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ABSTRACT

The European Green Deal (EGD) looks to set to accelerate the already rapid

pace of change in the European economy. South African exporters to the

European UnionEU will need to adapt tathis change, to assure their long

term competitiveness in a changimgarket. This study provides an initial look

at the EGD and its potential implications for South African trade with the EU.

The particular proposed headline initiative of the EGD in the form of a Carbon

Border Adjustment Mechanism (CBAM) is unpackeste Pecificallyin this

study, while an analysis of potential opportunities to expand trade with the EU
F3a20AF0SR ONRBIFRSNI GSY@ANRYYSyY.(Ff 3I22Raé¢ |
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EXECUTIVE SUMMARY
What is the European Green Deal?

The European Green D&IGD)s a is a set of policy initiatives by the European CommigEiGh

with the overarching aim of making Europe climate neutral by 2050. These policy initiatives aim
to make all sectors of the dzZNR LJS | y EU eyokany fidth coatribute to the EU reaching its
climate targets by 2030 in a fair, cesffective and competitive way. The EGD proposes several
action plans and initiatives in priority areas, which include energy, land, biodiversity, clean air,
sustainatte foodsandbuildings among others.

Why the EGD?

¢tKS 9D5 A& ONRGAOKE (G2 (GKS 9! Qa 3INBSYy F3ISYRI =
global leader in mitigating climate change. It is envisaged that the EU policies on climate change
and the envisaged new climate law will be the framework for other countries to emulate and
follow beyond their Nationally Determined Contributions (NDCs) in line with the Paris Agreement.

In 2020, countries updated their NDCs and the COP26 climate confereimamber 2021, will

provide an opportunity to assess the aggregated effect of these updates. It will also provide an
opportunity to assess how countries view the EGD.

How will the EGD worland what is the Carbon Boarder Adjustment Mechanism (CBAM)

The Carbon Boarder Adjustmeliechanism(CBAM)s one of the headline initiatisunder the

EGD. The CBAM aims to mitigate carbon leakage, Wwhéte producers are at risk of losing
market share to producers with less strict carbon regulations. The CB#Mnirror the EU
Emissions Trading SystdaTSpy applying an equivalent regime on imports. It will come into
effect in January 2023 and will initially apply to direct emissions from the iron and steel, cement,
fertiliser, aluminium and electricity genation sectors. The CBAM will have a transitional period,
between 2023 and 202@luring whichthe burden on importers will be administrative rather than
financial. Once the transitional period is ovenporters will have to purchase CBAM certificates.
Onecertificate represents a tonne of carbon dioxide emissions embedded in goods. The price of
the certificates will be linked to the average price of carbon permits under the EU ETS. Once the
CBAM becomes operational in 2026e EUETS will be revised, in piaular the reduction of
available free allowances in sectors covered by the CBAM. Although the Euiegréament has
adopted the resolution in support of the CBAM, it still requires the approval of the European
Parliament and the European Council befitrcomes into effect.

Why is the EGD important?

¢KS 9D5 YR AGa ALISOATAO LREtAOASASY NBAdzZ | GA2Yy .
relationship with thirdcountry partners. Thedtithern African DevelopmentGCommunity (SADC)

EPA groujs no exception and impact will vary according to country and specific prodliesEU
SADEEUEPA is an important agreement that determines how the EU and SADC EPA countries
(Botswana, Lesotho, Mozambique, Namibia, South Africa Esuehtini) trade. Given that South

Africa is the largest trading partner with the EU, it will therefore be affected the most if there are

any changes to the trading requirements or regulations. Agricultural prodousor vehicles

critical resource material inpuggarbon intense primary resourcasd packagingamong others
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will be impacted. The impact can either be positive or negativeitastherefore crucial for South
Africa andthe other SADC EPA countries to be prepared.

As part of the Farrto-Fork(FtH Strategy the EU aims to become a leader in setting sustainable
global food standards. Compliance with these standards as a condition for accessing the European
market could constitute additional netariff barriers for African agriculture exports to th&JE

The EGD aims to scale commercial applications of breakthrough green technology innovations and
create corresponding markets to secure advantage over competitors in titedJSates and

China. African countries will struggle to adopt these emergingrgreehnologies, some of which

are still costly. However, competition between producers, especially the EU and China, could lead
to early price decreases and could enable African countries proactively negotiate skills, knowledge
and technology transfeandthe localsation of jobs around these new technologies.

The Circular Economy Action PlaBEAPaims to reduce material throughput by reusing and
recycling materials. For some sectors in African countries, this could present new economic
opportunities Re-localsing part of the circular economy value chain to African producers could
strengthen manudcturing, allowing African businesses to engage in high&re activities. It is
AYLRNIFYyG G2 FEA3Yy GKS 9! Qa OANDdzZ I NJ SO2y2vYe
African Circular Economy Alliance founded by Nigeria, Rwanda, and South@\fri®® dzNB LIS Q& L
to use decarbonized gas as a transition fuel present some opportunities for African gas producers
such as Mozambique. This forms part of the industrial development and transformation agenda

for South Africa and other countries in southeAfrica which are exporting to the EU under the
SADEEUEconomic Partnership Agreement (SABIEPA).

What are the potential risks for South African exporters anmbre specifically small enterprises?

While the CBAM does not appear to pose serious starh risks to small enterprises, the broader

shift in market regulation and consumer expectations will inclumdere challengingchanges.
Engaging with these risks is complicated by the scale and diversitg ofianges expecteavith

the broad scope of the EGD meaning each individual sector may face dozens of changes of varying
degrees of impact over an uncertain timelinBa manage this complexity, a risk evaluation is
conducted on three core types of challenges, namely marksksyi supply chain risks, and
technology risks.

Market risks include a shifting regulatory environment and changing consumer preferences.
Tightening control standards for chemicals and pesticides will require investments by chemicals
and agricultural expodrs, while weak domestic organic certification structures may limit market
opportunities among more environmentally conscious consumers. Heavy industry will be
impacted by changing endse demand conditions for a range of mined goods, while restrictions
on the export of metal scrap may worsen pegisting shortages for steel producers. Both the
leather and wine industry may be impacted by carbotensive aspects of their supply chain, with
pressureon the wine industry concentrated on efforts to increaseutk shipments, eroding
earnings for small producer$he automotive value chain remains at higbk until a clear pathway

is mapped out to transition to the manufacture of electric vehidE¥s) with mid-sized auto
component suppliers particularly atsK.
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Supply chain riskencludes impacts on competitiveness srhall and mediunsized enterprises
(SMB). Green Businesses in South Africa will need to implement risk mitigation strategies to plan
for net-zero supply chain impact8Vhile smaller firms mawot be directly impacted by some of

the largest policy interventions, such as the CBAM, the larger domestic firms that they supply may
be more seriously impacted. While the scale of this impact varies, smaller firms will need to adapt
to more onerous envanmental monitoring requirements from client firms, and those supplying
vulnerable sectors (such as petrochemicals or iron and steel) will need to plan for potential
changes to the operations of these crucial clients.

Technologyrisksincludeinstances of incompatibility between the green approaches adopted in
the EU and South Africa, and more fundamental shifts in the structuceméin value chains.
Lagging investments in green production techniques may pose risks for sectors such asdsteel
glass, with the latter also impacting beverage export@itse lack of control and classifications
systems for biowaste may impact upstream supplist&h asagriculture and downstream
adopters in the chemicals sector, while the pulp and paper sector need to adapt to the
changing expectations of pulp mills acting as mutiput biorefineries. Electrotechnical firms will
continue to be constrained by the stasid { 2 dzi K ! FNAOI Qa NByYySslo6fS
programme, while producers of traditionalimmotive components may face a secular decline in
supply opportunities as the value chain contracts around primary production of electronics at the
original equipment manufacturef®©EMS3.

What can be done to mitigate these risks?

While these risks areatable, they are mostly manageablerovided adequate support is offered

to assist exporters in adapting to the new reality of trade under the EGD. A range of possible
interventions are mapped out for thse core risk categories. For market risks, this includes eross
cutting support to Transition Champions in export councils, and focused support to firms in the
auto components, agricultural, wine and leather sectors. For supply chain asssssment is
required to mitigate potential negative impacts on South Af@cgreen export trade to the EU.

For technology risks, crossitting support is possible through an observatory of transition
technologies, and concentrated support centred on building standard$ eategorisation
practises for bioprocessing.

Are opportunities under the EGD for more or new exports to the EU

While, rightfully so, the initial perception is that the EGD and CBAM may pose constraints and
potential threats to exports from South Africa the EU market, this analysis also points to the

fact that theseunderlying shifts also opens opportunities foroducts associated with the so

called OECD Combined List of Environmental Goods (CLgSE specific products can be
RSAONAOSR a SYy@aANRYyYSydGlf 3I22Ra GKFG NS dza$s
environmentaldamage to water, air and soil, as well as problems related to waste, noise and eco
systems, [including] cleaner@®Ky 2 f 2 3AS&4 X GKI G NBRdAzOS SYGANRYY
' YR NFB a 2(0BCD/Suradal 899).The classification was extended (referred to as GEEG

for purposes of this analysis to cover broader environmental as well as renewable energy
products



The analysis distinguishes betweshorter-term exportready products, mediuaterm export
development and longefterm export investment types of products.

BEvaluated from the perspective of export maturjiy the short term there are 20 products that
can be viewed as export readgnd some of these products are already exported to some of the
EU markets. Hence such opportunities could potelytibé unlocked in the shorteterm with
focused interventions. dte, however, that one of these (significant) opportunities related to
automotive catalytic converters (Air pollution control CHE®Qroup) and other parts and
accessories (Noise and vibration abatement CEE@up)With these types of productsnarket
supply decisions are typically made by large multinationals. South Africahmaegfore not have

as much potential as associated withis particular product group-or the mediurderm group

24 products exhibit potential, but may require some interventtorexpand into the EU market,
while many more products (95) exhibit potential and are linked to some degree with the 20
products associated with the sheérm realistic opportunities.

Thisstudydemonstrates theexistence osignificant potential into EU markets for these products,
andthat the basket of potential products could also logically be expanded to supply an even more
diverse set of products into the EU matk

How can these opportunities besalised?

Parallel proessing:The challenge is that the specific combinations (of individual products and
markets) exhibit their own nuances and each combination needs to be analysed in more detail
before a decision can be taken about which of these are worth prioritisingiftrer analysis and

potential policy, industry and compa#dgvel engagementsThrough leveraging shorterm
opportunities while building longerm visionin parallel, South African exports to the EU can be
expanded{ 2 YS YI 22NJ 2LILI2 NI dzyAGASE F2NJ aSEA&alGAYIE L
South Africa. Focus should be placed on further understanding these opportunities and developing

a strategy or realising the most feasible. In the current constrained (from a resources perspective)
environment it is increasingly important to focus and allocate resources to those opportunities

with the most potential return on investment.

Adequate resourcingand focused applicationof trade and investment promotion agencies

The degree of success in realising these opportunities will depend on relevant and focused export
promotion and marketing, as well as realistic timelines. To this effect it should also &e thatt

the adequate resourcing of trade and investment promotion agencies is key.

Unblocking critical infrastructure and logistics constrainferadeenabling infrastructure is key to
realising expoded growth for an economyBottlenecks and constraintaust be identified, and
action plans developed to remove such constraints

Longerterm strategic considerationsg investment and capacity buildingThe longeiterm
opportunities require parallel focus but will require local private sector or foreign invest

In the longer term, a human capital development strategy that is aligned with the prioritised key
sectors will be critical, as new developments require new and different skill sets.
Mechanisms that may potentially contribute to focused and relévskills development could

include, for example, an alternative approach to the application of the Skills Development Levy
0{5[0 b o0& RS@St2LIAY3I | YR I LI} eokeyitad séctor RINBE T S NE
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SELRNISNB LINRININKYDY AWEAYERYISH 2FF &KS. wyS$6Q dzyd:
Gonclusionand policy recommendations

The EGD looks to set to accelerate the already rapid pace of change in the European economy.
However, the EGD is still very much a wiodprogress. South African exporters to the European
Union (EU) will need to adapt to this change, to assure their-lemg competitiveness in a
changing market. It is therefore important to monitor the policy and legislative processes in the
EU carefully to assess the potential impact and implications for production and trade. Access to
information is particularly impdant for SMEs, as the impact on them may well be through their
participation in values that are driven by larger firms.

The EUSADC EPA governs trade between the EU, and South Africa and the other SADC EPA
countries. The Agreement recognises the right mtrdduce domestic regulations to protect
human, plant and animal health and the environment, and includes standards applicable to food
trade (sanitary and phytosanitary measures) and matters such as packaging and labelling
(technical barriers to trade).

This Agreement is due for review at the end of 2021. This provides an opportunity for South Africa
and the other SADC EPA countries to raise matters pertaining to the EGD and its impact on their
agricultural and industrial development plans and exports ® HU. The SADC EPA also provides
for development assistance. The review is an opportunity to discuss the possibility of support for
green transition and transformation of production processes, linking this support to their
productive capacity developmemstrategies. The constructive link between trade and industrial
development is key to green transition and sustainable development.

Xi



INTRODUCTION

The European Green Deal is a set of policy initiatives by the European Commission with the
overarching aim of making Europe climate neutrgP050, resulting in Europe becoming the first
cimatey Sdzi NI f O2y GAySyid Ay GKS g2NIR® ¢KSasS LRfA
economy fit to contribute to the EU reaching dismate targets by 2030 in a fair, cesffective

and competitive way. All 27 EU Member States pledged to reduce emissions by at least 55% by
2030, compared to 1990 levels.

Why does this matter? Countries are linked through international trade and theofelass in
O2YLISGAGAGSYySaa YR WOFND2y tSFE1F3SQ IyR NBadz
partners, and ultimately individual business (whether directly or indirectly). While the activity of

trade itself is a source of greenhouse ¢@slG)emissiongrelated to e.g. shipping, aviation and

land transport), trade is also a mechanism for diffusion of technologies and products that can

assist withareduction in GHGs.

As with any substantial change in productive technologies and technidb@sth African
exporters will need to adapt the change requirementsopkeratingin a European economy
transformed by the EGIOOhe scale and pace of this change creates risks for existing exporters
and small firms in particulags theywill have to investo meet the challenge afew compliance
processes, changing production processes, evalvingconsumer preferencesSouth African
policymakerswill need to assure that suitable measures are incpléo assist firms that might
otherwise struggle to complete this transition

Both the European transition towards a green growth path and the transition of South African
exporters to sustainable trading practices will create opportunities for producers of
environmental goodsManaging risk$or traditional exportersherefore needs to be balanced
F3FAyad GKS L2t AOE AYLISNI GAGS 2F ydzaNIdzZNAyYy 3 {2
to help unlock the growth opportunities athe globalrevolution insustainableproduction, as

typified by the EGD.

This reportaims to serve as an initial look at the evolving policy space of the European Green

Deal and its implications for South African trade with the EU. It proceddseiparts. Section 1
FylFrfteasSa ¢gKFEG (GKS 9D5 A& | yRinKiade addidusiial G & | f 2
policy. Section 2 analyses the headline initiative of the EGD, the Carbon Border Adjustment
Mechanism(CBAM) and its impact on South African exporters. Sectiolodks beyond the

CBAM, at the risks inherent thangingregulations, technologies and supply chain dynamics.
Sections 4 and &ssess the potential for the export of environmental goods to theiklthe

context of an expected boom in imports as a restithe EGD.
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TRADE POLICY IMPLICATIONS

Making the European Green Deakaality
Objectives

LY 5SOSYOSNI HuAamMpE HT YSYOSNER 2F (G4KS 9! | INBSR
attempt to date to counter climate change and environmental degradation. The deal is not a
piece of legislation but a set of agreed objectivi@gure lis asummary of what the EGD entails.

Figurel: Summary of the objectives of the European Green Deal
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Toachieve its objectives, the EC has proposed several action plans and initiatives in priority areas,
which include energy, land, biodiversity, clean air, sustainable fandbuildings among others.
Legalbasis

The goal of achieving climate neutralityisi G KS O2NB 2F O kKEewth®ea Of AY
objectives of the Paris Agreement. Article 191 of the Treaty on the Functioning of the European
Union (TFEU) establishes climate action as one of the objectives of EU environment policy.



Articlel1l TFEU requires the integration of environmental protection requirements into the
definition and implementation of th&JQ policies and activities.

It is important to note that the EU regulatory framework for targets up to 2030 were set during
the eighth parliamentary term. As part of the EGD, many elements of the framework are
scheduled for revision. A new European climate law has been propabéch sets the objective

for the EU to become climateeutral by 2050 and establishes a framework fohiaging that

objectiveTable 1 dzY Y NA aSa GKS 9! Q& OdNNByid SySNBe | yR

Tablel: Summary of EU energy and climate targets and related legislation

GHGEMISSION

ENERGY

RENEWABLE

||-|_J REDUCTION EFFICIENCY ENERGY
% Emission reduction | Reduction of Share of
= ﬂ compared to 1990 | energy renewablesn
S 0 level consumption energy
§ 2:: relative to consumption
8 [ projections
w 2020 Targets -20% -20% 20%
5 2030 Targets -40%/ atleast-55% -32.5% / to be 32%l/ to be revised
revised
2050 Targets Net Zero
European Climate Law Binding targets for 2030 | Energy efficiency Emission free energy
(proposal) and 2050 con_triputes to supply
emission cuts
ETDirective Cap on GHG emissions i ETS price drives ETS prices raises cost (
specific sectors efficiency fossil energy sources
improvements
Effort Sharing regulations | Annual emission Efficiency Emission fre@nergy
Z allocations contributes to supply
8 emission cuts
< Land use, landisechange,| No-debt rule
) and forestryregulation
8 Energy Efficiency Directive Efficiency contributes to | EUwide binding
— emission cuts target
% Renewable Energy Emission free energy EUwide binding target
< Directive supply enablegmission
w cuts
E F-gas Regulation
= Energy Performance of
s Buildings Directive
- Energy efficiency labelling
Ecodesign Regulation
CQ standards for new cars
and vans
CQ standards for heawy
duty vehicles
Energy Union and Climate
Action Governance
Regulation

SourceErbach (2021)Note: Greeng direct contribution to targetsyellowg indirect contribution



EU finances, in their broader sensentribute to climaterelated objectives through three main
categories of initiatives, variously interlinked (EC, 2020

1. Relevant projects and activities across a broad range of funding instruments in the EU.budget

2. Programmes for thealemonstration of innovative technologies, funded by theEETS

3. dimate finance from the European Investment Bank (EIB).

ARRAUGAZ2Y I Ay @SalyYSy lismetdddoithe EWto meetdtdicuriert Rirget | Y y dzt
of reducing GHG emissions by 40§a203Q compared to 1990 levels (EC, 2@19The recently

revised ambitions of reducing GHG emissions by 55% imply that EU financing will need to be

further boosted in the context of initiatives still being negotiated or already agreed, such as the
new ElBarget.

Back the EGDis the European Greebeal Investment Plan, which has three main objectives
05Q! ft¥2yaz2zz HAHAUVY

1. a20AfAAS Fo2dzi em UGNRffAZ2Y (2 &dzZLJLIR2 NI adzadl A
the EU budget and associatettruments, such as InvestEU,;

2. Allow for private investors and the public sector to facilitate sustainable investments;

3. Provide support to public administrations and project promoters in identifying, structuring,
and executing sustainable projects.

Accordng to the guidelines, record amounts of public funds would be invested in advanced
research and innovation, complemented by a strategy for green financing (Erbach, 2021)

The transition to achieving netero emissions wihot be easy because some activities, such as
agriculture, are difficult to decarbonise completely. Furthermore;zeio emissions will require

negative emissions (C@moval) to compensate for unavoidable G@issions. To achieve
yS3AILUGAPS SYrAaarzyas GKS F2tt2gAy3 O y20200S A YL

1 Promote natural solutions such as cregtiand conserving forests, grassland, and
wetlands. Mte that this will be limited by the availability of land and the diminishing
ability of older forests to remove CO

1 Use of technologies for carbon dioxide removal that include enhanced weathering
(dissolution of certain natural or artificially createdmarals), ocean fertilisation, direct
air capture with carbon storagey bioenergy with carbon capture and storggequires
vast financial resources to implement

1 Solar radiation management to reduce the amount of solar radiation that reaches the earth.
Qulphur dioxide dispersion has been identified as the most promising approalts
disperses sulphur dioxide in the atmosphere. However, there is insufficient knowledge about
the feasibility, effectiveness, cost and risks.



Climateaction outside the EiropeanUnion

Under the rules of the Paris Agreement, each party is free to define its own plans and targets in
its NDCHowever, the current national commitments taken together are not sufficient to achieve
the temperature targets of the Pari8greement (UN, 2015). The UN emissions gap report
estimates that full implementation of the NDCs submitted before 2020 would lead to 3.2°C of
warming (UNEP, 2020).

Table2: Nationally Determined Contributions for select countries

QOUNTRY GOAL

China Aims for GHG emissions to peak by 2030 at the latest, a higher share of renewable energy
carbon intensity in the economy and a larger forest stock

India Sets a target of reducing its GHG emissions relativgréss domestic produc&DR by 33%to 35

% by 2030, compared to 2005 levels and to achieve 40% of its electricity generation capaci
clean (norfossitfuel based) energy sources by 2030.

India@ NDC is contingent on financial support, technology transfer and capacity bu
Mitigation activities are expected to cost US$88Hion, and adaptation actions US$2b#llion.

United Sates

The US has an intention to reduce GHG emissions %yt@88%, compared to 2005 levels.

PresidentJoe Bider3 climate action plan calls for an emissimgutral society by 2050, with
considerable infrastructure investments and a comprehensive transition from fossil fuels.

President Biden aims to quickly reversamyg offormer Pregdent Donald Trum@ environmental
policies. Under the Trump administration, in June 2019, the US Environmental Protection A
repealed the Clean Power Plan, a key regulation to implement the Paris Agreement.

United Kingdom

The 2008 UK Climate Change Act originallasengi SN (I NESG 2F NBRdZ
GHG emissions by 80% by 2050, but was amended in 2019 to raise that target to 100
requiring netzero emissions

On 4 December 2020, the UKhost of the COP26 climate change conference in Glasgyc
announced its target to cut GHG emissions by at least 68% by 2030, compared to 199Q
together with a plan for a green industrial revolution, aiming to create ug30 000 jobs ang
delivermore thanf400 A £ £ A 2 y  billioNBfgujidle irvestment by 2030

South Africa

{2dziK ! TNAOFQa Of AYIFGS OKIy3aS NBalLkRyaS gl
LlJdzof AO O2YYSyildaod Li A &in terthgaiftke UnifedRatonsOFiamenar
Convention on Climate Change (UNFCCC) and its Paris Agreement to contribute to thg
climate change effort.

