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Framework contract TRADE-02-F03-02

Executive Summary
This is the Final Report of the EU-ACP Sustainability Impact Assessment (SIA)
(Phase III), focusing on Rules of Origin (RoO) in the SADC Group configuration for the
Economic Partnership Agreement (EPA) negotiations (Angola, Botswana, Lesotho,
Mozambique, Namibia, Swaziland and Tanzania). It seeks to promote an approach to RoO in
the EPAs to encourage trade and development that supports economic, social and
environmental sustainability.
The SIA employs case studies to identify causal links between trade and economic,
social, and environmental sustainability. The sectors studies selected are among those
typically most affected by RoO and with potential impacts on sustainability – garments and
marine fisheries. Sectors were also selected insofar as they are relevant for more than one
country in the region and where there may be opportunities for increasing value-added
through processing. The garments case study focuses on Lesotho, the region’s leading
garment manufacturer. Marine fisheries focuses on Namibia, the ACP’s leading exporter of
fish and fish products to the EU. In both cases the SIA explores challenges and opportunities.
The methodology for the SIA examines a baseline scenario and an EPA scenario. The
baseline scenario (“business as usual”) was employed to identify the impacts of RoO on trade
and sustainability in the sector studied and to identify concrete linkages between trade-related
impacts of RoO and economic, environmental and social sustainability. The SIA also
examines an EPA scenario, which simulates possible impacts of the EPA negotiations on
RoO. It was undertaken employing a partial equilibrium model (the GSIM model). For
fisheries, the simulation considered cost reductions that would follow from more liberal RoO
at levels of 5% and 10%. For garments, both the expanded utilization of preferences, and cost
reductions linked to relaxed RoO (at a 5% cost savings) were examined.
Overall, findings with respect to EU RoO in the sectors studied indicated that strict
RoO pose challenges to producers in the SADC Group countries. RoO are not the sole cause
as several constraints hamper development in the region. Nevertheless, in the garment sector
trade data, which indicate negligible levels of trade with the EU (despite generous
preferences), support the finding that RoO have had the effect of suppressing trade (or even
from preventing it from taking place at all). The EPA provides an opportunity to revisit the
current RoO regime, and, along with its development component, holds out the prospect for
putting in place trade rules and policies to begin to address the under-utilisation of
preferences.
The results of the analysis for both sectors are included in the tables that follow. The
EPA scenario shows that a costs savings associated with RoO increased trade levels in both
sectors. However, trade in the garment sector was so low to begin with, that despite a large
percentage gain, actual gains for trade with the EU are marginal. The garment sector in the
region has experienced rapid trade-induced growth, with exports flowing to the United States
not the EU. Similarly, in the fisheries sectors, relaxed RoO led to an increase in the export of
fish from all SADC countries, and an increase in fish processing from the two countries with
existing industries: Namibia and Mozambique. This positive dynamic also raises the prospect
for potential development of processing industries in Angola and Tanzania, the remaining
coastal SADC Group states. In both cases, there is potential for negative environmental and
social impacts arising from trade.
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1.

Introduction
Negotiations towards concluding Economic Partnership Agreements (EPAs) between the

European Community (EC) and the African, Caribbean and Pacific Group of States (ACP)
were initiated in Brussels on 27 September 2002. The countries of SADC Group are: Angola,
Botswana, Lesotho, Mozambique, Namibia, Swaziland and Tanzania.2
The legal basis of the negotiations is the Cotonou Agreement. Negotiations towards an
EPA between the EC and the SADC configuration (the “SADC Group”) were launched in
Namibia on 8 July 2004. Negotiations are scheduled to be completed before the World Trade
Organisation (WTO) waiver for the Cotonou Agreement expires on 31 December 2007 and
once negotiated, the EPA will enter into force on 1 January 2008. In 2004 both sides adopted
a Joint Roadmap that presents the objectives, principles, structures and sequencing of
negotiations. Several of the principles governing the negotiations refer to the role that the
EPA can play in promoting sustainability in the SADC region. (Box 1)
Box 1. Negotiations Principles for the SADC-EC EPA
Instrument for Development. It needs to contribute to the interlinked objectives of sustainability development,
poverty eradication and the smooth integration of ACP countries into the world economy.
Regional Integration Process. It will be based on regional integration initiatives of the SADC countries
WTO Compatibility. It will be compatible with WTO rules and principles…taking into account the
evolutionary nature of relevant WTO rules, in particular in the context of the Doha Development Agenda.
Preservation of the Cotonou Trade Acquis. It will preserve and improve the current ACP and EBA
preferences into the EU market for SADC exports, and all SDAC EPA Member States should be better off
following EPA negotiations.
Special and Differential Treatment. Special and differential treatment should be provided to all SADC
countries, taking into account the particular needs of the LDCs and situations of particularly vulnerability, such
as small, single commodity, landlocked, drought prone economies and countries emerging from conflict.
Sustainability. It will have significant implications for the socio-economic fabric of SADC EPA Member
States. The positive impact of the SADC-EC EPA needs to be maximized and its adjustment costs minimized so
that it is economically and socially sustainable.
Legitimacy and Transparency. It will have to establish its legitimacy in all the parties to the agreement
through its contribution to sustainable development.
Resources and Support for Adjustment. For SADC EPA Member States implementation of the EPA will
require adjustments in particular to maintain adequate fiscal revenues and to upgrade productive structures,
human resources and institutional capacity.
Source: SADC-EC Joint Road Map for the EPA Negotiations, 15 July 2004.

The objective of the Sustainability Impact Assessment (SIA) is to contribute to this goal
by assessing the sustainability impacts of rules of origin (RoO) in the context of the ECSADC Group EPA. It examines the impacts of a baseline (existing rules) and an EPA
scenario (possible results of negotiations). It presents policy options that could mitigate any
2

South Africa is participating as an observer. Five other SADC Member States—Madagascar, Malawi, Mauritius,
Zambia and Zimbabwe—are negotiating as COMESA members in the Eastern and Southern Africa (ESA) configuration.
The DR Congo, also a Member State of SADC, is negotiating with the Central African configuration.
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potential negatives impacts on sustainability and reinforce positive impacts of prospective
RoO.3 The ultimate objective of the EC’s SIA programme is to encourage trade between the
EU and the SADC Group that supports economic, social and environmental sustainability.
The SADC Group has proposed a new framework for the EPA negotiations which aligns
the negotiation of the EPA to the review of the EU-South Africa Trade and Development
Cooperation Agreement (TDCA) with the ultimate objective of setting the stage for
establishing a single trade regime between SADC Group countries and the EU. It also
focuses on ensuring consistency between trade-related technical assistance in the EPA and
the programming of EU development assistance.4 The EPA aims to preserve and build on
current levels of access to the EU market. The objectives of the SADC Group for an EPA are
that, “the outcome of the EPA negotiations should ensure the smooth and gradual integration
of the ACP countries into the global economy, achievement of sustainable development,
eradication of poverty, fostering regional integration and WTO compatibility”.5 Of direct
relevance for this study, the document indicates that, “SADC EPA Member States will aim
for more liberal and simplified RoO that allow greater access to the EU market. The rules
should allow for wider cumulation that includes full cumulation from SADC, other ACP
countries, and all other countries in regions which have Trade Agreements with the EU.”
Four countries in the SADC Group are classified as least developed countries
(LDCs): Angola, Lesotho, Mozambique and Tanzania. There are also three landlocked
countries in the SADC Group: Botswana, Lesotho (also a LDC) and Swaziland. Landlocked
countries face specific challenges given their lack of access to the sea, high transit costs,
administrative barriers (transiting neighbouring countries), and poor regional transportation
infrastructure.6

3
These include recommendations related to development co-operation and capacity building. In December 2005, the
European Council adopted a financial envelope for the 10th European Development Fund (EDF) which comes to €22.7 billion
for the period 2008-2013. The 9th EDF which covered the period 2002-2007 had been allocated the sum of €13.5 billion.
4
With respect to development assistance, the March 2006 proposed framework indicates that SADC EPA Member
States will aim to ensure that the EU provides Botswana, Lesotho, Namibia and Swaziland (the BLNS) and least
developed countries (LDCs) significantly enhanced financial support and capacity building. It indicates that financial
support will be required to address supply side constraints and compensate for fiscal revenue loss, the costs of trade
diversion, infrastructure for trade facilitation, and related socio-economic adjustment costs. Capacity building should
focus on, inter alia, upgrading SADC EPA Member States’ productive structures to promote diversification; the capacity
to export; addressing non-tariff barriers (NTBs) such as Sanitary and Phytosanitary (SPS) Measures and Technical
Barriers to Trade (TBT) imposed by the EU; technology transfer; information and communication technology; and the
promotion of small and medium-sized enterprises and foreign direct investment.
5
“A Framework for the EPA Negotiations between SADC and the EU” March 2006.
6
Transit time for goods is long because of their long distance, difficult terrain, road and railway conditions and
inefficiency of transit transport. In this case, their transit neighbours are themselves developing countries or LDCs facing
similar constraints. High transport costs facing landlocked developing countries have become a more restrictive barrier
to trade for these countries than tariffs. The trade reducing effect is strongest for transport intensive activities that are
dependent on exports or imported intermediate goods for production. According to UNCTAD, estimates based on the
IMF balance of payment statistics suggest that, on average, landlocked developing countries spent almost two times
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The EC has included the EU’s Outermost Regions (ORs) in its SIA programme. They
are integral parts of the EU and Community law is fully applicable to them.7 The ORs face
several constraints related to their remoteness, insularity, small size, topography and climate,
which hamper development. As with several ACP countries, ORs tend to be economically
dependent on a few products.8 However, in this case further integration with the economies
on the African mainland is likely the most effective way for ORs such as the French island of
Réunion to increase export-led development. They already have unfettered access to the EU
market and are unlikely to be significantly impacted by any changes in RoO that might come
about as a result of an EPA.

1.1

Existing State of Regional Integration

The EU has indicated that through the EPA negotiations it seeks, inter alia, to keep open
the perspective for inter-regional integration leading to the establishment of a Customs Union
among the SADC Group of countries. SADC as a whole has planned to establish a Free
Trade Area in 2008, a Customs Union in 2010 and a Common Market in 2015.9
Achieving this goal is complicated by the many overlapping Regional Trade Agreements
(RTAs) in Southern Africa. (Figure 1) Of particular relevance are RTAs that include SADC
Group countries. With the exception of Mozambique (which is considering joining the South
African Customs Union [SACU]) all of the SADC countries belong to at least one other
regional arrangement.

more of their export earnings to pay for transport and insurance services than the average for developing countries, and
three times more than the average for developed economies.
7
Article 299(2) of the EC Treaty. This SIA does not extend to EU Overseas Countries and Territories (OCTs) which are not
independent (although they are linked to a Member State), are not considered part of the EU and are not ACP countries.
8
For example, the EU OR Réunion (an island in the Indian Ocean) is relatively open with respect to trade, and imports
represent close to 40% of GDP, reaching €3.3 billion in 2004. Exports, on the other hand were only around €250 million in
the same year. Over three-quarters of imports came from the EU and only 1.5% from countries in the region. The majority of
imports are primary products, agri-food products, vehicles, fuels, and pharmaceuticals. Exports are also concentrated in sugar
and fish. Three-quarters of exports from Réunion go to the EU, although countries in the region account for nearly 15% of the
total value of exports. There are several constraints on trade including those related to logistics, customs, knowledge and
administration. There are limits on the endogenous development prospects for an island such as Réunion, which makes it
necessary to enlarge its market for trade in the medium and long terms in order to support development. (Integration
Regionale et Negociations APE Situation et Perspectives en Afrique (Orientale, Australe et du Sud). Atelier de Traveil, 15
juin 2005).
9
SADC countries are currently in the process of reviewing the implementation of their Trade Protocol which came into force
in 2000. Through this Protocol, it is envisaged that 85% of all goods will be traded at zero duty when the free trade agreement
comes into being in 2008. The remaining 15% are sensitive products, which will be liberalised by 2012. Sensitive industries
comprise textiles, clothing and motor vehicles. A small number of sectors are explicitly excluded from liberalisation. Sugar is
treated separately under the SADC trade protocol as it is viewed as a sensitive industry in most member states. The agreement
allows for non-reciprocal duty free market access into SACU by non-SACU SADC members on a quota basis. It envisages
the liberalisation of the sugar market in accordance with the liberalisation of the world sugar market over the long term.
SADC is also working on introducing harmonised rules in areas such as customs, TBT, SPS, trade defence and RoO.
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•

Angola and Swaziland are members of the Common Market of Eastern and Southern
Africa (COMESA), which is working towards a Customs Union by 2008;10

•

Botswana, Namibia, Lesotho and Swaziland (BNLS) belong to the SACU, which
also includes South Africa. South Africa and the EU have already signed a trade and
development cooperation agreement (TDCA) to liberalise trade;

•

Tanzania is a member of the East African Community (EAC), which has already
implemented a common external tariff (CET).

A Working Group composed of Angola, Namibia and South Africa has been established
to ensure effective coordination between the SADC Group EPA negotiations and the ongoing
review of the TDCA. As several of these arrangements are in various stages of forming
customs unions (COMESA, SADC, and the EAC) conflicts in membership need to be
resolved during the EPA negotiations as it is technically impossible for a country to be a
member of more than one customs union.11 (Khandelwal 2004)
The various RTAs to which countries of the SADC Group belong are precluded from
negotiating RTAs with third countries that may be inconsistent with the objectives of the
relevant RTA, although the conclusion of a RTA per se is not disallowed. Countries receive
guidance from their respective RTAs.12 The EPA configuration of SADC States may act as a
catalyst for bringing about further progress on the issue of overlapping memberships and
inconsistent integration agendas.

10

In a previous realignment Lesotho and Mozambique left COMESA in 1997 followed by Tanzania (in 2000) and
Namibia (in 2004).
11
There are also costs associated with the existing state of overlapping memberships including multiple membership
fees, conflicting objectives among different arrangements and, administrative costs related to often-complex RoO.
12
In terms of the SADC Trade Protocol [Art. XXVIII, par. 2] its Member States may not enter into a RTA with a third
country that may “impede or frustrate the objectives of [the] protocol and that any advantage, concession…granted to a
third country…is extended to other Member States”. The COMESA Treaty (Art 56) states that “Member States are free
to enter into bilateral or multilateral agreements provided that such agreements are not, and would not be, in conflict
and do not undermine the COMESA FTA or Customs Union.” The EAC Protocol [Art. 37 (4a) states that “a Partner
State may separately conclude or amend a trade agreement with a foreign country provided that the terms of such an
agreement or amendments are not in conflict with the provisions of this Protocol”. (Hess and Hess)
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1. A list of questions tailored to the sectoral interest of the specific stakeholder was
circulated, along the following lines:
•

What are the current challenges and opportunities related to trade in general and
exporting to the EU specifically in the garment sector or the fisheries sector?

•

What types of trade measures could be included in a new agreement with the EU to
encourage trade and development in the sector?

•

What are the positive and negative impacts (economic, environmental and social) of
increased development in this sector?

•

What types of policies would be most useful to address sustainability concerns?
The overall results of these interviews are presented in Box 2.
Box 2. Summary of major points raised during consultation interviews
Lesotho
• All production is currently directed towards the United States, often to a single large customer (i.e., the GAP).
• There is a high level of uncertainty in the sector given the dependence on 3rd party sourcing and renegotiation
of AGOA benefits, an EPA could provide longer-term stability.
• Lack of long-term planning and no incentive to invest in major production related infrastructure in the sector
(i.e., knitted fabric mills, or cotton production) while demand for local fabric does not exist.
• One existing denim mill the result of US$100,000,000 investment capable of supplying denim, but faces
challenges associated with buyer preference for sourcing from Asia, and inadequate wastewater treatment
facilities that do not meet international standards.
• Major challenges facing expansion to mills in the sector are: low demand, lack of infrastructure, accreditation,
and relatively high price for local fabric.
• Opportunities include shorter lead times, lower transportation costs, longer term stability for the garment
sector and more stable investment.
• Major challenge exporting to the EU is lack of contacts, agents, knowledge of buyers.
• Current levels of value-added (through labour) in the region is around 20-25%.
• Low wages are positive for poverty alleviation but are not generating wealth.
• High levels of HIV/AIDS lead to high levels of turnover and little value seen in training.
• Very low levels of training and skill transfer in the sector.
• Environmental impacts from knitted garment factories are low – solid waste – which is burnt, but much more
significant from denim factories and denim mills.
• Some potential in the region to produced accessories (zippers and buttons) which could be explored in the
short term.
Namibia
• Namibian fishery sector highly developed with large exports to the EU of fresh and processed fish and fish
products. Concern over different standards required to export into different member states.
• Processing is very basic – filleting. It is hard to break into the EU market for branded goods or more highly
processed products (such as fish fingers). Fishery plants do not work at full capacity.
• Namibia has very strong policies related to fishery management, for example, presence of inspectors on ships
and at landing sites, 70% of catch must be landed, and moratorium during spawning season for hake.
• Policies create employment at sea and on land, manage the stock, and increase value.
• Sophisticated processing plants, with attention to SPS and HCAAP standards, all facilities are EU approved,
and pressure from the EU has made the plants what they are today – some concern remain over onerous and
expensive requirements of “Red Alert”.
• There is a lot of interest from Spain and UK in Namibian fishery.
• The value of the commodity is around 60% for the landed fish and 40% added on shore.
• Environmentally the state of the resource is the most important concern. Water use is high, but if necessary
plants can use purified sea water. Water use aggravated by recent mining activity in the coastal area, so there
is competition for the scarce resource. All waste from plants is transported to a fish meal plant.
• Wages are relatively high, particularly at sea where tasks are specialized (skippers, engineers, etc.).
Companies typically provide some housing and transportation subsidies to workers. High levels of HIV.
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An additional consultation in the region was held in conjunction with the Annual
Conference of the Trade Law Centre for Southern Africa, (TRALAC) a partner
organisation on the SIA. The meeting was held in Cape Town, South Africa on October 5
and 6, 2006. The conference, which focused on Economic Partnership Agreements,
brought together a range of stakeholders from SADC Group countries, South Africa and
other ACP countries in the region. Members of the Project Team presented the SIA
focusing on major findings and potential policy options. A list of participants is available
at www.tralac.org.
Members of the project team took part in a consultation organised by the European
Commission on 21 September, 2006, in Brussels to share the draft final report and policy
recommendations with European stakeholders. Finally, the report has been disseminated at
relevant fora in the SADC Group region in conjunction with related meetings. (see
Annex 1)

2.

Trade Measures: Rules of Origin

2.1

Introduction to Rules of Origin
Rules of origin are an important feature of preferential trade agreements. In theory,

they are meant to prevent trade deflection through the low tariff partner. Under some
circumstances, in practice, they could serve as significant trade barriers. Even for relatively
simple cases like food products, “substantial transformation” requirements in RoO (and
restrictions on ownership of capital equipment, like vessels in the case of fisheries) could
prove to be effective mechanisms that prevent the actual utilization of trade preferences and
lead to the erosion of benefits. This is because complying with such rules affects decisions of
firms with respect to sourcing and production. For this reason, RoO tend to increase the cost
of production, such that when preferences are utilized, they are used to sell goods that cost
more than they would were the rules not in place. Indeed, recent estimates with data from the
EU Generalised System of Preferences (GSP) program and the North American Free Trade
Agreement (NAFTA) suggest that such rules may add 4% to 6% to the cost of goods sold. In
the ASEAN context, estimates are that cost impacts may be in the range of 10% to 25%.13 In
extreme cases, firms will simply abandon preferences and pay the most favoured nation

13

Francois, J., M. Manchin and B. Hoekman (2006) “Preferences and Multilateral Trade Liberalization,” World Bank
Economic Review; Brenton, Paul and Caglar Özden (2005) “Trade Preferences for Apparel and the Role of Rules of
Origin: The Case of Africa.” World Bank mimeo; Carrère, C. and de Melo, J. (2004) “Are Different Rules of Origin
Equally Costly? Estimates from NAFTA.” CEPR Discussion Paper No. 4437; Baloing A. and M. Manchin (2006)
“Clothes Without an Emperor: Analysis of the Preferential Tariffs in ASEAN,” Tinbergen Institute; Candau, F., L.
Fontagne and S. Jean (2004) “The utilization rate of preferences in the EU.” CEPII mimeo.
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(MFN) tariff. Even when they do not, the increased cost of producing traded goods means
that full utilization rates for preferences may mask significant problems with exports
rendered relatively uncompetitive because of RoO.
Preferential RoO are central to the EPA negotiations. It is expected that harmonised
and simplified RoO will help pave the way for a trade relationship with the EU that would
contribute to deeper regional industrialization. The EU currently grants preferential market
access to SADC countries under various trade regimes, including the Cotonou Agreement,14
the GSP (in particular the Everything-But-Arms Initiative (EBA) provisions, which applies to
LDCs) and the Trade and Development Cooperation Agreement with South Africa.
The core methodological basis used by the EU in determining origin is the concept of
‘wholly obtained’ and ‘substantially transformed’ (in the exporting country). Goods that are
wholly produced in the exporting country unambiguously originate there. The wholly
obtained principle is the least ambiguous, and is guided by clear definitions of what
constitutes the growth or manufacture of the exporting country.15
There are several tests used to determine whether a good that is not “wholly
obtained” is “sufficiently transformed” in order to be deemed as originating in the
preference-receiving country. (Table 1) The ‘substantial transformation’ principle employs
the following three tests (used together or on their own): (a) whether a product has undergone
specific processing in the exporting country (for example, “planning, sanding or fingerjointing” of sawn wood – as per product HS 4408); (b) whether there has been a change in
tariff heading between the product and its materials (for example, copper alloys made of from
materials classified under a different heading to that of the product); and, (c) whether a
specific minimum amount of value has been added locally (or the value of materials does not
exceed a certain maximum threshold).16
Table 1: Tests for Substantial Transformation
Specific processing
(SP)
SP rules prescribe a set of
processing operations that a
product must have undergone
locally in order to be deemed
originating in the exporting
country

Change in Tariff Heading
(CTH)

Ad-Valorem / Value-Added
(VA)

CTH is based on the Harmonised
System nomenclature (HS) and
requires that a product is made up
of materials that can be classified
under a different heading to that of
the final product. The tariff jump is
usually required at the HS 4-digit
level of differentiation.

The VA methodology contains a
value component and generally
requires a specific minimum
amount of value to be added locally
to deem a product as originating.
The VA methodology is heavily
influenced the method for
calculating the “base cost”.

