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Preface

Regional integration can be a key force for sustainable development. It can promote
economic growth, reduce poverty, foster social development or protect the
environment. But, it can also have negative economic and social impacts, notably when
the domestic regulatory framework is inadequate or not implemented effectively.

The Southern African Development Community, SADC is committed to deepening
the integration processes amongst its members and has adopted the Regional
Indicative Strategic Development Plan (RISDP) in order to provide strategic direction
in the design and formulation of SADC programmes, projects and activities in order
to achieve development and economic growth, alleviate poverty, enhance the
standard and quality of life of the people of Southern Africa and support the socially
disadvantaged, through regional integration.

Amongst the various measures governments can implement to further such
integration, ensuring sound macroeconomic management is vital. Given the
commitment to deepening SADC integration through macroeconomic policies, it is
important that policy makers in SADC and its Member States assess the impacts that
such measures will have on the social well-being of its people, both in the short term
and the long term.

In view of the above, the Friedrich Ebert Foundation through its office in Botswana
and in close consultation with the Planning Unit of the SADC Secretariat initiated a
regional research programme on “Deepening Integration in SADC — Macroeconomic
Policies and their Impact”.

From the very beginning the programme was designed as a collective effort of
the leading economic research institutions of the region. A total of 14 institutes from
11 SADC member countries followed the call from FES to join the programme. In
two workshops held in December 2004 in Gaborone, Botswana and in April 2005
in Stellenbosch, South Africa the team developed detailed terms of reference for the
research programme. Phase 1 was to begin at the country level with a comprehensive
study on the present status of the economies, their congruence with SADC convergence
targets, the respective policy frameworks as well as a social impact analysis. This more
theoretical desk study was complemented by an empirical survey of the perceptions of
Businesses and Non-State Actors vis a vis SADC. A study on South Africa’s international
trade diplomacy and its implications for regional integration was to give a contextual
perspective.

All members of the research team have spent a lot of time and energy and produced
excellent reports. | commend all of them for their great commitment as well as their
great team spirit in this endeavour. | also wish to acknowledge the substantial input




we received from the SADC Secretariat, especially the Head of the Strategic Planning
Unit, Dr. Angelo E. Mondlane, the then Technical Advisor on Finance, Dr. Moeketsi
Senaoana as well as other SADC experts. Other external experts have also contributed
to the final documents as part of the various reference group meetings in all the
participating countries. | wish to extend my greatest thanks to all them.

In order to make the results of this research programme known to a broader
public, especially among the relevant policy and decision makers of the SADC region,
the Friedrich Ebert Foundation then decided to publish a series of volumes entitled
“Regional Integration in Southern Africa”.

The first volume, presented here, contains the findings of the contextual study
written by experts from the South African Institute of International Affairs, SAIIA and
Trade and Industrial Policy Strategies, TIPS, both from South Africa. My special thanks
go to the authors of the book, to Peter Draper, Phil Alves and Mmatlou Kalaba for
writing and revising the document as well as to Andreas Korn for designing the cover
as well editing the lay out.

Gaborone, June 2006
Dr. Marc Meinardus

Resident Representative
FES Botswana




Executive Summary

D eepening processes of economic integration requires a willingness on the part of
member states involved in such processes to pool sovereignty. Yet in the SADC
context it is not clear whether member states are willing to cede real sovereignty, or
at least a sufficient quantum to construct a real customs union by 2008 as proposed
under the RISDP. Furthermore, it is well-known that the region is divided on this
guestion with a number of member states “hedging their bets” through membership
of other regional bodies.

In South Africa much political and institutional capacity has been expended in
re—establishing SACU as the core platform from which to integrate into the global
economy. So the extent of the South African government’s political commitment to
the SADC Customs Union project (a key RISDP goal) is not clear. If South Africa were
an “ordinary” SADC member state this need not necessarily constitute a problem.
But it is not. It dominates the region economically (accounting for about 60% of
SADC total trade and about 70% of SADC GDP)', rendering it indispensable for any
economic integration process.

The logic of north—south economic integration, which arguably describes well the
pattern of South Africa’s commercial links with the region, is compelling: it reinforces
comparative advantages, promotes income convergence, and over time should also
promote knowledge and skills transfers. In the region only South Africa has the
requisite economic capability and levels of diversification to drive economic integration
in a mutually beneficial manner.

Yet at the same time as South Africa is integrating with the region, it is also
conducting an active trade diplomacy agenda across the world. Agreements currently
under negotiation at various levels and in different forums have the potential to
substantially alter the playing field: in South Africa, regionally, and internationally.
These potential agreements will have major implications for the conduct of business
in the region.

a. First, SACU, and not just South Africa, is negotiating these arrangements. This
process should strengthen SACU’s institutions and separate it further from the
region in terms of its global connectedness and the efficiency and effectiveness of
its internal workings.

b. Flowing from this, as SACU’s negotiated concessions start to bite they will have
implications for regional businesses concerned with accessing the South African
market.

c. This will intensify regional competition, hopefully generating positive spillovers in

1 African Development Indicators. World Bank Database, Global Indicators (2005)




terms of competitiveness, consumer benefits, and regional industrial relocation.
d. However, depending on how regional producers respond it may undermine the

process of regional economic integration by foreclosing economic opportunities

opened up through the SADC FTA.
Therefore, in order to better understand the trajectory and parameters of regional
economic integration in Southern Africa, it is necessary to get to grips with South
Africa’s trade diplomacy, and for the purposes of the broader FES project relate this to
its implications for the goals put forward in terms of the RISDP.

This assessment begins with an analysis of African development priorities,
particularly with respect to foreign direct investment (FDI) needs and trade. That sets
the scene for a focused analysis of South Africa’s African expansion into Africa via FDI
and trade, as well as South Africa’s and SACU’s global expansion via bilateral trade
agreements with non—African trade partners, and the implications these hold for
regional integration processes.

Finally, a detailed quantitative analysis explores the nature of the trading relationships
between South Africa and its SADC partners. It outlines the products and industries
where SADC producers can expect more competition in the SACU markets from
producers in extra—African countries with whom SACU pursues FTAs. It attempts to
link tariff liberalisation under the SADC Trade Protocol and any increases in intra—SADC
trade. It conducts an analysis of the likely trade creation and trade diversion effects
of South Africa’s opening to SADC producers. Last, it analyses problems with rules of
origin in a selected range of commodities that are trade within SADC.

The report concludes with some thoughts on the implications of all of the preceding
for economic integration and development in Southern Africa.




Introduction

his report is part of a project sponsored by the Friederich—Ebert-Stiftung (FES),
the purpose of which is to assist the Southern African Development Community
(SADC) Secretariat in understanding member states progress towards implementing
their commitments under the Regional Indicative Strategic Development Plan (RISDP)
and the respective protocols and other legal instruments, especially those concerning
economic issues, such as macroeconomic convergence and regional trade. Given
South Africa’s strategic importance in the region and centrality to deepening economic
integration, an assessment of its trade negotiations agenda is required to inform the
broader research process. Furthermore, the implications of the problem of overlapping
economic integration schemes in the region for achieving the RISDP’s objectives are
considered in this study. Broadly, the report is structured as follows:
a. A discussion of regional development priorities, particularly relating to trade and
foreign direct investment (FDI);
b. An associated assessment of whether South Africa’s expanding African footprint is
in consonance with those priorities;
c. A qualitative overview and assessment of South Africa’s trade diplomacy and its
regional implications, notably its potential impact on the goals set by the RISDP;
d. A quantitative assessment of the same focused on key products exported from the
region into South Africa.
First, we set out the purpose behind the report in some detail, drawing on the original
terms of reference




Purpose of the Report

Deepening processes of economic integration requires a willingness on the part of
member states involved in such processes to pool sovereignty. Yet in the SADC
context it is not clear whether member states are willing to cede real sovereignty, or
at least a sufficient quantum to construct a real customs union by 2008 as proposed
under the RISDP. Furthermore, it is well-known that the region is divided on this
guestion with a number of member states “hedging their bets” through membership
of other regional bodies.

In the South African case much political and institutional capacity has been
expended in re—establishing the Southern African Customs Union (SACU) as the core
platform from which to integrate into the global economy. So the extent of the South
African government’s political commitment to the SADC Customs Union project (a
key RISDP goal) is not clear. If South Africa were an “ordinary” SADC member state
this need not necessarily constitute a problem. But it is not. It dominates the region
economically (accounting for about 60% of SADC total trade and about 70% of
SADC GDP)!, rendering it indispensable for any economic integration process.

In order to understand why this matters for the future of regional integration in
Southern Africa it is necessary to conduct a brief theoretical excursion2. Proponents
of the “New Economic Geography” advance strong arguments against promoting
south—south economic integration schemes amongst poor developing countries3.
The theory predicts that whilst all countries in such schemes have a comparative
disadvantage in manufacturing relative to the global economy, there will be one with
less of a disadvantage than the others. Hence industrial activity will tend to relocate
to the relatively advantaged country at the expense of the others. This effect will be
aggravated by agglomeration economies, which promote industrial concentration in
the relatively advantaged country. Furthermore, as tariff levels decline overall within
the RIA so those countries suffering from industrial relocation will also experience trade
diversion effects — importing relatively expensive goods from the growing industrial
centre rather than more efficient global producers, thereby lowering their overall
welfare. Meanwhile, the favoured country will gain as regional industry relocates to
its soil and real wages rise as a result. Clearly these effects would generate substantial
political tensions over time which in turn would undermine economic integration
processes.

The logic of north—south economic integration is much more compelling: it
reinforces comparative advantages, promotes income convergence, and over time
should also promote knowledge transfers from developed to developing countries.
Clearly, given the comparative structure of the South African economy relative to the



region this logic applies to South Africa’s economic relations with the rest of Southern

Africa. Thus in a strictly economic sense South Africa’s relations with the region should

be characterized as north—south, and therefore mutually beneficial. In the region only

South Africa has the requisite economic capability to drive economic integration in a

mutually beneficial manner.

Yet at the same time as South Africa is integrating with the region, it is also
conducting an active trade diplomacy agenda across the world. Agreements currently
under negotiation at various levels and in different forums have the potential to
substantially alter the playing field: in South Africa, regionally, and internationally.
These potential agreements, discussed in section 5, will have major implications for
the conduct of business in the region.

This agenda holds the following strategic implications for SADC's plans:

a. First, SACU, and not just South Africa, is negotiating these arrangements. This
process should strengthen SACU’s institutions and separate it further from the
region in terms of its global connectedness.

b. Flowing from this, as SACU’s negotiated concessions start to bite they will have
implications for regional businesses concerned with accessing the South African
market.

c. This will intensify regional competition, hopefully generating positive spillovers in
terms of competitiveness, consumer benefits, and regional industrial relocation.

d. However, depending on how regional producers respond it may undermine the
process of regional economic integration by foreclosing economic opportunities
opened up through the SADC FTA.

Therefore, in order to better understand the trajectory of regional economic integration

it is necessary to get to grips with South Africa’s trade diplomacy, and for the purposes

of the broader FES project relate this to its implications for the goals put forward in
terms of the RISDP. This assessment begins with an analysis of African development
priorities, particularly with respect to foreign direct investment (FDI) needs and trade.

That sets the scene for a focused analysis of South Africa’s African expansion via FDI

and trade, and the implications this holds for African development.




African Development Priorities:
FDI and Trade

Bl 3.1 Issues in African Development

C onventional wisdom has it that poor countries suffer from a development “vicious
circle”: predominant subsistence production inhibits accumulation of savings;
low savings means low investment; low consumption further inhibits investment; and
because investment is low economic growth is stagnant!. This scenario is applied
to Africa, where economies are typically small and subsistence—based. In this view
the problem is exacerbated by market access barriers in developed country markets,
further inhibiting the incentive to invest, particularly for export. Exports, in turn, are
characterised by commodity—dependence, whilst commodities have suffered from
a long—term decline in their terms of trade. And chronic supply-side deficiencies,
principally poor physical and financial infrastructure and low levels of human resource
development further inhibit market integration and investment prospects. This circle
is compounded by chronic balance of payments difficulties, characterised by large
current account deficits?. This inhibits afflicted countries’ ability to import goods
critical to domestic production and consumption, further entrenching the circle?.

There is an intellectual inconsistency with the notion of a “vicious circle”. As Peter
Bauer reminds us*, if there was such a thing no developed country would be developed
today given that their starting points were similar to those contemporary African
states face. He goes further in asserting that capital is the product of development,
rather than its prerequisite. Hence in his view development can take place in the
presence of seemingly overwhelming obstacles provided the people and society want
it, pursue the appropriate means for it, and the international economic environment
is conducive to it. Central to his perspective is the role that trade plays in linking poor
societies into the global economy.

Furthermore, perhaps too much is made of the apparent unsustainability of
current account deficits. Max Corden elegantly points out that, in principle, it is not
the absolute level of the current account deficit that matters, rather the factors that
drive it and, as a separate but related concern, the stability of the real exchange
rate. Concerning the former, he argues that it is the mix between public and private
sources, and within each the balance between investment and savings, that matters.
The issue in the African context is whether chronic current account deficits are
caused by productive private sector investment or consumption expenditures (either
government or private). If it were the latter then presumably debt financing is likely to
be more sustainable to the extent that such productive investment enhances export



capacities and production diversification. However, Fosu argues that it is the latter®.
This being the case the risk is that a build—up of external debt used to finance domestic
consumption will precipitate a currency crisis. So clearly deficits have to be monitored
from the standpoint that they may increase country risk but they are not inherently
problematic provided they can be financed.

In the conventional view external financing alleviates balance of payments
constraints by supporting the current account. It is also critical to boosting domestic
savings and investment thereby inserting the economy into a higher growth plane.
This is the essence of the Jeffrey Sach’s—led Millenium project’s recommendations’.
The problem in the African context is that the dominant source of external financing
has historically been official development assistance (ODA)?. Hence the millennium
project, the UK’s Africa Commission and the G8 have all emphasised boosting ODA
flows to developing countries, especially Africa.

However, this situation is reflective of generally weak capital markets and shallow
financial systems as there is no shortage of capital for emerging markets globally.
Furthermore, Bauer argues that aid inflows, presently the dominant source of external
financing for many African countries, are not without problems®. He identifies four:
first, in his view the assumption that poor countries cannot develop in the absence
of Western largesse is condescending and undermines domestic initiative. Second,
he argues that aid can create a vicious circle of dependence (on Western largesse),
thereby defeating its own objectives. Third, he points out that large inflows of aid can
generate a “dutch disease” effect of exchange rate appreciation thereby undermining
domestic (and most likely nascent) industrial development. Fourth, he is concerned that
channelling aid through governments’ accords rulers extended powers of patronage.
Central to this is his concern that in many poor countries governance is part of the
development problem; hence aid might only reinforce this problem.

In light of Bauer’s critique attracting FDI is an attractive alternative. Most economists
are agreed on this point. However, sustained FDI inflows are elusive, especially for poor
countries, where they are often destined for commodity export production potentially
of an enclave nature. A range of disincentives to FDI have been identified, and need
not detain us here as they are well documented. These problems are manifest in the
African context and provide the crucial backdrop for understanding the generally
positive economic impact of South African FDI on the continent, and Southern Africa
in particular. That is explored in Section 4.

Notwithstanding the caveats noted here, the challenges facing African economic
policy makers are formidable. And to these economic problems we must add a



political dimension. Developmental conditions in Africa stand in stark contrast to those
experienced elsewhere. Two features stand out: large geographic states with small,
dispersed populations'®. These features, taken together, inhibit the establishment
of strong (developmental) states capable of controlling their borders and delivering
development across their geographic expanses. They also ensure continued political
instability in countries where populations are widely dispersed and ethnically diverse.
And small populations mean small markets, which in turn limits domestic investment
and the prospects for either market—seeking or efficiency—seeking FDI. Hence Africa
stands in stark contrast to the developmental states of East Asia.

Altogether it is not surprising that many commentators on Africa suffer from what
UNCTAD terms “development pessimism”. In this view policy options are severely
constrained!:

Development pessimism is shared by those who would arqgue that the state should play a
minimal role in guiding economic activity in developing countries, and also those who arque
that it should play an important role but cannot do so because international rules reduce
“policy space” and thus prevent countries from doing what they need to do. Within an LDC
(African) context, weak State capabilities are added as a further ingredient reinforcing the view
that development promotion simply cannot be done. Development pessimism has led to the
view that the best way to reduce poverty in the LDCs and other developing countries is not
through development but rather through closer integration with the world economy.

It is apparent from the exposition above that we partly share the development
pessimists’ view; subject to Peter Bauer's injunctions that development does not
depend on external forces but on domestic initiative and aptitudes. On this front he is
not sanguine about Africa’s development prospects, and nor are we.

Whilst such concerns are a critical backdrop to this report, they are not the focus.
Rather, this report is concerned with Southern Africa’s relationship with the global
economy through the prism of its economic relations with South Africa. We are
primarily concerned with the question of whether South Africa’s re—emergence onto
the global stage is of economic benefit to the region, and if so whether it's global
trade diplomacy is inhibiting those benefits through undermining regional economic
integration. In pursuance of this question the challenges for African development
identified in the discussion above are explicitly related to South Africa’s African thrust
in section 4. First we elaborate on Africa’s broader insertion into global trade and FDI
relations to set the scene for the analysis in section 4.



Bl 3.2 Developing Countries in World Trade and FDI:
Concentration and Dispersion

learly no society exists in a vacuum. Today's global economy is dynamic and

increasingly intertwined. International trade and investment flows are on an
absolute order of magnitude never seen before; even if in relative terms the global
economy is not as integrated as it was by the end of the nineteenth century. This
integration affords those countries plugged into mobile flows of trade and investment
the opportunity to leverage external resources for domestic development. The issue is
how to access external resources on a sustainable basis, in a manner that complements
domestic development strategies. For as Joseph Stiglitz soberly reminded us in the
aftermath of the 1997-1998 Asian financial crisis, opening up to these flows, especially
on the financial front, is fraught with dangers and needs to be carefully managed'.
Crucially, this requires strong states capable of managing markets prone to failure,
collecting and directing resources to areas where it is most needed. Unfortunately this
is a circumstance mostly lacking in the African context where governance problems and
incapacities abound. Worse still, globalization has largely passed Africa by. Far from
having experienced too much of this complex process, the continent is marginalised
from it. Nowhere is this more evident than in trade and FDI flows.

In the 1990s developing country economies, whilst showing regional variations
became considerably more open to trade than their developed country counterparts
based on trade to GDP ratios2. LDCs, in particular, were more open than their
developed country counterparts®. Furthermore, developing country participation in
world trade flows rose substantially. Certainly, a single decade is not enough to judge
by, yet we can note that despite these aggregate increases in participation in world
trade, developing countries generally remain under—developed.

However, we should not hastily conclude that more trade is associated with low
levels of development either. Dollar and Kraay note that countries that have become
more open to trade have tended to grow faster than relatively more closed economies4.
Furthermore, much of the negative critique of globalisation is grounded in the obvious
and growing gap between those countries that have dramatically succeeded in their
economic development and the bulk that haven't. As Henderson notes®, focusing on this
gap is problematic for two reasons: it ignores the fact that many countries are actually
growing and developing albeit not as fast as their successful peers; and it obscures the fact
that trade integration per se is not to blame for the laggard’s relative underperformance
— rather a host of domestic factors are equally if not more to blame.




Developing countries as a group continue to rely on exports of commodities to
developed country markets in order to generate the requisite foreign exchange for
importing advanced manufactures from the developed world. But the WTO secretariat
notes that the contribution of commodities to the aggregate basket of exports from
developing countries has declined ‘dramatically’ since 1955, when they accounted
for more than 90%, to below 30% at the end of the 1990s. They note further that
this decline accelerated ‘sharply’ from the mid—1980s, roughly coinciding with the
onset of extensive trade liberalisation in the developing world. They attribute this
positive story to the decline of the contribution of fuels on the one hand, but more
importantly to the rise of office and telecoms equipment exports.

This positive picture is qualified by regional variations: Africa and the Middle
East continue to rely on commodity exports for more than two-thirds of their total
exports; Latin America has substantially reduced its reliance although at 40% it is
still high; whilst developing Asia’s share stands at approximately 15%. And the WTO
Secretariat notes that a handful of countries drove this overall transformation within
each region6. Hence developing country success in world trade is concentrated in
a few, principally East Asian, high performers. This is a salient manifestation of the
agglomeration dynamic outlined in Section 2.

Furthermore, UNCTAD argues that whilst it is true that developing countries’
share of world trade in manufactures has increased, their share of manufacturing
value—added has not. They assert that7:

...few of the countries which pursued rapid growth in manufacturing exports over the past
two decades achieved a significant increase in their shares in world manufacturing income ...
for many developing countries, getting the most out of the international trading system is no
longer just a matter of shifting away from commodity exports.

They argue that much of the increase in manufacturing exports in developing
countries is resource—based, rather than technology—intensive. In this regard, they
confirm that the growing share of ‘dynamic’ exports from developing countries is
driven by a small group, principally the East Asian newly industrialized countries (NICs).
Furthermore, they assert that ‘none of the countries which have rapidly liberalised
trade and investment in the past two decades is in this group’8. Importantly for our
purposes, no African country is found in this group, including South Africa.

In UNCTAD's view a large part of the explanation for these concentration patterns
is to be found in the fact that global flows of productive investment and trade are



contained within multinational corporation (MNC) networks. Those networks are
centred on the developed countries of the OECD, incorporating selected developing
countries into international production and associated services networks. In this regard,
UNCTAD9 notes that, notwithstanding the fact that global FDI flows are reaching
more countries over time, notably China, India, and Brazil, the world’s top 30 host
countries account for 95 percent of total world FDI inflows and 90 percent of stocks.

Furthermore, control over the generation and diffusion of information technology,
increasingly central to corporate processes, is located predominantly within MNC
networks. The pace of innovation, notwithstanding the recent collapse of the ‘tech
bubble’, is rapidly advancing, leaving many developing countries behind. These
technologies enable MNCs to retain high—technology processes at home, whilst
hiving off lower—end assembly and processing to developing countries that have cost
or location advantages.

Yet the bulk of global FDI flows are now in services, not manufacturing. Services
account for approximately two thirds of the global FDI stock!®. This FDI is primarily
market—seeking, increasingly disconnected from FDI in manufacturing from home
countries, and concentrated in backbone services such as finance, electricity,
telecommunications, and business services. Consequently it follows the general
pattern of FDI flows in being sourced from and concentrated in developed country
markets. Even the recent offshoring phenomenon is concentrated, in four countries:
Canada, India, Ireland, and Israel.

So the tendency towards concentration of participation in world trade flows is
matched on the foreign direct investment front. These trends fit the general pattern
of concentration and agglomeration identified in Section 2 as our central concern. An
essential caveat, however, is that a selected few countries, mostly in East Asia, have
been incorporated into an expanding international division of labour. The charmed
circle has widened to include China, Brazil and Mexico, with India starting to catch
up NOW.

Yet from a developing country perspective some positive trends are discernible.
First, MNCs are increasingly relocating research and development resources into
selected regions and countries. And their role in such countries’ R&D effort is generally
increasing!!. The bad news is that Africa, again barring the South African exception,
does not feature in this trend at all'2. More worryingly, whilst this concentrated
dispersion of R&D activity is set to increase UNCTAD do not identify the requisite
attractors, notably a sophisticated “national innovation system” in African countries.
Hence Africa seems set to remain locked into commodity—dependent production




patterns for the foreseeable future; again with the possible South African exception.

Second, developing country MNCs are increasingly getting in on the action.
They now account for about 10 percent of global outward FDI stock. This trend has
prompted some observers to argue that a new economic geography is emerging.
Partly this reflects increasing participation of developing countries within global trade
flows, as noted above. Furthermore, a substantial portion of developing country FDI
outflows are destined for other developing countries, and such flows are growing
faster than flows between developed and developing countries'®. Apparently this has
largely been driven by China and India’s energy acquisition, including into Africa,
but manufacturing and services are becoming more important!*. Developing country
MNCs have a competitive advantage in operating in developing country markets based
on their experiences at home. Their expansion is also being fuelled by high domestic
growth rates, relative to those experienced in most developed country markets'>. And
these MNCs are increasingly developing their own production networks independently
of developed country MNC networks — South Africa’s relations with Africa being a
case in point. However, a major drag on this thrust is capital controls at home!®.

