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ABSTRACT

African integration systems are aimed at promoting economic development
through both political and economic means by bringing together of hitherto
autonomous regions or countries into an integrated whole. Usuvally such

systems are perceived purely in economic terms and therefore economic concepts

are used to interpret and regulate interstate trends.

The reality, however, is that politics plays a bigger role in the

central mechanism, direction and existence of such economic integration

systems. This also is the case in the Preferential Trade Area for Eastern and

Southern African States (PTA) and particularly the creation, operation and

expansion of the Clearing House which is an integral part of the PTA.

This study looks at PTA with a central focus on the Clearing House,

which is viewed as the most important organ of the institution.

The development of the Clearing House is affected by the monetary co-

operation in the region. The increased or decreased use of the Unit of Account

of the PTA, is a vital variable that is discussed in the study.
]

The development of the Clearing House is also affected by the rules of

origin and the common—1list both of which were initially introduced with an aim

to promote the regional co—operation.

They, however, affect the institution negatively and have therefore

reduced the utilization of the Clearing House.



Other regional organizations like the SADC and South African Monetary

area have surely an effect on the PTA. These organizations are discussed to

the extent in which they negatively affect the PTA.

The study concludes by noting that politics has a greater impact than

economics in the development of not only the PTA Clearing House but also in

other Economic integration systems. Various recommendations and suggestions

for further study have been included. The study was found favourable and

timely particularly because it was carried out at a time when the whole world

was regrouping itself into regional integration blocks.
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CHAPTER ONE

1.0 STATEMENT OF THE PROBLEM '

The multilateral clearing house or facility became operational in

February 1984. During this time, "only six states; Ethiopia, Malawi,

Mauritius, Swaziland, Zambia, and Zimbabwe used the clearing house in
, '

l By July 1985, the number had
2

* g [ L]
the first six months of its operations-.

i i i nva and Lesotho joined membership".
increased to nine as "gurundi, Keny

tl (1992) sixteen member couritries are already using and
Presently , n
g hou.-se.:1 The problem this research

contributing to the FTA clearin

will study is:-

ey "
1 Is the clearing House underutilized?

state relations reduced the utilization of the

2. How has the inter

- 9
clearing housée:

1.1 OBJECTIVES

ral objective of the study is to investigate the
i e
1. General: The gen

stablishment, existence and expansion of the
n the €

—effect i .
cause—e d to the interstate relations of the PTA

elate
clearing house as T

member countries:



ii.

1.

Specific: The specific objectives are:-

to investigate the origin of the clearing house.

to investigate and explain the activities, rules and

objectives of the PTA clearing house.

to investigate and explain the introduction and use of the

Unit of Account of the PTA (UAPTA).

investigate and explain the impact of interstate relations

on the clearing house.

to investigate and explain the impact of the rules of origin

on use of the clearing house.

investigate and explain the impact of the common-list on the

PTA Clearing house.

LITERATURE REVIEW

Whereas there is a growing body of literature on the PTA, very little

has been done by way of detailed analysis of the clearing House.

Most writers have continuously picked on a few issues on the initial

objectives and functions of the multilateral clearing house, as concerns

for their studies. This study takes the clearing house as the unit of

analysis and therefore attempts to give a detailed investigation in

2



order to fathom properly the nature of the relations of the PTA member

countries.

According to Kiruthi, the "clearing house” is a very important organ of
the PTA with a primary function to facilitate international payments for
imports of export proceeds".4 He however explains that "experts™ were
to give details about the clearing house, meaning that he did not go far
enough. However, none of the other presenters in the seminar gave any

detailed analysis of the clearing house, nor on the political

implications on the PTA institution in general.

Hall, dealt with the formation and operation of the PTA. She however
did not focus on the clearing house and the implication of the

interstate relations on it (sic).

Ngunyi in his analysis of Rule 2 (i) a of the Rules of Origin did not
explicitly explain the importance of the clearing house and particularly
did not stress on the impact of interstate relations on the clearing
house. He dealt much more on the foreign investments as an attempt to

explain whether the PTA economy would invite foreign investors or not.5

Asiko noted that "the sudden creation and its (PTA) birth was not really
preplanned"6 She continued to argue that politics disunite and brings
controversy in the activities of the PTA sub-region. She however failed
to note that politics can unit as much as it could disunite, and that
the formation of the PTA was actually politically motivated, though it
was shrouded an economic garb. The fact that she acknowledges that "the

PTA operations phase was not launched by the PTA Authority until July 1,
3



1984 in Lusaka .... where lack of consensus on contested issues grew,"7

suggests that at the back of her mind, political implications on the

formation and existence of PTA looked.

Asiko did not however clearly dwell on elements of the clearing house or

on the political implications on the clearing house.

Issues on economic integration are viewed as an important concern in

this study.

