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For Richer or Poorer: Transforming Economic Partnership
Agreements between Europe and Africa

Christian Aid

Some NGOs have raised concerns about the Eco-
nomic Partnership Agreements that the EC is negoti-
ating with the poorest countries. .. Europe should not
be, and is not, seeking to “take” anything from these
countries. Our aim is a new framework where neigh-
bours work together to benefit from freer trade, while
we offer assistance to integrate them into the world
trading system. That is our global 2lst-century
challenge.

Peter Mandelson, EU Trade Commissioner, the

Guardian, 1 December, 2004

We are extremely wary of these EPAs because
income is going to fall dramatically in a country like
Mdli. If we sign EPAs and our income drops by 20
or 30%, it seems we are going around in circles. We
have a lot of misgivings ... it may lead to revolution.
Amadou Ali Niangadou, Malian MP, Joint
Parliamentary Assembly, Brussels,

5 February, 2005

For the first time in history, Europe is negotiating
free trade agreements with the countries it once
colonised. In return for continued access to Euro-
pean markets, 77 countries in Africa, the Caribbean
and Pacific region (ACP) are being asked to open
up their markets to products from Europe.

The likely results of these new Economic Part-
nership Agreements (EPAs) are not hard to imag-
ine. With their diverse range of products and muscle
in the marketplace, European producers can outstrip
ACP rivals in their domestic markets. European
producers have enjoyed decades of subsidies, support
and protection from their governments and have
built strong, lean, competitive industries.

ACP countries — especially those in Africa,

whose problem is not only that they can't sell
enough but that they don’t produce enough — have
not. They stand to lose existing industries and the
potential to develop new ones as products from
Europe flood their markets.

Through EPAs, Europe is threatening not
merely to give with one hand and take with the
other. In spite of Commissioner Mandelson’s fine
words, it is just taking.

Since colonial times, ACP countries have been
locked into feeding the European market with raw
commodities, and are often locked out when they
try to export processed or value-added products.
And for more than 20 years, ACP countries have
been forced to liberalise their markets to such an
extent that many now have economies that are
more open than Europe’s.

They are already integrated — often harmfully —
into the world market. So any new trade agreement
between ACP countries and Europe must both help
them to improve and diversify what they produce
and export, and allow them to protect themselves
from imports in the meantime. EPAs in their
current form will do neither.

The European Union, on the other hand, stands
to gain much by forcing through EPAs. Above all,
once the reforms are enacted, Europe will have
duty-free access to 77 new markets for the vast
majority of its products. Europe’s determination to
negotiate this was laid bare at a recent meeting
between EU and ACP trade negotiators. The ACP
representatives were told by a senior Commission
official to ‘come back in a better mood’, when they
proposed protecting 30% of their products from tar-
iff elimination under EPAs.

This report, For Richer or Poorer: Transforming Economic Partnership Agreements between Europe and Africa, was originally published by Christian

Aid in April 2005.
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This report calls for EPAs to be stopped in their
current form.

It focuses in particular on what African countries
want and need from a new trade relationship with
the EU, given that 2005 is the year in which the UK
government will be pushing its counterparts in the
G8 o take action for a strong and prosperous Africa.
As EPAs are the framework through which it will
shape this relationship, the UK government should
take a much greater intetest in these negotiations.
EPAs may end up achieving the opposite of what the
UK government desires in its new deal for Africa.

How EPAs fail on their own terms

I intend to ensure that there are no unfair demands
for reciprocity in the EU’s approach, and no enforced
liberalisation until targeted aid programmes have

built up local capacities.
Peter Mandelson, EU Trade Commissioner, The
Independent, 27 December. 2004

I am more convinced that EPAs stand to knock us
back. EPAs stand to harm us ... it will only benefit
our European partners. The ACP must sit up and
look at this issue critically.
Kwame Osei-Prempeh, Ghanaian MP, Joint
Parliamentary Assembly, Brussels,

5 February, 2005

The all-powerful Trade Directorate, which sits at
the heart of the European Commission, argues that
EPAs are necessary precisely because the way in
which ACP countries currently gain access to
Europe’s markets contravenes World Trade Organi-
sation (WTO) rules.

This is true, but when the new round of WTO
trade talks was launched in Doha, Qatar, in Novem-
ber 2001, ACP countries negotiated a ‘waiver’ with
the EU to allow their preferential market access to
continue. This waiver is due to expire two years after
the end of the Doha round,! which means that a way
of ensuring continued preferential market access for
ACP countries must be found. But in the view of
Christian Aid, the organisations with which we
work, and many other groups that represent the
interests of poor people in African countries, EPAs
are not the solution.

Despite the claims of the EU, EPAs are neither
development friendly nor, ironically, legally water-
tight under the WTO?’s rules. And Commissioner
Mandelson’s attempt to sugar the pill of enforced
liberalisation by offering ‘assurances’ that ACP
governments will be allowed up to 25 years to open
their markets is further undermining the legality of
EPAs.

The WTO rule that governs regional trade
agreements — Article 24 of the General Agreement
on Tariffs and Trade — is aimed at fostering free trade
between countries at a similar level of development.
It stipulates that they must liberalise ‘substantially
all trade’ over a limited period of time, usually ten
years.? In other words, the EU and its Trade Com-
missioner cannot deliver with any legal certainty on
their guarantee of giving ACP countries a long
timescale in which to liberalise.

African countries want to negotiate a new trade
and aid agreement with the EU, since Europe is still
their most important trading partner. They want an
agreement that allows them:

¢ to choose if, when and how they open up their
markets to the EU;

¢ the ability to shape the terms of their access to
the EU market; and

¢ the legal certainty that this market access won'’t
be open to a challenge at the WTO.

Instead, they are being forced into negotiating EPAs
by a European Union that appears determined to
offer them no alternative means of holding on to
their existing access to Europe’s matkets.

A perilous strategy

We fear that our economies will not be able to with-
stand the pressures associated with liberalisation, as
prescribed by the World Trade Organisation. This
therefore challenges us all as partners to ensure that
the outcome of the ongoing EPA negotiations does
not leave ACP countries more vulnerable to the
vagaries of globalisation and liberalisation, thus
further marginalising their economies.

President Festus Mogae of Botswana, May 2004

For more than 20 years, trade liberalisation in devel-
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oping countries has proved disastrous for poor
people. Christian Aid argues that governments in
ACP countries now need to be allowed to take a
breather. Not only should the push for further liber-
alisation of their products cease, but because tariffs
are already lower on average than those in rich
countries, developing countries should be permitted
to raise them where necessary.? ACP countries must
be able to protect their infant industries.

New studies commissioned for this report look at
the already disastrous impact of trade liberalisation
on poor producers and at the likely effects of a
further lowering of tariffs in three African countries.

In Ghana and Senegal, two countries currently
involved in EPA negotiations with Europe as part of
the Economic Community of West African States
(ECOWAS), the enforced lowering of import tariffs
on products such as tomato paste and chicken parts
and meat has been followed by a deluge of products,
sold at cut-throat prices, from Europe. These often
undercut locally produced goods, causing factories
that add value to local produce to close down. This
in turn leads to great hardship in poor, rural commu-
nities where people’s livelihoods rely on selling
surplus food.

In Mozambique liberalisation resulting from
EPAs would open up a thriving milling industry to
more cheaply produced wheat-flour from Europe,
undercutting locally milled flour. This would not
only mean job losses in the milling industry, but
would also have a knock-on effect among the small
but growing number of Mozambican farmers who
produce wheat.

These studies show that not only is liberalisation
often a harmful policy for poor people, but that lock-
ing countries into a pre-determined pattern of liberal-
isation through EPAs will prevent them developing
new industries in the future. This ‘capping’ of devel-
opment will not serve to reduce poverty and will
leave developing countries dependent on the same
narrow tange of primary commodities. This is not
how now-industrialised countries developed.

Another study looks at the impact that major
cuts in EU sugar prices will have on economic
development and poverty in Malawi, one of the
poorest countries in the world.

Malawi’s sugar industry employs tens of thou-

sands of people directly and many more in associ-
ated industries. A large share of its income comes
from the guaranteed high prices it receives from the
sugar it exports to the EU market.

But planned changes to Europe’s Common Agri-
cultural Policy (CAP) will see EU sugar prices fall
by more than a third, costing the Malawian govern-
ment and sugar industry at least €4 million. And
while sugarbeet farmers in Europe will receive direct
aid covering 60% of their revenue loss,* Malawian
farmers and workers are unlikely to receive such
compensation.’ This sounds like a clear warning of
the sort of deal poor countries can expect if EPAs, in
their current form, are allowed to go ahead.

It is clear that compensation from the EU for
losses in ACP countries as the value of preferences is
treduced or they are eroded will not be forthcoming.
Christian Aid calls on the EU to make funds avail-
able to help cushion the inevitable blow that will
fall hardest on the poorest, such as Malawian sugar
farmers and workers and their families.

It is clear from these studies that not only is lib-
eralisation already often a harmful policy for poor
people, but that using EPAs to lock countries into a
pre-determined pattern of liberalisation will deny
them opportunities to develop new industries in
future. This will scupper their efforts to reduce poverty
and transform their economies, and will deny them
the opportunity to use protection selectively as they
develop, in the same way European countries have
been able to do.

Regional development under threat

The trade opening or ‘market access’ part of these
agreements are not at their forefront: it comes at the
end after regional integration has kick-started growth.
Peter Mandelson, EU Trade Commissioner,
speech to the Civil Society Dialogue Group,

20 January, 2004

EPAs are threatening existing but fragile regional
groupings of African countries. They are already
undermining the protection of important industries
as groups of countries scramble to align their tariffs
in readiness for negotiations with the EU.

African countries have long considered regional
integration an important development strategy. It is
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both a means to overcome the limitations of small
markets and an opportunity to pool resources for
infrastructure and major production projects. But
rather than let African regions decide on the appro-
priate design and pace of integration, the EU is
forcing the issue. Commissioner Mandelson said
recently that regional integration was on€ of the
‘most attractive aspects of EPAs’ and that the ‘EU
model has much to offer in that respect’.’ This
externally driven agenda holds several dangers.

The creation of regional markets and the promo-
tion of new regional production to serve them is a
key element of African efforts to become more
internationally competitive. But regional integra-
tion in Africa will certainly not have ‘kick-started’
growth by the time the EU expects African coun-
tries to start opening up their markets to EU
imports.

Clearly, regional markets, which first have to
overcome very complex political, economic and
administrative problems, should be firmly in place
and have given rise to new patterns of production
before African countries consider opening up to
competition from the EU. This is not possible
within the European Commission’s current
timetable. As a result, there is a grave danger that
EPAs will force governments to abandon trade poli-
cies that will be essential to make the most of new
regional opportunities. This will make a nonsense of
regional integration.

Govermnment trade negotiators and regional sec-
retariats are already overstretched. An acceleration
of the process of economic union, putting further
strain on the delicate negotiations over single
regional markets, is likely to result in poorly
designed regional integration schemes.

If African countries fail to open up their markets
to their neighbours before opening up to EU
imports, this will cut off any opportunity to develop
industries in goods that can be traded regionally.
The EU’s model of regional integration in Africa
could result in trade and its benefits being diverted
to the EU, rather than encouraging increased trade
and growth within African regions.