Hl 3.3 Implications for Africa

O nthe trade front Africa (including North Africa) is by and large incorporatedinto the
global economy as an exporter of commodities, primarily to the European Union,
and importer of manufactures and services. This reflects comparative advantages.
Domestic markets remain small, dispersed, and primarily subsistence—based, and this
will likely change relatively slowly over time. As noted in section 2 it is not clear that
regional integration by itself will favourably change this picture for most countries —
quite possibly the reverse will occur. Of course this aggregate picture requires some
nuancing, for example Kenya is emerging as a regional manufacturing hub for East
Africa, exporting increasingly substantial quantities of manufactures to its neighbours.
It is not clear though whether this is to the overall economic benefit of its neighbours.
South Africa, the focus of this report, clearly does not fit this bill either and there is a
similar question mark over the impact of its regional expansion. But by and large the
picture holds true for much of the continent.

Therefore global swings in commodity prices are particularly important for
economic growth in Africa’ and for all countries in SADC in particular. The experience
of resource—rich developed countries such as Australia and Sweden suggests that
provided resource—rents are appropriately managed and invested a resource—curse



need not necessarily obtain®. Unfortunately this is proving challenging in Africa given
weak state capacities and, in some cases, poor governance.

The picture is similar on the FDI front. Again Africa attracts marginal FDI flows
compared to the rest of the developing world, consistently in the region of 2 to 3
percent of total outward flows®. These flows are proportionate to Africa’s relative
economic weight in the global economy. And they are concentrated in the top ten
recipients which consistently account for more than three quarters of FDI flows into the
continent®. Concentration in FDI destinations is matched on the source—end as only
three countries (France, the UK and the US) accounted for 70 percent of FDI inflows in
the period 1980-2000°. This pattern is very different to the one that has taken shape
in East Asia, especially China, for which the bulk of developing country FDI flows are
destined. That investment is both market—seeking and efficiency—seeking, and more
broadly spread thereby entrenching the region’s emergence as a twenty—first century
economic powerhouse.

FDI inflows into Africa are predominantly resource-seeking, reinforcing
commodity—dependent export profiles. UNCTAD notes that this lends FDI into Africa a
peculiarly enclave character, whereby predominantly greenfields and capital—intensive
investment is delinked from the domestic economy and profits are not reinvested®.
They argue that this holds a further danger of state capture by powerful MNC interests
geared towards resource—extraction at the possible expense of manufacturing interests,
thereby undermining diversification strategies. There is also the danger of Dutch
disease to guard against. Furthermore, there is also the possibility that large—scale
profit repatriation could undermine the balance of payments. Altogether UNCTAD is
rather gloomy about the prospects for FDI to generate development in Africa’:

The failure of capital formation to make a strong recovery since the debt crisis, the limited
evidence of crowding in from FDI, the incidence of capital flight, and the fact that the ratio
of FDI to gross fixed capital formation in Africa is close to the developing country average
all suggest that (positive) cumulative interactions have not taken hold across most of the
region during the last 20 years. Under such circumstances, the tendency of FDI to reinforce
enclave-type development appears to be a real danger, with external integration privileged
over the internal integration of the local economy.

However, it is worth asking whether it is primarily MNCs that are to blame for this stark

perspective, or whether the onus of development lies rather on host governments.
Southern Africa is unlikely to attract much market—seeking FDI whilst domestic markets




remain small and constrained through inappropriate regulation or enforcement of
regulations. And, to reiterate, provided resource rents are well-managed (and the
rents themselves properly negotiated with powerful corporate interests) resource
extraction and export should be a blessing. This raises complex questions about the
interplay between MNC interests and national regulation — which are unfortunately
beyond the scope of this paper.

Taking account of the patterns of Africa’s insertion into global trade and FDI flows
identified here, what implications does this hold for our analysis of South Africa’s
economic engagement with Southern Africa?




Implications of South Africa’s Evolving
Southern African Footprint

he origins of South Africa’s corporate expansion into Africa lie primarily in the

conjuncture of two simultaneous and related processes: the demise of Apartheid,
and the end of the Cold War and associated triumph of the “Washington consensus”
development paradigm pursued by the Bretton Woods institutions (BWIs) globally.
For decades Apartheid had constrained South African economic involvement with
the continent, resulting in surplus domestic capital and unexploited regional markets.
Inevitably once Apartheid was replaced by a democratic dispensation, South African
companies were always going to be free to head north. The African foray coincided
with the ascendancy of the Washington Consensus, especially in Africa, where the
BWIs have historically dominated capital inflows and influenced economic policy via
structural adjustment programmes. As Daniel et.al put it':

...It was the character of the South African transition and its relations to the ascendancy of the
neoliberal economic paradigm which enabled South African business to capture, and in some
cases, monopolise, the opportunities presented by a global economic regime that prompted
and encouraged market penetration.

This process has afforded unprecedented opportunities to select African countries,
especially in Southern Africa, although it is not without problems. The impact is dealt
with below. First we consider some patterns of the outward thrust.

It is primarily in Southern Africa that the pattern of FDI and trade concentration,
noted in Section 3, is beginning to diverge through South African FDI into and trade
with the region. The potential scale of this expansion is impressive?:

...South Africa had over 900 TNCs by the end of the 1990s. Seven of those were among the
top 50 non-financial developing country TNCs in 2002. A further 2044 foreign affiliates were
based in South Africa by the end of 2002, indicating South Africa’s position as a launching
pad for foreign investment into the rest of Africa...only eight of those companies and their
subsidiaries did not have an Africa focus.

Daniel et. al. note that in the 1994-2000 period the stock of South African FDI in
SADC exceeded UK and US stocks combined. And, according to a report by the
erstwhile South Africa Foundation?® (which represents the top South African corporates)
outward FDI flows accelerated in the 2000-2004 period without peaking. Daniel and
Lutchman, however, note that in 2004 outward flows did in fact peak and in some




sectors (aviation, banking and road construction) declined for the first time*. This
seems to have been linked to stagnant export sales into Africa®; although it is not clear
whether this was a consequence of the strong rand or evidence of market saturation.
Meanwhile new competitors, particularly for energy resources, in the form of China,
India and Brazil have emerged on the African scene.

Resources still feature prominently in aggregate South African FDI into the
continent. The Business Map Foundation finds that, taking a value—of-investment
measure, the resources sector still dominates South Africa’s FDI stock in SADCS.
Grobbelaar concurs, noting that whilst a mix of motivations behind FDI outflows is
discernible resource—seeking and strategic asset or capability—seeking are dominant
motivations’. The latter is reflected in participation in privatisation processes, but
reflects a diversification of FDI flows beyond commodities and into a range of backbone
infrastructure sectors. And recent South African FDI flows into the continent are
more diversified than those sourced from the three dominant developed countries.
UNCTAD argues that these are driven more by merger and acquisition activity than
greenfields investment, implying that on aggregate they are more market or asset
rather than resource—seeking8. According to the South Africa Foundation report’
market—seeking FDI, measured on the basis of number of projects, is concentrated on
SADC markets, whereas FDI into non—traditional markets is targeted primarily at the
mining and energy sectors'. The latter gathered pace in 2004 in response to South
Africa’s looming energy shortages and the rapidly growing energy acquisition trail
blazed by China and the US, with India and Brazil following in their wake!.

While concerns about deindustrialisation or crowding out of domestic companies
must be carefully addressed and are considered below, the so—called “new scramble
for Africa” by South African companies is, according to recent studies based on
interviews with South African companies operating on the continent, yielding
substantial benefits for the continent. These include job creation'?; upgrading
of existing and building of new infrastructure including investment in backbone
services'; technology transfer through human resource development!#; increased tax
revenues; increased consumer choice; and boosting general investor confidence in
host countries15. These benefits are reportedly linked to a general view amongst
the South African corporate community that they are in Africa for the long—term
and hence need to play their part in sustainable investment. This view has helped
them to unseat European competitors who, according to McGregors' survey', have
a reputation for dumping inferior technology and quality at premium prices. South
African companies are quite prepared to adapt products to local market conditions,



and in many cases already do so in the domestic market!”.

What then are the costs involved for countries hosting South African FDI? There is a
growing literature, largely NGO-based, that is increasingly critical of the behaviour of
South African firms on the continent. Concrete examples include the citing of twelve
South African companies for looting mineral resources in the Democratic Republic of
the Congo'®, and alleged violations of labour rights on the part of some companies'.
There is also largely anecdotal evidence of alleged corporate malfeasance and arrogant
behaviour reminiscent of Apartheid attitudes. This seems to be linked to concerns
within the South African government based on evidence sourced through its missions
across the continent that the South African corporate community in general is not
behaving like good corporate citizens in host markets?. It is not clear though whether
these concerns respond primarily to the political signals coming from some actors in
some countries and the critical literature referred to above; or are based on rigorous
research. Nor has the South African government published any official findings in this
respect.

Then there is the risk of domestic market dominance: in McGregors' survey some
17 percent of South African investments in Africa enjoy a market share of greater
than 75 percent. However, this is offset by the finding that 67 percent of investments
held less than 25 percent market share?!'. So whilst host governments must be vigilant,
it appears from this evidence that the risk is overstated. And it is worth bearing in
mind that the total stock of South African FDI in Africa accounts for no more than 7
percent, and no less than 3 percent, of its global FDI stock?. Furthermore, the majority
of South African investments are small — it is generally the large—scale projects that
capture the headlines®.

And there is the problem of enclave investment associated with resource—extractive
FDI. However, as noted above South African FDI is increasingly more diversified than
that traditionally sourced from developed countries. And the Business Map Foundation
notes that in the case of the Mozal aluminium smelter in Mozambique for the first
time on the continent a serious, and successful, attempt was made to build linkages
to the local economy thereby minimising the potential for enclave development®.
This reflects the South African state’s sensitivity to regional concerns, a matter we
return to in Section 5. Furthermore, the pattern of greater market—seeking FDI is
building host country markets, thereby enhancing the long—term prospects for
economic diversification. Crucially, this process is driven substantially by economic
reforms in host countries®, thus qualifying (although not necessarily nullifying) the
conventional wisdom that structural adjustment packages have caused the continent’s




deindustrialization.
Turning to trade, the South Africa Foundation notes with respect to South Africa’s
exports to the continent that:

There is a high proportion of value—added exports to the rest of Africa, with machinery,
mechanical appliances, iron and steel articles, transport goods, chemicals, and plastics and
rubber goods accounting for close to 70 percent of the total. This is an important consideration,
as it ties in with South Africa’s domestic economic structure, based traditionally on mining,
agriculture, engineering and chemical products, and their allied industries. These are also the
areas that are attracting the most (investment) interest in other African countries.

Clearly South Africa’s outward FDI thrust is linked to its exports to the region. This also
explains the chronic trade imbalances, weighted in South Africa’s favour. However, on
the assumption that the goods exported are not available locally in recipient markets,
this is not a problem per se. Rather, African economies benefit from the division of
labour associated with South Africa’s growing commercial presence. It is clear that
South African companies do not source much from the region, with the majority
of companies surveyed by SAIIA indicating they source less than 10 percent of their
goods in regional markets*. Again, this needs to be viewed in perspective. During
the sanctions period many countries in the region sought to prevent trade with South
Africa for political reasons. Hence the current wave of FDI is more appropriately seen
as an unleashing of pent up demand. Furthermore, the bulk of the region’s commodity
exports are destined for developed country markets, whereas South Africa possesses
many of those commodities and hence does not need to import them from the region.
Therefore, whilst the balance of trade is significantly biased in South Africa’s favour it
reflects a natural structure associated with comparative advantage and historical trade
relationships.

Clearly this does not negate political concerns associated with rising trade
imbalances and perceptions of “recolonisation”. There is a long history behind these
fears, most notably the Apartheid state’s destructive destabilization of its neighbours
from the late 1970s. However, we are focused here on the economics of this set
of contemporary relationships. To blame South Africa for this economic structural
dynamic amounts to political grandstanding and does not make economic sense.
Even the charge that this trade imbalance worsens current account imbalances must
be seen within the context of the economic logic outlined in Section 3: what matters
is the drivers of these imbalances, rather than the fact of their existence. In the



region’s case, many useful and essential products that aren’t domestically produced
are sourced from South Africa. Whilst it is not possible to generalise here about the
product mix with respect to individual countries, it is our contention that critics need
to prove their case on the grounds of economic, not political, logic.

Therefore, in our view South African corporate expansion is a necessary process for
building viable regional economic integration. However, given South Africa’s domestic
growth problems and the relatively small size of its economy there are limits to this
process. Most significantly, South African trade and FDI is concentrated on countries in
SADC, with only Kenya featuring in the top ten destinations for both?’. Consequently
South Africa’s expansion into the continent in the long—run is unlikely to result in the
same dramatic development benefits which Japanese FDI wrought in Southeast Asia.

Nevertheless, South Africa is described as an engine of growth in Africa in the
sense that its economic growth is believed to have substantial impact on growth in
other African countries.” The impact is due to reasons mentioned earlier including
South Africa’s relatively large economic size and its growing linkages with other
African economies. And in some quarters there is a view that South Africa’s role on
the continent has not reached its potential because it is a relative newcomer owing
to its economic and political isolation in the pre—1994 apartheid period; and because
South Africa does not dominate the trade of most African countries.

Furthermore, the South African government’s pursuit of strategic partnerships
through FTA negotiations with other countries around the world, discussed in more
detail in Section 5, necessarily entails stretching the South African government’s scarce
diplomatic and negotiating resources, which distracts its attention from Southern
Africa. And as the South African/SACU market opens up to imports from these
partners, so Southern African countries will find it increasingly difficult to compete
there. The scant prospects they currently have for developing manufacturing industry
could be undermined by these processes. And it is likely that the little manufacturing
FDI destined for our region will continue to concentrate in South Africa given its
market size and emerging network of market access arrangements.




South Africa’s African Agenda:
Implications for SADC

he focus in this report is on the economics of South Africa’s Southern African

engagement. Here we focus on how the government plays its hand in the diplomatic
sphere, notably with respect to trade diplomacy. The purpose is to establish whether
the South African government’s thrust is in support of the economic imperatives
outlined in Sections 3 and 4, or at odds, and more specifically whether its trade
agenda supports regional economic integration in Southern Africa.

It is clear that South Africa’s economic interests extend far beyond Africa, hence
Section 5.1 dissects the government’s global trade agenda as the crucial backdrop to
a discussion of its African and Southern African agendas in Section 5.2.

EEl 5.1 South Africa’s Global Trade Agenda

n the Uruguay Round South Africa committed to a major overhaul (simplification and

liberalization) of its complex tariff regime, and signed up to the Single Undertaking.
Special and differential treatment (SDT) did not play a role during this period owing to
the fact that the Apartheid government considered South Africa a developed country
in the GATT context and more generally. Under—girding South Africa’s commitments
and participation in the Uruguay Round was the strong need to overcome the isolation
of the 1980s and the need to promote economic competitiveness in a context of
economic stagnation. International competitiveness and reintegration into the global
economy became crucial pillars of the ANC government’s policy as it turned its back
on more statist forms of economic policy in the wake of the first rand crisis in 1996.
This culminated in more rapid liberalization of tariffs than required in terms of South
Africa’s GATT bindings1. This is a source of considerable tension in the tripartite
alliance, as COSATU argues that this rapid liberalization was a direct cause of today’s
high levels of unemployment. This domestic political dynamic also constrains prospects
for further liberalization.

Given that the Uruguay Round was complete when the ANC came to power in
1994, the trade liberalization trajectory turned to bilateral and regional tracks. The
global agenda is considered below, whereas the African agenda is considered in
Section 5.2. Unilateral trade liberalization, on the other hand, has not been seriously
on the agenda since. Rather, adjustments to the Most Favoured Nation (MFN) tariff
regime have been left to the Doha Round of multilateral trade negotiations. South
Africa’s most important objective in the Doha round is to solve the agricultural
subsidies puzzle first, before moving onto other areas. Therefore the Brazil-India led



G20 alliance was a natural one, with South Africa straddling the two poles these
countries represent (offensive in Brazil's case, defensive in India’s). Largely at the
instigation of South Africa’s commercial farmers South Africa is also a member of
the Australia—led Cairns group, with its market access focus. That is important, but
hardly critical, to South Africa’s export trajectory, accounting for a small proportion
(approximately 10 percent) of the overall export basket, whilst agriculture constitutes
a small proportion of GDP. The land reform process and associated class of emerging
black farmers ensure a partly defensive posture currently and in the future.

Of far greater importance is securing access to markets for South Africa’s
intermediate manufacturing exports and liberalization of services sectors in African
markets in particular. These interests are opposed to those of the G90 (a grouping
representing the poorest developing countries)2 which favours continued preferential
access to developed country markets with minimal or no reciprocation. SDT and the
implementation agenda — priorities for the G90 — have received differing levels of
support, with the emphasis being on the former rather than the latter.

Well-established South African service sectors, employing substantial numbers of
skilled and unskilled workers, could face significant threats from foreign providers
if negotiations—in all fora and at all levels—are not handled very carefully. The most
obvious example in this instance is the FTA with the United States, currently under
negotiation. On the negative side of the balance sheet social services liberalization will
have to be carefully weighed owing to potential domestic opposition. On the positive
side, further openings in South Africa’s services sector, notably in core infrastructure
services3, could go a long way towards introducing competition and efficiencies into
quasi—monopoly sectors. If correctly managed this would have the major benefit of
lowering cost structures, thereby promoting competitiveness across the board and
supporting government’s 6 percent GDP growth objective.

Regionally the picture is rather different. South Africa would do well to seek
liberalization of service sectors in SADC markets, again in core infrastructure. Yet to
date there has been no movement on services trade liberalization in any of the official
SADC or SACU structures. This is clearly as important a policy priority as any defensive
concerns vis—a-vis the US (or the WTO).

South Africa’s relatively low activity levels in the WTO GATS negotiations and
in bilateral services trade negotiations—at least compared to much more developed
policy positions on trade in goods—represent a key area in need of greater focus
and effort. The Department of Trade and Industry (DTI) has recognised this need and
now seems to be building some capacity to service it. Furthermore, there is some




movement within organized business to develop their capacity to engage on these
issues that should be supported.

South Africa supported efforts at the Cancun Ministerial to significantly delay
or even cancel entirely negotiations on two of the four issues raised at the 1996
Singapore Ministerial4. South Africa argued publicly that because the USA and the EU
could not guarantee meaningful reform in agriculture, developing countries should
rightly oppose negotiations on these issues5. South Africa also argued that there was
little evidence that industrialised countries would be committed to ensuring that any
agreements on the new issues that might be reached would be developmental in
nature.

The South African governmentis not opposed to the principle of greater transparency
in government procurement. Transparency in the tender process does in fact receive a
large amount of attention in the Prevention and Combating of Corrupt Activities Act
(no. 12 of 2004). Rather, there are concerns over what multilateral negotiations on
this issue might mean for the government’s freedom to use its considerable spending
power as it sees fit. The state, it is argued, should be allowed to discriminate on
development grounds in the awarding of contracts to private enterprise. This is a
cornerstone of government’s black economic empowerment policy — a policy with
widespread public support. Given the extent of poverty and inequality in South Africa,
apartheid’s legacy, and the large contribution government expenditure makes to GDP,
these concerns are not likely to fade.

Concerning investment South Africa sought to balance its substantial outward
investment position with the need for developing country solidarity. Furthermore,
the government has an existing network of bilateral investment treaties, rendering a
multilateral approach of questionable benefit. However, given the uncertain political
transition now under way in South Africa a key policy priority should be to reassure
nervous investors, particularly in light of the continually unfolding catastrophe in
Zimbabwe. And attracting foreign direct investment to South Africa remains a central
economic policy goal.

On the bilateral front, after the first democratic elections in 1994 relations with
the EU were high on the agenda given the preponderance of EU markets in South
Africa’s export basket. When the new government realized that the EU was not
going to grant it full access to Lomé preferences it opted instead to negotiate a
comprehensive agreement covering trade, aid and political cooperation6. After six
years of difficult negotiations the final agreement covered “substantially all trade” and
was asymmetrical in two respects: EU markets were opened first, and to approximately



95 percent of South African exports versus 86 percent in return7. This experience,
and the new government’s policy trajectory in support of developing countries,
constituted a substantive shift from the previous government’s general approach to
trade negotiations. The process of negotiations8 turned out to be divisive, notably the
EU’s decision not to include South Africa’s customs union partners in its negotiating
mandate. Furthermore, many ACP states were concerned about the precedent this
agreement set for the future of their relations with the EU — correctly as it turns
out given the unfolding Economic Partnership Agreements (EPAs) negotiations taking
place under the Cotonou Convention.

Trade negotiations in South Africa, as in many countries, have become intertwined
with foreign policy. In the multilateral system, for example, the foreign policy
imperative revolves around how to mesh South Africa’s economic interests with the
positions taken by the Africa group in the WTO given that resolving Africa’s problems
is the central foreign policy terrain9. And in keeping with global trends, a new wave
of bilateralism has broken out. This is broadly guided by the Department of Trade
and Industry’s (DTI) “Global Economic Strategy”, and is divided into three tracks:
first the US, the European Free Trade Area (EFTA) and Mercosur; second India and
China; third Singapore/ASEAN; Japan; South Korea; Nigeria and Kenya. Track one is
currently underway with EFTA recently completed and Mercosur close to completion.
But negotiations with the US have run into serious difficulties. This reflects major
differences between South Africa and the US concerning trade liberalization in general
and the US's “WTO-plus” approach to bilateral negotiations. To some extent it also
reflects the South African government’s desire, in common with Brazil, to pursue
strong alliances with key developing countries in order to balance US power. Track two
has yet to commence, although it is anticipated that negotiations will get underway
next year, whilst track three is likely to be considerably delayed owing to DTI capacity
constraints.

Hl 5.2 South Africa’s African Strategy

fficially, South Africa’s broad vision for Africa is embodied in the African Union
(AU) initiative and the New Partnership for Africa’s Development (Nepad), which
forms one of the AU’s most important pillars. Nepad is an attempt to embody, in a
coherent programmatic framework, a collective action by African states to address
development on the continent in the context of challenges globalisation presents.
The underlying philosophy of South Africa’s vision for Africa—the idea that South




Africa’s destiny is inextricably linked to that of the region and the rest of Africa—has
remained unchanged since 1994. As such, the South African government has always
had a developmental, rather than narrowly mercantilist, approach to the region and
Africa more generally. As much is confirmed by remarks made by the DTl's Acting
Director General last year :

South Africa’s economic strategy in Africa was quided by asymmetry and the country needed
to make bigger concessions in trade and economic dealings with African partners. This
strategy needed to be multi-faceted by promoting trade and supply—capacity as well as being
conducive to promoting investment and infrastructure development. Finally this strateqy had to
be located within the Nepad framework and should emphasise the importance of partnerships
on the continent.

The South African government has a range of institutions at its disposal to support
this vision . As noted in Section 4 these institutions are actively involved in a range
of projects across the continent. This approach is supported on the diplomatic
front by the DFA which has sought to establish structured bilateral relations with
almost all countries on the continent and has a longstanding goal of establishing
diplomatic missions in all countries on the continent. In a manner reminiscent of
Japan’'s “flying geese” expansion into Southeast Asia in the 1980s corporate and
government interests are increasingly moving in harmony. The organizing principle
for this expansion is a “project—based” approach, based on harnessing South African
finance and expertise to African development problems. This enlightened self—interest
approach is a win—win proposition.

Yet as noted in Section 4 there are increasingly vocal critics of this expansion, alleging
that South African companies are exploitative and are engaging in a re—colonisation
of the continent. Evidence in support of this view is primarily anecdotal. Nonetheless
the critics are being taken seriously by the South African government to the extent
that it is considering regulating the behaviour of South African corporations on the
continent.

This may be because problems with private sector engagement help fuel political
differences. There is certainly a sense in which African states and opinion leaders
are resentful of South Africa’s growing economic clout on the continent. This
undermines political engagement between South Africa and its neighbours, in turn
limiting potential for cooperation to solve the continent’s problems. This is particularly
apparent when it comes to regional integration in Southern Africa and South Africa’s



African trade diplomacy in general.