Regional Cooperation

Since World War II, there has been a tremendous interest in integration
between nations, and in particular in economic integration. The
enthusiasm for international cooperation has been stimulated largely by
the success of the European Common Market, which was itself inspired by
the success of the United States economy (Keegan 1984: 143). 1In fact,
economic integration between sovereign states has some claim to be
regarded as one of the leading aspirations of international economic
policy in the mid-twentieth century so much so that this era has ben

termed "the age of integration" (Harberler 1964:1).

The interest has been felt by all continents of the world and several
attempts have been made to emulate the European Community. However, the
reasons behind all these attempts at regional cooperation are varied as

outlined below.



Rationale for Regional Cooperation

Broadly speaking, economic, political and social factors have had a
serious impact on individual countries. These countries, individually
cannot overcome the pressures brought about by these factors, but

hopefully, can do so collectively as a group (Robson 1968:69).

At the political level, the basic motivation for integration springs
from the assumption that for all but a few larger states, considerations
of modern and genuine independence render some form of international
cooperation or interdependence inescapable. For example, in Africa,
during the colonial period this cooperation took the form of a
dependence of African states upon foreign powers. In post-colonial
Africa, there exists a fairly widespread desire to free the continent
from its external dependence and to provide the safeguards and benefits
of interdependence through a continental, or, at the very least, a wide
geographical system of institutions capable of harmonizing the common
interests of African states and presenting a unified front in external

affairs (Rosbon 1968: 11)}.

Political amenability among countries is a basic requisite for the
development of a supranational market arrangement. 1In fact, even though
economic considerations provide the basic catalyst facilitating the
formation of ccoperation arrangements, political elements are also
important. Participating countries must have comparable aspirations and
general compatibility if they are to give up any part of their national
sovereignty (Cateora & Hess 1979:301). For example, the uniting of the

original European Community countries was partially a response to the

5



outside threat of Russia’s great political and economic power - the
countries of Western Furope were willing to settle their family

squabbles and present a unified front to the Russians.

Although the interplay of political interests including a desire for
greater international bargaining power undoubtedly accounts for some
widespread interests in integration at the present time, t he primary

motives are commonly economic.

At the economic level, integration involves the removal of tariffs and
other trade barriers like quotas, discrimination and exchange controls
among trading partners with the aim of enhancing trade. Thus every form
of economic integration shares the development and enlargement of market
opportunities as a basic orientation. Usually markets are enlarged
through preferential tariff treatment for participating members or
common tariff barriers against outsiders (Kibera & Waruingi 1988:227).
Enlarged and protected markets stimulate internal economic development
by providing assured outlets and preferential treatment for goods

produced within the union.

Furthermore, wide markets may make it possible to attract more foreign
capital and to increase employment (Cateora & Hess 1979) through
multinational cooperations. Without mass marketing facilities and mass
markets, modern mass production capacity cannot be successfully employed
and it is on this basis that most multinationals operate (Keegan

1984:169).



In addition, regional economic groupings allow countries the advantages
of economies of scale and facilitate more efficient division of labour
among the countries forming them (Harberler 1964).  This is made easier
when there is & free movement of goods, capital and people, as seen in
the European Community. Thus countries are able to enjoy the fruits of
larger markets while maintaining their individual identities and

political systems (Cateora & Hess 1979:301).

Other advantages include diversification of output, which, it is hoped,
may contribute to economic stability as well as to growth. If instead,
each country tries to develop separately behind its own national tariff
barriers, low per capita incomes, small populations and narrow rescurce
bases will in many cases make the achievements of their objectives more
costly, if not impossible (Kennedy 1959:45). Expansion of market also
leads to capacity utilization and gains from economies of scale (Makanda
et al 1987:7). For consumers, there is a wider variety of goods
available which are usually of higher quality and sell at competitive

prices.

Integrated countries can also benefit from coordinated planning in the

fields of research and communication.

Tvpes of Regional Cooperation Arrangements

There are many degrees of economic cooperation ranging from simple
agreements of two or more nations to reduction of barriers to trade, to
the full-scale economies, Economic integration, is a term to which

economists have attached a variety of meanings, embracing several forms

7



of international economic cooperation from free trade areas to political

unions, as outlined below.

i. Free Trade Areas

In such an arrangement, & group of countries agree to abolish all
internal barriers to trade such as tariffs and other quantitative
restrictions such as tax systems and monetary systems between member
countries, but the member countries can, and do, maintain independent
trade policies vis-a-vis third countries (Kibera & Waruingi 1988:228).
To avoid trade diversion in favour of low-tariff members, a system of
certificates of origin is used. A good example of a free trade aresa is
the European Free Trade Association (EFTA), where member countries
retain their own tariff structures for non-EFTA countries (Keegan
1984:144). Another example is the Latin American Integration

Association, (The Economist Dec. 1981:64).

