional transport routes, but road
transport is rather expensive over long distances. The road
network is also far from adequate. The coastal countries can use
sea transport, but there i; not a reqgular service between these
countries. Finally, most SADCC capitals are connected by regular
air service, but air transport is too expensive for most
products. Improved transport facilities are of definite
importance to facilitate intra-regional trade, but increased

trade at the same time will be necessary in order to make an
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img:oved rranspocs systsau viabla.

additicnal important factors reducing the full potentialicy for
intza-cegional tzade, arce the recent drought affecting sevecal
counczias in the reqion, the war and sabotage ac=ivities and the

aconcmic arisis in several of the SADCC csuntries.

rhese and other factacs have alsc been described in previous

repocts to the SADCC on this matkter.

The main barrlers to increased imports frem within the cegion, as

seen by the importers, can thus be summarised by:

- The limited availabililey of essential goods and sacvices.

- To the axtent goods and services aze available, paoc
knowledge of availabili%y

- Higher costs o lower quality (selieved or real)

- In some casas, highec ‘eariffs.

- Limited czedit.

- Gncactain delivecies and passible delays.

- Poor or costly tzansport.

- . Existing estcablished tzade connections (including special

intecests of those involved t0 maintain it) .

But  there are alsgc barziers tO eXporLts within the region,
compared with exports ro thizd countcies, as saan by the
exporctecs:

pocr knawledge of market cpportunities.

;Unco:cain. macket,. uncectain payments, delays.

18



- Small markets, possibly not profitable.

- No essential products to be imported in return (in case of
counter-trade).

- Existing established export channels and commitments to

other (third) countries.

Four general factors limit trade in regional markets. First the
existence of established trading connections, as well as
commitments, obligations and incentives within other trade
agreements such as the ACP-EEC agreement, the SACU, agreements
with CMEA countries, and other special agreements with third
countries, which may act as disincentives to increased regional
trade. Second the risk involved in intra-regional trade is
experienced both by the exporter and the importer, and relates
both to the future market, whether payments will be made on time
and to the timing of actual delivery, transport delays, etc.
Such uncertainties also act as disincentives, and will divert
trade towards more stable trading partners, both as suppliers and
markets. Third the lack of credit, is an important factor in
selecting the suppliers of essential imports. Fourth the high
export price on several products from the SADCC countries, partly
reflecting high real costs, inefficient production and that the
rate of exchange is set iﬁ order to maintain low prices on some

essential import items results in higher export prices.
It should also be mentioned that the import regimes in several of

the SADCC countries combined with the internal policies and rates

of foreign exchange, have led to the development of illegal and
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uncegistered trade, both between SADCC countries and with thizd
countzias. It is very difficult tc estimats the magni:ude'éf
this unregistered trade. The volume of this trade may, howavec,

be influenced by changes in the afficial trade policies.



PART [II

GENERAL APPROACHES TO INTRA-REGIONAL TRADE AND
ECONOMIC INTEGRATION

The project approach

In the project approach the countries concentrate on the
realisation of jointly formulated projects with obvious mutual
benefits. The projects are often implemented in a decentralised
way, and there is a minimum of inter-staté institution building.
Likewise there is no pre-planned model for further integration of

the co-operating countries.

The project approach avoids across the board liberalisation, but
concentrates on specific products, an approach closely related
to industrial co-cperation. Industrial co-operation projects may
involve a matching of underutilised capacities, or specialisation
and complementarity agreements related to existing, planned or
new industrial ventures. The main objectives of such co-
operation are to obtain better economies of scale, and to exploit

the existence of comparative advantages.

If industrial co-operation is linked to a multi-year trade
contract, prices and minimum quotas can be discussed and decided
upon from the outset. This is, however, a difficult exercise
depending on future developments in quality, substitutes and

availability of foreign exchange.

In general the main obstacle to the project approach is the
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complex time—consuminq negotiations t stats, industzy and ccmgan;f
level, that must be conduct=aed beface the g:oje.'c: can go ahead.
The advantage of this apgroach ig that the gigeribution ot
penafits £zom co-operation is in principle claaz, though ehis is

not necassacily 3O in pracsice.

