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SUMMARY AND OVERVIEW

I. This paper is intended to inform the Executive Directors on the Bank's role in support
of policy and institutional reforms by countries participating in a regional effort to promote
cross-border economic activity in Eastern and Southern Africa under the Cross Border
Initiative (CBI).

2. What is the CBI? This initiative, which is cosponsored by the Bank, the IMF, the
European Union (EU), and the AfDB, is a framework of jointly agreed policies that will be
taken up by a voluntary sub-set of countries within existing regional arrangements such as the
Common Market for Eastern and Southern Africa (COMESA), the Southern Africa
Development Community (SADC), and the Indian Ocean Commission (IOC). The CBI is
none of the following: a new institution, a new trading bloc, a "regional SAL", nor a substitute
for ongoing reform programs.

3. The CBI aims at channeling the strong aspirations of the participating countries for
greater economic integration towards a new integration app-oach based on the promotion of
competition and efficiency in the domestic product and factor markets of the participating
countries with low protection vis-i-vis the third parties. The initiative goes beyond tariff
reform to include, inter alia, reform of the rules of entry for private investment and facilitation
of cross-border flow of goods and persons. Moreover, many actions under the initiative are
aimed at further integrating the economies into the world economy as this would increase the
benefits from regional integration. Thus, in parallel with eliminating tariffs on regional trade,
the countries would reduce substantially the tariffs on third-party trade.

4. The CBI approach makes it possible to handle efficiently the regional dimension of
adjustment within the overall reform programs of the participating countries. The CBI-
supported reforms would be incorporated in Bank/Fund monitored economic reform programs
at the country level and complement the regular dialogue on economic policy reform. In areas
such as trade policy and baniers to cross-border activity, the initiative is expected to help
broaden the scope and accelerate the time-frame for implementation of actions beyond the pace
envisaged under the ongoing reform programs.

5. Strategy. In line with the guidelines contained in the Africa Region's recent report, "A
Continent in Transition," the initiative is designed to promote faster liberalization of cross-
border activity in the sub-region, while in parallel supporting the participating countries'
continued integration into the world economy within the WTO framework The strategy is to
encourage the fastest reformers in the hope that they would set a standard that would help pull
the "laggards" up to the speed of the faster reformers. In a nutshell, the CBI stands to
unilateral trade liberalization supported under "regular" adjustment programs much like
NAFTA stands to the Uruguay Round.
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6. Rationale. The rationale for Bank's support of the CBI is based on the following
considerations. First, the initiative offers the most realistic prospect of locking in a faster pace
of investment and trade liberalization in the sub-region by dismantling of payments, transport
and other barriers that have traditionally resulted in high transaction costs for the cross-border
flows of goods, persons and capital, and prevented efficient transactions. Second, the Bank's
involvement in the CBI reflects a fundamental interest in ensuring that the initiative goes in the
direction of overall liberalization by promoting substantial reduction in the external protection
of the participating countries, while the latter continue to provide preferences on intra-regional
trade in the framework of their existing obligations under the COMESA Treaty. Finally, the
CBI provides the Bank with a visible framework to demonstrate its support for regional
integration, an issue that was prominent in the consultation process of "A Continent in
Transition".

7. Ownership. The CBI is a client-oriented initiative. It has evolved through a three-
year consultation process on priorities for reform among the regional institutions and
representatives of the public as well as the private sector of most of the countries in the sub-
region. The CBI has also received political validation by African leaders at the highest levels.
This has come in the form of endorsements of CBrs policy framework (i.e., Concept Paper) by
the representatives of over a dozen countries as well as several regional institutions at two
ministerial meetings held in Kampala on August 27, 1993, and in Mauritius on March 23-24,
1995, by several Heads of State in the context of the Advisory Committee Meeting of the
Global Coalition for Africa in June 1994, and by the Summit of the Heads of State of the
COMESA Authority in December 1994.

8. Special features. The following special features reflect the value added of the
initiative: voluntary participation by a sub-set of countries so as to allow the fast reformers
to set the pace for liheralization; implementation based on the principle of reciprocity among
the participating countries, thereby encouraging action which countries would likely hesitate to
take if they were acting alone; and the potential for the kind of peer pressure for reform that is
not always present in the dialogue between individual countries and the Bretton Woods
institutions.

9. In the critical area of trade reform, the participating countries have agreed inter alia on
the following key elements of a "road map" to guide the implementation of country specific
actions under the CBI framework: (i) converge by mid-1998 to an external tariff structure of
no more than 3-4 rates, including zero, with an average trade-weighted tariff of at most 15
percent and a maximum rate of 20-25 percent; (ii) continue reducing the remaining tariffs on
intra-regional trade among the CBI countries so as to completely eliminate such tariffs by mid-
1998; (iii) lower the average absolute preference margin between imports from CBI countries
and non-COMESA countries to not more than 15 percent by mid-1998 (compared to the
present level of about 25 percent on average); and (iv) harmonize the definition of goods
bearing similar tariffs, the limited list of non-tariff barriers (NTB) permitted for non-protective
purposes, and the rules of exemption from import taxes.
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10. Progress in implementation. In general, there has been good progress in liberalizing
the investment and trade regimes in the region. Many of the participating countries have made
progress with trade reform, particularly the elimination of trade licensing and other non-tariff
barriers (NTB), liberalization of payments on the current account, and in designing more liberal
and transparent investment regimes. Nevertheless, more remains to be done to complete the
reform agenda. Additional country specific actions are, therefore, being prepared under the
CBI for early implementation.

11. To date, fourteen countries (Burundi, Comoros, Kenya, Madagascar, Malawi,
Mauritius, Namibia, Rwanda, Seychelles, Swaziland, Tanzania, Uganda, Zambia, and
Zimbabwe) have decided to implement the CBI-supported reform agenda described in the
Concept Paper. Moreover, in collaboration with the cosponsors, the authorities of Malawi,
Mauritius and Zambia have finalized specific proposals to implement the reform agenda, and
have started implementing the proposed measures. Preliminary proposals have also been
prepared by Comoros, Madagascar, Namibia, Seychelles, Swaziland, Uganda and Zimbabwe
and are under review by the cosponsors. The remaining four countries are expected to prepare
specific proposals for action by September 1995. There are, therefore, good prospects for the
CBI approach to help lock in a faster pace of liberalization in the region and, thereby, have
impact on the ground in terms of higher investment, trade expansion and faster growth.

12. Benefits. The main benefits to the countries cooperating under the CBI will come
from: (i) lower transaction costs due to the removal of barriers to cross-border movement of
goods and production factors; and (ii) efficiency gains from repositioning of firms away from
small national markets to production for the larger regional and world markets. In the long
term, and in a dynamic context involving efficiency gains and increased trade and investment,
the overall impact of reforms is expected to be welfare enhancing. This will, however, depend
largely on the extent to which external protection is reduced. The full realization of the
potential benefit. of the CBI reforms will depend also on a number of other factors including,
the quality of infrastructure of the CBI countries, the accompanying measures to assist the
private sector in undertaking restructuring to reposition itself in the emerging regional market.

13. Short-term impact. The accelerated liberalization of cross-border investment and
external trade under the CBI is likely to affect the macro-economic aggregates (e.g., revenues
and external financing requirements). The CBI-supported reforms would, therefore, be
anchored in coherent macro-economic frameworks that include measures to strengthen tax
administration and alternative revenue sources as well as external financing to ensure macro-
economic viability.

14. Risks. The CBI framework has been designed with features that would help minimize
the risks with respect to: country commitment, trade diversion, pace of liberalization, private
sector response, enforceability, coordination, and reciprocity. The main risk is that the CBI
countries would stray off the path of overall liberalization and turn the arrangement into a
"closed' preferential trading bloc. The Bank would, therefore, support the CBI only as long as
the participating countries are moving along the proposed reform path in the direction of
overall liberalization, especially the reduction of external tariffs. Progress in this regard would
be monitored in terms of movement along the agreed "road map" for tariff reform.
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15. Operational modalities. The cosponsors have established a Steering Committee to
coordinate their activities in support of the CBI and in consultation with the country authorities
have agreed on the following key operational modalities for implementation. First, the general
policy provisions related to the CBI-supported reform agenda would be incorporated in the
PFP for each country, as the "regional dimension" of economic reform.

16. Second, to lend focus and visibility to the CBI, and to provide a mechanism for the
countries to share their programs of action with their regional partners, the participating
countries would package their specific country commitments under the initiative in a Letter of
CBI Policy. The latter would be annexed, or the substitute thereof incorporated in, the usual
documents describing the reform programs such as letters of intent or development policy.
These arrangements will provide a basis to monitor implementation of reforms and to enforce
country commitments in the context of country specific dialogue on economic policy reform.

17. Third, for any given country, the amount of external assistance in support of reforms
would be determined flexibly in the context of each country's overall macro-economic
framework, taking into account, among other things, the strength of the reform program, the
short term impact of the measures on macro-economic aggregates, the level of external
reserves and the pipeline of already committed external assistance.

18. Fourth, each sponsoring institution would determine, subject to its own policies and
country assistance programs, the most appropriate instruments of assistance and the actions
that would condition such support.

19. Finally, some cosponsors may concentrate their support in either a specific instrument
or in certain countries, provided that the needs of all participating countries are reasonably
satisfied by the cosponsors (as a group) and other donors. Bank assistance to countries
implementing the CBI-supported reform agenda would be focused on institutional
development primarily through grants under the Institutional Development Fund, as well as on
BOP assistance, exclusively within the confines of regular adjustment operations.

20. -Several proposed IDA adjustment operations are under preparation in the CBI
participating countries. These operations would support selected policy and institutional
reforms included in the CBI framework that focus on overall liberalization such as reductions
in tariff and non-tariff barriers to trade with the rest of the world. The first such operation (the
proposed Zambia Economic Recovery and Investment Promotion Credit) is expected to be
presented to the Executive Directors in the last quarter ofFY95.

21. Organization of the paper. The paper is organized as follows. Section I presents the
-ationale for and the genesis of the CBI. Section II describes the main features of the initiative,
its expected benefits as well as its value added. Section m presents the operational modalities
that would guide CBI's implementation. Section IV discusses the Bank's role in support of tho
CBI. The paper concludes with a discussion of the risks associated with the initiative.



CROSS-BORDER INITIATIVE TO PROMOTE
PRIVATE INVESTMENT, TRADE AND PAYMENTS IN

EASTERN AND SOUTHERN AFRICA AND THE INDIAN OCEAN (CBI)

I. Rationale for the CBI and its Genesis

I. The development community has revived its interest in economic integration in SSA. The
Long Term Perspectives Study (LTPS, 1989) presented the following analysis of the integration
issue in Sub-Saharan Africa (SSA). "Most African economies are too small to achieve economies of
scale or specialization without trade...But progress toward economic integration has been
dismppointing. Official intra-regional trade has hardly grown in 20 years. Nonetheless, the case for
large integrated markets is confirmed by thriving unofficial trade. If the goal of greater regional
integration is to be realized, bolder efforts will be needed to create an enabling
environment ... Integration must follow market signals...Experience suggests that the approach most
likely to succeed will be pragmatic and incremental, allowing two or more countries to move forward
wherever opportunities arise...Needless obstacles to movements of capital, labor and goods should be
removed."

2. The Maastricht Conference on Africa (July 1990) welcomed more regional integration and
cooperation in SSA, while at the same time noting that previous integration schemes, which were
launched in the pre-adjustment era, had achieved limited progress in promoting cross-border trade and

I
investment. Moreover, regional preferential arrangements are being strengthened or new ones
established in all regions of the world. Around half of trade among nations currently takes place on a
preferential basis in the context of regional trading arrangements.

3. Finally, in the context of the Special Program of Assistance for Africa (SPA), there has been a
growing recognition of the potential value of regional integration in strengthening the basis for
sustainable growth in SSA. Hence, the need to look for a new practical approach to promoting
economic integration in SSA that is anchored in outward-oriented development strategies.

4. Against this background, and following the Maastricht Conference, the Bank, IMF, European
Union (EU), and AfDB began a dialogue with the authorities of interested countries on issues related
to regional integration in SSA. These efforts culminated in an initiative - that is, the CBI - in the
PTA/SADC/IOC region, where, as a result of past reforms, there was progress towards creating
outward-oriented economic regimes as well as a particularly strong resolve to strengthen financial and
economic linkages among the countries (see Annex II for details on CBrs evolution).

1
There are currently ten active major economic integration/cooperation arrangements involving various country
groupings in SSA. The main arrangements in the eastern and southern sub-regions are the Common Market for
Eastern and Southern Africa (COMESA), whose constitutive Treaty came into force in December 1994, thereby
superseding the Preferential Trade Area (PTA); the Southern African Development Community (SADC),
established in August 1992, and superseding the Southern Africa Development Coordination Conference
(SADCC); the Southern Africa Customs Union (SACU), established in 1910; and the Indian Ocean Commission
(IOC), established in 1989. Annex I presents the salient features of these arrangements.
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5. In helping the countries to design the initiative, the cosponsors considered not only the
precepts of economic theory but also the political reality on the ground. It was recognized that in
SSA, economic factors are not the only motivation behind the strong aspiration for greater regional
integration. Three decades of experience suggests that, theoretical arguments in favor of unilateral or
multilateral MFN liberalization notwithstanding, African countries remain convinced of the need for
regional integration. The challenge, therefore, is to ensure that these aspirations are channeled in a
welfare improving direction.

6. Following an extensive dialogue with the cosponsors on the benefits and risks of regional
integration, the countries participating in the CBI have adopted a policy framework. The latter is built
on the following key principles in order to ensure that the countries' efforts at promoting greater
regional integration are welfare improving in the long term:

* Deep integration. The move to greater regional integration should include dismantling of
payments, transport and other barriers that have hindered relationships between countries of
the region. Moreover, efficient intra-regioral investment and trade creation requires action to
go beyond removing barriers to intra-regional trade in goods. It is important to include
invisibles as well as enhanced factor mobility through deregulation of capital and labor flows.

* Comparative advantage. In view of the unsatisfactory experience with the previous "top-
down" regional integration schemes, the new approach to regionalism should rely on
comparative advantage as the driving force behind the integration process.

* Outward orientation. To be welfare improving in the long term, regionalism should be
accompanied by a greater integration of the sub-region into the world economy. This would
be achieved through substantial external trade liberalization to minimize inefficient investment
and trade diversion.

* Self selection. Given that not all countries are equally ready to act in line with the above
principles, progress requires voluntary participation by a willing sub-set of countries rather
than unanimity (as in the case of previous integration schemes) so as to allow the fast
reformers to set the pace for integration.

7. Thus, the CBI approach to promoting integration is consistent with the conceptual guidelines
towards pragmatic efficiency on this issue such as contained in the recent study of the new

2
regionalism, which was discussed at a seminar of the Executive Directors on April 20, 1994. That
study's most important guidelines include: avoid raising trade and investment barriers against

2
See IEC, "The New Regionalism and its Consequences," (March 8, 1994). The study contains an extensive review
of the theoretical arguments around the inegration issue, which arc not repeated in the present paper. The main
conclusions of the study are that (i) the "new regionalism" is qualitatively different from earlier regional
integration schemes in that the new integiaion arrangements are organized as "open" trading blocks with less
threat to global trade liberalization efforts than the past inward-oriented regional initiatives; (ii) while the
economic importance of these arrangements as tools of development should not be exaggerated, their non-
conventional benefits (e.g., the creation of investment opportunities) should not be ignored; and (iii) even the new
generation of integration schemes are experiments in "managed hberalization" and have the potential of turning
into a "closed" trading block, unless the protectionist sentiments of the members are controlled.
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outsiders, attempt to converge to a common external tariff, using the lowest protection level among
the countries of the grouping, and make this protection relatively uniform.

8. The CBI is also consistent with the Africa Region's overall strategy of promoting faster
development in SSA. The recent follow up report to the LTPS, "A Continent in Transition,"
reiterated the importance of regional integration and supplemented the arguments in the LTPS by
concluding that: "...the role of regional agreements in reducing the risk of policy reversal -- which is
cited by businesses as being one of the most important reasons for their failure to invest -- is an
important additional factor strengthening the argument..." for regional integration. Initiatives that
support this process "...will have to be designed in an outward-oriented manner, consistent with
achieving multilateral liberalization. At the heart of these arrangements must be the objective of
making trade and investment easier across present borders, allowing not only gains from trade but

3
those from scale economies to be reaped."

