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1. Introduction and Background

The South African Trade Policy and Strategy Framework (TPSF) fulfils a long-standing call by COSATU that South Africa should develop a trade policy framework that would guide policy makers, negotiators and social partners on the key objectives driving the trade diplomacy of the country. 

It is introduced at a time when South Africa has the highest unemployment rate amongst developed and large developing countries, the highest income inequality and dire levels of poverty. 

Trade policy impacts on employment, economic growth and development and investment. In the absence of such a policy, workers and communities are affected through the loss of jobs, disruption of their livelihoods and other economic and social shocks. 

This was especially evident in the post-Uruguay outcomes, which saw devastating effects on sectors such as textiles and clothing, metals and engineering and agriculture. It made a compelling case for the review of previous trade strategies and the development of a new, balanced and well-articulated policy and strategy.
The challenges faced by South Africa should serve as pointers in the manner in which trade policy and strategies are approached. These challenges include: 

1. Extreme levels of poverty and inequality and persistently high levels of unemployment in the country and within the sub region;
2. The racialised wealth and skills profile of the South African economy;
3. Lack of or inadequate social protection for workers who are negatively affected by trade policy decisions made by governments;
4. The common external tariff mechanism of the Southern African Customs Union (SACU); 

5. An undeveloped political oversight and accountability system on trade diplomacy;
6. South Africa’s trade deficit, especially with several of its largest trading partners and its continued reliance on the export of raw materials. 

While the TPSF states, “We begin from the real constraints and challenges facing the domestic economy and we seek to address these as an end objective”, it would be of interest to COSATU to have these constraints and challenges illuminated: firstly, to ensure that we share a similar understanding with government on these constraints and secondly, to frame the interaction of policy makers and shapers with other players. 

We welcome the abandonment of the trade theory orthodoxy that trade policy is only about export growth and competitiveness, with the erroneous assumption that, when such export growth is realised, it will produce positive spin-offs on its own. In this regard the TPSF states, “Markets on their own are always unable to allocate resources in ways that promote development.”
1.1 Links with Industrial and Other Policy

COSATU also welcomes the fact that the TPSF views trade policy to be guided by industrial policy. We agree that trade policy is secondary to industrial policy. Trade policy must service industrial development, diversification and modernisation. Additionally, international competitiveness should be secondary to development.
We recognise the fact that the TPSF opens the door to the use of proactive trade tools such as export and import duties that could help to facilitate diversification of the economy, beneficiation of products and employment growth. 

The TPSF only mentions accompanying policies without embroidering. It should emphasise the link between trade policy and other policies, especially the exchange rate policy. A strong currency makes exports expensive relative to our trading competitors while a volatile exchange rate undermines planning. Our exchange rate policy should therefore be consistent with our industrial and trade policy. 
A common objective of major policies, including industrial policy, monetary policy, procurement policy and fiscal policy, is to stimulate local production to create jobs. We would argue that the link with procurement needed to be included in the TPFS, specifically government procuring goods locally and not importing them in order to create jobs and grow industries.
2. Tariff Policy
The TPSF proposes that South Africa adopt a strategic tariff policy with a self-discovery approach to industrial and trade policy. This is in place of the textbook approach or ideological (‘a priori’) stance of expedited phase-down previously employed. 

COSATU commends this strategic tariff policy approach especially wherein the strategy will be driven by consultation with sectors, including labour, and will afford sectors greater space to identify and develop strategies. 

This new approach could potentially be open to abuse and rent-seeking by powerful and organised sectoral lobby groups. This can be countered by a strong state that promotes initiative and self-discovery but also state intervention. As the TPSF acknowledges, strong states and institutional frameworks are required to successfully manage structural change. 

COSATU supports the TPSF’s promotion of strategic tariff policy. It promotes dynamic industrialisation as opposed to static comparative advantage. It creates the space and time to enable industries to develop and, where essential, to restructure in response to changing global competition.

We welcome the focus on beneficiation in the TPSF and the possible use of export duties where required. Beneficiation and diversification are essential given the structure of the South African economy, specifically the reliance on the minerals and energy complex. 

The TPFS can be the spinal cord linking the agriculture and manufacturing sectors through increased beneficiation and protection where required. It can help to create robust linkages in this value chain that are resistant to external shocks.
The current economic crisis has exposed the weaknesses of the belief that developing countries should focus on exports to grow their economies. After decades of pursuing this strategy, many developing countries continue to export raw materials and import finished goods. A strategy of import substitution is what is needed – both to create jobs and address our trade deficit. 

