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Avstract:

This thesis covers the subject of economic
integration in the Dast African setting. Iollowing a
~review of custom union theory literature, a closer examina-
tion is made of the historical and economié background of
the Last African Common Market.

A case is then made for Zambian entry into the
Common Market with particular emphasis put on the effect
it wduld have'on the growth of G.D.P. (impact effect)
and the development of industry. B

An empiricasl examination of the impact effect'
indicates that Tanzania will be the largest net gainer.

A model is also presented that shows the effect
of integration on the time horizon cof industrial growth.

- Finally, the thesis concludeS'that there are net gains
that can be enjoyed by all parties if integration is
impiemented in a rational manner and industrial planning
is executed by an inter-country industrial planning board
that would allocate industry among thé member countries

based on sound economic criteria.
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"The concept of economic cooperation offers fto member
States of the kast African sub-region a great

- potential for advancement towards our common good
of sustained economic growth."

- Dr. Kenneth Kaunda
President of 1he Repub!xc of Zambia

INTRODUCT | ON
“tt is most appropriafe that this quoTa%ion éf President Kaundafs(
infroduces the theme of the thesis. For it is the effects of Zambian
| entry into the East Africén Common Market (EACM), that will be of main
: éoncern in the folfowing chapters. |
AT present the only members of the EACM are.Kenya, Uganda and
"Tanzanla.' These counTrles have shared a common markeT since 1927 and
over Tﬁe Yeahs have co~operated in developing common services and organ-
izations. ° Other CounTriés.of the sub-region have expressed an inTerésf‘
in parTICIpaTlng |n The EACM and are Therefore inTeresTed in what hrobi
Iems mngh1 arise from The exfen5|on of The common market. | |
| Zambia in-parTicuIar is interested in associafing wiThIThe EACM,2
‘”since it is a tandlocked nation wﬁich fiﬁds f%self in a rather précarious
: eéonomic and poliTicél situation. If-is, Thérefore, appropriéTe for us
Té examine the case of Zamgian_enfry info the commoh markef} and also to hope
+ha+ our findings and approach will be of benéfiT to other states that are
contemplating similar action.
A éomplefe examination éf third EoUnfky entry info a common market

must consider the effect integration will have on such things as capital



formanOn, naTiéné1 income, indusTriaIizanon, foreign investment,
agricultural production, ‘monetary and fiscal_pdlicy, consumer price
Ievéj;facTor mobility, balance of payments, international relafions,‘
educéffon,'polifical sfabifiTy, and finally, The social and cultural
attitudes of the nation. Such a study would be a Herculean task
~involving not a thesis but a book—lengfh STudy. For this reason

we shal] focus our attention on a fewvof.fhe ma jor facTofs suchvés
national income, the réfé of industriatization, and the general course
 'of economic development. Only cursory henfion'will be made to the
other factors insofar as they relate to our main Topics.‘

The body of the thesis will.conféin, 1) a theoretical and
Hisférical perépec+ive of the situation (Chapters 1,2 and 3),7 (2) an
empirical study of the short run effects of fhe proposed integration
"(Chépfer 4), (3) a ThedreTical model suggesting how the study might be

exfeﬁded (ChapTer 5}, and finally,'(4)‘The summation and drawing Together
“of our coné!usioﬁs{' o » ’

I+ is hoped ThéT the thesis will_giVe fhe reader an insjghf
info-The.proﬁlems faéing the East African Commoﬁ Market, and the effect
- the "proposed integration" wi!f'have on the conTinued operafion of the

community.



3.
CHAPTER |

Custom Union theory and it's relevance tc the
developing world,

| In the inT%odgcTion we»pdihfeal§u+ the all—e5comp$ésing nature
of the question. There has developed a body of economic theory dealing
with the very question of economic inTegraTionL. The ne*T obvious
que§+lon‘f5, "To what extent can this body of theory provide us with
_ Tools to evaluate the effects ovaambian entry into the East African
Common'MarkeT. o
: Custom Union theory hasvbeen:a Ia+e arrival to the general body 
of econémic +heory. I+ wasn't until %he early 1950's that economic
inTegraTion-became a popular +opic. ~Jacob Viner opened the wholé
- quesflon of custom union theory in 1950 with his ploneernng work entitled,
”The Custom Union Issue" |
| Viner was concerned with the generally accepted hypothesis that
since a cusfom.union Was a movement towards free frade and since free
.Trade'}ncfeéSed péfénfiélvglobalvwelfaré; Theh ahyhmovemenf in that
direction would increase welfare. | |
».The Vinerian mode! is quite simple and can best be used.fo show
the contributions he made +6 Custom Union %heory by dispelling the prev-
‘iously-hefdmisconcepfion. Table‘1.1 presenfs the relevant data.

Money price (at existing exchange raTes) of a Slngle
Commodity X in Three Countries

Country A B .. C
. Price : 28¢ o 24¢ . 20¢

‘ff_COUnTry A levies an import thy of 50% on commbdify X, it would

be sufficienf'fo protect its local prodUcTion. I'f ‘A forms a custom union



<with B or C and drops the Tariff, then country A would buy coMdeT?V”;M;;
X frém a lower cost producer. This is Tradé ”CrQaTion". |f country
A-levied a>25% import tax then it would buy commodity X'froﬁ canTryAC,
the lowest cost producer. If a custom union Was-creafed between A and

B then A would buy from B .at 24¢ rather than C at 20¢ plué 5¢ tariff.
- This is Viner's "exaﬁple of trade "diversion" since A buys from a high
cosT.pérTner préducer fa%her than from the lowest cost prodgcer. Viner’

concluded that because trade diversion represented a shift from the lowest

CosT source of supply to a higher cost source, that it represented a move-

ment from a more to a_Ieés efficient ailocafion of_reéourcés; Viner
further concluded that the greater The bverlap of commod i Ties produced
and SrdfecTed by both countries, %He gféafer'willrbe the gains from in-
Tégréfion.vyl' |
| Viner's‘ahaiysis‘of Thekcusfom‘union‘issue sTfrred the interest
[ . , : _
of other economists who were anxious to contribute to the discussion.
Vinerian analysis set fhe_direcfion for future investigation and fbf
over ahdecade refinemenfs were added to hiévénafysis;
w-'The’emphésis of these investigations was p!éced upon the welfare
. gainé‘énd the conditions necessary to bring them about. Drs._Makower'
and MofTon concluded from their s+udy2 that the greaTeEvThe difference
between the cost ratios of the overlapping commodiffes'of The pérTner
counTriés, the greater wou]d be gains ffdm fradeféreafion.
| llmplfciT in:Vihér's énélysfs was the assuhpfion that cémmodifies
wére cénsumed in some fixed proporfién‘independenT of the sfrucfure of
AreIaTivé prfces. This weakness in .Viner's theory was picked up quite
" independenfly by LipseyS, Meade4’and Gehrel.s' |
All three realized the imporTahce in most cases of the substit-

ution effect and The.implicaTions it carried for custom union theory.
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The main gfsT of fhe_argumenf fs as féllost consumers are
assumed to defermine their céhsumpTion paTTerns based upon the relative ..~
price of commodities. Professor Gehrels restricts his analysis to Two
:Qomquifies whiéh we wiil éésume are subject to a substitution effect.
Figure 1.1 shows.counfry A prbducing commod i Ty + and trading with counTry'
B which producés,commodiTy X.  The sWope of lfne A.B represents the
Terhé of trade beTwéen X and Y when A.Tfadeé Wi+h B. The free frade

equilibrium point will be when A.B is tangent to the highest indifference

curve T! If a tariff is imposed by A onbcommodiTy X then the relative
price in terms of good Y will be’ higher, as indfcaTed by the slope of
l'ine AfB'. .:The new equilfbrium will be where the A'B' cuts A.B and is

- tangent to I''! at point 2. This is the point where the domestic market
' rafe-of transformation equals the free trade market rate of TransfdrmaTion
whiéh is tangent to T''F. Under ThesevcéndiTions it is pOésible to est-

ablish a trade diverTihg custom union and increase welfare.  Such is the

7 case of a union wiTh country C with a market fransformafion fine of A.C.

“The new equ]librium‘is at point E where A.C is tangent fo indifference
curye IY'>;. Thus; fheré has been a gain in welfére.:

:‘Alfhbugh»a case may be made by Gehrels in a 2 commodity model,
Lipsey6poih+s QQT>ThaT when ofhef commodifies.are considéked.af the same
- Time the results are not so profound, Under these circumstances it cannot
be éresumed_fhaf There‘Qill’élways be gains from union. -

._.Profeséor Meade7 Tackles The~sahe problems. . He directs most of
his attention Tolcrificiém and egfension of Vinefian.analysis and make's
iﬁa positive contribution by clarjfying many of the uncertainties. = He
re-exami nes mosf of the Viher’Theory using Belgium'aﬁd the Netherlands as
exambles_of prenT{al custom union partners. He concludes that é»cusfom

L . ST . 8
~union is more likely to increase economic welfare:



(1N IflThé-economiesbof The.parfnerfCOunTrieé are actually
véﬁy compeTiTivé or similar but potentially Very comp lementary. or
dissimilar. |

(2) The higher are the initial rates éf duty on imports into
the partner counTries.

.(3) If each is The.princfpal supbiier to the other of The
products which it exports to-the ofher-éﬁd‘if.each is the principal
market fdr The ofhérVOf the broducfs which f+»impor+s from the oTHer;
| (4) Tﬁe greater is fhe proportion of the world's production,
consumpfion, and tfrade which is covered 5Y the members‘of %he union.

(5) The lower the rate of import duties in the rest of the

i ) . )
world but the greater the number of independent customs areas into which

the rest of:THe world is divided.

(6) If world frade barriers take the form of fixed quantitative
résTricTions rather than of taxes on'imporfsr o

. 7y The'greafer is the scope for economies of‘large—scale.prod-

uction in +hose indusTrfes wifhin the uhion thch are -now enabled to
expand by uhderéﬁffing similar industries in other parts of the union.

(8) lf_Thefe is a parTiai, all—rduﬁd fedQéTion‘by partner
cQCnTries rathern Thanva +o+al eiiminafion of Thosé duTies.‘

Professor Meade concludesvThavaheré is a general prejudice ih
favour of custom unjons. |

Again, Lipsey9 poinTé_ouT fhe'weaknesses of the theory. Méade's

hypothesis may hold in a situation of a marginal changé in Tfariff rates-

but inbmosT custom union situations fhefe will be large tariff reductions
with the result of changes in supply and demand conditions. The results
will then not be so.obvious and you cannoTAchclude that Tthere is a

general prejudice in favour of custom unions.



AfTer‘céncludingbé generall surveyvof custom union.Theory
Lipsey offers three of his own propoéiTions concerning welfare:

(1)  "when only some tariffs are to be cﬁanged, welfare is
: more ‘| ikely +o‘be raised if these Tafiffs are merely reduced than if
they are completely remoVed.“ 10 |

(25.'”gi§en'a country's volume of international trade, a custom
union is more Iikefy to raise welfare the highér-is‘The proportion of
trade with the counTry‘s unionbﬁarTher'énd The lower the proportion of
trade with the outside world."

| -(S)Y "a custom union is more likely +o rafse welfare the Iowef
is:The foTa} volume of foreign frade, for the lower is foreign trade |
E, the lower must be purcha§es’ffém the outside wqud relaTive'fé purchases
of domesTic CommodiTies."?] |
g DiSCUSéiOnnof the Topic did nbf end.here. ~ Throughout The Viter-
ature different aspects of Vinefién analysis weke’discussed12 as.we]l as
~empirical attempts being made to estimate trade ﬁreéfion ahd trade
. diveréion foh given country .groups. |

These fheories Were mostly developed with the economiés of developed
counTrieé in mind. Thé obvious question then arises: WhaTbheIp'can these
theories offer when considering The>si+uaTiQh of developfng éounfrieé?

One common characferisTic_df Tﬁe Theofies previously mentioned
(henceforth referred +o_as Tbe Classical Theory Qf Cusfovanions) are that
they are sTanc models, concerned with the welfare,effecf generated by
trade diQersion and frade creaTﬁon. This is certainly a legiffmafe con-
cern for develdped couniries wheréVThe structures of the domestic economies
concernéd are already forhed and displayka cerTainvéﬁounT‘of rigidity.

As Professor Lipsey most aptly poinfs‘ouf in the infroduction to his

"Survey Article", most of the attention of custom union theory has been
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placed onn wel%are gains arising from épecializéfion_of production
while the welfare gain accruing froﬁ a change in the rate of economic -
groWTh is "not being dealt with at all”.]4 Yet it is this very sourée
 of welfare‘gain That is ofvdominanT importance to the developing world.

| The emphasis of the classical theories, fherefore, has limited
their use as analytical Toolé ih.fhe developfng world. — The fixed and
‘static aséumpfions of classical theory are variables in the dynémic'
pro¢ess of dévelophenf. | The assumptions of fixed factor proportion,
full .employment of resources, compeTiTive pricfng, given industrial
sTrucTuré, for ekample,,are all assumptions that do not hold for the
developing world: they are the variable factors that afe looked to
to create an iﬁcrease in fhe rate of économié development. We must,
fherefore, find a fheory fhaT takes into consideration Thgse factors
‘ Wheﬁﬁpfesenfing a Théory of economic integration as an engine of growth.
See}hg fhe need‘for such an approach Drs. Cooper and'Massell
' develéped a theory %haTronId take into account some of Taése 1‘a<:’rors.]5
The main contribution of.Their moael'is the realization that developing
coun%ries desire indQsTrializafion. This follows the Prebish-UN Thesis_
ThaT_developing countries must Jook to’ increased jhdusfrial development
and eventual éxporT of manufac+uréd goéds in.order o nérrowlfhe incoﬁe
disparities between the 'have' and 'have not' countries. In ofder to
undergolfhe dynamic changes fn Tﬁe sfrubture of their economies, the
.Cooper?Massellvmodel accepts indusTria]iéaTiQn és.é legiTimaTe'policy
~goal. An interesting feature of their model is that it shows-fhe
Trade—off'befween industrialization and national income.  This might
reflect the siTuaTidn:in many dévelopjng naTionsbwhich ekpqrf prjmary‘
‘producfs.‘_ One drawback of their model fs that after presénfing a convinc-

- ing afgumenf regarding the inappropriateness of classical +héory,>+hey
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proceed to make some of fhe‘séme assUmpTions (i.e.‘full emp loyment, .
constant cosTs, compeTiije pricing and constant terms of trade). But
it-is perhaps initially necessary to retain some of these assumptions

~in order fo construct a déTermfnaTevand comprehensive theoretical model.

| " The model accommodaTes‘The‘ngernmenfs desire for industrial-

~ ization by consf%ucf}né‘a demand curve D.D which shows the level of indus;
Trial producTion'deéired at dfffering-!evels of cost of protection. This

demand curve is negatively sloped, ihdjcafinnghaT at a high cost of

protection a smaller amount of industfrial producTioﬁ will be desired by
national planners. In its original form the model labels the vertical
‘ axié as the marginal cost of industry; ‘I have changed the vertical axis

to read as the marginaY éosf of proTeéTion for in fact the cost of pro-
Técfion is not the marginal.cogf of the industry but fhe difference be-
tween the marginal cost and world market pricé. Thfé change is there-
‘fore éonsisTenf with the rest of the modé},h o
| | :-The suppiy curve S.5 is stepped since each differeéf desired in-
" dusfry requires differing degrees of protection. The.indusfries are
arrgﬁged fn ascending order of costs of producfibn. Since the national
l‘ planheré‘deéire for indﬁsfrial'producfion D.D and‘fhe supply of industrial
prodUcTioh S.S Tﬁe‘equilibrium point is»wheré the two curves intersect at
~point P. in figure 1;2. - AL indusfries to Tﬁe right of V will not be.
prdTecTed and those to the left of V wi{l be protected aT.a ToTal‘cosT’
.(or'loss’of néTionéI incéme) of O;S;P.V. | |

| 1t is assuméd in this model that the country considered.hés a
comparative advénfage in primary goods exporT,‘f.e. corn. If_iT Qanfed
to maxihize national incoﬁe it should engage in the economic activity
AwiTh The”highesf return in this case cérn production. Any.divefsion of'v

economic resource from corn producton will mean a decrease in national
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income. There is, therefore, a conscious Trade-off made between

industrial production and national income.

This situation is illustrated in figuke 1.3 by a  produQTion
' - \ . o .
consumption curve MN.  |f no industrial production is undertaken then
national income will be maximized at point M.

As indusTriaIbproducTion‘jncreases national income\féils anil
it reaéhes pofnT N Qhere all national income is derived from indusfrial.
.producfion. Thé shape of the indifférence curve |.1. indicafesvThe |
naTionaj planners' preference, for example, a ho izontal |.l. would show
infinTTé preference for corn proddcfion as a‘méThod of maximizing income.
With such an indifference map the corger sqluTion M wou id resulf and éorn
_producTion wou|d be the onfy economic activity. Point P in figure 1.3
. corresponds to the point éf.infersecfion of D.D and S.S in figure ].2;
Simi-farly the level of.induéfriéi ﬁroducTion O.V'correspond in both
diégrams; | |
 When a custom union is férmedAbeTween_+wo countries of which each
“has aﬁ inTré—union comparative advantage in at least one indusTry, Thén
 Bo+h_wi!I gain fromhinfegrafioﬁ, ~ Assuming that boTh_cdunfries A and B
~ have a desired industrial production OM (figure.1.4)'Then by forming a
- union, each counfry will specialize in ifs lowest cost industry. In the
: AéiTuaTion depicted in figure 1.4, A préduceé hats and B produces coats
fohbfhé combined market.
The increase_ih welfare ffom the ﬁéTIOnal plannersf;pgin¢ of view
*can be .shown by figure 1.5. The original pféducfion consumption curve
.for the counTryIA is M.N ana The_desiréd Iével of indusTriél production
-0V is indicated aT.poinT P where‘j.l is’TaﬁgenT to M.N. - Curve R.S.‘rep—
resents the siTuéTioﬁ fot A when in union wiTh.B. ’Péinf Rbis Idwér than

M whfch indicates ThaTveven'if.A undertakes no Tndusfrial prbducTion.iT
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must share the cosT'of‘proTecTién of industry in B. Simflarly, if
A undettakes just industrial activity it will have a higher national
income (indicafed by poihT S) as part of a union, since hatf of the
"~ burden of protection will'be borne by Country B. The inTermediéTe:
‘éase where both specialize»ih their lowest cosf industry shows ThaT
wah the samelleVeI-of indusTrializa%ion 0.V that A is on a higHer in-
difference-curve RN |

Using The basic model, Cooper and Massell examine different
possible situations faéing pOTénTIaI pérTners and.conclude:

"The potential gain from C.U will be larger jf:

(1) there is a.steeply rising marginal-cosf of

protection in the +wo ¢oun+ries.

(2) Thé economies have a strong pfeferénée for fndusTry.

(3) +the countries are compleménfary. “

(4). neither counfry'domjnéTés the other in'indﬁsfrial

production generaf!y." 16
>WhaT caﬁ this model tell us about Tﬁé possible welfare gainé from
70Qr proposéd inTegraTioh?_ From Thé.informaTion'available some potential
_ Qafns frdm_C.U will be for%hcomihg siﬁce there is a sTrong>preference for
indusTriai development. _ The countries involved are poTénTiaIly gomple—
menTary and the hope is that fufure>deVelppmenT will bring each country's
industrial sécTor %o a IeveIAwheré no one partner counTry'will dominafe
~ the other. Thus two of }he above four-condiTions.are fﬁlfjlled..
o The -Cooper-Massel | model- has come closer to providing'an economic
) Tdél with which to study economic integration in'The develbping world.
It has made a positive conTribquon'To custom union theory if dnly‘To
refocus the direction of iﬁvesTigaTion of this fopic. -

With regard fo the question of Zambian entry into the East Africah->
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Common Market dur inquiry follows‘+he éameAdireCTEbn. The tools—that—: e
we shall use will aiso incorporaTs Tﬁe counfﬁies; desire for indusTriaI— :
ization. They deal more specifically-wifh The éffecfs on Thevindusfrial
‘process itself and how such a process will a%fecf the rate of economic
development of the regfén. v We.are,-Thereforé; focusing our anenTioh on

the very source of welfare gain that Lipsey has pointed out is missing

~ from the classical Theory.



CHAPTER 11

Past h151ory of economic co- operaTnon
in East Africa.

Before we address the mein‘euesfion of'fhe thesis it will
be benefieiel to have a brief look at the history of economic co-"
.operaTion of the area. .Tnus it is‘The purpose of this chapter to
‘briefly_neview the main events leading up to independence end the |
problems presently facing the EACM. |

Although the potential benefITS from integration mlghT be great
for a parflcular group of developing counTrles, not all areas can take .
advantage of such a union. There are certain preconditions ThaT must
be mefiprior to infegration: adequafe inferQTerriTory in%rasfrucTure,

a degree of political sTablllfy; planned developmenf and a sufficient :
measure of co- ordlnaflon and harmonlzaf|on of certain econonlc pol|C|es

Within the East African context most of these preconditions were
satisfied. 'The main neason expléining the existence of such a conducive
”aTmosphere was that all three counTries were under the same colonial rule
"~ since World Wer [. BriTisn-CoIonial policy dictated ThevdevelopmenT of
The three Telrlforles on an |nTegraTed basis.

In order to facilitate such a pollcy, a Transporfaffon system was
develoned‘linking the major market areas in the region. AIThoth'This-
; system is not highly.developed compared wifh.advanced economies, it is
adequaTebeneugh to provide cheap transport between the major population
cenfres. The.basjs fehffhe coneumer goods transport is the rail system,
the main line linking the principal port area, Mombasa, with Nairobi,

Kampala, and the north and west part of Uganda. - A second line links -
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Dar-es-Salaam with the interior of Tanzanié_and’a third line connects
.Tﬁe port of Tanga with important agricultural areas of Moshj and Arusha
‘and with Mémbasé. The railways are complemented by a road system that
fs very gooa in Terms of standards of fropical Afrita.

With The'majorlrail links completed in the early 19QO'S, a common
market wasves+ablished between Kenya énd Uganda in 1917, while Tanzania
participated in stages. ) |

In 1922 commoh external Taffffs were'ésfablished, by 1923 there
wés free trade of domestic goéds and by 1927 ‘internal Tariffs‘on imbé?%ed
~ goods had been eliminaTed.beTweeH the three Terriforie§. |

'R_JT.wasn'+°unle‘]949 That Tanzania's department of-éusTomsjwas
ama}gagafed with the other two.

In 1926, the first Conferehée of East African Goyernoré was held,
and in 1932, it was agreed by the Secretary of State for Célonial Affafrs
ThéT The.governors of Tanganyika,_Ugahda and Kenyé woula meef éﬁnually‘To
discuss_maTTers of common interest, and that a permanent secretariat wbuld
‘be established. During World'Warill,.The fhrée territories pooled their
reSouhces to help:in the war effort and became self-sufficient in food .
producTibn. In 1945, the Colonial Office propoéedvThaTia permanent body
called fhe High Commission. replace the Conference of Governors. This
body would deal with the increasing responsibiliTy of the TerffTories}
After a revision of the Qrigiqa[ brqposa[, oananQary 1, 1948, The‘High
Commission was creaféd wah séven executive offices: administrator,
'commissioner of Transporfafion, postmaster-general, legal secretary,

" financial secretary, commissioner of customs and chief administrative

secretary.
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The legislative afm-of +he EACM was the Central LeéisIaTive
_Assembly (CLA) that consisted éf a Speaker, the seven ex-officio

members fmenfioned in the previous paragraph), six nominated members

.énd twenty unofficial members. The.Three governors each nominated two
members, appointed three unofffcial members and the territorial legis=
iafures elected Threerunofficia] ﬁembe}s! The remafﬁing fWo unofficial
members were local Arab citizens appointed by the High Commission.  The
V'V CLA had fimifed powers and was a rubber stamp Bqdy that was to support the
decisions of the High Commission.  No b}ll could be inTroduced into the
assehbly unless its introduction had received approvai of the High |
Commissioﬁ. “The Higthb&ﬁiséion could assent or refuse aésenT to bills
.éT its aiscrefion énd»i+.also had the power to declare passed a bill which
the assembly failed to pasé. THe CLA's power was limiTéd fo LegislaTioﬁ
on appropriation of funds To_differenT'common‘agencies.

' Along with fthese twa joint és%abiighmenfs céhe tThe formaffon of the
Cbmmon Services Organization. This body was to run a'co—ordinafed program
}n Transporfafion, communicafibn, révenue collection and research éervices.
(See Appendjx_l A). This érrangemenf allowed for the most economical dis-
tribution of"ékiiléd'adminiéfra+ofs.

vfhe main limitation on the EACM was that it dfd not, until 1961,
have its own source of révenue.. It depended on the Terriforial counciis
and the British Colcnial and.Welfare Offices fofvifs operating expenses.