9. In line with the guidelines contained in the latter report, the CBI is designed to promote faster
liberalization of cross-border activity in the region while in parallel helping the participating countries
to integrate their economies into the world economy by lowering the barriers to trade and investment
with all of the region's trading partners worldwide. For example, while the countries eliminate NTBs
and tariffs on intra-regional trade, they would also substantially eliminate NTBs and lower tariffs vis-;-
vis the third countries consistent with "multilateralism" as defined by WTO. In a nutshell, therefore,
the C13I stands to unilateral liberalization supported under "regular" adjustment programs much like
NAFTA stands to the Uruguay Round.

10. The CBI approach is also consistent with the long term vision of an African economic
4

community as envisaged in the Abuja Treaty and the various other agreements at the sub-regional
level (e.g., COMESA). The dialogue with the relevant regional and sub-regional institutions (e.g.,
ECA, COMESA) has placed the CBI in the ongoing process of regional integration in Africa involving
a multitude of integrafion arrangements. In endorsing the CBI, the regional institutions see it as a
"building module" in the long term process of creating an economic community in Africa. In
particular, CBI's emphasis on "variable geometry" approach to integration has enabled the regional
organizations to use progress by fast reformers to help pull the slower members along the integration
path.

11. Finally, an approach such as the CBI may offer the most realistic prospect of locking in a faster
pace of liberalization in the sub-region (e.g., removing the barriers to the cross-border flow of goods,
persons and capital). This would help to reduce the costs of transaction on cross-border activity and
to create the conditions for efficiency gains as firms restructure and/or reposition themselves away
from small national markets to production for the larger regional and world markets. The CBI
approach is also a pragmatic step in inducing a greater degree of integration of the sub-region into the
world economy by helping create the conditions that would enable the countries to substantially
reduce external protection, while continuing to provide preferences on intra-regional trade. This is the
basic rationale behind the CBI and the justification for Bank's support for the initiative.

3
See "A Continent in Transition: Sub-Saharan Africa in the mid-1990s" (Drait, January 11, 1995), pp. 50-52.

4
The Abuja Treaty calls for the establishment of an African Economic Community (see appendix to Annex II).
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IL CBrs Main Features

12. The CBI has evolved over the past three years in several phases of dialogue between the
representatives of the Eastern and Southern African countries the regional institutions, and the
cosponsors (see Annex II for details on CBI's evolution, i's special features, and potential for cross-
border trade). The early phases led to the formulation of a Concept Paper (CP, see Annex III), which
proposed a framework for action by the interested governments. On August 27, 1993, at a Ministerial
Meeting in Kampala, Uganda, the representatives of thirteen countries and several regional institutions
adopted the CP. The cosponsors also indicated their commitment to support CBI's implementation.
This section describes the main reforms supported by the CBI as well as their expected benefits and
the value added of the initiative. The operational modalities, including the role and responsibilities of
the countries and the cosponsors during the implementation phase are described in Section m. The
risks associated with the CBI approach are addressed in Section V.

Proposed Reform Agenda

13. The CBrs underlying reform strategy is to help promote more outward-oriented economic
regimes in each of the participating countries. The recent Adjustment in Africa Study (1994)
concluded that while economic policies in SSA are getting better, they are not good-yet. Despite the
significant progress made by the adjusting countries in removing distortions and creating a stable
macro-economic environment, more effort is needed, even among the best performers. The latter
include some of the countries participating in the CBI (henceforth, the "CBI countries").

14. The CBI-supported reform agenda is consistent with the priorities of the regular dialogue on
economic policy reform. The initiative is not a substitute for the latter. Rather, the CBI fra-mework
would help accelerate the reform process. The key to CBrs value added is the presumption that
through peer pressure and reciprocal action it could help the countries to lock in a more liberalized and
more harmonized policy environment than would be likely if the countries were acting alone. This

5
presumption is grounded in the relevant literature and some experience. For example, NAFTA makes
it more likely that Mexico's liberalization policies are irreversible, and the dialogue on the CBI has
helped in convincing a number of countries to accelerate or deepen their reforms.

15. The following describes an overall reform agenda promoted under the CBI based on the
framework outlined in the CP. The specific measures, their sequencing and implementation timetable
will vary by country, since progress on policy reform is variable within specific reform categories
between the countries. Finally, since the CBI is based on the principle of the fastest reformers setting
the pace of integration, some countries may opt for a timetable of action that goes beyond the
parameters of the overall framework contained in the CP. For example, Uganda, Kenya and Tanzania
may move at a faster pace in the context of the revived East African Cooperation (EAC).

5
For example, de Melo, Rodrik and Panagariya ("Regional Integration: an Analytical and Empirical Overview,"
CEPR conference paper, April, 1992, p. 3 1) have observed that "...a regional arrangement implies a larger political
community and hence a smaller role in determining policy for politically important groups in each country. This
renders decision making less responsive to factional interests, and may enhance efficiency." The authors call this
the "preference dilution effect."
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16. Liberalization of the exchange system. Progress towards greater cross-border trade and
investment requires market-determined exchange systems that are free of current restrictions. The
majority of the participating countries have already made substantial progress in liberalizing their
exchange systems. The CBI would, nevertheless, provide an opportunity to consolidate the recent
gains on this front and to promote intercountry convergence to full currency convertibility.

17. Currently, six CBI participants have accepted the obligations of Article VIII of the IMF's
Articles of Agreement ' maintain an exchange system free of restrictions on current account
transactions (Kenya, Mauntius, Seychelles, Swaziland, Uganda, and Zimbabwe). Several others have
introduced market-determined exchange rate systems in the last few years (Madagascar, Malawi,
Tanzania, and Zambia), based on the gradual elimination of most restrictions; the remaining current
restrictions have recently been eliminated in two of them, Malawi and Tanzania. During 1995-96,
therefore, the CBI countries would eliminate the remaining exchange restrictions on current

account transactions with the objective of accepting the obligations of Article VIII of the IMF.

18. Moreover, the CBI countries would relax restrictions on capital account transactions
associated with the liberalization of direct investment and investment in regional equity markets (e.g.,
cross-listing in stock exchanges, which are already functioning in Botswana, Kenya, Mauritius,
Namibia and Zimbabwe, and being established in Malawi, Tanzania, Uganda and Zambia). With the
anticipated progress in these areas, the CBI countries would move to establish unified, spot exchange
markets no later than end-1996. This would set the stage for more diversified exchange transactions,
including forward operations.

19. Trade liberalization. Considerable progress has been made in recent years to reduce non-
tariff barriers (NTB). There has also been progress in rationalizing tariff regimes. Tariffs on trade
with third countries outside COMESA (henceforth referred to as external tariffs) have been lowered to
a trade-weighted average of around 35 percent and the number of rates has been reduced to about 6
on average for most countries. However, the average collection rate is often closer to 20 percent
because of exemptions and administrative problems.

20. Despite this general progress, at end-1994, a few NTBs to trade still existed in some countries
(e.g., import quotas on batteries and beverages in Uganda and export licensing on selective
agricultural products in Malawi, Tanzania and Zimbabwe). In some countries there are a number of
taxes on imports in addition to the import tariff. Average extemal tariffs (trade-weighted) vary
significantly by country (the range is about 18-45 percent). The tariff regimes across the countries are
far from harmonized, with some neighboring countries having very different tariff rates for similar
imports. Similarly, the rules for import tax exemptions vary significantly between the countries.

6
In countries that cannot make the necessary adjustments to attain currency convurtibility immediately, interim
mechanisms may be needed to avoid hidden subsidization of investment through overvalued exchange rates. For
example, the LTPS suggested that countries with non-converible currencies could agree to allow market clearing
of their payments imbalances through the open market operations of commercial fnancial institutions. It also
suggested that governments could help by enabling the private sector to freely hold and dispose of African
currencies at market clearing prices. Before implementing such proposals, the CBI countries would be expected to
reach understandings with the Fund.
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21. Effective protection also remains generally ligh (e.g., 60-85 percent on average in the
manufacturing sector in Kenya and Malawi) and extremely variable (e.g., average rates of protection
range from negative in the case of some capital goods to 25 percent for intermediate goods and over
100 percent for some consumer goods). Finally, the absolute margin of preference (i.e., the difference
between the average external tariff --about 35 percent-- and the preferential tariff under COMESA --
about 10 percent) for intra-regional trade among the CBI countries is on average about 25 percent.

22. To help create a common economic space among themselves and to further integrate their
economies into the world economy, the CBI countries would: (i) eliminate tariff and non-tariffbarriers
to trade Qmng themselves: and (ii) make a substantial effort in further liberalizing their external trade

7
regim. Specifically, the countries would undertake the following reforms.

23. First, they would abolish remaining non-tariff barriers (NTB) on their mutual trade
immediately upon adoption of a country specific program of CBI-supported measures. This would
include any remaining import controls, export licensing and other quantitative restrictions (except for a
small negative list related to environment, health and safety concerns), and cover trade in services
(e.g., financial services, insurance, transport, consultancy and tourism). The CBI countries would also
take similar actions vis-i-vis third countries on an MFN basis, with the caveat that under exceptional
circumstances, some restrictions could be allowed (in agreement with the cosponsors and consistent
with the obligations under WTO), but only for a limited time period generally not exceeding one year.
In addition, the CBI countries would avoid imposing new NTBs.

24. Second, to further promote cross-border trade linkages in the region, the CBI countries would
accelerate the movement towards creating a free-trade area relative to their obligations under the
COMESA Treaty, which includes the establishment of a free trade area by the end of the decade.
Specifically, the CBI countries plan to eliminate tariffs on intra-regional trade among themselves
by mid-1998. Originally, the Concept Paper had envisaged the elimination of such tariffs by 1996.
However, at the Second Ministerial Meeting it was decided to move the target date to 1998 so as to
harmonize reductions in tariffs on trade within the region and on trade with the rest of the world in
order to minimize the risk of trade diversion. Accordingly, tariff preferences on trade among the CBI
countries (i.e., the difference between the external tariff and the tariff on intra-regional trade expressed
as a percentag- of the former -- currently at 70 percent under the COMESA obligations) would be
increased as follows: 80 percent by June 1996; 90 percent by June 1997; and 100 percent by June
1998 (i.e., zero tariff on intra-regional trade).

25. The actions on intra-regional tariffs will be taken on a reciprocal basis among the participating
countries. Specifically, the CBI cotmtries would make regional preferences availabl; to all other
participants who commit themselves to reciprocate within a year. If countries lag behind their
commitments, the other participating countries would not be expected to continue to grant preferences
to them on an accelerated basis.

7
The Concept Paper did not specify targets for the reform of external tariffs. It only established the principle that
the countries would converge their tariff structures toward the level of the participating country with the lowest
tariffs. However, at the Second Ministerial Meeting of the CBI (in Mauritius on March 23-24, 1995), the
participants endorsed a time-bound "road map" to guide the implementation of country specific actions in the trade
reform area. This "road map" has become a supplement to and an integral part of the CP.
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26. Third, to further integrate their economies into the world economy and to minimize the
potential risk of trade diversion in the context of the freeing of intra-regional trade, the CBI countries
would substantially reduce the average external tariff from the currently prevailing average rate of
about 35 percent. Specifically, the countries would converge by mid-1998 to an external tariff
structure of no more than 3-4 rates, including zero, with an average trade-weighted tariff of at most 15

8
percent and a maximum rate of not more than 20-25 percent.

27. Fourth, the preceding actions would allow the participating countries to lower the average
absolute preference margins between imports from CBI countries and non-COMESA countries to at
most 15 percent by mid-1998 (compared to the present level of about 25 percent on average). In the
interim, the country authorities would design the country specific paths for reform in such a way as to
ensure that the absolute preference margin does not become excessive.

28. Finally, the CBI countries would harmonize the definition of goods bearing similar tariffs, the
limited list ofNTBs permitted for health, environment and security reasons, and the rules of exemption
from import taxes.

29. The CBI framework does not call for the establishment of a formal customs union with a fixed
Common External Tariff (CET). The initiative promotes the convergence of external tariffs with the
fistest reformer setting the standard that the others would be expected to converge to. Accordingly,
under the CBI, each country would decide on its external tariffs, and some divergence in tariffs among
the countries would be allowed to reflect national specificities, if necessary.

30. Nevertheless, the countries would go far along the path to set the standard for COMESA's
eventual CET. Although the COMESA objective is to establish a CET by 2005, the Treaty does not
specify a level for the proposed CET. The CBI would, therefore, help lock in a movement towards
harmonizing external tariffs at a substantially lower level than the average tariffs currently prevailing in
the COMESA area. This could also help to ensure that COMESA's eventual CET would be at a low
level. Since the latter would affect all COMESA members (currently 23), CBI's liberalization lock in
impact may be felt beyond the CBI group of countries in the long term.

31. As long as the external tariffs are not identical among the CBI countries, the latter will have to
continue to rely on rules of origin to differentiate among goods and services from within and outside
the regional preferential arrangement. Rules of origin already in use under the COMESA system of
preferential trade give rise sometimes to delays and inefficiencies. In this contest, COMESA has
undertaken to amend its rules of origin in the direction of making them more simple and transparent.
At the Second Ministerial Meeting, the participating countries endorsed the adoption of rules of origin
based on degree of transformation and value added rules (between 25-50 percent).

32. The above "road map" provides guidelines for the CBI countries as a group. The country
specific path for reform will have to be determined separately for each country in the context of its

3.
The proposed average tariff and maxima rates are in line with what has been achieved or planned among several
South-South regional integration groupings in other parts of the world. For example, the CET structures that have
been established or planned range from a low of 6 percent average tariff and 30 percent maximum tariff in the
Central American Common Market (CACM), to 10 percent average for the Andean Pact, and to 11 percent
average and 20 percent maximum for the MERCOSUR (Argentina, Brazil, Paraguay, Uruguay).
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overall reform program. The following additional considerations would guide the implementation of
the proposed trade liberalization reforms at the country level. First, the need to minimize the fiscal
impact, taking into account potential gains from improving customs administration, and alternative
revenue sources in the context of broad-based tax reform. A study of external tariffs in the region is

9
underway to assess the fiscal impact of moving along the "road map".

33. Second, before countries can substantially harmonize their tariff regimes, they would have to
reach a consensus on the classification of various commodities across the tariff rates that will be
selected as a convergence target. The Second Ministerial Meeting endorsed the following guiding
principles: (i) the lowest rate in a three rate structure would be assigned to primary inputs and essential
food imports, the intermediate rate would be assigned to semi-processed goods and the highest rate
assigned to finished products; and (ii) there may have to be provisions for individual countries to
classify some products slightly differently, and to provide higher protection in exceptional cases in the
form of temporary surcharges, generally not exceeding two years.

34. Third, the countries would require advice as well as financing for the needed institution
strengthening activities. To help the countries with the harmonization of the tariff regimes, the
cosponsors would prepare by end-1995 proposals for classifying commodities across tariff bands.
These proposals would be considered at the next Ministeriai Meeting, tentatively planned for early
1996. In addition, the Bank/IMF staff would provide advise in the design of country specific tariff
reform and general taxation reform (e.g., design of VAT systems and investment tax incentives).

35. Finally, with regard to monitoring, the following arrangements are envisaged. In their country
specific letters of commitment (e.g., letters of development policy), the countries would commit
themselves to achieve the overall external tariff reform objectives of the "road map" and describe each
country's specific time-bound action plans to that end. Progress by each country in implementing the
country specific reforms of external tariffs would be monitored by the relevant sponsoring institutions
in the context of country-specific dialogue on implementation of economic reform programs.

36. Derefulation of investment. The CBI countries have made progress in the area of investment
deregulation. Nevertheless, the reform agenda is far from completed. For example, while there has
been good progress in liberalizing the formal rules for approval procedures for investments, progress
has been slow in establishing automaticity in the approval process and in applying the new rules in a
transparent manner. For example, where "one stop windows" for approval of investments have been
established, some entrepreneurs complain that they still have to provide excessive documentation, still
pursue approvals from several ministries, and still have to wait long periods for approval. The cost of
all this in doing business is still high. For example, it has been estimated that business licenses cost
Kenyan firms 5 percent of sales.

