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' PTA also includes 10 countries in eastern Africa. Namibia became a member in January, 
1993. 

 he SADCC summit meeting in August 1992 decided to form a Southern Africa De- 
velopment Community, SADC. 
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Preface 

As part of its Africa Days in May 1992, Nordiska Afrikainstitutet (The 
Scandinavian Institute of African Studies) organised a seminar on 
Southern Africa After Apartheid. Regional integration and external resour- 
ces. The planning of this seminar has involved close cooperation be- 
tween the Scandinavian Institute of African Studies, Chr. Michelsen 
Institute in Bergen, Norway, and the Centre for Development Re- 
search in Copenhagen, Denmark. 

The main objective of the seminar was to examine some of the is- 
sues related to alternative modes of regional integration and cooper- 
ation and their relevance to Southern Africa after apartheid in a post- 
cold-war world. In this context attention has also been paid to the 
role of external resources, especially development aid. 

To carry out a multi-dimensional analysis, the seminar approached 
the topic from four different perspectives: integration theory, an issue 
oriented approach, an organisational approach and finally from the 
standpoint of external resources. The number of topics that may be 
considered under the heading of an "issue-oriented" approach is 
almost unlimited. All of them cannot be covered during one seminar, 
which means that a number of perspectives relevant to regional devel- 
opment are absent, such as gender, environment, and the role of eco- 
nomic restructuring at the national level. Focusing on certain aspects 
inevitably marginalizes others. 

This volume contains an edited selection of the papers presented 
at the seminar following revision by the authors. Together they pro- 
vide a multi-disciplinary, social science perspective on the issue of 
the development of the post-cold war and post-apartheid Southern 
Africa. It should be seen as a Nordic-Southern Africa contribution to 
the on-going international academic and aid agency discussion on the 
future of the Southern Africa region. 

Special thanks to Gun-Britt Nilsson for her tireless and creative 
editing support and assistance. 

Uppsala, October, 1992 

Bertil Ode'n 





Introduction 

Without integration, Africa will not merely be marginalised, 
it will be trivialised. 
Salim Ahmed Salim, OAU Secretary General, 1992. 

Any research activity on the future of Southern Africa has to be car- 
ried out against the background of the far-reaching political changes 
that are under way in the region and at the level of the world system, 
especially in relation to the on-going process towards non-racialism 
and democracy in South Africa. Consideration will also have to be 
given to the collapse of the communist system in the former Soviet 
Union and the eastern part of Europe and the development towards 
a post-cold-war world order. 

It is clear that the process in South Africa will be difficult and that 
we will probably see a number of temporary set-backs on the way. 
Compromises will be inevitable and the end result is uncertain. It 
might be "an ANC-led government without ANC policy" as one par- 
ticipant at the seminar expressed it. The prevailing impression that 
many in the present South African establishment believe that the on- 
going process will result in "business as usual", but with apartheid 
omitted from the legislative texts, points towards a potentially dan- 
gerous development. The discrepancies between the main actors in 
the South African negotiations are wide. Furthermore a serious back- 
lash, delaying the process by years cannot be ruled out, as the events 
during the middle of 1992 showed. 

Therefore it is important that for as long as a democratic govern- 
ment is not in place in South Africa, external players are careful and 
do not act as if it were. Premature lifting of some sanctions is a case 
in point. This does not imply that analysis of sequences and scena- 
rios is superfluous. On the contrary, the various options for a future 
post-apartheid Southern Africa, their viability and realism have to be 
further analysed. 

In the period between May 1992, when the seminar took place, and 
the publishing of this book, the SADCC Summit Meeting in August 
has agreed to form The Southern African Development Community, 
SADC, which in due time will replace SADCC. Some comments on 
the implications of this are made by Arne Tostensen in chapter 7. 
However, in the wake of ratification and preparation for the various 
activities of SADC, the SADCC activities will continue mainly along 
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established lines. The perspectives and analysis in this book, con- 
cerned with the organisational set-up in the region will therefore still 
be of interest and the functional and theoretical perspectives are as 
relevant for SADC as for SADCC. 

The chapters in this book follow the outline of the original semi- 
nar, which means they are divided into four categories, following the 
perspectives already mentioned; i.e. integration theory, issues, orga- 
nisation and external resource-flows. 

REGIONAL INTEGRATION THEORY-WHAT RELEVANCE FOR 
SOUTHERN AFRICA ? 

Which theoretical framework is most applicable to the Southern 
Africa situation? Two papers presented at the seminar tried to exam- 
ine this central question. 

Tom Ostergaard in his chapter Classical Models of Regional Inte- 
gration: What  Relevance for Southern Africa? carries out a critical review 
of the relevance of the classical models of regional integration to 
South Africa. He identifies and examines the market integration the- 
ory, the development integration model and the neo-functional 
model. His conclusion is that none of these three theories in its pure 
form is suitable for the Southern Africa situation, although elements 
in them might be useful and some eclectic combination might there- 
fore be advisable. As a case he applies the theories to SADCC and 
concludes that SADCC cannot be considered a development integra- 
tion scheme, and thus does not fit into any of the three models. He 
agrees with the suggestion that the SADCC approach should rather 
be characterized as "sectoral programming". 

Experience demonstrates that regional integration is inherently 
complicated. For a number of reasons, it is particularly difficult in 
Southern Africa. As the economies are overwhelmingly geared to sup- 
plying raw materials to overseas markets, the current economic inter- 
action among the countries of the region is limited. Furthermore, the 
countries are generally poor, the economies are stagnant, and class for- 
mation is limited. Finally, many of the countries are undergoing poli- 
tical crises and the states are still preoccupied with nation building. 

0stergaard's conclusion is that Southern Africa needs a less ambi- 
tious model of regional integration. The SADCC experience suggests 
the usefulness of adopting a much narrower scale of operation. The 
choice of activities should be guided primarily by the articulated 
needs from within the countries concerned. It should flow from the . 

bottom and up. 
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In order to put regional cooperation efforts in Southern Africa into 
a comparative perspective, Hans C. Blomqvist et al. examine in their 
chapter Some Experiences from Regional Cooperation between Third World 
Countries the general theoretical and empirical evidence from other 
third world projects on regional economic integration. The potential 
gains from regional integration, specifically in terms of dynamic 
effects, are shown to be considerable from a theoretical point of view. 
Since favourable conditions for successful integration seldom prevail 
in LDCs, however, the integration schemes have generally not lived 
up to expectations. Small domestic markets and a high rate of pro- 
tection against external competition have often encouraged trade 
diversion and limited the scope for expanding production efficient- 
ly. The problems of ensuring an equitable distribution of benefits bet- 
ween member countries have also complicated the integration pro- 
cess. Therefore it might be preferable for the LDCs to pursue cooper- 
ation gradually by means of e.g. partial sectoral integration and joint 
actions in international negotiations. 

The three regional integration and cooperation schemes from other 
parts of the third world studied in the paper are: The Association of 
Southeast Asian Nations (ASEAN), the Central American Common 
Market (CACM), and the Latin American Free Trade Association 
(LAFTA). 

In the discussion it was argued that the focus on the lack of 
markets might turn the discussion in a misleading direction as it 
shifts the focus from supply side issues. For good products, the 
market is there and the domestic market does not have to be very 
large. (Hongkong exports more than Sub-Saharan Africa together.) 
This means that the integration aim of forming large markets is 
dubious. 

Accordingly both these initial chapters-from slightly different 
perspectives-conclude that from an integration theory point of view, 
Southern Africa might not derive any important benefits from the 
ambitious economic integration schemes, but may instead gain from 
less ambitious cooperation in specific areas. Blomqvist et al. even sug- 
gest that a general free trade strategy is preferable to any regional 
market model. 

In any case, the theoretically oriented discussions show the com- 
plexity of economic regional integration. Market integration is defi- 
nitively not sufficient on its own and the authors point to the high 
risk of polarization in a case where South Africa plays such a domi- 
nant part. 

On the other hand, the theoretical conclusions disregard the fact 
that Southern Africa is for historical reasons already partially inte- 
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grated in a number of important areas, including trade and labour. 
The practical task ahead is therefore how to adjust the present inte- 
gration pattern, given the new global and regional circumstances. 

ISSUE-ORIENTED PERSPECTIVES 

A number of specific issues related to the post-apartheid region were 
discussed. One special category was the South African perspective 
which, due to its predominant role, will strongly influence regional 
development. Another dimension covered was the regional security 
issue, especially possible post-apartheid conflicts and measures to 
resolve them. The scope for financial and monetary cooperation was 
a third; and the efficiency of the regional transport network a fourth. 

In his chapter Emerging South African Perspectives on Regional 
Cooperation and Integration after Apartheid Robert Davies argues that 
the question of post-apartheid regional cooperation and integration 
has to be seen against the background of a structural crisis in the pat- 
tern of regional interaction established during the apartheid era and 
of a counter tendency arising from the lowering of political barriers 
to South Africa's re-engagement with the region. 

According to Davies, all major forces in South Africa now appear 
to agree that the post-apartheid period should see some form of clos- 
er regional cooperation and economic integration between all the 
countries of Southern Africa, including South Africa. However, the 
perceptions of regarding which mode of cooperation should be fol- 
lowed differ widely. 

The present minority government and much of the corporate sec- 
tor-the orthodox perspective-seem to view future cooperation as 
little more than a return to a somewhat modified version of the old 
(i.e. pre 1970s) "normality". In the short run this would boost South 
African trade and possibly allow for unhampered capital movement. 
The role of South Africa as the "natural gateway" to the whole region 
for overseas trade and investment is also put forward. 

The main alternative perspective emerging within the democratic 
movement in South Africa is based on the view that regional trade 
and other economic relations need to be restructured as an integral 
part of a process of transforming the existing growth path. This is not 
just a matter of equity. This means that regional cooperation forms 
an important part in a project to change the present South African 
production structure in order to reduce its present dependence on 
exports of primary products. 

Davies thus envisages a mutually beneficial, negotiated restructu- 
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ring of regional economic relations, centring around a trade-off 
whereby South Africa gains greater access to regional markets and 
inputs in return for an agreement to cooperate with the rest of the 
region in restructuring key sectoral relationships. 

As 0stergaard also points out, this alternative scenario is close to 
the development integration model, which requires governmental 
commitment and societies where decisions at the top can trickle down 
to the players who should implement what is negotiated. Although 
this might not be the case in Southern Africa, as the present trend 
towards bilateral deals based on the extension of existing relations 
signals, it still might be the policy that internal players in the region 
as well as external ones could try to develop. 

Some issues that did not clearly emerge in Davies' paper, were 
raised during the discussion, e.g. the alliances that could be built to 
support the alternative or "qualitative" scenario that the author pref- 
ers. Concern was also raised that they would be weak compared to 
the interests vested in the "quantitative" one. The geographical area 
for regional cooperation might also differ between various functions, 
such as water, electricity grid, transport and labour. A crucial issue 
would be the willingness and capacity of the governments in the 
region to put serious efforts into the "qualitative change scenario". If 
this political will is lacking, what moves should then be taken by 
those interested in that scenario? 

The security and conflict resolution perspectives are discussed in 
the chapter Towards Enhanced Regional Security in Soufhern Africa? by 
Thomas Ohlson and Stephen J. Stedman. They identify four post- 
apartheid conflict issues at the level of individual state, namely those 
related to war termination and reconciliation, to inequitable distri- 
bution of resources, to monopoly of political power by a dominant 
party and to identity due to ethnicity. At the regional level, three secu- 
rity complex dimensions are emphasised; domestic consolidation, 
regional patterns of amity and enmity between states and the une- 
qual distribution of economic resources and power. 

Five scenarios for future security in Southern Africa are presented, 
in descending order of insecurity; Annihilation, Immature Anarchy, 
Hegemony, Security Regime and Security Community. 

Ohlson and Stedman argue that what they call the Hegemony sce- 
nario, which is similar to a security version of Davies' "quantitative 
scenario", is the most likely. The authors then discuss the prerequi- 
sites and measures that are essential in order to move towards sce- 
narios on their list which are more secure than the Hegemony one. 
They suggest a normative three-step solution to enhance security, sta- 
bility and socio-economic development in Southern Africa: 
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1. Top priority must be placed on ending armed conflicts and help- 
ing to insure against their recurrence. 

2. Domestic consolidation must be attained through the development 
of both capable states and vibrant civil societies. 

3. Balanced regional cooperation in matters of socio-economic devel- 
opment and security must be expanded and institutionalised. 

Ohlson and Stedman also point to the risk of the region slipping into 
still worse scenarios than the Hegemonic one. Some states might not 
be able to cope with internal conflicts. The challenge of marrying 
weak or nonexistent norms, value systems and expectations to capa- 
bilities via organizations and institutions is indeed a formidable one. 
The need to put internal (national) houses in order is crucial. If for- 
mal regional integration takes places before integration at the natio- 
nal level, this will only serve to perpetuate South African domination 
and lead to a volatile and highly unstable situation. 

This discussion from a security point of view is compatible with 
the mainly economic/political one used by Robert Davies, 

In their chapter on Post-apartheid regional financial and monetary coop- 
eration Charles Harvey and Derek Hudson discuss possible modes of 
monetary arrangements, based on an analysis of recent developments 
of exchange rates and trade. The least formalised of the arrangements 
would be a continuation of the present system where most countries 
in the region maintain roughly real exchange rates against the South 
African rand, although with periodic fluctuations, and no form of 
consultation. The exemption is the cooperation between South Africa, 
Lesotho and Swaziland in the Common Monetary Area, CMA. 
Various alternatives are presented; some form of regular consultation 
on exchange rate policy; a more formalised mechanism which obliges 
members to maintain their currencies within narrow bands; and to 
peg to some non-regional currency or currency basket, which would 
be the strictest one. 

The conclusion of the authors in this crucial but often overlooked 
field is that a more formal exchange rate mechanism for the coun- 
tries of Southern Africa is a long way off, notwithstanding the en- 
thusiasm of the Council of Ministers of the PTA and their SADCC 
counterpart. It would require the pre-existence of, among other 
things, an expectation of stable exchange rates within the group of 
countries concerned which requires low and stable rates of inflation; 
the actual setting of exchange rates more or less market determined; 
no exchange controls on current account transactions; sufficient liq- 
uid assets to be able to intervene; and greater macroeconomic policy 
coordination in general. None of these prerequisites can be foreseen, 
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even in the medium term perspective. 
The issue of development finance institutions for the region is also 

briefly discussed by Harvey and Hudson. From various quarters, it 
has been suggested that the Development Bank of Southern Africa, 
DBSA, could develop into a regional development bank. Its trans- 
formation would however imply the solution of a number of issues. 
The political question of membership of the so called independent 
bantustans, might be resolved if they were reincorporated into the 
new democratic South Africa. However, the bank is presently needed 
and organised for domestic development lending in South Africa. 

The alternative to developing the DBSA would be a new develop- 
ment bank, but it could also be argued that development lending to 
the region could be channelled through the African Development 
Bank. 

Oliver Saasa discusses The Effecfiveness of Regional Transport Network 
in the SADCC Region the post-apartheid regional transport network 
against its historical background. He concludes that the SADCC links 
will have difficulties to compete with those of South Africa. He espe- 
cially singles out the Tazara-Dar es Salaam route as a problem due to 
its low reliability, technical and managerial problems and the chang- 
ed transport policy of the new Zambian government, supporting the 
southward routes. He also points out that part of Zambia's copper 
exports since 1991 use road/rail transport through Namibia and the 
harbour at Walvis Bay. 

For the customers, issues such as cost-effectiveness, security of 
cargo and reliability of routes are crucial. Port-related elements 
explain most of the difference in user preferences; both the direct costs 
due to the tariff rate structure and the discounts that South African 
port authorities give their customers, as well as the level and quali- 
ty of service. Software and management support will be needed in 
order to improve the competetiveness of the present SADCC routes. 
Regarding physical investments, the regional intra-transport network 
will require a higher priority. 

ORGANISATION-ORIENTED ISSUES 

The perspectives and roles of the three main regional organisations, 
SADCC, SACU and PTA, are analysed in the four subsequent chap- 
ters. Since the seminar, the SADCC summit meeting in August 1992 
has decided to develop SADCC into the Southern African Development 
Community, SADC. The Treaty of the new organisation will come into 
force when it is ratified by seven of the ten SADCC members. 
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Consequently SADCC institutions will continue to exist during an 
intermediate period. 

The new organisation is commented upon by Arne Tostensen in his 
What Role for SADCC in the Post-Apartheid Era? His chapter discusses 
some of the determinants of regional development and the relation- 
ship between the functions of regional cooperation and the institu- 
tional arrangements. He also analyses SADCC's own responses to the 
new challenges and the issue of rationalising the existing regional 
arrangements such as SADCC, PTA, SACU and CMA. The conclud- 
ing sections focus on the inherent tensions within regional integra- 
tion between sub-national, national and supra-national levels and the 
problem of existing regional imbalances and disparities. 

Tostensen suggests that SADCC has not so far analysed the new 
challenges sufficiently, especially the implications of possible South 
African membership. The SADC Treaty, which makes the organisa- 
tion a legal entity eligible to negotiate and sign agreements is, accord- 
ing to Tostensen, characterized by its compromises. The degree of 
increasing power for the secretariat and the other SADCC structures 
ultimately depends on the political will of the member states. 
Tostensen fears that this will is weak, something which is symbolised 
by the trend towards bilateralisation of the region. However, this may 
be a difficult obstacle for future increased regional integration with 
SADC or any other organisation as an instrument. A new South 
African government, regardless of the relative strength of the ANC, 
will be heavily constrained in its efforts to implement a solidarity- 
style regional policy. Tostensen argues that short-term national inter- 
ests will prevail in the post-apartheid regional real-politik. 

Tostensen also argues, that with the increased convergence of is- 
sues upon which SADC(C) and PTA are embarking, it is absolutely 
necessary to focus on a rationalisation of the institutions. This is an 
issue for the member states. However, according to Tostensen, initi- 
atives in this field will be supported by the donor community, and 
passivity will make them more reluctant. 

Tostensen also comes close to the perspective of Davies' in the 
emphasis which he gives to the need to redress regional disparities. 
This argument applies a forfiori to a situation in which South Africa 
becomes a legitimate player. Two sorts of justification are relevant. 
First, the normative, to pursue equity and a fair distribution of costs 
and benefits. Second, equity issues are the core of the regional proj- 
ect. 

In the following chapter, SADCC; Future Challenges, Emang 
Mothlabane Maphanyane from the SADCC Secretariat answers some 
of the criticism from different quarters felt by the organisation. The 
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outcome is a more positive attitude towards the preparedness of 
SADCC to deal with the post-apartheid situation. After a brief sum- 
mary of the SADCC 1992 theme document on regional integration, 
Maphanyane emphasizes three prerequisites for successful regional 
integration. Firstly the availability of trained and technically compe- 
tent personnel is related to the need to build confidence among the 
people of the region in order to get rid of the over-reliance on out- 
side experts. Secondly the success of regional integration depends on 
being able to go beyond governments in order to address the per- 
ceived interest of the majority of the people in the region. The third 
challenge is to mobilise increased regional resources for the imple- 
mentation of the programmes from its present share of around 10 per 
cent, in order to reduce the dependence on external resources. It could 
be added as a comment that none of these prerequisites are easily 
achieved. Moreover, there are no hints as to how the challenges 
should be tackled. 

Jan Isaksen discusses Prospects for SACU after Apartheid. As back- 
ground, he describes the existing SACU-agreement, the South Africa 
and the BLSN countries in relation to the agreement. He also exam- 
ines the experiences of changes to the agreement that have taken 
place, especially during the 1980's. When SACU is discussed, the 
focus is normally on the trade and revenue sharing arrangements. 
Isaksen points out that there are other important dimensions of the 
agreement, such as transport clauses, the Customs Commission and 
subcommittees, which have provided the smaller countries with 
opportunities to discuss such matters with South Africa. 

Isaksen shows the varied and rather shifting opinions on the role 
of SACU after apartheid. He suggests that new arrangements to pro- 
vide fair competition between companies in the smaller states and 
South Africa will be required. At the same time, a number of chang- 
es of SACU can be envisaged, although it is impossible to predict their 
exact form. Isaksen sketches a "minimum" and a "maximum" chan- 
ge. The former would be a transformation of SACU to become a true 
international organisation which is not part of the administration of 
any of the members and/or changes to the compensation mechan- 
ism. 

At the maximum end, the two main options could be called "widen- 
ing" and "deepening" of SACU. The first option would draw one or 
more of the other SADCC states into SACU. Isaksen quotes rumours 
that Mozambique, Malawi and Zambia have informally expressed an 
interest in becoming members. This has to be linked to changed rules 
for compensation and also implies greater influence for other mem- 
bers than South Africa also in decisions on customs duties. For South 



20 Bertil Ode'n 

Africa the "domestic market" in terms of numbers of people would 
be almost doubled, although at present the average purchasing power 
is extremely low. 

A widening of SADCC would have its repercussions on other re- 
gional groupings. PTA would face a de facto break up and would the- 
refore probably resist the idea. SADCC in its present form would not 
necessarily have the same problem, but with higher integration aims, 
this might well be the case. 

The deepening scenario would transform the customs union into 
an economic union including the free movement of not only goods, 
but also capital and labour. This implies using SACU to settle diffi- 
cult migration issues. A free labour market would be to the benefit 
of the BLSN states, particularly Lesotho. This option would imply 
that SACU could be treated as one unit within both SADCC and PTA. 

Arve Ofstad discusses Will PTA be relevant in the Post-apartheid Era? 
He starts with a short description of the PTA organisation and 
achievements so far and continues with some of the current problems 
of cooperation; mainly the lack of complementarities, high costs and 
relative prices, transport costs and inadequate transport, established 
interests and trading patterns, including dependency on donor poli- 
cies (ODA finances over 50 per cent of all imports in at least 11 of the 
18 PTA countries), finance and payments restrictions, uncertainties, 
and non-tariff barriers. The result is a low and declining official intra- 
trade share of the total trade of the PTA countries. It should, how- 
ever, be noted that there are significant unofficial trade flows between 
some of the member states. 

Ofstad examines whether South African trade with the PTA will 
benefit from PTA membership and discusses the trade implications 
for the PTA countries. His conclusion in brief is that the main factor 
that would improve South African trade with the rest of Africa is the 
lifting of sanctions; that the main markets for South African manu- 
facturing exports have been SACU and Zimbabwe where South Africa 
already has preferential treatment; and that therefore there would be 
some, but probably modest, benefits of PTA membership. The main 
regional exporters among the PTA states are Kenya and Zimbabwe, 
which together export 70 per cent of all intra-PTA-exports. Their posi- 
tion will be changed since they will have to compete to a much larg- 
er extent with South African goods if that country should become a 
member of the PTA. 

Another point raised by Ofstad is that while South Africa stands 
to gain from preferential trade arrangements, it still might be ques- 
tioned whether PTA is the most useful framework for such arrange- 
ments. Kenya is the only non-SADCC country which is of much 



potential interest for South African exports. For Zimbabwe, the bene- 
fits of South African membership seem particularly problematic. 

Can the very ambitious PTA plans in areas outside those related to 
trade be considered viable or just pipe-dreams? Would South African 
companies not benefit more from selective bilateral agreements with 
the few PTA countries of significant interest? Where will SADCC 
cooperation turn? Ofstad's only clear conclusion is that the issue is 
complex. 

THE ROLE OF EXTERNAL RESOURCES 

In his chapter on Factors Affecting Flows of External Capital to Post- 
apartheid Southern Africa Bertil Od6n begins with a background dis- 
cussion of the external capital flows during the 1980s under the hea- 
dings of direct investments, non-concessional loans and development 
assistance. After discussing the various factors affecting these and 
with an assumed "main-stream scenario" for the development in 
South Africa, his conclusions may be summarized as follows: 

1. The disintegration of the Soviet Union and the collapse of the so- 
cialist system in Eastern Europe will on the whole reduce the po- 
litical and economic interest in Southern Africa of OECD coun- 
tries. However, two outside regions-Eastern Europe and South 
East Asia-will probably increase their interest in South Africa. 

2. A short-term factor reducing OECD interest is the low economic 
growth in the industrialised countries, which lowers the demand 
for minerals and other raw materials. More serious are the tech- 
nological innovations that will in the long-run also reduce the 
demand for minerals and metals. 

The changes in South Africa also alter the context for regional cooper- 
ation in Southern Africa. Some of the trends evident in mid-1992 indi- 
cate inter alia the following developments due to regional and nation- 
al factors: 

1. In spite of the lifting of international sanctions both international 
and domestic companies will be reluctant to make major new 
investments in South Africa. 

2. There is a great interest in developing further trade relations with 
South Africa from all quarters. 

3. A gradually increasing inflow of loans can be expected from 
international capital markets to private and government borrowers 
in South Africa. 
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4. Significant South African borrowing from IFIs, mainly the World 
Bank and the ADB, provided the new government is prepared to 
follow IMF and World Bank conditions, and a certain inflow of 
ODA, mainly to support social sectors and activities to reduce the 
discriminating effects of the apartheid system. 

5. Selective investments in SADCC countries by South Africa-based 
companies and farmers. 

6. A reduced volume of ODA to the present SADCC region, and a 
continued lack of interest by OECD countries in direct investments 
and loans to the SADCC countries, with the possible exception of 
Angola, provided peace finally is reached. 

For all categories of external capital discussed here, it can be as- 
sumed that successful regional integration will increase the external 
interest in Southern Africa. 

In his chapter Swedish Aid Priorities for Regional Development in South- 
ern Africa Jan Cedergren provides the perspective of an aid operator 
and adds further features to the recent changes on the regional scene. 

According to Cedergren the new situation still justifies high aid 
volumes. The criteria for providing aid will however change in the 
new situation as it emerges. He suggests that political anti-apartheid 
criteria will be replaced by traditional aid criteria and conditionali- 
ties, which will affect the direction of aid. Moreover there are major 
reviews going on regarding many of the donor aid programmes to 
Southern Africa. There is continuous scope for bilateral aid to the 
weaker states in the region for donors who wish to support a more 
balanced regional development. 

From this analytical perspective Cedergren presents a number of 
recommendations regarding future Swedish development aid e.g.: 

1. Continued support should be given to assist poor countries to "put 
their house in order". 

2. A special case can be made for substantial aid to resettlement, res- 
tructuring and rehabilitation in Angola and Mozambique, provided 
the process towards peace in these two countries is successful. 

3. The special situation of South Africa ought to be a sufficient justi- 
fication for aid in spite of the high GDP/capita. Two aid priori- 
ties should be kept in mind: support should be given in all possi- 
ble terms to the fragile, emerging democracy and its institutions 
as well as to the acceleration of poverty alleviation. 

4. SADCC's Programme of Action should receive continued support, 
with the emphasis shifting from project investment to manage- 
ment, maintenance, training and effective planning. 
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5. To promote a more balanced regional development and apply re- 
gional criteria in the appraisal of bilateral aid projects/programmes. 

Finally Ake Magnusson in his chapter Swedish Trade and Investment 
Links with Southern Africa presents the trade and investment per- 
spective of the Swedish private sector on the region. He begins with 
an overview of developments during the 1980s, sanctions introduced 
against South Africa, the slow economic growth in that country, eco- 
nomic crisis in most SADCC countries, which even without crises are 
minor markets for Swedish companies. 

According to Magnusson, the volume and pattern of Swedish trade 
and investment links to Southern Africa in the future will be decided 
by a mix of factors: the actual rather than the stated intentions of eco- 
nomic policy and performance as well as the degree of political sta- 
bility. 

As the result of the last 15 years, the platform for Swedish business 
in Southern Africa is in bad shape. It is concentrated in one sector, 
mining equipment, which means a high dependency on the devel- 
opment of that sector in the region. Confidence in the investment cli- 
mate is low and has to be improved by clear policy signals from 
governments. Political stability is uncertain in several countries. All 
these factors reduce the interest of Swedish companies in taking risks 
in Southern Africa. 

The last 15 years have also reduced the competitiveness of Swedish 
companies in the South African market, and increased the strength 
of their South Africa-based competitors. Development in South Africa 
will be decisive for the interest of Swedish companies in the whole 
region, especially because they look upon South Africa as the gate- 
way to the region. In this respect, Swedish business thus has the same 
perspective as their South African competitors and the present white 
establishment (c.f. Robert Davies' chapter). 

After this "buffet menu" presenting the content of the book, let us 
proceed to the "full dishes" in the following chapters. 
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1. Classical Models of Regional 
Integration-what ~elevance for 
Southern Africa? 
Tom 0stergaard 

The subject of economic integration in Africa is like a myth that won't 
die. Despite three decades of disappointing progress, African leaders 
continue to propagate the view that economic integration is an impor- 
tant device for fostering development. 

With a few exceptions, all the major efforts of regional economic 
integration in Africa are inspired by the market integration model.' 
This is somewhat paradoxical given the vast literature suggesting the 
inapplicability of this European-derived model in the African setting. 

Why, then, do so many African states pursue market integration? 
What are the expected advantages of regional integration? 

The various models of regional integration are based on different 
motivations and perceptions of potential benefits. Not surprisingly, 
the common point of departure is the enlargement of space, from 
separatd national territories to wider regional areas. In particular, 
emphasis has been placed on the expected advantages of creating a 
larger economic market. The earliest school of regional integration, 
the customs unions theory, emphasizes the gains from competition 
likely to result from creation of regional markets (Mikesell, 1963). 
Subsequently, development integration theories have focused less on 
the anticipated efficiency improvements from increased competition. 
Instead, they highlight the gains which may be derived from econo- 
mies of scale in a regional setting (Hazlewood, 1967). During the 
1960s, economic development was almost synonymous with indus- 
trialisation and the preferred strategy was import substitution indus- 
trialisation. Today, the debate is moving beyond the dichotomy be- 
tween import substitution based and export oriented industrialisa- 
tion, the former strategy is seen as an important step in the devel- 
opment of the latter, provided that it is properly regulated. It might 
also be argued that local industries based on the regional market pro- 
bably stand a better change in the extra-regional export markets. 
Nevertheless, in most countries the import substitution strategy soon 
stranded because of insufficient domestic demand. Further industri- 
al growth could be by-passed if the market was enlarged via regio- 
nal integration (Tussie, 1982). 
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The creation of a wider market area is a positive motivation for 
integration. The corollary of this argument-discrimination against 
countries outside the regional scheme-may be seen as a negative 
reason for integration. The latter dimension is often more important 
than the former. 

Trends in the international economy also act as a rationale for the 
formation of regional groupings. The creation of the European Eco- 
nomic Community presumably had an influence on the newly inde- 
pendent states of Africa. Olatunde Ojo (1985:142) states that it was 
argued that if countries like France and West Germany felt the need 
for regional integration, the need would be even greater for far small- 
er and underdeveloped countries. We may regard this as a positive 
demonstration effect of the EC. African states, however, have also 
acted in a manner akin to self-defence vis-a-vis the EC. Richard 
Pomfret (1986:112) argues that the EC has a primary responsibility for 
the proliferation of preferential trading arrangements among the 
developing countries because of its discriminatory trading arrange- 
ments with almost every country in the world. The following state- 
ment of the secretary general of the Preferential Trading Area for 
Eastern and Southern Africa (PTA) supports this argument: "In view 
of the economic integration process which is now taking place world- 
wide, it will be impossible for the small PTA states or African states 
to survive as independent political and economic units if they act 
individually" (cited in Martin, 1989:169). We may regard this self- 
defence reaction on the part of African states as a negative demon- 
stration effect of the EC. 

The concept of pan-Africanism has also been an important factor 
behind the formation of regional integration schemes in Africa. In the 
early 1 9 6 0 ~ ~  president Kwame Nkrumah wanted to institutionalize 
pan-Africanism by creating a "Continental Union Government", i.e. 
political integration before economic integration (Ojo, 1985). Whether 
they realized that everything else would not follow once the "politi- 
cal kingdom" had been attained, Nigeria wanted it the other way 
around. In any event pan-Africanism remains a powerful force, not 
least because of its emotional appeal among the African populace. 

Finally, regional schemes are often formed in response to a com- 
mon external enemy or threat (Etzioni, 1965). This was an important 
factor behind the Association of Southeast Asian Nations. The ASEAN 
was conceived as a mechanism for dialogue and negotiation to main- 
tain regional stability in the face of the war in Vietnam (Buszynski, 
1987). The perceived Soviet threat also had an influence in the for- 
mation of the EC. And in Southern Africa the apartheid regime in 
South Africa has been a decisive motive for regional integration. 
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This chapter focuses on the Southern African Development Coordi- 
nation Conference. SADCC is one of those rare cases usually portray- 
ed as a success story by international donors and the mass media. With 
a few exceptions, the scholarly literature has generally contributed to 
the praise of SADCC. In order to provide a basis on which to analyze 
SADCC, the bulk of the chapter discusses some of the major theoreti- 
cal models of economic integration. The subsequent analysis demon- 
strates that SADCC does not fit into any of the models of regional inte- 
gration. Moreover, it concludes that SADCC has not been as success- 
ful as it is often claimed. It is hoped that the entire exercise will provide 
general insights on regional integration in the post-apartheid era. 

CLASSICAL MODELS OF REGIONAL INTEGRATION 

While in practice some overlap often occurs between the different 
models, a division into three categories facilitates theoretical discus- 
sion. We shall discuss regional integration theory under the following 
headings: market integration, development integration and neo-func- 
tional integration. 

Market integration 

Initially the market integration theory2 was referred to as "customs un- 
ions" theory. However, as that term applies to only one of the stages 
in the envisaged evolution from a free trade area to an economic union, 
it is more appropriate to speak of "market integration" because it more 
adequately captures this body of theories. Nevertheless, in keeping 
with the terminology of early market integration theorists, the term 
customs unions will be used when referring to the early literature. 

Viner (1950) is recognized as the father of the customs unions the- 
ory. Before he put it in print, however, customs unions theory had a 
place in the oral tradition. Lipsey (1960:497) summarizes the pre- 
Vinerian reasoning as follows: "Free trade maximizes world welfare; 
a customs union reduces tariffs and is therefore a movement towards 
free trade; a customs union will, therefore, increase world welfare 
even if it does not lead to a world-welfare maximum." Viner showed 
this argument to be incorrect. 

The model 
Following Viner, the criterion of gain is whether a customs union on 
balance is "trade creating" or "trade diverting". Both result from 
removal of trade barriers between members of a union and-a cause 
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of some confusion-bofh increase trade within the union. The two 
terms, however, refer to respectively gain and loss effects. "Trade cre- 
ation" results from replacement of high cost domestic production by 
lower cost production from another member. This entails an econom- 
ic expansion of one member country's (the lower cost) industry at the 
expense of another's (the higher cost) industry. "Trade diversion", on 
the other hand, represents a reduction in external trade resulting from 
diversion of one member country's demand from the rest of the world 
(assumed to be a lower cost producer) to a higher cost producer wit- 
hin the union. This entails an uneconomic diversion of output from 
the lowest cost producer outside the union to a member country's 
higher cost producer. 

Balassa (1961) identified five levels at which discrimination (trade 
barriers) may be removed and, by implication, the ideal-types of mar- 
ket integration mentioned above. The integration process is antici- 
pated to be linear from a free trade area to a political union; the mar- 
ket forces unleashed at one level will have a spill-over effect to the 
next level, so that its implementation becomes an economic necessi- 
ty. At the lowest level there is a "free trade area" in which tariffs and 
quotas are eliminated among member states. A "customs union" goes 
a stage further. In addition to the elimination of internal tariffs and 
quotas, a customs union erects a common external tariff. The next 
level is a "common market" which combines the features of the cus- 
toms union with the elimination of barriers against the free move- 
ment of labour and capital. One step further is an "economic union 
or community". Beyond the features of a common market, an eco- 
nomic union harmonizes economic policies among its members and 
sometimes adopts a common currency. The highest level of integra- 
tion is political union such as in, for example, the United States of 
America. 

The market integration theory has been widely criticized, both in 
regard to the inner logic of the theory itself and, in particular, in regard 
to its relevance for regional integration schemes in the Third World. 

Problems of the model 
Traditional customs unions theory suffers from a major logical diffi- 
culty. If the possibility is ruled out that integration may produce 
favourable changes in the terms-of-trade with the outside world, 
then, as Harry Johnson (1965:280) has argued, "These arguments 
(however) are equally arguments for unilateral tariff elimination, 
which would have the advantage of entailing no losses from trade 
diversion." The traditional theory does not adequately deal with these 
questions. In discussing these problems, Robson (1968:37) concludes 
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that "the basic arguments do not provide a rationale for the forma- 
tion of regional customs unions .... Arguments for regional economic 
groupings must therefore rest on a framework of analysis which ei- 
ther provides a rationale for protection as an aim of policy, or accepts 
it." Robson's thesis about protection leads the discussion on to anoth- 
er theoretical model: development integrat i~n.~ 

The above criticism of the customs unions theory, however, needs 
a bit of qualification. A substantial part of the debate about customs 
unions took place between proponents of global free trade as the 
immediate objective, and those who saw customs unions as a step 
towards this. Those in favour of customs unions argued that while a 
customs union would interfere with the trade flows of the member 
states, it would also result in increased dynamism within the union. 
Eventually, they argued, this would lead to greater trade with the rest 
of the world and a reduction of the common external trade barriers. 
They also stressed that the starting point in most cases was not a free 
trade situation, but one of widespread protectionism among the par- 
ticipating states. A customs union would at least start the process 
towards free trade by reducing protection among the member states. 
The criticism referred to above seem to have addressed an ideal situ- 
ation. With the benefit of hindsight, the European situation has re- 
vealed that the two perspectives are not necessarily in absolute op- 
position to one another. 

The usefulness of the customs unions theory has also been ques- 
tioned on the grounds of its assumptions. Robson (1968:27) points out 
that in its simplest form, the theory makes the same basic assump- 
tions as the static theory of comparative advantage. It thus deals with 
a situation in which: 

- Inputs of factors of production, the state of technical knowledge, 
tastes and forms of economic organization are all treated as con- 
stant or autonomous variables. 

- Trade within each country is assumed to be perfectly competitive. 
- Full employment is implied. 
- Problems of adjustment in connection with the formation of a cus- 

toms union are disregarded. 

These assumptions are a far cry from reality. They do not apply in the 
advanced market economies, on the basis of which the theory was 
developed, and they apply even less in the underdeveloped econo- 
mies of Africa. The assumptions were actually questioned at an early 
stage by one of the pioneers of the customs unions theory, Lipsey 
(1960:501), who stated that "Viner's implicit assumption that com- 
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modities are consumed in fixed proportions independent of the struc- 
ture of relative prices is indeed a very special one. A customs union 
necessarily changes relative prices and, in general, we should expect 
this to lead to some substitution between commodities." It would not 
be difficult to find dozens of examples to illustrate the inapplicabili- 
ty of the above assumptions. 

Robson (1968:40) raises another criticism against the customs un- 
ions theory. He argues that the theory needs qualification because it 
takes no account of the way in which potential benefits from inte- 
gration may be distributed. While it is correct that the theory does 
not explicitly address this issue, it is implied that every member will 
gain on the basis of their comparative advantage and that all will be 
better off with the union than without it. All experience shows, how- 
ever, that this is not a viable manner in which to distribute benefits 
from market integration. Where disparities exist among members of 
an integration scheme, the "spread" effects of increased economic 
activity will be less important to the poorer areas than the "back- 
wash" effect of the attraction of resources from the poorer to the richer 
areas (Myrdal, 1957). 

Irrespective of the type of integration scheme, each member state 
carefully assesses its participation in terms of the benefits which 
accrue to it. Factors such as nationalism, the nature of the leadership, 
and the role of interest groups will directly affect the cooperation of 
governments on a regional level. These are completely overlooked in 
the traditional customs unions theory. The relationship between the 
objectives agreed upon at the regional level, and the commitment and 
capability to implement such decisions at the national level repre- 
sents, in my view, the most crucial variable in any regional integra- 
tion scheme. 

Given the difficulties internal to the theory of customs unions, it is 
not surprising that scholars have warned against its relevance for 
regional integration schemes in the Third World. As already indicat- 
ed, the paradox lies in the many practical attempts at implementing 
market integration in the Third World. 

As already mentioned the static assumptions, on which the tradi- 
tional theory of customs unions is based, are irrelevant in the Third 
World. The reader need only glance at the assumptions outlined 
above in order to agree with my assertion. Let us take the criticism 
beyond the assault on the inadequate assumptions. 

In their seminal article, "Toward a general theory of customs un- 
ions for developing countries", Cooper and Massell (1965:475) con- 
cluded that the potential gain from a customs union would be larger 
if neither country dominated the other in industrial production. In 
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other words no country would have a comparative advantage in all 
or most industries. Throughout the Third World, however, one or a 
few of the members of a regional scheme have dominated the other 
members. This was certainly the case in the now defunct East African 
Community, the Federation of Rhodesia and Nyasaland, the Southern 
African Customs Union, and the Andean Pact, to name but a few. In 
every case the "backwash" effect mentioned above concentrated 
benefits in the most industrialized member countries, simultaneous- 
ly creating "poles of stagnation" in the less developed partner states. 

John Ravenhill (1980:46) makes a central observation in regard to 
the relevance of customs unions theory in the Third World: "Benefits 
from the creation of free trade areas arise only when tariffs have been 
a major impediment to inter-territorial trade. Among most LDCs, and 
in Africa in particular, this is rarely the case. The problem is not so 
much a matter of tariff barriers but of the inability of states to pro- 
duce the goods which satisfy the import needs of their neighbours." 
While this quotation refers to free trade areas and not customs un- 
ions, it is not beside the point. An intra-regional free trade area is part 
and parcel of a customs union, and the envisaged dynamism of a cus- 
toms union derives both from the freeing of internal trade and the 
common external protection. 

Moreover, as Robson (1968:32-33) has pointed out, the effects of a 
customs union will also depend on the sensitiveness of the trade pat- 
tern to tariff changes and the extent of differences in relative prices 
at which protected products are produced. Third World countries 
tend to have large external trade and very little trade between each 
other. Despite a decade's efforts to expand intra-regional trade, 
ECOWAS, SADCC and PTA member states continue to conduct only 
4-7 per cent of their total trade with fellow member states. Further- 
more, the bulk of Third World exports are primary products not gen- 
erally produced under protection and the majority of imports are 
intermediate and capital goods not produced locally. Apart from pro- 
tected industrial production, which in the Third World is relatively 
small, customs unions are therefore unlikely to bring immediate gains 
in the Third World. 

Development integration 

The development integration model was gradually developed in 
response to the shortcomings of traditional customs unions theory. 
Whether or not it is fair to claim that it represents a separate theory, 
the development integration model encompasses various ways in 
which economic integration may be implemented more in tune with 
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the peculiarities obtaining in the Third World: That are different eco- 
nomic size and political systems of member countries, and different 
levels of industrialization. 

The experience of the East African Community (1967-1977) provid- 
ed one concrete impetus for the shift of attention among scholars 
away from customs unions theory to development integration. This 
demonstrated that while trade diversion did occur, higher growth and 
development also took place than would otherwise have been the case 
(Ojo, 1985). Following this line of reasoning, theorists such as Nurkse, 
Myrdal, Prebish and Seers argued that there was a need to consider 
changes other than purely marginal ones operating within the exist- 
ing structure; the problem is one of fostering structural transforma- 
tion of the economies (Robson, 1968). This view is what Robson calls 
the "dynamic" approach, which, on closer examination, looks simi- 
lar to the development integration model. 

In essence, the development integration model does not focus on 
efficiency maximization of existing capacity. Instead, since most Third 
World countries have little productive capacity to start with, it focus- 
es on how to stimulate the creation of that productive capacity in 
the first place. Hence, the development integration model links the 
theory of integration with the theory of development. Due to the 
emphasis on impediments embedded in Third World economies and 
their relations with the developed countries, the development inte- 
gration model seems to fit within the larger tradition of structuralist 
analysis. 

The model 
According to a study by the Chr. Michelsen Institute (1986), the main 
characteristic of the development integration model is the conscious 
intervention by the regional partners to promote cooperation and 
interdependence. As noted above, political union is the final stage in 
the linear evolution of market integration. In development integra- 
tion, however, political cooperation at a high level is a prerequisite 
for implementation (Axline, 1977:25). While this does not require that 
member states are centrally planned and directed, it does imply a 
higher degree of state intervention than in the market integration 
model. A second feature is the efforts to secure an equitable distri- 
bution of the benefits from regional integration. As this involves 
redistributive measures of a compensatory or corrective nature, the 
development integration model is structurally more complex than the 
market integration model. Some development integration schemes 
also address the condition of extra-regional dependence which they 
perceive to be one of the principal obstacles to integration and deve- 
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lopment. Such schemes usually attempt to implement a regional poli- 
cy regulating foreign in~es tment .~  

At the lowest level, the distributional problem is addressed via 
compensatory measures. When certain agreements have been reached 
regarding a common external tariff, a transfer tax system may be 
introduced to allow less developed member countries to impose limit- 
ed tariffs on imports from a partner state. Theoretically, the transfer 
tax mechanism ought to lead to the expansion in the less developed 
member countries of those industries for which the maximum per- 
mitted degree of protection would be sufficient to offset the cost 
advantages in the more developed member states (Robson, 1968). 

Compensatory measures may also take the form of budgetary trans- 
fers, calculated on the basis of the cost of trade diversion (which is 
very complex) or the lost customs revenues (Chr. Michelsen Institute, 
1986). This type of compensation works fairly well in the case of the 
Southern African Customs Union (SACU) and the Communautk 
Economique de L'Afrique de llOuest (CEAO). 

At a higher level of regional integration, the distributional problem 
is dealt with through corrective measures. Briefly, these include plan- 
ned regional industrial development that favours the less developed 
countries (LDCs). Industrial programming of this sort may allocate 
basic industries to each country on the basis of comparative advan- 
tage. These industries are then designed to supply the needs of the 
regional market under various conditions of protection. Corrective 
measures also include funds or regional development banks that give 
priority to loans to the LDCs; provisions that allow the LDCs longer 
time than the rest to abolish tariff reductions; and the creation of com- 
mon fiscal incentives to investment which, however, permit the LDCs 
to offer especially favourable terms. 

While the development integration model appears superior to the 
market integration model, it requires a much higher level of com- 
mitment within and among member states. Hence, it has proven to 
be equally, if not more, difficult to implement in practice. A quick sur- 
vey of some of the compensatory and corrective measures illustrates 
the problems with the development integration model. 

Problems of the model 
The experience from the East African Community demonstrates that 
transfer taxes did not solve the problem of uneven gains from inte- 
gration. Moreover, in the East African Community, the transfer tax 
system may actually have encouraged uneconomic duplication of pre- 
vious investments (Hazlewood, 1985). 

The situation in the Southern African Customs Union indicates that 
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budgetary transfers do not offset the unequal distribution of benefits. 
Due to a compensatory formula strongly in their favour, Botswana, 
Lesotho and Swaziland receive relatively substantial customs reve- 
nues from their membership in SACU. Nevertheless industrial invest- 
ments, both from within the union and from overseas, have invaria- 
bly flowed to South Africa, by far the most developed member of 
SACU. (The issues related to SACU are analysed by Jan Isaksen in 
chapter 9.) 

As these examples indicate, compensatory measures cannot obvi- 
ously rectify the problem of uneven economic development. Apart 
from the positive effect that foreign investments may have on the 
balance of payments, the establishment of new industries generate 
employment and various multiplier effects: improved local skills, tech- 
nology, and infrastructure. This may in turn serve to attract further 
investment. Therefore, a satisfactory long-term solution to the distri- 
butional problem may be achieved only through corrective measures. 

Among corrective measures the most effective, at least in theory, is 
planned regional industrial development. However, as industrial 
location is perceived by the participants as the zero-sum condition, 
this represents the most significant and most divisive issue in the inte- 
gration process5 

The attitude of member states in the negotiation of a regional indus- 
trial plan depends to a great extent on the relative strengths of their 
economies (Ndlela, 1987). The needs of industrialists vary from coun- 
try to country and they will try to influence their governments to pur- 
sue regional policies that suit their particular interests. Axline 
(1977:12-13) argues that more developed countries (MDCs) in a group 
are likely to pursue an "expansive" strategy, aiming principally at an 
absolute increase in gains among member states, whereas LDCs are 
more prone to favour a "distributive" strategy, which determine in 
advance the distribution of any gains from integration. Basically, the 
MDCs and LDCs take these positions due to an awareness that in the 
absence of a regional industrial plan, benefits will accrue mainly to 
the MDCs. 

Reaching agreement on a regional industrial plan is therefore no 
easy task. It is complicated by the interests of those national politi- 
cians who are responsible for the regional negotiations. Peter Vale 
(1982:33) correctly states that "the political practitioner has always to 
be conscious of the necessity to balance a commitment to the com- 
mon (integrative) endeavour against the need to account to his con- 
stituency-local or national." More specifically, John Ravenhill 
(1979:229) states that "regional integration is frequently without 
enthusiastic domestic proponents: for politicians concerned with 
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their national constituencies there are few rewards at the regional 
level, at least in the short term-the time horizon with which they 
must of necessity be concerned." In short, national politicians are 
reluctant to give up  immediate national interests in favour of the 
regional agenda.6 

If agreements are nevertheless reached on the allocation of indus- 
tries within a region, they are usually not carried out in practice. In 
a recent survey of economic integration in Africa, Omotunde Johnson 
(1991:lO) argues forthrightly that when national politicians cannot get 
what they want through industrial planning negotiations, "they are 
likely to ignore any integration agreement they may have signed." 
Economic nationalism as discussed above is only part of the expla- 
nation. As Bingu Wa Mutharika (1981) has pointed out, the imple- 
menting institutions in the member states are geared to national, not 
regional, goals.7 Furthermore, large organizations function accord- 
ing to individual, time-tested, patterns which do not automatically 
change with a signature on a regional industrial agreement. National 
bureaucrats often lack understanding of the content and scope of deci- 
sions on regional industrial programs (Vargas-Hidalgo, 1979). Red 
tape and inefficient administrative structures further mediate against 
implementation of regional agreements. 

The record of efforts to implement regional plans of industrial de- 
velopment also shows that the question of finance seems to be ignor- 
ed. In reality, industries cannot be allocated at the politicians' negotia- 
ting table. 

Regional planners of industrial development also tend to ignore 
that in many parts of the world foreign transnational corporations 
(TNCs) play an important role.8 TNCs may promote regional inte- 
gration of the market type if the national markets are fairly small and 
if such firms were not involved, through parallel foreign direct invest- 
ments, in these countries prior to regional cooperation. In most cases, 
TNCs will welcome regional market integration because it provides 
a larger market for their products. However, if a TNC has subsidia- 
ries with parallel (repetitive) activities in some of the national host 
markets, it is likely to oppose integration. Ravenhill (1979) suggests 
that the reason for this is that TNCs typically operate under licensing 
arrangements which grant them a supply monopoly of a particular 
commodity. 

Ravenhill (1985) therefore argues that TNCs already established 
within the region tend to oppose industrial planning. They prefer 
instead to trade with the parent corporation and reap monopoly prof- 
its in each of the protected national markets. In general, TNCs resist 
measures-such as government intervention in the field of industri- 
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a1 planning-which hinder the free operation of their subsidiaries 
(Axline 1977; Vaitsos 1978). 

As foreign direct investment is rather limited in Africa, other types 
of external actors need to be considered as well. Via disbursements 
of development aid and loans, various donors and lending institu- 
tions have exerted a considerable influence on some of the regional 
integration schemes in Africa. As the discussion later on will demon- 
strate, SADCC is an example in which bilateral donors have played 
a decisive role. Bilateral donors were also very positive towards the 
East African Community. The World Bank, along with the OECD and 
the EC, have also been strong advocates of regional integration in 
Africa. Given the ever increasing importance of the nationally-ori- 
ented structural adjustment programmes, the World Bank is likely to 
have a great influence in regard to the regional integration schemes 
in which individual states participate.9 In line with the thrust of the 
structural adjustment programmes, the World Bank promotes a type 
of regional integration that emphasizes cooperation in specific func- 
tional areas, as well as the creation of supportive environment for pri- 
vate capital.1° Although it is beyond the scope of the present chapter, 
it would be interesting to explore to what extent the World Bank's 
obligatory support of regional integration in policy statements is 
translated into practice. 

In addition to attempts at industrial programming, less controver- 
sial corrective measures include funds and regional development 
banks." In the East African Community, a development bank was set 
up to promote industrial development through financial and techni- 
cal assistance. It was designed to give priority to industrial develop- 
ment in the relatively less developed partner states, and to finance 
projects that would make the economies of the member states in- 
creasingly complementary in the industrial field (Robson 1968). The 
effectiveness of this bank proved to be insignificant because of the 
limited scale of its activities. In any event, as Hazlewood (1985) argu- 
es, without some measure of agreement between the member states 
on a pattern of industrial specialization, a regional development bank 
cannot alone be expected to act as a catalyst for complementary indus- 
trial development. This should not be taken to mean that develop- 
ment banks have no potential as a corrective vehicle. The experience 
of the regional development funds within the EC illustrates that 
investments may be promoted in the peripheral areas of an economic 
community through such devices. 

Finally, provisions to allow LDC members of a group longer time 
than the rest to abolish tariff reductions are not likely to solve the 
problem. The same is the case with the granting of exemptions to LDC 
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members to a possible, regional investment code. This is because fac- 
tors other than protection determine whether investors decide to lo- 
cate an industrial investment in a given country. What is more im- 
portant is the business environment, government attitude and mar- 
kets. Above all, investors are concerned about the political safety of 
their  investment^.'^ 

From the above it may be noted that while in theory the develop- 
ment integration model appears superior to the pure market inte- 
gration model, it is beset with practical problems of implementation. 
Some of these problems might be avoided if the so-called neo-func- 
tional model is pursued. 

Neo-functional integration 

As the name implies, neo-functionalism has its roots in the function- 
al theories of regional integration. The functionalist doctrine was a 
reaction to the devastating experience of World War 11. David Mitrany, 
its leading advocate, held the view that it was necessary to construct 
an international system to solve the fundamental problem of securi- 
ty.13 Rather than constructing an institutionalized supranational sys- 
tem, as the federalists wanted,I4 Mitrany argued that concrete areas 
should be identified in which states would see an immediate benefit 
from cooperation. International organizations should be established 
to promote transnational activities around basic functional needs 
such as transportation, health and welfare, trade and production. The 
expectation was that a transnational complex of economic and social 
organizations would develop over time. Such a network would serve 
to reduce the risk of aggression and war. As a result of the process of 
building international functional links, Mitrany envisaged that there 
would be an ultimate shift of loyalty and sovereignty from states to 
international organizations.15 

The main problem with Mitrany's model was probably its assump- 
tion of separability of politics and economics in the functions of the 
state. As indicated above, Mitrany thought political divisions could 
be neutralized under a spreading web of international economic and 
social activities. In practice, however, it is difficult to divorce eco- 
nomic and social issues from political problems among states. As 
Claude (cited in Olaniyan 1989/90:10) maintains, states cannot be 
induced to join hands in functional endeavours before they have sett- 
led the outstanding political and security issues which divide them. 
In most developing countries, the separation of politics from eco- 
nomics is even more unlikely due to the weak class formation and 
limited role of interest groups. 
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The model 
Concurrently with the development of the European Coal and Steel 
Community (the forerunner to the EC), Ernst B. Haas formulated in 
the 1950s a modified version of Mitrany's functionalism. In contrast 
to the latter, the neo-functional theory developed by Haas did not 
operate with a separation of politics from economics. As Panild (1989) 
has pointed out, the neo-functional theory represented an ingenious 
combination of the method of functionalism with the ultimate objec- 
tive of the federalists. 

The neo-functional theory borrowed the postulates of actor percep- 
tion and behaviour held to be characteristic of pluralistically organized 
nation states (Haas, 1971:19). According to Nye (1971:195) the important 
actors in the neo-functional integration process were not seen to be 
governments, but various interest groups and integrationist-technocrats. 

Like the functionalists, neo-functionalists held the view that inter- 
national cooperation should be initiated in the technical, or basic 
functional areas mentioned above. They differed, however, in their 
belief that once success was attained in these areas, it would result 
in a spillover to other areas. The spillover mechanism, the dynamics 
of the model, works as follows. Once sector cooperation has been 
achieved in one area, the resulting sector imbalance, or engrenage, will 
create pressures for the initiation of integrative activities in other 
areas to offset the i~,.balance. One force likely to work in this direc- 
tion is the expanding group expectations among industrialists, de- 
alers and trade unions (Haas, 1958:313). 

The integration in functional areas simultaneously results in various 
political spillover effects. The changing regional situation emerging 
from the sector imbalances referred to above requires that the political 
actors redefine their common tasks. As functional sectors merge at the 
regional level, a concern naturally develops over the political techni- 
ques that would be appropriate for the control of new and larger pro- 
blems. The integration momentum may also be taken a step further by 
what Nye (1971:202) refers to as "cultivated spillover". This takes place 
when politicians or technocrats within a region form coalitions to deli- 
berately promote increased integration on the basis of ideologically 
motivated projections and political possibilities. Ultimately, as Haas 
(1958:289) put it, those groups which have long-term positive expec- 
tations will look to supranationalism to achieve their goals. Panild 
(1989:443) adds that interest groups will cease to place their demands 
at the national level when they realize that their demands are met more 
effectively at the regional, or supranational, level. 

As Haarlrav (1988:23) has pointed out, neo-functional integration 
has an advantage over the market integration and development inte- 
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gration models because its sector-by-sector approach minimizes the 
problem of cost and benefit distribution among member states. It also 
circumvents the problems inherent in the ceding of powers from the 
national level to supranational institutions. The strong Euro-centric 
nature of the neo-functional model, however, limits its applicability 
to other parts of the world. 

Problems of the model 
Haas (1971:24) himself has emphasized the transferability problem of 
the neo-functional model. The problem emerges because the model 
is embedded in the modern, pluralistically organized, industrial soci- 
eties of Western Europe. The crucial variable, present in Western 
Europe but weak or absent in most African countries, is modern asso- 
ciational pluralism, i.e. functionally specific, universalistic, achieve- 
ment-oriented groups, such as interest groups and political parties. 
Haas (1971:14-15) argues in a straightforward manner that integra- 
tion in Africa has been largely symbolic. Among his reasons he states 
that "the absence of pluralism makes the formation of voluntary 
groups on a regional basis very difficultU.16 

Nye (1971) adds some detail to the above argument. He states that 
the absence or weakness of modern associational groups make inte- 
gration more difficult by depriving regional bureaucrats of potential 
allies. Interest groups and political parties can in principle free 
government decision makers to make integrative decisions by making 
it politically legitimate to make regional, rather than nationally fo- 
cused, decisions. The absence of modern associational groups has one 
further negative implication: it deprives governments of useful chan- 
nels of information in the formation of economic policy. 

As Ravenhill (1980: 48-50) correctly points out low levels of eco- 
nomic development precludes the emergence of interest groups, the 
major force in the neo-functional integration process. He argues that 
the absence of interest groups makes the African heads of states the 
supreme decision making authority. Therefore, regional integration 
in Africa often stands and falls with the maintenance of cordial rela- 
tionships between the personalities concerned. Regional integration 
is nowhere fully insulated from the instabilities of domestic politics 
and contentious inter-state disputes. This problem, however, is gen- 
erally pronounced in African integration schemes. 

Implications of the theoretical models 

The foregoing three sub-sections have laid out and discussed some 
of the major mainstream models of regional integration: market 
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integration, development integration and neo-functional integra- 
tion. How can that exercise guide our analysis of SADCC? At the 
same time as the theoretical models are inspired by the European 
experience, they are also characterized by its special context. It is 
obvious, therefore, that these models in their totality cannot be 
transferred to the African setting. This is almost banal. What mat- 
ters is whether the inspiration that the models after all do  provide 
can help those who are cognisant of the particular conditions ob- 
taining in Africa. 

