REGIONAL INTEGRATION EXPERIENCE IN EAST AFRICA

Regional Integration
Experience

BY NJUGUNA S. NDUNG'U

Kenya, Tanzania and Uganda have experienced half a century of regional integration

efforts, going back to colonial times. Since 1991, they have been building an East

African Community that starts with a customs union but covers many other domains —

economic, environmental, social and political. Where this cooperation is headed,

and recommendations for how it can get there, are discussed by Njuguna S. Ndung'u

of the African Economic Research Consortium in Nairobi.

REGIONALISM HAS GAINED momentum
in sub-Saharan Africa. Regional group-
ings provide opportunities for addressing
common challenges — improving eco-
nomic policy, increasing market size and
competitiveness, attracting foreign direct
investment and pooling resources for
investments of mutual benefit (Kasek-
ende and Ng'eno, 2000; Mullei, 2002).
By combining fragmented domestic mar-
kets, regional cooperation may spur eco-
nomic growth and development by pro-
moting intra-regional trade and economies
of scale. Three East African countries —
Kenya, Tanzania and Uganda — have
already made significant progress to revive

the East African Community (EAC) in

the 1990s. It is hoped that this will support
industrialization and generate benefits of
regional economic integration.

Tracing the history of the EAC since
the colonial period helps to identify the
problems and constraints that led to
its break-up in 1977. A survey of recent
attempts to revive EAC over the last
decade helps explain why regional inte-
gration is again being considered a feasi-
ble and viable development strategy and
highlights the opportunities, likely chal-

lenges and constraints now being faced.

HISTORICAL BACKGROUND

The integration process in East Africa

can be traced to the colonial period,
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when the colonial government consti-
tuted the East African High Commission
(table 1). However, it was not until 1967
that the three East African countries for-
malized the integration process through
the establishment of EAC.

Ever since colonial times, Kenya and
Uganda have co-coordinated their eco-
nomic activities and policies. This started
with inter-territorial services, such as the
Kenya/Uganda railway, the East African
Currency Board and the Postal Union.
In 1940, a Joint East African Income Tax
Board and a Joint Economic Council were
established. The East African shilling was
set at parity with the British pound and
later operated as a peg in the currency
board. The external tariff was low and
there were no trade restrictions, exchange
controls or any regional licensing require-

ments. In 1948, two institutions were

established by a British Council order to
provide a legal basis for regional coopera-
tion: the East African High Commission
(EAHC), consisting of the Governors of
Kenya, Tanzania, Uganda and the East
African Central Legislature Assembly.
Laws issued by the EAHC were enforce-
able in the three territories. This made it
much easier to establish inter-territorial
departments responsible for areas of com-
mon interest like transport, communica-
tions, customs and industry. The East
African Common Services (EACSO)
was established at the London conference
in 1961.

By 1963, East African Community
states had attained their independence,
but establishing a political federation
proved problematic. The main disagree-
ment centred on fears that Kenya would

gain from a federation, to the detriment of

TABLE 1: HISTORY OF COOPERATION BETWEEN KENYA, TANZANIA

AND UGANDA

Period Developments

1947-1961 East African High Commission constituted by Orders-in
Council of the British Government

1961-1966 East African Common Services Organization

1967-1977 East African Community incorporating the East African
High Commission and the East African Common
Services Organization

1977 Collapse of East African Community

1984 East African Community mediation agreement for division of

its assets and liabilities

Source: Compiled from EAC (2000)
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REGIONAL INTEGRATION EXPERIENCE IN EAST AFRICA

her smaller neighbours. As a result, the
countries moved towards a regional trade
agreement instead of a political federation.
The Permanent Tripartite Commission for
East African Cooperation, known as the
East African Community, began in 1967.
Its main objectives were to “strengthen
and regulate industrial, commercial and
other relationships of the partner state in
areas such as agriculture, education and
manpower, energy and power, industry,
tourism, balance of payments, transport
and communications, and so on” (EAC
Cooperation Treaty, 1967).

