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Interim Economic Partner ship Agreements point to the classic Regional
Trade Agreements after all: Should African countriesreally be worried?**

Stephen N. Karindiand Laura Deotfi
Abstract

Were African countries caught off-guard when theyread to sign interim
Economic Partnership Agreements (EPAs) towardetiteof 20077 Are African
countries hiding their head in the sand like thevprbial ostrich as they negotiate
comprehensive EPAs? These are some of the cruegdtigns that need to be
answered in order to understand the dynamics oEf&s negotiations and the
direction they are likely to take as pressure suflat countries and regions that
initialed interim agreements to sign and ratifynthand for those countries and
regions that did not initial to expeditiously camdé comprehensive agreements.

In a departure from some previous studies on thasEkegotiations that have
focused on economic analysis; this paper starta tlee premise that for the EU,
the EPAs are international trade policy tools e game line as its previous
regional trade agreements (RTAS). In order to suppe premise that the EPAs
are classical RTAs after all, the paper providesilte of a legal audit of the
interim EPA agreements that were signed in thesifit African regions, despite
there being in existence a common African posibarthe minimum elements of
the agreements. In particular, the paper zeroes e African common position
with respect to some of the issues such as themahintegration agenda, and
argues that in a globalizing world, EU nationakneists could have overridden the
African Union integration agenda leading to thegfmentation of the previously
defined EPA groupings. By looking at the legal psoans of the interim
agreements, the paper shows that the balancepedti;m favour of the trade
elements with weak development provisions, as omelldv expect from a
framework that from a strategic point of view iarfred to eventually create free
trade areas.

But should Africa be worried if EPAs are classicATand should the African
negotiators change tact as they expend energy dswaronclusion of
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comprehensive EPAs? This is the other major cautioh of the paper as it looks
at previous agreements of a North-South naturetti@aEU has entered into as
part of its international trade policy and analy#es kind of outcomes that have
been achieved especially by the developing couwntpgartners. By drawing
lessons from EU-South FTA agreements with selecMdcan and Latin
American countries, especially those that have detag the transition periods of
the agreements, the paper shows who should wodywo should not and why
with regards to EPAs. The paper also points atethereas where the African
negotiators should focus on, based on the analysisconomic and social
outcomes of already existing FTAs between the Etliemother trading partners
in the South.
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Introduction: What Africa expected from the EPASs

The expectations of the African countries on theA&Rre informed by their
guiding principles. These principles are well ustieod and as noted in Karingi
et al. (2004) and also in Levantis et al. (200bpdd be:

o Development EPAs should be oriented towards facilitating sungtble
development and reducing poverty.

o Reciprocity all trade restrictions between the parties are b®
progressively removed, leading to a free trade.area

o Regionalism increased regional integration within groups ofCHA
countries is seen as a step toward greater integriait the world economy
and this principle guided the idea of having groggiof ACP countries to
negotiate with the EU.

o Differentiation the EPAs are to include a strong component atiapand
differential treatment, taking into account diffegi circumstances and
stages of development for ACP countries.

Consequently, the objectives of the EPAs as unaleddby the negotiating parties
is to have a focus on development, market accesggomal integration, and
establish a legal framework for promoting trade amcestment, and solidarity
and mutual interest. The weight ascribed to thdgectives have varied with
some of the ACP countries putting more emphasisthen development and
regional integration question, while the EU hasgled more towards market
access and the legal framework for promoting teatteinvestments. Nonetheless,
as shown by the various studies on possible ecanonpacts of the EPASs, the
overarching principles hold some promises for AGRIntries, but also some
risks. And the outcome will depend on what the Ifingreements put most
emphasis on. In particular, the reciprocity of prehtial access has been shown
to lead to trade diversion. This trade diversios haen of two forms (see Perez
and Karingi 2005 and Karingi et al. 2004). On time dhand, trade between ACP
countries in the same EPA grouping is likely todigplaced. At the same time,
without coordination of the common external tariiisd list of sensitive sectors,
intra-ACP groupings trade is also diverted. Ondtteer hand, some of the trade
between non-EU and ACP countries will also be degtto the EU.

In the African countries case, since 2003, the @amice of Trade Ministers of
the African Union have adopted Declarations on Nagjons for EPAs at their
meetings in Mauritius (2003), Cairo (2005), NairgBD06) and Addis Ababa
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(2007, 2008). Moreover, the African Union Executi@uncil of Foreign
Ministers and the Assembly of Heads of State ande@unent also adopted some
decisions on EPAs, known as the common Africantprs on EPA negotiations.
These declarations and decisions are specific at thie African countries want
from the EPAs. But as ECA 2008 legal audit of therim EPAs has shown, the
negotiations did not always adhere to all the comwfrican Positions, with the
result that there are differences in key areashef dgreements that may not
necessarily reflect regional specificities. Neveltlss, there some areas of
negotiations that was substantially the same piesrifor all groups, especially
with respect to concerns with development issudsnaarket access.

ECA 2008 shows that some attempts to have integreeaments reflecting the
common African positions have been made in the afeaarket access by
providing market access to EU market, regionalgraggon by references to the
process and development cooperation by provisionefgional EPA funds. But a
common problem of all African groups is that offéient trade regimes within a
negotiating group. For example, in the SADC EPAytBAfrica has been treated
differently in many cases, because the EU consitlézse relatively advanced in
development over the other countries and alreadytdaae relations with the EU
under the TDCA.

What havetheInterim EPAs offered?

As of June 2008, 35 ACP countries out of 79 hadialled the new trade
arrangements with the European Union, with the edopput in place a market
access regime to replace the preferential tradémeegunder the Cotonou
Agreement, which expired on 31 December 2007.

