
 
 

 
 
 
 
 
 
 
 

Abstract 

The paper discusses Africa's importance in the world economy. It asserts that Africa's 
importance has declined over the years. The decline coupled with extreme poverty in most of 
Africa calls for analysis of possible ways to reverse the negative trend. Together with the 
prospects for regional cooperation, regional integration of intra-Africa is discussed as one 
possible way to accelerate African economic growth in Southern Africa 
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1. Introduction 

To a very great extent, Africa's role in the world economy derives from its economic importance 
to the rest of the world: in international trade and as a destination for international investment. 
Africa's importance defined in this way is currently very small, and has declined over a long 
period. This, combined with the extreme poverty in much of Africa, means that evely potential 
way of reversing the negative trend should be analysed. One possibility is greater regional 
cooperation. This paper concentrates on one particular aspect of regional cooperation, namely 
regional integration of intra-African trade. 

There are many other forms of regional cooperation which also have the potential to accelerate 
African economic growth. The list is long, but might include water, electricity, transport, the 
environment, control of disease (both livestock and human), tourism, financial services, crime 
control and telecommunications.3 There has been some progress in Southern Africa in some of 
these sectors. Indeed, it can be argued that genuine progress is more likely by tackling the 
detailed requirements of cooperation in particular sectors, than in attempting to create ambitious 
regional trading arrangements. Nevertheless, the creation of regional trading blocs has been and 
remains a major theme of intra-African cooperation. It absorbs a great deal of the time and 
resources of African governments, and tends to have a higher profile (perhaps wrongly) than 
other forms of cooperation. This is the reason for further discussion of it in this paper. 

l This paper was written at the request of the Vice-President and Minister of Finance and Development Planning, the 
Honourable Festae Mogae, as background for his speech to a conference in Sweden in June 1997, organised by 
"Partnership Africa". Minor revisions have been made to the version used by the Vice-President, whose views are not 
necessarily those expressed in the paper. 2 In this paper, "Africa" is used to mean Sub-Saharan Africa. All the 
statistics refer to Sub-Saharan Africa, and therefore exclude the countries in North Africa. 3 There is a more 
comprehensive list, for Southern Africa, in the extensive study by the African Development Bank [1993]. 
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There are objectives of regional cooperation other than increasing economic growth. A second 
possible objective is to give African countries a more significant voice in their relations, both 
political and economic, with the rest of the world than would be available to individual 
countries. It should be noted, though, that for African countries to speak and negotiate as a 
group, they would have to agree on each issue to be negotiated, and that becomes more 
difficult the more countries become members of the group.4 This is part of the rationale for 
establishing regional cooperation among sub-groups of African countries. 

Thirdly, regional cooperation might reduce conflict; indeed, this has been the underlying 
objective of some attempts at regional cooperation, both in Africa and elsewhere. Much of 
Africa's economic decline can be attributed to wars, so that if regional cooperation could 
reduce conflict, it would have a major positive economic impact as well as achieving the 
more basic objective of reducing the human cost of wars.5 

Again, these other objectives of regional cooperation are neglected in this paper, which 
concentrates on the potential for increasing Africa's GDP faster than in the past, and (it must 
be hoped) faster than other regions in the world, as a prime means of Africa becoming less 
marginalised in the global economy. 

The next section of the paper (Section 2) sets out the relative economic importance of Africa in 
the global economy, showing that it has declined, and examines the prospects for a reversal of 
this trend. 

Section 3 then discusses the theoretical reasons for the integration of regional trade, whether 
it provides the expected benefits, and whether it results in greater inequality among member 
countries (polarisation) or in poorer countries catching up on richer ones (convergence). 

Section 4 notes that Southern Africa contains the longest lasting regional trading arrangement 
in Africa, the Southern African Customs Union (SACU), notes also that the poorer countries in 
SACU have converged on the richer economy of South Africa, asks whether SACU's 
experience has lessons for the rest of Africa, and discusses the prospects for the establishment 
by SADC of a larger regional trading bloc in Southern Africa. 

