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T ""RING EAST AFRICA TOV 1"
ENHANCED INTEGRATION

LESSONS FROM A MULTI-COUNTRY STUDY

his policy brief arises from a synthesis of research findings of a

three-country study on costs and benefits of regional integration-
» in Kenya, Uganda and Tanzania. The study was undertaken by
the African Centre for Economic Growth (ACEG) in collaboration with
I rtner institutes in Kenya, Uganda and Tanzania. In Tanzania, the
research activities were co-ordinated by the Department of Economics
in the University of Dar es Salaam. The Research Department of the
Bank of Uganda and the Kenya Institute of Public Policy Research and
Analysis in Nairobi co-ordinated research activities in Uganda and
Kenvi respectively. The ACEG took overall responsibility for
management, co-ordination and quality control of the study.

B <k¢, -ound to the study

The histor of regionalism in Africa is long but many integration schemes struggle
and v« tually flounder due to a myriad of factors such as restrictions in factor
tr sbilit, failure to agree on distribution of benefits, ineffectiveness of common
€ 0 o 1 iffs, manpropriateness of some of the policies pursued by member
countries, inadequate political commitment, and macro-economic instability.

k- gional yroupings in East Africa have a similarly long history. For a long time,
Kenya, Tinzania and Uganda have enjoyed close commesrcial, industrial, cultural
and historic. ties. Manife itations of i1t :gration were evident as early as 1919 and
“r_ of the significant. soche inr st African regionalism included the construction
o the Kkenya Uganda railav in 1R97-1901, the establishment of a Customs
Col' (tioa Centt - in 1900, and the tormation of the East African Currency Board
~nd Postal Union in 1905 Othe. mnclude the Court of Appeal for Eastern Africa
=+ tablished in 1909, a “ustom (Jnion in 1919, the East African Governors
Cont’ mc m 1930, and the E 5t African Tax Board and the Joint Economic
" unctl in 1940 In the nost 1 7060 poriod, such efforts included the East African
Common . 2rvices Organisation- Agreements that were in force over the 1961-
1966 p wd

An I st . frican Treaty was signed in 1967, establishing the East African High
Commucon, the Last Afric 1 ¢ .ommon Services Organisation, and the East
Afric an ¢ 'ommunity. The original I ast African Community lasted only one decade
beofor > it floundered and was eveatually dissolved in 1977. During its existence,
therr *v . limited particpation by the private sector and civil societies in co-
¢oeration activities, inequitable sharing of community benefits, ideological
diferc ners and lack ot political will. Twenty years after its dissolution, a summit
o healds of State from F-ist Afri- 1 launched the first East African Co-operation
Dev.lopment Strategy which recognised the importance of market mechanisms,
the private sector and civil society in any future co-operation. The strategy also
stressed the need for governments to ensure peace and security, law and order,
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and promote good governance. Furthermore, the
strateqy identified several areas in which regional co-
operation was possible viz. political, social, cultural,
research and technology, defence, security, legal and
judicial affairs, finance and trade. Two years later, the
three heads of State signed a treaty for the re-
establishment of the East African Community (EAC).
This paved the way for the launching of the second East
African Community Development Strategy in April 2001.

Reasons for conducting the study

Following the re-launch of the EAC, development experts
are anxious that the mistakes that led to the collapse of
the first EAC are avoided. For this reason, the study on
which this policy brief is based aimed at identifying the
economic, political and institutional issues likely to delay
the realisation of successful regional integration scheme
in East Africa. Such identification will not only sharpen
the understanding of the challenges that East African
countries face as they move towards regional integration
but also guide the implementation of the appropriate
treaties and protocols. The study aimed at determining
the costs and benefits of regional integration in East Africa
and suggesting appropriate mechanisms for sharing them
equitably among the three member countries. The study
also sought to deliberate on the economic, political and
institutional precepts for successful implementation of
the integration strategy.

How the study was conducted

The study was managed by the African Centre for
Economic Growth (ACEG) utilising funds from the
United States Agency for International Development
(USAID. The project adopted a country case-study
approach so that each country in the regional integration
scheme was studied under a common methodology.
Before commencement of the country studies, a two-
day methodology workshop brought together the three
country teams to jointly develop a common
methodology. This methodology workshop was hosted
by the EAC secretariat in Arusha and allowed the
incorporation of inputs by the secretariat into the study
right at the design stage.