ECA (2008) provides a comprehensive analysis of dkisting interim EPAs
initialled by the EU with SADC, ESA, Ghana, Cotévdire, Cameroon and EAC
countries. They are full international agreemetggally binding, under WTO
rules and cannot be challenged by WTO Members. ltgenm EPA is unique
because it was negotiated with specific ACP reguith its own unique mix of
LDCs and non-LDCs, particular interests and integnaplans. The extent of
regional coverage also varies as well as the degremmprehensiveness (EC
2008). Nevertheless, all the interim EPAs have igious on objectives and
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principles, trade in goods and development coojmeralhey all address also the
mandate for continuation of the negotiations, tositins and dispute settlemehts

As underlined in ECA (2008), the present interimABPall share the same
objectiveswhich focus on:

- development aspects, such as poverty eradicattadugl integration into
the world economy, economic adjustment and divieetibn, building
trade policy and trade related capacity, establesttrof legal frameworks
consistently with WTO rules

- maintaining and promoting market access for ACRipcts into the EU
markets

- promoting regional integration in ACP regions
- alegal framework for promoting trade and investimen

- promoting solidarity and mutual interest betweenPAEuntries/regions
and EU

The fundamentaprinciple shared by all the Interim EPAs is that they should
build on the achievements of the Cotonou and pusviACP-EU agreements,
especially for what concerns the areas of regioaaperation and integration and
trade and economic cooperation.

In addition, the EAC EPA includes also the prineipf contributing to addressing
the production, supply and trading capacity of BE®&C, without referring to

special and differential treatments for LDCs, astamed in ESA EPA. The
SADC EPA additionally contains the principle that South Africa the TDCA

shall apply.

As to development issues, there are four cleaedifft approaches identified in
the ECA 2008 study as evidenced by the EAC intdfidA the CARIFORUM
and Pacific interim agreements and the SADC inteasigneement. The ESA
interim EPA comes out as the most detailed in @ioms on economic and
development cooperation.

3 ESA and EAC have substantive chapters also oerfis$) with the aim of promoting investment,
capacity building and improved market access ineoBU for the fishery sectors of East African
and Southern African countries.
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Besides the development issue, the market accessipns on trade in goods are
fundamental in all the interim EPAs. They are aiméeénsuring the continuation
of importation into the EU markets of ACP produots terms that were better
than those that would have applied in the absehttee@agreement. As ECA 2008
argues, the market access provisions directly tffee regional integration
processes, especially for the establishment oftfeeke areas and customs unions
at the regional level. In particular, the schedylof tariff elimination for EU
imports varies from EPA to EPA.

All interim EPAs provide for some general, secuatyd taxation exceptions as
detailed in the legal audit of these agreements ES8A 2008). Regarding the

dispute settlement, the EPAs take two main appesadh brief one as in the case
ESA and EAC and a more detailed one in the casleeahterim agreements. But
as noted in ECA 2008, none of these approaches idetailed as the WTO

dispute settlement system.

A major critique on the interim EPASs initialled Bfrican countries has been that
they don'’t satisfactorily reflect the common Afncgositions in some of the
important aspects. The question of regional intégmas well noted in the interim
EPAs. Various provisions make explicit referencerégional integration in
Africa, such as those that provide for harmonisatid customs legislation and
standards at the regional level. But the main sbantng levelled on the interim
agreements is the differences from one EPA to ampthspecially where
countries in different groupings are also engageal common integration agenda
under the regional economic communities. The EWpstive in this respect is
that the agreements could expedite the proces®rafation of regional and
African customs unions and common markets givennied for the groups to
adopt single starting lines or common externalffsaon the basis of which to
make their market access offers to the EU. As EQ82&rgues, the new trade
arrangements ensure that there’s a new duty-feeke tregime covering the vast
majority of ACP countries. Because this removesuason whereby some LDCs
in each region pay no duties on their exports ®Ek) and other non-LDCs do
pay such duties, this helps towards regional imtgn and larger regional
markets.

A valid perception and fear though is the lack oherence between the EPA
agenda and the regional integration processes liicaAfThis is exacerbated by
difference in membership in the EPA groups to thiathe regional economic

communities. In addition, apart from the EAC, coig®t in the same REC might
liberalize different tariff lines which might creaimpediments to intra-regional
trade. In some of the sub-regions such as WestCamdral Africa, not all the

countries in the respective EPA grouping initialtbd respective EPAs. In which
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case, those that initialled might be obliged to m#eir preferential offer
commitments to the EU. The EAC is an exceptiorhat the five members have
agreed to the same liberalization schedules, songethat has the potential to
strengthen integration of its economies.

In the area of trade-related issues, in particotempetition policy, South Centre
(2008) observes that the provisions of the inteBRAs as too narrow and
detrimental for developing countries. South Cerf#@08) goes ahead to argue
that competition policy is without doubt a fundar@ninstrument in the
promotion of more transparent, more efficient arateropen markets and it helps
also to encourage innovation and productive transition as well as to promote
consumer protection and welfare. But, it is notamdy strategy to have strict
provisions in early stages of development given tleveloping countries are far
from the assumptions at the basis of classical editgn law. Developing
countries, especially the LDCs lack mature marKétseese economies also lack
well developed independent private actors. The gmas of information
asymmetries and lack of a State capable to enfoorgracts with adequate
institutional, human and financial resources todra investigations, monitor
markets and impose sanctions reinforce these chsadalges.

Why EPAS areclassic RTAs

The resilience of RTAs

Despite major multilateral liberalization being eatered as superior, powerful
actors like the EU and the US are also engagedgiomalism which tends to be
controversial in economic and policy circles, esgécfor reasons linked to the
fact that preferential trade arrangements are by trery nature discriminatory.
Plummer (2007) provides a good picture of the exgstiebate on regionalism
versus multilateralism especially why countries @deTAs, which are second-
best policies, when the first best policy can bhiaed through multilateral
negotiations.

Yet, regionalism and multilateralism could be cstesit and even reinforcing, as
is the case in Africa. As some of the studies halilewn, some regional
agreements can create more trade than they darettthis might have supported
the expansion of regional trading blocks. Furtheemamost of the regional
trading agreements have been negotiated in thetrgaest, when international
trade and investment have boomed, suggestinghegtare not incompatible with
multilateralism.
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One need not forget that argument as elaboratéeenand Park (2005) that an
RTA can act as a building block to multilateralerrade if they involve a net

trade creation effect, which is highly dependanti@choice of the right partner.
Including the largest possible grouping of coustribat have a higher share of
pre-RTA trade and a non-uniform pre-trade tarifisture could lead to net trade
creation effect, an argument that supports the idéathe EPAs. Other

preconditions are the non-discriminated tariff mthns among members,
following a definite time schedule and without mags barriers against non-

barriers, and a deeper integration that mitigategemgial causes of conflict

between RTAs and multilateral trade arrangements.

