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Trade Issues in the Context of the New Global Compact with Africa

1. The Executive Secretary of the Economic Commission for Africa, Dr. K.Y.

Amoako, in introducing the "New Global Compact with Africa" to the Eighth

Session of the Conference of African Ministers of Finance in Addis Ababa, Ethiopia

on 21 November 2001 stated that "with regard to trade"

"We are caught in another mini vicious circle. We have been badly hit by declining terms of

trade and market share for our primary commodities, compounding structural weaknesses in

our economies, including transport bottlenecks, and the failure to diversify and industrialize.

As in the case of aid, there needs to be a way in which poor countries can agree in advance

with rich countries on what they can expect by way of trade guarantees, over a longer time

horizon, so that this can be factored into the growth equation. Domestic subsidies and other

protectionist measures by developed countries must be eased and eliminated as a critical

part of moving from aid to self-reliance. This means that some preferential access, at least

in the short run, may be necessary to give poor countries a jump-start. As we heard from

the experts last week, the existing preferential access agreements are non-contractual,

unilateral and unpredictable in nature.

Building on these issues, A New Global Compact with Africa would have a trade

component: in return for market access and preferential treatment for their goods, African

countries would undertake to exploit these opportunities fully. The quid pro quo would be

for African countries to put in place policies that encourage exports, attract private

investment, and stimulate diversification. More careful consideration also needs to be given

to the pace and timing of trade liberalisation, so that trade is used to stimulate, not

undermine, industrial growth and development.

A key feature of the compact regarding trade, learning from the Marshall Plan, would be the

inclusion of a requirement that Africa accelerate its progress in regional trade and monetary

cooperation. The private sector within Africa and our partner countries have a joint stake in

successful regionalization (see opening statement).

2. Based on these observations of the Executive Secretary, it is possible to

identify key areas of focus for the "Compact with Africa" on issues of "Trade and

Investment". These could broadly be clustered as follows:

(i) Market access issues;

<ii) Africa's trade dependency and its marginalisation in the global

economy;

(iii) Industrial policy in Africa and diversification; and

(iv) Africa in the multilateral trading system and the WTO

3. These are, in my view, important issues on trade that the Compact should

address. It is essential that the Compact, through consultations between African

countries and their development-partners, find realistic and pragmatic modalities for

moving forward the process of effectively integrating Africa into the global

economy. While a number of Agreements exist for Africa to co-operate with the

international community to promote Africa's trade, these have largely been
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unsuccessful in achieving this goal. New modalities of doing business would n,eecj_

to be identified and instituted, if Africa is to become a major p

economy. \

Market Access Issues

4. Considerable differences persist in the level of effective market access as

committed by various members in the Uruguay Round Agreements. These

differences include, but are not limited to, border protection levels, discrepancies

between applied and bound rates, trade-weighted and single average tariffs, tariff

peaks, tariffication, high seasonal tariffs, application of tariff quotas and the scope

of special safeguards. The existing differences have to be dealt with and narrowed

in the course of the negotiations on the modalities establishing specific tariff

reductions and other market-access commitments. The current issues on market

access for developing countries, including those in Africa, regarding access of their

products to markets of developed countries have centered on the following:

• Improved market access of products of developing countries to

these markets;

• Impact of export subsidies in developed countries on production

and exports of developing countries;

• Impact of domestic support measures in developed countries on

economies of developing countries;

• Multifunctionality of agriculture;

• Food security;

• Sanitary and phytosanitary measures as they relate to agricultural

products and technical barriers to trade;

• Special and differential treatment for developing countries,

including assistance to eliminate their lingering supply constraints;

and

• African countries would undertake measures to improve the use of

information technology in marketing, distribution and pricing of

agricultural products, such as done by Uganda coffee growers

5. The aim of the multilateral trade negotiations under the Uruguay Round

Negotiations and the WTO have been to try to establish rules and disciplines that

are genuinely fair and equitable for both food-importing and food-exporting

countries, as well as for developed and developing countries and to allow the

coexistence of the various types of agriculture among members. Furthermore, the

objective of the negotiations on agricultural market access have been to maximize

improvements in market access opportunities and to make the structure of tariff

bindings for WTO members more uniform.
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6. Accordingly, WTO members have been struggling to agree on a variety of

approaches and modalities to achieve the following:

♦ Lowering of tariff rates and binding them, but not limited to zero/zero

initiatives for agriculture;

♦ Expanding market access opportunities for products subject to tariff

rate quotas {TRQs);

♦ Reduction in the disparity between applied and bound tariff rates;

♦ Simplification of complex tariff regimes;

♦ Greater certainty and transparency in the operation of tariff regimes;

♦ Disciplines governing administration of TRQs and transparency and

competition for the imports by state trading enterprises; and

♦ Improved market access to the benefit of the least-developed WTO

members.