'rﬁe market integration approacd

The theo’tatical packground for the mazket integration agg:oach
was daveloped by Viner, uead.e» and Lipsey in the 1250's. Tney
addressed mainly the ecanomic integration pcoblems in already
industzialised countries. this is evident from their assumption
of pecfect mackets, gull emplyment, constaant terms of t:_:a.de, no
pranspoct costs etc. I judging ghe possible advantages of trsadae
libe:alisaticn and specific customs unioas they concantzatad on
' ewo factors: erade cceation and erade diverzsian. prrada creacion
cepcesents che amount of ;:ia'da creatad, when low cost pcoducts
fzom ona'coqnt:y, due o gacifs ceductions, substitute nigh csst -
'p:cduc:ion in another countrcy wiehia the rzade union. Tzade
diversion ceprasaents phe trade Loss «hich the countcies guffer
when nindezing. ehzough high extarna.l. cugcom duties, hicjh cast
:eqional products from heing subs:ituted by low cost products
fcon cutside the ganion. The intention is &O ne able &0
quantitacively set the -tW0 raczors against each othez. IR ghis
way it can be analysed whather 2 given cagional ezading gchame

would be manaficial to the participating gtates of 0OT.



FIGURE 1

Types of Economic Intergration Action

in the Market Integration Approach

Degree of Integration

Elimination Common Free flow of Harmonisation Unification

of tariffs External Labour and of Economic Of Political

Ideal-Types and quotas Tarrif Capital Policies Institutions
l. Free Trade

Area (a)
2. Customs

Union * (B)
3. Common

Market * * (C)
4. Economic

Union or

Community * * * (D)
5. Political

Union * * * * (E)
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The PTA, at its present stage, would be found gtzuggling to
implement lavel (A), whereas the EEC should be placed somewhare

betwaeen levels (C) and (D). The United Statas would be an

example of lavel (B).

Ia the market-integration approach the intagration arocess ig
seen as linear from level (A) to level (E]. Market forces sat
free at one stage have spill-over effacts to the next one, making
implementation of this an economic necessity. As can be noted,
the tight political co-operation and delegation of powers to

shp:anatfonal badies will only be relavant in the later stages.

Returning to the question of trade creation and trade divarsion,
it is obvious that reqgions in which tha countrias kRave a lat of
~tzade with each other and a ralatively small trade with the rast
of the world; and have structures of praoduction that complement
cach other are likely to gain from regional econeomic integration.
In other words the trade created will be q:eice: than the trade

diversed.

Bowaver, la most Third World countries we £ind the opposite
situation. The lion's share of aextarnal trade is with
indugtrialised csuntries and only a small part with countries in
their own region. Purthermore, the production structuraes of
these couritries seldom complement each other. The bulk of Thicd

World exports ace raw matecials which seldom have a regiocnal
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market. Furthermore, these products seldom have tariff problems
on the world market where they largely are traded freely.

Thus, it has been argqued that regional economic integration
cannot be beneficial to the majority of developing countries.
This conclusion has, however, been contested in various ways.
This critique, together with another aspect of the market
integration approach, ‘the polarisation effect, has been the basis
for formulating the development integration approach. The
critique is directed at the earlier mentioned assumptions
regarding perfect markets and full employment. It is argued that
these assumptions are basically static and do not correspond to
the realities of the Third World, where large underutilized human
and material resources prevail. Economic co-operation, it is
argued, as seen in a dynamic perspective, creates possibilities
for profitable investment, economies of scale, et. The social
costs of large unemployment can be far greater than the loss
caused by trade diversion. Larger production of manufactured
goods and roughly balanced regional trade can also save valuable
foreign exchange. The theory of Viner et al. rests on the
existing pattern of trade while the critics argue that the
rationale of regional integration in the Third World lies in the

investment and trading opportunities that are being created.

