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PREFACE

The process of the international integration of goods, technology, labour and capi-
tal, generally referred to as globalisation, is observed with growing concern in South-
ern Africa. Of the subcontinent’s 53 million people, only 15 million are employed in
the formal sector. For this reason, many believe that a vision shared by advanced
and developing countries will not be possible.

While technological progress is forcing countries into tougher competition, and while
attemts are being made to create a single economic world order, people in the devel-
oping countries fear that they will be increasingly left behind. Most people in the
Southern African region do not believe that globalisation naturally promotes de-
mocracy and defends human rights, but rather that the growing economic inequali-
ties pose a danger to their political systems. Most of the Southern African countries
are of a very fragile nature due to low standards of education, multi-ethnicity and
the lack of a democratic culture.

The process of regionalisation in Southern Africa must be viewed against the back-
ground of these developments and fears. It is obvious that the success of regional
integration in the region will, to a large extent, depend on how its economies per-
form given the challenges of globalisation. Especially businesses will have to be
transformed to enable them to compete globally without endangering regional sta-
bility or the fragile social contract between management and labour.

If countries in Southern Africa joined forces in a regional body such as SADC,
would they then be better prepared to ride the waves of globalisation? Or is this just
wishful thinking, given the power of transnational companies, whose economic power
is greater than the national budgets of most states in Southern Africa? Or are re-
gional trade blocs superfluous in view of the world-wide trade liberalisation under
the umbrella of the World Trade Organisation?

The Southern African Conference on “Regional Economic Integration and the
Globalisation Process”, jointly organised by the International Monetary Fund and
the Friedrich-Ebert-Stiftung, attempted to answer some of these questions. It was in
fact the first time that the two organisations had joined forces in organising such an
international conference, and the experience was new and encouraging for both.

The organisers hope that this publication, which contains the proceedings of the
Southern African Conference, will contribute to the ongoing debate on the impact of
globalisation on developing countries and will as such prove a valuable document.

Arnold Wehmhorner Dr Manfred Bardeleben
Friedrich-Ebert-Stiftung Friedrich-Ebert-Stiftung
Namibia New York
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Opening Address

OPENING ADDRESS

Rt. Hon. Hage G. Geingob
Prime Minister, Republic of Namibia

This conference has been organised to address three important questions related to
regional integration and globalisation, as follows:

 First, what is the impact of globalisation on economies in southern Africa? Is
there a future role for Africa in the globalised economy?

» Second, how will regional economic integration benefit southern African coun-
tries in the future? What potential does SADC hold for macro-economic stability
and economic growth throughout the region?

» Third, what roles do international organisations, such as the International Mon-
etary Fund and the World Bank, play in the regional integration process? How
can they assist regional strategies to foster economic development?

No doubt, the many distinguished experts who have been able to join us will delib-
erate on these questions emanating from the challenges posed by the closing decade
of the twentieth century. However, | cannot resist the temptation of sharing my
views on broader issues of regionalisation and globalisation.

During the last few decades, we have seen a great deal of momentum towards a
market economy, and the emergence of regional integration. In fact, over one-third
of all the regional cooperation schemes that have come into existence since World
War 11 have been negotiated in the 1990s alone. Some of the best-known examples
of this trend include the European Union, NAFTA, ASEAN, MERCOSUR and, of
course, SADC.

Regionalisation is also closely linked to another important phenomenon that domi-
nates the discussion of our times - the phenomenon of globalisation. These develop-
ments are challenging the very basis of the state as an economic, and even political,
unit. At the very least, globalisation has challenged decision-making processes in
nation-states. States, no matter where they are, face global economic forces and
developments that are out of their national reach. Their capacity to implement eco-
nomic policies has diminished; global forces can hardly be rectified through na-
tional means and yet, the state is confronted with enormous tasks to cope with social
change caused by globalisation.

Globalisation does not exclude Africa. The Asian contagion concerns the people of
Africa as well. After Asia’s temporary decline, the international economic commu-
nity has redirected its attention towards this continent. Economic trends in some
countries of Africa are indeed very encouraging.



Hage G. Geingob

According to the IMF, average real growth has increased from less than 1% in 1992
to more than 5,5% in 1996. Africa’s growth rate has passed that of Latin America
and Asia. Some African economies have single-digit inflation rates; average infla-
tion is falling. External account deficits are decreasing, fiscal deficits have been cut.
The political climate has changed as well. Many African governments are more
stable than one or two decades ago.

However, there is little evidence to suggest that an improvement in macro-economic
indicators is a result of globalisation. Indeed, we have offered incentives but no
significant investment has been forthcoming; and our capabilities to take advantage
of liberalisation have been somewhat inadequate because of our inability to achieve
economies of scale.

As Gamani Corea, former Secretary-General of UNCTAD, observed, -

... market forces channel activities to where returns are high and not merely to
where barriers are low. It should not be forgotten that policies of openness and
liberalisation were pursued for long periods by many of the former colonial
territories. This resulted in a kind of integration into the world economy through
participation in commodity trade. But it did not lead to industrialisation or
end the dualism in their economies. Nor did it lead to greater equality among
trading partners.

Consequently, problems remain. Poverty is still the biggest challenge for many Af-
rican countries, especially in the face of declining official development assistance
and a crisis in the health sector. Population growth has not come down to an eco-
nomically sustainable level in many parts of the continent. Social deficit continues
to haunt the populations.

The issue is: How can African governments and societies respond to these divergent
developments? It has been argued that, in today’s world, economic factors are pre-
dominant, with all the costs and benefits that that entails.

As the Chilean Minister of Planning very bluntly, but quite accurately, put it, nowa-
days “nations are judged by the size of their markets and by their economic poten-
tial”.

| feel that the salvation of African countries lies in strengthening regional blocs and
promoting South-South cooperation, thus enlarging the size of our own regional
market, and at the same time ensuring that we are able to take advantage of
globalisation and liberalisation.

Although there is general agreement on this approach, the success of regional coop-
eration largely depends on the countries in the region consciously pursuing collec-
tive action, or spontaneous linkages emerging from accelerating growth rates.
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As Gamani Corea said,

Intra-South trade liberalisation by developing countries can serve two ends. It
can stimulate economic growth by improving access to, as least, each others’
markets and, at the same time, serve as a ‘fast track’ in a setting of more
measured progress towards liberalisation in the global context. The enlarge-
ment of markets through intra-South trade liberalisation can encourage in-
vestment, both local and foreign, and impact positively on technological
progress. It can, thereby, enable developing countries to take better advantage
of the opportunities provided by globalisation and liberalisation.

Arguments in favour of regional cooperation are impeccable. However, promoting
regional cooperation is another matter - and that is where our success has been
rather meagre. For instance, -

« tariff barriers still exist but the barriers that we don’t talk about, the human bar-
riers, in the form of customs and immigration officials, are the worst.

 bureaucratic delays in removing bottle-necks are crippling and legislative frame-
works for investors to move their plant and machinery from one place to another
are not always easy to comply with. We therefore need to bring in more efficiencies
and effectiveness in our civil services and synchronise our legislative instruments
to allow for the flow of investment within the region.

« foreign exchange considerations continue to overwhelm certain countries. Com-
mon currency at this stage is not a particularly attractive answer. But, with more
and more countries lifting exchange controls, this problem would hopefully be
overcome in the not too distant future.

 cooperation outside a regional block, such as SACU, is not easy. In this regard,
negotiations are already in progress and we remain hopeful that, in the near
future, there will be a congruence of different regional blocs.

» we have done very little to achieve complementarities. There is reluctance to
develop a shared vision by building on each country’s comparative advantages.
In this context, we need to work out a shared vision not only in the manufactur-
ing sector, but also in agriculture, tertiary education, and the services sectors.

These are not insurmountable problems. What is required is the political will to
address them. Quite frankly, it is amazing that even in today’s changed circum-
stances, some of us continue aggressively to promote trade relations with countries
with which we were tied up during the colonial era and do little to promote closer
cooperation with countries next door.

It is vitally important for us to work towards free trade in the region to promote
economies of scale and to prepare our region for global liberalisation whenever it
comes. That is the challenge we must meet together.