ii. Customs Union

A customs union involves not only free trade between its members, but
also a common external tariff applicable to non-member countries {(Kibera
& Waruingi 1988:228) and is thus the logical evolution of the free trade
area. When fully implemented, a customs union results in members of the
group treating the goods produced in other member countries as if they
had been produced within their own borders. Thus tariffs or other types
of discrimination based on national origin cannot be placed upon imports
of merchandise coming from other member countries. Within the confines

of a customs union, merchandise is as free to move as it is between the

8



states of the United States of America (Cateora & Hess 1979). Today
there is no significant form of a customs union in operation, although a
union is a logical stage of development in the transition from a free

trade area to a common market (Keegan 1984:145).

iii., Common Markets

This is a more developed form of integration in which in addition to
free trade, obstacles to the movement of some or all of the factors of
production within it are also removed (Lipsey 1960:496). The EAC, the
EEC and the PTA all share a common objective in that they all aim or

aimed at setting up a common market.

iv. Economic Union

This is the most advanced form of economic integration. Here fiscal,
monetary and other instruments of economic policy are also harmonized or
integrated, as a further build-up on the elimination of the internal
tariff barriers and the establishment of common external barriers. It
also seeks to coordinate economic and social policy within the union to
allow free flow of capital from country to country (Keegan 1984:145).
Thus an economic union is a common market place not only for goods but
also for services and capital. The full evolution of an economic union
would involve the creation of a unified central bank, use of a common
currency, and common policies on agriculture, social services and
welfare, regional development, transport, taxation, competition and
mergers (Kibera & Waruingi 1988). The best-known and most successful

example of an economic union is the EEC. Others include the caribbean

9



Community and Common Market (CARICOM), and the Central American Common

Market (Keegan 1984:146).

All these forms of economic integration, however share two essential

characteristics:—

i £ they facilitate expanded specialization and exchange between
groups of independent countries by means of elimination or

substantial reduction of barriers to trade among them;

ii. they entail discrimination against non-member countries (Robson

1968:26).

Integration may thus be defined as a situation having these

characteristics.

Problems of Regional Cooperation

All cooperation arrangements face problems and these differ greatly
depending on the objectives of the cooperation, the stages of
development the member countries are in, and the different political,
economic and socio-cultural influences. In addition each member country
faces its own unique problems which sooner or later become the regional

cooperation’s problems.

The most difficult problems of integration arise from the fact that it
is likely to affect different members differently. Because countries

invariably progress at different rates, economic integration is bound to

10



make matters worse when no attempt is made to "regulate" the market
forces in the interest of balanced development. There is likely to be a
tendency for development to be polarized in a few member states, and
this situation will reinforce itself because the countries whose exports

are rising will tend to attract even more investment (Todaro 1982).

An unequal distribution of the benefits of integration is not
inevitable, but it is particularly likely to occur when the union is

between countries of substantially different levels of development.

This is clearly pointed out by Guy Martin with respect to the Economic

Community of the West African States (ECOWAS) when be says that,

"the member states of ECOWAS differ greatly in size and specialization,
economies of_scale, augmentation, factor input and opportunities to
improve market structures ..... economic¢ integration, then tends to

yield unequal benefits".

It must be noted that integration is not necessarily the cause of this
unequality - it just seems to make it more obvious. Unless ways and
means of distributing the benefits are defined a priori benefits may go
to one or two countries leaving other impoverished (Makanda et al

1984:4).

Integration is made more difficult where member countries have diverse

political interests as this brings about great differences in

11



perceptions of economic and social policies which are implemented at a

national level.

All nations of the world cherish their national sovereignties (Mutugu

Nov. 1988). This is a serious problem in regional cooperation.

Perhaps the most serious problem, and indeed a major cause of regional
cooperation failure, is the lack of sensitivity to individual member
countries benefits, or at the very least priority being given to
regional benefits, with national benefits more often than not looked at

only after regional benefits have been assessed.

Other problems worth mentioning, although they need not necessarily
arise in regicnal cecoperation arrangements include geographical
proximity of member countries which affects transport and communication
between member countries; muiltiple institutional memberships hence
member countries having divided loyalties, diverse language and socio-

cultural differences affecting marketing and other issues.

1.3 THEORETICAL FRAMEWORK

Theory is a systematic body of generalizations to describe, explain and
prescribe value. Every field therefore requires the development and use

of theory for analysis and comprehension of the phenomena in that field.

Various theories that are applicable in the market integration system

have been found inadequate in this unit in the integration system,

12



specifically the effect of the interstate relations on the use of the

clearing house.

The PTA trade is viewed as closely related to barter trade. This means
that money may not be a necessary factor if the full objectives of the

PTA are arrived at.

It is therefore important to note the laissez-faire nature of trade

within the sub-region. In this type of trade as argued by Adams Smith,

"tyrade rather than gold or treasure are the true measures of the wealth

of a nation"e

and that all countries would gain from international division of labour

as opposed to the mercantilistic theory that:-

"in international trade, one country gain only at the cost of the other

country"g

Smith Advocates harmony of interests among countries in the

international trade where free trade, like honesty would come out as the

best policy for all.

