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Abstract o

Regional free trade areas fail because one member country is perceived as getting more than its share of the benefits.
Most non-SACU SADC economies would not be able to export to a newly opened South African market, so their
uncompetitive manufacturing sectors need new investment. Such investment will not occur in situations of extreme
macroeconomic stability, and where there is lack of credibility that macroeconomic stability (if achieved) would be
sustained. Unfortunately, the macroeconemic track record of some SADC member countries makes their credibility very
low.

What is needed is an "external agency of restraint”, to provide that credibility, quickly. The IMF and the World Bank are
not suitable, because their programmes are often abandoned or fail: SADC governments must therefore create a regional
agency of restraint, by voluntary negotiated agreement, with credible sanctions against breaking its rales. Without this,
there will not be the investment in non-SACU members, which is necessary for all members to gain from a SADC free
trade area. An attempt to establish a SADC free trade area, without making sure that all the member countries stand to

gain in the short term, would condemn SADC to failure.
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Macroeconomic policy and trade integration in Southern Africa'

1. Introduction

The question underlying this paper is whether a SADC free trade area requires
convergence in macroeconomic variables and policies in the member countries. This
question applies both to the initial conditions for getting the free trade area started, and to
it being sustainable over time if and when it is established. Behind these question lie
another, namely whether the proposed SADC free trade area requires some mechanism,
an agency of restraint [Collier, 1991], in order to force member countries to have
compatible macroeconomic policies, and therefore macroeconomic conditions.

Before addressing these questions directly, Section 2 considers the reasons for the
enduring popularity of attempts to set up free trade areas in Sub-Saharan Africa, and their
disappointing track record. Section 3 discusses possible reasons why SADC might be an
exception to this record. The leading exception is SACU, so Section 4 examines its long
(90 year) history, and whether compatible macroeconomic policies were significant.
Section 5 asks whether setting up a SADC free trade area will require macroeconomic
policy convergence, while Section 6 asks whether a SADC free trade area could survive
without it. Section 5 concludes that macroeconomic policy convergence is not necessary
for a free trade area to be established, but that it is necessary for it to be sustained,
because several of the non-SACU members of SADC need to attract new investment in
order to derive pdsitive benefits from the free trade area. Drawing such conclusions as
are possible from the analysis, Section 7 discusses what type of institutional arrangement
would create lasting macroeconomic stability, that would be convincing to investors,
throughout SADC.

2. Free trade areas in Sub-Saharan Africa: rhetoric for, and evidence against

Why do African countries keep trying to establish regional free trade areas, or even
continent-wide free trade? Why do they fail? Why has SACU endured? And are there
any reasons for thinking that SADC could be an exception?

The public commitment of African governments, to the idea of regional or continent-wide
free trading areas, dates back at least to the time when Ghana became independent.
President Nkrumah went out of his way to pay serious attention to those future African
leaders who were leading the opposition to colenial governments, and thereby created

! Helpful comments on earlier drafts from Kennedy Mbekeani of BIDPA are gratefully acknowledged.
2 In this paper, discussion of SADC does not include the Democratic Republic of the Congo or the
Seychelles.



great personal loyalty, together with an acceptance of many of his ideas. One of the most
prominent was Pan-Africanism. Ever since that time, it has been virtually impossible to
disagree (in public, and especially at African international meetings) with statements in
favour of regional or pan-Aftican economic integration. What is remarkable is not so
much that this should have happened initially, but that devotion to regional trade areas
and Pan-Africanism should have persisted for so long in the teeth of the evidence of its
actual success, In practice, there scems to be an acceptance that the rhetoric and reality
shall be allowed to diverge, with African ministers making speeches in favour of
integration at international meetings, but going back to their countries and failing to take
the measures that would be necessary to make it happen.

The history of regional free trade areas in Sub-Saharan Africa is that most of them have
either failed, or have stayed in existence on paper with very little actual progress towards
their objectives. Within the (broadly defined) Southern Africa region, the failures include
the Central African Federation and the East African Community, while the achievements
of COMESA remain limited. It has always appeared that some member countries of
COMESA are less than totally serious about their membership, because of overlapping
and incompatible membership of other regional organisations. For example, it seems that
Kenya, Tanzania and Uganda are more interested in re-establishing the East African
Community, and that those members of SADC with overlapping membership in
COMESA are waiting to see where their interest lies (Lesotho and Tanzania have already
left COMESA, and-Mozambique has suspended its membership). Only SACU has
endured, see Section 4 below.

Judging by the rhetoric, African governments persist in believing that the creation of
African free trade areas will generate economies of scale and therefore overcome the
problem of small national markets. Unfortunately, this is largely an illusion. African
countries can gain access to somewhat larger markets than available domestically, by
creating regional trading associations, but such enlarged markets will be extremely small
by wider international standards. The GDP of the whole of Sub-Saharan Africais a
fraction more than 1% of global GDP. Perhaps more to the point, the GDP of Sub-
Saharan Africa is of roughly the same order of magnitude as the GDP of Belgium, or the
Netherlands. The point of this comparison is that those two countries have believed for
many years that their economies are too small to.flourish independently, so that they were
among the founder members of the European Common Market (and before that had
created the Benelux free trade area). Moreover, both countries are relatively small
geographically, with excellent transport networks; almost exactly the opposite is true of
Africa. Communications between, for example, Swaziland and Sudan which are both
members of COMESA, are virtually non-existent, and to the extent that they do exist are
relatively unreliable and expensive. In other words, expecting significant economies of
scale from joining African economies into a single market is an illusion. It is also
significant that much of GDP in Africa is still generated by subsistence activity, which
generates no monetary demand; and an above average proportion of monetary demand is
for basic consumer goods such as.food and clothing, in which economies of scale are not
significant.



A rather better reason for expecting benefits from regional integration, but one which is
emphasised less in the publicly stated objectives in Africa than in Latin America
[McCarthy, 1996: 216], is that even within quite small regional markets there should be
an increase in competition. In turn, this should lead to greater efficiency and a better
chance in the long run of being internationally competitive. The smaller members of
SACU have gained in this way from having to compete in the South African market.
Indeed, it has been argued that it is more realistic for producers-in the BLNS countries to
test their competitive ability in the South African market initially, whereas they would
not be able to graduate to competition in global markets without this stepping stone being
available.

A third possible benefit of regional integration is political. The political and economic
bargaining power of Africail countries might be strengthened if their voice came from
regional or continent-wide organisations. Of these, regional organisations are more likely
to be effective, because of the extreme difficulty of achieving an agréed pan-African
view. There is some evidence that regional groups survive, with good attendance at
meetings from heads of state, so long as they achieve some diplomatic recognition and
success, but fade away when such gains are small; this is said to have happened in the
case of ECCAS, the Economic Community of Central African States [Lancaster, 1995].
In this sense, SADC has been quite successful, although current disagreements over the
DRC are undermining the past record of success in dealing with political disputes in
SADC, and in individual SADC countries.

3. Might SADC succeed where other regional trade agreements have not?

Are there any reasons for thinking that a SADC free trade area might succeed where
other such initiatives have failed, and in particular for believing that SADC is more likely
to succeed than COMESA? A great deal of the answer tums on the position of South
Africa. South Africa's GDP is about 45% of the Sub-Saharan African total, and 74% of
SADC GDP (Nigeria's GDP is less than 10% of the African total). This makes the
success of COMESA unlikely, because South Africa has chosen not to join, ¢choosing
instead to join SADC. South Africa has riot yet ratified the SADC free trade agreement,
although President Mbeki said in mid-1999 that South Africa would ratify by January
2000. Clearly, the free trade area would be negligible without South Africa; it also
requires the non-SACU members of SADC to join if it is to be more than a reworking of
SACU. A reason why South Africa could eventually decide to ratify the SADC trade
protocol would be in order to protect its existing markets in the non-SACU SADC
countries, especially from Far Eastern competition. On the other hand, South African
manufacturers fearful of competition, from Mauritius and Zimbabwe in particular, may
lobby successfully to prevent the free trade area from being established.

While the smaller SADC members will no doubt continue to sell most of their exports of
primary commodities to developed countries outside the region, it could be argued that a
SADC free trade area would make it possible for them to develop non-traditional exports,
mainly manufactured goods, by acquiring duty-free access to the South African market.
However, free trade might not be sufficient of itself, because (as argued below) new



investment would also be required. These countries have had duty-free access for
manufactured goods to be European Union for many years, but have not been able to take
significant advantage.