11
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Southern Africa is busy putting its house in order and is now poised for significant
growth. As it builds its supply capacity in a diversified economy, it will become a
more reliable partner in global trade. However, we must work together within the
region to accelerate the process of change.
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IMF PROGRAMMES IN SUB-SAHARAN
AFRICA: OLD AND NEW THEMES

Ernesto Hernandez-Cata
Deputy Director of the Africa Department, IMF

Since the mid-1990s the economic performance of many countries in sub-Saharan
Africa has improved significantly: the region’s per capita GDP increased at an an-
nual rate of 1,5% from 1994 to 1997, following a decline of 2% a year during the
first half of the 1990s; macro-economic imbalances have narrowed; and inflation
has been reduced. It is true that these aggregate results conceal large differences
among countries; and that even in those countries where performance has undeni-
ably improved, poverty remains widespread. Nevertheless, the recent gains are en-
couraging because they have resulted not from favourable exogenous factors, but
largely from the efforts of the African countries themselves and, more specifically,
from better economic policies. These policies, | believe, have been generally in line
with those advocated by the IMF and often have been implemented in the context of
programmes supported by the IMF, particularly in the context of the Enhanced Struc-
tural Adjustment Facility.

The traditional principles underlying these programmes, in my view, continue to be
relevant to the objective of sustaining and strengthening the improved performance
of sub-Saharan Africa in the past few years, of achieving a lasting improvement in
the standard of living of its population, and of reducing poverty. Let me first sum-
marise what is old in these principles; and then I will comment on what is new.

First and foremost among the old conceptual ingredients of Fund programmes is the
proposition that macro-economic stability is essential to a good economic per-
formance. Large fiscal deficits must be avoided because sooner or later they will
have severe adverse effects on economic performance: by crowding out private in-
vestment and exports if they are financed by issuing debt; or by generating inflation
if they are financed by issuing money.

The second ingredient is based on the conviction that, in general, markets provide
the most efficient mechanism for allocating resources. There are, of course, cases
where the market fails, because of external economies or costs, and thus govern-
ment intervention is justified. Undoubtedly, these cases can be important (for exam-
ple in the event of activities resulting in environmental costs); but they are the ex-
ception rather than the rule. The corollary to this proposition is that a system where
private participants operate in a free market environment generally will work better
in allocating resources than a system where signals are distorted by government
intervention; and much better than a system where resources are allocated by a
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centralised planning bureaucracy. Hence the emphasis on the deregulation of prices,
on the elimination of government subsidies, on the privatisation of public enter-
prises, on the breaking up of monopolies; and hence the preference for a liberal
foreign trade system.

This does not mean that governments do not have an important role to play in the
economy. It means that this role must be reoriented. It must be shifted away from the
direct involvement in the production of marketable goods and services, and toward
the delivery of basic public goods - infrastructure, education and health - and a
regulatory regime that ensures a level playing field and protects competition with-
out imposing an excessive burden on the private sector. Therefore, liberalisation
often must go hand in hand with a reform that reduces the overall size of the govern-
ment but also improves its ability to fulfil its responsibilities.

These are, in summary, the old themes, the traditional propositions underlying the
structure of Fund programmes. They are based on considerable experience and em-
pirical evidence, and | believe that they remain relevant to Africa’s current situa-
tion. Indeed, they are particularly relevant in a world in which official development
assistance is declining in real terms, and in which private investment will have to
play an increasingly important role in fuelling growth.

There are also a number of new themes that are frequently mentioned in the context
of Fund programmes in Africa. Some of them are really old themes that must now
be revisited in greater force because recent developments in Africa and elsewhere
have reminded us of their critical importance - for example, financial sector reform
and debt reduction. As you know, the IMF and the World Bank have launched the
HIPC initiative which aims at reducing the debt burden of highly indebted poor
countries, provided they have a good track record of economic policies. In sub-
Saharan Africa, Mozambique, Uganda, Cote d’Ivoire and Burkina Faso have been
declared eligible for assistance under this initiative. As regards financial sector
reform, recent events in Asia have underscored the crucial importance of solid bank-
ing regulation and supervision, and the Fund is in the process of intensifying the
technical assistance it provides in this area to central banks, notably in sub-Saharan
Africa.

There are other themes that are new, and sometimes take us into uncharted territory.
Here, we must proceed cautiously, because we do not always have the tools and the
experience required, but proceed we must, or the accomplishment of our goals will
be seriously jeopardised. Let me mention a few of these newly discovered, or redis-
covered, areas.

First, there is the emphasis on human capital formation as an essential complement
to physical investment. Of course, in this as in many other areas, the World Bank
has the experience and the resources that we lack, and we must rely on their advice
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and on their programmes. But the Fund also has an important role to play, namely to
ensure that, within the limitations imposed by macro-stability considerations, the
fiscal component of its programmes provides adequate room for spending on educa-
tion and public health. In other words, programme design must be concerned not
only with the size of government expenditure, but also with its structure.

Second is the theme of governance - a difficult and politically sensitive area, but
one which we have been forced to consider because of recurring difficulties with the
budgetary aspects of Fund programmes. How can adjustment programmes help to
promote good governance? First, by eliminating the distortions that hinder the op-
eration of markets, thus helping to get rid of the rents that allow a few members of
society to acquire effortlessly undeserved profits at the only cost of bribing govern-
ment officials. Clearly, if import quotas do not exist, nobody will be paid to assign
them to a particular individual or enterprise; if there are no tax exemptions, no
subsidies and no administratively directed credits, nobody will line up in front of
ministries to obtain these privileges, and nobody will be tempted to grant them.

Of course, cutting the government’s power to confer privileges selectively on the
private sector is not enough. It is also important to ensure that public resources are
not misappropriated, and that they are used in accordance with the law, with estab-
lished budgetary procedures, and with the government’s commitments under Fund
programmes. This requires full accountability, and completeness and clarity in the
presentation and the publication of fiscal data. In several countries in Africa - and
elsewhere - we have insisted that there is no place, in the context of Fund pro-
grammes, for special, extrabudgetary accounts, and that all government transac-
tions must be faithfully recorded in one, single, publicly available set of budgetary
accounts. This is important for all countries, but particularly for those, numerous in
Africa, that have been blessed with abundant natural resources. We must try very
hard to ensure that these resources are not squandered but that they are wisely in-
vested to improve the standard of living of present and future generations, following
the commendable example of Botswana.

Finally, there are a few cases, and | hope there will be even fewer in the future,
where we have had to delay or interrupt a programme because a major documented
issue of corruption or fraud was unresolved. We would rather not venture into these
waters, where we find it difficult to navigate, but in some cases we must get involved
because the integrity of Fund-supported programmes is at stake and because, as the
world has changed, so has the international community and our Executive Board.
These days we cannot bring a programme to our Board and expect it to be approved
if a major problem of governance casts doubt on whether it has a reasonable chance
of being implemented faithfully.
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The third theme is regional integration. This is not, | hasten to say, a necessary
condition for successful development. Several developing countries have achieved
high and sustained growth by relying predominantly on their own policy efforts,
including unilateral trade liberalisation, before they seriously considered joining
other nations into regional groups. Chile is an example that comes to mind. And
there is, indeed, some recent empirical evidence indicating that countries that have
opened up trade unilaterally have experienced particularly high growth. However,
where there is a clear commonality of interests, and where the countries involved
have shown a will to cooperate in the pursuit of common goals, the IMF tries to
help. It can help by encouraging regional arrangements that promise gains from
trade creation and economies of scale, and by supporting mechanisms and institu-
tions that foster policy improvements by relying on peer pressure and on a common
discipline. At the same time, the Fund will try to ensure that regional integration
does not become an instrument for wall-building and isolation, but rather a vehicle
to facilitate the region’s integration into the world economy.

In this spirit, we have supported from the outset the Cross-Border Initiative and
other regional initiatives. We also have been actively involved in the plan to intro-
duce the Common External Tariff in the West African Economic and Monetary
Union Tariff, assisting the member countries in estimating the impact on fiscal rev-
enue of the prospective reductions in import duties, and helping to identify alterna-
tive sources of revenue. We also have indicated that if, in spite of a country’s best
efforts - and in the context of an otherwise strong programme - the reduction in
import duties leads to a temporary balance of payments gap, the Fund will take this
into consideration in identifying the necessary financing for the programme.

I believe our relations with the West African Economic and Monetary Union are a
good illustration of the Fund’s intention to intensify cooperation with regional groups
that work towards freer trade and better policies. In recognition of the importance of
West African regional institutions in the design and the implementation of eco-
nomic policy - and particularly of the paramount role of the Central Bank of the
West African States in conducting monetary policy for the region - we have estab-
lished a process of regular policy consultations with these institutions that con-
cludes with a discussion by the Executive Board of the IMF of a full staff report on
economic developments and policies in the region. We are now in the process of
upgrading in a similar way our policy dialogue with the institutions of the central
African region and in particular with the Bank of the Central African States.

