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Woteb o viow b pponc Birg braustricd developuirt con=
ctotont vith the wrpcius 7@th Jreeoty, the Contructing

paption sholl adept, by mutusl egrocmelty GoLSheo di=
fated to further the coteplicnmer® or cXpunsicn of

]

repion 1 drductrizs (itslics alied dircetdd towerds w

Certrn. rmorican commern rarket and of parilcular i:xﬁr-

sut to the cconomic irtegrotion of contrul anerioen”
de (e cubseguent Ceneridl renty on Courtrel aterican beornomis
Irtegrationy signed in 1960 ard cdbere s wleo later by Ceata nloa,
whioh trarsie g limated frec tride Song LnlG s Centrel amerioan

BOMILOT .liarmt, dedic.ted teo the tsmus of industrial integration even
more sttontion. It endors.l the sgrocment or the Hegime for Certral
smericar Inteprotion Industries; callod for the seteblishment of the
rortral americar Fark for ecncwice Intogration C‘nr:-i Tag an lnetru-
ment for the :irmncim and promotion of u regicrally Lﬁiancegi, intew
gratod s wrum o growth' providing tuet ti’e CaEBl members might not
upe ite i ffwil'tisﬂ ar)eoe they ratify the 1958 Regime for
Irtepration Irdustricaey o avid ool eittod 2 leo the member countrise Wt <k
wizw ty estublisbing ri“crm tax ireertives to industrial develope

i i

wonbess tC srourc as scon s possitle a reasor wwble sgualization of the
polevant laws npd resulsticns in foree™s  JThe vhorter of the Central
amerinan Rork for coromic Integration declares that the purpese of
tho iretitution "shall be 4o premote the economic integration and
tuluneed economic dsvelopmert of th member countries® and Shat ite

cotivitiecs will be primarily dessigned tC promote and finance, inter
Ei,%i&}

wprojecta for lonp=toon investuent irdustrics ¢f a rsgicral

eharancter or of inoortanes fur the Centr.]l smerican market
whieh will help bo incresws th. supply of goods availatble
fop irtra (entral smoricarn trute v for suck trade wnd the

gxpert cecgtors Ihe Honk'e activitioo zhall not irnclude investe
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e Thus, within scveral yeors after the otert of tio rearioral
ntegratiorn progracte, tive Cortral amoriean ruprblics courtod

WLk G oseries of drterrclated legal inctrimorte ard resioral lrolie
tutlicre aimed at expurndirg zoral tradey tiranc ng Lew rogsionsl
infractructure und inductricl brojecto, prometirg the inflow of
cxternal capital rescurces ard cocrdirating other gactiviticy irw
portart for the acceleratior of regional irdustriclicatiorn process.
In addition t¢ the 160 Gereral Ireaty, the nogiue for Intepration
Irdustries and the regicnal development hank, the most lmportant
elements of the integration scheme sres  the cpualization of import
luties and charges (1959), uniforn tax ircentives for irdugtrial
developmert (19€2) and a regioral industrial reseurch institute
(ICAITI), the last ore dating frow the mid=fiftiss.

6o  lloot of these regional integration ingtrusents ard imstitutiors huve
beer workirg satisfactorily. During the seven years following the
slgnature of the first lultilateral Treaty the intra=Central Arerican
trade (imports gif)increased more than fivefold from 1S $20 million

in 1958 to some U3 4105 million ir 1964, Ite participation ir the
regiorn's global foreign trade increas d from less than 55 to over JGT,

By the fall of 1965 the five countries' customeunion wan in cxistence

for all pructiczl purposcs ard external uniform cemmon tariff orv.red

977 of the Toreign trade items. The structure of intra=sonal commercial
transactions underwent considerable diversification - in 19€4 marufacturca
accounted for 4U% of the regional interchunge., Trude fluctuations, chae
racteristic [ the past and reflecting murginal and ascasoral chacacter of
the intraepregionsl trade until the end of the pant decu’ , larcely disie
Fpearcl, Upeon the establishment in 1961 of a multilat-pm 1 paymenty olonpe
ing houcey & large measure of cooperstion &morg moretury suthoritics and
private barking systems hag btecn achileveds. lhe inlegration bark, wolle
gridowed with zenal and exterral rescufces and backsi finarcially by the

Interesmerican levelopmert Uark and the U5 aid ag
its first+four years of existsrce crodits tetall’

lic and private projects
trads liberalization proecese resulted in the irerense of dometic ard
forelsn ilrvestment in the areas it iz tentatively sotirmated that i
inflow ¢f foreisr copital, induced By the umergsrce f the Tentrul
anevicar commer market, amounted ir 19€1=1964 to a not reglipible total
ef U8 G100 millicne w11 thic contruote with cxtrerely
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vuo the fJon oof the diot

A rien 011 dncugnt outy bl
srobion dretuactri §
bov lopmernt of the arcua, and
propering b lr ovn region.l ir
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ti1.:1.y, car other developing arcas
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gTation schemes loary anythirg from

le (e inon of the egpostent of the hegime for Irtcgration Indue-
brios cricinoted in the early fiftiece with UN Lconcmle Commission
fop Letin merics (5CLaY exports whe bad several obj-ctives in
mirnd: (o' to enecursge or induece the catablishrent or expansion of
trductrion wiich might roquire immediate fre . access to tie entire
repicnel market in crder to operste under reasonable ecoromic and

‘ sonditiches (b)) to premots the utilizatiorns-more ratioral
pugt = of svailavle eapital, technical skills and natur«l
1 {a) tc ensure that irdustrial developmen. is distributed

cquity thpeughout the reglon. oCLli techrnicians, without
the © wtrel american integraticn progromme would have
Cptet, weps dell aware ofbie Liztoriesl recoid of the intraw-
litical and o corcumic fights, sguabbles and frictiors after the

¢ odno openich colenial empire in th. eurly XX century, and
off rumerous orevicus atiempts to bring about some degree
~1 and e gonomie wnification into what for a short time, almu?
[ oyenon ugu, wWep one politiedd urit = the Central anerican Republices
fhey wer- pot lees swars of the lack of coonomic viability in terme of
wederrn coonomic development of the rive minuscule and vnderdeveloped
; reilaratle differcncec in per capite income ard rescurces *

p igneoriontod chorecter of five agrizul tural economien
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' st of the United Stutes, the mejor market for their

prinary produccs ond the major supplicr of th. corpumer ard investment
-

poodus th. jeck of scononic complemertarity if considered ir siatic and
not deve bopmontul termsy  and the abserce cf commercisl end firancial
linke 'ithan the arcne  rFinally, thiy cuspected and were afreid that
wikh the growth of trade in resporse 0 the progressive disappcarance
o iptpuesconal custom varricrs, sericus friections scull avrise in a long
wrerer the momter countrice Yooeouse of thres pesritle effects of
er. breds litorulimetion srogramnes {a) losscs of goverrment revenues
. por s ore volume of goode woull srter cuach country from the others
ooty eos Yoo tive impoet uper cxicting light consumers gonde ine-
bl ey g r v loped courtrics as they wousd hegrir, Lo face
fot oy rper v sl cralustriss in cobher member countrics, and
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few exicting irdustrial certers in the mere developed reputlics,
cffering better cxternal cconomies than the othors. In the winds .
of .CLk techricians and mere sephisiicated members of Central [
aAtmericar. political and ccernomic elites, pushed towards regioncl i
gconcmic coeperation bty the deterioruticr of traditicral export

seetor after the short-living interrational commodity marketc beem
durirg the Korsan war, the viability of the regicnal integration

scheme would have depended to a vory considerable extert uper. the
adequate solution of ore complicated but crucial protlem: finding

the way to distritute with relative equity the benefite and burdens

of econemic integratiorn amcng the prospective members of the Central
americanr common market. .

