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SACU and India: Towards a PTA

resources and networks of participating countries.

that would include the IBSA (and associated) countries.

Regional economic and trade cooperation, including bilateral and regional trade agreements (RTAS), is a central
mechanism employed by an increasing number of developing countries to expand mutual trade and investment.
Regional arrangements offer momentous possibilities to enlarge economic space, attract foreign direct investment
(FDI) to the region on better terms, and pool economic, human, institutional, technological and infrastructural

The Southern African Customs Union (SACU) and India have proclaimed an interest in concluding a preferential
trade agreement (PTA) by 2006. Apart from offering mutual benefits, the PTA is expected to be an important link in the
trilateral India-Brazil-South Africa (IBSA) initiative. Of interest is the rationale behind this proposed PTA, the
negotiation modalities and interests of the two trading partners which are exploring mutual complementarities of
trade, and the impacts such a trading arrangement would have on the plan of a trilateral free trade agreement (FTA)

According to Willem van der Spuy, Director, Bilateral Trade
Programmes: Asia, Department of Trade and Industry (DTI),
Pretoria, South Africa, the governments of the SACU —
comprising South Africa, Botswana, Lesotho, Swaziland and
Namibia—and Indiahave proclaimed amutual interest to
concludeaPTA beforethe end of 2006. The mooted agreement
isaimed at cementing and expanding the burgeoning trade
relations between SACU (predominantly South Africa) and
India. Inthe event of thesigning of an India-Mercosur PTA and
aMercosur-SACU PTA in early and |ate 2004, respectively, the
tradedeal promisestoinject further momentuminto the|BSA
process.

What istherationalefor the proposed SACU-IndiaPTA?
How will negotiation modalitiesbe determined? What arelikely
to bethe respective SACU and Indian negotiating i nterests?
What arethe potential challengesand constraints, and how might
theseimpinge on the negotiation process? How will the outcome
of the negotiationsdovetail with thetouted plan to createa
trilateral FTA including the other IBSA partner, Brazil ? These
are some of thekey questions addressed in this briefing paper.

Background to PTA Negotiations

Theimpetusfor negotiating abilateral PTA between SACU
and Indiagrew out of ameeting between India's Commerce and
Industry Minister and his counterpart in South Africa’s Trade
and Industry Ministry at New Delhi, in January 2000. The two
countriesenjoy astrong political rapport, and have been bound
by very close historical and cultural ties. In 2002, they agreed to
initiate negotiationsto concludeaPTA, designed to strengthen
bilateral trade and investment (Ministry of Commerceand
Industry, ‘India’s current engagement in RTAS , http://
commerce.nic.in/india_rtahtm#o8).

An understanding was subsequently reached that such a
tradedeal would include South Africa'sfour SACU partners. A
Framework Agreement was eventually worked out providing for
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theimplementation of limited tariff liberalisationintheinitial
stage with aview to broadening the scope and coverage of the
agreement into afull-blown FTA later (Ministry of Commerce
and Industry, ‘ India’s current engagement in RTAS'). Althoughiit
was originally envisioned that the negotiationswould terminate
in 2005, they are now expected to wind up only by the end of
2006, according to Willem van der Spuy.

Rationalefor Negotiations

Several factors explain thetwo trade partners’ desireto
concludeaPTA. From the SACU perspective, it can benefit
from India’srapidly expanding economy and consumer market
(AlvesP, ‘Understanding Indian trade policy — Implicationsfor
the Indo-SACU agreement,” SAIIA Trade Policy Report No.5,
November 2005). In particular, South Africaiseager to exploit a
trade deal with Indiato reduce protectionist barriersthat have
hampered its potential exportsto the Indian market (SternM
and StevensC, ‘ FTAswith Indiaand Brazl: Aninitial analysis,’
TIPS Working Paper No.10, 2000). Research conducted by the
Indian Institute of Foreign Trade (I1FT), New Delhi, found that
morethan 50 percent of India’s exportsfaced atariff of lessthan
10 percent in South Africa, while only 33 percent were
subjected to atariff rate of over 20 percent. Conversely, 55

Tariff Comparisons between South Africa and India

Exports to
Tariffs South Africa India
Less than 10 50 percent 34 percent
percent products products
More than 33 percent 55 percent
20 percent products products
Weighted average 16.36 percent 22.89 percent
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percent of importsfrom South Africafaced tariffs of over 20
percent in India, with merely 34 percent of importsfrom South
Africaattracting atariff rate of 10 percent and less.