EPAs may well divide as much as unite neigh-
bours in Africa. For instance, least-developed coun-
tries have little incentive to sign ‘free trade’ EPAs,

because they will continue to benefit from special
access to Europe’s markets under the Everything But
Arms initiative even after the ACP waiver has
expired. Each of the four regional groups in Africa
with which the EU is negotiating comprise least-
developed and developing countries. The onus will
be on the countries within each group to deal with
their differences, which could lead to further dis-
agreements.

Rewriting EPAs

If EPAs carry through, African countries will have
to kiss goodbye to their industrialisation efforts.
Tetteh Hormeku, Africa Trade Network

Christian Aid is part of an international campaign
to stop EPAs in their current form. We believe that
since Europe’s former colonies did not ask to open
up their markets to EU imports and since hundreds
of campaigning and non-governmental organisa-
tions in Africa have said that EPAs in their current
form should be stopped, the EU must now listen and
act. This report calls on Peter Mandelson to remove
the reciprocal market-opening element from the
EU’s negotiating mandate and leave ACP countries
to decide for themselves whether to liberalise.

The resulting one-sided or ‘non-reciprocal’ trade
arrangement could be made WTOQ-legal if European
member states were prepared to instruct the Com-
mission to argue for changes to WTO law. The rules
governing regional and preferential trade agree-
ments between developed and developing countries
need rewriting. Europe has already promised to sup-
port measures to make ‘special and differential treat-
ment’ for developing countries more effective in the
ongoing Doha round of talks. Such changes could be
sealed at the WTO ministerial meeting in Hong
Kong in December 2005.

On the other hand, if Commissioner Mandelson
arrives in Hong Kong with EPAs in his briefcase, the
EC could again be heading for a confrontation with
developing countries of the kind that led to the
collapse of talks in Cancun, Mexico, in 2003.

Christian Aid is calling on the EU to give ACP
countries four guarantees:

1. Continued and improved access to EU markets
with legal certainty.
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2. The right to decide whether, how and when to
liberalise their own markets.

3. Finance to help them enhance regional integra-
tion and develop their ability to trade and cope
with the costs of adjustment caused by trade
reforms.

4. Compensation for the loss of revenue caused by
preference erosion.

The UK government must use its pivotal role on the
international stage during 2005 to influence the
outcome of the EPAs debate.

Britain's declared position favours trade that
works for poor people and, in its white paper of
2004, the Department of Trade and Industry states
that poor countries should not be required to ‘pay
the price’ for access to the markets of rich countries.

Christian Aid challenges the UK government to
support this rhetoric with action. It should clearly
state that EPAs are not currently compatible with its
vision for trade with developing countries. Also, as
the UK chairs the G8 and holds the presidency of
the EU simultaneously, it should galvanise like-
minded European countries to stop EPAs in their
current form.

Telling the full story: What is driving
changes in the trade relationship between
Europe and Africa?

Europe's new trade agenda: Partnership
under threat

Since 1976, the European Union’s trade, aid and
political relationship with African, Caribbean and
Pacific (ACP) countries — its former colonies — has
been governed by a series of treaties commonly
known as the Lomé Conventions. Each five-year
convention allowed ACP exporters better access to
European markets than any of their competitors in
other developed or developing countries. At the
same time, ACP countries were allowed to protect
their markets from competing EU imports. These
provisions recognised that trade between countries
at unequal levels of development must be tilted in
favour of the less-developed partners if it is to help
them generate revenue and grow.

The primary purpose of the Lomé Conventions
was to promote economic development in ACP
countries through aid and trade preferences.” The
fourth and last convention was signed in 1996 and
expired in 2000, although its provisions continue to
govern trade between ACP countries and the EU
under a waiver granted at the WTO until December
20078

The Cotonou Partnership Agreement replaced
the fourth Lomé Convention in 2000. Its stated
aims are to ‘reduce and eventually eradicate poverty
consistent with the objectives of sustainable develop-
ment and the gradual integration of the ACP coun-
tries into the world economy’.

Like its predecessor, the Cotonou Partnership
Agreement emphasises the need to support the econ-
omic development of ACP states. It clearly recog-
nises the right of ACP countries to make their own
economic and development decisions.’ It also states
that trade between the EU and ACP should help
foster sustainable development and eradicate
poverty in ACP countries."®

But the EU’s interpretation of Cotonou will
bring dramatic, historic changes to the way in which
the EU trades with its former colonies.

In September 2002, as stipulated in the Cotonou
Partnership Agreement, the EU and ACP launched
talks to negotiate regional trade agreements — the
Economic Partnership Agreements (EPAs) — com-
patible with WTO rules. The EU is choosing to
negotiate under the strict WTO rules that govern
free trade agreements between two or more coun-
tries. It therefore maintains that EPAs will require
ACP countries to open up their markets to ‘substan-
tially all’ imports from the EU, over a limited time
period.

EPAs, therefore, are free trade agreements. So,
under the guise of partnership and cloaked in the
language of development, European states have
chosen to neglect the WTO principle of special and
differential treatment for less-developed countries.
The European Commission, with the blessing of EU
member states, has set itself on the seemingly inex-
orable path of forcing open the markets of countries
immensely poorer than those of Europe.

The mandate which EU member states — includ-
ing the UK — have given the European Commission
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to negotiate free trade agreements with their ex-
colonies in Africa; the Caribbean and Pacific shows
a radical shift away from their thinking on develop-
ment and trade of a few decades ago. They no longer
seem to recognise that partnership between unequal
regions cannot be based on unfettered free trade
without undermining the less developed partner.

ACP governments and parliamentarians, along
with NGOs and campaigning groups both in ACP
countries and Europe, have expressed deep concern
about the talks.!!

According to President Festus Mogae of Botswana,
ACP countries stand to lose from the new agree-
ments, especially since they are already struggling
with existing trade liberalisation. ‘We fear that our
economies will not be able to withstand the pres-
sures associated with liberalisation, as prescribed by
the World Trade Organisation. This therefore chal-
lenges us all as partners to ensure that the outcome
of the ongoing EPA negotiations does not leave
ACP countries more vulnerable to the vagaries of
globalisation and liberalisation, thus further mar-
ginalising their economies,’ he said.

The source of deepest concern is that EPAs
threaten to lock 77 developing countries, 48 of
them based in Africa and among the world’s poorest,
into reciprocal trade agreements whose raison d’&tre
is the mutual elimination of tariffs.

What is driving the EU’s new trade agenda?

The European Commission claims that the EU has
no interest in opening up ACP markets to its
exports through EPA negotiations as the ACP mar-
kets in question are so small. Their character as free
trade agreements, says the EU, has been determined
by the global trade and geopolitical environment;
the WTO rules demand that it be this way, and the
trigger and timing is the expiry in 2007 of the waiver
granted by a majority of WTO members in 2001.
The EU says that the terms of EPA negotiations are
also determined by legal constraints: the WTO’s
Atrticle 24 of the General Agreement on Tariffs and
Trade (GATT) which stipulates that regional trade
agreements must be reciprocal and aimed at elimi-
nating barriers to trade.

The EU's insistence on WTO compatibility can

in part be traced back to the 1990s when the EU’s
trade arrangements with banana-producing former
colonies was the source of a bitter trade war with the
US. In 1999, the WTO ruled these trade arrange-
ments illegal because the administration of banana
imports discriminated between Latin American and
ACP producers. The US subsequently sought com-
pensation and imposed bruising tariffs on products
from Europe as a sanction to force the EU to comply
with the WTO’s ruling. The EU has not forgotten
the bloody nose it was given.

However, Europe’s aggressive interest in the
markets of ACP countries should not be discounted.
As this report will show, basic EU value-added food
products — such as canned tomatoes and frozen
chicken parts — are alteady dorainating many
African markets. It will also demonstrate that WTO
compatibility is a moving target; its rules on regional
trade agreements are currently under review as part
of the Doha Development Agenda round of world
trade talks and could be changed to offer special
treatment to developing countries.

The EU can also pursue options outside WTO
regional trade agreement rules that would guarantee
ACP producers continued access to EU markets,
without requiting them to open up their own. One
such option would be to improve the EU’s existing
system of preferential trade arrangements for
developing countries — the General System of Pref-
erences.

EPAs as negotiated free trade deals are not
inevitable. In Christian Aid’s view, they are an unfor-
tunate marriage of the flawed development thinking
and new political and trade agendas of the EU.

Trade liberalisation as an instrument for
development
The EU bills EPAs as ‘instruments for develop-
ment’."? This belief stems from two sets of ideas about
how free markets will generate economic develop-
ment and increase revenue. First, better EU market
access will stimulate more investment in export
products in ACP countries. Second, competition
from imports will force traders, manufacturers and
producers in ACP countries to become more pro-
ductive and competitive.'*

Since the 1980s, trade liberalisation has been
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pushed on developing countries as the policy option
most likely to lead to increased growth and poverty
reduction. Although trade liberalisation is not
always the wrong policy, its imposition on develop-
ing countries during the 1980s and 1990s led to
well-documented cases of job losses, increased
poverty and de-industrialisation.!* Despite mixed
results, hotly contested evidence and the fact that
this was not the way that most EU countries them-
selves developed, EU member states are now con-
doning the European Commission’s pressure on
ACP countries to eliminate almost all their protec-
tion against EU imports.!s

EPAs as conceived by the EU will do little to
help African countries kick-start production,
increase productivity or boost trade in an inter-
national system where they already compete on
unequal terms. Even the EU’s own assessments have
concluded that increased competition from Euro-
pean imports could have a devastating impact on
emerging industries in all the ACP countries.!

In addition, tariff elimination will reduce govern-
ment revenues, forcing finance ministers to make
even more difficult spending choices between differ-
ent essential public services. According to the
World Bank, between ten and 30% of ACP govern-
ment revenue, aside from aid, is generated by levy-
ing tariffs on imports.

A recent IMF study revealed that middle-
income countries recovered only US$0.35-0.55 for
each US dollar of tax revenue they lost because of
trade liberalisation between 1975 and 2000.' Low-
income countries recovered essentially none.

The process of fiscal reform is difficult and long.
The easiest fixes, such as imposing value-added tax,
hit the poor hardest. This has important implica-
tions for the sequencing of trade liberalisation as
part of a development strategy; EPAs currently do
not allow the necessary flexibility.

Why preferential trade deals did not work

According to the EU, Lomé trade preferences have
failed to bring about economic development in
ACP countries; instead they have encouraged the
unhealthy dependence of ACP economies on com-
modity exports. These arguments are borne out by
some distressing statistics: ACP exports’ overall EU

market share has halved since 1975, and what
remains is primarily composed of raw materials —
65% in 2002.18

But these aggregate statistics hide the fact that
trade preferences in many countries have helped
specific sectors buck the general trend. For example,
overall exports to the EU from Southern African
countries declined by 5.4% between 1988 and 1997.
But export products that have enjoyed better mar-
ket access than the EU was offering under its Gener-
alised System of Preferences have expanded by 83%.
These include textiles in Zambia and Zimbabwe,
furniture in Swaziland, and fish and leather products
in Mozambique and Namibia. Exports have
expanded in a similar way in Ghana, Mali, Senegal
and Kenya.”” These preferences have played an
important role in countering countries’ declining
earnings from basic agricultural commodity exports,
which have fallen by 50% over the past 40 years.