The EAC Cooperation Treaty set out
three objectives. First, to establish a com-
mon external tariff, while allowing devi-
ations for particular items when agreed
among the respective Finance Ministers.
Second, to allow unrestricted freedom of
transit goods between the three coun-
tries, with remission of duties levied on
transit goods to the country of desti-
nation. Third, to control imports from
third-party countries when such goods
were also produced in East Africa. There
was no internal tariff, except for a trans-
fer tax within the region.

Unfortunately, within the first year,
the East African Currency Board broke
down, leading to the establishment
of three separate central banks. This
destroyed any hope for a monetary
union. In addition, a military govern-
ment came to power in Uganda in 1971
and challenged the foundation of harmo-
nized policy and rule of law. Tanzania did

not recognize the new regime in Kam-

pala and considered its participation in
the EAC illegal. Furthermore, the coun-
tries reacted differently to the economic
shocks of the 1970s and continued to have
different economic systems. Finally, the
East African Community collapsed when
member states failed to pay their dues to
the community and Tanzania closed its
border with Kenya.

One of the reasons advanced for the
collapse of EAC in 1977 was that Kenya
was receiving a disproportionate share of
the benefits of integration. Various mea-
sures were tested to redistribute the gains
from the common market, but failed to
produce the results Uganda and Tanzania
wanted (Kasekende and Ng’eno, 2000).
For example, the East African Develop-
ment Bank, which was to promote indus-
trial development with the states con-
tributing equally to its capital base, was
required to ensure that Tanzania and
Uganda each got 38.75 per cent of its
investments, against 22.5 per cent in
Kenya. However, under a risk-adverse
clause in its statutes, it could only finance
‘viable’ projects, most of which were in
Kenya, especially during the 1971-1973
period. This greatly limited its role as a re-
distributive institution.

The absence of coordinated industrial
planning in EAC further limited the
Bank’s effect on redistribution. Under a
tax transfer system, industries of less
developed members were protected by
imposing a tariff on imports from a coun-
try with which it had a trade deficit.

There were regulations to encourage
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industries in Uganda and Tanzania, but
location advantages kept pulling investors
to Kenya. In the end, the tax transfer
system was replaced with mechanisms to
distribute common services among mem-
ber states.

Even now with the revival of EAC,
the issue of compensation mechanisms
is still unresolved. A recent study cau-
tions that the principle of asymmetry
should be applied carefully within EAC
(Bheenick et al., 2003). The states’ key
socio-economic indicators are virtually
identical: high dependence on weather-
determined agriculture, primary pro-
ducers and exporters of raw materials,

and poor infrastructure. There are no

pensation mechanisms acceptable to
members should be designed. Third, with-
out infrastructure to speed up movements
of goods and people and lower costs, full
integration will only remain a dream.
Fourth, a compatible system of domestic
policies and economic management is
critical for convergence in key (macroe-

conomic) prices.

DOMESTIC DEVELOPMENTS
SINCE THE LATE 19805

A key development in East Africa is the
almost universal acceptance of the domi-
nance of market forces in resource alloca-
tion. Unlike the ‘booming’ years of 1960s
and 1970, the region has performed poorly

Political will is key to success of economic integration.

major differences in GDP growth rates,
per capita incomes (table 2), debt or
disease burden. Moreover, even if a
compensation mechanism were to be
designed, it may have to keep on chang-
ing since losers and winners keep on
changing over time.