Pomfret (2007) downplays the concern with the peddtion of RTAs by
observing that the dramatic increase in regionahsenbased on faulty measures,
such as, the increase in number of RTAs notifiedhe® WTO or the share of
world trade conducted under the RTAs. However, Pen(R007) avers that the
new form of regionalism, which the study refersagdeep integration, has the
potential to be welfare-improving by reducing nanfts barriers to trade and by
cutting behind-the-border trade costs. Moreoveg, dtudy also notes the added
advantage in establishment of regional agreementthey allow controversial
areas to be agreed compared to in global agreentgnaidford et al. (2006) also
argue that bilateral and regional free trade agessnincrease the trade among
members both through trade creation (increasece tasl a result of relative
efficiency) and through trade diversion (increasedle as a result of privileged
access) (Bradford et al. 2006). And so, as undstliny Bergstrand et al. (2008),
while most free-traders would argue that multilakdiree trade in goods and
services and barrier-free foreign direct investmenbptimal for the world, the
reality is that regionalism has developed handaneh alongside multilateral
liberalisations promulgated under the GATT.

An important point worth noting is that RTAs haweportant disadvantages, such
as the involvement of interest groups in the desifjithe agreement. Interest
groups can shape the RTA to their own benefit, Wh& not necessarily the

national benefit. Moreover, as Pomfret (2007) ob==rtrade diversion is often

more politically acceptable than trade creationth&slosers from trade diversion
(domestic tax payers and non-preferred foreign lsengp have little impact on the

policy making process. On the other hand, the dosts trade creation are borne
by domestic producer interest.

But one of the main disadvantage of RTAs is theceom with the ‘spaghetti
bowl'" character of regionalism especially in Afrideecause of the attendant
problems in terms of geographical space coverageegrdity, overlap and
contradictions associated with a country’s havingnyn different preferential



Draft 29 September 2008: Comments welcome, nog¢ taited

trading agreements (see ECA 2005). However, throoiggervance of Article
XXIV of GATT, some of these problems can be miniedz But, it is worth
noting that diversity of WTO membership rangingnird.DCs to advanced
developed economies has meant that harmonizationled and policies under
the WTO as in the case of those rules governing Rfias proven to be extremely
difficult. Furthermore the regional agreements supported because of their
ability to drive integration and cooperation in asehat have been neglected by
the WTO, in terms of tariff, non-tariff and non-bler measures. Yet it is these
WTO-plus issues that are major areas of contentiaegional trade agreements
such as those involving developed and developingtcies together.

Plummer (2007) also highlights the arguments tloat-aiscriminatory unilateral
liberalisation could lead to trade creation andrade diversion. But quickly adds
the contrarian argument that the fact that foremgarkets are left untouched
would suggest that the welfare gains would be énhitThus, the FTA could be
superior to unilateral liberalisation if the gaiirs terms of increased national
welfare due to foreign reductions in tariff bars@vere greater than the losses due
to trade diversion. This argument is well capturetiVonnacott et al. (2005) who
underline the reasons why a single country engag&sTAs rather than simply
cutting trade barriers unilaterally. Essentially,FaT'A provides economic benefits
that the unilateral move cannot, namely the ecooaagains on the export side
from reciprocity because of the removal of forelgmriers between partners. It is
true that in theory unilateral initiatives can lgada reduction in barriers against
imports also from non-partner countries and insagainst the FTA trade
diversion. In an RTA however, a small country withh unilateral terms of trade
influence can more, that is, improve its termsrafié, by persuading its large
partner, whose barriers do affect the terms oftrémlireduce its tariff. In addition,
a FTA can be preferred because of the strongerosufspm exporters eager for
improved market access and the lower adjustmerts aegiving from the less
competitive pressure.

The EU EPA template informed by global RTA “bestepices”

Review of the arguments as to why FTAs exist basilem being second-best
lead Plummer (2007) to conclude that the FTAs @mealing because they are
able to generate significant gains in terms of eaun efficiency, beyond what
any realistic multilateral approach could possiblgpe to generate, if “best-
practice” is adopted in their design. And what #rese best practices? These
include the comprehensive coverage of goods amndcesr The believers of
regionalism would then urge that the priority beegi to telecommunications,
financial and education services, which are traddlly very difficult to liberalise
multilaterally. The exemptions should be as fewassible.
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By having a closer look at these best-practices wahdt the provisions of the
interim EPAs currently portend, one is left with doubt that they are classic
RTAs. In deed, the experience of the EU from negioiy FTAs whence it could
have been able to build institutional capacity anFZ A “best-practice template”
may be seen as likely influencing its negotiatit@nses in most of its regional
trading agreements, including in the EPAs and ésiréd to include WTO-plus
issues, such as government procurement, compepititicy, and investments.

A quick review of the best-practices as capturetheliterature for efficient and
optimal FTAs vis-a-vis common African positions BRPAs clearly show some
areas where best practice run counter to someegfdhitions. Suffice to note that
in some aspects they are compatible, such as thereenent that the rules of
origin should be as low as possible and symmetrigat this has remained an
issue of contention in the EPAs negotiations. Tdespite the empirical results
suggesting that stringent rules of origin couldéhawportant trade diversion and
investment diversion effects, with potentially higbsts to non-partners. They
would also be distortionary in terms of technolagdyices and may result in
investment decisions being based on locations réthe efficiency.

A reflection based on the legal audit of the imteBEPAs point clearly to attempts
to have the agreements aligned to these best gegactFor instance, customs
procedures should follow global best practices &MTT/WTO consistent

protocols. The intellectual property right protecti guidelines should be non
discriminatory and consistent with TRIPS and relatgernational conventions.
In this respect, regional trading agreements aea s opportunities to lock-in
policy reforms or as instruments to modernize austolaws, regulations,

administrative guidelines and procedures as theVig8iam Bilateral Trade

Agreement attests. The EU could also be seeingefhds as instrument to
achieve similar outcomes in the African countries.

Another perceived global best practice is in treués of investments whereby
provisions related to FDI should embrace nationgdatment and non-

discrimination. This is evident in the interim ERA&imilarly, the interim EPAs

also point to the desire to have transparent ainéifdi-dumping procedures, and
hope that the comprehensive agreements could achmesdl-specified and

effective process e.g. in Government procurement.