Section 5 concludes by arguing that Southern Africa may be an exception to the poor record 
of regional integration in Africa, but notes that open trading with the rest of the world, 

4 This goes some way to explaining why the role of the Organisation of African Unity is so difficult. 5 Note, 
though, that some of the African economies which declined disastrously did not suffer from wars; their decline can 
be attributed almost entirely to the economic policies of their governments. 



particularly by the slow-growing economy of South Africa, is even more 
important than regional integration. The latter may be necessary, but is not 
sufficient for rapid economic growth. 

2. Africa's relative economic importance in the global economv 

(a) Relative importance of Africa's GDP 

Much of the rhetoric concerning the benefits of African economic integration 
appears to assume that a united Africa would be a major economic force. However, 
even groups of several countries would carry relatively little weight because Africa's 
total GDP is so small, in relation to that of the rest of the world. The GDP of the 
whole of Sub-Saharan Africa in 1994 was just 1.1% of alobal GDP.6 

An even more striking comparison, perhaps, is that it was less than the GDP of the 
Netherlands, which in turn has long regarded its economy as much too small for the 
country to be economically independent. The Netherlands formed an economic group 
with Belgium and Luxembourg even before the creation of the European Common 
Market, of which it was a founder memher 

So even if all the countries in Africa were by some miracle to agree to trade freely 
with each other, their combined economy would still be smaller than that of the 
Netherlands, and would not therefore be nearly large enough to generate rapid growth 
from economies of scale. Moreover, the Netherlands is a small country 
geographically, with high quality internal transport. Africa has dreadful internal 
transport. Even if intra-African transport links were hugely improved, the distances 
would still be vast and internal transport would therefore still be expensive compared 
to that of smaller and more densely populated economies. Regional integration of 
itself would not, therefore, deliver significant economies of scale immediately, and 
thus would not would significantly increase Africa's role in the global economs. 

(b) Africa's market is shrinking, not just relatively but absolutely 

What is even worse is that Africa's importance to the world economy, never very 
great, has diminished in recent years, by about 7% in real terms between 1980 and 
1994. Population continued, of course, to grow (by 3.0% a year from 1980 to 1990, 
and by 2.7% a year subsequently) so that income per head fell: at an average rate of 
1.2% a year from 1980-94. Other developing economies continued to grow, some 
very rapidly, so that Africa~s share f~f 
6 Statistics m ffiis Section taken from World BaXk World Development Report 1996. 
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the GDP of low and middle income economies fell from 9.2% to 5.3%, in the 14 years to 
1994 

The widespread failure of African economies to grow has reduced the importance of Africa as 
a market for the rest of the world. Africa's share of the imports of low and middle income 
countries fell from 12.2% to 5.7%. Moreover, a significant percentage of imports was 
financed by aid, which amounted to very large percentages of GDP for several African 
countries (more than 100% for Mozambique and Rwanda, and more than 30% for a further 
five countries, in 1994). Overall, aid paid for more than half of Africa's imports in 1994, so 
that Africa's importance as a market for the rest of the world was even smaller than suggested 
by the aggregate figures [World Bank, 19961. 

(c) End of cold war-related strategic importance: a good thing 

A further factor reducing Africa's significance to the rest of the world has been the ending of 
the cold war. However, the financial flows to Africa in support of cold war objectives 
probably did more harm than good, both economic and political. Finance was provided 
irrespective of the economic policies of the recipient governments, much of it financed 
weapons rather than economic development, and it stimulated and prolonged wars. 

It is also well known t_at this type of aid delayed the departure of governments which 
otherwise would not, and should not, have been able to survive so long. Probably the best 
known example is the maintenance of Mobutu in power for 32 years because the US 
government supported his opposition to the government, perceived as Marxist, in Angola. 
Africa is better offwithout this type of aid, and without this sort of importance in the eyes of 
the rest nf the wfbrltl 

It has been argued that the growth of Afro-American and NGO political influence in the USA 
is acting to prevent Africa from being marginalised, at least in America. However, there is a 
contrasting view, that the US Government is thoroughly disillusioned with intervention in 
Africa, especially since the failure of its venture in Somalia, to the point where the UN "has 
assumed the demonic role that creeping socialism used to play" in US foreign policy 
[Huliaris, 1996, quoting Blumenthal, 1995: p21 

(d) Neglect of Africa byforeign investors 

In these circumstances, it is not surprising, but extremely worrying, that Africa is almost 
totally neglected in the global competition for foreign investment. Africa's share, of the huze 



increase in direct foreign investment in developing countries in recent years, is only 2%, 
considerably less than its share of the GDP of low and middle-income countries. Moreover, 
most of this very small amount of investment is in mining enclaves. Almost none of it is in 
manufacturing. 

