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Introduction

The last decade of the 20th century witnessed rapid moves towards regionalism in both the developed and the developing worlds. Political scientists and economists disagree over its value in generating improvements in global welfare, or in spurring economic growth and prosperity. For developing countries, concerns about the path that will best bring about growth and development while optimising the benefits of integration into the global economy lie at the core of the debate. 

This chapter does not intend to revisit these questions in their theoretical form but instead will look at some of the implications of regionalism in southern Africa. It argues that so far, this has failed to achieve its objectives, which were to increase intra-regional trade and ensure balanced regional development. This partly reflects political reluctance fully to commit to regional trade liberalisation: but at the heart of the failure lies a preoccupation with political agendas and nationalistic sentiments. To some extent this is understandable, because state-building in most of sub-Saharan Africa is sporadic and incomplete. The demand for increased commitment to regional integration has, however, never been as urgent as it is now. There are massive developmental challenges, including supply-side constraints, which require sustained political commitment by state élites. In this regard, an approach to ‘regionalisation’ that balances trade and developmental considerations may be seen as the optimal route to deeper integration.

The failure of regional integration programmes can also be partly attributed to the Republic of South Africa’s lack of effective leadership. This arises from a combination of factors, including those associated with military and political destabilisation policies during the years of apartheid, and the deeply negative perceptions that resulted from them. A further cause for concern is South Africa’s failure to evolve a clear and coherent regional strategy grounded on a strategic view of regional developments. Instead, South Africa has been overly preoccupied with its domestic restructuring, affected by global structural challenges. Its use of regionalism as a strategic response to globalisation has meant that the scope for playing an effective leadership role at the regional level is reduced.
Progress in regional integration demands a sense of urgency and a new way of thinking about regionalism that transcends narrow national considerations. As the core state in the region, it is South Africa that needs to demonstrate clear leadership. 

Greater trade openness to its regional neighbours could be the place to begin. This by no means implies that other countries in the region should remain mere recipients of South African largesse. On the contrary, southern African countries as a whole bear responsibility for ensuring the success of economic integration. South Africa’s neighbours should think hard about how they want to structure their long-term economic relations with South Africa and how they could harness a relationship for their own developmental benefit; certainly the negative perceptions and tensions that have marked relations within the Southern African Development Community (SADC) are counter-productive to this aim. Equally clearly, a new Southern African Customs Union (SACU) agreement offers a chance to move towards a deeper level of integration that could go far towards resolving the present muddle of multiple regional integration schemes with overlapping memberships. 

The paper is divided into five main sections. The first examines southern Africa’s political geography pre-1994, tracing the evolution of the regional political landscape and the sources of the current tensions in SADC. 

The second section offers a brief overview of post-1990 developments. It mainly looks at South Africa’s transition from pariah to partner in regional relations, as well as critically examining the thinking that informs the Republic’s regional strategy. The third section discusses the SADC Trade Protocol, identifying core issues, participants and outcomes. It looks in particular at the relationship between state strategies and those of the South African business community. It critically assesses the dilemma faced by the South African government between on the one hand satisfying the interests of its domestic business community and on the other, playing a larger developmental role in favour of neighbouring countries.

The fourth section looks at the current reality of integration in southern Africa and analyses the role of regional participants. It stresses the importance of paying close attention to a development-orientated form of regionalism at the SADC, while creating opportunities for deeper integration. It argues that while SADC could retain its function as a political and economic mechanism geared towards achieving balanced development, the specific task of deepening integration should be driven from elsewhere, and in a more focused manner. The fifth section is an analytical discussion of SACU’s potential for managing and promoting deeper integration in the region and the last re-states the central conclusions.

Regional political geography before 1994

The establishment of the Southern African Development and Co-ordination Conference (SADCC) in the early 1970s was a response to the unique circumstances surrounding the socio-political situation in South Africa and the latter’s increasingly hegemonic encroachment in regional affairs. SADCC was established in April 1980. It was not intended as an economic integration scheme, nor was it designed as a supranational body. From the outset, it was undemanding of its members and accorded great weight to the sovereignty of national governments, relative to supranational structures.
 As Anglin noted, ‘national sovereignty was fundamental to SADCC’s modus operandi.’
 This logic, especially in its preoccupation with national interests and economic autonomy, is still pervasive even though SADCC evolved into SADC in 1992. 
SADCC’s core objectives were framed around political initiatives designed to reduce dependence on South Africa and to achieve collective self-reliance and balanced development among member countries. Regional co-operation projects also derived political and moral force from the understanding that most countries in the region occupied a peripheral position when set against the relative power of the South African economy. Although South Africa’s dominance seemed structurally unassailable, SADCC countries were intent on denying the Republic legitimate political status in the region and on treating it as a pariah state in order to constrain its international diplomatic ambitions. 

This agenda was both forward- and backward-looking. The forward-looking element centred on action as a catalyst for change within South Africa itself. In the reverse dimension, SADCC was to some extent subscribing to the anti-colonial movement generated and sustained by the Organisation of African Unity. But it also sought to forge a regional community that would be a harbinger of economic independence and self-sufficiency. South Africa was regarded as an outsider in the region — indeed it was seen as similar to, if not worse than, the former colonial powers and as a key link in an elaborate chain of quasi-imperialist control. Some political commentators in the region also suggested that the de-linking process promoted by SADCC was a political necessity in order to ensure autonomous economic development.
 

The fact that SADCC members saw South Africa as a common enemy and a threat to their political and economic well-being strengthened the basis for co-operation and sustained the regional body for another decade, until its transmutation into SADC. SADCC countries were, however, deeply integrated into the South African economy and could not afford a clean break from it. In particular, South Africa absorbed most of the migrant labour from neighbouring countries, in particular Mozambique and Lesotho, to sustain its mining industry, and was a source of intermediary inputs and manufactured goods for most countries in the region. Its rail and road infrastructure was dominant and through military action it rendered alternative transport routes less viable.
Sources of regional tensions

There has been tension between South Africa and other countries in the region since the 1960s. Davies has pointed out the weakening of links that took place between 1960 and 1990.
 This arose from three main factors: increased political incompatibility between apartheid South Africa and independent states in the region; the economic effect of import restrictions caused by South Africa’s import substitution policies; and the deleterious effects on other countries of South Africa’s politico-military destabilisation agenda.
 

Of these factors, the last seems to have had the worst impact on relations between South Africa and regional states, through its drastic effect on southern Africa’s social and production structures. It has been estimated that between 1980 and 1988 the total cost to the region of South Africa’s destabilisation programme amounted to U$60 billion, measured in losses to gross domestic product, with about one million deaths and millions of people displaced.
 This amounted to three times the gross external resource inflows in the form of grants, soft loans, export credits and commercial loans over a nine-year period.
 These costs were unevenly distributed, the larger proportion being shouldered by Angola and Mozambique. About 1.5 million people in these countries were displaced as refugees in other countries.
 In the words of Robert Gersony, a United States State Department official, in a presentation to a United Nations conference in 1988, this represented

a systematic and brutal war of terror against innocent civilians through forced labour, starvation, physical abuse and wanton killing … one of the most brutal holocausts against ordinary human beings since World War II. 

This was a level of violence from which the scars still lie deep in the psyche of the region.