8¢ OSince the economiec of the . rea are by=-and-large frec-erterprise
economies and the local political elites have rather conservitive
cutlook, any attempt to introduce irn Certral ism rica in the late
fifties - whether on national or regional livel - planning or the

State ecoromic dirigisme would have amcunted to an exercise in futility,
Thus, & ccheme was thought out le.ving the existing productive facili-
tieg to their more or less spontanecus growth under the influence ¢f
market forcae, but openirg & way to a "rational allecation of rescurcos®
ir a new field of heavier and intermediute industries. Pecause of ‘he
cize of individual natioral markets, such manufacturing enterprises
were absent in Central smerica a decade age. Consequently, the 1998
.egime defined as 'integration industries' those which would "comprice
one or more plants which require access to tue Central american marketl
i order to operate urnder resasonably econcmic uand competitive condi-
tiors ever at minimum capacity". accordine to o rumber of subscquent
market surveys this defirition would apply to sueh industri.l brancheu,
as fertilizers, insccticides and furgicides; pharmeceuticul products;
tires and tubes; paint, varishes and dyesj gluso, plastic ard netal
containersy pulp and paper products, roiled stesly petroleum refining,
and artificial fibers, among others.

9« The Regime offered a number of berefits and protccticr to firmo
to be designated to operate as 'integruticr irdustrics's The firct and
foremost was ar immedicte free wccees to the vwhele Centrel Amoricarn
market, while similar products of other firms - enterirg the arca
afterwards vithout benefit of thic gspeciul sgreemont = would roceive
the same treatment only after torn years *hrough succeuuive graduni roe
ducticn of tariffe by 1C,. a year during the pericde becldes, arterpricg
desigrated as 'integraticn injdustrics' cidd orjey ample flocul ire o=
tives in the ccountrics whore they mieht iocide fe cotorlioh thomo Too
¢btuir. sutficlert cxtorral pretocticn to moks 00 protucths oot iy
with imperted gocls a0 d roceive pricmity uo cvippllors hoowovopenoo

ard other stute arercics ir tha

g
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Tie The devienation of un 'integration industry' would take fowm
S n pretoccl sigmed ard ratificd Ty gi& member countries. Such
yroteccl woula specify the locaticn £ the industry, the minimum
cupacity of the plant and the conditicas snder which additional
plavis would 'e distributed ir cace of a growing zonal demandy the
peality standerds of the products; the measures "Jeemed convenient
Yop the protection of consumcrs'; the regulaticns in regards to the

¥
participatici «f Centrel americawn capital and the heisht of the
comuon cxternal tariff to be set to protect each 'integration
industry's For ‘e purpose of equitable distribution of these ih=
juotrice ir the area it wac agreed that "the Contracting Dtates
sr: 11 rot award a secerd plant to any country urtil als the five
fertral american countries have teen ascigned a plart in conforwaity with
the protocol:". *

1le The initiative in respect to 'integration industries' weg to

coms from i. lividuale ¢r corporations and rot frow the governments

er regicral integration authcerities. Jheir application was to be
presentsi = with all pertinert infornaticrn - %0 the Secretariat of

the Cartral americar Lndustrial Integration Commission %0 be created
rder tre Central amerienn sccnomic Courcil, the top regicnal inte=
gration eye aAPpliveticrs weuld be acted upon through the sigrature
ff oy rrotooct orly after a fuvcurable techrical opinion were received
cither fron the Gentral auericar nesearch Institute for Irductry (ICLITI;
cr "from wny cther perscr. or body that Commission corsiders competent™s
Ten advice would have to cover all rajor technclegical and gachemic aue
pecte of cach project and, ir particular, the lcrnger-term rarket prospects

e oy % [ N R I L B « 1 T e | 5 e, - e 4D e
for ar drclustry applylrg fer Lho nug;mu*u ternefita.

Catline of the scheme makss it clear that acting upon the

¢ of 8074 advisers, the five Central smerican republics

it nivisweble to reserve the regioral market for gingle entere

sir inlustries for the purpese of aveiding situations,

reoming of sevorcl cmulleseale and higneccot plants

~ach othor ir 2 cnall regional murket and putting

ir chert supply (such ee capital, ckilled

4o urd technelogy  wonuld perpetuate the indus-

priaen an goprt

; 3
: isting in ligsht corsumer good fields. Further-
s it + thnroust opurnivyt the way tewards botn
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development poles, whioh in turn weuld attract anci’ lary industrics
ard rew tertiary activities $o sach membter courntry, Thug, glvern ro-
asonebly economic locaticn cf theze row industries in funeticn of
vasyirg ratural resourcer endovment, aveilability of labour and

technology, and the prireipls of multilateral negetintione on their
distritution, the @unger of industrial sg-lomeration and corcentratic
ir. come areas cculd te avoided, danger ever pres.nt under corditicts
of complete freedom of localizatior available to any industrial -
activity ready to eunter Cerntral americar markst, The clause of the
Regime, providirg in a uomewhat ctscured language, for imt*’wu‘w :
of 'integraticrn industries' by rcunds of negetistions took inte
accounts not ornly their potential offeot upon employmert ard iace
of each of the member courtri ¢ and future intrazcnal trade flov
high politicel prestige sttacued to irdustrializetior process in
any underdeveloped but bnt upon the Jevelorment society. Ina wa;f
the u@g‘im represerted an &ttampt to intmduee into th& area 4 m

pelitic&l conmder&tima. Its .vi!.& aim wagp ta M'oid pg;itlual
frictione which might surge if one or two countrigs, presumably
Guatemala ard .1 Salvador, were to become centers of regional indus
trial growth, leesving traditioral urivary activities to the 1%3%
developed members of the group - Hondur.s anc Hicaragua.

13+ The Regime clearly reflects a bslicf held uy the ma.;xe;r*ty 0%:
Latir americar economists and by Euli as well thit a free ploy f*i
merket forces in the context of Jdeveloping countries can hardiy |
mote industrial development at a necessary speed and, besides, by
increasing the existing gaps in the developmert levels can bring
political complications. without dismissing the market m@uﬁﬁr&i&m&
ECLA experts tacught it advisable to cul ject them both ln en 4
Central american integretion schemes und in Latin americar f‘rﬁe r
agsociatior ¢stublished in 196U, with the participstiun of eigrnt Sewu
aAmericar. couitries and hexico, to a ceries of corrcetive measures in
forn of regulctiors, spseial concesciors, execeptions frem the traditic
free trade rules, etes In Centrol samerica a very detailed distribution
scheme for new industrial netivities withir the area had beer elaboruted
by ICié staff scmetire oefors the cultilateral Treaty kad been signed '
ir. 1958, Thkis scheme fell througn, hLiwever, becauss of tns inability
of the Certral Americarn governmernte at the time to agre=¢ upon its
detiils and not witkhout interfercnce of ratvicnal and Joreisr vosted
irterests. In consequence, the 1950 aprcement o the negime for ir-
togration Industries wos drefted in goneral termo ard in somewhat
obacure language and led iteelf irmediately to conflicting irterpres
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1. hern in late 19A1 informal regotiations cu the implemertaticr of
the nopime startod at the first meeting cir the gg_ggg‘uarking Group
or. irlistrial Develogment, neld 1n .aradud, sicuragua, the politice
of tre dictributior. of the integr.ticr irdusiries and rct ite
coorcomifc tecume the meln lssues ‘he purpese of the meeting was 1o
geleat the first round of integraticr irdustries and draw up recessary
protocclee i+h official delegaticns cf four cut of tive Certral
rericar. republics present (Guatemula, Horduras, .1 salvador and
hicaragua) ard ru practical sxperience aveilable from arnywhere, the
Tceting wac very much a trinl and error affeir. A tig step forward

