AN IMPACT STUDY OF TH E EU-ACP
EcoNOMIC PARTNERSHIP AGREEMENTS (EPAS)
IN THE SIX ACP REGIONS

Final Reporti January2008

This report has been prepared by

Lionel FONTAGNE (CEPIIT UNIVERSITE DEPARIS|),
Cristina MTARITONNA (CEPIIT UNIVERSITE BOCCONI),
David LABORDE (CIREM I UNIVERSITE DEPAU)

N° Trade SPECIFIC CONTRACT N° SI2.453.883
Implementing Framework Contract No TRADE/05/H3/01/1c¢

Commission of the European UnieDirectorate General for Trade

This report has been prepared at the request of the Chief Economist Unit of DG Trade. The
views and omions presented in this document do not necessarily reflect those of DG Trade or
the European Commission.

CEPIFCIREMT 9 rue Georges Pitaiid75740 PARIS Cedex 15France
Phone: + 33 1 53 68 55 BFax: +33 1 53 68 55 01Web: www.cepii.fr






Executive summary

Executive summary

The EU®8s trading relations with the 77 membe
Pacific (ACP) countries have historically been framed by a series of conventions,

most recently Lomé, which granted unilateral pr eferences to the ACP countries

on the EU market. Although the ACP  countries are amongst the most vulnerable

countries in the global trading system, the conventions nevertheless violated

WTO rules as they established unfair discrimination between developing

countries. A change was therefore required. The Cotonou Agreement in 2000

paved the way for a new trading regime based on reciprocal preferences. On

this basis, in 2001 the WTO agreed to give a waiver to the EU to continue

providing unilateral preferences until January 2008.

Under the Cotonou Agreement, Economic Partnership Agreements (EPAs) will
be established between the EU and the ACP countries. EPAs define a new stage
in the policy of the EU towards the ACP developing countries, establishing a
framewor k which is fully compatible with the WTO trading rules, in the sense
of GATT Atrticle XXIV.

However, the EPAs, which should replace the Cotonou agreement by the
beginning of next year, will pose important challenges for many ACP countries.

The negotiations with the EU to establish EPAs began in September 2002. For
the purposes of negotiations, the 77 ACP countries have been grouped into six
negotiation regions (West Africa, Central Africa, Eastern and Southern Africa,

the Southern African Development Commun ity, the Caribbean and the Pacific)
based on existing regional integration institutions.

The EPAs raise several concerns amongst ACP countries. Firstly, ACP countries
fear that giving preferential access to EU products, under a reciprocal
arrangement, woul d put their producers in numerous sectors at risk of
increased competition. Secondly, they also fear that cutt ing tariffs for EU
products would result in a sizeable loss of tariff revenue that would hurt their
public budgets. Thirdly, they claim that the t imetable for the negotiations and
their implementation is extremely tight given the numerous modalities still to

be precisely determined. For example, what will be the scope and pace of
liberalisation? Which products will be considered to be sensitive for ACP
regions and thus excluded from liberalisation? How will integration inside each
region be linked with ACP  -EU liberalisation?

In order to better address these concerns, our study intends to present a very
detailed analysis of the trade -related aspects of EPAs negotiations. We use a
dynamic partial equilibrium model at the HS6 level (covering 5,113 HS6
products). The main source of trade data are Comext and BACI, while ad -
valorem tariffs and Tariffs ~ -Rate-Quotas are provided by MacMapHS6v2. The use

of the se data sources means that we can accurately deal with the crucial aspect

of sensitive products. Two alternative lists of sensitive products are
constructed, one giving priority to the agricultural sectors (H1 option), the

other focusing on tariff revenue preservation (H2 option). The dynamic aspect

of the model allows us to measure the impact of the agreement over different
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time periods. It is important to remember the strong asymmetry existing

between the two trading partners. ACP countries are highly dep endent on the
EU market, largely due to their historical links. For the EU, on the other hand,
despite this longstanding partnership, the ACP region remains of more modest

economic importance, accounting for very little in terms of trade. The ECOWAS
group alone accounts for half of total EU imports from the whole region. On the
export side, ACP countries tend to be highly specialised in a few key products.

This strong concentration mainly derives either from the abundance of
minerals and natural resources i n many African countries (petroleum, gold,
diamonds and uranium and radioactive elements) or a heavy reliance on a few
unprocessed agricultural commodities such as coffee or cotton.

Looking at protection levels, ACP regions apply differing tariff rates on EU
exports. CEMAC, COMESA and Pacific regions appear to be the most protective.
Tariff structures present the usual shape. The highest level of protection is in
agriculture, with high peaks in agro -food and vegetable production. In
manufacturing, CEMAC an d SADC still pr otect textiles while COMESA has  high
tariff rates in the metallurgic sector. On the other hand, EU trade policy is quite
generous to ACP countries. The Cotonou agreement gives largely free access on

all industrial products. The only protecti on remains in agriculture. However,
given the high level of specialisation of many ACP countries on agricultural
products, some of which are still protected, the average protection they face is

often higher than that applied by the EU to the rest of the wo rid.