As acknowledged by the WTO’s ‘wise men’ in a
report on the future of the international trading
system:

... we have to accept that access to such treatment is
now long established in the WTO and is reasonably
regarded as part of the ‘acquis’ of its developing
Members. Moreover, the commercial value to many
firms in poor nations, struggling to find a small niche
for themselves in a tough global economy, is real.
Such firms frequently need some positive discrimina-
tion if they are to stand a chance. So, for every
importer seeking to cope with the spaghetti bowl of
PTAs [Preferential Trading Arrangements)] there
are manufacturers, farmers and traders in developing
countries whose best opportunity lies in exploiting a
small comparative advantage born of a preference.?®

Despite this, the European Commission is proposing
to scrap special preferences for ACP countries and
replace them with free trade areas in the form of
EPAs. This has more to do with the general trajec-
tory of EU trade policy, which views free trade area
agreements as an important vehicle for securing
increasing spheres of political influence and market
advantages for EU exporters over their major
Organisation for Economic Cooperation and Devel-
opment competitors, than with the actual perfor-
mance of ACP countries in using non-reciprocal
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trade preferences. European Commission proposals
are based on a very partial analysis of why some
countries and regions have been able to effectively
exploit non-reciprocal trade preferences while oth-
ers have failed to do so.

The declining levels of overall imports from
ACP countries into the EU demonstrates not that
the fundamental principle of granting trade prefer-
ences is flawed, but rather that the underlying com-
position of ACP exports is dominated by poorly
performing commodities, that there are short-
comings in the design of preference schemes, and
that there has been a failure to increase the produc-
tivity of ACP industries and producers.

Withdrawing preferences suits the EU’s political
interests well. There is a reluctance among new
member states to grant preferences based on the old
colonial ties of France and Britain. The EU as a
whole also believes such schemes reduce ACP coun-
tries’ interest in seeing tariffs reduced globally in
WTO talks, as their advantage will be diminished.

However, although by no means a magic bullet,
properly designed preference schemes need not be
stumbling blocks to the successful integration of
developing countries into the multilateral system.
Preferences can help establish systems of non-
reciprocal market access for poorer countries based
on their level of development, which would allow a
more managed process of integration through market
opening.

While preferential access to rich countries’ mar-
kets is not a complete or long-term solution, it defies
logic to cut short the difficult task of fostering the
sustainable structural development of ACP econ-
omies by forcing through premature reciprocal
market opening. A better approach to that currently
being adopted by the EU through EPAs would be to
improve the usefulness of preferences in the imme-
diate term while at the same time helping ACP pro-
ducers become more productive and competitive.

The onus should be on the rich EU member
states to provide assistance to preference-dependent
countries, such as those in Africa, to cope with the
effects of preference erosion as a result of CAP
reforms and multilateral trade negotiations, and to
develop their economies so that they can compete
for export markets once preferences are eventually

eroded or withdrawn. The wholesale liberalisation
of imports into the domestic markets of underdevel-
oped countries has no logical part to play in this
process. Until larger regional markets have been
built, investment has been mobilised and new pro-
duction capacity has been developed on a far more
competitive basis, it is unrealistic to expect that
across-the-board market opening to EU imports
would promote the competitiveness of ACP produc-
ers and manufacturers.

Politics: The WTO and the regional trade agreement
agenda

The EU’s push for EPAs is inextricably linked to the
WTO’s political processes. Whether or not EU
exporters are pushing for better access to ACP mar-
kets, the political value to the EU of neutralising the
potential for opposition to its agenda in the WTO
from a large constituency of WTO members — the
ACP countries — is considerable.

The WTO operates by a one-country, one-vote
consensus. Each country has nominally equal weight,
and a coalition of developing countries (called the
G90 and including a high proportion of ACP coun-
tries) has been pursuing a collective strategy that
has enhanced the voice of developing countries.
This was clearly demonstrated in 2003 at the
WTO’s meeting in Cancun where a coalition of
developing countries, including some from the
ACP, successfully blocked the inclusion of the ‘new’
or Singapore issues in talks.

The EU was at the fore in seeking agreements on
three of these issues — investment, competition and
government procurement — and was criticised for its
obstinacy in pushing them at the expense of agree-
ment in Cancun. It is no surprise that these same
issues are now up for negotiation in EPAs.%!

But aside from the likely gains the EU will make
from ACP countries by including these issues in
EPA negotiations, it will also enable them to foster a
‘community of interest’ with the ACP in future
WTO negotiations. It will make an acceptance of
issues rejected in Cancun all the more likely in
future rounds of world trade talks.

In their open letter of 10 May, 2004, EU Com-
missioners Pascal Lamy and Franz Fischler told a
majority of the countries now negotiating EPAs that
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they would not be required to make any concessions
on non-agricultural market access (NAMA) as part
of the Doha round.?? It was hoped this offer of a
‘round for free’ would smooth the way towards
reaching a deal. But the promise has proved hollow
since these countries are now having to negotiate
their tariff levels for NAMA, with respect to
imports from the EU, under EPAs. A ‘free’ round is
ultimately likely to prove costly.

Negotiating free trade deals to get better market
access than is possible via the slow pace of WTO
negotiations is a tried and tested EU strategy. It has
been negotiating free trade area agreements with
various developing countries and regional groupings
since the mid-1990s. These range from Mercosur
and Mexico in Latin America, to Algeria, Morocco,
Tunisia, Egypt and South Africa in Africa, to some
Middle Eastern countries. In many of these agree-
ments, the European Commission has successfully
negotiated better market access for EU exports, as
well as more rules on investment and intellectual
property protection that are more favourable to
them than is possible at the WTO.

It is no coincidence, then, that the EU and US
have pursued an agenda of ‘competitive regionalism’
since the collapse of talks at Cancun,? seeking to
not only promote their own trade interests but also
increase their influence at the WTO.

What African countries want from trade with
the EU

Despite Europe’s new rhetoric of partnership, many
people in Africa believe it wants to continue to dic-
tate, as it has since colonial times, the shape and
terms of Africa’s access to the European market.
Europe’s bloodied nose in the banana trade war
with the US, the political pressures it faces at the
WTO, and its ideological approach to development
and trade — and not the needs of African govern-
ments — are shaping the choices now facing Africa.
Neither African governments nor their enter-
prises or citizens have asked to negotiate EPAs on
the terms currently offered by the EU. No African
government has ever proposed the voluntary open-
ing of its market to EU imports as part of a national
development or industrialisation strategy. So why

have even the 34 least-developed African countries,
whose exporters face no tariffs or quota restrictions
in the EU market, signed up to negotiate free trade
agreements with the EU?4

The short answer is that ACP countries have no
option but to negotiate EPAs in order to maintain
and possibly improve their most important aid and
trade relationship.

African countries, along with Caribbean and
Pacific islands, once sat at the pinnacle of the pyra-
mid of special market-access schemes into the EU.
Not only have they been knocked off this perch?
but, with the exception of a few countries,? badly
designed preferences and inadequate support for
industrial development have failed to transform
their primary-product-based economies and help
them escape the commodity trap.

African countries therefore view regional trade
negotiations with the EU as an opportunity to
redress some of the flaws in their current, eroding,
preference regimes and to get more aid to develop
new technologies, improve transport links and kick-
start competitive enterprises. In short, they believe
they can negotiate a better deal from the EU
through formal regional negotiations than by rely-
ing on the goodwill of European governments to
grant them preference schemes.

For example, the Everything But Arms prefer-
ence scheme makes it more difficult for products to
qualify for free entry into the EU market than the
regional Cotonou Agreement. Its terms have been
entirely determined by political forces in the EU,
and it could be withdrawn at any time without
negotiation or notification.?’

So African governments want:

¢ CAP-related supplementary duties on exports
removed. Even though European countries
charge zero tariffs on more than 95% of current
African exports, some higher value-added prod-
ucts still face very high tariffs. For most ACP
countries this is not a product of conventional
tariff escalation but rather the result of special
supplementary duties charged on agricultural
inputs used in value-added food products. For
instance, the EU levies no tariffs on raw pineap-
ple exports from Kenya, but up to 27% on canned
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pineapples, because of the sugar used in the
preservation of the canned fruit. These and other
residual tariffs need to be removed.?

Restrictive rules of origin revised. Rules of origin
mean products only qualify for a zero tariff on
entering the EU if exporters can show that most
of the constituent parts are also produced in the
exporting country ot in another African, Carib-
bean or Pacific state. Aside from the fact that cer-
tifying the origin of a product’s parts is a cumber-
some administrative exercise, which few exporters
can afford, many African enterprises rely on
cheap imports from Asia and elsewhere to manu-
facture competitive products. The Commission is
reviewing rules of origin as part of the ongoing
General System of Preferences review. However,
current proposals are not promising and ACP
countries have no say in these talks.

Punitive non-tariff barriers addressed. Exporters
of agricultural products, which constitute the
majority of goods Africa supplies to the EU, have
to prove that these products comply with very
strict EU food-safety regulations. This prevents
many small and medium-sized entrepreneurs
from exporting, often not because their products
do not comply, but because they cannot afford to
have them certified as compliant.

Better access for products that compete directly
with those produced in the EU. Where African
agricultural exports compete directly with EU
products they tend to incur tariffs, albeit at a
lower rate than competitors from non-ACP
regions. These products are also subject to strict
limits on the volume that can be exported under
preferential tariffs. For example, Namibia can
only export a small quantity of grapes to the EU
between November and January at zero tariffs.
All African sugar exports to the EU, whether
from developing or least-developed countries,
continue to face quota restrictions.

More development finance. At present, only
about 2% of the European Development Fund
(EDF) budget is allocated towards trade, business
and agricultural-sector development activities.”?
African governments want additional funds to

help them develop legal frameworks, institutions,
skills, better electricity supplies and transport, all
of which will make their enterprises more com-
petitive. They also want further funds to improve
regional institutions, laws and transport links to
assist the development of regional markets across
Africa.

EPA negotiations between the EU and existing
regional groups in Africa may remove some of these
barriers. However, the European Commission has
told African negotiators that they cannot expect
any additional funds to those already committed
under the existing five-year EDE For the slightly
improved market access they may get, African
countries will be asked to pay dearly by eventually
eliminating all tariffs on EU imports. For many of
Africa’s poorest people, this does not represent a fair
deal and contravenes the principles that should
underlie an economic partnership agreement.

Is this a real partnership?

Individual EU member states have thetorically
sworn their allegiance to ‘making trade work for
poor people’. Some have gone as far as to suggest
that poor countries should not be forced to ‘pay the
price’ for access to rich countries’ markets.* It is not
unreasonable, then, to suggest that the EU’s new
trade partnership with Africa should be based on
the developmental needs of ACP countries, espe-
cially those in Africa.

Agreements should recognise the inequality in
economic and political power between Africa and
Europe, and the mutually agreed aims, objectives
and outcomes should reflect this. But the reluctance
or even refusal of European negotiators and politi-
cians to give way to a host of African requests belies
the notion of partnership.

Climbing the slippery slope

How can a new trade relationship with the
EU boost development in Africa?

If EU politicians and governments listen to Africa
and truly grasp the economic, social and political
dilemmas facing African countries, they must con-
clude that the European Commission needs to
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tariff-elimination commitments.

damage of the EU's EPA agenda.

Africa asks the EU ...

¢ Open up African markets to EU exports at a
very slow pace — at least a five-year moratorium
before starting tariff elimination, and then only
when African countries reach agreed development
indicators. African governments should be able

to exclude as much as a quarter of the products
they trade with the EU from tariff-elimination
commitments.