COSATU supports the TPSF’s intention to lower input costs to stimulate labour-creating downstream manufacturing but this cannot be done in certain sectors without addressing the problem of import parity pricing. The TPSF does not deal with this issue.
We believe the TPSF employs a narrow reading of trade instruments, mainly concentrating on tariffs. It should also deal with other instruments such as research and development and other subsidies, anti-dumping measures and safeguards.
2.1 The Role of ITAC
COSATU welcomes the confirmation of the mandate of the International Trade Administration Commission (ITAC) – to ensure its investigations consider the impact on output and employment. 

The strategic and central role that Labour can and should play in the implementation and administration of tariff policy and trade remedies is not sufficiently highlighted in the TPSF. 

ITAC’s mandate must recognise the right of trade unions and workers to initiate and participate in tariff investigations and the introduction or review of trade remedies.
We believe ITAC needs to be given more power, including prosecuting those who infringe or undermine South Africa’s trade regime. Its capacity needs to be increased to allow it to initiate more investigations (both with regards to tariffs and trade remedies) – as mandated in ‘South Africa’s Response to the International Economic Crisis’. 
In fact, COSATU would argue that ITAC should receive the kind of focus and attention afforded to the Competition Commission in recent years.
2.2 Agriculture Trade Strategy

The TPSF does not sufficiently recognise that South Africa’s agriculture sector has not done comparatively well recently. 
Agriculture has the capacity to absorb large numbers of unskilled workers. Yet, it has been given little priority. While government should focus resources on this sector in particular for rural development purposes, trade policy and trade remedies should be used to ensure that imports of subsidised products and products that contravene other WTO agreements are not allowed in South Africa if those products are grown or manufactured locally. 

The support programmes of especially developed countries are significant features of the global agricultural market. The market is fraught with distortions caused by especially the policies of the European Union and the United States. 
We believe that South Africa needs to address these. The TPSF should state South Africa’s intention to initiate disputes and join other countries’ disputes against developed countries’ protectionist policies. We fear that South Africa’s silence and non-participation in dispute resolution may be read as an acceptance of such policies. 

In addition, the TPSF should recognise that the agriculture sector does not only have very low wages but often deplorable employment conditions.
3. Integration into the global economy

3.1 Regional Trade Strategy

We support the commitment expressed by the TPSF to strengthen economic integration with regional bodies such as SADC and SACU, despite the obvious limitations and constraints identified in the TPSF. Proposed interventions to address these such as infrastructure and institutional development will go a long way towards macroeconomic convergence within the region.

COSATU supports the standpoint of the TPSF that SACU should not serve as a “captive market” for exports, but rather as a vehicle for deepening integration and development within the region. We believe that the SADC Services Protocol that is awaiting ratification further entrenches the region as a captive market for our (services) exports and, accordingly, needs urgent reconsideration.
For the desired regional integration and development to happen, policy harmonisation on labour, social, industrial and trade policy is paramount and should be pursued by the South African government.
South Africa should continue to consolidate this integration agenda as encapsulated in the (former) Organisation of African Unity (OAU) Lagos Plan of Action, dealing with the strengthening and consolidation of Regional Economic Communities (RECs). This strategy should be employed in pursuing a regional trade agenda and in developing common negotiating positions at the WTO. 

3.2 South-South Co-operation

The recognition of common challenges and shared perspectives with other countries of the South, especially with regards to reshaping the global trade regime to be fairer and balanced, is welcomed. We do believe, however, that this recognition has still to be far better expressed in South Africa’s actual behaviour. For instance, South American countries are frequently giving leads that South Africa does not follow.
It is reassuring to note that the TPSF commits South Africa not to adopt predator tendencies when it engages with other countries of the South especially within the region and the continent. Rather its approach will be predicated upon a developmental approach that places emphasis on co-operation instead of deeper market access and regulatory commitment. This commendable approach seeks to give new meaning and content to international economic co-operation. 

The TPSF is correct in stating its intention to raise labour, environment, technical and social issues especially with advanced developing countries to ensure that South Africa is not open to destructive competition from countries of the South. 

3.3 World Trade Organisation
The TPSF commits South Africa, correctly so, to multilateralism in managing globalisation and in forging responses to it. It asserts that the current rules governing international trade, monetary and financial relationship are imbalanced and prejudicial to developing countries. To address this challenge, South Africa has led the call to reform these rules and structures so that they are more transparent and equitable. 

COSATU commends South Africa’s efforts to improve the operations of the WTO, including at the recent Ministerial Conference in Geneva.
With regards to the Doha Round of negotiations, COSATU supports the objectives articulated in the TPSF with respect to achieving a developmental outcome. South Africa has made a cogent case for this and resisted the excessive demands made on it and other developing countries by industrialised countries. 