14

RoO in the Cotonou Agreement are covered in Annex V and its Protocol 1.
These include, inter alia, mineral products extracted there, vegetable products harvested there, live animals born and
raised there, and fish caught within a countries’ territorial waters.
16
“Ex-works price” is defined in the Cotonou Agreement as the price paid for the product ex works to the manufacturer
in whose undertaking the last working or processing is carried out, provided the price includes the value of all materials
used, minus any internal taxes which are, or may be, repaid when the product is exported. An example of the latter
would be articles made of precious stones classified under HS 7116, where the value of all materials may not exceed
50% of the ex-works price of the product.
15
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While each methodology has merits, EU RoO have been criticised for the manner in
which the methodologies are applied. One such criticism is that the existing RoO framework
undermines access by developing countries and LDCs to the EU market, since the various
methodologies have been used inconsistently and in some instances (rightly or wrongly) have
been interpreted as serving specific EU interests rather than acting as vehicles to aid trade but
prevent transhipment. Despite the merits of a more singular approach, the current
methodologies must be seen in the context of relying on a system (the HS) that is perhaps not
ideally geared towards determining origin in a uniform manner (the SP approach, for
example, is more so than others vulnerable to political-economy elements, while the CTH
methodology requires a separate “negative” list of working and processing that would be
considered as insufficient to confer origin).
On its face, the value-added approach might appear to be the most easily understood,
but associated with this methodology are significant administrative compliance issues with
the methodology is also influenced by the cost constituents on which value-added is based.
The current methodology uses ‘ex-works’ cost, although recent proposals by the EU consider
a ‘net-production cost’ basis for determining base value.17 The latter would specifically
exclude a number of cost components previously included in ‘ex-works’. This would
increase the administrative burden faced by producers and exporters, as well as customs
authorities, as the calculation for determining base cost and value added components
becomes more elaborate. .
Table 2 provides a breakdown of value-added shares, by sector, for selected countries
in the SADC Group. The first column for each country shows value added as a share of total
output, by sector, based on input costs and sector value-added data. The second column
includes upstream value added, as reflected in downstream costs, on the assumption that
inputs are domestically sourced. This provides an upper bound on “technically feasible”
value-added shares, based on production techniques prevailing in the countries in the table
and on the assumption that such costs can be fully documented. It is clear that for many
sectors a rule where materials may not exceed 50% of the ex-works price is unrealistic.
Indeed, for many products, even a 40% or 30% threshold can be prohibitive. In Botswana,
for example, materials represent 70% of costs in the apparel industry. None of the
manufacturing sectors in the region could meet a 50% threshold for materials costs.
Table 2: Value-added shares of total costs, selected SADC Group countries (weighted
averages)
17

Communication from the Commission “The rules of origin in preferential trade arrangements – orientations for the
future” – COM(2005)100 final of 16 March 2005; TAXUD/1121/05 Rev.1 – EN.
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agriculture
forestry
fisheries
mining
processed foods
textiles
wearing apparel
leather
lumber
paper, pulp, plastics
petrochemicals
chemicals, rubber, plastics
non-metallic mineral products
iron and steel
non-ferrous metals
fabricated metals
motor vehicles
other transport equipment
electrical machinery
other machinery
other manufactures
Source: GTAP data version 6.1.

Botswana
Direct
Direct
(%)
and
indirect
(%)
68.6
85.5
55.8
76.1
40.0
52.5
76.9
89.7
38.8
71.4
28.1
60.7
30.5
56.3
56.0
76.9
78.4
87.9
20.2
56.0
35.5
85.1
34.0
64.7
61.5
81.7
63.4
85.6
99.1
99.6
20.4
54.8
4.9
49.5
12.5
55.0
29.6
66.7
31.2
64.6
36.0
66.3

Mozambique
Direct
Direct
(%)
and
indirect
(%)
88.4
95.0
87.9
93.9
72.6
85.0
73.3
85.2
20.8
73.7
30.2
66.6
48.6
71.5
12.5
41.9
44.7
73.0
15.4
47.6
na
na
36.2
64.7
33.2
62.1
30.1
61.9
23.1
63.0
0.0
36.7
16.0
44.0
25.9
51.4
12.5
39.7
21.5
51.6
26.9
56.2

Tanzania
Direct
Direct
(%)
and
indirect
(%)
70.2
85.7
93.1
97.5
74.1
88.1
84.6
92.7
21.9
69.9
31.7
73.3
15.7
55.8
15.3
61.1
46.7
77.5
22.9
61.2
0.0
0.0
13.8
51.5
25.6
70.0
10.7
35.0
18.4
49.5
26.3
48.1
6.1
44.6
14.1
50.7
23.3
51.5
23.7
53.3
23.5
50.0

In addition, EU RoO include the principles of ‘cumulation’ and ‘value tolerance’.
Both potentially play an important role in enhancing access to the EU market, while
promoting regional integration through greater intra-regional trade. Cumulation refers to a
provision that permits countries that are parties to a preferential trade configuration to share
production, yet still deem a product as originating in the country where the last processing
took place. Countries that are permitted to cumulate production are deemed, for RoO
purposes, to be a single territory.
EU RoO (including those in the Cotonou Agreement) permit various forms of
cumulation. Bilateral cumulation, which is the most basic form of cumulation, involves the
potential for sharing of materials (essentially production sharing) between the EU and the
partner country on a bilateral basis. In the case of Cotonou this implies that an ACP country
is free to use inputs that originate in the EU without loss in preference status of the final
product. A second, more valuable, concept is diagonal cumulation, which under the current
dispensation deems all ACP countries to be a single territory for RoO purposes. This means
that ACP countries may freely source materials from one another, provided that such inputs
originate in an ACP State, or where they do not, that sufficient transformation takes place

10

(according to the prescribed rules). The Cotonou agreement also provides for cumulation
with OCTs and cumulation with South Africa under certain conditions.
There is little evidence to suggest that current cumulation provisions are being used
by ACP countries, which is a matter for concern in the context of the development objectives
of RoO. There are various reasons for this, including the fact that logistics and
communications networks (and by extension regional supply chains) are not well developed
and/or inputs are not available in commercial quantities or at competitive prices (after taking
into account cross-border charges) to be viable for further processing into EU-bound goods
by the final exporting country.
The concept of ‘value tolerance’ is likewise potentially very useful, in that it provides
for a value-threshold exemption from ordinary origin requirements. In the Cotonou
Agreement, this tolerance level is set at 15% (the highest of all EU agreements alongside the
TDCA with South Africa). This permits up to 15% of value-added to be exempt from having
to be originating through compliance with one of the prescribed tests.
From the perspective of ACP countries RoO contained in alternative EU preference
programs, such as the GSP and its EBA offshoot, are similar to those in the Cotonou
Agreement. As such, they are consistent with the EU’s objective of broadly harmonised
origin requirements in its preferential trade regimes. However, there are differences between
the RoO contained in the GSP and those under Cotonou that are worth noting. One is the
restriction on cumulation, which is permitted in the GSP in a substantially more limited
version that provided for in Cotonou.18 Second, is the origin requirement for fish, where the
definition for “wholly obtained” is stricter under the GSP than under Cotonou.19

2.2

Intra- and Inter-Regional Trade
SACU States account for the majority of trade within SADC, as evidenced by its high

share of intra-regional exports. (Table 3) The SACU, which is economically dominated by
South Africa, is far more competitive in the region than are exports of non-SACU SADC
countries in the SACU. The same cannot be said for regional imports, where SACU only
accounts for approximately 13% of regional imports. As a whole, SACU countries account
for a similar share of regional imports as do much smaller economies such as Malawi and
Mozambique.
18

Specifically, there are only three pre-defined groups of countries that may apply cumulation amongst themselves. Two
of these groups consist of Asian countries, and the third configuration involves a group of South American countries. No
African GSP beneficiaries benefit from cumulation under the GSP.
19
Under the GSP at least 75% of a fishing vessel’s crew must be nationals of the beneficiary country (or an EU Member
State), whereas the required threshold under Cotonou is 50%.
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Table 3: SADC Intra-regional levels of trade
Member State

Share of intraSADC exports
(%)

Regional exports
as share of
Data for 1997-2002
country exports
(%)
Angola
0.23
0.17
D.R. Congo
0.99
3.54
Malawi
1.66
15.97
Mauritius
0.65
1.68
Mozambique
3.33
24.4
Seychelles
0.12
2.78
SACU
77.32
40.6
Tanzania
1.08
6.52
Zambia
4.88
27.88
Zimbabwe
9.74
17.27
Source: African Development Bank Group (ADB) (2004)

Share of intraSADC imports
(%)
7.43
4.17
9.56
7.29
10.5
1.15
12.74
5.24
16.15
25.78

Regional imports
as share of
country imports
(%)
10.84
21.3
66.99
13.53
38.03
11.07
44.44
13.2
63.55
51.16

Revealing a more balanced trade relationship are SACU’s regional exports as a share
of its total exports and its imports from the region as a share of its total imports. In both
cases, the region accounts for almost half of its total share of exports and imports,
respectively. Between 1997 and 2002, only Mozambique (in the SADC Group) shows a
significant degree of regional “trade integration” in the SADC.
Intra-SACU trade flows are not publicly available and inter-regional trade data is
aggregated. As inter and intra-regional trade flows are the basis for the SACU revenuesharing formula, this data has significant sensitivities attached to it. This revenue-sharing
formula was recently revised after having remained unchanged for many decades.20 This
follows tariff revenue losses incurred by BNLS in the context of WTO trade liberalisation, as
well as South Africa’s entering into PTAs with third countries (notably the EU) in recent
years.21
Studies have found that exports from SADC countries tend to be concentrated in a
few commodities, reducing possibilities for intra-regional trade. Within the SADC generally
there is complementarity between South Africa’s exports and the imports to the rest of the
region, but not vice versa.22 The asymmetric product complementarity in favour of the more
developed country—South Africa—raises a concern of possible polarization as investment
may be attracted towards its larger and more industrially diversified economy. However,
South Africa may not be large enough to function as a “growth pole” or an important outlet

20

The Revenue Sharing Formula consists of three components: a Customs Component, an Excise Component and a
Development Component. Only the Customs Component is calculated using inter and intra-regional trade flows as a
basis, while the Excise and Development Components are linked to Member States’ share of regional GDP.
21
Using actual revenue allocations to Member States as a basis for deriving intra-regional trade would be complicated by the
two non-trade components in the revenue sharing formula, and would in any case not yield the desired level of sectoral detail.
22
The study calculates bilateral product complementarity indices for COMESA and SADC member countries (using
UN-COMTRADE data at the two-digit classification level).
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for the exports from the rest of the SADC region.23 SADC Group countries have similar
disadvantages in manufactured goods (except South Africa) while having similar advantages
in primary goods. South Africa appears to be the only source of manufactured goods and
even here, the range of products is limited. These findings suggest that potential to expand
trade within SADC is limited.

2.3

Summary of trade between the SADC Group and the EU
Total bilateral trade between the ACP and the EU was valued at almost €67 billion in

2005, showing steady growth (from €56 billion in 2000) and a significant trade surplus in
favour of the ACP. Primary products account for the vast majority of EU-bound exports from
the SADC Group, with only minor contributions of intermediate and finished goods. (Tables
4 and 5) Diamonds (from all SADC Group countries except Swaziland and Mozambique)
and petroleum (from Angola) together accounted for almost three quarters of SADC Group
exports to the EU in 2005. Fish accounts for approximately 5% of overall exports, although
forms a very high percentage of exports for Tanzania (38%) and Namibia (23%). In all
instances primary goods account for in excess of 90% of country exports to the EU.
However, current exports to the EU are not necessarily a reflection of exports to the region or
the rest-of-world.24
Table 4: 15 Leading Products exported to the EU from the SADC Group (2005)
HS 4-digit Code Product
7102
Diamonds, un-mounted
2709
Petroleum oils
7601
Unwrought aluminium
0304
Fish fillets
2401
Un-manufactured tobacco
1701
Cane sugar
0306
Crustaceans
2844
Radioactive chemicals
7901
Unwrought zinc
0303
Frozen fish (except fish fillets)
0201
Bovine meat
8802
Powered aircraft
0901
Coffee
0302
Fresh fish (except fish fillets)
0806
Grapes
Source: Derived from EU Comext (2006).

23
24

Value (€mn)
3241
2127
870
250
133
105
78
60
56
52
48
46
38
27
19

% of total
43
29
12
3.3
1.8
1.4
1.1
0.8
0.8
0.7
0.6
0.6
0.5
0.4
0.3

Cumulative total (%)
43
72
84
87.3
89.1
90.5
91.6
92.4
93.2
93.9
94.5
95.1
95.6
96.0
96.3

Chaiuvin and Gaulier (2002).
Lesotho is a case in point (see Section 5.2); virtually all exports consist of made-up garments for the US market.
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Table 5: Breakdown of SADC Group Exports to the EU: Percentage (2005)
Primary

Intermediate

Finished

(agriculture, fishing, mining)

(goods and materials used in
production of other goods)

(complete/final goods)

0
0
0
1

0
0

Angola
100 (petroleum oils, diamonds
Botswana
100 (diamonds, bovine meat)
Lesotho
99 (diamonds, cereals)
Mozambique
99 (aluminium, fish, tobacco, sugar)
Namibia
94 (diamonds, fish)
Swaziland
97 (sugar, fruit, ethyl alcohol)
Tanzania
97 (fish, tobacco, coffee, diamonds, sugar)
Source: Calculated from EU Comext (2006).

1 (garments)
0

1 (hides)
3 (synthetic yearn, wood pulp)
1 (sisal)

5 (powered aircraft)
0
2 (turbo-propellers, garments)

In the context of bilateral trade between SADC Group countries and the EU, the
SADC recorded a substantial trade surplus between 2000 and 2005. In 2005, all countries
individually also recorded a positive trade balance ranging from €38 million (Lesotho) to
€2.3 billion (Botswana). (Table 6) Considering the high percentage of primary products that
make up SADC exports, this situation is not surprising given generally high global
commodity prices in the past few years. However, it implies that SADC Group countries are
vulnerable to the cyclical nature of commodity prices, at least with respect to their export
relationship with the EU.
Table 6: Balance of Trade with the EU: SADC Group (€mn)
Angola
Botswana
Lesotho
Mozambique
Namibia
Swaziland
Tanzania

2000

2001

2002

2003

2004

2005

501
380
16
-31
362
112
79
+1419

636
1183
6
326
716
132
6
+3005

856
1421
-1
270
580
110
57
+3293

-771
1360
-14
393
388
103
216
+1675

-645
1776
8
652
716
114
234
+2855

612
2246
38
782
773
87
208
+4746

Combined
Trade Balance
Note : A postive trade balance (+) is in favour of the SADC Group. Source: EU Comext (2006).

2.4

Relevance of Rules of Origin to Trade Flows

The analysis of trade flows from the ACP to the EU provides an indication of both the
level of trade with the EU and the type of goods that are sold into the EU market, which
reflect the overall direction of trade as it is influenced by, inter alia, existing RoO.
One study of trade preference utilisation by LDCs has found that prior to the EBA only
non-ACP countries generally utilised the EU’s GSP preferences. (UNCTAD 2003) This
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suggests that preferences granted to the ACP under Cotonou (and before in the various Lomé
Conventions) were more favourable than those under other EU preference schemes.25
One way that the economic impact of RoO will impact trade is through the administrative
costs associated with their application, and the impact of value-added requirements on their
efficacy.26 A 2003 UNCTAD study calculated the utilisation rates of EU preferences (under
Cotonou) for each HS Section.27 Although the study included all ACP beneficiaries rather
than potential EPA configurations, it provides a broad indication of the utilisation of Cotonou
preferences. These ranged from about 5% (Section 19: arms and ammunition), 11.5%
(Section 17: transport equipment) and 21.6% (Section 8: hides and skins) to 88.2% (Section
3: fats and oils), 91.7% (Section 12: footwear and headgear) and 93.3% (Section 9: wood and
articles). The weighted average utilisation of preference uptake was 76% in 2001. (Figure 2)
An important finding flowing from this study is that there was substantial intra-ACP variance
in the uptake of ACP preferences, and thus compliance with ACP RoO.28

Figure 2: Utilisation of EU Preferences by ACP under Cotonou (2001)
100

Percent

80
60
40
20
0
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 Average
HS Section
Utilisation (%) by ACP

Cotonou coverage of dutiable imports

Source: UNCTAD (2003) (calculations based on member States’ notifications).

25
One of the key differences between the GSP and the then Lomé Conventions lay in their respective legal natures, with
the latter providing greater legal certainty and predictability. Another is the wider product coverage of the Lomé
provisions.
26
Estimates of the direct administrative costs of origin certificates in the EU-EFTA Free Trade Agreement (FTA) have
been found to be considerable. According to Koskinen (1983), these costs amounted to 1.4%-5.7% of the value of
exports; according to Herin (1986) 3%-5% of the FOB export value. Holmes and Shephard (1983) indicate that the
average export transaction EFTA to the EU requires 35 documents and 360 copies. The technical and administrative
requirements of complex RoO schemes (high transaction costs) have been found to have a dampening effect on trade.
(Appiah, 1999)
27
The denominator used here is the value of dutiable imports and not total imports, as in the year under review it was
found that only just over one quarter of all ACP exports to the EU were theoretically dutiable.
28
For example, the utilisation by Madagascar of textile and clothing preferences was over 92% (the country was also
one of the leading ACP suppliers to the EU) while that of Zambia was 50%. A similar scenario unfolds in other sectors.
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Although this scenario presents a relatively satisfactory picture of preference
utilisation by ACP countries under the Cotonou Agreement, the experience of countries
belonging to the SADC Group is often different. Limitations associated with these findings
include the fact that the analysis of trade-flows only measures successful exports. Regardless
of whether or not an ACP product uses a preference, the fact that it is exported successfully
to the EU implies a certain minimum level of competitiveness, demand for the respective
product(s), ability by the exporter to engage in the export process successfully and to manage
other trade-related challenges.
A key relationship is that between RoO and import tariff levels in the preferencegiving export market. If there were no import tariffs, there would be no need for RoO to
distinguish between preferential and non-preferential imports. But as long as import tariffs
remain, and related tariff preferences that distinguish between recipient countries, compliance
with RoO continues to represent the cost of utilising duty-free (or simply preferential) market
access. This means that onerous RoO become relevant where a product may have a
competitive advantage in a given target market but where import tariffs are high. This applies
to a number of sectors of interest to SADC Group countries.
One such sector is garments, where current Cotonou RoO require two ‘stages’ of
transformation to take place in the exporting country (or ACP countries, taking into account
cumulation); for example the conversion of yarn (irrespective of origin) into fabric, and
further into clothing (alternatively, the fabric substantially transformed further). Very few
ACP countries have a competitive textile manufacturing sector that can produce inputs for
downstream garment manufacture in commercial quantities and at a globally competitive
price. With respect to garments, countries such as Lesotho and Swaziland in the SADC
Group have proven that less restrictive RoO can have a profound impact on the local
industry.
A similar scenario relates to fisheries. Although Cotonou’s fish RoO are marginally
less onerous than those in other EU preference programs, they are a challenge to the fishery
sector in many ACP countries.29 The RoO deem that only fish caught within a country’s
territorial waters are originating; fish caught outside this area – even within a country’s
Exclusive Economic Zone (EEZ) – is subject to a long list of further requirements relating to
the flag of the vessel, nationality of crew and captain, and ownership.30 Even though a
29

It should be noted that current RoO impact only marine fish caught outside territorial waters and do not have in impact
on the inland fishery.
30
The UN Convention on the Law of the Sea (UNCLOS) defines the territorial sea as extending up to 12 miles from the
coast, while the EEZ refers to the area 12 miles to 200 miles off a country’s coastline
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country has sole maritime rights over the EEZ, and despite a lack of commercial fishing
fleets in many ACP States (use is often made of foreign registered or leased vessels), fish
caught in this zone continue to be subject to substantial RoO constraints. It could be argued
that this limitation protects certain domestic fishing interests where de facto monopolies
alongside EU interests on catching and supplying fish is effectively sustained. A recent study
on RoO commissioned by the ACP recommended extending the wholly obtained principle to
the EEZ (from the current territorial waters), thus significantly reducing the current level of
EU-related RoO constraints to ACP producers. (Landell Mills Ltd. 2005)
A key issue concerning the “regional economic integration” and “development”
elements contained in the Cotonou RoO involves the cumulation provisions with South
Africa. While cumulation is ostensibly permissible (subject to the value of further processing
in the ACP exceeding that of South Africa) a host of product exclusions and exemptions
undermine both the ability for the ACP to cumulate (with South Africa), as well as Cotonou’s
integration and development objectives. Cotonou’s RoO Annexes XI and XII list products
that may only be cumulated three and six years, respectively, after the provisional entry into
force of the TDCA, a time period which has lapsed. No cumulation is permissible for
products listed in Annex XIV, which includes, inter alia, products from industries where
SADC countries have a competitive interest or strength such as fish, unwrought aluminium,
agricultural products (including sugar), and beef. Because the majority of SADC exports to
the EU are metals, minerals and agricultural products, these limitations have the potential to
undermine economic development and defeat the expressed objective of promoting regional
integration through trade.

2.5

Choice of Case Studies
This SIA employs case studies to identify causal links between trade and economic,

social, and environmental sustainability. The case studies focus on two sets of goods
important to SADC Group exporters, and subject to controversial rules of origin. These are
marine fisheries (HS03 and parts of HS16) and clothing (HS61 and HS62). In selecting case
studies, the team took into consideration sectors with potential for increasing value added and
those that are generally applicable to more than one country in the SADC Group. Each
focuses in the first instance on one country and extends to others in the region. The focus of
the garments case study is Lesotho, which has few natural resources but a small and rapidly
growing manufacturing sector, and which has contributed to recent economic growth and has
become the country’s largest single employer. The focus of the marine fishery case study is
Namibia, as it not only has an extended coastline whose waters are rich in fish resources, but
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it also has the capacity to harvest and process these commercially and thus will have been
exposed to different trade regimes in relation to its exports. In fact, Namibia is the largest
ACP exporter of fish and fish products to the EU. But while structurally Namibia is likely to
be the best geared within the region to utilise trade preferences, owing to its substantial
locally owned fishing fleet and related infrastructure, it is also somewhat of an atypical case
within the region when adjudged by the structure of the sector and success in the export
market. Considering the case of Angola or Tanzania, two SADC EPA Group countries
having extended coastlines and interests in fisheries, neither could be readily described as
representing a “typical average” representation of fisheries-related issues in SADC.
Ultimately, however, Namibia was chose as it offers substantial fisheries sector experience
(both domestic and in the export market) and offers the likelihood of more ready access to
key stakeholders during the consultation phase of this study.
Table 7: Case Study Selection
Garments
High importance for
Lesotho (landlocked,
LDC). Also
important for
Swaziland, Tanzania,
Namibia, and to a
lesser extent,
Botswana.

Fisheries
High importance for
Namibia and
Tanzania and to a
lesser extent for
Angola Tanzania and
Mozambique.