What are the main issues of relevance that emerge from the three 
theoretical models? The market integration model is too narrowly 
focused on the elimination of intra-regional barriers against the mar- 
ket mechanisms. Moreover, its static assumptions are completely un- 
realistic in the African context. The development integration model, 
on the other hand, often fails to work because the high level political 
cooperation-which is a prerequisite for its implementation-typi- 
cally fails to trickle down through the layers of society. The heads of 
states cannot guarantee that their governments, private sector enti- 
ties and populace act in a manner that fulfil the regional objectives 
that they agree upon. African states are perhaps too weakly integrat- 
ed nationally to offset the centrifugal forces inherent in a regional 
scheme among developing countries at uneven levels of economic 
development. The neo-functional model holds more promise. In its 
pure, European-derived form, however, the neo-functional model is 
carried by national and regional interest groups which are not yet 
pervasive in most of Africa. Neo-functional integration is, so to speak, 
integration from below. This might well be the only truly viable basis 
on which to foster regional integration. The challenge is whether that 
basis can somehow be "engineered" into existence. 

In order to refine these general conclusions, we now turn our atten- 
tion to SADCC. When launched in 1980, SADCC rejected the market 
integration model. Its long-term aspirations instead approximated the 
development integration model. In view of the activities of the orga- 
nization, however, observers have portrayed SADCC as an example 
of neo-functional integration. 

THE SOUTHERN AFRICAN DEVELOPMENT COORDINATION 
CONFERENCE 

How can SADCC be characterized vis-a-vis the models of regional 
integration discussed above? The term market integration has alrea- 
dy been ruled out. SADCC would appear to fit into the development 
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integration paradigm. The objective of "genuine and equitable re- 
gional integration", the emphasis on coordination of production, the 
high level political cooperation and the overall developmental thrust 
of SADCC all point in this direction. But the international economy 
and the economic relations between the member states mediated 
against the implementation of a development integration scheme. 
During the 1980s, the world economy experienced severe recession 
which, along with the South African destabilization campaign, had a 
profound effect on the SADCC economies. The SADCC states also 
started from a tradition of limited economic interaction. Ever since 
SADCC was launched, intra-regional trade has not exceeded 5 per 
cent of the total international trade of the member states. In short, cir- 
cumstances made it difficult for SADCC to pursue a development 
integration scheme. Thus, as the following shows, SADCC does not 
score highly on any of the essential characteristics of this model. 

Firstly, the conscious effort to promote closer interdependence 
among the SADCC members seems to have been rather minimal. The 
rehabilitation of the regional infrastructure is one possible exception. 
It is a qualified exception, however, because the effort has been con- 
centrated largely on the transport corridors linking the interior with 
the sea ports and overseas markets. In other words, the emphasis has 
been on a revitalization of the colonial trade routes, rather than inter- 
country transport networks. Whereas this may be criticized, it also 
made good sense to begin with the transport corridors as a means to 
counter the decline in regional exports. Moreover, these projects have 
been funded almost exclusively by foreign donors. 

Secondly, only a symbolic effort has been made to secure an equi- 
table distribution of the benefits from the regional cooperation. 
SADCC sought to ensure this by decentralizing its sectoral activities, 
as shown above. It is apparent that the bulk of the SADCC projects, 
in terms of funds invested, have been implemented in Mozambique 
and Tanzania. Interestingly, however, this has not caused the other 
SADCC states to complain. The explanation is probably, again, that 
the funding for the projects comes not from a collective pool of the 
member's own resources, but from external donors. A distributional 
crisis is emerging, however, in the area of intra-regional trade. 
Zimbabwe has a large and growing trade surplus with its SADCC 
neighbours; Zimbabwe accounts for well over half of the intra-region- 
a1 trade and its exports to the region exceed imports by more than 
100 percent (astergaard, 1989b:79). This is clearly untenable in the 
long run, and it is doubtful that SADCC-promoted activities in other 
areas will be sufficient to offset the "bambazonke"--take it all-feel- 
ing among some of Zimbabwe's neighbours.17 
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Thirdly, SADCC distinguishes itself from other regional schemes in 
Africa on account of its emphasis on coordination of production. Yet, 
in practice, nothing has been achieved in this regard. SADCC has pro- 
moted only a handful of industrial projects in the areas of agricul- 
tural implements, tractor assembly, paper and fertilizer manufactur- 
ing. In every case, however, these were national projects that could 
as well have been implemented without the intervention of SADCC." 
Generally speaking, the industrial sector throughout the region is 
characterized by duplication and overlapping production. After two 
years of preparatory work the SADCC Council of Ministers in 1989 
approved a new regional industrial strategy. It was so vague and 
ambitious, however, that implementation has not yet begun. SADCC 
has been completely unsuccessful in promoting the coordinated de- 
velopment of the productive sectors of the region (Ostergaard, 1990). 

On the basis of the above, SADCC cannot be considered a devel- 
opment integration scheme. As mentioned earlier, several observers 
have described SADCC as an example of functional or neo-function- 
a1 integration. When reading Tostensen (1982), Zehender (1983) and 
H a a r l ~ v  (1988) it seems as if the concepts of functionalism and neo- 
functionalism have been lumped together and referred to as "func- 
tionalist" integration. Unfortunately, this confuses the analysis of 
SADCC. As shown previously, functionalism operates on the assump- 
tion that politics can be separated from economics, and it regards 
governments as the main actors in the integration process. Neo-func- 
tionalism, on the other hand, assumes that politics and economics 
cannot be separated and sees interest groups as the main actors. 
Several arguments can be advanced to explain why it is misleading 
to label SADCC as a "functionalist" scheme. 

Firstly, SADCC cannot be considered a "functionalist" scheme 
merely because it focuses on concrete projects in basic functional 
needs such as transportation. The key motivation behind the func- 
tional model was to create a network of transnational economic and 
social organizations in order to reduce the risk of aggression and war 
among the member states. This motivation is entirely absent in the 
objectives of SADCC. 

Secondly, the absence in SADCC of a formal treaty or a supra-na- 
tional organization does not make SADCC a "functionalist" scheme. 
The implicit reasoning would appear to have been that as SADCC has 
neither of these characteristics, it must be "functionalist". The lack of 
these features off-hand disqualifies SADCC as a market integration 
scheme or a development integration scheme. Given SADCC's proj- 
ect orientation, it is tempting to call SADCC a "functionalist" ven- 
ture. 
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Thirdly, as the essence of the neo-functional model is interest groups, 
SADCC would not therefore appear to provide an example of this 
model. The political leaders are the driving force in SADCC and deci- 
sion-making is overwhelmingly the prerogative of heads of states, 
ministers and senior government officials. National policies vis-a-vis 
SADCC are formulated largely without the intervention of interest 
groups, irrespective of whether they are national bourgeoisies or 
grassroots movements. 

In short, SADCC does not fit into any of the models discussed in 
this chapter. Judged by its activities, SADCC may be said to have bor- 
rowed a number of elements from both development integration and 
functional integration. Chitala (1987:13) has appropriately character- 
ized SADCC's approach as "sectoral programming". This approach 
is limited to a particular sector of activity in which the objective is to 
deepen rather than widen the integration movement. 

CONCLUSION 

SADCC's approach to regional integration can be criticized on sev- 
eral counts. Nevertheless, integration still has a tremendous appeal 
among the leaders of Southern Africa, the business community and 
foreign interests. The search for appropriate models of integration 
must therefore continue. What can we conclude on the basis of the 
above? 

Experience demonstrates that regional integration is inherently 
complicated. For a number of reasons, it is particularly difficult in 
Southern Africa. As the economies are overwhelmingly geared to sup- 
plying raw materials to overseas markets, the current economic inter- 
action among the countries of the region is frivolous. Furthermore, 
the countries are generally poor, the economies are stagnant, and class 
formation is limited. Finally, many of the countries are undergoing 
political crises and the states are still preoccupied with nation-build- 
ing. 

Southern Africa needs a less ambitious model of regional integra- 
tion. The SADCC experience suggests the usefulness of adopting a 
much narrower scope of operation. Moreover, it indicates that the 
choice of activities should be guided primarily by the articulated 
needs from within the countries concerned. Regional integration must 
be carried by the social and economic actors of the countries involved; 
it must flow from the bottom upwards. 

The need to enlarge markets in Southern Africa is beyond debate. 
Some sort of market integration is therefore necessary. What is called 
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for is not uncontrolled market mechanisms. Trade and financial bar- 
riers must be brought down gradually. Parallel with this develop- 
ment, the most significant duty of any future regional organization 
should be to lessen the imbalances among the countries involved. 
When the starting point is one of great asymmetry, it is unrealistic to 
expect the achievement of complete balance. Nevertheless, it must be 
an explicit objective to strive to reduce relative imbalances-on speci- 
fied parameters-as much as possible. 

Agreements must be reached on the elements on which the mem- 
ber states wish to seek greater balance. When this is achieved, useful 
inspiration might be gathered from the experience of the Regional 
Funds of the EC, and from other regional integration schemes, espe- 
cially in the Third World. 

Whatever happens when a democratic South Africa enters the 
scene, it seems certain that regional integration will be on the agen- 
da. South African companies are keen to expand exports to the 
SADCC countries which hope for improved access to South African 
capital, technology and know-how. The SADCC experience indicates, 
however, that less tangible factors motivate government leaders to 
take an interest in regional integration. Beyond the concrete benefits 
that are expected by the corporate sector, government leaders ev- 
erywhere have a need to display statesmanship. Building regional 
organizations provides an excellent opportunity for such a display. 
Moreover, this can be a cost-effective way for government leaders to 
win status and prestige. The illusion of having a regional integration 
scheme is a reward in itself. 

NOTES 

1. One exception is the Southern African Development Coordination 
Conference (SADCC), which is discussed in detail in section 3 of this chap- 
ter. The East African Community (EAC) was formally a customs union, 
but in reality it was more than this. Under the EAC, a large number of 
common service institutions were created. 

2. Market integration theory falls under the heading of economic theory. In 
Africa, however, the whole question of regional integration is possibly 
more "politicized" than in a developed country context. 

3. See section below. 
4. During the 1970s Lynn Mytelka developed a useful framework of models 

of integration which emphasized the extra-regional dimension. 
5. See for example Mytelka (1973:247), Ojo (1985:164), Potholm and Fredland 

(1980:ZOO). 



Integration-what Relevance for Southern Africa? 47 

6. During the ECOWAS Summit in 1988 the Togolese president warned that 
the delay in the implementation of the ECOWAS programme had its ori- 
gin in the reluctance of some of the member countries' heads of State to 
give up national interests in favor of the community. See Julius and Nkiru 
Okolo (1991:242). 

7. Bingu Wa Mutharika in 1990 assumed the post as secretary general of the 
Preferential Trade Area for Eastern and Southern Africa (PTA). 

8. For a discussion of this, see Dstergaard (1989a) 
9. Rather surprisingly the role of the World Bank vis-g-vis regional integra- 

tion schemes has not figured as a subject of thorough analysis in the liter- 
ature. 

10. See Chapter seven in World Bank (1989a). 
11. Note that there is a difference between development banks and develop- 

ment funds. The former operate on a profitability criteria, while the latter 
are geared to more long-term developmental considerations. 

12. For a discussion of what motivates foreign investors, see Martin Landsberg 
(1979) and Alan Whiteside (1987). 

13. See David Mitrany's seminal essay, "A Working Peace System", written 
in 1943. The essay has been published under the above title by Quardrangle 
Books, Chicago, in 1966. 

14. For a discussion of the federalist position, see Friedrich (1968). 
15. The above presentation of functionalism is based mainly on Panild (1989) 

and Olaniyan (1989/90). 
16. Despite the Euro-centric nature of the model, some of the African region- 

al schemes, notably the East African Community and SADCC, have been 
characterized by attempts to address basic functional needs. 

17. During the years of the Federation of Rhodesia and Nyasaland, when 
Zimbabwe developed at the expense of Zambia and Malawi, Salisbury 
(now Harare) was called "bambazonke"-meaning "take it all". 

18. See Dstergaard (1989b) for a detailed discussion of SADCC's approach to 
industrial development. 
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The expansion of trade between less developed countries (LDCs) has 
been rapid during the last two decades. Nevertheless, currently less 
than one-third of total exports of the less developed countries as a 
group has its destination within that group (GATT, 1990:5). In many 
LDCs facing protectionism, declining terms-of-trade and limited 
domestic markets, economists and politicians alike argue for more 
intra-regional trade and economic cooperation agreements between 
LDCs (Nafziger, 1990:411). Sometimes economic cooperation also 
seems to be seen almost as an end in itself, promoting in some inde- 
terminate sense the interests of the countries involved (Wong, 1985). 

The purpose of the present chapter is to examine the experience of 
some other efforts of regional economic integration and cooperation 
in the Third World, so as to put the Southern African discussion in a 
wider perspective. The slowdown in economic growth rates in the 
more developed countries (MDCs) during the last couple of decades 
limits the room for expansion via exports for the LDCs as a group, 
although not necessarily for an individual country (Lewis, 1980). 
Expanding intra-LDC trade can thus be seen as a way of circum- 
venting the problems concerning the trade with MDCs, but the LDCs 
themselves have traditionally retained high trade barriers, which has 
hindered South-South trade and obstructed the integration efforts 
between them. Recently, however, the political climate has turned in 
favor of less protectionism in several LDCs, and this has provided an 
incentive for expanding intra-regional trade. Lower barriers between 
LDCs are expected to bring larger markets, increased economies of 
scale, faster technological development and a greater diversification 
of exports (Hogendorn, 1987:427). 

Thanks are due to the participants of the seminar on "Southern Africa after 
Apartheid: Regional Integration and External Resources", especially to Stefan 
de Vylder, for constructive comments. We are also obliged to John Rogers for 
checking the English of the chapter. 
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In the literature a clear distinction is not always made between the 
concepts of integration and economic cooperation. In the present 
chapter, following Balassa (Balassa & Stoutjesdijk, 1975; Balassa, 
1988:43), integration denotes the absence or abolition of discrimination 
between domestic and foreign goods, services, and factors of pro- 
duction. Cooperation again can denote any form of concerted action 
in order to enhance the common interests of the nations involved. 
According to this definition, all international organizations and 
agreements, including those aiming at integration, can be regarded 
as a form of cooperation. Emphasis is put on the rationales and con- 
sequences of integration. 

Even if the term economic integration is given a more precise mean- 
ing, integration may take place on many different levels, ranging 
anywhere from the mere existence of some preferential trade relations 
between two countries to a complete merger of the national econ- 
omies. Economic integration as a strategy for development has a fair- 
ly short historic background. Except for the Southern African 
Customs Union (SACU) which goes back all the way to the 1890s, the 
first integration schemes in LDCs were begun during the 1950s and 
1960s when the Latin American countries embarked on the path of 
closer cooperation. 

Economic and political changes have revitalized the discussion of 
cooperation among the LDCs, including the nations in Southern 
Africa. More sophisticated economic integration is still a somewhat 
unrealistic alternative in LDCs. We will therefore focus on the con- 
sequences of free intra-regional trade within free trade areas or cus- 
toms unions, while also paying some attention to the possibilities 
emerging from other forms of economic cooperation between coun- 
tries. Furthermore, the chapter attempts to evaluate the experiences 
and summarize the lessons from some of the major cooperation and 
integration schemes between LDCs, namely the Association of 
Southeast Asian Nations (ASEAN), the Central American Common 
Market (CACM), and the Latin American Free Trade Area (LAFTA). 

THEORETICAL ASPECTS OF ECONOMIC COOPERATION 
BETWEEN LDCs 

The theoretical and philosophical background for the discussion on 
economic integration among LDCs emerged in the early 1950s as a 
result of the so-called Latin American structuralist paradigm on the 
one hand, and the classical customs union theory, propounded by 
Viner (Viner, 1950), on the other. More recently, the integration pro- 



50 H.  C .  Blomqvist, C .  Lindkolm, M .  Lundahl and S. Schauman 

cess in Europe is also likely to have been a source of inspiration. 
The early structuralism provided arguments based on the convic- 

tion that the prevailing world trade system inherently tends to exploit 
the LDCs and perpetuate their poverty. It was even emphasized in 
this context that development in some parts of the world necessi- 
tates underdevelopment in other parts of the world (Blomqvist & 
Lundahl, 1992:48). Later, the model provided by the on-going inte- 
gration in Europe has had considerable influence (Cf. e.g. Curry, 
1991). Radical changes in trade relations were called for. The LDCs 
were encouraged to break loose from the dependence on the MDCs 
and to promote development through closer regional cooperation (Cf. 
Johnson, 1967:25-32 and Hunt, 1989:141-143). The prospects for ex- 
ports of primary goods were considered unfavorable, and the import 
barriers in the MDCs were allegedly discouraging exports of manu- 
factured goods. Consequently, industrialization through import sub- 
stitution and economic integration appeared attractive policy options 
for many LDCs. Concerted efforts at improving the position of the 
LDCs as a group in the world economy were also necessary, accord- 
ing to this view, and materialized e.g. in the propositions put forth 
by UNCTAD from the 1960s on. 

In his seminal contribution, Viner studied the comparative static 
effects of a customs union on trade flows, resource allocation and wel- 
fare. According to his analysis, the welfare results of a customs union 
depends on whether trade creation (the replacement of higher-cost 
domestic production by lower-cost imports from partner countries) 
or trade diversion (replacement of lower-cost imports from third coun- 
tries by higher-cost imports from member countries) dominates. 
Viner's analysis was subsequently modified by Meade (Meade, 19551, 
who separated the production and consumption effects of a customs 
union, and Lipsey (Lipsey, 1957, 1960), who connected the theory of 
customs unions to the theory of "second best" and defined the fac- 
tors influencing the welfare effects of economic integration. 

All in all, however, the traditional static effects may account for 
only a small part of the total consequences of economic integration. 
The dynamic effects of integration are usually considered the princi- 
pal rationale for economic integration (See e.g. Balassa, 1961, Part 11, 
Cordon, 1972, and El-Agraa & Jones, 1981, Ch. 6). These effects refer 
to a number of long-term consequences of free-trade arrangements 
affecting the growth rate of GDP, such as economies of scale, en- 
hanced competition and efficiency, intra-industry specialization, and 
intensified investment activities. However, as these effects are diffi- 
cult to analyze within the framework of traditional economic models, 
they have aroused widespread debate and controversy. 
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In the general case of cooperation, benefits emerge in principle from 
joint production of supranational public goods, e.g. research and edu- 
cation projects, environmental policies, infrastructure, defense, and 
health care. Cooperation of this kind is in many cases economically 
desirable and even necessary, but often encounters obstacles due to 
conflicts about the distribution of costs and benefits or lack of incen- 
tives for the single country. 

In terms of international political economy, the basic reason for the 
existence of supranational organizations is that they produce an "out- 
put" that the member countries cannot or will not produce, or can 
produce only less efficiently. The "product" of an organization should 
thus be-as already noted-a public good from the point of view of 
the member countries. (Note the parallel to the relation between the 
individual and the state within a country.) The decision to join an 
organization is an outcome of the national interest, however, not of 
the benefits of the grouping as a whole. Hence, even if an organiza- 
tion is beneficial from the point of view of all members, taken to- 
gether, it may not be formed (or survive) if the single members are 
not convinced about the national gains accruing to them. Related to 
this is the free rider problem: the contribution of a country to a com- 
mon budget may not be proportional to its gains, because the indi- 
vidual member may have an incentive to stop contributing to cover 
the production costs before the optimal production for the group as 
a whole is reached (Olson, 1965; Olson & Zeckhauser, 1966). This pro- 
blem frequently results in an unproportional influence in internation- 
al organizations (as compared to their pecuniary contribution to the 
organization) of small countries (Cf. Langhammer, 1991). 

The problem with evaluating the performance of an organization 
is that its "output" is usually ill defined and difficult to measure (Cf. 
Frey, 1984:151). Partly for that reason, the bureaucracy in an organi- 
zation is hard to control, which may impose an increasing dead- 
weight loss to be deducted from the "output" of the organization. 
Considering these general problems, it is accordingly very hard to 
assess the distribution of the net gain between the countries. 

Finally, since international organizations may have more than one 
objective (say, internal trade liberalization, collective bargaining with 
non-members, and cooperation in regional industrialization) and the 
members may have different priorities, Arrow's impossibility theo- 
rem (Arrow, 1950) may apply (Cf. Langhammer, 1991). This means 
that it may not be possible to arrive at a collective preference func- 
tion that allows for a transitive ordering of the alternatives without 
imposing the choice externally or dictating it. 



52 H. C. Blomqvist, C. Lindholm, M. Lilndahl and S. Schauman 

PRECONDITIONS FOR AND OBSTACLES TO SUCCESSFUL 
REGIONAL INTEGRATION 

Several conditions determine whether economic integration will be 
successful or not. It has been proposed that the welfare effects of a 
customs union will depend on the relative importance of the con- 
sumption of goods produced domestically and goods imported from 
non-member countries prior to the establishment of the union 
(Balassa, 1988:4). According to this argument, the relative strength of 
trade creation and trade diversion will determine if a customs union 
has the potential to be successful. The likelihood that a customs union 
will generate positive welfare effects is greater, the larger the share 
of regional goods and the smaller the share of imported goods from 
non-member countries in total expenditure is before establishing the 
union. Since the share of extra-regional imports is large for many 
LDCs, the risk for trade diversion is often imminent. 

The bigger the internal market, the greater the potential positive 
welfare effects of the customs union. Gains may arise from the in- 
creased opportunities for reallocation of production due to the larger 
market size. The price elasticities of supply and demand will also 
affect the welfare of the member countries. If the elasticities of 
demand in the member countries are high, consumption will in- 
crease significantly as a result of reduced trade barriers between 
members. If the elasticity of supply is high, production within the 
union will rise as a result of the increased demand (Hogendorn, 
1987:427). The higher the pre-union tariffs, the greater will be the pos- 
sibility of trade creation and welfare gains. The lower the external 
tariff, the smaller the risk of trade diversion. 

Economic integration was primarily intended to promote industri- 
alization by extending import substitution on a regional scale. At an 
early stage, it was recognized that the opportunities for successful 
import substitution on a national scale were limited due to the small 
size of the domestic markets. In many LDCs, domestic demand and 
exports are too low to enable efficient production. By removing trade 
barriers through integration, the market may be enlarged, which 
would enable the creation of dynamic gains in the form of economies 
of scale. The achievement of increased production at a lower cost may 
especially benefit infant industries which are not yet competitive 
enough for the world markets. The regional market would thus serve 
as a "training ground" for later success on extra-regional markets. 
The establishment of new industries as a result of free intra-regional 
trade and protection against extra-regional imports almost inevitably 
gives rise to trade diversion. This could only be defended on the 
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grounds that the cost reductions that emerge are large enough to ren- 
der the industry internationally competitive (Johnson, 1967:210). 

The potential gains from this strategy are, however, uncertain, as 
the internal domestic market might still be too small. Consequently, 
inefficient industries may easily become dependent on foreign 
imports of input factors and develop a bias against extra-regional 
exports. In such a case, the dependence on primary exports may, in 
fact, increase. 

Differences in production structures among members of a customs 
union may affect the success of the union. The more competitive the 
production structures of the member countries are and the more they 
substitute for each other, the greater the likelihood that the customs 
union will increase welfare. Substitutability provides room for both 
inter- and intra-industrial specialization, which facilitates the exploi- 
tation of scale economies. Such specialization almost inevitably pre- 
supposes closing down some existing capacity, however, which is 
bound to cause political difficulties (Lewis, 1980). 

Enhanced competition and potential trade creation are likely to lead 
to an increase in investment activities in the member countries. The 
scope for new investments from the rest of the world is also consid- 
erable, since the elimination of trade restrictions creates new oppor- 
tunities and may increase discrimination against foreign producersf 

exports to the region, thus making it more attractive for foreign com- 
panies to establish production within the integrated area (Chacholia- 
des, 1981:271). 

Economic integration or cooperation might also lead to an im- 
provement in the region's terms-of-trade, provided that the supply 
of exports from the union is reduced, the demand for extra-regional 
imports declines, or the collective bargaining power of the members 
vis-a-vis the rest of the world improves. Since a group of LDCs sel- 
dom constitutes a major part of the world market for their imports 
or exports, and as the risk of retaliation from other economic group- 
ings is considerable, this possibility is not particularly realistic. The 
discipline and coordination needed for improving and maintaining 
bargaining power are also unlikely to hold in the long run, OPEC 
being a case in point. 

Transportation costs may affect the welfare outcome of a customs 
union. The higher the transportation costs between the members of 
the union, the harder it is to gain from economic integration. Trade- 
facilitating investments in transport infrastructure may, however, be 
another outcome of an integration (or cooperation) agreement. Such 
investment may not be profitable for a single country, but may pro- 
duce a net welfare gain for the whole grouping. Nevertheless, it seems 
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that transport costs, on balance, are becoming less and less signifi- 
cant since they are much lower today than they used to be (Cf. Lewis, 
1980). 

To summarize, the necessary preconditions for successful econo- 
mic integration seldom prevail in LDCs. A large number of problems 
obviously exist which might hinder the integration efforts of develop- 
ing countries. Below we point out a few additional obstacles to suc- 
cessful integration. 

Existing political differences between nations is one of the first pro- 
blems that integrating countries encounter. Many of the LDCs are 
still in the process of finding their national identity; therefore it is 
common that developing nations will strongly guard against any 
sacrifice of their newly won sovereignty, and borders will conse- 
quently gain in importance (Langhammer & Hiemenz, 1990:14). 
Tariffs in LDCs are often important sources of government revenue 
and the administrative requirements of a union might exceed the 
present capacity. These factors will hardly facilitate free trade and 
a successful integration scheme between developing countries and 
the essential coordination of national policies will not be accom- 
plished. 

One of the most important sources of conflict in the process of inte- 
gration among developing countries is the problem involving inter- 
country distribution. Free trade tends to accentuate inequalities in 
the process of regional cooperation among developing countries 
(Lewis, 1980; Vaitsos, 1978). This is the so-called polarization effect. 
Differences between partner countries concerning the income and 
industrialization level will in both the short and long run lead to a 
polarization in favor of the relatively more advanced nations. The 
less developed a member country is, the smaller are the comparative 
static trade effects as well as the dynamic production effects. In par- 
ticular, low pre-union levels of industrialization and lack of capital 
act as obstacles to the realization of dynamic gains. Income trans- 
fers, which are usually difficult to accomplish due to political dis- 
parities, are needed as the benefits and costs of the integration do 
not accrue evenly to the member countries. This has been a sub- 
stantial problem in many integration schemes (see e.g. the section on 
the CACM). Accordingly, the relations between the member coun- 
tries easily deteriorate, and other useful forms of cooperation may 
not take place either. 

The rest of this chapter contains a brief discussion on the achieve- 
ments and problems of three regional integration and cooperation 
schemes: ASEAN, CACM, and LAFTA. 
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ASEAN 

The Association of Southeast Asian Nations (ASEAN) was founded 
in 1967 by Indonesia, Malaysia, the Philippines, Singapore, and 
Thailand. Brunei joined the organization in 1984. The administrative 
apparatus consists only of a secretariat in Jakarta, which has a coor- 
dinating, rather than decision-making role. Decision-making in 
ASEAN can best be characterized by the term "consensus" (Cf. Wong, 
1985). 

The four large member countries have traditionally been major 
exporters of primary goods. However, during the last few decades 
industrialization has been rapid. Singapore has maintained its his- 
torical role as the trade and service centre of the region. Despite being 
neighbors, the ASEAN countries are extremely disparate in almost 
every possible sense. This should, a priori, be a negative factor as far 
as both integration and other forms of economic cooperation are con- 
cerned. 

It is evident from Table 2.1, that the ASEAN countries-with the 
possible exception of the Philippines-have been very successful by 

Table 2.1. Main economic indicators for the ASEAN countries 

Country Popu- GDP GNP GNP/ Gross 
lation (USDbn) growth capita invest./ 
(mill.) (USD) GDP 

(%) (%) 

1989 
p-- --p-- 

Brunei 0.3 
Indonesia 178.2 
Malaysia 17.4 
Philippines 60.0 
Singapore 2.7 
Thailand 55.4 
Low and 
Middle 
Income Countries' 

Total 
external 

debt 
(USDbn) 

Total Inflation 
external 

debt/ (5%) 
GDP 

Income distr 
Poorest 40% 1 
Richest 20% 

' Weighted average 
1988 

n.a. non-available data 
Sources: World Bank,World Development Report, various issues, New York, Oxford 

University Press. Wagner, Norbert, 1989, "The Market Economics of 
Southeast Asia. Market Forces on the Rise?", Southeast Asian Affairs 1989, 
Vol. 16, pp. 37-50. OECD, 1991, External Debt Statistics, Paris. 
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international standards. A high rate of growth has CO-existed with 
moderate international indebtedness and a remarkably equal distri- 
bution of income. This successful development makes ASEAN an 
exception among the regional economic organizations in the Third 
World. How much of this impressive performance is actually due to 
the benefits from ASEAN is, however, less clear. 

ASEAN is neither a customs union nor a free trade area (although 
the latter is on the long-term agenda [Blomqvist, 19921). As a matter 
of fact, ASEAN has consistently tended to avoid the term integration, 
preferring the vaguer "cooperation" label (Wong, 1985). The main 
goals of the organization were originally to a great extent political 
and security-related (Cf. e.g. Naya & Plummer, 1991). This should not 
be too surprising against the background of the political turmoil in 
the region in the mid-1960s. At least ASEAN seems to have been use- 
ful in settling many problems of that type. This is certainly a valua- 
ble achievement, and may also have indirectly generated economic 
benefits. 

At the outset the specific forms of economic cooperation remained 
fairly vague. However they became more focused in the 1970s, pri- 
marily as a result of the publication in 1974 of a UN report (the so- 
called Robinson Report) suggesting preferential trade liberalization 
on a limited scale, complemented by a coordinated policy of inter- 
industry specialization (Arndt & Garnaut, 1979; Langhammer, 1991). 
Many of the specific cooperation programs embarked upon later ema- 
nate from the recommendations of this report. 

In the economic area, ASEAN has been primarily active within five 
different programs (Langhammer, 1991; Naya & Plummer, 1991). Of 
these instruments of cooperation, only the Preferential Trading Ar- 
rangement is a direct device for integration. 

The ASEAN Industrial Projects (AIP), which aimed at providing 
the governments with an instrument to assign new government-initi- 
ated industrial projects to different member countries, have for the 
most part failed, partly due to the difficulties inherent in industrial 
targeting in general, but also because there is no compelling reason 
why such targeting should be carried out at the regional instead of 
the national level. Furthermore the ASEAN Industrial Complement- 
ation (AIC) projects, which are primarily directed at intra-industry 
specialization in the private sector, have been disappointing. In this 
program it was the task of the ASEAN Chamber of Commerce to iden- 
tify and promote suitable cooperation programs, as well as to work 
as an intermediary between the governments and the private enter- 
prises (Wong, 1985). The institutional mechanisms for the program 
are both elaborate and complicated, which may provide a partial 
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explanation for the poor performance. The basic reason, however, 
seems to be that with the exception of the existing trade barriers, there 
is no reason why the markets are not able to deal with this issue them- 
selves. Government intervention was used here as a substitute for the 
elimination of trade barriers. 

The ASEAN Industrial Joint Ventures (AIJV) program was also 
based on specific manipulation of trade barriers in order to make co- 
operation otherwise not deemed profitable more attractive. (The AIJV 
products qualify for tariff preferences in all ASEAN countries.) The 
idea was partly to avoid the broad engagement of countries required 
in the AIC-two partners would be enough-and to facilitate cooper- 
ation in smaller ventures. The bureaucracy involved is also much less 
elaborate (Wong, 1985). Quite a few projects of this category have 
been approved. On the whole, however, ASEAN firms seem to pre- 
fer joint ventures with partners from outside the region (Naya & 
Plummer, 1991 ). 

The Preferential Trading Arrangement (PTA) is the integration 
instrument proper in the economic-political arsenal of ASEAN. It is 
also crucial for the workability of the industrial cooperation schemes 
(AIP, AIC, and AIJV) described above. The PTA nevertheless seems 
to have produced mixed results, apparently because of a limited cov- 
erage and low tariff cuts (25 percent). Recently, however, the tariffs 
on most traded goods were lowered by 50 percent (Naya & Plummer, 
1991). The poor results may be also partly attributable to non-tariff 
barriers. As shown in Table 2.2, the importance of intra-regional trade 
is almost negligible and no clear time trend can be discerned. Hence, 
a concerted action in order to increase the share of intra-regional trade 
would cause significant trade diversion. 

The fairly substantial degree of foreign ownership of manufac- 
turing industry in ASEAN may also be an important reason for the 
small share of intra-regional trade. These industries are often verti- 

Table 2.2. Intra-regional trade between the ASEAN countries, 1970-1989 

Share of total 
trade (%) 

Share of total 
trade (%) 

Note: Figures excluding Singapore in parentheses. 
Source: IMF, Direction of Trade, various issues. 
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cally integrated with the home country's industry. The high degree 
of intra-industry trade between ASEAN and Japan, on the one hand, 
and ASEAN and the NICs, on the other hand, (as demonstrated by 
Langhammer, 1989) is an indication of this development. 

The picture changes considerably when Singapore is included. The 
figures demonstrate very clearly the pivotal role of Singapore in the 
region. The reason for this is hardly ASEAN as such, however, but 
the traditional role of Singapore as an entrepdt center for the region. 

A successful development of the PTA into a free trade area would 
be dependent on whether the intra-regional trade is on the increase 
within the present system, indicating increasing interdependence 
and intra-industry complementarity between the countries. As we 
have seen, there are no such signs. The fact that intra-regional trade 
is fairly insignificant indicates that the total potential gain is likely 
to be small. The other precondition concerns the distribution of the 
gains of integration. As mentioned earlier, this has frequently been 
a crucial reason for the failure of many integration schemes. What 
tends to happen is that the more developed members of the organi- 
zation reap most of the benefits, thereby causing severe political 
friction. 

The Asian Dialogue Partner System (ADPS) encourages the govern- 
ments to find questions of mutual interest to raise in discussions with 
the trade partners. The ADPS provides a useful forum for discussions 
between the ASEAN member countries and its major trade partners, 
the US, the EC, Japan, Australia, and New Zealand. According to 
Langhammer (1991), this is a truly supranational public good which 
cannot be satisfied individually by each country on its own. The dia- 
logue is important not least due to the indisputable fact that ASEAN 
has profited from a relatively free international trade, and that the 
present threat of a more protectionist international trade climate is 
extremely unwelcome for the members of this organization. 

Today ASEAN faces several profound challenges. One strategic 
decision which will have to be made is whether to widen member- 
ship to Indo-China. A decision will also have to be made about how 
the organization should develop its internal cooperation programs. 
A large number of new members, in this case much poorer members, 
are likely to further aggravate the possibilities for successful cooper- 
ation. A third problem is the role of ASEAN in the context of other 
economic groupings (or proposed groupings) in Asia-Pacific, such as 
APEC (Asia Pacific Economic Cooperation), PECC (Pacific Economic 
Cooperation Council) and EAEG (East Asian Economic Group) (Cf. 
Blomqvist, 1992; Langhammer, 1991). 

On balance, it may seem that ASEAN as an organization has not 
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accomplished many tangible results. However, taking into account 
the great diversity of the members the results are nevertheless quite 
respectable, although the main achievements may not be in the realm 
of economic integration. 

CACM 

The Central American Common Market (CACM), formed in 1960, 
comprised five Central American countries: Costa Rica, El Salvador, 
Guatemala, Honduras and Nicaragua. (Partly due to its special poli- 
tical status, Panama has remained outside the CACM, but has 
showed a continuous and increasing interest in the union.) The term 
"common market" is somewhat misleading, since the CACM never 
comprised free movement of labor or capital; the organization might 
thus more accurately be described as a customs union or even a free 
trade area. 

The birth of the CACM may be regarded as a result of the histori- 
cal and cultural unity of Central America on the one hand, and the 
drive towards integration provided by the Economic Commission for 
Latin America (ECLA) on the other hand. ECLA propagated in the 
1950s a model of import-substituting industrialization (desarrollo hacia 
dentro) based on the ideological background described earlier in this 
chapter. The interest in import substitution gained additional strength 
from the fact that the world price of traditional Central American 
export products (mainly coffee and sugar) had started to decline after 
the Korean war. Realizing that the size of the individual Central 
American republics rendered efficient industrialization through 
import substitution impossible, ECLA called for a regional approach 
by means of economic integration (Bulmer-Thomas, 1982:236-237). 

The fundamental goal for the integration scheme was to accelerate 
industrialization in Central America. The long-term objective was, 
however, not introverted development. Along the lines of the "train- 
ing ground" argument, it was thought that greater participation in 
the world economy could be attained when the new industries had 
gained sufficient competitiveness (Blomqvist & Lindholm, 1992). The 
goal was to be achieved by using three main policy instruments: free 
trade in industrial products, a common external tariff (CET) on 
imports from third countries, and various fiscal incentives for indus- 
trial firms. 

The freeing of intra-regional trade was carried out quickly and effi- 
ciently. By the end of the 1960s, 95 percent of all formerly dutiable 
trade was duty-free, which undoubtedly contributed to the favorable 
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initial performance of the CACM. The CET raised the nominal and 
effective rate of protection on consumer goods substantially, and 
lowered the rate on capital goods (Willmore, 1976:398; Bulmer- 
Thomas, 1987:79). This naturally provided strong incentives for local 
production of consumer goods and encouraged external imports of 
capital goods, which is normally the case with import-substituting 
industrialization. This development was further supported by gen- 
erous fiscal incentives from individual countries in an effort to attract 
new investments. As a result, firms were able to import their capital 
and intermediate products duty free. 

Several regional organizations, including the Regional Secretariat 
(SIECA) for coordination of the integration process, the Central 
American Bank for Economic Integration (CABEI) for financing of 
infrastructure projects, and the Central American Clearing House 
(CCC) for the settlement of intra-regional trade obligations, were also 
established. Although important, these regional institutions were 
nevertheless unable to provide a solution to the problems and ten- 
sions that already started to emerge in the CACM during the 1960s. 

The CACM has often been regarded as the most successful and so- 
phisticated example of economic integration ever in the Third World 
due to the impressive macroeconomic development of these coun- 
tries in the 1960s and early 1970s. The initial situation was, however, 
far from favorable. Intra-regional trade was negligible before 1960, 
the industrial base was insignificant and the Central American econ- 
omies were in general complementary rather than competitive to each 
other. Hence, in terms of classical customs union theory, the risk of 
trade diversion was considerable, whereas the scope for trade cre- 
ation was small (Bulmer-Thomas, 1982:238). 

The growth rates attained by the CACM countries in the 1960s were 
high by international standards. Real GDP grew by an annual rate of 
5.7 percent and manufacturing by 8.4 percent between 1960 and 1970 
(Willmore, 1989:50). (See Table 2.3 for some basic data on the macro- 
economic performance of the states forming the CACM.) The contri- 
bution by the CACM to the GDP growth rate is debatable; according 
to different estimates between 10 percent and 25 percent of the total 
GDP growth stemmed from integration. Due to the mechanisms and 
goals of the CACM, however, the increase in manufacturing output 
might be largely attributable to the union (Bulmer-Thomas, 1982:245). 
The rapid growth continued in the 1970s, although the rates were less 
impressive than in the 1960s (GDP 5.3 percent, manufacturing 6.0 per- 
cent). As manufacturing grew faster than GDP, the ratio of manufac- 
turing output to GDP increased continuously, reaching a peak of 18 
percent for the region in 1980 (Blomqvist & Lindholm, 1992). 
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Table 2.3. Main economic indicators for the C A C M  countries, 1989 
p-- - - -- 

Country Popu- GDP GDP GNP/ Gross Total Total Inflation 
lat~on (USDbn) growth cap~ta Investm f ext debt ext debt/ (90) 
(m111 ) 1%) (USD) GDP (%) (USDbn) GDP (%) 

Costa Rica 2.7 5.2 6.3 2.8 1,780 24 4.5 86 24.8 
El Salvador 5.1 5.9 4.3 0.6 1,070 16 1.9 32 16.8 
Honduras 5.0 4.3 5.0 2.3 900 13 3.4 78 4.7 
Guatemala 8.9 8.2 5.9 0.4 910 14 2.6 32 13.4 
Nicaragua 3.7 3.4 2.5 -1.6 n.a. n.a 9.2 268 n.a. 

n.a. non-available data 
Source: World Bank, World Development Report 1991, New York, Oxford University Press. 

Intra-regional trade increased rapidly due to the freeing of trade. 26 
percent of the total trade in the CACM countries was intra-regional 
in 1970. The expansion of intra-CACM trade was achieved mainly at 
the expense of the USA, whose share of total trade dropped from 
60-70 percent in the 1950s to less than 40 percent in 1968 (Bulmer- 
Thomas, 1982:243). A large part of the infra-regional trade was of the 
intra-industry type and consisted of non-durable consumer goods, 
while capital goods and durable consumer goods were overwhelm- 
ingly imported from third countries. In absolute terms, intra-CACM 
trade continued to grow until 1980, but in relative terms (as a per- 
centage of total trade) it started to decline after 1970, suggesting a 
gradual loss of dynamism in the regional market from that date. 

Most of the studies on the welfare impact of the CACM have con- 
firmed that the comparative static trade effects of integration were 
negative, as assumed, but that the positive dynamic effects of the 
union were considerable (See Cline, 1978). All five countries seem to 
have gained from the CACM, but in varying degrees. The actual (or 
imagined) unequal distribution of gains led to growing tensions with- 
in the CACM, resulting in the departure of Honduras from the union 
in 1970. 

This event marked the beginning of the virtual stagnation of the 
union. Under the surface, distortions and problems were building up, 
which finally led to the total collapse of the CACM in the 1980s. The 
breakdown could, in fact, have been triggered already by the first oil 
crisis, but a fortunate simultaneous increase in the prices of tradi- 
tional Central American export goods postponed the disaster. The 
second oil crisis, rising international interest rates and political up- 
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heaval in Nicaragua and El Salvador in 1979-80 were, however, fatal 
for the Central American integration process. The terms-of-trade of 
the CACM countries deteriorated drastically, leading to a sharp in- 
crease in the foreign debt. The increased social unrest and deterior- 
ating economic outlook contributed to capital flight, stagnating pro- 
duction and declining income levels. Intra-regional trade diminished 
rapidly; in 1980 intra-CACM exports amounted to USD 1129 million, 
falling six years later to only USD 420 million (Fuentes, 1989:107). 
Large payment arrears accumulated between the member countries, 
and the free intra-regional trade was replaced by tariffs, quotas and 
trade embargoes. By the mid-1980s, the CACM had turned into a mere 
paper organization. 

While the external shocks undoubtedly accounted for a great part 
of the failure of the CACM, it is obvious that the inherent weakness- 
es of the integration scheme also played a significant role. The chos- 
en strategy of industrialization through import substitution created 
a strong bias against external exports of manufactured goods and dis- 
torted the structure of external imports towards capital and interme- 
diate goods, while favoring local production of consumer goods. 
Thus, the industrial sector grew increasingly dependent on the 
foreign exchange generated by the traditional export of agricultural 
products. Reducing imports in a situation of balance-of-payments dif- 
ficulties caused severe problems for local industrial production. 
Consequently, import substitution increased rather than decreas- 
ed the dependence on external imports (Blomqvist & Lindholm, 
1992). 

It is easy to understand why the external price shocks had such a 
serious impact on the Central American economies. Deteriorating 
terms-of-trade resulted in decreased external imports of inputs vital 
for the local industries, which reduced manufacturing output. At the 
same time, declining income levels and balance-of-payments prob- 
lems reduced the demand for consumer goods and generated con- 
siderable r u t s  in intra-regional imports. A vicious circle emerged, 
launched by external factors and the dependence of the intra-region- 
a1 trade and local industry on extra-regional trade. 

Finally, it is also evident that industrialization in the CACM was 
skin-deep and never reached more than the "easy" stage of produc- 
tion of non-durable consumer goods. The growth potential of such 
production is fairly limited, which explains why the common market 
started to lose its dynamism in the 1970s. A deepening of import sub- 
stitution to capital goods was hampered by the structure of the CET 
and the incentives offered by the local authorities. Moreover it is also 
more demanding to carry out (Cf. Colman & Nixson, 1986:293). 
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In general terms the CACM has not lived u p  to expectations, 
although it made a positive contribution to development during the 
1960s and early 1970s. The original model of the CACM undoubted- 
ly needs major modifications. The return of political stability and a 
modest economic recovery have provided a basis for a new start, 
which has in fact been reflected in an increased interest in a revita- 
lized and enlarged Central American community (The Economist, 
August 24,1991). Whether this will be translated into practical action, 
however, remains to be seen. Costa Rica, for example, has embarked 
on a strategy of promotion of non-traditional exports, whose main 
markets are outside Central America (Lundahl, 1990). 

LAFTA 

The Latin American Free Trade Association (LAFTA) was founded by 
Argentina, Brazil, Chile, Mexico, Paraguay, Peru, and Uruguay in 
1960 (Colombia and Ecuador joined LAFTA in 1961, Venezuela in 1966 
and Bolivia in 1967). Some basic macroeconomic statistics for the 
member countries are given in Table 2.4. The organization was re- 
placed in 1980 by the Latin American Integration Association (LAIA). 
Two essential motives regarding the effects of integration initiated 
the foundation of LAFTA. First, import substitution was seen as a 

Table 2.4. Main economic indicators for the LAFTA countries, 1989 

Country Popu- GNP 
lation (USDbn) 

(million) 

-- 

Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Ecuador 
Mexico 
Paraguay 
Peru 
Uruguay 
Venezuela 

GDP GDP/ Gross Total Total Inflation 
growth, capita investm./ ext. debt ext. debt/ (%) 

(%) (USD) GDP (70) (USDbn) GDP (%) 

Source: World Bank, World Development Report 1991, New York, Oxford University Press. 
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strategy to counteract deteriorating terms-of-trade and dependence 
on imports of capital goods from industrialized countries. Secondly, 
the larger and more industrialized countries of LAFTA, namely 
Argentina, Brazil and Mexico, sought new local markets for their 
industrial products which were not yet competitive on the world mar- 
ket. The latter motive was dominant and consequently caused intra- 
regional inequalities and distributional conflicts between the mem- 
ber states (the intra-regional exports of Argentina, Brazil and Mexico 
accounted for 46 percent of the Latin American total in 1960 and for 
66 percent in 1973 (Vaitsos, 1978). The lack of an adequate compen- 
sation scheme, which would have remunerated the smaller net 
importing countries, eventually obliterated the proposed LAFTA free 
trade area (Langhammer & Hiemenz, 1990:22). 

Although there is not much empirical evidence available on the 
effects of LAFTA, some information is available from the develop- 
ment of the share of intra-LAFTA trade in the total trade of LAFTA. 
Intra-union trade as a percentage of total exports in LAFTA was 7.7 
percent in 1960 and 10.2 percent in 1970 (World Development Report, 
1991:107). The figures might suggest that the creation of LAFTA had 
a positive effect on intra-regional trade, but in fact the main reason 
for growing intra-regional trade in that time period was rising world 
market prices for commodities traded (Langhammer & Hiemenz, 
1990:23). 

The lack of major achievements within LAFTA may be explained 
from the standpoint of the prevailing key local social forces and their 
motives. In the larger countries (Argentina, Brazil and Mexico) there 
was no industrial group interested in either a more competitive larg- 
er Latin American market or one where the government could inter- 
vene and allocate activities and plants at the local level. The medi- 
um-sized countries (specifically Chile and Colombia) were sceptical 
about their ability to compete with exports from the larger and more 
developed countries in an open and competitive regional market, and 
therefore tried to propose a common industrial policy, which was con- 
sistently opposed by the bigger countries. The smallest and least 
developed countries (especially Bolivia, Ecuador and Paraguay) 
sought arrangements where they could have preferential treatment 
in the markets of the bigger countries. Simultaneously the non-tra- 
ditional industries in the smallest countries were faced by resistance 
from the traditional agricultural or mining sectors and from the 
importers. Accordingly, there was a lack of consistency in the ap- 
proach to. Consequently, no major local industrial group within 
LAFTA was in favor of effective trade liberalization (Vaitsos, 1978). 

A decisive question is whether trade creation or trade diversion has 
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been the predominant source of growth of intra-LAFTA trade. Studies 
seem to suggest that trade diversion has outweighed trade creation. 
Furthermore, as is the case in most studies, it has been concluded that 
the pure trade creation process of LAFTA failed to decentralize trade 
flows in processed goods among all member countries, and failed to 
provide an effective "training ground" for products which were not 
competitive on the world market (Langhammer & Hiemenz, 1990:25). 

The principal reason for the failure of the LAFTA integration 
scheme was, however, as was pointed out earlier, the conflicts that 
arose in distributing the benefits and costs of integration among mem- 
ber countries. Industrial development, above all trade expansion, has 
been the basic motive for integration among developing countries. 
Consequently, integrating countries have seen the composition of 
flows of new goods relative to traditional goods as the crucial issue 
in the integration process. The industrial base and the level of indus- 
trial development were very heterogeneous in LAFTA, which gave 
the three largest, most developed countries an edge in their capacity 
to accommodate new industrial capacity (Vaitsos, 1978). 

The dissatisfaction of the smaller countries in LAFTA, resulting 
from distributive conflicts and the lack of a development-oriented 
integration scheme including a model for compensating the misfa- 
vored members, eventually triggered the formation of the Andean Pact 
in 1969 by Bolivia, Colombia, Chile, Ecuador, and Peru (later joined 
also by Venezuela). The Andean pact aimed at deeper trade integra- 
tion and regionally balanced industrialization, through regional 
investment plans and by common domestic policies. LAFTA could 
not successfully reap the benefits from an integration process, show- 
ing that the homogeneity of integrating countries is one of the pre- 
conditions for integration among developing countries to be suc- 
cessful. The Andean Pact has not been successful either, having been 
plagued by political and ideological differences between the member 
states. For example, Chile opted out in 1976 (Cf. e.g. Tironi, 1977). 

CONCLUSIONS 

The lessons from economic cooperation in the Third World which may 
be of relevance for Southern Africa are somewhat disappointing. Most 
significant schemes have aimed at some degree of integration. The 
experiences have been mainly negative. This may be partly due to the 
specific forms imposed on the schemes, although the general outlook 
does not seem very promising either. Three main conclusions may be 
drawn from the cases examined in the present context: 
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1. Economic integration does not seem to work in practice when the 
"natural" trading partners are found outside the integrated area. 
The incentives to trade within the area are then small. It is there- 
fore difficult to promote the latter type of trade unless the tariffs 
towards non-member countries are very high. From a dynamic 
point of view, a competing industrial structure may be preferable 
to a complementary one, since a consequence of integration in the 
latter case may be diversion of trade from the most efficient pro- 
ducers. 

While the argument concerning industrial structures may not be 
very crucial in this case, due to the low level of industrialization 
in most of the Southern African countries, the low degree of intra- 
regional trade is certainly a problem. This fact is of particular rele- 
vance for South Africa, whose main markets for at least primary 
and agro-based products in the post-apartheid situation are like- 
ly to be found overseas rather than in poor neighboring African 
states. Possibly, integration could lead to increased exports of 
South African manufactured goods to the region. This is not, how- 
ever, necessarily desirable. The manufacturing sector in South 
Africa, which has been protected since the 1920s, is a high-cost one. 
Trade diversion would ensue and impose a cost on the partici- 
pating economies. Thus, promoting free trade appears to be a bet- 
ter strategy, since this would force South African manufacturing 
to reduce its costs. 

2. When countries attempting to integrate their economies are not on 
a roughly comparable level of development before the integration 
effort begins, the result is likely to be polarization. Manufacturing 
industry in particular is likely to become increasingly concentra- 
ted in the already industrialized areas. The dynamic gains and loss- 
es from integration are likely to be unequally distributed, in favor 
of the more developed partners. (Again Arrow's impossibility the- 
orem may apply. It may not be possible to distribute compensa- 
tion in a way that can be agreed upon by all members.) 

This calls for some kind of compensation scheme of the type al- 
ready in use in the Southern African Customs Union. However, as 
demonstrated by the experience of this group of states (Lundahl 
& Petersson, 1991, Ch. 10), this may give rise to controversy among 
the members. 

3. Other forms of regional cooperation than integration may be easi- 
er to carry out, because they avoid some of the costs associated 
with integration: the sharing of infrastructure, educational facili- 
ties, international trade negotiations, etc. Such "public goods" may 
nevertheless be difficult to identify. It may be hard to reach an 
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agreement on how payments should be divided. Hence the domi- 
nant partners, notably South Africa, may attempt to impose their 
own views and preferences on the others. The best way to proceed 
may be through gradual and pragmatic development of specific 
cooperation projects without an outright aim at integration of mar- 
kets. This line of thought by and large follows the philosophy of 
SADCC (Curry, 1991). 

Thus, the inevitable conclusion to be drawn from the experience of 
ASEAN, CACM and LAFTA is that economic cooperation and inte- 
gration among developing countries-including those of Southern 
Africa-may be a difficult and costly venture, in particular when the 
economies involved are not at the same level of development. This 
conclusion receives further support from the actual experience of the 
SACU (Lundahl & Petersson, 1991). In addition, as is well known, 
import substitution behind tariff walls, based on the national mar- 
kets only, has strongly negative effects. Free trade with countries out- 
side as well as inside the region may therefore be a superior alterna- 
tive. 
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3. Emerging South African 
Perspectives on Regional 
Cooperation and Integration 
after Apartheid 
Robevt Davies 

Developments in Southern Africa in the period since the battle of 
Cuito Cuanavale and in South Africa since February 1990 have pla- 
ced the issue of the involvement of a democratic, non-racial South 
Africa in a programme of closer economic cooperation and integra- 
tion with the rest of Southern Africa firmly on the agenda. Most of 
the "key players" inside South Africa-ranging from the present 
minority government and business community to the political orga- 
nisations of the national liberation movement and the trade unions- 
are now on record as supporting some such move. At the same time 
organisations formed in the rest of the region, notably the Southern 
African Development Coordination Conference (SADCC) and the 
Eastern and Southern African Preferential Trade Area (PTA) are pre- 
paring themselves for a new relationship with a post-apartheid South 
Africa. 

Despite the superficial appearance of consensus and some overlap 
in the use of language and terminology, significantly different per- 
spectives have, in fact, emerged between different forces in South 
Africa on the terms, principles and approaches to govern a pro- 
gramme of closer regional economic cooperation and integration after 
apartheid. Future South African policy on this issue can thus be expec- 
ted to depend to a considerable extent on the balance of forces esta- 
blished in the negotiation process now underway. 

This chapter will critically examine some of the major perspectives 
emerging in South Africa on this issue. It will not offer a content anal- 
ysis of the declared positions of key actors, nor will it discuss in any 
detail the merits or otherwise of the increasing number of specific 
proposals or models that have been put forward. Rather it will 
attempt to characterise the broad thrust of the main alternative appro- 
aches that are emerging against the background of an analysis of the 
current crisis in the pattern of interaction established in the period 
since the end of World War 11. It will then, on this basis, evaluate the 
capacity or otherwise to produce policies capable of building a new 
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pattern of relations between a post-apartheid South Africa and the 
rest of the region that is equitable, sustainable and growth orientat- 
ed. 

REGIONAL TRADE PATTERNS AND SOUTH AFRICA'S POST- 
WORLD WAR I1 GROWTH PATH 

The current pattern of economic interaction between South Africa and 
the rest of Southern Africa was profoundly influenced by the overall 
accumulation or growth path of the South African economy. In the 
period following the end of World War 11, South Africa's "growth 
path" was based on import substitution industrialisation orientated 
towards high income domestic consumption markets and financed by 
the export of primary products. Throughout the period, the manu- 
facturing sector was the main engine of growth-contributing more 
to the Gross Domestic Product (GDP) than agriculture and mining 
combined. But, it was a sector dominated by the production of con- 
sumer goods for the upper income (white) domestic consumers and 
was highly dependent on imported machinery and other inputs paid 
for by foreign exchange earned through the export of primary prod- 
ucts, mainly minerals, on world markets (Gelb, 1991). 

Apart from producing acute domestic inequalities and an extreme 
vulnerability to the waning fortunes of a wasting gold mining indus- 
try, this path of accumulation also had a major impact on the shape 
of the trade relations that emerged between South Africa and the rest 
of the region. Import substitution industrialisation inevitably meant 
that South Africa's industrial sector produced a range of manufac- 
tured goods which were not competitive internationally. Although 
the production of manufactured goods was largely orientated to the 
domestic market and although mineral products and base metals (in 
which South Africa could be considered to have an international com- 
parative advantage) continued to make up  over a third of exports to 
African countries (other than members of the Southern African 
Customs Union-SACU) in the mid-1980~~ exports of manufactured 
goods made a significant, albeit little noticed, contribution to South 
Africa's post-war manufacturing growth. A study conducted in the 
1 9 7 0 ~ ~  for example, found that although the combined GDP of 
Botswana, Lesotho and Swaziland was at that time only 3 per cent 
that of South Africa, trade with these countries was responsible for 
27 per cent of new value added and around 67,000 new jobs in South 
Africa's manufacturing sector (McFarland, 1983). 

No comparable study for later years or a broader range of trading 
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partners is known to exist, but available statistics point to a continu- 
ing disproportionate importance of regional and Sub-Saharan trade 
for manufactured exports. Figures for 1985, the last year when trade 
statistics were fully published, show that while trade with non-SACU 
African countries was responsible for only 4 per cent of total SACU 
exports, this trade accounted for 36 per cent of exports of machinery, 
28 per cent of chemical products, 27 per cent of vehicles and trans- 
port equipment, 14 per cent of miscellaneous manufactured goods, 
10 per cent of processed foods and considerable percentages of the 
total exports of other less important manufactured consumer goods 
(see Table 3.1). Many of these figures would, moreover, undoubted- 
ly have been much higher had they referred to South African trade 
with all African countries (including other SACU members). 

More recent figures confirm the continued importance of regional 
and sub-Saharan markets for South Africa's manufacturing sector. 
Thus while total trade with non-SACU African countries made up  
less than 10 per cent of total exports in 1990, this trade accounted for 
no less than 32 per cent of South Africa's manufactured exports. The 
upswing in this trade since the end of the 1980s is reported to have 
given an important boost to South Africa's steel, food, chemical and 
motor vehicle industries among others.1 Commentators have also sug- 
gested that increasing sales to African countries made a major con- 
tribution to the sharp rise in exports of such "non-traditional" items 
as "plastic and rubber products" or "miscellaneous manufactured 
goods", which rose by 42 per cent and 41 per cent respectively be- 
tween 1990 and 1991 (The Star, 28 January, 1992). 

While southern, and to a lesser extent the rest of Africa, thus pro- 
vided a significant market for a range of manufactured goods which 
would have been unlikely to have found export markets elsewhere, 
the protectionist policies followed as an integral part of the post- 
World War I1 growth strategy tended to restrict regional as well as 
extra-continental imports. This aspect is relatively well documented. 
Protectionist tariff policies first elaborated in the 1920s excluded a 
range of mainly agricultural products from neighbouring states; non- 
tariff barriers of various kinds were erected to prevent other SACU 
members using the official provisions of the agreement to export 
manufactured goods to South Africa; and even the politically-moti- 
vated trade agreement negotiated to provide support to the Smith 
regime in Zimbabwe in 1964 took pains to restrict imports of goods 
which might seriously compete with local manufactures (Hanlon, 
1986, and Kumar, 1991). 