The formal dissolution of EAC was the
culmination of various failures or inade-
quacies. Some argue that it was never
truly integrated. Currency convertibility
did not last long. Movements of goods and
services were subject to de facto tariffs in
the form of transfer taxes between coun-
tries. The collapse of EAC provides useful
lessons: First, political will is key to success

of economic integration. Second, com-

on basic socio-economic indicators. Com-
pared to 1960s and 1970s, domestic pro-
duction has stagnated and poverty has
increased. Kenya’s relatively dominant
position has been weakened following
years of continuous economic decline,
while the other EAC member states con-
tinued to achieve relatively high growth
rates. However, a notable feature is that as
intra-area trade has increased, Kenya has
reinforced its dominance as a source of
imports for both Tanzania and Uganda,
which in turn export only minimal
amounts to Kenya. Last but not least,
there has been a proliferation of regional
cooperation blocs which provide alterna-

tive arrangements.
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TABLE 2: ECONOMIC STRUCTURE OF EAC COUNTRIES

(BASIC INDICATORS 1990-2001)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
GDP growth
Kenya 4.2 14 0.8 04 2.7 44 4.1 2.1 1.6 13 -0.2 1.1 1.2
Tanzania 54 4.5 0.6 1.2 1.6 3.6 4.5 35 3.7 35 5.1 5.1 5.8
Uganda 6.5 5.6 34 83 6.4 11.9 8.6 5.1 4.7 8.1 4.0 49 6.3
Real effective
exchange rate index (1990 = 100)
Kenya - - 102.5 872 1131 1178 1134 1053 1069 1089 1115 111.8 -
Tanzania - - 86.8 94 93.6 977 1183 1256 1355 1355 1206 121.8 -
Uganda - - 49.2 50.4 61 65.9 64.8 66.2 67.7 589 60 64.9 -
Inflation rate (%)
Kenya 14.1 144 209 460 288 1.6 10.8 83 9.6 = = 5.8 20
Tanzania - 222 231 253 35 27.7 21.1 16.1 9.1 7.8 6.0 52 -
Uganda 299 27.7 54.5 5.1 10.6 6.6 54 104 55 -0.2 6.3 46 -
Fiscal deficit (inc. grants)% GDP
Kenya -5.1 -4.4 -7.0 -7.9 -3.6 -0.6 -1.3 =1 -1.2
Tanzania -0.5 0.4 0.9 -5.3 -2.0 -39 -2.1 2.1 0.2
Uganda -4.4 -34 73 32 -3.8 -29 -1.9 -1.8 -0.6
Fiscal deficit (% of revenue)

1999/2000 2000/2001 2001/2002 2002/2003

Kenya -0.5 -23 -3.1 -4.4
Tanzania 10.5 7.3 3.0 6.9
Uganda - 9.3 - -
Domestic savings to GDP ratio
Kenya 123 11.2 10.1 -
Tanzania 143 154 16.5 =
Uganda 10.7 109 -
GDP per capita (US dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Kenya 338 304 285 174 305 273 302 300 385 298 - 350 360
Tanzania 172 184 157 134 160 194 217 252 230 246 = = 280
Uganda 180 144 175 199 303 308 324 - 310 - 260 250

Source: IMF (2002); World Bank African Development Indicators, 1998-99, 2003 and Bheenick (2003), World
Bank website country data profile, IMF (2002)
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Economic structure and
economic convergence
Economic performance in sub-Saharan
Africa has been disappointing since the
early 1980s, and growth was persistently
negative until 1994. The picture for East
Africa has been slightly different because
growth has remained generally positive,
although at rates insufficient to reduce
poverty (table 2). Only Kenya’s growth
has been declining over time, reaching
the all-time low of a negative rate in 2000.
Most macroeconomic variables have
been converging towards common values
across the EAC (table 2). For example,
the real effective exchange rate index
(1990 as the base period) was 102.5 and
86.8 for Kenya and Tanzania respectively.
In 2001, the index is very close for Kenya
and Tanzania at 111.8 and 121.8 respec-
tively. One interesting feature concerning
these countries is that they have moved
from low to high inflation in the early
1990s, before returning back to low infla-

tion. Fiscal deficits are all below 1 per cent

of GDP and even in surplus for Tanzania.
This is surprising because the expectation
would have been that Uganda, the most
successful reformer, would have shown a
stronger fiscal position than Tanzania.