Thereafter, the study teams applied the common
methodology to assemble information and prepare
country reports that addressed country specific issues
identified as critical for the success of the EAC. In each
case, use was made of primary and secondary data, the
latter serving to identify key sectors in terms of regional
trade flows in order to determine the costs and benefits
of integration. Regarding costs and benefits, simulation
models were used in conjunction with internationally
determined import price elasticities of demand for
important commodities. Different scenarios of the
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Common External Tariffs (CET) for imports of primary,
intermediate and final goods were explored to determine
the revenue implications. Prithary data was collected
through the administration of common instruments to a
wide cross-section of stakeholders who included
manufacturers, traders, farmers, transporters, clearing
and forwarding firms, revenue authorities and policy
makers. The survey sought to generate perceptions on
the social, political and economic factors that inhibit the
implementation of EAC integration, and to identify
solutions.

The country reports were discussed in national
workshops under the auspices of the respective ministries
of regional co-operation in each country. In the end, a
regional dissemination workshop was organised under
the EAC Secretariat and attended by key stakeholders
from the three member countries. The output from the
regional workshop was submitted to the EAC Secretariat
and relevant government ministries in the region as
feedback on the formulation of strategies to push forward
integration efforts in East Africa.

Research Findings
The evolution of tariff regimes

In the 1960s, external tariffs levied on goods originating
from outside the East African Common Market were set
on a common basis for Kenya, Tanzania and Uganda.
These tariffs, inadvertently, favoured Kenya which was
relatively more industrialised than its neighbours. The
structure of protection that emerged from East Africa’s
external tariff encouraged the flow of resources towards
Kenya industries which took advantage of the position.
Inter-community tariffs (transfer taxes) were then
introduced in 1967 on selected products originating from
partner states as an incentive for promoting new
industries especially in Tanzania and Uganda. As a
mechanism for quelling concerns about the negative
consequences of participating in the common market,
the inter-community tariffs were inadequate. Perceptions
about such inadequacy partly accounted for the collapse
of the first EAC in 1977.

For East African countries, the import substitution
strategy and the need to generate revenue and widen
the tax base shaped the evolution of the tariff structure
up to the mid ‘80s. In Tanzania, other factors were put
into consideration in accordance with socialist economic
philosophy. The import substitution strateqy depended
on protection primarily from foreign firms. As a result,
external tariffs were high for final consumer goods but
low for imports of intermediate and capital goods used
for domestic production. Over-valuation of local
currencies was a further mechanism for the protection
of local industries. To pursue multiple objectives of the
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self—reha_ce” SOClallSt era and meet the emands of . }expendrture. ThlS attracted tmport duty andfv tax
dlfferent sectrons of soc1ety, the. structures of the 19705 jexemptlons for. rehglous ‘eduicational and’ chantable

- and 19805 in- Tanzanla could not- be reconcrled ‘Not. purposes There is,. therefore a h1gh‘mc1dence of
only were the tarrffs meanf to protect domestlc mdustnes_\i b ) oregone revenue th X

'. “and raise government revenue, they were mechanisms = 7 =7 Lt T R
~for: controllmg consumptlon of luxury goods The - l;lmport commodrtxes in Tanzama are cla551ﬁed mto ﬁve
mcndence of duty evasion and exemptlon was “high. " ‘main- bands dependmg on the degree of processing; the
Smce the 19805 there has’ been progressrve reductlon hlgherthe degree of processing, the hlgher the tariff rates
“intariff rate_bands;’ better remiineration: of revenue . The main taxes include the’ general customs: duty
collectors and trammg of personnel ‘There has also” ,_currently apphed in five’ bands Tanff preferences w1th"“"
been ‘some" emphasrs on the stmplrflcatlon .of tax 3 respectto any reglonal trade arrangements are anchored
1mplementatlon and provision of. adequate facnlltles for “on these rates. "There is also the COMESA rate; 80% of -
effectlve tax’ ollect'on‘»-' ; the general rate; mltlally extended to COMESA members

B f,and currently applted on East Africa’s 1mports to
- Dunng 1990/91 rate: bands in'existence in Uganda wer

1 ¢ Tanzania. Suspended duty is, applred on a dlscretronary
reduced to four (vrz 10% 30%, 70% and. 150%). These © f;basrs to: protect local producers at a ﬂat and valorem