2.6

Economic

Environmental

Social

Notes

High levels of trade
with US and potential
for trade with EU
High impact of RoO.
High potential impact
for economy.
High potential impact
for employment

High relevance for freshwater
(quantity and quality)
High relevance for wastewater
(effluents) and solid waste
disposal.
High potential impact for
environment.

Low wages
High relevance for
HIV/AIDS
High relevance for
women
High potential
impact for society.

High levels of trade
with the EU
Relevance of impacts
of RoO
Potential impact on
employment.

High relevance for sustainable
fishery management
High relevance for freshwater
High relevance for industrial
wastewater and solid waste
High energy use in processing.

High relevance for
incomes/poverty
High potential
impact for
employment for
women
High relevance for
HIV/AIDS.

Potential for improving
competitiveness and
vertical integration.
Infrastructure and
management
challenges.
High significance of
impacts of globalisation
(MFA).
Strong fisheries
management limits the
potential for growth of
fishing.
High potential for
increasing value-added.

Trade-Related Context: Conditioning Factors
These are at least two conditioning factors which have an independent impact on

trade and competitiveness, unrelated to the EPA, but provide a context for the negotiations.

2.6.1 International Trade Context
The SADC Group-EU EPA negotiations do not occur in isolation. Several ACP
countries and the EU are actively involved in other fora governing international trade, such as
the WTO, in addition to regional integration efforts. Of particular relevance to this SIA is the
phase-out of the Multi-fibre Agreement (MFA) that was negotiated under the General
Agreement on Tariffs and Trade (GATT).
On 1 January 2005 developed countries were required to remove any remaining
textile and clothing quotas in line with the WTO’s Agreement on Textiles and Clothing
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(ATC).31 SADC Group countries, not considered to be among the lowest-priced producers in
the world, have suffered some trade losses as a result. The lifting of most quantitative
restrictions has led to the concentration of global production in the lowest-cost producing
countries, particularly in Asia. This is further facilitated by the low capital intensity and
relatively high mobility of the sector: the equipment of a garment factory can be moved
relatively easily from one location to another, more attractive one. Moving spinning or
weaving plants is normally much more complex and expensive. Where restrictive RoO
disallow the utilisation of cheap inputs, the commercial reality is that ACP producers cannot
compete in the EU market. While current RoO may have an intended development
dimension (to promote the development of a complete textile-clothing pipeline in the ACP,
as well as vertical integration) the reality is that this entire value chain must be competitive in
order for downstream garment producers to be competitive.
There have been some losses in employment since 2005 following the abolition of
quotas under the MFA. According to the Central Bank of Lesotho, almost 5,000 workers
(10% of garment sector employment) had lost their jobs by March 2005.32 Likewise, in
Swaziland over 15,000 jobs have been lost due to factory closures since August 2004.33

2.6.2 Exchange Rate
Of particular relevance for this study is the impact of exchange rates on
competitiveness. Competitiveness in traded goods can be both a cause and result of currency
exchange rate levels and movements. Demand for a country’s products can lead to upward
(or downward) pressure on that country’s currency, while the level at which the exporting
country’s currency is traded affects the competitiveness of its exports on the international
market. Exchange rate movements impact trade independently of RoO or other trade-related
requirements.
Among the SADC Group States, four are in a de facto currency union. These are
Lesotho, Namibia, Swaziland and South Africa, with all four currencies tied 1:1 to the South
African Rand. Monetary policy is essentially determined by South Africa, although the
currency is free-floating. Over the past few years, currency movements (and more recently,
currency strengthening) have negatively impacted the competitiveness of Southern African
exporters. The local currency weakened substantially in the second half of 2001, reaching a
level of South African Rand/Namibian Dollar/Lesotho Loti/Swaziland Lilangeni of 12.48 to
31

This process, which started in 1995 and saw the dismantling in four stages of textile and clothing import quotas levied
by development countries on selected developing countries, led to increased concentration of the sector in low-cost and
highly competitive countries (such as China and India).
32
Economic Review, April 2005 at: www.centralbank.org.ls/publications/04 05 Economic Review htm.
33
In April 2005 the textile and clothing industry accounted for 14,373 jobs, compared to 30,000 in 2004. This trend is
expected to continue. The number of jobs in the sector had dropped to 11,493 by December 2005. (Madonsela, 2006).
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4.

Summary of the Methodology
The methodology considers a baseline situation, which represents “business as usual”

along with an EPA scenario, which represents ways in which an EPA might modify RoO and
the economic, social and environmental impacts that could flow from those changes. The
analysis of both scenarios begins with an assessment of the trade and economic impacts of
RoO.36 For the baseline situation, this relies on data on trade flows, combined with an
assessment of the current RoO regime (and rules on cumulation) with respect to changes in
overall levels of economic activity (scale), overall economic performance, and employment.
Economic change can have direct and indirect impacts on environmental and social
sustainability. There are several issues employed to examine the sustainability variables
including environmental carrying capacity, and social variables such as income levels. The
following “causal” links are employed on a cross-cutting basis: scale of production; spatial
distribution of production; production techniques and technology use; infrastructure; and,
management practices and Corporate Social Responsibility (CSR). However, the analysis is
not necessarily linear and will rely initially on the judgement of the team members to identify
key linkages, supplemented with interviews.
To asses the impact of the EPA scenario on trade flows, estimates of the impact of
proposed RoO for garments and fish and fish products were derived through the application
of a partial equilibrium model (the GSIM model), which is discussed in detail in Annex 2.
For fisheries, the benefits of cost reductions that would flow from more liberal RoO are
examined. For garments, both the expanded utilization of preferences, and cost reductions
linked to relaxed RoO are examined.

5. Case Study 1: The Garment Industry
5.1

Overview of the Garment sector in the SADC Group
The garment industry represents one of the most widely distributed manufacturing

industries among the countries of the SADC Group. Garment manufacturing takes place at
the commercial level in all of the SADC Group countries with the exception of Angola,
whose economy is currently being transformed following decades of political instability. As
is the case elsewhere in the world, the sector is an important vehicle for economic upgrading
as economies expand from an agrarian base into secondary activities. The garment industry is
characterised by relatively low capital and skill requirements and high mobility.

36

Taking into account regional integration and other RTAs in Southern Africa as they relate to RoO. This is particularly
important in light of the recent South African proposal to implement cumulation with the SADC.
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EU RoO in this sector are quite strict and play a large role in the current
underutilization of preferences under the Cotonou Agreement.38 EU RoO for cotton clothing
require that firms ‘manufacture from yarn’ implying that fabric alone is insufficient to confer
origin and that yarn must also be sourced locally. While the United States has relaxed RoO
under AGOA, the EU has not taken a similar step.39 The result has been an explosion of
AGOA country exports to the United States, while exports to the EU have stagnated. Indeed,
although the two markets are similar in total size and income levels, and the EU is the
traditional destination for African exports, the United States is now a far more important
market for exports than is the EU market. Despite the MFA phase-out, in 2005 exports to the
US were well above pre-2001 levels, while in the EU case they are collapsing.
The garment industry is an important contributor to national or regional (local) GDP
and employment in most of the SADC Group countries. Considering that various SADC
countries are also engaged in the cotton sector (especially growing and processing, but also
downstream activities such as spinning and weaving), clothing manufacturing is both a
natural extension of these activities as well as an important buyer of upstream materials.
Overall, the sector’s importance to the regional economy cannot be over-estimated.
Within the SADC Group, Botswana is the largest clothing exporter to the EU
accounting for approximately 60% of the SADC Group’s clothing exports to the EU. By
contrast, in 2005 Lesotho exported clothing to the United States worth over 40 times the
value of total SADC Group clothing exports to the EU. Large export volumes were also
achieved by Swaziland, Namibia and Botswana. In all instances US-bound exports
significantly exceeded clothing exports to the EU. It can be inferred that rather than a lack of
competitive manufacturing capacity, other constraints – notably preferential RoO – are a core
reason for the low volume of exports to the EU.

38

“Rules of Origin in Free Trade Agreements,” World Bank Trade Note 4, 2003.
At the same time, it needs to be noted that the US rules still create a regulatory system that requires resources often
unavailable to small firms in the poorest countries. The result, according to recent estimates by Olarreaga and C. Özden,
is that the benefits of preferences are often captured by importing firms rather than exporters. While relaxing of rules has
clearly led to expanded exports, the benefits of that expansion, due to complexity of procedures, and may be captured by
importers (retailers and wholesalers) rather than exporters. See M. Olarreaga and C. Özden (2005) “AGOA and Apparel:
Who Captures the Tariff Rent in the Presence of Preferential Market Access?” World Economy 28(1): 63-77.
39
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Windhoek, (and to a much lesser extent in Walvis Bay). While Namibia’s rapid expansion of
(US-bound) clothing exports is indicative of the sector’s growth, it is still highly concentrated
in a small number of companies.
In 2002 a subsidiary of the Malaysian-owned Ramatex group of companies set up a
large clothing factory in response to preferential market access (and favourable RoO) to the
US market, and attractive incentives offered by the national and local governments. It was the
first large commercial clothing and textile company in Namibia and when established,
indicated that it would import cotton duty-free from West Africa and process it into garments
for the US market. (Jauch 2006) The trade data indicate, however, that this is not happening,
but rather that fabrics are being sourced from third-countries and garments are exported
taking full advantage of Namibia’s classification as a LDC for the purposes of the AGOA
preferences. Production was established in Namibia’s Export Processing Zone (EPZ) amid an
attractive package of incentives including tax holidays and special allowances. Therefore, the
principal contribution it makes to the economy of Namibia is through employment and spillover effects in sectors such as transportation. Large-scale investments by the Rhino and
Taiwa companies followed, although difficult trading conditions resulting from the phase-out
of the MFA have led these operations to scale back.
Swaziland has seen a rate of growth in clothing manufacturing matched by few
countries in Africa. Much of this has been driven by the country’s relatively low cost base
and preferential access to the US market, although Swaziland is not considered to be as cheap
an investment destination as Asia, or even Lesotho. Exports to the EU are negligible while
clothing exports to the United States were valued at over €160 million in 2005. Clothing
production is located mainly around the country’s capital Mbabane and in the Matsapha and
Nhlangano Industrial Estates in the centre of the country.41 The country sources much of its
fabric requirements from South Africa and Asia. The end of quotas in line with the ATC has
negatively affected Swaziland, with various sources reporting on a loss in employment by the
end of 2005 by between one third and half of all clothing sector workers (compared with over
30,000 employed at the height of the country’s clothing boom).
Tanzania has a long history in textile and clothing production, mainly as a result of
the country’s cotton sector. In the 1970s government industrialisation policies led to the
vertical integration of the cotton textile industry and the establishment of over thirty mills;
fewer than half are still operational today. Local production is dominated by small-scale
tailoring of traditional Kitenge fabric, and very little commercial garment production takes
41

The latter sites have evolved from government policies aimed at inducing economic activities in rural areas.
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place save for a number of small mills producing for both the local and international market.
However, Tanzania is at the forefront of African production of certified organic cotton. There
is a growing interest in the development of markets for environmentally and socially
responsible production of garments and textiles, including such programs as the EU’s Flower
eco-label.

5.2

Analysis of the Baseline Situation: Focus on Lesotho
Lesotho is part of the SACU and the SADC FTA. Government industrial policy in

the 1990s sought to attract foreign investment in the manufacturing sector, and led to a surge
of investment, mainly from Taiwan.42 Rapid development of the garment sector followed, as
producers geared themselves to serving both the South African and US markets. Lesotho’s
garment industry primarily produces woven denim apparel and knitwear. The production is
“cut, trim and wash” (CTW) and consists simply putting garments together (using imported
fabrics).
The fact that the garment sector is relatively mobile and is not as capital intensive as
is the textile industry has helped Lesotho (and other SADC Group countries) attract (mainly
Asian) investment. Lesotho did not face the same quantitative restrictions into key export
markets that many Asian countries faced, and thus became an attractive location for
investors. Generous government subsidies including provision of services, industrial sites and
factory shells help reduce start-up costs for new production facilities. The Lesotho National
Development Corporation (LNDC) is the Government’s main parastatal, charged with
implementing the country’s industrial development policies. It administers five fully serviced
industrial estates in Maseru Industrial, Thetsane, Ha Nyenye, Maputsoe (in the Leribe
district) and Mohale’s Hoek, and partially or undeveloped estates in Mafeteng, Ha Tikoe
(near Maseru), and Butha-Buthe. All the industrial estates are located near border crossings
with South Africa. The lack of available space in existing industrial estates (along with a lack
of adequate supporting infrastructure) is considered a constraint on development.
As a land-locked country adequate road and rail infrastructure is vital for Lesotho. In
recent years the mode of importing and exporting goods has changed from predominantly
road to rail, which is a cheaper option, given the enormous orders and raw material
42

Lesotho’s garment industry has been fuelled by FDI attracted by the trade opportunities. Also important are Lesotho’s low
labour costs for a highly skilled, well-educated labour force, the absence of powerful union, a labour code that favours
investors and a reasonably stable social and political environment. In Lesotho, the incentives provided by the Government
include low company tax, free repatriation of profits, unimpeded access to foreign exchange, and full rebate on imported raw
material or components used for export. In terms of foreign ownership, Taiwanese transnational corporations control 65% of
the 27 distinct corporate operations, followed by Hong Kong at 13%, South Africa 5%, Singapore 3%, and Israel 3%. 11% of
the industry is owned by local investors. (LECAWU)
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requirements. In much of the SADC transportation infrastructure exists at an adequate level.
However, rail infrastructure is inadequate.43

5.2.1 Economic Impacts
The EU is not an important market for the Lesotho garment sector. Negligible levels
of T-shirts and jerseys have been exported to the EU since 2002. (Table 11)
Table 11: Lesotho’s Exports of garments (HS 61+62) to the EU (2002-2005)
Exports to EU
Garment Exports (Value: € mn)
6109: T-shirts
6203: Mens’ suits
6110: Jerseys (knitwear)
Rest:
Garment Exports (Volume t)

2002
2
0.5
0.013
0.9
0.5
0.1

2003
1
0.3
0.005
0.3
0.3
0.1

2004
0.8
0.3
0.3
0.2
0
0.1

2005
0.6
0.3
0.2
0
0.1
0.1

The economic development fuelled by investment and favourable terms of trade with
the United States shows that this is a sector that is responsive to liberalised RoO and it is a
critical variable in encouraging the uptake of tariff preferences. The potential economic
impacts of further increases in trade are illustrated by experience since 2000 under AGOA,
which has fuelled Lesotho’s recent trade-induced growth.
Lesotho met AGOA’s qualification requirements for its apparel provisions in April
2001 (having implemented an appropriate apparel “visa system” as stipulated by the AGOA
legislation); from that date forward the country was allowed to use foreign fabrics while still
benefiting from duty-free market access. Under AGOA, Lesotho rapidly expanded its exports
to the United States, more than doubling these to US$455 million between 2001 and 2004. It
is the largest manufacturing segment in the country and accounts for two-thirds of aggregate
exports.

43
As of 2002, the Maputsoe and Maseru border crossings operated on a 24-hour basis, but there was only one railhead in
Lesotho, in Maseru. Even operating at full capacity, businesses are experiencing delay in the delivery of their containers.
(IF 2003) A modernised terminal in Lesotho is a prerequisite for further industrial development. (Salm et al. 2002)
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Constant 1995 prices – Maloti (mn)
GDP at market prices

2000
3,897

2001
4,022

2002
4,163

2003
4,292

2004
4,427

Manufacturing

564

608

650

684

724

Textiles, Clothing, Footwear, Leather
(TCFL)

203

236

304

349

382

TCFL % of total GDP

5.2

5.9

7.3

8.1

8.6

Source: Lesotho Bureau of Statistics (2006).

A lack of knitted fabric manufacturing capacity means that fabric is imported into
Lesotho mainly from Asian countries (and to a minor extent from its SACU neighbours) to
be made up into garments for export. This explains their inability to penetrate the EU market,
as origin requirements under Cotonou, as well as the GSP and the EBA (for which Lesotho
qualifies as a LDC) require a two-stage transformation process to take place locally (or
within countries covered by Cotonou’s cumulation rules).44
At present, there is one denim mill in Lesotho, which was established in 2004. The
mill, Formosa, which was build by Nien Hsing Textiles, has the capacity to produce 2.2
million yards of denim, and is now producing around 1.5 million yards. It represents the only
vertical integration in the sector in Lesotho. Formosa currently supplies between 30% and
40% of the denim used in Nien Hsing’s three factories. The remainder continues to be
sourced from China or India in response to specific sourcing requests from major buyers.
Accreditation and efforts to convince buyers to use locally produced fabric could, over time,
increase the amount of locally produced denim employed in the factories. The benefits of this
include shorter lead times and lower transportation costs. In the meantime Formosa also sells
denim to factories in Kenya, Madagascar and Jordan. Cotton is sourced from Zimbabwe,
Zambia and Mozambique.
All SADC countries qualify for benefits under Cotonou, with the exception of South
Africa, with trade between South Africa and the EU being covered by the TDCA. This may
evolve in the context of the EPA negotiations. Full cumulation provisions apply to all SADC
countries (and ACP countries generally) under the Cotonou rules. However, despite current
cumulation provisions (which technically permit Lesotho and others to use raw materials
from the region) the current cumulation provisions do not translate into a significant benefit.
While sourcing of materials should in theory enhance regional integration, the economic
reality is that compliance with the two-stage transformation requirements would likely render
Lesotho’s garment sector uncompetitive in the EU market.
A single-stage transformation requirement under AGOA has been the key to
Lesotho’s export success to the United States. Without a textile industry of its own, Lesotho’s
44

All ACP countries are also GSP beneficiaries and within the SADC Group Angola, Lesotho, Mozambique and
Tanzania qualify for duty-free and quota-free market access to the EU under EBA.
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garment industry is able to source fabric from the most competitive locations in the world,
and make it up into garments for large US retailers (such as WalMart and K-Mart) and
branded-goods merchandisers (such as GAP). Lesotho has become Africa’s leading supplier
of garments to the United States, exporting US$ 390 million worth of garments in 2005
(compared with around US$1 million to the EU), although this represents a 10% drop from
2004.
In conjunction with the growth of exports in this sector, employment has also grown
rapidly. By 2005 the garment sector in Lesotho employed between 30,000 and 50,000
workers. Official statistics show almost 36,000 employees. (Table 13) However, most
anecdotal evidence and media reports suggest a figure closer to 50,000.45 Recently there have
been increasing numbers of casual workers employed (who fall outside the realm of official
statistics) as employers seek to remain internationally competitive in the face of growing
challenges in the garment sector. Employment in the “textile and clothing sector” accounts
for almost 90% of Lesotho’s manufacturing sector employment.46
Table 13: Employment in the Textile and Clothing Sector in Lesotho
Lesotho
2000
Textile and clothing employment
13,133
Total manufacturing sector
18,690
Source: Lesotho Bureau of Statistics (2006).

2001
19,697
25,108

2002
20,910
26,404

2003
18,990
23,835

2004
31,156
35,865

The economic impacts of the current RoO regime are similar among other countries
in the SADC Group, to a greater or lesser degree. For Namibia, Swaziland and Botswana the
garment sector has become increasingly important, driven, as in Lesotho by the AGOA
preferences with exports to the United States far outweighing those to the EU. However,
production often contributes little to the national economies as firms are established in
existing industrial sites, and take advantage of significant incentive packages. For Botswana,
in particular, garment production is a vital element of its national manufacturing capacity.
Tanzania is somewhat distinguished from the other countries in the Group in that its industry
tends to be less concentrated with more small and medium-sized firms, and there is some
vertical integration, particularly upstream with respect to cotton production, albeit limited.
While its textile industry has a longer history of exporting to the EU than Namibia, for
example (where the textile industry was established in response to the ability to access the
AGOA preferences), in recent years exports to the United States have surpassed those to the
EU.
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Lesotho: Country making real progress under AGOA. www.agoa.info/index.php?view=.&story=news&subtext=427.
In Namibia, the situation is slightly different. In that country, Ramatex employs around 8,000 workers (out of total
employment in the Namibian manufacturing sector of 23,000). However, over 2,000 of those workers are migrants from Asia
(mainly China), which erodes the direct benefits for Namibian employment.
46

31

Despite relatively low levels of contribution to GDP, the industry in all of the SADC
Group countries is a significant employer, in a region where unemployment is high. This
suggests that the sector is vital for the well-being of large segments of the population and
impacts associated with job losses in the garment industry have the potential to contribute
to these high levels of unemployment and underemployment.
As in Lesotho, other countries in the region (notably Swaziland and Namibia) are
feeling the impacts of the MFA phase-out acutely, with negative impacts on employment in
both countries. The negative impact of the MFA phase-out is an external factor impacting on
the region’s garment sector that is not directly related to RoO under the EU regime or
AGOA. The impact of trade-induced development has been positive with respect to
employment in Lesotho. The challenges posed by impacts brought about by the MFA phaseout makes the potential of an expanding market in the EU important to help ensure the
continuation of a viable market for Lesotho’s and other countries’ textiles and to decrease its
reliance on the US market.
For SADC Group countries as a whole, none of which were constrained under the ATC
regime, the phasing out of the remaining quotas on competitor countries provided an
important juncture in the developmental path of their textile and clothing sector. Since then,
exports in each of the countries have been under pressure, although the re-imposition of
quotas (in the context of general access to safeguard measures, as well as more specifically
Art. 242 of China’s WTO Accession Agreement) by both the EU and the United States
indirectly provided a measure of relief to exporters from Southern Africa. While these
measures are directed mainly at China, a key competitor of SADC Group countries in terms
of their textile and clothing exports, the temporary nature of these arrangements will only
provide temporary relief to exporters.
The trade and economic impacts of RoO are affected by additional factors, including
administrative costs associated with their application and procedural hurdles required to
comply with the administration, documentation and verification of RoO (which can be
onerous for exporters and can affect market access). This is aggravated where customs
procedures are not well-developed, not only for exports, but also in terms of the ability of
countries to source fabrics competitively within the region.
Unlike other manufacturers in Lesotho Nien Hsing would be able to comply with EU
RoO, given the fact that it manufactures denim in Lesotho at the Formosa mill. However,
addition barriers to export to the EU, cited by all companies interviewed, was the lack of
knowledge of the market, inadequate contacts compared with longstanding relationships with
the United States.
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5.2.2 Environmental Impacts
The environmental impacts associated with the garment industry in Lesotho are not
driven by trade with the EU. However, they warrant discussion as they document the
experience of trade-induced development in the sector. An assessment of the relevant
variables provides an indication of the types of environmental protections and support that
may be necessary to ensure that further development is sustainable.
Overall, environmental impacts of export-oriented production have been significant
and tend to be negative. According to the LNDC, “the growth of the textile industry in
Lesotho has had major impacts on the environment, human health and safety. Water supply,
wastewater treatment, solid waste disposal and air quality.” (LNDC 2005) The principal
negative environmental impacts associated with the rapid growth of the garment sector in
Lesotho are the over-consumption of water and the discharge of untreated effluents into
watercourses.
Despite being the head waters for the Lesotho Highland Water Scheme for South
Africa, areas of Lesotho (including Maseru) suffer from water shortages and there is
insufficient water to nourish the garment factories. The washing and rinsing of denim
requires particularly high levels of water use. The deficiency developed as a result of
mounting industrial demands, migration of labour to industrial zones, drought, and poor
infrastructure.
In 2002 in Maseru (the centre of the garment industry) the sector (primarily denim
factories) anticipated using over one-third of the water available for the city as a whole.47
(Salm et al. 2002) Around 12 million litres of water per day is drawn from the Caledon River
that separates South Africa and Lesotho. The water used in the production process is released
as wastewater. The heavy use of water has reduced the flow in the Caledon River, diverts
water from residential use, and overwhelms the infrastructure available to distribute the
water, creating shortages for industry and residential users alike.
Leakages in the existing infrastructure aggravate the overall shortage. Of the water
supplied to the garment factories each day, around 15% is lost due to evaporation and
spillage within the factories and up to 30% of water entering the supply infrastructure is lost
through leaks, requiring repairs. (Gibbs and Gibbs 2004)
A second impact of the garment industry is its effect on water quality through the
discharging of untreated effluents (produced at a number of stages in the production process)
into watercourses. Most jeans require processing in a laundry to give them the desired finish.
47

