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Summary

Experience with regional integration among developing countries over the past twenty-five years

has been far from satisfactory. Most integration schemes were based on the European Economic

Community model and failed to meet their own targets for the establishment of free trade areas or

customs unions. Tariff preferences were biased toward costly trade diversion based on regional

import-substitution strategies instead of increased competition between domestic producers and

regional suppliers. Distributional conflicts broke out in most regional schemes as less developed

partners began to view themselves as net losers from integration. These countries then either imposed

unilateral import restrictions to intraregional trade or demanded substantial compensation. Nor did the

regional integration schemes lead eventually to increased trade outside the region-the training ground

argument for opening markets to regional competition.

Nor was success much greater in achieving other, more modest goals. Clearing and credit

arrangement cured symptoms, at best, while failing to contribute to savings in foreign exchange or to

more balanced intraregional trade. Regional industrial planning, designed in some schemes as a

complement to integration and in others as a substitute, failed to take off as well. Most projects were

never implemented and the remainder collapsed after a short time under the weight of disputes over

management, location, financing, and purchase guarantees.

ln the end, equity constraints dominated efficiency criteria, and concerns for national sovereignty

proved stronger than the desire to submit economic policies to supranational discipline. Recent

attempts to revitalize integration schemes are concentrating on looser, less binding and more

bilaterally oriented approaches. Greater opportunities seem to lie in cooperation than in more

traditional models of economic integration. Cooperation projects should be initiated by countries

through bilateral negotiations, but should also remain open to other member countries. Particularly
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promising areas of cooperation are in regional public goods, such as defense, environmental

protection, and training, as well as in supranational efforts in human capital formation and instituti )n

building. But regional cooperation, like regional integration before it, will fail unless countries male

the courageous and consistent reforms needed to open their markets.
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Integration and Cooperation

Developing countries have been involved in regional integration efforts for almost three decades.

Although it often remained open whether regional integration was an instrument or the target of

policy, views were almost all positive. Voices opposing regional integration were rare, and most

politicians argued that "cooperation," a term often used interchangeably with regionalism, contributed

to economic development.

Despite considerable differences in the historical roots of integration activities among different

regions of the developing world, early approaches to integration had in common a lack of conceptual

clarity and a tendency to apply inappropriate theoretical models. Regional integration was

simultaneously labelled a process and a condition, and discussions often confused the concepts of

integration and cooperation. These concepts are not the same, however, and need to be distinguished

(Balassa 1976).

Integration aims at abolishing discrimination between local and foreign goods, services, and

factors. It is a process with at least four stages: free trade area, customs union, common market, and

economic union. This sequence of stages is not immutable, but experience suggests the value of

starting integration by having partner countries remove barriers to trade among each other while each

maintains its national tariff against nonmember countries (free trade area). The second stage, which

builds on the first, is the establishment of a common external tariff against nomember countries

(customs union). Liberalization of the movement of factors of production within the customs union

then moves the customs union to the common market stage, while harmonization of remaining

national economic policies characterizes the fourth stage, the economic union. Finally, countries may

opt for total economic integration with a supranational authority (Balassa 1962, 2).
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By contrast, cooperation entails concerted action aimed at lessening discrimination in certain areas

of common interest. Cooperation is clearly much more limited in scope than integration.

A second element of conceptual confusion can be termed the 'fallacy of transposition."

Governments of developing countries tried to take as a model the European Economic Community,

which implemented the first two stages of integration simultaneously between 1957 and 1968.

Developing countries misunderstood this process, viewing it as a case of limited cooperation with no

relinquishment of national sovereignty, and tried to replicate it. However, developing countries

overlooked that fact that many of the initial conditions in Europe that were particularly conducive to

integration did not exist among developing countries, for example, an initial high level of

intraregional trade, congeniality of foreign policy, capability and willingness to provide compensarion

payments, and similarities in income and industrialization levels, which enabled intraindustry

specialization.

It has taken quite some time for developing countries to become aware of the nonreplicability o)f

the European experience and to draw appropriate lessons for their own efforts at regional integration.

This paper examines why the European way to integration did not work in developing countries a,rui

suggests alternative avenues to integration and cooperation that might be pursued more successful] y.

Arguments for Regional Integration

Several arguments have been presented for the economic benefits developing countries can expect

to gain from regional integration. Some of the more prominent arguments are discussed in the

following paragraphs.

* The Training Ground Argument. The Vinerian customs union theory (Viner 1950) prese its

two short-run, once-and-for-all effects of the liberalization of intraregional trade: the replacement of

domestic production with imports from partner countries (trade creation) and the replacement of
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imports from nonmember countries with those from member countries (trade diversion). Both effects

emerge as a result of the liberalization of trade among members and changes in the relative prices of

imports from member countries and from nonmember countries.

Policymakers in developing countries and many scholars dealing with issues of regional integration

among developing countries dismissed the Vinerian conclusion as irrelevant for the conditions

prevailing in the third world (for example, idle capacities). They viewed intraregional trade expansion

as beneficial in itself and even advocated trade diversion (see, for example, Linder 1966 or Jaber

1970 and the literature cited there). Their arguments were in large part based on an assumed positive

effect of infant industry protection in a regional union on quality control, marketing techniques, and

other prerequisites for success on world markets. This 'training ground' argument for protecting

infant export activities was later refined by Morawetz (1974). He maintains that intraregional trade

expansion can promote intraindustrial specialization through product diversification and thus may

improve the competitiveness of extraregional exports.

* Market Size and Economies of Scale. To the extent that the small size of domestic markets

limits economic growth, regional integration is seen as a means of boosting growth by increasing

market size. Also, reducing the costs of investment per unit of output has often been mentioned as an

important benefit of regional integration among developing countries. Most scholars rate this dynamic

effect of integration higher than the static trade effects (see the review by Vaitsos 1978). Empirical

studies seem to support this argument (Haldi and Whitcomb 1967), especially for relatively capital-

intensive industries (see Carnoy 1972 on Latin American countries) and for developing countries with

small domestic markets (see Pearson and Ingram 1980 for the hypothetical case of integration among

Ghana and Cote d'lvoire).

* Resource Allocation and Availability. An intraregional division of labor is expected to be

more consistent with the comparative advantages of member countries without exposing their
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economies to the rough competition in world markets. In addition, regional integration is expected to

promote growth by expanding the volume of investable funds - local private and public savings and

foreign risk capital OCahnert et al. 1969).

* Industrialization. Almost all developing countries identify expansion of the industrial base

with rapid economic development. When domestic markets proved to be too small to allow for

industrialization based on efficient import substitution, countries viewed the formation of a regional

market as a way out of their impasse. In economic terms, developing countries that regarded

industrialization as a rational social choice were willing to bear the costs of the income foregone by

not importing from the cheapest available source or by specializing in activities in which they have no

comparative advantage. Given this social preference for industrialization, anything that lowers the c)st

of expanding industrial capacity - such as regional integration, which lowers the opportunity costs if

import-substitution-based industrialization - increases welfare and contributes to a country's

development (Johnson 1967 and Cooper and Massell 1965). So for any country entering a regional

economic group, the greater its social preference for industrialization, the less important the Vinerian

welfare-reducing effect of trade diversion.

* Joint Production of Public Goods. The benefits obtained from the joint production of publi

goods depend on how the two characteristics of public goods, nonexcludability and nonrivalry, are

operationalized. In a narrow sense, international cooperation is necessary only when Pareto-relevan

technological externalities exist, that is, when the production or utility functions of economic agentr.

are interdependent (for example, in the exploitation of internationally mobile resources such as fish,

the environment, radio waves, or space) and when interdependence results in Pareto-suboptimal

market solutions (overfishing, pollution). In any case, joint production of public goods is a matter of

cooperation rather than integration.

4



* Protection Against Worsening Terms 'of Trade. Benefits deriving from a reduction in the

external vulnerability of developing countries have been considered mainly for countries that are

dependent on commodity exports (UNCTAD 1967, 9). For these countries, it was hypothesized that

regional integration would foster structural changes in production from the primary to the secondary

sector, especially toward manufactured exports. The erratic price fluctuations common to commodity

markets would then wreak less havoc on the import capacity and planning activities of the countries

concerned.