‘were to apply t to locally produced and 1mported goods “rateof - 20% Tanzanla also’ charges excise; taxes on -
Raw materials weré taxed-at the lower end .of the. scale '-, selected 1mports at specnflc rates and a flat 30% on other
whlle luxury goods’ attracted maximum rafes. ‘Excise.~ - o ds The VAT on most 1mported goods stands at 20 =
duttes were reduced to: a tworrate-structure: 307and .. O WE
60% restrlcted to alcohohc drmks, c1garettes and all All the three members of the EAC have therefore
~.s0ap: products except bar. soap.- -The upper rate was-. undertaken majortaxreforms in the recent past but tanff
further reduced to 50% Export duty on, all materrals ‘revenues remam 1mportant in the reglon If the reglonal
S 1ntegrat10n process stays on course and leads toa lower i;
‘ \erhaps zero- mtra-reglonal tariff, mechanlsms have 1o -
be found for off—settmg the,revenue losses in-all. the

By

locally avallable was abolrshed Duty exemptlons were
also extended for educatlonal matenals ‘newspapers,
Journals and penodlcals in order to: promote llteracy.,
- Protection tarlffs ‘were’ 1mposed for sugar cement'
leather footwear and_nce BNERE

};Slmulatrons based on dlfferent scenarlos conflrmed'that
2000 Tarlffs ‘were: -used to protect blcycle manufacture. the more: drastlc the reductton in° tanffs the hlgher the
Specral lmport surcharges mtroduced on'Kenyan lmports -f"'revenue loss; -On: the basrs ‘ofrevenue. lmpllcatlons

2in 1993.were widened to cover, fmal goods from alone, mamtarnmg tarlffs of 7. 5 15- and 20% for
COMESA to: further protect local mdustrres and' "7"pr1mary, \intermediate - and final’ goods respectrvely in K
compensate for revenue losses. Mostagncultural 1nputs : ;Kenya ‘would be most optrmal Thls 1s because this-*

pharmaceutlcals and ‘medical equlpment Wwere duty + scenario represents potentlal revenue gains. amountlng

';—j:exempt However, 1mport ‘bans were. 1mposed on beer, - “to. 8% of Kenya s, 1998/ 1999. tax revenues and 12% of

}”sodas and c1garettes Tariff: reductlons approved by i the 1999/2000 tax revenues:. However a- hlgh CET
COMESA were- 1mplemented by Uganda Wthh -also: would increase the: hkellhood of costly trade diversnon
reached double taxation -treaties with Kenya South: aise- the cost of agglomeratton ‘or: clustermg of
Afrrca Tanzanla and the Unlted Klngdom Import llcence' ~economic act1v1ty and entail.- polltlcally divisive: re- -
* commission’ ‘was removed for all raw- matenals and dlstrlbutlons These eventualltles need to- ‘be avonded
capttal equlpment in June 2000 But 1t was the 1998/99 to pre empt the collapse of the EAC Consndermg the
budget that. 1n1t1ated a three-i -year: tariff reform: need 1o. keep the CET as low-as possrble and given -
programme Thrs led to the harmonlsatlon of all 1mport' that Kenya has potentlal for makmg up: for losses ‘of -
> excise charges: at 10% o be. altogether elimlnated dunng ) iff '_revenue through alternatrve tax measures revenue ;

K the ‘three: -year: perlod reductlons in duty rates- on osses: assocrated w1th a 20% CET are. reasonable and
petroleum products removal of exemptlons and- the’i, the nned to encourage manufactunng through -easier
.introduction-of a’ progressrve s1mplrf1catlon and access to cheaper raw- materlals and’ 1ntermed1ate
modermsatron of the. tax i regrme and its admlmstratron goods, a'CET embodyrng 0% for primary goods, 5- 10

f’ : , ' L - % for. mtermediate goods ‘and 20 %-for final goods:is -

!"}"Kenya ’and Uganda have lower external tanff fand VAT recommended for Kenya Kenyan 1mports from East
. rates than Tanzama Duty charges on Kenya and Uganda'i i \Afrlca are. msrgmficant and: duty revenues from the
1mports con’mbute only 7% of Tanzamasduty collechon < regions. very small. A: customs’:union. would requlre
Duty exemptlons mcreased ‘considerably in- the: 1990s ' '-lr_complete ellmmatlon of intra- EAC tanffs Estlmates
due to mcreased donor-’fundmg ‘of developme' L»show that although there would’=some revenue lossm