.Foliowing the Raisman ReporT1 fecommendafions,_a distributive pool
waé established under the adminisfrafion of the High Commission to finance
common services. - The fund récefved 40% of jncome Tag from corporéTions,

6% of.Customs and Excise duties colleéfed in East Africa. The fund paid



The cost of collection, and the remaining Eevenué was used to finance
the services wifh the remaining amount being divided equally among the
‘three territories. [n that same year the High Commission was trans-
‘fbrmed info the East African Common Services OréanizaTion (EACSO) .
This‘was not simply a change in name alone but was an official shift
fﬁbm colonial to fndependenf rule. vThé_execuTive body was made up of
representatives of the three territorial gévernﬁenfs which, for example,even
had the powers fo aménd the constitution. |

At the same time the CLA was en!argéd énd made to consist wholly
of members elected by The-Legisléfures of The three countries.

.{Thé Authority was run by Committees on which minisTfies of‘The Three
fndiviéual countries were represented and whfch covered Finance, Communic-
.affbn, Commerceraﬁd lnduéfry, Social and Research Services andbLabour. The
decisions of these commiTTees musT:be'made on a unaminous basis thus |imit-
Lng‘Their effectiveness to maners on which Thére'are né ma jor aivergehces

df intferests among the three couﬁTries. | | |
These fnsTiTuTional'changes came at an épporTune time when it was
politically essenffal to shed the yoke of the British colonial rulers. This
' reorganizafion of the EAHC formalized The break between ériféin and Easfi_
>Africa, but maintained The.imporTanT érganizafional Toél'for cohTinued co—

operation.
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A further incenfivé for continued economic inTegraTion.waS The

o éxisTenée of a common cufrenéy.fgr the Three Tefriforiés.‘ In 1919 the
EaQT African Currency Board was established by The BriTigh Colonial
Offiée._ Like ofther Currency Boagds its main function was fo act as a

' currency.aufhoriTy, exchanging East African shillings for pounds sterling
.on the basis of 20:1. .Uhder this early sysTem'The EACB had limited

pQwers and local .money supply was [|imited to the requirements of the -

balance of payments. In 1955 the EACB was authorized to hold portfolio

securities of the local government to the extent of 10 million pounds.

This amount had gradually increased to 35 million pounds in 1964, This
i

prQVided an addifioﬁal'dégree ofrmoneTary'fjexibilify and permiffed a
gegreé.of‘deffcif ffnancing To fhevThreQ goVérnmén+s, thch until
;fecenfly has.nof been taken up. |
v Thus the EACB éerved é usefu1 purpose fn The pre-ihdépendénée times.
”lf was logical that with political independence and The.Té!k of fedefafion
This body would be conVerTed to a Central Bank auThoriTyvhaying The power
~ to determine credit policy ra+her.fhanleavfng it to the discrefion of the-
comﬁercial Banks. (The fact Thaf.fhis natural evolufioninéver Took préce
will be dfscuésedlafer in the paper.) .
| Refiecf{ng on fhe early.ihéfiTuTioha] arrangemenfs of the Eas+ Affica
Common Market evéryfhing seemed fo be éef‘for‘a suécessful Transfofmanén
from cQIbniéI rule Tonindépendence and confjnued economic integration.
Even'under such favourable conditions the EACM was.beséT.wiTh prob-
lems that came To-a cIimax fn 1964>when Tanzania threatened to w[Thdraw_
from the organization. | |

‘Examination of infer-territorial trade reveals some basic charac-



Table 2.1

Inter-territorial trade of East Africa

Kenyé o Uganda Tanzania © Compined Ug.& Tan.
Exports Imports: - ~Exports Imports Exports Imports Exports Imports
1959 o : : :
@ Food, beverages and o L. ‘ ; '
: 6,560 2,796 2,929 3,704 . 1,423 4,412 4,352 8,116
Y : . Tobacco . :
Raw materials and 388 1,862 1,342 342 880 406 2,222 748
_ mineral fuels. LT o : :
c _ » . : :
Manufact.goods and 5,784 826 . 953 2,448 S 268 3,231 . 1,221 5,679 °
: chemicals ! : 7 : _ v
d TOTAL 12,232 5,484 5,224 ¢ ‘6,494 2,571 8,049 7,795 14,543
1966 - | - o - o
F ood, Bev., fobacco 7,306 . 3,420 2,755 4,134 1,433 3,941 4,188 8,075
Raw mat. & min.fuels - 5,209 , 2,100 - . 1,430 2,958 - 936 2,518 - 2,366 5,476 ;
Manuf.gocds & chem. - 16,277 5,588 - 6,245 9,312 2,268 9,888 8,513 19,200
' 28,792 11,108 10,430 16,404 4;637 16,347 | 15,107 32,751
Kenyan Inter-territorial ex- Kenyan (nTer—ferriToriaf Im-
ports as % of Combined Uganda - ports as % of total combined
and Tanzania inter-ter.Imports fnter-ter. exports. of Ug. & Tan.
1959 | o , -
Food,bev. tobacco _ v 80.8 : R 64.2 o
Raw mat. & min. fuels ' 51.8 » L ' 83.7 T ‘
Manuf.goods & chem's ' 93.04 . : ’ 67.7 a sSITC CET' 08
TOTAL .- — : - b SITC 2 -
N ‘ 84.1 - 70.3 c SiTc " 5 -
- ' d Excluding SITC
1966 _ - A _ _ category 9.
Food, bev. tobacco _ - 90.4- _ e . ' : 81.6 Source:
Raw mat. & min. fuels B 95.1 ' 88.7 — ‘
Manuf.goods & chem's 84.7 - - 65.6 "~ | I.M.F. Surveys of
. : T ' S ;“—*_ African Economics
87.9 3.5 Vol. 11, p.80
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Terfsfics that have led to discontent. By leaving indusTrializaTTEFf
to markeT forces alone, it was natural ThaT-a manufacturing industry
wou ld deve!ep_in The moéT conducive area. It happened.Tha+ Kenya wae
the most developed ferritory of the three. Nafrobf, now the capifal
of Kenya, was the colonial adminisTraTive centre for the entire region.
Adequate infrasfrUcfdne, a developed financial markef and close proximity
To monefiéed focal markeTs made it +he ideal JoéaTion fer indusTriaIizaTion.
: This neanT ThaT Nairobi became The groning point of Tne area.’ Indusffies
would locate in Kenya and export their products to Uganda and Tanganyika.
"Sfmilarly most imports To:The area paseed Through fhe ihpor{ houses of

Kenya Transfer of imported goods from Kenya To Uganda and Tanganyika

- rose from 18% in 1956 to 23% in 1963 Inter-territorial trade has ‘in-
. creased six-fold from 7 million pounds in 1949 to 44 miltion ln 1966. 5

',1n Tenms of value on inTen~+erriToriaJ Trade Kenya has been the major sodrce
of 5upply ae.well as the principai market wi%h]n»The region.' (From TaBIe
2.]if~ “In ]966 Kenya furnished 29.million peunde or 58%.0% Tanganyfka and
_Uganda's total inter-territorial imports. ATeo‘jn 1966 Kenya produced 85%
: efmanufacTured goods and chemicals imported by-Tanzania and Uganda from E.
‘Africa, 95% of raw material and mineral fuels, and 91% of foodstuffs, |
"bevehages and tobacco. On the other hand, Kenya, in 1966? provided a
_markeT for 74%‘of Tanganyika and‘Uganda'er million peund combinedbinTerf“_

- territorial export of manufactures and chemicals, 66%>has been exported to . -

Kenya of 2 million raw materials and mineral ‘fuels 89% exported to Kenya
and of 4 million pounds worth of foodstuffs, beverages and tobacco, 82% gb

- to Kenya.
A further indication of the inequitable distribution of regional
"pfoducfion is the composition of inter-ferriforial exports.. Among Kenya's

inTer-feFriTorial‘expdrTs in 1966, the leading commodities were petroleum
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products, clothing and footwear, pulp and paper producfs, soap and
cleaning preparations, wheat, synTheth fabrics, cemenT margarine and
shortening, milk and cream, perfume and cosmeTics, butter and gheé and
) chareTTes.  Uganda's leading exports were cotton piecé_goods, animal
' and.vegeTable oils and fats, raw»Tqbacco, iron and steel bars, margarine
and éﬁorfénLng. Those of Tanzania were animal.and_vegefable oils and
fats, aluminum p%oducfs, blankets, raw tobacco, cloThiﬁg and fQoTwear;'
This éomposifion of inter-territorial exports further affirms our
suépicion that Kenya possesses a large sharé of fhe manufacturihg éecTor
of the region. Because of this sitfuation Kenya has come fo rejy more
heavily on inter-ferritorial trade than either Tanzania or Uganda. From
{i§59—}96§ Kenya's fofal infer—ferriforial eprrTs rose from 37% of |
"external domestic exports to 50%. ) )
| iThe cuﬁulaTive effecf,of:. (1)vThé growLﬁg imbalance of inter-
.éounTry trade, (2) the resulTth locational disTribuTioh.of_jndusTrial—
,iiafioh, and (3) the g}owing discénfenf of Tanzania énd Ugaﬁda, ledl+o‘a
lgerious evaluation of the distribution of costs and benefits of infegrafibn.
Thefe are three basic quesfions involved in such an analysis:
1. Would some countries hayé gained»from'hof bélonging to the
EACM? | |
: 2; WhaT gains and Ioéses would‘be involved fér the members of
. the union if’if were to be broken db?
3. WHaT would be the long run gé&ng and . losses of each
membef of EACM if the common markeTHbroke up? .
It would be an impossible task to answer the first quesflon since it
requxres an assessmenT of what developmenT wou ld- have been for individual
counTrieé without EACM. Even if economic analysi;.coUId'give'us this

historical perspective it would be no guide for the future to countries
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a!ready parTicipafing in the common market. The third question also
requires some type o% hisTorica] perspective. _AIThngh it is an im-
portant question for future polfcy decisions it involves taking infok
_ COnsfdefaTion problems that afe passed over in a_comparaTive static
anafysis. Therefore most of the effort has been snenf on a quantitative
analysis of the distribution of.cosfs and benefits of the EACM with fef—
erence To.Thé second quesTion; The first attempt was made by A. J. Brown
in 1961,4 followed by D. P. Ghai in 1964.5' A third attempt was made in
| 1965 by W. T. Newlyn6 and in 1966 important comments were made on the
~ works of Ghai and Newlyn by A. Hazelwood17

Presentation of these Theorles in Append|x |18 show that even
Though it can be‘can be shown under certain assumptions that Tanzania and
Uganda might gain from a breakup of EACM, These theories are cr;Tuc;sed or |
'lnvalndafed by the very assumpfions on which they are based. But one thing
“fjcommonly undersfood from all These analyses is that Kenya has certainly
been the net ganner from the EACM and That steps musT be taken to recT|fy
The suTuaTnon

Such was the pnrpose of the Kampa la experiment. In 1965 the three
governments agreed to measures Thaflwould Tfy'and equalize The situation |
(sea Appendix (C). But this arrangement . was soon to break down for several
reasons.

Kenya nad‘mildly:assenfed Ta the néw measures on the assumption ThaTv
. the EACM would confinue o operaTe on a comhon currency. When Taniania“ ‘
announced plans to open: their ownucanTral banks, Kenyavwifhdrew its support
from the agreement and retaliated by wifhdrawing its support of the planned
Rover assembly plant for Tanzaniakand the indusirial realloaaTion.schemes.

Tanzania refaliafed by imposing restrictions -on imports from Kenya.
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| |T became apparent within a few'monThs ThaT.The agreement would
not be honoured. . With this realization came the need for re-examination
of the whole common market set-up. Thefefore, in 1965, a three counTry.v‘
Minisferial'Commissionbundef the éhafrmanship'ova. Philip of Denmafk waé
established to examine the arrangemeﬁfs of the EACM and make recommend-
ations on a number‘ofbaspecfs of . its @péraTions7

The results of the Phiiipfs Commission was the drafting and accept-
énce of fhe East African Treaty for Eéonomic Cd—operafion.

In June of 1967 the Thfee heads of state signed the Treaty whfch,
for the first time, legalized the existence of THe common ﬁarkeT. The
goals were broad and aimed at preserving the institutions of ?heAcommonv
‘markef Which had confribufed TO'THe devélopmenT of the regicn and at the
same Time fried to resolve some of The pfoblems which had beset the
community.

The administrative structire of the EACM remained relatively
Unchanged. The only change was that. the three Terri%br}al'members of
fhe Authority were fo hold ministerial posts in their local governments
and be part of the cabinet with no other portfolio. |

Secohdly; of minor economic importance was the dé;enTraIizaTion
of +hé headquarters bf tThe common_ééfvice QrganiZanons; Railways remain
in:Nairobi, harbours and the headquarters obehe comhunify stéIf go to
Tanzénia, and post anq Telegfaph and the new East African Development
Banks (EADB) will be set up in Uganda;" AIThougB there may be some loss
. of‘adminisTraTive economiés the decenTrafiéaTion was polificafly expedient.
| Now Tufﬁing to the main probiem facing the EACM we will examine
Those chaﬁges which try to  tackle the problem of uneéual dfsTribuTion bf
cosTS and -benefits discussed earlier. ‘ |

' wa new concepTé were ihTroduced info the Treaty to remedy the
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situation. First the sefting up of Theans+ African Development Bank ——= s
and, second, The inTrbducTion of a.Traﬁsfer Téx system on inTer—TérriT— |
Qriai>Trade; | | -

The Bank was set up with the expfess pUrboSe of aiding. the lesser
developed 'have nof' countries of‘The EACM. Aif three countries
contributed equally to the 56 million dolrér capital stock, but both
Uganda and Tanzania have drawing rights of 38 3/4% while Kenya‘éan draw
énly 224+% of the total investments, guarantees and loans. Pﬁiorffies_
are given to industrial developmenT_projecTs in the lesser jnduéfrialize&
countries and the projecfé-financed by ThebEADB Wi[l be’de;igned To make
.The countries economies more complementary. | : o | i

| The transfer tax system in essence is a |imited fnTer—counTry
Trade resfriéfion. . It is designed Tolhelp the deficit countries dévelop
lééal manufacTUrﬁﬁg wiThouT‘haang Tb combefé‘wifh Kenyan goods in the
initial period of producfionf', The fax applies fo locally produced articles
of a deficiT‘éounTry in inTer—TerriToriéi maﬁufécfured goodé'Trade, énd-can(
be applied-up to a period of eighT yeafs. The briviLege would be forfeited
once the countfry reduces iisideficif by 80%. Thé tariff rate gfself
cannof exceed 50% of the ad Qelorém ThirdAcoun+ry.FaTe on'similar-imports,
éﬁd loéal producTﬁon must have a value of $1OC,OOO. or4supply 15%‘of tThe
domestic mafke+: | 7‘ |
Alfhoﬁghbfhe.Treafy.fried to improve the digfribufioh of benefifé |
‘and costs of integration it resorted to methods of second best so!hTion. |

» The Transfer.Tax in pafficulér is of a shofT run, stop gap nafﬁref
:iT will be'éfgued later in The fheéis Théf tThe only'loﬁé-run,solufibn o
this problem is the enaciment of a regional fndusfrial development plan.
ThisAis what Uganda and Tanzaﬁia have been asking for and it is the premise

of this thesis that under the proposed integration this fact is more likely
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to become a reality.
-Thus The history of fhe area éhows a gpod record of economic co-
QperaTi&n. Wifh.The independence of the Three‘coun+ries and The'growTH
of naTibnal interests, the rQéd to continued infegrafioh i§ not so ecasy.

Problems have arisen and solutions proposed but the future of the EACM

will be determined in the next decade and it is the contention of the
author that Zambian_enfry into the common market will increase the:
prdbabilify of success. I hope the following four chapters will con-

vince the reader to be of this same opinion.
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CHAPTER 1]

Zambia as part of the EACM.

Having investigated the earlyrhisfory of the East African Common

Markef and the problems'which féced,if,iwe now furn to the main premise
of our thesis, 'Zambiah Entry inTo'THe4EACM'. ' In'oraer T6 ngica|1y
present our arguments we mugf‘firsf consider how Zambia fits into the
'-.exisTLng économic structure. |

| Becéuse this question is of paramount impqrfance, This chapter
will be deyoTed To an examination bf different aspecTsvof the enqgiry,
such.as:- (1 simiIarifieé.éhd'djfferences fn the basic sTrﬁcTures and
:developménf of the four eéonomfes? (2) export orienTaTién of all four
. counfries and implications of ourbproposeq infegration, and finally, (3)

" the likely benefits accruing from our proposed inTegréTion.

Comparative examination

..-ln,order to have a look at The.seffing of +he four countries, | have
dfawn up table 3Al1, which briefly summarizes some of the basic characteristics
under the headfngs ofvﬁgeogréphy", ”demography", "cIiméTe", and "economy".
Although ThiskéharTidbes no+.gfve Qs enough inférmafﬂon for-a deTaiied
anal?sié, a few basicvobserVaTiohs Cah be_méde. FiréT; The'obvious‘dfffer—
ence in sizes of domesTicApopulaTionf the population of Zambia fs only a
IiTTIé more +han:hélf Thaf of Uganda. Seéoﬁd;Awe observe that all four
cbunTries are exﬁorT orienfed:‘ that is to say ‘that they rely heavily upon
' exporTs as a major source of forefgn exchange, and a large porTion.oT their
G.D.P. is devoted to export préduéTion. Thus, even a very cﬁrsory>look at
the economic setting reveals two very imporTénT charac+eri$+ics.

To-fake.our analyéis one sTep-furfheE,‘we,ijI exémihe the make—up

of G.D.P. in The-cOunTrieé involved.  Table 3.2 shows the gross domestic
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~ Setting

Climate

" water covered.

363,000 sq. mi. 6%
Zan-
zibar 640 sqg. mi.
Low coastal strip
rising to 4,000'.
Mt. Kilimanjaro -
19,565! Mt.:Meru
14,979, Rufiji &
Ruvuma main rivers.
Lake Tanganyika in
west at elevation

- 2,534",

79° F. mean temp. :
|nadequa+e and poorly disTrlbu—
ted rainfall. Tropical storms.

50" in low areas, so perrenial
crops. 30" or less in Centfral
10% is cultivated.

Plain.

~Pop.

‘Africans mainly Bantu.

.3 mill. (1967)

less then 1% non-African.

Lang. is
Swahili. /4 are Muslim.

Dar es Salaam 272,500.(capital)
Moshi - agric. centfre.

agric.,

~of agric.

Geography - Demography Economy
Kenya. 225,000 sgq. mi., 280 Tropical vegitation on Coast. Pop. 9.9 mill. in 1967. 97% Agriculturaf -
miles N & S of equa- Half country arid lowland. Natu- - African, 2% Indian. 42,000 - base; 75% 4n
tor. 560 miles wide. ral vegitation of poor grass Europeans, 39,000 Arabs, 4,000 agric. Gives 35%
Rift valley in West. and barren deserf. Rést of K. others. Main African groups of GDP and 50%
fwo main rivers - highland, 2-9,000'.. Mf. Kenya Kikuyus, Luo, Luhya,  Language of Foreign earnings
Tunu and Galana. .17,000" with 100" rianfall, de- english or swahili. Nairobi is Manu. of food
: creasing to 10" in the N, -55° 270,000 (capital) Mombassa, stuffs and raw
average at 9,000' and 800 F at 180,000 (port). 6-7% urban materials.
the coast. Grassland atT middle population.’ :
altitude. SW corner of country
best farmland in Africa.
Uganda 91,134 sq. mi., 400 65-85° F. . Pop. 7.7 mill.(1966). " Agricultural
o mi. N=5, 350 E-W, 40-50" rain anually 2.6% increase anually. base. Cotfon &
Mt. Elgon 14,178'. Rainy season Apr/May & Sepi/Oct..  98% African. 80,000 Asian. Coffee. 90% of
/7 swamp and lake. Good condifions for agr|CJ!Ture 5 11,000 Europeans. ‘ pop. in agric.,
L. Victoria 3rd in and IlvosTock Kampala, 80,000 (caplTaI) 60% of GDP, 80%
worid. On plateau - 4 of export earnings.
4-6,000' lifting to
" the N.
~Tanzania

Agric. base.
cotton, coffee,
sisal, Diamonds,
80% of pop. in

80% of
foreign ex., 50% 4
of GDP, and 50%
output

is from SUbSISteﬂCE
farmers.

L



Zambia

290,587 sq. mi. three distinct seasons.

high plateau, 3,500- cool, dry geason, May-
4,500 ', rising to Aug. 50-80". Hot, dry
7,000 '. savannah sept-nov. Hot, rainy

shrub. Dec-Apr. 34" annual
rainfall. 50" in N.,
20-30" in S.

4,065,00 (1968)

3% annual growth rate.

82,700 non-Africans.

Pop. concentration in N. cities
of Kitwe, Ndola, Mufulira,
Luanshya.

Lusaka, 138,000 (capital)

19% of pop. is urban.

73 different fribes.

mining industry base.
50% of GDP.

export earnings are
90-95% derived from
copper. World's 3rd
fargest copper producer.
copper is source of |
2/3 of government
revenues.

'8¢



‘Gross Domestic Product (at factor cost). (3.2)

Currency: $ U.S. Zambia | ‘ Tanzania? : = KenYa3 ’ ‘ - Uganda 4
e 1964 1966 1964 1966 1964 1966 1964 1966
Agriculture .” ‘ ' 392.70 | 406.69 331.65 | 363.87 . | 169.391187.60

» : 74.62 | 84.70 | : _

Forestry & _ : _ 13.59 16.25 6.72| 7.56

" Fisheries - _

Mining & Quarrying | 309.12 | 336.14 16.94| 19.74 ‘ 4.06 4.62 , 14.84| 18.20

Manufacturing 39.48 | 84.28 27.16| 39.62 94.82 | 118.07 | 24,08 49,28

Building and 28.00 | 75.06 21,56 | 24.22] = | 35.29| 46.78| 9.80| 12.89

Construction . ‘ _ : .

Electricity and 7.00 | 10.36] . | 4.90| 6.72] | 19.47 | 21.85 8.12| 10.64

Water _ .
frans. & = - 45.36 | 27.58 | 34.57 | 70.45 | 89.22] . 17.36| 20.44
Communlcaflon S

Wholesale and | g4 45 1 109.62] - .| 84.00| 107.24 1 96.36 | 135.90 54.88| 67.76

‘Retail trade :

Banking, insurance | 33,47 42.57

and real estate .
- 15.68 | 37.38¢ - :

Rent : 31.08 | 37.38 | 52.94 | 58.68 10.92| 13.44
| Government 29.68 | 49.98| o 115.27 | 131.09 | 25.06] 27.16

Services _ : , _

Misc. Services 54.88 68.88 71.25| 86.10 48.89 58.26 , 39.20| 55.44
| TOTAL G.D-P.at  ee9 45 |902.30|  [677.16 | 762.14] - |915.86 | 1064.85 546.27(652.95
i Factor Cost . 4

Sources: 1 Economic Report 1968 Republic of Zambia 3 Surveys of African Economies, Vol.2,p.214

2 Surveys of African Eccnomies, Vol. 2, p.214 4 " o " " D.296

6Z
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product af factor cost for they years 1964 and 1966. We éan see that,
.éven with Zambia included, Kenyé still leads WITh the highest G.D.P. in
56Th‘yeérs. In 1964 Zambia ranked third behind Tanzania but in 1966,

“because of higﬁ copper prices;] her G.D.P. rose Tp rank second only to

Kenyé.

By scanning the fjgures-in.fable 3.2, another basic diffefence
between Zaﬁbfa and the other countries becomés apparent. Fof The EACM
édunTries Thé leading secfof of the eéonomy is agriculfure whide in the
Zémbian econormy the major sector-is mining and quérryihg. ~ In both cases
; These.secfors are the leading export sectors.

Although The‘agﬁiculfural sechrs of the various cdunTries differ
in size they sharé a number of common feéfgres in-TheirvhisTorfcal devel-
opment. »Appéndix]l bresenfed a defailed'analysis of the economic devel-
opménT'of the égriculfural sec+orslof Uganda,'Kényé and-Tanzania. !
.per§se here‘ohiy-To considef a few ofvThe highlights Théf are relgvahf Tb
. Tthe question éf Zambiaﬁ enTry.inToiThe Common Market. |

As mentioned earlier, for all three East African countries the

S
N

1'agricuITural sector has been the leading sector. - In the case of Zambia

-The agrjculfuraW sector has been_developedrin response to Iocai'demand.