In order to properly understand this it is necessary to draw together the thread of
discussion on the multilateral trading system outlined above . It is apparent that South
Africa stands to gain more from the Doha Round than Southern Africa does. And given
the structure of South Africa’s trade with the continent, it is in South Africa’s interests
to persuade Southern African partners to commit to multilateral liberalisation. So the
argument developed here may seem self-serving, and the South African government
should thus remain sensitive to Southern Africa’s overall strategic position in the Doha
Round (a position reinforced by bilateral sensitivities owing to trade imbalances).

Nonetheless, in our view if Southern Africa is to develop it is in its own interests to
pursue further (managed) liberalisation even if, on the surface, this seems to primarily
benefit South African interests. Clearly this will have to be sensitively managed, but
ultimately it should be a mutually beneficial relationship.

On trade integration in particular, the DTl is considering a number of inter-linked
strategic options vis—a—vis Africa. These have been on the table for some time :

1. Unilateral extension of bilateral preferences; possibly linked to import promotion
schemes supported by tailored financial assistance packages. As noted above, this
should be a top priority for the South African government.

2. Based on (a) an understanding that recipients would reciprocate after a given
transitional period, thus creating a network of bilateral FTAs.

3. Individual country accessions to existing regional arrangements.

4. Reciprocal exchanges of preferences on a trade bloc—to-bloc basis. Such a process
could be led by regional leaders, and could form the building blocks for (e).

5. An all-Africa free trade area, as envisaged in the Abuja treaty and carried over into
the African Union.

Capacity constraints in the DTI have prevented the department from actively

prosecuting this agenda. And there has been little public debate about its merits. So

it remains to be seen how far it will be taken.

Nevertheless, these ideas build on what has already been achieved in SADC and
SACU. According to Davies (now South Africa’s Deputy Minister of Trade) the original
vision for SADC was not confined narrowly to trade per se :

...what is needed in the Southern African region is not a programme of trade integration
alone, but one combining trade integration, sectoral cooperation and policy coordination in
ways that address the major challenges of developing production structures and infrastructure
as well as promoting mutually beneficial trade.




This outlines neatly the broad regional integration imperative that we know is high
on the political agenda in Sub—Saharan Africa. Partly this seems to be rooted in the
notion that integration will promote economies of scale amongst tiny markets and as
such could be considered an extension of the infant industry argument. Ultimately, the
DTI wishes to see the establishment of integrated regional manufacturing platforms
capable of competing globally.

Thus the question is not whether to construct RIAs, but rather how to make them
effective and minimise political complications arising from the inevitable polarisation
effects likely to ensue.

Integration in Africa beset with a range of problems. Most obviously, African
countries produce a small range of export commodities which are almost entirely
traded with developed countries. Thus the basis for meaningful exchange so crucial
to constructing RIAs is not there .

Considerable benefits may however be derived from economic integration in as
far as it promotes the building or upgrading of trade—supporting infrastructure across
the region. As already mentioned above, this is an area where Africa lags behind
and it is heartening to note that both SADC and Nepad have put the development
of infrastructure high on the agenda. Thus, on the trade facilitation front, deepened
regional integration is critical for a highly fragmented continent like Africa which has
more landlocked countries than any other continent. External actors and South Africa
have a critical role to play here in supporting development of supporting institutions
such as customs authorities, and infrastructure systems. Such support could be cast
as adjustment assistance, designed to enable sub—Saharan African states to liberalize
their economies. These initiatives may have the added benefit of promoting regional
value—chains and integrated production, thereby developing economies of scale to
compete globally. The downside, however, will be the agglomeration forces noted
above.

Either way, there remain significant obstacles in the way of such a path. There
is a proliferation of regional economic arrangements on the continent, at different
stages of integration. Many countries, notably in our region, are members of
several arrangements. Furthermore, these schemes are typically supported through
donor—funded secretariats, raising questions about their long—term viability. Lastly,
security issues throughout the continent militate against the more ambitious schemes,
and threaten to divide region—specific arrangements. Of course this could also
constitute an argument in favour of greater regional integration, given the political

roots of such arrangements worldwide.



Nonetheless, the point is that it is difficult to see how the more ambitious schemes
could be realised except perhaps within a very long time horizon. In our view, to the
extent that RIAs are actually likely to work in Sub—Saharan Africa, it is likely that over
a period of time a small set of regional leaders will emerge around which regional
economies will increasingly concentrate. The key question then is how those regional
leaders can be supported and boosted, with a long—term view to pulling their regions
up with them .

In Southern Africa, integration is arguably already evolving along these lines. As
mentioned, the uppermost priority in South Africa’s global bilateral trade strategy after
1994 was the FTA with the EU. The second pillar was negotiations with the countries of
the Southern African Development Community (SADC) to form an FTA. Approximately
one—third of South Africa’s manufacturing exports go to SADC countries——locking
in market access was a key motivation, Davies’ comments notwithstanding. Once
again, these negotiations proved divisive, given the presence in the region of the
Community of Southern and Eastern African States (COMESA) and associated overlap
in memberships. South Africa’s decision to opt for SADC over COMESA was widely
resented by many countries in the region, which came to the view that the South
African government simply wanted to work with a grouping it could dominate . This
experience, coupled with the South African government’s subsequent support for
launching the new round of multilateral negotiations at Doha — in spite of generalised
resistance in the Africa Group — and the estrangement of our Customs Union partners
in the EU negotiations has bequeathed a legacy of mistrust of the South African
government’s intentions in the region . This mistrust feeds perceptions that the South
African government is pursuing a hegemonic regional agenda, within which its MNCs
are seen as a powerful instrument.

But since July 2004, when the new SACU Agreement came into force, South
Africa’s trade strategy has had to pay much more serious attention to its customs union
partners . This agreement is of historic significance in that it commits South Africa to
effectively ceding sovereignty over trade policy formulation and implementation to
new inter—governmental institutions (that have yet to be established). The agreement
democratises SACU; all decisions over tariffs and trade remedies will be taken at
the SACU level by a Council of Ministers , advised in turn by a new SACU tariff
body and a commission of senior officials. National institutions (in South Africa’s
case the International Trade Administration Commission — ITAC) will merely provide
recommendations to the supranational structures on the basis of investigations the
former conduct.




So SACU will be fully involved in all current and future negotiations, as required
by Article 31 of the new SACU Agreement. This will serve to integrate SACU-at
least as a trading, negotiating and institutional entity—much more rapidly than SADC.
Furthermore, section 8 of the agreement outlines a range of areas on which the
partners are required to coordinate policy. If this gathers momentum, SACU will
integrate more rapidly than SADC in more areas than just trade. Interestingly, South
Africa’s free trade area (FTA) negotiations with the US have brought home the need
to coordinate internally prior to entering into demanding negotiations with the likes
of the US. Notwithstanding these dynamics it remains to be seen to what extent
South Africa’s customs union partners (the BLNS) will embrace this new framework,
but it does point to a need for the partners to integrate their planning processes more
coherently over time.

Further complications arise from the role played by external partners in the region,
especially the EU and US. In recent years this has coincided to some extent with South
Africa’s trade strategy, resulting in South Africa being first choice for these external
powers in separate bilateral FTA negotiations. However, the EU’s EPAs are causing
angst amongst regional policy—makers as many countries are members of several
regional groupings and are being forced to make hard choices about their regional
alignments through the process . Furthermore, the US may wish to extend its FTA
with SACU — if it ever concludes — to other partners in the region. But which partners
should they choose? Given the confusing overlap of regional integration schemes this
is not an easy choice to make .

Partly in response to these external initiatives, the South African government is
interested in expanding SACU. This is an indication of its thinking regarding how best
to move the regional integration agenda forward. Currently Mozambique and Zambia
are considering their options in this respect. An expanded SACU could absorb SADC
if it works well, or at least SADC’s trade integration mechanisms.

Tthe SACU bargain is made possible through a substantial revenue transfer from
South Africa to the BLNS countries. Whilst the amount is relatively small from the
South African viewpoint, it is huge from the BLNS standpoint. Thus SACU contains a
built—in adjustment mechanism that, with some tinkering and political manoeuvrings,
could be extended to other countries in the SADC region. This approach is inspired by
the EU’s experience with structural funds.

However, as Alden and Soko note, if the South African government is going to
play this sort of benign hegemonic role in Africa, then it has to have the political
will and wherewithal to underwrite the costs such hegemony would require . SACU



is the obvious institutional vehicle for such a design, but political differences within
the region are likely to delay this agenda. It is nevertheless an arena deserving closer
attention, and the manner in which SACU’s internal dynamics unfold will be closely
watched in the region and will have important consequences for South Africa’s
regional trade diplomacy.

Negotiating agreements with external players as part of SACU constrains South
Africa more than would be the case if it were negotiating alone. As such, South Africa
may be forced to settle for negotiating positions that are not in its best interest. So
there is @ much narrower space to develop consensus around an offensive agenda,
making it likely that defensive concerns will dominate. This is in line with South Africa’s
own imbalances in that regard—its defensive agenda is far more sophisticated than its
offensive counterpart.

In light of this, and although certain initiatives are provided for in the new SACU
Agreement, it is not surprising that the SACU has not taken substantial steps forward
regarding further internal liberalisation of trade and deeper economic integration.
Notably, the new SACU Agreement only covers trade in goods, excluding trade in
services . Furthermore, the BLNS have an interest in retaining high tariffs because of
their dependence on customs revenues. This could potentially provide a convenient
smokescreen behind which South African negotiators could hide should the South
African government wish to prevent further liberalisation . That may have negative
implications for other Sub—Saharan African countries seeking greater access to the
South African market, and may reduce South Africa’s leverage in continental trade
negotiations.

Worse, it would undermine regional economic integration in Southern Africa. The
economicsofregionalintegrationamongstsouth—south partnersdependfundamentally
on intra—industry trade. This is severely lacking in Southern African trade patterns
given their dependence on external markets and narrow export bases. In the region,
only South Africa has the necessary complementarities with Sub—Saharan African
countries — fitting into a north—south configuration with associated inter—industry
trade profile — and the capability to build such a project.

For this vision to succeed, and taking the DTl's Acting Director General’s word,
South Africa has to lead by example. First and foremost, this entails opening its
market to exports from the region. Secondly, in order to give its poor neighbours an
advantage in the South African market, the South African government should put in
place a generous preferential access scheme along the lines of the EU’s “Everything
But Arms” initiative. Unlike the EU, though, this should be accompanied by liberal,




easy to administer, rules of origin, complemented with substantial investment in
South Africa’s Customs Administration to ensure implementation, compliance, and
to minimise transhipment. A substantially better—resourced and focused Customs
Administration should also invest in regional capacity building initiatives in partnership
with multilateral institutions such as the World Bank. Such carefully calibrated moves
would allay some of the protectionists’ fears in South Africa.

As things currently stand South Africa has offered improved and asymmetrical
access to its market through the Southern African Development Community (SADC)
FTA. This has led to a substantial tariff phase—down. There have also been attempts
to commence negotiations on services trade, although these have yet to get off the
ground. However, liberalisation through the FTA has been offset by strict rules of
origin in particular sectors in South Africa . We should also note that much work
remains to be done in the area of trade facilitation, and institutional capacity in the
region is very weak. So it remains to be seen whether SADC member states will be
able to take full advantage of the tariff concessions obtained to date.

But taking the view, as we do, that what South Africa does with external partners
has important implications for regional integration initiatives, perhaps the most
important issue is that this additional market access is potentially threatened by South
Africa’s broader FTA agenda outlined above. This is the focus of Sections 6 through
12, to which we now turn.




SADC member state exports to South Africa

n this section, South Africa’s imports from SADC member states are analysed as a

first step towards examining the extent of South Africa’s integration with the region.
This analysis forms the backdrop to that conducted in Section 7, where we consider
imports into South Africa from its current and prospective FTA partners. These two
analysis are brought together in Section 8 where competition and complementarities
in key SADC exports into the South African market are considered.

Bl 6.1 Methods

C ommodities are analysed at HS4 level. The tables in each country assessment have
the same format and represent the top 20 HS4 exports ranked by the average
share for the year 2000 to 2004, where data is available. In cases where member
states have data up to 2003, a series from 1999 to 2003 is considered. The HS4
tables are prepared in an easily understandable format and are intended to provide
insight into the trade flows by displaying the weighted average share for the period,
the value of the products traded in the latest year, South Africa’s share in a specific
product’s total exports in the latest year and the annual average growth rate for the
period. The value of exports is in nominal US dollars..

The share variable provides information on the contribution of main products
the total exports over the five year period. As for the growth variable, it provides
information on the product performance over that period. All tables are ranked in
terms of the weighted average share.

Hll 6.2 SADC member state export flows

he focus here is on individual SADC member exports to South Africa. The top 20
products were identified, based on their average shares over the period 2000 —
2004, and 1999 - 2003 for those members states lacking 2004 data.

Bl Botswana

otswana is one of the member states that have data gap for the year 2004.

Therefore the growth rates as well as the average values are computed from two
years’ — 1999 and 2003. South Africa’s share of total imports for the relevant product
group is computed on the latest year available.

In 2003, Botswana’s exports to South Africa amounted to US$ 145 million.




Botswana’s export mix at HS4 level is dominated by transport, mining and meat
products, with tractors being the country’s largest export to South Africa and have
experienced an average growth rate of more than 50 percent. In contrast the second
and fourth largest products, also in the vehicles group (passenger vehicles: HS 8703)
declined by more than 35 percent. This has been said to be a result of relocation of
firms to South Africa .

The share analysis shows that only seven percent of Botswana'’s exports are destined
to South Africa. And of these exports finding markets in South Africa, they represent
most of the total in their product group (See column 5 of Table 1). The only products
with less than a quarter of their total exports going to South Africa are HS 7213: Hot
rolled bars (3.1 percent), and HS 0202, meat of bovine animals, frozen (2.0 percent).
The low export share of South Africa in Botswana’s total is due to the dominance of
mineral products, mainly diamonds which are mainly exported to the EU.

Table 1: Botswana’s top HS4 export values in 2001, average share and export growth
(2000-01) and share of South Africa in 2001 exports




HS HS4 description Average Value of trade |SA share in Growth
code share of SA  [with SA 2001 |Botswana’s 2000 -01
imports for (US9$) total exports
2000 -01 2001
100.0% 161,131,206 6.4%| -11.5%
1 | H8701 | Tractors (other tlhan works, 15.2% 27205515 99 6% 8.6%
warehouse equipment)
2 | H2836 | Carbonates 11.3% 20,865,845 94.3% 16.5%
3 | H8703 | Motor vehicles for transport o o B o
of persons (except buses) 7.5% 11,031,578 87.7% 25.2%
4 | H0202 ]l(\?loe;(;[nof bovine animals, 2.9% 7338349 28.6% | 173.6%
5 | H8429 | Self—propelled earth
moving, road making, etc 2.9% 3,906,548 97.5% | -35.2%
machines
6 | H6302 B_ed, tablle, toilet and 6% 3,512,775 945%| —36.4%
kitchen linens
7 | H1704 Sugarconfectionery, 2 4% 2,803,574 999% | —a74%
non-cocoa, white chocolate
8 | H6203 | Mens or boys suits, jackets, 23% 4,603,373 79.0% 33.2%
trousers etc not knit
9 | H8527 f:ccl_'l?/e ﬁ?dio‘te'ephony 22% 913,544 89.8% | -86.1%
10 | H9999 SCp(eri:criw:ddltles not elsewhere 2.0% 2,945,465 547%| -26.5%
11| H8528 Televjsion recgivers, video 1.9% 1314,383 995%| —74.8%
monitors, projectors
12 | H7213 | Hot ro_IIe.d bar, rod o_f iron/ 19% 1,063,274 1000% | —-80.1%
steel, in irregular coils
13| H1902 | Pasta, couscous, etc. 1.8% 2,580,620 953% | -31.1%
14 | H9403 %t:r(zro;urmture and parts 17% 5,639,864 98.9% | 1472.1%
15| H1905 |Baked bread, pastry, wafers, o o B o
rice paper, biscuits, etc 1.7% 2,484,955 98.5% 26.7%
16 | H8704 | Motor vehicles for the 16% 2,290,459 815% | -29.4%
transport of goods
17 | H4819 | Paper, board containers,
packing items, box files, etc 1.4% 2,222,563 795%| -17.6%
18 | H6109 | T-shirts, singlets and other o ® 9
vasis, [t 6 crodhe 1.4% 2,301,829 32.7% -4.5%
19 | H8702 | Public-transport type
passenger motor vehicles 1.3% 2,692,510 51.6% 41.6%
20| H6110 |Jerseys, pullovers, cardigans, 13% 2,435,950 59 6% 21.5%

etc, knit or crochet




(Source: SADC member state data and own calculations)

Growth analysis shows that on average, exports to South Africa were declining by
ten percent per annum over the period. Few products that displayed positive growth
rate include products clothing items, HS 6104: Women'’s, girls suit, dress, skirt, etc,
knit or crochet and HS 6110: Jerseys, pullovers, cardigans, etc, knit or crochet with
a 197.4 and 76.6 percent growth rate, respectively. They are followed by vehicles
product group, HS 8701: Tractors (other than works, warehouse equipment) and HS
8702: Public—transport type passenger motor vehicles with growth rates of 54.4 and
46.6 percent, respectively. There are three more products that showed growth rates
of around five percent, while rest had declined. The biggest loser was HS 7213: Hot
rolled bars, rod of iron/steel, in irregular coils with a growth rate of —-88.6 percent.

Hl [esotho

Lesotho’s exports to South Africa in 2003 were about US$ 150 m, which was
equivalent to one fifth of its total exports. Unsurprisingly, the dominant group is
clothing which were once destined for the US market. However, in 2003, all products
were exported to the South African market with the exception of HS 6203: Mens or
boys suits, jackets, trousers etc not knit. Less than on percent of the exports were
marketed in the South African market.

Table 2: Lesotho’s top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




HS code [ HS4 description Average Value of trade |SA share in | Growth
share of SA | with SA 2002 |Lesotho’s 2000-02
imports for | (Maloti) total exports
2000-02 2002

100.0% | 1,584,257,293 42 4% 148.9%
1 | H6404 | Footwear with uppers of 16.7% 178,503,799|  100.0%|  86.6%
textile materials
2 | H8528 TeIev.|S|on receivers, video 16.4% 144,535,145 100.0% ~16.9%
monitors, projectors
3 | H2201 | Unsweetened beverage 3.0% 624 100.0% | —100.0%
waters, ice and snow
4 | H6110 Jerseysf pullovers, cardigans, 6.0% 188,598,750 49.7% | 1875.1%
etc, knit or crochet
5 | H6203 |Mens or boys suits, jackets, o o o
trousers ete not knit 5.4% 9,037,810 2.4% -90.6%
6 | H2202 |Waters, non—alcoholic
sweetened or flavoured 4.7% 164,396,431 100.0% 0.0%
beverages
7 | H4101 RaV\_/ hides a_nd sk|_ns of 43% 150,836,076 100.0% 0.0%
bovine, equine animals
8 | H6104 |Womens, girls suit, dress, o
Sl Gie. it e areaa 3.6% 115,473,926 92.8% | 12383.7%
H5101 | Wool, not carded or combed 2.9% 38,179,854 100.0% | 2063.9%
10 | H6904 Ceramlc building brlc_:ks, 8% 89,496,469 100.0% | 1263.3%
flooring blocks and tiles
11| H6109 | T-shirts, singlets and other o o o
vests, knit or crochet 2.5% 72,539,067 68.9% | 1225.9%
12 | H1102 |Cereal flours other than of 2.4% 41,701,701 100.0% 640.7%
wheat or meslin
13 | H6406 |Parts of fcl)otwea'r, in—soles, 23% 12,553,387 100.0% ~81.1%
heel cushion, gaiter, etc
14 | H6601 |Umbrellas and sun umbrellas 2.0% 49,447,096 100.0% | 1016.7%
15| H1005 | Maize (corn) 1.9% 21,969,101 100.0% 335.3%
16 | H6117 | Clothing accessories or parts
R — 1.6% 25,738,122 56.1% 362.7%
17| H6112 |Track suits, ski suits and 13% 0 00%| —-100.0%
swimwear, knit or crochet
18 | H6401 | Waterproof footwear, rubber, o o
plastic (Wellingtons etc) 1.2% 40,556,742 100.0% 0.0%
19 | H6403 lF;(?[ngfar with uppers of 11% 2,881,970 98.3% ~91.9%
20 | H1101 |Wheat or meslin flour 1.1% 11,310,336 100.0% 227.0%




(Source: SADC member state data and own calculations)

The growth rate of exports was about eight percent. Most of the products in the top
half of the tables had negative growth rates, while it was the opposite in the bottom
half of the table. This implies that those products with low values at the beginning of
the period are gaining market share over those at the top. The fastest—growing in the
top 20 HS4 product groups over the period was HS 6104: Womens, girls suit, dress,
skirt, etc, knit, at 288.7 percent per year. They were followed by HS 5211: Woven
fabric, <85% cotton with growth rates 242.5 percent.

Bl Malawi

I\/lalawi’s total exports to South Africa seem to be low (US$ 74 m) compared
to Botswana and Lesotho, despite representing 15 percent of total exports in
2004. Tea, sugarcane and tobacco, as well as their processed products accounted
for one third of the weighted average share between 2000 and 2004. The products
seem to be produced for the EU market, especially tobacco as less than three percent
of the total exports go to South Africa. Clothing and cotton exports to South Africa
accounted for a substantial proportion of trade in these products, probably reflecting
South African sourcing via retailers located there

Table 3: Malawi’s top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




HS | HS4 description Average Value of trade |SA share Growth
code share of SA |with SA 2002 |in Malawi’s |2000-02
imports for | (Kwacha) total exports
2000-02 2002
100.0% | 4,033,732,057 13.9% 112.1%
1 | H0902 | Tea 15.7%| 605,011,949 21.4% 83.8%
2 | et L\:'ci:‘sse‘r’sr(E’t‘éyrﬁ;f;f;'itl“ke“' 13.5% | 602,517,454 80.0% 302.0%
3 | H2401 Igg:gggﬁe’}fgaenu‘cad“red' 13.2%| 670,332,664 3.7% 118.3%
4 | H6205 | Men's or boys’ shirts 7.2% | 378,800,584 67.2% 554.6%
H5201 fg:rfggamtcardedor 5.2%]| 134,414,306 51.5% 49.1%
6 | H6109 Ig:t*;'rtksﬁii'gg'cert&ﬂ;‘t’ other 4.9%| 176,564,454 88.7% 80.3%
el iﬁgfnfcaaTﬁfoeeiﬁcsfogsira”d 3.9% | 247,405,463 9.3% 236.4%
8 [ hi5202 Svgtstt‘;”a‘é"jsgt;r'lgit':g"S‘t%zfm 27%| 174.480,629|  100.0% 459.2%
9 | H4001 g‘ﬁ%?}'{%‘;’frpfa”gsg‘éﬂs in 25%| 91,677,739 60.4% 61.4%
1011 H6206 ngzr;fdosrh?rltrl-sblglgsgses' 21%| 85310,623 86.5% 139.9%
11| H6105 E/rlggﬁéfoysshwts, knit or 2 1% 59,810,653 31.8% ~17.9%
12/ F0904 ;‘fg&f&(Cpfss?c'ucr;”s;‘ifgeﬁ;a 20%| 94.613,565 59.9% 126.6%
13| H6104 \S’L’I‘?{“‘;&Sg‘{l'f;“'ctro‘ifesf 16%| 56212713  100.0% 291.5%
14| H6103 | Mens, boys suits, jackets, 9
trousers etc knit or crochet 1.6% 1,252,700 1.4% —981%
15 | Ho204 | vomens. girs suits, jacket, 12%| 63,513,236 236%|  480.0%
16| H6112 | Track suits, ski suits and
e ity 1.2% 75,556,583 | 63.4% 550.9%
17| H1207 | Ol seeds and oleaginous 11% | 42,221,798 | 99.3% 211.6%
18 H6106 \s’ﬁﬁgegi}tgéﬂscfggﬁﬁsg‘ 1.0% 88,340,599 | 99.8% | 127146.1%
19| H6302 Er?Srlw;[able' toilet and kitchen 1.0% 481,201 4.0% -99.49%
20| H2306 | Oil-cake other than 0.9% 0 0.0% ~100.0%

soya—bean or groundnut




(Source: SADC member state data and own calculations)

Over the period, Malawi exports displayed a growth rate of more 30 percent per year.
Most products were on the upward trend, with just one fifth declining. The fastest
growing exports product is HS6106: Womens, girls blouses & shirts, knit or crochet,
which increased by more 680 percent.

