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I.
Introduction


During the period of about 25 years which ended in February 2000, the trade and other economic relations between the EU and ACP states were governed by a series of Lome Conventions.  The Lome trade regime provided preferential access to the EU market for the ACP states covering a wide range of export products subject to certain restrictions related to the so-called “sensitive” products and rules of origin.  The EU’s future trade policy towards African members of the ACP states, beyond the Lome trade regime, has been articulated in various proposals leading to the ACP-EU Cotonou Partnership Agreement which was signed in Cotonou (Benin Republic) in June 2000.  This is a twenty-year agreement which contains a clause allowing it to be revised every five years.  It is meant to be a comprehensive arrangement governing the aid and trade relations between the EU and ACP countries.  But it does not yet include the trade elements.  Instead, the Agreement indicates the commitment of the countries involved to negotiate, as from September 2002, a new set of WTO-compatible trade arrangements which shall come into force on 1 January 2008.


Although its trade elements are not yet in place, the Agreement already clearly indicates that these trade elements will represent a major departure from those associated with the Lome Convention.  In particular, to the extent that they must be WTO-compatible, it is implied that the new arrangement will transform the non-reciprocal trade preferences embedded in Lome into a relationship based on reciprocity.  This proposed transformation means that, for the first time, the African countries in the ACP group are confronted with the need to negotiate their trade relations with the EU.


Prior to and during the projected negotiations, the affected African contries will (either as individuals or within sub-regional groups) have to explicitly address a number of critical issues.  Some of the key ones among these include assessing the costs and benefits of the trade arrangements specified in the Agreement, whether the transition period proposed will be adequate, how much of the existing trade preferences can be retained by which set of African countries and for how long, what would be the extent of reciprocity, what would be the cost of adjustment involved with the obligations associated with reciprocity, and whether the financial and other assistance promised by the EU will be adequate to offset the cost.  Another important issue relates to the technical feasibility of the proposed negotiations, including whether African countries should negotiate as individuals or in sub-regional groups, as well as the negotiating capacity at both the national and regional level.


Finding appropriate ways to address these issues, and address them adequately, constitutes the essential focus of the preparation envisaged in this paper.  But it is also important to more fully understand the context within which these issues should be addressed.  Hence, the paper also explores the contextual questions.  In particular, section II of the paper focuses on the question whether African countries should negotiate at all.  In doing this, the paper identifies the full range of available options from which the affected African countries must make their choices; it identifies the countries that do not need to negotiate, and discuss the negotiating modalities for those which have to negotiate.  Section III focuses on negotiating structures and schedules; while Section IV discusses, in some detail, the preparations necessary for the African countries which will engage in negotiations.  The paper ends with some concluding comments in Section V.

II
Which Countries should Negotiate?


To negotiate or not?  Which country should negotiate, why and how?  These are important questions whose exploration must precede a discussion of the issue of preparing for the negotiations.  Answering these questions requires an identification of the options open to the African members of the ACP group.


The EU has proposed that the new arrangements between it and the ACP states should be WTO compatible.  There are two ways to achieve this.  One is for the EU to stop discriminating by granting the same non-reciprocal trade preferences to all developing countries of similar levels of development as the ACP group.  The other is to transform Lome preferences into free trade agreements (FTAs) in accordance with GATT Article XXIV.  The EU has settled for the second method.  This means that the proposed FTAs must respect the guidelines of the relevant GATT rules and hence liberalize “substantially all trade” among the parties over a “reasonable period of time” which is usually taken to be about 10-12 years.


But signing FTAs with the EU is only one of the options open to African members of the ACP group.  The proposals suggest that the least-developed countries (LDCs) in the group have the option of retaining their existing non-reciprocal trade preferences.  It is thus only the non-LDCs, there are three options from which to choose.  Some may decide to accept the proposal to negotiate and enter into FTAs with the Eu.  Some may choose not to negotiate and, in this case, accept to be placed under the generalised system of preferences (GSP) of the EU.  Finally, others may choose neither to negotiate FTAs nor accept the GSP but consult with the EU with a view to designing another type of trade arrangement.


