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ABSTRACT

Africa-EU trade relations have a longstanding tradition. The EU remains the biggest
trading and investment partner for most African countries, especially for those
implementing Economic Partnership Agreement (EPAs) with the EU. These papers
provide a data-based discussion of the impact of current EPAs on economic
regional development (and recent trends on intraregional economicintegrationin
Africa) as well as an overview of EU's sustainable investmentfacilitation agreements
negotiated with African countries. They also discuss the strategic economic and
trade interests that the EU has in Africa, while lookinginto the challenges for the EU
in these regions.
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ABSTRACT

As of September 2022, 48 out of the 79 African Caribbean and Pacific Group of
States (ACP) countries signed an Economic Partnership Agreement (EPA) with the
EU; 32 of them have started implementing the EPA, 14 of which are in Africa.
Despite partial evidence that African EPA partners have increased their trade with
the rest of Africa and with the EU, sound econometric methods do not yet enable
confirmation that EPAs caused such developments, as many confounding factors
could well have led to the same outcome. The same remark pertains to the impact
of EPAs on the participation of African countries in global value chains (GVCs).
Furthermore, the few recent available trade statistics tend to show that EU
participation in African value chains has decreased, with progressive replacement
by Asian countries, even in countries already implementing an EPA. Adopting a
prospective point of view, the key element for African growth appears to be the
development of a real intra-African regional bloc in terms of trade and, more
importantly, in terms of businesses environment. In this respect, the ongoing
process tobuild an African Continental Free Trade Areaseems promising.Once this
process has been achieved, EPAs connecting the EU and continental Africa would
probably be more beneficial to Africa, while ensuring for the EU a stable and
efficienttrade and investment relationship with a potentially growinglarge market.
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List of acronyms

ACP

ADB
AfCFTA
AUC
COMESA

EBA
ECA
ECCAS
EPA

ESA
ECOWAS
GSP
GSP+
GVC

HS6

LDC
MFN
OECD
OACPS
RoO
RoW
SADC
UNCTAD
West Africa
WEF
WTO

African Caribbean and Pacific Group of States

The African, Caribbean and Pacific Group of States (ACP) is an organisation composed of 79
African, Caribbean and Pacific states, created by the Georgetown Agreement in 1975. In
December 2019, the ACP’s Council of Ministers endorsed a revision of the Georgetown
Agreement that transformed the ACP Group of States into the Organisation of African,
Caribbean and Pacific States (OACPS).

African Development Bank

African Continental Free Trade Area

African Union Commission

Common Market for Eastern and Southern Africa
Everything ButArmsinitiative

East African Community

Economic Community of Central African States
Economic partnership agreement

Eastern and Southern Africa

Economic Community of West African States
Generalised System of Preferences
Generalised System of Preferences Plus
Globalvalue chains

The six-digit code that identifies a good in the World Customs Organization’s Harmonized
System

Least developed country

Most Favoured Nationrule

Organisationfor Economic Cooperationand Development
Organisationof African, Caribbean and Pacific States

Rules of origin

Rest of world

Southern African Development Community

United Nations Conference on Trade and Development
ACP group encompassing ECOWAS and Mauritania

World EconomicForum

World Trade Organization
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1 Executive summary

EconomicPartnership Agreements (EPAs) create Free Trade Areas (FTA) between the European Union (EU)
and the 79 African, Caribbean and Pacific states'. We focus here on African countries. EPAs are the latest
development of the EU policy of cooperation with African states initiated in 1975. Up to 2000, these
relations were governed by regularly updated Lomé Conventions, granting non-reciprocal trade
preferences to African countries. Incompatibility with the rules of the World Trade Organizationled to the
Cotonou Agreement, signed in June 2000, which established the principle of new reciprocal trade
agreements, called EPAs. Thanks toa waiver, negotiations of EPAs beganin September 2002 and were due
to be completed by 2007, a deadline that was missed: 48 out of the 79 ACP countries signed an EPA with
the EU; only 32, 14 of which arein Africa, have started implementingthe EPA.

EPAs maintain a degree of asymmetry,availing of the ‘substantially all trade’ clause of the GATT concerning
FTAs. They enable African countries to protect certain established industries. EPA partners can also take
measures to protect food security. African countries can therefore select sensitive products, representing
up to 20 % of total trade, which are excluded from liberalisation. The phasing-in also takes advantage of
the usual Special and Differential Treatment principle: while EU markets were fully opened in 2008, the
ACPs have up to 15 years (25 in exceptional cases) to open up to EU imports, with protection for sensitive
imports. EPAs encompass provisions beyond tariffs in areas such as health, safety standards, sanitary and
phytosanitary standards (SPS), technical barriersto trade (TBT), rules of origin (RoO) and barriers affecting
tradein services. EPAs also aim to foster policies and institutions that facilitate trade.

A first issue is that EPAs were conceived with the aim of favouring regional groupings among ACP
countries, while self-defined African groups combine developing countries and leastdeveloped countries
(LDGs), which have different incentives to sign EPAs or use other preferential schemes to access the EU
market. Since negotiations between the EU and African countries were also open to individual countries
within a group, this created an additional layer of complexity. Lastly, several regional blocks existed before
the creation of these groups, sometimes with a different perimeter, which further fragmented trade
relations. Eventually, as EPA negotiations are not mandatory, African countries can instead revert to the
situation offered by the EU to other developingeconomies, which comprise the EBA (Everything But Arms)
initiative, the Generalised System of Preferences (GSP) and GSP+. Economic integration is a choice for
African countries; the EPAs and accompanying development assistance can contributeto it, but cannot
substitute for Africanchoices. The pan-Africanagreementcreating a regional FTA, signed in Kigaliin 2018
and effective a year later, illustrates how EPAs have accompanied a wider dynamics towards economic
integration.

A second issue concerns the rules of origin (RoO) an exporter must comply with in order to qualify for
preferential treatment. EPAs provide for RoO that are rather flexible but heterogeneous across products
and member countries, but stipulate that countries in the same region provide at least the same
advantagesto each otherastheydototheEU.

Assessing a causalimpact of EPAs on regional trade is difficult, given the recentimplementation dates, the
long schedules of their implementation and the limited availability of recent data on African countries.

" The 79 ACP countries, formally grouped in the Organisation of African, Caribbean and Pacific States (OACPS) to coordinate their
cooperation with the European Community .are the following: Angola, Antigua and Barbuda, Belize, Cape Verde, Comoros,
Bahamas, Barbados, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Central African Republic, Chad, Congo (Brazzaville), Congo
(Kinshasa), Cook Islands, Cote d'lvoire, Cuba, Djibouti, Dominica, Dominican Republic, Eritrea, Eswatini, Ethiopia, Fiji, Gabon,
Gambia, Ghana, Grenada, Republic of Guinea, Guinea-Bissau, Equatorial Guinea, Guyana, Haiti, Jamaica, Kenya, Kiribati, Lesotho,
Liberia, Madagascar, Malawi, Mali, Marshall Islands, Mauritania, Mauritius, Micronesia, Mozambique, Namibia, Nauru, Niger, Nigeria,
Niue, Palau, Papua New Guinea, Rwanda, St Kitts and Nevis, St Lucia, St Vincent and the Grenadines, Solomon Islands, Samoa, Sdo
Tomé and Principe, Senegal, Seychelles, Sierra Leone, Somalia, South Africa, Sudan, Suriname, Tanzania, Timor-Leste, Togo,
Tonga, Trinidad and Tobago, Tuvalu, Uganda, Vanuatu, Zambia, Zimbabwe. A total of 48 countriesare in Sub-Saharan Africa, 16in
the Caribbean and 15 in the Pacific. All, except for Cuba, are signatories of the Cotonou Agreement.
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Despite partial evidence that African EPA partners have increased their trade with the rest of Africa and
with the EU, sound econometric methods do not yet make it possible to confirm that such developments
have been caused by EPAS, as many confounding factors could well have led to the same outcome. The
same pertains to theimpact of EPAs on the participation of Africancountriesin global value chains (GVGs).

While African countries areopen, they trade toolittle with themselves, too little relative to their economic
sizeand to other regionsof the world. Raw agricultural productsand natural resourcesaremostly exported
outside the African continent, while processed goods are more traded on a regional basis. The weak
complementarity of the specialisations of African countries, linked in particular to the weight of primary
naturalresourcesin their exports,constitutesa first obstacle to regional trade. Governance issuesand non-
tariff barriers also contributeto increasing the costs of intra-regional trade. Lastly, it is difficult todraw clear-
cut conclusions due to theimportance of informal trade in the region.

Turning to ex ante simulations of the impact of the EPAs, the main obstacle to usingquantitative models is
the poor quality of the data, when available. In addition, most models tend to disregard some adjustment
costs, such as those that emerge from the reallocation of factors of production across sectors, or the
reorganisation of the fiscal base and the shift to other forms of taxation to replace tariffs. Keeping these
limitations in mind, studies tend to show that EU exporters are the main beneficiaries of EPAs, because
their sales to ACP markets increase more than exports of ACP countries into the EU, as EPAs provide a
relative advantage to EU exporters on ACP markets, by pushing down the prices ofimports from EU, thus
reducing imports fromnon-EU countries.

Another sensitive issue deserving detailed data and modelling is the potential loss of tariff revenues. Most
African countries are highly dependenton trade relations with the EU, but this tariff revenues losses would
be partially compensated for by additional fiscal revenue induced by the positive growth effect of the
agreements, and by the financial programmes (the adjustment packages) flanking the agreements. In
addition, the appropriate choice of sensitive productsto be excluded from liberalisation can reduce EPAs-
induced losses for African countries.

Adopting a prospective pointof view, the key element for African growth appearsto be the development
of a real intra-African regional bloc, in terms of both trade and, more importantly, the business
environment. In this respect, the ongoing process to build an African Continental Free Trade Area seems
promising butambitious, and EPAs can be conceived as stepping stones towards regional integration. The
successful implementation of the African Continental Free Trade Area would ensure that the gains from
EPAs would better materialise. A continent-to-continent trade agreement between 27 EU and 54 African
countries would be a highly ambitious project that could enhance EU cooperation, trade and investment
in Africa, butit could only succeed if it was based on deep integration on bothsides.

2 EconomicPartnership Agreements

Economic Partnership Agreements (EPAs) are trade and development agreements that create free trade
areas (FTAs) between the European Union and the 79 African, Caribbean and Pacific States. This paper
focuses on African countriesonly.

The rationale behind the EPAs is to establish FTAs between the European Union and African groups,
complying with WTO rules of reciprocity and non-discrimination. EPAs are a response to continuing
criticism that the non-reciprocal and discriminating preferential trade agreements offered by the EU to
African countries under the Lomé Conventions since 1975 were incompatible with WTO rules. EPAs are
designed to preserve African market access to EU, while helping African economies to diversify and
stimulateregional and continentalintegration.

Negotiations of EPAs began in September 2002 and were due to be completed by 2007. However,
negotiations arestillongoing for many of the 79 economies, as we will see in section 2.3.
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2.1 Key elements of EPAs

In the wording of the European Commission, EPAs ‘aimat fostering the[...] integration of the ACP partners
into the world economy and ultimately to contribute, through trade and investment, to sustainable
development and poverty reduction’?. Thus, while they are free trade agreements that respect
international rules, EPAs try to take advantage of existing flexibilities and cover issues beyond purely
commercial ones.

Reciprocity

One ofthe aims of moving away from the regime set by the Lomé Conventions wasto introduce reciprocity
in the trade relationships with African countries. EPAs open up the EU market to African exportsand require
in return a significant opening of African marketsto EU products.

Asymmetric provisions

EPAs call for reciprocity but maintain a degree of asymmetry, to take into account the different level of
development between trading partners. Furthermore, to be fully compatible with the rules of the WTO -
i.e. to berecognised as free tradeagreements and therefore constitute an exceptionto the MostFavoured
Nation (MFN) rule - EPAs need to cover ‘substantially allthe trade’ (GATT, Art. XXIV) between the trading
partners3.This formulation makes it possible to exclude sensitive products from liberalisation,as well as to
exclude them mainly for one of the trading partners. African countries can define sensitive products -
representing around 20 % of totaltrade*-to be excluded from the liberalisation process. Theyalso benefit
from longer liberalisation periods. While EU markets were immediately and fully opened (January 2008),
the ACPs had 15 years to open to EU imports (with protection for sensitive imports) and up to 25 years in
exceptional cases. Finally, EPAs include provisions for flexible rules of origin, special safeguards and
measures for agriculture, food security and infantindustry protection.

Deep integration

EPA negotiations aim at going beyond standard liberalisation and encompass provisions on many
elements other than tariffs, such as health, safety standards, sanitary and phytosanitary standards (SPS),
technical barriers to trade (TBTs), rules of origin (RoO) and barriers affecting trade in services. EPAs also
cover aspects such as support for deeper integration, i.e. fostering policies and institutions that facilitate
trade by reducing impediments to trade other than tariffs, such as regulatory or behind-the-border
barriers®. Therefore, they include provisions on intellectual property, investment, competition and public
procurement. They also include elements on development assistance, in particular aid for trade and
technical assistance.

It is also interesting to note that EPAs can evolve and deepen once signed and applied. Indeed, the trade
relationship under the EPA begins with the signature, ratificationand application of an interim EPA. Then,
the EU and its partner countries can deepen the agreement through ‘rendez vous’ clauses which allow
further negotiationson trade-related issues such as services, competition, intellectual property, etc.

2 EPAs factsheet of September 2018, available at https://circabc.europa.eu/ui/group/09242a36-a438-40fd-a7af-fe32e36cbd0e/
library/82a3db4d-b5f1-4cef-b146-372b1ea9d43e/details

3 The EU Commission considers that an FTA is WTO-compatible if 90 % of bilateral trade isfully liberalised.

4 The extent to which trade must be liberalised under the new EPAs is still a widely debated issue (WTO rules are not fully explicit
on this point) but one that has not yet been raised by WTO trading partners.

5 Deep integration involves policies and institutions that facilitate trade by reducing or eliminating regulatory or behind-the-
border impediments to trade.
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Regional integration

The EU encourages its African partnersto enterinto the EPAs in regional groupings, aiming at contributing
to their regional economic integration. Furthermore, regional preference clauses in EPAs set out that
countries in the same region provide at least the same preferences to each otheras they do to the EU.

EPA regions are established by the ACP countries themselves; so far seven regional groupings have
negotiated EPAs with the European Union.

Theregional groupings of African countries are:
e Central Africa group (CEMAC plusSao Tome andPrincipe and DR Congo - ECCAS-related)

e EAC(East African Community)

e EAC(East African Community), ESA (Easternand Southern Africa - COMESA-related)
e SADC(SouthernAfrican Development Community)

e West Africa (ECOWAS + Mauritania)

There are major caveats with the creation of thesegroups. First, theyare a combination of middle-income
developing countries and LDCs which have different incentives to sign EPAs or use other schemes (see
section 2.2). Furthermore, de facto negotiations between the European Union and the African countries
were also open to individual countries within a group, should the country wish to take part. This increases
theincentive for certain countries to break away from a group to which they tendto belong to for historic,
economic or geographic reasons. For instance, Cameroon is the only country in the Central Africa group
that concluded the negotiationon aninterim EPA with the EU in 2007. The European Parliamentapproved
theagreementinJune 2013 and it was ratified and implemented by Cameroonin July 2014.

Many regional blocs existed before the creation of these groups in Africa (see section 3.3.), and many
countries belonged to blocs different from those created to negotiate EPAs. The creation of these ACP
groups in some cases complicates the situation, furtherfragmenting trade relations. Forinstance, the SADC
EPA Group comprisesonly seven SADC countries (Botswana, Lesotho, Mozambique, Namibia, South Africa,
Eswatini (formerly Swaziland) and Angola. The other six members of the SADC region — the Democratic
Republicof the Congo, Madagascar, Malawi, Mauritius, Zambia and Zimbabwe - are negotiating Economic
Partnership Agreementswith the EU as part of other regional groups, namely Central Africa or Eastern and
Southern Africa.

In this paper we will provide informationon the negotiationgroups,on the sum of EPA regional groups on
the African continent, and on Africa, including the North Africa region.