With %he develdpmenT of the copper belt in the 1920's there was created a
local demand fér basic food sfuffs;v' The mining companies paid part of
_.Their wagesvin kind and it was éheapér to encourage local produc%ion réfhef
than importing. With the mines coming fﬁfé'full pfodUcTion in 1930, doﬁ—
.esfic coﬁéump+ion of maize rose from 106,000 bags in 1928 To-300,000 bagékinv
1930. CaTTIé purchased by the mines likewise'ihcreased from 5,000 to 18,000

‘head between 1926 and 1930. 2



- Number of Manufacturing Establ ishments 1965

Tanzania Zambia
‘Number of Employmen+ . Output Number of - Employment  Oufput
Estab- - Thous. - Establish- " Thous.
lishments Sh. ments Sh.
] . N L
Food Manufacturing 125 9,223 345,883 66 . 4,122 - 13,524
Bevefages : ‘1 64 49,276. 29 2:194 11,226
Tobacco manufacturing ! 3 1,097 19,307
Textiles B 158 21,911 533,095 ,
. 70 3,154 4,665
Footwear & wearing 10 1,083 23,164 _
apparel i
Manuf. of wood . '
except furniture 73 3,492 37,132
Furniture & fixtures 17 . 440 7,664
Paper products, 22: 813 20,027 25 1,218 2,056
- printing & publ. ST A : '
Leather products 8 242 32,808
Rubber products | 5 104 3,229
Chemical & chemical. s 709 59,677 . |
products R
-Non-metal lic mineral 9 7428 22,754
products 7 :
v Assembly and.repair;of 120 3,476 3’760
. fransportation equip. .
‘Other manufacturing 213 12,042 20,342
TOTAL - 459 40,065 1,242,052 523 26,203 . 55,573

I

c¢ adn
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Until 1924, Nor*herﬁ Rhodes ia wasladminisTered by the British
South African Company. 'If wasvTheih purpése To maximize their shafe-
holders profits. Mining was'The most profitable activity and agricul-
TQral development was only eﬁcouréged.fq give the mine employees a cheap
source of food supply. Rather than rely on local African production they
encouraged European settlers to immigraTé to choice lands that would be
allocated fo Them. Thus by 1958 there were abouT‘T,ZOO Europeanfarmers
employing_45,000 Africans and farhing MOre fhanVS,OOQ,OOO acres. 2 Most
of this land was along the railroad line and therefore had easy access to
the copper belt markets. In.]96O the European farmers marketed over-77%
of ToTalvhérksfed ag}iculfdral production.

Native African farmers Iivea in NaTiye reserves and Native tract
land wﬁfch made up 94% of the total area of Zambia but énly 7% of which
was'cJaséified'”good" for agricu!Tural crops. At present the govefnmenf
js underTakth é progrém to improve the lot df The ATfican farmer by

‘infroducing new farm}ng techniques, fertilizers and moderﬁAsoil manageménf;
Ih this respect, Therefore, there is a markéd’similari+y between Zambfan
and Kenyan development.

Tﬁrning now to the manufacfuring sector we can see a great deal of
similarity béTween %he four -regiaons. '_AIL have‘rélaTivefy small industrial
sectors, with Kenya leadihg with The highesT Ievél of manufacTurTng

oquu%. ) |

From Tabfe 3.3 we see that Zambia has almésf the same number of
indusTriaI.esfabliéhmenTs és Tanzahia; yvet employs only half the number of
wérkers. vln spiTé of this Zambia produced-only 20% less output (by value)
than Tanzaﬁja. The reason for the small manufacTuriné secfér»is Twofoid.

First, most of the economic activity has been placed upoh the copper industry



Table 3.4

Total

89.5%

Agricultural Exports as Percentage of Total Trade ,‘\\\\
(Outside EACM) :
1961 1962 1963 1964 1965 1966
Kenya: ‘Agricultural Exports 27.4 - 30.4 34.4 35.4 32.1 41.1
- (inmillions Total Exports . 35.3. 37.9 43.8 47.1. 47.2 58.1
of pounds) : K
“Agriculture as % of ; _ '
_ 77% 80.2% 78.5% 75.1% 60% 70.7%
Total :
 Tanzania:  Agricultural Exports 36.8 39.4 50.8 53.8 46.3 58.8
- (inmiltlions ' ToTal Exports 48.7 51.2 63.64 70.1 62.8 79.1
- of pounds) Agriculture as % of ~ : s
: fgrte 75.6% 76.9% 80% 76.7% 73.7% 74.3%
Total ) -
Uganda: Agricultural Exports 135.0 32.5 46. 1 56.6 52.6 57.4
(in millions " Total Exports 39.1 37.5 51.5 4.4 62.7 65.9-
of pounds) Agriculture as % of ' :
: 89.5% 86.6% 87.8% - 83.8% 87.1%
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and the inputs demanded for such a mining operation require capifalﬁ"‘

/ intensive production and enjoy large economies of scale. Thus, local

production ie generallyvnof possible. _Local manufacturing production

is, therefore, limited fo products for local final censumpfion. This
bangS'Qs to the second limiting factor: the size of the local market.
With such a Fimited markof focal producfion musT be confined to small
scale producfton of local consumer goods and snmple food pFOCGSSlné in-
dustries. This aga!n is reflecfed in the breakdown of the manufacturing
sector shown in table 3.3. Taus in the spectrum of East African indus;
frial development, Zambia can be listed asea"have‘hoT' counfry. As will
be discussed later, expaﬁsion Qf‘mafkeT s{ze represents one'of the obvious
benefife from infegra+ion. ‘ ‘f

Export Orientation of Economies

As mentioned earlier, all four countries rely heavily upon primary

. goode exports as an fmporTanT source of foreign:exchange;- Censfderjng’

East African trade with countries outside The'EACM, Table 3.4 indicafes
the relevant eifuafioni Because of fhis'heavy“reliance on agricultural
exports all three countries are extremely vu!nerable to sucﬁ exogenous

variables as‘climacfic conditions, disease and worldAbrice flucTuaTiens.

UnforTunaTely the EACM countries have at one time or anoTher in

The last five years been plagued WlTh one or other of These pllghTs The

V_mosT devasfaflng example of Thls phenomenon in recenT hlsTory affecfed The

sisal |ndusTry in Tanzanlaf Slsal exporTs have Trad:flonally been the

main.exporT of Tanzania and subsequenle_she has been producing 2/5 of the.
world_markeT éupply. This fndusfry haslbeen forced to near bankruptcy for
Two.reasons. The first ie_The,declfhe in the world price of sisal. From

the 1964 price of 2,220 Tanzania shillings (T.Sh.) per fon tfo aniallufime-‘
, o : .

. low of 1,290 T.Sh. per fon in 1967. _Thie'has meant a fall in.expor+



revenues from a 1963 level of 22.7 million pounds fo 10 mif!ion pounds
in ]967,5 and likewise expor+'+ax revenue fell from 1.5 million pounds

6

in 1964-65 to .61 million in 1965-66. This fall in price was precip-

"~ itated largely by the increased use é% synTheTics.and iﬁcreased compet-
‘iTioﬁ-from more_modernbplénfafions'in Brazil. | |
The second factor precipiTé%Lng the near col lapse of the industry
" is The inhérénT character of sisal production itself. The production
6f sisal requires a very iafge ini*iaf capital investment in the form of
éufjng hquses and processfng plrants. Initial cabiTal ekbendifures wére
: esTimaTed in 1956 to be at least £200 fo.produce one Tonﬁ of fibre annual ly
- on approximately 2.6 acres of Iand.7 -Combined wiTh Thfs large investment
is a high wage éxbendifuré THaT was esfihafed inA1956 to consist of‘38%_of
the total cds+,- WITH the subseqden+-increases in Afriqan wages in the past
19 yeafs The wége shafe of costs will have increésed greatly.
A further complica?iﬁg factor is that sisal pronCTion must be

:plannéd Qell {n advancé since-The.growTh cycle>is about 10 yéérs. _‘This
fne?asTiCiTy of supply explains why in 1967 even with low.prices and‘ﬁigh
'Iabour costs, sisal producTionAdid'noT decrease by more ‘than 4% from the
1963 production level of 220,000 tons. . | |

| Sisal fs not the oﬁly crop which has been aaversely affected. The
coffee crops héve been hit by'disease as well as having to face oscillafing_
.world priceé. bKenyan coffee pfoduqfion.féij 11%.in 1965 as a resui+ of
berry disease. As well coffee prices fellbfrom_an éll Time high in 1960-of
7,940 E.A.Sh..per Ton.To 5,660 Sh. per ton in 1963 and back up To 6,900 in _:
1966.-8 |

We -see that the East Afriéan counTries are vulnerable to a_number

- of exogenous threats to the main source of their foreign exchange.. A well
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known limiTing consfrain+ fo devélopmenT is The‘availabiliTy of
»foreigh exchange and when This source of.supply is-in a precarious
'posifion Thén‘fhe whole process of development is endanéered.

How will Zambian eniry into the Common Market lessen the severity
of Thi§ problem?  Zambia too, depends upon the export of one particular
pﬁimary.gQOd,'COpper. Zambia is the third Iargésf world copper producer.
Although This export also is subject to Qofld p}ice fluctuations, it hés
a more stable resour&e base. With Zambia inéluded as a member of the
EACM it is jh effect a process wHich widens the exportable resource base.
True, each coun%ry will cénTinueITo'rely on‘Their'own forejgn exchange

. . . N ’ i 0
source but in time of crisis each side can call on the others for assis-

1
i

Tance, dfrecfly or indirectly, through the East African DevelopmenT_Banks;
' Thué, in Time of crop faflure,‘Zambia can be called upon for éssisfénce,
while in a.Time'ofAsaggLng copper prices, Zambia'may Turn for assistance
To'bne of her two neighﬁours. | | !

A more important resuIT.of the counTries;exporT'oriehfed.naTQre‘is
%heir mutual desire To_léssen this dependency.By developing more effective
' manufacTuring'secfors. [t is to this subject we will now address our-

selves.

'Benefifs frbm Integration

" When integration is discussed as a mefhodvof economic development,

— ce?Tain_TradiTional argumenfs jnvariably appear. | Such consideranons as
fncreasedveéoném}es of scéle,'?ncrea$ed‘compefifive efficiency,.imprgved
'éIIoCaTion of resources and éTrengThened'bargainihg power viz-a-viz Third'
I'parfies,zafeApuf forth as arguments fofiinfegrafion; ‘-ln the East African
situation aléo they can be aréhed Té be reIevén% consideréfions, operating

to improve the engine of growth. But we can take our argument further,
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and show %haf certain beculiariffes wiThInIThe East African setting
make e;onomfc integration an even moré.aTTrachvekproposiTjon. First,
JeT us deal with the traditional arguments.
| As mehTioned earlier in this chapter, Zambia is é country of only-
4 million people{' Out of Tﬁe entire population, ohly 336,828 or 8.5%
aré in The wage earning Iabour fofce.g Seventy-five percent of the
population ére small scale subsisTence_farmers.]O For this reason one
éf Thé greatest obsféc!es fo the deQeIopmenT of a manufacturing sector is
fhé limited size of the domestic mafkef; Unfor%unaTely there is a limited
domesTTc linkage effect associatéd with copper, as the "leading sector” of
the economy.  Once the ore has been smelted and eIecTricéin refined,
V~There'is very li%f!é addfTionaI value adaed that can be contfributed since
'mds+ importing counT%ies possess their owh pfocessing industries which
‘.ihey ajSo‘prQTecT. Because smelfing and refining is a ﬁfghly technical
'_operaTion, the aomesfic béckwérdilinkages from the Qarlie; sTagesfare also very
vfimi%ed. THe only sfgnificén+, ﬁoficeable effect is the establishment
>§f‘shall scale engineering firms to service the equipment of the mining
coméanies.]] |

Manufacturing industry, Thérefore; has been limited to smal | scale
produnion of food processing,  beverages, TexTiIés and prfnfed materials
which in tota! mékes up 9% of the total G.D.P. or-in absolute terms
63,031,OOOVKS.]2' Because local manufac+dring developed as a response to
local démand, industries thch héd.large eéonomies of scale cohldbhof béA
locally Qndeffaken and therefore were impof‘red.13 It is frue that not
all imporTed goods could be produced within the ex+ended.EACM; but by
Zambia enTethg The union.The mafkef for her local produchon would increése

from the present market of 4 millibn”+o a potential market of 33 million.

. Existing Zambian industry may have to compete with EACM products, thus



Table 3.5
' . o . 2 ; R et -
K £'000 v , K £'o00 - U £1000 T £1000 B - K'000

Source: : : 'Kenya' B Uganda - Tanzania : Zambia
1966 1967 1968 1966 1967 1968 1966 1967 1968 1966 1967 1968
Imports : _ . : :
U.K. - 37752 34983 36110 11103 15679 15498 16850 20600 19200. = 54435. 62860 76231
% of tot. 33.61 32.84 31.46  33.84 38.36 36.06 31.55 30.32 28.56 22.1 17.2 23.4
E.E.C. . 8056 10560 9112 5970 7052 8395 12850 14600 17200 20142 37485 41240
% of totael. 7.17 9.91 7.94 "~ 18.19 17.25 19.54 24.06 21.49 25.59 8.18 12.2 12.8 .
U.S.A. 11275 7764 7922 1372 1937 1650 2025 . 4800 6850 27151 32899 33349
% of total 10.04 7.29 6.9 . 4.18 4.74 3.84 3,80 .7.06 10.19 ~11.03 10.7 10.2
TOT. IMP. 112304 106534 114764 32807 40870 42947 53400 67950 67225 246116 306350 325184
Exports , » .
U.K. 13511 14781 15879 8006 10697 12271 19100 24300 23605 160171 128336 160337
% of total 21.80 24.92 '25.23 12.43 17.05 18.61 29.09 29.14 28.7 32.4  27.3 29.3
E.E.C. 14524 9871 11797 - 11416 12325 8288 12050 11200 12500 167522 125079 174185
4 of total 23.43 16.64 18.74 17.72 19.65 12.56 18.35 13.43 15.2 '33.9 = 26.6 31.9
U.S.A. 5384 3828 4202 1823914092 17039 5850 8450 5850 - 179 23923 10805
% of total 8.69 6.45 6.67. 28.3 22.47 25.84 8.91 18.13 7.11 -- 5.9 . 19.8

TOTAL EXP. 61989 59308 62935 64430 62714 65936 65650 83400 82250 593458 470009 544415

‘8¢

outside
'EACM

Sources: 1 Economic Report 1969, Kenya. p. 40,45
2 Uganda Statistical Abstract, 1967. p. 20, 24
3 Background to the Budget, 1968, 69. p.23



39.

forcing local producers to be more efficient, but since all four countries

'have,rela+ively small manufacturing sectors; much potential still lies
in The fuTufe for'The establishment of new industries. | The deéree %o
which Zambia ié able to capture hegionally baséq indusTry will determine
o what extent she will enjoy the benefits of increased economies of

sCaIe; We saw in Thé last chapter how the sharing of such benefifs has
been a pfoblem in the pésT and " we shall'carrylfhis diSéussion fuffher.
jiéy‘agreeing on some kind of regional plan, adVanTage éou]d'be
Téken_of location and specialization. AlThoughAsome conéumer gdods
mfghT»be economically produced for local markefs,'inTeEmediéTe goods
~such as producfioh.machinery, chemical préducfs, agriculfural equfpmenT
irequiéé a Iargef markef base. FoE This reéson the argument has been

'sTrbng]y upheld by The Economic Commission fbr Africa. since the industrial

_product recommenda%fons of the E.C.A. have been made on a fegional basis.]4
The last of the tfraditional arguments deals with the effect of
'.infegrafion on bargaihing power. Table 3.5 shows that all four countries

" share the same major trading partners, mos+ ﬁofab]y the U.K.. This is not
shrprising since both the EACM and Zambia are part of TheABriTish Common—
wealth trade preference_agreemenf. Enfrance of'Zambfa into EACM mjghf -

incfeasé the bargaining power of The_common_markeT with Brjfaia and there- .
" fore secure better considerations for their éxpdrT interests.

Additional features that make EasT’AffiCa ﬁarTicularl? amenable to
-further ihTegfaTion fnéldde-afgﬁmenfs bth of a political and an ecoﬁomic
‘/'nafﬁre. We shail déal briefly with pb[iTicaI aspects first. | |

. Zéﬁbié‘(known as NorTherﬁ‘Rhodesia in preindependence times) was
econbhicaily tied fo SouThefn'Rhodesia and South Africa. Her infra-

structure was part of a north-south network and all exports were sent via
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the southern ﬁoffs. ~In 1964, 34% of Zambian imports came from SoG*ﬁéFﬁau&hnz
Rhodesia‘and>20%‘from South Africa. | |
| ~WiThthodesia's'uniléTeral declaration of indebendence (uoh) i&

1965, Zambia was left in a précarjous économic and bolifical position.
The Zambian railroad: which had previously‘been operated by the Rhodesians
was put into the handé of Zambian offfcials. »;Bu+vThese rail lines were
almost compléTeiy uselesé since they Ied.ohly.Tb the shohern parf of
Rhodesfa. When S. Rhodesia'declared independence, Zémbia resolved to
Términafe trade with the south as sooﬁ‘as possjbIe and, Therefore,iZambia
wés left a completely isoléfed and tand-locked naTion.-- Nof iny_were‘her
commun{caTioﬁs cut with the ouT#ide world buT‘also her source of raw
maTerigls was cut off. . Zambia'relfed heavily upbn Southern Rhodesia for
coal ahd fueikoil and with UDI had to look for alternate sources of. |
‘éupply. |

o Local coaI fields were developed and the +wo 2ambian coal fields,
| Nkéndabwe and Maamba, increased their oquuf.f By 1968 ZamSia was self-
sufficient in4coal‘produc+ion; E - vi _ B2 |

| In search df a new transportation route, Zambfa lodked fo her eastern
"neighbour, Tanzania. To relieve The immediaTé Trahsporfafion problem, a-
'roaa waé'ponsfrucféd erm.Zambia to Dar es Salaam.. This road represenfea
Zaﬁbia‘s only new link with the ouTsfde world; In ofder to relieQe Thej
fuel problem, a pipeline Qas also bui[f.from Dar és Salaam, i,058 miles into
Zambia. ‘On SepTembér 2; 1965, the line waé opened by Presidents Nwafere
" and Kaundcr,]5 Prior to the opening of the bipe liﬁe the bulk of fuel was
cafried by tank trucks over the above mentioned road.  This method was very
costly and fuel was rationed in Zambia for 2%~yéars; With the completion

of the pipeline the rationing was discontinued and more trucks were freed



41.

to carry consumer goods-Inland from Dar es Salaam. -Needless to say,

~frucking is an expensive means of transport, especially for butky

materials, and for this reason a rail link is being constructed from
‘Dar es Salaam to Zambia. ThevconsfrucTion of the “Tah~Zan" railroad
is being undertaken b§ a Chinese Technical Aid program. Survey work

has been_compleTed and 1975 isvThe date set for completion.

Thé frain of events of the past few-Years thus fndiéafes'why
.Zambié has an urgent desfré o sTrQﬁQThen hér ties with East Africa.
>UpiunTi[ now there have been physical fTies in the form mentioned above
but there is good reason tTo believe thatT a genuine desire now exists to
-strengthen these bonds info stronger economic and poliTical'associaTions.

A strong boliTical argument can be made here to suppor*lourvgeneral
thesis. Without gofng info a deTailed énalysis of fhe poLiTicé of The-
.enTiré.cdnTinénT it s easy to see.The pofiffcal ingecﬁrify involved in-
'Eeing surrounded by coun%ffes suchias Southern Rhodesia,‘éorfggese East
Africa,vand_Angola. Y'Ali Thfee afe very much part of a colénfalifype

'pOJiTical structure and follow similar domestic policies, that are.

péculiar to Southern Africa.  Zambia has chosen a political sTrucTufe
that is on the other side of the polincalfspécTrum. Zambian domeéstic
policies are more in line with those of Tanzania. = Both countries are

following the path of "African Socialism“.> Basic changes were introduced
in the economy by the "Malunguéhi Déclarafion"{‘ Presiden+ Kaundi announced
in April ?968 The'governmenf Take—over'of 25 prjvaTé.firms,ATighfef coﬁfrol
on +he oufffdw of profits, resTficTions onJcrediT extension to non-Zambians
and the IimiTaTion of retail chenéing to Zambians alone. This declaration
. has a familiaf ring to it. Jusf avyear earlfer on Febrdary 1, 1967,

President Nyerere of Tanzania made fhe "Adrusha Declaration" which announced
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the naTioealizaTjon of The.banks aﬁd most of the large indueTry. Thus,
it mekes sense that Zambia would desire a closer association with Fast
Africa simply To strengthen her poIiTieal stand in an‘o}herwise hostile
eo[ifical environmehT. | |

Turning now fo economic considerations of The proposed integration,
we need not look far for furfher supporting arguments.  Zambia, as most
develeping countries, is faced QiTh a skilled manpower shortage. [+ is
- true that within the copperbelt fhere ere a Iarge number of higHWy'Trafned
expaTriaTee, but | am speaklng more of the general level of educeffon emongsT
the local jnhabiTanTs. | |

This pfoblem was further complicated when Rhodesia deciared U.b.t.
MOST of‘fhe administrative headquarTers‘for transportation and communic-"
aTiens were in the south. As perT of governmenTvpolfcy to sever relations
.wi+heSou+hern Rhodesia;_fhe adminie+ra+ien of these services were decenTral—
_|zed and local people were needed to man these new posTs 16

-One of the benefits offered to Zambla by the EACM is The sophisticated
_edminisTraTive network whjch exists as part of The common markef. The ser-
ivices_of the "East African Common Service Qrgahiza%ion" (EACSO).Cled easily
be exTended to Zambia and Thus relieve some of her adminisfrafive eressures.
Thie Would free a eeffain proportion of skilled manpowef that cequ.be
benefIC|alIy used in o+her sectors of the economy.

| A f:nal benefit that- would be enJoyed by Zambia as part of the EACM

would be the increased accessability to the markefs of the European Economlc
commun|+y - | |

The EACM has been an associate member of the EEC since the 26th July,
1968. Shorfly after the renewal of the Yaounde Convention negoflaTLons
begun between the EEC and EACM to extend. the assocnaTnon to 1975 : The

Yaounde Convention is an exTenSIon of The Treafy of Rome which was devised "
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to giVe péeferehfiai treatment to former colonies of The six members
of the EEC.

;The eighteen associate African states would receive duty-free
entry of TheirlexporTs into the six cémmuniTy countries. In return,
dques would have to be dropped on EEC imporfs unless necessary as a
revenue source, or as pfoTecTioh of-local infant industry. The associate
members wéuld receive development aid fhom Tﬁe Eufopean Development Bank
in return for EEC's ”righ+ of establishment whereby nationals and companies
of the Six are entitled to invest in and o establish commercial enférprises
in the Eighteen on the same basis as na+jonals and companies of the former.
colonial power and on a basis as févourable as that on which any third
country nationals may invesT”._ This "right of esTablishmenT“]7 has over-
tones of what Nkrumah so aptly calls ""Neo-colonialism". For this reason
both Nigeria and the E. A. counTrfeg undérfook sebarafe‘negofiaTions with
" the EEC‘whigh concenfréfed mostly on trade preference and bypassed Those
.parTs which héd polifiéal fhférehces. | Under the new agreeméﬁf signed in
Brussels on July 9, 1969, it s+aTed:. “EasT Africén countries will reﬁer
all customs duties on imports from EEC excépf such as are necessary to meet
“the development needs or inTended to contribute to their budgefs".]8 This
meaﬁsAfﬁé EEC will }eceiveA+ariff'concessjons on some 60 iféﬁs éT raTes fanging
from 2% to 9%.' Based on the 1968 statistics this will cover oﬁly 7% of
.Ef Afficéﬁs total imports and 11% of -its imports from EEC. 19
| Association ‘wiTh the EEC will not be an obstacle to Zambian en+ry:’as
it s wrinen info the agreemenTﬁThaT there is freedom to establish cusfoms,
unions, free trade areas and economic co-operation agreements among them-

20

selves.

The agreement covers preferential freatment of E.‘Africa's_égricul*ural
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producrs but with the inclusion of Zamb|a, amendments caa be made fo
The treaty for the inclusion of those goods relevanT to Zambia. A few
agficulTuraI products such as Tobacco, maize, and Timber, are exaorTed
by Zambia.. Preferential freatment of those prbqucfs might be a‘greaf.
aid in‘s+imulaTiag the agriculTura! sector and thus advancing the
~government-desired pollcy of dlversxflcaflon
" Up until now, we have been men+10n|ng the benefnfa 1ha1 will accrue
o Zambia from our proposed intfegration. For a momenT let us look at it
from the E.A. point of view. There is the obvious benefit to the EACM
that the market size for their prOducTs.woufq also increase;.: Since the
EACM.enJoys'a more diversified manufacturing sector it wijl‘enjoy most of
the in%fiallbenefif from infegrafioa. ln the next chapter this subject
WEIi bé dealt wifh~in deTail and it will be shown that a subsTanTiai
inarease in G.D.P. might resulT from the iﬁiTial infegraTEOh.
BuT what of the more subtile lmpllca+|on ‘ot proposed lnfegraTlon
How will Zamblan enTry affect the pollTlcaI balance of power? Earlter
in the ChapTer we established that Zambia was a 'have not' naT|on with
respect to indﬁsfr?al develophenf in The regiqh. UpAunTiI now Uganda
iandiTan;ania have been unable to extract from kanya an agréemenf for
'plaaned'fegionaftallocafioh of industry. As wiil be.arguad later in
~the thesis, with Zambia's voice added fo the cry of Tha 'have naT"memberar
_ perhaps the balance will be tilted in The|r favour‘
The SImllar ldeolog|es held by Zambua and Tanzanla, also confer.
aadyanTages on Tanzania which has been the only country supporting Africah.
.socialism.wiThin'fhe EACM. New‘éupporf from within an extended common |
market would be a Welcome relief for'her. We cannot overlook sgch polit-
“ical and ideological problems of,THe region sjnéé often these aspects may-
aQefride ecoaomia cansfderafions in making decisions Thafidefarmine +he

future success of the region.
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In the next chapter we will consider the immediate benefits
that will be enjoyed by Tanzania and Kenya from our proposed

‘infegrafion;
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CHAPTER 1V

[mpact effect of Zambian entry into the
» Common Market.