To be WTO compati bl e, the EPAs wil/l have

i ncluding the | iberalisat i oHoweuvef, thié eapioGty ant i a

IS not the only objective of EPAs and, as the European Parliament has rightly
pointed out there is the need oto be vigilant that the issue of compatibility does

not take precedence over the overall aim of sustainable development ¢ . I n t
sense, EPAs include several other elements, including support for deep

integration and development assistance.

Although both of these elements can be important catalysts for growth, due to
difficulties in their integration into the model, they are not quantified in this
study. However they should not be overlooked when it comes to the
interpretation of the  results. In other words our results need to be seen in the
light of broader positive effects that can be expected from EPAs, but which are
not modelled here.

To define what 0subst an tiniterhslofshaselof tradeywe d e 6
have followed the gu idelines of the EU Commission. They consider that a
Preferential Trading Agreement (PTA) is WTO compatible if 90% of bilateral

trade is fully liberalised *. We use this criterion to simulate EPAs for each
negotiating regional block. We assume that the full implementation of EPAs will

be achieved within 15 years. To reflect the asymmetry between partners, the EU

is modelled as granting free access to all ACP exports in 2008. The selection of
sensitive products for the ACP remains a key issue. Two approaches h ave been
chosen, following the advice of DG Trade experts. Under the H1 scenario,

priority is given to agricultural products, to reflect the political sensitivity of

! This quantitative requirement (90 per cent of free trade) is achieved considering both 90 per cent of bilateral trade

in volume and 90 per cent of tariff lines in the Harmonised System.
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Executive summary

the sector. Under the H2 Scenario, sensitive products are selected such that
tariff revenu e losses are minimised at the regional level.

The framework for the analysis is a partial equilibrium model focusing on the

demand side. Different simulations are performed in order to assess the impact
of both potential outcomes from the EPA negotiations and alternative scenarios
in the event that EPAs are not signed. In the latter context, firstly, we consider
the end of Cotonou, no EPA and GSP tariffs applied to non -LDC ACP countrie s

(Everything But Arms -EBA-will still provide market access for LDCs). Se condly,
we model the end of Cotonou, no EPA and the GSP+ tariffs applied to non  -LDC
ACP countries (EBA for LDCs). Lastly, we consider the end of Cotonou following
successful EPA negotiations, using the H1 and H2 scenarios. As a sensitivity
analysis, we als o examine the H1 case in circumstance s where the Doha round
of multilateral negotiations is also completed, in order to measure the
magnitude of potential preference erosion.

The consequences of EPAs are assessed through different indicators: changes in

exports and i mport s, changes i n tari ff I ncor
accounts. We avoid to put emphasis on the effects on domestic production, due

to the fact that information at the product level is scarce and of low quality.

However our analysis seem s to indicate that in general there would be minor

effect on ACP domestic production due to EPAs (see Table 13). This result is in

line with the fact that EU products a re not in direct competition with ACP

production (in particular in H1 where agricultural co mmod ities are excluded

from the liberalization process).

All the results have to be interpreted as deviations from the reference situation,

which is not the status  quo (which is no longer legally tenable) but rather the

only current legal alternative, which is a combination of GSP for ACP -non LDCs
and EBA for ACP LDCs.

For instance, when considering the impact on trade, ACP exports to the EU are
forecast to be 10% higher with the EPAs than under the GSP/EBA option. In
percentage terms, the largest increases in exports will occur in the livestock
sector, which is forecast to at least double in the EPA scenario. Exports of
agricultural  products (excluding meat and cotton) and textile products are
forecast to increase by 40%. On the import side, a 7% average increase overall is

for ecast for ACP countries in 2015, against 17. 7% in 2022. This low forecast in
the short run is explained by the limited liberalization of ACP imports over this

time horizon.

On average ACP countries are forecast to lose 70% of tariff revenues on EU
imports in the long run , under the central scenario  (H1). The most affected
region is ECOWAS. Yet imports from other regions of the world will continue to

provide tariff revenues. Thus when tariff revenue losses are computed on total

ACP imports, losses are limited to 26% on average in the long run under H 1,
and 19 % under H2 (when the product lists are optimised).

Furthermore, the final impact on the economy depend s on the importance of
tariffs in government revenue and on potential compensatory effects. Some
positive impact s can be expected from EPAs, whenever an enlargement of the
fiscal basis upon which other public incomes are based is achieved. However

CEPIIT September007 S




An impact study of the EWCP Econontd Partnership Agreements (EPA) in the six ACP regions

this long term and less visible effect will mainly depend on the capacity of each
ACP country to reorganise its fiscal base, shifting to other forms of taxation.

