REPORT BY THE GOVERNMENT OF THE 

REPUBLIC OF SOUTH AFRICA

I. Introduction

1. This is South Africa’s third trade policy review since the advent of democracy in 1994. The trade policy review takes place amid the most serious financial crisis and global economic downturn in generations which threatens livelihoods, jobs and social cohesion across the globe. The unfolding financial crisis that emerged in September 2008 comes on the heels of a major global shock from high food and fuel prices that has imposed a heavy economic burden on many countries and significantly increased the incidence of poverty and vulnerability. Regrettably, the significant gains registered by some developing countries including South Africa towards meeting the Millennium Development Goals (MDGs) would be in jeopardy. Renewed efforts are required to keep us on track towards the Millennium Development Goals, cognisant of the reality that poverty anywhere constitutes a danger to prosperity everywhere.
2. Globalisation requires open markets and fair rules. But balanced and sustainable global growth needs much more that this: it requires that the nations of the world to cooperate deliberately in an ongoing collective endeavour.  Such cooperation does not come cheaply. It requires that each country cede a degree of its national sovereignty for the realisation of the collective good. Such commitments may be more difficult to mobilise than all the funds required to respond to the economic crisis, but global action is needed to ensure that the hard won gains of the last decade are preserved and that conditions for future progress are restored. South Africa stands ready to make whatever contribution it can, within its means, to support a truly collective commitments.
3. The South African economy has shown signs of growth since the beginning of the new millennium. This has seen the deepening of structural changes such as the emergence of the services, low inflation levels and real interest rates, increased gross fixed capital formation and changes in consumer consumption patterns. These structural changes have had a positive impact on economic growth. The growth in the economy can be attributed to a positive political transition, sound macro economic policies and favourable global economic conditions.
4. While strong economic fundamentals exist there is a need for a more focused approach to support continued economic growth and employment creation in order to achieve the goals of reducing poverty and unemployment by 2014. Raising investment levels, increasing labour-absorption, broadening economic participation and increasing competitiveness have been identified as key areas of intervention in the economy where government can make a positive impact.
II. Developments in the macro-economy
5.
The economy grew at an average of 5% over the last five years. The economy has been growing uninterrupted for eight consecutive years propelled, among others, by robust consumer spending, strong fixed investment activity, and surge in commodity prices.  The gross domestic expenditure, which comprises consumer spending, general government spending as well as fixed investment activity, has expanded by an average annual rate of 7.5% since 2004. Fixed investment increased by almost 22% in 2007 – the fastest investment growth in almost two decades. Government investment was a major contributor, underpinned by expenditures attributable to the 2010 FIFA Soccer World Cup; defense spending, and improvements in national roads and infrastructure. Buoyant consumer spending has been underpinned by a continued rise in real disposable incomes, substantial credit extension, additional employment opportunities, as well as high levels of consumer confidence. All these lead to a reduction in unemployment from 30.5% in 2003 to 23.1% in 2008.
6.
In 2007, the targeted inflation rate had breached the upper end of the inflation target range for the first time since August 2003. Until the first half of 2008, containing inflation was the main concern in setting macroeconomic policy. To this end, interest rates were hiked since June 2007 in an effort to bring back the CPIX inflation within the target range of 3-6 percent. Although consumer spending remained resilient over the past year, the impact of higher interest rates is beginning to be felt amongst interest-sensitive items. Moderate rates throughout the remainder of the year due to the following factors: higher interest rates; rising consumer indebtedness; the implementation of the new National Credit Act; and stronger inflationary pressures.
5. In a number of developing countries including South Africa, prospects of robust economic growth are dim in the coming years hence poverty and unemployment has and will increase. The effects of the crisis saw a sharp reversal in the South African economy’s longest period of growth in recent times, with the quarterly GDP growth rate declining from 5.1% to -1.8% between the third to the fourth quarter of 2008. The economy contracted by a further annualised rate of 6.4% in the first quarter of 2009, the sharpest fall in 25 years, marking the onset of a clear recession.
III. RELATED POLICY DEVELOPMENTS
a. GROWTH AND DEVELOPMENT SUMMIT
8.
Government in conjunction with other constituencies of the National Economic Development and Labour Council (NEDLAC) convened the Growth and Development Summit (GDS) in June 2003. The GDS identified four key areas that require to be addressed through individual and joint interventions from the NEDLAC constituencies:

