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1. Introduction

South Africa’s trade policy has undergone much change as the country approaches its second decade of democracy. In
particular, of more recent interest on the global sphere, and hence on the domestic front, have been the trade issues du jour,

including trade in services and behind-the-border issues such as non-tariff measures and competition.

Trade remains an important facet of the country’s economy, and although growth has improved since the 1990s when economic
growth of 1% was being experienced, it is generally agreed that South Africa needs to grow its economy by more than the 5% it
is averaging currently per annum. Increasing growth in the country’s exports is seen as one key objective in the country’s path to

achieving more robust growth, but of course a crucial question is how this can be done.

Numerous challenges have arisen which have affected South Africa’s ability to realise this objective. Amongst these are issues
such as volatility of the exchange rate and a widening trade deficit, together with political crises plaguing African trading partners
such as Kenya and Zimbabwe. Expanding infrastructure bottlenecks, for example related to maritime transport, and increasing
uncertainty regarding energy supply are further limiting factors that are not part of the trade policy arena per se, but do impact on
the country’s ability to expand its exports. This is also linked to an important area of policy concern, which relates to how trade
policy complements, and is complemented by, other economic policies, such as the industrial policy, in a pragmatic way. On the
bilateral and multilateral front further difficulties have arisen, for example, within the context of the Doha negotiations related to

liberalisation in agriculture, as well as the Economic Partnership Agreement (EPA) negotiations with the European Union (EU).

In recent months, however, the debate concerning what direction South African trade policy should take has been around the
age-old argument of free trade versus greater protection. The first camp of thought believes that freer trade leads to greater
competition, more efficient use of resources and hence increases in exports of goods and services in which the country has a
comparative advantage. It also encourages the adoption of modern technologies from outside South Africa, thereby enabling the
country to increase production choices and value-added strategies. The second camp believes in a more active role for the state
and that protection is required to allow selected industries to grow their ability to export to a degree to which they will then be able
to compete effectively in global markets without that protection. It is, however, pertinent to note that in making such an infant
industry argument for protection, one would need to take into consideration a number of issues. In particular it would be
important to gauge the levels at which South African tariffs are bound so that they are at least in line with the country’s
multilateral commitments. Furthermore, a careful assessment of which consumers would be most affected by such policies
would need to be done to assess whether the lives of the poor and marginalised would be further adversely affected. In addition,
a careful analysis of the sector requiring protection needs to be undertaken to clearly justify the grounds for an infant-industry

argument rather than unjustifiable protectionism.

South Africa has since it became a democracy opened up its economy quite rapidly and it is felt that this has led to the export
growth experienced in recent years. Prior to democracy, however, South Africa supported certain targeted industries, which are
also seen as having influenced the export trends of the 1990s. Electing to follow a trade stance that is more or less protective
than is currently the case would require some careful strategic thinking, informed by both global and domestic experience. This

report seeks to contribute towards this process.



15-YEAR REVIEW: TRADE POLICY IN SOUTH AFRICA]

2. International environment

21  World Trade Organisation

The establishment of the World Trade Organisation (WTO) on 1 January 1995 marked a fundamental shift in the multilateral
trading system. As the body responsible for regulating world trade, its role has become increasingly difficult with the proliferation
of preferential trading agreements and the introduction of more complex issues such as non-tariff barriers', as well as the so-

called ‘new generation’ or ‘Singapore issues'.

The latest round of trade negotiations being conducted at the multilateral level through the WTO, the Doha Development Agenda
(DDA), has as a result been lengthy and erratic in its pace of progress to push through reforms. Some of the reasons behind this
are that whilst developing countries became integral members of the trading system at the time of the previous negotiations,
during the Uruguay Round, making commitments to trade reform as had been made by developed countries previously, many of
these countries feel that they still have not benefited from such commitments. There is a general feeling that the balance in the
world trading system remains in favour of the developed nations. Commitments with regards to the liberalisation of agricultural
trade are a particularly thomny issue, as emerging economies are of the view that the developed world, mostly represented here
by the United States (US) and the EU, have kept their domestic markets highly protected in an area deemed to be of
comparative advantage for many developing countries. The DDA was meant to have realised some serious commitments on
this front from the so-called North, but this has not materialised. Instead these countries are pushing for the South to commit on
issues of interest to them, such as reductions in tariffs on industrial goods? and commitments on issues such as intellectual
property rights and investment, as well as services®. After five years of difficult negotiations and little headway, the Director-
General of the WTO, Pascal Lamy, formally suspended the talks in July 2006*. It was not until January 2007 that a group of
trade ministers from key countries agreed to resume negotiations, primarily in an effort to try and achieve some consensus
before the US Trade Promotion Authority, a body that can fast-track the implementation of negotiations, was due to expire in
mid-2007.

This was not the case and whilst this round of negotiations has yet to be concluded, a compromise package of subsidy and tariff
cuts was proposed in July 2007. This still did not prompt a close to the negotiations, and it is unclear what the round holds in the
near future, though in the recent World Economic Forum at Davos, trade ministers pledged their commitment to draw the round

to a successful conclusion this year. Ironically, however, the protracted nature of the negotiations of the DDA has also served to

" This is in line with the current trend for negotiations on market access to focus more closely on technical barriers to trade rather than tariff barriers per se.

2 The US has advanced an ambitious proposal advocating that zero tariffs be applicable to industrial exports worldwide. The EU and Japan are also in favour of
large-scale reductions in tariffs being levied on these goods by developing countries, as are certain larger emerging economies, such as China and Brazil, who
would stand to benefit from such liberalisation themselves (Draper, 2007:1)

3 The General Agreement on Trade in Services was a WTO Treaty that emerged from the Uruguay Round and governs commitments on trade in services.
Although, as Pascal Lamy noted in October 2007, the gains from liberalisation of trade in services have been revealed in various studies to exceed the potential
gains from liberalisation of frade in goods, very little headway has been made in the DDA in this area.

4 As the DDA continued to flounder in 2006 at the WTO meeting held in Geneva in July of that year a new proposal was put forward. Essentially it
encompassed a reduction in agricultural tariffs (primarily by the EU) and subsidies (primarily by the US) by developed countries, while developing countries
would liberalise their industrial goods markets. Developed countries demanded that the developing countries reduce tariffs by up to 70% on such goods, which
led to an impasse in the negotiations.

5|
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demonstrate that a real accomplishment of the DDA has been that developing countries do now have a stronger, more united
voice in the global trade arena. Large developing countries such as India and China have grown their share of world trade
substantially over the last few years, and as this trend is set to continue, so too is their increasing balance of power in the

multilateral trade arena.

2.2 Important emerging markets

South Africa is strategically aligning itself to partner with these important emerging economies. It is doing this both at a
multilateral level through, for example the G-205, at a tri-lateral level through the IBSA® arrangement and at a bilateral level,

particularly with China.

Relations with India and Brazil have been growing from strength to strength since the IBSA alliance was formed in 2003. In late
2005 India and Brazil offered to halve their tariffs on industrial goods and services, which would align themselves to South
Africa’s levels of liberalisation in this area, in order to facilitate a deadlock reached in the Doha Development Round. Whilst the
impasse continues to this day, such developments have served to contribute towards cementing the tri-partite alliance under the

IBSA and present an increasingly united front with greater negotiating leverage within the WTO arena.

South Africa could potentially learn a lot from the experience of these countries also. India and China, for example, have both
undergone substantial frade liberalisation and regulatory reform. In the past decade China has initiated an enormous trade and
investment liberalisation programme, primarily unilaterally driven, though pressure to do so was evident from the US, and prior to
the country’s accession to the WTO. Since its accession, such reforms have accelerated. This said, these countries have
adopted a combination of tariff protection and selective trade liberalisation, sequenced in a way that did not disrupt local
productive capacity’. It is clear that there are benefits from opening up the economy; it is adopting the approach that maximises

these benefits that is the issue. Reduction of tariffs alone is unlikely to increase exports dramatically.

According to work done by the World Bank and OECD, developing countries, mostly from East Asia, which account for a total
population of around 3 billion people, have more than doubled their trade to GDP ratios and real per capita incomes since the
1980s. Average import tariffs were reduced by more than a third over this period by said countries. Meanwhile the remaining
developing countries, which account for around 1.5 billion people, have liberalised little and had little improvements in their export
to GDP and income per capita ratios. It is imperative to note, however, that liberalisation must be part and parcel of broader
institutional reforms that are supportive of the market. The key objective is to contribute to greater economic efficiency. Protection
contributes to inefficiency by delaying the restructuring of inefficient industries and restricting consumer and producer choice. In
south east Asia, industries that succeeded were those that were opened up to inward investment and subjected to lower tariffs.
Infant industry protection was, by and large, unsuccessful. In light of this, it is apparent that an industrial strategy should focus on

supporting the market and strengthening institutional structures. It is felt that South Africa is too focused on negotiating bilateral

5 This grouping consists of Argentina, Australia, Brazil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi Arabia, South
Africa, South Korea, Turkey, the UK, the US and the EU.

6 |BSA s a trilateral, developmental initiative between India, Brazil and South Africa to promote South-South co-operation and exchange
7 China has also adopted a managed exchange rate policy, by effectively devaluating its Yuan and in so doing giving domestic firms an incentive to export.

6]
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agreements that are superficial in nature and do not really address the needs of the economy as a whole. The focus should be

on deepening unilateral commitments in the direction of benefiting the economy as a whole.

2.3 New generation issues

During the Singapore WTO Ministerial Conference held in Singapore in 1996, three new working groups were set up covering
trade and investment, competition policy and transparency in government procurement. During the same meeting, the WTO
Goods Council was tasked with assessing how to address trade facilitation. Since this time, these four issues, commonly

referred to as the “Singapore Issues” have become a prominent feature of trade negotiations, not only at a multilateral level.

In August 2004, as part of the Doha Development Agenda, it was agreed by consensus that negotiations on trade facilitation
rules would commence. Progress on this issue so far has been rather disappointing with no draft text being ready as yet,
although a negotiating group on trade facilitation has been established with an agreed workplan and meeting schedule. The
negotiations aim to, for example, improve WTO provisions on fransit facilitation; simplify and modernise import, export and
customs procedures; and make trade regulations transparent. A further important component of the negotiations is their aim to
enhance technical assistance and support for capacity building in the area of trade facilitation, as well as develop provisions for
effective cooperation between customs authorities. This is deemed to be of utmost importance if trade facilitation is to occur in
eamnest as most developing countries fear that they do not have the capacity to implement the trade facilitation commitments.