The TPSF fails to deal with the alliances forged (and, in some cases, lead) by South Africa at the WTO, including the NAMA-11. Strategic considerations of the benefits and challenges of these alliances would strengthen the TPSF.
The TPSF should also be clear that South Africa may increase tariffs beyond levels bound with the WTO without compensation where the circumstances demand that this be done and such circumstances are allowed by the WTO.
The TPSF should also commit South Africa to changing its status from that of a ‘developing country’ to a ‘small and vulnerable economy’. Our developing country status masks the huge income inequalities and unemployment evident in South Africa. Additional motivation for this change lies in our membership of a customs union with several SVEs and an LDC. This change will enable South Africa to argue for more policy space to industrialise and protect sensitive sectors.

3.4 Bilateral and Multilateral Relations

The practice of concluding trade agreements at all cost should be discouraged as it may well expose our industries to foreign competition prematurely with disastrous results for jobs and industrial capacity.

COSATU supports the emboldened stance of South Africa in the TPSF that it will not accept the templates of others especially on bilateral trade where there are no multilateral disciplines. This point is especially crucial in instances were countries of the North seek ‘WTO-plus’ commitments, such as in the Economic Partnership Agreements (EPAs). 

Recent developments around international investment treaties and how they can constrain national policy space through international legal litigation must serve as a caveat on the direction and pace of South Africa’s external economic co-operation. The TPSF does not recognise these recent developments as they confront South Africa and other countries. 
The US-SACU TIDCA, which is ultimately only an investment agreement, is an instance of this non-recognition. It should therefore be reconsidered.
Furthermore, in some instances, foreign companies have purchased South African firms only with the aim of closing them down to create space for their own exports to this country. We need to guard against these kinds of investment.
4. Future trade policy work

4.1 New Generation Issues

The TPSF is non-committal about the approach South Africa will adopt in navigating the treacherous terrain of new generation issues such as trade in public services, investment, competition, government procurement, labour and the environment. 

COSATU would like to see a much firmer position in the TPSF on especially the prerogative of government to exclude public services, government procurement and other strategic areas from the ambit of the WTO. Further to that, the South African government should reaffirm its right to regulate markets and investment in the public interest. 

The present economic and financial crisis is particularly relevant in shaping the mandate of negotiators in this area, especially the need to bring financial speculation into harness and to bolster investments in the real economy.

4.2 Trade in Services
Notwithstanding the importance of services to our economy, it merits only three pages in the 55-page TPSF and no mention at all in the 9-page Summary.

This striking imbalance between the importance of services and its highly marginal treatment in a major trade policy review accurately reflects South African trade practice. It is clear that this is a problem in need of being recognised before it can be addressed. One immediate consequence of this imbalance is that, at the WTO negotiations, services are seen as a trade-off for progress in industrial and agriculture negotiations.

No  less concerning is the failure to recognise the serious threat the General Agreement on Trade in Services (GATS) poses to social transformation and the guarantee of human rights, as well as to ‘policy space’, i.e. national sovereignty. This failure is due to the belief, articulated in the TPSF, that “The GATS’s safeguard provisions allow government policy discretion to ensure the negotiations do not impede access to vital public services”.
The issue of the safeguard provisions have been subject to a major review by Nedlac’s Services Task Team. The outcome of this research, which has been approved by the appropriate Nedlac structures, is the following statement that, mutatis mutandis, should be expressly included in the TPSF:
“The NEDLAC constituencies accept that there is no common understanding or interpretation of Articles I.3 and XIII of the GATS. Instead, there are genuine differences amongst internationally respected academics, lawyers, trade specialists and practitioners. NEDLAC should therefore adopt a cautionary approach when considering commitments to be scheduled under the GATS. More specifically, this means that case by case consideration must be given to what services sectors are considered for inclusion in any GATS offers, notwithstanding that the Government has no intention to offer commitments in the area of public services.”
The complacency of the TPSF on the safeguard provisions of GATS is matched by what it says about the (implicitly unlimited) discretion given governments by the ‘positive list’ approach to commitments. Apart from recurring threats against the positive list by developed countries, the reassurance the TPSF seeks to give is misplaced because it ignores the obligation binding on all WTO members to ‘progressively liberalise’ all services until nothing is left to liberalise. The TPSF is commendably clear about South Africa having done more than enough to liberalise its tariffs but fails to extend this to Services.

Overall, GATS is a threat to government sovereignty to address the socio-economic challenges facing South Africa and to provide affordable services to the poor. 

The GATS is in fact a disguised investment agreement [Articles XI & XII, on Payments and Transfers, amongst others] and is designed to ensure the operational/access rights and secure the financial transfer rights of service operators in all sectors in all countries. Yet the TPFS does not seem to note this at all. This silence stands in contradiction to South Africa’s broader resistance within the WTO to the liberalisation of capital flows and international investment (within the ‘new issues’ or ‘Singapore Issues’) and to same issues now renamed ‘new generation issues’ in bilateral FTAs and EPAs. There is thus a clear inconsistency between this aspect of TPFS and the broader and more advanced positions being defended by our government.

