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ANNEX

ECA/RCID/67/98

I. INTRODUCTION

1.
The Ad-hoc Expert Group Meeting on Liberalization of Trade and Factor Mobility within Africa and the Promotion of Emergence of Complementarities as a Basis for the Expansion of Intra African Trade was held at the Headquarters of the United Nations Economic Commission for Africa (ECA) in Addis Ababa from 25-27 November, 1998.

2.
The meeting was convened to consider the draft study on Liberalization of Trade and Factor Mobility within Africa and the Promotion of Emergence of Complementarities as a Basis for the Expansion of Intra African Trade: Case Study for Eastern and Southern African Subregion.

3. The study  was  undertaken  as  part  of  the  implementation  of  the  work programme

for the 1998-1999 biennium.

II. ATTENDANCE

4.
The meeting was attended by selected high level experts from the member States.  The list of participants is attached to the report (annex).

III.    OPENING OF THE MEETING (Agenda item 1)
5.
On behalf of the Executive Secretary of ECA, Mr. Hachim Koumare, Officer-in-Charge of the Regional Cooperation and Integration Division (RCID) welcomed the participants to ECA and the meeting.  He expressed gratitude that the experts had accepted the invitation to attend the Ad-hoc Expert Group Meeting which had been convened to discuss and make contribution to the draft study on Liberalization of Trade and Factor Mobility within Africa with a view to recommend how the countries of the continent could exploit complementarities as a basis for the expansion of intra-African trade.

6. He underscored the fact that, while the process of  liberalization  had  assumed  greater 

prominence in the context of globalization, its key trade component had been assisted by the new information technology which had exposed citizens worldwide to the enormous opportunities existing everywhere.

7. He emphasized that those who were able to use  the  new  information  had  benefited, 

while those who were not, became greatly disadvantaged.  It was against this backdrop that Africa had been slow to realize the fruits of liberalization due to its lack of production potential.  The continent he stated, had instead witnessed displacement competition which had forced it to import second hand goods.

8. Mr. Koumare observed that, given the intellectual blend  that  had  been  assembled  to

discuss some of these critical issues which had been raised in the draft study, he was persuaded that the expert meeting would come up with concrete proposals that would enrich the study, before, it could be finalized for distribution to member States.  He therefore urged the experts to be candid in their appraisal of the study.

9. In conclusion he wished the meeting a fruitful deliberation.

IV.

ELECTION OF OFFICERS (Agenda item 2)
10.

Mr. Gabre-Michael Paulos of Ethiopia, was elected to chair the Ad-hoc Expert Group Meeting, and the ECA Secretariat as rapporteur.

V. ADOPTION OF THE AGENDA AND PROGRAMME OF WORK

(Agenda item 3)
11. 

The Meeting adopted the following agenda:

(i) Opening session;

(ii) Election of officers;

(iii) Adoption of the agenda and programme of work;

(iv) Presentation of the draft study on Liberalization of Trade and Factor Mobility within Africa and the Promotion of Emergence of Complementarities as a Basis for the Expansion of Intra-African Trade: Case Study for Eastern and Southern Afrin Subregion (ECA/RCID/43/98);

(v) Consideration of the study and up-dating of information and data;

(vi) Presentation of country experiences in light of document ECA/RCID/43/98:

· Kenya

· Malawi

· Uganda

· Zambia;

(vii) Discussion of country experiences;

(viii) Any other business;

(ix) Closure of the meeting.

12. 

The meeting adopted the programme and agreed to work from 09.00 to 18.00 hours.

VI.
PRESENTATION OF THE DRAFT STUDY ON LIBERALIZATION OF TRADE AND FACTOR MOBILITY WITHIN AFRICA AND THE PROMOTION OF EMERGENCE OF COMPLEMENTARITIES AS A BASIS FOR THE EXPANSION OF INTRA-AFRICAN TRADE: CASE STUDY FOR EASTERN AND SOUTHERN AFRICAN SUBREGION  (Agenda item 4).
13. 

The Secretariat presented  document  ECA/RCID/43/98  on  Liberalization  of  Trade 
and Factor Mobility within Africa and the Promotion of Emergence of Complementarities as a Basis for the Expansion of Intra-African Trade: Case Study for Eastern and Southern African Subregion.  The document  which was organized into six sections,  introduced the study under Section I.  The conceptual framework of the liberalization schemes was examined under Section II.  Section III examined the methodological difficulties of assessing the impact of liberalization as well as past models including performance.  The empirical evidence in terms of trade liberalization and factor mobility was covered in section IV, while Section V attempted to explore the movement of production factors within the subregion.  Section VI explored the concept of complementarities and the extent to which it can be used as a basis for the expansion of intra-regional trade in Eastern and Southern African subregion and suggested the basic prerequisites for policy options.