» Co-operate in the Doha round to change the rules
governing preferential trade agreements. GATT
Article 24, for example, needs to incorporate special
treatment for developing countries in regional trade
agreements with developed countries

* Common rules of origin for all African exporters
to the EU

» Systematically investigate the impact of Common
Agricultural Policy reforms on ACP economies,
including the shift to direct payments, and include
this in EPA negotiations

= More resources, in addition to the EDF budget,
to help them develop infrastructure and increase
productivity — to take advantage of EU market
access and cope with competition from EU imports

Box 1. Come back in a better mood, European official tells ACP ambassadors

At a recent meeting between ACP and EU trade negotiators, one senior EC trade directorate official dismissed
ACP ambassadors' requests that they be allowed to exclude at least 30% of products traded with the EU from

He told them to come back when they were in a better mood'3

A comparison between the outcomes desired by the ACP and EU respectively from EPA negotiations shows up
the failure of the European Commission and its member states to listen to Africa.3? Some of the African
requests outlined below are not even based on their original wish list but are attempts to limit the potential

The EU replies ...

* The EC disagrees with all these proposals. It
says WTO rules will not allow this type of regional
trade agreement. This despite the fact that the
Cotonou agreement stipulates that the parties
should ‘collaborate and cooperate closely in the
WTO with a view to defending the arrangements
reached, in particular with regard to the degree of
flexibility available™?

» There is enough flexibility in Article 24 already
- the EU will not cooperate with the ACP to
change the rules governing preferential trade
agreements

« Wil negotiate rules of origin with the four
regional groupings separately

Wil only investigate the impact of export
subsidies on a case-by-case basis

* No extra resources in addition to what has
been budgeted under EDF

change tack. The current course set by the EU under
EPAs is unlikely to reward African countries with
the extra market access they require without threat-
ening their right to protect their industries as part of
an industrial development strategy. Instead, it would
force the pace and scope of trade liberalisation,

causing major damage to African countries’
economies.

But if European member states are prepared to
change the direction of EPA negotiations, which are
currently sliding down a slippery slope, African
countries could receive a huge economic boost. The
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EU needs to stop forcing African countries to open
up their markets to EU exports and allow African
voices to shape the outcome of EPA negotiations. It
should increase its financial backing to help African
countries transform their economies, and work with
them and other concerned countries to change the
outdated and inadequate WTO rules that prejudice
the outcome of trade negotiations.

Stop forcing trade liberalisation

Poverty will continue to taint the lives of most
Africans unless more African industries start pro-
ducing an increasing number of value-added goods
of better quality and at lower cost for their domestic
and regional markets. This has never been achieved
in a free trade environment and requires appropriate
trade policies if it is to be nurtured.

After three decades of ‘structurally adjusting’
their economies, according to the scriptures handed
down from the International Monetary Fund (IMF),
many African economies are now far more open and
‘integrated’ into the global economy than their
European counterparts. For example, the UK, France
and Germany have more restrictions on trade than
Mozambique, Mali and Zambia.**

However, rather than liberalisation making them
stronger and more productive, their economies —
and by implication the majority of their people —
have become increasingly vulnerable to uncertain
international prices, shrinking or restricted markets
and foreign government policies over which they
have no control.’®

Liberalisation damages industries and poor
producers

Two new studies from Christian Aid show how the
lowering of import tariffs on European exports in
Senegal and Ghana have already had a profoundly
damaging impact on the producers of first and
second stage agricultural products there.

Case study 1: Senegal - tomatoes and
poultry

The Ghanaian and Senegalese experiences of grad-
ually opening up their local markets to European
imports over the past decade illustrate the dangers of

prematurely exposing local producers and industries
to cheap imports. These experiences challenge the
European Commission’s arguments and shows that
it is not simply a matter of delaying tariff elimina-
tion for a few years, but whether the policy is appro-
priate at all.

The tomato industry

Prior to 1994, the Senegalese government used high
tariffs and quotas selectively to protect and promote
domestic industries. In 1994, it started opening up
its economy to comply with the conditions of a
series of structural adjustment loan agreements with
the World Bank and IME prompted by its debt
crisis. It devalued its currency, the CFA, and gradu-
ally reduced tariffs between 1994 and 2001 from an
average of 36% to 14%, with the highest tariffs
falling from 70% to 42%. The government also
eliminated import quotas and licences altogether.

Before it began to liberalise, Senegal had had a
thriving tomato industry. With almost limitless sun-
shine and a superb irrigation system in the Senegal
river valley, it became the 23rd largest tomato pro-
ducer in the world. Producers were able to sell their
tomatoes to state-owned tomato-paste factories,
which fully supplied the national demand for
tomato paste, a key ingredient in traditional Sene-
galese cuisine. Tomato production was the best paid
activity available to rural households in the early
1990s.%

But the lowering of tariffs on EU triple-
concentrate tomato imports, coupled with the
privatisation of Senegal’s tomato-paste factories and
the withdrawal of government support for farmers,
weakened a once-integrated and stable industry.
Many farmers no longer had access to the credit
necessary to enter the costly business of commercial
tomato production, especially in light of increased
competition from Europe. By the 1996/97 growing
season, local tomato production had fallen to only
20,000 tonnes, from 73,000 tonnes in 1990.

Compared to their Senegalese counterparts,
European commercial tomato farmers have easy
access to credit and qualified labour. This means they
can produce tomatoes more cheaply for the Euro-
pean processing industry. In addition, EU member
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states paid out $300 million in export subsidies to
their tomato processors in 1997 alone.

This created yet another problem for the Sene-
galese farmers that had managed to continue grow-
ing tomatoes. The next link in their local marketing
chain — the tomato-paste factories — stopped buying
their tomatoes. These factories found it cheaper to
import triple concentrate tomato paste from Italian
processors and transform it into double-concentrate
for the local market, than buy and process local fresh
tomatoes.

As a result, the prices they paid to local tomato
farmers fell from CFAS50 (five pence) to about
CFA25 a kilo during this time,”” and imports of
European tomato paste soared from 221 tonnes in
1993/94 to 4,600 tonnes only three years later.

The poultry industry

The Senegalese poultry sector plays a very impor-
tant social and economic role. It employs around
10,000 people, and has an annual turnover of about
CFAZ25 billion. It used to be a stable sector with a
well-integrated local production chain®® — from rais-
ing breeding chicks to slaughtering mature chickens
for the growing market. Chicken consumption
increased from 1.5kg of chicken per person per year
in 1990 to 2.5 kg in 1997.

This growing urban demand led to the develop-
ment of semi-industrial poultry farms and supply
industries around major cities. By 2000, these farms
were already producing around a third of the coun-
try’s total poultry meat, with smaller traditional
farms supplying the remaining two-thirds.?®

All this changed in 2000, when the government
lowered tariffs on imported chicken parts from 60%
to 20%. This decision was made to align Senegalese
import tariffs with the common external tariff
agreed, under the influence of the World Bank,* by
its fellow members of the West African Economic
and Monetary Union (WAEMU). It led to an 11-
fold increase in the volume of chicken meat
imported into Senegal between 1999 and 2003.%

Three-quarters of this meat came from the EU —
principally Holland and Belgium — mostly in the
form of frozen chicken parts, which sell for as little
as half the price of the local equivalent. This was in

part because of a general expansion of EU poultry
meat exports — up from 400,000 to one million
tonnes between 1992 and 1999 — resulting from the
reform of the EU cereals sector.

Cereal farmers in Europe are able to undercut
their Senegalese competitors largely because of the
direct payments they receive from the European
taxpayer. As a result of these subsidies, the EU pro-
ducer price for wheat, fodder and barley, which
make up about half of the ingredients in poultry
feed, dropped by around 50% between 1990 and
2002.

This has led to the price of poultry feed in
Europe falling by almost a third. Given that poultry
feed makes up 70% of the cost of poultry production,
this has made EU exports more price competitive.#

Changing consumption patterns have led to the
emergence of a new trade in the parts of the chicken
that are not consumed in Europe. This has con-
tributed to the exponential rise of exports of
chicken parts to Senegal, from 1,787 tonnes in 2000
to 9,312 tonnes in 2003. These cheap imports have
depressed chicken prices in Senegal.

As a result, local chicken production has
dropped by a third, leading to around 2,000 job
losses and the closure of seven out of every ten
chicken farms in Senegal.® This has destroyed the
livelihoods of many small farmers and has put
almost all industrial producers out of business. Their
most important market outlet — the local hotel
industry — now sources around 90% of its chicken
from Europe in the form of frozen chicken parts.

The collapse of the chicken industry has also
cost many of Senegal’s maize farmers their liveli-
hoods. Locally grown surplus maize is mostly used
for chicken feed, although production has never
been sufficient to supply the entire poultry industry.
But the collapse of commercial chicken farms as a
result of European imports of frozen chicken parts
has cost maize producers and their families around
CFAZ7 billion in lost sales.*

At the same time, imports of subsidised cereal
meal and pellets from the EU have risen almost four-
fold since 1993.4 Given the competition local
chicken producers are facing from cut-price chicken
parts imported from Europe, they are highly unlikely
to source more expensive locally grown cereals
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should they decide to rebuild their businesses in the
future. This will jeopardise the government’s plans
to encourage increased cereal production and
enhance food security.

What about the future?

Despite the damage inflicted by a succession of
structural adjustment programmes during the 1990s,
Senegal has a relatively well-developed industrial
sector compared to its neighbours. It still has much
to lose.

Two-thirds of Senegal’s manufacturing output,
half of which is concentrated in the agro-processing
industry, is sold on the domestic market. Most value
is added to agricultural products through the trans-
formation of locally grown peanuts into oil; locally
grown and imported cereals into food products and
animal feed; imported sugar into various consumer
products, such as fizzy drinks; locally grown tomatoes
into paste; and imported milk powder into milk
products.

Private enterprises undertake most of this process-
ing. Therefore, any future developments that reduce
local demand for these processed agricultural prod-
ucts —such as the elimination of import tariffs under
EPAs — will reverse current efforts to industrialise.

Already, EU exports of wheat flour, chicken
parts, flour-based foods, potatoes, onions and vari-
ous other food products have expanded massively
over the past ten years, and now amount to around
one-fifth of EU exports to Senegal.*

The experience of producers and enterprises that
cultivate, market and transform tomatoes and
poultry has shown how much damage a premature
reduction in tariff protection can cause. It also illus-
trates the threat that agro-processing and agricul-
tural sectors in other African countries will face
when they are no longer protected from EU imports,
especially those benefiting from public subsidies,
against which they cannot hope to compete.

African countries using selective trade protaction

Today, some African countries are beginning to
employ selective trade restrictions to protect and
promote what they view as sensitive or strategic

industries or agricultural sectors. Developing such
industries is part of their attempt to break out of
their dependence on raw commodities. It is a
strategy aimed at developing self-sustaining and
integrated national and regional economies that
provide secure income-earning opportunities for
their populations.

In Mozambique, the government has levied
restrictions on sugar imports to encourage invest-
ment in local sugar refineries that produce sugar for
the local market. And in Ghana, the government
has recently announced the ambitious Rural Enter-
prises Development Programme, which involves
financing new rural industries while raising tariffs
on imports of potentially competitive products.*

A realistic first step to industrialisation for most
African countries, with the majority of their popula-
tions still at least connected to if not based in rural
areas, is to set up and support factdries and com-
panies that add value to basic agricultural products
by processing, packaging or completely transform-
ing them. This can create secure outlets for small
and medium-sized farmers (see the Ghana case study
below); secure, high-quality jobs for factory or com-
pany workers; and demand for intermediate prod-
ucts, such as packaging or added ingredients.