22 Alternative trade policies to EPAs

EPA negotiations are notmandatory; in their absence, African countries benefit fromwhat the EU offersto
any developing economy, according to WTO rules. Indeed, under the WTO principle of special and
differential treatment for developing countries, the EU (as well as several countries) provides a non-
reciprocal system of trade preferences to developing countries. These preferences vary in nature and
intensity according to the status of the developingtrade partners (whetherLDC or not), their vulnerability
and their willingness to implement some particular international conventions. They comprise three
different arrangements: EverythingBut Arms (EBA), the Generalised System of Preferences (GSP) and GSP+.

A total of 40 of the ACP countries are defined as least developed countries (LDCs) by the United Nations;
thus thealternative to EPAs is to continue their trade relations with the EU under the EBA initiative, which
grants duty-free access into theEU marketto all productsfrom LDCs without any quantitative restrictions,
except forarms and munitions. This regime can be appealing, since it grants free access to the EU market
without involving reciprocity.


https://en.wikipedia.org/wiki/East_African_Community
https://en.wikipedia.org/wiki/East_African_Community
https://en.wikipedia.org/w/index.php?title=Eastern_and_Southern_Africa&action=edit&redlink=1
https://en.wikipedia.org/wiki/Southern_African_Development_Community
http://eur-lex.europa.eu/JOHtml.do?uri=OJ:L:2009:057:SOM:EN:HTML
https://en.wikipedia.org/wiki/United_Nations
https://en.wikipedia.org/wiki/Duty-free
https://en.wikipedia.org/wiki/Quantitative_property
https://en.wikipedia.org/wiki/Weapon
https://en.wikipedia.org/wiki/Munition

Policy Department, Directorate-General for External Policies

However, EPAs provide other advantages, in particular regarding ‘variables’ other than custom duties, in
particular clauses to support regional integration, development funds to facilitate the transition, and
simplified rules of origin, which are more flexible under the EPAs than under the EBA regime (and also
under the GSP) (see section 2.4). More flexible RoO play animportant role in the choice of enteringan EPA;
the EBA initiative and the GSP share the same RoO, which are more stringent than those in EPAs. For
example, a textile product can enter the EU duty-free if at least one stage in its production - such as
weaving or knitting — took place in an EPA country, while EBA requires double-stage transformation for the
same sector. This might explain why some LDCs such as Mozambique and Lesotho (members of the SADC
group) signed an interim EPA with the EU. Angola (the other LDCin the SADCEPA configuration) instead
has chosen to continue tradingunder EBA as its main exportsto the EU are oiland diamonds which enjoy
duty and quota-free entry under the EBA rules of origin since they are considered 'wholly obtained'
originating products.

Non-LDC African economies can access the EU market using the GSP scheme, which grants partial or full
removal of custom duties on two-thirds of the tariff lines. A more attractive alternative would be the GSP+
scheme, which provides improved marketaccess (fullremoval of custom duties on the same tariff lines as
those targeted by the standard GSP) for ‘vulnerable’ developing economies that show commitment to a
sustainable approach to developmentby ratifying and implementing a series of international conventions.
Overall, the differences between GSP and GSP+are not significant except for Eastern Africa, where several
countries, especially Mauritius,are large exportersin the textiles and apparel sector, where GSP+ eliminates
protection and GSP provides only limited advantages. However, both the GSP and GSP+ provide for less
favourable treatment than the original Cotonou preferences or the free access granted through signing
the EPAs (see page 187 in Fontagnéetal, 2011).

While these unilateral preferential schemes can permit ACP countries to protect their domestic production
and minimise fiscal losses, they also prevent ACP countries from opening up their markets to cheaper
inputs, foregoing the efficiency gains thatcould be achieved in the context of EPAs.

Moreover, GSP schemes are often (unilaterally) revised, excluding countries and goods according to certain
criteria, while EPAs mean more stable trade measures, which might bring benefits in terms of domestic or
foreigninvestmentin ACP markets (theso-called lock-in effect; see Collier, 2015).

23 Status of negotiations

Negotiations for EPAs began in September 2002 and were due to be completed by 2007. In reality, the
situation is more complex, with some agreements already concluded and applied while negotiations are
still ongoing with other ACP countries. More precisely, 48 out of the 79 ACP countries signed an EPA with
the EU, and only 32 of them have started implementing the EPA, 14 of which are in Africa (see Table 1).
Below, we provide detailed information about the status of negotiationsfor each of the African groups.

Table 1:Implementation of EPAs

Number of countries
ACP group implementing EPA
orinterimEPA

Countriesand first year of
implementation

Central Africa 1 out of 8 Cameroon (2014)
EAC None outof 6
Comoros (2019), Madagascar,
ESA 5outof12 Mauritius, Seychellesand
Zimbabwe (2012)
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Botswana, Eswatini, Lesotho,

SADC 6 out of 7 Mozambique, Namibia and South
Africa(2018)
West Africa 2outof16 Cote d'lvoire (2019), Ghana(2021)

Antigua and Barbuda, Bahamas,
Barbados, Belize, Dominica,
Dominican Republic, Grenada,

Caribbean 14 outof 15 Guyana, Jamaica, St Lucia, St
Vincent, StKitts and Nevis,
Suriname, Trinidad and Tobago
(2010)

Fiji (2014), Papua New Guinea

Pacific 4outof15 (2011),Samoa (2018) and Solomon
Islands (2020)

Source: Information available on the European Commission website (https.//trade.ec.europa.eu/access-to-markets/
en/content/economic-partnership-agreements-epas).

Central Africa Group

As already mentioned, in Central Africa only Cameroon concludedan interim EPA with the EU, in 2007. The
European Parliament approveditin June 2013 andit was ratified by Cameroon in July 2014. This agreement
allows all goods from Cameroon to enter the EU duty and quota-free, and gradually removes duties and
quotas over 15yearson80 % of EU exports toCameroon. It coverstrade in goods, aid for trade, institutional
issues and dispute settlement.

Other countries of the region have not yet signed the EPA. Some countries in the group, such as the
Democratic Republic of Congo, have flagged their interestin acceding. Chad, the Central African Republic,
the Democratic Republicof Congo and Sao Tomé and Principe benefitfrom duty-free, quota-free EU access
under the EU’s EBA scheme. Congo (Brazzaville) trades with the EU under the EU’s GSP. As upper-middle-
income countries according to the World Bank classification, Gabon and Equatorial Guinea are no longer
eligible for the GSP or any other preferential EU import regime (since 2014 for Gabon and 2021 for
Equatorial Guinea); they export to the EU under the MFN regime.

EAC

The negotiations for the regional EPA were successfully concluded on 16 October 2014. On 1 September
2016, Kenya and Rwanda signed the EPA between the East African Community and the EU. AllEU Member
States have also signed the agreement. None of the EACmembers hasyet implemented the EPA.

ESA

Six ESA countries - Comoros, Madagascar, Mauritius, the Seychelles, Zambia and Zimbabwe - concluded
an interim EPA with the EU at the end of 2007. In August 2009, four of those countries signed it
(Madagascar, Mauritius, Seychelles and Zimbabwe). They have provisionally applied it since 14 May 2012.
Comoros signed theagreement in July 2017. It ratified and started applying itin February 2019.

In January 2013, the European Parliament gave its consent to the agreement. The deal remains open to
other countries that want to join later.

SADC

The EU signed an EPA on 10June 2016 with the SADC group. The agreement became the first regional EPA
in Africa to be fully operational after Mozambique started applying it in February 2018. Angola (the other
LDC in the SADC EPA configuration) haschosen to continue trading under EBA.
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http://eur-lex.europa.eu/JOHtml.do?uri=OJ:L:2009:057:SOM:EN:HTML
http://eur-lex.europa.eu/JOHtml.do?uri=OJ:L:2012:111:SOM:EN:HTML
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West Africa

Negotiations of the regional EPA covering 16 countriesin West Africa were concludedon 30 June 2014. All
EU Member States and 13 West African countries signed the EPA in December 2014, except Nigeria,
Mauritania and the Gambia. The Gambia signed on 9 August 2018 and Mauritania on 21 September 2018¢,
leaving Nigeria the only country of West Africa that has not signed the EPA. The agreement is the first
Economic Partnership that brings together not only the 16 countries of the region but also their two
regional organisations: the Economic Community of West African States (ECOWAS) and the West African
Economicand Monetary Union (UEMOA).

24 Rules of origin

Under EPAs, as usual in any trade agreement, exported products need to satisfy negotiated RoO in order
to qualify for preferential treatment. In other words, RoO are the criteria, set by each trade partner, to
determine the national source of each exported product. Then, preferences are granted depending on the
geographic origin of imports. They often require that the exporting country has performed a substantial
transformation of the product forit to be eligible for preferences. Other criteria can be added, such as a
change of tariff classification or an ad valorem percentage of value added generated by the exporting
country.

A significant increase in the number and the complexity of RoO has accompanied the spread of Preferential
Trade Agreements (PTAs) around the world. RoO also apply to non-reciprocal preferences like GSP
(Generalised System of Preferences), AGOA (African Growth and Opportunity Act), EBA (Everything But
Arms)and allthereciprocal FTAs.

RoO are perceived by some as non-tariff barriers (NTBs) for exporters. Complying with RoO requirements
entails costs for producers, exporters and customs officials. Firms and policy-makers have advocated
simplification and, in the case of large-membership FTAs like the African Continental Free Trade Area
(AfCFTA), harmonisation as well (de Melo et al., 2022).

Concerning EPAs, flexible RoO enable African countries to export products produced with inputs from
other countries, especially in key sectors suchas agriculture, fisheries, textiles and clothing.For example, a
textile product can enterthe EU duty-freeif at least one stage in its production — such as weaving or knitting
- took placein an EPA country, while EBA requiresdouble-stagetransformationfor the same sector.

Product-specificRoO areincluded in Annex Il of the Protocol of each EPA. Provisions on RoO cover products
in the following sectors: fruit, fisheries, essential oils, handicraft, gum, cocoa, clothing, electrical equipment,
leather, meat and wood. Nevertheless,for some EPAs, some morerelaxed rules are included in Annex|l A.
Further to these provisions, various EPAs grant derogations for some specific products. For instance, the
ESA EPA granted a derogation on canned tuna;the signatories of the SADC EPA benefit from derogations
for several products, including tuna and lobster (see the case of Namibia with a specific rule for Albacore
tuna and of Mozambique with specificrules for shrimps, prawns and lobster).

The general provisions in EPAs also provide for very favourable cumulation mechanisms, with the aim of
increasing economic integration between the EPA countries and beyond, and optimising their
complementarities. Cumulation of origin is a relaxation designedto facilitate the acquisition of preferential
origin:it allows materials (or components) usedin the manufacture of a good and originatingin a partner
country to be considered as originatingin the partner country where thisuse takes place.

6 Mauritania and ECOWAS signed an Association Agreement on 9 August 2017 to define the country’s participation in ECOWAS's
trade policy, including the EPA.


https://trade.ec.europa.eu/access-to-markets/en/glossary/economic-partnership-agreements
https://trade.ec.europa.eu/access-to-markets/en/glossary/southern-african-development-community
https://trade.ec.europa.eu/access-to-markets/en/glossary/economic-partnership-agreements

In-depth assessment on EPAs and intra-regional African trade

While provisions mayvarybetween EPAs, in general each EPA provides for fourtypes of cumulation rules.
We explain them from the point of view of African countries:

1. Bilateral cumulation with the EU

The basic cumulation rule allows for goods originating in country A and further processed or added to
products originating in country B to be considered as originatingin country B. All preferential agreements
concluded by the EU include this rule, where A and B are the EU and its trade partner involved in the
agreement. Here, they allow for a good originating in the EU to be added for further processing (or added
to a product originating) in an African country having signed an EPA to be consideredas originatingin this
African country. It therefore benefitsfrom preferential access to the EU.

2. Diagonal cumulation within an EPA group and (ACP) African countries

This rule applies to an area comprising at least three countries. Diagonal cumulation means that materials
originating in one of the countries (supplying country) can be processed in a second country (processing
country) and acquire the preferential origin of that second country for export to a third country (country
of destination), provided that the processing carried out in the second country goes beyond whatis called
‘aninsufficient operation’’, as defined in the EPA protocol. Forinstance, for an African country benefiting
from diagonal cumulation, when it processes beyond aninsufficient operation a good originatingfromany
other ACP, this good is allowed to enjoy preferential access to the EU market.

3. Full cumulation between an EPA group and (ACP) African countries

Through total cumulation (cumulation of transformations), the origin rule is satisfied if all the cumulated
transformations, carried out successively in two or more countries of a zone, and not only the last one
before exporting, constitute a sufficient transformation. The operation carried outin the last country of
processing mustgo beyondan insufficient operationas defined in the original protocol.

4, Cumulation with neighbouring developing countries

In this case, materials originating in a neighbouring developing country (belonging to a coherent
geographical entity) other thanan African country maybe considered as materials originating in the EPA
countries when incorporatedinto a product obtained there®.

In mostimplemented EPAs, cumulation with other (ACP) African countries outside the group of the country
exporting to the EU will only apply if two conditions are fulfilled: the countries participating in the
acquisition of the originating status have concluded administrative cooperation agreements, and the
inputs and final products have acquired originating status through the application of identical rules of
origin.

7 The examples of insufficient/minimal operations typically found include ‘preserving operations to ensure that the products
remain in good condition during transport and storage', simple addition of water or dilution or dehydration or denaturation of
products, ‘simple mixing'...

& The list of what is considered a neighbouring country is annexed to each protocol. For such cumulation to apply, it must be
requested by the EPA countries; in any case, the rulesof origin applicable to inputs from neighbouring countries are defined in
each EPA.
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To understand how wide in scope these rules are, we highlight that, forthe Pan-Euro-Mediterranean zone’,
only thefirst three cumulation rules apply: bilateral and diagonal rules thatare adopted in thewhole zone'
and thefull cumulation which applies only partially '

3 Traderelations

In what follows, we begin by presenting some structural indicators for African countries, in order to
understandwhy the role of these countries in world trade is primarily a function of theireconomic size and
commodity specialisation (section 3.1). Then we look at the at the European Union’s trade relations with
ACP African groups (section 3.2) and at intra-regional trade in Africa (section 3.3). We finally discuss the
issues at stake and the predicted impacts of EPAsaccording to relevantliterature (section 3.4) and possible
impacts of EPAs on gender equality (section 3.5).

In this section we present some statistics, in line with several EPA monitoring reports, produced after five
years of implementation. However, descriptive statistics cannot identify any causal relationship between
theentryinto force of EPAs and theirimpact ontrade. The causal ex postassessment of EPAs is daring given
the recent implementation dates, the long lead times of their implementation (15 to 25 years) and the
limited availability of recent data on African countries. It is no coincidence that all of the existing literature
onthe impacts of EPAs agreements consist of ex ante analyses, which we examinein section 3.4. If recent
data on African countries existed, it might be possible to make an assessment on some countries such as
Madagascar, Mauritius, Seychelles and Zimbabwe, which implemented EPAs in 2012, or Cameroon,
implementing its EPA since 2014.

3.1 Structural economic indicators

African countriesengaged in EPAslargely belongto the two poorest categories of development, according
to the World Bank classification. That is, 23 low-income and 19 lower-middle-income countries, just 5
countries in the upper-middle-income category (Equatorial Guinea and Gabon in Central Africa, and
Botswana, Namibia and South Africa in SADC) and only two high-income countries (Seychelles and
Mauritius in ESA) (see Table 2 and Table A5).

Dueto theregion’s significant economic growth (see Table 3), we observe an economic transition of many
countries between 2010 and 2020, especially from the low to the lower-middle category. Mauritius and
Seychelles upgrade fromupper-middle tohigh-income.Only two countries downgrade: Sudan from lower-
middle to low and Equatorial Guinea from high to upper-middle (see Table A5).

Between 2010 and 2020, the average growth of most African regions potentially engaged in EPAs was
higher than the world average (see Table 3). The exception is the SADC group, with a decline in GDP due
particularly to South Africa and Angola. Despite economic growth, (ACP) African groups continue to
amountto only 2% of world GDP (3 % if we include North Africa).

% The pan-Euro-Mediterranean cumulation zone of origin concerns the EU 27, Turkey, members of the European Economic area
(Iceland, Liechtenstein and Norway) and all the signatory countries of the Barcelona Declaration, namely Algeria, Egypt, Israel,
Jordan, Lebanon, Morocco, Syria, Tunisia and the Palestinian Authority of the West Bank and Gaza Strip.