The Paris Agreement 2030 target range @4 MtC@Slj 0 A ad O2yaradSyi
target.

The upper range of the proposed 2030 target range represents a 28% reduction in GHG en
from the 2015 NDC targets.
South Africa will require support requirements as a developing country. This éscthd costs of
both mitigation and adaptation measure$ YR RSTFAYyAy3a GKS 02 d;

international support.

Source5 Q! f ¥F2yaz2z O6HAHNOLT 5CC9 O6HAHMDU

The NDCs were to be updated in 2020, and the forthcoming COP26 climate conference, in
November 2021, will provide an opportunity to assess the aggregated effect of the updated

NDCs. In addition to national climate policies, many-isational jurisdictionshave their own

climate policies. This section presents the NDCs of select major GHG emitters and of South Africa.

The EU is on a drive to find mitigation solutions to climate change. Therefore, the European Green

Dealis criticalfor it KS 9! Q& 3INBSYy F3ISYRId ¢KS 9D5 Aa
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objectives. The main objective is for the EU to eliminate or offset its greenhouse gas emissions
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1.52°C above préndustrial averages.

Underpinning tlis are a host of interconnected goals covering almost every element of society

and the economy. These include decoupling economic growth and resource consumption by
Y2QOAY 3 ANOdZ | MO SO2y2Ye GKIFIG AyONBlFasSa NBOeo
biodiversity loss and deforestation; overhauling agricultamed electrifying transport.

Issues that are addressed by the EGD focus on the following:

1. Climate change

Air quality

Use d energy

Water quality and resources

Land use and soil quality

Waste and waste management

Biodiversity

© N o g s~ WD

Ecosystem services and protected areas

The EGD will impact how the Southern Africa Development Community (SADC) Economic
Partnership Agreement (EP&guntries, commonly known as the SADC EPA states, will trade with

the EU. The SADC EPA statesnprisng South Africa, Mozambique and the BEtduntries

(Botswana, Eswatini, Lesotho, Namibiajve a free trade agreement in place with the EU.
However, itis essential to note thatwvithin this group, South Africa is the largest trading partner

with the EU andvill be affected the most if there are any changes to the trading requirements

or regulationsltisthereforeA YLI2 NI | y G G2 KA BAdustrialzid fradé mlazaiakd ! F NJR ¢
how that is affected by the EGD.

South African trade and industrial policy
{ 2 dzil K InduddalMastzePlans

In 2007, South Africa adopted a formal industrial policy strategy which has been implemented
through thelndustrial Policy Action &h (IPAPJKaplan, 2019)Successive versions of IPAP have
been developed to support structural transformation of the econorand address key
constraints to industrializatio(Zalk, 2014) In 2019, the South African government relaunched

its industrial policy; the Reimagined Industrial Strategy (RIS) to change the growth trajectory of
the South African economy to achieve iroped industrial performance, dynamism, and
competitiveness.

Key to the RIS is the development of Mag#ans that are anchored on a strong social compact
between government, industry and organised labaarwhicheach social partner commits to
implementconcrete interventions to transform and build the econofthe dtic, 2021a)The aim

of the MasterPlan approach is to ensure that government, industry and labestablish a



common vision and direction for constructive engagement and implementation ikat
responsive to changing circumstances and evidence.

To date Master Plans have been developed amde beingimplemented in thesugar, poultry
automotive, and clothing, textile, footwear andleather sectorsMaster Plans for thesteel and
furniture sectors are expected to be completed and implementation to commence in 2021
(the dtic, 2021a) These are important sectors for the South African economy and are connected
through their value chains and to other parts of the econdiogvin, 2021 Other MasterPlans

are being developed foplastics,chemicals,renewable energy, tourism, and health, among
others.

Eachindustry MasterPlan has targeted specific action points, that incl{d@é&S, 209):
Growing the domestic market and exports

Addressing cost drivers to improve competitiveness

Value chain localisation

Technology and skills development, and

= =4 =4 -4 A

Value chain transformation.

Despite the respective industry action points, there are common objectives including a change in
ownershipand pl2 RdzOG A2y LI GGSNYya oAGKAY SIFOK aSodz2N»®
and assisting smaticale farmers in the poultry and sugar sectors, bringing more {aeacied

cut, make and trim plants in the textiles sectmmline and assisting new entrantstd original

SldzA LIYSY G YI ydzF I OG dzNR y(Hashingbye{i2RB) | dzi 2 Y2101 A BS &aSO

Given that export development growth and competitiveness are key elements of the
MasterPlans, the EGD can be expected to have implications (both negative and positive) for
some of these priority sectothat South Africa still relies on the EU as a major export destination.

These and other issues will be discussed in subsequent sedfipe | f 221 | G { 2dzi
trade policy and climate policymaking is necessary to contextualise how the EGD may affect not
only South Africa, but also the other SABIPA states.

The Department of Traddndustry and Competitionttfe dtic) is the institutional anchor for
GKS RS@St2LISyld 2F {2dzikK ! FNAOIFI Q& GNI RS LJ2f AC
retains the clear connection between trade and industrial policy, noting that tradkcy
instruments such as import tarffare used selectively to support industrialisation objectives.
The Trade Policy Statemefihe dti, 2021b)issued bythe dtic in May 2021 articulates a firm
commitment to multilateralisnthat is elaborated withrespect to the relationship between trade

and climate policymaking, noting specifically that border taxes that penalise already constrained
economies may well make their economic transformation that much more difficult
(the dtic,2021c) Green technologyransfer and finance to developing countries to support the
green transition are recommended. Multilateral cooperation and dialogue on environmental
sustainability are encouraged, given the pulgi@mod nature of this agenda.



South Africa is a member dii¢ World Trade Orgaration (WTQO) and part of the SAIBRUEPA.
wSIA2YyIf AYyOGSAINIYGA2Y NBYFAYE Fy AyaSaNry € LI NI
member of the Southern Africa Customs Union (SACU) and is participating in the African
Continental Free Trade Area (AfCFTA) negotiations. To date the Afootnent has become

GKS fFNBS&aG NBIA2yIFE YN]SO F2N adudzZB®% (of FNA OF
USH20billion) of the entire export basket was destined to countries in Africa. The continent is

also the largest regional destination for Southif NA OF Q& Y ydzF I OG dzNBR SE L
about 40% of the totalITC Trade Map, av).

Climatechangeand sustainability issuesSADCEUEPA Agreement

SADC Member States are parties to various Multilateral Environmental Agreements, and SADC
plays arimportant role in supporting its Member States. The SADC website provides an overview

of the Multilateral Environmental AgreementdMEAS that have been adopted by its Member
{GFrGSad ¢KS 2¢hQa /2YYAGGSS 2y ¢N}YRS FyR (GKS
directly related to trade, as evidenced by the inclusion of provisions to control trade to prevent
damage to the environment. Tke trade related MEAs are listed able 3 along with
information on whether the MEA is specifically mentioned in the SADC overview on their website.

Table3: List of trade related Multilateral Environmental Agreements

CONVENTION LISTED
ON SADC
WEBSITE
Biodiversity Convention on International Trade in Endangered Species of Wild Fauna and Flora Yes
1973)
Convention on the Conversation of Antarctic Marine Living Resources (CCAMLR) No
International Convention for th€onservation of Atlantic Tunas (ICCAT) No
United Nations Fish Stocks Agreement (UNFSA, 1995) No
Agreement on Port State Measures (PSMA, 2009) No
International Tropical Timber Agreement (ITTA, 1983/1994/2006) No
International PlanProtection Convention (IPPC) No
Convention on Biological Diversity (CBD, 1992) Yes
Nagoya Protocol to the CBD on Access to Genetic Resources and the Fair and E No
Sharing of Benefits Arising from their Utilisation (2010)
Air Pollution | Montreal Protocol and the Vienna Convention on Substances that Deplete the Ozone No
Climate United Nations Framework Convention on Climate Change (UNFCCC, 1992) Yes
Change The Kyoto Protocol (1997) No
The Paris Agreement (2015) No
Waste and Basel Convention on the Control of Transboundary Movements of Hazardous Wast Yes
Chemicals their Disposal (1989)
Rotterdam Convention on the Prior Informed Consent Procedure for Certain Hazg Yes
Chemicals and Pesticideslimiernational Trade (1998)
Stockholm Convention on Persistent Organic Pollutants (2001) Yes
Minamata Convention on Mercury (2013) No

SourceEC (2021)

Looking at the SADBEU EPA, Article ® of the Agreement deal withirade, sustainable
development, and MEA3.able 4highlights some of the important aspects of the Agreement.



Table4: Summary of aspects related to trade, sustainability and Multilateral Environmental

Agreements in the SADEU EPA

ARTICLE NUMBE IMPORTANT ASPECTS OF THE AGREEMENT

Article 6 (Trade | The Parties reaffirm their commitments to promote the development of international trade in
and sustainable | @ way as to contribute to the objective of sustainabdkevelopment, in its three pillars (econom
d | ¢ development, social development, and environmental protection) for the welfare of present
CVEIORIEH future generations and will strive to ensure that this objective is integrated and reflected at
level of their tade relationship.
Article 7 The Parties reaffirm that the objective of sustainable development is to be applied and integ
(Sustainable at every level of their economic partnership, in fulfilment of the overriding commitments set o
q | t Articles 1, 2 and 9 of the Cotonou Agreement, and especially the general commitment to re
evelopment) and eventually eradicating poverty in a way that is consistent with the objectives of sustal
development.
Article 8 The Parties recognise the value of international environmental governance and agreemen
(Multilateral response of the international community to global or regional environmental problems as wj
decent work forall as a key element of sustainable development for all countries and as a p
objective of international cooperation

environmental
and labour

standards and
agreements)

Article 9 The Parties recognise the right of each Party to establish its own Ievéésm@stic environmental
(Right to regulate and labour protection, and to adopt or modify accordingly its relevant laws and policies, consig
T g with internationally recognised standards and agreements to which they are a party.

; The Parties reaffirm the importance of peation as afforded in domestic labour and environmer
protection) laws

Article 10 (Trade | The Parties reconfirm their commitment to enhance the contribution of trade and investme
and investment the goal of sustainable develogent in its economic, social, and environmental dimensions.

A Party may request, through the Trade and Development Committee, consultations with the

favogrlng Party regarding any matter arising under this Chapter.
sustainable
development)
Article 11 The Parties may exchange information and share experience on their actions to promote coh
(Working and mutual supportiveness between trade, social and environmental objectives, and

strengthen dialogue and cooperation @ustainable development issues that may arise in

terther on trade context of trade relations.

and ststainable
development)
Source SADEEUEPAEU, 2016)

The SADEUEPA also stresses the importance of following internationally recognised standards
with regards to any new or modified legislation on environmental practises. This implies that
countries cannot weaken environmental protection to encourage trade or investnio ensure

that rules are respected, participating countries can have the possibility to request consultations
on questions of sustainable development, involving representatives of civil s¢Bi£t2016) It

is important however to highlight that ndwere in the agreement where specific products are
mentioned on how to address sustainability issues. Therefore, the EGD which highlights specific
sectors will impact how these products will be traded soon, thus affecting South African exported
goods to theEU. Affected sectors will be discussed in the next section.



Mainstream international sustainable production and trade developments

Achieving the EGD targets will require sweeping new rules. The objective of this section is to
focusonthreekeyt 4 4dzSa G KF G NB I RRNFaaSR o0& GUKS 9D5 |
trade with the EU. The three issues which are reviewed include

1) The Farm to Fork strategy;

2) The circular economy; and

3) TheCarbon Border Adjustment Mechanism.

For each othe issues highlighted above, we highlight what the issue entails; how it will work,

YR GKS AYRdAZAGNARSE I FTFSOUSRE 6AGK | &ALISOALI
medium enterprises (SMES).

From Farm to Fork Strategy

Foodsystems are responsible for around 2i987% of global greenhouse gas emissions and use
up significant natural resourcgdlbow et al, 2019. TheFtF strategy aims to address these
environmental issues as well as fairness, sustainability of the food syatamthe health of
Europeans. The strategy will focus on reducing waste, and transforming the manufacturing,
processing, retailing, packaging and transportation of food.

Thestral S3& |AYa G2 FOOSEtSNIGS (GKS 9! Qa GONIyaAldAz2
1 Have a neutral or positive environmental impact

1 Help to mitigate climate change and adapt to its impacts

1 Reverse the loss of biodiversity
1

Ensure food security, nutriin and public health, making sure that everyone has access to
sufficient, safe, nutritious, sustainable fooahd

1 Preserve affordability of food while generating fairer economic returns, fostering
competitiveness of the EU supply sector, and promotingtfade.

The RF strategy sets out both regulatory and neegulatory initiatives, with the common
agricultural and fisheries policies as key tools to support a just transition. A proposal for a
legislative framework for sustainable food systems will be put forward to cupp
implementation of the strategy antthe development ofa sustainable food policy before the end

of 2023. This will promote policy coherence at EU and national level, mainstream sustainability
in all foodrelated policies and strengthen the resiliencdadd systemgEC, 2026). EU policies

and legislation will also focus on trade policy to obtain commitments from third countries in areas
such as animal welfare, the use of pesticide®l the fight against antimicrobial resistance.

The strategy foreseeseveral initiatives and legislative proposals on:
1 Use of chemical pesticides

1 Reduction of excess nutrients;

1 Research and innovation

10



1 Organic farming;

1 Font-of-pack nutrition labelling and sustainable food labelliagg

i Food waste reduction

Table5A & |
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into what will happen in the coming years.

Table5: Examples of some initiatives by the EC to advance the farm to fork strategy

Use of
chemical
pesticides

INITIATIVES AND LEGISLATIVE PROPOSALS

The Commission will take additional action to reduce the overall use and islewfical pesticides b
50% and the use of more hazardous pesticides by 50% by 2030.

It will revise the Sustainable Use of Pesticides Directive, enhance provisions on integrate
managementand promote greater use of safe alternativies protecting harvests from pests an
diseases.

The Commission will also facilitate the placing on the market of pesticides containing biologica
substances and reinforce the environmental risk assessmipesticides.

The Commission will also propose changes to the 2009 Regulation concerning statistics on pd
to overcome data gaps and promote eviderugsed policymaking.

GKS AYAGALFGAOBSaA
and 2050 climate reduction targets. Note that the list is not exhaustive but provides some insight

Excess
nutrients
(especially
nitrogen and
phosphorus) in
the
environment

The Commission will act to reduce nutrient losses by at least 50%, while ensuring that therg
deterioration in soil fertility. This will reduce the use of fertilisers by at least 20% by 2030. This
achieved by implementing and enforcing theensint environmental and climate legislation in full,
identifying with Member States the nutrient load reductions needed to achieve these goals, ap
balanced fertilisation and sustainable nutrient managemeand by managing nitrogen ani
phosphorusbetter throughout their lifecycle.

Research and
innovation

The Farm to Forl®i NI 1§38 LINRPL}2&aSa G2 &aLISYyR emn 0A

bioeconomy, natural resources, agriculture, fisheries, aquaculture, and the environment, as \
digital technologies and natuseased solutions for agii 2 2 RY Fdzy RSR o6& | 2
research, and innovation framework programme.

Organic foods

¢KS 9/ Q& YIAYy 321t A& (2 0224&0 Sxdiifukuyahladd ushyy
2030. EU member states are encouraged to develop national organic farming plans.

Food The EC will revise the food contact materials legislation to improve food safety and public hea

packaging reducing the use of hazardous chemicals), supploet use of innovative and sustainable packag
solutions using environmentally friendly, reusable and recyclable materials, and contribute tg
waste reduction.

Methane The EC has proposeditsategy to reduce methane emissioriReducing methane emissions require

reductions crosssector approachinthe EU, 53% of anthropogenic methane emissions come from agricu

26% from wasteand 19% from energy.
To help reduce the environmental and climate impact of animal production, aaridon leakage
through imports and support the ongoing transition towards more sustainable livestock farming

EC will facilitate the placing on the market of sustainable and innovative feed additives.

SourceEUFarm to Fork Srategy EC20200)

Otherinitiatives by the EC together with foerhain stakeholders include deveiogan EU Code
of Conduct for responsible business and marketing practice as well as seeking commitments from
food companies and organisations to start taking steps towargsaring health, sustainability,

and the environment. Reform of the common agricultural policy (CAP) is also envisaged.

11
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Industriesaffected

A healthier and more sustainable EU food system is a cornerstone of theTe&agricultural,

and or agribusiness sectois therefore central to the EGD action plan. Although no specific

LINE RdzOG a4 KI @S 06SSy GFNASGISRE GKS 9D5 2dzif AySa
SYGANRYYSyGlfte FNARSYyRT & F22R & &asystBsXand | Y R
OA2RADSNEA (@ D¢, afdimbre specifically SopitdAfridForBaisignificant share

of agricultural (including fisheries) products which may be affected by EGD and CBAM regulation.

In 2020, SADC EPA countries exported abo#28%illion to the EUaccountngfor 13% of total

exports to the EU. South Africa accounted for the bulk of these exportsawid®o share of total

exports followed by Namibia (16%) and Mozambique (Fgure 2highlights the proportion of
agricultural eports to the EU.

Figure2: Proportion of agricultural product exported to Eby SADC EPA countri¢z020)

 1%0%0%

B South Africa

B Namibia

B Mozambique

B Eswatini

B Botswana
Lesotho

SourcelTC Trad&ap (n.d.)

Edible fruits and nuts accounted for over 50% of total exports. Disaggregated, ittedsde
citrus, table grapesnd apples among other fruits that are grown mostly in South Africa and
Mozambique. Fish products mostly from Nami@aalso important accounting for an additional
26% of total exports to the EU.

12



Table6: Exports of agricultural and fisheries to the EU from SADC EPA countries, 2020

PRODUCT LABEL (US$ 000) % OF TOTAL EXPOF
SADC EPA total 2479111 13%
Edible fruit and nuts; peel of citrus fruit or melons 1271894 51%
Fish anctrustaceans, molluscs and other aquatic

invertebrates 635451 26%
Beverages, spirits and vinegar 301408 12%
Tobacco and manufactured tobacco substitutes 132916 5%
Residues and waste from the food industries; prepared

animal fodder 39424 2%
Livetrees and other plants; bulbs, roots and the like; cut

flowers and ornamental foliage 35431 1%
Edible vegetables and certain roots and tubers 22981 1%
Meat and edible meat offal 15734 1%
Cereals 11069 0%
Coffee, tea, maté and spices 9273 0%
Cotton 2217 0%
Products of animal origin, not elsewhere specified or

included 877 0%
Live animals 399 0%
Dairy produce; bird®ggs; natural honey; edible

products of animal origin, not elsewhere ... 37 0%

Source: ITC Tradéap (n.d.)

As highlighted, one of the main goals of th#-strategy isthe reduction of greenhouses gases,
reducing subsidies that are harmful$astainable agricultural productand increasing adoption

of organic farm. Innovation in the sector is crucial and SEBE countries need to start
addressing mitigating factors and adoption mechanisms. Furthermore, there is need for
alignment of regulatoy requirements. For example, the SADC EPA Articleas@btdeal with
sanitary andphytosanitaryseizures These will need realignment to conform to the proposed/
revised legislation to meet EGD goals and advance the objectives Bffktategy.

Transiioning to sustainable food systems will be costly for South African farmers and SMEs along
the value chaingdowever, economic opportunities also exist. Given that consumer preferences
will shift towards sustainable food systems, the time to start traasihg especially for the EU
market, is now. Farmers and fishers and aquaculture producers, as well as food processors and
food serviceshave an opportunity to make sustainability their trademark and guarantee the
future of the EU food chain before thaiompetitors. The transition to sustainability presents a
first-mover opportunity for all actors in the EU food chain including from third party countries
such as South Afriqg&C, 2020b)
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A circular economy is an industrial system that is restorative or regenerative by intention and
design. It is a system that places emphasis on restoration and shifts towards the use of renewable
energy, eliminates the use of toxic chemicals, and aimsh@etimination of waste through the
specific design of materials, produasd systems, and within this business mod@ikinsget

al., 2019) This regenerative approach contrasts with the traditional linear economy, which has a
Wil 1S YI 1 S>ofpgratiuctlol2 3SQ Y2RSHt

EU industry accounts for 20% of its GHG emissanmesent (EEA, 2020Through the EGD,
actions to strengthen the decarbonisation efforts rarfgom product sustainability to the supply

of raw materials. The adopted CEAP is one of the main building blocks of thenB@i2sents
initiatives to increase the duration of a product to alleviate pressure on natural resources.
Regulation of improvemenbf product reusability, reparability, and integration of recycled
contents is contained in the Sustainable Products Policy. Transition to a circular economy is a
LINENBljdzAaAidsS (2 | OKAS@PS (GKS 9! Qa wnpn. OfAYFGS
Measures that will be introduced under CEAP air(BG, 2020c)

1 Make sustainable products the norm in the EU,;

1 Empower consumers and public buyers;

1 Focus on sectors that use most resources and where the potential for circularity ishakh
as electronics anahformation and communications technology{), batteries and vehicles,
packaging, plastics, textiles, construction and buildings, food, water, and nutrients;

I BEnsure less waste;
1 Make circularity work for people, regions, and ati@and
1 Lead global efforts omthe circular economy

How it works

The CEAP presents a set of interrelated initiatives to establish a strong and coherent product
policy framework that will make sustainable products, services, and business models the norm

and transform consumption patterns so that no waste is produceténfirst place(EC, 2020c)

The EC will launch concrete actions which are sector specific. These will include regulatory and
non-regulatory actions of which some are i) mandatory; ii) reviews and iii) aspiratibaiale 7

lists the sectors where there apportunity for high circularity and the intended actions.
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Table7: Summary of sector specific actions under the CEAP

SECTOR ACTION PLAN

Electronics and ICT A Circular Electronics Initiative to have longer prodifetimes, and
improve the collection and treatment of waste

Batteries and vehicles New regulatory framework for batteries for enhancing the sustainah
and boosting the circular potential of batteries

Packaging New mandatoryrequirements on what is allowed on the EU mark
including the reduction of (over)packaging

Plastics New mandatory requirements for recycled content and special atten
on microplastics as well as biobased and biodegradable plastics

Textiles New EU Strategy for Textiles to strengthen competitiveness

innovation in the sector and boost the EU market for textile reuse

Construction and buildings| Comprehensive Strategy for a Sustainably Built Environment prom
circularity principles for buiidgs

Food New legislative initiative on reuse to substitute sirgke packaging
tableware, and cutlery with reusable products in food services
Ensure less waste The focus will be on avoiding waste altogether and transforming it

high-quality secondary resources that benefit from a walctioning
market for secondary raw materials

The EC will explore setting an -Bfidle, harmonised model for th
separate collection of waste and labelling, including a series of actio
minimise EU exports of waste and tackle illegal shipments.