In CHapTer | we discuésed_The approach of the classical custom
unionrfheories and Cohcluded that the difecfion of Théjr ihvestigafion
- gave'Them_limITed application Té the developing world. Our major
criTicism_was that the static éséumpffbns laid down»by Theée Theories éould
not be ac¢ep+ed as a.valid analysis of most developing cduhTrieé;i Fﬁr}heg;
more, we ﬁecall that mésT-of the theorists were concerned with the conditions
.ieadﬁng.To Tréde creation and trade diversion and with the welfare implic-
:aTions of such situations.

The purpose of the presén% chapTeF is Té examine existing:frade flow
and fhe effécf infegrafiqn will havedn The fuTuré paffern. But, unlike
the claésical Thebriesvae Will dihec+ our aTTean@htnoT The Ques+€on of

trade diversion vs. creation, but the actual increases .in volume of trade

that are.likély'fo occur between EACM and Zamiba. The 'new trade' in some
cases will be trade diverting from a low cost producer to higher cost
member country producer. " This would most cérfainly be the case fér Zambian

Trade that was previdusly conducfed WLTh.SouThern‘thdeéia, since terminated

. by the government of Zambia for political reasoﬁs._ Before Thejroposed'in;
fegréTion, imporTS from EACM, South AfricanbandASoQThern Rhodesiavwére sub ject
to similar tariff treatment and'cpmbefed freely QiThiﬁ the Zambian domestic
market. Therefore, we éan assume that in the pre-integration siTgaTion,
2ambia was pﬁrchaéing its imbOrTs from the Iowésfvcosftsupplier. ‘Therefore,
the shorT run cost -of integration would be the higherjbrice of imports as well
as fhé loss of Tériff revenue. We will diécués Tﬁislin'more deTafl IaTervih

.The-Thesis. 
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The formaf of the remainder of This_chapTerhwill be therefore:
(f) to examine the conceptual and theoretical problems enCompassedvby our
study, (2) to state the assumptions wé must make, (3) to postulate The
condiTions under which inTégraTion-wilI proceed, (4) to offer a general
‘statement of the model and data to be used, (S)Ifo apply The.modeliTo The”
indjvjduaf countries inVéIved, and finally, (6) fo calculate Thé'impécf ‘
effect upon both EACM ahd Zémbia.

Conceptual and Theoretical Prob lems

In order TQ examine the changé in volume of trade likely fo result
from changéé in the tariff rate, we must determine some of the bésic charac-
 Teris+Tcs of the demand for imporTs. More Specifica{ly, %he.pfiée eIasTiciTy
-of demand for different imports must belMade expliciT.

It-is fair fto assume that Thé price.elasTiéiTy of demand for imported
food stuffs is lbw compared To'The elasticity of démand for non-essential im-
port goods. That is, an increase in “the price of imported foods would néf
markedly affect the quantity demanded in the short run. bln the long run there
wouid bé inéreaéed pressure to develop greaTef agriculfural self-sufficiency.
Since.iT is the aim of the Zambian government to do just that, this increased
jncenfive.mighf bé a welcome rgsulf of ourlproposed.inTeQraTion.

Tdrniﬁg o consumer—gbods imports, The picfuré‘is of a dffferenf
nature. | Certainly iT:is an aécepTed axiom within interantional frade Théory
-iHaT an increase in fhe price of imporfsAwiIJ %end o indﬁce a'higher rate
“of " import subsfifuffén. But for our 'propoéed infegra+ion' The resuITsiwill
differ %rom'fhis norm.  As part of the infegra+ibn’program; Zaﬁbia will be
allocated certain indusffies that wijl Theh'subply Thé entire EgsTvAfrican
markef. These new fndqsfries will include consumer goods which were
pfeyidusly imporTed'by the EACM. Therefore, those consumer goods imported

by Zambia at a higher price because of trade diversion will ndT'necessarily
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be produced by Zambia as-paET,of aﬁ integrated plan.' Because of this
peculiarity we shall in general assume fhaf the elasticity of demand for
imported consumer goods is relatively low. Thus, under these condiTiqns
_an.increase in prfce of conéumér good'iﬁporfé will pot generally be foll-
owed with a greaT feducTion in‘vQ!ume imported.

| The elaschiTy of demand for imported fuels:'and raw materials
will be low because of the appafenf absence of suéh resources within The
country and low elasficifies of éubsTifuTion beTween.such materials and.
other inputs.

Most capital and intermediate goods wiII‘noT~be affected bythe

proposed integration.  Those goods that are not produced within the EACM

“will not be covered in the Treaty. As a capital goods industry develops
wifhin the region, appropriate protection will likely be provided, but
hopefully Zambia will also behefif from this protection for her own

regionally based industry.

:Therefore, we can assume that the demand for éJl foar types of
fmpdrTs are relatively inelastic within the Zémbian markéf.
| A sécond problem facing‘usvfs the quality difference between im-
porTed_gobdé;" CekTainly'Theke is quafiTy variafi0n>wifhin‘each import
caTégofy bu+ jn,or&er to méke +his'The6ry workéble we mqu‘make the assump-

tion made by most theorists that imports are composed of homogenheous products.

On the supply side we will aséume—fhaT elasticity is infinite over
the relevant range. " That is, increased quantity will not ﬁéan'hfgher unit 7
costs.  For our particular situation this may not actually be the case.

Increased production within the EACM may for example decrease unit costs -
by taking advantage of increased economies of scale. i'AIThdugh this might
be likely, the magnitude cannot be estimated ex-ante and we will Therefore_v

assume infinite supply elasticity (i.e. constant costs).
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| AssumpTions

| | Therefore, we begin our diScussion with “four. basic assumptions:
(1) Inelastic demand of imports into Zambia from EACM.

(2) InfiniTQ elasticity of supply of exports from EACM;V

(3) Excess capacity within the industrial sector 5% the EACM.

(4) Imports WiThin_Théir cafegofies are homogeneoué producTs;‘

Conditions of Proposed Integration

In-order 1o examine The impacT'éffecT* of integration we must

explfcile sTaTé the conditions under which.inTegraT}on_leJ be likely fo
bréceed; Tﬁey are as follows:. | o

| (f) Zambia will become a full.ﬁember ofvfhé EACM ana +ﬁeref0ré
all trade barriers between the two mafkefs will be eliminated. We make
this assumption for the sake of siﬁplifyihg The‘hbdel. Of course, the

path of integration is not likely to be that smooth. A basic adjustment
period will be required for the transition to take place,,énd certain |
' ihsTiTuTionél:changesvwill be rquiredf (A sﬁbseduenT chapter will
'.examiné Tﬁe Tfeafy_ fpr EastT African CQfoperaTion and the question of =
accession of new’mémbers, buT'for_Thé moment wé will aséumé total member-
~ship of Zambig wiThinufhe EACM.) |

(2) Zémbia in pfe—ihdépendence Tfmes was known és Northern
thdesia and was naturally sirongly connécfed.wifh Southern Rhodésia
: bofh economical ly and,polifically." All of Zambia's rajl fines were
preQiously part of the larger SouThernARhodesjan nefwérk and TheAnaTuraJ_
flow of tfrade Wa§ north-south. After The,uniléferal deciarafion of in-
dependence of Soufhern.Rhodesia in 1965, However, Thé Zambiaﬁ_governmenf
made the poIiTical decision To'TerminéTe trade with Rhodesia as soon as

possible.  For this reaéon we will asshme that Zambia will try Tb'sub—.

- * we define 'impacT-effecT' as the increase in GDP, as a result of
increased trade caused by infegration.
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stitute whereQer possible EACM goods for those goods previously imported
from Southern Rhodesia. - |
(35 On similar greunds Zambia would also likeVTO TerminaTe
its trade with South Africa. Policy sTaTemenTs{have been made recently
to back up this desire. .(See footnote 9 ef this chapTer). For this
. reason we will make The assdmpfion that Zambia will substitute wherever
_possible goods from +he‘EACM, for commodffies fhaf were'previously’im—
ported from Scuth Afr}ca. |
Under the three conditions postulated, we will next proceed fo
estimate The changes in volume of trade which might be.expecTed from_The

propesed integration of Zambia and the members of the EACM.’ /

|

Sources. of Data

UnforTunaTer the present research suffers The unlversal aitment
of mosT developmenT work lack of suff;cuenf and up +o daTe s+a+|s+xcal
data. The most recent Trade statistics avallable were a 1966 four d|g|T
S.1.T.C. classificafion‘of imports and exporrs for the four’counfries.
From this source f have transcribed over 1500ycbservafions of differenr

import and export items and from this am able fo derive some_InreresTing

- results.
'MeThodofogy
The basis of odr mode | involves a cemparison.of imporrskand experis
‘of the EACM and Zambia. To determine The‘.'new trade! poTen‘rial a cross

secTnon examlnaTlon was necessary To deTermlne whlch of Those goods were

'being imported by Zambia from‘SouThern Rhodesia, and from South Africa, which

.~ were also being exported by the EACM countries. Thfs.should giQe some in-

dicaTion of the direct impacT that will be likely.To result from inTegraTion.
in order to examine The full lmpacf effecT of Thls Thew trade' we

consndered nof only the absoluTe increase ln exporfs buT also the esTumaTed
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linkagevgffecTS'which»could occur within each country.

| Fortunately, a mode| exists for the EasT African economy that
providés Qs with this information. Paul C. Clérk pioneered in model
building in this area.3 Usfﬁg avaiiable data from~1954—]962,.blark
conéfrucfed a national accounts model consisting of 37 variables, 21
fqncfional equations, .11 acéouﬁfing identities and 5 autonomous variables.

[+ was nof iqng before criticism appeared in the liTeraTure.4

leve S. Gray of %he Kenyan Ministry of'Ecohomic Planniﬁg Took
issue with Clark over the concépfual’problems of development planning.

' Gray_argues.fhaf the role of a developmenf economist in East Afhica is not
to build macro-economic mode!s; he.concludes, '...moreover, these relaTion—.
ships are subject to greéT instability due to changing conditions at home
énd abroad, predicTibns of whiéh are subject to enormous margjns of error‘;s
_ RaThef, he suggesfed‘a projecT—by—projecT approach to planning. |
| The portion of the Clark model wﬁicﬁ we shall use in ouf calcul-

. afions,‘however, has Been ladded.és a great cohfribuTion +o(aevelopmen+
:planning in East Africa even by Clark's crifiés.l »Gray wfi}es, for example,
that 'Clark has made a.uéeful éonfribufion fn'calculaTkng 'imPoET (and
'exporT? multipliers! correspondiné to unit. increase in agricultural exporT
volume,'expor+ priées, imborf’subsfifufion, or maﬁufacfuréd exports énd
gerrnmehT cufrenf expendiJrure'.6

i Having arrived at a réasonéble es%jmafion of the fmpa¢+ of idfeg;
" ration based on the 1966 Tradé sTaTisTics,-we.have expressed these values

as a pefcenfage of the individuaf counTries"1966 GDP figures.
 ueANDA
 Uganda T;.Thé mosT_remo%e counTryvin relaTioﬁ_To Zambia_and is the

country ih.Tﬁe EACM most unlikely to enjoy increased Traae as a result of =

our proposed integration. In the past, Uganda has carried on very. littie
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trade with Zanbia. In 1966, Uganda imported $510,000 (U.5.) from
Zambia and exporfed only $]6,000 worth of commodifies. The obvious
reasons for this phenomenon is.fhe competitive nature of East African
éxporfs and the higher Trahsborfafioh costs for Ugaqdian goods deliv—.
ered c.i.f. to Zambia. The énfy existing commo&ify touTe lies through
Kenya and then dbﬁbling back through Tanzania to Zambia. Ugandian exports
.Thefeforé, cannot usQaIJy compéTe with similar pfoducfs of other East
African countries within the Zambian economy .

| Construction of an alternative route would seem at present to be
physically impossible. bt wépld involve buildjhg a road or rail line
around Thé eaéfern shore of Lake Victoria Through TanzaniabTo Zambia.
‘Because of the swampy, mbuﬁfaiﬁous begibns of the route fT wpula be
econohically unfeasible. A secbnd aITernafive would be a ferry service

" across Lake Victoria to Tanzania and then fransport by rail or truck to

- Zambia. In both cases | am.suré TBaT the existing round-about roQTé js
' '$+jll more economic than these two alternatives. ’
.FuEThermore, The‘relevanT commodities that falf into the 'potential
frade caTegbry'_are alsoiexporTed by both Tanzania and Kenya. ‘Therefore,

- unless Uganda possesses eXcepTionally large absolute cost advantages in one
of these ekporTs, it will not be able to compete in The'new‘expokf market.
For the above reasons we will make a further -qualifying assumption

that the 'potential trade' resulting from Zambian énTry into the EACM wi [ |

be rea]ized only by Tanzania and Kenyé. The bénefiTs TﬁaT Uganda receives
will not be in the form of increésed trade but will Be of a.more indirect
'vhafure. These indirect effects may includé increased industrial production
,wiThih the EACM, but we wiI] reserve chmenT on Them:ﬁnfil later in The

thesis.
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KENYA AND TANZANIA | S _—;%~%~%u;;:¥;~:

~Let us now turn to the results of our empirical sTudy.‘-
’BeCéuse of daTé-IimiTaTions, ouf invesTJgéTion'began with an

examination of two digit S.1.T.C. s+afis%ics of goods being imported
from Southern Rhodesia and South Africa by Zambfa and at the same time
being exported by Kenya and Tanzanié. There were 38 different classes
~of such commodities that were 'potential Tradé' candidates (see Table
6.3).. The value of Zambian imports ffom South Africa was $72,744,000
(U.S.) and from Rhodesia * $45,475,000. These values, however,'rep—

resent the upper limit, for on such a broad commodiTy classjficafion
There.are going to be commodiTies(whichvshére The_same two dfgiT class-
ificéffon but are compIeTely diffefénf géods. .For examﬁle, Zambia
’imborTS commodity 71 which is'YMachiﬁery, non-electric' while.Kenyé‘
exports commodities 712.2, 715.1, 717.3, 718;2,>718.3,'719.1, 719.8 and
719.9. All of these comﬁodiTies are in the broad category 71 -but they
wfll not exachy.correspond to the four digif’commodifies Théf are bétng
"imported by Zambia. For'+his reason é closer examinafion/of the four
digif breakdown is essential to establish The ]owér IimiT'ésTiﬁaTion of
the impact effect. |

| |  The resﬁlfs show 74 commodities béing imporfed by Zambia'and
exported by EACM (see table 6.2). The dqllar value of THesé cdmhodffies
are lower but perhéps more realistic, $27,627,000'from SOQTh'Africa, and |
$27,166,000;>from Southern ?hédesia. In order to use the muleplieré

- provided by Clark's moéel,7 these values must be Eroken down_fuffher into

~agricultural exports (E(5) = 0,1,2,4 SITC) and manufactured exports

(E(m) = 3,5,6,7,8,9.SITC).'.



Estimation of the

Lower Limit of the Impact Effect of Zambia joining EACM

Region’ E(a) Multiplier |- Impact | E(m) Multiplier Impact Total GDC (1966) “Impact

' : : effect= Effect of Impact : Effect %

of E E Effect - of GDP
(a) {m) ' _
Kenya & 5 b . .
Tanzania | 14,840 2.23 33,093.2 { 39,953 1.80 - 71,915.4 105,008.6 1,827,990 5.74%
comb i ned ‘ » '
Kenya - 6,975 2.44 17,019 18,778 1.89. 35,490 52,509 1,024,340 5.12%
Tanzania | 7,865 1.94 ]5;258 21,175 . 1.64 34,727 55,402 762,140 7.33%
_ : ‘ -Table 4.2 _ : .
Estimation of the Upper Limit of the Impact Effect of Zambia‘joininq EACM

Kenya & ‘ ' : - '
Tanzania| 19,331 2.23 43,108 98,888 -1.80 177,998 221,106 1,827,990 12.09%
combined - : ' ' ' C ' :
Kenya': 1 9,086 2.44 22,170 46,477 . 1.89 - 87,842 110,012 1,024,340 10.73%
Tanzénia '10,245 1.94 19,875 52,411 1.64 85,954 105,829 762,140 13.88%

a -Combu+a+ion of This figure as fOl|OWS:"

b Compuféfion of this ffgure as follows:

~

7(1.94) + 10(2.44)

17

7¢(1.68 + 10(1.89)

17

RIZs
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Table 4.3

Kenya's Share of EACM Exports to Zambia

- Zambian Imports - Kenyan Exports | . Kenyan imports as
- from East Africa’ To Zambia % of total East

o ' : ‘ Africa in Trade .
29964 " 389 1 s L 46.78%
1 1965 - 1,402 ] 684 :  48.78%
1" 1966 . 3,013 ‘ 1,833 -« . 60.83%
5 1967 16,693 © 5,341 4 . 31.99%
Sum of Averages | 47.09%

4 years C

Currencyvin thousands dollars U.S.

Source: 1 Foreign Trade STaTisfics.of Africa, Series B, Tfade by
: by Commodity, United Nations, 1966-1967
2‘Foreign Trade Statistics of Africa, Series A, 1964
.3 Zambian Monthly Digest, Sepfember 1969, p.‘21v
4 Kenyan Economic Report, 1969. p.45 .
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S. Rhodesia & S. Africa Exports to Zambia (Lower Limit)

- E(a) E¢m) TOTAL
South Africa 4,939 22,688 27,627
Southern Rhodesia . 9,901 17,265 27,166
14,840 - 39,953 . 54,793
The question now arises as to how.this trade will be divided be-
tween Tanzania and Kenya. We will deal with this question by taking wo
different approaches. The first approach will be to consider Tanzania

énd-Kenya as one economic unit and study fhe impact effect on The combined
fegion. A Secondly, we will try to diVide the 'potential trade'. between
-Tanzania and Kenya Based on the historical division of East African trade
with Zambia. | |
_'Findings

- The resqffs of ouF empifical study have been sumﬁarized in fable
_471; Using the first approach of chbining Tanzanié and kenya as one .
economic unit we:find fhaT‘The lower Iime impécfAeffeCT would be a 5.74%
inéreaée in THeIGDP of the fegidn; ‘fTo arrivé at this figure we weighted
fhe fndividuaj counThy'é mulTiplier.accofdfng to their fespecfive éize of
GDP. Once the ToTaI.impacheffecT waé determined fT Was‘exbressed as é
. percentage of the combined GDP of the tfwo counfries.‘
' in order fo consider eaéh counTr?iseparaTely we must first defefmine
How The potential trade might be divided between the two of them. | By
examining the division of Zambian imporTs'fkom East Africa between Kenya
and Tanzania over the past four years it will give us a preTT?igood indic-
ation. Table 4.3'sh§ws‘Kenyan sharé of Zambian'Trade, the residual will

be faken fo.be Tanzania's share. - True, there is SOmebfﬁade‘béTween Zambia

o and Uganda but the amount is so insignificant that it can be_ignored in our



57.

calculations.

Our résuITs ére whawae might have suspected: Tanéania stands to
gain the mésT, with a 7.33% increase in GDP, and, secondly, Kenya wITH
5.12%. The most obvious rééson for this is that Tanzania holds a com-
.paraTive advantage over Kenya.because of the dif%erenqe in transport-
ation costs. fhe'only supply route from East Africa to Zambia is.a road
frombTanzania o Luséka. At pfesenT,.a rafl liﬁe is under construction
from Dar-es-Salaam to Lusaka but eveﬁ wiih this neQ'Iink Kenyén goods.will
still have to pass through Tanzania before reaching the Zamﬁfan market.

As we have mentioned, the calculations fhaf appeaf in table 4.1
are Thelléwer:limITS of the estimates of the impact effect.

To give us some indication of the upper boundaries, we turn baék
to the two digit S.1.T.C. ciassificafion. lHéving expressed earlier Thé
limitations Qf these figures they still can provide us with quiTé a reliablev
upper Timit. Using the same_mefhodras discussed above we arkiQe af.ainew
‘-éef of figures as shown in table 4.2. Having done bdfh sefé‘of calculation
we now héve a'range within which the impact effect is Iikely +o fall.

- These percehfage changes ére once-and-for-al | changes'+haf will occur Thé
year Thé‘prpbsed integration Takeé place. The implicafions of these
findings are very fnferesfiﬁg and are of parfiéular importance to the éon—
'Tiﬁuance of the EACM.

As we discussed eérlier in the thesis there has beén discontent on
fhé»paff of Taniania'as to the sharing of the costs and benefits of the
EACM.i Tanzania has felt that if‘was a net loser in The'early’years of
the common ﬁarkef'and‘as a result concessions were made to her outlined
~in the gTEeaTy for East Afrféan Co-operation. But the position of Tan-
zania within the EACM is. still quite tenuous. Undef this proposed integ-

ration Tanzania stands to gain the most with a total impact effect of
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Table 4.4

Sources bf Zambian Imporis

Southern CELELC South

Rhodesia e ' Africa
1965 99,507 | 21,730 o 57,930
1966 - 64,904 28,198 81,855
1967 - 45,129 ' 52,479 101,040
1968 31,593 57,869 120,758
Absolute o
change g9 914 - +36,139 462,828 '
from _ : C - :
1965-68

Curfency thousands $US

Source: Zambian Monthly Digest, September 1969
’ converted from k's fo US$ at $1.4 = 1 K
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, 7.33% to 13.88%.. Kenya ajeo.sfands to gain‘from 5.i2% to 10.73%. But
what seems Te,be more impoffanf To‘The continuance of the EACM is TnaT
. Tanzania's position will be fmproved within the new expanded Comman
MarkeT. |

Projection of Model

Our ealcuIanon of Tne impacfie%fecT hae been based on the most
recent detailed foreign frade stafistics available (1966). ~Having made
these computations what can be seid abouT.The impacf effec+ if infegrafion
were to take place in 19707 To make any kind of STaTemenT we.musT
examine the trade flows of the tast few yeafs andATry'To establish the
trend The‘sTafisTics ane'fakLngf fn 1966 Zembia still relied heavily
:upon Southern Rhodesia, but with UDf The goyernmenf moved to fterminate .
TradelwiTh her.  The results of:This policy decision has been a redirec-
Tion.of trade in Tne past Three years Zambian imporTs f rom SouThern
Rhode5|a have been reduced from 1he all fime hlgh in 1965 of $99 507 »800
down to $31,593, 800 in 1968. To which counTrles has Th|s Trade been
d;verTed? A br:ef look,aT table 4.4 will give the answer.. Over Tne
relevanT years imports from Southern Rhodesia have dlmlnnshed by
$67,914,000 but Thls slack has almost ToTaIly been taken up by South
Africa.  How does this affect ourvmodel? Since there has been a shift
of .this nature it will not affect our caleu!afiens to any greaT'exfenT{
BuT,'iT seems irenic that Seufh‘African trade has increased as a reeul+
N of Rhodesia's UDI.. |

The conditions wnich caused the Terminafion ef'Trade with Rhodesia
eXIST equally in SouTh Afrlca Obvnously this shlfT in trade has onIy
been an .interim solution to the problem. As The llnes of communtcaflon
develop in an east-west direction the Zambién governmenT'wiII movevaway_'

from South African fmporfs and will subsfifufe other sources of supply
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wherever possiblé. - This belief was confirméd on April 1, 1969, when.The
Zambian.gévernmenT made a policy.statement extending i%s JisT of imports
which were prohibited from entering the country ffom the soufh.g. We
have incorporated this polfcy decision info our model by .assuming fhaf
'Zambia will substitute wherever possible East Afffcan gééas for commodities
that were previously imported froh South Africai‘

Up until now ouf discussion has been centred Upon the impacf effect
én the EACM countries and>IiT+Ie has beenAmeﬁTioned about the effécf on.
~ Zambia. BQT there has been good reason for this. ZamSia is an export
.orfehTed éconéﬁy based on one major export ~. copper. 93% of Zéméia's export
_reyenUé is derived from the export of unwFoughT and wdrked copper; The |
East African countries have a very !imi%ed demand for cdpper and Zambia

' 10

has found markets for these expérTs in the developed countries. ™ . The

amount that is imported by the EACM'is'insjgnificanT. The benefits that

Zambia will derive from joining the EACM are more of a long run nature.
- The opéning up of a larger market for Zambian indusTry”wiIf certainly
be a stimulus for economic development. The manufacturing sector has been.

sadly lagging far'behind-fhe.resf of the economy and it has caused great
"concefﬁ for Theugovernmenf. ‘ Ohe of the mafn obsTécles fo Thisféécfor has
been The'size.of fhe'domesfic markeT.]1_ 'Enfry info the common markef'wquld
increase the market size seven.Times and fHus should-be a»Tremendon impéfus
fof increased economic activity. - |

Because of»The.paramounT importance éf induéfriélizafion;'bofh to .