The fourth theme is that of the legal infrastructure underpinning economic trans-
actions. Our experience in Africa and elsewhere in the developing world suggests it
will be difficult for a strategy based on private investment and private financing as
the primary engines of growth to succeed if the legal basis for contracts is absent, if
loans cannot be properly collateralised, and if courts do not enforce the seizure of
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collateral when the debtor fails to honour his obligations. This is an area where we
are just entering, but where we plan to be increasingly involved, for example by
supporting the efforts of the OHADA, an initiative aimed at harmonising business
law in 16 francophone African states.

To conclude, | would like to touch on a question that is often raised these days. If the
East Asian countries that are currently suffering from the effects of a financial crisis
were such good followers of IMF-sponsored policies, why do they find themselves in
their current predicament? Without attempting to provide a full answer, 1 would like
to make two observations.

First, countries like South Korea, Thailand, Malaysia and Indonesia were not ex-
actly wedded to the policies recommended by the IMF in every respect. Their bank-
ing systems were poorly supervised; government interference in their economies
was far-reaching; and their trade systems often were untransparent, complex and
restrictive. Others in the region that followed better policies in those areas, like
Hong Kong, SAR, Singapore, and Taiwan, Province of China, so far have fared
significantly better.

Second, the East Asian countries did follow very good policies in certain areas.
Their very high saving and investment rates, and the strong emphasis they placed
on human capital formation did contribute to a large increase in incomes and an
impressive reduction in poverty. These achievements have not been erased by the
economic crisis in Asia, and they will provide a basis for future growth once the
other policies have been adjusted.
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AFRICA, REGIONALISM
AND GLOBALISATION

Robert Sharer
Chief, Trade Policy Division, IMF

Introduction

| want to start by discussing Africa’s participation in the global increase in trade and
investment flows and then look at the role of regionalism. Yesterday, Mr Hernandez-
Caté talked about old and new themes in IMF programmes in sub-Saharan Africa,
and there will be a further presentation tomorrow on structural adjustment and sec-
ond-generation reforms. The objective of these programmes is to promote income
and employment, and thereby raise living standards in member countries. The growth
of trade and foreign direct investment (FDI) is central to this. Indeed, I am not
aware of any country that has significantly raised living standards for the popula-
tion as a whole on a sustained basis without also sharply improving its trade and
investment performance. Liberal market-oriented trade and investment policies are
critical to this. However, they do not work in a vacuum, but as a complement to a
sound macro-economic framework and other structural policies to boost the supply
response. With these elements in place, the broadening and deepening of trade lib-
eralisation, both unilateral and in a regional context, is a crucial structural policy to
attain high-quality sustained growth.

I will begin by discussing the globalisation of trade and investment flows and the
participation of Africa in this process. Then, | will briefly overview the benefits of
open trade systems and the need for trade reform in Africa. Thirdly, I will look at the
role of regional integration, including the benefits and drawbacks, and the context
for southern Africa. Lastly, | will offer some concluding remarks on the way forward.

Globalisation in Africa

The challenges and opportunities for Africa posed by globalisation are apparent
from a comparison of trends in world trade and investment over the last two dec-
ades. In that period, there has been an enormous increase in global trade and in
private capital flows to developing countries. African economies have not kept pace
with this growth. Looking at the last 20 years, in each of the past two decades, 1976-
86 and 1986-96, the average rate of export growth for Africa was slightly less than
half the rate for non-African developing countries, at 5,9% compared with 12,6%.
The position is very similar for southern Africa as for Africa as a whole (Figures 1
and 2). As a consequence, over this period Africa’s share of world trade halved from
about 4% to just below 2%. Liberalisation of the trade system is a key element of
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reform if Africa is to take advantage of the increasingly global pattern of production
and trade.

Figure 1: Total Exports (Goods and Services), 1986-1996
Source: IMF World Economic Outlook

Figure 2: Annual Growth in Total Trade in Goods and Services, 1975-1996
Source: IMF World Economic Outlook
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Over the same period, Africa has received a small share of private capital flows to
developing countries, which have shown explosive growth. As shown in Figure 3,
net private capital flows to all developing countries increased from $12 billion in
1980 to $23 billion in 1988 and $207 billion in 1996. In contrast, net private capital
flows to Africa increased relatively little, from $6 billion in 1980, and $12 billion in
1988, to $13 billion in 1996. Put differently, net private capital flows to Africa, as a
percent of inflows into all developing countries, fell from around 50% in 1980 and
1988 to only 6% in 1996. A liberal trade regime is a critical element of improving
the investment climate. This works directly, through its impact on the incentive
structure, and indirectly, through its impact on transparency and governance issues.
The importance of attracting private capital inflows is highlighted by comparison
with the trend in official capital flows. In the same period that private flows have
exploded, official flows have stagnated, mainly because of the increased budgetary
constraints faced by the major donor countries.

Figure 3: Net Private Capital Flows to Africa and Other Developing Countries,
1980-1996
Source: IMF World Economic Outlook

These developments point to a trend towards Africa’s marginalisation in world trade
and FDI. But I want to stress that they need not be seen as a cause for pessimism for
the future. We see marked gains in the economic performance of many countries in
Africa in recent years. Moreover, as a result of the recent financial crisis in Asia,
foreign investment there has fallen substantially. Perhaps this will prove temporary,
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but nevertheless the timing is now propitious for Africa to capitalise on the trend
toward globalisation, by adopting aggressive policies to promote trade and attract
investment. The potential gains from this are very large.

Benefits of Open Trade Systems

I would like to deal very briefly with the benefits of open trade systems. The eco-
nomic rationale for unilateral trade liberalisation is well known and supported by an
ample body of theoretical and empirical literature. Open trade regimes expand trade
and investment by allowing countries to specialise in and export those products in
which they have a comparative advantage, i.e. goods they can produce most effi-
ciently. This improves growth prospects because trade restrictions shift an economy
to a less efficient mix of investment, production, and consumption. These distor-
tions repress economic growth and their unilateral removal therefore unfetters growth
potential.

Almost all recent empirical studies confirm the case for liberal trade policies. While
the exact links of trade, export performance, and growth are sometimes not precise
- because in economics everything affects everything else - the empirical links of
open trade and improved export and growth performance are very clear and have
been documented in numerous studies. Open economies do better because they are
more competitive and have higher investment and growth than closed economies,
and there is no recent example of a country achieving sustained high rates of growth
on the basis of “closed” policies (Figure 4).

Figure 4: Real GDP and Export Growth, 1975-1995
Source: IMF World Economic Outlook
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A recent IMF study! illustrates this with the experience of some “good practice”
countries that moved from an initially highly restrictive position to open trade re-
gimes over a period of 7-10 years. The move to open trade was accompanied by
greatly enhanced competitiveness and sharply improved export and economic growth
performance. The most clear-cut examples of these “star performers” were Chile,
Colombia, New Zealand, and Singapore, but a number of other countries have fol-
lowed a similar path. While there are no African countries with similar clear-cut
track records in terms of sustained liberalisation and openness, several have begun to
demonstrate the benefits of liberalisation. Uganda and Ghana are two clear examples
among a number that have made significant progress in that direction. These coun-
tries have already liberalised their trade systems substantially, and if reforms cur-
rently envisaged are implemented, they would have an openness similar to the other
good practice countries. Uganda and Ghana have already experienced a sharp im-
provement in competitiveness, trade, investment, and economic growth performance.

Another critical yet sometimes neglected advantage of open trade systems is im-
proved governance and transparency. These are desirable in themselves, but they
also play a key role in adding certainty to the investment climate, which is particu-
larly important in attracting investment for small, low-income countries. Trade re-
strictiveness is very often at the behest of special interest groups. Complex trade
rules and discretionary administrative requirements, particularly discretionary li-
censing and tariff exemptions, provide fertile ground for rent-seeking and corrupt
behaviour. Broad-based liberalisation and simplification create openness and a level
playing field. All in all, open trade regimes inspire confidence, promote economic
efficiency, and improve governance. This is particularly important for smaller econo-
mies where a level playing field and transparency are key for attracting foreign
investors.

The goal of trade reform should be to strive for a regime that minimises distortions
and enhances transparency through moving to relatively low and broadly uniform
tariffs, and the progressive elimination of nontariff barriers (NTBs) and discretion-
ary actions and controls that affect the flow of goods and investment. This should be
complemented by a stable macro-economic environment, which gives the right
incentive to productive economic activity. Since exchange restrictions often act as
substitutes for trade restrictions, the benefits of liberalising one are unlikely to be
fully realised without liberalising the other. That is why efficient and effective fi-
nancial systems and the regional integration of financial services and markets are
also very important to achieving the benefits of liberal trade.

