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ABSTRACT

In recent years, the world has been experiencing rapid and exiensive global
shifts that have had a positive and negative impact on different countries
around the globe. These global shifts have also influenced the way countries
conduct frade with their partners. A lot of countries, as a way of adapting o
these changes, have been forced to review their frade policies to be in line with
the trade liberalisation process. The expansion of markets has led to frade
liberalisation, which promotes export growth in commodifies. However in
developing countries, they have experienced increases in imports and thus
reflecting a certcain level of uncompetitiveness of these countries with trade
imbalances. This has also resulted in a declining purchasing power for some
countries involved, export revenues falling as prices also fall due to intense
competition in the world market, Studies have suggested that when countries
liberalise they tend to experience some short falls in the first few years then @
recovery thereafter. Agriculiure is the major factor in the economies of
developing countries. At least 80% of African economies are directly or indirectly
dependent on agriculture. In these developing countries, a greater majority of
the popuiation lives in the rural areas where agriculture serves as a greater part
of their occupation and source of livelihood. Being the engine of most African
economies, the maijority of the population of these counftries are employed in
the agricultural sector. Agricultural commodities represent by far the largest
proportion of exported goods and the main raw materials for manufactured
products. As a key to poverty reduction and food security, ogncul’rurol
development may be seen as important.
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CHAPTER 1

~ " INTRODUCTION

1.1 INTRdbucﬁON . _

Trade liberalisation is a step bf::"rh developed and developing countries
consciously engage in with a view to increase their economic gains and
address income inequalities in their countries. Whilst policy makers do
~ make an effort to study closely the likely impacts of frade liberalisation on
their respective countries, very few are concerned with how these
liberalisation processes affect countries differently  especially the
developing nations. Generally, in some instances developing countries
and developed countries are combined together in discussions of trade
impacts yet there are significant differences in the way these countries
may be affected by trade liberalisafions. These differences may be
attributed to the existing differences in these countries’ economic

performance.

In recent years, the world has been experiencing rdpid and extensive
global shifts that have had a positive and negative impact on different
countries around the globe. These global shifts have also influenced the
way countries conduct trade with their partners. A lot of countries, as a
way of adapting to these changes, have been forced to review their

trade policies to be in line with the trade liberalisation process.

Trade liberalisation as regulated by the World Trade Organization (WTQ) is
a global process. This global process aftects every country in the world as
it seeks to establish trade in a “borderiess” word with market forces
running the show. Trade liberalization seeks fo establish a level playing

field for frade among developed (DC) and developing nations {LDCs).



 There are differences that exist between DCs and LDCs, economically

and otherwise. Moreover, the process of trade impacts differently on

different nations (Madonsela, 2001). In the present study one will focus on |

trade impacts on the agricultural sector in Swaziland.

1.2 BACKGROUND INFORMATION _ _
in the recent vears frade has taken a new dimension, which no longer

involves neighbouting partners but  also  international  partners,
International trade has been on the increase over the past years. It has
- come in different levels, and with some countries it has succeeded to
supply new goods to their markets as well as increase their national

income.

The exponéioh of markets has led to trade liberalisation, which promotes
export growth in commeodifies. However in developing countries, they
have experienced increases in imports and thus reflecting a certain level
of uncompetitiveness of the region with trade imbalances. This has also
resulted in a declining purchasing power for some counftries involved
export revenues falling as prices also fall due to intense competition in the
world market. Studies have suggested that when countries liberalise they
tend to experience some short falls in the first few years then a recovery

thereaiter.

It is however worth noting that couniries that have experienced adverse
frends trade especially in the agrcultural sector are characterised by
structural adjustment with a slow recovery pace given the correct
strategies to enter into world markels, couniries have a potential for

growth.

Trade Liberalization, with its inherent profit motive that emphasizes export -

led economic growth has impacted negatively to other countries that



have difficulty in acquiring sufficiency in food. Levels of poverty and
malnutrition are at unprecedented levels in countries like Mozambique
and Malawi, it is anticipated that if these countries are forced to liberalize
their economies any further, destruction of natural plant resources will
lead to a further loss of food diversity (Madonsela, 2001).

Agriculture being the mainstay for most developing countries, there are
certain issues pointed out apart from government focus and they look into
issues concerning the well-being of people whom may also be

considered as confributors to the economy.

1.3  MOTIVATION FOR THE RESEARCH
There is recognition of the fact that Swaziland is part of a global

community and therefore there is a need to study the impact of
globdlisation on the Swaziland economy. There is need to maximize
benefits from involvement in international trade. Global output growth is
expected to rise from 2.8% in 2002 to 3.7% in 2003 (UNCTAD, 1999). GDP
growth of Africa is projected to decline. Though there were notable
increases in domestic demand in some of the major world economies
such as the US, Europe and Asiq, it is yet to be seen whether government

will maintain these markets.

1.4  VALUE OF THE PROJECT
Currently the country's main source of revenue comes from fraded goods

and other activities that attract the payment of excise duties. The review
of trade policies does not only affect the way countries frade with their
partner but it also involves the review of the policies that deal directly with
fraded goods. Therefore a study in this area will assist the country on the
decisions and strategies that will need to be reviewed so as to be inline
with changes in the international tfrade policies that will directly affect the

economic performance of the country.



1.5 WILL SWAZILAND BE ABLE TO FREE TRADE?

| Swaziland as a developing country is directly affected by international
trade, as she is involved both as a supplier and as a consumer in
international frade. Most of the country's labour is offered to multinational
corporations. Trade liberalisation emphasizes an export driven economy
and production is carried out for profit. The export industry depends
largely on low cost production with high technology standards in various
- processing zones as a way of attaining world competitiveness. However,
one cannot dispute the fact that these indusiries are driven towards the
employment of cheap and unskilled labour in order 1o increase their

surplus value especially in LDCs.

Befdre the advent of Structural Adjustment Programs (SAPs}, developing
countries including Swaziland have enjoyed protection from toriffs and
quotas tor their economic activities. Such protection however has been
slowly declining with the introduction of preferential trade system. which
has emphasized the “roll back” of the state in economic activities and
thus setting the stage for the frade liberalization process according to
which unrestrained market would result in most efficient patterns of

productive activity.



1.5.1 Does Trade Liberalisation, As A Model For Growth, Apply To
Developing Countries Like Swaziland?

' Neo-liberalism tends to favour market participants who have low
production costs and have already established markets within and
outside their countiies. LDCs lack the machinery necessary to ensure that
they compete effectively in international markets. It is therefore important
to establish if the liberdlisation process in the agricultural sector as
.' ~regulated by the WTO (through the AOA) has been adequate enough to

ensure ¢ fair trading system.

Swaziland’s position with the Southern African Customs Union affords
temporary protection against competition felt by economies in other
African countries. In such a situation it can be noted that in the neor
future Swaziland will have to come info terms with more intense
competition, especially in the manufacturing and the agricultural sector
from the Far East and other countries that are already established in the
production of such goods, which also have the necessary technology to

compete in world markets.

1.5.2 Where Does The Fulure Of The Couniry Lie In The Context Of Her

Economic Status?

A major effect on the Swazi economy is anticipated as a result of frade
liberglisation. It should be noted that, Swaziland as a developing couniry
has benefited a ot from the imposition of frade tariffs. However, it cannot
be disputed that protection has a tendency of deprivation from exposure
hence the same should apply o business. The study sets out to investigate
the impacts of trade liberalisation on the Swazi economy, which will

include its advantages and disadvantages, and how the anficipated



'_ problems as a result of trade liberalisation could be handled. In many
- developing countries, ftrade liberdlisation resulted in  numerous
- resfructuring programmes which some have resulted in job losses
especially in the privatisation programmes. Therefore it is important fo
study how the agricultural sector has responded to the opening up of
~ trade and assess how it has also affected employment in its process. The
study will focus on specific frade agreements within the World Trade
- Organisation {WTQO) that have a direct influence on the agricuitural sector
to analytically try and disentangle the effects that these arguments have

on Swaziland.

Regardiess of the fact that Swaziland is actively involved in international
trade, the WTO agreements tend to overlook certain issues that draw a
iine between developing countries and developed countiies. The WTO
agreement on agriculture (AOA) has various provisions that have the
effect of threatening food security in developing nations. In addition to
the AOA there are other agreements like the trade intellectual property
rights (TRIPS), the General Agreement in Trade services (GATS} and the
Trade Related Investment Measures {TRIMS) all of which shall be discussed
later in the text. - | |

1.6 RESEARCH OBJECTIVES
The study seeks 10; _
+ To determine the impact of trade liberalisation process on the

agricultural sector in Swaziland.

e To establish the extent to which fhe.counfry has been affected
either positively or negatively. An economic growth of a country
can be associated with a lot of factors such as employment.

Therefore it is also essential to determine the relationship between



_' trade liberalisation in the agricultural sector and émploymen’r

- sector.

o To establish if there are alternative sfrctégiés that could be
recommended to try and improve growth if negative effects are

noted.

- 1.7  RESEARCH METHODOLOGY

.. The study shall be based on the qualitafive method of research, which

~includes primary, secondary and tertiary data. One of the aspects of the

- - qualitative method is through the use of exploratory techniques involving

secondary data analysis, experience surveys, focus groups and two stage
designs {Cooper and Schindler, 2003). There is a chance of using both the
gualitative and quantitative methods, however due to poor availability of
guantitative data, information acquired will be based mainly on literature,
Some organisations are very reluctant to divulge information especially
that which deals with their financial status. In the use of qualitative
method of research focus group discussions could be used, however they

are also avoided in this case due to their subjective manner,

In the process of the analysis of data, internal and external sources will be
considered; such as Unstructured interviews and this will include
information from relevant departments that deal with the involvement of
Swaziland in international trade. Information for analysis will be presented
in a fabular form acquired from internal sources such the statistics

departments.

information 1o be collected will serve as the foundation of the rest of the
research. Other information will include sources such as Internet, statistical
process confrol charts, books, journdls, reports and newspaper articles by

different authors. For accuracy of information focus groups have not been



included to avoid bias information, the same applies for two stage

designs. Information collected shall specifically cover the following topics:

. The general overview of trade, the trade theory and how the
development of succeeding theories have introduced frade

liberdlisation

. The impact of frade liberalisation on Swaziland and selected
| developing countries with special focus on the production of
agricultural goods.

. Employment and trade liberalisation in the agricultural sector.

. Case studies that have been conducted by various academics,
institutions and organisations on trade fiberalisations and on
countries that (who hold the same status as Swaziland) took the
inifiative to liberdlise will be used; to assess and compare with

Swarziland on how impact trade has had on their economy.

1.8 LIMITATIONS OF THE STUDY __ :
A substantial amount of information on this study will be based on

secondary data due to financial constraints and as a result it will limit the
scope of the research and an exploration of accurate information. Use of
primary data would provide an accurate measure on the study however;
due o a limited time frame a further exploration in the near future would

be essential.

1.9  OUTUNE OF CONTENTS _
The dissertation will consist of five chapters that are organized into

subsections. It will be structured in a format that should enable the reader
to understand the whole document and allow a follow up on the

subseqguent chapters.



1.9.1 Chapter One
This chapter consists of the infroductory background of the study areq, the
research methodology used in the collection of data and the analysis to

be undertaken in the interpretation of data.

1.9.2 Chapter Two

The chapter dedls with the review of literature and the theoretical

- framework for the study. It will start off by looking at the historical

background on trade theory and trade liberalisation. Agriculture as the
mainstay of many developing nations contfributes a substantial
percentage to the GDP of these countries and therefore a report on the
relevant figures will assist in studying the trend taken by the agricultural

sector as trade liberadlisation continues to exist.

1.9.3 Chapler Three |

This chapter will focus on chzilcmd., her ovérdil economic performance
and her revenue structure. There will also be a discussion on the
agricultural sector. It will look at the A brief summary on employment will
be considered as the one of the contributors to growth and it is highly

concentrated in the agricultural sector.

1.9.4 Chapter fFour

This chapter is setf to focus on the analysis and evaluation of the difference
and the link between the trade theory and the current performance of
the country. It will also establish whether the relationship between frade
liberalisation and agriculiural sector, taking the variables involved into
consideration, is a positive or a negative one. The chapter is also set to

look at sectoral studies on commodities produced for agriculture.



'_ 1.9.5 Chapier Five | |

In this chapter the study wil focus on concluding summary,
- recommendations and consider case studies that are relevant to the
study. To support the outcome of the study will be case studies conducted
for other developing countries that have taken the initiative to liberalise
~ their economies and have responded differently to the impacts of trade |

liberdglisation,

1.10 SUMMARY _
A summary of the intents of the study has been oullined in the above

sections starting with a brief overview of the economic situation of the
country, the anticipated impact of trade liberalisation on developing
countries and the method of data collection, which sets the background
-of the study. The next section will look at the different theories that have
been developed by economist in addressing the trends of trade, which is
chapter two of the study, and how it is related to trade liberalisation. More
so a literature review on African economies and trade liberalisation would

also be iooked at under the same chapter.

10



Chapter 2

INTERNATIONAL TRADE IN CONTEXT

~ 2.1 INTRODUCTION
The chapter focuses on the theoretical background of international trade.,

It is evident from the behaviour of markets that countfries are gradually

- opening up their boarders to frade and some countries are sceptical due

1o the nature of their economies. The chapter conifinue 10 1ook at theornies
- that have been previously developed to assess the trend that has been

taken by frade in the 20th century.

Trade has also emerged with numerous trade agreements, of which the
background is also covered in the same chapter. Agriculture as the main
focal point is also discussed with some experiences by other countries

especially developing countries.

2.2  BACKGROUND INFORMATION OF INTERNATIONAL TRADE

Studies have suggested that it is important to study the direction of frade
in order to establish ifs consequences and understand the relationship
between trade and growth. In the process of the study there are changes
that may arise, which might impact on couniries’ methods of trade. As @
result of such changes, it is ideal to note that policies of these countries will
also require change to suit the environment especially in developing
countries. Establishing the truths behind the impact of frade liberalisation

on developing countries would be essential, since previous investigations

by other sources, like Havrylyshn {1980, have anticipated a negative result.

World trade has increased rapidly during the 201 century. A rapid and

sustained economic growth in some countries has kept uvp with this

11



process. However, less developed countries {LDCs) have kept a very slbw |
- pace in the process of development due o the nature of their economies
~and as a result they have not gained much from this development. The
trade regimes in most LDCs were relatively closed during the 20t century
and as a result of this closure, the share that LDCs have in world trade is
still low (Mill, 1989).

In that regard, it is important to note that nations are characterised by
differences in their economic status. There are several factors that
influence international frade amongst which will include differences in the

environment and cost of production.

