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ABSTRACT

This paper focuses on whether apartheid South Africa’'s
apprxoach to the Southern African Customs Union (SACU) has
been hegemonic and whether a democratic South Africa will
engure leadership of SACU member countries to enhance
mutual economic development or maintain a hegemenic
approach.

Institutional reconstitution and democratisation are terwms
which have recently regained popularity in SACU. Botswana,
Legsotho, Nomibia and Swaziland (BLMNS) are attempting to
develop a programme which would accelerate the process of
participatory fairness., South Africa on the other hand is
initiating consultative forums bhetween SACT member
countries to incorporate populsr agpirations and address
teneions emanating from a concentration of industry in
South Africa.

This paper begins by providing a history characterised by
hegemonic relationships of the pre-1994 period between
South Africa and the BLNS countries, which is folliowed by
a theoretical approach to options for solutions for the
regional integration complexities of Southern Africa,
referring more apecifically to SACU. South Africa’s
initiative to facilitate participation of member
countries, which culminated in the introduction of the
Cugtoms Union Task Team (CUTT), received attention,

The general discussion of interviews test the theoretical
perspective aof participative engagement of SACU
membership, and provide suggestions towards the future of
the customs union. A conclusive analysis and
recommendations for further research are presented.
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CHAPTER ONE
1 BACKGROUND
1.1 REGIONAL ECONOMIC CO-CPERATICN.

The word ‘region’ can have different contextual
meanings, for example, in South Africa @ region is a
sub~-division of a province. In the global context, and
in the United Nations system, Africa can be regarded as
a region. However, for the purpose of this research
report, the ‘region’ under consideration is South~rn
Africa, defined in political terms by membership of t.e
Southern African Development Community (SADC). Thig
paper focuses on the member states of SACU, South
Africa, Lesotho (landlocked by the RSA), B8Bwaziland
{landlocked and partially bordered by RSA), Botswana

{inland} and Namibia {on the Western side).

According to @Gibb (19297: 71) ‘regionalism’ can be
interpreted as, “An attempt by nation states to control
at the regional level what they have increasingly failed
to manage at the national and multilateral levels.”

Furthermors, Gibb (1997: 71} explains regionalism in the
following wmanner: *It is a3 new form of international
régulation degigned to accommodate the contradictory
requirements of flexibility; that is, to preserve and in
some cages intensify kthe mobllity in the factors of
production whilst at the same time limiting the threat

of foreign trade.”



Regional economic co-operation can be explained as an
agreement made by neighbouring countries in an attempt

to address the economic problems prevalent within them.

Furthermore, economic c¢o-cperation alliews for a
gituation whereby partner statas establish partnerships
and opportunities in edonomic activities. This process
helps to initiate economic solidarity which enhances
trade liberalisation and the grouping of regional
states. This initiative further enhances the

establishment of optimum economie policies.

The advantages of regional co-operation range from the
establishment of wider markets, greater economies of
scale, efficient transportation sgystems and greater
bargaining power to enhancement of industrial
efficiency, technological ard innovative skills, as well
as better divisgion of labour and specialigation of

producticn.

1.2 GENERAL VISION AND CONDITIONS FOR REGIONAL
ECONOMIC CO-OPERATION

The general vision for regional ecornomic co-operation is
the attainment, through trade relations, of the highest
possible level of economic development by member
countries. This vision is sometimes over-shadowed and
distorted by the hegemonic approaches from the member
gtates which have attained some foirm of economic
prosperity within the co-operating countries thus

resulting in skewed economic development.



According to Matsebula (19%6: 3-5}, the seven conditions

for a successful regional strategy are as follows:

(1)

(ii)

There must be strong political will ameng all the
member countries. Entailed in this condition is the
preparedness of the country to sacrifice some of

its sovereignty.

There wmuet be sufficient economic capacity and
willingness to fully discharge =all xegional

commitments.

(iii) There muet be an equitable distribution of the net

(iv)

{v)

(vi)

gains from regionalisation.

There must be macro-sconomic convergence among the

individual countries.

There must be institutional capacity. This refers
to the ability of an economic entity (government,
international agency, business enterprise, non-
governmental organization, etc.} te influence the
agenda of the negotiation process, to implement
agreements and commitments to achieve compliance
from partners, and t.- adjust to changes in the

regional and domest.: snvironment.

There must be political sgtabiliiy. This condition
is for +the attraction of investors into the
country’s e - wmy. Matsebula further gquotes the
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General Secretary of the Southern African
Development Community {SADC), Dr. Kaire Mbuende, as
having asserted that, "democracy, peace, and
security are necessary pre-requisites for

sustainable development.”

(vii) There must be social integrity. A socially
integrated society is defined as one that
accommodates different and divergent individual
and group aspirations within a flexible framework

of shared basic values and common interests.

For regional economic co-operation to succeed, it is
therefore imperative &that the member states make a
concerted effort to ensure that conditions set out by

Matsebula are strictly adhered to.

1.3 THE SOUTBERN AFRICAN CUSTOMS UNION

A customs union 1s a regional co-operative measure that
exiets where the introduction of a common external
tariff is adopted. This is beyvond agreements within a
free trade area {an arrangement which allows £free
movement of goodg between member countries). This
process allows for the introduction of non-
differentiated customs tariffs between individual member

countries.

As a result, a common external tariff is sat on goods
imported to the common customs area, and the revenue
pool emanating from this arrangement ia contrelled from

4



a central place. Specific arrangements, like the
Southern African Customs Union (SACU), alsc allow for
the inclusion of the sales and excise duty in the common
revenue pool, a condition that has brought about serious
tensions revelving around revenue sharing. These
tensions will be addressed in detail in the next

c wapter.

At this point it is most fitting to provide a brief
historical overview of the evolution of the Southern
“Erican Customs Union (SACU). The Cape of Good Hope and
the Orange Free State first established SACU in 18835.

It was later joined by the Transvaal and Na*zl (a
gituation that brought the whole of South Africa intn a
framework of economic co-operation). The High
Commission Protectorates that were Bot: -rana, Lesotho and
Swaziland (BLS countries) alsc became membera of the

uniomn.

These four countries, that is, South Africa and BLS
countries, were later joined by WNamibia in 1990, after
it had gained its independence. The membership of the
customs union as seen today was thus completed in 1580,
with the Republic of Botswana, the Kingdom of Lesotho,
the Republic of Namibia, the Xingdom of Swaziland (BLNS
countriesg) and the Republic of South aAfrica(RSA), as

members.



1.4 RESEARCH PROBLEM AND THE OBJECTIVES.

The stipulation of the 1969 Southern African Customs
Union Agreements (SACUA) does not allow for a condition
where the development of the poorest member states is
repressed while that of the more developed membexrs is
accelerated. Mutual development of the member countries
of the Customs Union has been the basic concept and the

poeint of dep .rture when the agreements were concluded.

However, instead of SACU developing the whole common
customs area, it ig argued by Hoohlo (195G:106) that it
succeeded only in providing the member countries with
relatively cheaper commodities, available in unlimited
amounts, almost all produced in South Africa.

Induatrial concentration in South &aAfrica has been
detrimental to the BLNS economies, particularly with
regard to Lesctho. A protective trade stance by the RSA
has also adversely affected BLNS’ economic development,
egpecially if it is taken into consideraticn that the
larger proportion of their imports originated from South

Africa.

With the advent of democracy in 138%4, the proposed study
intends to answer the question whether South Africa’s
approach to SACU has been hegemonic, and whether a
democratic South Africa will ensure leadership of SACU
member coun’ ries to enhance mutual economic development
or whether it will maintain a hegemonic approach. The
research ig conducted from a South African point of

view.



The word *“leadership” used in this research paper shall
be construed to mean “initiative for participative
mutual  benefit”, while *hegemony” shall mean

“domination in own interest at the expense of others.”

If the democratic South Africa embarks on leading the
development of the customs union, the possible strategic
planse towards this goal need to be carefully explored to
ensure that hegemonic power isg uprooted. It should not
be £forgotten that because of !ts being an economic
superpower within SACU, South Africa is aseen by other
member countries as the driving forec towards the

reconstitution and democratimation of SACU.

Azsuming that South Afriea is willing to lead the
customs union to econocmic prosperity without practising
hegemony, questions to be answered by this study would
be:

(1} Was South Africa’s membership of SACU before 1994
more hegemonic or was it leadership orientated in

character?

{ii) Are the BLNS countries empowered to participate in

the decisgion making process within SACU?

(iii)wWhat strategies can be implemented towards the
aconomic development of the whole common customs

area?



(iv) How c¢an all member countries be afforded the
opportunity to explore all existing markets within

the common customs area?

{v) How can revenue shares Lo member countries be
equitably distributed to the satisfaction of every
SACU member?

In view of the questions tabulated above, suggested
areas to be explored by this remsearch are: the
poesibility of establishing fully represen.ative forums
which can be entrusted with policy formulation and
recommendations towards strategic development of the
whole CCA; the posgsibility of establishing the
Secretariat for BSACU adminiastrative functions;

revigiting the competencies of revenue collection and

disbursement, ete.

1.5 IMPORTANCE OF THE RESEARCH:

The proximity of South Africa to international waters
through its harbours and the availability of airports
and international transportation create a situation that
allows for international economic co-operation. This
geo-strategic position which has culminated in a well-
developed infrastructure, has 2nabled South Africa te
exercise weconomic hegemony in the Southern African

region.

The inescapzble reality is that three of the SBACU member
countries (Bet.swana, Lesotho and Swaziland) are

g



landlocked and dependent on the South African economic
base and infrastructure. The Scuth African ports and
harbours as well ax the transportation network in the
Southern African region serve as a gateway of the whole
common customs area to and from the entire world. The
porte and harbours availlable in Namibia canncot be
compared with those in South Africa as service providers
for SACU. One aspect of this research will be to
reflect on the development of infrastructure as an

essential precondition towards economic prosperity.

Differences among member countries caused by the South
African hegemonic approach in SACSTY will be dealt with in
this study. Furthermore, the research will also ma.e
valuable recommendations on wayse and means of applying
effective remedies to hegemony as prevalent in SACU.

The =study will contribute to the existing literature on
the Scuthern African Customs Union, with regard to the

dynamiceg of leadership.

The study reflects on the 1569 Southern African Customs
Union Agreement (SACUA), with specific reference to an
overvisw of how South Africa took advantage of these
agreements at the expense of tlie other member countries.
This agreement has a reflection on ihe operxations of
South Africa in SACU and alsc forms the basis for
explaining the relationship that existed between South

Africa and the BLNS countries.

The disadvantages caused by the absence of a Secretariat
in the customg union, resulted in South Africa taking

9



decigiong on behalf of SACU (McCarthy, 195%2: 12). Thege
agreements together with the absence of the Secretariat
are factors that contributed to hegemonic relationships
among SACU members. It is necessary for thase
resationghips to be substituted by participatory

fairness in the post-1994 period.

1.6 RESEARCH METHODOLOGY

This research was conducted in the Republic of South
Africa. The initial assumption was that the High
Commissions of the other countries would assist in
accessing information during interviews, only to find
that reference was made to the mother countries.

Realising that wvigiting the individual member countries
would be an expensive venture and also considering the
limited time frame available for the completion of this
report, a viable option was to conduct interviews with
atakeholders from Scouth Africa only. Semi~structured
interviews were conducted with people whose names appear

on an appendix.

Questionnaires were distributed to stakeholders in the
Department of Trade and Industry (Customs Union desk),
the Reserve Bank, the Development Bank of Scuthern
Africa, the Trade and Industry Secretarlat, the South
African Institute of International Affairs, and the
South African Revenue Service (Customs and

Excige) (institutions located in South Africa).
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1.7 LIMITATIONS OF THE RESEARCH:

This regearch on SACU was limited by time, access to
information and funding among other things. Regarding
accese to information, as the literature based on this
topic was not abundantly available in the university
libraries, thig meant travelling to the Africa Institute

which ig located in Pretoria,

Access to ir 'mation was also a limitation in the sensge
that the Department of Trade and Industry (DTI) treated
gome documents with very strict confidentiality, since
some customs uniocn related issues were still being
negotiated. For example, the newly negotiated revenue
sharing formula could not be released for the simple
reason that negotiations had not reached a conclusion.
Only an explanation of how it will function was
forwarded to the researcher. The only document that
could be obtained from the DTI was on the 1969

agreement ,

Little could be obtained from the Development Bank of
Southexn Africa except .for an article on ‘Trade
Integration in the Southern African Development
Community: Prospects and Problems!, written by Mayer and
Thomas. Ancther document was a report on the workshop
held in Gaberone, Botswana, in March 1984. The workshop

was on Recongstituting & Democratising SACU'.