Negotiations were suspended from July 2006 and resumed again in January 2007.

Barriers in the area of trade facilitation can cost exporters more than high tariffs. Excessive documentation and data
requirements for imports and exports, as well as cumbersome customs and border-crossing procedures are pertinent issues in
this regard. In the context of Africa, specifically border procedures need to be streamlined and harmonised so as to reduce the
significant delays that they are causing. In sub-Saharan Africa, for example, delays experienced in terms of getting through
customs are on average in the order of 12 days, whereas in Latin America they average at around 7 days and East Asia at 5
days. The WTO (1998:13) reports that border delays within the Southern African Development Community (SADC) cost firms
and consumers, at the end of the 1990s, US$48-million per year. This is more than US$130,000 per day. It is clear that a region
such as SADC has much to gain with regards to addressing issues of trade facilitation with urgency rather than waiting for the
conclusion of commitments through the WTO. Other related complementary measures, though not falling within the ambit of
trade facilitation, that would serve to contribute to a more conducive environment to trade are issues such as improvements in

road, rail and other infrastructure, as well as the reduction in the number of roadblocks.

Little progress appears to have been achieved on the other Singapore Issues within the context of the WTO, but there have
been developments in other negotiating fora. Specifically, in relation to the negotiations of the EPAs, the EU has been putting
much pressure on the developing country blocs it is negotiating with to make commitments particularly in relation to the
Singapore Issues. One of the key arguments being put forward against these blocs succumbing to such pressure is that many
are not in a position to make such commitments as they do not even have their own individual member state policies governing
such issues, let alone harmonised approaches within the trading bloc. This too was the experience of South Africa. Whilst
negotiations governing trade in goods were completed by the end of 2007 within the context of the SADC EPA configuration,

agreement regarding commitments governing trade in services and issues such as competition and government procurement

7
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was not reached. South Africa called for more time to negotiate on such issues saying that the SADC members needed to be
able to develop their capacity in the services sector in order to be able to compete with highly-resourced European companies.

This is seen to be important in relation to the SADC'’s ability to develop.
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3. Review of trends in South Africa’s trade

3.1 Structure and patterns of trade

3.1.1 Key exports and imports

In reviewing South Africa’s trade performance over the last 15 years it is apparent that the economy has opened up substantially:

the level of both exports and imports has grown over this period.

Figure 1 - Changes in South African exports and trade balance (1992 - 2006)

Changes in South African exports and the ZAR/US$ exchange rate over time

35 12.00
30 +
-+ 10.00
25 +
20 + -+ 8.00
—— Ratio of exports to GDP (%)
15 - —& Trade balance to GDP ratio
ZAR/US$ + 6.00
10 +
5 1 + 4.00
0 : \ : : : :
XV & > H © A > 1200
S
5+
-10 0.00

Source: South African Reserve Bank

The figure above reveals how the export to GDP ratio has risen steadily since 1992, underlying the progressive opening up of
the South African economy that has occurred during this period. In fact in the last few years, the country’s demand for imports

has exceeded its exports, resulting in a widening trade deficit, which continues to concern the Reserve Bank, among others.

In the period following apartheid, as South Africa quickly adopted a more open economic stance, there was a great surge in
export growth. It is apparent from Table 1 that a robust increase in exports was recorded between 1992 and 1996. During the
time growth in world exports was also healthy. Following this period, however, growth in South African exports began to slow

down. Looking at the level of exports in constant ZAR it is clear that since 2001 export growth continues to deteriorate.
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Table 1 - Aggregate trade and the trade balance, 1991 - 2006 (R-billion, US$-million)

i Compounded |  Simple 5-year
1992 1996 2000 2006 growth | average growh

Exports (Rbn) 689 : 1154 251 - 395 - 13.3% 80.99%
....... D T B

Imports (Rbn) 136 179% 116.40%

Exports (constant Rm)* 21.23%

....... Annual%change
Imports (constan ; Rm)* ..................................................................................................................................................................................... i

Annual % change

Exports (US$bn) 40.28%

....... Annual%chan9986%1007%

Imports(US$bn)163 ...................................... 251687 ..................................................... s
' C73.7%

Trade balance (US$bn) -10.1

WorIdexports(US$bn) .......... 2,4584,9975,935 ........ 11’439 .................. : 16% .................. S

Annual % change

72.76%

Annual % change 0B T% T 20m% T 919%

Source: Quantec, UN ComTrade and the South African Reserve Bank
*2000 prices

Furthermore, whilst South African exports have grown since 1992, it is apparent that growth in South African exports is still not
rapid enough. If one compares growth in more recent years to that of some key developing countries such as India, China and
Brazil, unfortunately it apparent that our export growth performance is still not as robust as these countries. This said, South
Africa’s growth in exports has been at least 11% slower than these countries, as is apparent in the table below. It is interesting to

note that like India, South African imports have grown faster than its exports.
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BOX 1: Competitiveness of South African exports

Figure 1 reveals that there does seem to be a correlation between South Africa’s exchange rate and the level of
exports. Whilst the exchange rate has been deemed to be an important determinant of South Africa’s export
competitiveness it is not the only determinant. In doing an analysis of revealed comparative advantage, Lawrence &
Volker (2001) looked at a number of measures of competitiveness including unit labour costs and export diversification.
They found that during the 1990s the competitiveness of South African exports increased, though as underlined in this
paper, though the country’s trade performance was “mediocre” compared to other emerging economies. They
concluded therefore that competitiveness hinged not only on trade policy and changes in international prices, but also
government supply side measures, labour market institutions and macroeconomic forces that underline these trends.
The authors also emphasised the need for greater analysis at a sectoral level of changes in competitiveness in order to
better understand export and import behaviour. Other issues that would require further investigation, as suggested by
Lawrence & Volker (2001) is the idea that South Africa may not be fully exploiting its revealed comparative advantage
of abundant labour, particularly at the regional level as its share of unskilled labour-intensive products remains low. The
authors highlight the importance of South Africa not concentrating its export basket in products for which the world
market is declining. They do caution that South Africa may be constrained by its skills shortage, for example, if choosing
to pursue growing exports of technology and human-capital intensive products, for which there is enormous growth
potential. As a result it may be better placed to expand into other resource or labour-intensive commodities within which
it already has a comparative advantage. The outcomes of this paper seem to remain relevant if one considers that
World Economic Forum's global competitiveness index and South Africa’s rating therein. In 2007, according to the
index, the three major constraints to South Africa’s competitiveness are a shortage of skilled workers, crime and an
inefficient bureaucracy revealed through burdensome red-tape. Unit labour costs are an important related issue, which

would appear to be adversely affecting South Africa’s competitiveness if compared to countries in Asia, for example.

Table 2 - Growth of trade of key developing countries, 1992 - 2006 (US$-million)

Total exports Totalimports ~ Export growth (%) Import growth (%)
, 2001 58,287 : 55,602

Brazil . Erremnnrrrne - derrrrrre e ——— Eermrnrrmsnrrmrrrm e rrn s e e
2006 137,806 : 91,343 18.78 10.44

...... I S Sy Y N N ——
China ficeeeeeeee. R dvermerrrm e ———— U SN
2006 968,936 : 791,461 2949 26.58

------? ------------- I'------Z--O-O-a ------ aEEsssEEEEEEEEEEESE hz:é-o-é---?------------------5-111-9-0--8---F ---------------------------- FEEEEEEEEEEEEEEEEEEEEEEEEEEEEE
India G e N T S
2006 126,126 185,385 2327 28.99

.............. . 001“2792724188“
RS 10T 14170 S
006 53,169 69,184 13.74 23.39

Source: WITS ComTrade and own calculations
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South Africa has not only grown its exports, but also managed to diversify its export base somewhat. Whilst its export basket
remains predominantly composed of mining and basic processed goods i.e. Chapters 4-15% as was the case in 1992, today
exports of advanced manufactures account for almost 22 % of total exports compared to 7% in 1992. Exports of agricultural

goods have also decreased since 1992.

8 The aggregation is based on 23 chapter data, which in itself is an aggregation of HS 2 data. The classification was arranged as follows: chapters 1, 2, 3, 8 and
9 were amalgamated into agriculture and forestry. Mining consists of chapters 5 and 14. Basic processing includes chapters 4, 6,7,10,11,12,13 and 15.
Chapters 16, 17, 18, 19, 20, 21 and 23 were considered as part of advanced manufacturing. Other unclassified goods (chapter 22) was added to the mining
category because it includes platinum, a major mining product.

12
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Table 3 - Structure of exports, 1992 - 2006 (R-million)
HS code 1992 1996 2001 2006

..................................................... S assssssssssssssssssssssssssfiassssssssssssssssssssssssss’assssEssssssEEssssssssssssnfEssEEEEEsEsEEEEEEEEEEEEEEEEEE

Exports : Share : Exports : Share : Exports : ShareE Exports : Share
Rm): (%): Rm): (%): (®Rm): (%): (Rm): (%)

e e e

....................................................................

B Ty L T L R R L L L P C P E

Advanced manufacturing

Ch 01: Live animals

Ch 23: Special class. of motor parts

Source: Quantec

At the Chapter level, the largest export is still Ch 14: Precious Metals, although the composition of this has changed over time
from being primarily dominated by exports of gold to currently exports of platinum. The next largest category is Ch 15: Base
metals, which consists of resource-intensive manufactured goods, including HS 7202: Ferroalloys, HS 7208: Flat-rolled iron & na

steel not under 600mm and HS 7219: Flat-rolled stainless steel products, not under 600mm wide®. Together with Ch 5: Mineral

9 The latter is likely due to the monopoly of Mittal.

3
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products, of which the principal exports are HS 2701: Coal; briquettes, ovoids etc, HS 2710: Oil (not crude) from petrol & bifum

mineral etc and HS 2601: Iron ores & concentrates. Exports of these three chapters represent just over half of total exports.

Whilst this again serves to reiterate the dominance of mining and basic processing exports, it is important to remain cognisant of
the increasingly important share of advanced manufactured exports. In this regard, Table 3 reveals how exports of particularly
machinery and vehicles have increased since 1992. These account for the greatest share of manufacturing exports.
Furthermore, what is interesting to note, however, is that as a share of total exports Chapter 14 has become progressively less

dominant since 1992. This again serves to illustrate the increased diversification in the export basket over this period.