As for gross private investment as a
percentage of GDP (table 3), Tanzania
and Uganda have the largest shares while
Kenya has the lowest in the most recent
years. However, Tanzania’s percentage has
been declining, from 20.72 and 24.17 per
cent in 1987 and 1991, to 14.1 per cent in
2000 and 13.1 per cent in 2001. Unlike
Tanzania, Uganda has achieved a sustained
increase in the share of private investments
in GDP, perhaps because Uganda was
among the first few African countries to
adopt economic reforms aimed at promot-
ing private sector led growth.

Another feature of the three economies
is the predominance of agriculture, while
manufacturing contributes minimally to
GDP: 8 per cent in Tanzania, 9 per cent
in Uganda, and 10 per cent for Kenya.

The figures for manufactured exports are

TABLE 3: GROSS PRIVATE INVESTMENT RATES 1984-2001 (% OF GDP)

Year 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Kenya 743 71 7.88 905 723 749 675 767 6.21 8.89 7.5 7.51 9.65
Tanzania - - - 2072 1346 1351 1921 2417 178 174 185 162 1413
Uganda - 533 522 537 524 569 647 776 852 849 915 102 1.3
Year 1997 1998 1999 2000 2001
Kenya 8.15 803 9.3 8.5 8.1
Tanzania 11.8 103 123 14.1 131
Uganda 1.7 1.0 137 13.1 133

Source: World Bank: African Economic Indicators, 1996, 1998-99, 2003
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equally minimal. Non-traditional exports
have recorded sluggish growth.

Trade regimes are far more open now
than during the EAC days of the 1970s.
However, the supply response has not
been as swift and positive as predicted.
Reinforcing the capacity to trade thus
remains a key policy priority (Bonaglia

and Fukasaku, 2001). Intra-EAC trade is

and Southern Africa alone, there are
seven regional cooperation arrange-
ments with economic cooperation in
one way or another:
m Common Market for Eastern and
Southern Africa (COMESA)
m Southern Africa Development
Community (SADC): 12 members

including Tanzania

Intra-EAC trade is relatively limited, and the chances of

increasing it are slim, because export activities are complementary

rather than competitive.

relatively limited, and the chances of
increasing it are slim because export activ-
ities are complementary rather than com-
petitive (Gitu et al., 2003). Furthermore,
South Africa has become the largest sin-
gle trading partner for Kenya and Tanza-
nia, supplying 11.4 per cent and 12.6 per

cent of their imports, respectively.

New African regionalism and
re-launching EAC

As African countries join regional trad-
ing blocs to catch up with global trends,
the question is whether regional integra-
tion will have a positive impact on the
nations involved. Regional integration in
the continent has been beset with con-
tradictions stemming from the absence of
a clear consensus on the benefits of inte-
gration, the lack of political will neces-
sary to make it work, vested interests, and
a proliferation of a variety of groupings

with multiple membership. In Eastern

m South African Customs Union
(SACU): Botswana, Lesotho,
Namibia, South Africa, Swaziland

m EAC (Tanzania is also a member
of the Indian Ocean Rims-Associ-
ation for Regional Cooperation
(IOR-ARC)

m Indian Ocean Commission (IOC):
Comoros, Madagascar, Mauritius,
Seychelles

m Cross Border Initiative: EAC,
IOC, Burundi, Malawi, Rwanda,
Zambia, Zimbabwe

m Intergovernmental Authority
on Development (IGAD):
Djibouti, Ethiopia, Kenya,
Somalia, Sudan, Uganda

Economic integration has not been

very successful in Africa for various rea-
sons: First, the continent is highly depen-
dent on a small number of export com-
modities, mostly unprocessed agricultural

products. Thus, they compete in third
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markets rather than complementing each
other. Second, multinational corporations
use certain countries as an export base for
the rest of each subregion, thereby con-
tributing to uneven distribution of costs
and benefits of regional trade. Third, there
is over-dependence on trade taxes and this
makes governments reluctant to open up
as required by the integration pacts. Other
factors that may undermine the integra-
tion process and that are not necessarily
limited to Africa include: lack of appro-
priate compensation mechanisms, uncer-
tainties about the likely impacts to
government, producers and consumers,
concerns about the damage to non-

members, and likely loss of sovereignty

and control over domestic policy formu-
lation (Mullei, 2002).

