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PREFERENTI..L TR.Dp AREANGEMENTS AMONG DEVELCPING CU UNTRIES

Philip Ndegwa

1. Nature of the Policy Problem

1. The central g .estion to be considered in this paper is

whether i wuuld contrilbute to economic development in Uganda

and the other Eest African countries to enter into preferential

trade  arrang em=ris with other develcping countries, and hence

whether international recognition of such preferential.

arrangements would be desirable. A mumber of major issues

about such arrangements are uncder zsurrsnt discusslon. Do the

special trade problems «f develcowing counitries -arrant international

acceptance of the principle 01 rrefs ti=1l arrangements?

Should preferences b« ex.endad unifcrzly to all developing
countries, or be gradusted accordiug to JiTferences -in stage of

development a..ong developing countiissgs, ¢r be granted to groups

of developing countries which c=n r<ach = mutual agreemnent?

Should preferences be recognis=2d only =2z rart of a progran
eading to a free trade area or customs union, or should they

apply to particular class=zs of preoiucts, ¢r even Lo specific

product-”

i
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W

A This raper apvrosches aese

three Tyrzs of preferential arran
Tangenyika, ard Kenys ~ight be iunt
customs union, =upr €
Merket; a prefo.cnti-1 egreem
a similar levsl o7 ~

& Teet African Common
“th grcud oI c¢ountries at
rerrassnted by fifteen

neighbouring .fric o - e = preferential agreement
with some more inau...izlised developing cov:tries, represented
by India.  The "Nei. ubours for tiis purpose are defined es

Zanzibar, Somelia, Ethicia, Suden, “ongo, Rwanda, Burundi,
Northern Rhodesia, Southern Rhodesia, N asaland, lozambigue,
Madagascar, Mauritius, and Sevchelles.

I1. General Grounds for Interest in Preferential Trade
arrangements.

1. The analysis'in this paper is influenced by four general
aypotheseg z2bout deve.opment stratesy.

(a) Larger markets obtaiable by pwefercntial trade
arrangements are urgently reqguired in order to benefit
fom economies of scale. In Z.st Africa and
neighbouring cc.ntries fthere 1: not a single country,
as yet, w.th suffizient domestic demand to support
really large-scale modern inducrtries (e.gs 2 modern
large-scale iron znd st=el plant). This means
that if each country were to follow a policy of
thrroughgoing autarchy the plants to be esbtablished
would be either small-scale or in chroric uxcess

capacity. This would mean, in turn,high costs
and there'ore less demand ant uncompetitiveness
in for=ign markets. It may be that in future sonme
nf theaa r~runtries will have sufficiently great
Book 12nd to satisfy the requirements of
Number 011143 industries, but this is certainly not
Y- If what is wanted is industriclisation

to be appreciated that a formidable
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indugstries based an the domestic market. This

. limitation car we remov=d by graater internationasl

trade.

For most underdeveloped countries, and certainly for
Best ifrice and her neighbours, industrialisation
will have tc come through the process of deliberate
import substitution. To all intents and purposes
this means that these countries w#ill have to start

- with consumer-goods manufacturing. This hypothesis:

is eesily c(efended. Firstly, ccnsumer-goods
industries are, by and large, less capital-intensive
than producer-goods industrics. This is attractive,
since underdeveloped ccuntries are, or should be,
trying to eccnomise on capital. Secondly, consumer-
goods industries demand, again by and large, less
skill and sophisticated technology. Thirdly, in
many cases consumer-goods industries rely more on
local raw materials than producer-goods industries -
at any rate in the early stages of development.

This becomes especially important when initial
investments are designed to stimulate cthers

because of "backward linkages". Finally, in the
early stages of development the demand for
manufactured goods, being direct demend, is more
easily asse~sed (e.g. through the exzmination of

the import bill).  Moreover, since for most
manufactured consumer goods income elasticities

are high, this demand can be expected to expand

as the development process procesds.

Manufactured goods from underdevzaloped countries

are not initially c-mpetitive abroad and cannot be
expected to be for some time yet. There are a
number of reasons for this situation.  Manufactured
goods from underdeveloped countries have the
disadvantages of being produced on a small s-zale
(and therefore at high cost), Lty inexperieunced
industrialists, not in full knowlecas~e of demand
patterns abroad, and un~.le to meintain attractive

“packaging standards and exrensive advertising .

campaigns. - Moreover, demand patterns in
industrial countries are very diver:.ified and
fashions shift rapidly. There is tremendous
competition from alternativ- supplier. Finally,
there are tariffs, in most deviloped countries,
against imporcs from underdeveloped countries.