19| the pan-Euro-Mediterranean zone, diagonal cumulation isonly possible between partner countries that apply identical rules
of origin among themselves. It operates according to the principle of ‘variable geometry’ since not all the countries in the zone
have yet included a pan-Euro-Mediterranean origin protocol in their bilateral agreements.

1 Between partnersin the European Economic Area (EU, Iceland, Liechtenstein and Norway), between the EU, Morocco and Tunisia
and between EU and Algeria.
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In-depth assessment on EPAs and intra-regional African trade

Table 2: ACP countries by development category (2010-2020)

L LM UM H

2010 GNI per capita in USD <=1005 1006-3975 3976-12275 >12275

Central Africa 4 2 1 1

EAC 6

ESA 7 3 2

SADC 1 3 3

West Africa 14 2

AfricaACP 32 10 6 1
2020 GNI per capita in USD <=1045 1046-4095 4096-12 695 >12695

Central Africa 3 3 2

EAC 4 2

ESA 6 4 2

SADC 1 3 3

West Africa 9 7

AfricaACP 23 19 5 2

Source: Authors’ calculations from WDI World Bank Database.
L =lowincome, LM= lower-middle income, UM = upper-middleincome and H = high income

Table 3: ACP countries, GDP level and growth rates (2010-2020)

GDP (USD billions) % growth (2010-2020)
2010 2020
Central Africa 105.9 138.9 31.2
EAC 126.8 213.7 68.5
ESA 168.0 219.8 30.8
SADC 541.0 434.8 -19.6
West Africa 507.4 694.6 36.9
Africa ACP 1449.1 1701.8 17.4
World 66 596.1 84906.8 27.5

Source: Authors’ calculations, from WDI World Bank Database.

It is precisely because Africa represents 2.8 % of global GDP that it represents only 3 % of world exports in
2019 (Figure 1).

African countries are opento international trade, indeed. Their trade to GDPratio (54 %in 2019, according
tothe World Bank’s WDIdata) is in line with the world average (56 %) and much higher, for example, than
that of China (36 %) (see Fontagné et al., 2022).

The structure of value added by sector for the entire region is close to that of the whole lower-middle-
income-countries category in 2020 (see Table 4). African countriesare highly specialised in agriculture and
in raw materials, while manufacturingis under-developed, in particular in the Central Africa group. The
service sector is also underdeveloped, with the exception of the SADC group.
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Figure 1: Africa weighs little in world exports because its economic size is limited - Shares in world GDP and world
merchandise exports (2019)
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Source: Authors’ calculations, from WDI World Bank Database for GDP and BACl database (Gaulier and Zignago, 2010,
updated in February 2022) for exports.

Table 4:Structureof value added by sectors (% on value added), 2020

Agriculture Industry Manufacturing Services
Africa ACP 18.4 26.3 10.9 48.9
Central Africa 18.1 343 15.2 43.9
EAC 243 223 9.3 46.3
ESA 24.0 23.6 6.7 42.2
SADC 4.3 26.4 10.9 61.2
West Africa 23.7 26.8 11.8 45.2
World 4.4 26.3 16.0 65.7
L 26.8 25.9 10.7 39.1
LM 16.1 27.8 14.9 48.1
UM 7.0 34.1 22.1 55.9
H 1.3 22.4 13.4 71.8

Source: Authors’ calculations, from WDI World Bank Database.
L =lowincome, LM= lower-middle income, UM = upper-middleincome and H = high income

3.2 EU27 and African countries trade relations

Considering trade patterns between the EU and the African countries, it is clear that the stakes in the EPA
negotiations aremuch higher for the ACPthan for the EU.

Despite theimportant preferences accorded tothese Africancountries by the EU as part of a long-standing
partnership'?, only 4.3%" of EU imports, excluding intra-EU, came from African countries in 2007, with
SADC and West Africa accounting for 44 % and 30 % of this amount, respectively. During the period

12 Nevertheless, some African countriesfaced some high tariff rates, sometimes higher than that applied by the EU to imports from
the Rest of the World (see Table A2) due to the concentration of some agricultural products that are heavily protectedin the EU
(e.g. tobacco, rice and milk).

30r 1.7 % if we include intra-EU trade. These figures are calculated from the BACI database.
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In-depth assessment on EPAs and intra-regional African trade

2007-2019, African countriesincreased their exports tothe EU by 8.6 %, and during 2007-2013 by 38 % (see
Table A3). Nevertheless, in 2019 African countries accounted for only 4.6 % of total extra-EU imports (see
Table A3 in Appendix2).

In contrast, the EU in 2019 remains Africa’s main trading partner, accounting for 23.3 % of Africa’s total
exportsandimports (see Table A4)'. During the period 2007-2019 African countries slightly reduced the

tariff barriersimposedon imports fromthe EU, from an initial high level (see Table A1).

Despite the resulting increase in imports from the EU, the shift of the centre of gravity of the world
economy towardsAsia has led to arelative decline of the EU as a trading partner. Nearly 26.9 % of African
exports went to the EUin 2007, and 31.2 % of African imports came fromthe EU. In 2007 China accounted
foronly 8.7 % of ACP exports and 10 % of ACPimports;in 2019its sharesare close to those of the EU (218 %
for ACP African imports and 19 % of ACP exports) (see Table A4).

The role of Africa’™ mainly as an exporter of commodities to the EU remained constant for decades,
mirroring its poorindustrial development.The EUimportsfrom Africa aremainly made up of commodities
with low value-added content (55.2 %) — natural resources (45 %) and unprocessed agricultural products
(10.2 %) - similarly to the composition of total African exports (see Table 5and Figure 3). Africa onthe other
hand imported mostly manufacturing goodsfromthe EU (72.8 %).

Such trade patternsillustrate the highly asymmetrical level of development between the two partners.

Table 5:EU-African trade pattem, by sector 2019 (sharesin percentage points)

EU importsfrom Africa AfricaimportsfromEU
Agricultural goods 10.2 7.6
Vegetable products 10.1 5.8
Livestock and animal products 0.0 1.9
Processedfood 4.9 4.1
Agr.food 49 4.1
Natural resources 45,5 15.4
Primary 45.5 15.4
Manufacturing 394 728
Electronics and machinery 17.9 40.6
Metallurgy 10.7 8.6
Textile and apparel 6.0 3.6
Otherindustries 4.8 20.0
Total 100 100

Source: Authors’ calculations, from BACI database (Gaulierand Zignago, 2010, updated in February 2022).

33 Intra-African regional trade

State of play and specificities

While African countries areopen, they trade toolittle with themselves, too little relative to their economic
size and to other regions of the world (Figure 2).

* Wide heterogeneity exists, not only among the different regional groups but also within them. Countries such as Cameroon
(Central Africa group) for which the EU isthe major trading partner, contrast with countriesin the Caribbean and Pacific areas, for
which the EU isa more marginal trading partner, mainly because of geographical distance.

15 Africa here includes also North African countries. However the picture does not change much when considering only ACP African
countries.
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Figure 2: African countries trade little with each other — Share of intra-regional trade in total merchandise
trade, by major region (2019)
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Source: Authors’ calculations, from BACI database (Gaulierand Zignago, 2010, updated in February 2022).

Despite theimportantincrease in termsof exportsobserved duringthe period 2007-2019 (+38 %, see Table
A4),the share ofintra-ACP African trade hasstagnated in value terms at 18 % since 2007, and the situation
is similar if we consider the whole African continent (15 %).

Atthesectorallevel, itis worth notingthatintra-African trade tends tohave a relatively higher value added
than African exports to the rest of the world (see Figure 3). Indeed, the weight of processed goods and
manufacturing is more important in intra-African trade than for exports towards the rest of the world,
where natural resources occupy a very large part of total exports. Processed and semi-processed goods
accountedfor 79 % ofintra-African exportsin 2019, compared to 44 % in other destinations.
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In-depth assessment on EPAs and intra-regional African trade

Figure 3: Intra-African trade has higher value-added content than Africa’s exports to the rest of the word -
Content of African exports by destination market, 2019
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Source: Authors’ calculations, from BACI database (Gaulierand Zignago, 2010, updated in February 2022).

As for unprocessed agricultural products and natural resources, they are mostly exported outside the
African continent: 81 % and 90 % respectively. Instead, it is for processed food that the African regional
market is the most important: 25 % of African exports of these goodsare sold there (see Table 6).

Table 6: African exports by sector and by destination, 2019

USD millions Shares
Africa RoW Total by sectors Africa RoW
Agricultural goods 8.6 39.8 48.4 17.8 82.2
Vegetable products 7.7 38.5 46.2 16.6 83.4
Livestock and animal
products 0.9 1.3 2.2 41.8 58.2
Processedfood 5.9 17.8 237 25.0 75.0
Agr. food 5.9 17.8 23.7 25.0 75.0
Natural resources 249 226.2 251.1 9.9 90.1
Primary 24.9 226.2 251.1 9.9 90.1
Manufacturing 45.9 202.9 248.7 18.4 81.6
Electronicsand
machinery 16.2 48.7 64.9 25.0 75.0
Metallurgy 12.8 109.2 122.0 10.5 89.5
Textile and apparel 2.8 19.1 21.9 12.7 87.3
Otherindustries 14.1 25.8 39.9 353 64.7

Source: Authors’ calculations, from BACI database (Gaulierand Zignago, 2010, updated in February 2022).
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African economies are highly specialised; a few Harmonised System (HS) productsaccountfor a large part
of their total trade. One single product category (out of the 5113 categories of products in the HS rev1
nomenclature) accounts for more than 50 % of total exports in one out of two countries, and more than
70 % in one out of three countries. However, intra-African trade tends to be more diversified (see Carrere,
2013). Intra-regional exports by African firms are 4.5 times more diverse than their exports outside Africa
(AUC/OECD, 2019).

The fact that intra-African trade tends to be more diversified and of higher value-added content should
encourage African countries to pursue their economic integration and transformation, and then become
more competitive in the international market. EPAs can be a stepping stone in that process. However, to
achieve all this, African economies need to reduce the numerous obstacles that curb intra-African trade
(see below).

Before addressing impediments to regional integration, it is important to stress that the trade figures
presented do not take into account informal trade. African countries actually trade more with each other
than is indicated by customs statistics. Although fragmentary, the available studies on the subject show
that the phenomenon is quantitatively important, especially for trade between border countries and for
tradein local agricultural commodities, where informal trade can reach or even exceed the value of trade
recorded by customs (Bensassi, et al., 2019; Bouét et al., 2018).

The importance of informal trade, aiming to bypass obstacles to trade, reveals the extent to which the
fragmentation of African marketsis animpedimentto establishinga friendly environment for business and
tointegrated value chains at the regional level.

Numerous obstacles curb intra-African trade

Thelimited economic size and weak complementarity of the specialisations of African countries, linked in
particular to the weight of primary natural resourcesin their exports (45 %), constitutes a first obstacle.

Governanceissues, such aslimited administrative capacity and overlapping regional trade agreements, are
a source of delays and thus of additional costsfor intra-Africantrade.

Tariffs are still important. The average custom duty applied by Africa to the rest of the world is 8.8 %, the
sameas in Central Asia (8.4 %), compared with 6.1 % in Chinaand 5.7 % in the United States. Intra-African
trade also remains subject to high tariffs — even higher than those applied to importsfrom third countries,
such asinagricultureand industry(Table 7).

Numerous other frictions exist, such as tariff barriers, non-tariff measures, regulatory discrepancies,
inadequate infrastructure, weak trade-related services (logistics, trade finance and payments), and add
another layer of costs. Plane (2022) estimates that logistics costs in Africa are four times higher than the
world average. More generally, estimates’® show that the tariff equivalent of existing trade frictions, or
border effects, is substantial - around 200 % for intra-African trade and about half that for the SADC and
ECOWAS regions - even after subtracting frictions related to infrastructure or tariffs (see Djoumessiet al,,
2017). Note that border effects might be overestimated, due to the importance of informal trade on the
Continent that by definition is notincluded in the trade statistics.

16 The gravity model of trade makes it possible to assess the importance of different obstacles to trade. This model predictsthe
intensity of trade between countries according to their economic size, trade frictions (not only distance), and the equivalent of the
gravitational constant (representing in our case the extent of globalisation). If trade frictions within a country are less than between
countries (absence of customs duties, regulatory differences, common currency, etc), we would expect that each country trades
more with itself than with other countries. Then, the ratio of the propensity of a country to trade with itself rather than with other
countries, all other things being equal, is the best indicator of barriers to trade, observable or not. Once we know the ‘price
elasticity’ of international trade - i.e. the response of the volume of imports to a variation in the price of imported products — we
can calculate a customs duty equivalent for the revealed trade frictions, called the border effect.
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Table 7: Average tariff by sector in Africa (2016), in percentage points

In-depth assessment on EPAs and intra-regional African trade

Intra-Africa Extra-Africa
Agricultural products 9.1 8.1
Processedfood 17.7 24.4
Natural resources 4.6 5.9
Manufacturing 9.0 8.2
Average 8.2 8.9

Source: Fontagné et al. (2022), calculated from MAcMap-HS6 database (Guimbardet al., 2012).

34 Predicted impacts of EPAs

The literature on the impacts of EPAs is based on ex ante analyses built on either computable general
equilibrium models (Bouét, 2018; Mevel, 2015; Keck et al., 2007) or, more often, on partial equilibrium
models (Andriamananjaraetal., 2009; Busse, 2007; Fontagné et al., 2011; Milner, 2006; Morrissey, 2007).

In what follows we concentrate on forecasttrade and fiscal effects of EPAs. Before beginning the discussion
of the effect of EPAs on these two aspects, it is important to emphasise a few points. First, studies covering
the entire ACP group are rare (Fontagné et al., 2011, Mevel, 2015; Morrissey, 2007'"); most focus on a
specific region or country (for instance, Nigeria in Andriamananjara et al., 2009). Second, ex ante studies
tend to disregard some adjustment costs, such as those that emerge from the reallocation of factors of
production across sectors, or reorganisation of the fiscal base and the shift to other forms of taxation to
replace tariffs. They also generally assume that tariff cuts translate into proportional reductionsin prices to
the benefit of the final consumer. In reality, it is likely that some of the cut will be captured by the
producers/importers, and/or by the exporter due to an incomplete pass-through of tariff changes to
consumer prices (see Gasiorek and Winters, 2004). Another effect that is ignored is the ‘lock-in’ effect
(Collier, 2015): establishing an EPA with the EU induces ACP countries to take irreversible, and therefore
more credible, trade measures, which might bring benefits in terms of domestic or foreign investmentin
African markets. Finally, all studies analyse the impacts of the trade-related provisions of EPAs, mostly tariff
and morerarely non-tariff barrierson goodsand services.However,EPAs encompass many other elements
(seesection 2.1) such as moreflexible rules of origin or provisions oninvestments thatmightbring positive
impacts.

Trade impacts

In terms of tariff reduction, studies tend to show that EU exporters are the main beneficiaries of EPAs
because their sales to African markets increase more than exports of African countries to the EU (Scollay,
2002; COMESA Secretariat, 2003; Ndlela and Tekere, 2003; Busse et al., 2004; Karingi et al., 2005). This is not
surprising if we consider that EPAs do not offer much more free market access to African countries that
already benefit from preferential access to the EU under EBA or GSP. For instance, Fontagné et al. (2011)
find that EPAs could bringa 14 % (18 %) increase in the volume of exports to (imports from) the EU in 2022
(the schedule ofimplementation theyassumecovers the period 2015-2022) &,

Regarding the exports of ACP countries, authors point out how choosing the right counterfactual is
essential to measure correctly the impacts of EPAs. Misguided assumptions often introduce a bias in the
debate over the consequencesof EPAs; thisis particularly sofor the assumption that thealternativeto EPA
is the status quo (Cotonou preferences). Actually, in the absence of EPAs, many African countries would
usethe unilateral preferences provided by the EU to LDCs (EBA) or developing countries (GSP), which are

7 This paper, however, concentratesonly on agricultural products, ignoring the rest of the economy.
'8 The SADC group is the one for which exports to the EU will increase the most (+30 %), in line with the results found by Keck et
al. (2007).
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less advantageous than the Cotonou preferences (see section 2.2). When comparing EPAs with the
Cotonou preferences as benchmark, the model leads to gains that are more limited (+6.3 % in 2022 in
Fontagnéetal. 2011).