The systematic destruction of transport routes to Beira and Ncala in Mozambique compelled reliance on South Africa for transit of goods, with a resulting net loss to Mozambique of about $1.5 billion in transit traffic revenue.
 Seventy-five percent of Malawi’s overseas traffic was routed through South Africa; for Swaziland the proportion was 50% and for Zimbabwe almost 40%. Botswana and Lesotho depended entirely on South Africa.
 It is on the basis of these costs that a number of SADCC countries would later expect an African National Congress (ANC) government in South Africa to be more generous and less self-serving in its economic relations with the rest of the region. Indeed they considered, as Ahwireng-Obeng and McGowan have noted, that ‘there is a moral obligation for the new South Africa to engage Southern Africa in a positive manner.’
 

Negative perceptions generated during this period continue to influence relations between South Africa and most SADC countries, a situation made more complex by the near permanence of structural differences between South Africa and the rest of the region. While it would be an exaggeration to reduce current regional political tensions to this single dynamic, it would be a serious omission not to acknowledge its contribution to the state of regional relations after apartheid effectively ended in 1990. 

Developments after 1990

The establishment of SADC in 1992 marked an important phase in the development of the southern African region. It portended a shift away from the old regionalism, which had been defined largely by excessive state interventionism and suffocation of markets within the context of the Cold War and apartheid in South Africa. South Africa’s regional political and economic realignment, centred on the inauguration of an ANC government in April 1994, was the most important single factor in shaping the subsequent form and direction of regionalism in southern Africa. 

Well before South Africa joined SADC in August 1994, the ANC had considered South Africa’s future options in the region. It was clear that a new dispensation in South Africa would lead the country into a new level of integration in regional affairs. As by far the largest economy in the region, with relatively well-developed institutions and sophisticated productive forces, South Africa initially was welcomed as a member of SADC by most regional governments as well as by prominent African scholars. Asante observed that ‘Southern Africa can look forward to the closer integration of the dominant economy of the subcontinent into the economic and political structures of the region’.
 In his take, Azam suggested that South Africa’s regional role could propel growth in Southern Africa in pretty much the same way that the Asian tigers (Hong Kong, South Korea, Singapore and Taiwan) led the way for Malaysia and Southern China.
 
Azam further suggested that, because of South Africa’s future role in Southern Africa, the region ‘…might become the main pole of Africa’s development in the medium-term.’
 Similarly, western countries hailed South Africa’s enhanced participation in the regional economy as an important development that would help stem the tide of economic decline and poor governance and anchor regional economies on a sustainable growth path.
 

Whether or not these views were over-optimistic, they were probably coloured by the ANC’s own idealistic outlook on regional relations before the chilly winds of the post-1990 economic challenges began to blow. The idea of southern Africa as a pillar for South Africa’s foreign policy had always been uppermost in ANC foreign policy pronouncements, even before its assumption of power.
 Consider the following assertions from its Reconstruction and Development Programme: 

In the long run, sustainable development in South Africa requires sustainable reconstruction and development in Southern Africa as a whole. Otherwise, the region will face continued high unemployment and underemployment, leading to labour migration and brain drain to more industrialised areas.

It is clear that the ANC placed South Africa at the heart of regional relations and saw its national destiny as intimately bound up with that of the region. It therefore placed the highest priority on balancing South Africa’s economic interests with the region’s developmental needs, a consideration that informed the thinking of the ANC’s new governing élite. The ANC pronouncements that represent the essence of South Africa’s current foreign policy principles are captured in the Department of Foreign Affairs (DFA) Strategic Plan 2004. This plan, which professes to guide South Africa’s foreign policy, expresses a ‘commitment to economic development through regional integration and development in the Southern African Development Community and the Southern Africa Customs Union’. Furthermore, it also stresses ‘interaction with African partners as equals’.
 

From project co-ordination to regional integration

The reality on the ground is different. For most SADC countries, moving from project co-ordination to a more integrated approach to regional relations was seen in a positive light, in particular to the extent that it improved prospects for neighbouring countries’ access to South Africa’s relatively large market. This was especially so in the light of bilateral deficits with South Africa sustained by those SADC states that were outside SACU.
 As John Whalley and Carlo Peroni note, security of access to a larger market is a key consideration for smaller countries entering into a free trade agreement with a larger one.

Countries in the region hoped that a proposed SADC free trade agreement (FTA) would be cast on a benign template similar to the one governing their relationship with the European Union; since South Africa is much the largest regional economy, they expected it to be generous towards them. They certainly did not anticipate that South Africa would apply various forms of protective barrier to shut out regional exports from its domestic market. 

In signing up to the SADC Trade Protocol, most countries in the region were reluctant to take on major liberalisation obligations and tended to view the arrangement as a one-way flow, with South Africa making the most concessions. This approach led some senior officials in South Africa’s Department of Trade and Industry (DTI) to suspect that the region sought a ‘parasitic relationship’ with South Africa.
 The reluctance by other SADC countries to open their markets is self-defeating, and may deny them the opportunity to benefit from the gains of trade in the long run. 
The SADC Trade Protocol is the basis on which the region seeks to foster economic growth and development and ensure firm and beneficial integration into the global economy. The protocol came into force in September 2000, but so far progress has remained elusive. Regional commitment towards full market integration has been characterised by considerable inertia at best and at worst by political neglect. It is clear that southern Africa suffers from the hangover of the old forms of regionalism, and to a large extent still favours high politics (military security and political diplomacy) over low (economic co-operation and integration).

Towards the SADC Trade Protocol

The politics of trade: Domestic actors and regional expectations
The regional élite’s expectations of the developmental role South Africa might play, and the expectations of South African business concerning South Africa’s regional role, are very different. This is a common problem in developing countries. Hoekman and Kostecki, for example, note that in formulating their negotiating stance, governments principally consult with individual firms and business associations, representative mainly of import-competing and export-orientated industries.
 Powerful domestic business concerns expect their governments to favour their interests. In taking this into account, the DTI maintains continuous institutional links with business. 

This is not to suggest that the governments of developing countries are subject to the same high level of influence as is exerted by organised business interests in developed economies but their trade policy nonetheless does reflect the preferences of specific business groupings. This can work to the detriment of regional trade. Organised business in South Africa, for example, still believes that the government’s trade policy is insufficiently reflective of its concerns, and that the DTI could be reorganised the better to serve business interests, despite the manifestly neo-mercantilist policies that South Africa pursues in the region. (Mercantilism may be broadly defined as the pursuit of current account surplus, favouring exports over imports. In modern parlance it also refers to preoccupation with market access concessions over unilateral trade liberalisation.)

Although on the surface South Africa’s strategy in regional relations might seem broadly progressive and developmental, with respect to economic relations the Republic appears to have adopted a protectionist stance. The government tends to promote the interests of domestic capital while simultaneously seeking to protect its import-competing sectors from regional competition. This is especially evident in the textiles and clothing, automotive and milling industry sectors. 

Non-tariff barriers have also been cited by a number of countries as reducing access to the South African domestic market. The negative effect of South Africa’s protectionism is that self-interested firms raise prices too far above costs, distorting resource allocation and leading to inefficiencies in the economy, while restricting the availability of intermediate inputs to export-orientated sectors.
 