If imports rise too rapidly, it now seems
accepted that ar - developed country ¢an ‘in order
to avoid "market disruption" vioclate the professed
declaration of .iberalization of trade and impose
additional restrictions. £11-this is not to
suggest that .ne developing countries should not
attempt to sell abrocad - on the coi.strar;. 3ut
in their attempt to do so they will neea “the help
of the developed countries theamselves. Actually

.one of the really effective ways in which the

developed countries could help und=2rdeveloped
countries would be to offer them markets. This
would meke Iinancial z2id mesringful.

/(d)
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these countries achieved independence. Hostilities and social
upheavals have also hindered trzde - except in so far as the
coming of International Porces into Congo led to an increase

in inports, especially food, from Bast Africa and the Rhodesias.
Fourthly some countries which might rave increased their exports
to neighbouring countries have not seriously. attempted to do so
because they have had better markets elsewhere. For example,
the former Federation of Rhodesia and Nyasaland directed its
exports to the rapidl; growing Scuth /frican merket, and Kenya
has been finding a substantizl market in East Africa. It shoula
also be mentioned that the Rhodesias and Nyasaland had, until
recently, a preferential tariff agreement with South Africa.

The elimination of this preferernce has no doubt contributea
generously to the drop of almost £€10 miilion in Scuth African
exports to the former Federation between 1960 and 1962.

Fifthly, a factor of grest importance has been the lack of
economic co-operation, except within Zast Africa, among these
countries. A substantial measure of economic co-operation

is required in order to deliberately increase trade - and thereby
promote economic development in this whole area.
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IIT, Present Trade with East Africa and with the Neighbours

1. The starting point for considering what Uganda, Tanga-
nyika, and Kenya may have to gain from preferential trade
arrangements is their present pattern of trede., The present dis-
tribution of exports among the various markets gives an indica-
tion of the importance in the near futurc of rel:.tive improve-
ments in different directions, and the commodity composition
of exports to various mark~ts is suggestiive cf their contribu-
tion to the industrialisation process,

2. Table 1 shows the exports of Uzanda, Tanganyika, and
Kenya to the rest of East Africa, to the Neigh'ours, tec India,
to other underdeveloped countries, and to developed countries,
This table brings out the relative present importance of each
vart of East African trade. 1% will be noticed that the order
of importances for all three countries as a group starts with
trade with the developed countries, then inter-country trade
among the East African countries, then trade with India, then
trade with other underdeveloped countries, and lastly trade
with the Neighbours, The order differs somewhat for the in-
dividual countries; thus for Uganda exports to the Neighbours
are rela%ti-ely large, while Tanganyika exports te E.i.relatively
gmall. But the broad implication is reasonably clear: in the
immediate future similar relative improvements in market access
would be mcet important in the case of exports to developed
countries, next in importance in the case cf exports within
the Eagt African common market, and last ix importance for
exports to underdeveloped ccuntries, iancluding the Neighbours.
Longer-run trade pctential, on the other nhand, will be examined
in Part IV of the parer.

3. It is clear that inter-country trade among the East
African countries is of great importance. In 1962, for instance,
Uganca's exports to the rest of East Africa were about 5 times
her exports to the Neighbours, and the corresponding ratios for
Kenya and Tanganyika were 7 and 2 times reswnectivelv. In the
aggregate East African inter-country expcrts were about 6 times
exports to the Weighbours. On the import side(see Table 3) we
get the same i:- srmation, Again in 1962 Uzanda's imports from
the rest of East Africa were 34 times her imports from the
Neighbours, while the corresponding ratios for Tanganyika and
Kenya were 19 times and € times, respectively.

4, The figures in Table 3 also show that Rast Africa's
trade with .the Neignbours is predominant®ly in one direction -
she is the supplier.  If we include re-exvdorts, in 1962 East
Africa's toftal exports to the Neighbours were £10.7 million
while her total fmports from these countries were only about
£2 million. The tesak of the Neighbours' exports to East Africa
was reached in 1961, when they were worth just over £33z million
- due largely to a great import of maize from Rhodesias and
Nyasaland to .overcome a sud?en food shortage, - In fact irregular
fluctuations from year to year are a notable characteristic of
FEast African imports from the Nei-hbours, and illustrate their
position as marginal imports.

5. The really important point for the purpose of this
paper, however, is the commodity structure of exports to the
various markets (see Table 2). For all three East African
countries, exports to leveloped countries are overwhelmingly
food products and crude materials, counting copper in the case
of Uganda and diamonds and ;o0ld in the case of Tanganyika as
really primary rather than manufacturecd . products. Exports
to all cdeveloping countries, and to the Neighbours, KHave a
similar commodity pattern in the case of Uganda and Tanganyika,
but include relatively more manufac¢tures (S.I.T.C. 'sections
5+5+7+8) in the case of Kenya. On the other kand, for East
African inter-country trade, which is shown in further detail
in Tables 6,7, and 8, it will be noticed %irat manufactured goods
play a much greater relative part in the case of all three
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countries, and especially Kenya and Uganda. Thus in 19692