Lewis (1980) has used a similar argument in a much wider context. He argues that slower growth

and rising protectionism in developed countries requires a new engine of growth for developing

countries and that trade based on a widescale preference scheme among developing countries could be

that engine. What this suggestion overlooks, however, is that protectionism and economic fluctuations

sometimes affect regional trade even more than trade with industrialized countries because of

distributional conflicts and political disputes. As a result, an individual country's external vulnerability

would apply as much to regional markets as to world markets.

Regional Integration Schemes in Operation

Historically, different impulses have directed the movement toward regional integration in the

major developing areas of the world. Since the late 1950s, Latin American countries have taken a

position favoring privileges and preferences for neighboring countries. Regional integration was

championed as a means of surmounting the limits of import substitution in narrow domestic markets

and of gaining competitiveness before meeting the harsher challenges of world markets.

In Sub-Saharan Africa, the origins of regional integration lay in its colonial past. Large colonial

entities were split into politically independent but economically very fragile countries. These countries

inherited many common instruments and institutions, such as language, tax systems, tariffs,
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currencies, physical infrastructure - to mention just a few. Thus, unlike the case in Latin America,

Sub-Saharan African countries at independence were characterized by a high level of institutional

integration, which was threatened by the new governments' primary concern with nation building a.nd

national autonomy.

Patterns in the Middle East and Asia were different still. For these countries, common econom],c

targets were very difficult to define because of their broad heterogeneity in terms of market size,

resource endowment, and level of income, as well as their often conflicting political ideologies and

economic structures. Conflict and divergence were more frequent than consensus and convergence.

Despite these substantial differences in historical roots, major integration schemes everywhere

have aimed at achieving economic integration by promoting intraregional trade (see table 1 at the e ad

of this paper). This target was pursued with varying degrees of ambition. Some schemes (the Latir

American Integration Association, the Preferential Trade Area of Eastern and Southern African States,

and the Association of Southeast Asian Nations) focused simply on preferential trading arrangemerts,

while others (the Central African Customs and Economic Union, the Central American Common

Market, and the West African Economic Community) intended to go all the way to a common maiket

with a common external tariff and factor mobility. The Andean Pact took the further step of

embarking on regional industrialization programs to promote more equitable development.

The achievements of regional integration schemes varied even more than the means used (table 1).

In some schemes, expansion of intraregional trade has not yet occurred (the Economic Communitz of

West African States, the Association of Southeast Asian Nations, and the Preferential Trade Area if

Eastern and Southern African States), in some it has stagnated after a promising start (Latin Amer ican

Integration Association), and in others it has disintegrated again (the Central American Common

Market and the Andean Pact). The relatively more successful schemes were those that were able t

build on and sustain the level of integration inherited from the colonial period (the West African
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Table 1. Targets, means, and achievements of major integration schemes

Regional group Target Means Achievements

Latin American Integration Gradual and progressive establishment of an area Regional tariff preferences, additional bilateral In 1987, about 40 percent of intra-LAIA imports
Association (LAIA) of economic preferences with an equity-oriented pmeferences, industrial cooperation, ekaring, and were eligible for preferences, with variations by

three-tier categorization of members by develop- credit schemes, country in product coverage. Tariff cuts in specific
ment level from more to less developed; no industries between congeniral partners (e.g., Argen-
timetable for achieving targets. tina and Brazil) are disproportionate.

Andean Pact Gmdual formation of a customs union, regional Tariff cuts, common minimum external tariff, Serious delays and setbacka during the 1980s; trde
industnalization projects, and common invest- joint industrial programming schemes, liberalization program rescheduled; joint indus-
ment policies. trialization program failed.

Central American Common Customs union for goods originating in member Conmmon external tariff and clearinghouse After a promising start in the 19 60 s, deteriorated in
Market (CACM) countries; removal of foreign exchange con- arrangement. the 1970, because of political and economic diffi-

straints in intra-CACM trde. culties. Revitalization is underway, but the integra-
tion level achieved in the late 1960s have not yet
been regained.

West African Economic Corn- Cutoms union for processed goods originating in Preference scheme eplacing internal import Relatively successful in inereasing intraregional
munity (WAEC) WAEC, compensation for foregone customs duties on industrial goods with a regional coop- trade shaes. Into-WAEC trade in raw materials Is

revenues, full dismantling of internal tariff and eration tax used to fund a compensation scheme, widely exemnt from customs duties. Compensation
nontariff barriers to trade in early 1990s. scheme is effective and labor mobility is relatively

high. WAEC, however, is affected by general eco-
nomiic mialaise of West African economies and by
growing disparities anong members.

Economnic Community of OGdual elimination of tariff and nontariff bar- C emation, compensation, and development Trade liberalization has still not been im,plemented.
West African States rien on intm-ECOWAS trade in manufactures nd; technical and pecialized comnnission for Expulsion from Nigeria of nationasI from other
(ECOWAS) over four to ten yean, deending on country and trade, customs, imnrugration, monetary and pay- ECOWAS tates in the mid-1980s jeopardized

product categories. Mutuel trade in agricultuml ments mnatters, industry, agnculture and natural effort toward free labor mobility.
products and handicrafts to be totally liberlized resources transport, telecommunications, energy,
from the outset. and sociaf and cultural affairs.

Central African Cusoms Customs union and free mobility of labor. 'Single tax' as a substitute for customs duties on Decline in intensity of integration compared to the
Union (CACEU) intra-CACEU trade; common investment code, 1960s and early 1970s, intraregional trde is low,

externa tariff, and solidarity fund. and little progress has been made in labor mobility.
CACEU i =outcompeted by another community that
includes Zaire.

Preferential Trde Area for Reduction and elimination of tariff and nontriff Three-tier preference sheme for products, Major elements of trade liberlization program have
Eastern and Southern African barriers on intro-PTA trade, easing of retrictions clearinghouse facilities, and liability insunnce not yet been implemented and clearinghouse unat-
States (PTA) on in-transit trade, and removal of foreign ex- wcheme for in-transit trade. tractive to members. PTA likely to be attractive

change constraint on intrregional trade. only to a few of its core members.

Association of Southeast Preferential trade area, joint industrialization in Preferential trading arrangement on elected Has had little impact on intr-ASEAN trade. The
Asian Nations (ASEAN) specific nanufacturing industries in regional joint items, industrial project scheme, tIdustrial joint industrial projects seheme failed and the industrial

ventures, and improved bargaining power via-a- ventures, institutionalized vehicle for dialogue joint ventures have not yet been implemented.
vie OECD m arkets. with OECD countries. Dilogue with OECD countries is successful. A

united posture to ward third countries and good
individual econornic,performsnce have been far
more significant achievernents than the modest
gains in integration. Cooperation increasingly
cdominates integration.

Source: UNCTAD documents and literture cited in reference list.
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Economic Community and the Central African Customs and Economic Union). All in all, however,

centrifugal forces seem to have clearly dominated over integration efforts.

Success or failure in regional integration among developing countries has not decisively influenced

the economic development of member countries. An outstanding example is the countries in the

Association of Southeast Asian Nations (ASEAN). They have, on average, experienced rapid

economic progress despite a very low level of regional integration (table 2). External constraints ;rLd

domestic policies seem to have had far more effect on the pattern of economic development than d id

the level of integration. Furthermore, economic development became increasingly imbalanced amo ag

members of integration schemes, as is shown by the increasing coefficients of variation for major

economic indicators (table'2).

Regional Integration in Latin Amenca

The Latin American Free Trade Association. Two very different motives converged in the

formation of the Latin American Free Trade Association (LAFTA) by Argentina, Brazil, Chile,

Mexico, Paraguay, Peru, and Uruguay in 1960; Colombia and Ecuador became members in 1961,

Venezuela in 1966 and Bolivia in 1967. (LAFTA was the predecessor of the LAIA.)

