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ABSTRACT

The study traces the evolution of West African economic integration efforts, leading
up to the formation of the Economic Community of West African States (ECOWAS).
The original Lagos Treaty of 1975 is reviewed against the background of its revised
1993 Abuja version under the framework of the Customs Unions theory. This study
is undertaken to ascertain the consistency of regional integration theory with the
stated objectives of ECOWAS. It questions, for example, whether the Customs
Unions theory and its welfare effects could actually explain the experience of regional
integration of West Africa in general, and within ECOWAS in particular. In other
words, the critical success factors and/ or moderating influences in ECOWAS are
examined against the background of the Community's objectives as set out in its two
Treaties. The study also benefits from a wide range of discussions on different
political and economic bases for regional integration theory: functionalism, neo-
functionalism, federalism and intergovernmentalism and their relevance to ECOWAS.
Strange enough, while these ‘isms’ are demonstrated to be inconsistent with
ECOWAS objectives having dwelt more on regional integration efforts in Europe, no
other study on West African integration has examined ECOWAS along these lines.
The experience of ECOWAS is made against the backdrop of Customs Unions
within Africa, such as the Arab Maghreb Union (AMU), East African Community
(EAC) and the Southern African Development Community (SADCC); and others
outside Africa in regions like the European Union (EU), North American Free Trade
Area (NAFTA) and the South American Customs Union (MERCOSUR). One
emerging pattern of such comparison reveals that ECOWAS has wavered from its
stated objectives in favour of the static principles of customs unions theory and
consequently been unable to improve its record on the welfare levels of contracting
states. The implication of such departures from its original objectives is that market
inter-penetration and intra-regional trade within ECOWAS has neither yielded the
desired welfare gains nor improved levels of industrialisation, sustained growth and
economic development. It is safe to conclude, therefore, that despite considerable
efforts at achieving regional economic integration in ECOWAS, the result has been
dismal largely as a result of applying unrealistic models of customs unions theory to
the West African situation. It is therefore posited that the process of regional
economic integration in other parts of the world and particularly in Europe, are not
readily applicable in the West African context, where the economic, political and
institutional foundations are not only grossly dissimilar but largely at variance.
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CHAPTER 1: INTRODUCTION

1.0 INTRODUCTION

This Chapter sets the scene by introducing the theoretical basis for the study. It
explores the welfare effects of regional integration and highlights why the
conventional theory has proved increasingly difficult to defend in the current
circumstances. An overview of the theoretical literature is investigated in-depth and
expositions are made, of gaps in the existing customs unions theory. - The revealed
gaps between theory and practice of regional economic integration form the basis of
the research problems. With a research question in mind, therefore, Chapter 1 sets the
aims and objectives of the research, as well as details of how the rest of the thesis

evolves.
1.1 BACKGROUND

There has been a lingering debate on customs unions and their effects on the welfare
of member states on the one hand, and with that of the rest of the world on the other.
While some scholars (Viner, 1950) have stated that customs unions can become
undesirable by leading to the erosion of the welfare of states by means of trade
diversion, others (Lipsey, 1960; and Bhagwati, 1971) have independently found that
trade creation does not automatically secure welfare gains for contracting parties. In
other words, members of customs unions may indeed enjoy welfare gains despite
trade diversion.' On the one hand, trade creation as implied in the current
circumstances, is the 'replacement of high-cost domestic production from within a
customs union, by low-cost imports from non-member states from outside the
integrating area. Trade diversion, on the other hand, implies the opposite, which
involves the replacement of low-cost imports from non-member states. Based on

these simplistic economic constructs, Jacob Viner, in the 1950s, posited from a world

! The principle behind the classical theory of customs unions is the proposition that the potential
consumption of goods and services in a customs union is higher than the sum of individual
consumption's of the potential member states in the situation in which trade among these states is
distorted by tariffs and quotas. Given this situation one should, at least partly remove these
impediments.



welfare perspective, that trade creation was welfare increasing and trade diversion
was welfare reducing.> However, Viner’s assertion in the 1950s has been developed
over the years and found to be inconclusive in many cases (Gehrels, 1956; Lipsey,
1960; Balassa, 1979) and even irrelevant in other cases (Ezenwe, 1983; Gambiari,
1991; Testas, 1996, 1999). This is largely due to growing evidence that trade
diverting customs union could be welfare-increasing just as trade-creating unions
could be welfare-reducing. This is essentially the case in developing regions of the
world of which ECOWAS is of particular consequence.

On this note, both researchers and policy makers in the developing world may
have a point in their dismissal of the Vinerian conclusion as irrelevant for conditions
prevailing in their respective regions. Because of idle capacities, for example, some
developing world scholars have assessed intra-regional trade expansion as beneficial
and even advocated for trade diversion (Linder, 1967; Gambari, 1991). Their main
argument was an assumed positive effect of infant industry protection in a regional
union on quality control, marketing techniques ‘and other prerequisites fof later
success in world markets (this is the fraining ground argument). The case for
protecting in particular ‘infant’ export activities was also presented by Andic et al.
(1971) who maintained that intra-regional trade expansion' could indeed promote -
intra-industrial specialisation through product diversification and may thus improve
the competitiveness of extra-regional exports.

The Economic Community of West African States (ECOWAS) is analysed
against this background in order to determine its fit, in terms of consistency of its
prabtical reality within the framework of the convention;al theory. Trade creation and
trade diversion and their effects on the economies of members of customs unions can
be better appreciated when operated within the framework of this theory. However,
some re-definitions of these two trade concepts may be required in order to portray a
more accurate picture that captures and explains the experience of ECOWAS, as a
Customs Union, from its inception in 1975 to date.

It must be appreciated, however, that from the literature spanning over three
decades (Viner, 1950; Lipsey, 1960; Andic et al. 1971; Ezenwe, 1983; Gambari,
1991; Jovanovic, 1992; Oguledo, 1996; and Testas, 1996) there has not been a general

2 Viner's theory provoked an extensive theoretical discussion on additional consumption and
production effects of customs unions and alternative assessment criteria (a single country’s versus the
world’s welfare).



consensus as to what the crucial constituents of welfare are, let alone the role of trade
creation to the improvement of welfare. This research, therefore, presents a
qualitative understanding of the concept and scope of welfare in the context of
ECOWAS. This analysis is useful not only to academics and students, but also to
policy makers and the general public in order to enable them better appreciate the
general flaws in the current literature of economic integration. The perception that
regional co-operation is actually the "third way" out for the "Third World" remains
contentious, cdnsidering the failure of two exhaustively used-up options. These
options; (i) Import substitution growth strategies of the 1970s, and (ii) the uneventful
outing of the export-led growth strategies enunciated by the World Bank and the
International Monetary Fund in the 1980s (see Yansane, 1996; Madichie and Morris,
2000).
| A Thistorical analysis of Customs Unions in general, and ECOWAS in
particular, provides a clearer insight as to the relevance or lack of trade creation to the
ultimate goal of improving the welfare levels of contracting parties in such
arrangements (Madichie, 2001). It also sheds more light on the objectives of these
customs unions, with a view to ascertaining the impabt of the theoretical provisions of
the traditional customs unions theory on the practical realities of African economic
integration, epitomised by ECOWAS. Another learning experience may be derived
from the implications of the objectives of African customs unions for the international
economic relations with the rest of the world. Nevertheless, the central focus of this
thesis remains on the development of ECOWAS. In describing and explaining the
critical success factors and/or moderating influences in the regional economic
integration efforts of West Africa, answers have to be given to certain lingering
questions. The success of this research thus depends on the type of answers provided

as an explanation to the following research questions.
1.2 RESEARCH QUESTIONS

Although there is a wide range of literature on customs unions in general and quite a
handful on economic integfation efforts in Africa, there have not been any real
attempts to explain the poor performance of these unions. Earlier studies have.mostly
relied on the cause and effect dimensions of the research problem. In other words,

other studies on customs unions have been operated only in terms of causation and/or



correlation between trade creation and economic growth or welfare gains and vice
versa. This research, therefore, differs from other studies in a number of ways.

First, it conceptualises the often-divergent means of improving the welfare
levels of member states in a customs union, albeit frbm the ECOWAS perspective.
For example, welfare is operationalised to include, and hence reflect, not only those
aspects of economic welfare (per capita income levels and gross domestic product,
GDP). Rather, welfare is analysed in terms of real elements that make or mar the
standards of living of African peoples (employment rates, and access to good health
and education). It also provides a better understanding of those elements of political
welfare (increased bargaining and voting power in international negotiations), which
are crucial for the access of the common people to their community.

Secondly, this research contends that the welfare of West African people
should not be analysed by such means as trade creation and/or diversion alone, but by
more tangible terms like freedom of movement and establishment across the
integration region. This is largely because trade creation as argued in the Vinerian
sense, can indeed be deleterious to the welfare improvement of ECOWAS member
states, in the same way that trade diversion can actually be an escape route from the
welfare erosion confronting these states. In economic terms, for example, there is no
reason why low-cost suppliers cannot come from within a Customs Union. How this
may be achieved, is another main area where this research departs from earlier
studies. The adequate development of regional physical infrastructure networks in -
ECOWAS is posited as being of major consequence for the reduction of transaction
costs, which has plagued ECOWAS and thus rendered its products uncompetitive in
the regional and world markets. This research goes one step further transcending the
mere elucidation of causation and/or correlations as demonstrated in Chapter 3, by
adopting a more analytical framework, which reflects the practical realities of
ECOWAS. In other words, the research not only describes, but also explains the
nature and scope of the interplay of countervailing forces or factors accounting for the
experience of ECOWAS with regional economic integration. In addressing these
research questions, however, there are issues of a crucial concern on the economic
growth and development, and hence, welfare improvement efforts of West Africa, and
especially in the context of ECOWAS. For example, how can ECOWAS member
states afford to ‘live down their past’ (to use the evocative phrase of Professor Collier)

and re-assess the present in order to safeguard their future? Comprising 16 states



(Benin, Burkina Faso, Cape Verde, Cote d’Ivoire, Gambia, Ghana, Guinea, Guinea
Bissau, Liberia, Mali, Mauritania, Niger, Nigeria, Senegal, Sierra Leone and Togo)
with a population of over 200 million people, ECOWAS would to negotiate a move
away from the margin, to the mainstream of international trade and competitiveness in
order to survive the twenty-first century and beyond. However, this may not be an
easy task, as there still remain certain contentious issues that need to be addressed if
the ‘dream’ of lasting improvement in the welfare of over 200 million people is to
become a ‘reality’ in the West African context.> It is appropriate, therefore, to
demonstrate the relevance of this research by highlighting the following research

questions:

e How does the Customs Unions theory and its welfare effects explain the
developments in ECOWAS both internally amongst its members, and externally
with the rest of the world?

e What is the rationale for the establishment of ECOWAS? Did the customs union
start off on an equal, stronger or weaker footing, compared with other regional
trade initiatives around the world?

e Has ECOWAS succeeded as a customs union? What are the critical $uccess
factors and/or moderating influences in ECOWAS as stated in its objectives? And
finally,

e Can the experience of ECOWAS be explained by developments in other trade
initiatives around the world, and what lessons can be drawn from them, whether

successful or not?
1.3 RESEARCH OBJECTIVE

The research seeks to address two main themes in the customs unions theory, and how
they align or depart from the West African experience with regional integration. The
first research exercise aims to fill the gap in the existing literature by unravelling the
ambiguities associated with welfare, as portrayed in the customs unions theory.
Welfare increases in the traditional customs unions theory have only been assessed in

terms of the weight of ‘trade creation’ over ‘trade diversion.” This may be necessary

3 The ontological discourse on the constructs of reality is dealt with in Chapter 3.



at some later stage but not to be considered more important than those ‘real’
constituents of welfare such as the availability and affordability of physical (good
transport, energy and communications networks) and social infrastructure (health,
education). Moreover, there is the need to question whether the conventional customs
unions theory defines welfare in economic, political or social terms? This study
clears up the ambiguities surrounding the existing body of knowledge governing
customs unions, which have thrived on secondary matters to the detriment of primary
issues that should serve as the bedrock of successful regional integration. In this
study, therefore, an understanding of welfare is suggested not only to act as an
aggregation of employment, income, health, education and subsequently living
standards of the entire population (Walker, 1981; Bryson, 1992). More importantly, it
calls for an extension of the customs unions theory to cater for the uniqueness of the
West African experience, which needs to deal with ‘first things first.” To this end, the
concepts of trade creation and trade diversion are discounted as having a nice fit with
earlier ‘unsuccessful’ growth strategies adopted by West African states in the 1970s
and 1980s. For example, trade creation exhibits all the features of export-oriented
industrialisation (export-led growth), while trade diversion goes no further than as a
‘cosmetic dressing’ for the import substitution growth strategies of the 1970s (seé
Madichie and Morris, 2000, Madichie, 2001).

As the original mechanics surrounding the formation of ‘customs union
variants’ like the Arab Maghreb Union (AMU), East African Community (EAC),
Southern African Development Co-operation (SADCC) and ECOWAS was geared
towards negotiating a third way to development. The irrelevance of the debate on
whether trade creation and trade diversion are welfare improving or eroding, -cannot
be better demonstrated than through the evaluation of the guiding principles of
regional economic integration. The rationale for customs unions is, therefore,
demonstrated to be largely tilted towards an export orientation of production and
consumption of goods and services among members as against import substitution
with the rest-of-the world (non-members of the integrating area). Nevertheless, the
issue should not be one of trade creation/ diversion, but that of making former high-
cost producers within ECOWAS, become low-cost producers or sources of supply for
the West African market. This research, therefore, contends that attention should be
focussed on the degree of the joint co-operation in, and thus development of physical

infrastructure networks as appropriate lock-in institutions in the sub-region. This is



considered ‘doing first things first’ and would prove more fruitful for ECOWAS
member states rather than dwelling on such calculations as the differences between

trade creation and trade diversion.
1.4  STUDY JUSTIFICATION

The main justification for undertaking this study is to analyse and demonstrate the
divergences between the main objectives of economic integration of West Africa from
the basic foundations of customs unions theory. In doing this, however, it must be
stressed from the outset that an in-depth analysis of the entire objectives of ECOWAS
would be too ambitious in a research conducted by a single individual with limited
resources. To narrow the scope, therefore, the primary focus has been a consideration
of the development of physical infrastructure in the belief that it impacts on other
objectives geared towards the unification of the West Africa sub-region. It can be
argued that the development of this sector is more readily measured in terms of
‘spillovers’ into other sectors, such as trade liberalisation and the single monetary
system, still under the framework of ECOWAS.

Physical infrastructure development is of critical impc;rtance for the adequate
integration of customs unions since it improves accessibility, eliminates bottlenecks,
reduces congestion, cuts transport costs and provides communications between central
and peripheral regions. It is also an indispensable part of regional policy because it
contributes to more balanced distribution of economic activity, economic potential,
and wealth. The elimination of bottlenecks might allow isolated regions to realise
their comparative advantages and undertake structural adjustments. As Professor
Ezenwe (1983, p. 125) noted, the major factors that have hampered economic
integration in West Africa include; ‘internal political and economic differences,
overblown integration schemes, inadequate physical infrastructure, political
instability, external pressures and influences, and pre-occupation with the territorial
sovereignty of the nation state.” Although the general bases for effective integration
in West Africa are still not very strong, it can be surely expected that, with the
increased monetisation and industrialisation of its economies, the opportunities for
effective co-operation would progressively increase. \

Taking transport infrastructure development of the European Community a~s a

reference point, the economic literature for the special case of Europe, for example,



reveals a strong link between economic development measured by per capita income
and development of transport infrastructure (Fullron and Gillespie, 1988). It has also
been an important instrument in pursuing the policy of strengthening economic and
social cohesion and promoting sustainable mobility set up by customs unions.
Nevertheless, the realisation of the importance of transport infrastructure for the
promotion of European integration and the restructuring of spatial relationships in the
European Community (EC) has evolved over decades. As early as in 1979, for
example, the EC Commission argued that the European transport policy would not
achieve the objectives defined in the EC Treaty, unless it related more and more to
transport infrastructure. In this context, the European Commission addressed the
issue of increasing international flow of traffic and recognised that transport
investment had economic and social consequences for the Community and, therefore,
called for European-level co-ordination and funding of such crucial projects (see El
Kahal, 1994).

In the literature a distinction is usually made between demand-oriented
policies on the one hand and supply-oriented policies on the other. Demand-oriented
policies are reactive in response to transport demand, meaning that an increase in
mobility is followed by expansion of physical infrastructure. Supply-oriented policies
on the other hand are proactive, since supply of infrastructure is used as a tool to
manage and influence transport demand (see Chapter 6). Infrastructure policy-
making in Europe (and elsewhere) has mainly been demand-oriented. In light of the
vast problems related to growing infrastructure networks and use, notably congestion
and deterioration of the environment and living conditions in general; one would
expect a bias in current transport policy-making towards supply-oriented policies. In
reality, an emphasis on supply policies is not very common in most countries.

In the ECOWAS sub-region, for example, cross-border infrastructure has
always been an underdeveloped area for a number of reasons. The first reason relates
to the fact that cross-border traffic and transport used to be a minor part of total traffic
where national borders appear to act as barriers to transport (Bruinsma and Rietveld,
1993; Giaoutzi and Nijkamp, 1993). Since investment costs in border infrastructure
were only partly met by additional traffic and since the neighbouring country would
also benefit from such investments, a lot of cross-border links were of poor quality.
The second reason is that the planning of cross-border infrastructure incorporates

international planning, whereas infrastructure planning used to be based on national,



segmented policy-making. Infrastructure development in ECOWAS will need to
remove most of these impediments in order to succeed in making the free movement
of goods and persons across the sub-region a reality. While Europe may be facing
problems of international planning of infrastructure networks, ECOWAS is still
grappling with international planning of roads, maritime, and railway lines. How
would contracting parties in ECOWAS take advantage of the removal of tariff and
non-tariff barriers if there are no means of linking their markets regionally through the
availability of regional infrastructure and the economies of scale, which aré required
to serve as ‘agencies of restraint’ to the ever increasing fears of policy reversals.

In the telecommunications sub-sector, telephones in the first decade of
ECOWAS were essentially an urban phenomenon where over two-thirds. of
subscribers resided in the capital cities largely due to the fact that such interpersonal
telecommunication systems as telephones, radios and television sets in most parts of
West Africa were seen as a luxury or some sort of status symbol, contrary to what
obtained in the advanced world of Europe and North America at the time. However,
it is argued in Chapter 6 that adequate information dissemination via high levels of
communications infrastructure can substantially boost intra-West African trade by
enabling easier market access of member states of ECOWAS. According to Professor
Ezenwe, the development of adequate communications as well as transportation
systems should be seen as a sine qua non for successful economic integration in West
Africa, as poor communications involving time-consuming procedures and
insufficient information sharing can only retard economic growth (Ezenwe, 1983).