One of the attractions of neo-mercantilist national policies, as noted by Guerrieri and Padoan, is that a positive trade balance increases a country’s international prestige and also helps to create room within the economy for an expansionary policy that may diminish internal, domestic conflicts and increase consensus in favour of the government.
 There is little doubt, however, that the pursuit of domestic stability through import restrictions creates tensions in inter-governmental relations at the regional level. If pursued in an unrestrained manner, over the long run such policies could narrow South Africa’s options for exerting regional political influence.

A comprehensive study by Tekere and Ndlela, for example, has noted that South Africa maintains import controls on a variety of products, including agriculture and manufactured products; used goods; fresh and frozen fish, dairy products, oats and maize.
 Similarly, Davies has suggested that South Africa has applied various forms of obstructive and non-tariff measures that work to exclude products of neighbouring countries.
 

Although over time and with continued implementation of the SADC Trade Protocol such practices are likely to diminish, the situation is less than edifying. The most recent independent study, which disaggregates tariff lines to identify incidences of liberalisation and correlation with intra-regional trade, has concluded that in important respects South Africa adheres to trade protection structures. The study suggests that except for minerals and ores and to some extent processed foods (for example, tea and fish), South Africa still maintains high tariffs, especially in tobacco, sugar and textiles, and clothing.
 While there seems to have been an improvement in intra-SADC trade between 2000 and 2004 and South Africa’s imports from the region have risen somewhat, the increase is negligible, being for the most part induced by trade diversion rather than trade creation. 

This picture is further complicated by South Africa’s application of tariff escalation in wood products. Tariffs in wood products, as the study notes, ‘remain relatively high for furniture, while SADC’s unprocessed and semi-processed wood products have seen tariffs in South Africa reduce and trade flows increase’.
 What can be surmised from the study is that apart from the cited examples of trade diversion there has been no significant movement to open up barriers to trade in the region. This is accounted for partly by South Africa’s neo-mercantilism. This carries its own contradictions: domestic stability is important for a country seeking to manage sensitivities attending liberalisation of its own economy while attempting to project itself powerfully in global economic issues, but the pursuit of stability can run counter to the political ideal of contributing to regional development. As Bleaney et al observe, ‘South African exporters are interested in the maintenance of trade links with the region, and South African policy makers are anxious not to alienate neighbouring countries’.
 
For their part, those neighbouring countries expect South Africa to play a developmental role that would work to level the regional economic playing field. Trade policy formulation therefore has to take into account regional political sensitivities, which at times would demand subordinating the aspirations of certain sectors of domestic capital, especially import-competing ones, to longer term national and regional interests. Capital allocation is not necessarily driven by developmental interests, domestic or regional, and as often as not is politically insensitive — the over-arching consideration is one of gain. Baldwin would suggest that in such circumstances, government should strengthen the power of exporters to expand output and employment, and weaken import-competing sectors;
 because it is the former that the government needs to support its regional liberalisation strategy.

In mapping out the often-incestuous relationship between domestic capital and the state, Helpman contends that ‘quite often countries design their trade policies in a way that yields to pressure from special interest groups, and trade negotiations at the international arena respond similarly’.
 South Africa’s approach during negotiations on the SADC Trade Protocol played strongly to domestic groups, and aggravated regional political sensitivities. This eventually might severely jeopardise South Africa’s hopes for exerting future political influence. 

Trade protocol: Issues and outcomes
Negotiations for the SADC FTA were much influenced by the dominance of South Africa’s mercantilist interests, and by a lack of supply capacity in the region. South Africa initially drove a hard bargain, not dissimilar from the stance of developed countries towards their developing counterparts.
 It negotiated on the basis of its domestic interests and adopted a defensive posture in seeking to protect some of its domestic industries. With regard to modalities for some of the most important of these, tariff reductions for clothing and textiles, South Africa was the first to table its offer; this was made on behalf of SACU even though, to the consternation of some SADC countries, it had barely consulted other SACU members.
 The two-stage transformation rule tabled by South Africa was similar to that in its Trade and Development Co-operation Agreement (TDCA) with the EU.
 Its relatively powerful technical capacity in the negotiations and the disproportionate size of its economy were sufficient to shape the outcome in its favour. 

As noted earlier, this short-term approach carries its own political costs. While it offers immediate economic value and provides a shelter for import-competing sectors, it certainly holds the potential to blemish South Africa’s image and narrow its scope for long-term influence in the region. Some of the tensions during the negotiations centred on modalities for tariff reduction and tariff structure, customs co-operation and trade facilitation and standardisation of customs certification and procedures. Insofar as the rules of origin (see below) were concerned, sectors at the heart of the negotiations included industrial products, textiles and clothing, and the milling industry. 

Negotiations on textiles and clothing were the most contentious, owing to South Africa’s proposal for the adoption of the two-stage transformation rule. The rule requires significant product transformation before exporting textile and clothing items within SADC, but a number of countries lack the industrial capacity to achieve this and could only export on a single-stage basis. South African negotiators and SACU countries were concerned about the impact of liberal rules of origin on their domestic industries, which could be flooded by foreign imports transhipped through low-tariff countries. 

A brief look at the nature of rules of origin will offer some background to these tensions. The stated purpose of rules of origin is to determine whether a product can be regarded as originating outside or within the FTA. In essence they set out criteria for customs officials to determine which products qualify for duty-free treatment, and the absence of rules of origin can therefore create a strong incentive for ‘tariff jumping’ or trade deflection.
 Initially, SADC rules of origin were flexible, set at 35% of the local content or value addition, but they were later altered at the insistence of South Africa and other SACU members, which for various reasons argued for more complex and much tighter rules. 

There are two major reasons for the position that has been adopted by South Africa in particular. The first is a barely veiled mercantilist one and emphasises the need to curtail transhipment through customs loopholes; the second is ostensibly utilitarian, and views rules of origin as instruments to force industrial development in the region.

In regard to the first argument, questions around rules of origin emerge as a result of variations in tariff levels among the integrating countries. In a FTA (as opposed to a customs union, where there is a common external tariff) it becomes important to verify the originating status of goods because individual countries are permitted to negotiate preferential trade agreements with third parties and also have the latitude to set individual tariffs. In a customs union scope for tariff jumping or transhipment of goods is much narrower, partly because member countries’ tariffs are harmonised under a common external tariff, weakening the requirement for complex rules of origin. 

It is on the back of the seemingly innocuous instrument of rules of origin that mercantilist interests gain a foothold. It is difficult to argue against rules of origin if they are presented as a force for good, intended to ensure substantial product transformation and, by implication, to promote industrial development in less-developed SADC countries. Yet it is important that they are made simpler and kept flexible in order to discipline protectionist impulses. As Baldwin argues, ‘… these rules, together with the preferential access embodied in a preferential trade agreement, tend to protect producers of intermediate materials and components. They may also unintentionally harm the interests of third countries.’
 A senior government trade official remarked that ‘of course rules of origin are for protectionist reasons … but that is not the only reason’.
 

SADC rules of origin contrast sharply with those found in the Common Market for Eastern and Southern Africa (Comesa). These rules are simple, easy to understand and easy to apply. Products are regarded as originating in a given country if they fulfil any of the following requirements
:

· they directly originate from the member state;

· they have been wholly produced in the member state or partially from materials imported from outside the member state (the value added must be 35%, or imported material should not exceed 60% of the total cost); or

· there is a tariff heading change.