They might also want to join because of evidence that the small members of SACU have
grown faster than their neighbours. Income pér capita of the BLNS economies converged
on that of South Africa from 1960 to 1989, whereas the economies of most non-SACU
members of SADC did not [Jenkins and Thomas, 1997, Mauritius is an esception]. In
othér words, the BLNS economies responded-as expected to the theory of economic
convergence, namely that the lower the starting point in terms of GNP per head, the faster
the rate of growth, when countries are in a free trading relationship.

Some recent data on rates of economic growth in SADC are presenied ifi Table 1 below
(for SADC GNP per head, see Appendix Table 2).® The statistics in Table 1 are less
convincing, in that the growth rates of the non-SACU members of SADC compare quite
favourably with those of the small SACU members. It should be noted that several of the
non-SACU members of SADC suffered from South African destabilisation, most
obviously in Angola and Mozambique where South Africa supported civil wars, but also
in other countries which supported the struggle against apartheid. The BLS countries
were less involved.

Table 1. Annual rates of growth of GDP.in SADC, 1980-98 (%)

T 1980-89 1990-95 1996 1997 1998
South Africa 2.2 0.6 32 1.7 0.1
Other SACU .
Botswana 1150 5.0 6.6 7.2 8.3
Lesotho 3.9 5.4 12.7| 3.5 -8.6
Namibia 0.8 4.2 3.0 1.8 2.6
Swaziland 2.5 T35 3.8 3.7 3.0
Non-SACU SADC s & ]

|Angola T 4.6 -0.4 12.2 7.3 1.3
Malawi 1.4 35| 7 95 6.4 3.1
Mauritius 44 53] . 5.5 5.3 5.6
Mozambique 0.4 4.9 6.4 14.1 11.2
Tanzania 2.5 3.5 42 3.3 3.8
Zambia 1.3 -0.4 65|... .35 -1.9
Zimbabwe A 0.5 7.6 4.4 1.6

Sources; Figures for 1980-89 and 1990-5 from CREFSA, 1998, which used IFS, World Bank, EIU and
central bank annual reports. Figures for later years from IFS, the South African Reserve Bank website:

Committee of SADC Central Bank Govemors, and EIU Country Reports (in italics).

3 Note that the small members of SACU grew faster than South Africa over a longer period, despite

colonial neglect. For example, their share of SACU imports rose from 1.3% to 4.1% betiveen 1910 and

1963, as noted below.




However, the analogy may not be valid. Creation of a SADC free trade area may not
necessarily have the same effect on economic growth on the new members, as it had on
the smaller members of SACU. Firstly, the relative success of the small SACU countries
could be attributable to their not having an independent trade policy, rather than to free
trade with South Africa. In other words, SACU acted as an agency of restraint in
preventing BLNS adopting the trade policies which are believed to have caused the ruin
of many African economices.

Secondly, the starting point of the non-SACU members of SADC is different from that of
the small SACU members. The latter have always been exposed to competition within
the SACU market, essentially competition with producers in South Africa, although they
are protected by the common external tariff from non-SACU-competition so that
relatively few BLNS producers are internationally competitive. Any producers setting up
in one of the BLNS countries have to be able to compete with imports from South Africa
from their first day of operation. There are some minor exceptions-to this, in that some
sectors are reserved for citizens, but these tend to be such activities as small-scale
retailing, and taxi services. Manufacturing is not a reserved occupation. This means that
manufacturers must be competitive with South African producers. This has the
advantage that some of these producers have been able to develop exports to6 Solith
Africa. Although exporting requires a higher degree of competitiveness than being able
to compete with imports, because of transport costs, the transition from competing with
imports to competing in the South Africa export market has proved a step that some
producers have been able to take. In addition, some manufacturers have set up in order to
service the South African market, particularly in Lesotho and Swaziland [BIDPA, 1998].

There are some minor exceptions to the statement that all manufacturers in BLNS have to
be competitive with producers in-South Africa, because the SACU agreement allows for
the temporary (up to eight years) tariff protection of producers in the BLNS countries.
But Botswana, for'example, has only ever protected two producers in this way; they both
failed. As a result of this restraint on tariff protection, within SACU, the BLNS countrics
have not created protected monopoly manufacturers. This was done in many other
African countries, including several of the non-SACU members of SADC. It had
generally disastrous consequences, because the "infant industries” never succeeded in
becoming internationally competitive. In addition, those which were state-ownéd-tended
to make large losses. ..

Exposing some non-SACU countries in SADC to free trade with South Africa could have
a doubly damaging effect. Firstly, their existing manufacturing sectors'would be unable
to compete with imports from South Africa, so that much of it would be driven out of
business. Secondly, their existing industry would not be able to take immediate
advantage of access to the South African market, so that they would gain little or nothing
from 2 SADC free trade area in the short term, and probably not much in the medium
term.

* These adverse effects would be reduced if, as has been discussed, the lowering of tariffs within SADC
were to be asymmetrical, with South Africa lowering its tariffs sooner and faster than the other members.



In the long term, those economies and sectors of manufacturing which are currently
uncompetitive regionally, might be able to sell to South Africa eventually, provided that
other aspects of their economic structure and situation were favourable. However, this
would depend on their being able to attract new industry capable of taking advantage of
the free trade area in general, and of exporting to- South Africa in particular.
Unfortunately, it would be likely that their acceptance of the free trade area would have
disappeared and led to withdrawal before such long term benefits could accrue.

The South Aftican government has offered asymmetry, under which the non-SACU
members of SADC would be required to reduce tariffs on imports from South Africa
more slowly than South Africa would reduce its tariffs on imports from them. But this
would merely postpone the possibility of increased efficiency, and would do nothing to
attract investment in manufacturing capable of exporting to South Africa.

For these reasons, previously protected manufacturing sectors are in a quite different
position to the manufacturing sectors of.the BLNS countries, so that assuming the same
advantages of free trade with South Africa would be wrong.

Not all of the non-SACU manufacturing sectors in SADC would be adversely affected in
this way. Mauritius has a competitive manufacturing export sector, and some sectors in
Zimbabwe are capable of competing in the South African market, as shown by the
unwillingness of South Africa to renew the bilateral Zimbabwe trade agreement. Either it
has already happened, or they have not built up a protected manufacturing sector in the
first place. In Zambia, the country's trade regime has already.been liberalised. Existing
manufacturing industry was unable to compete with South African<imports, and was even
less able to develop exports. The increased efficiency that is supposed to occur upon
opening up an economy to international competition assumes that producers will swim
rather than sink, but many Zambian manufacturers sank. So Zambia would not be much
harmed by a SADE free trade area, because the damage has already been incurred; but
nor would there be much expectation of gains from the export of manufactured goods to
South Africa and the rest of SADC from the existing manufacturing sector.

Mozambique did not built up a protected manufacturing sector, because of the war.
Much of the investment in its rapidly recovering economy (recent growth rates have been
in double figures) has been premised on trade with South Africa, and Would not probably
be damaged by the creation of a free trade regime.

Malawi and Tanzania, and to some extent Zimbabwe (leaving aside Angola because of
the war situation) do have protected manufacturing sectors. That of Tanzania is probably
doubly inefficient, because most of it was developed by and remained in the public
sector.

It can be argued that the non-SACU members of SADC cannot afford to be excluded
from the South African market, and will therefore choose to join a SADC free trade area
if otherwise their exports would be subject to the common external tariff of SACU,
Although the common external tariff has been reduced, and is expected to be reduced



further because of South Africa having joined the WTO as a"developed country”, the
average tariff remains significant. Moreover, the non-SACU members of SADC are very
conscious of their bilateral trade deficits with South Africa, despite the irrelevance of
bilateral trade deficits in comparison with overall current account balances. They might
therefore see a SADC free trade area as an opportunity to reduce those deficits.

It is possible, perhaps even likely, that these considerations will mean that SADC does
indeed succeed in creating a free trade area, but it is less likely that it will persist because
of the strong pressures towards disintegration that will exist.