This combination of relative uncompetitiveness and a protectionist 
stance towards regional imports shaped a pattern of trade character- 
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Table 3.1. Trade of SACU members with other African countries, 1985 
(Rand million) 

Total Africa's % of 
Section of CCN Exports Imports exports of total exports 
nomenclature the section of the section 

1. Live animals/ 
animal products 

2. Vegetable products 
3. Animal and vegetable 

fats 
4. Prepared foodstuffs, 

beverages 
5. Mineral products 
6. Chemical products 
7. Artificial resins, 

plastics 
8. Skins, leather products 
9. Wood products 

10. Paper products 
11. Textiles 
12. Footwear 
13. Stoneware 
14. Precious metals, stones 
15. Base metals 
16. Machinery 
17. Transport equipment 
18. Optical and medical 

equipment 
20. Miscellaneous 

manufactures 
21. Works of art 
22. Other unclassified 

Total 1,579.0 457.0 36,775.8 4 
(Total 1984) (891.7) (485.2) (25,585.9) (4) 

Note: Totals may not add up precisely, due to rounding of section figures. 
Source: Republic of South Africa, Foreign Trade Statistics, Calender Year 1985, Pretoria, 

Government Printer. 

ised, at least in large part, by what Reginald Green has called the sell- 
ing of "overpriced South African exports for hard currency" (Green, 
1991). 

A constant feature of this trade over many decades has been a large, 
and indeed increasing, gap between visible exports and imports. 
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South African exports have not been matched by reciprocal imports 
of goods from the rest of Africa with the result that a large and wide- 
ning deficit on the balance of trade has been recorded. Official fig- 
ures, for example, show that exports from SACU to non-SACU 
African countries were 3.4 times the level of imports in 1985. By 1990 
this ratio had widened to 5.7:1.2 

This deficit in visible trade has historically been partly financed by 
invisible earnings from the provision by the rest of the region of 
various services to support the accumulation process in South Africa. 
As is well known, South Africa's gold mining industry was devel- 
oped on the basis of cheap migrant labour, drawn not only from South 
Africa's "homelands" but also from neighbouring states. Indeed, for 
most of its history the South African mining industry had a majority 
non-South African labour force and even today draws more than a 
third of its workers from beyond South Africa's borders. Remittances 
from migrant workers were one important source of invisible earn- 
ings for many countries. Revenue from transport services and more 
recently from hydro-power and water projects have also been signif- 
icant. However, overwhelmingly and increasingly purchases from 
South Africa have had to be paid for from foreign exchange earned 
by other countries from the sale of their primary products on world 
markets. 

THE IMPACT OF THE POST-1970s CRISIS 

The multiple crisis, affecting the whole of Southern Africa in the peri- 
od sirice the mid-1970s, has significantly impacted on several of the 
key variables making up  the above described regional trade equation. 
First, there has been a decline in rates of investment in South Africa's 
manufacturing sector leading to a probable decrease in the competi- 
tivity of many of its products. Between 1983 and 1987 real investment 
in manufacturing declined by 12.8 per cent per annum and although 
the manufacturing sector led a modest recovery in investment record- 
ed between 1987 and 1990, overall rates of investment remain only 
around 2/3 the levels of the early 1970s (Senhadji & Walton, 1991). 
Establishing the precise impact of this on the competitivity of manu- 
facturing exports to the region is more difficult. However, there has 
been an increase in the average age of plant and equipment in the 
sector and various estimates have been made suggesting that the 
prices of some South African manufactured goods sold in the region 
may now now be as much as 15-25 per cent higher than the f.o.b. 
prices of comparable goods from e l~ewhere .~  Certainly, there are signs 
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of preparations in some parts of the region for a shift away from from 
South African to cheaper global suppliers, notwithstanding the non- 
price advantages which South African suppliers continue to enjoy, 
such as lower transport costs and shorter delivery times (due to clos- 
er proximity) or easier credit terms offered to customers (financed by 
government export promotion guarantees and subsidies). 

The period since the mid-1970s has, secondly, seen South Africa 
progressively withdrawing from two important relations in which it 
had historically been present as a buyer-migrant labour and trans- 
port services. This severely limited potential growth, and in several 
cases led to an actual decline, in invisible earnings from services sup- 
plied to South Africa. In the case of migrant labour, the proportion 
of "foreign" workers in the South African mine labour force (the larg- 
est employer of foreign migrant workers) declined from over 60 per 
cent in 1975 to around 40 per cent by the end of the 1980s with the 
absolute number falling from 220,000 in 1975 to 186,000 in 1989.4 In 
transport, the period saw both a decline in South Africa's use of fa- 
cilities in other regional states, and witnessed an attempt by South 
African Transport Services (SATS) to divert traffic from landlocked 
countries which had historically used the services of other regional 
states. South African traffic through Maputo was cut to around 15 per 
cent of pre-independence levels while regional traffic passing through 
South African ports increased to one-and-a-half times the level of 
1981/2 by 1984/5 (Financial Mail, 15 August 1986). In the case of 
Mozambique, the country most affected by both these trends, remit- 
tances from migrant workers declined from USD 64.5 million in 1981 
to USD 58 million in 1987-before rising slightly to USD 70 million 
in 1988. Earnings from transport services (provided both to other 
SADCC countries and South Africa) fell from USD 82 million in 1981 
to USD 42 million in 1989 (World Bank, 19904. In both cases the level 
of 1981 represented a significant decrease from 1975. 

The 1980s were, thirdly, for Southern Africa, like the rest of sub- 
Saharan Africa, a "lost decade" for development, characterised by 
economic stagnation, worsening terms-of-trade and growing in- 
debtedness, whose effects were exacerbated by the devastating 
impact of Pretoria's policies of aggression and destabilisation. Foreign 
exchange receipts declined sharply, drastically reducing the capacity 
of many countries to import (World Bank, 1989a, and UN, 1991). 

The combined effect of all of these factors has been to place a se- 
vere strain on the established trade relationship between South Africa 
and the rest of the region: goods whose competitiveness was tending 
to decline were being offered in markets where the foreign exchange 
needed to buy them was becoming increasingly scarce. 
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The wave of escalating aggression and destabilisation unleashed in 
the late 1970s and 1980s can be recognised, in part, as an attempt by 
Pretoria to re-assert its hegemony in the face of this "scissors crisis". 
One of the objectives underlying destabilisation was clearly to pre- 
serve essential elements of the established patterns of regional eco- 
nomic relations intact, while permitting a highly partisan restructu- 
ring of others. Launched in response to set-backs to its proposals to 
draw neighbouring states into a new hegemonic alliance (CONSAS) 
and directed most particularly at those states and projects seen as 
most challenging to its designs, destabilisation did have the effect of 
impeding efforts by the rest of the region to reduce dependence on 
South Africa and diversify. The deepening transport dependence, 
which resulted from the sabotage of alternative facilities in Angola 
and Mozambique, for example, not only boosted the earnings of South 
Africa's ports and railways, it also tended to increase the non-price 
advantages of South African goods and thus tie landlocked coun- 
tries into an enhanced trade dependence on South Africa. Destabili- 
sation, however, eventually produced its own contradiction. By the 
end of the decade any potential benefits created for South African 
exporters by undercutting efforts to diversify were more than offset 
by the negative impact on the capacity of regional states to import. 
At the same time, South Africa's growing need for physical inputs- 
water and electricity-from the rest of the region became increasing- 
ly apparent. 

A growing recognition on part of sections of South Africa's busi- 
ness community that some form of re-stabilisation of the regional eco- 
nomy was in South Africa's own interests can be identified as an 
important factor leading to the turn away from destabilisation poli- 
cies in the late 1980s-although the resistance of regional states, the 
failure to resolve the domestic crisis of apartheid and the pressures 
generated by a rapidly changing international order were all more 
fundamental. 

This shift, and more particularly Pretoria's involvement in negoti- 
ations leading to the independence of Namibia followed by the poli- 
tical developments in South Africa since February 1990, has intro- 
duced what might be termed an important counter tendency (from a 
South African point of view) to the effects of the continuing struc- 
tural crisis of the post-World War I1 pattern of regional economic 
interaction. Post-Cuito Cuanavale and post-February 2, 1990 politi- 
cal developments have led to a progressive lowering of barriers to 
South Africa's acceptance in the region and wider continent and this 
has created unprecedented new opportunities both for an immediate 
increase in economic interaction and a growing involvement by state 
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and corporate officials as well as the liberation movements in dia- 
logue with their regional counterparts about longer term -"post apart- 
heid''-regional reconstruction. The effects of this are reflected, inter 
alia in the trade figures, which show trade between South Africa and 
the rest of Africa increasing by 40 per cent in 1989 and a further 22 
per cent in 1990 (Business Day, 6 March 1991). 

EMERGING PERSPECTIVES ON REGIONAL COOPERATION IN 
SOUTH AFRICA 

The perspectives now emerging in South Africa on the question of 
post-apartheid regional cooperation and integration have thus to be 
seen against the background, first, of a structural crisis in the pattern 
of regional interaction established and, second, of a more immedia- 
tely felt counter tendency arising from the the lowering of political 
barriers to South Africa's re-engagement with the region. Changes in 
the international order-and more particularly the current trend 
towards the formation of regional trading blocs both in the countries 
of "the n o r t h  and in regions of "the south-have also significantly 
influenced perceptions. 

Under these circumstances all major forces in South Africa now 
appear to agree that a post-apartheid period should see some form 
of closer regional cooperation and economic integration between all 
the countries of Southern Africa, including South Africa. However, 
significantly different perspectives have emerged over the approach, 
terms and principles on which this should be built and, more parti- 
cularly, over the extent to which qualitative transformation of estab- 
lished patterns is essential. 

One perspective, not surprisingly embraced by many of those clos- 
est to the vested interests of the old order-including the present 
minority government and much of the corporate sector-has tended 
to view future cooperation as little more than a return to a somewhat 
modified version of the old (pre-1970s) "normality". Past or existing 
patterns of regional relations tend to be viewed rather uncritically 
with the fundamental problem of the past often seen as little more 
than the existence of political and regulatory barriers in other coun- 
tries which prevented South Africa from playing its potential role as 
"engine of growth" in the sub-continent. The progressive dropping 
of political barriers is thus seen, at least in those quarters that take 
Africa seriously, as potentially providing a significant boost to South 
African trade. The more recent dropping by international donors and 
funders of objections to the involvement by South African compani- 
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es in aid funded projects in neighbouring states is also seen as creat- 
ing important additional opportunities and offering advice on how 
to tender more effectively for aid contracts has now become some- 
thing of a growth industry in South A f r i ~ a . ~  It should be noted, in 
parenthesis, that a more cautious or pessimistic sentiment also 
exists within the South African corporate "establishment". This tends 
to doubt that Africa can ever be of more than marginal importance 
for South Africa and favours concentrating on trying to project an 
image of South Africa as a "first world" player involved in global 
markets rather than a "third world" country relegated to regional 
markets. 

The approach towards building closer cooperation and integra- 
tion-at least in those quarters taking Africa seriously-tends large- 
ly to be seen in terms of the rest of the region consolidating the move 
towards lifting political barriers to doing business with South Africa 
with a more generalised liberalisation of regulatory systems in a way 
which will "open up" the region to South African exports and capi- 
tal investment. Attempts to theorise from within this type of per- 
spective, generally favour a a rather rapid move towards a regional 
common market allowing both free trade and unhampered capital 
m ~ v e m e n t . ~  In more practical terms, there are signs of some interest 
in trying to re-launch or re-structure SACU as basis of a free 
trade/free capital movement regional integration project. Apart from 
yielding benefits in its own right, involvement by the "new South 
Africa" in such a project also appears to be seen as a way of rebuild- 
ing relations with external forces on terms favourable to South Africa. 
The insistence on the need for unrestricted free movement of capital 
throughout the region appears, for example, to have much less to do 
with plans by South African companies to make investments in the 
region than a desire to reinforce South Africa's image as the "natural 
gateway" and partner for foreign investors in Southern Africa. 

Much of this can be recognised as short term and self interested. It 
has been criticised as South Africa-centric and indifferent to concerns 
of the rest of the region about the acute imbalances in existing rela- 
tions or to the appalling heritage left by destabilisation. It takes 
little or no account of the serious potential for polarisation that would 
arise in an integration project in which not only does one prospective 
partner have an economy more than three times that of ten others 
combined, but more importantly there are structural inequalities and 
patterns of domination/hegemony in existing relations. Such an 
approach is also rooted, implicitly if not explicitly, in a rather short 
term and over-politicised perspective on the crisis. The focus is on 
what was called above the counter-tendency-the immediate oppor- 
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tunities opening up as a result of the lifting of South Africa's pariah 
status-with little recognition given to the existence of an underly- 
ing structural crisis in the established path of regional economic inter- 
action. As such it fails to offer any viable answer to the fundamental 
longer term problem of the increasing unsustainability of the existing 
model. By focusing myopically on the immediate, short term export 
"dividend" that the ending of pariah status may well provide, it fails 
adequately to recognise that this will not be consolidated into a long- 
er term growing trade relation unless the rest of the region sees some 
benefit to itself in granting preferences to South African goods and 
unless South African exports become more competitive. Nor is the 
payments problem among prospective regional trading partners 
seriously addressed-except through hoping that international aid 
will provide some immediate boost. It cannot thus provide any satis- 
factory long term answers to many of the central questions of how to 
create a mutually beneficial, growth-orientated and sustainable pat- 
tern of regional cooperation and integration in a post-apartheid 
Southern Africa. Moreover, many of the specific schemes and propos- 
als advanced within such a perspective, tend, whatever their pro- 
fessed intentions, to seek in practice to enhance South African hege- 
mony. Notions of South Africa as the "locomotive of growth", the 
"natural entry point" to Southern Africa or the un-mandated repre- 
sentative of Southern Africa in a continental axis of "power point" 
countries have thus all unselfconsciously been put forward by pro- 
ponents of this approach. 

The alternative perspective, which is emerging within the demo- 
cratic movement, is based on the view that regional trade and other 
economic relations need to be restructured as an integral part of a 
process of transforming the existing growth path. The restructuring 
of regional relations was initially seen largely as a matter of equity. 
The critique of the rest of the region about the detrimental impact of 
historic imbalances on their development and the devastation caused 
by destabilisation were seen as placing an obligation on a democrat- 
ic South Africa to work with neighbouring countries in restructuring 
regional relations on a more equitable basis. There was also a recog- 
nition that South Africa could not hope to grow and develop while 
the rest of the region stagnated-particularly in a situation where 
clandestine migration was already swelling the ranks of South 
Africa's homeless and unemployed and where arms and drugs 
smuggling to South Africa were among the most lucrative forms of 
"unrecorded trade" taking place in the r e g i ~ n . ~  

The reconstruction of regional economic relations on a new basis 
is, however, now increasingly also seen as an essential component of 
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a new growth strategy. Current thinking within the South African 
democratic movement can perhaps be summed up  as envisaging a 
mixture of "growth through redistribution" and "redistribution 
through growth". Redistribution is seen as essential to address press- 
ing problems of poverty and inequality and redistributive projects 
are seen as potentially providing a significant impetus to growth 
along a new path giving greater priority to basic needs of the most 
impoverished and deprived. But there is also an increasing recogni- 
tion that internally-oriented redistributive projects will not on their 
own be sufficient to place the economy onto a sustainable growth 
path. Externally-orientated policies aimed, in particular, at reducing 
the South African economy's current dependence on exports of pri- 
mary products and increasing exports of manufactured goods are 
seen as also being essential. 

Regional and sub-Saharan trade is increasingly recognised as 
having major strategic significance for any project aimed at promot- 
ing manufactured exports. The current disproportionate importance 
of African markets for exports of manufacturing goods has already 
been referred to above. Some of the products that would be encou- 
raged as part of a policy of re-orientating domestic production 
towards basic needs-including building and construction material 
and consumer durables-could well find markets in other African 
countries. Africa could provide an important market for machinery 
and equipment-particularly mining technology. South Africa and 
the SADCC countries have many similarities and complementarities 
in the minerals sector: together they produce significant percentages 
of total world output of such mineral products as gold, manganese, 
platinum, diamonds, copper, nickel, ferro-chrome, cobalt, iron ore, 
asbestos, coal, chromite, zinc, tin, silver and lead, suggesting that 
there may be considerable scope for cooperation in minerals benefi- 
ciation projects aimed at increasing the value added of products sold 
in world markets.8 

Growth and industrial development in South Africa could also be 
expected to boost demand for inputs from neighbouring countries 
such as water and hydro-power, and greater access to the South 
African market could provide several SADCC countries with a se- 
curer base on which to restructure their economies on a more pro- 
ductive and competitive basis. 

These intersecting concrete needs and interests make it possible, in 
my view, to envisage a mutually beneficial, negotiated restructuring 
of regional economic relations after apartheid, which would address 
several of the key problems of the inequity and longer term unsus- 
tainability of existing relations. This would essentially centre around 
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a trade off in which a democratic South Africa would be granted 
greater access to regional markets and inputs in return for agreeing 
to cooperate with the rest of the region in restructuring key sectoral 
relations in ways that both address existing imbalances and inequi- 
ties and boost the income earning potential of other countries. The 
latter could, among other things, include: 

1. Granting other countries greater access to the domestic South 
African market thus contributing towards bringing about a more 
equitable pattern of visible trade; 

2. Accepting the need to grant favourable terms to regional suppli- 
ers of inputs like water and hydro-power; 

3. Participating in a process of restructuring of regional transport 
relations in a way which acknowledges the need to address prob- 
lems caused by distortion of historic transport flows and to pro- 
mote a more rational utilisation of the region's transport infra- 
structure; 

4. A democratic South Africa committing itself to finding mutually 
acceptable, regional solutions to problems arising from labour 
migration, based on an acknowledgment of the historic subordi- 
nation and underdevelopment of labour reserve areas, the depen- 
dence this has created in neighbouring countries and the way in 
which problems caused by destabilisation have fueled the trend 
towards clandestine or "illegal" migration; 

5. South Africa making some financial and other contribution to 
regional development programmes while accepting that the prin- 
ciple of prioritising the interests of the most impoverished and 
deprived countries and areas should govern the distribution of 
benefits; 

6. All countries giving serious attention and priority to cooperating 
in mutually beneficial programmes, and most importantly inves- 
tigating the possibilities for and implications of a minerals-based 
regional industrialisation strategy. 

A negotiated re-structuring along these lines would address many of 
the factors underlying the unsustainability of the existing path of sell- 
ing over-priced goods for foreign exchange-provided that access to 
regional markets was seen as a basis for tackling more effectively and 
not of avoiding the challenge of raising productivity and competi- 
tiveness across the region. It would also provide a suitable base for 
a programme of regional economic integration capable of countering 
the potential for acute polarisation. It would be mutually beneficial 
in the sense that all parties stood to make significant gains, but would 
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simultaneously be rooted in a recognition of the need for a conscious 
redistribution of many of the benefits to the most impoverished and 
underdeveloped partners. 

This relates to another major debate, at this point perhaps more 
developed in the rest of the region than it is in South Africa-what 
approach to building integration would be most appropriate for a 
post-apartheid Southern Africa? SADCC's recent theme document on 
integration identified three possible appr~aches :~  

1. The neo-classical trade or market integration approach, focussing 
on the removal of tariff and non-tariff barriers to intra-regional 
trade and the creation in linear succession of a Preferential Trade 
Area, Free Trade Area, Customs Union, Common Market and 
Economic Union or Community. 

2. The neo-functional or integration through project cooperation 
approach based on the view that conventional trade driven inte- 
gration is inappropriate in regions characterised by underdevel- 
opment and that cooperation in projects aimed at overcoming 
infrastructural and production based barriers to regional trade 
should have priority. 

3. The development integration approach, also based on the view that 
laissez faire trade driven approaches will either not lead to effec- 
tive integration or else will create unacceptable polarisation in 
underdeveloped regions. It stresses the need for both macro and 
micro coordination embracing production, infrastructure and 
trade; close political cooperation at an early stage of the integra- 
tion process; the necessity to ensure an equitable balance of the 
benefits of integration and, in particular, to complement trade lib- 
eralisation measures with compensatory and corrective measures 
orientated particularly towards the least developed member coun- 
tries. 

While the South African democratic movement has scarcely even 
begun to debate these issues, the general thrust towards seeking to 
build closer cooperation and integration based on long term, struc- 
tural transformation, consensus building with partners and demo- 
cratic participation would suggest an initial preference for the devel- 
opment integration approach, also broadly supported in SADCC's 
Theme Document 1992. 
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CONCLUSION 

As South Africa moves, hopefully, towards the establishment of a 
more representative, democratic government, two identifiable trends 
are underway in the region: 

First, at the level of regional organisations like SADCC and within 
the South African democratic movement a search is underway for a 
formula to promote closer regional cooperation and integration based 
on principles of equity, interdependence and mutual benefit. While 
no agreed blueprint has yet emerged, it is generally acknowledged 
that this will have to involve major transformations in the existing 
pattern of regional relations. 

The second trend, born of desperation on the part of neighbouring 
countries and/or expectations, partly fuelled by the present South 
African government's "new diplomacy", is towards bilateral deals 
based on a "pragmatic extension" of existing relations. This approach 
essentially involves prioritising short term advantage above long 
term considerations of transformation. 

Any objective evaluation will have to acknowledge the existence of 
many factors favourable to the emergence of a scenario based more 
on pragmatic adjustment than on transformation. Such a scenario is 
being actively worked for by powerful forces among the current hold- 
ers of economic power in Southern Africa. It is also being reinforced, 
whether consciously or unconsciously, by the actions of influential 
external parties. The pressure for a laissez faire approach to integra- 
tion with its one sided emphasis on liberalisation and deregulation 
and its indifference to polarisation, the scarcely concealed eagerness 
of many donors to withdraw from aid commitments in SADCC coun- 
tries the moment South Africa is accepted as a legitimate partner by 
the rest of the region, and the acceptance and indeed promotion of 
notions of South Africa as the "natural" entry point for aid and invest- 
ment throughout the region can all be cited of examples. 

And yet. the simple positing of a "realistic" against a "normative" 
scenario does not adequately capture the dynamics of the issues at 
stake. This chapter has argued that the regional trading regime estab- 
lished in the post World War I1 period was not only unbalanced and 
inequitable, it is also enmeshed in a structural crisis. What is often 
posited as the "realistic" scenario does not in fact address itself to this 
reality and thus offers no credible answer to the question of how the 
crisis is to be resolved. 

The end of apartheid will thus pose for South Africa a critical 
choice in its relations with its neighbours. It can continue, as it is 
under its present leadership, to pursue short term, partisan benefits, 
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preying on the weaknesses, fears and expectations of the rest of the 
region. If it chooses to continue travelling along some version of this 
route it may derive certain short term economic benefits. But, these 
would be at the cost of the broader, longer term interests not only of 
the region as a whole, but of South Africa as well. 

At the very least, the reproduction after apartheid of the existing 
unbalanced trade regime in which the income earning capacity of 
partners is not being enhanced will be trade in static markets. If, more- 
over, stagnation continues to be the lot of a significant part of the 
region and existing disparities are reproduced or even exacerbated in 
the future, South Africa can expect increasing clandestine migration 
across its extremely porous borders-with numerous consequences 
for domestic development programmes. More than this, the search 
for non-militaristic solutions to outstanding or potential future con- 
flicts in the region and the creation of new development orientated 
security structures would become more difficult, in a context where 
no country in the region can expect to be immune from the effects of 
crises in other countries. 

The only "realistic" alternative to such a scenario is for South Africa 
to join its neighbours in an honest search for solutions which are 
mutually beneficial-solutions which yield benefits for all, but which 
seek simultaneously to address the disparities and inequities in exist- 
ing relations. 

NOTES 

1. The Star (Iizterizafional Airmail Edition), 8 February 1990, quoting then Trade 
Minister, Kent Durr. 

2. For the 1985 figure see Table 3:1, the 1990 ratio is calculated from figures 
released to Finansies en Tegiziek which show exports to non-SACU members 
of Rand 4,069,719,730 and imports of Rand 713,320,286. 

3. On aging plant, see Kaplan (1987). The level of 15 per cent above world 
market f.o.b. prices is rumoured to be the "bench mark" figure of major 
business organisations in South Africa, the 25 per cent figure is apparent- 
ly a calculation done for several SACU members mentioned in Green, op 
cit. A recent press report quoted "exporters" ranking "uncompetitive 
prices as the major obstacle to increased sales" of South African goods 
abroad, Sunday Times: Busiizess Times, 16 February 1992, "Bully for exports, 
but it's tough". 

4. Figures from Chamber of Mirzes Annual Report, Johannesburg, 1984, and 
SAIRR, 1990, p. 629. 
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5. On views from the South African business community on prospects for 
trade and the expectations of new opportunities through tendering for aid 
contracts see Financial Mail 31 January 1992 ("Trade with Africa: Don't pre- 
sume too much!") and Sunday Times: Business Times 2 February 1992 report- 
ing the launching by SAFTO with the support of the Department of Finance 
of a new initiative "to help SA companies crack the lucrative world devel- 
opment aid market". 

6. For examples of such views, see H. P. de Villiers, Chairman Standard Bank 
Investment Corporation, "A Southern African Economic Community-A 
Pipedream or a Must?", mimeo, February 1990 and reports in Financial Mail 
9 November 1990, Cape Times 13 November 1990, Africa Business October 
1990 and Cape Times 16 March 1991. 

7. Extracts from several speeches and documents of the democratic movement 
are reproduced in "Perspectives on Regional Co-operation from the Mass 
Democratic Movement in South Africa", Backgrounder: A CSAS Resource 
Publication, No. 3, Bellville, University of the Western Cape, December 1991. 

8. See Jourdan (1989 and 1990). Paul Jourdan has also more recently argued 
that the "primacy of the minerals-energy complex", low cost energy, tech- 
nological capacity and well-developed infrastructure provide a strong base 
for a regionally-oriented "resource based industrialisation strategy" 
(Jourdan, 1991b). 

9. See SADCC (1992a), Mhlongo (1991) and Chr. Michelsen Institute/SADCC 
(1986). The three approaches are elaborated upon by Dstergaard in chap- 
ter 1. 



4. Towards Enhanced Regional 
Security in Southern Africa? 
Thomas Ohlson and Sfephen J .  Stedman 

Southern Africa is an exceptionally violent, conflict-ridden region. 
The dominant factors in producing conflict in Southern Africa have 
been settler colonialism and South Africa's system of apartheid and 
its brutal and multi-pronged attempt to dominate the surrounding 
region. The government of South Africa and the former colonial 
governments of the region used direct violence to maintain their poli- 
tical and economic subjugation of the peoples of the region. The 
incompatibility of values and the use of violence by the powerful pro- 
duced a conflict complex within which conflict resolution has often 
come from pressure, force, and violence, rather than from moral reas- 
sessment. The legacies of that central conflict will be felt throughout 
the region for the foreseeable future. At the same time, the gradual 
disappearance of apartheid, the end of bipolarity on the global level 
as well as on-going political and economic changes in the region will 
bring about a re-emergence of older conflict issues as well as new 
ones. 

Conflict, insecurity and underdevelopment are inextricably inter- 
linked in Southern Africa. The region as a whole and the individual 
countries are by the early 1990s in a precarious situation. In the pro- 
cess leading up to the current dramatic transformations, the political 
and economic manoeuvring space of governments has diminished 
dramatically. The aid dependence is higher than ever before, while 
global political dynamics, technological developments, aid fatigue 
and other factors are likely to reduce donor and investor interest in 
the region. The disappearance of formal structures of institutionali- 
zed racism and the end of the east-west conflict will not only bring 
good to the region. New conflict patterns in the region will come to 
the fore, and-even in the presence of the requisite political will-the 
ability within the region to deal with these conflicts is limited. 

This chapter' first briefly analyses present and future conflict is- 
sues in the region. It goes on to outline scenarios of what a future 
Southern Africa might look like with reference to conflict, cooper- 
ation and security. It discusses the most likely and most preferable 
scenarios, respectively, and, finally, it describes which capabilities, 
norms, institutions and organizations would be conducive to pro- 
ducing the normatively preferred outcome. 
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One caveat is necessary. It is a commonplace that political and eco- 
nomic conditionalities and pressures, in general, and the content, 
direction and magnitude of the flow of investments, loans and grants 
from outside the region, in particular, will play an important role in 
defining the future shape of the regional security c o m p l e ~ . ~  This chap- 
ter is not about those extra-regional forces. It is about internal re- 
gional processes into which external influences and flows will feed 
and try to affect.3 

POST-APARTHEID CONFLICT ISSUES IN SOUTHERN AFRICA 

The level and intensity of conflict, violent or non-violent, in the region 
will have a decisive impact on current national and regional trans- 
formation processes.4 Conflict and perceptions of insecurity also con- 
stitute serious obstacles to socio-economic development and inter- 
state cooperation. Beginning at the level of individual states, we dis- 
cern the following domestic conflict issues within the countries of 
Southern A f r i ~ a : ~  

- Conflicts over control of government or territory. 
- Conflicts associated with war termination and reconciliation. 
- Conflicts of participation caused by the monopoly of political 

power by a dominant party or racial group. 
- Conflicts over inequitable distribution of resources. 
- Conflicts over identity, due to ethnicity. 

All these conflict issues in their various manifestations have one thing 
in common: they all have something to do with problems of legitim- 
acy. As noted, the capabilities of Southern African states to end on- 
going wars and resolve conflicts over participation, distribution and 
identity are under tremendous strain as a result of the impact of de- 
stabilization and war, crises of economic production and the need for 
reconciliation with white power in the region and international fi- 
nance. 

One of the consequences of the way in which regional and global 
actors have attempted to solve the basic conflict in the region is the 
introduction of market economies in the form of structural adjust- 
ment programmes, which are crudely implemented and which gen- 
erate widespread criticism and even revolt among populations. This 
is not to say that political and economic change is not needed. On the 
contrary, participants and observers in this process agree to the neces- 
sity of economic reform. But it must be noted that economic liberali- 
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zation through structural adjustment is a conflict generating pro- 
gramme, without a conflict resolution component. 

Similarly, the idea that democracy in the Third World can be an 
institution for conflict resolution is a revival of liberal programmes 
from the 1960s that believed that "all good things go t~ge the r . "~  But 
the history of multi-party democracy in the Third World is that it, like 
structural adjustment, generates conflict. Changes superimposed 
from outside may or may not be successfully internalized. The trans- 
formation of autocratic or racist regimes and one-party systems is a 
complicated process, riddled with dangers and uncertainties. Much 
time will be needed to gradually build up new forms of distribution, 
participation and legitimacy. 

Economic adjustment and political democracy may be contradic- 
tory and incompatible  programme^.^ Those groups most hurt by eco- 
nomic liberalization may use democracy to reverse such policies. 
Ungovernability that arises from strikes and civil unrest against 
adjustment are as likely to lead to military interventions into politics 
and a return of authoritarianism, as orderly transitions to stable 
democracy. Questions of pace, sequence and timing are extremely 
important. This poses a tremendous challenge to the governments of 
the region. 

Turning next to the regional level, regional security in Southern 
Africa is inextricably linked with the domestic security of its coun- 
tries. Classically, in international security studies, security is a prob- 
lem of relations between states. In Southern Africa, as in the rest of 
Africa, the basic unit of analysis-the state-cannot be taken for 
granted. The lack of strong states in the region implies that domestic 
conflicts cannot be contained within borders. There is a potential for 
internal violence to escalate into war between countries. By the early 
1990s there are three different but interlinked regional conflict clusters, 
either manifest or latent, in Southern Africa: 

Overlay conflict: that is, the continuation of conflict between states 
in the region due to the central, region-wide conflict between white 
minority rule and African liberation that has so dominated 
Southern Africa since the early 1960s. During the 1980s the major 
source of conflict in the region was the attempt by the government 
of South Africa to make the region safe for white domination at 
home. While that conflict is being transformed, it still plays a major 
role in that many of the current intra-regional conflict issues de- 
rive from or are to be considered spill-overs from that key conflict. 
For example: Mozambique is in conflict with South Africa over its 
continued support for RENAMO; Malawi's support for RENAMO 
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has brought it into conflict with both Mozambique and Zimbabwe; 
Zimbabwe is still undergoing destabilization; Angola still suffers 
from South African interference; and Namibia still has the issue of 
Walvis Bay to resolve with South Africa. 

2. Diffusion conflict: that is, national conflicts within borders spread- 
ing across borders. This could take two forms. First, a re-escala- 
tion of violence throughout the region due to processes internal to 
South Africa. Conflict in the region will still be affected by events 
in South Africa. If the process of change stalls there, or falls vic- 
tim to attack from within, then we should expect an upsurge in 
violence in South Africa, the continuation of large scale armed vio- 
lence in Mozambique, and the potential of a return to a more ac- 
tive South African destabilization of the region in general. Second, 
violence as a result of political and economic crisis within the coun- 
tries of Southern Africa and the potential for such violence to dif- 
fuse across borders. Every country in the region, with the probable 
exception of Botswana, suffers from a mix of legitimacy con- 
flicts involving reconciliation of enemies, political participation, 
economic distribution and competing ethnic identities. Regional 
security in Southern Africa will depend on how its component 
states resolve those conflicts. The economic and political crises in 
the separate countries of the region have an enormous potential to 
spill over boundaries. For example, one single reversal of the demo- 
cratization process could throw the entire region into turmoil. Or 
an economic collapse in one country could place a severe burden 
on its neighbours and lead to conflict. This potential is greatly 
heightened during 1992 by the worst drought in a century in 
Southern Africa, threatening up to 40 million people with starva- 
tion before the end of 1992. 

3. Asymmetry conflict: apart from the above-mentioned two conflict 
clusters, there is another overarching and potentially explosive 
source of insecurity in Southern Africa. It has to do with basic 
regional asymmetries, that is, the grossly inequitable distribution 
of economic and military power between the states in the region. 

Either one of these kinds of conflict-overlay, diffusion or the emer- 
gence of manifest violence in the region as a result of economic and 
military asymmetries-will exacerbate two other conflict issues that 
already tax the capacity of the region and its states: refugees and 
migrant labour. 

There are upwards of 10 million refugees in Southern Africa if inter- 
nal refugees, such as the so-called "deslocados" in Angola and 
Mozambique, are included. Others are living in refugee camps in 
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neighbouring countries. Three concrete problems in connection with 
the latter category can be identified. 

- The refugees pose a substantial economic burden to the host coun- 
try. 

- Refugee camps have traditionally constituted an important re- 
cruitment ground for those who have an interest in turning the 
refugees into weapons against their country of origin. 

- Refugee camps are fertile grounds for the spread of dangerous dis- 
eases, such as AIDS. 

In general, refugee camps are volatile social entities, consisting of 
individuals that have been forced to abandon their natural habitat. 
The refugees are cut off from the normal instruments of social com- 
munication and they have limited access to information; therefore, 
they can easily be manipulated. Due to the general distribution con- 
flict that characterizes all the countries in Southern Africa, refugees 
often become a target for the anger of the population of the host coun- 
try. Similarly, refugees are powerful cards in inter-state relations, 
especially when the country of origin have problems in receiving 
repatriates. 

Second, there is the problem of mass migration and migrant labour. 
Unprecedented rural-urban migration in many countries amasses 
people without the means of subsistence in the cities and siphons off 
those with most resources and initiative away from the rural areas. 
There is also another, and potentially more dangerous dimension to 
the migration problem. Migrant labour has always been a central 
building block in the regional economy. Expectations regarding a bet- 
ter life away from home have thus been built up around the region. 
If or when South Africa gets a government that is considered repre- 
sentative and legitimate in the eyes of the rest of the region, a mass 
migration movement to that country may well follow. The explosive 
potential in such a situation is obvious. On the other hand, protec- 
tive measures from South Africa against such flows may create sim- 
ilar problems and tensions. 

An additional dimension of the migration problem concerns brain- 
drain from the rest of the region to South Africa. Semi-skilled, skilled 
and professional people are increasingly seeking a new life in South 
Africa. A substantial outflow of such people from the neighbouring 
countries to South Africa would be economically disastrous to the 
home economies and a potential conflict issue between that country 
and South Africa. As Alan Whiteside has pointed out, the cross-bor- 
der migration problem may turn out to be a double losing game, and 
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a highly conflictual one, for the labour-supplying countries: first, the 
new brain-drain flow will subsidize growth in South Africa and, 
often, expatriates will have to be hired as replacements at higher costs 
while, second, the decline in the flow of less qualified migrant labour 
will reduce money inflow and create higher unemployment levels 
(Whiteside, 1991). 

In sum, the region is ripe with real and potential conflict that may 
threaten a successful search for democracy, economic reconstruction, 
stability and security. The chapter now turns to identify some key fac- 
tors within the region that will be crucial for the future of Southern 
Africa. 

DYNAMICS AND CHANGE IN SOUTHERN AFRICA'S 
REGIONAL SECURITY COMPLEX 

In any discussion of change one faces the challenge of distinguishing 
the significant from the trivial. Southern Africa is currently in a state 
of profound change, but no firm outcome has, as yet, emerged on the 
horizon. The old regional security complex is in some form of tran- 
sition, but it is impossible to say positively whether the on-going 
changes will result in qualitatively different patterns of regional inter- 
action. However, in order to stimulate debate, some possible future 
scenarios for Southern Africa are outlined in the next section. They 
represent cross-section snapshots of some key dimensions within the 
region that will be of importance for the future of the Southern African 
regional security complex. 

The first dimension concerns domestic consolidatiolz. To what extent 
have the individual states of Southern Africa region succeeded in 
establishing and maintaining a healthy state-society relationship? 
This concerns patterns of interaction between the state and civil soci- 
ety and which are determined by the norms and capabilities of each. 
Such issues are directly related to the problems that these states face 
concerning political and economic reform. In a broad sense, consol- 
idation concerns the development and sustenance of legitimacy on 
the national level. In Southern Africa, consolidation will depend on 
the outcomes of the on-going processes of transition in the region, 
with the South African one being particularly crucial. Figure 4.1 
focuses on the number of countries which have reached a level of 
domestic consolidation that allows for setting some national goals 
aside in favour of regional ones or, alternatively, produces a per- 
ception of at least partial compatibility between certain national and 
regional goals. 
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The second dimension concerns what Buzan calls regional patterns 
of amity  and enmity  (Buzan, 1991:213-215). It concerns the absence or 
presence of fear between the states in the region. It has to do with 
beliefs, perceptions, norms and formal rules that guide interaction in 
the region. The more that the norms and rules provide a sense of 
mutual identity, the more likely it is that the region develops mecha- 
nisms of interaction that can compensate for existing asymmetries, 
reduce the negative impact of certain "hard" asymmetries and give 
more weight to non-conflictu~l or even integrative asymmetries. The 
presence of such norms may also offer more legitimacy and formal 
authority to regional organizations. Amity/enmity goes from strong 
enmity at the one end to strong amity at the other. Both bilateral and 
region-wide patterns of hostility and friendship must be taken into 
account. The central focus is on the extent to which national and re- 
gional identities are compatible or harmonized. 

The third dimension concerns how the region as a whole and the 
individual states within the region deal with the basic problems of 
unequal distribution of economic resources and economic power. What 
mechanisms and vehicles of economic cooperation and integration 
are developed to address economic imbalances between the states of 
the region, without confronting national goals with regional ones? 
Can those goals be modified and made more compatible? Outcomes 
with respect to economic power contain two dimensions: first, the 
scale ranges from no regional integration to competing integration 
schemes to full integration under a common scheme, including the 
factors that inhibit such interaction and, second, those schemes of 
regional integration that would be compatible with each scenario are 
also listed in Figure 4.1. These schemes, discussed in detail by 
Qstergaard, are Market Integration (MI), Neo-Functional Integration 
(NFI), Development Integration (DI) and Functional Integration (FI) 
(astergaard, 1991). 

The final dimension in the scenarios is how the states, and the 
region as a whole, address issues related to the inequitable distribution 
of military power in the region. Will the region be capable to address 
in an orderly and gradual fashion existing imbalances, inequities and 
threats in the regional distribution of military power? The focus is on 
the actual distribution of military power, but also on the mechanisms 
developed to prevent inter-state military violence. Outcomes with 
respect to military power refer both to the level of military domina- 
tion or hegemony in the region and the organizational fora to deal 
with matters related to military security and military threats that are 
created. 
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FIVE REGIONAL SECURITY SCENARIOS 

Figure 4.1 sets out five possible scenarios for future security in 
Southern Africa. In descending order of insecurity we call them 
Annihilation, Immature Anarchy, Hegemony, Security Regime and 
Security Community.8 The scenarios are constructed in a stylized 
fashion on the basis of an assumed linearity between the four dimen- 
sions outlined in the previous section. This is done for reasons of sim- 
plicity. In reality, of course, the actual configuration of Southern 
Africa's regional security complex will represent a mix of some of 
each. 

The Annihilation scenario would, on the national level, induce the 
implementation of classical power politics, based on military force. 
An important objective for those in power will be to try to liquidate 
all forms of organized resistance. One can envisage, for example, the 
South African security establishment re-asserting itself and returning 
to massive destabilization inside South Africa and in the region 
through the instigating and fuelling of so-called black-on-black vio- 
lence in order to maintain white minority domination in the region. 
Similarly, one can envisage the coming to power of brutal, repressive 
military regimes in the present SADCC member states, basing their 
power on ethnic or other sectarian loyalties and leading to the break- 
down of the nation-state system as we know it today in the region. 
On-going processes towards economic restructuring and liberaliza- 
tion would be interrupted and substituted with power-based com- 
mand economics to serve the self-interest of rulers or a corruptive 
"smash and grab" mentality, either of which would make impossible 
any kind of socio-economic development strategy. On the regional 
level, this scenario suggests criss-cross patterns of strong enmity with 
few, if any, friendly relations and without any organizational or insti- 
tutional crisis-management capability on the inter-state level. While 
national identity in this scenario is weak, perceptions of a regional 
identity is non-existent. Everybody will be the enemy of everybody 
else and military power will be so fragmented or, alternative, so bog- 
ged down with domestic strife, that no-one will be able to assume 
and sustain a hegemonic role based on military force. Formal econom- 
ic interaction will be limited (though cross-border informal relations 
may flourish) and there will be no institutionalized economic struc- 
tures or organizations on the regional level. In this extreme and 
Orwellian-type scenario, Southern Africa will face, if not annihilation 
so at least an almost uncontrollable downward spiral of perennial 
conflict, insecurity, massive violence, starvation, misery and environ- 
mental collapse. 
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The Immature Anarchy scenario entails an open-ended transition 
process in South Africa: the threats to the process from the extreme 
right would be such that a Nationalist Party/ANC-based interim 
government finds itself in a fragile situation effectively leading to a 
suspended transition. Progress towards democracy is thus blocked, 
but collapse is avoided. Some other transitions in the region fail and 
armed hostilities between rivalling groups on the national level occur 
in some instances. Domestic consolidation is, on average, fragile. 
Regional amity/enmity relations are more polarized than in the pre- 
vious scenario, allowing for some alliance-building and institutional 
management of contradictions and disputes. The distribution of mili- 
tary power is still fragmented in the sense that no state can fully domi- 
nate the region (in South Africa's case due to the internal situation). 
The level of economic integration will be low, due in part to the exis- 
tence of competing schemes and, in part, since the dynamics towards 
integration that do exist will be hampered by the level of conflict in 
the regional system. 

In the third scenario, Hegemony, we would see an extended period 
of transition in South Africa with the National Party and the ANC 
gradually moving the process forward. Some violence in the transi- 
tion processes of other countries will occur, but the level of consoli- 
dation would be sufficient to keep the violence within bonds. 
Amity/enmity patterns in the region would be characterized by rela- 
tive indifference. Norms and value systems would be competitive 
rather than compatible both within and between states. The basis for 
subordination of national goals in favour of regional ones would be 
weak. South Africa would dominate the region, in both military and 
economic terms. Security arrangements would be bilateral, rather 
than multilateral. In terms of economic integration one may envisage 
the outline of the classical centre-periphery situation with a regional 
dominant surrounded by weaker neighbours. Incentives to market- 
integration schemes would certainly exist, but would be hampered 
by competing schemes and legacies from the past. The fundamental 
inequities within each state in the region and between the regional 
dominant and neighbouring states would continue. Due to the basic 
indifference in amity/enmity patterns it is conceivable that economic 
cooperation becomes based in actor-propelled functional integration 
of a mutually beneficial kind in certain sectors and between small 
groups of, most often, neighbouring countries. This would then be at 
the expense of region-wide integration along the lines of any of the 
existing schemes (SACU, SADCC, PTA) or a combination of schemes. 
Classes, ethnic groups, economic sectors and geographical regions in 
"underdog" positions within states would tend to become incre- 
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asingly marginalized. This, in turn, would create a favourable en- 
vironment for the return of authoritarian types of government in 
order to maintain domestic stability. The regional system would tend 
to be conflict-prone due to an absence of significant corrective or com- 
pensatory measures and, by and large, a perpetuation (possibly even 
a deepening) of basic structures of domination and subordination. 
Due to the many unresolved conflicts and the protestations arising 
out of basic inequities, the system would be unstable. 

Under a Regional Security Regime we would see completed transi- 
tion processes throughout the region. Domestic consolidation would 
be modestly successful, albeit still with fragile state-society relations 
in the most conflict-ridden countries, e.g. South Africa, Mozambique 
and Angola. Amity would dominate over enmity in regional interac- 
tion, but uncertainties would remain about what unites and what 
separates. The legacies of the past are here contained, but not elimi- 
nated. States will actively seek to cooperate to get away from the secu- 
rity dilemma and avoid war, through action and through a lowering 
of threat perceptions. A regional identity would exist, in that states 
see the value of imposing mutual self-restraint based in self-interest 
in security matters. Economic integration would take place within the 
framework of a common scheme based on market forces, but with 
some tompensatory and corrective measures built into it. At the heart 
of the economic integration process, driving it forward and constrain- 
ing it at the same time, one would find neo-functional perceptions of 
common interest on sub-regional levels. 

Finally, and at the other extreme of the axis, we have the Regional 
Security Community. Here, national transition processes are consoli- 
dated and regional states will consequently be characterized by 
healthy and developmental tensions between capable states and vi- 
brant civil societies. On the regional level, amity is strong and omni- 
present. National goals CO-exist in dynamic tension with over-arching 
regional objectives, much like the state-society relationship on the 
national level. A regional identity is formed around common norms 
and perceptions, and becomes entrenched through the support from 
both actors on different levels and from institutional or other struc- 
tural set-ups. In general, regional interaction of all types is characte- 
rized by solidarity, based on an appreciation of the long-term value 
of common beliefs and a shared, regional identity. High levels of 
mutual confidence, transparency and security integration characte- 
rizes the military security relations. Military violence as an option to 
solve disputes would not come easily, if at all, onto the agenda. 
Military and economic interaction patterns are in this scenario form- 
alized through organizations based in treaty-type agreements. These 
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organizations are seen to be legitimate and have substantial authori- 
ty. Economic integration would be advanced and based in a common, 
region-wide scheme incorporating elements of market integration, 
development integration as well as functional components. 

THE LIKELY AND THE PREFERRED 

These five scenarios are outlined on the basis of various more or less 
conceivable processes within the region. This means that the relative 
importance of the factors that will determine which particular ver- 
sion or mix of scenarios that eventually comes true for Southern 
Africa has been somewhat distorted. In reality, whatever future sce- 
nario that comes about in Southern Africa will not only depend on 
the peoples and governments in Southern Africa itself and the 
choices they make. It will also-as was noted earlier-be affected by 
events, processes and decisions taken by the principal actors in the 
international system. 

On the basis of of the above, we table three opinions. First, that 
Southern Africa by April 1992 (immediately after the whites-only 
referendum in South Africa) reveals characteristics similar to those 
outlined in the second scenario, the Immature Anarchy Scenario. 

Second, by the turn of the century, the Southern African regional 
security complex is most likely at, or on its way to the Hegemony 
Scenario. There are no substantive indications that the region will 
move towards anything more "secure" than that. The amount of cur- 
rent conflict issues on both national and regional levels, the durable 
impact of past conflicts and legacies and new conflicts on the hori- 
zon militate against the security regime/security community scena- 
rios. The low conflict resolution capabilities within and between 
states, as well as the chronic lack of material resources and major cris- 
es of production in almost all countries also constitute serious obsta- 
cles. In addition, there is no positive writing on the wall with respect 
to decisive extra-regional financial support to Southern Africa being 
engineered in the direction of balanced regional development and 
reductions in basic inequities between states. 

Two additional factors suggest that the Hegemony Scenario is most 
likely in store for Southern Africa. First, that scenario requires little 
more than a positive continuation of present trends. It will require 
peace in Mozambique, stability in Angola and an relatively orderly 
transition in South Africa. Over and above these basic requirements, 
it will come about if everyone goes on doing just what they are doing. 
It thus has the advantage of momentum. Second, it also has the advan- 
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tage of the support of a large number of powerful actors, including 
the major western governments, international financing institutions, 
leading donors, major economic and political interests in South 
Africa, and important actors within the SADCC member states. 

Third, it can be argued that a majority of Southern Africans (and 
others) would agree that a process leading towards the Security 
Regime/ Security Community Scenarios would be preferable. The 
objectively speaking most likely outcome does not equal the norma- 
tively preferred. The rest of this chapter is devoted to the following 
question: what could be a suitable path, pacing and sequence of events 
of a process leading towards the normatively preferred outcome? 

CONFLICT RESOLUTION, SECURITY AND DEVELOPMENT: 
A NORMATIVE VIEW 

Arriving at normatively preferred steps and their sequence is fairly 
uncomplicated. Regional security can only be achieved if national and 
regional identities can be harmonized around shared perceptions of 
mutual benefit and if authoritative organizations can be set up on the 
regional level to implement mutually beneficial policies concerning 
regional interaction. A prerequisite for this to occur is that patterns 
of interaction within states are steered by common norms and shared 
expectations. Institutions and organizations on the national level 
must enjoy legitimacy from national citizens. Domestic consolidation 
is needed in order to enable countries to harmonize national and 
regional concerns or to set aside certain short-term national goals in 
favour of more long-term regional ones. This, in turn, is only possible 
if military violence within and between countries is no longer seen 
as a legitimate way of pursuing goals and resolving conflicts. Warring 
parties must be satisfied with negotiated outcomes, so as to accept to 
resolve outstanding or future conflicts of goals and interests through 
non-military means. The normative three-step solution to enhance 
security, stability and socio-economic development in Southern 
Africa is thus as follows: 

1. Top priority must be placed on ending armed conflicts and help- 
ing to insure against their recurrence. 

2. Domestic consolidation must be attained through the development 
of both capable states and thriving civil societies. 

3.  Balanced regional cooperation in matters of socio-economic devel- 
opment and security must be expanded and institutionalized. 
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Progress towards the Hegemony Scenario predicted above is by no 
means irreversible. It is easy to see how the inability of some of the 
states in the region to cope with new internal conflicts, combined with 
different international (in)actions, could push the region towards the 
brink once more. Events could conspire to abort a new Southern 
Africa and result in unprecedented death and destruction: a back- 
slipping that may head all the way back to the Annihilation Scenario. 
Developments in South Africa, Mozambique and Angola figure prom- 
inently in whether the region can distance itself from such an out- 
come, and demand that priority be given to ending armed violence 
in Mozambique, and keeping the fragile cease-fire in Angola. But if 
we must point to one factor in determining the likelihood of an out- 
come along the lines of the Annihilation Scenario, it would be the 
military question in South Africa. Anti-apartheid proponents throug- 
hout the region and beyond have come to fear the lack of accounta- 
bility of the South African security forces, their central role in con- 
structing and defending the apartheid system and the threat that 
those forces so far have posed to any settlement that drastically redu- 
ces white political and economic domination in the region. 

If, on the other hand, the violence ends in Mozambique, if the 
potential for recurrent outbreaks of violence in Angola, South Africa 
and elsewhere in the region is reduced, and if the armed forces in 
South Africa are tamed, then the probability of the region moving 
towards the Annihilation Scenario will be much reduced. Then it 
becomes more likely that South Africa reaches an internal accommo- 
dation that will protect its business interests and those interests will 
to some limited degree turn to the region as a whole to further its 
profits. Such a turn will likely be embraced by some within the region, 
but it will be at the cost of freezing present inequities and exacerba- 
ting severe distribution conflicts in the different countries of the 
region. To counter the Hegemony Scenario, a different regional pro- 
gramme will have to be articulated. 

The ending of apartheid in South Africa does not mean that the 
people of Southern Africa will achieve dignity, justice, and basic 
human rights. The ending of violence in Angola and Mozambique 
will not in and of itself provide security for the peoples of those coun- 
tries. However, most would agree that these must be seen as first 
steps. But first steps towards what? A number of major obstacles must 
be overcome if the region is to reach beyond Hegemony. The gradu- 
al expiration of old conflicts has-as already noted-given rise to new 
ones in Southern Africa, and one should not be over-optimistic about 
the ability of states within the region and the region as a whole to 
resolve them. 
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It will be incumbent upon the countries of Southern Africa to put 
their own houses in order, if they are to create a more prosperous and 
just region. Open conflict between embattled states and nascent, 
phony, rejuvenated or threatened civil societies must be replaced by 
a healthy and creative tension between states that can govern and 
societies that are autonomous, and organized to defend their inter- 
ests. An important point must be made here. We do not subscribe to 
a simplistic interpretation of the recommendations often presented to 
African governments by Northern donors and money lenders along 
the lines of "straightening out state-society relations". 

Pluralist politics, independent trade unions and other autonomous 
social organizations such as we find in the North are, indeed, atypi- 
cal in Africa. This may be unfortunate, but it is nevertheless true. 
However, in order to enjoy legitimacy, the social organizations with- 
in civil society must spring out of that society. They cannot be top- 
down constructions or in any other fashion imposed from outside 
society itself. Democracy-building is a time-consuming, fragile and 
easily reversible process that has to be built from bottom and up. 
Meanwhile, many of the social organizations now emerging in 
Southern Africa derive much of their present momentum from "tra- 
ditional" society, that is, the society whose power structure and legit- 
imacy solved conflicts and controlled participation and distribution 
in pre-colonial times. Colonial authorities often only partially did 
away with these structures, partly to guarantee stability and partly 
to gain a measure of legitimacy to the colonial rule. Post-colonial, 
nationalist governments in Southern Africa frequently took steps to 
eradicate these structures completely, seeing them as obsolete phe- 
nomena and incompatible with true independence, nation building 
and modernization. The type of conflict this gives rise to in the con- 
text of current political and economic transformations-and the 
necessity of reconciling some form of modernization paradigm with 
elements of such traditional structures-will probably pose far great- 
er challenges to states and societies seeking to build peace and sta- 
bility than the relatively more simple introduction of market econo- 
my and multi-partyism. To begin to accomplish this, three processes 
ought to take place at the national level: 

- states and societies must no longer view each other as adversaries 
in a zero-sum battle where what one gains, the other loses; 

- states must be strengthened to develop the capacity to regulate 
conflict, social relations and economic activity within their bor- 
ders, thus creating conditions for both individual welfare and 
national growth and development; and 
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- societies must be strengthened in order to hold states accountable 
and to facilitate market-based, socio-economic development on 
the national level. 

Conflict resolution in the region will not be furthered by the viscera- 
tion of state institutions and the singular celebration of civil society 
or market forces. The problem for the countries of Southern Africa is 
not simply to develop states capable of governing or civil societies 
capable of serving as a watchdog on state power, but to do both 
simultaneously in a compressed amount of time. This, of course, is 
much easier said than done. For the democracies of western Europe 
the process took centuries, under much more favourable circumstan- 
ces. In Southern Africa, the challenge of marrying often weak or 
nonexistent norms, value systems and expectations to capabilities 
via organizations and institutions of implementation-that are often 
equally non-existent-is a formidable one. 

While the development of stronger states and societies in Southern 
Africa is a necessary condition for equitable development of the 
region, it is not sufficient. An added step must be taken: regional 
interaction, mainly in the economic arena, so that Southern Africa can 
negotiate and compete with the rest of the world on a better footing. 
This is not only a question of economics, but Southern African regio- 
nal security as a whole will obviously depend very much on regio- 
nal economic developments. The inability of the countries in the 
region to overcome crises of production will reinforce the violence- 
proneness of the region's security complex. It seems an error, from 
this perspective, to argue for any quick-paced regional integration. 
For one, given the basic structural inequality in the region between 
South Africa and its neighbours, any integration at this time will most 
likely exacerbate existing inequalities. Sequencing and pace are all- 
important. If the region becomes formally integrated before the coun- 
tries of Southern Africa get their internal houses in order, the likeli- 
hood is that the integration will only serve to crystallize and perpe- 
tuate South African economic domination of the region. Furthermore, 
it may lead to a volatile and highly unstable situation in which region- 
wide economic integration is taking place simultaneously with frag- 
mentization processes, and quite possibly even breakdowns, within 
individual states. Instead, regional cooperation should be a product 
of more equitable development, with every member state enjoying 
the gains from trade and other forms of economic interaction to be 
made in the region. Regional coordination will be a common good if 
there is horizontal accountability between the states of the region. 
This can only come as the countries of the region increase their inter- 
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nal legitimacy, and work together to increase their leverage with 
South Africa. This is true for whatever outcome unfolds within South 
Africa itself. The chain of regional cooperation and integration is only 
as strong as its weakest link. 

What would be the appropriate vehicles for such a process of regio- 
nal economic integration between countries that are domestically con- 
solidated? It is necessary to acknowledge existing realities. A future 
democratic South Africa will almost certainly join SADCC. The ANC 
has declared its support for such a move, and SADCC's willingness 
to accept a "South Africa free of apartheid and the dream of econom- 
ic and military hegemony" is public knowledge. Does this mean that 
SADCC will be the appropriate vehicle for promoting non-hegemo- 
nic regional cooperation after apartheid? Certainly, it will have a cen- 
tral role to play. The principles SADCC has espoused will be essen- 
tial if a regional order is to be constructed which is genuinely co- 
operative and non-hegemonic. A democratic South Africa's entry into 
the organization would be a strong symbolic statement of its com- 
mitment to such principles. However, concerns have been expressed 
in the region that SADCC's current organizational character and role 
have not proved effective in promoting cooperative regionalism, even 
among existing members. The loose, lowest common denominator- 
type organizational structure is increasingly being seen as a major 
weakness. Ibbo Mandaza has argued that the absence of a firm EC- 
type treaty has deprived SADCC of any serious capacity to lead the 
kind of integrative and cooperative process to which it is in princi- 
ple committed. He has also suggested that the current focus on pro- 
ject cooperation "...is more likely to enhance the vertical integration 
(of the SADCC member states) into the northern hemisphere than pro- 
mote horizontal cooperation among the member states.. .mainly 
because the projects themselves are either northern-initiated or 
almost entirely northern donor-funded." (Mandaza, 1991). SADCC 
itself has now acknowledged many of these criticisms and is in the 
midst of a process aimed at transforming itself. Its significance in the 
future could well depend on how successful it is in bringing about in 
practice the transformations it has itself called for. Certainly, any pro- 
gramme of cooperative regionalism which included South Africa 
would have to involve much more than promoting project coopera- 
tion. It would need to involve an integrated set of agreements cover- 
ing, at least, trade arrangements, investment and capital movement, 
transport, water and electricity supply, labour movement, the estab- 
lishment of regional agencies to jointly manage common facilities as 
well as the promotion of cooperation in a number of other spheres. 

What then of the PTA? Again, the PTA could make an important 
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contribution. Its experience in promoting non-foreign exchange- 
based trade could potentially contribute significantly to rectifying 
imbalances in existing trade patterns with South Africa as well as to 
promoting greater trade among current members. However, there are 
also a number of features of the PTA which have raised doubts about 
its effectiveness. The range and kind of countries it embraces is seen 
as too diverse. Is this really the optimum grouping among whom to 
promote greater integration at this stage? Does the PTA not in reali- 
ty lump together countries which have historically been and should, 
initially at least, continue to be regarded as part of two distinct group- 
ings: Southern Africa and East Africa? More significantly, the PTA 
has no strong mechanism for linking trade to other issues. 