The drawback of rules of origin is that they can serve as technical barriers to trade and raise the administrative burden for countries in the integrating area. Indeed, as Bhagwati suggests, by their nature rules of origin are quite arbitrary
 and are usually deployed at the behest of domestic protectionist lobbies. To make them product-specific — as is the case in SADC — rather than applying general criteria similar to Comesa rules, is to create unnecessary complications. 

A senior official at the SADC secretariat also noted that ‘rules of origin were primarily targeted at value addition on raw material and to develop product-specific value chain production in the region’. As he admitted, these rules have impeded trade flows in a number of sectors and have not produced the results for which they were ostensibly designed. As the official further conceded, ‘they are complicated in nature, present problems for customs officials and have by and large failed to achieve what they promised to achieve’.
 It is yet to be seen to what extent the rules of origin have contributed to the slow progress of the regional liberalisation process. 

Asymmetrical arrangement in the SADC trade protocol

For the uninitiated, understanding regional integration in southern Africa is a Byzantine task. Apart from the question of the rules of origin, the structure of tariff commitments in SADC is also very complicated. Schedules include one for non-SACU SADC countries; another between non-SACU and SADC countries; a different one between the rest of SADC and South Africa; and a further one between Mozambique, Malawi, Tanzania and Zambia (MMTZ) and South Africa. Most countries opted to back-load their tariff reduction schedules, coding most of their products as sensitive. 

In the textiles and clothing negotiations an asymmetrical arrangement was offered by South Africa in recognition of uneven levels of development and trade imbalances. Harvey contends that this arrangement ‘merely postpones the possibility of increased efficiency, and would do nothing to attract investment in manufacturing capable of exporting to South Africa’.
 It should be noted that this benign provision came quite late in the negotiations and after a long period of inflexibility. As Draper observed, what South Africa gives with one hand — in offering asymmetric liberalisation — it takes with the other by insisting on complex rules of origin.
 

It would be churlish to deny that developmental sentiment played some part in this arrangement. The asymmetric arrangement was designed to permit SADC countries to take advantage of the South African market at an early stage. MMTZ countries, which are all least-developed SADC members, are exempt from satisfying the two-stage transformation rule, and are covered by a special arrangement. 

Those countries are, according to this arrangement, allowed to export without meeting stringent rules of origin requirements, subject to quotas, until 2005. (It is not clear if this provision is to be renewed. There has not been the significant improvement in MMTZ countries’ economies or production bases that would warrant termination of this scheme.) One motivation for the provision was that those countries would be able to use the grace period to attract the investment needed to develop the required industrial capacity, and thereafter revert to the two-stage transformation rule.
 It is, to say the least, optimistic — if not altogether beyond the bounds of possibility — that within such a short period these countries would have developed a viable industrial capacity. 

It is apparent that these negotiations reflected South Africa’s preoccupation with domestic issues regarding the textiles and clothing industry and did not take into account the expiry of the Multi-fibre Agreement at the end of 2004, which would throw the sector open to very severe competition from Asian producers. Indeed it is probable that southern African textile producers would opt to relocate to Asian countries, especially China and India, which have cost and quality advantages. Such action would bring with it grave uncertainties regarding the future of textiles and clothing manufacture in the region; it seems likely that it will collapse under the weight of Asian competition. The position concerning the textiles and clothing industry is an example of a lack of a forward-looking approach in the region and of the dangers of mercantilism. South Africa should have been much more perceptive in this regard.

When the textiles and clothing arrangement in the region was negotiated it was obvious that a number of countries lacked the competitive edge that South Africa enjoys, a position which is buffered by protective tariffs. Even given the flexible arrangement it offered, MMTZ countries are unlikely to pose any competitive threat to South Africa’s domestic industry; their general underdevelopment and industrial deficiencies would make it difficult for them to gain any significant competitive ground in the foreseeable future unless there is sustained investment towards developing productive capacities in these sectors. 

Clearly, new thinking and strong political commitment are required if the integration process is to move forward. Most crucially, strong leadership from the regional core state should be forthcoming. Disappointingly, South Africa’s leadership in regional economic relations has so far been conspicuous by its absence. Instead, the country has been associated with some of the worst forms of neo-mercantilism. Although to some extent this reflects structural asymmetries between South Africa and the rest of the region, South Africa’s foot-dragging in opening up its domestic market to its regional neighbours is evidence of an acute tension between its domestic interests and its expressed idealistic and progressive commitments towards regional development. Such a parochial approach towards regional relations is unhelpful for South Africa’s own interests in the long term and is damaging to the region. 

The current state of trade integration in the region

Generally, there have been difficulties with the implementation of the SADC Trade Protocol. Some countries have found it difficult to implement their tariff reduction obligations or even publish them. Malawi, for example, delayed publication of its 2004 tariff schedules for Category B products, as did Zimbabwe. Zambia suspended implementation of the protocol until July 2004 due to factors beyond its immediate control — it is under an International Monetary Fund-monitored programme to meet its Highly Indebted Poor Country obligations and to deal with its fiscal difficulties. This has made it difficult to meet its tariff phase-down obligation, as doing so could have severe implications for revenue streams. 

In general the SADC integration process has been characterised by inertia and lack of commitment, including poor articulation between the political and the bureaucratic, or technical, processes. The latter are most often subject to political constraints. Sometimes technical channels take undue time to give effect to political decisions. The delays are due largely to the structural nature of SADC economies, given their different levels of development, with some countries expressing concerns about the potential loss of revenue and the absence of alternative sources. The protocol on trade remains de facto a dead letter.

The SADC mid-term review of the Trade Protocol took place during the latter half of 2004, in order to give momentum to the liberalisation process. The review was meant to be a stocktaking exercise focused mainly on market access, trade flows, tariff reduction schedules, non-tariff barriers and the pattern of trade flows since 2000. It would look at the progress made in these areas and propose ways of fast-tracking liberalisation in the region. Though the final report is not yet published, it is clear that the liberalisation process has hardly taken off, throwing into question the value of the review itself. 

Indeed, there is not much to review when so little activity has taken place. Serious doubts have been expressed about the possibility of meeting agreed phase-in targets for the trade protocol. Some trade experts have suggested that by the end of the eight-year period a number of countries will not have reached 75% of their tariff reduction commitments; Zimbabwe for example will have achieved only a 57.7% reduction.
 

South Africa’s failure to provide clear leadership has also contributed to the dismal scorecard for southern Africa’s regional integration. There is, however, a plethora of other factors that have impeded trade in the region. 

First are difficulties associated with ‘behind-the-border trade issues’, including trade facilitation and non-tariff measures. Non-tariff barriers have been one of the hindrances to the cross-border flow of goods. There are measures under way to correct bottlenecks. They include pre-border clearance and other transit issues, training of officials in risk management, harmonisation of computer systems, development of single clearance documents and standards, and quality innovations. But difficulties abound and on the whole, progress has been very slow. 

Second, and related to the first, in many instances new tariff rates in accordance with the Trade Protocol have not been implemented by customs authorities. Many customs officials are still working on the basis of old Most Favoured Nation rates, highlighting current acute inefficiencies in customs administration and erratic information flow between policy-makers and customs officials. In some countries, notably Namibia, any proposed tariff change has to go through the national legislative process before it can be effected; this can take almost a year and by the time it is complete, huge losses in the form of high transaction costs and time wastage may have been incurred. 