37. The CBI internalization process has helped the participating countries to "buy into" the notion
that the key to unlocking the supply response and reducing dependence on external assistance is to
remove the impediments to cross-border and foreign investment so as to promote efficient investment
to produce for the regional as well as world markets. Specifically, the CBI countries would:

9
The COMESA study of external tariffs (financed by the EU), in close collaboration with the cosponsors.
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* Simplify and liberalize further the approval procedures and consolidate investment codes and
other related regulatory provisions into a single published investment document for each
country to facilitate access to these markets by potential investors;

* Establish focal institutions (e.g., one-stop investment centers), which would process
investment applications within 45 days, with approval deemed to be automatically granted if
no objections are raised within the stipulated period;

* Recognize de facto a special category of "regional enterprise" as envisaged by the
10

COMESA in the Multinational Industrial Enterprise (MIE) Charter. A firm, including a
fimancial sector enterprise, would be considered a "regional enterprise" provided it is
incorporated in one of the member countries regardless of the nationality of its ownership.
Any firm incorporated in the region, including foreign multi-nationals would be considered
resident in the context of the proposed reforms. The COMESA will amend the MIE charter to
remove the equity restriction and open it to any regional firm and remove the minimum
investment requirement to qualify under the Charter. This is another example of CBI's value
added. The CBI countries would ratify the Charter expeditiously.

* Take other action with a view to facilitating cross-border investment, including: joining
investment-guaranteeing agencies (e.g., MIGA, OPIC, etc.); concluding dual taxation
agreements; authorizing regional firms to trade in cross-border equity markets; and enhancing
labor mobility, not only in the context of regional investment, but also in terms of more liberal
entry and residence requirements for persons in the border areas.

38. Strengthenine of financial services. Despite some progress in financial sector reform, much
more remains to be done in this area. For example, while there has been some progress in reducing
financial repression (e.g., liberalization of interest rates), only in a few countries (e.g., Kenya, Malawi,
Mauritius and Uganda) are real interest rates not highly negative or positive. Similarly, while some
progress has been made in improving competition and reducing government participation in the capital
of commercial banks, the public sector still dominates the banking system (except in Kenya, Mauritius
and Zambia).

39. The CBI countries intend to reinforce their ongoing financial sector reforms, and where
necessary, to initiate such reforms, with a view to strengthening financial intermediation services in
support of cross-border trade and investment. In particular, the CBI countries would facilitate entry
and increase competition in the financial sector by, inter ala, promptly liberalizing cross-border
activities of financial institutions and eliminating impediments to entry by regional and extra-regional
financial institutions.

10
The main objective of the MIE Charter is to provide a framework for the development of joint venture investments
in the COMESA region. The main bnefits to be accorded under the Charter include the free transfer of capital
funds within the region, liberal granting of visas, residence and work permits to employees of MIEs; liberal
repatriation of salaries; duty-free importation of capital equipment and intermediate goods from within the region;
five-year tax holiday on business income taxes; equal treatment with regard to taxation, government procurement,
and access to local credit; and compensation payments in the event of nationalization.
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40. Finally, under the impetus of the CBI, a workshop was held in Mauritius (June 1993), focusing
primarily on the concerns of private financial institutions. The participating countries would take
measures to help achieve the following objectives: (i) the establishment, particularly by the private
sector, of trade financing facilities (export pre-shipment financing and export credit insurance); (ii)
regional harmonization of prudential regulation and supervision of financial institutions; (iii) promotion
of specialized financial institutions; (iv) strengthened manpower training to meet the various needs of
the financial sector; and (v) establishment of a regional information base catering to the needs of the
financial sector.

41. Facilitation of cross-border movement of goods and persons. Anyone who has witnessed
border crossings in SSA would appreciate the constraints involved in moving goods and persons in
those areas. In fact, it is sometimes easier to ship goods to Europe than to move them across the
border. Part of the problem is the inadequate infrastructure network. But even where the networks
exist, there is a lot of waste and inefficiency associated with the divers regulations of merchandise
shipment across borders. Studies of transport corridors in SSA have shown that administrative
controls, used and misused, add up to 27 percent to transport costs. There is, therefore, considerable
scope in reducing the waste and inefficiency associated with excessive and divers regulations of
merchandise shipment across borders, and in relaxing residence requirements and employment permits
to facilitate intra-regional and foreign direct investment.

42. To facilitate the movement of goods, the CBI countries would accelerate the implementation
of the following COMESA guidelines: (i) harmonize transit charges; (ii) standardize the
documentation for goods in transit by generalizing the use of the COMESA Road Customs Transit
Document; and (iii) establish a Regional Bond Guarantee Scheme and develop a single goods
declaration document to be applied by all participating countries. Moreover, to facilitate the
movement of persons, the CBI countries would sign, ratify and implement the COMESA protocol on
relaxation and eventual elimination of visas. To facilitate movement of labor, arrangements for
residence and employment permits will be processed by the Investment Center, where it exists, within
the same statutory limit as for investment approval (i.e., 45 days). In cases where such centers do not
exist, the CBI countries would either establish such institutions or vest an existing department with the
necessary authority. Finally, the CBI countries would also amend entry procedures to allow freer
movement of persons in the border areas (e.g., on the basis of short-term entry permits).

Benefits

43. The CBI rests on the premise that in small, low income economies such as in the sub-region,
movement towards deeper integration with an outward orientation can confer benefits in the long run
in terms of efficiency gains, increased investment, and trade creation. The CBI is designed to help
lock in a faster pace of liberalization in the participating countries by dismantling of barriers to cross-
border flows, and to help promote overall liberalization by lowering the barriers to trade and
investment with all of the region's trading partners. The negative experience of past "South-South"
regional schemes in SSA, however, points to caution when assessing the prospects for CBI.
Nevertheless, it is hoped that history will not repeat itself since today's conditions are quite different
fr',m those prevailing during the first generation of regional schemes in SSA. Specifically, the CBI
countries have more liberal trade regimes, more countries have moved towards current account
convertibility, and import substitution is no longer the driving force of development strategy. At the
same time, however, the CBI countries are still not major trading partners in terms of recorded flows.
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44. The main benefits from the CBI approach are, therefore, going to come initially from reducing
the cost of doing business by dismantling of barriers to cross-border flow of goods, persons and
capital, and from efficiency gains from repositioning of firms away from small national markets to
production for the larger regional as well as the world markets. The economies are at present,
however, relatively small and undiversified. The long term prospects for greater integration in the sub-
region should, therefore, be seen in a dyoaic context with regard to the potential for cross-border
trade and investment with low external protection. Moreover, the implications of integration go
beyond trade and investment to include imposition of some common rules of conduct on the countries
participating in a regional arrangement. This "political" dimension of regional schemes may in some
cases be as important as the more direct effects from trade and investment flows.

45. Trade. Formal intra-regional trade in the COMESA region has averaged about 6 percent of
the total trade of the member countries over the past two decades (see Annex II for details).
Nevertheless, these countries do have natural trade connections due to physical proximity, and are in

11
fact more integrated as demonstrated by the informal trade flows. Although there are no reliable
data on informal flows, there is qualitative evidence to suggest that these are of significant magnitude,
even if part of the trade represents goods of foreign origin. At present. however, there is not strong
complementarity of demand between the CBI countries. Nevertheless, while the regional supply
response is likely to be small under present conditions, it could improve in a dynamic context with the

12
expansion of investment and capacity.

46. These considerations would suggest that under an enabling environment for investment and
13

trade, CBI countries could become stronger trading partners. The MFN removal of NTBs that tend
at present to be biased against regional trade, is expected to create additional intra-regional trade

14
among the CBI countries. It is expected that the proposed reforms would lead to the development
of trade both in raw materials and in finished products.

11
A gravity model for SSA (Foroutan and Pritchett, "Intra-SSA Trade: is it too little?" Working Paper 1225,
November 1993), found that the current level of intra-regional trade in SSA is actually greater than what the model
would suggest based on "natural" economic forces and geographic proximity. Nevertheless, since gravity models
rely on recorded trade and predict trade levels in a static context, they are not very reliable in capturing the
informal flows or in predicting chan in trade levels in a dynamic context

12
Elasticities on intra-regional imports are not readily available for all participating countries due to the quality of
the data. However, an analysis of the demand function for Mauritius' imports from SSA suggests that: the relative
price variable is insignificant; per capita income is the greater moving force; and other factors (probably NTBs)
could have been important in holding back the level of imports. It is, therefore, reasonable to assume that imports
are relatively price-inelastic for current composition of intra-regional trade among the participating countries;
however, elasticities could become higher in the future, especially with the removal of NTBs.

13
See Annex 11, paras 2-12, as well as Intra-Regional Trade in Sub-Saharan Africa (World Bank Report # 7685-
AFR), 1991. This report established the analytical basis for the CBI approach. See also Intra-COMESA Trade
Potential: How to Gain Access to the Market, COMESA, Lusaka, Zambia, 1994.

14
NTBs' bias against intra-regional trade is primarily due to the non-convertibility of currencies. For example,
Malawis exports to Zimbabwe fell from $14 million to $3.5 million following the cancellation of the open import
regime (operating through the PTA Clearing House) between the two countries in 1984.
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47. Investment. There are no recorded data on formal cross-border investment flows in the
region, but these are unlikely to have been significant. The conventional wisdom suggests that sub-
regional groupings in the SSA are unlikely in the short term to create markets large enough to make
economies of scale a determining factor in fostering economic rationalization and in attracting large
volumes of foreign direct investment (FDI) from within or outside the region. Nevertheless, recent
developments in a few countries in the region provide ground for optimism. For example, Mauritius,
which faces a labor shortage, is seeking opportunities for vertical and horizontal integration in the
region. Moreover, foreign firms have made inquiries for investment opportunities particularly in the
SADC region, which is considered as the next "emerging market".

48. A number of sources confirm that there is a potential demand for cross-border investment in
. 15

most CBI countries, and a strong potential supply from Mauritius, Zimbabwe and Botswana.
However, restrictions on cross-border economic activity, and inadequate payments systems and
financial services in the sub-region frustrate such normal attempts at expansion that occur in the larger
and less fragmented economies in other regions of the world. Clearly, the prospects for investment
creation and for attracting FDI in the region would improve with the removal of barriers to cross-
border activity. Nevertheless, cross-border investment in general, and FDI in particular, is likely to
develop slowly following the implementation of reforms.

49. It is, therefore, reasonable to expect that greater integration with an outward orientation in the
sub-region would benefit the participating countries through efficiency gains and investment creation.
These benefits arise from: (i) increased regional competition which would lead to the restructuring of
production towards more efficient firms; (ii) more efficient resource allocation due to regional
integration of factor markets; (iii) increased international competitiveness due to the development of
industrial clusters at the regional level; (iv) since illegal regional trade takes place anyway, efficiency
gains to be expected from removing official prohibitions; (v) better integration into the world economy
by reducing the need for protection as a result of the above efficiency gains; (vi) opportunity for
vertical and horizontal expansion of firms in countries facing labor shortages (e.g., Mauritius) or with
a growing supply of capital (e.g., Zimbabwe, Uganda and Botswana); and (vii) greater investment
flows from abroad to participating countries because internal markets will expand, and obstacles to
investment reduced.

50. Finally, the full realization of the potential benefits of the CBI reforms will depend also on a
number of other factors. First, the structure of production and the extent of initial market distortions
in the participating countries. The second is the quality of inftastructure of the CBI countries. For
example, timely and adequate investment in infrastructure networks are critical for the free flow of
goods and services in the region and to help increase the competitiveness of these countries relative to

15
A recent study on behalf of SADC, identified 128 projects for inward cross-border investment in the 9 countries
surveyed. Of these, 52 were located in Mozambique, 31 in Angola, 11 in Botswana and 10 in Zambia. In
addition, the study identified 81 outward cross-border investment projects of which 60 were from Zimbabwe, -'
from Botswana and 5 from Zambia. Moreover, an international consulting firm reports that some 20 firms have
asked for help to relocate their export-oriented production out of Mauritius, in response to wage pressures resulting
from full employment. Despite the obstacles to foreign investment in the region, a Mauritius textile firm relocated
to Madagascar in the early 1990s, creating about 2000 jobs. More such relocation could be expected with the
removal of obstacles to investment
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third-party suppliers. In addition, the ready availability of infrastructure to all paying users is also
critical ( currently some of these networks tend to be biased in favor of exchanges with the countries
outside the region). These aspect are not covered under the CBI, but would be pursued in the context
of the Bank's normal country dialogue on public investment priorities.

51. Another important factor is the accompanying set of measures (in addition to policy reforms)
to assist the private sector in undertaking restructuring to reposition itself in the emerging regional
market with lower protection. These aspects are being pursued in the broader context of cosponsors'
support for private sector development. For example, the Bank would continue to provide support
through its private sector development operations as well as IFC-supported activities (see para. 72) In
addition, the EU is supporting a number of activities, including a feasibility study of a market-based
export credit insurance mechanism in the sub-region, and a regional project in the Indian Ocean to
support private sector needs (e.g., organization of trade fairs, feasibility studies, advice on production
techniques, choice of equipment and legal matters, etc.).

Value Added of the CBI

52. The value added of pursuing the proposed reforms under the CBI framework can be
appreciated by looking at CBrs demonstrated contribution during the preparation phase as well as its
potential contribution during the implementation phase which lies ahead. The following value added
features marked CBPs preparation phase:

* Ownership. CBI's deliberate approach has strengthened ownership of the proposed reforms.
The degree of ownership of the CBI-supported reform agenda can be gauged by the fact that
within less than a year after the Kampala meeting, thirteen countries confirmed formally their
intention to implement the CBI-supported reforms.

* Local Capacity utilization/bulding. The CBI drew out, used and continues to rely on local
capacity. For example, the TWGs relied primarily on local capacity. Moreover, by making the
private sector an equal partner in the TWGs, the initiative helped expose a broader spectrum of
the civil society to economic policy formulation.

* New integration approach. The CBI process has played a significant role in convincing the
participating countries to shift the prevailing regional integration approach from import
substitution with high protection to one that is based on improved efficiency in domestic
production with relatively low effective protection.

53. With respect to the implementation phase, the folowing benefits have already accrued or can
be expected from the CBI approacr

* Faster liberalization. The bulk of the proposed measures are based on the principle of
reciprocity among the participating countries. This encourages the countries to take action
which they would likely hesitate to take if they were acting alone. Moreover, through its
"preference dilution effect", the CBI would let decision making on liberalization policies
become less susceptible to stalling anti-reform interest groups in the countries. Thus, the CBI
could help lock in a faster pace of liberalization in the region.
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* Harmonization of policies. The CBI provides a useful framework to help harmonize the
reform policies of the participating countries. In addition, it encourages the country authorities
as well as the donors to coordinate their respective positions on important reform objectives
and their phasing. For example, by helping the countries buy into an overall time-bound "road
map" for tariff reform, the CBI contributes to establishing a useful framework within which
individual country specific paths for tariff reduction could be negotiated. It would help make
such negotiations easier, and the ultimate outcome is likely to be more harmonized tariff
regimes than have been possible to establish to date.

Finally, the harmonization feature of the CBI could play an important role in bringing the
laggards up to the speed of the faster reformers in the region through the example effect. The
countries could establish various mechanisms to facilitate the harmonization process. For
example, Kenya, Tanzania and Uganda could harmonize their actions within the framework of
the Tripartite Commission of the EAC. This is already taking place and the Heads of State of
the three countries have recently endorsed the implementation of the CBI agenda in the context
of EAC. It is expected that Uganda will "show the way" to reform and help pull Tanzania "up
to speed." The IOC could play a similar role in the case of its member countries, and has been
instrumental in bringing the four countries together to establish a common approach to the
CBL

* Peer pressure. The CBI has helped to generate an unusual degree of political validation by
African leaders for the earlier mentioned shift in the approach to regional integration.
Moreover, some leaders have personally led a campaign to persuade the other leaders to "buy
into" the CBI, exerting the kind of peer pressure for reform that the individual donors,
including the Bank and the Fund, cannot readily replicate in the context of country dialogue on
economic policy reform. Similarly, during the Second Ministerial Meeting, the representatives
of the fast reforming countries took charge of the debate and put peer pressure on the others to
move faster in dismantling barriers to cross-border flow of goods, investment and people; and
to reduce external protection. Such peer pressure has already contributed to facilitating the
dialogue on some important issues in some countries.

