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Acronyms

ACP Africa, Caribbean, Pacific
ASEAN Association of South East Asian Nations
ATA Alternative Trading Arrangements (REPAs and other alternatives to

	Lome
BLNS Botswana, Lesotho, Namibia, Swaziland
CAP Common Agricultural Policy
CARICOM Caribbean Common Market
CBI Cross Border Initiative
COMESA Common Market for Eastern and Southern Africa
CU Customs Union
EAC East African Cooperation
EC European Commission
ERA Enhanced Regional Agreement
EU European Union
FTA Free Trade Area
GSP Generalised System of Preferences
IOC Indian Ocean Commission
LLDC Least Developed Countries 
MERCOSUR Mercado Comun del Sur
MFA Multi-Fibre Arrangement
MFN Most-Favoured Nation
NAFTA North American Free Trade Area
NTB Non-Tariff Barrier
REPA Regional Economic Partnership Agreement
SAARC South Asian Agreement on Regional Cooperation
SACU Southern African Customs Union
SADC Southern African Development Community
SIDS Small Island Developing States
SPS Sanitary and Phyto-sanitary
WCO World Customs Organisation
WTO World Trade Organization

Trade policy terms (see also Appendix 1)

Trade creation

Trade deflection

Trade diversion

Increased trade in a region when lowering of tariffs leads to 
substitution of imports from regional partners for home 
production.

Imports from outside an FTA into a high-tariff member made 
through a low tariff member to evade the tariffs.

Increased trade in a region when lowering of internal tariffs 
relative to external tariffs leads to substitution of imports from 
within the region for imports from outside.



Negotiating Guidelines and Summary

Figure 1: Schematic diagram of trade negotiating process

Exogenous changes

Other regional, bilateral and unilateral

SADC Trade Protocol 

WTO Millennium Round 

European Union

trade arrangements
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Figure 2: Phasing of parallel trade negotiations
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Table 1: Negotiations in WTO Millennium Round

Objectives

Negotiating 
tactics

Principal strategy

Agriculture: liberalisation of developed country 
markets.

liberalisation of developing countries 
only after completion of reform in 
developed.

long transition periods for ending of 
protocols.

Services: greater liberalisation by developed 
than developing.

preferences for developing.

freedom from binding for developing.

clearer provisions for regional 
discrimination

Tariffs: reduction on labour intensive products, 
especially where there are peaks (eg 
clothing, footwear, leather).

bind SADC countries' tariffs at existing 
levels + 10%.

GSP: bind developed country GSPs.

Agreement that GSP can be tiered by 
income or other agreed index.

Secure minimum level and coverage of 
preference.

LLDC: bind special treatment offered to Least 
Developed.

0 tariffs for all developed countries on 
LLDC exports.

Rules: add preferential rules of origin to the 
negotiations to standardise non- 
preferential rules.

Environment: use environmental arguments for trade 
liberalisation.

Regions: clarify and strengthen role for regions 
in negotiations.

increase allowed transition period from 
10 years.

consider how to reconcile reciprocity 
and preferences.

Negotiate as SADC where possible.

Choose allies ad hoc, including by level of 
development, sector, regions.

Fall-back position

Support limited Round

Same objectives for 
Agriculture, Services, 
Tariffs.

GSP: Agreement on tiered GSP.

Coordinate SADC country positions.
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Table 2: Negotiations with the EU

Principal strategy Fall-back position

AT A: Alternative Trading Arrangement with EU

Objectives At least present access on goods, probably 
through an enhanced and extended GSP.

Preferences on services where EU not 
committed to MFN.
Preferences in other areas where no WTO 
or other international regime:

investment, 

labour, 
standards. 

Harmonisation of customs procedures.
Compensation through aid for loss of 
income from protocols (WTO reform or CAP 
reform).

Compensation through aid for loss of 
preferences (through GSP extension).

At least present access on goods, probably 
through an enhanced and extended GSP.

Preferences on services where EU not 
committed to MFN.

Harmonisation of customs procedures.
Compensation through aid for loss of 
income from protocols (WTO reform or 
CAP reform).

Or go to REPA.

Negotiating Negotiate with all of ACP countries (results 
tactics can be differentiated); all reject REPAs.

Coordinate with other ACP, especially 
other least developed.

REPA: Regional Economic Partnership Agreement with EU

Objectives Same access for all SADC countries, which 
should be no worse than the entitlement of 
the Least Developed (EU-S.Africa to be 
merged into REPA).

Some improvement on current Lome access 
for all.
Appropriate exceptions for sensitive 
products, at least including all excluded 
from SADC Trade Protocol.

Differentiated timing of liberalisation to the 
EU according to stage of development and 
current tariffs.
SADC agricultural liberalisation to be linked 
to removal of EU subsidies under CAP.
Lome rules of origin, including cumulation 
with other ACP countries signing REPAs.

Compensation through aid for any loss from 
CAP reform or removal of protocols.

Compensation through aid for cost of fiscal 
reform because of removal of tariffs.
Dispute settlement mechanism. 
Inclusion of services.

Implement all liberalisation agreed with EU 
on an MFN basis if calculations of effect of 
REPA show trade diversion.

REPA for non-least developed SADC only, 
without differentiation between SACU and 
others; least developed retain special 
access.
At least present access on goods, probably 
through an enhanced and extended GSP.
Exceptions for sensitive products.

Agricultural liberalisation linked to removal 
of subsidies.
Harmonisation of customs procedures. 
Lome rules of origin, including cumulation 
with least developed members of SADC.

Compensation through aid for loss of 
income from protocols (WTO reform or 
CAP reform).

Preferences on services where EU not 
committed to MFN.

Or go to No EU deal.
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Negotiating Negotiate in parallel with other ACP regions 
tactics to secure parallel agreements.

Negotiate with other non-ACP regions for 
reform in adjustment period allowed by 
WTO and in provisions for non-trade 
regional preferences.

Coordinate with other least developed and 
with other non-least developed in ACP.

No EU deal

Objectives Enhanced GSP, to equivalent of present 
Lome access, by all developed countries.

Full 0 tariff access to all developed 
countries for least developed.
Bind GSP and least developed access 
under WTO.
All WTO negotiating objectives.

Bind GSP and least developed under 
WTO.

WTO fall back objectives.

Negotiating Agree joint withdrawal from negotiations 
tactics with other ACP countries.

Negotiate jointly with other least developed 
and other non-least developed in WTO.

Negotiate enhanced GSP from EU to give 
access equivalent to what any other ACP 
countries gain under REPAs.
Negotiate jointly with non-ACP countries in 
WTO to tighten rules on regions.
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Table 3: Coordinated Negotiations with EU and WTO: 'Enhanced Regional Agreement'

Trade

Rules of 
origin

Enforcement

Aid 
component

EU

Reciprocity, but pace and extent of 
liberalisation by each SADC state 
determined by:

Level of development 
Performance on poverty targets

Liberalisation also conditional on, and 
related to, benchmarks in reform of CAP.

Simpler rules than under Lome designed to 
facilitate cumulation and therefore regional 
integration

Disputes procedure similar to that in WTO.

EU aid programmes used to assist 
countries to:

meet poverty targets
enhance trade capabilities and 
export diversification
offset loss of commodity protocols

WTO

Negotiate modification of Article XXIV to 
permit this form of staging, with support 
from EU and other ACP regions.

To avoid trade diversion, offer in WTO to 
liberalise to rest of world at same pace
Negotiate timetable for agricultural reform.

Negotiate for agreement on common 
preferential rules of origin, at least as good 
as Lome rules.

XVI



Box 1: To prepare for all negotiations

The first step is to identify what SADC and its members' objectives are, the priorities among them, 
how external trade policy can contribute to them, and then what needs to be achieved in each 
negotiation to produce an external trade regime at least consistent with, and where possible 
contributing to, development objectives.

An essential input to this is improving data on trade and making them regionally consistent, then 
extending this to services, and to subsidies and taxes and national regulations relevant to trade.

Mechanisms are needed in each country to ensure that all government departments involved in any 
of the areas now or potentially under international negotiation are aware of the issues, and that there 
is a coordinating mechanism (committee; centralised information) which will not only achieve the 
initial task of coordination, but provide a continuing process of adapting national positions and 
responses to new issues. Those involved include not only trade, foreign affairs, and customs, but 
(and this is not an exhaustive list) finance (revenue impacts of reduced tariffs), agriculture and 
industry (strategies to identify and take advantage of new opportunities emerging from trade 
negotiations and to assist the adjustment of sectors adversely affected), transport, communications, 
etc. (trade in services), law (intellectual property, competition policy, regulation of services), health 
or safety (standards, environmental concerns). Depending on the structure of national government, 
the group may include levels below the national if regulation or purchases are at state or local level.

Regular channels of communication with the private sector need to be established and maintained. 
This is needed to ensure that sectoral views and information pertinent to the negotiations are made 
known before SADC or the countries adopt positions or react to others' proposals, and then that 
sectoral views continually inform the negotiations.

Mechanisms parallel to these national structures are needed in SADC. It is difficult to think of any 
SADC offices which will not be involved: subjects that SADC has identified as needing regional 
coordination are likely also to be on the international agenda.

A network of SADC-country contacts is needed to coordinate the country positions where relevant 
and possible, and to ensure full information about all countries' positions.

Mechanisms are needed to keep the negotiators for SADC and the individual countries with SADC, 
other regional bodies, ACP, EU, WTO, and others, in touch with all the others. They need to know 
the main developments and also the technical issues (such as rules of origin) in order to identify 
where it would be advantageous to have harmonisation across agreements or where what is agreed in 
one forum will constrain what can be achieved in another.

For each negotiating objective and in each negotiating forum, SADC should identify potential allies, 
with similar interests. These can be similar groups (other ACP, other regions, other African), 
specific trade or other interests (other exporters of similar products or services, others with similar 
legal systems to adapt to WTO rules), or broader interests (developing countries, least developed 
countries). It should also seek support in some subjects from relevant international bodies outside 
the WTO: World Customs Organisation, World Intellectual Property Organisation, International 
Labour Office.

xvn



Box 2: To prepare for WTO negotiations

Negotiators need preparation on all issues and existing obligations; this may be particularly needed 
on the issues that go beyond trade in goods.

SADC has not been notified as a region under Article XXIV or under the Enabling Clause (because 
there is as yet no trade agreement to notify), but it does have observer status in the WTO. This gives 
it the opportunity to present policies jointly, when these exist, as well as acting as individual 
countries, or with other appropriate groups (agricultural exporters, clothing exporters, least 
developed countries, etc.).

SADC should establish a joint office in Geneva, providing a permanent point of information about 
negotiations and early notice of proposals that have not yet been formally introduced and 
economising on the scarce resources which individual countries can afford to commit to their 
Geneva embassies. It should also establish a network of economists, lawyers, etc., on which it 
could call for assistance as required (dealing with WTO obligations and disputes is increasingly 
becoming itself an international service industry). All this would be necessary even if SADC 
countries planned to undertake all negotiations individually to ensure that all countries have good 
sources of information, and to avoid developing a system where the two or three countries with large 
embassies acquire a representational role by default.

If some negotiations are undertaken jointly, the representation in Geneva needs to be at a higher 
level, and SADC and its members would have to establish protocols for how consultation before and 
during negotiations would be undertaken.

SADC countries should use and encourage any other initiatives to provide joint services for all 
developing countries, ACP countries, Commonwealth countries, etc., in Geneva.

Countries should coordinate with other developing countries on issues of special and differential 
treatment for developing and least developed countries and (especially on GSP) with UNCTAD.

It is important that SADC consider the implications of following the Uruguay Round (and earlier) 
precedent of the ACP countries relying heavily on the EU to inform them and to represent their 
interests in the WTO. The need for prompt and detailed information makes the information role 
inappropriate: countries cannot rely on receiving information through the prism of EU obligations 
and interests. The representational function could be used in some cases, e.g. if SADC decides on 
the REPA strategy and wants a joint approach on revising WTO rules to make this legitimate. In 
practice, however, the very different interests arising from different economic structures, different 
levels of income, and different approaches to development strategies mean that the EU should 
simply be considered along with other potential allies in each case.
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Box 3: To prepare for ACP/EU negotiations

SADC must be aware that the EU faces the same problems of coordinating and representing 
interests that are not always identical across the region which SADC faces. SADC needs a variety 
of contacts among members as well as with the EC.

SADC needs clearer information about what the EU is proposing: The EU must clarify the nature 
of what would be included in REP As. The current proposals on trade access are contradictory and 
inconsistent: can least developed countries be excluded from WTO-committed access if they join a 
region? How can the offer that no Lome country will receive less than present access be consistent 
with WTO rules, unless the EU plans to offer Lome terms to all WTO members on an MFN basis? 
Is acceptance of a REPA a precondition for aid?

There is no formal SADC representation in Brussels or within the ACP. If SADC is to negotiate 
jointly with the EC (whether on a REPA or an alternative trading arrangement) or with the ACP or 
other regions within the ACP, it will need an office in Brussels. Given current national 
representation in Brussels, the need for joint services may be less than in Geneva, although 
countries could consider whether there is potential for these, perhaps releasing resources to 
increase representation in Geneva.

The ACP has established expert groups to assist in the negotiations with the EU, one for the 
Caribbean and more recently for Africa. SADC should consider either strengthening and working 
with these or establishing its own advisors.
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The negotiations facing SADC

Section 1.1, 2.1, 2.2'

The members of SADC face three sets of negotiations: in SADC, at the WTO and with the EU. 
These overlap in time and coverage.

There are three major types of interaction:

the impact of combining them on the effective value added of each;
the economic and administrative implications of trying to combine schemes;
direct legal restrictions from one on using another.

The most obvious example is the interaction of advances at the multilateral MFN level with any 
EU-SADC arrangements. At the legal level, WTO rules restrict the form and coverage of the 
agreement. At the practical level, an agreement with a single trading partner requires that rules 
of origin be imposed which affect trade with other partners and that arrangements be made, 
formal or informal, for consultation on the effects of the agreement on existing or new 
multilateral obligations. Economically, any reduction in MFN tariffs or non-tariff barriers 
reduces the benefit, the 'effective preference', of any special scheme.

At multilateral level, the SADC countries face: the continuing implementation of the Uruguay 
Round agreements; the built-in agendas of subjects left for resolution: agriculture and services; 
the possibility of a new Millennium Round which could cover new subjects.

EU relations: these are now governed by: the EU agreement with South Africa; the position of 
the other SACU countries with respect to it; and Lome. With Lome expiring in 2000, 
negotiations start from the proposal by the EC that the EU establish a Regional Economic 
Partnership Agreement (REPA) with SADC, in which the current non-reciprocal access given to 
SADC, except South Africa, under Lome would be replaced by reciprocal, but perhaps 
asymmetric access. The proposal is that ACP countries (divided into regional groups) could 
choose to sign REPAs with the EU or to remain outside, and have GSP access to the EU, under 
either the Least Developed or the other developing provisions.

Members of SADC also have access to preferential arrangements from other developed 
countries, both general under GSP and (potentially) under special schemes such as the US 
initiative for Africa. The evolution of preferential arrangements and the legal regime for them 
(including any changes at WTO level) will have implications for the value of an agreement 
between the EU and SADC. They affect the costs and benefits of retaining exceptional access to 
the EU, and could have implicit or explicit restrictions on any arrangements. Some SADC 
members have other bilateral and plurilateral arrangements with each other and with other 
African countries, through SACU, the Cross Border Initiative, the Common Market for Eastern 
and Southern Africa, the East African Cooperation, and a range of more limited agreements.

The references at the beginning of each sub-division are guides to the relevant sections of the 
main report.
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CBI, COMESA, and EAC (at least) are all evolving, and their possible changes in the future 
could be relevant.

As well as the negotiations in which it can participate, SADC's choices will be limited by 
changes over which it has little control:

  the EU agricultural policy and the consequences for the agricultural protocols;

  the evolution of other groups, including EAC, IOC, COMESA, CBI; and finally

  decisions made by individual SADC countries: unilateral changes, not only in their trading 
policies, but in tax, industrial or agricultural policies, regional or transport, and other national 
policies with international repercussions.

The SADC strategy must distinguish clearly between negotiations and issues on which it can 
decide, and those where it is necessarily dependent on others. GSP, as much as the CAP, is a 
matter which is legally entirely at the discretion of the importing country. This does not preclude 
attempts to influence the outcome (in either case), but the final choices, the details, and any 
subsequent changes need not be the subject even of consultation. This requires a different type 
of negotiation, a requesting not bargaining type of relationship. It creates uncertainties: of 
information about what is available, about how it is to be implemented, about its permanence. A 
trade agreement, with the WTO or the EU, is contractual in nature, although any agreement with 
the EU would suffer some legal uncertainty (the potential distinctive features of a REPA would 
almost certainly be tested by the WTO Article XXIV procedure).

But in looking at the interactions and balance among these negotiations, SADC cannot lose sight 
of broader issues of international strategy: should it be seeking greater access (or preservation of 
existing access) to current major trading partners or trying to broaden its markers? Should it be 
looking for a range of special arrangements with trading partners or a more comprehensive 
multilateral approach? How do different international strategies affect its development strategy?

The central conclusion is already known: the SADC countries face a set of negotiating problems 
that are complex in time and space, with too many possible variants in choice of trading partner, 
degree of liberalisation, and timing of liberalisation to permit a simple hierarchy of choices or a 
clear timetable for decisions. What is essential is to ensure that all elements of the negotiations 
are brought together; that all those involved in negotiation are aware of the other choices being 
made. This is important also because negotiating positions in one forum can have an impact on 
the strength of a position in others; simply the fact of having alternative trading strategies can be 
valuable.

With the Lome negotiations and some WTO changes already under way, and a new Round 
scheduled to start later this year, the urgency is clear. But the number of uncertainties means that 
a very detailed study risks proving irrelevant; as the negotiations continue and choices are made 
or cut off, or new choices appear, analysing the situation will be an iterative process (a 
multidimensional chess game with a need to revise strategies as the pieces move).
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The complexity and the range of changing opportunities call for:

  Understanding the current position, as a base for choosing among the different futures.

  Understanding the timing and planning the sequencing of negotiations.

  Clear definition of objectives (established through political leadership after wide 
consultation).

  Good preparation, mobilisation of allies, and careful deployment of scarce negotiating 
resources.

Priorities among negotiations

Figure 1 summarises what faces SADC. But its geographical logic does not correspond to 
the priorities: both SADC's obligations and the timing of decisions dictate a different 
order: SADC, WTO, then EU. SADC has committed itself to complete its own trade 
negotiations this year; all the members are also members (or applicants) to the WTO, and 
thus are obliged to follow its rules and participate in negotiations to change them; SADC's 
relations to the EU are a matter of choice.

Only South Africa and Tanzania have been regular active participants in WTO discussions and 
negotiations. Others have only limited representation in Geneva. Until the Uruguay Round, this 
could be justified because their principal exports were either duty free (as primary goods) or 
removed, by developed country action, from GATT negotiations (agriculture and clothing and 
textiles). Most of their remaining exports were covered by preference regimes, not GATT- 
negotiated tariffs. The Uruguay Round brought the excluded goods back into the system, 
reduced the value of preferences, and extended international regulation beyond trade to 
international and national rules (customs valuation and procedures, intellectual property, 
subsidies...) which directly concern developing countries. It also subdivided 'developing' 
countries into 'least developed', with increased preferences and other privileges, and 
'developing' with reduced. It tightened the rules on regions with a direct effect on SADC itself 
as well as on a potential EU-SADC agreement. This made more precise the requirement that all 
sectors be included, put a limit on transition times, and established a mechanism to assess 
regions against the rules. Whatever the possible direct benefits of negotiations at multilateral 
level for the SADC countries, the need to comply with the results strongly suggests that they 
need to reconsider their policy of neglect of the WTO. Participation is particularly important 
because, unlike the international financial institutions which have the power to take their own 
initiatives to change their rules or assist members, the WTO is a 'member-driven' organisation: 
initiatives (and appraisal of others' initiatives) must be by members, not by the Secretariat.

The EU accounts for about one third of SADC exports and imports, less than for other African 
regions, although the share has been growing in the nineties, largely owing to increases by South 
Africa. In spite of this relatively low dependence on exports to the EU, SADC countries have 
put a heavy weight on their trade relations with it. South Africa made the negotiation a priority 
of its post-1994 trade programme. The Lome scheme offers the others duty free access for all
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manufactures and most agricultural goods, with preferences over other developing and all 
developed countries in the remaining agricultural goods. The protocols for sugar and beef and 
veal give free access to EU markets for goods which would otherwise be covered by the 
Common Agricultural Policy for a fixed quantity of exports, allocated among ACP countries. 
These give the countries a guaranteed high price as well as access. Changes in the CAP will not 
lead to any increase in the quotas, will bring a reduction in the guaranteed prices (expected to fall 
by about 20 percent), and could lead to the discontinuation of the protocols.

Timing of negotiations

Sections 3.1, 3.2, 3.3, 3.4

We assume that the negotiations for the SADC Trade Protocol will be successfully completed in 
1999 and implementation will begin in 2000.

In the WTO, the Uruguay Round left some unfinished business, the 'built-in agenda', and some 
where it was clear that further review would be needed within a few years. The two most 
important trade areas were agriculture and services, in both of which WTO members were 
required to open new negotiations by 2000. The question remains (at least until the formal 
opening at the end of November 1999) whether there will be a limited Round, dealing only with 
these pending items (and possibly some relatively uncontroversial tariff changes), in order to 
secure some advantages, especially in agriculture, as soon as possible, or a full Round, with the 
possibility of re-opening all the subjects covered by the Uruguay Round plus a 'new agenda', 
extending the WTO's competence into areas like trade in environmentally damaging (or friendly) 
goods, investment, competition and other company policy, labour, more extended control of 
national legislation with potential effects on trade, etc. The EC appears to be supporting a full 
round, while many developing countries believe that the unfinished business from the last Round 
(implementation of agreements such as the MFA, for example) should be completed before new 
subjects are introduced. For SADC's long-term planning this may not change the outcome, 
although clearly it affects what it must treat as a priority. If there is only a limited round, then it 
would probably be followed by a full round relatively soon after, perhaps in the late OOs, 
certainly by our horizon of 2015. The regulatory issues introduced in the Uruguay Round could 
be raised again, as well as new ones. The rules for regions which were revised in the last Round 
could be made more explicit, as there will soon be some direct evidence of how they are 
working, although there are no current proposals for reform.

There is a view, certainly in the WTO, and possibly in some major countries, that the Round 
'will be mainly about development', if only because the obvious tariff and sectoral reforms were 
made in the last Round. But against this is the fact that many of the items on the potential new 
agenda are more about regulation. This could help development, by increasing the security and 
predictability of systems, or hurt it, by reducing countries' freedom to take their own initiatives, 
but the rationale for it is the increasing integration of the developed countries. Development will 
only be a priority if active intervention by developing countries achieves this.

EU negotiations with the ACP countries have already begun. SADC's choice, to follow the EU 
proposal of a region-to-region FTA, to take the alternative offered of GSP status, or to try to
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negotiate an alternative trading arrangement, must be made in the next year. SADC countries 
must, therefore, now be aware of the coverage and timetable of the general preferences available, 
to least developed countries and to other developing countries. Of the SADC countries, only 
South Africa in recent years has received GSP treatment from the EU, and this was in a period 
when it was negotiating a special deal with the EU. The current (post-1986) EU GSP now 
specifies the reduction on the MFN tariff as a percentage. This means that even if there is no 
change in GSP itself (and it has been drastically reformed at each renewal, with the next due in 
2005), any results of a WTO round will alter (and reduce) its value. Two trends have been 
important, and may indicate the direction in which GSP may move in future reforms. The first is 
increasing differentiation by product in the degree of preference given. The current EU scheme 
has four levels of preference (according to the sensitivity of products), different treatment of 
industrial and agricultural goods, and the potential (not yet used) to offer additional degrees of 
preference for good environmental practice or observance of certain labour standards. The 
second is differentiation among countries. The more advanced or competitive countries can be 
graduated out; an extended regime exists for least developed countries; there are special 
arrangements for some countries exporting drugs in Latin America.

Proposals for reform have suggested some simplification in the number of levels of preference, 
but increased differentiation among countries. One proposal is to increase the number of income 
categories, thus allowing increased preferences for some countries just above Least Developed, 
with perhaps a reduced preference band for advanced countries not yet graduated. Another is to 
include additional indications of vulnerability, as well as income. There are proposals to add 
rewards for other criteria, as well as environment and labour. All of these introduce de facto 
much greater discretion for the developed country offering GSP. Therefore, while a move in the 
direction of increasing preferences or altering the structure to allow the EU, effectively, to try to 
recreate Lome (by choosing the criteria appropriately), might preserve the current degree of 
access of ACP countries, it would do so at the cost not only of losing preference relative to non- 
ACP countries, but of increasing the uncertainty and vulnerability to decisions by the EU. (A 
REPA would be contractual, like Lome.) It must also be questioned whether significant 
improvement in GSP is a realistic option. If the EC's proposal to move from Lome to REPAs is 
not purely because of unwilling compliance with WTO rules, but for other reasons, in particular 
a desire to reduce preferences and increase access for EU exporters, there is no reason to believe 
it would improve GSP.

The increasing differentiation in country GSP schemes was reinforced by the initiative by the 
WTO to provide secure special treatment for the Least Developed (proposed at the Singapore 
Ministerial meeting, 1996, and introduced following a High Level Meeting in 1997). Under this 
initiative, all developed (and some advanced developing) countries were asked to guarantee 
better access to the least developed. The EU improved the existing provisions for the least 
developed in its GSP to equal full Lome access for industrial goods and for some agricultural 
goods (not those under the CAP), although non-ACP least developed countries must still use 
GSP rules of origin, not the more generous Lome rules. This very recent initiative, unlike GSP, 
is not time-bound, so the secure position of the Least Developed countries can be assumed to 
continue through the period we are studying. GSP access for developing countries may improve 
in absolute terms (if any of the proposals for reform are accepted), but could simultaneously 
decline in relative terms (if MFN rates fall). If the WTO continues to stress the position of the

xxiv



least developed, the main differences in treatment in any future Round may also be concentrated 
there, with relatively little or no special access for other developing.

The EU-South Africa agreement has now been signed and approved (although not yet ratified). 
It will come into effect from 1 January 2000, and be completed within 10 years for the EU's 
obligations and 12 for South Africa. This places a direct new constraint on SADC negotiations: 
any new agreement must be compatible with it, whether through SADC's relations with the EU 
following it exactly or by designing rules of origin or other ways of ensuring that there is no 
trade deflection (goods seeking the lowest available tariff).

Figure 2 indicates how the SADC, WTO, and EU negotiations will evolve in parallel, along with 
other fixed points in the trade policy calendar. It shows clearly that there will be a period of 
intense activity in all three in the next year, and that there will be another peak in about 2004-6, 
the nature and exact timing depending on the outcome of the first (Boxes 4 and 5).

Box 4: The 1999-2000 negotiations

SADC: Negotiation and ratification of the SADC Trade Protocol (Trade Negotiating Forum to 
complete negotiations by June; ratification during second half of 1999; implementation from 
January 2000).

SADC role: Only SADC is directly involved, subject to existing obligations to other partners. 

WTO: Start of WTO Millennium Round (summit November 1999; start expected 2000).

SADC role: Individual SADC countries (SACU as one country) must take positions. 
SADC may have coordinating or negotiating role, 
consultation with other developing countries on scale and coverage of Round.

EU: Negotiation leading to decision on whether to agree in principle to REP As (by 29 February 
2000)

SADC role: With other ACP countries, to clarify the choices offered by the EU.
Individually, collectively as SADC, and in consultation with other ACP regions: make 
decision on REP As.

Box 5: The 2004-6 negotiations

SADC: Negotiation of final stages of sensitive product liberalisation in SADC; completion of FTA in 
2008; decision on how to go forward (e.g. CU).

WTO: Either: completion of 'limited'Round (2003-4); planning of 'full' Round to follow. 
Or: completion of 'full* Round (2005-6).

EU: Either: finalisation of REP A negotiations (by February 2005, if EU proposal to extend Lome 
to 2005 is adopted; 2010 under ACP proposal); if WTO negotiations still in progress, could try 
to secure extension to WTO + 5.
Or: lobbying EU to improve GSP as alternative to REPA and joint negotiation with other 
developing to secure 'binding' of GSP under WTO and improved treatment for least 
developed.
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Choice of timing

Figure 2 should not suggest that timing is entirely fixed; it should itself be part of SADC's 
negotiating strategy.

The outcome of WTO subsidy and agricultural reform negotiations is clearly crucial to the nature 
of any agreement with the EU on a REPA. If there is a prospect of a short WTO round, this 
might suggest deferring EU negotiations or making them conditional on the outcome. It is clear 
that the likely outcome of the round will still be very uncertain by early 2000, so SADC (and the 
rest of the ACP) might find it unreasonable to commit themselves on their policy towards the EU 
by then. There are also important connections in other areas, in standards (where progress at 
WTO level could make any EU-SADC agreement redundant), on rules of origin (where there is a 
strong SADC interest in common and liberal rules in a REPA), and in services (where the WTO 
is likely to make progress, and which may be excluded from REPAs).

If SADC creates risks of trade diversion, and EU-SADC arrangements could reduce these, then 
reducing any delay between the two settlements is clearly desirable. But if there is an intention 
to go for greater general liberalisation by the SADC countries (in particular a leveling down of 
tariffs to a common external tariff) then any policy which might cause diversion to the EU 
should be postponed.

If the trade creation effects of the EU-South Africa agreement cause some industries in South 
Africa to be badly affected by competition from the EU, then SADC (in the absence of a SADC- 
EU agreement) could provide alternative markets. Alternatively, SACU could see an advantage 
in adjusting simultaneously to a more general liberalisation to the world.

Choice of objectives

Sections 3.2, 3.4, 3.5, 4.6, 4.8, 4.9, 4.10, 5.1, 5.2 

SADC

While we assume that the SADC FTA negotiations are completed, SADC may have objectives 
beyond this, in particular moving to a customs union (or common market or alternative models 
like joint economic or industrial strategies). If any of these are on the table, its objectives in 
negotiations with the WTO and with the EU must take into account not only compatibility of 
present agreements, but potential changes. We have not assumed any further negotiations within 
SADC here.

WTO

In WTO negotiations, there are two aspects: the possible changes in the WTO's policies sought 
by others which could affect SADC, and what SADC itself could try to do to influence the 
agenda.

There are many possible objectives within the agenda of the WTO. As agricultural producers,
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SADC countries could seek both better access and a reduction in the developed countries' 
subsidised production. They could lose, however, in the protocol goods; beef and sugar.

Services are an obvious interest for countries with low labour costs, and as members of a region 
the SADC countries have an interest in easing the treatment of regional preferences for services. 
Except for minor provisions on timing and technical assistance, there are no special provisions 
for developing countries in the services agreement and no provision for offering preferences. On 
the other hand, it is expected that developing countries will be strongly encouraged to increase 
their participation, by offering more liberalisation of more services. This offers scope for 
negotiations.

They could look at where MFN rates need to be lowered (agriculture and clothing are likely to be 
issues where they will find allies in the next Round). Any progress here would not only recoup 
any loses in access to the EU, but improve access to the rest of the world.

With the possible exception of South Africa, all the members have an interest in preserving the 
special treatment for developing countries. For the least developed countries, there is an interest 
in preserving and improving the initiatives to give them special access. For other developing, the 
squeeze between lower MFN and higher least developed access leaves little space for improving 
GSP, but it could be made less discretionary.

The Least Developed programme offers a model for improving GSP. It was the result of a 
general WTO negotiation, rather than individual bilateral offers; the principle of WTO 
supervision could be taken further to make the agreements enforceable under the WTO, by 
'binding' the preferences in the same way MFN tariffs are bound. The differentiation of least 
developed countries from other developing also offers a precedent for negotiating the right to a 
much more differentiated GSP (and not necessarily only by income).

A more general objective would be general liberalisation so that SADC would preserve its access 
to the EU, but on the basis of a world wide reduction in barriers, secured in the WTO, not by 
means of a special agreement with the EU. This would secure all the access of the proposed 
REPAs (in both directions), plus improved access to the rest of the world, without the risks of 
trade diversion.

The relationship between trading and environmental objectives and regulation will be on the 
WTO agenda. Rules on the environment (and labour) have up to now been treated by separate 
conventions outside the WTO, but regional groups (NAFTA and the EU) have set the precedent 
of treating them within a trading arrangement. There are also proposals to use the balance of 
environmental damage as an argument in trade liberalisation negotiations. If goods can be 
identified which are produced in a more 'environmentally friendly' way in developing countries 
than in developed, removing barriers could benefit both development and the environment. The 
products which have been identified include several of interest to SADC, including horticultural 
products, non-timber forest products, fish, cotton and leather. For SADC, there is some interest 
in improving access to developed countries other than the EU (although most are already open 
under GSP). The interests with respect to the EU, however, are mixed: if SADC retains 
preferential access, under a REPA or new Lome, extending this to other developing countries
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would damage their interests; if they do not, they would themselves benefit from better GSP or 
MFN access. At a minimum, they must be aware of such negotiations.

As a region, SADC has an interest in any change in the regulation of regions. At present this is 
not on the table, but SADC countries could join with other developing countries to press for 
reforms in the position of regions in the WTO and the rules for timing and asymmetry. At least, 
they must be involved in the negotiations.

EU

In EU negotiations, the proposal of the EC was that SADC (and the other ACP regions, or 
potential regions) sign a reciprocal agreement which would come under the WTO's rules for 
regions; alternatively, the members could accept separately the normal GSP arrangements. While 
legally there is no need for SADC to make a choice of strategy on this (or to coordinate what it 
may decide with what other ACP regions may do), if SADC is a coherent region with common 
interests, its members will want to consider these options together. Even as a practical matter, it 
may gain negotiating strength by considering them together, and also with the other ACP 
countries. We have assumed SADC countries coordinate. This would not necessarily mean they 
all have the same outcome, in or out. An alternative, suggested in Imam, 1998, would be for the 
least developed countries to remain outside, while Mauritius, Zimbabwe, and the Seychelles 
signed a REPA, and SACU either joined the REPA or kept to the EU-South Africa agreement. 
The least developed countries may be reaching the stage where preferences are useful; they 
might not want to lose the possibility of benefiting from them by entering a binding FTA.

The developing countries might be able to have indirect access to the EU without joining a 
REPA by, for example, investing in the least developed and using those countries' access to the 
EU (and to other developed countries). This would not apply to all products or countries, but it 
offers an additional choice. It provides an interesting counter-example to the assumption that an 
FTA will necessarily want the same relations with external partners for all its members.

The EC position is that least developed countries in a REPA would have to lose their (WTO- 
agreed) rights to access without reciprocity. But if there is to be differentiation among its 
agreements with SADC members, then there are no practical or legal reasons for not allowing 
least developed differentiation. If negotiations could preserve the least developed's rights, this 
would increase the possibility of securing some agreed strategy between the least developed and 
the developing.

How an EU-SADC REPA would actually work is unclear, with different precedents in the EU's 
own existing relationships and a range of other FTAs for developed, developing, and developed- 
developing country groups. The existence of the South Africa-EU agreement means that there is 
a strong probability that the EU would expect an EU-SADC agreement, negotiated jointly or in a 
coordinated way, to follow that model. But SADC could look at other models, if it chose the 
REPA path: the greater coverage of the EU agreements with the Mediterranean countries, but 
also the great difficulty they have had in negotiating improved agricultural access; much greater 
coverage with the Eastern European or Turkey; NAFTA, with more asymmetry in timing but 
less in outcome; the much looser and more staggered model of ASEAN; SADC's own informal
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relationships with other regional groups, including MERCOSUR and ASEAN.

The EU-South Africa precedent and the proposals of the EC both suggest that any 
arrangement(s) would be permanently asymmetric, with more exemptions for sensitive products 
on the SADC side than the EU. These, again, could be the same across the countries or different. 
In an FTA, however, each country's choice will affect its trading partners. Even if rules of origin 
prevent trade deflection, the imports by the low tariff country may mean substitution of EU 
goods for a SADC good.

The combining of EU and multilateral strategies offers another possibility to SADC. It could 
agree a REPA, to secure its guaranteed access to the EU, and then liberalise to the rest of the 
world (even if it could not obtain reciprocal liberalisation at the WTO). This would preserve its 
access to the EU, and obtain greater advantages of liberalisation of imports than liberalisation to 
just one developed trading partner could give (because there would no longer be risks of trade 
diversion).

Choices and criteria

Given these negotiating agendas, SADC (or the countries or other groups; see next section) must 
choose objectives, and decide which should have priority, on the basis of three types of criteria:

The advantages of liberalisation against the advantages of policy freedom.

The choice can be over-simplified as between certain short-term income and efficiency 
gains and potential long-term gains from industrial strategy or infant industry 
protection.

The advantages of reciprocal liberalisation against the advantages of broader 
liberalisation.

The choice among: bargaining country-by-country for bilateral access; a general 
bargaining of liberalisation for access at the WTO; or a strategy of unilateral 
liberalisation to secure immediate advantages.

The advantages of preferences for greater access against their uncertainty, because they 
are discretionary.

SADC must also then choose:

Which is to be its principal negotiating forum, the WTO or ACP/EU negotiations (or 
neither if it wants an independent trade policy). This must depend on:

its objectives.
the expected outcome in each negotiation.
the positions of other countries and groups.
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Once it has chosen it should try to:

defer negotiations with the EU (if it chooses the WTO).
or defer a 'full' Round and secure exemptions for preference areas (if it chooses
theEU).

We must, however, remember, that decisions are not immutable. The choices should be 
reassessed over the course of parallel negotiations as different alliances and possibilities emerge.

At regular intervals (at least: before and after the 1999-2000 negotiations, and again 
before and after the 2004-6 negotiations) it must reassess:

its principal negotiating objectives, and therefore forums and allies, 
its fall-back position.

This approach is incorporated into tables 1 and 2 which outline three possible strategies, 
presented in the options section (below).