There are also issues related to standards. South Africa insists on South African Bureau of Standards compliance even though most SADC countries cannot always meet this requirement. Wittingly or unwittingly, this creates significant barriers to trade. While standards are of course necessary to safeguard consumer interests and limit health and safety risks, they should not be used arbitrarily for protectionist reasons. In the absence of a detailed research into the application of these it would be unfair to conclude that they are intentionally used for the purpose of protection, although in the climate of mercantilism it would not be surprising that such incidents exist. Measures to help countries in the region develop the requisite standards-setting, compliance and evaluation mechanisms, should be stepped up.

Singling out South Africa as the only protectionist country in the region would be unfair. A number of other states have arbitrarily adopted measures wholly unhelpful to regional integration and the long-term vitality of their own economies. As examples, one might cite the difficulties created for the Mozambican authorities in terms of cost and time for transporting Mozambican goods through border posts by insistence on translation of rules of origin certificates from Portuguese into English, or Zambia’s insistence that Zimbabwean milk can enter the Zambian market only if it is labelled in the local Zambian language. 

There are many similar examples of non-tariff barriers that ratchet up the cost of doing business, to the detriment of the region’s development and growth. South Africa has in some cases also found itself facing the backlash of its own protectionism. In early 2004 Botswana banned importation of brown bread and fresh milk from South Africa ostensibly to protect its own infant industry. Similarly, Namibian authorities have imposed restrictions on wholesalers’ imports of horticultural products from South Africa, requiring that at least 3% should be sourced locally.
 This kind of practice is often done in the name of ‘infant industry’ protection, which is allowed in the Trade Protocol. It is applied by Namibia despite the fact that between 2000 and 2003 Namibia had a bilateral trade surplus with South Africa that reached R4 million in 2003.
 

Third, and more substantively, countries in the region lack competitive industries, have small markets, little or no product diversification, inadequate infrastructure, no proper regulatory mechanisms, underdeveloped capital markets, and little modern technology or skilled human resources. In varying degrees, these factors hamper trade expansion. Improvement is essential if the region is to generate the necessary capacity and policy instruments to increase trade. That there is insufficient progress in increasing intra-regional trade is evident from regional trade patterns. Some SACU member states import from South Africa and re-export to non-SACU SADC countries. A large proportion of Namibia’s imports comes from South Africa and is re-exported to South Africa with very little value addition. This does not represent product transformation in Namibia, hence is a poor indicator of the extent of trade between those two countries.
 

Fourth, high dependence on traditional European markets is another reality afflicting SADC countries. If anything this dependence, based mainly on exports of primary products, undermines the long-term well-being of SADC countries and hinders forward and backward linkages in production. Obviously, it is also unlikely to contribute much to deepening intra-regional integration on the basis of complementarities, or in dynamic products. For example, Botswana has a high dependence on the EU at 76% of its exports; Zambia sends 28% of its exports to the EU while for Malawi and Mozambique the figure is 39%.
 South Africa’s exports to the EU in 2000 represented about 30% of its total,
 a figure that is unlikely to have changed much.

Similarly, Michael Porter has suggested that reliance on traditional developed markets by African countries creates an impediment to development, because much of this trade is on the basis of natural comparative advantage (cheap labour and natural resources).
 He notes for example that: 

This whole business of trading with advanced countries based on inherited competitive advantages makes developing countries very vulnerable to exchange rate fluctuations and very vulnerable to macroeconomic shocks, and we see this over and over again.

If it is to achieve consistent growth and development and integrate into the global economy, in the long run it is unsustainable for southern Africa to rely too much on primary products and to concentrate its exports on one geographic area — the EU. Indeed an investment strategy targeted at export diversification activities is much needed. Southern Africa can no longer rely on static comparative advantage its trade: in the 21st century, that is a dangerous place to try to hide. There is urgent need to promote dynamic comparative advantage through greater levels of investment.
Fifth among the factors that impede trade is that a number of SADC countries depend on tariff revenues for national income. Although this is unlikely to present difficulties in the short to medium term, since most countries have back-loaded their liberalisation schedule of sensitive products, it deserves attention if full commitment towards regional integration is to be achieved. One of the SADC secretariat discussion papers estimates that the impact on fiscal revenue of trade liberalisation in the region is quite small and that only 7.2% of member countries’ total imports are affected.
 

Even though this may appear negligible, a number of countries continue to hide behind loss of revenue to delay liberalisation. This could be acute in latter phases of trade liberalisation as most products are back-loaded. Table 1 below (adapted from Tekere and Ndlela — 2003) shows the extent of member countries’ dependence on import duties for government revenue. Among SADC countries Mauritius, Zimbabwe, Malawi and Zambia are the most dependent.

	Table 1: Dependence of member states on import duty revenues

	
	% of government revenue from all import duties
	% of government revenue from tariffs on imports from SADC

	Malawi

Mauritius

Mozambique

SACU*

Tanzania

Zambia

Zimbabwe
	15.9

31.9

15.9

13.2

14.0

16.7
	8.0

5.8

5.4

0.4

1.1

9.2

7.0

	* 
Data was not available for revenue from all import duties. Consult Kirk and Stern (2002) for the break-down of SACU figures -  showing a much higher figure for Swaziland and Lesotho.


There is as yet little contention in the region over revenue losses, though they are likely to be a recurring theme if tariff reduction proceeds after the 2004 mid-term review. A more proactive approach to this is, however, needed: it could take in the form of a regional adjustment fund to which substantial economies such as that of South Africa make the largest contributions. South African President Thabo Mbeki has made several references to the developmental role that EU structural funds play in addressing economic gaps between countries that are part of the EU integration project.
 It is unclear how far South Africa would be prepared to underwrite the region’s development beyond its immediate SACU sphere of influence. Mistry, for example, has argued, in reference to developing countries, that where asymmetries exist ‘special redistributive countermeasures are necessary to affect resource transfers to less advantaged countries’.

Addressing the French National Assembly, President Mbeki asserted that ‘it is difficult to see how Africa can extricate itself from its condition of severe poverty and under-development without resort to the developmental model epitomised by the EU Regional Policy.’
 Even though he has not mooted it in the context of southern African integration, such a programme could present an opportunity for South Africa to play a more visible and proactive role in creating material incentives to spur developmental integration. This could represent an important side benefit in building greater support for liberalisation in the region as well as re-casting South Africa’s image more positively.

In the short to medium term, measures such as improving the institutional capacity of revenue services, innovations in domestic tax structure (for example by shifting towards value added tax and improving tax collection systems) could also go a long way to diverting attention from tariffs as a source of revenue. Fiscal restructuring has been the Achilles’ heel of Africa’s post-colonial state building project. Few state élites inherited institutions that were not properly designed for efficient tax systems and revenue collection.
 Hence, building strong institutions and effective revenue authorities remains vital in dealing with the problem of tariff revenue dependence.

More crucially, a long-term solution is to be found in structural transformation of these economies, including production diversification. Countries such as Mauritius — a traditionally mono-culture economy — are said to be exploring possibilities of establishing business process outsourcing (for example, call centres), as part of their diversification from textiles.
 