Countries vary in their endowment of environmental factors and this has a
potential to influence their abilities to produce goods and services for the
purposes of tfrade. Most of the differences in the environment and their
consequences for production activities will include factors such as
climatic conditions (temperature, rainfall distribution etc). labour supply,
raw materials, and proximity of markets, technology and infrastructure,
Such factors play a significant role especiaily in the productfion of

agricultural goods {Joekes, 1997).

Several aspects in the environment, production, technologies and culture
can also cause differences in costs (EL-Agraa, 1999). The differences are
evident in the discussion of trade theories, which includes the theories of
absolute advantages by Adam Smith and comparative advantage —
David Ricardo. In both theories, specidalisation and free trade are
supposed to be conducive for economic growth. The theory holds that
when the volume of output is increased, then the rate of growth will also

respond positively. This theory indicates a positive relationship between

12



output and growth. Sustainabiiity in ferms of food security also plays an

important role in growth.

it is also important to study the direction of trade in order to establish its
conseguences and understand the relationship between trade and
growth. In the process of the study there are changes that may arise,
which might impact on countries’ methods of frade. As a result of such
. changes, it is idedl to note that policies of these countries will also require
change fo suit the environment especially in developing countries.
Establishing the truths behind the impact of trade liberalisation on
developing countries would be an essential, since previous investigations
by other sources, like Havrylyshn (1980), have anticipated a negative

result.
2.3 TRADE THIEO RY

The theories of frade date back to the sixteenth century with Mercantilism.
It was during that time when international trade was discovered 1o be
beneficial to countries. In the process of developing these theories, it was
noted with concern that these theories do not give an accurate
recommendation for nations since countries are characterised by

different economies. This also goes with their pace of economic growth.

The merccnﬁlé theory odvoccn‘ed export'promo’rion whilst imports were
discouraged through the imposition of frade tariffs and non- tariff barriers.
During that time a lot of products were developed and prioritised for
national consumption especially in the agricultural sector. The theory has
served as the basis for many countries in formulating trade policies,

especially in developing couniries. In the process of integration and

13



technological changes, many countries were geared towards
international relations and discovered the importance of international

trade,

Theorists such as Adam Smith, David Ricardo and Hecksher-Ohlin
developed their theories based on the arguments of the mercantile
theory. Al three theorists based their argumenis on free trade. Their
arguments revedled that restricted trade promotes a waste in resources
and does not dllow growth in competitive strategies. However, in the
process of development the new trade theory together with Porter's
theory pointed out that iimited government interventions are necessary to
support the development of certain export-oriented industries (Hill, 2003}.
Porter in his discussion of frade points out that nations need o consider
four pillars that would determine their potential in the international trade

arenaq.
2.3.1 The_ory Of Absolute Advantage

The theory of absolute odv.onfdge reveals Thot coun’rries have different
abilities to produce goods efficiently. It defines a country as having an
absolute advantage when their production is more efficient than any
other country. This trade model assumes full employment, however, in
reality observations have seen a wide spread of unemployment in LDCs

which may be a result of the under-ufilization of human resources.

The reduction in the utilization of human resources has advantaged
industries that produce for export producing goods and services at low
costs as well as those that have improved production technologies (Hill,

2003). The basis of this theory, however, overlooks the issue of benefiting

14



from trade. There dre' countries that have the potential to produce a
good efficiently compared to a country that has absolute advantage
~over the same product. David Ricardo (in Hill, 2003} dispuies the
suggestion that nations have absolute advaniage in the production of
goods. He pointed out that some countries might have an absolute
advantage in the production of all goods and as such may not redlize the
benefit of trade. In this case such a country does not need any imported
~ goods and as aresult could turn out to restrictive measure to profect their

local market from competition.
2.3.2 Theory of Comparative Advantage

David Ricardo theory (in Hill, 2003) suggests that nations should export
goods and services in which it has relative advantage although not
absolutely efficient in the production. It was developed from Adam
Smith’s theory of absolute advantage and is known as the theory of
comparative advantage, from which he argues that a country applying
the theory of absolute advantage might not derive any benefits from

tfrade.

Competitiveness in this case is basically determined by labour
productivity, whereby the market value and prices of goods are dictated
by labour costs. Ricardo views trade liberalisation as a means to allow fair
distribution in price. He suggests that there would be an equilibrium price
for goods that have been sold at different prices marked high and low
prices at different places. The theory lays emphasis on opporfunity cost
being the determinant for trade patterns.

15



The theory emphasizes on the importance of trade in the context of frade |
liberalisation. In its suggestions, the potential of increased world

production is better determined by unrestricted free trade.

However, certain limitations are highlighted in this theory of free trade,
which overlooks cerfain factors that are of prime importance to a free
trade situation that involves more than one nation and are outlined
below: | | o

¢ The real world consists of many countries and many goods. In such
a case the theory of comparative advantage focuses on trade
between two countries thus ignoring the issue of competition that
exists among countries, -

+ There are transportation cosfs involved in the movement of goods
between countries. |

+ Different countries have different prices and exchange rates.

» Not dll countries have resources for their productions and thus
involve costs in moving these factors of production. It may also
have an effect on the production costs. | |

e The issue of diminishing and increasing returns 10 specialization turns
out to have a negative relationship with economies of scale.

+ The effects of trade on the income distribution within a country. In
some countries, high revenue confributions come from trade
receipts and therefore foresee trade liberalisation as g pathway to
their economic downturn.

(Hill, 2000} -

David Ricardo continves in his arguments to points out that most of the

overlooked factors, by his theory, outlined above cannot outweigh the

benefits of free trade. The theory suggests that the problems encountered

16



as .result of the shifts are only a short term phase, which its significance
cannot be ignored but has beneficial result in the long term. However,
- one cannot simply ignore the above factors since they are part of @

successful frade mechanism.
2.3.3 The Hecksher- Ohlin theory

Hill (2003} points out that Hecksher and Ohlin base their theory on David
| Ricardo theory of comparative advantage. The theory fills the gaps
created by the absolute and comparaiive theories. Referring back on
Ricardo's theory, he argues that comparative advanfage is brought
about by differences in productivity. Hecksher and Ohlin discovered that
nafions can be comparatively advantaged as a result of differences in
factor endowments and thus may also cause different relative factor
prices. They suggest that countries should focus in the production of those
products that require the relative cheaper factors in a greater proportion.
In elaboration it suggests that capital abundant countries, which are the
most developed countries, will tend to specidlize in capital intensive
products (like high technology products, automobiles etc.) and the labour
and land intensive countries like less developed countries will tend to
concentrate on land and labour intensive products (such as agricultural
products). In that regard, according to this theory, all countries will benefit
from specialisation. The theory promoftes foreign direct investment, which
is highly dependent on the factors of production and its employment in

terms of labour.
International trade is seen as an instrument for increasing competitiveness

and hence the efficiency of industries. Favourable growth externalities

arise through international frade and as a result commercial opportunities
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 appearing with export / import activities make the market more attractive o

- for investors. For nations to adapt to international strategies of

- competitiveness, they need to increase their domestic and foreign

~ investments and also utilize their resources efficiently. Michael Porter (in

Hill 2003) suggested that there are certain factors that nations need to

consider in order to qualify in international trade.

2.3.4 Porter's Diamond Theory, Competiliveness And its Application To

Trade

Porter {Hill, 2003]) focuses on the national competitive advantage, which is
characterised by four elements namely; factor endowments, demand
conditions, relating and supporting industries, and the firm’'s strategy
structure and rivalry. Trade competitiveness can be defined as the ability
of domestic markets to compete in the world markets and in higher
valuated products. According fo the organisation of economic
cooperation development (OECD,2000), it is the degree to which a
country that is under free and fair market mechanism can produce goods
and services that satisfy international marketing standards. | also ensures
that sustainable standards of living for its citizens are well maintained and

expanded in terms of real income.

Porter (Hill, 2003) suggests that the degree to which a nation is likely to
benefit from international trade will depend on the impact of its factor
endowments. The presence of all the four elements is required to boost
competitive performance. He suggested that there is a need for
government intervention in the process of frade. Governments can shape

domestic demand through local product standards or with regulations
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that consent or influence buyer needs. Such policies refer to the

imposition of capital market regulations, tax policies and anti-trust laws.

Porter’s theory (in Hill, 2003} predicts the patterns of international trade
- through competitiveness. In such a case, nations need to have almost all
the characteristics of the theory in order to be competitive and develop a
strong core for their goods. Porter's theory outlines the following points as
“discussed below: | | R

3 Factor endowments

When a nation is said to be factor endowed will consist of all the
necessary factors of production, which will relate to skilled labour or the
infrastructure (including technology) that will be necessary to compete in
a given industry. They are an important source for competitive production.
Porter (Hill, 2003} suggests that the more advanced factors of production
are in a country, the better position it is in to gain a competitive

advantage.

Many developing countries are characterised by lower levels of the main
sources of the factors of production yet are labour intensive. In the recent
years nations have used advanced technologies in their production of
certain goods with the aim of cost reduction and on the other end,
human labour has slowly been reduced as a result of these advanced
developments. A larger proportion of this labour is unskilled and has been

used in areas that have been substituted by these technologies.

In addition to these factors of production will be natural resources,

climate, location and demographics, which are significant in the
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agricultural sector. Theré are also advanced factors of production, which
-~ are a result of investment by individual companies and government; they
- include infrastructure, sophisticated and skilled labour, research and

development facilities, and technological know-how.
. Demand conditions

It refers to the nature of home demand for industry goods and services.
- The local demand for products plays a very important role in determining
- the success of a country in international markets. It can reshape the
country’s success in the global market in terms of innovation and quality

of goods produced.

It should also be noted that recent consumption patterns move towards
preference for sophisticated product and thus may pause as question of
whether developing counfries are capable of competing under such
conditions {Jepma & Rhoen, 1996). o '

) Reluﬁrig and supporting indushries (clusters) -

Nations competitiveness would be determined by its deadlings with
suppliers or related industries that are internationally competitive. A
successful nation towards competitiveness would be the one grouped
into related industries. The benefit of this kind of investment in advanced
factors of production can spill over into the industry thus helping it to gain

a strong competitive position internationailiy.

In such conditions, it is advisable that businesses should set up in places

where they will benefit from a spill-over and as such it becomes cheaper
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for them 1o produce as result of factors of production situated close to

their plants.
. The firm’s strategy, structure and rivalry

These cnré conditions that govefn how a company operates. Used in a
context of a nation, it looks into issues that relate to how their businesses
are created, organized, managed and the nature of domestic
competition. According to Porter (in Hill 2003), different nations are
- characterised by different management policies, which play an important
role in its competitiveness. it refers 1o how a couniry conducts business

and assesses if it would qualify in a global environment.

The theory holds that there is a strong relationship between domestic
rivalr'y and the creation of persistent competitive advantage in an
indusiry. The more vigorous competfition is in a domestic industry, the
greater the desire to expand to outside markets as a means to improve
efficiency and make them better competitors. [n most cases, a place that
is saturated with competition will always demand innovativeness and
improved strategies on how to earn or maintain a large market share (Hill,
2000j. .

- The formation of frade theories has also led to economic integration,
which has resulted in the formation of regional groups that have
promoted the free trade mechanism. It important to understand how the
formation of these regional groups came 1o existence and how they have

seen trade liberdlisation into effect.
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24 INTEGRATION AND INTERNATIONAL TRADE

All integration processes pass through stages that can be differentiated
according to the degree of commitment assumed by their member
counfiries. Globdlisation, as part of the integration process, has been
viewed as the remedy for world economic setbacks. It has been seen Qs
the force that has led to the iree flow of capital, labour, goods and
~information without any infervention and more so it has also been

declared to be the mechanism that would bring forth world prosperity (EL-

. Agraq, 1999).

Globadlisation as promoted by various regiondl organisations include; the
European Union (EU), North American Free Trade Area (NAFTA), Asia-

Pacific Co-operation {APEC), African Caribbean Pacific countries (ACP)
| and New Economic Partnership of African Development [NEPAD). In
addition to these regional organisations are the world orgonisations
namely: the World Trade Organisation (WTO), the World Bank and the
. Internationai Monetary Fund (IMF} and most of the regional organisations

are affiliates fo the world groups.

In the boundaries of mullilateral free trade nations have engaged in
regional trade liberalisation {Internet 1). The trade process is one of the
elementary sources of economic integration. It consists of different
regional organisations known as the free trade area, customs union and
common market, In a free trade areq, member countries open their frade
barriers to members and retain restriction to those countries that do not
form part of the agreement. However, it should be noted, that in the
process of these shifts countries manage their own trade policies. A

customs union on the other hand allows for market consolidation and
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economic integration within its members. Member counfries have a
common external system of tariff, which allows for uniform rates to be

levied on countries outside the union.

- In the process of economic integration the world trade organisation was
formed to look into issues that affect frade amongst nations who members
of the organisation. It has been seen as the next step of the integration
- process from regional groupings to an open world trade system. Several
trade agreements have been signed which guide trade policies of
countries and the way in which frade should be conducted in these
couniries. In an attempt to introduce trade liberalisation to a greater
extent, the Uruguay round of January 1995 was signed which was aimed

at reviewing policy instruments required for frade liberalization

Opening up to inferncfionol trade has helped hnony countries grow far
more quickly than they wouid otherwise have done. International trade
resulted in economic growth, which has mainly been export led and has
been considered 10 be the cenitre piece of the industrial policy that
enriched much of Asia and left milions of people there far better off
(Stiglitz, 2002). International trade has resulted in the liberalisation of frade
by many countries, | o

However, Proponents of trade liberalisation have porfrayed it as a good
strategy that is supposed to enhance countries’ incomes by forcing
resources to move from less productive uses to more productive uses

known to economists as comparative advantage.
In an argument, some theorists have pointed ouf that an open frade

system cannot stimulate growth especially in developing countries if the

world stilt experiences high prices in essential commodities, persistent
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~inflation and stagnant economic growths in other countries (Frank, 1980).
AN argument against the theory suggested that for developing countries
to discover their potential competitiveness, they have to frade amongst
themselves before committing themselves to competing with the bigger
countries. However o problem is foreseen in the proposal when
considering the multilateral tfrade agreements which bind allow for open

trade across borders.

Many developing countries have been faced with structural adjustments
for economic progress and were mainly based on their abiiity to increase
exports through industrial expansion. Counfries with labour intensive
industrial sectors managed to adjust to rapid shifts in comparative
advantage, especially in Asia. The major reason o this would be & result
of low cost production combined with high outputs. However, it is noted
that the competitiveness of these countries depends largely on their

domestic economic policies.

There has to be a positive relationship between domestic policies and the
international economic system. The important issue in this area is on how
to maintain an open world frade system whilst some countries still
experience a slow growth with high tariff barriers in industrialized countries.
This concern mainly applies to developing countries especially the African

economies.