On the import side the majority of imports are of advanced manufactures, but what is notable is that since 1996, which saw a
marked increase in the share of total imports of these goods, the proportion of these imports has remained fairly stable. On the
other hand, the shares of imports of agricultural and basic processed goods have declined, whilst those of mining have

increased.

Imports are primarily of manufactured goods, of which the majority are technology and capital intensive goods, including
machinery, vehicles and scientific equipment. Imports of machinery are mainly driven by increased investments of local firms,
although demand for consumer goods (e.g. white goods, consumer electronics) are also represented here. The share of total
imports accounted for by Ch 5: Mineral products, has increased quite substantially since 1992, which can be attributed to the

increases in oil imports.
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Table 4 - Structure of imports, 1992 - 2006 (R-million)
HS code 1992 1996 2001 2006

.............................................. PassssssssssssssEsssssssssssssssthasaEEEssEEEEEsssEnEsssannasiananansnnnnansnnnnannnnnna A A n s A AR AR AR R R R R

Imports :  Share : Imports | Share : Imports : Share ;| Imports : Share
(Rm) : (%) Rm): (%): ([Rm): (%): (Rm): (%)

Agriculture 4,158 8.9 6,393.6 56 8,326 39 16,921 36
Mlnlng .................................... ] 10088'. ..... ; 34581183730517397226..209
“ho proceSSIng ........................ ".16678 ....... 358'.344735303i596005276d116807'.251

110813

£ 234,087 :

Ch 05: Mineral products ©12 0 11539 1 102 1 32689 : 151 88791 : 191
e T e T TS et S
e Ferrmnrrereees oo R R frereoreeares S TN feeenena

Ch 08: Leather : : : : : : : :

Ch 09: Wood products

Ch 23: Special class. of motor parts 0 : 00 : 994 : 88 : 18413 : 5 i 76

Source: Quantec

Trade in the motor industry is largely influenced by the Motor Industry Development Plan (MIDP). Under the plan, original
equipment manufacturers (OEMs) producing in South Africa are incentivised to rationalise the number of models produced
locally, using import credits to import other models for the local end market. As a result, South Africa imports significantly more in

Ch 17: Vehicles and Ch 23: Special Classification: Motor Parts than would otherwise be the case.



15-YEAR REVIEW: TRADE POLICY IN SOUTH AFRICA]

The MIDP has also contributed towards the greater dominance of vehicle and related manufactures in the country’s export
structure. Exports under Ch 17: Vehicles, which represents South Africa’s largest advanced manufacturing export category,
have increased as a proportion of total exports since 1992. Furthermore, the largest export from Ch 16: Machinery is in fact an

export of the motor industry that is also covered under the MIDP, catalytic converters™C.

Overall, South Africa remains a typical developing country in the sense that most exports are quite basic and most imports are of
advanced manufactures, with a few isolated pockets of capacity in the latter. There has been little change in the composition of
the import and export basket. The success of the MIDP is an important industrial policy lesson demonstrating the need for a
focused and concerted approach on the trade and industrial front. This includes well sequenced policies as well as a relative

ease of working with large transnational corporations (TNCs).

3.1.2 Key trading partners

Most South African exports are destined for developed markets, primarily within the EU, but also Eastern Asia and the North
American Free Trade Area (NAFTA). This has remained so since 1992, although trade with SADC, for example, has increased
in significance over the period until 2006. Currently SADC accounts for almost 12% of South African exports, having increased
from its level of almost 8% in 1992. With regards to changes in South Africa’s exports by region, it is of particular interest to note
the substantial increase in the share of exports to the EU'", which accounted for aimost 25% of total exports in 1992, and today

accounts for almost 35%.

Whilst the import profile by region is very similar to the export profile in that the developed world, particularly the EU dominates, it
is encouraging to see that the trade deficit with the EU has narrowed since 1992. Today the EU accounts for almost 32% of
South African imports, which constitutes a remarkable decrease from the 44% recorded in 1992. With regards to trade with
NAFTA, the trade deficit of 1992, has become a trade surplus in recent years. Imports from the SADC have increased recently,

although they are still dwarfed by South African exports to the region.

10 Considering this, if one were to define catalytic converters as a basic processed good, as opposed to an advanced manufacture, this would mean that the
robust performance of the latter group of exports would have been overestimated.

" Whilst assessments of trade with the EU are tricky considering the enlargement process, this analysis has used the data for all 27 member states throughout
the period.

6
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Table 5 - Trade by region, 1992 - 2006 (R-million)

Trade by region (Rm)

s S s T T B o s

Region Exports : Imports Exports : Imports Exports : Imports Exports : Imports

EU © 16,500 20,428 : 28978 50,758 80,882 : 89955 : 126,210 161,148
B T Tl TN BT TR T N 1 P T
..§.A.I.).c.:................................5.,.6..9.4.. ......... T764‘_b‘““““1‘é:é‘éé ......... .2.,.6.7.:;..-é"."2.5:.6.6.9.":"""2.:%.4]". ........ é .5.’.8.é.3... ..... 1 .é::l.éé.".
"§6ut'ﬁ:é?e'ﬁh'.éi'Agia""""" ......... 2. .6.:;..- ........ .Z.éb..- ....... 2. :(.).7:]... ...... .6.,.6.(.).6..? ..... 4:.6.2.:.3.-- ..... a.{:4...2.i..- ......... .8.’.6..7.1..--:-....3.(.).’4.5(.)....
T i Y71 0023693"' ..... R B T
e T ™ 603 ..... 4378"' ..... T Ty T ST e
ekt Eirens 13380:'13511c16450:30011+45509=54167:' ....... : 6092':'96580

Australia & New Zealand :

Not allocated
EEE S S NS EEEEEEEEEEEEEEEEEEEEEEEEE ?“..E"x.b.o.;,ié";."i;{].p"o.r.t.s"E““é‘x"p.o.;,i.s";".i;{{b;;{é.?.."E.x"p.é.r.t.s..E."Tn.{b.o.;.i.s"?".""E"x.p"o.':t.s"-:..ul.ﬁ;.p.é.r.t.s".
EU 240 : 439 251 47 22 ¢ M6 318 347

Not allocated i 356 ¢ 27 1 296 - 171 - 176 : 105

Source: Quantec

Looking at the tables below it is clear that some countries have become more important trading partners for South Africa than
others. Key among these is Japan, which is now South Africa’s most important individual trading partner. China, Australia, India
and Angola are today key destinations for South African exports, a marked changed from the situation in 1992. China has also

become a dominant source of imports for South Africa, as has India.
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Table 6 - Trade by country: top 20 markets of destination of exports and source of imports, 1992 and 2006

: 1992 : 2006
Country Exports (Rm) totaflifpil:ta;%’/oo; Country Exports (Rm) Asasl;ir:o(::sttzsz ;
1 i Switzerland 5389 7.82 i Japan 41316 104
e ;..L.J.é ..................... A i 854 .................. ; 05US ................... A Zi:i'éé'": ................... G
myrds T R i e—— ; 46UK ................... X Tk 2T
D F"\]é'p;é'r; ................. ............. 3 :.7.7..7.... .................. : 48Germany ........... ........... 2686768
g E"C'ié'rFﬁgﬁy ............. ............. 5 958 .................. i fé'é"?"riféiﬁé'fﬁﬁﬁé ........ 18068 .................... Qg

6

i Taiwan

Country Imports (Rm) tota??r:pil:ta;%’/oo; Country Imports (Rm) Asasl;;r:o(::st?:z ;
1 Germany 779 16.74 :
g s ; 0111506
mgr e —— AR : 1901115 ......................... R
e o —— i 1049 ..............................................
5 ........ France .............................. 1,777 ................ 3 82- ..............................................
6 ......... |ta|y .................................. 1,742 ...................... 3 74.. ............................
ng DS R T 3 62 ............................
g j"é'v'v'it'z'é'r'lé'r;a ........... ............. i:i'éém: .................. 5 57 ......................... Berereeeemre e R
R E"N'éiﬁ'éﬁ;;ﬁaé .......... ............. 1177 .................. 5 53 ......................... . R
"i'd""g"éél'éi'd% ............... :. ............. 1133 .................. 5 43
"'1'1'""?'|:|'6H§'l'<'6h§ ........... ............... 820 .................. 1.%..,; ......................... ...................... ...........................
"'1'2'""3"2%555% ............ ............... 766 .................. ijé'zi"'im/'\l]éiféiiﬁ ............ ............. 5 58221
"i'é""g"é'c;b'ti{kar'éé .......... ............... 682 .................. 1468ra2|| ............. 5 38320
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14 : Singapore 628 : 135 : Nigeria 9,286 : 20
et R e 5 e R D R
s s e R I i ——
g R e Tat et IO g ————
s s T G P
19 ...... C anada ........................... 3 gg ................. 086 .... S pam .............................. 7 ,042.15
"Eb'"'é"/'x'[j's't?i'é .............. .............. 2 83 ................ b'fé"z"'E’"A'r'g'é}{t'ih'é""""""é ............. : 58814

Source: Quantec

3.1.3  Composition of trade with key trading partners

It is evident that South African exports to its key developed country partners, namely the EU and NAFTA, consist of exports of
resources, resource-intensive manufactured goods and some advanced manufactures, mostly from the automotive cluster (likely
because of the MIDP). Exports to SADC consist of more advanced manufactured goods, which require inputs of highly-skilled
labour and capital, including machinery and vehicles. On the import side, technology-intensive advanced goods dominate from
NAFTA and the EU. South Africa imports a large proportion of the machinery needed for manufacturing from the EU and the US.
The main factor behind such trade is differences in technology and the capacity to produce advanced goods. In comparison,

imports from the SADC region are primarily resource-based and labour-intensive goods.