oo with the amicuble preliminury selection by each country of cne
irtegration industry. Guatemsla chose the alrsady exlsting tire

and tute plant, ol Salvader - copper wire sxtrusion,Vicarazgua -

cauctic soda rd insecticides, and Honduras = & small ch:mical irdustry
projcet based on jirported tasic petrochemicale with an optior to sub=
avitute it within six montks with 2 glass contalrner plants Ir opinion
¢f some ohservers, the 1901 meeting of the ad Log Lorking Group
procesded with sorsiderable disregard for scoromics of industrializa=
tion. The gereral attitude seemed to te that if a government chose 3
particular integration industry upon prodding of prospective or actual
1ocal and foreign investors, then there woull be no lisouczion of the
wrisdom of the decision but orly cf details of *hc protocel to te signed
luirtly at a later date. Virtually no use was made of the existing
BClA irdustrial studies to relate individual projects to the needs of
the vegicn, except ir. a gense that each project obviously r.eeded ac.ons
to tne whole regioral market. Little attentior was given to the ’
ecoromics of location also and orly ore participating country pregsed

ir. vain for a general discussion of lorger-rur aims and objectives of the
Regime for Integraticn Industries,

15, The meeting showed, or the other hand, the preoccupation of the
member countries with the issue of foreign sapital's role in the
'irtegr.tion irdustries' ard with the principle of their eguitable
distritution throughout the ares. It became evidernt = ana confirmed
in the followirg yeors = thet the Central amcrican countries would
ipsiot on malorisy participation of the capital oiiginating in the
area in all new major manufacturirg enterprises and that the leaat
daveloped countries of the grouping would insist on the principle
of regotiutions by "rcunds", whereby each country would-receive the
similar rumber of projects. 1.e discussion Jisclosel also that the
Teen developed reputlics considered the equitable distribution in
terre of the oize of investment ipvolved in ewch project, & criterion
firrioult to Jdefend cn the basis »f economic anclysise Ir addition,

1v huo beccme evident that 'irtezration industries' would receive a
Cieb bovoloof pretection, folle ing demands from the interested investor

e

[oe  ror o nnyono ecgrizant of these first liscussicrs of the imple-




merntatior. of the .cgim: of Irtegratior Irinstrios it boctow cuit
obviocus thut the eccnomics of inductric] iracgraticn were clorely
intertvinel with the politics of e¢rcromic cooperution and that any
attempt to divorce traom might put heavy ztrair on *he orierly furcticr=
ing of the Central american commor. market scheme.

1€ The Regime did not, howsver, make spectacular heaiway 1 e
following years. aslthough tue first protocol sigred hy five guvern-
merts in 1963 declared a tire and tube plant in Cuatemale and a
caustic soda and irsecticide plant in ilicarugua, as the first
Central American 'integration industries', two years later in the fall
of 1965, the protocol has still to be ratified by ore of the five mer=
ber countries - Hondurzs., Some progreecs towards its ertry into
force has been made ty the recent assignment to that country of the
flat glass industry project and the signature of the corresponding

‘i; protocol at the Fifth lieeting of the Central american Ecoromic Courcil,
held in November 1965 in San bslvador. The decision to assign to
Costa kica erother tire and tube plant continues to be the matter
of controversy and .1 Salvador gave up its insignificant metallurriesal
industry project.

17¢ On the other hard, in 19€; the signatories of the Regime for
Integration Industries created arother regional industriul ,romction
mecharism partly contradictory to the Regime itself and called &
special system for poomotion of new productive activities. It provides
for periedical joint elaboration of 1ist of rew Central Americar manue
factures tc be granted special tariff protection ir the area from the
moment they supply at least 507 of the regioral demand. The twe ligte
approved betwesn 1963 and 19€5 include, amcap others certair glass
products, electric bulbs, sanitary paper arnd sulphuric acides The rew
gcheme aims at eliminating moropolistic implications of the 1958 ine
dustrial agreement, but its perfermance is hardly more impressive than
that of the 1958 Regime.

18. The failure until the present date of the Regime for Integration
Industries to act as dynumic factor in the Cerntr.l americar cconomic
integration process hac been (dmitted by cne of the leading 5CLA experts
in the regicnal ecoromic affairs, Carlos M. Castillo, who rnevertheless
defends a thesis that the achievement of the balanced repional industrial
growth through a joint development prlicy represents the basic pre-
condition of the success of the Centrul American common market. asccording
to Castillo, various instruments inccrporat.d in a series of regioral
integration mechanisms, ircluding the 'irtegration industriec' regime -
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19e 1he wogerce of a worsing consersus tn %l.e area in respect to the
hegime for Integretion Trdustries reflects . some Way the inability

of the Cerntral .merican countriss to chenge the ir.iustrial structurs

iy, the ares and to paos from the stage of light cornsumer commoditics

te tpat of industrial complexes producing coxtuin Leavier manufacturese
This phencmenon, in turr, can harily be explained by the size ¢f the
newly emerged market ard the iravailability of factors of production,
cxcept tec.nology. Thug, the persistence of the traditionsl irdustrial
gtructure is protably due rnct ony t¢ striotly ecoromic factors but

to the scciowpolitical conditions within and cutside the area &@s welle

00e The Certrel american hegime for Irtegration Irdustries has been
gubject to a dstailed critigue on sconomic analysis, regiorel welfare
ard privete investors pelicy grourds by many outaiders, including the
4§ wid spercies operating in the arcas The main courter=argunents
cer.ter around its allegedly brinsing urcertainties among potential
investers which inhibit irdustrisl investmernt in the arca and thus
retard econ.mic growth; the arbitrary precess of desigrating "integra=-
tior irdustries" irnvolving & clear dargsr of political favouritism;
the moropolistic implicwtions ef the pcheme; 1te gsuperfluity in viev
of the parallel existerce of the Centrzl smericar. bark for Teonomic
Irntegratior and of uriferm t&X ingentives, supposedly eacier to ade
miricter thar the industrial regime ivself, and, finally, its inter=
f.porae with the "dceisior of the market place".5

4/ castillo, Carlos i = Crouth Srs IBLSAE
{urpublishel maruscripl)e. .exico, 19

-/ . - . . N . : A
f/ A1l "Commente on the negifc of integraticn lndustries cof the
Certral americar. COLMOL L orket"s  ( ashirgton, august, 1963)

iy £
LANC Ui Ge

|
|
|
|




2le At @ scmewhot higher lovel of o pulstication, the . mime for
Irtegration Irdustries nas toer criticized bocuuse of 1t busio
asgumption thut ‘he ecoromics of scule ars Jecinive for the lnduie
trializatior of the developin~ ceuntries ir view of the Snertaso

of capital and of the effect of thesc geornomies of soale on wit ooty
and prices. It was alleged that .nder monopolictic or oligopclistio
cenditions, fomented by the Regime, prices would ke fixed ir reluticon

to available tariff protectior. ard not or the bacis of ecosts and cone
sequently ro incresse ir the consumer welfure could be expecteds Core
trarywise, wun alterrctive policy of' a free entry of uny inductrial firm
into Certral American liarket togetiier with a Jednt effort te build

Up & regioral infrastructure would give = it was sustained miel
better developmertal and welfare results, Suek policy would eliminate
the danger of 'udministered prices' and permit new productive faeilities
to take a full adventage of external economies orcated b ar expanisd
transportation notwork, a regional electric power grid, fr<e flow of
ekilled labour, more advanced finaneial cervicee, etc.é/

22¢ In view of the extreu-ly limited progreoe of the Regime for [r-
tegrition Industiies, & discussion of the relative advantages of
economies of scale and external economies in a Central rmericun ine
tegration programme remains a purely academic exercise. There iz ro
evidence available that the Kegime kept away potentiul investors ror
that it did not permit actual industrial investors to take advantae:
of externzl ecoromies emerging from the public investment in infro-
structure ir each member country and on the regicnal level., The fuot
remaino that the industrialization pattarns hardly changed irn Central
hmerica tetweer 1958 and 1965.