But to get such companies off the ground, aid-
dependent African countries face a constant battle
with their main creditors, the IMF and World Bank.

In Mozambique, the World Bank and IMF have
in the past tried to remove the government's restric-
tions on cashew exports and sugar imports respec-
tively. In 2003, the IMF insisted that the Ghanaian
government ignore an act of parliament designed to
increase tariffs on chicken imports threatening the
local industry.

Influential policymakers within the IMF and
World Bank, supported by their main shareholders,
the G7 countries (including the UK, France,
Germany and Italy from the EU), are opposed to any
trade intervention to promote industrial or agricul-
tural development.

But their views and policy prescriptions are
based on a mix of questionable political, theoretical
and empirical assumptions.*®
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Case study 2: Ghana - tomatoes and
poultry production

In Ghana, imports of prepared and preserved toma-
toes and poultry meat from the EU pose a major
threat to the development of local value-added food
and agricultural production. These cut-price, highly
subsidised products are entering Ghana’s domestic
market in already substantial and ever-growing
quantities.¥ Between 1993 and 2003 there was a
staggering 628% increase in processed tomato
imports and a 144% rise in the already high level of
poultry meat imports.

The tomato industry

The influx of tomato paste from Europe is of particular
concern because local processing can provide a safety
valve for the fresh tomato market when there is a
glut — the excess can be canned or made into con-
centrate to save it from perishing. This is of great
importance to Ghana's large number of poor tomato
farmers who, in spite of a lack of firm links into the
processing and marketing chain, still grow tomatoes.*

The 27,000 tonnes of prepared EU tomatoes that
entered Ghana in 2003 at a cost of €25 million in lost
foreign exchange overtook the market for locally
processed tomatoes and further depressed the expan-
sion of the domestic tomato-processing industry.
The absence of ready and secure markets discour-
ages farmers from producing at full capacity, result-
ing in very low average tomato yields.”! This in turn
precludes the build up of a strong and sustainable
supply base of fresh tomatoes, which is necessary for
the development of a local processing industry.

Because the local processing industry is nearly
non-existent, tomato paste from the EU is dominat-
ing the domestic market.’? Shifting consumer tastes
in favour of imported tomato paste, filled with addi-
tives, is also capping the potential market for local
produce.”?

In spite of the proliferation of, and increasing
predilection for, imported tomato paste in the coun-
try’s markets, the Ghanaian Ministry of Food and
Agriculture is attempting to kick-start domestic
tomato processing.’* The ministry has identified two
policy measures it will need to introduce to help the
infant tomato-processing industry take off — tariff

protection and production support. Donors are
happy to allow production support, but the govern-
ment recognises that introducing tariff protection
will require great ‘diplomacy’ on its part.®

A protected industry can improve its efficiency
and competitiveness only if the supply of fresh
tomatoes is increased. Giving farmers support in the
form of fertilisers and affordable credit can boost
yields. In addition, investment can repair ageing
irrigation systems, such as those in the north of the
country that were built using British aid money in
the 1970s, and ensure a consistent year-round sup-
ply of tomatoes.

The poultry industry

Ghana imports more than 30% of total EU frozen
chicken exports to west Africa. With the reduction
of tariffs under structural adjustment programmes
and the West African Economic and Monetary
Union (WAEMU) common external tariff, west
Africa has seen an eight-fold increase in EU chicken
imports, which are likely to increase even further.*

Recent surveys show that local consumers are
dissatisfied with the quality of the imported meat,
which they regard as tasteless and fatty. In some
cases, this meat is even reported to be unfit for
human consumption.’” However, most Ghanaians
eat imported meat because it is significantly cheaper
than locally produced and processed chicken.
Locally grown broilers are sold at 28,000 cedis
(£1.60) per kilo, whereas poultry imported from the
EU costs only 16,000 cedis (92p) per kilo, less than
the local cost of production.

The livelihoods of some 1,000 registered and
many more unregistered small-scale poultry farmers
are now under threat, and already there are signs
that the industry is collapsing.’® Faced with inade-
quate government support and difficulties in access-
ing loans, small-scale farmers are grappling with
very high production costs, especially for feed (some
ingredients of which are imported).*

In spite of the current stagnation, there is poten-
tial for an indigenous poultry industry in Ghana.®
But it is difficult to envisage one unless the Ghana-
ian government is able to raise appropriate tariffs on
imports of EU poultry meat. Although this is theo-
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retically possible without breaching WTO rules, it
has been forbidden by the IMES' The National
Poultry Farmers’ Association estimates that tariffs
would need to be in the region of 80%, four times
their current level, to allow local producers and
processors to compete fairly with EU imports.5

According to the Ministry of Food and Agricul-
ture, increased government revenue from higher
import taxes could be used to subsidise chicken
farmers and support the overall development of the
poultry industry.

What about the future?

A boost in local tomato processing and poultry meat
production will increase significantly Ghana’s over-
all economic activity, given the size and importance
of these two sectors.® At present, only 13% of the
country’s agricultural produce is processed inside
Ghana. However, the presence of cheap EU imports
is depressing local production and processing, and
jeopardising the future development of the process-
ing industry.

To unlock the growth potential of both the poul-
try and tomato industries, Ghanaian producers and
enterprises need properly designed and well-
targeted trade policies — including increases in
import tariffs — as part of a national agricultural and
industrial development strategy. Although this
would be permissible under WTO rules, a contrac-
tual agreement between the EU and Ghana to elim-
inate ‘substantially all’ tariffs and other barriers on
EU imports threatens to scupper any such prospect.*

Liberalisation capping development

Tariff elimination under EPAs not only risks
destroying much of Africa’s existing agricultural and
agro-processing industry, and the livelihoods of mil-
lions of workers and producers with it, but will also
damage the prospects for future industrial develop-
ment.

If tariff elimination on ‘substantially all’ EU
imports goes ahead, African entrepreneurs will be
unlikely to develop value-added industries requiring
advanced technologies — such as certain types of
food processing — that will face competition from
similar EU exports in their national or regional mar-

kets. Even as things stand, most existing private
enterprises in Africa cannot compete with the capi-
tal and know-how of their European counterparts to
produce goods for which there is an existing or even
potential future demand in their own or regional
markets.®®

African entrepreneurs that wish to add value to
locally grown agricultural products and sell them to
consumers and companies nationally or regionally
will need conditions under which they can produce
competitively and reach these markets. They will
therefore require massive investment in Africa’s
trading infrastructure.

They will also need protection from imports,
especially products that are sold below the cost of
local production as a result of the public subsidies
they receive. Many European agro-processors will
still be receiving such subsidies in 20 years’ time.
Even though these subsidies will not be linked to
the level of output, and are therefore not considered
to be distorting prices, direct payments to farmers
still allow them to sell at lower prices than they
would be able to otherwise.

This competition will increase if African gov-
emnments agree to eliminate their tariffs on EU
exports. The marketing advantages that European
brands such as Nestlé already enjoy in African mar-
kets, combined with cheaper prices, will prevent
African countries developing industries in the
future that add value to locally or regionally grown
cereals.®

A third new study from Christian Aid shows
how the opening up of Mozambique’s markets to
products from Europe under EPAs threatens to ‘cap’
the development of the country’s industries.

Case study 3: Mozambique - the future
of the milling industry

Under EPAs, imports of wheat flour from the EU
would undermine Mozambique’s thriving milling
industry and destroy future prospects for develop-
ment in the country’s value-added wheat sector.
This capping of development is one of the most pro-
foundly worrying aspects of an EPA that demands
reciptocal market opening.

The milling industry in Mozambique has real
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potential for development. The country doesn’t pro-
duce much wheat but has successfully developed a
domestic milling industry by processing and adding
20% value to imported wheat.5®

Milling is one of the few manufacturing activi-
ties left in a country where traditionally large
employers, such as the textile and clothing sector,
are collapsing.%” In Mozambican terms it is a big and
dynamic industry, accounting for around one-fifth
of the country’s manufacturing output and employ-
ing more than 3,000 people.” It also stimulates
economic activities such packaging and distribu-
tion, and the production of bread, pasta, pastry and
biscuits.

The industry has developed as a result of a con-
scious government policy. Tariffs on the industry’s
main input — imported wheat — have been kept as
low as 2.5% to keep its costs down. Tariff-free wheat
imports are now made available to larger Mozam-
bican mills by the National Institute of Cereals,
which is considering extending such provision to
medium- and small-scale milling companies. How-
ever, a 25% tariff is levied on imported wheat flour
to protect the output of the mills. Mozambique has
selectively used liberalisation and protection to help
ptomote the industry.

The positive and dynamic growth of wheat mills
and the expanding wheat-flour market in Mozam-
bique have prompted the government and private
investors to protect the industry from outside com-
petition and provide new investment capital. A new
milling plant is under construction in Beira, not far
from Rotanda, the only area in Mozambique that
grows wheat and has the potential to expand its
wheat production. A secure market outlet would
encourage local families to increase their wheat pro-
duction, providing them with a secure livelihood.”

However, Christian Aid’s research shows that if
the proposed EPA liberalises trade in wheat flour,
the milling industry in Mozambique will face a
significant set-back. If import tariffs on flour are
removed, wheat flour from Holland and Belgium
will enter Mozambique at a price significantly lower
than that of locally milled flour.” Given that the
market for wheat flour in Mozambique is relatively
small, even limited amounts of imported flour will
create major disruption in the domestic market.”

According to an EU-funded study investigating
the potential impact of an EPA between Mozam-
bique and the EU, wheat-based cereal milling and
bakery is a ‘dynamic’ industry and will be damaged if
the government eliminates tariffs on EU imports.™

Premature exposure to increased competition
will cap the development of this young, yet poten-
tially strong, industry. And any contraction in the
industry could prove catastrophic for its workers.
Profit margins in milling are not high and are very
sensitive to increased competition.

Higher tariffs on processed agricultural imports
from the EU — at an average of 23%, tariffs are double
the rate imposed on unprocessed agricultural
imports — have to date helped industries in South-
emn Africa, such as wheat-milling, to develop. In
some countries, tariff rates are much higher than
this 23% average. They are 30% in Mozambique,
67% in Botswana and 42% in Zimbabwe.” Elimi-
nating these tariffs on EU exports in a bilateral con-
tractual agreement will not only threaten existing
agro-processing industries, but also lock them into
their current low-value-added patterns of produc-
tion.

Without such industries, most African econ-
omies’ reliance on commodity exports will be com-
pounded. According to the United Nations Confer-
ence on Trade and Development (UNCTAD),
there is a clear link between dependence on exports
of primary commodities and the incidence of
extreme poverty.

The millions of households who make a living
from cultivating these products have, with some
exceptions, seen no significant increase in their
incomes, life expectancy, health or education. In
fact, many have seen their incomes dry up as a result
of the long-term downward trend in real commodity
prices since the 1960s, or sudden international price
crashes. Real commodity prices of least-developed
country exports alone declined by more than 30%
between 1986 and 1999.7

Commodity sectors offer people little prospect of
breaking out of poverty. Since 1999, international
cotton prices have dropped one-third, almost halv-
ing the prices received by Mozambican cotton grow-
ers. According to one of the thousands of women
who try to make a living from cotton, ‘Many of us
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grow cotton although it doesn’t yield us anything,
but we are forced to continue. The problem is that
there are no other jobs for women. If there were ...
women would certainly ... not cultivate cotton.’”