The difficult in identifying possible interviewees
involved in 8SaCU matters from the BLNS countries cannot

1



be over-emphasised. Thisg difficulty led to the change of
focus on the proposed study from the viewpoint of all
the BLNS countries to the South African viewpoint. Only

South African stakeholders were interviewed,

The published work on SACU concentrakted on ti 2 costes and
benefita of members of the customz union; imp ovement of
some elements in SACUA which could benefit the BLS
countries and important issues in SACU from the
historical, legal and economic perspective, but not on
the dynamics of leadership (of Soutl. Africa) in

redregsing the differences among the members of SACU.

1.8 SUMMARY OF SUBSEQUENT CHAPTERS

Chapter 2 focuses on the xeview of literature based on
inter-state relations within the customs union before
the 1994 elections in South Africa. The foous is on the
cbjectiveg of SACUA: This chapter will wmainly review
inter-state relations within SACU under the following
headings: Participation in decigion-making of the
customs union; economic development of the common
customs area; free interchange of goods among the member
countries; and sharing of equitable benefits among
members of the customs union. This chapter concentrates
on the pre-19%4 period since this period forms the basis
for argument in the post 1994 periocd, and because very
little has been written about the latter period, except
that the focus was on renegotiations of the agreement.
The chapter also reviews 1in brief the suggested
gclutions to SACU related problems from a South African

12



point of wview.

CHAPTER 3 focuses on the research questions and details
of the research methodology in accordance with the
literature review. In this chapter semi-structured
interviews and gquestion. .res are clarified as important
resaearch tools for this study. Methods of collecting and

analyging data are outlined in this chapter.

Chapter 4 presents data collected through questionnaires
ag well as semi-structured interviews and alsc analyses
and interprets responses from interviawees related to

research questions,

Chapter 5 presents the conclusions and recommendations
based on bhoth the literature review as well as data
collected through the semi-structured interviewsz and
gquestionnaire respondents. The chapter will also test

whether the reseaxch question was adequately answered.
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CHAPTER TWO

2. LITERATURE REVIEW:

2.1 Introduction.

Unlike the Front Line States, which from the start had a
political motive aimed at the liberation of Southexn
Rhodesia (now Zimbabwe) and South BAfrica, SACU £rom
1889, when it was founded, had an economic motive. In
general it was aimed at free movement of goods between
the member countries and the introduction of a common
external tariff against non-members. As this research
develops it will be reazlised that underneath the
economic intentions of SACU thers were hidden political

agendas.

SADCC, formed after the liberation of Rhodesia, had an
economic motive. According tce Matgebula (1996: 9) SADCC
had its objectives as: reduction of dependence on other
countries in general and on South Africa in particular;
creation of an operational and equitable regional
arrangement; mobllisation of own resources to implement
national, inter-state and regional policies; and joint
action to sgecure international understanding of, and

practical support for, the SADCC initiative.

2,1.1 Objectives drawn out of the 1369 SACU agreements,

According te the 1969 SACUA preamble, the agreement had

four features such ag:

i4



(i) Free interchange of goods between  member

gountries.

(ii) Applying the common external tariff.

(iii) Encouraging the development of legs advanced

members and the diversification of their economies.

{iv} Affording all parties eguitable henefits arising
from trade among themselves and with other

countries.

Mutual development of member states seems to be the
driving force towards regional economic co-coperation
arrangements. Reacting to this statement Stewart and
McCarthy (1995: 404) argue that the Southern African
region has third world characteristic features. Fox
instance, there are unequal levels of econcmic growth
and production between the countries, and the region is
highly dependent on the developed regional sub-centre
{e.g. South Africa) and the well developed outeide
world. This situvation results in a concentration of
industrial develcopment in the most developed member

countries {(e.g. &~ th Africa}.

They further argue that the problem of regional co-
cperation is not only an economic problem relating to
development, efficiency and other technical concepts,
but isg aiso rooted in a political problem of
considerable complexity. They furthermore gtate that

15



the selection of an economic co-vperation model for
Southern Pfrica (here referring to SACU or SADC), should
not be technically, mechanically and politically

oriaented. It is argued that:

“southern Africa has not yet zreached levels of
technical and pelitical wmaturicy which are
necessary for a wmarket based integration, albeit
the development-oriented varlety. The condition of
sacrifice of sovereignty and advanced technical and
institutional capabilities cannot be met in wost of
the countrles concerned. Looser and more flexible
approaches which make smaller technical and

political demands are moxre likely to be

fruitful.” {Stewart & McCarthy, 1995: 408)

2,1.2 INTEGRATION OF DEVELOPING ECONOMIES:

Elaborating on the prerequisites and characteristics of
a good regional co-operation structure, MeCarthy (1992:
6) argues that the static gains from regional economic

y-operation 4arise if within the common customs area,
trade creation {(the substitution of low cogt £for high
coat products in consumption) exceeds trade diversion

{the substitution of high cost for low cost goods).

Explaining the dymamics of trade creation as related to
trade diversion, McCarthy (1992: &) argues that the room
for trade creation will be relatively large if foreign
trade of custom union members is relatively smaller than
domestic trade, and furthermore, if a high proportion of

external trade iz already taking place with custom union

18



par-ners. Since foreign trade is small compared to
domestic producta, more scope exists for the replacement
of high cost products by less expensive imports from
customs union partners. Also, since trade with non-
union members is small, the likelihood of diverting
trade fyom ‘low-cost non-union products to high-cost
union products is unlikely. It is said that such trade
patterns are not characteristic of develcoping econcmies,
since din these developing economies the range of
manufactured goods isg digsimilar; the economies are
complementary rather than competitive, and this creates

a room for trade diversion.

McCarthy (1992: 7) further saye that “Manufacturing is
regarded as the driving force towards economic
development and regional integration, the larger market
thus created is seen as an opportunity to stimula

industrial growth in an environment that is neither

autarkic nor free trade.”

2.1.3 RELATIONSHIP BETWEEN RSA and BLNS countries

Concentrating on the relationshipe existing among member
gtates within SACU, Hoohlo (1990: 95-96) argues that the
less complementary and the more competitive the
economies of the member countries, the more likely will
the customg union be successful in creating trade.

South Africa ie more ecocnomically advanced compared to
other countries in the zregion, thus their (BLNS)
economies tend to be complementary to RSA economy. This
regulte in a concentration of development in South

17



Africa.

The complementary nature of these economies is evidenced
by the supply of raw materials or intermedlate gnods
from the BLNS countries into South African industries,
and in return the exportation of end products back to
the BLNS countries. Apartheid South Africa, realiring
its economice pgtrength becaugse of trade features
mentioned above, rescrved toe a hegemenic approach
towards other member countries in SACU, as is argued

bhelow.

The advantage taken by RBA over the BLNS countries doecs
not only derive from the trade patterns mentioned above
but alse from the 1969 SACUR, These agreements
empowered South Africa to make decisions on behalf of
the BLNS countries, SACUA states that "the custom
tariff and dutles and the sales duties as in frrce in
South Africa from time to time shall be azpplied te goods
imported into the commeon customs area from outside that
area." Also in the agreement it is stated that “any
rebates, refunds and drawbacks cor sales duties on
imported goofdls shall be identical to any such rebates,
refunds and drawbacks in force in South Africa.”

(Article 4(2) of 1969 SACUA)

From the statements mentioned above it is deduced that
the economie and trade practices of the BLNS countries
should replicate that of South Africa although the
levels of economic development between South Africa and
the BLNS countries are uneven. This practice of deoing

1.8



as South Atyrica does, arouses doubts about the
innovative character of the BLNS countries, and =zalso
exposes the hegemeonic power RSA exercised on the BLNS

countries.

Concerned about the vertical relationship prevalent in
SACT Kumar (199%2: 2) maintains that the co-operation of
the BLNS countries ig maintained by their inability to
matech the South African strong economic base. A further
refiection on the South African hegemonic approach
towards the BINS states is the agreement which provided
that the laws relating to customs and excise duties
ahall be the same in the member countries as are in

force in South Africa.

Further elaborating on the power South Africa wielded,
Isaksen (1993: 189) alleges that the apartheid South
Africa had both political and economic advantages in
SACU. He cited tae fact that in political terme the
Apartheid State was able to argue internationally that
it had very cordial relations with a number of African
states. Eceonomically, itg total revenue gnare amounted
to four times that of the BLNS countries combined, This
contributed to the ris~ in South Africa’s GDP from the
extended “rade markets established within the common
customs area, regardleas of the economic sanctions posed
against Seuth Africa by the international world.
Aocessing extended South African trade markets to BLNS
countries could  have fost.red mutual economic
development of all SACU countries. This could have been
a viable solution to the existing problem of skewed

19



industrial development to South Africa.

Maasdorp (1594: 19) raises BULNS concern about: the time
lag in revenue payments as it means that they are always
owed money by the common pool and thereby “are making an
interest f£ree loan to South Africa”; the Iinadequate
provision for the protection of their infant industries;
the weakness in the treatment of dumping (where
industries move subsidised commodities across the
borders, aselling them at cheaper prices with the aim of
suppressing emerging industries of the other countries);
and the inadequate machinery for consultation. Thege are
gome of the concerns that bring about tensions hetween
South Africa on one side and the BLNS countries on the

other side.

Focugsing on the relationships that exist between RSA on
one hand and Lesotho and Swwziland on the other hang,
Isaksen (1993: 191) argues thakt it is doubtful whether
the relationship between South Africa, ILesotho and
Swazilund will change since this is strengthened by
economic ties. Lesotho has no other International
boundaries except with South Africa. This link between
gouth Africa, Lesothc and Swaziland brings about doubts
as to whether the BLS countries had a common negotiating
atance during the 1969 negotiationz on SACUA., Swaziland
and Legothe are two countries that depend on South
African industrial production and exports as well as a

masgive revenue shares from the common pool.

The dependence of Swaziland on RSA is evidenced by the
20



report from the Times of 8waziland dated 14.08.1996
{p.14) in which the Deputy Commissioner of Cusgtoms and
Excige, Mr. Dlamini, reported that: "QACHU is  an
impertant source of revenue to Swazgiland, and is
expected to cor+ribute 52,5% of total Swaziland revenue
in 19%6/%7 budget.” Furthermore he said that the
country is not considering any change in its membership
of SACU, but is gseeking improvements in the BSACU
agreement. According to Dlamini the collection and
digtribution of revenue by South »Africa was not a
problem and he wieshed that the modus operandi should

continue,

Business Day, a South African newspaper, dated 12,08.94,
reported that if the payouts from the common revenue
pool (which contribute to half of Lesotho's budgetary
revenue} were tampered with, Scuth Africa should expect
half of the Lesotho population migrating to Botshabelo
in Scuth Afriea, This migration would also be
exacerbated by the 25% drop in the number of miners
recrulited from Lesotheo and the political lnstabllity in
that country.

2,2 Frea interchange of goods among member countries

Ags already explained, Matsebula (1996: %) argues that
trade creation occurs when production is reallocated
f£rom high cost to low cost member countries, and trade
diversion occure when imports are switched from low cost
gources in the rest of the world to high cost partner
gources (the latter is also referred to as a price-

Z1



raiging eiffect).

Emphasising trade relations, Maasdorp (19%0: 12} also
argues that economic co-operation should occcur only
among cdountries that are at roughly similar levels of
development and, in particular. among those whose
protected industries prior te the union were
competitive. This means that the member countries should
be producing similar types of manufactured goods. The
competitive nature of the econories then leads to trade
being created within the union, while imports from the
rest of the world in other goods continue so that little

or no trade diversion occurs.

