Presentation on the SACU-EFTA FTA to the Portfolio Committee on Trade and Industry (03.11.06)

Historical perspective

· The TDCA
 with the EU received the unanimous support of all the parties in Parliament in November 1999. It was the first free trade area entered into by SA post 1994 and is governing our trade relations with the largest economic bloc in the world.   
· When 10 new member states joined the EU in 2004, it was the first time that the TDCA had to be amended and extended. The EU is scheduled to enlarge again in 2007, when Bulgaria and Romania are to join the ranks of the existing 25 members.
· The only countries in Western Europe that are not part of the EU are Iceland, Norway, Switzerland and Liechtenstein. They are parties to the European Free Trade Association (EFTA) that offers a lesser form of economic integration than the EU.   They are nevertheless deeply integrated with the EU through the European Economic Area (EEA) and a host of bilateral agreements. 
Political economy

· From EFTA’s side, in terms of their bilateral relations with the rest of the world, they try and trail EU trade policy. Driven by a desire to avoid discrimination of EFTA traders in relation to their EU competitors, they approached SA soon after the entry into force of the TDCA.   
· From SAs side, it also sensed the need to harmonise its relations, on the back of the TDCA, with the whole of Western and Central Europe. This is happening almost in an organic way, via the enlargement programme of the EU. With regard to EFTA, since the members have thus far rejected EU membership, we could not simply piggy-back on the TDCA.  The FTA with EFTA is nevertheless closely mirrored on the TDCA. At the same time it represents an agreement that accommodates more recent thinking and thus an improvement on the TDCA. This would inform the review of the TDCA that is to start most probably at the beginning of 2007
. 
· Whilst the TDCA is between SA and the EU, the FTA with EFTA is between SACU and EFTA. It is therefore a building block in one of SA’s trade policy objectives, i.e. to have one single trading regime between Southern Africa and most of Europe. This will lead to a much simpler cross border value chain in Southern Africa and thus promote regional integration and development in the sub-continent.
· The agreement with EFTA is the first FTA negotiated by SACU under the common negotiating mechanism as provided for in Article 31 of the new SACU Agreement. It therefore assisted us in building common policies on a whole range of trade policy issues.
· The industrial policy considerations that guided negotiations with the EU in concluding the SA-EU Trade and Development Cooperation Agreement (TDCA) also guided the SACU-EFTA negotiations. These envisaged, inter alia, to: a) remove any form of discriminatory treatment which still may apply to SA exports in those markets compared to those of other countries; b) change the underlying relationship by moving it to levels of higher value added production in SA; c) enhance SA’s ability to market itself as an investment destination to, for example, the Swiss financial centre; and d) foster the emergence of more equitable relations between developed and developing countries.
Economic rationale
· Although access to EFTA’s industrial markets is largely open to SACU both under low, most favoured nation (MFN) tariffs and the Generalised System of Preferences (GSP), the contractual FTA relationship provides full and legally bound access. Such certainty is a distinct improvement over MFN rates as well as the unilateral preferences of the GSP that is subject to the discretion of the benefactor. A recent negative case in point is the EU, which graduated SA out of its GSP for auto’s, to the detriment of our exporters.
· In terms of trade flows, apart from Switzerland, which was 10th on the SA list of biggest export destinations in 2005, trade with EFTA in general is limited. However, these are small but wealthy markets that offer potential new market access for especially our textile and clothing sector.
Scope and content of the agreement

· The main agreement covers trade in fish and marine products, processed agricultural products and industrial products. Trade concessions in basic agricultural products are captured in separate bilateral agricultural agreements between SACU and Norway, Iceland and Switzerland/Liechtenstein respectively. These agreements form part of the instruments establishing the free trade area between EFTA and SACU.

· EFTA offered SACU full duty and quota free access for all industrial products
at entry into force of the agreement on 1 January 2007. This is better than that offered by the EU, and also involves rules of origin that are equivalent or better than those contained in the TDCA. The latter is particularly relevant to clothing exporters. On processed agricultural products, EFTA has offered SACU the same treatment it accords the EU. 

· EFTA and SACU exchanged limited concessions in basic agricultural products. A key issue was how to deal with EFTA agricultural exports that benefit from subsidies (export subsidies/ refund, amber and blue box). SACU decided to exclude from a final agreement any product that benefited from such support to ensure no negative competitive effect in the SACU market.

· SACU offered EFTA what it had already offered the EU under the TDCA in agricultural and industrial products with some marginal adjustments taking into account, inter alia, the sensitivities of Botswana, Lesotho, Namibia and Swaziland. In opening our markets to EFTA along these lines, SACU is able to mitigate costs of trade diversion in the TDCA. Further, consultations with industry indicated that the FTA with EFTA, with some adjustments, would pose few competitive pressures to the domestic industry. 

· Although EFTA had ambitions to include binding commitments with regard to new generation issues (services, government procurement, intellectual property, investment, competition) the final agreement only covers commitments in trade in goods.

Administrative perspective

· On customs administration, SA has one set of rules with the EU and another with EFTA countries. As EFTA is closely integrated into the EU through the EEA and other sectoral agreements, differences in customs administration unnecessarily complicate matters for economic operators in trade with Western Europe. The SACU-EFTA agreement goes a long way in removing this dichotomy.

State of play

· The parties are all committed towards ratifying and promulgating the agreement before the end of November. If this could be achieved, the agreement would be able to enter into force before on the first of January 2007. The agreement will thereafter be phased-in over a period of up to 8 years. Once it is fully implemented, substantially all trade between the Parties will be duty free.

	


� Agreement on Trade, Development and Cooperation between the European Community and its member states, of the one part, and the Republic of South Africa, of the other part, signed on 11 October 1999.


�. This is subject to the (being awaited) EU response to the SADC framework proposal for a single trading regime between the EU and Southern Africa (comprising SACU and SADC).





� For the purpose of this agreement, industrial products are defined as all products falling outside HS Chapters 1, 2, 4 – 24.
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