Development-orientated regionalism

Given the poor state of economic development in the region there is increasing emphasis on developmental integration, as opposed to a narrow ‘neo-classical’ approach. Whereas the latter follows a linear path that places greater stress on trade creation and unilateral liberalisation, the former emphasises removal of supply-side constraints and infrastructure development and views trade in a more integrated manner, linked to domestic developmental challenges. 

Thus there may be a case for temporary protection through an ‘incubator’ function to give domestic industries a competitive export platform at the regional level.
 This should not necessarily be viewed as mutually exclusive to efforts to ensure trade liberalisation, but more in terms of policy sequencing within a clear developmental strategy, more focused and organised. The essence of trade policy would remain outward-looking. But for core countries such as South Africa, the only option should be to open its borders to regional import flows.

Increasing emphasis on the developmental nature of regionalism by some African scholars
 cautions against uncritically following the linear approach exemplified by the EU which — though attractive — may not necessarily accord with regional developmental challenges. The thrust of developmental regionalism is to contribute to ‘collective betterment’ beyond mere trade expansion and, as Asante contends, to encourage development of new industries, help diversify national economies and increase the region’s bargaining power with the developed economies
, for example in multilateral trade negotiations. 

It should be stressed that international trade is no longer strictly based on a Ricardian theory of comparative advantage, which rests on the assumptions that technology is equally available to both developed and developing countries; that trading countries are not too different in their relative endowment of capital and labour; and that trade is free and unencumbered by existence of tariffs and quotas.
 Porter, for example, suggests a shift from comparative advantage to competitive advantage, which could be a function of industry productivity, technology, skills, government policy and a host of other factors.

This, as the United Nations Conference on Trade and Development (Unctad) 2003 Report suggests, would necessitate an activist state where: 

government has a critical role in macro-economic management and in encouraging and promoting horizontal and vertical diversification towards higher-value-added products through an integrated programme of ‘supply-side responses’ such as the provision of fiscal and other incentives, extension services, trade facilitation, market research and quality control.

In addition to these factors, the critical role of the state in nurturing its human capital needs emphasising. On the product dimension, it is clear that the poor state of commodity performance in the region as well as an absence of product dissimilarity, works to limit growth in trade. Hence, better co-ordination between states and markets could promote dynamic supply responses. As former DFA Director-general Jackie Selebi once noted, ‘It is meaningless to open markets when these economies do not produce anything to trade.’

A simplistic embrace of trade per se, irrelevant to the real developmental challenges or supply constraints of member states, is unlikely to be helpful in the long term. Indeed, if a move toward regionalism can demonstrate no evident value in addressing developmental challenges at the domestic level, or in improving the performance of countries that are vulnerable and in shock, it would be difficult if not impossible to garner strong support for liberalisation among national élites. For South Africa, such a programme could and should be framed in much grander terms: it should aim to create enough regional support for its foreign economic objectives (for example, at the multilateral level), while at the same time orientating the regional incentive structure strongly towards export sectors.

Even though benefits such as specialisation, the creation of larger markets, attracting investment and stimulating competition are often associated with regional integration, they will not necessarily come about as a result of a purely market-led integration process. They demand the sequential implementation of a range of policies directed at economic development in the broadest sense and at gaining improved advantages though integration with the global system. Dealing with supply-side issues and anchoring regionalism firmly in domestic social goals, especially the need to create well functioning markets and delivering on developmental objectives, remain important challenges. 

The Economic Commission for Africa places a premium on the importance of macro-economic stability; public investment in infrastructure and human capital; and policies that provide adequate incentives for investment in the export sector
 in creating viable conditions for better supply response. All these are critical factors for the success of regional economic integration in southern Africa. 

Countries should then be able to brace themselves for much deeper and significant integration within a concentric model. While SADC should continue to focus on key developmental issues and the harmonisation of domestic policies, regulation and standards, there should be a deeper layer of integration that absorbs countries that are ready to accelerate trade liberalisation.

SACU expansion: A way forward?

The problem of overlapping arrangements

Some commentators have attributed the failure of integration schemes in Africa in general to their design, as well as to their failure to take account of diverging interests and the conflicting obligations arising from affiliations to multiple regional integration arrangements.
 Much has been written about the overlapping membership between SADC, Comesa, SACU, and the East African Community (See Table below). 
Table 1: Regional Trading Arrangements

	SADC MEMBERS
	SACU
	COMESA
	EAC

	Botswana 
	X
	
	

	Lesotho
	X
	X
	

	Madagascar*
	
	
	

	Malawi
	
	
	

	Mauritius
	
	X
	

	Mozambique
	
	
	

	Namibia 
	X
	
	

	South Africa
	X
	
	

	Swaziland
	X
	X
	

	Tanzania
	
	
	X

	Zambia
	
	X
	

	Zimbabwe
	
	X
	


*Madagascar joined SADC as a full member as of 01 August 2005, swapping chairs with Seychelles which left last year.

Source: USAID Report on SADC Mid-Term Review, August 2004.

But although some observers have suggested that regionalism is likely to be consolidated and rationalised with the promulgation of Economic Partnership Agreements (EPA) with the EU, it is difficult to see how such rationalisation would play itself out in practice. This view was strongly articulated by a World Bank paper that argued that:

Cotonou Agreement and EPA negotiations could become the external driving force that will push the regional organisations to rationalise and harmonise their regional trade arrangements, thus strengthening the regional integration process and economies of the region … in becoming a more active partner in the global economy. 

Arguably this realignment in EU–Africa relations is not primarily about rationalising regional integration. It has to do mainly with recasting relations between the EU and the Africa, Caribbean and Pacific group of countries to conform to World Trade Organisation (WTO) norms of reciprocity and non-discrimination. It would extend the EU’s geopolitical and competitive reach vis-à-vis other players in the region, including the United States and South Africa. In this sense it is essentially part of a competitive liberalisation drive. It may well be that this could make a long-term contribution to rationalisation, as a by-product triggered especially by South Africa’s anxieties regarding its relative competitive position in the region. 

Externally driven competitive liberalisation in the region poses a serious threat to South Africa’s quest for regional influence. A pessimistic way of looking at this would be to suggest that the political battle for policy determination in the region is likely to be won by external powers — the EU and the US. On a more optimistic view this ‘outside-in’ pressure may act to foster a closer relationship among regional governments and highlight their collective challenges in a very sharp way. 

Even so, the influence of the two major external powers cannot be underestimated. They are able to offer generous market access on a preferential basis, something South Africa cannot offer to the same extent, owing to resource constraints relative to the EU and the US. Furthermore, they can extend financial packages and technical assistance at levels that South Africa can hardly match. A consolidation of SACU as a counterforce to this encroachment appears probable.

There are currently three different and overlapping integration initiatives in the region, all with the same objective — of progressing through various phases from FTAs to a common market. This multiplicity of organisations with overlapping membership is not without costs: member countries have to pay membership fees, commit limited human resources to different initiatives and interests, and administer different agreements. This dissipates financial resources and energy to the extent that it is untenable in the long term. 