Stewart and McCarthy (1995: 403) refer to the kind of
integrative measures mentioned by Maasdorp as a
development~orie ited wmarket  integration which is
explained by an approach that is “focused on the dynamic
elements of martat integration, that is the creation of
larger markets within whieh firme can benefit £from
economies of geale and competition.” In their view trade
divergion ls explained as a neo-classical model which is
“considered a=z a negative, static ocut.come of
integration, presented in the dynamic guise of impoxt
gubstituting industrialisation within the larger market
of the region.” They continue to say that solutions to
thig kind of approach demand unrealistic levels of
political commitment and high levels of technical and
administrative expertise that are not availakle in

developing economies.
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From the statements made by both Maasdorp and Matsebula
above, it would appear that SACU is characterised by the
complementary nature of eccnomies between the member
countries which encourage the price raising effects
(i.e. Sout' Africa effecting prices higher than world
standard prices to other member countriea).This explains
the origin of problems in SACU whic¢h led to the tensions

mentioned in this research report.

Focuging on the interchange of goods between SACU member
countxies, Mayer and Thomas (1937: 331} state that
intraregicnal trade wvolumes in Southern Africa are
concentrated in the SACU countries. They relate that in
terms of South Africa’s exports to the Southern African
region {(which account for 19% of total exports), close
to 70% is destined in SACU member countries. Pive of the
7 point percentages of South Africa's imports sourced
from the region come from SACU countries. Thig is a
feature that explains the economic imbalances occurring

within the parameters of SACU.

Davies (19%4: 5), arguing about the economic
gsignificance of SACU to South Africa, indicates that the
latter’s GDP is high because of its secured membership
of the customs union. He refers to McFarland (1983)
gaying that trade which the BLNS countries contributed,
was regpongible for 27% of new value added and for
around 67 000 new jobs 'n South Africa’s wmanufacturing

aector.

This argument illustrates that South African industries
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accrued a lot of income f£rom the extended trade markets
of the BLNS countries and ultimately South Africa raised
its GDP through taxes. There is a supporting statement
that “The extent to which South African exports to BLNS
countries would fall, if the BLNS countries left SACU,
is unknown, but even if it were small, the remaining
exports would be subject to uncertainty over pogsible
variations in the BINS external trade regime, which
would deter investment in South Africa” (Walters, 1989:
49) ., This means that the BLNS countries still hold a
consumer power oveyr South Africa even if she holds the

coneentration of industrial development.

Davies {19%94: 3} states that the agreement based on the
protection of infant industries was reveoked by a (no
longer) secret memorandum which was negotiated in 19701,
which = stated that such protectior will only be
forthecoming if any new industry aiming at exploring
extended markets din SACU countries meets “the
gualitative requirements of the common customs area
[i.e. overcome a range of regulatory barriers} and..[bel
in a position to supply at least 60% of the guantitative
reguirements of the area.” To the BLNS countries this
implied that South Africa wanted to dominate the
available markets within the common customs area without
competition. This tension is brought about by the fact
that most of the emerging industries from the BLNS

countries could not meet such standards.

Referring to Article 11(5) of SACUA which states that
“The contracting parties ahall co-operate in the

24



application of import restrictions with a wview to
ensuring that the economic objectives of any import
control legislation in any country in the common customs
area are attained,” this means that free movement of
goods is overshadowed by the sovereignty of the member

gtates.

In expoging the tensions caused by this Article, Kumar

(1990: 44) argues as follows:

% South Africa is completely free to enact any kind of
import control legislation it likes and pursue such
economic objeqtives as are best suited ko ita economy at
any time, There is no machinery for go-ordination in this
regard no requirements of even a rudimentary
consultation. South African non-tariff barzrlers, for
example, covld be, and &re, enacted inte such
legislations. The infant and new industries in the BLNS
countriea are then forced to comply with and often meat a
swift death, particularly 4if their products aim at
penetrating the South African warket.”

This argument is supported by Davies (15894: 5} who
gtates that instead of the protectionism characterising
the arrangement applied on imports from outside the SACU
area into the BLNS countries, there have been elements
of protectionism towards imporits into South Africa from
the BLNS countries. Hence the development plang of the
BLNS couniries could not be realised because of these

restrictiong.

This view is supported by a statement that the BLNS
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countries “had 1little scope for using foreign trade
policy to influence economic development, and South
aAfrica has on occasions been reluctant to provide access
to the BLNS countries for exports to South African
markets 7 {Davies et al. 1993: 27-28). The two arguments
mentioned above, explain how the Articles of the 1965
agreement were disregarded by South Africa and how she

exercised hegemonic power over the BLNS countries.

To explain Ffurther how South Africa was of a
disadvantage to the BLNS and how she suppressed their
development initiatives, one needs to mention that the
incentives South Africa introduced had adverse effects
on the BLNS countries. An example of such incentives is
the General Export Incentive Scheme (GEIS), which
compensgated those Scuth African industries involved in
the exportation of goods. South Africa also made
available incentives for those industries that relocate
in the TBVC areas, but made it ¢lear that those
industries from the BLNS countries wishing to relocate
in the said areas will not receive incentives. Even if
the arrangement did not cover up the BLNS based
industries, some companies from the BLNS resettled in
the Transker, Bophuthatswana, Venda and Ciskel (TBVC

areas}.

Mayer & Zarenda (1994: 38} give an example of the
Metalware Manufacturers from the Matsapa Industrial Site
in Swaziland that zrelocated in Boputhstswana, leaving
130 Swazi pecple unemployed. These strategic plans by
South Africa were all directed towards a concentration
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of economic development in South Africa, neglecting SACU

agreements.

Reflecting on the importance of BLNS membership in SACU,
it is argued that if the BLNS countries were outside the
SACU agreements, they would benefit °~ m the lower
import prices and exercise control over the tariff
policy, but would not have assured access to South
African markets. Focusing on dependence of the BLNS
countrieg on South Africa, it iz argued that “the BLNS
countries were all the vyears preoccupied with the
revenue distribution mechaniem rather than econemic co-

operation and development” (Isaksen, 1993:189).

There is also an argument that for SACU to compete with
other regicnal integrative blocks {e.g. Eurcpean Union)
there should be mutual develcpment of member countiries
to an extent that their economies can be compe.itive
rather thar complementary. The most important question
at the moment is how can the Southern African Customs
Unien be developed to the required standard without one

of the member countries taking advantage of the others.

2.3 Economic devaelopmant of the common customs area.

An objective included in the 1969 SACU agreement states
that, it is the duty of all members of SACU “to ensure
continued economic development of the custom union area
as a whole., And in particular to encourage the
development of the lesa advanced members of the customs
union and the diversification of their industries” (SACUA
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Preamble, 1996: 1). The realisation of this objective is
highly guestionable. From the available literature it
would appear that the economic development ¢f the commen
customg area wag one-sided, with South Africa benefiting

from such membership.

Maasdorp (1990: 2.; argues that an important factor in
any economic integration is that the member countries
should be in some considerable agreement as to economic
philosophy. Philogophical differences can lead to the
reasoning that those countries with policies attractive
to investors will develop more rapidly than others, and
thus benefita of integration will not be shared. Funds
will move to countries with lower taxation rates, more

favourable exchange control policies ete.

Because of the concentration of industrial development
in South Africa, Maasdorp argues that there should be
change of focus towards the development of the entire
customs area, if the envisaged development strategy will
help in competing economies within SACU. South Africa
being the economic giant in the region, should sacrifice
gsome of its sovereignty and clear the development path
for all SACU members.

McCarthy (1994 175-177) explaing the problem of skewed
indusgtrial development as deriving from the economies of
unequal sgize and different levels of development. He
mentions that in economic co-operation of unequal
countries, the small economies are given the opportunity
of escaping the confines of small domestic markets by
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producing for a larger unified market, which in practice
entails exporting to larger member countries. This would
be an advantage for BLNS countries exporting to South

Africa.

He further argues that small economies usually lack the
capacity, sspecially industrial skills and
entrepreneurial capabilities, to produce goods
marketable to larger and usually more developed member
countries. Thig leads to larger member ountries
benefiting because of lack of competition. The situation
ultimately led to concentration of economic growth and
trade diversion. He explains that the higher prices
resulting from trade diversion dimply that the
industrially less advanced member states are subsidising
the industrial development of the industrially more

advanced member states.

MaCarthy cites two ways i1 whic’t the problem of skewed
growth can be addregsed that is by imposing limited
tariffas on importes from a partner state, or compensatory
transfer payments from the more developed to the less
developed member. He says the two measures are nct meant
to correct the unequsl distribution of industrial
investments but to compensate for industrial
concentration, without directly addressing the caure of
skewed development., The developing countries may then
revert to a distributive estrategy based on planned
regional industrial development freguently supported by
a regional development bank. He says regional plamning
ghould be effective in addressing the equity issues.
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Erewart and McCarthy (199L: 405-406) argue that the
Southern African regilon (with SACU as part thersof) is
not sufficiently politically and technically mature to

opt for market-based models of integration because:

¢ The bagic requirements for orthodox customs union are
not satisfied. The participating countries are not at
gimilar levels of develupment; their industrial
gectors are not competitive; they have no potential
to develop existing complementary industrial sectors;
and external trade does not t.ke place mainlv ~mong
the prospective union membex

o The levels of policy harmonisation, which would be
necessary, are neither political nor technically
feasible.

¢ Measures to counteract polarised develcpment are
unlikely to be practlcable on technical and pelitical
grounds.

o The sacrifices of sovereignty implied by the <¢ommon
body of community law which would be necessary to
regulate the activities of complex market based
schemes, are likely tou be regarded r. excessive by
member countries.

o It will be difficult fcr Southern Africa to achieve
trade liberalisation which is the most basic component
of market-based schc.ues.

e The aize of the regional market is insufficient to
support the scale economies.

o The wide ideclogical disagreement, which may from time
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to time arise in Southern Africa, could be problematic
within formal and close-knit market-based systems.

o The general developing-country production and trade
structures that predominate within the region, and the
extreme inequality in economic development levels,
would 1limit the achievements of the rapid gains

neceggary for system stability and durability,

The dependence c¢f South Africa on extended BLNS markets,
the inclusion of the stabilisation and enhancement
factors in the revenve sharing formula as compensation
for adverse econcomic effects, and the introduction of
the secret memorandum to protect industrial development
in South Africa, are all indicators of a hegemonic
approach to BLNS countrieg, Thia has resulted in a
concentration of development in South Africa caused by
unegual econcmic development among the member countries,
the unwillingness to sacrifice political sovereignty by
member countries, and lack of harmonisation of economic

policies.

The inability of the BLNS countries to develop and
increage industrial production for the extended trade
markets in South Africa, resulted in concentration of
development in South Africa, with BLNS countriea putting
thelr interests around revenue shares increased by the
conperngation from South Africa, rather than
concentrating on aggressive development of their

countries,



The fiscal discretion given to South Africa by the BLNS
countries in determining the common cu.com duties, as
well ags in controlling the revenue pool and determining
the revenue sharing formula, is aiso a clear indication
of hegemonic power over the Customs Union by South
Africa. The latter also unilaterally raised the prices
of her commodities within the c¢ommon customs ares
without consultation with the other members in an
attempt to match the world standard prices. This factor

" also contributed to economic domination.

However, while the BLNS countries complain that South
Africa has been enriched by economic co-cperation, South
Africa feels that the stabilisation and the enhancement
factorg included in the revenue sharing formula, which
advantages the BLNS countries, when it ({South Africa)
receilves only the residual from the revenue pocl, makes

its membership of SACU very expensive,

Regardlegs cof the tensions mentioned above which are
prevalent in the customs union, there is not a single
country intending to withdraw ite membership of SACU,
Stoneham (1994: &) statcs that the RSA understocod that
"ghe BLNS count* es ... are ... gtriving ... ¢to
establish a financial situation for themselves which
doep not leave them in a worse pogition than under

independent circumstances outside the customs union.™

With very little development plans existing in the BLNS
countriss and with & c¢oncentration of industry towards
South Africa, Ramur (1990: 2)argues that SACU has thus
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often been seen as a pragmatic trade and payments
arrangement among a particular group of countries with a
very specific history, rather than an integration
scheme, in ei:her the European Community or developing

country moulds.