Negotiating aPTA with Indiaalso forms part of South
Africa'sbroader global economic strategy tointensify economic
relationswith other developing countries. Thisisacalculated
moveto reconfigure South Africa’spositionin the global
economy by decreasing itsreliance on developed country
markets—especially the European Union (EU) —andforging
trade rel ationshipswith new and growing marketsin Africa,
Asiaand Latin America. The ultimate goal isto promotethe
progress of South Africaasavibrant, export-oriented
manufacturing economy.

Threepillarsunderpin South Africa’strade policy:
multilateralism; regionalism; and bilateralism. Multilateral
engagement isaimed at facilitating South Africa’sre-integration
into the global economy and pushing for agreater rolefor
devel oping countriesin moulding international economic
governance. Regionally, South Africa sforeign economic policy
has striven to consolidate RTAs as stepping-stonestowards the
incorporation of the Southern African region into theworld
economy. At abilateral level, South Africahas sought to forge
strategic collaboration with designated devel oping nations
(principaly Indiaand Brazil but also Chinaand Nigeria) in order
to maximisetrade and investment among them as part of South-
South Cooperation (DTI, * South Africa’s global economic
strategy: A policy framework and key elements’, Pretoria, May
2001).

India sintention to forgeaPTA with South Africaisan
element of the country’s policy to continuethereformsinitiated
in 1991 to liberalisethe Indian economy (Narayan S, ‘ Trade
policymakinginIndia,” paper presented at aworkshop on trade
policymaking in devel oping countries, L ondon School of
Economics, 25 May 2005). Theseliberalisation efforts
subsequently found expressioninthe‘ IndiaShining’ mantra
propagated by the National Democratic Alliance (NDA)
Government, which exhorted | ndiansto embrace capitalism and
encouraged modernity and entrepreneurship— partly with the
intention to appeal to Indian patriotism (Dasguptas, ‘ India
dimming? TheWall Street Journal, 17 May 2004).

India strade policy, like South Africa’s, ispredicated on
multilateral, regional and bilateral fronts(Narayan S). Ata
multilateral level, Indiahas collaborated with like-minded
developing nationsto challengethe structural inequities of the
multilateral trading regime and to push for asuccessful
completion of the multilateral Doha Round trade negotiations.
Bilateral and regional FTAsare pivotal to India'sstrategy to
bolster itsexportsand increaseits share of global trade, which
currently stands at one percent (Press statement, Ministry of
Commerce and Industry, New Delhi, 20 January 2005, http://
pib.nic.in/rel easelrel ease.asprelid=6674).

Furthermore, FTAshave provided an avenuefor Indian
firmsto transform themselvesinto global playersand full-
fledged transnational corporations (TNCs) (MukherjeeA, ‘The
Indo-Thai FTAisgreat newsbut whowill it benefit? Outlook
India, 12 October 2004). In the context of SACU, these TNCs
perceive South Africaasaspringboard into other African
markets.

Bilateral TradeRelations

Over the past decade there hasbeen aconsiderablerisein
trade between Indiaand South Africa, the most economically
advanced and dominant SACU partner —the average annual

growthintotal trade exceeding 31 percent (AlvesP). Thiscan be
ascribed preponderantly to the expansion of |ndian gold imports
from South Africa. In 2002, total bilateral trade amounted to
US$2.3bn, up from US$271mnin 1994 (AlvesP). During 1998-
1999 t0 2002-2003, India simportsfrom South Africaincreased
by morethan 54 percent, while exportsincreased by morethan
22 percent (Ministry of Commerceand Industry, ‘ India’s
current engagement in RTAS ; Roy J, ‘ Prioritiesfor Indian trade
policy,” Financial Express, May 05, 2005).

Even so, trade remainsvery |ow on both sides—just more
than one percent of total trade. Thisis partly dueto the fact that
their external tradeis still dominated by the Organisation of
Economic Cooperation and Development (OECD) and East
Asian states (Stern M and Stevens C). Moreover, akey problem
isthe persistence of obstaclesfor the promotion of tradeand
investment between the two countries, including tariff and non-
tariff barriers (NTBs). The proposed PTA isexpected to ease
thesehurdles.

SACU’simportsfrom Indiaincludetextilesand clothing
(T&C), food productsand live animal s, beveragesand tobacco,
machinery and transport equi pment, cotton products,
pharmaceuticals, rice, vegetabl e products, vehicle parts, and
spices. SACU exportsto | ndiaencompassraw materialssuch as
gold and silver, coal, iron, steel and non-ferrous metals, mineral
fuelsand lubricants, chemical wood pulp, sugar, vegetable
products, aswell asarmsand war materials.