Some improvements in the efficiency of the customs administration could be
attained, as a consequence of diminished trade flows to tax and monitor.
Considering a 50% increase in the collection rate, we find that tariff revenue
losses could be significantly alleviated.

6 Fontagné L., Mitaritonna C., Laborde D.
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The non -reciprocal tariff concessions granted by the EU to the ACP are coming
to an end, to be replaced by new preferential agreements which are fully WTO
compatible. It is ho ped that these agreements will also promote regional
integration among sub -groups of ACP countries. The ongoing negotiations on
Economic Partnership Agreements (EPASs), between the EU and a number of ACP
negotiation groups are scheduled to be concluded by 3 1 December 2007.

For the agreements to be WTO compatible they will need to include reciprocal

mar ket access which covers osubstantially al
Is not the only objective of EPAs and, as the European Parliament ? has rightly

pointed out there is the need oto be vigilant that the issue of compatibility does

not take precedence over the overall aim of sustainable development 6 . ' n thi
sense, EPAs include several other elements, including support for deep

integration * and developme nt assistance.

Although both of these elements can be important catalysts for growth, due to
difficulties in their integration into the model, they are not quantified in this
study. However they should not be overlooked when it comes to the
interpretation  of the results. In other words our results need to be seen in the
light of broader positive effects that can be expected from EPAs, but which are
not modelled here.

As already mentioned, EPAs also offer a unique opportunity to promote
regional integratio n in the ACP regions. Up to now, despite humerous attempts,
significant progress has not been made on this front and regional integration is
generally only starting to make an impact in most regions. The existing
multiple agreements are not fully implement ed,* limiting the extent to which
regiona | markets can be seen to exist.

Without any doubt significant differences exist, in terms of economic
development, between the two parties to these negotiations. On the one hand

there is the EU, one of the richestr  egions in the world, where ACP countries do

not count much in terms of trade. On the other hand ACP negotiating groups

are a combination of relatively poor developing countries and LDCs, most of
which are highly dependent on the trade relationship with the EU. This
dependence is a central aspect when considering the potential losses in import

taxes that EPAs may engender and the potential negative impacts of any
deterioration in market access should EPAs not be concluded.

In many ACP countries a key fear i s of significant tariff revenue losses. Often
tariff revenues collected on imports from the EU still constitute a significant
amount of government budgetary resources. Given the narrow fiscal basis of
many ACP countries, a loss of tariff income would trans late into public budget
constraints. However, these effects will not be immediate. Tariff losses will be
dampened temporarily during the period of progressive phasing out of tariffs

on EU imports, (the increase in the level of imports on which the reduced tariffs

2 See European Parliamen6(5

® Deep integration involves integrating policies and institutions that facilitate trade by reducing or eliminating
regulatory or behindthe-border impediments to trade.

* Up to now COMESA is the only negotiating zone to have achieved regional tiadeaiion, at least in legal
terms. Even there, in practical terms it is far from being fully integrated. Just to give an example, from Yaoundé
(Cameroon) to Bangui (Central Africa) there are still 128 checkpoints.

16 Fontagné L., Mitaritonna C., Laborde D.
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are applied could cancel out the reductions in the tariff the so -called oLaff er 6
effect ). Furthermore, a positive impact on economic development can be

expected from EPASs, leading to an enlargement of the fiscal basis upon which

other public incom es are based, although this will be a long term and less

visible effect. In the long run, the final outcome in terms of public budgets will

mainly depend on the capacity of the ACP to reorganise their fiscal base,

shifting to other forms of taxation. It is also vital to increase the tax collection

capacities of ACP countries if major fiscal imbalances or extensive cuts are to

be avoided.

There are several standard methodologies that can be used to assess the impact

of trade policies, including computable ge neral equilibrium (CGE models) and
partial equilibrium (PE) simulation models. General equilibrium models are
certainly the most appropriate to try to assess the overall trade and welfare
effects of such a greements. However they require  social accounting m atrices
for the affected countries, with comprehensive information on each economy
involved and their results are driven by the quality of these data. Since these

data are not available for most ACP countries, CGE modelling was not an option
for this ACP -wide analysis. Moreover, due to the high level of product
specialisation of numerous ACP countries, using a CGE model describing the
whole economy at an aggregated level (even at the GTAP level) risks missing key

impacts. Last but not least, working at the product level is crucial from the

point of view of policy relevance because of the problematic issue of the need

to select 6sensitive productsd which wild!l b e
these reasons, we have decided to use a partial equilibrium mode [, expressly

built for this purpose.