On one side was the cepalismo view fostered by the Economic Commission for Latin America, whlich

strongly supported region-based import substitution as a strategy to counter deteriorating terms of

trade and dependence on imports of capital goods from industrial countries. On the other side was the

desire of vested interests in the larger member countries for new markets for local inward-oriente,l

industries that were not competitive on world markets. A system of regional preferences was look !d

on as an easy way to expand markets without bearing the costs of adjusting to world market

conditions.
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Table 2. Basic economic indicators and measures of dispersion of major integration schemes

Average annual Average annual Grovwh of
GNP per growth of GDP growth of mernrhadise

Population capita GNP per capita (1987, GDP c__or__
Scheme (1987.1U1on) (1987, USS) 1965-87 USS mli.) 1965-80 198087 1965-80 1980-87

LAIA 35S.4 1S90 2.5 694420 6.7' 1.3L 53' 44'
(1.30) (0.46) (1.18) (1.42) (0.47) (2.15) (1.25) (1.19)

Andean Pact 94.6 1650 1.1' 141780 4.6' 1.2' -2.7' 2.0'
(0.53) (0.67) (2.37) (0.71) (0.39) (2.51) (3.60) (1.81)

CACM 24.1 960 -o.? 22S30 5.0' 0.0' 4.1' -0.2'
(0.46) (0.33) (16.2) (0.33) (0.30) (3.32) (0.51) (3.42)

WAEC 47.2 400 0.4' 20550 3.9' 2.4' 5.3' 3.8'
(0.44) (0.52) (7.32) (0.32) (0-71) (0.96) (0.60) (1.30)

ECOWAS 185.2 370 0.6' 53140 5.0 1.5b 3.0' -I.5'
(2.21) (0.46) (14.8) (1.50) (0.59) (1.82) (0.98) (4.67)

CACEU 22.0 770 1.a 203001 3.5 3.3' 5.3' 4.4'
(1.07) (1.08) (2.11) (1.21) (0.76) (0.66) (0.85) (1.56)

PTA' 151.8 270 O.? 33640 4.0' 2.2' 1.5' 1.3'
(1.20) (0.83) (2.0) (0.7) (0.43) (0.67) (2.10) (6.82)

ASEAN' 302.5 690 3.9' 203580 7.6' 3.7' 6.5' 6.3'
(1.10) (1.37) (0.46) (0.47) (0.20) (0.67) (0.39) (0.S0)

Note: Numbers in parenthess amre coeficients of variation.

&.Regional averag weighted with the population of member countries 19S7.

b.Regional avenge weighted with the 1987 GDP of member countries.

c.Regional average weighted with 1987 merchandise exports of member countries.

d.Standard deviation/avepge of indicatorc for individual member countries.

e.Excluding Equatorial Guinea.

f.For last five indicators, excludes Comoros, Djibouti, and Swazind.

g.Excluding Brunei.

Source: Worid Deveiopment Reporn 1989. Author's calculations.

The second motive was the stronger one, and its predominance led to distributional conflicts as it

became evident that the benefits of access to neighboring markets were unequally distributed, given the

different stages of industrialization in LAFTA countries. The smaller countries were not the buoyant

absorbers of LAFTA originating products that the larger net exporters had expected. Consequently, the
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larger countries did not offer compensation schemes on a scale needed to settle disputes over unbaSanced

regional trade. Soon, the timetable for completion of a free trade area was abandoned. Items on th,-

common list of tariff preferences were never fully liberalized, while items on national lists remaing,d

unimportant in trade (they were given up with the foundation of the Andean Group in 1969; see bdlow).

While efforts at trade integration stalled from the outset, industrial cooperation went into effect early,

although it was confined mostly to a bilateral level among the Big Three (Argentina, Brazil, and

Mexico), where multinational enterprises were able to organize intraindustry specialization across borders

(Balassa 1979).

Intra-LAFTA trade shares climbed from 8 percent in 1960 to 10 percent in 1970 and 13 percerit in

1980. But this growth in trade shares, although appearing to indicate the success of LAFIA, simply

reflected rising world prices for commodities that would have been traded even in the absence of uriff

preferences. Trade in commodities grew faster than trade in goods subject to LAFTA tariff prefere!rices

(negotiated products). Until the mid-1980s, the share of negotiated products in the intraregional im ports

of LAFTA members remained low (40 percent of total intraregional imports in 1986; table 3). As a

share of total imports of LAFrA members, negotiated imports constituted no more than 5.9 percert in

1986.

Even more important than changes in intraregional trade shares is the issue of trade diversion i ersus

trade creation within LAFTA. The evidence points to more trade diversion than trade creation (tal le 4).

LAFTA's trade integration process failed to produce the training-ground effect on exports outside the

region that was predicted by some politicians and scholars (for example, Balassa 1973, 180). This failure

is confirmed by empirical analyses presented in table 5.

The Latin American Integration Association . The failure of LAFTA convinced Latin Amer ican

politicians to try a different approach based on loose cooperation and intraregional trade liberalizad:ion on

a bilateral level. This strategy was institutionalized within the Latin American Integration Associal ion

10



Table 3. Intra- and extraregional trade in the Latin American Integration Association (LAIA), 1985-88
(millions of U.S. dollars)

Exporrs Impors

Cow.oy 1985 2986 1987 19W 1985 1986 1987 1988

Inra-LAIA Trade

Argentina 1,485 1,557 1,314 1,570 1,299 (45.2) 1,597 (55-5) 1,725 2,05S

Bolivia 403 412 328 300 308 (1.9) 257 334 361

Brazil 2,231 2,379 3,027 3,696 1,712 (41.8) 1,939 (58.2) 1,896 1,874

Colombia 288 400 574 480 U2 (1S.8) 654 (24.0) 652 735
Chile 534 666 137 878 784 (32.9) 732 (32.9) 950 1,451

Ecuador 132 150 174 469 417 (11.0) 310 (14.2) 542 567

Mexico 597 635 803 864 565' (32.0) 351b (46.4) 291 462

Paraguay 97 152 15S 204 273 (4.4) 268 (1.5) 265 246
Peru 349 365 351 371 442 (45.0) 596 (37.8) 726 764

Urguay 238 426 364 330 197 (38.6) 350 (41.1) 564 587

Venezuela 715 379 617 584 654 (9.5) 620 (11.9) 805 935

Totl 7,069 8,021 8,547 9,746 7,533 (30.7) 7,674 (40.0) 8,750 10,040

Extra-LAI Trade

Argentina 6,911 5,295 5,046 6,864 2,515 3,127 4,093 3,482

Bolivia 270 228 242 220 383 416 432 421

Bnzil 23,408 19,503 23,202 29,704 12,619 13,618 14,684 14,126

Colombia 3,264 4,708 4,450 4,870 3,249 3,198 3,576 3,435

Chile 3,230 3,356 4,161 5,594 1,959 2,182 2,843 3,156

Ecuador 2,773 2,036 1,843 1,691 1,391 1,496 1,506 1,508
Mexico 21,269 15,140 19,729 20,726 12,895' 11,158' 12,470 18,038

Parauy 207 81 195 249 229 310 330 274

Peru 2,546 2,145' 1,852 2,405 1,325 1,795 2,277 1,925

Ururgy 615 672 142 990 422 327 591 493
Venezuela 15,308 8,234 9,934 9,146 6,650 7,047 7,906 8,015

Total 79,801 61,428 71,496 12,459 43,637 44,674 50,708 54,873

Note: Numbers in parenthcaew are imrpons eligible for preferenwcs (negotiated imponZ' in percent).

a. Estimates.

b. FOB value.

Source: Sintesis AUDI, 1188, 5188, 6/81, 1/9, LAIA, Montevideo.
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Table 4. Estimates on trade creation and trade diversion in regional integration schemes

Scheme Authors Methodology Period Results

LAFTA George, Reiling, and Scap- Estimates of demand functions for imports of individual 1952-69 Ir ts-LAFTA trade expansion was due mainly to trade

erlanda (1977) LAFTA member and nonmember countries; integration dum- diversion; 75 percent of estinated diversion was ac-

mies are used; trade effects are estimated as the differences counted for by Argentina; foreign exchange constraint

between actual and hypothetical imports. appears as an important factor for intra-LAFIA trade.

LAFTA Aitken and Lowry (1973) Cross-sectional bilateral trade flow model (gravity model); 1955-67 Gross trade creation, defined as total increase in intra-

integration dummies. LAFTA trade, is found to be relevant; no significant

trade diversion.

LAFTA Langhammer and Spinanger Trade diversion measured as difference between absolute 1962-79 Trade diversion accounts for the largest share of

(1984) changes In actual intra-LAFTA imports and changes that growth of imrorts of Mexico, Brzil, and Argentina

would have occurred under condant share of intra-LAFTA from LAFrA members.

imports in total imports; used 30 three-digit SiTC groups.

CACM Wilford (1970) Balassa approach; comparison of pre- and post-integration ex 1956-67 Net trade creation after the establishment of CACM

post income elasticities of inport demand. equals the increase in the income elasticity of import

demand for total imports.