Negotiating groups

Sections 5.1, 5.2

The premise of this paper is that 'SADC' is a unit capable of having trade relations, whether with 
the EU or with the rest of the world. But this is also a choice for SADC and its members; the 
decision by the EC that SADC and the other groups among the ACP countries are the best 
negotiating counterparts does not bind SADC. FTAs do not normally act as a unit within the 
WTO or in negotiations with other countries (or customs unions), although if they have a strong 
relationship and common interests, it is normal for them at least to inform each other about their 
positions and coordinate them where possible. And SADC must consider not only the choice 
between SADC and the individual countries, but within SADC whether the interests of sub­ 
groups (e.g. SACU, least developed, and the non-least developed countries), need to be 
differentiated, and outside SADC how it should coordinate with COMESA, EAC, CBI, IOC; 
the ACP, all developing countries, sectoral interests. If SADC is a coherent region with common 
interests, it will want to consider these options together.

EAC, COMESA, IOC, and CBI all include an objective of harmonised CETs: it would be 
possible, therefore, for the non-SACU members of SADC to negotiate together under one or 
more of those headings, but this could weaken SADC by moving the primary negotiating 
responsibility to COMESA and by encouraging a negotiation for all COMESA (certainly to 
include the EAC). This could lead to an FTA of customs unions: EU, SACU, and COMESA.

There is no previous example of a customs union signing an FTA with an FTA.

  If SADC had a firm intention of becoming a CU, it could defer external arrangements until it 
was sufficiently advanced to behave as one; this would be well beyond the EU's 2005 
deadline for ending Lome, so it might prove equivalent to choosing the GSP option, and then
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restarting negotiations later.

  It could offer an alternative model, of a new FTA including the two customs unions, EU and 
SACU, and all the other SADC members as the partners. This would reduce the costs of 
separate FTAs, both administratively and economically, and provide a coherent legal 
structure.

  SADC could simply coordinate negotiations in some way, so that at least the timings of all 
the members' agreements with the EU (and of any staged tariff reductions, perhaps) were the 
same, and perhaps ensure the same lists of sensitive products, thus minimising the need for 
increased rules of origin.

  The members could follow South Africa's example and negotiate completely independently, 
as is their right under SADC Trade Protocol rules. In this case, some might choose not to 
sign. This last format would follow what seems to be the norm for FTA members signing 
with other countries or CUs (c.f. the various deals by members of NAFTA).

SADC must consider its position within the ACP, whose negotiations with the EU have already 
begun. The ACP negotiating position is to concentrate on preserving the Lome conditions as 
much as possible, for as long as possible, with pressure for a 10 year transition period instead of 
5 before any post-Lome arrangement begins. The key phrase is Alternative Trading 
Arrangements (ATAs), which includes REP As, but is definitely not restricted to them. The ACP 
position does support differentiation among the ACP countries, but not just by region or by least 
developed and other, but introducing 'small landlocked and island' as separate category. This 
brings out the contradiction implicit in the Green Paper, which supported differentiation among 
the ACP countries on the grounds of different needs and levels of development, but then 
proposed regional arrangements, each of which would take in developing and least developed 
countries (and two of which, SADC and CARICOM, include developed countries).

How to choose the negotiating group

The first criterion is whether negotiating objectives are sufficiently close for strength from 
unity to outweigh compromise on details. There are clear differences between the interests 
of the least developed and the developing (exacerbated by the different alternatives offered 
to these by the EU), between different types of economies, perhaps between different sizes 
of country. But for SADC, the strength of a common approach may be more important. A 
vital second criterion is whether SADC (or any of the other potential groups) is so 
politically or historically or socially committed to joint action that this outweighs purely 
economic differences or costs of joint action. This is the essence of all permanent regions.

The same two criteria will govern SADC's choice of allies outside itself. 

Options for SADC

SADC countries must choose their trade strategy in a context of unknown outcomes to 
multilateral negotiations and other bilateral negotiations and with uncertainty over the details of
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its own negotiations. The aggregate effects on trade and therefore the calculable effects on output 
and welfare show only small differences for the different scenarios here, and other studies have 
found similar results. The large effects come in particular sectors or on areas like the fiscal 
balance. The implications of these will depend on the policy choices of the region and the 
member countries. They also come in less tangible forms: on SADC's own regional integration 
and perhaps on others' perceptions of SADC's performance. If we keep to the economically 
calculable results, we obtain the conventional answer that full liberalisation by SADC is the best 
scenario, even if the rest of the world does not respond. Liberalisation to just part of the world, 
the EU, is inferior, but possibly beneficial on balance, if there are additional costs to not 
liberalising to the EU, whether from loss of trade access, direct penalties in cutting aid or more 
nebulous loss of confidence, and if the costs of discriminatory liberalisation in terms of both 
administrative costs and pressures from excluded countries are not too high.

SADC countries also must ensure that any agreements are enforcable. With the WTO, there are 
clear ways of obtaining interpretations of the rules, through precedents or at the limit through the 
dispute procedure. Lome, although contractual in theory, had no system for enforcing the 
contract on the EU nor any dispute system.

Economic consequences of different outcomes 

Section 8

The paper presents estimates of the results of 'success' in the three negotiating strands (SADC, 
WTO, SADC/EU), plus a unilateral strategy. In practice, SADC's negotiating strategy will be a 
combination of these. The four 'scenarios' which are then compared to the 'base' (which 
included the EU-South Africa agreement) therefore are:

Completion of SADC FTA.

A WTO round, with major outcomes on services (not included in the model) and 
agriculture, and some concessions on industrial good tariffs. We assume this can be 
represented by a 50% cut in tariffs (which would be major for agriculture and minor for 
industrial goods).

A SADC-EU REPA.

Unilateral complete liberalisation of trade by all SADC countries.

One direct relationship unambiguously appears: the more liberal the trade regime, the higher the 
welfare gains for SADC countries. The only exception is that for SACU a WTO Round is better 
than unilateral liberalisation because it depends more on access to the rest of the world. The 
REPA results are inferior for all SADC countries largely because of the harmful effects of trade 
diversion: switching to EU products from other more competitive ones. This is supported by 
other studies showing the risks of the REPA option. Despite the strong trade ties between SADC 
countries and the EU, therefore, the REPA option should not be the exclusive or even 
predominant focus of attention. There is a great deal to be gained for particular SADC countries
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and the group as a whole from negotiating in the WTO forum for MFN tariff reductions from all 
trading partners. The least developed will be able to choose whether to reciprocate with cuts in 
their own tariffs, whereas the non-least developed will be required to make reciprocal cuts, albeit 
perhaps on an asymmetrical timetable.

For a SADC country to make strides towards achieving broad socio-economic goals, such as 
rising standards of living and high levels of employment, substantial levels of investment will be 
required to expand and diversify the productive base. Preferential or liberalised trading 
arrangements could open up new opportunities. The most dramatic impact would arise from 
countries starting new industries (eg through exploiting a new mineral resource or starting an 
export-oriented labour-intensive industry, as Mauritius did so successfully in the 1980s), but 
even within particular sectors, altering the production mix to take advantage of the faster 
growing markets could improve export prospects from decline to expansion. The comparative 
static analysis shows large differences for the same product from one country to another because 
of different markets.

A major effect found here and in other studies of SADC liberalisation is on tax revenues; other 
studies have also found that tax policy is already a weakness in SADC countries. A full 
liberalisation would remove all tariff revenue, and even a REPA would cost a very high share of 
it. With tariffs about 8% of SACU government revenue and 20% for the other SADC countries, 
this requires a major increase in other taxes. Finding effective ways of compensating for the loss 
of tariff revenue and perhaps restructuring tax systems will be an essential pre-condition for any 
trade strategy. There is another link: if there are going to be pressures on tax revenue, it is 
particularly important that the economies grow as rapidly as possible to alleviate at least some of 
the pressure. This makes finding efficient trade solutions important.

The sectoral effects are important for their effects on countries' patterns of development, and 
also because those who are affected may have a voice in setting trade policy. Those found here 
are of course more important for the non-SACU countries, because the SACU countries' 
liberalisation to its major trading partner, the EU, is assumed to have happened. Because the 
method used requires equilibrium between exports and imports, the contraction of some sectors 
in competition with imports is balanced by increased exports, with specialisation leading to 
increased production and exports of some traditional products, especially clothing and textiles, 
leather and footwear. (The country results vary widely; see section 8 and the individual country 
appendices.) In general, none of the liberalisation scenarios seems to indicate a significant 
contribution to development.

Replacement of Lome by GSP 

Section 3.2

Under the proposed alternative to REPAs, integrating the SADC Lome countries into GSP, all 
the non-least developed countries would face a reduction in access, and even the least developed 
would have some disadvantages (different rules of origin, for example). Some of the impacts are 
potentially very substantial, and they would be highly concentrated in certain sectors and certain 
countries. The SADC countries would be particularly badly hit (among the ACP countries),
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especially those benefiting from the sugar protocol (two thirds of SADC's loss), followed by 
those exporting beef, clothing, fish, and tobacco, and some losses for non-ferrous metals and 
horticultural products. Even if GSP access were made equivalent to Lome, there would be a 
relative loss by the SADC countries because of the loss of preference, with the same sectors 
affected. The countries most affected would be Mauritius, Namibia, Swaziland, and Zimbabwe.

Three strategies

SADC must choose strategies to maximise its benefits from the negotiations, but must 
always have a 'fall back' position because no participant in bargaining is likely to have 
complete success. Any strategy must be robust in the face of uncertainty about the 
outcome of other negotiations and about others' objectives and change in external 
conditions. As SADC must participate in the WTO negotiations, table 1 presents a single 
set of objectives and negotiating tactics.

It should use the WTO agriculture and services agenda to obtain better access for products in 
which it has an advantage, particularly in non-EU markets where it does not yet have access. It 
must balance the advantages of ensuring its access to the EU through negotiating improvements 
on an MFN basis (e.g. clothing tariffs, environmental goods) against the cost of losing its 
preferences there relative to other suppliers. Given the uncertainty about what it will achieve in 
direct negotiations with the EU and the long-term erosion of preferences because of general 
liberalisation, the choice should usually go towards improving access generally, but clearly these 
areas will not be its priorities, and this will be as difference in interests from non-ACP 
developing countries. Binding the present commitments on GSP and access for the least 
developed countries does not lose any preferences and does give it a safer fall-back for its EU 
negotiations, and should be a priority. It should use allies, as appropriate.

With respect to the EU, however, SADC has three choices, presented in table 2:

  to demand (perhaps jointly with the rest of ACP) an alternative trading arrangement 
(more favourable than MFN or GSP) to the REP As as the successor to Lome, and 
refuse to accept an FTA or full reciprocal obligations with the EU;

  to accept the REPA proposal in principle, and try to gain the maximum benefit at 
minimum cost from it; or

  to give up the possibility of special treatment from the EU, and concentrate efforts on 
multinational negotiations.

The first of these is clearly the one to choose first, because it leaves either of the others as 
potential fall backs. The second similarly offers the possibility of securing at least the present, 
and possibly improved, access to a major trading partner, provided sufficient protection can be 
included for sectors of developmental importance, again with moving to the third available if the 
outcome is not satisfactory. For both, the risks to this approach would come from either diverting 
too much negotiating effort from the multilateral arena and failing to secure the best possible 
'fall back' or from accepting constraints on SADC policy, internal or to partners other than the
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EU, which could constrain it from taking full advantage of multilateral opportunities. SADC 
should retain the freedom to extend to all trading partners any arrangement it signs with the EU. 
This will allow it to avoid the risks of trade diversion (from offering preferential access only to 
the EU) and maximise the benefits from trade liberalisation and creation (once it has at least 
partially renounced the potential benefits from an independent trade policy).

An alternative arrangement with the EU should try to ensure continuance of SADC countries 
current access to the EU, improvements on non-trade areas where the EU is not bound by WTO 
requirements of MFN (and where the EU has experience, as a region itself, in designing 
preferential terms), and financial compensation for any loss of preferences, especially from 
reforms to the protocols or the consequences of CAP reform.

A REPA should try to secure better access to the EU for all SADC countries (a bargain that 
required reciprocity from the ACP members and offered nothing more than Lome would be one­ 
sided), equal access for all SADC countries (to avoid disrupting SADC's integration with rules of 
origin), staged liberalisation to the EU, by SADC countries at different levels of development, 
coordination of liberalisation with reform of the CAP, and simple and liberal rules of origin.

With neither of these, SADC should try to improve the access under the EU GSP to as near as 
possible equivalent to Lome, if necessary with tiered access for different levels of development, 
and financial compensation to ease adjustment to loss of preferences.

Table 3 presents a possible combination of the WTO strategy with an alternative trading 
arrangement with the EU, called here an Enhanced Regional Agreement (ERA). SADC 
could accept the principle of reciprocity, while maintaining the principles of differential 
treatment for developing and least developed countries and avoiding trade diversion.

SADC could ask that its members' liberalisation be staged not by fixed periods, but by reference 
to each country's readiness to liberalise, measured by level of development or achievement of 
poverty reduction targets. Liberalisation would also need to be conditional on reform of EU 
export subsidies to agriculture. SADC would need to negotiate appropriate amendments to the 
WTO rules on regions to permit this version of staging the implementation of the region. If the 
liberalisation were then extended to all SADC's trading partners, this would remove the risk of 
trade diversion. Aid and enforcement mechanisms could support this.

Preparations required

Sections 4.2, 4.3, 4.4, 4.5, 4.11, 5.1, 5.2, 6, 7, 9

Two types of preparation have been considered, gathering information about all the subjects of 
negotiation, and where these will occur, and watching the timing. A third element is the range of 
regulatory issues within the WTO, on some of which some SADC countries are lagging behind 
even their existing obligations to the WTO: customs practices and valuation, anti-dumping rules, 
intellectual property protection, transparent and internationally defensible standards (and for all 
of these, reconciling international obligations with the most useful forms for national efficiency
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and development). SADC countries will be required to have a position on how these rules 
should evolve, which should not always be a simple reaction to others' proposals. Because of the 
complexity of its regional obligations and preference entitlements, SADC has an even greater 
interest than other countries in encouraging international agreement on common, simplified, and 
if possible more liberal rules of origin.

But there is also an immediate need for administrative and organisational preparation. The 
multiplicity of negotiating subjects and arenas is matched, even within countries, by a 
multiplicity of participants (and potential participants). The new subjects require representatives 
not only from commercial, but from sectoral departments (agricultural, industrial, mining, 
services) and financial and legal experts. This means informing and coordinating the positions of 
all these. In some cases (in the EU and also in some SADC countries) relations with different 
external partners are dealt with separately (DGVITI for the ACP, DGI for the others; in SADC 
countries divisions between Lome and SADC negotiators are common, and the WTO may be a 
separate responsibility). A coordinated strategy must bring these together.

In the countries which are most successful in international negotiations, this coordination goes 
beyond the public sector. This is not only to ensure that private sector interests are protected, but 
because, particularly in new areas like services, the only expertise in a country's interests and 
needs may be found in the private sector.

SADC itself faces two problems: its own cross-sectoral division and the division of 
responsibilities between countries and centre faced by all regions. As a Free Trade Area, there is 
no legal need to have a 'SADC' track negotiating unit, because any negotiations with the rest of 
the world will be about what each country will concede, but there is probably a practical need, 
because perpetual referring back and consultation would obstruct any strategy, and the 
arguments for joint action are powerful. If there is an intention of moving to a common external 
tariff, or common regional policies on other developmental questions, there will be a formal need 
to find the institutions and the relationships to deal with this.

What are the possibilities? SADC's sectoral division of responsibilities makes finding a 
consistent position across all the topics now facing trade negotiators particularly difficult. At 
present, there is no mechanism for coordinating country positions, and on trade it would not be 
clear if this should be at the initiative of the Secretariat or the SITCD, with all the other relevant 
sectoral divisions. SADC can observe the two extremes: the EU with a centralised organisation, 
with legal competence to negotiate (although actual power is still partly in the ministerial 
consultations which lie behind Commission initiatives) and SACU which has no secretariat or 
central organisation. Even FTAs normally have these. What will work, however, depends not 
only on the legal structures, but the nature of the region. The EU is a collection of middle sized 
and small countries, with no single dominant member. Agreement will always be a matter of 
bargaining, and there is no permanent 'winner'. SACU has one dominant member. It will always 
be unwilling to be outvoted by the others, while they resent not having a real influence, however 
much agreement and confidence may exist among the members. SADC falls between these two 
extremes, so it will be difficult, but not impossible to create a structure to balance the members' 
interests. But to allow any delegated group or secretariat to negotiate requires strong common 
interests and trust, in the central body and also among the member countries. The alternative
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remains of leaving the negotiations to the countries (with strong efforts to exchange information) 
as is done in other FTAs, but this needs careful planning.

If informal coordination is not considered sufficient, the existence of one powerful member 
makes it more necessary, as well as more difficult, to have a strong central secretariat or council 
to balance it. It also means that it is important for all countries to inform other members when 
they take initiatives. An FTA can tolerate different external relationships, but it cannot survive 
inadequate information about these because they affect all members.

In international negotiations, the EU is the only region which acts always as one group on the 
matters which are under EU competence, speaking through only one voice. (MERCOSUR has 
the intention, but not yet the habit.) NAFTA, Central America, SAARC (South Asia) and 
ASEAN (South East Asia) all coordinate and inform each other in WTO negotiations, and 
occasionally one country will speak stating that it is representing the group, but (unlike the EU) 
they are not themselves members of the WTO or any other international organisation. This form 
of coordination has been proposed for SADC, and there is a framework for ambassadors in 
Geneva to meet each other before WTO meetings, under the coordination of the Tanzanian 
Ambassador (who is himself active in WTO negotiations), but lack of time and awareness of the 
issues has prevented this from being effective. There are also some sectors (for example fish) 
where there may be only one or a limited number of countries with an interest, and they will 
want to represent themselves.

If SADC starts to take initiatives, this will ensure that it is seen as region by others. In the past, 
the ACP countries, have tended to use the EU as their representative in the WTO, and to rely on 
the EU for information about WTO requirements. Clearly this could not support an alternative 
strategy which tried to reduce emphasis on EU relations.

If there is to be joint action with the rest of the ACP, this raises all the same questions of how to 
do it, with additional practical ones: the ACP southern Africa group is not the same as SADC, 
because regions have never had any formal standing within the ACP. Reorganising the ACP 
now to take account of regions could weaken its stance against the EU in the Lome negotiations 
(by implying acceptance of the regional division proposed by the EU).

SADC cannot expect to resolve these questions more quickly than have other regions (and the 
EU still has not succeeded, as illustrated by countries' different approaches to the Lome 
negotiations). It will need to secure at least some cooperation on major issues if it is to have any 
strategy, not just respond to EU or WTO initiatives.

Boxes 1-3 summarise the immediate administrative needs for SADC to be able to negotiate 
effectively.

Sources of assistance for this

A distinction must be made between assistance in understanding, complying with, and adjusting 
to international obligations, which can involve technical or financial assistance, and assistance in 
identifying priorities for negotiations, devising negotiating strategies, and implementing these.
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For the first, the conventional donors, including the EU and (for technical assistance) the WTO 
can be approached. But for the second there is a potential contradiction between the EU's role as 
one region negotiating with another (SADC) for trade advantages and the EC's (and member 
countries') role in providing financial and technical assistance for SADC (and the rest of the 
ACP) in their negotiations. The EC and EU members cannot advise 'the other side' about which 
parts of the EC position are firm and which are negotiable; whether there is a realistic possibility 
of improved GSP or other alternative trading arrangements; and which commitments cannot be 
relied on. From the SADC point of view, it is necessary to be aware of the dual position of 
donors.

The WTO offers technical assistance in understanding and complying with its rules, and 
can do research on possible policies. It also offers opportunities in its training programmes 
and seminars for establishing contacts and promoting coordination within and between 
countries.

The 1997 Programme for the Least Developed countries encourages and potentially 
provides finance for the provision of 'WTO document centres'. All the least developed 
countries could benefit from this, and the programme has been extended to other poor 
African countries. It also can respond to other needs, including legal training in trade law 
and its interpretation, assistance in designing fiscal reform to find substitutes for tariff 
revenue, and assistance on developing the institutions necessary to develop national (or 
regional) standards as well as comply with international standards.

For assistance in negotiation, there are some donors without a direct interest (e.g. the 
Commonwealth Secretariat which is starting to develop a programme of assistance for the 
next Round). In some areas, the best form of assistance may be information from or 
coordination with other developing countries and regions, which need to make the same 
strategic decisions about domestic and regional policies, and about how to use international 
negotiations to achieve these.
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1. Introduction 

1.1 Outline of the study

The members of SADC need to consider their relations with the EU in the context of 
the existing and prospective provisions for:

Their relations with each other,
Their preferential relations with other partners.
Their contractual rights and obligations in the multilateral system.

For each there are three types of interaction:
direct legal restrictions from one on using another;
the economic/administrative implications of trying to combine schemes;
the impact on the effective value added of one scheme of altering the 'base'
trading position to which one scheme is to be compared by assuming one of
the others is also in place.

The most obvious example is the interaction of advances at the multilateral MFN level 
with any EU-SADC arrangements. At the legal level, WTO rules restrict the form and 
coverage of the agreement. At the practical level, an agreement with a single trading 
partner requires that rules of origin be imposed which affect trade with other partners 
and the arrangements be made, formal or informal, for consultation on the effects of 
the agreement on existing or new multilateral obligations. Economically, any 
reduction in MFN tariffs or non-tariff barriers reduces the 'effective preference' of any 
special scheme. The second and third chapters of this report will examine the existing 
and the expected relationships of the SADC countries with the EU, each other, and the 
rest of the world. This will provide the necessary background and base case for 
examining the choices now available to the SADC countries.

At multilateral level, the SADC countries face: the continuing implementation of the 
Uruguay Round agreements (this can be treated as known); the built-in agenda of 
continuing negotiations on the subjects left for resolution or with a timetable for 
resumption of negotiation, e.g. agriculture and services; the possibility of a new 
Millennium Round which could cover new subjects.

EU relations: these are governed by: the EU agreement with South Africa; the 
position of the other SACU countries with respect to it; Lome. For the future, they 
depend also on other arrangements, either established (the provision for permanent 
preferences for the least developed countries, for example) or proposed (not only the 
possible successors to Lome, but also arrangements for a new EU GSP). 
Understanding these provides the necessary background for examining the choices 
now available to SADC, in particular the proposal by the EC that the EU establish a 
Regional Economic Partnership Agreement (REPA) with SADC, in which the current 
non-reciprocal access given to SADC, except South Africa, under the Lome 
arrangements would be replaced by a reciprocal, but perhaps asymmetric provision for 
trade access in both directions. The proposal is that ACP countries could choose to 
form regional groups, although it is not clear how or by whom the regions would be 
defined, and sign REPAs with the EU, or remain outside, and have GSP access to the 
EU, under either the Least Developed or the other developing provisions, according to



status. With both GSP and the potential REPAs still to be negotiated (the current GSP 
expires 2005), neither choice is well-defined. 1

Members of SADC have access to preferential arrangements from other developed 
countries, both general and (potentially) under special schemes such as the US 
initiative for Africa. The evolution of preferential arrangements and the legal regime 
for them (including any changes at WTO level) will have implications for any 
asymmetric agreement between the EU and SADC. Both general and special schemes 
affect the costs and benefits of retaining exceptional access to the EU, and some could 
have implicit or explicit restrictions on any arrangements. Some SADC members 
have other bilateral and plurilateral arrangements with each other and with other 
African countries, through SACU, the Cross Border Initiative, the Common Market 
for Eastern and Southern Africa, the East African Cooperation, and a range of more 
limited agreements. CBI, COMES A, and EAC (at least) are all evolving, and their 
possible changes in the future could be relevant.

But in looking at the interactions and balance among these negotiations, SADC cannot 
lose sight of broader issues of international strategy: should it be seeking greater 
advantages (or preservation of existing advantages) with current major trading 
partners or trying to broaden its contacts? Should it be looking for a range of special 
arrangements with trading partners or a more comprehensive multilateral approach? 
These questions go beyond the particular advantages of individual negotiations, and 
require decisions.

While the primary focus of the study is on trade, all the economic relationships in 
which SADC participates or could participate have other, non-trade elements: other 
international flows like services; regulations, including those that directly relate to 
regions, but also the extension to international level of what have been purely national 
regimes: on intellectual property, environmental damage, and subsidies; potentially on 
labour, investment, political or human rights... The agenda and therefore the effects 
of the groups with which SADC must deal are growing, and the fourth chapter will 
indicate what needs to be anticipated.

This will let us define the choices available to SADC, especially in its relationships to 
the EU and the WTO. The fifth, sixth and seventh chapters will consider first the 
form such relationships might take, then two practical questions: the institutional 
requirements placed on SADC and the need for rules of origin to set the boundaries 
among the various trading arrangements which SADC has and might have.

The REPA option seems to have emerged relatively late. A few months after the Green Paper was 
published, and a few months before the first draft of the negotiating mandate was released, 
Commissioner Pinheiro had indicated that the projected free trade agreement with South Africa was not 
a shape of things to come for other SADC countries: "The FTA proposals were developed for South 
Africa and South Africa alone. They do not constitute a model that will be imposed on the rest of the 
region. On the basis of our current analysis we do not contend that it would be in the interest of the other 
countries of the region, including the countries that are in a customs union with South Africa, to 
formally accede to a Free Trade Zone with the EU. In the short and medium term these countries would 
therefore continue to benefit from preferential and non-reciprocal access to the EU market, in line with 
the current Lome1 provisions" (Pinheiro, 1997). (http://europa.eu.int/en/comm/dg08/speeches/ 
970417.htm).



In looking at the nature of any EU-SADC agreement it is also necessary to look at the 
legal status of the negotiating partners. The EU has competence to negotiate as a unit. 
The SADC countries plan a Free Trade Area, which conventionally would have a 
much looser coordination. It is not necessary, therefore, to assume that there will be a 
uniform relation for all SADC countries with the EU (at present, there are different 
trade regimes with the EU for South Africa and the rest, and some special provisions, 
such as the sugar quotas, which affect only a few countries). In the absence of a 
special EU-SADC or Lome regime, the Least Developed members of SADC would 
benefit from the new provisions for improved access for Least Developed countries, 
while others would be under GSP. As long as SADC is not a customs union, different 
members could give different degrees of access to the EU. This implies a wide range 
of negotiating positions and combinations.

Chapter 8 will define possible combinations of policies, and quantify their effects on 
the SADC countries and major sectors. Starting from the current situation (defined to 
include the Lome arrangements for most SADC countries, the new EU-South Africa 
agreement for South Africa, and existing WTO arrangements), it will consider the 
possible changes resulting from SADC free trade, and then an agreement with the EU 
or broader liberalisation, unilaterally or in a WTO context. Any numbers will be 
uncertain, but the use of different assumptions and comparison to results of different 
models will indicate how robust the conclusions may be, and will also give a range of 
possible outcomes from any approach SADC chooses. Any strategy must be robust in 
the face of uncertainty and change.

But the fundamental objectives of all the SADC countries are related to development: 
setting their economies on a sustainable growth path, through diversification or other 
restructuring; questions of poverty and distribution; for some, perhaps immediate 
fiscal or international payments objectives. Some of these will also have a SADC 
dimension. A full analysis would need to consider how trade and trade policy have an 
impact on these. Chapter 8 therefore also looks at the effects on particular sectors and 
on the development potential of SADC and individual members. The conclusion then 
uses these results to identify the most important considerations for SADC when 
making its choice, and to recommend possible ways in which they can find assistance 
for the practical needs of negotiation.

The central conclusion is already known: the SADC countries face a set of 
negotiating problems that are complex in time and space, with too many possible 
variants in choice of trading partner, degree of liberalisation, and timing of 
liberalisation to permit us to present a simple hierarchy of choices or a clear timetable 
for decisions. For this reason, even our summary of recommendations and timing 
gives choices and alternatives. It is necessary to ensure that all elements of the 
negotiations are brought together, and more practically, that all those involved in 
negotiation are aware of the other choices being made. Negotiating positions in one 
forum can have an impact on the strength of a position in others; simply the fact of 
having alternative trading strategies can be a valuable negotiating tool.

Time is always a constraint on a study, but with the EU negotations and some WTO 
changes already under way, and a new Round scheduled to start later this year, the 
urgency is clear. But the number of uncertainties itself means that, as the negotiations



continue and choices are made or cut off, or new choices appear, analysing the 
situation will be an iterative process (a multidimensional chess game with a need to 
revise strategies as the game develops). One constraint, however, is less acceptable: 
the lack of a clear data set of SADC countries' trade (and their non-trade international 
flows). Whatever the choice of policies, creating a good and usable data set, not just 
of trade, but of the real target variables of the countries must be a priority.

This report should therefore be considered as a series of preliminary background 
papers for those who will need to take decisions about the negotiations. The 
negotiating guidelines attempt to go further, to suggest a choice of strategies.

1.2 Building on previous studies

In 1997, SADC (SADC 1997) commissioned a study on the successor to the Lome 
Convention which started to bring together the multilateral and EU negotiations, 
pointing out that the EU Green Paper (EU 1996) had preceded the new initiatives for 
the Least Developed countries of the Singapore Ministerial meeting of the WTO (and, 
later in 1997, the High Level Meeting on the Least Developed). This changed what the 
base position (post Lome) will be and should have led to a reappraisal of the strategy 
for the ACP countries. It was concerned that the ACP 'have never really acted as a 
group in international fora'. This could suggest either strengthening the ACP or 
relying more on a separate SADC approach. It supported the former: The 
maintenance above all of ACP cohesion, unity and solidarity...would enable them to 
safeguard their interests within the WTO and vis a vis the EU'. It also supported 'the 
strengthening of the future ACP-EU relationship in all spheres', implying a primacy of 
EU over multilateral negotiations (and certainly over the alternative of broadening and 
diversifying the ACP's or SADC's economic relations). Its recommendations were to 
improve access for the ACP (including restoration of a differential with the other least 
developed countries), broadening Lome beyond trade to 'standards, environment, 
competition policy, intellectual property, compliance with ILO', and services; and 'an 
element of reciprocity...linked to the level of economic development'. This suggests 
(in contrast to the recommendations of solidarity) that it envisaged different 
relationships for different ACP, and even SADC, countries.

In 1998, the European Commission (Imani, 1998) examined the consequences of 
regional agreements between the EU and six regions within the ACP countries, 
including SADC. These results are presented for comparison in chapter 8, and the 
study gives much more detail than is possible here by country and product. Although 
the object was to study how a REPA could be implemented, not to question whether it 
should be or consider alternatives, it emphasised that it was necessary to establish how 
SADC itself would evolve before setting a negotiating strategy with another partner. 
Like the earlier study, it pointed out that the new status for the least developed 
countries would be a complicating factor in the proposed European strategy.

The Commonwealth Secretariat commissioned a study (Stevens et al, 1998) of 
appropriate strategies for ACP-EU relations. This presents data comparing the value 
of Lome access or potential regional agreements to the alternative of GSP, and 
concentrated on strategies to make the most of any bilateral deal. It also suggests 
improvements which the ACP could support in GSP to make this a more acceptable



alternative. In particular, it looks at the possibility of finding additional measures, 
besides income, to measure the 'vulnerability' of developing countries, and therefore 
redefine the criteria for eligibility for GSP. The objective is to find measures which 
would allow GSP to be improved preferentially for current members of the ACP. It 
thus implicitly accepts the continued primacy of EU relations over multilateral for the 
ACP countries.

Other studies by CREFSA (1998), the ACP (1999), IDS and BIDPA (1998) and Imam 
(1997) have also examined changes in EU relations with all or part of SADC, and 
their results are also compared to ours in Chapter 8.

None of these studies attempted to look at all the choices facing SADC countries in 
their trade strategy. While noting what had actually happened at the multilateral level, 
notably the least developed initiatives and the evolving WTO attitude towards the 
regulation of regions, they did not attempt to place the different negotiations facing 
SADC into a single context.



2. Current Trading conditions: SADC -EU and SADC in the world 

2.1 SADC and Lome trade preferences: benefits and key lessons

EU-SADC trade and infra-regional trade

The EU accounts for about one third of SADC exports and imports, i.e. less than for 
other African regions, but EU trade with SADC has been growing over the nineties, 
largely owing to increases by South Africa. The region as a whole is less dependent on 
primary commodities than other ACP regions, because of the performance of 
particular countries (notably Mauritius), but it is very dependent on the agricultural 
protocols. Its agricultural structure makes it the most directly competitive ACP region 
for Europe (in temperate products).

Table 2.1: SADC trade growth 1980-1995, by destination (percentages)

EXPORTS IMPORTS

SADC 
EU-15 
REST

TOTAL

Annual growth rate

80/85 85/90 90/95

1.2 19.7 22.2 
-4.5 9.8 3.1 
-7.4 6.8 -0.1

-6.4 8.2 2.6

80/95
14.0 
2.6 

-0.4

1.3

Annual growth rate

80/85 85/90 90/95

1.2 19.7 22.2 
-4.5 -5.9 23.4 

-10.5 19.3 -1.8

-7.7 10.7 7.1

80/95

14.0 
3.5 
1.6

3.0

Source: IMF, 1997, Direction of Trade Statistics.

Figure 2.1: Regional distribution of SADC trade, 1995

Imports Exports
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Source: IMF, 1997, Direction of Trade Statistics.

Lome trade preferences were intended to foster diversification and growth of exports. 
The various assessments of the trade benefits derived by the ACP from the successive 
Lome conventions have stressed the overall weak impact of Lome trade preferences in 
helping ACP countries to achieve these goals (Davenport, Hewitt and Koning, 1994). 
The share of the ACP in Europe's imports has fallen by half over the successive 
conventions, while those of other developing regions such as Latin America and South 
East Asia were growing.



Mauritius is the single country in SADC (and in the whole ACP group) that 
experienced both a shift towards higher value-added (largely manufactured) products 
and an increase in such exports to the EU (Imani, 1998, p. 79).

Success in growth and diversification of exports has been confined to certain 
countries, which have been able to take advantage of preferential market access, and 
certain products, for which the Lome trade regime granted a significant preference 
margin over competitors (textiles and clothing, fish, cut flowers) or a generous quota 
allocation (sugar, beef), making textiles for Mauritius and horticulture for Zimbabwe 
particularly important gains.

The product protocols have had the most important (in quantitative terms) impact on 
ACP countries. The EC itself (in FAO, 1997) pointed out this preponderance. The 
benefits are highly concentrated, in SADC particularly in sugar and on Mauritius. 
And the relationship goes the other way: the countries and commodities which benefit 
from the protocols are heavily dependent on them (Figure 2.2).

SADC countries which have benefited by finding new products to export to the EU 
were, for horticulture: Mauritius, Zimbabwe, and Zambia; for clothing: Zimbabwe and 
Mauritius; for cotton yarn: Zambia and Zimbabwe; for canned tuna: Mauritius and 
Seychelles (Imani 1998, p. 80.). These are all products with a high preference margin 
between the ACP countries and even other developing countries which receive GSP 
privileges. On other products, successive GATT trade rounds and improvements in 
GSP have reduced the margins.

But even for the trade protocols, analysing the benefit of Lome depends on the 
comparison that is made: many of these were designed to counter the effects of the 
Common Agricultural Policy (CAP), by allowing limited, but high priced, exports. If 
the CAP itself were reformed, this would reduce these 'benefits'. And they did not 
counter all the effects of the CAP.

Table 2.2: Dependence of ACP beneficiary countries on their 
exports of protocol products (% total exports)

% of total export 
earnings from the EU
more than 70%

40-70%

10 - 40%

1 - 10%

Sugar Beef

St Kitts & Nevis 
Swaziland
Guyana 
Barbados 
Belize
Fiji Botswana 
Mauritius
Jamaica 
Trinidad & Tobago
Malawi Namibia 
Madagascar Zimbabwe 
Tanzania

Bananas

St Lucia 
Dominica
St Vincent

Belize 
Grenada 
Jamaica

Surinam 
Cape Verde 
Cameroon 
Cote d'lvoire

Rum

Trinidad & Tobago

Bahamas

Guyana 
Barbados 
Jamaica

Source: ECDPM Lomd Infokit 3, updated with 1997 trade figures; SADC countries in bold.
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The protocols for sugar, beef and veal, bananas and rum give free access to EU markets 
for a fixed quantity of exports from selected traditional ACP suppliers. The beef and 
sugar protocols grant eligible ACP countries a high price based on the internal EU price 
established by the CAP. Of these four protocols, only sugar and beef/veal benefit 
SADC countries. As shown in Table 2.2, Swaziland, Mauritius and Botswana are 
dependent on these protocols for a substantial share of their export earnings.

Sugar

The Sugar protocol is annexed to the Lome Convention, but unlike the three others, it is 
formally independent of it. Under its commitment within the protocol, the EU 
purchases a certain quantity of cane sugar each year from traditional ACP sugar 
exporters, at guaranteed prices. This quantity is presently fixed at 1.3 million tonnes, by 
the quota entered by the EU for the ACP at the WTO. 2 This commitment is indefinite 
and the prices are linked to the internal EU price, usually 2 or 3 times the world price. 
The benefits to exporting countries, linked to price stability and guaranteed market 
access in an otherwise heavily protected market, are substantial.

As Figure 2.3 shows, SADC countries are allocated more than half the ACP Lome 
quotas, with Mauritius accounting for 37.3 percent, far ahead of Swaziland (9 percent). 
Other beneficiaries in SADC include Zimbabwe (2.3 percent of the quota) and Malawi 
(1.6 percent), Zambia, DR Congo and Tanzania (less than 1 per cent each). Mauritius is 
therefore the major beneficiary of the protocol, and it remains dependent on it. In spite 
of its well-known success in diversifying away from sugar into manufacturing, sugar 
still amounts to 6% of the Mauritian economy's GDP, a quarter of total export revenues 
and almost thirty percent of its exports to the EU.