In order to take account of the difference in the level of development between

the two regions, we give a central place to the hypothesis that local or regional

products are different from European products and thus le ss substitutable. In

assessing the results it is also important to remember that the model relies on

an assumption of infinite supply capacity, although in reality ACP countries

have limited production capacities to resist international competition. This

means that our figures have to be interpreted

Given the complexity of the EPAs, the study cannot include all issues that are at

stake in the negotiations. The main focus is on trade and budgetary aspects. In
particular, the paper deals with the major role that the choice of sensitive
products may play in this sense. In order to work on this, we use detailed
protection data, taken from the last version of the MAcMap database updated

for this study with data on GSP/GSP+ protection levels. The ad -valorem
equivalents of the bilateral protection levels and of the consolidated tariffs are
taken into account at the 6  -digit level of the harmonized nomenclature (HS6).

This study relies on the hypothesis that an agreement will be found wit h the
EU. However, a number of simulations are also performed in order to identify

®> The Laffer effect is a concept that Hasg been discussed in the context of domestic taxation. Reducing taxes will
create incentives to pay (as compliance is less costly) that will enlarge the tax base. This means that, even with a
reduction in the tax rate, the net effects on tax revenubegositive. In the context of tariffs and trade, a tariff cut

will boost imports and increase the volume of trade affected by the remaining tariffs. However, once tariff becomes
equal to 0, potential tax revenue no longer exists.
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the impacts of possible alternative policy options to EPAs, s hould the
negotiations fail to deliver definitive outcomes on time.

Though the different computations are made a t the level of national economies
and at the HS6 level, the results will be presented at the level of ACP
negotiating regions and aggregated sectors. Considering the geographical
coverage it has to be said that we only incorporate into the study those

coun tries for which we had all the elements, in terms of data availability, to run

the model ( see Appendix |, page 73 for the list of countries included ). It is
import ant to bear in mind that the regions are characterised by strong
heterogeneity between and within themselves. One key difference is the number

of LDC countries within each group, which is important to the potential impact

of possible alternatives should EP  As not be signed.

The report is structured as follows. After reviewing the literature, section three
describes the existing trade patterns of ACP countries. Then, in the fourth
section we focus on initial protection and discuss the detailed features of
mar ket access in the EPAs. Finally, the results of the EPAs simulations are
presented and discussed.
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A range of studies have tried to model the impact of EPAs. They generally use
either General Equilibrium (CGE) models, or Partial Equilibrium (PE) models. The
key impacts which they seek to assess are on trade, welfare and government
revenues (via tariff revenue losses).

General equilibrium models  are certainly more appropriate tools to assess the
overall trade and welfare effects of such agreements. However, as indicated
above, they lack detail on a sectoral level (they use GTAP sectoral
disaggregation while numerous ACP countries are highly specia lized in a few
products) and on ACP regions (social accounting matrixes are only available for

a limited number of individual ACP countries).

For these reasons, a few studies have, like this study, employed a PE model. PE
models normally address the issue of welfare by comparing trade creation and
trade diversion effects, ignoring other sources of welfare effects such as the
impact of more efficient reallocation of resources on the whole economy or
changes on the terms of trade. Moreover PE models usually rely on an
assumption of common price elasticity for all imports and perfect
substitutability between goods.

Both types of approaches tend to ignore the adjustment costs faced by an
economy. Those costs emerge from the reallocation of factors of productio n
across sectors, or the reorganization of the fiscal base, shifting to other forms

of taxation to replace tariffs. Moreover, they both assume that tariff cuts will

translate into proportional reductions in prices which benefit the final
consumer. In reali ty it is likely that some of the cut will be appropriated by the
producers/importers  °, and/or by the exporter (EU) due to an incomplete pass -
through of tariff changes to consumer prices (see Gasiorek and Winters, 2004).

In addition to such technical diffic ulties with the models, different trade

scenarios often do not incorporate important aspects of the EPAs negotiations,

such as the consequences of excluding specific products from tariff

liberalization on the ACP side, and the use of different methods to s elect them.

l ncluding these oO0Osensitived products in the
results. Obviously, to introduce this important aspect effectively, it is necessary

to work at the most disaggregated level (hs6 product level).

Finally to understand the results, it is important to be aware of the
assumptions that have been made in each study in the design of trade
simulations. In this respect many studies erroneously compare EPA
negotiations to the status -quo (Cotonou -Lomé). In reality in the absence  of
EPAs, ACP countries would revert to the situation of other developing
economies in the WTO: the Generalised System of Preferences (GSP) (or,
potentially, GSP+, a more generous system which is available for a limited
number of developed countries )" and EBA for LDCs.

® This effect strongly épends on the internal market structure of a country, which is far to be competitive in an ACP
country.

" GSP+ levels of access are accorded to a limited list of developing countries that have signed and implemented a
number of international conventions sustainable development. Up to now, few ACP countries have adhered to the
required conventions.