In addition, one World Bank report on the competitiveness of African states in
the international arena, cited information bottlenecks as ranking top-five in the 1995
‘table of obstacles’ faced by African manufacturers in general (Biggs et al., 1996).
This goes to show the extent to which the role of telecommunications impacts on both
social and economic progress of West Africa, which is still very much
underdeveloped in this area. Prior to the independence of most West African states,
airmails were routed through European capitals and this structure did not change even
in the post independent era. Even between those states that had some form of direct
telephone links, it is still more satisfactory to route calls around ‘two long sides of a
triangle via London and Paris,” the capitals of both the former British and French

colonial powers.



As a response to the information missing links in ECOWAS, Article 33 (2) of
its revised Treaty specified that Member States develop, modernise and standardise
their telecommunications networks in order to provide reliable interconnection among
them; as well as to complete with dispatch, the section of the Pan-African
Telecommunications Network (Panaftel) within the sub-region (see Appendix I). The
number of international exchanges and urban networks that have been completed by
1995 highlights the aéhievement of ECOWAS towards the implementation of the
Panaftel Programme (ECOWAS, 1995a, 1995b). ECOWAS even recognised that,
‘without adequate communication, information transformation is greatly hampered,
and for this singular reason, accessibility to markets, irrespective of geography and
proximity, remains but an illusion.” In other words, without communication,
information suffers, and when this happens trade is largely inhibited. In the case of
Cote d’Ivoire, for example, ‘One of the primary difficulties foreign buyers
encountered when they come to Coéte d’Ivoire in search of Handicrafts is a lack of
information.” The case of trade organisations like the National Union of Antiquities
Dealers or its French version the Syndicat National des Antiquaires de Cote d’Ivoire
(SNACI), have very limited resources and do not even have updated or reliable lists
of their members (Biggs, et al. 1996).

The local handicrafts industry in Céte d’Ivoire is more tuned on the tourist
market than to the export market, thereby limiting the scope of extra-ECOWAS trade.
Despite the rich handicraft tradition in Cote d’Ivoire for example there is the problem
of scarcity of exporters, which may not even be absolute but relative. Relative
scarcity in this case may be due to the inability to gain access to these exporters owing
to the poor telecommunications networks within the small market. However, these
situations in the twenty-first century, are fast becoming a thing of the past as most
ECOWAS states have taken major strides towards the privatisation of their
telecommunications systems in order to reach out not only to the rest of West Africa
but also the rest of the world (Biggs, et al., 1996; World Bank, 1996). In Nigeria, for
example, the National Assembly presented for debate, a bill, which sought to repeal
the Nigerian Communications Decree 75 of 1992 and to amend the Wireless
Telegraph Act of 1966 (see Vanguard, 2001). This would inevitably imply adopting
privatisation policies for national telephone services, which have been inefficient in
terms of servicing the growing national demands (see ITU, 2002). For example, the

monopolistic Nigerian Telecommunications Limited (NITEL) had less than 0.4
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million connected lines in 2001, and when the number of the low-keyed private
operators is taken into account, the figure probably edged closer to 0.5 million
connected lines. Comparing Nigeria's situation with South Africa, the former had
only about 0.5 million connected lines serving a population of over 120 million
people, while the latter, a country with under 60 million people (about half of
Nigeria’s population) has about 2.5 million connected lines on a single cell phone
company, the Mobile Telephone Network (MTN).

In the energy sub-sector, one area of ECOWAS activity concerns the provision
of hydroelectric power and the interconnection of electricity grids, for which a Master
Plan was supposedly evoked. The inter-connected ECOWAS network will provide
energy for countries that have no hydropower stations and no petroleum resources. At
present, Nigeria supplies Niger’s energy needs while Ghana, in addition to being
connected to Cote d'Ivoire, supplies energy to Togo and Benin (ECOWAS, 1995b).
With respect to renewable energy sources, a study was conducted to identify the
renewable energy requirements of Member States in the area of solar, biomass and
wind energy. Furthermore, work was still in progress on the preparation of a solar
and energy map, which will highlight solar and wind energy potentials in each
country, region, and area.

However, a substantial amount of infrastructure facilities in the ECOWAS
sub-region have operated at less. than full capacity owing to the narrow national
markets in which they have been restricted. Apart from boosting the navigability of
West African rivers, their role in the generation of hydroelectricity is very crucial.
For example, Ghana’s Akosombo dam project, the.Kandidji dam (Niger) and the
Senengué¢ and Manatali dams (Mali) would require more than their respective
domestic markets to operate efficiently (Ezenwe, 1983). Specifically, the Ghana-
based Volta River Authority (VRA) was created in 1961 principally to provide
electric power by exploiting the river Volta’s hydroelectricity potential. According to
a report on Africa (4frica Confidential, 1997), the Volta River Authority (VRA)
supplied electricity to Benin, Togo, and Cote d’Ivoire in 1985. By this time also,
Ghana’s ten regional administrative capitals had linked to the national grid, paving
way for the electrification of the whole country under a national programme to be
fully implemented by the end of 2000 (Jeune Afriqué, 1998).

Nevertheless, power supply remains unaffordable, unreliable, and therefore,

inadequate for optimising machinery operations and thus manufacturing in West
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Africa. In terms of funding, the Northern Power Grid Extension project aimed at
developing the potential of VRA, but like any other project of that nature, the cost
amounted to an enormous US $97 million over a period of two years. This made
funding all the more daunting and thus requiring the involvement of the collective
efforts of a consortium, which included the African Development Bank, the
International Development Agency (IDA), the Japanese Export-Import Bank and the
Saudi Development Fund.

The necessity for manufacturing firms to invest in infrastructure has affected
the nature and speed of industrialisation in the ECOWAS sub-region. A 1990 World
Bank study found that all manufacturing firms in Nigeria employing more than 50
people had installed their own electricity generators. Only about 8 per cent of
manufacturing establishments did not have private generators compared with about 35
per cent in Indonesia and 94 per cent in Thailand. Moreover, production losses from
power failures were estimated at 10 per cerﬁ for normal hours worked in Nigeria
compared with 7 per cent in Indonesia and 6 per cent in Thailand (World Bank,
1990). ‘In Ghana also, many firms have been forced into operating at less than half
their capacity because of the sharp reduction in electricity generation due mainly to
the impact of severe drought on Ghana’s hydroelectric generating capacity. The main
~casualty was of course, the country’s largest industrial user, the Volta Aluminium
Company (VALCO), whose energy crisis led to an astonishing decline in output to the
tune of about 30 per cent over the first half of 1998. The hydroelectric plants of
Akosombo and Kpong, and the thermal’power station in the port city of Tema
generated a combined capacity of about 1,100 megawatts (Mw) of electricity in the
late 1980s (Jeune Afriqué, 1998).

On a regional level, the recommendation of the ECOWAS Ministers of Energy
and the Council of Ministers, prompted the Authority of Heads of States and
Governments, in December 1999, into téking a number of vital decisions such as the
approval of the master plan for development of energy production facilities and the
interconnection of electricity grids of Member States, as well as the establishment of
the West African Power Pool (WAPP). Fourteen (14) ECOWAS Member States
embarked on a seminal undertaking in their long-standing quest for regional
integration, the creation of the West Africa Power Pool to permit electricity trading

among members. These states, despite their recent involvement in the design of a
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power pool for trading electricity among themselves, can only hope the initiative
would catalyse their efforts at regional integration and economic development.*

Beginning with the signing of the agreement by ECOWAS Energy Ministers
in Ghana in November 1999, progress on the WAPP through mid-2000 involved
preparations for arriving at the implementation of agreements to govern the structure
and functioning of the power pool (ECOWAS, 2000a). However, a consensus on the
short-run and long-run trading arrangements in both energy and reserves, which give
great latitude for market forces to operate, was not reached as contracting parties
remained nationalistic in focus.

As a critical component of any country’s economic infrastructure, electricity is
often one of the last sectors to be exposed to competition, with substantial government
involvement in investment and regulation. Assuring the functioning of the electricity
sector even enters into the realm of national security considerations, so a regional
engagement to trade electricity and reserves requires a high level of confidence in
one’s neighbours. To date, electricity generation has been seen in West Africa more
as a technical engineering question than an .economic question. Increasingly, though,
the costs of electricity generation will be evaluated against the price of buying
electricity from neighbouring states. Security of supply, never very well assured in
the sub-region, should become more reliable with effective rules in place for
electricity trading. In most developed countries, power generation accounts for over
60 percent of the total cost of delivering electricity to end-users. In West Africa, that
figure can be expected to be lower, due to the relatively inefficient transmission
systems and high line losses. With the current trend towards privatisation and greater
competition, however, the actual costs of generation has come under increasing
scrutiny, which should contribute to a reduction in unit operating costs as managers
seek to improve performance. It is also expected that as new methods for financing
construction or expansion of generating facilities inevitably develop, international
investors will demand greater transparency in cost structures.

Nevertheless, frequent power interruptions, outages and power surges still
pose numerous problems for West African businesses, particularly small and medium-

sized enterprises. For example, sharp fluctuations in voltage current can permanently

* The 14 ECOWAS members are Benin, Burkina Faso, Céte d’Ivoire, Gambia, Ghana, Guinea, Guinea-
Bissau, Liberia, Mali, Niger, Nigeria, Senegal, Sierra Leone, and Togo. Mauritania recently decided to
leave ECOWAS.
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damage a firm’s capital equipment, whether machine tools, refrigeration, or a .
computer. In dialogue with the World Bank and IMF, West African countries are
being urged to undertake fundamental reforms of their electrical utilities, through
steps such as privatisation or opening up to competition. In this vein, the state-run
Electricité de Mali is in the course of being privatised, with the government selling 60
percent of the utility.

Currently, ECOWAS members are involved in establishing the mechanisms
for intergdvemmental co-operation through elaboration of protocols and legal
frameworks. Plans for the West Africa Power Pool (WAPP) feature an inter-utility
management committee, a dispatch control or co-ordinating centre for overseeing
cross-border trading, a technical committee, a planning committeé, and a tariffs
committee. There may be tangible benefits to structuring the WAPP in a parallel
fashion to the gas pipeline. The main gas pipeline management committee includes 2
representatives from each country’s utilities and one representative from each of the
national energy ministries. The gas pipeline also has subcommittees on finance,
fiscal, legal, and environmental issues, which involves a wide range of national
officials (customs, attorneys-general, etc.) in cross-border energy issues, often for the
first time. In the near future, ECOWAS members must consider what kind of power
pool they wish to have. A tight power pool is characterised by unrestricted free trade
among the members. As a tight pool serves to minimise‘the costs and maximise the
benefits from centralised planning, a tight pool is preferable for accelerating
investment, economic growth and poverty reduction. In a loose pool structure,
countries largely operate on an independent basis except for some long-term fixed
bilateral trade agreements. But in a loose pool, the bulk of the potential benefits from
electricity co-operation are not realised. Participating in a loose pool structure offers
members some operational advantages, such a surer supply of emergency power, but
the economic gains are minimal. The investment environment is most attractive with
a tight pooling structure, as market demand determines the efficient levels 6f
electricity trade. Loose pooling will only result in increased trade between pairs of
national governments, rather than a truly cost-effective, WAPP-wide electricity
market such as is possible through a co-ordinating centre tasked with determining
optimal levels of trade. The tools of co-operation for the power pool members could
potentially include mechanisms for cost-sharing, common rules governing the

regulatory and fiscal environment, and even guidelines on tax policies for attracting
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investment. As the power pool develops, the structure of the pool will affect financial
sector issues such as the design of national or ;egional financing mechanisms for use
as a means of pooling risk for investors.

West Africa is without a doubt a demand deficit region. Whereas in better-
developed systems, demand for electricity can rise or fall in part due to the price to
the end-user, West Africa has not yet reached the minimum supply threshold for such
- basic economic laws to operate. For the purposes of long-term planning and
investment, where the real benefits of inter-utility co-operation lie, it will be necessary
to quantify potential demand in the sub-region. Yet at the present time, it is
impossible to know what potential demand is when existing demand is unknown.
Efforts are underway; including some financed by USAID, to better understand the
electricity demand growth functions for each ECOWAS State. The variable nature of
electricity demand by hour of the day and season of the year leads to a variable cost
profile for electricity generation and transmission. Ultilities understandably place a
premium on being prepared for peak load demand, when electricity is most costly and
potentially most profitable. Much like the situation for aggregate demand, the debate
over the trade-offs between meeting urban versus rural demand fbr electricity is still
in the initial phases in West Africa. In general, the ECOWAS countries have focused
on satisfying, as much as possible, the demand of urban consumers and industries.
Rural electrification, with its strongly positive effects on poverty reduction, is widely
held as a goal in West Africa, but the limited reach of the national electricity grids
suggests limited progress to date. Currently, rural demand remains much more of an
issue at the national level, rather than an issue critical to regional co-operation on
power-sharing. Yet once again, inter-utility co-operation, such as sharing experience
on appropriate techniques for rural electrification, may be a way to improve national
capacity for meeting rural demand.

Hydroelectric power represents the most abundant potential energy resource
found in most of the ECOWAS states, representing slightly less than one-half of the
electricity generated in the sub-region. The major rivers, in particular the Niger and
the Volta, have become multi-purpose resources, being exploited for electricity
generation, agricultural irrigation, and other river-based industries. Yet hydroelectric
power alone cannot provide sufficient security of supply for electricity in West
Africa, in part due to>the sharp seasonal variations in water supply. In the sub-region,

the dry season in the second quarter of the calendar year brings an increased
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frequency of power outages and overall unpredictability. The thorny paradox at work
is that electric{ty demand is usually highest during the dry season, due to the increased
use of air conditioning units.

Since each of the ECOWAS Member States experiences the dry season at a
slightly different period during the year at margins of the seasons, there could be
significant gains in reliability and price from cross-border trade in electricity. But
even more important may be the development at the regional level of techniques for
forecasting load demand, in order to better manage the limited water available. A
natural complement to the development of the power pool would strengthen regional
linkages for the national meteorological and hydraulic resource services. The
increased supply of natural gas through the gas pipeline, which is not subject to
seasonality, will eventually be very beneficial in reducing the sharp seasonal
fluctuations in electricity derived from hydro plants. But as of yet, the planning

process for the gas pipeline has not fully digested the implications of seasonality.
1.5 RESEARCH LIMITATIONS

The major constraint in undertaking a study of this nature is the lack of consistent -
data. For example, it was difficult to make appropriate connections between events in
ECOWAS from its creation in 1975 to the current time (July 2002). Although
Chapter 6 presents a three-sector analysis of physical infrastructure development in
ECOWAS, there was a problem of inconsistency and hence sequencing of the
chronological accounts of ECOWAS policies in these areas. It was also difficult to
draw consistent connections, as figures seemed to differ depending on the sources
cited, and events tended to overlap within and between the sectors. Furthermore,
apart from the physical elements such as the development of transport,
communications, and energy in ECOWAS, no other aspect of welfare enjoyed more
than a passing commentary. It may have made a difference if the development bf
regional health and education policies were also investigated in depth. The extent, to
which these resources are distributed equally or unequally relative to need, will also
determine the pattern of welfare in any society, not the least in ECOWAS. -
Human capital development also matters because the most significant asset of
the poor is their labour, and the most effective way to improve their welfare is to

increase their employment opportunities and the productivity of that labour through
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investment in education, health, and nutrition. As an illustration of these crucial
elements of welfare, the African Development Bank (ADB) demonstrated the linkage
between these elements as they relate from diverse sub-systems into a more holistic
system (see ADB, 1998). In this regard, therefore, it would do researchers much good
to explore the applicability of a systems model to the welfare issues of customs
unions. While states of North Africa and mainly high-income sub-Saharan states like
Botswana and Mauritius (erstwhile SADCC members) have high proportions of
children of primary school age enrolled in schools, primary school enrolment is still
low in a number of ECOWAS states. _Furthermore, apart from North African states
and South Africa, only Botswana and Mauritius had more than half of the secondary
school age enrolled. In the ECOWAS sub-region however, the progress in education
was only modest in places like Burkina Faso, Ghana and Niger. While the primary
school enrolment jumped from 8 per cent in 1960 to 27 percent in 1983 in Burkina
Faso, the increase at the secondary level was from 1 per cent to a dismal 3 per cent
(World Bank, 1988). This is despite the fact that joint education among ECOWAS
states will not only serve to alleviate the language barrier problem hampering intra-
regional trade, but will also promote effective intra-African communication and co-
operation. This can only be attained through a joint educational policy by ECOWAS
states, as portrayed in the existence of the West African Examinations Council
(WAECQ).

Better health increases productivity; improves attendance of school and
enhances the ability to learn; reduces child mortality and increases life expectancy; it
also has tangible benefits like reducing pain and suffering. Improved nutrition
improves health and reduces mortality; increases productivity; and has intrinsic
benefits like reducing suffering from hunger. Better education increases prodﬁctivity
and earnings, as well as improves health and life expectancy. It also instigates
powerful changes in attitudes toward work and society. Reduced fertility increases
households’ ability to invest more in health, education, and nutrition, reduces
population growth and improves living standards.

In addition to its direct positive effects on productivity, rates of return and
earnings, education has a wide range of indirect benefits, which instigate powerful
changes in people’s attitudes towards work and society. It makes it easier for people
to learn new skills throughout their lives and hence facilitates their participation in

modern societies. Education also affects health and life expectancy of individuals,
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empowering them with the knowledge and means to prevent, control, and detect
diseases. Health and nutrition on the other hand, improve people's standard of living
by reducing sickness and child mortality. Education and better health also interact
positively to reduce fertility and population growth. As a result of these
interrelationships between these aspects of human capital investments in each
constitute inputs into the others, bringing.a spiral of multiple and mutually reinforcing
positive aspects (ADB, 1998). .

It would have also been enlightening to see how ECOWAS could have
developed and pursued a common agricultural policy in the West African sub-region,
considering that most ECOWAS states are largely commodity exporters, it may also
have been necessary to explore how best to assess the strength of these commodities
as revenue generators. Subsidised exports from the European Union member states ih
concert or independently, undermines rural livelihood within ECOWAS, as the local
markets are often flooded with cheap imported food, which erodes the income of local
farmers. Undoubtedly, income improves the standard of living and provides access to
education, health services and food. For instance the common agricultural policy
established in the European Economic Community in 1962, which aimed at increasing
European farm productivity, establishing a fair standard of living for European
farmers, stabilising European markets, ensuring European food security, and setting
‘reasonable’ consumer prices for members of the European Community through
massive subsidies has not received any pride of place in ECOWAS (see Moravcsik,
1991). Notably the European common agricultural policy was established long before
the monetary and political unification of Europe in 1992.

Moreover, the issue of language barriers was also given only a brief mention,
despite the fact that the concept is not new to the existing body of knowledge. As Mr.
Ogbonanya, Information Officer at the London branch of the Nigerian High
Commission philosophised “the biblical story of Babel graphically describes the way
language diversity restricts human co-operation, a communication problem that has

continued till this day.”
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1.6 THE RESEARCH PLAN

This research draws on illustrative data from a number of sources including the
International Monetary Fund (IMF) and World Bank studies, journals, magazines,
Newsletters, and Newspaper publications. It also adopts an international perspective
by covering a range of customs unions such as the East African Co-operation (EAC);
the North African Arab Maghreb Union (AMU); the South African Development Co-
ordination Conference (SADCC) and the Latin American Customs Union
(MERCOSUR). There is also a brief mention of the North American Free Trade Area
(NAFTA) and the European Union (EU) as they highlight and expose more general
processes.