In Smith's classical theory of intermational trade, a country should
produce goods which have absolute advantage in production. In the case
of the PTA sub-region, one country should be able, therefore, to produce
that commodity that has minimum cost of production in comparison to
another country producing the same commodity at a higher cost. The

13



former country would enjoy the economies of scale in producing a type of
good cheaper than other countries and therefore the price of that
commodity will be cheaper in the sub-regional markets than if it was
produced by the latter country. 1In this theory, the welfare of every

individual country unequivocally improves with free trade.

However , considering that ''some trade is better than no trade, and free
trade than restricted trade",10 each country can still produce similar
commodities under the conditions that no country has enough capacity to

adequately supply the sub-regional demands.

This method where all countries produce and sell any commodity available
is argued out by Ricardo in his comparative advantage model. He argues
that if a country would not have absolute advantage in any line of
production over others, international trade would (still) be beneficial
and bring gains from the participating countries".!! Both David
Richardo's theory of comparative advantage and Smith's theory of
absolute advantage are experienced in the PTA sub-region. It is one of

the considerations that interstate relations could be banked on.

First and foremost is that the region falls under similar geographical,
historical and economic conditions. The whole region mainly produces and
exports primary commodities. These products include tea, coffee,
cotton, among others. The majority of countries had a similar colonial

master.

Duplication of items in production is therefore expected, although the
PTA institution is coming up with specialized production units for the

14



member countries e.g. leather industry in Ethopia and steel products in

Zimbabwe.

Both Adam Smith's and David Richardo's theories are therefore relevant
in the PTA sub-region. These theories imply strong trading links among
the trading partners. Each country is expected to depend on the other
for both export and import of goods and services, which are either in

big or short supply.

The sovereignty of every member state within the sub-region cannot be
ignored and therefore the extent of interdependence is to a larger
extent left to the decisions of political leaders - Interstate

Relations.

Nye, argued out, "inter-dependence ... involves two or more actors.
There is normally some degree of mutuality or reciprocity inherent in
any relationship".12 On the issue of reciprocity, Nye continues to
explain that "interdependence in world politics refers to situations
characterized by reciprocal effects among countries or among actors in
different countries, ... which does not refer to situations of mutual

benefits only, ... is not free from

distributional conflict whether expressed in terms of maximization of

benefits or costs".13

In such a sub-regional co-operation institution like the PTA, the
question of relative distribution of gains and losses should not be the

very centre of interest. This does not however call for a "zero-sum—

15



game" type of a trade where one country gains at the expense of the
other, but should be a "variable-sum—game" where many possible
combinations of gains and losses for either side mdy occur and

therefore, all countries gain in totality.

The success of such a block of co—operating countries will create a
dynamic process with certain "spill-over" effect which will make
necessary to intensify the co—operation and gradually spread it to cover
other sectors as well. The co-operation will, little by little, be more

politicized, and increasingly powerful regional institutions will be

created. This would reduce tensions among member countries and improve

the inter-state relations of the member states.

1.4 JUSTIFICATION OF THE STUDY

Nations, like most of the PTA member states, that attained their
independence three decades ago must be able to note the changes that

have occured in the world.

Reasoning from the premise that the dynamic world politics is the ¢lash
of great arguments about how mankind should live, most of mankind is now
agreed that the more open and freer the economy is, the better for the

development of the welfare of the nations.

The creation of the PTA and its institutions therefore, could not have
come up more timely than now. Of great importance is the clearing house

that by transacting the trade without the use of the foreign currencies,
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makes the member countries an adhesive group capable of satisfying some
of their basic demands without resorting the developed countries for

foreign currency or related assistance.

The creation of the clearing house allowing the use of national
currencies in the subregional trade, justifies this study in that the
PTA sub-region can now more actively facilitate development, trade and

labour movement.

This massive block of PTA countries creates a force that cannot be
ignored by the rest of the world and surely creates a lot of goodwill
among its members, who in turn would try to reduce their political
tensions for the co-operation and welfare of each individual member
state. The clearing house established under the PTA umbrella, makes the
PTA institution unique in that sub-regional trade can now be transacted
with less need for foreign exchange. People can also move easily by use
of the PTA currency. The mode of existence among the PTA member states

is completely changed and therefore the study is comprehensively

justified.

1.5 HYPOTHESES

Three hypotheses were formulated in this study;

a. That the greater the use of the clearing house, the less the use
of the foreign currency and therefore, the greater the flow of the

volume of trade in the PTA sub-region.
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b. The greater the flow of the volume of trade, the greater the use
of the clearing house and therefore, the greater the gains from

the trade in the sub-region.

c. The greater the gains from the trade, the more the member states
would want to unite and the more the states would respond to

improve the policies in the use of the ¢learing houses.

