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1. Introduction

I would like to begin by saying how honoured we at the Macroeconomic and Financial Management Institute for Eastern and Southern Africa (MEFMI) are by the invitation extended from the EU-LDC Network to present this paper today at this very important conference.

This paper will try to address pertinent issues raised earlier on regional approaches to economic integration. The paper will look at African economic integration efforts, motivation and implications on governance. The paper will try to link EU’s experiences and recent governance structures proposed in the new Partnership for African Development framework. The paper highlights the challenges that face the NEPAD initiative and the possible role that the cooperating partners such as EU and Others can play in helping Africa to realize the goals and aspirations of NEPAD in the new millennium.

This presentation has been structured as follows:

· Review of the conceptual aspect of regional integration;

· Outlines of the New Partnership for Africa’s Development, the African Union and Regional Economic Entities strategies towards improving regional integration;

· Outline of the past experiences of integration in Africa and elsewhere and the lessons to be learnt from these experiences; and,

· Challenges of Good Governance for NEPAD and the African Union AU

2. Review of the Conceptual aspect of Regional Economic Integration

Merging the thinking of several authors (Atsain, 1983; Robson, 1968; Nowzad, 1969), Economic Integration connotes a process of economic development, which involves the elimination of discriminatory barriers among economic units of national state. Such economic units are expected notably to be within a regional / sub-regional setting e.g., African, European, North American settings. Economic integration in an economic region involves pure economic and political unification, economic cooperation and free trade areas.

Theoretically, economic integration as an eco-political concept draws largely from international trade theory, which is informed by the Customs Union Theory as proposed by Viner (1950) and enlarged subsequently by Gehrels (1956/57) and Lipsey (1960). Economic integration is a practical fusion of national markets aimed at economic development through the elimination of discriminatory barriers and the incorporation of cooperative arrangements among economic units of a regional / sub-regional economic grouping. To make for effective and successful fusion of member states, an integrative approach beginning with the formation of a Free Trade Area constitutes the starting point. The consolidation and subsequent elaboration of this cooperative eco-political unification results in the formation of a customs union, common market, economic union and finally economic community (in ascending order). 

Economic integration is expected to lead to:

· Creating larger markets to permit economies of scale, wider competition and increased foreign investment

· Accelerating opening of economies to the rest of the world

· Enhance credibility of national reform through lock-in policy mechanisms

· Strengthen unity for international negotiations and

· Reduce / resolve inter-state conflicts.

The adoption of Customs Union Theory, which proposes trade creation among member states based on comparative cost advantage (Viner 1950; Robson, 1980) has been implemented differently in both developing and developed world, with a tendency to focus on divergent goals. In Africa, the need to promote harmonious economic development of the region was the major goal, African regional groupings are couched under the efficacy of the theory of Customs Union focussed on trade liberalisation and its attendant benefits and also collective self-reliance, within the scope of economic prosperity. In Europe and Latin America, the Customs Union Theory was adopted under concern over economic subordination and the consequent socio-political insecurity of their regions. 

Africa is the most fragmented continent, the total Gross Domestic Product (GDP) of the 48 small economies in the Sub-Saharan Africa are equal to the total GDP of Belgium. Integration helps overcome fragmentation. Currently there are fourteen regional arrangements in Africa, Economic Community of West Africa (ECOWAS), East African Community (EAC), the Southern African Development Community (SADC), The South African Customs Union (SACU), the Common Market for Eastern and Southern Africa  (COMESA), West African Economic and Monetary Union (WAEMU), and the Indian Ocean rim Countries (IOC) to mention a few! Each sub regional organisation addresses specific regional issues such as economic integration, a monetary union, a river basin management, management of a common natural resources etc.

Regional integration has three dimensions: substantive coverage, supranationality and Geographic scope. Effective integration requires:

· Political prerequisites: which are: Domestic peace/ security in countries, political and civic commitment and mutual trust among countries,

· Economic prerequisites: stabilize minimum threshold of macroeconomic and financial management in countries (price stability, realistic exchange rates, etc) and liberalise sufficiently broad national reforms to open markets.

Regional integration can be justified under the following three political factors:

· Security: that interlocking economies make conflicts that much more costly. Regular interaction at political and other levels generate more trust and mutual confidence among collaborating countries and this in turn promotes more cooperation at other levels.

· Bargaining Power: as the saying goes there is strength in numbers. A single economic block with a larger size market will carry more voice and greater bargaining power vis-à-vis other trading partners than a single country.