Similarly, in classic RTAs driven by the perceiveglobal best practice,
competition policies should aim at creating a ‘lepaying field’ for both locals
and partners and they should not put non-partnempetition at a disadvantage.
This is clear in the direction that the EPAs negjains have taken. The technical
barriers to trade should be kept to a minimum, witbar and transparent

10
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mechanism for determination of standards. This WRJAs in as far as they
involve few countries, are seen to posses the paléo achieve far deeper means
of integration and progress in this area.

Interestingly, once the EPAs are concluded in thiéopophy of classic RTAs, it
will not be difficult to have them institutionalide In deed, there is political
economy analysis derived evidence that point tof#lcé that the interim EPAs
and subsequently the comprehensive EPAs could lo&lgunstitutionalized to
avoid reversal and this may explain the urgencyinitial, ratify and sign
agreements. Lusztig and James (2006) use an edpetiiey model to explain
why controversial free trade agreements so oftecorbe institutionalized.
Essentially, Lusztig and James (2006) show tha¢rswg to a less free trade
policy in this case would lead to political bengfibbtained from the general
public’s perception of consistency and honestyaitcy articulation. Moreover,
other benefits would be safety against left-wingbaiding, support from the
inflexible rent seekers and macroeconomic bené&his re-employment in once
protected industries. However, such benefits areentloan counterbalanced by
the associated costs. First of all the macroecondosses from distorting trade,
reduce standing with the business community, patiemght wing outbidding and
retaliation by former partners to trade liberalisat One would then expect that
to avoid policy reversal, EPAs would become quidkigtitutionalized, even as
classic RTAs.

There is also a political economy motivation whg EPAs, even as classic RTAs
are likely to be quickly institutionalized. This thation is well captured by
Estevadeordal and Suominen (2008) arguments oniritevgtate cooperation can
enhance further cooperation. Using a new datasetramfe and cooperation
agreements, involving especially EU and US, theg that all states today belong
to a cooperation agreement of some kind, even thosigtes cooperate
disproportionately more in the domain of trade tihamther domains. The data
also show that countries that cooperate in the afé@de and each other’'s most
favoured partners in other areas of cooperatioweals Alluding to political
economy arguments, at least three reasons are @atavhy trade agreements
can be a vehicle of future cooperation in other d@ios) pointing to a motive for
agreeing and even implementing EPAs even as cIRIFs.

First, the EPAs as contemporary trade agreemergs aiso likely to be
multifaceted than are many other types of inteamati agreements, so that they
could open ample opportunities for states to engagssue-linkages and log-
rolling. Secondly, the positive externalities aide agreements, such as expanded
markets, can augment the policy salience of regionkes and regulations,
awakening latent interests in the member statedetoand further cooperative

11
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agreements. Moreover, if and when trade agreensputsinstitutional efficiency
in the member states they can render the membaesagingly attractive as future
cooperation partners. Thirdly, trade agreements qaoduce negative
externalities, such as border congestion and diatpm, which can give rise to
demands for cooperation in other domains, suchoasefgional transportation
networks or environmental protection. Lastly, tremgreements can then spur
demand for a host of regional public goods whiclvely their public goods
characteristics, require formal frameworks for oegil cooperation.

Egger et al. (2007) explain the rationale behind #itested preference for
bilateral trade and investment agreements. In tmsedel, multilateral
liberalisation is preferable for both developed &8$ developed economies only
if the latter are endowed well enough with capiBéiis is not the case for the
African countries. Otherwise Egger et al. (2007yuar that the developed
countries will prefer bilateral liberalisation witteveloped economies, which can
let them to attract FDI and reduce the risk thagifgn firms relocate their plants
to a third economy. Similarly, the developing coie® oppose further promotion
of multilateral trade, as it inevitably leads toedlirection of trade and investment
to the capital abundant countries. As an altereatihe developing countries
engage in bilateral agreements as they could heémntto exploit their
comparative advantage at the largest possible gxtaough a consistent trade
redirection effect. Moreover, developing countreegect to gain from bilateral
liberalisation with other developing countries oiflgapital and skilled labour are
not too scarce in either of them, so to stimulakatdéral FDIs. But the EPAs are
bilateral agreements between developed and dewglopihich make the results
in Egger et al. (2007) uncertain.

Interim EPAs mirror characteristics of previous RsTiAvolving the EU

As of November 2005, 40 out of the worldwide-neitifi RTA notified to the
WTO directly involve the EU. Maur (2005) gives axhaustive overview of the
main characteristics shared by all the RTAs sigmgdhe EU. An evaluation of
the EU RTAs provides some basis upon which to ealeclvhether the EPAs are
basically classic RTAs. As classic RTAs, then tbegatiations would have to be
concluded with the expectations of such agreementsind, rather than the
current view that they will be development tools, iaterpreted by the ACP
countries, including the African region. Maur (20Q%&ovides a useful starting
point in assessing the interim EPAs by lookingheg tharacteristics of some of
the RTAs that EU has entered in the past. Thisuaetian vis-a-vis the audit of the
interim EPAs (see ECA 2008) suggests that the EdoA#d be pointing towards
classic EU negotiated RTAs. So, what are someetharacteristics of the RTAs
that the EU has negotiated in the past?

12
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As Maur (2005) notes, all the European RTAs seffumglamental objective
regional trade cooperation among partners. Thisséen in the Euro-
Mediterranean Association Agreements (EMAASs), whigre signing of South-
South RTAs was set as the pre-condition for furdmicessions in the EMAAs.
The Cotonou agreement of June 2000 also sets &p@mnal trade integration
process within ACP countries’ as one of the condgifor negotiating Economic
Partnership Agreement (EPAS) with Europe.

In addition, the EU imposes its classification a@bgucts and the same set of
preferential rules of origin in all its trade agments. This can be understood as
an effort to minimize the costs of implementatidhe EU is also trying to make
partner countries to use similar rules of origirthwmi regional agreements. An
interesting result of this trade policy aspect basn the creation of tariff quotas
where they did not exist (e.g. Algeria, Egypt, &kile). In the area of trade
facilitation, the EU offers access to its standaaisl procedures but the
provisions are limited to the simplification of ¢ass procedure.