7. On market access issues, the Compact with Africa would need to identify

key issues for negotiations between African countries and their development-

partners that would need to be addressed by both sides if progress is to be made

to improve such market access. A number of initiatives currently exists which are

designed to improve market access of products of developing countries, especially

LDCs, in markets of developed countries. These include the Cotonou Partnership

Agreement of the European Union (EU) and the Africa, Pacific and Caribbean Group

(ACP), which is a follow-up to the Lome Conventions; the Africa Opportunities

Growth Act of the United States, and many other unilateral decisions by developed

countries, such as Canada and the Nordic countries to improve market access of

products of LDCs. These notable initiatives are not likely to yield much result,

unless complimentary measures are undertaken. However, as the Executive

Secretary of ECA has observed "existing preferential access agreements are non

contractual, unilateral and unpredictable in nature. The Compact would therefore

need to identify complimentary measures needed to make these agreements

effective and operational, and more specifically "what African countries ought to

do" and in turn "what the international community should do". The matrix of

actions required by both sides would look as follows:

Required Actions by African Countries:

(i) African countries will agree to carry out and/or continue with

agricultural reforms;

(ii) African countries will agree to improve agricultural research and

extension services in order to improve agricultural production;

(iii) African countries would agree to improve utilisation of their water

resources, including irrigation, in order to improve productivity and

yields in agriculture;

(iv) African countries would agree to develop strategies for food security*

at country, sub-regional and regional levels; and
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(v) African countries would commit themselves to diversify their

economies from production of mainly primary products

Required Actions by Partners-in-Development

(i) Developed partners would agree to reform their agricultural policies, in

order to reduce and/or eliminate those that are harmful to Africa's

agriculture;

(ii) The EU would commit itself to review the "Common Agricultural

Policy" ;

(iii) Developed countries would agree to reduce and/or eliminate export

subsidies and domestic support measures which are detrimental to

Africa's agriculture and its exports;

(iv) Africa's development-partners would agree to review the impact of

non-tariff barriers, such as sanitary and phytosanitary and technical

barriers to Africa's trade, with a view to eliminating such barriers; and

(v) Developed countries would pursue with vigour the principles of

"special and differential treatment" for developing countries, especially

LDCs, and to work with African countries to make preferential access

agreements more effective and operational.

8. There are also many further steps that Africa's development partners could

take to liberalise their trade policies, including extending OECD preferences to all

stages of processing of primary products, eliminating from preference schemes

ceilings and quotas, and providing to all less-developed countries duty and quota

free import privileges.

Africa's Trade Dependency and its Marginalisation in the World Economy

9. Closer integration into the world economy has been one of the distinguishing

features of successful developing countries over the past twenty to thirty years,

but not in the case of Africa. Africa continues to depend heavily on production and

export of primary products and three important factors linked to this dependence

on primary product exports have been responsible for Africa's declining position in

world trade:

(a) Failure to diversify out of traditional primary commodity

exports into more dynamic export sectors;

(b) Slow growth in global demand for these primary

commodities, resulting in their reduced importance in

world trade and long-term decline in Africa's terms of

trade;



(c) Africa's declining market shares, even for traditional

exports.

10. Some of the factors that have been put forward in trying to explain Africa's

marginalisation in the world economy and international trade have included: slow growth of

output; lack of diversification of the production and export base; external factors that

impact negatively on African economies and their exports; internal factors that inhibit

expansion of external trade. Some have argued that at a fundamental level, Africa has

grown slowly because the level of investment and the efficiency of investment

have been too low to sustain a higher rate of growth.

11. The external environment which has a bearing on Africa's trade performance

include developments in the terms of trade, developed country trade policies, and

changes which have resulted from the GATT Uruguay Round of negotiations and

from the subsequent creation of the WTO. Furthermore, as already indicated

developing countries have faced certain restrictions on access to markets in the

industrialised countries. These have included voluntary export restrictions (VERs),

non-tariff barriers (NTBs) against imports of textile and clothing under the Multifibre

Agreement (MFA), NTBs against agricultural imports, escalation of import duty

rates according to the degree of processing and domestic agricultural production

and export subsidies in OECD countries.

12. Many have also argued that the external environment has had less impact on

performance of Africa's trade than have domestic policies. These people argue that

slow growth of exports in Africa was more due to domestic shortcomings than

external factors. Such domestic shortcomings may include poor policies, policy

reversals, institutional constraints or neglect of supporting infrastructure.

13. However, in recent years most African countries have been undertaking

macroeconomic reforms, such as price policy reforms, exchange rate realignment,

fiscal and monetary policy reforms as well as trade policy reforms. Most African

countries have carried out far-reaching reforms of their trade and exchange

systems over the past fifteen years. However, African countries appear not to have

moved far enough with trade reforms. The reasons include the fact that reforms

have generally been undertaken as part of donor-supported structural adjustment

programs, in which timing, phasing and scope of reforms may have been heavily

influenced by donor conditionality.