East Africa's inter-country exports of manufactured goods

were worth over £11.6 million, while the corresponding ex-
ports to the Neighbours were less than £1.2 million, The

more favourable commodity composition of inter-country

trade within East Africa (.rom the standpoint of industrialisa-
tion) is surely in good part a consegquence of the common

market with protection azainst cutside suppliers, This
observation reinforces the presumption that imvort substitu-
tion is the most immediately accessible route to industrialisa-
tion in countries such as Uganda, Tanganyikea, and Kenya.,

6. At the same time, we should notice from Table 4 that
East Africa's re-exports of manufactured gzcods to the Neigh-
bours - indeed total re-exvorts too - were more than domestic
exports, Now trade in re-exports, while not unimportant, is
not comparable with domestic exvorts., In re-exports East
Africa gets only the traders' marzin - because she is only
passing on to the neizhbouring country what has been produced
by somecne else, It is the domestic exports which embody
East Africa's resources, so that she gets the total value(less
any import content)of what they sell for, Actually it is dif-
ficult to imagine re-exports becoming a really important
source of income in East Africa, In fact a rough calculation
(assuming that the trader's margin is 20% and using 1962 trade
figures) suggests that the total value of re-exports tc the
Neighbours would have to increase fourfold in crder to bring
tc East Africe as much income as she gets from even her present
domestic exports. Such an incrcase is unlikely in the near
future. But re-exports do se_ ve one useful purpose: they indicate,
to some extent, the sorts of goods which East Africa could vroduce
to sell to the Neighbours., Production of such goods would cert-

-

ainly help to bring about inlustrialisation,

7. But pointing out that inter-country trade within East
Africa is much larger than trade with tle Neighbours and that
manufactured goods figure more prominently is not to say that
the Neighbours can be n=zlected, Re-examination of Table 1
HWill show that if we leave our India, about 50% of Uganda's
exports to the underdevelcpel countries is absorbed by the
Neighbours; and when we leave out India and Hong Kong, the
Neighbours again absorb half of Tanganyika's exports to under-
leveloped ccuntries, The samc thing is true of Keny~. Thus
in any general program of expending East African trade with
developing ~ountries, the Neighbours would play a substantial
role, East African trade with India will be discussed in Part V
of the paper,

8. It should also be noted that the Neighbours take all
or nearly all of certain East African exports to underdeveloped
countries, e,z., tobacco and beverages (S8.I.T.C. section 1),
animal and vegetable fats (S.I.T.C., section 4) and manufactured
goods and machinery (Z.I.T.C. sections 6 and 7). Thus in the
case of Kenya the Neighbours took 70% ¢” her exports in S,I.T.C.
section 6 to underdeveloped countries. The corresponding pro-
portions for Uganda (if we leave out copper) and Tanganyika were
even higher, about 80%., It should also be noticed +hat food
still plays the largest part in East African exports to the
Neighbours. Thus in 1962 S.,I.T.C. section O contributed £3 mil-
lion in East Africa's total exocorts to her Neighbours of £4,9
million. On the import side (see Table 5) imports from Neigh-
bours were only £.,9 million - & small figure compared to
inter-country £ o..o-g - imports of £8.6 million and total
foreign food imports (i.e. from outside BEast Africa)of £12,3
Mmillion,
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IV, Possibilities for Trade with East Africa and with
the Neighbours

1, The expansicn of markets resulting from the
existing East African Common Market, and the further ex-
pansion which might be tapped at least to some degree by
preferential trade arrangements with Neighbours, are very
}arge relative to single national markets in Uganda,
Tanganyika, and Kenya.,  Table 9 gives a rough indication
of these market relationships by compa.ing gross domestic
product and population for each of the three East African
countries, for East Africa as a whole, and for individual
neighbouring countries and the Neighbcurs as a whole,
East Africa, of course, has GDP and population roughly
threc times that of any single Bast Africen country =
with highest ratios for Ugandea, next Tanganyika, and
lowest ratios for Kenya, The Neizhbours as a group
have GDP in the order of 4 times East Africa and population
in the order of 3 times,

2. TFor the purposes of this paper the really relevant
consideration is the level of total imports, however, as
well as their structure and origin., Unfortunately
detailed figures on comparable basis for recent years in
all countries are not readily available, but the data shown
on Table 10 give the situvation in 1958, In 19859 imports
of these countries were £610 million., Since then imports
in a number of countries have increased, notably Sudan and
the Fast African countries, while others have decreased,
notably Congo., In 1962, the total was approximately £650
million. The Eest African import market was about twice
that of Kenya, three times that of Tanzjanyika, and five
times that of Uganda, considered separately. Moreover,
the Neighbours as a group had a total import market nearly
four +times that of East Africa. Of course there is no
suggestion that the scope for import substitution is anything