Trade with the EU has grown substantially since 1992, as mentioned previously. Whilst exports of precious metals to the EU
continue to dominate South Africa’s export basket to this region, some diversification has occurred particularly with regards to
increased exports of manufactures. What is of interest to note is that the share of exports of Machinery to the EU has increased
substantially since 1992, and almost 60% of all such exports are destined for the EU. Vehicle exports to the EU have increased
since 1992, but their proportion in terms of total South African exports has remained fairly stable. Imports from the EU have also
increased substantially since 1992, though there has been little change in the composition of the basket of imports from this

region.
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Table 7 - Trade with significant trading partners: exports and imports, 1992 - 2006 (R-million)

South African trade with significant trading partners, 1992 (Rm)

i Exports : Share of exports (%) : i Exports : Share of exports (%) :

56.99 i H72:Iron and steel

6.45 : H28: Inorganic chemicals

H84: Machinery i 510 ¢ 32.90 : H71: Precious Metals " 0.28 : H10: Cereals 174 : 62.03
"'I:I'Z'(')':'I'D'r'éb'éfé'ti'éh's"6%'\;1'35,';‘fl]'it"é;ﬁ'dt'smué ....... 430 ...................... 5938H74Copper .................................... 64498H260resslagandash ............ ........ 1 69 ......................... Soi
T Gy — ....... 416 ...................... 3239H810therbasemetals ............. ......... 60 ....................... é'd.'ib"'5"Hifé?'ﬁébéféha'baééfsaéfa ........ ........ 1 54 ....................... 5368

: Imports : Share of imports (%) : Imports | Share of imports (%)

HB84: Machinery © 5688 : 5346 : H84: Machinery P1952 18.35 : H24: Tobacco EoT2 6361
Vi Bl i gy G e e o i i e
e T TR B e e S R i S e
B G630 Vil vty R T g s T g
B ™ 1 A L R . 71
i e i g T T A T Ty
H38Mlsce"aneOUSChemlcalprOductS ........................................ 6 583H39P|astlcs...Hogcoﬁeeandtea .................................................................
Vi Pramacaito s g i Ba s S b eerenaes T

62.53 : H38: Miscell. chemical products

H73: Articles of iron or steel 53.78 H87: Vehicles

: H85: Electrical machinery
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South African trade with S|gn|f|cant trading partners, 1996 (Rm)

EU : : NAFTA : : SADC
Exports Share of exports (%) Exports Share of exports (%) Exports Share of exports (%)
H71: Precious Metals D442 14,57 H72:Iron and steel P 167547 16.15  H27: Mineral fuels and oils F1.8117 16.51
BT :(')'1'6"'5 ...................... ST 28Inorgan|cchem|calsH84Mach|nery ....................... 5"1"6'7'4'2'6 .......................... T
H72: Iron and steel 2200 : g Machinery H87: Vehicles 1.339.28 48.03
"'I:I'Z'é"&é;,'é'léa'éﬁd'é's:ﬁ ......................................... i '1"7'21"';"I:I'ﬂ':'lgr'ééic')'dé'l'\/'lgtgl'é ................ ORI e §"ﬁié"55;5é%‘éh‘&';35;3§§56é}a ......... 63665 ....................... e
B T EOP ﬁ.'f;é"'E"H'Z'é;'ﬁféé:'éféé'gﬁagé'ﬁ ......................................... R 62715 ......................... S
BT T SR 5 11H290hem|cals 'i-'lé'é;'I:Z'Ié'c't'ric':gl'ﬁ%é'éﬁih'é& .......................................................
"'I:I'é;f:'l'\l'lé'éﬁ'iﬁ'é& ............................................................. é'O'.'Z'é"'E"i-'l'7':§;:&'rii'él'éé'c')'f'i'r'dr'fé'r'éiéé'l ...... :
H28|norganlcchemlca|s ........................................................ 2 748 ...... H 17sugar.... ................................
H87Veh|cles .............. ...................... ; 884H86Ra|lwaylocomot|ves ........................................... ...............................
"'i-'lé'é;'I:Z'Iéb't'ric':gl'ﬁ%é'éﬁih'é'rg/ ................. ....... 737 ...................... i '0'.'1'21'"E"I:I'é?':'\'/'éﬁiglé"s: ......................... ferrreeeenanns ................................ E"I:I'éé':'l'v'li's',é:'e'l'l."c;ﬁé'ﬁ%i'éé'lBFEJH[J&ISI""E""égéjé'omé ....................... 55
: Imports :  Share of imports (%) Imports Share of imports (%) i Imports :  Share of imports (%)
H84: Machinery :13050 5441 : H84: Machinery 4308 47 17.96 : H71: Precious Metals ;43710 : 27.20
"'i-'lé'é"I:Z'Iéb't'r]c':gl'ﬁ%é'éh]h'é'rg/ ................. ; ..... ; 996: ...................... 52':'55'7"'E"i-'Ié'S"'Eiégt};égl'ﬁgéﬁ]h'é&'""""" "1"6‘;5'3'(5'5'2""? ....................... 3'3"2'6"'E"I:I'2"7"l'\l'lfﬁgr'él';‘fjél'é'éﬁd'é]l's: .......... :36945': ......................... S5

"'Fl'éé"\'iéi{.aé';;é'rié .......................... ..... i 596 ............................ : ...E..I:I.g.(.)..ab.tl.éé.l.bh.&éa;émg.......... "1"(551"55""; ....................... é'é_'éé'"g"ﬁé&"fébﬁé'éé ......................... 16939 ....................... S0s

g ..... ; 925 ...................... éé.'ié"'é"iﬂ'd?'éléfé'éé ......................... O e 5'1'.221"'5"I:I't';'2':'('3'6't56h' ........................... 12470 ....................... 550

"'I:I'é(')':'éb'tiéé'l'i)'ﬁé'tb&éﬁﬁ'ig""""""""E ..... 5 144 ...................... ; 909H87Veh|cles ........................ i'é.'éﬁ"'g"ﬁlizl':'\'lilaéa ............................ 115101553

H39Plast|cs ..... 1921 ...................... ; '()'.'3"7"'E"I:I'2'§:'('3'ﬁgr'ﬁi'éé'lé .............................................................. 35.'2'21"'E"I:I'éi':'/'\'éb'é'ré'l'é'r{c'i'éié'tﬁiﬁé ........... ..... 8513 ....................... i

H29Chem|ca|s ..... 1,845 ...................... 5104H88A|rcraft .................................................................. 5896H23Res|duesandwaste ........... ..... 6279- ......................... 7 89

.............. ............................... ........................................... H62Apparel&cloth|ngnot ........ ...............................

H30: Pharmaceutical products i1,388 ¢ 64.91 : H27: Mineral fuels and oils i 54156 4.94 : knitted or crocheted i 5397 16.41
"'I:I'éé"l'\ilfs',é:le'l'lé'rié'c;l]'s:Eﬁ'ér'ﬁféé'l'é'radh'éfsm. ..... 1265 ...................... ; H"tié"'f"i-'lé'é;ﬁé;t]ég ......................... 45421 ....................... i'i'2"7'"f"lll'(iéu('fc')'fféé'éﬁa't'éé .................. ..... 41371440
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South African trade with significant trading partners, 2006 (Rm)

Exports :

Share of exports (%) :

Exports :

Share of exports (%)

H71: Precious Metals H71: Pearls H84: Machinery 15.64
"'I:I'é;f:'l'\l'lé'éﬁiﬁé& ............................................................................... ' 72IronandsteelH27M|neralfuelsand0|ls1298
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A similar situation is apparent with regards to trade with NAFTA. Of significance with regards to the changing export basket is
that exports of vehicles have gained dominance. In the case of SADC, a greater proportion of manufactures exports is evident in
South Africa’s export basket to the region, though in general the profile has not changed dramatically since 1992. Regarding the
imports from SADC, more minerals imports feature today compared to the import profile of 1992. It is likely that this reflects
growing domestic demand following the South African manufacturing sector's growth in significance as an exporter.
Furthermore, other elements that would contribute towards explaining why minerals imports from the SADC have increased
include: (i) South Africa’s mineral producers and exporters are only interested in very large orders so smaller firms have to import
their requirements; (ii) the fact that some mineral processing requires other mineral inputs which are not available locally (in small
volumes or at all); and (iii) some South African mineral firms have grown their investment presence in SADC and thus can easily

tap on external supplies.

In recent years, South Africa has been progressively more interested in developing its trade, particularly with other developing
countries, including Brazil, India and China. It is evident that trade with these countries has certainly grown if one considers the
levels thereof in 1992. The primary issue, however, is that the trade deficit with these countries has been widening dramatically
over this period, whilst South Africa itself is keen to increase its exports to these three partners. Currently exports to these
countries are primarily resource-based, with the predominant categories of exports being: HS27: Mineral fuels and oils; HS72:
Iron and steel and HS76: Aluminium and articles thereof. On the import side, advanced manufactures dominate trade, though it
is of interest to note that 9% of imports from India are of HS72: Iron and steel and that 10% of trade with Brazil is of HS2: Meat
and edible meat products. Around 18% of imports from China are of clothing and footwear and another 41% is of advanced

manufactures including machinery.

Table 8 — South Africa’s trade with Brazil, India and China (R-million)

: Exports : Imports
EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEESE :\ --------- a-9--9-2---§----------1-é-9-é--§ ---------- 2- -0-0-:1--5- --------- é‘o‘b‘e"é"""""{é‘g‘é"; ---------- 1- -9-9--6--5- --------- é66-1---§ --------- .2.6.0.6"
Brazil 2413 ¢ 114713 1 23231 ¢ 2,751 4597 ¢ 11339 i 33477 i 93828
".éh.ir.-{a. ........................ ; ......... .S.éa..g........fé.é..z....g. ....... é :é.s.(,)...E.."1.4._:6.1"9...9."3"......6.»1.1.:8".?"."2.::;.9.6...%."; ..... 9. :(.).g.é..é...E...4...6.:%.1..8...8....