Worse, there is now substantial evidence that foreign investors in manufacturing have been 
withdrawing from Africa [Bennell, 1995 and 1997]. Theory is in fact ambivalent about the 
impact of structural adjustment on the manufacturing sector: producers who were protected 
and were as a result uncompetitive with imports and therefore even more incapable of 
exporting, should either close or be forced to become competitive. Inevitably, many 
manufacturers, many of which should never have been established in the first place, 
probably should close, being incapable of transformation sufficient to become 
internationally competitive. 

On the other hand, structural adjustment is intended to make investment in manufacturing 
more attractive by making it more profitable. It is therefore extremely disappointing that 
African countries, struggling with the immediate costs of structural adjustment, are not 
getting the intended benefits in the form of new investment in the tradable sector to 
replace the old orotected indlLst ies 

One particular category of foreign investment is occurring, namely the takeover by South 
Af ican companies of decayed firms in other African countries, many of them being sold as 
part of privatisation programmes. This type of investment is very recent, and does not 
therefore appear yet in the statistics;7 overall, it amounted to R9 billion (US$2.6 billion) 
between 1994 and 1996 paniel, 1996: 93]. Unfortunately, this investment, together with 
other foreign purchases of privatised companies at what are seen as low prices, is causing 
political resentment. There is a danger that the somewhat extreme adoption of liberal 
economic policies will create a backlash. It would be tragic if the whole costly cycle of 
nationalist economic policy, leading to nationalisation and the creation of inefficient 
parastatal monopolies, were to be repeated because the pendulum has been allowed to swing 
too far in the liberal direction, without learning any lessons from the previous cycle 
[Harvey, 1993]. 

(e) Reasons for pessimism fand some limited optimism) about future growth 

7 It is of course intra-African investrnent, and will not therefore appear in statistics of net foreign investment in 
A frir:x 
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The African market was never very significant, but in the 1 960s and 1 970s there was 
some optimism about future growth, so that there was at least some interest in the 
potential of the African market, despite its small relative size even then. That optimism 
has laraels disappeared, except for a very small number of countries; moreover, South Africa 
accounts for some 44% of Sub-Saharan Africa's GDP so that many of those potentially 
interested in the African market need look no further than South Africa. The rest of Africa 
has even lost a small advantage it may have had under South Africa's apartheid 
government, when there was some reluctance to trade with and invest in South Africa and 
some other African countries gained at South Africa's expense.8 

Secondly, of the large number of African economies which declined seriously, relatively 
few have been successfully revived. Recovery is constrained by huge levels of foreign 
debt service, only half of which is currently being paid, and which is a claim on any 
increases in export earnings which may be achieved, and on any reversal of the recent 
decline in aid. There has recently been some action on reducing Africa's debt to the 
multilateral institutions: for example, Uganda became eligible in April this year to have 
some of its multilateral debt reduced, under the IMF-Bank initiative for heavily indebted 
poor countries (HIPCs), because of its good policy track record [IMF Survey, 12 May 
1997]. Although this is an important change in the previous absolute refusal of the 
multilateral lending institutions to consider rescheduling or cancellation of their loans to 
developing countries, the reduction amounts to only 20% of Uganda's foreign debt in net 
present value terms. 
Thirdly, recovery must be based on export growth, but it has been argued that reversing the 
decline in Africa's share of world export markets has become more difficult. Africa's main 
comparative advantages, raw materials and low-paid unskilled labour, are diminishing in 
importance as a consequence of technical developments, especially in information 
technology [Daniel, 1996: p89]. 

Fourily, economic reforms have in many cases been implemented by the same 
governments whose policies had to be reversed. This reduces confidence that these 
governments will persist; their conversion to liberal economic policies is frequently less 
than wholly convincing. Even where governments have changed, the negative impression 
created by past policies, and past wars, is not necessarily reversed. The internal social and 
political forces which supported previous policies continue to be an influence on new 
governments as well as those which have continued in power. 