Hl Mauritius

South Africa accounts for a mere one and half percent of Mauritian exports,
reflecting the dominance in Mauritius's export basket of sugar (for EU markets)
and clothing (for the US market). Exports from Mauritius to South Africa consisted
mainly of diamonds, woven cotton products, t—shirts and equipment for physical and
chemical analysis. These products had positive growth rates. Total exports to South
Africa increased by 20 percent. The fastest—growing exports were HS 0303: fish,
frozen, whole followed by HS 3923: Containers, bobbins and packages, of plastics
and HS 2202: Waters, non-alcoholic sweetened or flavoured beverages with growth
rates higher than 200 percent. These growth rates are coming from a relatively low
base as attested in the final year value. The highest was US$1.0 mby non-alcoholic
beverages.

Table 4: Mauritius's top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




flakes

HS | HS4 description Average Value of trade | SA share Growth
code share of SA |with SA 2002 |in total 2000-02
Imports tor auritian
imports f (US'$) Mauriti
2000-02 exports 2002
100.0% 418,818,389 1.0% 76.6%
1| H7102) Diamonds, not mounted or | - »5 g, 183,010,225 19.6% | 1318.7%
2 |H5208 | Woven cotton fabric, >85% o o o
cotton, < 200g/m2 16.9% 4,043,338 5.6% -95.1%
3 |H5209 | Woven cotton nes, >85%
cotton, >200g/m2 9.5% 61,800,193 8.4% 342.5%
4 |H6109 | T-shirts, singlets and other
Ve, [ o @rodna 3.8% 24,375,897 0.3% 707.5%
5 | H9027 | Equipment for physical and 37% 36.590 813 15.0% | 13598.6%
chemical analysis : A : :
6 |H5205 | Cotton yarn not sewing
thread >85% cotton, not 3.6% 11,399,489 17.0% 247 2%
retail
7 |H7311 | Containers for_ compressed, 8% 11,826,498 97 5% 7 6%
liquefied gas, iron, steel
8 |H6110 [Jerseys, pullovers, cardigans, @ 2 Q
=ic. i oy crochei 1.8% 13,807,910 0.4% 774.5%
9 |H6203 | Mens or boys suits, jackets,
trousers etc not knit 1.6% 7,541,986 0.2% 175.2%
10 | H3204 Eg/ggtf;erftlc organic colouring 15% 0 00% | —100.0%
11 |H9022 | Equipment using X-rays, _
alpha, beta, gamma rays 0.9% 0 0.0% 100.0%
12 | H3401 | Soaps 0.9% 6,064,942 20.7% | 1387.0%
13 |H6205 | Men’s or boys’ shirts 0.9% 6,652,247 02% | 1339.3%
14 | H4818 | Household, sanitary, hospital 0.8% 2001842 4.39% ~257%
paper articles, clothing e =Sl =7 e
15| H1103 | Cereal grouts, meal and
pellets 0.8% 7,972,442 48.6% 0.0%
16 | H9606 | Buttons, press and snap 0.8% 3077.614 43.5% 37 59
fasteners, etc 70 el 270 270
17 |H7113 | Jewellery and parts, 0.8% 780 678 0.1% ~70.8%
containing precious metal e ' e e
18 |H9101 | Watches with case of, or o o o
clad with, precious metal 0.6% 0 0.0% | -100.0%
19 | H4901 | Printed reading books, o o o
brochures, leaflets etc 0.6% 758,198 0.8% —51.6%
20 |H7903 | Zinc dust, powders and 0.6% 1.430,764 100.0% 16.2%

(Source: SADC member state data and own calculations)




Mauritius is one of the few countries that are not dependent on South Africa as the
main export market for its commodities. However, a growth rate of 20 percent per
year implies that the situation is being adjusted. This might just a sign that integration
into SADC is gradually gaining momentum.

Bl Mozambique

South Africa is clearly an important export destination for Mozambique products.
However, although Mozambique has shown positive growth in exports to South
Africa of over 110 percent, its total value remains low at around US$ 113 million. This
also only represents about one fifth of Mozambique’s total exports in 2002. Electricity,
fisheries, aluminium and the clothing product group are particularly important. The
average growth rates seem to suggest that Mozambique's exports are performing
well, but not many of the top export products have grown in the three years under
observation (for example fisheries and unwrought aluminium). Containers for liquid
fuel have shown the highest growth rates, and all these exports were destined to
South Africa

Table 5: Mozambique's top HS4 export values in 2002, average share and export
growth (2000-02) and share of South Africa in 2002 exports




iron/steel, capacity <300l

HS code |HS4 description Average Value of SA share in Growth
share of SA  |trade with  |total Mozam- |2000-02
imports for | SA 2002 (US | biquan exports
2000-02 $'000) 2002

100.0% 113,238 17.6% 112.6%
1 | H2716 |Electrical energy 22.0% 23,879 41.6% 157.7%
2 | HO306 |Crustaceans 16.1% 13,837 15.0% -2.1%
3 | H2306 |Cll-cake other than 13.2% 14,683 100.0%| 195.2%
soya—bean or groundnut
4 | H7601 |Unwrought aluminium 8.0% 20,741 5.7% 0.0%
5 | H6205 [Men's or boys’ shirts 5.9% 6,608 100.0% 222.6%
5 weon |MICTE BEUE U, s 5.6% 6,665 100.0% | 526.3%
trousers etc knit or crochet
Coconut, palm kernel,
7 | H1513 |babassu oil, fractions, 4.5% 4,379 71.5% 56.0%
refined
8 | Ha011 rNuek;’gepr”e“ma“C tyres, of 3.3% 4,126 90.9% | 1341.8%
9 | H0302 |[Fish, fresh or chilled, whole 2.7% 3,308 89.7% 831.2%
Containers for compressed,
10| H7311 liquefied gas, iron, steel 2.2% 2,893 100.0% | 18341.4%
Bran, sharps etc, from
11| H2302 |working of cereals or 1.6% 1,375 98.0% 5.6%
legumes
12 | Ha4ge |Rallway or tramway sleepers || ¢ 5q, 890 100.0% | -46.7%
(cross—ties) of wood
Wood sawn, chipped o o o
13| HA407 | o wise, sliced or peeled 1.2% 1,287 58.9% | 102.4%
Self—propelled earth
14| H8429 |[moving, road making, etc 1.1% 882 97.9% -15.2%
machines
15| H5203 |Cotton, carded, combed 1.0% 1,324 10.2% | 2710.7%
Motor vehicles for the o o o
16 | H8704 transport of goods 1.0% 870 90.9% 9.9%
17| Hs201 f;:gga”m carded or 0.9% - 0.0%| -100.0%
|| (e | HeRd In e g or 0.8% 302 3.9%| -77.5%
roughly squared
19| H2s0s |Clay nes (except expanded 0.7% 615 90.2% 17.6%
clay for insulation)
0 e | TS S B oy 0.5% 501 100.0% 40.5%

(Source: SADC member state data and own calculations)




The highest growth rates are shown by products at the extreme ends of Table 5.
These are HS 5203: Cotton, carded, combed, HS 2716: Electrical energy and HS 8429:
Self-propelled earth moving, road making, and etc machines. All these products had
growth rates higher than 100 percent.

Hll Namibia

South Africa is the market for over 30 percent of Namibia's total exports. These
exports are concentrated in the top five products, which counted for more than
half of the average share over five years. These products include printed materials,
mineral products (diamonds and gold), beer and live animals. At least 50 percent of
these commodities find their market is South Africa with the exception of mounted
precious or semi-precious stones, which had less than one percent of those destined
to South Africa.

Table 6: Namibia's top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




papaws (papayas), fresh

HS HS4 description Average Value of trade | SA share Growth
code share of SA | with SA 2002 in total 2000-02
imports for [(Nam $) Namibian
2000-02 exports 2002
100.0% 5,426,399,058 40.6% 77.4%
1 | H7103 | Mounted precious or
semi-precious stones, not 12.3% 1,051,082,566 23.8% | 256.1%
diamonds
2 | H4908 |Transfers (decalcomanias) 9.5% 304,487,151 98.6% | —55.3%
3 | H2204 | Grape wines(including
fortified), alcoholic grape 7.9% 422,475,487 99.0% 88.1%
must
4 | H7109 |Base metals, silver, clad with o o o
gold, semi—manufactured 5.4% 241,139,087 90.7% | 31.9%
5 | HO105 | Live poultry, domestic fowls, 4.6% 237,244,540 100.0% | 334.0%
ducks, geese, etc.
6 | H2203 | Beer made from malt 4.1% 216,941,142 97.1% 70.6%
7 | HO304 |Fish f|||elts, fish meat, mince 36% 154,365,254 8.5% 813%
except liver, roe
8 | H0203 | Meat of swine, fresh, chilled 30% 125.169,996 99.9% 61.9%
or frozen
9 | HO103 | Live swine 1.9% 95,508,698 100.0% | 186.2%
10| H8704 | Motor vehicles for the 17% 111,406,692 83.8% | 272.5%
transport of goods
11| H2711 |Petroleum gases and other 17% 41,566,416 535% | -67.6%
gaseous hydrocarbons
12 | H2302 |Bran, sharps etc, from
working of cereals or 1.5% 40,248,704 184% | -9.7%
legumes
13| H2209 \(lnegar and subsﬁtute_s for 15% 101,804,811 99.2% | 155.3%
vinegar from acetic acid
14 | HO305 | Fish,cured, smoked,
fish meal for human 1.4% 14,651,739 22% | -75.8%
consumption
15| H1605 | Crustaceans, molluscs, etc, 13% 42,884.259 951% | -22.3%
prepared or preserved
16| H0202 ]lc\/leat of bovine animals, 13% 41,798,148 75 59, 11.0%
rozen
17 | H1702 | Sugars nes, lactose, fructose, 12% 80,549 541 99.9% | 199 5%
glucose, maple syrup
18 | HO303 | Fish, frozen, whole 1.2% 42,287,090 24.6% | —20.4%
19| H0201 | Meat of bovine animals, o o o
fresh or chilled 1.0% 30,765,560 99.9% 52%
20 | HO807 | Melons, watermelons and 10% 57,538,718 89.3% 206.0%

(Source: SADC member state data and own calculations)




The highest growth rates are displayed by HS 0204: Meat of sheep or goats, fresh,
chilled or frozen (47 percent) followed by HS 0806: Grapes, fresh or died (42 percent),
HS 0102: Live bovine animals (26 percent) and HS 0106: Animals live, except farm
animals (22 percent). These growth rates show the significance and good performances
of Namibia’s agricultural sectors.

Bl Swaziland

waziland is the most dependent member state on South African market based

on their share of exports. Nearly three quarters of its total exports are destined
to the South African market. About one third of those exports are classified here as
‘essential oils’ (Mixed odoriferous substances for industrial use).They are also partly
the reason for the location of the Coca—Cola concentrate plant in Swaziland and the
abundant supply of sugar and associated processed food. South Africa is a major
target for other exports from Swaziland as well, including wood and paper, clothing
and printed materials

Table 7: Swaziland's top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




HS HS4 description Average Value of trade |SA share | Growth
code share of SA |with SA 2002 |in total 2000-02
imports for | (Emalangeni) Swazi
2000-02 exports
2002
100.0% | 7,622,856,386 63.6% | 105.4%
1 | H3302 | Mixed odoriferous substances for 24.6% 3,428,242,853 58.2% | 1077.7%
industrial use
2 | H2106 | Food preparations, nes 11.3% 2,278,675 19.0% | -99.6%
3 | H4703 | Chemical wood pulp, soda or 9.3% 588,633,953 83.2% 46.5%
sulphate, not dissolving
4 | H1701 |Solid cane or beet sugar and 8.5% 464,940,589 78.9% 13.6%
chemically pure sucrose
5 | H6109 | T-shirts, singlets and other vests, 5.1% 323,978,493 53.7% 56.9%
knit or crochet
6 | H1702 | Sugars nes, lactose, fructose, 4.3% 77,477,943 98.0% 14.7%
glucose, maple syrup
7 | H1704 | Sugar confectionery, non—cocoa, 2.7% 178,645,472 96.4% | 107.8%
white chocolate
8 | H6105 | Mens, boys shirts, knit or crochet 1.6% 165,946,311 56.2% | 612.3%
H4911 | Printed matter nes, catalogues, 1.5% 113,288,683 99.9% | 105.9%
pictures and photos
10| H8418 | Refrigerators, freezers and heat 1.5% 47,376,765 84.7% | -72.2%
pumps nes
11| H6106 | Womens, girls blouses & shirts, 1.5% 158,179,396 59.4% | 150.8%
knit or crochet
12| H9607 | Slide fasteners and parts thereof 1.4% 85,044,598 72.3% 60.5%
13| H5505 | Waste, noils, garnetted stock of 1.1% 44,922,554 100.0% | -57.1%
manmade fibres
14| H8415 | Air conditioning equipment, 1.1% 40,461,799 98.8% | -70.9%
machinery
15| H4407 | Wood sawn, chipped lengthwise, 1.1% 78,606,994 99.3% 89.3%
sliced or peeled
16 | H2701 | Coal, briquettes, ovoids etc, 1.0% 75,092,735 100.0% 98.0%
made from coal
17| H4815 | Floor coverings with a base of 0.8% 50,736,374 100.0% | 103.4%
paper or of paperboard
18 | H9403 | Other furniture and parts thereof 0.7% 64,670,032 48.6% | 119.5%
19| H1806 | Chocolate and other foods 0.7% 42,755,583 76.9% 19.4%
containing cocoa
20| H6103 | Mens, boys suits,jackets, trousers 0.7% 80,316,474 52.1% | 1118.6%

etc knit or crochet




(Source: SADC member state data and own calculations)

The reason for clothing exports to South Africa may lie with AGOA preferences,
additional capacity may have been installed which makes Swaziland clothing producers
more competitive in the South African market. Additional capacity may also have
been installed in essential oils (laboratories) as the top products reflected growth rate
of 150 per annum over the last five years. Other products, clothing in particular have
shown great growth rates. Nevertheless, overall, the export basket remains relatively
concentrated.

Hl Tanzania

Tanzania’s exports of US$ 34 m to South Africa represent about 12 percent of total
exports. About 90 percent of the average exports of Tanzania’s exports to South
Africa are y concentrated in two semi-processed product mineral products HS 7108:
Gold, unwrought, semi—manufactured, powder form and HS 7103: Mounted precious
or semi-precious stones, not diamonds. With 18 percent share of 2004, South Africa
was not the largest market for Tanzania’s gold exports while diamonds represented
over 60 percent of 2004 share. Other Tanzania’s exports to South Africa are mainly
agricultural and agro—processed products and simple manufactured goods

Table 8: Tanzania’s top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




HS HS4 description Average Value of trade | SA share Growth
code share of SA | with SA 2002 |in total 2000-02
imports for | (US $) Tanzanian
2000-02 exports
2002
Total 100.0% 16,711,854 1.8% 42.2%
1 | H2401 | Tobacco unmanufactured, 29.5% 8,295,550 16.5% | 1107.7%
tobacco refuse
2 | H7108 | GOId, unwrought, semi- 27.8% | 3,067,622 11% | —51.4%
manufactured, powder form : A : :
3 | H7103 | Mounted precious or semi- 7.2% 553,912 2.7% 39.1%
precious stones, not diamonds
Plants, plant parts for
4 | H1211 perfumery, pharmacy, etc, 5.6% 47,403 3.8% -96.9%
5 | H2306 Oil-cake other than soya—bean 329 662,834 36.7% 0.0%
or groundnut
6 | HO306 | Crustaceans 2.7% 246,845 2.1% -27.2%
7 | H1207 Seﬂsseeds and oleaginous fruits 23% 5,024 01% _98.7%
o || s | CEHEN ET TOE SN RS 598,119 343% | 2962.9%
>85% cotton, not retail
9 | Hogo1 | Coconuts, Brazil nuts and 18% 377,190 0.8% |15473.5%
cashew nuts, fresh or dried : ! : :
Jo| i | CPEER HEEE MEWEIG 1.7% 646,226 30.7% 0.0%
waste and garnetted stock
Knotted netting of twine, etc, o o o
11| H5608 fishing and other nets 1.7% 485 0.0% -99.9%
12 | H5203 | Cotton, carded, combed 1.4% 102,442 4.2% 0.0%
Electric apparatus for line o o _ o
13| H8517 telephony, telegraphy 1.3% 17,770 81.3% 96.1%
14 | H4403 \S’(\q’ﬁgfe:j” theirough orroughly |- o) ogp 232,652 10.7% | 1239.9%
Animal products nes, dead
15| HO511 animals (non—food) 0.8% 152,951 5.8% 81.8%
16 | H3201 | Vegetable tanning extracts, 0.8% 237,196 383% | 1127.2%
tannins, salts and derivs
Fish fillets, fish meat, mince
17 | HO304 except liver, roe 0.7% 249,658 0.2% 13965.2%
18 | H5304 |58l Agave, raw, processed, 0.6% 91,218 1.4% -12.4%
not spun, tow and waste
Precious metal ores and o o o
19| H2616 concentrates 0.6% 240,968 0.3% 0.0%
20 | H0902 |Tea 0.5% 17,126 0.1% -87.0%




(Source: SADC member state data and own calculations)

Tanzania is the fastest growing supplier of all member states with an annual average
growth of 170 percent, thereby overtaking Mozambique. However, most of the
products in Table 8 were disappointing. More than half of the products have zero
growth rates. This is due to the inconsistent export performance or supply which
resulted with no exports for some years. In that case, the growth rate is set to zero for
those products. However, other products had positive and largely high growth rates,
with the exception of HS 0306: Crustaceans (-20. percent).

Hll Zambia

Zambia’s exports to South Africa comprise minerals and mineral products, cotton
products and electrical energy all of which experienced positive growth rates,
except cobalt products. South Africa accounted for over 26 percent of Zambia total
exports in 2004, while the growth of Zambia’s export to South Africa over three years
averaged about 27 percent per year.

Table 9: Zambia’s top HS4 export values in 2002, average share and export growth
(2000-02) and share of South Africa in 2002 exports




sliced or peeled

HS HS4 description Average Value of SA Share Growth
code share of SA |trade with in total 2000-02
imports for | SA 2002 Zambian
2000-02 (US'$) exports
2002
100.0% 198,414,426 22.2% 19.0%
1 | H7403 | Refined copper and copper 39.1% | 90,763,765 19.5%|  86.6%
alloys, unwrought
Cobalt mattes, etc, articles, o
2 |H8105 waste or scrap 18.5% 9,120,741 6.9% -82.9%
3 | H7408 | Copper wire 5.5% 12,037,670 63.5% 19.4%
i | i ColE InviELel some 4.1% 14,712,258 62.5% | 2493.6%
manufactured, powder form
5 | H5201 | Cotton, not carded or combed 3.2% 14,748,785 89.9% | 1579.4%
6 | H7404 Sccﬁg’ge“ copper alloy, waste or 3.1% 9,298,336 98.9%| 47.6%
7 |H8544 L?S;’;actaeglg"”e and cable, optical 2.6% 5,481,767 852%|  28.8%
8 | H2716 | Electrical energy 2.3% 3,606,562 54.5% 14.3%
9 | Hs205 | COtton yarn not sewing thread 2.1% 5,230,252 240%| 264.8%
>85% cotton, not retail
Mounted precious or semi-
10 [H7103 precious stones, not diamonds 1.8% 1,270,655 2.7% -52.5%
11 | H5202 | COtton waste, including yarn 1.6% 33,407 315%| -99.3%
waste and garnetted stock
Coffee, coffee husks and skins
12 [ HO901 ) @ e QUSRS 1.3% 1,169,674 20.1% -67.0%
13 | H2401 | Jobacco unmanufactured, 1.2% 3,456,713 223%| 1124.4%
tobacco refuse
14 | H7602 | Aluminium waste or scrap 0.8% 2,757,778 98.9% 445.5%
15 | H2603 | Copper ores and concentrates 0.7% 1,549,105 88.8% -1.2%
16 | H1207 S('e'sseeds and oleaginous fruits 0.7% 1,115,656 94.1%| -38.7%
Solid cane or beet sugar and
17 |H1701 chemically pure sucrose 0.6% 3,671,373 11.4% | 19128.9%
18 | H4go7 | Bocuments of title (bonds etc), 0.6% 1,306,651 481%| -55%
unused stamps etc
Cotton yarn (except sewing) <
19 | H5206 85% cotton, not retail 0.6% 928,573 84.5% 189.1%
20 (|1H4407 | ¥ood sawn, chipped lengthwvise, |0 £oy 825,091 95.4%| -13.7%

(Source: SADC member state data and own calculations)




Most products displayed positive growth rates. The highest growth rate is about
485 percent per annum, and it came from HS 1701: Solid cane or beet sugar and
chemically pure sucrose. It is followed by HS 5201: Cotton not carded or combed,
HS 1207: Oil seeds and oleaginous fruits nes and HS 4407: Wood sawn, chipped
lengthwise, sliced or peeled. All these products have growth rates higher than 100
percent. Most products displayed positive growth rates. The highest growth rate is
about 485 percent per annum, and it came from HS 1701: Solid cane or beet sugar
and chemically pure sucrose. It is followed by HS 5201: Cotton not carded or combed,
HS 1207: Oil seeds and oleaginous fruits nes and HS 4407: Wood sawn, chipped
lengthwise, sliced or peeled. All these products have growth rates higher than 100
percent.

Bl Zimbabwe

S4 exports are dominated by two cement commaodities, HS 2604: Nickel ores and

concentrates and HS 7205: Granules and powders, of pig iron, iron or steel. They
represent more than 40 percent of average share between 2000 and 2004. About 30
percent of Zimbabwean exports were destined to South Africa in 2004. Growth rates
were mostly positive and also high in most of the products.

Table 10: Zimbabwe's top HS4 export values in 2002, average share and export
growth (2000-02) and share of South Africa in 2002 exports




hair, not chamois, patent

HS HS4 description Average Value of trade | SA Share Growth
code share of SA |with SA 2002 |in total 2000-02
imports for [(Zim $ ‘000) | Zimbabwean
2000-02 exports 2002
100.0% 14,349,235 13.9% 17.7%
1 | Hz401 | Jobacco unmanufactured, 16.9% 1,013,711 6.3% -56.3%
tobacco refuse
2 |H2604 | Nickel ores and concentrates 15.9% 3,958,071 90.9% 404.5%
3 |H5201 | Cotton, not carded or combed 11.8% 1,292,929 25.6% 24.7%
Retort carbon, coke or o
4 |H2704 semi—coke of coal, lignite,peat 3.8% 598,668 93.5% 40.0%
5 | HO902 | Tea 2.7% 295,166 32.5% -26.7%
B | QInE T S0 g 2.6% 514,031 40.5% 43.6%
thereof
Wood sawn, chipped o o o
7 | H4407 lengthwise, sliced or peeled 2.0% 303,500 80.3% 4.7%
& s | SEEOT I Do SSE IR | g, 490,558 67.8% | 319.3%
>85% cotton, not retail
Hot-rolled products, iron/steel, o o o
9 | H7208 width>600mm, not clad 1.8% 174,235 49.0% -15.4%
10| H2524 | Asbestos 1.7% 203,339 6.2% -1.3%
Cigars, cigarettes etc, tobacco o o o
11| H2402 or tobacco substitute 1.1% 116,252 12.7% 88.5%
12 | H2516 | Sranite, porphyry, basalt, 1.1% 172,855 19.4% -3.0%
sandstone, etc.
Iron or steel cloth, grill, fencing o o o
13|H7314 and expanded metal 1.0% 167,969 71.1% 4.4%
14| Hogo4 | Pepper (Piper), crushed or 1.0% 259,867 51.5% 242.9%
ground Capsicum, Pimenta
15| H1201 | Soya beans 1.0% - 0.0% -100.0%
16| H7508 | Articles of nickel, nes 0.9% - 0.0% -100.0%
17 |H1207 n‘g's' seeds and oleaginous fruits | ¢ 5o 220 18.7% -99.9%
18 | H7502 | Unwrought nickel 0.7% 158,259 1.0% 147 1%
Articles of asbestos—cement & o o o
19| H6811 cellulose fibre cement 0.7% 140,210 68.7% 88.3%
20 | Hati04 (| Bovine or equine leather, no 0.7% 55,548 16.7% -63.5%

(Source: SADC member state data and own calculations)




Hll 6.3 Conclusions

he aim of this section was to provide a summary of the structure and patterns of
exports by SADC member states, to South Africa. This was done by generating

tables for as many SADC member states as possible, covering the period 2000 to
2002. The broad picture that emerges from this trade data can be summarised as
follows:

a.