The LDCs don’t have to negotiate for several reasons.  Their existing preferences can be extended since these are no longer unique to ACP states.  For this group of countries, reciprocity does not offer any real prospect of gaining further access to the EU market, they obviously have no incentive to join in the negotiation of FTAs that will simply result in the opening of their markets to European products.  The EU’s trade policy towards all LDCs (whether or not they are part of the ACP group) recognizes the special fragility of their economies and this is the consideration which gives them a special treatment.  There is some suggestion that other “vulnerable” countries, such as those that are landlocked or are islands may attract the same special treatment.


Thus, the ACP members of this special group of countries may choose not to open their markets to the EU and retain their existing non-reciprocal trade preferences with the added assurance that whatever happens, they will continue to have free access to the EU for essentially all their export products.  This special treatment has evolved since the late 1990s.  By January 1999, the EU had made its GSP for all LDCs equivalent to the Lome trade preferences previously reserved for only ACP partners.  This special GSP allows up to 99% of the export products of all LDCs into the EU market free of duty.  The EU also started, in 2000, a process which by 2005 will expand this degree of duty-free access to its market for all LDCs.  More specifically, if the EU proposal titled “Everything But Arms” is adopted, then all LDC export products, including agricultural, could enjoy free access to the EU.


Given the options open to them, non-LDC members of the ACP group which choose to negotiate FTAs with the LEU may do so through regional groupies or individually.  Questions have been raised regarding whether the EU will want or be able to negotiate a series of individual economic partnership agreements with so many small African countries.  But both its own proposals prior to the Cotonou Parternship Agreement as wll as its recent behaviour in practice would appear to keep this option open.  For example, its identification of UEMOA as the only regional grouping it could sign an EPA with withing West Africa suggests its willingness to deal with such countries as Ghana and Nigeria as potential individual EPA partners.  In addition, the Euro-Mediterranean trade agreements with Morocco and Tunisia, and the even more recent FTA with South Africa suggest that the EU may not be completely averse to negotiating EPAs with individual non-LDC African members of the ACP group.


There is no doubt, however, that the EU appears to have a strong and explicit preference for negotiating EPAs with regional groupings of African countries.  In addition to the other advantages claimed for this option, the designers of regional EPAs argue that the option will limit the number of agreements (which helps to conserve the negotiation resources of the EU) and contribute to sustaining the intra-regional integration efforts of African and other ACP states.  But whether this option helps to deepen intra-African regional integration or not, it is clearly up to the individual countries to decide whether they wish to entrust their negotiating mandate to a sub-regional grouping.


In selecting this option, African countries must also consider the technical feasibility of implementing it.  In other words, they must examine the preconditions that they must be satisfied before they can negotiate and establish regional EPAs with the EU.  The effectiveness with which African countries can function, in the context of EPA negotiations, as regional groupings depends critically on the progress of their own regional integration process.  Given the projected schedule of negotiations, considerable progress in regional integration process in Africa needs to take place over a very short period of time.  It is far from being clear that such progress is, in fact, achievable.


For instance, a regional grouping must be an effective free trade area or accustoms union before it can negotiate and sign an EPA with the EU.  Apart from SACU, it is not clear that other intra-African regional groups have achieved this status in reality rather than rhetoric.  In addition, negotiating an EPA as a regional group involves a prior negotiation among the member states of the group to decide on a common negotiating mandate and strategy.  It may also require delegating the power to negotiate and reach agreement with the EU to a supranational body.  These pre-conditions pose considerable difficulties for many poetential African regional groups.  Many African countries belong simultaneously to more than one sub-regional group.  But each country can be involved in the negotiation in the negotiation of a regional EPA within the framework of a single regional group.  Membership overlap is a problem that has plagued regional integration efforts for a long time.  The forthcoming negotiations in the context of the ACP-EU trade agreement may, indeed, force African countries to make appropriate choices and thus resolve this long standing problem once and for all.


Furthermore, all intra-African regional integration schemes contain both LDCs and non-LDCs.  Since these two categories of countries are treated so radically, differently in the EU negotiating proposals, it is difficult to see how consensus can be obtained on regional negotiating mandate and strategy.  The regional groupings explicitly identified in the EU proposals include UEMOA, CEMAC, EAC and SADC.  Each of these features the characteristic specified above.  Each of them will therefore be faced with the problem that arises from the differentiation, in terms of treatment by the EU proposals, by level of development.  SADC will also face its own quite unique problem which derives from the membership of South Africa, a country that has already signed a separate FTA with the EU.