An obvious trend in frade liberalisation is seen in the mullilateral trade
negoftiations that have taken place since 1979 under the generadl
agreement on fariff and trade {GATT). In these negotiations, countries
agreed on a substantfial reduction of tariff, an adjustment and

improvement on international rules relating to non-tariff measures and
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lastly were the issue of adherehce to these agreements by members. In
1994, the World Trade Organisation {WTO) was established which acts as
~ the legislator for its members {(Havrylyshyn, 1980).

25 Trade agreements
Economic links between East and Central African countries with

European countries have mainfained frade since the independence of

their former colonies. The economies of these countries have been

. molded to meet the needs of their European counterpart for a hundred

years or more and it would have been difficult for them to make the
necessary changes in production patterns to trade successfully with other
countries. The Europeans too needed to maintain supplies of raw
materials and export markets in Africa and to protect the business of their

trading companies (Havrylyshyn, 1980).

In 1975, the Lomé Convention was signed. The Convention established
frade, aid and cultural relationships between European countries and the
ACP (African, Caribbean and Pacific) countries {internet 2}. In the process
of trade between the European and African states, it became obvious
that overall levels of frade could be increased it trade barriers were
reduced, where there was agreement to do so, and that international
trade should be governed by mutually agreed rules. The most active
trading nations have been keen to find new markets for their goods and
to reduce the barriers to free trade. These countries, however, have been
reluctant to expose their own markets to foreign competition, especially

unfair competition from subsidised or sub-standard goods.
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At the international level, trade liberdlisation was stimulated by the
General Agreement on Tariffs and Trade (GATT} which was first
_implemented in 1948 as a mechanism to promote free and fair frade
among member couniries. Several rounds of negotiations of frade rules
have occurred throughout the history of GATT. The Uruguay Round, which
began in 1986, was the eighth of the GATT rounds. In April 1994, officials
from more than 100 countries gathered in Marrakech, Morocco to sign the
~Uruguay Agreement and to confer the role of further trade reforms on the

newly established World Trade Organisation.

Many countries have now committed themselves to the objectives
associated with their membership of the WTO. In order o0 meet these
objectives, countries are obliged to further change their existing internal
economic and external trade policies. Studies on the African economies
have pointed out the impacts by trade liberalisation on the continent. This

mainly refers to eastern and central region in the agricultural sector,

Some of the developing counfries subscribe to the world trade
corganisation and their protocol of trade is guided by the rules and
regulations of the organization {Madonsela, 2001). Since the General
Agreement on Tariffs and Trade (GATT) was established in 1947, the world
trade system had been governed by these set of rules, which were
concerned mainly with trade in goods. The Uruguay Round agreement of
1995 expanded world trade to cover new areas. These included frade in
agriculture, which is governed by the WTO agreement on Agriculture
(AQA), intellectual property rights (TRIPS), Trade and Services (GATS), and
Trade Investment Measures {TRIMS).  The mcain aim behind the agreement

is to converge developed and developing countries in the area of frade.
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A discussion of the agreement is covered below relative to the agricultural

sector:
- 2.5.1 Agreement on Agriculture (AOA)

The AOA came into effect on 1 Jc:huofy 1995 after the development of
the Uruguay Round {infernet 2}. Agriculture had been neglected in the
past as a form of trade since a lot of counfries focused on it as a means of
attending to social welfare. This reform program, as mentioned earlier
seeks to establish fair and market oriented agricultural system. In the AOA
commitments extend over three areas; Market Access, Domestic support

programs and Export subsidies.
. Market Access

This is a commitment by WTO signatories to discourage import restraints.
This aspect of the agreement seeks to eventually eliminate import barriers

thus opening up national borders to provide a market for agricultural
| produce from other countries. In the WTO, non-tariff barriers to agricuiture
are replaced by tariffs. All tariffs on agricultural products are reduced by
~an average of 36% in DCs and 24% in LDCs. Tariff quotas are designed to
~ ensure that trade bariers do not prevent the achievement of the agreed

level of access for products previously subject to non-tariff barriers.

. Domesfic Support Programs

Domestic support programs such as government support to domestic
producers is seen as a distortion in trading with agricultural commaodities.

The objective of this program therefore is to restructure/restrict domestic
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- support of agricultural products to ensure that it does not interfere with |
foreign trade. :

Domestic support measures aimed at providing food to the poor ot
subsidized prices are exempted from the reduction commitments.
General government services aimed at investment promotion and

‘disease conftrol are also exempted.
. Export Subsidy

The commitment on export subsidy relates in particular, to government
support for export. For each year of implementation, total budgetary
outlays and the total quantity of export covered by export subsidy are
noted in the country schedule. If a country has never had subsidies in the
—agricultural sector it is not allowed to start providing export subsidy. There
is, however, special and differential freatment for developing countries

This includes exemptions on subsidies aimed at reducing the cost of

marketing and transportation of produce.
2.5.2 Trade Related intellectual Property Rights (TRIPS)

Intellectual property rights {IPR) were brought into international trade in
the final act of the Uruguay Round through the TRIPS agreement. Before
the advent of TRIPS intellectual property conventions were the
responsibility of the World Intellectual Property Organization (WIPQO) and
IPR was largely a subject of nationdl legislation and policy. Under article
27 the TRIPS agreement cliows the patenting of any “invention”. This
agreement allows the patenting of biclogical organisms, including parts of

animals and plants, altered plants and animals, as well as genes and cell-
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lines. TRIPS therefore, allow companies to strengthen their monopoly over

new agriculiural and pharmaceutical products.

Under TRIPS, an inventor is granted a patent as the sole owner of  new
. product or technology for a period of 20 years. All WTO members have
been tasked with the responsibility of ensuring that their intellectual
property laws comply with TRIPS. This requires the protection of plant

varieties either by patents or by an effective 'sui generis’ system or by any
| combination thereof (WEDOQO, 1995).

2.5.3 The General Agreement on Trade and Services (GATS)

GATS agreement provides a framework for negotiations on liberalization
of service sectors. Prior to GATS negotiations regarding services were the
responsibility of national governments and were carried out directly with
trading partners. In this kind of arrangement the services sector was

basically considered a non-tradable sector.

GATS seeks to provide a set df fules dn how countries should trade in
activities whose output is not in tangible goods. GATS cover a wide
spectrum of services including telecommunications, fourism, water,
~ electricity, banking, health, education, fransportation and professional
services. GATS require every government to “treat services and service
suppliers of other WTO members no less favorable than its own like services
and service suppliers”. In cases where governments seek exemption from
the WTO most-favored nation {MFN} rule, they are allowed ten years but

this is also subjected to a review after five years.
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- 2.5.4 Trade Related Investment Measures (TRIMS)

- TRIMS are concerned with the liberalization of foreign investment
conditions. Under the national treatment rule WIO member states
commit themselves to treat foreign enterprises under the same terms and
conditions as their domestic enterprises (GATT, 1994, Article 111). Member
countries also commit themselves to the reduction of all quantitative
restrictions on imported goods, including tariffs and non-tariff barriers
(GATT, 1994, Arficle IX].

The TRIMS agreement provides a few concessions to safeguard local
~industiies such as the requirement of local content aimed at ensuring that
local industries benefit from providing inputs into the production process

of foreign companies.
26 The African Economies And The Impact Of Trade

Africa, as a continent has been characterised by a slow economic
growth. One of the mdjor reasons that have caused such a pace would
be structural adjustment that have been experienced by some countries
as a result of civil wars and economic recessions. Due to that, recently in

Africa, countries have integrated towards economic and political unions.

- Such integration was viewed as the engine for economic growth and

political stability{Frank,1980). Amongst some of the unions that have been
formed by these countries is the National Economic Partnership for African
development (NEPAD) and Southern African Development Community,
~ which looks into the economic and polifical issues of African member

states. in an attempt to increase the pace of economic development for
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African states, the union also deals with how best Africa can trade and

gain competitiveness in the global world.

According to Hansohm, {2003) regional integration offers the potential for
to members to catch up with the rest of the world in terms of economic
growth. The SADC region, for example comprises of highly unequal per
capita incomes and growth rates ranging from US$170 to US$7050, which
when converged are expected to experience a spill over. However, in the
process of integration, statistics show that countries have reacted
 differently in performance of their economies and as a result there are
many possibilities on the effects of frade liberalisation. Table 2.1 indicates
an example of African economies in the SADC region and their patterns
of growth between 1980 and 2001, measured by the GDP and population
growth.
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Table 2.1: Economic growth in SADC countries (1980 - 2001)

Countries GDP per|GDP per | GDP annual | Average
capita capita % | percentage growth population
(US$) 2001 | growth 1980 - | 2000 - | growth rate

2000-2001 | 1990 2001 1990-2001

Angola 500 0.3 3.4 2.0 3.1

Botswana 3630 48 10.3 9.2 2.1

DRC - - 1.6 -5.1 3.2

Lesotho 550 1.7 4.5 3.7 1.2

Malawi 170 0.7 2.5 3.7 1.9

Mauritius 3830 6.1 6.2 53 1.1

Mozambique | 210 6.7 -0.1 7.5 2.2

Namibia 1960 2.6 6.5 4.1 2.4

Seychelles 7050 - - - 15

South Africa | 2900 1.2 1.0 2: 1.9

Swaziland 1300 -0.6 1.3 3.3 3.0

Tanzania 270 2.3 - 3.1 2.7

Zambia 320 3.2 1.0 0.8 2.5

Zimbabwe 480 -9.8 3.6 1.8 2.0

SADC 1655 2.8 3 2.7 23

Source: World Bank 2003.

Table 2.1 also indicates that on average the countries have a positive

economic growth, however, comparatively this would indicate a marginal

growth if compared with developing countries like the regions of East Asia.

On the other hand, the average population growth rate indicates a

decline resulting from the prevalence of the HIV pandemic, which has

caused many countries to have a higher budget line on the health sector.
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Such kind of a budget has resulted in an economic deficit for countries

with high losses in human resources.

In the process of their integration, they have siowly adapted to global
shifts and trade liberdalisation. However, according to Hill, economists have
raised concerns about the way trade creation is portrayed to the world as
opposed to trade diversion. The economic performance of nations on
traded goods can determine the whole scenario as to whether countries
are positively or negatively affected in the process. On the other hand
studies have suggested that trade liberalisation improves trade and thus

hdve a positive effect on growth in both local and external businesses.

2.7 THE AGRICULTURAL SECTOR

Agriculture is the major factor in the economies of developing countries.
At least 80% of African economies are directly or indirectly dependent on
agricutture, In these developing countries, a greater magjority of the
population lives in the rural areas where agriculture serves as a greater

part of their occupation and source of livelihood (Ngugi, 1992}.

Being .’rhe engine of most African .econor.nies, the majority of the
population of these countries are employed in the agricultural sector.
- Agricultural commodities represent by far the largest proportion of
exported goods and the mdain raw materials for manufactured products
(Madonsela, 2001}. As a key to poverty reduction and food security,
agricultural development may be seen as important. In a more elaborate
way the following factors define the purpose of the agricultural sector
(Naugi ,1992): - - | |
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| Agricuffure.p'rovides food: nations are always concerned about
food security because a well-fed nation is always a healthy one.
According to the human development index, countries are also
rated by their socio-economic status that includes their well-being
and poverty ratings. In situations where there is an increase in food
demand, it will always require an increase in agricultural
production. ' '

- Agriculture provides employment: in many developing countries,
the agricultural sector serves as the biggest source of employment.
-t does not only accommodate skilled labour but also caters for the

. unskilled labour especially in the fields and less crucial areas of
“employment. Apart from the production of primary products, there
- are those agro-based industries that require a sizeable number of
~ population especially in the sugar and food processing industries. - .
 Agriculture provides foreign exchange: a larger percentage of

exported goods in developing countries consist of agricultural

commeoedities. Countries like Kenya have their total export earning

- comprise of products such as sisal, coffee tea fruits and vegetables
- etc. A lot of these countries benefit from foreign currency since it
“bears a larger value of exchange when converted into local

currency.

- In the economic analysis if a nation has an appreciated curency it

is recommended that it increase its exports to benefit from the
foreign exchange. Such kind of receipts enables them to purchase
capital goods and still remain with a substantial amount to continue
~with business. Currently South Africa is experiencing a situation
whereby their currency has appreciated and as such export benefit

less from foreign exchange at the moment. It can therefore be
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concluded that an imprbvemen’r in the living standards of many

nations can be closely tied to the progress in the agriculiural sector.

. | Agriculture provides raw materials for industries: some developing
countries are poorly endowed in natural resources and therefore will
use agricultural produce to as their raw materials. In that regard the
processing will increase the valve of the agricultural products o
increase the wealth of their country. In that regard, agricutiural

- products would contribute a higher percentage in that country’s
~ overall GDP.

2.7.1 The impact of irade liberalisation

International trade relations for developing co.untn'es tends to be
characterised by a number of stylised facts that which he believes do not
necessarily reflect the realities about these countries (Kirchbach, 2001). In
addition to what he noted he pointed out that:
e " All developing countries have low Trade/GDP ratios”;
" Developing countries export primary commodities”;
¢ “ All developing countries suffer from marginalisation from global

trade flows and is unavoidably increasing”.

Accdrdihg 'rb the United Nations report (2000), frade and developmen’r '
together with external factors like trade remain an important determinant
of economic trends in developing countries. Statistics for the period 1997-
2000 refers to the overall average figures on exports and imports for
selected developing countries on their performance. Merchandise exports
for the period 2000 reflect a $31.3 billion, which reflects an increase of 36%

from $23 billion in 1997. However, there are some countries that have
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experienced a regression in the same period. Countries that have
experienced a good performance were those that focus mainly on

manufactured products and services.