2., Inmports of the following countries in 1962 in £ million

vrere

Kenya 69,49
Uganda 26,21
Tanganyika 39.82
East Africa 135.52
Rheodesia & Nyasaland 143,00
Zanzibar 5.32
Congo ' 76,26
Sudan 91.79
Moz ambigque 48,57
Ethiopia 36.79
Madagascar 43,57
Mauritius 23,71
Reunion 22,61

Imports of the feollowing countries in 1961 were:

Somalia 7.08
Rwanda & Burundi 5.43
Neighbours 504,13

(excludinz Seychelles)

Sources: a, 1962 Annual Trade Report of Kenya, Uganda
and Tanganyika,
b. UN Monthly Bulleiin of Statistics, Dec.1963.

c. E/CN. 14/247, Report of the ECL Industrial
Co-ordination Mission to ZFEast and Central
LAfrica,



like £650 million, But within this whole ranze of goods
there surely are possibilities which are substantial com-

pared to, say, present inter-country trade in Bast Africa
of £27 million,

3. Let us turn uow to examine recent trends in exports
within East Africa, exports to the rest of the world, and
exports to the Neighbours. Table 11 presents these data
for the last five years. Considering East Africa as a whole,
it is clear that inter-country trade has teen expanding
fastest, then exports to the INeighbours, and last exports
to the rest .f the world., In fact a longer series of figures
would meke this point even more strongly. In 1852 the
value of inter-country trade was only £11,1 million whereas
the corresponding figure for 1962 was £26,8 million, Over
the decade inter-country trade has been increasing at an
average rate of 10.6% & year - or about three times the
rate of increase of East Africa's external trade,

4, The trade patterns of Kenya, Uganda, and Tanganyika
have not been the same, however. Between 1958 and 1562
Kenya's exports to the rest of East 4frica incre.sed by 60%,
whereas exports to the Neighbours increased by 75% and those
to the rest of the world by 30%.Uganda's exvorts to the
rest of East Africa expanded quite rapidly too - 45% -
and her exports to the Neighbours 30%, while the value of
exports to the rest of the world fell 15%, Finally, Tanganyika's
exports tc Best Africa and to the Neighbours have remained
essertially con.tant, at low ebsolute levels, while her exports
to the rest of the world have risen by 25%. Thus Kenya has
had the most buoyant trade in all three markets; Uganda
has done guite well with East Africa and with the Neightours,
which has been particularly important at a time when the
world markets moved unfavourably; and Tanganyika has part-
icipated very little in either the East Africa or Neighbours
market, while doing well in the world market,

9, There are several factors which have led to this
great increase in inter-country trade in Bast Africa, Such
factors as the existence of a common currency,better communica-
tions, and common business traditions have no doubt be.n
important, but the most important factors have certainly
been the exislence of a customs union, and a meesure of
tariff protection governing import substitution, This trend
of ircreasing importance of inter-country trade can be ex-
prected to con.inue, and is an exceedingly healthy develop-
ment in the economy of East Africa,

6. One unsatisfactory ‘aspect though (as already hinted)
is that the three ccuntries have not benefited equally from
the customs union. Apart from the divergence in trends noted
above, the relative benefits from the customs union are
linked to the countries!shares in the inter-country exports,
Kenya's share in inter-country exports was 65% in 1962, while
those of Uganda and Tanganyika were 26% and 9% respectively.
Thus considering both trends and sbsolute value, Kenya has
recently been benefiting the most, Uganda has benefited to
a lesser degree, while it is not certain whether Tanganyika
has not actually lost from the customs union. The evidence
for this view is even stronger if we look only at inter-
country exports of manufactured _,oods. In thesc exports
the relative shares for Kenya and Tanganyika were 76%, 20%
and 7% respectively in 1962,
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7. The East African cxperience should convince us (if proof were
neede&) that whereas a customs.union is ore or.less certain to bene-
fit the entire arca covercd, it does not follow necessarily that each
country in the union gains - - let alone getting a share of the bene-
fits proportional to its populetion or GDP. This is scmething to be
kept in mind when thinking of pieferential trade arrangements among
developing countries - - and certainly in the case of Fast Africa and
any arrangenents with the Neichbours. In principle the way out of
.such difficulties, while retainings the overall stirulating effect of
a customs union, is to adopt cooperative econrmic policies which com—
persate for any tendency of one of the partencrs to lag behind., Co-
ordination of developrient planning and agreement to use tax and other
measures to influence incdustrial lccation can modify the way the
customs union works.®” In arrangements short of a customs union, on
the other hand, the samc prcblem may have to be handled with other
neans.