Finally, one must note that the trade negotiation capacities of African countries are not particularly strong and that those of the regional groups are virtually non-existent.  These capacities must be considerably strengthened if really meaningful negotiations with the EU are to take place.  Doing this is not necessarily impossible.  But it is made considerably more difficult by two key factors.  First, the time available to prepare for the negotiations is very short.  Second, there are other negotiations (such as those in the WTO) that will take place simultaneously.  The combined effect of these two factors could be to worsen the situation for many African countries and regional groups by over-stretching what is to begin with a limited and inadequate negotiation capacity.


African members of the ACP group which are non-LDC and choose not to negotiate an EPA with the EU either individually or as part of a regional group have two choices.  They may accept to revert to the GSP or seek an alternative trade arrangement with the EU.  The reversion to GSP appears to be virtually automatically for non-LDC unwilling to negotiate an EPA; the second option appears to be subject to further study and review by the EU.


The GSP has several defects that may discourage the choice of this first option.  The GSP is unilateral and is offered at the discretion of the EU which may also withdraw the offer at will.  It is also not as good as the trade preferences provided by the Lome Convention.  In particular, the African non-LDCs which move from Lome Convention trade regime to the GSP arrangement are likely to suffer a significant loss of preferences.  The African countries that would be most negatively affected include Cameroon, Cote d’Yvoire, Ghana, Kenya, Mauritius, Nigeria, Senegal and Zimbabwe.  One study estimates that if EU’s normal GSP is applied to all non-LDC ACP countries, a total loss of Ecu 767 million per year would be suffered.  Much of this loss (over 65%) would occur in sugar.  But other vulnerable products include tuna, bananas and beef.  The list of products most badly affected suggests that much of the estimated loss arises because the GSP does not cover the commodity protocols associated with the Lome Convention.


In comparison with Lome preferences, the GSP option is associated with other disadvantages.  The tariffs and non-tariff reductions and exemptions are less generous than those offered by the Lome Convention; the rules of origin applicable to the GSP are also stricter.  Finally, and again in comparison with Lome preferences, the GSP covers fewer products; i.e. 45% of tariff lines as against as much as 95% in the case of Lome.


The non-LDC ACP states which choose not to negotiate on EPA with the EU and do not wish to revert to the GSP have one final option.  According to Article 37.6 of the Cotonou Partnership Agreement, the EU will, in 2004, “examine all alternative possibilities, in order to provide these countries with a new framework for trade which is equivalent to their existing situation and in conformity with WTO rules”.  This presents a problem at the technical level, however.  It is difficult to design an arrangement for the non-LDCs which both maintains the Lome preferences and is, at the same time, WTO-compatible.

III.
Negotiating Modalities, Structures and Schedules


Article 36 of the Cotonou Partership Agreement states that “the Parties agree to conclude new WTO compatible trading arrangements” whose primary objective would be “removing progressively barriers to trade between them”.  It is suggested, however, that the negotiations will be as flexible as possible so as to take account of the level of development and the socio-economic impact of trade measures on ACP countries and their capacity to adapt and adjust their economies to the liberalization process.  Particular areas in which “flexibility” will be exercised in the negotiation process include the provision of a “sufficient” transitional period, the degree of asymmetry in terms of time-table for tariff dismantlement, and the final product coverage.  But, in the end, the extent of “flexibility” is to be disciplined by the requirements for WTO-compatibility.


The Cotonou Partnership Agreement explicitly recognizes the need for and provides a preparatory period before negotiations of the new trade agreement can start.  This is specified as the period between the signing of Cotonou (June 2000) and the start of formal negotiations (September 2002, a period of over 2 years.  Article 37 provides that this period shall be actively used for the following:

· make initial preparation for the negotiations

· implement measures for capacity-building in the public and private sectors of ACP countries

· implement measures to enhance competitiveness, strengthen regional organizations and support regional integration initiatives

· implement measures for upgrading infrastructure and for promoting investment.