There is no doubt that political objectives are of grave consequence in the
evaluation of regional economic integration (customs unions). Although there is
usually a blurred distinction between political and economic motives for customs
unions, only a passing commentary on the relative importance of both considerations
would be undertaken in this research. This is largely because of the unquantifiable
nature of the interrelationships and because of the considerable degree of
interdependence between political and economic factors. It is also important to state
that the political motives may prompt the first step in regional economic integration
but, economic integration also reacts to the political swings; similarly, if the initial
motives are economic, the need for political unity can arise at a later stage. From the
economic point of view, the basic question is not whether economic or political
considerations gave the first impetus to the integration movement, but what the
economic effects of economic integration are likely to be.

In some political circles, the economic aspects are deliberately minimised and
the plan for economic integration is regarded merely as a pawn in the play of pblitical
forces. Such a view unduly undermines at best, and at worst, completely neglects the
economic expediency of the proposal. Even if political motives did have primary
importance, this would not mean that the economist could not examine the relevant
economic problems without investigating elusive political issues. By comparison,
although the formation of the United States was primarily out of a political concern,
nobody would deny the economic importance of its establishment. Nevertheless,
even though political ends will not be largely considered in this thesis, certain points

of the argument stemming out of economic failures may find their solutions deeply

.
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embedded in political processes. Changes in the decision making process, on the
other hand, thué become a major political hassle. Rather, the thesis would go no
further than stating the need for co-ordinated action in certain fields such as the
'development of an adequate and workable regional infrastructure networks, while
leaving it up to the political scientists to determine the political implications of such
developments.

However, the intention is neither to make exhaustive international
comparisons between particular customs unions nor to provide a comprehensive
historical account. The general contention, however, is to contribute to a discourse,
which challenges orthodox but narrower perspectives on customs unions and their
effects on the welfare of their members. The aim is to expose the gaps in the
literature where conventional discourses on the customs unjons theory have failed to
account for the experience of a speciﬁc case - ECOWAS. The defunct East African
Community provides one pivotal focus of the study. This is partly because that
customs union has a special place in both the rise and fall of African integration
initiatives. The initial attempt at economic cooperation in southern Africa under the
banner of SADCC also receives regular attention specifically because it was a
customs union of a different kind from ECOWAS. In this light, it may be important
to state that there are three distinguishing characteristics in the SADCC objectives,
which makes it different from ECOWAS (Balassa, 1979). These differences were
highlighted in the principal objectives of SADCC at its establishment in 1980
(Gambari, 1991): disengagement from dependency on Apartheid (at the time) South
Africa, aversion to a common market approach to regional cd-operation and the
appeal to external donor states and (their) international agencies.

The Arab Maghreb Union (AMU) in North Africa will also be regularly drawn
upon in the discussion, as it provides a model for African customs unions. The North
American Free Trade Area (NAFTA) comprising the United States, Canada and
Mexico and the European Union (EU) also receive attention because, in addition to
the latter’s prominent role on international co-operation, it is located at the other end
of the spectrum from the former. As Balassa (1979) pointed out in his 'stages'
approach to regional integration, NAFTA constitutes the loosest form of economic
integration while the EU is a living example of a fully integrated Economic Union.

It is indeed persuasive that Customs Unions theory may be a good measure of

assessment for the performance of regional integration in Europe. It is doubtful,
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however, whether the theory is really applicable in the context of ECOWAS.
Considering the argument that the welfare gains of contracting parties in any customs
union can be best explained using the concepts of trade creation and trade diversion,
the reality of ECOWAS may not reflect this simplistic assumption. Describing the
phenomenon of welfare increases and/or economic growth, in the light of trade
creation and/ or diversion, therefore, exposes gaps between the Customs Unions
theory and the practical reality of West African integration. This exposition calls for
two main courses of action. First, is the need to fill these gaps between theory and
practice. Second, is the extension of the theory to take on-board the experience of

West African states within the particular context of ECOWAS.
1.7  ORGANISATION OF THE STUDY

Following the structure in this Chapter, the focus of the study moves into an in-depth
description and analysis of the theories of international co-operation. Therefore,
building on the research questions, aims and objectives, Chapter 2 outlines and
- discusses the theories underlying and informing the study. It also offers the
theoretical framework and, thus represents a conscious modification of several
theories of regional integration in a multi-theory framework. The chapter also
discusses the different political and economic basis of integration theory from
functionalism, neo-functionalism, federalism and intergovernmentalism. These
theories are discussed first because of their prévalence in the politics of integration
literature. Chapter 2 also highlights two main levels of internatjonal co-operation to
include multilateralism and regionalism, which are reconciled with the politics of
integration in a manner that has not been done in previous studies, especially in the
domain of ECOWAS. The chapter concludes by summarising the key features of the
framework and the complimentary manner in which the different theories all link up
together in the overall research process.

Chapter 3 is the research methods and methodology chapter, which specifies
the philosophical basis and research method adopted with an appropriate justification
for them based on the existence of other alternative methods. The first part of this
chapter lays out the on-going debate about the superiority of research paradigms.
This is followed by the adopted research method, the archival or historical research

with its appropriate justification. The research strategies are specified as induction
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and deduction in order to yield a compromise between the two. This adds to the
justification for an archival type analysis of integration efforts of the Economic
- Community of West African States (ECOWAS). Finally, the aspects of reliability and
validity are discussed to ensure a strong foundation for the research.

Chapter 4 traces the evolution of regional integration efforts of West African
states leading up to the Treaties of 1975 and 1993. It documents how ECOWAS was
introduced as a means of enlarging the scale of regional co-operation in the sub-
region. The organs and institutions of ECOWAS are also highlighted along with the
decision-making mechanisms in place. The original Lagos Treaty of 1975 is
reviewed against the background of its revised 1993 version to ascertain the
consistency of regional integration theory with the stated objectives of ECOWAS. It
is suggested in this chapter, that policy harmonisation in crucial sectors of the regional
economy, as well as the sacrifice of national sovereignty for regional advancement,
would be required to ensure welfare gains in ECOWAS. The central argument of
Chapter 4, therefore, is that in ECOWAS, where | the Treaty, Protocols and
Conventions have to be ratified by Member States before they enter definitively into -
force, it has been an uphill task getting these legal instruments ratified. This hurdle
has to be addressed, and the next step from there is to translate the content of the
Protocols into the language of domestic law or administrative action. It still remains
the pitiable aspect of the unfinished symphonies in the regional economic community
known as ECOWAS.

Chapter 5 marks the start of the data gathering exercise. It critically evaluates
the two essential ingredients at the core of the existing customs unions theory (i.e.
trade creation and trade diversion) by looking at the general economic environment in
which ECOWAS is situated. Research evidence shows that while ECOWAS may not
have shown any strong evidence of trade creation, they have not been equally trade
diverting. The similarities between trade creation and outward-oriented growth
strategies as well as their counterparts (trade diversion- and import substitution
policies) are also noted in this chapter. The overall suggestions that the customs
unions theory may not, after all, be relevant in assessing the experience of West
African integration are also inferred in this chapter.

Chapter 6 undertakes a three-sector analysis of ECOWAS. The practical
reality of ECOWAS is drawn against the baékground of its stated objectives.
Specifically, this chapter re-examines the ECOWAS objective regarding the
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harmonisation of policies relating to regional infrastructure development, which
makes the objective of free movement of factors more realistic. Elements of the
research interviews feature reasonably well in this chapter to show how ECOWAS
has wavered from its stated objectives to the static principles of trade creation to no
avail in terms of welfare gains. It also enables the reader appreciate the consistency
- or inconsistency of ECOWAS objectives with the fundamental underpinnings of the
status quo: whether trade creation/ diversion is fully responsible for welfare increases/
decreases.

Chapter 7 summarises the experience of ECOWAS in comparison to other
Customs Unions within Africa (such as the Arab Maghreb Union, East Afriéan
Community and the Southern African Development Community) and outside Africa
(the European Union). It also documents consistencies with, as well as departures
from the conventional customs unions theory as it impacts on the ECOWAS
experience. Finally, it offers some tangible explanations for the economic decline of,
and possible lessons for ECOWAS as a customs union. Most ifnportantly, Chapter 7
reflects on the initial research questions posed in Chapter 1, and suggests reasonable
explanations for the answers thus derived. For example, it explains in detail the
critical success factors and/ or moderating influences in the welfare improvement bid
of ECOWAS member states. It also explains the reasons for the continued transaction
cost upswing in ECOWAS as well as the rise of unrecorded trans-border trade.

Chapter 8 is a discussion chapter, which reflects on the patterns derived from
the primary data sources highlighted through Chapter 5, Chapter 6 and Chapter 7, and
how these match or conflict with the secondary material in the literature review of
Chapters 2 and Chapter 4. Overall, Chapter 8 demonstrates that efforts at market
enlargement and intra-regional trade in ECOWAS, has neither yielded results by way
of enhanced efficiency, nor success in terms of industrialisation, modernisation,
sustained development and growth, or competitiveness. Yet, most West African
states still seem to remain committed to regional economic integration. It suggests
two essential areas where the failure of African governments to translate their
commitments in regional treaties and agreements into substantive changes in national
policies, legislation, rules and regulations occurred. At the macro level, regional
conflicts made it impossible for integration to work. This was mainly due to its
implication of the constant shifts in emphasis in the ECOWAS agenda from regional

economic growth and development areas into conflict resolution and regional security
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matters. At the micro level, however, reasons for the failure of economic integration
in Africa include poor intra-regional infrastructures linkages, and insufficient
opportunities for effective intra-industry trade expansion, which have all cumulated to
further erode the welfare of member states. \

Chapter 9 concludes the study by arguing that déspite considerable effort
aimed at achieving regional economic integration in West Africa, effective market
enlargement by such means has not occurred in the sub-region. The possible areas for

future knowledge advancement are also stated in this chapter.
1.8 CONCLUSION

The research problem stems from the need to highlight the inconsistencies of the
conventional customs union theory, on a macro scale, with the practical realities of
Sub-Saharan African states in general and that of ECOWAS members in particular, at
a more micro level. The theoretical analysis of the customs union theory in the light
of ECOWAS demonstrates that this theory might not be an across-the-board view
after all. This is the case especially when the theory is operated within the concepts
of trade-diversion and trade-creation as being welfare decreasing and welfare
improving respectively. The case of ECOWAS shows a unique exception to the rule
due to its size, and the multi-cultural and/ or lingual composition, which ultimately
reflects the pattern of trade in the sub-region. More importantly, however, the
incessant shifts in the economic and socio-political agenda of ECOWAS member
governments have constituted a fatal reason for its sluggish pace of economic
integration. For example, attention has often been diverted away from the joint
development of transport, energy, and communications to the resolution of national

and regional conflicts across the sub-region.
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CHAPTER 2: THE MULTILATERAL TRADING
SYSTEM AND CUSTOMS UNIONS THEORY

2.0 INTRODUCTION

This chapter outlines and discusses the theories underlying and informing the study.
The theoretical framework thus represents a conscious modification attempt in that it
benefits from the. insight of several theories; it is a multi-theory framework. The
different theories contribute to the study and hence to knowlédge in a different but yet
highly interdependent level. The chapter is divided into two main sections. The first
. section discusses the different political and economic basis of integration theory:
functionalism, neo-functionalism, federalism, and intergovernmentalism. These
theories are discussed first because of their prevalence in the politics of integration
literature. The objective here is two-fold: (1) to outline their potential contribution to
the study, and (2) to highlight how their adoption would not do justice to the topic
under investigation. At this level also, the theories refine and focus the theoretical
argument of the study. They also provide helpful insights on interpretation and theory
development from the data gathered.

The second section highlights two main levels of international co-operation:
Multilateralism and regionalism. Both approaches are complex, but an attempt is
made to limit discussions to those aspects that are necessary for understanding the
major thrust of the arguments in the study. Throughout the discussions, an attempt is
alsb made to link the theories with the research questions. The chapter concludes by
summarising the key features of the framework and the complimentary manner in

which the different theories all link up together in the overall research process.
2.1 INTERNATIONAL CO-OPERATION: TWO LEVELS OF ANALYSIS

International trade amounts simply to an internationalisation of specialisation and
division of labour. The classical explanation is based on Ricardo’s (1817) Theory of
Comparative Advantage, or more precisely, its major refinement referred to as
Heckscher-Ohlin  Factor Endowment Theory (Heckscher, 1950; Ohlin, 1933;
Madichie and Ibeh, 2002). These theories have suggested that variations in the

resources of production (or factor endowments) possessed by different states are the
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essential determinants of the pattern of international trade. Hence, a country will
export those goods using factors with which it is relatively well supplied. Closely
related to the Heckscher-Ohlin model is the Stopler-Samuelson theorem, which
describes the effect of protection on relatively scarce factors (see Madichie and Ibeh,
2002).

Although it has been argued that individual states may try to protect sectional
interests, the gains from international (multilateral) trade are nonetheless phenomenal.
This is largely because attempts by a single state, to gain a narrow advantage can so
easily be offset by retaliatory action by others. That all states have a common interest
in trying to keep barriers to trade low is, therefore, more easily achieved by joint
action and co-operation than otherwise. For example, the harsh lessons of the Great
Depression of the 1930s, when state after state indulged in protective policies, not
only resulted in a downward spiralling of the volume of world trade, but also gave
strong stimulus after the end of the Second World War to collaborative action.

Intematibnal collaboration, however, takes place at two broad levels:
Multilateral (or global) trade and regional trade (customs unions arrangements). The
first level involves a set of agreements by states on a global dimension, to remove
barriers to trade and behave as natural trading partners under a specified framework
(this is the central argument of the functionalist thesis). The organisation dedicated to
lowering existing tariffs, and making it difficult for states to raise them, was initially
the General Agreement on Tariffs and Trade (GATT) but now known as the World
Trade Organisation (WTQO). The success of GATT in reducing tariffs since. World
War II has been dramatic, although more recently the WTO has recorded only
marginal success in restricting the growing introduction of non-tariff barriers (see
Chapter 5). This also gave rise to other integration theories such as neo-functionalism
and inte};governme'ntalism. Nevertheless, there is no agreement as to whether the
regional approach to trade or the multilateral approaches are complementary or
competitive (Bhalla and Bhalla, 1997). There are two camps to the ensuing debate:
those who believe that the regional approach puts in place a stepping stone towards
the attainment of global free trade (Summers, 1991; Anderson and Bléckhurst, 1993);
and those who believe that the multilateral trading system would have grown faster in
the absence of customs unions (Bhagwati, 1993).

Subsequent sections of this chapter, therefore, review the structure, content,

and evolution of customs unions in the light of the long-standing debate on these trade
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perspectives. While the primary focus of the chapter is on the different definitions,
perspectives, levels, assumptions and rationales of customs unions, it does set the
stage for a more detailed analysis of the welfare improvement of ECOWAS member
states. In other words, this chapter provides a background to the various theories
applied to regional economic integration as they affect the welfare of contracting
parties. Overall, the impact of a customs union theory on the welfare of its members
is portrayed at two levels of analysis. The first level is to ascertain the benefits of
regional economic integratioh as distinct from the multilateral trading system.
Second, depends on how much detail the definition of customs union theory impacts

on the welfare of ECOWAS member states.
2.1.1 MULTILATERALISM

The major source of economic growth and rising global living standards lies in the
development of specialisation and division of labour. Without interregional trade, for
example, each region of the World would have to be self-sufficient, producing all the
agricultural products, manufactured goods and services that the people in the region
require. With trade among regions, however, specialisation is possible. ~Plains
regions with suitable climates can specialise in growing grain crops; mountainous
regions can specialise in timber and mining; cool regions can produce crops that
thrive under temperate conditions; hot regions can grow tropical crops such as coffee,
cocoa and groundnuts; and regions with abundant power vsources can specialise in
manufacturing etc. With trade, each region can, therefore, concentrate its efforts on
what it does relatively well (Lipsey, 1987, 1993). Moreover, with exchange among
specialised regions, all regions can register a gain in welfare. Identical arguments
apply to nations and between persons. For example, international trade leads to
specialisation and thus welfare gains of states, just as trade among individuals can
allow them specialise in those activities they can do well, and to exchange their
surpluses with other people, who specialise in different other activities. A
Nevertheless, early attempts by developing states to penetrate the markets of
the developed world with new products from the nascent developing world economies
in the 1960s met with fierce resistance through discriminatory import tariffs such as
antidumping initiatives and stiff competition (Jovanovic, 1992). Coupled with these

obstacles, were the more disturbing non-tariff barriers such as subsidies (especially
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agricultural subsidies), import quotas, and rules-of-origin as well as the Multifibre

Arrangements (MFA) on textiles and clothing (see Table 2.1).

Table 2.1 Classification of Non-Tariff Barrier

Major group of Non-Tariff Barriers

Type of Non-Tariff Barrier

Government involvement in
international trade

Customs and administrative entry
procedures

Standards

Specific Limitations

Subsidies (production, export, credit, cheap government
services)

Procurement of public bodies (local, regional, central)
State monopoly trading

Exchange rate restrictions

Tied aid

Customs classification
Customs valuation
Rules of origin

Import licensing
Administrative controls

Technical

Health

Environment

Testing and certification
Packaging, labelling, weight

Quotas (tariff-free ceilings)
Export and import licensing
Tax remission rules
Bilateral agreements
Multi-fibre arrangements

Source: Jovanovic (1992, p. 80)

The growth of non-tariff barriers (NTBs) has been found to be inversely related to the
fall in physical tariffs. According to the World Bank (1996, p. 2):

Though some important external obstacles remain on the path to increased
exports from developing states such as the proliferation of antidumping
initiations, trade barriers facing developing states are lower now than during the
1960s, when states in East Asia began penetrating world markets. In fact,
internal obstacles to export growth, such as excessive transport costs, are
sometimes as important as external ones.

During the late 1960s states like Hong Kong, the Republic of Korea, Singapore and

Taiwan faced average tariffs of 17 per cent in major Organisation for Economic Co-

operation and Development (OECD) markets. At that time, industrial states’ tariffs
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discriminated considerably against developing states. Furthermore, Generalised
System of Preferences (GSP) schemes, which is the principal mechanism for granting
developing states trade preferences into the industrial world markets, had not yet been
adopted, so the developing states had to compéte with other suppliers on an equal,
most favoured nation (MFN) basis (Amjadi ef al. 1996). In addition, as tight rules of
origin were imposed, more to the exclusion of certain critical sectors from preferences
(especially foods and textiles), these also constrained other sectors by quotas that
limited the preferences to certain quantities, which were unilateral concessions that
may be withdrawn at any time. Notably, the GSP was insufficiently secure to allow
exporters to build an export-led growth strategy on them. In 1992, for example, less
than 25 per cent of beneficiary states’ total exports to donor states benefited from the
GSP (Page and Davenport, 1994; Country Monitor, 2002). Furthermore, the degree
of escalation in OECD tariffs was far greater than it was in the late 1980s and early
1990s (UNCTAD, 1988; Amjadi ef al. 1996).