Differentimplementation periods —-immediately for the EU and a longer period for the African countries -
alsoimply a transitory gain for African countries’ trade balances overthe corresponding period.

Sensitive products, excluded from the liberalisation for African countries, play a crucial role. Without
sensitive productsimports from the EU would be much higher, i.e.a 24 % increase in African imports from
theEU in 2022.

If we look now at the sectorallevel, while African countries would benefit from EPAs, the gains are mainly
onagriculturaland textile products (Mevel, 2015; Fontagnéetal., 2011),and in particular on a very limited
number of products. Only 3% of the 5113 goods classified at the HS6 level represent more than 90 % of
new exports; furthermore, only a few HS6 lines from Mauritius drive the large export gains in textile and
apparel (Fontagnéetal,, 2011). Contrariwise toexports, the sectoral composition of African imports points
toanincreasein industrialgoods, mirroring the traditional pattern of EU-Africa trade (see section 3.2).

Fiscal impacts

African negotiations groups are a combinationof relatively poor developing countries and LDCs, most of
which are highly dependent on trade relations with the EU. In countries where tariff revenues constitute a
significantamount of government budgetary resources, this dependence may lead to sizable lossesin tax
revenue (Bouét, 2018; Fontagné et al., 2011; Milner, 2006; Morrissey, 2007).

The effects of EPAs on African countries’ public finances have been widely debated, but their different
impacts remain difficult to disentangle. The elimination of customs duties on many European imports
produces two main effects: a direct effect by cancelling the duties on existing import flows from the EU
and a trade diversion effect. The overall effect of cutting tariffs will depend on the combined effect of
reduced tariffs and increased imports resulting from falling import prices, until liberalisation is complete.
The second effect of EPA is trade diversion, expected from any FTA.Untaxed imports fromthe EU, or from
countries belonging to the same African region, will replace currently taxed imports from therest of the
world. Accordingly, trade diversion produces additional negative impactson tariff revenue.

The combination of these effects results in a forecast average loss in tariff revenue on EU imports for all
ACP of 71 % in 2022 (Fontagné et al., 2011). The lowest relative losses are expected to occur in the SADC
region (58 %), while the region most heavily affected is ECOWAS, where the trade diversion effect will be
particularly detrimental (losses of EUR 700 million annually in the long run or 82 % of tariff revenue in 2022).
However, imports from other world regions will continue to provide tariff revenues. Thus, when tariff
revenue losses are computed on total African imports, lossesare limited (25 % on average in Fontagné et
al.,2011) and could even be less if product lists of sensitive products are optimised (19 %) *°.

Finally, tariff revenueis not the only source ofincome for government. It is clear that the effects of EPAs on
African countries’ public finances will differ depending on the initial importance of tariff revenue in total
governmentincome. Countriessuch as Congo,where tariff revenue lossesare forecast to be high (-33 %),
depend relatively little on this source of revenue (7.1 %). Mozambique and several West African countries,
such as Ghana and especially Cote d’lvoire, which are heavily dependent for their budget on this revenue
source, may experience difficult transition phases due to heavy predictedlossesin customsreceipts (50 %
ofrevenue losses in Mozambique).

9 Fontagné et al. (2011) provide two different list of sensitive products excluded by liberalisation. In the central scenario, the
excluded list mainly protects agricultural products. Then, the authors construct an alternative list of sensitive products using a
discrete choice model to ensure that the choice of products minimises tariff losses, at the initial trade level.
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LDCs should benefit the most from an adjustment package allowing them to move progressively froma
taxation system based onimportsto a more stable, domestic-focusedsystem. The transition to other forms
of taxation will be particularly difficult in post-conflict countries where central government power is weak
and the whole administrationis in a phase of ‘rebirth’ (e.g. Central African Republic).

Overall,inthelong-term, solutionswilldepend on the capacity of each ACP country to reorganise its fiscal
base.

35 Gender effects of EPAs

While the Cotonou Agreement, which is the legal basis for the EPA negotiations, makes an explicit
commitment to gender equality, genderissues were not the central focus in EPA negotiations.Despite this
lack of common attention, EPAs, like all other FTAs, are likely to have a gender-specific impact. Given
women'’s crucial role in the African economy, the obstacles faced by women are brakes on Africa’s
development.

The male and female labour forces are not distributed equally in all economic sectors. In Africa, the
agricultural sector employs most of the population (70 % according to UNECA, 2020). Women, who
constitute half of the African population (WB indicators)®, play a major role in the agricultural economy?';
they make up two-thirds of the agricultural labour force and produce most of the food (WB indicators).
Therefore, if EPAs affect the agricultural sector, because of cheaper goods imported from the EU, this is
going to affect women more than men, bothin terms of jobs and revenue losses. Furthermore, women
have a different role in households and less access to resources than men do. Trade liberalisation on the
African side should bring a series of benefits, like the access to more advanced mechanisationin the
agricultural sector. However, as small farmers and particularly women encounter greater difficulties in
accessing credit (the access-to-credit gendergap is 73 % according to UNECA, 2020) %, they generally lack
the necessary means tobuy modernagricultural machinesand other inputs (ADB, 2015; WEF, 2022). These
potential benefits of the EPAs risk therefore remainingonly theoretical for them.

Because of revenue losses, detailed in section 3.4, some Africangovernmentsare likely to have to cut back
expenses in the field of social services and education, at least for the period necessary for the country to
reorganise its fiscal base. This again has a gender dimension, as it is women who have to look after the
education of children.

All theseissues need to be monitored effectively. Todo soitis necessary to identify a series of key policy-
oriented indicators#(ADB, 2015) and to have access to a series of data. Better data are necessary both on
the gender structure of the economy and particularly on trade and labour subdivided between men and
women, and on the different access by men and women to resourcesand on governmentexpenditure.

4 Africa in value chains

In what follows, we mostly refer to the African continent, including North Africa in the analysis. We explore
the evolution of the participation of African countries in global value chains, comparing, when relevant,
their situation before the implementation of EPAs with the most recent available data. Of course, these
descriptive statistics as such cannot provide causal relationships between thenegotiation/implementation
of EPAs and a changein the position of African countriesin global value chains (GVCs). However, they tend

20 Own calculation based on WB indicators; see https://data.worldbank.org/indicator

21 The manufacturing and the service sectors are male-dominated.

22 With the exception of micro credit where women are overrepresented.

B The Africa Gender Index provides data on gender equality for almost all African countries, with only few exceptions (3 countries
inits 2019 edition). It focuses on economic empowerment, human development, laws and institutions. Interestingly, this index s
action-oriented. UNECA and the African Development Bank plan to publish it every three years, which would allow monitoring
changes over time, to identify the most appropriate policies needed to improve the empowerment of women.
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toshowthat the position of the African continentin GVCs did not change significantly between 2000 and
2018. On the contrary, therole of the EU as a provider of inputs to African economies that have already
implemented EPAs for some years tendsto decrease, while the role of Asian countries, in particular China
and India, increases. This is consistent with the increasing role of these countriesin global trade and value
chains. The questionthatthenarises concernsthe counterfactual: in the absence of EPAs, what would have
been the present level ofintegrationin GVCs of African countries? Economic modelling tools could provide
an answer (even if they would require recent data, not available yet) but, in any case, from the descriptive
statistics thatfollow, we could conclude that, at best, EPAs may be correlated toa stable position of African
countries in GVCs.

The latest Africa’s Development Dynamics report, jointly prepared in 2022 by the African Union
Commission (AUC) and the OECD Development Centre, explores the subject of African regional value
chains (see AUC/OECD, 2022). Their focusis onsustainable recovery afterthe COVID-19 crisis, different from
ours, but we can take advantage of the detailed indicatorson the participation in global value chains they
develop.

In particular, the report takes advantage of the unique UNCTAD-Eora Global Value Chain database (for
details, see the methodological paper by Casella et al., 2019). This database offers global coverage - 189
countries* and rest of the world - over a long period (from 1990 to 2018) of some key GVC indicators,
among which:

e DVA:Domesticvalue added embodied in each country’s exports

e FVA:Foreign value added embodied in a country’s exports, corresponding to the Backward
GVCparticipation componentofthe GVC participationindex

o DVX: Domestic value added of a given country which is embodied in the exports of other
countries, corresponding to the Forward GVC component of the participation index

e VA_exp:Totalvalueadded embodiedina country’sexports—-equalto DVA+FVA

e GVC:theGVC participation indexfor a country - equalto FVA+DVX

4.1 Africa shows limited backward integration

Africa’s levels of participation in value chains have remained similar for more than two decades, from 2000
t0 2018. In the following, we detail the indicators for 2018; values for 2000 are available on demand.

At first glance, if we look at the GVC participation index in 2018 - this indicator tells us how much value
addedthereis in a country’s exports relative to its GDP - it seems that Africais integrated in value chains
at a level similar to that of other developing regions, such as Latin America and Developing Asia, around
8 % (see Table 8).

The peculiarities of Africa appear when we break this index down into two parts. Forward participation -
theuse of inputs exported by Africa in production processes by other countries—accounts for almost6 %
of African GDP, in line with other developing regions. African countries largely participate in the global
value chain by exporting natural resources and agricultural commodities, further transformed by other
countries (as seen in section 3). In contrast, Africa shows limited backward participation in GVC: foreign
value added embodied in African exports accounts for around 2 % of GDP, which is lower than Latin
America (4%) and Developing Asia (3 %). As a result, forward participation is three times more important
than backward participation, thisratio being much higherthan in othereconomies in the world.

24 Equatorial Guineaand Comoros are the only two African countries not represented in EORA.
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Table 8: African GVC participationin 2018, in percentage points of GDP

.G\‘IC . Forward GVC Backward GVC
participation
Africa 8.0 6.0 2.0
Developing Asia 8.7 5.6 3.1
Latin America and Caribbean 8.0 4.0 4.0
High income 16.9 7.7 9.2

Source: Authors’ calculations, from UNCTAD-Eoradatabase (Casellaet al., 2019).

This limited level of backward linkage is detrimental to the economic development of African economies.
Globally and on average, estimates showthat a 1 % increase in GVC participationboosts per-capita income
by more than 1%, with a higher contribution from an increase in backward participation than in forward
participation (WB, 2020a). For instance, in Africa, in the two countries classified as of high income, Mauritius
and Seychelles, the share of foreign value added in the total value added of domestic exports (32 % and
42 %, respectively) is significantly higher than in the LDCs of the continent or than the African average
(14 %, see Table9).

Table 9:Backward participationin GVCsin Africa and someselected economies (2018)

ForeignVA DomesticVA
as a share of total value added in exports (%)
Developing Asia 17 83
Latin America 21 79
Africa 14 86
Madagascar 10 90
Mauritius 32 68
Seychelles 42 58
Zimbabwe 10 90
Cameroon 7 93

Source: Authors’ calculations, from UNCTAD-Eoradatabase (Casellaet al., 2019).

Compared to forward participation, backward participationis more favourable for domestic enterprises to
acquire knowledge about production capabilities and foreign markets, which will allow them to increase
their competitiveness and upgrade in value chains, thus creating more productive jobs. For example, in
the agrifood value chains, downstream segments help create non-farmjobsin both urbanand rural areas.
These jobs generate up to eight times more output per worker thanfarming (see Tschirley, 2015).

African producers remain marginal actors in international production, accounting for 1.7 % of GVCs in
2018%. Furthermore, regional value chains account for only 2.7 % of Africa’s participation in GVCs,
compared to 26.4% in Latin America and the Caribbean and 42.9% in developing Asia (see AUC/OECD,
p.23).Indeed African economies mostly integrate into production networks outsidethe continent.In 2018
African countries imported only 15 % of their inputs within the continent, compared to 22 % in Asia.
Among all African regions, only southern Africa showed a sizeable flow of imports and exports of
intermediate goodswith other countries in the region.

25 Morocco and South Africa have successfully upgraded their automotive production to supply European and other highly
competitive markets (see AUC/OECD 2022).
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4.2 The role of EU as a provider of value added

EPAs were expected to both improve the backward participation in GVCs of African countries andincrease
theregionalvalue chains, through importingcheaper inputs fromthe EU.

While a large share of African inputs (as well as the exports of their inputs) comesfromtraditional partners
such astheEU and USA, thedata showrecentintegrationinto East Asia production networks, particularly
China and to a lesser extent India. This shiftis evident also for countries in Africa that have been signing
EPAs over the past decade, for which we would have expected increasing inputs from the EU (see Table
10). This development is consistent with the increasing role of China and India in global trade and value
chains. In other words, EPAs do not seem to run counter significantly to the global trends in terms of
reshaping value chains.

Table 10:Backward participationinfive ACP countries signing EPAs, with the 6 top trade partners (2000 and
2018)

2000 2018
Sharein VA Sharein Sharein VA Sharein
in exports foreign VA in exports foreign VA
Madagascar (2012)
Madagascar 92.0 Madagascar 89.7
France 1.7 21.4 China 2.7 25.8
USA 0.6 7.7 France 1.0 9.6
Germany 0.5 6.2 Germany 0.5 5.3
Japan 0.4 5.4 USA 0.4 43
Italy 0.4 4.8 India 0.4 3.9
South Africa 0.3 3.8 Japan 0.4 3.6
Mauritius (2012)
Mauritius 62.0 Mauritius 68.3
South Africa 3.9 10.4 China 7.9 25.0
France 3.4 8.8 India 5.9 18.5
Italy 3.1 8.1 Germany 1.2 3.9
India 2.5 6.6 USA 1.2 3.9
Germany 2.1 5.6 South Africa 1.0 3.3
Seychelles(2012)
Seychelles 70.6 Seychelles 58.1
South Africa 2.6 8.7 China 4.5 10.9
USA 2.0 7.0 Singapore 4.1 9.8
UK 1.7 5.8 USA 2.8 6.8
Japan 1.6 5.3 India 2.5 5.9
Italy 1.0 3.5 Indonesia 1.9 4.5
France 1.0 3.5 UK 1.7 4.1
Zimbabwe (2012)
Zimbabwe 92.1 Zimbabwe 90.4
South Africa 4.1 52.0 South Africa 4.3 44.8
USA 0.4 5.3 China 1.4 14.3
Germany 0.4 4.5 Germany 0.5 5.5
UK 0.3 4.4 Japan 0.3 3.5
Japan 0.3 3.3 Taiwan 0.3 2.6
Italy 0.2 2.2 USA 0.2 2.2
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Cameroon(2014)

Cameroon 93.2 Cameroon 93.3

France 2.1 304 France 0.9 13.5
Germany 0.5 7.5 China 0.8 11.3
USA 0.5 7.2 Nigeria 0.6 8.7
Italy 0.4 6.2 Germany 0.5 7.8
Japan 0.3 5.1 USA 0.4 5.8
Belgium 0.3 4.6 India 0.4 5.4

Source: Authors’ calculations, from the UNCTAD-Eoradatabase (Caselle et al., 2019). In parenthesis, we recall the year in
which each country started to trade under EPA rules.

5 African Continental Free Trade Area

The low level of regional integration (described in section 3.3) contrasts with repeated attempts to
liberalise trade within Africa. Overlappingagreements, often of limited ambition, partially implemented in
many cases, have so far failed to bring about a profound reorientation of African exports towards the
continent.

It was against this background that African countries met in Kigali, Rwanda in March 2018 to launch an
ambitious project to achieve continental integration. This materialised in the African Continental Free
Trade Area (AfCFTA) and became one of the 13 flagship projects of Agenda 2063. A total of 54 African
countries (only Eritreadid not join) signed the agreement, which entered into forcein May 2019, in record
time, after the ratification by 24 of its signatories.

The project of the African Continental Free Trade Area is to create a single market and deepen the
economicintegrationof the continent, while eliminating the problem of multiple participation in regional
agreements and moving towards the creation of a future continental customs union, where African
countries would need to align progressively their external trade policies. Its scope is very broad, covering
provisions that go beyond thecommitmentsthata country can make in the WTO. The finalagreement will
be theresult of several phases of negotiations:

° Phase |, implemented on 1 January 2021, concerns the traditional aspects of regional
agreements, suchas trade in goods andservices, non-tariff barriers and RoOfor products.

° Phase llwill deal with investment,intellectual property rightsand competition policy.

o Phase lllwill cover e-commerce.

To date, 43 countries have ratified the agreement creating, thefirst phase of which formally began a year
ago butis notyet fully completed.