The commonest reason by far for the failure of established free trade areas is a belief,
correct or not, that one country (usually the more economically advanced).is getting a
larger share of the benefits than accrues to other members. In the more extreme cases,
the majority of members believe that the supposedly favoured country is not only getting
a more than acceptable share of the benefits, but that the other members are actually
worse off because the favoured country is gaining at their expense. This was the case in
the East African Community which foundered in the 1970s, with Kenya cast as the villain
by Tanzania and Uganda.

Logically, the less advantaged members of a free trade area should choose to maintain it
if they are better off than they would be without it, but in practice they donot if one
member is perceived to gain more than the others. If that was the case for Kenya in the
East African Community, the expectation of it happening in a SADC free trade area must
be several times stronger, because the economy of South Africa is not only totally
dominant in size (roughly 75% of total SADC GDP), but is even more dominant in
manufacturing capacity (nearly 85% of manufacturing capacity in SADC) and level of
technical development. To make matters worse, South Africa already has large bilateral
trade surpluses with other SADC members.

Another possible reason for arguing that the dominance of South Africa in the Southern
African economy might make a SADC free trade area an exception, to the record of
failure of regional trading associations, is that the one successful example is SACU,
which has existed for nearly 90 years. South Africa is of course even more dominant in
SACU than it would be in a SADC free trade area. Examining the reasons why SACU
has survived, and why it is currently being renegotiated, might throw some light on the
prospects for SADC, therefore. In particular,.in the context of this paper, the relevance or
not of macroeconomic policy convergence.to the survival of SACU should be examined.

4. The significance, if any, of SACU

The facts about SACU are fairly simple. When it was first established in 1910, it was no
more than a recognition of the status quo. It may even have been thought of as a
temporary arrangement prior to the absorption of the three small members into South
Africa. The Act of Union contained a clause saying that the three High Commission
Territories would eventually be incorporated into the Union of South Africa. Fortunately,
the Act also said that this would not happen without the consent of the local people in



each territory. Although the British did almost nothing else for the three territories, they
did prevent incorporation despite great pressure at times from South African
govemments, for example on Botswana through refusal to buy Botswana's beef
[Hubbard, 1981].

Apart from establishing free trade within the four countries, and a clause guaranteeing
free transit across each others' territories, the main significant element of the SACU
agreement was the revenue-sharing formula for the distribution of the revenues collected
from the common external tariff. Bach member country received a percentage of the total
amount of duty collected, based on the relative size of the four economies at that time,
which meant that 98.69% went to South Africa. The percentages were fixed, so that
when the three smaller economies grew faster than that of South Africa, there was no
matching increase in their share of the SACU revenue pool. There was a readjustment in
1965 of the shares of the three smaller countries, but their combined share remained the
same at 1.31% even though by that time their combined share of imports had risen to
4.1%.

There was throughout this period a limited advantage to the smaller countries, in that
their customs officers did not have to collect revenue on intra-SACU trade, but only on
the minor proportion of goods imported from outside SACU. After the renegotiation of
the SACU agreement in 1969, customs officers had to collect statistics, on which
subsequent claims for each country's share of the SACU revenue pool were based. This
increased the administration required, but still made fewer demands on the very
underdeveloped civil service in each of the small countries than would have been made
by independent national customs areas. On the other hand, the common external tariffs
were imposed exclusively in South Africa’s interests, without consultation with the
smaller members, to provide protection for South African manufacturers.

Why have the three smaller countries tolerated the total dominance of South Africa in
trade policy (and huge bilateral trade deficits with South Africa)? Until the 1960s they
were so weak, both economically and politically, that they had-little choice. For the first
50 years or more of the SACU agreement, the High Commission Territories were ruled
by the British High Commissioner in Cape Town, who paid considerably more attention
to relations between Britain and South Africa than to the interests of Bechuanaland,
Basutoland and Swaziland. As a result, the colonial power took almost no interest, and
the territories themselves had completely negligible bargaining power. It-is probably
significant that there was no upward adjustment of the BLS revenue share until-after they
had gained their independence. Thereafter, the advantages of large customs revenues,
with minimal administrative cost, outweighed the disadvantages, or appeared to do so.”

The changes that were negotiated in 1969 were perceived to have shifted the revenue
formula from a bias in favour of South Africa, to a bias in favour of the three smaller
countries. The revised formula was regarded as being relatively generous, and went

5 This was despite research showing that the price-raising effect of the common extetnal tariff, net of the
effect of the multiplier in the revenue formula, resulted in a net cost, in the case of Botswana of up to
3.25% of GDP over a period of four years in the late 1980s [Leith, 1992].



some way towards compensating for loss of policy discretion, the price raising effect of
the common external tariff, and the tendency of investment to be attracted to the core
rather than to the periphery. It gave the three smaller countries a revenue share based on
their share of imports and products subject to excise duties into the SACU area,
multiplied by 1.42. There was a further change in 1977, setting upper and lower limits
(of 17% and 23%) on the average rate of revenue, which turned out to be favourable to
the BLNS countries; the 17% minimum has been the effective rate for many years. The
significance of customs union revenue became very large, amounting to some 50% of
total government revenue in Lesotho and Swaziland for example.

The revenue formula has been criticised, on the grounds that at times of rapid growth the
delays in receipt of increased SACU revenue were large enough to offset the benefits of
the multiplier in the revenue formula. Nevertheless, the smaller countries sought a new
agreement, mainly because of South Africa's monopoly of decision making. On the other
hand, South Africa wanted a new agreement because it regarded the revenue formula as
being too generous to the smaller countries. In particular, the revenue owing to BLNS
does not decrease if the revenue pool decreases. This has been happening, following the
shift to VAT in South Africa and reductions in the common external tariff,

It is roughly correct, therefore, to say that the two major issues in the current
renegotiation of SACU are to reduce the bias in favour of the smaller countries in the
revenue-sharing formulae, and to give the latter some say in tariff and other trade policy
issues. It seems likely that the unwillingness of the South African Government to
relinquish sole control of tariff policy is a principal reason for the current negotiations
failing to reach a conclusion, over an extended period. On the other hand, South Africa
has apparently been willing to contemplate a new revenue-sharing formula which would
give roughly the same revenue to the smaller countries, but which would reduce their
customs union revenue if the total paid into the pool were to fall. In practice, that is
exactly what is expected to happen, as a result of further reductions in the common
external tariff to conform with WTO membership, and because of the new free trade
agreement with the European Union. The latter would have a particularly severe effect
on government revenue in Lesotho and Swaziland, and would have a significant effect on
the other two countries as well [BIDPA, 1998].%

Despite these difficulties and disagreements, SACU has lasted for a long time, very much
longer than any comparable arrangement in the rest of Africa. It is relevant therefore to
ask whether SACU's survival has depended on macroeconomic policy convergence, and
whether the latter, if it has played a part, has depended on agencies of restraint.

The history of SACU is relatively unhelpful in indicating whether macroeconomic policy
convergence was significant in SACU's survival, and therefore whether it would be

¢ It has been estimated that the EU/SA FTA would reduce the current size of the SACU revenue pool by
31% if the protocol items (for example textiles and cars) continue to be protected, and by 51% if they are
eventually imported duty free from the EU into South Africa. This would reduce total government revenue
in Swaziland by 14%, or 23% in the worst case. The figures for the other countries are Lesotho (13/21%),
Namibia (9/14%) and Botswana (5/9%) [BIDPA, 1998: 44].



significant for SADC. For most of the period of SACU's history, the four countries used
a common currency, that of South Africa. Namibia, when it became indeperident in
1990, joined SACU and continued to use the rand de facto. Each of Lesotho, Namibia
and Swaziland has issued its own cutrency, but each national currency exchanges on a
one-to-one basis with the rand, which is allowed legally to circulate alongside each
national currency. Only Botswana has made a significant break, leaving what is now
called the Common Currency Area (formerly the rand Morietary Area) in 1976.

What this amounts to it is that Lesotho, Namibia and Swaziland are bound to have similar
inflation rates to that of South Afiica, because money and goods can flow freely between
the four countries, and because the central banks of the three smaller countries have
limited or zero powers to finance budget deficits by money creation. With their exchange
rates fixed at 1:1 to the rand, and inflation rates close to that of South Africa, they have
very narrowly fluctuating real bilateral exchange rates with the rand. Botswana does
have those powers, but has had budget surpluses in the great majority of years since

1976, so that there has been no temptation to indulge in inflationary finance. Botswana
did have a budget deficit of P1.5 billion (R2.0 billion, about 6.2% of GDP) in 1998/99,
but the Government's accumulated financial surpluses at the Bank of Botswana could
finance such a deficit for 12 years without domestic borrowing being necessary.