23¢ As far as the Kegime ituolf is concerned the available irnfope
mation strongly intimatss that the Us3. regutive attitude ip partly
responsible for its failure to take off, It is known, for sxample,
that the US Government, which started in 1960 comtitting considerabls
aid resources to the Central american ecoromie integration prograamc =
both directly through the agency for Internctioral Levelopmuant and by
iosns to the CAPEIl = 4id rot iimit itself to disapproval of the nchomes

§/ Jogeph Pircus "algunos sfectos le la irtegraciem ¢econcmica
centroamericara er lcs precios Je corsume™ (Some offect: of
the Central american Integreticrn on the Corsumer rices!,
July 1962, (mimeogrs )

[ 2
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According tu a good authority with 1irect access t¢ the US fereign ald

ayencics =

"hoth the Int.reamericar. Develorment Fank Cpartly finarced
with U3 merey | and the hgercy for Interrational Tevelopment
nave refused the uce of their furds 1l-aned to the Central
American Bark for .conomic Integration for loans to firms
designoted as "integration 1 Jdustries" and, therefore, given
pr@ferengial treatment within the Central american Commer.
f;:fiarket"«

24 COuch strong US opposition to the Regime is explained by the
rejection by the US Department of Jus.ice of its monopoly clausesy

the regative attitudes of some US corporatiorne whether with er.terw
prives in the region or congiderirg setting up new industrial ventures
in the area; and the fear of the US lepartment of State of difficul=
tics with the foreign aid progremme in the US Congress in case US
pubsic funds were used to finang a scheme clearly interfering with
the t'ree enterprise philcsupﬁej 1t would te too simple, however 1o
plame for the failure of %he Regime the US pelicy of denial of finar=
cial resources for ite implementaticns

naymord Fe Ex{;ikeael}., » xterral Financing and latin amsrican
Integratien™ in i'e S. -donezek (ed), Latin american I onomi
Intcgration, Hew York, Frederick a4, Praegery 1ncs 196

§/ Cochrane, James D "US attitudes Towards Central American

" Beonomic Integration”, Inter-American Economic Af rg (Wnsh=
1gtor, Detie) Vol 18, No. 2 Autumn 1964. In respect to the
second poirt Cochrane wrote that ".lthougl there 18 nc evidence
thet UD inveostors have expressed any disapproval of 'integrated
Lndustries! to goverrment officials, it is quite possible that
thic hos reer. privately expresseds The fact that 'integrated
irdvstrica' has several features which might be objectionable
ey 1 jnvestors may, even in tre abscr.ce of over prefsurcs,
rave ntluenced the pocition taken by the United States
covertmontte op cif. be 34




25 assuming the political and e corcmic weight carried Yy the
Jrited States in Central wmerica, ore might expect in the 1istt of
the UY negative attitudec the hegime's complete disappesrurce from
Liw 8cenes  But the kegime d.1 rnot wither Awlye sn explavrtion thot

t was kept alive but dormunt by the Certral Amer:icar rejublicn to
please its authors, ZCLA experts, on the one kand, arnd to demorstrate
independence from the external pressures, or the other, looks very
ingenious but far from convincing.2/ It is more probable that some
kind of silent agrcement has been reuched tetveern Central nmerican
countries and EClA experts thut, however tadly-designed or wrongly-
timed the Regime for Intcgration Industries might huve been in 1998,
it could become in the future a useful industrializaticr instrument.
‘ith the progress of regional cooperation in non=industrial fieldy,

it seems that a growing number of Central americars is goming around
to the iCLA position thut btalanced growth and equitable distributice
of industrialization benefite would in a long run - cnce the intensive
industrialization programme is underway - represent the best guarurtee
against the disruption of the integration process by coalitions of
domestic and foreign vested eccnomic interests in each country, taking
strorgly 'nationalistic' line, and trying to get the lion's share of
the common market benefits at the neighbours cost,

26 1In the retrospect, it seems thet the kepime was not too well
designed and wrongly timed for reasons beyond cortrol of ito authore.
Since no other similar experienc:-s were availatle e¢lsewhere, it wac
X an experimental exercise. The mair weaknesses of the scheme consiot
of the passive role it ascribed to ihe commen market authorities ir.
designating "irntegrutiorn industries", its cumbersome procedures ard
ite limiting = in f.ot if not in word = the coneapt of intogr-.ion
industries to single enterprises unrelated to the global industriali-
‘ zation necds of the area. bBut these weaknesses reflected cnly the
f . actual stuge of Central americar industrializatior prucess at the time

9/ This explanation is offered by James L. Cochrane in another
essay "Central nmerican .conomic Integration: The 'Integrated
Industries' Scheme". Inter-American .ecnomic Aftuirs (Wsshingtorn
DaCo) Vol. 19 Ho. 2. Autumrn 1965 ps 10
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11, su.ck in the late T iftics 1ot still a very preearious

her th interested gfvern erte, as the 1961 meeting of the

ing Opoup of Lrdustrisl ;;valepmért clearly demonstrated,
anLicrotood clearly what the uéﬂEf 1 I'reaty and the Regime for Integraticn
Lrodustriss trisd to achleve 1r the irdustrial field and now the pro=-
Juotive gtrue ¢f the region W@u;i pe affected by a relatively
popii Srude liburalicaticns ihis explaire the chcosing at pandom
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Cortral americar 52er Vie ot ing thet noteonn otvl D dornant, ti
rovised ard saparndesd soh mo Tay fo oo woefal ormooos ol nopuring b

balanced developmert off drtormodiat. =t onpdtal ooods industri. -
capable of cupplying the regiornal merket ~1th incuto
from the cutside world are (imited by Cuntr;i afn
import capacitye. It m.y us + 11 be aloo that the M, Suntoinibe
a specific sluuse in roopeet o the participition of domcetis and
gioral ocapital 1n the "intore Coon dndustrioa’, ‘o the enly mochonion
able to dispel gZroving precocigetion = both in the public and privatu
gectore of Certrul smerica = sboud the undii. ghare ol bonefits from the
integratiorn falling into the aarnds of foreier irdustrial entorpriscs.
Parsdexically, this preoceup.tion io the result of the Uentral amoricin
economic growth registared alter 1988 and of the emersence of the new
domestic entrepronsur groups in ruvspors: to the socioepelitical

chi nve cparked by the integration movement.

whiege lrporto

S

28, These -roups with access tu capitel resources previcugly tronge
fermdabread or invested in lard carrot, however, by uny meuns mateh
firancial and teehnclogical rssources available to large interratioual
corporations, erntering the petertial market similur in size o thot

of the mildlsesivzed Latin american republics such as Colombiu, Chile
and Vén@zuela.kéf Althougt. during the Tirst stuge of irtegruition, the
tforges of the market place! worked lurgely in favour of forelgr
manufucturing c¢nterprisces, leuding to groving frictions ornd the appear=
ance of Central smericar eeonomic rnationalism, they had a concideralble
demorstration cfcet upon Central ameprican entireprencurse Nov, wher
the process of regioral import substitution in lieht concumer irduige
tries is coming to ar ernd, both domestic and foreign caplial sturt come
petirg for industrisl op ortunities in the field which would elsarly
tall urder the hepim: for 'Integraticn induatrics's 1f the scheme

were adjusted to rev corditicue, were bo roceive technienl support

fpem the recional industricl rescarch oiitute in the form of wallm
claboreted conercte prejoets linked wich rutional irduetrialicstion
plans and attractive in emen particulur cuse to groups of irvators
from v.ricug Certral am riesr countries, the governverto of Yhe po-