These concerns may partly explain
the reluctance to move EAC and other
regional groupings in Africa to higher
levels of integration. Collier and Gun-
ning (1995) observe that strict commit-
ments, thanks to agreements with exter-
nal actors such as the EU, may provide
the necessary political checks. Appropri-
ate mechanisms could tie the hands of
politicians and minimize the effects of
policy slippage.

The new East African partnership
started in earnest in 1986 with the forma-
tion of a tri-partite working group to work

out modalities of renewed cooperation.

Box 1: AREAS OF REGIONAL COOPERATION IN THE EAST

AFRICAN COMMUNITY

Trade

Human resources, science and technology

Free movement of people, goods and services

Monetary and financial (currency convertibility, banking law, capital market)

Agriculture and food security
Industry

Environment and natural resources

Infrastructure (road, rail, air, maritime, post and telecommunications,

energy, meteorology)
Regional and international relations

Social and cultural activities

Politics and law (security, defense, immigration, regional peace,

human rights, democracy, legal training, standardization of judgements)

Private sector development and export promotion

Health and animal disease control

Tourism and wildlife management

VOT4ddV 1SVI NT IONITIIdXT NOITIVEDILNT TYNOI5Id

2003

53



REGIONAL INTEGRATION EXPERIENCE IN EAST AFRICA

But there was no progress until 1991,
when the heads of state directed their
ministers of foreign affairs to devise a pro-
gramme and appropriate institutional
framework for reactivated cooperation.
The following year, a tri-partite commit-
tee of experts was formed to identify
spheres of common economic interest. In
November 1993, a Permanent Tripartite
Commission for East African Coopera-
tion was established to become the pol-
icy-making organ of the grouping. A Min-
isterial Forum heads the commission, with
a subsidiary senior officials organ called
the Co-ordination Committee of Offi-
cials, and a small secretariat in Arusha.
The latter was launched in 1996.

Since the objective is eventually to
achieve a political union, the current
arrangement provides for regional cooper-
ation in virtually all areas (see box 1). It is
hoped that cooperation in these areas will
open up investment and trade opportuni-
ties for local producers to enjoy economies
of scale and in the process lead to general

increase in welfare and poverty reduction.

AN ASSESSMENT

Since its re-launch, EAC has set targets
in a number of areas of mutual coopera-
tion and is achieving some interesting
results. The current integration efforts
are being undertaken with a customs
union as the starting point. Since the
signing of the Treaty establishing EAC
in 1999, the main substantive progress
made has been in reaching agreement on

the process of phasing out internal tar-

iffs, rules of origin and a common exter-
nal tariff.

Development strategy. The first East
African Cooperation Development Strat-
egy 1997-2000 and the second EAC
Development Strategy 2001-2005 pro-
vide more precise medium-term guide-
lines for economic and social develop-
ment. For instance, on macroeconomic
management, indicators include real GDP
growth rate of 6 per cent, single-digit
inflation by the year 2000, national sav-
ings rates of 20 per cent of GDP in the
medium term, and maintenance of stable,
market-determined, exchange rates. Fiscal
policy objectives include institutional
mechanisms — in particular, pre- and
post-budget consultations and tripartite
agreements on double taxation — and the
reduction of budget deficits to 5 per cent
by 1998. Furthermore, countries seek to
achieve full currency convertibility. At
present, Kenya has completely liberalized
its capital account, but Uganda and Tan-
zania still keep various forms of control.