Meanwhile, the Botswana government has consistently maintained a near-constant real
exchange rate against the rand, as a matter of policy, so that trade between Botswana and
South Africa (and to the very limited extent that it exists, between Botswana and the
other SACU members) has not been disrupted by macroeconomic divergence. The Pula
has risen in nominal terms against the rand, from its initial value of R1 to its current value
of approximately R1.32, but over the long term inflation in Botswana has been less than
in South Africa (see Table 2), leaving the real exchange rate fairly constant. Botswana is
extremely unusual in not having abused the opportunities created by having its own
central bank. However, Botswana is also extremely unusual in having had such a
favourable budget position for more than 20 years. Appendix Table 1 shows some of the
extraordinary currency depreciation that has taken place elsewhere in Africa in most of
the countries which created their own independent central banks and monetary systems.

Overall; the evidence suggests that the four smaller members of SACU have gained from
membership, as suggested by the convergence of income per head. The extraordinarily
rapid economic growth of Botswana is attributable more to.the growth of diamond
exports than to membership of SACU; but the other small members of SACU have also
grown faster than South Africa, and the absence of convergence in the rest of SADC
(from 1960 to 1989) suggests but does not prove that SACU had a significant influence.
The absence of convergence in the rest of Southern Africa can also be attributed to civil
wars, several of which were actively stimulated by the apartheid government.

Undoubtedly, the benefits within SACU were not hindered by the convergence of
macroeconomic policy. What cannot be said is whether similar inflation rates and other
evidence of macroeconomic policy convergence were necessary for BLNS to drive
benefits from SACU. Moreover, it is not possible to know whether Lesotho, Namibia
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and Swaziland would have abused the opportunity provided by independent central banks
and monetary systems, if they had followed Botswana in leaving the Common Monetary
Area. It is arguable that they would have, on the evidence of the majority of countries in
Africa with independent central banks and no external agency of restraint (see Appendix
Table 1).

On the other hand, it could be argued that their governments have been fundamentally
conservative, as shown by their unwillingness to leave the Common Monetary Area, and
that this indicates that they would have pursued conservative fiscal and monetary policies
with independent central banks (in particular, Swaziland has pursued a very conservative
fiscal policy, despite having negotiated a limited right to borrow from its central bank,
see Harvey, 1998). The experience of SACU, therefore, does not help in deciding
whether macroeconomic policy convergence is necessary for the success of a free trade
area. A more general analysis of this question follows in the next Section.

5. Will setting up a SADC free trade area require macroeconomic policy
convergence?

There are strong arguments that a common currency area requires' macroeconomic policy
convergence. These arguments were accepted, for example, by the European Union in
introducing the Euro. It does not seem to be necessary, however, for similar conditions to
apply to the establishment of a free trade area. Again, the experience of the European
Union supports this proposition, in that it was created, and proved sustainable, without
macroeconomic policy convergence, and indeed with some quite weak currencies
operating alongside very strong ones. [t may therefore be something of a coincidence
that four out of the five countries in SACU are members of a common currency area; as
argued above, it did not do any harm, but it is difficult to argue that it was a necessary
condition for SACU sustainability.

Countries in a free trade area can have different inflation rates, changing nominal
exchange rates, and different levels of budget deficit. However, if country A has a higher
inflation rate than country B, it is essential that country A allows its currency to
depreciate against currency B, since otherwise trade will be unbalanced by a changing
bilateral real exchange rate between the two curfencies. If country A does not allow its
currency to depreciate, its imports from country B will appear increasingly competitive
compared with domestic goods, whose costs will have been driven up by domestic
inflation. Similarly, exports from country A to country B will become increasingly
uncompetitive. A bilateral current account deficit does not matter if the overall current
account is in balance, or is being finariced in a sustainable way. However, if country A
has a higher rate of inflation than its other trading partners, and does not adjust its
nominal exchange rate to maintain a competitive real exchange rate, then its current
account will not be sustainable. Secondly, as noted above, unbalanced bilateral trade
may cause political difficulties for a regtonal trade agreement, even if overall trade
balances are sustainable.

Put slightly differently, countries in a free trade area should be willing in the short run "to
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abandon the use of the exchange rate as a nominal anchor (and/or a mechanism for
delivering rents to favoured groups), and over the longer run, [must be willing] to
exercise the fiscal restraint consistent with low inflation" [Oyejide et al. 1997: 5,
summarising O'Connell 1997]. The benefits of a free trade area will be very much less,
and collapse more likely, if bilateral real exchange rates are incompatible with the growth
of two-way trade.

There was a clear example of this type of problem in the early 1990s in the bilateral trade
of Botswana and Zimbabwe. Botswana is not only a member of SACU, but has a
bilateral free trade agreement with Zimbabwe dating from 1956. During the 1980s,
Botswana's manufactured exports to Zimbabwe grew rapidly, to the point where
Zimbabwe was.importing some two-thirds of Botswana's total manufactured exports. In
1991, the Zimbabwe dollar fell by 48% in USS$ terms. In the following year, Botswana's
textile exports (the leading manufactured export category at that time) fell by 38% (in US
dollar terms). Interestingly, textile exports have subsequently recovered to their previous
level (in real terms), largely by switching to the South African market, with which the
bilateral real exchange rate is stable within narrow limits.”

On the basis of the analysis to this point, a SADC free trade area may well be established.
The driving force would be the widely held belief that regional trading arrangements are
politically desirable and economically beneficial, and a desire not to have exports
excluded from duty-free access to South Africa.

However, a SADC free trade area will not have much chance of surviving, because a
significant number of the non-SACU members of SADC do not have the capacity at
present to increase their exports to South Africa. They would need, therefore, to attract
the investment in new capacity that would make such export growth possible, and this
would require convergent macroeconomic policy together with other necessary
conditions, as is argued'in the following section.

6. Will a SADC free trade area survive without macroeconomic policy convergence?

It is argued above that some of the non-SACU members of SADC cannot at present
expect to increase their exports to South Africa, because their manufacturing sectors are
not regionally competitive. If this is correct, the survival of a SADC free trade area will
depend on those countries being able to attract new manufacturing investment. This must
be without tariff or other forms of protection within SADC, so that it is capable of being
competitive within that free trade area. In turn, this will depend on establishing a
macroeconomic environment attracted to domestic and foreign investors, together with
adequate infrastructure (functioning public utilities and transport systems).

7 Botswana chose not to end the bilateral trade agreement with Zimbabwe, despite the adverse change in
bilateral trade. During the 1980s, the increase of Botswana exports to Zimbabwe induced the Zimbabwe
government to close the border to trade between the two countries on more than one occasion. It was
reopened because Botswana was able to show that Zimbabwe had net positive eamings of foreign exchange
from its bilateral trade with Botswana.
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Note that the degree of macroecononiic stability that would be required is not as great as
that established for the creation of the Euro, most notably inflation rates of 3% or less. It
will be sufficient for the non-SACU members of SADC to attain inflation rates equal to
or less than that of South Africa (and the rest of SACU). The latest inflation rate for
South Africa is 4.6%, but it is widely believed that the underlying rate is nearer 7 or 8%.
The actual inflation rate is probably less important than maintaining a low and stable rate
over an extended period, or in some other way creating the expectation in the minds of
investors that it will be stable.

This Section therefore examines progress towards this objective, and whether
macroeconomiic balance (if and when it is achievéd) is not only likély to be sustained, but
is likely to be perceived as credible and sustainable in the eyes of investors.

6.1 The current degree of macroeconomic convergence in SADC

In this context, the prospects for the survival of a SADC free trade area, if it is indeed
established, have slightly improved since the 1980s. A number of the non-SACU
members have embarked on structural adjustment programmes. This has involved
liberalisation of the trade account, and movement towards more realistic real exchange
rates. However, not all non-SACU exchange rates are now market-determined, and there
has been greatly varying progress in the reduction of rates of inflation, with some
reversals.