As far as the SACU/CMA is concerned, as Gavin Maasdorp has 
pointed out, all that would be necessary to transform the present cus- 
toms union into a common market would be to allow free movement 
of labour (Maasdorp, 1990). Greater integration would thus immedi- 
ately benefit those countries already highly integrated with South 
Africa and potentially contribute to finding an equitable, regionally- 
focused approach to the issue of migrant labour. A transformed and 
more integrated SACU/CMA could thus potentially benefit the 
"inner periphery", but it is scarcely applicable to other countries in 
the region, where, as we have already argued, a premature integra- 
tion would tend to exacerbate existing imbalances. 

All of this suggests that while all of the existing organizations (at 
least if transformed) could potentially provide elements of a new co- 
operative regional order, the need is for something greater than the 
sum of the existing parts. An institutional framework appropriate to 
promoting non-hegemonic, regional cooperation and integration in a 
Southern Africa including a post-apartheid South Africa would have 
to embrace all of the functions of existing bodies and more. It would 
also need to incorporate mechanisms to promote non-militaristic 
forms of conflict resolution. Of the existing institutions in the region, 
it is SADCC which has shown most awareness of and sensitivity to 
these issues. Its current reappraisal and restructuring, coupled with 
its stated willingness to work more closely with the PTA and other 
organizations seeking to promote regional cooperation and integra- 
tion, offer perhaps the best hope for the creation of an institutional 
mechanism through which an equitable, balanced and mutually bene- 
ficial new relationship between a post-apartheid South Africa and the 
rest of the region can be negotiated. 

However, it is important to take account of the lessons from inte- 
gration ventures in general and from the SADCC experience, in par- 
ticular. Three of these lessons are of paramount importance. 
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1. Regional cooperation and integration along the normative lines 
above will fail, unless they are preceded by a resolution to "the na- 
tional question" in the individual states. Domestic consolidation is 
a prerequisite, even though such consolidation under certain circum- 
stances can be facilitated by cooperative or integrative measures. 

2. While an integration framework must be constructed on the level 
of governments, exclusive top-down attempts at the preferred type 
of integration are likely to fail. There are no automatic "trickle 
down" effects from the political executive to the level of economic 
actors and interest groups. Once conceived, regional integration 
must, in 0stergaard's words ". . . be carried by the social and eco- 
nomic actors of the countries involved; it must flow from the bot- 
tom and up." (Dstergaard, 1991:31). The central problem here-i.e. 
from whom at the bottom?-again illustrates the importance of 
solving the national question. 

3. While the need for some form of market integration to take place 
is evident, it is equally evident that the normatively preferred sce- 
nario outlined in this chapter will not come about through market 
forces alone. Gradual change, careful and engineered pacing and 
sequencing of measures, and reasonable mechanisms to address 
the imbalances so as to reduce existing asymmetries will require 
the full attention of political executives. 

Gavin Maasdorp has suggested a number of conditions that-if ful- 
filled-would be conducive to such a process (Maasdorp, 1991b:15-16). 
They are: 

- The establishment of a supranational authority with real powers, 
ceded to it by member governments. 

- A preparedness to counteract the tendency of manufacturing 
industry to polarize in the most advanced country. 

- Broad agreement between members on the fundamentals of eco- 
nomic policy. 

- Political differences among members should be containable. 

Last, but not least, there must  be something in  it for all.  The perspec- 
tives and medium-term expectations of key actors and decision-mak- 
ers in this last respect is probably the key to any move towards some- 
thing better than the Hegemony Scenario. As argued earlier, the pow- 
er of momentum discourages integration efforts that seek balanced 
and more equitable development; it instead favours an expansion of 
bilateral agreements along functional lines. In such interaction, mu- 
tual benefits are more readily identified and more rapidly available. 
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Finally, on the more general issue of cooperation in security mat- 
ters-with an emphasis on military security-much can be done to 
eliminate the currently high levels of insecurity in Southern Africa. 
For some years now, a discussion has been under way between regio- 
nal politicians, scholars and foreign policy experts in the donor com- 
munity over the prospect of embarking on a series of multilateral talks 
along the lines of the Conference for Security and Cooperation in 
Europe, the so-called CSCE or Helsinki process. Security cooperation 
is, of course, nothing new to the present members of the Front Line 
States and SADCC. Furthermore, one should not overstate the CSCE 
comparison. In many respects, the CSCE is far too elaborate for any- 
thing Southern Africa needs. In other respects, many of the problems 
in the region are alien to the European scene. Regional experts will 
know best which issues must be dealt with. However, a process invol- 
ving South Africa and based on common values and norms regarding 
such notions as transparency of military establishments and force 
levels, exchange of information, confidence-building and mutual 
trust has tremendous appeal from the point of view of ultimately 
reaching a security regime in Southern Africa. 

The idea of having different "baskets" or "calabashes" within the 
overall framework of an essentially economics-oriented supra- 
national authority is attractive. First, it would be an excellent instru- 
ment for confidence-building and increased transparency with re- 
spect to armed forces, the quality and quantity of military arsenals, 
actual and perceived threats and threat projections, etc. Second, it 
could provide a useful framework for regional conflict management 
and conflict resolution. Third, it could provide the framework for an 
orderly, planned, coordinated and mutually agreed regional disar- 
mament process, involving reduced military spending, force level and 
hardware reductions, and conversion projects. Fourth, it could, with 
time, contribute to such institutionalization that could further a pro- 
cess of equity-based regional cooperation and integration over a wide 
range of issues, including, but not only, economic issues. Conversely, 
dealing with economic and security aspects of cooperation and inte- 
gration in the same framework could-if progress is made in the eco- 
nomic arena-contribute to reduced threat perceptions and, thus, lead 
to quicker reassessments and redefinitions of national security needs. 

The proviso with such security cooperation is, naturally, that it does 
not take place in a general environment characterized by hegemonic 
ambitions. Military security, from the normative perspective used 
here, is something that-just as in the case of mutual economic bene- 
fits-must be analyzed and dealt with together with others, not 
against them. 
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NOTES 

1. This paper makes extensive use of material from two of the chapters in 
Ohlson & Stedman, 1993, forthcoming. That book and this paper also draw 
on contributions from Robert Davies of the University of the Western Cape. 

2. Buzan defines a security complex as "a set of states whose major security 
perceptions and concerns are so interlinked that their national security 
problems cannot reasonably be analysed apart from one another", Buzan 
et al., 1990:13. 

3. For a discussion of the impact of global dynamics on Southern Africa, see 
Ohlson & Stedman, 1992. 

4. In this paper conflict is defined as broadly as possible, so as to cover the 
vast range of conflict in Southern Africa. Among other things, it includes 
manifest (violent) as well as latent (non-violent) conflict; conflicts over val- 
ues, interests and resources; subjective (goal-oriented) and objective (struc- 
ture-oriented) conflict. Following Wallensteen, conflict is seen as a social 
situation in which at least two parties try to acquire the same set of scarce 
material or immaterial resources at the same time; see Wallensteen, 
1988:120. 

5. A detailed examination of domestic conflict issues is made in Ohlson & 
Stedman, 1993, forthcoming (note 1). Identity and loyalty issues are also 
discussed bv Tostensen in chapter 7. 

6. For critiques of these programmes see Packenham, 1973, and Huntington, 
1968. 

7. For an analysis that is sceptical of the conjunction of economic adjustment 
and political democracy as a sustainable programme, see Sandbrook, 
1990:673-702. 

8. The concept "Immature Anarchy" is borrowed from Buzan. However, we 
give it a somewhat different meaning, with Buzan's original concept being 
closer to our Annihilation scenario, see Buzan, 1991, (note 9), p. 175. 
"Security Regime" comes from Jaster, 1982, and "Security Community" 
comes from Deutsch & Burrell, 1957. 



5. Post-Apartheid Regional 
Financial and Monetary 
Cooperation 
Charles Harvey and Derek Hudson 

The ending of apartheid, already under way, raises the prospect of 
South Africa entering into the full range of normal international rela- 
tions, including various forms of economic cooperation with its 
neighbours in Southern Africa.l 

This chapter analyses the case for monetary cooperation, and the 
various ways in which it might develop. 

Originally, the English-speaking countries in Southern Africa used 
British currency, or, later, their own currencies linked very strongly 
with British currency through the Sterling Area. The only country in 
the region which has not yet issued its own currency is Namibia, 
which is about to do so. 

Since the delinking of domestic currencies from sterling, there have 
at times been large and disruptive fluctuations in exchange rates in 
the region. Moreover, governments have changed their exchange rate 
policy, for example changing from market-determined exchange rates 
to pegged rates or vice versa, without consulting their neighbours. 
Despite these large short term fluctuations, real bilateral exchange 
rates against the rand have been fairly constant in the medium and 
long term. Rates of exchange against non-regional currencies have 
been determined mainly by South African policy, again without con- 
sultation with South Africa's neighbours. 

This chapter first explains the existing exchange rate arrangements 
in slightly more detail, examines how they have worked out in prac- 
tice, and analyses their advantages and disadvantages. 

It then sets out various ways in which they might be improved in 
the future. The options analysed are: 

- continuation of the present system 
- some form of regular consultation on exchange rate policy, in order 

to prevent disruptive shifts in nominal and real bilateral exchange 
rates, perhaps using existing institutions, perhaps through a new 
institution set up for this purpose 

- a more formal exchange rate mechanism, perhaps along the lines 
of the European Exchange Rate Mechanism (ERM), which obliges 
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members to maintain their currencies within agreed narrow bands, 
and with adjustments to the central rates undertaken only very 
occasionally and after consultation 

Cooperation in the management of exchange rate policy could be seen 
as giving an undue advantage to the more developed economies in 
the region, South Africa and to a lesser extent, Zimbabwe. One way 
of getting agreement of the less developed economies to monetary 
cooperation would be to have a regional development bank with a 
mandate that would include preference for the region's less devel- 
oped areas.2 The next section discusses the arguments for a regional 
development bank and what form it might take. 

Finally, there may also be a case for cooperation in international 
payments. The Preferential Trade Area of Eastern and Southern Africa 
(PTA) has already set up a clearing house. The PTA Clearing House 
is described in a section, which also discusses the possibility of its 
being extended to include South Africa and Botswana, and per- 
forming a regional role. 

Finally the conclusions of the chapter are summarised. 

FORMAL COOPERATION AND INFORMAL LINKS 

There are two forms of monetary link in the Southern African region 
at present: formal and informal. The main formal link is very extreme, 
basically a one-to-one link with the rand by three small neighbours 
of South Africa. A minor formal link is the PTA Clearing House, but 
it handles only a small proportion of regional trade. Moreover, South 
Africa and Botswana are not members of the PTA. The informal link 
is not cooperation, but de facto tracking of the rand in the medium 
and long term, in real terms, by most of the other currencies in the 
region. 

Formal monetary arrangements 

South African currency was used in what are now Botswana, Lesotho, 
Namibia and Swaziland from the nineteenth century. This arrange- 
ment was formalised in the Rand Monetary Area (RMA) Agreement 
in 1974. Lesotho and Swaziland issued their own currencies which 
circulated alongside the rand. They received a share of the income 
from rand estimated by an agreed formula to be in circulation in their 
countries (~eignorage).~ Botswana decided not to join the RMA; it cre- 
ated its own central bank and issued its own currency in 1976. 
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Namibia announced soon after independence its intention to do the 
same. 

The RMA agreement was renegotiated in 1986. It was renamed as 
the Common Monetary Area (the new name was supposed to sym- 
bolise an attempt to put the agreement on a more equal footing). After 
independence Namibia remained a de facto member of the CMA until 
arrangements to leave could be completed. 

Lesotho and Swaziland have so far maintained their currencies at 
par with the rand. Swaziland has negotiated the right to revalue or 
devalue against the rand, but has not exercised it. Lesotho and 
Swaziland agreed to have no exchange controls in the RMA and CMA, 
and to operate the same exchange controls vis-a-vis the rest of the 
world as South Africa. 

A second, but much less significant, formal arrangement is that 
those countries in the region which are members of the PTA partici- 
pate in the PTA Clearing House, which operates from Harare. The 
PTA Clearing House plays a rather small, and at present declining 
role, in payments for international trade between PTA members. 

Informal monetary links 

Informally, those countries in the region which are not members of 
the CMA have maintained fairly constant real exchange rates against 
the rand in the medium and long term, but with wide short term 
fluctuations at times. This tendency is probably a de facto recogni- 
tion of the dominant size and importance of South Africa in the 
regional economy. South Africa is the dominant supplier of imports 
(74 to 95 per cent) to Botswana, Lesotho, Namibia and Swaziland, 
as shown in Table 5.1; supplies 20 to 30 per cent of imports to Malawi 
and Zambia; and probably supplies a higher proportion of imports 
to Zimbabwe than shown in the table. Exports to South Africa are 
less important, because most exports were primary commodities 
which were sold outside the region on world markets; Swaziland 
and Zimbabwe (and to a lesser extent Botswana) were partial excep- 
tions. 

In some cases, for example Botswana, the maintenance of a con- 
stant real exchange rate against the rand has been one of the explicit 
objectives of exchange rate policy, although not the only objective 
(Harvey 1992:8-11). 

In other cases, for example Zambia, the currency diverged sub- 
stantially from its past pattern of a constant real value against the 
rand for a short period, but reverted to its former level thereafter, 
without this having been an explicit policy objective. 
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Table 5.1. South African trade with selected neighbouring countries, 
excluding gold 

P - - - P P - - P - P 

South African exports South Africa's 
(USD million) market share (%) 

Botswana 
~esotho '  
Malawi 
Namibia 
~waziland' 
zambia2 
zimbabwe2 
SA non-gold exports 8,878 14,937 
Share of neighbours 

- 
28% 21 % 

- Pp P - -- P 

Trade with South Africa in 1989 estimated from share in 1985. 
Trade with South Africa in 1989 estimated from share in 1988. 

Sources: IMF, 1986, Directions of Trade Statistics Yearbook. IMF, 1990, Inte~national  
Financial Statistics (IFS) Yearbook. Government of Swaziland, Annual  Statistical 
Bulletin, 1985. Lesotho Bureau of Statistics, Statistical Yearbook 1988. Govern- 
ment of Botswana, Statistical Bulletin 2991. EIU Country Report: Namibia, 
Botswana, Lesotho, Swaziland, 1990. 

This strong tendency for regional currencies to remain fairly stable in 
real terms against the rand over long periods, with shorter term 
fluctuations, is shown in greater detail in Figures 5.1, 5.2 and 5.3.4 

Figure 5.1 shows the narrow limits within which the real exchange 
rates of Botswana and Zimbabwe fluctuated against the rand during 
most of the 1970s and the 1980s. The recent very sharp nominal de- 
cline of the Zimbabwe dollar has caused it to fall substantially in real 
terms against the rand. It remains to be seen whether the fall will be 
sustained. The Zimbabwe government appeared unlikely, at the time 
of writing, to reduce its budget deficit significantly; if that is correct, 
then domestic inflation will quickly erode most if not all of the effects 
of nominal devaluation.The collapse of the Zimbabwe dollar (it fell 
by some 50 per cent against the United States dollar in 1991) may 
have been necessary as part of the Zimbabwe government's adjust- 
ment strategy, but it created enormous problems for other countries, 
especially Botswana. Some two thirds of Botswana's manufactured 
exports went to Zimbabwe in the 1980s, so the fall of the Zimbabwe 
dollar made it difficult and in many cases impossible for those export- 
ers to compete in the Zimbabwe market. It would be desirable for 
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Figure 5.1. South Africa real exchange rate, Zimbabwe, Botswana 

.......... Zimbabwe Botswana 

Note: an increase denotes a real appreciation of the rand against each currency, making 
South African exports less competitive by this measure. 

Source: International Financial Statistics. 

Botswana to diversify its markets for manufactured exports, but that 
process needs more time than the speed of the Zimbabwe devalua- 
tion al10wed.~ 

As can be seen in Figure 5.2, there was a sharp real depreciation of 
the Zambian kwacha against the rand from 1985 to 1987, the period 
when Zambia had a foreign exchange auction. However, the earlier 
level of real bilateral exchange rates was quickly restored, by a com- 
bination of revaluation of the kwacha when the auction was aban- 
doned and rapid inflation in Zambia. 

The Malawi kwacha appreciated in real terms quite substantially 
against the rand during the 1970s, but remained fairly steady in the 
1980s. Although South Africa's share of the Malawi market fell in the 
1980s, Malawi became more, not less dependent on South Africa 
during this period because preferred transit routes to the sea were 
cut off by the war in Mozambique. As a result Malawi had to use 
South African transport routes for nearly a11 the country's interna- 
tional trade. 

Figure 5.3 shows that when the rand depreciated sharply against 
non-regional currencies in the early 1980s, Mozambique at first main- 
tained the same nominal exchange rate against the United States dol- 
lar. As a result, Mozambique's real exchange rate rose steadily, against 
all currencies including the rand. Mozambique did not devalue until 
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Figure 5.2. South Africa real exchange rate, Zambia, Malawi 
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1987, when the annual average cost of foreign exchange increased 
from MT 40.4 to MT 289.4, or by more than 800 per cent. This restored 
the earlier real exchange rate against the rand during the late 1980s, 
and in fact went further to give Mozambique a competitive advanta- 
ge, by this m e a s ~ r e . ~  

It would seem possible in principle that South Africa's neighbour- 
ing countries would be allowed to depreciate their currencies in real 

Figure 5.3. South Africa real exchange rate, Mozambique 
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terms against the rand, even though this has not happened to any 
great e ~ t e n t . ~  It is unlikely that the South African government would 
feel it necessary to retaliate against any one of its neighbours, in order 
to protect the competitive position of South African producers. None 
of South Africa's neighbours is large enough to force such a move by 
the South African government. It is not possible to give more than 
rough orders of magnitude of South Africa's direction of trade be- 
cause published statistics are for the whole of the Southern African 
Customs Union. The potential error is large: official statistics show 
that about 4 per cent of South Africa's exports went to the rest of 
Africa in 1985 (after which no official direction of trade statistics at 
all have been published). On the other hand, South Africa's exports 
to seven of the countries in Southern Africas in 1989, based on those 
countries' import statistics, were 21 per cent of South Africa's non- 
gold exports. This excludes any underrecording because of official 
sanctions policy and political embarrassment at being seen to trade 
with South Africa. 

Even if the figure of 21 per cent is a low estimate, the market in 
any one of South Africa's neighbouring countries is too small to jus- 
tify retaliatory devaluation by South Africa. The largest regional 
importer from South Africa in 1989 was Botswana, as shown in Table 
5.1, but this amounted to only 7 per cent of South Africa's non-gold 
exports and 5 per cent of total exports. The industrial countries 
remained by far the most important markets for South African 
exports, taking more than half of non-gold exports. In addition, the 
continued importance of gold exports meant that South Africa's 
exchange rate policy had frequently to be used to maintain the pro- 
fitability of the gold mines rather than to pursue other objectives 
(Kahn 1991). 

In contrast, it seems unlikely that South Africa could achieve a last- 
ing real depreciation of the rand against neighbouring currencies, 
because the neighbours would have to retaliate, if not at once, then 
within a year or two. South Africa is too important in most of the 
neighbours' foreign trade and payments for changes in bilateral 
exchange rates to be ignored for very long. 

In addition to the problem of short term exchange rate fluctuations 
described above, the de facto link to the rand has meant that real 
exchange rates against non-regional currencies have been determined 
almost entirely by the policies of the South African government. As 
a result, the smaller economies have suffered from the effects of South 
African exchange rate policy where it has been wrong for the whole 
region, or where it has been right for South Africa but not for the 
other regional economies. In addition, even where changes in South 
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African exchange rate policy have been in the regional interest, the 
timing and speed of change have not necessarily suited all the coun- 
tries affected. 

For example, before its depreciation in the early 1980s, the rand 
was seriously overvalued against non-regional currencies. That 
meant that the currencies of other countries in the region were also 
overvalued, against non-regional currencies if not against the rand, 
with all the problems that that entailed. In addition the speed of the 
adjustment when it finally occurred created problems for other coun- 
tries: 

- imported inflation increased for those countries with high pro- 
pensities to import from South Africa (see Table 5.1); 

- the local cost of servicing foreign debt increased sharply, for both 
private and public sector borrowers; 

- expatriate gratuities paid in local currency were suddenly reduced 
in value in the expatriate's home currency by significant amounts, 
which was unjust in itself and made foreign recruitment more dif- 
ficult; 

- and governments were unable, or were unable for some time, to 
capture a full share of the sharply increased profits of traditional 
 exporter^.^ 

The potential benefits, including a supply response to the sharply 
increased profitability of exporting outside the region, were slower 
to be realised. 

South Africa's action was undertaken without consultation or 
thought to its consequences for the rest of Southern Africa; it may 
have been desirable for those countries in some long term sense to 
correct for overvaluation against non-regional currencies, but the 
speed of adjustment created some severe problems. 

It does not necessarily follow that cooperation would be better than 
the present situation. Cooperation has its own costs; and might do no 
more than formalise the dominant position of South Africa in the 
region, without providing any real benefits to the smaller and weak- 
er economies. On the other hand, the reduction of uncertainty in 
regional transaction, which would be achieved if exchange rate fluc- 
tuations could be reduced, would be of real value. There would ap- 
pear to be a prima facie case, however, for investigating whether co- 
operation is a realistic political possibility, and for considering the 
form that such cooperation might take. 
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FORMS OF COOPERATION 

Continuation of the present system 
One option is that the present situation in Southern Africa could con- 
tinue. It has been shown in the previous section, though, that there 
are serious disadvantages inherent in non-cooperation: a) large and 
disruptive short term fluctuations in nominal and real exchange rates 
within the region, and b) non-regional exchange rates determined by 
South Africa, without consultation or consideration of SADCC inter- 
ests. In particular, the rand could again become overvalued without 
the neighbouring governments having any say in the matter. The post- 
apartheid South African authorities will be under great pressure to 
use government spending to try and achieve a wide range of politi- 
cal and social objectives. If this leads to budget deficits financed in 
an inflationary way, and is not offset by nominal depreciation, the 
rand would again become overvalued against the important non- 
regional currencies. The other countries in Southern Africa would 
then have to choose between maintaining a constant real rate against 
the rand, and maintaining competitive exchange rates against the rest 
of the world. 

Inherent in the above analysis is the assumption that a new South 
African government, unencumbered by formal international obliga- 
tions towards its neighbours, would be no different from its prede- 
cessor in acting in what it considered to be South Africa's own inter- 
ests.1° 

On the other hand, it can be argued that regional cooperation on 
exchange rate management is impossibly difficult, that attempting to 
achieve it would not be successful, that the attempt would be costly 
in terms of the time of senior officials and in the ill-will generated by 
failure, and that the present "system" has yielded roughly constant 
real exchange rates in the medium and long term, de facto, at quite 
a low cost. Even such disruption as is currently being caused by the 
collapse of the Zimbabwe dollar could prove worthwhile, if it results 
in a recovery of Zimbabwe's capacity to import. It can also be argued 
that in the changed climate of opinion in the 1990s, it is unlikely that 
South Africa would allow its currency to become overvalued again, 
particularly if it is an active borrower from the World Bank and is 
influenced by World Bank advice as a result. 

Regular consultation on exchange rate policy 

An alternative would be an international agreement among the coun- 
tries of Southern Africa requiring some sort of regular consultation 
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on exchange rate policy, along the lines of the regular meetings of the 
technical committees of the Southern African Customs Union (SACU) 
or the monthly meetings of the OECD central bank governors at the 
Bank for International Settlements in Basel. The advantage of such 
regular meetings is not only the exchange of information and the 
potential for informal cooperation, but that the meetings take place 
without publicity precisely because they are regular. It is the nature 
of exchange rate management that any unusual behaviour among 
policy makers is likely to cause currency speculation; regular meet- 
ings would enable central bank governors to consult without public- 
ity, in a situation where they would already be familiar with each 
other and with the issues. 

If this process were successful, South Africa would become aware 
of, and might take some notice of, the impact of South Africa's 
exchange rate policies on SADCC interests. Similarly, the other mem- 
bers of the group would be in a position to consult over significant 
changes in their own exchange rate policies. This would be intended 
to prevent disruptive changes in exchange rates. For example, 
Zimbabwe might have given some warning to its neighbours of its 
intention to depreciate the Zimbabwe dollar, and might have moved 
less fast in order to allow the country's trading partners more time 
in which to adjust." 

There are various possible fora for such consultation. One possi- 
bility would be to use SADCC, provided that agreement is reached 
on South Africa's joining. Alternatively, the PTA has experience in 
negotiating reductions in tariffs, and might provide a suitable forum 
for negotiations on exchange rate policy. 

The advantage of using SADCC is that it already exists and has an 
established secretariat. Civil servants, ministers and heads of state 
from member countries meet regularly, and are on reasonably good 
terms with each other. SADCC is able to work informally if necessa- 
ry, which would suit what is being proposed under this option. 

One problem of using SADCC is that Tanzania might see no point 
in linking its currency with the rand, even informally, since it has not 
traded at all with South Africa for many years. However, trade be- 
tween South Africa and Tanzania is likely to develop rapidly; trade 
missions from South Africa have already visited Dar es Salaam. 
Alternatively, Tanzania could simply be excluded from cooperation 
on exchange rate management, which would be managed by a 
SADCC committee composed of the other member countries. 

A second problem is that SADCC tried once before to get started 
on a study of the convertibility of its currencies, and found it a much 
more difficult subject than had at first been thought. That reflects re- 



118 Clzarles Harvey and Derek Hudson 

ality. The potential beneficiaries of any monetary cooperation are not 
ready to give up the amount of control over their own economic poli- 
cy instruments that cooperation would require; and their economies 
are far from the required degree of convergence in rates of inflation 
that would make cooperation relatively easy. 

The other problem is that South Africa might not join SADCC. On 
the one hand, South Africa may not see any advantage in joining an 
organisation whose main objective has been to reduce its members' 
economic dependence on South Africa. On the other hand, existing 
SADCC members will remain worried about the economic, political 
and military strength of South Africa, even if a less hostile govern- 
ment is installed, because it is by far the most powerful country in 
the region. The existing members may want, therefore, to continue to 
plan their strategy towards South Africa in a SADCC without South 
Africa as a member. 

The PTA has already expressed its strong support for the princi- 
ples of monetary harmonisation among its own members. The mone- 
tary economics section of the PTA headquarters in Lusaka has been 
requested by the annual meeting of the PTA's Council of Ministers to 
find a way to achieve convertible currencies, stable exchange rates 
and no exchange controls, in order to enhance intra-PTA trade. 

The ministers want answers from the PTA staff by December 1992, 
which appears wholly unrealistic. These objectives require several 
prerequisites. There would have to be a genuine desire, matched by 
considerable progress, among all the members of the PTA to reduce 
budget deficits and inflation. South Africa and Botswana are not at 
present members of the PTA; and there is an unresolved contradic- 
tion between the membership of Lesotho and Swaziland in both the 
PTA and SACU. So the future of SACU must be resolved before the 
PTA can be used as an instrument for monetary cooperation in 
Southern Africa. 

It is interesting to note that the idea of merging SADCC and the PTA, 
first suggested by ex-president Kaunda of Zambia, is gradually gathe- 
ring support. This would bring Botswana into the PTA, which would 
hopefully remove one serious source of friction between Botswana and 
Zimbabwe.12 This has at times had significant consequences for trade 
and investment relations between the two countries. Trade is supposed 
to be governed by a 1956 Trade Agreement but recent years have seen 
import surcharges and disputes about rules of origin, and cross border 
investment from Zimbabwe to Botswana has been adversely affected 
by changes in Zimbabwean exchange control rules.13 

A completely different idea would be to expand the functions of 
the Common Monetary Area, by creating two classes of membership 
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and a broader set of goals. Full membership of the CMA would con- 
tinue to be limited to those countries which had signed the original 
CMA Agreement. (Namibia would probably have left the CMA by 
then). Associate membership could be granted to countries which 
want to maintain a fairly stable exchange rate against the rand. It 
might appear that for this kind of arrangement to work, some supe- 
rior status, even if unwritten, would have to be accorded to South 
Africa. This would be politically difficult for some countries. 
However, formal equality of status could be allowed to coexist with 
de facto recognition of the weight of the South African economy in 
the region; something similar has been reasonably successful in SACU 
and the existing CMA, and for that matter in the EC. 

A European example of a type of associated status is the recent deci- 
sion of some of the Nordic countries to peg their currencies to the 
ecu, even though they are not members of the European Monetary 
System (EMS), still less of the Exchange Rate Mechanism (ERM). 
Presumably, these Nordic countries believe that they can keep their 
inflation rates in line with those of the EMS/ERM countries, so that 
constant nominal exchange rates against the ecu will be consistent 
with the desired constant real exchange rates. There is also a strong 
implication that these Nordic countries are more concerned with their 
regional real exchange rates than with those against the US dollar and 
the Japanese yen. In fact, their relationship with the German mark, 
the unwritten senior partner of the EMS, is their most important con- 
cern. This is somewhat analogous to the position of the smaller econ- 
omies in Southern Africa with respect to South Africa. 

Whatever form of cooperation proves practicable, it is essential that 
the IMF and the World Bank be included. They have been the main 
influence on exchange rate policy in Mozambique, Zambia and Zim- 
babwe and are likely to extend that influence to other Southern Afri- 
can countries in the future. Yet the impact of their exchange rate re- 
commendations on neighbouring countries has been virtually ignored. 
The Fund and the Bank should be obliged to consider the regional 
implications of their conditionality. Participation in a mechanism of 
regional co-operation would be one way of ensuring that they do so. 

A more formal exchange rate m.echanisrn 

If it is correct, as argued above, that the countries of Southern Africa 
are not ready politically to cooperate more actively on monetary (or 
trade) issues, then it is even less likely that they can adopt a more 
formal system of exchange rate cooperation. 

However, it can be argued that formal cooperation ought probably 
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to be a longer term goal. It is not too soon therefore to start on estab- 
lishing the legal framework. Some of the original statements of intent 
by the EC appeared at the time to be impossibly visionary, but they 
were necessary to start the slow process of movement towards their 
long term objectives. 

Discussion of a more formal exchange rate mechanism for Southern 
Africa requires a brief look at the past history of some of the older 
and more formal exchange rate mechanisms in Southern Africa, as 
well as the relatively new ERM in Europe. 

Monetary cooperation was not a problem when all the English 
speaking countries of Southern Africa were members of the Sterling 
Area. There were virtually no exchange control restrictions between 
member states; all the regional currencies had fixed nominal exchange 
rates against each other; borrowing pounds from the UK carried no 
exchange rate risk (nor did investing reserves in pounds); and no 
member state with its own bank notes could print unlimited quanti- 
ties of them in order to finance a budget deficit, because all local bank- 
notes had to be backed by solid assets in Britain and borrowing from 
a central bank was not possible. Inflation was low, so it was not like- 
ly that any one member of the Sterling Area would find its real 
exchange rate moving significantly against any other member's cur- 
rency. Trade and travel were facilitated within the Area. 

The major problem was that the British pound was overvalued 
against the US dollar for long periods. British decisions to devalue 
were long delayed, and were eventually made without considering 
the interests of the rest of the Sterling Area. 

The French franc zone in Africa uses the CFA franc at a fixed 
exchange rate of CFA 50 = FRF 1. The right to borrow from the cen- 
tral bank is limited to 20 per cent of the previous year's tax revenue. 
Features of the zone include no exchange controls within the zone, 
the convertibility of the CFA Franc, and lower rates of inflation in 
CFA Franc zone countries than in the rest of Sub-Saharan Africa. 

Although individual members of the CFA Franc zone have had 
annual inflation rates sharply different at times from inflation in 
France, overall their inflation has been lower than in the rest of Africa, 
and the macroeconomic policies required to achieve this have been 
shown not to have reduced the growth of GDP over what it other- 
wise would have been (Guillaumont et al, 1988). However, if indivi- 
dual CFA Franc zone members do need to devalue, they can only do 
so by leaving the zone.'* As with the sterling area, CFA Franc coun- 
tries have no influence on their exchange rates against other curren- 
cies they are determined by what happens to the French Franc. 

The Common Monetary Area, previously called the Rand Monetary 
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Area also has real advantages, although, unlike the CFA Franc, the 
rand is not linked to a major international currency; nor is the rand 
freely convertible. Lesotho and Swaziland have been able to lower 
their real exchange rates against the rand, because their inflation rates 
have been slightly lower than South Africa's while they maintained 
fixed nominal rates of exchange against the rand. 

The Central Bank of Swaziland has used its powers to keep the 
assets of Swazi banks invested inside Swaziland.I5 By this means, 
Swaziland has on occasion kept its domestic interest rates a little 
below those in South Africa. A small amount of interest rate varia- 
tion within a currency zone is therefore possible. 

The central banks of Lesotho and Swaziland have, over the years, 
negotiated the right not to have to keep all their foreign exchange 
reserves in rand. Because the rand has been weak against major non- 
regional currencies, they have made gains from holding non-rand 
assets rather than handing "their" revaluation gains over to South 
Africa.16 In addition, the RMA Agreement made provision in 1974 for 
Lesotho and Swaziland to receive a share of the profits from the issue 
of rand, based on an agreed formula for estimating the amount of 
rand circulating in the two smaller member countries.17 Swaziland 
withdrew from this arrangement in 1986 when the rand ceased to be 
legal tender in Swaziland, even though the rand continued to circu- 
late; as noted above, it was officially accepted from tourists. 

The gains to Lesotho and Swaziland of being in the CMA are those 
that derive from a stable rate of exchange with the rand, mainly re- 
duced the risk in tourism, trade and capital flows between the mem- 
ber countries. It is worth asking whether Botswana, having chosen 
not to participate in the RMA, was better or worse off as a result. As 
it happens, Botswana is unusual among countries in Sub-Saharan 
Africa in the use that has been made of having an independent mone- 
tary system: the government has not abused its monetary indepen- 
dence by borrowing from the central bank;ls and it has deliberately 
(and successfully) raised the nominal rate of exchange against the 
rand in order to have a lower rate of inflation than in South Africa, 
and has done this without raising its bilateral real exchange rate 
against the rand. Botswana's circumstances are so unusual that it 
would be wrong to generalise. In particular, Botswana's experience 
is probably not a guide to what will happen in Namibia; the prospects 
there are more worrying, because of the pressure on the government 
to spend more than is available from non-inflationary sources of 
finance.l9 

The experience of the CFA Franc zone and the CMA appears to 
show that there are some real advantages to foregoing some of the 
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freedoms bestowed by having an independent central bank. It would 
almost certainly be more difficult to set up a formal monetary system 
involving several countries, than it was to continue an existing arran- 
gement. Nevertheless, as already noted, it is worth starting now, rath- 
er than later, on setting up the formal arrangements. 

DEVELOPMENT FINANCE INSTITUTIONS 

There are a number of reasons for considering the establishment of a 
regional development bank: 

- it could be used to favour projects in the region's least developed 
areas (as noted already, this could be a contribution to persuading 
some countries in the region to participate in a form of exchange 
rate cooperation) 

- it would be a convenient way of chanelling donor finance to proj- 
ects, especially projects involving more than one member country 

- it could develop a valuable concentration of regional expertise 
- if well-managed and successful, it would be able to borrow in 

regional and non-regional markets, and thus improve the quanti- 
ty as well as the quality of development finance available. 

On the other hand, the record of development banks in Africa, and 
in other developing countries is poor (Harvey, 1991: 271-83; World 
Bank 1989b: Ch 4, Ch 7). It would be essential, therefore, to establish 
an effective and efficient bank, either by building up an existing insti- 
tution with a good reputation in such a way as not to undermine its 
efficiency, or by establishing a new bank with as many built-in safe- 
guards as possible against it going the way of so many other devel- 
opment banks. 

Two candidates which already exist are a) the Development Bank 
of Southern Africa (DBSA) which operates almost entirely within 
South Africa, in spite of its name, and b) the Eastern and Southern 
African Development Bank (ESADB) which has its headquarters in 
Bujumbura, Burundi. The DBSA has a good reputation (see below); 
the ESADB is at present more international in character but has less 
of a track record, and would have to set up a regional subsidiary for 
Southern Africa. It is probably not ready to do this; the following dis- 
cussion concerns only the DBSA. 

The most important argument in favour of expanding the role of 
the DBSA is its reputation for good management: being careful with 
its money, and demanding a high standard of performance from the 
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organisations to which it lends. This was confirmed by a recent (inter- 
nal) review. 

On the other hand, there is a growing feeling at DBSA that staff 
need to devote more attention to continuous counselling of DBSA's 
clients, especially during the lifetime of any outstanding loan to the 
client. The DBSA management is being requested to allow a larger 
share of the budget to be spent on technical assistance to the DBSA's 
clients. This suggests that all may not be quite as well as implied in 
the previous paragraph. 

If DBSA is "internationalised'', with representatives of all member 
governments on its board, and additional branches in member coun- 
tries, it may be difficult to sustain the strongly professional and tech- 
nocratic operating record, and protect it from the political pressures 
that have ruined some other development banks. 

At the moment, DBSA is almost exclusively a South African insti- 
tution. It was formed in 1983 by the governments of South Africa and 
the four "independent Homelands" (Transkei, Ciskei, Bophutatswana 
and Venda) whose independence is not recognised by any other coun- 
try. The four homeland members would either have to drop out, or 
be formally reincorporated into South Africa, before any other coun- 
try would join DBSA, even though its constitution says that mem- 
bership is open to all the countries of Southern Africa. DBSA man- 
agement is fully aware that the initiative, to expand its role in the 
region, must come from those countries and not from the DBSA or 
the South African Government. 

DBSA lends mainly to local-level development banks and non- 
government organisations (NGOs) that then onlend directly to cus- 
tomers, and to second-level governments, almost exclusively in South 
Africa. It has made one loan to the Lesotho National Development 
Corporation (LNDC) and one to a lending agency in Mozambique. 

At present the DBSA gets all its finance from the South African 
government. If DBSA were to seek new sources of funding, from IBRD 
and ADB, from regional governments, or from international financial 
markets, it would have to develop new expertise. In particular, it 
would have to devise policies to handle the exchange rate risk of bor- 
rowing and lending in different currencies; at present both sides of 
the balance sheet are denominated in rand. Inability to handle this 
risk has made some development bank in Africa insolvent.20 

A possible new institution 

Another possibility would be to create a new institution, with or with- 
out some sort of link with DBSA, but probably with its headquarters 
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outside South Africa. This might make it more acceptable to those 
countries which might be reluctant to accept a South African institu- 
tion. 

An expanded DBSA, or a new institution, should have: 

(i) agreed rules as to the allocation of credit between South Africa 
and the other countries; 

(ii) a mechanism for handling exchange rate risk; 
(iii) some more flexible lending instruments than conventional 

loans, e.g. loans with repayments linked to project income, equi- 
ty-type finance with limited rights of ownership or control. 

The various ways of handling exchange rate risk in cross-border 
development banking are mostly unsatisfactory. If the government 
guarantees all risk on the bank's liabilities, the bank is encouraged to 
borrow hard currencies at low rates of interest knowing that the 
government will pay the (expected) cost of depreciation against the 
currencies borrowed. If the risk is passed to the bank's clients, they 
will find it hard to meet sudden large increases in debt service which 
arise from the large and sudden devaluations which have occurred 
in the region. On the other hand, if the government guarantees ulti- 
mate borrowers against exchange rate risk, the borrower is subsidised 
because inflation should increase the borrower's profits or income by 
the domestic rate of inflation; only devaluation greater than the infla- 
tion differential, between the domestic currency and the currency ori- 
ginally borrowed, exposes the borrower to risk that might be argued 
to be unacceptable. Similarly, if the development bank borrows in 
foreign currency and lends in domestic currency, thus taking the risk 
itself, it is both subsidising the bank's clients and taking an unma- 
nageable risk-one that has made some development banks insolvent 
as noted already above. 

This problem is not easily resolved, and has been badly handled 
historically; many development banks have behaved as if currencies 
were still stable against each other as in the 1950s and 1960s. 

A very high proportion of development finance, both national and 
international, has been in the form of loans. Yet loans have fixed 
schedules of debt service, while projects, and developing country eco- 
nomies, have variable income from which to pay debt service. The 
need of projects in Africa (and elsewhere) for more flexible forms of 
finance as well as loans has also been badly handled (Harvey, 1983: 
99-114). Projects which cannot repay either default on debt service 
payments, or have to reschedule their debts which is costly and dama- 
ging to their future ability to borrow. A regional development bank 
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should therefore establish more flexible forms of lending, as well as 
providing a mix of equity and loan finance, from its own resources 
or by seeking CO-finance in the form of equity. 

INTERNATIONAL CLEARING MECHANISMS 

The PTA Clearing House 

The basic rules of the PTA Clearing House (CH) are quite simple: 

(i) any trade transaction between two members of the PTA may be 
settled through the CH; 

(ii) importers pay for their imports in local currency to a domestic 
bank; 

(iii) exporters are paid for exports in their local currency by a bank 
in their country; 

(iv) in order to account for this, the CH values the transaction in 
UAPTAs (one unit of account of the PTA = one SDR), according 
to that day's exchange rate of the currency of the transaction 
against the UAPTA; it then enters a credit in the books of the 
exporting country and a debit in the books of the importing 
country; 

(v) after a two month trading period, the CH adds up the credits 
and debits of each member state, and produces a net plus or 
minus position for each member; 

(vi) the debtor members must settle their debts with the CH, in hard 
currency, within two weeks of the end of the two month accoun- 
ting period; this is normally achieved by calculating the USD 
equivalent of the SDR denominated debt, and transferring the 
appropriate number of dollars; 

(vii) the CH then distributes the total hard currency that has been 
received, to the creditor members. 

The basic concept behind the CH is of course that hard currency is not 
needed for each separate transaction, only for settling the net position 
after two and a half months. The importer cannot pay the exporter in 
the importer's domestic currency, because the local PTA currencies are 
in general not convertible. The exporter would not be able to use the 
importer's currency. The CH's primary goal is to supply liquidity to 
intra-PTA trade, by first utilising domestic currency as far as that will 
work, then resorting to hard currency at the last stage only. 

If trade were evenly balanced among all the PTA members, then it 
would be purely random as to which countries ended up with net 
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credit and debit balances, after each two month period. In practice, 
however, Zimbabwe tends to have a favourable net position; to that 
extent, Zimbabwe is giving a modest amount of trade credit to its fel- 
low PTA members. This may be an acceptable price for Zimbabwe to 
pay, if the credit increases its exports above what they otherwise 
would be. 

As things stand, less than half the eligible intra-PTA transactions 
do in fact pass through the CH at present. This is in spite of consid- 
erable publicity by banks, chambers of commerce, etc., and urging by 
central banks to use it. For example, Zambia preferred to be paid in 
US dollars when it exported electricity to Zimbabwe, in the hope that 
it might be paid faster that way. Somewhat perversely, the reverse 
may have been true. 

It is an interesting question whether Southern Africa as a whole 
would benefit from a more broadly based clearing house. If South 
Africa and Botswana were to join a newly combined SADCC/PTA, 
South Africa would be the country with the largest net favourable 
trade balance, in place of Zimbabwe, and South Africa would thus be 
supplying some trade credit to the region. The risk to South Africa 
would probably be less than the current risk taken in extending cred- 
it to the weaker economies in the region on a bilateral basis; and the 
trade gains might appear to offset the cost. 

As a footnote, the effect of large scale supply of aid in support of 
imports to some of the weaker economies in the region should be 
noted. For example, Mozambique imports more than five times what 
it exports; Tanzania imports are two and a half times greater than 
exports. The extent of aid for imports has produced a kind of balance 
of payments equilibrium. At the same time, however, large budget 
deficits have to be financed in large part by the banking system. The 
previous terrible shortage of (cheap if you can get it) foreign exchange 
has been replaced by a relatively plentiful supply of (much more 
expensive after devaluation) foreign exchange, while the private sec- 
tor is being crowded out of access to bank credit. In some countries, 
therefore, it is local currency that is in short supply to finance imports, 
not the foreign currency. 

CONCLUSIONS 

The world is swinging back to wanting more stable exchange rates, 
after having abandoned them in the early 1970s. The advantages of 
floating are now seen as being matched and often exceeded by dis- 
advantages. 
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However, the era of fixed exchange rates (with only very occasio- 
nal realignments) ended because it was unsustainable when inflation 
rates diverged substantially. Establishing stable rates of exchange 
again will not be possible in Southern Africa until rates of inflation 
have converged. Discussion of monetary integration, although fash- 
ionable, is not therefore practicable at present in Southern Africa. 

The CMA has worked well because Lesotho and Swaziland cannot 
borrow from their central banks and because the South African 
Reserve Bank has not lent to the Lesotho and Swaziland governments. 
The latter can only borrow on a significant scale, therefore, if they can 
convince commercially-oriented banks of their ability to service any 
borrowing. As a consequence, inflation rates in Lesotho and Swazi- 
land have been much the same as in South Africa (in fact slightly 
lower) and the CMA has not been put under unmanageable strain. It 
is possible for a country or a local government to get into serious 
financial trouble without access to borrowing from a central bank (for 
example, Liberia, or New York City) but it is more difficult and de- 
pends on the foolishness of banks as well as the foolishness of govern- 
ments. 

Realistically, therefore, full monetary cooperation in Southern 
Africa is not possible at the present. Inflation rates are too divergent. 
Moreover, governments do not appear to be ready to give up their 
newly won symbols of independence: control over certain instru- 
ments of economic policy and the opportunity to finance budget defi- 
cits by money creation. 

It has been argued above that even limited cooperation, for exam- 
ple to consult over and slow down the more violent exchange rate 
changes so as to give more time for trading partners to adjust, will 
be difficult to achieve. That does not exclude other forms of cooper- 
ation. There are possibilities for building on the success of the DBSA 
for example, and converting it into a regional institution, although 
the work of a regional development bank would be made much easi- 
er if fluctuations in regional exchange rates could be reduced, and for 
extending the scope of the PTA Clearing House. 

Meanwhile, if inflation rates converge in some regional economies, 
they could perhaps participate in limited forms of cooperation on an 
ad hoc basis, one by one. If that proved successful, others would want 
to join the system and it could gradually become more formalised. 
That is very roughly what has happened in the EC. It is not at all easy 
or inevitable, but it is possible. It may become easier to achieve as the 
cost of the alternatives, and the gains of monetary stability, internal- 
ly and internationally, become more apparent. Given the long term 
nature of improved cooperation, it would do no harm, and might be 
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genuinely useful, to embark on the process of setting out the long 
term objectives of monetary cooperation at this stage, so that the 
framework is in place when it is needed. 

NOTES 

1. The chapter mainly covers Botswana, Lesotho, Malawi, Namibia, South 
Africa, Swaziland, Zambia and Zimbabwe. Angola and Mozambique are 
treated in less depth because their economic situation has been so domi- 
nated by war. 

2. The EEC's European Investment Bank plays such a role. 
3. Swaziland stopped receiving this income in 1986 when the rand ceased to 

be legal tender in Swaziland. 
4. Note that Figures 5.1, 5.2 and 5.3 use different scales. 
5. It should be noted that manufacturing employed three times as many peo- 

ple as mining in Botswana by 1991, and that with mining exports not 
expected to grow significantly, manufacturing exports were Botswana's 
best hope for further rapid economic growth. 

6. Note that official Mozambique statistics did not record any trade with 
South Africa until 1988. Recent official statistics show that South Africa's 
share of the Mozambique import market rose from 12 per cent to 23 per 
cent from 1984 to 1989 (National Planning Commission, 1990). 

7. Note, however, that Lesotho and Swaziland have had lower rates of infla- 
tion (12.8 per cent and 11.9 per cent) than South Africa (14.1 per cent) in 
the 1980s, with constant nominal exchange rates (one-to-one) so that their 
bilateral real exchange rates fell against the rand. 

8. Botswana, Lesotho, Malawi, Namibia, Swaziland, Zambia and Zimbabwe. 
9. For example, it was not possible to increase the taxation of diamond mining 

in Botswana because it was determined by a negotiated agreement. 
10. The impact on the neighbaurs could, by luck, be beneficial. 
11. Member countries could also consult with each other on tariff and non 

tariff barriers (NTBs) to trade. In principle, this should occur through the 
existing bilateral cooperation councils; but they are often ineffective. It is 
possible, but by no means certain, that a multilateral agency would work 
better. The PTA might be a convenient place to study tariff and non-tariff 
barriers, since the PTA has had at least some success at finding ways to 
reduce some of the barriers to trade between its members. 

12. For example, some senior civil servants in Zimbabwe appear to feel they 
have been snubbed by Botswana, resulting in intense irritation. 

13. The rule in question says that a company in Zimbabwe may only invest 
in another country if the company has the majority of its shares held by 
residents of Zimbabwe. 

14. Mali, for example, left the zone in 1962, and rejoined in 1968. 
15. CMA exchange control rules cannot be used to prevent transfer of money 

from Swaziland to South Africa; but the banking acts can be used to re- 
quire commercial banks to hold their assets in Swaziland. 
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16. This is what used to happen when South Africa's foreign exchange re- 
serves effectively included those of Botswana, Lesotho, Namibia and 
Swaziland. 

17. In the nature of things it is not possible to know what the note circulation 
is in a small part of a currency zone. The formula in the RMA Agreement 
would have overestimated by a substantial amount the note circulation in 
Botswana, which became known after the Pula was issued in 1976; the for- 
mula for estimating growth in currency in circulation was also generous 
(Harvey, 1985: 3-4). 

18. The government has had such rapidly increasing mineral revenues that it 
has large positive balances at the Bank of Botswana. 

19. Moreover, there are reports of government intentions to borrow from the 
central bank as soon as it is established. 

20. It has not always been the fault of bank management: the government of 
Uganda guaranteed the borrowing of the Uganda Development Bank 
against the risk of devaluation of the Uganda shilling; this guarantee was 
unilaterally withdrawn after the shilling was devalued from 14 to 70 to 
the US dollar in 1987. 



6. The Effectiveness of Regional 
Transport Networks in ~oGthern 
Africa-some Post-Apartheid 
Perspectives 
Oliver S. Saasa 

Both SADCC and the PTA have recognised the importance of regio- 
nal transport sector development and have, accordingly, assigned it 
a special place in their institutional set-ups. In particular, it is main- 
tained that no meaningful commercial and trade interaction is possi- 
ble without carefully conceived and coordinated regional transport 
network. SADCC members are perhaps more explicit in their com- 
mitment. The development of this sector has received top priority 
since 1980. The Transport and Communications Commission (SATCC) 
was created as the implementation body of the sub-region's transport 
policies. 

There is little dispute among Southern African observers that the 
prospects of the post-apartheid Southern African region's transport 
network should be understood in the context of the following: 

- the nature of the region's past relationship with South Africa; 
- the unfolding geopolitical stability in the region, particularly with 

the emerging peace in Angola and Mozambique and the hope sur- 
rounding the on-going negotiated settlement in South Africa; 

- the cost-effectiveness, efficiency, and reliability of the region's 
alternative trade routes, including those in South Africa; and 

- the technical and managerial issues that have characterised the 
sub-region's transport systems and the manner in which they are 
addressed. 

Against the above background, this chapter examines the problems 
and prospects of the Southern African region's transport sector 
during the post apartheid period. Conclusions will then be made as 
to whether the 1990s will witness continuity of change in the region's 
transport policies and strategies. Particular attention will be paid to 
the issue of integrating the South African transport network into the 
sub-region's overall transport framework. 

A critical assessment of Southern African region's main transport 
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routes will be made in the next section. Then follows an analysis of 
the position of the South African transport system, to indicate possi- 
ble areas of cooperation in the post-apartheid period. Finally, some 
general conclusions are made regarding the post-apartheid situation 
in the region's transport sector. 

SADCC REGION'S TRANSPORT SYSTEM 

Dar es Salaam Port Transport Sys tem 

The Dar es Salaam Port Transport System consists mainly of a) the 
port of Dar es Salaam; b) TAZARA; c) TANZAM Highway; and d)  the 
Malawi corridor link. The construction of TAZARA started in October 
1970 with Chinese technical assistance and was handed over in July 
1976 to the Zambian and Tanzanian governments, the joint owners. 
The TANZAM Highway was also constructed before the foundation 
of SADCC. 

It is worth noting that TAZARA's viability is being threatened by 
the prospects of peace in post-apartheid Southern Africa. The January 
1992 SADCC review of the transport sector, for instance, revealed that 
total transit traffic handled by the Railway System declined in 1990 
to about 710,000 tonnes as opposed to 775,000 the previous year. This 
was in spite of the fact that 13 new locomotives were acquired for 
TAZARA during this period. Additionally, total throughput at the 
port of Dar es Salaam also decreased to 3.6 million tonnes in 1990, as 
opposed to 4.0 million tonnes in 1989, a 9 per cent drop (SADCC, 
1992b:6-7). 

There are several factors that explain TAZARA and Dar es Salaam's 
decline in cargo handling. Firstly, the cost-effectiveness, efficiency and 
reliability of the Southern routes have posed a threat to the competi- 
tiveness of the Dar es Salaam system especially now that the sub- 
region is increasingly becoming receptive to the South African govern- 
ment. Secondly, the Dar es Salaam system's peculiar technical, admin- 
istrative and managerial problems have made this route generally 
uncompetitive in the light of the growing challenge from the south. 

Thirdly, the Zambian government's decision in 1991 to openly trade 
with South Africa necessarily creates potential for an increased volu- 
me of the country's trade using the South African routes. Fourthly, 
Zambia's generally poor economic performance in the past decade 
and in the foreseeable future suggests that the country's capacity to 
export and import will be constrained. This would necessarily have 
an effect on the country's main external trade routes, including the 
Dar es Salaam system. 
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Beira Transport S y s t e m  

The Beira corridor's hinterland countries comprise Zambia, Malawi, 
Zimbabwe, Botswana, Zaire and Mozambique. At present, the port 
of Beira is the nearest harbour for the majority of inland SADCC coun- 
tries. Up to 1975, the Beira port handled most of Zimbabwe's and 
Malawi's external trade while considerable volumes of Zambian 
cargo also passed through this corridor. 

Total port throughput declined to 1.3. million tonnes in 1986 com- 
pared to 3 million tonnes in 1975. The deterioration in port facilities 
and the insecurity that characterised the Beira corridor explained the 
decline. However, with the rehabilitation programme and improve- 
ments to the port management system, a steady growth in cargo han- 
dling has been registered in the post-1986 period. The positioning of 
12,000-strong Zimbabwean troops along the Beira corridor signifi- 
cantly improved the security situation on the route. 

More recently, the railway traffic on the Beira-Zimbabwe line main- 
tained its growth momentum in 1990 with a 30 per cent increase to 
651,000 tonnes over the previous year. The recent acquisition of five 
new diesel-electric mainline locomotives on the Beira route has 
enhanced traffic flow. Meanwhile, the Beira port's total throughput 
also increased in 1990 by 4 per cent to 1.83 million tonnes (SADCC, 
1992b:6). Until recently, one of the main restricting factors in the effec- 
tive use of Beira was the depth of the port. Dredging has, therefore, 
been undertaken to enable the port to accommodate fully laden third 
generation vessels of 42,500 tonnes. This has resulted in a reduction 
of additional freight costs caused by long ship-waiting time outside 
the harbour until high tides came. 1992 registered the greatest gains 
from the on-going rehabilitation programme for the Beira Port 
System. The new multi-purpose and container terminal was finally 
commissioned in April. The terminal's capacity is now 100,000 TEU's 
handled per annum, or three times its pre-April1992 capacity. Before 
the rehabilitation and expansion programmes were undertaken, Beira 
had a port capacity of only 2.4. million tonnes. This increased to 4.8 
million tonnes as of April 1992. Table 6.1 shows the annual port 
capacities of the main SADCC ports, including Beira. 

It is expected that from mid-1993 when the new oil terminal at the 
port of Beira is ready, 1.5 million tonnes shall be added to the Beira 
Port's capacity. The performance of the Beira railway also shows very 
good signs of sustainability. SADCC reported in 1992 that "the tran- 
sit time has been reduced to a minimum, the line is being served with 
reliable diesel-electric locomotives and no sabotage actions have been 
encountered for approximately one year .... Provided that the neces- 



Table 6.1. SADDC nnnual port capacities in Jn1zuar.y 1992 

Port Million tonnes (of which POL') 

Maputo 8.0 - 
Matola 5.9 1 .O 
Beira 4.8' 1 0  
Nacala 1.8 0.5 
Dar es Salaam 5.0 2 0 
Lobito 
- - -  - 

2.8 1 .O 

POL = Petroleum, Oils and Lubricants 
Beira annual port capacity increased to 4 8 million tonnes In Apr~l  1992 

Source SADCC, 1992, Transport and communication, Maputo, p. 4 

sary locomotive power is available, capacity of the line-even with 
the present 12-hour operations per day-is well above the double of 
actual transport in traffic bound for Beira, and more than three times 
the actual traffic the other way" (SADCC, 1992b:20). 

Notwithstanding the above positive trends in the Beira corridor, a 
number of constraints still continue to affect the transport system. 
Several port-related problems come to the fore in this respect. 

Firstly, regular maintenance dredging of the Beira port to facili- 
tate the sustainability of a certain port depth has been crippled by 
inadequate funds. Secondly, the corridor's railway-port interface has 
been constrained by security considerations that have reduced op- 
erations to day time only. It has been estimated that such restrictions 
have reduced the corridor's capacity to less than 60 per cent. Thirdly, 
poor line maintenance has led to frequent derailments on the Beira 
corridor, a phenomenon that has compromised exporters' and import- 
ers' confidence in the route. Fourthly, the port of Beira is constrained 
by inadequate basic equipment such as grabs and forklifts, a problem 
that has led to costly long cargo storage time at the port. Fifthly, the 
war situation in Mozambique has affected the security of cargo 
through pilferage and damage at both the port and during transit. 

A number of operational problems have also been reported on the 
Beira Port Transport System. These include (a) the high spate of van- 
dalism to wagons due to the war situation; (b) long turn-round time 
for wagons; (c) the high wagon transit time due to inadequate mo- 
tive power. 

Finally, there is absence of an effective marketing strategy for the 
purpose of popularising the Beira Transport System. While one notes 
the existence of two organisations which deal with private sector proj- 
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ects (i.e. the Austral Group in Mozambique and the Beira Corridor 
Group in Zimbabwe) and their having included on their mandate the 
task of marketing the image of the Beira Transport System, it is still 
recognised in SADCC that marketing strategy weaknesses are still 
real. A detailed marketing study for the Beira Transport System is 
under way. 

Maputo Port Transport System 

This port system includes the port of Matola and serves Mozambique, 
Swaziland, Zimbabwe, Zambia, Botswana, Malawi and Zaire. Until 
the 1970s, the Maputo transport route was of great significance to 
Zimbabwean, South African and Zambian export trade, mainly due 
to its possession of specially equipped berths that handled agricul- 
tural products and bulky minerals. However, the volume of cargo that 
was handled by the port declined considerably from 13 million tonnes 
in 1974 to 4.4 million tonnes in 1978 (SADCC, 1981). This declined 
further to 2.5 million tonnes in 1985. The reduction was explained 
mainly by South African decisions to reroute transports through 
South African ports. The 1976 decision by the FRELIMO Government 
in Mozambique to close the border with Rhodesia led to a further 
decline in the volume of cargo that was handled by Mozambique ports 
and transport network. Thus, at independence in 1980, as much as 90 
per cent of Zimbabwe's trade passed through South Africa (Africa 
Business, October 1980). 

When the Limpopo line was re-opened in 1980, its condition had 
deteriorated to such a level that only limited traffic (mainly from 
Zimbabwe) could be handled. The railway line was also attacked by 
RENAMO. The Maputo Port's infrastructure also deteriorated during 
the four-year border closure. Thus, in contrast to the port's capacity 
of approximately 20 million tonnes during the early 1970s, this has 
declined to only approximately 8 million tonnes by January 1992 (see 
Table 6.1). 