In most African countries, the bulk of the popu-
lation — often 60 to 70% — is only just surviving by
growing and sometimes selling their own food,
hawking low-value goods, or selling their labour
piecemeal and cheaply.

Countries that have successfully broken — or are
breaking — out of this kind of dependency and
survival economy, such as Mauritius (one of a few
African countries), South Korea and Taiwan, have
done so partly through careful industrial and agri-
cultural development planning. Trade restrictions
were an integral component of these strategies.”™
African governments should be allowed to use such
restrictions as part of their efforts to encourage
development and reduce poverty. This will be
impossible if they enter into a contractual agree-
ment with the EU to eliminate all existing tariffs
and other barriers on EU imports.

The UN-appointed Zedillo Commission, report-
ing to the 2002 Monterrey Conference on Financ-
ing for Development, captured the growing unease
surrounding this potential denial of previously suc-
cessful policies. It noted that: ‘However misguided
the old model of blanket protection intended to
nurture import-substitute industries, it would be a
mistake to go to the other extreme and deny developing
countries the opportunity of actively nurturing the
development of an industrial sector.’”

Peter Mandelson, the new European Trade
Commissioner, and his bureaucrats have been at
pains to emphasise that African countries will be
able to negotiate much longer transition periods
before they are required to eliminate tariffs, and
exclude ‘sensitive’ products from their free trade
agreement with the EU. They normally cite the
South African government as an example. It was
able to exclude 14% of products imported from the
EU from any tariff-elimination commitments in its
bilateral trade agreement with the EU.

In principle, therefore, the Mozambican govern-
ment should be able to exclude its milling industry
from any future trade liberalisation commitments in
its EPA. But even if it is allowed to do so¥® such an

approach still ignores the dynamic nature of devel-
opment. Such exclusions can only be based on an
assessment of existing production and trading pat-
terns. It is very difficult to predict which products
will be in demand in ten or 20 years' time. If more
competitive and productive EU enterprises are
already given free access to African markets,
African entrepreneurs will not be able to respond to
domestic or regional market opportunities.

Support home-grown regional integration

The EU is failing to acknowledge that building
regional markets and competitive regional industries
in Africa is a complicated process. It will take much
longer than the arbitrary trade liberalisation sched-
ules envisaged under EPAs. Fast-tracking common
external tariffs among groups of African countries
and forcing them to open up to EU imports pre-
maturely would deny many producers and manufac-
turers vital national and regional markets.

For many decades African governments have
tried to cooperate more closely to develop regional
transport and communication links; coordinate
their economic development and environmental
strategies; and reduce trade barriers among their
often-artificial neighbouring national borders.

It is widely acknowledged that such strategies, if
successfully implemented, could create sufficiently
large markets to encourage local and foreign entre-
preneurs to invest in economic activities that
require large-scale production to be competitive.®!

But until now, regional schemes in Africa have
been mostly unsuccessful in creating larger and
more integrated markets. This is because most polit-
ical leaders have not actively promoted the idea for
fear of losing their power to make national policies;
hence regional co-ordinating institutions have
remained under-funded and without clout.

In addition, many African enterprises produce
or export more or less the same products as each
other, so they are more interested in access to indus-
trialised countries’ markets than those of their
neighbours. Moreover, the difference in economic
size between larger economies, such as South Africa,
Kenya and Nigeria, and their neighbours has meant
that smaller economies in Africa have often been
wary of integration. They fear that the larger
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economies will reap most of the investment and
income from market integration.

These realities have resulted in many regional
schemes tepeatedly failing to take off or making
only very slow progress. Uganda, Tanzania and
Kenya, for example, have tried unsuccessfully since
the 1960s to create a regional market. In their latest
attempt they have announced plans to create a
common external tariff by 2009.

The member countries of the Southern African
Development Community (SADC) initially joined
together to fight apartheid in South Africa through
economic sanctions. But they worked for 15 years
on developing transport and communication links
among themselves, as well as joint environmental
and industrial development strategies, before decid-
ing in 1996 to negotiate a regional free trade agree-
ment. They now plan to have a common extemnal
tariff in place by 2010.

Even Europe’s experience of regional integration
has been one of selective regional trade liberalisa-
tion, which began among the coal and steel indus-
tries in the 1950s. Only in 1967 did member states
establish a common external tariff — nine years after
they had first agreed to form a customs union in the
1958 Treaty of Rome.

Despite their own experience and that built up
from their long-standing support of African regional
groupings,®”? EU member states are now using EPAs
to push African groups into aligning their tariffs and
other trade barriers at a much faster rate than they
would do without external pressure. The destruction
of the chicken industry in Senegal after the govern-
ment reduced tariffs on imported chicken as part of
aligning its tariffs with the West African Economic
and Monetary Union (WAEMU) common external
tariff in 2000 (see the Senegal case study), illustrates
the dangers of rapid regional integration.

EPAs may repeat this kind of mistake many
times over.

Technically, African regional groupings can only
agree to eliminate their tariffs on EU imports if they
are signed up to a common external tariff among
themselves. For instance, eight members of the Eco-
nomic Community of West African States
(ECOWAS) have not yet signed up to the WAEMU

common external tariff, which is much lower than

their existing tariffs. They are now accelerating
their efforts to align their own tariff regimes with
the common external tariff so they can meet the
2007 deadline for finalising EPA negotiations.

Similar discussions are underway in the SADC
grouping. Its plans to establish a common external
tariff by 2010 are partly motivated by the need to
have one in place before they can agree to a sched-
ule to eliminate tariffs on EU imports under EPAs.

The very integrity of two long-standing South-
ern African regional groupings, the Common Mar-
ket of Eastern and Southern Africa (COMESA) and
SADC, is under threat because governments that
are members of both groupings now have to choose
under which one they will negotiate a new trade
deal with the EU.

In all fairness, countries that presently belong to
several regional groupings would eventually have
had to choose which one to align to — at least as far
as reducing their trade barriers is concerned — with
or without pressures from EPA negotiations.
Governments are already finding it difficult to
divide their political attention among several nego-
tiating forums and it will be impossible for them to
adhere to more than one common external tariff.

But the speed and nature of these choices are dif-
ficult political and economic decisions. They need to
be based on a careful assessment of which regional
arrangement will best serve a country’s poverty-
reduction and development goals. Such decisions
should not be influenced by the artificial deadlines
imposed by the European Commission and EU
member states. Even the World Bank has cautioned
developing countries to consider carefully whether
new agreements, particularly with developed coun-
tries, are helpful on top of existing regional integra-
tion schemes.®

It is highly unlikely that African regional group-
ings will have built robust regional markets and
mobilised sufficient investment to develop competi-
tive regional production by the time EPAs will
require them to open up to EU imports — within the
next ten years, according to WTO rules. Competi-
tion from cheaper EU imports to neighbouring mar-
kets will therefore undermine any government
efforts to attract domestic or foreign investment in
sectors that could serve these markets.
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The situation in Southern Africa provides a
warning of what may happen as Europe forces the
pace of regional alignment. The EU already has a
free trade agreement with South Africa which
requires it to dismantle tariffs on imports from
Europe from 2005 onwards. Neighbouring countries
that are members of the Southern African Customs
Union (SACU) fear that this will have a devastat-
ing impact on their industries. For example, many
Southern African firms producing cloth, pasta and
biscuits (Botswana); refrigerators (Swaziland); tele-
visions (Lesotho); and wheat flour and meat
(Namibia) for the South African market fear that
they will not be able to compete with duty-free EU
imports once the South African government starts
dismantling tariffs.

EPAs between the EU and other African regions
pose a similar risk to regional trade and develop-
ment integration.®

Let Africa shape the outcome of negotiations

One of the reasons the EU is now actively promot-
ing reciprocal free trade agreements with African
countries is its belief that the old system of prefer-
ences failed to increase and diversify trade and
production in Africa.®® But what it does not
acknowledge is that Africans have never been
actively involved in shaping the trade preferences
granted under the various Lomé Conventions. No
negotiations took place — their scope and terms were
entirely decided by EU member states in the con-
text of their donor-recipient relationship with their
former colonies.

African entrepreneurs, exporters and govern-
ments may be able to improve their access to EU
markets through EPAs if they are allowed to shape
the structure, format, terms and schedule of negotia-
tions. But the reality suggests that it is still business
as usual. The European Commission has shaped the
negotiations in such a way as to prevent the voices
of African governments, parliaments, enterprises,
farmers and poor communities influencing their
outcome,

The EU first proposed and initiated EPA negotia-
tions amid much scepticism and reluctance from
African, Caribbean and Pacific countries.® A very

rapid phase one of negotiations, pushed by a Com-
mission unwilling to negotiate with the ACP coun-
tries as a single group, did not allow enough time to
develop an overall ACP-EU legally binding frame-
work to guide the conduct of the regional EPAs.

The ECOWAS member states were the first to
enter into regional negotiations hoping their haste
would get them a better deal. Despite the rush, it
took them and the European Commission 14
months to develop and agree on the ‘road map’ for
regional negotiations because of serious initial dis-
agreements. The Commission refused to offer addi-
tional funding to help develop the productive
capacity of ECOWAS states, insisting that this
should be paid for out of existing EU aid funds.

ECOWAS member states also asked to be
allowed to deepen their regional integration prior to
eliminating tariffs on EU imports. The Commission
refused this request.®” As a compromise, it agreed
that negotiations on tariff elimination would not
start before September 2006.

Negotiations have now been structured in a
remarkably similar way in all four African regions
(ECOWAS, SADC, WAEMU and COMESA),
which are at very different stages of regional integra-
tion, creating the impression that they were derived
from a common EU source.®®

African governments are aware that theyare ata
disadvantage in these negotiations. They are
entirely dependent on EU generosity to pay for
good-quality — independent — sector-level studies to
help them make decisions and formulate positions.®
They need to fully understand the potential impact
that import-tax revenue losses, tariff dismantling or
new rules of origin will have on poverty, women, the
spread of HIV/AIDS, and different industries and
economic sectors, in each country, and across each
region.

Many of the existing studies are not particularly
useful to African negotiators. They tend to draw
conclusions from econometric models only and do
not investigate thoroughly, as Christian Aid’s part-
ner organisation the Integrated Social Development
Centre (ISODEC) has done in Ghana, how differ-
ent products and sectors will be affected if tariffs are
eliminated on all EU imports.® Very few govern-
ments have yet commissioned these studies, and
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most of them are undertaken by European consul-
tants, sidelining African researchers.’!

African governments also do not have enough
qualified bureaucrats to manage EPA negotiations
in addition to very important ongoing regional and
WTO trade negotiations.

The Cotonou Partnership Agreement entitles a
wide range of civic organisations in Europe and
Africa to participate in EPA talks. In reality, very
few groups that will be affected by the new trade
deal are playing any meaningful part in negotia-
tions.

In most African countries, senior bureaucrats
make national trade-policy decisions without any
meaningful contribution from patliaments, enter-
prises, development organisations or farmers’ associ-
ations. The needs and interests of small- and
medium-sized businesses, small-scale farmers, and
poor communities are therefore not represented.

Governments were supposed to have set up
national negotiating forums to bring together gov-
emment representatives, unions, farmers, businesses
and other affected groups to discuss their needs and
interests. This was meant to inform the positions of
governments in the regional trade negotiating
forums, and the positions of ambassadors and minis-
ters who negotiate directly with the European Com-
mission.