Simulations of the effects of this first phase of AfCFTA implementation show that African countries can
expect important gains from intra-African trade reforms, higher than those measured by the
implementation of EPAs (Fontagné et al., 2022, World Bank, 2020c; Mevel et al., 2015).The most recent
simulations (Fontagné et al., 2022), performed based on the most up-to-date database, show that intra-
African trade is expected to substantially increase by 2045, following ambitious implementation of Phase |
(Table 11).

% Only 41 African countries or customs unions have submitted their lists of tariff-liberalised products, with 10 % of products
liberalised with a delay, and 3 % exempted. Agreements on RoO and non-tariff barriers have not been fully finalised. As regards
services, five priority sectors have been identified.
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African markets currently account for 14 % of total African exports and this share is expected to almost
double, to 27 %, by 2045, thanks to theimplementation of AfCFTA. Two mechanisms are equally at work:
the expected economic growth in the continent willincrease the share of intra-Africantradein the exports
ofthese countries by 41 % (column two in Table 11); and AfCFTA willfurther increase it by 37 % largely due
to the removal of non-tariff barriers to trade. Nevertheless, a large part of African exports (two thirds) will
be oriented towards third markets. At the top of the destination markets, we find China, mainly because of
its economic size and growth. In contrast, Africa will largely turn away from the European market, mainly
because of the expected relative slowdown in the growth of the EU market.

Table 11: Destination of African exports of goods andservices

2020 2045
without AfCFTA with AfCFTA
Africa 13.9 19.6 26.8
China 14.2 16.9 15.5
EU+UK 31.1 19.1 17.3
USA 6.8 4.8 43
RoW 34.0 39.6 36.1

Source: Fontagné et al. (2022).

However, AfCFTA is along-term project, embracing the differentdimensions of the business environment,
and EPAs can be conceived as a stepping stone towards such deep regional economic integration. It is
likely that AfCFTA will make a difference to the de facto fragmentation of the African continent. The
integration of African markets, combined with the dynamics in population and urbanisation, could
increase the continent’s attractiveness for investors, generate new opportunities for investments on the
continent, and fosterthe creationof production networks.

Finally, it is important to highlight that the empirical evidence shows that AfCFTA can substantially
advance the different aspects of gender equality in Africa (Sakr, 2021). In particular, in removing internal
barriers, AfCFTA would promote the translation of informal to formal trade, which in turn will strongly
benefit women.Indeed, women comprise up to 70 % of informal cross-border tradersacross Africa and are
frequently the primarybreadwinners of their families, despite the precarious nature of informal trade and
threats to their personal safety (Yusuff, 2014; Njikam, 2011; UNCTAD, 2022a, 2022b, 2021a, 2021b).

However, to translate these theoretical outcomes into reality, Africa should demonstrate stronger legal
commitment? and set up an effective monitoring and reporting system to help decision-makers draw up
the policies needed to promote effective changes (Sakr, 2021).

6 Conclusions

Concerning Africa, the rationale behind the EPAs is to establish FTAs between the European Union and
regional groups, complying with WTO rules of reciprocity and non-discrimination. While respecting
international rules, EPAs try to take advantage of existing flexibilities and cover issues beyond those that
are purely commercial so as to help African economies to diversify, stimulate regional and continental

27 AfCFTA highlights gender equality as a key objective for Africa, and entails two gender-related provisions, in the preambles and
general objectives. However, AfCFTA's text neither targets specific gender-related aspects nor underscores precise policy actions
to be promoted by Member States to empower women. In this respect the AfCFTA text is less exhaustive than other African
regional trade agreements endorsed by Regional Economic Communities (RECs) (see Sakr, 2021).
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integration, and ultimately to contribute, through trade and investment, to sustainable developmentand
poverty reduction.

Negotiations for EPAs began in September 2002 and were due to be completed by 2007. However, the
process of negotiation encountered difficulties. Only 14 ACP African countries (out of 48) implemented
EPAs, and starting only from 2012. African countries concerned aboutEPAs preferred to use the other WTO-
compatible preferential schemes offered by the EU to all developing countries, whenevereligible — that is,
unilateral preferences such as EBA for LDCs and GSP (or GSP+) for non-LDCs. While being less favourable
than EPAsin terms of market access (at least for GSPand GSP+) and having more stringent rules of origins,
these unilateral schemes by nature do not require African countries to liberalise their own market access.
Indeed, it was reciprocity that African countries feared. As African countries strongly protect their goods,
they were aware of the consequencesof opening their marketsto the EU for their localindustry (andjobs)
and thefiscal consequences of tariff revenue losses, as highlighted by all the relevant literature.

If local industry is threatened because of import surges from the EU, EPAs make it possible for African
countries to protect some of the ‘infant industries’ that a country seeks to develop.African countries have
been allowed to exclude sensitive products from liberalisation, they also benefit from a long period of
liberalisation (from 15to 25 years). EPA partnerscan also take measures to protectfood security. Moreover
if, on the one hand, EPAs expose local industry to competition shocks, and that may kill small and less
efficient businesses, on the other hand EPAs provide cheaper input, for instance machinery, which in turn
increases the competitiveness of the local economy. These potential benefits of EPAsriskremaining merely
theoreticalfor womenin Africa, as they encounter great difficulties in accessing credit. These are not just
women'’s issues; they are brakes on Africa’s development, given their central role in the African economy.
Gender equality issues require stronger legal commitmentsand targeted policies, which in turn needto be
supported by better monitoring. As well,improvement of the existing dataon the subject is crucial.

As for tariff revenue losses, they mightbe large in certain countries (in the ECOWAS group) and smaller in
others (in the SADC group), depending on the initial structure of imports and trade diversion effects.
Sensitive products offer the possibility to strongly reduce this threat. However, as tariff revenue is not the
only source ofincome forgovernment, the overallimpact of tariff revenue losses will differ across countries
depending on the initialimportance of tariffrevenuesin total governmentincome. Countries such Congo,
where tariffrevenue lossesare forecast to be high (-33 %), depend relatively little on this source of revenue
(7.1 %). On the contrary, Mozambique and several West African countries, such as Ghana and especially
Cote d’lvoire, which are heavily dependent for their budget on this revenue source, may experience
difficult transition phases due to large predicted losses in customs receipts (50 % of revenue losses in
Mozambique). In the long term, solutions will depend on the capacity of each ACP country to reorganise
its fiscal base. As the transition to other forms of taxation will be particularly difficult for LDCs and in post-
conflict countries where central government power is weak and the whole administrationis in a phase of
‘rebirth’ (e.g. Central African Republic), adjustment packages should be provided. In this respect we recall
that European fundsare mobilisedas soonas EPAs are signed.

The causal ex postassessment of EPAsis daring, given the recentimplementation dates, the long lead times
of their implementation (15 to 25 years) and the limited availability of recent data on African countries.
Descriptive statistics provide information on some trends, which isimportant, butdo not show any causal
relationship between negotiation of EPAs and their impact on trade. Trade data show that, from 2007 to
2019, trade between ACP African countries and the EU has been increasing in absolute value terms, and
similarly in both directions (+10 %). At the same time, intra-regional African trade also increased (+37 % in
terms of exports in value). However, we should refrain from interpreting this as a causation going from
EPAs to trade, as several confoundingfactorsmay have played arole.

Despite theincrease in African exports to the EU,in 2019 African countries accountedfor only 5 % of total
extra-EU imports. Onthe other hand, although in relative terms the EU as a partner of African countries (for
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both exports and imports) has declined with the emergence of China, the EU remains Africa’s main trading
partner. In parallel, intra-African trade is too limited compared to the economic size of African countries
and also compared to the statistics for other regionsin the world.

To consider the future contribution of EPAs to the growth of Africa and to the relationship betweenthe EU
and Africa, it is useful to consider Africa’s current role in international trade. The analysis reveals two
different patterns, one with the EU and the rest of the world, and the other within the continent.

Thefirst pattern, with the EU and therest of the world, is centred on commodities, mainly agricultural and
naturalresources. This role of Africa mainly asan exporterof commodities remained constantfor decades,
mirroring its limited industrial development.Because of this, Africa participation in global value chains has
not benefited production transformation and the creation of more valuable jobs on the continent. In this
respect, EPAs provide for flexible rules of origin and cumulation rules that could support African partner
countries in the production of value added and their integration in value chains within the continent and
beyond.

The second pattern concern intra-African traderelations. On the one hand, African countriestrade toolittle
with themselves, mainly due to their economic size and to the high frictions prevailing on the Continent.
Ontheother hand, somepositive pointsemerge. Intra-African trade tends to be more diversified.Regional
markets are more profitable for the discovery and the development of new productive capacity. Physical,
culturaland institutional proximity and easier contact with existing networks reduce the costs for African
firms to experimentin regional markets (Carrere, 2013). Intra-regional exports by Africanfirms are 4.5 times
more diverse than exports outside Africa (AU/OECD, 2019). Moreover, intra-African trade tendsto involve
goods with arelatively higher contentin terms of value added than Africa’s exports to the rest of the world.
The weight of processed goods and manufacturing is larger in intra-African trade than in exports to the
rest of the world, where natural resources occupy a very large part of total exports. Processed and semi-
processed goods accounted for 79 % of intra-African exports in 2019, compared to 44 % in other destina-
tions.

It is this second pattern that provides a viable pathway for Africa’s economic integration and trans-
formation aspirations, which will also entail more meaningfulengagement with the EU and the rest of the
world. Domestic processing at regional level to serve local demand can help producers in specialising in
downstream segmentsof sequential valuechains (e.g.food processing, marketing, transportand retail) by
exploiting their proximity to final consumers (Antras et al., 2020). In this sense, the dynamics of Africa’s
demographyand urbanisation presentsubstantial opportunities.

The new capabilities that firmsacquire from serving regional markets help themto grow and better survive
when they expand to more competitive and demanding markets, such as high-income countries (Carrére
etal, 2017).

EPAs areintended to support regionalintegration in variousways. They were offered and negotiated with
ACP regions based on country groupings defined by them; they contain a regional preference clause
requiring ACP countries toextend EPA treatment notjust to the EU but to each other; they include flexible
provisions on RoO and far-reaching possibilities to ‘cumulate’ origin between EPA countries and beyond.
EPAs are therefore as much about trade between the countries in an EPA as they are about trade with the
EU. However, with the exception of the SADC group, countries preferred to negotiate individually, with a
potential negativeimpact on the existing level of fragmentation of trade policies on the continent.

Important gainsare expected fromthe African Continental Free Trade Area, which creates a single market,
deepening the economic integration of the continent, while eliminating the problem of multiple
participation in regional agreements. Relevant studies predict that the actual share of intra-African trade
would double by 2045. Two mechanisms are equally at work: the expected intra-African trade and the
removal of barriers, in particular non-tariff measures. Nevertheless, large parts of African exports (two
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thirds) will be oriented towards third markets - especially China, mainly because of its economic size and
growth.

Moreover, AfCFTAis along-term project, embracing the different dimensions of the business environment.
It is likely to reduce the fragmentation of the African continent, increasing its attractiveness for investors.
Finally, it is important to highlight that empirical evidence shows that AfCFTA can substantially advance
the different aspects of gender equality in Africa (Sakr, 2021). In particular, in removing internal barriers
AfCFTA would promote the translation of informal to formal trade, which will strongly benefit women.

Overall, the sequences of trade reforms matter for Africa. Successful implementation of the African
Continental Free Trade Area would ensure that the gainsfrom EPAs would better materialise. A continent-
to-continent trade agreementbetween 27 EU and 54 African countries would be a highly ambitious project
that could enhance EU cooperation, trade and investment in Africa. However, it can only succeed if it is
based on deep integration on bothsides.
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APPENDIX
Appendix A. Protection pattern

Table A1: ACPaverage applied tariffs, regional level (%) for 2007 and 2019

2007
Importing Region Central Africa EAC ESA SADC West Africa EU28 RoW
Central Africa 6.5 16.6 13.9 12.6 15.1 13.0 14.1
EAC 2.3 1.5 6.1 9.0 18.9 10.6 11.6
ESA 4.4 9.6 7.3 9.4 14.9 12.4 12.9
SADC 7.2 9.4 1.7 3.3 3.8 55 8.1
West Africa 5.3 16.2 13.4 11.1 10.7 9.8 11.9
2019
Central Africa EAC ESA SADC West Africa EU28 RoW
Central Africa 4.3 13.6 11.4 10.6 12.2 12.0 13.2
EAC 0.7 0.0 2.0 8.1 16.2 1.1 13.8
ESA 4.6 7.3 6.3 7.6 14.0 8.8 10.2
SADC 0.6 7.4 1.9 1.9 1.3 3.8 7.9
West Africa 5.2 13.2 11.3 10.4 0.3 9.8 10.4

Source: Authors’ calculations, based on updated version of MAcMapHS6 (Guimbard et al., 2012) for 2007 and 2019.
Reference group weighting scheme (Bouét et al., 2008) is kept constant at the year 2007. Importing region in rows (for
instance, 16.6 % corresponds to the average tariff applied by EAC to goodsimported from Central Africa).

Table A2: EU applied tariff by region and sector (percentage points), 2007

ACP Central Africa EAC ESA SADC WestAfrica RoW

Total 0.8 0.1 05 37 0.8 0.1 2.6
Agriculture

Vegetable products 9.8 3.7 09 17.0 13.1 0.9 9.2
Livestock and animal products 358 26.3 289 1.0 489 25.8 56.4
Processedfood

Agr. Food 2.0 1.3 04 0.2 7.0 0.4 9.0
Natural Resources

Primary 0.0 0.0 00 00 0.0 0.0 0.1

Manufacturing

Elec and machinery 0.3 0.0 0.0 0.0 0.5 0.0 2.4
Metallurgy 0.2 0.0 0.0 0.0 0.2 0.0 1.1

Textile and apparel 0.1 0.1 0.1 0.1 0.1 0.0 7.3

Otherindustries 0.0 0.0 0.8 0.0 0.0 0.0 2.8

Source:Authors’calculations, based on updatedversion of MAcMapHS6 (Guimbardetal., 2012) fortheyear2007. Reference
group weighting scheme (Bouét et al., 2008) is kept constant at theyear 2007.
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Appendix B. Trade patterningoods

Table A3:EU imports from ACP Africangroups

USD millions Share on extra-EU imports| Share on EU imports

2007 2013 2019 2007 2013 2019 | 2007 2013 2019
ACP African countriestotal 81.4 113 88.4 4.3 5.9 4.6 1.5 2.1 1.6
Central Africa 8.8 13.3 6.4 0.5 0.7 0.3 0.2 0.2 0.1
EAC 2.4 2.8 25 0.1 0.1 0.1 0.0 0.1 0.0
ESA 4.8 5.4 4.8 0.3 0.3 0.3 0.1 0.1 0.1
SADC 39.2 42.2 38.0 2.0 2.2 2.0 0.7 0.8 0.7
West Africa 26.2 49.7 36.7 1.4 2.6 1.9 0.5 0.9 0.7

Source: Authors’ calculations, based on BACI database (Gaulier and Zignago, 2010, updatedin February 2022).