8 Swaziland was one country that attracted investment, mainly to enable firms to avoid sanctions; many of those 
firms have subsequently returned to South Africa. 

6



The World Bank is publicly slightly more optimistic, but then it could hardly forecast 
further decline when so many countries have agreed to World Bank and IMF 
conditionality. In March 1997, 25 out of 50 countries in sub-Saharan Africa had IMF 
programmes [IMF Survey, 21 April 1997]. The Bank has forecast that per capita income 
will increase by a marginal 0.6% annually in the medium term, but even this forecast is 
based on a long list of highly optimistic assumptions [World Bank, 1993]. At this rate of 
progress, even if it is actually achieved, it would take about 40 years for per capita income 
in Africa to be restored to its level in the mid-1970s [Callaghy, 1995: 43]. 

There are some other reasons for arguing for that Africa's economy may recover, based 
on reversal of the main causes of economic decline. Recent research on the determinants 
of economic growth in Africa, or rather the lack of it, has identified with some degree of 
confidence the important variables.9 These are excessive protection of producers (lack 
of openness), low levels of social capital. the high risks faced by investors and 
producers, and poor public services. 

"Africa stagnated because its governments were captured by a narrow elite 
which undermined markets and used public services to deliver employment 
patronage. These policies reduced the returns on assets and increased the 
already high risks which private agents faced. To cope, private agents moved 
assets abroad and diverted their social capital into risk-reduction and risk-
bearing mechanisms at the expense of social learning." [Collier and Gunning, 
1997: pp65-66l 

The reason for a certain amount of optimism is that openness to international trade has 
been enormously increased in a large number of African countries in recent years, and it 
is argued that the other reasons for stagnation are to some extent a result of lack of 
openness. These other constraints may therefore be reduced following economic 
liberalisation. Furthermore, there has been an extraordinary shift towards competitive 
multi-party elections in Africa; between 1989 and 1995, the proportion of African 
countries with competitive party systems went from 10% to 75% [Wiseman, 1996]. 

The extent of capital flight from Africa may also provide a somewhat paradoxical reason 
for optimism, despite, and perhaps because of, capital flight from Africa having been 
greater than from any other region ofthe world.l° Capital flight was not just privately 
rational, but "may even have been a socially usefill preservation of African wealth durins! a 
Dhase when it.s 
9 This research is summarised in Collier and Gunning (1997). 10 Estimates of the composition of African 
investrnent show that 37% of it is abroad, compared with 3% in East Asia, even though Africa has a lower 
level of wealth per worker than other regions [Collier and Gunning, 1997: p3]. 
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retention within the continent would have irreversibly depleted its value" [Collier 
and Gunning, op cit: 66]. 

As a consequence of that capital flight, there is a stock of finance which is potentially 
available for investment in Africa, and which is more likely than non-African owned finance 
to be invested in Africa. Even African-owned foreign capital, though, requires that 
governments create economic conditions which make investment attractive. In those African 
economies which are recovering from economic disaster, for example Ghana and Uganda, 
there are some indications that capital inflows from abroad have occurred, not from foreign 
investors but in the form of returning flight capital. The point is that nationals are less likely 
to be put offby the reputation of countries with bad past records than are newcomers to 
Africa, and have reasons for investing in their own countries which are not shared by 
foreigners. The large numbers of educated Africans who currently work outside their own 
countries are also a potential resource for recovery, again provided that appropriate 
conditions can be established which makes exiles want to return 

In this debate on the prospects for African economic growth and recovery, the most recent 
statistics are encouraging. The African Development Bank estimates that GDP in Africa 
grew at 4.8% in 1996, the first time in years that it has been faster than the rate of population 
growth [African Development Bank, 1996], and an even more recent estimate is that growth 
in 1996 was 5.5% [IMF Survey 9 June 1997]. It is much too soon to know whether this is the 
start of a sustained recovery, based on improved economic policy, or whether it it is really 
caused by such reversible factors as better weather and higher export prices, both of which 
have played some part. Nevertheless, it is very much better to have some recovery to report, 
nther than continued decline; recovery has to start somewhere, and it may really have begun. 