The heavy use of water by the industrial sector results in periodic cut-offs to water supply for residents in Maseru.
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There are several different types of washes including enzyme, stone, bleach and soft water.
They require enormous quantities of water and create a wastewater effluent problem through
the generation and disposal of wastewater and solid waste (sludge, wash stone [pumice] and
blasting sand) into nearby rivers.48 (Salm et al. 2002)
The production of denim in Lesotho’s only fabric mill, Formosa also poses serious
threats to water quality in the region. At present, the wastewater treatment facility in place at
the site is inadequate to effectively treat the waste and does not meet international standards.
New facilities are planned by the company in response to concerns from major buyers such
as Levi’s. In general, the results of the interviews conducted indicated that compliance with
high environmental and social standards is driven in large part by the buyers in the United
States, which require compliance by manufacturers with internal company codes of conduct.
Solid waste is a concern in Maseru, Thetsane, Maputose and Ha Nyenye, where the
main garment factories are concentrated. Solid waste generated by the factories is generally
burnt, not recycled.49 (Salm et al. 2002) In addition, industrial sludge and blasting sand are
both classified as hazardous and there is no disposal facility to handle this waste. (LNDC
2005)
The lack of adequate infrastructure to safely dispose of this industrial effluent through
treatment creates a potential environmental hazard.50 In Maseru, effluent is discharged
without treatment into the Caledon River, making it one of the most polluted rivers in
Southern Africa. (Gibbs and Gibbs 2004) However, technologies are being examined to
recycle wastewater for use in industrial processes. Some 75% of the wastewater can be
recycled.51 This offers an opportunity to address water supply and effluent problems and the
initial investment in treatment plants could be recouped rapidly, by reusing chemicals. (Gibbs
and Gibbs 2004)
This pressure is compounded by urbanisation linked to the growing industrial
estates.52 In some areas, the highly concentrated nature of the industry has overwhelmed the
capacity of the environment and the local infrastructure to absorb the impact and service the
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These rivers run through nearby communities who make use of the water.
Any moves to vertical integration (i.e., denim mills or knitting mills) which would be required to source materials
domestically will require huge quantities of water and treatment/recycling plants.
50
In 2004 it was reported that the wastewater from factories goes to: the sewage system and the government-run
Ratjomose Waste Water Treatment Works (designed to cope with normal sewage and brewery effluence, not effluence
produced by textile factories); into factory owned oxidation tanks; directly into a stream. All three processes fail to treat
the effluence effectively, which is then fed into the Caledon River. (Gibbs and Gibbs 2004)
51
Agoa News, Agoa.info. 28/04/2003, Big textile investment push into Lesotho.
52
Urbanisation has risen in conjunction with industrialisation. In 1966 Maseru’s population was 28,000. By 1995 it had
reached 160,000. (Gibbs and Gibbs 2004)
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factories. In addition, much of the new influx of population has taken up residence near the
garment factories, which adds to the water demands and levels of waste.
For the remaining SADC Group countries issues are similar with respect to waste
disposal, energy consumption, and in particularly the industrial use of fresh water. This issue
is particularly acute in Swaziland, with an important garment industry, and similar constraints
with respect to water availability. In countries such as Namibia, Mozambique and Tanzania,
where there is some capacity to produce fabrics, the issues are further complicated as textile
production tends to more environmentally damaging than garment production largely
because of the dyeing process and the use of industrial chemicals which result in untreated
liquid effluents containing, inter alia, heavy metals.
Typically, soil erosion and degradation, freshwater contamination, and habitat
conversion and the associated loss of biodiversity are among the various documented
environmental impacts of cotton production. (Clay 2004) For SADC Group countries that
produce cotton (such as Tanzania, Mozambique and Swaziland) the lack of inputs in some
cases (as a result of lack of resources), have led to relatively low yields while mitigating
some of the negative environmental impacts of cotton production. In an effort to capitalise on
this, and increase the value of yields, there is some movement in Tanzania in particular, to
achieving organic certification of cotton grown without pesticides. Tanzanian production
began in 1994-1995 and by 2000-2001 there were 450 certified producers in three villages
producing organic cotton on 1,676 ha. Organic cotton is considered an environmentally and
socially responsible activity that contributes to poverty alleviation among small farmers
(including women), reduces the levels of agrochemicals employed and contributes to rural
development. (Ton 2002)

5.2.3 Social Impacts
As with environmental impacts, social impacts associated with the garment industry
in Lesotho are driven by trade, but not trade with the EU. These impacts are mixed. On the
one hand, the industry is an important source of wages to large segments of the population,
including women. On the other hand, these wages are extremely low and poor working
conditions tend to prevail. There are opportunities for improved performance from a social
perspective.
The minimum wage in Lesotho in this sector is around US$120 per month at current
exchange rates. In the larger factories, annual rounds of collective bargaining have resulted in
somewhat higher wages for some, although in the small and medium sized factories the
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minimum wage is the norm. Garment workers’ salaries can be below the minimum wage (for
example where they are considered to be in training, or where they are classified as casual
workers). While salaries in the formal sector are typically considered to be important for
immediate poverty alleviation, there is no prospect for the generation of wealth among
workers.
In Lesotho’s garment industry, 85% of the employees are women who make up the
sewers. (ComMark 2006) Men are hired for heavier jobs and security positions. The jobs
created provide important formal and informal employment in a country where opportunities
are scarce and unemployment is high.53 These jobs are particularly important where women
are the sole breadwinners in large extended families.54 The garment factories in Lesotho do
not provide transportation to and from the factories, or other services such as day care, health
care, or education for their children. These are additional costs and responsibilities that must
be borne by female breadwinners that are not taken into account by minimum wage laws and
other labour laws. Neither does the employment offer an overall environment that is
conducive to allowing women to divide their time between family and work. Arbitrary
docking of wages for minor infractions, inadequate maternity leave and poor working
conditions have been documented in the factories in Lesotho. However, there have been
reported improvements in the last few years. For example, there is now a government
mandated two-week period for paid maternity leave (and up to three months unpaid leave).
In Lesotho, at the end of 2003 the prevalence of HIV among adults aged 15 to 49 was
between 26.3% and 31.7%. (UNAIDS) However, in Maseru, the prevalence is estimated to
be as high as 42%. From a business perspective, infection among employees of the garment
factories and their families results in a high level of absenteeism and labour turnover which
negatively affects productivity. From a more broadly based social perspective, the impact of
such high levels of HIV/AIDS are disastrous, resulting in declining life expectancy and
increasing numbers of single-parent households and orphans.
The high rate of HIV/AIDS in cities such as Maseru is partly the result of increasing
migration into the cities by people in search of employment, and the development of large
urban centres. The garment industry encourages large numbers of people to settle near the
industrial estates, making the spread of the disease easier. In general, there is limited
technical capacity within Lesotho to address the issue and there is little funding available.
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In 2002 the unemployment rate in Lesotho was reported to be around 45%.
In Lesotho, job opportunities have increased for women while they have decreased for men because of retrenchments
on the South African mines which shed over 33% of their workforce during the 1990s which leaves women as the
breadwinners in many families. (ComMark 2006)
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(Salm et al. 2002) Moreover, there is a reported stigma attached to HIV in Lesotho, along
with a lack of anti-retroviral drugs (MFA Forum 2005). In 2002 there were no active
HIV/AIDS programmes being implemented by any companies in Lesotho’s garment sector.
(Salm et al. 2002) More recently, as part of CSR programs some multinationals that source
garments in Lesotho are considering implementing HIV/AIDS prevention and treatment
programs. (ComMark 2006)
In part because of high levels of turnover as a result of HIV/AIDS, there is very little
incentive to train staff and the transfer of skills to local workers is very low. Despite the fact
that the garment industry has been located in Lesotho for 16 years in the case of some
companies, the management and supervisory staff is made up of expatriates. Interviews with
labour leaders and the LNDC indicated that the low level of training and the lack of
development of skills for local workers is a serious problem and contributes to the lack of
sustainability in the sector.
One of the major findings of a 2002 study concerned the poor state of industrial
relations in the garment factories and a lack of understanding on the part of management and
labour, which, coupled with a cultural divide, alienates workers and the public. (Salm et al.
2002) At the same time, there is increasing international attention to environmental and
social implications of production. The Lesotho garments sector is routinely scrutinised by
NGOs (such as the “Clean Clothes” and “Behind the Labels” campaigns) to assess the
conditions in the factories and by major buyers to protect retailers from adverse publicity.
The potentially serious environmental hazards posed by toxic effluents, along with any
allegations of poor labour practices threaten the sector through possible boycotts.55 Some
factories and retailers are aware of the benefits of following and disseminating best practices,
although one report indicates that even where best practices are employed they are not
effectively communicated to customers. (Salm et al. 2002)
Nevertheless, one report suggests that Lesotho is gaining recognition as an ethical
sourcing destination. (ComMark 2006) Best practices and effective communication are
particularly important given the current challenges facing the industry. This has been
acknowledged through the industry’s participation in the MFA Forum, a network of
companies, trade unions, non-governmental organisations, and international institutions that
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In a 2002 study that included interviews of workers in several factories, many referred to poor working conditions
including locked restrooms, lack of canteen facilities lack of protective gear, and lack of ventilation. (de Haan et al. 2002)
These are also being addressed in some cases by, inter alia, increased attention by customers.
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is building collaboration for sustainability in the textile and garments industry worldwide and
is currently focusing on Lesotho.56
Among the SADC Group countries more generally, poverty remains a major
challenge. The very low wages throughout the garment sector do little to alleviate this.
Moreover, in the SADC countries 60% of the households are headed by women, who would
be hit particularly hard by downturns in the garment industry. This will be felt acutely in
countries such as Swaziland where women are prevented from owning land, acquiring bank
loans or entering into contracts without the sponsorship of a male relative and so economic
entrepreneurial opportunities may be limited. (UNIRIN 2006) Consistent with the experience
in Lesotho, documented working conditions throughout the industry have included poor
ventilation and congestion in the factories, arbitrary docking of wages, extensive overtime,
inadequate maternity leave and firms do not provide support such as health care or day care
to their employees. In some cases labour conditions violate national labour codes and
standards set by the ILO.
The remaining countries in the region also have high levels of HIV/AIDS (with the
exception of Angola).57 Widespread poverty and unequal distribution of income contribute to
the spread of HIV as does accelerated labour migration and rapid urbanization. In Namibia,
Botswana and Swaziland, where the industry is spatially concentrated, the impacts could be
similar as those in Lesotho. In Tanzania, where the sector exists on a smaller scale and is
spread throughout the country, impacts would be reduced. Garment factories typically
provide few social services, and there is no evidence that firms have taken on responsibilities
to provide their workers with tests, prevention, care or support to help combat HIV/AIDS.

5.3

Analysis of the EPA Scenario
In quantifying the impact of relaxed RoO in this sector it is important to note that it is

a sector where EU preferences have been utilised in a limited manner. Two cases are
examined in this scenario. The first assumes full preference utilization, but that more relaxed
RoO lead to a 5% reduction in costs for exported goods. It is clear from the AGOA
56

The aim of the MFA Forum is to promote social responsibility and competitiveness in national garment industries that are
vulnerable in the new post-MFA trading environment. It conducted initial meetings with stakeholders in the garment industry
on 8-10 August 2005 in Maseru. Three studies have been commissioned by the World Bank to look at vertical integration in
the apparel chain in Lesotho, potential for diversifying markets, and competitiveness and CSR in Lesotho’s apparel sector.
57
For example, according to UNAIDS, at the end of 2003 38.8% of the adult population (aged 15-49) in Swaziland was
infected and the Government in that country has identified HIV/AIDS as a major obstacle to economic and social progress in
the country, noting that between 1986 and 2003 life expectancy fell from 56 to 35 yearsThe total population of Swaziland is
expected to increase to 1.58 million by 2015, which will be 41% below what would be the expected number in the absence of
HIV/AIDS. (Ministry of Finance 2006) Life expectancy is pegged to fall below 30 years by 2010 if current HIV/AIDS trends
continue.
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experience that restrictive rules of origin have an important impact on costs. Five per cent
was chosen as representative of a “modest” cost savings, well within the possible given the
apparent impact rules can have. It is meant to be illustrative, given uncertainties surrounding
possible rule changes, rather than definitive.
The second case assumes that preferences are not now utilized, but that they can be
under a more relaxed set of rules. This starts with MFN tariffs (12%) and models a shift to a
preferential regime. In the first scenario, a 12% preference margin is modelled as part of the
baseline, with a 5% cost reduction given this margin. The analysis focuses on four exporters:
Botswana, Lesotho, Namibia, and Swaziland.58

5.3.1 Economic Impacts
The results of the simulation are presented in Table 15. As expected, the EU is not the
major market for these producers. Indeed, while both experiments lead to substantial growth
of exports to the EU, this is from a very small base. As such, the overall impact is quite small.
The results indicate that the EU has largely marginalized itself as an export market through
its current set of rules and given the evolution of export market shares over the past 10 years,
it would take a significant restructuring of the industry and a fundamental change in EU
policy to make any real inroads in the sector. While EU rule changes can make a substantial
difference in terms of exports to the EU, in the larger scheme of all production for export to
all markets, the likely effect is negligible.
Table 15: Trade-related impacts of the EPA scenario
Production for Export (US$ million)
% change in exports % change in exports to
to world
EU
2003
exports to
5% cost Full utili- 5% cost Full utiliWorld EU share saving
zation
saving
zation
HS61: knit clothing
Botswana
22
0.23
1.4
3.3
28.4
64.7
Lesotho
299
0.00
0.0
0.0
35.2
79.1
Namibia
79
0.00
0.0
0.0
35.2
79.2
Swaziland
120
0.01
0.1
0.1
35.0
78.7
HS61: non-knit clothing
Botswana
1
Lesotho
170
Namibia
0
Swaziland
61
Source: model estimates.
58

1.00
0.00
0.13
0.00

6.5
0.5
0.0
0.8

15.4
15.4
1.2
0.0

6.5
47.5
42.5
47.6

15.4
106.5
96.3
107.1

We also include ATC elimination in the baseline, as we are working with 2003 data.
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The variation in clothing results across countries depends on both the direction and
volume of trade. For this reason, Botswana’s results are qualitatively different from the
estimated results for the other countries. This is because Botswana accounts for a substantial
share of overall ACP exports to the EU. Because the base is larger, the increase in exports to
the EU, though greatest in absolute terms, is smallest in percent terms. For knit clothing, in
dollar terms, under the 10% scenario, exports increase by US$3 million for Botswana to the
EU, US$0.4 million for Lesotho, less than US$100,000 for Namibia, and US$0.85 million
for Swaziland in knit clothing.59 For non-knit clothing, where the underlying trade flows are
smaller, the absolute increases are also smaller. They are less than US$1 million in total
across all four countries.
The country that stands to gain most from this scenario is Botswana, for the most part
because it has a history of exporting to the EU, while for the other countries in the region that
were included in the model, supply chains are established, based on exports to the United
States. A 5% or 10% cost savings through RoO will not be enough to significantly alter this
pattern. Given its history of exporting to the EU, one would expect the impacts in Tanzania to
be similar to those in Botswana.
The economic impacts of such a cost savings will be minimal in the larger garment
producing manufacturers in the region – increasing with the estimated percent of cost
savings. However, given the difficulties facing the industry even small gains could be
significant. The impacts on employment would be expected to be commensurately small
although could still be important given the high levels of unemployment in the region
generally, as evidenced in the baseline scenario.

5.3.2 Environmental Impacts
The results of the simulation suggest that there will be some production increases
(very small increases in trade towards the EU) but because these are so small, they may not
have a significant scale effect in the industry or significantly affect environmental loads.
The baseline scenario indicates clearly that the environmental impacts of tradeinduced growth in this industry have been negative. These impacts should be addressed
particularly given that trade with the EU is simply one component of potential future growth.
The possibility of further expansion of the garment industry in Lesotho without adequate
attention to infrastructure to conserve, recycle, and treat water, will compound existing
59

These values follow from cross-multiplying base trade by percent changes in the tables.
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problems and could have serious negative ecological consequences. (IF 2003) Indeed, water
shortages may limit growth in the future.60
In 2002 it was reported that planned investments in the textiles sector was likely to
increase by 20% the proportion of sediments and sludge in the river. (Salm et al. 2002)
Physical infrastructure (such as dams) to supply water to the industry could have negative
environmental and social impacts without attention to adequate planning. Moreover, any
movement to increase production of textiles to supply the garment industry will increase
challenges associated with effluents.
Along with finding ways to reduce consumption and improve efficiency, it is
important to link the development of future factory shells to the availability of water. (IF
2003) Increasing development will also require the development of new and reliable sources
of energy, which will have economic, environmental and social impacts.61 A similar scenario
would apply to Swaziland. Along with Botswana, where the largest gains will occur,
expansion of the sector in the SADC Group should occur with appropriate environmental
protections, and attention to services and infrastructure, notably infrastructure to conserve,
recycle and treat water.
It is important to note that there has been some contraction in the industry in the very
recent past and that additional production destined for the EU may not add a net load on the
environment and natural resources, and may not involve the construction of additional
factories. Moreover, a higher incidence of growth is documented for knit clothing than nonknit clothing. Although it is unlikely that fabrics will be sourced from the region (with the
possible exception of African fabric for niche markets), the production of knit fabrics tend to
have a higher impact on solid waste, but lower levels of COD and BOD effluents than nonknit fabrics. The documented problems that exist in the industry will remain without any
additional environmental protections and mitigation activities. Improved infrastructure is
required to support any growth in the sector (including electricity supply, water supply and
water recycling) and to treat the effluents, particularly those associated with existing and
prospective fabric mills (waste water treatment facilities).
With respect to migration and urbanisation, to the extent that the garment industry
attracts workers; any positive impacts on production should have commensurate impacts on
employment – demand for work in the garment sector is high. Although these may be small,
60
In 2002, it was reported that a new factory in Nien Hsing would require a water supply of 7.5 Ml/day – an increase of 26%
on the then current supply to Maseru which was already stretched to its limit.
61
71% of Lesotho’s energy consumption is estimated to be supplied through biomass with 80% from petroleum and coal and
electricity the other main sources. (WTO, Trade Policy Review, SACU, Annex 2 Kingdom of Lesotho).
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given the scope of the existing challenges, the impacts of migration and urbanisation should
be taken into account in conjunction with further development. The spatial concentration of
both the industry and the supporting population in the garment sector provides an opportunity
for infrastructure and basic services to be upgraded or put in place to mitigate the impact
effluents most efficiently from a limited number of point sources. It also facilitates the
delivery of basic services to large segments of the population.
In addition to environmental protections at the national level, there is a growing
interest in the development of markets for environmentally and socially responsible
production of garments and textiles, including such programs as the EU’s Flower eco-label.
Particularly for small and medium-sized producers in countries such as Tanzania and
Botswana, where the impacts will be relatively greater, there may be opportunities to source
environmentally friendly inputs locally (such as organic cotton in Tanzania), which
contribute to environmentally (and socially) responsible activity and thereby qualify for the
eco-label (which examines the life cycle of a textile product) and increase the value of the
production.