Inflation

At one extreme, Mozambique's inflation was between 40% and 50% between 1980 in
1986, but was reduced to 5.5% in 1997, and prices actually fell (by 1.3%) in 1998. This
achievement does not necessarily give Mozambique's macroeconomic policy
considerable credibility, because there is always the possibility of policy being relaxed
and inflation rising to previous levels. This is what happened in Zimbabwe, where
inflation was anyway reduced only marginally, from 26% in the first half of the 1990s, to
just below 20%, before it rebounded to its present level of more than 50%.

Something similar happened in Malawi, with a sharp reduction in inflation in 1997 (from
38% to 9%), but a return to a 30% rate in 1998. Zambia's inflation has been reduced
from its triple digit levels in the first half of the 1990s, but remains above 20% This
appears to indicate a failure to implement its structural adjustment programme
successfully, despite the introduction of a cash budget which should have eliminated all
inflationary pressure from that source. From the investor's point of view, Zambia
continues to suffer from macroeconomic imbalance. Further details of inflation rates in
SADC are shown in Table 2 below.,
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Table 2. Inflation in SADC countries, 1980-98

1980-89| 1990-95 1996 1997| 1998
South Africa 14.6 11.8 7.4 8.5 7.0
Other SACU '
Botswana 10.8 12.5 9.8 8.6 6.7
Lesotho 13.8 12.9 9.3 8.5 7.8
Namibia 13.0 11.8 8.0 8.8 6.2
Swaziland 14.2 12.7 12.5 B9 7.5
Non-SACU SADC
Angola g g, 5 870.3 905.3 111.2 91.1
Malawi 16.8 30.8 37.6 91| ... 29.7
Mauritius 11.2 8.2 6.6 6.8 47
Mozambique 45.1 475 45,0 5.5 " -1.3
Tanzania 30.17 28.9 19.7 16.1 12.8
| Zambia 38.4 117.7 46.3 24.8 31.6
| Zimbabwe 12.8 25.9 21.4 18.7 31.8

Notes: (1} Figures for 1980-89 and 1990-5 from CREFSA, 1998, which used IFS, World Bank, EIU and
central bank annual reports.

(2) Figures for later years from IFS, except those in square brackets which are from other sources, mostly
EIU Country Reports, and may not therefore be comparable.

Budget deficits

Although SADC countries have at times suffered from imported inflation, the commonest
cause has been budget deficits financed by central banks (Table 3). There have been
someimprovements, but also some reversals. Note however that there is far from being a
one-to-one correlation between budget deficits and inflation, among other reasons
because of pegged exchange rates, price controls, and other non-market factors,
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Table 3. Budget deficits as percentage of GDP, 1980-98

1980-89| 1990-95 1996 1997 1998

South Africa -33 -6.5 -5.3 -4.7| -3.0
Other SACU -
Botswana " 1 +5.7 +9.4 [+4.3] [-7.1]
Lesotho -5.9 -4.5 +2.9 +1.7 [+0.4]
Namibia -13.5 -6.9]| . o -4.1
Swaziland T -2.1 - 0.5 -4.1 +0.0 +03
Non-SACU SADC & ' i
|Angola -11.1 -25.7 j B
Malawi L -123] 7 T133] -55]  [-39]] [-40]f
Mauritius 62 -29 -40] 7 “a0]  [-27]
Mozambique = -23.5 -25.5 -17.0 [-34]1]. .[-3.9]
Tanzania .. L -10.1 -6.5 -0.4 +1.8 [- 5.6]
Zambia -15.1 -12.4 -2.6 " L1.9 -4.3
Zimbabwe T -10.0 -103] . . [[10-12]1®

Sources: as for Table 2.
Note: (a) Zimbabwe budget deficit for 18 months to October 1998 stated officially as 4.9% of GDP. This
excludes the cost of involvement in the Congo war. EIU estimates the real deficit at 10-12% of GDP.

There is evidence that over the 1970s and 1980s, the bilateral real exchange rates against
the rand of the non-SACU members of SADC tended to return to earlier levels (of the
1960s, before inflation rates shifted upwards). However, shorter term fluctuations have
been very large, and in many cases returned to previous levels only after several years.
This tendency o revert eventually to some sort of equilibrium, even if it still exists, is
therefore insufficient to establish favourable investment conditions [Harvey and Hudson,
1993]. Although previously overvalued exchange rates against the rand have been
substantially corrected at times, considerable volatility remains, and in some cases real
exchange rate depreciation has been reversed [Jenkins and Thomas 1998: 79-81].

A further problem, not evident from Table 3, is that the budget deficits are shown after
the receipt of grants from donors. From the point of view of short:term control-of
inflation, this way of presenting the data gives the right impression. Grants in the form of
foreign exchange make it possible to increase supply by paying for more imports. They
are therefore just as good as government revenue in reducing the inflationary impact of
government spending. However, heavy dependence on grants to reduce budget deficits
may not be sustainable.

Structural Adjustment Facilities (SAFs), and more recently Extended Structural
Adjustment Facilities (ESAFs), were introduced in order to make it possible for
developing countries to take longer in stabilising and restructuring their economies. The
repayment terms are an improvement, but the release of successive tranches of these
longer term loans depends on success in meeting loan conditions at frequent intervals, for
example quarterly. Both Zambia and Zimbabwe have had IMF and World Bank support
withdrawn for failing to meet this short term conditionality.
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Aid and aid conditionality

In recent years, moreover, virtually all donors have united with the IMF and the World
Bank in withdrawing financial support from countries which do not have IMF/World
Bank agreements, or where such agreements break down as a result of recipient countries
failing to satisfy regular checks on progress.

The credibility of macroeconomic stability in those SADC members heavily dependent
on aid, depends on how likely it is that current levels of donor support will be sustained.
That depends, in turn, on recipient countries adhering strictly to both economic and.
political conditions. Economic conditions now include not only such-long-established
indicators as inflation, budget deficits and interest rates, but also structural changes such
as privatisation. Political and political/economic conditions can include such issues as
human rights, involvement in regional wars, and the reintroduction of controls (such as
price controls and exchange controls) disapproved of by the IMF.

The increased range of conditions may have been introduced for good reasons, but from
the point of view of creating a favourable investment climate it increases the ways in
which IMF/World Bank agreements can break down. In turn, this has made investment
more risky, and frequently so risky that little or no foreign investment has taken place.

Table 4. Aid as a percentage of imports in SADC, 1980-98

1980-89 1990-95 1996 1997
South Africa - .11 1.1 2.3
Otlier SACU
Botswana ’ 15.6 54| 4,6 4,0
Lesotho ’ 21.9 15.4 11.8 11.6
Namibia 4.7 9.1 9.6
Swaziland 9.2 7.4 4.5 T 47
Non-SACU SADC
Angola 8.5 21.1 18.9
Malawi 55.9 79.2| 75.5 50.0
Mauritius . 6.9 3.5 2.1 2.3
Mozambique 593 143.4 103.2 [166.7]
Tanzania = . 61.6 68.3 100.1 110.5
Zambia 33.6 95.2 43.1 86.3
Zimbabwe 15.9 21.4 12.9 [17.9]

Notes: as for Table 1

From Table 4, it is immediately obvious that Malawi, Mozambique, Tanzania and
Zambia are desperately dependent on recurrent inflows of aid. There are two ways of
looking at this type of situation. On the one hand, any breakdown of relations between a
government and the aid donors could absolutely cripple the economy, so that even if
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inflation is currently low and macroeconomic stability appears to have been achieved
according to other indicators, there must be serious doubts about its sustainability. In
other words, investors would tend to be wary of the longer-term prospects.

On the other hand, it can be argued that in the more extreme cases of aid-dependence,
with aid at more than 100% of imports, government simply cannot afford to disagree with
the aid donors, because the economic effect would be completely devastating. Such a
very high degree of aid-dependence would tend therefore towards a curious sort of in-
built stability, created by the aid-dependence itself. However, it would take a risk-averse
or politically naive investor to commit significant resources on the basis of this argument.
It explains why even those countries held up by the IMF as having pursued structural
adjustment programmes successfully over an extended period, for example Ghana, have
attracted very little foreign direct investment (other than in mining enclaves, with the
export revenue deposited in escrow accounts abroad under the control of the forcign
investor).