India ©T205 047 13300 ¢ 55763 ¢ 1076 10841 : 21135 1 10,9603

Source: Quantec

314  Fastest growing exports and imports

The effect of the MIDP is evident when considering which have been the fastest growing imports and exports categories.
Focusing on the top 20 exports it is evident that vehicles exports have grown substantially, in value terms, compared to 1992

levels.
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Table 9 - South Africa’s 20 largest exports at the HS6 level, 1992 - 2006 (R-billion)

. :  Exports i  Exports : Exports i  Exports : Average annual growth,
; HS ; Description RT'YY 1996 1 2001 2006 : 1992:2006 (%)
1§ 71020 : Gold unwroughtorin semi- L 182 232 309 355 536
: i manufactured forms or in powder form ~ : : : : :
'"2'"E"é'f(')'ﬁ'é"f'l'éiih'r'r;i'r;é'dé'é'c;éi .............................. ... .......... 3863 ....... 144202 .......................... 556
"53'"E"?'ﬁ'dﬂ"'§"I'D'Iét'ih'l];*ﬁ'h'r'n}\'/}éugﬁt"dr"iHEc;\'n'/&'éFf'c;r'ﬁi""E' ............ 0 .............. ; ........... ........... 1 81 ..............................
...... ':""""""':""-""-"""""'-"'-"""""'-"""""""""?""""""""E"""""""""?"""""""?""""""""'E"""""""""""""""""
4 i 842139 Filtering or purifying machinery for gases : : : :
: : nes :
..;SIIIIE..%I,].i.O.i.g...:..P.l.a.t.":].l:l;’h.I.r.].é.e.r.ﬁl.-.r;{a.h.drfé.c.t.ljfé.d..f.o.r.r.n.é ----- ; ----------------------------------
------ :.............E..6EI:].e.':.\/.éh.i.c.l.e.s..é%.c.QiiHa.e.r....................E
0+ 870323 45000c83000cc
SR S T eren E  CCuTIEs- S ST SUSIER IR
7§ 720041 EFerrochromecontalnlng by mass >4% 10 26 38 129 9.9
: carbon :
8 710231 glpdustrial diamonds - unworked or 33 29 6.0 121 207
: simply sawn, cleaved or bruted :
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Source: Quantec

It is apparent that exports that account for the large majority of total exports, as apparent from the table above, are primarily
resource-based goods, including resource-based manufactures. This is also the case with regards to exports that are growing

the most rapidly, on an average annual growth basis, as is apparent in the table below.
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Table 10 - Fastest growing exports, 1992 - 1996 and 2001 - 2006 (R-million)

1992 1996 :  Growth rate (%)

H2207: Indenatured Ethyl Alcoholof An Alcoholic Strength By Volume Of 80 % Vol

H4802: Uncoated Paper Andpaperboard

H8544:Insulated (Incl. Enamelled Or Anodised) Wire Cable (Incl.Co-Axial Cable) And
Other Insulated Electric Conductors

.......................................................................................................................................................
..................................................................................................................................................................................
BB A A AR R RN AR AR B R R R R AR AR N AR R AR R AR N AR N R R R AR AR N AR N R RN AR AR AR R R R R R AR N AR N N e R N A AR AR AR A A A A AEEEEEEEEANANAMEAEEEEEEEEEEEEEEEEEEEEEEEE
..................................................................................................................................................................................

H3808: Insecticides, Rodenticides, Fungicides, Herbicides,Anti-Sprouting Products And

Plant-Growth Regulators, Disinfectants & Similar Products 1784 7332 3267
an i-.|.3.9.(.).7.. 'F'fc;&éégt'a'is': ath.é}.’.j.él.}./.e.th.é;..s.;&E‘a.e.éé;l.d.é. ﬁ.e.s.l.r;é: Tr; .is.r;l:r;.a.r&/. .[;O.l:r.r{s. ................. E ............ .2.1. .é. . .E ............ é.8. .Li. . .é. smmsssEmEEEEEEEn .3..2..6.2.. an
: 2001 2006 ; Growth rate (%)

H2603: Copper Ores And Concentrates 70.2 778.0 61.78
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..................................................................................................................................................................................

H7219: Flat-Rolledproducts Of Stainless Steel,Of A Width Of 600 Mm Or More. 26474 9,909.7 30.21
“H7105: Dust And Powder Of naturai Or Synthetic Precious Or Semi-Precious Stones. & 754 T TRA0 T s
"H'Z'é'z'ézul-'iy&'réfz'i'ﬁ'e'}iﬁd 'H;&'r'c;ii/'lé'r'ﬁi'ﬁé'xﬁ'd 'fh'éir'i'r{é'ré'éh'if:':é‘;é'lt's';' ............................... ........... ; 139739328 i
"i-'lé'cif)'é:"ﬁ}gf'él;}féé'tg&'é'ﬁil'diﬁé's' ...................................................................... ............ 66422922812
"H'Z'éi'é:"Ah]'ré't'éa';&é'jél'igi\)l'dﬁaéar'ﬁ&g/ii}s'A'c'ia's' .................................................... ........... ; 224;4140,2759

Source: Quantec and own calculations

In terms of imports, goods from the textiles and clothing sector have performed well since 2000, which is probably due to the
combined effects of lower tariffs, the end of the Agreement on Clothing and Textiles (ACT, the successor to the Multifibre
Agreement) and China’s emergence in world markets. Imports of vehicles and oil stand out in particular as they not only make
up a large proportion of total imports, but are also reflected among the fastest growing imports. The former is likely due to the
MIDP, whilst the latter can be attributed to the sharp increase in international crude oil prices that has been evident over this
period. Overall the composition of the fastest growing imports is spread among manufactured goods and advanced

manufactures, as well as some agricultural goods.
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Table 11 - Fastest growing imports, 1992 - 1996 and 2001 - 2006 (R-million)

1992 1996 :  Growth rate (%)

H4703: Chemical Wood Pulp,Soda Or Sulphate, Other Than Dissolving Grades.

H8429:Self-Propelled Bulldozers angledozers Graders Levellers Scrapers Mechanical
Shovels Excavators Shovelloaders Tamping Machines And Road Rollers

H2818: Artificial Corundum Whether Or Not Chemically Defined 980.3 37.82
"Hé'ézl's'"l\ﬁlb'r'db'ﬁgﬁ'e's"' .L.éh.d.s.é.e.a.l.(.e.tzs.’..i-.l.e.a..d.éh.c.)h.e..s.:&r.‘]a .E.a.EF;)Hé.r;é.s. ........................... E ............ .7.2...6...E.."""."3.‘.‘_.7...6...éﬂ""""""""3"6...7.4."
: 2001 : 2006 Growth rate (%)
H7502: Unwrought Nickel. 174.0 2,246.2 66.79

H6204: Womens Or Girls Suits Ensembles Jackets Blazers Dresses Skirts (Excl.
Swimwear).
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H8716:Trailers And Semi-Trailers; Other Vehicles Not Mechanically Propelled 68.7 356.6 39.01
"i-'lé'ti'z'é:'é'ﬁi'é's" 'I'D'éFfi'c'lié';EféHé's"I e '('Z'r'éﬁ'e'éE Wi i_'i'ffi'n'g';'l'fr'éﬁgé ...................... ........... ; 4061 206838 o
e B G i 59'656&3?&'@59‘[6&6&%& s 'dlii'r;éus't'ééi('. ............................ ........... ; 037506837 i

e Ve T heTransportOfGoods ............................................. IR EIT ST LTI PPIPIS CRTRRPRIPER PP PEN

H8411: Turbo-Jets, Turbo-Propellers Andother Gas Turbines.

Source: Quantec and own calculations

3.1.5  Fastest growing trading partners

When considering which have been the fastest growing destinations for South African exports it is interesting to note that the
conclusion of preferential trading agreements has not obviously contributed positively in this regard. It is apparent from the table
below that despite the TDCA coming into force in 2000, and the SADC agreement that is in place, only a few countries from

these regions feature among the fastest growing destinations of exports.

Considering the potential of trade agreements to increase exports, it would appear that the conclusion of the EFTA agreement
may explain the healthy increases in exports to Switzerland, and to a lesser extent, Norway. If one considers that China is not
only the fastest growing export destination for South Africa, but in value terms is also the most important of all the growing export
destinations, it is clear that a preferential trading agreement is not necessarily the key enabling mechanism to increasing exports
to a country or region. This said, it may affect the type of exports demanded. A more significant determinant, however, may be
changes in income of the population of the partners, e.g. growing demand for goods. For example, Nigeria, Russia, the United
Arab Emirates (UAE) and Angola are all benefiting from higher oil prices and higher economic growth. Poland and China are

other trade partners experiencing high growth rates.
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Table 12 - Fastest growing export destinations, 2000 - 2006

: Country 2000 exports (Rm) : 2006 exports (Rm) :  Growth, 2000-2006 (%)

1 China 2411 ¢ 14,020 : 34.10
2Po|and“223 ............................ g —— e
e s 9707 ............................ G —— T
e g 9229 ............................ T e
e b ﬁ .............................. 1 63 .............................. e e
e i ,.679 ............................ i —— e
7Ango|aﬁ1376 ............................ G —— e
R R s
9 ............ S W|tzer|and- ........................... 3’670 .............................. 1 1’661 ................................ 2125
10 .......... M Orocco_335 ............................. 1’042 ............................. 2084
11.Paklstan_360 ............................. 1’082 ............................. 2013
1zehana"592 ............................. g g—— o
e 9500 ............................ g s
T +889¢ ............................ gy s
e s g ——— G o
e Y T, & g —— e
e e A s
g T T e s
e T g s
20Nether|ands_ ........................... 7033 ........................... 1 'é',b'éé"'g ............................ e

Source: Quantec
* The cut-off used was R100-million of exports in 2000

Looking more carefully at the markets that are rapidly expanding their imports from South Africa, it emerges that many of the
aforementioned countries also feature as increasingly important sources of South African imports. In contrast to the context of
exports, it appears that the conclusion of a preferential trade agreement with the EU, the TDCA, would account for why three of
the top six fastest growing source of imports for South Africa are newer EU member states'2. The agreement with Mercosur may
also account for why imports from Argentina and Brazil have grown by around 30% between 2000 and 2006, as can be seen
from the Table below. Increasing imports from Zambia and Zimbabwe may be related to the preferential terms received under
the SADC.

Imports from China, have not been growing as rapidly as what has been observed with some of the new EU Member States.
However, if one considers the level of imports from China, the significance of this growth in imports is elevated in importance,
particularly considering that this recent growth is not off a very low base. This strong growth in Chinese imports has been a major

contributor to the growing trade deficit that has been evident in South Africa’s trade balance. In fact China accounts for 10% of

12 The EU enlargement to include these new member states was completed in May 2004.
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total South African imports currently, which is up from 4% in 2001. Another factor in the deteriorating trade balance has been the
increasing amount of oil imports resulting from the sharp increases in crude oil prices, which have reached levels not seen since
the oil crises of the 1970s. South Africa has also shifted to obtaining more oil from African sources, hence the growth in imports

from Nigeria.

Table 13 - Fastest growing import sources, 2000 - 2006

Country 2000 imports (Rm) 2006 imports (Rm) Growth, 2000-2006 (%)
1 : Czech Republic : : :

2Po|and .............................................................................
3Turkey .......................................................................................................................................
..X.".""E"N.i.g.e.;.i.a. .................. :

SChma .......................................
6Hungary .......................................
e Eul'n'c'iié ....................... ..................................... O OSSR
SR Euié'r'r'lb'ié ....................

g g fresmeensneenee s S STP

10 : Argentina
11S|ngapore ..............