The Development Bank of Scuthern Africa, realising that
economic development has been skewed towards South
Africa at the expense of other member countries, has
made a recommendation that: “any future restructuring
strategy undertaken by a new South African government
covering development, industrialisation, labour or trade
hag to take into account the effects on other members of
SACU. It must alsc analyse the capacity of the BLNS to
supply raw materials, intermediate inputs and even
competing consumer goods to South African warkets and
attempt to foster Jlinkages between economic sectors
across the region. For this programme, more democratic
ingtitutional structures should be established 1in key
decigion-making areag, increased research into the needs
of participating membersg undertaken and improved current
statlistice made avallable.” (Marina. M & Zarenda. H,

.994: preamble).

From this recommendation it can be realised that from
the DBSA viewpoint South Africa is the country having
the solution to problems prevalent in SAQU, and a
balanced development strategy for the entire region is
crucial to the success of the future economic

development for every member of SACU.
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2.4 Partcicipation in decision-making

It would appear that the area of BLNS participation in
decision making received very little attention from the
apartheid South African gove.nment, bhecause unilateral
decisions were taken and imposed on the BLNS countries
without adequate time for consultation. A paper
presented by Stoneham at a workshop held in Botswana
(1994: 14} indicates that the recommendation made by the
Beoard on Tariffs and Trade (BTT) to the Scouth African
governmen:>, could not be changed regardless of inputs

made by the BLNS countries.

The removal of the BINS from decigion-making arenas is
evidenced by the fact that the customs union does not
have a permanent secretariat, but depends on South
Africa as the principal party in the administration of
SACU: the common external tariff is determined by South
Africa with the Beard of Trade and Tariffs acting as the
tariff investigating body for SACU (MaCarthy,1992: 12).
This Board, as a private sector, is also used to make
recommendations to the RS2 guvernment on changes to

industrial and trade policies. (Stoneham, 1894: 14},

One other aspect that needs attention is the fact that
the BLNS countries were supposed to implement the same
excise and sa’-. duties in the very way Socuth Africa
did. Thisg implies that the decision implemented by South
Africa locally would be effected in the BLNS countries
withe1t questioning. Consultation with other wember
countrieg was minimal. This could be realised when South
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Africa decided on the introduction of the General Sales
Tax {(G8T) and the Value Added Tax (VAT) without
consulting with other member countries. This was
regarded as decisions taken “outside the scope of the

agreement”, (Isaksen, 1993: 183).

Isgues revolving around the time lag before revenue
ghareg were distributed to the member countrieg were =z
decision of South Africa without consulting with other
countrieg, Thig decigion had adverse effects since it
tock twoe vyears Dbefore revenue shares could be

redistributed.

For the fact that no country intends to quit the customs
union, it means th  these tensions can ke addressed by
reviewing the objectives of the 196% Southern African
Cugtoms Union agreement (SACUA) and by investigating
whether these objectives have been satisfied or not. If
not, then what role can South Africa and the BLNS
countries play in ensuring that the said objectives are
redregsed with the +wview of reconstituting and

democratising the customs union.

Arguments made above point to a situation where it is
realised that the agreements made by the wmember
countrieg in 1969, with regard to the development of the
iegg advanced countries in the customs wunion, were
favouring S£outh Africa at the expense of the BLNS
countries and that negotiations are mnecessary for

changing these agreements.

35



2.5 Tha revenue shares:

To demonstrate that South Africa exercised a lot of
economic power and hegemony over the BLNS countries, one
has to look into the collection, control and
distribution of the zrevenue pool of BSACU to the
different member countries. Hoohlo (19920: 94) explained
the pool “as a collection of all customs, excise, sales
and all trade related duties collected in the customs
union. South Africa is the custecdian of the pool. The
agreement does not specify how these should be used,
between collection and disbursement.” Bouth Africa
therefore collects the duties into i1ts consolidated
revenue fund, and BLNS shares are paid from this fund.
This explains why the RSA solely took over the
responsibility of collection from and redistribution of

funds to individual member countries.

All recommendaticns on the rate of tariffs were the
responaibility of BTT and the revenue sharing formula
wag unilaterally determined by the RSA government,
although Article 5 of the SACU agreemwent provides the
BLHNS countries 'adequate opportunity' for consultation
before imposing, amending oy abrogating any custam duty
with respect to goods imported into the common customs
area (Government Notice No, 2584, 1969: 4). Without
doubt, South Africa was in direct viclation of the

agreement related to the revenue sharing formula.

Stoneham (1994: 14) states that the advantage taken by
South Africa on the BLNS countries does not depict a
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healthy relationship amongst the member countries. It
demonstrates the reliance and dependence of cther member
countries on South Africa. South Africa made use of its
own institutions to undercut the BSACU members with

regard to decision making.

2.5.1 THE REVENUE SHARING FORMUL..

Article 14 of the 1969 agreement deals with the formula
for determining the respective revenue shares of
Botswana, Lesotho and Swaziland in the commeon revenue
pool. This formula was also used to determine the
revenue shares for Namibia after it had joined the
cugtonms union in 1990. The DBSA expressed the formula in

the following way:

R={i+p) C+B 4+ 8 (1,42)

1l +P
In this formula:
R is the revenue received by Botswana, Lescotho or
Swaziland.
I is the wvalue at the border of all imports into

Botawana or Lesotho or Swaziland or Namibia

inclusive of customs, excise and sales duties.

L ig the wvalue at the border of all imports into the
customs union area inclusive of customs and sales
duties.
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P is the total wvalue of dutiable goode preduced and
congumed in Botswana or Lesotho or Swaziland or

Namibia inclusive of duties.

P ig the total value of dutiable goods produced and
consumed in the customs union area inclusive of
duties.

c is the total collection of customs duties within

the customs union area.

B ig the total collection of excise duties within

the customs union area.

s ig the total collection of sales dutiesg within the

cugtoms unlon area,

N.B.:p and P in the formuyla, exclude any export of
domestically produced excisable and sales duty
goods that benefit from export drawbacks. (Mayer &
Zarenda, 1994: 13-14)

Igakeen (1993: 185) argues that the advantage taken by
South Africa in SACU is apparent especially where South
Africa, after negetiations, decided to fix the
compengation rate at 42% on the revenue shares of the
individual wmember countries in order to protect its
Macro-Economic Policy. Despite the fact that the
allocation of the revenues from the pool should be
related to the value of dutiable goods imported (for
custom duties), and thogse produced or consumed (for
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excige dutiesg), the revenue share of each of the BLNS
countries that is multiplied by 1.42 because of the 42%
extra share, ie said to be compensation to the BLNS

countries for:

2.5.1.1. The 'price raising effecte' on imports E£rom
South Africa into the BLNS countries of a tariff system
designed to protect South African producers from
international price competition. Although South Africa
ig to blame for the price raising effects that are
detrimental to the RBLNS8 countries, it should also be
remembered that lack of economic competiveness among the

member countries cause this type of situation,

2.5.1.2 The 'industrial concentration effects, resulting
from the tendency of industries gerving the SACU market
to locate in Scouth Africa. Although this turng to be an
adverse effect on the BLNS countries, it should not be
forgotten that investors turn to be interested in
putting their investments in countries with the correct
infrastructure. Hence the attraction of industry to
South Africa is not only kecause of the adverse policies
South Africa adopted, but also because of the attractive

infrastructure prevailing in South Africa.

Lundahl and Petersson (1991: 369)argue that the
concentration of industrial development in the core
white areas of South Africa, has given rise teo six

effects which are detrimental to the BLNS countries:
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{1)

(i1}

It has increased the price of imports into the

BLNS countries.

The BLNS countries Iloge production factors to
South Africa, especially those which couid be uszed
in the production of industrial gocds in these

countries.

(iii) Agricultural production (particularly in Lesotho)

{iv)

(v)

{vi)

has declined as a result of the vasgt migration of

labour to South Africa.

Through the agglowmeration of economies of scale,
the areas which were developed firet in the customs
unien can secure a permanent monopoly, should it he
given free trade and free factor movement within
the region. Production costs are thus lower in
South Africa than in the BINS countries by virtue
of South Africa’s pogition as the most developed

area 1. the customs union.

Concentration of industry is further reinforced
when, {(from the demand side), consumers in the BLNS
countries prefer goods which are traditionally
imported from South Africa, even if there are no
price or quality differences between domestic and

imported gocds.

The BLNS countries can only embark or very limited
industrial strategies because they have sacrificed
the protective aspects normally associatad with the
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use of tariffs, fiscal policy and monetary policy
in terms of SACU agreement. This obvicusly
contributed to skewed industrial development in the

region.

2,5.1.3, The 'loss of fiscal discretion' by BLNS due to
the fact that South Africa retained the right to set
tariffs and excise rates for the entire SACU {(World
Bank, 1992: 31).

Regardless of the adverse factora mentioned above,
subsequent actions by the 8South African government
axacerbated and added to the adverse effects. Subsidies
to South Afrjican industry and the resulting disincentive
to peripheral countries from a number of policies were
implemented by the South African government,
particularly the decentralisation peolicy and General
Export Incentive Scheme. Because related clauses in the
SACU treaty, prevent the BLNS countrieg from exploiting
the large South African market, this undermined one of
the potential benefits of SACU membersh.p to these

countries.

South Africa complained that ics membership is ber~oming
too expensive because <¢f the <compensation and
enhancement factor included in the revenue gharing
formula. Regardless of this complaint it is argued that
the negotiators of the BLS countries seem *o have not
understood the implications of the stabilisation faztor
of the vrevenue sharing formula. It is said that they
seemed to believe that stabilising the rate of duty that
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ig applied to BLS imports is equivalent to stabilising
the flow of BLS revenue from a well-defined comwmon
revenue pool. On the other hand, South Africa,
understanding the implications of the changes proposed
by the BLS countries, accepted the proposale in good
faith and gained the freedom which it had previously not
enjoyed that is, How much to cuuatribute to the common

revenue peool. (Guma, 1980: 75).

As mentioned before, the two year lag in payment of SACU
revenue effectively diminished the compensation of the
enhancement and stabilisation factors in the revenue-
sharing formula(Maver, M & Z2arenda, H. 1994: 32).Thr
time spent before the BLNS countries could get their
dues created the cash flow precblems in the BLNS
countries when South Africa enjoyed interest from money
belonging to other member countries, The late arrival of
these shareg would make the received money lose value

because of inflation rates.

e agreement ky the BLNS countries to this offer of
compengation demonstrates the power Souch Africa has on
the SACU member countries. There is a complaint from the
BLNS countries about the inclusion of the ewxcise rates
in the revenue sharing formula. Although th-~ complaint
is genhuine becs 18e excise rates deprive the cititens of
total taxes on consumables within their country, it is
marely indicative of the desire by these countries to
maximize their revenue share, and, on the other hand, of
the advantage caken ™y Sovth Africa of the BLNS
countries. This advantage cau be jllustrated by tho fact
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that despite the agrzement on common external tariff,
and the excise duties, South Africa introduced the
General Sales Tax (GST) and the Value Added Tax {VAT)
without consulting cther member countries. The economic
significance of SACU can be geen ar an arrangement in
which South Africa acquired captive markets in the BLNS
countries in return for its disproportiocnate by low

shares of the revenue pocl. (Davies, 19%4: 5).

Regardlesa of the adverse effects mentioned above,
pulling out of SACU hasg hardly been considered a
desirable option by either South Africa or the BLNS
countries, The most important consideration is whether
other SACU member countrxies are enjoying the game
benefits of being parties of the SACU agreement and are
recelving their worth without being disadvantaged by the
domination of South Africa. Should South Africa still
continue taking advantage of the poverty stricken member
states in SACU?

The democratisation of South Africa has brought with it
expectations of a wmore meaningful and prospssous
gouthern African reglonal economic c¢o-operation and
integration. Since the establishment of SACU, and the
incorporation of Botswana, Lesotho and Swaziland after
1889, and ultimately Namibia in 1990, the people of the
regic:: have been grappling with the hegemonic tendencies
practised by the apartheid South Africa. The yearning
for reconstitution and democratisation of the customs
union depended largely on the outcome of the multiparty
direct negotiations and the dawning of a majority rule
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in South Africa. According te the Lusaka declaration
made under the Southern African Development Co-
ordination Conference (SADCC), it was agreed that, " no
country wishes teo be economically dominated by ancther
country." This is the attitude that should be taken by

SACU in trylng to democratise the union.