A last element, or consequence, of the market approach is the

polarisation effect. 1Its essence is the unequal distribution of
benefits resulting from regional economic inteqgration. If the
utilisation of new economic opportunities is left solely to the

-market, growth will occur in the areas that are most advanced in
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terms of industrial and financial infrastrzucsuce, communications
etc. Countries with an initial advantage will reap the bSenefivg
of co-aperation, as illustrated by thae gosition of Renya in :the
East African Community (EAC), Zimbabwe in the Fadaration of
Riodasia and Nyasaland and South Africa in the SACU. The less

developed areas become pools of stagnation.

The market forces should in the course of time craats a
counterfozrce - the spread effect. This refers to the aver-
congestion of already developed azeas cesulting in kigh costs of
manpower. land and secvices, motivating indugtry to move {nto
lesser developed areas with lower costs. However, it will take a
long time for these diseconomies to manifest themselves,
especially in an Afrzican context, where labour reservas are
abundant even in the relatively industrialised areas.
Purthernore, from the manitespation of diseconomies to the actual
move into another count:yscha:e is.a great distance in time.
Fizst the company would probably move to the proviaces of the
countxy where it is alzeady lucated. Consequently, the spread
effact offers likttla hope of offsetting the inequitable
distzibution of beﬁetits fzom market integration. Compensatory
‘and carrective me&ﬁanisns bave therefore been develsped, some of

which ara described below..

The development intagration approach
The developmen® in:eq:atioé approach has one feature in comman
with the market integration approach: its 'globalist’ charac=mar.

However, in two important areas it differs markedly: L.e. with
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respect to:

1. Political cooperation and intervention;

2. Distribution of benefits.

In the above discussion of the market integration model it was
noted that close political cooperation come in at a rather late
stage in the integration process. In development integration,
political cooperation on a high level is a prerequisite for
successful implementation. This is so because conscious
intervention by the regional p: -tners in promoting cooperation
and interdependence is the main characteristic of the model. It
is not left to the market mechanisms to define the sectors and
scope of cooperation. This does not mean that the economies of
the participating countries must be centrally directed. It only
indicates a higher degree of state intervention compared to
market integration. Equally, the creation of supra-naticnal
institutions might come at an earlier stage than in the market
approach in order to secure that the commonly defined plans are

carried out successfully.

The efforts to secure an equitable distribution of the benefits
from regional co-operation is an example of how the state
intervention is meant to function. One may distinguish between

compensatory and corrective mechanisms of achieving this.

The main compensatory measure is inter-government budgetary

transfers. These may relate to the cost of trade diversion
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(which is diflicult to calculate) or the custom revenuas lose.
The latter may be calculated hy a formula favouring :he.r.ea'st:
Daveloped Members (LDMs). This type of compensation formula is
used in the SACT and in the Communaute econamique de L'Afrique de
1'Ouast (CZ2Q). Ian the Economic Community of Wast African Statas
(ECOWAS) a fund is meaat tc compensats member-states that will

lose from the implementation of the trade liberalisatian

programme.

 Howevezs, compensatory mechanisme cannot in themselves change an
uneven pattern of economic development. Compensation does nat
create Jobs, industries, spin-off effects, etc. Therafore, they
must be cuupled with corrective measures, which may be summarzisaed
as follows: .
1. Planned cegional industrial davelopment favouring the LDMS;
2. Czeating funds or banks‘fthat give priority to the LDMs (as

for iastance: cénc:al American Baank £o: Economic

Intagration (CABEI) does far infrastzucture and industrial

developmaent project):;

3. Allowing the LDMS a longer period to abolish or reducs
tariffs (as for instance in ECOWAS and the Andean Pact):

4. Allowing the LDMsS to offer specially favourable fiscal

incentives for investments.

The compansatory and corrective mechanisms can prabably offset
the polarisation effact of the trade liberalisation if they arze
“fully implementad. The cantral probleam of the devalopment

Ffneeqiration approack is, lowever, whather such a ca-opecation,



involving binding commitments and possibly direct economic
support from the more developed among the less developed
countries to the least developed among them, would succeed or
not. The LDMs naturally want guarantees for increased national
production, but the political situation in their more developed
regional partners might not allow for such concessions. The more
developed countries, such as Nigeria and Ivory Coast in the
ECOWAS, Kenya in the ELC and PTA and Zimbabwe in the SADCC and
PTA are core states. Very much depend on their political
willingness to use their economic potential in promoting regional

economic integration and a reasonable distribution of benefits.
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PART IV