20 Fontagné L., Mitaritonna C., Laborde D.




PART Il: Literature Review

When reviewing the literature, it is difficult to compare studies, even those
ostensi bly using the same methodology , due to different assumptions in trade
simulations and because studies focus on different ACP regions/countries.

Nevertheles s, we can say that, overall, the literature based on partial
equilibrium models, tends to show that European exporters are the main
beneficiaries of the EPAs, as their sales to the ACP markets increase
substantially after the implementation of these agreem ents. Implementati on
pushes the prices of imports from Europe down ? thus reducing the imports
from non -EU countries. At the same time the welfare of ACP consumers is
increased due to a reduction in prices. In some cases, however, whenever less
efficient E U producers replace more efficient non -European producers, this type
of import substitution is associated with a relative loss of overall economic
efficiency . This situation tends to reduce the welfare of ACP countries.
Additionally, these PE studies empha size the potential negative impact of the
EPAs on the public revenues of ACP countries.

The United Nation Economic Commission for Africa (UNECA, 2005), has
provided an exhaustive assessment of the effect of EPAs on African economies,
based on the SMART pa rtial equilibrium model. The study forecasts that
European firms could increase their exports by more than 20% > while imports
from third markets would fall, partly as a result 2 In the meantime, consumer
welfare is forecast to increase by US $509 million, with fiscal losses amounting
to US $1,972 millions . These results concur with the conclusions of other
studies, for example Busse et al (2004) looking only at the ECOWAS regional
economic community (2004), the COMESA secretariat (2003) for the COMESA
sub-region, Tekere et al (2003) for SADC and Scollay (2002) for the Pacific.

More recently, Milner and al (2007), provide an ana lysis of the decomposition of
welfare effects in a PE framework. Their approach is rather different from
previous studies. Their paper studies the welfare effect of EPAs in the case of a
small home country member (H) which is starting to form a PTA. Along with
trade creation and trade diversion, they also explicity model the resulting
consumption effects . Moreover the method offers a relatively simple means to
estimate potential revenue impacts, a matter of considerable concern to ACP
policy makers. The va lue of the method is not so much in the aggregate
estimates of the welfare effect (which is small, as is typically the case for such
estimates), but in identifying the sectors or products that are most likely to be
affected for ACP countries. The net welfa  re effects vary from sector to sector,
depending on the competitiveness of imports from the EU compared to the rest

of the world and compared to regional production.

The method is applied to an EAC (East African Cooperation . Kenya, Tanzania,
and Uganda) -EU EPA as an illustration, with estimates of the effects on
Tanzania and Uganda.

The analysis suggests that the welfare effects (excluding revenue effects) from a
reciprocal agreement with the EU will be small whether positive (for Uganda) or

8 Under the assumption of perfect imports substitutability, a hypothesis strongly questioned by Hinkle et al (2004) in
the case of ACP countries.

° Except forMadagascar, Eritrea and Angola. In the case of Zimbabwe, Seychelles, Mauritius, Djibouti, Kenya and
Ghana the increase is forecast to be above 35%.

9 This drop accounts for 14% to 29% of the trade creation, in the respective cases of CEMAC and SADC.
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negative (for Tanzania). However ACP countries are forecast to have large
adjustment costs, especially  due to tariff revenue losses.

Uganda experiences a positive (small) welfare impact because of a relatively
greater increase in imports from the EU that displace relati vely inefficient
imports from Kenya. It therefore experiences a larger consumption welfare

gain. Although it is not directly estimated, the model suggests that Kenya
would incur a welfare loss, as it could lose regional market share, in addition to

facing increased competition from EU imports on the domestic market. Yet the
potential costs of an EPA, for countries like Kenya (which is not an LDC), would

be offset to some extent by increased (or maintained) preferential access to the

EU. However a PE model i s not the appropriate method to model such impacts,
which would require a CGE method.

As the authors point out, many other aspects need to be considered, which

would require a dynamic framework. Formation of an EPA with the EU may

have beneficial impacts by making the trade liberalisation measures undertaken

by ACP countries irreversible and therefore more credible (the so called

6l ockindg effect), as also argued by Collier
may bring benefits in terms of increased domest ic and foreign investment in
ACP countries .** Secondly the rest of the world is unlikely to stay unchanged as
EPAs are implemented. Notably North America might potentially ~ want to set up
similar partnership agreements and these would change the welfare imp actof a
partnership agreement with the EU. In fact the simultaneous opening up of ACP
countries to both the EU and the USA would substantially reduce any trade
diverting effect .** On the other hand, any further agreements between the EU

and other suppliers  could reduce the value of the preferences that the EU
would grant to ACP countries. Expected gains would reduce if a multilateral

Doha agreement were to be reached or whenever the EU signs a PTA with other
countries (e.g. an EU -Mercosur RTA) (see Keck et al, 2007).