Table A4: ACP Africantotaltradeby majorpartners

USD millions Shares

ACP Africanimports from

2007 2013 2019 2007 2013 2019
Africa ACP 48.12 87.91 66.04 18.42 19.58 17.42
EU 81.43 114.04 88.53 31.17 25.39 23.36
USA 16.06 23.71 15.43 6.15 5.28 4.07
China 26.03 68.55 82.80 9.96 15.26 21.85
RoW 89.61 154.88 126.23 34.30 34.49 33.30
ACP African exports to

2007 2013 2019 2007 2013 2019
Africa ACP 48.12 87.91 66.04 15.92 18.54 17.39
EU 81.42 113.41 88.42 26.94 23.91 23.29
USA 66.28 36.03 19.07 21.93 7.60 5.02
China 26.35 68.24 72.21 8.72 14.39 19.02
RoW 80.05 168.68 133.95 26.49 35.57 35.28

Source: Authors’ calculations, based on BACI database (Gaulier and Zignago, 2010, updatedin February 2022).
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Appendix C. Structuralindicators

Table A5: Developmentindicators for ACP African countries

GDP
2010 2020 Growth rate Income level
(USD billion) (USD billion) (2010-2020)
Central Africa
Cameroon 27.5 40.8 48.4 LM LM
Central African
Republic 2.1 2.3 9.5 L L
Chad 10.7 10.7 L L
Congo, Dem. Rep. 21.6 48.7 125.5 L L
Congo, Rep. 13.1 10.5 -19.8 LM LM
Equatorial Guinea 16.3 10.1 -38.0 H UM
Gabon 14.4 15.3 6.3 UM UM
Sao Tomé and
Principe 0.2 0.5 150.0 L LM
EAC
Burundi 2 2.8 40.0 L L
Kenya 45.4 100.7 121.8 L LM
Rwanda 6.1 10.2 67.2 L L
South Sudan 14.6 L L
Tanzania 32 62.4 95.0 L LM
Uganda 26.7 37.6 40.8 L L
ESA
Comoros 0.9 1.2 333 L LM
Djibouti 1.1 3.2 190.9 LM LM
Eritrea 1.6 L
Ethiopia 29.9 107.7 260.2 L
Madagascar 10 13.2 32.0 L
Malawi 7 12.2 74.3 L L
Mauritius 10 10.9 9.0 UM H
Seychelles 1 1.2 20.0 um H
Somalia N.A. 7 L L
Sudan 74.2 27 -63.6 LM L
Zambia 20.3 18.1 -10.8 LM LM
Zimbabwe 12 18.1 50.8 L LM
SADC
Angola 81.7 53.6 -34.4 LM LM
Botswana 12.8 14.9 16.4 um UM
Eswatini 4.4 4 -9.1 LM LM
Lesotho 2.2 2.3 4.5 LM LM
Mozambique 11.1 14 26.1 L L
Namibia 11.4 10.6 -7.0 um UM
South Africa 417.4 335.4 -19.6 UM UM
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West Africa

Benin
Burkina Faso
Cabo Verde
Cote d’lvoire
Gambia, The
Ghana
Guinea

Guinea-Bissau
Liberia

Mali
Mauritania
Niger

Nigeria
Senegal
SierralLeone
Togo

9.5
10.1
1.7
34.9
1.5
32.2
6.9

0.8

10.7
5.6
7.9

361.5

16.1
2.6
34

15.7
17.9
1.7
61.3
1.8
70
14.2

1.4
3
17.5
7.9
13.7
432.3
24.5
4.1
7.6

65.3
77.2

75.6
20.0
117.4
105.8

75.0
50.0
63.6
41.1
734
19.6
52.2
57.7
1235

S rr-

| e e N Y N Y N Y N S

LM

LM
LM

LM

LM

LM
LM

Source: Authors’ calculations, from WDI World Bank Database.

L =lowincome, LM= lower-middle income, UM= upper-middleincome, H= high income
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1 Political and economic context

For morethan adecade, African countries have been among the fastest growingeconomiesin the world.
Trade between the EU and Sub-Saharan Africa doubled overthe past decade. The EU remains the biggest
trading and investment partner for most African countries, especially for those implementing Economic
Partnership Agreements (EPAs) with the EU. In Africa, EPAs support the implementation of the Africa-
Europe Alliance for Sustainable Investment and Jobs, launched in September 2018." They are key tools
of the EU’s Comprehensive Strategy with Africa. The economic pillar of this strategy identifies trade —
alongsideregionaland continental economicintegration —as major elements to promote the sustainable
development of African countries. The February 2021 Trade Policy Review Communication ‘An Open,
Sustainable and Assertive Trade Policy’ confirms that Africa is of particular importance to the EU’s trade
policy.? The Africa-Europe Alliance builds on Africa-EU Partnership that the African Union (AU) and the
EU formally established in 2000 at the first Africa-EU Summit in Cairo. It is guided by a Joint Africa-EU
strategy, adopted in 2007.> Summits of EU and AU heads of states and governments take place
traditionally everythree years, alternating between Africa and Europe.These summits providethe political
guidance for further work. The 5th AU-EU Summit was held on 29-30 November 2017 in Abidjan, Cote
d’'Ivoire, under the central theme ‘Investingin youth for a sustainable future’.

Box 1.Interparliamentary cooperation between the EUu and Africa

As to the parliamentary dimension of the AU-EU cooperation, the European Parliament and the Pan-African
Parliament (PAP) meetregularly to assess the existing partnership and to carry out general consultative tasks vis-
a-vis the executive level.The last interparliamentary meetings took place on 20 November 2020and 10 February
2022.

Within the European Parliament, the Delegation for relations with the Pan-African Parliament (DPAP) is responsible
for strengthening the interparliamentary dimension of the Africa-EU Partnership as outlined in the Joint
Communication Towards a Comprehensive Strategy with Africa' and in the ACP-EU Cotonou Partnership
Agreement.

Regarding trade relations between the AU and the EU more specifically, the European Parliament’s recent
resolution of 23 June 2022 on the future of EU-Africa trade relations (2021/2178(INI)) calls for the establishment of
aregular high-level policy dialogue to be complemented by an exchange at the level of regional groupings, as well
as individual states. More specifically, it calls on the Commission and European enterprises and investors to apply
modern, sustainable and, wherever possible, climate-neutral production technologies in African industrialisation
projects. The resolution further urges both the AU and the EU Commissions to create and facilitate framework
conditions to change the nature of the integration of African countries into the world economy, from sources of
primary commodities to exporters of intermediate and final products, while maintaining policy space for the
safeguarding of infant industries. In addition, Parliament calls to support a multi-stakeholder system to allow the
AU member states to produce their own (anti-Covid-19) vaccines to facilitate the development of scientific
potential and reduce global dependence;to promote the development of regional value chains and better
regional infrastructure in Africa, to ease FDI in transport infrastructure, connectivity and digitalisation, and to
promote gender equality and women's empowerment in EU-Africa trade relations. Finally, Parliament’s resolution
urges the EU and the AU to promote private investment on the African continent. In this context, Parliament also
calls on the EU to stimulate private sector investment by translating the UN’s SDGs into binding human rights,
social and environmental due diligence obligations.

! See: European Commission: Communication on a new Africa — Europe Alliance for Sustainable Investment and Jobs: Taking our
partnership for investment and jobs to the next level, COM(2018) 643 final, 12 September 2018.

2 See: European Commission: Trade Policy Review - An open, sustainable and assertive trade policy, Brussels 2021,
https://trade.ec.europa.eu/doclib/docs/2021/april/tradoc_159541.0270 EN_05.pdf

3 See: Council of Ministers: The Africa-EU Strategic Partnership. A Joint Africa-EU Strategy, Doc. No. 16344/07, Lisbon, 9 December
2007, https://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/er/97496.pdf.
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Against this background, so-called Sustainable Investment Facilitation Agreements (SIFAs) can
become an important instrument for improving and promoting economic activity in Africa.
Currently, the Commission is negotiating a SIFA with Angola and preparing negotiations for SIFAs with
Nigeria and other countries in Eastern and Southern Africa. SIFAs are designed to promote sustainable
investment in Africa and the Southern Neighbourhood as part of the broader EU strategy to increase
engagement with African partners to unlock their economic potential, support economic
diversification and promote inclusive growth. Such agreements aim to increase the transparency and
predictability of investment operations, simplify and accelerate administrative and approval procedures,
strengthen bilateral cooperation on investment facilitation issues and contribute to sustainable
development.However, SIFAsdo not compete with already concluded bilateral investment treaties (BITs)
between EU Member States and African States.As the SIFAs do not address portfolio investments and
do not contain investor-state dispute settlement (ISDS) provisions, they are likely to function as EU-
only agreements. Accordingly, they are subject to ratification by the European Parliament and the
parliament(s) of the respective partner country. Colloquial evidence provided for by officials from the
Commission suggests thatideally, investment facilitation provisions should be concluded and ratified as
new chapters to already existing EPAs. In this respect, the SIFA with Angola, which is the focus here, is a
special case because Angolais nota memberofan existing EPA. The Angolangovernmentis also currently
negotiating accession to the EU-SADC Economic Partnership Agreement (SADC EPA, comprising the EU,
Botswana, Lesotho, Mozambique, Namibia, South Africa and Eswatini).

Atthe 5th Angola-EU Ministerial Meeting in September 2020, both sides confirmed their intention to start
exploratory discussions on a bilateral investment agreement,focusing on investmentfacilitation. Building
on the European Commission’s recommendation for a Council Decision authorising the opening of
negotiations with Angola on an agreement on investment facilitation of 23 March 2021, the Council
authorised the opening of negotiationson such an agreement and adopted its negotiating directives on
26 May 2021.The EU-Angola SIFA will be thefirst-ever bilateral agreement oninvestment facilitation
that the EU is negotiating. The agreement will focus on achieving the facilitation of FDI by enhancing the
transparency and predictability of investment measures, by simplifying procedures, encouraging e-
government, and enhancing public-private dialogue, promoting sustainable development and
responsible investment, supporting Angola's effort to attract and retain investment by improving the
investment climate for both foreign and local investors. The latest draft of the EU-Angola SIFA includes a
comprehensive chapter(No. 5) onsustainable development, addressingtherightof the contracting parties
to regulate and the level of protection, commitments on multilateral labour standards, multilateral
environmental policies and agreements, investment and climate change, corporate social responsibility
andresponsible business conduct, and investment and gender equality.

Negotiations on the EU-Angola SIFA are taking place in the context of the Africa-EU Partnership and the
Joint EU-Africa Strategy, efforts to substantially consolidate treaty-based relations between the EU and
African states, and negotiations withinthe WTO to implementthe jointInitiative onInvestment Facilitation
for Development (IFD).

2 Trendsin FDI in Angolaand other African countries

In 2021, according to the UNCTAD World Investment Report 2022, FDlin West Africa increased by 48.3 %
compared to 2021, while in East Africa it increased by 34.8 %. Russia's invasion of Ukraine and rising
tensions in the Far East have left foreign and domestic investors struggling to navigate an increasingly

4See: World Investment Report 2022, https://unctad.org/webflyer/world-investment-report-2022.
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conflict-ridden world. With globalization under stress and major stimulus programs underway in Europe
and North America to make supply chains more resilient for keyindustries, the financialimpact will be felt
across Africa. As a result, there is growing pressure on African governments to address issues of
compliance with investment-enhancing regulations. This, combined with higher levels of investor
facilitation, is increasingly becoming a key differentiator in competing for the type and amount of foreign
direct investment that host countries require. According to fDi Intelligence, in 2021 [T-enabled services
recorded a notableincrease in FDI project numbers, increasing by 29 % from the previous year.> While FDI
numbers through 2021 were encouraging, “greenfield investment”® was sluggishreflecting weak investor
confidence in some sectors.The FDI and trade rebound, further stress-tested supply chains, resulting in
rising shipping prices and increased lead times, putting the trade recoveryat risk.

Figure 1.FDl inflows, East Africa, 1990-2021 (million USD)
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Source: Author’s own calculation based on UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).

5See: fDi intelligence: THE fDi report 2021 - Global greenfield investment trends,

https://fdi-report-2021 fdiintelligence.com/files/ThefDiReport2021.pdf.

5Greenfieldinvestment is a type of FDI inwhich a parent company createsa subsidiary ina differentcountry, building itsoperations
from the ground up.
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Figure 2.FDI inflows, Angola and Namibia 1990-2021 (million USD)
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Figure 3.FDI inflows, Western Africa 1990-2021 (million USD)
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Regarding Angola more specifically, during the last 10 years FDI has contributed little to the
country’s overall investment capital: with the exception of 2014 and 2015, Angola was subject to net
FDI outflows every year since 2010. This resulted in a substantial decline in FDI inward stocks from USD 43
billion in 2011 to less than USD 17 billion in 2020; EU FDI in Angola did not behave structurally different
from total FDI in the country. The development is primarily the result of the dominance of investment in
the petroleum sector in combination with the response of oil-sector investments to world oil price
fluctuations. Overthe period 2012 to 2018, on average 97 % of allinward FDl was in the petroleum sector.
In addition, of the small share of non-oil inward FDI in 2016 and 2017, 86 % was in diamond mining,
meaning that FDI in non-oil, non-diamond activities was minimal. According to UCAN-CEIC, “the sectors
with the greatest potential to generate employment and income for the people are those that have
received the least foreign direct investment, such as agriculture and industry”.?

Also the EU’s FDIin Angola clearly focuseson the performance of Angola’s petroleum sector. Accordingto
the Commission’s Sustainability Impact assessment (SIA) in support of trade negotiations with Angola for
EU-SADC EPA accession, net EU FDI flows to Angola were about EUR 3 billion until 2015. From 2016
onwards, EU FDIflows to Angola were negative,although with decreasing magnitude; by 2019 the outflow
of EU FDIin Angola had almost stopped (EUR -317 million); in that year, EU27 FDI stocks in Angola stood
at EUR 13.9 billion. Conversely, Angolan FDI flows to the EU were much steadier and show an increasing
trend; reaching EUR 544 million in 2019. With Angolan FDIstocks in the EU reaching EUR 2.6 billion in that
year, bilateral FDl activity is much more balancedthan betweenthe EU and many other African (and indeed
developing) countries.

Figure 4.EU FDI flowsto andfrom Angola, 2013-2019 (million EUR)
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Note: Values for 2013-17 are for EU28; 2018-2019 are for EU27. Source: Eurostat, EU direct investment flows, breakdown by
partner country and economicactivity.

So far, neither the Commission nor the Councilhave presented clearly comprehensible designs on which
criteria could be used to prioritise potential partner countries for the conclusion of SIFAs. Parliament
would be well advised to fill this gap, if only to achieve more planning security. Prioritisation would be
possible according toseveral criteria: a selection based purely on the economicinterests of the EU would
give preference to those states that are crucial for securing the medium- and long-term socio-economic
goals of European societies. Based on this, however, the treaty-based barriersimposed on trade policy that
politically impede closer cooperation between the EU and third countries would have to be taken into

7 See: UCAN-CEIC. 2019. ‘Relatério Econdmico de Angola 2018'. Luanda: Universidade Catélica de Angola/Centro de Estudos e

Investigacao Cientifica, p. 90.
8ldem., p. 90.
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account:In this respect, the EU's objectives in the field of sustainable development and the protection
and promotion of human and citizen rights should play a decisive role in the decision on whether to
open negotiations. Since the streamlined text of the IFD agreement currently being negotiated at WTO
level focuses on the consideration of corporate social responsibility, the prevention and fight against
corruption, money laundering, terrorism financing, tax fraud and tax evasion®, a particular selection
criterion would be to explore the readiness of potential partner states with regard to the goals
pursued by the EU in terms of sustainable development, human rights, civil rights and labour rights
core standards.

Regarding the African states, prioritization could be achieved for example by focusing on the major
economies of the continent. By size of GDP, Nigeria, South Africa, Morocco and Kenya are the biggest
economies. Nigeria's GDP size may be explained mostly by its resources and demographic. South Africa’s
leading rolein Southern Africa is underlined by thefact thatit is not just a major destination country of FDI
but also the biggest African country investing in the continent.” From 2016 to 2020 it has invested 8.2
billion USD in Africa.In 2020, the second largest amount (3.3 billion. USD) of outbound FDI of the Middle
East and Africa originated from South Africa (FDI Intelligence 2021)."" Prioritization could also be
effectuated by focusing on investment attractiveness. In terms of the absolute amount of foreign capital
invested, Nigeria and Ethiopia have received the most FDI. However, Nigeria’s surge in FDI can be explained
primarily by oil and gas investment, while Ethiopia benefitted from a tripling of Chinese investment as a
part of the Beltand Road Initiative. Nigeria, Cote d'Ivoire and Ethiopia witnessed the biggestgrowth in FDI
flows in 2021. In relation to GDP size, Ethiopia and Ghana received the most FDI, although both countries
have extremely bad credit rating (CCC and CCC+ by Standard&Poor’s). An investment attractiveness
ranking by the Rand Merchant Bank came to the conclusion that Morocco (2nd), South Africa (3rd) and
Rwanda (4th) were the mostattractive countriesfor investors. Ghana was ranked 6th, Céte d’lvoire 8th and
Kenya 9th while Nigeria, Ethiopia and Angola did not figureamongthe Top 10."