3. For a discussion of this oproblem in East Africa, see P.G. Clark,
"Next Steps for Industrialization in East Africa", EDRP paper 12,
E.A.I.8.R., 4 December, 1963,

® o

8, Preferential tariff trecatment in inter-country trade in
East Africa is internationally eccepted because there is a full customs
union. But a full customs union with thc Neighbours is not likely
- - at any rate in the next few years. Morcover, two cautions are
worth keeping in mind: firgtly, that an abortive attermt to bring about
a custois union could be quite haxmful; secondly, that a:proaches to
the Neighbours should not reduce the possibility of creating a
really effective counon rarket in East Africa. The question then is:
what kinds of trade arrangencnts short of a fill custorns union are
possible? It seecms as if there are three main possibilities, althocugh
they are not mutually exclusive. First, an across-the-board percent-
age tariff preference could be used, c.g. Northern Rhodesia's exports
might pay only 30% of the duty levied on foreizn imports entering East
Africa, while Northern Rhodesia would do the same thing for East Afri-
can goods., Second, East Africa and somc of the Neighbcocurs could
agree sirply to have free trade in certain commoditics, or classes of
procucts, Third, East Africa aad some of thc Neighbours could come to
an agreement about the location of various large-scale industries
arrong them, using licensing to control corpetition, and then have
free trade in the products of these industries,

9. The first and second methods have the advantaze of avoiding
conflicts in the allocation of industries, which arc inherent in the
third method, and may present srave problems. They also have the
additional advanta;e of permitting corpetion and therefore, presumably,
pressure toward efficiency. On thc other hand, the third method has
the advantape of economical use of scarce capital through avoidance of
duplication., Moreover, successful allocation of industries would also
ensure that cach participating country benefits from thc co-.ueration,
The main disadvantage of the first method, which is really a partial
customs union, is that inequality in the distribution of benefits is
quite possible, The sccond rmothod is betier in this respect; since
only some cormodities are affected by tariff prefsrence, we can presune

that in the process of ncgotiation each ccuntry will rske sure that she
has sone industries, which will benefit.

10, Although any of thesc three methods is better than no co-
operation at all, it secns as if, leaving out political integration,
the second and the third methods offer greater possibility of mutual
benefit between East Africa and some of her neighbours. The second
method could be applied to small-scale industries (and perhan~s food)
while the third should be used for larse-scale industries only. Such
an arranger.ent would make it possible to increase the rate of industrialisa-
tion while ensuring that each participant is getting a share of it.
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11. What can be said about the pessible commodity corposition
of future import substitution in East Africa and the Neighbours?
Concrete investment and trade decisions ~f course require more speci-
fic study than is possible here, but some general npoints can be made.
The cormodity composition of Fast African irperts is shown in Table 12.
In cach of the three countries over 70% consists of manufactured
geods in S.I.T.C. sections 5,6,7,8, and the total value is £9¢ million.
We have already noted that existing inter-country cxports, at least for
Uganda and Kenya, contain a distinctly larper proportion of manu-
factured goods than do gencral exports, though their absolute value is
still only £12 willion. M-reover, a number of the products which are
still imported in significant amounts are already being produced in
East Africa. The following elcven products alonc amounted to about
£25 million of 1962 imports: paints and varnishes, manufactucred
fertilizers, disinfectants and insecticiles, paper and paper board,
cotton fabrics (piece goods), btlankets and travelling rugs, corrusated
ircen sheets, other ircn shects and plates, footwear, clothing, soaps
and cleaning preparations., Presurably the rising trend of inter-
country manufactucred exports in the last five years still has a long
vay to go.

12. The brecakdown of inports into S.I.T.C. secticns for the
Rhodesias and Nyasaland, Zanzibar, Sudan, Madagascar and Mauritius is
shown in Table 13, and a rougher breakdown for the irports of Ethiopia,
Somalia, and Cecago-Rwanda-Burundi in Table 10. Again the dominance
of manufactured irmorts is gencral, yet as shown above, only Kenya now
exports a significant propcrtion of manufactucred products to the
Neighbours. Another way of lcoking at the scope of import substitution
is to look prirarily at consumcr-goods irports. For Rhodesia and
Nyasaland, for instance, the proportion of consumer-roods in total ex-
ports has been about 30% for the years 1960, 1961 and 1962. If we take
this as about the preoportion which these countries can aim to preduce
locally, it would mean a potential market in the order of £150 million
for the Neighbours. (It should also be mentioned that although con-
surer goods are more amenable to import substitution than capital
goods in general, there are somc capital goods such as sitple apricul-
tural irplements - which could be produccd in the ncar future.) Finally,
the Neishbours irport more than £50 rillion werth of food. Trade in
food among East Africa and the Neighbours could be quite valuable,
for most focd irports now come from outside, and it is possible to
step up this trade fairly easily given tariff preferences arrangement.