COUNTER-TRADE ISSUES

In a study fzom 1982 the United Nations' Economic Commission for
‘Zui:'ope (UN, RCS) defined counter-trade as trading arrangements by
vhich specific interlinkages are established hetween given import
‘and export &transactions. It may also be described as a modifiad
modern version of barter trade which dates back to the days when
't:he:e was & direct exchange of goods without recourse to
"financial settlement or transfer of funds. In a recent TNCTAD
'study, prepared by P.N. Agarwala, it has been pointed out that
since 1973 thare has been a noticeable movement towards
bilateralism in the form of buyback, offsat, clearing and long-
tarm t::.ade agreements in tasponse to the global recession, high
interest rates and a g:owi;nq protactionisie trend. All of thase
factnrs serve to agg.evate the accute Balance of gaynents
difficulties experienced by developing countries in general and
their debt 3ervice burden in particular, as well as their desire
to promote their anew products in new markets as a cesult of a

sharp fall in primary commodity prices on the world market.

Several variants of counter-trade avrrangements have baen
identified. It should, however, be pointed qut that since the
definition of counter-trade is not precise, it follows that there
is a2 certain degree of uncertainty about definitions of =the

. component pacts of the subject.
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(i)

(ii)

(iii)

(iv)

(v)

Barter - involves the exchange of goods against goods
without any financial payment and excludes third
parties. This is seldom practiced in the modern world.

Counter-purchase - is a common form of counter-trade
between western countries and developing countries or
between western companies and East European countries
and is increasingly being used among developing
countries. It involves an export sale undertaken with
the provision that payments will be made partly or
fully in commondities, to be settled over a specified
time. A major problem with this type of counter-trade
is a lack of market transparency. This is particularly
true for industrial products which have the greatest
potential for variable technical specificaitons and
hence a more hidden price structure.

Trade agreement - coupled with bilateral clearing
arrangements are currently in general use both in the
developing countries and world-wide. Trade agreements
between governments are non-binding expressions of
intent to exchange a pre-determined range of products
of a specified global value. The agreements are
generally of multi-year duration, while the protocols
are the implementation instruments of shorter duration,
generally one year. This involves the establishment
between two countries of a book account to record trade
of mutually agreed products to be exchanged. A swing
credit limit is also established, and this is the
maximum amount that the clearing account can be out of
balance and may, depending on the agreement, be settled
in convertible currency. Thz Tanzania/Mozambique Trade
Agreement may fit this arrangement.

Compensation deals or buy-back - are in most cases
related to a new (export-oriented) investment, and
involve the exporter to furnish machinery, equipment
supplies and/or technology for the new production line.
Payment is received in terms of products made to his
specification '‘as a direct result of the items
furnished. The actual trade is the potential
additional foreign exchange that could be earned by the
new production process without ramifications for
existing foreign exchange earnings. This form of
counter-trade theoretically results in increased access
to technology and a new ongoing source of foreign
exchange. However, plans for such agreements should be
made very carefully so that they are in accordance with
overall development policies.

Offset arrangements - typically relate to government
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pucchases of military hardware and commercial airccraty, |

where the seller agrees to purchage component garss for
thesa goods oc calarad products from the duyez. Such

arzangement lave nocrmally been Klown to take placa anly
between the advanced industrialisad countsias.

The importance of couater-trade

A few examples of countar-trade illustrata the racent involvement

o'ﬂ- .some of the devaeloping countries, pacrticularly African

countzries.

(i) Countear-trade deal batween Nigeria and Brazil involviag

the exchange of Nigerian oil for Brazilian manufacturad
gocds and raw materials (1 billien gsp) .

(i1) Counter-trade deal between Angala and Brazil involving
the exchange of Angolan oil for the construction of a
dam in Angola by Brazilian companies (7dd millicn USD).

"('ii.f.) Counter-trade deal between Iran and Brazil iavelriag
the exchange of Iranian ail for Brazilian agricaltural
and manufactured goods (44¢ million gsn) .