Botswana's exports to South Africa consist of vehicles, meat of bovine and clothing.
The overall exports to South Africa in 2002 show a declining trend.

. Lesotho shows high integration in SADC in terms of exports to South Africa.

However, further analysis is required to ascertain whether Lesotho has any trade
links with SADC beyond South Africa.

Malawi is not different from most other SADC countries, with exports made up of
a range of primary products. Its exports are led by unprocessed tobacco, tea, and
textiles and clothing products.

. Mauritius seems to be the least dependent member on South Africa for exports,

with a mere one percent of exports going to South Africa.

. The main concern around Mozambique is its low value of exports, high growth

rates in the latest years. This may be an indication that the recovery process is
underway.

Exports by Namibia are similar to those of most SADC members, mainly dominated
by products from agriculture, fishery and agro—processing sectors.

Swaziland's major export goods are mainly made up of processed foods, beverages,
and clothing and machinery groups.

Tanzania is less dependent on South Africa, with only 2% of its total exports
destined to South Africa. Only Mauritius export less to South Africa relative to total
exports. Exports to South Africa are mostly concentrated in precious stones and
tobacco.

Zambia follows the pattern that we have seen in most SADC member states’
exports. Zambia's exports to South Africa are dominated by copper but South
Africa only accounts for one—fifth of such exports. The export basket to South
Africa is relatively concentrated, with copper, other base metals, cotton and sugar
accounting for two-thirds of Zambia’s exports.

Zimbabwe's exports are mainly primary commodities — either agricultural or
mineral.

In general, there have been some improvements in terms of growth rates of exports



to South Africa. Most worrying is the lack of diversity in terms of the products being
traded, with primary products taking the lead. However, this fits the general structural
pattern outlined in Section 4, and is consequently not surprising.




/A Trade with Non-SADC FTA Negotiation
Partners

ere we focus on South Africa’s current and prospective FTA partners: China,

Mercosur', India, the United States and the European Free Trade Area (EFTA).
The aim of this analysis is to observe the patterns and structure of exports from these
partners to South Africa, with a view to informing the analysis in Section 8.

Bl 7.1 Methods

\Ne adopt a disaggregated commodity—level analysis at HS4—digit similar to the
previous section. For each partner, there is a table of top 20 exported products
ranked by the average annual value over five years. The tables in each country
assessment have the same format and represent the top 20 HS4 exports. The main
focus is on exports by South African partners to South Africa. The data used here have
been reported by the South African Customs and Excise.

The HS4 tables are prepared to provide insight into the export flows by displaying
the average share for the period 2000-2004, average value of the products traded
in over the same period, and the growth rate for the period. All values are in nominal
Rands, as reported by South Africa. The denominations of exports to a single currency
make comparison between these partners possible.

HEl 7.2 Partner export flows

he top products exported by the identified partners are considered for analysis.
This exercise examines whether these trade partners supply similar or different
range of product.

Bl China

etween 1980 and 2001, China achieved economic growth of, on average, 10
Bpercent per annum (Willcox and van Seventer). This led to a seven—fold increase
in income. Growth has slowed slightly since then and will probably average around 8
percent for the foreseeable future . In an attempt to secure continued market access
and raw materials to feed this expansion, China wants to negotiate an FTA with South
Africa. Trade between South Africa and China is reported to be in China’s favour with
the trade imbalance calculated to be over R10 billion. However, over the last 5 years,
South Africa’s exports to China have improved in growth indicating that the gap may be



narrowing. This section is restricted to examining South Africa’s imports from China.

Considering trade at an even more disaggregated level can provide a better
understanding of the dynamics of trade between South African and China. The table
below begins the analysis by examining the top 20 HS 4 commodities exported to
South Africa by China. Chinese exports to South Africa were growing at an average
rate of about 60 percent per annum between 2000- 2004. The average value of
exports was about R2.2 billion.

Table 11: China’s top HS4 average share, export values in 2002 and export growth

(2000-02)
Average
Value of trade
HS . share of SA ; Growth
code | M54 description imports for Ell\ég}rldss? 2002 2000-02
2000-02
100.0% | 14,240,372,289| 105.3%

1 Automatic data processing machines

H8471 | (computers) 5.2% 775,170,308 135.1%
) Footwear nes, with outer sole, upper

H6402 | rubber or plastic 4.9% 696,416,646 167.0%
3 Radio and TV transmitters, television

H8525 | cameras 2.5% 671,856,070 7740.7%
4 | H8527 | Radio, radio—telephony receivers 2.5% 347,860,581 91.8%
5 | H9009 | Photo—copying apparatus 2.3% 324,529,500 100.5%
6 | H9503 | Other toys, scale models, puzzles, etc 2.3% 288,094,489 43.3%
7 | H6403 | Footwear with uppers of leather 2.3% 269,236,855 53.0%
3 Retort carbon, coke or semi—coke of coal,

H2704 | lignite,peat 2.2% 266,039,319 66.4%
9 Parts, accessories, except covers, for office

H8473 [ machines 2.0% 264,565,199 86.9%
10 Electric apparatus for line telephony,

H8517 | telegraphy 1.8% 255,838,365 91.8%
11 | H6404 | Footwear with uppers of textile materials 1.8% 256,089,383 164.9%
12 Trunks, suit—cases, camera cases,

H4202 | handbags, etc 1.7% 214,308,879 49.6%
13 Electric equipment with heating element,

H8516 | domestic etc 1.5% 210,688,570 85.4%
14 Mens or boys suits, jackets, trousers etc

H6203 | not knit 1.4% 156,388,682 21.6%




HS oot oA |Value of trade |
HS4 description ; with SA 2002
code imports for (Rands) 2000-02
2000-02

15 Woven synthetic filament yarn,

H5407 | monofilament >67dtex 1.1% 183,905,490 369.0%
16 Equipment for gymnastics, sports,

H9506 | outdoor games nes 1.0% 144,749,249 101.8%
17 Television receivers, video monitors,

H8528 | projectors 1.0% 136,310,851 116.3%
18 Audio—electronic equipment, except

H8518 | recording devices 0.8% 111,534,777 53.9%
19 Lamps and lighting fittings, illuminated

H9405 |signs, etc 0.8% 124,549,181 122.4%
20 Womens, girls suits, jacket, dress, skirt,

H6204 | etc, woven 0.8% 125,923,219 114.5%

(Source: Custom and Excise and own calculations)

The commodities that dominate the top 20 list are mainly computers, footwear and
clothing, electronics and other machinery. All the top 20 commodities recorded positive
growth rates. Most Chinese exports to South Africa are high value manufactured
products. Apart from those, there are few products from other sectors such as toys
and sports requisites, furniture and lighting that make the top list of exports

H Mercosur

I\/l ercosur was launched in 1991 with the purpose of creating a free trade area and
a custom union among Brazil, Argentina, Uruguay and Paraguay by eliminating
tariff and nontariff barriers for trade among these countries. It comprises 220 million
people and generated aggregate GDP of US$ 800 billion (current prices) in 2001.
This represents a large market that from South Africa’s perspective warranted an
opportunity for trade negotiations. The SACU-Mercosur trade negotiations are still
underway.were concluded in 2004, and a Preferential Trade Agreement (PTA) was the
outcome.

Mercosur 20024 average exports to South Africa amounted to R1.07.4 billion.
These have been growing at a rate of over 100 just under 50 percent on average in
the three five years, 2000 — 20042. This high growth rates were due to the fact that
prior to the period under observation there was virtually low trade.



Table 12: Mercosur’s top HS4 by share,value and growth (2000-04)

HS HS4 description Average share | Averge Value Growth
code of SA imports |of exports for
for 2000-04 | 2000-04 (Rands) | 2000-04
Total 100.0% 1,010,054,664 47 2%
1 | H9801 | Original equipment components 16.3% 218,455,353 80.8%
2 | H2304 f&{g;gga” oil—cake and other solid 10.9% 86,455,834 | 30.5%
3 | H1507 Smogji;ikézan oil, fractions, not chemically 5 3% 64,035,919| 144.1%
Safflower, sunflower and cotton—seed oil, o o
4 | H1512 - 4.4% 27,306,207 12.1%
5 | H0207 | Meat, edible offal of domestic poultry 4.0% 39,017,167 | 120.9%
6 | H1001 | Wheat and meslin 3.0% 6,648,274 27.8%
7 | H1005 | Maize (corn) 3.0% 25,532,892 | 119.8%
8 | H8802 | Aircraft, spacecraft, satellites 2.2% 0 0%
9 | H2401 | Tobacco unmanufactured, tobacco refuse 2.2% 16,992,747 | 90.4%
10 | H7203 (ijgog’jrgrfr’gﬁds o et @ Irem 2.2% 22,176,014| 17.1%
11 | H8704 | Motor vehicles for the transport of goods 1.7% 23,453,864 0%
12 | H8702 Cgﬁi'g;s”a“po” RIS RS el els 1.7% 20,402,969 | 125.8%
13 | H8409 lpg ar:f;ggg;‘;elggi' combustion spark 1.4% 13,777,764  63%
14 | H4104 Eﬁ!ﬁﬂii?rﬁa“t‘éﬁe leather, no hair, not 1.3% 10,199,160| 10.4%
15 | H8701 gsjfgrﬁe(ﬁtt)her than works, warehouse 1.3% 17,037,441 97.2%
Air, vacuum pumps, COmMpressors,
16 | H8414 ventilating fans, etc 1.3% 11,579,082 16.5%
17 | H8429 Self—_propelled earfth moving, road 12% 12,087,843 18.9%
making, etc machines
18 | H6908 Svfnziﬁegeram'c il &g gening, (e ri, 1.2% 11,379,721| 55.9%
19 | H8501 Sfﬁ;ﬂ;tmgtferfsa”d generators, except 1.0% 8,821,443| 14.2%
20 | H8708 | Parts and accessories for motor vehicles 0.9% 9,345,449 | 36.0%

(Source: Custom and Excise and own calculations)




The commodity groups listed in table above are the 20 largest HS 4 imports by South
Africa from Mercosur. It is noted that imports from Mercosur are growing quite
quickly (although not as fast as China). It is noticeable that the growth of imports
is concentrated in the largest sectors. It appears that the most important sectors are
agriculture and motor vehicles and motor components, though many different sectors
appear in the table.

The fastest growing commodity groups are soybean oil, motor vehicles, meat,
maize and public—transport type passenger motor vehicle. Imports by South Africa of
aircraft may have been a once off purchase for military and defence purposes since
there were no imports in 2004.

Ell India

outh African trade policy makers have for some time been keen to understand
Sthe trade relationships between India and South Africa. The two countries started
negotiations on trade arrangement in 2001, but were delayed by the inclusion of
other Southern African Customs Union (SACU) members. Since then, SACU and India
engaged in trade negotiations that are likely to be completed in two stages'.The first
will comprise of a preferential trade agreement (PTA) covering mainly trade in goods.
In the second stage the PTA will be expanded to a free trade agreement (FTA) covering
a broader agenda.

Table 13: : India’s top HS4 by share,value and growth (2000-04)




HS HS4 description Average Average value | Growth
code share of SA | of exports 2000-04
imports for |for 2000-04
2000-04 (Rands)
Total 100.0% 418,647,476 44 8%
1 | H1006 | Rice 8.7% 52,690,768 28.3%
> | H3004 Meo!u:aments, therapeutic, prophylactic 4.6% 19.519.911 50.0%
use, in dosage
QOils petroleum, bituminous, distillates, o o
3 | H2710 except crude 4.3% 9,300| 1376.1%
4 | H7210 Flat-rolled iron/steel, >600mm, clad, plated 359% 13,391,152 174.6%
or coated
Bovine or equine leather, no hair, not o B o
5 | H4104 chamois, patent 2.0% 4,100,766 37.4%
6 | H9801 | Original equipment components 1.9% 7,870,118 56.7%
7 | H7102 | Diamonds, not mounted or set 1.9% 7,275,883 47.2%
8 | H3204 | Synthetic organic colouring matter 1.6% 7,144,122 25.3%
9 | HO306 | Crustaceans 1.5% 3,908,160 72.8%
10 | H6302 | Bed, table, toilet and kitchen linens 1.4% 7,418,483 48.7%
11| H5205 Cotton yarn not sewing thread >85% 1.4% 8183.058| 105.4%
cotton, not retail
12 | H6205 | Men’s or boys’ shirts 1.3% 4,611,610 -3.4%
Leather of other animals, no hair, not o o
13| H4107 chamois, patent 1.2% 6,761,255| 3290.5%
14 | H6403 | Footwear with uppers of leather 1.1% 4,380,299 -3.2%
15| H8708 | Parts and accessories for motor vehicles 1.0% 4,877,864 57.7%
16 | Hao10 Conveyor and similar belts or belting of 1.0% 5,776,311 101.2%
rubber
17 | H5509 Yarn (npt sewing), synthetic staple fibre, 1.0% 5 181,668 33.2%
not retail
18| H3808 (Irrewigﬁ;uades, fungicides, herbicides etc 0.9% 2,524,891 ~29%
19| HE6206 Womens or girls’ blouses, shirts and 0.9% 4.019.162 34.3%
shirt—blouses
20 | H8706 | Motor vehicle chassis fitted with engine 0.8% 3,779,828

(Source: Custom and Excise and own calculations)




Indian exports to South Africa have grown at an annual average of about 45 percent
between 2000 and 2004. The avearge exports to South Africa were R418 million.
India’s major exports, as is obvious in the table above, are in agricultural products
and textiles and clothing. Precious metals also seem to be a source of comparative
advantage. The rest are pretty evenly distributed amongst the other sectors with the
exception of the advanced manufacturing sectors. Performance of exports based on
growth rates is mixed. High growth rates have been reported by leather products,
petroleum oils, rice, iron and steel parts and cotton.

Hll United States

nited States exports to South Africa experienced growth of nine percent averaging
Uabout R3.2 billion from 2000 to 2003. The product groups are spread through
the sectors, with transport equipment (aircrafts, motor vehicles, vehicle components,
etc) and machinery topping the list. With the exception of aircrafts, US exports are
fairly diversified throughout the product groups. However, the imports of HS 8802:
Aircrafts, spacecrafts, satellites may have been just a once off purchase, as shown by
its declining growth in the last column of Table 14

Table 14: United States’ top HS4 by share, value and growth (2000-04)




leaflets etc

HS HS4 description Average share of | Average Value |Growth
code SA imports for | of exports 2000-04
2000-04 for 2000-04
(Rands)

Total 100.0% 3,336,824,217 9.0%

1 |H8802 | Aircraft, spacecraft, satellites 12.2% 385,335,172 -1.0%

> |H8703 Motor vehicles for transport of persons 41% 170,831,885 61.9%
(except buses)
Turbo-jets, turbo—propellers/other gas

3 | H8411 turbine engines 3.3% 96,481,846 1.8%

4 |H9018 Instruments etc for medical, surgical, 26% 88,394,187 16.8%
dental, etc use

5 | H8803 | Parts of aircraft, spacecraft, etc 2.3% 97,274,253 15.3%
Automatic data processing machines

6 | H8471 (computers) 2.3% 80,098,632 15.6%

7 | 18517 Electric apparatus for line telephony, 21% 47,605,796 -23.3%
telegraphy
Petroleum coke, bitumen & other oil

8 |H2713 industry residues 1.4% 55,163,079 5.4%

9 | H3004 Medicaments, therapeutic, prophylactic 1.4% 50,525,544 26.6%
use, in dosage

10 | H9801 | Original equipment components 1.4% 61,978,342 23.3%

11 | 8473 Parts, accegsories, except covers, for 13% 43,048,499 15.1%
office machines

12 | H8429 Self_—propelled ealrth moving, road 13% 59,097,244 29.2%
making, etc machines

13 | Hg524 | S0und recordings other than 1.1% 35,048,702 | -7.4%
photographic equipment

14 | H483 Shafts, cranks, gears, clutches, flywheel, 10% 40,621,720 14.3%
pulleys etc

15 | H8701 Tra;tors (other than works, warehouse 1.0% 34,230,527 17.9%
equipment)

16 | H8708 | Parts and accessories for motor vehicles 1.0% 44,844,414 20.8%

17 |H3811 | Gasoline and oil additives 0.9% 36,481,738 0.5%
Parts for use with lifting, moving o

18 [ H8431 machinery 0.9% 31,499,486 10.8%

19 H2710 QOils petroleum, bituminous, distillates, 0.9% 31,903,917 6.8%
except crude

20 | H4901 Printed reading books, brochures, 0.8% 25,680,895 113%

(Source: Custom and Excise and own calculations)




We now turn to export trends at HS4 level of disaggregation. As can be seen from the
table above, the three largest categories of imports are part of the transport equipment
sector. As would be expected, the majority of South African imports from the United
States are highly sophisticated manufactured goods. The five fastest growing sectors
were motor cars and other motor vehicles; ; instruments for medical, surgical and
dental use, turbo—jets, turbo—propellers/other gas turbine engines and self-propelled
earth moving, road making, etc machines (row 12). Growth in these five products
ranged between 20 percent and 62 percent per annum. Only three products in the
top 20 products have shown declining rates over the perod. The three products are
aircrafts, spacedrafts and satellites); electric apparatus for line telephony, telegraphy
(row 4); records, tapes and other recorded media.

Bl EFTA

he European Free Trade Area (EFTA) has just concluded trade negotiations with

South Africa. This section looks at EFTA exports to South Africa in recent years. EFTA
consists of four countries, namely Norway, Switzerland, Iceland and Liechtenstein. All
four countries have done well economically. The CIA Factbook (2004) lists Norway,
Switzerland and Iceland as having the 6th, 7th and 8th highest income per capita,
while Liechtenstein is ranked as 28th. It should be noted that the small populations of
the EFTA countries (totalling just over 12 million) means that these are small relative
to other European countries.

Despite small populations their economic ranking and level of development
suggest that their exports will be made of high tech, advanced manufactured goods.
The average exports by these four countries was about R0.5 billion and the average
annual growth rates were declining by about 6 percent. The largest commodity group
was printing and ancillary machinery (printers) which accounted for 13 percent of
exports to South Africa. These commodity groups showed a decrease at a rate equal
of about 50 percept per annum.

Table 15: EFTA's top HS4 by share, value and growth (2000-04)




HS HS4 description Average share | Value of trade | Growth
code of SA imports |with SA 2004 | 2000-04
for 2000-04 | (Rands)
Total 100.0% 514,195,515 -5.9%
1 | H8443 | Printing and ancillary machinery 13.0% 23,955,512 -49.7%
2> | H3004 ilr:/lgglsgzrgents, therapeutic, prophylactic use, 95% 60,706,848 10.5%
3 | H7102 | Diamonds, not mounted or set 5.1% 16,914,329
4 | H3302 u'\_:leIXted odoriferous substances for industrial 459% 25,525,565 19.7%
5 | H8802 | Aircraft, spacecraft, satellites 3.7% 8,020,722 -20.1%
6 | H8471 (CA(;J;]OpTJf:rCS)data SO R e 3.6% 20,021,955| -52.8%
7 | H9021 | Orthopaedic appliances 2.1% 12,967,073 36.1%
8 [ H3204 | Synthetic organic colouring matter 1.7% 10,097,785 5.6%
9 | H9102 n\?é?[;?hes with case of, or clad with, of base 16% 6,920,723 ~12%
10 [ H2936 | Provitamins and vitamins, their derivatives 1.4% 8,713,263 27.0%
11 [ H2924 | Carboxyamid—function compounds 1.3% 9,211,682 43.2%
12 | o018 echsturlsJements etc for medical, surgical, dental, 11% 5,725,659 21.6%
13 | H8536 1Ell(\e/cmcal switches, connectors, etc, for < 11% 6,702,466 14.1%
Electrical power, etc, control and
14 | H8537 e iuia [serieh 1.0% 7,746,824 41.8%
15 | H8479 | Machines nes having individual functions 0.9% 3,531,789 14.3%
16 | H8473 rTF:grctﬁinaecscessones, except covers, for office 0.9% 5,610,975 ~4.9%
17 | uga19 o'\r/liggll?negry' non—domestic, involving heating 0.9% 15,093,991 97%
18 | H3808 (Irr;i:ﬁ;uades, fungicides, herbicides etc 0.8% 4.680,191| —-16.8%
19 | Hg4as rﬁ:g(;}l;ggyrymachmery and parts for textile 0.8% 5,328,409 5 7%
20 [ H7502 | Unwrought nickel 0.8% 1,290

(Source: Custom and Excise and own calculations)

It is noticeable that most of the sectors in the table above are from the manufacturing
sector. These products come from sectors such as chemicals, machinery and electronic
equipments. There is no single agricultural commodity in the table. Other important




sectors include mineral fuels, wood pulp, glass and fertilizers. This confirms the initial
statement that the goods that EFTA exports to South Africa require sophisticated
manufacturing techniques.

Bl 7.3 Conclusions

n this section, a very simple export performance evaluation was used to analyse

the flow of exports to South Africa from China, Mercosur, India, the United States
and EFTA. All these countries have shown high growth rates in total exports, with th
exception of EFTA.

Chinese exports to South Africa are high value manufactured products dominated
by electronic equipment and machinery as well as footwear and textiles. China was
also the fastest growing on average in terms of total exports to South Africa, the most
important sectors being agriculture, footwear and machinery. The fastest growing
commodity groups are aircrafts, maize and motor vehicles.

India’s major exports are in agricultural products and textiles and clothing. Precious
Metals have shown some comparative advantage in the South African market.
Commodities such as leather products, petroleum oils, rice, motor vehicles parts, and
medicines have displayed high growth rates.

The US is by far the largest exporter among the five to South Africa, with average
trade value of more than three times its closest competitor, China. Its export basket is
fairly diversified within highly sophisticated manufactured goods in particular.

EFTA's exports to South Africa comprise high technology, advanced manufactured
goods, including stationery items (postal packages, not classified), chemicals,
machinery and electronic equipment.

Exports from these four partners, when compared to SADC exports to South
Africa, consist of a different mix of goods. The two sets of trade partners should
complement each other, with the possible exception of Mercosur, which specialises in
agriculture; India, and which export clothing and textiles. These are sectors in which
SADC member states specialise in their exports to South Africa.




Complementary and competing products

his section draws from the previous two about exports to South Africa.

Complementary products refer to those products that South Africa imports from
outside the SADC region, while the same products are being exported by member
states to the rest of the world. Identification of these products seeks to find possible
areas where intra—SADC trade can be improved. Competing products refers to
prominent SADC exports to South Africa that are also exported by the five non—SADC
FTA countries and groupings. This exercise looks for possible contention in the market
between SADC countries and the non SADC countries. It is also an identification of
potential threat to market shares of the SADC countries.

Bl 8.1 Methods

dentification of products that have potential to provide complementarity is based on

growth rates of demand and supply. We compare export growth rates of member
states to the rest of the world (member state supply) with the top 50 South Africa’s
imports from the rest of the world. Therefore a possibility is considered where, instead
of South Africa sourcing from outside the region it can import from a member state, if
members export those products to extra—SADC markets. The table for South Africa’s
imports from the rest of the world follows a similar format as other tables for exports
to South Africa.