A detailed trade/tariff analysis carried out by the Trade and
Industrial Policy Secretariat (TI1PS), South Africa, reveded
principal areasin which trade could be stimul ated between
SACU and Indiathrough liberalisation. It identified alist of
under-traded productsfor which market accessbarrierswere
‘sufficiently high' in order to hamper importsfrom SACU and
Indiarespectively (see Tables 1 and 2). Thefindingsof the TIPS
analysis may be somewhat outdated (the study was published in
2000), ashigh tariff barriersto some or all the under-traded
SACU and Indian exports may havefallen over time.

From the SACU viewpoint, it has also been contended that
trade liberalisation could benefit SACU by providing accessto
affordable medicines, competitive pricesfor motor vehicles, and
equipment for heavy industry. Moreover, it could create fresh
export marketsfor iron and steel, chemicals, dluminiumand
furniture (Singh S, * SAlooks east in bid to reduce dependence on
West,” Financial Mail, March 25, 2005). Considerabl e potential
has al so been recogni sed for increased tradein intra-industry trade
in basic fabricated metals, preciousstonesand jewellery, and non-
metallicminerals

(AlvesP). Table 1. Under-traded Indian exports
facing tariff barriers in SACU
M odalities Product Description
Preliminary | Fish, frozen exports fillets
negotiations Crustaceans, frozen
between =L Edible nuts fresh, dried
and Indiawere - : -
scheduledto Oil-cake, oilseed residue
commencein Tobacco, not stripped
August 2005, but | Cotton, not carded, combed
were postponed | Tyres, pneumatic, new, bus
at therequest of [ cotton yam, excl. thread
Lﬂg'ﬁgg&ml N2 Icotton fabric, woven, unbleached
governmentin Curtains, other furnishings
that country. The | Passenger transport vehicles
first round of Source: Stern and Stevens (2000)
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negotiationswill
now begin ‘ soon’
and are planned
to conclude by

Table 2. Under-traded SACU exports
facing tariff barriers in India

Product Description
Other ferrous waste, scrap

: _ : theend of 2005
Other inorganic bases, oxides or early 2006,
Nitrogenous chemical fertilisers accordingto

Willem van der
Spuy. Thisround
of negotiationsis

Fertilisers
Silver
Machines, appliances, special industrial

- - expectedto
Parts, data processing etc. machines o
: - g : finalise broad
Parts, telecommunication equipment negotiating

Gold, non-monetary excl. ores
Source: Stern and Stevens (2000)

modalitieswitha
viewto agreeing
on product lines
that will be covered under the PTA. Thegenera PTA talksare
poised to terminate before the end of 2006.

Likethe India-Mercosur and the SACU-Mercosur
negotiations, these discussions are expected to adopt a‘ positive
list’ approach: only those sectorslisted in the agreement will be
liberalised. It isnot clear at this stage what the total number of
products covered by the PTA will be. Nonetheless, the India-
Mercosur agreement contained more than 600 productsin the
agriculturd, chemical, automobile and pharmaceutical sectors
(AFP, ‘India signsfreetrade deal with South American bloc,’
March 19, 2005), while the SACU-Mercosur trade dedl
designated 2,000 productsfor tariff liberalisation.

Within SACU, the process of compiling product listswill
take place at two levels: anong the SACU member statesand in
the National Economic Devel opment and L abour Council
(Nedlac), astatutory tripartite body set up to promote social
and economic dial ogue among the government, businessand
labour (AFPR, ‘ India signsfreetrade deal with South American
bloc,” March 19, 2005). Some commentators have voiced a
concern that formulating negotiating modalitiesin Nedlac could
allow protectionist intereststo hold the negotiationsto ransom.
(Draper P, * The SACU-USfreetrade agreement: In search of a
contract zone,” The Exporter, June 2004) Willem van der Spuy
dispelled thisanxiety on two groundsin an interview with the
author. Firgt, erstwhile experience had demonstrated that drawing
up product listsfor aPTA wasrelatively easier than doing it for
acomprehensive FTA. And second, there had been no
‘significant’ resistance within Nedlac and SACU, to the planned
SACU-IndiaPTA.

Negotiating I nterests

Previous FTA negotiationsinvolving SACU and India
provide genera pointersto the possible offensive and defensive
negotiating interests of both parties.