Bioeconomy (agriculture) | The ECthrough the bioeconomy strategyims at sourcing bibased
materials such as recombinant spielk, myceliuramade fashion
creation of novel protein sources via biotewlogical processes, climal
neutral crops,andbio-based chemicals.

Source EFIB (2020)

To ensure smooth transitioning, the EC has taken measures to facilitate more sustainable
production and consumption patterns. Examples of these initiatives in¢la@e 2020c)

1 Integrating the circular economy objective under the EU Taxon@egulation; and
Carrying out preparatory work on EU Ecolabel criteria for financial products.

9 Guidancefor project promoters on circular incentives, capacity building and financial risk
management through the Circular Economy Finance Support Platform.

1 Proposal for a new own resource for the EU budget based on the amount efauycled
plastic packaging waste.

1 The European Regional Development Fund, through smart specialisation, LIFE and Horizon
Europe will complement private innovation funding and suppbe whole innovation cycle
with the aim to bring solutions to the market.

Summaryand conclusion

¢KS 9D5 A& (GKS 9! Qa vYvYz2ad FYoAdGA2dza | G4GSYLI
environmental degradation. The main objective is for the EU to eliminate or offset its greenhouse
JFa SYrAaairzya 6AdSd | OKASGS ay $diforts t6 Ind gldbar A & & A 2
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warming to 1.52°C above préndustrial averages. The deal is not a piece of legislation but a set

of agreed objectives. Underpinning that are a host of interconnected goals covering almost every
element of society and the economyhese include decoupling economic growth and resource
O2yadzYLIWiA2Yy o6& Y2@Ay3 (G2 | GaOANDdzZ I NE SO2y 2 Y
preventing biodiversity loss and deforestation; overhauling agricujtuaad electrifying

transport.

Two buildng blocks of the EGD discussed are aimed at achieving the EGD targets. These are the
FtF strategy and CEARhe third important measure is the Carbon Border Adjustment
Mechanism. These are integral to the compact of policies, regulations, measurestetides

that collectively aim to ensure netero carbon emissions by 2050.

Food systems are responsible for around 204%7% of global greenhouse gas emissions and use

up significant natural resources. The FtF strategy therefore aims to address thesmerental

issues as well as fairness, sustainability of the food sysa@ch the health of Europeans. The
strategy will focus on reducing waste, and transforming the manufacturing, processing, retailing,
packaging, and transportation of food. The strategts out both regulatory and neregulatory
initiatives, with the common agricultural and fisheries policies as key tools to support a just
transition. A proposal for a legislative framework for sustainable food systems will be put forward

to support impementation of the strategy anthe development ofa sustainable food policy

before the end of 2023. Although the FtF strategy does not specify any products for targeting,
the EGDK2 6 SOSNE 2dzif AySa SELX AOAGE & difodnentaBySR (i 2
FNASYRE@ FT22R aéaidsSyYzé YR GLINBaAaSNBAYy3a | yR NB
The CEAP presents a set of interrelated initiatives to establish a strong and coherent product
policy framework that will make sustainable products, servicad, l@usiness models the norm

and transform consumption patterns so that no waste is produced in the first place. The EC aims

to launch concrete actions which are sector specific. These will include regulatory and non
regulatory actions of which some at¢ mandatory;2) reviews; and) aspirational. Some of the

sectors targeted include electronics and ICT; batteries and vehicles; packaging; plastics; textiles;
construction and buildingsnd the food sector.

For some sectors in African countries, this could present new economic opportunities.
Relocalising part of the circular economy value chain to African producers could strengthen
manufacturing, allowing African businesses to engage in highlele activites. It is important to

FfA3Iy GKS 9! Qa OANDdzZ I NJ SO2y2yeée LIy 6AGK SEA
902y2Yeé 1 ffAlLyOS F2dzyRSR o6& DbAIASNAI X wgl yRIF>
decarbonsed gas as a transition fuel preseminse opportunities for African gas producers such

as Mozambique (&nan,et al,2021).

The EU remains an important export destination for South Africa. The bloc accounts for about
Hm: 2F { 2dzi K | Fitddelhddap deStinatith MieAfritaypprodudts include

motor vehicles, precious stones, edible fruits, machinery, iron and steel, aluminium and inorganic
OKSYAOItfad ¢KS o6dzf |1 2F {2dziK ! FNAOI Q& SELIR NI
notable are aluminium, iron and steelswell as the bulk of agriculture and processed foods.
These will need to be monitored closely and South Africa should have contingency plans in place
to respond to EGD regulations and requirements, a process that has cost implications.
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SECTION 2: CBAMMHECARBON BORDER ADJUSTMENT MECHANISM

¢KS 9! A& 2yS 2F {2dzik ! TNAOI Q& YI 22N SELRZ NI
SELRNI& 6Syid (2 GKS 9!ad {2dzikK ! FNAOIQa YIAyYy S
and catalytic converters, aigultural products (citrus and grapes) and unwrought aluminium. The

EU has been leading globally in addressing climate change and reducing greenhouse gas
emissions. The union has set ambitious carbon emissions reductions targets of achieving carbon
neutrality by 2050. The EC has set a legally binding milestone target of reducing net greenhouse

gas emissions by 55% B030 compared to 1990 levdlgataba, 2020.

Climate change regulations aimed at reducing trade of cathtansive goods or fronsarbon
intensive jurisdictions, place South African exports at risk. There are four macroeconomic and
Li2f A0& T OG2NER dzy RS Nielited ¢limgtdchange diskKwith theNE).Firs & G N
South Africa is one of the most carboand energyintensive economies in the world. The
economy relies on coal for about 86% of its electricity and about a quarter for liquid fuels
production. Second, although South Africa implemented a carbon tax and carbon butigets
O2dzy  NE Q& Of A YLl Snadiftibug BySylobaINdandSds. 2ZTNJH South Afritza is
relatively far from the EU, the average distance ranges fr&9adkm to 4100km for exports. The
distance has implications for transportation codtBG 2021). Fourth, South Africa’s status as an
emergng economy and uppemiddle-income country means that it will not be exempt from
climate changeelated trade policies (MntmassonrCair, 202@).

To deliver on the emissions reduction targets the EU announced the Fit for 55 EU Green Deal
(EGD) ir2019. The EU Green Deal is a set of 13 policy measures whose purpose is to transition
the EU into a sustainable economic model. In the Green Deal, the Commission proposed to will
review and revise all relevant climatelated policy instruments by June 2DEGC 202@).

Among the policy changes are the review of the ETS, a new additional ETS for transport and
buildings and a possible extension of emissions trading to include aviation, the introduction of a
carbon border tax and stricter standards on vehicles fleets.

What is CBAM

The EU has already exceeded its 2020 carbon reductions targets. Between 1990 and 2018 the EU
reduced greenhouse gas emissions by 23% below the 1990 level, while GDP increased by 61%
(EC 202().

As the EU introduces stricter emissions reductio@asures on its industries, it faces the risk of
carbon leakage. EU industries will be competing with industries from countries with weaker
climate change policies. Carbon leakages occur when industries relocate to jurisdictions with
weaker climate changpolicies or stay put and lose domestic and foreign market share due to
increased carbon pricgto, 2021).

To mitigate the risk of carbon leakage the commission announced in 2019 its intention to
introduce a carbon border tax. The Carbon Boarder Adjustrivksthanism was proposed in July
2021 as part of the Fit for 55 EU Green deal. The CBAM will serve as an essential element of the
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EU toolbox for the EU to meet its climateutral EU by 2050 by addressing the risk of carbon
leakage.

The Caron Border Adjusent Mechanism (CBAM) is a climate measure that should prevent the
risk of carbon leakage and support the EU's increased ambition on climate mitigation, while
ensuring WTO compatibility. The European Commission identified carbon leakage as the risk that
either production is transferred from the EU to other countries with lower ambition for emission
reduction, or that EU products are replaced by more carlmdensive imports. Carbon leakage

is currently controlled by the free allocation of allowances under EL® Emissions Trading
System, or compensation for energy intensive industries impacted by higher electricity costs
because of carbon pricing under the EDSLinscott, 2021)

The EC on July 14, 2021, agreed in principle omtheduction of the CBAM. TheU CBAM was

first announced by the EC in 2019, as a central element of the EGD intended to achieve the goals
of the Paris Agreement. One of the drivers of the CBAM is that carbon emissions should have a
price, and the CBAM iistended todalign the carbon price on imports with that applicable within

the EUY (EC, 202)L The CBAM is one of several tax and carbon price reforms proposed as part of
the Green Deal. It is envisaged that the CBAM will ensure that the price of immpfetsts more
accurately their carbon content. Other key tax reform measures include:

1 Extension of ETS, including possible phasing out of existing free permit allocations for many
participants; inclusion of maritime sector and, possibly, the road transpod buildings
sector; review existing support mechanisms for{oarbon investment.

1 Reform of the Energy Taxation Directive; and
1 A pasticstax.
How it will work

The CBAM will be a tax on embedded emissions for goods imported into the EU. The CBAM would
impose a tax on imported goods that emit more GHG emissions than allowed by EU
manufactures. CBAM integrates into the EUS by applying an equivalent regime on imports.
The CBAM will allow for the EU to reduce free allowances while ensuring its industries remain
competitive(Linscott, 2021).

To allow importers to adjusthe CBAM will have a transitional period from Janui23 to 2026.

The CBAM will apply to carbon intensive sectors at risk of carbon leakage, fro@ustoms
Union countries whalo not have similar carbon regulations to the.HWe initial scope includes
products from the iron and steel, cement, fertilisesluminium and electricity generation
sectors. CBAM will apply tonly direct emissions (emissions released from the production
process and are in the control of producers), it will also not apply to the downstream products
usingthe materials in the seaors coveredEC, 2021)

In the transitional periodthe burden on importers will be administrative rather than financial.
During the transitional period importers will be required to report the embedded emissions in
their goods but will not be required touy the CBAM certificatg&C, 2021).
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Under the CBAMmporters will be required to purchase digital certificates to import to the EU.
Carbon certificates will correspond to the price that would have been paidithe goods been
produced in the EU unddghe EUETS. One certificate represents a tonne of carbon dioxide
emissions embedded in goods. The price of the certificates will be linked to the average price of
carbon permits under the EBEITS. The CBAM allowanced will be expressed will EUR per metric
tonne emitted (EC 20213 Lo, 2021)

Once the CBAM becomes operational in 202& EUETS will be revised, in particular the
reduction of available free allowances in sectors covered by teMCBhe free allowances will

be phased oubnly by 2035 As such the CBAM will apply only to a proportion of emissions that
do not enjoy free allowancegnsuring that importers are treated the same as EU producers. At
the end of the transition periodthe Commissiorwill evaluate the CBAM and could extend the
scope of products (to include all products in the value chain) and/or include indirect emissions
(emissions from the electricity used to produce the goods).

In May every year, importers should decldatee amount of emissions embedded in goods
imported plus the number of CBAM certificafesrresponding to the total embedded emissions

in imported goods surrendered in the previous year. The declaration should contain the total
guantity of goods importeduring the calendar year, expressed in megaweattirs for electricity

and metric tonnes for other goods, multiplied by the embedded emissions of each good based.

Importers from countries that have a carbon price may claim a reduction in the number of CBAM
certificates to be surrenderedorresponding to the carbon price paid in the country of origin for
the declared emissions. The information provided and proof of carbon price paid by the importer
will need to be verified by an independent party.

Failure tosurrender or submit by 31 May each yeartbe submssion offalse information will
result in a penalty. Importers will be liable to pay a penalty on the excess emissions. The penalty
will be €100 for each tone of C@quivalent emitted(EC, 20219.

Although the Europearrarliament has adopted the resolutioto support the CBAM, it still
requires the approval of the European Parliament and the European Council before it comes into
effect.

The legal basis for the CBANMbposal is Article 192(1) of the Treaty on the Functioning of the
European Union (TFEWKA OK y20iSa GKFdG aLy | OO0O2NRIYyOS gAd
the Union shall contribute to the pursuit, inter alia, of the following objectives: preserving,
protecting, and improving the quality of the environment, promoting measures at international

level to deal with regional or worldwide environmental problems, and in particular combating

Of AYIFI(S OKIy3aSoé

/| .1 aQa aSOG2NIt &a02LIS FyR F¥20dza LINE RdzO{

Theinitial conceptualisation of the CBAM considered a broad range of sectors based on related
emissions as illustrated in the CBAM proposal. The CBAM will initially apply to imports of the
following goods:
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Cement

Iron and steel
Aluminium
Fertilisers

= =2 =4 4

Hectricity
The emissions of these sectors are liste&igure 3

Figure3: Proposed aggregated sectors sorted by emissions

Short sector name Number of Emissions Number of Cumulated
installations [[kt CO2/yr] |PRODCOM |emissions
codes

Iron & Steel 144 22.8%
Refineries 10 41.7%
Cement 3 58.6%
Organic basic chemicals 168 67.8%
Fertilizers 30 73.1%
Pulp & Paper 57 77.0%
Lime & Plaster 6 80.7%
Inorganic chemicals 116 84.0%
Glass 47 86.6%
Aluminium 14 88.5%
Ceramics 13 89.6%
Polymers 50 90.4%
Other sectors | 66 902 281 100.0%
Source: Commission analysis

SourceEC(20219

The scope of this broader focus was narrowed to a first shortlist of aggregated sbakad on

the following three additional criteria:

A Relevance in terms of emissiogsvhether the sector is one of the largest aggregate emitters

of GHG emissions;

TKS aS0i2NRa SELRAadINBE (2

administrative effort

A |
A Balancing broadcoverage in terms of GHG emissions while limiting complexity and

AAIYATAOI Y

NA &

The first roundof industries affected by the initial CBAM implementation design is discussed in

the next section.

These sectors have a high risk of carbon leakagdmydcarbon emissions. The CBAM will apply

to direct emissions of greenhouse gases emitted during the production process of the products
covered. By the end of the transition period, the EC will evaluate how the CBAM is working and
whether to extend its sape to more products and servicesncluding down the value chain, and
whether to cover indirect emissions (i.e., carbon emissions from the electricity used to produce

the good). In sections to follow we discuss the implications for South Africa anceshefr
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SADCEPA exports to the EU. Note that electricity is not discussed as there are no direct exports
to the EUhowever, the fact that the production and use of electricity may become an issue post
2026is acknowledgeddepending on the source of elewity used in the production process of
some of the goods listed above.

The EGD seeks to

A Better protect citizens and the environment; and
A Boost innovation for safe and sustainable chemicals

This will be achieved by, among other actions, boosting the investment and innovative capacity

for production and use of chemicals that are safe and sustainable by design, and throughout their

life cycle. Inorganic fertilisers are identified among the pratg that will be affected by CBAM.

A look at the trading relationship between the EU a&hd SADC EPgéountries showsthat
AY2NABFYAO FSNIAtAASNEB | O02dzyd F2NJ £ Saa GKFy
USH1.6 million worth were exported tthe EU in 2020. All exports originated from South Africa.

Steelmaking alone contributes 7% of global emissicarsd successfully transitioning to
decarbonised production methodstisereforea key challenge for delivering the European Green
Deal and climate neutrality. In the EU economy, steel is a key component that underpins the
development of major manufacturing sectoadl along the value chain. While South Africa is
highly competitive in iron ore production, is not competitive in stel production. Current
production methods require consumption of energy resouraeestly coking cdaand to a
certain extent including electricifyvhich has been in short supply in South Africa as evidenced
by the frequency of loadshedding in recent years.

The trading relationship of the Eahd the SADC EPéountriesreveals that only South Africa
exports iron and steel to the world, albeit froml@v base. In 2020, total exports of iron steel
were about U$12 million (less than 1% of total EU exports), with virtually all originating from
South Africa. GloballssAD@EPA countries exports of iron and steel account for about 1% of total
exports. Mosexports are destined to China (iron ore) and regional markets (S&20)h Africa

has a comparative and distance advantagéhe latter.

Another energy intensive product is aluminium, and is considered a key raw material in the EGD,
as its magrial properties will support:

A A massive wave of the renovation of buildings and infrastructure;

A The further development of recycling management due to its high recyclability through the
new development of desighased product innovations

A Theintroduction of renewable energy projects (especially wind, solar and hydrpged)

A The transformation of transport and logistics (e.§Vs rail transport ¢ lightweight
construction).
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Despite being an importardgreen raw materid, it is not exempt frongreen transformation

The EGD inherently implies a twin transition (digital and green) and the switch to a circular
business model. This will have implications for countries that produce virgin aluminium. For
SADEPA countries, Mozambique, and Southa&frivhich have significant exports @1illion,

with each accounting for B500million of total exports) to the EU may be affected. This is
because about 75% of all aluminium ever produced in the world is recycled and used through a
circular economy lop frame. Recycling aluminium requires also little energy (only 5%) of the
total energy required under normal circumstances for primary production. It is not a coincidence
that the EU has set the goal of achieving a 100% aluminium circularity by 2030e@sgiises

the importance of aluminium in the circular economy and as a green raw material. At this stage
the introduction of the CBAM is likely to have limited impact for the aluminium sesotbl at

least 2026because its carbon footprint predominant{80%/90%) takes the form of indirect
emissionswhich are not covered during the transition period.

Cement

The EGD explicitly recognises the cement sector as an essential industry for the EU economy.
Cement and concrete are indeed vitalonstruction materials for renewable energy
infrastructure, lowcarbon transportation systems, and sustainable buildings. They play a central
role in achieving a carbon neutral and climagsilient society. For South Africa and the rest of
SADEPA counies, cement exports to the EU are insignificarhis igsherefore a sectorabout
whichthey will not havebe concerned abousoonin dealing withthe EGD and CBAM.

Specific products (HS codes) affected

The CBAM proposal contains a specific set of tadffes associated with these initial focus
industries. In total 108{armonizedSystem(HS 6-digit tariff codes are affected. A summary of
the number of codes is provided kigure 4

Figure4: HS codes summarised by CBAM fooaustry

HS 6-digit codes by CBAM focus industry

Count
o0

80 -
70
a0 -

40
30
20 J 17

10 . 5 . 5

o - : .

Aluminium Cement Electricity Fertilisers Iron and steel

SourceCompiled fronEC(2021a)
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Theiron andsteel industry contains the largest number of individual product codes (83) followed
by aluminium (17) fertilisers (5)cement (2) ancklectricity (1).

A comparison of the CBAM product group with Green Economy and environmental products is
conducted inSection4. The main observation is that no direct overlap exigiswever, some of

the Green Economy and environmental products use outputs from theseapyi sectors and

hence may face increased risks in future as the EU Green Deal gains momentum and potentially
expands its focus.

Mitigation measures

Shortterm measures

Due to the administrative burden of the pilot period of the CBAM, supportimmprters with the
reporting requirements will be acial. This support will be particularly important for SMEs.

Longterm measures

In the long term the scope of the CBAM can be expanded to include indirect emissions and
downstream suppliers to the inél sectors. The following lorigrm measures apply for the
CBAM

A Decarbonising the industries: Companies and government should accelerate the
decarbonisation of these carbon intensive industries. Increasing renewable energy in
production processes and insting in energy efficient technologies will serve to decarbonise
these sectors.

AS5SOFNDB2yAaAy3d {2dzi K ! FNA OlQ@errefiahcd Oni dodl @hal &
feedstock for electricity and liquid fuels production make it one of the most caib@msive
economies in the world. Increasing renewable energy in the national grid will decrease the
indirect emissions of sectors which consume large amounts of electricity

ALYGUNRRdzZOAY3 Y2NB | YOoOAUA2dza Of AY!Il G SoliGdsarg 3 S
not ambitiousby global standards. An ambitious national climate change policy is required to
steer the country towards a lowarbon development trajectory

A Reforming of the South Africarcarbon tax to reflect global carbon pricing will betical to

L2

Syadz2NBS (KIFaG {2dziK ! TNAOI Qa OFNb2y AyuSyaArgs

African carbon price will stimulate heavy emitters to reform their business models and
operations
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SECTION 3: EGD GREEN TRANSITION CHALLENBE&E8AN SOUTH AFRICAN
PERSPECTIVE

While the CBAM iaheadline initiative of the European Green Deal, and the most directly {rade
related measure announced to date, the broader EG@es far beyond the CBAMhe EGD
should be thought of as &amework for a comprehensive revisionf 9 dzNR tel§u@tary
environment and productive structures The changingegulatory environment and market
expectations will impact aéixporters to the continentand will create risks for exporters that are
unable to adequately adapt their compliance and productive processes to meet the new reality.
The scale and diversity of the change nmaikdifficult to develop a holistic understanding of the
specific changecompanies and policymakers should respond to.

To allow for a comprehensive accounting of expected risks, this section identifies and categorises
the major risks expected from the EGD, breaking these down by sector and risk category. Four
risk categoriesre examinedCarbon pricing riskswhich is discussed in section Blarket risks

looks at the impact of changing regulations and consumer dyna®igply chain riskfooks at
changing supply conditions and expectations for suppliers. t&oldnology risks look at the
competitive impact of divergensan technologies among South African and European firms.
These risks are summarised in a risk registry, which is attached to the broader report.

Carbon pricing
Risk profile
Fit for 55 EUWsreen Deall

The Evopean Commission presented 13 pollogasures to reduce greenhouse gas emissipns

55% in 2030, from their 1990 levels. Among these proposals are a new addildriaissions
Trading Syster(ETS) for buildings and transport; the phasing out of free somsallowances for
aviatior the inclusion of shipping in the existing EDS; and tougher emission standards for cars.
The package also contains a highly touted and internationally controversial CBAM on which we
will focus in in this special.

The Fit for 55 package introduces a large number of different legislative measures aimed at
reducing the EU's emission by 55% compared to 1990 levels by @30e way to the 2050
net-zero goal. These ihae a revision of the EU EB8d several other Eldws onemissions and
energy

To prevent this, the new CBAM will put a carbon price on imports of a targeted selection of
products. This reduces the economic incentive to shift production to countries that impose a
lower cost on carbon emissiofand creates greater certainty that European carbon regulation

will contribute to an actual decline in global carbon emissions. The CBAM also aims to encourage
industry outside the EU to take steps in the same directtee section 2 for more detail)
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Revisions to the ETS

The Commission intends to review the ETS as part of the steeper remissions reduction strategy
envisaged under the European Green Deal. The reforms to the ETS include the extension of the
scope to include the maritime sector and, posgilithe road transport and buildings sectors;
provisions to protect against the risk of carbon leakage, and review existing support mechanisms
for low-carbon investment.