· more jobs, better jobs and decent work for all; 
· addressing the investment challenge;

· advancing equity, developing skills, creating economic opportunities for all & extending services; and

· local action and implementation for development

b. ACCELERATED SHARED GROWTH INITIATIVE FOR SOUTH AFRICA (ASGISA)
9.
The core objective of this government as set out in 2004 is to halve poverty from one third to one sixth and unemployment to a level of 15% by 2014.The Accelerated and Shared Growth Initiative for South Africa, launched in February 2006, seeks to accelerate the rate of economic growth, substantially increase the employment rate, and broaden the impact of economic development so that South Africa can meet its development goals. 
10.
To achieve the target of halving unemployment and poverty by 2014, the economy would have to grow at an average rate of at least 4.5% in the period to 2009, and by an average of 6% in the period 2010 to 2014. AsgiSA identified the following six ‘binding constraints’ which militates against achieving desired growth rates: 
• the relative volatility of the currency

• the cost, efficiency and capacity of the national logistics system

• shortages of suitably skilled labour, and the spatial distortions of apartheid affecting low-skilled labour costs

• barriers to entry, limits to competition and limited new investment opportunities

• the regulatory environment and the burden on small and medium enterprises (SMEs)

• deficiencies in state organisation, capacity and leadership.

11.
From its conception, ASGISA made a strong call for a robust industrial policy as an important tool in the pursuit of employment growth and sustainable gross domestic product growth. The National Industrial Policy framework (NIPF) is designed to address the binding identified in ASGISA, particularly regarding sector development strategies including the development of new industries and new businesses. 

c. NATIONAL INDUSTRIAL POLICY FRAMEWORK (NIPF) AND INDUSTRIAL POLICY ACTION PLAN (IPAP) 
6. South Africa has implemented a number of industrial policy initiatives since 1994. However, it has not until now produced a comprehensive statement of government’s approach to industrialisation and industrial policy. Cabinet adopted the National Industrial Policy Framework (NIPF) in January 2007. The NIPF articulates government’s broad approach to industrialisation in the context of ASGISA and its targets of halving unemployment and poverty by 2014 through accelerated growth of at least 6 per cent from 2010. 
13.
The objectives of the NIPF are to promote diversification, facilitate progression up the value chain and foster growth in labour-intensive sectors of the economy. It aims to promote the growth of a strong local industries and service economy through interventions in identified sectors. In this regard, the NIPF will serve as the reference point for all the whole of government in support of ASGISA goals.

7. Implementation of the NIPF is spelled out in the Industrial Policy Action Plan (IPAP) approved by Cabinet in July 2007. The focus of the work on industrial development will be on implementing sector strategies including those that have been finalised for business process outsourcing (BPO) and tourism, identifying action plans for priority sectors in which strategies have been developed such as metals, chemicals automotives, and clothing and textiles. Furthermore, work will be undertaken to finalise strategies and action plans for additional sectors such as capital goods, agro-processing, film and creative industries and capital goods. Thus the development and implementation of sector strategies interventions will be a continuous process, with priorities determined for each period, to ensure the broadest possible stimulation of growth and employment in manufacturing and services sectors.