In the late 1990s, however, developing states as a whole faced OECD tariffs of
less than 4 per cent, which was well below the 17 per cent averége of the mid-1960s.
This shows some support for the elimination of tariff barriers on products from the
developing world economies of the ‘South,” into the industrialised markets in the
‘North’ under the auspices of the GATT (see Amjadi et al. 1996). The most
important feature of the GATT system was the ‘rule of non-discrimination,” which
required that any ‘advantage, favour, privilege or immunity’ granted to any GATT

| member must immediately and unconditionally, be made available to all other
members. By 1980 three rounds of negotiations under the GATT had been
completed: the Dillon Round (1960-62); the Kennedy Round (1964-67) aﬁd the
Tokyo Round (1973-79) and all geared towards the reduction of the level of tariffs
among developed economies to very low levels. However, tariff reductions for goods
coming from developing states were not so generous and as the level of tariff
protection was reduced, the importance of non-tariff barriers to trade such as quotas
and government legislation became more apparent (see Preston, 1993; El Kahal,
1994). To cite one example of a major distortion to world trade, the Multifibre
Arrangement (MFA), which constitutes a huge compulsory export tax on developing
states' exports of textiles ahd clothing to the developed world markets, covering
virtually all fabrics presents an explicit departure from the GATT provisions (World
Bank, 1996, p. 39). Nowhere is this better illustrated than in the phase-out of the
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MFA, the most significant non-tariff barrier that has faced the world’s poorest states
for over two decades or more. For example, the MFA concerning textiles and
clothing has been used as a serious trade diversion tool to encourage and promote the
innovative capacity of firms of the industrialised states of the North (Faini and

Heimler, 1991). According to an Oxfam report (see LeQuesne, 1996, p. 15):

The MFA was originally introduced in 1974, supposedly as a temporary
departure from GATT principles, in order to allow industrialised states to adjust
their own domestic textile industries to Third World imports by imposing
bilateral quotas. In practice, this was both arbitrary and discriminatory. For
most Southern states, it has also been very damaging, since textiles and clothing
account for a quarter of all manufacturing exports from the South. The overall
cost of the MFA to developing states has been estimated at around US$50
billion a year, about equal to the total flow of development assistance provided
by northern governments.

In addition to the discriminatory nature of the MFA, fhe Common Agricultural Policy
(CAP), a major European Union (EU) policy presents another departure from the
GATT especially in respect of its rule of non-discrimination (Daniels and Radebaugh,
1998). CAP was established in 1962 as an important element in the European
Economic Community's (EEC) overall economic policy, with Euro-centric objectives
in mind, geared towards satisfying only European interests. For instance the CAP
aimed at increasing European farm productivity, establishing a fair standard of living
for European farmers, stabilising European markets, ensuring European food security,
and setting ‘reasonable’ consumer prices for members of the European Coinmunity
(Gupta et al. 1989). Moreover, CAP involved the imposition of tariff and non-tariff
barriers especially on agricultural products thus disrupting the free flow of goods and,
therefore negatively affecting global resource allocation. However, it has also been
argued that CAP has been a wasteful and inequitable agricultural policy, which has
béen responsible for massive subsidised overproduction, bringing devastating effects

for some developing states (LeQuesne, 1996). As an illustration, it was recorded that:

With surpluses mounting throughout the 1980s and early 1990s, the EU and US
indulged in a strategy of out-subsidising each other in order to expand market
share. The consequences were felt most sharply by developing states that saw
world prices fall to their lowest level in real terms since the Great depression...
Subsidised exports also undermined rural livelihoods by flooding local markets
with cheap imported food.
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It is no wonder why most developing states have often tried to protect their own
markets in order to preserve the little wealth they seem to be content with. In this
regard, West African states like most of their developing world counterparts, adopted
numerous policies, swallowed many reform pills all in a bid to gain market access
into to industrialised world economies. These reforms did not, however,' guarantee
the promised access to markets of Western Europe or North America despite all the
false promises by politicians in the industrialised world economies. For example, in a
November 1999 BBC Interview, Stephen Byers, the former UK trade secretary,
proudly declared that:

All goods coming from those 49 least developed states will have access to the
European Union with no duties being imposed, giving them access to a market
of 370 million people ... a radical change that will begin to lift those states out
of poverty, meaning they won’t have to resort to child labour.

In reality, however, the same measures the UK promised to safeguard against, have
only been compounded by the failure of the government to uphold such promises.
Moreover, patterns of trade have shown a growing change in favour of West-East
trade as epitomised by the new attention to Eastern European countries (see Nixson,
1995, 2001) and are still changing more in line with stronger North-North
pafticipation in trade so much that many recent trade theories have focused on such
trade (Frankel et al. 1993; Yoffie, 1993; and Biggs ef al., 1996). This is consistent
with the observation by Preston (1993) that the economies of industrialised nations in
the ‘North’ have become increasingly interdependent through global products and
global trade. However, international trade has adversely affected approximately 20
per cent of the world’s population, which are in Africa and Latin America. For
example, Preston (1993, p. 31) argued that ‘Latin America l.ost 1 per cent of its world
market share during the 1980s to a level of 4 per cent, whereas Africa's share fell by
more than half, from 4.8 per cent in 1980 to 2.2 percent in 1988.” There has also been
a relatively steady growth in manufacturing exports, leading to high levels of trade
between states with similar factor endowments. For instance, and according to Yoffie
(1993), only one third of developing country trade went to other developing states in
1989, by contrast, three quarters of all exports from the developed states went to other

developed states.
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The problem did not end there, as there was also the rapidly falling demand for raw
materials to contend with, which is largely due to two main factors: technical progress
that has reduced the raw material content of manufacturing by some 30 per cent in the
recent past, and growing protectionism (the European ‘Iron curtain’ for example)
spearheaded by Margaret Thatcher in the United Kingdom and the Reagan
administration in the United States.” All these actions have only subjected Africa's
manufactured exports to discriminatory restrictions precisely in those labour-intensive
areas such as agriculture, where CAP presents some form of barrier covering food,
and in the area of clothing and textiles, the domain of the MFA, where Africa is
believed to enjoy comparative advantages.®

According to the theory of comparative advantage, however, states will
specialise in the production of goods and services in which they are fnost efficient;
this should mean that they are able to maximise their output from a given level of
resource input, and therefore move towards conserving needed economic resources
(Ekins, 1995). However, the theory of comparative advantage, as Ekins has shown, is
based on a number of assumptions, insinuating that commodity prices reflect the true
cost of production many of which are highly qﬁestionable. They are indeed
questionable because this is rarely the case in practice where the prices of
commodities do not account for the environmental degradation caused by their
production or extraction processes (Ekins, 1995; Madichie and Morris, 2000). That
being the case, economic inefficiencies will be generated and the real comparative
advantage of states will be mistaken.

Under these conditions, therefore, trade will only act to magnify unsustainable
patterns of economic activity as well as encourage an intensification of the problems
of pollution and resource depletion (Econews Afiica, 1995). Although the Lomé

Convention,” was aimed at supporting the African, Caribbean and Pacific (ACP)

3 The combined effect of growing synthetic substitution for raw materials and rising protectionism is
the sharply falling demand for Africa’s raw material exports. This is a typical case where ‘all things
are not equal’ in economic terms. See Onimode (1990) Perspectives of African development.

¢ See Table 2.1 for a classification of these non-tariff barriers as adapted from Jovanovic (1992)
International Economic Integration, p. 80.

" The Lomé Convention is an international aid and trade agreement between the African, Caribbean
and Pacific states (ACP) group and the European Union (EU). Four such Conventions have been
signed to date. The first Convention, Lomé I, was signed on February 28, 1975. Lomé II and I1I were
signed in 1979 and 1985 respectively. The current Convention, Lomé 1V covers the period from 1990
to 2000 and is the most extensive development co-operation agreement between North and Southern
states both in terms of scope (aid and trade) and the number of signatories. Econews Africa Vol. 4, No.
14, 30 August 1995.
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States in their efforts to achieve a comprehensive, self reliant and self-sustained
development and, despite the contention that it continues to favour access of African
products into the European Union (EU) market, there are reasons not to be too
optimistic about this favour (PANA, 1998; Nixson, 1995, 2001).
| In his analysis of the European Community's aid distribution, for example,
Nixson noted that sub-Saharan Africa was the major EC aid recipient, although its
relative importance fell between 1985/ 86 and 1990/ 91 (see Table 2.2). This has
been largely due to the shift in attention, and thus priority from Africa as a whole to

Eastern Europe and the former Soviet Union.

Table 2.2. Regional distribution of EC Overseas development Assistance (ODA)
1980/81 - 1990/91 (% of total gross disbursements) .

Region 1980 - 1981 1985 - 1986 1990 - 1991
Sub-Saharan Africa 60.4 ‘ 652 58.2

South Asia 17.2 9.3 7.2

Other Asia and Oceania 5.0 5.5 49

Middle East and North Africa 12.0 12.6 19.7

Latin America and Caribbean 54 7.4 10.1

Source: Nixson (1995, p. 398).

Nixson also argued that ‘although most attention is given to ACP member states, the
EC has wider interests, which encompass South Asia, the Middle East, anc‘l Latin
America.’® Referring to Mosley's (1987) ‘macro-micro paradox,” Nixson (1995, p.
389) also argued that:

Whereas the microeconomic evaluation of aid projects is usually positive, there
appears. to be no statistically significant correlation, either positive or negative,
between inflows of aid and the rate of growth of the recipient economy... Our
knowledge of the impact of aid on development so defined as to include
economic growth, structural change, and the move towards certain socio-
economic goods (less poverty, more employment, greater life expectancy, etc.)
is thus piecemeal and incomplete.

Quoting Parfitt (1996), he went on to argue that ‘the EU’s relations with non-member
Mediterranean states have had a higher priority than those with ACP states. During

the round of negotiations revising Lomé IV in 1995, most EU Member States would
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only agree the aid package for ACP once they were satisfied that the aid allocations to
Eastern Europe and the Mediterranean were adequate.’ (See Nixson, 2001, p. 403).

In highlighting how Aftica’s preferential provisions have been diluted in the
Uruguay Round of the GATT negotiations in recent years, two clear pointers have to
be mentioned. First, the experience of Asian states, which has proved that as soon as
developing states’ progress in industry begins to threaten the EU industries, quotas are
often revised to limit previously favourable market access (Econews Afiica, 1995,
PANA, 1998). Reflecting on these panAfricanist views, the Uruguay Round of trade
negotiations under GATT (and now WTO) has also been most unfavourable to sub-
Saharan Africav and not just to the generality of developing states (Lewis, 1980;
Onimode, 1990, Madichie and Morris, 2000). The ‘agreements’ have only made it
rather obvious that African commodity exports will have to face stiff competition
from Latin America and Asia, especially from the newly industrialising economies in
these regions, and even from Europe and the United States. For example, while the
European Union (EU) still subsidises its agriculture under CAP, the United States
remains unwavering in its massive agricultural support programmes.-9 Under the
European common agricultural policy, for example, when production in the European
Union’ falls short of its general consumption levels (as is always the case with
developing states, especially in West Africa) the resulting higher prices have been
contained by import levies designed to bring the price of imports up to the fixed price.
This simply meant that (Maunder ef al, 1991, p. 63) ‘as production gradually |
exceeded consumption, for commodity after commodity, so direct buying of goods for
storage or official subsidies for export were often introduced to support prices in the
EU (the EEC at the time) markets.” Secondly, rules of origin, which is the practice of
tariff escalation involving the scaling of import duties to the proportion of value-
added Iocally to the raw product, effectively undermines West Africa's incentive to
undertake processing ventures for their exports (Ezenwe, 1983). Most West African
states have under-exploited export potential, which is a major result of embracing the
theory of comparative advantage in its static form. However, it is widely recognised

that the comparative advantage of a country is by no means static in a dynamic world

¥ Egypt was noted to be the largest individual recipient of EC aid according to OECD (1992) reports.
See Nixson (1995) Foreign Aid and External Assistance, p. 398.

? In the case of the United States, the Multi-Fibre agreement is a strong manifestation of these
discriminatory practices. However, it must be noted that the powers that be in the ‘North’ have
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(Hiley, 1999 cited in Madichie, 2001). This is mainly because comparative
advantages are subject to changes such as shifts in resource and factor endowments,
technology, and demand. As the renowned Economist, Simon Kuznets argued in
1973, a developing country’s economic growth is defined as its ‘long-term rise in
capacity to supply increasingly diverse economic goods to its population.”'® This
growing capacity is based on advancing technology and the institutional and
ideological adjustment that it demands. "’

However, it was evident in the 1950s, and it is still so today, that the
developed states in the North have no stake in disturbing the production and trading
arrangements established with West Africa during the colonial period such as the
export of agricultural raw materials for manufactured goods, which is very
advantageous to the former’s- own development interests (Onimode, 1990).
Experience has shown that it is not unusual for a country to lose its comparative
advantage in certain lines of production over time or to develop a competitive
advantage in an entirely new set of products (Porter, 1989). It follows therefore that
most West African raw material exports can be translated into value through
processing into finished or at least semi-finished products. However, there has been a
conspicuous lack of encouragement for developing states to get involved in the
processing of raw materials by the industrialised economies in the North, which has
only served to complicate South-South co-operation between West Africa and the
more advanced developing states of South and East Asia (South Commission, 1980;
Onimode, 1990). After examining the different outcomes in Asia and Latin America
for example, Jeffrey Sachs concluded that the more important differences seem to
centre on exchange rate management as well as on the trade regime (Sachs, 1985, p.
564).

These views have not only been consistent with earlier studies (Balassa, 1976,
1979; Krueger, 1980), but have also been corroborated by later studies (Dollar, 1992;
Coe and Hoffmaister, 1992; Foroutan, 1993). With regard to trade regimes, the need

for outward-orientation and trade liberalisation initiatives as precursors to economic

forbidden African economies to maintain subsidies (in the guise of free trade, structural reforms and
adjustments and, deregulation, which are all instruments of the IMF and the World Bank).

1 See Kuznets (1973) cited in Ezenwe (1983).

! The pursuance of comparative advantage along these static lines is consistent with the notion of
outward-oriented growth strategies (Dollar, 1992); and the Vinerian trade creation effects of Customs
Unions (Viner, 1950). All these development strategies are however, inconsistent with the
development needs of the developing states at large and ECOWAS states in particular (Ezenwe, 1983).
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growth have been highlighted. Dollar (1992, p. 540) noted that ‘trade liberalisation,
devaluation of the real exchange rate, and maintenance of a stable real exchange rate
could dramatically improve growth performance in many poor states.” Dollar’s
assertion echoes more general arguments put forward by Balassa (1979) and Krueger
(1980), that outward-orientation fosters economic growth.'>? Moreover, trade
liberalisation according to Greer (1992) makes it possible to overcome the problem of
an unattractively small size of individual ECOWAS member markets, which poses a
classically difficult problem for manufacturers. The new trade liberalisation
programme adopted by members of ECOWAS he noted applied to products made in
the sub-regional member states. However, precise rules-of-origin for products only
partially made in these states remain to be worked out. Furthermore, this
liberalisation programme adopted within ECOWAS wasboriginally supposed to have
taken effect in the early 1980s, with the rule-of-origin for eligibility stipulating that at
least 35 per cent of the product’s value as at when it left the factory, must derive from
community inputs (Greer, 1992).

In concluding this section, therefore, it is persuasive to suggeét that one thing
clearly stand out: multilateralism has not provided the answer to the welfare crisis of
developing states, not the least ECOWAS members. Whether regionalism has
succeeded where multilateralism seems to have failed is another matter entirely. The
success of multilateralism is evaluated in greater detail in Chapter 5 using Collier’s
(1998) analysis of the international financial institutions, the European Union, and the
WTO as ‘Agencies of Restraint.” But first a consideration of regionalism. as the
possible fast track approach to the economic development of ECOWAS is the focus

of the next section.
2.1.2 REGIONALISM: CUSTOMS UNIONS THEORY

The story is quite different in the regional approach to co-operation in trade. This is
‘because regional co-operation involves only a limited number of states, which come
togethef in a customs union, defined as an area within which trade is free of

restrictions, and all members of the union agree a common-external tariff on imports

12 See for example Balassa, B. (1978) ‘Exports and Economic growth: Further evidence.” Journal of
Development Economics. Vol. 5, June; and Krueger, A. (1980) ‘Trade policy as an input to
development.” American Economic Review. Vol. 70, pp. 288-92.
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from non-members.'> The most striking resemblance of a customs union in Africa is
found amongst the French-speaking states of West and Central Africa.

The benefits of customs unions are all the advantages associated with free
trade among its members such as greater opportunities for specialisation, greater
scope for economies of scale, and greater competition to keep producers innovative.
There are, however, detriments to be considered. To illustrate the structure of the
detriments Jacob Viner (1950) introduced two trade concepts: trade creation and trade
diversion. A hypothetical illustration between two ECOWAS states, Nigeria and
Senegal, and one foreign state, France, can be used to demonstrate these concepts of
trade creation and/or diversion. Consider, for example, that Nigeria, Senegal and
France are the only states in the multilateral trading system, and suppose that all three
states trade with each other, but maintain 10 percent tariffs on imports, regardless of
source. Let Nigeria and Senegal now form a customs union as in ECOWAS,
abolishing tariffs on each other’s goods, but both retaining the 10 percent tariff on
imports from France. Under these circumstances, two effects can be expected.

The first effect, known as trade creation effects, is that with which there is
common knowledge. Free trade between Nigeria and Senegal will improve resource
allocation between them. Each will now import from the other, goods, which were
previously produced at home (domestically). In sharp contrast to the trade creation
effect, trade diversion (the second effect) involves a less efficient world allocation of
resources. This happens because the customs union involves discrimination against
imports from non-member states, even when real costs of production are lowest
outside the union. An example may be able to explain the nature of the trade-
diversion effects. Suppose the real cost of cotton per tonne is £180 in Senegal, £150
in Nigeria and £140 in France. It is obvious to see that France is the lowest source of
production (Lipsey, 1992, 1993). If prior to the formation of ECOWAS (between
Senegal and Nigeria), all three states imposed a 10 per cent tariff on impoﬁs on each
other's cotton regardless of source, the cheapest source of supply of cotton for Senegal
and Nigeria would be imports from France. In Senegal, for example, the price,

inclusive of the 10 per cent tariff, would be £154 for imports from France, £165 for

13 A free trade area (FTA) is similar to a customs union, except that members do not agree on a
common external tariff, but maintain their own rates of protection on imports from non-members. The
most important example in the African context is the defunct SADCC.
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imports from Nigeria, compared with £180 for domestically produced cotton.
Senegal would be better off, therefore, importing cotton from France.