Phase 4 of the ETS has several new elements. The commissions established theidéion
guantity of allowances to be issued from 2021 and onwards. The cap will have a linear reduction
factor increase from 1.74% to 2.2%. The linear reduction factor does not have a sunset clause
and the cap will continue to decline beyond 208abuze) 2020).

The revised EBTS directive also provides robust and fair rules to mitigate carbon leakage. Free
allowances will be extended for another decade and have been revised for sectors at risk of
carbon leakage. These sectors will receive 100% of &tleication for free. Sectors less at risk

will have free allocations phased out after 2026 from a maximum of 30%atat@he end of
Phase 4 (2030).

The allowance price was EUR 24.76 (USD 28.28) in May 2021, it is forecasted to increase to
I NBdzy R wmaik Gl YoR | 0 2 @ @ntemational Carbo Action Pagnership, 2021

Regulationand market expectations

Market expectations are among the broadest and most complex areas of the green transition for
small firms to grapple with. Shifting consumer preferences, changing regulatory barriers, and the
evolving competitiveness of competing technologies will all tesglibstantial fractures that can
undermine typical expectations for South African exporters. These challenges are accentuated
by the fact that they tend to be highly idiosyncratic. Different sectors in different markets
targeting different consumer segmés will face very different changesm their market
environment. The scale and diversity of this change can be difficult to cope with for large,
established firmsbut it is particularly concerning for small emerging companies that tend to
rely on expeence and common sense for market targeting, rather than large marketing and
research budgets.

These challenges are similarly complex for policymakers aiming to provide support to firms. The
breadth of changes occurring is difficult to keep track of, antiaut a systematised means of
evaluating national vulnerabilities to emerging shifts, it is difficult to properly target limited
support resources to those most in need. Adding to this problem isttleathallenges need to

be preempted to properly assisfirms to quickly adapt to new market conditions. The
combination of these factors can leave policymakers guessing in theattark which of the
hundreds of potential challenges need to be met, and how they can do so.

Risks from shifting market prefereeg affect all sectors. At times these are driven purely by
consumer preferences, such as an increasing concern for organic production methods; and in
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others by changing regulations, such as changes to compulsory product standards. As
environmental concerndecome increasingly importanpolitical preferencesand combined
efforts ¢ such as regulatory and consumer moves against combustion engine walislikely

cause the sharpest market shifts.

The regulatory changes expected in tBaropean Green Dedistil many of these complexities
into their most concentrated form. While the GND is often reduced to its headline initiatives
such as the Carbon Border Adjustment Mechanisthe broader initiative is comprised of a
sprawl of different strategies, regutary reforms, and sector initiatives. As transition funds
become more readily available and consumers join the call for transformation of productive
structures, these official initiatives are increasingly being accompanied by indedtiyitiatives

that can similarly shift markets. The net result is a rapidly involving agenda of reform that
exporters need to keep up with to assure their place in the European market

The scale and pace of these changes differ substantially. In many casedesghoititiatives
involve regulatory changes targeted at the types of large, cajpitahsive sectors that have the
best capacity to cope with these shifting requirements.,giten the scale at which changes are
expected under th&eGD the risks remain high that saiter firms could be caught unawares or
unable to rapidly adapt, and could be shuit of otherwise competitive trading opportunities.
Shifting standards for control measuresuch aspesticide residuals in fogdor labelling
requirements for cosmetics Wilequire investments in new compliance procedures and, at times,
fundamental changes to the ways exporters produce their products.

As a starting point to assess these challenges, this section performs a broad stocktdk®i) of
strategies, regulations, dustry strategies, and other initiatives, to assess market risks for South
African exporters to Europe. THeGDis still an emerging programme, and many of the key
regulatory considerations have not yet been released or finalised. As such, these results sh
be considered preliminary and will need to be the subject of ongoing monitoring. At present,
strategy documents often contain broad principles and approaches, without the specific detail of
their enabling regulationsror this reason there are limitsn the extent to which the impact or
regulations can be quantified.

To provide a relatively comprehensive assessment of market risks, the section looks at South
| F NJo@drgasi export products to the EU, based on average exports from t2@A®&L9 (with

2020 not considered due to the distortionary impact of CO8Dbn the trade data). This is a
relatively straightforward assessment, but to move from the customs classification to more
generic products, the HS6 level data is reclassified to use a gpnauliect categorisation system,
known as the Narrative Product Categories (NPC). The results can be $ableig!

I Note that he highrankingassignedi 2 Wt S3I f {(iSByhRAGidER Reveue Belx&SARRIassification
challenges with trasactions performed by the South African Reserve Bank, and is not considered in further analysis.
Similarly, the inclusion of shipping containers appears to be a classification error resulting from the handling of
empty containers.
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Table8: South African exports to the EU, by product cluster

PRODUCT EXPORT VALUE, SHARE OF EXPOR
USS, TOTAL VALUE, TOTAL
20152019 20152019
Automotive, cars 15 708 136 000 19,8%
Automotive, trucks 6 870 506 000 8,7%
Catalytic converters (and centrifuges) 4 956 757 000 6,3%
Platinum Group Metals (PGMSs) 3 824 848 000 4,8%
Ferroalloys 3 634 222 000 4,6%
Iron ores, concentratesand chemical derivatives 2 830 006 000 3,6%
Coal 2 370 224 000 3,0%
Diamonds 2 032 204 000 2,6%
Legal tender 1928 157 000 2,4%
Citrus 1908 412 000 2,4%
Preciousmetal ores, concentrategnd their 1514 285 000 1,9%
chemical derivatives
Grapes 1 453 987 000 1,8%
Wine 1 335 324 000 1,7%
Other chemicals 1 332 665 000 1,7%
Flatrolled stainless steel 1179 354 000 1,5%
Tractorsand heavy-duty vehicles 1 099 844 000 1,4%
Sulphur & sulphuric chemicals 908 261 000 1,1%
Aluminium 872 379 000 1,1%
Fish 852 590 000 1,1%
Enginesand turbines 736 627 000 0,9%
Aircraft 730 331 000 0,9%
Waste and scrap of precious metals 678 027 000 0,9%
Titanium ores, concentrates & their chemical 649 646 000 0,8%
derivatives
Wool & wool yarn 645 361 000 0,8%
Leather & animal hides 603 299 000 0,8%
Zirconium ores, concentrateand chemical 594 059 000 0,7%
derivatives
Processecluminium 588 586 000 0,7%
Manganese ores, concentrates & chemical 533 570 000 0,7%
derivatives
Shipping containers 488 589 000 0,6%
Hydrogenand hydrogen chemicals 471 284 000 0,6%
Apples & pears 461 517 000 0,6%
Other seafood 431 861 000 0,5%
Petroleum products 422 661 000 0,5%
Paperand paperboard 418 528 000 0,5%
Copper 362 648 000 0,5%
Natural construction materials 355 524 000 0,4%
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Other fruit 349 202 000 0,4%
Chromium ores, concentrateand chemical 348 205 000 0,4%
derivatives

Pig iron & other primary forms 341 748 000 0,4%
Petroleum oils 332 731 000 0,4%
Chemical alcohols 319 903 000 0,4%
Hydrocarbons 319 813 000 0,4%
Propylene polymers 299 528 000 0,4%
Aluminium producers 298 460 000 0,4%
Wood pulp 296 719 000 0,4%
Nickel 281 269 000 0,4%
Fruit juice 280 233 000 0,4%
Ketones/quinones 261 253 000 0,3%
Other inorganic chemicals 259 131 000 0,3%
Oxylic acids 251 023 000 0,3%
Nuts 247 982 000 0,3%
All other products 8 962 672 000 11,3%

Source! b / hat¢w! 593 gAGK

These fifty sectors form the basis for further evaluation, and market risks are individually
considered for each product. However, because many products will face similar challenges, they
are further grouped intdhe categories highlighted ifiable 9 which also contains a brief note

on the core risks identified for each sector.

I dz(l K2 NR &

Ot AaaAFAOlIGAZ2Y

Table9: Market risks to Suth African exports to the EU, by industry clusters

SECTOR SHARE OF EU SHARE OF SM PRIMARY MARKET RISk
EXPORTS INCOME

Automotive 34.80% 3,0% Emissions standards, phas
out of internal combustion
engines

Mining and quarrying 15.90% 0,4% Declines in platinum and
other enduse demand

Metals 10.50% 5,6% Circular Economy Action
Planrestrictions on scrap
metal exports

Agriculture, forestry & 7.10% 8,9% Farm to Fork strategy

fishing standards

Chemicals, plastics & 5.50% 3,9% Chemicals Strategy for

rubber Sustainability CLP and
REACH restrictions

Coaland petroleum 3.90% 0,6% Secular decline in coal

products demand

Transport equipment 2.30% 8,8% Minimal risks

Food, drinkand tobacco 2.10% 2,5% Bulk transport of wine
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CTFL 1.60% 12,3% Carbon intensity of leather
value chain

Pulp, paperandwood 0.90% 7,9% Minimal risks

products

Machineryandrelated 0.90% 5,6% Minimal risks

items

Source! b /hat¢w! 59 6GNIYRS RIFIGFIOEZ {'w{ ¢+E {GFGA&GAO& wHnHun

Short analytical overviews of these risks can be found in the following section, while some initial
observations on potential support measures that can help diradapt to changing market
conditions follows.

Affected sectors

Automotive

The Automotivesector has a long history of grappling with and innovatiiidy environmental

standards, but the new wave of regulations facing the sector are some of the most challenging in
recent history. These standards tend to focus on stricter emissions limits in thetehoareind

the phase out of internal combustion engineghie mediumterm. These shifts will impact South

I TNAOF Q& F2dzNJ O2NB | dziz2zY23GA3S a@OwcNd autoy | YSTE
components and catalytic converterg which collectively account for upwards of 35% of total

exports to Europe.

At EU level, progress on decarbonising autos is already underway through a 2019 decision by the
EU Commission (Regulation 2019/6@)ropean Parliament and Council of the European Union,
2019), which requires automotive manufacturers to reduce emission8h$% between 2021

and 2030(Haas and Sander, 2020he Fit for 55 package released in July 2021 redoubles these
commitments, and further adjust emissions regulations to require a 55% reduction by(i»@30

dti, 2021d)

At member state level, nineountries have announced an end to the sale or registration of
internal combustion engines in the coming decadasstria (2020), Denmark (2040), France
(2040), Germany (2030), Ireland (2030), the Netherlands (2030), Slovenia (2030), Spain (2040),
and Sweeén (2030)(Burch and Gilchrist, 2020n addition, Portugal has phaset regulations

in place without moving to a full ban, and countries on the European periphery, such as Britain
and Norway, have announced similar bans. The collection of countriggyaagainst internal
combustion engines account for over 81% of total South African automotive exports to Europe
(including the UK).

At present, allautomotive sector productsexported to the EU from South Africa are internal
combustion engine cars, and tually the entire value chain is expected to be impacted by the
ongoing shift to electric and hybrid vehicles. European consumers show an increasing preference
for electric vehiclegEVs) although the sector still accoued for a minority (11.9% of new ar

sales in 202QACEA2021) Electric vehicleHV) demand also differs substantially by country and
market segment, but demand tends to be higher in South ARicaain EU export markets
notably Germany.
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The shift to electric vehicles and leemissioninternal combustion engindCH vehicles is likely

to be selfreinforcing. As EVs assume a growing share of the market, pressure will rise on
petroleum producers and retailers, likely increasing costs for ICE cars, and speeding up the shift
away from these vehicles. This inflection point is a Higk zae for South African producers if

they have not yet substantially transitioned to EV manufacture.

Heavyduty vehicles face many similar challenges to those facing passauigenotive but to a
less stringent degree. This largely stems from the fact éb@ttric engine technologies are, at
present, less suited to loAgnge heawduty vehicles. Nevertheless, the EU introduced the first
zonewide emissions restrictions on heauyty vehicles in 2018 although implementation will
only start in 202%Europe&n Parliament and Council of the European Union, 2048jional bans
on combustion engines do not generally place limitations on helaxy vehicles.

Market expectations appear to differ between headyty and passenger vehicles, and there is
evidence tha trucks are much less likely to undergo a radical shift to electric vehicles in the
short term, with only about D00 electric heawduty trucks registered in the EU as of
2019 (IEA, 2021)This will likely change as the technology advances and pressymes on
petroleum begin to bite. The electric market is likely to expand more rapidly inuighy
vehicles and recreational trucks, which may have an impact given South Africa's traditional
strengths in some of these areas.

While consumer market é&nds will impact auto firms, component manufacturers will likely be
more significantly affected. As discussed in detailthe technology section below, the
consolidation of the sector around the production of a few core electronic components will likely
permanently displace many suppliers of traditional mechanical components. Without repeating
the analysis irthe technology sctionbelow, an estimated 6,2% of South African auto exports

to the EU are assessed as being at high risk of displacement due to the changing demands of the
EV value chain.

Catalytic converters, which are by far the largest auto component exported to the EU, make up
the bulk of ths share of highiisk products. Understanding the impacts of the transition for
catalytic converters is complex. In the sheetm, demand for catalytic converters will likely
increase as stricter standards increase demand for pollution control system&uvdg changes

to catalytic converter technologies (including reductions in platinum content) and the eventual
rise of electric vehicles will both likely lead to significant reductions in exports overdime
although the timeline for this shift is diffiduio judge.

In many waysautomotiverepresent an advanced vision of the type of regulatory changes that
canbe expectdin multiple sectors in the future. The nature of the autos transition and the risks
involved are well known, and domestic policy sugpaready acknowledges these shifts and is
planning to adapt. The globally integrated nature of the auto industry also means that risks tend
to be less concentrated at a national levelpaiginal equipment manufacturer©EM$ have the
necessary capacitp drive changes across all their major productive hubs.

Nevertheless the scale of the regulatory changesand the accelerated pace of the
transformation rolled out with the Fit for 55 packageequires renewed and urgent attention
for South African eporters and their suppliers. Special attention needs to be paid to component
manufacturers, both to assure firms are positioned to adjust their offering to a very different
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sector continues to be a draw for OEMs. While attention needs to focus on producers of
mechanical components, there seems to be substantial scope to offer additional support to
transition other component suppliersuch asautomotive leather and amposite fixtures, to a
more sustainable basis.

While automotiveare among the most at risk from the transition in the EU, the impact on these
changes on small firms is likely to be less pronounced. A number of smaller firms do participate
in the auto compaents value chain, but these companies still tend to be relatively large by South
African standards. Risks do, however, remain high that the transition could raise barriers to the
entry of smaller firms in the sector, as shifting standards and expectatiomsg OEMs trickle
down to reinforce the complex standardisation processes that already leave small firms on the
margin of the sector.

Mining and quarrying

On the opposite end of the spectrum froautomotive, the Green New Deal has relatively little
to say on mining and quarrying. Much of the focus on the sector in exiBtBignitiatives has
rather been on security of supply for the types of critical raw materials @egé&mlproduce things

such assolar panés and battery storage technologies. These initiatives identify a number of
productsc like rhodium and iridiung that will likely benefit South African miners.

Nevertheless, th&€GDO2 dzf R Kl @S adzadl yiAaAlt AYLI Oda 2y
the regulation of enduses of products. The clearest example of this is platinum, which faces
many of the same uncertainties associated with the production of catalytic converters, which
remains the largest industrial use of platinum. The rapid displacernEr@bmbustiorengine
vehicles could lead to a sharp decline in platinum demand, and challenge the viability of some of
{2dziK ! FNAOIFI Q&4 Y2NB YINHAYlIf YAySao

These risks may be offset by the expanded use of platinum metals in battery technologies and
other innovations, but it remains difficult at this time to make this assessment, given the breadth
of competing technologies in the energy storage space. In general, it should be expected that the
highly volatile price environment for platinum will continue imetshortterm, even if a rapid
secular decline in demand seems unlikely.

Similarly to platinum, most of the market concerns for South African mined goods are inglirect
driven by shifting demand patterns for the end use of goods further downstream framapy
mineral commoditiesTable 10maps out the primary uses for the core cluster of commodities
exports to the EU.

Table10: South African mining exports to the EU, end uses

| MINERAL ~ PRIMARY USE | SECONDARY USES
Platinum Group Metals | Catalytic converters Catalysts for bulichemical
(PG MS) production and petroleum

refining; dental and medical
devices; electronic applications,
such as in computer hard disks,
hybridized integrated circuits,
and multilayer ceramic
capacitors; glass manufacturing

31

{:



investment; jewellery; and
laboratory equipment

Iron ores, concentrates | Steel
and chemical derivatives

Diamonds Jewellery Computer chip production;
construction; drilling for

minerals, natural gas, and oil;
machinery manufacturing; stone
cutting andpolishing; and
transportation (infrastructure
and vehicles)

Preciousmetal ores, Electronics, jewellery, silverware, coins, | Antimicrobial bandages, clothing

concentratesand their photography IEMEGENIER S, € [plesiies
. .. batteries; bearings; brazing and
chemical derivatives

soldering; catalytic converters in|
automobiles; electroplating; inks
mirrors; photovoltaic solar cells;
water purification; and wood

treatment
Titanium ores, Aerospace Defence, chemical processing,
concentratesandtheir marine hardware, medical

implants, power generation,
consumer, and other application

Zirconium ores, Ceramics, foundry sand, opacifiers, and | Abrasives, chemicals _
concentratesand refractories (predominantly, zirconium basic

- sulphate and zirconium
chemical aenvatives oxychloride octahydrate as

intermediate chemicals), metal
alloys, and welding rod coatings

chemical derivatives

Manganese ores, Steel Dry celbatteries, in fertilizers

concentratesand and animal feed, and as a brick
. o colorant

chemical derivatives

Chromium ores, Ferrochrome/stainless steel Tanning, metal plating,

concentratesand machinery

chemical derivatives
Source: USGS (2021)

A number of downstream industriesparticularly steel and ferrochromeare at high risk from

the type of carbon border adjustments detailed in above, but few are likely to be directly
impacted by regulations related to the environmental transition. Risks are higher for a number
of seconday uses, notably in metallic chemicals and fextils, but the composition of this impact

is difficult to understand in the absence of a dedipe analysis into particularly minerals value
chains. Similarly, some issues that are often bundled with sudisitya
concernsg such as ethical sourcing and voluntary standards on fair tiadee relevant, but
largely outside the scope of this paper.

On balance, it seems the bulk of risks to the mining sector are concentrated in platinum and the
impact of acarbon border adjustment mechanisiwn steel and ferrochrome, but direct effects
from changing market demand are not obviously a concern at present. In the tdvonmt
potential disruptions may be offset by increased demand from the EU for crucial raw materials
that are needed to drive the transition. This is particularly the case for minerals classified as
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critical raw materials by the European Commission, which includes major export commodities
such a?GMs, vanadium, and fluorspar.

In addition, small firms aount for a particularly marginal share of mining, accounting for less
than 0,4% of taxable incon{8ARS and National Treasury, 2020y thus the impact of potential
disruptions are unlikely to significantly impact SMEs.

Metals

Metals share many similsies with the minerals value chain described above, particularly in the
risks posed bygarbonborder adjustment taxes (detailedboveg. Similar to many base minerals
and metals ores, processed metals productsratlikely to fall out of favour amarkets shift to

a more sustainable footing, and indeed many of the components used in key green investments
are heavily reliant on inputs from the metals sector. The core transformation facing the sector is
the shift to more sustainable production techuigs, rather than a shift towards new competitor
products.

Perhaps the market consideration that is most pressing for metals is the potential for rising
recycling of metal scrap in the European Union, combined with improvements to recycling
technologies andhe achievement of critical levels of existing metal materials that are suitable

for recycling. The ability to recycle metals varies by type, and in many cases scrap metal is only a
component in the production of primary metals products. The average liagy@ates and share

of recycled content for different metal exported to the EU can be found below.

Tablell: Recycling rates for key metals exports

PRODUCT 7 SHARE OF AVERAGE AVERAGE RECYCL
EXPORTS RECYCLING RAT CONTENT
TO THE EU

Ferroalloys 4,60% More than 50% 10%- 25%

Stainless steel 1,50% More than 50% 10%- 25%

Aluminium 2,20% More than 50% 25%- 50%

Waste and scrap of precious 0,90% More than 50% 25%- 50%

metals

Copper 0,50% More than 50% 10%- 25%

Pig ironand other primary forms 0,40% More than 50% 25%- 50%

Nickel 0,40% More than 50% 25%- 50%

SourcelUNEP (2011)

la GKS (lroftS AYyRAOFGSaY {2dzikK ! FNAOI Qa SELR NI
products are already in the highest category of recycling rates identifigtioinited Nations
Environment Programm@JNEP)nternational Resource Panddut improvements in the rate of

recycling are feasible, even if they would be challenging. Despite this, the extent of the risk posed

by improved recycling is mixed. This is largely because recycled inputs are already a standard part

of metals productionand wouldnot necessarily displace existing smelters through the creation
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of specialised recycling facilitieg effectively, existing smelters already double as
recycling facilities.

Core risks are clustered in efforts by various regioamduding the EU, to potentilgi limit the
SELRNIG 2F aONI LI YSGlLtad ¢KS 9! A& o0& FIN GKS
typically shipped to producer countriesich asTurkey or India, or European producersch as

Belgium and Italy. Inde with the Circular Economy Action PI&BC and Eopean Economic and

Social Committee, 2020.

The EU has proposed revisions to Regulation (EC) No 1013/2006, which governs the export of
waste products from the regioriKaramfilova, 2021)While the regulations are still in the
development process, there is widespread belief that the rules will either ban or place significant
restrictions on the export of waste.

The aim of the regulations, as stated in the Circular Economy Action Rlag,isa G { S | OGA 2
the aim toensure that the EU does not export its waste challenges to third countrigstions

on product design, quality and safety of secondary materials and enhancing their markets will
contribute to makingP NS O& Of SRabBy OKXISNJ9 ! 2 NJ ljdzl f Al GA DS
(emphasis in the original tex{EC and European Economic édial Committee, 2028). As
presently written, the strategy would impact the export of metals scrap, which is classified as a
waste produce in thexisting regulations.

If restrictions were placed on these exports, European metals producers would gain access to a
captive market for a core productive input, at a time in which various courgfiesluding South

Africag are struggling to access cheaeliable sources of scrap metal. While South Africa does
not source scrap from the EU, existing global scrap shortages could be worsened by a major scrap
exporter like the EU limiting exports. For example, India is by far the largest purchaser of South
African scrap, and would lose access to a rough2P@million in imports of scrap from the EU

¢ potentially resulting in expanded efforts to source scrap from existing suppliers like South
Africa.

Given the limited production capacity in the EU, and trexy high costs associated with
investments in the metals sector, it is unclear if this competitive advantage would be significant
enough to change market conditions, but it is a risk worth watching.