· Lock-in: Often at domestic political level reform efforts are frustrated by lack of political commitment and thus the high probability of reversal of policy measures. It is argued that regional integration agreements / protocols may create what is referred to as a “Commitment Mechanism”. This means that authorities will be constrained from reneging on commitments undertaken at regional level for fear of attracting sanctions from their partners and losing credibility at international level. The question then is do regional agreements work as commitment mechanisms. For trade the experience has been generally positive although there have been a few cases of reversal largely among developing countries. The initiatives under NEPAD relating to the Peer Review Mechanism to be reviewed later are a way an attempt to tap into this benefit

The principles of effective integration include:

· Openness: national and regional markets too small: integration pushes for intra-region openness but restricts openness to non-regional countries. With globalisation openness to rest of the world becomes essential,

· Subsidiarity: regional organisations should do only what national governments cannot do well,

· Private sector leadership: integration must be for the people; private sector is the engine of integration,

· Pragmatism: variable geometry (countries join when ready and appropriate); variable speed (not all issues simultaneously) variable depth (degree of supranationality)

 “ Economic integration” facilitates the attainment of the objectives of “collective self-reliance and self sustenance”. Literature on Economic integration has shown that regional economic integration framework had positive impacts on the Latin American and European economies. Africa, as a late starter has the benefit of learning from the European and Latin American experiences in economic integration. Against this background, regional and sub-regional groupings started emerging in Africa as well as in the developed world. 

In spite of the numerous regional and sub-regional groupings which emerged in Africa, amidst abundant development potentials (human and material resources). African countries slumped into: 

· Declining GDP, 

· High stagflation pressures, 

· Food crisis and 

· Heavy external debt burden.

Many African countries for the past two decades had embarked on structural adjustment programmes and economic stabilisation trying to redress the economic decline. Among noted options to redress economic decline, regional integration as a strategy had been touted (SADC and COMESA being examples) and is currently being pursued vigorously.  In theory, globalisation makes regionalisation redundant; as regionalisation is based on the preferential treatment of a number of countries, not equal openness for all. The relationship between regionalisation and globalisation depends upon the nature of economies in question and the political choices made by the dominant power in the region concerned. In Europe, regionalisation has been driven in part by an impulse to protect European countries’ economic and social systems from the pressures of globalisation. 

3. African Economic Integration: a history and lessons learned

Pan-Africanism as advocated by Kwame Nkrumah, the first president of independent Ghana and many other local leaders called for the entire unification of the African continent.  Cold war politics led to calls for Africa’s unity, the result was the Organisation for African Unity (OAU), which managed to preserve Africa’s diplomatic unity and not be divided into the two opposing cold war blocks.  The OAU has a growing body of African charters and conventions and a Commission on Human and People’s rights. The OAU’s main agenda was liberation of the remaining African colonies. With the completion of liberation, African leaders realised the need to transform the focus of OAU from political liberation to economic development. This led to the completion of the restructuring of OAU in 2002 and the African Union (AU) was born.  The transformation of OAU to AU was a state led process with minimal inputs from the private sector and civic organisations.  However, it is important to point out that even under the new set up political aspects will still call for global attention (e.g. issues of democracy, governance, maintenance of regional peace and conflict resolution)

At independence, many African states were financially and economically integrated, and some shared sub regional political institutions. The East African Community, The Franc Zone in the former French West Africa and the Central African Federation. Apart from the franc zone area, the other unions collapsed. In 1980, Africans adopted the Lagos Plan of Action that announced a pan-African programme of economic cooperation and integration, a new start seemed to be made.

Africa has multiple regional cooperation and integration initiatives and programmes, varying from customs Union (SACU) to more ambitious monetary unions (WAEMU). Many of these organisations overlap due to multiplicity of objectives and lack of coordination among member states, especially West Africa. COMESA is Africa’s widest economic integration project, which has achieved mixed results in promoting intra-regional trade, lowering tariff barriers and harmonising customs regimes. Though Africa has taken several initiatives at regional integration, intra-regional trade has not increased substantially as compared to NAFTA and EU. There have been no formal attempts to nurture sub-regional economic entities into a regional association; The New Partnership for African Development (NEPAD) tries to address this shortfall.

4. New African Partnership for African Development

The Constitutive Act of the African Union adopted on July 11, 2001 has provisions for economic and monetary union, and specifies that the Union shall have the African Central Bank, the African Monetary Fund and the African Investment Bank. The African Union has incorporated all states on the continent at the same time, rather than basing its regionalism on a core or hegemonic state(s). Literature on economic integration shows that where no dominant power exists, the creation of regional associations is more problematic. Africans believe in economic integration and its benefits in terms of lowering transaction costs to business, lowering risks to investment, expanding markets, enabling pooling of regional resources in research and development, better utilization of natural resources, utilisation of economies of scale in production and more efficient allocation of resources. Africa has functioning sub regional organisations, but there is no forum for regional organisations to come together, to meet themselves and with regional organisations, NEPAD tries to address this gap.