However, after the formation of a customs union between Senegal and Nigeria
abolish tariffs on each other's cotton, but maintain the 10 per cent tariff on imports
from France. The price of cotton in Senegal now becomes £150 for imports from
Nigeria, £154 for imports from France (and, of course, remains at £180 for
domestically produced cotton). The cheapest source of supply of cotton for Senegal is
now Nigeria, its partner in ECOWAS. So Senegal switches imports from the lowest
cost producer, France, to imports from Nigeria, which no longer bears import duty.
This result runs counter to comparative advantage. It follows solely from the fact that
the customs union discriminates against non-member states, and in favour of union
trading partners. The conclusion to these scenarios, however, does not conflict with
the case for free trade based on comparative advantages. It merely calls for the
general case to be qualified. Complete free trade throughout the world still leads to
improved resource allocation. Nevertheless, limited free trade in a part of the world
can have the effect of lowering efficiency. What happens on balance depends on

whether the trade-creating or trade-diverting effects dominate.
2.2 THEORETICAL FOUNDATIONS OF REGIONAL INTEGRATION

Theoretically, the concept of regional economic integration can be classified into
prescriptive and descriptive camps where proponents of the former seek to prescribe
and the latter school focus more on understanding and explaining the ‘why’ and ‘how’
integration works. In practice, however, this classification is considered arbitrary, as
the prescriptive theory would need to be supported by description and some
explanation.

Integration theories, defined by Economists and political scientists generally
differ in emphasis. While economists define integration from the platform of
economies of scale, tariff removals and trade creation, political scientists tend to focus
more on the issues of national sovereignty, decision-making processes and the power
structure of political actors in such schemes. From the political science perspective,
the integration process involves (i) the voluntary relinquishment by nation-states of
the power to make independent decisions in certain policy areas (decision-making is

either shared by the governments of participating states or is transferred to new
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central institutions), and (ii) the shifting of loyalties, expectations and activities of
national political actors to a new centre (Lindberg, 1963: cited in Jones, 1996)

Many other distinctions can be made, for example, between positive
integration, which involves the building of common institutions and policies.like the
European or ECOWAS Parliament, and negative integration, which refers to the
removal of obstacles such as tariffs, across integrating borders. In practice, however,
this distinction between ‘building things up’ and ‘knocking things down’ is difficult to
sustain (Babarinde, 1994; Rosamond, 1995; Jones, 1996). For example, the Single
European Market programme was nominally about knocking down barriers to trade,
but entailed major institutional and policy changes amounting to the most significant
exercise in positi\}e integration since the 1950s. Theoretically, and in practice,
regional integration frameworks can be further categorised, on the basis of whether
they entail the removal of trade barriers or the adoption of common policies.
According to Laffan (1992), most-favoured nation, free trade area, and customs
union, which involve the elimination of trade barriers, are manifestations of ‘negative
integration.” Conversely, common markets and economic unions denote ‘positive
integration,” because they usually require institutional edification and policy co-
ordination (Laffan, 1992, p. 5). It could, thus, be generalised that the more advanced
the level of integration, the greater the incidence of positive integration. Four
theoretical approaches have been advanced, at least for the particular case of
European integration: functionalism, neo-functionalism, federalism, and inter-

govemmentalism.14
2.2.1 FUNCTIONALISM

The functionalist school of thought championed by David Mitrany (the so-called
father of functionalism) favour the strategy of gradually undermining state
sovereignty by encouraging technical co-operation in specific policy areas across state
boundaries (Jones, 2001, p. 44). Mitrany regarded nationalism as the biggest threat to
world peace and favoured a shift in human loyalties from the national to the

international level through mutually beneficial international co-operation in sectors

14 Adding to these, Rosamond (1995) draws a concise analysis of the debate, in Europe, between what
he called pluralist neo-functionalism and the realist intergovernmentalism. See Between theory and
Practice as discussed in Chapter 8.
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such as transport, agriculture, science, and health. According to Jones (1996),
however, Mitrany’s ideas leaned heavily on the assumption that states were less likely
to meet the welfare requirements of their populations than would non-political
international authorities. In other words functionalists of the Mitrany school of
thought favoured technical self-determination over national self-determination in the
belief that human loyalties would shift from the nation-state to supranational
authorities because of the tangible material benefits these authorities would provide.
People would, therefore, become more committed to transnational co-operation and
thus less nationalistic. Mitrany envisaged the emergence of a spreading web of
supranational authorities to undertake tasks formerly performed by national
governments. According to him, there would be many such agencies, and therefore
international power would be diffused rather than centralised. However, Mitrany was
interested in multilateralism rather than regionalism."” For him, regional co-operation
was a magnified form of nationalism, therefore, he was opposed to a ‘continental
union’ in Europe, and to the creation of institutions, which in his view mirrored those

of sovereign states. As Jones (2001, p. 44) argued:

The weaknesses of the functionalist approach seem glaring in the light of post-
war history: for example, it assumes that functional co-operation can be
separated from politics. However, the decisions of technical agencies are often
highly political: several, such as the United Nations Educational, Scientific and
Cultural Organisation (UNESCO) and the Internal Labour Organisation (ILO),
have been torn by political disputes. These agencies have been created by states
for their mutual benefit: they remain under the ultimate control of sovereign
states and are dependent upon them for their resources.

There is also only little evidence to suggest any shifts in loyalties from the state levels
to the international organisations. The functionalist approach to international co-
operation is, moreover, premised on the proposition that one can isolate non-political
problems such as social, technical, and humanitarian matters, and then concentrate on
solving them. Gambari (1991) while quoting Mitrany, suggested that ‘the problem of
our time is not how to keep nations peacefully apart but how to bring them actively
together.’

This can be achieved by indirectly seeking out areas of mutual interests and binding

together those interests, which are common, where they are common, and to the

' The underlining propositions of Multilateralism and regionalism have been discussed in greater
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extent to which they are common. The emphasis is on a pragmatic approach to
solving practical problems. Functionalists also seek an escape from the vertical
divisions of the world (nation-states) by developing, instead, a horizontal approach to
common problemé. They prefer a problem-solving approach and cite approvingly,
Lenin's pronouncement that what matters most is 'not the government of men but the
administration of things' (West Africa, 1981, p. 1209). The functionalists also
entertain the hope that co-operation in economic and social fields may spill over into
the political fields. The contention being that the habit of co-operation and the
accumulated agenda of constructive work may well bring about federalism by
instalments. Nevertheless, there are a number of problems with the functionalist
approach to integration. First, the main focus is the utility of functional co-operation
in relation to the avoidance of war and violent conflict. Wars, civil unrest, and
political uncertainty are all factors accounting for de-industrialisation in the
ECOWAS sub-region and it is by no means certain that the success of functionalism
would eliminate war. Rather, war is attributed to the inadequacy of the
institutionalised nation-state system to deal with human problems, such as poverty, ill

health, illiteracy, and social injustice.
2.2.2 NEO-FUNCTIONALISM

This approach is more realistic and less prescriptive than the ‘Mitrany type’
functionalism. It was developed in the 1950s and 1960s to explain integration
processes in the European Community. It is, therefore, based on intensive study of an
actual case. Haas (1958) viewed integration, as a developing and expanding process
involving bargaining and compromise. Like other forms of politics, he argued that
there could be a learning curve of co-operation between governments, in which the
experience of co-operation in some fields could lead to co-operation in others. In
other words there could be a spillover effect from co-operation in one policy area to

¢ Haas did not, however, believe this spillover process to be automatic or

another.!
inevitable, not least because it would depend upon choices made by governments and

other political actors. For example, co-operation in educational policies such as the

detail earlier.
' For a debate on the concept of spillover theory the works of Haas (1958, 1971), Lintner and Mazey
(1991), and Marks et al. (1996) are considerable sources of insight.
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West African Examinations Council (WAEC) did not lead to an ECOWAS
Parliament or even the establishment of its Peace Monitoring Group (ECOMOG).
Moreover, setbacks in the process of European integration led to the incorporation of
the concept of spillback (reverse integration) into the neo-functionalist theories. For
example, Keohane and Hoffman (1991) denied that spillover was primarily
responsible for the single European Market; rather they attributed it to a combination
of factors. In particular, such factors include the convergence of national interests, to
developménts in the world economy and to the concern about the poor
competitiveness of the European industry. It is also on record that European

integration is too complex to fit neatly into any theoretical model.
2.2.3 FEDERALISM

While ECOWAS does not exhibit any signs of federalism, the European Union has
many federal characteristics: a Union title, some supranational institutions like the
European Parliament and the European Court of Justice, as well as a wide range of
common policies.” However, as Jones (2001) argued, there are several major
differences between the Union and a typical federation. Firstly, the EU does not have
a written constitution and is based upon Treaties negotiated by national governments.
Secondly, the power exercised by member states in EU decision-making has no
parallel in any existing federation. For example, state governors in the US federal
system are not key decision-makers at central level. Nor, in contrast with EU
governments, do they play any significant role in foreign and defence policy (Jones,
1996, 2001; Marks et al., 1996). Another approach might be to view the European
Union as lying somewhere between a federation and a confederation, in that the
participating units retain a very high degree of independence. The Union is clearly
more than a confederation, but is less than a full federation. Nevertheless, ECOWAS
is neither a confederation nor a federation. Treaties are negotiated and ratified by

Member States without any form of Constitution or a centralised decision-making

body.

' The Common Agricultural Policy (CAP), Common Fisheries Policy (CFP) are only two examples.
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2.2.4 INTERGOVERNMENTALISM

There are two broad categories of intergovernmentalism: 'descriptive' (the view that
governments are, for good or ill, the key actors in the Union) and 'prescriptive' (the
view that governments should be the dominant actors in the Union). Proponents of
the descriptive intergovernmentalism cite the important role played in the EU policy-
making by the European Council and a support network of intergovernmental
committees. According to this approach, which emphasises the importance of
intergovernmental bargaining, developments in integration only happened when they
coincided with the interests of the governments of the member states. For example, it
was argued that the election of more market-oriented governments in member states
in the 1980s, and the consequent convergence of national interests was a major factor
in the development of the Single European Market programme (Moravcesik, 1999).
Within ECOWAS, however, intergovernmentalism has assumed the descriptive form,
as Member governments remained principal actors in Community decision-making
processes. However, it is also argued that the European Union is clearly different
from pure intergovernmental bodies such as the Organisation for Economic Co-
operation and Development (OECD) or the North Atlantic Treaty Organisation
(NATO) because it contains supranational institutions of considerable significance
(Haas, 1958; Jones, 1996). Further, the extensive use of the binding majority voting
principle in the Council of the EU also differentiates the Union from most other

intergovernmental organisations (IGOs).

2.2.5 IMPLICATIONS OF THE THEORETICAL FOUNDATIONS OF
REGIONAL INTEGRATION

The theories discussed above each contribute and guide the study in their own.unique
ways as already discussed. Although they compliment one another in that limitations
of one theory are addressed by the strengths of the other, their relevance to the
integration experience of ECOWAS remain to be seen. The insights offered by each
are borne in mind and applied when necessary throughout the study. The
interpretation of data is not, however, restricted to these theories alone, as their
primary function is to focus the study as well as provide a starting point for

interpretations. Appeals to other theories are made as discussed in Chapter 5, since
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the objective is not to test, validate, or falsify the explanatory powers of the theories,
but to demonstrate their inappropriateness to ECOWAS. An advantage of this multi-
theory informed framework is that it helps overcome the problems associated with
limiting observations and theories to the confines of a particular theory. The
framework thus has the potential to provide a more comprehensive understanding of
the phenomena under investigation.

Literature has discerned three broad approaches to regional integration. One
theoretical school of thought claims that the best path to regional integration is to
create a higher supranational authority, to which participating states surrender part of
their sovereignty. Otherwise known as the Federalist Strategy, this approach calls for
a federal structure, whereby political power is legally shared between the national and
the supranational levels of government. Thus, national governments will have to
surrender part of their sovereignty to the newly created supranational institutions.
Evidently this strategy is too ambitious; not the least because it requires member
countries to part with some autonomy almost right away, from its inception in 1975 .
till the present time, this has been the area of distrust and hence, disputes in
ECOWAS.

At the other end of the theoretical spectrum is the Functionalist Strategy,
which refers to the mere functional cooperation between contracting parties, which
does not require member states to part with any degree of their autonomy (see Lodge,
1983). A third regional integration strategy, Neo-functionalism, contends that, while
the Federalist approach may be greedy by asking fqr too much too quickly, and the
Functionalist appears to be noncommittal and lackadaisical, it proposes a common
ground, which is a hybrid of the aforementioned strategies. The Neo-Functionalist
Strategy thus posits that regional integration can best be achieved via the creation of
specialised administrative institutions at the trans-national level, which shall
endeavour to demonstrate the relevance and worthiness of ‘regional integration to
contracting states. If they are successful with their modest-tasks, the argument goes,
the supranational entities would be accorded more comp‘etencies by member states
(Lodge, 1983; Haas, 1964, 1971).

In any case, sovereign states do not participate in regional integration for
altruistic reasons. More often than not, when they participate in such arrangements, it
is because, ceferis paribus, they expect tangible benefits, which may be political,

economic, social, and so on. Politically, a country may participate in a regional
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scheme in order to bolster its inilitary prowess, augment its political stature, and deter
or wade off aggression from hostile neighbours. Economically, countries may
integrate so as to achieve economies of lscale, optimally allocate scarce resources,
execute projects on a regional scale which might not have been undertaken, accelerate
economic growth, increase trade, and so forth. Socially, countries may participate in
regional integration for socio-economic reasons, either to facilitate factor mobility or
to stem the influx of immigrants from less affluent neighbouring countries. In any
case, participating in regional endeavours can plausibly reduce extraneous pressure on
the domestic economy. It is also conventionally believed and widely reported in the
literature on economic integration that countries are likely to remain in regional
economic arrangements as long as the resultant ‘trade creation’. from the scheme
outweighs its 'trade diversion' (Hufbauer, 1990, p. 21). Some of the often-stated
raison d'étre of regional integration schemes, such as ECOWAS, include optimal
allocation of limited resources and enhancement of comparative advantage/
specialisation via the new international division of labour. The question being asked
here, therefore, is whether ECOWAS has yielded the anticipated results, that is, a net
trade creation for participating states, improvement of the allocation of scarce
resources, and the enhancement of its position in the multilateral trading system. The
likelihood that these will happen will depend on the structure, goals, and
implementation of the Lagos Treaty of 1975 and its Revised Version of 1993, which

are discussed in greater detail in Chapter 4.
2.3 LEVELS OF ECONOMIC INTEGRATION

Regional economic integration can take many forms: from preferential trade areas
(PTA's) to economic unions. Balassa (1979) argued that the progressive elimination
of discrimination between the participants of a customs union is at the core of
conventional integration theory. He conceptualised the process of removing
discrimination within regional economic integration initiatives as proceeding in
stages, which reflect an increase in the level of integration as the sovereignty of
member states declines (Table 2.3). In the ‘stages’ approach presented by Balassa,

regional economic integration proceeds from the looser to stronger forms in the
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following stages: preferential trade area (PTA), free trade area (FTA), customs union

(CU), common market (CM), and economic union (EU).'®

Table 2.3 Levels of Economic Integration
Free Trade | Customs Common Economic
Area Union Market Union

Removal of tariffs between member | X X X X

states

Common external tariff with ROW X X X

Free Movement of labour and capital X X

Policy harmonisation of economic

under supranational control X

Source: Adapted from Balassa (1979)

The differences between these economic groupings are perhaps best described as
progressive. The movement from a free trade area to a customs union and, ultimately,
to a common market involves a progressive degree of economic integration, primarily
involving tariffs, movement of goods and services, finance, jobs and people
(Gillingham, 1998). However, many business researchers have often made mistakes
in trying to differentiate between a free trade area, a customs union, and a common
market, particularly with reference to international trade (Lipsey, 1956, 1960;
Gillingham, 1998). Jovanovic (1992) concurred with this classification by suggesting
that various forms of economic integration were based on the nature and objectives of
the participant states of such arrangements. In all these situations, it remains unclear
as to what stage or level of integration ECOWAS may be and whether it needs to
progress unto a higher stage or consolidate its present position if that choice conforms

to the original objectives of the Community.

'8 It must be stated that it includes the unification of policies and political institutions in addition to all
the elements characterised by the ‘economic union.” See Balassa (1979); Dickens, P. (1998) Global
Shift: Transforming the World Economy, Third Edition.
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2.3.1 THE PREFERENTIAL TRADE AREA (PTA)

In this situation, trade with non-member states is restricted relative to trade among
member states. An example of such an arrangement in Africa is the Preferential
Trade Area for Eastern and Southern African States, where setting up barriers to trade
eases tariffs to trade among member states with non-members. In this discriminatory
arrangement, it is also possible for two customs unions to trade on an inter-regional
basis to the exclusion of other customs unions that are not party to the arrangement.
In the latter case an example may be the alliance between the European Union and the

African, Caribbean, and Pacific states (EU-ACP) initiative.
2.3.2 THE FREE TRADE AREA (FTA)

If a group of countries agree to set up a free trade area, then the movement of goods
and services between these countries should be free of tariffs. Additionally, non-tariff
barriers, quotas and subsidies should also be absent (Balassa, 1979). In the free trade
area, member states remove such tariff and non-tariff barriers as quotas on goods
originating within the FTA, but retain their own restrictions on trade with non-
member states. However, tariffs and other restrictions to external trade will vary
depending on the states (Jovanovic, 1992). While there may be integration in relation
to the absence of tariffs for the movement of goods between the member states, each
country is free to establish its own trade policies with non-member states. As external
tariffs vary among the members, imports could enter through the country that has the
lowest tariff.! Specific examples of free trade arrangements include the European
Free Trade Area (EFTA), and the South African Development Co-ofdination
Conference (SADCC), which was launched at the Lusaka Declaration of 1980
(Anglin, 1983). Others include the Andean Pact founded in 1969 between five Latin
American countries - Bolivia, Colombia, Ecuador, Peru and Venezuela; the North

American Free Trade Agreement (NAFTA), which came into effect in 1994 between

1% A free trade area has already been defined above. A free trade zone, on the other hand, is a territorial
enclave in which goods may be stored without attracting import duties unless moved into the
hinterland. Regulations on duty and VAT in free ports vary from country to country, but, in general,
there are advantages to their use, and they can offer some interesting variations for the global supply
chain. Examples of free ports in the UK include Liverpool and Tilbury. Those further afield include
Dubai, Hong Kong and Singapore and there are developments in this area in Ghana.
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the USA, Canada and Mexico; and the Association of Southeast Asian Nations
(ASEAN), comprising Brunei, Indonesia, Malaysia, the Philippines, Singapore and
Thailand (see Appendix).