15.
The Regional Industrial Development Strategy (RIDS) has been developed in support of the NIPF. The RIDS proposes interventions to address the regional disparities, key to this being the financing of regional development. Going forward, business cases for various proposals will be developed as part of an implementation plan for the RIDS.
d. TRADE POLICY AND STRATEGY FRAMEWORK
16.
Trade policy and trade performance are important elements in South Africa’s economic growth and development strategies. The country initiated a process, which is still ongoing, to review its trade policy in mid-2007. The trade policy review was motivated by the need to mainstream trade into the government’s broader growth and development strategy as set out in the Accelerated and Shared Growth Initiative of South Africa (ASGISA) and to ensure that trade policy explicitly supports and is aligned to the NIPF. 
17.
The trade policy review proposes that South Africa adopt a strategic tariff policy approach to ensure the economy is not locked into commodity-based production and export over the longer term. Broadening and upgrading the industrial base to encourage production and export of more sophisticated value added products requires purposeful intervention in the industrial economy aimed at achieving more dynamic, competitive advantages. As tariffs are instruments of industrial policy and have implications for capital accumulation, technology change, productivity growth, and employment, the tariff reform programme needs to be carefully calibrated, taking into account the specificities of each sector and its production possibilities. The NIPF) states “our fundamental approach is that tariff policy should be decided primarily on a sector by sector basis, dictated by the needs and imperatives of sector strategies”.
18.
As a general guideline, tariffs on upstream input industries could be reduced or removed, in the interests of lowering input costs into downstream manufacturing. In doing this, however, we will also need to take into account domestic production capabilities/potentialities as well as the degree of global distortions on these products. Tariffs on downstream industries, particularly those that are strategic from an employment or value-addition perspective, may be retained or gradually changed in a manner that ensures long-term sustainability and global competitiveness.
IV. TRADE-RELATED POLICY DEVELOPMENT
AGRICULTURE
19.
In striving towards a united and prosperous agricultural sector, and in support of sustainable agriculture and rural development the following objectives have been identified:

· Ensuring availability and access to sufficient safe and nutritious food

· Eliminating skewed participation and inequity in the sector

· Increasing growth, income and remunerative job opportunities in agriculture

· Enhancing the sustainable management and efficient use of natural agricultural resources and production inputs

· Ensuring efficient and effective governance and partnerships

· Ensuring national biosecurity and effective risk management

20.
A major challenge for the agricultural sector has been to accelerate the pace of land and agrarian reform and to embark on an integrated programme of rural development. For this purpose the Land and Agrarian Reform Project (LARP) was developed with specific targets. The LARP will achieve an alignment of resources between national, provincial and local government in farmer support and to accelerate land and agrarian reform.

21.
As part of the support for land reform beneficiaries and resource-poor farmers, major progress has been made with the Comprehensive Agricultural Support Programme (CASP) with the following pillars:

· Information and knowledge management

· Technical and advisory assistance and regulatory services

· Training and capacity building

· Marketing and business development 

· On- and off-farm infrastructure and production inputs

· Financial assistance 

22.
Regarding financial assistance, a micro-finance scheme (MAFISA) has been established to support small producers, entrepreneurs and emerging farmers mainly in rural areas.  During 2008, a AgriBEE Charter was introduced charting a clear way for the transformation in the sector through partnerships for emerging farmers. 

23.
A challenge for the agricultural sector was rising food prices, globally, nationally and at the household level. The Department of Agriculture embarked on a campaign called Ilima/Letsema that seeks to accelerate and improve agricultural crop production with agricultural starter packs for household vegetable production and the promotion of food gardens. This campaign further includes the rehabilitation of land and irrigation schemes to increase production and the income of beneficiaries.