Open trade systems need to be a part of a comprehensive set of liberal, market-
oriented, structural and other economic reforms that will result in high-quality, sus-
tained growth. Structural reforms will be discussed in more detail by my colleagues
tomorrow, but I will just briefly outline five key areas.
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 First, and already mentioned, is trade reform.

» Second is abolishing distortions in the exchange system to eliminate parallel
market premiums, nonmarket foreign exchange allocation, and surrender require-
ments.

» Third is improving the financial system by strengthening banking supervision,
eliminating administrative controls on interest rates and the allocation of credit,
and diversifying sources of funds and activities of the banking system.

» Fourth is dismantling all price controls and state intervention, especially in
the marketing of fertiliser, petroleum products, major foodstuffs and export prod-
ucts.

 Fifth is public enterprise reform. Public policy is best served by promoting and
fostering efficient private sector production and trade and investment, rather than
the government undertaking these functions itself.

Fund staff studies have found that, among African countries where structural re-
forms have been pursued without substantial policy reversals, they have succeeded
in making economies more flexible and enhancing competitiveness, trade, invest-
ment, and growth performance.

Trade Systems of Africa and the Need for Trade Reform

The trade systems of African economies are, on average, relatively highly protected
compared with the average for all Fund member countries. The recent IMF study of
trade liberalisation in Fund-supported programmes during the 1990s showed that,
based on an index of overall trade restrictiveness developed in the study, African
economies in the early 1990s were substantially more restrictive than the rest of the
world.

Indeed, at the start of the period, some 70% of African countries had restrictive
trade regimes, and most of these were in the most highly restrictive category, classi-
fied at the very top of the index. None of the African economies in the study had
trade regimes that could be classified as broadly open. The study showed that, dur-
ing the 1990s, many African trade regimes have been liberalised, often significantly.
The average degree of trade liberalisation targeted in economic adjustment pro-
grammes was about the same in the African programmes as in Fund-supported pro-
grammes with countries in other regions. In the great majority of cases the targets
were achieved. Thus, significant trade liberalisation did occur during these pro-
grammes in the early to mid-1990s. However, because they started from a much
more restrictive position, most African trade regimes remained restrictive or moder-
ate following these reform programmes.

Extending the analysis to the whole of Africa rather than just countries with me-
dium-term Fund programmes, and using the most recent available data, indicates

23



Robert Sharer

that a significantly higher proportion of Africa’s trade
regimes remains restrictive. The same is true for south-
ern Africa viewed as a distinct region. Figure 5 illus-
trates this by comparing African and non-African coun-
tries classified as “restrictive”, “moderate” or “open”,
based on the index of restrictiveness. Figure 6 illus-
trates the same comparison based on the most widely
used measure of restrictiveness, namely, tariffs. For
Africa, and for southern Africa, these average more
than 20%, which is significantly above the non-Afri-
can developing country and world averages. It is the
last group of countries, with average tariffs of only
6%, that dominates world trade. These findings un-
derscore the need for most African countries to go much
further in targeting significant additional trade liber-
alisation.

The Role of Regional Integration

Regional Trading Arrangements (RTAs) and region-
alism can be beneficial steps toward economic inte-
gration and higher economic growth. What are the
benefits and drawbacks of regionalism? First, the ben-
efits:

* RTASs can promote trade liberalisation among the
regional trading partners.

e They lock in reforms. (This is a benefit only if the
RTA includes the right reforms.)

By bringing down regional barriers to trade on a con-
sistent, permanent, and visible basis, they can create
amuch bigger potential market for investors, and also
a better investment climate within that market be-
cause of the added security and certainty.

» RTAs almost always go beyond trade liberalisation

in efforts to create broader economic synergies and
political relationships, and cooperation.

On the last point, the enhanced economic synergies, political relationships and co-
operation can be far-reaching. First, since RTAs are designed to promote economic
integration in the region, they often include the streamlining, harmonisation, and
general removal of a variety of impediments in areas such as customs and other
border regulations and procedures, licensing procedures, integration of financial
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Figure 6: Average Import Tariff Rates*
Source: IMF World Economic Outlook
*Based on the most recent available data, ranging from 1996-1998;
includes other discriminatory duties and charges

markets and improved trade settlement procedures, and harmonisation of tax treat-
ments. These improvements will apply to all trade, and not just that with the re-
gional partners. Moreover, the efforts may go beyond this into harmonisation, and
include efforts to achieve broad consistency in areas such as tax and other invest-
ment incentives, tax treatment of domestic producers, and other economic policies.
They could possibly extend to cooperation in areas such as transport, infrastructure,
labour and immigration. This broadening out into a variety of economic and other
areas is called “deep integration”.

All this is to the good, and many of these factors are present to some degree in the
various regional initiatives under way in southern and eastern Africa. These types of
objectives are therefore comprised in the policy advice of the Fund and in the rules
of the global trading system agreed between members of the World Trade Organiza-
tion (WTO), most recently in the Uruguay Round. Specifically, these state that -

» RTAs should be all-encompassing, applying to virtually all trade between the
partners - no sectors or categories should be exempted, i.e. no special carve-outs;

* rules of accession to the RTA should be simple and transparent;

« transition periods and phase-ins for the beneficial integration, harmonisation,
and liberalisation should be short;
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« the benefits should not be undermined by complex administrative and legal ar-
rangements such as rules of origin or antidumping regulations; and

« deeper forms of integration are to be preferred.

There are two potential major drawbacks, one general and one specific to this re-
gion. The main general potential shortcoming is a very big one, namely, in the
jargon used by economists, that RTAs should foster trade creation and avoid trade
diversion. In plainer language, this means that RTAs should avoid transferring trade
away from existing international partners, in favour of regional partners who pro-
duce goods that are not competitive, but are attractive only because the RTA cuts
intraregional tariffs far below those applied to imports from outside the region. Trans-
ferring trade from international to regional partners because of discriminatory liber-
alisation negates the gains from trade and reduces welfare and competitiveness.
Hence, it is essential that regional initiatives be implemented in a way that will
harness them securely to the long-run goal of multilateral nondiscriminatory trade
liberalisation on a most-favoured-nation (MFN) basis. Only by including this broad-
based liberalisation can RTAs develop as “building blocks” toward liberal and effi-
cient economies. There can be a (modest) regional preference, but unless RTAs also
reduce trade barriers for all countries, then the benefits to trade and growth outlined
above will not be achieved. What’s more, if external liberalisation is not included
early on in the process, then regionalism can foster the very favouritism and special
interests that trade liberalisation is supposed to overcome.

The need to include a clear timetable for external liberalisation is essentially impor-
tant in the context of southern Africa. Firstly, as noted above, the economies start
from a relatively more restrictive position. Secondly, because of their similar pro-
duction structures, African countries trade much more with non-African countries
than with African regional partners. Many African countries produce similar prod-
ucts to their neighbours, and this lack of complementarity reduces the number of
goods that can be exchanged in trade. Turning again to the most recent data, Afri-
ca’s trade with other African countries represents only about 10% of its total trade.
For southern Africa, this intraregional trade amounts to 12%. This contrasts sharply
with the European Union (EU), where 61% of trade is with other EU member coun-
tries (Figure 7). Although regional initiatives may increase the share of intra-Afri-
can trade, the scope is limited because of the lack of complementarity of production
structures between African economies. This simply underlines the fact that external
trade liberalisation is essential in the context of southern Africa. However, this is
not adequately reflected in some of the regional initiatives in southern Africa, and
not at all in others.

Can regionalism succeed in the context of the integration of small countries and a
large dominant neighbour, or will the small countries of this region be overwhelmed
by the dominant regional power? In this regard, | believe that the NAFTA model is
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Figure 7:
Intraregional
Trade: Share of
Total Trade, 1996
Source: IMF

instructive. All three countries, the United States,
Canada, and Mexico, have benefited by specialising in
areas of comparative advantage despite enormous dis-
parity in the size and economic development levels be-
tween the parties. But | would like to stress that the
members of NAFTA started from substantially more lib-
eral trade systems than is the case in southern Africa,
and have a much higher proportion of intraregional trade
(44%), so regionalism gave stimulus to efficiency with-
out the negative impact of trade diversion. Another,
somewhat different, example would be the extent to
which the smaller countries of Europe have benefited
within the European Common Market. Again, the EU’s
aggregate trade policies vis-a-vis the rest of the world are
liberal - the EU’s average external tariff is about 5%. Small
countries can certainly benefit from regionalism, but only
if the policy guidelines mentioned above are broadly
followed.