Figure 2.3: Allocation of quotas under the Sugar Protocol 
between SADC countries and other countries

Mauritius 
38%

Swaziland 
9%

Other SADC 
6%

Other ACP
(+lndia)

47%

Source: SASA, 1997

The ACP quota is actually 1,279,700 tonnes. There is a 10,000 tonne quota for India.



In addition to the Lome Sugar protocol quotas, new supply arrangements - known as 
Special Preferential Sugar - were introduced by the EU in 1995, in the context of the 
review of its sugar policy (see below). The Preferential agreement provides that 
between 1995/96 and 2000/01, the EU would open special tariff quotas for the import 
of raw sugar from the ACP. The price paid is less than under the Sugar Protocol (by 8.1 
Euros per 100kg). The original purpose was to meet Portugal's refining requirements, 
which were traditionally supplied by African countries, three in SADC (Malawi, 
Swaziland and Zimbabwe) plus Cote d'lvoire. As a result, once these allocations are 
added to those of the Sugar Protocol, the shares of these three SADC countries in total 
quota allocation rise a little: from 9 to 10.5 percent for Swaziland, from 2.3 to 3.7 per 
cent for Zimbabwe and from 1.6 to 2.1 percent for Malawi. Mauritius nevertheless still 
dominates (Figure 2.4).

Figure 2.4: Allocation of European sugar quotas by countries 
(Sugar Protocol and Special Preference Sugar, in tonnes per annum)

Fiji

Guyana

Jamaica

Barbados

Trinidad and Tobago 

Belize

St Kitts-Nevis-Anguilla 

Madagascar 

Cote d'lvoire

India

100,000 200,000 300,000 400,000 500,000 600,000

Source: SASA, 1997.
Note: (*) shortfall allocation, i.e. Zambia, who has a zero-quota, is granted one only when other 

suppliers can not fill their own.
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Beef and veal

The Beef and Veal Protocol was created to compensate for the distortions created by the 
CAP and maintain the positions of traditional ACP suppliers in the EU market. The 
scheme - extended to Namibia in 1991 - mainly benefits SADC countries. Under Lome 
IV, Botswana, Namibia, Swaziland, and Zimbabwe, with Kenya and Madagascar, 
benefit from a 92% reduction in the variable levy on EU beef imports established by the 
CAP(see quotas in Table 2.3). Without this reduction, ACP suppliers could not enter 
the EU market. Even the 8 percent paid as special duty represents a substantial portion 
of the cost of marketing the beef into the EU (as much as 31.4 percent) (ERO 1998).

Table 2.3: Quotas allocated to ACP producers through the beef protocol
(tonnes of boneless beef)

SADC

Other ACP

Botswana
Namibia**'

Swaziland
Zimbabwe
Kenya
Madagascar

18,916
13,000
3,362
9,100

142
7,579

Source: McQueen et al., 1998. 
(*) Namibia's original quota of 10,500 tonnes was 

raised to 13,000 tonnes in 1993.

Figure 2.5: ACP Beef Quotas, 1993-1998

Kenya 
0.3% Madagascar 

14.5%
Zimbabwe 

17.5%

Swaziland 
6.5%

Botswana 
36.3%

Namibia 
25.0%

Source: McQueen et al., 1998.

Under-utilised quotas can be allocated to other beneficiaries upon request and subject to 
mutual agreement, as was the case in 1994 and 1995 when unused quotas were 
transferred to Zimbabwe (McQueen et al., 1998, p. 141-14). ACP countries have
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traditionally had difficulty in filling the quotas, notably because of supply constraints 
(drought) and the high phyto-sanitary requirements of the EU. However, apart from 
Swaziland, SADC countries are the ones that have made the best use from this protocol. 
Botswana in particular has been a major beneficiary: between 1990 and 1994, it 
received annual payments of 24 million ECU from the export of beef to the EU. 
Zimbabwe also has mostly filled its quota and taken advantage of the reallocations it 
has been granted. The other potential beneficiaries - Kenya, Madagascar, Swaziland - 
have not generally met their quotas and thus have benefited less from the protocol (see 
Figure 2.6).

Figure 2.6: Cumulated utilisation of beef quotas by ACP countries, 1992-96
(tonnes of boneless beef)

Botswana

Namibia

Zimbabwe

Madagascar

Swaziland

Kenya

•Transferred 
E Utilised 
E Unused

-40,000 -20,000 20,000 40,000 60,000 80,000

Source: Calculated fromMcQueen et al. 1998.

The beef protocol may aim to make up in part for the obstacles erected by the Common 
Agricultural Policy (CAP) on the European market, but it cannot make up for other 
negative impacts of the CAP, e.g. unfair competition of subsidised European food 
exports in ACP markets. A case occurred in SADC, where EU subsidised beef exports 
to South Africa displaced Namibian exports. In South Africa, which accounts for over 
80 percent of Namibia's beef exports, prices offered for Namibian beef fell by 4 percent 
in 1994, 5 percent in 1995 and 6.5 percent in 1996. Sales of cattle from the main region 
of production contracted by 40 percent.5

Future of protocols

As seen above, the future of the sugar and beef/veal protocols is of crucial importance

See NNFU (1998) The paper argues that in 1996, EU export refunds for exports to South Africa 
were 2.5 times higher than the FOB value of the beef exported. Since January 1997, export 
refunds/subsidies have been reduced by 70 percent.
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for many SADC countries, especially non-Least Developed (Mauritius and Swaziland 
for sugar; Botswana, Namibia and Zimbabwe for beef), although Malawi and to a lesser 
extent Tanzania would be affected as well by any reduction in the benefits accruing 
from the sugar protocol. It is already certain that benefits will erode; even the 
continuation of the two protocols is by no means sure.

First, changes in the EU's agricultural policy will cause the erosion of the benefits from 
both protocols:

Sugar quotas set by the EU protocol and bound in GATT are unlikely to be raised 
(McQueen et al. 1998). On the contrary, on the occasion of the ending of the current 
sugar quota regime in 2001, the EU is very likely to lower its support to internal 
prices. Prices are expected to fall by about 20 percent. As for the preferential sugar 
which is not bound in GATT but extended unilaterally by the EU, it is unlikely to be 
consolidated into the Sugar protocol, and could be phased out.

Similarly, beef quotas are very unlikely to be raised: the EU is struggling with 
overproduction and the ACP have not fully used their quotas. The main expected 
change is the 30 percent cut in prices proposed by the Commission in the context of 
the ongoing CAP reform, bringing them closer to world prices. The extent to which 
the EU will be using phyto-sanitary regulation and other standards will also 
determine the capacity of ACP suppliers to continue deriving benefits from the 
protocol (ERO, 1998).

Secondly, the Lome renegotiation will affect the protocols, and may even lead to their 
discontinuation. The EU's proposal is unclear on this. The European mandate states:

The banana, beef and sugar protocols will be reviewed in the context of the 
negotiation of economic partnership agreements with the ACP States and in 
accordance with WTO rules, and taking account of the special status of the sugar 
protocol. (EU Council, 1998, p.23).

This leaves the door open to any outcome. The explicit reference to the Sugar Protocol 
seems to hint that in spite of its 'special status', i.e. the fact that it is legally independent 
from the Lome convention, it will be reviewed and possibly altered.

In the terms of reference of its impact studies for the proposed REPAs, the European 
Commission assumed that the commodity protocols would be discontinued in the 
absence of REPAs, while with REPAs, they remain in place (ECDPM, 1999). Although 
the EC says that these terms of reference do not represent its thinking for any future 
implementation, this is bound to be taken as a strong signal. Different voices can be 
heard within the European Commission: some believe all protocols will be phased out 
(including sugar) beyond 2005 for all ACP countries, regardless of whether they join in 
a REPA or not; others see protocols as a ' non-trade issue', which requires to be tackled 
at the political level. This could mean that even in the course of a harmonisation of 
European trade policies under the multilateral system, some form of special commodity 
arrangements could be maintained, provided necessary arrangements are made - or 
waivers obtained - with other WTO members.
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2.2 SADC and WTO

In spite of their relatively low dependence on exports to the EU, SADC countries (both 
the ACP countries and South Africa) have put a heavy weight on their trade relations 
with it. The ACP countries have chosen to centre their efforts on the EU, because 
Lome offered better access than the GSP available at multilateral level, and probably 
also because of familiarity. Until recently most of South Africa's exports were primary 
goods, facing low or no barriers in all markets, and, until the new government, it was 
not able to take an active part in trade negotiations. In addition, it is classified as a 
developed country within the WTO (it never requested developing status when this was 
introduced in the 1970s), and therefore it had no possibility (under Most Favoured 
Nation rules) of special treatment.

Table 2.4 shows how limited and how Brussels oriented the activities of the SADC 
countries have been. Some are still not represented in Geneva, and even those who are 
have very limited numbers. Seychelles is not yet a member, although it is negotiating 
membership. It is notable that a prominent exception to the low level of staffing in 
Geneva is Tanzania, responsible for trade within SADC. A WTO consultant has 
estimated that a minimum of 4-5 people is required for a mission to represent a country 
adequately in all the WTO scheduled meetings (Michalopoulos 1998, p. 12).

Table 2.4
Country membership and representation GATT/WTO 1982-1997, by location

and number of mission staff

EC

Angola

Botswana

Lesotho

Mauritius

Mozambique

Namibia

South Africa

Swaziland

Tanzania

Zaire (Dem. Rep. of Congo)

Zambia

Zimbabwe

Geneva

1982

9

3

2

4

1987

13

5

7

3

5

1997

18

1

4

6

5

1

4

4

Europe

1982

IBr

1987

IBr

1997

3Br

3Br

Capitals

1982

1

1987 1997

1

1

1

Source: Michalopoulos (1998)
Br means Geneva representation covered from Brussels (not total representation in Brussels).
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Table 2.5: WTO membership 
and classification of SADC countries in the WTO(*)

Government Entry into Force / Membership

Least-Developed

Angola..................................................................................................................! December 1996
Democratic Republic of the Congo.........................................................................! January 1997
Lesotho........................................................................................................................31 May 1995
Malawi.........................................................................................................................31 May 1995
Mozambique............................................................................................................26 August 1995
Tanzania...................................................................................................................! January 1995
Zambia...................................................................................................................... 1 January 1995

Other

Botswana.....................................................................................................................31 May 1995
Mauritius..................................................................................................................! January 1995
Namibia....................................................................................................................! January 1995
South Africa............................................................................................................. 1 January 1995
Swaziland.................................................................................................................! January 1995
Zimbabwe...................................................................................................................3 March 1995

Seychelles.................................................................................... Observer, has applied to join

(*) The WTO recognizes as least-developed countries those countries which have been 
designated as such by the United Nations. There are currently 48 least-developed countries on 
the UN list, 29 of which to date have become WTO Members. There are no WTO definitions 
of 'developed' or 'developing' countries. Developing countries in the WTO are designated on 
the basis of self-selection.

Source: WTO websile, February 1999.

This would not have been unusual for developing countries in the years before the 
Uruguay Round, although for non-ACP countries, the focus was UNCTAD, not a single 
trading partner. The GAIT dealt mainly with manufactured goods (agriculture was 
effectively excluded until the Uruguay Round, 1986-1994), and even here clothing (the 
most widely produced manufactured product in developing countries) was subjected to 
a separate, restrictive regime in the Multifibre Arrangement. Developing countries 
could legitimately feel that GATT subjects were not of great interest to them, and, on 
the other side, developed countries were not concerned by competition from countries 
accounting for only 10% of world trade in manufactures (as recently as 1980), and 
about 20% of total world trade. Even the mechanics of GATT negotiations excluded 
most developing countries: the custom was for the principal suppliers and principal 
purchasers to negotiate a settlement for each good, and then extend it to the others. For 
most of the SADC countries, therefore, passively accepting others' negotiations was the 
best they could hope for, whether in or out of GATT.

15



The previous path for most developing countries outside the ACP had been through 
general preferences (GSP). From 1971, GATT allowed developing countries to have 
more freedom in their own trade policy, but also allowed developed countries to offer 
them preferences. This meant that it had two criteria under which countries could 
breach the normal rule of equal treatment for all fellow members: on the basis of level 
of income or development and on the basis of a demonstrated close relationship. From 
the beginning, GATT had allowed 'regions', defined as areas that were customs unions 
(and therefore, from a GATT point of view, equivalent to countries in their relationship 
to the rest of the world) or free trade areas, with free trade among themselves, but not a 
common external tariff, as in a customs union. The importance of preferences, which 
were granted unilaterally by developed countries, meant that developing countries did 
not have, for most products, a direct interest in the GATT outcomes (in fact, because 
general tariff reductions meant smaller margins of preference, they might prefer 
unsuccessful GATT outcomes).

Another possible discouragement to active participation in trade negotiations has been 
the approach of the international financial institutions. In contrast to the bargaining 
which is the essence of GATT or WTO, these have supported unilateral changes in 
tariffs, as part of adjustment programmes, with no necessary relationship either to 
international timetables or to reciprocal reductions by trading partners.

By the beginning of the Uruguay Round, however, developing countries' share in 
manufactures and in total exports had risen to 13% and 26% respectively, and by the 
end, 20% and, 30%. Partly as a result, the Round extended coverage to agriculture and 
took steps to bring clothing back into WTO regulation. While most African countries 
(and the SADC countries in particular) were still small and primary producing, and 
therefore still of little interest in themselves to the rest of the world, it ceased to be true 
that the WTO was irrelevant to them. Even the MFA reforms were relevant, because 
the ACP countries will lose the 'preference' of being excluded from the controls.

The active involvement of some developing countries in the Uruguay Round brought 
the first explicit differences of treatment for them in the final settlement (previous 
preferences had been permitted by GATT, but not explicitly specified by it, and 
concessional, not contractual). As well as the negotiating achievements of agricultural 
and clothing exporters, there were three levels for compliance for many of the 
settlements, for developed, developing, and least developed countries.

The way in which agriculture was brought into the international system (and the 
reforms also made in manufactures) increased the emphasis given to the formal GATT 
requirement that tariffs be 'bound'. This limit on countries' freedom to change their 
tariffs (although the bindings could be at very high levels) meant that there was a 
decrease in national policy independence. There were strong (and generally successful) 
efforts to extend the binding to all developing countries. Most of the SADC countries 
have bound their tariffs. Although not immediately a constraint, as most are above the 
current levels, this is a potential limit.

The institutional strengthening of the GATT as it was transformed into the WTO was 
also very relevant to the SADC countries: the rules on regions were made more precise 
and the exemptions for developing country regions were narrowed. (For a full
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discussion of WTO rules on regions, see Appendix 1, taken from Imani 1998.) The 
basic criteria deal with the time allowed for transition (now restricted to 10 years, but 
with provision for WTO to allow more) and the amount of trade to be covered. The new 
rules merely reiterated the requirement that a region cover within itself 'substantially all 
trade, but 'in the corridors', some consensus on 'substantially' seems to be emerging. It 
must include all sectors (agriculture was excluded or given differential treatment in 
many previous regions), and the figure of 90% is frequently mentioned. But so far no 
region has been approved or rejected under the new rules, although the new Committee 
on regions is close to reporting on a few. But until there is some case law and perhaps 
some challenges under the dispute procedure there is no formal ruling on how much 
regions must include, and regions must risk being refused.4 There are also tightened 
rules for common external tariffs, but these do not affect free trade areas like SADC.

The new rules will affect SADC itself (and within it SACU) and Lome: after being 
allowed to exist, Lome was challenged, and although allowed to continue under a 
waiver (until 2000), WTO jurisdiction (and disapproval) were made clear. SACU has 
'grandfather' status, as it predates GATT itself, but would probably meet even the 
newest rules. SADC's compliance will not be tested until the trade protocol has been 
adopted, and SADC is then notified formally to the WTO. (At present it has observer 
status.) This could be under either Article XXTV or the Enabling Clause, because all 
members except South Africa are developing countries. The procedure for examination 
is now the same, but there is more flexibility in the requirements.

The protocols, which as we have seen are the main benefit of Lome to some SADC 
countries, came under pressure from two directions in the Uruguay Round. They 
depend for their value on the highly protected agriculture of the EU; the agricultural 
reforms showed an intention (not an achievement) of reductions in this. Second, 
although allowed as existing arrangements, the climate of opinion was shifting against 
them, as shown by the cases on bananas, some of which could have legal implications 
for sugar, and all of which suggest declining acceptability. Although sugar's deviations 
from the rules are relatively minor (how tariff quotas are allocated to minor suppliers5 ), 
it is vulnerable.

The Round also brought an extension in the regulatory side of WTO (discussed in more 
detail in chapter 4), with requirements on intellectual property laws, provision for 
standard anti-dumping procedures, requirements on customs valuation and use of 
preshipment inspection, etc. Although many of these were delayed for developing and 
least developed countries, they were not exempt, and need to leam the rules, and in 
some cases adapt their legislation.

Whatever the direct benefits of possible outcomes of negotiations at multilateral level 
for the SADC countries, the potential for damage to their interests strongly suggests 
that they need to reconsider their policy of neglect of the WTO. Participation is 
particularly important because (unlike the international financial institutions which 
have the power to take their own initiatives or to identify and criticise countries not

The WTO does not itself look for violations of its rules. The process relies on complaints from 
other members (analogous to civil, not criminal courts).
Quotas for minor suppliers (under 10%) are challengeable. Mauritius is major; Swaziland is 
above 10% only if the new quotas are included; the other SADC suppliers are under 10%.
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conforming to their rules), the WTO is a 'member-driven' organisation, 'meaning that 
the bulk of the analytical work, the development of proposals as well as the negotiation 
of agreements falls on the member countries and their representatives' (Michalopoulos, 
1998 p. 3).
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3. How trading positions will change

Whatever SADC may negotiate with the EU, it will not produce final results for at least 
15 years (taking the normal minimum assumptions of 5 years to negotiate an agreement 
and 10 years to implement it). Therefore, we need to compare the potential benefits not 
to the current situation, but to what may be in place in 2015. This is of course highly 
uncertain, but it is less risky than assuming that nothing will change. And some changes 
are already certain, at least in direction.

3.1 WTO: built in agenda and current expectations

The Uruguay Round left some unfinished business, the 'built-in agenda', and some 
where it was clear that further review would be needed within a few years. The two 
most important areas in trade were in agriculture and in services, in both of which WTO 
members were required to open new negotiations by 2000. The question remains open 
(at least until the formal opening at the end of November 1999) whether there will be a 
limited Round, dealing only with these pending items (and possibly some relatively 
uncontroversial tariff changes), limited in time to secure some advantages, especially in 
agriculture, as soon as possible, or a full Round, with the possibility of opening all the 
subjects covered by the Uruguay Round plus a 'new agenda', extending the WTO's 
competence into areas like trade in environmentally damaging (or friendly) goods, 
investment, competition and other company policy, labour, more extended control of 
national legislation with potential effects on trade, etc. The EC appears to be supporting 
a full round, while many developing countries believe that the unfinished business from 
the last Round (implementation of agreements such as the MFA, for example) should 
be completed before new subjects are introduced. From the point of view of the time 
horizon of SADC's planning, however, this may not change the long-term outcome, 
although clearly it affects what it must treat as a priority. If there is only a limited 
round, then it would be generally expected that there would be a full round relatively 
soon after, perhaps in the late OOs, certainly by our horizon of 2015.

In agriculture, WTO expectations (consistent with the objectives of the EU's own 
Agenda 2000 for reform of the CAP) are that tariffs could fall by a third. In particular, 
there may be reductions in the very high tariff peaks (following the conversion from 
quotas to tariffs, some reached 1000%), and this will also be required of developing 
countries. The negotiating question is whether there will be general, flat percentage, 
cuts across the board, or concentration on eliminating the lowest tariffs (the 0 for 0 
strategy). The latter could reduce the pressure for sensitive goods to see reductions. For 
SADC exporters of most goods, and certainly for exporters to areas outside the EU, 
reducing peaks is clearly more important, but the protocols mean that other countries 
gain from high protection. All SADC members therefore have an interest in influencing 
the outcome.

There may be particular pressure to reduce export subsidies (considered even more 
distorting than high tariffs), and this could be of particular benefit to some SADC 
countries. For food importing countries (which effectively benefit from subsidy regimes 
in exporters), negative effects would of course be offset by the removal of distortions, 
but could also be treated more directly by concessions on what credits could offer to 
them.
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There is support among some agricultural exporters for trying to look again at the 
'Green Box', the subsidies or other assistance to agriculture which are acceptable under 
the Uruguay Round agreement, and moving at least some of the measures which may be 
particularly distorting into more controlled categories. The problem is that those which 
are most damaging to competing exporters, including income support to producers (if 
this is direct, not tied to output, it is 'Green'), and payments for regional assistance, are 
those which are being suggested as ways of reforming the CAP and other developed 
country measures. They are, however, doubly distorting, not only for their effects on 
protecting farmers, but because it is (in general) only the developed countries which can 
afford such payments.

The WTO expectation is that the round will be generally about amounts, of tariffs or 
subsidies, etc., not about changes in the rules (a major achievement of the last round). 
As well as any cuts made in the round, it is possible that a programme of further 
reductions will be agreed. A minimum assumption would be that by the end of the 
immediate Round, and certainly by the end of any subsequent fuller round, agricultural 
support could fall by more than a third, perhaps by a half. Developing countries were 
allowed longer delays, but not exemption, from the agreements in the Uruguay Round, 
so the same pattern may be observed, but even these delays would be finished by 2015.

In services, the agenda is expected to be broader, not only attempts to increase the 
market access that was obtained in the original agreement, but to extend liberalisation 
to some issues such as transport on which little progress was made than. Subjects like 
telecommunications and finance, on which there have been new agreements since that 
Round, may also be re-opened. The procedure may be to try to make the schedules of 
offers (and therefore potentially the negotiations) more systematic, perhaps to develop a 
system of model schedules, which countries could then present, with their own 
modifications. This would put pressure on all countries to offer more. Although there 
is no proposal to go from the 'positive list', of what countries want to include, to a 
'negative list' system, standard schedules would make omissions more obvious. It could 
also offer a 'standard' of good practice which countries could be seen to match. There 
is still no agreed way of quantifying services liberalisation or control (the WTO is 
trying to improve data, but only on services themselves), but the assumption must be 
that all countries will be expected to move in the direction of liberalisation across a 
wide range of services. (This is discussed in more detail in chapter 4.)

Tariffs are likely to be on the table in even a short Round, and would certainly be 
included in a longer one.

There will be more countries in the Round, with more developing countries (like the 
Seychelles) deciding to join, as well as the entrants from the formerly centrally .planned 
economies, most notably China. This has different potential effects. Many are 
agricultural exporters (at least potentially), so that lobby's strength may increase. But 
there has been a tendency for the WTO to insist that new countries take fewer 
exceptions from rules, even when they might be entitled to this by their income level. 
This has created some expectations by both developed WTO members and the new 
entrants that existing developing country members may need to reduce their use of 
exceptions and concessions.
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The regulatory issues introduced in the Uruguay Round could be raised again, as well as 
new ones. The rules for regions which were revised in the last Round could be made 
more explicit, as there will soon be some direct evidence of how they are working. But 
there are no current proposals for reform.

There is a view, certainly in the WTO, and possibly in some major countries, that the 
Round 'will be mainly about development', if only because the obvious tariff and 
sectoral reforms were made in the last Round. But against this is the fact that many of 
the items on the potential new agenda are more about regulation. This could help 
development, by increasing the security and predictability of systems, or hurt it, by 
reducing freedom to take own actions, but the support for it comes from the increasing 
integration of the developed countries.

We assume that the Round could result in a reduction in all tariffs by all countries by 
50% by 2015, slightly more than the equivalent of two Uruguay Rounds (the Uruguay 
Round produced cuts averaging about a third). With many tariffs already low, and the 
determination to progress on agriculture, this does not seem unreasonable.

3.2 Preferential arrangements

The GSP has not been of direct interest to any of the SADC countries for most of their 
history. Only South Africa in recent years has received this treatment, but this was in a 
period when it was negotiating a special deal with the EU. One important change in the 
current (post-1986) EU GSP was from setting absolute (lower than MFN) tariffs to 
specifying the reduction on the MFN tariff as a percentage. This means that even if 
there is no change in GSP itself (and it has been drastically reformed at each renewal, 
with the next due in 2005), any results of a WTO round will alter (and reduce) its value. 
Two trends have been important, and may indicate the direction in which GSP may 
move in future reforms. The first is increasing differentiation in the degree of 
preference given. The current EU scheme has four levels of preference (according to the 
degree of sensitivity of products), different treatment of industrial and agricultural 
goods, and the potential (not yet used) to offer additional degrees of preference for good 
environmental practice (the preferences would be in the specific goods affected) or 
observance of certain labour standards (preferences extended on all goods). The second 
is differentiation among countries. The more advanced or competitive countries can be 
graduated out, in total or for particular products (based not merely on income, but on 
success in exporting manufactures); an extended regime exists for least developed 
countries; there are special arrangements for some countries exporting drugs in Latin 
America.

Proposals for reform at the next renewal have suggested some simplification in the 
number of levels of preference (suggested, but not done at the time of the mid-term 
review in 1998), but increased differentiation among countries. One proposal is to 
increase the number of income categories, thus allowing increased preferences for some 
countries just above Least Developed without causing the protectionist opposition that 
would arise against extension to all developing countries, and perhaps a reduced 
preference band for advanced countries not yet to be graduated. (As mentioned in 
chapter 1, there are also proposals to change the way in which countries are 
differentiated, to include additional indications of vulnerability.) There have also been
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proposals to increase the number of ways in which countries can earn special treatment, 
adding other criteria to environment and labour. All of these introduce de facto much 
greater discretion for the developed country offering GSP, to decide what is an 
appropriate index of vulnerability, to choose criteria and decide who meets them, to 
decide the various division points. (Even keeping income as the criterion allows 
decisions about the last if the number of levels is increased.) Therefore, while a move in 
the direction of increasing preferences or altering the structure to allow the EU, 
effectively, to try to recreate Lome (by choosing the criteria appropriately), might 
preserve the current degree of access of ACP countries, it would do so at the cost of 
increasing the uncertainty and vulnerability to decisions by the EU. (A regional 
arrangement would be contractual like Lome.) It must also be questioned whether 
significant differentiation and improvement of this type is a realistic option. Either the 
EC's proposal to move from Lome to preferential areas is purely because of (unwilling) 
compliance with WTO rules or it is for other reasons, in particular a desire to reduce 
preferences and increase access for EU exporters. If it is the former, finding a way of 
manipulating GSP might be a feasible solution, but if it is the latter, then there is no 
reason why the EC should agree to what would be a major extension of Lome.

The consequences will very much depend on the attitude of the European Community 
with regards to the GSP. If the Community is genuine about the 'menu' approach, then 
making the GSP more generous would allow each ACP country to have a real choice 
whether or not to join in an REPA with the EU. Conversely, if the Community has a 
strong preference for the REPA option, it may be more inclined to leave the GSP more 
or less as it is. The European Commission's mandate states that the interests of non- 
least developed ACP countries will be taken into account, but it does not give any 
guarantee as to how close to Lome IV it will be.6

The increasing differentiation which has already occurred was reinforced by the 
initiative by the WTO to provide secure special treatment for the Least Developed 
(proposed at the Singapore Ministerial meeting, 1996, and dating from a High Level 
Meeting in 1997). Under this initiative, all developed (and some advanced developing) 
countries were asked to guarantee better access to the least developed. The EU 
improved the existing special provisions of its GSP to equal full Lome access for 
industrial goods and for some agricultural goods (not those under the CAP), although 
non-ACP least developed countries must still use GSP rules of origin, not the more 
generous Lome rules. This very recent initiative, unlike GSP, is not time-bound, so the 
secure position of the Least Developed countries can be assumed to continue through 
the period we are studying, while GSP access for developing countries may improve in 
absolute terms (if any of the proposals for reform are accepted), but could 
simultaneously decline in relative terms (if MFN rates fall). If the WTO continues to 
stress the position of the least developed, the main differences in treatment in any future 
Round may also be concentrated there, with relatively little or no special access for

"[     ] the Council and the Commission will take into account [the non-LDCs'] interests in the 
review of the GSP in 2004". (EU Council, 1998, p. 18, note 8).
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other developing countries.

This new initiative means that the alternative to a Lome deal is very different for least 
developed countries in SADC and other developing countries. The distinction is increased by 
the EC's declaration that it will offer the least developed level of access only to those 
countries which do not join regions signing agreements with the EU.7 This means that the net 
benefit from a regional arrangement with the EU will be different. On the other hand, 
eventually the least developed countries will move up (although we assume that 15 years will 
not be long enough, especially as the present system already has some delays in graduation 
built in, and there are proposals for extending these), so that all SADC countries have an 
eventual interest in a system that will be generous to non-least developed countries.

Stevens et al. 1998 gives detailed comparisons of the access available to ACP countries (by 
country) relative to current GSP (summarised table 3.1), and finds that 'every single non-least 
developed ACP state would face a relative deterioration' (p. 7). Although even the least 
developed would have some disadvantages (different rules of origin and cumulation 
provisions and exposure to some safeguard clauses), this illustrates the importance of the 
least developed-developing distinction, but it does not of course represent a real choice: Lome 
will not be available and the current GSP will be modified.

Some of the impacts are potentially very substantial, and they would be highly concentrated 
in certain sectors and certain countries. Almost half of the estimated loss in exports due to a 
transfer of non-least developed ACP countries into the GSP would be borne by SADC 
countries (excluding South Africa). The table shows clearly that most of this loss is accounted 
for by the sugar sector.

The figures show that in its current form the GSP is not a satisfactory alternative to REP As 
for the ACP. Proposals have therefore been made to extend and deepen the GSP on the 
occasion of the 2004 review (ODI, 1998). The EU's mandate states that post-Lome IV 
arrangements 'should at least maintain the current market access for the ACPs' (EU Council, 
1998, p.18). 8 However, the only WTO compatible solution which meets this criterion is to 
offer Lome access on an MFN basis to all members of the WTO, which is clearly not the 
EC's intention. Should this criterion be dropped as being unrealistic, a radical overhaul of the 
GSP would still be possible during the 2004 review of GSP. The strongest scenario would be 
to make it equivalent to Lome. For most ACP (and all SADC ACP) countries, this would 
leave their absolute preferences unchanged.9 And for all, there would be a potentially serious

7 It is not clear whether this would be consistent with the offer made by the EU to the WTO for all least 
developed countries; the legally binding status of the whole least developed initiative remains unclear.

8 This provision was not included in the EC's earlier drafts of the mandate. It was added after the EU 
Council's General Affairs committee of 30/03/98. In its communique, the Council stated that the 
arrangement "should at least maintain the current market access for the ACP and must be WTQ 
compatible" (our emphasis, EC press release 98/86 of 2 April 1998). The last part of the sentence was 
dropped in the final version of the mandate.

9 It would be impossible to have a GSP that included all the ACP countries without making it available to 
all WTO members, i.e. on an MFN basis, because one of the ACP countries (the Bahamas) is already in 
the developed category, and two others, Antigua and Barbuda and Barbados, are above the World Bank 
threshold, and on the agenda to be moved into developed in 1999. WTO rules only allow GSP for 
developing countries, so even a high cut-off would be incompatible with WTO rules. A cut-off
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loss of relative preference, as all other developing countries were admitted to the same level 
of preference. For some ACP countries and some commodities, this would mean serious 
competition. It is also likely to be unacceptable to some protected producers within the EU. 10 
We first provide a rough assessment of the impact on SADC countries of making the GSP 
equivalent to Lome, and then consider the scenario of a more limited, and more realistic, 
reform of the GSP with the introduction of new differentiation criteria.

Impact of making GSP equivalent to Lome on SADC countries

The only effective way to keep most ACP countries (not those which are 'developed') from 
losing preferences is to extend GSP access fully to the level of Lome. This would include all 
industrial products, with no restrictions on entry, and more than the present agricultural 
products. It would also require changing the rules of origin for all developing countries to 
those used under Lome, and allowing cumulation among all developing countries, regardless 
of income or region.

Under this scenario, the ACP would face increased competition from non-ACP producers. In 
which products will SADC countries be most affected? Are they more vulnerable than the 
other ACP countries to such changes? The data set taken from Stevens et al. (1998) can help 
give an indication: the computed monetary equivalent of the loss of Lome preferences 
corresponds to the trade-weighted difference in tariff protection between Lome and the EU's 
GSP. It is therefore an indicator of ACP countries' vulnerability to the increased competition 
from non-ACP producers, which would result from an extension of the GSP preferences.

Table 3.2 shows the sectors in which each non-least developed country in SADC would be 
most affected: these are sugar (Mauritius, Swaziland, Zimbabwe), clothing (Mauritius), fish 
(Namibia, Seychelles) and beef (Namibia), as well as tobacco (Zimbabwe) and to a lesser 
extent cut flowers, beans, metals and pineapple.

To assess the extent to which SADC non-least developed are more vulnerable to an extension 
of the GSP than the other ACP, we have aggregated the same figures by products for all 
SADC countries and expressed them as a percentage of the total monetary equivalent of the 
Lome/GSP tariff differential for all ACP. Figure 3.1 shows that in clothing, tobacco, fish and 
beef, SADC countries account for more than 80 per cent of the preferences granted by the EU 
to the ACP over their competitors in GSP. This proportion is more than 50 percent for sugar, 
and over 40 percent for cut flowers.

corresponding to about $5000 in 1995 would remove only the Bahamas and Barbados, among ACP 
countries, plus Argentina and Uruguay (in addition to those already graduated). 
The controversy in July 1998 over the effects of an FTA with MERCOSUR on European agricultural 
producers is a warning, as all the members of MERCOSUR would entitled to any enhanced GSP.
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Figure 3.1

Main commodities on which SADC countries would face 

increased competition in an extended GSP

Share of SADC countries in the monetary equivalent 
of the difference in tariff protection between Lome 
and GSP (in % of the whole ACP group)

SADC exports to
the EU, 1995
('000 Euros)

393,100

267,310

103,205

85,512

56,666

40,226

30,542

23,495

2,056

482

20 40 60 80 100

Source: Stevens et al., 1998.
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Table 3.2: Most affected SADC products if the GSP were extended 
to non-ACP developing countries

SADC Country Sector0 Exports to EU , 1 995 
(Euro 000)

Tariff differential Monetary 
with GSP equivalent of tariff 

differential with
GSP (Euro 000)

Mauritius

Namibia

Seychelles

Swaziland

Zimbabwe

Source:
(*) The "Sector" 
Pineapple: 
Beans: 
Beef:
Cut flowers:
Tunas:

Sugar
Clothing
Tuna
Cut flowers
Pineapple
Fish

Beef
Fish
Tuna
Cut flowers
Metals

Tuna
Fish

**

Sugar
Beef
Cut flowers
Pineapple
Beans

Sugar
Beef
Tobacco
Cut flowers
Metals
Clothing
Beans
Pineapple
Fish

calculated from Stevens et al., 1998.

275,597
264,609

24,866
978
388

3

22,775
85,302

2,852
70
88

12,508
206

87,276
720
294
77

5

30,227
30,681

103,205
29,200
56,578

2,701
2,051

17
1

339Ecu/T,419Ecu/T
10.20%
24.00%

8.50%
4.90%
5.30%

12.8%+2589 Ecu/T
5.30%, 15.00%, 6.40%

24.00%
8.50%
6.00%

24.00%
5.30%

339Ecu/T, 419Ecu/T
12.8%+2589 Ecu/T

8.50%
4.90%
8.80%

339 Ecu/I, 41 9 Ecu/T
12.8%+2589 Ecu/T

15.60%
8.50%
3.40%

10.20%
8.80%
4.90%
5.30%

176,429
26,991

5,967
84
19

3

17,274
8,866

685
6
5

3,002
206

62,063
558

25
4
0

23,411
19,865
16,100
2,482
1,924

275
180

1
1

categories comprise the following lines: 
08043000 fresh or dried pineapples 
07082010 fresh or chilled beans 'vigna spp., phaseolus spp.' from 1 October to 30 June 
02013000 fresh or chilled bovine meat, boneless
6031069 and 06031069
16041414 tunas and skipjack, prepared or preserved, whole or in pieces, in vegetable oil ; 16041418
skipjack, prepared or preserved 

Metals: 72024199 ferro-chromium, containing by weight > 6% carbon and > 60% chromium (Zimbabwe) and 76011000
aluminium, not alloyed, unwrought (Namibia) 

Fish: 03026996, 3037810 and 03042057
Tobacco: 24012010 partly or wholly stemmed or stripped flue-cured Virginia type tobacco 
Clothing: 61051000 men's or boys' shirts of cotton, knitted or crocheted; 61091000 t-shirts, singlets and other vests of cotton,

knitted or crocheted; 61101031 men's or boys'jerseys and similar articles, of wool, knitted or crocheted; 61101091
men's or girls' jerseys and similar articles, of wool, knitted or crocheted; 61102099 men's or girls' jerseys and similar
articles, of cotton, knitted or crocheted; 62052000 men's or boys' shirts of cotton. 

Sugar: 17011110 raw cane sugar for refining and 17011190 raw cane sugar (excl. for refining)
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Impact of a differentiated GSP

Proposals have been made to extend and deepen the GSP, in order to improve its 
developmental effectiveness in a way that would be consistent with the proposed reforms for 
Lome, and politically more realistic. As a derogation to the WTO rules, the GSP is quite 
flexible. Improvements could include moving access - where possible - in the direction of 
Lome, in terms of the degree of preference, rules of origin and cumulation; for instance, 
Lome rules of origin would be extended to all, but cumulation would be allowed only within 
recognised (WTO-notified) regions. Precise criteria would be established for graduation, 
based on a broad interpretation of the Enabling Clause, in order to put the 'ceiling' of 
eligibility for GSP as high as possible, so that as many non-least developed ACP countries as 
possible are included. Now that the provisions for Least Developed of 1997 have set a 
precedent, it has been proposed that rather than remaining purely discretionary, GSP schemes 
could be bound in the WTO, so that they provide the same stability and predictability as 
Lome.