14.

The study pointed out that among the major constraints that face the programme of liberalization, were the ones relating to the timing, sequencing, speed and the costs involved in the adjustment process.  The empirical evidence suggests that, while some positive results had been registered, on balance the whole process had been accompanied by the de-industrialization due to very weak production base.  As a result, some countries in the subregion had suffered from rising unemployment and serious decline in economic growth.

15.

While the factor mobility in terms of labour and capital would have enhanced the liberalization process, this could not be achieved due to the existence of pockets of mass unemployment in each country, and the declining trends in the investment flow into the region, worsened by lack of policy consistency and credibility with the reform programmes.  In fact, even cross-border investments within the region still constitute a very small percentage, except for the Republic of South Africa which has been involved in very low level of industrial activities within the other countries of the subregion.

16.

The study further pointed out that while subregional potential for building complementarity is vast, the paucity of innovative capacity constitutes the real bottleneck for the exploitation of this potential.  The study therefore argued that certain basic prerequisites will have to be met for the realization of increased exploitation of complementarities.  The study suggested four prerequisites which include:

· the formulation of a clear and consistent subregional industrial policy;

· acceleration in the building of national capacity and capabilities, creation of new capacities, and rehabilitation and development of entrepreneurial capacity small and medium-scale industries (SMI), upgrading of levels of skills in technological capacities and capabilities, technical knowledge and information flows, the joint exploitation of natural resources, and the identification and development of selective areas where the subregion has comparative advantage;

· harnessing the transfer of skills and technology through factors of production

movements by enhancing subregional integration; and

· the structural transformation of the individual economies that would permit the sufficient production of high value added commodities that would sustain reproduction and build capacity for competitive advantage driven by technological differentiation in a manner that produces constant innovation requiring highly educated people in discipline specific to the selected areas for building competitive advantage.

VII.
CONSIDERATION OF THE STUDY AND UPDATING OF INFORMATION AND DATA (Agenda item 5)

17.

On the general consideration of the study, the meeting congratulated the secretariat for the pertinent issues raised in the study and for the well prepared and documented report which it had presented to the participants. The meeting recognised that issues raised in the study are of great interest and importance to African countries, especially in the context of the current environment marked by globalization and wider openness. The experts also expressed the hope that the meeting would draw useful lessons from thorough discussions and fruitful exchanges of experiences.  The frank exchange of views would help to address the whole issue of liberalization of trade and factor mobility in the respective countries.

18. 

The meeting agreed that the document ECA/RCID/43/98 would be examined chapter

by chapter. The meeting however suggested that the secretariat should include an executive summary to the final document and to use roman characters to number the chapters.

7.1.   Introduction (Chapter I)
19. 

The meeting proposed to:

· add, at the end of the second sentence of the first paragraph, economic development after economic growth;

· expand the introduction by giving a background information and description of the take off and the crisis in the South East Asian countries.

7.2 .   Conceptual framework (Chapter II)
20. 

In  this  chapter,   the   meeting   underscored   the   necessity   to   have   a   common 

Understanding of the concept of liberalisation. As a result, the paper should give a clear definition of liberalization and its various components and also show the interaction of liberalization with globalization.

21.

The meeting made some amendments to the last paragraph on page 21 of this chapter. The last sentence should be read as follows: “That is why, in the context of North American Free Trade Area (NAFTA) and EC economic integration, the major policy issue on capital and labour mobility is not only how to enhance it, but also on how to use regional integration as a mechanism for slowing down the inflow of labour from potential partners”.

7.3 .   Methodology: difficulties in assessing impact of liberalization
         (Chapter III)
22.

The meeting shared the views expressed on the difficulties of assessing the impact of liberalization which were underlined in the study.  Nevertheless, the secretariat was asked to make proposals on how the data collection problems could be solved.

7.4. Review of empirical evidence: Performance of trade-liberalization and

factor mobility (Chapter IV)
23.

As regards the section dealing with the general macro-economic picture, the meeting requested that the experience of South East Asian countries and how they have dealt with the whole issue of trade liberalization should be cited in order to elaborate presentation on page 34.