13. It therefore secms sensible to think of three categories of
import substitution: food nroducts; small-scale industries whose out-
puts are not, by and large, beycnd the domestic market: and la:i e-
scale enterprises whose minirun scales of ocutputs are beyond the likely
domestic demand for an individual country. It is likely that rost
countries would be able to replace fcod irmports largely from domestic
supplies, though the value of East Africa - Neighbcurs trade could still
rise from its present low .evel, given tariff preferences. As to small-
scale industries, several of the countiries w° are discussing have a
sufficient market and alrcady have an irpressive number of these in-
dustries. Prefersntial traue arranrencnts of the secund kind discus-
sed abore - preferences for certain cormodity classes -~ could stimulate
then further,mainly by offering the possibility of larger sales through
conpetitive efficiency.

14. It is in the third category of activity, large-scale industry,
that a combination of trade preference and econcric co-operation could
produce the most subst.ntial benefits to the whele arca. The recent
E.C.A. mission to East and Central Africa recormended that the following
industries be cstablished in the various countries.”

4. See E/CN 14/247, "Report of the E.C.A. Industrial Coordination Mission
to East and Central Africa, 24 December 1963.
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Steel and Iron - - an integrated plant .... Southern Rhodesia.
Stecl and Iron - - a smaller plant ........ Uganda.

Copper manufactures ......ccoeceneecceccs . .Northern Rhodesia,
Phosphatic fertilisers Weeeeieseeesees o S.Rnodesia & Uganda,

Nitrogenous fertilisers ....oceveceacenes Northern Rhodesia

Potassiun phosphate teeeecee.esessse Lthiopaa,
Ceal distillation coiplex wevesesseasess Tanganyika
Sul huric acid weevs. oe.e.es Rhodesia & Uganda.

Aceton. acctic and mcthane
from Wood  .....eeces.... Kenya.

Pulp and Paper viveeereceeees Kenya, Ethiopia &
S. Rhodesia,

It is not vossible to juds: here the feasibility or the relative advantages
of locatins these industries in the countrics recarmended, (Note that
Congo and Sudan arc regarded by the E.C.4. as cutside the Last and

Central Africa sub-region.) Very likely these and other large-scale
industries would atill be established zven without trade preference

and economic co-operation. The irportant diffcerence is that in that

case rany of the industries established would be operating on s;al}

scale of output, and the costs would be unnecessarily high., This is

then the field for the third kind of prefersncc system discussed

above - allocaticn of industries and free trade in the products.

15. The forns cf trade nreference and econcmic co-operation
which are discussed here weuld call for a network of agrecuents be-
tween the sovernments concerned., Given the uncertainties of such
negotiations, it would be in the intcrest of rost African coun?rles
to have international acceptance of the principle of preferential
arrangerents with a wide range of possible terms. It should be ac-
ceptable to arrange arrecients with only a limited number of developing
countries and for only ceriain products or product classes.

V. Possibilities for Trade with India

1. The preferential trade arransenents exarined up to this point
in the paper - a customs unlon such as the East African Cormon Market,
or varicus forms of partial preferences such as rdght be possible with
the Neighbours - have been discussed on the irplicit assurption that all
the participants are at a breadly similar carly stage of industrialisa-

tion. Let us now turn to East African trade with India, to represent
possible trade arransements with more industrialised developing countries.

2. Present Rast African trade with India, ™roken down by S.I.T.C.
séction, is shown in Table 14. India alrcady ranks first anong all under-
developed countries in East African trade. For instance, in 1961 India
imported £10.7 nillion of East Africa's produce (more than double the
Neighbour's irports from East Africa) and exported to East Africa goods
Woth 28.8 nmillion (also about double the Neighbours' cxports to East
Africa in 1961, but triple thcir normal exports). There are a number of
reasons why India is sc irportant in the trade of East Africa, e.g. the
fgct that Indian merchants in Zast Africa regard it as natural to trade
with their nother cauntry, and good communications between East Africa
and~India throush thc Indian Ccecan. But the most irportant recason is that
alt@ough India's per capita income is not higher than that of East
Afrlca,_she has a much bizzer and mere sophisticated manufacturing sector
- relatively as well as, of course, absolutely, This difference is revealed
in the corposition of her total world trade (see Table 15). Of her totel
exports of £482.7 millicon im 1961, £215.3 million were manufactured goods

10 8. L.T.C. sections 5, 6, #, 8. This is a drarmatic difference from East
Africa and the Neighbours.
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3. Thus with India havinz a bigrer and 1more sophisticated manu-
facturing sector, we can expect her exports tc Bast Africa to include
a large proportion of manufactuercd geods and her irmports to be rainly
primary products. This is indeed the¢ case, In 1961 71%, or £7.6 million,
of East African cxports te India werc crude itaterials in S.I.T.C, section
2swith raw cotton alcne contributing £7.0 million, At the same time 86%,
or £5.9 millicn, of India's exports to East AJrica were in S.I1.T.C.
secticn 6, manufactured gcods classified by material, Another way of
looking at this is to notice that whereas in 1962 26% of East Africa's
exports to India were food and there were no exports of machinery, food
contributed only 6% but machinery contributed another 65% to India's ex-
ports to East Africa.