2.6 TOWARDS THE SOLUTTION

The Vice President and Minister of Finance and Economic
Planning in Botswana, Mr. Fegtus Mogae, in a preamble of
the report of the workshop held in Gabercone in Mar:h,
1994, stated that the purpose of the workshop was to
inform the democratic movement {in the RSA) and their
parties about the issues relating to SACU, including the
identification of negotiable pointe and the
consideration of modalities which would assist in the
reconstitution and democratisation of SACU (Mogae,

1994) .

Whilst thinking of the recongtitution and
democratigation of SACU, one wonders if the democratic
South Africa will give ita full attention to the
democratisation policy of S8ACU, or if it will be
preoccupiad with its own Reconstruction and Developmeat
Programme (RDP). This iy becauge the collapgse of the
apartheid regime also ca'ls for a concentration on the
reorganisation of South Afrjca in itg entirety. What may
happen wore rapidly 38 a change in the formal
ingtitutional links among the member countries. This may
result in the establishment of the S8Secretariat, a duty
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which was solely in the hande of South Africa. The
establishment of the Secretariat, if it happens, elicits
a number of questions which need to be addressed in

order to avoid problems of the past (McCarthy, 1992: 12)

Consid~ving the gross migration of people from SACU
member countries into the South African boundaries, it
is envisaged that the strong link between ANC and the
Unions is 1iikely to be important in decisions pertaining
to regional labour migration {(Isaksen, 19293:; 190). This
migration has economic implications on the South
African labour market, because this causes unemployment
in the country. This factor also needs attention when
illegal immigration is discugsed within Sacu
negotiations. While discussing the question of illegal
immigration, attention should also he paid to the
concentration of industries in South Africa (Mayers, M &
Zarenda, H.,1994: 36} which pose an incentive to peopla
living within the BLNS countriees to look for employment

in South Afrieca.

Davies (1996: 2), after exploring the relations between
South Africa and the BLNS countries, mentions that the
promotion of growth and development in a democratic
South Africa depends on access to regional resources and
infrastructure, ag well as on co-operation with various
sectors. He says that South Africa loes not only survive
because of its stronger productive base, but also
because of the protective tariff and non-protective
barriers of various kinds that kept goods produced in
regional states out of trade within South AaAfrican
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markets. He says South Africva can not hope to become an

island of prosperity in a sea of poverty.

He goes on to say that Southern Africa should command
top priorities in South Africa’s foreign policy and that
the country should a@ct with its partners to promote

growth and development throughout Southern Africa.

After exploring all the areas of hegemonic approach and
advantage taken by the apartheid South Africa on the
BLNS countries, one needs to explore suggested solutions
for the tensions mentioned in this chapter. This iz a
manner of finding out what different authors say about
the future prospecte of SACU and how the problems
created by 8South Africa, through domination can be

solved.

Mayer & Zarenda (1994:; 46}argue that the first option
towarda the future trends of SACU is that it remains as
it is. Lundahl and Petersson(l991: 402), focusing on the
dependence of Lesotho on South Africa, feel that any
deepening of SACU relations will also deepen the
dependence of Lesotho on South Africa. For Lesotho, SACU
should remain ag it ig. Mayer & Zarenda further say that
many analysts do not support this option because it is
felt to be a short-term arrangement. This is argued in
the gmense that there ig presgsure from the General
Agreement on Trade and Tariffs (GATT} to reduce tariffs
and eliminate quantitative restrictions, which will have
adverse effects Lf adhered to. The reduction of tariffs
may even reduce the revenue shares allocated to the five
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member countries of SACU a condition which could make
South Africa withdraw the stabilisation and enhancement

factor.

On tariff reduction, BRBusineszsg Day, dated 21.06.19294,
states that the Minister of Trade and Industry, Trevor
Manuel, menticned that he was in favour of implementing
reduction of tariffs as called for by G*TT “as soon as
possible.” This tariff reduction is not viewed as

contributing to the reduction of the revenue pool.

On the contrary, Davies (1984: 11-12) argues the“ with
the reduction of tariffs, the BLNS countries may replace
more expensive South African imports with cheaper goods
from elgzswhere. He mays that this may complicate cost-
benefit calculations and hence SACUA negotiations. In
addition he gays that a democratic South Africa’s
acceptance as a full and open trading partner will
lncrease pressures to comply more fully with
international trading norxma. Thig is viewed as a

solution to the trade tensions of the past SACU.

Ag thne gecond option there is a feeling that SACU should
anllapse and countries should start working towards the
upgrading of the Southern African Development Community
(SADC) {(Matsebula, 1996:13-14). This is in a way trying
to merge SACU and SADC, Mayer and Zarenda (1994: 45)
have as their first option the terxmination of, or the
downgrading of SACU to a free trade area. Maasdorp is
quoted as saying “an issue which should be faced is that
of downgrading the SACU to a free trade area or a
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preferential trade area or even terminate 3i.-{1993:

41 .

Against this argument there are regervations, as
mentioned earlier, -hat should BSACU terminate its
existence and its revenue cease flowing to tk= BLNS
countrims, humar ' sour from these countries will flow
into South Africa and this will increase unemployment
and the situation will ultimately escalate the cgrime
rate in South Africa and divert investment from South

Africa.

The third option +ding to available literature is to
create a broade: A looser SACU. Hoohle states that
“One Jactor which cannot be removed, which is a
geographical accident 1s the interdependence of BSACU
members including Namibia. It therefore calls for a co-
ordinated planning effort for the entire region on all
economic fronts to arrive at a wmutually beneficial
asgociation” (Hochlo, 1990: 104). Hoohle also mentions
the exigtence of a monetary union between all member
states, excluding Botswana, and says these are the right

steps towardse an eccnomic union.

Maagdorp & Whiteside (1993: 46)state that there is wide
support for the transformation of SACU into an economic
unicn and that there are reports that Mozambique, Malawi
and Zambia have expresged in private an interest in
jodriwy $wvi, o the Commergial Review dated March 1985,
an article written by Gift Sipho Siso states that SADC
proposed the expansion £ SACU to include non-members of

48



the organisation and that it should also work towards

the free cross-movement of both labour and capital.

Davies et. al (1993: 59) states that SACU was widely
heralded in official and business circles as the most
succegsful integration acheme in Africa and thus a
potential model for a broader programme. Matsebula
(1996: 16) alsc comments, on the basis of the presence
c¢f a common menetary union, that the likelihood of

establishing an economic union is there.

It is recommended that there should bes “closer co-
operation in policy formulation, continuous consultation
and a programme of regional industrialisation, all of
this facilitated by a permanent secretariat and an
active Custom Union Commission” (McCaxthy, 1992:; 23).
This approach can lead to the acceptance of a commen,
broad appreoach %o development and a decrease in
compensatory  payments and a strengthening of
arrangements, including the establishment of a regional
development bank to promote economic development in the

common customs area.

In addition to this recommendation by McCarthy in the
Business Report, dated 01.08,85, it is reported that the
South African government contributed towards the
establishment of a council of . ‘nisters from the membexr
countries, whose c¢ouncil in turn agreed wn the
establishment of an independent secrebariat, and a
commipzion of seniox technocrata from member
governments.
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An invitation of the Ministers of BLNS countries to a
negotiation table, by Trevor Manuel as mentioned before,
is an indication of South Africa’s acceptance of full
and open partnership in BSACU. According to Business
Report.,, dated -04.97.95, this firgt ministerial meeting,
which in the future will be able to meet annually,
managed to launch and reopen negotiations of the Customs
Union Tagk Team (CUTT). The Team introduced three
working greoups namely: The Institutional Framework
working committee dealing with the democratisation of
SACU; a technical and investigative working committee
which will supply information required by negotiators on
economic and other issues; and a policy working group

invelved with trade and industrial development policies.
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CHAPTER THREE

3., RESEARCH QUESTICNS AND METHODOLOGY.

3.1 RESEARCH QUESTIONS:

There are wvery strong arguments =£rom the literature
reviewed in the previous chapters that apartheid Scuth
Africa, realising its strong economnic position emanating
from a well established industrial base, dominated the
members of the customs union to enhance its extended
trade markets and survive the international economic

ganctions imposed against her.

If the situation is investigated very closely an element
of interdependence is observed. Although South Africa
depends on the economic co-operatr.on within the customs
union the BLNS countries are a.so dependent on the
industrial well-being of South africa. South Africa,
realising the factors underlying this kind of regional
co-operation (SACU), had to sacrifice its residual share
of the gross revenue pool by introducing a compensation
factor of 42% above the individual shares of the member

countries.

The first question to be addressed in thig study is
whether South Africa‘s appreoach to SACU has been
hegemonic, and whether a democratic South Africa wiil
ensure leadership of SACU member countries to enhance
mutual economic development or whether it will maintain
a hegemenic approach, The werkshop held in Botswana in
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March 1994, on the eve of the democratic elections in
South Africa, had itg theme as "Reconstituting and
Democratising the Southern African Customs Unien".

Ass.ming that South Africa is willing to lead the
customs union to economic prosperity without practising
hegemony, other questions to be answered by thisz study

would be:

{i} Was South Africa’s membership of SACU before 1994
more heyemonic or was it leadership orientated in

character?

(1i) Are the BLNS countries empowered to participate in

the decision making process within SACU?

(iii}wWhat strategies can be implemented towaxds the
economic development of the whole common customs

area?

{iv) How can all member countries be afforded the
opportunity to expiore all existing markets within

the common customsg area?

(v} How can revenue shares to member countries be
equitably distributed to the satigfaction of every

SACU member?
3.2 RESEARCH METHODOLOGY:
Regearch is defined as “a process of trying tn gain a

better understanding of the complexities of human
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interaction” (Rossman & Marshall, 198%: 21). The choice
of a research method d&epeuds on the guestion to be
angwered, as well as on the type of data needed.
Practical comstraints can also influence the selection
of the research method. The complexity of the choice of
a research method can bhe overridden by the thorough
understanding of the gquestion to be answered and
anticipation of the physical corstraints or impediments
the researcher can be faced with when an attempt is made
te answer the research question. If the researcher knows
the answer to hig regsearch question, it is not necessary
for him to continue lcooking for data, since the needed

data will be readily available in himself.

Selection of a research method ig necessary where the
answer to the research gquestion is unknown to the
reg=garcher, and data has to be scught from remote and
unknown sources. As it is said: "Data lie buried within
the minds and within the attitudes, feelings or
reactions of men and women. As with oil beneath the sesz,
the firat problem ip to devise a tool to probe below the
gurface! {Leedy, 1993: 187). The research tecol mentioned
ig the one to be used to uncover or unfold hidden
answers to the research question and make them

accesgible to human knowledge.

The techniques to be used in the collection of data in
this report will be through face-to-face semi-structured
interviews, supported by a limited number of structured

gquestionnaires, and a literature review.
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3.2,1 Sample selection

One focus of the research report is the identification
of stakeholders in the topic to be studied. Since this
research is on the South African customs Union, and that
as a limitation stakeholders from the BLNS countries
could not bhe interviewed, the stakeholders relevant to
this topic were identified as the Department of fTrade
and Industry, the Reserve Bank as well as membera of
some non-governmental organisations like the Develosment
Bank of Southern Africa, South African Institute of
International Affairsg. {All thege institutions are based
in S8South Africa). The method of selection was one
representative per institution, execept at the

Department of trade and Industry and of the Development
Bank of Southern Africa where two people in each case
were interviewed. This was done realising time

constrains.

3.2.2 Individual in-depth interviews:

Individual in-depth interviaws differ from those with
key informants in that their sceope is usaally far wider
and they ar: more open ended, In an unstructured
interview, the person interviewed is free to volee his
own concerns anu to share in directing the flow of the
conversation with the interviewer. The reseaxcher relies
on open questions te introduce the topice of interest
and probe for mecre information. “The aim is, literally,
an ‘inter-wview’: a mutual exploration of the issues,
without the regearcher  opposing  his or her
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ideas” {Nichols, 19%991: 13).