12 ¢ Brazil
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20 Russia

Source: Quantec
* The cut-off used was R100-million of imports in 2000

It is evident that Asia is becoming an important source for imports for South Africa. China again accounts for a large proportion of
the volume of trade within the top 20 import destinations for South Africa, but if one also includes India, Singapore, Thailand and

South Korea, the importance of this region for South African trade becomes most apparent.

3.2 Evolution of tariff structure

In the 1990s South Africa introduced an ambitious multi-faceted round of tariff and trade policy reform. This encompassed
substantive multilateral liberalisation through the WTO; the elimination of quotas, export subsidies and most import surcharges

and new bilateral agreements with the EU and SADC. The tariff structure has also been simplified markedly through a

30
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substantial reduction in the number of tariff lines, the replacement of most compound, specific formula-based and mixed rates by

ad-valorem tariffs, and some reduction in the number of rates levied

South Africa’s liberalisation of tariffs is likely to have confributed to an increase in import penetration. It is apparent from the table
below, however, that whilst the weighted average tariff of the economy as a whole has decreased from about 11% in 1996 to 7%
in 2004, import penetration in fact only dropped from 14.2% in the late 1990s to around 12% in the period to 2004. The limited
import response to the average tariff reduction would appear to be counter-intuitive. Moreover, between 2001 and 2004, with
regards to the manufacturing sector, whilst the weighted average tariff was reduced from 12% to 9%, the import penetration ratio
dropped from 31% to 25%. The highest reductions in tariffs in the sector occurred within clothing, footwear, beverages, motor
vehicles, textiles, printing, plastic products and metal products among others. Of these, import penetration ratios also dropped

except in the cases of clothing and footwear where increases were recorded.
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Table 14 - Import tariffs and import penetration (in constant prices) for South Africa, 1996 - 2004

. . % point Effective rate . Import F— .
tvavr Tf'?:;gg tva\:' Tflfg%?): change in of protection Import pen;e;r:;[gg Rank penetration Rank irﬁ p:r'tnt:::t':gg;:
tariff 1996-04 2004 2000-04 portp

1 §CIothing 614%:  358%: 255%:  1034%:

.......-u...................-u..................-...............-u...................-u..................-........................ ...............................................................

116.5% :

......................................

12.1% :

110%: 77%:

Source: Willcox & Van Seventer (2007) using IDC (tariffs 1996) and Customs & Excise (trade & tariffs 2004)

According to Willcox and Van Seventer (2007), the sectors with the highest reduction in tariffs still have high rates of effective
protection meaning that their relatively high nominal protection on output is not eroded much by tariffs on intermediate inputs.

Low (less than the nominal rate and less than 10%) or negative effective protection characterise printing, metal products, basic

2
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metals, agriculture, basic chemicals, machinery, other transport equipment and wood products. Clothing, motor vehicles, textile,
leather and footwear, plastic and rubber products, furniture and food, however, continue to enjoy high rates of effective
protection. Primary and services sectors face negative effective tariff protection as their nominal tariff protection is low or zero,
while they continue to pay import duties on their intermediate inputs, notably those drawn from manufacturing. For manufacturing
as a whole, the effective tariff protection is about twice their nominal protection. This makes sense since at least part of
manufacturing inputs is derived from primary or services sectors, both of which have low output tariffs and therefore constitute

low input duty taxes for manufacturing.

3.3  Dynamics of trade

A key underlining proponent of any export-led strategy is the selection of the products being exported. Lall (2002) classified
goods as dynamic if they were amongst the 40 fastest growing products with a world market share of over 0.33%. Gibson & Van

Seventer (2004) used this framework and found that South Africa had a low share of dynamic products.

In comparing total developing country (defined as those benefiting from the Generalised System of Preferences) performance
with regards to frade in dynamic products versus that of South Africa, it is apparent that South Africa performs comparatively
poorly. Whilst developing countries as a whole have almost doubled their share of world trade, South Africa’s share has declined

somewhat over the same period, as is apparent in the tables below.

Table 15 - Developing country performance in trade in dynamic products, 1989 - 2004

Share of world trade Trade (US$m) i Annual growth
i .......... 1 .é.s.é. i(.)/.o.). .E, ......... é‘db‘i‘(‘o‘/;j . E .............. 1. .9.8..9. .E .............. é 66.4: . é ........ a‘g“s‘g‘:é‘o‘bz .(.07;). m

Dynamic products 15 : 109 : 15,325 920,663 340
i RyE—— g ) PR DT I R
e .............. 178304 ......... 179305 ....... ; 563652 ................... 56

Source: Willcox & Van Seventer (2007) using UN ComTrade and own calculations

Table 16 - South Africa’s export of dynamic products, 1989-2004

: Share of world trade Trade (US$m) Annual growth

1989(%) ................ 2004(%)1989 .............. 2004 ......... i'éé‘é:é‘dé‘i'(%);)'“
Dynamic products £ 006 : 011 : 652 : 9519 : 211
Nb'ﬁ'-a&héfﬁié'b}'dau&ié ............. 0540445451 .......... 3 7246147
Total0610556102 .......... i 6765157

Source: Willcox & Van Seventer (2007) using UN ComTrade and own calculations

South Africa doubled its share in dynamic product trade between 1989 and 2004. Nevertheless, this share was still very low at
0.11% in 2004. Furthermore, the improvement which was observed is unlikely due to South Africa shifting production towards

dynamic products, but instead is likely caused by a number of resource based commodities becoming classified as dynamic

3
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products, as is certainly not as dramatic an increase as that experienced by other developing countries, including China and

India.

Real growth in exports was, in general, positive from the early 1990s through to recent years as is apparent from the table below,

and as was alluded to earlier.

Growth : Shares
e 1991199519962000.,20012005199120051991199519962000.,2001200519912005
Total 7.0% 3.8% 2.1% 4.3% 100.0% 100.0% 100.0% 100.0%

Senvices* S T e T e e % L aee ¢ erw | A%

Source: Willcox & Van Seventer (2007), Quantec (South African Standardised Industry Database) and own calculations

Contractions in certain sectors, including the primary sector and low-tech manufacturing have been evident. Whilst the primary
sector remains a major contributor to total exports it is clear that its share has been decreasing somewhat. Exports of medium-
tech manufactures and services have grown most robustly over the period. The share of these sectors in relation to total exports
has also increased, and manufacturing as a whole has surpassed agriculture as they key exporting sector and now accounts for
just over 50% of total exports. Most of the growth in manufacturing exports, which was concentrated in the 1990s, can be
attributed to the strong growth in exports of vehicles, which was fuelled by both the MIDP and the weaker exchange rate.
Despite this growth, however, exports of resource-based manufactures continue to account for the greatest share of total

manufacturing exports, as reiterated previously.

3.4 Real economy dimensions

A key determinant of export competitiveness is the exchange rate. Throughout the 1990s South Africa experienced a
depreciation of both the nominal and real effective exchange rate, the former being in the order of around 7% per annum and the
latter around 3% per annum. This trend was reversed with marked appreciations of the exchange rate being evident since 2002.
Whilst export growth had been robust as South Africa entered into its new democratic regime and adopted a more open trade
stance during a period in which the exchange rate depreciated, as the real effective exchange rate started to appreciate late in
2002, growth of exports slowed and that of imports picked up. This has led to an increasingly widening current account deficit,
which is putting further strain on the economy. More recently the ZAR has been weakening again. Many hope that this will have
a positive effect on exports and hence a narrowing of the trade deficit. It is, however, well known that volatility in an exchange

rate is of most concern with regards to securing, for example, export contracts. In fact, it is hard to assess just how much

4
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damage has been done to export confidence as the lag between currency appreciation and order cancellation varies from
industry to industry. As South Africa continues to be an exporter of predominantly resource based commodities, it remains

vulnerable to commodity booms and slumps, which adversely affect the exchange rate.

Of course there are other macro-economic dimensions that have affected trade and in particular South Africa’s ability to compete
in the global arena. Other supply-side factors also need to be taken into consideration. In South Africa, for example, the small
pool of skilled workers, inefficient ports and railways, poor regulation etc. constrain the overall trade performance and economic
growth prospects of the country. Weak trade facilitation, and more recently, debilitating cuts in energy supply, represent further
constraints to the country’s ability to export in an increasingly competitive global market place. It is argued that further
liberalisation of the economy should only take place once some of these supply-side constraints have been removed. An
important issue in this regard is that of correct policy sequencing, which has been argued as being a weakness in the South

African context.

Since 2007 a more comprehensive Industrial Policy exists, as in January of that year Cabinet adopted the National Industrial
Policy Framework (NIPF), which sets out government's broad approach to industrialisation. The Framework targets specific
sectors including natural resource-based industries, such as iron, steel, aluminium, paper and pulp; as well as downstream
beneficiation and advanced manufacturing, including the automotive and aerospace sectors. Labour-intensive sectors, including
clothing and textiles and agro-processing; as well as services, which include tourism and business process outsourcing are also

targeted.

Calls have been for South Africa to have its trade and industrial policies more closely aligned, and this is a key area of policy
debate. Whilst export volume growth has increased over the preceding two decades, this growth was much lower than the
average annual growth in world trade, of about 6%. Accelerated growth in exports will only be achieved if we can improve the
competitiveness of our exports in the long-term. In this regard, continued reforms to the regulatory structure of our economy, as
well as improvements to infrastructure and associated networks, and conducive policies related to, for example, investment are
key. Such policy reforms are important to influencing private sector behaviour towards greater investment, innovation and
employment. They also contribute towards promoting the sustained increase in labour productivity needed to allow consistently
rising real wages, household incomes and living standards. Whilst the NIPF recognises the need for many of these reforms, it is

the implementation thereof that will be crucial to South Africa’s ability to reach global levels of export growth.
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4. Evolution of South Africa’s trade policy

Since becoming a democracy South Africa has opened up its economy on various levels, and normalised its trade environment
with the removal of the dual exchange rate and opening up of its capital account. The country has liberalised its trade regime
substantially. It has engaged at a multilateral level by becoming a founding member of the WTO in 1995, the authorities
negotiated bilateral agreements with the EU, Mercosur and the European Free Trade Association (EFTA), as well as committed

to some unilateral liberalisation.