Zambia and to the EACM,'The next chapter will deal direcTbewiTh this topic.
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" CHAPTER V

The ‘effect of infegration on the time horizon
of industrial development.

fn.THé previpgs.chapTer we déalf with the impacf effect of fnfeg—
" ration and found that Tanzania waé Iikely.To bé the largest gaiher. As
we poiﬁfed out earlier this impééf effect was a once—and~for—all iﬁcrease‘
in the G.D.P. CerTainIyifhi; effect is én imporfanf consideration of
.inTegraTionvbuT is not the only effect of ecdnomic‘union. A more>imppr+-
ant aspect of eéonomic integration is the long ruh influence it will have
on the iﬁdusfrfalizafion of the region. - For most developing nafioﬁs,énd

_ Eésf Africa in particular, this consideration is of paramount importance.

Therefbre, this chapfer will consider the effect our proposed integration
will have on industrial development of the area.
The format of the chapter will be (1) to give é_briéf-summary of

4+he basT industrial developmeanof the area, (2) fo examfne the likely
effecfs whiéh Zamﬁian enfry into the Common Market ijI have én fuTure
develobménf,A_(S) to present a model of indusTrializaT;on Thaf will
indicate the effects of 1n+egka+ion; and finally, (4) to shéw_how'fhe,

model might be applied fo the East African Common‘MarkeT situation.

Historical Background

‘: :'AII four countries -in the region have traditionally had very small
industrial sectors within their economies.  The économic developménT of

the area was dictated by the same colonial policies. ~ Therefore,



Figure 5.1

Net value of factor cost of manufacturing output*

ST

e o - » ' Thousands of pounds

1954 1955 1956 1957 1958 1959 1960 ~ 1961 1962 1963 1964 1965 1966 1967

K | ' - T |

E 15,030 ' 18,720 19,540 21,060 21,750 21,350 22,710 23,580 23,870 25,270 27,320 39,100 43,900 45,900

N | . | .

Y %Oﬁgl 519 ~ 52% ° 53%  54% 528 503 50%  50%  52%  53% 505 524  53%

A | Y |

U | - - |

o 6,164 7,842 8,203 7,594 7,565 7,871 7,910 8,372 8,811 9,600 13,200 17,700 18,500

NEOT21% 226 226 9% 1sF 18§ 176 8% 19% 206 245 24% 228

D tot | | | .

T , _ , . ,

' 8,335 9,145 9,040 10,711 12,936 13,672 14,511 14,964 12,842 12,509 14,343 17,750 21,200 23,400
A | | | o

T foi;, 28% 266 25%  271% . 306 32%  33%  32% 29% 27%  26% 24% 25%

TOTAL 29,529 35,707 36,783 34,365 42,251 42,893 45,181 47,316 45,528 47,379 54,863 74,550 83,600

Sources: 1954-1964 Data from Clark, P. Development Planning in East Africa. p.30-36
1965-1967 Data from Survey of African Economics. p.141, 214, 296 : '
Tanzanian 1967 Data from Background to the Budget: An economic survey 1968-69. p.9

* Note: these calculations included mining.
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emphasis waé placed on the export of primary products and the import of
manufacfgred_goods. Kenya,lUgahaa, and Tanzania were expérfers ofvagri—
cultural products while Zambia exported copper. This was the accepfed
‘paTh for economic development in the early stages of COléniaI rule.
But, és the .economic and educational level of the ferritories improved,
THeré deve!oped a marReT for, -and désire to prodﬁce, certain basic consu;
mer goods. Bécause all Three_TerriTories,were under the same colonial
rQIer (éIThngh there were three seperate coloniaL governors) the Terrf*
fofiés were administered a§ one econémic unit. Fof this reason regiénal
dfsfrjbufion of industry was teft to market fbrces. As the prospécfs
of continued colonial rule diminshed and independence could be seen on -
the horizon, examiHéTion of The ltocational distribution of industry
found Kenya QiTh'The»gFeaTesT portion of Thé industrial development.
As indicéfed in‘Table 5.1, Kenya has TradITiQnafly produced over haif
The_ménufaCTured and'minjng_Qquuf of the érea.A I wé were.Tqﬂechude
m{hing from The.manufacTQring gecTor,_Kénya's share of’producTion would
béieyen greater.! - The main reason for ThisiType of dévelopmenf was
Thé+ Nairobi had become, fér climanc and_geogréphic reasbﬁs, the admini;
sfhaTiye_and financial center for.Thé entire area. In 1957 over 40% of
all Thése engaéed in manufacfurfng in Kenya were empldyed.iﬁ Nairobi.2

~ As this disparity grew larger Uganda and Tanzania both complained
biTTerly. The situation reached crisis propérTions in 1964 when Tan-
zania Tthreatened Torpull'ouT of the EACM. Tﬁe obvious and most lasfihg
solution to Thfs problem would be to set up é comprehensive regional
“industrial development plan, whereby each coun+ry is guaranTeed‘én agreed
upon share of Thé indusTFy} Kenya épposed such a.plan and favoured a

market force determination of fthe location of industry. The reasons
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were obvious since Kenya posessed a comparative advantage when it caﬁé
/To induéTrIalizaTiQn. But under the Threaf éf'fanzanjan withdrawal,
; Kenya offeredva second best solution in the form of the Kémpala AgreemeﬁT.'
~ As pointed out earlier, this agreemenTAwas of a makeshiff nature promi-
sing certain industries to Uganda and Tanzania and placing quantitative
resTricTionS‘on“The'floQ of trade. It waé only within a few short months
That The agreement was brdkenAby Kenya.(whé had ihiTiaI|y giyen Half
heér#ed_agreemenT). This action wés then foilowed by imporT resfricfions
Coon Kenyan‘goods entering Uganda and Tanzania. The outlook was gloomy
forAfhe EACM. | »

It was not until June [, 1967, with the sjéning of the ”TreaTy’fof”
EaST_Afr}can Co—operanonU, that the future of the EACM was médévcfeér.
Again'Thé question of regidnal planning of industrial development was
sidestepped, though. Instead a Transfer'fax system was iﬁfrdduced wﬁich-;
was éésigned to prombTe fndusfrial development within the deficit countries.
_ArTicle 20 presents this as ".f..a méasufe to pfbmofe new indQ;Triél |
development in those Partner States which are Iééé developed industrially."

The sTEucfure of the transfer tax is straightforward, and is de-

"signed to encourage industrial deveiopmenf in Tanzania and>Uganda. ij
partner sTéTe is allowed to fmpose the Transfer fax on énofher member
state if it has an overall frade deficit in manufacTured.goods wiTH that
same country. The size of this fax cannot exceéd one half The.aé valoreh
fariff apﬁliéd +6 outside éoun+rfes; énd locaprroduQTion of the.good must
follow within three months. _WiThin the Qear local pfoducTion must supply |
5% ofVThe”domésTiC market or have a value of $100,000. Once 30% of the
protected commbdify is exporTed_The Transfer tax dn that parTicudar good

must be eliminated. The overall limiting case .is when the value of



gommodifiesvbeing protected exceeds the amount of the trade deficit in
manufactured goods. At this point the country forfeits all rights to
furTher.Qse of the transfer tax privileges.-

The purpose of this schemé was to ajd The deficiT countries in
eéfablishiﬁg small scale production. without having to compete with lower
cost Kényan imports. Profécfion of.ény one particular commodify_could
[ast only eﬁgﬁf years or until the level of production stated above was .
~ reached, and the overall pfogramme was to last for only [5 years.

B As good as the inftentions might have been there are serfous-imp{i—
'céfmons in this programme that will have #hevlong run effect, if not
countered in some way; of encouraging economic seperation rather fhan
infégraTioh. | | | |

The most obvious.resulf of Thjs tax system would be duplication of
indusfr? wahin‘The'régions and an inCﬁease in emphasis placed on small
'scale producTiQn. Such a Tfend would dééfease the chances'of speciali-
25+ion'ahd therefore Thé Ibss gf important economies of scale:‘ I f Thfs
+}end was allowed to continue unchecked it would defeat the purpose of -
jnfégrafion, Since.The‘sffengTh of'iTS argument lies in-the fact that
fmpbrfanf économies of scafé exist that could only be taken advantage of
in the largefvregional market.

Proponents of the system have argued that large regionally baseq
~industries Qould locate in the defich countries since They would be
' quaranteed Theklocéf markeT.- But the aréueﬁenf is invalidated on two
points. Firsf, if the industry is based on a regional market, within a
" short time it would have to forfeit its fransfer tax privileges once
30% of its producfion is exporTed'To another member country. Secondly,

~This short heriod of proTecTioh maybnoT justify the extra costs involved
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in locating in remote areas-af.fhe region. -As mentioned earlier, Nairobi
is the industrial and financiaL centre of the region.anda central poﬁnf to
all the markets. The problems involved in moving from this araa most |
lfkely_would discourage any.Type of major industrial spread.

'The second problem of the new Tax system is a feature general to
_any’praTecTive tariff. 'Wifhin the pro+é¢+éd areas»Thené is the consTanTA
. threat that inefficient indusfry‘will devéfop. The‘sTrucTure of the tax
makes This»pnoblem' an even greafer ThréaT.The Tfansfer tax is applied not
only to Kenyan value added but alsa the import content. |f the Transfen
tax applies only to Tne value added parTion of The.commodify, The impo¥
sing>caunTry reéeives effebffve protection which equals nominal protec-
tion. Therefore effecTive'proTecTién baséd on The imposing coun+ryfs
value aaded increases_as'fhe impor+ content becomes larger.

A study of Th|a sort has been conducled by Pe1er A D|amond4 ho
haa calculated the effective profecflon afforded Tanzanla by The Transfer
'Ta* under varying combtnaTtons of tariff rates and'lmporT conTenT.
Chosnng the most appropr:afe combination of variables by assuming |npuT
tariff = O and final good tariftf = 30%; then as wmporT,comTenT inéreases
from 0% to 70p the effective proTecTion rate increases fronIJS% to 39%.5
Under snch.an umbrelia.of»pnofec+ion it is difficult to cdnceiveanaT'.
none of this protection will be bunIT into producfnon costs.

'The 5|+uaT|on for Kenya is JUST The-opp051+e ‘Up until the imple-
men+a+|on of +he transfer fax system, Kenyan producers had enJoyed a
-proTecTed market for the enTure EACM. Now, faced with new intraterri-
torial trade resTrlcflons, local firms nill be foraéd +o become more’
compef}fiveiin,orderffo secure their share of the localﬂmarkef and.aT

the same time compete with locally produced goods in the Ugandian and.
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Tanzanian markets. Increased competition within the Kenyan market would

/
i

/make it even more difficult for Tanzanian goods to be sold there. This
j actually was %he case in mid-1965 when Tanzania raised iméorf restrictions
~as a result of the breakdown of the Kampala Agreement. Thus it is a.real
problem fhaf will face Tanzania in the future.
"WiTh ThéseITWO-forces‘aT work the wholé future of the EACM will be
- put in jeopardy. As the |5 year [ife of_THe'agreémenT reaches maturity
there is likely to be éreaT pressure fo coannué inftraterritorial trade
' barriers or in the most exTreme.case,-a catl for complete separafidn.
What precautions have Been taken o prevénT this sifuafioﬁ from
:arising? . The sblufidn‘seems obvious.i‘WhaT is lacking in the East A%riban
Treaty fér CofopeFaTion is a firm coomitment to implement a regfonal
‘ plan for industrial development. Only lip service is paiq to This idea
in Article 23 of the TrQaTy ThéT states, ”}.,The Partner States agree to
» continue-the industrial licensing system ermulafea in %hé,fﬁrée.éasf
African Industrial Licensing laws now in éperéfion in ThevParTner
States."6 |
" The beginning. 6f the licéhsing sysfém goes back fo 1948 when the
‘ : Three.individual territories legistated identical indQsTfié{'licehsing
ofdiﬁances.fd be eﬁacTed iﬁ.l952—3. jThe objectives were to induce indus-
fry to locate in East Africa by.guaranTeeing-moﬁopoIisfic-powers for a
. stated pe}jod'and secondlyvfo js;ue licehcés to induéfries and dfrecf them
to sites Thaﬁ were parT.of é_genéraf‘devefopmenf ptan. But by 1949 any
intention to develop detailed plans‘concerning Jocafion of indQSTry'had
'been abandoned. As i+ became appafenf Théf>+hé Threeiferfiforfes'were
developing aTvdifferenT_ra+es, The fwo Terfiforiés‘ThaT were developing

at a slower rate were Iesslagreeéble to approving new industries to the
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Iicensiﬁg‘schedule.- The Raisman Commission of 1961 concluded on this
issue that ”Tﬁe scope of the licensing Sys+em‘ha§ fherefore been smalil,
if has an‘achieved The objects for which it was established, and now
éerves very |little useful purpose in relation to industrial develop-
ment fn Fast Africa as a whole.'/ -

“ Little improvement on Thié éifuéfion has been made‘in the past nine
years.- An.é++empf was made in 1965 as part of the Kampala Agreement to
ihprove'fhe_indusfrial licénéing acts and to expand the function of the
EaéT African lIndustrial Council. . Agreement was reached by fthe three
~-governments 1o appoint a committee of industrial exéerTS to study the
broblém of regjonally planned indusTfial deve lopment .8 Unforfunafely,
The Kampala AgreeménT was abandéned beforé any achon could be taken.

As we have seen, tThe Tfeafy for East African Co-operation has done little
fo éhange the nature of the Iicensfng.sysfem. I+ has increased iTS.
rigidiTy'by.sfaTLng in Paragraph 2 of Article 23."...that the industrial
ficensfng.sysfem shal[ éonTinué Qanl the expiraTion of Twenf;.years from
the commenceﬁenf of the said East African IndusTriéI Licenéfng laws."

BéTh Tanzania and_Uganda,are vitally interested in reacTivéTLng fhe_

Easf African lndusTrial-Council-qu‘unTII.now have been unsucceésful'

in préﬁsuring Kenya tfo accebf.- On Two,earlier occasions .They have_accep—
ted second bes+ soluTions, firstly in the Kampala‘Agreemen+land secohdly
Through the Transfer Tax. | |
| Zamblan entry into the EACM would have The effecT of offerlng
‘Uganda and Tanzania a third chance, and this time the probability of
success should be’ihcreased. As mentioned earlier, one of the precondi-
| tions o Zambian enTry ihTQ'The EACM should be The_assuranée.of somé_regio;

nally based industries. This assurance could come as part of a larger
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regional plan fortindusTriaf aeyelopmenf. With the additional weight
of Zambia,'enough'pressQre might be exerfed'on Kenya to make her‘agrée to
Tbe_reacfivaTion of the Industrial Counci| énd acceptance of a regional
comprehensive plan. Kenya aependé mosf heavily upon East African trade
in manufacfured godds? and for this reason will have the most to lose if
. the EACM is disbanded. |
Zambia's entry into the EACM, Thereere, may be the event that will

save The.Qrganizafion from disaster. If migHT Tfp:fhé scaleé in favour
'o% The 'hévebnoT'vcounTr{és and assure the continuation of the union on
»é more equitable baéis. |
. The Model |

| In Tﬁe previous chapTer.we cgncludedlfhaf Zambian entry could have
a cerfain impact affect meaéured in Terms”of increase in G,D.P. Third.
country enTry into rhe EACM will also have an effect on lndusTrlaI devel-
opment and for this reason a Theoreflcal model is presenTed that will
“iliustrate this effect. L

| This modél has'been de?eloped with +he hope ThaT it will have uni-
‘versal appllcaTlon to any group of developlng countries.that are consid-

ernng economlc |n+egraT|on as p055|ble engine of lndusTriaI growTh

}The purpose of the model is to show how integration will effecT The
L time horizon of industrial development. The approach used will deal
with individual industries and will focus on the effect of increased mar-"

ket size on fhe process of industrialization.

'Demand Side

For any given commodiTy'There>éxiéTs within Thekdomésfic market a cer-
Tain level of,démand; Thé quantity demanded will depend-ubon the nature

of the product as well as upon price, Tasfé, distribution facilities, and



70.

other facTors; In:The developing world %he fncome eiasTiciTy of demand;J*:c;rﬂ§e:
'/for basic.consumer gooas is Iarger»fhan. The'démand.for The same géod'in
! the more deveﬂéped world." The nature of commodity demanded iS highty -
correlated with the stage of developmenT,.és indicéféd by the level of
per capi%a inéome. As Préfessor Harvey Leibensféin notes, one of the
characteristics of underdeveloped areas is "that a major porTion‘of expehd-

10 ' . . .
- As per capita income increases

itures are made on food and necessffies".
demand shifts Té more-sophisTicaTed.conéumer goods, and tfo inférmediafe
- capital goods és well. Therefore, in the early éfages of devel|opment the
vcouhfry mjghf be a net exporter of'primafy @roduéfs'and import éll'of its
manufactured goods. ‘In a laTervsTage, the ébunfry is likely fo develop a
E manufacTQring secTor‘and therefore subsfifﬂfe domééTically>produced goods
in place of éonsumer good imports. At this point of dévelopmenT the |
naTure’of imports woﬁld change.and Theré wouldvbe increaéed.impérfs of cap—k
ital -and intermediate goods.1 | | |
»éimilakly, local government polic§ migﬁf dictate the T?pes of.pro—
ducts demanded.ﬁ Public works projects aimed at developing an infra-structure
- of social overhead capital will dictate a certain %ype of'démahdbﬁhijé> govefnf
ment policy.emphasiZing.agriculfurai ﬁré&ucfion Wiledgfive a Qémand'for sTiII;
other proncTs. FoE Thjs reason the model has been deyefppfed_fo Take account
of These peéqliarifies.' | | ‘
| The model does not make usé bf The’élassic.dehand'funcfionAof_pIoT%fng }
price against quantity.  We arévinTeresTed in examining The‘quanfify demanded
_-of'a parfiéular produ;T over Time. We will assume that the relative price
'jé consTanf.'1 This assumfpion ié less wiédevin a develbping.counfry situation

since the price level of domestically produced{goods'Will be proTecTéd by
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import tariffs and tus guarantee local producers the domestic markeff“"——“:f;y“*‘:

/ . .
/ With price constant the vertical axis will measure quantity de-

f manded and the horizontal will measure income. In the lower Quadranf of
our diagram (figuré 5.1) the relationship BeTween income and time is indic-
ated. We éssume that income grows over time at é constant rate (e.g. 5%).

We define Y as a function éf Time. Thué, we can read éff our
djagram the relationship of quanTiTy‘demand'aT different levels of Y to
the time period in which it occurs.: | |

Figure 5.1 shows the expenditure function for the particular

commodity 'i' which is defined as:

Related to the previous year: :
D) A P ()
j”-.-" :Dn-/v"' éc yh ‘D.”” : . '
or related to base year o ’

:D’*‘ - Do .t 2” [5 Z ‘D"v“J (7) ., (*‘ =;)/,z,~--~,'h)

LR el
where b = income elasticity of demand for commodity 'i'
y - = the percentage change in National Income
D = quantity of good 'i' demanded in year 'n'.

The shape and slope of the curve is deTermined.by.‘b‘ and since
income elasticity will differ from product to product then it will be refiec-
ted in the sﬁape of D(t+). For éxample, in-fhe>early.sfages of devélopmenf
luxufy goods would have a low income elasfichy while for baéic‘cdnsumer
_Ygoods it would be much higher. This phenoménon is depicted in diagrams

5.2(a) and 5.2(b).

- Supply Side
Tufning now to the supply side of our model we will again part from

the classical approach. Rather than plotting price againsf quantity we

will plot income on the horizontal axis and Industrial Capacity on the
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vertical axis. Therefore we are deriving a potential capacity function
(RP.C.).
An important part of our analysis is the implementation of a term

developed by Joseph S. Bain in his well known book Barriers to New Com-

petition. He develqps the concept of '"Minimum OpTimél Scale' which he
defines as ﬁThe smailesf scé)e at wﬁich>éApIanT or‘firh méy 5chieve the
lowest attainable unit cost." |

Of course the minimal opTimal.scaIe (MOS) wfll vary beTWeen indus;
tries depending upon The'economies of scale of The_differenf productive
pfocesses. | |

Let us assume that fhé‘MOS of a parficualr industry is X. Ifnwe
aésuﬁe ThéT all the planTs.To_be cqnsfruc+ed were To be of X capacity
we woufd have a diagramme which coﬁsisfed of a series o% horizonTal.lines
parallel to each ofher and X units QisTance apar? (see figure 5.3).

lf we assume that indusfry'devefops one firm aT.aifime.Then There‘
Will be a step function. The positioning of these sTepsijII indicafe
Thé timing of ‘industrial expansion. UfTimaTer demand conditions will
déTérane‘The_shépe of the P.C. cu%ve.' An implicit assumption made here
is_fhaf each plant wfll onfy producé up to the MOS cabaciTy.: Thislié a
simplifying agsumpfionvand it will“be Eelaxed later invour analysis.

We are now ready to combine the demand and supply sidesjof er
analys{s to indicate The time horizon of‘induéfria[ devélopmenf. We
will consider three differen+ methods and then choose the meThod.ThaT.
<besT'suf+s our purbose.

CASE 1. |
In the first case_Qe will~aésume that the government brefers to

construct an MOS plant only'when demand has reached the appropriate
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level. By combining figure 5.1.and 5.3 we have the situation depicted

in figure 5.4. This diagram shows that in year T the first plant will

" be constructed and will continue to produce at X capacity until T', when
a second plant will be constructed in response to increased demand.
CASE 2

Figure 5.5'shows.an alTernaije planning decisioh that as soon as
- demand is greater than presenf MOS capachy a new plant will be construc-
ted. ‘Under these conditions There.would always be’excesa capacity and
unless Theee_goods are exporTable there wfll be a waste of resources.
CASE 3 |
‘This final siTuaTioh as'depiCTed in figure 5.6, zé a compromise
beTween The Two cases mentioned above, and also the most plaUSIble of The
Three. ~ But the question then arises as to what p0|nT in Tlme should the
‘ nexT plant be constructed. BeTween the time of construction of the nth and
:I’pfanT,.demano will have to be met by imports. This is paid for out of
afhe counfry's fofeign exchange reserves. The problem.Then becomes a question
of a frade- off between deple+|on of foreign reserves and.excess capaCITy
produchon. At what point IS it worthwhile To sTop importing and commence
domesffcvproducfion. - We must remember ThaT the deyeloping_counfry has a
preference‘for domestic industrial production and this preference has been
.buiIT into our model. of course, each.SITuafion‘wilI differ‘in,each‘counfry
'.buf our model pfesenfs a criTerion To‘be:used as‘a guideiine in making the
decision. o B
>»FfrsT we will assume that the demand condiTionee£ndicaTe that within
a certain time period, (e.g; ten years) the quaanTy demanded of the commodity
will increase an amount equal'fo‘The MOS of an additional plant. >fhe question
_is when should this plant be built?

' ThroughouT this 10-year period there will be a flow of costs involved
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in supplying this commodity fo the market. In years when Theigobd>is

/imporTed, the cost will be simply the costs éf_imporTs. Once local prod-
/ucfion is undertaken, consideration must be given to the cost of the
initial investment plus the variable costs of operating the plant. There-
v_fore we are faced with ten alTernéfive cost flows depénding upen. the
Tfming of construction Qf the pfanf. The decision criteria suggesféd by
Thfé mode | ié Té chéose the year for construction That will generate the

lowest present value of the stream of costs.