The harbour of Walvis Bay 

The Port of Walvis Bay is particularly important to Zambia as an alter- 
native route to her West European trading partners. As a result, 
serious efforts are being made to improve this corridor's cost-effec- 
tiveness and dependability. In September 1990, Zambia Consolidated 
Copper Mines Ltd entered into a two-year contract with Transnamib 
which facilitated the former's transportation of 30,000 tonnes of its 
copper per month via Walvis Bay. Much of this volume is being divert- 
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ed from the Dar es Salaam Port Transport System. It is estimated that 
the Port of Walvis Bay has a dry cargo capacity of 2.4 million tonnes. 

A recent study on the competitiveness of Walvis Bay route vis-a- 
vis Durban and Dar es Salaam revealed several useful ideas regard- 
ing the potential competitiveness of Zambia's newest alternative 
trade route (Ngwenya et al., 1991). Firstly, it was established that 
Walvis Bay could compete with Durban for road destinations north 
of Livingstone and Lusaka. Given the shorter road distance to the 
Namibian Port, land transport rates should be cheaper on this route, 
ceteris paribus. 

Secondly, transit times for sensitive cargo are important in the 
assessment of route competitiveness. For Zambian cargo originating 
from Western Europe and North America, it appears that Walvis Bay 
has a definite competitive advantage over Durban. This is because 
Walvis Bay has a sailing time advantage over Durban of some six days 
from Europe and the United States. This means that goods from these 
two sources could be in Lusaka via Walvis Bay before they could have 
docked in Durban. 

The trans-shipment from road to railway systems on the Walvis Bay 
route could entail considerable interruption of cargo transit flow. The 
magnitude of the delays during trans-shipment would, however, 
depend on the road-rail interface efficiency. 

Walvis Bay's competitive advantage is at present being compro- 
mised by the poor road conditions on both the Zambian and Namib- 
ian side. Both the Zambian and Namibian governments, under the 
auspices of SADCC, are embarking on the up-grading of the relevant 
road networks. 

Lobito Port Transport System 

The port of Lobito in Angola is one of the best natural harbours on 
the West African coast with a wide and deep entrance channel from 
the Atlantic Ocean. However, the Benguela Railway has remained 
closed to regional transit cargo movement due to insecurity in An- 
gola. The signing by MPLA and UNITA in May 1991 of a peace agree- 
ment to end the war in Angola facilitated the initiation of the Lobito 
Port Transport system's rehabilitation programme within the SADCC 
context. 

The objective of the ten-year rehabilitation and upgrading of the 
Lobito Port Transport System is to provide adequate capacity for the 
region's future transport needs. It is hoped that the Benguela Railway 
will increase its capacity to roughly 3 million tonnes per annum. It is 
expected that Zambia shall direct at least 20 per cent of her 
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export/import trade with Western Europe and America to this route 
if it operates efficiently. Currently, port-related problems are many 
and, unless attended to, threaten to compromise the inland transport 
advantage that the route has over most of Zambia's other trade out- 
lets. 

SOUTH AFRICAN AND SADCC ROUTES: A COMPARATIVE 
ANALYSIS 

When the economic/market criteria are used for either cargo routing 
or infrastructural investment, the South African transport system 
seems to possess a comparative advantage in several important 
respects. Firstly, Sout l~ Africa compares favourably in the Southern 
African region in terms of its extensive railway network. Of the 39,000 
kilometres railway track in Africa, 23,000 kilometres (approximately 
60 per cent) are located in South Africa and Namibia. Southern Africa 
possesses 65 per cent of the rail track in the region; about 58 per cent 
of the road network; and 60 per cent (in numbers) of the internation- 
al harbours. The SADCC region, on the other hand, has only about 
13,000 kilometres of railway network. South Africa dominates actual 
cargo handling. For example, "South African Transport Services 
(SATS) rail network handles a combined traffic volume of 172 million 
tonnes annually, compared to the total combined annual traffic or 
SADCC railways of approximately 25 million tonnes. The national 
railways of Zimbabwe accounts for about 56 per cent of total SADCC 
rail traffic. In the port sector, the South African port of Durban alone 
handles an average of 24 million tonnes, which is more than the com- 
bined SADCC ports throughput of approximately 10 million tonnes" 
(Ngwenya et al., 1991:97). 

Secondly, transport links in the Southern African sub-region ties 
the SADCC states closer to South Africa than to each other. Indeed, 
during the 1980 meeting in Lusaka which witnessed the creation of 
SADCC, there was a recognition that "the dominance of the Republic 
of South Africa has been reinforced and strengthened by its transport 
system". Most of SADCC's land-locked countries are geographical- 
ly closer to SADCC than South African ports. Estimates for 1987 
showed that, on average, 33 per cent of overseas traffic (by volume) 
of SADCC's six land-locked states used the South African routes/ 
ports. Table 6.2 shows the disaggregated figures. In recognition of the 
above reality which worked against the SADCC objective of reducing 
dependence on South Africa, the regional group's transport sector 
investment has always received the lion's share of all total SADCC 



Table 6.2. Distributiorz of SADCC overseas traffic bz/ voll l~ne,  1987 
(million tonnes/year) 

Country Total via South via ports in SADCC countries Total via 
African ports Mozambique Tanzaiiia Angola SADCC 

Landlocked states: 
Botswana 0.1 
Lesotho 0.1 
Swaziland 0.8 
Malawi 0.4 
Zambia 1.7 
Zimbabwe 2.4 

Landlocked total 5.5 

Coastal states: 
Angola 11.3 - - - 11.3 11.3 
Mozambique 1.7 - 1.7 - 1.7 
Tanzania 1.4 - - 1.4 - 1.4 

- 

Coastal total 14.4 - 1.7 1.4 11.3 14.4 

SADCC total 
- - -  

19.9 l .B 3.8 3.0 11.3 18.1 
- 

Notes: Volumes of less than 50,000 tonnes per year have not been included. Amounts 
include both dry cargo and oil volumes. 

Source: Hanlon, J., 1989, SADCC 111 the 1990s: Deileloyinent on flzr Frontllize, The Econ- 
omist Intelligence Unit, Special Report No. 1158, London, p.135. 

projects. In 1991, for example, transport and communications projects 
accounted for USD 6.6 billion out of the SADCC total of USD 8.5 bil- 
lion, which is equivalent to 77 per cent of the total value of SADCC 
labelled projects in 1991 (SADCC, 1992c:32). 

One emerging reality is that while it was easier for SADCC to assign 
traffic to particular routes on political and/or security grounds, the 
changing geopolitical and market atmosphere in Southern Africa sug- 
gests that extra-political factors are more likely to determine the 
choice of routes. In fact, even before the positive political climate in 
the sub-region emerged, it has been evident that, to a considerable 
degree, it is actually freight forwarders who ultimately decide on 
which route and mode of transport are optimal for the particular con- 
signment. In the emerging deregulated regional market, the role of 
the private sector forwarders is likely to significantly alter the SADCC 
region's somewhat sheltered ports and transport networks. The fact 
that most of the region's dominant forwarders (e.g. Manica Freight) 
are subsidiaries of South African companies could indicate that 
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SADCC corridors are to face stiff competition in the post-apartheid 
period. Equally fundamental is the fact that forwarders commonly 
prefer to operate on routes that guarantee them loaded runs in both 
directions. This means that, at intra-regional trade level, one would 
expect that the limited trade among SADCC states, estimated at 
roughly 4-5 per cent of their total trade, would bias forwarders' ope- 
rations towards routes that connect South Africa with SADCC coun- 
tries considering the substantial trade interaction, real and potential, 
that exists between these countries and South Africa. 

The procedure of clearing cargo has also influenced the choice of 
route adopted by importers and exporters. Contrary to the common 
practice world-wide of using the negotiable Through Bill of Lading for 
the purpose of port clearance, SADCC ports insist on the production 
of both this document and the Ocean Bill of Lading. Considering that 
the Ocean Bill of Lading is carried by the ship captain and that these 
have been known to get lost quite often, it is little wonder that some 
SADCC ports have failed to clear cargo due to lack of sufficient docu- 
mentation, a phenomenon that partially explains the congestion at 
some of the SADCC ports, particularly Dar es Salaam. Simplification 
of clearing procedures is, therefore, vital in a competitive environ- 
ment. 

In 1978, South African ports computerised their clearing proce- 
dures. Indeed, with the introduction of advance cargo clearing, this 
has significantly reduced the turnaround time. The computerisation 
of cargo clearing has also meant that South African transport agents 
such as Rennies and Manica freight (who have offices in almost all 
SADCC ports) have managed not only to monopolise the forwarding 
business but also to provide a much more efficient transport service 
in Southern Africa. In a situation like this, it becomes extremely dif- 
ficult for the relatively under-financed and under-skilled SADCC 
transport agents to compete favourably with their South African 
counterparts in a deregulated regional market. (Cf. Abrahamsson, 
1989). 

Against this background, a reliable, punctual, cost-effective, and 
regular traffic system in the SADCC region is essential for the group 
to successfully compete with the South African network. The intro- 
duction of a competitive and efficient door-to-door transport system 
similar to what exists in South Africa is, in this regard, important for 
SADCC. 

The competitiveness of Southern African ports is also compromised 
by the mode of payment used for their services. SADCC ports insist 
on payment in convertible foreign exchange before cargo can be rele- 
ased. This has resulted in long cargo dwell time at the ports. This con- 
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dition is largely explained by the stringent foreign exchange control 
regulations and hard currency difficulties that bedevil some of the 
regional countries, particularly Tanzania, Mozambique and Zambia. 
The process of obtaining foreign exchange is slow. It is here where 
South African ports possess one of the strongest advantages over their 
SADCC counterparts. In the South African transport system, cargo 
representatives settle port and other relate charges in local currency 
on behalf of cargo owners who are billed and asked to settle the 
amount at a later time in hard currency. This leads to a much faster 
settlement of charges and a resultant quick flow of consignments, a 
phenomenon that is an important consideration in the choice of rout- 
es by importers and exporters. 

The competitiveness of transport routes is also crucially influenced 
by the tariff rate structure that is used. For transit traffic, rail tariffs 
are usually based on distance although in South Africa, contract rates 
are normally negotiated. At this level, (i.e. transit tariffs), there isn't 
a significant difference between South African and SADCC-based 
operators. On the other hand, marked differences between South 
African and SADCC systems exist at the level of port cargo handling 
rates. The levels of port tariffs are influenced by the port's degree of 
mechanisation; labour productivity and cost; the volume of port 
throughput; and the level of government subsidy. Earlier investiga- 
tions revealed that while tariff rates for low volume cargo have been 
roughly the same for the entire Southern African region, important 
differences do exist for high volume commodities where South 
African port charges are much lower than those obtainable at SADCC 
regional ports (SATCC, August 1989). According to recent SADCC 
revelations, "...the cost of imports through Maputo and Beira is 
approximately USD 25 per tonne higher than through Durban accord- 
ing to the average tariff" (SADCC, 1989a). The high SADCC tariff 
rates are also influenced by the method used to compute them. 
Currently, about 60 per cent of SADCC countries' external traffic 
is containerised cargo. Instead of applying a box rate for all the 
containerised commodities handled irrespective of the value of the 
contents therein, SADCC ports determine the tariff on the basis of the 
value of the commodity in the container (i.e. the commodity rate). 
Many ports worldwide now charge box rates for all commodities. 
Although South African ports also use the commodity rate, they have 
established realistic ceilings. Besides, unlike their SADCC counter- 
parts, South African shippers usually negotiate lower tariffs (contract 
rates) with customers who give them business guarantees. All these 
considerations have made South African rail and port tariffs, on aver- 
age, lower than those in the SADCC transport systems. 
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There are other constraints that have compromised the efficiency 
levels of Southern African transport systems. Border formalities, for 
example, have seriously affected full utilisation of the region's trans- 
port corridors. 

EPILOGUE: CONTINUITY OR CHANGE? 

Since 1980, the main driving force in transport infrastructural devel- 
opment (which includes ports, railways and roads) has been the 
declared SADCC objective of reducing dependence on South Africa. 
Using the "corridor principle", the SADCC states placed a high pri- 
ority on their rehabilitation and new development projects. Consid- 
ering the background to the region's geopolitical situation vis-a-vis 
the detested apartheid system in South Africa and its condemnation 
by the international community; as well as taking into account the 
South African government's destabilisation policies in the regions, it 
is understandable that SADCC adopted this strategy in the past ten 
years. 

Available evidence suggests that very little has been achieved in 
reducing dependence on both South Africa and the world as a whole. 
A lot of problems still remain unsolved in the region's major trans- 
port systems, particularly in the areas of capacity utilisation of in- 
stalled infrastructural capacities; numerous port-related problems; 
managerial constraints; poor maintenance of equipment; inadequate 
rolling stock; limited access to development finance; generally poor 
record of co-ordination among the various transport sub-sectors; etc. 
Even more worrying in terms of the declared desire to reduce depen- 
dence has been the growing dependence on foreign funds not only in 
the area of transport and communications (which has more than 80 
per cent external dependence) but in almost all the SADCC sectors. 
The net result has been that projects and programmes that fail to re- 
ceive donor blessing and support usually fail to take off. 

It seems apparent that the unfolding scenario in the region suggests 
a departure from regional transport policies that are dictated by polit- 
ical considerations to those that recognise the region's changing mar- 
ket conditions. The market criteria would, thus, reign over political 
ones during the 1990s and beyond not only in terms of the import- 
er/exportersr choice of transport routes but, equally important, with 
respect to the pattern of infrastructural development in this sector. 

Out of necessity, the fact that one of SADCC's raison d'efve (i.e. 
reduction of economic dependence "particularly, but not only, on the 
Republic of South Africa") has been overtaken by events means that, 
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for the regional transport sector, South Africa shall be integrated into 
any future considerations of donor support to the entire region. 

In practical terms, several issues ought to be addressed in post- 
apartheid Southern Africa in the area of transport. Firstly, there seems 
to be an urgent need to re-orient the Southern African region's trans- 
port sector beyond the current regional concerns to encompass both 
continental and intercontinental perspectives. Many of the sectors in 
the Southern African transport system are assuming a transnation- 
al/global character, e.g. the shipping and aviation industries. Con- 
sidering the fact that external trade in Southern Africa has very strong 
extra-regional links, mainly located in the West, it is important that 
strong linkages with the existing transnational transport networks are 
developed. The failure up  to now by most regional member countri- 
es to sign the 1984 Multi-modal Transport Convention testifies to the 
abnormality of the present trend. 

Against the above background, it is important to recognise that in 
order to reduce ocean tariff rates, for example, regional states, espe- 
cially within the context of SADCC, should institute negotiations with 
representatives of world leaders in the shipping business, particu- 
larly those that own conference lines operating to and from the region. 
These include BEACON (the representatives of the North East 
Conference line) and UNICORN who represent the South East 
Conference. The latter is a South African company which is owned 
by Safmarine. Negotiations with Safmarine would greatly enhance 
the competitiveness of the SADCC ocean rates considering the fact 
that almost all coastal vessels that ply between regional ports on the 
eastern coast and those of South Africa all belong to Safmarine. In 
addition, Safmarine owns the region's influential forwarding com- 
pany, Manica Freight, which operates in all major SADCC ports and 
capitals. 

SADCC cooperation with global/intercontinental leaders in ship- 
ping and forwarding is justified not only on grounds of the emerging 
regionalisation and globalisation of the international transport sys- 
tem but also due to the fact that the small, largely primary exporting 
economies in the region are highly integrated into the existing global 
transport links. Simply stated, the transport policies adopted by the 
Southern African region in the past ten years of SADCC existence 
aimed at circumventing South Africa to such a degree that the rela- 
tionships between the region's prime movers in the transport sector 
are at present too weak to meaningfully confront the emerging trans- 
port market challenges of the 1990s and beyond. 

There are quite extensive inter-personal and inter-company con- 
tacts at the informal level between SADCC and South African trans- 
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port operators.These relationships seem to be better developed than 
those under formal SADCC arrangements. This is in spite of the fact 
that the region's policies towards South Africa tended to be quite 
restrictive with regard to the facilitation of such commercial interac- 
tion. 

It is also worth noting that South African transport operators ap- 
pear to be more prepared for the emerging post-apartheid transport 
regime than their regional counterparts. The former are already 
making well organised advances into the SADCC region trying to 
"hunt" for post-apartheid transport partners. Spoornet (South 
African railways), for example, has been sending representatives to 
SADCC countries to discuss possible areas of cooperation. Recently, 
Spoornet visited Zambia and reached an agreement with Zambia 
Railways for a joint facilitation of a fast cargo service between Zambia 
and South Africa. Such arrangements should be expected to increase 
considering the fact that, according to Spoornet Chief Executive, 
Barry Lessing, " ... in 1988 financial year, South African Railways 
handled more than 6 million tonnes of regional cargo. At any one 
time, more than 8,000 units of rolling stock worth R 700 million are 
on the railways of other countries" (Financial Mail, November 1990). 

In view of the above, regionalisation of the Southern African trans- 
port sector calls for enhanced cooperation among operators and 
authorities in the area. Almost all the railway authorities in the region 
are currently involved in cooperative railway operations. In 1983, a 
committee on conditions of carriage for international traffic was for- 
med and all countries in the region, including South Africa, are in- 
volved. What appears to be most urgent now is the need to prepare 
for the formalisation of a meaningful regional transport strategy for 
Southern Africa particularly in the following areas: 

- the consolidation of the already existing frameworks in the road 
and railway transport sub-sectors, namely, the PTA Road Transit 
Regime and the Memorandum of Understanding on Road Trans- 
port in the Common Customs Area (for the road sector); and the 
Inter-Railway Conference and the SATCC Working Group (for rail- 
ways). 

- the need to reform the public sector of the region's transport with 
a view to allowing the private entrepreneur to assume an upper 
hand in its management. 

This should entail a serious effort towards deregulation in a way that 
involves a shift from restrictive government controls to competition- 
enhancing facilitative policies and structures. The incorporation and 



privatisation of many of the regional transport sector's operational 
functions is necessarily an integral part of this process. The transport 
sector is largely controlled by governments in the sub-region. In this 
vain, "the transformation of introverted transport parastatals into 
aggressive privatized or quasi-public independent business corpora- 
tions may convert some of these companies into the most powerful 
business entities in the region with the capacity and the inclination 
to exploit market power in key market segments. These entities need 
to be regionally regulated to ensure that they do not become mono- 
polistic in their behaviour. Equally, there is a need to encourage inter- 
modal transport development on a region-wide basis to ensure effec- 
tive competition and efficient resource utilisation." (Mistry, 1992). 

Lastly, what is urgently needed now is for the SADCC regional 
transport corridors to correct the transit route and port-related con- 
straints to facilitate effective use of existing infrastructure. Some of 
the solutions require technical/administrative capacity improve- 
ments. With regard to this last aspect, it is important to note that 
SATCC has placed too much emphasis on hardware investments (e.g. 
roads and railways) and very little attention has been directed 
towards such supportive software investments as management sup- 
port. Donor support to SATCC, for instance, has been concentrated 
more on the provision of infrastructure rather than on a well-con- 
ceived programme of training the required manpower. 

In the above light, it is crucial to recognise that for SADCC coun- 
tries to become competitive and operate efficiently in the emerging 
post-apartheid conditions where market forces will significantly 
influence the use of regional transport systems, it is important that 
more investment resources are directed towards institution-building 
by way of developing competent and appropriate professional know- 
how and administrative capacity. In the light of the above analysis, 
one is left with only one conclusion regarding Southern Africa's post- 
apartheid transport policies and strategies: Clzange rather than con- 
tinuity shall prevail. 
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7. What Role for SADC(C) in the 
Post-Apartheid Era? 
Arne Tosterzsen 

More than twelve years have elapsed since SADCC was formed. The 
Southern African region has changed in many respects since then and 
is still in a process of rapid change. As a result, the question arises 
whether the observed changes of the past and the anticipated future 
changes are of such a fundamental nature that the role of SADCC will 
need to change accordingly. There is no simple and clear-cut answer 
to that question due to a great number of uncertainties and ambigui- 
ties. Nevertheless, some tentative answers may be ventured.' 

The major changes that have taken place in the late 1980s and early 
1990s include a move towards liberalisation of the economies of the 
region, in large measure under pressure from outside but also ema- 
nating from social forces within the states in question. Concomitantly, 
a process towards democratisation has been set in train, brought 
about through a combination of external pressures and internal popu- 
lar struggles. It remains to be seen how deep it runs and to what extent 
democratic rule will be consolidated. Thirdly, signs of donor fatigue 
have become apparent, compounded by a diversion of aid funds to 
Eastern and Central Europe at the expense of Southern Africa. 
Fourthly, the international context has become gradually more ad- 
verse for Southern Afnca e.g. in terms of access to markets in the North. 
Fifthly, in the 1980s a majority of SADCC economies performed poor- 
ly. Finally, the process towards complete eradication of apartheid has 
led to the end of military and economic destabilisation by South 
Africa directed against neighbouring states. There is now the pros- 
pect of a post-apartheid era emerging with a new democratic South 
Africa as a legitimate and equal partner in regional affairs. Although 
these changes are manifest, their implications for the future remain 
ambiguous. Therein lies a challenge for analysts and pundits. 

The first section of this chapter deals with certain determinants of 
regional developments, including the unfolding events in South 
Africa as well as the international context. The second section dis- 
cusses the relationship between the functions of regional cooperation 
and the accompanying institutional arrangements to perform those 
functions. The third section focuses on SADCC's own response to the 
new challenges as reflected in proposals for a formalisation of the 
organisation. The fourth section addresses the issue of rationalising 
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existing regional arrangements such as SADCC, PTA, SACU and 
CMA. The fifth section directs attention towards the tensions inhe- 
rently involved in regional integration between sub-national, nation- 
al and supra-national levels. The final section addresses the problem 
of existing regional imbalances and disparities. During the editing 
period, a postscript has been added on the decision by the SADCC 
summit meeting in August 1992 to transfer the organisation into a 
Southern African Development Community. 

PRIN'CIPAL DETERMINANTS OF REGIONAL DEVELOPMENTS 

Before going into the specifics of the region, one should be reminded 
of the international context within which developments in Southern 
Africa unfold. 

The international con text 

The international context2 represents a major determinant of policies 
and actions on the part of various agents in the region. It sets the 
scope for action and may seriously be narrowing the range of policy 
options available to governments and other social actors. What is 
more, the international context is not only a backdrop against which 
local processes evolve. What is normally considered the internation- 
al context is a social structure with powerful actors pursuing certain 
goals, thus making that context a dynamic one to the point of direct 
intervention in the affairs of Southern Africa. 

In the economic sphere, the international trade regime is at once 
established under GATT auspices but still undergoing change 
through multilateral negotiations; the international market forces 
produce fluctuations in prices and sometimes alter terms-of-trade 
adversely for the economies of SADCC. The Bretton Woods institutio- 
ns intervene actively and directly in the policy-making of individual 
states through the conditionalities of structural adjustment packages. 
These are but a few examples of the dynamism of the international 
context. 

Another aspect of the international context of particular importance 
to Southern Africa in the current economic crisis, is the stagnating 
volumes of aid accruing to SADCC member states. This trend is part- 
ly due to a general aid fatigue which in turn is caused by economic 
problems in major donor countries being forced to cut aid budgets. 
A contributing factor is a diversion of aid funds to Eastern and Central 
Europe following the demise of the communist regimes. This tends 
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to take place at the expense of e.g. Southern Africa since total aid bud- 
gets have been reduced or remain at the same level as before. Southern 
Africa has come u p  against competitors for aid from parts of the world 
where previously there were none. 

The izature of a post-apautheid regime in Sou th  A f ~ i c n  

A second major determinant of future developments will be the na- 
ture of the post-apartheid government of South Africa. The internal 
struggles currently being waged may be monitored but it is exceed- 
ingly difficult to predict their outcome (Tjunneland, 1992, and Maas- 
dorp & Whiteside, 1992, particularly chapters 10 and 12). None- 
theless, those outcomes will to a large extent determine the nature of 
the post-apartheid regime. The precise nature of a new post-apartheid 
coalition government is, of course, not yet known in terms of its so- 
cial bases and the concomitant set of policies it will pursue. One can 
only speculate in probabilities. In theory virtually anything is possi- 
ble. This is not the place, however, to go into detailed analysis of the 
many actors in the present negotiation process. A qualified pre- 
diction would be, however, that the post-apartheid regime will repre- 
sent a fairly broad coalition of largely social democratic forces. The 
question then arises as to the type of social democracy that could be 
expected. This would be ultimately determined by the relative 
strength of the forces at play. 

One may deduce from past policies and performance what are the 
regional objectives of the social forces whose interests are represent- 
ed by de Klerk.3 

Regional export markets and investment outlets, unfettered by po- 
litical considerations, are clearly in the interest of most business 
groups, albeit to varying degrees. Southern Africa has always been 
and still is an important outlet for South African goods and services. 
The need to retain these markets is reinforced by the fact that large 
sectors of the South African economy are not competitive on the world 
market. Proximity to the region and already established trade rela- 
tions, despite sanctions, make markets close by all the more attractive. 

After a long period of regional destabilisation which has caused 
material damage in neighbouring states to the tune of USD 60 billi- 
on over the period 1980-88, the prospects for South African exports 
would appear good if viewed cynically in terms of the destruction 
caused. Leading business circles see an opportunity in South Africa 
changing its policy vis-a-vis the region from destabilisation to resta- 
bilisation and reconstruction. If capital can be secured from South 
African and international sources, South African business would have 
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a number of comparative  advantage^.^ A further precondition for 
such a scenario emerging is the political acceptability and legitima- 
cy of South African businesses in the region to be earned through 
playing a constructive role. Ideas of a "Marshal1 Plan" for the region 
has been mooted with the Development Bank of Southern Africa play- 
ing a major role as a financial vehicle. Grander schemes of a Southern 
African Community has also been floated in a number of circles. One 
possible scenario of post-apartheid regional relations might be, there- 
fore, the resurrection of the Constellation of Southern Africa States 
(CONSAS) in a new guise, this time cleansed of its former racialist 
content, though not necessarily resulting from a grand design. How 
likely that scenario may be, is open to question, however. 

South African interests would most likely not be concerned about 
the wider economic and political context, in terms of regional dis- 
parities, of such a possible resurrection of CONSAS. Existing dispar- 
ities, which are partly a colonial legacy and have since become furth- 
er accentuated, could thus be reinforced and entrenched. A policy de- 
signed to bring about such a structure of regional relations could jus- 
tifiably be dubbed a neo-apartheid p01icy.~ A new CONSAS, brought 
about more as a result of the "spontaneous" dynamics of markets and 
political games rather than by design, would not only mean contin- 
ued gross disparities. The very concept is based on a divide-and-rule 
principle. South Africa would assume the key position in the con- 
stellation and being linked in bilateral relationships to each of the 
neighbouring states, the former assuming a dominant position rela- 
tive to subordinate clients. In such a structure the smaller and dom- 
inant states would relate to the superordinate state directly and only 
bilaterally, precluded from collective action among themselves. A bi- 
lateralisation of regional relationships would ensue. Thus the smaller 
states of Southern Africa would be weakened vis-a-vis their mighty 
neighbour to the south. 

The regional policies of the A N C  

The principal actor at the other end of the spectrum is the ANC. The 
crux of the matter, as seen from the point of view of the region, is the 
extent to which the ANC and its adherents will have a strong voice 
in the new foreign policy of the majority regime.6 Not much has been 
said officially about ANC's position on the future policy towards the 
Southern African region. The issue was briefly touched upon in a dis- 
cussion paper at a workshop on Economic Policy for a Post-Apartheid 
South Africa, held in Harare from 28 April until 1 May 1990. Following 
another workshop in Harare in September 1990, the ANC issued in 
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1991 a revised discussion document on economic policy. Although 
this document does not represent an agreed policy, it does give sub- 
stantive pointers as to the direction of ANC economic policy in a post- 
apartheid situation. The section on regional relations has been 
somewhat rephrased and extended (ANC, 1991, pp. 15-16). Part of it 
states: 

A future democratic government should actively seek to promote great- 
er regional cooperation along new lines which would not be exploitative 
and which will correct imbalances in current relationships. The new state 
must be prepared to enter into negotiations with its neighbours to pro- 
mote a dynamic and mutually beneficial form of co-operation and deve- 
lopment. While all of us stand to benefit from such an arrangement, it 
should be recognised that creating a new non-exploitative form of re- 
gional cooperation will require prioritising the interests of the most 
impoverished of our neighbours in certain areas, according to the prin- 
ciples of affirmative action. 

Similar views have been expressed by Nelson Mandela on behalf of 
the "Leadership collectives of the ANC and the PAC" at the 1991 
Annual Consultative Conference of SADCC in Windhoek, and by 
Thabo Mbeki, head of the Department of International Affairs of the 
ANC. The 2-5 July 1991 ANC Conference reconfirmed that mem- 
bership would be sought in such organisations as SADCC and PTA 
as well as the OAU, the ADB, the Lomk Convention, the Non-Aligned 
Movement, and that relations would be re-established on a new foot- 
ing with the World Bank, the IMF and the UN.7 

The above quotations and references express in optimistic terms 
the friendly sentiments of the ANC towards their black brothers and 
sisters further north. But one needs to move beyond generalities and 
good intentions to the basic hard choices. In a setting of "post-apart- 
heid realpolitik" how realistic is it that those intentions may be put into 
practice? Assuming that the ANC will play a determining role in a 
future South African government, its constituency will undoubtedly 
be inside the country. Pressures will be mounting for public expen- 
diture on job creation, health care, education and housing to dis- 
mantle real apartheid. In order to preserve its political legitimacy the 
ANC will want to move beyond the mere eradication of legal apart- 
heid and use its position in a future government towards that end. 
Coalition partners of the government-be they on the right or the 
left-may add to those pressures, although for different reasons. In 
such circumstances, will the ANC succumb or stick to its good inten- 
tions? Will it be affordable to make expensive concessions to neigh- 
bouring states in order to develop new non-exploitative relation- 
ships? These are real problems that are likely to face a majority gov- 



ernment in the short-term future. The present author is not at all con- 
vinced that an ANC-dominated post-apartheid government will devi- 
ate all that much from the economic policies of the present govern- 
ment towards the region. A rather narrowly perceived "national inter- 
est", however defined, is likely to carry the day. 

Regional in terdependencies 

On the other hand, a post-apartheid regime will surely have an inter- 
est in establishing new relations and in being seen to be breaking with 
past patterns of extreme dependency and exploitation. Economic rela- 
tionships are no one-way streets. Dependencies do not run in one 
direction only. The RSA is up  to a point also dependent on the region 
and will need the region in the f u t ~ r e . ~  To a degree dependencies are, 
therefore, mutual and may best be characterised as inter-dependencies, 
which are at present extremely asymmetrical. Although the principal 
constituencies and sources of legitimacy are to be found inside South 
Africa, a majority regime can ill afford to antagonise neighbouring 
states by carrying on business as usual. However, pressurised from 
two sides a post-apartheid government will face a dilemma and be 
compelled to perform a difficult balancing act. 

The new majority regime will have many benefits to offer the re- 
gion. Several SADCC countries can be expected to draw benefits from 
expansion of trade and other economic relations with South Africa. 
For instance, Mozambique will, provided RENAMO banditry ceases, 
in the short and medium term clearly benefit from selling electricity 
from its Cabora Bassa plant to South Africa. The use by industries in 
the Transvaal of Maputo as an export port will give Mozambique con- 
siderable transit revenues. Likewise, Lesotho will gain from selling 
water and electricity to South Africa from the Highland Water 
Scheme. Namibia also has a potential for electricity exports to South 
Africa. And Botswana's Sua Pan soda ash project would not be eco- 
nomically viable without an export outlet to South Africa. The ex- 
amples could be multiplied. The critical question, however, concerns 
which party will stand to gain most in relative terms and over time, 
even if both parties will derive some benefit in an absolute sense in 
the short run. One must guard against further entrenchment of asym- 
metries in relationships. 

The single most important benefit flowing from democratisation is 
the end of destabilisation. Although this is not really the result of a 
change of economic policy, but rather one of foreign and military rela- 
tions, it may have profound economic repercussions on the region. 
Peace and security will obviate the need for wasteful defence spend- 
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ing which could be diverted to productive purposes instead. How- 
ever, doubts have been raised in this regard. The elimination of apart- 
heid will undoubtedly remove the principal source of military spend- 
ing, but in the post-apartheid era old suppressed conflicts may reem- 
erge and lead to tensions deemed to require a high level of military 
preparedness. 

FUNCTIONS AND INSTITUTIONS OF INTEGRATION 

Given the objective of closer regional integration between all countries 
of the region, including a democratic South Africa, based on equity in 
the sharing of costs and benefits, the discussion should ideally start 
with the functions to be performed and thereafter the appropriate 
mechanisms required to achieve that objective. The case for regional 
integration is as strong as ever. African organisations have on a num- 
ber of occasions reiterated the need for continent-wide integration but 
recognising regional groupings as building blocs towards the final 
objective of pan-African unity (OAU, 1991). There has been no lack of 
grandiose schemes and visions. However, when it comes to strategy 
and the practicalities of implementation, there have been serious weak- 
nesses and, in effect, a lack of firm commitment to the stated goals. 

The problem Africa is facing today, and ipso facto also Southern 
Africa, is how to relate to the plethora of organisations with integra- 
tive objectives that have emerged historically. These organisations 
tend to be resilient with entrenched vested interests in the preserva- 
tion of existing institutional frameworks as ends in themselves, rath- 
er than looking at the appropriate functions to be performed and des- 
igning institutional arrangements facilitating those functions towards 
the stated objective of integration. Regrettably, some such organisa- 
tions are competitive and even incompatible in some cases rather than 
complementary. Others overlap in terms of functions and members- 
hip to the extent of duplication of effort leading to wasteful use of 
resources which are much scarcer in Africa than most other places. 
Cases in point are SADCC and PTA. Africa can ill afford that; better 
husbandry of resources is needed. 

There is clearly an urgent need for reviewing thoroughly and com- 
prehensively the multilateral regional arrangements in Southern 
Africa with a view to rationalising the existing structures to make 
them conducive to achieving the purported objectives of them all: 
closer regional integration. Whether the outcome would be an amal- 
gamation of existing institutions or a realignment of constellations in 
terms of membership cannot be predicted in advance. 
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If vested interest are allowed to sabotage the streamlining of region- 
al arrangements in order to better serve the common long-term objec- 
tive of integration, external actors may wish to activate themselves 
in this regard. Although SADCC has emphasized all along the need 
to become collectively self-reliant in terms of financing and person- 
nel, the painful fact remains that SADCC is still heavily dependent 
on extra-regional assistance. To put it bluntly, if donor support were 
to discontinue abruptly, the implementation of the Programme of 
Action would come to a standstill very fast! SADCC organs are very 
aware of this and it is a source of serious concern to all involved. But 
given the present economic crisis in most SADCC member states, the 
repeated calls for generating a larger share of the resources locally 
remain a futile exercise in exorcism. 

Reinforcing the general aid fatigue observed in recent years and 
the relative marginalisation of Africa and Southern Africa in that 
respect, the donor community's dissatisfaction with the present state 
of affairs may lead to new conditionalities regarding regional rela- 
tions and institutions. The forthcoming democratisation of South 
Africa serves to underscore this point acutely. Hence, in the new cir- 
cumstances that are emerging, the donor community may wish to 
impose conditions on continued support for regional integration 
efforts, e.g. a thorough reexamination of existing regional arrange- 
ments with a view to rationalisation of such organisations as SADCC, 
PTA, SACU and CMA. 

It should be borne in mind that donors are facing constituencies 
which are increasingly critical not only of existing aid volumes but 
also of the efficacy of aid policy implementation. Northern govern- 
ments cannot, in a spirit of accountability, afford to ignore such pres- 
sures from voters. When aid funds are dwindling, stricter prioritisa- 
tion moves upwards on the agenda. Efficiency criteria tend to be 
emphasized and applied more scrupulously. Relating these trends to 
the Southern Africa context, many bilateral and multilateral aid agen- 
cies, have initiated studies to provide them with a basis for overhaul- 
ing policies and adjusting them to a regional post-apartheid situation. 

On the other hand, apart from the resentment which the imposi- 
tion of such a conditionality may cause on the part of Southern 
Africans, an additional problem may arise with regard to the dura- 
bility of whatever solution would result. External conditionalities 
amounting to a form of coercion are never preferable mechanisms of 
inducing change. If changes produced by external pressures are re- 
sisted by those affected, instead of being home-grown, the sustain- 
ability of the desired change may be brought into jeopardy. However, 
there appears to be sufficient recognition within the region that pres- 
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ent arrangements are sub-optimal to say the least. A certain desire 
does exist in political leadership circles to engage in a rationalisation 
exercise. However, there is also some apprehension. The donor com- 
munity may, accordingly, adopt a soft stance on this issue. Instead of 
taking a tough line on conditionality, the donors may wish to see 
themselves as a mediator, broker or midwife in a process allowing 
ample time for thorough discussion and consensus-building across 
the region. 

FORMALISING SADCC 

Originally SADCC was set up  as a loose association of states with a 
common denominator and a shared geography. The member states 
were otherwise very heterogeneous in terms of economic size, poli- 
tical systems, foreign orientation and internal policies, and cultural 
characteristics. The very name of the organisation as a "conference" 
attests to the looseness of its structure. 

Its institutions were deliberately designed to coordinate joint action. 
No supra-national powers were conferred on any organ. In effect, 
each member state was given a virtual veto right because all deci- 
sions are to be taken by c o n s e n s ~ s . ~  Observers have seen this insti- 
tutional approach as a novelty and the hallmark of SADCC as a re- 
gional grouping. It has been considered successful because it is non- 
bureaucratic and pragmatic. Arguably it has served SADCC well in 
its first decade. 

After twelve years have elapsed the time is ripe for reassessing the 
adequacy of SADCC's institutional framework in the face of the chal- 
lenges of the 1990s. The theme document from the 1990 Lusaka ACC 
raises the issue thus (SADCC, 1990, para 2.11:6) 

... the 1989 Summit meeting instructed the Council of Ministers to for- 
malise the Organisation, and give it a legal status. The aim is to enable 
SADCC to structurally, institutionally and operationally respond ade- 
quately and effectively to the challenges of the 1990s and beyond. 

The challenges referred to are those posed by a higher level of region- 
al integration. As an organisation SADCC was established by virtue 
of a Memorandum of Understanding, which also underscores the 
looseness and informality of its institutions. Following the directive 
of the Summit a small working group of eminent SADCC personali- 
ties was appointed in 1989 to assess the options and work out a pro- 
posal, originally meant for submission to the Summit in 1990.'O The 
terms of reference included a review of the institutional structure as 



well as the formalisation of the organisation in terms of international 
law by an agreement, treaty or charter. 

It should be recalled that in addition to the objective of reducing 
dependence on South Africa and other extra-regional forces, SADCC 
also aims at "the forging of links to create a genuine and equitable 
regional integration". It is noteworthy that such an objective can hard- 
ly be achieved through mechanisms of loose coordination alone. In 
other words, there is a contradiction between this ambitious objec- 
tive and the institutional tools that SADCC has at its disposal at the 
moment. The acuteness of this contradiction has been brought into 
the open in recent years, particularly as the organisation has moved 
into cooperation in production which requires harmonisation of 
macro-economic policies such as taxation, exchange rate manage- 
ment, licensing and price controls (SADCC, 1992d, Draft Report, para 
6 ) .  There is a growing realisation among the SADCC leadership and 
further down the ranks of officials that time has come 

... to advance SADCC's mandate beyond the facilitation of investment 
projects by each country, to the promotion of regionally coordinated and 
rationalised macro-economic policies and programmes. (...) What is 
required is to ensure that the various organs have the expertise and the 
autlzorit!y to advance the cause of regional cooperation. 

Highliglzts of the forlnalisafion Conzmiftee Reporf 

As it were, the working party on formalisation took longer time than 
expected and reported only in March 1992. SADCC's own institution- 
al response to the changing circumstances is thus expressed in the 
report and proposals of this working party." The working party has 
consulted widely in the region and arrived at the conclusion that 
SADCC be formalised by way of a treaty and thus become a legal per- 
sonality in terms of international law. The suggested new name is 
Southern African Developtnent Colnnzunity. In addition a new declara- 
tion is proposed to replace the Lusaka Declaration of 1980. 

SADCC's status as a legal person means that the organisation will 
acquire "capacity and power to enter into contract, acquire, own or 
dispose of movable or immovable property and to sue and be sued." 
(Article 2 of the draft treaty). Notwithstanding this new formal sta- 
tus, the working party has through its other recommendations sought 
to strike a balance, on the one hand, between the informality and flex- 
ibility of the "old" SADCC, and, on the other, a desire to give the 
organisation the necessary clout to move faster and more determined 
towards the goal of regional integration than has been the case in the 
past. 
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Perhaps the most salient new feature is the envisaged strengthened 
role of the Secretariat as the principal executive institution of SADCC 
(Articles 12-13). It will be charged with close liaison "with Commis- 
ions, Committees, Technical Units and Sector Coordinating Units and 
monitor the performance of the various sectors to ensure conformity 
and harmony with agreed programmes and projects." As the Secre- 
tariat is responsible to the Summit whose decisions are binding on 
member states, this new role for the Secretariat is the practical expres- 
sion of a new element of supra-nationality in the mode of operation 
of the organisation. Nevertheless, the Secretariat may not act inde- 
pendently on its own initiative without consultation with and the con- 
sent of the decision-making organs to which the Secretariat is ans- 
werable. It should be duly noted that once taken, all decisions by the 
Summit or the Council of Ministers will be binding on member states. 
In accordance with this thinking the Secretariat has been proposed to 
be accorded more authority and resources to ensure compliance and 
effective implementation. 

To be able to discharge this duty, it is envisaged that the Secretariat 
will increase its staff. In addition the Secretariat will appoint staff 
members to be deployed at the Sector Coordinating Units (SCU). This 
addresses a major problem of communication and liaison between the 
Secretariat and the SCUs since SADCC's inception. Although the 
SCUs will remain national entities, such deployment of staff will 
undoubtedly give the Secretariat more authority. 

Since SADCC is proposed to become a separate legal entity and some 
of its organs set to increase in size and scope of operation, the organi- 
sation's budget will become more important. Article 28 of the draft 
Treaty states that member states shall contribute equally to the budget. 
However, the operational costs of the SCUs will be borne by the respec- 
tive member states in charge of the sector concerned. The "equality" 
of contribution may become a source of friction. Is it fair that Lesotho 
contribute a share equal to that of Zimbabwe? An alternative approach 
would be to differentiate according to a set of criteria, e.g. GDP per 
capita. On the other hand, to be fair, one would then also have to look 
at the other side of the equation: the distribution of benefits. 

Will this formalisation, if adopted by the Summit, make any differ- 
ence in reality? Legal superstructures reflect the political consensus 
prevailing at particular points of time. Hence, if intra-SADCC power 
relationships change significantly in the future, the codified mode of 
operation as laid down in the Treaty may face tensions. Institutional 
structure does make a difference.12 Nevertheless, one should be mind- 
ful of the limits of enforcing decisions against the will of some mem- 
ber states, even when legal instruments of supra-national enforce- 
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ment are available. Therefore, the continued emphasis on consensus 
in decision-making is important. It means that SADCC will fall short 
of transforming itself into a fully fledged supra-national institution, 
because supra-nationality involves decision-making by majority vote 
rather than by consensus. By implication, it would also mean that it 
will still be difficult for powerful member states to assert their parti- 
cularistic interests through the use of supra-national structures. 

DIFFERING APPROACHES TO REGIONAL INTEGRATION 

SADCC has been associated with a so-called development or plan- 
ned coordination approach to regional cooperation which involves 
some measure of state intervention to steer the process in certain 
directions and to ameliorate undesirable effects. By contrast, PTA has 
been associated with a market-based approach to regional collabora- 
tion, leaving it largely to market forces to produce integrative pro- 
cesses. Whereas it may be helpful to make these distinctions from an 
analytical point of view, they do not necessarily conform to reality, 
particularly when considered over the whole decade of the 1980s. A 
tendency towards a convergence of approach has been discernible in 
recent years, although vacillation between positions has to some 
extent occurred. However, PTA has definitely been more interven- 
tionist in practice from the very start through managed and gradual 
dismantling of tariff barriers to create a free trade area. Due to the 
non-convertibility of currencies, the PTA Clearing House mechanism 
is indeed a form of intervention by virtue of necessity. For its part 
SADCC has in the latter part of the 1980s increasingly adopted a poli- 
cy of liberalisation of economic policies, perhaps most clearly articu- 
lated in the theme document for the 1990 Annual Consultative 
Conference in Lusaka (SADCC, 1990). National programmes of struc- 
tural adjustment being implemented by a majority of the states in the 
region point in the same direction. Similar views have been reiterat- 
ed in the theme document for the 1992 Conference in Maputo 
although in considerably muted form (SADCC, 1991). The latter docu- 
ment rather distances itself from the market-based laissez faire ap- 
proach to integration and stresses instead planning and management 
of the integration process. It appears that the approach of economic 
liberalism which has been in vogue in much of the 1980s is waning. 

The same document recognises the need for new institutional 
mechanisms of a supra-national nature to enable SADCC to take deci- 
sions binding on all member states if progress is to develop along 
those lines (Cf. Chapter 8). In some respects the theme document pre- 
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empts the formalisation proposals and seems to point in basically the 
same direction. Such supra-national mechanisms already exist within 
PTA, but in this specific regard the document makes no reference to 
PTA. However, the document is in no way oblivious of the existence 
of PTA and points out that urgent attention needs to be given to the 
issue of overlapping membership and functions, and the potentially 
conflicting obligations and loyalties of countries which are members 
of more than one integration organisation. This applies to member- 
ship in SACU as well, which is incompatible with membership in 
PTA. An integrative project pursued by SADCC will have to address 
the question of relations with, or impact on, activities undertaken 
within the framework of PTA and SACU. 

It is surprising, therefore, that the draft report on formalisation of 
SADCC only treats relations with PTA cursorily. It is astounding that 
the report simply states that "...SADCC Member States feel comfort- 
able that these Organisations can continue to exist side by side wit- 
hout prejudice to their main objectives." But the report does make a 
plea for avoidance or minimisation of overlap, duplication and waste. 
Towards that end " ... a constant watch should be kept on the SADCC/ 
PTA relationships-including regular formal and informal contacts 
between the two Secretariats." (pp. 37-38). Those statements seem 
feeble indeed in view of the magnitude of the problems! 

The formalisation report is also conspicuously vague on the pros- 
pects of South Africa becoming a member of SADCC. It merely ex- 
presses a number of wishes and hopes, particularly as regards equif- 
able and balanced integration, implying a certain apprehension but fall- 
ing short of attempts to tackle it head on. 

It appears that the formalisation exercise, as expressed in the draft 
report, has been conducted as a matter entirely internal to SADCC 
without due regard for the rapidly changing external environment. 
To effectively curtail the thinking about SADCC's institutional frame- 
work to the organisation's internal development, largely ignoring the 
challenges posed by the forthcoming reintegration of South Africa 
into regional affairs as well as the several overlapping regional arran- 
gements, does not augur well for the regional integration project in 
Southern Africa. 

MULTIPLE IDENTITIES AND LOYALTIES 

Underlying the structural and institutional problems evidently 
thwarting efforts to achieve a higher level of regional integration, is 
probably the persistence of multiple identities and loyalties on the 
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part of regional leaders and citizens alike. Modern societies consist 
of layers or levels of social organisation. At the core are individuals 
who through kinship make up families as the basic unit. In turn, 
nuclear and extended families form larger communities such as clans 
and nationalities with a common denominator in terms of norms, 
language and culture as fundamentals of social organisation, and nor- 
mally inhabiting a specific territory.13 

The state formations which are encountered today are political and 
legal constructs, which have resulted historically from a combination 
of traditional alliances, struggles and colonial imposition of borders 
and systems of government. Through these state formations nation- 
alities have, partly by their own volition and partly by external coer- 
cion, entered into association within the confines of the modern state 
as we know it. Ipso facto contemporary African states are almost in- 
variably multi-national state formations, even though the degree of 
heterogeneity may vary. Ever since independence in the early 1960s 
the governments of these multi-national state formations have sought 
to create even larger entities, inspired by sentiments of pan- 
Africanism propounded by leaders like Kwame Nkrumah. The fore- 
most all-African organisation which still carries that ambition is the 
Organisation of African Unity (OAU). A multitude of sub-continen- 
tal organisations have also been formed towards the same end, 
SADCC and PTA among them. 

It follows from the above that all members of society have, or are 
expected to have, developed identities and concomitant loyalties not 
only as a family members; as clansmen; as members of e.g. the Shona, 
Bemba or Herero nationalities; but also as Zimbabweans, Zambians 
and Namibians; as well as Southern Africans; as pan-Africans; or even 
as cosmopolitans for that matter. Their relative strength and depth 
differ rather much. 

Further complicating the picture are identities and loyalties not 
based on kinship, culture or geography. In economic, political and 
social life individuals enter into relationships which place them in 
certain positions which in turn constitute bases of identity and loy- 
alty: Class, profession, religion, party etc. Some of these cut across 
other identities and loyalties. 

Individual South Africans to varying degrees carry these multiple 
identities and loyalties concurrently. They are not mutually exclusi- 
ve and they are not necessarily contradictory. As in a Chinese box 
they coexist. However, in certain situations, sharp conflicts may arise, 
not because of mutual exclusivity, but rather because in certain cir- 
cumstances, one level of identification and loyalty will take prece- 
dence over the others. Which one is likely to prevail is contextual and 
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may change over time. Only empirical investigation in concrete situ- 
ations may tell. 

Linked to these identities and loyalties is the critical question of 
legitimacy which will ultimately determine social action. Feelings of 
legitimacy are not exclusively based on facts but perhaps equally on 
perceptions and consciousness. People are inclined to be reluctant to 
lend support to a particular object of identity and loyalty, e.g. the 
state, if they do not perceive it to be working for their benefit. The 
family is close at hand and personal experiences of support are like- 
ly to guarantee loyalty. The "imagined communities" of nationalities 
are somewhat more remote, but nevertheless remain at the forefront 
of people's consciousness.14 The state is even more remote as a point 
of identification and loyalty. The sheer distance to its centres of deci- 
sion-making and its lack of transparency tend to weaken ties to the 
grassroots. It is difficult for a citizen at the local community level to 
identify clearly how state decisions and their implementation will 
benefit her or him. All the same, citizenship is certainly a widespread 
identity of importance. 

An ambitious project of regional integration, e.g. SADCC or PTA, 
widens even further the distance between the individual and the cen- 
tres of decision-making. Unless they are very well informed and high- 
ly conscious, citizens will find it virtually impossible to understand 
how decisions and actions at the regional level affect their grassroots 
condition. There are too many layers in between to penetrate. 
Following on this line of reasoning it becomes apparent that the level 
of regional consciousness is very low and exceedingly difficult to 
build up. In other words regional ventures tend to lack constituen- 
cies beyond rather narrow circles of political leaders. SADCC and 
PTA have never been orientated towards the grassroots. Hence, ac- 
tive support from below is not forthcoming; legitimacy is lacking. 

Identities and loyalties cutting across cultures and polities may bet- 
ter serve as a source of regional cohesion and support. Trade unions 
and professional societies have elsewhere been instrumental in break- 
ing down or at least weakening narrow particularistic thinking. In 
Southern Africa with a history of considerable labour migration since 
the 1880s, such organisational expressions of regionalism take on a 
particular significance. Although they have not yet managed to de- 
velop a grassroots profile, both SADCC and PTA have arguably been 
instrumental in the 1980s in furthering the forging of a regional con- 
sciousness, principally among bureaucrats and professionals. 

Nevertheless, there is every reason to believe that, when it comes 
to the crunch in times of economic crisis, the narrow "national inter- 
est" of member states will take precedence, even among the above- 
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mentioned "regionalised" professionals and bureaucrats as well as 
among the top leaders and politicians who have previously pushed 
the regional project so fervently. The state formations of the region 
are still young and their processes of state-building are incomplete. 
After all state leaders will, as a result, be more attentive to their con- 
stituencies at home. Consequently, if a choice has to be made-which 
is more likely to happen in times of crisis when resources are in short 
supply-state leaders will tend to concentrate on their home bases. 
It is far more difficult to redistribute poverty than wealth and to think 
regionally in such a situation is asking for trouble with the voters 
(provided elections are held regularly). 

The argument presented here is that regionalism is hardly the domi- 
nant outlook in any quarters in Southern Africa. However, there is 
nothing strange about this being the case. The youthfulness of state 
formations and the shortcomings in building state identities make it 
perhaps premature to expect enthusiasm for regional ventures. 
Southern African states may be seen to be finding themselves in a 
pre-regional phase where a lack of serious commitment to regional 
goals is in evidence. Quite apart from the institutional arrangements 
for regional integration, this lack of regional consciousness may be 
seen as one of the main stumbling blocks in the current situation. 

REDRESSING REGIONAL DISPARITIES 

Closely related to multiple levels of identity and loyalty and their cor- 
responding legitimacies is the question of regional disparities. As 
noted above, the perceived legitimacy of political arrangements, 
regional or sub-regional, is based in the distribution of costs and bene- 
fits flowing from them to those lower down in the social hierarchy. 
At the outset, the founder members of SADCC-and even more so 
those of PTA-as well as Namibia as the recent newcomer are differ- 
entially endowed with resources. That is a fact which cannot be alter- 
ed. However, in promoting regional integration, utmost care must be 
taken to avoid reinforcing existing disparities whether they result 
from natural resource endowment or from human-made power re- 
lationships evolved historically. This argument applies a fortiori to a 
situation in which post-apartheid South Africa becomes a legitimate 
player. The future reintegration of South Africa into regional affairs 
will widen the range of regional disparities considerably and tilt the 
balance even more in its favour. 

When discussing regional disparities and the need for redressing 
them, a distinction should be made between two sorts of justification 
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for such a view. First, there may be a normative case, in its own right, 
for pursuing equity and fair distribution of costs and benefits, even 
if it is difficult to determine what is fairness given the unequal points 
of departure. 

Second, disregarding the question of fairness, the equity issues goes 
to the core of the regional project. Even if the economically and poli- 
tically stronger partners in a regional integration venture may see it 
as perfectly fair that benefits accrue to them in proportion to their 
size, econorrdc base, resource endowment etc. and that the costs are 
assessed as a flat rate, other members may differ. But that is beside 
the point. What matters is that the stronger partners refrain from exer- 
cising their clout even to the point of forfeiting some of the benefits 
and carrying a disproportionate share of the costs in the short run. In 
the longer view such a "benevolent" policy would still be in the inter- 
est of those stronger partners. If, alternatively, the stronger partners 
insist on a "just" distribution of costs and benefits from day one wit- 
hout making any concessions, the entire regional venture may be in 
jeopardy. In the event of a break-up even the stronger partners would 
stand to lose. 

The accumulation and entrenchment of disparities may serve as a 
basis for mobilising support for withdrawal from such arrangements. 
The smaller and weaker partners may feel they are getting a raw deal 
and opt out to avoid what is perceived-justifiably or not-as op- 
pression and exploitation by the stronger partners. It may work both 
ways, however. Stronger and larger partners may over time feel that 
they are carrying too much of the burden and reaping too little of the 
benefits; in effect subsidising the weaker partners. As a result, those 
with a generous resource endowment and a relatively more devel- 
oped economic base may decide to go it alone. 

Recent examples of the disintegration of unions and state forma- 
tions in Central and Eastern Europe have been accompanied by na- 
tionalist sentiments being stirred up and tending towards chauvi- 
nism, sometimes with ghastly consequences, the end of which we 
have not yet seen. Narrow nationalism, particularism or parochialism 
of one sort or the other may serve as a rallying point for all kinds of 
dubious causes. Nationalism is at once a progressive and a retro- 
gressive force. Its ambiguity can, in the African context be exempli- 
fied, on the one hand, in the anti-colonial struggles of nationalist coal- 
itions, and, on the other, in the break-up of a number of state forma- 
tions by secessionist movements. 

For the sake of a regional venture in Southern Africa as a variable- 
sum game in which all partners benefit to some degree, instead of a 
zero-sum game in which one player's gain is the others' loss, it is vital 
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that redistributive mechanisms be built into the institutional set-up 
and that the stronger partners be made to see that short-ierm con- 
cessional policies will produce greater deferred benefits over the 
longer term than will insistence on reaping as many benefits as pos- 
sible immediately. 

POSTSCRIPT SEPTEMBER 1992 

On 17 August 1992 the Summit meeting of SADCC adopted three 
important documents intended to transform the organisation from a 
fairly loose assemblage of like-minded states into a firmer and better 
instrument for regional integration. The documents include:15 

a. Towards the Southern African Development Community. A Decla- 
ration by the Heads of State or Government of Southern African 
States; 

b. Treaty of the Southern African Development Community; 
c. Protocol to the Treaty Establishing the Southern African Devel- 

opment Community on Immunities and Privileges. 

The name of the organisation was also changed to Southern African 
Development Community (SA DC). 

Below each document will be treated separately although the bulk 
of the discussion is centred on the Treaty as the most important one 
of the three.16 Only the main alterations from the original proposals 
will be highlighted in this postscript and differences will be empha- 
sized. Cross-references will be made, as appropriate, to the main body 
of text above. 

The Declaration 

This declaration, which in the future is likely to be referred to as the 
Windlzoek Declaration, replaces the Lusaka Declaration. Recognising 
that Southern Africa has changed considerably since 1980 and is still 
undergoing rapid change, the new declaration takes cognizance of 
new points of reference and departure (pp. 1-3). Special reference is 
made to current processes of democratisation; the imminent eradica- 
tion of the apartheid system and the subsequent reintegration of a 
non-racialist South Africa into the region; the prospects for regional 
peace; the end of the cold war; and lastly pan-African initiatives as 
set out in the Lagos Plan of Action of 1980 and the Abuja Treaty 
signed in 1991. SADC is seen as a regional building block for a con- 
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tinental community. However, there is no mention of Africa's margi- 
nalisation in global affairs and what it may mean to Southern Africa 
that trading blocs are emerging from which Africa is largely exclud- 
ed. The assumption about regional peace may be also somewhat opti- 
mistic, at least it may take some time to appear. 

One may add that the shift of regional leaders since 1980, whether 
they have been of a generational nature or brought about by changes 
of political constellations, has probably weakened the leadership 
cohesion at the top based on close inter-personal ties and affinities. 

Like most declarations it sets ambitious objectives and makes com- 
mitments by the signatories towards achieving those objectives. In 
reviewing the SADCC experience over the past decade or so the 
Declaration is rather self-critical, particularly with regard to the 
modest progress made in reducing the region's economic dependence 
and in forging economic integration (pp. 4 and 8). Notwithstanding 
this refreshing self-criticism, the level of ambition of the new SADC 
venture is not lowered. On the contrary, it is arguably higher. 
Furthermore, the scope is widened to include aspects of foreign pol- 
icy in general as well as concerns of governance and democracy, peace 
and security. It appears as if SADC has taken on board the mandate 
of the Frontline States. Broadly speaking the Declaration lists three 
objectives for which a framework of cooperation will be worked out 
(p. 5): 

1. Deeper economic cooperation and integration, on the basis of 
balance, equity and mutual benefit, providing for cross-border 
investment and trade, and freer movement of factors of produc- 
tion, goods and services across national borders; 

2. Common economic, political and social values and systems, en- 
hancing enterprise and competitiveness, democracy and good 
governance, respect for the rule of law and the guarantee of human 
rights, popular participation and alleviation of poverty; 

3. Strengthening regional solidarity, peace and security, in order for 
the people of the region to live and work together in peace and 
harmony. 