The other major problem with regionalism is particu-
larly acute - almost unique - to this region, and that is
an excessive number of uncoordinated initiatives or re-
gional groupings covering the countries of southern and
eastern Africa. These include the four major groupings
in place: CBI, COMESA, SACU, and SADC (Figure
8). These four have differing overlapping memberships,
conflicting membership obligations, different strategies
and internal liberalisation objectives, completely incon-
sistent external liberalisation goals, different timetables
and phase-in periods, different coverages, and different
and conflicting rules and administrative procedures.
What is more, these four are not the only initiatives.

There are nine multicountry regional initiatives that involve trade, not including
bilateral trade arrangements.

This plethora of groupings significantly negates the potential gains of regionalism
and has the potential to seriously undermine the reform process. First, they negate
one of the major gains of regionalism, namely the improved investment environ-
ment arising from the larger market area, added certainty, and improved transpar-
ency and clarity of operations. Worse, they actually reverse this process by adding
confusion and uncertainty to regional trade. For example, how will rules of origin
be designed and implemented when countries are members of more than one initia-
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Country SADC COMESA SACU CBI

Angola 0 0

Botswana 0 0

Burundi 0 0
Comoros” 0 0
Congo, Dem. Republic of 0 0

Djibouti 0

Eritrea” 0

Ethiopia” 0

Kenya 0 0
Lesotho 0 0 0

Madagascar 0 0
Malawi 0 0 0
Mauritius 0 0 0
Mozambique 0 0

Namibia 0 0 0 0
Rwanda 0 0
Seychelles™ 0 0 0
Somalia” 0

South Africa 0 0

Sudan” 0

Swaziland 0 0 0

Tanzania 0 0 0
Uganda 0 0
Zambia 0 0 0
Zimbabwe 0 0 0

* Not a WTO member

SADC - Southern African Development Community; COMESA - Common Market for Eastern and

Southern Africa; SACU - Southern African Customs Union; CBI - Cross Border Initiative

Figure 8: Southern African Membership in Regional Trade Agreements

tive; how will customs agents distinguish the treatment of imports of goods under
COMESA or SADC if the originating country is a member of both; what policy will
countries adhere to on reducing tariffs if they have conflicting obligations under
different regional initiatives? The overlapping also leads to costly duplication of
administrative efforts and destroys the reform momentum by dissipating the politi-
cal capital needed to pursue reforms. The experience of Africa in this “overlapping
regionalism” is in marked contrast to the role of regionalism elsewhere. For exam-
ple, there is a very clear contrast with Asia and Latin America, two regions where
trade performance has been particularly strong. In Asia there is only one trade-
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Country

MERCOSUR

ANDEAN

CARICOM

CACM

Argentina
Bolivia

Brazil

Chile
Paraguay
Uruguay
Colombia
Ecuador

Peru
Venezuela
Mexico
Antigua & Barbuda
Bahamas, The”
Barbados
Belize

Dominica
Grenada

Guyana

Haiti

Jamaica
Montserrat

St Kitts and Nevis
St Lucia
StVincent & Gren.
Suriname

Trinidad & Tobago
Costa Rica

El Salvador
Guatemala
Honduras
Nicaragua
Panama

British Virgin Islands

O o oo o o

o o o g

OO oo oo0o0o0oooooooOo oo da

O o o o o o

* Not a WTO member

MERCOSUR - Southern Cone Common Market; ANDEAN - Andean Community; CARICOM - Caribbean
Community and Common Market; CACM - Central American Common Market

Figure 9: Southern and Central American Membership in Regional Trade
Agreements
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oriented initiative, AFTA, and in Latin America and the Caribbean, the multicountry
initiatives are region-specific and do not contain any overlap. This marked contrast
is shown in Figure 9.

Conclusions

The above analysis points to the potentially major benefits of globalisation and the
role of liberalisation. It also points to two significant factors that are negating the
potentially dynamic role of regionalism: the overlapping and conflicting plethora of
regional initiatives, and the lack of adequately ambitious and timely external trade
liberalisation. However, these drawbacks need not be a cause for pessimism. | began
by saying that Africa has not kept pace with the gains of globalisation over the past
two decades. However, Africa’s economic progress of the past few years and the
evident fallibility of other regions makes the timing propitious to reverse past trends.
The way for regionalism to contribute would be to integrate and make consistent the
initiatives in place, and to include in them bold objectives for external liberalisation.
The second-best solution would be to agree on a common set of objectives and time-
tables. Initially, this could cover the basic areas such as internal and external tariff
reform, then subsequently move to broader aspects of the trade system and the har-
monisation of other trade-related economic policies. In this way, | believe that re-
gionalism can contribute to sharply enhanced economic performance.

Notes
1. IMF. 1998. Trade Liberalisation in IMF-Supported Programs.

30



Financial and Capital Market Reform in the Conext of Regional Integration

FINANCIAL AND CAPITAL MARKET
REFORM IN THE CONTEXT OF
REGIONAL INTEGRATION

Bongi Kunene
Director, FISCU{, South Africa

Introduction

I would like to thank the organisers of this conference for inviting my colleague and
me to this conference. In our day-to-day work environment, we particularly regard
the IMF as a major force to contend with in efforts of regional economic integration.
Notwithstanding the IMF’s involvement in the Cross-Border Initiative (CBI), namely
eight SADC countries excluding South Africa, which is jointly supported by the
European Union, our contact has been mainly informal and tentative.

I would therefore like to take this opportunity to explain briefly what we are, and put
that in context of the theme of this conference, namely Regional Economic Integra-
tion and the Globalisation Process; and maybe also start a dialogue with both the
IMF and the FES on the themes that the Finance and Investment Sector has chosen
and lastly, examine the challenges of globalisation to southern Africa and what we
believe our combined response ought to be.

Context

It is important to place the present debate on regional economic integration in con-
text - politically, economically and otherwise. A number of notable authors includ-
ing Robson (as early as 1968), Mistry (1998) and El Shadawi (1997), have argued
the relevance of economic integration at regional level. The experience of African
economic integration efforts comes under criticism for its failure to deliver expected
results. Mistry (1998) puts it ably by describing what he calls the first generation
efforts at economic integration - which were politically driven and relevant at that
time as an expression of African independence - and second generation efforts, which
are now still driven by political imperatives, though economic reasons are also a
major force. From this context, it is easy to understand why African economic inte-
gration efforts tended to fail. The substance of integration was shallow and national
priorities were too important and narrowly focused to accommodate regional con-
cerns. The “statement” as expressed by signing of accords, protocols, declarations
of intent, memoranda of understanding, etc. was more important than the process of
designing and ensuring that those accords were actually implemented. We are not
surprised at the lack of results and the cynicism that accompanies present-day dis-
cussions on economic integration.
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Noting the failures of past economic integration agendas, one has to understand the
context of our efforts today. Firstly, the political arena has changed dramatically.
Southern Africa is now characterised by multi-party democracies and relatively open-
market economies. We are aware how fragile peace is in a number of our economies
and how we therefore seem to be locked in the arena of “potential” and possibilities.
For southern African democracies to succeed, it is important that democratic proc-
esses and institutions are strengthened. Multi-party elections would not yield ex-
pected successes if they are viewed as “the event” in the absence of a culture of
democracy and supporting structures, like the FES, that seek to build and reinforce
on-the-ground demaocratic culture and procedures.

Seondly, the context of economic integration has also changed. Economic liberali-
sation, which began in the 1980s for most southern African countries, has yielded
mixed results. Often the success of liberalisation is questioned and the lack thereof
is said to be in the failure of countries to adhere to all “prescriptions”, the inappro-
priate sequencing of liberalisation measures, and sometimes, the lack of institu-
tional support mechanisms.

There has been marked improvement in the economic growth performance in south-
ern Africa from 1994-1997. On aggregate, SADC economies have been growing
faster than the rest of sub-Saharan Africa. Macro-economic indicators seem to sug-
gest that SADC economies are prudently managed through sound fiscal and mon-
etary policies. Debt is still a major concern. For those economies that have adopted
a cash budget (at least three: Malawi, Tanzania, Zambia) we have begun to witness
encouraging budget surpluses. However, there is no scope for complacency. Budget
deficits have proved to be a major obstacle in economic growth of the past and they
will continue to be so. It is therefore encouraging to note that the macro-economic
stability message is taken seriously by SADC governments and a number of initia-
tives have been designed at country level to address this. In South Africa, for exam-
ple, the Growth Employment and Redistribution (GEAR) strategy was designed as a
set of supply-side and demand-driven policies that seek to address macro-economic
concerns in a way that addresses broader socio-political concerns.

The current preoccupation with the Asian crisis has led southern African countries
to assess whether the economic gains made in the past three years can be sustained.
Because the level of globalisation of our financial markets is not advanced enough,
it would appear that our financial markets were not severely impacted upon. But,
these are early indications. What is currently happening with the Rand indicates
that there is cause for concern.