Three variables surface from this hypothesis; trade, the clearing house
and the politics among member countries. Under this hypothesis, that
politics becomes the independent variable, the volume of trade will
depend on the political climate and other economic factors in the region
while activities in the clearing house depends on both the political
intervention and amount of trade transacted through it (sic). It

therefore becomes the dependent variable.

1.6 METHODOLOGY

Both primary and secondary data are used, although there is more

reliance on primary sources than secondary data.

Primary data has been collected through interviews with the commercial
attaches and first secretaries in embassies of PTA member countries
based in Nairobi; the foreign desk senior officials of Kenya Export
Trade Authority in the Kenya Ministry of Commerce; the PTA co—ordinator
in the Ministry of Planning and National Development; the PTA

secretariat officials in the trade and customs department in Lusaka
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Zambia; and lastly, with the PTA clearing house manager in Harare,

Zimbabwe.

A questionnaire was also used to guide discussions in the PTA clearing

house (Harare) to so elicit information.
Secondary sources include; PTA summit papers, technical reports from

related workshops, seminars, etc. PTA journals, magazines, local media

statistical abstracts, annual trade year books have also been used.
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CHAPTER TWO

THE CONCEPT OF HARMONY AMONG USERS OF CLEARING HOUSES

Introduction

The idea of a clearing house originated many years ago when the job
of some of the clerks in various banks in London was to take from
one bank to the other bank officials, bundles of cheques for
payment. Initially, the clerks would meet at a coffee house for
refreshment and it was here they soon realized that they could
exchange cheques among themselves, and acknowledge receipt of

payment in cash of the difference due to or from each bank.

Representatives realized that there was really no need for them to
call at each other’'s offices, as the same result could be achieved
over the refreshment table. The idea was so good that it was soon

adopted by the London bankers.l

The above story shows that there was a lot of harmony among the
clerks who formed the idea of a clearing house. A lot of harmony is
therefore needed in the prototype clearing house as its basis was

close friendship and colleguality among the bankers.

To form a clearing house, harmony amongst the major participants is

therefore a prerequisite factor.
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HARMONY AMONG THE BANKS AS A PREREQUISITE IN THE FORMATION AND

EXISTENCE OF CLEARING HOUSES

Despite the huge sums involved, the bankers clearing system works
very smoothly. To illustrate the machinery of settlement, one bank
at the end of the day delivers to the clearing house cheques drawn
on other banks for a total of #10,000,000. In exchange, this bank

receives from the clearing house cheques drawn on itself for a total

of #9,500,000.

The bank is thus owed #500,000 and this is settled by way of

transfer of this amount from the account of the main clearing house

to its own account.

A clearing house can actually be described as an association of
banks, created to facilitate the clearing of cheques, drafts or
other systems amongst the members. It also formulates policies and
rules for the mutual benefit of all members. This fact shows that
a clearing system cannot work properly without harmony among the
members involved. For example, Kenya threatened to trade by use of

direct, bilateral methods with Uganda when political tension had

highly increased in 1984.

This was because Kenya was getting dissatisfied "over not getting
immediate foreign currency payment, this led Kenya in refusing
Uganda the right to use the clearing house for bilateral trade”.?
This shows that political harmony is an important factor for

consideration in the use of the clearing house amongst nations
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Under such circumstance, the economically poorer country suffers.
In this case, Uganda suffered because almost one-third of her
imports came from Kenya. The implication on Kenya’s resort to
direct bilateral trade was that Uganda had to pay with hard currency
and in fact, had to pay immediately from Kenyan goods. As will be
noted in a later chapter, trade through the clearing house makes the
debtor to enjoy up to seventy five (73) days interest free credit.

While it is a joy to the debtor, it is a sacrifice by the creditor.

ECONOMIC AND POLITICAI RECTPROCITY IN CLEARING HOUSES

Exchange clearing agreements can be bilateral or maltilateral.

Bilateral clearing arrangement lead to a system of international
trade and payments of a barter nature. For example in the 1930’s,

German coal producers arranged for the export of coal worth 9

million marks to Brazil and they obtained in exchange, an equal

value of imports of coffee from Brazil; similarly, German fertilizer

. ||3
was exchanged for Egyptian cotton”.” In fact, to try to alleviate

the foreign exchange shortage which reduces production and trade,
several (SADCC) states have entered into bilateral counter-trade.

As Thompson notes, "Mozambique and Tanzania have the most developed

arrangements. They pay each other in local currency until one

reaches surplus limit. That partner is then asked to settle the

account by purchasing more. Tanzania also has counter-trade

arrangements with 7zambia and Zimbabwe; Zimbabwe has further counter-

trade with Zambia and Mozambique".4
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There has been little or no political tensions between the trading
partners in the Eastern and Southern Africa. Both political and
economic harmony is therefore believed to be the main factors behind

the success of the bilateral trade among the members involved

This information shows that if barter trade continued, there would
not be any balance of payments (BOP) or surpluses in any country.
There would be no need to use money or foreign exchange in settling
international trade. However, this presupposes that political and

economic harmony exists amongst the trading nations.