At present there are four types of criterion for benefiting from GSP: income, trade success, 
labour or environmental performance, and special needs (further divided into the special 
needs of the least developed and those of the drug exporters). The graduation formula already 
includes a combination of the first two. As a result, the basis on which differential treatment 
is granted to the various groups of countries does not seem to reflect a clear developmental or 
even economic basis. But the only challenge to these differentiations under the WTO dispute 
procedure has been by Brazil against the special treatment for Andean drug exporters.

One proposed solution is to replace existing variations within the GSP by a single set based 
on clear, objective criteria, such as GNP per head. ODI (1998) and Stevens et al. (1998) have 
put forward a five-category system. The GSP countries would retain a simplified three-tier 
division, with all low income countries (below $600 GNP per capita in 2005) receiving the 
access available to least developed before the 1997 reforms and upper level developing 
countries ($4-6000) having a reduced access, preferably across all products; alternatively with 
the specialisation index combined with an income cut-off. The categories would therefore be: 
MFN and Least Developed (at the extremes), and three categories of GSP (see table 3.3).

Table 3.3: Possible Differentiated GSP

Category

MFN

Upper-income

Middle-income

Low-income

Least-developed

GNP per head 
($,1995)

5,000+

3,300^,999

500-3,299

<500

SADC countries'*'

Mauritius,

South Africa, Zimbabwe, Namibia, Botswana

Angola, DR Congo, Lesotho, Malawi,
Mozambique, Tanzania, Zambia

(*) GNP per capita for Seychelles and Swaziland were not available.
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Countries which would gain most are those that (a) export goods where preferences over 
MFN are substantial and (b) would be moved into the more preferred categories of the 
differentiated GSP. A first attempt at classifying GSP beneficiaries and ACP countries 
together along those lines (see Table 3.4) leads to the following observations.

Most of the main beneficiaries, the non-least developed transferred into the Low-income
category, are non-ACP countries, including India, Pakistan and Vietnam; the only ACP
countries are Kenya, Ghana and Nigeria. All other ACP countries would lose access
(absolutely as well as relatively).
Most SADC countries fall into the middle-income category. Mauritius stands to lose most
since it would be in the Upper-income category, just below MFN.
Some non-ACP developing countries might also lose in relative terms, such as the
Andean countries.

Table 3.4: Development criteria (1995) 
Countries ranked by proposed income-differentiated GSP categories

Country"
(SADC in bold)

ACP/GSP Simple GNP GNP per Human Manufacturing in
per capita ($) capita(PPPS) Dvpt Index Total Output (%)

Least Developed
Mozambique
Ethiopia
Tanzania
Burundi
Malawi
Chad
Rwanda
Sierra Leone
Nepal
Niger
Burkina Faso
Madagascar
Bangladesh
Uganda
Guinea-Bissau
Haiti
Mali
Yemen Republic
Cambodia
Togo
Gambia
Central African Republic
Laos
Benin
Zambia
Angola

ACP
ACP
ACP
ACP
ACP
ACP
ACP
ACP
GSP
ACP
ACP
ACP
GSP
ACP
ACP
ACP
ACP
GSP
GSP
ACP
ACP
ACP
GSP
ACP
ACP
ACP

80
100
120
160
170
180
180
180
200
220
230
230
240
240
250
250
250
260..
270 ..
310
320
340
350..
370
400
410

810
450
640
630
750
700
540
580

1,170
750
780
640

1,380
1,470

790
910
550

1,130
930

1,070

1,760
930

1310

0.281 ..
0.244
0.357
0.247

0.32
0.288
0.187
0.176
0.347
0.206 ..
0.221

0.35
0.368
0.328
0.291
0.338
0.229
0.361
0.348
0.365
0.281
0.355 ..

0.368
0.369
0.335

3
8

12
18
16

3
6

10

21
13
10
6
7
9
6

14
6
9
7

14
7

30
3

Low income (non-LDC)
Vietnam
Georgia
Pakistan
Mauritania
Azerbaijan
Nigeria
Kenya
Mongolia
India
Nicaragua

GSP
GSP
GSP
ACP
GSP
ACP
ACP
GSP
GSP
GSP

240 ..
440
460
460
480
260
280
310
340
380

1,470
2,230
1,540
1,460
1,220
1,380
1,950
1,400
2,000

0.557
0.637
0.445
0.355
0.636 ..
0.393
0.463
0.661 ..
0.446

0.53

22
18
17
13

5
11

19
16
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Ghana ACP 390 1,990 0.468
Normal-income
Zimbabwe
Guinea
Honduras
Senegal
China
Cameroon
Cote d'lvoire
Albania
Congo
Kyrgyzstan
Sri Lanka
Armenia
Lesotho
Egypt
Bolivia
Macedonia
Moldova
Uzbekistan
Indonesia
Philippines
Morocco
Syria
Papua New Guinea
Bulgaria
Kazakstan
Guatemala
Ecuador
Dominican Republic
Romania
Jamaica
Jordan
Algeria
El Salvador
Ukraine
Paraguay
Tunisia
Lithuania
Colombia
Namibia
Belarus
Russia
Latvia
Peru
Costa Rica
Lebanon
Thailand
Panama
Turkey
Poland
Estonia
Slovakia
Botswana
Venezuela
South Africa
Croatia

ACP
ACP
GSP
ACP
GSP
ACP
ACP
GSP
ACP
GSP
GSP
GSP
ACP
GSP
GSP

GSP
GSP
GSP
GSP
GSP
GSP
ACP

GSP
GSP
GSP
ACP

ACP
GSP
GSP
GSP
GSP
GSP
GSP

GSP
ACP
GSP
GSP

GSP
GSP
GSP
GSP
GSP

ACP
GSP
(ACP)
GSP

540
550..
600
600
620
650
660
670..
680
700
700
730
770
790
800
860..
920..
970
980

1,050
1,110
1,120
1,160
1,330
1,330
1,340
1,390
1,460
1,480
1,510
1,510
1,600
1,610
1,630
1,690
1,820
1,900
1,910
2,000
2,070
2,240
2,270
2,310
2,610
2,660 ..
2,740
2,750
2,780
2,790
2,860
2,950
3,020
3,020
3,160
3,250 ..

2,030

1,900
1,780
2,920
2,110
1,580

2,050
1,800
3,250
2,260
1,780
3,820
2,540

2,370
3,800
2,850
3,340
5,320
2,420
4,480
3,010
3,340
4,220
3,870
4,360
3,540
4,060
5,300
2,610
2,400
3,650
5,000
4,120
6,130
4,150
4,220
4,480
3,370
3,770
5,850

7,540
5,980
5,580
5,400
4,220
3,610
5,580
7,900
5,030

0.513
0.271
0.575
0.326
0.626
0.468
0.368
0.655 ..

0.5
0.635 ..
0.711
0.651 ..
0.457
0.614
0.589 ..
0.748 ..
0.612
0.662
0.668
0.672
0.566
0.755 ..
0.525

0.78 ..
0.709
0.572 ..
0.775
0.718
0.748 ..
0.736

0.73
0.737
0.592 ..
0.689
0.706
0.748
0.762
0.848

0.57
0.806
0.792
0.711
0.717
0.889
0.794
0.833
0.864 ..
0.772
0.834
0.776
0.873 ..
0.673
0.861
0.716

0.76

30
5

18
12
38
10
18

6

16

18
15

26
18
24
23
19

8

6

21
15

18
14

9

37
16
19
30
18
9

22
31
18
24
19
10
29

21
26
17

4
17
24
20

Upper income
Mexico
Mauritius
Gabon
Brazil
Trinidad and Tobago
Czech Republic
Malaysia

GSP
ACP
ACP
GSP
ACP

GSP

3,320
3,380
3,490 ..
3,640
3,770
3,870
3,890

6,400
13,210

5,400
8,610
9,770
9,020

0.853
0.831
0.562 ..
0.783

0.88
0.882 ..
0.832

19
23

24
9

33
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Hungary 
Chile 
Oman

GSP 
GSP

4,120 
4,160 
4,820

6,410 
9,520 
8,140

0.857 
0.891 .. 
0.718 ..

24

MFN
Uruguay 
Argentina 
South Korea 
Hong Kong 
Singapore

GSP 
GSP

5,170 
8,030 
9,700 

22,990 
26,730

6,630 
8,310 

11,450 
22,950 
22,770

0.883 
0.884 

0.89 
0.914 

0.9

18 
20 
27 

9
27

(*) Swaziland and Seychelles not available.

In our quantification, we do not make any explicit assumption about GSP: as non-sensitive 
products' tariffs are reduced and most emphasis is concentrated on the least developed, we 
assume that the actual value of the remaining preferences may not be sufficiently large to be a 
major factor in the bargaining plans of SADC non-least developed countries. For least 
developed countries, we assume the continuance of their virtually free access.

3.3 SADC's regional integration

Under current plans, the negotiations on the SADC trade protocol should be completed by 
June 1999, and implementation begin by January 2000. This means that implementation 
cannot be complete before the planned start date of any relationship with the EU (2005), but 
that, even if there are delays, it will be complete by 2015. There could be substantial rapid 
progress, as the lowest tariffs are removed. The transition will be accelerated, but also 
complicated by the existence of current and potential separate agreements among subsections 
of the SADC countries, through bilateral arrangements and COMES A (table 3.5). Since 
October 1998, COMESA members have been expected to offer 90% preferences on all 
product lines, though in practice many are not doing so. Zambia, for example is currently 
applying 60% preferences in view, it argues, of its lower absolute tariffs, while Namibia and 
Swaziland are allowed derogations from any preference because of their membership of 
SACU. The Indian Ocean Commission and the Cross-Border Initiative both have plans for 
reducing tariffs among their members, and potentially for common external tariffs. We are 
assuming that SADC has complete free trade by the end of the transition period, and 
(effectively) that no new members large enough to affect the nature of SADC join.

One question remains about the treatment of the most sensitive products. For some countries, 
this list is seen as being goods which it is not intended to liberalise within the eight year 
transition period; there is a possibility that the region could take advantage of the 
'substantially all trade' WTO rules to maintain, permanently, some exceptions. For the 
purpose of our calculations of the effects of different external relations, the choice of products 
would have little aggregate effect; there would be sectoral questions. The limiting question 
for SADC might be from its relations with others. Although SADC has one developed 
member (South Africa) and therefore cannot be treated under the more relaxed regional rules 
for developing country regions, the region is mainly composed of developing countries, and 
therefore is not likely to have to face strong opposition to stretching the rules. But if it signs a 
REPA with the EU, this would be a mainly developed country region, and it would face much 
stronger pressure to keep exceptions to a strict interpretation of the maximum permitted. 
Therefore, unless it wanted to have fewer sensitive goods exempted from its REPA with the 
EU than in intra-SADC trade, and thus have SADC countries effectively discriminating 
against each other and in favour of the EU, the number of exceptions in an agreement with 
the EU would set a de facto limit on intra-SADC exceptions. (In principle, the EU's declared
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policy of not wanting to have a more favourable position than SADC with respect to South 
Africa would have the same effect.)

Table 3.5: SADC countries' membership in 'trade' regions

Least developed
Angola
Congo DR
Lesotho
Malawi
Mozambique
Tanzania
Zambia
Developing countries
Botswana
Mauritius
Namibia
Seychelles
Swaziland
Zimbabwe
Developed country
South Africa

Customs
union
SACU

X

X

X

X

X

Regions which intend to become FT As

SADC COMESA EAC IOC

X
X
X
X
X
X
X

X
X
X
X
X
X

X
X
?
X
?
X X
X

X X
X
X X
X
X

CBI

X

X
X

X
X
X
X
X

X

Although some SADC experts would consider an eventual move to a common external tariff 
a possibility, and would support it, there is no formal proposal for it at present, and it is not 
assumed in this paper. (It should, however, perhaps be noted that no FTA has ever survived 
indefinitely: they have moved forward into customs unions, or faded away when the 
immediate interests which brought them together came into conflict with other interests.) 
This in principle allows the SADC countries to continue to have free trade arrangements with 
non-SADC countries (there are precedents here in other free trade areas, for example Mexico 
is a member of NAFTA, but also has agreements with Colombia and Venezuela and with 
Chile; Canada, also in NAFTA, also has an agreement with Chile). The SADC Trade 
Protocol explicitly provides that it should 'have due regard to... the existing preferential trade 
arrangements' (3.La), that countries 'may enter into new preferential trade arrangements 
between themselves' (27.2), and that 'Nothing in this Protocol shall prevent a Member State 
from granting or maintaining preferential trade arrangements with third countries, provided 
such trade arrangements do not impede or frustrate the objectives of this Protocol and that any 
advantage...granted to a third country under such arrangements is extended to other member 
states' (28.2). This last provision reinforces the problem cited above of having different or 
more limited lists of 'sensitive product' exclusions with an external partner.

While there is no legal reason to avoid such relationships, there are clearly practical ones 
(each one requires detailed negotiation of the way in which all existing arrangements will be 
treated, and then requires rules of origin in the operation of it), and there are economic ones, 
analogous to preference erosion. Granting free trade to additional countries erodes the 
advantages of it to suppliers from within SADC (and, as in any regional agreement, increases 
the risk of trade diversion). There may also be political or international relations difficulties.
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Taking the NAFTA example again, NAFTA itself resulted from Canada's refusal to be 
excluded from a US-Mexico agreement when this was proposed after the signing of the 
Canada-US FTA. A system of overlapping agreements does not seem, from historical 
evidence, to be stable, with some surviving and strengthening, others being absorbed, and 
some disappearing.

It would be more difficult for a member to join a customs union, with a common external 
tariff, with non-SADC members (as is evolving in the East African Cooperation), unless the 
non-SADC members of the CU entered into a Free Trade agreement with the rest of SADC. 
In this case, the CU members would need to negotiate together with the rest of SADC (as 
SACU normally do now), or allow the SADC members to represent them. Again, this 
illustrates the potential complexity of SADC countries' tariffs, and programmes of tariff 
changes, over the next 8-10 years. (For SADC, COMESA, and each of the other possible 
arrangements, there would be in principle a need to report the arrangements to the WTO, and 
face examination under the Article XXIV procedures.)

Individual SADC countries may therefore find that they have several tariff structures: to a 
bilateral partner (e.g. Zimbabwe-South Africa), to COMESA partners, perhaps divided 
between those who are moving faster and slower, or between long-term members and new 
members (like Egypt) who are only beginning their transition to lower tariffs, and finally to 
other SADC partners; to IOC or CBI partners. Any increase in membership of SADC, 
COMESA, EAC (all of whom have increased their members in the last two years, or are 
considering increasing them), or in any of the other groups, could introduce a new set of 
transition periods. To negotiate with an additional outside partner, the EU, in these 
circumstances, should mean considering how this will affect all the existing relationships 
economically (the erosion of preference argument) and practically (sensitive products, rules 
of origin, simply the number of routine group meetings).

3.4 EU-South Africa

Agreement was reached between the negotiators of South Africa and the EU on an FTA at the 
end of January 1999, and has now been approved by the South African cabinet and EU 
ministers, but not ratified by either side. We assume that it comes into effect by 2012. It 
provides a 10-year transition period for the EU and 12 for South Africa. This agreement is 
important for SADC's relations with both the EU and the WTO. For the EU, it is an 
agreement with the largest trader within SADC, and therefore must correspond closely to the 
EU's position on an agreement with SADC as a whole. During the course of the negotiations, 
it was already de facto acknowledged that it would be an agreement with SACU as a whole 
because of the impossibility of enforcing rules of origin. Thus it provides a clear indication of 
what a REPA would offer to SADC. With the major trading country within SADC already 
committed to an agreement with the EU, it will be difficult as SADC moves to free trade 
between the rest of SADC and SACU for the rest of SADC not to have a similar relationship. 
This is not only for practical rules of origin reasons. Different external regimes could impede 
serious progress in the direction of consistent development and industrial strategies.

The EU-South Africa agreement may test the regulation of regions by the WTO. Preliminary 
estimates are that the excluded products amount to 5% of South African exports to the EU, 
but 37% of its agricultural exports, and 14% of EU exports to South Africa, with a transition 
period of 10 years for the EU to give access and 12 for South Africa (AFP, 19 Feb. 1999; EC,
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1999). These trade shares are consistent with the EU's declared interpretation of the WTO 
rules for 'substantially all trade', that it must be 90% of all trade, but not necessarily 90% of 
each partner's trade, and that it must include all sectors, but need not offer 90% of each 
sector. But neither the 90% benchmark nor the possibility of calculating compliance by 
averaging in this way has been tested, and no other FT A currently being examined presents 
such asymmetry. More fundamentally, one could ask 90% of what? Here, it is interpreted as, 
of goods currently traded, but tariffs and restrictions reduce (or prevent) trade, and therefore a 
highly restricted sector could remain excluded because it was so restricted that it fell below 
10%. Reductions in barriers as part of the move to the FTA could increase trade in the 
derestricted sectors (thus improving the apparent coverage), but general reductions, for 
example in another WTO trade round, could increase trade in the sectors which remain 
restricted, reducing the calculated coverage. How this will affect the (planned) periodic 
reviews of regions has not been tested, and few other FTAS are so close to the borderline that 
they could be shifted by minor trade share changes. (The 12 year transition is probably 
acceptable; other new FTAs also exceed the 10 years, and no existing agreement took under 
10 years.)

The exclusions on the South African side include cars and components, textiles and clothing, 
meat, sugar, grains, and dairy products. This list would be a first list for any negotiation with 
SADC; it includes some of the products considered 'sensitive' by the other SADC countries. 
But the list of excluded or restricted products on the EU side also includes beef and sugar, as 
well as some fruit products and cut flowers which are important for other SADC countries 
(and unrestricted under Lome). This could cause problems in designing an agreement for the 
other countries.

Table 3.6 shows the products considered sensitive by the SADC countries in their own 
negotiations. This does not necessarily correspond to those which would be sensitive in 
imports from the EU, with very different economic competitiveness relative to the SADC 
countries, but different lists of sensitive products would pose problems for rules for origin.

The rules of origin for the South Africa-EU agreement are also more restrictive than those for 
Lome countries, and in view of the EU's declared objective of reducing the number of rules 
of origin, this could indicate what it would try to secure in a REPA.
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Table 3.6: Sensitive Products in SADC

Product Ang Bots Les Mal Mau Moz Nam SA Swa Tan Zam Zim

Agricultural

Tobacco

Maize

Wheat

Rubber

Tea

Rice

Beef

Oil seeds

Cotton

Sugar

Citrus fruits

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X X

Manufactured/processed

Light engineering products

Textiles

Garments

Pharmaceutical products

Plastic products

Timber products

Maize products

Wheat products

Footwear

Motor vehicles

Motor vehicle components

Cooking oils and fats

Processed foods

Poultry products

Beer

Fertiliser

Furniture

Soap and detergents

Toiletries

Dairy products

Animal feeds

Cigarettes

Paper products

Electrical goods

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

Source: Imani Development, SADC Trade Protocol Report (1996)
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The non-trade coverage of the EU-South Africa agreement may also indicate what might be 
added to trade in other EU agreements. The most well-known addition is the regulation of 
the use of terms like port and sherry: the interesting point as a precedent for other agreements 
is that the agreement will control their use not only in exports to the EU, but in South Africa's 
trade with other countries, and potentially in its own domestic market, an extra-territorial 
application of EU law. The agreement does not, however, offer exemption from anti­ 
dumping or other trade actions (and the EU imposed anti-dumping duties on South African 
steel less than a month after the agreement was reached). Excluding such actions is an 
addition to a few free trade and customs union agreements, and a valuable one, as anti­ 
dumping has replaced emergency tariffs (no longer allowed under the WTO) for short-term 
protection. There is very limited coverage of services.

3.5 The EU's FT As and other trading relationships with other countries

These have economic and negotiating implications for SADC's choices. As is the case within 
SADC, any agreement the EU signs with another group reduces the value of 'special' access 
to the EU (it reduces the ability of the SADC countries to benefit from trade diversion from 
other EU trading partners), but the EU is a different case from the normal. Unlike other 
major trading countries, most of its trade is on 'special' arrangements: within itself, with 
other western European countries, with Eastern European, with Lome of course, with the 
Mediterranean countries, and (under negotiation), with MERCOSUR, Chile, Mexico... And 
for the future, every Lome country will be facing the same choice as SADC, of whether to 
join a REPA with the EU. Depending on how the Mediterranean arrangements develop and 
on whether agreements with the other ACP countries and with the major Latin American 
countries are signed, the decision facing SADC could be not whether to have a specially 
favourable agreement with the EU (the normal implication of an FTA) but whether to refuse 
to sign, and have a specially unfavourable (to be the only region excluded from a network of 
FTAs). Which is more probable? On the Latin American side, the prospects of FT As seem 
very distant, because the sensitive agricultural products are even more important than in the 
South African case, without the historical and political reasons for wanting an agreement with 
South Africa. The series of studies which the EC asked to be prepared on potential ACP 
REP As was as pessimistic about the prospects and effects for the others as for SADC. SADC 
needs, therefore, to keep aware of the developments in this area (and particularly of what is 
happening among the other ACP countries), but it can perhaps assume that the choices will 
look much the same to the other areas as they do to it. and therefore (as a first guess in setting 
its negotiating assumptions) that if it signs a REPA, the others will; if not, they won't.

But it is necessary to remember the fears of Canada when the US started to negotiate with 
Mexico. A series of FTAs by the EU with other regions is very different from a single FTA 
with all. On the one hand, it allows each to negotiate different inclusions and exclusions, but 
on the other it prevents all countries except the EU from benefiting fully from the access or 
the reduced costs imports from the other partners.

The other reason for looking at the other agreements is that, like the EU-South Africa 
agreement, they indicate what and how the EU negotiates.

Mediterranean agreements

Like ACP countries, Tunisia and Morocco have enjoyed non-reciprocal preferential trade
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preferences from the EU for more than 25 years under the co-operation agreements signed in 
1976 (and subsequently amended on several occasions, e.g. enlargement of the European 
Economic Community to Spain and Portugal in 1986). Like the Lome preferences, these have 
been progressively eroded by the extension of preferences to other countries, and by the 
achievements of multilateral trade liberalisation under the GATT (See Fontagne and Peridy, 
1997). In 1995, the EU adopted a New Mediterranean Policy covering eleven Mediterranean 
countries. 11 The Euro-Mediterranean Partnership has three main facets: economic co­ 
operation, political dialogue and free-trade. Its central feature - as agreed at the Euro- 
Mediterranean conference in Barcelona - is the implementation of bilateral free trade 
agreements between the EU and each Mediterranean country, to be completed by 2010. 
Morocco and Tunisia have already signed such agreements, while negotiations with Egypt are 
ongoing. The Barcelona agreement does not directly provide for an FTA between the EU-15 
and the 'Med-11': free trade among Mediterranean countries themselves is not part of the 
Barcelona agreement. The early Cannes declaration only called for each participant to 
implement additional free trade agreements with the others, on an individual and voluntary 
basis. The free trade agreements signed with Morocco and Tunisia have the following 
characteristics:

non-agricultural goods'.
exports to the EU already enjoy free access; the only exceptions are textiles and 
clothing, for which the EU agreed to lift all restrictions progressively; 
imports of industrial products from the EU will be fully, though gradually, liberalised 
along a calendar stretching over a transitional period of 12 years; protection for the 
less sensitive products (capital goods) will be lifted at the beginning of the period, 
while more sensitive products (consumer goods) will be liberalised near the end (see 
Box 3.1).

agricultural goods:
the EU has agreed to liberalise trade slightly in agriculture by extending concessions 
already granted (e.g. increase in tariff quotas); 12
on the Maghreb side, while it was agreed that no additional tariffs will be applied to 
EU products, real negotiations for liberalisation will start in 2000.

11 Algeria, Morocco, Tunisia, Lebanon, Syria, Israel, Egypt, Jordan, Malta, Cyprus, Palestine.
12 On the EU side, planned measures include: (i) the implementation of the preferential status for some products 

already granted by France to Mediterranean countries (early potatoes, tomato concentrate, oranges other than fresh 
produce), (ii) free access at certain times of the year for new products such as market garden produce, (iii) an 
increase in zero-duty tariff quotas between 1997 and 2001 on oranges, early potatoes, tomato concentrate and fresh 
apricots. In return, Tunisia has given an undertaking to give the European Union preferential access for its cereals, 
meat and dairy products and to consolidate its GATT-related concessions.
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Box 3.1

Phasing out tariffs on imports of industrial goods from the EU: 
the cases of Morocco and Tunisia

The free trade agreements signed between the EU and Tunisia and Morocco respectively, provide for the 
progressive liberalisation of imports of industrial goods from the EU in these two countries. In both cases, the 
liberalisation schedules distinguish four categories of industrial products, though with slightly different 
provisions.

Tunisia
(Source: Chemingui and Dessus, 1999)

Tariffs on EU industrial goods have to be "dismantled swiftly for imports of products without domestic 
equivalents, but more slowly for protected domestic products competing with imports. Some industrial products 
deemed to be of critical importance are not covered by the agreement. In practice, industrial products are 
categorized in four lists.

1. The first list contains goods for which the removal of tariffs is immediate. This relates to capital goods not 
manufactured locally; in 1994 they accounted for 12% in value terms of all imports from the EU (World 
Bank, 1995).

2. The second list contains goods for which tariffs are to be removed over a period of five years as from the 
effective date of the agreement. These consist essentially of raw materials and other input products not 
produced locally. Again in 1994, this list accounted for 28% in value of all imports from the EU.

3. The third list comprises goods for which protection is to be removed over a period of 12 years (the duration 
of the transitional period), at the rate of one twelfth per year. The products concerned in this case are those 
which are manufactured locally and considered competitive by the Tunisian authorities. This latter list 
accounted for 30% of all imports from the EU in 1994.

4. The fourth list contains the other industrial products, whose tariff protection will be removed over 12 years, 
including an initial 4-year period of grace, at the rate of one-eighth per year. This last list accounted in 
1994 for 30% in value terms of all imports from the EU."

Morocco
(Source: Stevens etal, 1998)

"Imports from the EU are subject to a complex system of trade liberalisation. Industrial products are covered by 
four different schedules of tariff reduction:

1. products subject to immediate tariff reductions (with some restrictions, including tariff quotas on some 
processed agricultural products);

2. products subject to a three-year transition, with a 75 percent reduction in tariffs in year one;
3. products subject to a Twelve-year transition, starting in year three;
4. products on which tariffs are abolished in year one and minimum import prices abolished in year three.

The tariff schedules are completed with a list of products exepmpt from tariff reductions, but where import 
quotas must be abolished (although in some cases this takes place only at the end of the 12-year transitional 
period.

The general pattern of liberalisation of industrial products from the EU is that low tariff son imports of 
intermediate products used in production and capital goods are abolished early in the 12-year period, and 
imports of consumer goods subject to high tariffs are liberalised towards the end of the transitional period".
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Several lessons can be drawn by SADC countries from the Euro-Med free-trade agreements:

  On freeing imports of industrial goods. Given previously existing preferences, the short- 
term impact of these free trade agreements on Maghreb exports should be very small. 
Conversely, the impact on Maghreb imports from the EU will be very important, putting 
both the balance of payments and domestic industrial firms at risk. Although estimations 
have been circulated that about sixty per cent of the latter would be unable to resist 
European competition unless significant technological and marketing upgrading is 
achieved by 2010, there is no robust evidence to support any such figure. (Fontagne et 
Peridy, 1997). The improvements in access are not equal.

  On freeing imports of agricultural products. This is clearly the most contentious part 
from the point of view of the EU, as in all its trade agreements. And agriculture is of 
primary importance for North African countries (as it is for SADC). A recent simulation 
shows that in the case of Tunisia, the agricultural sector should not expect any gain from 
opening to the EU unless it obtains the lifting of European quotas faced by Tunisian 
agricultural exports in exchange. In the absence of such concessions, Tunisia is better off 
liberalising trade in this sector unilaterally, to the whole world rather than to the EU alone 
(Chemingui and Dessus, 1999). The benefits are small.

  The process of negotiation to obtain an adequate gradual phasing out of tariff protection - 
thus leaving time both to the government and firms to adjust to lower tariff revenues and 
increased competition respectively - has required a major effort (Stevens et al., 1998, on 
Morocco). That was for an agreement between the European community and one partner 
country. For SADC countries to agree collectively with the EC on a common schedule of 
import liberalisation, will require even more effort and expertise. The Mediterranean 
agreements, unlike the South African, include 'policies on trade in services (including 
rights of establishment), competition policy and government procurement (Stevens et al, 
1998, p. ix.). The negotiating cost is significant.

Eastern Europe

Another of the EU's current negotiations could have an even stronger impact than the others: 
the potential entry of new Eastern European members into the EU. This would not only 
affect trade more strongly (a customs union, not just an FTA, and many are major agricultural 
exporters, increasing the sensitivity of the EU to agricultural imports), but could affect the 
negotiating stance of the EU by adding new interests. This is one more stage in the reduction 
in the predominance of countries with traditional links with the ACP countries. The 
importance of this should not be exaggerated: the date at which the Eastern European may 
enter has been postponed, so the transition may not be completed by 2015 (our scenarios 
make no assumptions about a change in EU composition of trade or trade policy before then); 
they will be politically weak relative to the existing members, and have more urgent priorities 
than negotiating trade policies with minor trading partners. Moreover, it is some of the 
'traditional' EU members which have been most determined to end Lome and substitute a 
reciprocal relationship, but their entry is another indication of the decreasing 'specialness' of 
any relationship with SADC. The agreement with South Africa includes a provision for 
consultation if new countries join the EU.

The entry of the Eastern European countries could reinforce the budgetary and WTO
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pressures (joined with the traditional opposition of businesses that use agricultural products 
as an input, like confectionery) already encouraging reducing the level of support for 
European agriculture. (The assumptions we have made do not include any additional impact 
on the EU for this.) This would reduce the potential impact of EU products as imports into 
SADC if there were a REPA (although this may be of minor importance as all the affected 
products would be likely to be excluded as sensitive, as they are in the EU-South Africa 
agreement), and would reduce the value of the sugar and beef protocols (and probably the 
value of exports of some horticulture products), and therefore the loss if they are removed in 
any post-Lome settlement, and therefore their impact on SADC's choice of strategy.

3.6 SADC's relationships with other countries outside the region

For SADC, the effects of establishing any other special trading relationships would be the 
mirror image of how EU relations affect it: it would gain from less trade diversion 
(broadening its sources of supply of imports) as well as from the negotiating advantage of 
having 'an alternative'. But they could also constrain its ability to make choices.

All its members have GSP (or least developed GSP) access to the other developed countries, 
but some (notably Mauritius) are subject to the MFA. This will end after 2004, and although 
tariffs on textiles and clothing remain high, this could reduce the relative advantage of the EU 
market. The US has also proposed (still not passed) a bill to give additional access to African 
countries. It has an ultimate aim of free trade (though not for a quarter of a century), but 
initially offers non-reciprocal access. 13 As well as trade elements, it requires countries to 
have 'adequate' democracy and trade liberalisation policies of their own. It thus goes beyond 
a simple trade agreement (perhaps there is no such thing as a simple trade agreement). A 
potential substitute bill (introduced in February 1999) would include labour and 
environmental provisions. In the only precedent for special preference for a region, its special 
arrangements with the Caribbean, the US explicitly required any access offered to another 
developed country to be extended to it. While this is not apparently explicitly included in the 
US Africa agreement, it must be considered an implicit condition, certainly for a major 
trading country like South Africa, if not for the other SADC countries. The timing of the 
Africa bill is suggestive: it followed the EU's signing of the agreements intended to lead to 
FTAs with MERCOSUR, Chile, and Mexico, and may have had a negotiating motive, of 
warning the EU that if it entered traditional US trading territory, the US would respond in 
kind. The US has an explicit commitment to support SADC integration (Business Day, 26 
January 1999), and a framework for trade cooperation with South Africa (signed three weeks 
after the EU and South Africa reached agreement).

SADC has had informal contacts with other groups, like MERCOSUR and ASEAN. From 
the point of view of SADC's trade patterns, it clearly has an interest in trade with groups 
outside its own region and the EU, but there is no other single area which predominates. 
Thus, while there is no other area in which it has an interest sufficient to form the basis for a

Like the US Caribbean Basin Initiative, it is potentially challengeable in the WTO for the same reasons 
as Lome. The existence of these other potentially non-WTO-compatible arrangements supports the 
view that the pressure on the EU to end Lome could have been countered by effective bargaining, and 
the EU has chosen not to do so. This means than any proposal for EU action which would be 
equivalent to trying to preserve Lome must be considered contrary' to demonstrated EU intentions, and 
therefore not likely to be feasible.
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trading relationship (and no other area with traditional or political contacts sufficient to 
inspire a desire for an agreement), the collective importance of other areas suggests it should 
be cautious about restricting its trade negotiations to its major trading partners.
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4. Relationships beyond trade in goods

As has been obvious in all the sections on individual trading arrangements, 'trade' 
agreements are not only about goods. What are the implications of this for SADC's trading 
arrangements? The history of increasing coverage in the GATT and in the EU (formerly 
European Coal and Steel Community, then ECC, now EU) is clear evidence of how difficult 
it is to keep trade separate from other international economic policies. The need to introduce 
new subjects comes partly from the increased contacts and integration that come from 
increased trade flows, but also is a more direct consequence: the close association of 
economic activities means that non-tariff restraints can hinder or increase the cost of the 
movement of goods, for example, restrictions on services such as transportation or 
communications, or on the mobility of labour or capital, or different rules on patents or other 
intellectual property, or differences in standards or in how private sectors operate within their 
own company laws. Or from a more comprehensive point of view, a 'good' must be 
considered with its standard, with how it is produced, with how it is sold or maintained, 
where and by whom it is produced: drawing a line between what is of international concern 
and what is national will be arbitrary. Problems can be dealt with on an individual, one-off 
basis, and this is normal for minor trade flows or partners, but this provides an uncertain and 
variable remedy, inadequate as trade becomes more important. The additional areas of 
concern have tended to become subject to the same types of international coordination of 
rules and definitions of access that govern trade. And the process is cumulative, with these 
changes in turn leading to further increased contacts, and to new needs for coordination and 
rules. The fact that the EU and the WTO have set the precedent is also important: just as 
second round industrialising countries can copy and move faster to develop than the first, so 
new regions and regional agreements see how others have dealt with the problems. For a 
regional group in the 90s or OOs, there is another consideration: with the reduction in tariffs 
eroding current and potential preferences, making more rapid progress on non-tariff measures 
can be the only way of preserving some element of difference between inter- and intra- 
regional arrangements.

But in its initial proposal for REPAs and in its terms of reference for its studies of them, the 
EC assumed that these would deal only with trade in goods. SADC in its relations with the 
WTO has also lagged on areas other than its obligations under the trade in goods rules. These 
gaps justify a chapter to explain why they will be important in SADC's choices, although the 
lack of progress (and interest) means that it must be short.

4.1 Non-tariff Barriers

The Round before the Uruguay Round, the Tokyo Round, made the first effort to regulate 
these (although they had been in principle illegal from the beginning of GATT). They had 
been increasingly used by the developed countries in the 1970s and were becoming a major 
strain on the trading system. The reforms to agriculture and the MFA in the Uruguay Round 
brought two of the major areas under regulation, if not control. It is now to be expected that 
any trade negotiation should deal with these as well as tariffs, and the SADC trade 
negotiations are treating them in parallel with tariffs. There may need to be more systematic 
information and negotiation on these because the move to free trade will make remaining 
barriers more obvious. This experience should be extended to any other negotiations, and the 
evidence on what constituted barriers collected by the EU at the time of its Single European 
Market exercise (the 1992 programme) could provide evidence of the type of barrier to look
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for there.

4.2 Trading rules, customs etc.

The Uruguay Round included a range of rules on items like customs valuation which require 
countries to check whether they comply. In most cases, SADC countries' rules do comply, 
but failure to keep in touch with WTO rules and time limits could mean that they formally 
fail to do so. How far does this matter? It weakens their ability to require compliance with 
other rules from others. In the next negotiations it weakens their potential to try to change (or 
avoid changes). SADC countries have an interest in ensuring that rules are multilateral, not 
different with different trading partners.

4.3 Anti-dumping rules

The risk of subsidised products taking advantage of any reduction in trade barriers is already 
an issue in SADC's own negotiations and in its relations with the EU. While some regions 
have ended the use of anti-dumping actions within themselves (as the EU has), their 
continued availability in EU-South Africa and Lome suggests that these will remain 
important even if a REPA is signed with the EU; EC statements saying that 'solid' rules are 
needed confirm this. There do not appear to be plans to exclude their use within SADC. The 
first priority for all the SADC countries is to reform (in a few cases establish) their 
procedures in accordance with the rules which came out of the Uruguay Round, and to 
acquire the expertise to use them. This is particularly important because of the role of 
subsidies in agriculture: while these are temporarily exempt from anti-dumping rules (because 
of a compromise reached in the Uruguay Round) this immunity will end in 2003. Well- 
functioning rules could have two effects: not only punishing or preventing actual dumping, 
but providing the information and calculations to show when it is not occurring, replacing the 
current atmosphere of suspicion within SADC and between SADC and some of its trading 
partners.

4.4 Intellectual property

Although developing countries were given an extension to comply with the Uruguay Round 
agreements on this, longer for the Least Developed, these periods are coming to an end. 
Some countries may need WTO help, and this is an additional reason for improving contacts 
and participation there. If the question of genetically modified organisms becomes an 
important issue in the next found, this could have a major effect on exporters of agricultural 
products, and require participation. Moves by the EU to have its own regulations could affect 
its trading partners, and might prove challengeable in the WTO. At present, all SADC 
countries are mainly users, rather than creators, of patents and copyright, but 1998 saw the 
first case by Zimbabwe of filing worldwide for patent protection.