The Finance and Investment Sector Themes

In the light of the context explained above, it was not quite possible for the SADC
Finance Ministers to adopt radical themes for economic integration. In this sense, |
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think our objectives and current work programme are close to what the IMF would
like to see happening in our individual economies. Noting the constraints facing
SADC, first as individual economies, and second, as a region, the approach to eco-
nomic integration had to be pragmatic, informed by the meagre policy choices avail-
able, while simultaneously enhancing professionalism in the finance sector. Also,
the question of demonstrated successes comes to mind: in the light of previous fail-
ures, it is important for us to undertake activities with a reasonable probability of
success.

Macro-economic Management

The record of successive economic growth, low inflation, availability of foreign
exchange, gradual liberalisation of the current and capital account, relative stability
of the exchange rate and convertibility of SADC currencies suggest that lessons in
macro-economic management are bearing fruit. It is notable that positive changes
happened at the same time - with several time lags - without obvious coordination of
policies at a political level. This seems to suggest that a positive contagion effect is
possible. To reinforce this outcome, the SADC Finance Ministers adopted, as a prin-
ciple, sound macro-economic management as a theme. To put this in practice, a
number of practical projects were undertaken, from 1995 to now, to address the
question of getting the economic fundamentals “right”.

Our initial problem in addressing macro-economic management was the lack of
reliable, up-to-date economic and finance statistics. To this end, the SADC central
banks started a project on creating a statistical database which will be used to draw
comparisons on various economic indicators. In instances where data were avail-
able, we had serious discussions about validation. To compound the problem, the
nomenclature used often differed considerably. This meant that comparisons are
meaningless if, for example, the basket of goods used to measure inflation is consid-
erably different. From 1996, central bank officials have been working diligently to
compile statistics that are based on similar nomenclature. It is important to note that
in all SADC Finance Sector endeavours, there is no attempt to create regional stand-
ards. Instead, the emphasis is on adhering to international standards as much as
possible. In that spirit, devising and standardising common nomenclature was done
using the International Financial Statistics (IFS) as a guide.

The second issue on macro-economic management was the observation of possible
strengths created by a convergence of practices and, subsequently, of policies. This
is happening in the bigger economic blocs such as the European Union, NAFTA,
MERCOSUR and others. SADC thus had to discuss the desirability of convergence
as a tool of economic integration. If convergence were deemed to be desirable, the
next issue was how to construct elements of convergence as an explicit policy objec-
tive, in an environment where there was no enforcement mechanism to foster com-
pliance. This would mean that SADC needed to articulate a regional growth strat-
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egy. Note was taken, however, of the considerable time (41 years) and investment
that has gone toward the creation of the EMU: SADC convergence will take time
and realistic objectives and timetables need to be set. That would give us time to
accommodate our heterogeneous structures and performance, while devising a way
of consolidating gains made through small integration structures such as SACU.

The assumption that regionalism should supersede national policies does not hold
within SADC either because of historical factors or levels of development and re-
cent performance. For SADC, a viable financial integration model would have to
start from an assumption of small open economies with national policies capable of
affecting external/neighbouring economies. This could, among other things, be a
result of price distortions. It is thus essential, when addressing the question of spill-
over effects, to choose a convergence path set upon a choice of indicators which will
be rigorously justified in theoretical and conceptual terms. There is empirical evi-
dence that national adjustment policies have impact on sectors outside the country
of origin.

The decision to adopt economic convergence, if taken, would have several implica-
tions for southern African economies. First, the choice of policy tools may be lim-
ited. Second, financial and human resource implications come to mind. Third, for
the purpose of this conference, | would like to highlight the fact that our relations
with multilateral institutions such as the IMF would have to change. | do not believe
that it would be possible to contract a successful regional growth path without con-
structive dialogue with multilateral institutions. The support we seek will still be
traditional BOP, compensatory finance for adjustment and the usual country assist-
ance strategies that the multilateral institutions have been giving for the past years.
But, added to that, we will now seek institutional and analytical support for building
a conceptual framework for modelling and analysing regional integration strate-
gies. We would request the IMF to consider, in any policy guidance proposed, add-
ing a regional impact analysis in order to check the proclivity toward beggar-my-
neighbour policies of the past.

Allow me to return to possible areas of cooperation later.

Financial Infrastructure

The second theme adopted by the SADC Ministers of Finance also has relevance to
this conference. The need to address financial sector reforms from government’s
perspective has always been undermined by a lack of credible financial infrastruc-
ture. Financial intermediation in different SADC countries is hindered by less de-
veloped payment, settlement and clearing systems.

From 1994 to March 1998, South Africa was engaged in a process to modernise its
payment systems in such a way that real time settlement occurs in at least one day.
South Africa introduced its new electronic national payment system, called the
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multiple option system (SAMOS) on 4 March 1998. In 1995, when SADC Finance
Ministers met for the first time, the issue of payment systems was deemed to be of
crucial relevance to SADC financial markets development. To that end, the South
African project was expanded to include all SADC member states. In this regard a
survey has been completed on the payment systems which are currently used in the
12 SADC member states.? All the collected information will be published in a “Green
Book”, which will be a detailed survey of the status quo. Further developments in
this project will pave the way for a regional payment, clearing, and settlement sys-
tem.

To date, it appears that this is one of the most significant projects undertaken by
Finance Ministers because in terms of financial sector developments, particularly
money market developments, SADC has to address government cash management:
low risk of loss or delay in transactions through, among other things, prudential
supervision; transparency of financial information; enforceability of financial con-
tracts; secure title transfer; and fast and secure payment systems. In developing
government term-debt markets, SADC has to effect financial reforms that address
the present problems of low liquidity, and risk associated with transactions. It is
self-evident that reforms should be centred on prudential supervision, accounting
standards and disclosure requirements, and security of title transfer together with
good payment systems.

The role-players in the development of regional capital markets include the central
banks, governments, stock exchanges and professional associations involved in ac-
counting and auditing. In this regard, the SADC stock exchanges have already started
cooperating in the area of dual listings, harmonisation of disclosure regulations,
and settlement mechanisms. We are aware of the west African model of a regional
stock exchange and the problems associated with such an undertaking. So far within
SADC, there has not been a move toward the creation of a single regional stock
exchange. The concept implies a higher degree of financial and monetary integra-
tion. What is applicable to us, at the moment, is a move toward cooperation - to be
achieved through the adoption of similar practices and regulations, similar stand-
ards and modalities, etc. Even at a lower level of financial integration, there is an
assumption that SADC economies will have to accelerate the pace of liberalisation -
with particular emphasis on the removal and exchange controls (at least among
each other) to allow for greater movement of capital and services within SADC
borders.

Financial Management

The third theme adopted by the Finance and Investment Sector refers to issues of
financial management. Governments within SADC have adhered to good financial
practices without trying to coordinate activities of that nature. In 1997, the Minis-
ters decided that financial management warrants regional effort. In that endeavour
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they decided to ask professionals in the field of accounting and auditing to work on
ensuring that SADC economies reap the benefits of globalisation. To that end, the
strategy on financial management will seek to achieve the following:

« application of International Accounting Standards (1AS) and International Stand-
ards on Auditing (ISA) in both private and public sectors;

« greater independence of Supreme Audit Institutions (SAIs) and efficiency of gov-
ernment internal audit systems;

» harmonised and comparable accounting, reporting and auditing systems (so that
figures in one SADC country mean similar things in other SADC countries); and

 the harmonisation of laws, regulations and rules governing the establishment,
management and liquidation of limited liability companies.

Cooperation with International Institutions

The expected outcomes seem daunting and may be slightly unrealistic when viewed
in the context of challenges facing SADC and the lack of a record of achievement in
the past. It is in this frame of mind that | would like to address myself to the civil
society - here represented by trade unions, and multilateral organisations - here
represented by the IMF. What kind of assistance does the SADC Finance and In-
vestment Sector need to achieve its goals?

Similar to the first theme, there is a perceptible shift in the mind-set of policy-
makers on what elements are desirable in achieving an economic community. Among
them are the following:

» The analytical tools needed to understand global events and trends: This effec-
tively translates as promoting investment in human capital, particularly economic
policy-making in all sectors (financial and real) for government officials. Effec-
tive policy changes have to be accompanied by a sense of ownership and confi-
dence that governments know what they are doing. The fragile social contract
now existing between SADC governments, labour and other elements of civil
society on the one hand, and business, on the other, can easily be undermined by
destructive criticism coming from multilateral organisations and international
NGOs.