3. Regional integration 

(a) Theoretical advantages of regional integration 

The arguments for regional integration, as a means to acceleMting economic development, 
are well known. The ntionale most frequently referred to, by African governments, is the 
increase in size of the domestic market available to regional producers, which in turn is 
expected to induce investment which would not otherwise have taken place. It is correct that 
the domestic economies of all African countries, even the relatively large ones, are too small 
to provide the economies of scale required by some sectors of industry. It has therefore been 
argued, and widely believed, that integmtion of African economies, in a series of regional 
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groups, and eventually in a continent-wide common market, will provide the 
necessary economies of scale for successful industrialisation. 

However, the statistics already quoted in the previous section show what a small market 
would be available to African producers, even if the whole of Africa were to become a 
single market. The gains from increased economies of scale would therefore be small, and 
far from providing a large enough market to enable African producers to compete with the 
rest of the world because of having a large domestic market, even if there were no other 
factors reducing efficiency. Those sectors of African industry which require economies of 
scale beyond those provided by the small African market, national or regional, must 
therefore export to the rest of the worlxl 

This argument is reinforced by the structure of African demand. Much of GDP in Africa is 
still represented by subsistence output, and therefore creates no monetary demand at all; 
and a high proportion of monetary demand, much higher than in the developed countries, is 
for a limited range of the most basic consumer goods (many of which, such as clothing, do 
not anyway require significant economies of scale). 

A second economic reason for pursuing regional integration is that it might generate faster 
growth, by other means than the creation of economies of scale. Increased trade, even 
within a region with relatively small total demand, can increase competition. This should 
generate increased efficiency over what was possible previously. In turn, increased 
effciency could be a step towards being sufficiently competitive to export to the rest of the 
world, although this objective has been less emphasised in the stated objectives of regional 
integration in Africa than in, for example, Latin America [McCarthy, 1996: p2161. 

A third reason for regional cooperation is that it helps member governments to pursue 
political and diplomatic objectives. It has been argued that regional groups flourished, with 
heads of state attending, so long as they were indeed useful in this way, but that they 
withered when the diplomatic gains were small, as in the case of ECCAS, the Economic 
Community of Central African States [Lancaster, 1995]. 

(b) Polarisation: the unequal distribution of benefits 

The success of regional integration is not, unfortunately, assured even if it does deliver 
increased economies of scale and greater efficiency arising from increased competition. 
The distribution of benefits is fundamental to whether most attempts at regional integration 
are sustainable. Unequal distribution, whether actual or merely perceived by the 
participants, has 



10 

frequently been fatal. On this point, there are theoretical arguments on both sides. 
Integration may benefit richer members more than poorer ones, or the poorer countries 
may enjoy a process of catching up on the richer ones. 

One likely consequence of increased competition is that some producers will increase 
output at the expense of others. It is theoretically possible that all producers will become 
more efficient under the stimulus of increased competition, but it is more likely that 
some producers will fail. Generally speaking, producers in the more advanced economy 
in any regional group will be more likely to gain, at the expense of producers in the less 
advanced economies. This polarisation effect is increased by the tendency of new 
investment to be attracted to the more advanced economy. 

Whether or not this actually happens, the less advanced countries tend to believe that the 
more advanced are deriving more than their share of the gains from regional integration. 
Even if all members are better off, this perception of unequal gains has destroyed some 
attempts at regional integration, and prevented others from developing as planned. 
Obvious examples of regional integration which failed for this reason (among others) are 
the East African Community and the Federation of Rhodesia and Nyasaland, because of 
the perceived dominance of Kenya and Southern Rhodesia respectively. 

A further disadvantage of pursuing regional integration in the expectation of deriving 
benefits from increased economies of scale, is the tendency for the member governments 
to direct new investments to locations chosen for political rather than efficiency reasons, 
resulting in high costs of production. Governments also grant monopolies to producers 
intended to serve the new regional market behind protective barriers; these monopolies are 
supposed to deliver lower cost products because of benefiting from economies of scale. 
The history of such protected monopolies is that any gains from economies of scale have 
been more than offset by inefficiency resulting from protection and lack of competition. 
They provided low quality and expensive products, to the point where they failed to 
capture the regional market, even with the advantages provided by protection. 