Table 1.FDI performance breakdown

Growth FDI flow FDI stock GDP in % of Top 3 areas of Major RMB
of FDI compared | 2021 in billion announced announced FDI untapped Investment
flows to GDP million usb FDI projects | projects potentialsfor | attractiveness
(2020- (FDI/GDP) usD from theEU European rating 2021
2021) exporters
Angola -122 % -5.57 % 13166 74.5 41.40 % Communication / | Automotive, / /
Coal, Oil, Gas / Medicaments /
Financial Services | Food
processing

°The consolidated texts of the draft agreement are considered as restricted documents. We therefore rely on the published “EU
Proposal for WTO disciplines and commitments relating to investment facilitation for development” of February 2020
(https://trade.ec.europa.eu/doclib/docs/2020/march/tradoc_158673.pdf). Here, chapter 2.6 on “cross-cutting” issues addresses EU
proposals for the agreement negotiations’ items 26 (corporate social responsibility) and 27 (measures against corruption). The
published text of the last available version of the draft agreement “WTO Structured discussions on investment facilitation for
development - Consolidated document by the coordinator “Easter Text” revision 6”, Doc. No. INF/IFD/RD/74/Rev.6, of 9 February
2022,can be retrievedat:https://web.wtocenter.org.tw/DownFile.aspx?pid=367074&fileNo=0. Note that the “cross-cutting” issues
have moved into section VI “Sustainable Investment”, covering Articles 30 on “Responsible Business Conduct”, and 31 on
“Measures against Corruption”.

10See: EY: Reset for growth:fast forward, EY Attractiveness Report — Africa, November 2021, https://assets.ey.com/content/dam/ey-
sites/ey-com/en za/topics/attractiveness/reports/ey-aar-reset-for-growth-final.pdf.

"1See: The fDi REPORT 2021.Global greenfield investment trends,

https://fdi-report-2021 fdiintelligence.com/files/ThefDiReport2021.pdf.

12See: How we made itin Africa: “Where to invest in Africa: Report reveals top 10 economies”, Cape Town, 22 September 2021,
https://www.howwemadeitinafrica.com/where-to-invest-in-africa-report-reveals-top-10-economies/126466/
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Cote 94 % 1.98 % 12821 69.75 41.90 % Financial Services | Automotive / 8.

d’lvoire / Business Medicaments /
Services / Food Agribusiness
and Beverages

Ghana 39% 3.42 %S 41021 76.36 27.40 % Financial Services | Automotive / 6.
/ Food and Medicaments /
Beverages/ Agribusiness
Business Services

Kenya -37% 041 % 10458 109.8 20.50 % Financial Services | Automotive / 9.
/ IT Services / Medicaments
Food and
Beverage

Morocco | 52% 1.64 % 72941 131.47 51.70 % Business Services Automotive / 2.
/ Auto Avionics
components /
Transport &
Warehousing

Nigeria 103 % 1.10 % 91857 441.54 20.30 % Business Services Automotive / /
/ Software IT/ Medicaments
Financial Services

Source: UNCTAD bilateral FDI database on flows and stocks, UNCTAD FDI Country Profiles, UNCTAD Country Fact Sheets, fDi Markets,
ITC Export potential (https://exportpotential.intracen.org/en/products/tree-
map?fromMarker=w&exporter=w&toMarker=w&market=w&wha tMarker=k), S&P global ranking.

Focusing on the interests and preferences of European investors, Morocco has the highest share of
announced FDI projects from the European Union (51.70 %). Cote d’lvoire and Angola have around the
same share in announced FDI projects fromthe EU (41.9and 41.4%). Ghana has a share of 27.40 European
FDI projects and Kenya and Nigeria score at around 20 %. Looking at major untapped potentials for
European Exporters, Morocco has huge untapped potential with 2 billion USD of untapped market
segment in motorvehicles for the transport of persons, commercial vehicles and automotive components.
South Africa also has 1.2 billion USD of untapped potential in this market segment plus an additional USD
784 million in the pharmaceutical sector. Nigeria also possesses huge untapped market segments with
USD 500 million in motor vehicles for transportof persons and USD 801 million in medicaments. Looking
at raw materials needed for the EU’s green transition (particularly cobalt, copper, lithium, nickel and rare
earth elements) one country might be of specific interest: The Democratic Republic of Congo (DRQ)
currently produces 69 % of the global cobaltand has 46.1 % of proven reserves. It alsois fourthin the global
production of copper with 7.8% of global production and 3.5% of the global reserves.” As the
Commission is currently preparing a proper Raw Materials Act the DRCmight be an important partner for
a future SIFA.

If the potential partnersfor SIFAs are prioritised according to the criterion of their treaty-based linkage
with the EU, then those states with which the EU has concluded European Partnership Agreements (EPA)
stand out the most. Cameroon signed the EPA between the EU and Central Africa as the only country in
the region on 15 January 2009. The EPA with Céte d'lvoire entered into provisional application on 3
September 2016. The EPA with Ghana entered into provisional application on 15 December 2016.
Negotiations of the regional EPA covering 16 countriesin West Africa were concludedon 30 June 2014. All
EU Member States and 13 West African Countries signed the EPA in December 2014, except Nigeria,
Mauritania and The Gambia. The Gambia signedon 9 August2018 and Mauritania on 21 September2018,
leaving Nigeria the only country of West Africa that has not signed the EPA. In 2009 Mauritius, Seychelles,
Zimbabwe and Madagascar signed an interim EPA, which is provisionally applied since 14 May 2012. The
provisional application for Comoros started on 7 February 2019. Negotiations for the ‘deepening’ of the

13See: L. Leruth, A. Mazarei, P. Régibeau, L. Renneboog (2022): Green Energy Depends on Critical Minerals. Who Controls the Supply
Chains? PIIE Working Paper 22-12/2022, https://www.piie.com/sites/default/files/documents/wp22-12.pdf.
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existing EPA were officially launched in Mauritius in October 2019. Since then, nine rounds of negotiations
have taken place, the last one in September 2022. The negotiations cover all trade related areas such as
rules of origin, trade barriers totrade, customsand trade facilitation, sanitary and phytosanitary standards,
trade and sustainable development, trade in services, investment liberalisation and digital trade,
intellectual property rights, public procurement and meansofimplementation.Regardingthe East African
Community (EAC),negotiations for a regional EPA were successfully concluded on 16 October 2014. While
all EU Member States and the EU have signed the agreement, the EAC still need to sign and ratify the EPA
to be fully implemented. The EAC Summit of February 2021 concluded that those members who wished
toimplement the EPA should be able to engage with the EU with a view to starting theimplementation of
the EPA under the principle of variable geometry. In this regard, on 17 February 2022, EU and Kenya
launched talks on aninterim EPA with binding provisions ontrade and sustainable development.As to the
EPA with Southern African Development Community (SADC), negotiations were successfully concluded on
15 July 2014, and the provisional application started on 10 October 2016. Provisional application for
Mozambique began on 4 February2018.

Angola's accession to the EU-SADC EPA is expected to realise a number of Angolan and EU policy
objectives. For Angola, preferential market access to the EU for non-oil goods under an EPA would help
diversify away from mineral fuels and diamonds. Angolan membership of the EPA would provide stable
preferential access to the EU market. For the EU, Angola's liberalisation under the EPA would also ensure
stable preferential market access and improve transparency of trade rules. The EU is already an important
supplier of machinery and inputs to Angolan companies. Reducing import duties on these goods under
the EPA could improve the competitiveness of Angolan companies. Finally, joining the EPA (as well as
Angola's membership in the SADC Trade Protocol) could facilitate regional economicintegration between
Angolaand the other SADC countries, as the EPA rules of origin allow for regional cumulation.

3 Origin and nature of SIFAs

SIFAs are based on good governance and cooperation. For the OECD, “the ultimate purpose of investment
facilitation is to encourage new investments and reinvestments by providing investors with a transparent,
predictable and efficient regulatory and administrative framework for investment while ensuring the benefits of
investment are maximised.”'* Various mechanisms may thus contribute to the reduction or elimination of
potential and existing obstacles faced by investors. According to the OECD, investment facilitation
mechanisms can be categorised into three groups: Practical means to assist investors, policies to improve
theinvestment environment, and state-investor processes to manage FDl efficiently and effectively.™

Some of these elements can be found in provisions of international trade agreements, either bilateral or
regional, whereas others are more prevalent in domestic legislation. In 2017, a UNCTAD study of 111
investment laws from 108 developed, developing and transition economies concluded that
investment facilitation aspects were largely absent from national investment laws. ' According to
the same study, 194 new investment promotion and facilitation policies were introduced between 2010
and 2016, of which 80 % wererelated to investment promotion in a rather narrow sense (for example, by
creating special economic zones or setting up of investment promotion agencies). By contrast, only ca.
20 % of the national policy measures consisted of facilitating investment through, for example, the
establishmentofone-stopshopsor onlineregistration systemsfor investors."’

% See: A. Novik, A. de Crombrugghe (2018): Towards an international framework for investment facilitation, OECD Investment
Insights, August 2018.

> Idem.

16 See: UNCTAD, Review of Policy Practicesin Investment Facilitation,2017.

7 1dem.
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Table 2.Investment facilitation mechanisms

Bilateral investment facilitation provisions can take many forms. Rodrigo Polanco identified 12 different elements
of investment facilitation:

o provisions on improving investment climate,

. removal of bureaucraticimpediments to investment,

o facilitation of investment permits,

. facilitation of entry and sojourn of personnel related to investment,

o transparency,

. capacity-building on investmentissues,

. investmentfinancing,

. insurance programmes,

. pre-establishmentinvestor servicing,

) post-establishment investor aftercare,

. relations with investors and the private sector, and

. joint cooperation and treaty bodies on investment facilitation. '®
Bilateral investment facilitation mechanism Example(s)

Practical meansto assist investors navigatethroughthe | A one-stop shop or single window forincoming
various regulations and procedures when investing investors, an online business registration system,
information portals on legal and administrative
procedures to start and operate a business, client
service charters for all authorities dealing with
investors, or systematic aftercare services for existing
investors.

Policies to improvethe transparency, predictability and Sound and consistentlegal framework forinvestment,
effectiveness of theinvestmentenvironment regulatory measures to simplify and/or streamline
administrative procedures, good governancelaws and
mechanisms, or policies to provide an enabling
environment for investors to act responsibly and

sustainably.
State-Investor processes to make thesemeansand Public-private dialogue, inter-agency co-ordination,
policies impactful capacity building for Investment Promotion Agencies

(IPAs) and other public officials, and monitoring and
evaluation of existing tools, mechanisms and policies.

The EU'’s approach to investment facilitation

For the EU, the very fabric of investment facilitation is intrinsically linked to sustainable develop-
ment. Overall, investment facilitation encompasses four factors that support a positive relationship
with sustainability: economic development (linkages, technology transfer, training), environmental
sustainability (minimising negative environmental impacts of investments, mobilising environmental
technologies for conservation), societal, social development and inclusion (gender equality, labour and
employment standards, public health, education, training), and good governance (fair and efficient
negotiations, democratic legitimacy, absence of corruption, contractual enforcement). Facilitating
investment in line with the above factors is expected to contribute to inclusive growth and sustainable
development through the benefits of investment in the host country. These benefits may include

18 See: Polanco R. (2018): Facilitation 2.0. Investment and Trade in the Digital Age, RTA Exchange, International Centre for Trade
and Sustainable development, Geneva, 2018, p. V.

13



Policy Department, Directorate-General forExternal Policies

strengthening local productive capacity, reducing inequality,improvingenvironmental performance and
enhancing overall social resilience and solidarity.

The EU has concluded over 70 bi- or plurilateralagreements containing investment provisions. Older free
trade agreements tendednot to refer to investmentfacilitation at all. Instead, they merely set out general
objectives and principles to improve the Parties' investment environment. On the other hand, the new
generation trade and investment agreements such as CETA or CAI' contain some investment facilitation
provisions without expressly referring to investment facilitation. Some agreements address specific
investment sectors only, such as energy, information society or environmental goods or services. Other
agreements contain both general investment commitments and special regimes for specific sectors. This
is the case, for example, of the Interim EPA between the EU and the SADC States (Article 12), the Interim
EPA between the EU and the ESA States (Article 47), and the EU-UK Cooperation Agreement (Article 327).

Investment facilitation at the level of the WTO

Investment facilitation efforts also take place atthe WTO level,?° where members are entering uncharted
territory. A Joint Initiative on InvestmentFacilitation for Development (IFD) was launched by 70 members
at the 11th WTO Ministerial Conference (MC11) in December 2017 to address the trade barriers slowing
down and restricting investment processes between countries. In November 2019, 98 WTO members
issued a subsequent JointStatement onIFD. Formal negotiationsbegan in September 2020 drawing on an
informal consolidated text with a view to achieving concrete outcomes by the 12th Ministerial meeting at
the end of 2021.

To date, the overall WTO agreements’ regime addresses theissue of investment to a lesser extent, mainly
in the Agreement on Trade-Related Investment Measures (TRIMs) and the General Agreement on Tradein
Services (GATS). Regarding trade facilitation more specifically, the WTO negotiations on investment
facilitation for developmentalso mirrora cautious turning away from the establishmentof rules taking the
form of investment protection or liberalisation enshrined in a dense network of more than 2.600 bilateral
investment treaties (BITs) currently in force.”

In December 2021, 112 WTO members co-sponsored a Joint Statement on IFD%, in which they recognize
the Consolidated Document by the Coordinator (the so-called ‘Easter Text (Revision 5)’) as the basis for
their ongoing negotiationsand state their objective to conclude by the end of 2022.% Participating WTO
members have made significant progress on key pillars of the future IFD Agreement, such as on the
transparency of investment measures. To date, proceedings concentrate on improving the

' On 30 December 2020, the EU and China concluded in principle the negotiations on the Comprehensive Agreement on
Investment (CAl).

20Balistreri and Olekseyuk (2021) have estimated the economic impact of various scenarios for a potential WTO IFA based on a CGE
analysis. This showed that GDP in low income countries would increase by between 0.6% (for the least ambitious scenario) and
more than 2 % in the “extended ambitious IFA”; welfare of low income countries would increase by 1% to 3.5% under these
scenarios, respectively. While the overall economic effects of an IFA would increase with the coverage of the agreement, the
analysis also shows that the “benefits are concentrated among the regions participating in the negotiations” (Balistreri and
Olekseyuk 2021, 13). Although no precise numbers for the impact of the SIFA on Angola’s GDP can be provided, based on the
findings on the WTO IFA impact the economic impact for Angola of the SIFA is expected to be a substantial gainin GDP and welfare.
21 See: A. Berger, S. Gsell, Z. Olekseyuk (2019): Investment facilitation for development: a new route to global investment
governance, Briefing Paper, No. 5/2019, Deutsches Institut fir Entwicklungspolitik (DIE), Bonn, https://doi.org/10.23661/bp5.2019,
A. Berger, A. Dadkhah, Z. Olekseyuk (2021): Quantifying investment facilitation at country level — Introducing a new index,
Discussion paper 23/21, German Institute for Development, Bonn, https://www.idos-research.de/uploads/media/DP_23.2021.pdf.
225ee: https://docs.wto.org/dol2fe/Pages/SS/directdoc.aspx ?filename=qg:/WT/L/1130.pdf&0pen=True.

23 See for the future agreement’s text draft: WTO Structured discussions on investment facilitation for development — Consolidated
document by the coordinator “Easter Text” revision 6, INF/IFD/RD/74/Rev.6, 9 February 2022,
https://web.wtocenter.org.tw/DownFile.aspx?pid=367074&fileNo=0.
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predictability of investment measures, simplifying and speeding up investment-related administra-
tive procedures, strengthening the dialogue between governments and investors, and promoting
the uptake by companies of responsible business conduct practices, as well as preventing and
fighting corruption; and ensuring special and differential treatment, technical assistance and
capacity building for developing and least-developed countries.*

Traditionally, the promotion of sustainable development through investment facilitation remains
rare, both in domestic and international texts. Regarding domestic law, the Investment Code (Code des
divertissements) of Cote d’Ivoire states in Article 3 that one of its main objectives is to “favour sustainable
development through productive and socially responsible investments in lvory Coast”.” In addition, Artide 6
ofthelvorian Decree (2018/647) of 1 August 2018 implementingthe Investment Codestates that “investors
are obliged to contribute to the transformation of the economic models of their local contractors to take into
account ecological and environmental criteria in order to limit the negative impact of their activity on the
environment”.*® Regarding existing BITs, only a small portion includes provisionson sustainability.?” As an
example, Article 15.2 of the Ivory Coast-Canada BIT invites Parties to promote Corporate Social
Responsibility by encouraging investors to adhere to internationally recognised standards of
development.