However, national consultations are taking
place only sporadically or not at all in many coun-
tries. This is leaving most of those who will be
affected by the outcome of negotiations as mere
bystanders in the process. Regional secretariats and
ambassadors are continuing to hold discussions with
the European Commission without the kind of
information that could have been gathered from
national consultation processes.”

According to Richard Kamidza from the South-
emn and Eastern African Trade, Information and
Negotiations Institute (SEATINI): ‘The process
now seems to be firmly under the direction of the
COMESA secretariat and ambassadors in Brussels,
with government officials and the private sector to
some extent guessing what to do. Other non-state
actors — civil society, media and MPs — are still
restricted to the periphery of engagement’.

This should concern the UK government in par-

ticular, which has recognised the need for the active
involvement of all stakeholders in national trade
policymaking and has invested considerable
resources in programmes to encourage this process
in least developed countries.’* The behaviour of the
Commission is threatening to undermine these
efforts.

Left in the hands of mandated technocrats and
technical committees in the European Commission
and African regional secretariats, the negotiating
process so far lacks legitimacy, transparency,
accountability and broader democratic representa-
tion. The EC has also eroded the credibility of this
process by using its leverage as a donor to shape the
outcome.

If EPAs are to address the development needs of
African countries, more African voices need to
shape their outcome. This will require:

¢ bureaucrats on both sides to transfer ownership of
the process to national governments and stake-

holders;

® more impartial and accessible financial and tech-
nical assistance from the EU that will enable
both national governments and civic bodies to
engage in the negotiations;

¢ negotiations to be conducted in an open, trans-
parent and inclusive way, with details, including
the outcome of impact studies, brought into the
public domain as a matter of routine;

¢ the pace of negotiations to be set by African
negotiators’ level of preparedness and their corre-
sponding ability to make informed decisions; and

¢ that national impact assessments ask the right
questions, take account of national development
objectives and inform each step of the negotia-
tions.

Increase development finance

A major reason even least-developed African coun-
tries want to be at the negotiating table is because
they believe EPAs will provide much-needed devel-
opment assistance to help boost their productivity
and enhance their trade performance, so that their
enterprises can take advantage of more open EU
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markets.” The EU has reinforced this hope by pledg-
ing to fully integrate EPAs with its existing develop-
ment funds for Africa — disbursed through the Euro-
pean Development Fund (EDF) for ACP countries —
and allocate adequate resources for this purpose.”

However, disbursements through the EDF are
extremely slow and cumbersome — it often takes up
to 13 years to fully disburse a five-year programme.
What is even more discouraging is that only 1.8% of
the latest EDF budget is earmarked for trade devel-
opment activities. Given the scale of social needs in
African countries, this amount can only be increased
by allocating additional funds to the budget.

Aware of the limitations and inadequacies of the
EDF, African countries have called upon their Euro-
pean counterparts to commit ‘additional resources’
to the EPA process — a request that has thus far
fallen on deaf ears.

During phase one of the EPA negotiations and
in subsequent regional negotiations, the European
Commission Trade Directorate constantly reiter-
ated that resources for the next five years (2005-10)
of the EDF have already been allocated and that it
only has a mandate to negotiate trade issues and not
financial packages.

This is a disingenuous position. European Union
member states will undermine their own stated
commitment to reduce poverty in Africa if they
force tariff elimination on African countries with-
out increasing the level of aid they contribute to the
EDF in the coming five years.

The erosion of special preferences for some of
Africa’s traditional commodity exports to the EU is
another reason why African governments want
increased development finance from European
member states.

Many African countries rely on special prefer-
ences for their beef, sugar and banana exports to the
EU, which generate a major share of their foreign
exchange income and domestic economic activity.
These protocol agreements, which have been in
place since 1975, will now be replaced by whatever
market-access terms African governments manage
to negotiate under their respective regional trade
deals with the EU.

This may mean the end of the large and pre-
dictable quotas under which African countries are

able to export these products at zero tariffs to the EU
market, which would severely damage the beef and
sugar industries in particular. Additional develop-
ment finance would help governments to encourage
these industries to become more productive by
supporting skills-training programmes and improv-
ing infrastructure; fostering the development of
other economic sectors; and dealing with the short-
and medium-term social and economic fall-out of
industry closures.”?

Since 1975 a number of African countries have
been benefiting from the very high internal EU
prices they have received for an agreed quota of
sugar exports to the EU under the Sugar Protocol.
This has enabled their sugar industries to attract
foreign and domestic investment, allowing them to
consolidate, expand and modernise. The sugar indus-
try fulfils a multifunctional role in these countries
and through its links to other sectors of the econ-
omy is a major pillar of economic development.

However, recent reforms in the EU sugar regime
will see EU prices drop by up to 37%. This will not
only hit the foreign exchange coffers of govern-
ments. [f sugar enterprises are unable to make up the
lost income in the short-term, it will put the liveli-
hoods of hundreds of thousands of people — involved
in all stages of growing, processing and selling sugar
—at risk.

The abrupt and unaccommodating way in which
the EU is ending its long-standing commitments
under the Sugar Protocol is a worrying harbinger of
its approach to EPAs.!% [t is signalling its intent to
shift from a clear system of preferences for its former
colonies to free trade agreements that offer neither
proper financial assistance nor respect the right of
ACP countries to make their own economic
decisions.

More legal security for African exporters

It would be wrong to conclude from the controversy
surrounding EPAs that entering into trade arrange-
ments with the EU will necessarily be bad for the
African countries of the ACP. On the contrary,
even least-developed countries hope to use the
negotiations to improve the terms of their access to
European markets. However, their priorities are very
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Box 2. Case study 4: Malawi - the
future of the sugar industry

Sugar is not just another cash crop in Malawi. It is a
vital industry delivering a wide range of direct and
indirect benefits to the Malawian economy and its
people.

Three out of every five Malawians live below the
poverty line and the government depends on foreign
donor funding for about 80% of its annual budget.*®
Sugar exports earn the country MK1.1 billion (US$1
= MK18,600) in foreign exchange, constitute 5% of
its gross domestic product and contribute MK908
million to central and local government coffers from
income and corporate taxes.

The sugar industry employs 13,000 people directly,
and another 15,000 through subcontracting.®® It
has stimulated other parts of the local economy;,
Malawian companies producing products used in
sugar processing, and those using sugar in their
products depend on the industry as source of income
and raw materials. These companies, in turn, employ
even more Malawians.'®

Under the terms of the Sugar Protocol, Malawian
exporters can supply the EU market with 20,000
tonnes of sugar a year at zero duties and prices
that are about a third higher than the world price.
Guaranteed market access and high prices have
drawn private investors to the sugar industry, bring-
ing with them much-needed capital and technologi-
cal know-how.

lllovo Sugar Group, the main investor and share-
holder of SUCOMA, Malawi's largest sugar producer,
has improved sugar production, as well as conditions
for its workers and the surrounding communities.'
Sugar estates are situated in rural areas where
poverty is high and basic services and transport are
lacking. SUCOMA provides housing, water and elec-
tricity to its employees and their families. It also pro-
vides them and surrounding communities with free
healthcare and schooling.

The proposed EU sugar-price reforms will damage
the economy and could exacerbate poverty. Lower

prices for the 20,000 tonnes of sugar exported
under the Sugar Protocol will cost the country €4
million in export earnings. This will reduce SUCOMA's
profits and government revenues from sugar taxes.
Lower earnings may force the company to retrench
workers, cut services and lower the prices it pays
smallholder farmers growing sugar under contract.
This would be disastrous for communities in the
Chikwawa and Nkhotakota districts, where sugar is
the mainstay of the local economy.

EU member states have not yet come up with any
measures to mitigate these short and medium-term
effects of lower sugar prices.

A true spirit of partnership would see the EU treat
sugar producers and exporters in countries such as
Malawi in the same way as sugar-beet farmers in
Europe. European member states are likely to refund
60% of the income sugar-beet farmers stand to lose
as a result of lower prices, through direct aid pay-
ments.’2 But they are not prepared to consider similar
compensation for ACP sugar growers and exporters.'®

Sugar-producing ACP countries, especially least-
developed countries such as Malawi, are deeply con-
cerned about the proposed phasing out of the
special EU market access and high prices they used
to enjoy."* Estimating that the proposed price cuts
will cost their countries about $333 million a year,
least-developed countries that are members of the
Sugar Protocol have asked for better-managed mar-
ket access over an extended transition period in con-
junction with a more modest and gradual reduction
in price.1

European trade officials, however, have dismissed
their arguments as alarmist, ignoring the findings
of existing in-depth, country-specific impact assess-
ments. The EU is backing out of its initial proposal to
provide ‘accompanying measures’ to support ACP
countries to diversify out of sugar, find new markets
for sugar exports and become more productive sugar
producers. Member states are not prepared to pay
ACP producers compensation.' They are only pre-
pared to respond to 'specific requests’ for assistance,
based on ‘actual needs' in the Sugar Protocol coun-
tries.'??
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different to those currently being set by the EU. A
true economic partnership agreement, which
addresses Africa’s development needs and priorities,
would give African countries:

¢ legal security for continued and better access into
EU markets;

¢ flexibility and the right to decide how and when
to liberalise their own markets;

e sufficient and timely financial assistance to help
regional integration, and improve their ability to
cope with the costs of adjustment caused by trade
reforms; and

® compensation for the loss of revenue caused by
preference erosion.

There are several options open to the EU and ACP
countries that could help them negotiate such
agreements. One option is to make regional trade
schemes between developed and developing coun-
tries more flexible. Another is to improve the way
preferential trade schemes for developing countries
are designed and enforced at the WTO.

Changing WTO rules on regional trade

The developed countries do not expect reciprocity to
commitments made by them in trade negotiations to
reduce or remove tariffs and other barriers to the
trade of developing countries, i.e. the developed
countries do not expect developing countries, in the
context of trade negotiations, to make contributions
which are inconsistent with their individual develop-
ment, financial and trade needs.

Atrticle 5, 1979 decision or ‘enabling clause’

of GATT

The ‘special and differential treatment’ (SDT) of
developing countries, which allows them to imple-
ment agreements more slowly or benefit from
exemptions, is a founding principle of the WTO. It
recognises:

¢ the need to discriminate in favour of poor coun-
tries, whose industries will suffer in competition
with their more advanced counterparts, but who
could benefit from increased access to the mar-
kets of developed countries;

e the difficulties rapid liberalisation presents devel-
oping countries — given their inability both to
manage and cope with adjustments; and

® the need to give developing countries the flexi-
bility to adopt their own development strategies,
including enhancing their capacity to take
advantage of international trade.

Although SDT has been problematic — mostly
because current provisions are not sufficiently far-
reaching, and are vaguely defined and difficult to
enforce — its principles are fundamental to trading
arrangements between developed and developing
countries.'® In 2001, the Doha Development
Agenda committed to clarifying SDT and making it
effective.!®

However, EPAs are not being negotiated under
SDT principles but under the strict rules that gov-
ern regional trade agreements at the WTO (GATT
Atrticle 24). These rules were conceived before trade
agreements between rich and poor countries were
contemplated, and therefore contain no provision
for special treatment for poor countries entering
into such deals. They stipulate that all signatories to
a regional trade agreement must liberalise ‘substan-
tially all trade’ over a limited period of time — usually
ten years.!!!