Statistics reflected on the table 2.2 show that since 1990 the performance
of the countries in the SADC region indicates either a decline or a
marginalized figure in all three sectors. There are some excepftions of other
countries that have responded positively to trade shifts, however they are
only a few. The maqjority of these countries have the agricultural sector
contributing a substantial percentage to the GDP and since 1990 the
sector has bee declining but on average it shows a staggering figure of ¢
slight increase and a sharp decline in the sector. Whilst some countries
have indicated a minimal contribution by the agricultural sector, their
industrial and services sector are more active but however improving at a
very minimal pace. Their trading partners may attribute to increased
foreign direct investment but to a certain extent and the generalised

preference system such growth in the other sectors,
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Table 2.2: Value added as percentage of GDP in SADC countries (1970-2000 and 2001)

Countries Agriculture industry Services

1990 | 2000 | 2001 | 1990 | 2000 | 2001 | 1990 | 2000 | 2001
Angola 18 |6 8 41 70 | 67 41 24 |25
Botswana S 4 4 56 44 44 39 52 52
DRC 30 |58 |- 28 17 |- 42 |26 |-
Lesotho 23 18 (20 |34 |38 |[46 43 44 |34
Malawi 45 |40 16 |29 19 16 26 | 4] 47
Mawritius - 6 ) - 32 |32 |- 62 |62
Mozambique | 37 33 22 18 25 26 44 41 52
Namibia 12 11 11 38 |28 |28 |50 |é1 61
Seychelles - 3 3 - 22 22 - 75 75
South Africa |5 3 3 40 31 31 55 66 66
Swaziland - 17 17 |- 44 |44 |- 39 |39
Tanzania 48 45 45 16 15 16 36 40 39
Zambia 18 |24 |22 |45 25 |26 37 |51 52
Zimbabwe 16 11 18 |33 14 |24 |50 75 |58
SADC 184 |20 139 |27 |30.3 |27.3 |33.1 | 498 |47.3

Sovurce: World Bank (2003)

Advocates of globadlisation argue that growth achieved through
removing market barriers and integrating trade worldwide is benefiting all
players, both rich and poor and that globdlisation not only reduces
poverty it also strengthens the cause of democracy. It is further argued
- that globalisation is an impartial decision maker, which provides
Governments and more importantly, the people who vote in
Governments, with the ability to make decisions for their economic
growth. The globalisation process is believed to be a step forward

towards the empowerment of people, and this concept is based on the
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premise that if people within a country want reforms for greater economic )
growth, the people must advocate and vote for policies that support

~ greater market liberalisation and good governance.

28 The agricultural sector, Employment and the impacts of trade

liberalisation

In the process of liberalising trade the employment sector has also been
 affected. Since independence was launched in Sub-Saharan Africa in the
late fifties, agriculture has been every nation’s plan to develop a modern
economy and caich up with industrial countries by the year 2000.
Moreover, because of the failure of premaiure industrialization programs
to accelerate economic growth and employment, the continent's
economic and political future remains critically dependent on mobilizing

the energy of its 50 million small-scale family farms.

Today the agricultural sector accounts for 30 percent of GDP, 40 percent
of exports, and 70 percent of employment in Africa. However, because of
low agricultural productivity, the agricultural sector is not performing its
essential roles in stimulating economic growth, earning foreign exchange,
providing jobs and feeding a growing population. This explains why the
global development challenge over the coming 25 years is to increase
agricultural productivity in Africa and help each nation generate a
reliable food surplus from domestic production and imports. Despite 15
years of structural adjustment programs, African agriculiure is stalled in

many countries.

FAQ, IFPRI and World Bank experts agree that Africa's food imports will

likely increase over the coming 20 o 25 years, with the introduction of the
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agro- industrial sector. Many countries are now shifting from primdry
production in the agricultural sector to food processing industries. Clearly,
Africa faces a long-term food production challenge comparable to Asia's
food crisis of the early sixties. (Carl, 1998). Many African countries have
been faced with a food crisis in the process of attempting to produce for
both commercial and subsistence purposes. Indeed it is a question many
people in Africa ask where food security is addressed for developing

countries and the liberalisation of the agricultural sector,

Trade liberalisation has been viewed as an area that has led to job losses;
however, it is also believed that the development of new technologies
would offset such gaps by the created job opportunities in higher value
added sectors. Many developing countries have experienced a transition
from the basic agricultural practices to industrialisation and services in the
same sector. Their involvement in primary production had catered for a
large percentage of labour and thus minimized the rate of
unemployment. In the event of these changes, organisafions have
developed strategies that would enable their competitiveness in world

markets that includes labour savings, new technologies etc.

A lot has been learned in developing countries where agriculture is
- concerned and the role it plays in the development process. 1t is
important that policy makers in the continent study the global trends in
the sector and have the basis on what it takes to mobilize agriculture as
the major contributor in reducing the rate of unemployment in the African
and developing states in other countries. The potential for growth needs
to be explored if it exists in order for economic growth. Trade liberalisation
has impacted differently on many developing countries. The case for

Zimbabwe has been used to determine the impacts, however, it does not
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draw strong conclusions on all developing countries. (The case study has
been taken from a publication by Chisvo M. of July 2000);

Trade liberalisation and household food security: a study from Zimbabwe

casel
M. Chisvo, CIiR, July 2000

Economic liberalisation (in Zimbabwe) has been carried out in the form of
an Economic Structural Adjustment Programme (ESAP), influenced by the
IMF and World Bank, and the AcA. The evidence gathered in the form of
literature reviews and focus group discussions (in two districts, Chivi and
Mutasa) suggests that negative impacts of liberalisation outweigh positive
ones. Linking the impact of liberalisation to food security is a complex task
as there is considerable overlap between trade policy and other issves

both domestic and international.

The ESAP, launched in 1990, aimed to liberalise trade and the domeslic
market for goods, services and finance, and to promote investment.
Liberdlisation of the agricultural sector provided farmers with a greater
choice of buyers and traders for their produce. Liberalisation of the public
transport system improved the mobility of farmers. Overall, local market
access for farmers increased, and consumers have benefited in that

liberalisation increased consumer choice.

The negative effects of liberalisation on farmers have been that the
removal of subsidies increased production costs in real terms as inflation
rose {inflation was 60 per cent in May 2000 and had been at or around 50
per cent for the previous 12 months). Farmers access to credit became

limited owing to the privatisation of the Agricultural Finance Corporation
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(AFC). Closure of Grain Markefing Board (GMB) depots in remote areas
affected market access and information, creating a void which private
traders have not adequately filled. Refrenchment of government civil
servants reduced farmers access to extension advice. A rapidly
deteriorating economic climate parly a result of a patchy and

ambivalent liberalisation process created further difficulties.

A number of factors further exacerbated the hardships faced by the poor:
drought in the late 1980s and early 1990s; the HIV/AIDS pandemic, which
by 1999 was killing about 1,500 Zimbabweans a week; a rising population
growth rate; the beleaguered land reform programme; a drop in
remittances to the rural areas from urban relatives owing to retrenchment

of the civil service; and the deteriorating economic climate.

To date ESAP has had a greater impact than the AoA measures, as
policies associated with ESAP went beyond the AcA green box measures
(that is, items that were deemed non-trade-distorting and need not have
been liberalised). Under ESAP, all agricultural parastatals were privatised
(including lending institutions), domeslic markets were liberalised,
domestic prices freed from control as subsidies were removed, and the

extension service downsized.

Since 1997, dfter significant falls in the value of the Zimbabwe dollar, there
has been a return to prolectionist policies characterised by a
reintfroduction of price controls on some basic food items, tariff protection
and exchange confrols. The reinfroduction of price controls on maize in

particular further undermined producers’ income earnings.

Zimbabwe's commitments under the AoA include the removal of import

and export subsidies, the removal of subsidies to be replaced by direct

f
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income transfers, and reduction of tariffs. In practise however, very lite

has been implemented under the AcA.

Trade liberalisation under ESAP covered tariff reform, a supporlive
exchange rate policy, and improved export provisions. I also included
expanding the Open General Import Licence (OGIL), which allowed the
import of certain goods without a licence. By 1995, OGIL covered 25 per
cent of goods, followed by the publishing of a tariff handbook covering all
agricultural commodities and based on the international tariffication

system, thus showing

a commitment towards the international trading system. At the time of
writing domestic trade in all agricultural products except maize has been
liberalised. Trade in maize is partially controlled by the GMB.

Until the mid 1980s Zimbabwe exported maize and did not import it. The
highest recorded export was in 1984 at more than 2 million tonnes. Imports
of the crop began in earnest in the early 1990s during the drought period
and have continved o gain momentum since trade liberalisation. In 1999
maize imports were at 390,719 tonnes compared to exports of 299,295,
making the country a net importer. The valve of food imports generally
rose from ZimD848.7 million in value in 1995, to ZimD1.53 billion in 1997.
Domestic producers have therefore faced increasing compeftition and
there have been few effective policy interventions to adapt to the

changes.
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2.9 Trade Liberalisafion A Strategy For Wealth Promotion Model

Th.e above model has been developed based on the theory of
comparative advantage. In the analysis to follow, the theory of
comparative advantage wil be used with the theory of wealth promotion.
In the discussion oullined in chapter two, it ca be noted that tfrade
liberalisation is mainly based on export promotion however it is also
important fo consider the economic situation of any particular country

before applying the growth strategy as described by trade liberalisation.
210 Summary

In recent vyears governments have become' convinced that, by
iberalising their economies, agriculture would prosper and provide the
necessary growth o provide investment to improve the couniry's
infrastructure, to form the foundation for industrialisation and to improve
public services. In the 1980s some African countries began to reform their
economic policies. Internal conflict, however, has delayed reform in many
ECA countries and they have only recently begun to liberalise their
internal economies. Over the last twenty years there has also been an

accelerating frend to liberalise trade on a global scale.

Trade does not happen between governments but it also involves private
~ corporations that operate under government regulations (Greenberg,
2002 }. In that regard it should be pointed out that whatever trade policies
govermnmments come vp with for the agricultural sector will be issues of
concern to these parties and they will also consider the fact that a

nation’s sustainability is also accounted for in the production of food.
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The success of these global reforms and internai liberalisation measures |
{for those countries that have adopted them) has been patchy. Most
African countries have found it difficult to compete with more efficient
foreign agricultural producers and are suffering high increases in imported
products, which compete with domestic production (Stiglitz, 2002}. At the
same time, the expected improvement in exports of these products has
not materialised. This may be due, in port, to the difficulties of complying
with the high gudility standards required by many importing countries. The
intfernational market prices of almost all agricultural commodities have
fallen to their lowest levels (in real terms) in living memory. This is due to
over-production encouraged by the export-orientated economic policies
of competing producing couniries. The cut in agricultural subsidies in the
developed world has reduced surplus stocks of food, which has had the

effect of reducing supplies available for food aidl.

To conclude this chapter, it can be pointed out that learning from the
case of Zimbabwe, nations wil respond differently to trade liberalisation
given the nature of their economies. In the light of the above discussion,
the section has covered several aspects of trade and liberalisation of
frade. In infroducing the section the chapter discussed the different
- theories of frade, which have played a significant role in the liberalisation
of frade. A brief discussion on trade policies was pointed out relating to
- the Uruguay round of agreement, which is deemed to have more effects

in the agricultural sector.

Ha\)ing discussed the above theories of trade, in addition to these facts
one could conclude by developing a theory which points out that trade
liberalisation does not only focus on growth but mainly focuses on the

creation of wealth — “trade liberalisation a wealth promoting strategy”. In



the dnclysis of the gop model, one will look at how wealth is created
through this strategy. The next chapter of the study will focus on the profile
of Swaziland, an overdll glance at the economic position of the country

and the agricultural sector.
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Chapter 3
THE NATIONAL ECONOMY OF THE KINGDOM OF SWAZILAND

3.1 Introduction

Chapter 3 looks at the national economic analysis for the Kingdom
of Swaziland. The economic theory will 1ook into the issues of policy
and resource dllocation especially in the agricultural sector, The
report further looks at the action of government in labor market,
money market, and the goods and services market. The nature of
the agricultural sector for Swaziland is also discussed with the

summary of its performance over the past five years.

3.2 Strategy for Macroeconomic Analysis

Government uses three kinds of policy fo influence the macro-economy.
- These are: _

o The fiscal policy;

s The monetary policy; and

o The growth or supply-side policies,

The Ministry of Finance controls the fiscal policy. This policy is responsible
- for tax and expenditure decisions by government. Government collects
taxes from households and firms and spends these funds on such things s
social security payments. Keynes notes that fiscal policy could and should
be used to stabilize the level of output and employment (Case & Fair,
2003}).



Monetary policy is used by the Central Bank of Swaziland (CBS) to conirol
the money supply. It is the duty of the government to determine the
quantity of money in the economy. The quantity of money supplied
affects the overall price level, interest rates, unemployment rate, and the

level of output.

Lastly is the growth policy, which is controlled by the Ministry of Enterprise
and Employment. Growth policy or supply-side policy focuses on
stimulating aggregate supply instead of aggregate demand. Many
growth policies are targeted at specific markets and are largely discussed
in  macroeconomics. The growth policy will also involve national

competitive strategies in the world markets.

3.3 Economic Background

Swaziland {SD} is a landlocked ¢ountry surrounded by South Africa and
Mozambique. She is the smallest couniry in the Southemn African region
covering an area of 17,364 kmz2. Swaziland is very rich in cultlure and has a
. population of slightly less than a million. It was estimated that by the year
2010 the population of Swaziland would have reached 1.32 million but is
now projected at 980 000 due to the impact of HIV/AIDS. Life expectancy
" has fallen drastically thus having a major impact on output growth, An
| estimated two thirds of the population lives below the poverty line, with

poverty being worse in female-headed households {infernet 3).

Unlike many countries in Africa, Swaziland is characterised by an ethnic
and cultural homogeneity. However, it is amongst those countries whose
populations are growing at a very fast pace. The 1997 census indicated a

rate of increase in population of 3.2%, which had a significant impact on
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the rate of unérﬁbloymen’r since the job market grew at a lower rate.
Swarziland is an agriculiurally based economy, heavily dependent on the
agro-industrial production of sugar, which is leading in exports and
followed by wood pulp. With regard 10 the rate of employment creation,
during the period 1984- 1988, there was an improvement in the formal
sector. The Swazi economy tends to fluctuate between decline and
stagnation although it shows potential signs of prosperity. This growth
pattern could be largely atiributed to several factors, such as declining
market for some of the agricultural and mineral products, high population

growth rate and droughts (Economic Planning and Development, 1999).

The main issues facing the country are poverty, HIV/AIDS, unemployment,
and food security, 65% of the mostly rural population lives below the
poverly line. By 2010 the population is projected to be 40% smaller than it
would have been without the HIV/AIDS pandemic. Unemployment has
emerged Qs a serious threat to the Swazi economy with an estimated rate
of 43 %. As a result, a large surplus of the labour market has low wages
and poor working conditions (Ceniral Bank, 2003).

The economy of Swaziland recorded a decline in real GDP during the
year 2002. The pace of economic growth has fallen significantly when
compared to rates achieved in the 1980's. The slow down started in the
mid 19290’s with occasional fluctuations in other years resulting from globai
economic siowdown. There are several other factors that have
contributed to the downward slope of the GDP rate, amongst which
include the depreciation of the Lilangeni; fluctuations in international
commaodity prices; unfavorable weather conditions; depressed world
demand for its primary commodities; and closure of some magjor

companies worsened the economic position of Swaziland. This has had a
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consequent negative impact on public finances through reduced

corporate and personal fax revenue.