Nonetheless, PTA sub-region is discouraging the use of bilateral
payments arrangement within the member countries by encouraging the
multilateral payment arrangement through the clearing house. This
was confirmed by the sixth meeting of the authority when it was
noted that "the continuation of maintenance of reciprocal accounts

between member states ... violated the provisions of the treaty and

the decisions of the policy organs of the PTA and should therefore

be discontinued".s

Multilateral clearing arrangement or payment union was expertised by

the sterling area, composed of the United Kingdom (UK) and most of

the common wealth countries. The European payments union which

existed from 1950 to 1958 also used multilateral payments

agreements.
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2.4

The multilateral arrangements therefore entails automati
ic

restoration of trade balance. This "restoration cannot however b
e

maintained without some degree of political and economi
mic

interdependence".ﬁ

The issue of political harmony among the PTA member countries is
therefore imperative for the increased utilization of the clearing
system and the political relationships, remain both a means and an
end to each other. Trade as an intervening variable is a means for
both the clearing house and the political factor as earlier
mentioned. As earlier noted, the study cannot ignore the fact that

the volume of the flow of the trade could be adversely affected by

political tensions and failure to property use the clearing house

THE PTA CLEARING HOUSE

The PTA Clearing House was set up under Article 11 {(c) of the PTA

treaty which stipulates that there shall be a Clearing House It

became operational from first February 1984R The objectives of th
e

clearing house include:-

"to help economize on the use of the foreign exchange b
Y

a.
member states by promoting the use of national currencies in
the settlement of all transactions among member states

b. to encourage the member states to promote and facilitate trad

ade

among themselves; and
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2.5

c. to do such other things as from time to time may be required

of it by the protocol".8

The objectives show that the Clearing House is an institution that

caters for the welfare of the PTA member states.

POLITICAL FACTORS IN THE USE OF THE CLEARING HOUSE

The above objectives do not address the political factors enshrined
in the formation and use of the clearing house but rather show how
to combat the shortage of foreign currency, and how member states
will trade. Trade however, is influenced by the use of the clearing

house and the political co-operation within the sub-region.

The use of the clearing house has created a lot of goodwill among
the member states and in turn, governments have passed policies to
their trading institutions and central banks that respond to the
greater use of the clearing house. This idea is supported by the
fact that all member countries have carried out workshops in an
participants aware of the existence and

attempt to make the

operations of the PTA and particularly the use of the Unit of

Account of the PTA, that is used to transact and record business in

the clearing house.

This awareness raised on the PTA, has resulted to the increased use
of the UAPTA and increased flow of the volume of trade through the

clearing house as will be noted in a later section. Politics and
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economics of most PTA countries are seen to play a see-saw game in
the implementation of these factors. For example, in 1987, Burundi
resolved to break most of its bilateral trade relations in the
region whilst Ethiopia by 1986, had become a major user of the
clearing house; Mauritius had a number of problems in implementing
the use of the clearing house policies; Lesotho and Swaziland could
not restrict their traders to invoice exports in their national

currencies due to their position with South Africa, while Tanzania

started to use the clearing house only after 1986.

Notably, politicatl factors are seen to have a greater play on the
above countries than economic factors. However, economic factors
seem to have played a greater role in the following countries:

Djibouti, while for a long time did not have exchange control
measures; Rwanda, which had little to export to the PTA sub-region

and therefore could not use the clearing house effectively;
*

Somalia, which has had a lot of uncontrolled border trade, could not
b

invoice its exports in the Somalia shilling as required by the

customs and trade regulations.

The activities of the clearing house, in fact brings to the surface

the interplay of both political and economic factors such that, the
b4

fact that one country trades more within the sub-region than others
’

or a country increases OT reduces its trade through the clearing

house, does not arouse jealousy and tension among others members

one of the activities of the clearing house is to undertake

operations for all transactions expressed in the Unit of Account of
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the PTA, of goods and services among member states. For example,

the clearing house in 1988 found out that "Zimbabwe and Zambia

continued to account for about half of the ¢learing operations".’

In fact, Zimbabwe continued to dominate (over 30 percent) the use of
the clearing house for the first few years. This can be explained
firstly by the existence of the clearing house while the law of the

land (Zimbabwe) contributed by empowering its use.

Fconomically, Zimbabwe is also a power house within the Southern

Africa region (excluding South Africa), and therefore has a higher
production of a number of commodities (manufactured) needed by the
other PTA member countries. The membership and effective use of the
clearing house by PTA member states has been irregular and

unpredictable. Many issues like the economic and political set ups

to some extent, stand in the way of the member states. A number of

countries including Kenya, could not join in the use of the clearing

house till 1985. The continuing analysis will attempt to explain why

and how the countries behaved this way.