Given the high failure rate of regional integration schemes in Africa, and the quite large 
costs of trying to establish and maintain them, the ratio of expected benefits to expected 
costs of new attempts at regional integration would seem to be very unfavourable: "in 
Africa, gains have been modest compared with the resources used in promoting 
integration" [McCarthy, 1996: p2 11, quoting Ravenhill, 1990: p8 1]. The costs include 
not just the direct and visible expense of bringing large numbers of people together at 
international meetings, but the indirect cost of senior government officials being absent 
from their desks in their own 10 
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countries. This cost is particularly heavy for small countries, where the number of able 
senior officials is inevitably limited, and the number of international meetings is no 
smaller than for larger countries. Most of the countries in Africa are relatively small and 
therefore suffer disproportionately from this problem. 

(c) Convergence: do poorer countries catch up with richer 
ones? 

Against this list of disadvantages, there is some convincing evidence of "convergence" in 
those regional groups which do survive for long periods, and do implement measures to 
generate free trade as opposed to making promises at international meetings which are not 
implemented. In other words, the poorer members of long-lasting customs unions, 
common markets and free trade areas tend to enjoy faster economic growth than the 
richer members, so that the income per head of all members tend to converge. This is the 
opposite of polarisation, which means that the richer members grow faster than, and 
possibly at the expense of, the poorer ones. 

Research on convergence has not found evidence of it occurring in the global economy; 
on the contrary, there is evidence of increasing inequality between countries at the global 
level [Cohen, 1995]. There is, though, evidence of convergence in some groups of 
countries such as those of the European Union, or in regions of large economies such as 
Japan and the USA [Barrio and Sala-i-Martin, 1991]. It is important to note, though, that 
regions based on high existing levels of trade are more likely to converge than groups 
established for other reasons [Ben-David, 1995]. The evidence of convergence in regional 
groups has been an important stimulus for recent attempts at regional interration. 

One measure of convergence (or divergence) is change in the dispersion of income per 
capita about the average for countries which have been regionally integrated. If member 
countries are relatively equal, then the dispersion is small, and if they are relatively 
unequal, the dispersion is large. If convergence takes place over time, the dispersion of 
incomes per capita gets smaller. This dispersion did indeed get smaller over the last 30 
years in two of the longsurviving customs unions, namely the European Union, and the 
Southern African Customs Union.ll This is shown in Figures 1 and 2, where the declining 
line shows reduced dispersion over time, and therefore that the poorer members were 
catching up on the richer ones. 

11 Statistics and Figures in this section are all taken, with permission, from Lynne Thomas "Is South Africa 
ready for regional monetary integration?" (mimeo, Centre for Research into Economics and Finance in 
Southern Africa, London School of Economics, 1996; forthcoming in volume of University of Lund 
conference proceedings). 1

1 
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The same data can be used to demonstrate both the existence and the degree of 
convergence. This shows whether the member countries which were poorer at the 
beginning of the period have had consistently higher rates of economic growth than those 
which were richer initially, and the absolute differences in growth rates. Convergence in 
both the European Union and SACU is further illustrated in this way in Figures 3 and 4, by 
the grouping of points about a line that slopes downward from the left, in both cases. 
Countries which started with a low level of per capita income, well to the left of the 
average line, had high rates of growth between 1960 and 1990; the poorer was the country 
initially, the higher was its rate of growth. Poorer countries did indeed, therefore, converge 
on richer countries in these two rezions. 

For interest, Figure 5 shows whether convergence (as measured by reduced dispersion of 
incomes) took place for the SADC countries, five of which were members of SACU, 
while the other seven were not. The SADC countries were not regionally integrated during 
this period, so there is no reason to expect that their economies would converge because of 
this factor. However, it is possible that the dominance of South Africa within the region 
could have created de facto integration. If this had been the case, then the convergence of 
SACU members should not be attributed to SACU itself, but simply to trading with the 
dominant economy in the region. In fact, as shown in Figure 5, there is no evidence at all 
of convergence in SADC; the line fluctuates around a roughly horizontal level, with if 
anything a slight tendency to rise rather than fall in the second half of the period. 

This suggests (but does not of course prove) that the convergence among SACU members 
can indeed be attributed to some extent to the existence of the Customs Union itself. There 
are of course other reasons for the rapid growth of the smaller members, most notably the 
discovery of diamonds in Botswana; and there are other possible reasons for the slow 
growth of the South African economy, most probably the increasing economic cost of 
apartheid. Nevertheless, the difference between convergence in SACU, and the absence of 
convergence in SADC, is striking. It suggests quite strongly that SACU did contribute to 
convergence which would not have taken place in the absence of a customs union. 