Customs union. A draft customs
union protocol has been finalized and is
expected to be ready in legal form for
endorsement by heads of state in early
2004. Many issues critical to customs inte-
gration have been agreed upon, including:

m Harmonized customs documen-

tation,

m Rules of origin,

m Harmonized commodity description,

m Regulations on safeguards, anti-

dumping, subsidies and counter-

vailing measures,
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m Regulations on export processing
zones and manufacturing under
bond,

m Regulations for duty drawback,
duty and VAT remission schemes,
and refund and remission of duties
and taxes,

m Regulations on dispute settlement,
and

m Provisions on transit trade and
transit facilities.

Tariffs. Some agreements have been
reached on eliminating tariffs, non-tariff
barriers and non-tariff measures. Member
countries have already identified those
import goods whose tariffs will immedi-
ately be reduced to zero and those that
qualify for phased tariff reduction. It has
been agreed that, when the customs union
protocol comes into force, Kenya should
fully liberalize its trade with Uganda and
Tanzania. To safeguard the less competi-
tive producers in Uganda and Tanzania
from Kenyan exports, member states
require that a certain category of Kenya
exports to the other members be subjected
to a tariff based on the application of the
principle of asymmetry. The tariffs applied
to selected Kenya exports would finally
come to zero in five years (by the year
2009). Tanzania and Uganda plan to
reach the required level of zero internal
tariffs in phases over a period of six years.

The countries have agreed on a com-
mon external tariff (CET) level of 25 per
cent and a minimum of O per cent, but
the sequencing of implementation and

exceptions still needs a lot of work. This

was not easy given concerns about loss of
tariff revenue, the risk of trade deficits,
and the removal of protection to infant
industries. For Uganda, 25 per cent CET
implies protectionism to non-EAC mem-
bers, since it had already reduced its
external tariff to 15 per cent as part of
trade policy reform. In the case of Kenya,
the 25 per cent CET will imply more
openness to international trade compared
to the current external tariff of 35 per
cent. The countries propose to use a
three-band tariff structure with a middle
CET of 10 per cent. However, the coun-
tries have to agree on a methodology to
classify and categorize various imports in
each of the three tariff band rates, in addi-
tion to negotiating on imports where the
CET may not apply.

Regional institutions. EAC already
has institutions to deal with and guide
various aspects of East African integra-
tion. These include: the summit, council
of ministers, the secretariat, coordinat-
ing committee, sectoral committees,
court of justice and legislative assembly.
The council of ministers comprises the
ministers in charge of regional integra-
tion and makes major decisions on inte-
gration. The court of justice is supposed
to implement the EAC treaty, the secre-
tariat executes all EAC programmes, and
the legislative assembly ensures major
issues are democratically debated and
agreed upon. The coordinating commit-
tee, made up of the permanent secre-
taries responsible for regional coopera-

tion, coordinates the work of sectoral
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committees that design and monitor
implementation of EAC programmes.

Infrastructure. The countries have
identified needed joint investments
aimed at overcoming the very poor state
of infrastructure in East Africa, which
increases transaction costs and thus
reduces profitability and productivity of
investments. EAC intends to coordinate
and harmonize transport and communi-
cations policies so as to improve existing
links and establish new ones. Results
so far have not been very encouraging
because of the inefficiency of the region’s
largest port at Mombasa and the Kenya-
Uganda railway line. Other facilities that
connect the countries include a road
running along the Kampala/Kasese rail-
way and a road network going from
Kampala to Rwanda through Kigali and
Bujumbura. The 1,254 kilometre Dar-es-
Salaam-Kigoma railway makes up the
Central Corridor, connecting to Bujum-
bura via Lake Tanganyika and to Rwanda
by road. Considerable effort is underway
to improve the primary East-West road
from the Kenyan border to Kabale and
the highway between Kampala and
Entebbe. In all three countries, sched-
uled power cuts and rationing have been
common occurrences. So far, each coun-
try has developed its own strategy to
secure supplies and imports, but there are
plans to invest jointly in energy produc-
tion and distribution.