The countries that utilized the clearing house in the first year of

"its operation in 1984 were only six in number. These countries

included; Ethiopia, Malawi, Mauritius, Swaziland, Zambia and

Zimbabwe".w

In 1985, the number of member states utilising the facility

increased to 9 when Burundi, Kenya and Lesotho began to use the

clearing house. Djibouti started using the clearing house in May,

1990 bringing the number of users to 15.
28



However, Djibouti, Comoros and somalla continued {1991) to utilize
the clearing house only in settling payments for UAPTA travellers
cheques and for making contributions to the PTA institutions.
Comoros and Djibouti first participated in the clearing house in
1987, when it wused the clearing house for payment of its

contributions to the budget of the PTA institutions.

ACTUAL USE_OF THE CLEARING HOUSE

The greatest user of the clearing house in 1984, 1985 was Swaziland
which channelled 56.2 per cent and 77.5 per cent of her intra-PTA
trade respectively through the clearing house. The member countries

used the clearing house to transact different amounts of trade.

The table below explains the changing positions of the member
countries in the use of the clearing house. From the tabley it is
clear that the various countries have changed positions with

countries such as Zimbabwe, Zambia, Malawi, Swaziland appearing to

feature prominently.

Table I KEY PARTICIPANTS IN THE USE OF THE CLEARING HOUSE
Vo iR PR o i R R
POSITION COMY % COUNTRY % COUNTRY % COUNTRY
1 Swaziland 56.2 Swaziland 77.5 Malawi 78.6  Zimbabwe
2 Zambia 51.6 Zimbabwe 50.2 Zimbabwe 61.2 Swaziland
3 Z imbabwe 38.4 Malawi 50.1 Swaziland 47.5 Malawi
4 Malawi 1.5 Zambia 39.8 Zambia 31.8 Zambia
S Ethiopia 5.5 Ethiopia 2.1 Ethiopia 9.5 Rwanda

6

Mauritius 00.2 Kenya 0.3 Kenya 3.9 Lesotho

SOURCE: PTA SECRETARIAT - LUSAKA (1991)

% - is the Percentage of the total intra—PTA trade,
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The siow progress in the use of the clearing house reflects the inability
of members monetary Authorities to enforce the use of the clearing house.
At the outset Table 1 above in 1984, Zambia and Zimbabwe dominated the
clearing house operations, accounting for nearly 90 per cent of its

operations, with Zambia and Zimbabwe dominated the clearing house

operations, with Zambia as the number one user and dominant net - debtor.

In the subsequent years (1985-1987), Zambia swapped positions with

Zzimbabwe. During 1985, Malawi increased its use of the clearing house

nine-fold to swap positions with Swaziland. Malawi retained the third

position through 1986, only to give way to Kenya in 1987 when it reverted

to the fourth position. Kenya’s move to the third position during 1987

was accompanied by spectacular (nine and six fold) rises in Rwanda’'s and

Tanzania's use of the clearing house respectively during the same year.

Uganda’s use of the clearing house during 1987 declined by over 30 per

cent while that of Somalia remained marginal and unchanged.

During 1988, Kenya appears poised to move up to the number two position

and actually catch up with Zimbabwe. Table II shows these positions.
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Table II  KEY PARTICIPANTS BY VOLUME OF TRANSACTIONS THROUGH THE
CLEARING HOUSE

Sidga. R i g e Gn R M e

POSITION COUNTRY % COUNTRY %  COUNTRY %  COUNTRY
1 Zambia 46 Zimbabwe 43 Zimbabwe 44 7 imbabwe
2 Zimbabwe 43 Zambia 28 Zambia 21 Zambia
3 swaziland 7 Malawi 20 Malawi 20 Kenya
4 Malawi 3 Swaziland 7 Kenya 7 Malawi
5 Ethiopia 0.7 Ethiopia/ 1 Ethiopia 5 Swaziland
Kenya 1
6 Mauritius 0.3 — 1 Swaziland 2 Ethiopia

SOURCE: PTA SECRETARIAT — LUSAKA (1991)

% ~ Percentage of the total volume of intra-PTA trade in a given member country.

Table 1 compared to table (2) shows the difference in the use of the clearing

house by the countries. For example, according to the Kenya’s Ministry of

Commerce, only about 20 per cent of Kenya’s trade passes through the clearing

house. This to an extent explains Kenya’s number last position in the years 1985

and 1986. In 1984, Kenya had not yet started using the clearing house (she

started 1985) while in 1987, Ethiopia and Kenya were replaced from the list of

the top users of the clearing house by Rwanda and Lesotho respectively.