2.3.3 CUSTOMS UNION

One of the basic forms of economic integration is the customs union. According to
the definition of the General Agreement on Tariffs and Trade (GATT), a customs
union must eliminate, substantially, all tariffs and other trade restrictions among the
participating states in addition to establishing a common external tariff (CET) against
non-member states (GATT, 1977). Furthermore, a customs union involves a system
of tariffs, which may discriminate between commodity and/ or states. While
commodity discrimination takes place when different rates of import duty are applied
to different commodities, state discrimination involves the charging of different rates
of duty on the same commodities depending on the country of origin. Country-of-
origin means the country of manufacture, production, or growth of any articles of
foreign origin entering into any given or specified country. Further work or material
added to an article in another country must effect a substantial transformation in order
to render such other country as the ‘country of origin.” The country of origin is,
therefore, determined by looking into the nature of the good being imported and the
processes it has undergone as well as whether it has been substantially transformed.
Recent developments in the harmonisation of the rules of origin, as stipulated
in the Uruguay Round of the WTO, have stipulated that the development of a non-
preferential system of country-of-origin marking be developed based upon the long
standing doctrine of ‘substantial transformation.” Obtaining the appropriate country-
of-origin marking for a product can, however, has an acute effect on the success of
products in the international market. Research has shown that country of origin
effects impacts not only consumers’ perceptions of product quality (Hong and Wyer,
1989, 1990; Johansson et al., 1985; Johansson and Thorelli, 1985; Papadopoulos and
Heslop, 1993) as well as brand image (Han and Terpstra, 1988; McConnell, 1967),
and purchase decisions (Heslop and Papadopoulos, 1993), and the consumer’s
propensity to use a prpduct’s ‘made in’ label (Han and Terpstra, 1988; Johansson et

al., 1985; Tse and Gorn, 1993). Likewise, consumers have displayed a willingness to
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pay higher prices for products originating from desirable locations (Nes and Bilkey,
1993; Schooler and Wildt, 1968).

The logic behind the classical theory of customs unions, however, is that the
potential consumption of goods and services in a customs union is higher than the
sum of individual consumption of the potential member states, were they to adopt a
stand-alone approach to trade (Ezenwe, 1983). In other words the whole is not
necessarily the same as the sum of the parts. In a customs union arrangement also, the
member states aim to eliminate tariffs on the movement of goods and services
between the member states, but have also established a common tariff and trade
policy for dealing with non-member states (Gambari, 1991). It is not difficult to see
that in order to operate a customs union; administrative machinery is needed to drive
it. It is possible, therefore, to regard a customs union as a precursor to a common

market. Needless to say, the Europeari Union had its origins in customs union.
2.3.4 COMMON MARKET

As argued earlier, a common market is simply a customs union with the additional
allowance for the free movement of factors of production; labour and capital. Like a
customs union, members of a common market have a common external trade policy
and there is free movement of goods and services among them. However, what
characterises a common market is the additional development of the free movement of
people and capital (Balassa, 1979). Apart from the aspect of free mobility of factors
and products, a common market sets, as a condition of integration, non-discrimination
of factors originating from partner states. Thus, factors are able to move in response
to market signals such as demand, higher productivity and higher returns on
investment (Mistry, 2000). Whereas a customs union involves product-market
integration, a common market also includes factor-market integration. The free flow
of factors within the common market thus allows for an improved allocation of
resources over that achieved in free trade areas or even within a customs union.
Adopting the neo-classical Heckscher-Ohlin trade theory, however, Jovanovic (1992)
posited that a country with a rich supply of labour might either export labour-
intensive goods or import capital while exporting labour, under the assumption that
technology is the same in all states. Nevertheless, such an assumption is too

simplistic, as the static expectation of technology does not hold especially in the
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medium to long term. Moreover, a common market has the potential to increase the

markets for firms above that of any customs union.
2.3.5 ECONOMIC UNION

An economic union is, perhaps, best described as the next stage up from a common
market, the difference here is that this form of customs unions will have a common
currency and common fiscal and monetary policies (Dickens, 1998). The besf
example is the European Union. An African example is the Economic Union of West
African States (UEMOA). The economic union is a form economic integration, and
is located in one extreme of Balassa's (1979) 'five stage' levels of economic
integration. It includes the unification of policies and political institutions in addition
to all the elements characterised by the other variants of regional economic
integration. An economic union thus includes the integration of national currencies
within the framework of a single central bank. The European Central Bank (ECB)
and the Central Bank of West Africa States (BCEAO) are two examples from Europe
and French- West Africa respectively. The economic union, which is often regarded
as the ultimate goal of regional integration, because it goes beyond the elimination of
real and perceived barriers to factor mobility and the movement of goods and
services. Economic union is usually accompanied by monetary union among
participating states, whereby they yield their control over monetary (and sometimes

fiscal) policies to a supranational institution.
2.4 IMPLICATIONS OF THE LEVELS OF REGIONAL INTEGRATION

Broadly speaking, regional integration can be political or economic. It may even be
both, because, according to Haas (1971), regional integration is a process of
combining separate economies into larger political communities. To the extent that
political and economic forces are inextricably intertwined, any discussion of regional
economic integration must encompass both economic and political variables. Deutsch
(1971) and other early theorists have noted that authentic regional integration can also
be social or cultural, especially since it encompasses the whole ‘system.” Regional
integration has, thus, been defined as a process of peacefully creating a larger'

coherent political system out of previously separate units, each of which voluntarily
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cedes some part of its sovereignty to a central authority and renounces the use of force
for resolving conflict between members (Deutsch, 1971; Lodge, 1983; Daltrop, 1986;
and Laffan, 1992). In reality, regional integration is a process, in which, presumably,
participating countries inexorably seek, infer alia, economies of scale, increased
commercial activities, and uninhibited factor mobility, via 'institutional integration'
and ‘policy integration,” both of which refer to the growth of collective decision-
making and the sharing of responsibility for policies. In this regard, policies on a
regional transport, communications, and energy should be adopted rather than pursued
nationally.

By most accounts, there are five general levels of economic integration. The
.ﬁrst is the ‘most-favoured-nation’ arrangement, which typically stipulates that any
reduction in tariff on products, which is granted to other countries subsequent to the
granting of most-favoured nation status to a country, will also automatically apply to
the most-favoured country. The next level of economic integration is the free trade
area, such as the renowned EFTA or NAFTA, which implies trading in goods and
services among member states at zero tariffs. However, participating countries may
maintain separate tariff regimes against third countries. A more elaborate scheme is
the ‘customs union,” which, in addition to being a free trade arrangement, typically
involves the adoption of a common external tariff (CET), vis-a-vis third countries.
Still, a more sophisticated form of economic integration is the ‘common market,’
which, in addition to being a customs union, permits both the free movement of goods
and services among member states and the free movement of the factors of production

and entrepreneurs.

2.5 CUSTOMS UNIONS THEORY: DEFINITIONS, RATIONALE AND
PRACTICAL APPLICATIONS

This section documents the customs union theory in three different perspectives:
definition, rationale, and practical application. It highlights the structure of
subsequent sections by suggesting avenues for the bridging of gaps, if any, between
theory and practice, which is discussed in more detail in Chapter 7. Working with a
given set of definitions, the section seeks to understand the rationale for regional
economic integration in general and to explain its applicability to the particular case

of ECOWAS.
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2.5.1 CUSTOMS UNIONS THEORY: WORKING DEFINITIONS

In his assessment of the impact of customs unions on trade flows and hence, welfare
of states, Viner (1950) put forward two concepts: trade creation and trade diversion.?’
Viner argued that the primary effect of a customs union was to shift sources of supply
to either lower cost or higher cost sources, depending on the circumstances.
Accordingly, where two states both protect a similar range of industries, a customs
union between them will tend to concentrate production where the more efficient and
lower cost firms are located (trade creation). However, where the industries in
question are dissimilar, there is the tendency of shifting from low-cost sources of
supply in third states to higher-cost sources within the customs union (trade
diversion). Viner concluded, therefore, that economic benefits were basically
assessed on the basis of the degree to which ‘trade creation’ outweighs ‘trade
diversion’ (Ezenwe, 1983). Combining these two elements, that is, the changes in
volume of trade and differences in costs, the production effects of customs unions
can, therefore, be estimated. Thus if the unit cost differences are considerably greater
for commodities in trade creation than for commoditiesvin trade diversion, a customs
union may have a beneficial effect on world welfare.

Both trade creating and trade diverting effects are, therefore, likely to occur as
a result of the tariff changes implicit in the formation of customs unions. Trade
creation represents a move towards freer trade and greater efficiency at both the union
and global levels, and as such, is welfare improving at both these levels. Within the
union, trade creation also enables a more efficient allocation of resources. In contrast,
however, there is a tendency for reduced efficiency and an adverse movement in
member states, of such elements as deteriorating terms of trade and higher transaction
costs. This also translates into welfare erosion of member states, which is further
reflected at a global or multilateral level. But this is based on the assumption that the
average tariff level remains unchanged after the formation of such trade alliances.
Viner’s theory of customs unions had enjoyed a lot of support over the years, just as it
has come under serious criticisms. One essential omission in Viner’s (1950) analysis

was his failure to take into account the consumption effects of the formation of

2% Note that most of these authors have used the term economic integration in their works. However,
this research looks at economic, social and political integration as synonymous with the idea of
Customs Unions, hence the assumed interchangeability of the two constructs in this section.
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customs unions (Lipsey, 1957, 1960). These consumption effects, which result from
the changes in relative prices when a customs union is formed, may lead to welfare
gains through the provision of a more efficient consumption pattern. Taking these
effects into consideration, it becomes possible for trade diverting customs unions to
be seen as welfare improving. This was possible due to relative prices, which were
bound to move clqéer to their international values than what obtained in the pre-unibn
situation.

Lipsey (1960) defined customs unions as that branch of tariff theory, which
deals with the effect of geographically discriminatory changes in trade barriers. Asis
mostly the case in economics, however, Lipsey used the efficiency criterion of ‘Pareto
_ optimality’ in his study. An allocation is said to be Pareto optimal, if there does not
exist another feasible allocation in which some agents would be better off (in a
welfare sense) and no agents worse off. Nevertheless, his thesis operates on the
assumption that the expansion of markets and economies of scale resulting from
customs unions create an environment for trade expansion, which increases the
welfare for all member states. However, the effect on welfare of preferential trade
agreements that remove the barriers between only a few states is riddled with
ambiguities.”! By a judicious definition of welfare, the Pareto-optimal allocation is
that allocation that best satisfies social objectives. Pareto optimality (the first-best
choice solution) is achieved exclusively in the state of free trade and factor mobility,
so that other states, in which there are distortions (duties, subsidies, taxes,
monopolies, minimum wages, and local content requirements etc.) are sub-optimal. It
may happen that the Pareto-optimal allocation cannot be achieved because of one or
several distortions.

Lipsey and Lancaster (1956) argued that in the presence of distortions, if all
the conditions of Pareto optimality cannot be satisfied, then the removal of some of
the distortions such as intra union tariffs, does not necessarily increase welfare, nor
does the addition of other distortions, like a common external tariff, necessarily
decrease welfare. On the contrary, welfare may remain unaffected, increased, or
- decreased. This implies that there can be no reliable expectation about the welfare

effect of a change in the current situation.

2! Balassa (1979) uses a stages approach to drive home his argument on regional integration initiatives.
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On his part, Pinder (1969, p. 143) cited the Oxford Dictionary, which describes
integration as the combination of parts into a whole. Union is the outcome of the
combination of parts or members. He concludes that integration is a process towards
union, and defines economic integration as the removal of discrimination between the
economic agents of the member states, as well as the creation and implementation of
common policies. Balassa (1973, p. 1), however, defined economic integration both
as a process and as a state of affairs. As a process (dynamic concept), integration
means the removal of discrimination between different states, while as a state of
affairs (static concept) it means the absence of different forms of discrimination.

Holzman (1976, p. 9) stated that economic integration is a situation in which
the prices of all similar goods and similar factors in two regions are equalised. This
makes the two regions one (a common mérket). This definition implies that economic
integration is the realisation of factor-price equalisation between two regions. This
definition implicitly assumes that there are no barriers to the movement of goods,
services and factors between the two regions and that there are institutions that
facilitate those movements (Jovanovic, 1992).

Pelkmans (1984, p. 3) defines economic integration as the elimination of
economic frontiers between two or more economies. An economic frontier is the
demarcation across which the mobility of goods services and factors is relatively low.
Potential mobility of factors is the criterion for economic integration according to this
passive definition of integration. There is no indication that policy is actively
promoting mobility and co-operation. The mere removal of economic frontiers does
not necessarily offer either a carrot or a stick (Jovanovic, 1992, p. 6) for the free
movement of factors of production such as l;dbour or capital. El-Agraa (1985, p. 1)
referred to international economic integration as the discriminatory removal of all
trade impediments between participating nations and the establishment of certain
elements of co-ordination between them. This deﬁnitioﬁ implies the removal of
barriers to trade in goods and services, as well as freedom of movement of factors of
production. Hence, this definition only partly covers fi‘ee trade areas and customs
unions as types of intérnational economic integration.

Robson (1987, p. 1) notes that economic integration is concerned with
efficiency in resource use with particular reference to the spatial effect. He defines
full integration as freedom of movement for goods and factors of production and an

absence of discrimination. Freedom of movement for factors is not allowed for in
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some of the types of international economic integration, so this definition cannot be
applied to all such arrangements. Marer and Montias (1988, p. 156) pointed out that
economic integration has traditionally been equated with the division of labour in a
geographical region, although it is usually not made clear what minimum level of
trade would justify speaking of integration. Recently, economic integration is
assumed to consist of the internationalisation of markets for capital, labour,
technology, and Entrepreneurship in addition to markets for goods and services. They
(Marer and Montias, 1988, p.161) argued that the necessary and sufficient condition
for complete integration was the equality of prices of any pair of goods in every
member country-(adjusted for transportation costs).

~ Panic (1988, p. 3) distinguished among openness, integration, and
interdependence. An economy is open if it has few barriers to international trade and
factor movements.”? International integration has its full meaning only when it
describes an active participation in the international division of labour. Two or more
economies are said to be interdependent when they are linked to such a degree that the
economic situation and policies in the partner country significantly influence
economic developments in each of them. It is hard to forecast with a high degree of
accuracy, when and how the effects of economic integration will happen. In the
short-term just after the lifting of barriers to trade, production, GNP and trade may

increase while some prices fall. As Lipsey aptly stated (Lipsey, 1992, p. xvi):

In the medium and long-term, structural adjustment takes place and economies
of scale occur ...it is in this context where the dynamic effects of integration are
materialised. International economic integration is not an economic policy

" choice, which should frighten small and medium-sized states. The only thing,
which these states would lose while integrating, is the illusion that international
economic integration is a bad policy choice.

Jovanovic (1992) cites the work of El-Agraa (1988, p. xiii) as providing an active
definition of economic integration, which accepts that international economic
integration was ‘an act of agreement between two or more nations to pursue common
aims and policies.” Having said that, however, it is accepted that integration is a

complex notion, which has to be defined with care.

%2 In a March 2000 interview with sources at the Ghanaian embassy in London, one commentator
pointed out, “just because an economy is open does not necessarily mean that it is integrated in the
international economic system.”
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From the range of perspective detailed thus far, it can be clearly seen that the
definitions of regional economic integration or customs unions, are often vague and
do not offer adequate tools with which to bring about an easy transition in the process
of integration among states. This is particularly the case when the rationale for
economic integration is checked against the background of these definitions. Another
similar scenario is when the objectives of regional economic groupings are analysed

against the theories of economic integration (see Chapter 8).
2.5.2 CUSTOMS UNIONS THEORY: RATIONALE

There are different rationales for the formation of customs unions, from political to
socio-economic. The collapse of the East ‘African Community (EAC) has been
largely due to a political failure (Hazlewood, 1975; Mazzeo, 1979). The
strengthening of the West African Economic Community (CEAO), which later
became the Economic Community of French West Africa (UEMOA), was lérgely
economic (Onyemelukwe and Filani, 1983, ECOWAS, 1995). The formation of the
Economic Community of West African States (ECOWAS) was both economic and
social (Gambari, 1991; ECOWAS, 1995b, Hanink and Owusu, 1998) and is fast
becoming driven by political and military concerns especially in the area of regional
security (ECOWAS, 1995; PANA, 1‘998; BBC, 1999; Kouyate, 1999).

The normative view of the desirability of increased trade among African states
in general and within ECOWAS in particular, is closely related to the literature in
support of increased south-south co-operation in trade (Greenaway and Milner, 1990;
Langhamer and Hiemenez, 1990) and especially in favour of arguments for regional
economic integration in Africa (Foroutan, 1992). Increased trade within various
customs unions and indeed, across Africa as a whole, has been considered as an
essential indicator of the success of various economic integration schemes on both
political and economic grounds. Politically, many African states have equated
‘increased intra-African trade with self-reliant policies required to break from the
economically dependent trading patterns established during the colonial times’ (see
Berg, 1988, p. 13).

Economically, increased intra-African trade is also a natural indicator of the
extent of economic integration and of the achievements of the laid down pre-

conditions for realising the theoretical advantages associated with greater economic
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integration. For example, if a theoretical advantage of economic integration consisted
of intra-regional product or market specialisation to exploit existing economies of
scale (Corden, 1972) and/ or to reduce the costs of achieving a specific level of
industrial output for each member state (Johnson, 1965; Cooper and Massell, 1965).
In this case, greater product specialisation would certainly be associated with greater
intra-regional trade. Thus, the failed increase in intra-African trade is considered as
evidence of the failure of integration efforts in Africa in general and ECOWAS in

particular.
Political rationale

The political rationale for the formation of customs unions is largely to improve the
bargaining power of participating states in the international market. In other words, it
involves what has been termed 'levelling the tilt in the playing-field' of international
markets (Krueger, 1999). There are a number of issues on which there may be a fairly
clear and common interest among developing states (and some developed states) in
general, where bargaining as a group may enhance the outcome for all (see 5.2.2).
The bargaining power of a customs union is a direct function of the economic size
relative to the non-union member states with which it must negotiate trade matters.
African customs unions and their Latin American counterparts are considerably
smaller (in terms of economic size and GDP) than their North America and the
European Union counterparts, and as a result, any expectations of these states
involving the joint negotiations with North America or the European Union are bound
to remain tilted in favour of the latter (Foroutan, 1992). However, even in these
circumstances, they may be better off negotiating as a group rather than individually
on a case-by-case basis (see Chapter 7). Regional economic integration, therefore,
‘enforces a certain degree of arbitrage among national institutions, just as it brings
about arbitrage in markets for goods and services.” The importance of this political
dimension of regional integration may exceed that of the more direct implications of
trade flows.

However, surrendering autonomy to a supranational body has its costs and
benefits. Although customs unions would provide preferential treatment for the union
member industrialists, this does not ensure sustainability. There would need to be a

uniform monetary and foreign exchange policies in order to promote exports from the
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customs unions’ member states both intra and extra regionally (De Melo and
Panagariya, 1993). Nevertheless, the issues still transcend the harmonisation of
monetary and foreign exchange controls. Customs unions may also serve as a conduit
for industrial policies, environmental policies, as well as social and welfare policies.
According to De Melo and Panagariya (1993, p. 176), ‘much of the recent trend
towards regional (economic) integration can be understood as reflecting the desire of
certain states to borrow or import desirable institutions from their neighbours.”