CACM Aitken and Lowry (1973) Cross-sectional bilateral trade flow model (gravity model); 1955-67 Gross trade creation increased progressively after
integration dummies. 1961; no significant trade diversion.

CACM Willmnore (1976) Balassa approach; comparison of pre- and post-integration ex 195i-63 Trade diversion in nondurable consumer goods; exter-

post income elasticities of inVort demand for durable and nal trade creation in intermediate goods; no conclusive

nondurable consurer goods and intermediate goods. results for durmbles.

CACEU Langhammer (1973) Trade creation is measured as growth in share of intra- 1966-70 Extn-CACEU imports were replaced more by domes-

CACEU imports in total domestic supply iiinus decrease in tic production than by intra-CACEU imports; trde

share of extra-CACEU imports; trade diversion is defined as creation was negligible.

extra-CACEU import substitution fully compensated by

gmrwth in intrn-CACEU imports.
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Table 5. Empirical evidence for the training ground argument: Spearman rank correlation coefficients
between absolute growth of intra- and extraregional exports of manufactures

Aggrgadon Sampk Cormiazon
Scheme Period lvel size coefficient Author

CACM 1962-68 5-digit SrTC 44 0.026 Morawez (1974)
> US$S0,000

1962-68 5-digit SITC 40 0.287 Morawez (1974)
> US$50,000

1962-68 S-digit SrrC 126 0.2970 Heldt (1976)

1968-71 S-digit srrc 126 0.2S5 HeIdit (1976)

1962-68'
na na 0.555* Heidt (1976)

1968-71'

LAFI'A 1962-72 3-digit SITC n Heidt (1976)
Argentina 0.280
Brazil 0.430*
Chile 0.3S3
Colombia 0.040
Mexico 0.277

Andean Group 1968-72 3-digit SIrC na Heidt (1976)
Chile 0.312
Colonbis -0.412

EAC 1964-73 5-digit SITC nglanunr(1976)
(excl. 67, 68)

Kenya 52 0.15
Tanzania 20 -0.07
Uganda 5 0.33

CACEU 1966-71 5-digit SITC L manghrner (1976)
(cxcl. 67, 68)

Careroon 26 -0.08
Congo 7 -0.09
CAR S 0.22

WACU 1966-71 5-digit SITC Ltnghamnmer (1976)
(cxcl. 67, 68)

Cotc d'lvoire 87 -0.15
Senegal 98 -0.08
Mauritania 33 -0.19

na is not available.
Staistically significant at the 1-percent level;
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(LAIA) in 1980. The LAIA approach was to consolidate and promote existing bilateral trade relations

instead of subsidizing new import-substitution industries through preferential treatment, as LAFTA lhad

tried to do. Such an approach would, of course, increase the divergences in both preferential trade and

access conditions among partner countries. The ongoing process of differentiation has been further

accelerated by external challenges that have affected member countries to different degrees (oil pri;:e

shock, debt problem) and evoked different internal responses.

Given the severe foreign exchange shortages of the highly indebted Latin American countries, !,aving

foreign exchange through reciprocal clearing arrangements received much attention in LAIA. Betw en

1966 and 1987, the LAIA Payments System reduced the share of foreign currency transfers in total

transactions through the system from 30 percent to 24 percent (table 6), but neither the foreign exc hange

savings nor the transactions cost savings ever reached the hoped for levels. LAIA arrangements were

simply insufficient to offset policy-induced impediments to intraregional trade expansion (Fischer 1 ?83).

That clearing arrangements failed to ease the foreign exchange constraints is also evident in the eff:)rts

within LAIA to stimulate barter trade and compensation arrangements in order to save foreign exci anmge

(Hodara 1985).

In terms of the objective of expanding intraregional trade, LAIA performed no better than LAITA.

Progress in raising the share of items eligible for preferential treatment has been quite slow (Langtiam-

mer and Spinanger 1984, table A18; AIADI Newsletter 1987). About the best that can be said of I AIA

in this regard is that it has proved to be a less costly mode of integration than was LAFIA.

The Andean Pact. Two principal motives led to the creation of the Andean Pact, a subgroup w'ithin

LAFTA/LAIA. One was the fear of the smaller member countries that their voices would not be b !ard

by the Big Three. The second was the desire to find and apply a more 'development-oriented" approach

to integration.
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Table 6. Multilateral deanng and payments arangements of developing countries, 1986-88
(millions of U.S. dollars)

Volte of rwubacaaor Vobmim of Tr,uacoi'zs seted in Share of Ownsactions
channcUed through trawsactions foreign exchange in soaI instraregional

Year the annugements cleared volwm percentage &rde

Central Amen Clearinghouse

1986 189.0 149.0 40.0 21.2 30.5
1997 210.5 165.0 45.5 21.6 na
1988 98.0 64.0 34.0 34.6 aa

LAIA Paymeou and Redpra Credit Sy

1986 6,268.0 5,289.5 978.5 15.6 76.3
1987 6,926.0 5,719.0 1,207.0 17.4 79.2
1988 9,524.0 7,207.0 2,317.0 24.3 Da

Asian Clearing Unioa

1986 651.5 455.1 204.4 31.0 Ds
1987 580.0 460.0 120.0 20.6 aF
1988a 217.0 165.0 52.0 23.9 Da

West African Clearingose

1986 109.3 15.4 93.9 85.9 22.3
1987 56.5 5.2 51.3 98.8 na
1988a 26.2 6.1 20.1 76.7 na

PTA Cearing Arrnaeat

1986 79.0 14.2 64.8 82.0 na
1987 65.2 53.2 12.0 18.4 no
1988a 64.0 33.0 31.0 51.5 as

am is not available.

a. First six months.

SOurce: UNCTAD, 1989, Trade and Development Board, Document TDIB/C.7192. For LAIA, Sintesk ALADI, No. 2189, Montevideo.

The Cartagena Agreement of 1969 that established the pact among Bolivia, Chile, Colombia,

Ecuador, and Peru (Venezuela followed in 1973) included as its goals trade integration and "regionally

balanced' industrialization. The first goal was to be achieved through the formation first of a free trade

area and then of a customs union with a common external tariff. The second goal was to be achieved

through regional investment plans (Sectoral Programs of Industrial Development) and harmonization of
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domestic-policies (Heldt 1972). The beginning of domestic policy coordination on a regional level was

announced in Decision 24, which called for common treatment of foreign investment, including su :h

restrictive practices as an indigenization requirement, limits to profit remittances, and monopolies lor

national firms in some sectors.

Both instruments of integration - the common external tariff and regional industrialization pro

grams - failed, however, because of conflicts with issues of national sovereignty on which the meinber

countries were unwilling to give ground. The Pact foundered on the shoals of irreconcilable differtcnces

in economic systems. Disagreements on the fundamental principles of the economic order were so

extreme in the case of Peru and Chile in the mid-1970s that Chile withdrew from the Pact in 1976 Even

countries whose economic systems were more congenial pursued entirely different economic policits and

were unprepared to bear the economic and political costs of policy coordination (Blejer 1986, 20-2 ).

Efforts to apply centralized administrative procedures to regional industrialization by assigning

specific industries to specific countries faced high costs. Inefficiencies in planning, which were alr 2dy

strongly marked at the national level, were intensified when they were extended to the regional level.

Factor mobility, which could have eased the problems of regional industrialization, was never intr duced

within the Andean Pact. As a result of regional import substitution, intraregional manufactured exj orts

were much more capital-intensive than extraregional exports (Wogart 1978).

Distributional conflicts came to a head in 1983, and intra-Andean Pact trade broke down after a

series of internal crises caused by the suspension of industrial programming and the failure to imp! ement

a common external tariff. Since 1983, the Cartagena provisions have been substantially revised,

especially by the Quito Protocol of 1987. As in the case of LAIA, the new plans are less ambitioLs and

provide more scope for discretion and flexibility.
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The Central American Common Market. The Central American Common Market (CACM),

founded in December 1960 by El Salvador, Guatemala, Honduras, and Nicaragua and joined by Costa

Rica in 1962, has taken the most far-reaching approach of all the regional integration groups in the

developing world. CACM has incorporated intraregional trade liberalization, regional industrialization,

clearing arrangements, and fiscal harmonization (Ramsett 1969). As a result, CACM has been one of the

most extensively examined of regional integration groups (see, for example, Segal 1967, Wilford 1970,

Aitken and Lowry 1973, Wionczek 1972, Nugent 1974, and Willmore 1972, 1974, 1976, and 1979).