On balance, market risks in the metals sector are worth monitoring, but are relatively mild in the
shortterm ¢ and certainly much less pressing than risks from carbon pricing and border
adjustment taxes. Small firms are also less impacted by what ris&sisto since the production

of metals is extremely capital intensive and exports are dominated by a few large firms.
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Agriculture, forestryand fishing?

While smaller in absolute terms than sectors like mining and metals, agriculture is perhaps the
mod highrimpact export product to the Egfeaturing relatively high shares of earnings for small
firms, high proportions of lovgkilled labour, and good potential for additional processing. The
specific agricultural products exported to the EU are alsdivealy low on carbon emissions, with
most of their emissions stemming from gffid power generation, liming, and embodied
emissions from value chain linkages to sectors like fertilgsthie supply chain section below).

Agriculture is already highly gelated, with extensive sanitary and phytosanitary restrictions and

a complex broader regulatory environment that is strictly governed by agreements such as the
SACUM Economic Partnership Agreemém free trade area between th&Uand the SACU
member states and Mozambiqu®artly as a result of this, expestiented growers in sectors
such a<itrus or table grapgare highly sophisticated, with strong existing control systems and
strong capacity to engage with new and emergingutatpry changes. Smaller firms, which are
more likely to target the domestic market or immediate regional neighbours, are less exposed to
potential regulatory changes. On balance, most major South African agricultural exports to the
EU are well positionetb respond to potential changes.

However,there may still bechallengesassociated withi KS 9! Q& CI N (EC2 C2 NJ
2020b) Farm to Fork is a major strategic shift to move EU agriculture towards a more sustainable
basis, including initiatives to deice the carbon footprint of farming, promote a Hiased

economy, reduce the use of chemical pesticides, avoid waste in fertiliser use, and expand organic
farmingg among other issues.

The strategy at present is relatively light on specifics on how tbhkaages will impact imports,

although it clearly does have global ambitions. The EU envisages Farm to Fork as an effort
G261 NRa aaSadAay3a 3t 2ol f a0FyRIENRA&AET y20Ay3 |
issue and food systems will have to adadtt F I OS R A @S Wik Srat€yitotedtitay 3Sa ¢ ¢

OEU trade policy should contribute to enhance cooperation with and to obtain
ambitious commitments from third countries in key areas such as animal welfare,
the use of pesticides and the figdainst antimicrobial resistance. The EU will strive
to promote international standards in the relevant international bodies and
encourage the production of agiood products complying with high safety and
sustainability standards, and will support sredhle farmers in meeting these
standards and in accessing markets. The EU will also boost cooperation to improve
nutrition and to alleviate food insecurity by strengthening resilience of food systems
and reducing food wasés; EC, 2020b

While it is generdy too early to know what specific rules will accompany the strategy, and how
these will impact South African farms, a few initial details are worth noting.

2 Forestry issues are discussed alongside thp,paperandwood productssubsection.
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The first is that the strategy appears to take a more stringent line on the assessment of import
tolerances for foods using pesticides that are not approved in the EU. Rules have already begun
to be tightened, with a 2020 decision by the European Food Safety Authority reducing the
maximum residual pesticide levels allowed on agricultural productsh&uréstrictions on these
tolerances will raise the need to assist smaller farmers in transitioning to expampatible
pesticide regimes, and will also increase the impact of the expected revisions to Minimum
Residual Levels (MRL) for pesticides as @fdite Farmto-Foik shift.

Second, are a broader set of concerns on the need to prevent offshoring of production in light of
new regulations, and to improve the resilience of agricultural supply chains. Discussions in the
European Parliament have occasitpalrawn parallels between the Farm to Fork Strategy and
the European Carbon Pricing Mechanism, particularly on the need to assure that stronger
regional restrictions dmot encourage the ofshoring of productior{Southey, 2021)This raises

the potential of agricultural specific restrictions that somehow parallel those implemented under
the CBAM or which could take on the more traditional agricultural form of expanded subsidies
to encourage farms to adopt sustainable practises.

Beyond these regulatory concerns, consumer expectations may also play an increasing role, as
voluntary certifications become more popular and demanded in the EU market. Organic farming
and certifications like Fair Trade are popular in the European Uar@hare often cited as a way

for smallerscale farmers access highlue markets, in a way that highlights existing traditional
farming approaches. However, as recently highlighted by UNC({EMnin and de Cordoba,
2020),there is limited and contradicty empirical evidence on the impact of these certifications

on trade patterns, which makes it difficult to conclusively proclaim on the role played by these
voluntary standards.

While the direct market implications of these shifts are difficult to judgea atacro or national

level, there is clearly a need to assure that organic farming is available to the South African
agricultural sector as strategic tool to use in cases when it can have an impact. Farmers need to

be aware of and have access to voluntasrtifications for methods like organic farming.

| 26 SOSNE {2dziK ! FNAOFQA 2NHIYAO TFINXAYy3 aSoi
assessment categorising existing organic systems as an Infant (Ecological Organic Agriculture)
Countryg a grading thaplaces South Africa behind 13 other African states.

Without going into detail on the state of organic agriculture in the country, at a high level there

may be a need to develop formal domestic certification standards (which are currently privately
developed), and to help farmers access the private standardgiders that certify for organic

labelling in the EU (such as SGS and Ecocert). While the future of the integration of organic
farming into theEGDreforms remains uncertain, consolidation of organic standards in the EU

may actually help with this pross, by allowing farmers to coalesce around a more established

set of guidelines. Premptively starting the process of formalising organic certifications locally

Oy KSfL) LIR2aAdGAz2y {2dziK ! FNAOIFI Q& &Gl yRINRA Sy
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Fisheries are in a similar position to agriculture, with the sector already subject to stringent
regulations, and likely to face new and evolving rules as a priority in the Green New Deal, but
with considerable current uncertainty on the specific changes that tmigme about. Marine

pollution and the safeguarding of oceans as crucial carbon sinks are both identified as priorities
inthe EGMa LINA Y I NB | |j dzi O dzénéfoahiis) tha &WNs Biu€ Hadromyiifdr & f S R
Sustainable Futuréiropean Parliament andutopean Economic and Social Committee, 2021)

¢ but much of the focus to date has been on the governance of European fisheries, not imports.

The strategy has a very broad scope, covering topuch asoffshore renewable energy and
carbon emissions from marine transport, while also emphasising many existing efforts to protect
vulnerable food stocks. While a roadmap is mentioned for reducing the environmental impact of
fisheries and broader aquaculturedd systems, the proposed legislative framework is expected
to be tabledonly in 2023. Some smaller initiatives, such as new standards for labelling and
marketing, including disclosing carbon footprints, are expected to be proposed in 2022.

It remains dificult to know what these new frameworks might include. While fisheries are a
politically charged and highly regulated area in Europe, most of this focuses on protecting fishing
rights and preventing illegal fishing. Import regulations tend to rather ersjgeathe type of
sanitary and phytosanitary standards seen in the broader agriculture value chain. Nevertheless,
pre-emptive support to small fisheries may be viable if it focuses on improved control and
monitoring systems, to prepare firms for whatever ditbnal labelling and disclosure
requirements they may face in the future. Helping small firms improve internal controls and
monitoring is beneficial for compliance with a wide range of voluntary standards and compulsory
specifications, and has positivepill overs that help firms identify waste and improve
performancec¢ meaning generalised support of this nature could be viable even in light of the
significant uncertainty that remains on fisheries regulations.

Food, drinkand tobacco

Food and drink expés will be similarlyaffected aswith primary agriculture, and for that reason

many of the observations noted abovelMnot be repeatedin this subsectionHowever, the

largest agreprocessing export, wine, faces a number of additional potential export challenges.
The most serious concerns relate to emissions standards (such as the EU Emissions Trading
Scheme and Effort Sharing Decision), and related monitoring efforts (such asdgie Barket

for Green Products Initiative), but a number of market risks are also nofstadatmassonClair
andMataba,2020).

In particular, concerns on transport and packaging costs have led to a shift away from bottled
wine exports to bulk wine exports, and may accelerateegsilations and carbon pricing on these
parts of the value chain come into effect. This erodes the benefits of wine exports, by removing
important value chain linkagaa the glass packaging sector, and potentially undermining local
brand owners and theiassociated marketing margins. Significant increases in bulk exports may
also complicate market access, as quotas for drgg access under the EU Economic Partnership
Agreement are larger for bottled than bulk wine.
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Figure5: South African wine exports to the EU, by packaging type
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Worryingly, the shift to bulk wine exports largely impacts smaller, lessestdblished firms, as

higherend manufacturers have the bramgcognition needed to defend their own packaging
(MontmassonClair and Mataba, 2020\side from repackaging for house brands, bulk shipping

Ffa2 OoONAy3da aSO2yRINE NARAlAZ 6AGK ¢Lt{ LINBJDAZ2
their wine could be blended with loweguality wines, which could present a reputational risk for

0 KS AN LMdRtRas=0HCEiE and Matah, 2020).

For the purposes of this project, these issues are of greatest concern because they make entry
into the wine export business significantly more complicated for small firms. This is both because
of the direct impacts details above, but also base the resultant gap between large and small
producers can make it difficult for smaller firms to invest in the type of upgrading, branding and
packaging needed to eventually transition to higher end retail.

While it is too early to definitively say whimmpact the Green New Deal will have on the shifting
market for bulk wine, close observation will be needed to assure that this ongoing trendhotoes
combine with the shifting standards requirements mentioned, to further complicate the already
difficult prospects for export for small firms.

Chemicals, plasticandrubber

z

{2dziK ! TNAOIFI Qa SELRZNIA& 2F OKSYAOILfa yR LXI &
chemicals, most of which have a wide variety of applications in a number of industiiesdMe
exception;d dzOK | & & dzZ LIKdzZNRa aidNRy3dI RSLISYRSyOS 2y &
COKSYAOIt SELRNIAQ RAGSNAS Ol fdzS OKFAY YIF{1Sa 7
chemicals exports. Most of the chemicals exportedSouth Africa are bgroducts of either

primary petroleum refining or mining, and thus production is often disconnected from demand

¢ further complicating the prospects for a broad assessment of the sector.
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Most of the regulatory impact on chemicalstvil 6 S RNA @Sy o6& GKS 9! Qa /
Sustainability(European Parliament and European Economic and Social Committee))2020

which governs changes to the chemicals sector as part of the Green New Deal. The Chemicals
Strategy centres on significantly more stringent restrictions on the use of harmful chemicals, or

on the use of chemicals that may pose a risk when used in condunaith others (the secalled
WO201UlFIAf STFFSOUIQUD® ¢KAA gAff 0SS AYLI SYSYGSR=:
regulations, namely Classificatiobhabellingand Packaging (CLP, which governs warnings and
labelling requirements) and Retyation, Evaluation, Authorisation and Restriction of Chemicals
(REACH, which governs the use of chemicals).

At present, the specifics of which chemicals are impacted, and what these impacts will be, are
not clear. However, a general indication of the siskvolved can be scoped based on existing
chemicals regulations. Tabl2 shows the current classifications applied to the tidpchemicals
exports from South Africa to the EU.

Tablel2: Classification and labelling requirements of major chemical expdashe EU

CHEMICAL ENVIRONMENT HUMAN HEALTH
Sulphates of copper Yes Yes
Hydrocarbons, acyclic, unsaturated (excludin Yes Yes

ethylene, propeneapropylene, butene
dbutylenet and isomers thereof and buth,3-
diene and isoprene)

Vanadium oxides and hydroxides No Yes
Butan1-ol én-butyl alcohof No Yes
Phosphates of calcium (excluding calcium No No

hydrogenorthophosphatédicalcium
phosphaté): other

Sodium dichromate Yes Yes
4-methylpentan2-one omethyl isobutyl ketoné No Yes
Propanl-ol épropyl alcohaRdnd propan2-ol No Yes
gisopropyl alcohd

Esters of acrylic acid: butyl acrylate Yes Yes
Carbides, whether or not chemically defined No No

(excluding of calcium or silicon, and inorganic
organic compounds of mercury whether or no
chemically defined)

SourceEuropean Chemicals Agency (ECHA) substances database, https://echa.europa.eu/infesrmakiemicals

The most significant risks are for products classified as being a risk to the environment, which
includes sulphates (primarily used in agriculture), acyleydrocarbons (use varies by type),
sodium dichromate (primarily used in ferrochrome production), and butyl acrylate (primarily
used in paint manufacture). All four are already subject to compliance regulations, and provided
OKI yasSa | NBy e, terwillNERlY 5 e toddryage any potential changes.
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In generalthe main risks fochemicals are associated with carbon pricing and disruptions to
inputs from the petrochemicals sector (discussed in other sections), and for now the focus on
market regulations should be ongoing monitoring of changing rules resulting from the chemicals
strategy. Support may be needed to assure firms are aware of and able to comply with changes
to existing regulations; but these changes are likely to have significant impactly when
combined with factorsuch aghe rising costs of basic chemicals assaleof slowing byproduct

supply as petroleum refineries cut back on production capacity. While investing in biochemicals
Aa Ly SaaSydAarft Fdzidz2NE AYyAGAFGAGBS F2NJ 6KS &aSC
this shift¢ the decline in petreeum refining will.

Small firms are, in addition, unlikely to be significantly impacted, given the relatively
concentrated nature of the sector, and the dominance by a handful of large producers.

Coaland petroleum products

{ 2dzi K ! FNR O linth& eafyptodess fd Origeskchlar decline, but that decline is

already well advanced in the case of the EU. While coal exports still rank highly when considering
five-year trends, they are less than 3% of the rate they wigears ago, and thEU accounts

F2NJ fSaa GKIFy ™3> 27T {2 dzi KknuéthFaNbeBdid@about e shiftingS E LJ2 N.
dynamics around coal, and the many initiatives that impact coal exports to Europe, these shifts

are mainly already in place, and further changesden the Green New Deal are unlikely to
significantly change the already dire competitive outlook for coal exporters.

Table8: South African coal exports to the EU
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Perhaps counterintuitively, the more serious new concerns with reference to the EU in the coal

and petroleum category are the risks associated with paraffin wax, bitumen and petroleum jelly.

All three are likely to be severely impacted by declining suppN® ¥ { 2 dzi K ! FNX Ol Qa
petroleum production capacity, and from the carbon border adjustment mechanism, which will
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hit hardest on the lowvalue outputs of very high energy consumption processes like petroleum
refining.

However, the three productR 2 Y Qi FI OS AAIYAFAOLYy(l 20Q0A2dza Y
used as intermediaries in sectors such as cosmetics, construction and cagtioge of which

are in immediate risk of serious declines, or have immediate access to competitive altesnati

Focus should likely remain on carbon pricing and sustainable inputs (discussed elsewhere in the
report), while marketfocused risks are monitored as a secondary concern.

Transport equipmentmachineryandrelated items

South African exports of transport equipment and machinery are structured around aircraft
components, heavy earth movers and turbines. Aircraft component exports are likely
underpinned by the supply of components to Airbus by Denel Aerostructures andubleros
Aviation (although the former is expected to cease supply in the near future); while the
machinery and heawgluty earth mover categories are both automotive components that largely
encounter the same challenges as those listed in the automotive section.

The EU Green New Deal does raise transformation of the aerospace sector as part of its long

term ambition, but the priorities within this broad space are not identified. The Green New Deal
ARSYOGAFASR GKFG &F ANJ Ijdzl £ A G tackling 2hdzerfissiansS of A Y LINE
pollutants by aeroplanes and airpasperations(EC, 2019h)ut it remains unclear how stringent

these changes will be in the shoetrm. Given the significant political influence wielded by Airbus,

and the relatively efficientature of air travel already, it seems unlikely that radical changes will

be implemented in the shotierm.

hy olFflyOSY YFENJSG NAR&AlEA F2NJ GKAA NBflFOGA@Ste |
those that are detailed in the broader automotigpace above.

dothing, textiles, footwear and leather

The leather sector is the most prominent risk in the clothing, textiles, footwear and leather (CTFL)
space. Leather is connected to an extremely carbon intensive value chain, botrpiothestion

of hides (through enteric fermentation among cattle) and in the tanning process (through tanning
chemicals sourced from dirty sectors like metals, particularly chromium in the case of South
Africa). Leather was one of the sectors chosenasdp@t (§ KS LAt 20 LINRPINI YYS ¥
Environmental Footprint Category Rules, which aim to standardise assessmentscytlife
OFNb2y AYQDBSY(i2NAS&>Y IyR | LIJSEFENER G2 6S I LINR 2N
work on standardising lifeycle assessments of environmental impact.

Leather also impacts a disproportionately large number of small firms, and is a sector that has
limited resources or capacity to rapidly adapt to changing circumstances. The combination of

high risks, large expage for small firms, and a relatively weak sector resilience means leather is
a significant area of concern.

Most of these risks, again, come from the types of carbon pricing discussed elsewhere, with much
of the lobbying around the issue squarely focusedvhether leather carbon assessments should
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include the carbon burden of livestock. Given the limited application of draft CBAM regulations
to heavy industry, these risk seem to have receded in the dbamt.

Beyond carbon pricing, specific regulatidos the leather sector haveot yet been defined as

part of the Green New Deal. However, risks still remain high that leather could face a backlash
from consumers, particularly among more affluent tiers of the consumer market. In some ways,
leather could le compared to the conditions facing furs during the 1980s/90s, with the sector
sitting on a major environmental fadline that comes with significant risks. For now, however,
there is little concrete action that can be taken until specific regulationgremds make
themselves clear.

Significant options are available to improve the environmental impact of leather at the tannery

phase. Pilot initiatives on green leather, which aim to remove retigked tanning chemicals

from the production cycle, are usdfindicators of potential future interventions. But, on balance,

GKS aSOd2NRna AYLHI OGO oAttt 0SS RSISN¥AYSR 08 (K
calculations on emissions. Considering most livestock used in leather production is bred specially

for the purpose, it seems unlikely that these considerations will be ignored.

Pulp,paperandwood products

Both primary forestry and downstream pulp and paper will likely be impacted by the Green New
Deal. For forestry, changes will likely focus on @ustble practises and certification schemes;
while for pulp and paper manufacture the focus will fall on the carlidensive nature of
production, and the high levels of pollutants produced during the production of pulp products.

While not yet finalisedthe European Commission has begun consultations on an EU Forest
Strategy(EC, 2020dyyhich is closely linked to the EU Biodiversity Strat€gy, 2020en broader
document that outlies key principles for protecting and expanding natural areas within the EU.
The consultations are still at an early stage, and very little is known about what the strategy will
entail ¢ particularly given that it will almostertainly focus on forestry within the European
Union, with regulations on imports likely to only be indirect through this primary concern.

The roadmap for the strategy does mention a previous EU strattgpping up EU Action to
Protect and Restore the 2 NX R Q & (EGCanhtlBudiofiedn Economic and Soamahrittee,

2019) which has an international focus based on stringent certification standards, improved
transparency of forestry value chains, and enhancements to global forestry governance. If, as
seems likely, this is the approach eventually takewaitild bode well for South African exports,

as the country has the highest percentage of Forest Stewardship Goartdied forests in the

world (Ledger, 2017).

It is, of course, possible that unexpected new regulations pose a specific chdbetige South
African forestry sector, but while the approach remains in the abstract, they seersuit to
South Africa positioningself as a supply of wood products with high standards.

Pulp and paper is similarly vulnerable to the green transition, featuring high carbon emissions
YR KAIK fS@Sta 2F o (SN dzaregal&idns thadaiiokild impact LINBE & S
the sector in theEGD outside of the carbon pricing mechanism. Some of the challenges involved
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Group on Energintensive Industrieswhich found limited scope for greening of the pulp and

paper value chain, outside of expanding existing uses of biomass and further deepening recycling
(HighLevel Group on Energgtensive Industries, 2019)With few alternative production

methods avadble, and little current sign of regulations on the horizon, focus for the sector
should remain on carbon pricing, rather than market restrictions.

Mitigation measures

To review the market risks facing various sectors above, the core risks, the extesit ahpact,
and the scope of impact on small firms is outlined below.

Tablel13: Overview of market risks from th&GD exports to the EU

SECTOR SHARE OF E SHARE OF IMPACT OF RISK SCOPE OF RISK
EXPORTS SME
INCOME
Automotive 34.80% 3,0% Very high Broad
Mining and quarrying 15.90% 0,4% High Focused (platinum
Metals 10.50% 5,6% Mid (uncertain) Broad
Agriculture, forestry 7.10% 8,9% Mid (uncertain) Broad
andfishing
Chemicals, plastics 5.50% 3,9% Mid Broad
and rubber
Coaland petroleum 3.90% 0,6% Low Broad
products
Transport equipment 2.30% 8,8% Low Focused
(aerospace)

Food, drinkand tobacco 2.10% 2,5% Low Focused (wine)
CTFL 1.60% 12,3% Mid Focused (leather)
Pulp, paperand 0.90% 7,9% Low Focused (pulpnd
wood products paper)
Machineryand 0.90% 5,6% Low Broad
related items

Source! b / hat¢w! 59 6GNI}IRS RIGILOZ {'w{ ¢FtE {GFITGAEZGAO& HANHAN

Managing a mitigation strategy for such a diverse set of sectors and challenges, and grappling
with the high levels of uncertainty present in regulaitsorelated to the Green New Deal, is
complex. The uncertainty in particular is something that can only be managed by ongoing
monitoring of new regulations as they arise, and consistent consultations with industry bodies
about upcoming changes. As a sys#&im intervention, sectors with weak or underdeveloped
industry representation may benefit most by helping industry bodies build the type of capacity
that could allow them to interpret, analyse, and respond to changes as they arise. Sectors with
existing mdustry representation might also benefit from support to appoint transformation
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championsg specific experts in the body that can drive the agenda on the part of industry
themselves.

For some of the highest risk sectors, changes need to comevatyahigh level, with local
operations of large multinationals working in concert with national government. A clear example
of this is the shift to electric vehicles, and the implementation of new strategic initiatives to
prepare the domestic automotive stor for a drastically different value chain. While the market
risks associated with EVs are probably the most significant in thisrs@bey are also largely
beyond the scope of this project, which aims to prioritise rapid interventions that benefil sma
firms. For this reason, the largest risks do not always align with the best project interventions.

Despite these limitations, a few quiekin mitigation measures are available to manage risks
F3a20AF0SR gA0K GKS 9! QA& ar8duiskSwhs ilNaS mazh ds theyNah (1 NJ
be rapidly and relatively cosdffectively rolled out; but, given that the risks faced are still a way

off, most of their impact will only be felt in the future.