For example, assuming full operation of the plahT is undertaken in

the year of construction, alternative | is construction in the first year:
oy, - LtV Vi Ll Vo '
//L/, - ) /’:". 7" (\//'(4)5‘ f + (/,44)/6
alternative 2 is construction in the second year: :
p\/ . M, T-IfV;_ 4 Vs Th el PR
N 7o LM 12 s %) L
alternative 5 is construction in the fifTh year: . _
7 / = . f"/, ) Lo /D/?‘ ) [7’ l/s' &(& ,,_ e 4 __J/At_p
./"S 2 ’ f.inc%,* (14)* f'7‘0 " O“é)
and alternative 10 is construction in the 10Th year:
= M _,_;~ Nj? Lt Ve '
/0. V/(J APV 4 - f /;’i"q £ (,‘((:)/p )

where: PV, is the present valué of the stream df costs if the construction

is under+aken_fnbfhe n th year.
. Mais The:value of fmporfs-of commoaify ih_The n th year{
I is the initial cost of construction.
"Mf'is the variable costs of The>n Th year.*'
4 is the rate of discount.
* Varjable CosT“is a net ca!culafién,as we || aébfhe'oﬁerafing costs of produé—
fion, the cost of protection must be included as well as the cosT:in local
:cﬁfrency of imported inbufs. From.These'COSTS must be subTracTed the behefiTs
: from domestic industrial production such és *hé exTernalfTies enjoyed by the
éoéiefy. Therefore, represénfs the net éosTs of loéal industrial produéTion.
| If P.V.7 gave us The'lersT preéén+ VaIue calculation we would underTakev

. construction of the next plant in seven years.

This mechanism is the basis of our mbdel_buT fUEThér consideration
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must be given to the calcula%ion bf These variables. In order to give
a cfoser estimation of the true §iTuaTjon in developing counfries we husT_
consider different cost variables in_various ways. To_give the real cost
of local factors of producTion we will usé a shadow price system. Be-
cause the factors emp | oyed in the industrial sector uéua!ly have a very
. low épporTuni#y cost, Thé cost to soéiefy fs not reflec+ed iﬁ the wage
They receive. Therefore by using sﬁadow pricing the cost of local
, v§riables will be Iesé andwill, +hérefofe, bjaé édr'CalcuIafiohs ToWard
earlier consfrucfion.‘
.Thése inputs whicH must be imported are of course not subject to
_shaaow bricing.¢ Quite The'dbposife is The case. When forejgh exchange
iéhused_Té pufcha;e imporTsAThe cost To.éociefy is not usually reflected
by Thé official forején exchange rate. The_exisfence of a foreign
- currency black markeT in most deVerping countries de%onsfranes the dis-
 crepency.beTwéen the official. and aéTUal rate of exchéﬁge. MWhen calcq; -
iafing Thié cost stream in terms of Ioéél currency then fhe actual exchange
ra+e.shou|d be used. This means that if local production of the commo=
dity fnyolves_a'high impbff‘cdmpbneﬁT +he‘Tendency will be Towardsblafer
E conéfrucfion.; '  | . | | |
Aﬁinélly, any exferﬁa1ifies that will result from iocai pfoduéfion
must be considered in our calculations. Such things as incréasedbskijls
of the labour force, increaéed énTrepeneurial.skil[, and Iinkage‘e?fecfs
.musT be»cbnsfderéd as benefits and in some way be déduéfed from the costs.
’Thg exisTence.of such positive extefnalifies will encodragé early con-
struction of_The plant. |
| The final decisfon, Tﬁérefore, depends upon many variables. On the

~ one hand, we' may. conclude that an industry with a. low initial investment,
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smal | fmporT component, and high priced final product whjch generates
“positive externalities will favour earlyvconsTrucTion.

On the other hand industry requiring a large initial inVeefmenT '

: Te produce a low valued f:nal produc1 with a high import component will
tend fo discourage construction unless the posifive externalities are so
greaf as tTo counter the high feal coefs of production.

Based on This'criferiqn, figure 5.6 indicates the TTmfng ef indus~
Trialiaafioh. The inTereecTiOn of D(t+) and P.C. curves at poinTs +f and
TZ indicates the appropriate time for constructions of the secend and
-Third'planTs; |

Effect of Integration

Lef.us assume that a second’cedn+ay is introduced to our model.
Assuming that eounfry previously imperTed commodiTyIX To satisfy itfs
_domestic demand, the effect of inTegraTion wfll be to move the D(T)
funcffon upward fo D(f)I asvin figure 5. 7. This in effeeT is increasing
_+he size of The domestic marke1 and Therquan+|fy demanded lacreaeec from'
D(1+)-to D(T) . This will acceleraTe the raTe of industrial developmenT
_Codnfhy:A wou | d have constructed planTs 1, 2; and 3 in years +© TI,.and
TZ respechvely BuT now W|Th combined expendlfure funchon D(T) ; con=
sTrucflon of the same plants will fake place in years T. and Tz,.WITh an
‘adlelonal pIanT in TS . Under the lnTegraTlon scheme it is unlxkely that
all three planTs would be bu|IT in counTry A The firms of the lndusTry '
will be d|V|ded beTween A and B and it is qUITe Ilkely ThaT B wull recelve
industries that it would oTherwuse not be able to support. CounTry AVWI||'

enjoy a larger domestic market and a shorter time horizon for ifs indus-

trial developmentrj
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Figure 5.8
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Modifications of Model’

As wé menfiéned earlier ouf:simplifying assumpTioﬁ_of constant -pro-
duéfion at MOSAcapciTy will now be dropped. In Bain's studies he fndi—
cates ThaT.Thefe is a range wiThfn which a firm can operate to produce at
the lowest attainable uﬁif cost. wa will this affect our P.C.curve?

We Wi!f mainTain tThe lower MOS bound of x units but now extend the uppér
Limit. There is a certain range bf production beyond whiéh costs witll
~begin to rise and it is at this poénT.ThéT we will.sfop furTher.produc-
Tion. A case could be made that even though unit cost will rfse after a
certain level:of production is reached, it woﬁld still be worThwh?le to
vprdduce rather than use foreign reserves to purchase imporTs; The strength
of fhis argument depénds én the local government's foreign reserve posi-
tion as well as‘governmenf'policy.coﬁcerning Thé trade-off between effi- ‘
ciency aﬁd production. For our purpose, we shall assume ThaT The company .
will produce only within the range of lowest aT%ainabié.Uni} épsT. “This |
vmﬁdificafion can be seeﬁ in figure 5:8. |

: The P.C. curve has éhanged its shape buTAhas not changed our analysis.
Whaf in effect it does is.To infer +haf the MOS is 50% Iakéer and There—.v
fore fewer plants are required To,séTisfy fhé same'level of quaﬁ+i+y.deman—
ded. Using this P.C. curvevandrinfroducfion of'a'secdnd’couﬁTfy, The
-mode | willlgivé fhe same resul%s;lr; {ncreasing the raTe>of industrial

~growth.

Application of Model to East Africah Case

To ufflizé the model there is certain informa#idn which must be
available. In this section we will discusslThis problem.

First, from Thevsupély Side of the model the most pertinent dqfa'is
'fhe Minimum OpfimaIVScale information. Bain has provjded'us wifthOS

statistics for 20 industries in the U.S.A. His Calculafioné were based



83.
on a 1949 census of American indusfry., There are obvious objecTiSFg
raised to the use of such data when dealing with developing countries.
Differing leQels of technology and quality of the labour force make
these calculations less credible.

'For this reason we fturn o aISimiIarbsTudy done by M. M. MeTwallyH
which deals with the Egyptian economy. Iﬁ his study he considers .a n
number of'manufacfgring industries and es%ihaTeé (1) the most efficient
scale of production which he definés asv"ThaT quanTiTY of The producT
whféh must be produced tfo enabfe the plant to work at full capacity whén'
using the best available +echniqués of pfoducfion”, and. (2) minimum
ecdnomig scale of producTion defined aé "Tﬁe scale of production at
which ¥he article can be produced domesfiéally on a compeTiTivé basjs".
This ou%puT is determined by the poinT at whjéh the cost oquuf curve
cﬁTsTThéljmporT price line. These values were calculafed from sTudieé
.aoﬁé in.The U.S.A. and then "Transpésedlfb EgypT Through apprépﬁfaTe ad-
Justments of relevant daTa”.12 Table 5.2 shows the minimum economic
écale of pfoducTion for 55 manufacturing industries in EgypT._
| When we turn to the demand side of our model the Task is much harder.
Recalling our Expenditure function D,: 7, +é. )Z Dh;, “ we are able To
immediaTély determine two 6f the three variables. As we mentioned earlier

", is simply the quantity demanded of the commodity in year "au ", The

~variable y we will assume is growing at a consTanf rate. Each of the three
countries WiI{Ahave a:dfffehenf ﬁafiénal incéme growth but all will bé _
'someWhere in.The range between 3-6%. That Ieaves-only,one variable

-TQ consider.  Income elasTiéiTy 'b‘.is‘fhevonly variéble factor.

The value of 'b' wiil.change~from year to year. A_lﬁ order to arrive

at some kind of estimate of 'b', it would be necessary tfo run a
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Economic Scale of Production in Relation to Size of Egyptian Domestic

Market in 55 Manufacturing Commodities

[tem

A. Food ahd Kindred Products

L OO O~ U W —

Creamery Butter
Natural Cheese

Raw Cane Sugar
Refined Cane Sugar
Beet Sugar

Beer

Malt

fce _

Soft drinks

. Macaroni & Spagetti

B. Tobacco ProducTs

Cigarettes

0. Textile Mill Products

U A W N —

Pure Cotton Yarn

. Woven Cotton fabrics

Rayon yarn & fibres
Viscose vyarn
Motor car cloth

D. Lumber & Wood Products

1.
2.

Plywood
Packing cases

E.»Papef and Allied Products

1.
2.
3.

Cigarette paper
Paper cigarette filters:

Viscose cigarette filters

F.'Chemical & Allied Products

S NN —

O WU

Chlorosulphonic acid
Nitrobenzene

Aniline

Matches

. Soap & defergenfs
. Ammonium nitrate

Petroleum products

" G. Rubber Products

I
2.

Tyres & tubes for cars

‘Rubber footwear

Unit of
Measurement

tons

~do-

_do_

th. tons

_do..

th. hectolitres
th. tons

th. tons

mill. bottles
th. tons

billions

th. metric tons

-milt, metres
mill. pands
—do-

- tons

cubic metres

.Fthousands

tons
mill.
~do-

rods

tons

_do'_‘.

-."dO—. .

th, mill.
sticks
mill. Ibs.
tons of

.ammonia content
- th. barrels

thousands

~ th. pairs

, Economic
.. Scale of Prod.
(per annum)

747 ,
5,35-1,071
7,356-14,712
360
21-52
1,970
33-66 -
158
6-15
7-17

4-35

5.7-11.4
30.7-76.7
26-64

il

N.A.

4,000
1,150

I, 100
135
205

850 °
750
600
19-38

150-225
43-300

65-162

4050 ‘
4,725-11,800



Table 5.2 continued

I tem.

H. Leather Products
|. Leather footwear

. Stone, Clay & Glass Products

I. Glass bottles

2. Cement, Portland

3. Gypsum products

4. Clay floor & wall Tiles

-J. Fabricated Metal Products
1. Metal Cases

2. Metal barrels

3. Collapsible tubes”

K. Machinery Except Electrical
-~ 1. Agricultural fractors
, (assembled)

. 2. Ball & roller bearings

3. Typewriters

L. Primary Metal Industries
Pig iron

Steel (finished)

Steel Sheets & strips
Primary aluminum
Copper products
Electrolytic Zinc

WA WN —

. M. Electrical Machinery
. Transformers

N

. MoTors &_Generafors

Household refrigerators
Household washing machines
Household vacuum cleaners
Primary batteries, dry
Flourescent lamps =

~N o AW

N. TrahsporT Equipment
. Cars (assembly)

Unit of
Measurement

th. pairs

" mill. bottles
~th. tons :
—~do-

th. sq. ft.

mill.
thousands
$1,000

No.
$1,000
Thouéands
th. tons
-do-~

-do-

_do_.
-do-
tons -
$I,QOO

-do-

- thousands
- =do=

~do-

~millions

Thousands

thousands

Economic
Scale of Prod.
(per annum)

577-1,154
- NLA.
.329-658
221

4,330-8,660

- 100-600

315-780"
2,400-4,800

2,650

10,000~
20,000

154

700
600
206
40-80-

- 15-30

8,600

17,000~
43,000
19,000-

~ 46,000
- 240

203-509
208-560
| 8-35
N.A:

. 60~180
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regression anéleis on conSumpTién of a particular commodity and the
relévanT inéreases in income.. In this Way a trend could be established
as to the future behavior of 'b'.

’»UnfoETQhaTely the statistics for fhis calculation are not available
éT this time buf it will be a ffuifful égefcise to caicuWafe 'b' and
. Then>examine quanTiTaTiYely the effécT o% Zambién enTry-inTo the EACM.
It is the hépe of the auThor'fo be in East Africa in the near future,
there the required data can be more easily-esfimafed..

Tﬁus'fhé purpose of this chapter has been to develop a sound theo-

refical model that can be used to eéTimaTe the effect of ihfegrafioh on

Vihdusfriak development. o v R
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CHAPTER VI

Cost considerations of proposed inTegrafioh.

ln the precedjng chapters, we discusséd and éTTempTed to
quanfify The:benéfifé of Zambian entry into The common markeT..‘Ouf
analysis would not be éomplefe,if we did noT éTop to éénsider'fhé
cost side as Well.i Therefore, this final chapter Will deal with some
bf the negative aspects of ihfegraTion.

The format of the chap+er will bé o considef; ,(1) some of
the costs of infegration accruing to both Zambian and the EACM countries,
(2) %hé steps that should be taken jn order to minimize these effects.

B The first and most obvious negafive ?foCT is the loss of revenue
that Zambia will sustain by diverting trade from SduTHern.Rhodesia and
South Africa to the EACM céunTries. >’As fecénf_as 1968, approximately
33% of all Zambian imports came from these +Qo sources.] 4|n ordef‘fo
estimate the custom revenue collected from fhésevsources we return to
our 1966 daTa.  'Table 6.1 summarizes the relevant fnforﬁaTion.Z

These calculations were based on the import eéfimaTiQns of chapter’
four. | The upper limit éalculaTion was based on a two digif S.I.T.C.' |
classification and the lower estimate on a more deTafled examiﬁafion of.'
the four digit classificafion. The Tarfff raTeé that were.app(iéd were
those pubjished in fhevfariff schedule of>The Zambian governmenT.3 There
wés some difficulty finding'The appropriate custom duty for each commodity
‘since the Zambian schedule is not based on the S.1.T.C. classificafién but
on.a descriptive commodity by commodi Ty bésis{ vahué, by maTching.+he
S.j.T.C. commod i Ty descripfioh with the relevant tariff rate we have arrived

at a close estimation of the tariff revenue collected.
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Table 6.1

Zambian Revenue lLosses for Relevant Impact Effect Estimations

Southern’ South - TOTAL
Rhodesia Africa - Thous.$US
Total imports ‘ 64,904 - 83,936
“Upper limit estimation
of impact effect 42,415 72,744
Revenue loss for U.L." * ¢ 10486  6,985.2 13,090.06
estimation 4
._Lower limit estimation
of impact effect 27’]6§ 21,627
- Revenue foss for L.L. 5,183.65 3,019.8  8,203.45

estimation

Source: United Nations, Commodify Trade Statistics 1966
4 : Series D, Vol. XVI, No. 1-36.

Table 6.4 . o

- Adjusted Calculation of Tafiff Revenue Losses

Southern South TOTAL -

Rhodesia Africa Thous. $US
Upper [imit 3,184.16.  5,029.97  8,214.13
revenue loss
Lower limit i

2,320.75 - 2,777.6 5,098.35

revenue loss
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An interesting observation is fhaf there is not much difference
in revenue loss between The.upper and lower IihiTs for ?hodesia, while
for South Africa The revenue loss more than doubles. The reason for
\This is that most of the South African goods in Thell§wer level estimate
carry a low tariff rate or are-duty free (see table 6.2) while the farge
fevénue»éarners such as commodities 110 (alcoholic beverages), 710 (mach-
‘inery), aﬁd 840 (cloTthg), were included in the upper limit estimation
(fable'6.3); Just the épposife'is the case for Rhodesia, high revenue .
~earning commodities such as 122.3 (manufacTureUTobacco) ié included in
both estimates and it was only The free or nominally taxed goods that
~are added to make the upper bound ééfimaTe; X

- We shéuld note, however, ThaT.These revenue loss figures are
not Truly represen%afive.v Even if The impdrT effect were complete it
woulé_noT mean sucﬁ a large reQenue loss. 'Suchvgoods as Liduor, tobacco
and juxury goodé'which cérry a high import rate wilfvno+'be'+o+ally‘}ax
freé:if imported froﬁ EACM; Certainly an excise tax would beAlévied on
these goods and thus most, if not all, the revenue loss on these goods
would be recouped. - Thié-wéuld'hof affect the trade flow between the
"'EACM aﬁd Zambia;'siﬁcé éasf Afrfcan goddsjwould sTi]l'enjoy-a'COMforTabTe _-
level of prqfecTion. Adjusting the calculations fof Thfs fact, results
. are shbwnAin table 6.4 {(the calculations are determined by assumﬂng That
an excisé tax will replace Thelfaéiff réfe on such commodffies as per-
fumes (#553), méngfacfured tobacco (122.3), quuof and wine (#1id)). .
These vélués are substantially lower Thaﬁ the first set of figures and
they represent a fruer picture of the situation.

The next quésfion ThaTImusT be considered is, "Tb what. extent
doesAZambfa_reLy on custom duTiés as a source ofArevenue?" _As we men-

tioned earlier, Zambfa‘is one of the world's leading producers of copper
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Table 6.2

Lower Limit Impact Affect Estimation & Related Revenue Loss

Southern Rhodesia | ' ' - South Africa
S.T;T.Q. AmouﬁT .Tar.RaTe Revenue kmounT Tar.Rate Revenue
001. 1 o R . - 786
OF 111 . 1108 59 55.4 705 Free

ol 1.3 454 5% ‘22.7  Free
ol 2.1 321 5% 6.05 . Free |
ol 3.8 782 204 156.4 o  Free
02 2.2 481 14d/1b.  12.4 |
02 3. - v o _ 160 _Free
04 5.9 s B o . 652 : Free‘
046 453 5% 22.65 R
04 8.1 . S :» L _v_143‘ - Free ) e
ot 8.4 -  ws . 206 89.60
59 s . Free
05 4.5 ‘_. _ _'A,'.‘ 155 l‘ 1d/1b. 34.8
05 5. 195 ~  20% -“.39;0' ' 29[, : 20% . 158;201
06 6.i 1602 = 5% 80.10 |
06 2. - a8 Free
07 x.|. | I o 120 - 5% 6.0
07 3. S N o o a4 .Freeb‘ |
07 4.1 126 20/Ib. 4.8 | |
07 5.2 | B 73 T 13.2
09 1.4 240 20% . : _48.6 | |

S 099.1 1178 5% 58.90
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Table 6.2 continued

S. Rhodesia - | ' ‘ S. Africa
S.T.T.C .AmounT Tar.Rate _Revenue Amount Tar.Rate Revenue
12 2.3 2190 5sh/Ib.  2862.90
24 2.2 205 Free
$27.6.2 250 Free
2925 665  Free |
33.2.9 118 Free | 183 Free
42 1.3 106 58 5.30
5140 244 Free
53 3.3 278 204 - 55.60 309  Free
54 1.7 328 25 82.00 825 - 258 205.75
541.9 B 222 258 55.50
553, : S 692 359 242.20
55°4.1 SRNEY 206 . 27.40
55 4.2 156 209 31.20 256 204 51.20
55 4.3 | _i”‘ e o 439 208 87.80
59 9.2 »i o o _'_" 807 | : Free | |
s99.5 200 5% 10.00
50 9.9 o 10 5§ 3650
62 9.1. 506 s 25.30 1891 5% 94.55
632.4 554 - 53 27,70 165 5% ' 8.25
64 2.1 1297 08 120.70 €31 " 5% 63.10
6423 138 Free D 259 Free A
64 2.9 202 20% 40.40 i_< 185 205 . 37.00
652.2 299 Free U3 Free

655.6 . . 194 Free
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Table 6.2 conTinued

S. Rhodesia B s, Africa

S.T.T.C  Amount Tar.Rate Revenue  Amount Tar.Rate Revenue
65 6.1 395 Free
65 6.9 164 - Free
66.1.2 - 1156 5% _: s7.60 932 o | 46.60
66.5.1 152 35% 53.20 - 804 356 281.40
69 1.1 530 259 132,50 |
69 2.2 326 109 32.6
69.3.2 176 5%  26.4
69 4.2 353 5%.. . 17.65 4 5% . _ 20.75
69 5.1 . o o 59 5.50
69 7.2 . 317 . 25% 79.25
69.5. 928 5t . 46.4 - 837 56 4185
71.2.2 R | - 124 5%  6.20
71 2.9 143 st 7a5 4 | 54 - 20.70
798 26 S8 6.3 047 sk 5235
R R 267 s | 13,35
72 5.0 2396 5% 119.80 502 5% 25.10
729.9 404 5% . 20.2 - 1265 5% - 63.25
733.3 769 5% .45 581 54 2935
812.4 o o 145 25% - 36,25
821. se4 308 2020 910 308 275.00
631, 370 Free
| sal.l 1177 208 235.4 2845  20% . 569.00

gar.a T 317 25% 94,25
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Table 6.2 continued

-S. Rhodesia

d.. $1,430/metric ton, 2002 tons.

S. Africa
S.T.T.C Amount Tar.Rate “Revenue  Amount  Tar.Rate Revenue
841.4 377 259 94,25
- 851. 1728 159 259.2 1602 159 240.30
891.2 169 " 259 42,25
892.9 366 109 36.60 368 10% 36. 80
893 317 470
054.1 311 . Free
Total 27,166 5,183.65 27,627 3,019.80
thous . $US - : ‘
a. $33/ton, 376 tons.
b. 22%/metric ton, 1580 tons.
_c;"44$/mefric‘Ton, 109 tons.

Sources: United Nations; Commodity Trade Statistics, 1966, Series D,

Vol. XVI, No. 1-36.

Republic of Zambia, International Customs Journal, March, 1965.
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- Table 6.3

Upper Limit Impact Effect Estimation & Related Revenue: tess

S. Rhodesia o S. Africa

S.T.T.C  Amount Tar.Rate. Revenue  Amount ' Tar.Rate Revenue

001 . o8 | 807

010 - 286 | 5% 145.05 . - Free

020 620  Free 203
040 8IS 20% 163.00 1350  20% 270.00
050 . 856 Free 1396

060 1693 5% | 527 5%

090 - 142l 5% 84.65 797 _

110 . - 772 - 1649.8
110 - o S . : o .10.07
120 2208 Ssh/lb.  2,862.90 .

240 210 Free . © 380  Free

270 © 246 " Free 498 . Free
2900 - 716 . Free = 126 Free

330 253 Free - 1948 Free

420 560 5¢  .28.000 l61 5% 8.50

510 - 195 5% 9.75 651 5 - 32.55

530 361 Free . 330  Free o

541 426 256 106.50 1096 253 274.00

550 289 20% 57.8 1527 . 205 . 305.40

581" . _— 497 - 5% 24.85

599 265 5% 13.25 1738 54 86.90

620 586 5% 29.3 3242 5% 162.30

630 1220 5§  61.00 400 - 5% 20.00

640 2366 105 236.6 1846 10% 184,60

650 . 2548 . ... 1944 . o |

660 - 2779 $5.50/ton 457.81 3563 354,50
670 1916 5% 95.80 10692 5% 534.60
680 198 5% 9.90 918 56 . 45.90

690 4433 -~ 10% 443.30 5019 - 105 501.90

710 1712 5% 85.60 14520 5% ©726.00
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Table-6ﬁ3'conTinued

/SiT.T.C. Amount Tar.Rate Revenue " Amount - Tar.Rate Revenue
S. Rhodesia o o S. Africa

720 4727 5% 236.35 35977 5% 179.85
730 2427 5% ©121.35 5682 5% 284,10
812 600 254 150.00 387 25 . 96.75
831 370 o | - S
840 1419 209 . 283.80 3720 - 20% 744,00
851 1728 15% - 259.20 1602 15% 240.30
890  156| 10% 156.10 © 2158 0% 215.8"
070 197 . 5% . 9.85 650 5% 32.5

Total:thous. .
45,475 . 6,104.86 72,744 o 6,985.17

a. quuor, 53,14 sh./gal.

" b. Wine, 10 sh:/gal.

" Sources: United NaTions, Commodi Ty Trede\STaTiSTice,‘|966, Series D,

Vol. XVI, No. [-36

Republic of Zambia, International Customs Journal, Maf., 1965.




96.

Table 6.5

Zambian Government Revenue from [ndirect Taxes, 1966

Customs : ' $ 21.56
Excise ‘ - 12.04
Mineral Royalties 110.88
Copper Export tax | 51.80
Motor Spirit tax 1,96
Motor Vehicle licenses - 3.08
" Other licenses ,. o-.28.