For competing products, consideration is made for products exported by SADC
member states to South Africa and those exported by FTA negotiating members. If a
product appears on the top 20 list of both SADC and FTA negotiating members, then
it is concluded that a member state is facing competition in that product or group of
products.

Bl 8.2 Complementary products

able 16 will be the main referral point as; it is the only one that does not come

from the previous sections. It reflects South Africa’s top 50 imports, ranked by
average share of imports (2000-2004) from the rest of the world, i.e. total imports
minus SADC imports. Rest of the world contributed 98 percent of South Africa’s 2004
imports, thus SADC accounted for only 2 percent. The table also shows that South
Africa’s demand for these imports declined by about 3 percent between 2000 and
2004. As it has already been explained under methods, the exports by SADC members
to rest of the world will be matched with South Africa’s imports listed in the top 50 in



Table 16. The presence of the same products in Table 16 and in the top list of member
state exports to the rest of the world reflects potential complementarity.

Table 16: South Africa’s top HS4 import values in 2002, average share and import
growth (2000-02) and share of Rest of the World in 2002 imports

HS HS4 description Average Value of trade | ROW Growth
code share of with ROW 2004 | share 2000-

ROW in (US9) in total |04

total imports imports

for 200004 2004

Total 100.0% | 46,593,427,609| 97.5%| 42.4%
1 |H2709 Eiﬂ?ﬁ&ons' oils from 11.9% 5,716,885,218| 955%| 41.2%
2 | H9801 | Original equipment components 8.9% 4,054,775,279 | 100.0% 43.3%
3 | H8703 g/(':r’:g:]:eh'desfor”ampo”Of 4.3% 2.587,753,185| 99.8%| 48.5%
4 | H8802 | Aircraft, spacecraft, satellites 2.7% 1,472,280,768| 98.8% 48.1%
5 | Hg525 tR:‘l‘ej\'/?S%r;dTV”a“sm'“e“' 2.7% 1273,917,403| 99.6%| 42.2%
6 |Hsgay1 |Data processing machines 2.7% 1,244,434,987| 99.7%| 42.1%
(computers)

7 | H3004 mgg'ﬁjl’:c‘?cts' therapeutic, 1.9% 779,574,663| 99.9%| 40.8%
8 | H7102 | Diamonds, not mounted or set 1.6% 640,178,069 | 97.6% 40.6%
9 |H8517 fe'fecéﬁ%ﬁgparatus‘cor"”e 1.6% 494,812,288| 99.9%| 33.5%
10 | H8473 fg:tg%ﬂaccgesso”es' AR 1.4% 839,348,374| 99.9%| 47.2%
11 | H8708 \F/)grrqtli;?d accessories for motor 1.4% 608,385,974| 99.7% | 43.6%
12 | H2710 g‘lﬂsdge”o'e“m' istillates, except 1.0% 616,523,959| 99.1%| 45.8%
13 |H2818 f(')fﬂgb“rzq oxide, and artificial 1.0% 434,810,877|100.0% | 39.4%
14 | H8429 fnea'flgﬁéoz‘i'c'ergaimhegnov'”9' road 0.9% 413,317,198| 97.8%| 46.5%
15 | H8411 Ijrrgi‘;geetﬁéitﬁer?o‘pmpe"erS/ 0.8% 378,895,758| 99.9%| 45.6%
16 | Hoo1g | Instruments etc for medical, 0.7% 321,666,061| 99.7%| 42.6%

surgical, dental, etc use
17 | H8443 | Printing and ancillary machinery 0.7% 221,407,002| 99.8% 36.0%




HS HS4 description Average Value of trade  |ROW Growth
code share of with ROW 2004 | share 2000-
ROW in (US$) in total |04
total imports imports
for 2000—-04 2004
18 | Hg704 | Motor vehicles for the transport 0.6% 307,078,389| 97.7%| 46.8%
of goods
Electrical switches, connectors,
19 | H8536 | ot Ty 0.6% 236,116,083| 99.6% | 40.5%
20 | Hgs4 | Electronic integrated circuits and 0.5% 158,619,066| 99.8%| 33.3%
microassemblies
21 | H8803 | Parts of aircraft, spacecraft, etc 0.5% 324,722,633 99.6% 47 3%
22 | Hg701 | Tractors (other than works, 0.5% 231,282,692 99.2%| 452%
warehouse equipment)
75 || g | AL SRIELLTD [EUITER, COIT SR, 0.5% 220,503,883| 99.4% | 42.2%
ventilating fans, etc
24 | Hg4g3 | 3hafts, cranks, gears, clutches, 0.5% 208,139,831 99.8%| 41.9%
flywheel, pulleys etc
25 | H8479 }V'a‘-'h.'”es nes having individual 0.5% 225,637,020| 99.8% | 41.6%
unctions
26 | Hg524 | S0und recordings other than 0.5% 177.692,024| 100.0% | 37.9%
photographic equipment
27 | Hgagy | 1PS: cocks, valves for pipes, 0.5% 192,960,644 99.9% | 41.9%
tanks, boilers, etc
28 | H1006 | Rice 0.5% 207,469,188| 99.9% | 41.5%
29 | H4011 | New pneumatic tyres, of rubber 0.5% 214,224,509 | 98.0% 43.6%
30 | Hga31 | Parts for use with lifting, moving 0.4% 176,924,969 98.9% | 41.8%
machinery
31 | H8413 | Pumps for liquids 0.4% 183,245,536| 99.2%| 41.8%
32 | H8527 | Radio, radio—telephony receivers 0.4% 230,744,492 | 99.8% 44.5%
33 | H9009 | Photo—copying apparatus 0.4% 178,124,676 | 99.9% 40.4%
Paper, board, clay, inorganic o o o
34 [H4810 | oo o o aie 0.4% 163,723,844 | 100.0% | 41.2%
Liquid, gas centrifuges, filtering,
35 | H8A21 | [ it machines 0.4% 178,243,080| 985%| 43.7%
36 | Hg419 | Machinery, non—domestic, 0.4% 149,745,346 99.9%| 50.7%
involving heating or cooling
37 | Hgaoe | Warships, lifeboats, hospital ships, 0.4% 464,539,976 | 100.0% | 411.9%
vessels nes
38 | H8482 |Ball or roller bearings 0.4% 148,829,903 | 99.9% 39.9%
39 | Hg4og | Parts for internal cnignition 0.4% 159,127,441| 99.6%| 42.6%

engines




40 | H8529 f:g:v‘;og;fﬁé%;t”ansm'SS'O”' 0.4% 165,184.433| 983%| 39.3%
41 | H4901 g;?lteet‘iﬁgd'”g books, brochures, 0.4% 166,457,957| 99.9% | 41.7%
42 | H3808 'eqsce(crgtcé‘j‘fs fungicides, herbicides 0.4% 154,072,229| 99.7% | 41.4%
43 | H3811 | Gasoline and oil additives 0.4% 128,880,712 | 99.8% 39.3%
44 | H1001 |Wheat and meslin 0.3% 196,785,867 | 99.9%| 48.7%
45 | H5407 \évgxg?ilsa{ggr‘]‘itfg'jgf”tyam' 0.3% 126,741,012| 99.7%/| 37.9%
46 | H6402 E‘;%te";’fj[)ggf'o"r"gra;?ferSo'e' 0.3% 166,843,507 | 100.0% | 44.3%
47 | H9401 iﬁgitfs)(excem dentist, barber, etc 0.3% 157,095,001 | 97.4%| 45.4%
48 | H2701 ﬁgﬂgﬁ“e“‘es' ovoids etc, made | 30, 107,065,564 | 100.0% | 40.3%
49 | H3901 fgr'fnrgers of ethylene, in primary 0.3% 220,374,668| 99.9% | 49.8%
50 | H8504 Efrf\fgft;i';S;grgggfc;esfsaﬂc 03% 144,961367| 99.6%| 41.7%

(South African Custom and Excise and own calculations)
Il Botswana

I\/l ost of Botswana’s exports are destined to the rest of the world, of which 90
percent is comprised of diamonds. Turning to Table 16, South Africa’s imports
of diamonds from the rest of world made about 2 percent of total imports. SADC
supplied about 2 percent of those imports while 98 percent came from the rest of the
world. In terms of growth rates, both Botswana’s exports and South Africa’s demand
experienced negative growth rates of 8 percent and 2.5 percent, respectively.

Even though both supply and demand of diamonds declined, the argument being
made is that one way of deepening the integration in SADC is for SADC members to
import from fellow members commodities that are being supplied to world markets.
The case is even emphasized when the importing member is the economic powerhouse
of the region. For example, other products that South Africa is importing from the
world that could be sourced from Botswana include medicaments, motor vehicles
and parts of aircrafts. However, the main concern is whether Botswana will be able to
meet the South African demand consistently given that except for diamonds there are




no other products emerging. In theory the South African government’s initiative to
improve diamond beneficiation may result in greater demand for Botswana diamonds,
except that one company, De Beers, controls the regional diamond trade so that its
decisions would be decisive.

Hl [esotho

Products that Lesotho is exporting to the rest of the world are limited to textiles and
clothing. Most of these products are destined to the US under AGOA. Even though
there are some spillovers into the region, there is very little potential complementaries.
Other than that, in the long term AGOA may not be there that cast a dark cloud over
Lesotho’s textile sector, and consequently its export revenue.

Hl Malawi

I\/l alawi exports rice to the rest of the world; these account for less than half a
percent of its total (0.3 percent) exports. South Africa’s demand for rice that
is met by rest of the world equate to half a percent of it total imports. Potential for
imports is very low given the supply capacity of Malawi, plus the fact that most of that
could be re—exports. Under SADC rules of origin, those re—exports will not benefit
from SADC preferential rate.

Hl Mauritius

I\/l auritius is in a similar position to Botswana in terms of exports of diamonds to
the rest of world. The average export shares of diamonds from Mauritius to
the Rest of World were about 1.9% and that is about 80% of total diamond exports.
Demand declined by 18%. South Africa could meet some of its demand by importing
from other SADC member states.

El Mozambique

ozambique supplies the rest of world with some petroleum oil (0.6 percent
while South Africa’s demand is about 12.2 percent of which 99.6 percent
comes from outside the region). However, Mozambique’s supply is unlikely to be
sustainable. Furthermore, the values reflected in the trade data are likely to be supplies



to Zimbabwe during shortages in that country.
Bl Namibia

Namibia supplies the rest of the world with motor vehicles, printed materials
and precious metals. All these broad categories form part of the top imported
products by South Africa. However, Namibia is unlikely to be a major supplier of these
goods to South Africa owing to the relatively large scale of their production in South
Africa.

B Swaziland

here are no products that appear both in the top 50 imports by South Africa,

and the top 20 exported by Swaziland. However, broad product groups include
furniture and machinery parts. These products have very low percentage in total
Swaziland exports.

Hl Tanzania

anzania is in a similar position to Mauritius and Botswana as it supplies the rest of

world with diamonds, which make up about 4% of its total exports. About 99%
of these diamonds are destined to the rest of the world. However, its supply to the
rest of the world declined by 48% between 2000 and 2004. The trend in demand
for diamonds has been downward globally. Nevertheless, this provides potential
complementarity within the region.

Hl Zambia and Zimbabwe

ambia’s exports to the world are in primary commodities. These include copper
Zand copper products; cobalt, gold, as well as raw and semi-processed agricultural
products. Therefore, complementarity with South African import demand is likely to
be low.

Zimbabwe's exports to the rest of the world are concentrated mainly in base metals
and agricultural products such as tea, tobacco and cotton.



Hll 8.3 Competing products

he focus in this subsection is on those product markets that are highly contested.

The priority here is identifying competition coming from the non SADC members
with the idea of recognising the potential threat to market shares. There is also a
focus on intra=SADC competition that exists as results of members exporting similar
products to the South Africa market.

Bl Botswana

Botswana’s exports to South Africa include motor vehicles, meat products,
sugar confectionaries and some electronic products such as radio telephony
receivers and televisions receivers. With the exception of meat products, whose
main destination is the EU, South Africa imports over 80% of Botswana's exports of
these items. Botswana could face competition in the South African market for motor
vehicles (mostly tractors) mainly from Mercosur, China and the US. This will depend
on the outcome of the negotiations and the preference that those countries can get.
However, in the short to medium term, Botswana will remain protected by the MIDP
due to its SACU membership.

Meat products will be challenged by Mercosur, with Brazil likely to be the main
competitor. Botswana’s Electronic components are likely to face stiff competition
from China and India, if both FTAs are concluded. The US is also a possible competitor
on electronic equipment, but the agreement on rules of origin will determine to what
extent the SACU market will be protected from re—exports and “screwdriver products”
(repackaged re—exports without any processing).

Hl [esotho

ore than 80 percent of the top 20 exports by Lesotho to South Africa are
I\/l products from the textiles and textiles articles chapter. These products will find
Chinese and Indian products very difficult to compete against. The South African
industry is struggling to compete with imports from the two countries, mainly China.
The current SADC rules of origin on garments and textiles are not necessarily in favour
of China and India; however Lesotho may still find it hard to compete against these
giants. This is due to the fact that Lesotho sources its materials from Asian countries,
and therefore India and China may be used to that competition.



Hl Malawi

alawi is in a similar situation as Lesotho when it comes to exports of textiles and
I\/l textiles articles to South Africa. However, Malawi has been granted the special
agreement relating to trade in clothing and textiles which is based on a derogation
from the two-stage substantial transformation rule of origin. Malawi, Mozambique,
Tanzania and Zambia (referred to as MMTZ countries) are allowed access to the SACU
market under a one-stage transformation rule subject to quotas. The quotas are
based on current production capacity. This dispensation was put in place for a period
of five years during which the MMTZ countries were expected to graduate to the
two-stage transformation rule of origin where there are no limits on market access'.
The worrying thing about the special agreement is that by the time it comes to an
end, an agreement with countries outside SADC may be reached. If such agreement
allows them parity with SADC members, then countries like Malawi and Lesotho will
struggle to hold their own against FTA partner countries.

Therefore China and India will be the two main threats to their market shares.
However, Malawi also exports tea, tobacco and sugar products. The tobacco market
will be contested with Zimbabwe and Mercosur to a certain extent. The sugar market
is highly distorted in the global environment. As for tea, none of the FTA negotiating
partners emerged as a competitor, however China and India can not be ruled out. It
may be that they have not started exporting to South Africa. Should they identify an
opportunity, they may want to take advantage.

Bl Mauritius

ny competition to Mauritius in the South African market will not harm their

domestic industry significantly as only one percent of Mauritius exports in 2002
were destined to South Africa. Given that most of those exports are clothing, that
brings China and India into the picture.To the extent that Mauritius has targeted the
South African market (they have been growing those exports fourfold and more in
recent years) this could pose a competitive threat

Bl Mozambique

I\/l ozambique's top exports to South Africa consist of electrical energy, clothing,
oil cake, aluminium and fish products. The situation on clothing is similar to



Malawi, with regards to special agreement on clothing and textiles coming to an end
soon. A very small portion (6 percent) of unwrought aluminum is exported to South
Africa, so lack of competition there is unlikely to change Mozambique’s position. Fish
markets have to be contested with Namibia, with the latter having an advantage due
to its membership in SACU. Most of the aluminium is destined for markets in Europe,
so its South African market may be secure in the short to medium term, especially
because the project concerned (the Mozal smelter) has a strong South African interest
init. As for oil cake products, South American competitors, mainly Brazil and Argentina
will contest that market strongly.

Hl Namibia

N amibia’s top exports include precious stones, grape wines, base metals, fish
products and meat of poultry and swine. In most of these products, Namibia will
contest the market with fellow SADC members such as Mozambique (fish products),
Botswana, Tanzania and Zambia (precious stones) as well as Tanzania and Zambia
(base metals). There doesn’t seem to be much threat for grape wines. Meat products
will be challenged strongly by Mercosur.

B Swaziland

he top products for Swaziland include chemical products for industrial use, food

preparations, wood products, sugar and sugar products as well as clothing. Except
in the case of clothing, most of the competition will be from SADC member states.
The sugar market is distorted by subsidies and other forms of protection, and it is
unlikely that liberalization will follow from any of those negotiations, in addition to
which Swaziland benefits from a preferential quota into the South African market. As
for chemical products for industrial use and food preparations, no serious competitor
emerged in the analysis.

Bl Tanzania

Tanzania exports tobacco, precious metals, pharmaceutical products, oilcake,
oilseeds and fish products to South Africa. Competition in pharmaceutical
products will involve both China and India, which are giants in global terms when
it comes to exports of these products. Mercosur will compete in the oilseeds and



oilcakes. On the regional front, Tanzania will face Malawi and Zimbabwe for tobacco,
Botswana, Namibia and Zambia in precious metals and Mozambique and Namibia
in fish products. However, given that Tanzania exports a marginal share of its total
production to South Africa such competition is not likely to be significant.

Hl Zambia

C opper and cobalt products, precious metals and electric energy are the top products
that Zambia exports in larger shares to South Africa. Zambia has undisputed
comparative advantage in copper production, and related products. Electric energy is
also contested by Mozambique, while precious stones are also imported from Namibia
and Botswana by South Africa.

Hl Zimbabwe

Tobacco, nickel and cotton contributed on average 45 percent of Zimbabwe's
exports to South Africa over the period 2000 — 2004. Competition in tobacco
comes primarily from the region. Nickel exports are not highly contested in the South
African market with the exception of low exports by Zambia. South Africa’s other
sources of cotton imports include Malawi, Mauritius, Tanzania and Zambia. India is
the only other source outside the region that competes with regional members in the
cotton market.

HEl 8.4 Conclusions

he aim of the section was to identify products that may face potential competition

from a successful FTA negotiation between South Africa and five non SADC
partners. Secondly, there are goods that are traded as complements, however that
pattern is not reflected in the analysis given that the focus is on limited products based
on trade shares of top 50 products. If opportunities for complementary products can
be exploited, then that will be positive for intra—SADC trade. The main highlights and
are shown in Table 17 below.

Table 17: Summary of SADC member states’ complementary and competing products
plus competitors



and oilseeds,

MS Complementary products | Competing Products Competitor
Botswana Medicines, precious stones Vehicles, meat, India, US, Mercosuir,
and vehicles confectionaries and Namibia and China
electronics
Lesotho None Textiles and clothing India, China and other
SADC members
Malawi None Textiles and clothing, tea, India, China and other
cotton and tobacco SADC members
Mauritius Diamonds Textiles and clothing India, China and other
SADC members
Mozambique | Petroleum oil Textiles and clothing, fish India, China and other

SADC members

Namibia Vehicles, printed materials Meat products Mercosur and
and precious metals Botswana
Swaziland Furniture and machinery Textiles and clothing India, China and other
SADC members
Tanzania Diamonds Precious metals, medicines, | Mercosur, India and
tobacco and oilseeds SADC members
Zimbabwe None Tobacco, tea and cotton India and other SADC

members

e Complementary products are defined as top products exported by SADC member
states to the rest of the rest of the world while at the same time South Africa is

importing them from outside SADC.

e Competing products are those exported to South Africa by both SADC members
and FTA—negotiating partners.
* In the case of Zambia no product fitted any of the definitions above.

Overall, the five FTA negotiating members threaten SADC exports differently. The case
for China and India is mainly in the textiles and textiles articles as well as machinery
and mechanical appliances chapters. India is also competitive in medicaments, which
is also a territory for the US. EFTA and the US provide South Africa with high tech
products and none of the SADC members have shown any strength in supplying
those. Mercosur is a threat to the region by virtue of its strong agricultural sector.




Preferential Market Access: Linking Tariff
Liberalisation to Trade Flows™

ne of the objectives of the SADC Trade Protocol is to promote intra—SADC trade

by means of intra—SADC tariff liberalization. This process is designed in such a way
that South Africa, and therefore SACU, will spearhead the reduction of tariffs while
other SADC members are proceeding on slower tracks with further “backloading”
in terms of their imports from South Africa. Consequently, it is at this stage too early
to aim at a comprehensive analysis which links intra—SADC tariff liberalization to
intra—SADC trade flows for the whole of SADC. Moreover considerable technical
obstacles are encountered in matching tariff phase down schedules with trade flows
to data bases collected from member countries.

In this report we limit ourselves to an attempt to analyse the link between
intra—SADC tariff liberalization and intra—SADC trade flows to South Africa’s tariff
liberalization and its imports from SADC (excluding SACU). By way of background, in
2001 South Africa’s share in intra—SADC total imports (i.e., imports from the region
(but excluding imports from SADC by Mozambique, Lesotho, Angola and the DRC,
due to lack of representation in the UNComTrade data base) is low at just under 5
percent. We first discuss our approach and the related data issues. This is followed by
a presentation of some results and we end with concluding remarks.

Bl 9.1 Methodology and Data Issues

descriptive analysis approach of the link between South Africa’s tariff reduction

and imports from SADC (excluding SACU) is adopted. Data is presented at a fairly
high level of aggregation of 23 “Chapters” also sometimes known as “Sections” as
well as the more familiar 2 digit Harmonised System (HS) level.

The report also considers current (2003) tariff levels and their reductions since 2000
(the inception year of the SADC Trade Protocol, at least for South Africa), value of
imports and its change (in current Rand terms) as well as a comparison of the change
in the value of imports with the period prior to 2000, and with changes in the value of
imports from the rest of the world. This will provide a view on whether there is a link
between tariff reduction and increased imports. Because the analysis is undertaken at
the HS8 level of detail, the results are sorted and reported on various issues such as
those commodities with the highest value of imports, the highest positive or negative
change in the imports from 2000-2003 and the highest level of and reduction in
tariffs, in order to single out some individual commodities of note. Moreover, there
is an evaluation of the number of products that have shown a positive link between



South African tariff reduction and imports from the region (defined in various ways).
Whether changes in the relative value of imports, i.e., compared over time or with
other suppliers can be attributed to changes in tariffs remains uncertain. In order to
do that, there will be a need to control for other events and variables, such as external
shocks, growth in GDP etc. This may require econometric analysis which in turn,
requires significantly more observations than what is currently available.

As mentioned above, trade and tariff data at the highest level of disaggregation
are used. In the case of South Africa that is the HS8 level of detail. For trade this has
recently become available from 1988 onwards from South African Revenue Service's
Customs and Excise. Due to chopping, adding and changing, the data base currently
shows more than 16 000 commodity lines, some of which have been discontinued
while new ones have appeared. In addition, the unifying HS code list was adjusted on a
number of occasions since 1988, most recently in 2002 when the HS1996 format was
replaced by the HS2002 format. The trade data base offers values as well as quantities
at the HS8 level. Higher levels of aggregation preclude quantity reporting due to the
potential of different units in which the trade flows are measured. Exchange rates are
used on a monthly basis to express the values in US$ terms. The audited 2003 values
only became available during July and have been used here as a basis for analysis.
Quantities are ignored at this stage due to time constraints. This is not a serious
issue for analysis since only values of imports are compared with a previous period
(1996-1999) and from different sources, all expressed in the same denomination
(Rands). Nevertheless, as a follow-up, it should be considered a further round of
analysis based on quantities as this eliminates price distortions other than tariffs.

Tariff data are not as easily available as trade data. The tariff schedule is obtained
on an ad-hoc basis from the Department of Trade and Industry in unpublished form,
although the schedule is maintained by a private sector operator. There has never
been a perfect match between Customs and Excise (C&E) trade data bases and the
tariff schedules. Added to that is also the problem of the change in the format from
HS1996 to HS2002. In this case, unified tariff schedule for the year 2000 is used.
There is no distinction made between tariffs on imports from the EU, SADC and
Rest of the World. Since 2000, the latter is governed by the MFN schedule, while
imports from the EU and SADC were subjected to their own schedules based on
the respective agreements. Some additional GSP arrangements are effective between
South Africa and some SADC members, amongst others Zimbabwe and Malawi. This
will be ignored in the analysis for reasons of convenience. Only South African imports
from the region as a whole are tracked. Imports from SACU members are excluded,




as far as they are recorded by C&E from the analysis.

The South African tariffs regime has undergone significant liberalization during the
late 1990s but since then further development has been minimal. The only significant
liberalization that has taken place is with regard to imports from SADC. The figure
below highlights the point.