24.

In connection with trade liberalization performance (page 35), the meeting was of the opinion that an elaboration on impediments to intra-regional trade (transport, infrastructures and policy issues) should also be given emphasis.

25.

On page 37 paragraph 2, the four levels of the Zambian tariff structure should be amended to read 0, 5, 15 and 25 per cent tariff rates instead of 10, 20, 30 and 40 percent tariff rates, as these figures had been recently revised.
7.5.
The movement of factors of production (Labour and capital) (Chapter V)
26.

The meeting strongly recommended that, with respect to labour and capital, the study should also make reference to the East Asian experience and how these countries dealt with these two issues.  This would enable the African countries to learn from the successes and failures in that region.  The meeting also recommended that the experience of ECOWAS should be given more elaboration with respect to labour mobility.

7.6
Exploitation of complementarities for intra-regional trade expansion (Chapter VI)
27.

For this chapter, the meeting stressed the need for the study to take into account issues of information and infrastructures, without which it would be difficult to consider the promotion and exploitation of complementarites within East and Southern African sub-region.

VIII. PRESENTATION OF COUNTRY EXPERIENCES IN LIGHT OF DOCUMENT ECA/RCID/43/98 (Agenda item 6)
28. The presentation of country experiences was  made  in  the  following  order:  Kenya,

Malawi, Uganda and Zambia.


Kenya 

29. Kenya is a country of economic importance in Eastern African sub-region. The  first

decade of Kenya’s independence was one of remarkable growth, with real GDP growing by more than 8% annually. The salient points of the Kenyan experience presentation were:

· implementation of export oriented policy supported by SAP;

· reduction of tariff barriers and customs duties (maximum import duties reduced to 25%);

· abolition of export taxes, except for 10 items;

· liberalization of money sector had taken place and interests have come down;

· stock market: foreign investors can own up to 40% and individuals up to 5%.

30. The regional integration initiatives have been recognized as a way of opening national economies. Kenya belongs to many regional and sub-regional economic communities (IGAD, EAC, COMESA, and CBI initiative to ensure faster achievement of integration goals). On the integration front, Kenya had achieved 80% tariff reduction in COMESA and should achieve 90% by 1999.  Its belonging to the EAC would speed up the implementation of the various protocols of COMESA in the context of variable geometry approach to economic integration.



Malawi
31. The meeting followed with interest the presentation of Malawi’s experience and took

note of the presentation.  The main issues of presentation revolved around:

· issues related to the targets of the three Structural Adjustment Programmes which were implemented from 1979 to 1996, namely: the reforms of state-owned enterprises, the general prices decontrol, the fiscal reforms, the privatization process, and the financial system reform;

· positive and negative effects of the SAPs had been experienced in the country;

· on issues of labour; the government had agreed to accept into the country those who would provide the needed skills;

· the country also belonged to various regional groupings such as COMESA, SADC and AEC.

Long-Term Effects: 1992 Onwards

32. In summary, the Malawian delegate observed that, there has been a flood of imports,

both new and second-hand.  Because of the removal of protection, many companies, especially those with sister companies in the region, prefer to import and trade than manufacturing in Malawi.  Trade in second-hand goods has focussed on clothing, footwear and tyres.  However, many companies are not able to compete with the result that they are operating below capacity or are closing, except those that are manufacturing in Export Processing Zones.  The share of manufacturing in GDP has fallen from 17.4% in 1994 to only 14% by 1996 and 1997.  The share of consumption in GDP has risen from 94.6% in 1994 to 98% by 1997 and the investment rate has declined from 27% in 1994 to only 10% in 1997, mirroring the low savings rate which had dropped to 2% in 1997 from 5.4% in 1994.  The visible trade balance has persistently worsened reflecting the relatively high import growth alongside a low export growth over the same period.

33. While the immediate post-liberalisation period was characterised by better industrial

performance, the initial gains have been lost due to excessive importation of consumer goods.  The result has been low capacity utilisation and general deindustrialisation.  The Malawi economy is slowly becoming a consuming and trading nation, contrary to what was expected.

34. This seems to suggest that  trade  liberalisation  and  structural  adjustment  per se  do

not bring about sustainable trade and industrial development unless accompanied by other measures that guarantee and enhance long term competitiveness.