Under such circumstances, regional economic integration may be seen to lock-
in desirable policies in the event of any suboptimal results arising from fears of
national commitment to such regional policies. Nonetheless, the loss in sovereignty
expressed by many detractors, may seem unreal as in practice, such integration rarely
involves an absolute subordination of members’ preferences to exogenous rules of
others or even to the whims of other members. In other words, since supranational
rules are endogenous in nature, and are chosen by participating governments
themselves, there is no real sense in which economic integration can solve the
dynamic inconsistency hassles afflicting policy-makers within ECOWAS or across
the whole of the developing world. As the case of SADCC demonstrated, it was
relatively easier to sustain political will within an organisation in which there were
few limitations on the exercise of sovereignty of members. "For example, ideological
tensions were considerably reduced through a rigid insistence that governments had
the right to make whatever policies they deemed most appropriate for pursuing their
respective national interests, within a vague, general platform of ‘sacrifice, solidarity
and unity.’

Nevertheless, what can be achieved through customs unions is an alteration or
adjustment to the existing parameters of the situation in such a way as to ensure an
alleviation of the impending costs of integration. Therefore, economic integration can
indeed assist governments attain superior outcomes, even when integration does not
involve specific commitments either to other member states’ policies or to arbitrarily
selected policies. Yet, in certain circumstances, the arbitrating of institutions across
national boundaries can be mutually beneficial. But regional trading partners have to
reach a level of similarities before regional integration can be mutually beneficial
(Winters, 1992). The adoption of common policies and common rules of conduct,
become additional objectives in their own right. It follows, therefore, that the

institutional considerations may suggest that successful regional economic integration ‘
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schemes benefit from a convergence of objectives, and from the willingness o’f states
to surrender some national or domestic autonomy and commit themselves to
supranational or regional rules. These institutional considerations will not only ensure
dynamic gains reflected in higher growth rates, but will also ensure the sustainability
of such welfare gains. As noted by Foroutan (1992) and Winters (1992) while such
benefits where enjoyed in the then European Economic Community (EEC) in past,
African integration schemes suffered due to the overwhélming presence of weak
central institutions and as a result of diverse domestic institutions with often
competing mandates.

De Melo and Panagariya (1993) suggested, however, that the most important
potential dynamic benefit for developing regional economic integration' schemes
comes from economic co-operation in areas where there exists significant externalities
and public good such as in education, research and development, infrastructure and
the environment. Moreover, co-operation can also range from the simple exchange of
information through the provision of joint training facilities to the mutual recognition
and adoption of rules and regulations, to the implementation of jdint policies and the
establishment of institutions with quasi-legislative powers.

Conclusively, it would appear that under the current wave of regional
economic integration, which emphasises a more open approach, there might be more
positive and favourable outcomes if real authority is delegated to well-meshed
regional institutions that do more than just respond to the whims and caprices of
pressure groups.” The political benefits of regional economic integration are
maximised by integrating with states that are as similar as possible in their national
objectives. Even in those states with dissimilarities, it can be demonstrated that
benefits from the economic integration scheme can be shared by all social actors
provided common institutions are designed in such a way as to balance the weights of
the costs and benefits to individual states in such an arrangement. Hence the ability to
mould regional institutions from scratch is an important determinant of the welfare
gains from customs unions. .

Other issues such as the resistance to restrictive labour standards are of major
importance for future access to markets and the open multilateral trading system is
also crucial. Nevertheless, issues such as credit for unilateral liberalisation and
technical support for dispute settlement procedures are of far smaller import, but

could be, for that reason, much easier to attain (see Oguledo, 1996). A cohesive stand
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among developing states on these issues could, however, make a significant
difference not only to their status within the World Trade Organisation (WTO) in
future years, but also to the health of the entire multilateral trading system (Krueger,
1999).

In the case of ECOWAS in particular, however, the rise in regional conflicts
especially in Liberia and Sierra Leone, in recent years had led to the launch of a Peace
Corps, the ECOWAS Peace keeping and monitoring group (ECOMOG). This was the
backbone of the revised ECOWAS Treaty of 1993 (ECOWAS, 1995). It has also
made ECOWAS one of the sub-regional organisations most actively involved in
conflict prévention and management. Since 1990 when the Standing Mediation
Committee and the Cease-fire Monitoring Group (ECOMOG) were set up in Liberia,
ECOWAS has been working relentlessly to restore peace to West Africa. In the year
2000, the most notable development in the sub-region was the advent on the political
scene of democratically elected regimes, particularly in Guinea-Bissau, Niger and
Ghana (ECOWAS, 2001). Although there has been a democratic transition in
Senegal, the situation in 2000 is not very cheering. Besides Sierra Leone, where the
peace process remains frail and painstaking, the tense atmosphere prevailing between
Guinea and Liberia has deteriorated to a iaoint where armed incursions have been
made info Liberia and Guinea.

Furthermore, the violence, which characterised the presidential election in
Cote d'Ivoire, following the military junta's bid to remain in power, raised fears for
the peace and security of the country and the sub-region. The robust measures, which
the Community had been taking since December 1999 to restore peace and
consolidate democracy in Cote d’Ivoire after the military take-over had not, met with
support from the military authorities there. After the very first meéting of the
Mediation and Security Council in December 1999, the ECOWAS Chairman sent
several missions to the country, to propose a schedule for the restoration of
democratic institutions (ECOWAS, 2001). If this plan had been accepted, the bloody
clashes, which left many dead, and hundreds wounded would have been avoided. The
Authority of Heads of States approved recommendations made at the meeting of the
Mediation and Security Council. = The junta still did not accept these
recommendations and the matter was therefore referred to the OAU at its last summit
in Lomé. However, despite these worrying developments in Liberia, Sierra Leone

and Guinea, the actions taken by ECOWAS have been tangible and according to the
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ECOWAS Secretary General ‘we can only hope that they will yield dividends in the
very near future’ (ECOWAS, 2000b).

Economic rationale

The most common justification for pursuing integration rather than unilateral trade
liberalisation comes in the form of an implicit or explicit non-economic objective. In
the early development theory, for example, import substitution strategies were
considered worthy of pursuit on the grounds of protection for infant industries and the
perceived training ground argument. The implication, therefore, was that the option
of liberalisation was not to be considered let alone pursued. In such a case, greater
trade integration kept imports of industrial goods from the rest of the world fixed
while exploiting the gains from specialisation within the integration market. This was
the situation in the 1960s, when the import-substitution objective played a key role in
the proliferation of regional economic integration schemes in the developing world.
However, the expected gains from specialisation were not realised. In the 1990s the
policy environment changed dramatically and import-substitution as a policy
objective fell out of favour with policy-makers, except in the early stages of
development. Thus regional economic integration as an alternative to unilateral trade
liberalisation is harder to defend on the grounds of import substitution (De Melo,
Panagariya and Rodrik, 1993).

During the 1960s it was believed that a free trade area could serve as a means
for the exploitation of economies of scale and product differentiation. But broadly
speaking, economies of scale, by themselves do not make regional economic
_integration superior to trade liberalisation. The existence of economies of scale has
been challenged based on marketing, distribution, and transportation costs, as
highlighted in Chapter 6 (see Kahnert ef al. 1969). Economies of scale are posited to
have grown disproportionately with the size of output. Likewise, it has been argued
that economies of scale might not be connected with the size of the plant but with the
length of the production runs. Intuitively, if the minimum cost of production of a
good élong the long run average cost curve is below the world price, both potential
partners in the union should expand production until the marginal cost is less than, or
equal to, the world price. They should then consume domestically as much as is

demanded at the world price and export the residual. Goods for which the minimum
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cost is above the world price should not be produced. This can only come about by
unilateral free trade (De Melo and Panagariya, 1993). As the world is becoming more
globalised, most states fear that they cannot participate in international economic
competition alone. This has led to the idea of the so-called co-operative competition,
which manifests itself in the formation of trading blocs (Inotai, 1986). The economic
rationale for Customs Unions may, therefore, be seen to stem from the training
ground argument for the protection of infant industries, to the benefits associated with
the economies of scale. The basis of the training ground approach to customs unions
is the assumed positive effect that protection within the union would enable the
development of internal processes like quality control, marketing techniques and other
prerequisites for later success on world markets (Linder, 1967; Jaber, 1970).

However, the case for protecting particular infant export activities was later
refined (or perhaps not quite) by Morawetz (1974) who maintained that intraregional
trade expansion can promote intra-industrial specialisation (leading to the economies
of scale) through prdduct diversification and thus may improve the competitiveness of
extraregional exports. Assuming the potential partners consume differentiated goods,
for which markets are monopolistically competitive and that consumers appreciate
variety, the formation of a customs union could yield two additional types of gains,
which are absent from the conventional models. First, in the post-union situation,
each partner will have tariff-free access to the variety of products in other members’
domestic markets, to the extent that consumers prefer more variety to less, and
welfare will be improved. Second, as the market for each variety is likely to be larger
in the post-union situation and its scale of operation will expand. Given decreasing
costs, this will yield further gains.

Nevertheless, the losses likely to accrue from increased distortion between
varieties imported from the partner states and those imported from the rest-of-the-
world must be measured against these gains. Preferential tariff reduction will reduce
imports from the outside world or third-country markets, which is harmful for union
members. There is a strong presumption that due to decreasing costs, the net effect
will be an increase in welfare. To the extent that small domestic markets constrain
economic growth, Customs Unions are looked upon as an instrument to make such a
constraint less binding. An intraregional division of labour is expected to be more
consistent with the comparative advantages of member states without exposing their

economies to the rough competition in world markets. In addition, Customs Unions
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are expected to promote growth by expanding the volume of investible funds either
through the availability of local private as well as public savings, or through foreign

risk capital (Kahnert et al. 1969).
2.5.3 CUSTOMS UNIONS THEORY: PRACTICAL APPLICATIONS

The traditional theory of Customs Unions has mainly concentrated on ‘welfare’ rather -
than, for example, on ‘the level of economic activity, ‘the balance of payments’ or
‘the rate of inflation (Jovanovic, 1992). However, there has been a lot of debate on
the welfare effects of customs unions. While some scholars Viner (1950) have stated
that customs unions can become undesirable by leading to the erosion of the welfare
of a nation, others (Lipsey, 1960; and Bhagwati, 1971) have independently found that
customs unions can indeed lead to welfare gains by nations. The main thrust of the
claséical theory of customs unions rests on the premise that the potential' consumption
of goods and services in any such union, must be higher than the sum of individual
consumption of the potential member states (in the situation in which trade among
these states is distorted by tariffs and quotas). Some practical applications of the
theory have been demonstrated in the perspectives of Winston Churchill, Charles de
Gaulle Jean Monet, and Robert Schuman, on the one hand (see Pinder, 2001); and the
works of Ezenwe (1983), Gambari (1991), Oguledo (1996), Hanink and Owusu
(1998), and Testas (1996, 1999) on the other hand.

Winston Churchill’s Britain

Any analysis of the origins of the European Union that ignores the pioneering efforts
of Winston Churchill, the great wartime prime minister of Great Britain would be
incomplete.”? His 19 September 1946 speech at Zurich University, which began with
the refrain common to all the post-war integrationists (unite or perish), profoundly-
influenced the shape of post-war Europe. According to him ‘Europe must unite before

war destroys the continent, its glorious civilisation, and perhaps much of the rest of

2 Winston Churchill found himself leader of the Conservative opposition party in Parliament after
Labour’s victory in the 1945 general election.

63



the world.”** He specifically called for a United States of Europe led by Europe’s
former antagonists, France and Germany, but failed to outline a detailed programme
for achieving unity. Rather, he argued simply and powerfully for Europe to adopt an
ideal to style its future. Interestingly, Churchill seemed to exclude Britain from his
| grand European project, thus, reflecting an ambiguity towards Europe, which remains
strong in the Britain of today. Churchill’s stature also forced European leaders to take
his Zurich call seriously. His efforts eventually led to The Hague Congress of May
1948 and the creation of the Council of Europe in 1949, both milestones in European

integration.
Jean Monet and Robert Schuman

Jean Monet (1888-1979) has been called the ‘father of Europe’ in many circles. It is
on record that he convinced Robert Schuman to propose the ECSC and thus became
the first president of its High Authority. Monet is also known to have convinced
Johan Willem Beyen and Paul Henri Spaak to propose EURATOM and the EEC, and
then established the influential Action Committee for a United States of Europe to
pressure governments to accept the proposals. Monet also worked, and eventually
successfully according to Pinder (2001) to enlarge the Community by adding Britain,
Ireland, and Denmark to the membership. Shortly before his death, he also persuaded
EC governments to turn their regular summits into the European Council (Monet,
1962).

Monet was a pragmatic civil servant who quite naturally developed a strategy
for the unification of Europe in the step-by-step functionalist fashion of David
Mitrany. He argued that problems of insecurity and human need in the world and in
Europe in particular, required radical changes in the way people thought. Nations, he
believed, should adopt common rules governing their behaviour, and create common
institutions to apply these rules. Such a strategy, even if applied on a small scale,
would create ‘silent revolution in men’s minds’ that would change the way people
thought and acted. For Monet, the European Communities of the eérly- 1960s

demonstrated that small collective steps set off ‘a chain reaction, a ferment where one

* More quotes by Winston S. Churchill (1897-1963), the War-time Prime Minister of Britain can be
found in Robert Rhodes James (1987) (Eds.) His Complete Speeches, Vol. 7, 1943-1949. Chelsea
House Publishers.
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change induces another.” These si)illover effects would neither lead to another
nineteenth century-style great power, although a united Europe would be able to
shoulder an equal burden of leadership with the United States, nor would it be
confined to Europe. Integration was a process that may have started in Europe but
would soon have to include the broader West, then the rest of the world, if humanity

was to escape destruction.
Charles de Gaulle and a Concert of European states

On the other hand, however, de Gaulle’s vision of France profoundly shaped his
vision of Europe, which differed markedly from the views held by the founders of the
European Communities, most noticeably Jean Monet. De Gaulle believed in
European unity, but he criticised the supranational vision of Europe as unrealistic and
undesirable. He argued instead for a ‘concert of European states’ where national
governments co-ordinated their policies extensively but did ‘not give up their rights as
sovereign entities to a European ‘superstate.” De Gaulle’s unwillingness to concede
France’s right to control its vital affairs led to the 1965 ‘Empty Chair crisis’ in the
communities and eventually the Luxembourg Compromise, which in practice, gave
every member state the right to veto Community decisions. In effect, the six were
forced to accept de Gaulle’s vision of an intergovernmental Eufope. In 1969,
however, the nationalist fundamentalism, which was the basis for French policy gave
way to pragmatic intergovernmentalism, with the resignation of President de Gaulle

and accession of George Pompidou (see Pinder, 2001).
Uka Ezenwe's contribution

Professor Ezenwe highlighted the parochial emphasis of the conventional customs
unions theory. According to him, the economic analysis df the traditional Customs
Unions theory centred fundamentally on two planks: (a) the effects of economic union
on aspects of welfare; and (b) the effects of economic union on the pattern and
volume of trade (Ezenwe, 1983). The former emphasised the welfare gains or losses
from a marginal re-allocation of production and consumption patterns, under
conditions of static equilibrium in which such elements as factor endowments, factor

mobility, technology, and demand are assumed to be constant (uncliange’d). The
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latter, which focused on the more dynamic aspects of the theory, such as the existence
of economies of scale and variable factor proportions, relaxes the neo-classical static
assumptions. He further argued that taking the evaluation criteria from the static point
of view, the primary concern of the traditional Customs Union theory, has been the
desirability of trade creation over trade diversion.

Although trade creation may have a salutary effect on the national income of
the integrated economies (regionally), and subsequently of the world (multilaterally),
this may only be possible if the formation of a customs union makes possible the
relocation of production to a lower-cost location within the Union (Ezenwe, 1983).
Conversely, the salutary effect may be reversed if a high-cost (inefficient) producer
captures part of the union market through a post-union discriminatory tariff wall.
This would represent not only a loss in global income but also a ‘disaster’ for
specialisation on a global scale, and it may also be a loss or a gain to the total regional
income of the union. Thus, in its simplest form, Ezenwe posited that the Vinerian
analysis led to one important conclusion, which suggests that a customs union raises
the world’s welfare if its trade creation effect outweighs its trade diversion effect.
However, circumstances in ECOWAS have shown that the political will, commitment
and policy harmonisation are crucial ingredients in the success of customs unions. As
demonstrated in Chapter 7, it is perhaps for this primary reason that the word of

caution arose, suggesting that (Ezenwe, 1983, p. 44):

Although Viner’s contribution has remained one of the important pillars on
which Customs Union theory rests, and while some guidance may be derived
from it on the effects of integration on production both outside and inside the
integration area, it does not make it possible to judge the overall desirability of
an integration scheme, especially in a developing region like West Africa.

Overall, Professor Ezenwe’s study focused more on the issues of whethet trade
creation and trade diversion had a salutary effect or not. The study, however, seemed
to have missed out on the relevance of these two trade concepts to the practical
realities prevalent in ECOWAS, having been couched largely on the premise of a
theoretical analysis of regional integration on the basis of functionalist perspectives or
its neo-functionalist refinement. Moreover, 1983 is such a long time that Ezenwe’s
study can only serve as a reference guide in the current circumstances, in the same

manner he suggested Viner's pioneering study be evaluated and treated.

66



Ibrahim Gambari

Gambeari’s (1991) analysis, however, dwelt more on an assessment of the assumptions
of customs union theory in the light of the experience of ECOWAS. While he
suggested that the assumptions were not consistent with the practical problems of the
developing world at large and ECOWAS in particular, he did not explicitly advance
how the theory might be moulded in order reflect the experiences of ECOWAS.
According to the customs union focus of regional economic integration, Gambari
suggested that the principal objective of integration arrangements was to remove, in
stages, such discriminations that may exist in trade and general economic
relationships across national boundaries. The significance of national borders
therefore lies in the introduction of certain impediments or restrictions "in trade,
inflows of factors of production or in general economic policies, etc." But it remains
to be seen how the relaxation of fiscal policies could succeed in the face of physical
infrastructure bottlenecks, which impact negatively on transaction costs (discussed
later in Chapter 7).