The Agreement specifies two critical assessment milestones for the evaluation of the negotiation process.  The first will occur in 2004, i.e. two years into the negotiation.  At this point “the Community will assess the situation of non-LDCs which, after consultation with the Community decide that they are not in a position to enter into EPAs and will examine all alternative possibilities in order to provide these countries with a new framework for trade…” Thus, for this assessment milestone, the EU is firmly in the driver’s seat.  The second milestone will occur in 2006, a further 2 years into the negotiations.  This assessment involves both the negotiating ACP states and the EU.  The relevant section of Article 37 states that “the Parties will in 2006 carry out a formal and comprehensive review of the arrangements planned for all countries to ensure that no further time is needed for preparations or negotiations”.

The period of negotiation spans these two assessment milestones, of course.  Formal negotiations of the new trade arrangements are scheduled to begin in September 2002 and end by 31 September 2007, so that the new arrangements can enter into force on 1 January 2008.

IV.
Preparations for Negotiations


In deciding whether or not to negotiate an EPA with the EU, it is necessary for African non-LDCs to very carefully consider the implications of negotiating and implementing such an FTA for their economies.  This consideration could suggest that, for many of them, it may not be feasible to enter into a meaningful FTA with the EU in the time-frame proposed for various reasons.  For instance, it is not self-evident that most African economies are sufficiently competitive to withstand the premature and large scale introduction of duty-free imports from the EU; if it is allowed to occur, the associated adjustments costs, with the added problem associated with the fact that the integration process within these groups, is quite limited.  In these circumstances, reciprocal access is likely to be of most immediate benefit to the EU while carrying the very realistic threat of considerable loss of import revenues for many African non-LDCs that are known to be heavily dependent on import duties for their fiscal revenue.


These likely negative effects of entering into EPAs with the EU as proposed in the Cotonou Partnership Agreement can no longer be regarded as mere speculations.  In 1998, the European Commission requested a number of independent consultants to assess the feasibility of the proposed WTO-compatible EPAs and the economic impact that they would have on the ACP economies if established.  The results of these studies broadly confirm the following conclusions:

· there would be a negative impact on customs revenues; while the magnitude would vary across countries and regions, they could be quite substantial for some countries; diversification of fiscal/receipts would not compensate for this in the medium term:

· for some countries the trade diversion costs associated with the establishment of EPAs would exceed the trade creation benefits; the diversification of African trade with non-EU trade partners would thus be hindered;

· while the impact, positive or negative, on the process of intra-African regional integration remains unclear, it seems certain that by treating different countries belonging to the same regional grouping differently (in terms of market access to the EU), the EPAs are likely to complicate further the problems associated with intra-African regional integration;

· the feasibility of negotiating EPAs is, for many intra-African regional groups, quite doubtful, for reasons of lack of technical capacity and common interest;

· EPA with the EU could end up pushing African countries to liberalize their trade regimes at a sub-optimal rate as compared to what they would do either unilaterally or in the context of multilateral trade negotiations.

It is important to bear in mind, however, that the research results underpinning these broad conclusions were generated by studies that suffer from several limitations.  The studies were mainly desk-based and often lacked quality data.  Their calculations rested on a series of rather strong assumptions, while the use of different methodologies renders the results of the studies difficult to compare.  These defects strengthen the need for further research on the future trade relations between African countries and the EU.  Such research is, in any case, an important part of the preparations that should take place prior to the decision by any African country to participate and actual participation in the negotiations aimed at establishing the EPAs.  The new studies should take into account the global environment, including such developments as the on-going reviews and negotiations at the WTO and the possibility of a new Round of multilateral negotiations where the proposals relating to zero trade barriers for all least-developed countries may be discussed and approved.  In addition, the studies should take account of unfolding events and developments related to the trade policy of the EU, including its current GSP for the least-developed countries, the review of the standard GSP in 2004, as well as the enlargement of the EU and the resulting deeper integration with East European countries.  It would also be useful for the studies to explore the comparative experiences of the Euro-Mediterranean FTAs (particularly with respect of Morocco and Tunisia) as well as the recent EU-South Africa FTA.