Africa’s integration is a case of “south-south” cooperation, whereby poor countries are integrating. African countries depend on exporting primary commodities and depend highly on foreign aid flows, levels of domestic investments are low and world trade agreements have not contributed substantially to increase in exports. Economic integration literature sums up a bleak picture for Africa, “ there have been few cases of successful integration between countries which are poor and dependent” prospects for Africa’s integration are dim unless African economies achieve respectable rates of growth and poverty reduction. Addressing this issue, African countries adopted NEPAD.

The New Partnership for Africa’s Development (NEPAD) is a merger of the Millennium Africa Recovery Programme (MAP) and the OMEGA Plan. The merger was finalised on July 3rd, 2001 and out of the merger, New African Initiative (NAI) was born. The OAU Heads of State summit of July 11, 2001 endorsed NAI and the G8 countries endorsed NAI on the 20th of July 2001. NEPAD was formed on October 23rd, 2001 when the policy framework was finalised by the Heads of State Implementation Committee.

NEPAD is a vision and programme of action for the redevelopment of the African continent. The recovery plan has been conceived and developed by African leaders and is a comprehensive integrated development planning that addresses key social, economic and political priorities in a coherent and balanced manner. The New Partnership for Africa’s Development is a commitment that African leaders are making to African people and to the international community, to place Africa on a path of sustainable growth. The recovery plan is a commitment African leaders are making to accelerate the integration of the African continent into the global economy. NEPAD is a framework for a new partnership with the rest of the world and is a call to the rest of the world to partner Africa in her own development on the basis of her own agenda and programme of action.

The goals of NEPAD are:

· To promote accelerated growth and sustainable development,

· To eradicate widespread and severe poverty,

· To halt the marginalisation of Africa in the globalisation process.

The institutional capacity for governance is still lacking in most of the African countries, as a result, implementation of treaties and their negotiation has been weak.  Good governance aims at the creation of a capable and effective state, that is, a state in which the public service, the legislature, the judiciary and statutory bodies are empowered to provide an enabling environment for the private and civil society to play their role. The NEPAD’s declaration on Democracy, Political, Economic and corporate Governance supports decisions which will be   taken to ensure stability, peace and security, promoting economic integration, ending unconstitutional changes of government, supporting human rights and upholding the rule of law and good governance.

The African Heads of State agreed to good economic and corporate governance, including transparency in financial management. Eight codes have been approved, these are:

· Code of Good Practices on Transparency in Monetary and Financial Policies;

· Code of Good Practice on Fiscal Transparency;

· Best practices for Budget Transparency;

· Guidelines for Public Debt Management;

· Principles of Corporate Governance;

· International Accounting Standards;

· International Standards on Auditing; and,

· Core principles for effective Banking Supervision.

The African Peer Review Mechanism (APRM) has been established on the basis of voluntary accession. The African Peer Review Mechanism seeks to promote adherence to and fulfilment of the commitments contained in the declaration on Democracy, Political, Economic and Corporate Governance. The Mechanism spells out the institutions and processes that will guide future peer reviews, based on mutually agreed codes and standards of democracy, political, economic and corporate governance. 

The primary purpose of the APRM is to foster the adoption of policies, standards and practices that lead to political stability, high economic growth, sustainable development and accelerated sub-regional and continental economic integration through sharing of experiences and reinforcement of successful and best practice, including identifying deficiencies and assessing the needs for capacity building. The process will entail periodic reviews of the policies and practices of participating states to ascertain progress being made towards achieving mutually agreed goals and compliance with agreed political, economic and corporate governance values, codes and standards as outlined in the Declaration on Democracy, Political, Economic and Corporate Governance. 

The peer review process will spur countries to consider seriously the impact of domestic policies, not only on internal political stability and economic growth, but also on neighbouring countries. It will promote mutual accountability, as well as compliance with best practices.

On joining the Mechanism, a country will be assessed (the base review) and a time table (Programme of Action) for effecting progress towards achieving the agreed standards and goals must be drawn up by the state in question, taking into account the particular circumstances of the state.

To enhance the APRM dynamism, the participating countries will review the APRM once every five years. 