4, Thc problem thus - presznted for trade arrangenents with India is
that the products which India now i:ainly exports are those that East Africa
has to protect in crder to dovelop these industries herself. This is
particularly true:of.textiles - and is being done alrecady. But it should
not bc forsotten that India is also a very irportant market for some East
African goods - - especially raw cotton, cashew nuts, sisal fibre and
tow, and wattle bark - and that her wemand for raw raterials should grow
as she industrialises further, It would therefore se.m that some under-
standing betwecen India and East Africc could be rutually beneficial,

5. An agreement with a more industrialised developing country like
India would have to cover cnly selected product classes, It might be
arranged on.the followiny lincs: that India gives tariff preference to
certain East African primary products while East Africa does the same for
certain Indian capital poods and certain consumer goods which demand
sophisticated technclogy. An agrcenent of this sort would have to be
checked carefully for the quality of any capital gocds, and to be sure
that India could supply spare parts and servicing facilities. Further-
nore such an agreenent should be subject to change periodically as Bast
Africa became able to establish a domestic indust—y replacing an Indian
irport. But a periodically amended a;reement would probably continue
to be mutually beneficial for a long time, If it contributed to pro-
duction of cheap but rcliable capital goods suitable for underdeveloped
ccononiies, it could be a boon on an even broaden scale,

6. Consideration of the Indian casc again suggests that for nost
African countries freedom cf action to eater into preferential arrange-
nents for selected products is important, At the same time, the need
to protect early-stase East African manufacturins industries in such an
agreement erphasizes that automatic extension of any tariff concessions
to all developing countries is not desirable.

IV, CONCLUSIONS.

1. There is a ;ecneral nced for sponsored industriasisation throug
a policy of deliberate irport substitution in crder to bring about greater
rates ¢f cconordc prowth in underdeveloped countries., Preferential tariff
arrangenents aions these countries could be of great help in overconing the
linits set by the srall sizes of individual domestic markets.

2. Examination of the various rarkets for East African gcods reveals
that in absolute terms the present order of irportance is: developed
countries, the East African market, India, the other underdeveloped countries,
aad last the Neighbours. For rates of growth, however, it is the East Afri-
can market itself which has expanded fastest - - followed by the Neighbours.
As to commodity composition, there are nore ranufactured goods, absolutely
and proportionately, in intcr-country exvorts than in the exports tc the
other markets., The Neighbours also take more manufactured gocds proportiona-
tely (and absolutely in mcst cases) than other developing countries.

3. The rapid growth in inter-country trade in East Africa shows the
powerful contribution of a full customs union to trade cxpansion and develop-
ment, However, the divergent percenta;c shares in inter-country exports
show that the benefits accruing from the customs union have not been equally
shared, There is therefore a need for co-operative econcnic policy in order
to rectify this unevenness,
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4, Bast "frica ana the Neighbours could rutually profit fron
prefecrential trade arrancencnts providing a largcer market than any
individual country can at preseni offer. Three methods of granting
trade preferences are discussed: an across-the-board percentapc tariff
prefercence; free trade in certain commodities or rroups of pro-
ducts; and allocation of industries amony; the participants with
free trade in the products of tiwose industries. The second and

second methed for srall-scale industries and feood products, and the
third method for large-scale industries.

5. The scope and feasibility of irmort substitution weould be
sreatly increascd if Fast Africa and the uweishbours co-operated,
Within East Africa irports of just eleven rmanufactured products which
are already produczd hcre are still twice inter-country trade in these
products. Among the Neighbours, irports of coasumer goods alone are
about six times present total inter-country trade within East Africa.

6. With developing countries at higher stages of development such
as India, there is scope for trade preferences along thc lines that
East Africa gives prefercnce to some Indian capital gcods and some con=
surption gool.: deranding sophisticated technology, while India does
the sanc for East African primary products. Such an arrangement would
have to te limited to selected products and anended periodically in
order to avoid inhibiting the emeryence of early-stage manw’acturing
industries in Fast Africa.

7. Upanda, Tan~anyike, Kenya and other African countries have
grecat interest in interiaticnal acceptance of the principle of tariff
vreferences among the devcleoping countries. It is desirable to pernit
such preferences cven though linited to specific products; and it is not
desirable to require autcmatic cxtension of prefercnces to all
developing countries,
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TABLE 1

EAST AFRICAN EXPORTS, 1962 IN £

= EBExpocrts to India.

‘e hY
Kenva

17,319,525
2,269,034
1,048,143
2,382,259

32,113,652

55.232,613
7,234,512
1,664,843

62,467,125

Annual Trade Report

Exports to rest of East Africa.