The proposed research should obviously include regional studies of the impact of EPAs, focusing on the sub-regions that African countries consider appropriate, and paying particular attention to such issues as the:

· inclusion of LDCs and non-LDCs in each region;

· membership overlap across African sub-regional integration schemes;

· current levels of regional integration processes;

· distinction between African sub-region units and those identified by the EU as likely regional EPA partners;

· views of key regional actors and stakeholders (in the private and public sectors as well as civil society) with particular reference to commonality of interests;

· existence (or otherwise) of a regional negotiating mandate, authority and structure;

· level of harmonization and coordination of regional trade policy and institutions;

· regional capacity to negotiate and implement FTA obligations.

In addition, the research should include complementary country case studies of the impact of EPAs, focusing on such issues as:

· the effect on revenue, industrial output and export performance as well as their implications for investment and employment;

· the trade creation and trade diversion effects, including the consequences for trade diversification with non-EU partners;

· the balance-of-payments effects of relative import surges and export growth;

· the robustness of human and institutional capacity to negotiate and implement an FTA with the EU;

· comparative analysis of the impact of an FTA with the EU with that of the multilateral option which allows each country to implement its own trade liberalization strategy, at its own pace and on an mfn basis;

· overall evaluation of the country’s trade regime;

· identification and analysis of the country’s key import and export products, their current trends, and how these trends are likely to be influenced by an EPA with the EU.

As the orientation of the proposed studies suggests, the first step in preparing for future negotiations on the trade elements of the ACP-EU Cotonou Agreement is essentially domestic.  It includes, for each country or region, and identification of long-term trade interests within the framework of sustainable overall development strategies.  It is around these that appropriate negotiating strategies should be developed.

V.
Concluding Remarks


It is clear that it is not necessarily all the African members of the ACP group that should participate in negotiating the proposed EPA with the EU.  As Table 1 shows, as many as 34 of the 48 African countries in the ACP group are classified as least-developed countries (LDCs).  These LDCs do not have to negotiate EPA with the EU since they are not able to retain their non-reciprocal benefits.  Of the remaining 14 African non-LDCs, one, i.e. South Africa, has already signed a separate FTA with the EU.  Therefore, there are only 13 African countries which must decide whether to participate in the negotiations or not.  The need for studies and other pre-negotiation preparation also supplies only to these countries, except in cases where regional EPAs which combine them with other countries are aimed for.

Table I

African Countries in the ACP Group

	Least Developed Countries (LDCs) (34)
	Non-LDCs   (14)

	Angola                    Liberia*

Benin                      Madagascar

Burkina Faso          Malawi

Burundi                  Mali

Cape Verde*          Mauritania

Centr.Afr.Rep.       Mozambique

Chad                      Niger

Comoros*             Rwanda

DR of Congo         Sao Tome &

Djibouti                 Principle

Equat. Guinea*     Senegal

Eritrea*              Sierra Leone

Ethiopia**         Somalia*

Gambia              Sudan**

Guinea               Tanzania

Guinea Bissau   Togo

Lesotho              Uganda
	Botswana

Cameroo

Congo

Brazzaville

Cote d’Yvoire

Gabon

Ghana

Kenya

Mauritius

Namibia

Nigeria

Seychelles**

South Africa****

Swaziland

Zimbabwe


*
not a WTO member

**
observer status at WTO.  Observers must start accession negotiations within five years of becoming observers

****
South Africa formally joined ACP group in April 1998.  It does not benefit from Lome trade preferences.  It has concluded a separate FTA with the EU.  Under the WTO it is considered as a developed country.

These countries and their regional integration schemes need to recognize several constraints, if they choose to participate in negotiating EPAs with the EU.  First, they will be negotiating not necessarily to gain new concessions from the EU but primarily as a defence against the loss of what they already have.  Second, their room for manouvre will be quite strictly limited, partly by the WTO rules relating to FTAs and partly by the options established by the EU.  Third, the negotiations will be carried out in the context of considerable uncertain, given that so many other developments will be unfolding simultaneously both at the global level and in the EU itself.  These factors will together pose a difficult challenge for those African countries which decide to negotiate.
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