Further problems about very heavy dependence on aid are firstly that aid tends to be tied,
which sharply increases costs, and a high proportion of it (typically up to 50% in Africa)
goes on technical assistance. Both of these aspects of aid-dependence reduce confidence
among investors. Secondly, if export prices recover, for example copper prices in
Zambia, there is a strong likelihood that the government will immediately abandon IMF-
induced macroeconomic policies, and spend inflows from exports quite differently from
the way that inflows of aid had to be spent. This is again a source of instability, or rather
a potential source of instability in the eyes of investors. It means, therefore, that the IMF
is not a credible external agency of restraint.

The implications are not very attractive in the short term. Aid-dependent economies need
a sustained period of sound macroeconomic management, combined with a period of
rapidly growing exports, in order to reduce their aid-dependence. In addition,
governments need to move from sound macroeconomic policies forced on them by the
IMF, the World Bank and the other donors, to sound macroeconomic policies adopted
willingly so that they are less likely to be abandoned as a result of a breakdown of donor
relations, or a recovery of the country's traditional export eamings. Tt is particularly hard
for governments with a poor track record of economic management to create the
necessary credibility, although, as with new management in a previously failing
company, new governments have a slightly better chance of convincing investors of their
commitment to new policies.

In addition to those countries with aid-dependence above 40% of imports shown in Table
4, it would appear that Zimbabwe is also very aid-dependent, judging from reports in the
press. However, the economy does continue to function during periods when disputes
between the Zimbabwe government at the IMF have not been resolved. This suggests
that the Zimbabwe economy has some capacity to respond to the opening up of South
Africa as an export market. This argument is supported by the fact that South African
producers of textiles and clothing (and producers in some other sectors) have lobbied
hard to prevent the renegotiation of the South Africa Zimbabwe trade agreement, South
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Aftican producers would not be so active on.this issue if Zimbabwe did not have some
capacity to export to South Africa at competitive prices.

Of the other non-SACU SADC economies, Angola is obviously not in any position to
attract investment in export manufacturing. This apparently leaves only Mauritius of this
group of ecofiomies to add to Zimbabwe as being capable of responding to the
opportunities provided by a SADC free trade area.

It is just possible, though, that the Mozambique economy may have slightly greater
potential than the other aid-dependent economies. The reason for making this suggestion
is that the Mozambique economy did not have a recent period of manufacturing
development behind high tariff barriers. Nor did it inherit monopoly state-owned
manufacturing firms. Essentially, most of the Mozambique economy was destroyed by
the war, so that it is starting afresh. In other words, Mozambique may be able to start to
build up a new and regionally competitive manufacturing industry, without having to be
concerned with how to get rid of old and inefficient firms. It may be wrong, though, to
make too much of this argument. Despite the very rapid rates of economic growth in
recent years in Mozambique, there must be a long way to go before Mozambique can
take significant advantage of free trade with South Africa.

External indebtedness

The other SADC economies either have severe macroeconomic instability, or a fragile
stability which is highly dependent on aid inflows , or a much-disliked macroeconomic
policy likely to be abandoned as soon as donor support is not necessary. To this could be
added the overhang of external debt, as another indicator which probably means that the
highly indebted economies will find it difficult to take advantage of a new trading
arrangement.

Table 6. Present value of external debt as a percentage of GDP, 1996

SACU : Non-SACU SADC ¢
South Africa 18|Angola '’ 310[
Other SACU p = Malawi 76|
Botswana [14] |Mauritius 45|
Lesotho 33| Mozambique 411
Namibia , [11]| Tanzania 114
Swaziland {19]|Zambia 161
T ‘| Zimbabwe 67

Sources: World Bank World Development Report 1998/99: 230-1; figures in square brackets are
external debt as a percentage of GNP from World Bank Global Development Finance 1999.

Relevance of macroeconomic convergence to sustaining a SDAC FTA

The argument can be turned slightly on its head. The currently very rundown economies
in SADC need every possible opportunity to help them to recover, and grow past the
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levels (of income per head, delivery of public services, and quality of infrastructure) that
they reached 10 or 20 years ago. One of those opportunities would be the opening up of
the South African market. The SADC economies have a significant advantage, compared
for example with the rest of Sub-Saharan Africa, in having such a large economic
neighbour, not just as a potential export market but as a potential source of manufacturing
investment. South African firms are far more.likely to invest in'such countries as Malawi
and Zambia than non-regional investors.® It is notable, for example, that most of the
manufacturing investment in Botswana has come from the SADC region, with only a few
recent exceptions (mainly Far Eastern firms prevented by quotas from increasing their
exports of textiles and clothing to Europe and America).

The issue then changes. Instead of arguing that a SADC free trade area is unlikely to
succeed because of the unattractive investment conditions in several of the key
economies, it could be argued that opening up the South African market is a necessary if
not a sufficient condition for economic recovery and growth in the region. This potential
contribution will be of little use if the SADC free trade area is abandoned quickly by
those countries which perceive either that they have gained little, or that most of the gains
have gone to South Africa. The problem then is to find some way of making a SADC
free trade area reasonably attractive to all its members in-the short term, in order to give
longer term benefits a chance of being achieved. If the arguments above are correct, this
means that a way must be found quickly to generate new investment capable of exporting
to South Africa (and to a much lesser extent to the rest of SADC). It cannot wait for
individual countries to sustain sound policies for long encugh to establish their individual
credibility. Those individuals SADC countries with a past history of instability would
need many years of macroeconomic stability to achieve the credibility necessary for
investment, acting on their own.

What can governments do?

There is nothing that governments should do directly,.in the sense of investing
themselves in export-oriented manufacturing (and other export-oriented activities, there
are some services which might contribute). African economic history makes it unlikely
that government investments in manufacturing will be anything but a disaster. Similarly,
the history of directing investment to areas where it would not willingly go, whether
within a single country, as for example "border" firms in South Africa, or within a
regional trading area, is that it does not work. The firms themselves struggle to make a
profit without any subsidy, and multiplier effects do not emerge. Some action is possible,
for example investment in infrastructure; the South African Industrial Development
Corporation has started on this. The South African government has also raised the limits
under exchange control rules of outward investment by South African companies in
SADC. Nevertheless, it is difficult for the South African government, donors or domestic
governments to induce private sector investment in the SADC periphery if other
conditions are fundamentally unfavourable, or if favourable conditions are seen.to be
unstable and therefore lack credibility.

® Some South African investment has taken place in recent years, notably in Malawi, Mozambique and
Zambia, but relatively little of this investment is directed at exporting to South Africa.
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This brings the argument full circle. The most effective government action, whether by
individual governments or by a regional institution, would be to speed up the process by
which sound macroeconomic policy (supposing that it has been established) acquires
medium and long term credibility. It has been argued above that the donors, led by the
IMF, do not provide this where governments are seen as accepting unwillingly the
macroeconomic and structural changes required. It is very difficult for individual
goveinments to create such confidence, particularly where they are the same govérnments
which pursued quite different policies in the past. It almost certainly takes longer for
individual governments to establish their credibility, than if they are locked in to a
collective and convincing external constraint. The case of governments which are in
open and acrimonious dispute with the IMF, a leading current example of which is
Zimbabwe, really does seem impossible. The restraint attempted by the IMF is unlikely
to be any more acceptable if imposed by some other external agency.

7. Conclusion: the need for a voluntary, collective, intra-SADC agency of restraint

It follows from these arguments that SADC governments must create a regional agency
of restraint, by voluntary negotiated agreement, with credible sanctions against breaking
its rules. In other words, SADC as a free trade arca would have to develop a mechanism
for constraining macroeconomic extravagance, not necessarily in order to establish a free
trade area, but in order for it to have a chance of being sustained. This is essential for the
non-SACU members to have a chance of atfracting the investment that would enable
them to take advantage of intra-SADC trade. Otherwise, a SADC free trade area will
swiftly collapse.

The most obvious sanction would be loss of membership. Of itself, this might not be
very threatening. However, if it meant exclusion from the South African market and
South African investment, then it might be effective. Macroeconomic policy
convergence may not be strictly necessary for countries within a regional trading
arrangement to trade with each other using their existing economic capacity. The
argument of this paper is that macro convergence around low rates inflation, with stable
real exchange rates, is necessary where member countries do not have the economic
capacity to take immediate advantage of new trading opportunities. Without this, they
will not get their share of the short term benefits, and the free trade area will quickly fall
apart. In order to create thaf capacity, private sector investment is necessary.