The ecdnomy of Swaziland depends largely on the export based
agricultural commodities and the industrial sector. During the period 2002,
the country experienced adverse climatic conditions, which affected the
agricultural output levels especially on the Swazi nation land, which
depends on climatic conditions for production. On the industrial sector,
the country experienced an influx of investors in the textile industry. The
increase resulted from Swarziland being a beneficiary in the African growth
and opportunity act {AGOA), which significantly extended its market
access to some countries in Sub-Saharan Africa. However, due fo
unfavorable frading conditions in the world markets, some of the foreign
companies were forced to close down and thus resulfing in a set back to

the country’s economic growth.

Throughoui 2002, due to the depreciation of the exchange rate.
Swaziland experienced high domestic inflation fevels as compared to
neighbouring South Africa (internet 4). However, the inflafion rate is
forecasted to sliowdown due to the appreciation of the Rand and falling
oil prices. Inflationary pressure at the end of 2001 caused by the
~ depreciation of the Rand/Lilangeni exchange rate, forced the CBS to
tighten monetary policy to reduce aggregate demand. Economists have
predicted a continuous fall in the price of oil, whose price also serves as
- one of the determinants of the exchange rate. The graph below illustrates

the exchange rate fluctuations for the last 4 years.
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Figure 3.1: Exchange Rate Fluctuations (1998 to 2003)
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3.3.1 Domestic Developments

Unemployment is still rife in Swaziland estimated at about 20% of the
working age. Estimates in the formal sector indicated that the
employment frend is more or less similar o economic growth patterns. The
labour market tends to be characterised by a higher demand of labour
than supply. This results from the increased annual enrolment in the
education sector and the retrenchments that occur in the private sector

as a means to increase efficiency in exporting companies.
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Table 3.1: Estimate employment

Period 1998 1999 2000 2001 2002
Private sector 59983 61003 61613 60381 66267
Public sector 31891 32210 32693 33216 | 29091
Total formal employment 91874 93213 94306 | 93597 | 95358
Informal sector + 26370 32692 41203 52328 | 53561
Grand total 118244 126175 135509 | 145925 | 148919
Growth rate (%) # -4.0 1.5 12 -0.8 1.9

ge: Central Bank Swaziland pg 68

Table 3.1 indicates that the private sector sfill remains the leading
employer in the country consisting of jobs estimated at 66267. Such an
increased has resulted from increased foreign direct investment in the
textile industry, which increased the manufacturing employment to 19370.
To boost employment, the country embarked on a strategy plan where
labour reforms have been introduced with the promotion of small business

developments and are indicated by an increase of 2.4% in 2002.

Creating jobs for more than 20% of Swaziland's unemployed people of the
working age remains the most critical economic challenge facing the
country today. However, in Swaziland, like in other developing countries,
unemployment is just part of the problem of labour under-utilization.
Under-employment, which can be regarded as “invisible” or “disguised”
unemployment, and which is quite difficult to measure, is probably a more

serious problem than that of unemployment.

The “working poor” constitute part of the under-employed. Such people

work very hard, putting in long hours per day, but do not generate
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enough income for a decent living. Attention should also be focused on

such peopie who are usually engaged in the informal sector.

Other main issues facing the country are poverty, HIV/AIDS, and food
security. 65% of the mostly rural population lives below the poverty line.
By 2010 the population is projected to be 40% smaller than it would have
been without the HIV/AIDS pandemic.

3.3.2 HIV/AIDS Pandemic

HIV/AIDS presents one of the most difﬁcUIf challenges Swaziland has had
to face in its history. The Southern African sub-region is regarded as the
“epi-center of the pandemic™ worldwide. In Swaziland, as in many other
countries in the sub-region, the pandemic has had serious negative
effects on human development indices such as life expectancy,
knowledge or education, income, employment and economic growth. In
spite of the concerted efforts made in SD to contain the pandemic, the
situation has contfinued to worsen and infections are now estimated at

40% of the entire population.

The African Development Bank [ADB] has observed that some countries,
nhotably Senegal and Uganda, have demonstrated that it is possible to
control the spread of the pandemic through effective prevention and
AIDS awareness programs, provided that this is driven by political
commitment at the highest level. With the very high polifical commitment
in SD fo combat the pandemic, it is expected that the country could
benefit like Senegal and Uganda. Part of the government sirategy 1o

deal with the pandemic has been to establish the National Emergency
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Response Council on HIV/AIDS (NERCHA} to co-ordinate HIV/AIDS

programmes.
3.3.3 Poverly Alleviation

Like in many developing countries, poverty has been regarded as a
chronic disease and it is estimated at 60% in Swaziland. Specific programs
to alleviate poverty in SD have been listed as one of the major issues 1o be
addressed in the budget. These include the Community Poverty Fund, the
Millennium Projects, the Poverty Monitoring Unif; the Micro projects
Programme, and the project on the Social Protection of Vulnerable
Children, including orphans, and identifying pro-poor projects. Also, due
to their interrelatedness, the fight against the HIV/AIDS pandemic, job
creation and ensuring food security are all strategic means of alleviating
poverty. Thus, concerted efforts should be made to efiectively implement
these programs, which can contribute to the reduction of poverty in the

couniry.
3.3.4 Food Securlty

It is worth noting that maize is a staple food for the Swazi nation. The
budget noted that maize production did not meet the total requirement
for the past year due primarily to the problem of drought. 1t therefore
emphasized the need for the Ministry of Agriculture and Cooperative to
put more effort into the production of maize and other food crops. More
encouragement/assistance needs to be given to small-scale farmers fo
cultivate food crops {rather than divert from such crops) to serve as a

panacea to the food crisis (Madonsela W, 2001).
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3.4 | The Macroeconomic Context

The macro-economic sector looks into the fiscal, monetary and the
growth policies of Swaziland. According to Case & Fair, {2003) the role of
government in influencing an economy can be marked and achieved by

the application of these three policies.

3.4.1 Fiscal Policy

Case and Fair, {2003) points out that one of the main ideas presented by
Keynes in the 1930s was that government could and should use fiscal

policy to stabilize the level of output and employment in the economy.

Swaziland has an open economy characterised by a high ratio of exports
and imporis o the Gross Domestic Product {(GDP}. These parameters
were respectively estimated at about 81% and 87% respectively in the
2001 financial year. As a result of this openness, the local economy tends
to be heavily influenced by developments both in the regional and
international trade arena. Trade liberalisation process tends to influence
the role of governments in controling the levels of output and
employment in an economy. Swazland is amongst the countries that

anficipate serious losses from frade liberalisation's their products will
| experience stiff competifion from cheap imports. It is essential that
government restructure its fiscal system in pursuit of prudent fiscal and
economic reforms that promote growth of the economy. The major cims
of the fiscal restruciuring project commenced in June 2002, is to focus on
the diversification of the tax base in order to reduce Swarziland's heavy
reliance on SACU receipts, which are projected to diminish substantially in

the medium to long term.
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Over the vears thé ﬁscdl position of government in Swaziland has been
worsening., mainly due to failure to raise adequate public funds coupled
with a lack of proper control of recurrent expenditure {Budget Speech,
2003). The current budget has, as a result, made provision for policy
restructuring that aims fo increase government revenues through a
vigorous collection of taxes: and in some instances, reviewing and

strengthening the tax legisiation.

The Government has identified a n.ur'nber of measures that should be
taken in order to increase the revenue base for public funds. These
measures include the following:

¢ The deployment of additional manpower at the country’s main
borders to assist in the collection of sales tax and customs duties.

o Stepping up efforts by the Department of Taxes to collect income
tax and further reduce incidents of tax evasion, particularly by the
private sector. |

s Stepping up efforts to collect money owed to Government by
several institutions and individuals.

¢ Infroduction of legisiation for the taxation of benefits in kind.

- ¢ Review of legislation with regards to the taxation of commercial

activity on Swazi Nation Land; which was previously not taxed.

- The government .is also making efforts to bring about & reduction in
expenditures that are considered as being not so important in the
betterment of welfare of the local population. This has seen the stepping
up of efforts to control government wage and salaries bill, which has
always taken a major share of government revenue. There is also the
thinking of cutting down on the number of government ministries in an

effort to downsize the public service. External travel by government
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personnel and the expenditure on telecommunications and consumables
has also been curtailed.

Another means for controlling recurrent expenditure, would be an
improved wage structure within the civil service must be put in place as
well as carefully streamlining the number of civil service employees.
Restraining growth in government expenditure, together with other
measures such as a deepening of structural reforms, especially in the
parastatal sector to revitalise investment, could alleviate the fiscal burden
and help foster a more conducive macro - economic environment for
sustained economic growth and development in the long-term {Central
Bank of Swaziland Annual Report, 2002-2003).

 subsidies and fransfers to parastatals also make a significant contribution
~ to the worsening position of the government recument expenditure. To
address this situation, most parastatals have been urged to undertake a
restructuring exercise, with a view to identify those activities and services

that can be contracted out. Government is also looking at the idea of
| infroducing performance contracts, especially with those parastatal
institutions that cannot achieve self-sustainability, These confracts would
help in the sense that they would clearly define what government's role

and obligation is towards these institutions.
3.4.2 Monetary Policy
Swaziland is a member of the CMA and this entails the pegging of the

local currency Lilangeni to the South African Rand. This has served the

economy well because it calls for tight monetary discipline on the part of
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government and because the local economy is in effect heavily

integrated with the South African economy.

Swaziland is part of the SADC region, which is presently experiencing a
heavy drought. The effect of this drought on food prices, coupled with the
price raising effect of the depreciation of the exchange rate in the past
year, has resulted in a high domestic inflation level of between 10 % and
12 %. This high inflation has impacted negatively on the people especially
the poor. However, the inflation is expected to fall in the coming months
due to a falling inflation rate level in South Africa. With about two-thirds of
the domestic inflation being imported from South Africa, Swaziland is
expected to benefit from the predicted fall in South Africa’s inflation. The
graph below shows the inflation trend for 2001-2002 (Ministry of Finance,
2003).

Figure 3.2: Comparative Inflation Swaziland and South Africa

Comparative Inflation Swaziland & South Africa
(2001 - 2002)
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With the inflation :rc’re rising to over 10 %, ngernment has had to come in
with prudent monetary policy to try and reduce the negative impact this
wouild have had on the population. The depreciation of the Rand
(Lilangeni} in the last twelve months has manifested itself through an
infiationary pressure on the economy. In trying to counteract this
inflationary pressure the Central Bank discount rate has had to be revised
upwards several times until it reached 13.5 %. The commercial banks
responded positively by increasing the prime-lending rate to 16.5%. This
made borrowing expensive for the customers, and hence the inflation was

contained. This sort of scenario is shown in figure 6 below:

Folloﬁlng an upward revision of the Central Bank discount rate would

resull in the scenario:

 Figure 3.3 : the effect of an increase in inferest rale
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An ihcredse in interest rate by the Cenfral Bank from r0 to r1 lowers
planned aggregate expenditure and thus reduces equilibrium income y0

to yl.

The Central Bank has also had to reduce the statutory reserve requirement
for commercial banks from 4 % to 3 % in an effort to release more
resources for these banks to engage in their intermediation activities. The
banks were able to lend out more as result of the reduced reserve
requirement. Case and Fair {2003), refers to this type of policy as an
expansionary monetary policy because it tends to increase economic

activity by allowing banks to give out more foans to households and firms.

- 3.4.3 Growth policy

The growth policy for Swaziland mainly looks at issues that cover
employment, frade and investment. These are the main pillars for growth.
Statistics indicate that unemployment in Swaziland has been in excess of
20 percent and rising as job-creation fails 1o keep pace with high
- population and labor force growth. For the age group 15-24 years, the
problem is acutely worse, with national unemployment levels above 40
percent. And it is estimated that over 40 percent of the core poor are

unemployed.

Migrant labor opportunities have declined: As unemployment in South

- Africa rises, migrant workers from neighbouring countries such as

Swazilond find it increasingly difficult o find employment and are
returning to their home counfries. The UNAID (in World bank, 1999} report
states that in 1990 there were over 16,500 Swazi migrant workers employed

in South African mines compared to about 13,000 in 1997, Labor income
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from Swazi mine workers fell from being equivalent to 13 percent of GDP in
1990 to only about 6 percent of GDP by 1995-1997.

Furthermore, the slowdown in foreign direct investment (FDI) has also led
to stagnation in employment in the urban economy and the title deed
land {TDL) sector. The duration of urban unemployment episodes is likely
to have increased, as have pressures on the urban informal sector to

absorb new entrants and lay-offs from the formal sector.

Brain - Drain In Labour Market

There has been a shift in the labour market for Swaziland. In the previous
vears Swaziland experienced the migration of unskilled labour 1o work in
the mines, which has slowly been decreasing and increasing the

migration of skilled iabour and thus has led to a brain drain for the country.

The migration of highly qualified professionals from developing countries is
an exiremely complex problem, which presents the international
community with a major dilemma. This problem is linked to various factors
suchas: _ _
¢+ Fundamental human rights — that is, the right of individuals ’ro'mové
from one country to another, although the exercise of that right is
governed by the immigration policies of individual countries.
e [nadequate provision of incentives for qualified nationals to remain
at home.
+ The liberalisation of the international labour market under the World

Trade Organisation, which is arguably not in Africa’s interest.

The reasons for Swaziland's brain drain 'problem are both structural and

economic, The country's high schools system is ill equipped to produce



the right skills needed for the country’s developmental needs. The key to
economic growth and development is largely linked to the scientific and
technological expertise available in the country. The shortage of both
science equipment and teachers in some schools, instructs the vast
majority of pupils in arts rather than in science and technology thus
overiooking capabilities of students that would qualify in such fields. In that
regard, there is overproduction of graduates in areas where there are few
employment opportunities. This results in high levels of migration, even
among the few frained scientists because of the absence of an
environment conducive to full professional expression and satisfaction
(Oyowe A, 1996).

The brain drain has had major implications for national development. The
major cost to the country is in lost production and the export of human
capital in the form of education, fraining and experience. The emigration
of graduates is likely to lower the GDP of the country, and secondly, to
increase the price/wage for skiled and professional labour due to the

decrease in supply resulting from the emigration. However, lack of data
| makes it impossible for one to ascertain numerically the extent of the

- emigration and its cost implications in the economy.

3.5 Revenue Context

Swaziland remains an integral member of regional and global economic

~ groupings, which are:

+ The Southern African Customs Union (SACU)

A joint agreement between Swazilond, South Africa, Botswana,

Namibia and Lesotho. Under this agreement there is free flow of
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commodities cfhongs’r member states and a common tariff applies
when frading with fthird parties. The main advantages of this
arrangement are increased trade amongst member states and a

wider market for all countries concerned.

Currently, the country’s main source of revenue is its share from Thé
South African Customs Union {SACU) pool, which for the current period
accounted for about 51.6% of total revenue in the last two years. This
figure represents a 15% increase over previous years, which we believe
is in line with inflation and the increase in imports. The signing of the
renegotiated SACU agreement of 1969 was done in 2002, the revised

agreement strengthens and democratises the union.