11/ For the analyeis of probloms arisins from the elosh rot cen
Latir, spericsr. wcornomie nutiornsiion oo peire wituir
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gilor mivkt o cur.:,ii;- ereir Jukewerm attitudes ard start rogotiatir
iiotritutior of suck projects throughout the common markets In :n:
Casevy ReZOLlALICRD wc,ui cover not o in the past individual plont
(1 rerpirol importance for the regicnili industrializatlor, but lur-
ger industrial projects douﬁ:ly firznced by Central amorican criPue
[Tercurs wrhu meant to reest.tlish scme equilibriuc in the srea butwon
rosicrel ond extruesoral capital wni at the same tim. iistritute Whese
5o jor projects among all member countriese Jhe fact Whutd Lalll tom
g-thor with Culil Orgariged in ail-19c“ the first regicral meeting

on invectment epporturities, poirtirg out the economie feazibility

¢f wome 7C rew irdustrial projeste, suggeats thet the negime flor
Irtegration Industriec may face a cnancs of an sarly revivial, if
aduguately r visede

"‘“ﬁ
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29e The scocrd case throwing a corsiderable light upon difficulties
of multilutoral arrangements prcvid*ng fer equitable distribution of
benofits ard burdens of a rogicnal econemic integraticer scheme in the
contoxt of the develeping ceuntricz is that of the stillebtorn
hampalu=ibale agroement, regotiated by the three members of the “ast
Africar. Commor. tarket (Kenya, Uganda and Tarzania' between april 1564
and J -uary 1965. slthough the agroement huay never entsrel into force
ard or 'y itg prinaipal poirts have besn made putlic efficially by the

Tarzenia . irister of Finance in uidml}ég,la/emugb ig krown about tnis
me oand *m u*se, uept levelopments to warrant a Jetuiled discussion of
reunons for it ailure.

t&
W, 1% is rot any accident thet negotistions leading to the Kampala=
whale aspoeotent otarted almesh immedistely after the lust British 7
t,r*m,‘.,ri; ir. hast afriza, Kenya, got independsnce in Lscember 1961, ﬁ
&0 the volumirous literature on trisls and tribulstione ¢f the .ast '

JENANY Tese ¢ ©leaos of the Targaryika digh Commizsior ir Lerder,

l::, lgta; - "_xtract frem the Budget Jpesch ©f the dorne
i i;;t:;r of Fincnce, delivered to the lational
Ju,.lu-‘,.urt acoorily Lir Tapessesalawm] on the 10ta of Jure,
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african Commen larkst, estatiiched ir fhe tvorti. o, swme ota
the rust African =lites, eritish sivil ot dr lact AFP o

~ Y L aerd s T : ) . : " .
Somuern Sorvice Orgaricutiorn (BASCO  ard lnt maticrnel Cqperte
isalors visitirg  the regior with erevirng v oguon

vieney inothe peuwt e
period have beer in apre-ment sincs long tire wre or twe myior

poirtor  (a) thot Aifflcercon betwesr the dove inpront love |
three fermer torritorice wore rot orly conviderable cut ere
cteadily irereasing, ard (b thet the dictritutior of gains from the
commor. market arrangement wes neavily welsntod i Yuvour of the moot
developed member - Kenysn. Horo the corsercus of opinions smone < xperts
within ard without the .cet african Commor harket countries ended,
because no gercrally acceptabtle messure of the distritution of gaina

in an ecoromic integratior schewe has beorn claberated ac yot and the
traditional wiy of neasurirg berefits or losoes from irtegration oxe
clusively by the tr de flows has gsericus theoretical shortoomings.

Three slternative ard divergent epiniore in respect te the past Africar
Common Market results carn be digcerred: !a) Kerys has been the greatest
ret bern ficiary of the urion, but %he cther twe countries gzot aloo come
berefite « although much smaller and psrhaps margiral - frer the varticie
patior. ir the arrangement, sainly throust the spr-ad affect of the acrya
irdustrializatior in the leus develened neighbours, their accoso to the
Kerya's growing market for certair primary guods and external ;'nnthég
offered to Uganda ard Tancania through ‘oint commor morket suerviced
fields such as trarsportation and communicatiorns;td/(t) i« r;a b
the greatest bereficiary, Uganda has or talance Viiﬁ&i rethor thar, lost
and Tanganyika hac guffered slight petf logej 1Y and Tol derya goined
frow the common narkets ot the coet of its much poorer n4%a¥bcur“.

1}/ Benton Fe Fassell in ris jagt-africar .coromic Union: an
valustior and Scme Implicutior. for clicy {;és Hand Corporationy
Janta ionica, Califorria, .ecember 19€3) seems to lean tovards
this secuocl of thought, althiough ke stateo azlec that "it io rnot
poeaible to determine whether Uganda arnd Targanyika are mads
tetter or worse off as a recult of economic urion™. p. 9€,

lé/ Tharsn Shai « "Tervitorial Jdistribution of Horefits and Cootn

£
of the cast african Customs Uri.rn" (Kampala, 1J61 .,
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ctipct evaluoticrs of tho dictrivuiior of terefits
i scoromic integration programme link the UReVef
A ed ef tiis ii-tricution to the advartages of senya in puspect
t the Geention ¢f rnev industrial activities, advantage gaired lLecsuse
¢ ish secrncmie polieies in Last africe in the colorial pericde
A paper written i 1963 ty s Ugandan ccorcrist, urawars of protlems
wiioh faced dold coonomists attempting tc tuild a viable commer
murke s i Oentral america at the same time, cortuins a paragraph degerie
tirg succinetly the rature of the difficultiec aricirg in both areas:
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The location of industry is Jeteruirsd
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v soonemic cverhcuds = clsctric power, barkirg commercial
. firarciel services. Ir cencral, arcas which are relatively
c e
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Office scorcrmic ard Fiscal Commissicor for past nfricag*é/ the three
goverrmerts made immediately after the British withdrawal-a gsericus
attempt to estatlish a new framework attenuating pclitical and economic
frictions inherited from the colonial past. The Kampala scheme, as oube
sequertly revised and approved in Mbale in Jeruary 1965 by the heads of
state of the three nations, = after nine months of 3ifficult negotia-
tiors = provided for dealing with the inequitable distribution of gains
from the commor market - as reflected in intra-territorial tred
jmbalances - through an surly implementation of five measures:

a) iomediate action with respect to certain ‘ntey-territorially
connected enterprises aimed at their shifting yreductive
activities ir such a way @& to increase production ir a
deficit country and thereby reduce imports from a surplus
country's ]

b) agreemert as to the immediate allocation of car%aiﬁfﬁggﬁﬁf'g
irdustrial projecte; ' et

¢) application of a system of quotas and suspsnded quotas Ll
wherebty exports from surplus countries would be progrecsively
reducaed, &nd local production increased in the deficit coun=
tries according to the building up of the productive capacity
of the deficit countrys

4) ircreased sales from a country in deficit to e country in
gurpluag and o

¢) early sgreement within the .ast ifrican Commor larket on &
system of incentives snd equitable allocation of future in=
dustrial sctivities amorg the three countriese R