Inthefield of services, Indiahasaclear offensiveinterestin
the expansion of cross-border work opportunitiesand flexible
movement for itstechnical personnel, especially softwareand
Information Technology (IT) experts(Narayan S). But, asatrade
analyst averred, considering that the South African I T sector is
almost open to external competition ‘ SACU cannot offer
anything that isnot already availableto Indian I T firms' (Alves
P). Notwithstanding the difficulties SACU governments have
hadinrallying their services sectors, which explainstheir
defensive postures, thay have advocated liberalisation in specific
sectors (Draper P). South Africa, in particular, hasadynamic
and very competitivefinancial servicesindustry that hasbegun
to makeinroadsinto the protected Indian market. It is

conceivablethat South African negotiatorswill push for more
liberalisation of laws governing foreign ownershipin thissector.

Giventhat SACU and Indiahave opposed theinclusion of
the Singaporeissuesin the World Trade Organisation (WTO) —
bar tradefacilitation, which was agreed multilaterally as part of
the July Package—they are unlikely to consider substantial
liberalisationintheseareasin abilateral setting. Nonetheless,
transparency in government procurement aswell asinvestment
might emerge asdiscussion itemson account of their
contentiousness. One of the concernsraised by South African
firmsinan IBSA perception survey wasthe ' discriminatory’
awarding of Indian government contractsin favour of local
I ndian companies (government procurement in Indiaconstitutes
about 20 percent of grossdomestic product) (AlvesP).

For their part, Indian investors might take issue with the
South African government’sblack economic empowerment
policy, which requiresinvestorsto sell equity stakesto black
partnersasacondition for public tender eigibility.

Regardinginvestment, SACU and Indiamight exploit their
discussionsto accel erate the process of negotiating abilateral
investment treaty, which currently doesnot exist. Thisiscentral
to promoting and protecting investments, and to dealing with
problems such asdoubletaxation. SACU isalso likely to argue
for afurther relaxation of restrictionson FDI into India.

Another issue poised to come up for deliberation isrules of
origin (RoO). Thishasbeen amajor point of contention in both
parties FTA negotiations. It hasfeatured in SACU FTA talks,
most conspicuously ended in adeadlock withthe US. And it
has dominated I ndia s negotiationswith trade partners, notably
Thailand and the A ssociation of Southeast Asian Nations
(ASEAN) (SharmaSand SenguptaN, ‘ Thai FTA hitsrulesof
originroadblock,” The Economic Times, October 7, 2005; Sen
A, ‘Deadlock on FTAwith Thailand,” Financial Express, August
13, 2005; and ‘ New rules of origin for India-Asean FTA by mid-
July,” Business Standard, June 22, 2005). Mainly, concernshave
revolved around preventing third countriesfrom taking
advantage of FTAs negotiated by | ndiawith other countries. In
the case of the Indo-Thai FTA, Indiaproduced a‘ sensitivelist’
of itemsthat would be exempted from tariff reduction under the
tradedeal.

India' soffensiveinterestsarelikely to coalesceinto textiles
and, perhaps, certain categoriesof motor vehicles. TheWTO
hasidentified India, a ong with China, asawinner from the
elimination of quotasin T& C tradein 2005. Naturally, the
country will harnessthis strong competitive advantagetoits
benefit. SACU countries, losersfrom the globalisation of trade
inT& C, might beinclined to adopt adefensive posture,
especialy inlight of the aggressive competition from Chinese
importsthat has seriously threatened the viability of the
domestic garment sector. However, South Africahasa
competitive automotive industry and thisremains an essential
competitive advantage.

India'sdefensiveinterestsarelikely to centre on agriculture.
Although agriculture does not play acentral rolein the South
African economy (asit doesin the other SACU economies),
thereishuge scopefor growth of SACU exports of value-added
food productsto the I ndian market (The Economist, ‘ Prowling
tiger, slobbering dog,” February 17, 2005). NTBsto agricultural
trade, particularly sanitary and phyto-sanitary issues, might
also crop upinthediscussions.