» Open dialogue between international organisations and regional economic group-
ings on the globalisation debate: In particular, where areas of competency are
obvious and well-understood - as in payment systems - the involvement of the
IMF and institutions like the Bank of International Settlement (BIS), is most
welcome. In other areas such as the development of appropriate responses by
African countries to the Multilateral Agreement on Investment (MAI), SADC
needs independent advice on communication with the OECD, the WTO and oth-
ers.
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Adopting regional economic integration and globalisation as a principle guid-
ing the future relationship between the IMF and southern African countries: This
would put in context future deliberations and the design of regional linkages in
national policies.

Standardisation: As | mentioned earlier, SADC Finance Ministers aim to under-
take region-specific financial reforms while addressing international standards.
Hence, the need for assistance to SADC should also address the need for incorpo-
rating a standardisation of practices and adherence to international standards in
the field of accounting and auditing.

Compatibility of regulatory frameworks: The level of intraregional trade pres-
ently stands at 12%. In the context of privatisation and liberalised capital ac-
counts, this could be much higher. However, it would not serve SADC well if
financial reforms are undertaken using incompatible regulatory frameworks. In
other words, the kind of assistance that is sought is that which will aim at cross-
referring to what is happening in neighbouring economies in respect of regula-
tory frameworks. This would have the immediate benefit of deepening economic
integration.

Notes

1.
2.

SADC Finance and Investment Sector Coordinating Unit

Up to 1997, SADC had 12 member states. The Democratic Republic of the Congo and the
Seychelles joined SADC in September 1997. At the commencement of the payment sys-
tem project, it was not possible to include the last two members.
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POLICIES TO FACILITATE TRADE
AND FOREIGN DIRECT INVESTMENT
IN SOUTHERN AFRICA

Mr Jairaz Pochun
Consultant, Mauritius

Introduction

This paper deals with policies to facilitate trade and foreign direct investment in
southern Africa with special reference to the experience of Mauritius. | would like to
begin by making a few introductory remarks. Talking of policies, far from suggest-
ing a recipe for developing countries, | propose to provide an overview of some
policy measures taken by the government of Mauritius in the last two decades and
which, combined with certain external favourable conditions, could be responsible
for the unprecedented economic growth in the country. Overall, the experience is of
an island economy subjected to many uncertainties from the perspective of growth
and policy measures.

In the wake of rapid liberalisation of trade, finance and investment in the post-
GATT era, the new economic order unleashes a number of challenges, difficulties
and opportunities. As the momentum of globalisation accelerates, developing coun-
tries will need to make the necessary adjustments to their country policies to take
advantage of new, favourable conditions.

Economic reforms, in general, would mean undertaking certain profound changes
at various levels without the guarantee that they will produce the best results. None-
theless, where the right policies have been put in place there are better chances that
they will work. Development issues, including those at the level of macro-economic
policies, economic cooperation and regional integration for sustained economic
growth, will continue to rank high on the economic agenda of nations concerned
with the well-being of their peoples. Indeed, many countries are undergoing changes.

Integrating into the global economy is no longer an option. The international free-
flows of goods and services, capital, labour and technology in the process of
globalisation have both hastened the pace of development and made economic ad-
justments and policy reorientations necessary. Moreover, international flows of tech-
nology, taking various forms of foreign investment, technical assistance and know-
how, licensing arrangements and other technological hardware, continue to receive
serious attention. Policies to promote these flows also need to be linked with the
absorption capacity rate of the recipient.
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Technological progress with the resultant improvement in productivity is the engine
of economic growth. Technology transfers can effectively take place through invest-
ment in physical, human capital and trade development. The relevance of import
substitution strategies creating protective walls through trade barriers, and the often
wrong perception that high economic growth in isolation is possible, are increas-
ingly being questioned in achieving rapid and sustainable development.

The role of the state in fostering economic growth and development would empha-
sise the need for government to do less in those areas where markets work or can be
made to work reasonably well. It should probably restrict its role to creating the
enabling environment for business to flourish, and engage itself in investing in
education, health, family planning and poverty alleviation; building social, physi-
cal, administrative, regulatory and legal infrastructures of better quality; mobilising
resources to finance public expenditures; and finally, providing the desired macro-
economic foundation and stability to inspire the necessary confidence for private
investment.

Briefly on Mauritius

In the immediate post-independence period, Mauritius, essentially as a mono-crop
economy based on sugar production, was faced with some serious socio-economic
difficulties like so many other small economies in the developing world. The sugar
industry, the backbone of the country, providing for the main source of livelihood,
accounting for over 90% of export earnings, and employing 25% of the active la-
bour force contributed a third to the Gross Domestic Product (GDP). The prospects
of job creation in the sugar industry for the increasing number of job-seekers com-
ing into the labour market were extremely limited; unemployment in the early 1980s
was at its peak at 20% (more than 70 000 persons) of the labour force and the
chronic adverse balance of payments further compounded the socio-economic prob-
lems in the country. Devoid of any mineral or natural resources, the country could
only build on its human capital for its economic growth. The diversification from
the sugar industry sector evidently took account of the available resources.

Through a programme of economic reform with assistance from international insti-
tutions, government was able to adjust some of the economic fundamentals in place,
such that the country experienced rapid economic growth rates by the mid-1980s.
With a population of about 1 million and an active labour force of 430 000, the
country registered an average annual growth rate of 7% in the late 1980s and 6%
during the period 1990-1996. GDP per capita in 1996 was US$ 3 500 compared to
US$ 1 100 in 1982. Full employment was reached in the early 1990s and the country
resorted to imported labour. Foreign exchange reserves which were down to barely
two weeks of imports in the late 1970s swelled to 20 weeks in the late 1980s.
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The sectoral contribution to GDP over the period 1976-1996 shows the declining
importance of the agricultural sector (in particular, sugar), an increasing contribu-
tion of the manufacturing sector and the growing importance of the tourism sector
(Table 1).

In 1996 the economy grew by 5,8%, largely due to increased activities in the differ-
ent sectors - agriculture, manufacturing, tourism and financial services, which con-
stitute the four main pillars of the Mauritian economy (Table 1). While tourism
registered a high growth rate of 16%, the EPZ had 7%, the non-EPZ 5,1%, and
sugar milling registered 9%. The EPZ earned Rs 21 billion, sugar Rs 8 billion and
tourism generated Rs 9,1 billion. The financial services sector also contributed to
overall GDP growth. Inflation was contained at 6,6% and unemployment was at
5,5%.

Based on the Westminster model of Parliament, elections are held every five years in
Mauritius, and government adheres to the fundamental principles of democracy,
good governance and the maintenance of law and order. The country has always
enjoyed good social security and political stability.

Given the political stability, with an eye on emerging opportunities, commitment
and good economic management, government was poised to be a facilitator and
catalyst in creating an enabling business environment through constant dialogue
with the stakeholders. In the following sections, | propose to look at some of the
important measures taken by government at the level of macro-economic policies,
trade, and investment promotion policies, and | shall attempt to highlight the im-
portance of regional economic cooperation and integration, as well as other condi-
tions for stimulating economic growth in the country.

Macro-Economic Policies and Stability

The overriding objective of a sound macro-economic policy framework is to pro-
mote economic growth by keeping inflation low, the budget deficit small, a sustain-
able current account and a stable fiscal system. Putting in place a stable macro-
economic foundation to ensure fiscal and financial stability for sustained develop-
ment can be quite demanding and time-consuming, especially in a situation of ex-
cessive government expenditure, and large domestic and external borrowings.

Public Sector Deficit, Infrastructure and Exchange Rate

The Mauritian economy is characterised by a relatively large public sector, with a
narrow resource base, an asymmetrical pattern of production, and high dependence
on external markets. Diseconomies of small-scale production and distance from the
main markets add significantly to production costs.

It is also to be noted that during the 1976-1979 period, aggregate demand and,
therefore, volume of consumption continued to rise very rapidly at about 8% per
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annum, with a consequent decline in the savings rate from 19% to 14% of GDP. In
the post-independence period, the government budget deficit grew larger on ac-
count of public sector expenditure made on national development plans for
infrastructural works, and for the provision of continued social services which were
mainly financed by large borrowings, both from overseas and local banks.

Moreover, through its capital budget, government made substantial investment in
capital projects, especially to strengthen and build infrastructure, including hous-
ing, roads, schools, hospitals, water services, energy services and other facilities to
enhance living conditions. Government even provided subsidised essential services.

Policies on the public sector deficit and fiscal stability could be effective instruments
to promote macro-economic balance and stimulate growth. The size of the govern-
ment deficit is of great concern and, according to the World Bank, it could be a
reliable indicator of overall macro-economic stability. Such deficits manifest them-
selves and result in inflation, a shortage of foreign exchange, a foreign debt crisis or
the “crowding-out” of the private sector. Public sector deficits call for efficient man-
agement.