. The Common Monetary Area (CMA)

Through this agreement, Swaziland, together with South Africa, Namibia
and Lesotho, dllows for free movement of capital within member
countries. One of the advantages of this arrangement is the absence of
exchange costs as well as transaction cost that allows some ceriainty in

. business deals.
. The Southern African Development Community (SADC)

This agreement seeks to achieve development and economic growth,
alleviate poverty, and enhance the standard and quality of life of its

- members through regional integration.
. Common Market for Eastern and Southern Africa (COMESA)

This agreement focuses on the formation of a large economic and
- trading unit that is capable of overcoming trade barriers faced by

individual states.
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. Africa Caribbean Pacific - European Union (ACP-EU)

This is an agreement, which governs trade between the European Union
and ACP States. Prior to the signing of the Cotonou Agreement in 1998,
under this agreement the EU was engaged in reciprocal trade with the
ACP states. Swoziland receives preferential freatment as a member of
- Generalized System of Preference (GSP) and is eligible to the African
Growth and Opportunity Act (AGOA) from the United States of America
- {USA). AGOA qims at empowering African economies to gain access 1o
the USA market as long as they meet certain economic and political
- conditions. All these are useful markets for the products in Swaziland and
serve to augment the small Swazi market. The EU seeks to continue 1o
guarantee the country’s prices for sugar as well as grant preferential

 treatment to Swaziland as a member of GSP.

| Regional and international developments necessitate the need for bold
and prodactive initiatives in order to meet the many challenges that lie
ahead for the country. The most urgent challenge currently facing the
country is that of broadening its revenue base, which should be supported
by amongst other things, efficiency in the administration and collection of

existing revenues sources.

The Swazi economy performed strongly during the 1980s, but over ’rhé past
- seven years, average real GDP growth has hovered close to the
population growth rate estimated at 2.7 percent. in other words, real per
capita incomes have remained virtually stagnant in the recent years,
underlining the need for deliberate Government action to promote fiscal

allocations, which are pro-poor.

Currently, the country's main source of revenue is its share from the South

African Customs Union (SACU) pool, which for the current period
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 accounted for about 51.6% of total revenue in the last two yvears. This
figure represents a 15% increase over previous years, which we believe is
in line with inflation and the increase in imports. The signing of the
renegotiated SACU agreement of 1969 was done in 2002, which

strengthens and democratises the union.

Income tax is the second largest contributor to total revenue at 21.8%, of
~which 51.8% is personal income tax, company tax accounts for
approximately 46%. Taxes on dividends and inferest income account for
approximately 2% of total income tax. The frends depicted in these
figures, means that the country has to reduce taxes to remain attractive
to investment, while our other sources of revenue continue not to perform

to our satisfaction (Madonsela, W 2001).

~ Sales tax .revenue confributes about 15% and is expected to increase
during the budget year. The increase in revenue from the sales tax is due
to the rise in imports from RSA since 2002/03. This was facilitated by the
~ enhanced regional infegration of the economy of Swaziland with that of
 the Republic of South Africa {RSA).

Swaziland is currently conducting a review of taxation systems to make
them simpler and more efficient to administer, possibly promoting
| compliance and ensure all avenues for avoidance and evasion are
closed off. Other measures under consideration are the review of
legislation with regards to taxation of commercial activity on Swazi nation .
land {SNL}, imposition of withholding tax on dividends received by resident
shareholders and the introduction of branch profit taxes. Government
realizes the need o concentrate on controlling expenditure, because it is

pointless to efficiently collect revenue only to spend it carelessly. At the



macro level government seeks to concentrate more resources on the
social sectors, and at the micro level, seeks to ensure that ministries are
spending money where it should be spent. For instance, every ministry will
be expected to do a cost-benefit analysis for every trip proposed and
justify travel requested, and the delegation size be kept at minimal. To
control expenditure government also aims at reducing its involvement in

parastatal organisatfions.

Grant funding, together with exports of goods and services, loans and
user fees amount to 11.6% of government revenue. The major
components of government revenue as discussed above are depicted in

the following pie chart:

Figure 3.4: Major Components of Government Revenue

2003/2004 BUDGET ESTIMATES |
12%

10%

\ m SACU |
B COMPANY TAX

|DSALES TAX ||
0 PERSONAL TAX
/B OTHER |

52%

Source: Central Bank Swaziland

The macro-economic situation reflects that, in overall, the economy has
contfinued to be characterized by a slowdown in foreign direct investment
(FDI) inflows. Swaziland has been facing stiff competition for investment
following improved political stability in the region since mid 1990's. This
has not only impacted negatively on the country's balance of payments,

but has also greatly affected government’s revenue through reduced tax
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base as some investors prefer to set up business in other countries in the
region rather than Swaziland. This is conifrary to the 1980s when Swaziland
experienced an influx of FDI, recorded rapid growth, healthy balance of
payments and fiscal surpluses. However, towards the period between
2002/2003 foreign direct investment showed signs of growth, which have

resulted in a slight improvement in industry.

3.6 The agricultural seclor

The agricultural sector forms the main source for Swaziland's economic
activity following the manufacturing sector. A lot of the manufacturing
industries in the country have used agricultural products to add value to
their products, especially in the food processing industries. Statistics
indicate that 70% of the working population is employed by the
agricultural sector. Of the agricultural sector's coniribution to GDP,
production on Title Deed Land (TDL} consisting mainly of sugar cane,
pineapple and citrus, accounts for 60 percent. This sub-sector is market-
oriented and their production uses better quality technology which also
has an improved access to irrigation schemes. Without an increase in land
and water resources, the capacity for growth in TDL is limited {Central
Bank, 2003). Growth in this modern sub-sector has remained stagnant in

recent years while the SNL sector experienced low or negative growth.

Swaziland is divided into four agro-ecological zones namely the Highveld,
Middleveld, Lowveld and the Lubombo with a rainy season that runs from
September to March. The Highveld is situated in the west of the country
and it is mountainous with rainfall measured from 1000mm to 1200mm.
10% of the land is suitable for farming with a significant proportion planted
to forest. The Middleveld is situated in middle of the country and suburbs

mainly surround it with rain ranging from 800mm to 200mm. Agricultural
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prodUcﬁon is on small pieces of land on SNL. They use the natural method
of farming which depends on the natural methods for growth {rain fed)

since it far from riverbanks and it has a potential of urbanisation.

- The Lowveld is a dry place with high temperatures and seldom rains
estimated at 700mm. it has highly productive soils that are used for sugor
production with the aid of irigation schemes. This zone comprises of high
technology farming on fitle deed land and it is the largest employer in the
country. The Lubombo zone is situated in the eastern and northeastemn
- parts of Swaziland. It is characterised by fertile soils with an overlap of the

hot weather in the Lowveld.

According to the annual surveys of agricultural production 2001, a
significant percentage of the population living in the four zones are
engaged in small scale farming this region with high migrafions into the
urban areas in the formal sector. These figures are signified by 29% in the
Highveld, 40% in the Middleveld, 25% in the lowveld and 6% in the
Lubombo Plateaus (FAQ/WFP, 2001). '

Production on Swaziland National Land (SNL), accounts for the balance of
40 percent and comprises mostly subsistence farming. On SNL, maize is a
staple food and it is grown for subsistence and for supplementary income,
along with cotton and tobacco. Products grown on SNL depend heavily
on rainfall patterns. The sub sector has been experiencing a poor
performance resulting from drought and thus reducing the level of
production. According to the FAO (2001) reports, since 2001 the country
has registered lower rainfall than normal in all regions, and this indicates
an economic threat to food security and a confinuous decline in

productions for export.
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On that note in the above pdrogrdph, amongst the population that
engages in agricultural production on SNL comprise of women estimaied
at 57% of the total popuiation in the sector. In the same population 32%
are engaged in commercial farming whilst 29% are occasional farmers.
The figures play a significant role in the analysis of land consumed for
commercial and export production. It is also evident that the farming
population lacks proper information on export development projects.
However the issue of food security cannot be overlooked in the process of

analysis.

Exports of agricultural commodities and industrial products play a
significant role in the country's economic growth, development and food
security. Like many developing countries, Swaziland still experiences the
problem of food security, however she has contfinued fo exporf some of
her agricultural products other countries, which include overseas
countries. Major conftributors to real Gross Domestic Product {GDP} For
Swaziland are reflected in table 3.2 below, which indicates that the
manufacturing sector has taken the lead by 37 percent, government
services 15 percent, service sector 10 percent and agriculture 9.8 percent,
(Central bank of Swaziland 2002-2003) |
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Table 3.2: % Conhibution by sector to GDP tactor cost

Sector : 1997 | 1998 | 1999 (2000 |2001
Agriculture 10.2 10.1 106 |99 8.7
Mining _ 1.4 1.7 1.4 1.1 0.8
Manufacturing 37.5 1369 |360 |358 [356
Electricity &Water 3.3 3.4 3.4 3.1 3.2
Construction 4.9 5.4 58 6.2 7.0
Retail, Hotel & Restaurants 10,2 1107 [ 114 114 |118

Transport & Communications | 5.9 5.6 57 59 6.0

Banking., Insurance &Real|7.7 7.5 7.7 8.0 7.9
Estate

Government Services 16.7 16.5 16.2 16.5 16.6
Other (forestry etc) 2.4 2.5 2.2 2.0 2.3
GDP at faclor cost 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Source; Central Bank of Swaziland (2002-2003) pg 52

- The agricultural sector as one of the main sources of GDP indicates that
production has been slowly declining to a stagnant position, however the
tourism sector has shown signs of increase in their performance. There are
many factors that may have contributed to the shift, amongst which
trade liberalisation may be considered as one of the factors. Ancther
factor could be a result of a shift or growth in other sector resuiting from

trade shifts discussed in the theory of comparative advantage.
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It is however worth noting that such shifts in essential sectors of a country
depend upon consumer shifts in preferences and the opportunities that
the country is able to explore in world markets. This would also be
determined by their growth strategies amongst which include a proper

competitive strategy.

Agriculture as an essenfial service for. Swaziland has remained an
important issue in promoting economic growth and food security. in the
recent years the country has been experiencing lower volumes of rainfall
in almost all the parts of the four regions of the country, which also

indicates a decline in the production.

Other agricultural products include livestock production. Livestock has
been showing great improvement after the control of a serious outbreak
of the Foot and Mouth disease. Livestock production is a major activity for
small farmers, which owns about 77 % of the total cattle population.
Swaziland has a potential of exporting an equivalent to the quota offered
the country, however it only manages to export a small quantity Qs result
of farmer's reluctance to sell their cattle unless forced by adverse
economic and climatic conditions. In that regard the agriculfural sector
remains the focus of the country in terms of food production and food

security,

3.7 Summary

The chapter has discussed a si’ruoﬁdnol c:ndlysis for Swaziland, in which the
economic situation was looked at covering different areas that contribuie
to the economy of the couniry. It was noted that Swaziland as a
developing country is dlso faced with a slow o stagnant growth in the

economy. The subsequent chapter will specifically analyse the situation
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 of the country to determine whether it is worth liberdlising and what would

be the anficipated outcome of the whole situation,
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Chapter4 .
EVALUATION OF THE SITUATION

4.1 infroduction

Having discussed the profile of S.waz.i'lc:'nd, chop’rer four will assess the
impact of frade liberalisation on the country as a developing economy. It
is however, important to note that the impacts of frade liberalisation may
take different forms in al developing countries. It is therefore important
that in the analysis both the positive and the negative impacts be

reviewed to assess the extent of the effects.

This section will revisit the theories discussed in chapter 2 with a brief Iook
at trade policy instruments as an essential tool for discussion. Trade policy
instruments have come as a hindrance in trade liberalisation and as such,
it is necessary to consider the impact and to come up with & clear picture
~ of whether the imposition of such policies have had a major impact in
frading with other countries. Apart from these instruments there is also the
issues of the WTIO agreements that have been viewed to be impractical in
the agricultural sector due to many factors characterised by this sector.,

| 42 Comparative advantage and agriculture

The theory of comparative advantage (in Hill, 2003:143), a perspective of
| the analysis states, * potential world production is greater with unrestricted
trade than it is with restricted frade"”. When discussing issues it is important
to note that there are several factors a country needs to consider before
conclusions on comparative advantage could be drawn and these are

discussed in the following sub topics:
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3.1.0 Collcboraﬂoh beﬂveen cou'n'iries |

Accdrding to ’rhe ’r.he.ory countries that frade more with each other have
the potential of growing faster and attaining higher standards of living
compared with those that trade less {Gabrielle K, 1999). H{ is highly
accepted that when a country has strong collaboration with ofher
countries stands a better chance of development and growth resulting
from spillover. However it should be noted that trade does not occur on
@ one to one basis but it involves different countries that have a high
~ possibility of trading in similar goods that country would regard as having
comparative advantage in thus birthing competition. In that regard
growth in that situation will also be determined by the country’s ability fo

market its products to attain a higher market share,

Such a case may be different for developing countries, Swaziland
inclusive, due to the fact that their frading partners are not at the same
level in terms of production inputs. Many developing countries have
experienced difficulty to trade at par with developed countries and as a
result it has promoted high inequalities for these countries and a high
discrimination between the rich and the poor.

4.2.2 Transportation costs and pricing system

Countries are characterised by different infrastructures and logistics for the
transportation of products (Gabrielle K, 1999}. In that way, there are
addifional costs that would depend on the point departure and the
mode of transport for the product. If one takes the case of agricultural
products, Swaziland produces primary goods that require proper storage
facilities to prevent them from decays. In order for her to sell to
international markets, it is important 10 consider the mode of

transportation, which is likely to be the sea. As a landlocked country
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logistics may prove to be expensive thus increasing the price of the

products.

Currently there is d shift in the crgricolfural sector, which now concenfrates
on agro-processed goods and they require proper industrial processes
and compliance with the photo sanitary requirements. Many developing
countries have notf yet reached the level of forming agro- processing

industries.

Apart from the tfransport cos’rs:' pri'cés for goods are determined by
production inputs and the fluctuation of exchange rates. Since the
majority of developing countries source they production inputs from
different parts of the world, the pricing system will be affected which also
goes for their competitiveness, It is therefore important to consider the
fact that, despite the growth shifts predicted by the theory of
comparative advantage of a shift from the haves to the have not, the
process has faken too long o compensate these shifts for developing
countries and this includes the case of Swaziland. This has resulted in some
of these countries substituting losses that have been incurred in open
trade by increasing their fax base in order to balance the state of revenue
in their countries. Currently Swaziland has proposed an increase in
taxation and an introduction of a tax system that no longer exempt what

has always been considered to be non-taxable benefits,
43 The case of Swarziland

When discussing the issue of comparative advantage in relation to
Swazland, it is important to consider the main products for export.
- Swaziland is characterised by a small geographical area, which may also
mit production to the size of the land. Products that are cultivated

mainly for export are grown on fitle deed farms and have the less likely
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| impact of drought yet there are also factors that have a potential to
affect these production processes which include excessive rains and low
sugar sucrose, These products would include cifrus, meat, sugar, wood
pulp and canned fruit. In order to determine the impact of frade on the
production if is imporfant fo look at the performance of these products
and draow conclusions based on the frend that they have taken in the
recent years. However, before discussing the sectoral analysis, it is
important to consider the trade balance for the country so as to establish

nature of trade in the country.