Challenging Viner’s (1950) construction of the theory, Gambari :(1991)
posited that the generally accepted view that customs unions promote welfare was yet
to be proven. He cited works by Morawetz (1974), Lipsey (1960), and Cooper and
Massell, 1965), who independently argued that Viner’s study was a static analysis,
which ignored or at best, minimised ‘dynamic’ aspects of regional integration. The
political considerations involved in integration schemes, he declared, were of such
crucial importance that economic reasoning alone would be inadequate as a tool for
understanding the process of integration. However, after criticising early critics of
Viner as having merely elaborated his classic work and incorporated some dynamic
aspects of economic integration into their theoretical models, Gambari (1991) seemed
to have only succeeded in re-inventing the wheel, as his study failed to fulfil the task
of relating conventional analytical framework of integration theory to the practical
experiences of customs unions of the developing economies and especially with
reference to ECOWAS. |

Gambari (1991) cited as fortunate, however, two basic conclusions reached by
Andic ef al. (1971) whom he acknowledged to have taken up the ‘Vinerian’
challenge. First, he argued that the exposition on the limitations of the conventional

theory to the integration efforts of ECOWAS had only demonstrated that there might
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= making the criteria for judging its success

be different levels of customs unions,
different from what the conventional theory may suggest. Moreover, the conventional

theory of integration has thrived on the assumptions that (Robson, 1993, p. 145):

(1) There is full employment and a given input of resources; (ii) domestic prices
are supposed to reflect opportunity cost, tariffs apart, and hence there is no need
to interfere with the market allocation of resources; (iii) potential partners in a
customs union conduct a significant proportion of their trade with one another;
(iv) the economies' of partners in the union are at least potentially
complementary; and (v) foreign trade is a relaﬁvely low pereentage of the gross

national product (GNP) of member states.

These notions indicate that the customs union theory had evolved with the ‘developed
states’ of Europe in mind and had, therefore, illuminated the problems of integration
in Western Europe (Gambari, 1991). However, there is evidence in the literature, in
support of the 'incompatibility of conventional customs union theory with the practical
reality of less developed ECOWAS member states. It has also been argued that these
assumptions are often impractical in a developing world sense (see Linder, 1967;
Ezenwe, 1983, Gambari, 1991, and Testas, 1996, 1999). Therefore, in assessing the
relevance of the conventional economic integration theory to the practice in less
developed states, it may be immediately noted that th.e conditions favourable to trade
creation are the very opposite to those found in these states (Gambari, 1991). For
instance, in several African states, where supplies of labour are plentiful and there is
unemployment, underemployment, and relatively low-productivity employment, the
situation is different from that assumed for the industrialised states.

Second, most ECOWAS states are commodity producers and their products
are competitive rather than complementary. Moreover, there is a heavy dependence
upon the export of agricultural and mineral products, which are sent ‘almost
exclusively as raw materials in unprocessed or semi-processed forms to Europe and
other developed states and upon the importation of manufactured products from them
(Onimode, 1990; Yansane, 1996; and ECOWAS, 1995b). Technically speaking,

% Balassa (1979) in his “fives-Stage’ levels of economic integration, conceptualised the progressive
elimination of discrimination within trading blocs as falling within five stages: Free Trade Areas,
Customs Union, Common Market, Economic Union and Total economic integration.

68



therefore, the ‘mono-product’ and ‘mono-market’ orientation that characterises West
African economies has diminished the relevance of the assumption that trade creating
activities may be useful for ECOWAS states. The situation is made manifest by the
inability of West African states to enjoy the expected gains anticipated by David .
Ricardo in his comparative advantage theory, which is also based on Adam Smith’s
division of labour and specialisation. Consequently, the benefits from economies of
scale, which enhances production and productivity has. eluded most ECOWAS
member states, as they become more and more frighteningly dependent on their
erstwhile colonial powers in the North (see the IMF, 1975; Hodder, 1980; ADB,
1998). %6 |

In such deplorable situations, Ekins (1995) suggested that patterns of product
specialisation were often divided along North-South lines, with many of the poorest
developing states unable to break out of a dependence on primary commodities. This
situation is known to have raised questions as to what may have been the rationale for
forming such trade alliances in the first place. For example, Hanink and Owusu
(1998) in their research questioned whether ECOWAS had been effective in
promoting trade amongst its members. They argued that the dependence on a single
product and single export market was one main reason why ECOWAS may not have

achieved that objective.
Victor Oguledo's contribution

Oguledo’s (1996) discussion on the features of ECOWAS is very illustrative. He
started by noting that due to the disappointment from the United Nations
Development Decade of the 1980s,”” developing states as a group (especially in
Africa and Latin America) decided to look inwards towards one another. The Global

System of trade Preferences (GSP) was the result of the new initiative. The GSP was

26 This heavy dependence on primary products exposes most West African states to the detrimental
effects of fluctuations in world market prices and to the possibility of economic disaster should the
world demand for these products decline sharply, as has been the case in recent years.

27 The objective of the UN declaration at this time was to collectively strive for the economic growth
and development of the south through the intensification of efforts geared towards an increased transfer
of economic aid from the advanced industrial states to the South. Despite this declaration however,
adequate amounts of resources were at best inappropriate and at worst, never even reached. This
further worsens the plight of African states, which are heavily dependent on foreign economic aid for
the execution of their development plans. See a detail of this discussion in Oguledo (1996) Gravity
Model estimation of Trade, p. 171. '

69



expected to enhance the ability of these states to exchange tariff concessions among
themselves and ultimately improve what they saw as collective self-reliance
(Onimode, 1990; Oguledo, 1996). A concrete manifestation of this proposal was the
formation of numerous integration schemes across African, and hence the growth of
CUWAS, MRU, CEAO, ECOWAS and UEMOA amongst others. He acknowledged
that there was a large body of dated literature on economic integration devoted to the
evaluation of common markets in Africa in general and ECOWAS in particular.
However, he argued that in most of the studies by Hazlewood (1967), Okigbo (1967),
Robson (1968), Kahnert ef al. (1969), Asante (1986), Ezenwe (1983), and Gambari
(1991) among others, only a theoretical analysis of economic integration in West
Africa was made (see Table 2.4). He therefore advanced four essential elements:
language, tariffs, distance and size, to be considered critical success factors and/or
moderating influences in the performance of customs unions especially in the case of
ECOWAS.

To make his case, Oguledo adopted a gravity model estimation of trade flows
to highlight few empirical studies on common markets, which were also, only limited
to interpretation of available trade and economic data pertaining to customs unions
(see Table 2.4). Oguledo (1996, p. 173) specifically noted that ‘no gravity model of
estimation has been made of trade effects of ECOWAS despite the fact that the
literature on economic integration is replete with gravity model studies of other
regions of the world.’

The gravity trade model estimates a situation where the trade flows between
the importing and exporting states is a function of their respective national incomes,
their populations and the distance between them (see also Testas, 1996). This is
consistent with an earlier work (Foroutan and Pritchett, 1993, p. 83) where the gravity
model posited that the volume of trade between any two states i, j (Tj), is a function
of each country's trade potential (TP;, TP;) and their mutual trade attraction (TAj).
The model®® is estimated using croséfsectional data and the effects of integration are
calculated by the unexplained residual in the regression or by the inclusion of a

dummy variable for trade between partner states (Testas, 1996, p. 42).

28 The price wedge model works on an import demand function determined by the estimation of income
level and the ratio of commodity import prices to that of domestic supplies. The impact of Customs
Unions therefore depends on the price elasticity of import demand and the rate of protection in the
importing country.
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The gravity model also states that the size or magnitude of trade flows between two
states, i and j, is determined by supply conditions at the origin (i), by demand
conditions at the destination (j) and by stimulating or restraining forces relating to

specific flows between the two states.

Table 2.4 Practical applications of regional integration theory

Author

Method

Conclusions

Hazlewood, A. (1975)

East African Community

[EAC]
Greer Thomas (1992)

Economic Community of

West African States
[ECOWAS]

Oguledo Victor (1996)

[ECOWAS]

Hindley and Howe (1996)

European Union

Hanink and Owusu (1998)

[ECOWAS]

Luker and Townroe

(1999) European Union

Testas Abdelaziz (1999)

North African Arab

Maghreb Union (AMU)

Connolly and Giinther
(1999) South America
Customs Union
(MERCOSUR)

Theoretical Analysis

Documentary
Analysis

- Gravity model of

trade flows.

Descriptive study
(documentary
analysis)

Trade intensity index
(TII) and the Tobit
regression model.

Questionnaire based
Survey of South
Yorkshire SMEs.

Case study - with a
variation of models
(price wedge and
gravity models)
Documentary
Analysis (Some
further analysis of
earlier empirical work

Sharing the cost and benefits of integration, (a crucial
political issue is the cause of the collapse of the EAC).

ECOWAS stands a good chance to becoming an
important influence on international marketing and
economic growth of the Third World.

Income levels, common language, and the preferential
dummy and tariff variables significantly influence the
level and pattern trade flows among ECOWAS states.

The UK may be better off out since there was no
foundation for the idea that a UK departure from the EU
would have dire economic consequences.

ECOWAS has not been effective in promoting trade
amongst its members.

A Single (European) currency ...will have the effect of
liberalising intra-EU trade. Since transaction costs will
be reduced and markets will be opened up, corporate
European integration will inevitably be given a boost.

Trade (creation) expansion effects have had only a
modest impact on the Algerian economy.

The Mercosur has contributed significantly to regional
trade liberalisation. Nevertheless, by encouraging trade
within the Group at the expense of trade with non-
members, Mercosur may limit member states’ access to

by Connolly). high-technology imports, an important stimulus to

growth.

These forces are undoubtedly what are described as intervening variables, which alter
the final outcome of the dependent and independent variables in any relationship, as
highlighted later in Chapter 3. Nevertheless, Oguledo (1996, p. 182) conceded that

reasonable projections or forecasts could be made from his gravity estimation data:

1) More trade would take place among ECOWAS members, and between ECOWAS
and non-ECOWAS states that speak the same official language than between
those that speak different official lahguages.
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2) A reduction or complete abolition of tariffs within ECOWAS will significantly
enhance trade flows among its member states.

3) Though ECOWAS members may be physically close to each other, they remained
psychically distant from each other. This stems from the notion that there exists a
‘psychological resistance to trade ‘among member states of ECOWAS. Most
citizens in the sub-region prefer trading with their metropolitan power.’

4) Population size estimates suggest that the growth of the importers’ population size
(or market) enhances trade flows within ECOWAS on the one hand, and between
ECOWAS and its major non-member trading partners, on the other.

Oguledo’s arguments have certain ﬁmitations, however,‘ as experience does not

necessarily conform to his statistical estimates. In the first case, President Obasanjo

of Nigeria reported argued to the contrary when he challenged those that shared the
view of cultural differences as critical trade inhibitors. The Nigerian leader
recognised that people always attributed low progress in ECOWAS to former colonial
cleavages such as language and cultural differences, but having proved his credentials
as military engineer, head of state and poultry farmer, Obasanjo argued that these

excuses were escapist at best:

The so-called division between French and English-speaking Africa is artificial,
what is important is to ‘build confidence among us.” Besides, the economic
logic of big markets is to resolve whatever misgivings there are. A market of
200 million people is more viable than that of 60 million people [referring to the
Economic and Monetary Union of West Africa states which groups eight
French-speaking members of ECOWAS]. [Emphasis added].”’

In a Press Conference in the United States, President Obasanjo also added that Nigeria
needed to set the pace for the revival of the ECOWAS sub-region, but by first getting

out of its crippling debt crises:

If we have revenue of 12 billion dollars a year, and we have to be forced to
spend 30-40 percent of that to service debt, some of which is doubtful in origin
it affects all other things on which democracy hangs. Whether you call it
Jforgiveness or cancellation. What I am asking for is reduction in the quantum
of debt.... Just reduce the burden of debt that I am carrying, simple ...We want
to become a semi-industrialised country by the end of this decade.

% The Author is grateful for Professor Toyin Falola’s insight on this crucial issue.

72



Obasanjo who was a key player in the 1975 establishment of ECOWAS, lamented
that since the removal of visa requirements for ECOWAS nationals travelling
within the sub-region, little has been done to accomplish the projects of the group
whose ultimate objective was a full-blown union with a common currency.
However, Lansana Kouyate, the former ECOWAS Executive Secretary, believes
that-a common currency for the West African States was the only instrument to
curb the global competition which the sub-region is now experiencing. Kouyate
said in April 2002 that regionai integration was the only way African countries
could compete in a global economy since they could not individually generate the
economies of scale needed for global competition. In the second situation, which
highlights the need for tariff removal across ECOWAS, Oguledo (1996) seemed to
have joined the bandwagon of the ‘tariff knock-down’ school (those that propose
an automatic welfare increase due to trade creation). It must be stated, however,
that the mere removal of tariffs between union members and the rest of the world
does not guarantee any welfare increases especially in the case of ECOWAS.

In the third situation, it must be recognised that' psychical distance or
resistance is a function of mutual suspicions and hence economic rivalry among
ECOWAS members, just as much as the transportation and communications
handicap, as demonstrated in Chapter 6, poses physical restrictions as neighbouring
states take several weeks to reach each other’s markets.

Finally, the suggestion that the growth of the exporters’ population size or
market could be trade inhibiting, ceteris paribus (all things being equal) can only be
inferred. It may indicate that growth in population of the larger members of the
ECOWAS could indeed discourage intra-ECOWAS trade (Oguledo, 1996).>° By
implication, therefore, welfare improvement within ECOWAS may not depend so
much on trade creation or tariff removals as it depends on distance (both psychical
and physical); the uneven size of members' markets and hence power balance, which

all raise fears and mutual suspicions by Member states.

3% Note that this fear of dominance of larger states like Nigeria and Céte d’Ivoire have been frequently
expressed, especially by states like Senegal and other smaller members of the ECOWAS. This major
factor has been largely responsible for the lack-lustre performance of the ECOWAS.
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Hanink and Owusu

Hanink and Owusu (1998) compared 1997 trade flows within ECOWAS with those
flows prior to 1975, and statistically found similar patterns of trade flows before and
(over 20 years) after the formation of ECOWAS. They concluded, therefore, that
'ECOWAS had not been effective in promoting trade among its members. In
substantiating the validity and reliability of their claims, however, a few observations
were made. To start with, they cautioned that their research, like any other of its kind
was based on limited data,”' and that future research might be needed to capture how
ECOWAS is assessed based on new evidence (Hanink and Owusu, 1998, p. 381):

Our results are based on limited data, and there is room for expanded research
on ECOWAS trade and growth in the future. For example, the commodity
composition of trade needs to be assessed with respect to both trade direction
and trade intensity within the region. More specific analyses may show that
trade has been effected in a way we have not found. It may be that customs
unions among developing countries are not necessarily prone to failure for
reasons cited in the past: over concentration in primary production, invariance
in comparative advantage among potential members, fear of competition and so
on. Despite our specific findings, it may be that regional trade does have some
potential for growth in response to the efforts of ECOWAS. Then it would not
be the case necessarily that trade expansion and economic growth in the region's
countries can only result from external preference arrangements.

They élso argued, however, that their results must be interpreted in a guarded way as
the data can be criticised as being inaccurate on the surface and, therefore, subject to
yield inaccurate conclusions. Moreover, there have been at least three (3) new events
since their research; (i) the return to democracy in the leading economy, Nigeria, in
May 1999; (ii) the democratic change of government in Ghana from President
Rawlings to President Kufuor in 2000; and (iii) the election of Abdoulaye Wade as
the Senegalese President in 2000 (see Madichie and Alli, 2002). Nevertheless, the
quality of their data is supported indirectly in the agreement of the data with their
specified spatial model. Their results also conformed to the findings of other
researchers using different models and different data. For example, Foroutan and

Pritchett (1993), using a different model and different data from that of Oguledo

3! This limited data is a problem with all research in Africa, where statistics tend to conflict and access
to information and materials very difficulty. Moreover, government bureaucracy and red-tape means
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(1996) and Hanink and Owusu (1998) confirmed the limited support for the
effectiveness of ECOWAS in enhancing trade among its members. Wonnacott and
Wonnacott (1981) also argued that the main reason for the formation of Customs
Unions was to expedite the mutual penetration of co-members' markets, yet their
findings suggest that ECOWAS had not led to any such penetration. Recalling the
suggestion of Hanink and Owusu (1998), therefore, it appears little progress has been
made with respect to increasing economic integration within ECOWAS. It is also
evident that the promotion of genuine trade liberalisation among ECOWAS member
states had not been strong enough. It is not surprising, therefore, that a Nigerian
public figure, Victor Odozi ascribed the 1996 level of intra-ECOWAS trade as
'rémaining at the level of the early to mid-1970s to the ineffectiveness of tariff and

non-tariff barriers removal."?
2.6 CONCLUSION

This chapter started off by highlighting the basic differences between multilateral
trade agreements and their regional approaches (customs unions) to the economic
development of states. It employed a hypothetical illustration of two ECOWAS
states, Nigeria and Senegal, and one foreign state, France, to demonstrate Viner’s
trade creation and trade diversion concepts (see section 2.5). Following Balassa's
"stages approach," regional economic integration was shown as proceeding from the
loosest form (preferential trade area or PTA) to the strongest form (economic union).
In the free trade area, it was argued that member states removed such tariff
and non-tariff barriers as quotas on goods originating within the FTA, but at the same
time, retained their own restrictions on trade with non-member states. However,
tariffs and other restrictions to external trade will vary depending on the states
(section 2.4.2). Whereas a customs union involves product-market integration, a
common market also includes factor-market integration. The economic analysis of
the traditional customs unions theory centres fundamentally on two planks: (a) the
effects of economic union on aspects of welfare; and (b) the effects of economic

union on the pattern and volume of trade (section 2.5.3). Potential partners in a

that officials cannot be accessed for interviews and most documents are tagged classified information.
Some of these bottlenecks were also encountered in this research and are document in Chapter 3.
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customs union are expected to conduct a significant proportion of their trade with one
another, with the volume of extra-regional trade taking a relatively low percentage of
the gross national product (GNP) of the total. Since this had not been the case in
ECOWAS, the rationale for forming such regional economic integration was therefore
questioned.

The chapter concludes by suggesting that the mere economic reasoning for
regional integration and co-operation would do no-one justice by neglecting other
socio-political considerations as the analysis on physical infrastructure development
would demonstrate later (see Chapter 6). In other words welfare assessment of
contracting states should not rely solely upon issues of tariff wall build-ups or
knockdowns, as other crucial elements as psychological resistance to trade among
member states, have gained renewed momentum amongst ECOWAS states. This
chapter, therefore, concludes from the above, that there is more to welfare
improvement in customs unions than trade creation and/ or trade diversion can
explain. Consistent with earlier studies (Wonnacott and Wonnacott 1981; Foroutan
and Pritchett, 1993), there was only very limited support for the effectiveness of
ECOWAS in enhancing trade among its members with overwhelming evidence that
ECOWAS had not led to any such penetration of co-members markets because market

access was already available.

32 Victor Odozi, Deputy Governor of the Central Bank of Nigeria (CBN). Speech made at the 7th
OAU/AEC Trade and Tourism Fair. Kaduna, Nigeria. March 1997 (Diary Accounts).
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CHAPTER 3: RESEARCH METHOD &
METHODOLOGY

3.0 INTRODUCTION

The main task in this chapter is to highlight the philosophical basis and research
method adopted, based on the recognition of the existence of other alternative
methods. The first part of the chapter explores the on-going debate about the
superiority of research paradigms, which is followed by the adopted archival research
and its appropriate justification. The research strategies are also specified as
induction and deductive in order to highlight the need to yield to a compromise
between both paradigms rather than dealing with them