5. NEPAD and its contribution to Global Governance
Good governance creates an enabling environment for investment; it is essential to have good legislation, the rule of law, effective regulatory institutions, sound fiscal management and a range of other governance attributes. NEPAD through the Declaration on Democracy, Political, Economic and Corporate Governance as enhanced by the peer review mechanism, strengthens Africa’s initiative towards global good governance. Africans have realised that conflict and development are incompatible. Lessons learned from past African initiatives such as the Lagos Plan of Action, Cairo Agenda, UN Special initiative for Africa, could serve as implementation parameters for NEPAD. For NEPAD to be successful the following issues have to be addressed and met:

· Ownership: Programmes and policies should be internally grounded. National governments should be fully in charge of conceptualising programmes and implementation thereof. Country programmes should fit with NEPAD framework.

· Credibility: there is need for professionalism and capacity to deal with the NEPAD agenda and programmes. Existing institutions in their respective areas of competence as well as creating new institutions where these do not exist, together with introduction of sound systems and procedures to ensure effective execution of NEPAD agenda.

· Partnership: there should be establishment of mutuality and respect for differences. It is important to identify the role of partners and recognise their strength.

Leadership is key to the NEPAD process. Heads of State must be kept well informed, since the political will and the driving force of leaders is important to the success of NEPAD. What distinguishes NEPAD from previous initiatives is strong political will and the decisions by Africans to create for themselves an African Peer Review Mechanism. NEPAD has brought convergence between the political will and the aspirations of Africa as a whole.

6. Conclusion

Economic integration is a “demanding and complex process”. Experience in Africa to date suggests that African countries have difficulties in upholding regional treaties and protocols. Among the main factors that have undermined previous regional integration, efforts were the following:

· Political: preoccupation with issues of sovereignty vis-a vis regional goals. Apparent failure to fully appreciate the need to tone down national interests for the greater benefit of regional objectives.

· Inadequate provision for incorporation of regional treaties and goals into domestic macroeconomic and legislative frameworks. 

· Poor institutional development and poor capacity for implementing regional treaties and protocols. Administrative systems geared primarily to local programmes and regional programmes tend to be marginalized and receive attention only close to time of regional meetings. 

Because of the above, the outcomes of attempts at creating common markets and developing sub regional economic integration have been disappointing. Donor funded regional infrastructure projects have performed better. Some requirements for common markets are contradicted by demands of structural adjustment programmes required by creditors and donors, whose priorities are more usually to promote competitive exports to the global market. Economic integration is a process that involves friction; successful integration requires strong institutional mechanisms for containing friction and solving disputes. EU has done well in these aspects and Africa can learn a lot from the experience of EU in handling the issues of economics, peace and security. 

NEPAD is the most significant African economic initiative. The basis of NEPAD is a commitment by African governments to put in place the good governance preconditions for economic growth, including strengthening democracy and the rule of law, achieving peace and security and reducing corruption. NEPAD will create an enabling environment for economic development. In response, international community is expected to provide fairer market access for African products, debt relief and increased high quality aid flows, to enable Africa meet the millennium development goals. NEPAD is a well-intentioned initiative designed to catapult Africa on a path of self-sustained development so that the continent can rightly claim a more prominent place as we move on into the 21st century.

However, many challenges remain as highlighted earlier. The process of securing total buy-in by all stakeholders is still to be completed. There are still some isolated voices suggesting that NEPAD is externally driven and in addition, “Donor-dependent” even with all the efforts that the founding fathers have put in to elicit consensus at continental level. Perhaps only time and the achievement of some concrete results from some key components of the initiative will help to dispel the doubts about the efficacy of NEPAD. There remains the challenge of creating and operationalising the necessary institutional systems. This must be set against the observation made earlier about the weak capacity base in most African countries.

African countries will need to progressively adjust to the new reality of a more open world calling for nations to adjust their macroeconomic systems to fit into the dictates of regional cooperation and convergence criteria.

Finally, while NEPAD is built around the premise of weaning Africa from external dependence the continent will for the medium term still need support of cooperating partners to reinforce its efforts in various areas particularly those relating to enhancing technical capacity and according greater access to world markets. In this case, one takes some comfort from the commitments made at the G8 Summit at Kananaskis (See the G8 Africa Action Plan). The G8 meeting with African Leaders at Kananaskis accepted the invitation from African leaders to build a new partnership between the countries of Africa and G8 9 the eight major industrialised nations), based on mutual responsibility and respect. NEPAD provides an historic opportunity to overcome obstacles of development in Africa. Africa Action Plan is the G8’s initial response, designed to encourage the imaginative effort that underlies the NEPAD and to lay solid foundation for the future cooperation.

I Thank You!
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