The TPSF also notes but does not give sufficient weight to the parallel centrality of the development of cross-border services and regional agreements on services regulation and services promotion between the countries of SADC. Policy option constraints imposed by GATS Article V (on economic integration) in this regard, and thus in relation to regional co-operation and overall integration, are not noted at all. Yet, the threats to such regional services ‘convergences’ are central to South Africa’s opposition to the EPAs that the EU is imposing on African and other developing countries.

South Africa should not continue to liberalise its services sector – and the TPSF should confirm this. Our experience with industrial tariffs taught us a harsh lesson on the dangers of quick liberalisation and the consequent removal of policy space. The same mistakes should not be repeated under the services agreement in particular where governments are required to intervene in the markets because of the continuing failure of the capitalist system. 
Developing countries need more concrete flexibilities than what is currently contained in GATS. Although Government refers to safeguards in GATS, this issue has not been settled with the US still against safeguards. Furthermore, the working group on subsidies has been immobilised. As a result, developed countries have assisted their banking industry in recession without fear of being challenged in the WTO. 
With regards to the Doha Round of negotiations, South Africa should not willingly exchange the services sector in return for favours in the agriculture or industrial negotiations. Such concessions may result in us paying more in the services sector and gaining less in the other negotiations. 

Government’s assertion that trade in services is firmly on the multilateral trade agenda ignores the fact there is resistance to service liberalisation by developing countries. The statements in the TPFS are inconsistent with South Africa’s stance on developmental policy objectives.

The TPSF notes but does not attach sufficient weight to the fact that the definition and insertion into the WTO of services as tradable commodities originated from and is driven by the interests and needs of the most advanced economies, especially the United States and the European Union. Such a ‘trade in services’ is not an organic necessity from within most developing countries, at their current stage of development. Yet, South Africa (amongst others) is unnecessarily taking up this issue and trying to identify our own ‘services exports’. 

COSATU maintains that South Africa should not feel compelled to make any offers. This is all the more the case because, as is the case with the industrial tariff negotiations, South Africa has opened its services sector to a degree highly comparable to that of developed countries.

A very strong case can be made for applying the cautionary principle to GATS.  This conclusion is based on considerations such as

· GATS impinges on policy space because it is designed to ‘lock in’ commitments (Article XXI). (It would cost South Africa trillions of rands if, for instance, the government were to take remedial action to exercise greater control over derivatives and their social impacts.)

· The extreme difficulty of predicting future developments (e.g. the current economic and financial crisis and the United States internet gambling case)

· Many of GATS’ key provisions are still subject to negotiations within the WTO while others are the subject of controversy amongst academics, lawyers and trade specialists regarding their meaning

· The UN Stiglitz Commission’s 2009 call for the revoking of the key GATS provision on progressive liberalisation and, hence, the need for successive rounds to achieve the ultimate goal of full liberalisation 

· The proposed WTO exercise to which South Africa is a co-sponsor (along with Argentina, Ecuador and India) underscores these various complexities 

· South Africa’s existing level of service liberalisation and GATS commitments places us amongst developed countries (not unlike NAMA)

Applying the cautionary principle means South Africa would make no further GATS offers and would consider withdrawing the Doha Round offers it has already made. This position could be maintained until threatened with a formal dispute or until the negotiations on the outstanding GATS provisions, referred to above, have been concluded. This would maximise the protection of policy space while giving effect to making offers only when it is absolutely unavoidable.

South Africa could also provide the lead internationally by withdrawing some of its existing commitments and challenging the prescribed penalties for such action. South Africa’s extensive health commitments made in 1993 before our first democratic elections are an ideal candidate for such action. This is especially so because these commitments are in direct and explicit conflict with the Certificate of Need provisions of the current National Health Act.

5. Additional areas
5.1 Community Involvement
The TPSF is silent on the role that communities can play in shaping trade policy. It is current practice in countries such as India, the United Kingdom and others for government to consult broadly on trade policy issues. Whilst Nedlac plays such a role, many community groups and social movements have expressed displeasure at the marginalisation of their voices by government on trade policy.

5.2 Adjustment Costs 

There is a need for relief programmes to protect workers who lose their jobs as a result of increased imports caused by the signing of trade agreements. These programmes should include social support and training. 
This matter must form part of the trade agenda of government. We fear that the reference to it in the TPFS as a subject of future work on trade policy may just result in it falling off the table. 
5.3 Imports and the Trade Deficit

The TPFS does not adequately recognise the growth of imports and South Africa’s current account deficit, which is higher than many other developing countries. There is also not sufficient discussion of the negative trade balance of capital goods and consumer goods.
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