1§/ Cre might still defend such redistribuiion wechanism by wreuing
that Reisman Ccmmigsion proposals were not dictributive ggggggy
But the problem still dosc rot disappear on 1wo gounnds: 1) Tiseal
reverue compensation proposals address themselves rainly to the
igsue of ret gains ard lossec from the customs procecds from the
foreigr. trade of the area urder conditiors of intra-trode liber-
alizationy 2 assumirg that a formula rerc found to meleure
cerractly all gains arnd locser from arn intugratior ochoeme, 1t
would be difficult to ervisage as politicaliy palut rle rob transe

T
fr of aid for developrent frow die underdevelopod tut rolatively
hetter off country to arothcr morc urderdeveln » 4 for the sake
¢f protatle, tut rot certain, future guins lrow irbogrution ver
all partico corcerncd.
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Lo dra.ctrialopro wcto ty cach zaaber countrye chus, i res-
rodiny e Hire 'o the root of ta¢ area of certair [irms
i i L1 ceurtry lecigarattes,

i agseod to promote sklft
cecaus: of that country's

't persussive action was
Immediate allocution ¢f
i’ic;;clﬁ narufacture, electric
*’trcg&r.cm f@r?ilivcrs and

g . !
msmt*ial uicmsmg prdu ar‘ce"l/ l}
s firm opercting ir the agreed '
: maruficture of aluminium cheete anid
?%m*,f ard parte productions Uganda
roduction of bicycles and fertilizers

al Lieercing Jrdinance was introduced in the
ricar territories in 1948 for the purpose of
¢ orderly establichment and setting up of new
Muhw,ﬂ g to the teot advuntage of ast africs as a whole
vmu g:mulrg pretecticn t¢ consumers and workers" (Part II,
00, according te orne source"ee.eothe industrial
Ligersings cystem rapidly became 4 means for preventing competi-
sicn (from Lganda and Tanganyika | with plarte already eetablished
tn Fenyaand"not unnatursily, the latter two countries became
arwilling to sgree to the additiorn of ary rew industries to the
licersing schedule under such corditions", Uidney Dell, Trade
“locs and Common harkets, Hew York, Alfred o, Knopf. 1963,
5. OiR,  (hic naioman Cormicsion concluded thut ty 196C the
syetem corved very little usceful purpose in relaticr to in-

iustrial development of wact africa 8s & wholo.




N

ard neryc wes left  ith the rarufacture ¢f z2l=actric 1immt bulbo wri
pessikliy reor arnd flucrescernt tabtecs rirally, it was coreci bt th
pretlem of future allccation cf irdustry ard difrferertial incertiv
for rew irdustrial ac ivities will Le studield b, 1 repicral comnitt-o
cf irdustrial experts. This committse woulld draw liste ¢f "™ act africun
irdustries" accordirg tc cre of two alternctive defiriticne of thcir
economic feasibility: 'a) only if a given irdustry weuld have hui
access to the entire regional markst gr ( Voorly if it would nave nesdel
access t¢ & market larzer than that of any one couniry in Bast Africa.
hen examinirg a possible distributicn of these regional industrics,
particular regard was expected tc be given also the reed fer an equitable
distribution within the regior. and the concrete industrial locaticn of
new projects,

34, In the fall of 1965, less than a ycar after the revieed vargion of
the Kampala Agreement had teen approved in lbale, the echeme has already
been considered in Last africa a dead letter. _vents ir each of the three
countries have overtaken the interested parties in this particul r issue
and in fast, the whole future of the Zast african Common harket hecame
highly doubtful inspite of & series cf joint efforts tc save at least

ite backbore - mscﬁ.lél

35« The difficulties in implementing the Kampala Agreenent arose

from she day of its sigrature and reflect the interpylay of mary intemsl
ard external factors. The sgreement represented a considerabdle immediate
saorifice on the part of ferya and it was signed ty thet country urder
the understanding that not only the .ast african Commer ierkKet and
BASCO will continue but, in particular, that there will continue t¢ ee
a common sirgle currency ir the area. The _&st african Currency board,
supposed to be cornversed into a single cerntral bank for the thrse
gourtries 8t an early dete, actually dieappeared from the scere irn the
spring of 1965 by a urilateral step of Tanzania tc¢ eat.tlish its own
state bark in charge ¢f currency icsue and separate meretary policy,
what led, in turn, to a deoision of the two remaining countriss t¢

1%/ In the esrly rall of 1965 the BADCC Authority decided to sge
tablish 8 commission comprising three high officisls from each
country and an independent chairmar t¢ irquire intc wayse and
mewne O salvagirg the common market and preservirng regioral
coutor, services, Th: commission is t¢ report to the three
governments by liay 1, 19€6,
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. . viy s of mary v Loty loadirng to the progressive
foc o plopit Lo, o rerlirag solnenle COCELTratiore Snortly aftir the
crinln st 0 hod teur oot owo s torore 1t oratification (wrieh
PoveT tock phorol nerya onidotersily oitharer (ta origlr al zapproval
Cooallocete te {urcaria arn sutenctiie atoembly plart ag g Jonscguenco
ey from - group o loeual ard fereidn imre:ftcr 1
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vro berritorye  sbis relatively omall lreident foreed

w revised list cf allcocated
suntricay ir oote ir i bitterrese into lLernyaelanzaria

relutions arl was larrely respersitle for Tanzania's putting into motion

inomli=10F5 of the cecond part of the Lampala agresrent providing for

xhr impesition of quete reutr.ctiors in cune of persistent trade ifw

Iy
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tuliaree ity otner man courtrice ¢f the Bast african Cowmor llarkets
g ;;:1: LT Lmbelanee ed te re eured 'ty the switeh of gome pro-

Tootiv wotivitice hy enterprises =ith plants in varicus last sirican
conrtrics ard by the orderily implementation of the agresmert on alloca=
ﬁ‘iuﬁ CF re et jndustrics.  Oince rone of these twe gehemes started
workire irmedintely, the pottorns of trade hardl- chunged in the past
twe years, irereasing grievances ¢f Parzania and Uganda. The ceriouse
san of tho situction frem the viewpeint of the whele future of the Tast
Afriean Cermor market oculd herdly te described better than i the
following trief repert writt.r in early august 1965 from lareegesalaam
by arn nul Lside observers

Irosident Wyerers wxiglm ined vhy Jarzania hed found it necessury
Lo v Ja trictions or. Kernya. Jpeaking at the opening
sousion of tzu\, Cu tral Legislative noeembly he ssid Shat
;a:@:aria @} waited, wl owing the Kampala sgreemert last year,
{ t autior bty *he taree .ast safricar Soverrmerts.

rtification fanz&.r‘i"ﬂ felt
£ har owr, tiough in
: ir. Kampales 1t therefore
Wwtan on cosrtalin heryz imports with
their product.on in Janzaniu. This
i *&k*‘ ng orly t very minimug
£

radloation

s : : sorative for her own develope
‘perident dyerere said that zt wag importznt te realize

4 it tih guetzs cut imports trom Kenys by 43 much as
milidicn pournd sterling J.rz.v&’i.s«{-}r whick wos unlikely, Tarnzani a
Wl ool e tne Duprect retioral dmperted of Sirye tm&mﬁi &