The EU FTAs also hope to achieve a harmonizatioth whie EU technical
barriers to trade (TBT)egulation and procedures. In the aspects of sgratad
phitosanitary measures (SPS), such harmonizatiomos specific in EU
legislation. And in the contentious area of contpm®ti policy, most European
agreements envisage more extensive coordinati@orapetition standards, with
reference to EU model and law enforcement mechanidmd with regards to the
trade-intellectual property rights, the provisiamntained in the EU agreements
go beyond what is required by the TRIPS agreemmauhicall for the adherence to
the highest international standards.

The observation that one makes from the foregamnfat the influence of EU is
limited to what can be seen as its classical trsslges, i.e. issues contained in its
existing trade agreements and which seem to bennirig the EPAS negotiations.
Furthermore, given the uncertain outcome of negiotia at the multilateral
negotiations under the Doha Development AgendaEthecould find the EPAs
as an appropriate framework in its participationtiie regionalism movement
which happens to currently constitute the mostigmt trend in international
commercial policy.

Antkiewicz and Whally (2005) capture the likelyetition that the EU might steer
the EPAs. The study notes that the present infematnegotiations are a two-tier
trading system. On the top tier is the common ratdral disciplines involving
all countries and largely reflecting the interests large powers in their
arrangements with each other. In the second teether regional disciplines going
beyond multilateral arrangements and reflecting dbeninant interest of large

13
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power in any given smaller market. And in recentets, besides the EU and US
typology, a third set of agreements seem to chamaet the early Chinese
regional negotiations, which are considerably nfomised on the conventional
WTO spheres of trade in goods and services, witpaying attention to special
sectoral arrangements, possible tax harmonizaitimoyvative dispute settlement,
coverage of environment and financial integration.

It is not surprising therefore to conclude that theerim EPAs, based on the
foregoing are classic FTAs as suggested in ECAgR®®imilarly, Stevenson et
al. (2008) draws the conclusion that the presetetrim EPAs are simple FTAs
lacking efficient provisions in term of broader é&spment. From the perspective
of the EU, and in line to the global best practioes=TAs, EPAs will foster

development mainly through trade liberalisation d@hd creation of the right

policy framework to attract investment. In additidoy building on the ACP

regional integration processes, EPAs should cartwilto the establishment of
effective regional markets in the ACP, thus attrertand stimulating both

domestic and foreign investment, a necessary dondifor sustainable

development.

Yet, the African countries, in line with the ACPrggective, do not see how
classic RTAs as interim EPAs point towards couldtdo development. While

most of the ACP states would agree with the EU be tevelopment

opportunities offered by an EPA, they tend to cdesitrade liberalization and
regional integration as necessary, yet far fronfigaht, conditions to foster

development and alleviate poverty. As Stephensai. €2008) notes, if an EPA
is to promote development, this objective must @at@ all aspects of the EPA
agreement. The EPA must also be accompanied byoppgely arranged

financial support to address supply-side constsam$é well as measures to
mitigate the related adjustment costs. These arditons that are not part of the
global best practice on RTAs. It is therefore notpssing that while the EC

recognises the structural and institutional consisaimpeding ACP countries’

productive and trading capacities, the interim ERMexe not categorical on
development financing issues especially with bigdoommitments in the legal
text of each EPA for the existing or additionala@ses covering EPA-related
costs. All this said, Stevenson et al. (2008) aadelthat although the interim
agreements offered ACP countries an opportunityteimporarily safeguard

market access, they aie factosimply FTAs.

What then if EPAsareclassic RTAS?
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This is an important question which African cousdrin particular might need to
reflect deeply on. On the one hand, the on-goingptiations could be put back
on the track of moving towards EPAs as developmatiter than trade policy
tools. Otherwise, African countries could lookla historical record of the EU in
the use of RTAs as part of its international traddéicy instruments. In which

case, the African countries would have to focushawving comprehensive EPAs
that are clear that the ultimate objective is teehBTAs in the classic sense. With
such a view, then the natural thing to do is tdklab how the EU RTAs have
progressed. The ground on the first alternativeadi covered and documented,
including most of the efforts to define EPAs as elegment rather than

mercantilist-instincts instruments. For instanc€AH2008) reckons that there is
scope for the ACP groups to learn from each otherfarmonize provisions in

key areas drawing on the evidence from existingrimt agreements. The study
gives some indications on how African countriesldagap some benefits from
the EPAs based on the common African positions®A Eegotiations.

Other authors provide an argument for designingaRAs as a development tool
and not only a mere free trade agreement (see vdsal. 2005 and proposals in
Stephenson et al. 2008). Wilson et al. (2005) shinastariffs are not the major
impediment to South-to-North trade and even if taey more relevant for South-
to-South trade, they are not the key factor to aase trade, especially in
manufacturing good. There are other measures @dé tiacilitation, which seems
to have a greater impact, as port efficiency, aastmvironment (import barriers
and irregular extra payments), regulatory enviromngeontrol of corruption and
transparency) and e-service sector infrastructliteey provide evidence that
different performances between countries are ex@thiby country’s own trade
facilitation reform efforts. So, guaranteeing markecess and decreasing the
barriers to trade is not sufficient to help Africaountries to build their
manufacturing system and to integrate into the gltdading system. They would
have small export gains compared to the importggawith probably negative
consequence for their development.

But there has been a limited discussion on thergkepossibility where EPAs end
up being classic RTAs, an eventuality that so fapears to be more realistic
going by the interim EPAs. With EPAs as classic RT#e African countries
should expect the following:

Deep trade liberalization front-loading

In deed, looking back, it is evident that Europ&As have transformed from
simply autonomous preferential agreements or ageatsrconcentrating mostly
on eliminating tariffs on industrial goods into gekilateral agreements, which
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include not only economic, but political and socdilmensions. From the
economic side, the EU uses initially the RTAs ttagb quick wins by exploiting
the well known theoretical benefits deriving frorade liberalisation summarized
as in Dornbush (1992): static gains from improvesburce allocation; access to
greater variety of goods, which raises productiagyproviding less expensive or
higher quality intermediate goods; availability iofiported intermediate goods
and technology, whether licensed or embodied iromegl capital goods; a more
economically rational market structure and relag@ihs can also result from
economies of scale that arise in wider markets;fexadly transfer of know-how.