4.3.1 Trade Balances

Table 4.1: Summary table of trade balances

1993 1504 1995 1596 1997 1998
Imports | lgg 713,001 | 117.90340% 11,8 893347 | 194,602,319 185,405,435 489
exports | 13146,837 | 18342601 22,161,089 | 21,699,232 32,812,605 | 50,704,368
1999 2000 2001 2002
Imports 285,432,198 220,248,744 || 405,445,157 579,838,870
Exports 47,237,520 96,138,859 45,413,730 76,270,417

Sources: dept customs & excise statistics office

Table 4.1 represents a summary of Swaziland's trade balance over a ten-
| year period. From the table it can be noted that since 1993 sales
balances on imports have been increasing at a very high pace over
exports, assuming it to be in line with quantities produced. For a country
fo be considered as having a healthy balance of payments, it should
experience a higher balance of exports than imports. Trade liberalization is
export oriented with countries being comparatively and competitively
advantaged in international markets. If one considers the model of

growth, Swaziland still experiences a slow growth pace in export
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producﬁo'n with'.o larger percentage of goods imported from outside
countries like South Africa and other parts of the world.

A competitive position for a country will only apply whereby, the couniry
in question has larger market share internationally. Currently, Swaziland
claims a competitive advantage in the sugar industry because of
preferential treatment accorded by the European and the US markets.
The market share is estimated at 18 %, however given a level playing field
in the market the country would experience difficulty coping with the
existing competition.  Aparf from a larger market share, competitiveness
would also consider price. If a country or business is competitively
advantaged in terms of price, it must be a leader in the market. Given the
state the country in terms of selling to other counfries especially in
European and the US markets, it can be classified as a market follower in
the absence of the preferential freatment.

If one takes the example of beef, which is one of the products exported in
large quantities, Tables on Appendix |, indicate that there has been an
increase in production for export. However, increases indicated are sfill
rising below imports of the same product. In that regard, apart from local
producers being threatened by competition, there is an indication that
Swaziland's production capacity does not supply adeguate surplus for
export. From the same tables it can be noted that there are numerous
products for export but in small quantifies, which could either result from
- competition or inadequate supply facilities to satisfy the market, since the
country is characterized by a small geographical area yet highly
populated.
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4.3.2 Citrus

Tabled,2: Citrvs production and sales

1998/9 [ 1999/00 | 2000/01 [2001/02 |2002/03

Area cultivated | 2,885.90 | 2,581.40 | 2,616.4 |2,513.74 |2,215.7
(ha) - .

Crop on trees 101,584 (109,187 |100,977 |100,072 |89,854
Vol of exports| 51,651 47,253 44,395 42,770 40,020
(Mt) | |

Value of exports | 65,12 81,07 71,87 82,91 60,15
(£'000)

Vol of domestic | 42,450 | 55,341 48,316 55,218 47,147
sales (Mt) B

Value of | 8.5 6.5 8.88 16.78 13.26
domestic '

sales(E’'000)
Source: Central Bank Swaziland pg 55 NB: 1metric ton (Mt)-1000kgs
Vol: volume -

The mc.:in' export markets for the country's citrus produce are the
European Union, Far East and Japan whilst the main competitors are the
United States and South America. Table 4.2 is divided into four sections
namely area cullivated, produce, volume of exports and domestic
supply, and the value of exports and domestic sales. The area cultivated
for citrus produce indicates a gradual decline frend, which resulted from
a shift by major citrus estates to produce sugar. Other factors that
resulted in the shift the shift were the weather condition as well as the
decline in local and international prices. In that regard the table indicates

an overall decline of 23.2 from the period 1998 {0 2002,
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The decline in the area cultivated also affected the volume and the value
of domestic and export supply. The volume of citrus exports indicates an
overall decline with a fluctuation in the sales volume resulting from the
unstable performance of the currency against major currencies. Apart
from the natural causes of decline in production, consumption patterns
can also play an important role in the performance of a country's export
products. Swaziland experienced a demand shift in the Japanese market
from rubies brand to the marsh brand not produced in the country. As a

result the citrus industry incurred huge losses in the process of the changes.

Whilst the volume of export declined, there was an increase in domestic
supply. It should be noted that sales volume of exported products will
always be higher than sales of domestic goods. Domestic prices will be
determined by the supply of the product they a good determinants in
exploring potential foreign markets. One of the major reasons for the
difference would result from currency depreciation. In a situation where @
country experiences depreciation in their currency, it is recommended
that they increase exports and reduce their imports. In situations for
developing countries, despite their export potential, they tend to import
more than what they export and that result in a frade deficit with minimal

realisation of the benefit of trade.

Another main issue faced by the citrus production is that of sanitary phyto
sanitary measures. In order for the product to qualify in international
markets, it has to satisfy the rules covered in citrus exports. With the present
hinges on climatic conditions the produce is exposed to many diseases
and there is the likelihood of not meeting the required standard. In that
regard the future of citrus produce seems to be bleak and as a result
major effects will impact on the producers and employees in the industry.

A conclusion that could be drawn on citrus production indicates a
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negdﬁve impact and also to consider the fact that switching from citrus to
other products will be determined by the nature of the soils, the
technology available for the farmers and the cost that are involved in the
production process. However, there is need fo develop this sector by

infroducing canned fruit and preserves as a means of diversification.

Alternatively, there is an e'merging market for baby vegetables for the EU
market however, Swaziland still experiences problems in finding airfreight
| space since it is expensive and limited. The main sources for these
markets were South Africa and Zimbabwe, recently South Africa’s price
do not seem favourable in this sector with Zimbabwe experiencing an
economic depression. In that regard Swaziland could explore those
opportunities. Swaziland still faces the problem of inadequate production

due to lack of skills and thus there is a need to develop producers for

" these markets.

4.3.3 livestock

Tabled.3: Meat production and sales

1998/9 | 1999/00 |2000/01 |2001/02 |2002/03
Production (Mt) 4,623 5,939 7.210 8,018 12,500
Exporis (Mf) 544 967 1,247 140 300
Value of exports (F000) | 12,861 | 31,428 | 19,109 | 3,722 15,400
Domestic (Mt) 4,674 5,061 2,034 4,590 5,158

Source; Central Bank Swaziland pg5é

- In Swaziland, about two thirds of the entire land is used as grazing fields
with about 70% represented by the SNL. Many people in this are still use
cattle as security for wealth and cultural practices such as lobola

(payment for the bride). On that note Swaziland still has a substantial
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productive sector both in the SNL and TDL for commercial purposes by

small, medium and large-scale producers.

 The main export rharket for meat produc’ridn in Swaziland is the European
Union whilst the same region remains the highest competitor in the world
market for beef products. In this situation an agreement was made
between the EU and Swaziland through the import quotas on the export
of beef into member countries, which is subject to renewal and
compliance with requirements. The maximum permissible quota of beef
exported into the European Union is 3500 tons of boneless hindquarter,

which is granted free customs duty and a 90% levy rebate.

Table 4.3 indicates that meat production has been gradudlly increasing in
line with the volume and the value of exports domestic production.
Qverall, production on average has increased by 23% from 1998 to 2002.
In sustainable development terms, when a country is deemed to have a
positive impact in trade liberdlisation, its production capacity should
indicate a positive frend for both export and domestic production.
However during the period of 2001 there was decline in exports resulting
from the foot and mouth disease. This decline did not only affect the
export performance but also the domestic production processes. The
future of the meat industry indicates a promising potential for growth
. provided by proper expansion strategies into the world markets and good

technology for breeding livestock.

- Cumrently the country is faced with low production for export as a result it is
unable to meet the market demand. There are also several factors that
are a constraint in the development of an efficient and productive
livestock sector, which are feeding and water, diseases, breeds and

breeding practices, marketing and research, lack of capital.

80



For the SNL there is stil a problem of water sufficiency, many areas
depend on the natural way of water supply i.e., rainfall. This has resulted
in some areqs experiencing overgrazing, degradation and soil erosion.
Production for export requires quality beef and in that regard livestock on
SNL end up producing very few cattle for beef production. As it has been
noted on table 4.3 that livestock production declined due to foot and
mouth disease, these are some of the issues that have also paused as a
~constraint in beef production. The Uruguay round of agreement declared
a cut in subsidies, which may result in many households not affording to

finance dipping chemical since they are very costly.

Desbite ’rhé large quantities bf livestock, Swaziland still imports cattle from
neighbouring countries for cross breeding, but due o the unfavourable
weather conditions some of these cattle are not able to adapt fully and
'~ still maintain their production character. o

On that note, it is important that exporters should collaborate with farmers
in sale of cattle to increase their supply in the world markets. However
most rural farmers who are in the SME sector lack access to capital and
due to the land tenure system, they cannot afford to use their few
tangible assets as security for the land. Another constraint is the high
interest rates on loans. Despite all these factors, Swaziland still has the
potential to produce but there is a need to do a proper market research

in order fo acquire relevant information for expansion.

To summarise the sector, it can be concluded that trade liberalisation
would benefit the sector however the first mover strategy into world
markets is required to earn higher profit shares as well proper production
facilties that would increase beef production in the industry. The country

needs to explore other alternative means to produce brands that could
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attract

international

advantage to the growth of the industry.

4.3.4 Sugar

Table4.4: Sugar production and sales

markets and this would serve

as an added

1998/9 | 1999/00 | 2000/01 |2001/02 |2002/03 |2003/04
Production (Mt) | 474,790 | 534,183 | 528,241 | 500,680 583,014 666.53
Exports (Mt) 197,463 | 250,912 | 275,727 | 207,284 296,534 333
Value of export! 594.0 629.0 644.0 647.2 689.0 765
(E'm)
Domestic sales | 27,012 | 27,479 | 25478 | 302,250 299,000 346.320

Source: Central Bank Swaziland pg 57

Swaziland's sugar cane is processed in three mills located in the lowveld
and Middleveld. These areas do not have adequate water supply and as
a result production is aided by irrigation, however the area is suitable for
sugar cane growth. A larger percentage of export production relies
mainly on sugar export. Table 4.4 indicates that sugar production has
been on the increase with an increase in export volumes. However it can
be noted with concern that due to high quantities of export domestic sale
in the period 1998 and 1999 have experienced a slow growth. It cannot
be disputed that export sales have increased the level of income for the

industries but the concern is on the future of the industry.

Currently, the Swaziland sugar industry sells into five main markets namely
EU, US, SACU, COMESA and other world's small markets. In the European
markets Swaziland sales at a preferential freatment however due to
increased competition from SADC, the production of sugar has increased

whilst the price of sugar has been slowly declining which leaves the future
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of the sugar industry uncertain for Swaziland. In that regard it is important
to note that the sugar indusiry in Swaziland is the largest employer of
labour and as a result of this decline people are threatened by the loss of
jobs. In the process of these refrenchments the informal sector has been
on the increase with lack of necessary skills to conduct efficient business. It
cannot also be disputed that in the process of job losses poverty will be on
the increase resulting in economic decline, since government expenditure
would have to increase in order to cater for the unemployed in their

poverty intervention strategies.

their
The import quota in these
In that

regard, Swaziland is responding negatively to these liberalisation shifts

Another challenge facing the sugar industry is uncertainty
considering the EU-EPA new developments.

countries has been reduced to 30000 tonnes from 50000 tonnes.

accompanied by the unfavourable exchange rate, which is pegged to
the Rand.

Table 4.5 shows the structure of pricing trend per tone in the export

markets:

Table 4.5: Pricing structure for Swaziland in the Export markets

Market/period 1998/99 | 1999/00 | 2000/01 |2001/02 |2002/03 | Av T
price
EU 1.8 3.2 2.1 2.1 3.1 2:5
us 1.4 23 2.1 1.9 28 2.1
SACU 1.1 2.2 1.5 1.3 1.7 1.6
WORLD 1.0 1.0 1.0 1.0 1.0 1.0
AVE PRICE/T 2.429 2.367 2.401 2.951 3.053 2.640
(E'm/tonne)

Source: Central Bank Swaziland
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Ther'e”cnre a lot of uncertainties in the sugar industry as the major source of
income in the export market. Water supply is another factor; with the new
water bill enacted there is a high possibility of increased production costs
thus increasing the price of sugar. o

Overdll, Swaziland experiences a very small change in  pricing
characterised by fluctuations and uncertainties as a result of the on going
~ changes in the market environment. The question in this situation would be
R directed to the future of the Swazi economy in the light of the decline in
their share price in world markets given the industry to be the highest
| income-earning sector for the Swaziland. From the oulline of this trend,
currently frade liberalisation is impaciing negatively on the Swaz

industries.
4.3.5 Wood pulp

Table 4.4: Pulp production and exports |

1998/9 | 1999/00 | 2000/01 | 2001/02 | 2002/03
Production (Mf) 163229 | 165184 [154158 | 183949 | 184649
Exporis (Mf) 256549 | 145753 | 132852 | 186104 | 197481
Value of exporls (E'000) | 310500 | 350636 | 444091 | 515678 | 637900

Source: Central Bank Swaziland 2003pg 57

The pulp industry supplies markets in the Fdr East, US, Saudi Arabia and
China. Table 4.6 shows an increase in production marked by an overall
average growth of 14% from the period 1998 102002/3. Export production
shows a fluctuating average growth of 2.2%. Given the several markefs

the industry has explored it is evident that the sector has a potential for
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growth, however it is also faced with the challenge of the cumrrency

against the magjor currencies.

Table 4.7: contribution of selected products in agricultural sector to GDP (2000-2003)

% Contir to National GDP % Contrto Agric GDP
SNL CROPS 1.1 83
TDL CROPS 1.2 824
LIVESTOCK 1.3 9.3
TOTAL 13.6 100.0
Contents of sugar cane 8.2 60.0

Source: Central Statistics Office

When referring back to the literature review it pointed out that a higher
percentage of land is utilised for agricultural production. In that regard the
contribution of production to GDP reflects sharp contrast to the utilisation
of land and labour. Most of the agricultural land and labour is
~ concentrated on SNL crop and livestock production but they account for
approximately 2% of the GDP., One of the major reasons behind the
problem results from inadequate factors of production that bring forth
poor quality produce. Most of the SNL production processes focus on
subsistence farming or maize if the produce for commercial purposes.
Some of the factors that have caused producers to concentrate on the

same type of production are the lack of the necessary expertise to

- change into alternative products that have the potential 1o grow under

those climatic conditions the same applies for livestock.