(2] =
beoih vt o eenya™ o on ocurl. from LLre e gisnr
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JOr whirs of
F2CT LaEd
chtruct forelign
simeel Ay corditione ard te find cuteide
rer tte.r Fv:ﬁg‘:i‘ﬁh’f T4 LI returing output.
noesrly 1305, ‘ft“ fus ‘r,ya mm;w« ' vapd o Forelsn investmernt proe
iy WhC : , zw axcfsl il By any othoe
foreign capital both from sterlin
f‘?‘fﬁlﬂc}.%a aTELE 1 o oothers, towrist faellities
ﬁ; agricuitx el machinery irndustry and alike. ég
systen for fopslign-owned ventureés have besr get
up at “hx.. iznya T.E’@u,t%l*}’}, guggesting that any rogional agrsement on
unifors tax incentives ls presen tiy turtier away then at any time in
the past., Uganda on ito part "amid the growing deterioraticn of the
tast sfrican Commor wmarket...has begun to look elesvwhere 'n Africa fe
poople tou do businsss With";’i?ax*’i ite Government wes reported to order
the ldnistry of Commerce and lndustry bo crganize trade +ossions to
Rwanda, bumméi, Conge anl udan to fire new outivve for Uparnda's
growing industries in the viow trade pestricticons beleg progres
izposed by Tangasnia. Jhus, the srowing coordinstion of
gconomico pelicies and of the atre g of dmetatatioral links sed
regional suthoritics implied ir ary dyrusic common moreet arrangoment,
ang witheoses the progressive disinteg wtlon of the only scpneme of thet
gort @%rhic?*z ingpite of its shorteomings fuwctiornsd in africa for some
forty years.
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. Ll Canmpale acoresmert dimensirates that inousbtrlac-
. Loroopolloy o Lder somtair ceraitiono couwld e the groaton!
poetentanl Gpoo Cf LQCuGile Aard sColal FLIns Fron clcve Huet arrioun
Sy orntl r, focune LtLin thc cxtronely chort time the moot impertant
Cres O ooc. orae Sereicrs within vhe resion and may lead voor. L0 &

Piargtion of the .ush alrlioarn Cenmor. . arket, sutstituted ry throo
Wi, ey e Cightour” lmport cubstituticn. policies which will ir a
ler, or ran orly lrcorsaus the anviability of three coorcmics involvods
; o by experi ne.o of cmaller Latir americur. ropublics with a
Tovel of reverull development cimiler to that of < ach »of the throe
wast africar repablics, they have about fivemyears time, 4f fieally
soeide te Mwo it oalers'y to reach the 3tage ir, vhich ro additioral
ituticr ¢f imperte vill e foasitle, irdeperdently cf all pocsible

cat.enal tax irccontive laws aimed at attracting foreigr invegtmert

: Lfferte to ¥ird cutsile cutlets for their ranufacturing oute
soee rot only for Tanrania snd Uganda bub for enyn as well,

U e

1

[ee

pute 1ie

wnich Tecmuse of the common market srrargsments hae moved ahead of the
two cther courntrizs, by asccounting in 1962 for seme 45, of manufacturing
et POy e e revion, UL of gross product in the irdugtrial activie
tioe and cvar 75, of interterriterial exports of ncrefood manufactures.

v -

pepesc it e ctvious that denya was the biggest gairer from the regional

arrargerent, the breakeup of the cemmon market will inexoratly mske all
thres courtrics nob lesers ir a rev situstion and will retard their
raticnal econcmic development =hich would have beer possible only
thro.  poising dranctioally total investment in the regiorn.

B Stheut forgettirg political difficultics between the three meme
ropr o1 the nast Africarn Cowmon uarket after the indsperdence, which
have i part their rcots in the three distinet political and eeoncmic
policico fellowed in the ares by the sclonial authorities 1r the pre-
Lrde pendonee doys, cne i foreed to cornclade that the major rewsor

v 4he sistritutiorn of industrial projects apd the
ont imtalapces in visitle intrasterriterial tralce
ticr of queta aystems applicable to imports froem
seantrice was probably considered by the largsst
it scuntry - lanzariseas the orly weaper at its dispossl
s GICS ACLYG Cprircipally’ teo abide t¢ the terms of the sgreement,
cio lirk vas magcl or a wrong assamption th.t the listribution of

v otpdactpis s metivities i1l immediutely rpesul® in the radical charnge
gttt orps and rlows of trade. The obvious lag between the
sisier to allecate the majority of new plante or brar.ches of existing
ceopprie oot the loss develepsd memters of the commor. market and the
lag whick in ary pert of tho world

e re bl Tlows, i

it vorel ooars, ves ooviously iisrerardet and, ccnacquently,
! . v atpese in ratusl cconomic relsvicns, the restrice

L3

tvo Kempala agreement vwus the faot that 14 cstabliched




tive orodonot cpnnooye purb of Yo omeoor o lon o wes pat o lrte o o i,
RERETR e - - e n . " v
Jviny ke odsonators ot the Kunpuln aeroole ot ot e worad of

€ hd

prositl. woepldn - ivterberritoriul ‘rade dntalavess siminiohed e -
wnat buat oat Lo et ot Dto overall decline whbilo no tore

aceslerated regiornl i:’vl'm,m'ﬂlzutbr ucecriasd te the recior., patover
immediate pulins such levelopmernt mient have brought o Luar i
Jranda tv "Qrull’.g‘ some irdustries 4o costublion themosei¥Vas in thelr
resgective territorics, it r~ oalted, in fuet, orly i the cutotitatlorn
of th=ir imports frum the oot o f Last africa irvtead of fostering fie
regloral substitutiorn of Lmioets from the rect of a8t africa inctaud
of fozterirg the regicrnal subutitutior of imports frow the roet uf the
werld, a ;r.m&":y objeetive of any coononmic lrtegration schome une v tuken
ir. the cortext of tho urlordeveleopnert for the purpose of Anduptrianlie
zations
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39, The additicral reasons for th: fuilure of the humpals Agresment
were the inavcvility of the irterested partice to incorporate in it

any instruments of regional industrializuatich pelicy other thar licerse
ing arrangements. Ouch petential inetrurente irclude {a) close cooperue
tien in the field of buildirg up the infrastructure cenducive to
goonomic and industrial irtegraticni (b} strepgthening of the alrcady
available wmecharnior for ccnsultaticre among the firance wiristers in
respect to industrial tax incentivees (¢ formal sgreemert or uniferw
customs protecticn for rew enterprises considered as 'regicnal
irdustries's and (4) agreemert cn the role of the ratioral stateecwned
development corporations in respect to regicnal irdustrizl projectaos

In these matters, at least, inspite of its forty-years of existence,
the umet Africar Commor urket seems to be much behird the Certral
americar. integratior scheme set~up lese than & decade ago.

4U¢ The final weakress of the Tampala agreemernt originates not from
national ecoromic policies of the v gratery goveruments btut frow
international conditions under which at present the undepdoveicped
geuhtries -« Jeintly or individuslly = try to implement their indvetrial-
igatiorn policies and prograsmes., Uinee the exporters froe the induge
trial countries to the underdeveloped regions in africa and eisewhers

are covered Yy their ovr governments against any kind of risks involving
their sales of the most literally defined capital goods, a growing
competitior. for external markets develops with very Iittle regurd for
viability of the developirg scenomies. In the faee of incressing
barriers o tralitional exporis of cunsumer goods, reflscting industrisl-
ization ambitions of the rnewly indeperdent countriss of Alfrice, the
manufacturing ard commercial intersste of the wivanced countrice are
willirg ard rsady te Jump these barriers in ons of wwe wuyst oither "
by setting up prcdu':*i},*ﬁ. Yacilities whanever chough protaution o
cffered or bty ss1lin eguipent tc Ei‘:f’;%—z, natuf L s tUre T Or et ionss
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Gle The foilures of the ceptral american hegime for Integration industries
wrd of the Kampila sgreement on regl ioral licer.sing of industrics poirnt
prac f1a41 dlff*“wstv o elakorete and implemant a scheme