Results presented so far do not take into consideration the impact of the terms

of trade or structural changes on the output of ACP countries. They also do not

i ndicat e t he 0second order effectso as t
endowments ar e reallocated. General Equilibrium Modelling gives information
on these issues. Keck et al (2007) have used the GTAP model and database (0]
estimate the impact of EPAs ** on the SADC sub -region. The authors find that
after the implementation of a fully recip rocal EPA, the welfare of the SADC sub -
region would grow by US $ 1.5 billion, due in part to the improvement in their

terms of trade. For some SADC countries, in order to reap the full benefits, it is

crucial to seek further integration between SADC countr ies, in parallel to EPAs.
These gains, while remaining positive, could be reduced by other liberalisation
processes such as multilateral negotiations or the possibility of the EU entering

a free trade agreement with other countries/regions such as Mercosur
Similarly, the estimated gains would need to be revised downwards if
agricultural liberalisati  on were not as far reaching as  for manufactures.

1 Although the history of foreign investment in these countries is not very encouraging , making a major impact
unlikely.

2 The effect on tariff revenue losses would be larger.

3 They use the 6.0 version of the database.

1 They simulate a full FTA between SAD@untries and the EU.
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Although it provides some interesting insights, the paper focuses only on SADC

and more importantly it does no t explore alternatives to EPAs.  Perez (2007)
tries to investigate whether EPAs are the first best optimum for ACP countries
compared to other main alternatives under a general equilibrium framework

(GTAP model ).*

According to his forecasts, switching from the Cotonou preferences to the GSP
and EBA would be less costly than adopting EPAs. However SADC and
Caribbean countries may obtain a better result in terms of GDP and welfare

through the adoption of EPASs . The author also investigat

Extending the European GSP so that non -LDC ACP exporters face protection
roughly equivalent to the protection they face under the Cotonou scheme, while
other exporters remain restricted ,"° gives the most satisfactory result for all
ACP sub-groups, in terms of  welfare, GDP value, fiscal and external balances.
The exception still remains the SADC group for which welfare and GDP value
are larger under EPAs.

In our study we stick to a partial equilibrium model, the advantaged and
disadvantages of which have been  extensively discussed above. Our analysis
aims to improve on p revious studies in several ways:

e The partial equilibrium model has been designed to allow for a very
detailed evaluation (at the hs6 headings) of the EPA negotiations and the
alternatives to the m. Consequently very detailed data is used, both for
trade and protection. We accurately deal with the possibility of excluding
some products from liberalisation by ACP countries. Different selection
methods are considered, to see whether or not the approa ch to selection
makes a difference. The issue of the products currently covered by
special protocols is also taken into account. Finally for some specific
products a capacity constraint has also been implemented.

e We do not rely on the perfect import substi tutability hypothesis. On the
contrary we introduce an horizontal and vertical differentiation between
products

o Different scenarios are simulated in order to assess the impact of both
the EPAs negotiations and alternatives to them. When assessing the
impact of EPAs we use as the counterfactual the GSP/EBA combination of
market access, instead of the status quo.

e Different time horizons are considered: 2015 and 2022, to evaluate
impacts both in the medium and the long run.

e When present ing the effectsof EPAs on ACP puldiafinanceswes 0
disentangle the overall outcome into three effects: a direct effect, due to
tariff liberalisation; a trade diversion effect and a domestic effect. Finally
we look at the fiscal impact of EPASs incorporating the poss ibility that the
efficiency of ACP customs administrations could be improved.

15 He also uses version 6.0 of the GTAP database.
Note that this option, as modelled by Perez, is not
Curran (2007)
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PART lll Trade relations between ACP
countries and the European
Union
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l1l.1 Asymmetric trade relations between the ACP and the EU

Looking at the nature of trade relations between the EU and the ACP, it is clear

that far more is at stake in these negotiations for the ACP than for the EU.
Disparities in trade are significant. For the EU, ACP countries represent a
limited share of its trade. This is not the case for most ACP.

As depicted in  Figurel less than 2.5% of EU imports currently come from the

ACP region. The dynamics of this figure is strongly linked to the performance

of the ECOWAS group, whi ch alone accounts f ¢
imports from the whole region.