5.3.3 Social Impacts
To the extent that increasing production leads to increasing waged employment,
positive benefits will ensue to populations in the SADC Group countries. Moreover, the
dispersion of development throughout the country and away from concentrated urban areas
(such as the development of industrial estates in the Butha Buthe, Mafeteng and Mohale’s
Hoek areas in Lesotho) should assist in spreading the wealth benefit further into rural areas
and promoting rural development. (Salm et al. 2002) Moreover, to the extent that real
investment occurs in the sector, including, for example, a knitted fabric mill and increased
production of cotton, job creation benefits could ensue for labourers. Increased attention to
training and skill transfer in the garment sector could also provide lasting benefits to the
population employed in the factories and any prospective mills.
The dispersion of development would also relieve negative impacts of spatial
concentration and urbanization. This includes the rapid spread of HIV/AIDS. However, to
mitigate the documented impacts of increased HIV/AIDS in the central location of the
garment industry (for example, Maseru in Lesotho), more will need to be done to address the
lack of capacity and lack of financial resources available to combat the disease. Building on
existing pilot programs, there is a role for both government and industry to play in increasing
education and awareness about HIV/AIDS and implementing effective programs in high-risk
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areas. The spatial concentration of the industry presents opportunities for providing
concentrated support to a high-risk population by establishing or reinforcing health clinics
near the industrial areas where they will have access to large numbers of clients.
There is no evidence to suggest that increasing trade to the EU will result in improved
working conditions in the industry without attention from domestic policy makers and
increased concern on the part of the company owners. Without such attention, the negative
impacts that have been documented in the Lesotho case study can be expected to continue
and compliance will continue to be based on demands made by buyers. To mitigate these
impacts, efforts should be made to work towards strengthening the development and
enforcement of basic social protections and workers’ rights, gender equality and poverty
alleviation (including safeguarding public welfare through effective management of
HIV/AIDS). The documented impacts in the baseline scenario suggest that there are activities
that might be implemented domestically to address these issues. For example, to allow
women in particular to participate equitably in the formal economy and relive the burdens
associated with childcare and maintaining their households, basic services should be
provided.
However, increasing exports to the EU market could have positive impacts on
working conditions if companies seek to achieve certification with socially responsible labels
that are being developed. One such label is the UK’s “Clean Clothes Campaign”. There is
already evidence in Lesotho that some multinational buyers are interested promoting CSR, if
only to protect their reputation and minimize the risk of boycotts. The pursuit of CSR could
provide the garment industry in the region with a competitive niche and help it retain socially
and environmentally conscious buyers at a time when its trade preferences are being eroded.
In 2005, the ILO reported that Cambodia has increased its exports following the
phase-out of the MFA, largely due to its reputation as a safe haven for labour standards. (ILO
2005) Such an approach to expansion in the industry could result in positive impacts on
working conditions and would be facilitated by increasing trade with the EU and contact with
EU buyers, as the EU is a market where consumers have traditionally led the way in
supporting environmentally and socially sustainable business practices. The spill-over effects
could be relevant to the industry as a whole, particularly for small and medium sized firms
seeking to add value to their products to remain competitive in light of global dynamics in the
industry.
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5.4

Conclusions: Garments
Garment manufacturing is currently an important industrial activity in several of the

SADC Group countries. The contrast of trade flows to the EU with those destined for the
United States shows that these countries have insufficient textile production facilities to
supply international markets in large quantities or even to be internationally competitive
without some flexibility in RoO, despite generous trade preferences.
Current RoO under the Cotonou Agreement have the effect of requiring far more
integrated domestic and regional sourcing and production linkages than are currently
commercially feasible in the region. This is indicated by the trade data which suggest that
exports to the EU from the garment sector in the SADC Group countries have been severely
restricted by RoO to the extent that trade is negligible. Lesotho and other countries in the
region are now almost entirely dependent on the United States as an export market. This
dependence has created a structure of production and export that has become embedded to
the point that the cost savings and preference utilisation simulated in the EPA scenario
suggest that even with more liberal RoO gains will be limited with respect to exports to the
EU. It is further aggravated by the fact that producers in the region have little, if any, contact
with buyers from the EU and lack the basic contacts to access the EU market, even if RoO
were not an obstacle. This situation is complicated by the rapidly changing dynamics in
global textile-clothing value chains. Although the phase-out of the MFA quota regime has
also had an independent, and negative, impact on Lesotho’s textile industry, this is not
directly related to RoO under the EU regime or any other preferential trading arrangement.
Nevertheless, the garment industry is of key importance to Lesotho and other
countries in the SADC Group. It is a leading employer and revenue and foreign exchange
earner. Therefore, even small gains in the sector are significant for local populations where
unemployment is high, and in an economic context where the industry is under pressure due
to impacts associated with the phase-out of the MFA. Trade-induced development has had a
positive impact in the past on both economic growth and employment and increasing trade
with the EU would encourage these trends.
Trade-induced development has had negative impacts on the environment in the
region and social impacts have been mixed. On the one hand, in a country where poverty is
widespread and unemployment is high, access to formal employment is a positive feature.
However, working conditions and wages in the garment sector are notoriously poor. It is vital
therefore, that environmental and social protections are put in place to support any further
growth. There are also opportunities offered by the EU market, and that could be encouraged
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through the development assistance available under the EPA, to improve environmental
performance, value and trade through certification based on high environmental and social
standards. There may even be opportunities to support small-scale local production of
socially and environmentally responsible cotton and fabrics to help develop production for
niche markets and African fabrics. Again, to facilitate such development, a long-term
regional strategy should be put in place for the sector, and technical and financial assistance
may be necessary in conjunction with an EPA.

6. Case Study 2: Marine Fisheries
6.1

Overview of the Marine Fisheries sector in the SADC Group
Four of the countries in the SADC Group are coastal States with active involvement

in fishing activities. These are Angola, Namibia, Mozambique and Tanzania. Together these
four countries have a combined coastline in excess of 14,000 km.62 The combined area of the
four countries’ territorial waters (up to 12 nautical miles) is 175,000 km.2 Claimed Exclusive
Economic Zones (EEZs) are much larger. (Table 16)
Table 16: SADC Fisheries Sector Core Statistics
Coastline
Angola
2,252 km
Namibia
1,754 km
Mozambique
6,942 km
Tanzania
3,461 km
Total
14,409 km
Source: World Resources Institute (2006).

Territorial Waters
34,673 km2
32,728 km2
70,894 km2
36,578 km2
174,873 km2

Claimed EEZ
n/a
536,805 km2
493,672 km2
204,294 km2
n/a

Fish and related products are one of the main ACP export commodities to the EU.
ACP countries enjoy duty-free and quota-free access for fish and fish products though this
advantage is gradually being eroded because of a general liberalization.
EU RoO generally distinguish between fish caught inside a country’s territorial
waters (including inland waters), and fish caught in the EEZ and beyond.63 For fish caught
in inland and coastal waters (within the 12-mile zone), the wholly obtained principle
applies and automatically deems all fish to be originating in the country within whose
territory this fish is caught. For fish caught outside the territorial waters, additional
conditions apply. Article 3(1)(e)-(g) of Protocol I, Annex V to the Cotonou Agreement,
62

Estimates sourced from World Resources Institute (http://www.wri.org/)
The delineation of territoriality and the EEZ is based on international maritime law. The UN Convention on the Law
of the Sea (UNCLOS) defines the territorial sea as extending up to 12 miles from the coast, while the EEZ refers to the
area 12 miles to 200 miles off a country’s coastline.
63
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which spells out the origin requirements under the Cotonou trade regime, states that
wholly obtained products include:
(e) “products obtained by hunting and fishing conducted there”
(f) “products of sea fishing and other products taken from the sea outside the territorial
waters by their vessels” (emphasis added) and
(g) “products made aboard their factory ships exclusively from products referred to in
subparagraph (emphasis added).
The above key criteria form a standard feature across EU RoO regimes. Distinctions are
however found in the manner in which the core concepts of “vessels” and “their factory
ships” are formulated. Under the Cotonou Agreement:


qualifying vessels must be registered in an ACP or EC State;



must sail under the flag of an ACP or EC State;



ownership: at least 50% by nationals of an ACP or EC State;64



at least 50% of the crew, master and officers included, must be nationals of the ACP
or the EU.

Where ACP countries use leased vessels to operate within the EEZ, upon application to
the EC, fish can still qualify for origin on condition that the crew requirement remains, that
the charter or lease has been accepted by the ACP-EC Customs Cooperation Committee as
providing adequate opportunities for developing capacity in the ACP fishing industry, and
that the ACP State has offered the EC the opportunity to negotiate a bilateral fisheries
agreement (which offer was declined by the EC).
Under the EBA, the RoO applying to fish are somewhat stricter than those contained in
Cotonou. The EBA uses the GSP RoO. Whereas the core requirements are similar to those
found in Cotonou, the key difference relates to the crew of the vessel, where the EBA
requires that 75% of the crew are nationals of the beneficiary State (or the EC), and that the
captain and officers are all nationals of the beneficiary State (or the EC).
Fishing activities take on different levels of importance in SADC countries. In
Angola, harvest levels have increased gradually over the past decade following the virtual
collapse of the commercial fishing sector in the early 1970s as a result of political and social
instability.65 The contribution of the fisheries sector to GNP is 3%. (FAO 2004) Most fishers

64

With various sub-conditions pertaining to the Board of Directors, board members and capital where ownership rests
with a company.
65
Average annual capture during 2000 was 232,000 tons, of which more than half consisted of molluscs and
crustaceans. In the early 1970s the annual harvest amounted to approximately 600,000 tons. Aquaculture is also gaining
in importance with 2000 data suggesting that mainly fish, but also molluscs, crustaceans and aquatic plants are being
cultivated. Total aquaculture production in that year was 55,000 tons, or roughly one fifth of the industry’s overall
output.
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are involved in the artisanal sector.66 In total there are an estimated 85,000 persons involved
both directly and indirectly in the sector. (FAO 2004) Beyond employment, the health of the
fishery sector in Angola has social implications as one-third of animal protein comes from
fish and most activities related to fish processing and selling, are the responsibility of women.
Mozambique’s fishing sector has followed cyclical patterns over the past few
decades.67 Mozambican fishers tend to operate on coastal resources and to a lesser extent on
deep-sea species. There is an industrial sub-sector, which consists of joint ventures between
the Government of Mozambique and foreign companies from Japan and the EU (Spain).
These firms have the largest fleets and sufficient financial resources to support modernization
of the fleet. They tend to be vertically integrated and their catch is destined for export to the
international market. These fleets fish over 70% of the total allowable catch (TAC). (FAO
2004) Mozambique also licences long-distance fishing fleets from foreign operations on the
basis of commercial agreements and licence fees. A second sub-sector is the semi-industrial
fishery, mostly small national companies. This segment has less financial capacity to support
vessel upgrading and modernisation and usually operates with chartered foreign vessels.
National fleets are not directly involved in the exploitation of the lucrative tuna fishery.
Mozambique also has an important artisanal fishery consisting of individual
fishermen or small groups of fishermen scattered along the coast. Artisanal fishing provides a
livelihood for more than 50,000 families, and supplies food for a large part of the
population.68 (FAO 2004) Even though it contributes little to the export market it is the key
producer for supplying the national market and represents over 80% of the total fish
production. It is also responsible for the majority of job creation. (Tembe) Fish product
distribution and sales provides livelihood for a large number of women operating between
landing sites and markets.
The Tanzanian fishery is made up of 80% fresh water and 20% marine capture.69
(Ndaba 2001) Much of the catch is absorbed by the domestic market. Fish is a major provider
of food for the country as a whole, and an important source of part- and full-time
employment.70 Formal employment exists in the fish processing factories located on Mafia
Island, in Dar es Salaam and in Tanga City. Informal employment (e.g., fish cleaning at
landing sites, local fish fryers, fish drying, transportation product to inland markets and in the
66
Which included more than 4,600 fishing boats and 35,000 fishers (out of a total of around 41,000 people employed
directly in the sector in 2000). (FAO 2004)
67
Annual output ranges from 15,000 to 40,000 tons. In 2000, output of marine fish was 26,000 tons, with a further
14,000 tons of molluscs and crustaceans No specific data was available for aquaculture, yet indications are that
freshwater fish form the largest group of cultivated fisheries output.
68
Imported fish products supplied to national fish markets are in generally providing a supplementary source of animal
protein for the majority of the population. The bulk consists of mackerel and cavala imported from Angola and Namibia.
69
In Tanzania, annual capture in 2000 was 52,000 tons of marine fish, and 3,000 tons of molluscs and crustaceans.
70
FAO cites estimates of between 10,000 and 15,000 for the total number of full-time costal marine fishers operating
some 4,000–5,000 small craft, mostly propelled by sail. (FAO 2001)
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(filleting, canning, and fish meal and oil) activities.76 In 2002, the landed value of Namibia’s
total fish catch was N$2,596.3 million, the final value N$3,394.9 million, and the export
value N$3,311.2 million. About 97% of Namibia’s fish catch is exported and high EU
demand for Namibian fish, particularly hake, is the driving force behind exports.
The demersal fishery – species that live on, or in close proximity to the seabed (such
as hake) – is the most valuable fishery in Namibia. About 90% of the catch is either seafrozen or wetfish hake. Monkfish make up most of the remainder, with the average landed
value of the catch amounting to some N$70 million per year. Almost the entire demersal
catch is exported, much of it to the EU. The pelagic fishery – those species (such as pilchard)
that live in open waters in the upper and middle depths of the sea – is second in importance,
canned sardines being the most valuable product. Virtually all pelagic products are exported
to South Africa.
The management and development of fisheries in Namibia is the responsibility of the
Ministry of Fisheries and Marine Resources (MFMR).77 Management of the marine fisheries
is based on three elements: fishing rights, quotas and licences.78 Fishing rights are the central
element of the fisheries management regime and are granted for a period of 7, 10, 15 or 20
years depending on various factors, in particular the level of investment, level of Namibian
ownership and level of employment. Fishing rights are not transferable. TACs are set for all
the major species, based on recommendations from scientists.79
Fees are an important part of Namibian fisheries management and their role is to
earn revenue for the government and to create incentives to encourage conservation and
Namibianisation in the sector. Quota fees are the most important of the fees, payable on
allocated quotas, regardless of whether or not the fish is landed. They are structured to
encourage Namibian registration and ownership of fishing vessels, and to promote
onshore processing. Fees are highest for foreign vessels, lower for Namibian-based
vessels, and lowest for Namibian vessels. There is a significant rebate for onshore-

76

The main products in the fishing industry in Namibia are canned pilchards (adult sardines), fishmeal, fish body oil,
rock lobster and various processed white fish (smoked, dried and frozen).
77
The MFMR's Mission Statement is: "To strengthen Namibia's position as a leading fishing nation and to contribute
towards the achievement of our economic, social and conservation goals for the benefit of all Namibians".
78
The primary marine fisheries legislation is the Marine Resource Act (2000), which entered into force on 1 August 2001
strengthening fisheries management and continuing previous policies, including "Namibianization" of the fisheries industry to
empower formerly disadvantaged groups.
79
The purpose with the TACs is to ensure sustainable fishing operations; that the level of fishing effort does not undermine
the status of each stock. In most cases, this has been successful. The allocation of quotas and the quality of catches are,
together with the exchange rate, the decisive factors driving the development of profits. (Meyn 2005) Quotas are not
transferable.
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processing of hake (into fillets) and pilchard (into fish meal) and a full rebate for horse
mackerel. (WTO 2003)
All vessels must obtain a licence to fish commercially in Namibia’s EEZ and a
specific licence must also be obtained to use a Namibian flag vessel to harvest marine
resources in waters outside the Namibian EEZ.80 During 2000, a total of 309 vessels were
licensed to fish in Namibian waters, 80% of which were Namibian flagged. Companies pay
nominal licence fees.81
Additional management efforts include limitations on the number and capacity of
vessels in some fisheries, fishing seasons, closed areas and gear restrictions. Namibia’s
monitoring control and surveillance (MCS) system is widely regarded by the international
community as a very effective system.82 (FAO 2002)
Foreign flag vessels can only operate with a local right holder and all fish caught by
such vessels must be landed in Namibia, at either Walvis Bay or Lüderitz, and counted
against the local right-holder’s quota for that species. The landings data provided in this
document cover all vessels operating in Namibian waters. Catch taken by non-Namibian flag
vessels are not reported by the flag state of the vessel in question, and are ascribed solely to
Namibia’s landings. Namibia may be unique in this regard. (FAO 2002)
Namibian fisheries policy has driven the development of a growing on-shore
handling and processing sector, which focuses on processing white fish and canning
pilchards. In 2002 the objective of the Namibian industry was to process 60% of its total
allowable catch (TAC) of hake on-shore with the balance processed at sea. Since 1990 many
demersal fish processing plants have been upgraded or established and now include some of
the most advanced fish processing factories in the world.
The fishing and fish processing industries in Namibia are concentrated in the two
locations of Walvis Bay and Lüderitz, which are the only two fishing harbours in Namibia.
Walvis Bay is the only deep water port and is the main fishing harbour and the location of
much of the processing industries and servicing facilitates, including a factory that produces
tins to supply the canneries although most of the inputs into the canning and processing
industry are imported from South Africa. Lüderitz, mainly services the rock lobster fishery
80

To ensure that Namibian fishing vessels do not participate in illegal, unreported and unregulated (IUU) fishing
activities.
81
In addition, a Marine Resources Fund (MRF) finances the research activities of the Ministry as well as a number of
training initiatives. A small fee is charged on all landings and that fee goes to this fund. While the Ministry controls the
expenditures of the MRF, the quota and by-catch fees go directly to the public coffers and not to the MFMR.
82
Fisheries observers are placed on board all vessels, fisheries inspectors monitor landings, regular surface and aerial
surveillance patrols are conducted, and strict reporting requirements are in place. Namibia is well advanced in
implementing a national satellite-based vessel monitoring system (VMS) and is an active participant in the SADC-EU
Monitoring, Control and Surveillance of Fisheries Program.
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although it has processing factories for white fish, and limited facilities for canning or
fishmeal operations. Of the 25 processing plants accredited by the EU, 18 are located in
Walvis Bay and 7 in Lüderitz.83
In part because of depleted fish stocks, the EU has a significant trade deficit in fish
and fishery products. Indeed the weak state of particular EU fish stocks and consequent
reductions in annual catch quotas have made the EU increasingly dependent on third country
imports for the EU processing industry. According to 2004 data, approximately 80% of total
EU fish imports were non-processed fishery products. 84

6.2.1 Economic Impacts
Namibia’s fish exports to the EU have remained stable over the past few years, and
were valued at almost €222 million in 2005. (Table 19) Spain accounts for the majority of
EU-bound fish exports, followed by Italy and the Netherlands. Nevertheless, the sector is
reported to be in some distress following a few seasons of depressed market prices, rising
fuel costs and a significant appreciation of the local currency. Slightly processed fish (fish
fillets) represents a slightly larger proportion of trade than unprocessed fish (fresh and frozen
fish, excluding fish fillets).
Table 19: Namibia’s Exports of fish (HS 03 and HS 1604) to the EU, 2002-2005
Exports to EU
2002
Fish Exports (Value: € mn)
232
HS0304: fish fillets
119
HS0303: frozen fish (excl fish fillets under 0304)
86
HS0302: fish, fresh (excl fish fillets under 0304)
24
Rest:
3
Fish Exports (Volume t)
87
Leading EU Markets (2005): Spain (78%), Italy (8%), Netherlands (4%)
Source: Eurostat Comext (2006)

2003
256
166
66
21
3
99

2004
247
150
65
25
7
96

2005
222
135
53
27
7
84

As an ACP country Namibia enjoys duty free market access to the EU. This implies
that Namibia currently receives a tariff advantage of up to 22% for fresh fish and up to 24%
for preserved fish compared to non-ACP countries. In the case of the country’s largest
category of fish exports, namely Cape hake (HS 03042055), the actual preference margin
under Cotonou is much smaller.85

83

As of 08/03/2006. See Consolidated List, D4 D(06)440073 RM/agm. 22/02/2006. A similar high level of spatial
concentration exists in other SADC Group countries.
84
EU-25 Fishery Products Annual Report - EU Policy & Statistics 2006, USDA Foreign Agricultural Service GAIN
Report E36013, 2006.
85
The preference margin is calculated as the difference between Cotonou preferences and exports under normal tariff
relations, in this case MFN treatment.
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In a recent survey, all companies contacted confirmed that preferred market access
and long-standing cooperation with an EU company are important or very important
advantages. (Meyn 2005) However, Namibia’s relative preferences over other countries are
being eroded through continued multilateral negotiations and other agreements.
The Cotonou RoO are relatively strict. For duty free market access to the EU any fish
product must originate in Namibia (including via cumulation with other ACP or the EU).
Fish and fish products (exported from any ACP State to the EU whether processed or not) are
however specifically excluded from cumulation with neighbouring South Africa while the
fisheries sector remains outside of the ambit of the TDCA and continues to be subject to
tariffs (Article 6.7 and Annex XIV to Protocol I to the ACP-EU Partnership Agreement).86
Moreover, EU RoO place limitations on the use of foreign fishing vessels, both with
respect to their ownership and flag, as well as the nationality of their crew and captain.87
However, a local company using its own locally registered fishing fleet would find few
challenges with these RoO. In a recent survey, six companies (of eight that export to the EU)
indicated that meeting RoO was not a major problem. (Meyn 2005) However, the companies
interviewed were already exporting to the EU. At a broader level in the SADC Group, the
RoO may preclude the entry of local and foreign (non-EU) participants due to restrictions
with regard to the use of chartered vessels (relevant particularly in the absence of sufficient
local capacity or the lack of local commercial fishing fleet).
Also important is the fact that RoO for fisheries exist in two parts: the list rules and
the application of the wholly-obtained principle. The latter regulates fish caught outside
territorial waters and lists the requirements regarding flag of vessel, ownership, nationality of
captain and crew. The list rules apply to all fish and do not distinguish between whole fish
and processed fish: “(a)ll the materials in chapter 3 must be wholly obtained”. In other words,
processed fish must still comply with the “local” fish requirement (such as vessel, and
nationality), processing per se does not confer origin irrespective of the value added to the
core product.
While the RoO do not distinguish between unprocessed and processed fish, through
the extension of the wholly-obtained principle to the entire Chapter 3 of the HS nomenclature
(“fish and crustaceans, molluscs and other aquatic invertebrates”) a higher value could be
extracted from processed goods (such as tinned fish, fillets, or ready-meals). In other words,
while the RoO do not “reward” the further processing, the presumably higher prices extracted
86

South Africa faces a 15% ad valorem duty for most of its fish products, as fisheries was excluded from the EU-SA TADC.
These rules are relevant for all fish caught in the sea outside the 12 mile territorial waters, which includes much of the
commercial fishing activity. Fish caught within the 12 mile zone is automatically deemed to be originating.