Financial system. A Memorandum of
Understanding has been signed covering

the harmonization of capital market laws

and regulations. The respective stock
exchanges have agreed on the principles
of cross-border listing and are now focus-
ing on developing regional products.
An apex regional business organization,
the East African Securities Regulatory
Authorities has also been formed.
Other initiatives. The East African
Travel Document, though still not opera-
tional, was introduced in March 1997, but
no steps have been taken on free move-
ment of labour within the region. A secu-
rity committee has been set up to curb the
proliferation of small arms in the region.
Simultaneous presentation of annual gov-
ernment budgets is being done. A public
relations and marketing plan has been
developed to create a sense of identity
among the citizens of Kenya, Uganda and
Tanzania and build trust and goodwill

within the partnership.

CONCLUSIONS AND
RECOMMENDATIONS

Unlike in the 1960s and 1970s, when ide-
ological differences contributed to derail-
ing the integration process, the EAC
states are currently all based on a market
economy. EAC provides opportunities
that could be harnessed to improve the
welfare of people in the region. The three
countries could mobilize resources inter-
nally and externally and pool them to
identify and invest in joint projects for
mutual benefit. In addition, with policy
harmonization, foreign direct investment
may rise as the region becomes more

attractive to outside investors. It is also
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expected that the regional institutions of
EAC, such as the East African Develop-
ment Bank, will take advantage of a
larger market and lead to greater social
and economic cooperation. Moreover,
the integration will be good for social
cohesion and hence promotion of peace
in the region. Once the EAC experiment
with the customs union succeeds, the
countries could move further into more
advanced levels of regional integration.
The road to economic integration is
naturally not assured, and there are a

number of challenges and obstacles on

and to maintain the essential political
will for integration. In addition, there
are some specific steps that should be
taken; some of these aim to avoid certain
pitfalls typical of regional integration
attempts in general and of earlier East
African schemes in particular; others
seek to build momentum by controlling
or eliminating negative factors, and take
advantage of positive factors, that affect
the speed, spread and success of inte-
gration. The key guideline here is that
countries should not just focus on poten-

tial benefits, but rather must assess both

Integration will be good for social cohesion and promotion

of peace in the region.

the way. East African integration may
fail due to dependency on agricultural
exports, small and inefficient industrial
bases, vulnerability to fluctuations in
world markets, lack of compensation
mechanisms, failure to involve all peo-
ple and lack of information to the gen-
eral public on opportunities from inte-
gration. According to Venables (2000),
when countries with these characteristics
integrate, income levels tend to diverge.
Other fundamental factors that could
undermine EAC integration attempts in
East Africa are poverty, government debt,
and donor dependency.

Perhaps the broadest and most signif-
icant challenges are to achieve some
degree of macroeconomic convergence,

to build and sustain genuine democracy,

the benefits and costs of integration
(Aryeetey, 1998).

Some of the main recommended steps

are as follows:

m EAC member states will have to
deal with the challenges of global-
ization, new membership, declin-
ing import tariffs revenue and
imbalances that may arise as the
integration process intensifies.
They must also tackle problems
that could arise because of over-
lapping membership in regional
bodies with different rules of ori-
gin and lists of exceptions.

m Policy co-ordination is crucial to
cushion against the vagaries of the
world economy and to build on

existing strengths. For example,
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countries could benefit by special-
izing in areas where they enjoy
relative comparative advantages
— Kenya in the provision of a
wide range of tradable services,
Tanzania in its vast natural
resources, and Uganda in agro-
industrial products and food.
Supply-side constraints such as weak
infrastructure, costly transport,

insufficient skills and red tape must

they should not be deterred so as to
avoid having regionalism dictated
by the slowest member. At the same
time, acceptable mechanisms for
compensating losers are necessary.
There should be no restrictions
on factor mobility and, in fact,
greater labour mobility should

be promoted in the region.

To ensure that efficiency gains

accompany economic integration,

Countries should not just focus on potential benefits, but rather must

assess both the benefits and costs of integration.

be addressed. In particular, policies
on infrastructure, communication
networks, and information technol-
ogy should be harmonized, and the
East African Development Bank
should be re-structured and refi-
nanced to play a leading role in
financing infrastructure projects.
To strengthen the integration pro-
cess, it is important to speed up
the harmonization of monetary,
fiscal and exchange rate policies,
and to achieve currency convert-
ibility, even though it is difficult
to achieve.