It is noteworthy that SADCC's erstwhile objective of reducing depen- 
dence on South Africa has been deleted in the anticipation that a post- 
apartheid era will be ushered in shortly. A majority-ruled South 
Africa will obviate such clauses although the socio-economic legacy 
of legal apartheid will continue to persist in the region as well as in- 
side that country. It is a legacy that needs to be redressed.17 Key words 
like "balanced" and "equitable" integration are indicative of the 
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awareness of this legacy among the signatories. 
The objectives are not only very ambitious and comprehensive, but 

also vague and general as befitting a declaration which is basically a 
statement of intent. Admittedly it goes some way towards specifying 
the objectives but not very far in operationalising them and in spell- 
ing out the ways and means by which they are to be attained. As far 
as institutional framework is concerned, the Declaration recognises 
that (p. 10): 

Integration will require mechanisms capable of achieving the high level 
of political commitment necessary to shape the scope and scale of the 
process of integration. This implies strengthening the powers and ca- 
pacity of regional decision-making, coordinating and executing bodies. 

Conferring such powers and capacities onto regional bodies will in- 
evitably involve ceding a measure of national sovereignty. Aware of 
the sensitivity of ceding sovereignty, the Declaration interesting- 
ly couches this in positive terms: "Regional decision-making also im- 
plies elements of change in the locus and context of exercising sov- 
ereignty, rather than a loss of sovereignty." (p. 10). Time will show to 
what extent the constituent members will subscribe to this view in 
actual practice.'8 But it is of historical significance that statements of 
this nature are being made in Southern Africa. 

The Treaty 

In purely technical terms the Treaty establishes a new organisation. 
But in actual fact its adoption represents rather an amendment of an 
existing organisation. Basically the Treaty ensures the continuation of 
SADCC with some significant modifications in objectives and mode 
of operation. It would be correct to say that the new Treaty, referred 
to as the Treaty of Windhoek, supersedes the Memorandum of Under- 
standing, which had been the formal basis of SADCC until 17 August 
1992. 

Beyond the statements of intent, sentiment, commitment and strat- 
egy contained in the Windhoek Declaration, the Treaty is the legal 
instrument in terms of international law whereby the Declaration is 
to be implemented. A ratification procedure, which was not included 
in the original proposals, requires that two-thirds of the member 
states, i.e. seven out of the ten current members, ratify the Treaty be- 
fore it may enter into force (Articles 7 and 41). 

It makes interesting reading to compare the proposed draft text 
with that of the Treaty actually adopted. Although many of the chang- 
es are mere rearrangements of articles, there are some notable dif- 
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ferences, some of which may have far-reaching ramifications. 
The principles and objectives of SADC are very ambitious and com- 

prehensive. These objectives follow from the Declaration but are stat- 
ed somewhat more specifically in the Treaty. As in the Declaration 
there is no reference to reduction of dependence on South Africa as 
an objective. A post-apartheid era is almost taken for granted in which 
closer but balanced and equitable relations with a new South Africa 
are envisaged. No attempts are made, however, at operationalising 
the objectives. For instance, SADC shall (Article 5): 

harmonise political and socio-economic policies and plans of Member 
States; (. . .) [and] develop policies aimed at the progressive elimination 
of obstacles to the free movement of capital and labour, goods and ser- 
vices, and of the peoples of the Region generally, among Member States; 

In effect, this means a fully-fledged economic union with free move- 
ment of the factors of production and harmonisation of economic poli- 
cies. Given this high level of ambition it is noteworthy that no time 
horizon is indicated for the realisation of the multiplicity of objec- 
tives. Nor are there any suggestions as to the approach to integration 
which the organisation will adopt. These omissions may be interpret- 
ed to mean patience in terms of integration tempo and pragmatism 
in terms of approach, more or less along the lines of practice to date. 
But at any time the Summit will, of course, be at liberty to take de- 
cisions otherwise. It is likely that such issues were discussed at the 
Windhoek Summit and Council of Ministers' meetings, to which the 
public did not have access. 

The Treaty lists seven areas of cooperation which are arranged dif- 
ferently from the current allocation of sectoral responsibilities to 
member states (Article 21): 

a. food security, land and agriculture; 
b. infrastructure and services; 
c. industry, trade, investment and finance; 
d. human resources developmegt, science and technology; 
e. natural resources and environment; 
f. social welfare, information and culture; and 
g. politics, diplomacy, international relations, peace and security. 

These areas of cooperation subsume existing ones, but points (f) and 
(g) contain new elements. In the past social welfare (e.g. general edu- 
cation and health) has been seen as a domain for action at the nation- 
al level. International relations in a broad sense represent a widening 
of the scope of the organisation to the effect that the erstwhile 



preserve of the Frontline States is taken on board. It should be noted 
that point (g) in the original proposal by the formalisation commit- 
tee included only peace and security. The terms politics, diplomacy, 
international relations have been added subsequently. 

The stated objectives are to be achieved through the implementa- 
tion of programmes and projects within a conducive policy frame- 
work. The institutions of SADC will be charged with implementation 
in tandem with national institutions of the individual member states. 
Consequently, the appropriateness and efficiency of the institutional 
framework will be critical. 

It is significant that the organisation has now, by virtue of the adop- 
tion of the Treaty, been formalised in terms of international law. SADC 
has become a legal person which may enter into contract, acquire, 
own and dispose of property, and to sue and be sued. In its new sepa- 
rate identity SADC may, provided consensus may be arrived at in the 
meetings of the Summit and the Council, act on behalf of its member 
states. Thus, SADC's organs would facilitate and promote a more 
determined and speedier process towards regional integration. Such 
were presumably the thinking of the formalisation committee. How- 
ever, the powers proposed to be conferred on SADC's decision-mak- 
ing bodies have been modified in the articles of the adopted Treaty. 

The authority accorded the Secretariat in the original proposals 
have been substantially curtailed.I9 This comes out most clearly in the 
relationship between the Secretariat and the Sector Coordinating 
Units (SCUs). Whereas the original proposals suggested that the 
Secretariat appoint and deploy staff at the various SCUs, the pro- 
posed articles 17 on Sectoral Ministerial Committees, 19 on SCUs and 
20 on National and Sectoral Contact Points have been deleted al- 
together from the adopted Treaty. 

It appears that the member states have, at the end of the day, found 
it risky to allow the Secretariat too widely discretionary powers to 
take initiatives on its own and too much authority to direct the orga- 
nisation's total activities. 

As a matter of formality it may be correct that the Sector 
Coordinating Units are excluded from the articles of the Treaty. 
Strictly speaking they are not part of the institutional framework of 
SADC. Although the SCUs are technically national units under the 
auspices of line ministries of those individual member states that are 
responsible for coordination of specific sectors, they are critical to the 
functioning of SADC as an organisation, of which they are a vital part 
organically if not legally. Against the backdrop that the weakness of 
the SCUs to date has been a recognised problem of major proportions 
for the progress of the organisation, it is surprising that the Treaty 
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seems to fail to address this problem. 
It is disturbing that the SCUs are neglected in the Treaty. As a mat- 

ter of fact it is the work of the SCUs which in practice will determine 
the success or failure of SADC, unless they are all meant to be upgra- 
ded to Commissions shortly after the Treaty has been ratified and 
entered into force. 

The main institutions of SADC will remain basically the same as 
those of SADCC. But there are some amendments regarding their 
mode of operation and an addition, a Tribunal. With respect to the 
Summit there is one significant alteration. Article 10 on the Summit 
reiterates that it will be the supreme policy-making institution of 
SADC. Its decisions shall be by consensus, and shall be binding (Article 
10). The latter provision was included already in the proposal of the 
formalisation committee. To make this an explicit provision is some- 
thing new, and signifies a movement towards supra-nationality of a 
kind. It drives home to the member states that the organisation is 
serious about enforcing consensus decisions. 

Article 11 on the Council does not contain the same provision regar- 
ding binding consensus decisions, despite the fact that it was pro- 
posed by the formalisation committee It is probably meant to under- 
score the supreme authority of the Summit relative to the Council. 
However, in the day to day operation of the organisation the Council 
plays a more important role. 

The Tribunal is a novelty. The loose nature of SADCC based on con- 
sensus decisions across the board did not require a mechanism for 
adjudication upon conflicts. Such conflicts were unlikely to arise. That 
situation is now seen to be changing. Although the principle of con- 
sensus decision-making is still upheld, the very formalisation of the 
organisation in terms of the Treaty and increased stress on enforce- 
ment of binding decision may cause conflicts to emerge with respect 
to the interpretation of legal provisions and concomitant decisions by 
organs of the organisation. Hence, the need for a Tribunal. 

Disputes which may not be settled amicably may be referred to the 
Tribunal for adjudication. It is unclear whether the Tribunal will have 
authority to intervene in disputes even when they are not referred to 
it by either party or by any organ of SADC. The specifics of its com- 
position, powers, functions and procedures shall be prescribed in a 
separate protocol adopted by the Summit. 

The Summit and the Council may request advisory opinion from 
the Tribunal. But the rulings in disputes referred to the Tribunal shall 
be final and binding (Article 16).  There is no recourse to appeal. 

Another mechanism of enforcement is contained in Article 33 on 
sanctions. The inclusion of a provision like this suggests that the 



170 Arne Tostensen 

member states do not find it inconceivable that some of them may 
find binding decisions difficult to comply with, even when they are 
based on consensus at the outset. The sanctions mechanism represent 
the "stick" of the organisation, while its mode of operation is gen- 
erally informed by consensus and good will. A Treaty involves legal 
obligations, and failure to fulfil them will provoke sanctions by the 
other members represented in the Summit. 

There are two types of failure to meet obligations. One is the case 
when a member state is persistently inactive in furthering the cause 
of the organisation for no acceptable reason. The other is more serious, 
i.e. when a member state wilfully implements policies which under- 
mine or run counter to the principles and objectives of the organisa- 
tion. 

The kind of sanctions that may be imposed are not specified in the 
Treaty. It shall be determined by the Summit on a case-by-case basis. 
The original proposal made specific reference to suspension of mem- 
bership, but this has been deleted in the adopted Treaty. Presumably 
suspension of membership will be within the range of sanctions that 
may be applied in extreme cases. 

As a consequence of SADC having become a legal person, mecha- 
nisms of assessing member states are necessary to balance the bud- 
get. Assessed funds are additional to other sources of funding which 
may be secured from regional or extra-regional sources. Whereas the 
original proposal suggested that the member states contribute 
equally to the budget, article 28 of the adopted Treaty states that con- 
tributions be differentiated as determined by the Council (See also 
the discussion of this issue in the main text above). Nothing is said, 
however, about the criteria to be applied in calculating the respecti- 
ve contributions. 

It is not to be expected that the Treaty includes references to other 
specific organisations like the PTA. Article 24 of the Treaty only refers 
in general to relations with other states, regional and international 
organisations, e.g. the OAU, the UN and individual donors. One 
would have expected, though, that the relationship between the two 
main organisations of integration in Southern Africa would have been 
put on the agenda for discussion at the Summit given the overlap of 
membership. Whether this was in fact the case is not known to the 
public. 

Whatever the case may be as far as internal discussion is concer- 
ned, the widening of the scope of SADC will undoubtedly further 
intensify competition and rivalry with the PTA. In the past it was pos- 
sible to see some sort of division of labour between the two ventures, 
but now the process of convergence in functions and scope appears 
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to have been made complete, except in membership. PTA still covers 
a wider geographical area, but in all other respects differences have 
been lessened. 

Similarly, the formalisation of SADC is of little consequence with 
regard to the challenge posed by the advent of South Africa as a legit- 
imate partner in regional affairs. More than anything else the adop- 
tion of the Treaty dodges the issue. In three respects, the new Treaty 
may have a bearing on SADC's relationship with a democratic South 
Africa. 

Firstly, if and when South Africa becomes a member of SADC, the 
graduated assessment of members will probably mean a boost to the 
budget of the organisation. Virtually any criterion selected as a basis 
for assessment will mean a sizable contribution by South Africa. 

Secondly, unlike the voting procedures of the Bretton Woods insti- 
tutions where the voting powers of members are differentiated 
according to their contributions, South Africa will be only one mem- 
ber of SADC with one vote on an equal footing with the others. South 
Africa may, of course, exercise its implicit veto right by blocking con- 
sensus decisions, but once decisions have been made they will be bin- 
ding on South Africa as well as on all the others. However, in real life 
the economic clout of South Africa may count more than formalities 
would suggest. On the other hand, the political and diplomatic cost 
to South Africa of failing to take a constructive attitude to regional 
collaboration might be substantial, even prohibitive. In that sense, the 
current SADC member states may be capable of pinning down their 
powerful southern neighbour. 

Thirdly, the way in which SADC is now constituted may deter 
South Africa from seeking SADC membership and prompt a new 
government to opt for membership in PTA instead. The procedures 
of PTA by way of binding supra-national decision-making by major- 
ity vote may be found to be more attractive. Although PTA does not 
have graduated voting powers either, the economic clout of South 
Africa may arguably be expected to count more in PTA than in SADC. 

The Protocol on Immzlnities and Pvivileges 

The annexure of this protocol to the Treaty will undoubtedly go a long 
way towards facilitating the work of SADC and its personnel. 
Basically it confers on SADC a status similar to that of diplomatic 
missions, including exemptions from direct taxes, import, export and 
customs duties, as well as a right to hold currencies of any kind and 
to transfer such currencies ~ n h i n d e r e d . ~ ~  

The adoption of the protocol is likely to make positions in SADC's 



institutions more attractive to prospective candidates throughout the 
region. SADC institutions will thus probably become more competi- 
tive vis-a-vis the private sector because tax exemptions will in some 
measure compensate for lower salary levels. Overall, the net effect 
for SADC may be recruitment of high calibre personnel, at least in 
the upper echelons to which the protocol applies. 

Future scenario 

Given the ratification procedure it may take considerable time until 
the new Treaty comes into force. It should be recalled that for some 
member states it took almost a decade before the Convention estab- 
lishing SATCC was ratified. In the meanwhile SADC will continue to 
operate more or less as it has until today. Notwithstanding the speed 
of the ratification process, the formalisation process will not make all 
that much difference with regard to the two most intractable problems 
facing SADC in years ahead. 

Firstly, the relationship between SADC and PTA remains an urgent 
matter to address. If anything, the recently adopted Treaty is likely 
to aggravate rivalries between the two organisations because their 
mandates have become increasingly alike. 

Secondly, the region appears not to be facing up to the challenge 
of the post-apartheid era. The new SADC may be a better framework 
for dealing with these issues. But if past performance is anything to 
go by, it does not augur well for the future. And it does not follow 
from the Treaty that regional disparities will be redressed, be it with 
South Africa as a full member of SADC or not. 

If these challenges continue to be evaded, the general aid fatigue 
of the international donor community may be reinforced in the medi- 
um term by a feeling of despondency on the part of aid agencies with 
regional prospects in Southern Africa. 

NOTES 

1. The author wishes to thank the participants at the workshop on "Southern 
Africa after Apartheid. Regional integration and external resources" for 
constructive comments and criticisms, in particular Emang Maphanyane 
who acted as a discussant. 

2. This issue is further elaborated by Oden in chapter 11. 
3. It is recognised that the identification of constellations of interest groups 

supportive of de  Klerk's political coalition is a complex task, but it is be- 
yond the scope of this chapter to go into such detail. For further details 
see Tjanneland, 1992, particularly chapter 4. 
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4. Although South Africa may be short of capital, it has a well functioning 
banking and financial system with access to overseas sources. If attractive 
investment projects can be found in Southern Africa it is conceivable that 
South African capital markets may act as a conduit for overseas invest- 
ment capital to the region, perhaps in joint ventures with interests dom- 
iciled in South Africa. 

5. This author first came across this apt term of "neo-apartheid" in Peter Vale, 
1990, p. 11. 

6. The ANC is, of course, no monolithic entity. But the present author pre- 
fers to desist from making speculations on the internal politics and strug- 
gles within the ANC and their possible outcomes. 

7. See excerpts from conference resolutions in Southscan, 12 July 1991, p. 235. 
8. See e.g. the somewhat dated but still valid analyses of McFarland Jr., 1983, 

and Guelke, 1974. More recent works include Lewis Jr., 1990, chapter 4, 
and Libby, 1991. The two trump cards in the hands of SADCC countries 
in prospective negotiations include water and energy. 

9. See the forthcoming book by Mandaza & Tostensen, on the genesis of 
SADCC and its institutional framework. 

10. The group includes Kighoma A. Malima of Tanzania, Rui Baltasar of 
Mozambique, Kebby S.K. Musokotwane of Zambia and David M. 
Zamchiya of Zimbabwe. 

11. See SADCC, 1992d, including appendices, annexes and protocols contain- 
ing drafts. 

12. For a theoretical discussion of the political importance of institutions see 
March & Olsen, 1989. 

13. Concepts like ethnic group and tribe are also in common usage, but this 
author prefers to use the term nationality to denote what others deroga- 
torily refer to as tribe or euphemistically as ethnic group. 

14. See Anderson, 1983. He refers to nations or nationalities as "imagined com- 
munities". They are ". . . imagined because the members of even the small- 
est nation will never know most of their fellow-members, meet them, or 
even hear of them, yet in the minds of each lives the image of their com- 
munion." (p. 15). 

15. The documents are not yet officially available in printed form. Page refer- 
ences are to the mimeographed versions distributed in Windhoek. 

16. The author wishes to acknowledge with thanks the oral and written con- 
tributions to this discussion by Bertil Od6n. 

17. See section on regional disparities in the main text above. 
18. See section on multiple identities and loyalties in the main text above. 
19. Compare articles 12 and 13 in the original proposals with articles 14 and 

15 of the adopted Treaty. 
20. See various articles of the Protocol. 



8. SADCC-Future Challenges 
Emang Motlhabane Maphanyane 

The future challenge for SADCC was established in Lusaka, Zambia, 
in 1980 when its founders decided on the following objectives for the 
organisation: 

a. the reduction of economic dependence, particularly, but not only, 
on the Republic of South Africa; 

b. the forging of links to create a genuine and equitable regional inte- 
gra tion; 

c. the mobilisation of resources to promote the implementation of 
national, interstate and regional policies; 

d. concerted action to secure international cooperation within the 
framework of our strategy for economic liberation. 

It is important to re-state these objectives because there has been a 
considerable attempt to see SADCC only as an anti-apartheid orga- 
nisation by those outside the region and a vehicle for aid by those 
inside the region. Some outside the region have even gone further to 
suggest that since apartheid is soon to end, SADCC will have no role. 
Nevertheless, it will be clear from the original objectives of SADCC, 
that its founders saw it as a logical corollary to the political indepen- 
dence process which was then still unfolding in Southern Africa, and 
not as a contingency measure against the apartheid regime in South 
Africa. It will also be clear from these original objectives of SADCC 
that "equitable regional integration" was to be the final destination 
of SADCC. This is also contrary to the view expressed in certain quar- 
ters, that the current thrust by SADCC toward regional integration is 
an attempt to find a new role by the organisation in the light of the 
impending demise of apartheid. 

Since its creation, SADCC has been through all the tribulations of 
Southern Africa. The organisation was born at a time of enormous 
upheavals in the region, arising from South African destabilisation 
and military aggression, the anti-apartheid struggle and South 
Africa's illegal occupation of Namibia. 

Although the author is part of the SADCC Secretariat, the views expressed on 
this note do not necessarily represent those of the Secretariat. 
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Consequently, SADCC is part and parcel of the economic and poli- 
tical fabric of Southern Africa and will play a significant role in any 
future economic dispensation in the region. 

The path that SADCC chose to follow was determined by the pecu- 
liar circumstances of Southern Africa. Chief among these were the 
emergence of new nation states, the continuing struggle for libera- 
tion, the threat of successive apartheid regimes imposing their will 
on the region, a history of the dependence of the region on South 
Africa and the colonial divide between English and Portuguese speak- 
ing Southern Africa. In addition, the economic and physical infra- 
structure within and between countries of the region was weak and 
much of what existed had been badly damaged in the liberation strug- 
gles. It is important to repeat these facts because much of the recent 
commentaries on SADCC have chosen to ignore them, although they 
decided the path SADCC would follow toward regional integration. 

Nevertheless it was for these reasons that SADCC eschewed the 
conventional market integrationist path to regional integration. A 
gradualist approach was instead adopted which aimed at consensus 
and confidence building and avoidance of anything that would 
infringe on national sovereignty which had just been acquired often 
through a long and bitter and bloody struggle. It was the most sen- 
sible way to proceed in Southern Africa under the circumstances. 
Regional integration had to be a maturing process. Much of the recent 
comments on SADCC have been cast in a conventional mode and have 
consequently arrived at erroneous conclusions. For instance, it has 
been argued that since SADCC does not have a formal treaty and does 
not have a programme of market integration through trade, it is not 
a true vehicle of regional integration. 

Deliberately and wisely, at the beginning, SADCC chose a 
Memorandum of Understanding as opposed to a treaty as a basis for 
cooperation. A modest agenda was also agreed, providing for the 
rehabilitation and the building of the region's economic and physi- 
cal infrastructure. This explains the large programmes in agriculture, 
transport and communications and the energy sector. Also delib- 
erately, the basis of cooperation was the discrete project. This had the 
effect of making the benefits of cooperation immediate and tangible, 
and also building confidence among member states. 

As expected, it soon became obvious that the project approach had 
serious limitations. A coordinated policy framework was necessary 
for projects to achieve optimal results. This explains SADCC's deci- 
sion to introduce sectoral planning and policy coordination. At the 
same time there was a realisation that greater investment and trade 
was necessary to underpin the viability of the huge investment in 
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physical infrastructure that was taking place. Since intra-SADCC 
trade was a mere 5 per cent of total regional trade, the potential for 
cross-border investment and greater regional exports seemed 
obvious. This brought to the fore other contradictions of a macro-eco- 
nomic kind, particularly the valuation of national currencies and the 
widespread shortages of foreign exchange. To achieve greater policy 
coordination and promote investment and trade, higher instruments 
or regional cooperation were therefore necessary. Hence, the theme 
of the 1992 SADCC Annual Consultative Conference-SADCC 
Toward Economic Integration. The theme document outlines the case 
for regional integration and concludes as follows: 

a. The experience of regional cooperation under SADCC, so far; and 
changing domestic, regional and global circumstances have made 
closer economic cooperation and integration an imperative for 
SADCC member countries. In many ways, the real question is not 
whether some form of regional integration arrangements will be 
attempted in Southern Africa, but rather on what principles and 
terms; and the extent to which the people of the region will be 
involved in shaping it. 

b. Although the creation of a regional market under existing circum- 
stances could lead to only a modest increase in intra-regional trade, 
its most important impact will be to spur new types of investment 
in more productive and competitive industries, to supply the re- 
gional and international markets. 

c. A laissez faire approach to regional integration, in a region with 
gross disparities, would be inappropriate and tend to entrench 
existing inequities and imbalances. 

d.  A development integration approach, based largely on SADCC's 
current strategies, is appropriate for Southern Africa. However, 
such an approach must give priority to the integration of systems 
of investment, production and trade; including promoting the freer 
movement of capital, goods and labour, and people generally 
within the region, in order to create a true Southern African 
Community of nations. 

e. The integration strategy for SADCC should allow for a degree of 
flexibility, for smaller groups of countries to move in some or all 
aspects of the process, at different paces. It should also recognise, 
and as far as possible, aim to harmonise with the goals, principles 
and efforts of other organisations, e.g. SACU, the PTA, etc. 

f. The new situation in the region would also require new non-mili- 
taristic political and security arrangements, that would guarantee 
peace, stability and mutual security. 
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In Part I, the document discusses the background to the situation that 
Southern African countries and SADCC are facing. It briefly assesses 
the experiences of cooperation in SADCC so far, highlighting both the 
achievements and shortcomings. It then reviews the economic and 
political changes taking place in SADCC member State, in South 
Africa and in the wider world. 

It would be clear that SADCC planners followed a staged approach 
to regional cooperation. This arose from the conviction that regional 
integration has to be a maturing process requiring painstaking confi- 
dence-building steps and the establishment of a regional identity. 
Contrary to the view of the organisation's detractors, the theme docu- 
ment was not an attempt by SADCC to find a new role for itself in the 
light of the impending demise of apartheid but a logical next step on 
the road to regional economic integration which SADCC had chosen 
for itself influenced by the peculiar circumstances of Southern Africa. 

FOSTERING ECONOMIC DEVELOPMENT AND GROWTH 

The purpose of any regional cooperation effort is the promotion of 
economic development and growth, represented by the improvement 
in the standard of living of the people it is intended to serve. This 
requires higher levels of investment, greater productivity and trade 
both within the region and internationally. The achievement of these 
goals is the foremost challenge facing SADCC today. 

Southern Africa is a region well endowed with natural resources 
and great agricultural potential, but also a region of acute inequali- 
ties and differences in size, economic wealth and performance among 
its countries. SADCC member countries produce a significant pro- 
portion of the total world output of a number of mineral products, 
as illustrated by these 1988 figures: diamonds (18.7 per cent), cobalt 
(15.0 per cent), ferro-chrome (7.2 per cent), asbestos (4.8 per cent) and 
chromite (4.6 per cent). The value of SADCC's mineral production in 
1989 was estimated at USD 3.6 billion. South Africa alone produces 
about two thirds of the world's platinum, 50 per cent of the world's 
vanadium, 36 per cent of chromite, one third of gold, 15 per cent of 
manganese, 10 per cent of uranium, and accounts for about 13 per 
cent of the world coal exports (Jourdan, 1989, 1990). 

For the last two decades of independence, Southern Africa has been 
at war. Fortunately peace is returning to the region. Peace is not only 
a necessary condition for investment and trade, but the absence of 
hostilities frees resources previously committed to defence and secu- 
rity for development. It is, therefore, important for Southern Africa 



that the current efforts at finding solutions to the political conflict in 
Southern Africa succeed, particularly in Angola, Mozambique and 
South Africa. 

The tragedy of any war is the destruction of communities and turn- 
ing their inhabitants into displaced persons and refugees. In Southern 
Africa at least seven million people have been displaced by conflicts 
or turned into refugees. Unfortunately, their fate has not been suffici- 
ently noticed in the media due to the conflict in Eastern Europe and 
the Horn of Africa. If Southern Africa is to return to normalcy, it is 
important that the displaced persons and refugees are assisted to return 
to their communities and productive lives. The resources required for 
this effort are well beyond the capacities of the countries involved and 
will take the concerted effort of the international community. 

SADCC has stated on several occasions that inappropriate econom- 
ic policies and the poor management of national affairs have been the 
principal cause of the rapid economic decline of the last two decades. 
The most affected SADCC member states have put in place policy 
reform measures to address the problem. The reforms have been 
aimed at attracting both domestic and foreign private investment. 

The process is constrained by foreign exchange shortages which 
can only be alleviated through the inflow of foreign investment, aid 
and debt relief. The process is also constrained by the absence of the 
necessary investment financing institutions and mechanisms such as 
stock exchanges and the limited market possibilities. 

Trade is necessary for development and economic growth. Given 
the dependence of the region on outside sources of supply and on the 
export of raw materials, the potential for the growth of intra-region- 
a1 trade currently estimated at only five per cent of the region's total 
trade, is enormous. However, the constraints must be overcome. Chief 
among these are bureaucratic impediments, the non-convertibility of 
many of the national currencies and weak production and marketing 
infrastructure. The issue of currency convertibility will also be 
addressed in the context of the on-going policy reforms in the mem- 
ber states: macro-economic policy coordination, the increase in cross- 
border exchanges and investment. 

PRE-REQUISITES FOR REGIONAL INTEGRATION 

First and foremost, successful regional integration in Southern Africa 
will require trained and technically competent personnel in the mem- 
ber states and in the various SADCC organs, who also think region- 
ally. This will require both training and proper discussion of the 



issues. SADCC hopes to achieve this through a programme of induc- 
tion courses, formal technical training, workshops and attachments. 
A related aspect is the need to build confidence and a "can-do" atti- 
tude among the people of the region that they can do these things 
themselves. Currently, there is far too much over-reliance on outside 
experts and others to bring about regional integration. Consequently, 
much of the outside assistance has little impact on the region in terms 
of creating capacity. Instead, the resources and the experience flow 
out from the region. 

For any regional integration to be successful, it has to reach beyond 
governments to touch the lives of the ordinary citizens and to be rele- 
vant to the primary agents of integration-the business community. In 
other words, for regional cooperation to be successful, it must address 
the perceived interest of the majority of the people of the region. 
Successful regional integration in Southern Africa will, therefore, re- 
quire the establishment of appropriate regional institution~ by which 
the people of the region can determine its content and direction. 

The next major challenge facing SADCC is to mobilise regional 
resources for the implementation of its programmes. Currently only 
about 10 per cent of the resources required for the implementation of 
the SADCC Programme of Action comes from within the region. This 
will take both technical competence and a strong constituency for 
regional cooperation. Since resources are short, trade-offs and a 
strong political will be necessary. Hence, it is important that regional 
cooperation competes for resources on the basis of offering better 
alternatives as perceived by the general population. A formalised 
SADCC must address this issue and must seek to satisfy these con- 
ditions and create necessary structures and mechanisms for the mobi- 
lisation of the region's own resources. Such mechanisms should mobi- 
lize non-public resources and involve the private sector in the imple- 
mentation of the regional programmes. 

REGIONAL COOPERATION INCLUDING SOUTH AFRICA 

Recently there has been much debate about relations in the region post- 
apartheid. The SADCC approach proceeds from the realisation that: 

- existing relations with South Africa which are the creation of suc- 
cessive colonial and apartheid regimes are not acceptable to 
SADCC member states and will not be acceptable to a post-apart- 
heid government. A case in point is the migrant labour system 
and elements of the Southern Africa Customs Union (SACU); 
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- South Africa needs the market of the region which currently 
absorb about 50 per cent of its non-mineral exports and its natu- 
ral resources such as water, power, etc. The rest of the region need 
South Africa's large market, and its-in the regional context- 
advanced technology; 

- a scenario of regional relations favoured by the current govern- 
ment in South Africa and by some quarters in the international 
community which see South Africa as a "regional power", a con- 
duit of investment provider of goods and services to the rest of 
the region, is unacceptable and can never be sustained. 

Sufficient community of interest therefore exists to work out a mutu- 
ally beneficial arrangement acceptable to all the countries of the 
region. This process is currently under way. 

SADCC AND OTHER REGIONAL ORGANISATIONS 

Two other regional organisations exist side by side with SADCC in 
Southern Africa. The Preferential Trade Area for East and Southern 
Africa (PTA) and the Southern African Customs Union (SACU). In 
addition to this, there is a plethora of bilateral trade arrangements. 
The SADCC approach is not to require member states to choose be- 
tween one or the other of these arrangements at this stage. Instead 
the approach is to allow them to work out an arrangement that best 
serves their interest. In this regard, the introduction of a post-apart- 
heid government in South Africa is of paramount importance. 

SADCC will seek to prepare its members to reach that goal which 
might be pivoted on SADCC with South Africa as a member, the 
SACU or the PTA, depending on which arrangements best serve the 
interests of the region's peoples. 

CONCLUSIONS 

SADCC has deliberately eschewed conventional approaches to eco- 
nomic integration and has also avoided the temptation of a compli- 
cated blue-print for the region. Instead SADCC has chosen to be guid- 
ed by the peculiar and historical circumstances of Southern Africa in 
approaching the issue. 

Southern Africa remains a developing region and hence the deci- 
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sion by SADCC to emphasize development integration which recog- 
nised both the need to maintain the on-going programmes to expand 
the region's physical and economic infrastructure alongside a pro- 
gramme of investment and market integration. 



9. Prospects for SACU after 

Jan. Isaksen 

AN..OUTLINE OF THE SACU AGREEMENT 

The agreement entitled "Customs Union Agreement between the 
Governments of Botswana, Lesotho, South Africa and Swaziland" is 
dated December 1969. It is in some respects a continuation of an agree- 
ment of 1910 between the same four countries. The negotiations which 
led to the new agreement were largely a result of the advent of inde- 
pendent governments in the BLS (Botswana, Lesotho and Swaziland). 
The new governments considered the gains from the customs union 
to be unjustly distributed. The BLS were successful in achieving a bet- 
ter balance, including acceptance of a certain degree of protection to 
the BLS. The formula for the sharing of customs revenue changed, con- 
siderably to the advantage of BLS. In the first fiscal year under the 
new agreement, the BLS received roughly three times as much reve- 
nue as they would have received under the old one. In the preamble 
to the 1969 agreement, it is explicitly stated that the changes from the 
1910 agreement aims "...to ensure in particular that these arrange- 
ments encourage the development of the less advanced members of 
the customs union and the diversification of their economies,. . .." 

The text of the agreement consists of 22 articles and a memoran- 
dum of understanding. In addition there is also a secret memoran- 
dum of understanding which gives a more detailed explanation of 
the understanding of the parties, article by article. 

The main elements of the agreement may be grouped under the fol- 
lowing headings. 

General provisions of frade 

SACU is set up  as a regular customs union covering the Common 
Customs Area (CCA), comprising South Africa and the BLNS (BLS + 
Namibia). The two main elements of such agreements-also included 
in SACU-are firstly the absence of duties and quantitative restric- 
tions on trade within the area. This applies whether goods are pro- 
duced inside the CCA or imported from outside. Secondly, goods 
imported from outside the CCA face a common external tariff. There 
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are clauses that grant a drawback on such duties, but an automatic 
right to duty free imports into the CCA is only granted in case of 
goods needed for relief operations, imported under technical assis- 
tance agreement or other types of multilateral international agree- 
ments. 

A member state has the right to prohibit or restrict imports for eco- 
nomic, social, cultural or other reasons but not to prohibit the impor- 
tation of goods produced in the CCA for the purpose of protecting 
its own industries. 

The marketing of agricultural products are covered by a special 
article of the agreement. Arrangements for agricultural marketing in 
any country shall be applied equally for products of another mem- 
ber country. The agreement envisages consultations between the par- 
ties for the improvement of agricultural marketing in the CCA. 

Determination of customs and excise duties 

In general, it is South Africa which determines the rates of duty which 
will be in force for the CCA as a whole. The only action South Africa 
needs to take to effect changes is to give the other parties "adequate" 
notice. The proviso on "adequate notice" does however not apply 
for changes for fiscal purposes or for interim measures for the as- 
sistance of local industries. In the cases where notice is given the 
BLNS have not considered it "adequate". 

It is unique for SACU and noteworthy for a customs union that one 
of the parties decides unilaterally on the setting of duty rates. It is 
equally noteworthy that the agreement not only extends to the deter- 
mination of excise and sales duties in all member states but also covers 
the laws relating to customs, excise and sales duties. While the rea- 
son for including the legal framework in the agreement was to 
achieve a common standard for the four countries the fact is howe- 
ver that different types of sales taxes and different rates exist in the 
member countries. This may well be considered as a breach of the 
agreement. South Africa led the way in doing so by introducing a 
General Sales Tax which was held outside the scope of the agreement. 
South Africa has recently introduced a Value Added Taxation system 
which is also outside the scope of SACU. 

Protective measures for BLNS industries 

In the agreement there is provision for two types of protective mea- 
sures for industries in the BLNS. Firstly, the countries may impose 
duties on the importation of goods that compete on their domestic 



market with the products of their domestic so called "new indus- 
tries". "New" in this context is defined as not having been establish- 
ed for more than eight years. The duty protection must be applied 
equally to goods produced in the other member countries and goods 
imported from outside the CCA, directly or via another member. The 
period of protection cannot exceed eight years. Consultation with the 
other members must take place before imposition of the protective 
duties. 

Secondly, tariff assistance may be given for goods produced in 
Botswana, Lesotho or Swaziland and marketed throughout the CCA. 
Such assistance may be afforded to specified industries of major 
importance to the country in question and for a specified time peri- 
od. The arrangement will need the concurrence of all the other con- 
tracting partners. The first level of protection is a "standstill" agree- 
ment meaning that the existing CCA duty on competing goods can- 
not be decreased without the consent of the government specifying 
that industry. For goods also subject to excise duties, the "standstill" 
relates to the difference between customs and excise duties which is 
called the margin of protection. 

Whether the country may be granted a second and higher level of 
protection during the specified time period is entirely up  to South 
Africa. The agreement only states that South Africa will give "sym- 
pathetic consideration" to increasing the level of duty, or the margin 
of protection, on competing goods. Furthermore, it may give "sym- 
pathetic consideration" to reducing the customs duties on imports of 
materials used directly in the production of the goods in question. 

These clauses have only occasionally been used. However in se- 
veral cases where one or another of the BLNS have made represen- 
tations to South Africa for the application of protection in one of these 
ways, the response has been negative. Opposite examples have also 
occurred, a recent one being CCA wide protection promised to 
Botswana for its exploitation of the soda ash resources at Sua Pan. 

Trade agreements with parties outside SACU 

The rules governing outside trade agreements by any of the parties 
to SACU are fairly standard for customs unions. First, a country may 
not without the consent of the others enter into or amend an existing 
agreement such that it would amount to a concession on the duties 
in force in the CCA. (A "most favoured nation" clause). Second, if the 
other members consent to such a concessionary agreement, the mem- 
ber entering into it cannot transfer lower duty goods to other mem- 
bers without collecting for SACU the difference between the lower 
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duty and the one in force within the CCA. Third, member countries 
may enter into outside trade agreements or amend existing ones only 
if they do not conflict in any way with the SACU agreement. Upon 
doing so they will have to supply copies of the agreement to the other 
partners. 

Revenue sharing 

All duties, plus specific and ad valorem excise duties collected 
throughout the CCA are paid quarterly into a so called revenue pool. 
The pool is held as part of the Consolidated Revenue Fund of South 
Africa. 

The distribution from the pool takes place annually according to 
the formula set out below. Important ideas behind the formula are 
first that the allocation of revenues from the pool should be related 
to the value of the dutiable goods imported (for customs duties), pro- 
duced or consumed (for excise duties) in the CCA. Therefore, the cal- 
culation of an overall rate of duty for the whole customs area is an 
important part of the formula. This overall rate is simply the CCA 
wide collections to the pool as a percentage of the values of the duti- 
able goods on which they are collected. 

Second, it is considered that the BLNS derive considerable disad- 
vantages from being SACU members and that they should be com- 
pensated accordingly. The overall rate set out above is therefore 
"enhanced" by the multiplication with a factor of 1.42. This "en- 
hanced rate" is then applied to the total value of each of the BLNS 
imports, dutiable production and consumption to arrive at the pay- 
ment due. 

Third, changes in the agreement introduced in 1976 aimed at stabi- 
lizing the revenue share distributed to the BLNS. The enhanced duty 
rate was therefore given an absolute "floor" of 17 per cent and a "ceil- 
ing" of 23 per cent. Between the two extremities a certain mechanism 
was introduced for stabilization; The enhanced revenue rate as cal- 
culated above is adjusted by adding to it half the difference between 
the rate and 20. This means that an initial rate over 20 would get a 
negative adjustment, an initial rate under 20 would get a positive 
adjustment. If the rate after such adjustment would not fall within 
the 17-23 per cent band, it would be set to 23 per cent if over and to 
17 per cent if under. 

Fourth, the payment takes place over a period of roughly two years. 
This was apparently necessary at the time of the 1969 negotiations, 
as the trade statistics used for the formula calculation were severely 
delayed. The effect of the lag is to seriously erode the receipts of the 



186 ]an Isaksen 

BLNS. In 1981 the Commission (see below) agreed to alter the for- 
mula to reduce considerably the lag. The agreement was however not 
ratified by the South African authorities. 

Transport and transit 

The members grant freedom of transport for goods to and from the 
areas of the other contracting partners. They may however impose 
conditions on transit for a number of reasons; health and security con- 
cerns, public morals, precautions against animal or plant diseases and 
to secure the adherence to multilateral international conventions. 
Members may refuse transport through their areas for the purpose of 
protecting national security interests. 

Mutual non-discrimination in transport charges is also part of the 
agreement. First, transit of goods through any of the countries from 
or to non members will not be subject to discriminatory transport 
"rates", presumably to be interpreted as taxation on transport ser- 
vices. Second, in the case of publicly owned transport, tariffs or char- 
ges applicable for domestic transport shall also apply to transport to 
and from the other countries. Third, rules for non-discrimination 
extend also to the treatment of private transport operators for both 
passenger and goods transport. Transport operators from member 
countries will in any other member country receive a treatment no 
less favourable than that accorded to the operator registered in that 
country. 

Consultative arrangements 

The main consultative body is the Customs Union Commission. It is 
a committee of officials which may only discuss matters and report 
to their respective governments. For example in 1981, the Commission 
had agreed to certain changes in the revenue distribution formula 
which were never implemented because of the rejection at the politi- 
cal level in South Africa. The framework for the Commission given 
in the agreement is otherwise very general. It amounts to no more 
than an obligation to meet once a year and for discussing any matter 
arising out of the agreement. Ad hoc meetings may be demanded by 
any of the contracting partners. 

The structure which has evolved is the following: The Commission 
meets before the end of October every year and a main item in the 
agenda is the agreement on the revenue shares for the next fiscal year. 
This fits in with the budgetary procedures of the parties. The venue 
of the meeting is rotated between the member countries. 
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The Commission has considered it practical to set u p  a number of 
sub committees. The only one meeting on a regular basis quarterly- 
is the Customs Technical Liaison Committee which is central to the 
technical work on revenue distribution. In addition there are two 
standing committees, the Trade and Industry Liaison Committee and 
the Transport Liaison Committee. Ad hoc committees have been 
appointed from time to time. Now and then, the ministers responsi- 
ble for the various aspects of the agreement in the member states have 
met and discussed matters of mutual interest. This is not a feature 
envisaged by the agreement. 

The agreement also contains clauses on bilateral consultations in 
the case of disorderly marketing or dumping, where the affected party 
is given the right to require from the other party that they shall con- 
sult at the earliest opportunity. Consultations are also prescribed from 
time to time on zoo-sanitary and phytosanitary matters. 

Termination clause 

If any of the members gives notice of withdrawal from the SACU, the 
agreement envisages consultations with the other parties on the date 
and conditions of the withdrawal. If an understanding is not reached, 
the agreement is deemed to remain in force twelve months from the 
day notice was given. There is no specific mention of the problems 
created by the lagged payments to BLNS in the context of a with- 
drawal. 

BLNS AND SOUTH AFRICA EXPERIENCE WITH THE AGREEMENT 

There are a number of analyses of the BLNS experience with SACU 
(see for example the list of references in Guma, 1990), several of them 
with the explicit aim of a cost benefit evaluation. If one was to assess 
the overall outcome of these analyses, it would most likely end in a 
"draw". The balance of costs and benefits will vary from country to 
country, from year to year and according to the particular aspect fo- 
cused. Above all, however, the outcome depends on which alternat- 
ive to SACU one considers. 

Although the BLNS themselves have long had the balance between 
costs and benefits under observation, none of them have indicated 
that they have seriously examined the option of leaving SACU. Their 
choice has been to try and improve SACU from the inside. To some 
extent they have succeeded as for example with the floor/ceiling 
agreement in 1976.1 Also, the BLS have used SACU in increasingly 
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sophisticated ways.* In future, in spite of SA's present suspension of 
negotiations, BLNS will be likely to go on, attempting to improve 
their position. 

The official BLNS conviction about a positive balance of benefits 
from SACU membership contrasts with academia's ambiguity on the 
matter. There are however a number of factors which serve to explain 
the contrast: 

- The analyst may construct alternatives for South Africa's reactions 
if a withdrawal was sought. The policy makers would have to live 
with the uncertainties of the effects of very serious decisions, 
making them much less brave than the observers. 

- The fact, insufficiently covered in most of the literature, that the 
ease of supply makes South Africa a superior source of many 
imports although in theory, one might show that cheaper sources 
exist. 

- Academic contributions have been overwhelmingly concerned 
with trade and revenue sharing arrangements. They have there- 
fore often excluded from the analysis, the advantages of e.g. the 
transport clauses, as well as the existence of the Customs 
Commission and sub committees which have provided the small- 
er countries with a platform for quasi diplomatic contacts with 
South Africa which was recognised (or at least not heavily criti- 
cized) by the international community. 

- When considering the option of leaving SACU, the analysis has 
not properly accounted for uncertainties and the time dimension: 
For a decision maker in a BLNS Ministry of Finance3 the losses, in 
terms of revenues, have appeared very large because they were 
certain to occur and were short term, whereas advantages, in terms 
of greater prospects for industrial development, would be con- 
sidered uncertain and their occurrence was long/medium term. 
There is little doubt how the scales would tip for any minister of 
finance focusing on next or the next few years budget. 

- Studies have largely overrated the potential of duty protection. 
Tiny economies like BLNS would hardly benefit from the instru- 
ments of protection that they would gain by leaving SACU. 
Scepticism about the virtue of such measures is widespread in the 
BLNS administrations. Moreover, as argued by Lewis and 
Sharpley (Lewis & Sharpley, 1988), the case of Botswana appears 
to illustrate that a number of non-duty based infant industry poli- 
cy options inside SACU may work. 

- Lastly, as hinted by many authors (See e.g. Maasdorp, 1991a) se- 
veral analysts have taken on a negative predisposition to SACU 
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because of SA's apartheid policies. This has not only influenced 
authors. It has also come through in semi-official comments on 
SACU from BLNS' neighbours. The apartheid aspect has not been 
regarded irrelevant for the BLNS, but its prominence has, for them, 
been limited in relation to the economic pro SACU arguments. 

The post apartheid era may bring an alignment of the points of view. 
Certainly the abhorrence for the apartheid system will no longer inter- 
fere with the "purely" economic issues (if such issues at all exist). 
Furthermore, the omission of SACU as a diplomatic device will not 
be as important as before. As an existing institution, it may serve as 
a platform for the various economic concerns of the countries in years 
immediately after the demise of apartheid. 

Seen from the side of South Africa, the most prominent feature of 
its attitude to SACU has been its increasing complaint that the size 
of the revenue payments to BLNS. This has been followed up  by the 
argument that the BLNS' preoccupation with the revenue distribu- 
tion mechanism rather than economic cooperation and development 
has been inappropriate. (See e.g. McCarthy, 1986). Ideas from the 
South African side about a SACU using various forms of "develop- 
ment cooperation" with contributions from South Africa has been 
refuted for obvious political reasons, strongly by Botswana and 
Lesotho, less strongly by Swaziland. 

The literature is largely in agreement that South Africa has had both 
political and economic advantages of the agreement. In political 
terms, the apartheid state has been able to argue internationally that 
it has "very cordial" economic relations with a number of African 
states. In economic terms there is McFarland's finding that supply to 
BLS markets accounted for about 20 per cent of the growth in manu- 
facturing GDP in South Africa during the 1970s. (McFarland, 1981). 
For South Africa, like for the BLNS, pulling out of SACU has hardly 
been considered a desirable option. 

SACU membership has however not been without controversy in 
South Africa. The Ministry of Finance has been concerned about the 
fiscal effect and long had a rather cool attitude to SACU. Since the 
emergence of the so called TBVC states (The South African "home- 
lands", Transkei, Bophutatswana, Venda and Ciskei), the alleged 
serious drain on resources has, always included TBVC "shares" of the 
Customs Pool, although they are not de jure SACU members. The poli- 
tical advantages have caused the Ministry of Foreign Affairs to take 
a more positive view of the agreement. 
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THE POST-APARTHEID SITUATION 

The elimination of apartheid and the introduction of democratic 
government in South Africa will not in itself dramatically change the 
basic economic relations between countries in the region. What may 
happen more rapidly is a change in the formal, institutional links be- 
tween the countries. The SACU issue is part of the picture and can- 
not be considered in separation from possible future decisions made 
with regard to the other regional economic relations, be they multi- 
lateral or bilateral. 

In each country, the loci of final decisions on external economic rela- 
tions will be the governments, conclusions being reached through 
bureaucratic and political processes. Analyses from bureaucrats/con- 
sultants will focus on economic factors and strategic factors as well 
as the bureaucratic feasibility of various solutions. Prospects for the 
bargaining process and the country's bargaining power vis-a-vis the 
other potential partners will also figure. 

The determination of foreign policy is usually carried out by rela- 
tively limited groups of politicians and bureaucrat. Non-government 
organizations chiefly from business and labour may wield a particu- 
larly strong influence. E.g. in the case of South Africa, post apartheid, 
the strong links between ANC and the unions are particularly likely 
to be important in decisions pertaining to regional labour migration. 

Non natiorial players are also important. Among them are interna- 
tional organizations world-wide EC, World Bank) as well as the re- 
gional ones (SADCC, PTA), and not least, bilateral donors and coun- 
tries with strong commercial interests in the region. 

The analysis below attempts to first characterize the basic interests 
of the various players in the politico-economic process, and second, 
under a medium term perspective, consider a few ways in which these 
basic constellations of interests may translate into concrete solutions. 

The BLNS 

The BLNS countries are not as similar as the use of a group acronym 
may indicate. Namibia probably differs most from the other members. 
R.H. Green argues that Namibia's economic links to South Africa are 
uneconomic or unnatural and created by the colonial administration 
for other than economic purposes. It is likely that factors like the 
access to the Atlantic and the nearness to Angola would make a cost 
benefit analysis of Namibia's SACU membership turn out less posi- 
tive (or more negative) than a similar analysis for the other countries. 

Botswana's stronger economic position would seem to make it less 
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SACU dependent than the other BLNS countries. The location of its 
economic centres are however much nearer to those of South Africa 
than is the case for Namibia. Furthermore, in the medium term, as 
signalled by Botswana's latest development plan, industrial devel- 
opment will have to be increasingly relied upon as the engine of the 
economy and relations with a democratic South Africa may therefore 
play an increasingly important role in the future. 

Swaziland and Lesotho are very closely related to the South African 
economy (the latter to the extreme). It is hard to see that the post 
apartheid era should bring any changes (short medium or long term) 
in their need to let institutional arrangements reflect economic reality. 

In conclusion, it is likely that Lesotho and Swaziland would be 
interested in preserving SACU, come what may and may even seek 
nearer integration, whereas the position of Botswana and Namibia 
would be more dependent on possible future changes to the agree- 
ment and what other options may appear. This indicates some degree 
of probability that SACU members attitudes to the grouping are 
slightly different and therefore that a split and change in member- 
ship would be possible. 

It is unclear whether the BLNS had a common negotiating stance 
during the negotiations which were interrupted. If a new opening 
materializes they would presumably wish to change SACU in one, 
more or all of the following ways: 

- Improve the compensation mechanism in order that it may be seen 
to give adequate compensation for the erosion in payment because 
of the two year lag, price raising effects, polarization effects and 
loss of fiscal discretion. This has been a reoccurring argument from 
BLNS and would be advanced whether negotiations take place 
with the present or the new democratic government. 

- Greater involvement of BLNS; administratively in e.g the setting 
of duties and in other decision making by the Board of Trade and 
industries (presently administering SACU); Overall by creating a 
system for multilateral arbitration. Proposals along these lines 
have been floated by South Africa, through the McCarthy report 
(McCarthy, 1985) and refuted by the BLS. They would probably 
not be advanced by BLNS if negotiations took place under the 
present South Africa regime, but certainly in a post apartheid set- 
ting. 

- Greater opportunities for infant industry protection and for pro- 
tection of agricultural products. 

- Mechanisms to decentralize industries to BLNS. 



The latter proposals would probably be advanced in spite of BLNS' 
above mentioned scepticism to protective solutions. They might at 
least conveniently be used as a bargaining chip. 

The preamble of the SACU agreement spells out a number of laud- 
able aims with regard to free trade and the encouragement of the 
development of the less developed countries. Examples of such aims 
is the mention of consultation about marketing arrangements for agri- 
cultural commodities (Article 12) and about dumping (Article 17). 
The latter was until recently a little appreciated problem (Sec how- 
ever Commonwealth Secretariat, 1991). Such arrangements have 
however been difficult to realise in the past, because of the greater 
cooperation between the BLNS and the apartheid state which they 
presumably would necessitate. 

The greater realism of arrangements to give the BLNS a greater say 
in SACU affairs post apartheid may introduce a new factor in the 
negotiations and increase the chances for a balanced solution even if 
the financial compensation would have to be reduced. In forthcoming 
negotiations BLNS could refer to the spirit of the agreement and push 
for a redesign of the treaty which would make it an efficient instru- 
ment to reach its laudable objectives. 

South Africa 

South Africa's emphasis on economic relations with Africa as op- 
posed to other developed or developing countries is not discussed 
here. In Africa South Africa, as a regional superpower in terms-of- 
trade and production, would be likely to focus on trade relations with 
the higher potential markets, many of them outside the South Africa 
subregion. The present government appears to respond to the "open- 
ing up  of Africa" with bilateralism which is presumably favoured by 
business because of the higher speed with which government can ini- 
tiate bilateral negotiations and make agreements. Multilateral deals 
are infinitely more complex and time consuming to arrange. 

Based on present indications of ANC policies for regional econom- 
ic relations, it is likely that an ANC led government would favour 
multilateral solutions. In as far as the ANC considers wider multila- 
teral solutions than SACU, neither of the two "governments" would 
appear to have any special interest in SACU for the time being. 

The South African government last year unilaterally suspended the 
on-going negotiations with the BLNS. Among the reasons that were 
given was the incompatibility of SACU with the present South Africa 
low duty, export oriented trade policies which certainly under the 
present SACU compensation arrangement would make South Africa's 
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fiscal "burden" h e a ~ i e r . ~  The announcement also said that the South 
Africa Government had composed a task force which would study 
the issues in the broader context. The report of the group was said to 
be expected at the annual meeting of SACU in October 1991.5 At the 
time, the South Africa government apparently invited the BLNS 
ministers of finance to discuss broader aspects of regional coopera- 
tion. 

As far as can be established, the terms of reference of the task force 
is very open and according to one comment recently the group "is 
going nowhere". This fits with the more general picture of the region- 
al foreign policy of the present government, apart for tactical moves, 
appears to be the one of "no decisions". The task force is therefore 
likely to be a reflection of the time honoured tactic of studying in- 
stead of taking decisions. This may of course change if the interim 
government structure decided upon during CODESA becomes a de- 
cision making entity. The preoccupation with internal issues in South 
Africa may however well mean that SACU issues are put on the "back 
burner" and that at least two or three years may lapse without any 
attempts to change SACU. 

The balance between the different attitudes to SACU from the 
Ministry of Finance and the Ministry of Foreign Affairs is likely to be 
influenced by the increasing recognition of South Africa in Africa, 
weakening the Foreign Affairs case. The present government's "non- 
action" stance would however make it unlikely that South Africa 
would unilaterally dissolve SACU. What would change this would 
be strong behind the scenes "advice" from the ANC. However tempt- 
ing it would be for the ANC to start off regional relations with a "clean 
slate" and be able to blame the painful breakup of SACU of the racist 
regime, it is difficult to see that the ANC would prefer this course of 
action unless it opted strongly for bilateralism because it would leave 
South Africa's closest neighbours in an unfortunate "hanging" posi- 
tion. The greater likelihood is therefore that the SACU issue will be 
"left as it is" until after democratic transition has taken place. If South 
Africa budgetary pressures after transition become as strong as expec- 
ted, it may not take long before the issue is raised by the new govern- 
ment. 

P T A  

Lesotho and swaziland6 are members of the Preferential Trade Area 
for Eastern and Southern African States (PTA). A main focus is the 
creation, through successive duty reductions, of a common market 
for the region by the year 2000. Based on past experience with trade 
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and economic cooperation in Africa, this appears overly optimistic to 
many observers. PTA however has a number of other forms of coop- 
eration on the agenda. 

A special "BLS" protocol to the PTA treaty allows for Lesotho and 
Swaziland membership for a limited period of time after which they 
would have to choose between SACU and PTA. 

If the new South Africa takes a multilateral approach to regional 
trade relations instead of a bilateral approach, PTA, involving favour- 
able trade access to a large number of African countries, would 
obviously be high up on the list of regional institutions to join. 

If South Africa joins PTA, the Most Favoured Nation (MFN) cha- 
racter of PTA would however make it difficult to allow SACU to go 
on, particularly if two members were not even in PTA. A straight- 
forward application of MFN rules would mean that South Africa, at 
least eventually, should grant the same favourable customs treatment 
to the other PTA states as is does to the SACU members, which, in 
turn, the other PTA member would have to reciprocate. Such a bold 
step would be theoretically possible and even advantageous in the 
long run, but equally unrealistic as the present PTA objective. As most 
of the PTA members would fear for South Africa competition, they 
would be likely to insist that protective measures within the new cus- 
toms union would have to be arranged. In that case it would be a 
moot point whether it could be called a SACU or just a (reformula- 
ted) PTA including South Africa. South Africa would certainly not be 
able to give compensation on the scale which it now gives the small- 
er SACU  member^.^ 

Variations of this scenario might be more workable: One scenario 
would be that the present SACU transforms itself to somewhat near- 
er an economic union, and that the Union would be accepted as a 
member of the PTA. Another would be that the present PTA allowed 
South Africa and SACU in under long term transitional arrangements 
whereby intra-PTA trade barriers were reduced and external barriers 
unified to reach the stage of a Customs Union. If one were to take the 
present PTA plans seriously this would perhaps not take so long time. 
In case South Africa joins the Lome convention this arrangement could 
mean a boost to the exports for many of the bordering countries. 

SADCC 

All BLNS countries are members of Southern Africa Development 
Coordination Conference (SADCC). Since SADCC as an organization 
so far was not focused on trade, SACU membership has been deemed 
compatible with SADCC membership. For the same reason post apart- 
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heid South African membership in SADCC would probably not effect 
SACU. 

In the apartheid era some non-BLNS members of SADCC did ques- 
tion the economic and political wisdom of SACU membership. On 
the other hand, according to recent rumours, some of the same coun- 
tries have made advances toward South Africa about the possibility 
of membership of SACU. 

Non-BLNS SADCC countries' attitudes towards the future of SACU 
would be more influenced by their membership of PTA than their 
SADCC membership. Perhaps they, as a subgroup of PTA, would have 
a more lenient attitude towards the continuation of SACU, since the 
four BLNS countries form part of the ten country grouping. The inter- 
est in joining SACU expressed by some (SADCC, non-SACU) mem- 
bers, opens for a perspective of a SADCC based extension of SACU, 
which however would be problematic (to say the least) for the PTA, 
and difficult for South Africa in terms of compensation although not 
as difficult in the case of the SACU-isation of the entire PTA. 

World BanklIMF 

Traditionally the IFI's have had little time for regional and sub-re- 
gional cooperation and integration, their concern having been to get 
domestic policies "right". Some interest has however emerged re- 
cently. As the interregional effects of the domestic policies pushed by 
Bank and Fund are becoming clearer the concern for integration is 
likely to increase. 

A study of post apartheid options for integration has been under 
way in the Bank for some time now. Rumours are that it has been put 
on the backburner for at least a while and efforts shifted more to South 
Africa domestic issues post apartheid. This may indicate that the IFI's 
will assume a fairly disinterested or neutral stance in the shaping of 
future regional economic relations. 

If they, however, decide to take an active interest, the Bank would 
be likely to be the lead agency. Its role as a bank would indicate an 
emphasis on regional solutions where capital injections would be cen- 
tral. Its ideological make-up would mean an emphasis on the strong- 
est possible element of free markets in terms-of-trade, human re- 
sources and capital flows. Countries where, by the IFI's perceptions, 
macro economic policies were likely to be "right" would be favoured 
as members. 

A kind of Marshal1 plan cum free trade proposal including SACU 
and perhaps other countries within the SADCC grouping, although 
haidly all, would seem a possible solution. The Bank/Fundfs finan- 



cial muscle and their considerable bell-sheep effect on bilateral don- 
ors would make their preferred solutions perhaps the most important 
external influence in forming sub regional post apartheid integration. 

European Community 

The deepening crises in Soviet and other "east bloc" economies would 
continue the trend towards more EC attention to these economies and 
less towards developing countries, excluding perhaps humanitarian 
aid to Africa as evidenced by the recent decision to assist considera- 
bly in the current drought crisis in the region. A great deal of atten- 
tion and coordinated policies to influence events would not be expec- 
ted from EC. 