(iv) Countar-trade deal between Ethicpia and Ease Garmany

lavolving the exchange of Ethiopian coffae for East
Garman tractors.

(v) Counter-trade deal between Zambia and Bomania iavoleing

the aeaxchange of Zambian copper for Romanian tzucks. In

this deal the trucks arrived withaue sSpaze parcts and in
poer condition.

(wi) Finally, a counter-trade deal betwean Tanzania and

Bulgaria involving the exchange of semi-finished
leather from Tanzania for Bulgarian chemicals.

The raticnale for counter-trade and possibla benefits

The justification for countec-trade has been summad 2p in the
following words: “It is better %o exchange mezchandise than to
sell nothing at all." The main arquments in favour of counter-

tZade for the developing countries can be summarised as follows:
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(1)

(ii)

(iii)

(iv)

Financing imports. There seems to be an obvious
correlation between the liquidity crisis in Third world
countries and the emergence of counter-trade proposals.
The debt service burden of some of these countries had
become more onerous just at the time when recession set
in, decreasing world demand for their exports and
prices for their raw materials. To cope with the
resulting lack of convertible currency, many developing
countries cut imports drastically. This in turn
created supply disruptions that were often aggrevated
by a rigid system for rationing the means of payment
and a lack of flexibility in the economies. 1In such
circumstances counter-trade is an attractive solution,
even if it is makeshift, as it marginally increases
opportunities to import and imparts a degree of
flexibility to an otherwise rigid system.

Exchange rate pclicies. Most of the currencies of the
Third World countries are inconvertible, and many of
these countries maintain overvalued currencies.
However, counter-trade may correct the distortion
caused by the unsuitable exchange rate, and the
exchange control system which in the first place helps
to maintain an overvalued currency may actually
encourage it. In this case, counter-trade will be the
equivalent of an export subsidy, an import tax or a
mixture of both.

Market access. There are occasions when a developing
country may have a short term surplus of a particular
commodity which it is finding difficult to sell.
Counter-trade may be seen as a mechanism whereby the
responsibility of finding a buyer is transferred to a
third party while a necessary import is obtained at the
same time. In the case of non-traditional exports, the
country in question may be facing a real struggle in
trying to establish export markets. Counter-trade may
bs seen as a way of acquiring outside resources to
bolster the marketing effort. Alternatively,
developing countries may see counter-trade as a way of
promoting and stabilizing their exports. This,
however, has to be taken lightly; the limitations of
counter~trade as outlined below, may actually outweigh
the anticipated results.

Developmental reasons. Buy-back forms of counter-
trade, i.e. where suppliers of capital equipment are
paid in resultant products, contain certain elements of
both developmental and marketing motives. A scheme
where mining equipment is paid for in the resultant
mineral not only contributes to the development of the
mining industry but also provides an assured marketing
outlet for the product.
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Counter-trade has been seen to provide for the perservation or
iacrease of a long-term mazket share in other develozing

cougtries. Expeziéncas of long-tarm trade agreemants in South

East Asia appear 'to confizm this argument.

A count:y contemplating countar-tzade should always bear two
pgssibilities in mind, one a traditional and the other a countar-
trade agreement. As far as possible, normal markets should not
be touched by products of counter-trade, especially if it is a
question of a traditional product or a limited maﬁket. Hence, it
hcan be said that while products of export or import intacas- vacy
from country to country depending on the lavel of developmant and
séecific needs, non-traditional items such as garments, footwear,
instant coffee, packaged tea, tyres and tubes, cement atc. may be
considered products of export interest whila capital goods such
as constzuction matsrials, farm implements, transpoct sequipment,
pover and electric equipment etc. may be considered products of
impoct interest in any counter-trade deal proposal by a

developing country.

Who benefits from counter-trade

While this might be the zight question to ask from the point of
viaw of the develdping countries, it is a very difficult one %o
give a clearcut answer particularly in the case of counter-trade

between westarn companies and devaloping countries.