4. Regional cooperation in Southern Africa 

Given the failure of most previous attempts at regional cooperation in Africa, and the 
scepticism expressed about the likely success of current and future attempts, it seems 
important to ask why the Southern African Customs Union (SACU) has lasted for so 
long. Other regional organisations would presumably like to know whether they can 
replicate the 12 
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benefits which the smaller members have derived from convergence on South Africa's level of income per 

head, if it is indeed correct that these benefits derive from collective membership of SACU.l2 It is also 

important to question whether SADC's plans to shift its principal focus, from political and diplomatic 

objectives to plans for regional economic integration, are realistic, or whether they will result in yet 

another costlv failure.l3 

SACU is clearly not comparable to, for example, the European Union. The original members of the 

European Common Market had relatively similar levels of per capita income, and those members were 

sufficiently rich to tolerate short term costs in pursuit of long term gains. They were also rich enough to 

accommodate, in due course, new members with lower levels of income. The other motives for creating 

the European union, namely a common desire to prevent future European wars, and a need to unite against 

the Russian threat, were also clearly not applicable to SACU, which survived despite the deep hostility of the 

smaller members to the apartheid government in South Africa. 

It would seem that SACU survived because it had one dominant member, South Africa, which felt able to 

provide financial compensation to the smaller members for the disadvantages of the customs union.l4 The 

most notable disadvantages were the almost complete absence of any policy to encourage new 

investment in the periphery rather than in South Africa,ls and the price-raising effect of the 

common external tariff. 

However, the compensation (basically consisting of multiplying the smaller members' share of customs 

revenue based on their imports by a factor of 1.42) has been calculated to be more than offset by the price-

raising effect ofthe common external tariff.l6 The net effect has been calculated for 1987 as a net loss of 

1.24% of Botswana's GDP [Leith, 1992]. Against this, 

12 Note that the SACU Agreement is currently being renegoffated, so that the factors which have given it 
such a long life may all change. Even so, it will have lasted longer than any other regional trading 
arrangement in Africa. The future of SACU is further complicated by negotiations between South Africa 
and the European Union, whose impact on SACU is not currently known. 13 The record of promises made 
at international meetings about regional cooperaffon, which have not resulted in any significant action, is 
considerable. The lack of serious mtention in some current regional agreements is demonstrated by some 
countries belonging to more than one such group, despite their being mcompatible. 14 This financial 
compensation was only provided from 1969, shortly after the three origmal smaller members had become 
politically independent; compensation was not provided originally. The Customs Union was created in 
1909. The Act which created the Union of South Africa at that ffme had a clause which said that the three 
small territories which later became Botswana, Lesotho and Swaziland would eventually be mcorporated 
into South Africa. Fortunately, the Act did not say when, and also required that mcorporation should not 
occur without the consent of the people of each territory. 1 5 SACU rules allow the smaller members to 
protect infant industries for a maximum of 8 years, but this has seldom been done, partly because South 
Africa has used informal pressure to prevent competition with itS own industries, and partly because there 
are anyway inherent disadvantages. These disadvantages were clearly demonstrated by the failure of the 
only two enterprises protected in Botswana using this rule. 16 The calculations do not take account of the 
compensation being further eroded, at times of rising imports, by the delay in receiving increased customs 
union revenue from the common pool. 
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South Africa is committed to reduce tariffs over a period of years, as a consequence of having 
joined the World Trade Organisation; this will reduce the price-raising effect of the common 
external tariff, to the point where, eventually, compensation will be more than the costs. With 
constant volume and structure of trade, Botswana would have a net gain of about 1.0% of 
GDP if the average tarifflevel were to be reduced by 25% [Leith, 19971. 

If it is correct that SACU has survived for so long because of compensation from South 
Africa to the smaller members, then SACU's success would not appear to be replicable 
elsewhere in Africa. Even an expansion of SACU, to include one or more of the non-SACU 
members of SADC, would almost certainly not be possible with the same revenue formula 
applying to new members. 