The EC decision as to whether South Africa will be given full ACP 
status would affect EC exports from the region as a whole. South 
African goods would fully benefit from the EC's GSP scheme. For the 
other countries, inputs originating in South Africa are presently not 
considered to be of ACP origin for the purpose of GSP preferential 
access. ACP membership for South Africa would remove this barrier 
which may have been important for some goods produced by SA's 
neighbours. 

The effects on regional production and trade flows would be sev- 
eral and the balance hard to guess: If South Africa was not granted 
ACP status, non-South Africa producers would have an incentive to 
look to ACP sources in the region for their inputs. In the case of South 
Africa membership, it would be more advantageous for the other 
countries of the region to import inputs for their EC exports from 
South Africa. On the other hand, South Africa producers who now 
export (legally or illegally) through neighbouring countries (some- 
times using "tricks" to comply with ACP-content rules) would most 
likely prefer to export directly to EC. More analysis and access to data 
is needed to find out how this would work out overall. 

Improved access for South Africa to other markets for manufac- 
tured exports would lessen its dependence on the other SACU coun- 
tries for its manufactured exports. Whether this would apply to such 
an extent that its economic interest in SACU would be appreciably 
reduced is also hard to say without further analysis. 

African relations 

The major economies in Africa are likely to have a common problem 
with a democratic and acceptable South Africa: How to secure access 
to the South Africa market and benefit from investment and at the 
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same time be allowed to protect their own industry from what many 
of them regard as a dangerously strong competition from South Afri- 
can exports. South Africa is likely to benefit from trade relations with 
major African markets like Nigeria and Kenya. Favourable bilateral 
arrangements with such countries are likely to be strongly promoted 
by business interest in South Africa. In so far as such agreements may 
be built on an MFN basis, SACU may be seen to involve constraints 
in SA's bilateral negotiations with potentially more important trade 
partners. 

SCENARIOS AND CONCLUSIONS 

It is unavoidable that at some point in the post apartheid period the 
SACU treaty will come up  for renegotiation. It has now become com- 
monplace to assume that the budgetary pressures in a democratic 
South Africa will lead to an increased preoccupation by the new 
government to increase revenues and cut unnecessary expenditure. 
If the Agreement is not taken up  from the South Africa side, the BLNS 
are likely to voice their concerns as stated above. 

A main question would be to what extent the stronger party in the 
game could achieve its will with regard to a reduction of compensa- 
tion payments without going so far that the BLNS would loose inter- 
est. It is quite likely that faced even with the total elimination of finan- 
cial compensation, the BLNS would have some interest in an agree- 
ment which e.g. involved the present transport sector arrangement and 
which gave them a legal basis for enforcing fair competition between 
the smaller countries and South Africa through e.g the existing anti 
dumping clauses. As argued above the extent to which SACU could be 
transformed into a real development oriented integration scheme 
would be enhanced by more easy diplomatic relations post apartheid. 

Would the BLNS choose individual solutions? The difference be- 
tween them which have been highlighted would make them pull in 
slightly different directions, but they are so small that an offer from 
South Africa to continue SACU in one form or another would hard- 
ly be neglected by any of them. 

The most unlikely outcome of negotiations is a straight renewal of 
the present SACU. Breakdown of negotiations and dissolution of 
SACU appears likelier. This could be the result of negotiations where 
all parties over-focus the compensation mechanism, where views are 
likely to be diametrically opposite at the outset. The BLNS would be 
arguing that there is undercompensation, South Africa that it would 
not be able to "give away" as much as under the present compensa- 
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tion mechanism because of its domestic budgetary situation. The 
strength of the latter argument will depend much on exactly how con- 
strained the South Africa budget situation is and thus on a large num- 
ber of economic and political factors in South Africa. 

The most likely is however that a number of changes will be agreed 
upon. As these changes would have to tie in with South Africa's prob- 
able membership in other organizations, SACU negotiations would 
probably go on simultaneously with other negotiations which, in a 
multilateral setting could well be protracted. In the meantime the 
organization would most likely be left as it is. 

How SACU would be changed is pretty impossible to predict. 
Below, a "minimum" and a "maximum" solution are sketched out. 
The minimum change might be the transformation of SACU to become 
a true international organization with a secretariat not being part of 
the administration of any of the partners and/or changes to the com- 
pensation mechanism. The trade off along these lines would be gre- 
ater influence to the BLNS in running SACU against a greater share 
of the revenue pool to South Africa. If even such changes are consid- 
ered to constitute the "death" of SACU it is possible to agree with 
those who argue that SACU "is terminally ill" (Green, 1991). 

At the maximum end, the two main options could be called "wide- 
ning" and "deepening" of SACU. The "widening" option would be 
to draw one or more SADCC countries into SACU. According to 
Maasdorp, there are strong rumours that Mozambique, Malawi and 
Zambia have unofficially expressed an interest in joining SACU 
(Maasdorp, 1992). From the BLNS it may seem advantageous to bring 
in more countries that would "take their side" in the running of SACU 
if they any way would have to concede some loss of compensation 
revenue. Objectively, under a "widening" scenario it would also make 
more sense to give the smaller countries a greater influence in the fix- 
ing of customs duties. Major influence for BLNS alone would amount 
to a case of the "tail wagging the dog". 

What advantages would a widened SACU have for South Africa? 
Increasing the membership, e.g. with the countries mentioned above 
would increase the South Africa "domestic market" with some 30 mil- 
lion people, i.e roughly double the present CCA market in terms of 
population (not in terms of purchasing power). If it is right that the 
IFI's would be interested in spearheading a kind of Marshal1 effort 
for such a grouping of "well behaved" countries the attraction would 
be substantial through the opportunities for South Africa agriculture, 
manufacturing and construction. These sectors (as well as others) 
would post apartheid be very well placed to take advantage of in- 
creased capital inflows to the region. 
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A widening of SACU would obviously not be without repercus- 
sions on the other regional groupings. PTA would face a de facto break 
up and thus probably resist the SACU widening. Whether the en- 
larged SACU grouping would meet similar objections from SADCC 
is less certain. On the one hand, the SADCC philosophy has always 
been that sub groupings would be allowed to have their own agree- 
ments within the organization. On the other hand SADCC has not, so 
far, included trade cooperation. Moreover, the proposals for formali- 
zation of SADCC and the new proposed treaty would seem to indi- 
cate that trade relations in some way or other would be encompas- 
sed by the organization. The main difficulty for South Africa with a 
widened SACU would most likely be its limited ability to grant finan- 
cial compensation at anywhere near the level presently granted to the 
BLNS. 

There are a number of measures which might ameliorate the prob- 
lems caused by a widening. The relations with the other regional in- 
stitutions could be handled through transitional arrangements, 
assuming a merger of the two sub-groupings at some future stage. 
The compensation could be dealt with through a widening of the 
infant industry clauses in SACU or a limited opportunity for the 
smaller countries to impose certain tariffs on imports from South Africa, 
similar to the transfer tax system of the East African community. 

A "deepening" of SACU could take the form of including into the 
agreement (keeping the present membership) free movement of 
labour and capital, monetary and exchange measures, thus changing 
it towards or into an economic union. For Botswana, monetary co- 
operation may be considered as a retrograde step, but the other mem- 
bers are already more or less in a monetary union with South A f r i ~ a . ~  
Presumably, this would not imply the same difficulties vis-A-vis PTA 
or SADCC which would the widening of SACU, because the union 
could be allowed into the groupings as one unit. The problems from 
the BLNS' side would lie more on the general level of economic and 
political independence, including arrangements for them to have a 
real say in Union issues. 

A main problem for South Africa would be the handling of migrant 
labour issues where pressures on the new government for descala- 
tion of labour migration from neighbouring countries are likely to be 
considerable. A free labour market would be to the benefit of the 
BLNS and in particular Lesotho. 

In between these extremities there would be a large number of per- 
mutations drawn of the elements of the present agreement. Whether 
the new agreements reached would be a continuation of SACU or a 
new form of cooperation would hardly be an important issue. 



NOTES 

1. The argument in Guma (1990) is right only under his own understanding 
of the expectancy of BLS and the SA that the rate of revenue should be 20. 
In reality, which the BLS negotiation team foresaw, the future emphasis of 
the SA fiscal system would increasingly be on non pool taxation (direct tax- 
ation and GST/VAT) so that the rate which is largely determined by the SA 
collections and imports/production of dutiable goods would have a de- 
creasing trend. Therefore, the BLS's acceptance of the revenue distribution 
mechanism proposed by SA during t h e  1976 negotiations has prevented 
BLS revenue rates from sinking below 17 per cent. In other words, most 
years (as pointed out by ~ c ~ a r c h ~ ,  1986) the compensation factor has been 
far bigger than the built in 42 per cent. 

2. For example, Botswana Government has now initiated a thriving local 
industry making government uniforms etc, where government imports 
duty free from cheap Far East sources, have uniforms made by the private 
sector industry through "labour only" contracts so that duties do not have 
to be paid because government all the time owns the material. 

3. Finance Ministries are in all BLNS countries lead ministries for SACU 
affairs. 

4. Since SA's revenue share, according to the SACU compensation formula is 
residually determined, its share will decline rapidly when duties are re- 
duced, while customs revenues of BLNS will stay at the floor level. If SA 
e.g. reduces all duties and excises to zero they will according to the present 
agreement still have to pay the 17 per cent to the BLNS. 

5. According to one member of the task force, by the beginning of October 
1991 there had only been one meeting in the task force, considerable time 
ago. It therefore seems wholly unlikely that a report would be tabled in 
October (Personal communication with a member of the task force) 

6. Namibia became a member in January 1993. 
7. Cf. the discussion by Ofstad on the same topic, as seen from the PTA per- 

spective in chapter 10. 
8. Namibia has declared its intention to launch its own currency but remain 

inside the CMA, with arrangements probably similar to those of Swaziland. 
It has thus reneged on its erstwhile plans of introducing an independent 
currency, like Botswana, at an early stage. 



10. Will PTA be Relevant in the 
Post-Apartheid Era? 
Arve Ofstad 

THE SETTING: A REALISTIC VIEW ON PTA 

The Preferential Trade Area for Eastern and Southern African States 
(PTA) was formally established in 1984, and has at present 18 mem- 
ber states. Another four have for long been considered potential mem- 
ber states: Namibia (which became a member in January 1993), 
Botswana, Madagascar and the Seychelles. The big question is of 
course whether South Africa will become a full member, and under 
what arrangements. If all these countries do join, the PTA will grow 
from eighteen to twenty-three countries with a population of approx. 
270 million (at present 220 million), and a combined GNP of approx. 
USD 160 billion (at present approx. USD 70 billion). PTA will then 
cover practically half of Sub-Saharan Africa.' This size and the hetero- 
geneity of its member states have been among the major problems for 
PTA as an effective organisation from the beginning. 

It is important to be realistic about what the PTA has achieved, and 
what it may possibly achieve under present circumstances. The over- 
all long-term aim of PTA is to "promote cooperation and develop- 
ment in all fields of economic activity (particularly in the fields of 
trade, customs, industry, transport, communication, agriculture, 
natural resources, and monetary affairs) with the aim of raising the 
standards of living of its peoples, of fostering closer relations among 
its member states, and to contribute to the progress and development 
of the African continent". (Article 3 of the PTA Treaty) 

As we all know, however, large areas of the PTA region are unable 
to move in any such direction at the moment, while the possibilities 
for "fostering closer relations" between many of its members can 
hardly be much more than rhetoric for a long time to come. 

Secondly, there are hardly any trade links or even the infrastruc- 
tural basis for such links between many of the member states of PTA, 
particularly among those relatively further apart. This is clearly indi- 
cated by the intra-PTA trade matrix for 1988 (see Table 10.1). Out of 
a possible 240 possible (16 X 15) trade links>, a total of 129 were empty, 
and another 58 had a value of less than USD l million that year. 
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Exports from two countries, Kenya and Zimbabwe, accounted for 
more than 70 per cent of the recorded total intra-regional trade, and 
the major part of these were exports to the nearest neighbouring coun- 
tries: from Kenya to Uganda, Rwanda and Tanzania, and from Zim- 
babwe to Mozambique, Zambia and Malawi. These six links, plus 
another five were the only trade links with a value above USD 10 mil- 
lion in 1988. Since 1988, Angola and Sudan have joined, but this have 
added very little to intra-regional trade. It is only Botswana (and 
eventually, South Africa) of the potential members that will bring 
along substantial existing and potential trade, and of these Botswana 
has Zimbabwe as its main trading partner of the present PTA mem- 
bers. 

At the same time, there are substantial volumes of unrecorded trade 
across most borders in the region. The very nature of this trade makes 
any assessment of the exact volumes and values very difficult, but 
many observers would argue that this in several cases surpass the 
official recorded trade. With some notable exceptions, however, most 
of this is trade across only one border: from one country to its neigh- 
bour. 

It is therefore hard to escape the conclusion that trade within the 
PTA region mainly takes place within two "clusters"; one which cen- 
tres around Kenya, and the other around Zimbabwe.3 In addition to 
these two clusters, there is only limited, or unrecorded, trade. 

Another important conclusion to be drawn from evidence of pres- 
ent trade, is that intra-regional trade does primarily develop in manu- 
factured goods, and in inputs to manufacturing4 It is therefore not 
surprising, that intra-regional trade mainly takes place to/from the 
relatively more industrialised countries in the region. 

From this follows what may be termed the paradox of intra-region- 
a1 trade in these regions: Intra-regional trade stems mainly from 
industrialisation. But in order to industrialise, the countries need 
export earnings to pay for the necessary capital imports, and these 
initial earnings can only be made from exports outside the region. 
Therefore, the countries in the region will have to increase their 
exports outside the region, in order to develop the economic struc- 
tures enabling them to increase their intra-regional trade. It is there- 
fore not possible to regard intra-regional trade as an alternative to 
extra-regional trade, at least not in the short run. 

Achievements 

According to available statistics, recorded intra-PTA-trade decreased 
in actual value from around USD 600 million in 1980, to a low of USD 
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Table 10.2. Global and i n f m - P T A  trade 1980-1988 

Actual figures (USD billion) 

Type of indicator 1980 1984 

1. Total world exports 
2. Total world import 
3. Total world trade 
4. Total PTA exports 
5. Total PTA imports 
6. Total PTA trade 
7. Intra-PTA exports 
8. Intra-PTA imports 
9. Total intra-PTA trade 

Share 

10. Intra-PTA exports as a % 
of total PTA exports 10 8 

11. Intra-PTA imports as a % 
of total PTA imports 7 6 

12. Total intra-PTA trade as a % 
of total PTA trade 8 7 

13. Total PTA exports as a % 
of total PTA imports 70 68 

- -  - 

Source IMF,  Dfrectlorz of Trade Statfsttcs Yearbook 1987, 1988 and 1989, 
Washington D.C. 

400 million in 1985, but then increased to nearly USD 600 million 
again in 1988 (see Table 10.2). This meant a decrease from around 10 
per cent of total exports in 1980/81, to around 8 per cent in 1988. For 
individual countries this percentage varies, from as much as 20 per 
cent in the case of Kenya, to less than 2 per cent for countries like 
Mauritius, Somalia and Uganda. 

Most of the efforts of PTA have been directed to trade matters. This 
is also where the major achievements have been recorded, at least on 
paper. The main instrument has been the introduction of preferential 
tariffs for intra-regional trade, for goods on a specifically agreed 
"Common List". The second major instrument is the PTA Clearing 
House whereby only the net balance of each country's intra-regional 
trade needs to be settled in convertible currencies. In addition, PTA 
has introduced a Road Customs Transit Declaration Document to facili- 
tate the movement of goods across borders, a PTA Programme for 
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Trade Information (TINET), PTA Travellers Cheques (made out in the 
PTA Unit of Account, UAPTA), promoted PTA Chamber of Commerce 
meetings, PTA Trade Fairs, and other measures to improve trade con- 
tracts and information. A PTA Trade and Development Bank was estab- 
lished in 1986 with its headquarters in Bujumbura. 

In addition, PTA has commissioned a number of studies covering 
a wide variety of subjects in accordance with its overall objectives to 
cover most economic sectors. PTA claims several successes in pro- 
moting industrial collaboration, and the setting up of a Metallurgical 
Technology Centre in Zimbabwe, a Leather Products Institute in 
Ethiopia, and a fertilizer plant to be located in Uganda. PTA has also 
promoted a few projects in infrastructure development, including the 
future establishment of a common PTA Airline (PTA, 1991). 

On practically all accounts, however, the achievements are far from 
what could be expected from stated declarations and decisions. Both 
the decision-making and the implementation processes for these mea- 
sures have also been riddled with disagreements and poor follow-up 
by the member states. The best example is probably the programme 
for elimination of all tariffs and non-tariff trade barriers for intra-PTA 
trade by 1994. This programme has met all kinds of problems: First, 
the list of products to be entered on the "Common List" was very 
short, and not very relevant. This list has since been expanded. Next, 
there were very strict rules of origin in order to benefit from the pre- 
ferential tariffs, including rules on minimum national ownership and 
management of companies producing eligible goods. Although these 
rules are in the process of being softened, in the meanwhile, very few 
products have in reality been eligible for the PTA tariffs, and it is not 
known (by this author) the value and volume of trade that have actu- 
ally benefited. Finally, for a number of countries it took several years 
before they actually published the tariff reductions to be accorded to 
other PTA countries. As one consequence of all these problems and 
delays, PTA at its summit in 1987 decided to delay the further reduc- 
tion of tariffs, in order to obtain first and "original reduction", then 
a further reduction of 50 per cent of the remaining tariffs by 1996, and 
thereafter a rapid total elimination by year 2000. It remains to be seen 
whether this revised schedule will be achieved. 

Another case seems to be the PTA Trade and Development Bank, 
which was formally established in 1986. At that time, long before most 
member states had provided for their subscription to the Bank's capi- 
tal stock, the PTA Council of Ministers were equally concerned about 
the appointment of the Bank's directors and alternative directors 
(PTA, 1985:13-17). The Bank only became operational in 1989, but 
there are still no reports of any lending operations. 
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A possible exception to this dismal picture may be the PTA Clearing 
House, which has been operated by the Reserve Bank of Zimbabwe 
since its inception in 1984. The Clearing House was also off to a slow 
start, however, with few member states really utilising its facilities, 
and ending up with most of the accounts to be settled in convertible 
currencies because of lack of balancing trade. Problems were also 
accounted when Zambia during the first periods treated the Clearing 
House as if trade could always be covered in local currencies, and 
when several other countries insisted that certain transactions never- 
theless had to be paid up  in convertible currencies without going 
through the Clearing House. According to the latest available reports, 
the Clearing House is now handling more than 70 per cent of total 
intra-regional trade5, and approximately half is settled in convertible 
currencies (Walraet, 1991:40). 

According to its Treaty, the PTA has a clear mandate to develop fur- 
ther into a free trade area and eventually a common market. Decisions 
are to be taken by consensus, but once agreed, the member states are 
at least on paper legally bound by these decisions. The examples 
given above, as well as other reports and observations, give a clear 
indication, however, that the member states do not feel strongly com- 
mitted to the decisions taken even by the PTA Authority (summit). 
In my opinion, it is quite obvious that no country in the region is will- 
ing to accept PTA as a supra-national organisation, or let any real eco- 
nomic decision be taken by such a regional body. National govern- 
ments will only implement those policies to which they have them- 
selves agreed. This may, of course, include measures such as those 
mutually agreed at a PTA meeting, based on the assumption that also 
the other countries will implement the same measures. 

It should therefore also be realised that PTA is a relatively weak 
organisation, with little or no influence on national policies or prior- 
ities in the region. In addition, the PTA is also becoming increasing- 
ly dependent on donor funding. According to recent information, 
donor contributions now provide USD 10 million out of an annual 
budget of USD 13 million.6 

Despite the above picture, PTA do have a certain backing and sup- 
port, and not only at the rhetoric level. The primary supporters seem 
to be the private business and trading sectors, who probably see PTA 
as a means of reducing trade barriers and liberalise the economies of 
the region. This is the case especially for exporters, and perhaps 
strongest in countries like Kenya and Zimbabwe. However, traders 
(importers) are also looking for ways of acquiring goods at lower tariff 
rates, with a possible premium price (profit) when sold at the local 
markets. Local manufacturers, however, will often be hesitant to open 
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up the borders to competitive imports, even from neighbouring coun- 
tries. In most PTA countries, the Ministers of Trade (and Industry) 
will often be supporting PTA and its policies, while Ministries of 
Finance, or of Development (and Planning) may be more sceptical. 

There may therefore be concluded from the above that PTA is pri- 
marily beneficial to, and therefore also primarily supported by pri- 
vate industry and commercial interests in Kenya and Zimbabwe, to 
a much lesser extent to similar interests in at least some of the other 
member states, and very little beyond that. However, the increasing 
concerns and activities of PTA in other sectors, such as industrial ven- 
tures, regional training programmes, and communication projects are 
signs that the organisation is realising that its aim of regional coop- 
eration and integration will not be achieved by trade measures alone. 

PTA AS AN INSTRUMENT FOR PROMOTING INTRA-REGIONAL 
TRADE 

It is well known that the constraints limiting intra-PTA trade are sev- 
eral, and go far beyond tariffs and non-tariff barriers. These con- 
straints may roughly be grouped in the following broad categories: 

Lack of complementarities. This is the overriding problem: that goods 
produced in the region are not those demanded within the region: 
The PTA members are still basically producers/exporters of agricul- 
tural and other primary products, while they import manufactured 
consumer goods, capital goods, fuels and industrial inputs. As men- 
tioned above, there is scope for an expansion of intra-regional trade 
based on the present economic structures, but in the longer run these 
structures will have to be changed primarily through industrialisa- 
tion. A related problem, is that certain products in regional demand 
may be produced, but at such low quality that there is no market out- 
side a very protected national one. I have earlier suggested in the case 
of SADCC that without major structural changes, it may still be pos- 
sible to increase the present level of intra-regional trade by at least 
40 per cent (Ofstad et al., 1986). If we also consider unregistered trade, 
it may not be reasonable to expect a potential doubling of the present 
recorded level. But expansion beyond that, will only be possible 
through economic restructuring and industrialisation. 

Cost and relative prices. For many potential products, the cost of pro- 
duction and pricing policies in many PTA member states have result- 
ed in high and non-competitive prices, as seen by the importers. This 
has partly been related to inefficient production, but also the stiff and 
administered pricing policies, and the over-valued currencies of 



208 Arve Ofsfad 

many PTA members. In many countries industrial production was 
especially heavily protected and could only produce for a well pro- 
tected national market. However, as a result of the liberalisation, de- 
regulation and devaluations that have taken place in most PTA mem- 
ber states as part of the so-called structural adjustment programmes, 
this particular type of trade constraints is gradually being reduced. 
Local production units are being forced into more open international 
c~mpet i t ion .~  

Transport costs and inadequate transports. As mentioned above, trade 
has mainly taken place among neighbouring countries where there is 
a reasonable transport and communication infrastructure. For long- 
er distances the lack of or inadequacy of surface transport facilities 
such as roads and railways, represents a serious constraint. Excep- 
tions exist for high-value goods that can travel by air, or some cases 
where sea transport is feasible. Local wars add to the transport prob- 
lem, and increase costs further. In many cases, transported goods run 
a high risk of losses through theft or damages. The solution to these 
problems will only be found in the longer term, when peaceful con- 
ditions are re-established, and large-scale investments in infrastruc- 
tures have been made over several years. In the shorter run, the scope 
is to develop trade opportunities along existing and improved trans- 
port routes, over shorter distances, and perhaps within smaller clus- 
ters of countries than the present PTA. 

Established interests and trade patterns, including donor policies. Even 
when products are available, at the right price, and without transport 
problems, non-regional products may still be preferred. The expla- 
nation may then be found in limited information, the transaction costs 
(perceived or real) for importers to look for alternative suppliers or 
change supplier, lack of incentives for the potential exporter to exploit 
new regional markets, or even that established trading patterns carry 
additional benefits to the involved partners. Some of these constraints 
may be overcome through information networks, trade fairs, increas- 
ed business contacts, etc., while other types of well-established busi- 
ness contacts and practices may be difficult to change. 

A similar problem exists in relation to donor financing of specific 
projects, commodity imports, or various forms of tied aid, which are 
still widespread. Official development assistance (ODA) finances be- 
tween 50 and 100 per cent of all imports in at least eleven of the eigh- 
teen PTA countries. There are a few exceptional cases where donor 
funds have been earmarked for regional imports. But in most cases 
deliveries from the donor countries have a real or imagined prefer- 
ence. Since donor financed commodities are often exempted from cus- 
toms duties and from all non-tariff barriers, their removal also in 
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intra-regional trade will have no direct effect. The negative effects for 
intra-regional trade from donor tying, can only be overcome by com- 
petitive international bidding and treatment of donor-financed 
imports at par with ordinary imports. 

Finance and payments restrictions. The general lack of foreign cur- 
rency to pay for imports has hampered not only intra-regional trade, 
but also overall trade. Regional traders do not have the same oppor- 
tunity, however, to obtain donor financing, or provide export credits. 
For two countries with import restrictions, it has been difficult to make 
counter trade efficient. The PTA Clearing House has been an impor- 
tant measure for the reduction of the direct payments problem. It has 
also indirectly provided short-term credits. On-going liberalisation 
programmes in member states might reduce the relevance of foreign 
exchange limitations, and partly make the Clearing House redundant. 
However, the need for an export credit facility still remains.8 

Uncertainties. Another common problem for regional traders, is the 
uncertainties often encountered for either the importer in terms of 
timeliness and qualities of deliveries, or for the producer in terms of 
payments, etc. While some of these problems are imagined and relat- 
ed to limited information or well-established trading patterns as 
described above, there are also real problems involved. These con- 
straints can be overcome by improved quality on both sides, and to 
some extent by improved credit systems. 

Non-fariff barriers. In the PTA region, the main non-tariff barrier has 
been the system of administered imports and import licences. The 
existence of rationed foreign exchange, has provided the successful 
importers with an additional premium (which has only partly been 
countered by high tariffs and extra-ordinary payments), and thereby 
less incentive to purchase from the most competitive source. In some 
cases, however, bilateral trade agreements and countertrade deals 
have benefited intra-regional trade, under a system of trade licensing. 
Under the present economic reforms and liberalisation programmes, 
an increasing number of products may be imported under an Open 
General Licence (OGL) system. While undermining the system of bi- 
lateral agreements, the OGL nevertheless removes the non-tariff bar- 
riers, resulting in open import systems. 

Tariffs. Tariff rates do play a role in certain cases, particularly where 
trade has been facilitated by other means. A study covering thirty- 
nine development countries found that a reciprocal tariff reduction 
of 20 per cent, resulted on average, in a 5.5 per cent increase in trade 
in the short run, and a 15 per cent increase in the longer run, after 
new investments had been made (Linnemann and Verbruggen, 1991). 
A similar study has not been made for the PTA region, however, so 
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the quantative effects of the initial PTA tariff reductions have not been 
established. There are now two trends that have opposite effects on 
the role of tariffs; the general liberalisation taking place resulting in 
more competitive economic environments may lead to a relatively 
greater role of tariffs. At the same time many countries are also re- 
ducing their overall tariff rates for all imports, and this naturally leads 
to a reduced relative role for tariffs and tariff preferences. 

The  relevance of PTA 

When we consider the PTA programme and institutions in relation to 
the above discussion about trade constraints, we see that PTA has pri- 
marily attacked the problems of tariffs, the lack of trade information, 
and that of payments. PTA has only to a limited extent dealt with the 
problems related to transport, and to poor compatibility (industrial 
joint ventures and cooperation). At best, it has therefore had a limit- 
ed positive impact on the intra-regional trade structures. 

We have also seen that due to the profound economic reforms being 
undertaken in most PTA countries, the relative roles of the different 
trade constraints are changing. In particular, the role of over-valued 
currencies, payment restrictions, and non-tariff barriers may be re- 
duced. The future role of tariffs may remain of less importance. This 
may even reduce the need for the Clearing House, and make tariff 
preferences of even less relevance. To be relevant in the future, PTA 
will therefore have to reconsider its strategy for economic integration 
through trade measures, and will have to concentrate more on the 
means to increase economic compatibility and improve transport and 
communication in the region, and to influence donor policies. 

WILL SOUTH AFRICA'S TRADE BENEFIT FROM PTA 
MEMBERSHIP? 

South Africa's exports (excluding gold) total around USD 13.5 billion 
(1989), while that of the entire PTA is approx. 10 billion. While intra- 
PTA trade has been fluctuating around USD 600 annually, South 
Africa's exports to the PTA region (and thus excluding Botswana) 
may be around USD 2,600 million, of which approximately 60 per cent 
are to the neighbouring SACU members.9 This is four times as much 
as the present intra-PTA exports! In addition, there is an estimated 
unrecorded export from South Africa to its nearest neighbours or 
around USD 300 million annually (Tj~nneland, 1992:72). South 
Africa's imports from the PTA region are more limited, probably 
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around USD 700 million, but are still comparable with the present 
intra-PTA trade. 

The pattern and limitations on South Africa's regional trade, are 
very similar to what has been described above, and it is also primar- 
ily geared towards the nearest countries and others with good com- 
munications. South Africa's regional trade is substantially based on 
South Africa's manufactures. South Africa has the additional advan- 
tage, however, of a preferential status in the members of the SACU 
(Botswana, Lesotho, Swaziland), and in Namibia. On the other hand, 
it has had a disadvantage in those PTA countries that have applied 
sanctions against the apartheid regime, and to some extent also in the 
SADCC region, where several donors have avoided purchases from 
South Africa. 

With the complete lifting of sanctions, only those particular con- 
straints will disappear. This may result in increased exports to coun- 
tries like Angola, Tanzania and Kenya. But it may not have an imme- 
diate impact in countries that have been trading freely all along. There 
are presently several on-going studies, attempting to foresee the 
impact on regional trade from the lifting of sanctions and reintegra- 
tion of South Africa into more normal economic relationships with 
the whole African continent, and it may therefore be too early to pre- 
dict the expected quantative changes. Tj~nneland cautions that there 
are a number of severe limitations on future South African trade 
expansions to Africa and the region, among them the medium to high 
costs of South Africa's manufacturing industries, and the limited abil- 
ity to pay in the PTA countries. At the same time, the new situation 
may provide opportunities for some neighbouring countries to pene- 
trate the South African market with labour-intensive low-cost indus- 
trial products (Tj~nneland, 1992:73-74). 

If South Africa was to join PTA, South Africa's membership of the 
PTA could only be carried out if specific clauses and conditions are 
negotiated. One of the most important elements in the PTA Treaty, is 
the most-favoured-nation (MFN) clause. This clause may not have 
been strictly implemented, but these exceptions have not had much 
impact on other member countries, and have therefore been implic- 
itly accepted as a means of promoting intra-regional trade. However, 
there is a specific exemption for Botswana (if it were to join), Lesotho 
and Swaziland because of their membership in the SACU. In the case 
of South Africa, this problem has to be solved, either: 

a. South Africa will have to grant all PTA members the same free 
entry into South Africa for their goods on an MFN-basis, in accor- 
dance with the PTA Treaty, or 



212 Arve Ofstad 

b. PTA will have to accept a similar exception for South Africa, al- 
lowing it to continue its free trade within SACU without auto- 
matically granting the same to all other PTA members, or 

c. SACU will have to be re-negotiated, and new tariff barriers will 
have to be erected within SACU, or 

d. Negotiation will take place, allowing for a transitional period, par- 
tial tariff reductions, or other possible agreed compromise solu- 
tions. 

Of the above, alternative a) may carry excessively high costs for South 
Africa if it is to be acceptable, although one should not rule out this 
possibility completely. The b) alternative will bring very few imme- 
diate benefits to the trade regime, if everything just continues as at 
present. Alternative c) also seems rather unlikely, but should perhaps 
not be ruled out, as there are also other arguments for dissolving or 
renegotiating SACU. The most likely outcome may therefore be alter- 
native d), but this is most difficult to predict. There is a possibility 
that the negotiated agreement will tend towards alternative a), if 
South Africa by joining PTA would like to be seen to accept some 
balancing of the benefits from regional integration, in favour of the 
less developed PTA members.10 

There is also a more limited trade agreement between Zimbabwe 
and South Africa, providing duty free entry for most agricultural pro- 
ducts and preferential tariffs for manufactured goods with a high 
local value added component (Ridell, 1992:43). This agreement has 
been accepted, at least in practice, by PTA, without requiring Zim- 
babwe to grant the same preferences to all PTA members. However, 
it is less likely that PTA will accept this agreement if South Africa 
also joins. The arguments and alternatives are parallel to the above 
regarding the SACU obligations. 

If South Africa joins the PTA, and does provide lower preferential 
tariffs on a mutual and reciprocal basis in accordance with the PTA 
agreements, this will therefore not affect its trade with SACU and 
with Namibia, and probably not with Zimbabwe. It may, however, 
improve the competitive position of South African exporters in coun- 
tries like Malawi, Zambia, Mozambique, Tanzania, Angola and 
Kenya. However, in many of these countries substantial parts of their 
imports are financed by tied donor funds, which will limit the oppor- 
tunities for the South Africans. From South Africa's point of view, it 
would therefore be beneficial, if it was granted preferential status in 
these countries under the PTA agreement. It should be noted that five 
of these are also SADCC countries, and of the PTA non-SADCC coun- 
tries, very few outside of Kenya will be of much interest to South 
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Africa in the next five to ten years, for the reasons outlined. At the 
same time, it can be assumed that South Africa may be equally inter- 
ested in trade agreements and preferential status in some non-PTA 
countries, such as Za'ire, Nigeria, and other West African countries, 
which represent an equally interesting market for South Africa. 

While South Africa stands to gain from preferential trade agree- 
ments, it may therefore be questioned whether PTA is a useful frame- 
work for such agreements, as seen from South Africa. We also see that 
from the point of view of South Africa, preferential tariffs may be of 
less importance than the general liberalisation of import regimes in 
many of these potential markets, including the untying of develop- 
ment aid. 

Viewed from the importing countries, however, it is not obvious 
that they will gain from providing South Africa preferential entry. 
Such policies may result in more expensive imports from South Africa 
being preferred by the importers, because of the lower tariffs. This 
will result in both higher outlays in foreign exchange, and lower tariff 
revenues for the government. It may, in some cases, also result in 
increased competition for local producers. 

This can only be justified, if the country's exporters will gain even 
more from obtaining preferential treatment on the South African mar- 
ket. Again, since SACU members, Namibia and Zimbabwe already 
have such preferential access, this will only affect the countries out- 
side of this group. There are few PTA countries today in a position 
to make use of such opportunities. One could imagine that countries 
like Malawi, Mozambique (after the war is over), Kenya, and 
Mauritius will become candidates for increased exports to South 
Africa in the short and medium term. In the somewhat longer term, 
Tanzania may also recuperate and also develop a stronger economy 
in export markets. But at the same time, experiences have shown that 
those countries that already have free access to the South African mar- 
ket, such as the SACU members, have not been able to use this as an 
opportunity to industrialise and penetrate into this market. On the 
contrary, it is often argued (and can also be shown, see e.g. Nordds, 
1992) that being a part of a customs union with South Africa, has actu- 
ally reduced industrialisation in these countries. In order to benefit 
from South Africa's membership, there may therefore be a need for 
some sort of non-reciprocal preferential treatment. (There may also 
be other benefits arising from South African membership in PTA, such 
as a greater opportunity to attract South African investments, easier 
movement of manpower, access to training centres, etc. In all of these, 
there will be pros and cons that cannot be discussed in this chapter, 
where we are concentrating on trade and trade related issues.) 
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My conclusion is that South Africa stands to gain more than the 
present PTA countries, if South Africa were to join PTA and accept 
mutual and reciprocal tariff preferences. Those countries to be most 
affected are likely to be the SADCC countries outside of SACU, plus 
possibly Kenya and Mauritius. The net benefits to Zimbabwe seem 
particularly uncertain. Since I have argued above that the main inter- 
est groups behind PTA are the industrial and trading sectors in Kenya 
and Zimbabwe, it is not certain that they will accept South African 
membership in PTA without considerable negotiations. 

I have also questioned whether PTA is the best framework for such 
trade negotiations. It may be more relevant for regional development 
to strengthen the ties within closer and more coherent regional group- 
ings, such as SADCC including South Africa, but possibly excluding 
Tanzania. Such an economic grouping could enter into separate agree- 
ment with other countries outside of the grouping, such as Kenya and 
Mauritius (possibly with an East African grouping), or Nigeria and 
ECOWAS. 

PTA MECHANISMS TO PROMOTE A BALANCED REGIONAL 
DEVELOPMENT 

I have argued above that there will be a need for some balancing 
mechanisms if South Africa is to join PTA, in order for the PTA to 
benefit from this expansion. But does the PTA Treaty in theory and 
practice allow for such unbalanced treatment? 

At the outset, PTA aims to develop a free trade area, and eventu- 
ally a common market. As a preferential trade area, non-discrimina- 
tion and MFN treatment on an equal basis, have also been important 
elements. Under these conditions, any discrimination of individual 
members, be they weak or strong, is against the text as well as the 
spirit of the PTA. Any deviation from this, will therefore have to be 
treated as exceptions to the rule. 

Nevertheless, some such exceptions have been made. The most 
notable exception relates to the SACU members who are not obliged 
to follow the agreed tariff reduction schedules. But this exception is 
not based on the relative weakness of these countries. Another cen- 
tral exception has been made in the definition of the rules of origin 
for goods to be accorded preferential treatment. One of the require- 
ments has been that a certain minimum proportion of the ownership 
and management had to comprise nationals of the producing coun- 
try. This rule, however, was agreed in order to protect national indus- 
tries vis-a-vis international companies, and not necessarily related to 
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the level of development in the particular country. 
The less developed countries as well as crisis-affected newcomers 

such as Mozambique, have been afforded special derogations both in 
relation to the requirements in terms of national ownership, and post- 
ponement in implementing the tariff reductions. After several years 
of studies and negotiations also the formula for contributions to the 
PTA budget was also amended, in order to reduce the burden on the 
smaller countries (Martin, 1990:168-171). Few other special pro- 
grammes have been implemented. In the PTA Secretary General's 
own summary of achievements and problems (PTA, 1991), the ques- 
tion of uneven distribution of benefits was not even mentioned. 
Though he did allude to the need to design and implement special 
programmes to assist the PTA Least Developed Countries (LDCs) to 
industrialise much faster, this priority is not repeated in the new PTA 
Trade and Development Strafegy,  which was being drafted in 1991 (PTA, 
1991b). 

One reason why little emphasis has been given to special measures 
in favour of the less developed countries in the region, may be that 
most members belong to the group of LDCs as defined by the UN, 
and most countries are indeed relatively underdeveloped and dis- 
advantaged. It is therefore difficult to design special policies that will 
in fact cover the majority of the members. 

If South Africa joins, the situation will be quite different, however. 
South Africa is so far ahead of the rest in terms of economic devel- 
opment, that some differentiation will have to be introduced. 
However, as indicated above, there are examples of such differentia- 
tion having been made, dealing with South Africa may require a more 
total reconsideration of the PTA concept and spirit of non-discrimi- 
nation. It is difficult in this chapter to foresee or prescribe how this 
can be done. Nevertheless, a few possible methods could be men- 
tioned: 

- South Africa may accept non-reciprocal tariff reductions and other 
trade preferences, for instance along the line of the GSP system 
accorded by industrial countries to developing ones, or along the 
lines of the Lom6 agreements, 

- A system of compensation for tariff revenue may be developed 
foregone, for instance along the line of the SACU mechanisms, 

- Special incentives may be implemented for South African invest- 
ments and soft loans to other PTA members, in order to encour- 
age transfer of capital and technology from South Africa to the 
other PTA members. 
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Again, one could question whether PTA provides a suitable frame- 
work for such negotiations. Since South Africa's interests will be lim- 
ied in most of the PTA region outside of the SADCC, it may be more 
feasible to negotiate within a smaller grouping. This will also be less 
costly for South Africa, and possibly provide more benefits to those 
countries most directly affected. On the other hand, PTA is a larger 
unit and will possibly have a stronger bargaining position vis-a-vis 
South Africa. This last point is uncertain, however, since most of the 
other PTA countries are of only marginal interest for South Africa. 

CONCLUDING REMARKS 

If PTA is to become an effective tool for regional cooperation and 
development, it will have to re-orient its policies, along lines that are 
already under way. I have also argued that further revisions are neces- 
sary, if South Africa is to join as a full ordinary member. Finally, I 
have questioned whether PTA is the best framework for such rene- 
gotiations, and have argued that a smaller and more coherent group- 
ing of countries might be more suitable and efficient. 

There are many good reasons, however, why regional cooperation 
and integration are also useful mechanisms for development in the 
Southern Africa region. One of these is the world-wide tendency 
towards regional groupings, and in negotiations on an international 
and global level, individual countries in the region will be able to 
improve their bargaining power if they cooperate more closely. One 
area of negotiation which seems close and most relevant, concerns 
international donors and their policies and practices. A good starting 
point might be a joint effort to negotiate un-tying of development aid, 
at least in order to provide preferences for regional products. 

NOTES 

1. In addition. Egypt has been present as an observer during PTA meetings. 
2. Before Angola and Sudan joined as member states. 
3. In more @aceful times, there may also develop a third "cluster" for the 

countries on the Horn of Africa: Ethiopia, Djibouti and Somalia. 
4. This is not to be taken as an absolute-condition. Countries in the region 

also trade in products like maize, sugar, meat, fish etc. Even based on such 
products alone, there is a potential for increased trade. The potential is far 
greater for manufactured goods, however. 

5. According to one source, it handled USD 550 million in 1990 (PTA, 1991a). 
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6. Information provided by PTA to Norway in April 1991, according to report 
from the Norwegian Embassy in Harare, 23 April 1991. 

7. Whether the local producers manage to survive under increased competi- 
tion, is a separate question. 

8. The role of the Clearing House is further elaborated by Harvey and 
Hudson in chapter 5. 

9. These are rough calculations, based on Tjunneland (1992:72) and Ofstad 
et al. (1986:139). 

10. This issue is also discussed by Isaksen in chapter 9. 
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11. Factors Affecting Flows of 
External Capital to Post- 
Apartheid Sbuthern Africa 
Bevtil Ode'n 

The aim of this chapter is to discuss the prospects for external capi- 
tal flows to Southern Africa in the post-apartheid era. Southern Africa 
is defined as South Africa plus the ten SADC(C)' states. Three 
categories of external resources will be discussed: Direct investments, 
long term non-concessional loans and development assistance (ODA 
as defined by OECD and therefore including credits with a grant ele- 
ment of 25 per cent or more). 

The discussion will not be related to calculations of any "resource 
gaps" for the region. Any such calculation will most probably be fu- 
tile due to the high degree of uncertainty in any attempted projec- 
tion. Nor will the arguments related to the possible negative effects 
of large external capital inflows on domestic resource mobilisation, 
"dutch disease" effects etc. be discussed in this context, although they 
are relevant in some of the SADCC countries. 

As is always stated, the development in Southern Africa after the 
fall of apartheid will be closely linked to the development in South 
Africa. Many scholars, main economic actors and aid agencies are 
producing regional scenarios based on various assumptions regard- 
ing the South African process. They range from annihilation or chaos 
over regional fragmentation, market led regional integration to re- 
gional development integration aimed at reducing the present region- 
al imbalances. See for instance Davies (1990c), Green (1991), 
Stoneman-Thompson (1991b), Martin (1991) and SADCC (1991a). 
Studies commissioned by the World Bank and the African 
Development Bank, ADB, are planned to be ready later this year. 

I will not use much space on this issue here, as it is dealt with in 
other chapters (See those by Davies, Ohlson-Stedman and Tostensen). 
It is sufficient simply to state that the following discussion is based 
on a "main-stream scenario" for development in South Africa, includ- 
ing inter alia that the on-going process towards a post-apartheid so- 
ciety continues and that an interim government is elected no later 
than 1994. As a result of these steps, the on-going dismantling of the 
international sanctions can be expected to continue. Although political 
and social events may continue to be turbulent, no major set-backs 
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are assumed to occur and furthermore it is foreseen that the violence 
in the society can be kept under reasonable control by the new govern- 
ment. 

A further assumption is that the economic policy of the new govern- 
ment will be some type of mixed economy, which is largely accepted 
by private capital at the same time as it delivers gradual improve- 
ments to the majority of the population, who were previously heavi- 
ly discriminated by the apartheid system. 

Such a scenario may be criticised for being far too optimistic. 
However, we shall see that it is still not enough to paint a rosy pic- 
ture for the future capital flows to the region. 

As a starting point, some brief facts on the flows of external resour- 
ces during the 1980s will be provided. This is followed by a discus- 
sion of how a number of factors might affect the three categories of 
external flows. I will deal with these factors at three levels: the glob- 
al or world system level, the regional and the national level. Finally 
I will offer some tentative conclusions. 

The chapter is mainly empirical; to the extent there is a theoretical 
basis, it falls within the realistic international political economy 
(RIPE) context. 

THE DEVELOPMENT DURING THE 1980s 

Our starting point will be the situation in the 1980s. Due to the apart- 
heid policy in South Africa, which isolated that country from normal 
international contacts up  to the beginning of the 1990s, we have to 
analyse the links with the rest of the world separately for South Africa 
and the SADCC countries. 

International sanctions against South Africa were significantly 
strengthened in the mid-1980s. USA, EC, the Nordic countries, and 
the Commonwealth countries introduced or sharpened legislation 
regarding trade and investment relations. The decision by the large 
international banks in August 1985, to no longer renew their out- 
standing short term loans to South African debtors, was of the utmost 
economic importance. This led to a declaration of moratorium from 
the South African government and a total lack of access to long term 
debt for three years and only very limited access up  to the present. 

This resulted in a change in the net capital flows to South Africa. 
Up to 1984, it had been positive, whereas from 1985 it turned nega- 
tive and forced the government to reintroduce the financial rand and 
to restrict import to provide the necessary current account surplus. 



Flows of External Capital 

Table 11.1. Net capital flows to South Africa 1985-1990 
(Rand million) 

 on^-term' -522 -3,162 -1,701 1,173 -1,230 -1,945 -2,706 
Short-term' -7,799 -1,910 -1,150 -5,035 -3,115 -929 -3,345 
~ o t a l '  -8,321 -5,072 -2,851 -6,208 -4,345 -2,874 -6,051 
Net flow as2 

% of GDP -6.8 -3.6 -1.7 -3.1 -1.9 -1.1 
- - - - - p- - - -- - 

' South African Reserve Bank 
IMF 

Direct investment 

According to Table 11.2, taken from Stoneman-Thompson (1991b), 
foreign direct investment flows changed significantly during the 
decade. In 1980-84, the total inflow of foreign direct investments to 
South Africa was almost 1 billion USD, while the disinvestment 
during 1985-89 was almost 0,5 billion USD. The main sellers were US 
companies and to a lesser extent companies from UK and other coun- 
tries. (IRRC, 1991). During this period a significant outflow of South 
African direct investment capital also took place as a number of South 
African companies invested in European countries. (AAM, 1988). 

Table 11.2. Foreign direct investment into Southern Africa 
(Total for period, USD million) 

-- -- - p - - - - 

Country 1980-84 1985-89 

Angola 373.6 -27.5 
Botswana 307.1 354.2 
Lesotho 19.4 37.5 
Malawi 13.2 1 .O 
Mozambique 6.3 1.7 
Swaziland 47.7 192.3 
Tanzania 33.9 10.1 
Zambia 106.0 128.8 
Zimbabwe -0.2 -20.1 
- - -- - -- - - 

SADCC total 
P - - - -  - -- 

907.0 678.0 

South Africa 944.0 -453.0 
- - 

Source. Stoneman, C., & C. B. Thompson, 1991, Southern Afrlca after Apartheid, Africa 
Recovery Briefing Paper No. 4 They refer to UN Centre for Transnational 
Corporations, based on IMF, OECD and national government data. 
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For the SADCC countries as a group, the picture was different and 
individual countries underwent different developments. As can be 
seen from Table 11.2, the direct investments in the SADCC countries 
during 1980-84 were almost as big as those in South Africa, while 
during 1985-89 a net inflow of direct investments continued in some 
of the SADCC countries. Most investments during this period took 
place in Botswana, Swaziland and Zambia. Statistics on direct invest- 
ments differ between sources, and the figures published in the World 
Debt Tables (Table 11.3) for the SADCC countries are not exactly the 
same as those in Table 11.2, but the main trend is similar. 

Table 11.3. Direct ilzvestmetzt in the SADCC countries 
(Net, USD million) 

Country 1980 1985 1986 1987 1988 

Angola 0 0 0 0 0 
Botswana 112 54 70 114 40 
Lesotho 5 5 2 6 21 
Malawi 10 1 0 0 0 
Mozambique 0 0 0 0 0 
Swaziland 27 11 31 48 51 
Tanzania 0 0 0 0 0 
Zambia 62 52 28 75 93 
Zimbabwe 2 3 8 -31 -18 

Total SADCC 218 126 139 212 187 
- 

Source: The World Bank, 1992, World Dcbt Tables 1991-92. 

Commercial loans 

Commercial long term capital was a scarce commodity in the region 
during the second half of the 1980s. The net long-term capital out- 
flow from South Africa was negative and fluctuated between 1.2 and 
3.2 billion Rand per year in the period 1986-1991, which correspond- 
ed to between 0.5 and 2.2 per cent of GDP. An excellent review of 
South African international borrowing has been published by 
Jonathan Garner and Jonathan Leape at the London School of 
Economics (Garner & Leape, 1991). 

Some of the bigger SADCC countries (Mozambique, Tanzania and 
Zambia) are in a serious debt crisis, and cannot pay scheduled debt 
service. They try to pay their debts to the IFIs in order to be eligible 
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for new 1oans.In addition, they hope to receive new ODA from the 
bilateral aid agencies. Normally they will only repay other commer- 
cial loans if this paves the way for new loans from the same source. 
However, as can be seen in Table 11.4, non-concessional loans were 
made available to Mozambique and Zambia. In the case of Zambia, 
this is probably explained by the fact that the copper mining compa- 
ny, ZCCM, may receive loans due to its economically semi-autono- 
mous position in the Zambian economy. 

The main borrowing country in the region during the period was 
Angola, which took 95 per cent of the total net flow, in spite of the 
on-going war. The registered non-concessional loans are probably 
related to the oil exploration, carried out as an enclave economy, sepa- 
rated from the rest of the Angolan economy. Four countries-Malawi, 
Swaziland, Tanzania and Zimbabwe-registered negative net flows 
during the period. 

The net flow of non-concessional loans to the SADCC countries as 
a whole amounted to 13 per cent of the total aid inflows during 
1986-90. With the exception of Angola, commercial loans have 
played a minor role for the SADCC countries during the period. 
However, the net outflows of commercial capital from Malawi, 
Swaziland, Tanzania and Zimbabwe constituted a further strain on 
their current accounts. 

Table 11.4. Non-concessional loans to the SADCC countries 

Country 1980 1985 1986 1987 1988 1989 1990 1986-90 

Angola 
Botswana 
Lesotho 
Malawi 
Mozambique 
Swaziland 
Tanzania 
Zambia 
Zimbabwe 
p p---- 

Total SADCC 

Note: The table includes net flows, excl. IMF, USD million. It excludes 
Namibia. 

Source: The World Bank, 1992, World Debt Tables 1991-92. 



During the 1980s and particularly the latter half of the decade the 
SADCC area has been very "aid intensive". The inflow of aid per capi- 
ta to the region is around three times the average for the third world. 
In spite of the low share of third world population (2 per cent) and 
third world GDP (l per cent), the region receives more than 7 per cent 
of total development assistance. 

As shown in Table 11.5, the ODA flows to the SADCC countries 
have increased significantly from 1986. Over the three-year period 
1988-90, the region received around double the amount it received 
during 1983-85, in current USD terms. Although changing prices and 
exchange rates make exact comparisons difficult, it is obvious that 
the aid flow has also increased significantly in real terms. Part of the 
increase is explained by the additional aid which is given as support 
to on-going structural adjustment programmes. The increased aid 
financing of the SADCC transport corridors through Mozambique 
and the Tazara and the DSM harbour in Tanzania accounts for an- 
other portion of the increase in aid. 

The main donors to SADCC and the SADCC countries are Sweden, 
EC, IDA, Japan, UK, Germany, Italy, Norway and the Netherlands. 
(See Table 11.6 for the main donors to the region and Table 11.7 for 
the main donors to the individual SADCC countries). The EC and its 
member countries provide almost half of the aid to the region and 
the Nordic countries more than 23 per cent. Or expressed different- 
ly: The aid from the Nordic countries constitutes a larger inflow than 
all commercial capital. 

Let us now turn from the 1980s to the 1990s and discuss some of 
the factors that will influence the future development. 

Southern Africa's share of world trade and the world economy has 
been generally reduced during the 1980s, as has the share of the en- 
tire Sub-Saharan Africa. Southern Africa plays a marginal role in the 
global economy. Together the region exports less than l per cent of 
global exports and its imports are around 0.9 per cent of global 
imports. In both cases, the region as a whole plays a role similar to 
Denmark in the world trade. 

As has so often been stated, the potential of the region is much 
greater. Its population is around 100 million, it is one of the richest 
regions in the world with regards to mineral and energy resources. 
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Table 11.5. Net disbursements of O D A  from all sources to tlze SADCC 
countries 1980, 1986-1990. 

Country 1980 1986 1987 1988 1989 1990 

Angola 
Botswana 
Lesotho 
Malawi 
Mozambique 
Namibia 
Swaziland 
Tanzania 
Zambia 
Zimbabwe 

Total SADCC 1,776 2,346 2,981 3,448 3,189 3,848 

Note: USD million at current prices and exchange rates. The total excludes Namibia. 
Source: DAC Development Report 1991 and previous years. 

Table 11.6. Main sources of aid to the SADCC countries in  1990 
ODA net disbursements to all SADCC countries. 

Donor million USD per cent of total 
- P -- - - - - P - - - - - - P -- -- P 

1. Sweden 432 10.9 
2. IDA 356 9.0 
3. Germany 327 8.2 
4. EC 287 7.2 
5. Italy 274 6.9 
6. Norway 269 6.8 
7. Netherlands 232 5.9 
8. UK 213 5.4 
9. USA 193 4.9 

10. Japan 167 4.2 
11. Denmark 160 4.0 
12. France 154 3.9 
13. Finland 144 3.6 
14. Canada 142 3.6 
15. African Dev. Fund 111 2.8 
(16.) Others 506 12.8 

- - 
Total 3,967 100.0 

- - -- P - - - 

Source OECD, 1992, Geographzcal D~str tbuf~on of Ftnanczal Flows fo Developfng 
Countries 1987/90, Paris. 
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Malawi 

Mozambique 

Swaziland 

Tanzania 

Zambia 

Table 11.7. Main d o ~ ~ o r s  to the individual SADCC countries, 1990 

SADCC country Total ODA (million USD) Main donors % of total 

Angola 211.7 1. Sweden 18 % 
2. Italy 18 % 
3. EC 9 % 
4. ADF 8 % 
5. Canada 5 % 

Botswana 148.1 1. Sweden 17 % 
2. Norway 15 % 
3. Germany 13 % 
4. USA 10 % 
5. Canada 8 % 

Lesotho 137.8 1. France 12 % 
2. Germany 10 % 
3. USA 10 % 
4. ADF 10 % 
5. EC 9 % 
1. IDA 20 % 
2. Germany 11 % 
3. UK 11 % 
4. EC 9 % 
5. WFP 9 % 
1. Sweden 14 % 
2. Italy 11 % 
3. EC 9 % 
4. France 8 % 
5. IDA 7 % 
1. USA 25 % 
2. EC 15 % 
3. Italy 10 % 
4. Denmark 9 % 
5. Germany 7 % 
1. IDA 16 % 
2. Sweden 13 % 
3. Italy 9 % 
4. Norway 9 % 
5. Netherlands 8 % 
1. Germany 16 % 
2. Norway 11 % 
3. Netherlands 9 % 
4. UK 9 % 
5. Japan 8 % 

Zimbabwe 343.2 1. Germany 14 % 
2. Sweden 11 % 
3. Japan 8 % 
4. Netherlands 7 % 
5. Norway 7 % 

-p - -- 
-p - -- p p p - p 

Source OECD, 1992, Geographzcal Drstrlbutron of Frnanczal Flows to Developli~g Countrzes 
1987/90, Paris. 
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Its agricultural potential under peaceful and economically sound 
policy conditions is also very high. This means that under ideal cir- 
cumstances, there should be a substantial external economic interest 
in the region. However, the real world is much harsher than the ideal 
and a number of external and regional factors makes it less probable 
that the outside world will show much interest in the region. 

At the global level, one short-term factor is the low economic 
growth in the OECD countries. A continuation of the low demand for 
minerals and base metals will reduce the scope for increased exports 
from Southern Africa. The long term structural changes in the inter- 
national division of labour due to technological breakthroughs in for 
instance the electronics, informations technology and bio-engineering 
as well as resource-saving processing methods in other branches, are 
however factors of much greater importance than this short term 
trend. They threaten to further marginalise raw material and espe- 
cially mineral producers. The implications of this development for a 
new democratic government in South Africa is less resources for 
restructuring and dealing with issues related to a more balanced 
development in the region. 

There are both short and long term implication of the disintegra- 
tion of the Soviet Union and the collapse of the socialist system in 
Eastern Europe. Some of those implications for Southern Africa are: 

- Less political and economic interest in the region, no longer being 
an area of super-power competition. 

- Former Soviet Union and the Eastern European countries are now 
competitors with the third world, including Southern Africa, for 
investment, capital and aid from the OECD countries. 

- A rapidly growing interest in some of the countries of the former 
Soviet Union and Eastern Europe in trade and other economic co- 
operation with South Africa. A restriction on such a development, 
however, is the precarious foreign exchange situation of those 
countries. 

- The former inflow of aid and loans from the socialist countries to 
some of the SADCC countries, mainly Mozambique and Angola, 
is now replaced by demands for repayments. 

- The present global ideological hegemony of the market economy 
and multi-party democracy excludes any alternative economic 
and political system in Southern Africa for governments interested 
in inflow of external resources-be it commercial capital or aid 
resources. The scope for manoeuvre is within this paradigm. 

- The economic trilateralisation and regionalisation of the world 
core economy between USA, Germany and Japan and their neigh- 
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bouring regions might create a degree of competition between 
commercial actors from those regions in Southern Africa, espe- 
cially South Africa. 

Hence changes at the world system level mainly suggest reduced 
flows of commercial capital and ODA to Southern Africa, due to the 
competition from the former Soviet Union, Eastern Europe, the 
Middle East and South East Asia. 

The structural trends due to technological breakthroughs as well 
as continued low economic growth in the core countries will also 
reduce the interest in new mineral investments. The only exception 
to this trend might be the Japan centred economic block. This has 
been and will probably continue to be the fastest growing of the three 
core economic regions. During the sanctions period, South Africa 
increased its economic links with Japan and most of the NICs, espe- 
cially Taiwan, Hong-Kong and South Korea. Those countries are 
dependent for their economic growth on further imports of minerals 
and raw material. The links with South Africa might therefore be fur- 
ther developed and include direct investments. This could give a cer- 
tain economic pull effect in South Africa as well as possibly in the 
Southern Africa region. 

Eastern Europe and the former Soviet Union are also interested in 
rapidly increased economic interchange with South Africa. One 
important restriction on the rate of growth of these links will be the 
scarcity of foreign exchange. As the trend during the last few years 
has indicated, the main resource flowing into South Africa is that of 
skilled labour. 