Fiscal adjustment could mean excessive compression of public infrastructure invest-
ment that may in the process jeopardise the recovery of private investment and
growth as a “wait and see” attitude may prevail on the part of the private sector. It
could be argued that government, taking the lead, made some good investment in
creating the necessary infrastructure in those early years of adjustments through
increased expenditure in construction works, transport facilities and telecommuni-
cation systems (Table 2).

In the 1970s, the United Kingdom was a dominant trading partner for 75% of
Mauritian trade. The Mauritian Rupee was linked to the Pound Sterling, whose
fluctuations brought about a depreciation of about 8% in the real exchange rate, thus
forcing government to review its exchange rate policy. The Rupee was instead pegged
to a basket of currencies underlying the SDRs. More troubles started with the sharp
deterioration in terms of trade resulting from the plunge in sugar prices on the world
market and increases in the oil prices. The deterioration in terms of trade led to an
increasing over-valuation of the Rupee at the prevailing exchange rate. A second
review of the exchange rate policy was made necessary. In 1983 the Rupee was
pegged to a trade-weighted basket of currencies more representative of the Mauri-
tius trade pattern, thus marking the start of a flexible exchange rate policy.

Thus, the 1976-1980 period could be described as a worrisome and destabilisation
phase of the Mauritian economy with all the adverse conditions prevailing then.
This led to the devaluation of the Rupee on two occasions - by 30% in October 1979
and by 20% in September 1981. During the same period the consumer price index
also increased at an annual average of 16%.
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Stabilisation and Structural Adjustment Programmes (SAPs)

The process of a major economic reform was initiated under the twin guidance and
arrangements of the IMF and the World Bank, through the Standby Agreement and
the first Structural Adjustment Loan, respectively. The exercise was one of demand
management and containment of public expenditure and, more specifically, one aimed
at -

 reducing the overall level of public expenditure in order to gradually turn the
deficit in the current budget into a surplus;

« limiting capital expenditure to levels in line with targets set for overall budget
deficit; and

» monitoring public expenditure closely.

The implementation of successive SAPs in the 1979-1983 period was a time of
austerity, especially with the strict control measures imposed by the IMF, including
set targets in terms of an attainable growth rate, an acceptable inflation rate, a mar-
ginal rise in imports and export growth. The restrictive wage policy measure al-
lowed for a wage award of only 3,5% against an inflation rate of 5-6%.

The 1983 SAP was successful in all respects, as the macro-economic indicators
were all favourable. The economy gathered more strength to attain, in 1986, a defi-
cit of 1,3% of GDP compared with 13,9% in 1980; real GDP grew at 8,9% per
annum and inflation was down to 1,8% (Table 3). The external account showed a
surplus at 1,8% of GDP for the first time since 1975. On the whole, therefore, this
achievement was made possible, on the one hand, largely by following the various
guidelines charted out under the agreements, namely (1) maintaining a flexible ex-
change rate policy and a restrictive wage policy; (2) decreasing net domestic credit;
(3) gradually eliminating quantitative restrictions on imports; and (4) decontrolling
prices on a large number of items; and, on the other hand, with the emergence of
certain favourable external conditions.

In 1987 monetary policy also played an important role in the stabilisation process. It
was instrumental in the revival of the economy through a sharp reduction in the rate
of domestic credit - especially to the public sector, and an increase in borrowing by
the private sector for investments - particularly in priority productive sectors. With
respect to domestic credit to the private sector, government managed the banking
system under strict regulation for the mobilisation of financial resources and their
allocation in ways that supported its economic policy. It also checked on sectoral
lending and the distribution of credit, and at the same time controlled lending to
non-priority sectors.

The great moment of relief came when the positive signs of an economic recovery
were in sight. These would be attributable mainly to rising exports, increased earn-
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ings from tourism and declining oil import prices. It is certain that management of
the macro-economic elements and the participation of the nation in a spirit of soli-
darity and understanding, particularly during the austerity period, together with the
consistent policy thrust of the successive governments, have all contributed signifi-
cantly towards the successful recovery of the economy. As far as the prescriptions of
the international institutions were concerned, they, too, have worked. Subsequently,
government’s special efforts to repay part of its loans before maturity contributed
positively towards consolidating the economic performance further, and towards
establishing a good credit rating for the country at an international level.

Trade Policies and Development
Trade for Survival

As an island state with a narrow resource base, the trade pattern of Mauritius is
highly subject to external factors - to the extent that, if our clients and suppliers
overseas sneeze, we are bound to catch the cold. Trade for Mauritius is certainly not
a choice: it is a sine qua non condition for its survival. The country has been de-
pendent on almost 90% imports of practically everything it needed; and the one
major export item which paid for these imports was sugar.

Against the background of uncertainties and other external influences, Mauritius
stood up to the challenge and managed to overcome some of the serious economic
and financial difficulties of the 1970s, which were the combined effects of a number
of external conditions caused by the decline in the terms of trade, coupled with bad
weather.

The macro-economic reform, stabilisation efforts and the diversification programme
of the 1970s to the 1980s contributed immensely towards increasing Mauritius’s
international trade. The net exports of goods and services showed a positive balance
of Rs 1,3 billion in 1986 (6,5% to GDP) as against a negative balance of Rs 0,3
billion in 1982 (-2,8% to GDP). Mauritius is within the range of at least one severe
cyclone every four to five years, which can seriously affect agriculture. This makes it
precarious for the country to honour its sugar quota obligations.

The positive movement in the terms of trade has greatly increased the level of eco-
nomic activities in the country. It may be noted that the terms of trade index (with
1982 = 100) averaged 102 during the period 1968-1972, and rose sharply to an
average of 155 during the period 1973-1975. The deterioration in the terms of trade
during 1976-1982, with an average of 119, was due mainly to falling sugar prices
and partly to rising import prices. With greater access to the European and North
American markets, coupled with the EPZ growth, however, the terms of trade regis-
tered a marked improvement during the period 1983-1990, with an average of 136,
and continued to rise further to reach an average of 160 for the period 1991-1997
(Table 4).
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Trade Policies

The restrictive import policy of the 1970s was designed in the context of stabilisation
and structural adjustment programmes to remove the macro-economic imbalances
caused primarily by an unfavourable balance of trade due to falling exports of agri-
cultural products, deteriorating terms of trade and the currency appreciation. After
economic recovery, followed by the industrial boom years of the late 1980s, govern-
ment’s policy is increasingly geared towards promoting a liberal trading environ-
ment with strong emphasis on export development. Diversification of the economy
in other sectors, including international services, continues to be high on the eco-
nomic agenda.

Sugar production and export date back to more than one-and-a-half centuries. Sugar
exports and earnings derived from them were substantially increased under the Sugar
Protocol Agreement following the signature of the Lomé Convention in 1975. The
trade policy and regime in Mauritius can be summed up as measures -

« consisting of a levy on sugar exports and agricultural diversification;

 giving substantial protection to local firms producing for the domestic market,
and later encouraging them to export; and

 providing strong incentives for exports of manufactured products.

Mauritius produces an annual average of 600 000 metric tonnes of sugar, of which
80% is exported to the European Union under the Sugar Protocol of the Lomé Con-
vention. In addition about 50 000 tonnes of special sugars are also produced. Taking
full advantage of the preferential treatment provided under the Lomé Convention
for the export of sugar and other manufactured goods, is often cited as the basis on
which the economic success of Mauritius has been built. Indeed, the sugar boom of
1973-75 provided an excess of available funds which was subsequently, and perhaps
judiciously, invested by the sugar estates in non-sugar manufacturing units produc-
ing for exports or local markets. In the years that followed, a number of industrial
zones have also been built by the sugar industry to further diversify their economic
activities. Tax raised from sugar exports provided funds to the public sector to put
up infrastructure as well as to support the diversification programme.

It could be argued that the thinking behind the sugar tax was mainly fiscal but it had
one important subsidiary objective: that of promoting agricultural diversification.
The incentives provided under the Agricultural Development Certificate, to pro-
mote agricultural diversification and thereby boost non-sugar crops, were primarily
aimed at promoting self-sufficiency and creating a surplus for exports or, even, to
meet the growing demand from an expanding tourism sector (hotels). Indeed, self-
sufficiency was achieved in the production of maize, potatoes, onions, poultry, pork
and venison.
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The establishment of the import substitution industries did, to some extent, contrib-
ute to reducing the total imports of the country. Incentives provided to these enter-
pri