During the first decade, CACM achieved far greater success in trade liberalization than in regional

industrial programming, and trade integration remained the nucleus of CACM. By 1970, CACM reached

customs union status, with a very few exceptions. Intraregional trade shares climbed from 6 percent in

1960 for imports and 7 percent for exports to 24 and 27 percent, respectively, in 1970 (Heldt 1974, table

1). Until 1968, some of the more intensively traded products within the region also managed to penetrate

world markets, providing some support for the argument that regional integration serves as a training

ground for exporters (table 5).

Assessments of whether trade expansion within CACM was trade-creating or trade-diverting are

inconclusive (table 4), but inequalities in bilateral trade balances were clearly growing. Such inequalities

(table 7) were one reason for the gradual decline of CACM, but not the only one. By the end of the

1960s all member countries were incurring considerable losses in foreign exchange because of falling

world market prices for coffee, bananas, and cotton. In addition, the military conflict between Honduras

and El Salvador in mid-1969 not only ended bilateral relations between the two countries but also

seriously impeded intraregional transport and trade flows.
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Table 7. InUtarional exports in the Central American Common Market, selected years, 1960-87

Country 1960 1968 1970 1973 1976 1980 1983 1986 19p ̂

Value (USS
)iim)

Cosa Rica 1.9 37.7 48.7 69.2 134.9 270.3 187.1 100.5 104. 7
Guatemala 7.3 77.5 106.4 137.6 189.1 403.7 308.2 192.0 230.5
El Salvador 12.7 84.9 75.0 106.8 176.0 295.8 168.1 86.7 117. 1
Hondums 7.4 31.3 19.1 13.3 37.7 S3.9 61.4 18.8 25.)
Nicargua 3.4 26.9 49.9 61.5 119.1 75.4 33.0 15.2 14.1

Toual CACM 32.7 258.3 299.1 388.2 656.8 1129.2 757.7 413.3 491.1

S4mtre
(pemeatage)

Cosa Rica 5.8 14.6 16.3 17.8 20.5 23.9 24.7 24.3 21.,1
Guatemala 22.4 30.0 35.6 35.4 28.8 35.8 40.7 46.5 46A
El Salvador 38.8 32.9 25.1 27.5 26.8 26.2 22.2 21.0 23.3
Hondurs 22.6 12.1 6.4 3.4 5.8 7.4 8.1 4.5 5.
Nicaragua 10.4 10.4 16.7 15.9 18.1 6.7 4.4 3.7 2.!1
Total CACM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.1

a. Preliminary.

Source: World Bank, 1989.

Since then, occasional efforts have been made to revitalize CACM, but they have often been

thwarted by political conflicts or external economic shocks, such as the oil price hikes and the deb',

problem. The old system began to erode seriously with the introduction of nontariff barriers, the

tightening of exchange controls, and the blocking of clearing mechanisms. Not until the mid-1980s was

the institutional framework used again in external economic relations. this time to put into place a iiew

common external tariff. The common tariff, while only one part of a broader system of trariff- ancl

nontariff-based protection, has become increasingly important in recent years as the majority of CACM

members devalued in real terms and thus made tariffs effective again. The intraregional trade shari

began once again to approach 20 percent (table 8), but that number hides much larger variances betlween

members than in the past. The current trend seems to be toward increased bilateralism, a new foc Lis on

cooperation in infrastructure (for example, electricity grid), and 'soft" areas of trade support (tradte

information system, business meetings).
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Table 8. Intra-group trade as a percentage of total exports of selected integration schenes

Region/
scheme 1970 19S0 19S1 19S2 1983 1984 19S5 1986-

Sub-Sabaran Afnca

CACEU 3.4 4.1 3.0 3.6 2.0 4.1 2.0 2.S

ECOWAS 2.1 3.9 4.6 4.1 4.1 2.5 2.5 3.2

WAEC 9.1 6.9 10.1 10.7 11.6 7.4 7.1 6.5

Latin Amencr

LAIA 10.2 13.5 12.6 13.2 10.2 9.2 9.6 11.S

Andean Group 2.3 3.5 3.4 4.5 4.3 3.3 3.1 3.3

CACM 26.8 22.0 20.7 21.3 21.S 19.7 15.9 18.0

CARICOM 7.3 6.4 7.4 9.0 9.3 4.2 5.5 5.5

Asia and Middle East

Gulf Coopention Council na 3.0 Oa 4.2 3.9 4.1 4.6 4.6

ECO 1.1 2.7 4.2 6.4 4.S 11.0 10.0 9.1

ASEAN 4.7 17.8 18.9 23.3 23.1 185 17.9 17.5

BunkokAgr. 1.5 1.8 1.9 2.1 3.2 4.3 2.5 2.2

na is not available.

a.

Data for 1986 are provisional etimates compiled and computed by the UNCTAD Secretaiat from information provided mainly by the

Secretanets of integration groupings.

Source:

UNCrAD, Hardbook of Ilemanonl Trade and Deve&opren &atrdce, vanous upplements. United Nations publication, Sals No.

E1IF.97.M.D.10; Gulf Coopertion Council data are compiled from a report of the ESCWA Secretariat (E/ESCWA/ DPD/l7121).

In sum, distributional conflicts in CACM, as in the other cases examined, were pronounced, even

within this small number of relatively homogeneous countries. Regional import substitution prevailed,

and although it may have had some reallocation effects among the member countries, the effects must

have been small. Economic interdependences were too fragile even during the good years to discourage

politically motivated interventions. That the CACM members never resolved the issue of free labor
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movement within the region supports the argument that factor mobility is an essential element of

successful economic interdependence.

The Caribbean Community. The Caribbean Community (CARICOM) was founded in 197:, as the

successor of the Caribbean Free Trade Association (CARIFTA). It comprises thirteen mostly islard states

(Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, MontserrTat,

St. Kitts-Nevis, St. Lucia, St. Vincent, and Trinidad and Tobago). Four members (Barbados, Guy ma,

Jamaica, and Trinidad and Tobago) are institutionally acknowledged as the more advanced countries. The

member countries have agreed on a common external tariff, and about 90 percent of intraregional rade

has been fteed of restrictions. But since CARICOM formally differentiates between more and less

advanced member countries, only the more advanced countries have fully dismantled tariff barrien

against imports from the less advanced ones. Trade is oriented toward nonmember countries, so

intraregional trade shares have never exceeded 6 percent for imports (1985) and 68 percent for ex] -orts

(Andic, Andic, and Dosser 1971; UNCTAD 1988). Effective rates of protection against competini'

intraregional imports have remained high (Foders 1987, 78).

The Caribbean Multilateral Clearing Facility reached its credit ceilings in 1984 and ceased

operations. A Caribbean Export Bank was launched in support of intraregional trade in nontraditional

manufactured goods, but it is unlikely to counter the trend toward greater trade with extraregional than

with intraregional partners. The United States, for example, the most important trading partner of the

CARICOM countries, established the Caribbean Basin Initiative to expand manufactured exports c f

CARICOM countries to the United States. Members have also undertaken common infrastructure

projects and have coordinated their exploitation of natural resources. The CARICOM countries,

therefore, seem to be more of an example of regional cooperation than of trade integration.
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Regional Integration in Sub-Saharan Afnica

Current Conditions for Integration in Sub-Saharan Africa. Sub-Saharan Africa has the richest

background of experience with integration and cooperation schemes in the developing world. This

experience, however, is replete with contradictions and ambivalence. It would be hard to find a single

African politician who has not taken a positive stand on integration and cooperation, whether at the

modest level of neighborhood relations or the all-embracing Lagos Plan of Action, which envisages free

trade among all African countries by the year 2000. At the same time, the continent hosts the largest

number of ineffective, failed, or dormant integration groups. As a consequence, between 1981 and 1986

intraregional trade in major African integration schemes declined both in current value (U.S. dollars) and

as a share of total trade (table 8).

The current economic malaise of Sub-Saharan Africa has greatly strained integration efforts, as

restrictions on imports of goods and labor from member countries came to be seen as an easy way of

coping with balance of payments problems and unemployment. Even more important, perhaps, a tension

developed between a desire to overcome the "Balkanization' of the African states and the loss of power

that comes with integration, particularly for the less developed countries. Basically, then, the trade-off is

between the economic desirability of integration in a highly fractionated area and the political costs in

terms of power erosion. In this context, the claim for "equal distribution of benefits" appears really to

be a bid for rent-conservation in these countries.