Profits of government -
enterprise '

Stamp Duty . ' - .56
Other ' 1.68
TOTAL _ 203.84

Millions of US.$
Source: Republic of Zambia

Economic Report 1968
(Lusaka 1969) p. 93

Table 6.6

Revenue Loss as percenTade-of tota!l Customs Revenue and total

Indirect Taxes Revenue

‘9 of Custom % of total
" .Revenue Indirect
) - Tax revenue

Lower est. 24% 2.5%

Upper est. 8% r'i 4%
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and for this réaéon derives mésT.of iTé reQeﬁue in the form of
mineral royalffes and coppéf‘exporf taxes. Only 11% of all indirect.
Tax revenue coﬁes from customs dufies, Whi!eiover 80% is derived from
fhe'Two above menTioned séqrces (table 6.5 showé the components of
indirect tax revenues for 1966). Taking the latter estimates of
revenue Iéss it represents ohly-2.5% toi4%‘of the total indirect Tak

revenue, a small price to pay for integration.

Thefe willralsq be.anofhervrevenue loss. Undér oﬁr broposed
inTegra+ioh, Zambia will forfeit ThevrighT to lev? custom duties on
EACM impor%s. ; Looking at the 1966 statistics the level of trade was.
not sufficienT to change Thé resﬁlfs of the findings. Fbr Thisv |

reason we will simply consider the above mentioned loss.

.This loss of revenue can be presented as astrong argument for
demanding (1) a share of'regionafIQ based industry, and (2) loaning |

“privileges from the East African Development Bank (EADB).

In Theiprevious chapter Wé discﬁssed the necessity of reactivating
b+he CounciI of IndusTrfaI DeVefobmenT, not dnly for Zambia's benefiT but.
for Tﬁg.coﬁffnﬁed opefafion of The‘EACM. -ber{ainIQ, Zambfa will receive
The‘supporT of Tanzania for'implemenTéTion of such a.plaﬁ. |

.The EADB was established fn 1967 to réplaéé.fhe disTr}buTive pool
set Qp in 1961 by the Réisman Commission." Thgvpurpose of the bank is
fonhélpAThe 'have not' countries of the EACM, namely Uganda»aﬁd
Tanzénia. Zambia could easiLyAsubscr}be to fhé EADB and have
privi‘egedfdrawing ﬁighTs‘aS Uganda and Tanzania. = - The.exactT

. details as to the amount contributed and the percentage of with-
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drawing rights would have to be worked out by.the pérTicipaTing'
countries, but the EADB is certainly a possible tool to be used to
compensaTé Zambia for her loss of revenue.

Another important consideration is the effect infegration

will have on Zambian small scale industries. [f the transfer Tax
~system is maintained until its 1975 expiry date then Zambian local
industry will receive a certain amount of protection. But, mofe

impérTanT, is The'fécf that most ofAZambia's future indusTrid}
'devélopmenT will be on a regional basis. Zambia, with a population
of 4 million of which only 9% é?e empléyed for money'Wages4, is
handicapped by a very small doﬁesfic market, and therefore the scope
for;any large écalé.(producfion)‘fndgs%ry is Qery slim. But now in-
,dusfry.canATake advantage Qf.econohfcé of scalevand supply ; marke+
seven times the size of its own dbmeéfic harkeT. Therefore, most ofi
“the future industrial devefopmenf will move{infThis.direcfion} There
- will also be growth of industries that enjéy a certain gegéraphical‘
proTécTion, CérTéinly The food procuring'indusfries and parficulaf
- bulky éonsumer goods will be producedvlocal[y. Thus, the only fear
lies in the realization that some eXiéTing industries which are now
épera+ing under the umbrella of a proTecTivé tariff may.no+'bé able to
compete with EACM goods after the suspension éf The.fraﬁsferrfak. Thfén
might. be considered a short run cost but when Qé congider'fhe long run
industrial develophenT of Tﬁe‘regioﬁ i+_ié a benefiT." |

From the EACM point of view, there are very few costs involved.

As we mentioned earlier the EACM countries. import very little from Zambia.5

Even if we were to assume that all These‘imporfs were taxed 30% (which is
a high rate), the import revenue loss would be less than half-a-million

dollars a year. The greatest cost that the EACM would have to bear is
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the expenditures fnvolVéd in eXTending.fhe serviges of the EACSO

to Zambia. The burden would be shared.by Zéhbia since it is_fhe
recipient of these serVices. - But the distribution of costs is some-
~thing that would have Tovbe negonaTed between the two parTieé.

This Logicafly brings ué to our final point of discussion
‘ jnAThe thesis. That is, "Wha% sTépé should be taken by Zambia towards
becoming a member of the EACM?” and further, "How will THe Treaty
for East African Co—operaTion“have To be chéngedlfo accommodate Zaﬁbian
kacceésibh to the common market?"

First of all, let us mention consTiTQTional and administrative
changes. :Besides Thé'simple éemaancs of replacing the Term_”fhreé
Partner States" to ”fburrParTner STafgsﬂ, there are some basic moves.

j fhéf must be made to accommodéTe ZamBian_enTry. |

-The first and mosf obviqﬁs chapge is the inclusion of Zambian
authorities on Thé adﬁinfsfrafi?e Councils. Zémbia woujdAelec+ én:
- East African minister and deputy minister who would be lel—Time
members of the Common Market Tribunal as well as representatives tfo
‘ fhe différenT administrative committees. |

" The sTandardiéa%ion of Zambian Tar{ff ra+es o those of the
EACM could Take.piace over a Tréné?*ignal period of two or three years.
The East African Customs and Excise Deparfheﬁf (EACED) has been the
s;ngle collécTorvof-imporT dufies and haé then distributed the funds
on a'country destination'basis. Since most of Zambian imports come
via‘TanZania (now by foad but in future by rail), extension of the
funcTiQﬁs of fhe EACED éoUld‘easin be extended to Zambiah}goods without
an greéT increase in opeFaTional_cosTs. 'Thé EACED is ah important
'gource-of data forvThé adminis+raiion of the transfer tax sysTém,Thus,
u‘in order for Zambiaﬂfb Take‘édvaﬁfége of Thé fransfer tax system she .

must join the EACED.
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As we.argued‘in the previous chapter, one bf The foremost
pre-coédiTions of Zambian entry into the Common MarkéT Should include
Thevgﬁaranfee of some regionally based indué%ny. Undef the present
Treéfy set-up, ArTicIeZZB;'paragréph 3, states: "...That no addiTions_
Shall.be made Td The schedules of érTioIes, Tﬁe manufacture of which
Aiénsubjecf fo industrial licéncfng'under the said EasTlAfriéan fndus-
trial Licencing Laws'". | |

This section would have to 5e amended to accommodate Zambian
demands. Better still, The‘whole section could be replaéed‘by'avnew
-regiohal industrial plan which wéuld_be drawn up by The refacTivaTed‘
EaST African IndusTriaI.Councf!. |

Membership in the EaéT African Development Bank would require
.amending Annex 6 of the TréaTy to inClee Zambia oh somevagréed upon
basis. As we said earlief inlfhe chépTer, the EADB is an impbrTanT
combensafofy toot, |

Afso négoTiaTions'musf deTerminé to what extent Zambia wfll
‘parficipaTe.fn %he 27 servicésvoffered by The.EésT African Common :
AServ}ces Qrganfzafioh.6 (See the Appendix LLLfbr The>lis+ of services).
By taking part in EACSO, Zambia could que advantage of economies of
ééafé +hat would nQT'be:possible”if These.services were undéfTaken alone,

‘Fihatiy, participation in the East African Corborafions-gives
addeﬂ benefifé Tp Zambia. The_fwo corporaTioH; Théf deal with ground'
and sea transportation (i.e. East Africaa RajlwaYs Cérporéfion'and EéSf
African‘Harbours Corporafibn) could be easily extended To:iﬁclude Zambfé
sincé Zambia already‘depehds heavify upon these very Trénsporf facilities.
Participation in the remainipg'fwo corporations dealing with air travel,
post and'TeIecoﬁmunicafions would be deTermihéd by'joinfraéreeﬁenT_and

implémenfed during the frahsitiona! period.
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Zambie, Therefore, ffTs quite well inTo The East African
- community. Even though the Treaty for East African Co-operation
‘waS-Tailcred specirically for rhe needs of The‘+hree participating
members of the EACM; wirh‘a few nfnor adjustments Zambia could readfly
be included. Nat only will the entry of Zanbia benotit the EACM
- financially, but also the cnanges aemanded by Zambia will improve the
norkinés of The'common market and'increase The cnances.ef coannued
success. |
Before the concluding remarks, brief mention will be madekfo
some of the other aspects of integration that relafe to the major |
issues‘ciscussed above. | |
One‘inporfanf coneidera+ion:is the effect dX‘proposed integ-
.ra+ion will have cnkfne balance of payments position of the countries
concerned  The immediaTe effect will be an increase in the visible.

exporTs +o Zambia from’ boTh Tanzanla and Kenya

a”

As far as Zambla is concerned There W|I| SImpIy be a shift in v ..

" the source of her visible imports from SouTh Africa and Rhodesia To.+he
EACM!_ In- the long run it is hoped ThaT Zambia's visinle exporTs To
:fhe EACM will increase. - As the entire reglon develops its industrial .
‘base, lnTermed|a+e and'capufal goods will become an |ncrea51ngly larger
share of domesflc imports while local manufactured goods will be sub-
‘sriTu+ed fer commodities previously impbrred.
| inTegraTion will have a posirive effecf on fhe inflow of fereign

inVes+menT; Ae the market size o? the community increases busjness
opperfunifies will appear that were previously not feasible because of
fhe‘limifed size of fhe comesfic.marke+. .One of the benefiTe of nirecT
- foreign invesfmehf js_The increasedvexposure of local adminisfrafion,To

new technological advancements and entrepreneurial skillis.
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- One éf the main probflems of integration fagLng the European
- Economic Community has been the harmonization of agriculfural policies
of Tﬁe member states.  Forfunately this has not been the cése for
East Affica.- All three canTries in the EACM were agricuITural
exporters and follow.a co-ordinated agricultural policy. Local
demands are met by local proncT}on.} Since Zambia is an exporter
of minefaf products there is no need to worry abou+.pompe+ing exports.
As we mentioned ear!ief Zambia ié striving fto become self—sufficienfl
r,in food‘ptoducfion. Most of the agriculTural'producTs iﬁporTed from
the south were duty free, if the Easf;African‘agrjculfuraL goods aEe
“more costly then this will sTimufaTe the development of local agricul-
tural produCTibn.

| Factor dobiIiTy will not Qreaf!y be affected by Zambian
_enTry into fhe'EACM. Although a common market by definition agsumes
' fr?eAmovemenf of capital and labour such has not béen the case in East
Afr}ca; Affer the Arusha DeclaraTion when The banks werexﬁa+fonalized
fn Tanzania restrictions were plaéed on Thé movement of capital. Thi§'

'was done to stop the flighT of capital which was occurring after indep-

~“endence. Similarly, the movement of labour has been limited. Inter-
tTerritorial migration has been slight. African workers have tradition-
~ally been reluctant fto move away from their fribal groups. When they

- move from the country to the éiTiés Theyquuafly five in areas of fhe
ciTyvpopﬁlaTed by Theif local Trfbesmen.- For this reason, mobfliTy of
labour hés:been limited.

Finally, we must consider the effect of infegréinn on mone-
tary and fiscal poliCy} Sincevf966 all Thfee,members ofkfhe EACM have
had separate banking systems and'separafe currency. - It would, Thereforé,

.noT)be difficult to incorporate THe_Zambian bahking sysfem»wifﬁ_fhe
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appropriate mechanism being sel up to facilitate rapid and effictent—= ==+

ex;hange of currencies.

Fiscal policy harmonizafion wou ld havé to be wofked.ouf 4
between the contracting parties. Suéh negofiaffons would ensure
ThéT the Zambian tax system was -in Iiﬁe wifh fhaf of the EACM.‘ This

~would guaranTee'equél TréaThenT of stiness enterprises regafdieés of
where‘They located within the exfended‘cOmmén market.

This chapter has served TQ round out the discussfon of tThe

'Topfc by indicating some of the costs involved, resulting from our
”Pfoposed integration". The conditions for Zambian enfry,ThaT have -
been suggested, hopefully wfll»mjnimize Tﬁése effecfs and, %hereforé,
impﬁéve the chances of success..‘Héviné discussed the important aspects

of the issue we can now ‘turn to the concluding remarks.

© CONCLUDING REMARKS
-fhroughouf this study | have frféd to present to the reader

fhe important issues facing both Zamgia and fhe East African Common
.Markef when considering The‘qﬁesfiqn of further infegrafion. " The
analytical tools offered_by Tradifional custom union theory have_]imi+ed
use since they have been developed with Thé advanced counTriés in mind;,
Our investigation has been limited to examin%ngsfheAissues Thaf are.of:_
parTicuiaf_fmporTahcé %o Tﬁé conffacfing parties.

| The empiricél study has shown Tanzahia will be the largest
.>gainefbwiTh an Immediafe‘incréase in her GDP of between 7.3% to 13.9%.
A-smallerbimpacf effect in the range of 5.1% to 10.8% will be enjoyed by
Kenya. This fact, combined with the hope o% some type of regionally

planned industrial development will increase the harmdny_and satisfaction
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" within the EACM.
_For the East Afrf&an Common Market as a'whéIeAThere is

hope for increased rate of economic growth. With a farger market,
a broader export base, and the likelihood of increasea rate of in-
dustrialization The.chances for’such’an‘occurrencé afe.gréaTiy im-
brerd.. |

: For Zambia the probosifion,is equally attractive. One
of fhe'greafesf sTuhbang b]o;ks to Zambian economic developmenf will
be overcome. ~ The small size'df the domestic market will.no 1qnger be
an obstacle to development. With regionally based industry, freer
" access fo world markets (EiE.C.) and'a mofe Eafional use of skilled
manpowér.(fhrohgh participation in EACSO) the benefits of integration
are likely to oufwéigh the péssibleloss.of customs revenue.

| Therefpfe, éur sTudy has shown that boTh-THe EACM ana Zambia

wfll enjoy néfvgainé from éur proposed integration. A.pfacfical
appfoach has been syégesféd and the qugsTion is noQ up to the parties
concerned. Interest has been shéwn on both sides and it is appropria%e
o conclude the sfudyiwiTh the words of President Kenneth Kaunda express--
' ing his génuTne'desire for such a union, -
"l‘bledgeifor MySelf and my Government fhaT, Whefe a

‘practical approach will lead to fruitful co-operation,
‘we shall be the first fo sieze it." 7 '
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APPENDIX 1 A

The following is a breakdown of the offices and services of the
East African Common Services- Organization:
a) Transport and Communication Services

1 Rajlway.inland and harbours ftogether with associated
road services and shipping

2 Ports and telecommunications
3+ Air transport

4 . Civil aviation and meteorological services

. b) Revenue Cbllecfion
.5 Customs and excise collection

6 I ncome tax assessment and collection

c) Ecoﬁomic‘and Statistical Services

7 Department of Economic co-opefafion and East
Africa representatives overseas

8 Statistical services

d). Résearch Services
 _ 9 |Agricultural and‘fisheries réséarcﬁ sefvices
10 MedfCal research servicés-'
11 Industrial research

12 Research by Meteorological DeparTmehT

e) .Other Specific Services
13  East Afrfcan literature bureau
14A' East Afriéanihidé and leather bureau
15 Deserf lécusf-sufvey

16 = Royal East Africah Navy



APPENDIX 1B

A. J. Brown is concerned with the operation of the spread effects
and the circumstances under which they will affécT the higher cost of |
imports from members of cusTom.unions.r

He uses Keyﬁesian.mulfiplier aﬁélysis énd‘assumes that Theré aré
unused resources of all factors of produéf?on. __The new production P is
.gubsTITUTed_for previouéfy consumed impohfs with price equal to import pr}ce
plus customs duTy.. | |

The model is asvfd!lows:

by, - Tkt Pl - % ¢)

o, Vo = ZA(1-)
Ss + my

4, - ._
AssumpTions:.v ' |
vao‘counTPIes A&B
_indusfriai development takes place in‘A and reéources are-supplied bva
| P’(l;¥_) Tak;ffee value ofrfmporfsl
T fs éd Va{orem réTe of cuSToﬁs‘duTy

x.is the fraction of P consumed in A

f=2m fraction of P consumed inB
| nu; ;wé‘ | marginal propensify To impér% of A and B respecTivé]y
™o, | nﬁ( " from foreign countries |
., ms S from rest of foreign trade

."r) r o

The first ferm of the numerator in both equations (1) and (2) represents
" the spread effect. . The second fermin equation (2) is the loss imposed on
B from purchasing some part of its imports from A at higher_Than wor ld

: : _ _ , i

prices. - The second term of equation (1) is the value of. the increase hn
. : S h _ |
i

\
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e%porTs_To B plus the value free of tax of{Tne reduction in imporfé;“
from the rest of the worid. To geT'Theveffeet this amount needs to be
divided by the multiplier and |
Assumlng that counTry A is henya,(and counTry B is Uganda and
Tanzanfa combined, and estimating the plausible variables, Brown
applied this model to lEACM. He concludes that:
";....wiTh these values.The counfry in which manufacturing
arises to displace imports into the free frade area, ex-
- periences a rise in income equal to twice the new manufac-:
turing output, the rest of the area experiences a rise in
income of about a tenth of the new manufacturing output.™
Therefore, Brown's findings reinforee The fIndfnds of the Raisman
Commission ef 1961 which stated that the spread effecfs of increaSEd
produc%ion in Kenya would generate enedgn income in_Uganda and Tanzania
Todeomnensafe their loss of income as'a result of buying Kenyan pfoducTs
at nigher'fhan World prices. - |
A basic faufT of Brown's model is ThaT'ne‘failsbfo consider the
case where industries would have located in Tanzania and Uganda if fhé'
EACM did not exisT; He resTricTed himself Te‘Those industries that.
required a certain size markeT that would not have located in an individual
country without the existence of a common.markeT. | |
.ln the following year the same problem of benefiTsvandICOSTS were
examined but from a different point of view. | . |
_Mr. D Ghai aTTempTed +o estimate The degree of dependence of ‘each
country on The common markeT ” He calculaTed the exports of each member
‘country fTo East Africa and divided it by the monetary gross domesflcv
3produc+.z His results showed that from 1946 to 1962, Kenya had increased
inTer—TenriTorial frade from.4% to 10%. Uganda‘s trade fell from 10% to
7%, while Tanganyika maintained a level of 2%. He concluded that Kenya

relies most, and Tanganyika IeasT,'on‘The EACM. His conclusion was rein-



forced by figures for the VéLue of inter-territorial +rade in 1962:
Kenya 17732 million pounds, Uéanda 7.06 milIan, and Tanganyika 2.39_.
million.. A furTherlbfeakdown‘sﬁows that 67% of Kenya's exports to
Tanganyika and Uganda are ménﬁfaéfuréd goods, Uganda exports cotton,
coffee, cigareTfes, sugar, elécfric power, while Tanganyika's exports
consist of foodsfuffs‘and rav ma+eria{é.suéh as fruit, vegéTables; andr
Tobaccé. :

-Qn examining the degree of protection énjoyed by each partner
céunfry's exborTs, Tanzania had the lowest proTecTibn - 46% of her

exports duty free, while Uganda had the highest degree of protection

at 20.6% duty. free.  The cost of the custom union is the tariff revenue
1forgone‘and again_The‘gréaTesT cost is carried by Tanzania.  Ghai con-
~¢ludes:

"From our analysis of the internal distribution of
-of benefits and costs of the EACM it appears that
Kenya has been the greatest net beneficiary, that
Uganda has on balance gained rather than. tost and -
ThaT Tanganyika has suffered a substantial net. Ioss "
This report added fuel. to the fire of economic separafism, but
was not left unchallenged for long.

" Mr. A. D. Hazelwood was soon to déemonstrate that the data Ghai had
used was unsaTisfacTéry, and had led'Tovfalseiconclusions. - He poinfed out
that existence of an East African market was not exclusivefy dependent upon
the exisfencé of EACM. .. Some producTS.requfred no protection at all and would
be traded in East Afrfcan markeTs wiThouT any tariff preference. Theréfore;
to what extent are the exnsT|ng economic «nadequacues a result of EACM and
ITs actions? - Hazelwood wusely shows that when correcTnons in The data are

made for those products that require no proTecTion, The resulTs are noT quite

so profound. Making this distinction gets the followihg results:
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IMPORTANCE OF COMMON MARKET - 1962

Interterritory trade as a % of GDP

Kenya Uganda Tanzania

~Total interterritory ' o o
exports ' _ 10% 7% 2%

interterritorial _
exporis dependent o 56 3% 1%
on preference ' : '

Similarly, for degree of protection:

. Ken—Tanz. -'Tanz.QKen
Effective : 12% : ]O%

Norma | . 45% » 16%
: v _ ‘9,
| FfomIThese findings it was not Sé.obvibus that Tang;nyika was
[osingifrom rémaining a part of fhé EACM. |
'."As mentioned above, it was_obviéUs Thaf Nairobi,lfhercapiTal of
kenya, Had become the industrial growing point in aﬁ.ofherwise Traditional
égriculfural economy . The historical reason for this phenomenon is Thaf
vif Qas the administrative centre for fhe BfiTish Colonial Office and was,
bfhérefore, more likely'To be eprsed To The.oufsidé Qorfd. The quésfion
then arose as Td how mﬁéh of this indusTriaf growTh“was a feéulf of the
.EACM.‘  |
‘ Mr; Newlyn undertook an invesTiQaf}Bn éS‘TO the shiftability of"
.indusTry from Ken?a +o'Tanganyika and Uganda if there was no cusTom.union.
AHe compared fhe average value of équuT perAplanT in Kenya with the size
of ekporfvfo the particular areés. | {f the value of exporTS'Té the country

was greater than the average output per plant, it meant that the industry

was shiftable from Kenya fo that particular country. From hisiinvesfigafion



he founa Thaf a large amount of Kenya's production.could be ghifféd
to Tanganyika or Ugénda and he éoncluded as follows:
”Accordiﬁg to the j96] data-a large amount of Kenya's

production was shiftable to Uganda and Tanganyika and

there would be a clear gain for Tanganyika and insig-

nificant loss to Uganda from having the EACM."

Within months, Hazelwood was qgick to show fhaT NeWIyn's con-
clusionslwere.invalfd, because of his methodology and the défa he Qsed.
Newlyh's method of calculating aVerage équuT did néT take ihTo consider-
'-aTion'ThaT.in many indus%ries,.a large percentage of output was supplied
v Sy 1 or é firms and Thé remainihg_]O—]BlplanTs were simply local producers,
supplying a muhicipal mafkef. Also there was an assﬁmpTion of'homogeﬁeify
of industry which fled to further misinterpretation.  For example, the
Baking induéfry was cénsidered to be shiftable when, in fact, it was bis-
cuit products fhaT Were being exported which requires a larger scale of
plan+ than The average output figure suggested. There is such variation
within each industry that The‘whole fnduéfry cannot bé‘easily classified
aslshiffébie of-néf. . |

Af%ér‘ re—exami»naﬁ‘on of the data, out of the 15 in_dqgfries which
New lyn classified as shiffable, bnly 4 péssed fhe Teéf.
| NewlYn was the first T§ admit that his cafculaTiéns were;incorrecf.‘;‘.»
But the damage had already.been done. Téo often, analysis of this kind is

siezed upon and used to further poIiTiéaI ajms.bf certain pressure groups.
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APPENDIX | C

In the Agreement five'approagheé to the recfificéfion of imba;
lances were Iiéfed in the order in which»fT'was thought they could be
applied.

[. In éerfain‘exisfing industries in which The\firms operate plants
in ﬁore than one country, the firms were to be réquesfed to increase

the relative share of output in Tanzania.

2. Several new industries about to be esTab!iShed, of such a nafure

that there could, iniTialiy, be only one pJahT in East Africa, were fo

be allocated by agreement among the Three territories. ‘Most wefe'asgi_

~gned to Tanzania which was to receive fradio assembly and manufacture, the

manufacture of motor vehicles, tyres and tubes, and the manufacture
al aluminum foii, circles and plain sheets. _Uganda was to receive a
bicycle assembly plant and a fertilizer plant, and Kenya awlighT—buIb‘

factory. The allocation was to be made efféCTivé by each'govefnmenT

~agreeing to schedule these industries under the Industrial Licensing

Acts and then afrangjng that licences issued'by The.EaST African fndus;
‘Trial‘Couﬁcil (over which the three Governmeh%s have ultimate control) |
would ‘be issued in éccordance with the deciéions réached under the
Kampala‘AgreémenT. |

3. VA system of quotas was to be'infroddced on exporTé from The surplu;
Counfgies to facilitate the building Qp of prodﬁcfive'capacify in the
'deficiT countries. | | |

4. : The 'surplus' countries agreed to aTTémpT to increase their
pﬁrchaseé from'deficit! countries.

5. A‘commiTTee of industrial éxperfs was to be appbinfed to survey

“the long-range problem of allocation of industry among the three countries



and the provision of a system of differenfial_fncénfives to attract

/ : ‘ _
[manufacturing industry to the less developed countries.