As South Africa entered the mid-1990s it embarked on a change of trade policy stance from import substituting industrialisation
towards export orientation. Trade liberalisation was undertaken with earest as numerous trade reforms were put in place and
certain sectors were incentivised through specific instruments, providing, for example, targeted export subsidies. The

depreciation of the exchange rate at the time contributed positively to South Africa’s adoption of a more open trade stance.

South Africa’s tariff reform process over the last 15 years has essentially encompassed four facets. Firstly, nominal tariffs,
particularly in manufacturing, which was historically the most protected sector, were reduced. At the time, as a founding member
of the WTO, and signatory to the General Agreement of Tariffs and Trade (GATT), South Africa committed itself to a tariff reform
package and phase-out of distorting subsidies. Secondly, the number of tariff bands and categories was reduced. Thirdly,
surcharges and quantitative controls, particularly related to agriculture, were removed. Fourthly, phased unilateral reduction of

tariffs.

In the 1990s South Africa phased out its general export subsidies under the General Export Incentive Scheme (GEIS) in
accordance with its WTO commitments and introduced WTO compatible supply-side incentives. Explicit subsidies still exist for
two sectors, namely clothing and textiles and motor vehicles and components. The Motor Industry Development Programme
(MIDP)*3, whose WTO compatibility is being questioned, is a system of incentives based on selective import duty reductions
which provide substantial subsidies to investment and exports in return for the production and sale of motor vehicles in the
protected domestic market. The clothing and textiles sector is subsidised through the Textile Clothing Industry Development
Programme (TCIDP), which replaced the Duty Credit Certificate Scheme (DCCS). The DCCS was introduced on 31 March
2006, with the implementation thereof being for a period of two years, retrospectively from 1 April 2005 to 31 March 2007.
Amongst others the conditions of the TCIDP was that the tradability of duty credit certificates be limited to manufacturers for the
export period 1 April 2006 to 31 March 2007. Late in 2007 it was announced that the DCCS was to be extended through to

March 2009. This had been preceded by announcements that the tariffs on textiles were due to be reviewed.

South Africa has also embarked on a process of significant tariff reform. During the 1990s import controls and surcharges in
manufacturing were gradually phased out and quantitative restrictions related to agriculture were converted into tariffs. These
tariffs in turn were also reduced substantially except for a few key commodities such as sugar. Import surcharges were also

abolished. As already emphasised, the tariff structure has also been simplified over the last 15 years, with both the number of

13 The MIDP s legislated until the end of 2009. It is currently under review, a process which is due to be completed in August 2008 after which a revised system
of support would be introduced. A new support programme for the motor industry aimed at improving the domestic value chain and informed by the review will
be introduced to last until 2020.
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tariff lines being almost halved from 12,500 in 1990, and the number of different bands also being reduced by 50% from 200 in

1990. Tariff peaks do, however, still exist and effective rates of protection remain high in certain key products™.

On a multilateral level, South Africa has been active and has participated in the 15 plurilaterals out of 18 that it was invited to. In
these sessions the dti realised that its negotiating stance has been of a defensive nature as it still struggles to identify market
access opportunities due to an absence of an institutional relationship with the private sector. This is an issue that the dti have
expressed their commitment to improve on. Under Doha, the dti is currently studying the texts on agriculture that have been
released. Once this process is completed they will be able to assess whether their offer needs to be revised accordingly before

tabling this formally.

As pointed out previously, the multilateral frade agenda has begun focussing less on traditional areas of trade reform, such as
tariffs, and more on the “new-generation issues” and technical barriers to trade. South Africa’s focus has been on issues of rules
of origin, subsidies, government procurement and safeguard mechanisms. In this regard its negotiating team have been actively
working with the ASEAN, Africa group and other like-minded countries. There has, however, not been much progress due to a
stand-off between ASEAN and the EU. Whilst the former wishes the negotiations to focus on safeguard measures, the latter is
pushing for more movement on government procurement. It is again evident that the introduction of such issues has led to trade
negotiations through the WTO having becoming increasingly complex and lethargic. As a result, South Africa, like other

countries, has shifted its attention to pursue bilateral relations with new trade partners and regional trade groupings.

South Africa concluded its first major preferential trade agreement, the Trade and Development Co-operation Agreement
(TDCA), as a democracy with the EU. The TDCA had come into force on 1 January 2000, but to date two specific agreements
namely those governing “Fisheries” and “Wine & Spirits” have yet to be ratified by South Africa. The “Wine & Spirits” agreement
essentially provides for financial compensation to South Africa for its agreement to phase-out the use of certain European names
of origin, for example, port and sherry. South Africa has delayed its ratification of the agreement as it needs to assess more
clearly the implications of it agreeing to accept the “geographic indications” clauses within the agreement that would affect our
exports of wine and cheese, as well as canned goods.

Besides the TDCA, already mentioned and presented above, South Africa has actively pursued other bilateral and regional trade
negotiations in the last 15 years. At the time of the TDCA coming into force, on a regional level South Africa was party to the

SADC Trade Protocol and also the signing of the new Southern African Customs Unit (SACU) agreement in 2002.

With the deepening of the SACU in 20035, South Africa’s trade negotiating mandate has been reduced as this process needs to
be undertaken in consultation with other SACU member states. This marked an important shift in trade policy for South Africa as

it meant that all FTAs concluded by South Africa henceforth would have to be done through SACU as a regional grouping. This

™4 In May 2006 ITAC announced a review of chapters 84 and 85 of the Customs and Excise Act. The review was aimed at assessing whether current import
duties should be reduced on items that are key fo the success of the government’s R400 million infrastructure development programme. Commitments to
reduce tariffs on certain industrial imports may be beneficial in the short-run if they assist such projects, but a primary concem is that such decisions are not
strategically thought through to consider the country’s broader industrial policy.

15 According to the WTO Trade Performance Review of the SACU, “the 2002 SACU Agreement provides for a more democratic institutional structure; a dispute
settlement mechanism; the requirement to have common policies on industrial development, agriculture, competition, and unfair trade practices; and a new
system regarding the common revenue pool and sharing formula. It is hoped that, once in force, the new SACU Agreement, combined with multilateral trade
liberalisation and outward-orientation, will help SACU countfries to foster their integration into the world economy”.
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has important implications with regards to South Africa’s negotiating capacity e.g. its ability to commit to liberalisation of imports,
as well as the political sensitivity created by the perception of South Africa as a nation influencing regional economic and political
outcome (e.g. South Africa is seen by many as a regional hegemon pushing its own interests, although the term hegemon'® is
not systematically associated with a negative outcome in the International Relation literature). Whilst negotiating within a bloc has
benefits, it can also create complications e.g. China not wanting to negotiate with SACU as Swaziland recognizes Taiwan as an
independent State. South Africa’s trade policy and negotiating stance has become substantially more complicated over time and

now needs to take into account a host of new issues.

Furthermore, negotiations at a bilateral level are complicated further in light of the various levels of development among the
SACU member states. The negotiation of a SACU-US free trade agreement (FTA) is a further example of how such processes
struggle to become concluded due the combination of both asymmetrical levels of development and the increased complexity of
the issues being negotiated. After protracted negotiations the two sides failed to reach a consensus in 2006. SACU was, in 2005
calling for a phased approach, with an initial basic free trade agreement being concluded and the new-generation issues being
negotiated later on in the process, that is once SACU had achieved greater harmonisation on these issues internally. The
negotiations dead-locked as a result and have not been revisited since. Some analysts feel that South Africa missed an
opportunity to fast-track such harmonisation and commit to a more comprehensive agreement. They argue that the benefits from
trade agreements signed with, for example, India and China, will stem from commitments made on the new generation issues

and not really from trade in goods. Calls are for greater harmonisation within SACU of, for example, regulatory frameworks.

South Africa had hoped to conclude FTAs with the European Free Trade Association (EFTA), the US, and Mercosur in 2005, as
well as to begin talks with India. So far only the agreements with EFTA and Mercosur have been concluded, with the former

being a fully fledged free trade agreement and the latter a preferential trading agreement.

It has become apparent, however, that negotiation of market access can be tricky and needs to be carefully considered. A case
in point on this is, again, that of China. In recent years, South Africa, like other countries, has had to face severe competition from
China within the textiles and clothing sector. It has been clear that Chinese imports have benefited from cheap labour and so
have been price-wise much more competitive than local producers. The flood of cheaper imports as a result led to many a call
from industry for South Africa to restrict such imports by increasing tariffs and also implementing a quota system'”. The key
problem with this is that South African consumers would suffer as they would no longer have access to more affordable clothing.
Furthermore, China’s rapid growth and subsequent enormous demand for resource-based goods have benefited South African
exports. By raising duties of Chinese imports to South Africa, we run the risk of China reducing our market access to their
markets in retaliation. It is pertinent to note that in fact textiles and clothing is already one of the most protected sectors, with
tariffs of up to 30-40% (though these have decreased by 10-20% since the 1990s), and certain Chinese imports are still cheaper

than domestically produced goods despite these tariffs. The South African textiles and clothing sector would need to compete on

16 Note that the term “hegemon” is not systematically associated with a negative outcome in the Intemational Relations literature

17 Labour have been particularly vocal regarding the issue of the severe trade imbalance with China, citing severe job losses in the clothing and textiles sector
as a key concern. Furthermore, it is felt that trade with China is entrenching South Africa’s role as a primarily resource based exporter and not contributing in
any way to improving South Africa’s industrial capacity.
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more than price to be able to succeed. Focus on improved quality and better designs are areas in which South African

manufacturers could compete more effectively.