87
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would compare more favourably with the opportunity cost of potentially not complying with
the RoO (and exporting under normal tariff relations). Under the current RoO regime,
restrictiveness would emerge mainly if local fish stocks are exhausted to such an extent that
fish need to be obtained from other countries for further processing locally.
A related trade measure, to the extent that it is important for fish processing is SPS
standards, which are seen by some countries as a constraint to achieving access to the EU
market. However, in a recent survey of Namibian fishery companies, seven of 11 judged the
high EU product standards to be advantageous. The EU quality requirements are viewed as a
chance to get higher prices and capture new markets. (Meyn 2005) A recent EU mission to
Namibia found that most of the fishing and factory vessels operate under good hygiene
conditions. The landing sites visited were appropriate for their purpose of unloading fish and
transporting it to the establishments. All but one of the establishments visited were in good
hygiene condition.88 The Namibian Ministry of Trade and Industry (MTI) is the competent
authority for verifying compliance of fishery and aquaculture products with the relevant
requirements of Council Directive 91/493/EEC.89
The most constraining factors for export to the EU were noted to be high
transportation costs, the lack of business connections, and the high cost of credit (the
Namibian industry is not subsidised).90 (Meyn 2005) Low prices and limited road
transportation and cold storage limit opportunities to increase exports to other African
countries. (Meyn 2005)
Namibia’s fishing sector plays a vital role in Namibia’s economy, contributing
between 5% and 6% to the country’s GDP. The split between the (primary) activity of fishing
and (secondary) processing has been approximately 70:30 in recent years.91 Notwithstanding

88
A recent report on health conditions in relation to fishery products exported to the EU from Namibia, noted that
establishment standards were generally good, one had known defects which had not been rectified. HACCP systems were
found to not to address all potential hazards and Rapid Alert notifications had not been followed up with establishments.
HACCP systems were present in all establishments. The SABS laboratory is well equipped for the microbiolocal tests it
performs and has qualified staff. It is accredited by the FVO (European Commission, Health and Consumer Protectorate
Directorate-General 2005).
89
The MTI has appointed the South African Bureau of Standards (SABS) as the technical body. SABS is responsible for
the execution of almost all technical duties to guarantee compliance with Council Directive 91/493/EEC and related
legislation, such as initial inspections for approval of establishments, routine checks in establishments and vessels,
sampling and testing, and issuance of health certificates.
90
A domestic transportation sector barely exists in Namibia; most goods are shipped from South Africa. The Walvis
Bay Corridor Group (WBCG) is seeking to expand the use of Walvis Bay as a port for Namibia and surrounding
countries, as landlocked African countries such as Botswana still import and export through South African ports. The
port at Walvis Bay ran at only 40% capacity in 2003. (Meyn 2005) The WBCG is working on three projects, one to
upgrade Walvis Bay, along with two transportation corridors, to address with situation. This would increase interregional as well as international trade.
91
Direct Government revenues collected from the fisheries sector rose from US$8.45 million in 1996 to US$15 million in
2001. These come from quota fees, the Marine Resource levy fund, a by-catch levy (all of which must be landed - discarding
is prohibited), and licence fees for vessels.
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difficult trading conditions in the fisheries sector, Namibia’s annual landings have increased
by about 5% in the period 1998-2003.
Table 20: Economic Importance of Namibia’s Fisheries Sector (2000-2004)
Constant 1995 prices – N$ mn
GDP at market prices

2000
15,100

2001
15,462

2002
16,494

2003
17,068

2004
18,084

Fishing

641

631

703

732

666

Fish processing

241

204

183

277

271

Total contribution fisheries

882

835

886

1,009

937

Fisheries % of total GDP

5.8

5.4

5.4

5.9

5.2

Source: Bank of Namibia (2006)

Because the export of sea-processed fish limits the options for job creation and
revenue collection, the Namibian Government promotes value-added activities on land, like
the filleting and canning of fish.92 (Meyn 2005) This is a goal of Namibian fishing policy
identified in the Second National Development Plan (2001-2005). The MFMR has
introduced several incentives to expand processing activities and stimulate investment. For
example, companies that employ at least 5,000 Namibians are granted maximum fishing
rights of 20 years instead of 15 years. Quota fees are reduced (and fully rebated for horse
mackerel) if the company undertakes on-shore processing activities. (WTO 2003)
The fishery sector is a source of employment for many Namibians. In 2005 around
13,500 people were employed in the fishery industry of which almost 80% are Namibians.
Namibian employees accounted for 68% of sea-going employment and 98% of on-shore
employment in 2002. (Meyn 2005 from Iyambo 2003) Government policy to encourage
processing of white fish on-shore has resulted in considerable expansion of employment with
most new jobs created in on-shore processing which contributes to around 60% of total
employment in the fishery sector. (Meyn 2005)
There do not appear to be significant economic impacts in Namibia of the current
RoO, either positive or negative. The growth of the Namibian industry has occurred largely
as a response to domestic policy in the country promoting processing although the EU has
provided a vital market for this production, along with the trade in unprocessed fish, and
Namibia has been able to take advantage of the Cotonou preferences. This trade has been
generally unaffected by RoO possibly because of the policy of Namibianisation, and the strict
requirements associated with licensing, as well as the preferences provided to flag vessels
from Namibia and those employing Namibian nationals. This allows the Namibian vessels to
92
Domestic value added could be increased by the development of brand names, labels and distribution and marketing
activities. (Meyn 2005)
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fish outside the 12-mile zone specified by the EU RoO without falling afoul of compliance
with EU origin requirements. This suggests that much of the catch that is landed and
processed in Namibia is deemed to originate in Namibia.
Overall, fisheries are a key economic sector in each of the four coastal SADC Group
countries, and remain so despite a gradual decline over recent years in the value of fish
exports to the EU. The profile of fishing activities in SADC ranges from large-scale
commercial fisheries, within a well-regulated business environment, to a far greater
proportion of artisanal fishing activities among the remaining SADC group countries. In all
instances, perhaps with the exception of Angola, fish is an important contributor to GDP, key
export sector and vital earner of foreign exchange. In terms of EU-bound fish exports during
2005, these range – as a proportion of total exports to the EU – from 0.6% (for Angola,
although the value of oil exports somewhat distorts this picture) to 41% (Tanzania).
Apart from Namibia, other SADC Group countries are impacted by EU RoO in
different ways. In Angola, where much of the fishery sector consists of artisinal fishing
activities, ownership and crew requirements contained in the current origin regime may well
restrict further development in the sector, and especially foreign investment. (RoO are
probably one of the smallest constraints for the further development of a mainly artisanal
fishing sector although this sector depends on the healthy status of fish stocks). Under the
current scenario, however, RoO have only a limited negative impact on fishing activities,
especially within the non-commercial sector. The situation in Mozambique is somewhat
different given the unique dynamics of its fishing industry. Much of the fishing activity
currently appears to take place in the country’s territorial waters, which is thus relatively
unaffected by RoO limitations. Fishing arrangements with EU fleets fulfil ownership
requirements in terms of current rules, and are thus relatively unaffected by restrictions on
fishing activities beyond the territorial sea. However, non-European vessels are also
chartered to undertake fishing in Mozambican waters, through joint venture arrangements,
and are potentially restricted by EU/ACP ownership and crewing requirements. The same
applies to the semi-industrial fishing activities that use leased vessels. National fleets suffer
from a lack of resources and are less engaged in deep sea fishing, which may be due to a
combination of RoO and general operational issues.
For Tanzania, fish exports to the EU have remained relatively constant in recent
years, both in value and volume terms. While the artisanal fishing sector is substantial,
commercial fishing also plays a very important role and accounts for a large percentage of
the country’s overall exports to the EU. Based on the most recent trade data (2005), EU-
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bound fish exports as a percentage of total EU exports have almost doubled, highlighting the
importance of this sector (although much of this doubling is due to lower exports in other
sectors, notably gold, and does not necessarily highlight the importance of the fishery
sector).93
Restrictions on vessel ownership and crew appear to be one of the main problems
relating to RoO among ACP countries. Specifically, these restrictions relate to marine
fisheries, and that part of the industry operating beyond the 12-mile territorial waters. EU
RoO tend to give an advantage to EU vessels at the expense of third country vessels, crew or
processing plants seeking to catch raw material for processing in ACP countries or for export
to the EU market. This is an issue mainly with respect to the operation of vessels whose
ownership is neither local nor European, and effectively reduces the ability to lease foreignowned vessels where the local sector does not own sufficient commercial fishing vessels. The
leasing of vessels (and thus non-compliance with ROO) is only permitted under a de facto
waiver from normal requirements: some of the requirements are that a bilateral EU-ACP
cooperation committee must sign off any lease, while the ACP must also offer the EU the
opportunity of negotiating a bilateral fishing treaty first, which the latter must have declined.
Moreover, RoO for processed fish (chapter 16) requires use of originating fish - in
other words, despite the substantial value added that is undertaken in processing (smoking
or canning, for example) no credit is given. The requirement that all materials are “wholly
obtained” essentially means that RoO provide no incentives to process locally, beyond the
added-value that can be achieved domestically. This restriction could undermine the
competitiveness of the fish processing industry itself as the requirement to use only raw
material caught by ACP or EU fleets precludes the use of raw material caught otherwise. Not
only may this drive up the cost of processing plants through higher raw material costs, it can
prevent realization of scale economies in plants.94

93

Although much of this doubling is due to lower exports in other sectors, notably gold, the fact remains that EU-bound
fish exports are a very important export sector in the context of trade with the EU
94
“In fisheries, regulations will obviously affect utilization of preferences. Under EBA, for example, vessels must be
registered and sail under the flag of an EU Member country or the beneficiary country when exporting fish. The EU is
not a low-cost supplier of fishing fleet services. In addition, transportation costs for fish are increased further because
EBA goods have to be directly transported to the EU. Otherwise, any transit through other countries has to be
documented, with the goods verified as having been under supervision by customs officials in the transit country.
Simplification or relaxing of such regulations (third country fleet usage for example, or easing of transit shipping
regulations) would lower costs for fisheries exports to the EU. At the same time, access to fish (even local stocks)
caught by third country fleets would lower processing plant raw materials costs.” Agricultural Trade Preferences and
the Developing Countries, J. Wainio, S. Shapouri, M. Trueblood, and P. Gibson , Economic Research Report No.
(ERR6), May 2005. See also, “Fish Trade Issues in WTO and ACP-EU Negotiations,” FAO Globefish, 2004.
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6.2.2 Environmental Impacts
In an effort to maintain Namibian ownership in the industry, and conserve fish stocks,
a strict fisheries management system has been in place since 1990 when Namibia declared a
200 nautical mile EEZ, facilitating the regulation of fishing in its territorial waters. Overall,
this has been effective in preserving, and in some cases rebuilding, fish stocks. Although this
was not driven by RoO it has allowed Namibia to take advantage of its preferences under the
Cotonou Agreement while at the same time having a positive impact on fish stocks.
Namibia is also a participant in the EU’s Regional Fisheries Programme (SADC)
with the aim, through a Monitoring, Control and Surveillance programme (SADC-MCS), of
improving management of marine fisheries resources of the SADC coastal Member States.
This programme also includes the SADC Group coastal states of Angola, Mozambique, and
Tanzania. Specifically, the program aims at establishing and maintaining a basic national
institutional capacity for efficient, sustainable and financially effective MCS, and
mechanisms for an effective regional co-operation of MCS.95 Through effective stock
management Namibia has managed to rebuild its fishery from a state of near collapse of
many stocks prior to 1990 that had been the result of massive and uncontrolled fishing,
primarily by foreign fleets. (FAO 2002) Efforts are continuing, with moves towards greater
holistic regional management of fish stocks.96
Also related to fisheries management in the SADC region, the outcome of the EPA
negotiations could have an impact on the new EC Fisheries Partnership Agreement”
(FPAs), which replaced “access agreements” as from 2004. The aim of the bilateral FPAs
is to strengthen co-operation to ensure the implementation of a sustainable fisheries policy
and secure assess to fishery resources by the EU’s long distant water fishing fleet
(LDWF). FPAs negotiated between the EU and certain ACP states in terms of the
potential liberalisation of fisheries resources through, inter alia, changes to the RoO
regime. The FPAs contain financial provisions based on a financial compensation in
exchange for fishing possibilities allocated by the country to European ship owners and
financial assistance for the development of the country's fisheries policy. Of the four
coastal countries in the SADC Group only Mozambique has signed a fisheries agreement
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The main components of the programme include policy and strategy, economics of MCS, legal aspects,
inspectorates, observer programmes, information systems and Vessel Monitoring Systems. The EU
contribution from 8th EDF resources is € 14,552,000 for the period from 1 November 1999 to 31 December 2006.
For example the Benguela Current Large Marine Ecosystem (BCLME) Programme, which is implemented by UNDP
and covers Angola, Namibia and South Africa.
96
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with the EU (to be renegotiated as an FPA in 2006).97 A fisheries agreement with
Tanzania, initialled by both parties in 2004, has not yet taken formal effect.98 The former
fisheries agreement with Angola was not renewed99 and Namibia does not have a FPA
with the EU.100
Apart from the health of the fish stocks, environmental impacts are felt in the fish
processing sector which is a significant contributor to the overall environmental load
produced over the life cycle of fish production and consumption. The fact that the RoO
treat processed fish and unprocessed fish in the same way, Namibia has been able to
increase its trade in fish fillets (which are very slightly processed) to the EU.
Fresh water is used for cleaning equipment and work areas, and for flushing offal and
blood. Automated processing equipment generally has permanently installed water sprays to
keep equipment clean and to flush offal away. Rates of water consumption can vary
considerably depending on the scale and age of the plant, the type of processing, the levels of
automation and the ease with which equipment can be cleaned, as well as operator practices
Fresh water consumption is highest for canning and lowest for the production of fish meal
and oil. (COWI 2000, Figures 4, 5 and 6)
In Namibia, water is a scarce resource, and there is increasing competition from the
mining sector for fresh water along the coastline. However, while the mining industry may
require the construction of desalinisation plants in the long-run, the fish processing sector can
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The FPA with Mozambique was signed in October 2003. Under the Agreement, 59 EU vessels will be allowed to fish
beyond a 12 mile coastal bank as long as they ensure that half their crew is local fishermen. In return, the EU will pay
Mozambique 4.09 million euros over 3 years starting in January 1 2004. The funding would help Mozambique fisheries
management surveillance and scientific research. The agreement allows 10 vessels from Spain, Portugal, France, Italy and
Greece to catch up to 1,000 tonnes of deep-water shrimp a year. Forty-nine EU vessels may fish for tuna with no limit on the
catch. Fisheries Agreement between the European Community and the Republic of Mozambique. 31.12.2003. Official Journal
of the European Union. L 345/45.
98
The agreement has not been ratified by Tanzania. Proposal for a Council Regulation concerning the conclusion of the
Agreement between the European Community and the United Republic of Tanzania on fishing in Tanzania’s fishing zone.
Brussels, 23.13.2005. COM(2005) 693 final. 2005/0276 (CNS). At present, a fixed tranche of 600,000 euros per year from
the EU and 130,000 euros per year from ship owner for the right to harvest 8,000 tonnes of tuna and other migratory species
per year. For each eventual additional tonne caught, the EU will pay a rate of 75 euros per tonne up to a maximum of 24,000
tonnes.
99
The previous agreement that the EU had with Angola has been denounced as negotiations towards a new Protocol
have broken down. Further to the existing agreement, the Community should give notice of the denouncement to Angola
by 31 October 2007 in order that the denouncement will take effect on 1 February 2008. Proposal for a Council
Regulation denouncing the Agreement on Fisheries between the European Economic Community and the Government of
the People’s Republic of Angola on fisheries off Angola and derogating from Regulation (EC) No 2792/1999. Brussels,
21.12.2005. COM(2005) 677 final. 2005/0262 (CNS).
100
One benefit of entering into a fishery agreement with the EU is the possibility for Namibia to have access to a
modern fleet in order to upgrade their capacities. However, Namibia needs more modern processing facilities than
modern fishing vessels, which would offer the sector the chance to increase the value added of catches and an EU
fishery agreement is unlikely to result in increased investment in Namibian fish factories. Moreover, it would oblige
Namibia to “reserve” a certain quota for EU vessels On the other hand, an agreement would increase the Government’s
revenue from the sector, thus offering the chance to stimulate investment and manufacturing activities in the sector.
Higher revenue could be used to improve the effectiveness of the “Namibianisation” policy.
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use purified sea water in its processes, and is not therefore constrained in the long term by
potential shortages of freshwater.
Fish processing also produces significant amounts of industrial waste as most water
consumed at fish processing plants ultimately becomes effluent. The effluent stream contains
high levels of organic matter due to the presence of oils, proteins and sustained solids. It can
also contain high levels of phosphates and nitrates. For canning operations, effluent is
generated from the draining of cans after precooking and from spillage of sauces, brines and
oil. (COWI 2000) Effluent quality depends on the type of fish being processed. Typical
ranges for the COD loading in fish processing effluent per tonne of fish intake is highest for
canning (116kg), the filleting of white fish (50kg) and the production of fish meal and oil
(42kg). (COWI 2000) Solid waste from the filleting of white fish (hake) can be used in the
production of fish meal, as occurs in Walvis Bay.
Electricity consumption is a significant input into the fish processing sector, not only
for the mechanised equipment, but to keep the fish refrigerated (or frozen) throughout the life
of the product. It is important for fresh fish, and would be significant also if there are moves
to increase the preparation of ready-made packaged frozen fish. Although levels of electricity
consumption depend on the age and scale of a plant, the level of automation, and the range of
products being produced, in general demands are highest for canning activities, followed by
fish meal and oil production and filleting activities. Unlike canning and meal and oil
production, filleting requires additional energy for cooling and freezing. However, even
adding these requirements to consumption, it does not come close to the consumption
required for canning. The production of fish meal and fish oil requires electricity along with
fuel oil. However, the electricity needs associated with this processing activity are relatively
low. Data available in Namibia with respect to electricity use shows a steady increase in use,
although rates are still very low compared to OECD countries and emissions of GHG such as
carbon dioxide are negligible.
Ideally, all forms of fish processing would benefit from the use of best available
technology. In production of canned products this includes reducing consumption of inputs
(water consumption) and achieving reduction in wastewater outputs (organic loads including
nitrogen and phosphate in the effluent). In all cases, the requirement to comply with EU
standards for hygiene can act as an important driver to ensure the mitigation of the adverse
environmental impacts of transforming facilities. However, the very highly concentrated
spatial location of the fish processing industry concentrates the environmental impacts
associated with water and waste water.
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study suggests that in 2003 those employed in the industrial fisheries industry earned
between US$572 and US$5,160 per year, with the average wage being US$2,300 per year.
This compares with the national per capita annual income of US$3,166. (Kurien 2004)
Given the relatively high per capita GNI in Namibia (around twice the average for African
states) this suggests that relative to other workers in neighbouring countries, the workers in
the Namibian fishery industry are making a comparatively good living. In the fish processing
industry the same is true. The same study suggests that over 85% of the workers in the fish
processing industry earn at least N$1,500 per month (US$175). This is more than workers in
the manufacturing or retail trade earn. (Kurien 2004) Moreover, much of the workforce in the
fisheries industry is from the interior parts of the country and they remit on average about
N$7,500 to N$10,000 per year (US $875-$1,160) to their families. (Kurien 2004) These
remittances to poorer areas in the country constitute a significant transfer of wealth.
A recent survey of several Namibian fisheries companies indicates that the workforce
of the companies is highly dominated by male workers: 10 of the 11 companies employed
more than 60% men (five of the companies responded that this share is 90-97%). Only one
(fish processing) company employed more women than men (25% vs 75%). The high gender
bias can be explained by companies’ processing method: offshore processing is still
dominating and the workforce on trawlers is exclusively male. Women dominate in the
factories. This is consistent with the findings of other studies that suggest that most of the
workers in the on-shore fish processing industry are women. They are paid relatively well
and many receive medical aid and pension coverage. Some companies even provide housing
and free transport to work. (Kurien 2004)
Because it is labour intensive, the government is promoting on-shore processing. To
the extent that the policy works, it is likely to create more jobs for women and promote
gender equity as well as creating valuable employment on-shore.
Namibia suffers from low productivity, relative to some of its competitors (notably
South Africa). In a recent survey of Namibia fishery industry, two companies confirmed that
the high HIV/AIDS infection rate among their workers results in declining labour
productivity. (Meyn 2005) Namibia has one of the highest rates of HIV/AIDS in the world
with a 21.3% HIV prevalence rate among adults (15-49) at the end of 2003. At these rates,
the impact of HIV/AIDS on the social economy of Namibia is likely to be severe and could
impact the future development of the country. HIV/AIDS incidence is reported to be
especially high in the coastal towns of Walvis Bay, Lüderitz and Oranjemund. One factory
manager in Walvis Bay works on the assumption that one-third of his workforce is HIV
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positive at any given time. This is consistent with FAO reports that, in the last decade, it has
become evident that fishermen in many developing country fishing communities suffer from
HIV prevalence rates that are often five to ten times higher than those in the general
population and that “fisherfolk” are among the ‘at risk’ mobile occupational groups in Africa.
(FAO 2005) It is possible that the high rates of HIV/AIDS in the port cities in Namibia can
be attributed to the migratory nature of the work force and the high incidence of single
workers (many fishermen are from rural areas in the north and do not live with their
families), which could increase with further processing activities.
Social impacts with respect to the other SADC Group countries vary. The fact that
Angola, Tanzania and Mozambique all have large artisanal fisheries sectors means that the
fishery is more important in those countries, for a larger number of people, yet is relatively
unaffected by the impacts of RoO. Moreover, while employment on the large freezer vessels
and other fishing boats do not employ women, there is a large female population working in
the informal, artisanal sector once the catch is landed. A robust artisanal sector, sustained by
healthy fish stocks, is vital for food security given the high proportions of the populations in
the SADC Group countries (other than Namibia) that rely on fish as a major source of protein
(particularly those living in and around coastal communities) along with high levels of
employment provided by these activities.

6.3

Analysis of the EPA Scenario
In order to quantify the impact of relaxed RoO, the focus of the simulation is on cost

impacts as, according to the FAO, utilization rates are not a problem for fishery products.
From the recent literature, these are modelled as being in the range of 5% on average for EU
ACP imports. Estimates by product suggest that such costs may be as high as 16% for food
products.101 In the present context, they cannot be higher than the MFN tariff itself, as there
would otherwise be no preference utilization. Two cases are examined in this scenario. In the
first, it is assumed that more relaxed rules of origin lead to a 5% reduction in costs for
exported goods. The second assumes a much deeper cost impact of 10% (below the upper
bound implied by the 12% average MFN tariff). These values have been selected as
indicative of potential cost savings. The focus is on the four coastal countries in the SADC
Group: Angola, Namibia, Tanzania, and Mozambique.
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Francois, J., M. Manchin and B. Hoekman (2006) “Preferences and Multilateral Trade Liberalization,” World Bank
Economic Review.
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6.3.1 Economic Impacts
Table 21 presents the results of the simulation analysis. It also highlights two
important features of ACP exports to the EU. With respect to Namibia, Tanzania, and
Mozambique, the first issue of note is the importance of the EU – 65% to 90% of exports for
processed and unprocessed fish, respectively, for Namibia. However, the exports are almost
entirely unprocessed (HS 3 in the Table). For all three countries, processed fish exports (HS
16 in the table) are quite limited. This reflects, inter alia, the impact of EU RoO on
processing plants, which are unable to buy non EU-fleet fish for processing and yet still
qualify for EU preferences. The EU RoO for products of chapter 03 (fish and crustaceans)
require compliance with the ‘wholly obtained’ principle, while processed fish must be
manufactured from materials all of which must be wholly obtained. In other words, the
further processing on its own is insufficient to confer origin; in fact, no credit is passed for
this process despite the fact that processing may in fact entail substantial product
transformation and value addition.
A dramatic increase is estimated in exports to the EU in some cases, although it
appears that about half of this increase involves a shift of exports away from third markets, so
that the export effects range from 0.8% to 1.1% overall in the 5% cost reduction scenario,
and 0.8% to 2.9% in the 10% cost reduction scenario.
Angola represents a different case. It exports less, but it is also less dependent on the
EU market. It is in Angola where the greatest increase in exports to the EU occurs – 19% in
the 10% scenario. However, overall exports only go up around 0.8%. In other words, most of
the increased trade with the EU is not from increased production, but rather a redirection of
trade away from other markets. In no case does fishery export production increase by more
than 3.6% for unprocessed fish (HS03) and 3.3% for fish processing (HS16).
Table 21: Trade-Related Impacts of the EPA Scenario
Production for Export (million dollars)

2003
EU
exports share
to
World
HS03: fish and crustaceans unprocessed
Angola
7
0.20
Namibia
337
0.90
Tanzania
176
0.84
Mozambique
89
0.72

% change in
exports to
world
5%
10%
cost
cost
saving saving

0.8
1.1
1.0
1.0

0.8
3.6
3.4
2.9
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% change in exports
to EU
5% cost
saving

10% cost
saving

2.9
1.4
1.5
1.8

19.0
6.1
7.2
9.6

Production for Export (million dollars)
% change in
exports to
world
5%
10%
cost
cost
saving saving

2003
EU
exports share
to
World
HS16 (part): fish and crustaceans processed
Angola
2
0.00
0.0
Namibia
6
0.65
1.3
Tanzania
<1
0.00
0.0
Mozambique
<1
0.82
3.3
Source: model estimates.