14. In the context of the Compact, assisting Africa to be effectively integrated in

the global economy and reduce its heavy dependency on production and export of

primary products would need to focus on a number of important issues. Concrete

actions and steps would need to be undertaken by African countries and others by

the donor community.



Required Actions by African Countries:

15. Required actions by African countries would need to include:

(i) African countries committing themselves to undertake appropriate

strategies and policies to diversify their production and export bases:

(ii) African countries agreeing to undertake measures in order to at least

regain lost market shares in their traditional exports, as a starting

point;

(iii) African countries would explore modalities for taking advantage of

new sectors and products that have emerged with globalisation and

liberalisation of the world economy;

(iv) African countries would commit themselves to make their private

sectors more dynamic in order to take advantage of new opportunities

in the world economy; and

(v) African countries would commit themselves to continue to undertake

macroeconomic reforms, such as price policy reforms, exchange rate

realignment, and monetary policy reforms as well as trade policy

reforms.

Required Actions by Partners-in-Development

16. Africa's development partners would in turn commit themselves to undertake

certain measures to assist African countries to diversify their production and export

bases, to improve productivity of their economies, and entry into new sectors and

products. Such actions could include:

(i) Easy access by African countries to new production and marketing

technologies of developed countries;

(ii) Sharing of research with African countries on new products and

varieties developed in the industrialised countries;

(iii) Technical and financial support to remove supply constraints in

African economies; and

(iv) Support to ECA in its efforts to disseminate "best practices" in

macroeconomic and trade reforms; and Support African countries in

their efforts to mainstream trade in their development strategies and

processes.

Industrial Policy and Africa's Development

17. Development cannot occur without industrialisation. At the core of the

development strategy for Africa should be the need to promote co-ordinated trade

development, and industrial policy in a regional integration framework with a stable

and predictable policy environment. Maintaining a credible and stable policy

framework is essential to minimising risks investors associate with possible policy
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reversal. Public policies charting the course of trade and industrialisation are

necessary because many African countries exhibit complex market imperfections

and market failures, which are associated with externalities and economies of

scale, imperfect and asymmetric information, co-ordination problems, deficient

capital markets and the absence of supporting institutions and skills.

18. Under such conditions, entrepreneurs are usually not prepared to undertake

the investments necessary for industrial take-off. Government intervention is

therefore required to provide protective support while at the same time promoting

competitiveness. For Africa, as regional integration advances and industries

become more competitive, countries need to accelerate the pace of removing trade

restrictions, which tend to create inward looking tendencies by local entrepreneurs

who do not seek export opportunities, thus preventing the economy from achieving

attainable higher growth.

19. A number of factors have inhibited the development of a dynamic industrial

sector in many Africa countries and include, the high cost of doing business;

perceived risk and uncertainty; and underdeveloped and inefficient financial sector.

Owing to insufficient investment finance as well as inefficient utilisation of public

resources, the existing physical infrastructure—roads, rails, telephones, and

utilities-became inefficient and thus increased transactions and transport costs.

Africa is ranked as the most risky environment to do business in the world and the

cost of doing business is higher than any where else due to a number of factors

including credibility of policy; inadequate and inefficient enforcement of contracts

and protection of property rights; and an inefficient institutional and regulatory

framework.

20. In the financial sector, most central banks still lack the capacity for effective

and efficient supervision and regulation. The range of financial instruments is very

limited and many financial institutions are fragile.

21. An important feature of globalisation is that it tends to reward people who

are highly trained, have sophisticated skills and strong entrepreneurial qualities

because they are better placed to operate successfully in a competitive

environment. It is investment in human and physical capital at home that produces

growth. It is not trade, it is not outward orientation, it is not globalisation, it is not

international competitiveness that raise growth, it is investment in human and

physical capital and the inducements for doing so.

22. Globalisation is a source of wonderful things, but it is also a source of

turbulence, and it is very important to ensure that important segments of the

population are not left behind in the process of market integration and rapid

change. In this respect, the second domestic strategy that is very important as a

complement to the "investment strategy" is the "strategy of social insurance".