4.5 Standards

These can be used as a barrier to trade, if a country sets unduly high standards, and especially 
if it expects higher standards in imports than in home production. But it can also be a real 
barrier, where there are genuine differences in standards or where there is lack of information 
about what the standards of export markets are or how to meet them. For some of the SADC 
countries, there are weak or non-existent national standard-setting bodies, and the cost of
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remedying this could be high for small countries. According to the WTO, only Mauritius and 
South Africa have adequate national systems. One suggestion is to start from these to 
develop regional standards, or even simply adopt standards of one country. There are also, 
however, problems with accepting standards set by the major countries which may not be 
suitable for all (and there would always be suspicion of any single country). A negotiation 
with the EU would offer similar problems. Moving to fully international standards where 
these are available could be an alternative, and establishing such standards could provide an 
objective within the WTO where SADC would share interests with other developing 
countries. This could cut not only the cost of setting standards, but the information cost, if all 
export markets had the same, international standards. Strengthening the WTO rules about 
applying international standards and perhaps the procedures to avoid sudden changes could 
also reduce problems which have been faced by SADC countries.

The problem of discriminatorily applied standards, however, is one of information about the 
importing country, and more difficult to solve. The rules on what type of standards could be 
set were tightened in the Uruguay Round, restricting the possibility of using idiosyncratic 
national standards, by requiring countries to show a reason if they did not use international 
standards.

Agricultural standards, especially Sanitary and Phytosanitary (SPS) rules are likely to be 
particularly important for the SADC countries, and some have already faced barriers which 
have seemed arbitrary to them (to fish and to ostrich meat, for example). The WTO is trying 
to provide technical assistance to countries to enable them to understand and use the new 
rules.

4.6 Services

As indicated in Chapter 3, these must be on the WTO agenda. Services are an obvious 
interest for countries with low labour costs, and as members of a region the SADC countries 
have an interest in making treatment of regional preferences for services more systematic. 
Except for minor provisions on timing and technical assistance, there are no special 
provisions for developing countries in the services agreement and no provision for offering 
preferences. On the other hand, it is expected that developing countries will be strongly 
encouraged to increase their participation, by offering more liberalisation of more services. 
This offers scope for negotiations. The WTO has now prepared reports for about 20 sectors 
on how the arrangements made in the Uruguay round are working, and on problems with 
them, which will help to set the agenda for simple reforms. There are, however, still no data 
on how much countries, particularly developing countries, may have benefited (or lost) from 
the information that came out of the round or from the liberalisation. This will make future 
negotiations difficult, and require countries to make their own studies and plans. The nature 
of the services negotiations has evolved differently from goods, with greater reliance on 
specialists (not necessarily from trade ministries), and therefore a particular need for a 
coordinated national approach. The existence of momentum at the WTO level and the 
development of frameworks for negotiation there could encourage regional groups to move 
further, by providing them with the incentive to keep ahead of the multilateral norm, and with 
the information and forms to use. The rules for discriminating in favour of regional partners, 
however, are even less developed (although on paper stronger) than those for goods, and the 
feasibility of partners' discriminating in the purchase of an immaterial item may be more 
limited. The EU set the precedent for substantial progress at regional level, but this was

45



largely in the 1980s before the progress made at the WTO. The structure of the way in which 
services offers were made (at least in the last Round) discriminated in favour of existing 
regional arrangements, and against new ones, with countries allowed to specify any 
discrimination that already existed, without limit, but subject to strict rules for new 
discrimination.

4.7 Electronic commerce

This is not in itself an issue. It is a way of supplying goods or services (themselves governed 
by the appropriate rules), by a particular way of carrying on business: as such it may be cross- 
border or not. The WTO and private business do not see it as raising new issues, but rather 
put the emphasis on what is being supplied. But these new forms will affect negotiations.

4.8 Labour and the environment

Rules on these have appeared in regional arrangements (notably the EU and NAFTA), but not 
directly tied to trade: the rules and the provisions for enforcing them have been separate from 
the trade agreements. This is in accordance with the multilateral system, which up to now has 
dealt with these subjects by separate environmental covenants and the International Labour 
Organisation (ILO). But the US and EU GSP schemes both include provisions for requiring 
conformity to certain standards, to receive normal benefits (US) or 'extra' (EU). The US has 
used its provisions, the EU has not yet. Some members of the WTO have proposed including 
these in the next Round, but this has not yet been accepted. There are also proposals to use 
the balance of environmental damage as an argument in trade liberalisation negotiations. If 
goods can be identified which are produced in a more 'environmentally friendly' way in 
developing countries than in developed, removing barriers could benefit both development 
and the environment. The products which have been identified include several of interest to 
SADC, including horticultural products, non-timber forest products, fish, cotton and other 
fibres, and leather. For SADC, there is a negotiating interest in improving access on these to 
developed countries other than the EU (although most are already open under GSP). The 
interests with respect to the EU, however, are mixed: if they retain preferential access, under a 
REPA or new Lome, extending this to other developing countries would damage their 
interests; if they do not, they would themselves benefit from better GSP or MFN access. At a 
minimum, they must be aware of negotiations.

4.9 Questions of governance and democracy

The US has proposed including criteria about these in its Bill for African trade, and the EU 
has pressed for them in both its post-Lome arrangements and its other FTAs, notably that 
with Mexico. Economic unions like the EU and MERCOSUR have implicit or explicit 
commitments to ensuring democracy among their members (and have treated this as a 
condition for joining). But these are symmetric, common obligations, not conditions imposed 
by some members on others, and stem from their deep integration, going even beyond custom 
unions. Countries which plan to adopt common policies need a common approach and need 
to be able to respect each other's ways of governing. SADC, itself, with its development and 
sectoral integration programmes, has elements of deep integration, and a concern to protect 
(and spread) democratic processes has influenced membership, and has even led to 
acceptance of intervention across borders.
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The EU-South Africa agreement has parallel, not identical, statements by the EU and South 
Africa committing themselves to 'the principles of good governance' (EC, 1999, p. 9). The 
reasons for such conditions in a simple free trade or preference arrangement, however, are 
less clear. Where an organisation is expected to evolve and become more integrated over 
time, questions of process and how decisions will be made are important, but this does not 
apply for a fully defined contract which need not be reopened. There are no economic tests 
for whether or when forms of political integration are acceptable or even necessary: an 
interest in democratic processes seems more relevant to the type of group that has strong non- 
economic motives for joining together (political, security), and an intention to negotiate and 
compromise to stay together; these are precisely those groups which do not intend to use 
calculations of economic cost and benefit in order to decide whether to join together. (No 
such calculations were done before the original European community was formed.) Some 
congruence of approach is clearly necessary in any agreement. Even GATT and the WTO 
have had considerable difficulty in accepting countries with non-market traditions because 
their systems do not fit into the type of relationships on which GATT rules were based. And 
any agreement between countries requires sufficient trust that it will be observed. But how 
much formal agreement is necessary, of what form, and with what degree of symmetry is a 
political decision.

4.10 Interactions between regions and the multilateral system

What is the effect of the simultaneous negotiations at regional, inter-regional, and multilateral 
level? One EC argument is that a new WTO Round would bring regional negotiations to a 
stand-still, but there is no evidence for this from the last Round: this saw the European single 
market, NAFTA, and MERCOSUR completed, and the foundation of more regions, including 
SADC itself. There are practical difficulties, of negotiating consistency (all the questions of 
what to assume when more than one aspect of economic relations is changing at the same 
time which are explored in this paper) and of negotiating capacity, but the international 
system will never stand still to allow countries to work out their own strategies. The start of a 
Round cannot, therefore, be used to put pressure on the ACP countries to agree something 
before the end of 1999. But a Round does put trade more to the fore, and therefore makes 
countries more aware of what others are doing, and therefore potentially more able and ready 
to challenge this.

As discussed in chapter 3, there are contradictory indications of whether there will be a 
further tightening of rules for regions (which could be an alternative reason for trying to push 
any arrangements through before it happened). There has been insufficient time to test the 
current rules, and some of the potential opponents of regions have shifted: the increase in the 
US interest in special relationships is the most notable, but even Japan has effectively decided 
that it cannot beat, and must therefore join them (JETRO head Hatakeyama has said 'We 
cannot prevail alone. We have to face reality', and started to consider an agreement with 
South Korea (AFP, 10 February 1999). The countries still not in regional groups might want 
to tighten the rules, but not sufficiently to want to offer a concession in exchange. The WTO 
Committee itself probably will not take such an initiative.

The emphasis of any discussion in a new Round is likely to be on the potential damage any 
region may do to those excluded, rather than on details of rules. This could make 
arrangements like SADC easier, but the systemic nature of the EU agreements may mean that
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any agreement involving the EU will be looked at as a precedent for all the others, and 
receive close scrutiny. In 1997, the EU (DGI) supported clarifying the WTO rules further 
(Commission 10 Jan 1997), but that was only a few months after the issuing of the DGVffl 
Green Paper on ACP reform, and before the discussion had narrowed to the single proposal of 
free trade areas. The possible contradictions had perhaps not yet been recognised, and there 
have been no further proposals of that type. But this poses a difficulty for the EU in its own 
negotiations: if the only external control on regions is to concentrate on effects, not forms, it 
cannot use the argument that any concession it asks for is needed to make a region WTO 
compliant, because WTO compliance is now clearly a soft constraint.

4.11 All the non-trade items

The implication for SADC's negotiating strategy of this section is that there are as many 
possible strands as there are potential partners. The choice is complex, but there are a range 
of possible opportunities to gain, in different directions, if SADC itself has a clear idea of its 
objectives.
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5. SADC's negotiating options 

5.1 SADC and the EU

The proposal of the EC was that SADC (and the other ACP regions, or potential regions) sign 
a reciprocal agreement which would come under the Article XXTV rules; alternatively, the 
members could accept separately the normal GSP arrangements. The second is clear, at least 
in legal terms, even if we do not know how GSP could be modified: the individual countries 
would be defined by their income (or any replacement measure) into developing or least 
developed categories, and then receive whatever concessions the EU (and other developed 
countries) offered, without any obligations to offer reciprocity (although possibly with 
conditions in terms of labour, environment, or other 'good' behaviour) and without any 
(formal) input into what would be offered. The first is less clear.

The original Green Paper argued that a uniform FTA with all the ACP countries would be 
impossible because the ACP countries could not all agree on a 'single "plan" and "schedule" 
(as required by article XXTV.5) for the formation of a ACP-EU FTA which takes into account 
their trading patterns, their differing needs for industrial restructuring, for changes in fiscal 
policy...etc.' (p. 41) But individual agreements would be too separated, would lose the 
advantages of cumulation, and require too many possible derogations at the WTO. So 
agreements with regions were suggested as a compromise, with the advantages, not the 
disadvantages, of the former two. But the two pages of the paper on the subject do not really 
reach a firm conclusion on what is feasible, economically or legally. As SADC, with 14 
members, plus 1 for the EU negotiating together already implies as many members as the EU 
has after several stages of expansion, it still seems an impractical number for a starting point 
(the EU started with three, MERCOSUR with two, NAFTA with two), and the disparities in 
development and income between SADC and the EU are much larger than in other FTAs.

There is no previous example of a customs union (the EU) signing an FTA with an FTA 
(SADC). The case of SACU in SADC is different: it will be making an agreement as one 
participant with all the others, each acting for itself. The proposed agreement between the EU 
and MERCOSUR would be between two customs unions. In both cases, each of the 
negotiating parties has a single tariff (as a country or CU), and each has negotiating power 
(sovereign or delegated). A SADC-EU REPA could not fit this model. If SADC does have a 
firm intention of becoming a CU, it could defer external arrangements until it was sufficiently 
advanced to behave as one, but this would be well beyond the EU's 2005 deadline for ending 
Lome. It would be equivalent to choosing the GSP option, and then restarting negotiations 
later. It could offer an alternative model, of a new FTA including the two customs unions, 
EU and SACU, and all the other SADC members as the partners (effectively the old model of 
EFTA-EU relations). This would reduce the costs of separate FTAs, both administratively 
and economically, and provide a coherent legal structure. This has not, however, been 
proposed so we do not pursue it here. SADC could simply coordinate negotiations in some 
way, so that at least the timings of all the members' agreements with the EU (and any staged 
tariff reductions, perhaps) were the same, and perhaps ensure the same lists of sensitive 
products, thus minimising the need for increased rules of origin. Or finally the members could 
follow South Africa's example and negotiate completely independently, as is their right under 
SADC Trade Protocol rules. In this case, some might choose not to sign. This last format 
would follow what seems to be the norm for FTA members signing with other countries or 
CUs (c.f. the various deals by members of NAFTA).
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While legally there is no need for S ADC to make a choice of strategy on this (or to coordinate 
what it may decide with what other ACP regions may do), if SADC is a coherent region with 
common interests, it will want to consider these options together. Even as a practical matter, 
it may gain negotiating strength by considering them together, and possibly also with the 
other ACP countries. While the EU originally called the agreements it wanted to sign REPAs, 
it has increasingly recognised that they may need to be legally country-by-country, and in any 
case the choice in the negotiation is not the EU 's. We have assumed something like the 
coordinated negotiation model in simulating the results: that there is full free trade among the 
three elements: SACU, EU, and other SADC. An alternative, suggested in Imani, 1998, 
would be for the least developed countries to remain outside, while Mauritius, Zimbabwe, 
and the Seychelles signed a REPA. The existence of the South Africa-EU agreement means 
that there is a strong probability that an EU-SADC agreement negotiated jointly or in a 
coordinated way would follow that model. Any of the less coordinated models would be 
strongly influenced by it (as example and because of the difficulties of having different 
agreements within an FTA), but could have some variations.

An additional argument for a regional approach is that the EC has said that its aid programme 
will be on a regional basis. Support for trade could be more consistent if trade is also 
regional, but this may be a minor consideration. The EU has had regional aid programmes 
with Asian and Latin American countries for more than 20 years, without requiring them to 
form regional trading arrangements with it; SADC's own regional structure may be 
sufficient.

As mentioned above, EAC, COMESA, IOC, and CBI all include an objective of harmonised 
CETs: it would be possible, therefore, for the non-SACU members of SADC to negotiate 
together under one or more of those headings, but this could weaken SADC by moving the 
negotiating responsibility to COMESA and by encouraging a negotiation for all COMESA 
(certainly to include the EAC). This could lead to an FTA whose components would be EU, 
SACU, and COMESA.

The EU-South Africa precedent and the proposals of the EC both suggest that any 
arrangement(s) would be asymmetric, with more sensitive product exemptions on the SADC 
side than the EU. These, again, could be the same across the countries or different, with the 
differences being either completely separate lists or different numbers of products taken from 
some standard list. In an FTA, the choice will affect trading partners. Even if rules of origin 
prevent trade deflection (importing a good through a low tariff country to a high tariff 
country), the imports by the low tariff country may mean substitution of EU goods for a 
SADC good14 . This would be an additional argument for a coordinated approach to an EU (or 
other) strategy.

A basic question is what the SADC countries want out of a trading relationship, and whether

14 This would be trade 'undiversion' not trade diversion, and therefore welfare improving, but this would 
not necessarily make it acceptable to the SADC trading partner. The EU product could only displace 
the alternative SADC product if the EU is the more efficient producer, but the fact that the product had 
been designated as sensitive in the country still protecting it suggests that losing export share would be 
considered undesirable. This is the essential difficulty of FT As: while any alteration to the external 
regime (and many alterations to the internal regime) may affect the trading partners, they do not have 
the legal right they would have in a CU to influence the decisions.
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they want the same things. A preferential arrangement (GSP or Lome) offers a temporary 
improvement in access, with the theory behind it being that breaking into a new market, by a 
new producer, requires some special assistance. For some SADC countries, Lome has worked 
in this way, but others (particularly among the least developed) think that they were not yet 
ready to benefit from this. They do not yet have the potential exports. A regional 
arrangement, with in principle permanent duration, is based on a different theory: that 
liberalising trade increases efficiency (and that, in a particular case, this effect will be greater 
than the inefficiencies created by trade diversion in a region); the emphasis is on the 
advantages of increased imports to income, not those of increased exports to output or of 
encouraging a particular sector as part of a development strategy. Some SADC countries may 
consider themselves ready to take advantage of this, but others may not. The effect of 
permanent tying to a particular trading partner must also be considered: implicitly preferences 
are seen as temporary, so Lome was never seen as permanent; regions are normally of 
indefinite duration. The EU-South Africa agreement is of indefinite duration, although with 
an unusually short notice period for withdrawal of six months. But export access remains 
also an issue, because the non-least developed countries (as indicated in chapter 3) would lose 
existing preferences and access.

If SADC countries do not want the same things, this might not preclude agreement. For the 
least developed countries, preferences may be becoming more relevant, and at least they 
might not want to lose the possibility for ever by entering a binding FTA. But the 
developing could still have the benefit of access by, for example, investing in the least 
developed and using their access to the EU (and other developed countries). This would not 
apply to all products or countries., and clearly having their own access rather than using a 
least developed neighbour would be even better, but it offers an additional choice: for the 
developing to give up direct access, which would mean not having to give reciprocity, but 
substitute indirect access through the others. It provides an interesting counter-example to the 
assumption that an FTA will necessarily want the same relations with external partners for all 
its members.

This also calls into question the EC position that least developed countries in a REPA would 
have to lose their (WTO-contracted) access rights. If there is to be differentiation among its 
agreements with SADC members, then there no practical or legal reason for not allowing this 
particular type of differentiation. If negotiations could preserve the least developed's rights, 
this would increase the possibility of securing some agreed strategy between the least 
developed and the developing.

As well as its own negotiations, SADC must consider its position within the ACP, whose 
negotiations with the EU have already begun. The negotiating position there is to concentrate 
on preserving as much as possible, for as long as possible, the Lome conditions, with pressure 
for a 10 year transition period instead of 5 before any post-Lome arrangement begins, and 
preference for an improved and reformed GSP, which could have as near as possible the same 
effect as Lome, as the next option. The key word is Alternative Trading Arrangements 
(ATAs), which includes REPAs, but is definitely not restricted to them. The ACP position 
also supported a third way of dividing the ACP countries: not just by region or by least 
developed and other, but introducing 'small landlocked and island' as separate category. 15

It should be noted that the WTO has observed opposition to special treatment for SIDS (small island 
developing states) on the part of some Least Developed countries.
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This brings out the contradiction implicit in the Green Paper, which supported differentiation 
among the ACP countries on the grounds of different needs and levels of developments, but 
then proposed regional arrangements, each of which would take in developing and least 
developed countries (and two of which, SADC and CARICOM, would include developed 
countries).

There are thus a range of possible options for SADC with respect to the EU, working together 
or separately, with all or subgroups of ACP, in the short or long run. A final option is to 
decide to concentrate on multilateral negotiations instead. The most likely choice will be 
some combination.

5.2 SADC and the WTO

SADC does not have the choice of not taking an interest in the WTO: all its members are 
WTO members (plus an applicant); all are bound by its rules, and will be bound by any 
change in those rules. But there are few examples in WTO papers of SADC interventions, 
with South Africa and Tanzania the only, partial, exceptions; while all developing countries 
are relatively inactive, Latin American and Asian are more often present. This is both cause 
and effect of the low levels of representation mentioned in chapter 2. This is a cause for 
concern at the WTO: one of the commitments secured from Switzerland when it bid for 
WTO to remain in Geneva was that it would establish a development house, with facilities for 
developing country missions, and possibly some support. This has not been done. The 
relatively large representation of Tanzania and South Africa could provide a basis for SADC 
representation, with coordination on practical matters at least. There have also been 
proposals for ACP and for Commonwealth country pooling of resources. It is not only 
necessary to receive information, but to ensure that SADC interests are taken into account at 
an early stage when countries are forming proposals. This is particularly difficult as these 
preliminaries are done by countries and groups of countries, not by the WTO secretariat.

SADC has not been notified as a region under Article XXIV (because there is as yet no full 
trade agreement to notify), but it does have observer status. 16 This gives it the opportunity to 
present policies jointly, when these exist. SADC could act as individual countries, jointly as 
SADC, with other appropriate groups (agricultural exporters, clothing exporters, least 
developed countries, etc.) or with the EU in the WTO. For any of these, it has to identify 
what it could get from the WTO system.

There are two questions: the possible changes in the WTO's policies for autonomous reasons 
which could affect SADC (discussed in Chapter 3), and what SADC itself could try to 
change. With the possible exception of South Africa, all the members have an interest in 
preserving the special treatment and increasing the special interest of the WTO in developing 
countries. Some SADC exporters might gain from the proposals to encourage preferential 
liberalisation of goods where subsidies in developed countries produce not only distortions, 
but environmental damage (certainly in agriculture or fishing compared to the developed 
countries which now subsidise these, possibly in other cases). They would gain from

As it contains a developed member, it may need to be notified directly under the Article XXIV 
procedure, not the enabling clause for developing country regions. The Trade Protocol provides for 
registration with the UN and the OAU, but not the WTO, perhaps reflecting a belief that it would come 
under the enabling clause.
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liberalisation of agriculture more generally (except in the protocol cases). SADC countries 
have not yet participated in these debates. For the least developed countries, there is an 
interest in preserving and improving the initiatives to give them special access. For other 
developing, the squeeze between lower MFN and higher least developed access leaves little 
space for GSP, and this is in any case discretionary, not to be negotiated. They could look at 
where MFN rates need to be lowered (agriculture and clothing are likely to be issues where 
they will find allies in the next Round). Any progress here would not only recoup any losses 
in access to the EU, but improve access to the rest of the world.

A more general objective would be to try to secure general liberalisation so that all of SADC 
would preserve its access to the EU, but on the basis of a world wide reduction in barriers, 
secured in the WTO, not by means of a special agreement with the EU. Winters (1998) has 
proposed that the EU reduce its MFN tariffs on goods relevant to developing countries, that 
the ACP reduce their tariffs, also on an MFN basis, and that they together use this to bargain 
for similar reductions by the US and Japan. This would secure all the access of the proposed 
REPAs (in both directions), plus improved access to the rest of the world, without the risks of 
trade diversion. If this type of access is what both the EU and SADC want, then this is the 
logical proposal, and the practical difficulties identified for all the other proposals mean that 
this does not look more impossible than REPAs or improved GSP. But if the EU purpose 
behind the REPA proposal is to obtain special protected access for its own goods in ACP 
markets, clearly it would not support this. The ACP countries could present it as a joint 
proposal.

The combining of EU and multilateral strategies offers another possibility to SADC. It could 
negotiate a REPA, to secure its guaranteed access to the EU, and then liberalise to the rest of 
the world (even if it could not obtain reciprocal liberalisation at the WTO). This would 
preserve its access, and obtain greater advantages of liberalisation of imports than 
liberalisation to just one developed trading partner could give (because there would no longer 
be risks of trade diversion).
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6. Institutional questions about negotiations

For any of the joint strategies suggested, including a joint decision to act independently, it 
must be possible to identify and implement SADC negotiating objectives: within SADC, with 
respect to the EU, and with respect to the rest of the world. This is never straightforward, 
even within a country, and much less so within a regional group. The first difficulty is the 
range of subjects which are now part of negotiations: not only trade, but financial questions, 
standards, etc., so that representatives are needed from commercial, sectoral departments 
(agricultural, industrial, mining, services); financial and legal experts. It means informing and 
securing agreement from all these. In some cases (in the EU and also in some SADC 
countries) relations with different external partners are dealt with separately (DGVin for the 
ACP, DGI for the others; in SADC countries divisions between Lome and SADC negotiators 
are common, and the WTO may be a separate responsibility). A coordinated strategy must 
bring these together (some of the EU's difficulties in defining regions and relations with 
them probably stemmed from the division of responsibility, where DGI had more experience 
in dealing with trade and regions, and DGVIH took the post-Lome initiative). Even the WTO 
does not coordinate all its divisions. In the countries which are most successful in 
international negotiations, this coordination goes beyond the public sector. This is not only to 
ensure that private sector interests are protected, but because, particularly in new areas like 
services, the only expertise in a country's interests and needs may be found in the private 
sector. The WTO offers advice (and some opportunities in its training programmes and trade 
seminars) for developing these contacts, but these are ultimately the responsibility of 
individual countries. The need for coordination across sectors and functional responsibilities 
within the individual SADC countries cannot be dealt with in detail here, but SADC itself 
requires some comment. It faces two problems: its own cross-sectoral division and the 
division of responsibilities between countries and centre faced by all regions.

As a Free Trade Area, there is no legal need to have a 'SADC' position on external policy 
because any negotiations with the rest of the world will be about what each country will 
concede, but there is probably a practical need, because perpetual referring back and 
consultation would obstruct any strategy, and the arguments for joint action are powerful. If 
there is an intention of moving to a common external tariff, or common regional policies on 
other developmental questions, there will also be a need to find the institutions and the 
relationships to deal with this.

What are the possibilities? SADC has a sectoral or topical division of responsibilities, and 
therefore finding a consistent position across all the topics now facing trade negotiators will 
be particularly difficult. At present, there is no provision for coordinating country positions, 
and on trade it would not be clear if this should be at the initiative of the Secretariat or the 
SITCD (acting in this case with all the other relevant sectoral divisions). SADC can observe 
the two extremes: the EU with a centralised organisation, with legal competence to negotiate 
(although actual power is still partly in the ministerial consultations which lie behind 
Commission initiatives) and SACU, which has no secretariat or central organisation. Even 
FT As normally have more than that. What will actually work depends not only on the legal 
structures, however, but on the nature of the region. The EU is a collection of middle sized 
and small countries, with no single dominant country. Agreement will always be a matter of 
bargaining, and there is no permanent 'winner'. SACU has one dominant member. South 
Africa will always be unwilling to be outvoted by the others, and the others will resent not 
having a real influence, however much agreement and confidence may exist among the
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members. SADC falls between these two extremes, so it will be difficult, but not impossible 
to create a structure to balance the members' interests. To allow any delegated group or 
secretariat to negotiate requires strong common interests and trust, in the central body and 
among the member countries. The alternative remains of leaving the negotiations to the 
countries (with strong efforts to exchange information) as is done in other FTAs.

In the early stages of the South Africa-EU negotiations, it was officially stated that these were 
not with SACU, although the other SACU countries could expect to be informed. They were 
never formally joined to the negotiations, but de facto they will now face that arrangement as 
their alternative to a REPA when Lome ends, not GSP. Here, and in other cases (including 
the SADC trade negotiations) the other SACU countries have relied on South Africa to 
formulate and represent their interests. If this continues, it gives an even more unbalanced 
SADC, if the 'major country' is SACU, not just South Africa.

This very powerful member makes it more necessary, as well as more difficult, to have a 
strong central secretariat or council to balance it. It also means that it is important for the 
major country (as for all countries) to inform other members when it takes initiatives. This is 
not to say that it should not take actions (like the EU-South Africa FTA), but while an FTA 
can tolerate different external relationships, it cannot survive inadequate information about 
these because they affect all members.

One advantage SADC countries have is that their experience in SADC trade negotiations 
gives them a background for future negotiations (the value to the EU of their experience has 
been evident in its participation in the WTO). Preparing offers and choosing priorities in 
SADC will give some of the groundwork for similar work in the WTO.

In international negotiations, the EU is the only region which acts always as one group on the 
matters which are under EU competence, speaking through only one voice. (MERCOSUR 
has the intention, but not yet the habit.) NAFTA, Central America, SAARC (South Asia) and 
ASEAN (South East Asia) all coordinate and inform each other in WTO negotiations, and 
occasionally one country will speak stating that it is representing the group, but (unlike the 
EU) they are not themselves members of the WTO or any other international organisation. 
This form of coordination has been proposed for SADC, and there is a framework for 
ambassadors to meet each other before WTO meetings, under the coordination of the 
Tanzanian Ambassador (who is himself active in WTO negotiations), but lack of time and 
awareness of the issues has prevented this from being effective. There are also some sectors 
(for example fish) where there may be only one or a limited number of countries with an 
interest, and they will want to represent themselves.

If SADC starts to take initiatives, this will ensure that it is seen as region by others (making 
any initiatives or responses easier). The ACP countries, and SADC has not been different, 
have tended to use the EU as their representative in the WTO, and to rely on the EU for 
information about WTO requirements. Keeping ambassadors in Brussels instead of Geneva 
was part of this. Clearly this could not support an alternative strategy which tried to reduce 
emphasis on EU relations.

If there is to be joint action with the rest of the ACP, this raises all the same questions of how 
to do it, with additional practical ones: the ACP southern Africa group is not the same as 
SADC, because regions have never had any standing within the ACP. Reorganising the ACP
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to take account of regions could weaken its stance against the EU in the Lome negotiations 
(by implying acceptance of the regional division proposed by the EU).

SADC cannot expect to resolve these questions more quickly than have other regions (and the 
EU still has not succeeded, as illustrated by member countries' different approaches to the 
Lome negotiations). It will need to secure at least some cooperation on major issues if it is to 
be able to have any strategy, and not just respond to EU or WTO initiatives.
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7. Rules of origin

A rather different chapter topic from the others, but for an FTA which already has some 
differences in its external relations and is considering more, it is essential. It has been argued 
(Evans, 1998) that SADC borders are so porous that rules of origin are unenforceable, but the 
fact that tariffs are collected and imports controlled makes this seem unnecessarily 
pessimistic. There is a difference between the situation in SACU, where trying to keep the 
EU-South Africa agreement from applying to the other members would mean establishing 
controls within a customs union which has existed for over a century, and SADC, where the 
issue is how much control to remove.

If a country has the same trade barriers to all countries, then it makes no difference whether 
an imported good originated in the country of shipment or is (wholly or partially) the product 
of a third country. Once it has entered the country, having paid the appropriate tariffs, it can 
be treated in most instances in the same way as a domestic product. Countries may have 
provision for temporary import or imports of raw materials for processing and export, and 
these will require certificates and possibly inspection of a good as it moves through a country. 
These products tend to remain within one firm, and by definition are not for final 
consumption in the home country, so that the administrative system is manageable. If, 
however, a country has different tariffs for different trading partners, and if they in turn have 
different tariff structures, as in an FTA, then rules of origin are required to avoid importers' 
taking advantage of the lower tariff of a partner in the free trade area to bypass the home 
country's tariffs (often called trade deflection). In principle, these rules would no longer be 
required in a customs union, where internal barriers do not exist and tariffs to outside 
countries are the same. In practice, it is only at a very advanced stage that a customs union 
makes all barriers to external countries the same. The EU nominally reached this stage on 1 
January 1993 (almost 40 years after its foundation), but there still remain a few special cases. 
The member countries of SACU have bilateral arrangements with outside countries, which 
require intra-SACU regulation.

How important SADC should consider the design and enforcement of rules of origin must be 
decided in the context of its intentions and assumptions about how the region and the 
multilateral system will develop. If policy-makers see the current move to regions, including 
the SADC Trade Protocol, as an intermediate step towards full multilateral liberalisation (in 
line with WTO Director General Ruggiero's proposal of free trade by 2020 or some of the 
APEC rhetoric), and if the members are likely to be reducing their normal, MFN, tariffs at the 
same time as their intra-SADC tariffs or shortly after SADC is completed, then the rules of 
origin can be seen as temporary necessities. Producers will not have a strong incentive to 
devise complicated ways of evading or avoiding them, and governments will not want to set 
up permanent administrative structures to deal with them. If there are inefficiencies, these can 
be accepted or treated in an ad hoc manner. If, however, SADC expects external barriers to 
remain while SADC moves to 'ever closer union' among its members on the model of the 
EU, then the administrative structures will need to be capable of surviving on a permanent 
basis, and will need to be sufficiently efficient not to be a permanent obstacle to firms' 
competitiveness. The rather short treatment of rules of origin in the Trade Protocol (in sharp 
contrast to the 19 pages which the NAFTA agreements devotes to the much less complex 
situation for just three countries) implies that it is the first, transitional, model which is 
relevant. If so, many of the problems cited here may be bearable.
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A consideration of rules of origin on their own must find that they create serious 
inefficiencies, but this cannot be the final conclusion. The choice is among three types of 
regime, with the third offering an infinite number of variations.

  Complete free trade: obviously no rules of origin needed, but the fact that Southern 
African countries have tariffs and non-tariff barriers now must be taken as a strong 
indication that they do want to protect some sectors in some ways.

  A pure MFN regime, treating all external countries the same. SADC countries have also 
rejected this, with SACU, other bilateral arrangements within and outside SADC, 
preferential entry into some developed countries.

  Regional or other preferences.

The two warnings that should come out of this analysis are that all the rules have costs, both 
direct and in deterring new entrants, and that having a range of regional affiliations can 
become increasingly costly (the costs are not just additive because of the need to include 
provision for all the existing ones in each new set of rules).

How effectively rules of origin work depends on the efficiency of trading firms as well as of 
the customs regimes of member countries. The system can work efficiently for goods that are 
traded frequently, by traders who can become familiar with the requirements. It is particularly 
difficult to operate if imports are substitutes for domestic goods, or imports from regional 
partners are substitutes for those from third countries, and both are traded, directly or as 
inputs, within the region. Because of the administrative costs, companies will only take 
advantage of such provisions as cumulation if the difference between SADC and other tariffs 
is sufficiently large.

Any future trading agreement with the EU or others potentially involves a complex of new 
rules of origin applying to imports to and exports from the trading partner. Difficulties with 
rules of origin fall into two broad categories: (1) problems for customs authorities arising 
from importers trying to avoid the correct levels of duty by routing goods through third 
countries with lower tariffs and preferential access to the destination market and (2) problems 
for exporters in ensuring that their goods qualify for preferential access to a target market.

On the import side, rules of origin are already complex for SADC countries. SADC follows 
the COMESA rules of origin, but the CBI agreements have a different system, with product 
and sector-specific rules. Zimbabwe, for example, has four tariff structures in operation - 
MFN, COMESA, the trade agreement with South Africa and a common Trade Agreement 
Structure for the bilateral agreements with Malawi, Botswana and Namibia. With SACU 
members having different bilateral agreements with neighbouring countries and two 
belonging to COMESA (Swaziland and Namibia), there is need for rules of origin to be 
applied at customs posts even within SACU. While there are important reasons for the 
implementation of the SADC FTA to involve asymmetrical liberalisation, this will 
considerably complicate the rules of origin requirements at SADC borders. If the transitional 
period is not too long, however, the incentives for importers to set up complicated routings 
for goods will be moderated and will anyway diminish over time as tariff rates converge and 
decline across the region.
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In the present relatively less complicated situation, there are different opinions about the 
degree to which customs authorities in SADC countries are able to apply rules of origin 
effectively to ensure that importers pay the required levels of tariffs. Anecdotal information 
from business people indicates that routing through third countries is not uncommon, but 
customs officials from various countries interviewed during the study expressed confidence 
that the problem is not widespread, ignoring perhaps the fact that many SADC borders can 
easily be crossed without going through customs posts at all. There have certainly been 
complaints in the past about rules of origin being breached, for example of milk powder from 
Zimbabwe entering Namibia duty-free under the bilateral agreement and being re-exported to 
South Africa duty-free under SACU. Given the relatively high SACU tariffs, a route into the 
South African market for regional exporters which avoids SACU tariffs is bound to be 
attractive. It is incumbent on South African customs to police such activities: in such cases, 
there is provision in the SACU agreement for the re-exporting country to pay the equivalent 
of the required tariffs into the SACU revenue pool.

When the EU-South Africa free trade area comes into force, the onus to apply rules of origin 
to prevent European goods entering the BLNS states via South Africa without paying duties 
will be on the customs authorities of the smaller states. Not only is the capacity to deal with 
rules of origin more limited, the scale of the problem for the BLNS states is likely to be much 
larger than the converse problem faced by the South African authorities. From an economic 
viewpoint, where the imports involved are consumption goods, particularly luxury goods, the 
loss of revenue will probably have a negative economic impact, exacerbating the problems 
the BLNS countries anyway face with a reduced SACU revenue pool due to reduced tariff 
revenues from EU imports into South Africa. Where the imported goods are intermediates or 
capital goods, however, producers in the BLNS countries will benefit from lower prices if EU 
goods are imported in contravention of rules of origin requirements. Where these goods 
replace more expensive South African items, BLNS producers may be able to significantly 
enhance their competitiveness.

The second rules of origin issue relates to exports. For potential exporters, the complexity of 
different rules of origin which need to be adhered to in order to qualify for preferential access 
to various markets can well form a deterrent to establishing export markets in those countries 
or regions. Rules of origin in this context can be established and operated as a protection 
mechanism, in contravention of the spirit of FTA arrangements. Although rules of origin are 
yet to be agreed for the SADC FTA, these should not be onerous for regional exporters, but 
the protection threat certainly applies in the context of the EU market. The rules of origin in 
the Lome Convention are relatively straightforward and are at least familiar to exporters in 
the SADC region. Rules of origin for its GSP and for the EU-S.Africa FTA are more taxing.

Of particular concern in the latter is the opaque cumulation provisions, which will make it 
more difficult for exports to originate from various Southern African countries and still 
qualify for preferential access to Europe than is the case under Lome. The SACU countries, 
in particular, are therefore faced with the difficulty of policing EU goods entering their 
countries without paying the stipulated duties, while not having the countervailing benefit of 
easily being able to contribute to exports which have preferential access to the European 
market.

Pending full multi-lateral liberalisation, part of the solution to problems with rules of origin 
lies in harmonisation. The Uruguay Round proposed the establishment of harmonised rules
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of origin for non-preferential trade and set up two committees in Geneva and Brussels with a 
work programme to be completed by July 1998. While some progress is reported, the 
committees failed to meet the deadline. They have reached a point where the technical issues 
have been cleared and the disagreements reflect different trade policy objectives. Further 
progress thus depends on political guidance from the WTO Council for Trade in Goods and 
Services and the General Council. It is hoped that the outstanding issues will be resolved in 
anticipation of the commencement of the Millennium Round negotiations. Some countries 
(and trade groups like the International Chamber of Commerce) expect that any agreement on 
harmonised international rules of origin for non-preferential trade will carry over to 
preferential arrangements, thereby providing a single framework for exporters.