= BExvports to '"meighbours'.

= Exports to developed countries.

Uganda

7,054,043
1,451,706
4,569,554
1,781,289
29,348,572

44,205,164
3,316,548
2,585,863

47,521,712

Ixports to other underdeveloped countries.

Tanganyika E.Africa
2,390,595 26,764,163
1,110,739 4,931,479
3,596,069 9,213,766
4,870,233 9,033,781

41,663,524 103,126,148

53,631,560 153,069,337
2,333,964 12,885,024
1,562,230 5,812,936

55,965,524 165,954,361

of Kenya, Uganda and

Tanganyika.









TABLE 4
B4ST AFRICAN DOMESTIC EXPORTS AND RE-EXPORTS TO "NEIGHBOURS'" IN 1962

S.I.7.C, DISTRIBUTION, IN £

E.Africa

Kenya Uganda Tanganyika E.Aifrica Re—expor
0 1,206,986 1,282,213 512,454 3,001,653 296,882
1 28,667 8,841 32,396 69,904 90,284
2 129,158 66,468 337,122 532,748 89,442
3 3,520 - - 3,520 2,650,741
4 4,609 12,899 13,153 30,661 20,669
5 160,978 4,871 17,226 183,075 96,070
6 672,189 70,165 163,008 905,362 1,362,545
7 14,424 1,173 767 16,364 721,638
8 135,756 5,076 34,613 175,447 48,470
9 12,745 - - 12,745 8,244
‘'otal 2,369,034 1,451,706 1,110,739 4,931,479 5,796,785
TLBLE 5
ESST AFRICAN IMPORTS FROM NEIGHBOURS IN 1962
5.1.7.C. DISTRIBUTION, IN &
Kenya Ugandz Tanganyika E.Africa.
o 506,655 75,713 276,493 858,861
1 2,160 19 528 2,707
2 160,888 89,935 89,526 340,349
3 189 - - 189
4 342,994 27,617 17,462 388,073
5 9,144 570 1,393 11,107
6 83,697 2,155 46,753 132,605
7 71,370 27,755 157,686 256,811
8 34,720 3,668 31,037 69,425
9 742 48 697 1,487
tal 1,212,559 227,480 621,575 2,061,614



TABLE 9
POPULATION AND G.D.P. OF E.i3T ~FRICA AND NEIGHBOURS, 1962

Pooulation G.D.P.

(thousands) (mil. U.S.
Kenya 8,636 582
Uganda 7,016 411
Tanganyika 9,560 468
East africa 25,212 1,461
Madagascar 5,730 596
Mauritius 680 133
Seychelles 43 n.a.
Reunion 346 n.a.
Zanzibar 320 30
Ethiopisa 21,000 799
Sudan 12,831 915
Somalia 2,000 101
Congo 14,797 1,168
Rwandsa 2,665 133
Burundi 2,600 115
Mozambigue 6,640 420
Rhodesia, Southern 3,8802
Rhodesia, Northern 2,550? 1,275
Nyasaland
Neighbours 79,032 5,655
Total 104,244 7,116

or £2,541.4 mil,

Source: Population: Demographic Yearbook 1964
G.D.P. GATT, Document INT(63) 548, 135 December, 1963,






TABLE 11

FAST AFRICAN DOIESTIC EXPORTS TO VARIOUS MARKETS, 1958 TO 1962, in £,

A = Rest of East Africa
BCDE = All other Countries
B = Neighbours only
KENYA
1958 1959 1960 1961 1962
A 10,745,000 12,296,850 13,770,366 15,048,276 17,319,525
BCPE 29,299,607 35,305,962 35,190,640 35,326,027 37,915,088
B 1,345,258 1,610,984 1,956,507 1,993,552 2,369,034
UGANDA
1958 1959 196 1961 1962
A 4,826,000 5,227,651 6,894,256 6,835,278 7,054,043
BCDE 45,409,024 42,091,433 41,588,403 39,195,530 37,654,621
B 1,133,585 1,271,230 1,576,788 1,389,760 1,451,706
TANGANTIKA
1958 1959 1960 1961 1962
A 2,592,000 2,573,713 2,324,320 2,233,311 2,390,595
BCDE 41,706,596 45,286,622 54,853,920 48,649,160 51,240,265
B 1,202,135 1,009,443 1,266,799 1,142,069 1,110,739
EAST AFRICA
1958 1959 1960 1961 1962
A 18,163,000 20,098,214 22,789,512 25,036,865 26,764,183
BCDE 116,415,227 120,684,017 131,632,963 123,170,E37 126,788,674
B 5,680,978 3,891,657 4,800,094 4,525,581 4,931,479
Sources: Annual Trade Reports of Kenya, Uranda and Tanranyika,
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