The necessary investor confidence willtake a long time to establish for individual
countries, so the process must be accelerated. The potential benefits of a regional free
trade area can only be secured if a credible collective agency of restraint is established by
the SADC governments themselves. Other mechanisms might be able to contribute. For
example, some form of partial investment guarantee to reduce the risks of South African
investment in the SADC periphery could be positive. Such a scheme might attract donor
support.

It would be absolutely essential that a SADC agency of restraint, and its sanctions, be
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negotiated and accepted through conviction by the SADC member governments. Forcing
governments into such an arrangement, whether using the muscle of.the IMF or the
regional dominance of South Africa, would not work.

Achieving voluntary agreement on the rules and sanctions necessary for macroeconomic
stability in member countries, based on governments being convinced of their benefits,
would probably take much longer than an agreement to reduce and eventually eliminate
tariff barriers within SADC. This paper argues, however, that it is essential to set up such
a collective agency of restraint, with credible sanctions, and therefore that the delay
would be a price worth paying. Otherwise, a SADC free trade area will suffer the fate of
other free trade areas in Sub-Saharan Africa; and a failed attempt would set back future
attempts at regional integration by many vears. It has taken more than 20 years for an
attempt to be made to re-establish the East African Community.
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Appendix Table 1. Increase in the cost of a US $ 1962-1998 (selected African

countries)
Country Units/$| Units/$ Ratio
1962 1998 1998/1962
Liberia 1.00 1.00 1.00
CFA Franc 246.85 566.42 2.29
Ethiopia 2.4845 6.99 2.81
Mauritius 4758 24.43 5.13]
Gambia 1.784 10.22 5.73
Botswana 0.7143 4.68] 6.55
Kenya 7.143 59.9 8.39
LNS 0.7143 6.27 8.78
South Africa 0.7143 6.27 8.78
Zimbabwe 0.7143 27.75 38.85
Malawi 0.7143 39.63 55.48
Sierra Leone 7.143 1550 216.99
Sudan 0.348 182.6 524.71
Nigeria 0.7143 566.42 792.97
Tanzania 0.7143 657.7 920.76
Congo (DRC) 64 137500 2148.44
Zambia 0.7143 2002 | 2802.74
Ghana 0.7143 2322 3250.73
Somalia 0.7143 2620 3667.93
Uganda (a) 7.143 127700 17877.64

Note: (a) actual rate for Uganda 1998: 1277 New Shillings (NS)/US Dollar; INS = 100 old shillings.
Source: International Financial Statistics; African Business October 1998
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Appendix Table 2. GNP per head in SADC, 1980-98

1980-89 1990-95 1996 1997
South Africa 2275 2908 3140 3140
Other SACU
Botswana 1218 2763 2903 3036
Lesotho . ) 450 562 670 - 679
Namibia 1430 1938 2080 2076
Swaziland 889 1133 1147 1161
Non-SACU SADC
Angola 843 623 340 352
Malawi 171 203 206 213
Mauritius 1409 2947 3690 3840
Mozambique 131 87 90 96
Tanzania 262 143 130 130
Zambia 454 400 430 433
Zimbabwe 719 597 620 633

Notes: as for Table 1; 1997 calculated using growth rates from Table 1, adjusted for population growth.
The Democratic Republic of the Congo and the Seychelles have been omitted from this table, and from
discussion in the paper. The Congo remains irrelevant while the war continues, and the Seychelles is too
small to make much difference to the argument.
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BIDPA Publications

Working Paper Series
BIDPA Working paper 1

Granberg, Per

A Note Concerning the Revision or rebuilding of the MEMBOT Model. Some Preliminary Observations
and Suggestions. BIDPA, 1996. RESTRICTED.

The paper discusses the structure of the existing MEMBOT model (Macroeconomic mode! for Botswana). The
limitations of the current model are identified and a need to revise it is noted.

BIDPA Working Paper 2

Granberg, Per

A Study of the Potential Economic Effects of AIDS. Some Preliminary Thoughts. BIDPA, 1996.

Given the current rate of HIV/AIDS infection in Botswana, there seems a need to analyse its economic impaet. It is
suggested that BIDPA may take an initiative towards this end. The paper presents some preliminary and tentative ideas
about such a project.

BIDPA Working paper 3

Duncan, Tyrrell (ed.).

Study on Poverty Alleviation in Botswana: Inception report. BIDPA, 1996

This inception report sets out the various steps planned in completing the study, which comprises a statistical review of’
poverty utilising the 1985/86 and 1993/94 Household Income and Expenditure Survey. The study will focus six special
areas: Basic Education, Preventative Health, Labour Based Public Works, Destitute Policy, Financial Assistance Policy
and Arable Lands Development Programme.

BIDPA Working Paper 4

Isaksen, Jan.

Main Ingredients for a Public - Private Sector Strategy for Private Secfor Employment Creation in
Botswana: Prepared for the Fourth Private Sector Conference on Employment Creation, Francistown
26 - 28 May 1996,

The paper attempts to draw lessons from policy experiences in Eastern Asia. On the basis of such lessons, the paper
suggests a number of practical policy steps which hopefully would be relevant to the policy debate in Botswana It
argues that a resumption of rapid economic growth through diversification and industrialisation are the most important
contributions to the acceleration of employment creation in Botswana

BIDPA Working Paper 5

Granberg, Per.

A Revised Poverty Datum Line for Botswana, BIDPA, June, 1996

The paper is part of a larger study of poverty and poverty alleviation in Botswana, undertaken by BIDPA for the
Ministry of Finance and Development Planning. The paper presents revised estimates of the Poverty Datum Line
(PDL) for Botswana, needed to analyse the household income and expenditure survey for 1993/94 and 1985/86 in
terms of poverty.

BIDPA Working Paper 6

Gergis, Abdalla.

Regulation, Privatisation and Commitment in Botswana: Paper presented at BNPC's First Stakeholder
Consultative Contference on Productivity: Productivity - Key to the future, November 6, 1996,

The paper notes the challenge facing Botswana, giving particular attention to the changing role of the state and the need
to adjust the regulatory environment. Recent economic developments in Betswana are discussed, as are the questions of
international competitiveness and the search for anew engine of growth for the economy.



BIDPA Working Paper 7

Fidzant, N.H., P. Makepe and J. Tlhalefang
The impact of trade liberalisation on Botswana's beef and maize sectors. BIDPA 1997

The paper examines the Botswana beef and maize sectors in terms of structure, main activities and market distortions.
The origins and sources of these distortions are analysed to determine how their removal would bear upon the various
stakeholders. The paper also attempts to sketch implications of regional integration.

BIDPA Working Paper 8

Isaksen, Jan.

Data Requirements and Methodologies for Multi-country Research.

The paper was presented at a workshop on developing a research agenda for accelerated development in Sub-Sahara
Afiica Held in Harare, Zimbabwe, March 1997. It presents data and methodelogy for co-operation at national, regional
and continental levels in research. It concludes that there is need for international co-operation build on national
priority research.

BIDPA Working Paper 9

Gergis, Abdalla

"To Privatise", What is & How? Paper presented at seminar on "Competition, Productivity and
Privatisation: Commonwealth Experiences and for Botswana" organised by BIDPA and BNPC under
the sponsorship of the Commonwedlth Secretariat, Gaborone 21 -23April, 1997 BIDPA, 1997

The paper was presented at a seminar on Competition, Productivity and Privatisation. It draws on lessons of experience
as well as existing knowledge about privatisation, briefly addressing the main issues discussing how privatisation can.
be planned and implemented successfully.

BIDPA Working Paper 10

Greener, Robert

The Impact of HIV/AIDS and options for intervention: results of a five -company pilot study.

BIDPA, 1997

The paper was written for the Botswana National Task Force on AIDS at the workplace. It presents results from a study
of the impact of HIV/AIDS, based on a sample of five companies in Botswana It concludes that the impact to date has
been small, because the HIV epidemic is still too recent to have developed into an AIDS epidemic.

BIDPA Working Paper 11

Harvey, Charles.

The role of Africa in the global Economy: the contribution of regional co-operation, with particular
reference to Southern Africa. BIDPA' 1997

The paper was written at the request of the Vice President and Minister of Finance and Development Planning, The
paper notes that Africa's importance in the world economy has declined over the years and argues that this, and the
extreme poverty in most of Africa, calls for analysis of ways to reverse the trend. Prospects for regional co-operation
and integration are discussed as possible ways to accelerate economic growth in Southern Africa,

BIDPA Werking Paper 12

Ditlheng, Molapisi.