“ In a structured social gurvey, the range of possgible
answers to each guestion are known often in advance and
often listed in the form so that the interviewer can
simply mark the appropriate reply” (Nichols, 1991: 13}.
If the range of answers is not known, the researcher
cenductg a pilot survey to test the questions and sgee

what answers are given.

In-depth interviews are a waluable teocl in themselves,
They are alsc an essential exploratory stage in
designing a large structured interview survey. The
regearcher discovers not only the themes and topics
which interviewees see as important, but how they think
about them and describe them, Building carefully on this
preliminary work resulta in clearer and sharper research

guestions.

Individual unstructured or semi-structured interviews
are especially suitable for work on attitudes or
cpinions and for dealing with sensitive topics like the
ore on the future of SACU. The interview schedule was
derived from the literature and consisted of a geries of
gstructured and checkpoint guestions that enabled the
researcher to cover all the important issues while
allowing him to deviate from the schedule ag cruclal
themes emerged, or as question arose in the course of

the interview.

The interviews were conducted in such a manner that the
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interviewees wexe afforded greater freedom and
flexibility in answering the gquestions, with the
interviewer managing to probe further areas that were
not clarified by the respondents, or which appeared to
be important. Open-ended guestions were utilised as
investigative instruments toward answering the research
question, and allowed the interviewee to be an informuant

rather than merely a respondent

See appendix for a list of interviewees as well as their
places of employment. Face-to-face and semi-structured

interviews were conducted with ail thease interviewees.

3.2.3 The questicnnaire:

3.2.3.1 Reagoneg for using a guestionnaire:

A guestionnaire is an instrument used to obgerve data
beyond the physical reach of the chserver. It is used as
a means of eligiting the necesgary responses from the
respondents about their attitudes, understarding
problems experienced and poseible solutions towards
reconstitution and democratisation of the Southern

African Customs Union.

Realiging the limited time given for the completion of
thie report and also considering the financial
constraints attached to travelling since the researcher
lives in the RNorthern Province, the realigable option
for accegsing data was through  the reaearch
questionnaire. Some of the questionnaires were sent to
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the respondents, and scme were used in the gemi-

structured interviews conducted.

3.2.3.2 Development and Jontent of the gquestionnaire:

The guestionnaire which alsce formed part of the
interviews was prepared by the researcher. This document
was then given to four classmates for tepting its
understandability, and to determine whether it would
elicit the necessary information for the purpose of this
research report. After it had been adapted to suit the
research questions under review, it was then sent to

respondents for data collection.

This questionnalre consisted of 33 questions which took
approximately 45 minuteg to respond to. The
questionnaire covered informarion under the following

gub~headings:

{(a) Participation in decision-making of the customs
union by member states: This sub-heading posed questions
on the existence and Functions of the Board on Tariffs
and Trade, whether this Board is still in existence,
what the functions of this Board are and how the member
countries of SACU are represented in this Board. It also
tuuches on the capacity of South Africa to decide on
behalf of the Customs Union, as well as on the existence
of the Secretariat in the SACU, This sub-heading aleo
deals with the existence of forums involved with

tensions emanating from this economic integration.

57



(B) Econcmic development of the common customs area:
Questions covered undar this sub-heading are on problems
revolving around iudustrial pelarisation to South
Africa, illegal immigration inte South  Africa,
development of the common customs area, the presence of
the common monetary union, etc. It investigates the
modalities of trying to develop both the whole common
customs area and measures cf alleviating the problem of

illegal immigration into South African borders.

{C} Free interchenoe of goods between Lie member
countries: The questions in this category have a hearing
on proportions of interchange of goods, free movement of
labour, and proportions of importe and exports betwesn
South Africa and other member countries within the

Customs Union.

(D) Sharing of equitable benefits among members of the
Customs Union: In this case the questions revolving
around ©percentage gshares allocated to individual
countries, the enhancement factor of 42%, the figcal
digeretion of SACU, the involvement of the Resexve Bank,
and the inclusion of the sales and excise duties in the

revenue gharing formu.a etc., are attended to.

3.3 DATA ANALYSIS:

The data collected from respondents as well as
interviewees were organised in such & way that the
relationship between member countries within SACU, and
differences between member countries, could be well
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underatood. The data collected through semi-structured
interviews, as well as through research gquestionnaires

were examined, organised, combined and categorised in
patterns with a view of addregsing the initial study
guestions. In examining data, the problem of perscnal
and pelitical biases were experienced, but these were

avoided ag far as posagible,

The gquestionnaire used for seeking data was also
structured in such a way that the research questions
would be answered. The data were ord -=d by grouping
responses from different questions together, looking at
the certain features, similarities of answers to
quastions, differences in or diversity of answers, as

well as gtrength of suggestions,

The concluding discussion and the recommendations based
on this research report are based on the data collected
for the purpose of answering the research gquestion and

the interpretation thereof.
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CHAPTER FOUR

4 RESULTS AND FINDINGS:

4.1 Introduction

The previous two chapters dealt with the information
drawn from the literature review and the research design
relevant to the topic. This chapter examines the data
collected or information drawn from people who responded
to questionnaires as well as semi-structured interviews.
The interpretation of data tollected is used to answer
the guestion whether Socuth Africa’s apprcach to SACU has
been hegemonic, and whether a democratic South Africa
will ensure leadership of SACTU member countries to
enhance mutual economic development orxr whether it will

maintain a hegemonic approach.

Further questions to be answered by this research are:

(L} Was South Africa’s membership of SACU betiore 1994

more hegemonic or was it leadership orientated in

character?

(ii) Are the BLNS countries empowered to participate in

the decision making process within SACU?
(iii)What satrategies can be implemented towards the
economic development of the whole common customs

area?
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(iv) How can all member c¢ountries be afforded the
oppeortunity to explore all existing warkets within

the common customs area?
(v) How can revenue shares to member countrieg be
equitably distributed to the satisfaction of every

SACU membar?

4.2 _The Pre-19884 gACU

There is a general agreement from all respondents that
SACU Has not changed much from what it was after 1969,
although expectations were that the institutici would
change with the election of a democratic government in
Bouth Africa. It is felt that the relationship between
South Afrieca and the BLNS countries was more one of
domination by the RSA than one of partnership with the
RSA leading the development of the whole SACU.

All respondents accept that the BLNS countries were
concentrating more on revenue returns than on
development of their own economies. According to Ghandi
Hattings, Rashad Cassim, Talitha Bertelmann, and John
Kodisang, the enhancement factor of 12% afforded to the
BLNS countries was in compensation for adverse effacts,
and should be utilised by the BLNS countries towards the

development of their own individual economies.

Although substantial amounts were given to the BILNS
countries in the form of compensation, Thomas and Van
Niekerk have a concern that the BLNS countries have
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provided trade markets for Souch Africa and therefore
the RSA should initiate alternative strategies towarda
econonic development of the BLNS countries., There is a
need to sghift away from the 1869 SACU agreement which
gave South Africa the advantage to hegemonic approach in
SACU. All the respondentu agree that the yearning for
reconsgtitution and democratisation of SACU (by BLNS

countries) is becoming overdue.

4.3 The present SACU {from the South African viewpoint):

An interview with the Deraity Director of The Department
of Trade and Industry 'OTI), Ghandi Hattinga, revealed
that almost all the comuwittees and commissions which
started functioning after the 1969 agreementa are still
in existence. Regardlese of the diverse, dynamic and
complex economic and political environment prevalent in
SACU, the institution’'s mode of operation as explained
in the second chapter, still stands. As evidence to

thieg, the following pointeg need to be revisited:

4.3.1 Participation in decision making:

According to all respondents, the Board oa tarlffs and
trade, a private institution existing under the South
African law, is still in existence and is performing the
same functions. Hattings argues rhat the BLNS countries
were several Gtimes invited to nominate from their
countries representatives into the Board, but this
invitation was declined with reasons that the Board was
a formation of South African legislation. The functions
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of the Board are as follows:

(i) Deciding on the common external tariffs in such a
way that the interests of all member parties are
protected. It also investigates the presence of
these tariffs including ordinary customsz duties,

anti-dumping and countervailing duties.

(ii)This Board alsc plays a role in the development of
South African industries where the tariff is

involved.

In relation to participation in decision-making, a
majority of respondents agree that the decision on the
common tariff still rests on South Africa since the
Board on Trade and Tariffs is the only body that can

recommend to the Minister of Trade and Industry.

The Legal BAdvisor and Policy BAnalyst at the DBSA,
Rogsalind Thomas, argues that even if the decision rests
with the RSB, an attempt is made to consult with the
BLNS c¢ountrieg. OCne cother respondent from the South
African Revenue Service (SARS}, Grant Busby, argues that
although South Africa has to consult the BLNS states in
terms of Article 5(1) of the SBACU agreement, it does not
need the concurrence of BLNS to amend the custom duty,
but where the RLNS :ag a serious problem with a tariff,

REA will take th-: ¢ concerns inte conzideration.

According te a respondent fr-w the Reserve Bank, Jacky
Brevis, it 1is arqued that even if the ‘Board’ is
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responsible for determining the external tariff, this ia
done in such a way that the interest of all member
countriegs are protected. In prineciple all the
respondents, to the question on decision-making agree,
that even 1f negotiations by the member countries have
n.t yet been finalised, Scuth Africa still holds the
decision making power, but in honouring the stipulations
of the 1969 SACUA, an attempt is made to consult with

the BLNS countries.

Hattings, elaborating on consultation with the BLNS
countries says “the only body in SACU which can
recommend a new or amended rate of duty and rebates of
the duty is the BTT. It acts on behalf of the whole of
SACU, but can only do so if inputs are received from
BLNS countries”. The recommendations from this Board
can only be approved by the Minister of Trade and

Industry(in South Afrieca).

Still referring to the issue of ‘adequate time’ for
consultation, all responding parties agree that the time
scheduled for consultation is 8 weeks. Busby and
Hattings say that the time could be extended when
necessary. In addition Busby goes on to point out that
RSA and the BLNS countries are given the same time to

comment on any proposed changes.

On the guestion of establishing forums to facilitate the
involvement of the BLNS in decision-making, all
respondents agree that theve are fully representative
forums established for discussion of matters related to
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the customs union, but referred this matter to the DTI

for elaboration. The Deputy Director of the Department

of Trade and Irdustry, responding to the guestion on

forums mentioned the following committees which cannot

constitute the quorum of a meeting in the absence of a

delegation from one of the gountries:

(1)

{ii}

Customg Technical Liaison Committee wasg
establighed in approximately 1970, and holds its
meetings three times per year, and diecusses mainly
customs procedures and implementation of tariff

measures.

Trade and Industry Liailson  "omnittee was
established in approximately 1%72. it also holds
meetings three times per year and discurses matters
on trade and industry and marketing of agricultural

products.

{iii)Transport Liaison Committee was established in

(iv)

approximately 1975. It is Ad Hoc and is presently
operating under The Memorandum of Understanding on
Road Transgportation. This committee reporis to the

Customs Unicn Commission,

Custom Union Commission was established in 1970
immediately afrer the 1959 SACU agreement. This
body meets once in a year to settle matters not

golved in liaison committees, adoptsz annual reports

.of liaison committees and recommends that shares of

BLNS countries in the pool be approved.
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In addition to the committees tabled above, Thomas and
one other Policy Analyst at DBESA, Lelette Van Niekerk,
shedding light on the existence of committees mention
the Custome Union Task Team {CUTT). They say that there
are three negotiation working groups within CUTT. The
functions of these groupinga are: deciding on
congtitutional matters; drawing policy on industrial
activities and competition in agriculture; and technical
investigation on th revenue sharing formula. All member
gountries are represented in these working committees.
They also mention &that the commission is still in
axistence. This argument was also supported by all
other respondents. The Trade Adviser at DTI, John
Kodimang elaborated by mentioning that the different
working committeeg asgsisgt in advising the Commission of

Ministars.

4.3.2 Bcononle development of the common customs area:

Regponding to issues reveolving arcund industrialisation,
Hattings comments that some economists regard industrial
concentration to South Africa as not deriving £rom
economic co-operation witn BLNS countries. They argue
that if South Africa is viewad alongside countries which
are . = members of SACU but located in the southern part
of Africa {e.g. Angola, Zambia, Mozambique etc.), it
will be realised that there is a concentration of
industey ir S8outh Africa, but he also acknowledges that
SACU has a remarkanvle impact on industrial growth in
South Africa considering extended trade markets afforded
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by the BLNS countries.