* Visibility. The consultation process of the recent draft report, "A Continent in Transition,"
found that regional integration strikes an important chord in Africa. The CBI provides a
visible and practical framework for the donors, including the Bank, to demonstrate their
support for the aspirations of SSA countries for greater economic integration. Moreover, the
CBI has the potential to provide the participating countries with a suitable framework for
attracting FDI For example, the.European Round Table, and the Africa Business Round
Table (ABRT), which are composed of leading European and African industrialists
respectively, have shown a keen interest in promoting investment opportunities in the CBI
countries. The ABRT in particular sees for itself a major role in "showing the way" for FDI
into the region and has organized seminars for foreign investors on this subject.
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IL CBI's Operational Modalities

54. The participating countries, the cosponsors and the regional organizations have taken or are
planning several actions to help implement the CBI. These are described below together with the
operational modalities concerning the principles of burden sharing, the requisite documentation, and
the mechanisms for coordination and the settlement of disputes.

55. Participating countries. To date, fourteen countries (Burundi, Comoros, Kenya,
Madagascar, Malawi, Mauritius, Namibia, Rwanda, Seychelles, Swaziland, Uganda, Tanzania,
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Zambia, Zimbabwe) have confirmed their intention to participate in the CBI and, all but Burundi,
Kenya, Rwanda and Tanzania have established effectively working Policy Implementation Committees
(PIC) to serve as focal points to develop and coordinate the implementation of the CBI. The latter are
committed to establish their respective PICs by June 1995. In addition, the authorities of Malawi,
Mauritius and Zambia have already prepared and agreed with the cosponsors their specific proposals
for action consistent with the Concept Paper and the agreed "road map"for trade reform. Preliminary
proposals have also been prepared by the authorities of Comoros, Madagascar, Namibia, Seychelles,
Swaziland, Uganda and Zimbabwe and are being discussed with the cosponsors. The remaining
countries are committed to prepare and discuss their LCBIPs with the cosponsors by end-1995.

56. Cosponsors. The cosponsors have set up a Steering Committee (SC) at the senior staff level
to coordinate their respective activities in support of the CBI. In practice, a single lead agency usually
takes on the responsibility for coordinating CBI related work at the country level. The Bank has
typically acted as the lead agency where adjustment programs are in place or planned, while the EU
has assumed leadership in other countries.

57. Regional oranizations. The regional and sub-regional organizations were involved during
the preparatory phases of the CBI. They are expected to play an important role during the
implementation phase as well. Specifically, the participating countries and the cosponsors are looking
to these organizations to help the country authorities to harmonize their policies and/or to help
coordinate the provision of selective services among the countries of a sub-region. For example, with
EU financing: (i) COMESA is carrying out a study to identify the feasibility of lowering external tariffs
and moving to a CET; (ii) IOC is coordinating a project to help facilitate restructuring of private firms
in the sub-region; and (iii) SADC is planning also to coordinate the provision of support services to
the private sector.

58. Burden sharing. At the Kampala meeting, the cosponsors assured the participating countries
that in recognition of the acceleration of the reform process as well as the possible net impact on
revenue and BOP associated with the implementation of the CBI-supported reform agenda, external
assistance would be made available to the participating countries to meet the BOP financing
requirements of the economic reform programs.

16
.hese represent about half of the GDP and population of the PTA countries, and about 20 percent of the GDP and
population of SSA. In principle, all countries in the COMESA/SADCIOC region can participate in the CBl.
However, for those countries which did not take part in the preparatory phase of the CBI (e.g., Ethiopia and
Mozambique) and would want to participate in the initiative, they would be expected to endorse the Concept
Paper's reform agenda. IkL countries that start implementing the reforms much later than the original group, will
have to take all action to be able to meet the reform targets within a timetable to be agreed with the cosponsors.
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59. Since that meeting, the SC has reached the following understandings with respect to the
modalities of such assistance: (i) each sponsoring agency would determine, subject to its own policies
and country assistance programs, the most appropriate instrument (e.g., balance of payments support,
technical assistance, etc.,) for supporting a country's efforts in the framework of the CBI; (ii) for any
given country, the amount of such assistance would be determined flexibly, taking into account, inter
alia, the strength of the reform program, the short term impact of the measures on macro-economic
aggregates (e.g., revenues, balance of payments), the level of external reserves and the pipeline of
already committed external assistance; and (iii) some cosponsors may concentrate their support in
either a specific instrument or in certain countries, provided that the needs of all participating countries
are reasonably satisfied by the cosponsors (as a group) and other interested donors.

60. The EU has earmarked grant financing of at least ECU 60 million for balance of payments
support and ECU 20 million for complementary regional project assistance in support of the CBI.
Two EU grants for BOP support have already been approved: ECU 11 million for Zambia, and ECU
10 million for Malawi. MoreoVer, the EU is currently examining the possibilities of providing BOP
assistance in support of CBI reforms to countries such as Mauritius, Namibia, Seychelles and
Swaziland, which are IBRD countries without on-going donor-supported adjustment programs. The
IMF has indicated its readiness to assist the participating countries in elaborating appropriate macro-
economic frameworks, including the requisite technical assistance. The AfDB is considering
earmarking a portion of the upcoming ADF 7 in support of regional projects, including the CBI. In
addition, efforts are underway to enlist broader donor support in the context of the SPA and
Consultative Group meetings. A number of donors have already indicated their readiness to support
the CBI participating countries in their efforts to build a common economic space.

61. The cosponsors are also providing the participating countries technical assistance to help them
implement the CBI. In addition to financing the activities of regional organizations in support of the
private sector (see para 51), the EU is also financing a secretariat to provide general support to the
TWGs and PICs, including guidance to local legal experts that are/would be redrafting legal texts to
reflect CBI reforms. The Fund is providing technical assistance in the tax reform area aimed at
developing alternative revenue sources and harmonizing indirect taxes and fiscal incentives. The
Bank's role is described in para. 71 below.

62. Requisite documentation. In countries that are still under adjustment, the CBI reform
agenda would be incorporated, as appropriate, in the PFP, as the "regional dimension" of adjustment.
Nevertheless, the PFP would retain its trilateral character, and the attendant negotiations would
continue to be confined to the Bank, the Fund, and the concerned country authorities. The PFP would
contain general policy provisions related to the CBI-supported reforms.

63. To lend focus and visibility to the CBI, and to provide a mechanism for the countries to share
their programs of action with their regional partners, the countries would package their specific
commitments under the initiative in a Letter of CBI Policy (LCBIP). The LCBIP would in turn be
annexed to, or the substitute thereof incorporated in, the usual operational documents where
applicable (e.g., letters of intent or development policy). In the case of countries without Bank/Fund-
supported adjustment programs such as Mauritius and Seychelles, they would be required to discuss
with the Fund in the context of regular consultations, and reach understandings on a framework of
macro-ewnomic and struc*wral policies tnat would facilitate the attainment of the CBI objectives.
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64. Coordination and monitoring. Considerable effort will be required to ensure effective
coordination among the cosponsors and other interested donors, the participating countries, and the
relevant sub-regional organizations. As indicated earlier, in designing the initiative a special effort was
made to avoid new layers of bureaucracies and permanent institutions. The PIC will be the main
coordinating and monitoring organ in the participating countries. To ensure that country policies are
harmonized, the cosponsors would help organize meetings of the country representatives as needed.
The Indian Ocean and East African sub-groups have already met on a few occasions. In addition,
ministerial level meetings (similar to the two already held) would be organized as needed.

65. The SC is the main instrument of coordination under the CBI among the cosponsors and other
partners. The SC meets periodically, and in the interim consults as appropriate. Donor coordination
at the country level would, however, be handled by the country desks of the cosponsor institutions and
would rely on existing instruments (e.g., CGs). Country specific implementation of the CBI-supported
reform agenda would be monitored in the context of overall dialogue on the reform programs by the
relevant spoisoring institutions. For example, the Bretton Woods institutions would as usual provide
the lead in elaborating and monitoring macro-economic frameworks and reforms in the investment,
trade, exchange, monetary and fiscal areas. The EU would provide the lead in: (i) monitoring country
action on the basis of reciprocity- (ii) coordinating CBI-related work of the cosponsors in countries
without Bank/Fund-supported reform programs; and (iii) coordinating with the regional organizations
on behalf of the cosponsors.

66. Mechanisms for settlement of disputes. The CBI is not an institution, nor is there a treaty
binding the participating countries under the CBI. Instead, as explained earlier, action related to
overall liberalization would be included under the adjustment operations, where applicable, and be
subject to the usual understandings with regard to compliance by the country authorities. This would
include in particular actions on external tariff reform. Moreover, as explained earlier, many of the
actions under the initiative will be taken on the basis of reciprocity. In the event that there are disputes
with regard to implementation of actions agreed by the participating countries within the framework of
reciprocity, the cosponsors would use moral suasion to help resolve disputes by the parties. Finally,
the participating countries could avail themselves of the COMESA Court or the WTO's dispute
settlement mechanism.

IV. Bank's Role and Assistance Instruments

67. The Bank has played a key role in the evolution of the CBI by providing technical advice,
analytical input that underpins the new vision of regional integration in Eastern and Southern Africa,
and coordination of the cosponsors through the SC. The Bank has a critical role to play during the
implementation phase of the CBI as well. This would include: policy advice and monitoring; lead
agency role in countries under adjustment; financing as explained below, and coordination (e.g.,
through the CGs and SPA). This section outlines the range of instruments which the Bank Group
plans to use in supporting the country specific efforts under the CBI framework. It concludes by
describing the evolution of the CBI in the Bank and the steps that have already been taken or planned
in the Afripa Region to manage the implementation phase of the CBI.
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Instruments of Assistance

68. The participating countries are looking to the donors to help meet the financing requirements
associated with the implementation of the CBI-supported reform agenda. The specific requirements of
each participating country will be identified in the context of agreed macro-economic frameworks.

69. The Bank would base its decision to assist a CBI country as usual on an evaluation of the
strength of the country's overall economic reform program. In those CBI countries where the BOP
financing requirements of the overall reform program are likely to be substantial, Bank's assistance
may be critical to closing the financing gap. In such cases, the Bank would support specific actions
taken by countries participating in the CBI framework in the context of regular adjustment
operations. The Bank would also continue to focus its support on measures that promote overall
liberalization (e.g., external tariff reduction).

70. The Bank is currently preparing adjustment operations in a number of CBI participating
countries. The first such operation (Zambia Economic Recovery and Investment Promotion Credit) is
expected to be presented to the Executive Directors in the last quarter of FY95. This could be
followed by the Comoros SAC and the Malawi Trade and Adjustment Credit.

71. By contrast, in the case of the countries which have either a strong pipeline of BOP assistance
or comfortable reserve positions, the addi'ional BOP assistance needs may be small and could possibly
be met by other interested cosponsors. In the latter cases, the Bank intends to concentrate on
supporting institution building and private sector development. Direct Bank support for the
former could be provided through two instruments. First, in the context of new/ongoing capacity
reinforcing projects, a CBI component could be included. The second instrument is the Institutional
Development Fund (IDF). Four IDF grants (about $65,000 each) have already been approved for
Namibia, Swaziland, Zambia and Zimbabwe and a few other country requests are under consideration.
As to assistance to the private sector (e.g., in restructuring of firms to reposition themselves in the
emerging regional market), the Bank would continue to rely on private sector development operations.

72. Role of IFC and MIGA. One of IFC's constraints in expanding its operations in SSA is the
small size of the market in many countries. To the extent that under the CBI, a larger sub-regional
market is developed with liberal rules for cross-border flows of ftctors of production, the climate for
IFC operations would improve. If an enabling environment is established, IFC could use the full range
of its lending and investment instruments, and technical advice. This could include: (i) loans and
taking equity positions through the Africa Enterprise Fund (AEF); (ii) technical assistance to the small
and medium enterprises through the recently established Enterprise Support Services for Africa
(ESSA); (iii) promotion of equity investments through national or supra-national venture capital
vehicles (e.g., Zambezi Fund, African Emerging Markets Fund, Mauritius Fund), which are aimed at
increasing the flow of portfolio investment in Africa. Most of the CBI countries will be eligible for
one or more of the IFC-supported investment vehicles already in place.

73. MIGA is especially interested in the reforms that will impact on the investment regimes of the
participating countries as well as their institutional arrangements and programs for investment
promotion. The Investment Marketing Services Department (IMS) would be prepared to contribute
to collective efforts under the CBI for investment promotion in the sub-region.
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Evolution of the CBI in the Bank and Manavement of Work

74. The CBI has been the subject of discussion within the Africa Region over the past three years.
The Region's work on the CBI has been a cooperative effort between the TD and the CDs concerned
(AFI, AF2, AF3). A Regional CBI Focal Group was established in September 1993, including
representatives of the departments concerned to strengthen internal coordination in the Region. Staff
from outside the Region have also contributed to the evolution of the CBI, especially in the area of
external trade reform. The CBI framework has also been reviewed by the Bank's Senior Management.
During the implementation phase, the TD would continue to provide overall coordination internally
through the Focal Group, and externally through the Steering Committee, while the CDs concerned
would manage the design and implementation of country specific CBI-related actions in the context of
the dialogue on country economic policy reform programs and within the framework of respective
country assistance strategies.

V. Main Risks

75. The CBI approach involves some risks associated with the following aspects of the initiative:
commitment, trade diversion, pace of liberalization, private sector response, enforceability,
coordination and reciprocity. These are discussed below together with the features of the CBI which
should help minimize them.

76. Commitment. The ambitious scope and time-frame of the proposed reforms as well as their
potential adverse short-term effecs (e.g., impact of trade reforms in terms of lower revenue and
dislocation of industries) could lead to a weakened commitment of the authorities to stay the course of
these. As explained earlier, the principles of self-selection, reciprocity and peer pressure, and the
degree of enthusiasm shown so far for the CBI among the political leaders of the participating
countries all bode well for the kind of commitment and carrying capacity that is essential for the
successful implementation of the proposed reform measures.

77. As to the possible adverse impact of the reforms on hitherto highly protected activities, these
would be minimized as follows. The countries facing the most adverse impact from trade liberalization
could be given a longer period (generally not exceeding one year) to eliminate NTBs vis-i-vis the third
countries as well as the possibility of temporarily adopting a higher level of protection than the lowest
tariff (e.g., through surcharges).

78. With regard to the possible fiscal impact of reforms, the schedule of tariff cuts would take into
account the revenue implications within coherent macro-economic frameworks, which include

17
alternative revenue sources. In the short term, it should be possible to start lowering tariff rates

17
Since tariff collection represents a substantial share of government revenue in some of the participating countries
(e.g., about 38 percent in Uganda), a critical factor would be the speed with which customs efficiency can be
improved and alternative revenue sources developed. The average realized tariff collection ratio is low (about 20
percent of import value compared with an average statutory tariff rate of about 35 percent). This is due primarily
to exemptions and poor enforcement.
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without a major impact on revenues through improved customs administration, better enforcement
through Preshipment Inspection, substantially fewer exemptions, and alternative domestic taxation. In
the medium term, however, customs reform and an overhaul of the taxation system would be needed.
Some countries have already made good progress in this direction (e.g., VAT is expected to be in
place in Uganda, Malawi and Zambia in 1996-97). The Bank/Fund would continue to provide advice
and assistance in this area to the CBI countries.

79. Trade diversion. The CBI countries belong to a preferential arrangement under the
COMESA. There is, therefore, the issue of whether the measures under the CBI would lead to trade

18
diversion, a risk that is inherent in any preferential arrangement. The risk of trade diversion under
the CBI approach is de minimis for the following reasons: (i) in the short term, there is not likely to be
a strong complementarity in demand; (ii) there is already a 70 percent preference in effect under
COMESA for intra-regional trade, so that the removal of the already very low preferential tariffs
(about 10 percent on average) is unlikely to have a significant marginal impact on cross-border trade in
the short term, even in the absence of lower external tariffs; and (iii) the agreed "road map" for
external tariff reform includes the objective of reducing the absolute preference margin by mid-1998.
Moreover, the risks are worth taking, since the long term counterfactual outlook is less desirable. For
example, under the COMESA, while intra-regional tariffs are to be eliminated by end-1990's, the
establishment of a CET is not envisaged until 2005, and there is no commitment that the CET would
be at a low level, and that, therefore, the preference margins on intra-regional trade would not increase
over the currently prevailing levels.