Currently, all five members of SACU (Botswana, Lesotho, Namibia, Swaziland [the BLNS countries] and South Africa) belong to SADC. All SACU members with the exception of Botswana are also members of the Common Monetary Area (CMA). South Africa’s Reserve Bank thus acts as a reserve bank for other countries, and these have no stock exchanges of their own. Four SADC countries — Malawi, Mauritius, Zambia, and Zimbabwe — are part of the Comesa FTA process and are working towards a Comesa customs union. (This should have been concluded in 2004 but has been delayed: see below). One SADC member, Tanzania, is in the East African Customs Union (EAC) with Uganda and Kenya, which in turn are part of the Comesa FTA. 

Tanzania is negotiating an EPA with the EU as part of the SADC configuration that includes Angola, Mozambique, and the BLNS countries. As a member of the EAC union, however, and therefore governed by a common external tariff, it cannot make trade concessions with third parties. Tanzania may be compelled by either its EAC partners or the EU to choose between them. South Africa is not party to the EPA, since it has a bilateral trading arrangement with the EU governed by the EU–SA Trade, Development and Co-operation Agreement. It retains EPA observer status, however, and is sometimes called upon to advise BLNS countries.
Depending on how the EPA and the Comesa customs union unfold, there could be major ruptures in progress towards regional integration during the next two to four years. Delays in the Comesa process largely stem from technical difficulties, although there are concerns about potential revenue losses and impacts on the competitiveness of domestic industry. This sounds a cautionary note for other customs union negotiators in the region, and may trigger apprehensions in some countries. In Comesa, for example, even if decisive progress is made towards a customs union, some products deemed sensitive are likely to face exclusion so as to cushion the impact of revenue losses. 

There is no doubt that a customs union is more complex than an FTA. It is hard to administer because it has to develop a common evaluation system, common customs procedures, common tariff nomenclature and harmonisation of tariff structures. The adjustment costs entailed in establishing a customs union have to be taken into consideration. Furthermore, in a customs union countries must cede control of trade policy to a supranational structure. 

The ceding of parts of sovereignty to supranational authority goes to the heart of the challenge presented by current integration schemes in southern Africa or indeed Africa as a whole. By and large, member states have been reluctant to cede authority to a supranational entity, largely due to strong nationalistic sentiment. Unless they are ready to surrender sovereignty, however, the integration process will continue to drift. A great deal of political commitment will be required to overcome this problem in southern Africa.
Possibilities through an expanded SACU
Given the slow progress of trade integration in southern Africa and the complexities caused by multiple regional integration schemes and overlapping membership, SACU expansion would seem the most credible path to follow. Kirk and Stern have suggested that ‘SACU could form the core of a new regional customs union that could gradually expand to include other members of SADC and possibly Comesa.
 Until the Comesa customs union process has taken solid shape it would be too early to judge which Comesa members might be absorbed into SACU. Even though South Africa dominates SACU by virtue of the size of its economy and its technical capacity, the new SACU is fundamentally different from the previous arrangement, insofar as its institutions and processes reflect a democratic ethos. The new agreement has wrought fundamental changes to SACU’s modus operandi. Trade policy is no longer the sole prerogative of South Africa. Over and above the revenue-sharing mechanism, which has been reorganised, the new SACU places trade liberalisation, global integration and economic development at the heart of its agenda. Articles 38, 39 and 40 of the 2002 SACU Agreement clearly set out the intention to develop common policies around industrial development, agriculture and competition. 

This is a new development. In the old SACU agreement the common external tariff and revenue-sharing mechanism were major pillars, but beyond them there was no substantive basis for co-operation. These elements, albeit in a modified form, feature in the current arrangement, but there seems be a shift of emphasis towards trade integration and external orientation. 

The democratisation of SACU has somewhat tempered South Africa’s hegemonic excesses — which was the hallmark of the old arrangement — but it still provides an important platform for the Republic’s external trade strategy in a way that builds on a more consensual foundation. For SACU member countries, current and prospective, this arrangement offers greater security of access to the South African market. For South Africa, SACU’s strategic importance lies mainly with the leverage it provides for competitive liberalisation and the achievement of major foreign economic policy objectives.
 This makes for a symbiotic relationship within a rule-constrained, hegemonic order that over time is likely to generate further momentum for deeper regional integration. It is therefore hardly surprising that South Africa would be looking to encourage the expansion of SACU as part of consolidating its competitive grip in the region. Indeed, SACU presents an important opportunity for South Africa to play an effective leadership role. 
Countries such as Mozambique, Zambia and Mauritius may well have been encouraged to consider joining SACU. After a feasibility study, Mauritius concluded that it would not be in its best interest to do so as its economy is not sufficiently closely integrated with those of SACU members. Mozambique has also commissioned a study to determine the benefits of participation. On the surface Mozambique should naturally become part of SACU, since its economy is already closely aligned with that of South Africa; but ironically, this could have a reverse effect because Mozambique already has enhanced access to the South African market and may see nothing to gain by joining SACU. Despite the generally positive tone of a consultants’ report on possible participation, Mozambique has yet to clarify its position. 

As regards Zambia, it is difficult to ascertain how it is considering its future, what kind of policy questions are being asked, and what issues would eventually influence its decision. Lusaka is also no doubt somewhat constrained in its approach by the fact that it is the headquarters of Comesa.

Without a doubt, many other countries in the region are waiting in the wings to see how SACU progresses over the next few years, and consider whether or not they might themselves join. 

SADC–SACU preliminary phase 

SADC’s Regional Indicative Strategic Development Plan (RISDP) views the attainment of an FTA in 2008 ‘as a step towards achieving a Customs Union and subsequently a Common Market.’
 This objective, as the RISDP points out, would be achieved on the basis of greater commitment to the implementation of the SACU protocol on trade, appropriately designed rules of origin, and greater harmonisation of customs rules and procedures, including standards. It would also need to deal carefully with supply-side constraints and the harmonisation of sound macro-economic policies. The RISDP then sets out ambitious targets for achieving deeper integration, including
:

· completion of negotiations for the SADC customs union: 2010;

· completion of negotiations for the SADC common market: 2015;

· diversification of industrial structure and exports with emphasis on value-addition: 2015; and

· establishment of a SADC monetary union: 2016.

This strategy does not seem to have taken into account the realities on the ground: for example the existence of multiple integration schemes and overlapping membership; the new SACU Agreement finalised in 2002; and the continuing EU EPA negotiations, the outcome of which could significantly alter the nature of integration in southern Africa. 

Furthermore, there is no mooted institutional mechanism to speed the integration process set out in the Risdp. While SADC lays out noble objectives, and there could be no disagreement on their importance to regional development, it would seem that the implementation framework has only a remote possibility of seeing the light of day. 

Hence it is SACU, rather than SADC, that offers the more realistic possibility for fast-tracking regional integration. Countries joining SACU are likely to do so bearing in mind their likely benefit by way of revenue transfers and security of access to the South African market. The latter consideration would probably loom largest, for the simple reason that the importance of revenue gains is likely to be eroded as SACU fully realises its core objective as a single trading bloc. It would, of course, be utterly unrealistic to expect this level of integration in the short to medium term, but the sooner an institutional mechanism for its realisation is laid out, the better for its prospects of success.

Depending on a final determination on recommendations put forward concerning its joining SACU, Mozambique could blaze the trail for other countries. SACU has no clear criteria or set guidelines for accession of new members. The SACU agreement merely states that members shall be admitted by unanimous decision of member states according to procedures and criteria to be determined by the Council of Ministers.
 