Table 14:Summary ofmarket risks andpotential interventions
SECTOR RISK MEASURES

Crosscutting Support the hiring of a Transition
Champion in sector bodies and/or
export councils facing high risks
Automotive Transition to EVs and lew Rollout of support to South Africar
emission technologies trim and fitting component
manufacturers; for example,
support to agreenauto leather
initiative or to the Composites

Cluster

Agriculture, forestry Farm to Fork pesticide Expanded suppoffora Y I £ §

andfishing standards compliance with maximum residug
levels of pesticides

Food, drinkand tobacco Increasing bulk exports of win| Export promotion support to boost
small producers brand recognition

CTFL High emissions footprint of Supportfor a nationalgreen

leather Leatherlnitiative

Source! dzi K2 NR& O2YLIAf I GAZ2Y

As mentioned, the automotive transition will need to be part of a larger process, and one with

an uncertain future given the drastic nature of the changing value chameker, smaller
initiatives are still viable, if they target support to firms outside of the direct shifting technology.
These firms¢ which manufacture components like fittings, car seats, or supplementary
electronics¢ will need to adapt their designs dnpractises to meet new requirements from
ho9aa> odzi G(KS&aS OKly3Sa ¢2yQi 068 I a O2yL}X SE
electronics. Supporting the sector will help firms manage upcoming transitions, but can also help
LINE G SOG { 2 ditinKas anfaltdmotiveledosyisieniathat can support EVs and other new
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technologies, and thus assist the bigger picture shift in core manufacturing technologies, while
keeping OEMs committed to local production.

The specifics of such an initiative are beydhd scope of this paper, and would need to be
assessed in discussion with industry. But a useful starting point would be to target components
linked to carbon intensive or otherwiglirty¢ sectors¢ such as by pushing for the supply of

green automotivedather for car seats, composite materials for fittings and interiors, and safely
produced polymers and chemical inputs across the board. Positioning these firms as green
suppliers of components that will be in demand by an increasingly trangicused ector, will

FAaFAY FTRR (2 GKS OoNRIR a02L)S 2F {2dziK ! FNROI Q

Agriculture, food and drink industry bodies are already well versed in engaging on changing
pesticide regulations, such as maximum residue limits, and could form useful partners in efforts
to expand preparedness for changing regulations to smaller firmkidesmall farms adopt
compliant pesticides and management practises would improve preparedness for a changing
regulatory environment, and would introduce the type of control measures that can be important
for more ambitious transitions, such as the adoptof organic farming techniques.

Similarly, the wine industry would be a supportive partner of efforts to assure environmental
NBE3dzE  GA2ya R2y Qi dzy RSNXYAYS YINBHAYyA F2NJ AYLl ff
transform pressures towardbulk wine shipping, individual exporters can be empowered to
maintain local bottling and ownership of their wine through strategic export promotion that
targets awareness of brands from small producers. Assisting small farmers to collectively market
products under shared branding may also help create a sustainable platform for companies to
build the type of presence that has enabled larger firms to avoid bulk shipping, by leveraging the
power of their brand.

Finally, leather is an emergent industry withbstantial capacity for further development and
value addition, including for regional neighbostsech agNamibia and Botswana. The mixed level
of developnentin the sector mean that new and smaller firms are well suited to growth built on
new ¢green leatkere techniques, such as alternative approaches to tanning that avoids
environmentally unfriendly chemicals.

Supply chain

In aim of carbon neutrality and the European Commission's Action Plan on Financing Sustainable
Growth, the European Green Deal imposes several supply chain risks for South African green
exporters. It is, therefore, necessary that a supply chain risk assesssn@ujuired to mitigate
potential negative impacts on South Africa's green export trade to the EU.

One of the policy instruments to achieve carbon neutrality will include the life@gdessment

of goods to determine their green credentials. This measwa® hot yet been finalised, but the

EU appears serious about its implementation. The implications are that the EU could demand
that all imported goods should be carbon neutral.
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The EU is unlikely to allow imports from South Africa that have not investge@ming supply
chains. The implications apenalties.This study identifies critical steps towards Sustainable and
Responsible Supply Chains to meet the European Green Deal export requirements. These
include:

A Aneed for expanded standards and traceability down the value ¢chain

A Rising prices for inputs from declining sectors like petroleum refinamgl

A Scarcity of products that are in high demand for green transition purposes

The Standard Chartered Bankarton Dated report that was released in July 2021, examines
the impact ofmultinatioy’ £ 02 Y LI y A Sz&rOplatdsaoh their QupplyyEiifrigure 6
below presents a futuristic 30 year timeline indicating carbon expiry datesuppliers The
textbox onthe right provides a more detailed overview.

Figure6: Illustration of netzero dates for MNCs and their suppliers

Key net zero dates For MNCs Multinational companies (MNCs), in turn, are feeling t

and their suppliers pressure, but with 73 percent of their totamissions
sitting in their supply chain, thie challenge is far from
2020 @ 15% of MNCs have already begur simple.

The majority (62er cent) of MNCs say they wiémove

mu: s some suppkrs that endanger their carbamansition plan
Ay 2dza il 0 KNpD25pt8sisdsto @mastiforir
in five MNCs (78 per cent). Traaggests that, aftough

2030 @ companies are not rampingp action on net zero until|
2030, they plan to staracting on supply chain emissior
much somer.

7 On average, MNCs expeto exclude around a third (34
@ Averagenet zar emisions torget per cent) of their curent suppliers as they transition awa
l from carbon.

Thus decarbonising supply chains is fundamental te
zero transition, and multinational companiggeeds to
2045 @ take action on supplier emissions.

Standard Chartered Bankarbon Dated Repor2021.

2050 @ o«

SourceStandard Chartered Bank, 2021
Global value chains (GVCs) may represent a significant opportunity for SACU to improve the

NEIA2Yy Q& LINR & LIS Odommoditg &kpossE ISikcly ah Jexpahsioyi vgld support
growth, diversification and, ultimately, job creation.
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South Africa and Namibia, meanwhile, show moderate levels of GVC participation. From a
sectoral perspective, serviceparticularly transport, hotels, and restauramtfiave grown more
rapidly than manufacturing in most countries. South Africa has limited backward links in GVCs; in
most sectors (with the notable exception of automotive) its use of foreign inputs in exports is less
than half, often closer to on#hird, of the global averagddowever, South Africa glong with
Namibig makes use of relatively highechnology imported inputs within GVCs. All countries are
positioned relatively weakly in value chains, either far upstream (commodity sales) or far
downstream (enedmarket sales with lined value added, such as Lesotho in apparel).

Regional value chains remain significantly underdeveloped. Apparel represents the one
exception,with regional trade developg significantly in recent years. That said, the apparel
trade in SACU is a short walchain. It consists of cuaketrim operations using mainly inputs
imported from outside the region to sell into South Africa. Incipient value chains may be
developing in the automotive sector, with South African firms outsourcing someiab@nsive
activities into Botswana and Lesotho. But this is likely to remain niche.

This section unpasksomecritical challenges in the netero supply chain transition.

The impact of supply chain emissions is shifting thezeeb pressure from big corporates to their
suppliers. These are often small businesses in South Africa that are price sensitive. Thus if big
corporates are pressurising small companies that are ofeastequipped to deal with the
transition, then the emergingnarket suppliers face the most formidable challenge.

Net-zero supply chain data and knowledge ga$e gathering and reporting of reliable, high
guality emissions data is a real issparticularly in emerging markets, where proxies often used

in place of actual data. Suppliers have knowledge and data gaps, and thus, they cannot report on
zero-carbon supply chain traceability requirements. This will need to be improved over time, but
there is a long way to go, and different data providers use different metrics, making comparison
difficult. Twothirds of MNCs that measure supply chain emissions are using secondary data
sources to plug the gap left by supplier emissions surveys, étihdated unreliable data from
suppliers is a barrier to reducing emissions.

Removal of norgreen compliance suppliersSuppliers that do not meet zeswarbon
sustainability supply chain expectations will be negatively impacted due to MNCs planning to
take azerotolerance approach witBuppliers by 2025. There might be suppliers that are meeting
emissions standards in their own markets, but risk losing business as they are not meeting the
standards set inthe markets they are supplying (Standard Chartered Bank, 202ajor risks

that Southern African SME suppliers are facing is th#a&MNCs are preparing to replace some

of their emergingmarket suppliers with developed market alternatives to hit nero with more

than half of the markets that have no reero government commitments.

Financing requirements for the netero supply chain revolutionA risk identifieds that South
Africa is not yet positioned in terms of adequate 1zetro supply chaifinance. The role of banks
cannot be underestimatedsthere is a financing need for companies in both emerging markets
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and carbonrintensive sectors to transition to net zero. International trends indicate that MNCs
are offering 8ogrants or loans to sygiers to invest in reducing emissions. Raising the required
capital to meet new requirements to participate in supply chain emission reduction will put
additional pressures oamall greenbusineses, for these suppliers are expected to do much of
the heavy lifting. They will have to spend additional costs on traceability and provide regular
audits. Another risk SMBsefacing is an added financial burden. These increased costs will have
to be ab®rbed, and greater efficiencies and a shorter supply chain will be the ideal strategy to
circumvent higher export prices. The Sdand Chartered (2021) reposhows that twethirds

of MNCs target supply chain emissions as the first step on their trangibiurney. Suppliers
cannot do it alone; they need to rely on support from both banks and trading partners to reach
net zero.

Supplychain reductions MNCs are applying a zetolerance approach to their supply chajn
swiftly removingsuppliers that endanger their transition. MNCs expect to cut aroudd@sheir
current suppliers as they respond to rRegro pressureThis hassignificant risks for South Africa
whichis already facing employment shortagesith additional pressure othe economy should
supply chain reductions be implementddmiting the number of participants in the value chain
can ensure less complexity and a reduction of risks. The implicarernisat big corporations in
South Africa (for example the Jsied canpanies) will have to relook asupply chain
optimisation and the impacts on emerging supplieasd vulnerable groups such as female
owned enterprises, youtlowned enterprises and people with disabilities.

This section provides aywverview of the key South African export sectors to the EU that will be
impacted by the risks detailed above, the sectors that will be impaeted the risks impact on
the different sectors.

Mitigation measures needs to address thddaling range of challenges:

Regulatory reform to support financing of the shift to a 1zeto supply chainDuediligence
requirements through the supply chain calls on regulatory reform to standardise approaches to
risk management that measure, monitor, and manage supply chain impahkts.Standard
Chartered Carbon Dated Report that was published in July R@Rdated that small suppliers
have limited regulatory support for decarbonisation. The Sustainable Trade Finance Proposition
builds the Loan Market Association's Green and Sustainaliikgd Loan Principles into
Standard Chartered trade financing framwork, encouraging clients to improve disclosure,
reporting and definition of use, while meeting their Environmental, Social and Governance goals.
Thus new Sustainable Trade Finance Propositisnmgquired to help companies implement
sustainable practiceacross their ecosystems and build more resilient supply chains. Findings
from the Standard Chartered Bank (2021) shows that one out of five MNCs offers grants or loans
to their suppliers to invest in reducing emissions from operations. Carbon markets and
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transparent carbon pricing will provide even stronger signals to reduce carbon emissions and the
tools to manage the related riskfhus mitigation measures needs callsfinancing support.

Capacitybuilding: Small suppliers will need to be supported to decarbonise. They will need to
undergo training to understand how to implement Re¢ro supplychain interventions. It will
require a capacitpuilding programme to ensurgreenbusinesses have the knelow to report

on new auditing requirements to ensure traceability requirements in their supply chain is
undertaken. Increasing supplier skills, addressing the knowledge, gayl providing data
capturing tools will play an important part in a successful-zesb transition. Measures
undertake/ G2 LINE A RS &agacityJbudidingr [dgidErimes wilBadso ensure that
micro, small and medium enterprisgain competitive advantage. This will bridge the data and
knowledge gapualified green suppliers could poterially join a lowcarbon procurement or
green procurementclub. This can offer preferred supplier status to sustainable suppliers, giving
them an advantage over their less sustainable peers.

Mitigating the risk of shortening supply chain€ollaboration througlsharedsustainabilitygoals

is recommended to avoid unnecessary reductions in supply chains that aneemting netzero
requirements (Standard Chartered Bank, 2021/6)ust transition approach can be followed
whereby MNCs can collaborate with their smaller partners to makezast a reality. Research
indicates that MNCs are developing shared sustainability goals with their suppliers, and some are
offering additional benefits and better prices to decarbonissuppliers. Thus collaboration
between MNCs, smaller companies, finance providers and policymakers will alsdi&a. cr
These are recommended measure that can combat potential job losses due to the transition to
a netzero supply chains

Recommendationsof SMEsl¢calgreenentrepreneurs)

1. Build internal support: The key to ensuring that greener supply chain initiatives are
implemented longerm is having the right foundation in place, which means first building a
business case for action. This help$told internal support for greener business practices,
evaluate any potential riskend also help identify the areas whichaction is most needed
to make the supply chain more environmentally friendly.

2. Beaccountable forall emissionsthroughout the supply chain: Businesses need a greater
awareness of all of the emissions produced throughout their supply chain. While it is
mandatory for businesses to report on Scop@itect GHG emissionahd Scope gelectricity
indirect GHG emissiongmissions, thee is currently no legal obligation to report on all
indirect emissions produced throughout the supply chain, known as Sc(pthe indirect
GHG emissiongmissionfWBCSD, 2004)

Technology

Very few companies specialise in exporting. In the overwhelming majority of cases, export
successes are built on success in the domestic market. Building a solid domestic sales base allows
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companies to access the learning, capital and expertise neededdertake the more complex
business of exporting. In the case of South Africa, only a handful of sectors are primarily export
oriented, and most of these are based on specific natural endowments (like platinum or gold) or
the dictates of value chains withfeaw central drivers (likéhe automotivevalue chai.

The centrality of domestic markets to exporters means that exports suffer when there is a
sufficient disconnect between conditions in domestic markets and conditions in target export
markets. This wanotable in the green energy space in recentyearspfhe dzi K ! ¥ NX OF Q&
to supply export markets rose and fell largely in concert with the rise and decline of the
Renewable Energy Independent Power Produeocurementrogramme (REIPPP

The® challenges are particularly marked in cases in which, like the EU in the Green New Deal,
differences in the two markets are the result of an early, aggressive adopter of new technologies.
Supplying a major EU push towards a technology like, for exadlipteputed generation, will

0S SEGNBYSte& RAFFAOQAZ G AF {2dziK ! FNAOI Y YI ydzr
leverage to build quality products and establish the resources needed to enter new, highly
competitive markets.

This section focusesnothe risks associated with this disconnect, which is referred to as
technological compatibility in this report. Unlike the other risks explored in this section,
compatibility risks primarily impact exporters in green sectors, or suppliers of green teginesl

The risks faced by these firms can broadly be divided into three categories: policy divergence,
technological divergence, and supply chain consolidation.

Policy divergenceefers to challenges resulting from a domestic policy environment that requires
FANXVa (2 &aLISOAFITfAAS Ay LINE R dzORPAsz goodiilKistrator &f & y Q
what this looks like; a slowing rollout of renewable energy policy domeally undermined the

potential to supply an increasing rollout of renewable energy globally. Policy divergence can be

a longterm phenomenon, if efforts to protect sensitive sectors like coal or petroleum result in
South Africa being locked out of new lewlogies adopted by more progressive sectors.

But the greater challenge in the context of the Green New Deal may be the lasting competitive
AYLI OGa 27F | GSYLR2NI NE YA aBGDs desgnetl 16 ba feflakg® e | Yo
first-mover push thapulls global change along with it. In contrast, South African policy exhibits

a less certain focus on the green transition. While there are a number of encouraging policies and

a lot of rhetorical support for the transition, these are restrained by sirmested interests,

structural challenges outside of sustainability (such as the viability of Eskothyerious policy
implementation failures.

While a number of South African policy initiatives and companies are well positioned to take
advantage of emiging export opportunities, this will erode if the policy and the technology they
support lags behind aggressive advances in regions like the EU. This is particularly a problem
because trade patterns tend to get locked with initial suppliers best posiined to build deep
relationships and improve their produat and risking locking laggard adopters of new
technologies out of emerging export opportunities in the Iaagn.
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Technological divergenceare more longterm than policy divergences, and refer tbe
competitive impact of different types of green technologies being adopted in different parts of
the world. Global technological differences are inevitable in shifts as comprehensive as those
seen in the green transition. Competing global standardklikély be common across the full
range of new technologies from solar power to electric vehicles, to more technical areas like
biochemicals. The technology adopted domestically can easily lock firms into spheres of potential
exports determined by thosmarkets with common or similar technologies.

These longerm divergences are difficult to anticipate, largely because global standardsitgnd

to be based on absolute considerations of the technology itself, but rather on a complex mix of
compatibilitywith existing technology, path dependency and historical happenstance. Most of
the key preparatory work will have to focus on building a suitably supportive standards
environment, capable of actively participating in global standards setting bodies aridngyor
with firms to assure ease of adoption of new standards, and strong interoperability with foreign
standards.

Finally,supply chain consolidatiomefers to the risks associated with new technologies having
supply chains that are structurally less ogerparticipation by a significant number of supplier
firms. This is a common challenge when transitioning from mechanical to more digital or
electronic technologies, in which key components can be developédas single whole unit.

For example, estimatésom UBS note that an internal combustion engine has 113 moving parts,
whereas a comparable electric engine has three moving gamganing a radical compression

of the potential for firms to supply the autos value chdiBS, 2017).

The challenge of ik consolidation is particularly worrying for emerging markets, which tend to
specialise in simpler technologies, such as engine housings or structural compasentbe
example above, as a steppHstpne to moving up the value chain. That is much ndifcult if
stepping onto the value chain requires an immediate jump into producing a few extremely
complex electronic components. Even among relatively simple electronics components, such as
printed circuit boards (PCBahd microcontrollers, South Africa has a limited manufacturing
presence; and these fundamental changes to the scope of value chains may impact firms in ways
that will be difficult to offset even with good policy.

Assessing these risks is complex, but one usghrting point is to compare different policy
initiatives and transition plans between South Africa and the EU, as a baseline for understanding
the potential for divergence between the two markets. This divergence, and the implications for
exports, is eglored next, followed bywiew of mitigation measures, although it should be noted
upfront that the risks in this section are much more difficult to offset than those seen elsewhere.
This is because divergence risks can often only be countered by thegstratélout of new
technologies in the domestic economy, which is a prospect well beyond the scope of this project.

Strategic support to improve access by small firms to new technolag®sch as through
establishing an Innovation Observatarynight bethe best point of leverage to intervene in an
environment that remains extremely fluid and unpredictable.
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Affected sectors

While the Green New Deal provides a useful framing for European efforts towards the green
transition, in reality EU policy on theaimsition is governed by a spraw! of different strategies,

many with overlapping or connected mandates. As can be se€abb 9, a rough collection of

some of these key strategies demonstrates the breadth of the focus areas being tackled. South
Africa hasclear equivalents for many of these documents, but in reality the approach to the
transition in most sectors has been to integrate considerations of new technologies or changing

conditions into broader planning documents, such as sectoral masterplansoad Istrategic

plans¢ a difference that makes it difficult to directly compare transition obligations, but still

provides some indication on key considerations like which technologies are favoured.

Table9: Core documents athe green transition, select subject areas

SUBJECT AREA
Clean energy

' EU STRATEGY

EU Energy System Integration
Strategy

' RSA STRATEGY

Integrated Resource Plan

A Hydrogen Strategy for a Clima
Neutral Europe

Hydrogen Society Roadmap

Offshore renewable energy

Integrated Resource Plan

Sustainable agriculture anc

Farm to Fork Strategy

No central strategy

forestry

Sustainable Common Agriculturg
Policy

Strategic Plan for South African
Agriculture

Sustainable blue economy

Operation Phakisa

Organic Action Plan

National Policy on Organic
Production

Roadmap: EU Forest Strategy

Masterplan for the Commercial
Forestry Sector in South Africa

EU Biodiversity Strategy for 203(
Bringing nature baciato our lives

National Biodiversity Strategy an
Action Plan

Sustainable industry

European Industrial Strategy

Reimagined Industrial
Strategy/Sector Masterplans

Masterplan for a Competitive
Transformation of EU Energy
intensive industries

SectorMasterplans

Circular Economy Action Plan

National Waste Management
Strategy

Chemicals strategy for
sustainability

No central strategy

Methane Strategy

No central strategy

Sustainable mobility

European strategy on Clean Air
and Energ¥fficient Vehicles

Auto Green Paper on the
Advancement of New Energy
Vehicles in South Africa

European Battery Alliance

No central strategy

CO2 emission performance

standards

South Afric& LowEmission
Development Strategy 2050
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Construction Renovation wave Green Building Framework and
Policy
New European Bauhaus No central strategy
Zero pollution Action Plan National Cleaner Production
Strategy

Source! dzi K2 NR& O2YLIAf I GAZ2Y

The level of detail in existing EU plarsund the Green New Deal varies grealtymany cases
specific technologies are not the focus of strategic documents, which tend to rather focus on
broad concepts and approaches. This will change aE@iaand its constituent documents move
from conceptio implementation, but at present this lack of detail makes it hard to anticipate the
impact of changing technology on South African exporters. As a placeholder for some of this
detail, industry inputs to th&GDand related strategies are also examinadd at time provide

an indication of where¢ from the narrow perspective of industries themselvesnew
technological priorities may lie.

Tablel0: Select industry responses to the BGD

SECTOR STRATEGY AUTHOR \
Metals A greendeal on steel European Steel Association
(EUROFBR

Chemicals, plasti@ndrubber | Cementing the European Green | European Cement

Deal: Reachindimate neutrality AssociationCEMBUREAU
along the Cement and Conrete
Value Chain by 2050

Multiple European Battery Alliance Various
Pulp, papeand Innovative BieBased Products for { Cepi
wood products Sustainable Future: A

Confederation of European Paper
Industries Cep) study on Pulp and
Paper Industry biorefineries in

Europe
Chemicals, plastics Molecule Managers: A journey int{ European Chemical Industry
andrubber the Future of Europe with the Council (€fic)

European Chemical Industry
Foodanddrink Position paper on the European | Glass for Europe

Green Deal: operationalising the
decarbonisation agenda
Source! dzi K2 NR& O2YLRAf I GA2Y

The following sections provide a brief overview of some observations of key technological
divergences, and on the impact of technological changes mentioned in the docunments
Tablel0. As a higHevel summary, these sections shoulat be considered a deegive on polty,

but rather a useful initial benchmark for comparing approaches, which should guide further
focused work on specific areas of vulnerability.
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Energy

While not the focus of the challenges assessment, it is worth noting that many of the types of
technolagical compatibility questions that arise for traditional export sectors are similarly a
concern forGreen Economy products. As a brief example of this shared challenge, renewable
energy is a particularly useful case study of how differences in policy dumgeen combined

with technological change, can create stubborn trade divergences.