80. Pace of liberalization. There is the potential risk that the call for the convergence of external
tariffs would hamper the faster reformers from liberalizing their trade regimes. In fact, this risk is
minimal under the CBI. The latter promotes the idea that the fastest reformers should set the pace of
reform. For example, under the external trade reform component, the countries would converge to
the level of the country with the lowest tariffs. The COMESA Treaty, which binds 23 countries does
not specify a level for the proposed CET. The CBI would, therefore, not only help lock in a
movement towards harmonizing external tariffs at a substantially lower level among the CBI countries,
but could also help ensure that COMESA's eventual CET would be set at a low level. As indicated
earlier, the counterfactual scenario in the context of COMESA's CET is less desirable.

81. Private sector response. As indicated earlier, the realization of benefits of integration under
the CBI approach would depend inter alia on the private sector's readiness and ability to reposition
itself to take advantage of the potential opportunities created by an emerging market with lower
protection. There is, therefore, the risk that the private sector may fail to make the needed transition.
This risk would be minimized by providing direct support to the private firms for accompanying
activities in the broader context of cosponsors' support for private sector development.

18
Based on J. Vinc's (The Customs Union Issue, Carnegie, New York, 1950) conclusion that trade creation was
welfare improving while trade diversion is welfare worsening. However, Lipsey ("The theory of customs unions,"
Economica. 24:40-46, 1957) showed that trade diversion need not be welfare worsening, except in a model with
constant unit costs and zero price elasticity of demand. Using even a simple two goods, three country model, de
Melo, Rodrik and Panagariya ("Regional integration: an analytical and empirical overview," CEPR conference
paper, April, 1992) could not conclude that a trade diverting regional scheme is welfare inferior to a non-
discriminatory tariff. The positive effect is more likely: (i) the higher the initial tarifl (ii) the more elastic the
import demand; and (iii) the more competitive the cost structure.
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82. Enforceability. There is also the risk of non-enforceability of agreements under the CBI,
since there is no treaty or legal agreement among the countries that would bind their commitments
under the initiative. Enforceability would be assured through the following. First, peer pressure is
expected to facilitate the process of implementation in accordance with the agreements. Second,
country commitments under the CBI would be anchored in the overall economic reform programs, and
the Bank would have the same kind of leverage on CBI-supported measures as it does under regular
adjustment operations. Specifically, the Concept Paper (CP) describes the overall framework that has
been agreed by the participating countries. The specific country commitments would be described in
Letters of CBI Policy (LCBIP), which would link country commitments to the CP. The LCBIPs
would in turn be annexed to, or the substitute thereof incorporated in, the Letters of Development
Policy and become part of the package of commitments under IDA-supported SALs. In addition,
some of the actions under the CBI framework (e.g., external tariff cuts) could become part of the
conditionality for tranche release under SALs as needed.

83. Coordination. The CBI framework involves an action program covering several countries
and supported by four international sponsors and five regional organizations. This poses a special
challenge to ensure that the actions of various parties are coordinated, that policies are harmonized,
and that implementation issues are addressed effectively and expeditiously. The cosponsors have been
particularly mindful of the inherent risks of this aspect of the initiative. The following considerations
suggest, however, that these risks are manageable. First, the fact that four international institutions
are cosponsoring the initiative provides the kind of moral and financial support and monitoring
potential that did not exist in the case of previous integration schemes. The swift response of the
cosponsors in providing both technical support as well as indications of financial assistance is
testimony to the commitment of the cosponsors to the success of the CBI.

84. Second, the CBI-supported reform agenda is fully consistent with the economic reform
priorities in SSA and the proposed measures would be anchored in reform programs under the
guidance and surveillance of the Bretton Woods institutions. Finally, the coordinating arrangements
established under the CBI (e.g., Steering Committee of the cosponsors-sponsors (SC, see para. 56),
Policy Implementation Committees at the country level (PICs, see para. 55), and planned ministerial
meetings of the participating countries (see para. 64) would provide adequate mechanisms to
coordinate at the various levels, to deal with implementation problems, and to help harmonize policies
and actions among the countries.

85. Reciprocity. Many of the actions under the CBI are based on the principle of reciprocity.
The countries that have taken the lead in implementing the CBI-supported reforms could legitimately
be concerned that they would face an undue burden in the absence of reciprocal actions by the other
countries. Nevertheless, the countries recognize that actions under the CBI are in their own interest
because they represent good economic policy. These actions are worthwhile even in the absence of
reciprocal actions. In the particular case of regional tariff preferences, the participating countries have
agreed that they would make regional preferences available to all other participants who commit
themselves (in an agreed Letter of CBI Policy) to reciprocate within a year. If countries lag behind
their commitments, the other participating countries would not be expected to continue to grant
preferences to them.
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86. Legal issues. The CBI has the following links with other treaties/institutions. First, the CBI is
an initiative within the framework of the COMESA and has been endorsed by the Heads of State
meeting of the COMESA Authority in December 1994. Second, as a building bloc in the long term
process of integration in Africa, the CBI is also consistent with the objectives of the Abuja Treaty.
Third, neither the COMESA Treaty nor its predecessor, the PTA, have been formally notified to
GATT or WTO. The COMESA Secretariat has, therefore, undertaken to notify the COMESA Treaty
together with the CBI to the WTO.

87. In conclusion, it is clear that while there are potential benefits associated with the CBI
approach, there are also risks. The CBI countries have small economies with similar factor
endowments. They are members of the COMESA, which is a "South-South" preferential
arrangement. Earlier experience in Africa and elsewhere with such arrangements suggests that the
benefits from integration may not be as significant as they might be in a "North-South" arrangement.
At the same time, the motivation for and the benefits from integration go beyond economic factors.
The CBI countries have strong aspirations for integration. The challenge is to channel these
aspirations in the direction of an "open" arrangement that continues to integrate these countries into
the world economy, so that they can benefit from trade with the rest of the world.

88. As explained earlier, CBI's main benefits are likely to come as a result of lower transaction
costs due to the removal of barriers to cross-border movement of goods and factors, as well as
efficiency gains from repositioning of firms away from small national markets to production for the
larger regional as well as the world market. At the same time, trade creation benefits are likely to be
small in the immediate future. Moreover, in a dynamic context, unless the currently high level of
external tariffs is sharply reduced, there is a risk of potential investments being channeled into
protected activities, and of trade diversion. In this context, it is, therefore, important that the countries
implement actions consistent with the agreed "road map" fcr external tariff reform. Accordingly, the
Bank would support those CBI countries that are ready to implement measures based on the agreed
"road map" within the framework of regular adjustment operations.
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ANNEX I

Regional OrEganizations in Eastern and Southern Africa

This annex provides an overview of the regional organizations that are active in eastern
and southern Aflica. Table 1, at the end of this annex, provides a summary listing of the countries
belonging to the various regional organizations, while Table 2 summarizes the areas of emphasis
of each of these organizations.

I. The Preferential Trading Agreement (PTAV The Common Market (COMESA) for
Eastern and Southern African States/'

The PTA, established in September 1982, and superseded by the COMESA in December
1994, is an organization that is mainly devoted to the promotion of trade integration. From its
inception, substantial emphasis has been placed on liberalizing intra-regional trade mainly through
the progressive reduction of external tariffis on such trade. At first, the PTA members agreed on a
broad list of commodities on which initial tariff reductions ranging form 10 percent (for luxury
goods) to 70 percent (capital goods and special consumer items) were to be effected.

Following a rather uneven compliance with these initial steps, further agreements were
reached, with the ultimate objective of establishing a free trade area by the year 1994.
Specifically, the 1988 tariff levels on intra-PTA trade were to be reduced by 60 percent by
October 1993, by an additional 10 percent by October 1994, and by subsequent adjustments
needed to a free trade position by the year 1998. Action on this front is presumably to be
paralleled by other steps directed at scaling down non-tariff barriers, strengthening sectoral
cooperation among the members, and deepening coordination with other economic groupings, in
keeping with the longer-term aims of the treaty signed in Abuja, Nigeria, in 1991, by members of
the Organization of African Unity (OAU).

Together with the focus on tariff reductions, the PTA/COMESA has also embarked on
other initiatives with the aim of bolstering trade among its members. Specifically, the PTA
Clearing House (PTACH) was established in 1984 to enable the member countries to clear intra-
regional transactions with substantially reduced recourse to hard currencies. For similar reasons,

On December 9,1994, the Treaty establishing the Common Market for Eastern and Southern Africa came into force after
the required minimum number of countries (eleven) ratified the Treaty. As of that date the PTA ceased to exist At its
inception, the PTA had ten members: Ethiopia, Kenya, Lesotho, Malawi, Mauritius, Somalia, Swaziland, Uganda,
Zambia, and Zimbabwe. Since that time, its membership has expanded to a present total of 23 members of COMESA,
with the addition of Angola, Burundi, Comoros, Djibouti, Eritrea, Madagascar, Mozambique, Namibia, Rwanda,
Seychelles, Sudan, Tanzania and Zaire. Lesotho, Namibia, and Swaziland, belonging to the Southern African Customs
Union (SACU) , have been granted temporary dispensation through 1998, thereby enabling them to retain their
membership in both the COMESA and SACU. Egypt has also expressed interest in joining the COMESA. This
organization is also ready to accept South Africa as a new member.

2 All members of the PTA/COMESA are also members of the Organization for African Unity.

3 The "swing" balances are settled in hard currency every 75 days.
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in 1988 the PTA introduced travelers' checks denominated in PTA Units of Account (UAPTA),
to help ease foreign exchange restrictions imposed on travel among member countries and to
conserve the use of hard currency for these purposes."

Furthermore, in 1986, the PTA Bank for Trade and Development was established, to
promote intra-PTA trade through the provision of short-term trade financing and to finance
development projects. The organization also became involved in activities designed to promote
links between the private sectors of the member countries through the creation of the Federation
of the Chambers of Commerce and Industry (1984) and the Association of Commercial Banks
(1987).

The PTA's other programs havc been aimed at facilitating inter country flow of
merchapdise trade by fostering the use of common procedures and documents. Specifically, the
Road Customs Transit Declaration (RCTD) was introduced to replace diverse documentation for
goods in transit required by the individual member states. As of early 1995, these documents
appeared to be in full use along the main road corridors. In 1987, the PTA Motor Vehicle
Insurance Scheme (The Yellow Card) was introduced to obviate the need for motorists to take
out a separate insurance cover every time boundaries separating member states were crossed.

Thus far, the PTA's efforts at reducing tariffs and non-tariff barriers among member states
has met with limited success, owing to the complexity of the system of proposed reductions and
difficulties resulting from the rather cumbersome Rules of Origin that were simultaneously aimed
at trade and other objectives (notably limitation of business control by foreign firms). In January
1993, the previous procedure of applying tariff reductions only to an agreed list of goods was
changed: now reductions apply to all goods traded among the member states.

In 1990, the PTA launched a monetary harmonization program aimed at the eventual
creation of a monetary union by 2020. The first phase, covering 1992-96, focused on increased
use of the Clearing House and UAPTA travelers' checks, accelerated progress toward the use of
equilibrium exchange rates, reduction of fiscal deficits, and adoption of more restrictive monetary
policies among the member states. In addition, the member states hive underscored the need for
mutual consultations whenever major exchange rate actions are being contemplated.

In November 1993, the PTA members signed a treaty establishing the Common Market
for Eastern and Southern Africa (COMESA).5 The Treaty calls for the establishment of a
common market among member countries, continued cooperation in the area of transportation
and communications, agricultural and industrial development, human resources development, and
investment promotion.

Among the difficulties faced by the PTA over the past decade have been the wide diversity
of its membership, an approach to integration whereby the slowest moving member establishes the
pace of integration for the group. Nevertheless, a number of issues that have given rise to

4 One UAPTA is equal to one SDR.

s To date twenty countries have signed the Treaty (Djibouti, Seychelles and Somalia have not as yet signed).
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difficulties in the past have recently been addressed: the scheme for tariff reduction has been
simplified, the previously cumbersome rules of origin criteria have been eased, and 'the COMESA
Treaty specifically recognizes the principle of"multi-speed" approach to integration, whereby the
faster reformers can go ahead and establish the pace of integration. At the same time, however,
new issues have arisen such as the future of the PTACH as more countries move towards market-

I
determined exchange rates.

The PTA/COMESA Secretariat has been actively involved in the preparatory work on the
CBI. The Secretariat expects to play a role in CBI's implementation phase as well, particularly in
the trade reform area. In this context, COMESA is currently undertaking a study of external
tariffs in the region with EU's support. The study's findings ar expected to provide an input in
the determination of the CBI countries' tariff reform path under the initiative.

2. The Southern African Development Community (SADO

The SADC was established in August 1992, superseding the Southern African
Development Coordination Conference (SADCC). The latter was set up as a rather informal
organization by the nine front-line countries (Angola, Botswana, Lesotho, Malawi, Mozambique,
Swaziland, Tanzania, Zambia and Zimbabwe) with the objective of reducing economic
dependence on South Africa through the mobilization of resources for national, interstate, and
regional development. Following its independence in 1990, Nanibia became the tenth member.
South Africa joined SADC in 1994 as the eleventh member.

For the most part, the initial focus of SADCC's activities was on the implementation of
programs and projects that were aimed at enabling the front-line states to withstand the massive
infrastructure disruptions that resulted from South Africa's de-stabilization during the later
decades of the apartheid period.

More specifically, the SADCC countries devoted substantial resources to the development
and rehabilitation of railway lines through, and ports in Mozambique and Tanzania. Various
projects were also implemented in other areas, including communications, agricultural production,
food security, and industrial rehabilitation. The responsibility for organizing activities in specific
sectors was assigned to individual member countries: Angola (energy); Botswana (agricultural
research); Malawi (mainland water fisheries, forestry and wildlife); Mozambique (transport and
communication); Namibia (ocean fisheries); Swaziland (manpower); Tanzania (industry and
trade); Zambia (mining); Zimbabwe(food security).

In 1988, the SADCC extended the area of cooperation among participating member states
to include trade, with the understanding that initiatives in this field would be supplemental to
those of the PTA (to avoid unnecessary duplication of efforts). Accordingly, SADC supported
the PTA's trade integration strategy, while emphasizing bilateral trading and other forms of
government directed mechanisms for promoting cross-border trade.

In August 1992, a formal treaty providing for the establishment of SADC was adopted.
This treaty entity called for the broadening of cooperation among the members states, to include
trade integration and enhanced functional cooperation in other strategic areas. The treaty also
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called for the conclusion of specific protocols to define the modalities of cooperation in given
areas. As of end-1994, region-wide seminars had been held concerning cooperation in the areas
of trade and investment, development of the financial sector, and human development. Additional
seminars were anticipated in 1995, focusing on other sectors and country-specific issues. The
main purpose of these seminars is to provide grass-roots support and a practical underpinning to
the cooperative and integrative efforts envisaged under the SADC treaty.

SADC has been involved in the preparatory work of the CBI and expects to continue to
have a role during the implementation phase. Relations between SADC and COMESA have
recently become strained as the latter has become more active in trade issues. A special joint
session of the governing authorities of the two organizations at the heads of State level is
envisaged to resolve the pending issues.

3. The Southern African Customs Union (SACU)

The Southern African Customs Union (SACU) was established in 1910 between the newly
established Union of South Africa and the separate protectorates of Botswana, Lesotho, and
Swaziland.6 The arrangement provides for the free movement of goods and the right of transit
among members, as well as a common external tariff determined by South Africa. Initial
arrangements for sharing the excise and customs revenue pool called for a 1.3 percent share for
the BLS countries, with no provision for the updating of the shares over time.

The agreement was re-negotiated in 1969 to reflect increases in the partner country shares
of regional imports. Moreover, the Republic of South Africa agreed to compensate the partner
countries for several effects of the customs union: (1) the price-increasing effect of the customs-
union for the BLNS countries and the implicit protection for South African industry, (2) the
industrial polarization resulting from the tendency of industries to locate within the customs union
to choose sites in South Africa; and (3) the loss of fiscal discretion experienced by the BLNS
partners because South Africa retained tariff-setting power for the region. Non-tariff barriers
applied by South Africa also had a negative effect on the size of the revenue pool. The
compensation agreed upon at the time was equivalent to 42 percent of the respective hare of
customs revenue.