By having the EPAs as classic RTAs, the EU belietltest as pointed in
Greenaway et al. (2007), when implemented, thellikdly promote efficiency
in more ways than one. Allocative efficiency wile lpromoted by factors of
production being reoriented towards those sectorswhich the economy
possesses a comparative advantage in trade. Tedmal efficiency is also
likely to be an outcome through increased varidtyclmice of techniques of
production. In any case, despite the uncertaintyrade liberalisation that the
African countries will face, the expectation on EPas classic RTAs could be
founded on Krueger (2005) who argues that therglaaty of evidence across
countries and over time to support the view thanipg up economies to trade is
beneficial. The competition that the EPAs will lyiwill be the powerful force for
increased economic efficiency via elimination ofiéén monopolies and driving
down prices.

Economic outcomes will be uncertain hence policsacing critical

Unfortunately, EPAs as classic RTAs and in whick partners have different
economic power are actually walking on well trodgeth where uncertainty is
more the norm than exception. Santos-Paulino (2088)le underlining the
methodological difficulties and hence the divenseiipretations encountered by
all the studies on trade liberalisation and ecowopgrformance of developing
countries, points to the uncertainty of possiblécomes, especially given the
unclear estimates of the impact on the balanceadetand of payments. One set
of uncertainty stems from the possible excessiygoigrowth in contrast with
the more modest export growth which has fundameptdicy implications,
especially for the balance of trade and balancepafments. In deed, in a
successive study (see Santos-Paulino 2007), tilaelalisation is shown to have
greatest effects in terms of import growth thamexgbort growth. In which case, if
the African countries are to benefit from EPAs Essic RTAs, the issue of the
sequencing of the liberalisation of exports andadrtg must be taken seriously.
As Santos-Paulino (2007) urges, import liberal@atshould be combined with
the effective measures designed to improve connesiiss and to promote
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exports. If there will be no appropriate combinatiof domestic policies and
liberalisation — both trade and financial- thenanake of payment difficulties
could leave the African countries worse-off.

Feenstra and Kee (2007) does however maintainathé¢ the static gains from
trade liberalisation have been widely studied andudhented to be relatively
small, the dynamic gains due to the expansion pbewariety may well be more
important. By comparing the average variety witeiach industry in Mexico
before and after 1994, the year when the countiyegb the NAFTA which
substantially lowered its tariffs to the US and @dian markets, the authors
found out a rise of 5.2 % in the agriculture indystp to 21.4 % in the electronics
industry. This might therefore imply that therepistential for export variety to
evolve in the African economies even in EPAs tloatkl as classic RTAs in a
similar fashion to NAFTA.

Brown et al. (2005), provides some evidence on wmatAfrican countries could
possibly expect with EPAs that are classic RTAavBr et al. (2005) analyses the
effects of the bilateral agreements the US signitid @entral America, Australia
and Morocco, using the Michigan model of World Rrciibn and Trade covering
18 economic sectors. Given that the US appliesémee framework to negotiate
all its FTAs, and also noting that this negotiattegplate has much similarity to
the EU framework as seen in the interim EPAs, theysshows that in all the
three cases the effects in terms of global welfame negligible. The results
indicate that the bilateral removal of protecticasHed to welfare gains both for
US and Central American countries (CAC) and Morodcoparticular, in the
Central American Countries there were sizeablegugage increases in output in
textiles, wearing apparel and leather productsfantivear, sectors in which the
CAC countries are said to have a comparative adgantin Morocco however,
there is evidence of a small reduction in expoftsagricultural products and
leather products while there are increases of tipeeent in the export of
manufactures and of 4.7-21 percent in servicess Téflects a similar trend in
domestic production. On the other hand, Morocceiparts have increased in all
sectors except metal products, with the largeseases in services. By contrast,
there are negligible percentage changes in US ingad exports, as well as in
sectoral employment. The study notes that suclctsfte the bilateral elimination
of barriers on agricultural products, manufactuaesl services are seen to be
fairly small, given also the small size of the ¢xig trade between US and
Morocco.

Deep regulatory frameworks reforms will possiblybased on EU template
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Maur (2005) provides a good overview about bothpiftes and cons of signing an
EPA as classic RTA for a developing country. On sige, developing countries
face obvious advantages in upgrading their existgglatory framework along a
European template. This is a proposition that tbehes underpinned in most of
its discussions on the possible results from thA<€Hhis is because the EPAs
can help the African countries cope at a lower oegh market failures
(competition, technical regulations, intellectualogerty rights and trade
facilitation). A regulatory policy framework agre@dan EPA can also reduce the
transaction costs duplication, by having one setietical rule. Similarly, EPAs
are seen to have a capacity to enhance prospestarkét access by conforming
in the domestic market to rules the EU requiresngports. Finally, EPAs can
facilitate negotiations by adopting identical instrents to Europe.

On the other hand, Maur (2005) argues that therpeisasive evidence that
entering into such agreements with Europe comel, widmetimes significant,
limitations on the choice of trade policies. Fiysthe EU is exporting its model of
regional integration to all RTAS’ partners by usiognditionality and imposing
prescriptions to ensure that the objective of S&dhth integration is respected.
And as already argued above, regional integratioaulsl help to stabilize
individually fragile neighbours by associating themore closely, promote
regional stability and reduce trade diversion. phablem is that EU is not only
promoting South-South RTAs but also seeking to shidwem, by dictating the
form of regional integration, indicating the menweoffering prescriptions
regarding the content of the sub-regional initiesivjust like the interim EPAs
have shown. In retrospect, the Cotonou agreemeatiuilding blocks’ for the
negotiation of the South-South regional agreenfentaild lead to an outcome
similar to other EU RTAs.