For illustrative purposes, an intertemporal comparison between 2003 and 2001 is presented.
In the three graphs below it can be seen on the left hand side that the MFN schedule has
not changed much between 2001 and 2003. About 40 percent of the number of tariff lines
identified in the schedule of about 7900 product lines are zero rated. More than 20 percent
have a non-ad valorem tariff and about 8 percent of lines occupy the 15-20 percent, the
10-15 percent and 5-10 percent ranges. 4 percent of the lines are associated with tariffs in
the 0-5 percent nuisance range as well as in the 20-30 percent range. Less than 1 percent of
the product groups face a tariff over 20 percent.
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Figure 1: Comparison of South Africa’s tariff schedules for imports from the EU, SADC and the
rest of the World for 2001 and 2003.
(Source: Customs & Excise)

The EU schedule presented in the middle graph shows a similar proportion of HS8
product groups with zero tariffs. The main difference is that the non—ad valorem
tariffs seem to have undergone a considerable shake out. This has also meant that
the proportion of ad valorem tariffs has increased somewhere along the line. In the
case of the EU schedule this appears to be the case in the 20-30 percent range and
the 15-20 percent range. Interestingly, the phase down that is meant to take place as




part of the EU — SA FTA has not resulted in more zero rated product groups yet, due to
backloading on South Africa’s side. The main shift can be seen to have occurred from
the 20-30 percent range down to the 15%-20 percent range and can be attributed
to the phase down in textiles fabrics (HS55).

The SADC schedule, which is shown in the graph on the right hand side, clearly is
the most generous in that the proportion of product groups that is zero rate is more
than 60 percent. Non—ad valorem and nuisance tariffs (0-5 percent) have almost
been eliminated. The shift between 2001 and 2003 seems to have taken place from
the 15-20 percent range to the 10-15 percent range (again, this is mainly because of
textiles and clothing as will be seen later). There is also a small but perceptible increase
in the 5-10 percent range.

In 2000 there was only a single tariff schedule, with a structure similar to the one
shown in the figure on the left hand side. An attempt to convert all non—ad valorem
tariffs to ad valorem equivalents was made. The basic rule is relatively simple. In the
case of a specific tariff, the rate is multiplied with the commodity’s unit value from
the relevant source. Since the unit value of an imported good at the HS8 level may
differ across supplying countries, the ad valorem equivalent will also different when
comparing the MFN, EU and SADC schedule. In one particular case, the unit value
of the commodity imported from SADC was so low that we obtained an ad valorem
equivalent of more than a 500 percent while the some ad valorem equivalent on
imports from the EU and the rest of the world were calculated to be about 25 percent.
Nevertheless, such outliers are maintained for illustrative purposes. In the case of a
combination tariff the ad valorem component is applied. Manual adjustment was
necessary for a couple of lines.

Finally, the 2000 tariff schedule was converted from the HS1996 format to the
HS2000 format using a conversion table that is available from the World Bank’'s World
Integrated Trade Solution (WITS) system. However, the WITS conversion table only
applies to HS6 level of detail as any further disaggregation is country specific. Although
exact conversion table is known, it is most likely to be used at the relevant authorities;
this does not appear to be publicly available. Therefore a shortcut was considered
and created a new HS8 schedule for the year 2000 based on the conversion table
and the last two digits of the old HS8 schedule. This is clearly not an ideal solution
to the conversion problem and one result has been that, more than 350 lines could
not be found anymore (amongst an extended list of 16 000 commodity lines). A bias
has therefore crept into the analysis, although we are unsure at this stage what the
direction of its impact is.




The discussion of the data is not only useful for the purposes of immediate analysis.
It also serves to highlight some of the many problems that can be and currently are
encountered when attempting to create a common data base for all countries in
the SADC region, considering that the availability of data in South Africa is probably
better than elsewhere in the region.

Bl 9.2 Results

he starting point of this exposition is at a high level of 23 sector or chapter

aggregation. In the next table the value of imports for the year 2003 are presented
in the first column. It can be seen that total imports from SADC (excluding SACU)
amounts to just over R4 billion. The main contributions are made by mineral products,
textiles and clothing, prepared foods and vegetable products and base metals and
some machinery. In the second column it can be seen that except for textiles and
clothing, and a lesser degree prepared foods, the main products do not face much
tariff distortion in the South African market. Footwear records the highest unweighted
average tariff in 2003 and this hasn’t come down as much as textiles and clothing
as can be seen in the next column. the bottom part of the table shows unweighted
average across the whole schedule has more than halved in the matter of three
years.

Table 18: Imports, unweighted average tariffs, and their changes over the period
2000-2003 for 23 product chapters
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Has this significant tariff reduction had an impact on trade flows? Some answers are
shown in the rest of the table. A number of product groups show negative growth (in
nominal Rand terms, column 4), amongst others live animals & products, machinery
and footwear, the latter, as was noted earlier, had recorded a relatively low decline in
its tariffs. SADC textiles and clothing exports to South Africa on the other hand show
a considerable increase while a relatively high tariff is almost halved. South African
textiles and clothing imports from other sources have declined over the same period,
pointing towards the possibility of trade diversion — with the obvious exception of
imports from China.

There are few excuses for machinery however; faced with already low tariffs, which
are further reduced over the period, SADC exports to South Africa have declined
considerably. To a lesser degree this story line also applies to transport equipment.
It is clear that for these groups, tariffs do no help to explain the trade flows and
it would appear that other events are perhaps more important, including increased
competition from the rest of the world as is shown in column 5.

The question was asked in column 6 “if the % change in imports from SADC is
larger than the % change in imports from the rest of the world since 2000, that
was indicated by the word “yes”. Low base year values aside, it can be seen that for
about half of the product groups identified, the tariff reduction has indeed resulted in
import growth from SADC that has been higher than import growth from the rest of
the world, including textiles and footwear and processed foods. Apart from this sector,
the gains are mainly made by more basic products such as minerals, wood products,
non metallic minerals and precious minerals and metals. The sectors that appear to
be excluded from these gains are vegetable products and higher value groups such as
footwear, base metals and articles, machinery and transport equipment.

Similarly, it can be asked whether tariff reduction can be associated with acceleration
in imports. Column 7 shows the growth rates for the period 1996-1999, i.e., the
four year preceding the inception of the SADC Trade Protocol. In the last column
guestion whether, with the tariff phase down, SADC exports to South Africa have
indeed accelerated is asked. With regard to process food this is still the case, as well
as for minerals and precious minerals and metals. However, textiles and clothing have
now dropped out as they used to grow at a much higher pace during the 4 years
prior to the SADC Trade Protocol. Higher value products such as base metals and
articles, machinery and transport equipment also don’t offer a positive answer to this
question. Nevertheless, on the whole total South African imports from SADC have
increase at a higher pace compared to imports from the rest of the world and have



also recorded an acceleration compared to the previous 4 years as can be seen in the
last row of the table.

Sometimes the use of unweighted averages generates an upward bias because
some products in the group cannot be traded or are not manufactured in SADC for
a technical supply reason. Weighting the tariff by the value of imports is one way to
deal with this shortcoming although on the other hand imports may be encouraged
in those lines with the lower tariff, thereby given a downward bias to the average. The
same information as in Table 19 is presented but now with weighted average tariffs.
The content of columns 1, 4, 5 and 7 is therefore the same as in Table 18.

Table 19: Imports, weighted average tariffs, and their changes over the period
2000-2003 for 23 product chapters.
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As expected with the weighted tariffs, the reduction is much higher. Trade flows tend
to gravitate towards the lower tariffs thereby giving them a higher weight. Textiles
and clothing appear to show this most, while the difference between weighted
and unweighted average tariffs is less for footwear, processed foods, base metals,
machinery and transport equipment and notably mineral products. The latter group
is seemingly undisturbed by tariffs as they are at a very low level to start with. In the
end, the choice of weighted or unweighted tariffs does not make much difference
to the questions that were posed in columns 6 and 8. This is of course also related to
the level of detail. Now attention turns to a higher level of disaggregation in the next
two tables.

In Table 20 the same results as before at a more detailed level of commodity
groups is presented. The HS2 (2 digits) format identifies just under 100 commodity
groups. Commodity groups with imports of less than R1 million in 2003 are excluded.
This still leaves about 70 percent of the total number of HS2 commodity groups
to report on. The highest contributor to SADC (excluding SACU) exports to South
Africa remains minerals and ores with about 25 percent, followed by cotton and yarns
(15 percent). Tobacco, coffee & tea, oilseeds, fish and sugar are relatively important
agriculture related commodity groups. Further down we can see wood products,
basic iron & steel, copper and nickel products featuring as well as machinery and
electrical machinery and furniture. Amongst these relatively important groups, the
structure of protection varies. Sugar and Tobacco are faced with relatively high but
declining protection. Tariffs are declining and were by 2003 relatively low on oilseeds,
fish and coffee and tea. Protection on cotton and yarn has been reduced but still
remains high, while the protection on minerals and machinery is low. Furniture and
transport equipment in South Africa are, however, relatively protected from SADC
imports, although wood products are less protected, which suggest the presence of
tariff escalation. The latter can also be observed in textiles and clothing where higher
tariffs on the latter remain.

Table 20: Imports, unweighted average tariffs, and their changes over the period
2000-2003 for HS2 product groups.
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How does this match with values of imports and their changes? South African imports
of coffee and tea from SADC have increased while imports from the rest of the world
have declined. The increase was, however, less than during the pre—inception period.
With lower tariffs, fish imports from SADC have been outstripping imports from the
rest of the world and past import growth. Sugar imports have seen a phenomenal
increase, presumably off a low base, but tobacco imports from SADC, in spite of the
lower tariff and although growing at a reasonable rate, have lagged imports from the
rest of the world as well as previous growth performance. Other barriers to trade,
probably for good health reasons, may be a greater obstacle here.

Wood products from SADC have seen relatively high increases in the South African
market, perhaps benefiting from lower tariffs. Tariffs on furniture are much higher,
albeit also declining, and imports have not grown as fast as compared to imports from
the rest of the world, or compared to the pre-inception period. A similar escalation
pattern, albeit to a less degree, can be observed regarding cotton & yarn and finished
clothing articles. Although both groups have seen considerable tariff reductions, the
absolute level of the tariff for the raw material is lower. At the same time, imports in
the finished products do not power ahead to the same extent as cotton and yarn.

SADC exports to South Africa in basic metal products report varied growth rates,
in absolute terms as well as relatively to the rest of the world and the past, even
though protection is very low. There is protection on some metal products of note,
such as tools and equipment but the absolute values are too low as to make a sound
inference. The picture regarding machinery and electrical machinery is also mixed with
the former showing a decline in imports from SADC while tariffs came down. Unlike
the higher level of aggregation reported on above, the number of HS2 product groups
that recorded a tariff reduction as well as higher growth in South African imports from
SADC compared to imports from the rest of the world, is relatively lower at 34 out
of 98. Similarly, the number of product groups with accelerated growth in imports is
now only a quarter (23 out of 98).

Table 21: Imports, weighted average tariffs, and their changes over the period
2000-2003 for HS2 product groups.
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A similar picture emerges in the results with weighted average tariffs at the HS2 level.
The results are shown in the next table. Again, the tariff phase down now shows up
in a more dramatic way but the patterns remain the same as with the unweighted
average tariffs. Some difference can however, be observed. The coffee and tea as
well as sugar product groups face a much higher tariff when weighted by their trade.
Tariffs may be targeted at price inelastic segments of these groups. The opposite
appears to be the case with regard to tobacco. Trade takes place in those subgroups
that face very little tariffs while trade in other subgroups is almost prohibited due to
the high level of tariffs. Trade weighted tariffs in higher value groups such as electrical
machinery, transport equipment and furniture also appear to be much higher than
their unweighted counterparts.

As it is impossible to present results for each individual HS8 tariff line, therefore
the report is on selected aspects. The table below shows the top 50 products in terms
of value of imports as recorded in 2003. Although mineral products dominate the
picture they are of less interest to the SADC Trade Protocol as their tariffs are typically
very low. A number of other large imports that feature in the top 50 have a more
interesting story to tell. Firstly, tea imports from SADC have grown at a reasonably
high rate, while imports from the rest of the world have declined. At the same time
tariff have dropped considerably. Note here that the 2000 tariff was calculated as an
ad valorem equivalent from a specific rate. Similarly, sugar imports from SADC are
significant and have grown considerably although their tariffs remain high. Cotton
imports from SADC recorded the second highest values, their tariffs have come down
and growth is robust. However, there does not appear to be a case of trade diversion
for this detailed product as South African imports of cotton from the rest of the
world have recorded higher growth. A similar story line applies for some cotton yarn
products (rows 14-15 and 43).

A couple of interesting products in the machinery complex are recorded in rows
18 and 21. The picture is, however, mixed. In the case of insulated wire, the tariff
dropped to zero but growth was negative, while South African imports from the rest
of the world increased. Electrical water heater components recorded a lesser decline
in tariffs on imports from SADC but a considerable shift towards regional suppliers.
A number of clothing groups appear in the table but again the picture is mixed in
that although the tariff phase down is considerable, from 40 percent to 25 percent,
this has not resulted in faster growth for all products, nor in significant switching to
regional suppliers. One metal product that shows considerable switching is recorded
in row 40. Household articles of metal has seen a zero rating from an initial tariff of




20 percent. At the same time the value of imports increased at a robust rate, while
South African imports from the rest of the world have declined.

Similar success stories can also be observed in the processed food complex. Take
for example, row 29 the report on one of the prepared meat products (swine). A
relatively high value of imports from SADC is recorded for 2003 as a result of a
significant growth rate while imports from the rest of the world have declined. The
same applies to dried nuts in row 41. However, some spices, while growing fast, still
face competition from the rest of the world (see row 48)

Table 22: Top imports, tariffs, and their changes over the period 2000-2003 for
selected HS8 product groups.
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In the wood complex, at least three products with a high value of imports are identified,
but again the picture is mixed. Unprocessed wood is a big export item to South Africa
for SADC countries but tariffs have been zero ever since 2000 while growth has
outstripped South African imports from the rest of the world (see row 6 and 46). Semi
processed products such as plywood (row 27) has seen a complete phase down over
the period of observation while South African imports increased but not as much as
imports from the rest of the world. The furniture part of the story falls just outside the
table hinting again at the tariff escalation mentioned earlier. Tariffs have come down
but remain high. Nevertheless imports have increased relative to those from the rest
of the world.

Has tariff phase down contributed to more South African imports from SADC?
The HS8 level data is sorted according to the highest decline in tariffs over the period
of observation. The highest declines are due to ad valorem equivalent computations
based on very low unit values. This is a problem with the trade data that we cannot
rectify without making manual and subjective changes. Nonetheless, results are shown
in order to demonstrate possible problem areas that need further attention. The table
is sorted according to the entries in column 3.

Unlike the previous table, here, at the top of the phase down not much can be
inferred in terms of increased trade flows. Most products with the highest phase
down are not traded at all. The products that stand out were already mentioned in
the previous table, including tea, sugar cane and meat. New products appearing in
the table are found in the motor vehicle complex and processed food of wheat (bread
etc). In both cases there is a switch from the rest of the world to regional suppliers,
while tariffs are reduced significantly.

Table 23: Top tariff reductions, imports, and their changes over the period 2000-2003
for selected HS8 product groups.
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The last table gave a report on those product groups that have seen their imports
from SADC decline in absolute value (see column 1). In some cases, reclassification
of the products during the conversion from the HS1996 to HS2002 format may
also contribute to seemingly volatile patterns. This may especially be case where
the proportional decline is 100 percent. In that case the product has disappeared
altogether as in import from SADC. Individual tracking is the only way to double
check the possibility of such occurrence.

Table 24: Declining imports, tariffs, and their changes over the period 2000-2003 for
selected HS8 product groups.
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It is sufficient to note at this stage that most of the products reported in the table face
no tariff in South Africa, a number were already zero rated in 2000 while some were
granted free access over the period of observation. In spite of zero rating at the start
or during the period of observation these products have seen a decline in their exports
to South Africa. The source of imports often appears to switch to the rest of the
world. It is clear, therefore that tariffs do not explain this decline and one probably has
to look for supply side considerations. In particular, this may be the case for some of
the minerals and other resource—based commodities. A number of clothing products
can be observed in the table. Here, continued high tariffs may be an explanation for
the decline in SADC exports to South Africa. On the other hand, it may also be that
suppliers are switching to other markets where better market access has become
available over the period of observation such as the USA. One footwear product (row
16) also remains very highly taxed and has seen its exports decline further.

Bl 9.3 Conclusions

n attempt to analyse the link between intra—SADC tariff liberalization and
Aintra—SADC trade flows to South Africa’s tariff liberalization and its imports from
SADC (excluding SACU) was done. By way of background, in 2001 South Africa’s
share in intra—SADC's total imports (excluding imports from SADC by Mozambique,
Lesotho, Angola and the DRC, due to lack of representation in the UNComTrade data
base) is low at just over 4 percent. Our analysis in this report should be considered
as a first attempt, which can at a later stage, with feedback from stakeholders, be
expanded and replicated for other countries if deemed useful and proceeds as follows.
The main observations are as follows:

a. The main imports by South Africa from SADC are minerals and ores, they do not
face a high tariff.

b. Tariffs in processed foods have come down since 2003 and are by now relatively
low and this has resulted in an increase in trade flows towards South Africa,
notably tea and fish. Tariffs in tobacco and sugar remain high but trade flows have
nevertheless increased, although in the case of the former not as much as from the
rest of the world.

c. Tariffs on textiles and clothing have also been reduced but remain at a relatively
high level. South Africa has switched to regional suppliers. This can be seen as
trade diversion. Growth in trade flows has decelerated compared to the period
prior to the inception of the Trade Protocol. In footwear the reduction in tariffs




over the period 2000—-2003 has been less and the current levels are relatively high
while trade flows have declined.

. SADC exports to South Africa in basic metal products report varied growth rates,
in absolute terms as well as relatively to the rest of the world and the past, even
though protection is very low.

. The picture regarding machinery and electrical machinery is also mixed with the
former showing a decline in imports from SADC while tariffs came down.

. There is some evidence of tariff escalation in wood products where tariffs remain
relatively high for furniture, while SADC’s unprocessed and semi processed wood
products have seen tariffs in South Africa reduce and trade flows increase.

. On the whole total South African imports from SADC have increased at a higher
pace compared to imports from the rest of the world and have also recorded an
acceleration compared to the previous 4 years.

. The number of HS2 product groups that recorded a tariff reduction as well as
higher growth in South African imports from SADC compared to imports from the
rest of the world, is relatively low at 34 out of 98. Similarly, the number of product
groups with accelerated growth in imports is now only a quarter (23 out of 98).
Differences are observed when comparing weighted and unweighted tariffs. With
the weighted tariffs, the reduction is much higher, trade flows tend to gravitate
towards the lower tariffs thereby giving them a higher weight. Textiles and clothing
appear to show this most, while the difference between weighted and unweighted
average tariffs is less for footwear, processed foods, base metals, machinery and
transport equipment and notably mineral products. The overall conclusions at our
high level of aggregation does not seem to be impacted by the choice of weighted
or unweighted tariffs. Although the tariff phase down now shows up in a more
dramatic way when using weighted tariffs the patterns remain the same as with
the unweighted average tariffs.

As it is impossible to present results for each individual HS8 tariff line, the report
focused on selected aspects. In one table we report the top 50 products in terms
of value of imports as recorded in 2003. The patterns described above are more or
less confirmed.

. The HS8 level data was sorted according to the highest decline in tariffs over
the period of observation. Here, at the top of the phase down not much can be
inferred in terms of increased trade flows. Most products with the highest phase
down are not traded at all. The products that stand out were already mentioned in
the previous table, including tea, sugar cane and meat. New products appearing



in the picture relate to the motor vehicle complex and processed food of wheat
(bread etc). In both cases there is a positive development with a switch from the
rest of the world to regional suppliers, while tariffs are reduced significantly.

The last section reported on those product groups that have seen their imports
from SADC decline in absolute value. It is sufficient to note at this stage that most
of the products reported in the table face no tariff in South Africa. In spite of zero
rating at the start or during the period of observation these products have seen
a decline in their exports to South Africa. The source of imports often appears to
switch to the rest of the world. It is clear, therefore that tariffs do not explain this
decline and one probably has to look for supply side considerations.




Trade creation and trade diversion

rade economists always argue that the first best scenario for all concerned is

free trade as it benefits both consumers and producers. Barriers to trade protect
inefficient local producers and hence take resources away from firms that should be
exporting. Reducing trade barriers will mean that these inefficient producers will not be
able to compete with imports and thus the resources that they use will be transferred
to other uses, probably to exports. Consumers will gain from the reduction in price as
tariffs are liberalised. Knowing this, one would assume that any move towards free
trade would be welfare—enhancing. Unfortunately, this is not always true. Liberalising
all tariffs would be welfare—enhancing but entering into a free trade agreement (FTA)
with selected partners may actually reduce a country’s welfare.

Trade creation occurs when liberalising tariffs results in imports replacing an
inefficient local industry. This is viewed as positive for the reasons outlined above.
Trade creation will result in more imports taking place. Trade diversion, on the other
hand, does not result in any new trade. Instead, imports from the new FTA partner take
the place of imports from other trade partners. Trade diversion is generally considered
welfare-reducing, although this is debatable. The welfare loss occurs if government
loses tariff revenue. Consumers in the liberalising market will gain due to the lower
price of the good. And, obviously, producers within the FTA will gain at the expense
of outside producers.

The purpose of this section is to provide a first cut welfare analysis using the two
concepts described above. The analysis uses a partial equilibrium framework, which
means that the dynamic effects of trade liberalisation are not taken into account. The
analysis considers the welfare effects in South Africa only, as it is liberalising trade wih
SADC countries faster than rest of the world.

However, when trade is liberalised this way (i.e. preferentially), many markets and
multiple countries are affected, not just one. Thus to analyze the aggregate effects of
such liberalisation, one would need to sum up the effects across markets and across
countries. Such aggregations and second round (dynamic) effects are not considered
here.

El 10.1 Methodology

he methodology employed here is comparatively simple, without onerous data
requirements, and makes possible an evaluation of the possible impacts of changing
tariff levels on trade patterns at a disaggregated commodity level. Following a free
trade arrangement between South Africa and SADC, some of the changes in trade



flows between the two partners and third countries can be distinguished. See Appendix
1 for further details on the trade diversion and trade creation methodology.

Hl 10.2 Data

or South Africa, we make use of Customs and Excise data at the HS2 digit level for

South Africa imports from SADC and from the rest of the world for 2003. Tariff
duties were obtained from the DTI. The methodologies rest on a number of restrictive
assumptions, amongst others, the adoption of perfect substitution between imports
from various sources in the case of trade creation. Gumede (2000) has estimated a
single value of 1.56 for the import price elasticity and Jachia and Teljeur (1998) use
1.50 for the substitution elasticity across all commodities. The same elasticities have
been used in other studies, and therefore used in this case as well. Products with
zero tariffs for both SADC and MFN were excluded from the analysis as there are no
possibilities of welfare gains that would result from tariff adjustments.

Bl 10.3 Trade creation and diversion results

he focus is now turned to the results of the trade creation and trade diversion

models. Products are ranked by the net creation, which is calculated by subtracting
diversion from trade creation. The product groups are ranked from low net trade
creation (high trade diversion) to high net trade creation. There are 99 HS2 commodity
groups of which 17 were excluded as they had zero tariffs for both SADC and MFN.
We report only on the top and bottom 20. The top 20 commaodities have resulted in
high net trade diversion when compared to bottom twenty. The results for the top
and bottom 20 HS2 commodity groups are shown in the next two tables, using a
uniform elasticity.

Table 25 shows the results of net trade creation calculations. Column 2 of the
table shows the estimated trade creation (in Rands); column 3 reflects the estimate
for trade diversion. In column 4 is the value of the net trade creation, while column 5
shows imports from SADC. SADC and MFN (applied) tariffs are indicated in column 6
and column 7, respectively.