Uganda made further tarlff adjustments dunngr1993-;
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: Kenya follomng ellmlnatlon o : ntra EAC tarlffs such‘ _are. unequal, a'well. thought out compromlse is needed. - -
loss would ‘be.more_ than compensated for’ ‘by:the’ .'_?"fAfter negotratlons have been made ‘on.the- specrfrcs of i
i mcrease m eXportsansmg from th'e 'dynamlcs of trade ;_‘_,the CET, time- will be needed to allow partner countries
' > ;to‘ifactor the effect’s‘«es‘pecially the losses, into. futu

i(,Tanzanlan data ‘and disciission with’ stakeholders reveal ..
" 'that the preferred tariff bands.are’0,10:15, and 15- 20%
for basic raw. ‘materials,’ mtermedlate goods and flmshed
L—'Tcommodltles respectlvely An 1mportant consrderatlon
in deciding-on’ ‘these rates’ is the need to- avond reversals
* which would resultin: un—predlctablllty of the tariff reform_
--policy.. Addltronal analysis of Tanzama import- data «three countrles leferent stake: holders from ‘the three
;»‘-.showed that close to half of. the lmports from Kenya are -countrles of East Afrlca are optrmlstlc that the net benefrts
final. manufactured goods Although 1mports from'.f-/, of. mtegratlon are posrtrve “but raise concerns’ that are .
:»'i-Uganda are; lower.than those from Kenya, most of thern - - "shaped by country spec1f1c peculrarltles types of
_-are also fmrshed goods? lmports from Kenya and Uganda responsrbrhtles they hold and the 1nterest they represent
into” Tanzania fall within the: hlgh tariff band, Further ’.“:Some. of the concerns are, however, shared by different’ "
g analysrs revealed that the 1mpllc1t tariffs'on these 1mports = ’stakeholders 1nclud1ng the fact that they have not been
) '\do not always match the statutory rates due to erroneous. ' - adequately ‘consulted in: the development of proposals =
_‘Iﬂchargmg, poor recordmg, tax evasrons and dtscretlonary . Opinions about the 1mpact of competition generatedzby §
- and statutory exemptlons . - veduction of tanffs are mlxed w;th firms based in Tanzama:
: , “and Uganda bemg more worned that the Y are 1ll

Stakeholders percep‘ ons

cleanng and forwardlng flrms agro busmess flrms
traders; tour operators and pollcy makers in- each ‘of the

L~.‘~G1ven ‘the. structure of 1ntra-FAC trade Tanzama“wdl
;f‘forego hlgher tariff revenue: thari any of. lts nelghbours :
" This revenue loss would be._the ‘most- direct: cost" to“\., -
2 'Tanzanla inthe short run: followmg complete ellmlnatlon
B {of mtra-reglonal tanffs A gradual ‘reduction” of tarlff X
; ~toward 0 will; permlt better absorptlon of the losses over'f
‘s an; extended perlod Assummg trade creatlon and'__r
‘f,:;",reasonably hlgh elastlcmes of’ demand for 1mports and.
< ;that supply condltlons in’ Kenya and Uganda allow an -
’increase in, products exported to Tanzama, -there wrll be .
. fmcreased 1mports -and consumptlon of’ partner 1mports.j
“'ifi_the medium- and. long-terms.- But other: than the '
N dlsappearance of the 1mport tariff- revenue ‘there: wnll be
other posrtlve tax’ revenue’ adJustments that will: accrue:
.;from mcreased 1mport of from the region. There will, for S Compensatlon could be either dlrect fiscal compensahon
f,liexample be arevenue: 1mpact due-to VAT- and revenue’ - or. through a. regtonal development equahsahon fund. -
= from excise and suspended duty and other fiscal devrces: + Twoavenues for direct fiscal compensahon are proposed
il 1ncrease/decrease 'if there isa net mcrease/decrease} - through a legal provision in the East Afrrcan Treaty. that. ~
‘i’.‘\rn 1mports The: SpelelC 1mpact “will’ depend on the‘ g allows transrtlonal compensatlon for the frrst5 10 years T
Y tructure of domestlc supply, demandf'elastlcmes and. ffw1th the provrslon permlttmg use’ of re- drstrlbutron
~’pohcy mterventlons : customs revenue: ‘to'address losses, or through external
; . : a_ssrstance ‘For the’ latter mternatlonal fmancral
orgamsatlons would co-sponsor compensatlon mrtlatlves
- . - for cushlonmg member’ countrles agamst revenue Josses B
Usmg a mixt ure- of scenarlos classnflcatlons and - dunng the transntlonal perlod :
. ‘assumptions;” the ‘country’ reports éhowed' that the - - *
.. establishment of a CET in the reglon w1ll have dlffermg_
"‘3-.'-Ifrevenue outcomes ‘that put a premlum on: careful.
SN electlon and negotlatlon of such aCET. leferent levels
‘of CETs ‘have. dlfferent revenue;’ among other ‘
.:,'rmplicatlons Specrflcally, a- hlgh CET would perpetuate
If;hlgh cost firms, ‘erode. compenhveness and encourage .- |
L rent seekmg behavrour and_divert- trade.’ A’ low: CET’a share of the addrtlonal market and income. Atransrtlonal
- would expose  domestic firms to consrderable competmve,. fund:can’ help balance. development in‘the region. and:

,basns for further consultatlons"' :

';Compensatron Mechamsms

VCon51der1ng costs of 1ntegrat|on schemes m the short " -
'ﬁrun compensatron is’ 1mportant in mlmmlsmg resnstance
‘to reglonal integration:’ “Formal compensatlon is:
\ecessary but. msufflcnent for effective: reglonal
_ntegratlon Compensatlon mechamsms should mclude
a framework for reaching a:consensus. expedltlously
,ySuch frameworks should be’ comprehensrve and flexible. -

Indlrect approach to compensatlon is’ also po ible;
mcludmg the: optlon ‘of ‘a’regional: development
"'quahsatlon fund:- Removal Jof -tariff. and: non- -tariff ..
_barrlers 1o trade wnll ‘expose; flrms busmesses and
industries to mtensrfled competltlon ‘with more effrcrentd_
firms-such as. ‘those: located in Kenya capturtng a large

pressure Where 1n't1al condmons mrpartner countrles”;,«~ .allay fears that mtegrahon will concentrate mdustnes m
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one country and wrden rnter-country drfferences For thrs expedrtrous deepenmg o mte{gratlon,because of
3 FAllin ; Gelat 5¢-Q1
reason a well- de51gned transitional programme ‘shotild: - antlcrpatlon of huge net beneflts “of §uch integration in _

- 1nclude the development of. trameworks thatwould forCe _the'’ long run Others Dacer

city 0l 3 ST AT e
B efer a slpw pace ‘A consensu
St : ; . CICE T O 7 i gLl
L therdevelopment profrles of member countrles to regard ng therefore ‘de

H 8"0"" )

' effectlng changes in ‘the” emergent pattems of resource” p 51bl' “of e _
allocatlon trade and development Further hscal sustamable chorce hastobe made Specrﬁc consmleratlons

roilig

mclude modest_ surcharge,

net tarlff revenue foregone as'a result of buylng products i strategy i

central to any further progress
' ,m member states Thls loss often corresponds to hrgher f» tegration p SRR

U.-. 2

an mtegratlon scheme The less developed member “on renewed convrctl,on aboutthe p)dt"‘;tlal beneﬁtsrelated
countrles can’ also be permltled to adopt a slower pace to long ferm’ prbs‘p‘ rity of - er;i’ ”l“ of th

anti 1c1pa ed

SIICEAATES

anic j’lles’s'dh 'rom :
_I'der all otentral plltfalls y
hould be'taﬁéﬁ

also be” harmomsed 1n'a'_way that lnfluences the
, dxstrlbutron of 1ndustr1al ‘activity. Less developed partners
;for example can:be allowed to provlde more’ generous 0" acc
1nvestment lncentlves to attract fore1gn mvestment delay:

Other compensatron opttons mclude budgetary rebates 7pose serious bottlenecks to'the successful 1mplerdentation
usmg dlstnbutlon of CET generated revenue to partner of t;e Treaty and will fieed 16 be add: _ssedt“'all

)"tl lr

Eict ji

Tec 1pt anc

compensatlon mechanlsms ‘are’ many, the spec1f1c
i ompensatlon strategy chosen should be cost effectlve

Nevertheless the balance of the fmdmg is that even the'

‘ short-term revenue. losses should not be & “deterrent to engme i
~'the -pursuit ‘of economic mtegratlon in" East ‘Africa. gic: tat ,
Although the. dynamrc long terms’ gains have yet'to'be: frrmsfcan‘serve the markets sustarnably Reduc1ng the :
quantlfred these can be assumed to be povverful enough costs of c_lomg busmess is '1mperatlve
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_f‘liféck, East Afncan coufrt'rll,es 'eec;i to -develo‘ﬁk a.
ommon strategy as they Y.
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