Figure 1 - Share of ACP in Total EU imports (19992004),
total and by Negotiating Group
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In contrast, ACP countries are highly dependent on the EU, largely due to the
historical links between the EU and ACP countries (see Tablel). Nearly 30% of all
ACP exports go to the EU, while for some regions it is even higher. For Central
Africa (ECCAS), for example, this figure is close to 38%. Additiona lly, almost
28% of all ACP imports come from the EU. For Central Africa (ECCAS) the figure
reaches 53.5%, followed by West Africa (ECOWAS) with 37%. This dependence is

a central issue when considering the potential impacts of EPAs on import tax
income.
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Table 1 - Share of ACP Exports andimports, by region

Exports EU ACP Same Zone ACP Oth Zones RoW
ECOWAS 31.9% 9.3% 1.2% 57.6%
CEMAC+ 37.4% 0.8% 3.2% 58.6%
COMESA  29.9% 9.2% 4.8% 56.1%
SADC 32.6% 2.1% 4.5% 60.8%
Caribbean  20.0% 8.9% 0.8% 70.3%
Pacific 15.4% 0.6% 0.5% 83.4%
All ACP 29.8% 6.7% 2.5% 61.0%
Imports EU ACP Same Zone ACP Oth Zones RoW
ECOWAS 37.0% 10.5% 1.3% 51.3%
CEMAC+ 53.5% 1.4% 8.2% 37.0%
COMESA 22.4% 6.4% 2.7% 68.5%
SADC 23.3% 2.5% 4.3% 69.9%
Caribbean 18.1% 5.8% 1.4% 74.6%
Pacific 8.8% 1.3% 0.8% 89.1%
All ACP 27.9% 6.7% 2.4% 63.0%

It is important to keep in mind the high level of heterogeneity that exists, not
only among the different regional groups, but also within them. At a more
disaggregated level, there is an even higher level of disparity in the figures.
There are countries, such as Cameroon, for which the EU is an essential trading
partner (71.7% of exports and 61.2% of imports), while for others this is clearly
not the case. This is particularly so for countries in the Caribbean and Pacific
areas, for which the EU is a more marginal trading partner, mainly because of
geographical distance.
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l1I.2 Current trade pattern of ACP countries

I11.2.1 Trade Balance

Total ACP imports (average value of the period 2002 -2 00 4) reached
with a negative trade bal ance of with Ewopen d
contributes to reducing this deficit, as the trade balance with the EU is positive:

+ 01.6 bn. This overal | vdaning situaions amenwy the e r
different groups. Southern Africa (SADC), Central Africa (ECCAS) and to a lesser

extent the Pacific have a positive trade balance with the EU, while the other

groups are net importers (see  Figure2).

Figure 2 - Trade Balance by ACP groups and Total
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It is worth noting that this trade pattern with the EU is generally reflected in

trade with the rest of the world. The exception is ECOWAS, which altho ugh a
net importer in its  trade with the EU, has a large positive trade balance with the

rest of the world.
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Figure 3 - Trade Balance by ACP groups in different sectors
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The overall trade balance with the EU is negatively affected by very high
imports in the category of industrial products, which are substantially higher

than exports in the same category, for all regional groups. ECOWAS is the only

group to have a positive trade balance both for p rimary industry and the
agricultural sector. The Caribbean, Pacific, and the East South Africa (COMESA)
are net exporters to the EU in the agricultural sector, whereas Central Africa
(ECCAS) and Southern Africa (SADC) are net exporters of primary industria
products (see Figure3). It is worth noting that this trade pattern with the EU is
generally reflected in trade with the rest of the world. The exception is
ECOWAS, which although a net importer in its trade with the EU, has a large
positive trade balance with the rest of the world.

As shown in  Trade appendix page 79, within th e ECOWAS group, the positive

figure in the primary sector is largely thanks to Nigerian exports, while Cote

dol voire and Ghana are the main sources

The three groups that are net exporters in the agricultural sector al | have

distinct features. In the Pacific area two countries alone largely account for the
positive agricultural balance: Fiji and Papua New Guinea. In the Caribbean
several countries contribute to the figure. In COMESA, although the number of
countries wit h a positive agricultural balance is quite high, three countries play
a major role: Kenya, Zimbabwe and Mauritius.

Finally considering the two groups that are net exporters in primary industry,

their situations are rather different. In the SADC group Ango la and Botswana

alone explain the positive balance with the EU in the sector, while in the ECCAS
group almost all countries play a part.
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Figure 4 - Exports by ACP groups, Millions of Euro
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Figure 5 - Import by ACP groups, Millions of Euro
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[11.2.2 Product specialisation

ACP economies are generally defined by a high level of specialisation, which is

reflected in trade flows. Unsurprisingly imports are less concentrated than

exports. The weight of the first 3 HS4 products in total imports is between 15%

and 65% for ACP countries, with an average of 30% (see Trade appendix , part 3).

On the export side, however, wee xcpaorr teav @ m nHp o
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many countries: for 50% of the countries more than 5 0% of their exports are
accounted for by one hs6 product and in 35% of cases one product accounts for
more than 70% of exports.