: and e concrically viable distribution cf ine
among {ur urderdeviloped garilsipan*s of & regional iu=
grinwipa asor. of the Central amerigarn end the
Vo othe 4 5*“12u*1un of terafito
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et rtooration o Prectroas COLE, & cuctoms uniorn or &
SORELY L, upno* be 1o f% to the free play 0” merket farafy a8 they

Lo oot ryorat s o fTistently irnoan spderdovilape d enviponmant p) the
Cpitatle dlotpitition o rew jnductrice carnct U atiaﬁptﬂﬁ in lseciation

Gt ion, Lootitutioral woskrnosoon pY coert in the underdevsloped areas
of skilled adminiztrative and entreprensurial
teo cuck senfideree in the full-scale re; gioral
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Csercule [loneioe or buo the parmonisatlon ¢f rational Au14uurial pelicies,

Syt owws ooy ok oteop iy africs, asls Or Lotin americas, notional develop=

rernt plu 1ot rnly oB yﬁggr ard ratioral industrial polia s2 anount to a
e of Crovisations impesed upon the wovernments by domestic Aifficulties
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atin, amerion, botn mividn riinescoarntricg PSS Y R S R

sIenemic fatauuipz sr.d the povlr of wveg
Vat
i i
zuch urmallesr fentral mmarican Commer carget, e oconomic integrition

frutel ip

ameurnts te & slevw, nempiieatsd ard pairnctakine orocecs f building up
Step by otep regioncl ir-titutions and cooperntion mochanione und of
greatirg politiez] support beth in the putlic ar privaie cechors ir

the area Yo assure the functicning of sucenh multirationsl eecromic
AITEnZemeric.

43 The success of industrial intogratiorn would deperd, thus, to a
corpiderutle zxtent upcn the previocus emergence of an overall inctitue
tional Tramework, preferatly in a form of a customs urnicn, providicg
for gradual frezirg c¢f pract.cally =il trade = with poszinle specisl
regime for agricultural products = but not equating benefits of interra-
tior witih the balarce of trade flewe. he introductior of such cor=-
gept would tend te equilwrate the commercial irterchunge at the lowest
ard rot highest petential level ard eliminate lhe dynemic long=run
effect of regioral tesde on &evelcym&f.t grospeete ¢f the area.
assuming - what is doubtful - that ths regionul trade talunce and not

the overall trads positicrn of each courntry vieeas-vis the rest ol ths

world ir an objestive werthwhile to pursue, the correction of poszible
regior.al trads lisequilibria siculd be left ro roretrads mecharivme ard

the suceess in this field will cbviously deperd on a recional inveuts
rent policy. oueh & regloral irnvestment sclicy is poscitle orly either
wher. the econcmic integration process io fulrly advenced, which ie

rot the eace of the emerging frec tYrude sohes or coummor tarkete in

the developing countries, or wher the capitsl exporting rich countrive
show pveadinzes to gupport Tully and on z rmultilatsral tacic o piven
ihtegration experiments The socord condition hae rot beor ulmilm
as yet any places Urder thess circumstarcss, i% ie left o Mw partis
cipating urderdeveloped courntriss to work cut & limited rwi g
investment policy thrcush the following stepss

a' iderntifyine first productive =ecters which o
advantage ¢f aveailuible external cooronies ar 3 ptte
gcoromies of goeale offersd by the multinsticonal *z:,r?

vqm

(b} glabteratings a ceriss of ourorsets proj ot w18 0r Lhong ’
sectorey
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Jointly Lt 1rve stors

jevelopmon

e gettilor P G porumanent sepicrel recotiotion mechanion
Siotrituting pericoically throaguout the arsi new pIcjecteo

[SH
o1 roglorcl interedte

geatrent policy impli.s the early
" Jrv,;: brnls or commor. market peneral
irotrumente necticned abovs under
aveilability &f’ 2 regicral develop=
eoiennl industrial rescarch institutes
i‘t’ls:s ;::;sat u;@t;tatzcr. iz prete leaisive sinee sry attempt to

sllooute resionolly ret yet=ezistine industries ir, expectation of favourw
sble resge vesteps op Lo listritute projects
,;f‘,u;:;-tmw ty private intérested parties is

tourd to & g poiitical frictions ard reciprocal
recpinins -3 or. equitable distritution of new
trobuntrial prcjém;:. in & “’an seteup represent the lust and

not Hw Pipst chep of & limited repional irvestment oolicy and

their surncss or tailure will fopend upon the rumber ard the quality

of prejecte, sutjoot o regotictionse HePs,y the importance of n vew
Fional indastrinl research nrg,u,,_.,m*rr ard 1ts arility to eluberate
garorete Jeasitility clcar. Lf e group of countries
crtarking or un cooncmic verturc gennat assure a reletively
crfcative furctioning of auen rerioral boly. then any talk about Ie=

slonal irduntrinl plinning or hapmoriration of n.tional dsv velopment -~ €
plane, ‘ﬁ;é;i'?%; involve nuwoh Dlogsr orgar jmaticpal and eperational affort, e 1
pepreosnts o clear ¢ese of self~defeating although wellw-spurding waso
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sustained that the ellccaticr of niw preductive
groap of developing wmrﬁrieu in an extremely
Sid ground=, beesuse of the ulleged uravalle
co orogice except in few selected pluges. Bul anyore
precent conditions in rospect Lo jrfrastiusturs
cooepadoveerd in f"ffzs““mi Arerion srid Laat
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except ir lndustries tied olesoly to owighiy spelific
ratural resou :
¢f modern tecirnclogsy hos srestly reiucsl the raturag wl-
vart.ges of sitirg marnufucturios activiticve ir cre ploce
rather thar arother. oSy wov, the alvantuges ol one sit
over anothcr are largely mar=nods rather MLLp roturaennlcos
Ard if sdvarntages are rmode ry morn, they cun aloc te churneog
ty mar. ir. agecrdance with raticrel ord deliberate plarnire
criﬁszria.?—’g
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46+ leaving aside slunirium smelting, iron and stesl indusiry and

few cthers,ccores of pesoitle industriasl projeets, ard praeticelly

all ¢f them in the field of corsumer durables and Intermediate
marufactures, could te beth in case of Cartenl americe and lust

africa located alterrutively in mary plucess If this im the cave, then
ir the final aralyeis, the success of irndustrial dist ibutive nechariloms
must deperd cor the broad availability of prejects and the fuilure of
peut mechanisme cannct ba ascrited t¢ the limjtations of pescitle
locations but exactly to the shortage of welleprepared prejects and the
suarcity of finarcitli and entreprencuricl sckills. rFulfilled the

basic conditions = the btroad rarge of feasibility ctudies ard wells
elaborated projects « vhose preparction could be finsnced with unis
fortheoming from UN Jpeciul Fund, the 'orld bank or the repional
developmert institutions such as the African Levelopmen t fark, Sl
field would te eleared for putting inte motion the multinatiorul negoe
tiation mecharisms in scch intogreting arcae.

47« The rules cf those negotiations would have to take into considers
ation twe important facts: (a) although there must exist a ruwter of
slterrative lec.ticns = aces table on cconemic analyvic grourdo =

for ary giver. project in a multinational regicn, the lsact devuloped
gountries kave lesser possitility ir that respect thar the more
developed member retionsy and [b) ever. given the high quality of
prejects, there is no assurance tnet all of them would atiract poterns
tial irveotors whether from within or without the aress Cursequently,

AR

73/ Jidrey Dclly A L@¥liu oroTion CCVRCE orkot?  Laferd
"niversity Pross, Lerderelivs YerkeTer-nie, 19€€e Fete
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