v. INTERNATIONAL ARRANGEMENTS AND TRADE NEGOTIATIONS
a. THE NEW PARTNERSHIP FOR AFRICA’S DEVELOPMENT

24.
Governance and democracy play a critical role in Africa’s quest of social, political and economic renewal. In recognition of the imperative of good governance for development, African countries, over the last decade, have made remarkable strides and commitments partners towards good governance in Africa. The launch of the NEPAD in 2001 and the adoption of the African Peer Review Mechanism (APRM) in 2003 are important landmarks in the effort to develop common values and standards of good governance in Africa. The mandate of the APRM is to “foster the adoption of policies, standards and practices that lead to political stability, high economic growth, sustainable development and accelerated sub-regional and continental economic integration through sharing of experiences and reinforcement of successful and best practice, including identifying deficiencies and assessing the needs for capacity building.”
25.
The APRM is a voluntary mechanism available to all African Union (AU) member states. Accession to the APRM entails submitting to periodic peer reviews which include commitment to implementing the National Programme of Action (NPOA) arising from peer review, and operationalising the agreed parameters for good governance across the following four thematic areas: democracy and Political Governance, economic Governance and Management, Corporate Governance, and Socio-economic Development. By 2007, there were 27 AU member countries that have voluntarily acceded to the APRM
.  Since its inception in 2003, the APRM Panel has launched reviews in 14 countries and fielded country review missions to five countries which include South Africa in 2006. 
b. THE SOUTHERN AFRICAN DEVELOPMENT COMMUNITY (SADC) TRADE PROTOCOL AND SOUTHERN AFRICAN CUSTOMS UNION (SACU)
26.
Since 1994, a significant feature of South Africa’s international engagement involved working to support African economic integration, particularly in Southern Africa. In advancing the integration agenda in SACU and SADC, it is increasingly clear that trade integration must be complemented with more effective policy coordination to build and diversify production in the region. This is essential if the opportunities that arise from more open regional markets are to be shared equitably. Work on infrastructure development in Southern Africa, particularly through the spatial development initiative (SDIs) remains a key priority. The success achieved in deepening and extending SDIs in the region has laid the basis for extending the programme across Africa in support of NEPAD objectives.
27.
The new SACU Agreement, entered into force in July 2004, calls for, among others, i) the establishment of a new supra-national institutions including a Tribunal to settle disputes, a SACU Tariff Board to determine changes to the common external tariff and a Secretariat; ii) development of common SACU policies in, amongst others, industry, agriculture, competition and unfair trade practices; and iii) a revenue sharing formula (RSF) that weights shares of customs revenue and excise taxes in favour of Botswana, Lesotho, Namibia, and Swaziland (BLNS), including though a development component. Nevertheless, progress on these fronts has been inadequate. 

28.
The regional economic programme in SADC aims to combine market integration with policy coordination and sectoral cooperation in a broad development project through the SADC Trade Protocol. The free trade area - the SADC Trade Protocol – was launched in August 2008 and this being the case about 85% of goods is traded duty free. By 2012, 99% of intra-SADC trade will be duty free. Notwithstanding these achievements, several SADC Members have yet to fully join the free trade area. Furthermore, several Members have experienced difficulties in meeting the tariff liberalisation obligations as set out in the SADC Trade Protocol.
c. FRAMEWORK FOR SOUTH AFRICA’S RESPONSE TO THE INTERNATIONAL ECONOMIC CRISIS
29.
The global financial crisis, which could tip the world economy into a recession in 2009, did not originate in developing countries but they are facing the harsh impact of declining commodity prices and falling export demand that are its result. Added to this, financing pressures are becoming more acute, and are expected to remain for an extended period of time. Access to private trade finance has virtually dried up, and the prospects for foreign direct investment will be bleak over the foreseeable future.
30.
Policy responses in the advanced economies are exacerbating the dangers that emerging economies face. Bank rescue programmes and deposit guarantees are spurring a flight to safety, while political pressures mount to ensure that credit is extended at home is leading to a marked slowdown of bank lending to emerging markets. Current support programmes go beyond neo-Keynsian policies of deficit funding of infrastructure programmes and public work programmes to include targeted support to national industries. On the latter, competition is underway to determine which firms are supported and retained, and in which locations. Calls to resist protectionist measures, against this background, are sounding increasingly hollow. 
31.
On all counts, it is clear that developing countries have recourse to fewer measures and, due to their weaker fiscal bases, the quantum of financial support they are able to deploy is considerably less than that available to industrial countries. Industrial countries must therefore provide leadership in resisting protectionist measures. Developing countries have a legitimate case in being able to use all WTO-compatible measures to provide support to their industries. Moreover, the impact of developing country measures is likely to have less systemic impact and will pale in significance as compared to measures taken by industrial countries.