4 Key provisions of the EU’s SIFA with Angola

The EU has startedto negotiate investmentfacilitation provisions with Angola for a self-standing SIFA and
discussed with some of the Eastern and Southern Africa countries the inclusion of a SIFA as part of the
modernisation of the existing EPA. In this context, the EU launched the EUR 300 billion strong “Global
Gateway Africa - Europe InvestmentPackage” that aims to support partner countries for a strong, inclusive,
green and digital recovery and transformation by accelerating the green transition, the digital transition,
sustainable growthand decent job creation, by strengthening health systems, and byimproving education
and training. The initiative provides an alternative to the Chinese approach to global infrastructure
development, the US’sBuild Back Better World initiative, orthe UK’s Clean Green Initiative. The Investment
Package is delivered through Team Europe initiatives. Accordingly, the EU, its Member States and European
financialinstitutions work togetherto support concrete and transformational projects jointly identified in
priority areas.

The draft EU-Angola SIFA contains eight chapters addressing general provisions (overall objectives and
definitions, MFN clause), investment transparency and predictability, the streamlining of authorisation
procedures, the set-up of focal points and stakeholders’ involvement, investment and sustainable
development, dispute avoidance and settlement, cooperation and institutional provisions, and final
provisions.

Regarding the agreement’s scope, Parties will retain the right to regulate within their territories to
achieve legitimate policy objectives, such as the protection of public health, social services, public
education, safety, the environment including climate change, public morals, social or consumer protection,
privacy and data protection, or the promotion and protection of cultural diversity. In addition, the Parties

24See: WTO, MC 12 Briefing Note: Investment Facilitation for Development,

https://www.wto.org/english/thewto e/minist e/mc12 e/briefing notes e/bfinvfac e.htm. The related EU proposal for
negotiations “EU Proposal for WTO disciplines and commitments relating to investment facilitation for development” of February
2020 can be found at https://trade.ec.europa.eu/doclib/docs/2020/march/tradoc_158673.pdf.

% [Translated from French] “Le présent code a pour but de favoriser le développement durable par desinvestissements productifs
et socialement responsables en Céte d'lvoire (...)"

% Translated from French] “Les investisseurs doivent contribuer, dans la mesure du possible, a la transformation des modeles
économiques de leurs sous-traitants locaux pour prendre en compte les criteres écologiques ou environnementaux permettant
de limiter lesimpacts négatifs de leurs activités sur I'environnement."

%7 Angola-Brazil, Ivory Coast-Canada and Kenya-Japan.
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affirm that the Agreement will not create any new obligations with respect to investment
liberalisation, any new rules for the protection of established investors and their investments, and
any rules for the settlement of investor-state disputes, or modify existing rules.

With regard to the transparency of the investment framework, the SIFA includes rules on the publication
of all laws and other regulations related to investment, all restrictionsand conditions on investment, and
specific contact information on the competent authorities involved in the approval of investments. In
addition, the Parties undertake to publish practical guidesinformingauthorities toinvestors of those steps
required to investin their territory. These guides shallinclude, inter alia, the requirements and procedures
relating to business start-up and registration, acquisition and registration of property, e.g.land ownership
rights, construction permits, paymentof taxes, oraccesstofinance, especially formicro, smalland medium-
sized enterprises (MSMEs). The chapter on streamlining the authorisation procedure contains provisions
to prevent an applicant fromhavingto contact more than one competent authority for each authorisation
application. In addition, the chapter specifies the minimum rules on publication obligations, fees and the
processing of applications. Each Party shall maintain or establish appropriate mechanisms, referred to as
"investment facilitation focal points"”, to serve as the first point of contact for investors with respect to
investment-related measures covered by this Agreement. In this context, the Parties recognise the
importance of close domestic coordination between the authorities and agencies responsible for
regulating and implementing investment-related measures and procedures in order to facilitate, attract,
retain and expandinvestment. To this end, mechanisms will be established to coordinate activities aimed,
inter alia, at facilitating investment, promoting regulatory coherence and predictability of government
policies and procedures, and promoting coherence of central, regional and localinvestment policies and
procedures. To facilitate coordination, each Party is encouraged to designate a lead government agency
in amanner consistent with its legal system.

The SIFA also provides the basis for the establishment of an Investment Facilitation Committee to
discuss possible improvements to the Agreement and take binding decisions in this regard. The
Committee is tasked with exchanging information and reviewing progress on technical assistance and
capacity building supportfor the implementation of the SIFA, identifying technical assistance and capadity
building needs, and seeking ways and methods to avoid or resolve problems that may arise in the areas
covered by the Agreementand toresolve disputes overthe interpretation orapplication of the Agreement.
In addition, the Committee maintains close contact with relevantinternational organisationsactive in the
field of corporate social responsibility or responsible business conduct. Finally, the Committee is likely to
act as a keyinterlocutor between the executive bodies of the Parties to the Agreement and an annual
civil society dialogue will discuss the implementation of the Agreement. The views and opinions
expressed in this dialogue may be submittedto the InvestmentFacilitation Committee.

As to the chapter on investment and sustainable development, Parties affirm their commitment to
promote the development ofinvestment in a way that is conducive to decent work for all, as expressed in
the ILO Declaration on Social Justice for a Fair Globalization of 2008, as well as to promote investment
policies that further the objectives of the Decent Work Agenda, in accordance with the 2008 ILO
Declaration on Social Justice for a Fair Globalisation, and the 2019 ILO Centenary Declaration for the Future
of Work. Moreover, they agree to respect, promote and effectively implement throughoutits territory,
including in ‘export processing zones’ and other ‘special economiczones’, the internationally recognised
core labour standards as defined in the fundamental ILO Conventions. Regarding multilateral environ-
mental governance and agreements, Parties affirm their commitment to promote the development of
investment in a way that is conducive to a high level of environmental protection. They commit to
strengthen their cooperation on investment-related aspects of environmental policies and measures,
bilaterally, regionally and in international fora, including in the UN High-level Political Forum for
Sustainable Development, UN Environment, UNEA, MEAs, or the WTO. Regarding Investment and climate
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change, the Parties agree to effectively implement the UNFCCCand the Paris Agreement, to promote the
mutual supportiveness of investment and climate policies and measures thereby contributing to the
transition to alow greenhouse gasemission, resource-efficient economy and to climate-resilientdevelop-
ment. In this context, Parties shall facilitate and encourage investment in sustainable production and
consumption,in environmental goodsandservices, investmentof relevance for climate change mitigation
and adaptation, investment that is consistent with conservation and sustainable management of forests,
investment for the sustainable use of biological resources and the conservation of biodiversity, and
measures to conservebiological diversitywhen it is subject to pressures linked to investment.

Overall, by incorporating such a rather detailed and comprehensive chapter on the linkage between
investment facilitation and sustainable development, the EU and Angola tend to go far beyond
respective commitments made by Parties under the IFD that is currently negotiated within the WTO.
Note that the latter’s draft Article 30.1 only addresses sustainable investment, and calls on Members to
“encourage investors and enterprises operating within its territory or subject to its jurisdiction to
voluntarily incorporate into their business practices and internal policies internationally recognized
principles, standards and guidelines of responsible business conduct that have been endorsed or are
supported by thatMember.”

5 Investmentand genderin the SIFA

Interestingly, the agreement’s TSD chapter also contains a specific provision on Investment and gender
equality. However, unlike the chapter’s preceding provisions, which have a rather binding character to tie
investment policies to specific sustainable development criteria, the Parties only recognise that inclusive
investment policies can contribute to promoting women'seconomicempowerment and gender equality
in line with Goal No. 5 of the UN 2030 Agenda for Sustainable Development. The Parties thus underscore
theirintention toimplement the Agreementin a manner that promotesand enhancesgenderequality.?®

According to Korinek et.al,, mostchallenges and issuesrelated to genderequalityand women's economic
participation are highly influenced by mainly domestic factors.? Trade and investment facilitation can
mitigate this development. Gendered barriers faced by Angolan women and girls are embedded in
patriarchal normsand traditional-cultural practices,such as child marriage, dowry practices, criminalisation
of abortion, girls” access to science, technology, engineering and mathematics, and all forms of gender-
based violence. According tothe Global Entrepreneurship Monitor’s (GEM) survey carried out in 2018-2019
in 59 countries globally, Angola has the highest rateof entrepreneurs among the working age population
from all surveyed countries, i.e., 40.3 % of men and 40.7 % of women of working age are entrepreneurs
(while the globalaverageis of 13.9 % for men and 10.2 % for women). 23.5 % of male entrepreneurs work
on theirown (47.8 % among female entrepreneurs), while 1.1 % of male entrepreneurs and 1.5 % of female
employ more than 20 persons. 83.2% of women-led enterprises operate in wholesale and retail trade
(comparedto 63.4% for men), 7.7 % in healthcare, education and social services (7.2 % for men), 5.0 % in
manufacturing and transportation (9.7 % for men), 2.6 % in financial, professional, consumer and

28 |n the Global Gender Gap Index 2020, Angola ranked 118th out of 153 countries, and 96th in the category “Economic
participation and Opportunity” for women (WEF, 2020). Angola has signed and ratified several regional and international treaties
and protocols geared at promoting gender equality, such as ILO conventions No. 100 on equal pay and No. 111 on non-
discrimination at work. The national legal and policy framework relevant for women includes also National Policy on Gender
Equality and Equity (Decree 222/2013), a National Programme for Support of Rural Women (Decree 138/2012) and a Strategy for
advocacy and resource mobilisation for its implementation (National Development Plan 2018-2022).The 7th periodic report of
Angola on its implementation of the UN's Committee on the Elimination of Discrimination against Women’s (CEDAW) provisions
stated that the country had made progressive steps to promote female representationin politics (women making up 30.5 % of
Members of Parliament).

29 See: ). Korinek, E. Moisé, J. Tange (2021): Trade and gender: A Framework of analysis, OECD Trade Policy Papers, No. 246, OECD
Publishing, Paris, https://doi.org/10.1787/6db59d80-en.
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administrative services (7.9 % for men), 1.2 % in ICT - information and communication technology (49 %
formen),and 0.2 % in agriculture and mining (6.9 % for men) (GEM, 2019).°

Against this background, specific provisions in the SIFA can potentially contribute to help to fight
women'’s discrimination by targeting areas where women are strongly represented and affected by
systematicdiscrimination (e.g. services sector, informal employment sector, textile sector) or areas where
women are disproportionately affected by legislative and administrative barriers or discrimination. Korinek
et.al. address an important barrier in this context, namely tariff and non-tariff measures in key sectors for
women-owned enterprises and especially for women-owned SMEs. Agreement provisions that explicitly
refer to gender equality definitely have the advantage of raising the profile and awareness of the issue,
thus contributing to its visibility and perceived importance. This is usually done by referring to the
importance of women's economic empowerment.*' However,gender provisions can also reaffirm existing,
legally binding commitments such as ILO conventions, thus highlighting their importance for the SIFA’s
implementation. Their effective implementation could thenbe further promoted by including them in the
dispute settlement mechanism of the agreement. The ultimate benefit of such provisions lies in their
enforceability. This is true evenif they only reaffirm existing obligations. In order to ensure that the SIFA
does not negatively impact women, the Parties could also, through gender-specific and/or gender-
mainstreaming provisions, oblige investors to comply with the respective applicable gender equality
legislation (especially in relation to labour standards)and promote corporate social responsibility.

6 Conslucions

The establishment of an InvestmentFacilitationCommittee in Article 7.2. of the EU-Angola SIFA is likely to
be of interest to the European Parliament from a democratic policy point of view. This committee should
not only discuss possible improvements to the agreement, but also be empowered to take binding
decisions. Whether the committee may also take decisions to amend the agreement has not yet been
conclusively clarified. In any case, it would have to be ensured in the course of further, parliamentary
consultations that an executive body established via an agreement is accountable to the parliaments of
the contracting Parties.

The Commission's Sustainability Impact assessment (SIA) in support of trade negotiations with Angola for
EU-SADCEPA accession recommended that the use of soft provisionsin the SIFA should be minimized as
far as possible. This could require the EU to make binding commitments for technical assistance to ensure
the ‘feasibility’ of certain measures mentionedin the SIFA. In addition, the SIA urged Angola and the EU to
work for the inclusion of strong, enforceable provisions on investment and sustainable development. It
should be noted in this regard that, with the exception of the SIFA's draft article on gender and investment,
the relevant TSD provisions are indeed largely binding in nature. The SIA, based on the first draft of the
SIFA, pointed out that the current draft of the SIFA does not include provisions that allow for the
enforceability of commitments made. In the meantime however, the complete EU proposal includes a
dispute settlementchapterwhich covers all provisionsin the SIFA, including those on disputesettlement.
The Commission's SIA already pointed out a number of limitations in the SIFA that we believe are not
adequately addressed in the draft SIFA: For example, the draft agreement still contains arelatively large
number (18) of articles and provisions that limit the Parties' obligations by providing that they apply
"to the extent possible", “to the extent practicable”, or simply “as appropriate”. The SIA correctly
pointed out, "without objective, clear,and observable criteria for what is 'feasible' and whatis not, thereis
a risk that provisions subject to 'feasibility’ will not be implemented; and it would then be up to the

Investment Facilitation Committee (or dispute settlement mechanisms, if applicable) to determine what is

30See: GEM 2019/2020 Global Report, https://www.gemconsortium.org/report/gem-2019-2020-global-report.
31See: M. Solis, S. N. Katada (2009): Explaining FTA Proliferation: A Policy Diffusion Framework. In: Solis M., Stallings B., Katada S. N.
(eds.) Competitive Regionalism. International Political Economy Series. Palgrave Macmillan, London.
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feasible." In our view, the EU and Angola did not limit the possibility of "feasibility" as much as possible.
Another way to ensure "feasibility" of measures would be to provide technical assistance. The draft
agreement already provides for this (in Article 7.1). However, a clear reference to the purpose of the
assistance could be made, for example, by clarifying that the primary purpose of technical assistance
is to ensure that the Parties can fulfil the obligations under the SIFA, especially when these are
linked to feasibility, practicability, or appropriateness.

Based on the EU Council's Negotiation Directives,** the previous Commission proposal,®* the text proposal
for the Agreement issued by the Commission,?* and the draft agreement’s text of 9 September 2022, the
SIFA will certainly aim atimproving theinvestment climate and facilitate investment, especially for MSMEs.
It is based on principles of non-discrimination, openness, transparency and stability, covers rules on
transparency and good administrative practices related to investment, as well as cooperation on
investment issues with a particular focus on investment contribution to sustainable development. It will
however not cover investment liberalisation, investment protection, or an investor-state dispute
settlement mechanism.* It would also not cover portfolio and other short-term capitalmovements.

To be sure, one might criticise the SIFA for containing certain insufficient or no binding, legally
enforceable elements. On the other hand, the SIFA is aninnovative element of European and African
trade policy, the effects of which will probably only become apparent in the trial phase. In this respect,
theEUand Angola should quickly conclude the SIFA anduse this "political experiment” to document their
goodwill toward other potential partners. The agreementwill certainly have positive effects for investors,
especially for SME’s, as they will find a comprehensive, legally secure framework for the effective
implementation of their business decisions.

In this context, we would also like to emphasise the model character of the SIFA for subsequent, similar

agreements. After all, with the SIFA, Angola and the EU are entering into stronger mutual commit-
ments to tie investment promotion to sustainable development goals than is apparent in the
framework of the IFD negotiated within the WTO. If the SIFA between the EU and Angola is successfully
concluded and ratified, it will be difficult to deviate from these sustainability, human rights and labour
rights conditions in subsequent SIFAs.

32 Council of the European Union: Negotiation directives for the negotiation of an agreement on investment facilitation with the
Republic of Angola, 8441/21 ADD 1,10 May 2021.

33 European Commission: Recommendation for a Council Decision authorising the opening of negotiations with Angola for an
agreement on investment facilitation, COM(2021) 138 final, 23 March 2021.

34EU's proposal for the SIFA of 14 June 2021 (updated on 23 September 2021),https://trade.ec.europa.eu/doclib/html/159654.htm.
35See Art.1.2(4) of the EU’s proposal for the SIFA.
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