South Africa is also a member of the Southern African Development Community, as mentioned previously. Under SADC
ambitious targets have been set for its member states. These include the elimination of tariffs on 85% of all goods by 2008, as
well as the formation of a customs union by 2010, a common market by 2015 and common monetary area by 2016. The SADC
has signed a number of accords, though important questions remain about SADC’s members’ ability to implement these. South
Africa has not only been intimately involved with the deepening of the SADC itself, but a further facet of South Africa’s
relationship with SADC s its recent inclusion in the SADC’s EPA negotiations with the EU. In light of South Africa’s relatively
large negotiating capacity in the region and, following the phasing out of Cotonou and the introduction of the EPAs, South
Africa’s role within the region vis a vis the EU has become enhanced. In parallel, it is clear that frade negotiations have already
become more complex as South Africa has to negotiate taking into account the interests and stakes of a growing number of
countries. The EPA negotiations were concluded in relation to frade in goods, but deadlocked around the Singapore Issues, as
related previously under Section 2.3. South Africa has been firm in its position that no binding commitments should be made by
countries within the region in relation to the Singapore Issues. The country feels strongly that the region needs to be more
convergent internally, for example in relation to competition policy, before it seeks to open itself up. As such it sought a 5-year
window period within which the region could assess its ability to liberalise fully in these areas, but this proposal was rejected by
the EU. South Africa has reiterated its commitment to the liberalisation of the services sector, but it is clear in its view that this
should not take place prematurely. Within the SADC a framework regarding the modalities for liberalisation of the sector has
been in the process of being negotiated. It has been agreed within the region that this would need to take the form of a protocol,
which means it requires Ministerial approval at member state level. South Africa is still to sign off on the text itself, but it is clear

that it will be sometime before such a protocol comes into effect.



15-YEAR REVIEW: TRADE POLICY IN SOUTH AFRICA]

5. Policy considerations for the way forward

This report has served to reveal that the environment within which South Africa has to formulate its trade policy is multifaceted
and complex. Not only are the determinants of tfrade in general not as clear cut, but there are also a number of key issues to be

considered in the approach adopted on the way forward.

5.1 Importance of collaboration with involved stakeholders

Among the implications of a more complex trade negotiating environment is that it is even more important now than ever for the
dti to enhance its collaborative linkages with other stakeholders including fellow government departments, business, labour and
civil society. This would not only boost South Africa’s negotiating capacity with regards to enhancing the level of specialist,
technical expertise available, but also ensure that negotiations go beyond a narrow range of economic interests. The South
African authorities negotiating on trade matters need to ensure that all parties’ interests are represented and effectively
articulated at the various negotiating tables. Kenya has established a WTO forum, for example, which may be worth investigating

as an example of the kind of vehicle that could potentially be used in this vein.

A key concern regarding South Africa’s trade negotiating stance is the increasing view that the government no longer ascribes to
a participatory approach in this regard. Whilst Labour was included as a key stakeholder in the Hong Kong Ministerial
demonstrating that trade negotiations in South Africa were tackled in an inclusive manner, with the negotiation of a clothing and
textiles agreement with China it would appear that an about-turn has been done. This shift has resulted in Labour and other
stakeholders publicly criticising government for its lack of transparency with regards to the negotiations, and in fact, this process
has been rife with speculation regarding the details of the agreement. The agreement with China, concluded in June 2007, was
only enacted in September. It was only then that the proposal to institute import quotas vis a vis Chinese imports of clothing to
South Africa was gazetted. Though ITAC invited comments on the proposal, it only provided a one week window for the various
parties to do so. As South Africa is seeking to conclude a preferential trading agreement with China, scepticism of its ability to

conclude a deal that does not adversely affect South Africa is mounting.

Of course, it is also important to take into consideration the consumer and how potential commitments would affect particularly
the poor. As reflected in the document, a trade policy needs to be fully aligned to the country’s poverty alleviation and
development objectives. Furthermore, as South Africa is now part and parcel of SACU, and trade negotiations need to be
conducted within the context of this bloc, the stakeholders are also deemed to be not only within our own borders. This inherently
implies that it is imperative that South Africa be fully cognisant of the diverging interests of the other member states, both of the
SACU and the SADC. There are therefore certain issues that would need to be tackled, including the need to conduct a
comprehensive information gathering / intelligence exercise, at both the country and sector level. Furthermore, staff of the dfi
would need to have access to assessments of the various trade deals concluded and also fully understand the positions of the

various SADC and SACU members in this regard and how to move agreements forward.

The dfi itself admits that its greatest negotiating challenge is to move from a defensive to an offensive stance i.e. a position that is
informed by the market and means that we are demandeurs rather than requestees. Taking the above into account it is clear,

that the interest of various stakeholders, not only the private sector, need to be part and parcel of the negotiations going forward.

%0
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5.2  Aligning of trade policy with pro-poor objectives

Supachai Panitchpakdi, at the time when he was Director-General of the WTO, emphasised the importance of linking a country’s
trade policies with its development and poverty reduction plans. He stressed that unless trade policy and its priority areas of
action are anchored in overall national development plans and/or poverty reduction strategies the relationship between trade and
improvements in growth and development could not bear fruit. Issues such as demographic change and economic growth

potential need to be more tightly linked to the negotiating agenda.

With the multiplicity of negotiations that have been underway with China, India, Brazil and others this raises questions around the
effectiveness of such processes and agreements. It is imperative to consider to what effect do these agreements contribute to
South Africa’s development and trade objectives. Our analysis of some of the trade figures has alluded to the possibility that
trade with, for example, Argentina and Brazil has increased likely due to the Mercosur agreement. Similarly with the EFTA,
however it is not clear to what extent these agreements ultimately contribute towards the broader policy objectives of South

Africa, including the reduction of unemployment.

As mentioned in Box 1, a key determinant of the country’s competitiveness relates to the supply of skilled labour. However,
South Africa wishes to not only increase its exports, but also ensure that its trade policy has positive impacts on its employment
and its ability to create employment. It is currently difficult to do extensive work in assessing the links between trade and
employment as the data are classified using different nomenclature. Labour statistics are recorded using SITC and trade
statistics using HS codes. This implies the need for creating concordance tables, which would link these and enable some real
analysis to be done. This is, however, quite a complex, though certainly important process that should be tackled sooner rather

than later.

5.3  Optimising opportunities afforded by preferential access negotiated

Negotiating a preferential trade agreement does not automatically generate the benefits sought in doing so. If such access does
not lead to, for example, greater levels of intra-industry trade, then perhaps the benefits are merely of a political nature. It is
important that the benefits derived from the negotiation of preferential access are clear. The increased levels of imports from
Mercosur and EFTA seem to indicate, for example, that South African exporters are not benefiting as much as their counterparts
in such regions. It is possible, however, that the imports from the countries are being used as inputs by South African exporters.
Alternatively, it is perhaps simply indicative of the superior ability of firms in these countries to take advantage of the preferential
access to South Africa or that these firms are provided with better information regarding how to take advantage of the
preferential access. In the case of China, where South Africa is seeking to negotiate preferential access it would be pertinent to
bear in mind in so doing that a large proportion of its imports from China would appear to be important inputs to the burgeoning

domestic manufacturing sector.

All these issues are imperative to consider if South Africa is to fully take advantage of any preferential access arrangement it

seeks to negotiate or has negotiated already. Furthermore, it suggests that trade policy cannot be considered in a vacuum.
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54  Sequencing of trade and industrial policy reforms

Trade policy, whilst being an import policy tool, is not the primary one to be used to drive economic growth. Bearing this in mind it
would appear that the expectations of what trade policy can achieve with regards to increasing levels of growth of the economy
as a whole should be more conservative. Trade policy is a powerful tool, but it needs to be used in conjunction with other policy
tools. It is used to facilitate international trade through progressive, sequenced liberalisation and institutional upgrading. As such
trade policy seeks to maximise efficiency of local resources and the country’'s competitiveness. It is clear that certain import-
competing industries may suffer in the process. Trade policy therefore needs to be complemented with a clear industrial policy
that develops new economic activities to replace those which are deemed uncompetitive when competing in a global
marketplace. The importance of having industrial and trade policies that are mutually reinforceable, which includes having an
industrial policy that provides for an enabling environment for increasing the competitiveness of domestic producers e.g. good

infrastructure, stable service delivery efc.

Unilateral liberalisation alone will not help South Africa increase exports and diversify its export basket. Industrial policy has an
important role to play, in terms of, for example, supporting the provision of a conducive environment for investment through
regulatory reform, improved infrastructure etc. Whilst the NIPF was adopted in January 2007, despite labour’s support thereof
due to its focus on supporting labour-intensive industries through beneficiation, a key concem relates to the dti's capacity to
implement its NIPF. Of course, such a sectoral approach needs to also consider the interests of consumers, whose voice is not
only dispersed, but also not formally represented in South Africa. Careful and transparent consideration of sectors selected for
support is also important in relation to such an industrial strategy. Within the context of the NIPF the sectors selected vary with
regards to their strength and hence requirements for support, which presents problems in itself. Furthermore, it is important to
have in place an exit strategy in terms of sectoral support schemes, as well as timeframes for reaching certain industrial policy

objectives.

Calls have been for South Africa to have its trade and industrial policies more closely aligned, and this is a key area of policy
debate. Whilst export volume growth has increased over the preceding two decades, this growth was much lower than the
average annual growth in world trade, of about 6%. Accelerated growth in exports will only be achieved if we can improve the
competitiveness of our exports in the long-term. In this regard, continued reforms to the regulatory structure of our economy, as
well as improvements to infrastructure and associated networks, and conducive policies related to, for example, investment are
key. Such policy reforms are important to influencing private sector behaviour towards greater investment, innovation and
employment. They also contribute towards promoting the sustained increase in labour productivity needed to allow consistently

rising real wages, household incomes and living standards.

An important consideration within the ambit of attaining trade and industrial policies that are mutually reinforceable is the role of
imports. Our earlier analysis has revealed that our exports of manufactures goods is increasing and so too is our demand for
machinery imports from, for example, China. This clearly demonstrates the importance of understanding what imports are
needed to in turn grow our exports, in order to be able to negotiate agreements that maximise the benefits thereof for the local

economy. Again such consideration should not only be limited to certain stakeholders in the private sector who are able to lobby
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their own interests and affect the direction of trade policy accordingly. Civil society and other stakeholders must be included even

if this does require an innovative approach of some sort.

5.5 Need to be more strategic as negotiating priorities are changing

Trade facilitation issues and the other new generation issues are now crucial. Increasingly developing countries such as South
Africa are being pushed to make commitments in services, which highlights the importance of being strategic about future
negotiations. South Africa should have sewn up SADC's service markets well before the EPAs were even mentioned. Services
are difficult to supply without some element of commercial presence. SADC and sub-Saharan Africa more generally are obvious
markets for South Africa to move into, but this has happened despite not because of government support. Services are also
important because they may have significant spinoffs in the home country in terms of manufacturing links. Strategic thinking
regarding the traditional areas such as agriculture is also important. What we should be thinking through is, for example, what

the options are for exporting value added agriculture where we should have a significant comparative advantage.
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