In many cases the strong concentration in export flows derives from the
existence of abundant supplies of certain minerals and natural resources in
many African countries. For example petroleum (accounting for 90% of Ni gerian
exports, 70% for Chad , 81% for Equatorial Guinea and 82% for Angola), gold and
diamonds (Botswana 96%, Lesotho 69%, Angola 15%, Burundi 12%), and uranium
and radioactive elements (Niger 68%). In many other countries exports are
heavily concentrated in only a few unprocessed agricultural commodities such

as coffee (Burundi 67%) or cotton (Mali 56 %, Burkina Faso 17%, Benin 16% and
Chad 13%)).

Even though it makes sense to allocate resources to the most productive
industries, no country should have such a limited number of products in their

export portfolio. This makes those economies especially sensitive to
developments in one or a few key markets . If demand sudde nly drops for their
key product, for example if a cheaper alternative becomes available, the
economy of the country could be seriously affected. In the case of countries
that are largely dependent on oil exports, their economic fortunes rise and fall

in ta ndem with the oil market. For agricultural products, other non -economic
factor s, such as weather or disease, also affect the market making prices very
volatile and increasing the vulnerability of producers. It is clear that reducing
economic vulnerability for ACP countries will involve, not just using their
resources more efficiently, but also increasing their capacity to diversify their
economies. This is why broad market access is vital to supporting economic
growth.
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PART IV Current and future trade policies
between the EU and théACP
countries
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IV.1 Currentprotectionpattern

IV.1.1 ACP trade policies
Figure 6 - Initial ACP tarif fson EU exports
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ACP regions apply different levels of protection to EU exports. CEMAC, COMESA

and Pacific regions appear to be the most protective (see Figure 6) with an
average duty of 13.5% and 12%, respectively. On the other hand, SADC and
ECOWAS regions are the most liberal (7.1% and 8.1%).

The structure of tariffs has the usual shape - the highest level of protection is
in agriculture, with peaks in agrofood (COM ESA, 36%) and vegetable production
(Pacific, 56%). In manufacturing, CEMAC and SADC still protect textiles (for
protectionist, but also for tariff revenue reasons) while COMESA protects the
metallurgic sector.

Figure 7 displays the average rate of protection applied by ACP regions on EU

and regional imports. The current ACP protection structure has strong negative
impacts on other ACP regions, due to th e latter 6 sectoral specialisation. For
SADC, the intra regional tariff is still around 15%, twice as high as that applied
to EU exports to the region.

Except for the CEMAC and the Caribbean areas, important gains are expected
from the ACP countrie  sdown regional integration.
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Figure 7 - ACP Average tariffs. Regional level
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IV.1.2 EU trade policy towards ACP countries

The EU trade policy towards ACP countries is quite generous. The Co tonou
agreement gives free access to all industr ial products, while applying some
protection in agriculture. Moreover, ACP  -LDCs enjoy duty and quota free

mar ket access under the EU®8s wunil ateral
access to all LDCs. More precisely in the case of EBA the phasing out of the last
remaining quotas (Banana, Sugar and Rice) is currently on -going and will be

completed by 20009.

However, as shown in Figure 8, our calculations indicate that some ACP
countries still face an average tariff rate higher than that applied by the EU to

imports from  the Rest of the World. The aggregated figure presented here is
affected by both the number of LDCs countries within each region and by th e
export composition of each zone in relation to the EU. On average, ACP
countries are strongly specialised in some agricultural products which are still

highly protected in the EU. This is the case, for example, for developing
countries in the SADC region  where producers are disadvantaged by the high
level of EU protection in tobacco and rice.

However, it is important to point out that the EU protection pattern in the
Cotonou framework does not seem to present evidence of tariff escalation. The
average rat e of protection in the agro  -food sector is in fact  particularly low.

CEPIIi Septembe2007 35

EBA



An impact study of the EWCP Econontd Partnership Agreements (EPA) in the six ACP regions

Figure 8 - Initial EU sectoral tariffs faced by ACP regions (exporter)
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IV.2 The Economic Partnership Agreement negotiations and the alternative
policy options

IV.2.1 From the Lomé Conventions to the Cotonou Partnership
Agreement

Properly speaking the European Union began a cooperation policy with the
African, Caribbean and Pacific (ACP) states as a whole in 1975. Until 2000 these
relations were governed by the regularl y updated Lomé Conventions. The
conventions were based on equal partnership as a cornerstone for cooperation,

thus investing ACP countries with the oowner
They focused on two key elements: a) economic and commercial cooperati on
and b) development cooperation. Therefore the

and tradeo.

The economic cooperation, implemented through a system of trade
preferences, ensured that manufactured and agricultural products (not in direct
competition with pr oducts covered by the common agricultural policy) could
enter the European Community without being subject to customs duties or
guantitative restrictions. Most importantly, this access was on a non -reciprocal
basis, in the sense that ACP states were merely requested to apply the most
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