! Source:Economic Integration in Africa, P. Robson, P.[49.




APPENDIX |1

In East Africa, as in other parfs bf the déveloping world,‘agri—
vculfure has been TheAmajor eéonomig’agfiviTy within each counTEy. From
table 2A1 wé see that Uganda relies most heaQiiy on Thiélsecfof, with
90% of. ifs popQIaTion iﬁleved in.The‘agrar[an economy; 60% of‘G.D.P. and
80% of iTé'exporT earnings being derived from agricultural production.
In Tanzania agriculture accounts for 8O%Aof-populaTion, 50% of G.D.ﬁ. and
. 80% of expérT earnings, whilst in Kenya, which is least dependent on
A aQriculfUre, 75% of population, 35% of G.D.P. aﬁd 50% of foreign>ea:nings
are Sﬁpporfed by agricultural activity. | | |

- This Type of development has~ifs.roofs in the'pasT. Before The |
colonial efa,bEasT Africa was populafed by nomadjé Tribes whose main 
occUpafion was . subsistence agffculfufe. ‘Nof until the late nineteenth
ﬁcehfﬁryvdid East Africa become subject to British Colonial.influences.

Ugaﬁda‘wés the firsf'of-fhg three ferrifé;fes To be exposed +o the

~outside world.. In 18751 the first contact had been madebby.missionaries,
Though iT_wasn'T.unTil 1900 with Thé signing of fhe‘Ugaﬁda'AgreemenT.ThaT
  a_Brifishvadminiéfréfioﬁ was established. I wasvonTy wiTH The'édmplefion .
'ih 1901 of a-railway to the coast fhéf Uganda bécame‘an exporfer'of cdshv |
éréps. Cotton was gfown by peasant farmérsliﬁ addiTion‘To‘The sﬁbsisfénﬁe
‘aéfivifies.- Cotton exports dominated the economy, and even as léfe as
' 1938; 80% of export earnings came from_Thisisource; _ Wifh ianéased wor.ld
~demand for coffee, the farmers switched producffbn and increased exports
of This crop ffom‘iS,OdO Tons in 1945 to IS0,000 tons in 196243.' The
important thing to ﬁofe is that over 90% of fhese exports were producediby

peasanT,African farmers and that IiTTIevcapiTaI investment was’requiréd to
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increase output. Thfé'is‘in confrasT o Kénya where 80% of-agriculTural
exports are produced by settler farmers. BQT The problem in Uganda now
exists that any further inéréase in output woqld require fundamenfaf | -
changes in traditional methods of Iapd Tenure and attitudes towards sub-
sistence farming. Introduction of new méfhods of farming and reorganiz-
'aTLoﬁ of Iandbfehure would be a pfeéondjfion To any SugsTanTia! inérease_
in agricultural output. | |

| The colonial adﬁinisfkafion’in kenfa was esTablishéd by the British
in 1895 and an active pricy of encé&ragiﬁg immigfafion was fol lowed.

The hope for Kenya waé for a path of economic development similar to that
of Canada 6r AUsTralia. . Thus, in The early 1900}5 it was British policy

to develop an export economy operated by‘European farmers and worked by

‘native labour. In order to attract European settlers, the most fertile
area of Kenya was declared the "White Highlands". This well-watered
upland was surrounded by low-lying Africah, non-scheduled lands. :Some of

- this land was fertile but mésf areas Were good bnly foh grazing and a large,
 area lay idle because it was infested by tsetse flies. Within the White
‘Highlands'or Scheduled.Areés tay some of fhe_szT feffife farm lands in |
Africé.-  Hdldingé ‘in Thesé areas were restricted to whffes ohlylaﬁd wefe )
aéquired oh'é 99 or:999 year lease basfs, for a nominal renfal fee paid to
the Crown. Africans were forbidden»fd oWn»Iana alThoUgh affer.avfime'
sduaTTers arrangeménfs were madé fof Africans fo ownlsmall péfches’df the
esTaTe on the cohdifion that the squatfer énd his'famjly worked as ;on+rac+edf
labour for'fhe white estate ownervd | |

Early colonial pollcy can easily be summed up by The words of Sir
| Charles ElloT flrsf Brlflsh Comm|5510ner of British Easf Africa. Eliot

" wrote in 1903 "..,..The |n+er|or of The proTecToraTe is-a Wthe Man's

country. ThIS be:ng so, - IT :s mere hypocrlsy noT to admlT ThaT wh|+e



interests must be paramount."

The great mass of the Africans lived in the Reserves on the Non-
‘scheduled land. These reserves were used as labour ples to supély
- The large Eurgpean_farﬁs wiTh cheab labour. African labour was drawn
vfrom fhe>réserves for two reasons. . First, becéuse_of The poor'coné
'dirions of the reserves and moré rmporfanf, because of the ”th'Taxﬁ
that was levied upon éyery African male. ance the Africans had né '

" cash they were forced fo work for a certain period of time in order fo
méeT Thfs obLigaTion. The amouhT of tax varfed depending on Tﬁe party
vin poWer in Britain at The.Time. Diségésion centred around whether the
tax should be paid off by two or six'mbnfhs earnings but there was no
quesTnon as to the purpose of 1he tax.

"We consider that faxation is the onIy possnble method of compelling
The native to leave hIS reserve for the purpose of seeking work Only
‘in this way can the cosT of IlVlng be lncreased for the naflve and as’ we
have previously poinTed out, it is on fhls ThaT The supply of labour and
the prlce of labour depends." .

The average size Afrlcan farm of 23. 6 acres (as con+ras+ed with the
white. farm holdlngs of 3,400 écres) was used prlmarlly for.sub515+ence
agriculture. - While the male members were off working, +he wife and chii—
.dren cultivated the home plot. . There‘were‘few exTerhaIfTies of This-duai
- sysfém that could benefit the local inhébiréhfs. There was a certain
- spf!lfover-of:Technoloéicél innovation Thaf.could be appliea Té African
Iards. But there seemé‘To be very IjTTle‘evidence.of increased broduc—
fivify. The Technolbgy.of the large European farms was highly mechanized
and dfd not lend iféelf %o small acreage. Ih many cases the work done by

African labour was simple, Tedious dperafion,rfrom which nd knowledge could

~be gained. = In addition, because of the crowded conditions within the



the reserves, and lack of capital, little improvement was noticed.
There were.cer#ainWy social services which became available to local
inhabifahfs, éince the foreign enciave developed hospiTais, schools
and. other amenities fo whjch The naTiQes also had limited access.

- The dual economy was a sﬁcéesézon purely econdmic criteria. -Thei
Iafge farms became fhe.economicbbaékboﬁé of the couhTEy and between
1954-1963 provided one-third of The”ToTaT agriculTurél produéTion'and
- four-fifths of the agricultural producTS'broughf to markef..5 These
large farms produced for the world market and proyidedvgovernmeh+ and
farmér with foreign exchange. As mentioned above, eighfyfpercenT of
domeSTiC’exporTS came froh.fﬁe settler farmer'secfor.

Alfhough The eConomic benefits were high from suchva system, the
social costs were also high.

"The growing irksomeness of the income dfspariTy between Afriéan and
NonQAfrfcan,‘fhe breakdown of Tradifiona!’nafive cuéToms, the ovércrowd{ng
.df reserve areas resulting in increased erOsioh, and the discfiminafion of
Markefing Bbard agents agajnsTlThe African farmefs erugh+‘The.crisis to a
bbiling point fn the earlyififTies. o

Tﬁekyééﬁ-1952:marked the oufbreak of viofencej The MauMau Haa snghf
to drive out the .settler farmers by W}Th—holdingvlabour, and any natives

who went to work for the white men were killed. ~ This crisis situation

bfoughf a massive inflow of British aid to-bolster the military and police

force. - Suppression of the rebellion éosf wéll over 13,000 lives including
96 Edrbpeans, among them 32 giviliéns.
With. the uprising camevfhe awareness of the plighT of the African

farmer and a switch in policy was made. Further economic development

-
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would be aimed at the African sector of development.
/ The ‘Swynnerton Plan, backed by 5 million pounds, was implemented
/ P .

/ to bring about basic changes within the structure of the economy.. The

new»approach was characterized by:
(1) a land reform bringing land consolidafionband the issuing
of TiTIe'deeds.
(2) changing the eﬁphasfs from the deVelopmenfvof subsisTénce
crops to the introduction of new cash yieldihg crops.
(3) efforts to reorganizé pastoral areas by esfablishing.
.grazjng areas. |

(4) settlement of rain-fed land and some invesTmenT‘in irrigl

aTion'farﬁing. - '

"(5) provision of ﬁofe finances and persbnnel.for auxiliary ser-

vices and Téchnical assistance. A'?
' %heré was a great resbonse from The_small—farm sector.  Lafge percen-

v tage increases were made in all areas of pyrefhfum, tea, sisa(, rice, Buf The:
most spectacular Qas that of coffee revenueé whféh grew from 170,000 in 1954
to 5,000,000 in'i964'.g A '-',  S , o o -

Thus, in the decade preceding independence, poSfTive'sTeps Had.been
Takeano fmpfove the lot of Tﬁe African, buT there Wés sTilI_a long way to go.
. In 1960 Africanizafioh of the White Highlands Qas.implemenfed in fhe
"One miflion acre seTTlemenf scheme”. " Under this b}ogram 1.2 million acres

Qere fo be purchased ffom Volun+éry sellers ih»Thelscheduled areas and re-
:disfribuTed to Africans. ARedisTribufioﬁ_was divided into high and loQ

“density areés, the former coveking one million acres and plots of 28 acre

-sizé were allocated wiTh.esTimaTed earning power of K.Sh.500. The Iow;

density brogram was to accommodate betfter qualified Africans who owned some

capital of their own and demonstrated some agricultural ability. The average
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'size of plot was 35 acres with a mYnimum net cash income of K.Sh..266blr“;";M$__mu—
Completfion of plan was anTicipaTed for 1958 bQT was extended to 1972,
The main feé#on for slow progress‘was Iack'of trained maﬁpower and Smafl
field staff. If seems obvious that the purpose of %his plan was political
in nature. As Africanization continued the European farmers could demand
a good price for Their.land, one much higher than if there had been no
governmeﬁf backing. 'BuT-whaTever the mofi@afiqh, i# has‘been a pésLTive
step in”The raising of African standards.

In Tanzania (previously Tanganyika) there has also existed foreign-

owned and operated estates. But unlike KenYa, these farmers did not form
the only supply of agricUITural exports. The esTaTeScoVered only 1.1% of
total land or 10% of the arable land. In 1954 the estates accounted for

25% of égriculTural producT.q The World Bank reports that 35% of market
‘supply and 45% of the agricultural export were provided by the estates.

Most recent figures show the estates share dropping to 12% of

-

>Tofal_agri4
cultural output. The main estate Crops are,Siéal, éoffee and Tea. o
Commercial growing of cotton and coffeevWéé %nTroduced to the peasant
.farmers by the early Catholic missionaries and havé.become-fhe main export
of Tanzania Today._ Cotton, milleT,‘sQrghUm, roof cfops, bananas; Légumihqus
Cropé, riée, etc. are prodhéed almost enTirély_on-A?ricgn farms és well as
half.of.The country's coffee and tobacco. | |
.Shifting agriculture that was Tradifidna[ly pFacTiced by local farmers
‘}s being Trénsfbrmed Tb sémifpeémanenf and.pefmanenf farming methods as a
“result of increasing population preséurés,and demand for cash exporTé.
" Work is also being done by extension workers to increasé the productivity

of the land through fertilization, and improved farm management.
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/ ment is the structural changes called for in the pursuit of "African

“uphold them

What is more interesting about the Tanzanian agricultural devélbp—'

Socialism." Tanzania's Presidenf, Julius Nyerere, has based his hope
for African Socialism in rural redevelopment. In a paper entitled
"Socialism and Rural Development", Nyerere explains the basic social unit

of “traditional Tanzanian society to be "Ujamae" or the extended kinship

group. For this reason he feels that Tanzania has the best poésible

foundation for a Truly socialist state. The Ujamae system is based on

(1) mutual respect of the kinship groups, (2) common holding of material

~goods,and, (3) an ébLigaTion-To work and contribute to the collective

welfare of the group. :

EQen though the government Truly_Believes in the ideologieé for
whjéh African socia!iém stands and seems willfng To make sacrifices to
ioprobWQms have arisen in The actual implemenfafién of the
progfam. " There arises‘Thé coﬁflicf beTWe;nvechomic prégresé and ideo-
logical goals. . Material progress iﬁvolved +hevfragmen+afioh of Tanzanian
rural society into individuaLisTic economic unf%é._ The few‘affempfs that

were made at co-operative farming were generally unsuccessful and a waste

of government resources. The Co-operaTive nature of the extended kiﬁship_

~group was based on the social structure of the family group and was a matter

of economic necessity. Once cash crops were introduced and the general

changing of the conditions through increased population pressures the trad-

fitional social. structure of Theﬁexfended'family began to deteriorate.:

" P. G. Gulliver studied the Nyakusa tribe and found overwhelming evidence

of the existence of these Typés of conflicts and ad justments within tribal

: /"
society when faced with new opportunities of. economic development.

. President Nyerere himself has been aware of this problem and voiced

his concern. He realized that the infroduéfion of cash crops tended to
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encouragé individuélisfic and acquisitive attitudes and the increasing
dependence on wage labour rather than Co—operafiye or coﬁmunal work.
Therefofe, he wroTé in 1962, "Acduisifiveness fér the purpoée of gaining
power and'presfige is unsocialistic. = In an acquisitive society wealth
tends to corrupt those who possess iT."AZ He rejects capitalism as a
form of dévelopménT. _ﬁTanganyika'Wou]d reject the creaTion of~a rural

class system even if it would be proven that it would»éive the IargesT

N

"~ overall production increase."

Affér an unsuccessfullaTTempT at operating state co—opéfafives,
_ howévgr,vé more tempered approach was taken. Réfher than develop co-
‘.operéfive farms, the emphasis shifTéd.To marketing co-operatives. Thus
the number pf‘cb—operaffve sécieTies increased from 857 in 1961 to 1,533
in April i966, and the volume éf produce héndled from 145,000 Téns in 1960
- to 495,000 tons in 1965. " | |
The r&le.of those inéTiTuTions wasvhof to be limited Té markeTing

'éione. _'WiTH fhg post-independent governmenf;_greaf hope waé'placed bn
these boards aé tools for future eéoﬁomic development. Not only did‘.:‘
many of these co-ops have large surpluses that could be.QSéd for_crédif
:éxfensioﬁ but also the co-operative movement represented an éffecTive
policy tool Thaf affected rural development most direchy.'

" The development of the co~operative movement and marketing boafds
‘was in the President's own words, "fL.from.The socialist prinéfple of

75 : :
avoiding the exploitation of man by man."



Table 2A 2

17.

]

Tanzanian Agricultural Production

Value:millions

1962

of T.Shillings 1961 1963 1964 1965 1966
Coffee 104 102 134 172 205 305
Sisal 264 294 440 468 .280 254
Lint Cotton 100 120 148 172 212 253
Cashewnuts 14 26 28 40 63 80
Oil, seeds and nuts 28 26 36 38 28 27
Ground nuts 14 24 26 22 10 8
Sugar 28 36 48 58 - 61 64
Tea 34 32 36 .30 37 44
Other cash crops 40 46 70 78 54 54
Staple food crops 1,270 1,410 1,394 1,302 1,260 -——

1,896 2,116 2,360 2,380 2,210 -—

1 Source: Surveys of African Economics P.219
Table 2A 32
Kenyan AgficulTuraI Production

gi';?g?:::;zgi 1961 1962 1963 1964 1965 1966
Coffee 208 190 220 279 259 346
Tea 96 134 137 156Q/) 147 198
Sisal 90 90 159 135 78 60
Wheat 54 42 61 73 88 77
Maize 58 66 79 32 38 54
Other cereals 16 12 19 16 17 16
Pyrethrum 50 40 22 18 29 43
Wattle 10 14 13 13 " 15
Sugar 20 24 27 31 32 20
Cotton 10 6 9 11 13 13
Other cash crops 76 62 44 44 48 62
Total crops " 688 680 790 808 760 904
Livestock prod. 234 268 197 190 196 273
Total Revenue 922 948 987 998 356 1,127

? QAnrrar Qurvevae of African Economics.

p. 149
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Table 2A 453

Ugandan Agricultural Proncfion

Value: miltions o -

of U. Shiltings 1961 1962 1965 1964 1965 1966
Caffee beans 276 306 430 302 Azooﬁ" 252
Seed cotton 122 248 235 . 302 309 193
Sugar 92 10 104 96 - <96 |

Teav 48 - 46 56 SQ ' . 54

Tobacco 6 i. 6 - Tj2 |2 | -14

3 Source; Survey of African Economics P. 300
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AiTheugh The‘middle man has been eliminated in the agricultural
secfor this does not mean the dlsappearance of eprO|TaT|on J. S.
Saul ably points ouT that within Tanzanian society there has developed
‘a qnlque social structure. Wlfhun rural society has developed a new
sort of-elifism based on membership in the co—operanves. The executives
of the individual co- operaflves have used their . lnfluence and posrTlon 1o
' accumuIaTe-personal_forTunes. In- 1965 a Special CommITTee reported
”Wifh fegreflwe musTt repofflfhaT in a great many eases, society secretaries
engage in.peTTy thievery, offen in collaboration Wifh a coerpT commi ttee
“man and someTimes; not so peTTy.ﬁ 16

Stories of such ilk were commenly heard-in the agricultural sector.

As Well, some Co—operaTives.offered pleeghfng sefvices to their
members but there was‘an inequitable division of ploughing Tihe that
fayoured The»cemmiffee men eﬁd in some eeées these men dfd not péy the
hire charges. 18 | - |
| The result of These investigafions has been increased'geQernmenT
parficipafion énd control. Even though There,weefevidence of»gfass-foofé
- discontent within ce;opefefive movemenTS once the inequitable distribution
of benefth the "activists" resorTed to parochlalnsm and Truballsm to stir
 the peasan+ry agalnsT lncreesed governmenT confrol " The success of Thlsi

re-organization of the co-operafcve movement will cohe w1Th the |ncrea5|ng

' .aWareness and educafion of the peasant farmers. Nyerere has called for
local farmers to be suspicious of their leaders ahd not to fear'crfficish;
‘Though increased government confrdl.may have.shorflfermvcosfs; as social

awareness and, more important, the educational standard rises, in the long

run all of Tanzanian society will benefiT.]
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Make up of AqriculTural ProducTion o e e Tt il

I}

/ HaV|ng brlefly summarized the h!sforlcal deveiopmenf of each.counr:y 's

: agricultural secTor we can now turn fo a more detailed analysis of The '
acTual products of this sector. Let us !ook at a ceunTry by country
breekdown of agricultural .production.

As was,indicafed earlier all three countries depend heavily on the
agriculfukel-secfor. ‘From tables ZA 2, ZA 3, end 2A4,if+ is obvious that
The greéTesT revenue earnere in a{l +hree ceses are coffee, siea!, coTToh
and tea. |

Coffee has become the main agriculfuréllexeorT fer all Thhee countries.
All afe-members of The InTernaTionaj Coffee AéfeemenT (ICA), aﬁd therefore
The'bu|k>of Their eoffee goes to the qUoTeimarkeT; Any ahoun+ above Thfs
quota must be.sold outside the quota mefkef at lower prices. pgahde ié»
‘the largest producer with 160,000 tons in 1967, of which 94% was robusta
type coffee. . Kenya Thenvfollows with a'i966 preducf]on Qf 51,300 tons, .
- meST of which is high quality arabic coffee.-.,Aﬁ interesting ebservafion :‘
is to note how the small farmer'share of produefion hasvincreased from 20%
in 1960 to about 50% in‘]966..>_This is a direeT reeulfvof.fhe_onevmiIlioﬁ
'_aere settiement program discussedbearlier} As.These_smallifarm plantations
'reach‘méTUrify it is prediCTed that the 1970 erep will reach 70;OOO'+ons. _
Tanzania is next with a 1967 producTioh of 47,000 tons ef wﬁfch 3/4 Was arabic
-and one fourth Fobusfa; In all Three counffies prdducfion'hae been greaTer._'
than ICA quoTa so that the respecflve governments have been encouraglng |m-.
-provement in qual|Ty raTher Than |ncreased producTton |
Slsal was the main export earner of Tanzanla up unfil 1966 (4 of total

eafnings). Tanzania holds 2/5 of the total world market but the price of

sisal has fallen because of increased competition from Brazil.and the intro-



21.

vducTion'of éubsTiTufeAsynTheTic fibre. In 1967, 217,000 fons of sisal

were exporTedvbuT because of the hjgher labour éosfs and fow_inTernaTional.
priées, béTh Coffee.and cotton were greater export earners; dropping

sisal's share of expoET revenue tTo 15% in 1967.

| Kenya is the onry‘ofher East African»cpunfry that is producing éisal.
Production. reached a peak in 1963 of 70,200 tons because‘of good prices, but
dropped to 57,000 tons in the next 3 years(followlng a d}op iﬁ price. Export
eafnjngs fell from K.Sh. 150 miilion in 1963 to 66 million in 1966. Most of
bfhé_crop i; from large estates and the government is disCoufaging-small farm
producfion of sisal because of the dim prospects for the indusTry._
‘iJH'Cpron was once Uganda's main export and was the engine of
her eaély,economic'deQélopmenT qubnow it ranks second to coffee accounting
~ now for abouT 1/3~of +o+al export earnfngs.‘ The "largest pro@ucers‘of cotton,
Uganda set a record crop of 285,000 tons in 1965-66. The_governmen% is .
aéfivéfy encouraging the pronCTion of cotton Thréugh The throducTLon of
pesTicides>and improved éulfiva+ion'pracfices. OquuT is expé;Téd To exceed
'368,0QO.Tons by 1971 which is the end of the secondvfivé—year’developmeﬁf plan. -
Tanzania has enjoyéd increased output earnings that has more than

: déubled be*Ween‘1961 and 1966 (seeATéble 27 2). The 1966 produéfion of 77,600
‘Tons haéjplaced ébTTon as ThévseCOnd lafgesf sourée of exporf revenue brinéing
~in 22% of fotal éarnLngs;’ -

| >iProduc+ion of tea holds a iessef position in fhe hierarchy of foreign
exchange earning crobs. ' In.Ugandé, it is Thé third most imporTanT.Cfop and
fourth Iafgésf.exporf. ~Tea producTibn has TkadiTionally come froh»lafge
estates but the government has introduced a program fo extend tea production
to African small farmvholdérs who wduid sell Théir output to Thevesfafes. By

1970, the total area under cultivation is expected to be 33,000 acres of which
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_14,bOO will be grown byiAfrican "outgrowers".

Tea production in Tanzania hés been minor in comparison to other
crops. Although previously ’ dbminafed by estate farming, Teé produc-
'-Tién has been introduced to Thé African Sector. | |

From the respective fablés we can see the ofher agriculfural products
such és ground nu%s,'sugar; wheat and maize TogéTher make up a substantial

part of The-agriculfural sector but are nol of any importance .individually.



N

25.
26,

27.

O O 0O N O ;W

The

23,

APPENDIX {11 -
'SERVICES TO BE ADMINISTERED BY THE COMMUNITY N

secretariat of the Community, including services relating to the

Cohmon Market and the Chambers of the Counsel 1o the Community.

The
The
The
The

' The

The
The
The
The

The

The

- The
“The

The

" The

The

The

The

‘The
The
" The

East African Directorate of Civil Aviation.
East African Meteorological DeparTmenT .
East African Customs and Excise Depariment.
East African Income Tax Depariment.

East African Industrial Council.

Last African Literature Bureau.
Auditor-General's Department.

East African Community Service Comm|5510n
East African Legislative Assembly ‘
East African Agriculture and Forestry Research Organization.
East African FreusaTer'Fisheries Research Organization.
Fast AfriCan Marine Fisheries'Research OrganizaTion}

East African Trypanosomiasis Research Organization.

Fast African Veterinary Resaarch Qrganizafion.

East African Leprosy Research Centre.

East African Institute bf Malaria and>VecTor—Borné Diseases.
Fast African Instiftute for Medical Research.

East African Virus Research Organization.

East African Industrial Research Organization.

East African TropraI Pesticides Research Institute.

East African Tuberculosns Investigation Centre.

Services arising from the operaTrons of the East African Currency Board.

‘Services for the administration of grants or loans made by the govern-

ment of any country, any organization or any authority, for the purposes

of projects or services agreed between the Authority and the Partner States.

Services, including statistical serVices, for the pUrposes of co-ordinating

the

economic activities of the Partner States.

Services for the purposes of any body or auThoriTy established in pur-

suance of paragraph 4 of Article 43 of this TreaTy

Services for the purposes of the Easf African Industrial Court esTabInshed
by Article 85 of this Treaty. ' ‘
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