Secondly, all the RTAs signed by the EU provide doconsultation mechanism
which entitles EU (through the contentious MFN ekauwith the possibility

influencing the trade policy developments takenthg partners, in particular
relating to the signing of RTAs or customs unionthwther countries. Moreover,
most of the standards and of the border measumgssia by classic RTAs are so
complex to be unbearable by developing partner tt@sn Those which face
severe institutional constraints are so preventewh fengaging in different RTAs
simultaneously, with the consequent fragmentatidiberalisation efforts and the
decrease of marginal returns from bilateral liisesion. And as ECA (2008)

implies, the EU is making use of its bargaining powto influence the

* The 5 building-blocks are: liberalisation of tradeyoods; services; trade rules; competition
policy and state aid; regional policies on intelllet property, investment, procurement, labour,
consumer rights and environment.
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membership of RTAs among the African countriesebu] the EPAs are biased
by a strong power asymmetry, fed also by the coxpled non-transparent
regulatory measures. For example, the unificatibruties of origin will reduce
transaction costs but will also generate signifidaformation asymmetries that
favour the European private productive sector, tvitias a better knowledge of
production and supply processes in each industry.

Regional integration might help assure some ofithged benefits

Even with EPAs as classic RTAs, the African cowstrmay still have some
chance to reap some benefits, albeit minimal, coetpéo a situation where the
EPAs were development tools. As Maur (2005) argtles, extent to which
European influence applies is dependent upon tlt¢usstof development,
economic strength and dependence on European naantess. This was the case
in countries like Mexico, Israel, Egypt or Southridé that have retained more
flexibility than others. Therefore, to take Stevamset al. (2008) discussions, if
interests among countries within a region diffem, BPA might for instance
include varying degrees of commitment on trade arvises and trade-related
issues.

Perez and Karingi (2007) give an exhaustive pistwkall concerns raised for
African economies by the creation of FTAs betweéhdhd the ACP countries,
as the present EPAs are. In theory, the EPAs sHueefit the ACP countries,
which can maintain the preferential access of Ldmeh the commitment to

reciprocate) and benefit further from the cuts ameéstic tariffs as well as from
the underlying economic reforms. As a result, ti@PAconsumers would enjoy
price cuts and the most efficient ACP firms may liaye their integration in the
global supply chain.

Nevertheless, the general equilibrium model dewedopy the two authors show
that EPAs might not foster economic reforms, namfogce economic certainties
and governmental credibility, as they are usuadiyoaiated with major negative
economic and social effects. First, EPAs will poidly create highly
asymmetrical gains between African and Europeadymers. Secondly, local and
regional producers may lose significant market eshtar the benefit of their
European counterparts, resulting in a decline itpwtuand shrinkage in intra-
African trade. Thirdly, as already indicated thguatinent costs would be even
more unbearable given the inevitable loss of custoenenues currently derived
from European imports. Fourthly, tariff reductiomay not induce a decrease in
prices in the ACP countries, due to their narrownasd the high transaction
costs, which limit the substitutability among impspurces and may induce the
European exporters to increase their margins rafiaer cut their prices.
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Taking all this into account, and if the EPAs remas classic RTAs, then Perez
and Karingi (2007) conclusion that it is importantreshape the EPA initiatives,
allowing a large level of asymmetry between Europeand African
commitments, the duty-free access to all Africapoms to the European market,
and putting the integration of the intra-African nkets as a prerequisite for the
implementation of the EPAs will not be feasiblerkkand Stern (2005) show the
limits and the risks involved in engaging in extrhilateral agreements without
having consolidated regional integration, first.eyHocus especially on the new
Southern African Customs Agreement signed on Oct8b82. Such agreement
has opened new possibilities for a range of new GAfillateral agreement,
involving both EU and US. According to the authdhss can contribute towards
but also require much closer integration within 8&CU. Notably, the Trade and
Development Cooperation Agreement between Souticadénd the EU, provides
for the establishment of a free trade areas betvieentwo signatories. Other
members of SACU members have the interim EPAs. &\thiese developments
might help to cement SACU as a unified trading pKick and Stern (2005) notes
that they might impede the efforts to integrate tiembers of SACU with other
regional trade agreements.

And there are lessons from the European integratibich is the world’s most
successful regional integration experience bylfarexperience could inform the
EPAs future results. There is caution however atingrto Baldwin (2008) who
posits that the world has little to learn from t&& in terms of deepening
economic integration, as the EU started its lifeincumstances unimaginable in
today’s world and the adoption of a similar degrafe supranationality is
impossible to apply in African or America’s coueBi  This notwithstanding,
the lessons from the European experience areofirall that it is more important
to get the regional integration started than ittasagree in advance all the
integration steps that will follow. The integratidself will change the political
economy forces in each nation, in a way that wdkendeeper integration easier.

Moreover, as far as the widening of the integrai®moncerned, the European
experience show that the key element of succesesgyning not a matrix of
bilateral deals, but a coherent system accordinghich when one joins a FTA,
one automatically grants and gains free trade adcesll existing members. Such
all-or-nothing proposition reinforces the domindeet and makes enlargement
easier. In this regard, EFTA foresaw a common detutes of origin and
accumulation, reducing the difficulty of negotiagithe entry of new members.

Exploiting comparative advantages will be crucalteing competitive
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The case of the ASEAN-China FTA provides some genersight on how
African countries can maximize benefit in a cladRitA with a more developed
country, which presents enormous economic oppditsnias well as serious
challenges (see Tengzon 2005). In the specific, tasesame structure of exports
(apparel and textiles, vegetable products, basealnsetd metal products and
mineral products) means greater competition in lamimestic and third-country
markets. Whether ASEAN countries can win such cditipe and benefit from
China’s largest market depends on their competiggs relative to China and
their ability to gain entry or improve their sharethe Chinese market. Surely,
there would be readjustment costs in those indsstihere the ASEAN countries
have no competitive advantage against China. Howé&kgna has a competitive
disadvantage in all its major imports, particularv materials and industrial
components as well as food and agricultural pradUSSEAN countries can tap
into this potential, even though they have to fdo® competition of the more
advanced countries, which have already establiginede link with China.
ASEAN can also benefit from service sector in Chigtaurism, banking,
insurance, accounting, professional services, naéditd educational, transport).