In its public statements, the European Commis-
sion says it appreciates the importance of special
treatment in EPAs. At the same time, it insists that
it is compelled to negotiate these unique agreements
under strict WTO rules to ensure they adhere to
WTO law. The vague provisions of WTO rules gov-
erning regional trade, the Commission claims, gives
it the ‘wriggle room’ needed to reconcile this appar-
ent contradiction and offer the ACP countries
‘asymmetric’ market access, with a longer period over
which to reciprocate with a lower level of liberal-
isation. They cite earlier trade agreements that have
strayed from the accepted interpretation of current
rules in this manner to support their position.!!?

There are several disadvantages to this approach
for ACP countries.

First, it falls far short of giving them enforceable
rights to balance their development needs and trade
commitments. That means they will not be able to
raise tariffs on EU products to protect their indus-
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tries. Rather, everything will depend on the out-
come of the EPA negotiations. Their experience of
negotiations to date shows that the European Com-
mission is unlikely to agree to their requests to
exclude entire sectors or large percentages of their
products from tariff elimination (see Box 1 on part-
nership).

ACP countries will also need to decide in
advance which areas of their economy will need
protecting in the future. This requires them to pre-
dict development. If the predictions prove inaccu-
rate, too bad; EPAs will have locked them into the
wrong course of action.

Second, this asymmetrical approach is flawed
because it does not offer the legal certainty the
Commission claims. Asymmetrical EPAs will still be
open to challenge if they do not conform to the
accepted interpretation of WTO rules on regional
trade agreements. As current talks attempt to inter-
pret more cleatly and strictly enforce these rules,
they are likely to become more rather than less con-
straining. As their number and scope increase, so
does the likelihood of disputes. In the absence of
legal certainty, the local economy is less likely to
receive domestic public or private investment.

Under the Doha Development Agenda there isa
clear opportunity to address the lack of provision for
special treatment under Article 24 of GATT.!3 The
ACP countries have put together a proposal to
improve the deal they could get under the rules of
regional trade agreements.!!* But so far, the
Commission has been dismissive of their efforts to
incorporate the principle of more flexibility into
Article 24.

Fixed deadlines for trade liberalisation, argues
the Commission, are useful to ‘lock in’ the process of
trade reform within countries. In turn, they will pro-
vide a stable environment to encourage investors.
However, this approach is politically flawed. High-
handed external interference is no way to guarantee
a country’s genuine commitment to reform. Rather,
there is evidence that governments will commit to
reforms only if they view them to be in their best
economic or political interest.

This approach also assumes that the progress of
development will always be linear rather than
unpredictable, a bit like taking two steps forward

and one step backward. Liberalisation will not
always play a positive role in this process. Indeed as
this report indicates, premature liberalisation often
has a detrimental effect on a country’s economy and
people and thus provides a disincentive to investors
that outweighs any incentives derived from coun-
tries being ‘locked in’ to reforms.

Investor surveys show that formal investment
agreements, special investment incentives and free
trade agreements are low down the list of factors that
influence foreign investors’ decisions about where
to invest.!’® And experience in industrialised and
high-income developing countries shows that only
economies with already capable and well-functioning
local enterprises receive the kind of foreign invest-
ment that brings industrial growth.!!¢

Regional trade agreements, therefore, must
include the principle that developing countries
should not be forced to open their markets to devel-
oped countries according to arbitrary timescales and
market shares. Instead, if developing countries are
keen to enter into a regional trade agreement with
developed countries, they should be able to choose
when and how they want to open their markets
based on a set of agreed development benchmarks.!?

Improving preferential market access

As well as reforming the WTO rules governing
regional trade agreements, there is a need to change
the way the WTO views preferential access to rich
countries’ markets. Preferential treatment should
give developing-country exporters, including those
from Africa, guaranteed and legally secure access to
the EU market, without requiring them to open up
their markets in return.

Besides the Cotonou preferences, which EPAs
are supposed to replace, the EU operates two other
preferential schemes — its Generalised System of
Preferences applying to all developing countries, and
the Everything but Arms initiative which applies to
just least-developed countries and offers free access
to the EU for all their products except sugar,
bananas and rice.!'® The WTO ‘enabling clause’
allows developed countries to grant different sets of
developing countries better access to their markets
as long as the criteria for granting preferences to
some and not others are ‘objective and transparent’.
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It is therefore possible for the EU to design a
preference scheme that would offer Cotonou-
equivalent levels of market access to countries at
similar levels of development to the ACP and with
similar development needs, without exposing their
weaker member states to competition with larger
developing countries. But to make this happen, EU
member states will need to muster the political will
to defend such an agreement at the WTO. They will
need to instruct the European Commission to
pursue this matter in its WTO discussions on their
behalf. And they will need to take this into account
in their current review of the EU’s General System
of Preferences and the provisions of the Everything
But Arms agreement.

The EU’s conclusions on the poor track record of
its preference schemes are politically self-serving
and miss the target. In order to make such schemes
truly useful, their design needs to be improved.

Under current WTO rules, these schemes are
unilaterally devised by ‘grantor’ (developed) coun-
tries and are not legally binding. Preferences under
these schemes can be withdrawn or modified at the
whim of the grantor or because of challenges by
third parties at the WTO. For example, the EU’s
preference scheme granted to countries, such as
Afghanistan, that are attempting to diversify away
from their dependence on growing illegal narcotics
was recently and successfully challenged by India as
being discriminatory.

This lack of legal certainty further undermines
the usefulness of preferences and acts as a disincen-
tive to public and private investment. There are
options that would give recipient countries legal
certainty — including renegotiating the provisions of
the enabling clause under the Doha talks on
S&DT.1»?

The unilateral design of preference schemes is a
major reason why they have failed to increase trade
flows between developed and developing countries.
They are primarily designed to protect rich coun-
tries’ farmers or industries, rather than promote
developing-country exports.

The number of ‘missed’ preferences — that is,
when exporters have chosen to forgo available pref-
erences — demonstrates that there are factors that
prevent African exporters exploiting the opportu-

nity to enter EU markets on favourable terms.!?®

Particularly onerous to small producers are the
‘rules of origin’ that products need to comply with to
qualify for preferential access. These rules are
designed to ensure that more advanced developing
countries do not ‘free-ride’ on preferences awarded
to less-developed nations. However, they have in
fact penalised exporters and producets in poot coun-
tries that cannot process goods sufficiently and have
to source most of the constituent parts of what they
export from outside their own country and therefore
do not qualify for special market access. This does
not correspond to modern supply-chain realities
where producers source parts and disperse process-
ing across a wide range of countries. Current rules of
origin, therefore, do not benefit producers in coun-
tries wishing to diversify away from commodity pro-
duction and become more integrated in global supply
chains.

Overcoming these problems would go some way
to enabling ACP countries to use preferences as a
transitional strategy to develop their economies and
the international competitiveness of their industries,
just as more developed countries did in the past.

Non-reciprocal or preferential market-access
schemes can only ever be one element of promoting
development through trade. They will become less
and less useful as global tariffs are reduced under
successive rounds of trade negotiations. However,
preferences are still a critical lifeline for many devel-
oping countries, and in the right circumstances can
be a useful tool for their development.

At the very least, the dismantling of preference
regimes should not be undertaken rapidly or without
making effective compensation available to help
poor countries cope with the resulting income losses
and develop new industries.

Recommendations

It is clear from this report that there is not a strong
legal case for requiring reciprocal market access
commitments from ACP countries. At least two
WTO-compatible options are available that would
allow trading arrangements that are desirable to
African governments.

Neither is there a strong pro-development case
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for linking reciprocal market-access commitments
from ACP countries to the ‘trade and development’
aspects of EPAs — which are assisting regional inte-
gration, overcoming the problems of preferences
and supporting the growth of ACP economies.

After careful analysis, Christian Aid believes EU
interests and objectives are playing too great a role
in shaping the outcome of current EPA negotia-
tions. As a result, African countries — among them
some of the world's poorest — are now in a defensive
position. They have no option but to negotiate their
market opening in return for maintaining or, they
hope, improving, arguably their most important aid
and trade relationship.

EPAs are history-making agreements. For the
first time in the long development relationship
between the EU and its former colonies, the less-
developed partner will have to make trade commit-
ments to its more developed partner. As this report
has shown, this will in all likelihood undermine
African countries’ development efforts. It will
destroy existing industries and put a cap on the
emergence of new, basic processing and manufactur-
ing businesses.

Recommendations to EU member states and
the Commission

For reasons outlined, EPAs in their current form
must be stopped. As a matter of the highest priority
- since EPA negotiations have already begun — the
EU must seek a new deal for African countries that
guarantees them:

¢ legal security for continued and improved access
to EU markets;

¢ flexibility and the right to decide whether, how
and when to liberalise their own markets; and

¢ sufficient and timely financial assistance to help
promote regional integration, their capacity to
trade, and their ability to cope with the costs of
adjustment caused by trade reforms and the
erosion of preferences.

Finally, the EU’s trading relationship and negotia-
tions with ACP countries should support rather
than seek to drive local development strategies,

especially efforts to create larger regional markets.
If EPAs are truly to be tools for development, the
European Commission must:

¢ push for the inclusion of special and differential
treatment for developing countries in WTO rules
governing regional trade agreements. This must
go beyond prolonged transition periods and
asymmetry, and leave open the possibility for
non-reciprocity. Market opening in developing
countries must be linked to development bench-
marks and should not be undertaken unless it will
contribute to poverty reduction;!?!

¢ improve its own Generalised System of Prefer-
ences as well as WTO rules governing preferential
trade schemes. Preference schemes must deliver
market access that corresponds to the export intet-
ests of developing countries. They must also pro-
vide legal certainty so that they can be used with
confidence to stimulate investment, develop
economic capacity and increase international
competitiveness; and

¢ try to persuade EU member states to provide
additional financial assistance as part of their
economic partnership agreement with African,
Caribbean and Pacific countries, beyond their
commitments in the next five-year European
Development Fund. This must be targeted at
increasing the capacity of ACP enterprises and
producers to trade and compete internationally
and providing compensation for the loss of pref-
erences.

Above all, these measures must be entirely indepen-
dent of whether or not and when ACP countries
decide to open up their markets to EU imports. If
trade liberalisation is a good policy for ACP coun-
tries, they will choose it and the EU must respect
their choices.

Recommendations to the UK government

In 2005, the UK government is in a unique position
to influence the outcome of the debate surrounding
EPAs. The UK government's stated position favours
trade that works for poor people and, in its White
Paper of 2004, the Department of Trade and Indus-
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try stated that poor countries should not be required
to ‘pay the price’ for access to the markets of rich
countries.

The UK government must follow through on its

rhetoric and:

® Use the political opportunities of 2005 (setting

the Africa agenda for the G8 meeting, presiding
over the EU and participating in the five-year
teview of the Millennium Development Goals
and the sixth WTO ministerial meeting) to push
for a visible change of ditection in the EU negoti-
ating position and the EPA process to ensure that
development rather than mercantilist trade
interests guide the economic partnership with
Africa.

Hold the European Commission to account for
its positions and conduct in EPA negotiations
with Africa. This could involve setting up a
group of like-minded European member states to
influence the rest and put pressure on the Euro-
pean Commission to argue for the inclusion of
effective special and differential treatment in
WTO rules that govern trade relations between
developed and developing countries.
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that it is possible to differentiate treatment of developing coun-
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identifying such criteria and to manage graduation out of special
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