The question of accession should not, therefore, be considered only in terms of whether or not other SADC/Comesa member states would want to join, but also of whether existing SACU member states are ready to accept new members. A senior official in the region working closely with SACU has remarked that existing SACU member countries would need to harmonise their policies and integrate more deeply before accepting a new member; and that it would be too early to do so now.
 There also seem to be qualms among some members about accepting new entrants. Lesotho, for example, which depends on the revenue-sharing scheme for a considerable proportion of its national income, might find itself in an awkward position should the accession of new members dilute that income stream. 

Countries join trading blocs out of calculation of relative advantage. In considering the issue of SACU, they are likely to ask themselves ‘What does SACU offer us that we cannot achieve by ourselves?’. If posed in the negative — that is with undue emphasis on immediate cost implications — such questions address only short-term issues and fail to address the much bigger considerations that global imperatives press on developing countries. 

In reality, countries in southern Africa would be hard put to withstand the challenges of globalisation on their own, and deeper regional integration will be necessary to deal effectively with the twin problems of globalisation and underdevelopment. It is, however, important to be realistic about the possibility of SACU expansion and in that context, questions of gains and losses — however short-term they may seem — have to be considered. 

What other issues will influence decisions on seeking membership? First, countries are likely to consider potential gains from the revenue-sharing mechanism, which consists of three components: customs, excise and development. Davies, for example suggests that some potential members might have levels of exports and imports higher than those of BLNS countries and could press for significant weighting of revenue share in their favour.
 Clearly, cost-benefit analyses are likely to take into account adjustment costs arising from harmonisation with the existing common external tariff, and the competitive pressure on domestic industry from South African producers. (South Africa contributes about 95% of SACU’s net manufacturing output.
) 

Other negative effects could include increased competition for domestic producers in the new entrants as well as existing members. This could, however, be offset by Article 26 of the SACU Agreement, which accords temporary protection to infant industry, and perhaps by provisions (still to be developed) to address unfair trade practices, as suggested under Article 41. 

Yet these measures by themselves are unlikely fully to allay the fears of new entrants and it is in this area that disquiet concerning revenue costs is likely to be most strongly manifested. This will require special attention, perhaps through a modified, properly defined and augmented development or adjustment fund; the development component as provided for in the current agreement could prove inadequate in the context of SACU expansion. 

Potential members would always question first, SACU’s ability and willingness to compensate for their losses and second, whether membership would contribute to their economic development. In the words of a Mozambican trade official:

Mozambique can’t do trade for the sake of trade. There have to be clear developmental benefits linked to it. And as things look there is no evidence of investment in other BLNS countries as a result of participating in a customs union. Location of production and [fixed domestic investment] is flowing towards South Africa and not to BLNS countries, and Mozambique does not have a guarantee that this will change when it joins. There should be evidence of benefits.
Second among the critical issues is that security of access to a large South African market could prove attractive to potential entrants. The current SADC Trade Protocol limits this possibility through its complicated rules of origin. The effect of these would be blunted within a customs union, giving smaller countries duty- and quota-free access to the South African market. Nevertheless it is important to recognise that without a clear industrial development strategy, this arrangement could bring with it agglomeration effects in favour of the dominant economy.
 Regional integration tends to pull firms towards central (as opposed to peripheral) locations that offer attractive features such as trade cost advantages and proximity to other industrial activities and suppliers.
 The commitment to balanced development set out in Article 38 of the SACU agreement may, however, ameliorate such pressures. New members might also benefit from the capacity for locking their own domestic market reforms into a relatively firmly integrated regional project, offering an improved regulatory environment and greater harmonisation of policies, which in turn could help attract new investment. 

Third, SACU is committed to concluding external trade agreements with among others the US, India, China and the South American grouping Mercosur. This could represent an opportunity for geographic diversification and for improving export competitiveness among potential members, especially given the reliance in many countries in the region on one or two commodities, and on (mostly) European markets. Given the obvious differences in economic development there are bound to be disagreements over the appropriate degree of liberalisation with external partners. But as the customs union expands over time and concludes trade deals with third parties, it could act to equalise benefits, especially if developmental strategies are well managed.

Clearly, uncertainties might arise from accelerating the pace of integration, but they may be short-term in nature. According to projections by Stern et al ‘the initial cost of joining SACU (loss of customs and excise revenues) exceeds the fiscal benefit (SACU payment)’.
 On the benefit side, there is no doubt that security of access to the large South African market, as well as enhanced negotiating power arising from membership of a larger trading bloc, could prove attractive. There could be no better mechanism to ensure effective co-ordination and harmonisation of standards and policies than that presented by an expanded SACU. 

Conclusion

Success in regional trade integration demands more than an institutional arrangement to drive the programme. As argued above, it requires sufficient political commitment and a sense of urgency in creating the right conditions for economic growth and development. Clearly, this has been lacking in SADC and the current state of affairs gives scant comfort. While this chapter has pointed to insufficiently enlightened leadership by South Africa in regional relations, it has also argued that the regional élite has not given economic integration the importance it deserves. 

It is evident that SADC, in particular, has had limited success in pursuing trade integration. Its secretariat lacks the capacity and the authority to expedite progress; it has, moreover, only limited influence over member states. The lack of an implementation monitoring and evaluation mechanism to check progress adds to the inertia. Preoccupation with nationalistic economic policies among member countries does more harm than good, and negative perceptions towards South Africa are not helpful. 

South Africa itself, however, needs to do more to improve its relations with neighbouring countries and to contribute to progress in regional integration. Benign neglect would be counter-productive; worse, a malign neo-mercantilist approach could embitter regional relations through perpetuating long-standing historical suspicions of South Africa’s conduct and motivation. As a stimulus to progress the Republic should play a much more active role than it has in the recent past, by promoting a significant shift towards deeper integration. In some ways, its reluctance to play a hegemonic role is understandable, rooted as it is in the socio-political history of the country and the region. Until 1994, South Africa’s relations with its neighbours reflected intense animosity arising from its foreign policy during the apartheid years and in particular its destabilisation agenda. The lingering cost of that policy includes a deep sense of grievance among other countries in the region, together with an expectation that a post-apartheid South Africa will work to re-balance the scales.

Continuing negative perceptions in the region should not, however, excuse South Africa from projecting regional leadership, especially in the area of trade and of economic integration. Such a role will not be without hurdles and will certainly incur costs. But the price will be worth paying if South Africa’s policy-makers take a long-term view, rather than make their calculations on the basis of short-term gain. 

On the whole, regionalism in southern Africa can be characterised as still trapped between on the one hand, inward-looking approaches associated with state interventionism and strong nationalistic tendencies; and on the other, forces for change, in particular the imperative to integrate closely with the global economy. To move forward in the face of these challenges demands boldness, but the avenues for progress exist.

It is important to recognise that SACU offers a platform upon which to make such progress. Its expansion must be carefully planned and co-ordinated primarily between SACU and SADC; it follows that some form of institutional mechanism is necessary to drive the process. While SADC could retain an important political and economic role, especially by concentrating on developmental challenges and on harmonising policies, the long-term task of integration should lie with SACU. The sooner this is understood, the better for the development of southern Africa as a whole. 
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