In 1977, a stabilization factor was introduced to ensure enhanced stability of receipts from
the revenue pool.- The stabilization factor was centered on a mean of 20 percent of the tax base,
with a lower bound of 17 percent and an upper bound of 23 percent.' At the same time, the
application of the formula was extended to cover the homelands by South Africa in separate
bilateral arrangements.' In FY 1992/93, the BLNS share of the revenue pool was 38 percent.9

6 Namibia was added to the organization upon independence in 1990; at this time the appellation for the non-South
African partners was changed from the "BLS countries" to the BLNS countries.

7 The tax base refers to the sum of duty-inclusive imports, c.i. and excise tax-inclusive value of goods produced in the
union and consumed in a particular BLNS country.

South Africa concluded bilateral agreements repmicating SACU with Transkei (1978), Bphuhatswana (19791 Venda
(1981), and Ciskei (1983). The BLNS states have refused efforts by South Africa to include the homelands as
independent members of SACU. As a result, the share for the homelands is allocated from South Africa's residual share.
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In general, the BLNS countries regard the existing agreement as one that provides less
than the appropriate amount of compensation, while South Africa regards the rate of
compensation to the BLNS countries as both excessive and unaffordable. In particular, the BLNS
countries regard an effective rate of 20 percent as reasonable, while South Africa favors a rate
closer to, or lower than,.17 percent. The BLNS countries have also expressed concerns regarding
South Africa's tendency'to shift its revenue emphasis from tariffs and sales duties to forms of
indirect taxation not included in the revenue pool.

Another issue of concern is the effect that the customs union has had with regard to the
promotion of economic development and industrialization within the BLNS countries. It is
argued in some quarters that provisions in the SACU agreement designed to encourage the
development of infant and pioneer industries are vitiated by provisions that require consultation
with other member countries or protect vested South African interests. Others (notably South
Africa) suggest that the limited industrial achievements by the BLNS countries should re
attributed to the BLNS countries themselves. Anecdotal evidence can be found to support both
arguments. Nevertheless, concern regarding continued industrial polarization remains an issue in
the re-negotiation of the SACU agreement.

The ongoing re-negotiation of the SACU arrangement have not produced a result
acceptable to both sides. The possibility of reducing or eliminating the 42 percent compensation
component has been raised, as has that of reducing the mean compensation rate. The
consequences of abrupt changes in the arrangement could be severe for Botswana, Lesotho,
Swaziland, and Namibia, where SACU revenues accounted for 24 percent, 47 percent, 40
percent, and 26 percent of total current revenue, respectively, in FY 1992/93.

4. The Common Monetary Area (CMA)

The Common Monetary Area (CMA) includes South Africa, Lesotho, Namibia, and
Swaziland. The initial arrangement, entitled the Rand Monetary Agreement, was signed by
Botswana, Swaziland, Lesotho, and South Africa in 1974. In keeping with the agreement, the
rand circulated as legal tender throughout the monetary area. While Swaziland and Lesotho
retained the freedom to issue their own currencies, it was agreed that these currencies would
circulate only within the boundaries of the issuing country. The agreement also provided for
access to South African financial markets by Lesotho and Swaziland, as well as for some
compensation for the continued use of the rand as legal tender. Shortly thereafter, Botswana
withdrew fiom the arrangement to pursue a more independent path of monetary policy. In 1974,
Swaziland established the Monetary Authority of Swaziland (converted to the Central Bank of
Swaziland in 1979) and issued its own currency, the lilangeni (plural: emalengeni), pegged at a 1:1
exchange rate with the South African rand. In 1979, Lesotho established the Monetary Authority
of Lesotho, which became the Central Bank of Lesotho in 1982. In 1980, Lesotho introduced the
loti (plural: maloti) at a fixed 1:1 exchange rate with the South African rand. The value of the
Botswana pula remains heavily influenced by that of the rand.

SInternational Monetary Fund, South Africa-Selected Economic Issues. (SW93/225, December 10, 1993) p. 109.
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In 1986 the Trilateral Monetary Agreement (TMA) supplanted the Rand Monetary
Agreement, and the Common Monetary Area (CMA) was established. The new agreement
provided for the signing of bilateral agreements between South Africa and the two partner
countries. Swaziland suspended the use of the rand as legal tender, and Lesotho took over the
management of its own international reserves.

Following Nanibia's independence in 1990, the South African rand has circulated as legal
tender in that country, in keeping a with a bilateral agreement with South Africa. The agreement
also provided for Namibia's participation, on a transitional basis, in the CMA, and for the
establishment of Namibia's central bank. On March 27, 1992, Namibia became an official member
of the CMA, and began to receive compensatory payments (with retrospective effect form the
date of independence) from South Africa for the loss of seignorage entailed in using the rand. In
September 1993, Namibia issued its own currency, the Namibia dollar, which has been circulating
at par with the South African rand. Namibia was added to the arrangement in 1990, in an
arrangement that allowed the newly independent country to use the rand.

Owing to both the tight economic. linkages and the pegged exchange rates, the BLNS
countries have experienced patterns of inflation broadly in line with those in South Africa. As a
consequence, real effective exchange rates have moved directly in line with that of South Africa.
For the partner countries, the costs of the arrangement have been largely associated with the use
of the rand, and the attendant limitations in pursuing an independent monetary policy. While
Botswana opted for a more limited arrangement, Swaziland and Lesotho have tried to address
their concerns in the context of the arrangement, through steps that have included some
compensation for the loss of seigniorage and interest income on international reserves. Other
steps include measured access to financial markets in South Africa, the availability of conditional'
credit from the Reserve Bank of South Africa, the limited latitude to pursue independent
exchange rate policies, greater discretion in the management of international reserves, and
strengthened consultative machinery under the CMA committee.

5. The Indian Ocean Commission

The Indian Ocean Commission (IOC) was established in December 1982, with the
objective of promoting cooperation in the areas of economic, commercial, and industrial
development."o To that end, the commission maintains standing committees in the areas of
commercial exchange, maritime transport, tourism, tuna fishing, regional industrial cooperation,
the environment, and the development of improved foreign trade statistics. The IOC has also
been involved in an environmental program (financed jointly by the European Development
Fund), and the organization of the International Indian Ocean Fair. As the IOC member states
are members of the PTA, they subscribe to the trade integration strategy developed by the PTA.
The IOC has been actively involved in all of the preparatory meetings for the CBI, and expects to
be involved in its implementation, particularly in those areas that fall within its purview.

1o The IOC was established by the Ministers of Foreign Affairs of Madagascar, Mauritius, and Seychelles. The General
Cooperation Agreement wds signed in January 1984. In January 1986. Comoros joined the Commission, along with
France, acting for Reunion.
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Table 1. Membership of Regional Economic Organizations
in Eastern and Southern Africa

Southern Southern
Preferential African African Common Indian

Country Trade Dev. Customs Monetary Ocean
Agreement Community Union Area Commission

(PTA) (SADC) (SACU) (CMA) (IOC)

Angola + +
Botswana + +
Burundi +
Comoros + +
Djibouti +
Ethiopia +
Eritrea +
Kenya +
Lesotho + + + +
Madagascar + +
Malawi + +
Mauritius + +
Mozambiqu + +
Namibia + + + +
Rwanda +
Seychelles + +
Somalia +
So. Africa + + +
Sudan +
Swaziland .+ + + +
Tanzania + +
Uganda +
Zaire +
Zambia + +
Zimbabwe + +
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Table 2. Regional Economic Asociations in
Eastern and Southern Africa: Areas of Involvement'

PTA SADC SACU CMA IOC2

Economic integration

Preferential arrangement + * + - -

Free trade association * * + - -

Customs union * * - - -

Common market * * - - -

Policy coordinationg
(positive integration) - - - - -

Functional economic cooperation

Transportation and communications + + - - +
Human development * + - - -

Agriculture and industry + + - - +
Private sector + + - - -

Monetary integration

General policy harmonization + - - + -
Coordination exchange rate policy + - - + -

Common currency * - - + -

I + signifies the organization has made significant progress toward this objective.

signifies the a snization intends to attain this status in the future.

- signifies the organization does not aspire to this particular status.

All members of the IOC also belong to the PTA; thus the statins achieved by the PTA applies to the IOC members. This
column notes those areas in which the IOC has an additional agenda of its own..

Additional policy measures intended to move the organization from a comman market to an economic ion.
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Annex H

Cross-Border Economic Activity in SSA,
CBI's Evolution and its Special Features
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Cross-Border Economic Activity in SSA.
CBms Evolution and its SoMcial Features

1. This annex reviews briefly the state of and impediments to cross-border economic
activity in SSA in general and in the PTA region in particular. It also analyzes the changing
paradigm in the approach to regional integration in SSA, and descibes the special features and
the evolution of the CB.

Cross-Border Economic Activity in SSA'

2. Although there is evidence of significant cross-border economic activity in SSA, it is
difficult to evaluate its magnitude, since most of the flows are through informal channels.
Recorded intra-SSA trade, has stagnated at about 3 percent of GDP over the past two
decades, despite the various attempts at market integration. By contrast, during 1970-90,
intra-regional trade as a share of GDP increased from about 20 percent to 33 percent in
Western Europe, from about 8 percent to 14 percent in Asia, and stagnated in Latin America
and the Caribbean (about 4 percent) and the Middle E st (about 3 percent) In the early
1990s, intra-regional imports in SSA accounted for less than SDR 2 billion (5 percent of total
SSA imports).

3. There are similar trends in the sub-regional groupings. For example, in the early 1990s,
annual recorded trade among the countries of the PTA was about SDR I billion (about SDR
50 million on average per member country or about $5 per capita) or 6 percent of their total
trade. There are no recorded data on formal intra-PTA investment flows, but these are
unlikely to have been significant.

4. Despite its relatively low level, however, there are a number of features of the intra-
PTA trade that suggests reasonable prospects for the future. First, recently, intra-PTA trade
has started to grow at a faster rate than the total trade of the member countries. During 1985-
1992, intra-PTA trade grew at an annual average rate of 10 percent, compared with 7.4
percent for PTA countries' total trade. Second, the Jependence on the PTA market varies
significantly by country. For example, among the CM participating countries, Madagascar,
Kenya, Zimbabwe, Tanzania and Burundi depend more heavily on the PTA market for their
exports (9-26 percent), while Uganda, Rwanda, Burundi, Zambia and Malawi have the highest
import ratios from the PTA market (10-26 percent).

5. Third, over the past decade, intra-PTA trade has grown significantly in some countries
while in others it has declined or stagnated. For example, during 1982-1991, Swaziland's

The data in this section are based on information contained in Intra-Regional Trade in Sub-Saharan Africa (World
Bank Report # 7685-AFR), 1991; IEC, "The New Regionalian and its Consequences," (March 8, 1994); F. Faroutan,
"Regional Iningration in Submharan Africa: Past Experience and Future Prospects," in Jaime de Melo et aL New
Dimensions in Regional Integration, Cambridge University Press. 1993. and Intra-COMESA Trade Potential: How
to Gain Access to the Market, COMESA, Lusaka. Zambia. 1994.
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exports to the PTA market increased three-fold and that of Zimbabwe two-fold, while that of
Kenya and Zambia stagnated, albeit at a much higher absolute levels than in the other
countries.

6. Finally, the most important intra-PTA traders are Kenya and Zimbabwe ( about $300
million and $250 million respectively in 1992). They have established trade relations with the
largest number of member states. They represent the center of gravity for cross-border trade
growth in the region, given their relatively more diversified economic structures of production.
Malawi, Tanzania, and Zambia follow in order of importance. In terms of clusters, Malawi,
Tanzania, Zambia and Zimbabwe represent the largest trading sub-zone within the PTA area
(about $250 million in trade among them in 1992), followed by the group composed of Kenya,
Rwanda, Tanzania and Uganda (about $230 million), and the next group of Mauritius, Kenya,
Tanzania, Zimbabwe and Madagascar (about $130 million).

7. In the case of the countries of the Southern Africa Customs Union (SACU), where the
tradition of trade and integration and monetary cooperation dates further back, economic and
financial linkages are more pronounced, but highly dominated by South Africa. For example,
Botswana, Lesotho, Namibia and Swaziland source, on average, over 60 percent of their
imports from South Africa, and financial and labor flows between these countries and South
Africa have also tended to be higher than in the PTA area. Economic interaction between the
four smaller countries, of the SACU has, however, been minimal.

8. Finally, among the countries of the Communaute Economique de l'Afrique de l'Ouest
(CEAO), recorded intra-regional trade amounted to about 9 percent of the total trade of the
grouping in the early 1990s. By comparison, in the early 1990, intra-regional trade in the
Central American Common Market the Association of South East Asian Nations (ASEAN)
and the European Union accounted for 13, 17 and 60 percent respectively of the total trade of
these groupings.

9. An analysis of the recorded cross-border economic activity among the SSA countries
could lead to the conclusion that African countries are not natural trading partners, and that
herein lies the main reason for the general failure of past regional integration schemes. In fact
however, the relatively low level of formal cross-border economic activity during the most part
of the past three decades is at least partly attributable to other factors. These include
infrastructure, transportation and communications networks that have tended to be biased in
favor of trade with the countries outside the region (especially the ex-colonial centers in
Europe), past import-substituting industrialization policies; limited progress in reducing
external trade licensing controls and other tariff and non-tariff barriers; administrative,
institutional and physical obstacles to cross-border movement of factors and goods and
services; and lack of progress in exchange rate harmonization and development of efficient
systems of domestic and external payments.

10. The distortions caused by these policies together with foreign exchange shortages at
official prices led to the development of informal cross-border trade based on parallel market
exchange rates. Although there are no reliable data on informal flows, there is qualitative
evidence to suggest that the magnitude of such flows is more significant than what the
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recorded flows indicate. It should be noted, however, that a part (in some cases a significant
portion) of the informal regional trade consists of goods of foreign origin. Nevertheless,
informal flows are particularly strong in some sub-regions. This was the case in particular in
the western sub-region, due primarily to the lack of competitiveness of the CFA Franc zone
countries vis-i-vis their neighbors (e.g., Nigeria and Ghana) prior to the recent devaluation of
the CFA Franc.

11. Moreover, informal trade is not limited to only small border transactions. In some sub-
regions, there is evidence of a fairly sophisticated network of traders, including informal
exchange markets trading in non-convertible currencies. Similarly, there is considerable
movement of labor, particularly between neighboring countries (e.g., Ghanaians in Nigeria,
etc.).

12. The preceding suggests that integration in SSA is stronger than an analysis of only the
recorded flows would indicate. It also points to the premise that under an enabling business
environment, at least some country clusters in SSA could become stronger trading partners.
The countries participating in the CBI offer reasonable prospects in this respect.

The Evolving Integration Paradim

13. The Lagos Plan of Action (LPA, adopted by the African Heads of State in April 1980),
which envisages an eventual Africa wide common market, had been the key reference point for
the earlier efforts by sub-regional organizations at promoting regional integration in SSA.
Although most of the integration schemes predated it, the LPA reflected the underlying
paradigm that was common to most of the previous schemes, namely collective self-reliance.
Accordingly, past regional integration schemes such as the East African Community and
ECOWAS generally emphasized the granting of intra-regional tariff preferences as a step to a
customs union with high protective barriers so as to achieve import substituting
industrialization.

14. Another common feature of these schemes was their 'top down" approach, requiring
all members of a sub-regional organization to participate out of solidarity with the rest of the
group. In the absence of a real commitment in all of the member countries to remove obstacles
to cross-border economic activity, most of the regional integration treaties were long on
declarations and short on implementation. Moreover, these schemes typically led to a build up
of bureaucratic sub-regional institutions to supervise the integration process. As a result of
these features, the former integration paradigm generally led to inefficient resource allocation
and had limited impact on the ground in terms of increased cross-border activity.