Given frade liberalisation and the current situation for Swarziland, she still
lags behind where efficient production is concerned due to huge portions
of land concentrated on smail-scale farming. Moreover it is important to

consider that major improvement on agricultural production will leave
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many households with low incomes because for sustainability most of the
products found in the country are imported from other countries and
therefore the money that could be used to accumulate weaith will be
used to purchase other goods. There is aiso the rain fed agricuiture, which
does not have the potential to provide people living on SNL with an

acceptable level of income and produce other crops for export.

Given the above dnolysis on the overcnli'trc:de balances and by sector, it is
-~ also important to consider the country's revenue streams since 1998 fo
date. And this is reflected on table 4.8 below: |

Table 4.8:Revenue stream

% Share of 98/99 99/00 00/01 01/02 02/03 03/04

Gvt revenue

From 48.3 48.1 518 50.3 5.7 51.0
SACU
Sales tax 12.3 13.1 13.7 13.6 15.0 15.4
Income 13.4 15.6 15.9 14.0 13.1 12.4
tax _ . :

Corporate 1.7 10.9 8.6 8.3 8.7 8.4
Ctax ' ' ' |
Other 14.3 12.2 10.2 13.7 11.5 12.8
taxes

Source: Metra Economic Consulting(2004)

From table 4.8 it can be noted that the révenue collection trend for
Swaziland is highly concentrated on customs revenue mainly from the
collection of import and excise duties. In the light of the current WTO
agreements, the state in which the country is in proves to be unfavourable

since the main focus on trade relied on imported goods. This is also
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evident in the frade balance, which indicates high balances on imported

goods that exports.

For the couniry to concentrate on export production, it will require a
major restruciuring process for both the public and private sector. In these
restructuring processes, there is the potfential of job losses and high
expenditure budgets to camy out the exercise. In the light of mass
retfrenchments, Government has to fry and create jobs for the jobless,

which is also a burden.
44 Summary

The chapter has addressed the analytical issues on Swaziland laying
emphasis on the different sectors that are produced for exported. It was
noted that in some sectors Swaziland has shown potential growth in their
production processes. However the secfor that is deemed o be the
strong pillar for economic growth in export development has shown signs
of decline due to intense competition in internatfional and regional
markets. It has also been noted that diversification could be an
alfernative but with the current situation it will take a long fime to realise

returns in the process creating a market share,

To conclude the sector it can be said that trade liberalisation comes with
growth but not for all sectors of production and therefore it is important
that nations at large, when formulating rule for conducting trade should
consider that one pill couldn't be used to treat patients that have
different iliness i.e. countries have different economic situations. In the
case of Swaziland, the country is characterised by a small geographical
area that is limited poor export development strategies in small, mediuvm

enterprises yet it is a sector that has shown expansion lately.
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The next chapter, which is the concluding section of the study, will focus
on the overall summary findings and case studies for developing countries
- that have experienced liberalisation to determine their successes and
~ failure. One of maijor reasons why | have chosen to quote these cases, it is
because developing countries have a lot in common and therefore
effects of frade liberalisation might take the same trend especially with

African economies with very slight differences in the process.
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%

In the light of such circumstances, it is essential that countries, including

Swazilond, need o work towards deveioping proper strategies that would

allow them to adapt to the situation in question.

53

Competitive sirategies for individval producers

It is recommended that in order to compete in this nhew economic

environment, companies, Governments and countries need fo be ever

more efficient, ever more responsive 10 market signals and ever more

innovative in order to keep up with the demands and opportunities

i offered by the market. Clearly, those countries most likely to succeed

. are those that have {International Trade Center, 1997);

Most access to technology

Technology serves as the basis for industrialization. Countries that
have advanced technology normally have an accessible
infrastructure that allows them to enjoy increased production. It is
important that Swaziland improves their technology as well as an

infrastructure that will allow quality production and an inflow of

foreign direct investment.

Are the innovators of technology:

There is a positive relationship between efficient supply and
innovative technology. Innovaiors of iechnology have the
advantage of producing improved products, which is what many
developing countries lack. In that regard, it is important that
Swaziland shifts from producing primary products in the agricultural
sector but also explore the opportunity of trying out processed
foods. Some parts of Swaziland still engage in the natural methods

of producﬁon. Such needs fo be improved, however they lack
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funds to improve the system. Government could play the lead role

in trying to improve farming technology.

Have the most highly educated labor force:

Due to privatization, which is also part of restructuring, Swaziland
experienced a shiff from the formal to informal sector. Most of the
people engaged in that sector lack adequate capital and the skills
fo produce for export. There is the need for establishing
programmes that will allow business management skill as well as
production strategies especially in situations whereby there is a
market saturation of exported products. Diversification will also
come with the suitability of the land of which is a vital area to
consider. In that regard, it is necessary that the country develop

adequate financial access points to finance theses sectors.

Have best access to risk capital: _
Countries are characterized by risk factor and in that regard;
countries that will survive are those that have access to risk capital

in order to allow for unexpected losses.

Market research |

International marketing stra’regiés need to be developed to qualify
the country to compete in international markets. This can be done
by analysing market information and potential changes in

consumer preferences.
Food security and sustainability

Food security and sustainability is one of the mgjor impacts in

developing couniries. A larger percentage of these countries are
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5.4

~sfill below aftaining an acceptable sustainability in their countries,

considering that African economies use agriculture as the main

~source of economic development. In the process of producing for

export, Swaziland alse needs to find alternative ways of maintaining

~ their food security by ensuring monitoring of exports to ensure that

what is exported remains the surplus of their overall production.

Are most able to communicate with partners and consumers:

Since many developing countries like Swarziland still needs access to
technology and innovative ideas, it is important that export
development bureaus and updated research information be
strengthened. This will also  assist  stokeholders and  export
development companies (EDCs) to acquire relevant information
and proper skills where issues pertaining to trade are concerned.
However, one cannot dispute the fact that EDCs do not allow direct
communication between trader and customer and as o result
producers of these goods run the risk of losing their customers in
cases whereby a problem arises between the urgent and importer.
A natfional marketing board was infroduced (NAMBOARD) for
Swaziland to cater for agriculfural production but producers fel

that instead of them benefiting from these markets they had to sell

- to the board at a lesser profit.

Structural adjustments and collaboration with countries

The best-adapted countries o the new environment at present are the

industrialized countries, which are unabashedly gaining most from the

system. These gains are not marginal, as lead countries take a fions’ share

of the profits and leave a diminishing amount for the rest of the players.
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Structural adjustments programmes as a strategy to liberalise have provéd
not to be favorable for many developing countries and as a result it has
also portrayed an odverse picture of globalisation. The main reasons
behind these factors are similar to those that have been discussed in the

first paragraph.

It is evident that « larger percentage of the Swazilond revenue is
- collected from customs duties and therefore the complete removal of
tariffs will cripple the economy of the country. It is recommended that a
rehabilitation of tariffs will be the best option for the countries until the

country develops new strategies for increased revenue.

Although institutions like the African Unity and regional negotiations have
been used to facilitate co-operatfion between African countries in their
efforts 1o co-ordinate negotiating positions, they have failed to reach the
degree of consensus achieved by developed countries. They have failed
to fully represent their countries due to inadequate capacity, which

includes trade experts and lawyers.
5.5 Other factors to consider for the agricultural sector

There are also several factors that have been considered for Swaziland on
the impacts of frade liberalisation namely: world open market price, their
current share in preferential markets, the size of sales in regional market,
an overall market share of all exported products, exchange rates and
their ability to maintain and expand their markets for sustainability. Many
African countries produce the same agricultural commaodities produced
in Caribbean and Pacific countries and face similar development

problems Qs those countries.
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This brings us to notice that the problem for countries like Swaziland is not
only technical but dalso economic given the issues discussed in chapter 4.
- Swaziland like other African countries are threatened by competition and
therefore it is important that an analysis of existing and potential national
production of agricultural products should be undertaken together with a
similar analysis for neighboring countries. Such an exercise would identify
potential trade opportunities and also determine the feasibility of
switching from products cumently produce as a means of attaining
comparative advantage. This would allow support to be offered to

enterprises capable of increasing trade.

It should not be ignored that in the agricultural sector, supply and
. demand does not always respond to price signals since farmers cannot
easily and quickly change their production to respond to price changes.
Consumers on the other hand hardly adjust their consumption patterns
when there are price changes. As a result comparative advantage
cannot be quickly redlized since changing production processes also

require the suitability of soils on which these crops are to be ploughed.

The agricultural sector is currently faced with market distortions that have
also proved that, subsidies and domestic support are not the main
problem for developing countries. New anti dumping measures need 1o
be formuiated that will protect these countries from destruction of

emerging small businesses.

It has also been noted that in most cases export subsidies and domestic
support in developing countries are not the major causes for price
distortions but low pricing and dumping cause it. Countries that have

removed their export subsidies and domestic support still experience low
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~ pricing. The case of Tanzania and Kenya are typical example of the
negative impact of liberalization in developing countries. These two
countries portray some of the problems faced by developing countries
especially the African continent. |

Conclusions

Having discussed the obove.recomnﬂendoﬁons. and the overall case of
Swaziland, conclusions that can be drawn from the study are that
developing countries need a time to address their economic situations
before formulation the necessary strategies to compete in the global
markets. There is also the need to have strong trade negoftiators for these
countries to ensure that they do not suffer these negative anticipated
 effects of trade liberalization. |
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Tanzgnia case2

WTO: member
Status: Least Developed Country
ACP: member

Population33.7 million Population growth rate 2.6%
GDP growth rate (2000}5%

Percentage pbpu.'aﬁon in agriculture - 80

Agriculture as percentage of GDP 50

Main food crops

Rice * Maize » Cassava
Main Cash crops

Coffee » Cotton « Tea * Tobacco * Cashew nuis » Sisal * Cloves « Honey and

beeswax

Added value agricultural products

Textiles and leather
Agriculture and the Economy

In 1986 Tanzania embarked on an economic recovery programme followed
by an Economic and Social Action Programme in 1989. Both programmes
were sponsored by the World Bank and IMF.

Within these programmes slale conitrols were dismantled, the private secilor
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was promoted, the trade and the exchange rate system were liberalised,
price controls were eliminated and most state monopolies were privatised.
Development priority was given to roads, railways and ports. The economy
expanded during 1986 to 1994 after a long period of stagnation but
deteriorated again in 1995 to 1996. The setback was attributed to worsening
macroeconomic management and development assistance was withdrawn.
Aid was reinstated after the government committed itself to further reform and

the economy began to improve again.

Tanzania remains one of the world’s poorest countries, however, partly
because of its heavy reliance on the agricultural sector which has been hit
hard by adverse climatic conditions and falling market prices. Agricultural
development is constrained by lack of irrigation and only about 15% of

available arable land is cultivated.

The country produces one quarter of the world’s cashew nuts but exports a
significant proportion of them in the unprocessed form to the Indian sub-
continent for de-shelling. Some shelling takes place in the couniry but the
industry was seft back by the introduction of inappropriate high-tech
equipment. Small-scale cashew nut producers have benefited from a return
to a system where they can bargain directly with buyers. The sisal market has
suffered a long-term decline due to competition from synthetic fibres for use
in bags and ropes. Tanzanian production has fallen from a quarter of a million
tons a year in the 1960s to around 35,000 tons. The clove industry representing
the bulk of Zanzibar’s exports have suffered after the collapse of the price
after Indonesia, the world’s largest importer, was assisted to become self-
sufficient in supplies. There has been a serious decline in coffee and cotton
production as the price of these commodities also fell. Production of tobacco,

tea, cashew and horticultural products has risen, however, in recent years.
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Kenya case3 o
WTO: member
Status: Developing Counfry

ACP: member

Population 30.1 million Population growth rate 2.4%
GDP growth rate (2000) - 0.2% o

Percentage population in agriculture 50

Agriculture as percentage of GDP : 30

Main food crops

Maize . Sbrghum . Casédva . Beahs . FruﬂL

Main Cqsh crops

Tea « Coffee * SiJgdr . .Cof.fofl . Py.rethru.m '.st.f.‘.lf; Tobacco * Pineapples

Added valve agricultural products

Agriculture and the Economy

Kenya is the richest counlry in the region and has enjoyed several decades of
relative stability. The counfry also has a relatively diversified economy
although manufacturing still represents only about 15% of GDP. The Kenyan

economy grew steadily from independence as the government encovuraged
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inward investment and competition. Import and expon licensing was
abolished and the exchange rate was allowed to floal freely. Many siate
enterprises have been privatised and the public sector now plays only a
minor role in production and distribution. In the 1990s the economy began to
falter. Invesiments and savings fell. in recent years, international backing has
frozen due to the failure of the government to implement anti-corruption
strategies. The government was also considered lo have mismanaged public

resources and development assistance.

Although subsisfence farming still represents half of agricultural output, the
agricullural seclor includes many large-scale commercial farms, plantations
and specialist horticultural units. Agricultural growth has been restricted,
however, due fo shortages in arable land, lack of irrigation, poor supply of
seed, recurrent drough! and inadequate slorage facilities. Land shorlages
have provoked some farm occupations but nothing near the scale of
occupatlions in Zimbabwe. Domestic food production now fails to meet Jocal

demand and in 2000 food imporls amounted to 4.5 billion Kenyan shillings.

Horliculture and flower production have been growth indusfries and now
represent Kenya’s second largest export commodities. Smaller producers of
these products situaled further away from the main markefs have difficulties
selling their oulput in times of plentiful supply. Sugar producfion has been hit
by the massive dumping of imports and local production now fails to meet
local demand. There is now reduced stafe control of grain markets. Co-
operatives and private seclor producers represent 20% of the market which
has stimulated grain production. Maize imporls are restricted by a 25% import
tariff. The low price of beans has encouraged imports from lower cost

producers in Uganda, Ethiopia and Tanzania.
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Coffee production has been disrupted by clashes belween rival farmers over
management of co-operalive societies. The Coffee Board of Kenya has been
accused of imposing high cosis on producers and it now separales ils
research and disease control activities from marketing. 30% of coffee
production costs go into disease conirol which may be dlleviated by the

intfroduction of the new RUIRU 11 resistant variety.

Kenya produces 200,000 tons of tea per year but production is subject to frost
damage. The UK and Pakistan are the largest customers but there has been a
dispule with Egypt recenlly over import dufies. Smaller tea producers are
adversely affected by poor processing equipment and inadequate roads,

which has led to high levels of wastage.
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