These changing positions can also be explained by the fact that a net debtor will

be reluctant use the clearing house, O will reduce trade activities due to the

bitterness of having to pay in hard currency for goods which might be cheaper in

the other third world countries.
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This may be explained by the fact that "Kenya and Zimbabwe, the two most
industrialized countries have a constant trade surplus with their less developed
states such as Zambia and Rwanda who have a perpetual deficit. Comoros and
Djibouti complain that they produce virtually nothing that can be exported to the

other countries. Lesotho and Swaziland are unable to implement any tariff cuts

in the near future because of their customs union with South Africa, in which

they are both economically independent.“

The latter case implies that goods from South Africa are cheaper than those in

the sub-region. A similar case was experienced by "Zambia one of the few

countries to go ahead and issue import license without foreign currency backing

for PTA trade, and ran up a bill of $12 billion with Zimbabwe was not importing

from Zambia. Zambia had to pay in hard currency. Zambia has subsequently put

brakes on its imports from 7imbabwe forcing some awareness here that its a two-

way game",[1

The putting of brakes on further import from Zimbabwe by Zambia was because of

economical constraints that may also be seen as having been politicized. This

is particularly so because in the PTA region, political stability supersedes

economic stability. However, political and economic stability move together and

therefore a nation may respond to one of the issues which look more urgent and

Critical while ignoring the other.

2.7 TRADING THROUGH THE PTA CLEARING HOUSE

Despite the political and other problems faced by the clearing house, its

utilization has increased since the inception in 1984,
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"Total payments settled through the clearing house since its inception

stood at UAPTA 905. 9 million at the end of September, 1991 with UAPTA

58.8 million accounted for by UAPTA travellers chéques transactions”."

On a cumulative basis, "total payments channelled through the clearing

house since its inception stood at UAPTA 726.5 million at the end of

UAPTA travellers cheques transactions accounted for UAPTA

33.3 million of the cumulative total payments".14

September 1990.

The total payments settled through the PTA clearing house in the year

1990, amounted toO UAPTA 194.5 million and the proportion of gross

transactions settled in hard currency was 42.3 per cent.

In 1989, total payments settled through the clearing house amounted to

UAPTA 220.5 million accounting for about 56.6 per cent of total intra-PTA

trade. 1990 compared to 1989 shows that total payments were down by UAPTA

26.0 million or 12.0 per cent and foreign currency usage for settlement

declined by 5 per cent points to 42.5 per cent reflecting that the bulk of

transactions channel led through the clearing house in 1990 were settled in

national currencies.

In terms of trade turnover, including contributions to PTA institutions,

performance by participating member countries ranged from UAPTA 23.1

million debit for Zambia, 1O UAPTA 25, 7 million credit for Zimbabwe.

This is indicated on the attached matrix in table 3, showing the PTA

Clearing House transactions in millions of UAPTA.
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PTA CLEARING HCUSE
Transaction

Millions of UAPTA

Table 3:
Period Gross Transactions Finance through the clearing House
February, Monthly Total for Net Net Settlement in
1984 to Total Transaction Settlement Foreign Exchange
December 1985 s Period Foreign as % of Gross
Exchange Trade Finance
February 1984 2.1
March 3.5 5.6 1.3 23.2%
April 2.8
May 4.9 7.7 5.4 70.1%
June 5.6
July 4.1 9.7 9.1 93.8%
August 4.5
September 2.0 6.5 6.0 92.3%
October 5.1
November 2.4 7.5 5.9 78.7%
December 0.2
January 1986 5.6 5.8 5.0 86.2%
February 3.9
March 1.6 5.5 5.0 90.9%
Apri .8
May l g 7 6.5 5.0 86.2%
June 4.8
July 2.9 7.7 6.8 88.3%
August 7.2
September 3.3 10.5 8.9 84.8%
October 6.5
November 4.2 10.7 9.1 85.1%
D
b “SbEs 258 5.4 1.7 70.8%
Total from 86.10 86.10 69.8 81.07%

February 1984

to December
1986
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Period 1986
January 1986
February

March
April

May
June

July
August

September
October

November
December

TOTAL
Period 1987

January 1987
February

March
April

May
June

July
August

September
October

November
December

TOTAL
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87.9
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48.
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Period 1938

January 1988
February

March
April

May
June

July
August

September
October

November
December

TOTAL
Period 1989

January 1989
February

March
April

May
June

July
August

September
October

November
December

TOTAL
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20.5
12.2

15.9
18.6

i8.3
17.3

17.6
20.1

25.1
28.2

220.5

13.5

14.5

15.7

30.9

31.6

142.0

37.7

53.3
220.5

8.9

8.8

11.6

15.2

15.2

71.1

13.0

19.6

16.2

17.0

15.6

22.2
103.6
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2.8

INTERDEPENCENCE AMONGST M/S IN THE PTA COUNTRIES IN CLEARING

MECHANI SM

PTA member states and businessmen rely on one another in the use of

the multilateral clearing facility to the extent that the latter

calls

trade.

least

other

for not only interdependence, but also reciprocity in the
Iin such a trade, all members are supposed to gain, and at

a country should not gain excessively at the expense of the

member country.

The clearing house comprises a set of three major procedures/stages

in its business transactions:-

5 & 4%

iii.

T