Table 25: Top 20 products: Net Trade Creation in South Africa with SADC using

a uniform import price and substitution elasticities of 1.50 and 1.56, respectively
(2003).
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Table 25 shows the top 20 products ranked by net trade creation, from lowest to
highest. Net trade creation is negative for all the products in the table. The following
commodities show high losses in welfare: tobacco, cotton, apparel articles and
vehicles. Trade diversion occurs when one set of (relatively inefficient) producers are
protected from competing against third countries in the South African market. Given
the findings above, it is no surprise that in all these product groups, the SADC tariff
is often much lower than the MFN rate. This implies high MFN tariffs protect SADC
producers at the expenses of South African consumers and thus a welfare loss is the
outcome. Furthermore, South Africa imports 98 percent of the products from the
most expensive source between the two. That situation is made possible by relatively
high tariffs levied on rest of the world imports as a result of SADC integration. The
cost of that unfortunately is borne by the consumer.

Table 26: Bottom 20 products: Net Trade Creation in South Africa with SADC using
uniform import price and substitution elasticities of 1.50 and 1.56, respectively
(2003).
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The bottom 20 products in terms of trade creation are shown in Table 26. These
include mainly pharmaceutical products, tanning, dye and paint products, meat
products and vegetable products. There is no positive net trade creation here either,
however the welfare loss is low compared to the earlier case. The main distinguishing
factor is the differential between SADC and MFN tariffs; it is very small in the latter
table. Since tariffs are determinants of trade creation and trade diversion, therefore
the differential between the two tariffs play an important role. However, the lower
the tariff on SADC imports compared to MFN, the greater the chances that trade
diversion would result.

The total trade creation amounts to approximately R300.0 million and total trade
diversion is about R670 million. Thus, the resulting net trade diversion is over R370
million. As is the case with the calculations for South Africa, SADC FTA trade diversion
appears to be happening in textiles and clothing, tobacco and beverages where the
tariff differential is greater (7% — 15.3%). It may be the case the analysis is sensitive
to our choice of the import price and substitution elasticities. Subject to this caveat
though, it seems that overall the SADC FTA will result in trade diversion, and thus
welfare loss. Therefore, the option of liberalising entirely is more welfare enhancing
than with selected partners.

The net effects of the SADC trade liberalisation on the other countries involved
should be greater than the effects on South Africa because of the much smaller size
of those countries’ economies. The general equilibrium analysis of FTAs is a little more
complicated than that of partial trade liberalization. In the case of an FTA, however,
the reductions in trade barriers increase the competitiveness of imports from the other
parties to the agreement not only relative to domestic production but also relative to
imports from other countries. Consequently, any resulting rise in imports from parties
to the agreement may displace either domestic production or imports from other
countries. The displacement of domestic production is referred to as trade creation
because it results in a net increase in trade. The displacement of (otherwise more
efficient) imports from other countries amounts to trade diversion since it does not
increase trade overall but simply diverts existing trade flows. The latter is the outcome
of South Africa’s trade liberalisation vis—a—vis SADC under the SADC Trade Protocol.




HEl 10.4 Conclusions

he main aim of the section was to determine the level of welfare gain or loss

attributable to deeper SADC trade integration. This was done by using the trade
creation and trade diversion methods. These methods rely on either arbitrarily set
elasticities or those determined outside the dataset. This is an obvious limitation, and
could bias the results.

Net welfare changes are calculated by taking the difference of creation and
diversion. There is no net welfare gain coming from any of HS2 SADC imports.
Products that show high losses in welfare or where trade diversion is greater include
textiles and clothing, mineral products, tobacco, beverages and mineral products. All
these commaodities have SADC tariffs that are significantly lower than South Africa’s
MEN rates. This implies that protection of these products by high MFN tariffs is hurting
South African consumers, and as indicated by net trade diversion.

Product groups that show low or no net welfare losses include mainly mineral
products, base metals, manufactured products, such as motor vehicles parts and
aircrafts. SADC tariffs on these products have very little or no difference with MFN.
Since tariffs are determinants of trade creation and trade diversion, therefore the
differential between the two tariffs play an important role.




Rules of origin considerations

Rules of origin are an essential element of regional trading arrangements. They
aim to prevent trade deflection, i.e., importing from outside the preferential trade
area and re—exporting under preference to another member. That is to ensure that
non—members do not benefit from market access privileges intended only for members.
Rules of origin also have a protective effect, intentionally or unintentionally.

The need for rules of origin is dependant on intra—regional variance and external
tariffs. The greater the variance, the greater will be the need for rules of origin.
Unfortunately, that also goes with the danger of trade deflection if administration of
the rules is weak.

In the SADC Trade Protocol, rules of origin that are in place have been contentious
issues. Resolution of outstanding differences has been incorporated into the midterm
review, which is now underway. More problematic is that for some sectors, rules of
origin are yet to be determined. We are now five years into the implementation period
of the Protocol.

Bl 11.1 SADC rules of origin

The rules of origin in SADC are considered to be relatively complex and prohibitive
(Brenton et al, 2004). Initial rules were considered simple, unrestrictive and
consistent with those of developing countries in a preferential trade agreement.
However, they were considered insufficient to confer origin, and specific rules setting
out minimum levels of economic activity in the region were developed. The current
specific rules stipulate that goods would qualify for SADC tariff preference if they:
e Underwent a single change of tariff heading, or
e Contained a minimum of 35 percent regional added value, or
e Included non—-SADC imported materials worth no more than 60 percent of value
of total inputs used
For agricultural and primary products to be eligible for preferences they need to be
wholly produced or obtained in the region (Brenton, et al). This is a more general
rule and common in many PTA'S in many parts of the world. If this rule is properly
enforced, it can sufficiently prevent trade deflection in agricultural products. As it was
indicated in the earlier sections, most of South Africa’s imports from the region are
made of this category. This is also confirmed by the fact that many SADC economies
are still dependent on agriculture and other primary products.
Some exceptions were considered on some of the initially agreed sector—-and
product specific rules. In most sectors and products agreement was reached. The only




products for which rule has not been agreed are wheat flour (HS 11) and products
of wheat flour (HS 19). The main issue in deciding among them is whether use of
regionally grown wheat should be a condition to qualify for SADC tariff preferences.

Bl 11.2 Rules of origin on selected commodities

he focus now switches to those commodities that dominate SADC exports to

South Africa. These are mainly primary products, as indicated earlier. Rules of
origin require that they need to be wholly produced or obtained in the region. Even
though the rule may appear less complex, there are still contentious issues especially
in areas of wheat, wheat flour and their products where there is still no agreement, as
well as in textiles and garments.

Wheat, wheat flour and their products

Rules of origin have not yet been agreed for wheat and flour or for the products
of wheat and flour. The fault line runs between wheat producing and non-wheat
producing member states. The main differences among the proposed rules for flour
hinge on the amount of local or regional wheat that is required. One proposal is that
70% of wheat used (by weight) be sourced from the region. An opposing proposal
suggest that no reference be made to the source of wheat and just require that the
flour be milled in the region. The latter proposal is a simple form of change in tariff
heading requirement. The main differences in the proposed rules for downstream
flour products also related to the requirement on local wheat content of flour used.

This point is driven by the need to protect the local grain growers against unfair,
subsidized international competition as well as protection for downstream millers.
An interesting fact is that all SADC member states are net wheat importers. Few
members produce significant amount of wheat to justify protection through rules of
origin. Because there was no agreement on wheat flour, it was also not possible to
reach an agreement on products of wheat flour. These products include tapioca, pasta
and biscuits.

Adoption of a simple rule requiring change of tariff heading, e.g. from wheat to
flour, can help verify that flour originates from the region. That is also to say that it
results from economic activity in the region and thus, should qualify for SADC trade
preference. The same rule can be applied for wheat flour products.



Bl 11.3 Rules of origin on selected commodities

he focus now switches to those commodities that dominate SADC exports to

South Africa. These are mainly primary products, as indicated earlier. Rules of
origin require that they need to be wholly produced or obtained in the region. Even
though the rule may appear less complex, there are still contentious issues especially
in areas of wheat, wheat flour and their products where there is still no agreement, as
well as in textiles and garments.

Wheat, wheat flour and their products

ules of origin have not yet been agreed for wheat and flour or for the products
Rof wheat and flour. The main argument are between wheat producing and
non-wheat producing member states. The issue is whether use of locally or regionally
grown wheat should be required for flour to qualify for SADC preferences. This point
is driven by the need to protect the local grain growers against unfair, subsidized
international competition as well as protection for downstream millers.

Interesting fact is that all SADC member states are net wheat importers. Few
members produce significant amount of wheat to justify protection through rules of
origin. Because there was no agreement on wheat flour, it was also not possible to
reach an agreement on products of wheat flour. These products include tapioca, pasta
and biscuits.

Adoption of simple rule requiring change of tariff heading, e.g. from wheat to
flour, can help verify that flour originates from the region. That is also to say that
it results from an economic activity in the region and thus, should qualify for SADC
trade preference. The same rule can be applied for wheat flour products.

Coffee, tea and spices

he member states that are significant producers of these raw materials generally

prefer high external tariffs on these products, and thus seek protective rules of
origin in the form of high regional content requirements. The motivation for protective
rules of origin is to encourage regional economic activity or protection to regional
producers of raw materials or processed products. The restrictive rule of origin increase
demand for the regional agricultural product and encourage downstream processing.
The agreed rules of origin on these products states that:




e For tea, coffee and spices at least 60% by weight of raw materials must be wholly
originating from the region, and

e For curry and mixtures of spices, there must be a change of tariff of tariff heading
and all cloves used in such mixtures must be wholly originating in the region

The problem with these rules is that many relevant spices are not available in the

region (Flatters, 2002). The rules are therefore unlikely to achieve the intended goals.

If any thing, they are likely to have unintended consequences of preventing potential

intra=SADC trade. Furthermore, they will impede and not encourage downward

development of downstream processing activities.

Arbitrary and restrictive rules of origin have a potential to limit flexibility in raw
materials sourcing. This will not only reduce their competitiveness, but will also harm
the regional consumers. Member states that might have comparative advantage in tea,
coffee or spice blending by virtue of local availability of some necessary ingredients
would be deprived of preferential access to SADC markets under the current rules.
The ultimate cost is borne by the regional consumer.

Textiles and garments

here is an argument that one of the objectives of Rules of Origin is to encourage

industrial development leading to a two-stage transformation process which
demands more added values. Negotiations on textiles and garments were prolonged,
and on the insistence by SACU and a directive from the Committee of Ministers
responsible for Trade, Member States agreed on product specific rules of origin on
some goods whilst general rules will apply to others.

However, the most important in the context of the negotiations on Rules of Origin
were textiles and clothing products of HS 50 to HS 63 which were of great interest to
the less developed Member States i.e., Malawi, Mozambique, Tanzania and Zambia
(MMTZ countries). The agreed general rule is the two-stage transformation or double
tariff change. Member States finally agreed that the two-tariff change rule should
only apply to Mauritius, SACU and Zimbabwe since they are more developed in this
area or have the capacity to achieve this.

MMTZ countries were granted the one—stage tariff change for a period of five years
subject to quotas for their exports into SACU. A Textile and Clothing subcommittee is
monitoring this agreement on textiles and clothing.

Textiles and garments are of particular interest in SADC due to the fact that it is
one of the manufacturing sectors in which there is significant production in a number



of countries. Differences in labour intensity at various stages of textile and garment
value chain mean that there are potential complementarities among member states
which might enhance regional competitiveness in the world. Opportunities opened by
Africa Growth Opportunities Act (AGOA) make it crucial in remedying both domestic
and regional policy weaknesses and enhance international competitiveness.

The movement of SADC free trade in textiles and garments is slow. Most non-SACU
member states have postponed significant trade reductions until very late in the
transition process. Even SACU has postponed full liberalization in the case of clothing.
With exception of yarn, the rules require double transformation in order to qualify for
preferences. Garments must be produced from regionally produced textiles; fabric
must be made from regionally produced yarn; yarn must be made from uncarded,
uncombed fibre or from chemical products.

The special agreement relating to trade in clothing and textiles is based on a
two-stage substantial transformation rule of origin. MMTZ countries are allowed
access to the SACU market under a one-stage transformation rule subject to quotas.
These quotas are based on current production capacity. This dispensation has been
put in place for a period of five years during which the MMTZ countries are expected
to graduate to the two-stage transformation rule of origin where there are no limits
on market access. The dispensation period has ended in 2005; therefore the double
transformation rule will apply to MMTZ countries as from 2006.

Nevertheless, rules of origin are deemed to be too restrictive compared to AGOA,
and are nevertheless very difficult to satisfy for most regional garment producers. The
rules are inward looking and were set primarily in the interest of domestic textiles and
garment industries. The rationale for this rule was to use the SADC Trade Protocol to
encourage the development of regional input supplying industries.

Restrictive rules of origin are not only a barrier to international competitiveness
but also costly in terms of ensuring conformity. Traders will have to incur costs of
complying with the certification requirements, which are often complex in the case of
restrictive rules of origin. Customs authorities will have to satisfy themselves as to proof
of origin of goods often requiring costly administrative systems. The value—added
criterion can be difficult and costly to prove and the availability of alternative ways to
prove origin may be a better option. The situation is likely to be worse in the case of
membership to multiple and varied trade agreements, especially when such rules are
not harmonized as with the case of many SADC Member States.

Strict rules of origin and the backloading of tariff reduction schedules for textiles
and garments will prevent SADC from taking full advantage of AGOA and international




markets in general. To take advantage of international export opportunities, producers
would benefit from flexibility in sourcing raw materials and intermediate inputs.
Any constraints on these choices increase costs and hence reduce international
competitiveness. SADC’s double transformation rule is seen as a deterrent to regional
integration.

Bl 11.4 Conclusions

he Trade Protocol is burdened with restrictive rules of origin that are contrary to the

long term development interest. These may undermine the protocol as the vehicle
for promoting development in the region. The rules seem to offset gains offered by
declining tariff barriers, and are bound to increase cost, reduce flexibility of producers,
and make international competitiveness hard to achieve. Furthermore, the rules may
provide a possible explanation for a lack of response towards tariff reduction.




Conclusion and Implications For Regional
Development

he purpose of the report was to gain an understanding of the implications of

South Africa’s global trade strategy for the regional integration process envisaged
under the RISDP. South Africa dominates economically, making it indispensable for
any economic integration process.

The comparative structure of the South African economy relative to the region
is characterized as north—south. Given the nature of Africa’s developmental needs,
South Africa’s role in the region is therefore crucial, and commercial relationships
between South Africa and regional economies should, on balance, deliver mutually
beneficial outcomes. South Africa’s expansion through FDI is particularly important,
as it has tended to be more diverse in both type and activity than the traditional
resource—seeking investment, whose developmental impact is likely to be more
constrained.

However, owing to the small size of recipient markets foreign investment can result
in the establishment of strongly dominant firms in key sectors in SADC countries.
Where this occurs, and in the absence of appropriate competition and regulatory
policy frameworks (which is currently the case in most countries), the positives
associated with the creation of new or more efficient economic activities may be
offset by efficiency or welfare losses owing to quasi— or complete monopoly effects.
South Africa’s role in the region could thus be expanded by helping other countries
strengthen their regulatory frameworks, which would presumably aid them in more
effectively regulating all MNCs, bot just those from South Africa..

It was argued that South Africa’s role in regional trade is mainly positive, but that
there is substantial scope for improving South Africa’s policy—stance vis—a-vis regional
trade partners. Since the SADC Trade Protocol’s implementation, South Africa has
increased its regional sourcing. Furthermore, growth of SADC imports has outpaced
imports from rest of the world. Such improvements in intra—SADC trade contribute
significantly towards attaining some of the RISDP goals.

On the downside, the current account deficits that SADC members have with
South Africa indicate that more still needs to be done to balance trade. These deficits
need to be monitored from the standpoint that they may increase country risk. Yet it
is questionable whether South Africa’s policies are to blame for this state of affairs;
rather it reflects a structural economic relationship that will most likely change slowly.
It is also important to reiterate that it is the overall balance of trade that matters, not
bilateral imbalances; and that the source of the deficit is of primary consideration in
considering its likely economic impact. In the case of South Africa’s exports to SADC




member—states a wide range of essential goods are imported. Nonetheless, South
Africa could open up more effectively to SADC member—states under the SADC
Trade Protocol. An initiative similar to the EU’s Everything but Arms is arguably both
an appropriate and possible approach for South Africa to adopt. Equally important,
however, is the need for SADC members to raise domestic savings and investment.

South Africa’s extra—regional trade presents both threats and opportunities for
member states. Threats arise in the form of successful FTA negotiations with some of
the non SADC partners. Most of the threats are associated with the big labour—intensive
developing countries as they export a similar range of products to South Africa as
SADC member states do. However, our aggregate analysis did not reveal which of
the products concerned are directly competitive or whether intra—industry trade is
occurring. And these threats can be turned into opportunities if producers in member
states view them as an opportunity to become more competitive by sourcing more
efficiently.

Direct opportunities come from developed countries with a range of products that
member states hardly produce. They therefore provide a different mix of products
which are complements to those produced regionally. These products are mostly
advanced manufactures from countries such as the US and EFTA. Such opportunities
need to be embraced and should be used to advance the region’s production and
manufacturing capacity.

China is unique as it falls between the two set of partners. It provides opportunities
with a certain range of products, and threatens the region with another. The inflow
of textiles, clothing and footwear imports are a major concern to regional sectors. At
the same time its exports of electronics, machinery and other manufactures are not
replicated in the region. Therefore, the approach towards China should be strategic,
cautious and balanced.

Intra=SADC imports have not clearly responded to the tariff liberalisation under the
Trade Protocol. It seems tariff reductions alone are insufficient to enhance intra—SADC
trade. Other policy—induced trade barriers exist, notably restrictive rules of origin. This
defeats the objective of tariff reductions. In some products there is no agreement
on rules, and therefore no preferences are offered. That enables member states to
maintain high tariffs on SADC imports. SADC trade could also be constrained by
non tariff barriers ranging from health issues to weak customs administrations. Even
though Article 6 of the Trade Protocol provides for the elimination of all existing
non-tariff barriers, progress on these commitments is glacial.

Supply side issues are also a possible explanation for the low inflow of SADC



imports into South Africa. Business infrastructure is limited, and where it exists, it
is often poorly maintained and inefficient. Therefore, first steps towards developing
regional industry should be to address infrastructure bottlenecks. This should be
complemented with a concerted effort to open regional services trade, especially
in core infrastructure services (finance; telecommunications; energy; transport). As
indicated earlier, South Africa’s continued FDI on the continent can assist in areas
such transport, telecommunications, finance, energy, skills development and other
services. However, for that to make a difference, it needs to be expanded and also be
aligned to both the regional agenda and domestic conditions of the recipient member
state.

The fact that almost all SADC members specialize in primary products and a limited
range of basic manufactures is inimical to meaningful regional trade expansion and
economic integration. Overlapping memberships is another complex challenge. Finally,
the evolving external trade agenda of the region’s biggest economy is continually
opening and closing opportunities for SADC producers in the South African market. As
such, it must be recognised that ambitious integration schemes such as that envisaged
under the RISDP will necessarily take a very long time. In the meantime, smaller, more
manageable arrangements such as the SACU may bear more fruit. If so, however,
they may also detract from the legitimate need to focus on broader regional goals. So
while they should therefore be encouraged and supported, their development should
be managed with a view to complementing rather than undermining broader SADC
processes.
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Appendix: Trade Creation and Trade
Diversion Methodology

he methodology employed here is comparatively simple, without onerous data

requirements, which can be used to evaluate the impact of changing tariff levels
on trade patterns at a disaggregated commodity level. Following a hypothetical
free trade arrangement between South Africa and SADC, the following changes in
trade flows between the two countries and third countries can amongst others be
distinguished:

e Trade creation (TC), which measures the increase in imports from SADC due to
a decrease in the relative price of these imports vis—a—vis domestically produced
goods, resulting in a net increase in South Africa’s total imports and a net decrease
in South Africa’s domestic production; and

e Trade diversion (TD), which measures the increase in South Africa imports from
SADC due to a decrease in the relative price of these imports vis—a-vis imports
from other countries resulting in a different geographical composition of imports,
whereby imports from SADC increase at the expense of imports from other sources,
with no change in total South African imports.

Trade creation is considered to be welfare enhancing since relatively high—costs

domestic production is replaced with lower—cost imports from SADC. Nevertheless

South Africa has to face the decline of local, albeit less efficient, production. Trade

diversion is considered to be welfare lowering in that South Africa switches its source

of imports from a more efficiently producing country to a less efficiently producing
country, leading to a less efficient allocation of resources, although the total import
bill remains unchanged.

Bl A 2.1 Trade Creation

Trade creation follows directly from the formulation of the import price elasticity:
AM; /M-
J J
A2.1 Emy - — s
#a1e AR

in which Em, is the percentage change in the demand for imports of good j (AMj /
Mj) when the price of the imports (Pj) on the domestic market increases by 1% (AP
/ Pj), Mj is the current value of imports of good j and AMj its change, i.e., the trade
creation. Equation (A2.1a) can be rewritten as:




(A2.1b) TC, =AM, =Em, * M, *

AR

e
If T, and T, , are the tariff of good j before and after the free trade agreement comes
in effect respectively we can define the relative price increase as:

AP 4Ty 4T, )
w319 AT

If we assume that T”:O, i.e., the new tariff under the free trade area is set to zero,
then, egn (2.1¢) changes into:

T..
(A2.1d) TG =Em Mty
,J

A number of issues remain unresolved in this formulation. Firstly, are products from
SADC and the rest of the world perfect substitutes? If so, one is assuming that elasticity
of import demands are equivalent. Secondly, the problem is that if this is the case then
we would see zero imports from SADC initially as all imports of the product would be
sourced from the cheapest country somewhere else in the rest of the world.

Bl A 2.2 Trade Diversion

Continuing with trade diversion, this is a more complicated matter in that it involves
the imports from sources other than SADC. As a starting point, it is useful to first
consider the change in price of imports from SADC relative to that of other sources.
This relative price change follows a preferential liberalisation (such as a South Africa
— SADC Free Trade Area), which brings the tariffs on imports from SADC down to
zero whilst retaining an unchanged positive tariff on imports from other sources. The
relative price change between imports from SADC and other sources can be written
as follows:

PJSADC (1 N T1 :9;1Dc )
P Wi
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This formulation can be simplified by assuming no change in the tariffs applicable to



imports from other sources, i.e.:
(A2.2b) TR T oW

Moreover, as before we assume full liberalisation in which the tariff after the free
trade arrangement is set to zero,

(AZ 2¢ )Tlndla =O

Substituting eqn (2.2b) and (2.2¢) into egn (2.2a) yields:
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Trade diversion follows from the formulation of the elasticity of substitution. The
elasticity of substitution tells us how import demand will shift from the rest of the world
(RoW) to SADC as the price of SADC imports changes relative to RoW imports.

MSADC MA?ADC
=/
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For example if Es; = -3, then a 1 % fall in the relative price of SADCn imports would
resultin a 3 % increase in the relative demand for SADCn imports. We generally ignore
the negative sign of Es., i,e redefine elasticity to be —Es. For purposes of calculating
trade diversion we want to find AI\/IJ.SADC. Similar to the trade creation formulation, we
can rewrite the elasticity of substitution as follows

RoW RoW
T P
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Applying the quotient rule of differentiation to the left hand side of (A2.2f) we can
proceed with:
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If net trade is assumed not to be effected, i.e.:
(AZZh) AM}S'ADC — _AMfoW

substituting egn (A2.2h) and (A2.2g) into (A2.2f) results in:
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Finally, given our formulation of relative price changes in (A2.2d) we can rewrite
(A2.2i) as follows:
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Note that the UNCTAD formulation, reported by Jachia and Teljeur (1998) adds an
additional term to the denominator that is equal to:

SADC

While Tsikata (1999: 42) employs the following formulation to calculate trade
diversion

(A2.3) 1D, =TC * Es

Clearly, with an elasticity of substitution of unity, the amount of trade diversion is
equal to trade creation. In order to evaluate the impact of the FTA, it is useful to
analyse the import and export sides separately. The formulation for the export side
is analogue to eqns (2.1) and (2.2) above except that the symbol M refers to SADC
imports and the superscript SADC changes to South Africa indicating South African
exports to SADC.
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