The current intention to convert SADC into a free trade area, with a Trade Protocol signed in 
1996, could be just another example of fine-sounding intentions which will not lead anywhere. 
On the other hand, the majority of SADC countries had a long record of genuine cooperation 
prior to shifting their objectives to the reduction of trade barriers, which may give it an 
advantage over some other attempts at regional cooperation. Secondly, most of the member 
countries of SADC cannot really afford to be excluded from preferential access to the South 
Af ican market, which is about 80% of SADC's total GDP and is therefore a crucial element in 
any export strategy which goes beyond the export of primary commodities.l7 

South Africa has large trade surpluses with the other SADC members. These trade surpluses 
attract a lot of attention. In themselves, they should not be important. It matters little if, for 
example, Botswana exports mainly to non-regional countries, and imports from South Africa. 
There is no economic reason for Botswana to be concerned about its bilateral trade deficit with 
South Af ica so long as its overall balance of payments is acceptable. However, those 
countries which have unsustainable balance of payments deficits tend to concentrate on their 
trade deficits with South Africa, and to expect preferential access to the South Af ican market 
in order to improve their overall balance of payments. 

This concern with bilateral trading relations with South Africa is increased currently in some 
SADC members, for example Zambia and Zimbabwe, where unilateral trade liberalisation 
has resulted in imports from South Af ica competing very successfully with domestic 
production. When domestic manufacturers are closing because they cannot compete with 
imports, which are mostly from South Africa, trade negotiations acquire a new urgency. It 

~7 The problem may lie more with the motivation of South Africa. Whereas a SADC market would be a large 
increase over the domestic markets of 11 members, it would only increase South Africa's domestic market by 
25%, at the cost for South Africa of opening its market to the 11 other SADC members. 14 
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has also been argued that South Africa has an interest in importing more from other SADC 
members, in order to reduce the (mainly illegal) flow of unemployed workers into South 
Africa; however, even if new trading arrangements could be agreed, any impact on migrant 
workers would only be effective over a long period. 

5. Conclusions 

If it is correct that the main determinant of Africa's role in the global economy is the relative 
size of Africa's GDP, then the significance of regional cooperation is the extent to which it 
will help to reverse economic decline and contribute to rapid rates of economic growth. The 
record of regional cooperation in Africa is dismal, so that it would not be realistic to expect 
significant gains from future schemes. Moreover, if regional markets surround themselves 
with high protective barriers, regional cooperation could make things worse rather than better 
by protecting inefficient industry incapable of competing in global markets. 

Southern Africa may be an exception to this pessimistic view of the success of regional 
cooperation, because South Africa's neighbouring countries need access for their exports to 
South Africa's much larger market. Much more important, though, is that the economy of 
South Africa grow faster than in recent years.l8 There may be some point in converging on a 
richer economy for economies whose income per head is a small fraction of the target 
economy. But convergence loses its attractions as convergence nears completion, as is the 
case to some extent already,l9 and if the target economy is not growing. 

Clearly, South Africa needs to converge on more advanced economies, which requires that its 
economy be opened up to the rest of the world. This is already happening. South Africa is in 
the process of lowering the common external tariffof SACU as part of its obligations to WTO. 
This will reduce the benefits for SACU members of preferential access to the South African 
market, and would reduce the potential benefits for the other members of SADC in a 

regional trading arrangement. Regional economies would be much better off, however, with 
lower preferences but rapid growth in the region's largest economy, than with more privileged 
access to a stagnant economy. 

18 GDP in South A*ica grew at only 1.3% per year from 1980 to 1990, and fell by 0.1% per year from 1990 to 1994 
[World Bank, 1996]. There are some indications that growth has resumed since 1994. 19 In 1994, GNP per head (at 
Purchasing Power Parity) in Botswana was 102% of South Africa's, with Namibia 84%, Swaziland 59% and Lesotho 
34% [World Bank, 1996]. In 1966, GNP per head as a percentage of South Africa's was Botswana 18%, Swaziland 29% 
and Lesotho 12% (no statistics available for Namibia) rIMF~ 19921. 
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The underlying point is that openness to the global economy is fundamentally more 
important to Africa than the benefits which or may not arise from regional integration of 
trade. Other forms of regional cooperation remain important, but that is the subject of another 
paper. 
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