The West African Economic Community. The West African Economic Community (WAEC) -

comprising Burkina Faso, C6te d'Ivoire, Mali, Mauritania, Niger, and Senegal (Benin and Togo have

permanent observer status) - was founded in 1974 in response to a major shortcoming of its predecessor,

the West African Customs Union. That shortcoming was the failure to compensate member governments
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for trade diversion-induced losses in revenues (Robson 1983, chapt. 4). Four characteristics of the

WAEC countries, while theoretically favorable to intraregional trade, made the problem a serious one for

WAEC members.

First, WAEC members have complementary production structures. For example, intersector al

divisions of labor are important in trade between Burkina Faso or Mali, as potential agricultural product

exporters, and Cote d'Ivoire or Senegal, two relatively industrialized members. An indication of t4Le

complementarity is the relatively high level, by African standards, of intraregional trade (7 perceni of

total exports in 1985).

Second, natural barriers to trade, such as prohibitive transportation costs, are lower than els.owhere

in Sub-Saharan Africa. Railway links exist between Mali and Senegal and between Burkina Faso a nd

C6te d'Ivoire.

Third, WAEC enjoys a high degree of factor mobility. The monetary union, with its commo i

central bank, allows for free mobility of capital, and labor mobility is high as well. The effects of factor

mobility on trade are mixed, however. On the one hand, countries are unable to use devaluation a an

instrument of economic policy because of the monetary union. This is particularly damaging to

landlocked countries, which are unable to depreciate their currency to improve their competitive position

vis-a-vis the more advanced coastal countries. On the other hand, factor mobility in general tends on

lower information and transaction costs in intraregional trade, which has a stimulating effect on tr;,,de. In

addition, under conditions of full labor and capital mobility, workers from less developed areas ca n work

in the coastal countries and remit their incomes to their home countries, thus contributing to sustai ned

import demand.

Fourth, funds were available from outside the WAEC framework through the "Council of the

Entente" to finance development projects in the less developed areas. Contributions to the Entente Fund
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came from external donors and, among WAEC members, predominantly from the wealthier countries

such as Cote d'Ivoire and Senegal.

Despite these favorable conditions, efficient intraregional specialization never emerged in WAEC.

One reason was the series of external shocks and, in the larger countries, overall economic policy

failures (for example, government overspending in Cote d'lvoire following the commodity price boom of

the late 1970s). Another impediment was the taxe de cooperation regionale, WAEC's primary policy

instrument, which was a complicated and sometimes conflicting mixture of allocation and distribution

objectives. The tax clearly aimed at limiting intraregional competition through differential tax rates

favoring products from poorer member countries over those from more advanced countries. The tax

raised effective rates of protection through tax escalation and promoted regional import substitution

through explicit discrimination against third-country sources. The costs of this policy have affected both

groups of countries in WAEC - keeping inefficient industries alive in the poorer countries and protecting

industries in the more advanced countries against outside competition, thereby crippling their internation-

al competitiveness.

Despite these failings, WAEC is kept alive by internal support for the monetary union, the desire

to maintain an economic coalition against the political and economic potential of Nigeria within the

Economic Community of West African States (ECOWAS), and - most important - the need to retain its

access to external funds allocated for regional cooperation projects.

The Economic Community of West African States. The Economic Community of West African

States (ECOWAS), founded in 1975 by the sixteen West African states from Mauritania to Nigeria, is

the largest of the African regional groups. Because of its size (about 180 million people) and ambitious

character (its goal is to bridge cultural, ethnic, and language differences) ECOWAS has attracted

considerable attention (see, for example, Robson 1983, Orimalade and Ubogu 1984, Akinyemi et al.
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1984, and Asante 1985 and 1986). Another factor that distinguishes ECOWAS from every other regional

group in the world is the immense discrepancy in market size, production, and trade between Nigeria

and the other members. Nigeria offers enormous potential as a new export market for the smaller

member countries, provided they meet origin rules and competitive requirements. However, the

reluctance of other members to open their markets to Nigerian products has been a stronger force t:ban

the desire to expand exports to Nigeria.

On the basis of its achievements, however, ECOWAS would not have merited as much interest.

Although more than 90 percent of the total trade of ECOWAS members with African countries is w;ithin

ECOWAS, intraregional trade accounted for only 3.2 percent of world exports of ECOWAS in 191i6

(table 8).' Most intraregional trade is in primary commodities and would have occurred even witho it

integration. Another problem plaguing ECOWAS is the disparity in commitment levels among members.

A number of members are more obstructionist than cooperative, failing to participate actively in th,

integration process and preventing consistent implementation of agreed-on decisions among all menibers.

In summary, despite its ambitious treaty, ECOWAS has remained a dormant integration scheroie

which seems only recently to have begun to take into account the very high barriers to efficient reg onal

integration. Since the intraregional trade of ECOWAS has remained low, one must recognize that

ECOWAS instruments to promote integration have been largely ineffective.

The Central African Customs and Economic Union. Up to the mid-1970s, analysts considered

the Central African Customs and Economic Union (CACEU) - comprising Cameroon, the Central

African Republic, Chad, Congo, Gabon, and, later, Equatorial Guinea - to have great promise. CACEU

IActual intra-ECOWAS trade is much higher than recorded levels, however, since widepemad auggling and uaditional border-ame trad:
are unrecorded and the trade ataistics are not very reliable (lgu 1976 aDd 1983, Akano 1984). Tbe high level of unrecorded trade reflectv;,
among others things, the large national differences in aectoml policy interventions and the low degree of macmeconomic policy
coordination.
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was nearing the customs union stage, and its members had negotiated a common investment code for

industries of regional importance and had participated in joint oil refinery for some time (Robson 1968,

Yondo 1970, Mytelka 1973, Langhamnmer 1978, Langdon and Mytelka 1979, and Ndongko 1985).

But its promise was never realized. The share of intraregional trade in total trade fell from 4

percent in the first part of the 1970s to 2.8 percent in 1986 (table 8). A major difficulty was the "single

tax," which was imposed on regionally traded goods and differed according to origin, product,

enterprise, and consuming country. As did the taxe de cooperation regionale in WAEC, the single tax

promoted regional import substitution and sheltered marginal suppliers against competition from member

countries (Ravenhill 1985, 208). Specifically, it raised the effective rate of protection on finished goods

since inputs were imported duty-free, and imposed high administrative and enforcement costs (Ekwe

1987).

Member countries also failed to agree on many other measures, implemented them inconsistently or

half-heartedly, and undercut other common measures through unilateral actions. Thus, for example, the

two-tier common external tariff was diluted by 'supplementary taxes' imposed individually by member

countries. Compensation instruments established in the 1960s and early 1970s were abolished. Agree-

ment was never reached on a policy governing labor mobility, and common industrialization planning on

a regional scale failed to take off. Monetary cooperation and coordination never reached the level

achieved in francophone West Africa. Infrastructure investments, such as the two new railway trunks

(Transcamerounais and Transgabonais), remained national projects and failed to overcome the trade-

dampening effect of poor transportation networks. The common projects that had been undertaken, such

as the oil refinery and the shipping agency, were dropped.

Efforts to launch new integration initiatives during summit meetings between 1985 and 1988 failed,

but a basic revision of integration instruments is now underway.
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The East African Community. The experience of the East African Community (EAC) - Kenya,

Tanzania, and Uganda - offers special insights into the processes guiding the rise and fall of regi( nal

integration efforts. The EAC covered the whole spectrum of regional integration activities from tr; de

integration with compensation to common infrastructure policies. The three countries had achieved a

common internal market during the colonial period, and in EAC, they had a common tariff, harmonized

taxes, a monetary union, and common services (railway, ports, communications, universities and cther

research institutes). Kenya emerged as the primary industrial center in the region, becoming a net

exporter of manufactures. Studies showing that Tanzania was a net loser from integration provided the

impetus for Tanzania and Uganda, which were net importers, to demand compensation and finally to

initiate dissolution procedures.

At least five lessons can be drawn from the EAC experience:

UDisputes over issues of macroeconomic management can be fatal. When Tanzania took a firm pr-

planning stance in opposition to Kenya's relatively market-oriented approach, no compensation sch lme

was able to bridge their profound disagreement.