Jackey shares the same concern that the membership of
South Africa in SACU has nothing to do with industrial
concentration. He goes on to mention that concentration
of industry is there within South Africa, where more
industrial sectors are esgtablished in the metropolitan
areas than in rural areas. Brevis says *“industrial
concentration ig the result of investment decisions made
by investors. The existence of SACU does not affect

these investors’ location decisions.”

This concern 1is also shared by Rashad Cassim, the
director at Trade and industrial Policy Secretariat,
saying that, although tc a limited extent South Africa
contributed to slow development in the BLNS econcmies,
thig iz not for the purpose of skewlng industry to South
Africa. Concentration of induastrsy te a specific area is
a vresult of the fact that investors are attracted more

towards an area with a well developed infrastructure.

Cassim fur:her arguss that the issues revolving around
concentration of industry, create an area of concern
even among the SADC countries. The id=sa of attraction of
investors by gond infrastructural exposure is strongly
gupported by Talitha Bertelsmann, an interviewse from
the South African Institute of Interns Jnal Affairs

(8ATIA) and all other respondents.

Also sharing thig concern are the Associate Director for
Policy Analysis (DBSA}, and the legal adviser in the
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Policy unit (DBSA). Their concern is that even if SACU
did not exist, there would still be labour movement from
all Southern African states, because of employment
opportunities, into an industrially developed South

Africa.

In responge to a guestion on price raising effectm, the
two intervieweez from the DBSA argue that the price
raising effects cannot be eliminated. They will always
be there as long as there are differentials caused by
inter alia, transportation costs, h.gh tariffs, etc.

These effects should only be managed. It should also bhe
noted that SACU isg a mewmber of the World Trade
Organisation (WTO) and that this oryanisation opts for
faster tariff reductlion than GATT suggests. They
mention that if BLNS countiies can import goode more
competitively from other sources other than South
Africa, this may help in the reduction of price raieing

effects.

They further argue that it should be remembered that the
BLNS countries also benefited from being protected by
the RSA tariff, and that South Africa in turn does not
want to reduce the tariff =oon because this will result

in de-industrialisation.

Hattings share the game argument with the two adding
that the price raizing effects are gradually reduced and
the BLNS is getting 17% for these effects. Brevis
further argues that 1f the external tariff is reduced,
the price raising effects will also reduce, .ad that
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total elimination of price raising effects ig as good as

abolishing SACUA.

all interviewees and regpondents agree that illegal
migration of 1labour from foreign countries create
problemsz for South Africa, which is occupied with the
Reconstruction and Development Programme (RDP) and is
addressing the high unemployment rate locally. They
agree that if migration affects the unemployment levels,
it will also impact on the crime rate and ultimately
reflects on investment opportunities inte South African

borders.

Thomas, commenting on illegal immigration, states that
the BLNS countries are South Africa’s caprive market.
They support South African industry and therefore our
labour. But it should be remembered that labour
migration threatens local labour. She says that the
solutlon to the problem lies in cross border movement of
capital into BLNS countries, which means investment by
RSA companies in the BLNS territories to generate
employment locally. She viewas this as an economic
development strategy for the BLNS countries, which will
ul~imately resolve the problem of illegal migration of

labour.

Talitha agrees with Thomas and expatiates by saying that
problems of economic development of BLNS countries and
migration of labour can be solved by creating work,
health programmes, building Schools, improving the
existing infrastructure and stabilising the political
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gcene in the BINS.

This contribution as a zolution to the migration problem
is supported by Lolette who said that except fcr crosa-
horder investment in productive activities, there ghould
be policies and programmes put in place “to deal with
supply 8side or structural issues like: inadequate
infrastructure, "ack of skills, lack of capacitated

intrepreneurs, etc.”.

Hattings argues that investors (as well as labour) were
historically attracted to South Africa because of the
discovery of geld and government policy. The two factors
culminated at development of the best infra-structure by
tar-roads, rail, large universities, telecommunication,
etc. He further indicates that a lack of industrial
development initiatives in the BLNS cause foreigners to
stream into South Africa and increases the unemployment

rate in the country.

He cites the fact that lack of industrialisacion in the
BLNS hampers job-creation and people in BLNS countries
tend to rely on primary industries (agriculture and
mining) . He complements Swaziland ror the normalisation
of the political sgcene as a strategy which may work
againgt the industrial concentration phenomenon. This
means that Ghandi not only includes lack of
infrastructure, but also the instability of the
political scene as the contributory factor affecting

investment in the BLNS countries.
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All interviewees agree that the Common Monetary Union
(CMU} bhetween South Africa, Namibia, Lesotho and
Swaziland makes trade and croms-border investments much
eagier by discarding the red tape involved in exchange
ratesa. Cassim and the two other interviewees from the
DBSA also agree that the currency of Botswana, despite
having a different value, is easily exchangeable in the
whole customs area, making trade easy among the members
of SACU. Thomas says that the common monetary union is
the sgtvnngest feature of SACU and has been the major
agpecl. f its success, as compared with other economic

co-cperation components throughout the world.

Brevis explaing that after Namibia had joined the Common
Monetary Area (CMA) in 1992, the name changed to the
Multilateral Monetary Agreement (MMA). He further
explains that the South African Rand is the legal tender
in all member countries except Botswana. The currencies
have «a one-to-one exchange rate and no restrictions
(limited exceptions) apply to the transfer of funds
within the region. This makes the public and private
companies of LNS (Legotho, Namibia and Swaziland) to
have accese to South African money and capital.
Therefore the system of exchange controls in force in
South Africa is in all material aspects substantially in
agreement with the exchange controlg applied in the

governmenta of LNS.

Hattings further says that Article 6 of the SACU
agreement allows the BLNS states to protect their infant
industry by means of tariffs. This statement is
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supported by all other respondents. Hattinga also
argues that the BLNS can alsc implement a duty against
goeds from other members, but, only Botswana has in the
pagt made use of this provision for protection of their

soap and flour-milling industry.

Van Niekerk argues that the permi sible periocd for
support of such industry should be in terms of GATT and
the SACUA. There should be a clear definition of
‘infant industry’ and support for such industry should
not be tariff oriented but rather supply-side oriented
and country specific. Thomas and Cassim support the
idea of supply side measure as an appropriate
alternative for tariff oriented measure. Cassim also
mentions invegtment incentives and improvement of
infrastructural costs as viable options for supporting

infant industries.

When arguing about development programmes or strategies
to be implemented in the customs area, Thomas and van
Niekerk share the same view that there should be leess
emphasis on compensatory mechanisms and mindset in
favour of a development finance orientation and funding
mechanism. It is =aid that this requires a shift of
thinking among BLNS countries from dependency on
budgetary resources to acceptance of need for funds for

development purposes.

The two mentioned above, supporited by Kodisang, argue
that other strategies are the harmonised and co-
ordinated approaches on a number of policies (i.e.
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trade, industrial, wmonetary, etc.) and incentives.
Cassim agrees with the three and c¢alls for the
establisl ment of effective development forums. Talitha,
agreeing with the same argument, further suggests that
South African industries should be encouraged to invest

in the BLNS count-: =s.

Brevis, arguing on development strategies, mentions that
the BLNS countries have been consulted and informed
about the work done by the Industrial Development Bank
(IDB) on a Regional Industrial Location Strategy (RILS).
Ghandi mentions that specific industrial development
programnes that involve the tariff, such as the Duty
Credit Certificate Scheme (DCC8} for the textile and
clothing industries and the Motor Industrial Development
Programme (MIDP), are open to custom union members- if
they play the game rules. He closes by saying that the
development of eco-tourism could present possibilities

for economic upliftment for the entire SACU.

Kodisang argues that the egtablishment of CUTT is seen
ags an initiatlve or a strategy on ithe part of South
Africa to involve the BLNS countries in decisgion-making,
thus democratising SACU to a level where the Ffuture of
SACU member countries will be a joint decision of all
membership. He goes on to say that all development
gtrategies at SACU level should be linked to the SADC
process, having a clear appreciation of bilateral talks
between South Africa and the EBuropean Union (EU) and the
re-negotiation of the Lome Conventien which ia to resume
in September 19%8. He also mentiens that some of the
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BLNS countries are members of the List Developed
Countries (LDCs}, hence South Africa has to take the

lead with ocredikle development strategies.

4.3.3 Free interchange of goods between the member

acountries:

Hattings mentions that all trade in SACU is essentially
free, apart from a few exceptions, as was gaid in 4.2.2
above where it wasz stated that the BLNS have import
control in place in some instances. This agreement
covers only goods and not labour. This comment is also
ghared by Thomas, Bertelsmann, Cassim and wvan Niekerk
who elaborates by mentioning that even if there iz to a
large extent £ree movement of goods between member
countries, there are some restrictions vregarding

agricultural products.

Issues related to free movement of goods have a bearing
on protection of infant industries., Hattings argues that
Article 6 of SACUA allows the BLNS countries to protect
infant industries by means of a tariff. This clarifies
that with free movement of goods in place there was to a
minimal extent deviation to this agreement. Regardless
of arquments based on Article &, to a large extent all
respondente and interviewees agree that there ia free

movement of goodd.

The following figures were prepared by the Reserve Bank
after studying intra-8ACU trade. The compilation of
these figures was done in 1993, and it reflects on the
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import-export activities of all the member countries of
SACU. A question on these activities was asked to every
regpondent or interviewee. Almost all the respondents
referred te either the Reserve Bank or the Department of
Trade and Industry in their response, hence these
figures, which will be regarded as a true reflection of
the activities of the SACU member countries. The left
gide reflects total imports (from other members to South
Africa), angd the right side total exports from South

Africa.

IMPORTS IN RAND {1893) EXPORTS IN RAND (1993)

ER Africa: 3 064 001 3%9a 5. Africa :R13 820 378 220

Botswana : R4 635 524 912 Botgwana 1 R492 (062 294

Lesotho : R3 476 447 034 Lesotho : R253 287 218

Namibia : R3 353 172 788 Namikia : R799 593 Di4

Swaziland: R2 355 233 486 Swaziland: R1 518 658 858

NAME OF COUNIRY IMPCRTS : EXPORTS
S. Africa 0,222 : 1
Botswana 9,421 : 1
Lesctho 13,725 :+ 1
Namibia 4,192 : 1
Swazilapc 1,551 : 1

The figures were collected for the purpose of explaining
the digparities informed by the interchange of goods

between member countries. The display above shows that
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the Lesotho ratio is the worst. Ghandi says that it is
because Lesotho exports less to South Africa. All other
in-erviewees regard Lesotho as the worst with regard to
dependability on BSeuth Africa. According to both
figures and the respondents Swaziland is seen as the
best because it sells a lot of sugar products, timbexs
and refrigerators to South aAfrica. It is also expected
that the ratio for imports in Botswana will decrease
since the country is now exporting a lot of cars to

South Africa.

Casg’m, Bertelsmann, Brevis, van Niekerk and Thonas
ghare the same argument that, over and above the car
trade, the exportation of soda agsh and beef etc.,
contribute towards gradual stabilisation of Botswana’s

economy .

4.3.4 sharing of equitable benefits among members of the

Cuatoms Union:

Responding to the functions of the Reserve Bank related
to SACU, Hattings said that the bank assists in checking
the BLNS inputs and calculating BLNS revenue shares
annually. The bank also participates in renegotiations
of SACU agreements, especially on the revenue sharing
formula. This peint 1s also made by all other
respondents and interviewees. They also indicate that
South &Afxica still holds the fiscal discretionary power
of SACU. South Africa’s functions revelve around the

collection and disbursement of SACU revenue.
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Concerning the enhancement and the stabilisation factor
which was fixed at 42%, Hattings said that BLNWS
countries are now guaranteed a minimum of 17% on goods
produced and consumed in their countries. This comment
is shared by four more respondents cut of seven- two of
whom did not respond to this question on stabilisation
of revenue shares. Busgby indicates that the 17% is
guaranteed on all imporcts, value of excisable goods

produced and the excige duty paid thereon.