Both South Africa and the European Union have significant ambitions to expand the role of
renewable energy in their energy mix in the coming decades, but both the exsttig of
NEySglofSa yR (KS tS@Sta 2F [ YOAUA2Y RATFTFSNI
G2 K@RNRStSOGNROIT SySNHe&:X GKS NB3IAZ2Y Kl a O ai
energy sources in the broader energy mix, as casees inFigure 7 This trend is likely to remain

for the immediate future, and in 2022 alone the European Union is expected to install almost
nine-times more new renewable capacity than the entire Sdharan AfriclEA, 2020)

Figure7: Renewable energy as a share of total energy consumption
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over the continuation of REIPP undermined the potential to leverage this shared focus on
renewabletechnologies into real export success. While the RERRRd inspire investments by

major manufacturers, li& inverter producer SMA and wind tower manufacturer DCD
(MontmassonClair,2020g).

Both subsequently closed their local operations during the uncertainty around the REHR$
highlights both the need for a renewed domestic focus on renewable energy in order to underpin
exports to the EU, and the importance of leveraging exports to stabilise local manufacturing
during periods of subdued government procurement.
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At the hidh level, there is good technological compatibility between the two regions. South

I TNAOI Q&8 NBySslo6fS SySNHeé& YAE phbtovdltaicoS) LINRA Y|
solar (Department of Mineral Resources and Energy, 20Miich broadly matches the two

major categories of technology employed by the EU (excluding hydro power), as highlighted

Figure 8

Figure8: Share of installed renewable capig in the EU, by technology, 2019
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Beyond this highevel assessment, differences in specific technologies used are likely to occur,
odzi Yzaid 2F {2dziK ! FNAOI Qa4 SELRNI LRGIGSY(GAl ¢t
significantly impacted by these differencessuch as wind tower components, or solar panel
housings. South Africa is also wgtisitioned for certain newer technologies, such as the rollout

of smart metering solutions, which are generally versatile endoghork with a mix of different

energy generation sourcéPAGE 2018)

In general, technological differences do not appear to be a major barrier to the export of
renewable energy componentgzalthough mismatches in ambition and the realisation of plahne
clean energy projects clearly are. The uncertainty brought about by the break in thePREIHP

also make it more difficult to assure investors that future rounds will create adequate assured
demand to make building factories viable, although evidenam previous rounds indicate that

local content requirements should be enough to overcome this barrier. On balance, technological
readiness needs to be matched by policy readiness to overcome potential challenges to realising
the potential of clean energgxports.

Automotive sector

As discussed previouglythe rollout of electric vehicles is perhaps the most significant
technological change facing a major South African export sector to the EU. The transition to
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electric vehicles fundamentally changes the nature of the supply chain. Whereas modern

automotive supply chains have been characterised by a wide network of suppliers providing a

diverse set of mechanical components to a few coordinating OEMSs, electric vehicles are likely to
see a sharp shift in production to the OEMs themselves and to a handip¢cibsist suppliers.

While core parts of the car itsetf like panelling, fittings, and safety equipmeqtwill remain
roughly the same, the mechanical components of engines and drivetrains are likely to shift
radically. & engines have far fewer movinggs than traditional combustion engines, and do

not feature the same type of drive or gearing systems as traditional velfiaigsre 9) The parts

that replace these mechanical components are also much more specialised, and often need to
be constructed a a whole unit, with limited capacity to split tasks between many suppliers and
manufacturers.

Figure9: Moving parts in a standard drivetrain, EV vs ICE
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SourcelUBS (2017)

The contraction of the automotive supply chain as a resuliroEGDBinspired boom in electric

vehicles will impact South Africa, although the relatively diversified component manufacturing

sector should be able to withstand the changes, provided OEMsirecoanmitted to assembly

and production in country as an anchor for the indus@rgble 1lprovides a rough overview of

which exported auto components may be impacted by the shift. As the table indicates, catalytic
converters are at highest risk (and arg far the largest export itenq although these risks are

complex, because demand for catalytic converters will likely increase in thetshartas stricter

emissions standards drive greater need for these parts in ICE and hybrid cars. Leaving aside
catd BGAO0 O2YyPSNISNBEXI FNRPdzyR ooXm: 2F {2dziK ! FNJ
of being impacted by the shift to EVs.
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Tablell: Risk assessment of EV transition for exports of South African auto components

COMPONENT SHARE OF AUT EV RISKS
COMPONENTS
EXPORTS, 2019
Catalytic converters 47,7% High
Engine parts 6,1% High
Tyres 5,0% Low
Radiators/parts 2,4% High
Transmission shafts/cranks 2,2% High
Engines 2,0% High
Automotive tooling 1,4% Low
Clutches/shaft couplings 1,1% High
Filters 1,0% High
Automotive glass 1,0% Low
Gauges/instruments 0,9% Mid
Shock absorbers/suspensions 0,9% Low
Batteries 0,8% High
Axles 0,8% Low
Silencers/exhausts 0,6% High
Ignition/starting equipment 0,5% High
Brake parts 0,5% Low
Gear boxes 0,5% High
Road wheels 0,4% Low
Body parts/panels 0,4% Low
Lighting equipment 0,4% Low
Gaskets 0,3% High
Wiring harnesses 0,2% Low
Stitched leather seats 0,2% Low
Alarm systems 0,2% Low
Air conditioners 0,1% Mid
Springs 0,1% Low
Seats 0,1% Low
Steering wheels/columns 0,1% Mid
Jacks 0,1% Low
Car radios 0,1% Low
Seat belts 0,0% Low
Other parts 21,9% Uncertain
SourcelLamprechi(2021)

It would be difficult to offer direct support to component suppliers before EV production has
expanded in South Africa, particularly because the components required will vary depending on
the specific technologies used by the mix of OEMs in South Africa.
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The Green Paper on the production of electric vehicles in South Af(tbe dtic, 2021d)does
identify EV components that would need to be imporiadhe near termyhowever, the specific
list of these products was natvailable to the author at the time of writing. This approach, of
localising more basic electric vehicle production basednly on imports, and then building to
EV component manufacture, seems a good route to foltplut it will mean that risks and
uncetainties will remain for the near term.

Work will need to be ongoing on the extent to which lost value chain participation is the result
of a lack of appropriate expertise in South Africa, or an absolute contraction of the EV value chain.
While developig the sector, focus should rest on reinforcing components unaffected by the
change, and continuing to develop the electronics sector outsidautdmotive ¢ which may
ultimately have a greater role to play in readiness for EV cars than a history of adhacgion.

Manufacturing

Outside of the two higiprofile sectors above, an assessment of the technological readiness of
broader industry in South Africa is a large exercise, thaaisilybeyond the scope of this paper.
Even within the context of the EU Green New Deal, the rate of rollout of new technologies differs
substantially between industries, and many of these changes are more visible in the changing
regulatory requirementss prevously outlined

The exception to these regulatory and seestrategy approaches is a broader shift in the EU to
moving energyintensive sectors onto a more sustainable grounding.

Even this initiative is a challenging prospect. Many of the sectors ighfdr focused work in

this area are also important export sectors for South Africa. But, as sholabal 12 the scope

for quick wins is limited in most of these sectors. While investments in areas such as heat
recycling in production processes, movioggas from coal for some processes, or implementing
improved downstream recycling all show promise for improvemettisyF NBy Qi ySOSaa
going to be adequate to move carbamiensive sectors onto a sustainable footing.
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Table12: EU assessment of Io@ G technology potential for energyintensive sectors

SECTOR CCu BIOMASS CCS
(CARBON AND (CARBON
CAPTURE, BIOFUEL! CAPTURE

UTILISATION AND

STORAGE

ELECTRIFICATIC ELECTRIFICATIC HYDROGEI
(HEAT AND
MECHANICAL)

(PROCESSES)

Steel Already in use Medium potential | Already in | Already in use Low Already in | Avoidance off
use potential use intermediate
process
steps and
recycling of
process
gases;
Recycling
high quality
steel
Chemicals & Already in use Already in use Already in | Already in use| Already in| Already in | Use of waste
fertilizers use use use streams
(chemical
recycling)
Cement Medium potential Low potential Low Already in use| Already in| Already in | Alternative
potential use use binders;
Improving
concrete mix
design; Use
of waste
streams
Lime Low potential Low potential Medium Already in use Low Already in | -
potential potential use
Refining Medium potential Low potential Already in | Already in use| Already in| Already in | Efficiency
use use use
Ceramics Already in use Low potential Medium Low potential Low Low Efficiency
potential potential potential
Paper Medium potential Low potential Low Low potential | Already in Low Efficiency
potential use potential
Glass Already in use Low potential Low Low potential | Already in Low Higher glass
potential use potential | recycling
Non-ferrous Already in use Already in use Low Low potential | Already in Low Efficiency;
metals/alloys potential use potential | Recycling
highquality
nonferrous;
Inert anodes

Source: High.evel Group on Energytensive Industries (2019)
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An initial analysis of industry plans for seven core EU sethatsalso have notable South African
export implications, reveals a dual focus on skerin efforts to improve efficiencies and
beneficiate waste, and a lorigrm focus on research and development for an uncertain
technological future. This focus means that néamm risks of technological divergence are not
always pressing for major South Africarport sectors, but that ongoing investment in new
technologies will be vitally important in the coming decades.

Steel is a good example of a sector facing thisiwdl O1 LINRPOS&aad ! NBOSy il d:
industrial strategy Wowardscompetitive and clean European st€dargely acknowledges that

steel is adhard to abat& sector, with a timeline for the green transition set at around 2050 and

g2dzf R AGNBIljdzA NSE& NI RAOIf Ofk,y®@§a G2 GKS gl & ai
The core technalgical approaches identified by the EU are improve recycling, better use of waste
energy (heat) produced as a-#pyoduct of production processes, carbon capture and processing,

and the use of renewablenergy based sourceg although the latter would be an

ambitious undertaking, with the EU steel sector consuming as much power as all of Germany
(EUROFER, 2020)

These technologies and approaches are generally still emerging, and while iterative
improvements to the efficiency of South African steel syst&iilba SaaSy d Al f = (0 KSNB
to be large neaterm risks to the sector from a divergence in core productive technologies. Steel
does, of course, remain highly exposed to the carbon pricing risks discugkedarbon pricing

section¢ and there arespill overrisks when it comes to innovation if policies like carbon pricing
squeeze steel margins to such an extent that firms cannot or do not invest in new technologies.
Until specific technologies emerge as clear leaders, the focusliol/pnay need to be remain on

building a steel sector that is healthy enough to adapt to uncertainty.

EUROFERAainly aligns with this view on green steel technologies, arguing that technological

I RO yOSYSyida O2dz R & NB RezBSmnsdy 30% lby 2680 cormps@dralzO ( A 2
Hamy SYEEROFERY2DE

Importantly, however, the industry makes the ability to realise this transition contingent on more
protectionist trade measures, arguing thatthe néalS Ny F2 Odza aK2dz R 0SS a2y
existing and deployment of new tools that effectively tacklistortions from imports and

Jdzl NI yiSS | O0S & Zractiéally Ste iddubtily caNs foNdyo dggressive use of EU

Trade Defence Instruments, the extensioreafsting safeguards, and WTO reforms to allow for

more aggressive action on perceivdistortions.(EUROFER020).

This should be considered a risk for hémeabate sectors across the spectrum. In many cases,
the challenge in transitioning these sectors to a more sustainable basis is the need to adopt new
technologies before they haveeached a financially viable state of development. When
renewable energy faced a similar challenge, state procurement could help offset these costs with
limited distortions to global markets. However, for sectors that are more private sectented,

there is a risk that cost offsets and incentives for early adopters may take more distortionary
forms, like trade protectionism, that can have implications for South African firms. Regardless, it
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now should remain on closely monitoring a rapidly evolving situation.

alye 2F GKS&aS OoNRPIFIR GKSYS&a IINB Oft2aSftée YANNERN
main identified transition technologies are carbon captaed alternative energy sources,
particularly focused on waste afmomass(CEMBUREA 2020).

As can be seen ihable 13 new technologies will play a key role in improving efficiencies and \_
NBRdAzOAYy 3 41 aiSx o6dzi G KS ad@anNdicaly ghangeQligNehiSsjorlist & S
conditions of cement production in the shddrm.

Tablel3: EU cement industry plan for decarbonisation

CATEGORY ACTION SHARE \
Carbon emissions Carbon capture 37%
Clinker Decarbonised rawnaterials 4%
Alternative fuels 9%
Thermal efficiency 3%
Low carbon clinker 2%
Hydrogen and electrification 3%
Cement Clinker substitution 10%
Electrical efficiency and renewable 5%
energy
Carbon neutral transport 1%
Concrete Concrete mix 7%
Carbon neutral transport 1%
Construction Concrete in use 12%
CG capture in built environment 7%

Source: CEMBUREAU (2020)

Industry proposals on policy support for these transformations closely mirror those of steel (and
other hard to abatesectors discussed below). This includes significant direct investment support,
focused on technological development, eader procurement of lovcarbon products, and on
building infrastructure for carbon captuiewith the latter having the potential to ge European
producers the unique ability to rapidly ramp up carbon capture relative to firms in countries like
South Afric CEMBUREAR020)

Similar to steel, the cement industry calls for expanded trade protections, but in this case
specifically focuses on the implementation of a mechanism like the GBEMBUREAR020)

Elsewhere in the construction value chain, glass producers have similar produced a
position paper in response to tHeGD but it focuses almost exclusively on tlode that glass can

play in sustainable construction, waste reductiand the integration of life cycle management

¢ and does not provide much detail on potential changes to production proce¢&ézss

for Europe, 201p

This is likely due to thglass sector having a relatively clear path towards sustainability, given a
high existing base of recycling and the strong potential that electric furnaces have to replace gas
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fired furnaces. Initiatives like Furnace for the Future, a jointiri€lustry intiative to roll out
furnaces sourced from 80% electricity, is an example of the general approach being pursued by
the glass sector. It also points to the vulnerabilities for the South African sector, where a
lacklustre transformation of the domestic energgid means that shifting to electrical furnaces
doesnot offer the same levels of sustainability as those operating in markets with high levels of
renewable energy generation.

European Pulp and paper industry bodye@ has launched an initiative to drivéhe
transformation of the sector, called 4evergreé@epi, 2021).

Much of the work to date appears to focus on the potential for biorefineries to process
alternative feedstock although the logic of this approach appears to be centrednamtaining
forests as carbomsinks, rather than decarbonising production processes. While not necessarily
transforming production processes, the rise of paper biorefineries could be transformative for
the economics of the sector, if firms adopt a modealttteverages the productive competencies

of pulp manufacture to reach the much more diverse market for biorefinery outputs. South
African operations would need to adapt to this shift from pulp to diversified biorefinery
production, and could come under msure if they lag behind or lack the supportive watste
input environment needed to drive a biorefinery ecosystem.

The chemicals sector laid oiis long-term vision for transformation in a position paper called

Molecule ManagergCefc, 2019, which emplasises the role of improved recycling and industrial
symbiosis, as well as the rise of {nased input materials as feedstocks for the chemicals sector.
¢tKAa OoONRFIRfe& FfA3dya gAGK GKS 9! Qa 2FWHKOAIT [/
placing the largest focus on managing waste and improving controls on hazardous substances

also highlights the importance of new productive techniques,-d@eed chemicals, and

the production of more advanced material{EC and European Economic and Social
GCommittee, 2020b)In both cases, the strategies are still emagy with detailed working well

underway on new controls for existing regulaticsiscch asREACH, but weak on the specifics of

potential new technologies. This largely reflects the uncertainties around the competitiveness of
specific biochemical technologies, and the focus of industry and policy will likely progressively
coalesce around technadjies as their competitiveness becomes clear. A similar appQain

a greater emphasis on recycling standargsRSFTFAy Sa GKS LI FadAO AYF
transformation of the sector.

hy oFflyOSs (GKS DNBSY bSg 5 Sihdices & geRerallsgtiR dza (i N.
commitment to embracing new technologies, with a shiatm focus on improving existing
sustainability practiseg, like recycling, the shift to greener sources of energy, and ongoing
improvements in productive efficiency. As discussedhe regulation section aboyenany of

GKSaS OKIy3aSa ggAff AYLIOG {2dziK ! FNAOIY LINEIF
immediate technological compatibility risks seen in sectorsdikemotive

Many of these risks are longer term in nature, widbme core technologies such as green

cement, steel, and chemicadsstill being developed to a point of full market viability. But while

timelines on these changes are lotggm, investment cycles for heavy industries like steel are
similarly longterm, and changes will need to be considered in the development and
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refurbishment of capacity. While focused interventions are probably difficult in many of these
industries, supporting an environment conducive to ongoing research and development will be
key tomaintaining competitiveness and access to the market as core production techniques shift.

Agriculture

A number of the observations about heavy industry apply to agriculture as well, particularly in as
much as new technologies will be the result of iterative development rather than the type of
big-bang shift seen iautomotive That being said, the GreerelN Deal does aim to introduce a

range of new standards for agricultural production and to drive adoption and monitoring of these
standards with new technology. Technology in this case is a broader term than elsewhere, and
often refers to practises and teniques used by farmers and others in the apace. While new
technologies are certainly on the carg#écluding innovations like drone usage and automation
CiKS&aS R2yQil lFftgleéa KIFI@S adaalAylroAftAde Fa
planning under the Green New Deal.

While the Farm to Fork strategy is the grounding document for sustainable agriculture in the
Green New Deal, it doewt have a strong focus on specific technologies. Rather, it lays out the
framework for a conducive environmefor innovation in agriculture, including improvements

G2 AYTFTNF adNUzOG dzNBE 02y aA RS Ndpéetl 2nteret, arid {assurifgl N S N
adequate finance for research and development. The strategy gesfor € 10 billion to be made

available fo research and innovation in the agpace through Horizon 205&C, 2020Db).

In general, the key technological developments identified in the Farm to Fork strategy include:

XYAONROA2YSSE FT22R FTNRY (KS 2i@®@adsyiga > dzND I Yy
the availability and source of alternative proteins such as plant, microbial, marine
and insectbased proteins and meat substitutes. A mission in the area of soil health
and food will aim to develop solutions for restoring soil health and fomst
New knowledge and innovations will also scale up @&gpalogical approaches in
primary production through a dedicated partnership on agecology living
laboratories. This will contribute to reducing the use of pesticides, fertilisers and
antimicrohalst ¢ EC, 2020b

Implementation of much of this work will likely fall to the European Innovation Partnership for
Agriculture (EIFAGRI), which can serve as a useful proxy to understand what focus areas might
be adopted as part of efforts towards sustable innovation in the sector under ti&GD As can

be seenfrom Tabel 14 most of these are structured around innovation in core sectors, and in
key technological areassuch as digitisation, organic practises, management of soil nutrients,
and processing of waste streams.
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Tablel4: EIRAGRI thematic networks

CATEGORY PROJECT

Animal production systems

4DAF- Data Driven Dairy Decisions 4 Farmers

BovINE Bovine Beef Innovation Network Europ

EU PiG EU Pig Innovation Group

EuroDairy A Europewide thematic network
supporting a sustainable future for EU dairy
farmers

EuroSheep European Network for interactive
and innovative knowledge exchange animal
health and nutrition between the sheep industr
actors and stakeholders

HENNOVATIONPracticeled innovation
supported by science and marketiven actors
in the laying hen and other livestock sectors

Inno4Grass Sharednnovationspace for
sustainableproductivity ofgrasslands in Europe

OkNet Ecofeed Organic Knowledge Network
on Monogastric Animal Feed

SheepNet Sharingexpertise andexperience
towards sheegproductivity throughnetworking

Animals and health

DISARM Disseminating Innovative Solutions fg
Antibiotic Resistance Management

EuroSheep European Network for interactive
and innovative knowledge exchange on anima|
health and nutrition between the sheep industr
actors and stakeholders

Digital transformation

4DAF- Data Driven Dairy Decisions 4 Farmers

SMARTAKIS European Agricultural Knowledge
and Innovation Systems towards innovation
driven research in Smart Farming Technology

Ecological approachesnd organic

AFINET Agroforestry Innovation Networks

BIOFRUITNEBoostinginnovation inorganic
fruit production through strong knowledge
networks

CEREREZXreal Renaissance in Rural Europe:
embedding diversity in organic and lemput
food systems

HNMink - High Nature Value Farming: Learnin
Innovation andKnowledge

Inno4Grass Shared Innovation Space for
Sustainable Productivity of Grasslands in Euro

Legumes Translatedlranslating knowledge for
legumebased farming for feed and foaystems

OKkNet Ecofeed Organic Knowledge Network
on Monogastric Animal Feed

OKkNet-Arable- Organic Knowledge Network
Arable

Knowledge and innovation systems

AgriSpin Space for Agricultural Innovation
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EURAKNOSConnecting Thematisdetworks as
Knowledge Reservoirs: towards a European
Agricultural Knowledge Innovation Open Sour
System

Plant health

INNOSETAAcceleratingnnovative practices for
sprayingequipment,training andadvising in
European agriculture through the molsdtion of
agriculturalknowledge andnnovationsystems

SMARTPROTECSart agriculture for
innovative vegetable croprotection: harnessing
advanced methodologies and technologies

WINETWORKNetwork for the exchange and
transfer ofinnovative knowledge between
European winegrowing regions to increase the
productivity and sustainability of the sector

Public goods

HNMlink - High Nature Value Farming: Learnin
Innovation andKnowledge

Rural dynamics and policies

NEWBIE New Entrant netWork: Business
models for Innovation, entrepreneurship and
resilience in European agriculture

Soils

BEST4SOiBoostingbestpractices forsoil
health in Europe

Sustainable cropping systems

BIOFRUITNEBoostinginnovation inorganic
fruit production through strong knowledge
networks

EUFRUITEUfruit network

PANACEAA thematic network to design the
penetrationpath of non-food agriculturalcrops
into Europearagriculture

Valuechains

AGRIFORVALGRringing added value to
agriculture and forest sectors by closing the
research and innovation divide to vaige and
exploit sidestream biomass resources from
agriculture and forestry

ENABLINGEnhancenew approaches irbio-
basedlocalinnovationnetworks forgrowth
- website CORDIE12/2017-11/2020)

INCREDIBL-Ehnovation Networks of Cork,
Resins and Edibles in the Mediterranean basin

ROSEWOOD4-&U Network of Regions on
sustainable woodnobilisation ready for
digitalisation

SKIN Short supply chain Knowledge and
Innovation Network

Water, nutrients and waste

AGRIFORVALGRringing added value to
agriculture and forest sectors by closing the
research and innovation divide i@lorise and
exploit sidestream biomass resources from
agriculture and forestry

FERTINNOW-ATransfer ofnnovative
techniques for sustainablater use in
fertigated crops
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NUTRIMAN Nutrient Management and Nutrien
Recovery Thematic Network

SuWaNu EuropeNetwork for effective
knowledge transfer on safe and economic
wastewater reuse in agriculture in Europe

SourceEIRAGRI (2020)

A couple of key themes can be identified from existing investment in agricultural research in the
EU. Organicafming is unsurprisingly a cresatting theme, which also encompasses focused
research on specific crops (like legumes) that can be used in organic crop rotation strategies.
Similarly, there is the expected focus on more stringent controls on agrichemiceluding in

the management of soils, controls on pesticides and herbicides, and managing antibiotic
resistance among livestocks well as a crossutting focus on water management.