4



Let us take as example a case where counter-trade is used to sell
surplus bulk commodities. This involves the most common counter-
trade situation with western companies and one of the most
contentious in terms of benefits. Western counter-trade partners
usually prefer to obt;in bulk commodities because they are easier
to sell and very often the developing countries absorb the
counter-trade costs through overvalued imports. In recognition
of the dangers that exist in counter-trading primary commodities,
many developing countries try to insist on additionality, i.e.
the commodities can only be counter-traded if they are
incremental sales or are sold to a new market. However, it is
very difficult to check on the final destination of the products,

and world market for the products may be saturated to the extent

tht additionality does not take place.

Another example is where counter-trade is used to sell non-
traditional and manufactured exports. From the point of view of
the developing countries this may appear beneficial. However,
most non-traditional exports from the developing African
countries face serious problems of maintaining supplies, as a
result of foreign exchange difficulties. The products are often
of poor quality and not priced competitively, and hence must be
subject to high discounts. Non-traditional exports also face
greater problems of tariff barriers and other import

restrictions.
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Having stated this, one question remains. Could the ahove
transactions have been carried out more profitable through
conventional trade? The answer may be negative in whicﬁ case
counter-trade may be justified, paruiculacly if the countsy
ccpce:néd 13 enabled to gain access to a market that it could not
bave otherwise sold into, and more particularly if the country is

able to establish a lasting trading relationship.

Bowever, most counter-trade transactions, particularly those
involving western companies and developing countries, are carried
out through large tradiag houses which may lead to iancreased
dependance on these trading houses for the mackating of exports
fzom developing countrias. In addition, the challange to impraove
qualit}, delivery schedules, packaging, design, aftersales
sarvica and spare parts availability become blunted by easy
accass to thase trading houses and specialised switch traders,
who are interestad neither in product deavelopment norc in the

establishment of a long-term supplier-customer zelatiocaship.

Whaere countec-trade results in specific development assistance in
the form of technical assistancz2 and the establishment of new
projects, it masy be beneficial to the developing countrzy as long
as such assistance is consistent with the countzy's development

plans.

Counter-trade between devaloping countries may not have the
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drawbacks as described in the examples above. Benefits will
primarily derive from increased market opportunity and thereby
higher production, incomes and employment, and may accrue to both

partners.

Arguments against counter-trade

Counter-trade has been seen as a retreat from the multilateral
trading system, under which countries should sell their exports
to the highest bidder for convertible currency and buy their
imports at the most competitive prices. While a counter-trade
deal in fact may offer the best available opportunity for an
exporter and importer, such deals nevertheless generally make

transactions less clear.

As it has been pointed out above, one of the risks of counter-
trade operations is that the country does not generally control
the destination of its producﬁs and possibilities exist of such a
country competing with itself. In disposing his merchandise
through counter~trade, the producer deprives himself of direct
contact with the market which is the basic source of information
for the requirements of a product. This is possible if counter-
trade is carried out through large trading houses but less so if

the producers are involved in the negotiation process.

The International Monetary Fund (IMF) is opposed to counter-trade
for two reasons: financial and ideological. Financial, because
counter-trade does no: produce the dollars with which to pay off

debts, and ideological because counter-trade is seen as a
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secategy that acts agaiast te liseralisation of tzade. The IMP
believes that countar-tzade rastzicts myleilaceral trade,
although it may work on 2 bilateral basis. Its perceived aeffect

sa far, however, has been to inczaease rotal volume of trade.

counter-tcade has alsc been seen as 2 mathod of dalaying
difgicult aconomic policy decisions within developing countries.
Por example, 3 genacal davaluation might be morse appropciate than
de facto devalgations ou 3 rransaction by t:angaction basis

through counter-trade.

te has £ucther peen argued that counter-trade leads to high
pransacticn Costs (discounts, commissions, etc.). ig time
consuming, casults L; choice limitations, may involve poct
quality p:oducts'(though'not gecessazily), and ceduces
‘mpansparency which is an . imgortant p:e-condition forc the
efficiant warking of the international prading system. It has
alsa bean argued that countec-tzade may laad %o prcoeducts being
dumped on pacticulaz mackets which could cause injurcy to local
suppliers and general diszuption. Such accusations may be
difficule to prove dua to the way in which the prices of counter-

eradad goods arcae often detsrmined.
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