This comment 1is also made in an attempt to address
issues revolving around the exclusion of egalea and
excige duties in the revenue sharing formula. When all
respondents agree that this matter is receiving
attention in the renegotiation forum, Busby argues that
“the sales dutieé no longer exist and the RSA determines
the rates of excize duty payable within SACU, and 4if
thig lack of figeal discretion poses a pro. wm, the
unresclved matters should be taken to negotiation
forum.” Thisz clarifies that negotiations are regarded as

a means of settling disputes.

Regardless of thig 17% guarantee stipulated above,
Hattings mentions that the BLNS maintain that they can
get larger amounts if they get income on consumption on
goods like, wine, cigarettes ete. He also mentions that

the new, revenue gharing formula can address this issue.

The following table illustrates the revenue shares of
individual countries over a period of three years after
the Government of National Unity came to be. The value
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of this table ig to illustrate the returns of individual
countries regarding the revenue shares over a period of
three years. From the table below it can be seen that
the revenue shares of the BLNS appreclates over the

years, as that of South Africa depreciates:

Percentage Share

Year Botswana | Lesoth | Namibia | Swaziland {8 Africa
o

1994/95 | 2,28 7,25 9,87 5,69 68,20

1995/96 | 10,74 T, 7L 10,22 6,33 64,59

1996/97 | 9,96 6,99 ia,89 6,49 65,63

This table was made available by a respondent from the

Resarve Bank.

On the new revenue sharing formula all respondents and
interviewees referred the guestion to the DTI., Hattings
says that the idea of a new formula was based on the
price rairing effects of goods traded wikhin the €

area. The trade weighed average value of the ¢ on
external tariff was calculated on goods importec ky
each countzy and in case of the BLNS countries, the
duty collected on goods imported from outgide was added
to the BLNS price raising values. In the case of South
Africa, the wvalue of the price raising effects cof the
tariff on imports from BLNS would be calculated and to
this some percentage (X factor) of the duties actually

collected by the RSA would be added. The percentage was
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never tabled, and this is cause for not concluding the

negotiation on the revenue sharing formula.

Hattings continue to say that the idea was then to add
all the wvalues, which meant that one would get the
ratio for each member country and that ratio would be
applied to the real pool of custome duties to caleculate
each country’s share. He adds by saying that exclise
duties would no longer be part of the formula and each
countxy would get income from excise duties on a
“collect and keep” basis. Excise duties would be

harmonisged to avold smuggling of goods.
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CHAPTER FIVE

5. CONCLUSION AND RECOMMENDATIONS

5.1 CONCLUSION

The Southern Africa Customs Union had as itg alm the
establighment of a union of neighbouring countries that
would be characterised by economic c¢o-operation among
members. The inter-relationship of these countries was
to be realised through free movement of goonds between
member countries and the introduction of a commen
tariff against non-members. From an agreement made in
19692 by member countries, the framewcork of movement of
goods between wmembers, as well as the collection and
disburgement of the COommon revanue pool, wasg

documented.

In answering these gquestions, the researcher focuses on
how South Africa’s hegemonic role within SACU
digadvantaged the BLNS and how the post-apartheid South
Africa provides leadership to SACU, taking the interest
of the members into consideration; and hoew the economic
growth of the common customs area can be enhanced by

the leadership role played by Scuth Africa.

As mentioned in the previous chapters, one of the areas
of major concern within SACU is the involvement of the
BLNS countries in decision-making forums within the
customs union. With specitic reference to this concern,
it will be realised {(from chspter two and four) that
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there is a tension emanating from compensation of BLNS
countries by South Africa for adverse effects. Thisg
tengion is observed where BLNS countries feels thatbt they
are not compensated enough, and South Africa on the
other hand feel that it is giving cut toec much in the
form of compensation and that membership of SACU is
becoming too expensive. There is also tension, as
mentionad in the previous chapters, revolving around the
concentration of industry as well as the decision making

power to South Africa.

Although the tensions referred to above could not be
amicably resolved in the past, the 3South African
Minister of Trade and Industry convened a meeting of
Ministers £rom different wember countries within SACU in
1994 to  discuss future trends aimed at the

reconstitution and democratisation of the customs union.

This Commiesion of Ministers agreed that CUTT (Customs
Union Task Team) be establisghed. This fully
representative task team was charged with the function
of recongtituting and democratising SACU. The task team
wag to make recomme: lations to. the Commission of
Ministeras about the future of SACU. The task Team
immediately introduced three working committees,
mentioned in previoua chapters, dealing with fundamental
imsues like the constitutional framework and technical
and investigative issues, as well as with trade and
industrial development issues. It is believed that if
all these functions can be satisfied, the development of
SACT in general will be guaranteed.
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The initiative South Africa took in facilitating such a
meeting  explains firstly, the leadership and
regponsibility RSA is prepared to expose in resolving
tensions caused by the apartheid regime, and sgecondly,
expactations on the South African side, of maximum
participation from BLNS countries to ensure satigfaction
of all SACU member countries, with the hope cof bpinding

every member to decisione taken and agreements reached.

This approach removes tie hegemonlc power from South
Africa and thus empowers all member states with
responsibility and accountability on decisions adopted.
South Africa in this case relinguishes power in favour
of leading SACU into a democratic institution, where
every member will equitably benefit from his membership

of tle customs union.

Focueing on the economic development of SACU, chapter
two argues about dissatisfaction of the BLNS countries
regarding skewing of industry to South Africa. Chapter
four focuses on the cause for industrial concentration
in RSA, where merntion is made of infrastructural well-
being, political stability, etc. The fourth chapter also
addresses solutions to the problems azs the establishment
of a development fund for all SATU member countries,

crogs border capital and entrapreneurial skills, etc.

Relationsghip between SACU member countries is dependent-
hegemonic in character, with South Africa on one side
and the BLNS countries on the other side. There is
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mistrust against RSA from the BLNS aids, caused by
hegemonic power South Africa exposed towards the BLNS
countries. The decislons taken by South Africa on
behalf of the BLNS countries are always adhexred to with
o.rious suspicion. Representation in decision making and
an acceptable environment for partnerships ssem to be
the rightful solution to the problem. Negotiated
settlement of disputes between member countries could
elicit better and effective solutions to the tensions

wilithin the customs union.

South Africa, beilng an economic giant in the Southern
African region, 1is expected to take a leadership
position in an attempt to enhance the right political
and economlec climate for regional economic development.
This ideal could be realised by the introduction of
aross  border investments, the establishment of a
development fund within SACU, maximum utilisation of
common economic resources,  harmonisation of both
pelitical and econcmic policies, and removal of barriers
towards and enhancement of free participation in the

custom union markets.

Referring to the £free interchange of goods between
member countries, different authore of papers on SACU
highlight that the BLNS always complained protection of
infant industry, the introduction of the secret
memorandum, etc. as contributing factors towards the
concentration of industry in South Africa. A general
congensus among interviewees and respondents {from Socuth
Africa) is that the gkewing of industry has nothing to
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do with SACU membership or unfair trade reiatione. The
interest of investors in the selection of a locality for
investment is the contributing factoxr., The partnership
within SACU sghould focus on the establighment of a
conducive climate for investment which ig infrastructure
related and economically acceptable, e.g. the border
control measurea should not bhe regtrictive in that they
disallow transportation of commodities all over the

common customs area.

It is suggested that the inclusion of the enhancement
factor in the revenue sharing formula shou.d as much as
possible be avoided. A recommendation is wmade that
finance should be channeled into a development fund
aiming at the economic upliftment of individual wmember

countries within SACU.

The sharing of revenue, a factor which assumed the core
of activitiea in SACU, was reported to be receiving
attention from CUTT and should be given a chance of
completing its evolution process. A recommendation is
made that the decision on the revenue sharing formula
should eliminate all areas of discontent and focus on
the basis of receiving a proportiecn as much as what was
contributed, (i.e. the costs should match the benefits
from cusgtomg union invoivement} not forgetting the
directing of some amounts to the regional development

fund.,
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5.2 RECOMMENDATIONS

i. Noting that the democratic Scuth Africa is accepted
intc broader trade relations with the whole Southern
Africa, and that the latter has its economic prosperity
hopes pinned on the former, it is guestionable whether
SACU will survive, or will be maintained with the new
member countries accepted i.e. broadening the boundaries

cf the present common customs area.
2. A study should ke made on how South Africa can lead

the econcmic development of the entire Southerr African

region with SACU member countrieg included.
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QUESTIONNAIRE

You are regquested to f£ill in the following
questionnaire for Teebe K.B as part fulfillment for
his Masters of Management degree from the University
of the Witwatersrand. Thanking you in advance.

TOPIC: South Africa’a role in the Southern African
Customs Union(Lieadership or Hecgemony) : 1994-1596

1. Participation in decisgion-making of the customs
union by member States:

1.1. Does the South African Board on Tariffs and Trade
gtill exists? (YES/NO).

1.2, If vyes, what are this board’'s functions, asg
related to the Southern African Custom's Union(SACU}?

1.3 Does the decision on common external tariff for
the Customs Union still rest on South Africa, as it
wasg in the 1969 SACU agreements? (YES/NO).

1.4. If No, how are these decisions made?

1.5. If Yes, does the principle of ‘Adaquate Time’ for
congultation still exists? (YES/NO).

1.6. In case ‘Adequate Time’ for consultation skill
prevails, how long is thisz time?
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1.7. Does a Secretariat exist within SACU? (YES/NO)

1.8. If Yes, which country helds and hosts the
Secretariat?

1.9. Are there forums established by member states for

consultation, regular meetings or
negotiations? (YES/NO) . When  where these forums
establighed and wh '~ is their
functions?

1.10. If there are forums or meetings, how regular do
these . .1 meet and what are their functions?

2. Economic development of the common customs area:

2.1. What problems does industrial polarisation to
Scuth Africa create te all memberz of the cugtoms
union {South Africa includea}?

2.2. What weasures can be taken teo alleviate the
probleam of illegal immigration into South Africa?
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2.3, What development programmes or strategles can be
implemer -~d in the Common Customs Area (CCA) to ensure
mutualic  in the development of member states?

2.4, What strategies did South Africa adopt to enhance
the existing development programmes?

. 5. Does the lack of common monetary union have
effects on the development gtrategy of the
CCA? (YES/NO) .

2.6. If Yesa, what are the effects?

2.7. How can the price raising effects of the South
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African exports be eliminated?

2.8. What measures doesg individual members of the CCA
employ in the protection of infant industries?

2.9. Are there Scuth African based industrial sector
eatablished in other member countries? (YES/NO}.

3. Free irterchanage of goods and sexrvices between the
member countries:

3.1. Is there any free interchange of goods between
South Africa and other member countries? {(YES/NO)

3.2, 1f No, wuat are the barriers for the
implementation £ thin 1969 agreement?

3.3. If Yes, what proportion of imports exietr between
South Africa and each of the BLNS countries from 1594
to 1896.

YEAR Proportion (South Africa: one BLNS countries)

1884

1855
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3.4, Does the Customs Unione also include as one of
its agreements, the free movement of labour between
member states? (YES/NO).

3.5. If No, what border control measures are put in
place to contrel illegal immigration?

4, Sharing of egn. «.le beaneflts among members of the
Customs Union:

4.1, What are the percer-age shares of individual
members of the Southern African Customs Union { from
1994 to 1996} 7

YEAR PERCENTAGE SHARE
Botpwana Lesotho Namibia Swaziland 2.
Africa
1994
1995
1996

4.2, Does che enhancement factor of 42% still exiat in
the revenue sk ring formula? (YES/NO) .

4.3, The inclusion of the saleg and excise dutles in
the revenue sharing formulz posed prohlems to the BLNS
countries. How can/was this regolved?
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4.4. The ‘Sunday Times” dated 1969.10.27 stated that
the new revenue sharing formula was negotiated, Please
forward the new revenue sharing formula.

4.5, Which country holds the fisecal digeretion of the
Customs Union?

4.6, How is the South African Reserve Bank involved in
the controel of the revenue poal?

4.7, The time lapse before wmember countries of SACU
could receive their revenue shares was a problem.
How was this problem solved?
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