Uganda
35. The presentation of the Uganda’s experience gave a  broad  picture  of  the  economic

political and social situation of the country.  The main elements which were highlighted were:

· rule of law established within the new constitution;

· new provisions for the empowerment of women in development;

· strengthening of key institutions of trade liberalization (export promotion board, investment institution, adoption of Investment act);

· abolition of import restrictions (except in tobacco sector);

· liberalization of capital account ;

· liberalization of marketing of coffee and tea;

· promotion of non traditional export products (flower, fish);

· liberalization of the transport and telecommunication sectors;

· reduction of tariff (by 80 per cent);

· adoption of policy to encourage people to come back home;

· adoption of a new land bill in the tourism sector (freedom of buying land);

· membership in regional cooperation includes: IGAD, EAC and COMESA.

36. Most  of  the  reforms  and  initiatives  taken  within  the  framework  of  the  general

liberalization of the economy have had positive effects on the economic condition of the country.

Zambia

37. The meeting followed with great interest the presentation of the Zambian experience,

which gave an overall view of the economy and its performance, pointing out the various actions  initiated  in  the  fields  of  trade  liberalization  and  labour  mobility.  The  following 

lessons have been drawn from the Zambian experience:

· though trade liberalization is an engine of economic growth, liberalizing trade regime without precautionary measures can lead to disastrous result; 

· an open trade regime may not necessarily attract foreign investment. The level of development of a country also matters if it has to attract foreign investment. Therefore, effort has to be taken by government to ensure that the necessary infrastructure exists, supported with appropriate legal framework;

· market forces on their own cannot lead to efficient allocation of resources. There is also need to ensure that incentives are put in place to encourage the local entrepreneurs to invest their resources in productive ventures other than send their money to foreign banks;

· while trade liberalization can bring benefits to consumers and increase efficiency, it often undermines local production and employment. It is therefore essential that more value added processing takes places locally with more jobs being created and more wealth retained. There is also need to ensure that skilled manpower is retained in the country to contribute to economic development;

· local entrepreneur class should spearhead investment.  A foreign investor cannot invest in a country where the locals themselves have failed to demonstrate their confidence in the economy by taking lead and risking capital.

IX.  DISCUSSION OF COUNTRY EXPERIENCES (Agenda item 7)
38. Following the presentation of the country experiences, lively debates and  exchanges

of views and discussions took place around some of the key issues which were deemed to be important to the efficiency of African economies such as privatization, trade liberalization, factor mobility, financial sector reforms etc.  Participants recognized the imperative need for their countries to thoroughly re-evaluate the structural adjustment programmes in which they had embarked upon in recent years.

39. The experts were of the view that if certain basic prerequisites were not met, even the

privatisation programmes which were currently underway would not provide the expected result.  The experts’ view was that there was a very strong complementarity between public and private investment, and in this regard, within the context of Africa, due attention should be given in assessing the impact of any reform prior to undertaking such reforms. The need for public investment was still much greater in sub-Saharan Africa, where human and physical infrastructures necessary for economic growth and development, were extremely inadequate.

X.


CLOSURE OF THE MEETING (Agenda item 8)
40. The Chairman of the meeting, Mr. Gebre Michael Paulos of Ethiopia  expressed  his

pleasure at having chaired the  meeting.  He  stressed  the  high  quality  of  the  debates  and 

thanked the participants for their positive and valuable participation during the meeting. Mr. Gebre Michael Paulos further congratulated the secretariat for the excellent document which had been produced for the meeting as well as the high quality in the organization of the meeting.

41. On behalf  of  the  participants, Mr. Z. N. Mwaura  from   Kenya   congratulated   the

Chairman for the excellent manner with which he guided the debates. He underscored once more the usefulness of such kind of meeting which promote the sharing of experiences. He further encouraged ECA to multiply this format of meeting. Finally, Mr. Z. N. Mwaura thanked ECA for all the facilities they had enjoyed during the meeting.

42. Mr.  S.  Ochola,  Senior  Economist  in  the  Regional  Co-operation  and  Integration

Division, on behalf of the Executive Secretary of ECA, expressed thanks to the Chairman of the meeting as well as the participants for their immense contribution to the success of the meeting.  He also thanked colleagues from the OAU for their effective participation at the meeting.  He pointed out that as method of promoting greater exchange of experiences, ECA was now bent on organizing expert group meetings.  This, he stated, would enhance the cross fertilization of ideas on issues which were of critical importance to the economic development of the African countries. In conclusion, he assured the participants that the final document would take into account the amendments and views made during the meeting.  He wished the participants a safe journey home, and declared the meeting officially closed.
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