0.0
2.6
0.0
3.3

% change in exports
to EU
5% cost
saving

10% cost
saving

0.0
5.6
0.0
3.9

0.0
10.9
0.0
9.6

The variation in results across countries is a function of both the direction and volume
of trade. In unprocessed fish, Angola realizes the greatest percentage gain in exports to the
EU. However, this is because Angola has the smallest volume to the EU, and so the increase
is on top of a small base. At the same time, because the EU is least important, in relative
terms, for Angola, these larger percent gains in exports to the EU are less meaningful in
terms of overall exports. Indeed, Angola realizes the lowest overall gain because it is not as
focused on the EU market. For processed fish, only Namibia and Mozambique export any
real amounts to the EU, and so they are the only ones to benefit from improved access.
One further benefit from relaxed ROO may be a shift of the composition of exports in
the table, from unprocessed to processed fish. This hinges on a willingness of the EU to
move away from ownership thresholds for fleets and allow (perhaps under a quota if
politically necessary) either unlimited us of fish of any origin, or at least of local origin
however caught.
The shift towards processed fish products envisaged in the EPA scenario would have
positive economic impacts in the SADC Group countries although, at least in the short term,
it could only affect Namibia and Mozambique. However, at least in Namibia, increased onshore processing activities would increase employment disproportionately compared with
processing at sea as onshore processing employs an average of one Namibian for every 70kg
of fish, while processing at sea employs one Namibian for every 450kg of fish. (Meyn 2005)
In Namibia, there may be scope for further processing into higher-value or branded
products, using existing catches. However, this is considered a very difficult market to break
into in Europe. From a development perspective, Namibia could build on its canning
capacity; canning is by far the most lucrative production from the fisheries sector in Namibia.
These gains might be larger if capacity issues that exist in some countries in the
region can be addressed. Although industry in Namibia has reported little difficulty
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complying with SPS measures and HACCP Principles, this is not the case for the other
countries in the region. For countries without significant processing capability, such as
Angola and Tanzania, building capacity to improve standards should be a critical element of
these countries’ strategies to improve their export positions and take advantage of EU
preferences, even with more liberal RoO.102 There are also limits on capacity in countries
such as Tanzania with respect to issues such as inadequate fishing gear and craft; inadequate
extension services to fishermen, leading to poor handling and management of fish products;
unreliable/inadequate data on fishing; and inadequate infrastructure facilities, including
processing and storage facilities. (Ndaba 2001) These issues, inter alia, will affect SADC
Group countries’ ability to maximise preferences under an EPA and the development of their
processing industries may thus only be marginally assisted by more liberal RoO and not to
the extent that they gain real exporting capacity.103

6.3.2 Environmental Impacts
There are environmental impacts associated with both the increase in trade in fish and
the increase in trade in processed fish products. The dramatic increase in the export of
unprocessed fish from the SADC Group is cause for concern where fish stocks are not
carefully managed. It is critical, in conjunction with liberalisation, to develop rigorous and
effective protection in the area of fisheries management. This would ensure that fish stocks,
both commercial and non-commercial, as well as other marine species are not reduced to
levels that jeopardize the functioning of the marine ecosystem or the long-term sustainability
of the fishery. Namibia has been a leader in this area in recent years and its strong fisheries
management ethos, coupled with a relatively successful processing industry, could serve as a
model in the region.
Because for Angola the EPA scenario involves a redirection of trade towards the EU
from third-countries, there may not be significant negative impacts on fish stocks.
Nevertheless, the example of Namibia should be noted – with careful management it has
brought its stocks back from a state of near collapse. There may be issues associated with
bilateral FPAs in terms of regulating EU access to SADC waters in order to further
102

There are several factors that adversely affect the ability of the LDCs in the region to comply with SPS measures and
other measures. These include limited human, institutional and financial capacity, but also, inter alia: insufficient access
to technology; high cost of imports; lack of awareness of, or access to information on the part of the exporter;
insufficient domestic infrastructure (lack of testing facilities); high compliance costs; lack of enforcement; firm size; and
lack of transparency in the design and implementation of the measure in the importing country.
103
With respect to Réunion, while this is not likely to be impacted by RoO or any prospective changes in RoO that may come
about as a result of an EPA, it is possible that access to further processing activities in countries along the African coast would
provide additional markets for its fishery products.
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management efforts. This could be done in conjunction with an EPA. Moreover, existing
SADC efforts to manage stocks at the regional level, assess the health of stocks, and combat
illegal and unregulated fishing will assist this effort. The EU-SADC Programme is an
example of such cooperation that appears to be successful. To the extent that more flexible
sourcing of fish could lead to increasing levels of illegal fishing, any moves to modify RoO
should be accompanied by strong conservation measures and efforts to combat illegal fishing
by domestic authorities.
By adding value to exports through increasing processing, the economic performance
of the sector could be increased without necessarily increasing levels of catch. The simulation
suggests that this opportunity is available for Mozambique and Namibia, at least in the short
term. Nevertheless, the processing industry has high energy requirements which will have to
be met through reliable sources in order to fully realise this potential. Levels of waste and
energy use increase with levels of processing. To the extent that this growth continues or
there is movement towards increasing canning capacity, environmental protection measures
should be put in place to mitigate environmental damage. The very highly concentrated
spatial location of the fish processing industry facilitates the regulation and enforcement of
the factories as point sources of industrial pollution. And, as indicated in the baseline
scenario, the use of best available technology can significantly reduce the environmental
impacts of fish processing activities. Therefore, development in the fish processing industry
should be undertaken in conjunction with infrastructure, management practices and
technology support.

6.3.3 Social Impacts
From a social perspective, there may be some positive impacts on employment on
fishing boats, or for example in ports that support the fleets in terms of refuelling and
provisioning. The most valuable employment would come from increasing processing in
Namibia and Mozambique. These impacts would be positive as the processing industry
provides formal employment, employment for women and in Namibia at least, a relatively
high wage. Moreover, in the longer term, relaxed RoO might encourage the development of
similar industries in other SADC Group countries, generating employment and contributing
to poverty alleviation. The experience in Namibia has show that a significant portion of the
wages earned are remitted to rural areas long distances from the coast, and make a
contribution to poverty alleviations. The ability of workers to enjoy some disposable income

67

and transfer wealth from wages is facilitated as some companies provide medical aid,
pension coverage, free housing and/or transport to work.
Given the extremely high levels of HIV/AIDS in the sector, it is important that any
increasing urbanisation, or migration, is supported by adequate infrastructure, along with
essential services, including health services aimed at combating HIV/AIDS. As in the
garment industry, the high concentration of workers in a few towns adds to the spread of the
virus, but could facilitate the delivery of treatment related to HIV/AIDS. A similar dynamic
could affect the other SADC countries in the region, which also have extremely high levels
of HIV/AIDS (with the exception of Angola).
The need to maintain a healthy fish stocks is important in the short term for the large
artisanal fisheries that sell their products directly into local markets, rather than using them as
an input into the fish processing industry. This fishery provides vital employment
opportunities for both men and women, contributes to food security and rural development
(the artisanal fishery tends to be scattered along coastlines as opposed to concentrated in
major centres). While this fishery is not relevant for Namibia, it is important for Angola,
Mozambique and Tanzania.

6.4

Conclusions: Fisheries
In the fisheries sector, the tariff preferences in the Cotonou Agreement were

ostensibly conceived to promote economic development, although the conditions for
accessing the EU market under preferential terms of the associated RoO have not led to the
development of a strong industry throughout the region. This is primarily as a result of strict
conditions applicable to fish caught beyond the immediate coastal sea “territorial waters” and
relates essentially to ownership restrictions (and by extension the de facto prohibition on
leased or chartered foreign vessels) as well as the implicit pressure to conclude bilateral
fisheries agreements with the EU (thus potentially limiting the ACP’s attractiveness to third
party operators and investors). Restrictions imposed by RoO in the fisheries sector have been
a source of contention in EU-ACP fisheries relations, with the ACP countries demanding that
all catches made in their waters (i.e., within their national jurisdiction) should enjoy
originating status. The Cotonou RoO pose particular problems in ACP (and SADC Group)
countries where the structure of many ACP fisheries sectors, based on vessel-chartering
arrangements, joint ventures, and fishing agreements makes it impossible for them to comply.
Despite this, in Namibia RoO do not appear to have impeded trade or development in
the fisheries sector in any significant way. The sector has developed of the past decade
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assisted by government intervention to promote Namibianisation and conservation in the
industry. As a result of these policies, Namibia is less vulnerable to the EU RoO in the
fishery sector than other countries SADC Group countries, and has been able to expand its
trade with the EU in both processed and unprocessed products. Overall economic
development that has come about as a result of trade-induced fishery growth does not appear
to be attributable to RoO or impeded by RoO. Namibia may be unique in the region in this
regard, however, as it has an effective fishing fleet and employs largely Namibian nationals.
It is possible that the lack of cumulation with South Africa could have a dampening
affect on the development of future processing in Namibia to the extent that rigorous
conservation policies limit the fish catch available for processing, and fish caught elsewhere
in the region may not be sufficiently transformed in Namibia to meet EU RoO. However,
given Namibia’s success in developing its fish processing industry, there may be
opportunities to add further value by increasing lucrative practices such as canning, or
branding, or developing frozen ready-to-eat packaged meals. However, any increases in the
canning industry or other value-added processing should take into account the environmental
impacts and recognise that there are important gains to be achieved through the use of best
available technologies. Moreover, the spatial concentration of the fish processing industry
lends itself well to regulation and the development of infrastructure to treat waste, for
example. This applies, in the short term to Mozambique which also has a viable processing
industry.
From a social perspective, the impacts of fishing and fish processing are again,
related to EU RoO only insofar as they have not impeded trade given Namibia’s ability to
qualify for RoO as a result of domestic policies. The development of the processing sector
and the duty free access to the EU market has led to an increase in employment, and
employment that is well-paid relative to other sectors. Moreover, because much of the
workforce comes from the rural areas, remittances sent home should serve to promote
poverty alleviation and rural development in the interior of the country. However, much of
the employment remains male-dominated given the fact that crews are male and off-shore
processing is done by men. To the extent that on-shore processing continues to develop, there
may be increased opportunities for women. The concentration of often-single workers in the
two coastal towns where the fishing industry is located has contributed to a high prevalence
of HIV/AIDS. While this is a negative social impact related to this development, the spatial
concentration lends itself well to increasing targeted prevention and treatment programs
through centrally located clinics.
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7.

Summary of Conclusions
From an economic perspective, RoO may not be the driving force for development,

vertical integration and diversification, as sought by the EPAs. However, consistent with
the stated principle supporting the EPA negotiations, RoO can contribute to development and
to the smooth integration of ACP countries into the world economy. The economies of the
SADC Group have been under long-standing trade preference schemes with EU
partners. However, in the 21st century, globalization has redefined industry on a
continental and global scale. Beyond the most basic primary industries (grain, fish,
tobacco, sugar) efficient production requires today often requires global sourcing of inputs
and participation in global value chains.104 In the long run, RoO should take this reality
into account or the SADC Group countries could be constrained in developing competitive
sourcing and production networks and shifting into higher value-added production.
However, such a shift should take into account the social and environmental impacts of
increased economic activity, and be pursued in conjunction with policies to promote
sustainability.
The EPA simulation illustrates that there are gains to be made through the
employment of more liberal RoO, despite the fact that they are relatively modest at the
levels simulated. However, these gains, in conjunction with improved capacity,
infrastructure, access to technology and investment in institutions, could promote trade
with the EU, along with integration not just within Africa, but also between counties in the
South from Africa, Asia, and Latin America.
The analysis and the case studies in this SIA have yielded several conclusions with
respect to the trade-related impacts to support this conclusion along with the sustainability
impacts of RoO in a baseline and EPA scenario. While these are presented in detail in the
case studies themselves, they are summarised below.
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The significance of the global value chain for manufacturing has been illustrated in the textiles case study where large
buyers (such as retailers and branded-goods manufacturers) have increasingly rationalised their sources of supply, the
value chain is buyer-driven and producers are largely price takers.
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8.

Policy Options
Policy options fall into three general categories. The first are policies related to

trade measures in the EPAs (aimed at trade negotiators), which relate to RoO, cumulation,
and more generally to related trade measures. The second are policies – to be encouraged
in the context of EPAs – directed towards improving regional integration, which is vital
for improving internal markets, addressing supply-side constraints, and improving
prospects for longer term development and competitiveness to take full advantage of an
EPA. The third are recommendations directed towards EU and SADC Group policy
makers more generally, to improve sustainability in the short, medium and longer-terms.
These include measures (some of which would benefit from incorporation into the text of
the EPAs) to improve the economic, social and environmental sustainability of increased
trade-induced development.

8.1

Trade measures

Rules of origin
While one of the underlying objectives of RoO as a trade policy instrument is the
prevention of transhipment, others include encouraging greater local and regional value
added and processing activities. A challenge exists, to balance RoO requirements with the
objectives of providing country-specific trade preferences (rather than avenues for
transhipment) and sufficient incentives to enhance and catalyse trade rather than to suppress
it. This SIA has demonstrated that, at least in the fisheries sector, and in a principal
manufacturing sector – garments – existing RoO in the Cotonou Agreement pose challenges
to producers from SADC Group countries and that flexible RoO could make a positive
difference, at least from an economic perspective. Therefore, the overarching
recommendation from this study with respect to RoO is that they need to play a greater role
in encouraging and facilitating trade from the SADC Group, and that market preferences
assist with increasing the competitiveness of SADC exports in the EU market.
This is supported by findings in both case studies. Considering that garment
manufacture is one of the most labour-intensive manufacturing activities, and provides
countries with a relatively easy vehicle to diversify their economic base beyond purely
resource or agriculture based as is often the case, RoO that support this type of development
path can be of great value to recipient countries. For this reason, EPA negotiators should
recognise value-chain realities which have changed notably over the past decades (and the
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days of Lomé I) by increasing flexibility for fabric sourcing flexibility either through lower
valued-added thresholds or a single transformation requirement. According to the ILO, the
biggest losers from the phase out of the MFA and ATC regime in the garment sector were
those countries less well connected to either major consumer or producer networks.
One broad option open to negotiators with respect to RoO is to consider moving
towards a more simple value-added (VA) share approach. This is broadly consistent with a
series of communications developed by the EU in 2005. In March of 2005 the EC published
a formal communication (which was subsequently followed by a related working paper)
which proposed a single methodology for products or materials that are not already wholly
obtained in the beneficiary country–in effect, an across-the-board VA methodology.
Differentiation is envisaged between different product sectors (such as agriculture, fisheries
and textiles) rather than a single percentage threshold for all sectors. However, to be a
positive improvement on the current rules, there is a need for a simple and transparent
methodological basis for determining added value if this approach were to be followed,
rather than one which is constrained and overly technical through the inclusion and exclusion
of a large number of cost elements.
In the garment sector, such an approach could be phased in over the implementation
phase of the EPAs. Value added could be set at a level which would permit factories to
continue to source fabric from third parties in the short and medium terms In conjunction
with a comprehensive plan to improve infrastructure, assist with marketing, improve
environmental and social standards and encourage long-term investment in the sector. Taking
into account the need to build fabric mills and ensure a reliable source of cotton in the region,
such a move could improve competitiveness by reducing lead times and transportation costs,
while providing the promise of additional employment.
This approach deserves to be debated further with respect to its applicability to all
sectors and appropriate local threshold requirements. Consistent with the Cotonou
Agreement any revision of RoO should lead to terms that are no less favourable than those
currently applicable. It is also important to remain mindful of the fact that RoO (where they
impose local content requirements expressed as percentage value-added) can act as a
disincentive for producers to become more efficient, as any improvements in efficiency (be it
through the labour cost/productivity nexus, organisational or supply chain efficiency) may
ultimately penalise them with respect to the required local content threshold. Other issues that
need to be considered carefully are the impact of exchange rate fluctuations on local/foreign
content value, the cyclical nature of commodity prices and so forth. These are particularly
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relevant concerns for many ACP countries as are any complexities involved in administering
such a system. It is thus important to further explore whether there will be losers, in what
sectors, and whether it may be worth exploring a VA requirement as an alternative,
secondary rule.
Alternatively, a dual system to determine origin could be implemented, one based
on the old system and an alternative system whereby exporters qualify for a remission of
import duties in line with local or regional content of their export product. This might be
one way to increase the sourcing of inputs generally in the manufacturing sectors in the
SADC Group countries, which would include garments, providing a duty reduction
proportional to the ACP-eligible value-added in the final product. For example, for
clothing where 40% of the price might reflect regional value added and 60% imported
fabric, the duty reduction would be 40%. This would amount to a 100% preference for the
ACP-eligible value-added activity. Such an approach also creates an incentive to invest in
increasing value added (in order to get the deeper duty reduction), while also allowing an
immediate improvement in the cost conditions for a number of industries in the region as
they can source internationally when necessary. However, this system would not be better
for those producers already complying with RoO, particularly marginal ones (who would
lose part of their preference), but would help those just failing the cut off. This approach
may also carry a significant administrative, which is something that should in principle be
avoided. Nevertheless, this approach warrants further discussion and debate.
Likewise, an additional approach that could be discussed would involve including in
any new RoO regime negotiated in the EPA that allows for flexibility in sourcing, and
combining it with a social-labelling or monitoring scheme. EU firms could receive some of
the economic rents attached to the labelling scheme and invest in the region as part of the
initiative.
In the fisheries sector, negotiators might consider reducing restrictions on fish caught
within the EEZ and extend the “wholly-owned” principle to the EEZ. This would reduce the
current restrictiveness and permit the ACP States that do not have an established commercial
fishing industry to utilise leased or chartered vessels, or enter into arrangements with other
fleet owners (and likely attract flows of FDI) while complying with RoO. Administratively,
such an arrangement may also free up valuable resources, although a reliable system (using
available technology) that monitors fishing vessels should be utilised to regulate and protect
both SADC Group and EU fishing interests. Alternatively, the current ownership and crew
restrictions should be relaxed significantly, for example by requiring the option of
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alternatively complying with a crew threshold or ownership threshold (without the additional
regulations relating to board of directors and so forth). For fish caught outside the EEZ,
which is essentially out on the high seas, it would be reasonable (also given the objective of a
developmental dimension in future RoO) to require such fish to be landed and processed
locally first, or to be caught by locally owned fishing vessels and crew prior to receiving
originating status.
It is well recognised that RoO in the fisheries sector involve various sensitivities, both
in the European Community as well as the ACP. There is the argument that existing and
future should protect ACP fisheries from being exploited by non-ACP interests, both
economically, socially and environmentally. Many of these concerns are legitimate.
However, the consultants submit that there needs to be a clear distinction between RoO and
some of the issues often presented to argue in favour of a continuation of a restrictive trade
regime. With respect to extending substantially greater flexibility to the origin requirements
for fish caught within a country’s EEZ, it needs to be recognised that this zone is still a part
of the exclusive economic jurisdiction of the country concerned, particularly with regard to
any fishing activity that takes place there. While there are some ACP exporters that are able
to comply with current EC fisheries RoO, as the data suggests, future RoO should not be
based on a denominator that is beyond the reach of many others. There is indeed a very
important role that domestic legislation and policies can play with respect to managing a
country’s fisheries resources, and it is probably not the role of (restrictive) RoO requirements
to assume the responsibility for in essence managing these resources on behalf of the ACP.

Cumulation
At present there appears to be limited use of existing cumulation provisions by SADC
Group countries. This can be attributed to combination of market forces, administrative
requirements and realities with respect to availability of materials, competitiveness of supply,
logistics and so forth. Negotiations should consider this shortcoming, which may be
remedied in part through support of trade facilitation issues at all levels. At the same time, it
must be realised that the competitive and supply limitations of ACP countries are often not
dissimilar. In other words, inflexible sourcing options are seldom negated through flexible
cumulation options that include only other ACP countries and likewise overly restrictive
origin requirements are not mitigated by broad ACP cumulation options.
Cumulation is a potentially valuable tool for supporting regional integration efforts,
although it will in itself not lead to regional integration without a number of other conditions
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being in place (for example, the issues mentioned above, as well as a regional trade and
customs environment that facilitates rather than impedes trade flows). To this end, the use of
regional suppliers should not be penalised through RoO restrictions; likewise, cumulation
provisions should always include all countries that are party to an existing regional
integration initiative rather than only a select sub-group that happens to be part of the same
regional EPA configuration.105 The trade negotiators might wish to revisit the products listed
in the Annex XIV to Protocol No. 1 to the ACP-EU Partnership Agreement, which includes,
inter alia, products from industries where SADC countries have a competitive interest or
strength, which are exempted from SADC Group cumulation with South Africa. In the case
study of marine fisheries, the analysis indicates that strong management of fish stocks could
limit Namibia’s efforts to supply its fish processing plants with adequate supply of raw
materials. Cumulation with South Africa would help ensure that these plants have sufficient
stocks to expand production without compromising their joint fish management regime.
There may be similar limitations and opportunities for development presented by other
products on the list to promote economic development and regional integration through trade.
Further integration with the economy of South Africa and sourcing from South Africa is vital
for the long-term development of SADC Group countries.
Full cumulation under Cotonou has been facilitated by the current all-ACP RoO
framework. While it is not entirely clear at what level the EC-ACP RoO negotiations will
ultimately take place (or more importantly, the final RoO component that will be included in
the EPAs), indications are that these will be at the all-ACP level. This would largely remove
the issue of all-ACP cumulation, and in particular the concerns that emanate from the
imperfect match between EPA and existing regional integration configurations (some of
which are at an advanced stage and are heading towards customs unions).

Related Trade Measures
There are several trade measures that while not the subject of this SIA, will be
important to help countries take full advantage of more favourable RoO and cumulation
provisions and promote sustainability. One such measure is FDI. Trade negotiations might
consider engaging their counterparts in the SADC region, to cooperation to develop a
regional investment policy. Such an initiative could help build the foundation of a stable and
105

Of relevance here is also the fact – as discussed earlier in this study - that only partial overlap exists
between EPA configurations and regional integration initiatives, while at the same time a multitude of
integration groupings in Southern and Eastern Africa provides a unique set of challenges to long term
integration within the region.
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transparent climate for investors that makes every effort to respect environmental protection
while safeguarding public welfare. A long-term goal could be to encourage investment in the
region, while assuring compliance by foreign investors with national laws, regulations,
workers’ rights, as well as environmental, health and safety standards.
Trade negotiators might also want to consider establishing working groups or other
institutional avenues in conjunction with the EPAs to encourage a cooperative regulatory
dialogue on such issues as SPS measures and trade facilitation. Similarly, consideration
should be given to improving liberalisation in services, as necessary between the SADC
Group and the EU. Several services are relevant for issues that have been raised in this SIA
including

financial

services,

environmental

services,

professional

services,

telecommunication services and transportation services. For example, the high costs of
transportation are cited as one constraint to expanding exports to the EU in the fisheries
sector in the SADC Group countries. Efforts such as these will also be integral to building the
foundation of a comprehensive trading regime at the regional level.