Issues about intellectual property rights (IPRs) arelikely to
form part of the bilateral bargaining. South African businesses
are eager to safeguard their intellectual property inforeign




markets. The South African Chamber of Commerce (SACOB)
has enunciated this position on numerous occasions, especially
with regard to China. The South African government, therefore,
might want to use an agreement with Indiatolock in IPR
reformsin the SACU countriesand improve theimplementation
of thedomestic IPR regime. Thelndian government hasan
interest in ensuring that | PR concerns do not unduly prevent the
country’s pharmaceutical firmsfrom providing cheaper drugsto
SACU nations, which are beset by public health emergencies
including HIV/AIDS, tuberculosisand maaria(Narayan S).
Thisisunderscored by the Indian government’sdecision to
defer theintroduction of apatent regime, althoughit did
implement in 2005 —inlinewithaWTO directive—an
amendment to the Patent Act of 1970 providing for thefiling of
product patent applicationsin thefieldsof chemicals,
pharmaceuticals, agricultural chemicalsand food products
(Chakraborty D, ‘ India’s participation in WTO negotiations. the
changesin attitude and emphasis,’ paper presented at a
conference onthe“WTO, FTAsand RTAS’ organised by the
Centrefor WTO Studies, College of International Affairs,
National Chengchi University, Taiwan, April 22, 2005).

Challenges

Severa challengesand possible constraints ought to be
tackled if the SACU-India PTA negotiationsareto conclude
successfully and the resultant trade agreement isto yield optimal
economic gains. First, the‘ perception gap’ between SACU and
Indian business sectors must be bridged. Thismeans changing
the mindsets of businesses about the importance of South-South
trade by creating awareness not only of opportunitiesinthe
respective commercial environments, but also of competitive
advantages and trade complementaritiesamong exporters.

Second, greater coordination and synchroni sation between
thevarious PTAsforged by the IBSA countries must be
encouraged. International research has shown that multi-level
negotiations, if not carried out in an integrated and coherent
fashion by devel oping countries, could jeopardisethe economic
development (Sanoussi B, * The coherence of multi-level
negotiations: challengesfor developing countries,” UNU-Cris
Working Paper No.11, June 2004). Although the PTAsare
distinct, thereisaneed to maximise synergiesamong them.

Third, it isnecessary to accord attention to both the
domestic (Nedlac) and SACU dynamics, which could impinge
adversely on the negotiations. Striking abalance between
domestic/regional pressuresand external opportunitiesisa
crucia imperative. Concerning SACU, itisvital torecognisethat
the member states negotiate asacollective entity. Even thoughiit
isan overwhel mingly dominant regional actor, South Africa
cannot adopt positions and foist them upon its partners asit did
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in the past. Combined with the other parallel FTA (and
multilateral) negotiations underway, which have exerted astrain
on SACU's stretched negotiating resources, the quest to
engender consensusamong SACU partners could delay the pace
of negotiations.

Fourth, perceptionsthat the mooted SACU-IndiaPTA isa
political rather than an economic project ought to be allayed.
Doubts have been expressed at the economic import of the
mooted bilateral trade pact. For instance, it has been suggested
that India' sinterest in FTAsismotivated lessby adesirefor
market accessthan it isby political calculations (Sen J,
‘Negotiating trade agreementswith India: thereality belowthe
water line,” SAIIA Trade Policy Briefing No.8, November
2004).

Fifth, engagement in bilateral or regional FTAsshould not
detract SACU-IndiaPTA negotiationsfrom the overriding goal
of multilateral liberalisation. Understandably, the penchant for
FTAs has been fuelled by disaffection with the pace of
liberalisation inthe WTO. Moreover, some countriesfind
bilateral liberalisation politically appealing, asit haslesser
adjustment costs (Stern M and Stevens C). Still, in the absence
of multilateral liberalisation, countrieswill not bein aposition
to negotiate significant tariff reductionsagainst the more
shiel ded economic sectors. Moreimportantly, studies have
highlighted that in spite of the existence of commercial
opportunitiesin the SACU and Indiamarkets, the economic
impact of liberalisation will be diminished by thereality that
thetwo parties’ trade remains dependent on the OECD and
East Asian states, and by the limited complementaritiesin their
economies (AlvesP).

TheWay Ahead: A Trilateral FTA?

According to South Africa’'sDTI, there hasbeen ‘talk’ of
forging atrilateral FTA amongthe BSA countriesin order to
intensify economic cooperation as mentioned by Willem van der
Spuy. Although attaining such aresult isnot impossible, it raises
anumber of questions. For example, how would such an FTA be
conceptualised? What would be the scope of itsproduct and
sectoral coverage? Would the negotiationsfollow anegativeor a
positivelist approach? Would the FTA be aby-product of the
three IBSA PTAsor would it be constructed as a separate
arrangement? How would synchroni sation and coherence be
fostered between thetrilateral FTA, the PTAsand multilateral
trade agreements (M TAS)?

Theseissuesrequirethorough research and analysis, which
should also be extended to seeking to understand better how the
under-traded sectors highlighted in studies on trade collaboration
among the I BSA countries can undergird thesetrilateral
negotiations.
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