EFree mobility of labor may be essential for consolidating a regional union. It was one of the few key

features of an integrated regional union that was missing during the colonial period prior to EAC

integration.

* Once again, the training-ground argument for regional integration did not prove to be correct. K Mnya

never achieved international competitiveness in the manufactured goods it exported intraregionally 'table

5).

* Common infrastructure projects may be vulnerable if one or a few members receive a more than

proportionate share of the benefits. In the EAC, the distribution of benefits seems to have been

determined by the level of economic development: Kenya, the more advanced partner, drew more

benefits from common services than did Tanzania and Uganda (iazlewood 1979).
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The Southern African Development Coordination Committee. The Southern African Develop-

ment Coordination Committee (SADCC) was founded in 1980 by the five frontline states Angola,

Botswana, Mozambique, Tanzania, and Zambia, and joined later by Malawi, Lesotho, Swaziland, and

Zimbabwe. SADCC pursues a basically political objective, that of coordinating measures for reducing

economic dependence on South Africa. The emphasis is on regional cooperation in capital-intensive

physical infrastructure (for example, establishing a transport network independent of South African

railways). The record of SADCC summit meetings suggests, however, that not all members are equally

committed to this objective. Countries with strong economic ties with South Africa in trade and capital

and labor movements, such as Malawi and Lesotho, did not participate in the meetings.

Given its political rather than economic objective, SADCC has relied heavily on external funding

(for details on the early history of SADCC, see Zehender 1983). SADCC was successful in 1988 in

attracting external donor financing for regional transportation and communication projects. While these

projects may help to link SADCC members and improve cooperation among them, internal cooperation

is still quite fragile and members cannot continue to rely on such external pump-priming. Recent

experiences with the SADCC Food Security Program, aimed at market stabilization, have not been

encouraging with respect to cooperation in the areas of regional trade and food aid. Hay and Rukuni

(1988) conclude that defining the benefits of regional collaboration were much easier than capturing

them.

SADCC lacks clearly defined objectives and efficient instruments of regional policy. While these

deficiencies are in part attributable to external shocks and internal problems such as famine, drought,

civil disorder, and conflict with South Africa, ideological differences between members have played a

large role. Because of the lack of consensus, objectives are defined in increasingly broad and vague

terms and policy instruments are subject to so much negotiation and compromise as to render them

nearly ineffectual.
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The Preferential Trade Area of Eastern and Southern African States. The Preferential 1rade

Area of Eastern and Southern African States (PTA), which was established in 1981, is in effect thie

regional trade division of SADCC, whose member states (with the exception of Angola) form the nucleus

of PTA. Seven other countries (Burundi, Comoros, Ethiopia, Kenya, Mauritius, Rwanda, and Somalia)

are also members of PTA. Given PTA's extraordinary heterogeneity (from Comoros, a remote is) mnd

state, to core countries like Kenya and Zimbabwe), a multilateral approach to trade integration wa.;

clearly not feasible.

Trade liberalization in the PTA framework has been biased toward trade diversion. Member states

must document an "import interest' to qualify products for preferential treatment, an interest that is

likely to be expressed only if intraregional imports do not compete with local production. Furthenrnore,

preference margins increase with the amount of local equity capital. This procedure aims at contaiiing

the strong position of Kenya- and Zimbabwe-based firms, but it discriminates against just those for eign

investors with the strongest intra-PTA networks for expanding intraregional trade.

Administration of import licencing arrangements is reported to be a point of contention (World

Bank 1988, 52). Clearing arrangements through the Harare-based PTA Clearinghouse were intend*d to

ease this problem for intra-PTA trade. However, since only products eligible for preferential treatmnent

have access to clearing facilities, the trade-diversion bias of the policy is still paramount. It is not

surprising, then, that the facilities are underutilized. Licenses are, to a large extent, allocated at ti 5

discretion of the authorities, a process that favors "essential goods" imported from outside the PTA over

goods originating within the PTA, which are frequently viewed as nonessential and replaceable by

domestic production.

Despite these shortcomings, member governments have launched new integration plans, two of

them recently. One calls for intra-PTA liberalization through annual 10-percent reductions in tariffs

among members between 1988 and 1996. The second introduced and mandated the use of travelle:s
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checks denominated in PTA Currency Units for all travellers from within the region in order to facilitate

commercial exchanges and free local businesses from existing exchange restrictions.

The record of the PTA reflects the typical sequence of regional integration efforts in Africa,

whether their aim is cooperation or integration. A dynamic initial phase, in which numerous programs

are launched and common institutions established (such as a common list of imports to be liberalized or a

clearinghouse), is followed by a period of implementation difficulties or failures and ratification

problems. The central question remains whether such institutional arrangements can, in any case, really

cure the trade problems within the PTA, which are the result primarily of numerous uncoordinated and

often arbitrarily applied nontariff barriers.

Regional Integration in the Middle East and Asia

Cooperation Schemes. Regional integration and cooperation schemes in the Middle East and Asia

have never attracted the same attention as those in Latin America and Sub-Saharan Africa. The reasons

for this relative lack of interest are both political and economic. Relationships between countries in the

Middle East and Asia have often been hostile, so any economic or even political rationale for defining

common policies was often overshadowed by nationalistic impulses. In cases in which shared external

challenges opened the door to some common initiatives, as in North Africa and the Middle East, the

plans were generally of little substance. At the same time, the enormous economic heterogeneity of the

countries in these two regions raised concerns that integration would create an unequal distribution of

benefits. Finally, complementarity is low among these countries. Most of them have been accustomed to

competing individually with the industrial economies, and their individual successes undermine

arguments about the benefits to be gained from integration.
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For these reasons, cooperation has attracted more interest than integration in these regions.

Examples are the Gulf Cooperation Council (GCC) - Bahrain, Kuwait, Oman, Qatar, Saudi Arab .a, and

the United Arab Emirates - and the South Asian Association for Regional Cooperation (SAARC) --

Bangladesh, Bhutan, India, the Maldives, Nepal, Pakistan, and Sri Lanka. Both schemes are little more

than umbrella organizations.

Such organizations are not new in these regions. An early example is the old tripartite arrangrement

between Iran, Pakistan, and Turkey founded in 1964 as the Regional Cooperation for Developmen

(RCD). The RCD promoted joint-purpose enterprises - in which private agents or parastatals finatlced

part of the equity capital - to promote regional interest and solidarity (Little 1966, 181; Brewster 1971;

Bahadir 1984). In some of these joint-purpose enterprises, public sector influence was quite strong, for

example, through public ownership, long-term purchase or sourcing guarantees provided by nonpri)du-

cing member states, and guarantees of profit participation and repatriation in the original investmenti

currency. Political and military conflicts in this region put an end to these cooperative endeavors,lj;ving

only the Association of Southeast Asian Nations as a survivor of early integration schemes in Asia and

the Middle East.

The Association of Southeast Asian Nations. The Association of Southeast Asian Nations

(ASEAN), founded by Indonesia, Malaysia, the Philippines, Singapore, and Thailand in 1967 and joined

by Brunei in 1984, is by far the most successful Asian integration and cooperation scheme. ASEA 4 has

a worldwide reputation and is recognized as a partner in discussions by OECD members. (For a

comprehensive overview of ASEAN achievements, see ASEAN 1987a and 1987b and Soopie et a].

1987.)

Member countries initially agreed on a preferential trading arrangement. In December 1987,

members agreed to increase product coverage and the depth of tariff cuts. However, tariff preferences
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are not very important in intra-ASEAN trade, a condition that is unlikely to change. Estimates of

intraregional exports, supported by rules-of-origin certificates, suggest that this trade amounted to only

US$45 million in 1982 (Chng 1985, 33), or 1 percent of total intra-ASEAN nonoil exports. Most intra-

ASEAN trade is in primary commodities (table 8), which are not eligible for preferential treatment, or in

manufactures that do not meet rules-of-origin requirements (Rieger 1985). Furthermore, recent empirical

evidence has found that many tariffs are not binding (Langhanrmer 1988) and that ASEAN traders view

nontariff barriers as a more serious obstacle to trade (Sanchez 1987).