15. The implementation of structural adjustment programs over the past decade has
enabled a growing number of countries in SSA to open their economies more to the outside
world and address some of the obstacles to cross-border economic activity. Despite this
progress, however, the policy reform agenda has not been completed in most countries and
many obstacles to such interaction persist (e.g., remaining non-tariff barriers to trade,
restrictive regulations on investment flows, and non-convertible currencies, etc.).
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16. At the same time, the country-specific focus of the structural adjustment programs has
prompted concern that inadequate coordination of the pace and scope of reforms could give
rise to adverse cross-border effects.2 For example, Zambia has a 20 percent import tariff on
material inputs from outside COMESA, while Zimbabwe has a much lower tariff on same
imports. Since under the COMESA Zimbabwe's exports face a preferential tariff in Zambia,
Zimbabwean manufacturers could gain an unfair advantage over their Zambian producers of
same good, if both producers source their inputs outside COMESA.

17. In recognition of these concerns, the donor community is placing increasing emphasis
on the regional dimension of reform and development in SSA. In the Bank, attention to
regional integration issues has not been a priority in the past. There have been, however, Bank
projects associated with regional integration arrangements. The Bank has, for instance,
supported the East African Community, the Caribbean Development Bank (associated with
CARICOM) and BOAD (associated with the West African Monetary Union -UMOA).

18. Recently, however, the Bank's attitude towards "regionalism" has been changing as
manifested by the following. First, there is an expectation that in every SSA Country
Assistance Strategy, there should be a segment on what the country and the Bank are doing to
promote regional cooperation and integration. Moreover, the Bank has recently played an
active role in supporting "open" integration initiatives in SSA (e.g., the initiative described in
this paper and the West African Economic and Monetary Union - UEMOA).

19. Second, the Bank organized a conference on regional integration in April 1992. One of
the papers, which dealt with Africa concluded that "if integration is used as a tool to enable
SSA to adopt a credible, outward-oriented economic policy that improves their supply
response to outside events, then RI (regional integration schemes) may serve as a stepping
stone for SSA producers which begin competing in the world market....There are some recent,
encouraging signs that RI may indeed be used as such a tool."'

20. Finally, the recent follow up report to the LTPS, "A Continent in Transition", argues
that despite the sorry history of attempts at regional integration, a pragmatic approach still
holds out opportunities for SSA nations. The report refers to the CBI as one of the initiatives
in SSA which are pointing the way to a more pragmatic regional integration policy.'

S Meanwhle, a separate development in the region is providing an additional impetus to the recent interest among the
development community in integration issues. The prospect of South Africa!s deepening re-integration into the region
liks given rise to concerns regarding the polarization of benefits in favor of this relatively more developed economy.
Thes cancerns are particularly prevalent among the countries in the eastern and southern sub-regions which are
likely to be most affected by the developments in South Africa. The main concern is that the persistence of obstacles
to intra-regional economic activity would not only limit the overall gains from regional cooperation with South Africa,
but it could also place the less industrially developed countries at a greater disadvantage.

3 The proceedings of the conference were edited by Jaime de Mclo et al New Dimensions in Regional Integration,
Cambridge University Press, 1993. Chapter 8 contains a paper by F. Foroutan on "Regional Integration in Sub.
Saharan Africa: Past Experience and Future Prospects." (see p. 266 in particular).

Se "A Continent in Transition: Sub-Saharan Africa in the mid-1990s" (Draft, January 11, 1995), page 51.
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Special Features of the CBI

21. In helping to promote the CBI, the cosponsors and th . country authorities in the region
stressed the following features to ensure that the initiative is client-oriented with good
prospects for rapid and effective implementation. First, the program to implement the
initiative had to be truly nationally conceived to ensure ownership. This has entailed involving
both the public and private sectors in the participating countries in identifying the impediments
to cross-border economic activity and the needed action to overcome them. To that end, the
interested countries were encouraged to set up Technical Working Groups (TWG) involving
the private sector. Moreover, the pace of activity in developing the initiative was deliberate
(spanning more than two years) to allow sufficient time for internalization of reform
proposals.

22. Second, the CBI-supported program of action had to be consistent with the adjustment
priorities of the participating countries, be anchored in an outward-oriented policy
framework, and have added value compared to the reforms supported under ongoing
adjustment programs. This would be ensured by requiring that (i) the participating countries
have a satisfactory macro-economic framework; (ii) the CBI supported measures avoid the
creation of new barriers to trade with the rest of the world, and (iii) the proposed measures
accelerate the pace and expand the scope of selected reforms beyond the policies envisaged
under the ongoing variety of adjustment programs.

23. Third, the CBI should contribute to capacity utilization/building in the participating
countries. This would be achieved by relying primarily on local resources (TWGs) to design
the progran. Moreover, by making the private sector an equal partner in the TWGs, the
initiative would expose a broader spectrum of the civil society to economic policy issues.

24. Fourth, the CBI should not lead to the creation of a new sub-regional institution nor
should there be a "regional adjustment program." These objectives would be achieved by
emphasizing voluntary national action in the context of each country's general economic
policy framework. Such action would in and of itself be beneficial to the country but have an
even greater impact if reciprocated by the regional partners. Moreover, financial assistance in
support of the CBI reforms should also be based on country specific action plans to be
negotiated separately by the authorities of each participating country with the cosponsors.

.25. . Finally, the CBI supported reforms should be consistent with the long term vision of
an African economic community as envisaged in the Abuja Treaty (see appendix for the main
features of the Treaty) and the various other agreements at the sub-regional level (e.g.,
COMESA). This would be ensured through consultation with the relevant regional and sub-
regional institutions (ECA, OAU, PTA, SADC, IOC). The dialogue with these institutions has
led to a mutual understanding of how the CBI fits in the ongoing process of regional
integration in Africa involving a multitude of integration arrangements. This process can be
visualized as a set of concentric cylinders where the diameter of each cylinder represents the
number of countries participating in an arrangement, and the height of each cylinder represents
the degree of integration among those countries. Thus, the tallest and widest cylinder would
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represent the vision of an African economic community. Another cylinder could represent the
COMESA, and yet another one the CBI.

26. The CBI would not seek to replace or compete with any ongoing integration scheme or
regional institution. Instead, it's focus would be on helping create the conditions for
integration among those countries which through self-selection decide to implement the
proposed reforms. This, together with the fact that the proposed policies have to be adopted
at the national level and are not easily subject to treaty, led the choice of a separate initiative,
rather than using an existing institution such as the COMESA., IOC, SADC.

Evolation of the CBI

27. Over the past three years, the CBI has evolved in three phases of dialogue between the
cosponsors, the regional institutions, and the representatives of the Eastern and Southern
African countries. The countries participating in these discussions were: Burundi, Comoros,
Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Namibia, Reunion, Rwanda, Seychelles,
Swaziland, South Africa (in observer status), Tanzania, Uganda, Zambia and Zimbabwe.

28. The first phase of the initiative started following the Maastt *cht Conference and
consisted of a desk study, which was prepared in the Africa Region as part of the Technical
Department's regional studies program, and in collaboration with the other cosponsors.s This
phase culminated in a workshop in Mauritius (June 1992), involving representatives of
interested countries. It was agreed to establish TWGs in each country to propose measures
that would be submitted to the political authorities for action.

29. The second phase started with a second workshop in Harare (December 1992), where
the TWGs agreed on a synthesis of their various proposals. This led to the preparation of a
Concept Paper (CP, see Annex III). On August 27, 1993, at a ministerial meeting in Kampala,
Uganda, the representatives of thirteen countries and several regional institutions endorsed the
CP. The cosponsors also indicated their commitment to support the implementation of the
proposed reform agenda.

s See Itra-Regional Trade lI SSA (Warld Bank Report # 7685-AFR), 1991.
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Appendix

Main Features of the Abula Treaty

In June 1991, under the aegis of the OAU, African Heads of State signed the Abuja
Treaty establishing the Pan-African Economic Community (AEC). The Abuja Treaty
envisages (i) market integration through trade liberalization, currency convertibility and an
effective payments settlement system; (ii) development of production, particularly in basic
industries and to achieve collective food security; (iii) development of physical infrastructure to
link all African countries; (iv) joint development of human resources; and (v) protection of the
environment through collective action.

The ADB, ECA and OAU have established a joint secretariat in Addis Ababa to
oversee the implementation of the Abuja Treaty. Their current focus is the preparation of the
appropriate protocols. As of December 1994, thirty-five countries have ratified the Treaty
and the latter has come into force.

The AEC is to be achieved in six stages over a period of 34 years from date of
signing. The first four stages are to take 25 years and will be based on the success in meeting
agreed objectives of those existing groupings recognized by the joint secretariat as legitimate
sub-continental building blocks. The Treaty does not make explicit mention of existing
communities and instead refers to five regions broadly defined as North, West, Central, East
and Southern Africa. Nevertheless, in practice the joint secretariat envisage that the building
blocks for the next quarter century will be ECCAS, ECOWAS, PTA and SADC in SSA and
the Maghreb Union in North Africa.

Stage 1 will last five years and involve "strengthening of the institutional framework of
existing regional economic communities" (and the establishment of new ones where they do
not exist, i.e. the Maghreb Union in North Africa). Stage 2 will involve, over an 8 year period,
(i) the stabilization of tariffs, NTBs and equivalent measures affecting intra-regional trade; and
(ii) the coordination and harmonization of the five different economic communities. Stage 3
will take 10 years and result initially in Free Trade Areas within each of the five sub-continental
groupings and, by the end of the period, in Customs Unions with a common external tariff
(CET). The next 2 years (stage 4) will require harmonization of the CETs amongst the five
unions to establish a Pan African Customs Union with a single CET covering all of Africa. As,
on a continental basis, policies are increasingly coordinated, internal barriers to the flow of
goods and factors of production removed and regulations are harmonized, stage 5 will result in
a Pan African Common Market and stage 6 will see the achievement, by 2025, of the Pan
African Economic Community.
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Annex III

CBI Concept Paper
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ANNEX IH

CONCEPT PAPER

on the

INITIATIVE TO FACILTATE
CROSS-BORDER PRIVATE INVESTMENT, TRADE AND

PAYMENTS IN EASTERN AND SOUTHERN AFRICA AND
THE INDIAN OCEAN

as agreed at the Senior Officials meeting

Brussels, 24 June 1993
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Concept Paper - Initiative to Facilitate Cross-Border
Private Investment, Trade, and Payments in

Eastern and Southern Africa

Background

1. The proposed Intriative is a pragmatic step towards economic
integration in the PTA/SADC/IOC sub-region. It is jointly sponsored by the
Commission of the European Communities (CEC), African Development
Bank (ADB), International Monetary Fund (IMF), and World Bank (WB). In
targeting the inter-linked areas of cross-border trade, investment and
payments through a comprehensive approach, the Initiative constitutes a
substantial step forward towards economic integration. The aims of the
Initiative are in accordance with the objectives of PTA, SADC, Indian Ocean
Commission (IOC) and the Abuja Treaty. Obviously, continued cooperation
with the regional institutions will be essential for the success of the
Initiative.

2. The reduction of obstacles to cross-border economic activity as
envisaged under the Initiative would help create efficient patterns of
growth with economies of scale and opportunities for vertical and horizontal
integration. The Initiative argues for accelerated economic liberalization
with respect to external payments and domestic regulatory environment so
that scarce investment capital could pursue differential factor prices and
thus create efficient growth. The underlying hope is that the private
sector will no longer feel constrained to the national market; rather it
will consider widening opportunities of a sub-regional rather than a
national market, and develop an investor culture to exploit such
opportunities.

3. The Initiative seeks to build on the progress achieved under the
national structural adjustment programs and to strengthen the momentum
generated by PTA, SADC and IOC towards regional integration. It could be
seen as providing an avenue for the participating countries and donors to
address issues which constitute an integral part of the regional dimensions
of adjustment.

4. The Initiative is also distinguished by its emphasis on national
action, and self-selection. Most of the policy requirements are matters of
national decision. For example, the deregulation of domestic private sector
is a desirable national objective. When extended to potential foreign
investment, cross-border or otherwise, such deregulatory measures help
create output, exports and employment for the recipient country. A quid pro
quo by the country from which investment is originating is, of course,
desirable for all countries concerned, but the recipient country would still
gain even if it had to act alone.
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5. Over the last two years, this Iniciative has been the subject of
detailed discussions among the co-sponsors and with the regional
institutions (i.e., PTA, SADC, IOC, OAU, and ECA) and most importantly, with
the representatives of most of the Eastern and Southern African States. The
countries participating in these discussions were: Burundi, Comoros,
Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Namibia, M6union, Rwanda,
Swaziland, South Africa (in observer status), Tanzania, Uganda. Zambia, and
Zimbabwe. Other institutional participants were: Global Coalition for
Africa, Commonwealth Secretariat, International Trade Centre, USAID, CIDA,
and Swiss Development Corporation. It should be emphasized that the
Initiative does not constitute an attempt to promote a de facto grouping of
participating countries; rather it supports the objectives and programs of
the regional organizations in the area of regional integration. Moreover,
it is open to all countries in the PTA/SADC/IOC region that choose to pursue
a substantial liberalization of their economies as deffned below.

6. Most of the countries invited to join the Initiative appointed
Technical Working Groups (TWGs) to cooperate with the cosponsors. The TWGs,
consisting of private sector representatives and public officials, have been
instrumental in building a sub-regional consensus on the underlying approach
and in lending a sense of urgency to its implementation. As an important
externality, the TWGs now constitute forums for constructive debate on
regional integration and national economic policies.

7. Two technical level Workshops have been held, interspersed with
consultations of various forms. These have resulted in proposals for a
Common Program of Action (CPA). It is now time for implementation.
Building upon the CPA, the Concept Paper suggests, in general form, the core
policy and institutional requirements (as described below) of the
Initiative. It also addresses the possible modalities of financial
assistance from the co-sponsors. This Concept Paper has been approved at a
meeting of senior officials in Brussels on June 24, 1993. The meeting was
attended by representatives of: Burundi, Comoros, Kenya, Madagascar,
Malawi, Mauritius, Namibia, Rwanda, Swaziland, Tanzania, Uganda, Zambia and
Zimbabwe, and officials from ADB, CEC, IMF, World Bank, 10C, USAID, 0AU,
ECA, GCA, PTA, and a delegation from Souch Africa. Once the underlying
principles, as reflected in the Concept Paper, are endorsed by the concerned
governments, these would constitute the basis for elaborating country-
specific programs.

Core easures

8. These consist of measures in the areas of: i) Trade; ii) Payments and
Exchange Systems; iii) Investment; and iv) Institutional Development.
Actions on all four areas are a general feature of structural adjustment
programs (SAPs) and the programs of PTA. SADC and IOC. In the context of
the present Initiative, there would be a case for enhancement and/or
acceleration of some of these measures. These measures should be on a Most
Favored Nation (HFN) basis. Where this is not possible, for a transitional
period the measures will be adopted on the basis of reciprocity with the
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participating countries. The details of the required policy and
institutional framework are as follows:

A. Te.

9. Subject to the overall requirements of SAPs with respect to trade
liberalization, efforts will be made to hasten the process of
liberalization in the participating countries through:

A.l. Import Liberalization. In accordance with PTA member states'
decision to abolish the Common List, the following intra-regional trade
liberalization measures will apply across the board. The measures
being envisaged in regard to non-tariff barriers will apply to imports
from all countries. As for tariff actions, the envisaged measures are
in line with the PTA's long term integration strategy and GATT
regulations. More specifically, the following actions are envisaged:

o The participating countries will undertake practical steps to
dismantle import licensing and similar non-tariff barriers (NTBs)
on a Most Favored Nation (MFN) basis. There could be a short
"negative list" for reasons of security and health.

o Participating countries would immediately exempt imports from
other participating countries from the above restrictions.
Furthermore, for those participating countries which may not be in
a position to immediately implement the removal of the NTBs under
MFN terms, they will agree with the IMF on a timetable to achieve
this.

o The participating countries will be encouraged to eliminate
tariffs on intra-regional trade on a reciprocal basis by 1996.
Where this is not feasible, the countries will, as a minimum, be
required to adhere to the agreed PTA timetable for intra-regional
tariff reduction. Moreover, to avoid trade diversion and to
facilitate the creation of the common market envisaged by the PTA,
SADC and IOC, the participating countries will build on the
progress that is being made under country-specific structural
adjustment programs. Specifically, the participating countries
should aim at moving towards a common external tariff by lowering
their external tariffs vis-a-vis other countries to the level of
the member with lowest tariffs. It is recognized, however, that
in some cases strategic and revenue considerations could require
adopting a higher level of protection than the lowest tariff.