32.
South Africa has hitherto not introduced new policy measures with trade distorting or protectionist consequences despite the country having one of the highest poverty and unemployment levels in the world. Nevertheless, the country may have to respond to the crisis following the adoption of the Framework for South Africa’s Response to the International Economic Crisis in February 2009. The Framework for South Africa’s Response to the International Economic Crisis obliges government, in keeping with dictates of the National Industrial Policy Framework and the ongoing work relating to the Trade Policy Review Framework, if the evidence leads to the conclusion that it is necessary to reduce or even remove duties where this will be of benefit to the industries and sectors, this will be pursued. At the same time, where processes of “self-discovery” and the development of sector strategies lead to the conclusion that some particular industry or sector requires tariff protection for a period of time, that support should be provided so long as it is WTO-compatible and is supported by a sector strategy and evidence.
d. MULTILATERAL TRADE NEGOTIATIONS IN THE WTO
8. South Africa has participated actively in the WTO since 1994. The membership forged in coalitions in the WTO, such as the Africa Group, the Cairns Group of agricultural exporters, G-20 and NAMA-11; has been important to advancing our views. In our view, an equitable and balanced trading system that fully takes into account developmental prospects would enhance the legitimacy and stability of the system. South Africa supported the launch of the round on the basis of the mandate of the Doha declaration that aimed to “…place the needs and interests of developing countries at the heart of [its] work programme”.
34.
The emerging outcome - contained in the so-called “Package” tabled in the July 2008 - in the modalities phase of negotiations is unbalanced and inequitable. Although contested and not agreed by all, the package envisions comparatively moderate reforms in agriculture in exchange for excessive demands to reduce industrial tariffs in developing countries. 
35.
For South Africa, a particularly heavy price is demanded. While there was little prospect of new market access in agriculture, South Africa confronted the prospect of cuts in applied tariffs of up to 38 percent of our industrial tariff lines, with 23 percent facing a cut of greater than 30 percent. This would reduce policy space for building our industrial base and, most importantly, expose vulnerable labour intensive industries to cheaper imports with potentially devastating effects on employment. 
36.
The reductions would extend the historic injustice South Africa suffered in the Uruguay Round where we were required to take developed country tariff cuts. Although South Africa, and other members of the Southern African Customs Union, have managed to secure some understanding that due to the outcome of the Uruguay Round the industrial tariff cutting formula would have a disproportionate impact on our tariff regime beyond what was envisioned for all other WTO Members (developed and developing), the flexibilities offered were wholly insufficient.

9. South Africa agrees to continue with the negotiations on all areas of the single undertaking. We support the call for an early harvest on cotton; duty-free quota-free market access, and other issues of concern to the poorest members. Despite the commitments made at important fora since July 2008, we have been unable to conclude an agreement on modalities – a prerequisite to concluding the Doha Development Agenda. While we agree on the importance of an early conclusion to modalities but setting an unrealistic timetable without due consideration to its content could lead to another failed attempt to conclude modalities, and be even more damaging to the credibility of the global trading system.

e. SOUTH-SOUTH COOPERATION
38.
As a relatively small open economy, South Africa must grow the size of the market for its products and services, among others, through increasing market opportunities in the global economy especially in the emerging markets of the South. The past decade has underlined the rise of new dynamic markets of the South such as China, India and Brazil. Recent analysis shows that over the last decade, developing countries share of international trade has grown dramatically, accounting for around 37% of world trade in 2007.  Moreover, the dynamism of the South is driving growth today with a substantial part of global GDP growth and trade being on account of countries of the South and intra-South trade. 
39.
Government will work to ensure that South Africa relates to these countries and regions in a manner that best supports our future growth trajectory. Our development processes are at times fragile given the widespread poverty, unemployment and a host of other development problems; it can be difficult to open markets if it places pressure on domestic production or exacerbates unemployment and poverty. It is therefore important that we promote mutually beneficial trends through enhanced linkages such as trade, investment and technology transfer. In this respect, we shall explore negotiating preferential trade agreements that allow for a more strategic integration process.
� Member states include: Algeria, Angola, Benin, Burkina faso, Cameroon, Egypt, Ethiopia, Gabon, Ghana, Kenya, Lesotho, Malawi, Mali, Mauritius, Mozambique, Nigeria, republic of Congo, Rwanda, Sao Taome and Principe, Senegal, Sierra leone, South Africa, Sudan, Tanzania, Uganda and Zambia.