Poverty Assessment and Poverty Alleviation in Botswana BIDPA 1997

The paper discusses the nature and extent of poverty in Botswana, drawing data from the Study of poverty and poverty
alleviation in Botswana conducted by BIDPA for Minisiry of Finance and Development Planning,

BIDPA Working Paper 13
Gergis, Abdalla

Competition, Productivity and Privatisation. BIDPA 1997.
A summary report of the proceedings of the Seminar on Competition, Productivity and Privatisation.
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BIDPA working paper No, 14

Lisenda, Lisenda

Small and Medium-Scale Enterprises in Botswana: Their Characteristics,

Sources of finance and Problem BIDPA, December 1997.

The study analyses the characteristics of Small and Medium-Scale Enterprises (SMEs) in Botswana highlighting the
educational background of owners and exposure to business related training, geographic location of enferprises,
premises of operation, age of enterprise, and size of enterprise by number of employees, sales and tota! investment and
activity. Also considered are administration and financial sources of the enterprises. Record keeping is assessed by size
of enterprise, gender of operator and source of finance of enterprise. Problems faced by SMEs are highlighted,

BIDPA Working Paper No. 15

Granberg, Per.

A simple formule for ferecasting the Botswana urban population total. BIDPA,

February 1998

The paper establishes a simple relationship between urbanisation and economic growth. The relationship is intended as
a simple “"annex" to the revised MEMBOT model (forthcoming), capable of providing quantitative estimates
illustrating the likely nature of urban population changes under altenative economic scenarios.

BIDPA Working Paper No. 16

Sesinyi, Magdeline.

Minimum wages and employment: literature review and background on minimum wages in Botswana.
BIDPA, 1998.

Gives a brief literature review on minimum wages and their possible effects on employment, with particular focus on
the likely effects of minimum wage introduction on the two excluded sectors, namely the Domestic and Agricultural
Sectors. It briefly outlines research results on minimum wages from past studies, highlighting their main
tecommendations. The paper concludes that minimum wage increases results in trade-off, and no matter how well
intended come with a price in the form of lost jobs for some and increased benefits for others.

BIDPA Working Paper No. 17

Jefferis, Keith, Charles Okeahalam and Tebogo Matome
International Stack Market Linkages in Southern Africa, BIDPA, 1999

Stock markets are taking on an increasingly prominent role in financial development, and many developing and
transition economies are establishing stock markets as part of financial reform processes. In theory stock markets can
contribute to the mobilisation’ of savings and the allocation of investment, but there are questions as to whether this
works in practice. One important issue is whether stock markets are efficient (in the financial sense), and a related
question is whether share prices reflect economic fundamentals; both of these questions are important in addressing
whether stock markets properly allocate capital. Another ssue relates to the question of international linkages between
markets: with greater integration of capital markets globally, financial market developments appear to be rapidly
transmitted between markets around the world. While this can have beneficial impacts, in terms of improving the
global allocation and pricing of capital, it may be disruptive if international capital flows are large relative to national
markets and economies. This paper addresses pertinent issues in the context of stock markets in three southern African
countries: Botswana, Zimbabwe and South Africa.

BIDPA Working Paper No. 18

Dumcombe, Richard
The Role of Information and Communication Technology in Small and Medium Enterprise
Development in Botswana. BIDPA, October 1998

The paper analyses the role of information and communication technologies (ICTs) in small and medium enterprise
(SME) development in Botswana. It outlines the economic and policy background to SME development, and presents
an analysis of the SME sector with regard to firm size, location and market sector. It presents the results of a pilot
survey of firms in the SME sector examining the information and communication practices of a small sample of firms.
Current developments in information and communication technologies are outlined, and some preliminary findings
relating to ICT impact on SMEs are summarised. Finally, some policy considerations are mentioned and the objectives
of the main fieldwork phase of the project are outlined



BIDPA Working Paper No. 19

By Harvey, Charles
The impact on Southern Africa of the financial crises in Asia and Russia BIDPA, June 1999

The countries of southem Africa have not suffered seriously from "financial contagion”, which is the short-term and
sometimes devastating impact of financial crises in other countries. The first stage of financial contagion occurs
through the markets for foreign exchange, shares and bonds. The second stage, which can be even more devastating,
oceurs if trouble in financial markets causes a crisis in the country's banking system, as happened in several Asian
countries. South Africa's economy is potentially the most vulnerable in Southern Africa to financial contagion, because
it has highly developed financial markets which are open to inflows and outflows of foreign capital. However, the
economic cost of financial contagion has been limited in South Africa because the country’s banking system is sound.
Zimbabwe has been similatly protected from the worst effects of financial contagion. Financial markets in the other
countries of Southern Africa are very underdeveloped, which limits the first stage of financial contagion; this is
fortunate, because some of them have unsound banking systems. All of these countries are actively trying to develop
their financial sectors, hawever, so that their relative immunity to financial contagion may be reduced in the future.
This will strengthen the case for maintaining macroeconomic balance, realistic exchange rates, and absolutely sound
banking systems.

BIDPA Working paper 20

Jeferris, Keith The Long Term Impact of Structural Economic Change on Government Spending. BIDPA,
June 1999

Botswana’s current economic objectives centre on diversification away from its historical dependence on diamonds and
government. Such diversification will change the structure of the economy, and has important implications for the
ability of government to raise revenue through taxation and therefore for its ability to finance its expenditure. This
paper explores the likely impact of diversification on government’s revenue raising ability and hence on the magnitude
of its overall role in the economy. It uses projections over a 20-year period to simulate possible scenarios for taxation
and the size of government. The key point is that any diversification will cause government revenues to fall, in relative
terms. The diamond sector is extremely profitable, and those profits are taxed at a very high rate; as the economy
diversifies, other sectors will emerge that will be less profitable and less highly taxed. The projections in this paper
show that under a variety of different assumptions about sectoral growth rates, and taxation and spending, government
will have to significantly reduce its role in the economy. Such a change will have major implications for choices to be
made about the allocation of public expenditure.

Publications Series )
1. Gaolathe, Ndaba "Botswana's booms and recession experience: a discussion” IN: Salkin J.S, D.
Mpabanga, D. Cowan, J. Selwe, M. Wright (eds.) Aspects of the Botswana Economy. Gaborone: Lentswe
La Lesedi, 1997 pp: 37 - S2.

In the years around 1990, the Botswana economy experienced a period of "boom"” conditions, eventually followed by a
"burst". The paper sets out to analyse this experience, trying to explain the underlying factors, and to draw out policy
lessons.

2. Gergis, Abdalla (ed.)
Botswana's New Industrial Development Policy BIDPA/MCI. Gaborone: Government Printer, 1997.

The publication contains the proceedings of the joint BIDPA/MCI seminar held in September 1996. The volume
includes the seminar report on group discussions of the draft industrial development policy and the background papers
presented by speakers at the seminar. The report summarises the issues raised duting the two days of discussions.

3. Gergis, Abdalla (ed.)

Praspects of EU/MCP relationship with particular reference to Botswana:
Conference held at the Grand Palm Hotel, Gaborone 25 - 26 September 1997:
Conference highlights Gaborone: Government Printer 1998.

This document presents highlights of the conference and of papers presented by speakers. The report captures the
essence of the debate on the future of Lome Convention and highlights main issues that emerged from the consultation
Process.



4. Granberg, Per.

Exchange rate, inflatior and competitive: an analysis of the relationship between Botswana's Exchange
and Inflation Rates and its implication for the competitive strength of her producers

The publication contains findings of the project: Study of Botswana's exchange rate policy. The publication details
simple input/output based model for analysing the exchange rate question, and employs it to draw out the implications
for various sectors of the economy, under alternative exchange rate scenarios. It goes on to analyse the available
statistical evidence, and draw comparison to model results. Finally, it discusses the rationale, and possible revision, of
the current exchange rate policy for a broader perspective with special reference to the likely implications of following
a significantly different policy.

Serials

1. BIDPA Briefing
A quarterly newsletter, with topical supplements, that provides regular comment and analysis on all aspects of
Botswana economy.

2. The BIDPA Newsletter

A quarterly newsletter reporting on events, projects and general activities of the Botswana Institute for
Development Policy Analysis (BIDPA).