Required Actions by African Countries:

23. In the framework of the "Compact with Africa", African countries would

need to commit themselves to undertake specific measures aimed at accelerating

the process of industrialisation in Africa. Such actions would need to include:

(i) African countries would commit themselves to formulating and

developing "domestic investment strategies", with industrial policy as

a central element of such strategies;

(ii) African countries would undertake measures to reduce the "high cost

of doing business in Africa', including investing in infrastructure

(roads, rails, telephones and utilities) as well as reducing bureaucratic

red-tape;

(iii) African countries would also commit themselves to take appropriate

measures to reduce the "perceived risk and uncertainty of investing in

Africa". Such actions would need to include improving the credibility

of policy by minimising policy reversals, putting in place adequate and

efficient measures for enforcement of contracts and protection of

property rights; and promoting an efficient institutional and regulatory

framework for investments;

(iv) Furthermore, African countries would commit themselves to invest in

human capital in order to develop an appropriate nucleus of

entrepreneurs in Africa, capable of taking advantage of the momentum

of globalisation and liberalisation;

(v) African countries would also undertake to formulate and implement

"strategies of social insurance" to ensure that important segments of

society are not left behind in the process of market integration and

rapid change; and

(vi) African countries would commit themselves to undertake appropriate

"agro-industrial strategies" in order to add value to their primary

products.

Required Actions by Partners-in-Deveiopment

23. Complimentary commitments in the framework of the Compact would need

to be made by Africa's development partners, if the policy of accelerating

industrialisation in Africa is to work. Such actions would need to include:

(i) Developed countries providing assistance to African countries to

assimilate new technologies and providing such technologies on

concessional terms;

(ii) Developed countries opening up their markets for processed and

manufactured products from African countries;



(iii) Reducing tariffication of processed and semi-processed exports from

African countries;

(iv) Providing technical and financial assistance for enterprenuership

development in Africa

24. These are some of the elements the "New Global Compact with Africa"

would need to contain in respect of trade, growth and Africa's development. Trade

has to become the engine of growth if the continent is to take advantage of the

process of "globalisation and liberalisation". Most are agreed that with their small

markets, except for a few countries, most African countries will not be able to

break out of the vicious circle of underdevelopment, poverty and low incomes,

unless they learn to take advantage of the larger markets provided by international

trade. Among the most important challenges of the Compact is "how to achieve

successful integration of African economies in the global economy".

Africa in the multilateral trading system and the WTO

25. Africa faces in the new millennium four basic and fundamental challenges

face Africa and these include:

• The challenge of effecting genuine development on the continent, with the

objective of poverty reduction, in a reasonable time frame;

• The challenge of adapting to the momentum of globalisation and

liberalisation of global trading markets in goods and services, within the

framework of a rule-based multilateral trading system (WTO), as well as

liberalisation of financial markets;

• The challenges of integrating the continent and eventually achieving an

operational African Economic Community;

• The challenges of technological advances and its impact on comparative

advantage of economies and regions, inclusive of the challenges of

harnessing the information age for development.

26. Globalisation and liberalisation of the world economy has indeed brought

about a window of opportunity for those economies that are able to take

advantage of the opportunities created by the expansion of world output and trade.

However, it is also acknowledged that the dividends have been unevenly

distributed, with concomitant marginalisation of some regions and sections of the

world population. Africa has been among the regions that have not faired well. In a

world of unequal economic and political power, creating a level playing field where

all actors are treated equally is indeed a difficult task, and yet if globalisation and

liberalisation of the world economy is to benefit all societies equally this has to be

the goal of the multilateral trading system.
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27. Significant efforts are being made to help developing countries, including

those in Africa, to be effectively integrated in the global trading system and the

world economy. However, many agree that much more needs to be done to create

a rule-based multilateral trading system that will benefit the greater majority of the

world population. There is no other area where vested interest often transcends

human dignity than in the field of trade. Accordingly, creating a level playing field

in international trade is an imperative. In the worlds of President of the Republic of

South Africa, His Excellency Thambo Mbeki, "Africa had little choice but to

embrace globalisation, but it should do so in pursuit of an ethical economy, capable

of creating equity, security and sustainable development".

27. The "New Global Compact with Africa" to be agreed between Africa and its

development partners would need to address the issues and modalities for building

co-operation which would give rise to a "rules-based" multilateral trading system

which is equitable and ensures that obligations and benefits from expansion of

world trade are shared equitably. In this respect, African countries would need to

undertake a share of their commitments, as would the donor community.

28. Among possible commitments that African countries would need to make

would have to include:

(i) Agreeing to become members and/or remains members of the World

Trade Organisation (WTO), within which most world trade

arrangements would be agreed;

(ii) Agreeing to adhere to the principles of a transparent and equitable

international trading system;

(iii) Improving the environment for international trade in their countries

within the framework of agreed commitments; and

(iv) Agree to co-ordinate and collaborate their positions on major trade

issues for negotiations.

29. In turn the development partners would need to agree to certain

commitments that could include:

(i) Commitment to a transparent and equitable international trading

system and any necessary reforms of the system that may be

required, with safeguards for ensuring adherence to such principles;

(ii) Commitment to assist African countries in multilateral trade

negotiations;

(iii) Commitment to provide technical and financial support for integration

of African economies in the global trading system;

(iv) Commitment to assist African countries in accession to the WTO
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