A.2. Export Liberalization. Except for a small negative list, all
quantitative restrictions on exports to all countries will be
eliminated.
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A.3. Liberalization of Trade in Services. Accions relating co imports
and exports of services will parallel those for merchandise trade.
Such liberalization would extend to financial services, insurance,
transport (passenger and freight), consultancy and.tourism.

A.4. Facilitating Intra-Regional Trade. The following measures are
envisaged on the basis of reciprocity and in consultation with the PTA:

o The PTA harmonized transit charges should be implemented. A
coupon system for such payment in UAPTA would be developed and
implemented.

o The PTA Road Customs Transit Document (RCTD) would replace all
other documents of similar nature.

o A single goods declaration document covering export/import/transit
trade would be developed.

o A regional Bond Guarantee Scheme would be implemented.

B. Payments and Exchange SysteMs.

10. A major objective of the Initiative is to significantly improve the
functioning of the intra-regional payments and exchange systems in four
areas: a) domestic payments and settlement systems; b) exchange systems;
c) foreign exchange markets; and d) PTA Clearing House (rACK).
Improvements in these fields will, of course be underpinned by sustained
progress in structural/macroeconomic reforms and reinforced by progress in
other areas. In particular, the improvements in the payments system should
be supported by abolition of non-tariff barriers and rationalization of
tariff structure (see A above), and reform of the investment incentives
packages (see C below).

B.1. Domestic Payments and Settlements Systems.

o Participating countries will undertake to complete any on-going
financial sector reform programs. The reform agenda should, where
appropriate, be strengthened to require respective central banks
to strengthen their regulatory and prudential functions so as to
encourage development of the commercial banking sector and other
financial institutions. Additional measures, including those
identified at the June 10-11 workshop in Mauritius--see
Appendix I--should be implemented with a view to developing
foreign trade financing instruments and establishing correspondent
banking relationships within the region.

o Participating countries without financial sector reform programs
will, where necessary, be encouraged to adopt measures aimed at
strengthening their financial sectors on the same lines as above.
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o Participating countries will facilitate entry and increase
competition in the financial sector by, inter alia, liberalizing
cross-border. activities of financial institutions and promptly
eliminating impediments to entry by regional and extra-regional
financial institutions. In this regard, special emphasis will be
placed on regulatory changes aimed at enabling specialized
financial institutions active in the region, including "off-shore
banking facilities", to participate in providig equity capital
and export credit facilities.

B.2. ExchanLe Systems.

o The participating countries will aim at complete, non-
discriminatory allaination of restrictions on current account
transactions and relaxation of certain types of capital account
transactions described below. Progress on this front is being
pursued in the context of the SAPs at disparate speeds;
convergence towards the medium term goal would in some cases
require a reinforcement of ongoing structural adjustment efforts.

o Liberalization of direct investment and investment in regional
equity markets are priorities.

B.3. Foreign Exchane Markets.

The objective will be to establish unified, inter-bank, spot
exchange markets in all participating countries by 1996. The IMF
will assist the participating countries in undertaking practical
steps in this regard. Progress on this front will help pave the
way for the development of forward markets for domestic
currencies. In the period immediately ahead such markets will not,
however, be considered in those cases where substantial
overvaluation persists.

B.4. PTA Clearing House (PTACH).

Recent progress in liberalizing trade and payments has decreased
the clearing role of PTACH. In the expectation that such progress
will continue, the PTACH could usefully focus on (1) serving as a
forum for economic consultations; and (2) facilitating payments
associated with:

o the Regional Bond Guarantee Scheme, coupon system for harmonized
transit charges, and the yellow card system for insurance
coverage.

o regional air transportation of passengers and freight.
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C. Investment..

11. A major objective underlying the proposed measures is the reform of the
regulatory environment and the progressive harmonization of investment
incentives. The measures under this heading could be implemented in the
context of adjustment programs and of special technical assistance ini-
tiatives. Wherever such programs are not in place, the deregulatory
measures proposed below will need to be undertaken. These measures will
apply to domestic as well as foreign investment.

12. For purpose of this Initiative, the most important measures affecting
the investment process are those relating to the struiture of investment
incentives. Most of these measures have been covered in the secticns on
Trade and Payments. There are also other measures that should receive
emphasis:

C.l. Regulatory Environment.

C.1.1.Investment ARoroval Process.

o Participating countries should simplify and liberalize the
approval procedures. Investment Codes and other regulatory
instruments (e.g., environmental regulations, municipal
restrictions, etc.) should be consolidated in a single, short
document which will be published and publicized.

o There should be a statute of limitation on the period taken for
approval of the investment application. A maximum 45 day period
is proposed for this purpose. Investment applications should be
made to Investment Centers where they exist. In cases where they
do not exist, participating countries would either establish such
institutions or charge an existing Government organ with the
function and necessary authority.

o Approvals would be deemed to be automatically granted if no
objections are raised within the stipulated period as referred
above. . In any case, objections can only be raised for
demonstrable non-conformity to the provisions of the Investment
Code. Under exceptional circumstances (e.g. environmental
considerations) the government would, within the 45 day period,
indicate to the investor the reasons for any necessary extension
of the time limic and specify the time frame within which the
final decision would be made.

o To the extent chat any participating country is unable to
implement the above measures globally, it would be required, as a
minimum, to implement these measures on a reciprocal basis with
other participating countries.
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C.1.2. MIE Charter (PTA).

A framework such as a suitably amended version of the MIE Charter could
provide a useful instrument in furtherance of the implementation of
measures under C.1.1. The PTA would undertake to promote these
amendments and oversee the ratification of the amended charter by the
member states. The Charter will be amended to:

o remove the equity restriction and open it to any regional firm;

o remove the minimum investment requirement; and

o ensure that the revised approval procedures are applied to
investments conforming to the Charter requirements.

The amended Charter will be publicised through appropriate channels
like the TWGs.

C.1.3. Immigration. Residence and Employment.

o Participating countries would sign, ratify, and implement both
phases of the PTA protocol on relaxation and eventual elimination
of visas.

o Within a four-week period after submission of necessary
applications, arrangements for residence and employment permits
will be processed by the Investment Center where it exists. In
cases where such centers do not exist, participating countries
would either establish such institutions or charge an existing
Government organ with the function and necessary authority.

o Entry procedures would also be amended to allow freer movement of
persons in the border areas, for example on the basis of short-
term entry permits of at least 24 hours (on presentation of some
identification) for border residents of participating countries.

C.2. Other Measures.

o Investment Guarantees. Participating countries would become
members of the Multilateral Investment Guarantee Agency (MIGA)
and, where necessary, of bilateral investment guarantee agencies
such as OPIC.

o Dual Taxation Agreements. Participating countries would
conclude such agreements on a bilateral basis.

o Stock Exchange Activities. Stock Exchanges will be
authorized to list and trade in equities from other stock
exchanges in the region.
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D. Institutional Devo-1omnt~.

13. The successful implementation of this Initiative requires adequate
institutional structures, both at national and regional levels. While
rationalization and harmonization of the regional institutions fall outside
the scope of the Initiative, continued cooperation with the regional
institutions so as to avoid overlap, will be necessary for successful
implementation of the Initiative. The specific measures proposed are:

o The national TWGs would continue to function as advisory
committees to respective governments on regional integration
issues. The TWGs should be integrated into existing policy making
machineries.

o National and regional chambers of commerce and industry, trade
development organizations including regional centres for
commercial arbitration and other similar private sector bodies
would be strengthened to enable them to play a more constructive
role in relation to regional integration.

o The participating countries would develop mechanisms for
reinforcing the participation of the private sector in the
decision-making process of PTA/SADC/IOC as relevant.

o PTA, SADC, and IOC will take the appropriate steps to ensure that
their programmes for the facilitation of intra-regional trade and
investment vill contrLbute to a timely implementation of the
initiative. They will support the efforts of those of their

- members currently participating in the Initiative to implement
the Common Programme of Action (CPA) while .encouraging-their other
members to implement the CPA as soon as practicable.

Modalities for Donor Support

I. Financial and Technical Assistance 1/

14. Assistance will be provided primarily to individual participating
countries. However, a separate assistance package for the PTA Bank and
other regional institutions that could play an important part in promoting
the objectives of this Initiative will be devised.

15. A multi-track approach to financial assistance will be followed by the.
co-sponsors based on specific country needs: .

o Additional Balance-of-Payments support (inter alia, to help
finance the transitional costs of intra-regional economic
liberalization) from CEC/ADB/WB.

J/ Financial support will be provided in accordance with. the specific
procedures of each of the co-sponsors.
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o Credit Lines/Investment OperacLons (i.e., to provide targeted long
term capital to incoming equity) from ADB/WB.

o Complementary Support Activities from INF/WB/CEC. 1/

16. All of the above components (para.15) could form part of the same
program, but would be cofinanced through parallel operations.

17. A Steering Committee consisting of representatives from the co-sponsors
will be formed, to provide overall coordination among donors. The Steering
Committee will liaise with regional organisations.

18. A Project Implementation Committee (PIC) will be formed at country
level to help develop, negotiate and coordinate the implementation of the
various elements as described above. The PIC will consist of concerned
Ministers and their senior officials and will receive reports and
recommendations from the TWG which has the representation of the Private
Sector and Public Sector Officials.

19. The Steering Committee shall appoint a Lead Agency for each of the
country programs which will coordinate the activities of the co-sponsors
and liaise with the PICs.

II. Sources of Funding and Project Costs

20. Funding for the proposed initiative will be from: CEC, African
Development Bank, and World Bank Group including IFC. Although IFC will not
participate in providing either the balance of payments support or the lines
of credit, it will contribute through direct investments and its African
Enterprise Fund and the African Project Development Facility which is co-
sponsored with the African Development Bank. The support of the IMF will be
limited to technical assistance, including the elaboration of requisite
macroeconomic and structural frameworks. Such assistance from IMF will also
be complementary to assistance from CEC/ADB/WB.

21. It is anticipated that a certain amout of bilateral funding will also
be available. To date, support for preparatory activities has been received
from the Governments of Canada, USA, and Switzerland. Such support is

expected to be extended to the implementation phase.

22. For planning purposes, an average of US$30 million per country could
constitute a reasonable amount to support the Initiative. Individual
country allocations would be based on a more careful assessment of needs
during appraisal of the operations.

1/ See appendix 2 for further elaboracion of these activities.
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23. It is unlikely that cross-border private investments will be firmly
established with the conclusion of these operations. Realistically, it will
be a lengthy process, since a new investor culture and policy culture on the
part of Governments are called for. Donor support for follow-up operations
would thus be necessary to sustain the momentum. Donors would need to
assure that accelerated implementation of country programs would receive
corresponding support.

24. It is anticipated that a significant part of the available funding will
be in concessional form. To the extent that some of the potential
participants are not IDA-eligible, there will be scope for non concessional
funding which could be used to provide a suitable blend. Consultation among
the co-sponsors and other possible donors will be held to determine the
volume of available funding for the initial operations.

III. Access and Eligibilitv

25. A critical mass of countries will be necessary for launching this
Initiative. Indications are that such a critical mass exists. After
endorsement of the concept paper by the concerned governments, participating
countries will be eligible to benefit from resources earmarked for the
implementation of this initiative. Access to donor support will depend on
the participating country's adoption and implementation of the policy
package and institutional framework as described above.

SNt Ste6

26. The meeting of senior dfficials stressed the importance of an early
convening of the Ministerial meeting to consider and approve this Concept
Paper in order to move to early implementation of the Initiative. In this
connection, the Government of Uganda offered to host the Ministerial
meeting, with a financial contribution from the CEC. in Kampala during late
July/August. This offer was accepted by the meeting.

27. It was recommended that, at the Kampala meeting, the Kinisters should
indicate the timetable, for their respective country, for starting
discussions with the co-sponsors on the activities relating to project
identification and formulation. The tinisters should also appoint PICs as
soon as practicable.
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APPENDIE 1
Pg 1 of 2

Financial Sector Issues
Prooosals from the Workshoo
(Mauricius, June 10-11, 1993)

1. Implement comprehensive trade finance facilities built on national
schemes vich a regional component. These facilities should include pre-
shipment financing as a priority and could provide export credit insurance
and guarantees against all risks involved in trade finance. This could
build on the work of ITC based an successful schemes in Lesotho and
Swaziland.

2. The PTA Bank, together wUh interested commercial banks, should develop
proposals for a Trade Finance Trund Support (TFFS) that could attract donor
support.' The objective of the Fund would be to leverage commercial bank
finan4ing of trade and investment amongst the participating countries.

3. Develop programmes to harmonise (1) prudential regulation- and
supervision of financial institutions; (2) documentation required for trade
and investment transaccions--the national Chambers of Commerce will be
responsible; and (3) regulations relating to equity markets.

4. Develop a programme to strengthen the domestic payments system in
participating countries.

5. Liberalise exchange controls on cross-border direct investment. The
PTA Bank and PTA Clearing House will look into this matter to come up with
specific proposals to facilitate this including, inter alia, exploring the
possibilities of using nacional currencies.

6. Develop specialised financial institutions and services such as
leasing, merchant banking and bill discouncing; the PTA Bank in
collaboration with the Association of Commercial Banks of the PTA should
elaborate specific proposals to this end.

7. Elaborate a training programme in banking practices and financial
instruments, especially in the area of international trade and investment;
the Association of Commercial Banks of the PTA should elaborate specific
proposals to this end. Provision will also be made for necessary training,
on a regional basis, of Central bank staff.

8. In the renegotiation of the Financial Protocol of the Lome Convention,
efforts should be made to improve provision for trade financing.

9. The Charter of the PTA Bank should be amended to allow non-PTA member
states to subscribe to the capital of the Bank.

10-. A programme should be developed to improve the dissemination of
information on financial services and financial specialists in the region,
building on the TINET system. The PTA Bank will pursue these proposals.
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ATED=E I
ft 2 of 2

11. Sec up an Lfaetion base that could be used to assess the soundness
of commercial banks operatng in the region; the PTA Bank will take
responsibilIcy for assembling the required background Iafemation that could
be used by a separate entity for this purpose.
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APPENIX 2
Pg 1 of 2

COM2pemencary Su2port Acrivicies

1. The implemencarion of the proposed Initiative will also require, an
extensive program of complementary support activities. The following are
identified:

o Financial Services. Assistance to the PTA Bank needs to be
considered to deveLop, in cooperation wich the PTA Clearing Rouse
and commercial banks active in the region, new financial
instruments to support cross-border private investment and trade.
Such instruments shuld ensure, inter alia, availability of pre-
and posc-shipment eX,port credit at market races, and possibly a
guarantee fund for absorption of non-commercal arisk.

Assistance could also be provided to develop duty drawback
and/or temporary admissions schemes and to strengthen the
cooperation beeeen regional and commercial banks to ensure
availability of foreign currency trade financing and provision of
foreign exchange guarancees.

o Incra-Regional Export Promotion. The donors may also consider a
fund to finance measures for promoting intra-regional exports.

o Support to TWGs. The TWGs have been of considerable impact in
creating an intra-regional consensus on trade liberalization and
investment deregulation. Among other things, they now constitute
a forum for national debate on issues related to regional
integration. The TJGs should be encouraged to sustain their
activities in the following areas:

i) reporting on the implementation of the CPA and convey
the business community's complaints ca the respective
government and regional organizations;

ii) publicizing the CPA and its implications for economic
agents, particularly the new instruments that will be made
available to facilitate regional economic activity; and

iii) mobilizing political support for incra-regional and
multilateral crade liberalization.

o Other Support Accivities. These couLd be in the form of technical
assistance and studies:

i) accelerating sectlement of claims under the PTA Yellow
Card Scheme;

ii) preparing double taxation agreements;
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iLL) training of cuscoms and trade promotion officials in
implementation of the provisions of Che PTA RTCD and improving the
movements of the mthird copy";

Lv) encouraging the use of ASYCUDA or similar systems in all
participacing countries;

v) harmonizing standards;

vi) preparing tax reforms to reduce dependence on taxation
of international trade and to compensate for any revenue loss
under this initative; and

vii) reviewing the different incentive regimes vith a view to
progressive harmonization.