8.2

Regional integration
Regional integration is a vital tool not only for providing an economic extension to

domestic markets for SADC Group countries, but also for reducing the cost of doing business
in the region. Efficient markets from an institutional as well as transaction-cost perspective
help firms increase their competitiveness as well as the size of ‘their’ market, which in turn
has positive spin-offs for exports.
Likewise, regional cooperation in areas such as standards, certification,
verification, labelling, and the development of common sectoral policies and strategies on
investment could have significant spill-over effects into other areas of the economy where
export markets are viable. These policy recommendations are not aimed exclusively at the
trade policy community in the EU and the SADC Group, and are also focused more
generically on the important objective of capacity building (including but not limited to
the development of strong institutions and region-wide policy implementation).
Since the domestic markets of the SADC Group countries are, on their own,
relatively small and in many instances internationally uncompetitive, the current regional
integration initiatives that the SADC region has embarked on are a key component in the
development of more integrated and competitive markets. Market integration assists with the
development of regional supply chains, which in turn are important for producers to be
competitive in the domestic and international market. Also, efficient regional supply chains
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(brought about by a combination of factors) will provide a greater incentive to source locally
and within the region, which may in turn increase producers’ ability to comply with relevant
EU RoO.
However, regional integration involves far more than what can be achieved by trade
measures, such as RoO. It is submitted that RoO can not be expected to be a driver of
regional integration per se; rather, any RoO regime should complement and support the
objectives of regional integration, at the very least through full regional cumulation and
diagonal cumulation among members of an existing regional integration group. Only in the
presence of very high margins of preference (as measured by the additional tariff due as a
result of exporting under normal tariff conditions) would less competitive regional inputs be
considered over lower-priced foreign materials, but in reality – given current EU import
tariffs and tariff-based trade liberalisation generally – this may be a rare and unlikely
scenario. Regional integration involves a combination of factors, including competitive
supply chains, low transaction costs, efficient logistics and telecommunications, issues
around licensing, regulations and bureaucratic red tape all play a critical role in the
integration of markets.
Encouraging regional integration will require attention to institutions as well as
cooperation to provide the building blocks for more efficient regional economies. This
includes national institutions on the one hand, and programmes to harmonise national
policies to ultimately lower the cost of doing business, making the region more attractive to
domestic, regional and foreign investment, and to assist in bringing about a degree of
political convergence. A number of such institutions and policies are of primary importance,
for example the need for strong competition and regulation authorities and robust policies,
well-functioning financial institutions, trade law capacity and the ability to participate
effectively in regional and international fora, standard setting bodies, customs and revenue
authorities, and so forth. Through targeted support measures of regional and national
institutions, and programs to increase their capacity to deliver an effective service (or deliver
an appropriate policy framework), the EU can play a very effective role in fulfilling its
objective of supporting and enhancing regional integration.
There is a fundamental issue that goes to the heart of current EPA configurations and
existing regional integration initiatives in the Southern African region. Considering, for
example, that only half of SADC countries are part of the SADC Group, and that the others
are negotiating under the COMESA banner, there is a core challenge with regard to aligning
regional integration objectives in the context of EPAs. EPAs should not increase intra-
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regional barriers, a scenario that would emerge if SADC countries are subject to different
RoO requirements under different EPA configurations. In the context of regional integration,
this issue is also potentially relevant if EPA RoO differ substantially from SADC intraregional RoO. The converse also provides challenges, especially with regard to a CET regime
(applicable to the EU), and it is unclear how this would be reconciled with SADC countries’
commitments under their own SADC banner. It is thus of great importance that, mindful of
this situation, EPAs with countries that are part of different existing integration initiatives at
the very least bear a high degree of consistency among themselves. But as outlined earlier,
given the possibility that new RoO under EPAs may be concluded at the all-ACP level, many
of these concerns could effectively become less relevant.

Improving data collection and analysis at the regional level
This is a particular issue in the SADC, where reliable trade and investment data are
unavailable. For SACU, where four of the five Member States are part of the SADC Group,
disaggregated intra-regional trade is not publicly available, making this a particular challenge
for policy development and for the development of both offensive and defensive interests in
trade negotiations.
In SADC there exist large deficiencies in the information gathering systems and
appropriate capacity to implement any improvement options. Through government and donor
funding some positive activities have taken place recently, but far more needs to be done to
develop systems that support policy development. Consistent with this, computerisation is a
particularly relevant issues with respect to trade facilitation (and indirectly, regional
economic integration and development of regional supply chains). With regard to the trade
process, the key role played by customs authorities can be further supported through
improved systems of processing, monitoring and implementing adequate customs controls
while at the same time improving the trade process.
Technical assistance is an area where any support is likely to lead to relatively rapid
positive results. Assistance with equipment purchase must go hand in hand with appropriate
technical assistance, on an ongoing basis and beyond the short term, in order for improved
systems to be developed that enhance the trade process, further the objective of economic
development in the region and support regional integration.
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Develop a Regional Strategy for manufacturing, starting with the garment and textiles
sector
In conjunction with, and as part of, regional integration efforts, the countries in the
SADC Group could develop a regional strategy for their manufacturing sectors, beginning
with the garment and textiles sector. The strategy could take into account the following
issues: increased intra-regional cooperation in the sector; development of regionallyintegrated value chains to source raw materials and intermediate products in the region (as
feasible); focusing on higher value products; and exchanging information and even
technology to improve their industrial capacities. It should take into account, and integrate,
related policies to ensure environmental and social protections. The process to develop such
as strategy should include cooperation from all the major stakeholders including, inter alia,
companies, industry associations, governments, banks, port handlers and customs agencies,
trade unions, and environmental and social NGOs.

8.3

Sustainability
Intervention on the domestic front is vital given the stated purpose of the EPA

negotiations to find ways in which the EPAs can support sustainability. A key purpose of the
SIA, after all, is to help define and put in place policy packages to accompany EPAs to
ensure that the outcome of the negotiations contributes to sustainable development. The
issues that follow have been singled out for domestic policy makers and SADC Group-EU
cooperation in conjunction with the EPA. To ensure a coherent and integrated approach,
these issues should be covered by relevant environmental and social chapters and provisions
in the text of the EPAs themselves (e.g., in relation to technical assistance and capacitybuilding and the commitment to ensure proper enforcement of existing legislation).

Review existing laws and policies to promote sustainability
Given the well-documented, and mostly negative, impacts of trade-induced
development in the garment sector, and the potential for growth in the fishery sector and fish
processing, policy action at the domestic level is of the utmost importance to ensure that trade
brought about by any changes in RoO (and the EPAs more generally) occurs such that
countries move towards, and not away from, sustainability. To this end, SADC governments
should be encouraged to review their existing laws and policies including, inter alia:
•

incentive packages (to assess contribution to national economies);

•

labour practices vis-à-vis national codes (national minimum wage levels should be
a floor, not a ceiling for wages in the garment industry);
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•

credit practices directed towards women and others (to help workers deal with
structural change in the garment industry);

•

fisheries management practices (taking account of the example of Namibia in
successfully managing its fish stocks, encouraging investment in processing
facilities, and improving employment levels on fishing boats); and,

•

national HIV/AIDS strategies (to take advantage of the spatial concentration in major
industrial zones where rates of HIV/AIDS appear to be highest, to set up clinics for
testing and treating HIV/AIDS patients. This could build on existing pilot projects
and be undertaken in partnership with industry).

Improving physical infrastructure
The competitiveness of the manufacturing sector in the SADC Group countries is
constrained in part by relatively under-developed physical infrastructure. Competitiveness
in the garment sector could be improved by reducing non-labour related production costs
such as poor transportation, and unreliable water and power supplies, and ensuring the
availability of the appropriate infrastructure to allow for further economic development. A
long-term goal could be to improve the viability of sourcing material from within the
SADC Group or from other ACP regions with cotton and textile sectors (such as West
Africa). In the fisheries sector, improvements would, inter alia, support value-added
processing as well as food security as it would make it easier to transport fish and fish
products to destinations further distances from the coast. With the implementation of the
SADC FTA such a transport system will become more essential as there is a need for
countries to address each other more easily and benefit from increased intra-regional trade.
New infrastructure projects, or incentives to encourage the development of upgraded
infrastructure, should be accompanied by an assessment of its economic, environmental
and social impacts. The case studies in this SIA point specifically to the following
infrastructure needs:
•

infrastructure to handle hazardous waste, water treatment, and water recycling;

•

transportation infrastructure with an emphasis on roads and rail to support
development at the national level and encourage the linking of regional markets;

•

urban infrastructure, particular around industrial zones, to provide adequate basic
service the large numbers of workers who migrate to work in factories;

•

cold storage facilities; and,

•

upgrading fish-processing plants to take advantage of best available technology
which has been shown to reduce negative environmental impacts.
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Promote partnerships between foreign investors and local industries
The EU could provide expertise and support to SADC Group countries to encourage
the development of links between foreign investors and local industries to form long-term
partnerships. This would help stabilize investment in the garment industry in the SADC
Group countries. It would also help build capacity in the SADC Group countries through
increased training. Local industry in the SADC Group would benefit from a more skilled
workforce and investors would save costs by recruiting qualified local staff rather than
expatriates. Moreover, local middle management would be able to communicate better with
machine operators and other staff, which could increase productivity, improve industrial
relations and reduce the potential for labour unrest.
This is supported by several findings in the SIA, notably the fact that the garment
industry is notoriously fickle and willing to relocate or close factory doors on very short
notice in response to global and other dynamics. It also responds to the finding that, at least in
Lesotho, a key problem in the garment sector is the poor state of industrial relations in the
garment factories and a lack of understanding on the part of management and labour, which,
coupled with a cultural divide, can alienate workers and the public.

Cooperation to build human capacity and improving business to business contacts
The EU could cooperate with SADC Group countries to build human capacity through
training in several areas related to the issues raised in this SIA, including, inter alia:
•

to properly maintain existing and prospective infrastructure development;

•

recycling of solid waste;

•

to improve management practices;

•

to administer rules of origin;

•

to improve levels of enforcement of environmental and social legislation;

•

to improve networking and marketing, in particular related to the garment sector,
as necessary to improve prospects for trade with the EU. Such an effort might
involve the EU delegations in SADC Group countries to help organise business-tobusiness missions involving buyers and manufacturers.
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Specific cooperation to improve technical capacity on trade-related standards (SPS,
HCAAP, ISO)
For some countries in the SADC Group, the poor handling and management of fish
products is an issue which can adversely affect their ability to export, despite EU preferences
and favourable RoO.
•

Technical and financial assistance to support and strengthen standards and improve
quality control mechanisms;

•

Human and institutional capacity, including education and training;

•

Access to technology and adequate infrastructure (testing facilities);

•

Improving enforcement;

•

Increasing transparency in the design and implementation of the measures.

Cooperate to support the development of higher-value products and markets that
reward high social and environmental standards
Recognising that it is unlikely that the textile and garment sectors in the SADC Group
will be able to compete with large vertically integrated Asian companies, at least not under
current market and RoO conditions, companies in the region, particularly small and medium
sized companies, could orient themselves towards become highly skilled and flexible
producers, taking advantage of preferential market access to supply smaller quantities of
higher-value products on short notice. Cooperation and support could include the further
development of organic cotton; disseminating information and providing training on
environmentally and socially responsible certification programs such as the EU Flower ecolabel; providing expertise and longer term support to develop brand and marketing for fully
African clothing value chain that, while a niche market, could support the longer term
development of a sustainable textile and clothing sector on a smaller scale, with higher valueadded and be of benefit to local communities, contributing to rural development.
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Annex 2: Technical Annex: Partial Equilibrium
Trade Model
Partial Equilibrium Trade Model
This annex outlines the partial equilibrium global simulation model (GSIM) used in the report.
The basic approach involves reducing the solution set of the model to those global prices that
clear global markets. Once we have a global set of equilibrium prices, we can then backsolve for
national results. Within this context, we work with a log-linearized (percent-change)
representation of import demand, combined with generic export-supply equations. (See Francois
and Hall 1997). This reduced-form system, which only includes as many equations as there are
exporters, is then solved for the set of world (exporter) prices. The model is based on Francois
and Hall (2003).
A basic assumption is national product differentiation.106 As developed here, this means that
imports are imperfect substitutes for each other. The elasticity of substitution is held to be equal
and constant across products from different sources. The elasticity of demand in aggregate is also
constant. Finally, import supply is also characterized by constant (supply) elasticities. Such an
approach is consistent with the Armington (1969) approach to product differentiation at the
national level (See Francois and Hall 1997, Roningen 1997), or with the Flam-Helpman (1987)
model of firm-level differentiation (where firm-specific capital fixes varieties).
In this annex we spell out the basic structure of the model. This includes the development of
relevant own- and cross-price elasticities, and the inclusion of these terms in global supply and
demand definitions and market clearing conditions. It also includes the estimation of quantity and
price effects.

Elasticities
A critical element of the model approach developed here is the underlying own- and cross-price
demand elasticities. To arrive at these values, we start by assuming that, within each importing
country v, import demand within product category i of goods from country r is a function of
industry prices and total expenditure on the category:

(1)

M(i,v ),r = f (P(i,v ),r ,P(i,v ),s≠r , y(i,v ) )

where y(i,v) is total expenditure on imports of i in country v, P(i,v),r is the internal price for goods
from region r within country v, and P(i,v ),s≠r is the price of other varieties. In demand theory, this
results from the assumption of weakly separability. (To avoid confusion on the part of the reader
or the authors, Table 1 summarizes our notation).

By differentiating equation (1), applying the Slutsky decomposition of partial demand,
and taking advantage of the zero homogeneity property of Hicksian demand, we can then
derive the following (See Francois and Hall 1997):
(2)

N (i ,v ),( r , s ) = θ (i ,v ),s ( E m + E s )

106

This can result, in an Ethier-Krugman type model, if product varieties are fixed. It may also be a result of
national differences in product characteristics (like French vs. Australian wine).
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(3)

N (i ,v ),( r ,r ) = θ ( i ,v ),r E m − ∑θ ( i ,v ),s E s = θ ( i ,v ),r E m − (1 − θ ( i ,v ),r ) E s
s≠r

where θ(i,v ),s is and expenditure share, and EM,v is the composite demand elasticity in importing
region v. 107

National Demand and Supply Equations
Having defined own-price and cross-price elasticities, we next need to define demand for national
product varieties. In addition, we will need national supply functions if we are to specify full market
clearing.
Defining Pi,r * as the export price received by exporter r on world markets, and P(i,v ),r as the internal
price for the same good, we can link the two prices as follows:

(4)

P(i ,v ),r = (1 + t (i ,v ),r ) Pi ,r * = T(i ,v ),r Pi ,r *

In equation (4), T = 1+ t is the power of the tariff (the proportional price markup achieved by the
tariff t.) We will define export supply to world markets as being a function of the world price P*. 108

(5)

X i,r = f (Pi,r *)

Differentiating equations (1), (4) and (5) and manipulating the results, we can derive the following:

(6)

Pˆ(i,v ),r = Pˆi,r * + Tˆ(i,v ),r

(7)

Xˆ i,r = E X (i,r)Pˆi,r *

(8)

Mˆ ( i ,v ),r = N ( i ,v ),( r ,r ) Pˆ( i ,v ),r + ∑ N ( i ,v ),( r , s ) Pˆ( i ,v ),s
s≠r

where ^ denotes a proportional change, so that xˆ =

dx
.
x

An important point to make here is that while we center the discussion in the text around
production for export, one can also include domestic production for domestic consumption within
our framework. In particular, we can index home market demand through equation (11), supplied
as is other demand for production through equation (10). This means that, when data on domestic
production (or intra-EU trade data) are available, we can include domestic industry effects by

modeling home market trade in addition to foreign trade, using a non-nested import and
domestic demand structure.
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For fish products, our elasticities are -1.2 for total demand, 0.5 for supply, and 2.5 the Armington elasticity. For
clothing the values are -0.3. 1.5, and 10.
108
Subsidies are introduced below in equations (5) and (7). They are left out at this stage to keep the exposition cleaner.
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Global equilibrium conditions
From the system of equations above, we need to make further substitutions to arrive at a workable
model defined in terms of world prices. In particular we can substitute equations (6), (2), and (3) into
(8), and sum over import markets. This yields equation (9).

(9)

ˆ
M
i,r

ˆ
ˆ
ˆ
= ∑M
(i,v ),r = ∑ N (i,v ),(r,r )P(i,v ),r + ∑ ∑ N(i,v ),(r,s)P(i,v ),s
v

v

v

s≠r

= ∑ N(i,v ),(r,r )[Pr * +Tˆ(i,v ),r ] + ∑ ∑ N(i,v ),(r,s)[ Pˆs * + Tˆ(i,v ),s ]
v

v

s≠r

We can then set equation (9) equal to the modified version of equation (7).
global market clearing condition for each export variety.

(10)

ˆ = Xˆ ⇒
M
i,r
i,r
E
Pˆ * = ∑ N
X (i,r ) i,r

Pˆ

(i,v ),(r,r) (i,v ),r

+ ∑ ∑ N(i,v ),(r,s)Pˆ(i,v ),s
v

v

This yields our

s≠r

= ∑ N(i,v ),(r,r )[Pr * +Tˆ(i,v ),r ] + ∑ ∑ N(i,v ),(r,s)[ Pˆs * + Tˆ(i,v ),s ]
v

v

s≠r

Equation (10) is the core equation for the system implemented in the spreadsheet example in
Section 4. For any set of R trading countries, we can use equation (10) to define S<R global
market clearing conditions (where we have R exporters). If we also model domestic production,
we will have exactly R=S market clearing conditions.
Own- and Cross- Trade Effects
The SMART model employed measures called trade creation and trade diversion to quantify the
effects of trade liberalization. Here, we briefly discuss the comparable measures. It turns out that, in
the case of a single, small country, these are identical to the SMART equations for these values.
Because these are not actually the Vinerian trade creation and diversion measures, we instead will call
them own- and cross-trade effects.
Within the system developed above, assume that world prices are fixed, so that price changes are
simply driven by tariff changes. In this case, for a single country we have:

(11)

ˆ
ˆ
ˆ
M
(i,v ),r = N (i,v ),(r,r)P(i,v ),r + ∑ N (i,v ),(r,s)P(i,v ),s
s≠r

= N(i,v ),(r,r)Tˆ(i,v ),r + ∑ N(i,v ),(r,s)Tˆ(i,v ),s
s≠r

Where we can further decompose equation (11) into an own-price and cross-price trade effect:

(12)

Own-Trade Effect:
TC(i,v ),r = M(i,v ),r × [N(i,v ),(r,r )Tˆ(i,v ),r ]

(13)

Cross-Trade Effect: TD(i,v ),r = M(i,v ),r × ∑ N(i,v ),(r,s)Tˆ(i,v ),s
s≠r
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In equations (12) and (13), we have defined own-price (or “trade creation” in SMART) as trade
generated by direct tariff reductions for the product concerned, and cross-price (or “trade
diversion” in SMART) as trade changes generated by changes in tariffs on imports from third
countries. These are really just a special case of the cross-price and own-price effects that make
up import demand in equation (9) and equation (10).
The Excel solver is used to solve the excess demand conditions specified in equation (10) above
for equilibrium prices in the counterfactual. This involves specifying one of the R excess demand
functions for exports as the objective function, with the other excess demand functions then
specified as constraints. (For more on the use of the Excel solver for solving computational
models, see Francois and Hall 1997, and Devarajan et al 1997).
Subsidies
Full model implementation also includes subsidies on production and exports. This makes
necessary the following changes to the basic theory:

[

Xˆ i,r = E X (i,r) Pˆi,r * +Gˆ i,r

(14)
(15)

(

) ([

][

Pˆ(i,v ),r = 1 + Pˆi,r * ⋅ T(i,v ),r 1 / T(i,v ),r

]

] )⋅ ([S ] /[S ])− 1
0

(i,v ),r 0

(i,v ),r 1

where

[S ]

(i,v ),r j

Gi ,r

The subsidy paid for export of product i from region r to region v in
time period j=0,1 and where S=1+s and s is the ad valorem subsidy
rate (as a share of world price), so that an exporter receives a
subsidy of s for each unit of revenue earned directly by exports.
A production subsidy in region r.

While the model is solved for world prices, producer and consumer prices will vary from world
prices by the combined effects of import tariffs, production subsidies, and export subsidies. In
addition, while tariff revenue is netted against consumer surplus to obtain net consumption
benefits, producer and export subsidies must also be netted against producer surplus to obtain
production benefits. Full implementation also allows for own-trade (i.e. domestic absorption),
such that the import demand elasticity is replaced by the aggregate demand elasticity (see
Francois and Hall 1997).
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Table 1
Notation
Indexes
r,s
v,w
i

exporting regions
importing regions
industry designation

Qi ,v

Parameters
The composite good in region v.

AV

An efficiency term calibrated so that the price of Q, P=1.

γ (i ,v ),r

The CES expenditure weight term
The CES exponent term, where the substitution elasticity

ρ
Es
Em,(i,v)

ES =

1
1− ρ

elasticity of substitution
aggregate import demand elasticity
Defined for aggregate imports M(i,v ) and composite price P(i,v )
=

Ex,(i,r)

∂M(i,v ) P(i,v )
⋅
∂P(i,v ) M(i,v )

elasticity of export supply
=

∂X (i,r) P(i,r ) *
∂P(i,r) * X (i,r )

θ(i,v),r

Calibrated coefficients
own price demand elasticity
cross-price elasticity
The power of the tariff, T=(1+t)
demand expenditure share (at internal prices)

φ(i,v),r

export quantity shares

N(i,v),(r,r)
N(i,v),(r,s
T(i,v),r

θ (i ,v ),r = M (i ,v ),r T(i ,v ),r / ∑ M (i ,v ),s T(i ,v ),s
s

φ(i,v ),r = M(i,v ),r / ∑ M(i,w ),r
w

M
X
P
P*(i,r)
P(I,r),v
t (i,r),v

Variables
imports (quantity)
exports (quantity)
Composite domestic price
World price for exports from region r
Internal prices for goods from region r imported into region v.
Import tariffs for goods from region r imported into region v.
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