COMESA is carrying out a study on rules of origin which includes coverage of the work 
programmes of the WTO and the WCO (World Customs Organisation). SADC members are 
aware of this study and its results are likely to be fed into the work of the SADC sub­ 
committees on Customs Cooperation and Trade Facilitation. These committees report to the 
Senior Officials Committee, but in future will also be keeping the Trade Negotiating Forum 
members informed so as to feed directly into the SADC Trade Protocol negotiations.

In its relations with the EU, it is important for SADC to clarify whether the EU intends 
Lome-type rules of origin to apply in REPAs or the more problematic arrangements 
exemplified by the EU-S.Africa FTA. The claim by the EU that a fundamental tenet of the 
REPA arrangements is to promote integration within regions such as SADC should lead to 
easily applied cumulation provisions for EU imports from the SADC region. Given the co­ 
existence over the next few years of the Lome provisions and the EU-South Africa FTA, and 
the uncertainty of relations with the EU thereafter for all countries except South Africa, the 
immediate simplification and harmonisation of allowing cumulation for exports to Europe 
would certainly provide an impetus to the integration of production systems in the region. At 
the political level, this would give credibility to the EU's regional development claims, 
setting a positive context for the REPA negotiation process.
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8. An approach to quantifying the effects of different strategies

8.1 Background and assumptions

The greater interest in regions of the last few years has led to a series of studies which try 
to predict which type of regions or which country characteristics offer the most benefits. 
The results have been inconclusive, because of the wide range of variables: the size of the 
region and of the individual countries, price elasticities of different commodities, level of 
tariffs, relative level of tariffs, elasticity of supply of potential exports... A few 
conclusions seem to hold, but with two important reservations: first, in all the existing 
regions, the basic motive is not trade gains, but more fundamental development 
objectives and political or security objectives. This means that the simple trade effects 
are an additional benefit (or a cost), to be taken into account, but rarely allowed to decide 
the choice to form a region. Second, any observation can only be ceteris paribus: if the 
other variables go in the 'wrong' direction, the conclusion need not hold. It must also be 
remembered that (in contrast to the balancing of trade creation and diversion in regions) 
there are only limited special cases where full trade liberalisation will not benefit a 
country, but few countries accept this as a sufficient argument to liberalise completely 
unilaterally. The effects on different sectors, or on different parts of the population, or 
other non-economic interests can all come into play.

The larger the share of trade with the other members of a region in the imports of the 
country making the choice, the less the risk of trade diversion, for two reasons: not only 
is there less trade left to be diverted, but, if there are no preferences initially, a high share 
may indicate a competitive supplier (it might, however, also indicate a traditional 
supplier). The higher the tariff, the greater the risk of diversion: this seems obvious as 
the higher the tariff the greater the effective preference which the country will give its 
regional trading partners, and therefore the greater the possibility that an uncompetitive 
partner will become artificially competitive. Bhagwati and Panagariya (1997) argue that 
'non-hegemonic countries which are liberalising with a hegemon which is generally open 
and offering few new reductions of trade barriers, as is the case with Mexico and with 
other potential NAFTA members, could face the prospect of significant "static" welfare 
losses' (p. 4). It gains little in access, and loses the possibility of using its tariff to 
capture some gains. None of these suggests that an EU-SADC agreement is likely to be 
beneficial to SADC. While the EU is the major source of imports outside the region for 
SADC and most of the member countries, its share is not as high as intra-European trade 
(60%) and well below relationships like Mexico to the US (90%). On average it is about 
a quarter, although there a wide variations. Leaving aside the BLNS countries (whose 
imports from the EU come through, and are classified as from, South Africa), Angola, 
DRC, Mauritius, the Seychelles, and (in some years) South Africa have higher than 
average shares, with Angola and DRC touching 50%. The SADC countries still have 
relatively high tariffs (compared to the EU and to other countries in the 1990s, although 
they are not high by comparison with the tariffs common among developing countries 
before the 1980s), but the implementation of SADC (and COMESA, IOC, and CBI) 
could lower this by the time SADC negotiates an agreement with the EU. It is clearly a 
set of small countries facing a large one.

The first question to ask is what we take as the 'base' to which we compare the possible
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strategies, because, as we indicated in Chapter 3, it is not sufficient to compare them 
simply to the situation now. The major change which we incorporate into the 'base' is 
the EU-South Africa agreement. There will be at least one WTO round, with major 
outcomes on services (not included in the model) and agriculture, and some concessions 
on industrial good tariffs. We assume this can be represented by a 50% cut in tariffs 
(which would be major for agriculture and minor for industrial goods), and include it as 
one of our scenarios. We have not assumed any changes in the EU's policies with respect 
to the other ACP countries or other possible FTA partners, for example in Latin America. 
This effectively means that we are assuming that the rest of ACP continues to have the 
same access to the EU (the model incorporates current policies), and no new agreements 
are signed. We are not assuming that the SADC countries will have improved access to 
the EU or to all countries by using environmental arguments: this could improve access.

The complexity of the changes in SADC countries' trading regimes (even before 
allowing for a REPA or WTO liberalisation) means a further complication in the 
interpretation of the effects of future trade strategies. The SADC countries will not be 
starting from a position of the same tariff to all trading partners. All our scenarios 
(except the simple WTO Round) assume the successful completion of the SADC FTA. 
Therefore all will be offering 0 tariffs on all (almost all if a few remain sensitive) 
products from other SADC countries, and the SACU countries already offer 0 to each 
other. There may, however, be additional preferences from the COMESA, EAC, or IOC 
members to COMESA, AEAC, or IOC members outside SADC. Thus as well as the risk 
of diversion, there is the possibility of 'undiversion': if a SADC country (by the 
implementation of the Trade Protocol) switches to importing from another SADC country 
less efficient than the EU, then reducing barriers to the EU may shift import-sourcing to 
the EU; this may be less efficient than some third country, which is neither EU nor 
SADC, but still an improvement in welfare. 17 (The only form of liberalisation with no 
possibility of trade diversion effects is, of course, full multilateral liberalisation.)

This highlights the importance of the timing and sequence of trade policy changes. If the 
SADC FTA creates risks of trade diversion, and EU-SADC arrangements could reduce 
these, then reducing any delay between negotiating the first and the second is clearly 
desirable. But if there is an intention to go for greater general liberalisation by the SADC 
countries (in particular a levelling down of tariffs to a common external tariff) then any 
policy which might cause diversion to the EU should be postponed.

If the trade creation effects of the EU-SACU agreement cause some industries in South 
Africa to be badly affected by competition from the EU, then SADC (in the absence of a 
SADC-EU agreement) could provide alternative markets. Alternatively, it could see an 
advantage in adjusting simultaneously to a more general liberalisation to the world. This 
is the counterpart of the argument for the other SADC countries that opening to the EU 
would partially offset trade diversion effects from opening within SADC (for both South 
Africa and the others, full liberalisation would obviously be more effective in avoiding 
diversion).

This complexity also means that one advantage often attributed to regional arrangements,

17 Some SACU countries see this as a possible benefit from the EU-South Africa agreement, but 
these benefits will not be captured by our model because EU-South Africa is already in the 'base'.
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of simplification of border controls, is unlikely to be achieved. Such benefits are always 
less likely in FTAs than in CUs (and even a CU may not be sufficient: it was only with 
the Single European Market exercise of 1992 that the EU moved to real simplification of 
border measures). Even an FTA which is its members' only trade arrangement needs 
rules of origin to avoid trade deflection, routing trade through the lowest tariff country, 
and SADC's complex of arrangements will mean that it will require very effective 
customs controls. If the EU's FTAs with the SADC countries are all the same, in 
coverage, rules for cumulation, percentage of preference, etc., this would be simpler than 
if they differed, and we assume this. This should still require us to assume some increase 
in the cost of trading (one additional trade agreement) but we have not allowed for this. 
There is an additional risk of trade diversion from the inherent cost advantages of trade 
with developed countries: most SADC countries lack the credit and insurance markets, 
and in particular the government assistance to exporters, which many developed countries 
offer. This de facto export subsidy has a similar effect to a preference for imports from 
developed countries.

As indicated in chapter 1, this is not the first attempt to consider the effects of the EU 
proposals, but it will attempt a different approach, and look also at the WTO-based 
strategies or at purely autonomous SADC action. Rather than a purely trade, partial 
equilibrium model, we will use a general equilibrium model, which will allow us to take 
account of a wider range of effects on the economy. 18 It does not, however, allow us to 
deal with commodities and country-to-country flows in as much detail, and for this the 
Imani study should be used with it. The model is not sufficiently disaggregated to allow 
us to calculate the effect of the loss of access which the non-least developed countries 
would suffer if they received roughly current GSP treatment instead of the current Lome 
access. For this comparison, the Imani study and the results quoted in section 3.2 should 
be used. If it is assumed that the alternative to a REPA would be an improved GSP, 
which would be equivalent to current Lome (but without the special protocols), then the 
comparisons here apply.

The model is only disaggregated between SACU and the rest of SADC, not by individual 
countries. This means that we necessarily assume that either all the other members of 
SADC or none sign a REPA with the EU: as we have said, countries could choose 
individually, but we assume that SADC's intention to have a joint development strategy 
leads it to a joint decision on its trade policy towards the EU. An alternative assumption 
is that it could jointly decide that only the developing members would sign with the EU, 
while the Least Developed stayed out. Country tables are derived by assuming that the 
effects on the Rest of SADC can be applied proportionately to each individual country; 
SACU is treated as a single trading unit throughout.

We have presented only comparisons of the final outcomes. We have not modelled how 
the adjustments to the final outcome would occur or the effect of staged tariff reductions. 
The intermediate stages will be a complex mixture of the policies modelled here and the 
other liberalisations by SADC countries. Partly for this reason, but more fundamentally 
because of the assumptions of high elasticities of demand and supply in the model, 
combined with the need (in a general equilibrium model) for exports to balance any 
increase in imports, the movements in individual commodities appear large. The direction

A full description of the model is available on request.
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and relative magnitudes are probably more reliable than absolute magnitudes. The 
distribution among countries is also unreliable, not only because of the assumption of the 
same changes in all countries, but because the constraints of fiscal and international 
balance are applied only at the aggregate level. This is discussed further in section 8.5 on 
the implications for individual countries. We have not excluded any products from the 
liberalisation as 'sensitive': the classification by sector of the model is not fine enough, 
and there has been no indication by countries of what they would want to exclude, but it 
is possible that the products excluded by South Africa in its agreement could be taken as 
first guess. They are not large enough in value to affect the aggregate results, but they 
would reduce the sectoral results in clothing, textiles, and vehicles.

8.2 The scenarios

Structure of production, income, trade and import protection

The basic data set for SACU and Rest of SADC for the CGE model used here was 
derived from the GTAP database, which collects into a single consistent framework data 
for 45 regions and 50 sectors for the base year 1995. This section presents some 
information on the structural features of the countries' economies, which is useful for the 
interpretation of the simulation results reported later.

Table 8.1 shows structural data for SACU. For each of the 18 sectors considered here and 
three aggregate macro-sectors (agriculture, manufactures and energy-mining), the 
benchmark data for shares of gross output (column 1), value-added (2), total demand (3), 
exports (4), and imports (5) are shown. Services are a large share of output, generating 
almost 50 per cent of gross output and almost 60 per cent of value added. Primary 
sectors, agriculture, energy and mining, represent 15 per cent of production and 16 per 
cent of value added. Because it has a different production technology and a larger 
consumption of intermediate inputs, the manufacturing sector's share of gross output (37 
per cent) exceeds its value added share (25 per cent). Columns 4 and 5 list secctors' 
shares in exports and imports. It can be seen that manufacturing plus mining account for 
over three-quarters of total trade flows. Notice also - in columns 7 and 8 - that exports' 
and imports' shares of output and demand, respectively, are much higher for primary 
(around 20 per cent for export and 10 per cent for import) and manufacturing (15 and 20 
per cent) than services (3 and 5 per cent 19).

Column 6 presents the labour to capital ratios (in percentage terms). Returns to labour 
appear to be highest for the light manufacturing industries (sectors 8, 9, 10, 11) and 
services, whereas primary sectors have a higher return to capital.

Columns 7 and 8 measure trade dependence as ratios of exports to gross output and 
imports to demand. The economy-wide ratios are around 11 per cent for both export and 
import ratios but vary across the sectors. A clear feature of the data in these two columns 
is the high export dependence of SACU on primary goods, and import dependence on 
manufacturing. Almost 20 per cent of total agricultural production and 85 per cent of 
mining output is exported. The single manufacturing sector showing a significant export

It should be noticed that the service sectors include non-tradable sectors such as construction, real 
estate and public administration.
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ratio is the food product industry (41%). On the import side, foreign products satisfy, on 
average, just 10% of agricultural goods demand, whereas dependency on certain key 
capital goods sectors is much higher (vehicles and other manufacturing register values of 
25 and 36%).

Table 8.1: Basic structure of the SACU economy 1995 (figures in percentages)

1 Cereals 
2 Horticulture 
3 Sugar (raw) 
4 Rest of Agriculture 
5 Livestock (incl. Fishing)

Out Val. De- Exp. Imp. 
put Add. mand

(1) (2) (3) (4) (5)
0.2 0.2 0.2 0.8 0.9 
1.0 1.4 0.7 3.0 0.2 
0.3 0.4 0.2 0.6 0.1 
0.5 0.6 0.5 0.9 1.3 
1.4 1.4 1.3 0.9 0.2

Agriculture 3.4 4.1 3.0 6.2 2.7
6 Meat Products 
7 Dairy Products 
8 Sugar (processed) 
9 Other Food Products 

10 Textiles 
1 1 Apparel and Leather 
12 Light Manufacturing 
13 Min. and Metal Products 
14 Vehicles 
1 5 Other Manufacturing

Manufacturing
16 Energy 
17 Mining 

Energy and Mining 
18 Services

Economy-wide

2.3 0.3 2.3 0.4 0.9 
0.7 0.5 0.7 0.1 0.1 
2.4 1.2 2.3 0.9 0.1 
0.7 0.4 0.7 2.9 2.6 
1.1 0.8 1.3 1.4 2.7 
1.6 1.1 1.7 1.7 2.0 
9.8 6.9 9.9 13.7 14.5 
7.7 6.2 5.8 23.7 5.5 
3.5 3.9 4.6 2.5 10.0 
6.9 4.1 9.8 6.0 30.3

36.8 25.3 39.1 53.3 68.7
9.4 9.1 9.2 8.8 7.7 
2.1 2.9 0.5 16.9 1.4

11.5 11.9 9.7 25.7 9.1
48.3 58.7 48.1 14.8 19.5

100.0 100.0 100.0 100.0 100.0

Lab/ 
cap

(6)
66.6 
66.6 
66.6 
66.6 
66.6
63.8

155.6 
142.1 
236.1 
329.1 
234.3 
311.8 

98.9 
134.6 
48.6 

123.9
114.3
47.0 
87.8
55.1

238.6

154.5

Exp/ Imp./ 
Out. Dem.

(7) (8)
42.2 46.6 
30.8 3.3 
22.7 3.5 
19.3 28.3 
6.8 1.7

19.3 10.2
1.8 4.5 
1.9 2.2 
4.1 0.6 

41.3 40.9 
13.0 23.8 
11.2 13.8 
15.0 16.9 
32.7 11.0 

7.5 25.2 
9.3 35.7

15.4 20.3
10.0 9.7 
84.8 33.7
23.8 10.9

3.3 4.7

10.7 11.6

Imports

R EU ROW 
SADC

(9) (10) (11)
2.7 14.2 83.1 
7.3 8.9 83.8 
0.0 0.0 100.0 

23.1 7.2 69.7 
3.8 39.5 56.6

12.9 11.9 75.2
1.5 40.1 58.3 

13.3 48.6 38.1 
26.7 10.1 63.3 

4.3 19.2 76.6 
3.1 31.5 65.4 
8.8 14.1 77.1 
1.4 59.5 39.1 
3.5 58.9 37.6 
0.2 45.7 54.1 
0.3 56.8 42.9
1.4 51.9 46.7
0.1 13.8 86.1 
3.2 44.9 52.0
0.5 18.5 80.9
0.3 53.8 45.9

1.4 48.2 50.4

Exports

R_ EU ROW 
SADC

(12) (13) (14)
18.0 1.1 81.0 
2.7 72.8 24.5 
6.2 32.0 61.8 
6.1 45.2 48.7 
1.7 72.4 25.9
5.3 55.6 39.0
5.0 88.3 6.6 

65.0 0.0 35.0 
5.0 45.1 49.9 

12.6 42.4 45.0 
13.7 33.0 53.2 
5.5 41.6 53.0 

17.2 28.1 54.7 
7.6 21.6 70.7 

30.6 36.4 33.0 
34.5 32.8 32.8
14.6 28.1 57.3
4.0 53.2 42.9 
1.2 73.6 25.2
2.2 66.6 31.2
0.5 31.6 68.0

8.8 40.2 51.0

The last six columns show regional trade distribution. They show imports from and 
exports to the regional partner (rest of SADC for SACU), the EU and Rest of the World 
as shares of total SACU trade flows. It is clear that SACU dependence on Rest of SADC 
as a trading partner is quite limited. Import dependence is higher for agricultural sectors; 
export is higher for manufactures, and is concentrated in the dairy sector. In contrast, 
SACU dependence on the EU is significant. The EU as a whole absorbs, on average, 
around 40% of SACU exports, with peaks of more than 55% and 66% of its agriculture 
and mining products. European suppliers also supply about half SACU's total imports.

Table 8.2 shows comparable data for the Rest of SADC (R_SADC) region and close 
inspection reveals interesting similarities as well as contrasts. Notice, first of all, the very 
different production and income structure. The reliance of the R_SADC economy on 
primary sectors is much higher as shown by their 34 and 43 per cent shares for gross 
output and value added. Manufacturing is concentrated in traditional sectors (textiles and 
apparel and leather) and mining and metal products.

Column 3 displays the demand structure (total demand) and this also shows a relative 
backwardness of the R_SADC economy relative to SACU, with a much higher share of 
income spent on primary sectors, manufacturing necessities, and less on services.

The trade structure illustrated in columns 4 and 5 shows that, although previous trade
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policy reforms resulted in some export diversification, exports are still concentrated in 
some crucial primary sectors. Manufactures account for almost three-quarters of imports.

Table 8.2 Basic structure of the Rest of SADC economy 1995 (percentages)

1 Cereals 
2 Horticulture 
3 Sugar (raw) 
4 Rest of Agriculture 
5 Livestock (incl. Fishing)

Agriculture
6 Meat Products 
7 Dairy Products 
8 Sugar (processed) 
9 Other Food Products 

10 Textiles 
1 1 Apparel and Leather 
12 Light Manufacturing 
13 Min. and Metal Products 
14 Vehicles 
15 Other Manufacturing

Manufacturing
16 Energy 
17 Mining

Energy and Mining
18 Services

Economy-wide

Out Val. De- Exp. Imp 
put Add. mand

(1) (2) (3) (4) (5)
3.5 5.7 4.0 0.2 1.8 
2.3 3.5 2.1 1.4 0.6 
2.6 5.0 1.5 3.8 0.3 
6.2 9.8 3.0 11.0 0.6 
2.9 4.0 2.5 1.5 0.3

17.4 28.0 13.1 17.9 3.6
0.5 0.4 0.6 1.0 1.1 
1.0 1.1 1.3 0.1 1.0 
2.0 0.7 0.9 4.3 0.6 
2.3 0.7 2.9 2.1 4.0 
3.8 1.9 5.3 1.7 6.1 
3.7 1.6 1.5 10.2 2.4 
5.4 2.4 9.1 2.0 14.1 
8.4 4.1 7.4 12.3 8.8 
1.2 0.6 5.2 0.6 13.4 
6.3 3.0 12.0 2.2 21.3

34.7 16.5 46.2 36.4 72.6
15.2 14.1 6.9 29.1 1.5 

1.8 1.5 1.1 3.2 0.9
17.0 15.5 8.0 32.3 2.4
30.9 39.9 32.7 13.5 21.4

100.0 100.0 100.0 100.0 100.0

lab/ 
cap

(6)
149.9 
149.9 
149.9 
140.0 
108.7
139.7
107.1 
144.9 
54.6 
86.8 

127.2 
90.7 
69.2 
53.9 

111.0 
73.3
78.5
11.2 
54.9
14.2

121.5

90.3

Exp/ Imp./ 
Out. Dem.

(7) (8)
1.4 13.3 

18.5 8.3 
44.7 5.6 
53.3 5.5 
15.2 3.1
30.6 7.9
63.1 53.1 

2.0 23.2 
63.1 17.4 
27.8 39.5 
13.4 32.9 
81.6 45.9 
11.0 44.2 
43.7 33.8 
13.6 73.4 
10.3 50.9
31.4 45.1
57.4 6.4 
52.9 23.5
56.9 8.7
13.0 18.7

29.9 28.7

Imports 

SACU EU ROW
(9) (10) (11)

19.4 25.8 54.9 
34.4 12.2 53.4 
33.8 9.9 56.2 
22.9 10.1 67.0 
14.3 21.5 64.2
23.3 19.3 57.4
4.3 35.5 60.2 

20.1 62.6 17.3 
21.2 43.2 35.6 
22.8 35.3 41.8 
7.9 24.6 67.5 
9.7 18.5 71.8 

42.3 33.2 24.6 
51.9 28.0 20.1 
14.1 46.4 39.5 
24.5 47.8 27.7
27.0 38.7 34.3
58.0 21.8 20.2 
57.2 30.2 12.7
57.7 24.9 17.4
0.8 45.1 54.1

22.0 39.1 39.0

Exports 

SACU EU ROW
(12) (13) (14)
41.8 0.0 58.2 

2.8 23.4 73.8 
0.0 88.7 11.3 
7.4 58.3 34.4 
1.4 54.1 44.5
5.2 61.1 33.7
3.8 88.1 8.1 

72.4 0.0 27.6 
1.9 88.2 9.8 

14.3 56.8 28.8 
13.4 61.6 25.0 
4.6 74.0 21.4 

27.8 15.2 57.0 
4.2 27.6 68.2 
9.0 18.9 72.1 

11.1 48.1 40.8
7.0 53.0 40.0
0.0 17.4 82.6 
3.7 64.9 31.4
0.4 22.1 77.5
1.2 34.6 64.2

3.8 42.0 54.3

Analysis of columns 7 and 8 confirms what has already been mentioned about the 
R_SADC trade structure. Here it is possible to appreciate even more clearly its export 
specialisation reflecting its comparative advantage, and an import dependence that is 
highest in capital goods. Rest of SADC still appears to rely on a primary-manufactures 
division in its pattern of trade, whereas SACU reflects a slightly higher degree of 
integration into intra-industry trade.

The last six columns highlight another important difference, namely the much stronger 
dependency of R_SADC region on imports from SACU. On average Rest of SADC relies 
on SACU for 22% of all its imports, but the share is not uniform and varies across 
sectors. R_SADC dependence on EU trade is quite similar to SACU, with average values 
of around 40% for exports and imports.

The next step is to assess the levels of protection. Table 8.3 contains the basic data on 
trade protection which have been used in the model base-run presented here. These were 
calculated directly from the model and originally derived from official national sources. 20 
The first three columns display SACU ad valorem tariff rates applied to imports from the 
EU, the Rest of the world and Rest of SADC. The next three columns show the R_SADC 
tariff rates. The next two columns give the percentage share of tariff revenues derived 
from each sector. These shares are similar in the two countries, but tariff revenue relative 
to total government revenues is very different.

20 The different rates for different trading partners can be the result either of different applied rates 
on different partners or of a different composition of imports with different partners (even within a 
sector).
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Table 8.3 Ad valorem estimates for SACU - Rest of SADC import protection 1995
(percentages)

1 Cereals
2 Horticulture
3 Sugar (raw)
4 Rest of Agriculture
5 Livestock (incl. Fishing)

Agriculture
6 Meat Products
7 Dairy Products
8 Sugar (processed)
9 Other Food Products

10 Textiles
11 Apparel and Leather
12 Light Manufacturing
13 Mineral and Metal Products
14 Vehicles
15 Other Manufacturing

Manufacturing
16 Energy
17 Mining

Energy and Mining
18 Services

Economy-wide
% of Tot Govemmt. Revenues

Implicit SACU Tariff rates
R_SADC EU Row

-7.0 15.2 6.8
18.6 8.4 8.7
0.0 0.0 20.0
1.5 0.0 1.0
0.0 0.0 0.0
1.6 6.7 4.5

34.4 33.5 33.4
0.0 7.3 7.3
0.0 0.0 0.0
7.9 4.4 4.1

10.2 8.2 15.1
23.0 15.2 26.8
12.0 2.8 6.2
8.6 5.6 8.8

18.1 18.9 23.4
6.7 2.9 5.1

12.0 5.7 10.6
0.0 0.4 0.1
3.5 0.0 0.8
3.1 0.3 0.2
0.0 0.0 0.0

8.6 4.3 6.9

Implicit R_SADC Tariff rates
R_SADC EU Row

-7.5 13.0 10.8
10.5 12.5 9.1
10.6 0.0 15.0
7.5 12.3 11.2
0.0 7.2 3.7
1.8 11.8 10.3

35.1 33.5 33.4
7.3 7.3 7.3

10.6 13.3 9.6
10.5 12.8 9.0
25.4 17.0 17.4
26.9 15.7 16.2

5.2 10.1 7.6
6.6 13.2 11.4
7.4 7.9 10.4
2.5 5.4 6.7
6.1 9.1 11.3
5.7 7.1 6.5
0.0 12.1 8.7
3.6 9.3 7.1
0.0 0.0 0.1

5.8 6.9 7.8

Share of Tariff Revenue
SACU

1.2
0.3
0.3
0.2
0.0
2.1
5.3
0.1
0.0
2.0
6.1
8.7

10.9
6.7

37.3
20.4
97.6
0.2
0.1
0.3
0.0

100.0
8.1

R SADC
2.0
0.9
0.5
0.9
0.2
4.4
5.2
1.1
0.9
6.1

15.6
5.8

14.9
11.8
16.9
15.4
93.5

1.3
0.6
1.9
0.1

100.0
20.5

R_SADC tariff revenues, in the base year, represented more than 20% of total fiscal 
receipts; in SACU, they were 8%. In order to avoid budget problems, any reduction 
associated with trade policy reform has to be offset by compensating measures. 21 This 
same problem, to a lesser degree, may affect SACU where trade taxes represent 8 per 
cent of its government tax income.

It should be noticed that, for lack of reliable data, non-tariff barriers (NTBs) are not 
included.

Model simulations and results

In this section, we consider the results of running different scenarios for future SADC 
trade policy. In all scenarios we assume that the EU and SACU have removed tariffs on 
their trade.

We have run four main scenarios. The first one is a unilateral complete liberalisation 
(U.Lib) of trade by the SADC region as a whole. That means reducing to zero tariffs for 
all sectors and for all trading partners.

Second is completion of the SADC FTA, called '2015', because of SADC's firm 
commitment to this. We take 2015 for all comparisons because it is the earliest date at 
which all the negotiations could be fully implemented.

22

In the model, our closure rule requires a fixed government deficit (or surplus), so that household 
income taxes are increased to offset exactly the decreasing tariff revenues. 
This is done by artificially increasing demand for imports.
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The third is the case where SACU, Rest of SADC and the EU form a free trade area, 
called the REPA scenario.

Finally is a 'WTO' scenario where all countries reduce all tariffs by half. This case, 
unlike U. Lib., is not a policy option under full control of SADC policy makers. It 
represents (see section 5.2) a plausible outcome of a Millennium Round.

With the model in comparative statics mode, each of the four scenarios was calculated 
under two different assumptions for labour markets. In both, labour is fully mobile across 
sectors. With the first, it is assumed that aggregate labour is in excess supply, thus the 
domestic economy-wide wage is fixed, and aggregate employment adjusts to meet 
demand, called 'Flat labour supply', in Tables 8.4, 8.5 and 8.6. Full employment (called 
'vertical') is the alternative assumption, so demand increases will only affect wage rates. 
Clearly these represent extreme cases and the resulting estimates of the policy effect 
should be treated as bounds within which more realistic values will lie. The capital stock 
is held fixed throughout these static simulations.

In the context of trade liberalisation, aggregate results are relatively easy to predict. The 
removal of import distortions through enhanced opportunity to follow comparative 
advantage and expanded trade promotes greater efficiency and increases welfare. The 
implications of the structural adjustments which the economies undergo are more 
uncertain. Given that trade policy reform usually creates winners and losers, it is 
important both for development strategies and for judging sustainability in the long term 
to examine detailed information on the possible sectoral outcomes. This will be 
discussed, with country estimates, in section 8.4.

Assumptions on the adjustment mechanism in the labour market, the closure rule of the 
government budget, and trade elasticities are the main factors affecting aggregate results, 
and especially welfare effects. In order to appreciate their influence, we present aggregate 
results under different combinations of these assumptions.

If we assume fixed full employment (the case of a vertical labour supply function), the 
benefits of a more liberal trade regime are not reflected in employment changes, but only 
in more efficient reallocations of the existing labour force and wage rises. With the 
hypothesis of a perfectly elastic labour supply (flat), these reallocations are enhanced 
through employment increases and this has beneficial effects on consumer welfare.

Trade elasticities affect aggregate results by inducing stronger or weaker terms of trade 
changes. Two limiting cases are considered. In the first high elasticities of substitution in 
import demand are assumed. This is equivalent to a reduction in Rest of SADC's 
exporters' market power in SACU (or that of SACU exporters in Rest of SADC). As 
expected, this case registers lower terms of trade effects. When low trade elasticities are 
used, the implicit exporters market power produces stronger changes in the bilateral 
terms of trade.

Table 8.4, with a fixed government budget and high trade elasticities, probably represents 
the most plausible scenario. This table's results are discussed first and then compared 
with Table 8.5 (low trade elasticity) and Table 8.6 (government deficit allowed to rise).
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Welfare effects are influenced by the degree of liberalisation. In the case of Rest of 
SADC a direct relationship unambiguously appears: the more liberal the trade regime, the 
higher the welfare gains. In fact maximum welfare gains are recorded for U. Lib., the free 
trade case, then for the WTO scenario, whereas regional agreements are less welfare 
improving, with a REPA the worst case. This last result is fully consistent with the initial 
situation (shown in Table 8.2 and Table 8.3) where Rest of SADC dependence on 
European import supplies and tariff protection against them are quite high. For SACU, 
which is less dependent on regional trade, the best solution seems to be a multilateral 
WTO type of agreement.23 The welfare effect depends mainly on two factors. Firstly, 
trade diversion which may drive up import prices worsening a country terms of trade24 
and lowering welfare gains. Secondly, welfare may be lower because of the effect of 
higher taxes on households.

Real GDP grows significantly only in the case of expandable employment (the first 8 
columns); this explains the higher welfare gains recorded with this assumption. It should 
be noticed that, for Rest of SADC, the strong employment effects of unilateral 
liberalisation drive up the welfare gains, but that when we abstract from these effects, as 
in the vertical labour supply case, the WTO scenario becomes the best in terms of welfare 
effects. In the case of fixed resources (fixed capital stock and vertical labour supply) 
GDP variations are, as expected nil. 25

Factor price variations are again dependent on the assumption made for the labour 
markets. With excess labour supply, nominal wages vary by the same amount of the 
consumer price index (so that real wages remain unchanged), whereas the return to 
capital responds to variations in capital productivity. In the case of full employment, 
increased labour demand depends on the pattern of structural adjustment in the economy 
and factor intensities in the various sectors. Wages and capital return changes are then 
interpreted from the Stolper-Samuelson theorem and will be examined again in the 
detailed results section below.

Removing import protection induces real exchange rate26 and domestic price 
depreciation. Cheaper imports compete with domestic goods and exert downward 
pressure on the consumer price index (CPI). The real exchange rate, or the domestic 
resource cost, must depreciate to align domestic and international resource costs.

For both SACU and Rest of SADC trade increases in all the simulations. It is possible to 
consider separately changes in total trade and in regional trade. A clear picture of the

23 This is also a direct consequence of increased ROW's demand for SACU exports; this effect is 
absent in scenario 1.

24 It should be reiterated that SACU - Rest of SADC bilateral trade prices are endogenous. When 
Rest of SADC increases its import demand of SACU goods, because of a tariff reduction, SACU 
exporters can respond by increasing their supply, but they have to compete for resource use in the 
domestic and other international markets. This competition results in higher SACU export prices, 
which may worsen Rest of SADC terms of trade. Besides, as already noted, EU increased demand 
also affects (favourably) SADC export prices and terms of trade.
The model specification could accommodate inter-sectoral labour productivity differences, which 
can be calibrated into a fixed wage distribution. Then, reallocating labour could lower aggregate 
productivity per unit of resource cost, especially if labour is induced to migrate from lower to 
higher wage categories. To do so labour supply data are required, and these were not available.

26 This is defined as the aggregate value added price index, i.e. it measures domestic resource cost.
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trade diversion effects following the various policies is provided by the indices of import 
and export diversion.

These indices are defined as the excess of any shifts in trade with the partner (or partners) 
to which trade is preferentially liberalised over the average change in trade, to measure 
the percent of imports or exports diverted from one market to another.

For SACU, the interpretation of these indices is straightforward. Trade diversion, slightly 
stronger for exports than imports, is reduced according to the degree of liberalisation. The 
lowest level is reached with a fully free trade regime or with a WTO scenario, where only 
about 7.50 per cent and 3.55 per cent of imports are diverted. This residual diversion, 
puzzling in a completely unrestricted trade regime, is attributable to price effects in the 
region.

For rest of SADC, the policy-induced trade diversion effects are a bit more complicated 
to disentangle, with strong price effects from regional import liberalisation. In the case of 
complete free trade a large proportion of imports and exports are 'undiverted' from the 
EU to the ROW region. 27

Table 8.5 assumes low trade elasticities. This is equivalent to assuming that SACU and 
Rest of SADC exporters have some market power in the SADC region. With lower 
regional import demand elasticities, exporters can increase their prices within the region, 
without triggering substitution for exports from other sources. From this it follows that 
terms of trade effects may be stronger and policy-induced trade diversion is lower. With 
this low elasticity specification, welfare gains from trade liberalisation are severely 
reduced, especially for Rest of SADC, which, by being more dependent on bilateral trade 
with SACU, suffers more intense import price inflation. The remaining results (GDP, 
employment, and factor prices) do not differ qualitatively between tables 8.4 and 8.5.

27 This effect is not visible in the aggregate tables but it is recorded in the sectoral results tables that 
follow. We use the term 'undiverted' and not 'diverted' because in the case of free trade no 
preferences are accorded to any particular region. The increase in the ROW region trade shares is 
a correction of initial distortions.
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Table 8.6 relaxes the assumption that other taxes will be increased to offset loss of tariff revenue. 
The last seven rows show per cent changes in the government's budget variables.28 We have 
assumed in tables 8.4 and 8.5 that the compensating increase is in direct taxes on households. 
Obviously governments could choose to finance their revenue losses through increases in other 
indirect taxes. But to analyse that we would have to introduce new distortions in the economy, 
for instance through increased production or sales taxes, and we would have to study the 
interaction of removing one distortion (tariffs) with the addition of a new one. That is beyond the 
scope of the current analysis (see CREFSA, 1998).

Table 8.6: Comparative statics - aggregate results (% difference from base run) - High Trade 
Elasticities - Endogenous Government Savings

Welfare
Real GDP
Employment

Real wage
Return to capital

CPI
Real Exchge Rate

Total M (value) 
Total Ex (value)
Afr M (value)
Afr Ex (value)

Import Diversion
Export Diversion

Terms of Trade
Export price index
Import price index

Gov Budget (nominal)
Household Dir Tax Rev
Ind. Tax Revenues
Tariff Rev
Exp. Subsid. Expend.
Gov Expend on goods
Gov Transfers
Surplus/Deficit

ULib
SACU R_SADC

2.12 11.51
0.59 5.02
0.98 10.59

0.00 0.00
3.11 11.69

-2.30 0.00
-0.19 5.15

9.94 29.60 
9.57 29.09

27.32 3.04
3.04 27.32

7.62 11.48
11.31 30.52

1.27 -0.21
1.25 -0.05

-0.02 0.17

0.51 1.58
-5.78 -42.15

-23.04 -285.21
0.00 19.00
4.80 -20.96

19.00 19.00
23.51 346.63

2015
SACU R_SADC

1.23 5.88
0.35 2.55
0.57 5.38

0.00 0.00
2.00 5.41

-0.76 0.00
0.32 1.97

5.70 10.73 
4.94 10.71

46.06 6.76
6.76 46.06

15.04 20.43
10.20 13.47

1.29 -0.24
1.33 0.12
0.05 0.36

0.85 0.69
-1.48 -28.89

-12.30 -182.58
0.00 21.00
1.06 3.77

21.00 21.00
11.87 206.96

REPA
SACU R_SADC

1.30 1.29
0.37 0.63
0.61 1.33

0.00 0.00
2.15 1.09

-0.68 0.00
0.43 0.43

5.88 1.87 
4.99 2.45

36.77 19.82
19.82 36.77

14.99 7.56
10.28 3.97

1.42 -0.64
1.49 0.18
0.07 0.83

1.01 0.16
-1.04 -7.21

-12.22 -58.17
0.00 22.00
0.73 0.05

22.00 22.00
11.50 65.16

WTO
SACU R_SADC

1.90 4.82
0.54 1.10
0.89 2.32

0.00 0.00
3.36 6.61

-0.33 0.00
1.12 3.03

7.23 8.30 
5.46 6.90
9.77 -3.03

-3.03 9.77

3.59 5.02
1.69 0.55

2.38 1.10
2.39 1.28
0.01 0.18

2.11 0.63
-0.09 5.27
-9.44 -119.66
0.00 23.00

-0.96 -5.45
23.00 23.00

8.37 119.17

The last row (in all the three tables) records changes in the government's nominal surplus or 
deficit with respect to the base run. Given the fixed real deficit assumption, in tables 8.4 and 8.5, 
the values in this row measure only the change in the government price index. There is no 
change in the real value, because when tariff revenues are reduced, household direct taxes are 
increased. Clearly this affects households' welfare. The amount of the increase relative to 
existing household taxation will depend on the share of tariffs in total revenue (discussed below), 
but also on the existing share of direct taxation. (Tables 8.4 and 8.5 show only the ratio to the 
governmental deficit, to permit direct comparison to the tariff loss or the deficit rise.)