None of these focus arease a surprise, and they broadly align with the overarching strategies
defined by theEGD but they do highlight the risks for South African farmers. The challenge of
many of these changes is that they look set to reinforce many of the most difficult basneié
farmers already face in trying to reach the EU market.

¢CKS 9! Q& AGNAROG O2yGNRE NBIAYSE F2NJ F22R &l -
governance of antibiotics, are often too costly and difficult for small farmers to comply with, and

for that reason most expotbriented agricultural producers are larger farms and processors. To

some extent, this existing imbalance means the changes will most directly impact the large
farmers who are best placed to adapt to them. But the tightening gulations can still be

expected to raise the already high barriers to entry for small farmers, and once again point to the

need for reforms to improve statsupport programmes and revitalise extension services, and to

build an environment in which the antlmns of small farmers can work alongside the high
standards reasonably demanded by European consumers.

While not directly linked to agricultural strategies, the industry will also need to be prepared for
the rise of biebased inputs in many new potentiglient industries, such as CTdrid chemicals

and even traditional mineral value chains like cement. While not directly changing productive
technologies in agriculture, control mechanismgh agegistering waste and sorting goods by
chemical considerains éuch as starch or lignin content) will need to be implemented. In the
mediumterm, spiking demand for biomatter may also drastically change the economics of the
agrisector, creaing a complicated balance in which smeadlale sustainable practises ynait
awkwardly alongside the need for mass production to meet the needs of both food and industrial
systems.

Mining

Mining is perhaps the least clearly defined component of B@&D In the few areas in which
strategy documents do identify technologicllbmges for the mining sector, they remain focused

on activities in Europe. Given that most EU minerals are sourced from outside the continent, it is

not expected that mining will be as significantly impacted2@Binspired shifts as other sectors
coveredin this report. Mning will be impacted by changing demand patterns, particularly for the
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raw materials needed to produce new technologies like rende/@nergy and battery storage.
But the changes that can be expected for mining technologies themselves are much less clear.

Climate advocates have criticised tB&Dfor being weak on mining regulation, with particular
criticism reserved for the agreemedtdi R A & Ggeed hiding an?l Bustainable mining

This largely reflects a fadihe in the broader transition, in which many sustainable technologies
rely on ramping up mining in important inputs, or on supporting dirty extractivproauction
saurces like natural gas. The broader uncertainty in the policy space, and the lack of clear existing
policy direction within theeGD makes idifficult to assess what technological change miglke

placein the mining space and how it will impact Southidsn firms.

Thefocus that does exist is on the sourcing of essential raw materials to supply new technologies.

Two documents produced by tH@®@mmission, on strategic industrial dependenc{e€, 20209)

and critical raw materials resiliend&C, 2020h)include a focus on a range of South African

mineral exportsg particularly PGMs like iridium, platinum, rhodium and ruthenium. Howgver

neither document has much to say on the approaches or techniques used in mining, aside from

a general comitment to monitoring sustainability in raw materials (particularly through the Raw

al GSNRAFf & LYF2NXIGA2Y {@aldSYuZ YR I O2YYAOlYS)
resource management in egperation with relevant international organisatich€EC, 2020h)

On balance, risks froreBGDBdriven technological changes to mining techniques and practises

appear to be low. While the broader mining environment will likely see increasing pressure
towards more sustainable practises, teB&Ddoesnot appear to posany specific risks to South

African exports. On the contrary, rising demand for critical raw materials will likely drive growth

in many key mineral exports, and should be seen as a potential source of growth. This growth

will need to be caré dzf f @ YIF yl 3SR R2YSadAOFfftex G2 | &a&dzN
achieved at the cost of South African environmental degradation.

The transition will without doubt result in the speeding up of the already breakneck pace of
innovation in a wide range of sectors. This will help reinforce the uptake of new technologies
among South African exporters, but it will also exposeHigmm weaknesses in areas lilseience,
technology, engineering and mathematicSTEM education, financing for research and
development, and the need to support technological readiness for smaller firms. The Green New
Deal will play an important part in drivingisthchange, and Europe could well replicate the ible
played as an anchor early adopter of renewable energy technologies, and help ground emergent
technologies in a viable economic climate.

However, despite this role as an engine of innovation, the Gidew Deal doesot currently

have a concentrated enough focus on specific technologies to warrant major concerns among
{ 2dzi K | F NRA Owith someSebdejftiondi SfNkddse exceptionstomotiveis clearly the

most significant and urgent shift that eds to be addressed, while renewable energy needs a
clear and credible procurement commitment to realise the productive impact of an already
mature technology. In both cases, change needs to come at the level of major national
government initiatives; particularly the Automotive Production and Development Programme
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(APDPandthe REIPPPfspectivelyc and there is only a limited role to be played by smaller
initiatives until the certainty of these policies are in place.

Outside of these changes, and without the scope for a d#igp per sector, it is difficult to
identify individual technology changes that are both imminent and will have a significant
distortive impact on South African exports to the EU. A great dealaypsupport will be needed

to prevent technological divergences from undermining exports, but this support needs to be
designed with an eye to the sprawl of new technologies, the spread of sectors and processes
impacted, and the uncertainty inherent toany emergent technologies. As a rough starting
point, the following core riskdetailed inTabel 15are worth noting

Tablel5: Summary of core technology risks resulting from tB&Dand related shifts

RISK : INDUSTRY

Mismatch inambition in the domestic rollout of renewable] Energy
energy undermines South Afri@capacity to manufacture
renewable energy components for export.

Compression of EU automotive value chain resulting frorl Automotive
the transition from mechanical telectrical components
leads to a decline in auto component exports.
Persistent underinvestment by a strained steel industry | Metals
harms competitiveness, as EU firms rollout technologies
improved heat recycling.

Inadequate staténvestment in carbon capture Metals
infrastructure limits the uptake of capture technologies
among heavy emitter industries, and unduly punishes Sd
African producers.
High upfront costs for adopting sustainable technologies| Metals
hard to abate sectors redts in lobbying for trade
protectionism as a means to offset costs for early adopte

South African paper mills lag behind in the transition to | Pulp, papeandwood products
multi-output biorefineries, eroding global export
competitiveness.

Poor biowaste management practises and a lack of Chemicals, plastieGndrubber
biorefinery infrastructure stifles th&ansition to bicbased
chemical production, while collapsing petroleum
production leads to surging prices for traditional inputs.
Inadequate standards and control mechanisms stifle Agriculture, forestryandfishing
farmer's ability to supply an expanding Bld economy, as
demand surges for inputs to sectors like biochemcials arj
bioplastics.
Domestic glass producers do not reap the benefits of Foodandbeverages
industry's rollout of electrical furnaces, due to a dirty
energy grid, undermimig the broader export of pre
packaged food products.

Source! dzi K2 NR& O2YLRAf I GAZ2Y
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Notably, many of the most drastic technological changes are likédg to highly concentrated

and capitalintensive heavy industries, like chemicals and metals. The planned changes are
suitably complex and expensiirethat theywill likely have to be led by wealthier firms and, given
the already concentrated nature of thesectors, will likely have minimal impacts on small
companies in the shoterm. There is nevertheless substantial scope for small firms to benefit as
suppliers to some of these transformed industries. Perhapsst notably, introducing accessible
standards to classify biomatter and biowaste, and helping small firms undertake the process of
building control systems for their bioproducts, could position a wide range of farmers and other
small producers to be suppliers to the coming bioeconomy.

Addressing tese changes can be achievaaly through systematic interventions that support a
conducive environment for innovation, and which allow small enterprises to fully benefit from
those innovations. Given that the environment for innovation will need a majdrstio
investment in core competencies like education and digital infrastructure, much of the-short
term focus on technological readiness should be on helping small firms track and prepare for
upcoming innovations.

One approach that could offer immediatgains, would be to create an Observatory of
Sustainable Technology, which would be a group of experts charged with monitoring changing
technologies and their impact on market access for regions like the EU. Regular monitoring
activities could be used to amtain a risk registry, which could form the basis for ongoing work
with small firms and sector bodies to spread awareness on the need to adapt to a changing
technological environment. Institutionalising monitoring in this way would also improve the
scopefor good policymaking, since it would allow for the type of systematic evaluation of new
technologies at the level at which support can be prioritidealsed on the potential impact of
individual changes. By helping small firms adapt to technology thatdy for a posEGDEU,

the Observatory could also help European firms find and partner with sustainable suppliers,
assuring the type of mutually reinforcing innovation that is key to more sustainable global value
chains.

Other, more focused initiativesre available, but would need to match the more procészused

initial stages of technological transformation facing many industries. For example, support for
training and certification in sustainable building practises could help align approachesk/the
and South Africa, while creating a base of expertise to support the manufacture of green
construction materials. Developing systems to identify, categorise and register biowaste and
other bioproducts could help develop an ecosystem forlimsed feedsick. Deepening, and
potentially regionalising, existing efforts to beneficiate waste streams through industrial
symbiosis couldalso help South African firms take advantage of European investments in
improved recycling techniques. The menu of options fi@se initiatives will continue to grow as

the Green New Deal comes closer to implementation, and ongoing sectoral monitoring of these
developments will likely offer the best possible opportunities for focused interventions.
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SECTION 4: EGD FOCUS SEGNNIRBELEVANT PRODUCT TARIFF CODES

OECD Combined List of Environmental Goods

While the CBAM focus is aprimary€ production activities, some of the outputs from these
AYRdzzGNARSA FNB dzaSR d AyLlLlzia Ayd2 DNBSy 902y
downstream. For thissasontheDNBE Sy 902y 2Y& YR ONRBIF RSN aSy @Al
are consideredn this study in addition to the CBAMcused products.

¢KS OKIffSy3aS Aa GKIFIG GKS GSNY aSY@ANRYYSyOl f
that qualify as such continues to grow and evolve over time (and is further extended in this
study). The Omanisation for Economic Guaperation and Development (OECD) started tracking

GNI RS Ay &4dzOK 3I22Ra Y2NB (GKIFIy Hn &@SFENR | 320
serviceable definition to help focus on these specific produexpressed as: enviromental

322R&a FNB (K2aS (GKIG NS dzaSR a2 YSE&adaNBzZ LI
damage to water, air and soil, as well as problems related to waste, noise arsystems,

WAY Of dzZRAYy 36 Of SI ySNI GSOKY 2t kaAdindrdmiz& pollutioh dahd NB R dzC
NB a 2 dzNJOBCDHzar&Ea1999).While it may sound specific at first glance, the definition is

quite open to different interpretations, and as technologies evolve, so do notions as to which

ones should be added and whictogped. The total of 247 product codes by broad CLEG category

are shown in Figur@4.

FigurelO: Number of HS 4ligit codes per environmental category

HS 6digit codes by OECD CLEG category

Count
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SourceTrade Research Advisoaglaptedfrom Sauvage (2014)

For thepurpose of this study, the renewable energy related products identified by Wind (2008)
were incorporated into the OECD (CLEG) mapping to produce a broader group of HS codes used
for this particular analysjseferred to as CLEE (for CLEG extendedjowe\er, only a subset of
products identified in Wind (2008yelevant to current potential product development in
South Africa were incorporated. Therefore groups associated with geothermal energy,
hydropower and ocean power were excludeth adlition other products included are
biomassrelated, solar and wind energy¥he resulting extended list of 27/Based on lhe same

broad CLEG categories as showrrigure 10s shown irFigure 11.
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Figurell: Number of extended H8-digit codes per environmental category

HS 6-digit codes by extdended OECD CLEG category
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Source: Trade Research Advisory

Note that a HS4ligit product line code may belong to more than one of the technologies, and

does not imply that the HS@igit product line igsolely associated with the technolgg It simply

means that the product is also potentially used as an input into these types of renewable power

plantLxonstruction.

Product tariff code comparisons; CBAM versus CLHE and 8uth AfricaQ a

Industrial Master Plans

To understand the potentiaddirectt implications for products related to the broader Green
ONRBIF RSN Sy @A NER y X8 f6liowirdg campariders &
were constructed based on the EU published CBAM-#i§itccodes, the CLEEdiscussed in the
precedirg section and andunofficiak estimate as to which products related t@Bh AfricaQ a

902y2Ye YR

IndustrialMaster Plans. Since the status of the Plastics, Chemicals, Tourism and Niztar
Plans are not clear, these were not included in the classifications ibednfor this study.

Tablel6: Comparisong CBAM versus selected Industrial Master Plan products

Industrial MasterPlans

i)

g 3 L =

= () = Q &)

e L 1) "3 ) ;‘ (% 5 ] =

S| 2| 5|5 s3] 82| 2]| s

CBAM Z 3} |l 2|l 2|l | i | & Z
Aluminium - - - - - - - - 17
Cement - - - - - - - - 2
Electricity - - - - . 5 - - 1
Fertilisers - - - - - - - - 5
Iron and steel - - - = 83 - - - -
Not allocated 123 | 358 | 183 | 16 208 | 22 82 15 4093

Source: Trade Research Advisory
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When comparing the overlap between the products associated with the Industrial M@laies
versus the CBAM focused set, it is evident that only the Iron and Steel MAatehas direct
overlap (yellow) with the current focus of the CBAM. However, asBG® and CBAM are
cevolving and dynamic, the potential risk for othévlaster Plan areas into the future may
change. These areas are highlighted in orandeaipel 16 For examplewhile the current focus

of the CBAM is on primary aluminium products, it is highly likely that this focus could be extended
to some downstream applications of aluminium in future.

Tablel7: Comparison CLEGE versus selected Indtr&al Master Plan products

Industrial MasterPlans

g 3 =

g 2|50 5|¢ 3

Eluwu|a|2| |53 ©

el = 1El |3l 2|« 8
OECD CLEB Flo|e|2|2|8|eid|27
Air pollution control - - - - - - - 11
Clean up or remediation of soil and wat] - - - - - - - 3
Cleaner or more resource efficient ) ) ) ) ) 57
technologies and products
Environmental monitoring, analysis and ) ) ) ) ) 31
assessment equipment -
Environmentally preferable products
based on end use or disposal - - - - - 2
characteristics -
Heat and energy management - - - - - - - 25
Management of solid and hazardous ) ] ] ) ] ) 23
waste and recycling systems -
Natural resources protection - - - - - - - - 3
Noise and vibration abatement - - - - - - - - 3
Renewable energy plant - - - - - - 17
Wastewater management and portable| ) ) ) 16
water treatment -

11| 35| 18 26 395
Not allocated 0 4 5 16 3 22| - | 15 -

Source: Trade Research Advisory

A comparison between the IndustriMasterPlans and the OECD CLEGst was also conducted
(Table 17)The relative overlap between these two groupings is much more pronounced than
between the CBAM and thdasterPlans. As expected, the renewable enerdgmnp groups share

the most overlap, followed by Ircend Seel MasterPlan products spread over three OECD CLEG
E groups, namelgCleaner or more resource efficient technologies and prodyélRenewable
energy plant and dWastewater management and portablater treatmenté

Comparinghe CBAM and OECD CHE(@sts(Table 18)demonstrates thathe current focus of
CBAM is more on primary products and OECD B _E&Emore on downstream applications of

72



such products. As a result, no shitetm potential risk exposures identifiedfor the OECD CLEG

E. However, as mentioned in the discussion oa bhdustrial Master Plans versus the CBAM
focused set, the possibility exists that more focus can be placed on downstream applications of
the current CBAM primary product groups.

Table18: Comparisong CBAM versus CLEEproducts

CBAM
O ke,
L 2

: 2|l 2|28

z |l || g 2] =2

= ] = = @® <

£ = O E= c =

= o) Q o o )
OECD CLHE& < O | Ll = =
Air pollution control - - - - - 12
Clean up or remediation of soil and water - - - - 4
Cleaner or more resource efficient technologies and produc{ - - - - 46
Environmental monitoring, analysis and assessment equipn] - - - - - 37
Environmentally preferable products based on end use or
disposal characteristics - - - - - 6
Heat and energy management - - - - - 26
Management of solid and hazardous waste a&clcling
systems - - - - - 25
Natural resources protection - - - - - 3
Noise and vibration abatement - - - - - 3
Renewable energy plant - - - - - 85
Wastewater management and portable water treatment - - - - - 31
Not allocated 17 2 1 5 8314816

Source: Trade Research Advisory
Summary and conclusion

While the EGD and CBAM developments inherently seems to pose a risk to the exports of goods
in the green andenvironmental space, direct comparison of the particular trade products
associated withthese focus sectors shows that, at least in the initial stages, the EDG and CBAM
developments will not place direct pressure on such products.

However, this comparative analysis shows that some products associated with the current (and
those that are indevelopment) Suth African Industrial Master Plans are potentially directly
(Steel and Iron) and indirectly (e.g. aluminium related products in the Automotive, Renewable
energy and other sectors) affected, through possible future further refinements apansion

of the EGD and CBAM focuBhese product groups need to keep track of such potential
developments into the future to proactively be in a position to mitigate the risk associated of
potentially becoming uncompetitive into the EU market as a result.

The opportunities for exports into the EU, associated with these product groups from a South
I TNAOIY SELRNISNDRE LISNAE LIS Gactio5S > || NB RA&a0dzaa SR
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SECTION 5: EGD GREEN ECONOMY FOCUSED POTENTIAL OPPQRTUNITIES
SOUTH AFRICAN PERIPHEE

|dentifying potential export opportunities associated with the EGD

The precedingsectionshave provided context and detaibn aspects related to not only the
CBAM, but also broader issues such as Farm to Fork, CEAP and generalised enviroelueqatal
developments from a production and trade perspective.

Approach applied in brief

While in theory any product can be produced imame market (such as South Africa) and
exported to the world, the reality of realorld production and trade dictates what potential
products are more feasible and realistic than others to consider for particular markets from the
perspective of a partical home market. The EGBBAM, Farm to Fork and CEAP are some
examples of such reaborld developments that need to considst by potential exporters.

For existing exporting producers and possible new producers/exporters a major challenge is that
of ocutting through the noiséand identifying potential opportunities that could be developed
from an exporting perspective, in this instance with particular focus on the EPA partners.

To provide some direction and assistance to relevant stakehqgldeesfollowing analysis of
products (no direct analysis of services is included due taithenature€ and limited nature of
currently available services trade data) that related to the EGD and for which market demand
within the EU exists.

This analysis follows a stituced and welresearched approach and considers both the short
medium term as well as the longer term. However, the analysis does not include any forecasts or
projections, as it is informed by structural analysis of demand, supply and logistics catisite
relevant in the current and historical context only.

This provides pragmatic and focused information for interested potential exporters. The
modelling approach provides a structural analysis of export opportunities informed by global
import demandpatterns over the lasfive years for which international trade data is available for
all countries and products (HSd&it).
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(Boxl: TRADEDSM® methodology in a nutshell )
This method was initiallgleveloped Quyvers et al., 1995) to identify the produetountry
combinations with the highest export potential for a single country. It was specifically desi
to provide export promotion agencies with a more scientific way of determining those proc
and destination countriesn which to focus their scarce export promotion resources.

Further refinements to the approach have been introduced over the past two decades b
trade research focus area at the Notitiest University in South Africa and Trade Resec
Advisory, a spiout company of the NorttWest University. The outcomes of this analysis
based on this subsequent refined approach that considers not only demand and s
considerations, but also aspects of economic geography such as transport logistics and
access dimensions. This aspect distinguishes the THRADN® approach from other approache
including that of the International Trade Centre (ITC).

The ITC recognises the TRADEM® as the only other export opportunity market select
methodology that intudes all possible export opportunities for prodigziuntry combinations in
the world at an H®% product level (Decreux and Spies, 2016), while the WTO acknowledge
TRADB {a YSGK2R2ft23& la +ty dal AR G2 NI R®I6Y

In a nutshell, the method involves evaluating all worldwide country and product combinat
and screening these using various intelligdfiiterse to eliminate export opportunities that are
not potentially viable; from the specific context (whin global trade capabilities and logistics ai
market access considerations) of a particular country. Hence, for each country to be analy
specific model needs to be constructed, in this case for South Africa.

® TRADBSM is a registered trademarkthe North-West University, South Africa.

\ J

For purposes of this analysis, the TRAIEM(TRADE, Decision Support Mode(see Box 1 for
more detail) methodology was employed to help inform the question combined with the so
called Product Spaagproach (see Box 2 for more detail). This approach incorporates not only
supplyside production aspects (which is what most of the typical approaches apply for this type
of analysis), but also the demaisile and logistics considerations, which is whatidguishes

the TRADIDSM approach from other approaches, including that of the International Trade
Centre (ITC). Therefore, this analysis combines both the Product Space and-ORMDE
approaches. In addition, a more detailed H8idit product analysis isonducted for identifing
potential export opportunities related to EGD opportunities.
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In recent times theProduct Space and Economic Complexity apprdecshgained popularity tc
inform on exportevolution and industrialisation policy formulation.

Box 2: Product spacand economic complexity in brief

The Product Space work of Hausmann and Klinger (2006), Hidalgo and Hausmann (20
Hausmann and Hidalgo (2011) postulate that countries get richer, not through deeper speciali
in products thathey already export, but through export diversification into new products. In sin
GSN¥yasx GKSe& ada3sSad dGdKFd OKIFy3aSa Ay | Oz
combination of two processes, namely

a) The first process is based on capaed that countries already have which can be applied in-
production and export ofnewés | £ G SNy I G A @S odzi NBfIlGSR
through the calculations of a concept termédistance between products).

b) The second press entails countries developing new capabilities which, combined with o
existing capabilities, allows them to develop more products, with typically a focus on upgradin
the value chain through a concept termécbmplexity of products.

The evi@énce from the Product Space analysis points to the fact that generally developed cou
mainly export core and more complex products (such as within the metals, machinery and che
groups), while developing countries mainly export periphery (or éessplex) products (such a
within agriculture, forestry, unor low-beneficiated mining and other primary products). The
ocoret industries in general have three key characteristics, namely (1) more capabilities embe
(2) generally higher export motery value per unit, and (3) more potential for diversification.

For more information see https://atlas.cid.harvard.edu

_/

The diagram ifrigure 12lemonstrates the combination of these approaches for the purposes of
this analysis.

Figurel2: Informing both supply and demand side analysis
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Source: Trade Research Advisory
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