The general conclusion is that to fare better impetition with a more developed
country partner in a trade agreement, developinmiris should focus most of
all on the specific product areas where they hay@fcant advantages. The main
goal should be to improve product and service gyadfficiency and reliability.
This implies moving to higher-value products, depahg own specialties and
niches and the skills of own human resources avel [& technology. Secondly,
they can improve their cost competitiveness by camspting the wage cost
disadvantage with other aspects of the productiahdistribution process, such
as improvements in transport, delivery and buresycr

Adjustment costs should determine policy sequencing

Bond (2008) analyses the role played by adjustroestis in determining the best
way to structure an agreement between two countviesn there are multiple
sectors to be liberalized also provides usefulgimsi in a situation where the
EPAs are classic RTAs. His conclusion is that aieatjal liberalisation of trade
must be preferred in the case of high adjustmemtscondeed, sequential
agreements are more likely to be self-enforcingpmse resources are moved,
countries will rarely deviate from the agreemenséators that have already been
liberalized. This approach to sequencing of tradge@ments also vyields
predictions about which types of sectors are mikedyi to be liberalized first.
Those where deviation incentives are low will Heetalized before the others.
The existence of spill over effects between sectmesates two additional
motivations for sequential liberalisation. Onehie £xistence of congestion in the
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adjustment process, which would lead to greatemsaigient costs when the two
sectors are liberalized simultaneously. The other the existence of
complementarity in the deviation gains across $sctw that liberalisation in one
sector raises the return to deviation in the otkector, then sequential
liberalisation will be more attractive becauseeduices the payoff from deviation.

Being North-South FTAs deepening South-South Catipemwill help

Fugazza and Vanzetti (2008) provide important tesah what one could expect
in terms of potential gains from liberalisation &obuth-South trade when
compared with the impacts of developed countriesnop their markets. Despite
previous studies, according to which the producgiatierns in Southern countries
induced by the trade agreement are unlikely toespond to their true underlying
comparative advantage, the results of authors’ Isitiam suggest that there are
significant potential gains from South-South trddeeralisation. In terms of
exports, the gains in export revenues from SoutlttSbberalisation far exceed
the benefits of further access to Northern markasswell the benefits from
regional integration. But most importantly, the mdifferences between North-
South and South-South liberalisation are howevertdirms of production
structure. Looking at the developing countries asgraup, production in
agricultural goods increased in the scenarios ustigty, but it is more than 10
times higher when access to Northern markets igrdilzed. Moreover,
production in manufacturing goods falls for all dkping country groups
including Asian countries in the North-South lidesation scenario, while it
increases or decreases in the case of SSA couintties South-South scenario.

Nevertheless, Fugazza and Vanzetti (2008) recoghiae regional agreements
among developing countries should face the greaitation deriving from the
fact that the economies are not so different arad the potential gains from
differing relative factor endowments and costsrareforthcoming. For individual
developing countries, obtaining further accesseawetbped countries’ markets is
particularly beneficial if preferential access #aned, but this at the expense of
other countries that are shut out

Another problem arising from the establishment ajrtN-South cooperation
agreement is underlined by Adam and Moutos (200Bg paper evaluates the
trade effects of the EU-Turkey customs union agezenof 1995. They found
that the salient features of the EU-15 countried @nrkey are conducive to
making the effects of the EU-Turkey custom uniagned in 1995, asymmetric.
In particular, the more contiguous an incumbenttiquis to the joining country
in terms of technological sophistication, the largédl be the crowding out of this
country’s exports to the other incumbent countagss result of the custom union
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expansion. After the signing of the agreement thas a reduction in exports of
the southern group (EU countries with the lowerelewf technological
sophistication) to the rest of the EU-15. By cosifrahe effect on the exports of
the northern group to the rest of the EU-15 has ls@@nomically negligible and
statistically insignificant. The increase in therte@rn group’s exports to Turkey
was equal to the corresponding variable for theétsa group.

But job displacements amid declining wages shoaldxpected

In all RTAs, a greater attention should be paith® short-term consequences of
trade reform for employment structures across itnéissand industry wages. In
this regard, Goldberg and Pavcnik (2005) analysestHfe case of Colombia,
which in 1985 started a gradual, trade reform imvag all the sectors of the
economy, especially the manufacturing sector isr@sting. The removal of trade
barriers was reflected in trade volumes, so thatvéen 1984 and 1994 all
industries experienced an increase in import patietr, with the largest absolute
increase in transport equipment, professional amensfic equipment, electric
machinery, industrial chemicals and textiles. Thduction by 40 percentage
points of the manufactured tariffs from 1984 an®4.%d to bigger declines in
relative industry wages in sectors that experiermggder tariff cuts. Nevertheless,
such trade shocks to large industries were not mpaoied by a labour
reallocation from the industries with the largestlihes in tariffs to the industries
with the smaller tariff reductions. Apart from thgidities of the labour market in
Colombia, this fact can be explained by the nortuwrap labour movement across
firms within an industry. It is however plausibleat when developing countries
open up to trade, they change their product mixiwitndustries in response to
new exporting opportunities and/or increased foreigmpetition.

Consumption benefits will be unevenly distributedaciety

Beaulieu et al. (2005) underline the fact that, leviiree trade may result in
aggregate consumption gains, these gains are wessarily distributed among
the members of the society. Indeed, it is posdhde certain groups will be worse
off in a situation of free trade than in an autadkyrestricted trade situation. This
calls for proper analysis and redistribution p@giThe authors in particular take
into account 17 countries in Latin America, findithgat skilled workers are more
likely than unskilled workers to support trade @hts difference is statistically
significant if all the 17 countries are taken in&mcount together. While
considering country by country, such differencstetistically significant only in
8 countries. Indeed, empirical results show thatkilied workers are not more
supportive of trade even in the most unskilled-alaumd Latin American
countries, apparently in contrast with the Stolamuelson theorem.
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Conclusion

This paper has looked at what the interim EPAsreffehe African countries vis-
a-vis the expectation of the African countries lolage their understanding of the
principles of the Cotonou Agreement. The analy$ithe interim EPAs suggest
that the template used by the EU, contained a-udgenda that is informed by
the global best-practices in establishing classitA®R In which case, the
comprehensive EPAs are likely to contain provisiomse in line with the EU

international trade policy. The paper has then doolt the evidence of existing
RTAs and indicated what the African countries sHoelxpect. With these
expectations, the African countries awake to traditsethat in order to benefit
from EPAs that are essentially RTAs, more is exg@dtom them in terms of
assuring the benefits that developmental EPAs corddide.
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