Industrial cooperation in ASEAN was shaped by recommendations of a UN mission in the early

1970s (UN Kansu Report 1974) favoring large-scale regional projects. Instruments introduced to promote

industrial cooperation followed three different approaches, each designed in turn to replace an approach

that had failed. First was the ASEAN Industrial Project, which planned to build five large-scale industrial

plants, one in each of the five founding member states. None of these projects was implemented. Next,

the ASEAN members launched the Industrial Complementarity Scheme, a package of various forward-

and backward-linked products. This scheme, too, was never implemented. The third and least ambitious

was the ASEAN Industrial Joint Venture scheme, which required majority ownership by residents of at

least two member countries to qualify for preferential treatment and other privileges. Despite later

improvements in incentives, this scheme has not yet attracted local businessmen. While none of these

schemes was successful, member countries have come to share a common perspective on the appropriate

division of labor between the private and the public sectors and on the primacy of efficiency as a driving

force of development.

In sum, ASEAN owes its worldwide reputation not to any progress in internal integration or

industrial cooperation, but to other factors. These include its role as a representative of the common

interests of its members in foreign affairs and in continuing dialogues with the major OECD countries on

market accessibility. ASEAN has achieved some success in increasing its collective bargaining power in
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its dialogues with OECD members (Langhammer 1985). In addition, ASEAN members have established

strong internal networks for business consultation and software cooperation without surrendering national

sovereignty with respect to major economic policies.

Recent Changes in Regional Integration

Regional integration efforts among developing countries have changed considerably in the 1980s.

While most new initiatives have not yet been fully implemented, they differ from earlier schemes i n three

major ways:

* Less binding project-oriented cooperation schemes have generally replaced preannounced schedules for

internal integration through free trade areas, customs unions, and common markets.

* Integration scheme members have been granted more leeway to liberalize at their own pace (whi -.h

allows some members to proceed more rapidly than others), to negotiate bilateral preferences with

partners sharing common sectoral interests, and to keep such agreements open for future participation by

other members.

' Cooperation in physical infrastructure, such as communications and transport, and in such suppoa1.

areas as training, research, and technology has taken precedence over cooperation schemes for regi )nal

industrialization planning.

The shift in emphasis from integration to cooperation is visible in all major regional groupingfs. All

have learned the lesson that efforts to copy the example of the European Economic Community wil not

work in developing countries. In trade, the straightforward approach to liberalization of goods and Factor

movements based on the precommitment of members to a fixed, multistage approach has been abari-

doned. Discretionary action now prevails over binding schedules.
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Agenda for Policy Action

Promoting Cooperation Rather Than Integration

This analysis of experience with regional integration shows that the expected benefits never

materialized. Despite numerous integration and cooperation efforts under varying political and economic

conditions, regional integration among developing countries has failed as a viable development strategy.

While some individual members of integration schemes have achieved sustained economic growth and

social development - the Southeast Asian countries, Brazil, and Kenya and Cote d'Ivoire in the 1960s

and early 1970s - they did so not because of regional integration efforts but despite them. Unfortunately,

what regional integration has promoted best is trade diversion and a prolonged process of inefficient

regional import substitution (see also Inotai 1986).

What remains on the positive side of the ledger are scattered examples of regional cooperation in

specific areas of common interest among partner countries. Most notable among these have been joint

efforts to deal with actual or perceived external threats or the production of public goods (education,

research and development, infrastructure, environment) that would have been too costly for individual

countries (ASEAN, Gulf Cooperation Council, SADCC, ECOWAS). Thus, regional cooperation in areas

of common interest appears to offer the only starting point for promoting regional integration among

developing countries in the future. Success, however, hinges on several preconditions:

*The initiative for cooperation has to come from within the countries concerned.

* Participating countries must undertake the necessary domestic policy reforms. As long as misguided

incentive systems distort the pattern of production and trade, the prospects for regional cooperation are

slight. Unless governments limit their interference in the economy to the establishment of an appropriate

economic framework for the initiatives of individual economic agents, whether farmers, entrepreneurs,
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or traders, the prospective gains from regional. cooperation will not be realized. In a highly distorted

environment, it is difficult to identify promising areas for cooperation or to get private agents to respond

to efforts for the joint production of public goods.

* Efforts in regional cooperation should not be discouraged by the external economic environmen :. If

cooperation is to be successful in the sense of fostering diversification into new economic activitie; and a

more efficient division of labor among partner countries, OECD countries must provide unrestricttxi

access to their markets for the products of these regional groups.

Support for Economic Cooperation

This paper has identified several areas in which economic cooperation would profit developir g

countries and complement their domestic policy reform programs. Given the politicoeconomic con;traints

to policymaking in these countries, the desire for cooperation will emerge only in areas in which

cooperation serves mutual interests - that is, when participating countries all stand to gain from

cooperation and the vested interests that will lose from such activities can be overruled or compens ited.

These preconditions will be met, if at all, in cooperative agreements for the joint production of public

goods. The fact that a large number of such projects have already been implemented with external

support adds weight to this argument.

Cooperation is likely to be most desirable and effective in four areas:

*Deregulation and development of factor markets, particularly for labor and capital.

* Science and technology development.

* Design and implementation of fiscal policies.
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* Coordination and cooperation at the sectoral level on policies and institutions pertaining to food,

agriculture and forestry, industry, minerals and energy, trade, transport, and communications -

particularly for countries at an early stage of development.

Cooperation may take different forms, from the simple exchange of information through the

provision of joint training facilities and a mutual recognition and adaptation of rules and regulations to

the implementation of joint policies and the establishment of joint institutions with quasi-legislative

powers.

An improved flow of information is needed to lay the groundwork for economic cooperation.

Institutionalized access to information on rules and regulations implemented in partner countries and on

bureaucratic procedures - such as customs and tax administration, public procurement, or the evaluation

of investment applications - will help bureaucrats and businessmen to assess the obstacles to and gains

from an expansion of economic activities across borders. Related to this is the need for timely publica-

tion of standardized statistical data, which may require improvement of administrative capabilities and

technical facilities.

Both appropriate policy formulation and efficient private decisionmaking require a well-trained

technocratic elite, and the lack of such trained manpower generally constitutes a major botfleneck to

economic development. The needed development of human resources could be accelerated if countries

cooperated in establishing training programs. Many topics of importance to development may be suitable

for joint training of senior administrative staff and private entrepreneurs, including modem techniques of

government administration, adaptation of new technologies, the functioning of labor and capital markets,

and international trade and marketing requirements.

Policy coordination could focus on streamlining and facilitating the adoption of common rules,

regulations, and norms; harmonizing customs, tax, and other administrative procedures; and ensuring the

mutual recognition of privileges or rights of access among member countries. The aim is to achieve
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greater transparency of government interventions in markets and to standardize these interventions among

partner countries as much as possible to remove barriers to access for people and goods.

A stronger form of policy coordination involves joint policies that can be of mutual benefit Awhen

the policy implications are supranational. This approach might include exploitation of internationally

mobile resources, energy and water management, envirommental protection, control of population

growth, food security, fishing rights, trade in narcotics and weapons, and surveillance of air and r oarine

transport. This list is by no means exhaustive, but all joint policies have in common the need to rt ach

mutual agreement on policy design and implementation.

In areas in which 4ecisions need to be made frequently, the establishment of joint institution.;

endowed with certain administrative powers might be preferable to tedious negotiations between

government representatives. The borderline between joint policies and joint institutions is thin, and joint

policies may be executed by joint surveillance bodies, agencies, or councils. Joint institutions may also

be established as a cost-sharing measure. Domestic demand or budgetary considerations may make it

worthwhile to pursue certain government activities on a cooperative basis with other partner countries.

Cases in point are research and training centers for a wide range of topics of mutual interest (agric;iltural

development, industrial technologies, banking, marketing, energy, environmental issues, climate, health,

and nutrition). In establishing such institutions, participating countries must be extremely sensitive 1o the

need for an equal distribution of the benefits derived from these institutions. Many joint institutions have

floundered or even been dissolved because individual member countries did not make their financia

contributions or were dissatisfied with their share of the benefits of cooperation.

This overview of areas of potential cooperation among developing countries clearly indicates le

supplementary nature of such efforts. Similarly, most cooperation projects or programs are likely tU be

small in terms of required external financial support. Improving policy coordination and the flow o:l

information will, in the main, be a matter of providing technical assistance, although foreign funding
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may be-needed to help rehabilitate existing institutions or establish new ones. In economically less

developed countries, the absorptive capacity for such projects is limited, however, because of a scarcity

of skilled personnel. For these reasons, the main thrust of external assistance should be to support

domestic policy reform, as outlined above.
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