FACTORS AT THE REGIONAL AND NATIONAL LEVEL 

Direct investmenf 

One factor is the acceptance of South Africa in the international com- 
munity, including the gradual dismantling of sanctions. You can still 
hear the opinion that this will create a large inflow of foreign invest- 
ments and foreign capital into South Africa. However, there has been 
a gradual change in this opinion. Most observers now suggest that 
large scale foreign investment will not take place just simply because 
of the dismantling of sanctions. This conclusion is built on several 
arguments. The last seven years have seen a discouraging rate of eco- 
nomic development in the country with an average GDP growth rate 
of between 1 and 2 per cent negative growth in 1990-1992, increasing 
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unemployment, an inflation rate of around 16 per cent, lower pro- 
ductivity in mining and manufacturing. Violence, social disorder and 
an uncertain transition period do not improve the enthusiasm of 
foreign investors. Of even greater importance, however, is the uncer- 
tainty of the economic policy of the future government. The ANC 
leadership has not yet presented a coherent outline and the signals 
coming from different quarters are not consistent. Before this issue is 
clarified, it is unlikely that much foreign direct investment will take 
place. 

Another important factor is the behaviour of the South African 
companies. If they continile to be reluctant to invest in South Africa 
and are rather seen to disinvest, this will not encourage foreign inves- 
tors. There is also a practical and a psychological issue involved, 
which emerges in interviews with the management of US companies 
that have sold their subsidiaries in South Africa. The market has to 
be very promising if a company is to return after recently having de- 
cided to leave. On top of that some of the agreements are reported to 
include a clause, according to which the US company guarantees that 
it will not return and compete with the South African company taking 
over. 

One sign of the reluctance is that so far no British firm has made 
any major investment since the voluntary restrictions were lifted in 
early 1990. Japanese and south east Asian companies might turn out 
as exceptions from this trend. Japanese companies are for instance 
reported to have invested in office buildings in central Johannes- 
burg. 

It should also be noted that it is in the interest of the present white 
government in South Africa to give the impression that foreign inter- 
est is strong, which means that any exploratory discussion and visit- 
ing fact-finding delegation will be as heavily exposed as possible in 
the media. For other motives, the ANC has also an interest in empha- 
sising the interest of foreign companies, although the movement 
would like to see the companies postponing their actual investments 
until an interim government is in place in South Africa. 

Hence it would seem that for a number of years, the foreign invest- 
ment from the core countries in South Africa will be limited, and that 
long term development will depend on the policy carried out by the 
new government in South Africa. 

Meanwhile the reduced isolation of South Africa has increased the 
scope for South African companies to invest in the neighbouring 
countries. This interest is especially evident in Mozambique and 
Angola, although in the latter case, only a few agreements have so 
far been reported. 
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It should however be noted that most South African companies are 
reluctant to finance investments in Mozambique using their own 
resources and therefore try to mobilize as much capital as possible in 
Mozambique, or seek other financial means. 

The pattern of direct investment in the SADCC region may thus 
change in the 1990s compared to the 1980s. In the 1980s, the main 
foreign investment took place in Botswana, Swaziland and Zambia, 
while in the 1990s, Angola, Mozambique, Zambia and Zimbabwe may 
be of greater interest for foreign investors, provided the development 
towards peace continues in the first-mentioned two countries. In all 
cases, South Africa-based companies will be interested, and especially 
in Angola they will compete with companies from Portugal, Brazil 
and USA if present trends continue. In Zambia, Anglo-American 
Corporation has for example indicated an interest in modernizing 
copper mining. 

The large foreign investments registered for Botswana during the 
1980s are mainly related to two big projects, the Jwaneng diamond 
mine and the Sua Pan soda ash project. In the case of Swaziland an 
important part of the investments during the second half of the 1980s 
can be related to actions to avoid the effects of international sanctions 
against South Africa, e.g. the Coca-Cola removal of its extract facto- 
ry and the removal of some textile factories from bantustans. To the 
extent the "sanction-busting" factor has been important, a reduction 
of investments in Swaziland will take place. 

A successful process towards regional integration whetlrer of the 
market or development category, might increase the interest for 
foreign investments in the region. The allocation pattern might how- 
ever be the same as indicated above. 

Loans 

While the prospects for direct foreign investment do appear to be 
limited, the situation as regards South African borrowing on the inter- 
national capital market is different. 

South Africa's gradual re-entry to international capital markets is 
documented by Garner and Leape (1991). It began in December 1988 
with a small private placement on behalf of the government in the 
Swiss market. 1989 saw three issues in the Swiss market, ranging from 
50 to 70 million CHF, and one in the German market. In 1990 there 
was an increase in the number of issues and the amount raised, seven 
issues of totally 264 million USD, which was more than twice the 128 
million USD raised in 1989, The maturities of the new loans were also 
increased. Furthermore with this increase, the new loans only corre- 
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sponded to one fifth of the bonds and syndicated loans that had to 
be re-paid during the year. 

The trend toward increased South African access to long-term loans 
on the international capital market continued in 1991. In the first nine 
months of the year, eight bond issues were launched, including the 
first public bond since the debt crisis in 1985. The total amount was 
554 million USD, once again more than doubling the total of the pre- 
vious year. Nevertheless this was not sufficient to cover all bond 
repayments due during the year, although the net outflow is signifi- 
cantly reduced. The long term borrowing in the first half of the 1970s 
was of the order of 2.8 billion USD per annum. According to Garner 
and Leape a number of foreign capital investors are still reluctant to 
accept South African bonds, and none of the issues has so far been in 
the USA. During the first half of 1992 five bond issues, of which one 
by the South African government, are reported.3 Their total of around 
Rand 2 billion is more than total repayment during the period. Due 
to the increasing violence in South Africa international lenders have 
been reluctant and no more loans were reported in the period 
June-November 1992. 

The trend since 1989 will, however, in the medium term perspec- 
tive, most probably be strengthened and South African companies, 
parastatals and governmental institutions will have increased access 
to the international capital market. Garner and Leape emphasize that 
three factors will determine South Africas access to international cap- 
ital markets in the future: 

- The degree of political and economic uncertainty in South Africa. 
- The continued legal and political restrictions on new lending. The 

most important of these is the Gramm Amendment to the US 
Bretton Woods Agreements Act, which effectively prohibits the 
extension of an IMF facility to South Africa. This also affects pri- 
vate lending and the Debt Standstill that will have to be renego- 
tiated in 1993. 

- Developments in international capital markets. The present trend 
seems to be an increased investor interest in high-yielding bond 
issues from weaker international credits, which should favour 
South Africa. 

This new situation will reduce the restriction on increased imports 
which has been in place since 1985 and a situation with an annual net 
capital inflow could be re-established. Thereby one-out of several- 
important obstacles to increased economic growth in South Africa 
will be removed. 
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The supply of loans to the SADCC countries will probably continue 
to be limited and selective, mainly related to specific projects or 
branches, such as oil production in Angola and possibly in Namibia 
as well as the few large scale mineral projects that might come on 
stream. The precarious economic position, including the debt crisis 
in Mozambique, Tanzania and Zambia, is a serious obstacle. 

Further signs of improved regional economic integration might 
increase the interest of the international capital market to supply 
loans to the region. On the other hand, none of the SADCC countries, 
except Botswana and Swaziland, should be advised to increase their 
commercial lending. 

ODA 

As was stated in the previous section, some of the changes in the world 
system will probably reduce the international interest in allocating aid 
to Southern Africa, the main factor being the competition with other 
geographical areas, especially Eastern Europe. Another factor will be 
the reduced interest in the USA as Southern Africa is no longer an 
arena of global strategic interest. However, regional and national fac- 
tors will probably be more decisive for the future aid flows. 

One important factor is the fall of apartheid in South Africa and 
the subsequent lifting of its international isolation. This means that 
development aid to SADCC countries will be assessed outside the 
framework of an anti-apartheid policy, and therefore those countries 
will have to compete for aid on the same terms as other countries. 
Economic policy including implementation of structural adjustment 
programmes, a demonstrated interest in parliamentary democracy 
within a multi-party system, and the degree of emergency will be cru- 
cial factors in this context. 

When it comes to development aid, a post-apartheid South Africa 
will play three different roles. It will receive a certain amount of aid 
for its own development. It might also be a modest donor country 
towards its neighbours. Finally, it will be a market where other 
donors, bilateral and multilateral, not least the World Bank, will to a 
significant extent procure goods and services under their respective 
aid programmes. This will constitute a major boost to the South 
African exports to the region. 

In spite of the comparatively high GDP/capita of South Africa, 
which is twice as high as for Namibia and Botswana and three times 
as high as for Zimbabwe, the new government in South Africa can 
expect an inflow of international development aid, at least in the short 
and medium term perspective. The legacy of the apartheid system, 
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with the enormous needs for improvement in the social sectors and 
physical infrastructure for the majority of the population, is a strong 
argument for significant aid to a post-apartheid South Africa. The 
main donors will probably be the main supporters of the anti-apart- 
heid opposition such as the Nordic countries, the Netherlands and 
Canada, but also the EC, USA and the UK. The World Bank has indi- 
cated a strong interest in starting cooperation with South Africa, per- 
haps already under an interim government. The African Development 
Bank, ADB, is also preparing loans. ODA funds will probably also be 
used to support companies from the various donor countries in their 
export competition on the South African market. 

Accurate figures on the volume of present ODA funding for anti- 
apartheid and humanitarian purposes in South Africa are difficult to 
obtain. A rough estimate is made in Table 11.8. According to this esti- 

Table 11.8. Estimated anti-apartheid and humanitarian aid to South 
Africa, 1990-1991 

Aid donor million USD 

Australiaa 7 
Canadaa 11 
Commonwealtha 2 
DenmarkC l1 
ECa) andb 80 
FinlandC 3 
Franced 1 
Germany ( F e d . ~ e ~ . ) ~  4 
ltalyd 2 
 etherl lands^ 7 
NorwayC 20 
SwedenC 50 
switzerlandd 4 
U N D P ~  2 
United Kingdoma 16 
U S A ~  40 

Total 260 
- 

Sources: a. Beyond ApartJleld Human Resources zn a New South Afrzca Report of a 
Commonwealth Expert Group, London, 1991 

b A W Marx, Corzsultant Report to the UNDP on the Education Sector zn 
South Afrlca, New York, 1991 

c Information from the Nord~c  a ~ d  agencies. 
d A Wh~tes~de ,  "Aid to South Africa" m Internat~onal Affalrs Bulletzn, 

Vol. 15, N o  2, Johannesburg, 1991 
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mate the total amount for 1990-1991 should be around USD 260 mil- 
lion and the indications are that some of the major donors such as EC 
and USA will increase their aid significantly during the next few years. 

If South Africa should receive as much aid per capita (counting the 
African population only) as the present SADCC countries, that would 
imply around 800 m USD p.a. Alternatively if we take another com- 
parison, Zimbabwe with one third of the African South African popu- 
lation has received around 250 m USD p.a. Three times that is 750 m 
USD. The high GDP/cap in South Africa will probably reduce the 
willingness among some donors and reduce that figure somewhat. 
On the other hand, the World Bank and the ADB have indicated a 
willingness to provide significant loans to South Africa. 

A rough guess would be that South Africa can count upon com- 
mitments up  to 1000 million USD per annum, of which more than half 
will come in the form of loans on IBRD-terms from the international 
financial institutions. One important prerequisite is that the new 
government is prepared to follow IMF and World Bank conditions. 
This will on the other hand reduce the government's scope for short 
term actions'to restructure the economy and improve the standard of 
living of the majority of the population, who form the political base 
for the new government. The choice for the new government will not 
be easy, especially as good relations to the IMF and the World Bank 
will also be necessary for the flows of commercial loans and direct 
investments. 

During the 1980s the apartheid regime provided aid to some of the 
"cooperative" governments in the SADCC region, mainly to Malawi, 
but also technical assistance to Swaziland and Mozambique. While 
South African investments in the neighbouring states after apartheid 
will be dominated by private capital, it is possible that a modest tech- 
nical assistance programme for neighbouring states will be devel- 
oped. According to available information, the Development Bank of 
Southern Africa, DBSA, is interested in expanding their schemes from 
the bantustans to the SADCC countries as soon as that becomes poli- 
tically possible. South African institutions, such as the DBSA might 
approach other donors, suggesting three-part projects/programmes, 
where a European donor agency finances technical assistance carried 
out by the South African institution. 

This latter suggestion moves us to the third role as regards aid for 
a post-apartheid South Africa, namely as a market for the procure- 
ment of goods and services under DAC countries' aid programmes. 
This market has been restricted as long as apartheid ruled in South 
Africa, but will expand quickly as the comparative advantage of pro- 
curement in South Africa, due to transport, maintenance and service 
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factors, becomes significant. It will provide South Africa based indus- 
trial and construction companies as well as technical, economic and 
other consultants with new markets. There they will normally com- 
pete with companies from the donor country and other companies in 
the region. Seminars to prepare South African based companies for 
these new business opportunities are already organised in the coun- 
try. (See for instance the advertisement in S t a r  23/1 1991). 

The aid disbursements to the SADCC countries in 1990 were around 
USD 3.9 billion of which around 20 per cent was in the form of tech- 
nical assistance. If South African based companies could obtain 30 
per cent of the procurement of goods and services, their exports to 
the region would increase by something like 1 /4-the figure is uncer- 
tain, as trade statistics to individual African countries are not offi- 
cially published. Ultimately the outcome will depend on the compet- 
itiveness of the South African companies. I have just pointed at the 
potential. 

ODA to the SADCC Action programme is likely to decline in the 
post-apartheid era. There are numerous factors that would support 
such a conclusion. Some of the donors looked upon aid to SADCC as 
part of their anti-apartheid policy. Some of the other reasons for 
supporting SADCC might be weaker now as for instance the USA 
representative at the SADCC Annual Consultative Meeting in Maputo 
in January 1992 pointed out. So far SADCC has seemed to prepare 
itself slowly for adjustments to the new situation. Some of the SADCC 
members seem also to be more interested in improving their bilateral 
relations with South Africa, rather than using SADCC as an instrument. 

The most important factor regarding the future support to SADCC 
from the donors will be the attitudes of the member governments. 
Some of the donors have already shown signs of weariness, among 
them USA, the World Bank and the UK. None of them have been in 
the frontline regarding the support for SADCC. Nevertheless they are 
donors with substantial general influence. 

Other regional integration schemes based on SACU, PTA or any 
new concept might attract the interest of donors, provided they are 
considered to be viable. This interest might be further encouraged if 
the form of integration is seen as an instrument that can be used to 
reduce the present heavy regional imbalance, giving also the poorer 
countries in the region a share. 

It should be noted that so far disbursement statistics do not indi- 
cate lower aid flows to the SADCC countries, but the contrary. Figures 
for 1990 are higher than ever. It should however also be noted that 
this is mainly due to a strong increase in the volume of aid to 
Mozambique and Tanzania that can be related to the SAPS of those 
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countries, although funding of the transport corridors in Mozam- 
bique and Tazara/DSM harbour in Tanzania are also included in the 
figures. (See Table 11.5) Unfortunately SADCC does not publish annu- 
al statistics on pledges and disbursements to the SADCC Action 
Programme, which makes it difficult to assess the situation. 

CONCLUDING REMARKS 

Following an assumed "main-stream scenario" for the development 
in South Africa, the possible effects of the changes at the global level 
on flows of external capital to the post-apartheid Southern Africa may 
accordingly be tentatively summarized as follows: 

- The disintegration of the Soviet Union and the collapse of the so- 
cialist system in Eastern Europe will on the whole reduce the pol- 
itical and economic interest of the OECD countries in Southern 
Africa. However, two outside regions-Eastern Europe and South 
East Asia-will probably increase their interest in South Africa. In 
the first case due to political change in the Eastern European coun- 
tries and in the second case due to the increased relations during 
the sanctions era. 

- Technological breakthroughs will reduce the global demand for 
minerals and metals. A short term factor reducing the OECD inter- 
est is the low economic growth in the industrialised countries, 
which reduces the demand for minerals and other raw materials. 

The changes in South Africa pave the way for normal international 
relations with both the industrialised world and with the neighbour- 
ing African countries. It also changes the context for regional coop- 
eration in Southern Africa. Some of the trends evident in early 1992 
indicate in ter  alia the following developments due to regional and 
national factors: 

- Given the removal of international sanctions, both international 
and domestic companies will be reluctant to make major new 
investments in South Africa. The main reasons for this will be the 
uncertain political situation with a high degree of violence, uncer- 
tainty concerning the economic policy of a new, democratically 
elected government and the long period of slow economic 
growth. 

- A great interest in developing further trade relations with South 
Africa from all quarters. 
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- A gradually increasing inflow of loans from the international capi- 
tal markets to private and government borrowers in South Africa. 
This will remove one of the previous restrictions for increased eco- 
nomic growth. 

- Significant South African borrowing from IFIs, mainly the World 
Bank and the ADB, provided the new government is prepared to 
follow IMF and the World Bank policy, and a certain inflow of 
ODA, mainly to support social sectors and activities to reduce the 
effects of the apartheid system. 

- Selective investments in the SADCC countries by South African 
based companies and farmers. Most of those investments will take 
place in Mozambique and Angola, some of them perhaps also in 
Zimbabwe and Zambia. 

- A reduced volume of ODA to the SADCC region, partly due to 
the absence of the "anti-apartheid factor", partly due to competing 
aid arenas, such as Eastern Europe, Middle East and Horn of 
Africa (emergency aid), and partly due to reallocation of ODA 
funds from SADCC to South Africa. 

- A continued weak interest for direct investments and loans from 
the OECD countries to the SADCC countries, with the possible 
exception of Angola, provided the peace process continues. 

For all of the categories of external capital discussed here, it can be 
assumed that successful regional integration will increase the inter- 
est in supporting Southern Africa. In the case of direct investment, it 
would be mainly due to the potential of a larger market. In the case 
of commercial loans, it is the political and economic stability that an 
on-going regional integration symbolises which would be important. 
ODA will be particularly attracted if the integration scheme is seen 
as an instrument for more equitable development in the region. The 
motives of the various external actors can thus be assumed to be dif- 
ferent. Nevertheless it may be concluded that Southern Africa is more 
interesting to the outside world if the steps towards economic inte- 
gration are seen to take place, rather than that there is an absence of 
such such signs. 

NOTES 

1. At the SADC summit meeting in August 1992 it was decided to change the 
organisation into Southern African Development Conzmunity, SADC. The orga- 
nisation will, however, be referred to as SADCC throughout this chapter. 

2. These issues are also briefly discussed by Tostensen in chapter 7. 
3. Bureau of Foreign Economic Research, University of Stellenbosch. 



12. Swedish Aid Priorities for 
Regional Development in 
Southern Africa 
Jan Cedergren 

Development aid to Southern Africa has been very substantial during 
the last decade. The SADCC approach has been attractive to donors 
mainly for two reasons: infrastructural projects offered good com- 
mercial opportunities, both in terms of hardware and software, and 
aid through SADCC became for some donors a form of political com- 
pensation for continued economic relations with South Africa. The 
anti-apartheid creed, has been a strong force for substantial aid to the 
region and traditional economic criteria have often been replaced by 
political criteria. The introduction of structural adjustment pro- 
grammes in the region has meant increased aid inputs, but at the same 
time an unprecedented level of conditionality, adding to the already 
large aid dependency of many countries in the region. Apartheid 
gone, or seemingly gone, will certainly change donor priorities, de- 
crease aid volumes to the region and reestablish more traditional cri- 
teria for project/program selection. The hitherto negligence of the 
region to promote local resource mobilization for development will 
become more apparent. With this strong aid dependency, not only in 
terms of funding, but also in mentality, it should be of no surprise if 
South Africa is invited in where donors go out. 

THE CHALLENGE 

The GDP of all SADCC countries amounts to around USD 28 billion 
with a total population of around 80 million. Add South Africa and 
the figure becomes almost USD 108 billion with a market of around 
115 million people. Obviously regional integration becomes really 
meaningful when South Africa is included. 

Around half of SADCC countries imports originate in OECD coun- 
tries and more than 60 per cent of exports go there. About 50 per cent 
of PTA imports are aid funded out of which about 30 per cent is tied. 

Views in this document are only those of the author and do not necessarily 
reflect official Swedish aid policy. 
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Intra-PTA trade has stayed around 6 per cent of total trade for many 
years. Physical and financial infrastructure in the region benefits an 
OECD orientation rather than intra-regional. Historical links and per- 
ceptions of quality also favour that orientation, as well as the aid 
dependency. Countries in the region are more competitive than com- 
plimentary with regard to both raw materials and industrial products. 
There is too little to trade and more emphasis has to be placed in pro- 
ductive investments in the future. South Africa has substantially 
increased its trade with Africa during the last few years. Outside the 
BLNS countries, Zimbabwe is the most important trade partner but 
also other SADCC countries have increased their trade with South 
Africa. The trade balance is heavily in favour of South Africa. Bilateral 
trade offensives from the South African business community, may be 
very beneficial in the short term, but detrimental to long term regional 
integration, if the trade balance continues to grow in South Africa's 
favour. The market led free trade integration concept has thus its 
drawbacks. 

What has the present SADCC region to offer? Mainly an abundance 
of natural resources. Oil, hydropower, gas, forests, water, minerals 
and agricultural land. About 75 per cent of the region's exports are 
primary products. Proper and sustainable management of these 
resources will require regional cooperation. This drought year is a 
reminder of possible future conflicts for water in the region, conflicts 
which can only be resolved on regional level. Environmental issues 
also often require supra-national action. If the region opts for a bal- 
anced regional integration, these resources represent important 
SADCC assets in negotiations with South Africa. 

Development is very much a matter of human resources. There is 
still a great shortage of skills and experience in the region in many 
important sectors; engineering, finance, science, management, health 
etc. In higher education regional concepts are already worked at and 
the inclusion of South Africa will offer new opportunities. The vir- 
tual breakdown of reasonable wage-structures in many countries, has 
provoked an intra-regional braindrain towards South Africa includ- 
ing the bantustans, Namibia and Botswana, where salaries and work- 
ing conditions are more favourable. A democratic South Africa may 
strengthen this trend. The migrant labour problem, specifically acute 
in Lesotho, will also be affected by the changes in South Africa. Some 
of these problems require regional solutions. A regional integration 
including free movement of people in the region is still a distant pro- 
position, but a lot can be done on a regional basis to pave the way. 

The basic preconditions for regional integration in Southern Africa 
are difficult. The macro-economic environment is not favourable. 
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Fiscal and monetary policies are not harmonized, exchange rates are 
not stabilized and most currencies not convertible. Hard currency is 
still used in most intra-regional economic transactions and non-tariff 
barriers all too common. Many countries are struggling in various 
stages of SAPS, trying to cope with debt problems, balance of pay- 
ments deficits and chronicle inflation. Looking at previous integra- 
tion efforts like the East African Community, EAC, and Economic 
Community of West African States, ECOWAS, factors contributing to 
failure in those cases are also prevalent in Southern Africa. One 
obvious conclusion is that there is a clear need to "put the national 
houses in order" to facilitate regional action. Although there is not 
necessarily any contradiction between national and regional devel- 
opment efforts, regional efforts can not replace necessary national 
action. 

The apparent competitive climate between PTA and SADCC and 
conflicting statements on regional issues show, that member states 
have not yet seriously addressed the issue of regional integration and 
even less institutional rationalization. Deeds have yet to follow 
words. It is also a reflection of member states' lacking capacity to deal 
with long-term problems and the difficulty of developing a truly 
regional spirit. Regional integration means giving up  some aspects of 
sovereignty in return for regional benefits, a fact that may be diffi- 
cult to appreciate for weak, poor and struggling states, especially if 
the returns are distant and somewhat unclear. In the emerging new 
situation in Southern Africa there may be scope for more solid action 
with regard to confidence building, new security structures and de- 
militarization. Arrangements along the lines of the Conference on 
Security and Cooperation in Europe, CSCE, have been proposed. 

The Southern Africa region needs both growth and equitable de- 
velopment. This will require more than just market forces. Balanced 
integration means some sort of negotiations between South Africa 
and the other regional states as perceived in the latest SADCC annu- 
al theme document. This in its turn requires quick and bold action by 
SADCC member states. It assumes a new level of political commit- 
ment to regional development. Should SADCC work as a subregional 
unit to PTA but with the same objectives? Should there be a major 
review of all existing institutions in order to create something new 
more adapted to the new realities? Should regional action be more ad 
hoc along functional lines? These and other questions must soon be 
answered by regional leaders if they want to have any influence on 
forthcoming regional developments. Passivity on the SADCC side 
may favour other actors with more extreme ideas; e.g. a non-racial 
CONSAS with the power-house in South Africa. 
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A major issue for regional aid donors will be: How can a positive 
and constructive South African entry in the region best be achieved 
and supported? And how can an equitable regional development best 
be achieved and supported? 

THE AID PRIORITIES 

Sweden has for a long time been a major donor in Southern Africa on 
a national and regional level. Bilateral cooperation agreements are in 
force with all SADCC countries except Malawi and Swaziland. 
However, these two countries benefit from regional programmes. 
Substantial humanitarian assistance has also been given to the ANC 
and various anti-apartheid activities in South Africa. Table 12.1 shows 
Swedish aid budget allocations to Southern Africa for budget year 
1992/93. On top of the volumes shown in the table significant vol- 
umes of emergency aid and aid via non-governmental organisations 
go to countries in the region. Around 40 per cent of the Swedish bi- 
lateral aid can be estimated to go to Southern Africa. 

A continued strong focus on Southern Africa can be expected in the 
Swedish aid programme, although types, forms and distribution of 
aid may change. The anti-apartheid factor will no longer be there and 
traditional criteria like level of income, economic policies, adjustment 
performance etc. will be more important when deciding on aid levels 
and direction. 

Table 12.1. Swedish aid budget allocations for Southern Africa 1992/93 
- - 

Recipient 
- - - p p - -- - - - 

Angola 
Botswana 
Lesotho 
Mozambique 
Namibia 
Tanzania 
Zambia 
Zimbabwe 
SADCC projects 
South Africa, humanitarian aid' - 
----p- 

Total 
- 

' Mainly through NGOs and to the ANC 

Million SEK 

210 
90 
35 

395 
110 
530 
110 
220 
140 
250 

2,090 
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Continued support should be given to assist poor countries to "put 
their house in order". This means continued support to SAPs with 
active participation in dialogues on conditionality and due regard to 
social dimensions of adjustment. A specific effort should be made, 
together with other donors, to reconcile the SAPs with regional de- 
velopment and integration ambitions. Support should be given to cre- 
ate and strengthen institutions necessary to promote a positive en- 
abling environment for economic change. Specific attention should 
be given to factors facilitating regional interaction; trade policies, fis- 
cal and monetary policies, tariff and non-tariff barriers etc. Thereby 
basic preconditions for regional integration can be improved. 

Assuming continued peace in Angola and an early peace accord in 
Mozambique, there is a special case for substantial aid to resettle- 
ment, reconstruction and rehabilitation in these two countries. 

South Africa's level of income is far above normal aid criteria. 
However, as is the case in Namibia, this figure tells only a part of the 
reality. The living conditions for the majority, are rather similar to 
those of the people in the poorest countries in the region, and very 
bad in relation to the conditions of the minority. Enormous tasks await 
a democratic government in the social sectors; health, education and 
housing i.a. To sustain democratic development in South Africa and 
political stability, the new government must be able to respond quick- 
ly to at least some of the grievances of the large majority. Two aid 
priorities seem obvious in this perspective: to support in all ways pos- 
sible the fragile, emerging democracy and its supporting institutions, 
and to poverty alleviation through support to programmes in the so- 
cial sectors directed at the poor segments of the population. It is im- 
portant to South Africa, to the region and to the world that a new 
government does not fail. South Africa has also a great need to im- 
prove its productive sector; rehabilitate manufacturing industry, 
improve productivity, create employment and diversify. Whether aid 
is needed to support private flows still remains to be seen. 

SADCC's Programme of Action should get continued support. 
However, emphasis is shifting from project investments to manage- 
ment, maintenance, training, effective planning and market orienta- 
tion. Railway authorities must become viable customer-oriented, 
commercial entities. Ports must increase their productivity to be able 
to compete. Effective and efficient utilization of existing investments 
should be a prime objective in the SADCC region. With a changing 
regional agenda and uncertainty of the institutional future, a greater 
degree of flexibility is called for with regard to the utilization of 
Swedish regional aid. 

Swedish regional aid funds should be used to promote a balanced 
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regional development in a post-apartheid Southern Africa. This 
means more support to the weaker partners in the region in a way 
that does not add to the aid dependency or subsidizes non-viable ac- 
tivities. A more prominent role for trade, production and increased 
productivity, calls for greater participation by the business commu- 
nity. In countries like Zimbabwe, Botswana and Namibia, all with re- 
latively higher income levels, such participation should be stimulated 
in the development cooperation. Whether private investors will be 
attracted to a democratic South Africa remains to be seen. The poten- 
tial dominance of South African industry may necessitate donor 
incentives to promote a spread of productive investments to the rest 
of the region. In this perspective a revitalization of the so called 
Nordic Initiative and the Norsad Fund is desirable. 

A regional criteria in the appraisal of all bilateral aid projects/pro- 
grammes should always be applied. What is supportive or detri- 
mental to regional integration efforts? Regional benefits can be used 
as a positive selection criteria. 

Preferences can be given to aid procurement in the region of goods 
and services, which is already the case, but can be further extended 
and promoted. Local consultants should be used more for regional 
assignments. With a democratic South Africa in the region, it can be 
expected to have a strong competitive edge with regard to provision 
of goods and services in the area. This could certainly benefit the 
region, but may also provoke calls for further tying from the Swedish 
business community. 

One important obstacle for development in the region is the heavy 
aid dependency. Future aid must be designed in a way that does not 
add to this dependency. It is a question of both resources and men- 
tality. Recipients must participate to a larger extent both with finan- 
cial and personnel resources. There should be a clear plan from the 
beginning regarding when aid should be phased out. Project analy- 
ses should always include recurrent implications of investments proj- 
ects and grant funds should always be on-lended on commercial 
terms when the activities are competitive and commercial in nature. 
The present scramble for South African attention and favours in the 
region, should hopefully not develop into a new dependency. To 
achieve positive results of the SAPS and of the integration efforts, a 
wider participation of various segments of the populations is necess- 
ary. Such programmes need to be internalized and accepted on a 
broad level to be successful. The public need to be better informed 
and more involved. Aid can support such efforts. The present deve- 
lopment of more democratic systems and decision processes in the 
region should be strongly encouraged and supported. In a time of 
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unprecedented external influence and conditionality, it is also of 
utmost importance to reestablish self-confidence and pride. All pro- 
blems do not always have to be and cannot be solved by outsiders. 

Whatever form of regional integration that emerges on the Southern 
African scene will imply a lot of hurdles along the road. To achieve 
regional integration is a very long-term proposition, a fact that has 
to be accepted by all parties. In the meantime a lot of small steps can 
be taken inside or outside more grand concepts. In a functional con- 
cept, for example, trade, transport and higher education seem ripe 
for more rapid regional action and integration. Suggestions have al- 
ready been made how this could be achieved. Aid with a regional 
bias can support such steps. Subregional groups can decide to move 
ahead on their own and can be supported to do so. 

Awaiting the outcome and future policies on the South African 
scene, regional leaders have been hesitant to make up  their minds on 
regional policy issues. This has left a play-ground for other more ac- 
tive actors. Bilateralism can be gaining ground at the expense of mul- 
tilateralism. This is not in the long-term interest of the region. Donors 
should support dialogue, intellectual debate, studies and other 
actions conducive to multilateral concepts of development in the 
region. 



13. Swedish Trade and 
Investment Links with 
Southern Africa 

Southern Africa has had, and still has, an important role in Swedish 
foreign policy as well as in the public debate when it comes to inter- 
national issues. A good portion of all funds for Swedish bilateral 
development cooperation is devoted to countries in this part of the 
world. When it comes to trade and corporate investments, Southern 
Africa does not, generally speaking, play a role anything near to that. 
In some specific sectors and for a few individual companies, Southern 
Africa has however been, and will remain, a relatively important mar- 
ket place in the years to come. 

Why has the region of Southern Africa commercially not become 
of greater interest and concern to Swedish business? How is the pres- 
ent development perceived and evaluated in Swedish business cir- 
cles? What can and will emerge when it comes to trade and invest- 
ment links between Sweden and the region of Southern Africa in the 
foreseeable future? 

WHY A STATIC OR DECLINING PRESENCE? 

The relative and in cases also the absolute decline in commercial links 
between Southern Africa and Sweden during the eighties is explained 
by a combination of several factors. It seems to be at least three ele- 
ments of relevance at hand. 

Cutting economic ties to the Republic of South Africa 

Starting in 1978 the Swedish Government embarked step by step on 
a policy of cutting all economic ties with the Republic of South Africa 
(and up  to 1990 Namibia). The original investment legislation ban- 
ned every "expansion investment" and was passed by the Parliament 
under the assumption that Swedish companies could and also should 
go on operating, the "hibernation assumption" 

Gradually, and due to public and political pressure, the investment 
ban however turned into a real one and in practice implied the with- 
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drawal of Swedish companies. The ban on all trade passed by the 
Parliament 1987 was the ultimate indication of that policy direction. 

Thus, as a result of unilateral legislation Swedish corporate presence 
in the South African market dramatically changed during the 1980s, 
which is shown in Table 13.1 and 2. 

Atlas Copco 1991 still had about 23 per cent of the share capital, 
but felt forced in 1987 to end the management of the local company, 
Delfos & Atlas Copco. Consequently the former daughter company 
was deconsolidated and management ties were cut. However, 
through international acquisitions, the Group become owner of three 
other corporations which were also active in South Africa. 

The reduction of Swedish controlled business presence in South 
Africa did not only influence the market share position in that coun- 
try, but doubtlessly also negatively the position and prospects of trade 
and investment links with the SADCC region as well. 

Table 13.1. Swedish companies in South Africa 
- - - - - - 

- -- 

1982 1989 
- - 

Turnover (million Rand) 287 445 
Number of employees 
- - 

3,143 1,740 
- -- - 

Source: Swedish Gover~zment reports, Regerl~zgsskrivelse 1990/91:62, Redogorelse for 
svenska foretags verksamhet I Sydafrika och Namzbla, Stockholm. 

Table 13.2. Swedish companies in South Africa 
Established units 

p - 

Company 
- - - - - 

1. Alfa-Lava1 
2. Atlas Copco 
3. Bahco 
4. Esselte 
5. Secoroc 
6 Johnson & Co. 
7. Sandvik 
8. SAS 
9. SKF 

10. Skega 
11. Transatlantic 

Source: NIR (Naringslivets Internationella Rdd), Stockholm. 
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By tradition and for rational reasons, the market presence in most of 
the states in the region had been dependent on the fact that there was 
a firmly established and well developed operation in South Africa. For 
logistical and similar reasons the establishment in that country was a 
key to the after all marginal operations that took place in other parts 
of the region (mainly in Zimbabwe, Zambia, Botswana and Namibia). 

When the centre and the periphery in the region were separated, 
several factors contributed to make business operations harder in the 
latter: 

- Large scale production and trading incentives were sharply re- 
duced if not totally removed. 

- Supply of spare parts and components became very difficult. 
- All units in the region showed poor results, and at headquarters 

the willingness to grant investment funds subsequently declined. 
- At headquarters in Sweden scarce top management time was of 

necessity concentrated on how to survive in South Africa rather 
than how to expand in the SADCC region. 

Small economies and poor economic performance 

A second and indeed a vital parameter in explaining the decline, or 
in some cases the lack of increase in economic relations, is the poor 
economic performance in the region during the 1980s. Civil wars in 
some of the states and government economic mismanagement in 
others made the small Botswana the only state recording a positive 
growth rate of any relevance in the region. 

It must also be recalled that not only the growth rate but also the 
absolute size of the economies of the region are relatively insignifi- 
cant as seen by a globally operating company. The fact is that the mea- 
surable size of the total economies of the nine SADCC countries in 
1989 was only marginally bigger than Chile's GNP or less than half 
of Portugal's. Clearly visible commercial reasons for investments in 
production and marketing in the region were, with a few important 
exceptions, not too convincing. 

Alternatives 

Decision making at global corporate level is in its simplicity to a high 
degree concerned with growth perspectives for different regions and 
allocating funds as well as top managerial resources to where the 
future markets seem to be. In that light Africa, including Southern 
Africa, does not come out positively. 



Compared to other regions, the historical record and the projec- 
tions for the future clearly indicate that Southern Africa generally 
speaking is of minor interest, as its predicted economic performance 
is meagre in comparison to other areas. Whether one likes it or not 
the relative macro comparisons contribute significantly to influence 
corporate thinking and strategy. 

Table 13.3. Growth  of real GDP per capita, 1965-2000 
- - - - -- - --- - 

Group Population 1965-73 1973-80 1980-89 Projected 
1989 (millions) (average annual percentage change) for 1990s 

Industrial countries 773 3.7 2.3 2.3 1.8-2.5 

Developing countries 4,053 3.9 2.5 1.6 2.2-2.9 
Sub-Saharan Africa 480 2.1 0.4 -1.2 0.3-0.5 
East Asia 1,552 5.3 4.9 6.2 4.2-5.3 
South Asia 1,131 1.2 1.7 3.0 2.1-2.6 
Europe, Middle East 
and North Africa 433 5.8 1.9 0.4 1.4-1.8 
Latin America and 
the Caribbean 421 3.8 2.5 -0.4 1.3-2.0 

Developing countries 
weighted by population 3.0 2.4 2.9 2.7-3.2 

- - 

Source: World Bank, World Development Report 1991, p. 3, New York, Oxford 
University Press. 

SADCC-REGION: COMPENSATING FOR LOST SOUTH AFRICA 
MARKETS? 

An increasingly vital element in official Swedish policy during the 
last decade as regards Southern Africa has been to try to support the 
expansion of commercial relations with the SADCC-region and its 
member countries. In part this could be seen as a serious attempt to 
compensate Swedish business for diminished or totally lost markets 
in South Africa. 

Two other motives have however probably been more immediate. 
First, the economic interdependence between South Africa and the 
Front Line States was seen to weaken the capability of the latter to 
take a firm anti-apartheid stand and to resist political pressure from 
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Pretoria. Swedish development cooperation as well as intensified 
commercial relations with Sweden would strengthen the economic 
performance of the weak SADCC-states. This would be a necessary, 
rather than a sufficient condition for a relatively strong anti-apartheid 
position in the region. The Nordic governments held all similar views 
in this respect and developed joint programmes and initiatives to 
meet this objective. 

Secondly, the expansion of economic ties between Sweden and the 
SADCC-region could in the view of a number of Swedish policy 
makers contribute to an enhancement of the growth of the market 
economy orientation as a substitute for the obviously mismanaged 
socialist experiments in nation-building. 

No secret was made of the existence of the commercial element in 
Swedish foreign policy as regards the SADCC-region. On the contra- 
ry, it was pronounced as a clear objective in the Nordic/SADCC 
Initiative and in other contexts as well. 

The Swedish Government authorities used, sometimes in an unor- 
thodox fashion, several different instruments to stimulate the growth 
of economic relations with the SADCC-region. On the aggregate level 
and with reference to the currently available empirical evidence, it is 
fairly easy to conclude that these intentions did not materialize. 

Swedish/SADCC-region total trade 1980 was SEK 791 million and 
the corresponding figure for 1991 is SEK 820 million at current 

Table 13.4. Trade between Sweden and the SADCC-region 
(million SEK) 

Country 1980 1991 
Export to Import from Export to Import from 

-- - -- -- - -- - - --- - - - - - 

Angola 297.0 0 67.5 0.3 
Botswana 3.3 0 88.5 0.2 
Lesotho 0.6 0 10.5 1.9 
Malawi 10.4 0.5 13.4 14.8 
Mozambique 73.9 2.7 94.2 13.3 
Namibia 1 .O 3.9 16.7 0.4 
Swaziland 6.2 6.5 5.7 28.1 
Tanzania 120.3 28.5 173.2 6.5 
Zambia 117.3 103.5 102.4 10.7 
Zimbabwe 7.1 8.7 111.5 59.7 
- - - - ---p - - -  - - - -  - - -  - -  - 

Total 637.1 154.3 683.6 135.9 

Source: Swedish Trade Council. 
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prices. This is in fact a significant decrease in trade relations if infla- 
tion effects are taken into account. One must bear in mind, however, 
that annual fluctuations in trade could be sizeable. Nevertheless the 
general observation is valid. 

In spite of well-intentioned efforts through instruments like 
IMPOD (government agency for import of Third World products to 
Sweden) and SUKAB (the counter trade organization), trading rela- 
tions have not improved. To a large degree, this is explained by the 
single fact that only a few export and import oriented Swedish com- 
panies were established under market conditions in the region. 

As regards Swedish investments in the region during the 1980s, the 
same general pattern applies. On the whole, the level of investments 
in terms of size and number of established companies remained stat- 
ic. However, while others declined, a number of companies did mana- 
ge to expand (the best example is the truck manufacturer Scania via 
a number of joint-ventures). 

Starting in the second half of the 1980s a number of commercially 
important project orders in the infrastructural sector in the SADCC area 
have been granted to Swedish companies. ASEA/ABB (power gene- 
ration and transmission), Ericsson (telecom) and Skanska (construction 
and civil engineering) are three important examples in this respect. 

In comparison to a number of individual countries, the record of 
Swedish business in terms of direct investments is, as mentioned 
above, not impressive, particularly if bearing in mind the extent of 
development cooperation. 

In Mozambique there were 14 Swedish companies in 1991, of which 
only 3 operated on a purely commercial basis, including Scanmo 
(agent for Scania) and Frexbo (agent for Volvo). The others were invol- 
ved in SIDA-supported industry projects or as consultants. Some 29 
companies in Zimbabwe are in one way or another associated with 
Sweden. A few of these are Swedish owned subsidiaries that produce 
locally, while several others are only sales-/service organizations. The 
bulk of the 29 are, however, Zimbabwean owned companies that act 
as representatives of Swedish corporations. Approximately 20 per 
cent of total "Swedish business" in Zimbabwe is directly tied to de- 
velopment/aid cooperation. 

There are 10 directly Swedish owned and operated undertakings 
in Zambia. As in the other neighbouring SADCC countries, the pic- 
ture has on the whole been unchanged since the beginning of the 
1980s. Only 2 of these 10 companies can be said to rely heavily on 
official Swedish development aid financing. In addition there are a 
handful of Swedish consultant companies whose operations are asso- 
ciated with aid programmes in the country. 
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WEAK PERFORMANCE 

Why has the Swedish Government and its authorities, together with 
the African countries and the SADCC organization, failed to stimu- 
late increased commercial presence and relations? The general answer 
to this question has been examined earlier. However, there are also a 
number of specific explanations for this failure, which might be con- 
sidered somewhat subjective and merely based on soft, impression- 
istic evidence. 

During the 1980s several new Swedish companies became directly 
involved in the region as a result of the flow of aid money. These com- 
panies mainly provided consultancy services or were similarly direct- 
ly associated with projects in the field of state financed development 
cooperation. These companies, which also occasionally included 
Swedish "Blue Chip" firms, did not establish their presence on nor- 
mal markets terms. The length of their stay was a direct function of 
availability of aid money. 

On the other hand, companies established on normal commercial 
terms, such as Sandvik, SKF and Atlas Copco, faced growing obsta- 
cles to their day-to-day business operations. Shortage of foreign 
exchange and a general unfavourable economic climate made life 
anything but easy for these companies. 

There would appear to have been only limited cooperation between 
private Swedish subsidiaries that were already on the spot and 
Swedish Government authorities aiming to expand business presence. 
There is an evident absence of joint strategic thinking. 

Rather than seeking constructive cooperation, the Swedish 
Government authorities and the business sector indulged in an exten- 
sive political and organisational exercise in creating governmental 
and semi-governmental institutions and instruments for promoting 
commercial relations between Sweden and the SADCC-region. 
Swedfund (SwedeCorp), IMPOD and similar institutions became acti- 
ve in promoting investments and trading links. The intentions were 
good, the results were harder to measure, subsequently and undoubt- 
edly fairly limited. 

On a Nordic basis, the Norsad-fund (a revolving fund aimed at 
stimulating joint-venture undertakings) was set up in the latter half 
of the 1980s. It did not actually start its operations until several years 
later due mainly to a power struggle between the SADCC Secretariat, 
the then 9 SADCC member states and the five Nordic Governments. 
Up to now, Norsad has been a failure in spite of all its financial resour- 
ces. Not a single project has to my knowledge been approved and 
come into operation. A major obstacle has been the institutional and 
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operational requirements regarding lending. Already at an early 
stage, the Swedish business community voiced its critical attitude 
towards the excessively rigid rules laid down for Norsad's opera- 
tions. Our view was that in practice the Norsad would be of a very 
limited use in stimulating new business on a Nordic/SADCC-basis. 
It is regrettable that Norsad has up  to now never played that con- 
structive role as designed for it by its architects when this Flag Ship 
on Nordic/SADCC collaboration was launched. (It is my understand- 
ing that Norsad and its way of operating at present is under rather 
intensive review by the governments concerned. The intention is to 
make the rules less rigid in order to make the fund practically func- 
tioning.) 

SWEDFUND/SWEDECORP: THE EXCEPTION? 

It would be unfair and incorrect in this context to disregard the role 
played by the Swedish government agency Swedfund/SwedeCorp 
and its activities in the SADCC-region. 12 joint-venture projects were 
initiated in 5 of the SADCC countries, mainly during the latter part 
of the 1980s. In 1991 around 5,500 employees were directly involved 
in these undertakings. The highest concentration in terms of employ- 
ment was in Mozambique (a company for seed production and dis- 
tribution). 

The basic philosophy of Swedfund/SwedeCorp is to organize com- 
mercially sound companies through cooperation between a local firm 
and a Swedish partner with the agency as a third pillar. This venture 
has been undoubtedly successful in the sense that both good Swedish 

Table 13.5. SwedfundlSwedecorp in  the S A D C C  region 1991 

Country Number of Number of 
projects employees 

- - - - -  - p 

Botswana 2 85 
Mozambique 1 4,000 
Tanzania 4 820 
Zambia 1 400 
Zimbabwe 4 21 7 

P - -- 

Total investment/Swedfund 
share of total 
-p- --- -P 

BWP 3.49m/0.49m 
SEK 20m/0.6m 
USD 10.6m/ca 15% 
ZMK 8m/2m 
ZMD 20m/2.6m 

Total 
- P P  

12 5,522 
- P - p - -P 

Source: Swedfund, Swedfund Annual  Report 1991, Stockholm, and Mr. Henric 
Thornberg, SwedeCorp, Stockholm. 
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partners and local companies have been found. Through share cap- 
ital and loan capital as well as management participation, the agen- 
cy is highly involved in the projects. 

It is, however, in most cases too early to judge the success of these 
projects. As in all business, there are obstacles and problems. It looks 
as if at least some of the joint-ventures are really viable and can look 
forward to a commercially sound future. Others may for different rea- 
sons have a much bleaker future. 

CONCLUSION 

In my view, it would have been far more rational from a strict goal 
achievement point of view if the Swedish Government and the pri- 
vate business sector that were already established in one way or an- 
other in the region, had tried from the very outset to find ways and 
meails to cooperate extensively while still bearing their different roles 
in mind. 

I realize that traditional and well established principles and other 
obstacles were and still are in operation, which made such joint efforts 
hard but far from impossible to bring about. With regards to the fu- 
ture, all of the interested parties, in my view, can learn obvious les- 
sons from the past. 

In short there are several reasons why a constructive policy should 
have been based on cooperation between the already existing Swedish 
business undertakings, rather than primarily creating new institu- 
tions and policy instruments based on government intervention in 
order to stimulate the creation of new enterprises in the form of 
Swedish direct investment or joint ventures: 

- By definition the existing companies are already physically estab- 
lished on the market. Compared to new investors the "traditional 
companies" would be able to expand their production and sales 
volumes, number of employees, etc. with relatively marginal addi- 
tional resources. 

- Based on existing firms, it would have been relatively easy with 
additional resources and other incentives to extend the network 
of African subcontractors as a matter of deliberate policy. Given 
Swedish Government support, companies like SKF would have 
fairly easily developed its maintenance concept and applied it to 
the African private and public sector. 

- The existing companies have market know-how and are largely 
regionally market orientated. If these companies had received con- 
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structive support, they could have contributed more than margi- 
nally to improve the low share of intra-regional trade. 

- The existing companies could, if they had been in a healthier con- 
dition, have been used a a vehicle for transferring positive mar- 
ket knowledge and experiences to "newcomers". 

- From a credibility point of view, when it comes to attracting new 
investors, it would have been wise for the Swedish and national 
African Governments to take steps to make life easier for the exist- 
ing firms. As part of the pre-study, a serious market oriented 
potential Swedish investor would have included talks with exist- 
ing companies. If the experience of the latter is mainly negative 
which is often said to be the case, and the emphasis is on problems 
rather than opportunities, the potential investor would certainly 
be reluctant. 

- A strengthening of the established Swedish companies in individ- 
ual SADCC countries could in many cases have been a contri- 
bution to exports and to the generation of foreign exchange as 
most of these companies exist in an international structure or 
group that has ample experience of international trade. 

FUTURE TRADE AND INVESTMENT LINKS 

The intensity and pattern of Swedish trade and investments links to 
Southern Africa in the future will be decided by a mix of several fac- 
tors and considerations. Predominant factors will concern actual, 
rather than stated, intentions of economic policy and performance. 
Indeed the level of political stability is also of fundamental im- 
portance. 

Low level of Swedish presence 

As shown above, Swedish business and commerce has undoubtedly 
a fairly insignificant economic presence in and limited commercial 
relations with Southern Africa. The pattern has to a large extent 
remained static over the last 15 years and in the particular case of 
South Africa, the decline is obvious. Over the years, our international 
and local competitors have, on the other hand, strengthened their 
market positions and are relatively well equipped in facing the fu- 
ture. Swedish companies have in many important respects been 
weakened relative to others. 

The conclusion to be drawn is that the platform for the future is in 
relatively bad shape. With the exception of firms that basically de- 
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pend on the large allocations of Swedish aid money, Swedish com- 
panies operating in the region have serious problems and obstacles 
to overcome. 

Sectoral concentration 

Looking at the region as a whole, a striking feature of Swedish busi- 
ness established in the area its the heavy concentration within the 
mining equipment sector. Such a pattern could be an asset, but may 
also rapidly develop into a short-coming if the mining industry runs 
into structural problems and becomes even more exposed to negative 
cyclical pressures. 

Economic performance 

Due to civil strife, external destabilisation and pure mismanagement, 
the countries in the region are characterised, to varying degrees, by 
poor economic performance. However, more or less all states con- 
cerned have now embarked on restructuring and readjustment poli- 
cies and programmes. There seems to exist a very healthy re-thinking 
and an increased devotion to a market economy strategy. 

Whether or not this re-orientation will result in increased foreign 
investments and expanded trade links remains, however, to be seen. 
We simply do not yet know if these changed policies will yield results 
which can be measured in actual growth. The confidence of interna- 
tional investors is at the end of the day a function of recorded per- 
formance rather than declared intentions. 

Political pluralism and stability 

Swedish as well as other potential investors are watching carefully 
the political developments in the region. The final political settlement, 
which will hopefully be reached in South Africa, plays of course a 
key role in this context. Political developments in other countries in 
the region are however of similar importance. Will the new Govern- 
ment in Zambia be able to manage the country in a more efficient 
way? Will elections in Angola produce a stable and convincing 
government? Is it probable that Zimbabwe will succeed in finding a 
way to reconcile a market economy orientation with high social ambi- 
tions? These and similar questions are put and the search for answers 
is on. Underlying all of them is a concern for future political stabili- 
ty. The investor regards political stability as a necessary but not in 
itself a sufficient condition for an acceptable supportive environment. 



Regional cooperation 
A further dimension of importance when considering Swedish invest- 
ment and trade links is what will happen in terms of regional coo- 
peration. For several established and potentially interested Swedish 
companies the regional factor is of vital importance. With the excep- 
tion of South Africa, the pure market size of any individual country 
is not impressive. We realize that SADCC, PTA and SACU as well as 
individual governments are all considering the question of the re- 
gional framework. We understand that it is a complex political pro- 
cess in which the key role of South Africa for good reasons has not 
yet been defined. What we know for sure is that a functioning region- 
al market will be a real incentive for new investors and an undoubt- 
ed stimulus for established firms in the region. 

Relative performance 

The flow of Swedish investments and trade to Southern Africa will 
be dependent on how the region and its countries perform in com- 
parison to other nations. Given the scarcity of funds and management 
resources, the corporate strategists will scrutinize carefully all of the 
possible options. If developments in Eastern Europe, from a business 
point of view seem to be as promising, it may tend to reduce Swedish 
commercial interest in Southern Africa. If developments in EC/EU 
and USA generate, as we think they will, conditions for real renewed 
growth, there are good grounds at the end of the day that they will 
influence the willingness to take risks in Southern Africa. 

The role of South Africa 

A vital factor in corporate planning and performance is the actual 
and perceived future position of market competitors. When discuss- 
ing Southern Africa, the future role of South Africa is crucial. From 
a Swedish business point of view, we have to realize that South 
African industry and commerce has developed regionally into a real 
competitor in many important fields. Given that political stability and 
sound macro economic policies are high on the agenda of the day, 
South Africa and its industry and commerce seem to have several 
comparative advantages to offer: 
- Geographically and infrastructurally South Africa has obviously 

an advantage to be exploited even more than today. This is not to 
say that for instance South African ports will be without compe- 
tition, but as in the past, Beira and other ports in the region will 
find it hard to compete with South Africa. 
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- South African business and commerce know the business culture 
and the "right channels" in the region far better than for instance 
Swedish managers. South African industry and commerce has in 
a significant way used the last 10-15 years to expand its network 
of business contacts and de facto partners in the region. 

- South African industry has expanded its direct ownership of pro- 
duction and service capacity in several states in the region. For 
instance, in the mining sector, Swedish companies like Atlas 
Copco and Sandvik is faced with a serious South African "in- 
house-trading'' in Zambia and Zimbabwe. 

- South Africa's emerging manufacturing industry is "production 
wise" said to be of medium quality and has problems selling to 
Europe and USA. Maybe the products are from both a technolog- 
ical and cost point of view ideal for "African needs". Could this 
factor in part explain the success of South African trade pene- 
tration into the region during the last years? 

My firm impression is that there is a genuine business interest in the 
Swedish corporate world for Southern Africa. Both emotional and 
objective factors point in that direction. However, real obstacles are 
present. Most of these can only be sorted out by the governments and 
citizens concerned. Further, one must not forget that Sweden in busi- 
ness terms has a weak platform relative to others in the region. It will 
be an important task therefore to find efficient and principally accep- 
table ways and means for cooperation between the Swedish govern- 
ment and the business community. It would be somewhat of a "his- 
torical failure" if the substantial solidarity with Southern Africa, 
shown for more than 20 years from Swedish side, could not find the 
new forms needed, including commercial ones, to transform that soli- 
darity into an effective partnership when finally the nations of the 
region start to build modern and democratic societies. 
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To write about Southern Africa after apartheid implies that you be- 
lieve the apartheid system will fall in South Africa, although the de- 
tailed features of the new system are still hazy. Hence an implicit 
assumption underlying the analyses by the authors in this book is 
that the process towards democratization in South Africa does not 
come to a definite halt. The authors probably share the opinion that 
this process will be difficult and pass through several set-backs, as 
those experienced in the shade of Boipatong and Bisho in mid 1992, 
when this book was edited. This also means that the time perspective 
is uncertain. The escalation of violence in South Africa, and the invol- 
vement of security forces generals and leading white politicians in 
this violence, is the strongest threat to the future of the region. 
Instead of trying to agree on a common resolution or plan of action, 
the seminar sought to analyse the possible future of the region from 
the four selected perspectives of regional integration theory, issue- 
orientation, existing regional organisations and external capital. Some 
issues, however, tended to come into focus, irrespective of which of 
the four perspectives was the starting point of the discussion. This 
signals their relevance for future regional development. Among those 
issues, the following selection can be made. These issues may also 
serve as suggestions for further research and activities: 

1. The advantages of less ambitious regional cooperation schemes are 
obvious, in the present situation with their great regional imbal- 
ances and the national question unresolved in a number of coun- 
tries, including South Africa itself. This means, for instance, that 
far-reaching financial and monetary harmonization will come as a 
result of gradual integration in other areas, rather than as an instru- 
ment for creating such integration. 

2. It also means that regional cooperation along specific functions 
emerges as'a realistic method of further strengthening regionali- 
sation, rather than ambitious regional integration schemes. With a 
general liberalisation going on in the countries forming the region, 
there is expanded scope for other players than the states, especially 
strong South African companies, parastatals and institutions. This 
again emphasizes the risk of polarisation as well as the important 
role of the states when it comes to monitoring and creating sup- 
portive and compensatory institutions and systems in the region. 
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3. There is a certain confusion concerning the role of the various exist- 
ing regional organisations, both within the organisations them- 
selves and among external players. South African initiatives will 
in many cases be decisive, including the remaining capacity and 
political will of the post-apartheid South African government to 
handle regional issues, taking into consideration the overwhelm- 
ing domestic tasks ahead of it. 

4. The trend towards converging mandates of the regional organisa- 
tions will increase the internal and external pressure for rationali- 
sation. The greater the ambitions to integrate, the more important 
the restructuring of the organisations. The creation of SADC in 
1992 will require concrete measures to resolve this complicated 
issue. 

5. Development aid will continue to play an important role in the 
region although the total volume might diminish due to competi- 
tion from other geographical areas such as the former Soviet 
Union, Eastern Europe and Middle East. The allocation of aid will 
change as the "apartheid premium" will be replaced by "normal" 
aid criteria and conditions. In the short term perspective, the 
reduction of aid to the SADC countries might be compensated for 
by increased aid to South Africa. 

6. The prospects for large private capital flows into the region are 
unfavourable due to the uncertainty of future economic policy and 
the modest prospects for economic growth in South Africa and the 
rest of the region. 

7. Security aspects, including analysis of possible new conflicts in the 
post-apartheid era, must be combined with economic and politi- 
cal analysis. The risks of a "polarization scenario" are also evident 
in this field. 

8. The whole issue of regional polarisation is critical, although it 
seems as if the strong players are not the most concerned. An 
important task is therefore to show that if this issue is ignored, 
regional development may not be sustainable. Finally, 

9. A prerequisite for a balanced regional scenario is significant coop- 
eration between internal and external forces. Concern is growing 
among outsiders that the main actors, such as the governments in 
the individual Southern African states, seem to be prepared to 
improve their short term bilateral links with South Africa instead 
of working for a more sustainable regional scenario where im- 
provements can be distributed to all. The aggregate effect of such 
a "business as usual" scenario might well be a weaker region in 
the end. 
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The issues above are "region specific". It might be pertinent to end 
this text by reminding the reader that any regionalization in Southern 
Africa will take place in the context of a rapidly changing interna- 
tional political economy, which will continue to affect regional devel- 
opment as well as that of individual countries in the region. Some of 
these global issues have been briefly referred to in the previous chap- 
ters, such as: 

- Marginalisation due to lower political, commercial and aid inter- 
est in core countries. 

- The formation of three trade blocks in the core countries might 
result in increased competition, with risks of spill-over effects into 
stronger protectionism. 

- Increzsed trade competition from South Eastern and East Asia in 
the field of manufactured goods. 

- Technical development in the core countries reducing and chang- 
ing the demand for minerals and metals. 

- No superpower competition in the region in the post-cold war era. 
This would increase the arena for action for the regional countries 
themselves. The extent to which they can develap this potential is 
crucial for the long term development of the region. 

A post-apartheid economic integration in this global setting might 
have two, not necessarily conflicting aims. One is defensive; to im- 
prove the capacity of the individual countries to meet the margina- 
lisation of the changing global economy and reduce the dependence 
on the core countries in the North. This may be viewed as a necessa- 
ry adjustment to given global circumstances rather than as a prefer- 
red first choice strategy of "de-linking". The second aim is offensi- 
ve, namely to use regional integration to strengthen the economic 
potential of the region, and thereby its individual countries, and use 
this increased strength to integrate with the North from an improved 
position in the international division of labour. 
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