28 These changes are expressed as percentage variations with respect to the base year government savings, not 
to their own value in the base year.
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Contrast this with the results in Table 8.6. Here, with endogenous government savings, 
household taxes do not rise to compensate any revenue losses, which instead directly affect the 
government's budget. The rest of SADC government sector loses significant revenues (about 
20% of total initial revenues are tariff generated, see table 8.3), and even SACU loses about 8%. 
Private agents' welfare is therefore not directly affected, and welfare effects are now higher. All 
other results, as expected, do not change significantly. This assumption, however, is clearly 
unsustainable because SADC countries do not have scope for massive increases in government 
borrowing. As shown in Figure 8.1, the level of dependence on customs revenues varies 
substantially across SADC members. Smaller countries depend on customs for between one third 
and one half of government revenues (Swaziland, Lesotho, Seychelles, Mauritius). But for all, 
some increase in other taxes would be necessary so tables 8.4 and 8.5 are more realistic estimates 
of the welfare effects.

Figure 8.1

Customs revenue as % of government revenue

Note: data for 1996/7 (Namibia), 1995/6 (Botswana, Lesotho, Swaziland), 1996 
(Malawi, Mauritius, Mozambique, Seychelles, Zambia, Zimbabwe), 1994/5 (Tanzania). 
Source: Imani, 1998.

8.3 Comparison to other studies

Study of SADC for EC (Imani 1998)

This gives full detail of exports and imports of SADC countries by market and product, and in 
particular its appendices provide detail on which products are important in imports from the EU. 
It is therefore a basis for disaggregating further the sectoral effects which we identify in section 
8.4. 29

The comparison which it made was between no agreement with the EU (and thus no change in 
access for the Least Developed SADC members and a reduction to GSP for the rest) and a

29 Perhaps the most important area of agreement between our study and the Imani study is its comment (p. 
99): The discussion of the different situations at the beginning of an EU-SADC FT A makes it clear that 
defining the alternative to an EU-SADC FTA is not simple, and projecting a likely alternative scenario 
becomes increasingly difficult and unrealistic over the course of the 17 year projection to 2015.'

74



REPA. As in our results, it found significant loss of revenue, especially for the Seychelles, 
Mauritius, and Tanzania, but it should be remembered that (like our model) it was constrained by 
the lack of data for indirect imports from the EU by the SACU countries and the absence of a 
direct relationship between their imports and their share of the SACU revenue pool. Like us, it 
found very small welfare gains, and a risk of large trade diversion losses. It did assume that 
cumulation would be possible, and therefore that countries could benefit from joint production 
with South Africa (with the other SADC countries supplying lower cost labour). The more 
restrictive rules of origin which have since appeared in the EU-South Africa agreement may 
make this less easy. There were (by assumption) no gains in access for the least developed. 
Taking these base cases, Lome for the least developed and GSP for the developing, all the least 
developed countries and the Seychelles would lose from a REPA, because of the effects of loss 
of tax revenue and increased competition in their own markets and in other SADC countries. For 
the others, the benefits in a REPA of not losing access would outweigh these effects, and the 
most important gains among the developing were for Mauritius (the result of the sugar protocol) 
and Zimbabwe. These seem consistent with our results.

Table 8.7: Summary of Revenue Losses and Value of Access (US$ mn)

Country

Angola 
Botswana
Lesotho
Malawi
Mauritius
Mozambique 
Namibia
Seychelles 
Swaziland
Tanzania
Zambia
Zimbabwe

Loss of 
Revenue

89.0 
18.3

1.9
5.3

74.4
12.5 
9.2

16.1
1.7

53.9
14.2
70.2

Revenue Loss % 
Govt. Revenue

3.7 
1.0
0.4
1.4
9.3
5.2 
0.8

29.7 
0.4
8.2
2.0
3.1

Value of Access- 
Base case

12.8 
5.8
1.5

30.6
42.5
11.3 
15.4

1.4
7.2

18.3
8.6

41.1

Value of Access- 
REPA

12.8 
19.2

1.5
30.6

121.7
11.3 
41.1

3.9 
21.8
18.3
8.6

92.2

Added value of 
REPA

0 
13.4

0
0

79.2
0

25.7
2.5 

14.6
0
0

51.1

Source: Imani, 1998

Table 8.8: Welfare Gains and Losses (US$ mn)

Country

Angola
Botswana
Lesotho
Malawi
Mauritius
Mozambique
Namibia
Seychelles
Swaziland
Tanzania
Zambia
Zimbabwe

Trade Creation Net 
Consumption Gain

3.7
0
0
0
0

0.2
0.3
2.2

0
2.8
0.5
0.2

Trade Creation % 
GDP

0.02
-
-
-
.

0.01
0.01

0.4
-

0.1
0.05

0.004

Trade 
Diversion Loss

50.4
18.3

1.7
5.3

74.4
7.5
4.6
9.9
1.5

24.7
6.3

68.8

Trade Diversion 
Loss % GDP

0.3
0.4
0.2
0.3
1.7
0.4
0.1
2.0
0.1
0.8
0.3
0.9

Source: Imani, 1998.
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Study ofEACfor EC

The results of this for Tanzania were not dissimilar to the Imani study: it found a very large 
reduction in tariff revenue, and a large welfare gain from the increase in imports. It did not find 
any loss of exports to the rest of the region because Tanzanian exports do not compete directly 
with EU exports, and, like the Imani study, found no loss of access because Tanzania is Least 
Developed.

CREFSA Study (1998)

The (London-based) Centre for Research into Economics and Finance in Southern Africa did a 
study of the fiscal implications of SADC which is also relevant to the results of reducing tariffs 
to the EU. It recommended for most of the countries appropriate tax strategies to broaden the 
base and replace tariff revenue. We have not, therefore, considered tax policy, but it should be 
pointed out that for countries like Malawi, Zimbabwe, and Mauritius, where the estimated 
increase in sales tax required was already very high, adding the loss of EU tariffs could put a 
strain on taxation systems, if this occurred at the same time.

ACP (1999)

The ACP analysed the impact of Lome preferences, compared to MFN or GSP. It also found 
that the principal effects were from the protocols and the exemption from the MFA, both of 
which could be eroded, by more rigorous enforcement of WTO rules and by the phasing out of 
the MFA. Under WTO rules, the protocols are only legitimate if they apply to 'substantial 
suppliers': Mauritius would meet this criterion for sugar but other sugar producers and the beef 
producers would have difficulty. It found that Uruguay Round tariff changes had already eroded 
tariffs such that the margin by 2000 would be only 2.9% relative to MFN and 2% relative to 
GSP. Thus, the total value of the EC market access arrangements will no longer give significant 
advantages to exports from ACP countries. It should, however, be noted that for certain sectors, 
in particular agricultural products, textiles and footwear [sic, but perhaps should be clothing], the 
preferential margin will remain significant.' (p. 6). 'SADC enjoys the highest preferential 
margin (4.4% [relative to MFN]), followed by the EAC (4.3%)' (p. 7), and benefits 
disproportionately from the protocols. Among the countries with the largest preferential margins 
were the Seychelles (21%), Botswana (6.3%), Namibia (5.5%), Mauritius (5.2%), and Zimbabwe 
(5.1%) (all excluding the value of protocols). It found, however, that the benefits had not (with 
a few exceptions including Mauritius and Zimbabwe) led to significant diversification of 
production and exports, the ostensible purpose of the trade preferences, even in sectors where 
margins of preference were significant. These observations support our results that the aggregate 
effects of a change are small, but that there are important sectoral effects. The value of the 
preferences must be considered with the Stevens results (chapter 3, section on GSP) which found 
that an improved GSP would remove much of the preference relative to other developing 
countries. They also suggest that it is countries' response to trade incentives which varies most, 
and which determines their success, not the value of the incentives.

IDS, BIDPA (1998)

Two studies (the other is Imani 1997) have been done for the other SACU countries of the effect 
of an EU-South Africa agreement on them. Both effectively assume that this would mean 
opening the BLNS countries to the EU as well, so there are many parallels with the effects of a
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SADC opening to the EU. A difference at the technical level is the way in which the SACU 
customs pool operates, which means that the way in which tariff-loss effects are transmitted to 
the member countries is not direct (as it would be for the other SADC countries), but this does 
not affect the magnitude of the total effect. The SACU countries have a GET and effectively no 
possibility of border controls, so the trade policy is necessarily the same, but this is what we have 
assumed would be chosen in the SADC case.

Both studies found that the principal effect was the fiscal loss from the loss of tariffs on EU 
goods, and that the effect was on the whole negative. The tax revenue effect (especially in 
Lesotho, Namibia and Swaziland) was so great that the EDS, BIDPA study did not consider it 
feasible to raise other taxes sufficiently to balance it. It found some specific commodity effects 
(on manufactures and processed foods). It also mentioned the possible problems caused by 
different rules of origin and more restrictive cumulation which 'act against the primary objective 
of a customs union' (p. vii) or of course an FTA.

Evans(1998)

This used a CGE model to estimate the effects of a SADC FTA. He found that although with 
low price elasticities for exports, full free trade was inferior to a SADC FTA (because of the loss 
of the ability to use tariffs to gain terms of trade effects), with high elasticities 'the case for FT 
[free trade] looks very strong' (p. 22). He argued against it because 'there may be a loss of 
regional co-operation'. He also argued that a CU would be better than either an FTA or full free 
trade: The trade diversion costs of the FTA with its unforceable rules of origin on the one hand, 
and FT with potential terms of trade costs and a blunting of the momentum already gained 
towards regional co-operation and hopefully deep integration, support the argument for an in- 
between CU solution.' (p. 22) In the EU-SADC case, there is not the same movement towards 
'deep integration' so the arguments could be different.

8.4 Country-specific effects

Data and approach

Any move towards a preferential trading arrangement or greater liberalisation is bound to 
produce differential effects across sectors within an economy and hence across economies within 
a region. Even if a clear benefit for SACU or SADC can be demonstrated, this will not 
necessarily imply benefits for all interest groups and countries. It is sectoral results which 
influence the pattern and nature of development. There are also policy effects. In seeking to 
change trading arrangements, political alliances have to be formed and in this it is important to 
be aware of likely 'winners' and 'losers'. An attempt is made in this section to further 
disaggregate the results of the CGE model to identify the pattern of output that would result from 
each scenario and the producer groups and countries likely to align themselves with the different 
trading regimes under consideration. Table 8.9 shows sectoral information on real output and on 
imports and exports classified by partner for the REPA and WTO scenarios, for Rest of SADC. 
(The SACU results are not shown because the effect of liberalisation to the EU is already 
included in the base case, and this obscures the comparison.) Results are shown as percentage 
changes from the base.

The detailed numerical results (the comparative static implications of alternative trade regimes)
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are given for SACU and each of the 9 remaining SADC countries in Appendix 2. 30 The SITC2 
trade data for the base year (1995) were supplied by the Industrial Development Corporation of 
South Africa, drawing on two primary data sources. For the SACU-rest of SADC data, the 
source is the South African Department of Customs, while the data for the remaining SADC 
countries are from the United Nations. As in any regional trade study, it has to be stressed at the 
outset that there are many problems with the data. The main reason for using data from these 
sources is that they were able to provide data for all of the required countries for the same base 
year. However, cross-checks with national data and comparisons between the two data sets 
reveal many anomalies. 31 Another problem is that, while the focus in this section is on the 
commodity and market-specific implications of alternative trading arrangements, in several cases 
there are large amounts of exports and imports which are in the residual 'unclassified' category.

Table 8.9: Sectoral results, Rest of SADC, Perfectly elastic labour supply (percentages)

Cereals
Horticulture
Sugar (raw)
Rest of Agriculture
Livestock (incl. Fishing)
Meat Products
Dairy Products
Sugar (processed)
Other Food Products
Textiles
Apparel and Leather
Light Manufacturing
Mineral and Metal Products
Vehicles
Other Manufacturing
Energy
Mining
Services

REPA
Out 
put

Imports 

EU ROW SADC

Exports 

EU ROW SADC

-2
0
0
5
6

-12
-2
-6
-3
49

147
-1
-9
-1
-2

-15
-11

3

98 -15 -35
91 -16 31
-2 -2 44

123 -1 29
63 0 -5

189 -62 79
31 -20 14
69 -29 20
58 -32 23

234 11 151
119 -21 120
51 -23 3
57 -34 1
29 -24 6
18 -18 -3
55 -4 18
58 -29 -17
330

0 6 -30
-1 -1 87
-2 -2 0
447
550

-13 -13 99
00-9

-7 -7 -3
-2 -2 29
54 54 61

163 163 201
-5 -5 46
-9 -9 21
3 3 48
0 0 23

-21 -21 -9
-12 -12 8

4 4 1

WTO
Out 
put

Imports 

EU ROW SADC

Exports 

EU ROW SADC

-3
0

-7
0
2

-21
-3

-10
-3
20
78
-1
0

-1
-1
-6
-4
2

28 20 -26
28 16 6

-15 36 5
31 27 2
25 11 -8
20 20 6
14 14 4
29 16 6
16 4 7
47 48 33
12 13 20
19 10 -3
21 15 -4

2 10 -8
6 10 -6

30 28 7
34 21 -11
44-3

0 12 -25
-10 10 22
-12 7 0

-8 12 0
-7 14 -3

-23 -7 13
0 11 -10

-14 5 -5
-7 13 6
23 28 11
88 96 47

-10 9 13
-8 12 4
-5 16 5
-5 15 6

-20 -3 -8
-10 10 7

-6 14 -2

The approach in calculating the consequences of alternative trading regimes is to multiply the 
1995 exports or imports for a specific commodity and market by the corresponding changes 
calculated by the CGE model for SACU or Rest of SADC, again disaggregated by market and 
sector, using the high trade elasticity, fixed government savings and flat labour supply 
assumptions. Further broad brush generalisations arise from associating the 18 sectors of the 
model with the 69 SITC2 commodity categories included in the country spreadsheets, and 
assuming, in the case of non-SACU countries, that the growth or decline calculated for regional

30 Appendix 2 gives total exports and imports by sector and a summary table for total trade by market for each 
country (SACU as one country). Tables are available giving full sectoral breakdown for exports and 
imports by market (SACU, rest of SADC, EU, ROW). The appropriate set will be sent to each country, but 
others are available on request.
The only amendment made on the basis of national data is the addition of gold exports for Zimbabwe 
(US$247 million in 1995, 12% of total merchandise exports and second only to tobacco). Zimbabwe's 
explosive exports (table A28) provide a good example of the sort of problem which arises. For 1995, ROW 
is calculated as a residual: ROW = Total - sum of specific destinations. So if total (from UN data) = zero, 
while there is a positive SACU value, ROW is negative in 1995. Thereafter, the element that is calculated is 
Total = sum of all destinations. So even though the contribution from ROW will remain negative, if export 
growth in other markets is large enough, the overall total is positive. So Zimbabwe exports leap from zero 
to positive values.
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trade applies equally to SACU and to the rest of the SADC countries.

In each case, three scenarios are compared with the 1995 base figures, 2015, REPA and 
Unilateral Liberalisation.

The CGE model was also used to analyse the possibility of the Millennium Round producing an 
agreement in which all countries (including SADC countries) cut their existing MFN tariffs by 
50% (WTO). This outcome is not under SADC's direct control, however, and thus does not 
constitute a choice for the countries in the way that the first three scenarios do. Although the 
final details of the SADC Trade Protocol (and the SA-EU FTA, included in the base 1995) may 
differ somewhat from the assumptions used in the modelling, the main elements of Base 2015 
are clear and there is a commitment to them. The REPA and unilateral liberalisation scenarios 
are extensions, involving progressively greater degrees of import liberalisation. Some comments 
are made on the WTO Scenario at the end of this section.

The CGE model operates in terms of changes rather than absolute numbers. Given the data 
problems, no precision can be claimed for the values reported for exports and imports in the 
exercise in this section, but the guiding principle for the results reported for a particular country 
was to identify the commodities with significant changes induced by the new trading 
arrangements. The ordering of sectors in the country specific Tables 8.13-8.22 and in the full 
listings in Appendix 2 uses the changes calculated for each of the three scenarios. 32 The more 
developed countries or regions, particularly SACU, have more diversified trade structures, and 
there are thus more sectors where there are significant impacts. For economies where the export 
sector is dominated by one or two exports and imports by food and petroleum, the assessment of 
the different scenarios is largely determined by the changes in those few key sectors.

Summary of comparative static results

There are three main groups of countries to consider: SACU, the non-least developed members 
of the rest of SADC (not eligible for any unusual concessions in EU or multilateral negotiations) 
and the least developed in the rest of SADC (eligible for free access to developed country 
markets without having to make reciprocal concessions). Tables 8.10, 8.11 and 8.12 present 
summary data for the countries arranged according to this three-way grouping.

As shown in Table 8.10, all of the non-SACU SADC countries, except Seychelles and Zambia, 
have strong trading ties with the EU, either as exporters to Europe or importers from Europe or 
both. The most extreme case on the export side is Mauritius, with 88% of its exports going to 
the EU, and on the import side Angola, with 64% of its imports coming from the EU, followed 
by DRC and SACU both with nearly half their imports originating in the EU. As is evident from 
Table 8.11, under the REPA assumptions of 100% tariff reductions for SADC and EU exports to 
each other's markets, these strong trading ties generally result in significant growth of exports 
and imports for non-SACU SADC countries.

32 For example, Zimbabwe exports, appendix table A28, row 1: 25437 + 104025 + 290894 divided by 3 to 
find the average 140119, shown in $ million as 140 in column 1 of the table. A large average normally 
indicates consistently large effects. There are some commodities where the signs of the effects are different 
in different scenarios, giving individual large effects, but not necessarily a large average. But the results 
reported in this chapter are only intended as a summary; for full results, the appendix tables are essential. 
The 'large' effects (at the top of the tables) are thus a mixture of large export/import sectors with moderate 
percentage changes and sectors with moderate US$ trade values but a large percentage change.
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Table 8.10: Exports and Imports by partner 1995 
(percentages)

SACU SADC EU ROW

SACU

SACU Exp 

Imp

10 

2

Non least-developed members of rest

Mauritius

Seychelles

Zimbabwe

Exp 

Imp

Exp 

Imp

Exp 

Imp

1 

9

1 

12

13 

49

1 

0

1

2

11 

2

28 

45

of SADC

88 

40

12

20

34 

27

62

53

10 

50

86 

66

42 

22

Least-developed members of the rest of SADC

Angola

DRC

Malawi

Mozambique

Tanzania

Zambia

Exp 

Imp

Exp 

Imp

Exp 

Imp

Exp 

Imp

Exp 

Imp

Exp 

Imp

0 

6

6

18

14 

47

12 

54

1 

14

2 

40

0 

1

0
1

1 

13

2 

6

0

1

1 

11

22 

64

67

46

40 

22

38 

21

32

36

19

22

78 

29

27 

36

45 

17

48 

19

66 

49

78 

26
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Table 8.11: Growth in Exports and Imports and EOT

Country/Scenario 1995 ($m) SADC EU ROW

(percentages)

SACU

SACU Exp

Imp

EOT

27909

26506

1404

5.6 5.7 11.6

7.0 6.8 12.7

Non least-developed members of rest of SADC

Mauritius

Seychelles

Zimbabwe

Exp

Imp

EOT

Exp

Imp

EOT

Exp

Imp

EOT

1541

2022
-481

51

278
-227

2099

2382
-282

17.3 88.3 262.9

0.5 22.7 76.1

-1.8 -8.1 -20.3

-0.1 -1.1 35.1

5.9 9.7 7.1

8.2 9.2 18.7

Least-developed members of the rest of SADC

Angola

DRC

Malawi

Mozambique

Tanzania

Zambia

Exp

Imp

EOT

Exp

Imp

EOT

Exp

Imp

EOT

Exp

Imp

EOT

Exp

Imp

EOT

Exp

Imp

EOT

3649 -5.1 -19.7 -42.3

1767 -1.7 26.5 27.1

1882

1613 -0.2 -5.4 -26.3

1078 1.3 27.0 49.8

535

414 9.1 15.2 6.6

388 8.6 8.1 15.1

26

261 2.4 3.6 -3.1

934 10.1 10.6 17.8
-673

761 1.3 6.5 7.1

1135 0.2 8.9 34.8
-374

1224 -0.4 -2.9 -19.3

888 5.9 4.0 14.4

337

These growth patterns tend to be magnified in the unilateral liberalisation scenario, where SADC 
countries open to imports not just from the EU but to all imports. However, there are exceptions 
to both of these general tendencies; where warranted, these are discussed on a case-by-case basis 
below. A more robust general rule is that the Base 2015 and REPA scenarios, which involve 
preferential trade within SADC and with the EU, clearly entail trade diversion, because under the 
unilateral liberalisation assumptions, SACU/SADC and EU trade shares are reduced while that 
of the rest of the world (ROW) increases. Table 8.12 illustrates the reduction in the EU share of
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imports between the REPA and unilateral liberalisation scenarios, the final share being close to 
the 1995 value in almost all cases. The share of the EU as a destination for SADC exports is also 
given in Table 8.12: in most cases the share is higher under unilateral liberalisation than the 
REPA scenario. On the basis of the trade shares reflected in Table 8.12 it would thus appear that 
the EU has a much stronger a priori interest in the REPA option than does SADC.

Table 8.12:EU Share of SADC Exports and Imports (percentages)

1995 Base 2015 REPA ULib

SACU
SACU Exp 

Imp

28 

45

32 

54

32 

54

32 

41

Non least-developed members of rest of SADC

Mauritius

Seychelles

Zimbabwe

Exp 

Imp

Exp 

Imp

Exp 

Imp

88 

40

12 

20

34 

27

Least-developed members

Angola

DRC

Malawi

Mozambique

Tanzania

Zambia

Exp 

Imp

Exp 

Imp

Exp 

Imp

Exp 

Imp

Exp 

Imp

Exp 

Imp

22 

64

67 

46

40

22

38

21

32 

36

19

22

88 

39

13 

20

33 

25

of the rest

22 

63

66 

44

37 

20

37 

18

33 

34

19

21

90

54

14 

29

35 

34

of SADC

22 

76

67 

60

36

28

38

27

35 

48

20 

29

92 

35

16 

19

40 

29

23 

64

68

45

37 

24

39

23

38 

35

22 

24

SACU

In all scenarios, SACU has rather open trading arrangements with the other SADC countries and 
the EU (under the SADC Trade Protocol, EU-South Africa or EU-SADC FTA or unilateral 
liberalisation). Aggregate exports and imports in the Base 2015 and REPA cases are similar, 
except that SACU exports to SADC are lower because SADC substitutes imports from the EU 
and ROW. Trade growth is significantly higher under unilateral liberalisation, with the 
additional exports going to the EU as well as ROW, while import growth is more from ROW 
than from SADC and the EU. This reverses the trade diversion of the other scenarios.
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Table 8.13: SACU - Largest Sectoral Impacts

Category

Export Growth

Export Decline

Import Growth

SITC

66

97

67

05

32

52

82

28

65

68

64

33

25

84

04

78

01

79

72

66

65

84

77

74

04

69

Sector

Non-metallic minerals

Gold, non-monetary

Iron & steel

Vegetables & fruit

Coal & coke

Inorganic chemicals

Furniture

Metal ores & scrap

Textiles

Non-ferrous metals

Paper

Petroleum

Pulp & waster paper

Clothing

Cereals

Road vehicles

Meat

Other transport equipment

Specialised machinery

Non-metallic minerals

Textiles

Clothing

Electrical machinery

General machinery

Cereals

Metal manufactures

1995 ($m)

2504

6344

2776

927

1607

1013

383

1340

193

1228

574

577

625

148

254

2883

196

531

1952

650

747

140

1841

1828

467

605

2015 REPA U Lib

(percentages)

13
-1

7

14

7

10

22

0

42

5

11

7

6

29
-15

25

81

7

5
15

5

33

3

3

11

5

14

1

5

14

8

10

23

2

44

5

10

8

8
27

-19

25

80

7

4

14

4

43

3

3

11

5

18

17

8

15

9

13

26

18

44

9

13

12

10

23
-24

45

113

50

4

9

20

74

5

5

13
16

As shown in Table 8.13, there are a large number of export-oriented SACU sectors which on 
average expand significantly, the most important being non-metallic minerals, gold, iron & steel 
and horticulture. Cereal imports increase and also show the only significant export decline. Road 
vehicles have the largest increases on the import side. According to the model results, the output 
of the SACU vehicle sector contracts by around 8%, with imports filling the gap mainly from 
Europe (in the REPA case) or from cheaper sources in ROW (in the unilateral liberalisation 
case). Other imports where rapid increases are projected are other transport equipment, meat, 
machinery of various kinds, non-metallic minerals, textiles and clothing.
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Non-Least Developed members of rest ofSADC33

In the category of non-least-developed members of the rest of SADC, there are three countries: 
Mauritius, Seychelles and Zimbabwe. The economy of the Seychelles is much smaller than the 
other two. The island's main commodity export is fish and fish products, although imports 
reduce net exports of fish. Another significant source of foreign currency revenues is the re­ 
export of petroleum products. The CGE model has falls in output for petroleum products, giving 
rise to export falls across all scenarios for the Seychelles. 34 Under the REPA scenario, there is a 
substantial increase in imports from the EU (notably meat, fish, telecommunications equipment 
and clothing), but overall imports decline slightly. Under the unilateral liberalisation scenario, 
imports from the ROW increase sharply (petroleum, textiles, fish and clothing - see Table 8.14), 
giving a large increase in imports overall. European goods are shunned in favour of more 
economical options from the world market, for example, imports of meat from the EU are only 
55% of the REPA levels ($4.5 million p.a.). 35 Seychelles is better off under unilateral 
liberalisation, but only if it can finance the higher balance of trade deficit.

Table 8.14: Seychelles - Largest Sectoral Impacts

Category

Export Growth

Export Decline

Import Growth

SITC

03

33

33

65

03

84

Sector

Fish

Petroleum (re-exports)

Petroleum

Textiles

Fish

Clothing

1995 ($m)

21

25

53

5

6

4

2015 REPA U Lib

(percentages)

2

-5

-1

15

3

14

5

-21

-1

30

57

29

5

-44

63

241

72

65

For the two larger economies, the analysis suggests that the REPA option is attractive for both 
Mauritius and Zimbabwe relative to Base 2015, offering higher exports and imports and hence 
higher growth. Under unilateral liberalisation, in the case of Mauritius exports expand by 263% 
relative to 1995, while imports grow by 76%, but for Zimbabwe export growth at 7% is lower 
than the REPA scenario, while import growth doubles to 19% and the balance of trade 
deteriorates (Table 8.11). Zimbabwean export growth is lower under unilateral liberalisation 
partly because of the high initial share of SACU and SADC in its exports. Its exports therefore 
grow slowly as these markets shift to sourcing from global least cost sources. At the same time, 
the composition of Zimbabwe's ROW-oriented exports is such that growth is limited under 
unilateral liberalisation.

The sectoral impact for the two countries is shown in Tables 8.15 and 8.16. The most important

33

34

The percentage changes in particular commodities can differ in the tables for different Rest of SADC
countries although all were taken from the model. In that, Rest of SADC exports of each commodity are
calculated separately for each of the four markets, SACU, Rest of SADC, EU and ROW. The figure for
each country is weighted by its exports' division among those markets.
The reason for declining petroleum export growth is discussed later, in relation to exports from Angola and
DRC.
In practice, Seychelles might well import meat from SADC producers, but because it presently does not do
so, the methodology precludes this outcome under unilateral liberalisation.
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export growth sectors are clothing and textiles (with leather and footwear also being important 
for Zimbabwe). Clothing exports require increased imports of raw materials, so textiles also 
appear as significant in respect of import growth. Both countries require higher levels of 
petroleum imports, plus cereals (Mauritius) and road vehicles, iron & steel and plastics 
(Zimbabwe). There is export decline in sugar for both countries, but particularly Mauritius, and 
in mineral-based products and cereals in the case of Zimbabwe.

Table 8.15: Mauritius - Largest Sectoral Impacts

Category

Export Growth

Export Decline

Import Growth

SITC

84 

65

06

65 

33 

04

Sector

Clothing 

Textiles

Sugar

Textiles 

Petroleum 

Cereals

1995 ($m)

810

77

375

453 

84 

64

2015 REPA U Lib 

(percentages)

32 

14
-1

7 
-0 

-1

163 

55
-2

64 

2

31

499

122
-17

245 

61

40

Table 8.16: Zimbabwe - Largest Sectoral Impacts

Category

Export Growth

Export Decline

Import Growth

SITC

84

61

65

85

97

67

04

27

68

65

33

78

67

58

Sector

Clothing

Leather

Textiles

Footwear

Gold

Ferrochrome

Cereals

Crude materials

Non-ferrous metals

Textiles

Petroleum

Road vehicles

Iron & steel

Plastics

1995 ($m)

62

22

63

14

247

239

66

96

100

107

75

342

236

80

2015 REPA U Lib

(percentages)

41

54

18

119
-2

0
-29

0
-2

46

18

7

19

5

167

172

56

197
-12

-6

-30

-10

-8

86

22

3

2

9

466

420

111

193
-41

-31

-42

-37

-33

218

27

4
-4

22

Is a near tripling of clothing exports realistic under REPA assumptions or a sextupling under 
unilateral liberalisation, the main destination in both cases being Europe? The results cannot be 
taken at face value, as the assumptions of the models and other factors pertaining to clothing 
exports need to be taken into account. Duty-free access to Europe under the Lome Convention 
has certainly been an important factor in building up clothing exports in both countries in the 
past. This is particularly so for Mauritius, but with full employment being reached and wages 
rising, clothing production on the island in recent years has been curtailed, with some production 
being moved to other locations such as Madagascar. In Zimbabwe's case, despite the duty free
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access and a long-established clothing industry, entrepreneurs have not been sufficiently 
dynamic to increase clothing exports to Europe at anything like the rates achieved by their 
Mauritian counterparts. Foreign investors, important in creating an export-oriented clothing 
industry in Mauritius and elsewhere, have not been attracted to Zimbabwe. In future, there will 
also be more intense competition in the EU clothing market from countries hitherto quota- 
restricted as the MFA is dismantled. The implicit assumption of the model that there is unlimited 
excess capacity in Mauritius and Zimbabwe which could be utilised to meet demand for clothing 
in EU and that other traders will not change (only SACU and SADC trade is endogenous) is thus 
not justified.

Least developed members of rest of SADC

The six least developed members of the rest of SADC (Angola, DRC, Malawi, Mozambique, 
Tanzania and Zambia) face the dilemma of joining their neighbours in regional arrangements, 
such as the SADC Trade Protocol and the SADC-EU REPA, and in the process having to give 
reciprocal trade access, or taking advantage of duty free access to all developed country markets 
subscribing to the 1997 least developed programme. The CGE model runs do not precisely 
capture this dilemma in that there is no provision in any of the scenarios for the additional access 
that the least developed mechanism is intended to achieve. Whether the countries are rational in 
seeking to perpetuate asymmetrical liberalisation is a moot point, given the clear indication from 
the CGE model that unilateral liberalisation by SADC countries would be the first best of the 
options considered, offering the highest welfare and growth benefits. Even accepting that 
finding, however, there may be infant industry reasons for least developed countries to seek to 
make use of non-reciprocal access in order to become more diversified and competitive in 
international markets.

The analysis of expanding and contracting exports and imports by country is given in Tables 
8.17 to 8.22. The general pattern for these countries is one of a high degree of primary 
commodity export concentration, with the outcome of the preferential arrangement or 
liberalisation being heavily dependent on whether exports of that particular commodity increase. 
In most cases, the primary export commodity has negative growth rates and there is a 
deterioration in export performance. Imports expand across the board - capital, intermediate and 
consumer goods. The balance of trade deteriorates across the REPA and unilateral liberalisation 
scenarios for all countries (except the REPA scenario for Malawi).

For Angola and, to a lesser extent, the DRC, any form of opening up appears unattractive 
because it involves a reduction in exports of oil and diamonds (Tables 8.17 and 8.18), thereby 
depressing the whole economy. Given that oil, in particular, is exported to the ROW rather than 
to SADC or EU countries, it is puzzling at first sight that the implementation of the preferential 
arrangements should result in a curtailment of exports. This result follows from the assumption 
in the CGE model of capital being flexible. The expansion of productive sectors is 
accommodated by capital moving out of energy, resulting in insufficient capacity in the 
petroleum sector to fully supply ROW exports. In the real world, Angolan or DRC productive 
capacity in the oil sector would not be reduced in this way, and maintenance of export revenues 
(rather than the 21% and 44% cuts in the REPA and unilateral liberalisation scenarios) would 
make the preferential or liberalisation options appear more attractive than the model indicates.
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Table 8.17: Angola - Largest Sectoral Impacts

Category

Export Growth

Import Growth

SITC

33 

66

04 

01 

65

Sector

Petroleum 

Diamonds

Cereals 

Meat 

Textiles

1995 ($m)

3368 

162

119

51 

26

2015 REPA ULib 

(percentages)
-5 

-2

0

5 

14

-21 

-8

61

175 

145

-44 

-33

47 

62

237

Table 8.18: DRC - Largest Sectoral Impacts

Category

Export Growth

Import Growth

SITC

66

33

68

65

04

01

Sector

Diamonds

Petroleum

Copper

Textiles

Cereals

Meat

1995 (Sm)

822

152

214

97

100

25

2015 REPA U Lib

(percentages)

1
-5

-2

12
-2

-1

-6

-21

-8

76

43

165

-30

-44

-33

241

39

63

For Malawi, export growth rates are high for the Base 2015 (9%) and REPA scenarios (15%) - 
see Table 8.11. Part of this is due to spectacular increases in exports to SACU, for example 94% 
in the REPA scenario, the main item being a 200% increase in the largest item (clothing), with 
smaller growth rates in lesser exports (textiles and tobacco - total exports of which in the 
unilateral liberalisation scenario actually decrease). The very high growth rates for clothing 
(Table 8.19) arise from assuming unlimited capacity to increase exports and duty free access to 
the SACU market, whereas the reality within the SADC Trade Protocol may well be that South 
Africa seeks to curtail such rapid growth in imports through designating clothing as "sensitive". 
Export growth in the unilateral liberalisation scenario is lower (6.6%) because regional markets 
switch to lower priced sources of supply. Import growth for Malawi is also mainly from the 
region in the Base 2015 scenario, with declines in imports from the EU and the ROW. EU 
imports are far more significant in the REPA scenario, and remain important in the unilateral 
liberalisation scenario, where there is rapid growth in imports from ROW. The REPA scenario 
involves a significant improvement in Malawi's balance of trade, increased exports of coffee and 
tea, in addition to clothing, textiles and tobacco paying for higher imports.

Table 8.19: Malawi - Largest Sectoral Impacts

Category

Export Growth

Export Decline

Import Growth

Import Growth

SITC

84 

65

12

65

04

Sector

Clothing 

Textiles

Tobacco

Textiles

Cereals

1995 ($m)

23 

16

264

15

42

2015 REPA ULib 

(percentages)

121

27

0

68
-17

198 

58

1

86
-15

185

84
-9

204
-13
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For Mozambique, the alternatives on offer are not particularly attractive as the only significant 
export sector is the prawn industry, the expansion of which is limited by natural regeneration of 
prawn stocks. There are significant growth rates in textile and clothing exports, but from a very 
low base (Table 8.20). In the agricultural sector, sugar exports decline, but cereal production 
increases, allowing cereal imports to decline. Under the REPA assumptions, imports from the 
EU are projected to increase significantly (by 42%), this again involving trade diversion because 
the increase in EU imports is only 29% under the unilateral liberalisation scenario (Table 8.12).

Table 8.20: Mozambique Largest Sectoral Impacts

Category

Export Growth

Export Decline
Import Growth

Import Decline

SITC

03 
65
84
06
33 
65
04

Sector

Prawns 
Textiles 
Clothing
Sugar
Petroleum 
Textiles
Cereals

1995 ($m)

88 
3 
1

29
105 

15
90

2015 REPA U Lib 
(percentages)

1 
11 
95
-1

17 
56

-10

4 
55 

188
-2

19 
112
-13

5 
132 
276
-17

28 
211

7

In the case of Tanzania (table 8.21), both the REPA and unilateral liberalisation scenarios 
involve significant increases in exports and imports. Export prospects are good in clothing, 
textiles and leather, while exports of non-ferrous metals decline, particularly in the unilateral 
liberalisation scenario. Expansion of clothing and textiles requires greater imports of textile 
fibres and finished textiles; clothing imports also increase, but overall there is growth in the 
clothing industry (net imports become net exports). As in Mauritius and Zimbabawe, this could 
be limited by the ending of the MFA. Imports from the EU grow particularly sharply under 
REPA assumptions at the expense of SADC and ROW: under unilateral liberalisation, EU and 
SADC trade diversion is removed and ROW exports grow significantly.

Table 8.21: Tanzania - Largest Sectoral Impacts

Category

Export Growth

Export Decline
Import Growth

Import Decline

SITC

84
65
61
68
65
26
33
84
43
42

Sector

Clothing
Textiles
Leather
Non-ferrous metals
Textiles
Textile fibres
Petroleum
Clothing
Animal oils & fats
Vegetable oils & fats

1995
($m)

15
22

2
34
46
31
71
35
29
25

2015 REPA ULib
(percentages)

32
11
31
_2

29
-1

14
6

-8
-8

163
55

163
-9

53
87
23

3
-30
-30

496
130
499
-33

231
99
34
64
10
10

Zambia's extreme export dependence on copper, which falls in all scenarios, makes all the 
scenarios unattractive. There is strong growth in textiles and leather, but from low bases (Table 
8.22). Imports of textiles and clothing increase, while imports of cereals are reduced. The
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balance of trade remains positive in the Base 2015 and REPA scenarios, but the 19% decrease in 
exports coupled with a 14% increase in imports under unilateral liberalisation turns the balance 
of trade negative under unilateral liberalisation.