Countries must have built-in
automaticity in the schedule for
liberalization, so that tariff and
non-tariff barriers are lowered
automatically.

If one or two member countries are

willing to integrate more quickly,

members should establish a com-
mon policy towards foreign direct
investment to encourage cross-
border joint production.

Finally, resources will have to be
devoted to public awareness of the
opportunities arising from EAC,
since the success of the process
ultimately depends on the
involvement and support of the

people of East Africa. &
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ANNEX: MAJOR DEVELOPMENTS AFTER RELAUNCH OF EAC

Period

Event/Developments

November 30, 1993

- First Heads of State Summit

1994

- Established Secretariat of PTC

1996

- Established EAC Secretariat in Arusha
- Agreed to establish East African Business Council
- First East African Cooperation Development Strategy

1997-2000

1997

- Signed financing agreement for East African Digital Trans-

mission Telecommunications with the East African Develop-
ment Bank and European Investment Bank

1998

- Signed Memorandum of Understanding on defense

cooperation.

- Conference on East African Road Network, Arusha
- Established EAC Defence Liaison Unit, Arusha
- First East African Ministerial meeting on Lake Victoria

hyacinth

1999

- Heads of State Third and Fourth Summits, Arusha
- EAC Memorandum of Understanding on foreign policy

coordination, Arusha

- First Ministerial seminar to discuss draft EAC Treaty, Arusha
- First EAC media workshop, Arusha
- 13th extraordinary meeting on plans to establish EAC held

by Permanent Tripartite Commission

- Second Ministerial seminar on control of water hyacinth
- Signing of Treaty establishing EAC by Heads of State during

the Fourth Summit, Arusha

2000

- EAC Treaty enters into force 7 July 2000
- 15th meeting of Permanent Tripartite Commission approves

revitalization of Inter-University Council for East Africa,
Arusha

2001

- First and Second EAC Council of Ministers, Nairobi and Arusha
- Appointment of Registrar, East African Court of Justice,

and Clerk, East African Legislative Assembly

- Launch of Lake Victoria Development Unit

April 24,2001

- Second Summit of Heads of State, Arusha
- Second EAC Development Strategy: 2001-2005
- Partnership Agreement on promotion of sustainable

development in Lake Victoria Basin

- Appointment of new secretary general
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REGIONAL INTEGRATION EXPERIENCE IN EAST AFRICA

ANNEX: continued

Period Event/Developments

July 12-13,2001 - Leading scientists and researchers from EAC members
recommend formation of East African Council for Science
and Technology

August 2-3,2001 - Inter-Parliamentary Committee for East Africa recommends

use of East African passport beyond East Africa

- EAC Council of Ministers, Arusha

- Signed rules for admission of new members, control of
drug traffic, and standardization, quality assurance,
metrology and testing

- First Summit of EAC

- Formal launch of EAC, Arusha, January 15

- Second summit of Heads of State

- Inauguration of East African Assembly and Court of Appeal

April 10-11 2003 - Meeting of Permanent Secretaries responsible for trade,
industry, finance and regional integration.

June 20 2003 - Second extraordinary Heads of State Summit, Nairobi directs
finalization of draft protocol to be signed November 2003

September 29— - EAC High Level Task Force on 1) possible transitional fund

October 02,2003 for any imbalances arising from integration, and 2) legal,
institutional and administrative structure of EAC customs
union.

- Meeting of Trade, Communication and Investment Commit-
tee of East African Legislative Assembly on standardization,
testing, quality and operationalization of EAC customs
union protocol

Source: compiled from (EAC 2001) EACNEWS Newsletter of the Secretariat of the East African Community
Issue 7 August 2001; EAC website; EAC (2000)
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