Table 8.22: Zambia - Largest Sectoral Impacts

Category

Export Growth

Export Decline
Import Growth

Import Decline

SITC

65 
61
68
65
84
04

Sector

Textiles 
Leather
Copper
Textiles 
Clothing
Cereals

1995
($m)

36
2

762
22 
10
54

2015 REPA U Lib 
(percentages)

12 
43
-2

41 
47

-20

55 
168

-8

70 
59

-12

129 
458
-33

222 
70

-21

Conclusions

Despite the limitations of the data and the uniform application of the comparative static results to 
each of the members countries of the SADC region in the CGE model, the exercise yields some 
useful insights on likely sectoral winners and losers (Tables 8.13-8.22). Overall, unilateral 
liberalisation is attractive because it gives rise to higher levels of trade without import diversion, 
and thus leads to higher welfare and growth. The methodology used to disaggregate the results 
leads, however, to an outcome where under the unilateral liberalisation scenario all countries 
except SACU and Mauritius run unsustainable balance of trade deficits. If the data had been 
available to identify each SADC country separately, the CGE approach would have resulted in a 
trade balance related to the 1995 base for each country. The same sectors which have been 
identified as experiencing rapid growth or decline would have emerged, but with more modest 
changes taking place.

The glaring example of totally unrealistic growth is in the clothing export growth rates of 
Malawi, Zimbabwe and particularly Mauritius. It is the sextupling of clothing exports from 
Mauritius under unilateral liberalisation that allows Mauritius to become the balancing element 
which produces the required balanced trade for the non-SACU SADC grouping in the CGE 
model, compensating for deficits in all the other countries. Analysis of the WTO scenario, where 
the outcome of the WTO Millennium Round is assumed to be a 50% cut in MFN tariffs by all 
member countries, produces a more sustainable outcome in balance of trade terms. If the REPA 
and WTO scenarios are compared as though they were mutually exclusive, the REPA scenario 
emerges as being clearly preferred over WTO by only three countries: Malawi, Mauritius and 
Zimbabwe. The main benefit in the REPA scenario again arises from the very high rates of 
growth in clothing exports to the region (for Malawi and Zimbabwe) and the EU (for Mauritius 
and Zimbabwe).

In comparing the scenarios, it is important to review the assumptions in the model which give 
rise to the very high growth rates for clothing exports. This leads to a more sober picture of 
export prospects under the REPA and unilateral liberalisation scenarios because, in addition to 
supply constraints in the producing countries, regional exports are likely to be constrained by 
clothing being designated as "sensitive" by South Africa, while in Europe there will be increased 
post-MFA competition. The WTO scenario may thus in practice be more attractive relative to the 
REPA scenario even for those countries with very high (clothing-related) export growth in the
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REPA case.

It must, however, be stressed that the presentation of the scenarios as though they were mutually 
exclusive is merely a device to highlight the resulting changes in trade patterns. In fact, the 
multilateral, EU and regional negotiations can and should be treated as complementary. What 
the comparative static analysis serves to stress is that, despite the strong trade ties between 
SADC countries and the EU, the REPA option should not be the exclusive or even predominant 
focus of attention. There is a great deal to be gained for particular SADC countries and the 
group as a whole from negotiating in the WTO forum for MFN tariff reductions from all trading 
partners. The least developed countries will be able to choose whether to reciprocate with cuts in 
their own tariffs, whereas the non-least developed will be required to make reciprocal cuts, albeit 
perhaps on an asymmetrical timetable. The direction, however, should clearly be towards greater 
liberalisation. As shown by the CGE model runs for the region as a whole, which would be 
echoed for each country if it was possible to disaggregate, unilateral liberalisation by the SADC 
countries would be unambiguously the most advantageous strategy, giving rise to the highest 
welfare and growth benefits.

Another important point to be made in qualifying the results presented in this section relates to 
extending the analysis from comparative statics to a dynamic context. For a SADC country to 
make strides towards achieving broad socio-economic goals, such as rising standards of living 
and high levels of employment, substantial levels of investment will be required to expand and 
diversify the productive base. Once investment is allowed, the established pattern of trade, 
which forms the basis of the comparative static analysis, might be altered to greatly increase 
benefits from the new opportunities which preferential or liberalised trading arrangements open 
up. The most dramatic impact would arise from countries starting new industries (eg through 
exploiting a new mineral resource or starting an export-oriented labour-intensive industry, as 
Mauritius did so successfully earlier with clothing and is now trying to do with jewellery). Even 
within particular sectors, altering the production mix to take advantage of shifting markets could 
change export prospects from decline to expansion. A more liberal trading system could 
encourage innovation by removing both protection and the fear of new protection, although it 
also removes the two traditional policies to encourage investment: import protection for infant 
industries and preferences.

Extending the analysis from static to dynamic serves to reinforce the orientation towards greater 
liberalisation: the broader the degree of liberalisation, the wider the spectrum of opportunities 
and hence the larger the dynamic benefits which will arise. However, to persuade both domestic 
and foreign firms to invest, liberalisation needs to be carried out in a political and economic 
policy context which gives assurance that the liberalisation is irrevocable. Binding in the WTO 
is the obvious instrument for this. The possible role of regional agreements in 'locking in' 
liberalisation and other aspects of economic reform is dealt with later in this chapter.

8.5 Other sectoral effects

Studies which have been able to study and take evidence from individual sectors have identified 
a number which seem particularly vulnerable to changes in the trade regime, which can 
supplement our broader picture. Using high tariffs (and the South African sensitive list), Imani 
(1998) identified meat, dairy, some meat and fish products, vegetables, sugar, tobacco, fuels, 
leather and wood, textiles, clothing and footwear, and some other manufactures as the most 
likely to be sensitive to liberalisation towards the EU. The share of these in SADC imports from
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the EU was below 10% of (actual, not potential) imports, and it therefore concluded that they 
could probably be excluded, while remaining within WTO rules. Any additional exclusions for 
other reasons, however, could take it above the limit. On the export side, SADC countries' 
vulnerability because of their dependence on exports of a few agricultural goods is well 
documented (by SADC, among others), and on imports, the CAP subsidies mean that imports 
from the EU could displace even efficient home production. While there are of course 
consumption and welfare benefits from taking advantage of another country's subsidy payments, 
the prospects for reform of the CAP, both internally and because of WTO pressure, mean that 
such exports may bring temporary disruption, but not long-term assured supply.

The effect on sugar depends on the price of sugar in the EU and on the survival of the sugar 
protocol. Thus this is an export which is permanently vulnerable to decisions beyond SADC 
control. The price reduction which most sugar producers assume, of about 20%, would be about 
in line with our assumption about WTO liberalisation. All the studies have found that the 'rents' 
from the sugar protocol are the most important benefit from EU and Lome trading arrangements.

Beef is among the most frequently mentioned sectors. There is evidence from the effects of 
previous South African liberalisation on South African (and Namibian) meat markets of the 
potential impact. Imports from the EU to South Africa surged (from 6.6 to 34.2 million 
kilograms) in 1994 when it lifted quotas. As European beef exports are subsidised, their price 
was much less than the local price, (Tekere, 1997, October, p. 10). The surplus also damaged 
Namibia (which normally exports the same type of beef to South Africa, and for which South 
Africa is the major export market), and Zambia suffered a similar inflow of beef. Once anti­ 
dumping actions can be applied to agricultural subsidised exports, a mechanism would exist in 
principle to resolve this, but there are two serious obstacles. South Africa (and the other SACU 
countries) does not yet have an anti-dumping regime and even if it creates one, the costs and 
complications of proving subsidised prices would be a major burden on its negotiating and legal 
resources. (The 1996 subsidy was estimated as 2.5 times the value of exports, Namibia National 
Farmers Union, 1998.)

8.6 Development effects

The principal economic objective of SADC is development, and therefore the static effects which 
are analysed here (and in all the other studies cited, except for a small attempt in IDS, BIDPA 
1998) may seem to be telling not even half the story. We must consider two other types of 
impact: sectoral or distributional effects which could have particularly good (or bad) effects on 
the structure of the economies and dynamic effects which could increase the aggregate effects 
estimated here.

The sectoral effects do not, from the model or the more detailed examination, seem to indicate a 
significant contribution to development and show some risks. Beef canning and fish canning are 
important food processing industries in some SADC countries. Subsidised beef and canned fish 
from subsidised fishing compete with this, with not only a direct effect on the industry, but 
damage to the industrialisation strategy. Cattle are also produced in some cases in poor and/or 
communal farming areas, so that there are effects on income distribution objectives as well. A 
full answer would require more detailed, country-by-country examination in the light of 
particular country plans, but over all the potential impact of easing the imports of European 
agriculture could compete with the sectors from which surpluses have been generated to provide 
the major part of national saving in some of the countries, and easing imports of manufactures 
could hinder the industrialisation objectives. Further, binding the countries to a particular trade

91



strategy can reduce the flexibility to adjust policy to new objectives or new development 
strategies as the countries develop.

This leaves the dynamic effects. But assertions about the 'dynamic' effects of regions (like the 
early 1980s infatuation with exports) tend to rely more on faith than either economic analysis or 
empirical evidence. 36 Imani (1998) argued that 'the formation of a REPA between the EU and 
SADC could improve the image of the region among foreign and domestic investors, increasing 
their confidence and leading to an inflow of investment' (p. 128). There are two ways in which 
such an investment effect might work. If the direct effects of a region on trade and output are 
strong, normal accelerator models of investment will lead to an investment response, and this 
could, under certain assumptions, lead to continuing growth, not simply a return to an 
equilibrium. This is the type of effect found in studies of European integration, but there the 
initial direct effects are larger. Our model (and the others) is not designed to show such an 
effect, but it seems clear that the size of the output changes found, even where they are positive, 
would not be sufficient. Winters (1997) looks at a variety of studies, and finds that while 'large 
open neighbors' can be beneficial, this seems unrelated to the existence of a region. While there 
is some evidence of convergence of productivity growth from contact (p. 27), this is found 
mainly in countries which are not too different to start, and does not depend on the 
institutionalisation of regions.

8.7 Expectations effects

The other argument is that a region changes expectations: it reduces uncertainty and thus has a 
permanent effect of increasing the return (or reducing the cost) of investment. This could come 
from various sources. In any region, a public negotiation and signing of what is necessarily a 
significant set of economic measures may increase at least the transparency of economic policy, 
and may demonstrate governments' commitment to a stable economic policy. It is difficult to 
plan an FTA or CU if one of the countries is expected to have changing policies. The 
commitment to remain together which characterises long-standing successful regions alters 
outsiders' perceptions of them, and therefore encourages higher external investment. But it is not 
clear whether this reasoning can be reversed: can simply joining a region deliver this 'lock-in'? 
Or, more important, can it create the external perceptions and consequential investment? It is the 
perceived commitment of regions like the EU to each other, not the simple signing of treaties, 
that has created the perception.

But there is a more specific argument for developing countries to link with developed (first used 
for Mexico with the US in NAFTA, although there are elements of it in analyses of the entry of 
Spain, Portugal, and Greece into the EU). By 'tying' itself to a stable, trusted, partner, a country 
gains 'credibility'. Obviously this must depend on the strength of the 'tie' or 'lock-in'. Where 
the members of a regional arrangement have strong non-political links, these can act to guarantee 
their acceptance of the economic commitments of the region. Where the economic benefits are 
strong, these could work, but this risks becoming circular where the economic benefits are 
almost entirely from the tie itself (as they seem to be in the SADC-EU case). An important 
question (and one very relevant to SADC) is whether this locking in is stronger in an agreement

'Dynamics play an almost mystical role in many discussions of economic integration. Having found that 
the static benefits are usually rather small or possibly even negative, advocates of regional integration 
arrangements..typically appeal to the dynamic benefits. However, what these constitute and how they come 
about are frequently rather vague and the evidence linking dynamic benefits to particular instances of 
integration very difficult to pin down.' (Winters, 1997).
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with one developed economy or with the WTO. Winters (1997) argues that this is 'probably' 
true (p. 31), because it is more 'focused', but perhaps only for locking in trade policy among the 
members of the region itself. This is very different from the argument usually made, which sees 
the advantage applying to all investors, not just those where the legal obligations of the region 
itself apply. The limited empirical evidence could support the narrower view: when faced with 
an economic crisis in 1994, Mexico raised its tariffs to the rest of the world, but not to its 
NAFTA partners. It did liberalise its investment laws to all when required to do so to NAFTA, 
but whether this was to avoid diversion or because of a change of policy is impossible to know.

In the SADC-EU context, the potential for lock-in was originally interpreted as coming from the 
SADC countries' desire to retain EU access. If they proved willing to sign a REPA to retain the 
access they had had under Lome, this would show that they valued the economic benefits of this 
access, and they could be expected to continue to behave according to the norms of the REPA. 
This argument was accepted by Imani (1998), p. 134, and extended to a view that if any SADC 
country 'lapsed', 'it would quickly stand out as the exception to the rule, and it would lose the 
important image among investors of predictability'. This is an argument for continued 
compliance by a single member of SADC. But it is now (since the EC commissioned reports on 
the REPA showed relatively little benefit or even loss) being interpreted in conjunction with the 
aid-element of a post-SADC settlement. This could mean that if a country (or the regions) 
signed a REPA, but then did not meet its terms, it could lose aid (a form of cross conditionality). 
But it is also being argued by some observers that if the SADC (or other ACP) countries do not 
sign a REPA, they will not receive aid (or the same level of aid) from the EC. This does not 
seem consistent either with the free choice (the 'menu approach') offered between a REPA and 
GSP, or with the declared objectives of the aid programmes of the EC or of the major donors 
within it, to relate aid to the elimination of poverty. If it is the intention of donors to add signing 
REPAs (not merely meeting their rules if they are signed) to the conditionality agenda, this could 
alter the benefits calculated here (or in the other studies). It would be most significant for the 
least developed: these are (normally) the major recipients of aid (as a proportion of GDP) and 
have the least to gain from other aspects of the REPAs. It seems important that the EC and the 
EU members should clarify their intentions on linking aid and trade. There were initially some 
suggestions that aid could be given to meet the costs of adjustment to a REPA, this has not been 
defined, and clearly if a country chose not to make the adjustment, losing the compensation for 
making the adjustment would not be a credible disincentive.
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9. Economic effects and negotiating strategies

The title of this chapter is intended to emphasise its limits: countries (and regions) will not 
choose their trade strategy only for trade reasons, so the analysis here can only offer part of the 
answer.

SADC countries must choose their trade strategy in a context of unknown outcomes to 
multilateral negotiations and other bilateral negotiations and with uncertainty over the details of 
its own negotiations. The aggregate effects on trade and therefore the calculable effects on 
output and welfare show only small differences for the different scenarios here, and other studies 
have found similar results. The effects come in particular sectors or on areas like the fiscal 
balance. The implications of these will depend on the policy choices of the region and the 
member countries. They also come in less tangible forms: on SADC's own regional integration 
and perhaps on others' perceptions of SADC's performance. If we keep to the economically 
calculable results, we obtain the conventional answer that full liberalisation by SADC is the best 
scenario, even if the rest of the world does not respond, with liberalisation to just part of the 
world, to the EU, inferior, but possibly beneficial on balance: if there are additional costs to not 
liberalising to the EU, whether from loss of trade access, direct penalties in cutting aid or more 
nebulous loss of confidence, and if the costs of discriminatory liberalisation in terms of both 
administrative costs and pressures from excluded countries are not too high (neither of these is 
included in the scenarios), the balance shifts from doing nothing towards liberalising to the EU, 
but this remains inferior to full liberalisation.

The SADC strategy must distinguish clearly between negotiations and questions on which it can 
decide, and those where it is necessarily dependent on others. GSP, as much as the CAP, is a 
matter which is legally entirely at the discretion of the importing country. This does not preclude 
attempts to influence the outcome (in either case), but the final choices, the details, and any 
subsequent changes need not be the subject even of consultation. This requires a different type 
of negotiation, a requesting not bargaining type of relationship. It creates uncertainties: of 
information about what is available, about how it is to be implemented, about its permanence. A 
trade agreement, with the WTO or the EU, is contractual in nature, although any agreement with 
the EU suffers from some unpredictability (the long delays in negotiating the EU-South Africa 
agreement, for example) and legal uncertainty (the potential distinctive features of a REPA 
would almost certainly be tested by the WTO Article XXIV procedure). But SADC countries 
must ensure that the contracts are real. With the WTO, there are clear ways of obtaining 
interpretations of the rules, through precedents or at the limit through the dispute procedure. 
Lome, although contractual in theory, had no system for enforcing the contact on the EU nor any 
dispute system. If the advantages of an agreement with the EU would come not just from access, 
but specifically from better access than MFN (or normal GSP), then the weak provisions for 
'consultation' about agreements with third parties of Lome would need to be strengthened, and a 
dispute procedure (modelled on those in other FTAs, for example NAFTA) or on the WTO 
would be required. SADC should also draw lessons from other regions on what might be added 
to an agreement: not only exceptions and safeguard clauses, but perhaps an agreement not to use 
anti-dumping.

A major effect found here and in other studies of any liberalisation is on tax revenues, and the 
other studies have found that tax policy is already a weakness in SADC countries. Finding 
effective ways of compensating for the loss of tariff revenue and perhaps restructuring tax 
systems will be an essential pre-condition for any trade strategy. There is another link: if there 
are going to be pressures on tax revenue, it is particularly important that the economies grow as
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rapidly as possible to alleviate at least some of the pressure. This makes finding efficient trade 
solutions important.

The sectoral effects are large and uncertain. They depend on the outcome of internal reform in 
the EU and the WTO agricultural negotiations. One conclusion for the SADC countries may be 
(and it is not new) that the risks of high dependence on a few products, particularly ones which 
are subject to vagaries of policy as well as economic fluctuations, may be too high.

SADC will definitely be liberalising among themselves, probably liberalising at multinational 
level, and perhaps liberalising to the EU. This will make it essential to have a clear strategy and 
objectives, which can govern the nature and sequencing of all these policy changes. This will 
strengthen its position in all of them: to do no more than respond to the initiatives of the WTO or 
the EU is to allow them to set the agenda. SADC countries will also need all the information 
possible about the nature of the alternatives facing them. The EU can assist with this, for 
example by clarifying the nature of what would be included in REPAs and whether there is a link 
with aid. The current proposals on trade access are contradictory and inconsistent: can least 
developed countries be excluded from WTO-committed access if they join a region? How can 
the offer that no Lome country will receive less than present access be consistent with WTO 
rules, unless the EU plans to offer Lome terms to all WTO members on an MFN basis? (It 
would not even be sufficient to offer them to all GSP countries because some Lome countries are 
no longer eligible for developing country treatment.)

There is a potential contradiction here between the EU's role as a region negotiating with another 
region for trade advantages and the EC's (and several donors') role in providing financial and 
technical assistance for SADC (and the rest of the ACP) in their negotiations, not only in the use 
of the aid threat as a negotiating weapon, but in the difficulty of advising 'the other side' about 
which parts of the EC position are firm and which are negotiable; whether there is a realistic 
possibility of improved GSP or other alternative trading arrangements; and which commitments 
cannot be relied on. From the SADC point of view, it is necessary to be aware of the dual 
position of donors.

The WTO negotiations will offer important opportunities, but possibly significant costs to the 
SADC countries. The sectors to be liberalised, especially agriculture, are important to it. It will 
need to find effective mechanisms for at a minimum obtaining full and timely information about 
proposals, but if possible for influencing them. One of the risks with liberalisation to the EU is 
the extent of its use of subsidies, with SADC beef and fish already suffering. Subsidies started to 
be a major issue in the last WTO round, and will be more important in the next because of the 
priority to agriculture, and because tariffs are now rarely large enough to be worth negotiating 
about. On subsidies, the SADC countries will find many other allies. Their bargaining position 
may be strengthened by environmental arguments: over-exploitation of fishing stocks and over­ 
use of inappropriate land and cattle-raising methods can be challenged on these grounds as well 
as on more traditional grounds of economic inefficiency and unfair subsidies. But to use all 
these arguments effectively, the SADC countries will need a constant presence in WTO 
preliminary discussions where policies are proposed and formulated, as well as in the final 
negotiations. They will also be better able to take advantage of the demands they have the right 
to make on WTO research and for WTO technical assistance. 37 They will need, as part of their

37 There are, of course, potential conflicts of interest here, too, but of a different type from those involved in 
using EU assistance. The WTO would have difficulty in advising on how far its rules can be stretched 
(although it has come close, by offering courses and advice on anti-dumping), and certainly could not offer 
to advise one side in a formal dispute. There are proposals for an independent unit to do this (financed by,
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trade strategy, to allocate their resources between different negotiations. They may also need to 
try to find external support for this.

The outcome of WTO subsidy and agricultural reform negotiations is clearly crucial to the nature 
of any agreement with the EU on a REPA. If there is a prospect of a short WTO round, this 
might suggest deferring EU negotiations or making them conditional on the outcome. It is clear 
that the likely outcome of the round will still be very uncertain by early 2000, so SADC (and the 
rest of the ACP) might find it unreasonable to commit themselves on their policy towards the EU 
by then. There are also important connections in other areas, in standards (where progress at 
WTO level could make any EU-SADC agreement redundant), on rules of origin (where there is a 
strong SADC interest in common rules), and in services (where the WTO is likely to make 
progress, and which may be excluded from REPAs). The negotiations with different groups and 
institutions should in any case be linked, with good coordination within governments, within 
SADC, and between governments and SADC. The links must include the sectoral ministries or 
others responsible and often the private sector; trade negotiations are not about macro-economic 
aggregates but about products.

The arguments for unilateral liberalisation also apply to other forms of trade facilitation. If the 
SADC countries can find common ways of conducting trade with themselves and with all their 
trade partners, this will start to counter the advantage of developed countries, and will improve 
their terms of trade with all partners. Part of this will be creating good common data on trade 
and trade policy.

There will be difficult questions of different interests, between SADC and other ACP countries, 
but also between least developed and other SADC countries, between food importers and 
exporters, ... In each case it will be necessary to ask: does the strength of a joint negotiation 
outweigh the need to compromise on the outcome? Is the commitment to joint action 
sufficiently strong to outweigh different interests? And perhaps, at how many levels is it 
effective to negotiate? SADC will have regional negotiations and a regional presence at the 
WTO, but will still need country-EU negotiations, and country representation at the WTO (and 
the SACU countries will have an additional level). The ACP may add strength, particularly if 
the focus is on using progress within WTO negotiations to strengthen the position relative to the 
EU, but countries and SADC will need to consider what is practical. There may be more 
opportunities for regions to act together in the next WTO round than in the past, because there 
are more and stronger regions.

As we indicated in the introduction, the immediate task for SADC is not to take a set of 
decisions, but to set up processes which will allow it to influence which decisions, with whom, 
when, will be made, and then allow it to have the information and the consensus to choose a 
combination of policies. These must be taken with the objective not of obtaining individual trade

but not under the control of major donors). As mentioned in Chapter 3, there was also a commitment to 
have a 'development house' when the WTO was formally established in Switzerland.
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advantages, but of promoting a broader strategy of development and regional integration. But it 
is because S ADC has such objectives that it has the possibility of being an effective negotiator.
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Appendix 1: WTO Rules on Regions

The international regulation of regions dates formally from the founding of GATT in 1948, but 
Viner (1950, p. 4) traces this back to the nineteenth century and 'widespread existence of 
contractual obligations not to resort to tariff discrimination, and the general acceptance of 
customs unions as a derogation from such obligations'. In doing so, he brings out what has 
remained a dual aspect of regulation. It regulates the coverage and the form of existing 
agreements, but it also encourages a particular type of agreement to emerge. These agreements 
'tended to restrict the field for special tariff arrangements between independent countries to 
agreements of a type which could plausibly be held to meet the criteria of a "customs union'".

Under the system of bilateral arrangements which governed most trade among advanced 
countries from the nineteenth century to the foundation of GATT, countries normally bound 
themselves to offer each trading partner 'Most Favoured Nation' treatment. Even though the 
analysis of trade diversion and creation had not been formally developed until Viner's 1950 
publication, it was obvious that countries outside, which had to pay higher tariffs for entry into a 
market than other suppliers suffered damage to their interests, even if the damaging effect of 
trade diversion on the region itself was not understood. The multilateral treaty, GATT, carried 
forward this interest in ensuring that no countries were treated better than their competitors. 38 
But against this was the perception that trade liberalisation was good for an individual country 
and regional liberalisation could be seen as a step towards general liberalisation. The trade 
creation and diversion arguments suggested that the world as a whole could gain more than it lost 
from a regional group if creation exceeded diversion, and therefore regions with compensation 
for the excluded could be beneficial for all.

There was also the problem of the existence when GATT was negotiated of a variety of imperial 
preferences. These could not be forbidden because they merely extended the borders of 
countries; within these free trade, and thus discrimination against the rest of the world, was 
normal.

Under what circumstances should countries be able to treat each other differently from 'normal', 
and is it desirable or feasible to have a range of degrees of special treatment? The second 
question is a practical one: do the benefits in each case outweigh the complications? The first is 
more difficult because it requires the international system to judge the legitimacy of the 
preferences of different countries about their international relations. Including such judgements 
was a major innovation when GATT was founded. Unlike other international institutions, the 
essential element of GATT (now the WTO) has been that it is based on regulations and on legal 
processes for defining, implementing and enforcing them. The others rely on consent or 
implementation through countries' own legal systems. Discretion to respond to members' 
changes in preferences or the organisation's own changes in perceptions about appropriate 
economic policy (as in the IMF or World Bank) would not be consistent with this, but the 
assessment of what type of relationship between countries is closer than normal is inevitably 
political. For this reason, any GATT definition had to be in terms of outcomes, not intentions or 
motives.

38 As a technical point both SADC and an EU-SADC FTA could face an objection that giving preferential 
treatment to the non-WTO members (Angola, Congo and Seychelles) violates the requirement of MEN for 
all WTO members.
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The answers to when countries can discriminate under GATT and the WTO have followed two 
potentially contradictory strands. One takes the country as the standard. Special treatment was 
allowed if there is a special relationship, like that between a country and its colonies (Viner 
1950, p. 16) and if it is as extensive as in a country, i.e. virtually without exceptions. Regions 
come under these provisions. The second strand dates from the major revision of the GATT in 
1971 to provide a special section on the developing countries. Initially, the allowance was for all 
'developing countries', but the Uruguay Round introduced a distinction between Least 
Developed and other developing, with different degrees of special treatment. This has been 
extended in the agreement reached on Least Developed countries in 1997 under which not only 
do they receive improved access to developed countries, but some middle income developing 
countries have started to offer preferences to the least developed. Thus, in contrast to the rules 
for regions which must be 'all' or nothing, there is a range of intermediate positions between 
country and MFN for development preferences.

Any concept or regulation of preferential treatment requires an agreed definition and acceptance 
of what 'normal' treatment is. On those subjects where countries have a variety of different 
arrangements with different partners, and there is no international standard, for example for 
cooperation on infrastructure or external pollution effects, or, until recently at least, on rules to 
regulate investment flows, the word 'region' is unlikely to be used, because there is no 
perception that having a special relationship is unusual or needs an identifying name. The 
definition of regions has thus changed in parallel with the growing coverage and legal rigour 
within GATT and the WTO, and therefore the type of agreements which constitute a 'region' has 
extended. These trends have brought in not only different types of economic activity (the 
extension to services, investment, etc.) but different institutions, including dispute settlement 
procedures, standard setting, etc. This is repeating what happened on trade. It was the growth of 
the concept of MFN in the nineteenth century which forced the development of the customs 
union exception agreement. Given that one of the principal objectives of establishing the GATT 
was to introduce certainty and international sanctions against arbitrary changes in trading 
arrangements, the exceptions to the MFN principle had to be further defined and limits set.

GATT permitted regional groups which became, as far as trade was concerned, effectively the 
same as countries. The explanation given in the GATT agreement was 'the desirability of 
increasing freedom of trade by the development, through voluntary agreements, of closer 
integration between the economies of the countries parties to such agreements....The purpose of a 
customs union or of a free-trade area should be to facilitate trade between the constituent 
territories and not to raise barriers to the trade of other contracting parties with such territories.' 
(GATT 1986, Article XXIV). As GATT was designed to regulate and have as members 
'customs territories' rather than 'countries', a customs union could be viewed simply as the 
substitution of one customs territory for a number of pre-existing ones, although this has not 
been carried to the logical outcome of having only the customs union as a member. For a free 
trade area, the requirement is that tariffs be eliminated on 'substantially all the trade' within the 
area. For customs unions, an additional requirement is that the new common tariff is 'not on the 
whole' higher or more restrictive than those of the countries forming the region (GATT, 1986, 
Article XXIV). For both, 'regulations of commerce' are also not be raised above the pre- 
agreement level, but these were not defined.

The rationale was that without the obligation to go 'almost' all the way to free trade, regional 
groups would free the products where group members were competing with non-members (and 
thus divert trade from them) and keep restrictions where they were competing with each other 
(and thus hinder trade creation). The rule is not sufficient to prevent non-member countries from
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being damaged from trade diversion, but it tries to limit the damage, first by limiting the number 
of regions to those where the members are willing to accept the full obligations of Article XXIV 
and then by not allowing them to increase tariffs. Because diversion depends on the relationship 
between the difference between the margin between regional and other prices and the tariff, there 
can be no rule (other than zero tariffs) which can guarantee that there will be no damage to 
outsiders, and the fact that production patterns and costs will change within the region and 
outside it means that any solution can only be approximate and based on information available at 
the time the region is formed. Where there is production using inputs from in and outside the 
region, the rules about what goods are treated as coming from the region, the rules of origin, 
become an essential part of the regulation of the region, and of its effect on the rest of the world. 
The effects of these are also unpredictable over time.

In the 1960s, most colonies became independent and ceased to be covered by the provisions for 
extended customs areas under imperial preferences. At the same time analysis of how countries 
develop led to a set of beliefs that they should have the right to assistance and special treatment; 
that they needed to be able to use trade policy, including import protection and export 
promotion, as part of a development strategy; and that they might need a larger market area than 
that of an individual country to provide a start for new industries. As a result, in 1971, Part 4 
was added to the GATT agreement, allowing developing countries 'special and differential 
treatment'. This included exemption from the MFN rules for special preferences by developed 
countries for the developing countries and greater freedom for developing to alter their own 
tariffs. In 1979, this was supplemented by the 'Enabling Clause on Differential and More 
Favourable Treatment, Reciprocity and Fuller Participation of Developing Countries' which 
allowed regions among developing countries to be notified to the Committee on Trade and 
Development, exempting them from the usual constraints; it permitted preferential agreements 
which did not have the full coverage of FTAs: freedom to form 'regional groups' without 
meeting the full requirements of Article XXTV.

In practice, even for developed countries, control has been effectively non-existent, before and 
after 1971. Most groups were, as required, notified to the GATT, and thus the controls at least 
have ensured transparency. Then, each was reviewed by an ad hoc committe. But the reviews 
never rejected a proposed agreement. Decisions (as in the GATT dispute process) could only be 
adopted by consensus, and thus the members of the group themselves would have had to agree. 
The use of ad hoc committees meant that no general patterns of examination or precedents for 
what was permitted were developed. The most significant new region of the 1950s, the European 
Community, was welcomed for political and security reasons by the country which might have 
been most economically damaged by trade diversion, the US, and therefore not challenged. Other 
groups did not include countries large enough to have a major impact on world trade. Later, as 
Europe expanded and the original conditions which ensured support for it changed, the emphasis 
in the review was on calculating the possible trade diversion effects, and negotiating 
compensating changes in tariffs, not judging whether the expansion should be allowed. 
Implicitly, it was assumed that the formation of regions was a decision properly left in the hands 
of the countries involved.

Events in the 1980s led to changes in this process. The moves of Europe to integrate more 
closely into the Single European Market and to extend itself to first southern Europe in the 
1980s, then northern Europe in the 1990s, and potentially eastern Europe in the 2000s, combined 
with the formation of NAFTA and a number of new developing country regions, ended the 
assumption that regions have a limited effect on the rest of the world. Regions were no longer 
special cases, to be treated individually, but a major trend affecting the nature of the world
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economic system. Larger countries were joining regions, so more had direct trade effects, but 
even small ones could have a systemic effect.

The adoption of the WTO brought three changes in the legal regulation of regions, on coverage, 
timing and tariffs. An Understanding on Article XXIV reemphasised the need to cover 
'substantially' all trade, and although there is still no formal definition, the principal trading 
countries and a newly active WTO secretariat have tried to build a consensus around a belief that 
no major sector can be entirely excluded. (This would be consistent with the services provisions, 
as described below.)

As no region has been approved or rejected under the new rules, 'substantially all trade' and the 
definition of a 'major sector' which cannot be excluded remain undefined. 90% is the 
conventional number used for 'substantially' in most discussion, but the question of 90% of what 
is even more uncertain than the number. As high tariffs can restrict the share of a range of 
products, and thus keep them below 10% of actual imports even if they would be more than 10% 
of imports if imports were unrestricted, the question of whether it is actual imports or some 
measure of potential imports needs resolution. As actual imports are easier to measure than 
potential, de facto actual is used in most discussions, but this will need to be decided by WTO 
and its members. 'Sector' could be taken to mean something as broad as agriculture or 
manufactures, or a single or double digit classification of trade. 'If agricultural restrictions are 
prohibitive, then agricultural trade is by definition not substantial' (Sampson AER, 1996 p. 90). 
Although writing unofficially, Sampson is a WTO official.

The GATT 1948 provisions allowed transition periods, which effectively gave additional 
'flexibility' to the requirement for substantial coverage; the new Understanding limited transition 
to 10 years. It tightened the rules about not increasing barriers from: not 'on the whole higher' to 
an 'assessment of weighted average tariff rates and of customs duties collected', with detailed 
requirements for the calculation. This effectively only gave legal force to what had become the 
practice. It did not attempt to clarify the provisions on other 'regulations of commerce', 
although it had become clear that rules of origin in particular were being used, particularly in 
free trade areas, as an essential element of protection. The Understanding also introduced 
periodic reviews of groups in transition, and the WTO later substituted a single Committee on 
Regions for the old working group system.

For developing countries, there was an additional modification, although more by association. 
The negotiations put more emphasis on reciprocal obligations (except for the least developed), 
and although some special provisions for other developing countries for smaller concessions or 
longer periods of adjustment were built into the settlement, in general the old presumption that 
special and differential treatment was the rule was shaken. Formally, this meant that even 
regions of developing countries started to be examined under the normal, Article XXIV 
provisions, rather than the more flexible ones for Part 4 treatment; informally, it meant that the 
presumption that developing countries should be able to use trading rules relatively freely was 
weakened, so any examination would be more rigorous.

There is a clear potential conflict between preferences and regions, as most regions include 
countries at more than one preference level, and most preference regimes include members and 
non-members of regions. With tariffs generally falling, the conflicts can be seen as temporary, 
with ad hoc settlements acceptable.

The WTO review of Mexico (WTO, Mexico 1997, p. xvii) included a recommendation that
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'there is scope for Mexico to bring together its regional and multilateral efforts for example, by 
binding its regional commitments under the WTO; this would also confirm internationally the 
major shift that Mexico has made, over several years, away from its earlier protectionist 
policies'. It is not clear what this means. The individual regions of which it is a member are 
notified and may be approved by the WTO, but this does not constitute binding in the sense that 
MFN tariffs are bound. The WTO has not found a way of 'binding' the extra commitments for 
least developed countries which have been negotiated under its auspices in 1997. The idea that 
the WTO should require an overall enforcement function for regions seems difficult to 
implement, given the different procedures and rules of the groups.

The second innovation of the Uruguay Round was to extend the regulation of regions beyond 
trade in goods. For subjects not covered by the GATT, there had been no restrictions from 
Article XXTV on countries' giving each other more or less favourable treatment. The Uruguay 
Round extended the responsibilities of the new WTO to services, regulations and standards like 
intellectual property and the use of health standards as a barrier to trade, and implicitly to some 
aspects of investment. In parallel, the General Agreement on Services included (as Article V) a 
provision that countries could liberalise trade in services within a group, provided the agreement 
had 'substantial sectoral coverage' and was part of 'a wider process of economic integration or 
trade liberalisation among the countries concerned' (GATT, Uruguay Round, GATS, Article V). 
Significantly, the phrase substantial sectoral coverage was to be 'understood in terms of number 
of sectors, value of trade affected and modes of supply'. As most existing regions, especially 
those in Latin America, took the opportunity of their initial services offers to specify their 
regional partners as exceptions to the MFN rule (as was allowed at that point), this provision 
may take some time to be tested.

Another significant change in treatment of regions in the WTO was the admission of the EU as a 
member, although additional to, not instead of, its member states. This marked the logical 
outcome of treating it as the customs region which is making commitments to other members of 
the WTO, as trade in goods is a matter of EU, not member state competence. The EU had 
already been the unit, not the individual members, which was reviewed as part of the WTO's 
regular Trade Policy Review assessment process of its members. This step is in part a return to 
the past, when imperial powers were recognized as the member, with responsibilities for 
applying GATT rules to their colonies. The other customs unions have not been admitted, and 
are still treated normally as separate countries, including in the trade reviews.

No new region has yet completed a process of review under the new GATT Article XXIV or 
GATS Article V rules, so it cannot be certain that the process will in practice be more restrictive 
than in the past, but the fact that regions have been put through the full process, even if they are 
made up of developing countries, and statements of support for more rigorous enforcement of 
WTO rules, even by regions like the EU, suggest stronger enforcement. The new rigour may be 
reflected not in the criticism or rejection of regions in the review process, but in the way in 
which regions are negotiated in the first place. The agreements which the EU has signed with the 
eastern European countries all included provisions for eventual free trade, explicitly to meet 
these new requirements. There are, however, agreements signed since the adoption of the new 
rules which clearly violate them.
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